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.-PREFACE

THE IDEA OF An  ECONOMIC COMMUNITY IS NOT NEW.

F ree  trade a reas  and closer economic cooperation between nations 

seem  to be the vogue in today’s world. F ree  trade between Canada and 

the United S tates is  not hew. However 2 I have never heard or read  of 

anyone advocating an economic union including Mexico with Canada and 

the United States. Mexico is  included for its  geography and its  r e ­

sources but mainly for psychological reasons.

I am indebted to the many books and publications of the Cana­

dian-American Committee^ which is sponsored by the National Planning 

Association (U.S. A .) and Private Planning Association of Canada^ for 

much of my resea rch  m aterial. I owe much to the. texts of P rofessors 

, Samuelson and Kindelberger for my approach to the problem s of in te r­

national trade. I hope I shall be forgiven if I5 as a Canadian* have em­

phasized perhaps excessively some Canadian aspects of the problems 

involved.
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• ABSTRACT

Political and m ilitary  strength require  a basis of economic 

strength® This requ ires resources as well as technology® The Soviet 

Union and its  sa tellites control vast land areas, huge populations, and 

many natural resources® The Soviet Union is  fast acquiring technology, 

and its  industrial capacity is  growing. The European Economic Com­

munity is  growing stronger and becoming m ore competitive®

To rem ain at the head of the line, the United States must grow 

stronger economically. For this it needs resources and people®
i

This thesis analyzes the economic strength and growth of the 

Soviet Union® It ,refers to the European Economic Community® It 

analyzes the natural resources of the United States, Canada, and 

Mexico® It d iscusses the h istorical development of the economies of 

the United States and of Canada and the gradual in terrelation of these 

economies. It d iscusses the trade b a rr ie rs  between the United States 

and Canada and some of the advantages and problem s of the export by 

the. United States to Canada and Mexico of large quantities of long-term  

capital® The trade relations with Mexico a re  considered®

Facts and argum ents for an economic union between the United 

States, Canada, and Mexico are  discussed® Various alternative methods

yii



vm

of rem oval of trade b a rr ie rs  are  consideredj and a plan is  se t out for 

an Economic Community of North Am erica with three p a rtn e rs—Can- 

ada5 the United StateSj and Mexico,



CHAPTER 1 
IMTR0DHCTIQH

The late President Kemedy said9 on a  visit to Canada in 19613 

'’Geography has made us neighbors. History has made us friends. Eco­

nomics has made us partners,, and necessity  has made us allies. ”

The United.States of Am erica .with its  abundance of natural r e ­

source s? extensive technology,, high ra te  of production, and tremendous 

capital is  experiencing difficulty in its international balance of payments. 

The Dominion of Canada with its  extensive agricultural, m ineral, and 

lumber resources is  experiencing difficulty in its  international balance 

of payments. Mexico, in its  early  stages of industrial development, is  

experiencing difficulty in its international balance of payments. The 

economy of the Soviet Union is  growing at a faster ra te  than the econo­

m ies of any one of the three countries mentioned. The Soviet Union has 

prom ised ’’to bury the United.States. ” (Khrushchev defines this to mean 

"bury, by outstripping the , economy.")

The Soviet Union is  now the world$s second industrial power 

with a gross national product of about one-half that of the United States. 

When the economies of Poland, Czechoslovakia, Hungary, Bulgaria, 

and Rumania a re  added to the economy of the Soviet Union, the resu lt 

is  a formidable economic unit.



The countries of western Europe are  divided mainly into two 

strong economic groups: the European Economic Community (common 

market) and the European F ree Trade A rea (EFTA). Consideration 

should be given to improving the competitive efficiency of the North 

A m erican economic unit, organized around the United-States, whose 

190 million citizens enjoy the highest plane of living in the world.

Nations and em pires r is e  and fall, mainly for economic re a ­

sons, The decline and fall of the United States is  a possibility which 

could resu lt from  the competition of la rger and m ore aggressive eco­

nomic units, Egypt, Gr eece, Macedonia, the  Roman Em pire, and the 

Em pire of Charlemagne each in turn lost economic leadership. In m ore 

recent tim es Spain was outstripped by G reat B ritain, and Great Britain, 

in turn, su rr  endered its  world leader ship in Industry and com m erce to 

the United States, The United States at the moment reigns supreme, 

but it is  being p ressed  hard by economic competition from  the Soviet 

- bloc, the European Community, and Japan,

P rofessor J. K. Galbraith pointed out that the ' ’conventional 

Wisdom” which is  established in the minds of the people.dies hard. 

P rofessor C, P. Kindleberger has pointed out that there seldom is a 

simple and exclusively co rrec t solution to an economic problem. Usu­

ally the problem  is  so complex that no single "tool" can suffice. More 

than economic factors alone have to be considered. There a re  accom­

panying psychological, emotional, and political factors. Many courses



suggested by economists as logical and valid are  rejected  by politicians 

and legislators.

The United-States' is  economically strong^ but its  continued 

strength and superiority  will depend on:
/

(a) The education of its  people and the amount of scarce re ­

sources that will be allocated to it;

(b) The continued p rogress of its  technology;

(c) Adequate capital formation and the proper combination of 

saving and investment;

(d) Adequate m onetary and fisca l policies;

(e) Satisfactory balance of trade and balance of payments and 

equilibrium in the cu rren t account and in: the cap ita l account; and? above 

all.on. - -

(f) The availability of raw m aterials for its  huge production 

and consumption.

The United States cannot afford to have neighbors and allies 

who have 'weak economies. It should therefore be concerned with the 

economic strength of Canada and of Mexico.

Canada, possesses m ore natural resources than can be ex­

ploited by its  population for centuries. These resources will soon be 

r  equir ed by the United' S tates . in much gr eater quantities than, they a re  

being utilised at present. The United States will also requ ire  the r e ­

sources of Mexico. The A m ericans a r e  living on a high plane,, because



of Americans economic strength. This is  the resu lt mainly of a large 

domestic m arket in the 50 United States, There is  not as much room 

for increased population in  the United States as there is  in Canada and 

in.Mexico. Growth of population and immigration^ accompanied by in­

dustria l growth, a re  factors that have a  hearing on economic strength. 

An economic union of North A m erica would integrate the economies of 

th ree  countries that have a population of MS million people with ade­

quate space and resou rces for twice that number.

The world is  moving slowly toward a supra-national authority 

or government. Some supra-national authorities already exist in p arts  

of the  world. There is  the Soviet bloc, and the European Economic 

.'Community. There’ is  the. European F ree  Trade..Area and the Latin 

American F ree  T rade A rea. There is  NATO and the W arsaw Pact 

countries, and there a re  others.

It may well be that the United States, in order to maintain its  

position as ■ the w©rld®s strongest power, economically and m ilitarily , 

will have to organize another m ulti-national body, a North American 

Economic Community. This may be required also to maintain for 

Am ericans the highest plane of living, the fru its of the world®s most 

affluent society,

. The. relations between,the United J ia te s  and Canada, the two 

main p artn e rs  in the proposed new community, will be considered in 

detail in this thesis, and mention .will be made from  tim e to tim e of the



relations of each of them with Mexico, Different considerations are  

involved in the ease of Mexico, Canada is  much further advanced in in­

dustrial development than Mexico and is  much closer to the 60-year 

period since the tim e P rofessor Rostow re fe rs  to as its  ’take-off, " 

Mexico is  - just emerging' from the underdeveloped stage and is  .just be­

ginning to tread  the path that Canada trod at the beginning of this cen­

tury.

There was a  tim e when learned men were few, and they wer e 

called philosophers. They in terested  them selves in all branches of 

knowledge and all m atters that affected, th e  universe and human: .life. 

Gradually the fund of knowledge iner eased and philosophy commenced 

to branch put and to become specialized. One of the branches was po­

litical economy, which included economics, politics, and som e sociol­

ogy, It enabled the political economist to consider m ost problem s af­

fecting society. A fter further.^specialization,, economics emerged as 

an individual branch of learning. Economics is  the study of how man 

supplies his everyday needs.

We live in a physical world, on a  globe about 25,006 m iles 

around, which possesses physical resou rces and raw  m aterials of all 

kinds. On th is  world there  exist somewhat in: excess of 3 billion human 

. beings. These human beings have needs, wants, and .desir es. Their 

basic wants a re  food, shelter, and clothing, satisfaction, happiness, 

and security. Different people have different wants and different



desires. When one want is  satisfied, another want arises- The wants 

of people are  and will c@ntinne»to be /unlimited. Unfortunately the r e ­

sources to satisfy these wants are  lim ited and they haye to be rationed.

. Economies is  the study of how scar ce resour ces- can: be' m ost efficiently < 

allocated to the production and distribution of goods and .services in o r­

der to satisfy the g reatest number of wants.

Economics then considers the question of raw  m aterials, where 

they exist, how they a re  to be recovered; what technology is  to be em ­

ployed; how they are  to be transform ed into want-satisfying products, 

and how they are  to be distributed. Because of the- scarcity , nations 

.have' fought and Miled'to acquire for them selves the sca rce  reso u rces.

. In .Adam Smith®s m arket society and under his p rice  system^ 

the scarce  resources were distributed by an "invisible hand. " The 

p rice  system  and competition accomplished an automatic distribution.

It decided what should be produced and who should rece ive it. Unfor­

tunately in re a l life it is  not so easy. The problem is  very complex.

To obtain r  esour ces one needs m ilitary  s tr  ength and political status as 

well as ability to pay the price. A  country,has.t© plan w ell in  advance 

to assure  that it does not exhaust its  supply of resou rces.

To acquire resources m ore efficiently, nations engage in in­

ternational trade. The basis of international trade is  specialisation by 

countries on the tasks they do best, or at least b e tte r than they do other 

tasks. Each country takes advantage of its  monopoly position in factors



such as mines or forests* or of its  superior technology, or abundance 

of factors such as land, labor, capital, and produces the goods in the 

production of which it has a com parative advantage. It then exchanges 

these goods for a  product which it needs and which is  produced in another 

country® The net resu lt is  that each country receives both products at 

a lower resource cost®

This basic approach to an economic problem helps one under­

stand the complicated instrum ents that have developed over the years® 

The International Monetary Fund, for example, at whose council tables 

the world’s leading financial experts, s it, is  m erely another institution 

organized by nations to help distribute the scarce resou rces of the earth  

among m ore people; to help nations finance trade with each other® The 

fund is  designed to help underdeveloped countries by supplying tempo­

ra ry  cred it to enable labo re rs to live while they are  producing com­

modities, some of which will la ter be sold to other countries® The p ro ­

ceeds of the sale wilT enable the country to repay its  debt and to pur­

chase needed commodities® The Federal Reserve Banking System is  

another instrum ent designed to supply money and credit to enable co r- • 

porations and individuals to acquire needed resources®

The scope of this thesis is to consider how North Am erica can 

continue to acquire resou rces and satisfy  the wants of its  growing and 

demanding population in the face of increasing competition. Some of the 

subjects to be considered are:



1= The. growth.of Soviet ecosom ic.power' and-its consequences for 

Canada and the United States.

2. The.future of industrial ra w  m ateria ls  in North A m erica.

3. Problem s for Canada in the world economy.

4o Some aspects of ta riff proteetion in Canada, including tariffs  and 

.trade b a rr ie r  s between Canada .and the. United States.

5o The perspective of Canadian-American relations.

6 . Some economic facts and discussions concerning Mexico.

7. Problem s that might be encountered in economic integration.

8 o A suggestion for the formation of an economic community.



'CHAFTEE 2 
BACKGROUND MATERIAL

The value, of all the m erchandise sold in international trade* 

by all the countries of the world in 1961s was 243 billion dollars. The 

United States had the m ost foreign trade. It exchanged goods to the 

value of ST billion dollars. Germany was second with $23. 6  billion; 

G reat B ritain  th ird  with $23 billion; France fourth with $13. 9 billion; 

and Canada fifth with $12. 3 billion. The per capita international trade 

of the United States in that year was le ss  than that of m ost of the lead­

ing trading countries. Belgium and Luxemburg were highest with $864 

per capita; Trinidad and Tobago w ere second with.$855; then came 

Switzerland with $800' Netherlands with$T93; Sweden with.$T§0; and 

Canada with $73 9* in that o rd er.

In 1962* 59.2 percent of all Canadian exports went to the United 

States* and 70.5 percent of all Canadian im ports came from the United 

States. In 1961* Canada im ported goods to the value of 908 million dol­

la rs  from  Commonwealth countries* 1 billion dollars from  other coun­

tries*. and $3.8 billion from  the United States. In, 1962* the  United 

. States exported to Canada goods to the value of 3.75 billion dollar s and 

im ported from Canada goods to the value of 3 . 6  billion dollars. (1 )

9
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The XJiiited States has a favorable world balance of trade but 

an unfavorable world balance of payments. The United States expends 

m ore than the amount of its  annual net surplus from trade on the main­

tenance abroad of its  arm ed forces* on international aid programs^ and 

on the export of capital. Canada has an unfavorable world balance of 

trade and am unfavorable world balance of payments. ■ Mexico has an un­

favorable world balance of trade and an unfavorable world balance of 

payments. The United States makes up the deficit in i ts  balance of pay­

ments by exporting gold and by borrowing sh o rt-te rm  funds from fo r­

eigners. Canada makes up the deficit in its  balance of payments mainly 

by importing short- and long-term  capital*, mostly from  the United 

. States. . Mexico makes up its  deficit in balance of payments mainly by 

importing capital* m ostly from  the United States.

In 1961, Mexico exported goods to the value of 804 million dol­

la r s  and im ported goods to the value of 1 billion 139 million dollars. It 

had an unfavorable trade balance of 335 million dollars. Of Mexico®s 

total im ports, 74 percent came from  the United States and of its  to tal 

e x p o r t s  7 9  percent went to the United States. Mexicans economy is  d is­

cussed a t some length in a  subsequent chapter. (2 )

Canada and the United States have over 3,000 m iles of unde­

fended border between them. With the exception of a  concentration of 

French speaking people in the Province of Quebec, both countries are  

predominantly English speaking. Both countries have a  system  of law



based on the English Common law. Both countries do business in m ore 

or le ss  the same way, and each country hardly considers the inhabitants 

of the other country as foreigners. During and shortly after the great 

depression in  the 19.30ts ? the United States financiers, when they de­

cided not to purchase foreign bonds, continued to purchase Canadian 

bonds because they did not consider them foreign. Many American in­

dustries open plants in Canada which they consider as branch plants, 

just as they might open branches in Phoenix, Los Angeles, or Atlanta. • 

There are  many contacts between the United States and Canada 

in everyday life. Many fam ilies haye m em bers residing in Canada and 

m em bers in the United States. Some of these points of contact that em ­

phasize the interdependence of the two economies are : the development 

of Columbia B iver power, concerning which a treaty  has just been 

signed; oil pipe lines from w estern  Canada to western United States; 

the development of power in Passamaquoddy-■ Bay; and the.St. Lawrence 

Seaway. Many bridges, fe rr ie s , highways, and tunnels join the two 

countries* The m ilitary  DEW line in northern Canada is  manned by 

United States personnel, and the United States has airbuses in New­

foundland and elsewhere in Canada. Members, of the New York and 

Am erican Stock -Exchanges have o ifiees and branches in. Canada, and. 

member s of the Toronto, M ontreal, and Canadian Stock .Exchanges have 

branches and offices in the United States. Several Canadian banks do 

business in the United States, and United States banks are  beginning to
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come into Canada. Thousands of nationals from each country c ro ss  the 

interiiational boundary each year. Many students from each country 

study in the otherv Many executives from  each country are  employed 

in the- other.. XJnited.States, corporations.control- m ost of the manufac- 

turingj mining, and oil industry in Canada.

The defence forces of the two countries a re  partly  integrated. 

International labor unions with head o ffices  in the United States control 

m ost of Canada* s labor unions. International serv ice organizations, 

like the Botarians, the Kiwanians, the.BENai Brith, the Skriners, the 

©ptimists, and o thers operate on both sides of the border. They have 

head offices in the United States, and their officers a re  nationals of 

both countries. There a re  friendly rela tions between the m edical a s ­

sociations, bar associations, hospital associations, and other p rofes­

sional organizations of the two countries. Credit and corporation in­

form ation organizations like Standar d & Poor and Dun & B radstreet 

have offices in both countries and repo rt on both American and Cana­

dian firm s. There a r e  m any Canadian. organizations. w ith' branches and 

subsidiaries in the United States, such a s  the chartered banks, D istiller s 

-Seagram, M assey Ferguson, and the International Nickel Co. Limited. 

F isherm en from  each country fish in the w aters of the o ther. Both 

countries shar e electric  power-at KJiagara Fails. . United States, charita­

ble and educational foundations such a s  Bockerf eller, Ford, Carnegie, 

and others make contributions to lib ra rie s , educational institutions.



and hospitals in.Canada» . T te  Canadian-American Com mittee.engages- 

in ac tiv itie s  in both comitrieso The .tax anthprities? security  and ex­

change authorities, and law enforcement authorities of the two coun­

tr ie s  cooperate. There is  a great export of brains from  one country to 

the other. P rofessor Galbraith, the economist, is  Canadian born, and 

the late C. D. Howe, for many years Economics M inister of Canada, 

was American.born. - ■

Many Am ericans spend their sum m er vacations in Canada. 

Franklin Roosevelt, J r . , son of a-President of the United States, was 

born in Canada during a sum m er vacation, (it has recently been decided 

to crea te  a park  and shrine out of the Roosevelt sum m er home at 

Campobellp in Canada. This, park w ill be maintained jointly by the 

. United-States and Canada.).- A la rg e  number of Canadians- spend their 

w inters each year in Florida, Arizona, and California. Labor and cap­

ital move freely between the two countries. V isitors from  each coun­

try  feel at home in the other. When an American is  in Toronto, he 

might easily be in Buffalo, Detroit, or Cleveland. When he is  in 

Vancouver , he might easily  be in Seattle or Portland, When a Canadian 

. is  'in .kochester, he might easily  be. in .©tfawa o r  Winnipeg.' The law 

courts of both countries re fe r  to the reasoning in each otherfs decisions, 

and the heads of Government speak to each other over the telephone. 

Recently the lumber marking law was vetoed by P resident Johnson after 

the telephone request of P rim e M inister Pearson. When the late
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President Kennedy was assassinated;, Canada mourned and millions of 

Canadians shed te a rs . It was different than mourning for a foreign 

head of state.: Canadians w ere glued to the same television program s 

for two full days as if they were: mourning their own leader.

Much has heen w ritten about the r  espective char ac teris tics  of 

Canadians and of Americans* but* with the exception of accents and 

habits that a re  associated with geographic locations (and these differ 

among Am ericans as they do among Canadians)* th e re  is  very little dif­

ference between the inhabitants of one country and those of the other .

. 0 f  course*. the. United States has IS tim es the population and 15 tim es 

the wealth and productive capacity of Canada* but that difference is  no 

g reater than the difference in population and wealth between the city of 

New York and the city of Tucson* within the same country.

The transition  from  independent economies to an integrated 

economy on both" sides, of the. international boundary could be. m ade with 

yery little  long-run disturbance in anyone's way of life  or in the social 

s tructure .

It is  interesting to note that recently many complaints and rep ­

resentations by Canada concerning the acts of the United States Govern­

ment and of th e  A m erican people wer e not communicated form ally through 

em bassies but by telephone between the P rim e M inister and the P re s i­

dent and by personal contacts between Canadian M in isters and American 

sec re ta rie s  who ar e their opposite num bers.



CHAPTEB3 
THE GROWTH OF SOVIET ECONOMIC POWER

H Canada and the United States wish to continue to enjoy the 

/world®s highest plane, r f  living, they nrast consider the growing compe­

tition of the planned socialist economy of the Soviet Union and unite to 

m eet it, A continued and diversified economic growth in R ussia and 

its sa tellites is  a th rea t to the trading position of the United States, 

Canada, and the w estern world. R ussia (the Soviet Union) can no long­

e r  he ..disregarded, when, one is  maM ngun .appraisal, of international 

trading arrangem ents. The Soviet Union is  developing a growing capac­

ity for exploiting the vulnerabilities of the free  world. It is  tru e  that at 

the moment m ost Soviet trade is within the Soviet bloc, including China, 

hi 1956, out of 15 billion ru b les  in exports, 11 billion w ere sold to 

Communist, countries, and out of 14 billion, rubles in im ports, 11 billion 

came from  satellite or associated areas.

The Soviet may em erge as a much greater com petitor as soon 

as its  internal needs for industrial expansion have been satisfied. The 

.Soviet Government is  in a position to d irect its  economy to do that which 

. will further its  political in te rests  in the. cold w ar . Recently a  very tem ­

porary th ru s t by the Soviet into the world aluminum m arket, and more

15
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recently into the; tungsten m arket, caused a great deal of concern in 

North A m erica ..and threatened to upset the world price of each com­

modity, Apparently Russia, for reasons of its own, hasn*t followed 

this further, but the potential th rea t is  there.

The S ov ie ts vast spaces, in many respects, resem ble the 

spaces of Canada, and the..Soviet iphion is  potentially the- g reatest riv a l 

: of Canada in world trade. This is  especially so in th e . fields of m etals, 

fo rest products, and agriculture (notwithstanding Russians recent dif­

ficulty with wheat resulting in large wheat purchases from  Canada and 

the United States), Since World War II. the Soviet has, em erged as the 

,world®s second industrial power, Its G ross National Product is  now 45 

percent as la rge as that of the United States, and the overall ra te  of 

growth in th e  Soviet in the la s t number of years has been greater than 

that of the United States, (Soviet figures a re  difficult to verify, and 

some economists question the SovieUs reported  ra te  of grow th.) The 

. Soviet defence program s, industrial investment program , and developr 

ment activities now reach  to about the sam e dollar value a s  those of the 

. United States. In § year s i t  is estim ated th a t the Soviet Union will have 

an additional 20 to 30 billion d o lla rs  per year fo r the expansion of its  

m ilitary  and foreign economic programs^ (1 )

The. Soviet spends about §0 percent of its investment funds in 

the expansion of basic industry, and the Soviet claim s that it has been 

able to expand its  industrial capacity in the post-w ar years at a ra te  of
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about 9. B percent per year. The command economy and control over

its  citizens h aw  enabled the Soviet Union to lim it the annual per capita

consumption pf its  people to less  than 25 percent of that prevailing in

the United-States. If it p erm its  the per capita consumption to increase

by 5 percent per year, its  people will feel that conditions a re  getting

better, hi 1957 the Soviet ra il system  claim s to have moved 3 percent
(3)m ore ton m iles of freight than United States railroads. The average in­

dustrial productivity of a worker in the Soviet Union is about one-third 

of that of:- a: worker in.the. United .States,, This low productivity is  an 

asse t at the moment, since it provides employment for labor in the 

Soviet Union and avoids a serious problem of moving w orkers and di­

recting employment into other channels.

The Soviet Union is  an example to the underdeveloped countries 

of a forced industrialization a t the: expense of freedom and of private 

consumption. The Soviet d irec ts its  lim ited savings by cen tra l planning, 

and it can show underdeveloped areas how to d irect the ir lim ited savings 

to investment program s which will contribute m ost to industrial growth. 

(The Soviet will probably not wish to show the hardships, privation, and 

death its  people have had to endure.) The Soviet can divert resou rces 

■ abroad tow ard p o litica l ends.

The Soviet Union has emphasized the creation of an industrial 

base and m ilitary  strength and has produced large quantities of machine 

tools. It is  able to deliver machine tools and ready-m ade projects,
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such as a steel m ill, an oil re f in e ry  or a hospital^ where they would 

bring the m ost political advantage*

Some trade is  undertaken by the Soviet Union prim arily  for 

political purposes; other trade for economic purposes* There is no 

foreign exchange m arket for rubles. They are  inconvertible, Soviet 

foreign trade m anagers can se t export p rices at any level. They sim ­

ply have to undercut the W estern p rice  framework slightly to se ll. The 

S ov ie ts f irs t consideration is s till the achievement of self-sufficiency 

and the autarchic protection of the economy. The Soviet economy is 

rigorously insulated against any influence from  the outside world.

This Soviet policy of basic self-sufficiency means that it is un­

likely that sa les to the Soviet Union by Canada and/or by the United 

■ States, if anyj, will be m ore than tem porary arrangem ents to meet a 

current Soviet need— a need that will la te r be met internally by expand­

ing Soviet industry, Soviet exports a re  now about 2 percent of its  GNP, 

while United States exports are  about 3, 5 percent of a much .larger.. GNP.

(4) The Soviet Union aim s to export wheat and grains, lumber, 

pulp, and base m etals in a serious attem pt to become a leading wor ld 

trader, K this happens, Canada would be the f irs t to suffer. Any d is­

ruption in the world m arkets for these commodities is of v ita l concern 

to the well-being of Canada8s economy. Canada depends m ore on export 

m arkets than any other m ajor producer of industrial m aterials. Soviet
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competition is  m ore likely to squeeze Canada11 s world m arkets than any 

other.

The total value of the exports of the Soviet Union amounted to 

$40 5 billion in 1958. The Soviet Union ranks sixth among the world81 s 

trading nations, following the. United States, the United Kingdoms 

Germany* Canada* and France. The increase in the Soviet wheat crop 

in 1958 over the year before was g rea ter than the total Canadian yield 

in that year. In 1962, the Soviet wheat crop failed. The th reat to 

world wheat sa les lies in  the period after 1965. (5 )

Iceland affords an example of the Soviet danger . The presence 

of United States m ilitary during World War II gave the Icelanders a 

higher standard of im ports. At the end of the war, Iceland had the a l­

ternative of either returning to the previous level of im ports or of se ll­

ing m ore fish abroad. They chose the la tte r course but were frustra ted  

by their NATO; allies. B ritain enforced a landing embargo against Ice­

land, and the United States increased its  tariff on Iceland fish. Ice­

landers could find m arkets only for a fraction of their catch. The 

Russians offered to take as much fish  as the Icelanders would sell, so , 

a substantial part of the catch went to the Russians. Up to this point 

the Soviet Union was only relieving: a. chronic surp lus. However, the 

United-States troops in Iceland soon became an election issue, and the 

Icelanders came very close to inviting them out. There was a sim ilar 

situation in Finland when the Soviet Union delayed the signing of a new
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trade agreem ent until it was satisfied with political conditions. The 

agreem ent re fe rred  to commodities which the Soviet was purchasing and 

for which there was no m arket elsewhere.

The Soviet bloc aid commitments to 18 non-communist under­

developed countries were valued at $2 ,4  billion in 1955. The United 

States aid to the sam e countries was $4.4 billion. The Soviet Union is  

in a position to incr ease its  economic assistance substantially^ and i t  

will likely do so over the next few years. The Communist program s 

a re  highly selective. Yugoslavia, India, Afghanistan, Egypt, Syria, 

and Indonesia receive m ore than 90 percent of the total Soviet foreign 

cred its. M ore than 4,000 Soviet technicians were sent to the under­

developed countries in 1958,, Nearly a ll Soviet aid is  in the form  of 

credits, while United States aid is  p rim arily  in the form  of grants. So­

viet aid appears to have four advantages: .( 6 ) ■

1. Pride of the. recipient country is  not offended by accepting 

" lo an s,n ... -

2. In terest ra te  is  low,

3, Repayment usually can be made in commodities produced 

by the recipient or in his own currency,

4, Soviet can la ter convert the loan to a grant and thus gain a 

second round of political advantage.

The m ost im portant effect of the Soviet economic offensive is  

its  psychological and propaganda impact. I t ham m ers home two crucial



points; (l) The Soviet Union by virtue of the Communist economic sy s­

tem  has em erged from  relative backwardness to a position of techno­

logical and economic superiority. (2) The Soviet Union5 as friend and 

’'b ro ther” of the underdeveloped countries in their struggle against the 

"im perialist” West2 offers "disin terested” help.

Some specific points of conflict in the economic field between 

the Soviet Union and the West stand out as im portant—-wheat, rubber 

and coffee, lumber, oil, m etals, and international civil aviation.

Since the Bolshevik revolution, agriculture has been the 

Achilles® heel of the Soviet economy. In recent years production was 

finally expanding m ore rapidly than population. Recently drought r e ­

versed the process and forced the Soviet to purchase wheat from Canada 

and the United States. Soviet agriculture s till shows low productivity 

per acr e. O ne-quarter of the Soviet population is engaged in producing 

food and other agricultural products. There rem ains on the farm s a  

substantial pool of labor, which can be diverted to industry when con­

ditions w arrant it. Khrushchev has committed the Soviet to a  rapid ex­

pansion of m eat and dairy production. This will r  equire much greater 

quantities of animal feeds. The Soviet can (when agriculture overcomes 

the shortages and drought) decide either to export wheat and buy animal 

feed or divert wheat lands to higher cost anim al feeds.

In a few years, wheat may be available to be exported for po­

litical deals in crucial a reas. W estern Europe, parts  of the Middle
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East, and Japan a r  e special political ta r gets . Up to the pr esent the So- 

Viet Union has sold only negligible amounts in countries regarded as 

Canadian or United States m arkets, because there are  th ree and a half 

million additional souls, to feed in the Soviet Union alone each year. 

T hree-quarters of a ll exported Canadian wheat is  sold in the west 

European area . It is  conceivable* therefore, that in a few years, the 

. Soviet Union could have gr ain surpluses that would be m ost r  eadily d is ­

posable in w estern Europe. Two years of very poor crops haye set the 

Soviet Union back a long tim e in this program . (In 1963 the Soviet Union 

spent near ly $1 billion on wheat and farm  products in Canada and the 

United S ta te s .)

As a resu lt of the over -production of coffee in the world and of 

the replacem ent of natural rubber to a large extent by synthetics, those 

countries that a re  dependent on exports of these commodities find them ­

selves in increasingly difficult positions. Their income from  exports 

is  decreasing, and this in turn decreases their chance to obtain the 

long-term  capital needed for development. L arger and la rger parts  of 

their total exports are  going to the Soviet bloc. This situation is  ideally 

suited to Soviet exploitation. The Soviet Union offers to take a part of 

the surplus in exchange for badly needed goods* The Soviet Union, for 

example, agreed to take Brazilian coffee in b arte r for Soviet oil. W est­

e rn  coffee consum ers should take the lead in establishing an international 

coffee stabilization program  to provide stability of foreign exchange
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income to the producers of coffee, - to minlmize the opportunities for 

the Soviet to fish in troubled w aters.

A  sim ilar problem exists with rubber. The supply of a large 

portion of the. W estts rubber requirem ents from . domestic synthetic p ro ­

duction can deprive Ceylon, Malaya, and Indonesia of a substantial p a rt v 

of their foreign exchange earnings. The Soviet Union and the Chinese 

can readily  move in, m ake b arte r arrangem ents with these rubber -p ro ­

ducing countries, and gain political and economic influence there.

Two-thirds of B rsz iF s exports consist of coffee; 80 percent of 

Bolivians earnings comes from  tin; 93 percent of Venezuelans earnings 

. Comes from  oil; 80 percent of Bur m ats earnings com es from  rice; 80 

percent of Malayans earnings comes from  rubber and tin; and 70 p e r­

cent of Thailand's foreign earnings comes from  rice  and rubber. All 

of these., countries a re  vulnerable to Soviet influence if the West leaves 

them in economic difficulty, (7)

Lumber is  an important example of increased  Soviet competi­

tion v is-a -v is  Canada, especially in the United Kingdom m arkets. Ca­

nadian exports, of lumber •■to. the United. Kingdom have declined from $:70
(8)

million in 1956.to $40 million in 1958. Since 1958, the United Kingdom 

im ported m ore lumber from  Russia, than it did from  Canada. Russia is  

offering lumber at lower p rices than Canada. It has reintroduced the 

"fall clause" which provides that any fall in. Russian p rices prio r to 

shipment will apply to sa les previously made. The Soviet also presents:



24

a potential th reat to. Canada®s export trade in pulpwoods. wood pulps ply­

wood, and paper .

There is  an increasing dependenee by. western .Europe on Mid­

dle East oil; there is an active expansion of Soviet participation in oil 

exploration and development in Hnderdeveloped areas; there is  an ero ­

sion in the p a tte rn  of existing western oil concessions; the Soviet Union 

is  em erg ingas a m ajor petroleum producer ; and there is  a serious .over- 

supply of oil/in., the free, world, -

By 1965, w estern Europe will be obtaining 90 percent of i ts  

oil from  the Middle East. The closing of the Suez Canal several years 

ago and the anti-w estern shift in  Iraq, both of which left Europe short 

of oil, dem onstrate the dangers of th is situation and w estern Europers 

vulnerability to a loss Of its  foreign oil supplies. The Soviet Union is  a 

net exporter of m ore than 1 0  million tons of oil a year and may achieve 

an export of 50 million tons per year by 1965, Exports to the free world 

may increase from  6  million tons to 24 million tons by 1965. The So­

viet is  constructing a pipeline to the Baltic to try  to capture the oil m a r­

ket in Scandinavia, (9)

The Soviet Union m ay be ab le. to bring serious economic, and 

political p re ssu re s  on western Europe if it gains control, dir ectly or 

indirectly, of a p art of the Middle: EasUs petroleum  resou rces. This 

points out the important stake that the West has in maintaining peace 

between the Arab States and Israel, It is  prudent for the NATO
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community to reduce this m ajor vulnerability by creating the capability 

to meet western Europe’s oil needs from  non-Middle East sources for 

as long as a  year* It is  wise to accumulate a large supply of oil in 

storage in.Europe,, The Soviet Union is moving to disrupt the arrange­

m ents between producer countries and p r ivate oil companies from the 

.■’West. -

It is  the policy of the United States to withhold aid to govern­

m ents, for oil development, w here private companies a re  prepared to 

provide the capital. Many countries such as Indian and B razil find this 

politically unacceptable. The Soyiet Union is  now offering these coun­

tr ie s  assistance in exploration for oil without r  equiring participation by 

the Soviet in  the profit from  the oil produced. There is  some Soviet ex­

ploratory drilling in Syria, Afghanistan, Indian, and Indonesia. All the 

Indian oil technicians ar e being trained  in . Communist schools. The net 

effect of these Soviet activities might well be to disrupt further the pat­

te rn  of existing oil concessions to w estern companies.

The sale of Soviet aluminum in w estern m arkets recently caused 

considerable concern. Aluminum in R ussia  was tem porarily  in surplus, 

and the Soviet decided to convert some of that surplus into foreign ex­

change. The sale price was set below the established world m arket (10) 

p rices. The Soviet aluminum production is  a rela tively  high-cost proc­

ess, and it is  unlikely that it will be produced regularly  for export; but
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velop or when political expediency indicates it.

The Soviet steel industry is  highly efficient. Soviet steel p ro ­

duction has nearly  doubled since 1951. The Soviet plans a  further 50 

percent increase.by •1915.' It is  .possible, that by 1965 substantial Quan­

tities  of steel will be available for export.

Soviet sa les of tin recently caused some fear of Soviet dump­

ing. An attem pt by the; West to counteract the dumping resulted  in ex­

hausting the funds of the international stabilization organization. China 

now regularly  exports tin to the-Soviet Union and may become a large 

exporter to the free  world.

The Soviet Union is  deficient in copper. It may be able to a r ­

range p o litica lly  advantageous b arte r deals in which it will supply So­

viet industria l goods and oil in re tu rn  for copper.

Canada: se lls  two-fifths of its  aluminum, one-third of its  nick­

el, and half its  copper s lead, and zinc in the United Kingdom and in 

w estern Europe. Sizable Russian offerings of these commodities could 

crea te  serious difficulties for Canadian m etals exporters.

Geography has given the Soviet Union a special a s s e t . , The 

distance from. .London to Japan v ia  Moscow is half the.distance, that it 

is  via India and tw o-thirds the-distance- via Rome. The distance from 

London to India via Moscow is one-thir d less than the distance via the 

Middle East. The distance from  Ottawa to New Delhi via Moscow is
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Soviet Union is  in a position to offer regu lar intercontinental a ir  se rv ­

ices via Moscow that w ill be faste r and cheaper than those offered by 

w estern lines. The Soviet Union can provide technical serv ices com­

parable. with those of the West and can.selLor give,, to the sm aller and 

less  industrially advanced nations, modern a irc raft. The Soviet export 

monopoly can se t a price on each sale  a t such figure as is  politically 

necessary*

Influence or control over the in ternal a irlines of Underdevel­

oped countries is  an  effective means of ,ihcreasing prestige and political 

influence. The field of civil a ir transport is  shaping up as a major eco­

nomic and political battlefield between the Soviet Union and the West. 

Canada, the United States, B ritain, and France will soon have avail­

able very substantial num bers of surplus 2 -engine and 4-engine piston 

a irc ra ft. They, should, find ways, of putting these a irc ra ft to work,

Where they a re  needed, in underdeveloped countries.

It is  obvious that the Soviet economic th reat is  substantial and 

is  growing rapidly. A sta te-d irec ted  economy that can be used effec­

tively, and.without being bound by costs of production, to further So­

viet political objectives abroad is  a  formidable opponent. Capital is  

scarce  in  the Soviet Union, and its  main th reat is  the export of labor- 

intensive goods which affects mostly Canada. However, the Soviet 

Union is  engaged in very rapid capital formation, and it may not be



long' before i t  is  a .real th reat to th e : United. S tates— by competing with 

the export of capital-intensive goods* To p rep are  fo r th is th reat in 

advance is  only norm al prudence. The integration of the economies of 

the United States, Canada, and Mexico might greatly strengthen the 

economic capability of the North American continent.

The. United States has .ultimately m ore .to lose from Soviet 

competition than either Canada or Mexico, There seem s to be adequate 

. reason  why,the United States should consider economic integration with 

Mexico and Canada,



. . CHAPTER 4
NORTH AMERICAN RAW MATERIALS

There is  need for a m ore efficient organization of the produc­

tion and utilization of raw  m aterials on the North Am erican continent.

In the United States* 190 million people enjoy the world®s highest per 

capita consumption. The.United States i s  the world®S la rgest consumer 

of industria l. raw  m ateria ls . It consumes half, the worM$s supply of 

crude petroleum  and of bauxite; one-third of the iron ore, copper* and 

zinc; two-fifths of the nickel and sulphur; and four-fifths of the natural 

gas. Canada®s 19 million people are  second only to the people of the 

United States in consumption per capita. (1)

North A m erica faces a strong challenge to its  economic su­

prem acy. In the last 5 years its  total production has grown less than 4 

percent per year. Production in the European community during the 

sam e period has grown at the-ra te  of about 4 ,7  percent per year . P ro ­

duction in the.Soviet Union has probably grown at the ra te  of 6  percent 

per year and in Japan at the ra te  of over 8  percent per year. The gross 

national product of the Soviet Union in 1951 was only about one-third of 

that of the United States. At the presen t respective ra te s  of growth* it 

might be tw o-thirds in 1980* and during the decade of the 1980$s the

gross national product of the Soviet Union and its  sa te llite s  might well
.29
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overtake that of North America* (The.rate of growth is  a,Soviet es ti­

mate unconfirmed by western economists*)

North A m erica has a high degree of self-sufficiency in raw  

m aterials, hut there  a re  Some notable deficiencies Such as tin, manga­

nese, chrom ite, and bauxite. The United States has accumulated a 

strategic inventory of these m aterials, in order to pro tect itself against 

a shortage of supply in an emergency. In the long run it will have to de­

pend on competing for these  ■ m ateria ls  in world m arkets, against strong 

com petitors.

The. Canadian-American Committee engaged W ilbert G. F ritz  

to make a study of Industrial Raw M aterials in North A m erica as  they 

were in 1955 and to predict what the situation might be in 1980 (see 

table 1  for some of his economic indicators).

To maintain and ra iee  the plane of living, North Am erica will 

have to maintain sources of supply of energy. This is  an indispensable 

m ultiplier of human effort® North Am erica as a whole has a bountiful 

supply of coal, petroleum, natural gas, and water power. Canada 

hasn’t so much coal, but i t  has a m ore abundant supply of water power. 

Canada, is quickly becoming one of the world’s major producers of pe­

troleum  and natural gas. These products have already captured about 

tw o-thirds of the total domestic energy m arket.

North A m erica in 1961 consumed one-half of the. world’s .crude 

petroleum  supply and 85 percent of its  natural gas. In 1957,. Canada
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TABLE 1 
SOME ECONOMIC INDICATORS

1955 1980

Population

Canada

W ited  .States

■ 16.1 

168.1'

28.5

252. §'

(Million)

t u r O S S  I W l l O B a l  ir r O G I I lG l

Canada 28.4 89. 5. (Billion

United States 400.6 lj  050.5 dollars)

Employed Civilian Labor 
Force

, Canada 5. 6 1 0 .3 (Million)

United States 64.4 94.3

GNP Per;C apita

Canada 

United States'

.$1,794

.2,382

$3,140 

4,150

Ratio of Industrial Crude 
M aterial Consumption to 
G ross National Product \

Canada 7.13 6.30 (Percentage)

United.States 5.10 4.71

Source: Fritz* November I960, p. 13e
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wag a net im porter of all types of fuels. The United States was a net 

im porter of crude petroleum  and petroleum  products but a net exporter 

of bituminous coal* anthracite, natural gas, and natural gas liquids. 

Since 1926 Canada2s use of fuel wood has declined, and the proportion 

of total energy that comes from  hydroelectric has risen  substantially.

The projections for m ineral fuel consumption in North A m erica 

a re  given in table 2 .

TABLE 2
PROJECTIONS FOR MINERAL FUEL CONSUMPTION 

(Source: F ritz , November 1960, p. 23)

1955 1980

Canada

Coal (million short tons) 33.7 61

Crude Petroleum  (million b b ls .) 255 717

Natural Gas (billion cu. f t . ) 187 2 , 0 0 0

United States

Coal (million short tons) 446.1 947

Crude Petroleum  (million b b ls .) 2,917 7,140

Natural Gas (billion cu. f t.) 9, 6 8 6 27,864

In recent years , and especially since the introduction of the je t 

a irc ra ft, the consumption of petroleum, natural gas, and natural gas



liquids has had a fantastic growth. It is  estim ated that by 1980 nuclear 

energy will supply '2 percent -.of the. to ta l energy eons'uraed in Canada and 

8 0  7 percent of the total energy consumed in the United States, Since 1 

ton of uranium gener ates much m or e power than an equal weight of any 

other m aterial, th e re  Will in the future be a substantial saving in..the 

cost of transportation* In Canada 8  to 9 percent of the total energy con­

sumed has been supplied by water power. The share of water power in 

the total energy consumed is  expected by 1980 to increase  to 11 percent 

in,Canada and.to about 3. § percent in the United States* (2 )

Horth A m erica has ample coal re se rv es  to take it to the end of 

the present century. In Canada* 95 percent of the coal re se rv es  a re  lo­

cated west of Winnipeg* and in the United States* 60 per cent of the coal 

. re se rv es  are. west of the M ississippi* In the United States 90 percent 

of coal production is  in the east, (3 )

If the search  for petroleum and natural gas re su lts  in having 

to d rill in less  accessible areas* like the Tidelands* or to d rill to 

g reater depths* there is  a  controversy among experts as to whether 

technology w ill advance at a sufficient r a te  to prevent the rea l cost of 

these fuels from  rising . It is  expected* however* that adequate supplies 

in the Middle East may se rve  as a strong counterweight to oil price in­

c reases , There are  an estiraated 250 billion b arr els of oil that can be 

recovered from  the bituminous oil sands in northerh A lberta. The. oil
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shale deposits of western Colorado are  estim ated to be a possible source

of about 900 billion b a rre ls  of oil. (4)

The durable goods industries in North A m erica depend mainly

on the non-fuel m inera ls. In the long run-.North. America, expects n

deficit of supply of iron o re  despite large resources in Canada. North

America produces a surplus of molybdenum^ nickel* and vanadium. It

has a sm all deficit of cobalt and tungsten and a  large deficit of chrom ite,

manganese* and bauxite. Among the surplus m aterials of North A m erica

are  cadmium* copper, gold* magnesium* and titanium dioxide. The

deficit item s for the United States and Canada include lead* m ercury,

silver, tin, zinc, and platinum., H we include the resour ces of Mexico,

then the supplies of lead, zinc* and fluorspar show net surpluses.

The demand f or iron is  .expected to incr ease at the ra te  of about

3 percent annually. Substitution of aluminum, plastics, and possibly

other m ateria ls will tend to dampen the r is e  in demand to some extent.

The growth curve for iron ore consumption w ill closely approach the

. growth, curve for steel products. .The rate. of. growth in demand fo r

Steel products in the United States is  projected at 3.1 percent annually

and in Canada at 4 per cent annually. This will s till leave a  la rge and

growing exportable. surplus of iron, o re  for some tim e to come.
\

. It,is  expected that, the u se  of ferro -alloys such.as chromite* 

cobalt, manganese, molybdenum, nickel* and tungsten will increase 

fa s te r  than the growth of steel. The sharpest ra te  of r is e  in demand is
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expected to occur for aluminum, magnesium? titaniums and zirconium,, 

The applicatioH of these newer m etals is  s till in its  infancy. A lum inum 

has a good future in bmilding construction, electrical applications, tra n s ­

portation, consumers' durable goods, and containers. Its use should in ­

crease  at the ra te  of about 7= 5 percent per annum.

Some estim ates of the growth of consumption a re  given in 

tables 3 and 4.

T he.reserves of medium-grade. and M gh-grade.bauxite for 

producing aluminum a re  rapidly dwindling. Aluminum is one of the 

m ost plentiful elem ents in the earth* s crust. There a re  ample re se rv es  

in Surinam, British,Guiana, Jam aica, Haiti, and the Dominican Repub­

lic. At the present time; the rese rves, of copper a re  lim ited to North 

. Am erica, although dependence on overseas reso u rces is  likely to in­

crease  in the course of tim e. The United States sources have difficulty 

in competing in lead and zinc with Mexican and overseas sources that 

a re  supplying p art of the growing United States demands. Canada has 

a large and growing surplus of lead and zinc supported by ample r e ­

serves and will export substantially la rg e r  amounts of ore to the United 

States.

The United States has m eagre resources of nickel, and in that 

. regard  it-is  increasingiy: dependent on Canada. • The United S tates p ro ­

duces about four-fifths of the total molybdenum supply of the North 

Am erican continent. Canada has an exportable surplus of cobalt.
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TABLE 3
ESTIMATES OF THE GROWTH OF CONSUMPTION 

OF NON-FERROUS METALS

N on-ferrous M etals , 1955 1980

Canada

nr?SH.21CI 3 11037 l  J1S- ̂

Copper (thousand short tons)

of

134

■

260

Lead (thousand short tons) 6 6 99

Tin (thousand long tons) 3.9 7.1

. Mine:.(thousand-Short tons)

Y T n n .-S 'j-.rvv rS

57 96

Aluminum (thousand short tons) • 1 ,474 - : 7/778

Copper (thousand short tons) 1/307 2/256

Lead '(thousand .short tons) 6 8 8 1,031.

Tin (thousand long tons) 58.2 105,3

Zinc (thousand short tons) 1,135 1,869

Source* FritZg November 19602 p. 3'7.
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TABLE 4
ESTIMATES OF THE GROWTH OF CONSUMPTION 

OF MON-METALLIC MINERALS

Nan-metallic M inerals 1955 1980

Canada

Asbestos (thousand short tons) 42 108

Fluorspar (thousand short tons) 85 287

Gypsum (million short tons) lo 34 4. 3

Phosphate (thousand long tons) 129 338

Sulphur (million long tons) .81 2 . 2

Cement (million b arre ls) 28 90

u iixt ©d • bt3,t©s 

Asbestos (thousand short tons) 745 1,347

- F luorspar (thousand sh o rt tons) .612 1, 761

Gypsum (million short tons) 14.3 39.5

Phosphate (thousand long tons) 3,584 10,073

Potash (thousand short tons) 2 , 066 6 , 1 0 0

Sulphur (million long tons) 5.64 IS. 4

Cement (million b arr els) 312 897 ■

Source: Fritz,, November 1960^ p* 39
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although not enough to meet the rising  need of the United States® The 

principal supplies will have to be imported from  elsewhere® North A m er­

ica has no economically usable tin reserves® Foreign a reas  have a s u r ­

plus of tin, but it will requir e a lot of diligent development if tin  is  to 

keep pace with the demands of the future®

Canada has re se rv es  of asbestos that will last for m ore than 50

years, and Canada will continue to be the dominant source of this ma*1

(5)
te ria i in North America® F luorspar is  ra re  in Canada and the United 

States, and both of them are  heavily dependent on Mexico for this min­

e r  aL Canada is  dependent on im ports of phosphate, although the United 

States has a great deal of it. The cost of transporting phosphate from 

Florida, Idaho, Montana, Utah, and Wyoming is  a problem® The United 

States has some high-grade rese rv es  of potash® , Canada has recently, 

in Saskatchewan, established a large potash production® The United 

States re se rv es  of native sulphur a re  inadequate, but Canada has a large 

surplus.

F o rest products, urtlike m ineral resources, a re  restorab le 

over long periods of tim e, ranging from  30 to 60 years® In Canada, 80

percent of merchantable softwood lumber grows in the Provinces of
(6) •

Quebec, Ontario, and B ritish  Columbia® Ninety percent of Canada®S

m er chantable har dwood gr ows in Quebec, Ontario, Manitoba, Saskatch­

ewan, and Alberta® All of these locations are  readily accessible to the 

United States® The United States has virtually no virgin tim ber east of
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the Rocky Mountains,, Canada has a great deal of virgin tim ber in the 

east, Canada has ample supplies of saw logs, pulpwood, and Veneer 

logs. The United States has a deficit of fo rest products which is  met 

mostly by importation from  Canada, North A m erica consumes about 

one- th ir d of the total world consumption of lumber and somewhat mor e 

than one-half of world consumption of pulpwood,

Canada exports annually to the United States:

(a) 2 ,7  billion board feet of lumber ;

(b) 1 , 5 million cords of pulpwood;

(e) 1 , 8  m illion sho rt tons of woodpulp;

-(d) 5,2 million short tons of paper and paperboard, (7) 

s ■ The. United- States ,is expected to have an annual, demand for 53 

billion board feet of lumber and plywood by 1980, This will tend to 

stim ulate lumber p rices  and also to encourage the use of substitute and 

alternative m aterials. Conservation and reforestation  program s will 

have to be intensified if the lumber supplies a re  to be adequate to meet 

the gr owing needs.

The sea and the atmosphere are  important sources of raw  m a­

te ria ls , including food protein, mainly from  fish. There is  a rea l p ro s­

pect that a great deal of the water shortage in many a reas  of the North

American Continent w ill be overcome by improved technology which
(8)

will ex tract fresh  water from  the sea. The sea is  an unlimited source 

of magnesium and contains m ore than 50 elements, including gold and
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.silver® Crude' petroleum and sulphur are  recovered from  the continent­

al shelf® Three m iles off the shore of Belle Isle$ Newfoundland,, iron 

ore is  being mined® Iodine, vanadium, cobalt, and copper are  recov ­

ered from the sea and from  seaweeds,

Newfoundland, Alaska, Greenland, and Jam aica  have: resources 

that a re  important®

In 1949, when Newfoundland was admitted to Canadian Confed­

eration, it added 2 .4 percent to the land area  of Canada and 2® 6  percent 

to the population® This province supplies: Copper, 1® 3 percent of the 

Canadian production? iron ore, 37 percent; lead and zinc, each 11 p e r­

cent; and fluorspar, 8 8  percent® Newfoundland itself is  a sm all con­

sum er of raw  materials® (9)

The addition of A laska increased the land area  of the. United 

States by 19 percent but the population by only one-tenth of one percent® 

Chief Alaskan production of m inerals for the year 1957 was sand and 

gravel to the value of $8 ® 8  million; gold, $7® 5 million; and coal, $7® 3 

million® Alaska has important tim ber r  esources, estim ated at go Ml- " 

lion cubic feet or 1 0  percent of the total United States supply® (9)

The island of Greenland is  at least 80 percent ice covered. It 

is  a producer of Cryolite, used in aluminum pot lines, and of sm all 

quantities of lead and zinc® (1 0 )

Mexico is  by far the la rgest of these countries from  the stand­

point of both area  and population® The 'Mexican population is  alm ost
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TABLE .1
PRINCIPAL INDUSTRIAL RAW MATERIALS

p r o d u c e d  in  Al a s k a * m e x ic o * a n d
JAMAICA* 1957 

(Source: Fritz* November I960* pe 56)

P er cent of 
Canadian- 
U» So Produc-

Production

Alaska

Chromite

' M ercury 

Mexico '

Crude Petroleum  

Antimony 

F luorspar 

Lead

Manganese

M ercury

Silver

Zinc

Jam aica

2 . 5.

-3„ 4 

15. 9

3 .4

412.7

98.7 

. 45.6

60.1

61.0

69.8

28.3

4.2 thousand short

215* 000 Troy ounces 

5.

8 8  million b a rr e ls 

5* 700 short tons

390* 000 short tons

237,000 short tons 

2 2 0 * 0 0 0  short tons

47.1 million Troy 
ounces

268,000 short tons

Bauxite 327.9 4,634,000 long
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twice as large as that of Canada and is  growing at a slightly faster ra te , 

Mexican industrial production increased in the period from  1947 to 

1957 at the swift ra te  of about 6  percent annually. Mexico is  a  sizable 

producer of petrpleumj natural gas, cOpper? leads zinCj antimonyj 

fluorspars mercury® sulphurs golds and silver® Mexico possesses a 

volume of tim ber one-eighth as  large as that of Canada and about one- 

seventh the volume of the United .States tim ber. Two-thirds of Mexico® s 

tim ber is  hardwood. (1 1 )



, CHAPTER 5
. ’'RESOURCES IN.AMERICANS FUTURE”

Resourced For: the Future^ Inc ., a non-profit United States 

organization, well endowed, commissioned three able economists 

(Landsberg, Fischman, and F isher, 1963) to analyze and predict A m er­

icans economic fmture up to the year 2 0 0 0 «, Their repo rt is  contained in 

a book of 1 , 0 0 0  pages®

The United States now has nearly  190 million people who live 

on a very high plane® It supports a peacetime defence establishm ent 

and conducts im pressive program s for the exploration of outer space 

and for providing assistance to less developed countries® All of these 

activ ities require vast amounts of the scarce  resources of the world®

By the year 2000 it is  expected that the United States will have over 300 

million people who will expect to live well® Will it possess the r e ­

sources? Modern man m ust work within the lim its of the ea rtlf  s  nat­

u ra l environment, It will depend a great deal on the improvement in
I

science and technology and man$s ability to obtain m ore from  the p resen t 

land and water resources® The world trading and investing .system will 

have to be enlarged to keep raw  m aterials coming in® The methods of 

conservation will have to be improved® The fear of running out of '
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resources and the problem of availability of resources is  ever present 

in the minds of North Americans®

A study of natural resources of the United States was made by 

the Paley Commission in .1952 and by Dewhurst and A ssociates in 1947 

and brought up to date in 1955® The ’’Resources Ror the Future” 

studies concern them selves with the adequacy of land— for cropping* 

grazing* forestry* recreation* and city building— and of energy r e ­

sources* major m etal o res, and fresh  w ater for a period up to the year 

2000. •

Around the year 1930 the position of the United States as a net 

exporter of resou rce  products shifted to that of a net importer® The 

United States s till exports wheat and cotton and im ports coffee, coca, 

and natural rubber® It is  also a large net im porter of crude oil, iron 

ore, copper, lead, and zinc® Technology is  constantly finding new 

sources of energy, such a s  oil and natural gas, and in the near future 

nuclear energy w ill be expected to play a significant role® Prom  1920 

to 1960 the United States® population incr eased by 75 million, which is  

an increase of 70 percent, and in  the same period the per capita in­

come of the United S tates citizen doubled® E lectricity  output gr ew fr  om 

60 billion kilowatt hours in 1920 to 850 billion in 1960® The estim ate is  

that it will require  4, 500 billion by the year 2000.

It is  expected that by the year 2000 the United States labor force 

will total 142 million persons and that residential construction will be



$ 1 2 0  billion per annum,, It is  expected that by that tim e the land will 

produce 100 bushels of corn and 35 bushels of wheat per ac re 0 The 

adequacy of land for uses such as recreation , growing cities^ highways, 

airfields, re se rv o irs , and wildlife refuge will be. a problem,,

Irrigation will double® Water sources will have to be increased® 

The present withdrawal depletion of w ater in the E ast is  13® 7 billion 

gallons per day. It,.is prelected .that by the year 2000, E astern  United 

States will have a withdrawal depletion of 37® 4 billion gallons per day®

In the Pacific Northwest the present water withdrawal depletion is I I .  1 

billion gallons per day, and the projection is  that it will be doubled. In 

the West the present w ater withdrawal depletion is 59.7 billion gallons 

per day, and it is  projected that by the year 2 0 0 0  there will be water de­

pletion of 9:1® 7 billion gallons per day® (^Withdrawal depletion^' re fe rs  

to amounts of water actually lost by evaporation o r otherwise® )

It is estim ated that in the year 2000 the energy demand will be 

five .times as great, a s  the-present demand and that the growth of the 

use of the principal m etals will be as  follows, taking 1 0 0  as the use in 

the year 1960: By the year 2000 aluminum will be 1, 000; copper 390; 

zinc 380; steel 290; lead 220; and tin 175® By the year 2000 the follow­

ing interesting projections are  given (table 6 ).

Landsberg, Fischm an, and. Fisher. (1963) refer. On 17: occasions 

to situations wher e Canada is being called upon and will be called upon 

in the future to provide the natu ra l resources that will be required®
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TABLE 6

PROJECTIONS OF THE UNITED STATES POSITION 
IN THE YEAR 2000

Population . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  331,000,000

Labor Force . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  142,000,000

Households . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  99,000,000

P er Capita Purchases . . . . . . . . . . . . . . . . . . . . .  $4,000

G ross National Product . . . . . . . . . « . . . . . . . . . . . .  $2 ,  200,0 0 0 , 0 0 0 , 0 0 0

G ross National Product,'
Per Worker . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $15,500

Personal Consumption . . . . . . . . . . . . . . . . . . . . .  $1,320, 000,000,000

Government Expenditure . . . . . . . . . . . . . . . . . . .  ' $551, 000,000,000

Net;Exportsi From  $3,000,000,000 now to 
$17s 8 billion (favorable merchandise trade 
balance)

Source: Landsberg, Fischman, and F ish er, 1963, chart, p« 57®



Without Canada* the future of the United States raw  m aterial supply

■ would be very difficulty These are  the quotes:

(1) The distinctive water problem of the Pacific Morthwest
as a whole depends on co-operation with Canada to realize  the 
great hydro-electric potential of the Columbia River*

There a re  the shales of the Colorado Plateau and ta r 
sands of Northern Canada? each with an enormous content 
of extractible liquid petroleum*

The .r eser ves, of potash .and phosphate seem  adequate 
with additional deposits in  Canada pronaising to backstop 
United States supplies if  necessary  and ocean bed occur­
rences of phosphates*

(4) Canada’ s  bituminous ta r  sands contain 2 billion tons
of sulphur® Even assuming United. States exports will de­
cline and all domestic sulphur will be used* and that th is 
country would also absorb some Mexican production be- 
tween now and the . end of the. century* some tightness may 
develop, ..........

(5) Canada could supply much lar ger amounts of oil to
the United States than is  im ported at present.

A ggressive development of Canadian natural gas 
reso u rces could conceivably resu lt in the pre-em ption 
by gas of increasing te rrito ry  in the hotly contested 
BOrthern midwest.

Significant United States supplier of iron, o re is  
Canada with estim ated rese rv es  approaching 5 billion 
tons of iron ore* and likely to be at the beginning of a 
phenomenal climb to the position of the world’s top iron 
or e  e xpor te r  * Hundr e ds of m illions of dollar s wer e in­
vested on the Am erican continent* above all in Canada* 
to find and open up to exploitation new ore deposits.
Roads were laid* ra ilroads were built and ports construct­
ed. . The ..opening of the St. Lawrence. Seaway has fu rther 
accentuated the ro le  of for eign ore by widening the raw  
m aterial a rea  which can be economically tapped. The



geological survey of Canada by Gordon Ae C ross estim ates 
12 billion tons of low grade re se rv es  in  the Ungava Belt 
alone, to yield 4 . 8  billion tons of concentrate^

For the long run the ae ria l mapping and system atic 
ground reconnaissance have barely begun to be applied on 
any substantial scale and even closer home Canada un­
doubtedly will yield further su rp rises  numbering in the 
billions of tons*

Gas can be imported by two quite different means.
By pipeline fr om Canada and Mexico and by shipment in 
liquid form  by tanker® A number of major p ro jects for 
importing from  Canada have recently  come before the 

. FPC and the Canadian Begulatory authoritieSe They would 
among them, bring over one billion cubic feet per day from 
B ritish  Columbia and Alberta, mainly to the Pacific North­
west, Calif ornia and Northern Bake: States, These quanti­
tie s  a re  equivalent to over 3% of to tal current natural gas 
consumption in the United States, thus Canadian supply is 
beginning to supplement domestic sources significantly and 
may do so increasingly in the future given the large re se rv es  
and the relatively lim ited home m arket.

In relation to world tim ber trade, soft wood im ports 
have been quite significant® United States is  a leading im­
porter of softwood products; about tw o-thirds of the soft­
wood im ported by the United S tates has been in the form  of 
pulp wood and pulp wood products, alm ost all from  Canada, 
Canada undoubtedly rem ains the m ost prom ising source of 
supply in  the future, 6 .. 8  billion cu, ft® of soft wood could 
be cut by 1980 if the demand for it  existed, Canadian do­
m estic consumption may require  about 1, 5 billion cu, ft, 
leaving roughly 5 billion available for export. Allowing 
som e for W estern Europe, Canada may be able to supply 
the United States between 2 and 4 billion cu, ft, in 1980, 
Europe must be ruled out as a source of im ports. It is 
likely to compete with the United S tates for Canadian ex­
port, The U,S,S®R® is  a potential supplier. It has a larger 
supply of soft wood than any other country in the. world, and 
has about one-fifth of the world$s forested area . Their ex­
pansion is  rapid and very little  of their soft wood is  likely 
to r  each the United States, Some of it might go to W estern 
Europe and re le a se  more Canadian soft wood for the United
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States* Canada is  likely to  have about 2 .7  billioii cUs ft* of 
hardwood in ,1980 and expected to need for domestic use less 
than * 6  billion cue ft. A large portion of it is  in the area  ad? 
jacent to the.-Great Lakes and St®. Lawrence SeaWay? so a sig­
nificant p art of it is  available to be supplied to the United 
States® As wood came in short supply it would demand rising  
p rices and the United States would have to consider substitutes 
and other courses. It might promote further investment in 
and development of for estry  and lumber ing in Canada.

(11) Problem s of the location of oil could probably be over­
come with no m ore difficulty than experienced in bridging the 
distance between Texas and New York with pipe lines and tank­
e rs . This is  equally tru e  and perhaps m ore so, for the oil 
r ich  ta r  sands of W estern Canada, which ar e easie r to mine 
and haye undergone substantial prelim inary processing trials® 
While the location problem is even m ore serious, g reater ease 
of production might offset this® The fact that severa l com­
panies of substantial means a r  e poised to go into action, is  
certainly significant® In listing the estim ated principal world 
resources of chromium, Canada has upward of 16 million 
short tons® It is , of course* fa r  behind South A frica and 
Southern Rhodesia and the Cuban la terites .

(12) Canada has been pr e-em inent as the location of rich  
sulphite or es in which nickel, together with copper, platinum 
and other m etals can .be: recovered  economically® . In listing 
the world rese rv es , Canada is  lis ted  as 5 million 907 thousand 
short tons of nickel content; New Caledonia is  next with 4 m il­
lion 600 thousand and Cuba with 4 million 650 thousand® The 
m arket p rice is  se t by International Nickel Company, the top 
producer, which ra re ly  contributes le ss  than tw o-thirds of 
the non-communist consumption, and which produces nickel 
as a joint producer with copper, platinum and other metals® 
Quick changes are  not Uncommon® The Bureau of Mines in 
1955 said that the new m ystery lake deposits in Canada were 
called not economic at present, yet exploration enabled the 
International Nickel. Company to announce in December 1950
a $125 million mining and refining project in the a rea  which 
was to ra ise  its  capacity in 1961 by 25%. In 1960 International 
Nickel owned about half the world*s nickel producing capacity® 
International Nickel Company in the Sudbury a rea  alone has 
its  re se rv e s  incr easing a ll the time® In 1929 ther e were 203 
million tons; by 1950 there w ere 253 million, by 1960 there



were 290 million tons* These are  proven re se rv es  only, 
called stric tly  working inventories* Mo estim ate of their 
re se rv e s  in Manitoba*

In listing the world re se rv es  of tengsten, the United 
States i s  shown as; 90 thousand tons and Canada. 35 thousand 
tons* , The supply Outlook fo r •molybdenum has improved ne- . 
Gently* In 1957 the United States geological survey* r  ecover­
able molybdenum identified in United States* Canada and 
Chile was estim ated a t 2.5 billion pounds* Since then the 
United States Department has ra ised  the estim ate to more 
than 4 billion pounds* The United States deposits alone are  
estim ated at 3 billion*

Cobalt - about 700 thousand Jons in low grade o re  in 
Cuba* Canada and other ar eas a re  known to have cobalt 
bearing depositSo Both Canada and Rhodesia have sizeable 
rese rv e s . They have recently been producing at the ra te  of 
1 0 0 0  to 2 0 0 0  tons per year*

Amongst the  foreign re se rv e s  of copper* Canada has 
7  million short tons m easur ed and indicated.

Lead -  Canada has 8  million Short tons, reserves*
P ast experience dem onstrates that active search  has active­
ly resu lted  in the finding of new Provinces* Most recently* 
fo r example* Mew Brunswick* Unknown in the 508s* it is  
estim ated to hold close to 3 million tons of lead* or equal 
to total m easured and Indicated re se rv e s  of the en tire  United 
States. Zinc re se r  ves, C anada* 18 million 700 thousand 
Short tons; Mexico* 6  million 6,00 thousand short tons®

Ilemnite is  plentiful* both in the United States and in  
Canada* In Canada platinum is  a by-product* The pegm atite 
sub-group of m inerals with the exception of cesium, rubidrum, 
tantalum  are  available in alternative sources in Canada. 
Athabaska sands in Canada contain m or e than 2 billion tens 
of sulphur*
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It i s  obvious that an integration of the North Am erican econo- 

myy and the sayings and efficiency that 'would resu lt therefrom $ is  

something that is  worthy of investigation lay -the' United S tates a s  well 

a s  by Canada and Mexicov



CHAPTER 6  

CANADA'S NATIONAL POLICY

. Canada has encountered many difficulties in building a country 

and a nation which s h a re s  the North American Continent with a much 

la rger j wealthier, and industrially mor e advanced neighbor to the south® 

Canada's, economic policy has been fashioned, not necessarily  for the 

g reatest economic efficiency, but with the view of preventing a loss of 

its  identity, by being absorbed into the economic and cultural forces of 

the . United States®

In the colonial period, the Canadian economy was conducted 

for the benefit of the im perial power that controlled it® This was f irs t 

France, then G reat Britain® The economy was geared to the production 

for export, to the mother country, of raw  m aterials: fu rs , lumber, 

agricultural products, and products of the mines® Gradually the in­

fluence of the mother country dwindled, and Canada had somewhat m ore 

direction of its  own economic policy® The new policy placed more 

emphasis on the welfare of Canada® , Notwithstanding the American 

revolutionary war, and the war of 1812, Canada did not join the United 

States, and after the United States Civil War, Canada's Provinces united 

and formed a Dominion in 1867o At that tim e Canada had a population



of only 3-1/2 million people^ of whom mor e than half wer e engaged i# 

farming, fishing, and lumberinge The principal industrial activities 

w ere ship building and the manufacture of agricultural implements^ 

Canada (after 1867) embarked on a policy of encouraging m ore manu­

facturing at homeo By the tim e th is policy was fairly  well established, 

in 187(3, the United States® tariff had risen , and Canada®s export m ar­

kets in both B rita in  and the  United S tates w ere curtailed* In the I870$s 

Canada suffered a serious economic depressiono

■ T here was a,feeling in Canada, a t  that tim e, that domestic 

manufacturing industries would increase  Canada®s independence and 

leaye her le ss  subject to United States influence* Canada®s f ir s t  P rim e 

Minister* Sir John A* Macdonald, in an atm osphere of patriotic enthu­

siasm* adopted a policy of protection* He called it his "national policy” 

and said, "There is  in it prestige, national status, national dominion.

No great nation has ever arisen  whose policy was free  trad e . 11 Govern­

ments come and go, but Maedonald®s national policy has rem ained the 

economic policy of Canada.

The L iberal P arty  in Canada, in. 1891, and again in 1911, when 

the United States had indicated a willingness to cooperate, tr ied  to bring 

about "reciprocity" or fre e  trade between Canada and the United States. 

On: each occasion the f re e  trade policy was. defeated by a vote of the 

. Canadians, and Macdonald® s national policy rem ained s u p r e m e .  After 

the f irs t  W orld War, in 1922, Canada made some overtures to the United
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States on the question of reciprocity^ but at that tim e the United S tates 

was not interested-. In 1932s Canada entered into a  preferential ta riff 

arrangem ent with. G reat B ritain and the B ritish  Commonwealth,

Canada s t i l l  desir es independence and, though its  population is  

now 19 million people, i ts  manufacturing cannot exist, under the p re s ­

ent arrangement,; without tariff protection^ Canada6s domestic m arket 

is  sm all, and opportunities for economies of scale a re  limited. This 

re su lts  in lower productivity and ordinarily would re su lt in lower wages® 

But, because-Canada enjoys fayorable te rm s of trade for its  raw  m a­

te ria ls , its  prim ary  in d u stries  a r e  able to pay high wages. Consequent­

ly, manufacturing industries, which employ approximately one-fourth of 

the total labor force, a re  forced to pay higher wages than the productivity 

of the industries warrants® To enable them to do this they req u ire  the 

protection of the. tariff.

Canadâ s main aim is political in origin, but it has wide eco­

nomic ramifications® Its main aim is national soyereignty and economic 

independence® It is struggling against the forces of geography and logic 

Which pull it toward the United. State s. It is anxious for a rapid rate of 

economic growth and feels the tariff will help attain it. However, an 

import tariff increases the cost to the consumer and the plane of living 

is lowered thereby® It is very costly to maintain a railroad across 

nearly 4,000 miles, through many unpopulated areas, and to maintain 

highways and airlines across those same miles. It would be more
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efficient economically to take advantage of the existing railroads^ high- 

whySg and airlines immediately south of the border. Most Canadians 

appear satisfied to pay a p rice  for their independence®

The free movement of people across the Canada-United States 

border and the superior economic conditions to the south resu lt in a 

la rge-scale  em igration of Canadians to the United States® This em igra­

tion includes many educated peopley prof essional people^ and m anagerial 

personnel—-raised^, educated,, and trained  at Canada*s expense«, This 

is another economic price that Canada is  paying® Nevertheless^ the 

national policy is  essentially a policy of growth, and Canada is  growing® 

Another implication of the policy of growth is that it creates 

opportunities for foreign capital and technology in Canada® 3f Canada 

were to refuse the foreign capital, i t  would slow its  ra te  of growth® So 

Canada encourages investment in Canadian branch plants® In this way 

the national policy ir  onically contains the seed of increased dependence 

on, and control by, foreign in te rests  (which happen to be mostly from 

the United States)® In order to foster i ts  ra te  of growth, Canada r e ­

quires m ore people, and it has followed a m ore or le ss  libe ra l im m igra­

tion policy® That policy has. had its  difficulties® Labor unions oppose 

im m igration in tim es of depression® The influence of the French Cana­

dians in the Province of Quebec has lim ited immigration® In nearly 100 

y ea rs  since Confederation, Canada®s im m igration has barely made up 

for its  loss of population by em igration to  the United States®
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Canada* s economic policy places the country constantly on the 

horns of a dilemma. Its main source of revenue and income is from 

prim ary  industries^ the products of agriculture^ the forests# and the 

mine® To se ll these products abroad# Canada needs low tariffs in other 

countries. To pro tect its  manufacture# Canada needs high tariffs in 

Canada. A high tariff policy brings retaliation by other countries. This 

poses a basic dilemma for Canada* s policy m akers. Canada is  always 

in the position of having to say that it agrees with free trade# but at the 

same time# it  has to look for Special reasons to explain why it should be 

entitled to tariff protection for its  manufacturing industries. The nation­

al policy of Canada also fails to give direction to the kind of manufactur­

ing Canada wants and does not indicate how Canadians a re  to capture 

world m arkets.

Immediately after World War IIg m aterial shortages in.Europe#

and the need for reconstruction# resu lted  in an unpr ecedented demand

for Canadian products. This brought economic expansion to Canada.

Between 1946 and 1956# the C ross Hational Product of Canada (in money

term s) increased 2 - 1 / 2  times# and industrial production (in term s of
(1)

rea l value) doubled. Optimism reigned supreme# and projections of 

future growth were fantastic. It was commonly predicted that by 1980 

Canadians would enjoy a plane of living as high as that of the United 

States. One of the main concerns of Canadians was how they could in
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the m idst of this p rosperity  avoid losing control of their productive 

machinery to United States1 in te rests.

After 1956,, when European countries were fairly  well recon­

structed and became com petitors in the foreign m arkets of the world,, 

Canada’s economy began to show disturbing signs. In 1957 there was a 

slight recessiono Another one occurred in 1960. Unemployment was 

at the ra te  of 7 percent in I960. Some of the factors behind Canada*s 

recession  were common to all of North Am erica and cannot be blamed 

on Canada®s national policy, but some of the factors w ere peculiar to 

Canada. (2)

Wor ld War II did not cripple either the United States or Canada 

economically, as it did Europe and Japan, F or a short period Canada 

apd the United States dominated the world economic situation, while 

other industrial powers were rebuilding. The European countries were 

also involved in revolutions and difficulties in their colonies and pro­

tectorates, including Indo-China, Malay, Kenya, Cyprus, and A lgeria, 

During th is period Japan recovered its  industrial potential, M arshall

Plan money Sent to Eur ope by the United States to help r  estor e Eur opean
■

economic life was induced by the large United States export surplus, and 

it helped the United States economy by incr easing income at home.

When Eur ope and Japan wer e again industr ialized, the United 

States and Canada met increasing competition. For 10 years North 

A m erica had experienced a  seller®s m arket. The resurgence of Europe
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and Japan as world trad e rs  has resu lted  in the United States selling 

less  abroad6 Exports dropped, but the United States continued to send 

m ilitary  and other aid abroad^ in amounts exceeding its  export surplus® 

The resu lt is  that the United States has a deficit in its  international pay­

m ents which it covers by short-term  obligations to foreigners and an 

outflow of its  gold® Canada had during the prosperous years developed 

alm ost sufficient surplus from  exports to other countries to make up 

for its net deficit with the United States® The new competition reduced 

Canada% export surplus from  trade abroad and increased its  balance 

of trade and balance of payments deficit with the United States®

Most of Canada*s exports go to the United States® The drop in 

production in the United States resulted  in a drop in its  im ports and a 

consequent drop in Canadian exports® Canada is a high labor-cost 

country and is  unable to compensate for the high cost by economies of 

scale . For th is  reason Canada was experiencing difficult competition 

at home and abroad. Fortunately the parent corporations in the United 

States were not competing^ in Canada, with their own subsidiaries® H 

they had attempted to do so, Canada would have experienced s till m ore 

difficulty.

It soon became evident that the expansion of the productive 

capacity of Canadian industry during the 1 0  prosperous y ea rs  was not 

justified by the subsequent demand® Booming economic conditions in 

Europe attracted  to Europe a great deal of United States* capital® One



of the causes of industrial oyer-expansion inC anada was the fact that 

many United States corporations rushed into Canada to form  subsidi­

aries® The m arket is now oyer-crowded. A typical example is  the 

television industry, in  which any one of the many American subsidi­

a rie s  in Canada can supply the whole Canadian m arket.

The national policy m ust accept a  portion of the blame for this® 

If it were not for the ta riff structure in Canada, many of these plants 

would not have been se t up. Many United States companies wer e se t up 

in Canada to take advantage of the trade with B ritain, whose tariff p e r­

m its goods from  Canada to enter at a p referred  rate® B ritain  was. 

selling its  im porters foreign exchange to pay for purchases from 

Canada, while it was not allowing foreign exchange for purchases from  

the United States® By the tim e the American-owned plants in Canada 

were able to supply the B ritish  m arket, B ritain  had relaxed its foreign 

exchange policy and sold im porters funds to pay for goods from the 

United States® Also, by that tim e many plants were being constructed 

by A m erican companies in G reat B ritain  and in other Commonwealth 

countries to take advantage of the respective local markets®

Canada's national policy facilita tes the setting up of United 

States plants in Canada and the control of Canadian industry by United 

States in te rests . This seem s to be contrary  to the original intention of 

that policy® Canada*s economic future might be brighter under a free  

trade arrangem ent with the United States and others. With free trade,



Canada could transform  its  economy into a m ore highly specialized 

organism and would probably be able to compete m ore effectively in 

world markets,,



c h a p t e r  t
CANADA'S. INTERNATIONAL ECONOMIC RELATIONS

The Canadian economy is sm all and weak com pared to the 

economy of the. United States? yet Canada’s  natural resou rces and people 

give it an important position in world trade* Like Small people and weak 

people, sm all countries som etim es have a„ ’’chip on their Shoulder” in 

their dealings with o thers. Canada is  striving to establish itself as an 

acceptable "middle power” and to establish a national identity. Canada’s 

"national policy" established by its  f ir s t  P rim e M inister has continued 

to the present day as a deliberate device for moulding Canada together 

from  east to west against the pull of geography and population to the 

south and against the influence of the culture and the high plane of living 

in the United States. This has been very  uneconomic and has cost the 

Canadians many billions of dollars. Most Canadians have been convinced 

that the cost is  not too high and that Canada has a national identity that 

makes a contr ibution to the cultur e of the wor ld.

By 195.9 foreigners had invested in  Canada some $24 billion^ 

of which $18 billion came from  the United States. I n i 959, foreign in­

te re s ts  owned 51 percent of manufacturing in  Canada, 63 percent of
(1 )

petroleum and natural gas production, and 59 percent of mining. The
A

percentage in each case has been gradually increasing. The large inflow

61
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of capital from  the United States in  the 1950's helped maintain a p re ­

mium on the Canadian dollar and prevented the floating exchange ra te s 

which was then prevalent 'in.Canada, from correcting the current account 

deficit. The. Central Bank of Canada held in te rest ra te s  high and there­

by attracted  m ore dollars into Canada, Recently the Canadian Govern­

ment, in a belated wave of nationalism, decided to discourage the in­

flow of United States capital by increasing the withholding tax on certain  

in terest and dividends leaving Canada, To help its  exports and balance 

of payments, Canada decided to depreciate its  currency and to peg the 

exchange ra te  a t . 92-1/2 cents U»S, for a Canadian dollar.

The foreign industries came into Canada as a means of gaining 

access to the Canadian m arket and to se ll to the Commonwealth m arket 

in which.Canadian products enjoyed a tariff preference. Foreign capital 

also came in to develop steady sources of raw  m ateria ls fo r United 

States plants, Canada has not become a  substantial exporter of manu­

factured goods. The tariff policy followed by Canada with the purpose 

of moulding,Canada together as a national entity has had among others 

the following resu lts :

(a) Costs in Canada are  notoriously high;

(b) United States firm s are  setting dp competing subsidiaries 

in other Commonwealth countries;

(c) The manufacture in Canada of products sim ilar to those of 

the parent firm s have retarded  the development of an indigenous
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Canadian economy; and

(d) The development of inditstry behind the protective tariff 

has discouraged the application of the economic law of comparative ad­

vantage, whereby Canada might have achieved low cost manufacturing 

in certain  industries by specializing®

The irony of the situation is  that the very policy which was in­

tended to create  a Canadian identity has actually discouraged that achieve~ 

ment®

Even the United States, with its  vast wealth, resources, and 

industrial plant has found that to continue its  economic growth it  needs 

to r  evise its  tariff and trading policy® It has passed the T rade  Expansion 

Act, 1962, and is  arranging conferences with other nations to discuss 

the lowering of tariffs®

Practically  everyone has agreed on the need for the rapid ex- 

pansi onof secondary manufacturing in C anada* It can be done only by 

stream lining the economy for m o re  efficiency in specialized industries 

and by a policy of free r trade supported by expansionary monetary and 

f isca l policy® This change may come slowly® There should f irs t be an 

analysis of the. Canadian secondary industries to see which industries
/

can weather a lowering of ta riffs at home and which industries are  m ore 

suitable for expansion to compete abroad®

The needs of Europe for' reconstruction, a fte r W orld War H and 

the European demand on Canada2 s resou rces together with the rapid
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im port of United States capital into Canada immediately after World 

War II haye giyen Canadiana a false ..confidence in their economic 

strength® Now that Europe is  reconstructed and is a com petitors Can­

ada is experiencing difficulty® International trade has always been a 

feature of the Canadian economy totaling oyer 20 percent of Canada?s 

g ross national product, (in the United States it is  5 per cent®) In Can­

ada about one-third of all goods produced are' exported^ while one-third 

of all goods consumed a re  imported® This makes Canada yery sensitive 

to international shocks and upheavals®

Canada im ports in goods and serv ices mor e than i t  exports^ 

with the resu lt that there is  a continuous increase  in the size of the deficit 

in balance of payments which has to be made up by im port of foreign 

capitaL This means an increasing burden of inter est payments and 

dividends to foreigners® So long as  the im ports of capital goods and of 

capital wer e associated with r  apid economic development and with the 

development of export ■industries, the deficit was tolerable® Since 1956, 

the ra te  of increase in the size of the deficit has surpassed the  ra te  of 

economic growth® The situation could not he cured by a sharp contrac­

tion in  im ports because that in tu rn  might have affected Canada?s im ­

portant export trade® In 1961 Canadian Imports were: consumer goods, 

32® 4 percent; investment goods, 31® 6  percent; industrial m aterials, (2 ) 

2,6® 8  percent® The non-m erchandise account deficit also grew® In .1959 

it  was about $ 1  billion, half of which was for in te rest and dividends and
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a good portion of which was for traveling abroad by Canadians. Cana­

dians are  obviously living beyond their international means® Canada 

was saved some rea l trouble over its  deficit by the fact that the term s 

of trade rem ained in her favor® In recent years export p rices have in­

creased  by 24® 2 percent; while im port p rices paid by Canada have in­

creased, in the same period, by only 19® 8  percent. (3)

Canada is essentially a North Atlantic trading nation, and the 

interdependence of the Canadian and Am erican economies becomes 

more obvious as tim e goes on® In 1962, Canada exported goods to the 

value of $6 ® 3 billion, of which about 60 percent went to the United S tates 

and about 15 percent to the United Kingdom® M the sam e year, it im ­

ported goods to the value of $6 ® 2  billion, of which 70 percent was from 

the United States and about 9 percent from  the United Kingdom® About 

60 percent of all Canadian exports in the post-w ar period went to the 

United States and about 81 percent to the Morth Atlantic area® (3 )

In 1961. Canadian exports were, composed of:

Agriculture and fisheries . . . . . . . . . . . . . . . .  22® 1 percent

F orest products . . . . . . . . . . . . . . . . . . . . . . . . .  27® 5 percent

M etals and m inerals . . . . . . . . . . . . . . . . . .  31® 6 percent

C hem ica ls  and fe rtilize rs  . • • ° . • . . . . . . .  4® 3 percent

Manufacturing and m iscellaneous . . . . . . .  14® 5 percent (3)

Canada has encouraged trade with B ritain  and Europe to p ro ­

vide a counterbalance to its  trade with the United States, but it is
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fighting a losing battle* B ritaines attempt to join the European Econom­

ic Community: ra ised  fear in. Canada that it* Canada^ would be thrown 

mor e into the lap of the United States* W hile at the moment Britain 

has not entered the.European Economic Community, there is  still a 

strong feeling in B ritain and in Exirope that it might*

, Ganadafs fear of the  United States is  under standable. Canada 

m anufactures many products s im ila r  to those manufactured by the United 

States® The form  and shape of i t s  products is  created by parent com­

panies in the United States* Canada5 s cost of manufacturing these 

products is  high, and Canada cannot hope to compete effectively in 

world m arkets with this disadvantage. I t becomes Important, therefore, 

fo r Canada to re a s s e s s  its  ta riff  and trading policy and to cultivate m a r­

kets in Japan, Mur ope, and Latin A m erica and-to emphasize the products 

on which i t  can specialize and for which it can find a m arket in those 

other fields*

Canada, in self-defence, m ust study carefully the development 

in w estern Europe and the possible effects of the American Trade. Ex­

pansion Acte . Seventy-five percent of the C anadian. exports: to western 

Europe went to the  low ta r  iff countries of Benelux and-W estern. Ger­

many; 25 percent went to the higher ta riff countries* It seem s that on 

the average Canada will in the future face a higher ta riff in w estern 

Europe® . So far Canada has not suffered any le ss  of exports to the 

. European community®. The la tter ’ s per:-capita demand for im ports has
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increased because of its  increased income® To date only a  partia l r e ­

duction of internal ta riffs in Europe has taken place, If, of course, the 

trade-creating  effects of the European Economic Community outweigh 

the trade-diverting.effects, Canada will not suffero

In 1961 Canada exported to the United Kingdom goods to the 

value of slightly under 1 billion dollars. These goods entered the United 

Kingdom either free of duty or under preferential tariff treatm ent, (4) 

Forty percent of Canadian im ports into B ritain received some preferen­

tia l treatm ent, If the United Kingdom wer e to join the Eur opean Com­

munity, manufactured goods from  Canada would encounter an im mediate 

disadvantage. Industrial raw  m aterials needed in Europe would still be 

purchased in  Canada,- The m arket for agricultural products would vary, 

A change in agricultural policy in Europe would undoubtedly have an 

effect on Canada, but it is  very difficult to assess  the effect in advance® 

It will depend on many factors®

It is  estim ated that in 1950 the cost of protection to the,Cana­

dian consum er was about 1 billion dollars, and that in 1962 it was n ea r­

ly double that amount®

H the withdrawal of Canada behind a protective tariff wall is  x 

not an appropriate rem edy for its difficulties, then Canada must con­

sider some alternative commer cial policies that a re  available to it, 

Canada is  not really  a Commonwealth country® Apart from  wheat policy 

and Commonwealth preference, the basic in te rests  of Canada and the
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United-States. toward the European Economic: Community a re  identicaL 

The tr  end in the world today is  to unite trading communities, directed 

at la rger a reas  of free .competition and more effective economic de­

velopment. Experience indicated that a union to be successful needed 

to be between countries of a sim ilar size and social and economic phi­

losophy® It m ust be realized  that Canada has no obvious partners. 

Canada has to work hard to find a  solution.

One alternative that Canada might consider is  associate mem­

bership in the, Eur opean Economic Community. That might give it the 

counterbalance it  seeks against the United States® This alternative, 

however, is  hardly practical® The. Europeans have shown no indication 

that Canada would be admitted, and if if were admitted. Commonwealth 

pref erences would be replaced by new discrim inations against the United 

. States® . This would not p lease the United. States and might result in .re­

taliation. The United States would naturally  prefer a fre e  trade area  

between Canada and the United States®

Another alternative is  a North Atlantic free  trade  area, that 

is, to draw the United States together with Canada and draw Europe into 

the free tra d e  area . This would in a  sense give Canada the best of the 

two worlds® It would, however, re su lt in discrim ination against Japan 

and Latin America® The United States would probably not agree to a 

free  trade a rea  arrangem ent that included free movement of agricultural 

products which are  so heavily subsidized by the United States. Also, a
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complete free trade area  might be a great s tra in  on the Canadian econ- 

omy* J t  might be easier to work out an arrangem ent between Canada 

and the United States (as a stepping stone to ultim ate integration of the 

economies) based on ’’selective free trade”  and ’’partia l integrationo ” 

This would involve an analysis of the facilities of each country and of 

the steps that might be taken by Canada toward specialization^ One 

difficulty that would re su lt from  such a plan is , that under GATT regu- 

lationSg any reduction of ta riffs  between Canada and the United States
/

that is not an alm ost complete rem oval of ta riffs  would have to be fol­

lowed by a sim ila r reduction of ta riffs against the other GATT countries® 

The problem is  not a sim ple one, yet it has to be solved®

The Am erican Trade E ^an sio n  Act does net provide for Ca­

nadian participation® Canada e r r  ed in being so excited about the pos­

sible entry of B ritain  into Europe, and it neglected the negotiations in 

the United States® It might have been possible for Canada to have been 

included in that act® After all, trade between the United States and Can­

ada during the past 1 0  years was greater in dollar value than was the 

value of trade between the United States and the European Economic 

Community during the same period® Canada exported in 1960 about

$500 million in goods that fall in the 80 percent category re fe rred  to
(5)

in the American T rade Expansion Act® E the amount of the Canadian 

trade w ere inciuded with that of the United States, the European Eco­

nomic Community, and B ritain , mor e categories of goods would qualify
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for the 80 percent of trade that renders the category available for ne­

gotiation for tariff reduction, Canada* if included in the te rm s of the 

act* would have the benefit of the negotiating power of the United States 

to gain access to the European m arkets, at lower ra te s  of duty, or no 

duty, for many industrial m ateria ls that Canada might mass-produce®

In many cases world trad e  in prim ary  m aterials includes so much m a­

te ria l from  Canada that Europe and the United States do not conduct 80 

percent, of the world trade in that material® Unless the act were extended 

to include Canada, these Canadian m ateria ls are  not eligible for tariff 

reduction®

The b est Canada can  do-. now is to hope to negotiate under the 

existing authority of the P resident ®f the United States to reduce tariffs 

Up to 50 per cent® It is  not likely that th is could help many Canadian in­

dustries, because the cost difference in the two countries is  such that a 

50 percent reduction in  ta riffs  both ways would be detrim ental to Canada® 

What Canada needs i s  free trade in both directions® That would make 

possible a r  eorganization of Canadian industry based on  incr eased 

specialization and the resulting economies of scale; Failing this, Can­

ada is  left with only her preferential ta riff as a bargaining device® She 

might* in re tu rn  for concessions from  other countries* offer to bring 

her m ost favored nation ta riff  to the.level of the B ritish  preference 

tariff®
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Catiada is  foresd to support m ultilateral trade cuts at the GATT 

negotiation's^ but Canada, should not support any discrim inatory scheme® 

Canada cannot afford to ignore the special place of Japan in Canadian 

trade. Japan might well become Canada®s second la rgest customer® 

Canada should not enter into any specific preferential trading a rea  alone® 

Canada is. essentially a North Atlantic trading nation* and for Canada to 

enter a specific trading area  without the United States would be unthink­

able.

K Canada were to make an arrangem ent with the United States* 

with or without w estern Europe, i t  might not hurt Canada* if* as a r e ­

sult* its  Share in the enlarged m arket fell® This would probably be 

compensated by an increase in the siae of the m arket and the total trade 

would be la r ger ® Canada* together; with the United States* should in­

clude in the ir trad e  policies Latin. America* the Pacific* and Africa® 

Canada should support commodity agreem ents to strengthen foreign 

aids to trade. It is  in the in terest of both Canada and the United States 

to give consideration to the need of the developing countries® As these 

countries develop they become better custom ers and better exporter s* 

thus increasing the economic and trading activity of the whole world®



g h Ap t e b  8 '
G A m m A j A nd  e i b o b e  '

It is  important as p a r t ©I the general economic picture to con- 

■ sider the position of Canadian trade  v is-a-v is.G reat Britain-.and Europe^ 

. In ..Jhly ISSI, when th e : United. Kingdom announced its  intention to nego­

tia te  fo r adm ission to the European Economic Community^ the Canadian 

Government was distnrhede T he. European.. Community receives 8  p e r­

cent of Canada's exports; while the Ilnited Kingdom receives about 15 

percent. • Internally^ the economic:union of the six countries in Europe 

is  working effectively. They have now reduced the ir internal tariffs 

. (between .member.countries) to. 60 percent of the. level which existed in . 

195% and they hope to have, ta riffs between, m em bers entirely dis­

mantled by 1965. The community enjoys a  free exchange of labor and 

capital - between .the m em bers. B rita in  previously  had its  reasons^ as/a  

. m em ber' of the- Commonwealth and because, of the special p restige it  

enjoys ih the United Btatesg to  stay out of the European Community. 

There, were six  other countries that had various reaso n s for staying , 

Out. These seven countries, formed thejEuropean. Free-Trade-A ssocia­

tion. (1 )

In. 196% the. United Kingdom noted-that i t s  ra te  of economic 

growth.was.dropping and that i t  was.experiehclng .a.deficit in  its  balance



of payments and a loss of exports» At the same tim e i t  noted the dy= 

nam ism in the European Economic Comrnunitya The B ritish  Goyern- 

ment indieated an intention of gaining adm ission to the community*

The other m em bers of the European F ree  Trade Association have in­

dicated a des ire  to enter the Economic Community or to have some 

type of association with it* The or ganization of the whole of western 

, Europe into a 260, 000, 000 people un restric ted  trading a rea  is  a pos­

sibility in the minds of some*

m  1961, Canada exported to w estern Europe goods to the value

of 1-1/2  billion dollars and im ported from  w estern Europe goods to the
(2)

value of about 1 billion dollars* /The final effect of the European Com­

munity on Canadian trade after weighing the advantages and disadvan­

tages is  not yet clear* Undoubtedly some exports will be unable to com­

pete and will decline* The increased prosperity  and higher incomes in 

Europe will mean increased im ports and increased export of Canadian 

goods. Canada will also experience m ore severe competition at home 

and abroad from  the revitalized  Europe® Canadian exports In the past 

have been mainly to the low -tariff countries of w estern Europe, such 

as West. Germany, the Netherlands, and Belgium. Mow that the ex­

ternal ta riff of the European Community is  being averaged by its  m em ­

bers, it  means that the low tariffs  that prevailed in some countries will 

be increased. Ther e a re  s ti ll  negotiations going on in  r  espect to agr i ­

cultural commodities, and a final policy has not been set. H Great



B ritain  joins the common m arket, it will resu lt in dislocations and ad­

justm ents for Canada* About 40 percent of Canada's exports to Europe 

go to G reat B ritain  under a B ritish  preferential tariff drrangemento (3) 

The ra te  is  lower for Canada than Britain*s most favor ed nations rate® 

Automobiles entering G reat B ritain under the most favored nations ra te  

of tariff a re  subject to a duty of 30 percent; whereas the preferential 

ra te  available to Canadian automobiles i s  20 percent* If the United 

Kingdom were a member of the European Community, French, German, 

and Italian automobiles would enter the B ritish  m arket duty free, and 

the ta riff against Canadian ca rs  (with the .Commonwealth Preference 

ended) would be 2 # percent. The effect on Canadian exports is  obvious. 

Canadians would have a ta riff  disadvantage of 29 percent instead of a 

tariff advantage of 10 percent which they now enjoy. (4)

B ritain  has a low tariff against some and no tariff against 

m ost agricultural products. Its policy is  to subsidize the home farm er. 

On the other hand the European continental countries have, high tariffs 

and im port restric tions on agricultural products to protect their fa rm ers . 

The European.Community expects to be/about 97 percent self-sufficient 

in wheat. This means that Canada can  hope for no significant market 

there for: its  wheat. To som e extent Canadian wheat sa les will be 

maintained because of the special dualities of the har d pr air ie gr ain 

and because some Canadian wheat is m ore suitable for macaroni.



75
Canadian exports of iron ore^ copper? aluminum^ uranium^ 

and asbestos will probably not be affected by the common market^ since 

the European C ommunity has no tariff against most of these a rtic le s»

. Special negotiations a re  going on within the community in r  e ­

spect to lead and zincj since Italy and France produce these metalSo 

In the past Canada has exported to England* annually* lead to the value 

of about $ 8  million and zinc to the value of $ 2 0  million® Canada is  nat­

u ra lly  very  in terested  in arrangem ents: England might make with the 

European Community in r  espect to these products®

Canada has exported to Europe* annually* aluminum to the

value of about $50 million® Most of th is  export went to Germany® France
(5)

and Italy have domestic aluminum industries® There will undoubtedly 

be higher tariffs against Canada than against F ra n c e  and Italy* and Can­

ada may expect difficulty in th is  field® Canada may be helped by the 

fact that the demand for aluminum in Europe will increase beyond the 

capacity of domestic producers® Canada has been exporting aluminum 

to the value- of about $80 million a  year" to  the-United Kingdom® This 

export will be subject to the sam e problem s as  thev export to Germany 

if the tfnited Kingdom were to join the European Community®

Canada's sa les of woodpulp and newsprint to w estern Europe 

went mainly to the United Kingdom® There is  no ta riff against these 

commodities entering Britain® The European Community has a 7 p e r­

cent ta riff against woodpulp and newsprint® It also has some domestic



production. Canada?s  exports of these commodities ar e likely to be; 

affected in the short run, but in the long run the demand will increase.

By 1970, a  shortage in Europe will mean iticreased im ports from Can­

ada. The export from Canada of paper products other than newsprint 

is expected to suffer. The European Community has an external ta riff 

of 15 percent to 20 percent against these products. Also, if ^Norway and 

Sweden were to conclude some arrangem ent for association with the 

European Community, Canada would have additional and. difficult com- 

petitiom

Canada now exports to the llnited. Kingdom other manufactured 

products to the  value of about $ 2 0 0  million per annum. This export (6 ) 

trad e  would suffer seriously, especially in the. short run, if the United 

Kingdom were to join the community. In sum m ary, one can assum e 

with a r  easbnable amount of assu r ance that the economic integration of 

w estern Europe w ill affect a  high proportion of Cattadats  sMpments to 

the area , which a t  this tim e ar e approximately 25 percent of the total 

Canadian exports. The m ost serious dislocations a re  expected in the 

case of agricultural products, aluminum, lead, sine, newsprint, wood- 

pulp, lum ber, and m ost manufactured goods.

There is  a m ore favorable side to the coino The United Kingdom 

at the moment enjoys a pref erence in the Canadian m arket. Automobiles 

from  England fo r example enter Canada duty free , while automobiles 

from  other countries pay a duty of 17-1/2 percent. Canada might use
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this preference^ which woiilci ne longer fee in effect if the United Kingdom 

were to join the European Commimity? as a  feasis for negotiation with 

the community. Canada might ofetain some tariff concession from w est­

ern  Europe^ in re tu rn  for granting ..the-- community some preference for 

European automobiles entering Canada. The tariff could fee set at some 

figure between 0  and 17-1/2 percent. It is  also likely that if there  is 

Some readjustm ent in trade fearriers as a  resu lt of the United States 

Reciprocal Trade Agreement^ Canada might derive some benefit. Also, 

the increased demand from  Europe, fey virtue of the higher national 

incomes in the community, may compensate for some of the exports 

that Canada fea rs  i t  will lose.

The percentage of CaHada*s total exports that goes to the United 

Kingdom is  le ss , for example, than the percentage of the exports of 

Nigeria or New Zealand o r  A ustralia or India* yet Canada objected m ore 

vehemently to the application o.f the. United - Kingdom to .enter the .Euro-' 

pean Community than the o thers. Some explanation for th is may fee 

found in the complex political and emotional situation in Canada, as well 

as in the economic facto rs above discussed. Canada fea rs  that with the 

organization of international trade  fey and between large regional blocs, 

the position of a sm all country like Canada will fee difficult® It also 

fea rs  that the bonds linking the uncommitted Commonwealth countries 

(that will fee outside the blocs) to the west might fee eased. Probably 

the greatest subconscious fear in Canada is  that the erosion of its

/
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connection with B ritain  would push the country closer into dependence 

on the United States and would undermine the political independence that 

it values so highly.

Canada is constantly fighting against the natural pull of geog­

raphy from north to souths It is fostering trade with a r  eas outside 

North A m erica. Canada1 s emotional desir e to d ivert trade from the 

United States is  not having much success® Of the total exports that 

Canada sends abroad., 60 percent goes to the United States and of its 

total im ports 70 percent comes from  the United States® Most of the 

foreign capital that comes into Canada comes from  the United States, 

and mor e and m ore Canadian industry is  being contr olled by the United 

States interests® Canada felt that her link with the United Kingdom was 

som e counterbalance to th is one-way pull, and that is  why,Canada.was 

so vehement in its  opposition when it feared  that the United Kingdom 

would disappear into a ’’United Europe® ”

The 1963 Dominion election in Canada was fought partly on the 

Question of relations with the United S tates. The Conservative Govern­

ment seemed to have .been at odds with the United-States. Government, 

and the L iberal Party  seem ed friendly with the United States® The 

L iberal Party  gained th e  largest number of seats and form ed a govern­

ment® Shortly after the election, however, it becam e evident that the 

new government was s till following the policy of steering  away from 

control by the United States. Legislation has been passed to penalize
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W  higher withholding taxes foreign controlled corporations that do not 

se ll to Canadians a portion of their equity; shares in wholly owned Ca­

nadian corporations^ There i s  considerable opposition to this leg isla­

tion, even among Canadians,,

The social and cultural as well as,economic tie s  between Can­

ada and the iln ited  States are  too strong to be easily broken, Canadians 

see the high plane of living of the Americans* and they a re  not prepared  

to pay the p rice , in lowering th e ir  own plane of living, to r  etain eco­

nomic independence® To accom plish.the independence som e legislator s  

have in mind they would have to take away from  Canadians many of the 

freedom s that they now enjoy® They would have to re so r t  to higher 

ta riffs, im port quotas, foreign exchange controls, trave l restric tions, 

higher taxes, and many other command regulations and restrictions® 

The, Canadian people would pot take to these kindly® It might well be 

that under such circum stances Canada would lose an important portion 

of its  population to the United States,



CHAPTER 9
C ANADIAN-AMERICANR E RATIONS— ECONOMIC

a n d  p o l it ic a l

One might think that from  the many conferences held recently 

between representatives of the United States and Canada that the re la ­

tionship between the two countries is  deteriorating® Nothing could be 

further from  the fact. The additional points of friction a re  caused by 

the closer interdependence of the economies and by the fact that there 

a re  m ore points of contact® The frictions are  being talked out and 

ironed out in good faith, and the relationship between the two countries 

r  emains good. The Columbia Riyer power development has now been 

reduced to a w ritten agreement® The s tr ife  on the G reat Lakes is  s till 

being talked over in high places®

The commencement of r  elations between Canada and the United 

States dates back two centuries. There has been m ore or le ss  steady 

p rogress from  an in itial position of open w arfare to a  position of close 

friendly relations® The f irs t period, during the Colonial War and until 

after the War of 1812, the unsuccessful invasions of Canada, and the 

burning by the B ritish  of the White House, was one of b itter hostility. 

Manned fortifications existed along the international boundary until 

about 1870® The second period ended with the establishm ent of Canada
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as a nation in 1867 and the T r eaty of Washington in 1871, which Settled 

a number of outstanding Anglo-American disputes® Thereafter econom­

ic and social forces began to work in the direction of closer relations®

In the middle of the 19th century there was reciprocal free  trade in a 

var iety of products®

The th ird  period was from  the 1876% to the 1936%,,. during 

which much closer and friendlier rela tions developed® During that 

period there was a relaxation of Canada% political tie s  with Britain, 

and the possibility of an arm ed conflict between Canada and the, United 

States disappeared® The political relations eased, and in 1927 Canada 

Set, up a legation at Washington® The disputes were settled through 

trea ties  such as the Boundary W aters T reaty in 1909® .

The rapid growth and development of both countries kept the. 

tension away from  external affairs and avoided m anifestation of in te r- 

country sensitivity® Economic forces exert U Strong p ressu re  for 

closer economic r  elations® It is  r  em arkable that the economic in ter­

dependence did in fact develop in spite of the absence of form al trading 

agreem ents (the Canada-United States Trade Agreement was not entered 

into until 1935) and in spite of the protectionist tariff policies adopted by 

both countries® Notwithstanding these obstacles, trade between the two 

countries grew rapidly® Trade grew from  50 million dollars in 1870 to 

1. 25 billion dollars in the 1920% and to four tim es that in the 1960%® 

The free movement of capital funds rapidly increased United States
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investment in Canada. By 1930, the United States investment in Canada 

was 4 .6 billion dollars, as compared to the B ritish  investment of 2. 7 

billion dollars.

The fourth period began during World War II and is still cu r­

ren t. Relations became closer, encouraged by the grand alliance in 

World War II and by W estern cooperation during the s tra in s  of the cold 

war. , Interests: and concerns that the two countries have in common 

outweigh any diversions of in terest. NATO, NORAD, the Joint Board 

on Defence, and the Joint Cabinet Committee on Defence all lead to a 

better sp irit between the two countries and to s till closer economic tie s . 

The ra te  of expansion of transborder trade exceeded the ra te  of expan­

sion of. domestic output in each country.

United States investment in Canada exceeds 18 billion dollars, 

and Canadian irivestment in the. United States exceeds 2 .5  billion dollars. 

This situation has been brought about as a resu lt of the decisions of a 

large number of private individuals ra ther than by any national policies. 

When national policies try  to in terfere with economic forces there is  

difficulty. This is  borne out by the recen t difficulty of the Gordon.budget 

in Canada and the controversy in the United States over the proposed 

foreign securities purchase tax.

There is  a marked movement toward closer social and cultural 

relations between the countries. Tourism , advertising, improvements 

in communications and transportation, the flow of ideas across the
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■border, the exchange of newspapers* magazines^ radio# and television 

program s tie  the countries together. It is re ry  difficult to recognize 

the difference# socially and culturally# between one country and the 

other.

When one considers the extent of the interdependence it is  not 

surprising that a great many problem s appear. There is  a great dif­

ference in the size of the two economies and a difference in the relative 

effects that the policies of one have on the ©ther. Some of the difficulties 

between the countries a rise  out of the complication of Canadian national­

ism  and out of the lack of a clear preception in the United States of the 

extent to which United States actions and policies impinge on Canadian 

in te rests .

There is an element of insecurity  in Canadian nationalism. 

Canada has been in a struggle for autonomy and it is  quite sensitive. 

Canada is  sensitive about its  sovereignty# because of the difficulty be­

tween English and French communities. Independent nationhood was 

ultim ately realized by Canada by the Statute of W estm inster in 1931 „ 

Being a sm all nation has increased the psychological and re a l danger 

to the maintenance of independence. . Canadians have a subtle fear that 

the economic and cultural magnetism of the United States may erode the 

resolve of Canadians to maintain a separate nation. In the world today 

there a re  international, political# and economic p ressu res  for greater 

interdependence among nations and for reduced trade b a rr ie rs . Canada
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has net. found it easy to adjust to  this. Canada has so fa r been able to 

tem per its nationalism, atid it hasn®t often shown itself in overt iso la­

tionism or anti-A m erieanism e However? Canadians a re  acutely con­

scious of the ir dependence on the United States* and their nationalism 

is a potent force, resisting  closer interdependence.

Whether it is  wise or not, Canadian sensitivity exists. It is 

being fostered by political leaders, by newspaper editors* and like 

religion, it is  difficult for Canadians to be rational about th is emotion,

A positive and constructive Canadian nationalism is  a good thing® It is  

also important to A m ericans, The fear is  that m ore economic in te r­

dependence will require  supranational control and that Canadian in­

dependence will be lost. This fear is  probably exaggeratedo The 

French, the Cerm ans, or the Italians are  not likely to lose their nation­

al identity or culture because of the European Economic Community, 

Hew Yor k, Texas, Arizona, Utah, and Alabama have not lost their in­

dividualities in the Am erican union. The danger to Canada from eco­

nomic Isolationism , reta lia to ry  ta riff policies, and continued deficits 

is much m ore rea l than the danger of losing national identity.

At tim es the United States shows too little  concern over the 

possible repercussions of its  national policies on Canadian Interests, 

The United States is  a world power with important and varied in te rests 

all over the world. It has its  problem s in  the cold war and problem s 

with underdeveloped countries. It is  not accustomed to thinking of
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Canada as a foreign country* or to thinking in te rm s of problem s with 

Canada* Canada is  probably the only country in the world where the 

P rim e M inister of the country* when he has a complaint about the 

utterances, of the-.Secretary of Labor* picks up the telephone and speaks 

directly to the P resident of the United States* P rim e M inister Pearson 

probably has read ier access to the White House than has Governor 

Wallac e or maybe e  ven Go ver nor R o c kef eller * Yet When the Unite d 

States has a wheat b a rte r program  or im poses oil im port quotas o r  

lumber im port quotas* the economy of Canada is  in danger*

With the increase in points of contact and the growing aw areness 

of each other fs 'interest*, the dan g ers  of negligent stepping by the United 

States on Canadian toes appear to be declining* More inter government 

com m ittees and functions are  being set up all the time* A new joint 

committee on trade was discussed at the friendly meeting between P re s ­

ident Johnson and.Prim e M inister, Pearson in  Washington in January* 

There is  an extraordinary degree of m ilitary  cooperation between the 

two countries.

National policies, differ*. United States an ti-tru s t laws attempt 

to control Canadian companies that a re  subsid iaries of United States 

corporations* The United States complains about Canada*s dealing with 

Cuba and China and about Canada selling wheat to Japan too cheaply* 

Canada complains tha t its  ships are  picketed in United States ports.
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Any move by either country toward economic insulation and. 

protection can create serious problem s for the other country® Canada 

is  r  elatively m ore dependent on the United States than vice ver sa® The 

actions of the United States affect Canada mor e than the actions of Can­

ada affect the United S tates. New form s of governmental intervention 

in either country may cause friction with the  other country® . Govern­

ment policies by either government in the fields of subsidy to agricul­

ture, taxation of foreign securities and investment^ expropriations, 

and in program s to encourage export affect the people of the other 

country and often adversely®

There has; been no fundamental deterioration in Canadian- 

American relations notwithstanding all these points of friction® In a 

rapidly changing world it is  important that the two countries do n o t, 

work a t c ro ss  purposes. It may; well be that continued cooperation and 

closer interdependence is necessary  for the national survival of each®

It is  im portant that the atm osphere of r  espect and goodwill be continued 

between the two countries and that each country give careful and sym™ 

pathetic p rio r appraisal to any changes in its  policy that would affect 

the other country before the changes a re  made®



CHAPTER 10 
THE. GROWTH AND COMPOSITION'OF TRADE 

BETWEEN 'CANADA AND THE UNITED STATES

Since confederation^ trade Between Canada and the United 

States has grown eightyfold,, whereas trade with other countries has 

grown only about 35 tim es 3 and world trade,, as a whole, has increased 

20 tim es. T rade has been effected by the basic condition of geography 

and clim ate in the two countries and by the emergence of the United 

States a s  the world’s leading economic power, in te rm s of volume of 

trade, capital resources, technology, and productiveness. An impor­

tan t factor (apart from  com parative advantage and comparative cost) 

th a t has determ ined the type of trade between th e  two countr ies is the 

desire  of Canadians to maintain an independent nation®

Canada and the United States together, in the north part of 

North America, a re  partially  isolated by oceans on both sides® They 

are  fortunate in having an ex traordinary  variety of regional contrasts 

in geology, vegetation, and industrial resource® The border between 

them cuts across a number of economic regions® The M aritim e P rov­

inces have stronger economic links w ith NOW England than they have 

with the r e s t  of Canada® Quebec and Ontario a r e  closer to Vermont, 

New York, Ohio, Pennsylvania, and Michigan than they a re  to many
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parts  of Canada. The P ra irie  Provinces are  closer to the bordering 

sta tes in the United States than to eastern  Canada. B ritish  Columbia 

has m ore contacts with the Pacific States of the United States than with 

Quebec or the M aritim e Provinces. Much of Canada^s area  is  huge

hinterland, richly endowed with prim ary  resources and with power damI
s ites . The settlem ent in Canada is mainly concentrated within 200 m iles 

of its  southern border. Three-fifths of the population resid es in the St. 

Lawrence lowlands and the triangle of southern Ontario, which com­

p rises  only about 1 percent of the area  of the entire country. This 

sm all a rea  contains about 80 percent of Canada's secondary manufac­

turing.

The overhead costs and the cost of capital installations in Can­

ada are  very high. This ra ise s  the cost structure of the economy. The 

lim ited production in Canada makes it m ore difficult to compete with 

foreign producers. For this reason, Canada’s  prosperity  and economic 

growth depend on the export of raw  m aterials apd prim ary  manufac­

tu res .

The United States has great natural advantages blended with 

productive labor and capital reso u rces . Its climate ranges from trop­

ical to tem perate. Its natural resources a re  diversified, and they a re  

easily accessible. It has vast resources of skilled labor and of capital.

. The Am ericans are  known for their venturesom eness and inventiveness 

and for their technological advance and business efficiency. The United



States' styles and designs set world standards^ The large home m arket 

in; the United States enables its  producer s to take advantage of economies 

of scale and specialization. The United States consumes increasingly 

large .quantities of resources? and Canada is well placed to provide a 

growing volume of many of these resources. This has given Canadians 

income and has created a consum er demand in Canada sim ila r to the 

demand (with s im ila r  preferences) that ex ists in the United States, Con- 

sequently? by virtue of large United States capital investm ents in Can­

ada, many artic les  are  manufactured in, Canada sim ila r to those manu­

factured in the United States-

The Canadians in  their desir e to maintain Canada as an inde­

pendent and viable nation have had to defy the forces of geography and 

economics. The national policy of Canada involved the development of 

transcontinental transportation, such as railroads, pipelines, and a i r ­

lines, It encouraged the St, Lawr ence Seaway and independent broad­

casting service, and it involved especially a ta riff on im ports. This 

ta riff fosters secondary manufacturing in  Canada. The tariff grants 

p referential treatm ent to commodities coming from Commonwealth 

countries. The special arrangem ent with Commonwealth countries has 

tended to curb the integration of the,economies of Canada and the United 

’ S ta te s ,. .

Canada has placed r  estric tions on im ports from  the United 

States, Although the two economies a re  complementary in som e secto rs,



they are  competitive in o thers. A century ago,, Canada’s foreign trade 

was prim arily  with Great B ritain. The ra tio  of trade w ith G reat B ritain  

has gradually declined, and in  1962 it was: le ss  than one-eighth of Can­

ada’s foreign tradeo At the sam e time,, the ra tio  of trade between Can­

ada and the United States has been increasing aa til in 1962 it was about 

tw o-thirds of Canada’s foreign trade. During this period, the United 

States trade with countries other than.Canada has decreased in ratio , 

and i ts  trade with Canada has increased* Canada and the United States 

a re  each other’s la rgest trading partners.

During and after both World W ars, Canada and the United 

States have had to supply Europe and the r e s t  of the world with raw m a­

te ria ls  and manufactured goods for reconstrnctiono The. cold war and 

the emergence of B ussia as a m ilitary  and economic power have made 

it much m ore  im portant that Canada and the . United States work together . 

Both countries are  now relatively m ore dependent on trade across the ' 

international boundary.

While the United States economy has tended to become more 

and m ore self-sufficient and while its  foreign trade has not exceeded 5 

percent of its  g ross national product in recen t years , Canada’s  foreign 

trade both ways has r  eached nearly 30 per cent of i ts  g ross national 

producfo The prosperity  of Canada’s economy depends on the fortunes 

of its  export yearly trade to a  far g reater degree than does the p ro s­

perity  of the United sta tes . Since the g rea te r  portion of its  export tr  ade
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consists of the export of raw  m aterials to the United States* Canada^ 

prosperity  is  peculiarly dependent on com m ercial policy in the United 

States® Most of Canada's im ports come from  the United States* and 

m ost of Canada's exports go to the United States® Approximately 20 

percent of United States exports is  sent to Canada® . Canada's per capita 

export and im port trade with the United States is m ore than 10 tim es 

la rger than the United States' per capita export and im port trade with 

. Canada® This is  an indication of the relative importance of this trade 

to each country® The p rices of commodities exported by Canada have 

risen  by a g reater percentage than have the prices of commodities im ­

ported by Canada, and, as a result* Canada enjoys favorable te rm s of 

trader

Canada has had a  deficit in its  balance of payments w ith the 

United States in every year since 1900, except in 1945 (l)a The absolute 

size of the deficit has increased in recen t years, but the percentage of 

the deficit in relation to the GNP. has decreased® The deficit is  not only 

on merchandise account but on invisible im ports and serv ices, such as 

in terest, dividends, travel expenditures, freight, and shipping® Canada 

has financed th is deficit by capital im ports (mainly from  the United 

States) and by its  surplus on curren t earnings from  trading with others® 

Much of the surplus is  earned from  trade between Canada and the 

United Kingdom® The United States has replaced the United Kingdom 

not only as Canada's m ajor foreign supplier of goods, but also as
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Canada1’s main source of foreign capital, Canada?s annual deficit in its  

balance pf payments with the United States is approximately $ 1 billion. 

Thirty percent of Canada’s im ports from  the United States are  con­

sum er goods aiid 70 percent are  investm ent goodSj industrial m aterials^ 

fuels, and lubricants® Seventy-five percent of Canadian exports to the 

United States consist of fo rest products, m etals, and m inerals; 10 p e r ­

cent of farm  and fish products; and m ost of the rem aining 15 percent 

consists of manufactur ed goods, including chemicals and fertilizers®

In recen t years Canadian im ports of investment and consumer goods 

have inor eased* while im ports of fuels, lubricants, and industrial m a­

te ria ls  have decreased® On the export side the relative importance of 

m etals and m inerals has increased®

Table 7 shows the significant figures of trade of Canada with 

the United States® ;

The negatiye tendency is  s till continuing, notwithstanding re a l 

efforts by the Canadian Government to avoid Unfavorable balances® Dur> 

ing the f irs t  7 months of 1963r Canada8 s deficit from  trade with the 

United States was 341.4 million dollars®

. Canada's exports to the United States consist mainly of in­

dustrial m aterials, fo rest products, m etals and m inerals, fish products, 

and products of the farm® Her im ports from  the U nited sta tes are  m ore 

diversified® They are  predominantly iron and other m etal products, in­

cluding machinery^ nonmetallic m inerals, coal, and petroleum products®



TABLE 7
SIGNIFICANT FIGURES OF TRADE OF CANADA WITH 

THE UNITED STATES 
(Source: Dominion Bureau of S tatistics— Summary of Foreign Trade^ 
________________________ October 1963)____________ _________ ___

1956 1957 1958 1959 1960 1961 1962 
(Millions of dollars)

Domestic
Exports 2,803.X 2, 846.6 2,801.1 3,083.2 2,932.2 3 ,107.2 3 ,608 .4

Re-
Exports 60.5 74.2 87 o 7 98.8 104.2 107.3 136.2

Im ports 4 ,031.4  .3,887.4 3,460.1 3,709. 1 3, 686. 6 3 ,864.0 4,299. 5

Trade 
Balance -.1/167.8 -966.6 -564.4 -527.2 -650.2  -649.4 -554.9

Since Wor ld W ar II2 the value of machinery and equipment imported by 

Canada from  the United States has been equal to about one-half of the 

total gross private investment in machinery and equipment in Canada® 

The value of consumer goods im ported from  the United S tates has 

equaled about 10 per cent of the total Canadian consumption of consumer 

goodsB Over th ree -q u arte rs  of C anada^ im ports of iron and steel prod­

u c ts  comes froni the United States.

Canada*s largest category of exports to the United States con­

s is ts  of woody wood products^ and paper. The value of these exports in 

the last year was about 1 -1 /4  billion dollars. The individual export 

from Canada that has the highest money yalue is  newsprint. It accounts



for about one-fifth of the income from all Canadian exports® Three-

q uarte rs  of the newsprint supply of the Ignited States is  imported from

..Canada,, Four-fifths of the United States im ports of woodpulp comes

from  Canada® The second m ost im portant category of Canadian exports 
\

to the United States consists of p rim ary  and semifinished nonferr ous 

m etals. They com prise about 20 percent in dollar value of Canada®s 

exports. About one-quarter of this category is made up of exports of 

p rim ary  nickel. Canada also exports substantial quantities of copper, 

aluminum, and uranium® In th is  same category, Canada im ports about 

8 percent of its  requirem ents from  the United States® Canada's im ports 

consist mainly of e lec trica l and electronic equipment and finished man­

ufactures of b rass , aluminum, tin, copper, and nickel®

In agricultural products, the im ports and exports, between:, the 

two countries about balance, although they consist of different products 

in each case®

The m ajor Canadian im ports from  the United States consist of 

iron and iron products; agricultural, vegetable, and anim al products; 

nonmetallic m inera ls; fibers and tex tiles; and chem icals and fertilizers® 

The iron products consist of automobiles, trucks and parts , rolling m ill 

products and tubes, farm  implements, trac to rs , engines, cooking and 

heating apparatus, tools, and scrap  steel® The nonmetallic m inerals 

include coal and petroleum  products, glass, and stone and clay® T rans- 

border trade in the m ost im portant item s in the y e a r , 1957, a typical



trading yeaxy is shown' in the following tables (see tables 8, % 10? and 

11).
The considerable degree of natural complementarity between 

the two economies can be seen from  the tables® Canada, to a large ex­

tent, has been exchanging raw  and semifinished products derived from  

her fo rests, mines, and farm s for capital goods, fuels, industrial m a­

te ria ls , and farm  products (mainly of sem itrepical variety). An im ­

portant relationship ex ists between the com m ercial policies of these 

two countries and the composition of trade between them® Because of 

Canada2s heavy dependence on exports to the United States, trade r e ­

stric tions imposed by the. United States in the past, even When they wer e 

Only of m arginal Importance.to the,United..States, haye been an im por­

tant factor in Canadais trade® .. The s tru c tu re  of Canada’s  industrial 

production has become less economically efficient than it would have 

been in the absence of a tariff between the two countries® Further 

processing in Canada of a  considerable number of reso u rces that, at 

present, a re  sent abroad in a prim ary  or sem irefined form  would be 

economically feasible if  the im port of the more processed products 

were not discrim inated against by United States tariffs® The structure 

of the Canadian production has been distorted in the opposite direction 

by a sim ilar bias in Canadian tariffs:®, .

Several years  ago, V a lte r  Cordon, the p resea t Finance Min­

is te r of Canada, headed a.Royal. Commission on Canada's economic
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TABLE 8
CANADIAN EXPORTS OF INDUSTRIAL MATERIALS ■ 

TO THE UNITED STATES

Millions of P er centage of 
D ollars . Total Exports

For est Products 1 ,168 . 40

M etals and M inerals 820 28

Chemicals and F e rtilize rs 111 . 4

Other Industr ial M ater ials 61 . 2

TOTAL 2,160 73

. TABLE 9
CANADIAN IMPORTS OF INDUSTRIAL MATERIALS 

FROM THE UNITED STATES-

Millions of 
, D ollars

Percentage of 
Total Imports

Textile, Leather, Fur 
M aterials 199 5

M etal M aterials 331 8

Chemical M aterials 230 6

Other Industrial M aterials ..266 J L
TOTAL 1,025 26

Source: Reuber8 19605 p„ .56
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TABLE 10
CANADIAN IMPORTS OF INVESTMENT GOODS 

FROM THE UNITED STATES

Millions of 
D ollars

Per centage of 
Total Imports

Machinery and, P a ris 877 22

E lec trica l Machinery 197 5

Aircraft^ Other T rans- ■- 
portation ■ 209 5

C onstruction M ater ia ls and 
S tructural Steel 278 7

t o t a l 1,560 39

TABLE 11
CANADIAN EXPORTS OF INVESTMENT GOODS 

TO THE UNITED STATES

Millions of 
D ollars

Percentage of 
Total Exports

Machinery and P arts 131 4

Electrical Machinery 13 -

A ircraft and Other T rans­
portation Equipment and
.P a r ts . 33 1

TOTAL 176 6

Source- Reuber^ 1960? p.. 71.
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prospects. The report of that commission projected what might happen 

to trade between Canada and the United States hy 1980. Canadian ex­

ports to the United States are  expected to grew faste r than Canadian im ­

ports from  the United States. The projection indicated that transborder 

trade in both directions will grow le ss  rapidly than domestic output in 

Canada. Canada's trade deficit is  expected id grow le ss  rapidly than 

its volume of transborder trade. This indicates a difference in trend 

from the past. Over the past 60 years* transborder trade has grown 

m ore rapidly than domestic output* and Canadian im ports from the (2) 

United States have increased m ore rapidly than exports to that country.

It is  expected that transborder trade will make up a larger 

share of total Canadian trade than at present. The report indicates that 

by 1980* alm ost 70 percent of Canadian exports may be sold in the United 

States* and over th ree -q u arte rs  of Canadian im ports may be purchased 

in the United States. Canada seem s likely to be drawn into an even 

closer b ila teral trading relationship. The iargest Canadian export 

item s to the United States in 1980 a re  likely to be petroleum  and petro ­

leum products and newsprint. The other m ore im portant exports a re  

likely to be aluminum and aluminum products* woodpulp* lumber* and 

miscellaneous nonmetallic products. The la rgest re la tive  increases 

a re  expected to occur in the export of m etals and m ineral products* 

while the relative im portance of fo rest products* agricultural products* 

nickel* and sundry m anufactures is  expected to shrink.



The pattern of Canadian im ports from the United States is  likely 

to change le ss  than that of exports. The leading im ports a re  expected 

to be machinery and equipment, clothing and home furnishings, m iscel­

laneous consumer goods and foodL These forecasts of course might be 

changed. They are  based on the view that there will be continued in­

ternational tension but no major war. They are  also based on present 

knowledge of technology and discovery. Any major discovery of addi­

tional resources in overseas countries or in either Canada or the United 

States might make a difference.

In other trade between the two countries, Canada im ports elec­

tr ica l machinery to the annual value of about $200 million. It exports 

in this field to the United States goods to the value of $13 million.

Canada im ports transportation equipment excluding automobiles that has 

a value of about $209 million per year, and it exports in this field to the 

United States, mainly trucks, p arts , and a irc ra ft p arts , which have a 

value of about 33 million dollars per year. Canada im ports construc­

tion m aterials, structu ra l steel, and pipe from the United States.

Many of these item s a re  sim ilar to item s produced in Canada, but, be­

cause of cost of transportation, it is  cheaper to im port them to certain  

p arts  of Canada from  m ills in the United States. This i s  true  also in  

the case of cement and stone, which are  imported from  the United 

S tates ra ther than from m ore distant p a rts  in Canada, Canada im ports 

special woods not indigenous to Canada, and it im ports window glass.
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m etal pipes, nails, screws., hardware^ and building fixtures. In these 

products the cost of transportation is  a m ore important element in de­

termining whether they will be im ported or not than the tariff.

O ne-qnarter of a ll Canadian im ports from the United States# 

and in some years as much as 30 percent, consists of consumer goods. 

About 40 percent of all consumer goods im ported consists of passenger 

automobiles, and p arts  (mainly parts) imported from the United States. 

Canada im ports from the United .States, household durables and semi-, 

durables—  such as re frig e ra to rs , stoves, washing machines, vacuum 

cleaners, clocks, radios, jewelry, furniture, and glassw are. It also 

im ports clothing and household textiles, including blankets, linens, 

curtains, carpets, and luggage. 1



'CHAPTER 11 
CANADA'S TARIFF

A, Its effect on population and Immigration,,

The argument for a tariff is that the tariff crea tes job oppor­

tunities and greater employment; that it  encourages im m igration and 

discourages emigration and helps population growth, The argument 

Continues that# since secondary manufacturing industries that a re  

helped by the tariff a re  m ore labor - intensive^ the ta riff helps labor 0 

This is  not necessarily  so® The ta riff causes labor and capital to be 

diverted to industries which employ m ore labor and away from  activ­

ities which employ less labor in relation  to inputs of other resources.

The re su lt may be that even it, because of the tariff, there is  an in­

crease  in the total population, the national rea l income per head might 

be reduced® If both the Canadian and American ta riffs  were canceled, 

income to Canadian labor would be higher® The United States® tariff, 

by imposing high ra te s  on manufactured commodities, fo rces the Ca­

nadian economy into agricultural and extractive raw  m ateria l industries, 

activities which are  less  labor-intensive® The Canadian tariff tr ie s  to 

%djust this distortion by putting on its  own tariff restric tio n s to encourage
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manufacturing industries* The net resu lt is  a lowering of Canadian per 

capita income*

In Canada land is the abundant factor of production and labor 

the scarce  factor* It is  argued that a ta riff which reduces the im port of 

of labor-intensive commodities will lead to a redistribution of income 

in favor of the scarce  factor labor * It is  conceivable that while the 

tariff will lower total income^ that lab o r's  shar e of the income might 

increase, giving labor m ore rea l income* , In Canada, while it is  argued 

by some that the burden of the decrease  in income has fallen upon the 

. owners of land and national r  esources, it  is  likely that it is  being borne 

also by a lower re tu rn  to labor * K one desires to transfer income to 

labor* it is  cheaper: to do it by taxes or subsidies ra th er than by trade 

restrictions* It is  being done by a ta riff because a tariff is  le ss  ap- , 

parent to the consumer and cam be collected le ss  painfully. The employ­

ment and im m igration argument is countered by the logical argument 

that in an economy so  flexible.thatM was able to quickly absorb the 

arm ed fo rces and to reallocate its  resources* appropriate' stops, through' 

.monetary - and -fiscal policy could maintain employment* Counter: argu­

ment continues that .the; lower incom e-resulting from  the tariff d isc o u r- , 

ages population growth* ' - - - -

- .I t  appears .-that the tariff is  not a, very im portant fa c to rin  im~ 

migration* To increase immigration* a country should amend im m igra­

tion policy. It can hardly be done by tariff policy* , In any event* with
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its  tariff policy,. Canada h as  not received, since Confederation, in im ­

migration, m ore se ttle rs  than it has lost by em igration to the United 

States^

B„ The effect of: the.tariff on m arket structure .

How does it affect the level of Canadian income? The prodnc- 

tivity of w orkers in Canada is  about 40 percent le ss than the produc­

tivity in the United States, although the same technology is  available to 

both countries® Canadals domestic m arket does not perm it specializa­

tion® United States producers can build plants of the m ost efficient size® 

Because of this lower output per worker, Canada cannot compete in 

for eign m arkets against the United States® Foreign, m arkets also have 

tariffs , and there  is  a tendency for Canada to place too much blame on 

the foreign tariffs for Canada's lack of efficiency® In Canada, notwith­

standing the sm all size of the domestic m arket, the ta riffs  perm it sev­

e ra l sm all producers, though inefficient, to continue producing identical 

goods® How is this caused by the tariff ? It is because a new entrant 

into the business in Canada has the option when he enters of construct­

ing a plant of the size that produces with maximum efficiency or a 

sm aller and less  efficient plant. ; With a maximum efficiency plant he 

would have to compete with existing firm s and put some of them out of 

business® On the other hand, as is  often the case in oligopoly, a sm aller 

and m ore inefficient plant might avoid fighting with competitors® By
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actual or tac it collusion,, the com petitors might maintain the p rices at 

higher than an efficient level. So the new entrant is helped by the tariff 

to create and maintain an inefficient operation. H it were not for the 

tariff, the old and the new industries would have to compete with ef­

ficient foreign producers, and they would have to lower their prices.

Co The tariff and United States subsidiaries.

Canada is  suffering from  the m istakes of the American parent 

firm s and from  Ottawa’s traditional ta riff policies. These have at­

tracted  inefficient subsidiary plants to Canada. H these industries do 

not operate to the best advantage of Canada, it is  (X) because the Ca­

nadian tariff protects inefficiency, and (2) because the. Canadian Govern­

ment has never defined the c r ite ria  of Canada’s  public in terests; it has 

never se t p recise  objectives.

The tariff automatically establishes a ceiling to Canada’s 

growth. The weakness in the Canadian economy has been revealed since 

1957. Canadian subsidiaries have been established with a lim ited hori­

zon, either for prestige reasons of the parent, or for the Canadian m a r­

ket, or for the B ritish  preference m arket. Canadian subsid iaries a re  

not free to conquer world m arkets in competition with their parents.

To continue th is pr otection will not help Canada. . Canada should 

change th is structure of protection. Foreign subsidiaries should be 

forced to expand into world m arkets without considering the parent or
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to disappear through competition. This would be the case if there were 

no tariff, Canada's basic trouble is  not3 as many say, Canada's rising  

im ports or high inflow of capital. These are  only symptoms of the 

deep-rooted failure of Canadian economic policy. Canada’s main prob­

lem seem s to be to find the proper investm ents for capital that will en­

courage trade in world m arkets.

B. Other aspects of tariff protection.

Canada has two conflicting desires. One is  to reproduce in 

Canada the manufacturing industry of the United States, and the other is 

to benefit from  as high a. level of international trade as possible. The 

f irs t  one requ ires a high tariff the second one a low or no tariff. Can­

ada has profited a great deal from the export of its  prim ary  products.

Its continuous desire to do m ore in secondary manufacturing is as much 

political as it is  economic. The urge for manufacturing is  because in 

the public mind manufacturing, growth, wealth, and power a re  associ­

ated, and because Canadians feel that manufacturing industry would 

somehow protect them from  foreign domination.

Countries have the choice of isolating them selves, being their 

own m aste rs , and refusing the complications that come with foreign 

capital. E  they do th is, they rem ain at a low level of income and con­

sumption like B razil and the Argentine. . Countries have the alternate 

choice of encouraging the im port of foreign capital, with the



complications, including some loss of control, that may resu lt, and of 

increasing thereby their re a l wages and the plane of living of their c it­

izens,, Canada, in the past, has always rejected  isolation. Canada has 

tried  to influence the policies of others, including its  attem pt to keep 

the United Kingdom out of the European Community. While it was p re ­

occupied with England, Canada m issed an opportunity to influence 

Washington to include Canadian trade in the 80 percent requirem ent of 

the Trade Expansion Act of 1962* Canada can expect to exercise in­

fluence and power elsewhere only if it m eets its  own problem s success­

fully and maxim izes its  own income. To do this, Canada m ust enter 

into specialization in production for foreign trade. This can be done 

only if Canada has a lower tariff.

The rem oval of the Canadian tariff would require  the reorgan­

ization of production and the elimination of some wasteful form s of com­

petition. It would compel specialization. Tariff protection makes over­

crowding of Canadian industries possible. It perm its the existence of 

many high-cost plants by protecting them from  lower cost im ports, in­

stead of forcing them to build plants of optimum size for efficiency„

The tariff encourages high p rices and perm its all the r iv a l producers 

to rem ain. The rem oval of the tariff would resu lt in lower prices. 

Without protection, the economic decisions that would be made in Can­

ada would have to be m ore efficient. Tariff rem oval would cause d is­

location that would require  tem porary adjustm ents. The cost of the
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adjustment could be borne by the whole community through. Government 

program s of compensation and relocation assistance,

, Canada might even benefit from  the rem oval or reduction of 

some of its  tariff b a rr ie rs , unilaterally* even if other countries did not 

reciprocate. Naturally, it would be better for Canada if other countries 

did reciprocate.

Without ta riffs, Canada could exploit her com parative advant­

age, in the manufacture of labor-intensive goods, based on the fact that 

the level of wage ra te s  in Canada is  lower than that in the United S tates 

and based on the proximity of many Canadian industries to the source 

of raw  m ateria ls , E Canada and the United States, in .their m ultilateral 

trade negotiations under GATT, cannot work out satisfactory  trading 

arrangem ents (and their negotiations a re  fraught with.many:-difficulties), 

they should enter into a  free trade arrangem ent between them selves and 

follow it up in the in te rests  of both countries by a customs union and the 

integration of the North American economy.


