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INTRODUCTION AND PU RPO SE

It h as  b een  s a id  of C anada  and the U nited  S ta tes  th a t  t h e y l i v e  

in  a kind of s y m b io s i s - - tw o  o rg a n is m s  s e p a r a t e  and d is t in c t ,  each  

w ith  i ts  own ends an d .la w s,  bu t h igh ly  in te rd ep en d en t,,  in d is so lu b ly  

s h a r in g  the  s a m e  c o n tin en ta l  en v iro n m e n t and, in  sp i te  of a g r e a t  

d isp ro p o r t io n  in  w ea lth  and. econom ic  p o w er ,  each  n e c e s s a r y  to  the  

o th e r .

T h is  " s y m b io s is t ic "  th e o ry  h as  b een  ch a llen g ed  in  Canada, 

and in  r e c e n t  y e a r s  a  d is t in c t iv e  a t t i tu d e - - a n  a tt i tu d e  of c o n ce rn ,  

u n e a s in e s s ,  su sp ic io n ,  r e s e n tm e n t ,  and even  h o s t i l i t y - - h a s  been  

develop ing  to w a rd s  the  U nited  S ta te s .  I ts  o r ig in s  on the s u r f a c e  a p p e a r  

to  be m a in ly  eco n o m ic , b u t r e f le c t io n  on the i s s u e  show s th a t  the r e a l  

s o u r c e s  of d is c o n te n tm e n t  l ie  a t  a d e e p e r  lev e l .  M r. H utchison  has  

s ta te d  th e  i s s u e  in  p r o p e r  p e r sp e c t iv e :

The C anad ian  peop le  a r e  c o n c e rn e d  w ith  the s p e c if ic ,  c a l c u ­
la b le  f r ic t io n s  b e tw een  the  two n e ig h b o u r in g  s ta t e s  only  as  they  
touch  on a n o n sp ec if ic ,  in c a lc u la b le  and s e ld o m  a r t ic u la te d  thing 
w hich, fo r  a la c k  of a b e t t e r  w ord , we c a l l  C an a d ia n ism . Can a 
na tion  l ik e  o u r s ,  a b s o lu te ly  dependent upon i t s  n e ig h b o u r  fo r  
defence , fo r  m a r k e t s  and f o r  cap ita l ,  long  e n d u re ?  T h is  is  the 
r e a l  q u es tio n  on C a n a d a 's  m ind  today, though se ld o m  on i ts  i n a r t i c -  

x u la te  tongue. *

* B ruce  H utch ison , "W hy A m e r ic a n s  C an 't  H ea r  C a n a d a 's  
H opes and  F e a r s ,  " The F in a n c ia l  P o s t  (S ep tem b er  26, 1959).
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The b a s i s  fo r  C anad ian  a n x ie t ie s  is  the  con flic t  be tw een  two' 

n a tio n a l  a s p i ra t io n s :  the  d e s i r e  fo r  r a p id  eco n o m ic  deve lopm en t and 

the  d e s i r e  fo r  c u l tu ra l  and p o l i t ic a l  autonom y. T h e re  i s  noth ing  novel 

about th e s e  a s p ir a t io n s ;  each  of th e m  is  c h a r a c t e r i s t i c  of a l l  the  m a jo r  

n a tio n s  today. What i s  r e la t iv e ly  novel about the  c o n te m p o ra ry  s i t u ­

a tion  is  th a t  C anada  now finds  i t s e l f  so  p la c e d  th a t  the  two a s p i r a t io n s  

a r e  in conflic t.  Rapid  eco n o m ic  deve lopm en t can  be  ach iev ed  only at 

the  c o s t  of a  s u r r e n d e r ,  o r  w hat i s  th o u g h t - - f e l t - - to  be  s u r r e n d e r ,  of 

so m e  d e g re e  of h e r  p o l i t ic a l  and c u l tu ra l  autonom y. This  conflic t 

c o m e s  to  i ts  s h a rp e s t  focus  in  connection  w ith  U nited  S ta te s  econom ic  

t i e s ,  m o re  p a r t i c u la r ly  w ith  U nited  S ta te s  in v e s tm e n t ,  s in c e  it  i s  the 

inflow of U nited  S ta tes  c a p i ta l  th a t  p ro v id e s  m uch  of the  im p e tu s  fo r  

C anad ian  eco n o m ic  deve lopm en t.  On the  o th e r  hand, i t  is  th is  v e r y  

c a p i ta l  th a t  c o n s t i tu te s  the  g r e a t e s t  p o l i t ic a l  t h r e a t  to  C anada  v ia  the 

p o l ic ie s  and p r a c t i c e s  of U nited  S ta tes  s u b s id ia r ie s  in  Canada.

The flow of c a p i ta l  in v e s tm e n t  f ro m  the  U nited  S ta tes  to  

C anada  h as  i n c r e a s e d  g re a t ly  s in c e  W orld  W a rT I  a s  a  r e s u l t  of i m p o r ­

ta n t  new d is c o v e r ie s  of ra w  m a te r i a l s  in  C anada r e q u i r in g  fo r  t h e i r  

e x p lo ita t io n  an  in c r e a s e d  n eed  fo r  fo re ig n  cap ita l .  A lso  th e  supply  of 

ra w  m a t e r i a l s  in  U nited  S ta te s  i s  d ep le ting  at a  f a s t e r  r a t e ,  and  the  

h a z a r d s  involved  in r e s o u r c e  dev e lo p m en t e ls e w h e re  in  the  w o r ld  

coupled  w ith  a  s u rp lu s  of c a p i ta l  in  United S ta tes  a r e  co n tr ib u tin g  

f a c to r s  to  th is  flow. In an  eco n o m ic  s e n s e  th is  p r o c e s s  h as  undoubtedly  

b e n e f i te d  C anada as  w ell  a s  the  U nited  S ta tes .
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It is  the  p u rp o se  of th is  s tu d y  then  to  d e s c r ib e  and a n a ly z e  the  

flow of U nited -S ta tes  p r iv a te  d i r e c t  in v e s tm e n ts  in to  C anada f ro m  1950 

to  1963 and the  t h r e a t  i t  c o n s t i tu te s  to  C anad ian  independence  v ia  

U nited  S ta te s  s u b s id i a r i e s '  p o l ic ie s  and p r a c t i c e s .  The m a jo r  e m p h a s is  

w ill  be  on the  " c o s ts  and  b e n e f i t s "  it has  b ro u g h t to  the  c a p i ta l -  

r e c e iv in g  coun try ,  in  th is  c a s e  Canada.

In th e  l a s t  few y e a r s  the  debate  a s  to b e n e f i ts  v e r s u s  c o s ts  

h as  p ick ed  up. m o m e n tu m  and h as  b e c o m e  one of th e  h o t te s t  i s s u e s  in  

C anad ian  life .  The m o s t  ou tspoken  C anad ian  c r i t i c s  of U nited  S ta tes  

in v e s tm e n t  in  C anada  a rg u e  th a t  such  in v e s tm e n t  is  nothing bu t U nited 

S ta tes  exp lo ita t ion  of C anad ian  r e s o u r c e s  a n d . in d ir e c t  a p p ro a c h  to  

eco n o m ic  c o n tro l  of Canada, w hich  w ill  ev en tu a lly  le a d  to p o l i t ic a l  

lo s s  of s o v e re ig n ty .  T h e se  s a m e  c r i t i c s  condem n any C anad ian  p o licy  

th a t  p ro m o te s  such  in v e s tm e n t .  On the  o th e r  hand, o th e r  equally  o u t­

spoken  o b s e r v e r s ,  c i t in g  only b e n e f i ts ,  deny th a t  any i l l  e ffec ts  r e s u l t  

f ro m  the  inflow of su ch  n o n re s id e n t  in v e s tm e n ts  and a rg u e  tha t  C anada 

shou ld  e n c o u ra g e  m o re ,  not l e s s ,  of it.

In o r d e r  to  p ro v id e  a b e t t e r  u n d e rs ta n d in g  of the  inflow s and 

th e  e f fec ts  of r e c e n t  p r iv a te  U nited  S ta te s  d i r e c t  in v e s tm e n t  in  Canada,

i t  is  the  in ten tion  of th is  r e s e a r c h :

1) to  p r e s e n t  and an a ly ze  the  ex ten t of U nited  S ta tes  i n v e s t ­

m e n t  in C anada s in c e  1950, the  r e a s o n s  fo r  it,  and C anadian  r e a c t io n .

2) to  ex am in e  the  e ffec ts  of the  p o l ic ie s  and p r a c t i c e s  of f o r ­

e ign  e n t e r p r i s e s  in  C anada  upon the  C anad ian  econom y and independence .
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3) to  d e s c r ib e  th e  c o s ts  and b e n e f i ts  of fo re ig n  in v e s tm e n t ,  

s p e c i f ic a l ly  w ith  r e f e r e n c e  to  the  c a p i ta l - r e c e iv in g  c o u n t r y - - C a n a d a - - ,  

in  p a r t i c u la r  the re la t io n s h ip  be tw een  c a p i ta l  fo rm a t io n  and econom ic  

grow th .

4) to  p r e s e n t  a  th e o r e t ic a l  a n a ly s is  of the  c o s ts  and b en e f i ts  

of fo re ig n  in v e s tm e n t  to  the  h o s t  coun try .

5) to  d e te rm in e  the  ap p l ic a b i l i ty  of the  e x is t in g  th e o ry  of 

c a p i ta l  m o v e m e n ts  and to draw  co n c lu s io n s  as  to  the  f e a r s  of C an ad ian s  

of A m e r ic a n  in v e s tm e n t ,  a s  w e ll  as  to  su g g e s t  w ays to  keep  the  

r e la t io n s h ip  as  unique as  i t  a lw ays has  been .

T he focus  of th is  r e s e a r c h  is  on the  p e r io d  of 1950 - 1963. 

H ow ever, th is  does not in any w ay  r e s t r i c t  us f ro m  c o n s id e r in g  o th e r  

y e a r s  b e fo re  and a f te r  th is  p e r io d  w hen th ey  a r e  r e le v a n t  and da ta  a r e  

av a i la b le .  P a r t i c u l a r l y  w hen  i t  is  n e c e s s a r y  to  po in t out t r e n d s  and 

m ak e  c o m p a r is o n s  w ith  e a r l i e r  p e r io d s  of su ch  c a p i ta l  m o v e m e n ts .

In focusing  o u r  a t ten t io n  on c a p i ta l  f low s, th is  s tddy  w ill  not 

c o n s id e r  o th e r  econom ic  r e la t io n s  be tw een  C anada and the  U nited  

S ta te s ,  a lthough so m e  of th e s e  r e la t io n s ,  a s  in  the  c a s e  of t rh d e  and 

b a la n c e -o f -p a y m e n ts  r e la t io n s ,  have  b een  a ffec ted  b y  th e s e  c a p i ta l  

f low s. T h e se  r e la t io n s  w ill  be  b ro u g h t out w h e n e v e r  r e le v a n t  to  our  

r e s e a r c h .



CH A PTER I

CANADA-UNITED STATES RELATIONSHIPS 

AND CANADIAN FEARS

In g e n e ra l  the  r e la t io n s h ip  b e tw een  C anada and the  United 

S ta tes  h a s  b een  a unique one u n p a ra l le le d  by  any o th e r  r e la t io n s h ip  

b e tw een  any two o th e r  c o u n tr ie s  in  the  h i s to r y  of the  w o rld .  This  

unique r e la t io n s h ip  h a s  b een  c o m p a re d  to  th e  S ia m e se  tw ins  of whom  

it  is  s a id  th a t  they  cannot s e p a r a te  and s t i l l  l ive . Thus J.. B. B re b n e r  

r e f e r s  to  C anada and th e  U nited  S ta tes  a s  th e  "S ia m e se  Tw ins of 

N orth  A m e r ic a  who cannot s e p a r a te  and live .

Th is  d e s c r ip t io n  a t l e a s t  is  an  o v e r s im p l i f ic a t io n  of the 

C a n a d ia n -A m e r ic a n  r e la t io n s h ip  and a t b e s t  i t  is  u se fu l  fo r  g e n e ra l  

c o m p a ra t iv e  p u rp o s e s  w ith  o th e r  su ch  r e la t io n s h ip s .  The o v e r ­

s im p l i f ic a t io n  l ie s  in th e  fa c t  th a t  the  S iam ese  tw ins  in  r e a l i ty  a r e  

tw ins  of unequal s i z e - - o n e  a v e r y  s m a l l  tw in and one a v e r y  l a r g e  twin. 

T h is  is  ev iden t in  p r a c t i c a l ly  a l l  f ie ld s  w ith  the  ex cep tion  of the  p h y s ic a l  

s iz e  of the  two c o u n tr ie s  w h ich ’is  a p p ro x im a te ly  equal.

O
Jo h n  S loan1 D ickey  (ed. ), The U nited S ta te s  and C an ad a , The 

A m e r ic a n  A ssem b ly ,  C o lum bia  U n iv e rs i ty  (Englewood C liffs ,  New 
J e r s e y :  P r e n t i c e - H a l l ,  Inc. , 1964), p. 30.

6
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T he eq u a li ty  of th e  p h y s ic a l  s iz e  im p l ie s  a n o th e r  c lo se  

equa lity , n am e ly ,  th e  endow m ent of n a tu ra l  r e s o u r c e s  in the  two 

c o u n tr ie s .  It goes w ithout s a y in g  th a t  both  C anada  and the  U nited  

S ta te s  a r e  b le s s e d  w ith  lan d s  tha t  a r e  both  f e r t i l e  and r i c h  w ith  n a tu ra l  

r e s o u r c e s .  The dev e lo p m en t of th e se  r e s o u r c e s  h as  led  th e  two 

c o u n tr ie s  to  an  in te rd e p e n d e n t  econom ic  r e la t io n s h ip  w hich  is  u n p r e c e ­

dented, in  th e  e n t i r e  h i s to r y  of m ankind.

The u n iq u en ess  of th e  re la t io n s h ip  s te m s  f ro m  m any  f a c to r s  

th a t  a r e  unique in  th e m s e lv e s .  It i s  unique in the leng th  of the  b o r d e r ,  

the  m u lt ip l ic i ty  of c r i s s c r o s s i n g  of people , th e  v o lu m e  of t r a d e  going 

to  and f ro m  each  coun try ,  the  c lo se  and c o m p le m e n ta ry  n a tu re  of the 

two eco n o m ies ,  the  com m on  h i s to r i c a l  and  s o c ia l  b ack g ro u n d  th a t  the  

two c o u n tr ie s  have s h a re d ,  and  the s h a r in g  of the  s a m e  con tinen t tha t  

m a d e  th e m  n e ig h b o u rs  s in c e  th e i r  beg inn ings .

T h e se  f a c to r s  no t only c au sed  and in c r e a s e d  the  unique 

r e la t io n s h ip  but a lso  r e n d e r e d  i t  b o r in g  and c r i t i c a l  a t  t im e s .  B o r in g  

b e c a u s e  of n u m e ro u s  i s s u e s  involved  in the r e la t io n s h ip ,  inc lud ing  

m a n y  w hich  a r e  not of g r e a t  im p o r ta n c e  w hen judged  in  the  l ig h t of 

m a in ta in in g  a w o rk ab le  re la t io n s h ip  be tw een  th e  two c o u n tr ie s ,  o r  

w hich  w e r e  of g r e a t e r  s ig n if ic a n c e  to  one co u n try  and of l i t t le  s ig n if i ­

c an ce  to  the  o th e r .

C an ad ian s  u su a lly  a r e  offended b e c a u s e  s o m e  c la im  th a t  the 

U nited  S ta te s  ta k e s  th e m  fo r  g ra n te d .  In so m e  c a s e s  t h e r e  is  p ro b a b ly
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a .justifica tion^  fo r  t h e i r  r e s e n tm e n t  bu t m m o s t  t h e r e  i s  no such  j u s t i ­

f ica t io n .  The m is in te r p r e ta t io n  of United. S ta tes  a t t i tu d e s  a r i s e s  to 

so m e  ex ten t due to  the  u n iq u en ess  of the  re la t io n s h ip  i t s e l f .  The 

United- S ta te s  h a s  m an y  w o r ld -w id e  p ro b le m s  th a t  a r e  m o r e  im m in e n t  

and p r e s s in g ,  su ch  as  m a in ta in in g  w o r ld  p e a c e  and- looking  a f te r  i ts  

in te rn a l  p ro b le m s .  However,, it h a rd ly  s e e m s  lo g ic a l  th a t  th e  U nited  

S ta tes  h as  taken  C anada fo r  g ra n te d  b e c a u s e  it  w as the  U nited  S ta te s '  

A m b a s sa d o r ,  M r. L iv in g s to n  M e rc h a n t ,  who p ro c la im e d  th a t  "C anada  

is  m o re  im p o r ta n t  to  th e  U nited  S ta tes  than  any o th e r  s in g le  co u n try "  

in  the  w o rld .  The p ro b le m s  th a t  a r i s e  out of the  unique re la t io n s h ip  

can, be  b e s t  i l l u s t r a t e d  by  the  s ta te m e n t  m ad e  by  the  P r e s id e n t  of the  

U nited  S ta te s ,  Lyndon  B. Johnson , w ith  the. b e s t  of in ten tio n s  and w ith  

a c o m p lim en t  to  C anada  a s  w ell: "Canada: is  su ch  a c lo se  ne ig h b o u r  

and su ch  a  good ne ig h b o u r  th a t  we a lw ays  have p le n ty  of p ro b le m s  

th e r e .  They  a r e  k ind of l ik e  p ro b le m s  in  the  hom etow n. T hey  a r e  

"k ind  of" not l ik e  th a t  a t  a l l .  T hey  a r e  the p ro b le m s  of a f r ie n d ly  

fo re ig n  p o w er  f i r s t ,  and then  of a  good ne ighbour .  And a . f r ie n d ly  

fo re ig n  p o w er  im p lie s  the  fa c t  th a t  i t  i s  an  independent s ta te ,  w hich  

m e a n s  not ju s t  a  p o l i t ic a l  e x p r e s s io n  but an id en tif iab le  and d is t in c t iv e  

w ay of l i fe ,  i ts  peop le  p o s s e s s in g  a  c u l tu re  of t h e i r  own and a h i s to r i c a l  

c h a r a c t e r  of n a tio n a l  e x is te n c e .

3 As quoted  by J a m e s  E a y e r s ,  "S h arin g  a Continent: The H ard  
I s s u e s "  in The U nited  S ta tes  and C an a d a , ed. Jo h n S -  D ickey  (The 
A m e r ic a n  A ssem b ly ,  Englew ood C liffs ,  N . J . :  P r e n t i c e - H a l l ,  Inc.., 
1964), p. 93.
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Thus we can  e a s i ly  s e e  how such  g o o d - in ten tio n ed  r e m a r k s  o r  

s ta te m e n ts  w hich  e m p h a s iz e  " g o o d -n e ig h b o u r l in e s s "  can be in te rp r e te d ,  

and in  so m e  c a s e s  c o r r e c t ly ,  as  d e -e m p h a s iz in g  C a n a d a 's  n a tiona l 

id en ti ty ,  of w hich  C anad ians  in r e c e n t  y e a r s  have  b e co m e  v e r y  m uch  

a w a re .  C anada  i s  only r e c e n t ly  a w a re  of th is  b e c a u s e  she  h as  had  a 

fu ll  n a tio n a l  independence  fo r  only a few d ec a d e s  and h as  not had  the  

o p p o rtu n ity  to  co n so lid a te  h e r  in te rn a l  p r o b le m s ,  su ch  as  so lv in g  th e  

c o n t r o v e r s y  o v e r  the  r e la t io n s  b e tw een  the  B r i t i s h  and the  F re n c h  

n a t io n a ls .  A g r e a t  d ea l  of h e r  t im e  h as  b e e n  o ccup ied  b y  in te rn a t io n a l  

ev e n ts .  She r e sp o n d e d  to  w o r ld  d em ands  to  co n tr ib u te  h e r  s h a r e  in 

p r e s e r v in g  th e  p e a c e .  She jo in ed  the  W e s te rn  d e m o c ra c ie s  in  both  

the  Second W o rld  W ar and the  K o re a n  Conflict to  p r o te c t  com m on  

in t e r e s t s  and p ro m o te  f re e d o m .

In fac t ,  C a n a d a 's  s e a r c h  fo r  id e n t i ty  and a  so lu tio n  to  the  

in te rn a l  s t r i f e  b e tw een  h e r  two dom inan t r a c e s  is  not a  new one. It 

h a s  b een  going on s in c e  the  C o n fed e ra t io n  in  1867. Now the  con flic t  

h a s  b een  a c c e l e r a t e d  and h a s  b e c o m e  the  m a in  i s s u e  fo r  two r e a s o n s .  

F i r s t ,  C anada  to d ay  is  not invo lved  in  any kind of w o r ld  conflic t  and 

th e r e f o r e  can  c o n c e n tra te  on. h e r  d o m e s t ic  p ro b le m s .  Secondly, t h e r e  

e x is t s  a  w o r ld -w id e  d r iv e  fo r  c o m p le te  independence  by  a l l  the  d ep en d ­

ent n a t io n s .  T h is  d r iv e  f o r  independence  h a s  in c r e a s e d  bo th  C anadian  

and Q uebec  n a tio n a l f r u s t r a t i o n s  f o r  independence . C anada  as  w e ll  as  

Q uebec  s e e k s  not only  fu ll  independence  bu t a t  the  s a m e  t im e  is  

s t r iv in g  to  p r e s e r v e  and p r o te c t  the  independence  a l r e a d y  a c q u ire d .
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T h e re  is  c o m m o n 'f e a r  in  both  c u l tu re s  th a t  t h e i r  already- 

a c q u ire d  independence  is  b e ing  sapped  by  l a r g e r  c u l t u r e s - - b y  the  

U nited  S ta te s  in  the  c a se  of Canada, and by  C anada in the  c a s e  of 

Q uebec . . Tha t f e a r  i s  w id e s p re a d  th roughou t Canada, and it  shou ld  not 

be  d i s m is s e d  ligh tly . As P r o f e s s o r  E a y e r s  o b s e rv e s :  "new ly  in d e ­

penden t na tio n s  th a t  e n te r  the  w o r ld  a r e n a  tend  to  r e g a r d  th e m s e lv e s  

as  b e ing  above and beyond  the  s t ru g g le  fo r  p o w er .  If C anad ian  f e a r  

of dom ination , bo th  p o l i t ic a l  and eco n o m ica l,  i s  not tak en  s e r io u s ly  

t h e r e  is  a d a n g e r  th a t  the  cy n ica l  m a x im  of K an ti ly as  m a y  ye t p ro v e  to  

be  t r u e -~ th a t  you r enem y  is  th a t  s ta te  w hich  is  on. y o u r  b o r d e r .

Canada* s f e a r  of dom ina tion  is  not of d om ina tion  by  the  old 

A m e r ic a ,  bu t b y  A m e r ic a  in i ts  new r o le  a s  the  w o r ld ’s le ad in g  power.. 

And as  su ch  sh e  m ig h t be  c o m p e lle d  a t so m e  fu tu re  t im e  to  occupy 

C anada  and thus neg a te  C a n a d a 's  independence . P r o f e s s o r  M orton , 

a  C anad ian  h is to r ia n  and the  a u th o r  of The C anad ian  Id en ti ty , s ta te s  

i t  thus:

It [Canada] f e a r s  th a t  A m e r ic a  in s e e k in g  to  m ain ta in- i ts  w o r ld  
p o w er  w ill  m ak e  dem and  a f te r  dem and  on Canada, each  r e a s o n a b le  
in  i t s e l f ,  un til  the  s u b s ta n c e  of independence  is  m o d if ied  out of 
e x is te n c e .  M o re  than  tha t ,  i t  f e a r s  tha t  the  U nited  S ta te s ,  in 
so m e  sudden  convu lsion  of the w o rld  b a la n c e ,  w ill s im p ly  occupy  
C anada. C i r c u m s ta n c e s  m a y  e a s i ly  a r i s e  in w hich  the  U nited  
S ta tes  would have  no m o re  cho ice  than  Canada. They f e a r  a lso ,  
out of th e i r  know ledge of the  A m e r ic a n  te m p e ra m e n t  in  ac tion , 
th a t  su ch  an occupa tion  could  b e  m ad e  n e e d le s s ly ,  o r  th a t  once 
m ad e ,  would not be  unm ade . F o r  the  g o v e rn m en t and peop le  of

^D ickey, op. c i t . , p. 55.
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the  U nited  S ta te s ,  w hile  th ey  have co m e to  a c c e p t  C anad ian  
nationhood, do not u n d e rs ta n d  it  and th e r e fo r e  do not v a lu e  it.

C anad ian  c o n c e rn  w ith  th is  fa c t  a r i s e s  f ro m  a .m a tu r e  a w a r e ­
n e s s  th a t  w hile  A m e r ic a n s  in  th e i r  f r ie n d ly  w ay  a c c e p t  C anada as  
a .n e ig h b o u r ,  th ey  a r e  not in  t h e i r  h e a r t  of h e a r t s  conv inced  th a t  
Ca.nadiau nationhood is  p o s s e s s e d  of a. m o ra l  s ig n if ic a n c e  c o m p a ­
r a b le  w ith  th a t  of th e i r  own g re a t  nation . 5

The f e a r  of eco n o m ic  dom ina tion  is  even  m o re  s t ro n g ly  

e x p r e s s e d  even  though th e r e  i s  not su ff ic ien t  ev idence  to  ju s t i f y  such  

s t ro n g  co n ten tions .  The e d i to r  of the  V ic to r ia  T im e s ,  M r. B ru c e  

H utchison , put i t  th is  way:

It is  e a s y  and p r o p e r  fo r  the A m e r ic a n  A m b a s sa d o r  to  
Canada, M r. L iv in g s to n  M erchan t,  and fo r  C anad ian  e c o n o m is ts  
to  a rg u e  th a t  m a s s iv e  A m e r ic a n  in v e s tm e n t ,  at th is  s ta g e ,  is  
e s s e n t i a l  to  C a n a d a 's  grow th . So i t  m a y  b e - - b u t  the undeniab le  
hum an  fa c t  is  th a t  C anad ians  f e a r  i t ,  even  w hile  th ey  s e e k  and 
need  it.  ®

■ It is  the  s h e e r  s iz e  of the to ta l  A m e r ic a n  in v e s tm e n t  in 

Canada r e in fo rc e d  w ith  the  fu tu re  ex p ec ta t io n s  fo r  eco n o m ic  s e l f -  

su ff ic ien cy  th a t  w o r r i e s  m an y  C anad ians  and th e i r  p o l i t ic a l  l e a d e r s .

T o ta l  n o n re s id e n ts '  c a p i ta l  in v e s te d  in  C anada at the  end of 

1.961 w as $23. 6 b il l io n , of w hich  c lo se  to  $18 b i l l io n  cam e  f ro m  the 

U nited  S ta te s .  And $ 1 1 .3  b i l l io n  of th e  U nited  S ta te s '  to ta l  e n te re d  

C anada in  the  f o rm  of a  " d i r e c t  in v e s tm e n t ,  " w hich  c a r r i e s  w ith  it 

o w n ersh ip  and co n tro l .  F u r th e r m o r e  th is  in v e s tm e n t  is  c o n c e n tra te d

^W. L. M orton , T he C anad ian  Id en tity  (Toronto : The 
U n iv e r s i ty  of T o ro n to  P r e s s ,  1961), p. 84.

B ru c e  H utch ison , "W hy C anad ians  A re  T u rn in g  A N TI- 
AMERICAN, " H a r p e r ' s  M agazine  (May, 1958),. p. 47.
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h e av ily  in  the  "d y n am ic"  s e c to r s  of the  C anad ian  econom y, th a t  is ,  

th e  m a n u fa c tu r in g .a n d  r e s o u r c e - e x t r a c t i v e  in d u s t r i e s .  The la t e s t  

a v a i la b le  o ffic ia l  f ig u re s  in d ic a te  th a t  fo re ig n  o w n ersh ip  and  co n tro l  

of th e s e  in d u s t r i e s  h as  in c r e a s e d .  In 1954, a c c o rd in g  to  the  D om inion 

! B u re a u  of S ta t i s t ic s ,  ^ fo re ig n  ow nersh ip  of the  m a n u fa c tu r in g  and 

e x t r a c t iv e  r e s o u r c e  in d u s t r ie s  - -m in in g ,  p e t r o l e u m , . and  n a tu ra l  gas - - 

w as  51 p e rc e n t ,  and  the  r e la t iv e  f ig u re  fo r  fo re ig n  c o n tro l  s tood  at 

55 p e rc e n t .  The c o r re s p o n d in g  f ig u re s  fo r  1961 in d ic a te  a s u b s ta n t ia l  

i n c r e a s e  in  bo th  o w n ersh ip  and co n tro l.  O w n ersh ip  at th e  end of 1961 

s tood  a t 56 p e rc e n t  and c o n tro l  a t 62 p e rc e n t ,  an i n c r e a s e  of 10 p e r c e n t  

fo r  o w n ersh ip  and about 13 p e r c e n t  fo r  c o n tro l  fo r  th e  s e v e n -y e a r  

p e r io d .

If the  U nited  S ta tes  in v e s tm e n t  is  taken  s e p a ra te ly ,  the 

r e le v a n t  f ig u re s  do not show su ch  a m a rk e d  in c r e a s e .  In fa c t ,  the  

U nited  S ta tes  f ig u re s  in d ica te  only a  s l ig h t  i n c r e a s e  fo r  U nited  S ta tes  

o w n ersh ip  and a m inu te  d e c r e a s e  fo r  co n tro l.  U nited  S ta tes  o w n ersh ip  

fo r  th e  s a m e  p e r io d  in c r e a s e d  f ro m  47 p e r c e n t  to  49 p e rc e n t ,  an 

i n c r e a s e  of about 4 p e rc e n t .  The f ig u re s  fo r  c o n tro l  d e c r e a s e d  f ro m  

52. 7 p e r c e n t  to  52. 3 p e r c e n t ,  a  d e c r e a s e  of about 0. 8 p e rc e n t .  T h ese  

f ig u re s  a r e  r a th e r - m is le a d in g  b e c a u s e  of w ide f lu c tu a tio n s  in the

^C anada, D om inion  B u re a u  of S ta tis t ic s , .  The C anad ian  
B a lan c e  of In te rn a t io n a l  P a y m e n ts ,  1961 and 1962 and In te rn a t io n a l  
In v e s tm e n t  P o s i t io n  (Ottawa: D om inion  B u re a u  of S ta t i s t ic s ,  1961- 
1962), p. 83. H e r e a f te r  r e f e r r e d  to  a s  The C anad ian1 B a la n c e .
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o w n ersh ip  of d if fe re n t  in d u s t r i e s  by  both  r e s id e n t s  and n o n re s id e n ts  in  

C anada, and only the  "d y n am ic"  in d u s t r ie s  a r e  c ited .

The t r e n d  is  m o re  a la rm in g ; i f  we look only at c e r t a in  in d iv id ­

ua l in d u s t r i e s .  A cco rd in g  to  the  Dom inion B u re a u  of S ta t is t ic s ^  fo re ig n  

c o n tro l  of the  C anad ian  au to m o b ile  and au to m o b ile  p a r t s  in d u s t ry / is  

p r a c t i c a l ly  co m p le te .  . In 1954 i t  s tood  a t 95 p e r c e n t  and by  1961 it  had 

i n c r e a s e d  to  97 p e rc e n t .  F o r  the  r u b b e r  in d u s t ry  i t  is  even  h igher; 

fo re ig n  c o n tro l  i n c r e a s e d  f ro m  93 p e r c e n t  to  99 p e r c e n t ,  an  i n c r e a s e  

of about 6. 5 p e r c e n t  fo r  the  s a m e  p e r io d .  The a g r i c u l tu r a l  m a c h in e ry  

in d u s t ry  e x p e r ie n c e d  an in c r e a s e  of o v e r  50 p e rc e n t ,  f ro m  35 p e r c e n t  

to  54 p e r c e n t  fo r  th e  s a m e  p e r io d .  The t r a n s p o r ta t io n  equ ipm ent 

in d u s t ry  saw  an even  l a r g e r  p e rc e n ta g e  i n c r e a s e ,  a s t r ik in g  97 p e rc e n t  

in c r e a s e  f ro m  36 p e r c e n t  to  71 p e rc e n t .  But the  l a r g e s t  i n c r e a s e  took 

p la c e  in the  p r i m a r y  i ro n  and s te e l  in d u s try :  fo re ig n  c o n tro l  i n c r e a s e d  

f ro m  6 p e r c e n t  to  23 p e rc e n t ,  a n - in c re a s e  of 283 p e r c e n t  o r  2. 8 t im e s  

fo r  the  s a m e  p e r io d .

W hile fo re ig n  c o n tro l  did not i n c r e a s e  s u b s ta n t ia l ly  in  the  

e l e c t r i c a l  a p p a ra tu s  and c h e m ic a ls  in d u s t r i e s ,  i t  is  n o n e th e le s s  v e r y  

high. It w as  77 p e r c e n t  in 1954 and r e a c h e d  78 p e r c e n t  in  1961 in the  

f o r m e r  in d u s try ,  and fo r  the  l a t t e r  in d u s t ry  75 p e r c e n t  and 79 p e rc e n t .  

The e l e c t r i c  a p p a ra tu s  in d u s try ,  how ever ,  r e a c h e d  i ts  p eak  of fo re ig n  

c o n tro l  in  1959 a t 81 p e rc e n t .  As f a r  as  the p e t ro le u m  and n a tu r a l  gas

O

The C anad ian  B a la n c e , op. c i t . , p. 83.
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in d u s t ry  is  c o n c e rn e d  th e r e  h a s  b een .no  in c r e a s e  in fo re ig n  c o n t r o l - -

it  w as  and s t i l l  is  69 p e rc e n t .  H ow ever, in  1957 i t  r e a c h e d  76 p e rc e n t ,

w hich w as  i ts  p eak  y e a r .  The s a m e  ho lds  t r u e  fo r  th e  sm e l t in g  and

re f in in g  of n o n fe r ro u s  m e ta ls  in d u s try ;  t h e r e  has  b e e n  no in c r e a s e  in

the  s e v e n - y e a r  p e r io d  and is  at 55 p e rc e n t ,  but i t s  p eak  y e a r s  w e r e  in 

1957 and 1959, bo th  at 66 p e rc e n t .

The ev id en ce , i t  is  f u r th e r  c h a rg e d ,  show s th a t  s o m e w h e re  

b e tw een  80 and 95 p e r c e n t  of the  fo re ig n  c o n tro l  of the  above in d u s t r i e s  

l i e s  in the  hands of U nited  S ta tes  in v e s to r s .  A cco rd in g  to M r. F o w le r ,

A m e r ic a n  c o n tro l  f o r  1962 of the  above in d u s t r i e s  i s  the  following;

The l a t e s t  a v a i la b le  f ig u re s  in d ic a te  th a t  A m e r ic a n s  c o n tro l  
95 p e r c e n t  of the  C anad ian  au to m o b ile  and au tom ob ile  p a r t s  in d u s ­
t r y ,  89 p e r c e n t  of ru b b e r  p ro d u c ts ,  64 p e r c e n t  of e l e c t r i c a l  
a p p a ra tu s ,  o v e r  50 p e r c e n t  of the  c h e m ic a l  in d u s try ,  43 p e r c e n t  
of pulp and  p a p e r ,  70 p e rc e n t  of the  p e t ro le u m  and n a tu ra l  gas 
in d u s t ry  and 52 p e r c e n t  of m in in g .an d  sm elt in g ;  and fo r  a l l  the 
m a n u fa c tu r in g  in d u s t ry  in Canada, n e a r ly  50 p e rc e n t .  ®

F u r th e r , .  M r. F o w le r  concludes:

Such a c o n c e n tra t io n  of fo re ig n  in v e s tm e n t  has  n e v e r  been  
eq u a lled  in  any  o th e r  co u n try  ex cep t w h e re  t h e r e  w as  a co lon ia l  
r e la t io n s h ip  o r  so m e  dependency  s ta tu s .  . . .  It is  not s u r p r i s in g  
th a t  so m e  C an ad ian s  b egan  to  fe e l  l ik e  " c o lo n ia ls "  and to  b e l iev e  
th a t  so m e th in g  shou ld  be done to  r e s i s t  the  f r ie n d ly  p r e s s u r e  
f ro m  the  U nited  S ta te s  th a t  s e e m s  l ik e ly  to  engulf us . 10

^R o b er t  M. F o w le r ,  "T he  Im p a c t  of A m e r ic a n  B u s in e s s ,  " 
A tlan tic  (N ovem ber, 1964), p. 120.

10Ibid. , p. 121.
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■ T h e se  s ta t i s t i c a l  data , coupled w ith  the  im p a c t  of econom ic

thought on c o n te m p o ra ry  n a t io n a l is t ic  th inking, have r e s u l t e d  in a

c a l l  by  the f o r m e r  P r im e  M in is te r  of Canada, J o h n  D ie fen b ak er ,  to

re d u c e  C an ad ia n -U n ited  S ta te s  t r a d e  by  15 p e r c e n t  and the  c h a rg e  in

1957 th a t  if the  L ib e r a l s  a r e  r e - e l e c t e d  "C an ad a  w ill  b e c o m e  a v i r tu a l

12fo r ty -n in th  s ta te  in  the  A m e r ic a n  Union. " In Mr.. D ie fe n b a k e r 's  

f i r s t  sp e e c h  to  an A m e r ic a n  aud ience  as  the  P r im e  M in is te r  of Canada, 

he s ta te d  the  p o l i t ic a l  im p lic a t io n s  of the  l a r g e  U nited  S ta tes  c o n tro l  of 

the  C anad ian  in d u s t r ie s :

The heavy  influx of A m e r ic a n  in v e s tm e n t  h as  r e s u l t e d  in  so m e  
60 p e r c e n t  of o u r  m a in  m anufac tu ring , in d u s t r i e s ,  and the  l a r g e r  
p o r t io n  of o u r  m in e  and oil p ro d u c tio n ,  being  owned and  co n tro l le d  
by U nited  S ta tes  i n t e r e s t s .  . . . T h e re  i s  an in tan g ib le  s e n s e  of 
d isq u ie t  in  C anada  o v e r  th e  p o l i t ic a l  im p lic a t io n s  of l a r g e - s c a l e  
and continuing  e x te rn a l  ow n ersh ip  and c o n tro l  of C anad ian  in d u s ­
t r i e s .

■'■■'’D ickey, op. c i t . , p. 161. P r o f e s s o r  D ouglas V. L e P a n  
exp la ins  th a t  fo r  n e a r ly  t h i r t y  y e a r s  K ey n es ian  e c o n o m is ts  have b een  
exp la in ing  how n a tio n a l  g o v e rn m e n ts  th ro u g h  m o n e ta ry  and f is c a l  
m e a s u r e s  can. m a in ta in  fu ll  em p lo y m en t and p ro v id e  econom ic  s ta b i l i ty  
and grow th . This  d o c tr in e  h as  p ro v id e d  the  n a t io n a l is ts  w ith  a new 
ju s t i f ic a t io n  fo r  indepen d en ce  and a, new in c e n tiv e  fo r  econom ic  p r o m ­
is e .  The n a t io n a l is ts  ten d  to  th ink  th a t  once th e y  tak e  c o n tro l  of the  
g o v e rn m e n t  a l l  th ey  need  to  do is  apply  m o n e ta ry  and f i s c a l  p o l ic ie s  
and the  r e s u l t  w ill  be  eco n o m ic  s e lf - su f f ic ie n c y  and abundance  in 
econom ic  w ea lth  f o r  a l l .  Thus we have a n ew ly -ad d ed  m ean in g  to  the 
n a t io n a l  indepen d en ce  concept; i t  is  no lo n g e r  only  a  p o l i t ic a l  concep t 
bu t an -econom ic  concep t a s  w ell .  The d r iv e  in  C anada  is  not only fo r  
fu ll  p o l i t ic a l  independence  b u t f o r  fu ll econom ic  independence  as  w ell.

1 O
J a m e s  E a y e r s ,  "S h a r in g  a Continent: The H ard  I s s u e s ,  " 

T he U nited  S ta tes  and C an a d a , ed. J .  S. D ickey  (Englewood C liffs , 
New J e r s e y :  P re n t ic e -H a l l , .  Inc. , 1964), p. 74.

13I b id . , p. 74.
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F u r th e r ,  a s  an  opposition  l e a d e r  he s ta ted :

I b e l ie v e  tha t  C anad ians  shou ld  d e c la r e  th e i r  econom ic  in d e ­
pen d en ce  of the  U nited  S ta tes : I b e l ie v e  th a t  p o l i t ic a l  and econom ic
independence  go hand, in hand.

T h e re  a r e  two v e r y  d if fe ren t  if not opposite  c o u r s e s  th a t  the  

C anad ian  G o v ern m en t can  follow in i t s  c o m m e r c ia l  po licy  w ith  the  

U nited  S ta te s .  It can  e i th e r  to l e r a te  and e n c o u ra g e  the  u n fav o rab le  

b a la n c e  of t r a d e  be tw een  the two c o u n t r ie s ,  c o r r e c t in g  the im b a la n c e  

by  allow ing c a p i ta l  inflow s f ro m  U nited S ta tes  in v e s to r s ,  o r  i t  can, d i s ­

co u ra g e  t r a d e  and. im p o se  r e s t r i c t i v e  m e a s u r e s  on the m o v em en ts  of 

goods and c a p i ta l  f ro m  the U nited  S ta tes  in to  C anada  w ith  the  hope th a t  

th e se  p ro te c t io n is t ic  m e a s u r e s  w ill  s t im u la te  the  C anad ian  econom y to  

s e l f - s u f f ic ie n c y  and thus  b eco m e  l e s s  dependent on U nited  S ta tes  

cap ita l .

The C anad ian  G o vernm en t,  until  the e le c t io n  of John  D ie fe n ­

b a k e r  as  P r im e  M in is te r  of C anada in  1957, h a s  fo llow ed a c o u r s e  of 

to le ra n c e  and n o n r e s t r i c t io n ' in  i ts  U nited  S ta te s -C a n a d ia n  c o m m e r c ia l  

p o l ic ie s .  : Mr... D ie fen b ak e r ,  as  it tu rn e d  out, could  not tu rn  the  e c o ­

nom ic  t ide  of even ts  and m a n a g e d  only to  sh if t  the in v e s tm e n t  c l im a te  

f ro m  e n c o u ra g e m e n t  to  nex t to  h o s t i le .  U nited  S ta te s  in v e s to r s  r e jo ic e d  

in  the r e t u r n  of the  L ib e r a l  G o v ern m en t le d  by L e s t e r  B. P e a r s o n ,  but 

c o n t r a ry  to  M r. D ie fe n b a k e r 's  c h a rg e s  and the  re jo ic in g s  of the  U nited 

S ta te s  in v e s to r s ,  the  L ib e r a l  G o v ern m en t sw ung even f u r th e r  to w a rd s

14I b id . , p. 76.
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a p r o te c t io n i s t  c o m m e r c ia l  po licy  ag a in s t  the  U n ited  S ta te s .  It 

announced  an u n p re c e d e n te d  d i s c r im in a to ry  budget a g a in s t  United 

S ta te s  in v e s tm e n t  in  Canada.

The c e n t r a l  th e m e  of the  M in is te r  of F in a n c e ,  M r. W a lte r  L. 

G ordon, in. h is  budget to  r e m e d y  the  econom ic  i l l s  of the  co u n try ,  w as  

"tighten, y o u r  b e l t s  a n d 'l iv e  w ith in  y o u r  m e a n s .  And the  c e n te rp ie c e  

of the  d i s c r im in a to r y  budget a g a in s t  United States, i n v e s to r s  inc ludes: 

f i r s t ,  a m e a s u r e  a llow ing ta x  b en e f i ts  to  C anadian  co m p a n ie s  to  enab le  

th e m  to  i n c r e a s e  th e i r  com ponent of C anad ian  ow nersh ip ; second , 

e f fec tiv e  on th e  budget n ight, a tax  of 30 p e r c e n t  on s a le s  by  C anad ians  

of s h a r e s  of C anad ian  c o m p a n ie s  to f o r e ig n e r s  in e x c e s s  of $50 ,000 . 

T h is  w as  im m e d ia te ly  w ith d raw n  due to  an im m e d ia te  (a lm o s t  o v e r ­

night) f ligh t of fo re ig n  funds out of Canada, w hich  in  tu rn  c r e a te d  an 

even  s t r o n g e r  dem and  fo r  f o re ig n  cap ita l .

The p ro p o s a ls  of the  Kennedy A d m in is t r a t io n  a im e d  a t im p r o v ­

ing th e  A m erican , in te rn a t io n a l  b a la n c e -o f -p a y m e n ts  p o s it io n  w e r e  of 

s ig n if ic a n t  im p o r ta n c e .  T h e se  p ro p o sa ls  th re a te n e d  to d ry  up the  o u t­

flow of c a p i ta l  to  C anada m o re  e ffec t iv e ly  than  any C anad ian  could  have 

im a g in e d ! As it tu rn e d  out, C anada w as  excluded  f ro m  P r e s id e n t  

K en n ed y 's  p ro p o sa l  on a p r e f e r e n t i a l  b a s is .  H ow ever, it is  in te r e s t in g  

to  s p e c u la te  on w h e th e r  P r e s id e n t  K ennedy 's  1963 an n ouncem en t w as 

in ten d ed  as  a  r e ta l ia t io n  to  th e  in h o sp i ta b i l i ty  of the C anad ian  budget

15Ibid. , p. 75.
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o r  w as ju s t  a co in c id en ce . A lso  it is  in te r e s t in g  to  sp e c u la te  on why 

the  sudden  r e t r a c t io n  of the  30 p e rc e n t  tax  by  M r. Gordon. Did he get 

a  h in t of P r e s id e n t  K en n ed y 's  in ten tion  to  d ry  up the  flow of U nited 

S ta tes  c a p i ta l  to  C anada as  a r e t a l i a to r y  m e a s u r e  o r  w as it s im p ly  a 

r e a l i z a t io n  on1 M r. G o rd o n 's  p a r t  th a t  such  a ta x  i s  unw orkab le . If the  

l a t t e r ,  why w as  such  a lo g ic a l  conc lus ion  not r e a c h e d  b e fo re  the  tax  

an n ouncem en t ?

In addition  to  C anad ian  f e a r s  of U nited  S ta te s  dom ination  of

th e i r  econom y, t h e r e  e x is t s  a  b i l l  of g r ie v a n c e s  a g a in s t  the  p o l ic ie s  

and p r a c t i c e s  of U nited  S ta te s  s u b s id ia r ie s  and b ra n c h  p lan ts  in Canada: 

F i r s t ,  fo re ig n  s u b s id ia r i e s ,  e s p e c ia l ly  U nited  S ta tes  s u b s id ia r ie s ,  a r e  

c r i t i c i z e d  fo r  the  a l le g e d  i l l  e ffec ts  on th e  C anad ian  way of l ife .  The 

R oyal C o m m iss io n  on C a n a d a 's  E co n o m ic  P r o s p e c t s  16 r e c o g n iz e s  su ch  

g r ie v a n c e s  in i ts  s tudy, and th e y  a r e  w ell  s u m m a r iz e d  by  P r o f e s s o r  

J a m e s  E a y e r s .  A m e r ic a n  s u b s id ia r ie s  and b ra n c h  p la n ts  a r e  c h a rg e d  

with:

. . .k e e p in g  th e i r  co m m o n  s to ck  f ro m  p ro s p e c t iv e  C anad ian  in v e s ­
to r s ;  excluding  C anad ians  f ro m  high m a n a g e r ia l  p o s it io n s ;  w i th ­
hold ing  in fo rm a tio n  f ro m  C anadian  G o v e rn m en ts ;  fa iling , a t  the  
in s t ig a t io n  of th e i r  head  o ffices ,  to  co m p e te  in the A m e r ic a n  
m a rk e t ;  buying. A m e r ic a n ,  in s te a d  of Canadian; p ro v id in g  l i t t le  
b en e f i t  to  the  h o s t  econom y in the  w ay  of r e s e a r c h ;  being, la g g a rd s  
and s lu g g a rd s  in  co n tr ib u t in g  to w a rd s  C anad ian  c h a r i t ie s  and p h i l ­
a n th ro p ie s .  ^

1 Royal C o m m iss io n ,  On C a n a d a 's  E co n o m ic  P r o s p e c t s :  F in a l  
R e p o r t  (Ottawa, 1957), pp. 387-396. H e re a f te r  r e f e r r e d  to  as  The F in a l  
R e p o r t .

17E a y e r s ,  op. c i t . , p. 77.
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We should'.mention. h e r e  a lso  the  fa c t  th a t  the  two c o u n tr ie s  

have  d if fe ren t  a t t i tu d es  on t r a d e  as  an  in s t ru m e n t  of p o l i t ic a l  p o licy  

w hich  c a u s e s  so m e  m isu n d e r s ta n d in g s  be tw een  the  two n a tio n s ,  as  f a r  

a s  th e  C o m m u n is t  c o u n tr ie s  a r e  c o n ce rn ed .  The United. S ta te s ,  in 

g e n e ra l ,  ten d s  to w a rd  a m o r e  c o n s e rv a t iv e  r e s t r i c t i v e  p o licy , e s p e ­

c ia l ly  to w a rd  c o u n tr ie s  l ik e  C o m m u n is t  China and Cuba. C anada, on 

the  o th e r  hand, due to the  fa c t  th a t  she  depends m o re  on "w o r ld  t r a d e "  

than  the  U nited  S ta te s ,  tends  to w a rd  a l i b e r a l  t r a d e  p o licy  to w a rd  

China and Cuba. In 1963 the  to ta l  t r a d e  fo r  C anada  am oun ted  to $12. 4 

b i l l io n  and th a t  fo r  U nited  S ta tes  am oun ted  to  $38. 2 b il l ion .

The M in is te r  of C anad ian  F o re ig n -A ffa irs , ,  M r. P a u l  M artin ,

s ta te d  at the  NATO C ouncil m e e t in g  in  P a r i s  in  N o v em b er ,  1963, tha t ,

". . . iso la t io n  of the  c o m m u n is t  w o r ld  is  not in  the  i n t e r e s t  of the

, .10

deten te  a s  i t  is  now developing . ° M r. M a r t in  w as not announcing  

a new p o lic y  fo r  C anada bu t m e r b ly  r e a f f i rm in g  the  a l r e a d y  ex is t in g  

one fo r  m a n y  y e a r s  of the p re v io u s  C anadian  g o v e rn m e n ts .

The s o u rc e  of i r r i t a t i o n  l ie s  in the  e x p o r t  p o l ic ie s  of U nited  

S ta te s - c o n t r o l le d  c o rp o ra t io n s  in  Canada. The p a r e n t  f i r m s  in  the 

U nited  S ta te s ,  i t  is  f e a re d ,  w ill  im p o se  r e g u la t io n s  co n fo rm in g  to  

U nited  S ta te s  fo re ig n  p o l ic y  upon th e i r  s u b s id ia r i e s  in  Canada. T hus

1 ftJohn  W. H o lm es , "T h e  R ela tio n sh ip  in  A llian ce  and in 
W orld  A ffa ir s ,  " The U nited  S ta tes  and C anada , ed. Jo h n  Sloan- D ickey  
(Englew ood C liffs , New J e r s e y :  P r e n t ic e -H a l l , .  Inc. , 1964), p.
118.
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th e  U nited  S ta tes  G o v ern m en t is  extending, i t s  fo re ig n  p o licy  in to  

C anada. T h e re  a r e  ex is t in g  c a s e s  to r e n d e r  th is  f e a r  v a lid .

In add ition  t h e r e  is  a  f e a r  th a t  the  U nited  S ta te s  p a re n t  f i r m  

m a y  even  im p o se  to ta l  r e s t r i c t io n s  on i ts  s u b s id ia ry  in C anada c o n ­

c e rn in g  the  s u b s id ia r y ’s e x p o r ts  w hen they  a r e  in  d i r e c t  co m p e ti t io n  

w ith  the p a re n t  f i rm .

The P r e s id e n t  of the  C anad ian  In s t i tu te  of In te rn a t io n a l  A ffa ir s ,  

M r. John  W . . H olm es, r e f e r r in g  to  C an a d ian -ex p o rts  to  Cuba s ta ted :

T h e se  m a t t e r s  of c o m m e rc e ,  h o w ev er ,  touched  p o l i t ic a l  
i s s u e s  on w hich  A m e r ic a n s  fe l t  deeply , and  th ey  have c a u se d  
m o r e  i l l  w ill  b e tw een  the  two c o u n tr ie s  than, m o s t  i s s u e s  of w o r ld  
p o l i t ic s .  I n 'A m e r ic a n  ey es  it  m a y  be  ex cu sa b le  fo r  C anad ians  to  
p la y  the  n o rm a l  g am e  of c o m m e r c ia l  ad v an tag e  bu t not when it 
looks  l ik e  a id ing  the  e n e m ie s  of the  U nited  S ta tes  and tak ing  a d v a n ­
tag e  of A m e r ic a n  s e l f -d e n ia l .  In th e  C anad ian  v iew , how ever,  
th e s e  e m b a rg o e s  a r e  unw ise  and u n i la te ra l .  C anad ians  have b een  

- l e s s  in c l in ed  th an  A m e r ic a n s  to  s e e  the  o v e r th ro w  of c o m m u n is t  
r e g im e s  as  a  f e a s ib le  a im  and have b een  m o r e  d isp o sed ,  th e r e fo re ,  
to  hope th a t  the  b e n e f ic e n t  in fluence  of c o m m e r c e  would even tua lly  
e ro d e  b a r r i e r s  and c r e a t e  on bo th  s id e s  v e s te d  i n t e r e s t s  in  p e a c e ­
fu l r e la t io n s .  ^

Th is  b r in g s  us to  a m u ch  m o r e  fu n d am en ta l  r e a s o n  fo r  

C anad ian  f e a r s  of th e  in c r e a s in g  dom ination  of the  C anad ian  in d u s t r i e s  

by  th e  U nited  S ta te s  in v e s to r s .  The Royal C o m m iss io n  on C an a d a 's  

E c o n o m ic  P r o s p e c t s  s ta te d  i t  c l e a r ly  in  1957 in - i ts  F in a l  R e p o r t . The 

C o m m iss io n  s ta ted :

1 QD ickey, op. e i t . , p . 118.

20 H olm es, op. e i t . , pp. 118-119.
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At the  ro o t  of C anad ian  c o n c e rn  about fo re ig n  in v e s tm e n ts  is  
undoubtedly  a  b a s ic  t r a d i t io n a l  s e n s e  of in s e c u r i ty  v i s - a - v i s  o u r  
f r ie n d ly  and m o r e  po w erfu l  ne ighbour ,  th e  U nited  S ta te s .  T h e re  
i s  c o n c e rn  th a t  a s  the  p o s i t io n  o f-A m erican  c a p i ta l  in  th e  dynam ic  
r e s o u r c e s  and m a n u fa c tu r in g  s e c to r s  b e c o m e s  e v e n ,m o re  d o m i­
nant,  o u r  econom y w il l  in ev itab ly  b e c o m e  m o re  and m o r e  in t e ­
g ra te d  w ith  th a t  of the  U nited  S ta te s .  B ehind th is  is  the  f e a r  th a t  
con tinu ing  in te g ra t io n  m ig h t le a d  to  econom ic  dom ina tion  by the 
United' S ta tes  and ev en tu a lly  to  th e  lo s s  of p o l i t ic a l  in d e p e n d e n c e .^ 1

T h e se  f e a r s ,  genuine o r  not, have  le d  to  m an y  p ro b le m s  th a t  

a r e  c u r r e n t ly  fac in g  both  C anada  and th e  U nited  S ta te s .  T h e se  p r o b ­

le m s  a r e  m an y  and v a r io u s ,  d iff icu lt and grow ing, so m e  in a g in a ry ,  

o th e r s  genuine, and dem and  im m e d ia te  a t te n t io n  b y  bo th  C anada and 

the  U nited  S ta tes .

It i s  beyond  the  sco p e  of th is  r e s e a r c h  as  w e ll  a s  th e  a b il i ty

of th is  w r i t e r  to  s ta te  and an a ly ze  C anad ian  f e a r s  a ffec ting  o th e r  a r e a s

w hich  have  le a d  to  m isu n d e r s ta n d in g s  and p ro b le m s  b e tw een  the  two

c o u n tr ie s .  H ow ever, i t  i s  im p o r ta n t  to  keep  in  m in d  th a t

. . . th e se  two c o m p lic a te d  u rb a n  in d u s t r i a l  c o u n tr ie s  a r e  p a r t  
of a  com m on  s y s t e m , th a t  each  is  deep ly  dependent upon the  o th e r ,  
and  th a t  th ey  a r e  bound by  k insh ip , econom y, o rg a n iz a t io n ,  t a s t e s ,  
s ta n d a rd  of l iv ing , and  m a n y  com m on  p ro b le m s .  One cannot 
d e s c r ib e  e i th e r  c o u n try  w ithout tak in g  the  o th e r  in to  accoun t.  ^

A lso  it should  be  r e m e m b e r e d  th a t  any  econom y, open o r  c lo se d ,

dependent o r  independen t, canno t hope to  develop w ithout c a p i ta l  f ro m

^ 1 T he F in a l  R e p o r t , op. c i t . , p. 390.

^ E v e r e t t  C. H ughes, "A S o c io lo g is t 's  View, " The U nited  
S ta te s  and  C an a d a , ed. John- S lo an  D ickey  (Englewood C liffs , New 
J e r s e y :  P r e n t i c e - H a l l ,  Inc. , 1964), p. 29.
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s o m e w h e re - - d o m e s t ic  o r  foreign* and th a t  c a p i ta l  f ro m  a lm o s t  a n y ­

w h e re  is  r e la t iv e ly  s c a r c e  and thus r e la t iv e ly  expensive .

The im p re s s io n  shou ld  not b e  le f t  h e r e  tha t  the .tw o  c o u n tr ie s ,  

due to  e x p r e s s e d  f e a r s  and the  r e s u l t in g  p ro b le m s ,  have  b e c o m e  f i r m  

a n ta g o n is ts  and a r e  in c a p a b le  of finding  the p r o p e r  a s  w e ll  as  b e n e f ic ia l  

so lu t io n s  to  th e i r  co m m o n  p ro b le m s .  The u n iq u en ess  of the  r e l a t io n ­

sh ip  b e tw een  Canada, and the  U nited  S ta te s  l i e s  not in  t h e i r  f a i lu r e  to  

so lve  th e i r  com m on p ro b le m s  but in  the  fa c t  th a t  th ey  a lw ays have  

b een  ab le  to  r i s e  above a l l  o th e r  n a tio n s  and app ly  r e a s o n . to  th e i r  

s e a r c h  fo r  a  com m on  so lu tio n  to  t h e i r  n u m e ro u s  p ro b le m s .  Such 

r e a s o n ,  n e e d le s s  to  say , has  led  th e  two c o u n tr ie s  to  lo g ic a l  and 

b e n e f ic ia l  r e s u l t s  and w ill  con tinue  to  do so  as  long as  it  con tinues  to
i

p r e v a i l  o v e r  p a s s io n  and con fidence  p r e v a i l s  o v e r  su sp ic io n .  " B e c a u se

of th a t  confidence, " a s s e r t s  P r o f e s s o r  J a m e s  E a y e r s ,

. . . any  d isp u te  w hich  m igh t a r i s e  b e tw een  the two c o u n tr ie s  
ought to  be  s e t t le d  b i la te r a l ly ,  a s  b e f i t t in g  good n e ig h b o u rs ,  w i th ­
out th e  in t ru s io n  of a l ie n  in te rn a t io n a l  in s t i tu t io n s .  L ike  the  
B r i t i s h  C om m onw ealth , C anada  and the U nited  S ta te s  developed  
th e i r  own v e r s io n  of a n  in te r  s e  d o c tr in e  a c c o rd in g  to  w hich  th e i r  
q u a r r e l s  shou ld  be  que lled  in the  p r iv a c y  of the  fa m ily  c i r c l e .  ^

Even  in the  t ry in g  s p h e re  of t r a d e  and c o m m e rc e ,  the  s p e c ia l  

r e la t io n s h ip  be tw een  C anada  and U nited  S ta tes  h as  p re v a i le d .  The 

U nited  S ta te s  c h a r g e 1 d 1 a f f a i r e s  in O ttaw a w ro te  to  th e  S e c r e t a r y  of 

S ta te  in 1933 the  fo llow ing le t t e r :

E a y e r s ,  op. c i t . , pp. 57-59.
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I su b m it  tha t  o u r  re la t io n s h ip s  w ith C anada a r e  and should
continue to  be  e x c e p t io n a l ............... O ur t r a d e  r e la t io n s  w ith  C anada
often  d e s c r ib e d  as  o u r  nb e s t  c u s to m e r ,  " eco n o m ic a l ly  o u r  m o s t  
p o w erfu l  ne ighbour ,  in d isso lu b ly  a n - im m e d ia te  p a r t  of the  e c o ­
n om ic  s y s te m  of th is  h e m is p h e re ,  a r e  and m u s t  be  c o n s id e re d  on 
a  d if fe re n t  footing f ro m  o u r  t r a d e  re la t io n s  w ith  d is ta n t  na tions  o r

yAw ith  a l l  n a tio n s .

The u n iq u en ess  of th e  C a n a d ia n -A m e r ic a n  re la t io n s h ip  has  

had  m an y  t r i a l s  in  the  p a s t  and, no doubt, fa c e s  m an y  new ones in  the  

fu tu re .  But i t  h as  b een  ab le  to  w ith s tan d  th e m  a ll ,  and it  i s  th is  ab i l i ty  

th a t  h as  m ad e  it the  envy of the  e n t i re  w o rld .  It w ill  con tinue to  be  the 

envy in  the  fu tu re  p ro v id e d  r e a s o n  con tinues  to  guide i t  a s  in the  p a s t .

The a b il i ty  of the  two c o u n tr ie s  to  r e a s o n  out th e i r  p ro b le m s  

and r e a c h  com m on, b e n e f ic ia l  so lu t io n s  c o n s is t s  of two p ro p o s i t io n s ,  

a c c o rd in g  to  P r o f e s s o r  E a y e rs :

F i r s t ,  th a t  th e r e  e x is ts  be tw een  the  two c o u n tr ie s  a com m unity  
of i n t e r e s t s  and  an equation  of id en ti ty  w hich  r e n d e r  n u la to ry  and 
u n n e c e s s a r y  e x te rn a l  m e c h a n is m s  fo r  the  s e t t le m e n t  of t h e i r  d i s ­
p u te s .  Second, th a t  in s o f a r  as  th ey  have been- le f t  a lone b y  the  
tw en tie th  c e n tu ry  to  s e t t l e  th e i r  d isp u te s ,  th e y  have s u c c e e d e d  to  
a. d e g re e  w hich o th e r  na tio n s  have not e x p e r ie n c e d  and w hich  m u s t  
be  t h e i r  co n s ta n t  envy. T h is  ideo logy  p e r s i s t s  today , in the  face  
of a l l  ev idence  to  the  c o n t ra ry .  A d is t in g u ish ed  A m e r ic a n  w ro te  
in  1961: "No d if fe re n c e  h as  a r i s e n  th a t  h as  not y ie ld ed  to  a m i ­
cab le  solution; no in s ta n c e  h a s  a r i s e n  in w hich one t r i e d  to  ou t-  
m a n e u v e r  the  o ther; no h a r d  b a rg a in s  have  b een  sought and no 
s h a rp  p r a c t i c e s  have f e t te r e d  the  s e n se  of f a i r n e s s  th a t  h as  p r e ­
v a i le d .  The p r in c ip le  of r e a s o n a b le n e s s  and of f r ie n d ly  c o o p e r a ­
t io n  h a s  b een  the  guiding s t a r .  " The s a m e  y e a r  a s t i l l  m o re  
d is t in g u ish e d  A m e r ic a n  r e m a rk e d ,  in c o n tro v e r ta b ly  enough: 
"G eo g rap h y  h as  m ad e  us n e ig h b o u rs .  " But, P r e s id e n t  K ennedy 
(for i t  w as  he) added, " h i s to r y  h a s  m ad e  us f r ie n d s .  " H is to ry  in 
fac t  m a d e  the  two n e ig h b o u rs  e n e m ie s .  If th ey  a r e  f r ie n d s  today, 
i t  is  in  s p i te  of h is to ry ,  not b e c a u s e  of it. ^

2^Ib id . , p . 59.

25Ibid. , pp. 59-60.



C H A PTE R  II

UNITED STATES C A PITA L IN CANADA:

THE STA TISTICA L EVIDENCE

E co n o m ic  r e la t io n s  be tw een  C anada and the  U nited  S ta te s

co n s ti tu te  a  unique and in te r e s t in g  p ro b le m  fo r  s tudy , s in c e  n o w h ere

e l s e  in  the  w o r ld  a r e  t h e r e  two m a jo r  na tio n s  w ith  s e p a r a t e  eco n o m ies

th a t  so  n e a r ly  co n s t i tu te  a s in g le  econom ic  s y s te m .  To fu lly  exp la in

how th e  two c o u n tr ie s  c a m e  to  a p p ro x im a te  a s in g le  econom ic  s y s te m

would r e q u i r e  the  w r i t in g  of an  eco n o m ic  h i s to r y  of N o r th  A m e r ic a .

T h is  is  not o u r  a im . O u r  i n t e r e s t  is  only, i n  one of the  p r o c e s s e s  tha t

has  c o n tr ib u te d  to  th is  s itua tion :  n am e ly ,  th e  in v e s tm e n t  of A m e r ic a n

c a p i ta l  in  Canada. T h is  p r o c e s s ,  a lthough one of m any , is  p ro b a b ly

th e  m o s t  fu n d am en ta l  b e c a u s e  it  is  the  f r e e  flow of c a p i ta l  th a t  h as

done m o re  to w a rd s  th e  in te g ra t io n  of the  two eco n o m ies  th an  any o th e r

9 Rs in g le  f a c to r  w ith  th e  ex cep tion  of geography .

It co m es  a s  no s u r p r i s e  th a t  the  two c o u n tr ie s  a r e  bound by  

s t ro n g  econom ic  t i e s  s in c e  i t  is  g eo g rap h y  th a t  m ad e  th e m  c o m p le ­

m e n ta r y  in  th e i r  econom ic  d em ands  (C anada n eed s  and im p o r ts  m a in ly

^ 6 Hugh g . J .  Aitken,. A m e r ic a n  C ap ita l  and Canadian. R e ­
s o u rc e s  (C am b rid g e ,  M ass .  : H a rv a rd  U n iv e r s i ty  P r e s s ,  1961), p. 19.
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w hat the  United ' S ta tes  i s  ab le  to  p ro d u c e  and the  U nited  S ta te s  n eed s  

a n d . im p o r ts  m a in ly  w hat C anada  h as  to  o ffer)  b y  p la c in g  th e m  one next 

to  the  o th e r .  It is  not u n n a tu ra l  fo r  two c o u n tr ie s  w hich  have  s im i l a r  

cu ltu re s , ,  p o l i t ic a l  t r a d i t io n s ,  a com m on language  and a  long unguarded  

b o r d e r ,  to  b e c o m e  in flu en ced  by  and dependent upon ea c h  o th e r .

It is  in te r e s t in g  to  sp e c u la te  w h e th e r  th e  two e co n o m ies  w ill 

grow  m o re  dependent on each  o th e r  and  m o re  in te g ra te d  as  they  c o n ­

tinue  to  develop, o r  w h e th e r  ea c h  w ill  a t ta in  econom ic  se lf - su f f ic ie n c y ,  

thus  b e c o m in g  l e s s  dependent on the  o th e r .  The ev id en ce  un til  now 

and fo r  the  n e a r  fu tu re ,  e s p e c ia l ly  fo r  Canada, show s th a t  the  two 

c o u n tr ie s  w ill  continue to  in c r e a s e  th e i r  dependence  on each  o th e r .  

H ow ever, m y .b e l ie f  is  th a t  th is  dependence,, m e a s u r e d  in p e r  cap ita  

t r a d e ,  w il l  d e c r e a s e  s u b s ta n t ia l ly  w ithin  t h i r t y  to  fo r ty  years*  t im e  

as  the  two eco n o m ies  (e sp e c ia l ly  Canada) r e a c h  f u l le r  deve lopm ent.

The ev idence  fo r  the  U nited  S ta te s  a l r e a d y  show s a  s u b s ta n ­

t i a l  d e c r e a s e  in  p e r  c a p i ta  t r a d e  w ith  o th e r  n a t io n s .  It is  c l e a r  tha t ,  

r e l a t iv e ly  speak ing , U n ited  States* p e r  c a p i ta  t r a d e  is  v e r y  s m a l l  even 

though i t s  ab so lu te  s iz e  h a s  b een  in c r e a s in g  and  is  the  l a r g e s t  in  the  

w o r ld .  As the C anad ian  econom y r e a c h e s  c lo s e r  a p p ro x im a tio n  to  the  

p r e s e n t  le v e l  of A m e r ic a n  econom ic  deve lopm ent (in p e r  c a p i ta  G ro ss  

N ationa l P ro d u c t  t e r m s ) ,  it is  d ifficu lt not to  expec t a  s im i l a r  d e ­

c r e a s e  in  dependence  on fo re ig n  t ra d e .
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M any contend  th a t  i t  is  a b s u rd  even to  su g g e s t ,  m u ch  l e s s  to 

s ta te ,  th a t  Canada, o n e - te n th  the  s iz e  of the  U nited  S ta tes  in  population , 

could  e v e r  com e c lo se  to  ca tch in g  up to  i ts  g iant n e ig h b o u r  in  i ts  e c o ­

nom ic  d eve lopm en t.  However,. I v e n tu re  the  p re d ic t io n  th a t  the  tw en ty -  

f i r s t  c e n tu ry  w il l  be  C a n a d a 's  ce n tu ry ,  a s  th e  n in e teen th  c e n tu ry  

be longed  to  the  U nited  S ta te s .  It w as  S ir  W ilfred  L a u r i e r  who p r e d ic te d  

th a t  the  tw en tie th  c e n tu ry  w as  to  be C a n a d a 's  c e n tu ry .  Now it  i s  obvious 

th a t  h is  p r e d ic t io n  w as not to ta l ly  c o r r e c t .

T h e re  a r e  t h r e e  f a c to r s  upon which' I am  b a s in g  th is  p re d ic t io n .  

F i r s t ,  the  U nited  S ta tes  as  the  m o s t  developed  na tion  has  begun  to  i n ­

c r e a s e  i t s  r a t e  of g row th  a t a s lo w e r  r a t e .  Second, C anada on the 

o th e r  hand  is  develop ing  and p ro b a b ly  w ill  i n c r e a s e  i ts  econom ic  r a t e  

of g row th  a t a  f a s t e r  r a t e .  T h ird ,  and m o s t  im p o r ta n t ,  the  t re n d  

c l e a r ly  show s th a t  C anada is  s low ly  c lo s in g  the  c o lo s s a l  gap be tw een  

the  two e c o n o m ie s .  U nited  S ta te s '  G ro s s  N ationa l P ro d u c t  in  192 9 w as 

18 t im e s  th a t  of C a n a d a 's  (United S ta te s '  G ro s s  N ationa l P ro d u c t  w as  

$159 b il l io n  w hile  th a t  of C anada w as only $8. 8 b ill ion). By 1955 the  

gap w as d e c r e a s e d  to  16 t im e s  (United S ta te s '  G ro s s  N ational P ro d u c t

27s tood  a t $344 b i l l io n  and th a t  of C anada w as  $22 b i l l io n  in  1949 prices). 

And by the  end of 1963 the  gap w as  d e c r e a s e d  to  only  15, 3 t im e s  

(U nited S ta te s '  G ro s s  N ationa l P ro d u c t  th a t  y e a r  w as  $585 b il l io n  and

2 ^Irv ing  B r e c h e r  and S. S. R e ism a n ,  C an ad a -U n ited  S ta te s  
E co n o m ic  R e la tio n s  (Ottawa: Q u e e n 's  P r in t e r ,  1957),. p. 333.
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2 Rth a t  of C anada r e a c h e d  $38 b ill ion ). ■; If th is  t r e n d  con tinues  i t  is  not 

an e x a g g e ra t io n  to  su g g e s t  th a t  by  the  y e a r  2000 C a n a d a 's  G ro ss  

N ational P ro d u c t  p ro b a b ly  w ill  be only o n e - th i rd  a s  l a r g e  as  th a t  of 

the  U nited  S ta te s .  If we tak e  the  popu la tion  i n c r e a s e s  in to  c o n s id e ra t io n  

w e find th a t  the  p e r  c a p i ta  gap be tw een  the  two c o u n tr ie s  h a s  not changed  

c o n s id e ra b ly  o v e r  the  l a s t  th r e e  d ecad es .  T h is  i s  b e c a u s e  C a n a d a 's  

r a t e  of popu la tion  g row th  h as  b een  g r e a t e r  than th a t  of the  United 

S ta te s .  H ow ever, even though the p e r  cap ita  in co m e  gap has  not b een  

reduced,, I s t i l l  b e l ie v e  th a t  the  tw e n ty - f i r s t  c e n tu ry  w ill  be  C a n a d a 's  

c e n tu ry  b e c a u s e  as  the  C anad ian  econom y g row s i t s  popu la tion  r a t e  of 

g row th  shou ld  dec line ,  and thus  the  s ta n d a rd  of l iv in g  in  C anada  should  

i n c r e a s e .

The l a r g e s t  g ro w th  in  the  am ount of fo re ig n  c a p i ta l  in v e s te d  

in. C anada took p la c e  in  the  tw en tie th  cen tu ry . T h is  g row th  h as  b een  

quite  i r r e g u l a r  d u r in g  the  p e r io d  and the p r in c ip a l  s o u rc e s  and kinds of 

in v e s tm e n ts  have underg o n e  c o n s id e ra b le  change as  w ell .  T ab le  1 

g ives  the  am o u n ts  of the  fo re ig n  in v e s tm e n ts  in  C anada  and th e i r  p la c e  

of o r ig in .

In the long, ru n  C anad ian  dependence  on the  U nited  S ta te s  has 

not g row n in  c o r re s p o n d e n c e  to  i ts  econom ic  deve lopm en t.  H ow ever,

2 8 jo h n  S. D ickey  (ed. ), The U nited  S ta tes  and C anada  (The 
A m e r ic a n  A sse m b ly ,  Englew ood C liffs , New J e r s e y :  P r e n t i c e  Hall, 
I n c . ,  1964), p. 170, T ab le  I.
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TA BLE 1

ESTIM ATES OF FOREIGN CA PITA L. INVESTED IN 
CANADA, S E L E C T E D  YEAR ENDS 1900-1961

Y e a r

T o ta l  N o n re s id e n t  In v es tm en t P e r c e n ta g e  of N o n re s id e n t  
In v e s tm e n t

U nited U nited O th e r
D ire c t P o r t fo l io T o ta l S ta tes K ingdom  C o u n tr ie s

(in $:m il l io n s ) (p e rc e n ta g e s )

1900 1, 232 14 85 1
1914 ,  , • .. • 3, 837 23 72 5
1918 • ■ • . , 4, 536 36 60 4
1926 1, 782 4, 221 6, 003 53 44 3
1930 2, 427 5, 187 7, 614 61 36 3
1933 ■ 2 ,3 5 2 5, 013 7, 365 61 36 3
1939 2 ,2  96 4, 617 6, 913 60 36 4
1945 2, 713 4, 379 7, 092 70 25 5
1946 2, 826 4, 355 7, 181 1 2 23 5
1948 3, 2 70 4, 239 7, 509 74 22 4
1950 3, 975 4, 689 8, 664 76 20 4
1951 4, 520 4, 957 9, 477 76 19 5
1952 5, 218 , 5, 167 10,385 77 18 5
1953 6, 003 5, 458 11,461 77 18 5
1954 6, 764 5, 780 12, 544 77 17 6
1955 7, 728 5, 745 13, 473 76 18 6
1956 8, 868 6, 701 15, 569 76 17 7
1957 10, 12 9 7, 335 17, 464 7p 17 7
1958 10 ,880 8, 130 19, 010 76 16 8
1959 11, 906 8, 951 20 ,857 76 15 9
1960 12,872 9, 342 22 ,2 1 4 75 15 10
1961 13, 737 9, 833 23, 570.:. 76 14 10

Source: DBS, The C a n a d ia n ’B a lan c e  of P a y m e n ts ,  1961 and 1962 and 
In te rn a t io n a l  In v e s tm e n t  P o s i t io n  (Ottawa: Q u e e n 's  P r i n t e r ,  
A ugust 1964), p. 133, Tab le  XIII.
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C anad ian  dependence  on fo re ig n  eco n o m ies  h a s  b een  c o m m e n su ra b le  

to  i ts  econom ic  deve lopm en t.

It w as  not un til  t h e 'm id -1 9 2 0 's  th a t  th e  U nited  S ta tes  b e c a m e  

th e  lead in g  s u p p l ie r  of c a p i ta l  to  Canada. And .it w as  not un til  th e  end 

of the  Second W orld  W ar th a t  the  econom ic  t i e s  b e tw e e n  the  two coun­

t r i e s  b e c a m e  s iz a b le  and s ig n if ican t.  S ince th e  beg inn ing  of the  tw e n ­

t ie th  c e n tu ry  t h e r e  have  b een  th r e e  p e r i o d s - - t h e  1900-1915 p e r io d ,  the  

p e r io d  of 1920 's ,  and the  p e r io d  of 1945 to  the  p r e s e n t - - i n  w h ich  w e re  

e x p e r ie n c e d  not only th e  m o s t  p ro n o u n ced  eco n o m ic  growth ' in  C anada 

bu t a lso  the  h e a v ie s t  influx of fo re ig n ' in v e s tm e n ts .  It w as  in  the  p e r io d  

s in c e  th e  1945 th a t  U nited  S ta te s '  c a p ita l  outflows to  C anada  show ed the  

l a r g e s t  i n c r e a s e  in  a b so lu te  t e r m s .

At the  end of 1963 to ta l  U nited S ta tes  p r iv a te  in v e s tm e n t  

a b ro a d  (to a l l  c o u n tr ie s )  r e a c h e d  an a l l - t im e  p eak  of $66, 3 66 'm ill io n ,  

of w hich $40, 645 'm il l io n  o r  61 p e rc e n t  w as in  th e  f o rm  of d i r e c t  i n ­

v e s tm e n t .  C anada  r e c e iv e d  m o re  than  any o th e r  s in g le  co u n try  o r  

a r e a .  H e r  s h a r e  of the to ta l  U nited  S ta te s  p r iv a te  in v e s tm e n ts  a b ro a d

am o u n ted  to  $21, 568 m il l io n  of the  to ta l ,  of w hich  $13, 0 1 6 'm il l io n  w as 

9 Qin  d i r e c t  form .. ° H ow ever, even  though C anada  r e c e iv e d  the  l a r g e s t  

s h a r e  of U nited  S ta te s '  p r iv a te  in v e s tm e n t  a b ro a d ,  sh e  c a m e  seco n d  to  

W es te rn . E u ro p e  in  h e r  to ta l  a s s e t s  and. in v e s tm e n t  position , w ith  the

^®U. S. D e p a r tm e n t  of C om m erce ,.  O ffice of the  B u s in e s s  
E c o n o m ic s , .  S u rvey  of C u r r e n t  B u s in e s s  (W ashington: U. S. G o v e rn ­
m e n t  P r in t in g  Office,. A ugust, 1964), pp. 9-10, 24.
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U nited  S ta te s .  At the  end of 1963 C a n a d a ’s to ta l  l ia b i l i t ie s  to  the 

U nited  S ta tes  am oun ted  to  $21, 574 m il l io n  and th a t  of W e s te rn  E u ro p e  

am oun ted  to  $24, 818 m il l io n .  The s i tu a t io n  is  r e v e r s e d  w hen  we i n ­

c lude United^ S ta tes  l ia b i l i t i e s  to  C anada  and W e s te r n  E u ro p e ,  thus 

ge tt ing  the  net b a la n c e  p o s it io n  fo r  th e s e  two re g io n s  w ith  the  U nited  

S ta te s .  The to ta l  U nited  S ta tes  l ia b i l i t i e s  to  C anada am o u n ted  to  

$7, 767 m il l io n .  Thus we get a  net l ia b i l i ty  fo r  C anada to  the  U nited  

S ta tes  of $13, 807 m il l io n .  And the  to ta l  U nited  S ta te s  l ia b i l i ty  to  

W e s te rn  E u ro p e  am oun ted  to  $29, 879 m ill io n ; thus  th e r e  w as a net

o n
l ia b i l i ty  fo r  th e  U nited  S ta te s  to  W e s te rn  E u ro p e  of $5, 058 m ill io n .

In o r d e r  to  u n d e rs ta n d  b e t t e r  th e  n a tu re  and the  am oun ts  of 

U nited  S ta te s  in v e s tm e n t  in  C an a d a .i t  is  im p o r ta n t  th a t  we ex am in e  

th e m  in the  l igh t of th r e e  p e r s p e c t iv e s .  F i r s t  is  the  h i s to r i c a l  g row th  

of the United^ S ta tes  in v e s tm e n t  in C anada  and  i ts  g row th  in  r e la t io n  to 

E n g la n d 's  in v e s tm e n t .  Second i s  the  s ig n if ican t  sh if t  in the  type  of 

fo re ig n  in v e s tm e n ts  r e p r e s e n t e d  p r im a r i l y  by the  change f ro m  p o r t ­

fo lio  in v e s tm e n ts  to  d i r e c t  in v e s tm e n ts .  T h ird - is  the  s h a r e  of U nited  

S ta te s  in v e s tm e n t  r e l a t iv e  to  the  to ta l  in v e s tm e n t  in each  of the  s e v e r a l  

m a jo r  in d u s t r ie s  in Canada. In s h o r t ,  w hat p e rc e n ta g e  does U nited  

S ta te s  d i r e c t  in v e s tm e n t  r e p r e s e n t  in t e r m s  of ow n ersh ip  and c o n tro l  

of the  C anad ian  econom y ?

30Ibid. , p. 24.



31

The m a in  s o u rc e s  of fo re ig n  c a p i ta l  to  C anada, as  T ab le  1 

show s, have  a lw ays b een  the  U nited  Kingdom  and the  U nited  S ta te s .  

L im ite d  am oun ts  have  a lso  co m e  f ro m  o th e r  c o u n tr ie s  su c h  a s  W e s te rn  

E u ro p e a n  c o u n tr ie s .  . In 1914 the  U nited .K ingdom  acco u n ted  fo r  about 

t h r e e - q u a r t e r s  of the  e n t i r e  fo re ig n  c a p i ta l  in C anada. It i n c r e a s e d  

l i t t l e  in  the  1920 's  but d ec l in ed  s h a rp ly  du ring  the  Second W orld  W ar 

w ith  the  r e p a t r i a t io n  of B r i t i s h  in v e s tm e n ts  in  Canada. At the  end of 

1961 the  U nited  K in g d o m 's  in v e s tm e n t  in Canada acco u n ted  fo r  only 

about 14 p e r c e n t  of to ta l  fo re ig n  in v e s tm e n t  in  C anada and w as  l e s s  

than  h e r  to ta l  in v e s tm e n t  in  C anada at the  end of 1914.

By c o n t r a s t  U nited  S ta tes  in v e s tm e n ts  in  C anada  have  b een  

in c r e a s in g  s te a d i ly  s in c e  the  beg inn ing  of the  c e n tu ry  to  th e  p r e s e n t ,  

ex cep t  fo r  th e  d e p re s s io n  decade  of the  1930 's .  The U nited  S ta te s  took 

th e  le a d in g  p o s it io n  in supp ly ing  c a p i ta l  to  Canada, in  the  m id-1920 '.s ,  

b e c o m in g  the  m a in  s o u rc e  of fo re ig n  ca p ita l  fo r  C anada s in c e  then. By 

th e  end of the  Second W orld  W ar the  U nited  S ta te s  acco u n ted  f o r  71 p e r ­

cen t of to ta l  f o re ig n  in v e s tm e n t  in Canada. By th e  end of 1961 i t s  s h a r e  

had  in c r e a s e d  to  about 76 p e rc e n t  of the  to ta l .  A ll o th e r  c o u n tr ie s  

c o n tr ib u te d  about 1 p e r c e n t  in 1900 and about 10 p e r c e n t  a t  the  end of 

1961 to  the  fo rm a t io n  of fo re ig n  c a p i ta l  in Canada.

In o r d e r  to  g ra s p  the  da ta  to  be p r e s e n te d  it is  im p o r ta n t  to  

u n d e r s ta n d  the  t e r m s  fo re ig n  in v e s tm e n t  o r  c a p i ta l  in flow s, d i r e c t  and 

p o r tfo l io  in v e s tm e n ts ,  and th e i r  s ig n if ican t  c h a r a c t e r i s t i c s  as



32

a s s o c ia te d  w ith  the  t e r m s  c o n tro l  and ow n ersh ip .

F o re ig n  in v e s tm e n t  o r  c a p i ta l  flow s a r e  noth ing  e ls e  bu t th e  

t r a n s f e r  of r e s o u r c e s  f ro m  the  in v e s t in g  c o u n try  to  the  h o s t  coun try .  

Such t r a n s f e r s  of r e s o u r c e s  a r e  u su a lly  c la s s i f ie d . in to  two m ain  

c a te g o r ie s - - p o r t f o l io  in v e s tm e n ts  and d ire c t ,  in v e s tm e n ts .  The d i s ­

t i n c t i o n ' s  ch ie f ly  in  the  n a tu re  of the  s p e c ia l  c h a r a c t e r i s t i c  of o w n e r ­

sh ip . E s s e n t ia l ly  the  d is t in c t io n  a p p e a r s  to  be  w h e th e r  the  in v e s tm e n t  

c a r r i e s  w ith  i t  a  c o n tro l  o v e r  the  e n t e r p r i s e  in* w hich  The in v e s tm e n t  

i s  m ad e . D ire c t  in v e s tm e n ts  a r e  th o se  in  w hich  co n tro l  (m anagem en t)  

i s  in  the h ands  of th e  fo re ig n  in v e s to r s .  A cco rd in g  to  the  D om inion 

B u re a u  of S ta t i s t ic s  d i r e c t  in v e s tm e n ts  a r e

. . . t h o s e  in v e s tm e n ts  in b u s in e s s  e n t e r p r i s e s  w hich  a r e  s u f f i ­
c ie n tly  c o n c e n tra te d  to  co n s ti tu te  c o n tro l  of the  c o n c e rn s .  The 
n a tu re  of the  c la s s i f ic a t io n  is  su ch  th a t  p o te n t ia l  c o n tro l  i s  im p lie d  
r a t h e r  than  an a c tu a l  e x e r c i s e  of c o n tro l  o v e r  b u s in e s s  po licy , 
a l th o u g h . th e ' la t te r  m a y  be p r e s e n t  a s  is  u su a lly  the c a se .  D ire c t  
in v e s tm e n ts  a r e  u su a lly  in  the  f o rm  of equity  ow n ersh ip .  31

The c l e a r e s t  ex am p le  of d i r e c t  investm en t,  is  the e s t a b l i s h ­

m en t of a  b r a n c h  p lan t  by  a fo re ig n  co u n try  o r  fo re ig n  c o rp o ra t io n  

th a t  r e ta in s  c o m p le te  o w n ersh ip  and  c o n tro l  of the  p lan t.

P o r t fo l io  in v e s tm e n ts ,  on the  o th e r  hand, a r e  ty p ica l ly  

s c a t t e r e d  m in o r i ty  ho ld ings  of s to c k s  and bonds w hich  do not c a r r y  

w ith  th e m  co n tro l .  The D o m in io n -B u reau  of S ta t i s t ic s  defines

31 D om inion  B u re a u  of S ta t i s t ic s ,  C a n a d a 's  In te rn a t io n a l  
In v e s tm e n t  P o s i t io n ,  1926-1954 (Ottawa: Q u e e n 's  P r i n t e r ,  1956),
p. 21.
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p o r tfo l io  in v e s tm e n ts  as:

. . . ty p ic a l ly  s c a t te r e d  m in o r i ty  ho ld ings  of s e c u r i t i e s  w hich do 
not c a r r y  w ith  th em  c o n tro l  of the  e n t e r p r i s e s  in  w hich  the  i n v e s t ­
m e n ts  o c c u r .  U sua lly  the  s e c u r i t i e s  a r e  pub lic  i s s u e s  su ch  as 
bonds and d e b e n tu re s  of g o v e rn m e n ts ,  m u n ic ip a l i t ie s ,  and  c o r p o ­
ra t io n s  and  the s to c k  of c o m p an ie s  l i s t e d  on s to c k  exchanges  . . . 32

T h is  is  c l e a r - - u n t i l  we r a i s e  the  i s s u e  of w hat c o n s t i tu te s  

c o n tro l .  D ifficu lt i s s u e s  a r e  invo lved  h e re .  The Dominion* B u re a u  of 

S ta t i s t ic s  so lv es  th e se  i s s u e s  by  u s in g  as  the  c r i t e r io n  of c o n tro l  the 

p e rc e n ta g e  of com m on  s to ck s  owned. They c la s s i f y  as  d i r e c t  i n v e s t ­

m e n ts  a l l  c o n c e rn s  in  C anada w hich  a r e  known to  have  50 p e r c e n t  o r  

m o r e  of th e i r  vo ting  s to c k  held' in one c o u n try  ou ts id e  Canada.

The Dom inion B u re a u  of S ta t is t ic s  s ta te s :

The c a te g o ry  of d i r e c t  in v e s tm e n ts  show n h e r e  g e n e ra l ly  
in c lu d es  a ll  c o n c e rn s  in  C anada  w hich a r e  known to  have  50 p e r ­
cen t o r  m o re  of t h e i r  vo tin g  s to c k  h e ld  in  one co u n try  ou ts ide  
C anada. In add ition , a  few in s ta n c e s  of c o n c e rn s  a r e  included  
w h e re  it  i s  known th a t  e ffec tiv e  c o n tro l  is  h e ld  by a p a re n t  f i r m  
w ith  l e s s  than  50 p e r c e n t  of the  s tock ; In effec t,  th is  c a te g o ry  
in c lu d es  a ll  known c a s e s  of u n in c o rp o ra te d  b r a n c h e s  of fo re ig n  
co m p an ie s  in  C anada and a l l  w ho lly -ow ned  s u b s id ia r i e s ,  to g e th e r  
w ith  a n u m b e r  of c o n c e rn s  w ith  a p a re n t  com pany  o u ts id e  C anada 
w hich holds l e s s  than  a l l  of the  c a p ita l  s tock . In add ition  th e r e  
a r e  a r e la t iv e ly  s m a l l  n u m b e r  of C anadian  c o m p an ie s  inc luded  in 
c a s e s  w h e re  m o re  than  o n e -h a lf  of th e i r  c a p ita l  s to c k  is  owned in 
a s in g le  co u n try  o u ts id e  of C anada w h e re  t h e r e  is  no p a r e n t  co n ­
c e rn .  T h e se  ex cep tio n a l c a s e s  a r e  confined to  in s ta n c e s  w h e re  
c o n tro l  i s  b e l ie v e d  to  r e s t  w ith  n o n re s id e n ts .  33

T his  is  not a  c l e a r  defin ition; i t  is  p u re ly  fo rm a l  and c o n tro l  

in  th is  s e n s e  is  c o n s is te n t  w ith  c o n s id e ra b le  au tonom y/in  m an a g e m e n t.

32I b id . , p. 21-22 .

33Ibid. p. 24.
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It shou ld  be  po in ted  out th a t  the  l a r g e s t  p a r t  of d i r e c t  in v e s tm e n ts  is  

in the  w holly -ow ned  s u b s id ia r i e s  of fo re ig n -c o m p a n ie s .  N o n e th e le ss ,  

i t  shou ld  be  r e m e m b e r e d  th a t  fo r  so m e  sp e c if ic  in d u s t r i e s ,  d i r e c t  - 

in v e s tm e n t  co m p an ies  in  C anada  ra n g e  f ro m  c o m p an ie s  w hose s to c k  is  

w ho lly -ow ned  b y  a .p a re n t  com pany  ab ro a d  to  C anad ian  public  co m p a n ie s  

w h e re  t h e r e  i s  no p a re n t  c o n c e rn  but w h e re  m o r e  th a n  ha lf  the  vo ting  

s to c k  is  h e ld  by  in v e s to r s  in  fo re ig n  c o u n tr ie s .

In v e s tm e n ts  by the  U nited  S ta tes  and the  U nited  K ingdom  d iffe r  

not only  in  v o lu m e  but a lso  in  fo rm .  In the  f i r s t  q u a r t e r  of th is  c e n tu ry  

the  U n ited 'K ingdom  w as  th e  m a in  s u p p l ie r  of c a p i ta l  to  Canada; i ts  

in v e s tm e n ts  w e r e  m a in ly  in p o r tfo l io  f o rm  and p r im a r i l y  d i r e c te d  

-into the  r a i lw a y  and g o v e rn m e n ta l  s e c to r s  of the  C anad ian  econom y.

On the  b a s is  of P r o f e s s o r  V in e r 's  e s t im a te s ,  ^  to ta l  fo re ig n  

c a p i ta l  in  C anada at the end of 1913 w as  $3, 745 m il l io n .  T h is  w as  

t h r e e  t im e s  the  to ta l  of 1900. Of th is  to ta l ,  $2, 790 m il l io n ,  o r  a lm o s t  

t h r e e - q u a r t e r s ,  r e p r e s e n te d  th e  a c c u m u la te d  v a lu e  of U nited  Kingdom  

in v e s tm e n t .  It w as p r im a r i l y  in  p o r tfo l io  f o rm  and  w as d i r e c te d  

m a in ly  in to  r a i lw a y s  and  the  g o v e rn m e n ta l  s e c to r s .  In 1926 p o r tfo l io  

in v e s tm e n ts  r e a c h e d  an am ount of $4 ,221  m il l io n .  T h is  w as  then  

about tw o - th i rd s  of the  e n t i r e  fo re ig n  c a p i ta l  in  Canada. The U nited  

Kingdom  su p p lied  the  m a jo r  p o r tio n ,  an am ount of $2, 300 m illion ; the

^ J a c o b  V iner , C a n a d a 's  B a lan ce , pp. 126, 134, 138. A lso  
see: P en e lo p e  H ar t lan d ,  S tudies  in  Incom e and W ea lth , Vol. 24 
(P r in ce to n :  P r in c e to n  U n iv e r s i ty  P r e s s ,  .1960), pp. 717-753.
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U nited  S ta te s  w as the  se c o n d  l a r g e s t  s u p p l ie r  and acco u n ted  fo r  about 

$1, 800 m il l io n .  The b a la n c e  w as  su p p lied  by  W e s te rn  E u ro p e a n  coun­

t r i e s .  At the end of 1930 th e  U nited  S ta tes  not only took th e - le a d ,f ro m  

the  U nited  Kingdom  in supp ly ing  the  l a r g e s t  am oun t of c a p i ta l  to  

C anada  but a lso  in  supp ly ing  the  l a r g e s t  p o r t io n  of in v e s tm e n ts  in  both  

d i r e c t  and p o r tfo l io  f o rm s .  U nited  S ta te s  p o r tfo l io  in v e s tm e n ts  r e a c h e d

an am ount of $2, 374-m il l io n .  T o ta l fo re ig n  c a p i ta l  a t  th e  end of th a t
l

p e r io d  w as $7, 614 .m ill io n .

By the  end of the  Second W orld  W ar  U nited  S ta te s  p o r tfo l io  

in v e s tm e n ts  in  C anada had  in c r e a s e d  to> $3, 877 million* f a r  o u td is ­

tan c in g  the  U nited  K ingdom  w hich  he ld  only $1* 418 m il l io n ,  o r  a 

d e c r e a s e  of about $956’m il l io n  s in c e  the  end of 1930. At the  end of 

1961 the  t r e n d  s t i l l  con tinued . U nited  S ta tes  p o r tfo l io  in v e s tm e n ts  

in c r e a s e d  to  $6, 682 m il l io n ,  w hile  th a t  of the  U nited  K ingdom  in c r e a s e d  

b y  about $360 m ill io n , r e m a in in g  s m a l l  in r e la t io n  to  th a t  of U nited  

S ta te s - - a b o u t  2 6 .5  p e rc e n t .

The ex p lan a tio n  fo r  the  p re d o m in a n c e  of p o r tfo l io  fo re ig n  

in v e s tm e n ts  in  C anada up to  1952, the  y e a r  in  w hich  d i r e c t  in v e s tm e n ts  

b eg an  to  ex ceed  p o r tfo l io  in v e s tm e n ts ,  is  twofold: f i r s t ,  C anad ian  in ­

d u s t ry  w as  young and m o s t ly  in th e  e a r ly  s ta g e s  of developm ent; second , 

m o s t  of the U n ited .K in g d o m 's-h o ld in g s  and a  good p o r t io n  of th e  U nited  

S ta te s '  ho ld ings  w e re  in  r a i lw a y  and g o v e rn m e n ta l  s e c u r i t i e s - - b o t h  

f e d e r a l  and p ro v in c ia l .  The D om in ion  B u re a u  of S ta t is t ic s  g ives  th is
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explanation:

The p re d o m in a n c e  of n o n re s id e n t  ho ld ings  in r a i lw a y  s e c u ­
r i t i e s  and in. g o v e rn m e n t and m u n ic ip a l  debt in e a r l i e r  p e r io d s  was 
a r e a s o n  f o r  th is  e a r ly  p a t te rn .  T y p ica l  f inanc ing  w as th ro u g h  

‘■floating new i s s u e s  of s e c u r i t i e s  of C a n a d ia n .g o v e rn m e n ts  and 
ra i lw a y s  o r  o th e r  u t i l i t ie s  ab ro a d .  As C anad ian  in d u s t ry  w as  
s t i l l  in  the  e a r l y  s ta g e s  of deve lopm en t,  t h e r e  w e re  r e la t iv e ly  
l im i te d  o p p o r tu n it ie s  fo r  in v es t in g  in  c o r p o ra te  s e c u r i t i e s  o u ts id e  
of the  u t i l i t ie s  f ie ld . And m uch  of th e  in d u s t r ia l  deve lopm en t 
th a t  did o c c u r  w as  th ro u g h  the e s ta b l i s h m e n t  of b r a n c h 'p la n t s  by 
n o n re s id e n t  c o n c e rn s ,  and  th e r e f o r e  w as  f in a n ced  th ro u g h  d i re c t  
in v e s tm e n t  ch an n e ls .  P o r t fo l io  in v e s tm e n ts  in  the s e c u r i t i e s  of 
C anadian  in d u s t r ia l  c o n c e rn s  m a in ly  a r o s e  in  the  e a r l i e r  p e r io d  
th ro u g h -f lo a ta t io n  of w hole o r  p a r t s  of i s s u e s  of s e c u r i t i e s  in  the  
U nited  S ta te s  o r  London. T h e se  w e r e  su p p le m e n te d  b y  s o m e  
hold ings  a c q u i re d  by  n o n re s id e n t  in v e s to r s  th ro u g h  p u rc h a s in g  
o u ts tan d in g  s to c k s  o r  bonds in  C anad ian  s e c u r i ty  m a r k e t s .  ^5

D uring  the  1950-1963 p e r io d  inflow s of p o r tfo l io  in v e s tm e n ts  

w e r e  l a r g e  in  a b so lu te  v a lu e  t e r m s ,  and  fo r  so m e  y e a r s  e x ceed ed  the  

am ount of d i re c t  in v e s tm e n ts .  Net c a p i ta l  inflow s to  p u r c h a s e  new 

and ou ts tand ing  C anad ian  s e c u r i t i e s  in the  1950-1960 p e r io d  am oun ted  

to  $5, 456 m il l io n .  H ow ever, due to  r e t i r e m e n t  of C anadian  s e c u r i t i e s ,  

C anad ian  p o r tfo l io  outflow s w e re  e x c e p t io n a l ly  l a r g e  fo r  the  s a m e  

p e r io d ,  to ta l l in g  c lo se  to  $2, 200 m ill io n .  T h e re f o re  the  net inflow? 

of p o r tfo l io  c a p i ta l  p u r c h a s e s  of new and ou ts tan d in g  C anad ian  s e c u ­

r i t i e s  o v e r  r e t i r e m e n t s  w as  a. l i t t l e  o v e r  $3 ,200  m il l io n .  C anadian  

s a le s  and p u r c h a s e s  of n o n re s id e n t  s e c u r i t i e s  fo r  the s a m e  p e r io d  w e r e  

v e r y  s m a l l  and of no g r e a t  s ig n if ican ce .  P o r t fo l io  in v e s tm e n ts  in  

o th e r  c o u n tr ie s  a r e  s t i l l  s m a l l  in  c o m p a r is o n  w ith  th o se  of the  U nited

35 The D om inion  B u re a u  of S ta t i s t ic s ,  op, e i t . , p. 21.
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S ta tes  and th e  U nited  K ingdom . H ow ever, such  in v e s tm e n t  h a s  b een  

g row ing  ra p id ly ,  e s p e c ia l ly  in  th e  l a s t  decade , and at the  end of 1961 

r e a c h e d  an am ount th a t  is  v e r y  c lo se  to  th a t  of the  U nited  K in g d o m 's .

The s o u rc e s  w e re  m a in ly  f ro m  W e s te rn  E u ro p e a n  c o u n tr ie s .

At the  end of 1961 p o r tfo l io  in v e s tm e n t  accoun ted  fo r  a  l i t t l e  

o v e r  40 p e r c e n t  of to ta l  fo re ig n  in v e s tm e n t  in  C anada o r  $9, 833 m ill ion . 

The U nited  S ta tes  s u p p l ie d  $6, 682 m il l io n  o r  70 p e rc e n t ,  the  U nited  

K ingdom  su p p lied  $1, 772 m il l io n  o r  17 p e rc e n t ,  and o th e r  c o u n tr ie s  

acco u n ted  fo r  $1, 379 m il l io n  o r  13 p e rc e n t .  T o ta l  fo re ig n  in v e s tm e n t  

a t  the  end of 1961 w as  $23, 570 m ill ion ;  p o r tfo l io  in v e s tm e n ts  a s  a 

p e rc e n ta g e  of th is  to ta l  fo r  the  above c o u n tr ie s  w e re :  U nited  S ta te s ,

28 p e rc e n t ;  U nited  K ingdom , 7 p e rc e n t ;  and o th e r  c o u n tr ie s ,  5. 5 p e rc e n t .

D ir e c t  in v e s tm e n ts  in  C anada b y  n o n re s id e n ts  have  p ro v id e d  

C anada w ith  a  s u b s ta n t ia l  p o r t io n  of i ts  l o n g - te r m  in v e s tm e n t  and have 

i n c r e a s e d  r a p id ly  s in c e  the  end of W orld  W ar  II, e s p e c ia l ly  in  the  l a s t  

decade . At the  end of 1961 d i r e c t  in v e s tm e n t  acco u n ted  fo r  a  l i t t l e  l e s s  

th an  60 p e r c e n t  of to ta l  fo re ig n  in v e s tm e n ts .  It w as $13, 737 m ill io n .  

U nited  S ta tes  d i r e c t  in v e s tm e n ts  w e re  $11, 284 m il l io n  o r  82 p e r c e n t  of 

the  to ta l .  The U nited  K ingdom  h e ld  seco n d  p la c e  w ith  an  am ount of 

$1, 613 m il l io n  o r  .11 p e rc e n t .  W e s te rn  E u ro p e a n  c o u n tr ie s  acco u n ted  

fo r  the  r e m a in in g  $840 m il l io n  o r  7 p e rc e n t .  C o rre sp o n d in g  p e r c e n ta g e s  

of d i r e c t  in v e s tm e n ts  as  a  p e rc e n ta g e  of to ta l  fo re ig n  in v e s tm e n t  fo r  the  

above c o u n tr ie s  w ere :  U nited  S ta te s ,  47 p e rc e n t ;  U nited  K ingdom , 9 

p e rc e n t ;  and o th e r  c o u n tr ie s ,  4 p e rc e n t .
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T h e re  a r e  no c o m p le te  da ta  a v a ilab le  fo r  su ch  in v e s tm e n ts  

f ro m  the  beg inn ing  of th e  c e n tu ry  to  1926, the  y e a r  in  w hich  the  

D om inion  B u re a u  of S ta t is t ic s  s t a r t e d  i ts  annua l p u b lic a t io n s . .  H ow ever, 

t h e r e  have b een  so m e  s tu d ie s  m ad e  b y  s c h o la r s  th a t  we s h a l l  u t i l iz e .  

P r o f e s s o r  A itken  p o in ts  out:

. . . the  ev idence  in d ic a te s  c l e a r ly  the  p re p o n d e ra n c e  of d i re c t  
in v e s tm e n t  in  the  c a p i ta l  inflow s f ro m  the  U nited  S ta tes  as  con- 
t r a s t e d  w ith  s e c u r i ty  s a le s  in  the  inflow f ro m  G re a t  B r i ta in .

D i r e c t  in v e s tm e n ts ,  a c c o rd in g  to -M r. F ie ld 's  s tudy , ^  acco u n ted  Tor 

a lm o s t  55 p e r c e n t  of U nited  S ta te s  in v e s tm e n ts  in  Canada. in  the  f i r s t  

th i r te e n ,  y e a r s  of th is  cen tu ry ;  the  c o r re s p o n d in g  f ig u re  f o r  th e  U nited  

K ingdom  w as  only 11 p e r c e n t .  H ow ever, fo r  the  e n t i r e  p e r io d  U nited  

S ta te s  in v e s tm e n t  w as  only  $780 m i l l i o n - - l i t t l e  o v e r  o n e -f if th  of the  

to ta l  of $3, 745 m il l io n .  The U nited  K ingdom  su p p lied  a lm o s t  a l l  of the  

r e m a in in g  80 p e rc e n t .

Even  though U nited  S ta tes  in v e s tm e n t  in  a b so lu te  am o u n ts  w as 

m u ch  s m a l l e r  than  th a t  of the  B r i t i s h ,  i t  g rew  a t a., f a s t e r  r a te .  The

v o lu m e  of U nited  S ta te s  in v e s tm e n ts  be tw een  1900 and 1913 in c r e a s e d

b y  fo u r  and. o n e -h a lf  t im e s  and th a t  of G re a t  B r i t a in  i n c r e a s e d  only by

two and o n e -h a lf  t im e s .

3 6A itken, op. c i t . , p. 35.

3 7F . W. F ie ld ,  C ap ita l  In v e s tm e n ts  in  C anada  (Toron to ,
1911 and 1914).
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S ta t is t ic s  show th a t  the  l a r g e s t  am ount of U nited  S ta te s  in v e s t -

O O
m e n ts  in  1914 w ent to  Canada, fo llow ed c lo se ly  b y  M exico. F o r  

C anada  th is  t r e n d  s t i l l  co n tin u es .  Unlike the  B r i t i s h  w ith  t h e i r  p o r t ­

fo lio  in v e s tm e n ts ,  U nited  S ta te s  d i r e c t  in v e s tm e n ts  in  1914 w e re  

in v e s te d . in  the  p ro d u c t io n  of in d u s t r i a l  m a te r i a l s  su ch  as  pulp  and 

p a p e r - -25 p e r c e n t  of the  to ta l  o r  $618 m illion ; d eve lopm en t of o th e r  

m a n u fa c tu r in g  goods a b s o rb e d  about 20 p e rc e n t ;  m in ing  and sm e l t in g  

a b s o rb e d  a n o th e r  20 p e rc e n t ;  a g r ic u l tu r e  a b s o rb e d  about 16 p e rc e n t ;  

and  r a i l r o a d s  and pub lic  u t i l i t ie s  a b s o rb e d  the  r e m a in in g  19 p e r c e n t .

T h e re  is  a  gap b e tw een  P r o f e s s o r  V in e r 's  e s t im a te s  f o r  the  

above p e r io d  (1900-1914) and the  s t a r t  of th e  o ffic ia l D om inion’B u re a u  

of S ta t i s t ic s  s e r i e s  in  1926. F o r  the  a b r id g m e n t  of th is  gap we go to  

d i r e c t  e s t im a te s  by  P r o f e s s o r  A. Knox. ^  T o ta l  fo re ig n  c a p i ta l  i n ­

flow s to  Canada, a c c o rd in g  to  h is  e s t im a te s ,  i n c r e a s e d  f ro m  $3, 837 

m il l io n  a t the  end of 1914 to  $5, 714 m il l io n  at the  end of 1925, an  i n ­

c r e a s e  of 50 p e rc e n t .  U nited S ta te s  in v e s to r s  accoun ted  fo r  a lm o s t  

a l l  of the  i n c r e a s e .  T h e ir  in v e s tm e n ts  i n c r e a s e d  by  265 p e r c e n t ,  f ro m  

$881 m il l io n  to  $3, 219 m ill io n .  B r i t i s h  in v e s tm e n ts  ac tu a l ly  d ec lin ed  

by  about $430 m ill io n , f ro m  $2, 778 m il l io n  to  $2, 345 m il l io n .  That of 

o th e r  c o u n tr ie s  d ec l in ed  a s  w ell ,  f ro m  $177 m il l io n  to  $149 m ill io n .

38 C leona L ew is ,  In te rn a t io n a l  In v e s tm e n ts , p. 606, T ab le s  II
and III.

q  q
F r a n k  A. Knox, D om inion M o n e ta ry  P o l ic y  (Ottawa, 1939),

p. 89.
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F o r  the  f i r s t  t im e  in Canadian, h i s to r y  U nited  S ta tes  in v e s to r s  b e c a m e  

m o re  im p o r ta n t  to  C anada as  c a p ita l  s u p p l ie r s  th an .th e  in v e s to r s  f ro m  

G re a t  B r i ta in .  T h is  change of r e la t iv e  im p o r ta n c e  w as no s h o r t - t e r m  

phenom enon , hold ing  t r u e  even today  and’l ik e ly  to  continue fo r  at l e a s t  

a n o th e r  decade . W orld  W ar I w as  the  m a in  r e a s o n  fo r  th is  change.

The v a lue  of B r i t i s h  in v e s tm e n ts  fe l l  a s  a  r e s u l t  of r e p a t r i ­

a t ion  of c a p i ta l  n eed ed  to  f inance  th e  w a r  and  liq u id a tio n  of debt by  

C anada. The d iv e r s io n  of C anadian  g o v e rn m e n ta l  and b u s in e s s  b o r r o w ­

ing  f ro m  London to  New Y ork  a f te r  th e  o u tb re a k  of the  w a r  w as  a lso  

p a r t i a l ly  r e sp o n s ib le .

At the  end of the  p e r io d ,  P r o f e s s o r  Knox e s t im a te s  th a t  25 

p e r c e n t  of to ta l  fo re ign , in v e s tm e n t  w as  in v e s te d  in. g o v e rn m en t s e c u ­

r i t i e s ;  36. 5 p e r c e n t  in pub lic  u t i l i t ie s  ( r a i l r o a d s  included); 28. 4 p e r c e n t  

in ; in d u s try ;  and th e  r e m a in in g  10. 1 p e rc e n t  in  m e rc h a n d is in g ,  in su ra n c e ,  

f in an ce , a g r i c u l tu r e  and  o th e r  s e r v ic e s .

The s e c to r a l  d is t r ib u t io n  of U nited  S ta tes  in v e s tm e n t  fo r  the  

s a m e  p e r io d  r e v e a l s  the  f a m i l i a r  p r e s e n t - d a y  p a t t e r n - - t h e  c o n c e n t r a ­

t ion  of U nited  S ta te s  in v e s tm e n ts  in: m anufac tu ring , and. e x t ra c t iv e  

in d u s t r i e s .  T h e se  two s e c to r s  a b s o rb e d  m o re  than  70 p e rc e n t  of 

to ta l  U nited  S ta te s  in v e s tm e n ts  a t  the  end of 1924. ^  This  c o m p a re s  

w ith  a l i t t l e  o v e r  50 p e r c e n t  in  1914 and s l ig h t ly  l e s s  than  80 p e rc e n t  

in  1961.

40 L ew is ,  op. e i t . , p. 578.
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A cco rd in g  to  T ab le  1, to ta l  fo re ig n  c a p i ta l  inflow s in C anada 

in c r e a s e d  f ro m  $6, 003 m il l io n  in  1926 to  $7, 614 m il l io n  in  1930 and 

then  dec lin ed  to  $7, 365 m il l io n  in  1933, and aga in  d e c r e a s e d  to  $6, 913 

m il l io n  in  1939. B r i t i s h  in v e s tm e n t  fe l l  du r in g  th is  p e r io d  f ro m  44 

p e r c e n t  of the  to ta l  to  36 p e rc e n t ,  w hile  th a t  of the  U nited  S ta te s  r o s e  

to  60 p e rc e n t  f ro m  53 p e rc e n t .  R easo n s  fo r  the  d e c r e a s e  in  B r i t i s h  

in v e s tm e n t  w e re  the s a m e  as  b e fo re  only now it  w as  the  Second W orld  

W ar.  In 1933 C anada b e c a m e  a c a p ita l  ex p o r t in g  na tion  and  r e m a in e d  

so  un til  the  beg inn ing  of 1950. Even though; B r i t i s h ' in v e s tm e n t  show ed 

a  m a r k e t  dec line  in d o l la r  v a lu e  it  i n c r e a s e d  i t s  s h a r e  in  th e  m a n u ­

fa c tu r in g ,  m in ing , sm e l t in g ,  and f in a n c ia l  in s t i tu t io n s  w ith in  the 

C anad ian  econom y. D uring  th e  p e r io d  (1926-1939) United S ta te s  i n ­

v e s tm e n ts  show ed the  m o s t  m a rk e d  i n c r e a s e s  in Canadian, g o v e rn m en t 

bonds which, g rew  s te a d ily .  The to ta l  i n c r e a s e  of a l l  the  fo re ig n  c a p ita l  

inflow s am oun ted  only to  $795 m ill io n . T h is  w as b e c a u s e  C anada was 

e x p o r t in g  c a p i ta l  s ev en  out of t h i r t e e n .y e a r s  du r in g  the  p e r io d .  Net 

m o v e m e n ts  of c a p i ta l  in to  C anada w e re  only $60 m il l io n  d u r in g  the  

p e r io d  1926-1939. The D om inion  B u re a u  of S ta t is t ic s  conducted  a 

s u rv e y  fo r  1932 as  to  the c o n c e n tra t io n  fo r  d is t r ib u t io n  of fo re ig n  i n ­

v e s tm e n t  in  the  C anadian  econom y. It w as found th a t  U nited  S ta tes  

in v e s tm e n t  w as aga in  co n cen tra ted ,  in m an u fac tu r in g  and the  e x t r a c t iv e  

in d u s t r i e s .  The s u rv e y  po in ted  out th a t  U nited  S ta tes  d i r e c t  in v e s tm e n t  

w as  w id e s p re a d  and th a t  a s u b s ta n t ia l  f ra c t io n  of C anad ian  output w as
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f r o m  U nited S ta tes  s u b s id ia r i e s .  T h e ir  output am o u n ted  to  a lm o s t  one-  

q u a r t e r  of m a n u fa c tu r in g  output and m o r e  than  tw o -f if th s  of m in ing  - - 

output in  C anada (by g r o s s  v a lu e  of the  p roduc t) .  U nited  S ta te s  cap ita l  

had  a l r e a d y  e s ta b l i s h e d  i t s e l f  f i rm ly ,  a t  l e a s t  in  the  m a n u fa c tu r in g  

s e c to r  of the  C anad ian  econom y, by  1932.

By 1958 the U nited  S ta tes  p o r tio n  of C anad ian  fo re ig n  in v e s t ­

m e n ts  in c r e a s e d  to  76 p e r c e n t  of to ta l  n o n re s id e n t  in v e s tm e n ts  in 

Canada. In d o l la r  t e r m s  it  i n c r e a s e d  to  $14, 600 m il l io n  and th e  to ta l  

in c r e a s e d  to  $19, 000 m il l io n .  To ta l d i re c t  in v e s tm e n ts  i n c r e a s e d  to 

$10, 880 m il l io n  f ro m  $2, 296^ m il l io n  in  1939 o v e r  the  n in e te e n -y e a r  

p e r io d .  In 193 9 the  U nited  S ta tes  supp lied  o v e r  80 p e r c e n t  of to ta l  

fo re ig n  d i r e c t  in v e s tm e n t  in  Canada, and by  1958 U nited  S ta te s ’ s h a re  

in c r e a s e d  s l ig h t ly  to  82 p e r c e n t ,  in d o l la r  v a lu e  in c r e a s in g  f ro m  $1, 881 

m il l io n  in  1939 to  $9, 045 m il l io n  by the  end of 1 9 5 8 - -a n  in c r e a s e  of 

3 78 p e rc e n t .  On the  o th e r  hand, B r i t i s h  d i re c t  in v e s tm e n ts  dec lined  

f ro m  16 p e rc e n t  of to ta l  d i r e c t  in v e s tm e n ts  to  12 p e r c e n t  d u r in g  the  

n in e te e n - y e a r  p e r io d .  In a b so lu te  d o l la r  v a lu e  B r i t i s h  d i r e c t  in v e s t ­

m e n t  i n c r e a s e d  f ro m  $366 m il l io n  in  1939 to  $1 ,2  96 in  1 9 5 8 - - a n ' in c r e a s e  

of 251 p e rc e n t .

At the  end of 1961 the  U nited  S ta tes  s t i l l  acco u n ted  fo r  about 

82 p e r c e n t  of to ta l  fo re ig n  d i r e c t  in v e s tm e n ts  in  Canada. H e r  to ta l  

r e a c h e d  an am ount of $11, 284 m il l io n  out of the  to ta l  of $13, 737 m ill io n . 

The U nited  Kingdom  he ld  i ts  own at a l i t t le  l e s s  than  12 p e rc e n t ;  how ever ,
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h e r  to ta l  am ount i n c r e a s e d  by  24 p e rc e n t  f ro m  $1, 296 m illion, to  

$1, 613 m il l io n  fo r  the  t h r e e - y e a r  p e r io d .  The r e m a in in g  6 p e rc e n t  

w as  su p p lied  by W e s te rn  E u ro p e a n  c o u n tr ie s .  T h e i r  am oun ts  i n c r e a s e d  

f ro m  $539 m i l l io n 'to  $840 million* an in c r e a s e  of 55 p e r c e n t  fo r  the 

t h r e e - y e a r  period* w hile  t h e i r  r e la t iv e  s h a r e  r e m a in e d  unchanged.

As w as po in ted  out e a r l i e r ,  C anada w as not a lw ays a c a p i ta l  

im p o r t in g  na tion  but has  b een  a  c a p i ta l  ex p o rtin g  na tion  as  w ell .  C anada 

w as  a  c a p i ta l  e x p o r te r  fo r  s ix te e n  y e a r s  f ro m  1933 to  1949. H er  to ta l  

net c a p i ta l  outflows fo r  th is  p e r io d  w e re  $7, 500 m il l io n .  T h is  in c lu d es  

changes  in o ff ic ia l  ho ld ings  of gold, s te r l in g  and U nited’S ta te s  d o l la r s .

In 1950 C anada r e s u m e d  h e r  h i s to r ic  r o le  a s  a  c a p i ta l  i m p o r t e r  and 

im p o r te d  fo re ig n  c a p i ta l  e v e ry  s in g le  y e a r  w ith  the  excep tion  of 1952 

in  w hich  sh e  ex p o r te d  $164 m ill io n .

The exp lana tion  of why C anada b e c a m e  an e x p o r te r  of c a p i ta l  

du r in g  the  s ix t e e m y e a r  p e r io d  is  found not in  the  sudden  C anad ian  

a b il i ty  to  g e n e ra te  enough hom e sav in g s  fo r  i ts  r e q u i r e d  in v e s tm e n ts  

but f ro m  Second W orld  W ar e f fo r ts .  Canada, as  an a l ly  of th e  United 

S ta te s  and G re a t  B r i ta in ,  "u n d er to o k  to  supply  a m a jo r  s h a r e  of the 

r e s o u r c e s  n e c e s s a r y  f o r  the  w a r  e f fo r ts  and f o r  th e  r e c o n s t r u c t io n  of 

E u ro p e  th a t  followed. " 41 P r o f e s s o r  A itken  exp la ins  that:

P r i m a r i l y  r e s p o n s ib le  fo r  the  m a s s iv e  e x p o r ts  of c a p i ta l  
d u r in g  the  w a r  y e a r s  w e re  C anadian  co n tr ib u tio n s  to  m u tu a l  a id  
to  th e  a l l ie d  p o w e rs  and a s p e c ia l  c o n tr ib u tio n  of $1, 000 m il l io n

41 A itken, op. c i t . , p. 52.
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m a d e  to  the  U. K. fo r  the  p u rc h a s e  of w a r  su p p lie s  in  Canada, in
1942. E x te n s iv e  r e p a t r ia t io n s  of C anadian  s e c u r i t i e s  owned in
the  U .K . a lso  r e f le c te d  the  p r e s s u r e s  of w a r  f in an ce  and added

49to  the  c a p i ta l  outflow. ^

Continuing,. P r o f e s s o r  A itken  h a s  th is  p r a i s e  fo r  the  C anadian

econom y:

That such  l a r g e  c a p i ta l  e x p o r ts  could  be g e n e ra te d  when c a l le d  
fo r  r e f le c te d  the  s t r e n g th  of th e  C anad ian  econom y and th e  m a tu r i ty  
of i t s  f i s c a l  and m o n e ta ry  in s t i tu t io n s .  42

He f u r th e r  po in ts  out that:

The r e su m p t io n  of h eavy  c a p i ta l  im p o r t s  in  the  e a r ly  1950 's  
r e f le c te d  a r e t u r n  to  the  h i s to r i c a l  p a t t e r n  of C anad ian  d e v e lo p ­
m ent: g row th  ach ie v e d  by  the  a p p lica t io n  of s o p h is t ic a te d  t e c h ­
nology to  v i rg in  r e s o u r c e s ,  w ith  the  a id  of c a p i ta l  b o r ro w e d  f ro m  
m o re  advanced  a r e a s .  44

T o ta l  fo re ig n  in v e s tm e n t  in C anada in c r e a s e d  by  242 p e rc e n t  

o r  $16, 657 m il l io n  d u r in g  the 1939-1961 p e r io d ,  f ro m  $6, 913 m il l io n  

in  1939 to  $23, 570 m il l io n  in 1961. Of th is  in c r e a s e  the  U nited  S ta tes  

co n tr ib u te d  82 p e r c e n t  o r  $13, 815 m illion ; the  U nited  K in g d o m 's  c o n ­

t r ib u t io n  w as  v e r y  s m a l l ,  only 6. 6 p e r c e n t  o r  $1, 109 m illion ; and the  

co n tr ib u tio n  of a l l  the  o th e r  c o u n tr ie s  w as  a l i t t l e  o v e r  11 p e rc e n t ,  o r  

$1, 933 m ill io n ,  Of to ta l  U nited  S ta te s  in v e s tm e n t  in  Canada, d i r e c t  

in v e s tm e n t  acco u n ted  fo r  75 p e r c e n t  o r  $10, 403 m il l io n  at the  end of 

1961. The r e m a in in g  25 p e r c e n t  w as m a in ly  in  p o r tfo l io  and so m e  in 

r e a l  e s ta te  and m o r tg a g e s .

42I b id . , pp. 51-52.

4 ^Ib id . , p. 53.

44Ib id .
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By the  end of 1963, a c c o rd in g  to  th e  U nited  S ta te s  D e p a r tm e n t  

of C o m m e rc e ,  45 to ta l  U nited  S ta tes  p r iv a te  in v e s tm e n t  o u ts id e  the 

U nited  S ta tes  w as $66, 366 m il l io n .  G eo g ra p h ic a l  d is t r ib u t io n  show s 

th a t  C anada r e c e iv e d  m o r e  than  any o th e r  s in g le  co u n try  o r  " g e o g ra p h ­

ic a l  a r e a ,  " $21, 568 m il l io n  o r  32. 5 p e rc e n t  of the  to ta l .

The l a t e s t  C anad ian  d a ta  av a i lab le ,  a c c o rd in g  to 'D r .  A. E.

A. RS a fa r ia n ,  show s tha t  th e  book v a lu e  of a l l  foreign! lo n g - te r m  in v e s t ­

m e n t  in C anada am oun ted  to $25, 000 m il l io n  at the  end of 1963. About 

40 p e r c e n t  o r  $10, 000 m il l io n  w as in p o r tfo l io  in v e s tm e n t  and  the  

r e m a in in g  60 p e r c e n t  o r  $15, 000 m il l io n  r e p r e s e n t e d  d i r e c t  in v e s t ­

m en t .  Of th is  $15, 000 m il l io n  U nited  S ta tes  in v e s to r s  su p p lied  a round  

fo u r - f i f th s ,  o r  $12, 000 m il l io n .

R ec en tly  in  C anada g r e a t  c o n c e rn  has  b een  shown r e la t iv e  to  

d i r e c t  fo re ig n  in v e s tm e n t  fo r  t h r e e  r e la te d  r e a s o n s :  f i r s t ,  the  s iz e ,  

ab so lu te  a s  w ell  as  r e la t iv e ,  h as  i n c r e a s e d  e n o rm o u s ly  s in c e  the end 

of the  Second W orld  W ar ,  accoun ting  fo r  60 p e r c e n t  of a l l  fo re ig n  i n ­

v e s tm e n t  in  Canada, "p lay ing  a m o s t  dynam ic r o le  in the  r e c e n t  p e r io d  

of a c c e le r a te d  C anad ian  d ev e lo p m en t" ; ^  s econd , b e c a u s e  of i ts

45 U. S. D e p a r tm e n t  of C o m m e rc e ,  op. c i t . , pp. 9-11.

4 6A. E. S a fa r ia n ,  " F o re ig n  O w nersh ip  and C o n tro l  of 
C a n a d ia n  In d u s try ,  " The P r o s p e c t  of Change: P r o p o s a l s  fo r  C a n a d a 's  
F u t u r e , ed. A b ra h a m  R o ts te in  (Toronto: M cG raw -H il l  Co. , of C anada 
Ltd. , 1965), p. 223.

47 D om inion  B u re a u  of S ta t i s t ic s ,  1924-1954, op. c i t . , p. 23.
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dynam ic  r o le  " i t  has  b e co m e  a; le ad in g  fo ca l  point fo r  o b s e rv in g  the  

im p a c t  of in v e s tm e n t  of e x te rn a l  c a p i ta l  in  Canada"; th i rd ,  and the  

m o s t  im p o r ta n t  fo r  our  r e s e a r c h ,  i s  the  s in g le  s o u rc e  of s u p p ly - - th e  

U nited  S ta te s .  Added to  th e s e  f a c to r s  is  the  unique c h a r a c t e r i s t i c  

of d i re c t  in v e s tm e n t - -o w n e rs h ip  and c o n tro l  of in d u s t r ie s  and  c o r p o ­

ra t io n s  in C anada..  T h is  h a s  c r e a te d  an a tm o s p h e re  in  C anada of u n ­

c e r ta in ty ,  c r i t i c i s m s  a n d f e a r s  of A m e r ic a n  econom ic  dom ination  

th ro u g h  th e  c o n tro l  of C anadian  in d u s t r i e s .

It is  im p o r ta n t ,  t h e r e fo r e ,  th a t  a .fu ll  c o n s id e ra t io n  be  given 

to  the  s p e c ia l  c h a r a c t e r i s t i c s  of d i r e c t  in v e s tm e n t - - th e  ex ten t of 

fo re ig n  o w n ersh ip  and  c o n tro l  of Canadian, in d u s t r ie s  and  the  a v a i la b le  

ev idence  r e s p e c t in g  the econom ic  c o n seq u en ces  of such  in v e s tm e n ts .

But b e fo re  we tu rn  o u r  a t ten tio n  to  th e se  f a c to r - p r o b le m s  we 

m u s t  ex am in e  the  r e a s o n s  why such  in v e s tm e n t  ta k e s  p la c e .  E v id en ce  

show s th a t  c a p i ta l  inflow s to  C anada  du ring  the  1950-1963 p e r io d  

o r ig in a te d  f ro m  two s o u rc e s :  d i r e c t  in v e s tm e n ts  l a r g e ly  f ro m  the  

U nited  S ta tes  and net new i s s u e s  of C anad ian  s e c u r i t i e s  so ld  m o s t ly  in  

the  U nited S ta te s .  (Tab le  2 p ro v id e s  a fu ll  s o u rc e  s u m m a r y , )

T h e re  a r e  m an y  r e a s o n s  o r  m o tiv e s  why peop le  in v e s t  ab ro ad .  

T he e m p i r ic a l  s tu d ie s  show th a t  the  p r o f i t - d i r e c t e d  m o tiv e  is  not a l l  

in c lu s iv e .  O th e r  m o tiv e s  a r e  im p o r ta n t  too. A cco rd in g  to  an O reg o n  

s tudy ,

A l th o u g h 'in c re a s e d  p ro f i t  w as  the avow ed o b jec tive  of 20 of the 72 
c o m p a n ie s ,  i t  w as  the  s in g le  r e p o r t e d  m o tive  f o r  only 8 c o m p an ie s .
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N e a r ly  ha lf  of th e se  r e p o r t in g  s ta te d  th a t  th e i r  m o tiv e s  w e r e  dual 
o r  e n c o m p a sse d  s e v e r a l  ob jec tiv es ;  o n e-f if th  gave a  s in g le  m otive  
o th e r  th an  in c r e a s e d  p ro f i t s .  48

The tab le  below  s u m m a r iz e s  The O reg o n  S tu d y  findings:

TA B LE 2

DISTRIBUTION O F  MOTIVES TO INVEST ABROAD, 
R E P O R T E D  BY 72 COMPANIES, 1959

N u m b er  of
M otives C om pan ies

In c re a s e d  p r o f i t s .......................................................................... 20
Expand fo re ig n  d em and  o r  m a r k e t ...................................  19
N a tio n a l ism  and fo re ig n  r e s t r i c t i o n s  14
To. ob ta in  raw  m a t e r i a l s . ....................................................... 12
L o w er  c o s ts  a b ro a d  ( labo r  and  b e t t e r  technology) . . .  7
D i v e r s i f i c a t i o n . ...................................................   5
S h o rtag e  of d o l la r s  fo r  im p o r ts  in  the  h o s t  co u n try .  . . 4
M ain ta in  s u p p l ie r  r e la t io n  w ith  c u s t o m e r ......................  4
P o o r  p e r fo r m a n c e  of lo c a l  d i s t r i b u t o r s ......................  3
N e c e s s i ty  to  adopt p ro d u c t  to  fo re ig n  dem ands  . . . .  3
To p ro te c t  p a te n ts  by  w o rk in g  t h e m ...................................  2
To develop p r iv a te  e n t e r p r i s e  a b ro a d   ................................  2
To ra is e - l iv in g  s ta n d a rd s  a b r o a d . ...................................  1
To p r o te c t  the  U. S. m a r k e t ................................................  1

S ource :  U n iv e rs i ty  of O reg o n  F o re ig n  In v e s tm e n t  Q u e s t io n n a ire

4 q
A nother  s u rv e y  conducted  du r in g  1960-1961^ show s th a t  48 

p e r c e n t  of the  re sp o n d e n ts  c i te d  "new m a r k e t s "  as  the  m o s t  im p o r ta n t  

f a c to r  in  t h e i r  d e c is io n  to  in v e s t  a b ro a d ,  h ig h e r  p ro f i t s  w e r e  c i te d  by

AQ
R aym ond F. M ik e se l l  (ed. ), U. S. P r iv a t e  and G o v ern m en t 

In v e s tm e n t  A b ro ad  (Eugene: U n iv e r s i ty  of O reg o n  P r e s s ,  1962), 
p. 88. H -ereafter  r e f e r r e d  to  a s  The O reg o n  S tudy.

49 O v e r s e a s  O p e ra t io n s  of U .S . In d u s t r ia l  C o m p an ies ,  1960-61 
(New York: M cG raw -H il l  C o . ,  1960).
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20 p e r c e n t  of the  re sp o n d e n ts ,  t r a d e  r e s t r i c t io n s  w e re  c i te d  b y  16 

p e r c e n t  of the  re sp o n d e n ts ,  and only 6 p e r c e n t  m en tio n ed  lo w -c o s t  

f o r e ig n  la b o u r  as  the  p r im a r y  in d u cem en t to  in v e s t  ab ro ad .

P r o f e s s o r s  B arlow  and W ender ,  in t h e i r  s tudy  e n t i t le d  F o re ig n  

In v e s tm e n t  and Taxation , c i ted  s ix  im p o r ta n t  r e a s o n s  f o r  in v e s t in g  

ab road :

. . .  (1) m a in te n a n c e  of m a r k e t s  fo r  co m p an ie s  in the  m a n u f a c tu r ­
ing field; (2) a v a i la b i l i ty  of raw  m a te r i a l s  fo r  co m p an ie s  in the  
e x t r a c t iv e  fie ld ; (3) expans ion  of e x is t in g  o p e ra t io n s  w ith  a p a r t i c ­
u l a r  co u n try  to  m e e t  g r e a t e r  need; (4) deve lopm en t of fo re ig n  
m a r k e t s  fo r  p r e s e n t  p ro d u c t  l in e s ;  (5) in s t ig a t io n  fo r  o th e r s  d e s i r ­
ing the  com pany  to  o p e ra te  w ith in  a p a r t i c u la r  country ; (6) p o s s i ­
b i l i t ie s  fo r  u nusua lly  l a r g e  p ro f i t s .  51

P r o f e s s o r  M ik ese l l ,  how ever,, holds th a t  " c o rp o ra t io n s  u su a lly  dec ide

to  in v e s t  a b ro a d  as  a  n a tu ra l  co n seq u en ce  of so m e  p h a se  of th e i r

c u r r e n t  o p e ra t io n s .  °

T h e se  m o tiv e s ,  h o w ev er  n u m e ro u s ,  do not exp la in  fu lly  why 

U nited  S ta tes  in v e s to r s  in v e s t  in  Canada. T h e re  a r e  so m e  s p e c ia l  

f a c to r s  w hich  e n te r  the  m in d s  of the  b o a rd  of d i r e c to r s  of an in v e s t in g  

c o rp o ra t io n  to  in v e s t  in  Canada, f a c to r s  th a t  m ak e  C anada a m o r e  

a t t r a c t iv e  p la c e  fo r  in v e s tm e n ts  than  any  o th e r  c o u n try  in  the  w o rld .  

Am ong th e s e  s p e c ia l  f a c to r s  a r e  the g e o g ra p h ic a l  p ro x im ity  of C anada

R. B ar low  and I r a  T. W ender, F o r e ig n  In v e s tm e n t  and 
T ax a tio n  (Englewood Cliffs: P r e n t i c e -H a l l ,  I n c . ,  1955).

51I b i d . , p. 146.
52 R aym ond M ik ese l l ,  P ro m o t in g  U. S. P r iv a te  In v es tm en t  

A broad  (W ashington D. C. : N a tiona l P lan n in g  A sso c .  , 1957), p. 28.
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to  the U nited  S ta tes  and the fa c t  tha t  both c o u n tr ie s ,  have  e x p e r ie n c e d  

v e r y  s im i l a r  econom ic , p o l i t ic a l  and so c ia l  d ev e lo p m en ts .  It is  

c la im e d  th a t  p o l i t ic a l  s ta b i l i ty  in  C anada has  b een  the  dom inan t f a c to r  

in  the  d e c is io n s  of U nited  S ta te s  in v e s to r s  to in v e s t  in  Canada. The

c o
a u th o rs  of C a n a d ia n -A m e r ic a n  In d u s t ry , c la im e d .in  1936 that:

G eography  and h i s to r y  have m ad e  i t  in e v i ta b le  th a t  the  e c o ­
n om ic  s t r u c t u r e s  of C anada and the  U nited  S ta te s  should  b eco m e  
c lo se ly  in te r tw in ed .

In 1957 the  Royal C o m m is s io n 's  Study on C an a d a -U n ited :S ta te s

E co n o m ic  R e la t io n s ^  s ta te d  the  r e a s o n s  fo r  fo re ig n  in v e s to r s  w anting

to  in v e s t  in  C anada as  follows:

. . . C anada h as  had  a long t ra d i t io n  of f re e d o m  fo r  the  flow of 
c a p i ta l  and in co m e  a c r o s s  i ts  b o r d e r .  C anada  h a s  a lso  had a. long 
h i s to r y  of s ta b le  and o r d e r ly  g o v ern m en t.  In add ition , a  sk i l le d  
l a b o r  fo rc e  and a h igh ly  developed  ed u ca t io n a l  s y s te m ,  an  a d e ­
quate  t r a n s p o r ta t io n  n e tw o rk  and o th e r  s o c ia l - c a p i t a l  f a c i l i t i e s ,  
r e a s o n a b ly  s ta b le  econom ic  and s o e ia l  cond it ions ,  a s t ro n g  d e s i r e  
fo r  m a t e r i a l  ad v an cem en t,  and p o s it iv e  e n c o u ra g e m e n t  by  a l l  
le v e ls  of g o v e rn m en t . .. .

P r o f e s s o r  M . . K. Inm an  adds a n o th e r  v e r y  im p o r ta n t  r e a s o n  

fo r  U nited  S ta tes  in v e s tm e n t  in  Canada. It i s  to  b y - p a s s  the  C o m m o n ­

w e a l th  p r e f e r e n t i a l  t a r i f f  w a ll  and s e l l  f ro m  C anada  to  the  o th e r

53 F r a n k  S ou thard  e t a l ., C a n a d ia n -A m e r ic a n  In d u s try  (New 
Haven: Yale U n iv e r s i ty  P r e s s ,  1936).

54Ib id . , ' p. 1 and C h a p te r  I.

55 i "I rv in g  B r e c h e r  and  S. S. R e ism a n , C an a d a -U n ited  S ta tes
E co n o m ic  R e la tio n s  (Ottawa: Q u e e n 's  P r in t e r ,  1957, The Royal 
C o m m is s io n  on C a n a d a 's  E co n o m ic  P ro s p e c t s ) .

56Ibid. , p. 114.
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co m m o n w ea lth  c o u n tr ie s .  He w r i te s ,  " A m e r ic a n  b ra n c h  p la n ts  a r e  

e s ta b l i s h e d  as  th e  m e a n s  of tak in g  advantage, of the  B r i t i s h  C o m m o n ­

w ea lth  p r e f e r e n t i a l  ta r if f .

P r o f e s s o r  H. G. Jo h n so n  exp la ins  i t  in th is  way:

. . . the  t a r i f f  c r e a te s  a p ro f i t  in cen tiv e  fo r  fo re ig n  f i r m s  to  
e s ta b l i s h  b ra n c h  p lan ts  and s u b s id ia r ie s  in  C anada in  o r d e r  to  
p ro d u c e  in C anada in s id e  the  t a r i f f  w a ll  in s te a d  of ex p o r t in g  to 
Canada o v e r  the t a r i f f  w all. . . . ^

A ssu m in g ,  a s  we do, the  a v a i la b i l i ty  of c a p i ta l  in  the  U nited  

S ta te s ,  the  above r e a s o n s  w ith  the  follow ing two exp la in  p r e t ty  w e ll  why 

U nited  S ta tes  in v e s to r s  and o th e r s  in v e s t  c a p i ta l  in  the  C anad ian  e c o n ­

omy. The Royal C o m m iss io n  exp la ins  th e  two ad d it io n a l m o tiv e s  as  

follow s:

The m o tiv e s  fo r  the  " r e s o u r c e "  type of in v e s tm e n t  u su a lly  
re v o lv e  about the  d e s i r e  to  develop and g u a ra n te e  s o u rc e s  of 
supp ly  fo r  m a te r i a l s  in w hich  U nited  S ta te s  and w o r ld  n eed s  a r e ,  
o r  p r o m is e  to  be , g r e a t e r  than  can  b e  su p p lied  f ro m  ex is t in g  
s o u rc e s .  In 'm o s t  in s ta n c e s ,  c o s t  c o n s id e ra t io n s  have  b een  
dom inant.

The seco n d  b ro a d  m o tiv e  fo r  d i r e c t  in v e s tm e n ts  i s  th a t  of 
b r in g in g  a co m m o d ity  o r  s e r v ic e  in to  the  C anad ian  m a r k e t  a s  an 
ex ten tion  of the  p a re n t  c o m p a n y 's  U nited  S ta tes  o p e ra t io n s .  This  
is  ty p ic a l ly  the  c a s e  fo r  m o r e  h igh ly  f a b r ic a te d  p ro d u c ts .  E x p o r t  
m a r k e t s  m a y  a lso  be  involved  fo r  th is  c a te g o ry  of e n te r p r i s e .  59

^ M a r k - K . .  Inm an, E c o n o m ic s  in  C anadian  Setting  (Toronto : 
The Copp C la rk  P u b l ish in g  Co.. , Ltd. , 1959), p. 712.

58 H a r ry  G. Jo h n so n ,  The C anad ian  Q uandary : E co n o m ic  
P r o b le m s  and P o l ic ie s  (Toronto : M cG raw -H il l  C om pany of Canada, 
1963), p. xi.

59 B r e c h e r  and R e ism a n ,  op. c i t . , p. 117.
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In ad d it io n s The O reg o n  Study su g g e s ts  th a t  once th e r e  has  

b e e n  an in v e s tm e n t  in  a fo re ig n  co u n try  by  a. f i r m ,  then  it  fo llow s th a t  

the  com pany  o r  c o m p an ies  th a t  supply  the  p a re n t  f i r m  w ith  th e  n e c e s ­

s a r y  goods and s e r v i c e s  w ill  follow th e  p a r e n t 's  s u b s id ia ry  a b ro a d  to  

a c c o rd  i t  o r  th e m  the  s a m e  s e r v i c e s .  It is  so m e th in g  of a snow balling  

r e a c t io n  th e o ry .  S ta tes  the  study:

The fac t  th a t  t h e r e  is  a  r i s e  in  fo re ig n  o p e ra t io n s  by m an y  
U nited  S ta tes  c o m p an ie s  h as  p ro v id e d  an in cen tiv e  to  fo re ig n  
in v e s tm e n t  by  U nited  S ta tes  f i r m s  which, n o rm a l ly  supp ly  U nited  
S ta tes  in d u s t r ie s  th a t  have  b e co m e  e s ta b l i s h e d  ab ro ad .

It is  t r u e  no doubt th a t  a l l  th e s e  m o tiv e s  a r e  v a l id  r e a s o n s  fo r  

fo re ig n  in v e s to r s  to  in v e s t  in  Canada; h ow ever ,  eco n o m ic a l ly  we m u s t  

conclude tha t i t  i s  m a in ly  the  p ro f i t  m o tive  th a t  in  the  end e n c o u ra g e s  

not only fo re ig n e r s  to  in v e s t  in C anada  but a l l  in v e s to r s  to  in v e s t  a n y ­

w h e re .

It h as  b een  su g g e s te d  th a t  p e rh a p s  t h e r e  h a s  b een  too m u ch  

e m p h a s is  p laced  on ta r i f f s  and  the  low c o s t  of p ro d u c tio n  as  an  in d u c e ­

m e n t  to  United S ta tes  d i r e c t  in v e s tm e n t .  It can  be  a rg u e d  th a t  s in c e  

W o rld  W ar II t a r i f f s  in  C anada and s p e c ia l  C om m onw ealth  p r e f e r e n t i a l  

t r e a tm e n t  have b e c o m e  l e s s  im p o r ta n t ,  and th a t  ta r i f f s  have  b e co m e  

l e s s  in f lu en tia l  in  U nited  S ta te s  fo re ig n  in v e s tm e n t  in  C anada. P r o f e s ­

s o r  R adford , in  h is  s tudy  on C a n a d a 's  p o s tw a r  c a p i ta l  inflow s up to 

1953, s ta t e s  th a t  " it  is  doubtful . . . w h e th e r  the  p o s tw a r  c a p i ta l

®^The O regon  S tudy, op. c i t . , p. 90.
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influx h as  been, m u ch  a f fec ted  b y  the  ta r i f f .  " He a lso  fe e ls  th a t  

C anad ian  ta r i f f  po licy  a s  a s t im u la n t  fo r  " fo re ig n  in v e s tm e n t  is  p e rh a p s  

debatab le .

Th is  i s  a d m it te d  by  the  Royal C o m m iss io n .  H ow ever, the  

p r e s e n t  le v e l  of the  C anad ian  ta r i f f  is  s t i l l  too. high and th e r e f o r e  s t i l l  

an im p o r ta n t  s t im u la n t  fo r  fo re ig n  in v e s to r s  to  in v e s t  in Canada. Thus 

th e  C o m m iss io n  a c c o rd s  m o re  im p o r ta n c e  to  the  t a r i f f  than ' D r. R ad fo rd  

does . T he C o m m iss io n  s ta te s  why:'

The C anadian  t a r i f f  has  p ro b a b ly  been, of l e s s  im p o r ta n c e  in 
the  p o s tw a r  p e r io d  than  in  the  in te rw a r  p e r io d  in a t t ra c t in g ,  i n v e s t ­
m en t to  C anada. . . . N e v e r th e le s s ,  g iven  C anad ian  ta r i f f s ,  the  
n o n re s id e n t  o f ten 'f in d s  d i r e c t  in v e s tm e n t  in  C anada  a  conven ien t 
and m o re  p ro f i ta b le  a l te rn a t iv e  to  s e rv in g  the  C a n a d ia n  m a r k e t  
through- e x p o r ts .

R e c e n tly  lo w e r  p ro d u c tio n  c o s ts  have.been- in c r e a s in g ly  

s u g g e s te d  as  the  m o s t  co m m o n  m otive  f o r  in v e s tm e n t  a b ro a d  by U nited  

S ta te s

. . . b u s in e s s m e n ,  la b o u r  l e a d e r s ,  p o l i t ic ia n s ,  ec o n o m is ts ,  
e s p e c ia l ly  anyone of th e se  w ith a p ro c l iv i ty  f o r  p ro te c t io n .  ^

®^R. A. R adford , " C a n a d a 's  C ap ita l  Inflows, 1946-53, " 
In te rn a t io n a l  M o n e ta ry  Fund Staff P a p e r s , Vol. IV (F e b ru a ry ,  1957), 
p. 114.

62 B r e c h e r  and R e ism a n ,  op. c i t .., p. 117. F o r  f u r th e r  d i s ­
c u s s io n s  of the  m o tiv e s  s e e  pp. 116-119 in th is  r e f e r e n c e .

R o b e r t  W helan  Knapp, United S ta tes  D ire c t  In v e s tm e n t  in 
C anada, 1950-1960 , Ph . D. d i s s e r ta t io n ,  School of E c o n o m ic s ,  
C o m m e r c e - B u s in e s s ,  U n iv e r s i ty  of M ich igan  (A nn 'A rbor: U n iv e rs i ty  
M ic ro f i lm s ,  I n c . ,  1963), p. 18.
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The ev idence  w ith  r e s p e c t  to  Canada, h ow ever ,  in d ic a te s  th a t  such  

su g g e s t io n s  a r e  in c o r r e c t ,  and  in fa c t  C anada is  g e n e ra l ly  a h ig h e r -  

c o s t  p ro d u c e r  than  the  United S ta tes .  A s u rv e y  conducted  by  the  

N ationa l In d u s t r ia l  C o n fe ren ce  B o a rd  on large^ A m erican , m a n u fa c tu r in g  

f i r m s  lo c a te d  in  in d u s t r i a l i z e d  c o u n tr ie s  and p ro d u c in g  the  s a m e  o r  

s im i l a r  goods a s  in the  U nited  S ta tes  c o m p a re d  the  r e l a t iv e  c o s ts  of 

p ro d u c in g  th e se  goods in  U nited  S ta tes  and in d u s t r ia l iz e d  c o u n tr ie s .

The f indings of th is  s tudy  a r e  g iven  in  T ab le  3, w hich  c o n f irm s  th a t  

C anada on. the  a g g re g a te  is  a h ig h e r - c o s t  p ro d u c e r  th an  the  U nited  

S ta te s ,  a lthough in  C anada la b o u r  c o s ts  a r e - lo w e r  than  m  the U nited  

S ta te s .  L a b o u r  c o s ts  a r e  m o re  than  offse t by  h ig h e r  c o s ts  of m a te r ia l s .  

As T ab le  3 show s, C anad ian  c o s t  of p ro d u c tio n  is  about 10 p e rc e n t  

h ig h e r  than  th a t  of the  U nited  S ta te s .

The exp lana tion  fo r  h ig h e r  C anadian  c o s ts  of p ro d u c tio n  

a c c o rd in g  to  the  s u rv e y  is:

C om pan ies  o p e ra t in g  t h e r e  can  se ld o m  a ch iev e  a c o m p a ra b le  
s c a le  of p ro d u c tio n  o r  r e ly  on a c o m p a ra b le  n e tw o rk  of ou ts ide ,  
s p e c ia l iz e d  s u p p l ie r s .  65

Thus we m a y  conclude on the  b a s i s  of th is  s u rv e y  th a t  the 

c o s t  of p ro d u c tio n  in Canada, a t  l e a s t ,  would ac t  a s  a d e te r r e n t  r a t h e r  

th a n  am in d u cem en t to  U nited  S ta tes  in v e s tm e n t  in  Canada.

^ T h e o d o r e  G ates  and  F a b ia n  L inden, C o s ts  and C o m p e ti t io n , 
A m e r ic a n  E x p e r ie n c e  A b ro ad  (New York: N ational I n d u s t r ia l  C o n fe r ­
ence  B o a rd ,  1961), pp. 85-90.

65I b id , , p. 90.
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TA BLE 3

R ELA TIV E COSTS OF PRODUCTION, CANADA 
AND THE UNITED STATES, 1960 

(All f ig u re s  a r e  in p e rc e n ta g e s )

P la n t Sub­ Sales O th e r
T o ta l
Unit
C ostM a te r ia l L a b o u r O v e rh e a d to ta l

Canada 47 17 19 83 20 7 n o

U nited  S ta tes 36 18 19 73 20 7 100

D iffe ren ce +11 -1 0 +10 0 0 +10

Source: N ationa l In d u s t r ia l  C o n fe ren ce  B o a rd ,  C o s ts  and C om petition , 
p. 84.

In co nc lus ion  i t  shou ld  be  kep t in  m ind  th a t  the  o v e r r id in g  

f a c to r  th a t  p ro v id e s  the  b a s ic  m o tiv e  fo r  U nited  S ta tes  in v e s to r s  to 

in v e s t  in  C anada is  the p r o s p e c t  of h ig h e r  p ro f i t s .  The s e c o n d a ry  

m o tiv e s  a r e  a  f a v o ra b le  in v e s tm e n t  c l im a te ,  bo th  eco n o m ica l  and p o l i t ­

ic a l ,  and the  p ro x im i ty  and s im i l a r i t y  of econom ic  as  w e ll  a s  s o c ia l  

and  p o l i t ic a l  in s t i tu t io n s  of the  two c o u n tr ie s .

Next we m u s t  c o n s id e r  a n e g le c te d  but im p o r ta n t  is su e :  why 

do f o r e ig n e r s  d e s i r e  c o n tro l  th ro u g h  d i r e c t  in v e s tm e n t  in s te a d  of m a in ­

ta in in g  p o r tfo l io  h o ld in g s?  S im ply, why h as  t h e r e  b e e n  a  sh if t  f ro m  

p o r tfo l io  in v e s tm e n t  to  d i r e c t  in v e s tm e n t ,  w hich c a r r i e s  su ch  o w n e r ­

sh ip  and c o n t ro l?  It is  im p o r ta n t  th a t  a r e a s o n a b le  a n s w e r  be p ro v id ed .



55

R ecen t deba te  in C anada has  c e n te r e d  a ro u n d  fo re ig n  c o n tro l  of

C anad ian  in d u s t r ie s  r a t h e r  th an  fo re ig n  c a p ita l  in v e s tm e n t  p e r  s e .

The m o s t  s a t i s f a c to r y  econom ic  a n s w e r  i s  p ro v id e d  by  Dr.

R RS. H y m er  in  h is  d o c to ra l  d is s e r ta t io n .  His th e o ry  of d i r e c t  in v e s t ­

m e n t  goes so m e th in g  l ik e  th is :  d i re c t  in v e s tm e n t  invo lves  the  i n t e r ­

n a t io n a l  o p e ra t io n  not of f in a n c ia l  but of e n t r e p r e n e u r ia l  ta le n t .  It is  

co m p e ti t iv e  advan tage  th a t  d ec id es  w h e th e r  a f i r m  w ill  e s ta b l i s h  a 

b r a n c h  o r  s u b s id ia ry  a b ro a d .  D ire c t  in v e s tm e n t  w ill  tak e  p la c e  when 

the  f i r m  h a s  an advan tage  o v e r  the  lo c a l  (national) c o m p e t i to r s .  The
v

ad v an tag e  m a y  be b a s e d  on s u p e r io r  a c c e s s  to c a p i ta l  o r  m a r k e t s ,

g r e a t e r  co m m an d  o v e r  p a te n ts  o r  technology , o r  s u p e r io r  e ff ic iency

in  d e c is io n -m a k in g .  C o n tro l  i s  m a in ta in e d  ( re ta in ed )  so  as  to  exploit

the  fu ll econom ic  r e t u r n - - o r  econom ic  r e n t - - o f  the  s p e c ia l  co m p eti t iv e

advan tage , and 100 p e r c e n t  o w n ersh ip  p ro v id e s  the  g r e a t e s t  p o s s ib le

6 7c o n tro l  and, th e r e fo r e ,  is  p r e f e r r e d .  T h is  a n a ly s is ,  of c o u r s e ,  is  

b a s e d  on the  e c o n o m is t 's  a s su m p t io n  th a t  f i r m s  do s e e k  to  m a x im iz e  

p ro f i t s ,  and it  fo llow s th a t  c a p i ta l  r e c o g n iz e s  no p o l i t ic a l  (national) 

b o u n d a r ie s .  On the  s a m e  q u e s t io n - - fo r e ig n  d e s i r e  fo r  100 p e rc e n t  

o w n e r s h ip - - th e  Royal C o m m is s io n  gave fo u r  r e a so n s :

F i r s t ,  t h e r e  is  the  obvious r e lu c ta n c e  by  c o m p a n ie s - -w h ic h  
have tak en  c a p i ta l  r i s k s ,  b u il t  a p ro f i ta b le  o p e ra t io n  and do not 
need  o u ts id e  c a p i t a l r - t o  s h a r e  th e i r  p ro f i t s  w ith  o th e r  in v e s to r s .

R R Stephen  H y m er ,  T he T h e o ry  of D ire c t  In v e s tm e n t (D octo ra l  
d i s s e r ta t io n ,  M a ss a c h u se t ts  In s t i tu te  of Technology, 1960).

67Ibid, , p. 50.
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T h is  r e lu c ta n c e  is  by  no m e a n s  unique to  foreign , c o m p an ie s  i n v e s t ­
ing; in C anada. Secondly, th e r e  i s  the  p o s s ib i l i ty  th a t  the  p a re n t  
com pany  m a y  lo se  so m e  f re e d o m  of ac tio n  in  i ts  r e la t io n  w ith  the  
s u b s id ia ry  when the  s t r u c tu r e  of the  l a t t e r  is  r e v i s e d  to  p e r m i t  
m in o r i ty  p a r t ic ip a t io n - - e v e n  w h e re  the  fo re ig n  c o rp o ra t io n  c o n ­
tin u e s  to  hold  vo ting  con tro l;  the s a m e  l im i ta t io n s  on f re e d o m  of 
ac t io n  m a y  apply  to  the  s u b s id ia r y 's  m a n a g e m e n t  as  w ell. Such 
l im i ta t io n s  m a y  a r i s e  b e c a u s e  of co n flic ts  of i n t e r e s t  b e tw een  the  
m a jo r i ty  and m in o r i ty  s h a re h o ld e r s  on su ch  s h a r e  p o licy  i s s u e s  
as  d iv idend  d is t r ib u t io n s ,  s c a le  of o p e ra t io n s ,  p lan t lo ca t io n  and 
o th e r  im p o r ta n t  a r e a s  of c o r p o ra te  d e c is io n  m ak ing . T h ird ly ,  
th e r e  a r e  a n u m b e r  of te c h n ic a l  p ro b le m s  to  b e  c o n s id e re d .  F o r  
ex am p le ,  in  m an y  c a s e s  c o s ts  fo r  such  a c t iv i t ie s  as  r e s e a r c h  and 
t r a in in g  p r o g r a m m e s  a r e  not a l lo c a te d  p r e c i s e l y  be tw een  p a re n t  
and su b s id ia ry ;  s im i l a r ly  fo r  ow nersh ip  and v a lu a t io n  of p a r t i c u la r  
a s s e t s .  A public  i s s u e  of equ ity  s to c k  would p r e s u m a b ly  r e q u i r e  
a  m o r e  e la b o ra te  and p r e c i s e  accoun ting  s y s te m  to  r e c o r d  t r a n s ­
a c t io n s  b e tw een  p a r e n t  and su b s id ia ry .  F o u r th ly ,  pub lic  equ ity  
p a r t ic ip a t io n  e n ta i ls  the  p u b lica tio n  of f in a n c ia l  s ta te m e n ts  r e v e a l ­
ing so m e  a s p e c ts  of the  co m p a n y 's  C anad ian  o p e ra t io n s  w hich  it 
m igh t p r e f e r  to  keep  confiden tia l.  F in a l ly ,  C anad ian  tax  law  has  
had  the  e ffec t  of im p o s in g  a  w ithhold ing  ta x  p e n a l ty  on -fo re ig n -  
owned co m p an ie s  in  w hich  the fo re ig n  equ ity  i s  l e s s  than  95 p e rc e n t ;  
th is  tax  d is in c e n t iv e  to  ex tending  C anad ian  equ ity  p a r t ic ip a t io n  was 
r e c e n t ly  re m o v e d .

R e tu rn in g  to  the  defin ition  of fo re ig n  d i r e c t  in v e s tm e n t ,  the

In te rn a t io n a l  M o n e ta ry  Fund  defines  i t  a s  follows:

. . . in v e s tm e n t  m ad e  to  c r e a te  o r  expand  so m e  kind of p e rm a n e n t  
i n t e r e s t  in  an  in v es tm en t;  i t  im p l ie s  a d e g re e  of co n tro l  o v e r  i ts  
m a n a g e m e n t.  In the c a s e  of p o r tfo l io  in v e s tm e n t ,  on the  o th e r  
hand, the  in v e s to r  h a s  no in ten tion  of playing, a  m a jo r  r o le  in  the  
d i re c t io n  of p o l ic ie s  of the  e n te rp r i s e ;  he is  in f luenced  by  such  
c o n s id e ra t io n s  as  m a r k e t  ab ili ty , in c o m e  y ie ld , p o s s ib i l i t ie s  fo r  
ca p i ta l  a p p re c ia t io n ,  tax  ad v an tag es ,  exchange r a t e  p r o s p e c t s ,  and 
s a fe ty  of p r in c ip a l .  B o rd e r l in e  c a s e s  e x is t  be tw een  d i r e c t  and 
p o r tfo l io  in v e s tm e n t ,  bu t a l a r g e r  p a r t  of a l l  in v e s tm e n t  can  in 
p r a c t i c e  be  d is t in g u ish e d  a s  belonging  to  one o r  th e  o th e r  c a t e ­
gory . . . .6 9

66]3 recher  and R e ism a n ,  op. c i t . , pp. 125-126.

^ i n t e r n a t i o n a l  M o n e ta ry  Fund, B a lan ce  of P a y m e n ts  M anual 
(3 rd  ed. , Ju ly ,  1961).
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The Dominion. B u re a u  of S ta t is t ic s  exp la ins  that:

M ost d i re c t  in v e s tm e n t  is  m ad e  to expand an e n t e r p r i s e  
beyond  the  n a tio n a l b o u n d a r ie s  of i ts  hom e co u n try ,  e i th e r  by  
e s ta b l is h in g  f a c to r ie s  and s a le s  o rg a n iz a t io n s  a b ro a d  o r  by  p r o ­
ducing, o r  p ro d u c in g  goods a b ro a d  fo r  im p o r t  fo r  the  hom e 
co u n try  o r  e x p o r t  to  th i r d  c o u n t r ie s . It is  c h a r a c t e r i s t i c  of 
d i r e c t  in v e s tm e n t  th a t  th e  in v e s to r  p o s s e s s e s  m a n a g e r ia l  c o n tro l  
o v e r  the  e n te r p r i s e - in  w hich  th e  in v e s tm e n t  i s  m ad e  and th a t  he 
a l s o  m a k e s  a v a i lab le  to  i t  h is  te c h n ic a l  know ledge (know-how). ^

D ir e c t  p r iv a te  in v e s tm e n t ,  a c c o rd in g  to The O reg o n  S tudy, 

i s  d e sc r ib e d :

. . .  as  a flow of funds f ro m  a p a r e n t  com pany  to  an a f f i l ia te  
a b ro a d .  H ow ever, i t  is  m o r e  than  a  flow of m oney  cap ita l;  it 
in c lu d es  co n tr ib u tio n s  of tan g ib le  and in tang ib le  a s s e t s  in  a 
v a r i e t y  of f o rm s .  Som e of th e  r e s o u r c e s  a r e  g e n e ra te d  a b ro a d  
f r o m  re ta in e d  e a rn in g s ,  d e p re c ia t io n  r e s e r v e s  and - loca l  b o r r o w ­
in g s .  N o n m o n e ta ry  t r a n s f e r s  to  the  fo re ig n  a f f i l ia te s  inc lude  the  
s h ip m e n t  of equ ipm ent, the  t r a n s f e r  of p e r so n n e l ,  the p ro v is io n  

. of m a n a g e r ia l  and te c h n ic a l  a s s i s ta n c e ,  and  the  p e r m is s io n  to  u se  
in tan g ib le  a s s e t s  of th e  p a r e n t  com pany , su ch  as  t r a d e m a r k s  and 
p a te n ts .  71

p re v io u s ly ,  is  n e c e s s a r i l y  a  f o r m a l  one w hich in d ic a te s  the  e x is te n c e  

of p o te n t ia l  c o n tro l  of the f i r m  by  n o n re s id e n ts ,  r a t h e r  than  the  t r u e  

ex ten t to-w hich  m a n a g e m e n t  does in  fac t  e x e r e i s e  it.  P r o f e s s o r  

S a fa r ia n  exp la ins  why:

T h e re  i s  a d if fe re n c e  b e tw een  th e  le g a l  p o s it io n  of e f fec tiv e  
c o n tro l  of vo ting  s to c k  and  the  q u es tio n  of ex ten t to  w hich th a t

P a y m e n ts ,  1961 and 1962 and In te rn a t io n a l  In v e s tm e n t  P o s i t io n  
(Ottawa: Q u e e n 's  P r i n t e r ,  1964), p. 95.

It shou ld  be  no ted  th a t  th e  concept of c o n tro l ,  a s  ex p la ined

"^D om inion  B u re a u  of S ta t i s t ic s ,  The C anad ian  B a lan c e  of

p. 77.
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c o n tro l  i s  in  fac t  e x e rc i s e d .  When we c o n s id e r  da ta  on fo re ig n  
o w n ersh ip  and c o n tro l  of C anadian  in d u s t r y  we a r e  c o n s id e r in g  
th e  f o r m e r  poin t only. The w ord  " c o n tro l"  is  a convenien t s h o r t  
way to  r e f e r  to  th is  le g a l  po s it io n , bu t i t  shou ld  a lw ays b e  r e m e m ­
b e r e d  th a t  the  d a ta  a lone  t e l l  us noth ing  about the  ex ten t to  w hich 
the  o f f ic e r s  of the  m a jo r  o r  the  so le  s h a re h o ld e r  a b ro a d  do, in 
fac t ,  e x e r c i s e  t h e i r  in fluence . In fa c t  we know v e r y  l i t t le  on th is  
m a t t e r  excep t th a t  t h e r e  is  a wide r a n g e  of s i tu a t io n s  f ro m  a high 
d e g re e  of c e n t r a l iz a t io n  to  v i r tu a l ly  co m p le te  autonom y. ^

It is  a l s o  im p o r ta n t  to  keep  in. m in d  w hen in te rp r e t in g  the  

da ta  to  be p r e s e n te d  th a t  fo r  so m e  sp e c if ic  in d u s t r i e s  th e  d i r e c t  - 

in v e s tm e n t  co m p an ies  in  C anada ra n g e  f ro m  c o m p an ie s  w hose  s to c k  is  

w holly  owned by  a p a r e n t  com pany  a b ro a d  to  c o m p an ies  w hich  a r e  

C anad ian  in e s s e n c e  bu t w h e re  m o r e  th a n  ha lf  of the  stock, is  owned 

by n o n re s id e n ts .

The D om in ion  B u re a u  of S ta t i s t ic s  r e c o g n iz e s  fo u r  d is t in c t  

c a te g o r ie s  of su ch  fo re ig n  ow nersh ip :

(a) B ra n c h e s  of fo re ig n  e n t e r p r i s e s ,  i n c o r p o ra te d  o r  u n in c o rp o ­
ra te d ,  i. e. , inc lud ing  b ra n c h e s  of fo re ig n  s a le  p r o p r i e t o r ­
sh ip  and p a r tn e r s h ip s .

(b) O th e r  u n in c o rp o ra te d  e n t e r p r i s e s  o p e ra t in g  s e p a r a te ly  in  the  
co m p ilin g  c o u n try  b u t  owned by  n o n re s id e n ts ,  o r  in  w hich  n o n ­
r e s id e n t s  a r e  c o n tro l l in g  p a r tn e r s .

(c) In c o rp o ra te d  e n t e r p r i s e s  (such  as  s u b s id ia r ie s )  operating, in 
the  co m p ilin g  coun try ,  in  w hose  p o l ic ie s  n o n re s id e n ts  e x e r ­
c i s e  an im p o r ta n t  v o ic e  . In th e  a b s e n c e  of o th e r  in fo rm a tio n ,  
the  r e p r e s e n ta t io n  of sp e c if ic  g ro u p s  of n o n re s id e n ts  on the  
board , of d i r e c to r s ,  o r  the  o w n ersh ip  of 25 p e r c e n t  of th e  
vo tin g  s to c k  by  the  c lo se ly  o rg a n iz e d  g roup  of n o n re s id e n ts ,  
m a y  b e  ta k e n  a s  ev id en ce  of d i r e c t  c o n tro l .  W hen th e r e  is

72 S a fa r ian ,  op. c i t . , p. 224, A lso  s e e  B r e c h e r  and 
R e ism a n ,  op c i t . , pp. 131-137.



59

no ev idence  of d i r e c t  c o n tro l  in- lo c a l  hands , o w n ersh ip  of 
50 p e rc e n t  of the  vo ting  s to c k  by  r e s id e n ts  of one fo re ig n  
c o u n try  o r  of 75 p e r c e n t  by  a l l  n o n re s id e n ts  m a y  b e  ta k e n  as  
ev idence  of d i r e c t  fo re ig n  c o n tro l .  . . .

(d) C o m m e rc ia l  r e a l  e s ta te  owned b y  n o n re s id e n ts ,  if th is
c a te g o ry  of d i r e c t  in v e s tm e n t  e n t e r p r i s e s  does not ta k e  any 
of the  f o rm s  m en tio n ed  above. 73

F u r th e r  the  D om inion  B u re a u  of S ta t i s t ic s  ex p la in s  th e  concep t 

of contro l:

In g e n e ra l  an e n t e r p r i s e r s  c o n s id e re d  to  be fo re ig n  c o n tro l le d  
if 50 p e rc e n t  o r  m o r e  of i ts  vo tin g  s to c k  is  known to be  h e ld  in one 
c o u n try  o u ts id e  Canada. T he g roup  is  m od ified  by th e  add ition  o r  
de le tion , a s  a p p ro p r ia te ,  of c o n c e rn s  w h e re  i t  is  b e l ie v e d  tha t 
b e c a u s e  of the  d is t r ib u t io n  of the  s to ck  e ffec tive  c o n tro l  is  he ld  
w ith  l e s s  than  50 p e rc e n t  of th e  vo ting  s tock . (Since co m p le te  
know ledge of s h a r e  o w n ers  m a y  not be a v a i la b le  the  c la s s i f ic a t io n  
of b o r d e r l in e  c a s e s  invo lves  a  m e a s u r e  of ju d g em en t b a s e d  upon 
a l l  the  k n o w m fac to rs  w hich  could be r e le v a n t .  ) The e n t e r p r i s e  
in c lu d es  a l l  th e  c o rp o ra t io n s  o v e r  w hich  the g roup  i t s e l f  i s  in  a 
p o s i t io n  to  e x e r c i s e  co n tro l .  The concep t of c o n tro l  w hich  h as  
b e e n  ad o p ted - is ,  t h e r e fo r e ,  one of p o te n t ia l  c o n tro l  th ro u g h  s to c k  
o w n ersh ip ,  and the  d e g re e ,  if  any, of lo c a l  au tonom y p e r m i t te d  
in p r a c t i c e  by  th e  ow ners  i s  not r e le v a n t .  74

Now, w ith  th e s e  w a rn in g s  and m e a n in g s  of the  t e r m  c o n tro l ,

we a r e  r e a d y  to  ex am in e  the  o ff ic ia l  d a ta  on U nited  S ta te s ,  p r iv a te -

d i r e c t  in v e s tm e n t  in  Canada. H ow ever, f i r s t  i t  m u s t  b e  e m p h a s iz e d

th a t  we a r e  dea ling  only w ith  a " s m a l l "  p o r t io n  of the  p r iv a te  and

pub lic  w ea lth  in  C anada. Second, the  r e la t iv e  im p o r ta n c e  of fo re ig n

c a p i ta l  h as  d e c r e a s e d  w ith  th e  g row th  of C anad ian  e c o n o m y -- th e

d o m e s t ic  supp ly  of cap ita l .  C an ad ian s  have  one of the  h ig h e s t  r a t e s  of

73DBS, 1961 and 1962, op. c i t . , p. 96.

74DBS, 1961 and 1962, op. c i t . , p. 96. See a lso  DBS, 1926- 
.1954, op. c i t . , p. 24.
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p r iv a te  sav in g s ,  an d .i t  h as  b een  c o n s ta n t- - a b o u t  18 to  20 p e r c e n t  of th e

G ro s s  N ational P r o d u c t - - s in c e  1926.

P r o f e s s o r  A itken  s ta t e s  tha t  "one m il l io n  d o l la r s  of im p o r te d

c a p i ta l  does not e x e r t  the  s a m e  le v e ra g e  on the  C anad ian  econom y today

n 7Sa s  it  d id  f if ty  y e a r s  ago. The f i r s t  po in t can  be  i l l u s t r a t e d  b y  the

e s t im a te d  to ta l  g r o s s  v a lu e  of th e  c a p i ta l  s to ck .  In 1955 the  to ta l  e s t i ­

m a te d  v a lu e  of the  c a p i ta l  s to c k  in C anada v a lu ed  in 1949 p r ic e s  w as 

$77, 892 m il l io n ,  a c c o rd in g  to  T ab le  4. The f i r s t  s e c t io n  of the  

ta b le  g ives the  s to c k  of " in d u s t r i a l  c a p i ta l"  (p lant, equ ipm ent, e tc .  ).

T he l a t t e r  s e c t io n  r e c o r d s  the  n a t io n 's  s to c k  of h o u s in g .an d  the  c a p i ta l  

of g o v e rn m e n ts  and pub lic  in s t i tu t io n s .  The s to c k  of in d u s t r ia l  c a p i ta l  

in  1955 am o u n ted  to  m o r e  than  $40 b il l io n  o r  52. 8 p e r c e n t  of the to ta l .  

About th r e e - f i f th s  of th is  w as  in the  f o rm  of b u ild in g s  and o th e r  c o n ­

s t ru c t io n  w o rk s  su ch  a s  dam s,,  l a n d . im p ro v e m e n ts ,  r a i lw a y  ro a d b e d s ,  

e t c . ; the  r e m a in in g  tw o -f if th s  w as  i n  m a c h in e ry  and equ ipm ent. S ince, 

a s  i t  w as po in ted  out, fo re ig n  d i r e c t  in v e s tm e n t  h a s  b e e n  c o n c e n tra te d  

in  th e  dynam ic  in d u s t r i e s ,  i. e. , m a n u fa c tu r in g  and the  e x t ra c t iv e  

in d u s t r i e s ,  and h as  thus  c r e a te d  the  g r e a t e s t  eco n o m ic  c o n c e r n - - th e  

f e a r  of fo re ig n  c o n tro l  of C a n a d a ’s e c o n o m y --w e  shou ld  exclude

75A itken, op. c i t . , p. 60.

7 6H. Scott Gordon, "P lan n in g  fo r  E co n o m ic  P r o g r e s s :  
R e s o u rc e  D eve lopm en t and C ap ita l  In v es tm en t ,  " Socia l P u r p o s e  fo r  
C an a d a , ed. M ichae l O l iv e r  (Canada: U n iv e r s i ty  of T o ro n to  P r e s s ,  
1961), p. 273.



T A B L E  4

GROSS C A PIT A L STOCK IN CANADA, 1955 
($ m il l io n  a t 1949 p r ic e s )

P la n t ,  B uild ings  
and  C o n s tru c t io n  

W orks

M a ch in e ry
and

E qu ipm en t

T o ta l

D o lla rs P e r c e n ta g e 21

INDUSTRIAL C A PITA L

A g r ic u l tu r e 1, 237. 2 3, 316. 0 4 ,5 5 3 .2 5. 8
R e s o u rc e  in d u s t r i e s 5 ,0 8 2 .6 2 ,1 7 6 .6 7, 259. 2 9. 3
P r i m a r y  m a n u fa c tu r in g 1, 728. 5 2 ,0 5 6 .6 3, 785. 1 4. 9
S e co n d a ry  m a n u fa c tu r in g 3, 790. 8 3, 868 .6 7, 659. 4 9. 8
T r a n s p o r t ,  s to r a g e  and c o m m u n ica t io n 7, 625. 8 3, 506 .5 1 1 ,1 3 2 .3 14. 3
T ra d e  s e r v i c e s  and c o n s tru c t io n 4, 362. 2 2 ,3 8 5 .8 6, 748. 0 8. 7

T o ta l  I n d u s t r ia l  C ap ita l 23, 827. 1 17, 310. 1 41, 137. 2 52. 8

SOCIAL C A PIT A L AND HOUSING

G o v ern m en t 9, 608. 2 1, 334. 2 1 0 ,9 4 2 .4 14. 0
In s t i tu t io n s 3, 804. 4 266. 3 4, 070.. 7 5. 2
H ousing 21, 742. 1 21, 742. 1 27. 9

TO TA L 58, 981. 8 18, 910. 6 77, 892. 4 100. 0

Source : W ill iam  Hood and Anthony Scott, Output, L a b o u r  and C ap ita l  in  the  C anad ian  E c o n o m y , 
(Ottawa: R oyal C o m m iss io n  on C a n a d a 's  E conom ic  P r o s p e c t s ,  Q u e e n 's  P r i n t e r ,  1957), 
T a b le s  6B. 2 and 6B. 5.

a F ig u re s  in  th is  co lu m n  do not to ta l  100 p e r c e n t  due to  rounding .
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a g r ic u l tu r e ,  t r a n s p o r ta t io n ,  t r a d e ,  s to r a g e  and c o m m u n ica t io n s  c a p i ta l  

s to ck ,  w hich  in  the  ta b le  f o rm  the  in d u s t r ia l  s e c to r  of the econom y,, in 

o r d e r  to. ge t a so m ew h at m o re  r e a l i s t i c  p ic tu r e  of the  r e la t iv e  s iz e  of 

U nited  S ta te s  d i re c t  in v e s tm e n t  to  the g ro s s  c a p i ta l  stock, in  Canada.

We a r e  le f t  w ith  a to ta l  of $18, 693 m il l io n  o r  o n e - q u a r t e r  of the  g r o s s  

ca p i ta l  s to c k  in to  w hich m o s t  of United S ta te s  d i r e c t  in v e s tm e n t  goes  

and, th e r e fo r e ,  is  only a p o r t io n  of th a t  to ta l ,  s in c e  m any  C anad ians  

in v e s t  in  th e se  s e c to r s  of the  econom y.

P r o f e s s o r  S a fa r ia n  su p p o r ts  th is  con ten tion  w ith  the  use  of

ne t f ig u re s  of the  stock, of c a p i ta l  in Canada. He c la im s  that:

. . . the  m a jo r  p o r t io n  of p r iv a te  and public  w ea lth  in  C anada is  
not c o v e re d  by  the  da ta  on fo re ig n  o w n ersh ip  and co n tro l  of 
s e le c te d  C anadian  in d u s t r ie s .  ^

He continues:

An e s t im a te  of the  net s to ck  of f ixed  c a p i ta l  in in d u s t ry  in  1955, 
v a lu e d  at 1949 p r i c e s ,  p la c e d  the  to ta l  a t  $25 b ill ion . The net s to c k  
of s o c ia l  c a p i ta l  in  g o v e rn m e n t ,  housing , and in s t i tu t io n s  (i. e . , 
s c h o o ls ,  u n iv e r s i t i e s ,  c h u rc h e s ,  and h o sp ita ls )  in 1955, again  
v a lu e d  in 1949 p r i c e s ,  w as  p la c e d  at $22 b ill ion . The DBS r a t io s  
fo r  fo re ig n  o w n ersh ip  and co n tro l  of s e le c te d  in d u s t r i e s  w hich  a r e  
no ted  below  r e f e r  to  the  r e le v a n t  p o r t io n s  of the  to ta l  of about $20 
b il l io n  of the  f o r m e r  f ig u re ;  th e .m a jo r  p a r t  of the  re m a in in g  $5 
b i l l io n  is  the net s to c k  of c a p i ta l  in  a g r ic u l tu r e ,  an in d u s t ry  w hich 
is  v e r y  l a r g e ly  owned by r e s id e n t s .  C anad ians  own m o s t  of the  
debt u n d e r ly in g  the  s o c ia l  ca p ita l  of $22 b i l l io n  (in 1949 p r ic e s )  
n o ted  above.

Much the  s a m e  co n c lu s io n  can  be d raw n  f ro m  the  e s t im a te d  

book v a lu e s  of the  o w n ersh ip  and c o n tro l  of c a p i ta l  em ployed  in  s e le c te d

"^ S a fa r ian ,  op. c i t . , p. 225. 

78Ibid. , pp. 225-226.
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C anad ian  in d u s t r ie s .  In 1955, a c c o rd in g  to  the  D om inion  B u re a u  of 

S ta t i s t ic s ,  to ta l  c a p i ta l  em ployed  in the  s e le c te d  in d u s t r i e s - - ! ,  e. , 

m a n u fa c tu r in g ,  p e t ro le u m  and n a tu r a l  g as ,  o th e r  m in ing  and sm e lt in g ,  

r a i lw a y s ,  o th e r  u t i l i t ie s ,  m e rc h a n d is in g  and c o n s t r u c t io n - -w a s  $28.2  

b il l ion . Out of th is  to ta l ,  C anad ian  r e s id e n ts  owned $19. 1 b il l io n  o r  

68 p e r c e n t  and the  r e m a in in g  $9. 1 b il l io n  o r  32 p e r c e n t  w as  owned by 

a l l  n o n re s id e n ts .  The U nited S ta te s '  s h a r e  am ounted  to  $7. 0 b i l l io n  o r  

25 p e r c e n t  of th a t  to ta l ,  w h ich  w as  equal to  77 p e r c e n t  of the  to ta l  n o n ­

r e s id e n t  s h a re .  The c o r re s p o n d in g  f ig u re s  fo r  1961 saw  a s u b s ta n t ia l  

i n c r e a s e  in ab so lu te  t e r m s  but the  r e la t iv e  s h a r e s  of a l l  r e m a in e d  

p r a c t i c a l ly  unchanged. At th e  end of 1961 the  to ta l  c a p i ta l  em ployed  

in  the  above m en tio n ed  in d u s t r ie s  r e a c h e d  $48.2  b il l ion . Of th is  to ta l  

the  C anad ian  r e s id e n t s  owned $31. 7 b il l io n  o r  66 p e r c e n t - - tw o  p e r c e n t ­

age  p o in ts  l e s s  th an  in 1955. Thus the  c o r re s p o n d in g  f ig u re  fo r  the 

n o n re s id e n t  o w n ersh ip  i n c r e a s e d  by  two r e la t iv e  p e rc e n ta g e  p o in ts  to 

$16. 5 b i l l io n  o r  34 p e r c e n t  of the  to ta l .  The U nited  S ta te s '  s h a re ,  

d u r in g  th is  s ix - y e a r  p e r io d ,  in c r e a s e d  by two r e l a t iv e  p e rc e n ta g e  

p o in ts ,  to  $12. 9 b il l io n  o r  27 p e r c e n t  of the  to ta l  em ployed  cap ita l ,  

w hich  w as  78 p e r c e n t  of to ta l  n o n re s id e n t  c a p i ta l  in  the  above s e le c te d  

in d u s t r i e s .

As T ab le  5 c le a r ly  show s, fo re ig n  ow n ersh ip  of th e s e  s e le c te d  

in d u s t r i e s  h as  b een  about a  th i r d  of the  to ta l  s in c e  1954, and the  U nited  

S ta te s '  s h a r e  h as  i n c r e a s e d  only  s l ig h t ly  fo r  the  s ix - y e a r  p e r io d .



TA B LE 5

ESTIM ATED BOOK VALUE, OWNERSHIP OF CA PITA L 
EM PLO Y ED  IN S E L E C T E D  CANADIAN INDUSTRIES

In d u s t ry

T o ta l 
C ap ita l  ; 

E m ployed  
(1)

R esiden t,
Owned
C ap ita l

(2)

N o n re s id e n t
Owned
C ap ita l

(3)

U. S.
Owned

In v e s tm e n ts
(4)

2 /1 3 /1 4 /1 4 /3

END O F  1954 

M an u fac tu r in g 8, 3

(in $: b il l io n s)  

4 .4  3 .9 3. 1 54

(p e rc e n ta g e s )  

47 37 80

P e t r o le u m  and 
n a tu r a l  gas 2. 5 1 .0 1. 5 1 .4 40 60 56 93

O th e r  m in ing  
and sm e l t in g 1. 9 0. 9 1.. 0 0. 9 47 53 47 90

R ailw ays 4, 1 2 .7 i . 4 0. 6 66 34 15 43

O th e r  u t i l i t ie s 5. 3 4. 6 0. 7 0. 6 87 13 11 86

M e rc h a n d is in g  
& c o n s tru c t io n 6. 1 5. 5 0. 6 0. 4 90 9. 8 6. 6 62

T o ta ls 28. 2 19. 1 9. 1 7 .0 68 32 25 77



TA B LE 5 - -C o n tin u e d

T ota l
C ap ita l

E m ployed
(1)

R es id en t
Owned
C apita l

(2)

N o n re s id e n t
Owned
C ap ita l

(3)

U. S.
Owned

In v e s tm e n ts
(4)

2 /1 3 /1  4 /1 4-/3

END O F 1961 

Manuf a c tu r  ing 12. 7

(in $ b il l io n s)  

5 .9  6 .8 5. 4 46

(p e rc e n ta g e s )  

54 43 80

P e t r o le u m  and 
n a tu r a l  gas 6. 7 2. 7 4. 0 3. 4 40 60 51 85

O th e r  m in ing  
and sm e l t in g 3. 4 1. 3 2. 1 1. 8 38 62 53 86

R ailw ays 5. 4 4. 0 1. 4 0. 5 74 26 9. 3 36

O th e r  u t i l i t ie s 10. 3 9. 0 1. 3 i .  1 87 13 11 85

M e rc h a n d is in g  
& c o n s tru c t io n 9. 8 8. 9 0. 9 0. 6 91 9 2 6. 1 67

T o ta ls 48. 2 31. 7 16. 5 12. 9 66 34 27 78

Source :  D om inion  B u re a u  of S ta t i s t ic s ,  T he C anad ian  B a lan c e  of In te rn a t io n a l  P a y m e n ts ,  1961 and
1962 and In te rn a t io n a l  In v e s tm e n t P o s i t io n  (Ottawa: Q u e e n 's  P r in t e r ,  August, 1964), p. 136.
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' In o r d e r  to  in d ica te  th a t  the  r e l a t iv e  in f lu e n c e - -c o n tr ib u t io n ,  

if you w i l l - - h a s  b een  d e c re a s in g  a t l e a s t  s in c e  1957, i t  i s  n e c e s s a r y  to 

ex am in e  the co n tr ib u tio n  b ro u g h t  by  fo re ig n  ca p ita l  to  the  f inanc ing  of 

the  C anadian  econom y. In s h o r t ,  w hat p o r t io n  of the  to ta l  d o m e s t ic  

in v e s tm e n t  e x p e n d i tu re s  did fo re ig n  c a p i ta l  c o n tr ib u te  s in c e  1957?

Two a p p ro a c h e s  a r e  of i n t e r e s t  in th is  r e g a r d .  The f i r s t  is  

c o n c e rn e d  w ith  the  ex ten t to  w hich  C anada  on b a la n c e  h a s  d raw n on 

fo re ig n  r e s o u r c e s  to  f in an ce  i ts  econom ic  deve lopm ent. T h is  m a y  be 

m e a s u r e d  by  the  s u rp lu s  o r  d e f ic it  in  C a n a d a 's  in te rn a t io n a l  c u r r e n t

7 Q
account, p lu s  the  r e ta in e d  e a rn in g s  on fo re ig n  d i r e c t  in v e s tm e n ts  

a v a ila b le  fo r  u se  in Canada, m inus  r e ta in e d  C anadian  d i r e c t  in v e s t ­

m e n ts  ab ro ad .  On the  b a s is  of th is  a p p ro a c h  (see  T ab le  6) i t  is  c l e a r

^ T h e  c u r r e n t  accoun t in c lu d es  p ay m en ts  and r e c e ip t s  fo r  the  
im p o r t  and e x p o r t  of c o m m o d it ie s ,  t r a n s a c t io n s  and o th e r  c o m m e rc ia l  
s e r v i c e s ,  im m ig r a n t 's  r e m i t ta n c e s  and the  e x p e n d i tu re s  of t o u r i s t s ,  
and i n t e r e s t  and d iv idends due to  n o n re s id e n ts .  R e c e ip ts  (c la im s  to  
paym en t)  a r e  g iven a  p o s it iv e  sign. (+) and p a y m en ts  a  n eg a tiv e  one (-). 
R e c e ip ts  and p a y m e n ts  m a y  c a n c e l  out o r  show a n eg a tiv e  o r  p o s it iv e  
n e t b a la n c e .  The c a p i ta l  accoun t i t e m s ,  on the  o th e r  hand, r e l a t e  to  
changes  in  the  c o u n t ry 's  a s s e t s  and. l i a b i l i t ie s .  They inc lude  s a le  of 
new s e c u r i t i e s  abroad ; r e d e m p t io n s ,  lo a n s ,  and re p a y m e n ts ;  r e c e ip t s  
and p a y m e n ts  f ro m  the  p u rc h a s e  and  s a le  of ou ts tand ing  s e c u r i t i e s ,  
b r a n c h  p lan t c a p i ta l  t r a n s a c t io n s ;  and changes  in m o n e ta ry ,  gold and 
e x te rn a l ly  h e ld  c a s h  b a la n c e s .  An add ition  to  e x te rn a l  a s s e t s  is  given 
a n eg a tiv e  (-)  s ig n  and an  add ition  to  l ia b i l i t i e s  a p o s it iv e  (+) one. The 
c a p i ta l  accoun t a lso  can  r e a c h  a b a la n c e  o r  show a n ega tive  o r  p o s it iv e  
ne t b a la n c e .  If i t  is  p o s i t iv e  ne t b a la n c e ,  it m e a n s  tha t  the  co u n try  is  
a c c u m u la t in g  m o re  l ia b i l i t i e s  a b ro a d  than  a s s e t s ;  th a t  is  to  say , it is  
b o r ro w in g  a b ro a d  on b a la n c e  o r  " im p o r t in g  c ap ita l .  " In the  end the  
c u r r e n t  and c a p ita l  accoun t b a la n c e s  m u s t  be  equal but of oppos ite  s ign. 
If a  c o u n try  is  pay ing  out on c u r r e n t  accoun t m o r e  than  it  i s  r e c e iv in g  
th is  m e a n s  th a t  i t  is  ge tting  in to  debt to  o th e r  c o u n tr ie s  o r  it is  a c c u m u ­
la t in g  l i a b i l i t i e s  ab ro ad .  A d e f ic it  on c u r r e n t  accoun t m u s t  b e  o ffse t  by 
a s u rp lu s  on c a p i ta l  account,  o r  v ic e  v e r s a .



TA B LE 6

FOREIGN AND DOMESTIC FINANCING OF A L L CANADIAN INVESTMENT, 1926-1962

M e a s u re 1926-30 1946-49 1950-55 1956-60 1961-62

A
U se of d o m e s t ic  r e s o u r c e s  

a s  p e r c e n ta g e  of:
1. g r o s s  c a p i ta l  fo rm a t io n na 99

(p e rc e n ta g e s )

83 72 . 76
2. ne t  c a p i ta l  fo rm a t io n 75 111 81 64 71

U se of fo re ig n  r e s o u r c e s  as  
p e rc e n ta g e  of:

1. g r o s s  c a p i ta l  fo rm a t io n na 1 17 28 24
2. ne t  c a p i ta l  fo rm a t io n 25 -11 19 36 29

B
D ire c t  d o m e s t ic  f inanc ing  of: 

1. g r o s s  c a p i ta l  fo rm a tio n na 81 75 67. 68
2. ne t c a p i ta l  fo rm a tio n 50 76 67 55 54

D ire c t  fo re ig n  f inancing  of:
1. g r o s s  c a p i ta l  fo rm a t io n na 19 25 33 32
2. ne t c a p i ta l  fo rm a t io n 50 24 33 45 46

S o u rces :  DBS, 1961 and 1962, The C anad ian  B a la n c e , op. c it.  , p. 72; B r e c h e r  and R e ism a n , op. c it.  , 
p. 96. F o r  f u r th e r  in fo rm a tio n  see: W ill iam  C. Hood, F in an c in g  of E co n o m ic  A c tiv ity  in  
C anada  (Ottawa: Q u e e n 's  P r in t e r ,  1958), and A. E. S a fa r ia n  and E. B. C a r ty ,  " F o re ig n  
F in an c in g  of C anad ian  In v es tm en t in  the  P o s t - W a r  P e r io d ,  " P ro c e e d in g s  of the  B u s in e ss  
and E co n o m ic  S ta t is t ic s  S ec tio n , A m e r ic a n  S ta t is t ic a l  A s so c ia t io n , 1954, pp. 72-79.

N otes: "na"  in d ic a te s  "not av a ilab le .  "

M inus s ig n  denotes  net fo re ig n  in v e s tm e n t  by  Canada.
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th a t  the  co n tr ib u tio n  of fo re ig n  c a p ita l  in c a p i ta l  fo rm a t io n  h a s  been  

su b s ta n t ia l  but d e c re a s in g  s in c e  1957. T h is  i s  c l e a r ly  shown in co lum ns 

3 and  4 of Tab le  6. In the  p e r io d  1956 to  I960, fo re ig n  c a p i ta l  f inanced  

28 p e r c e n t  of g r o s s  c a p i ta l  fo rm a tio n ,  and in  the  1961-1962 p e r io d  the  

p e rc e n ta g e  fe l l  to  24 p e r c e n t - - a  d e c r e a s e  of 14 p e rc e n t .

T h is  " s h o r t  t r e n d "  is  even m o re  ev iden t in T ab le  7. The net 

u se  of fo re ig n  r e s o u r c e s  r e a c h e d . i t s  p eak  in  1957 a t 2 9 p e rc e n t  and 

s in c e  then  h a s  d e c r e a s e d . to  21. 5 p e rc e n t  at the  end of 1961, a  d e c r e a s e  

of 23 p e rc e n t .  T o ta l  c a p i ta l  fo rm a t io n  f ro m  1950 to  1962 w as $95. 8 

b il l ion . The net u se  of d o m e s t ic  r e s o u r c e s  acco u n ted  fo r  $73. 7 b il l io n  

o r  77 p e rc e n t ;  th e  b a la n c e  of $22. 1 b i l l io n  w as  the  n e t  u se  of fo re ig n  

r e s o u r c e s  o r  23 p e r c e n t  of the  to ta l  fo r  the  tw e lv e - y e a r  p e r io d .

It is  c l e a r  f ro m  T ab le  6 th a t  d o m e s t ic  s av in g s  w e r e  adequa te  

in  the  1950-1955 p e r io d  to  f in a n ce  83 p e rc e n t  of g r o s s  c a p i ta l  fo rm a tio n ,  

72 p e r c e n t  d u r in g  the  1956-1960 p e r io d ,  and 76 p e r c e n t  d u r in g  the  1961- 

1962 p e r io d .  H ow ever, not a l l  C anadian  sav in g s  w e r e  in v e s te d  w ith in  

Canada; so m e  went ab ro ad .

The seco n d  a p p ro a c h  ta k e s  th is  point in to  acco u n t and is  c o n ­

c e rn e d  w ith  the  ex ten t to  w hich  n o n re s id e n ts  have  d i r e c t ly  f inanced

C a n a d ia n - in v es tm e n t.  It r e f e r s  to  the  new c a p i ta l  g e n e ra te d  in  the  non- 

C anad ian  c o m p an ies ,  in s id e  o r  ou ts ide  Canada, w hich  is  su p p lied  to 

C anad ian  e n t e r p r i s e s  and g o v e rn m e n ts - -b o th  f e d e ra l  and  p ro v in c ia l .

H e re  the  r a t io s  a r e  so m ew h a t h ig h e r  th an  the  r a t io s  fo r  the  

to ta l  u se  of fo re ig n  r e s o u r c e s .  N o n e th e le ss  i t  is  in te r e s t in g  to  note
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TA BLE 7

USE O F  FOREIGN AND DOMESTIC RESOURCES IN GROSS 
CA PITA L FORMATION IN CANADA, 1950-1962

Y e a r

G ro ss
C ap ita l

F o rm a t io n
(1)

Net U se of 
D o m es tic  
R e s o u rc e s  

(2)

Net Use. of 
F o re ig n  

R e s o u rc e s  
(3)

R atio
2:1

R atio
3:1

1950

i

4. 5

(in $ b i l l io n s)  

3. 8 . 6

(p e rc e n ta g e s )  

87 13

1951 5. 7 4. 8 . 9 84 16

1952 6. 0 5. 5 . 5 92 . 8

1953 6. 6 5. 4- 1. 1 83 17

1954 5. 6 4. 4 1. 2 78 22

1955 6. 6 4. 9
)

1. 6 76 24

1956 9/1 6. 6 2. 5 72. 5 2 7. 5

1957 8. 9 6. 4 2. 6 .71 29

1958 8. 0 6i 0 2. 1 74 26

1959 8. 9 6. 3 2 .6 71 29

1960 8. 6 6. 3 2 .3 73 27

1961 8. 0 6 .0 2. 1 75 25

1962 9. 3 7. 3 2. 0 78. 5 21. 5

1950-62 to ta ls 95. 8 73. 7 22. 1 77 23

S ource: DBS, 1961 and 1962, The C an ad ian  B a la n c e , op. c i t . , p. 72,
s ta te m e n t  20. See a lso :  1964, R ep o r t  of the  Royal C o m m iss io n  
on Banking  and F in a n c e  (Ottawa: Q u e e n 's  P r i n t e r ,  1964), p. 85.



70

th a t  in s p i te  of th is ,  g r o s s  c a p i ta l  fo rm a t io n  f in a n ced  d i r e c t ly  by f o r ­

e ig n e r s  h as  d ec lined  by  3. 1 p e rc e n t  be tw een  the  p e r io d  of 1956-1960
I

and 1961-1962, f ro m  33 p e r c e n t  to  32 p e rc e n t .  Net c a p i ta l  fo rm a tio n ,  

ho w ev er ,  i n c r e a s e d  by 2 p e r c e n t  f ro m  45 p e r c e n t  to  46 p e rc e n t .

The o v e r - a l l  s ig n if ic a n c e  of fo re ig n  financing, in  C anada s in c e  

1950 has  been, l a r g e  and in c r e a s in g  up to  1957 and s in c e  then  it  has  

b een  declin ing . The po in t to  keep  in m ind  h e r e  is  th a t  the  im p o r ta n c e  

of fo re ig n  f inanc ing  has  been  d ec lin ing  in  r e la t io n  to  the  g row th  of the 

C anad ian  econom y- - h e r  a b il i ty  to  g e n e ra te  h e r  own c a p i ta l  in v e s tm e n t ,  

s in c e  th e  beg inn ing  of the  tw en tie th  cen tu ry .

As the  s tudy  by  the  Royal C o m m iss io n  p o in ts  out:

The o v e r - a l l  p la c e  of fo re ig n  f in an c in g  in C a n a d a 's  in v e s tm e n t  
expansion  s in c e  the  w a r  h as  b een  c o n s id e ra b ly  l e s s  than  in  p r e ­
v ious  p e r io d s  of h eav y  in v e s tm e n t .  The net u se  of fo re ig n  r e s o u r c e s  
w as  about o n e - q u a r t e r  in 1926-30, c o m p a re d  to  6 p e rc e n t  in  1946- 
54; and d i r e c t  fo re ig n  f inancing  fe ll  f ro m  about o n e -h a lf  to  one-  

. q u a r t e r  b e tw een  the  two p e r io d s .  W hile c o m p a ra b le  e s t im a te s  fo r  
the  p e r io d  1900-13 a r e  not av a ilab le ,  i t  would a p p e a r  th a t  the  
ex ten t of fo re ig n  f inanc ing  in  tha t  p e r io d  w as even  g r e a t e r  than  
th a t  in 1926-30. . In e ffec t,  t h e r e  has  b e e n  a  v e r y  c o n s id e ra b le  
i n c r e a s e  s in c e  the  tu rn  of the  c e n tu ry  in the  c a p a c i ty  of the  c o u n try  
to  g e n e ra te  the  sav in g s  r e q u i r e d  to  f inance  i ts  in v e s tm e n t  p r o ­
g ra m m e .  80

P r o f e s s o r  A itken  p r o f e s s e s  m uch  the  s a m e  contention:

C o m p a r iso n s  w ith  e a r l i e r  p e r io d s  in C anad ian  h i s to r y  a r e  
h a z a rd o u s  bu t e s s e n t ia l  fo r  in te rp re ta t io n .  In the  p e r io d  1926-30, 
it  h a s  b e e n  e s t im a te d  th a t  the  use  of fo re ig n  r e s o u r c e s  a s  p e r ­
ce n tag e  of net c a p i ta l  fo rm a t io n  w as  about 25 p e rc e n t ;  d i r e c t  fo re ig n  
f inanc ing  of net c a p i ta l  fo rm a t io n  w as about 50 p e rc e n t .  In the  
p e r io d  1900-13, th e s e  r a t io s  w e r e  p ro b a b ly  even  h ig h e r .  C a n a d a 's

on
B r e c h e r  and R e ism a n ,  op. c i t . , p. 97.
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r e l ia n c e  on fo re ig n  c a p i ta l  in  r e c e n t  y e a r s  h as  b een  g re a t ;  but, to 
the  b e s t  of o u r  know ledge, i t  has  not been, g r e a t e r  th a n  in  p re v io u s  
p e r io d s  of r a p id  grow th . 81

Then P r o f e s s o r  A itken  adds:

Such a  co n c lu s io n  w ould be in e sc a p a b le  if t h e r e  w e r e  so m e  
w£iy of inc lud ing  in  o u r  c a lc u la t io n  e s t im a te s  of the  c a p i ta l  i m ­
p o r te d  by  C anada in  the  f o rm  of a d u lts ,  t r a in e d  ad u lts .  82

F u r th e r m o r e ,  c o n t r a ry  to  s o -c a l l e d  "p u b l ic  o p in io n ,"  C a n a d a 's  

a b i l i ty  to  c a r r y  h e r  e x te rn a l  debt h as  b een  in c re a s in g  even though the  

in c r e a s e d  am oun ts  of fo re ig n  c a p i ta l  in  C anada  have c o r re sp o n d in g ly  

in c r e a s e d  C a n a d a 's  i n t e r e s t  and d iv idend  p ay m en ts  to  n o n re s id e n ts .

T h is  is  b e c a u s e  both  m e r c h a n d is e  e x p o r ts  and G ro s s  N ational P ro d u c t  

have  grow n a t a  f a s t e r  r a t e  than  the  s e rv ic in g  of C a n a d a 's  fo re ig n  

ob liga tions .  In s h o r t ,  the  p o s t - w a r  p r o s p e r i t y  h a s  re d u c e d  th e  b u rd e n  

of fo re ig n  p a y m e n ts  to  n o n re s id e n ts .  A lso  due to  the  sh if t  f ro m  p o r t ­

fo lio  to  d i r e c t  in v e s tm e n t ,  th e  s e rv ic in g  of C a n a d a 's  fo re ig n  o b l ig a ­

t io n s  has  b een  d i r e c t ly  t ie d  to  the  p r o s p e r i t y  of the  C anad ian  e c o n o m y - - 

the  b u s in e s s  cond itions  of th a t  coun try .

D iv idends r e c e iv e d  by  n o n re s id e n ts  on th e i r  d i r e c t  in v e s t ­

m e n ts  v a r y  a c c o rd in g  to  b u s in e s s  conditions; "h ence , s in c e  no f ixed  

c h a rg e s  a r e  involved , the  annual b u rd e n  of f ixed  p ay m en ts  to o u ts id e r s  

h as  b eco m e  r e la t iv e ly  l ig h te r .  "83

A itken , op. c i t . , p. 62. 

82|b id .  , p. 208.
O  O

Inm an, op. c i t . , p. 712.
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The ev idence , a c c o rd in g  to  T ab le  8 and F ig u res ' T  arid 2, in d i ­

c a te s  th a t  the  s h a re  of e x p o r t  r e c e ip t s  and the  G ro ss  N ational P ro d u c t  

p a id .fo r  the  u se  of fo re ig n  c a p i ta l  h as  d e c r e a s e d  s u b s ta n t ia l ly  s in c e  

the  1920’s. The r e s p e c t iv e  p e rc e n ta g e s  a r e  6. 7 p e rc e n t  and  1 .4  p e r ­

cen t in  1956-1960 p e r io d ,  c o m p a re d  to  16. 2 p e rc e n t  and 4. 7 p e r c e n t  

in  1920-1930 p e r io d .  T h ese  p e rc e n ta g e s  w e re  even h ig h e r  in the  

1930 's ,  but m uch  lo w e r  f o r  1963, 7 p e rc e n t  and 1. 2 p e r c e n t  r e s p e c ­

tive ly .

P r o f e s s o r  A itken  exp la ins:

Both  r a t io s ,w e r e  r e l a t iv e ly  low at the end of 1958. By th e se  
t e s t s ,  C a n a d a 's  p ro d u c t iv i ty  and in te rn a t io n a l  e a rn in g s  have m o re  
than  kept p a c e  w ith  the  r is in g ,  co s t  of s e rv ic in g  the  e x te rn a l  debt. 
The fa c t  th a t  m u ch  of th is  debt is  now in  the  f o rm  of equ ity  h o ld ­
ings  r a t h e r  than, f ix e d - in te r e s t  ob liga tions  is  f u r th e r  e le m e n t  of 
s t re n g th ,  fo r  d iv idends on equ ity  in v e s tm e n ts  can  be r e m i t te d  
only w hen d iv idends a r e .  e a rn e d .  It would tak e  a d e p re s s io n  of the  
u tm o s t  s e v e r i ty ,  ac c o m p a n ie d  by a c a ta s t ro p h ic  drop in exp o rt  
e a rn in g s ,  to  r a i s e  the  r a t i o s ' t o  le v e ls  c o m p a ra b le  to  th o se  r e a c h e d  
in the  1920 's  and 1930 's . 84

P r o f e s s o r  S a fa r ia n  s u p p o r ts  th is  con ten tion  and u s e s  it to  

s u p p o rt  the  p ro d u c t iv i ty  of b o r ro w e d  c a p i ta l  w hich h a s  b een  c r i t i c i z e d  

as  u n p ro d u c tiv e  and w as te fu l .  He expla ins:

The im p re s s io n  has  b een  c r e a te d  by  so m e  p e r s o n s ,  no tab ly  
the  f o r m e r  G o v e rn o r  of the  Bank of Canada, th a t  Canada has  
b o r ro w e d  c a p i ta l  e x c e s s iv e ly  and sp en t the  p ro c e e d s  unw ise ly . It 
is  im p o ss ib le  to  sa y  p r e c i s e ly  the  ex ten t to  w hich  the  b o r ro w e d  
c a p i ta l  h as  b een  p ro d u c t iv e ly  inves ted ;  su ch  a co n c lu s io n  depends 
in  p a r t  on fu tu re  r e s u l t s ,  and in  any  c a s e  is  d ifficu lt to  m e a s u r e  
d i re c t ly .  One check  w hich c a a b e  m ad e  how ever ,  is  the  m e a s u r e ­
m en t  of th e  b u rd e n  of the  fo re ig n  ob liga tions  a c q u ire d  by Canada.

84A itken, op. c i t . , pp. 63-64.
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TA BLE 8

IDA: RATIOS O F  N E T IN TE R E ST AND DIVIDEND
MENTS TO NONRESIDENTS TO GROSS NATIONAL 
>DUCT AND R E C E IP T S  ON CU RRENT ACCOUNT, 

S E L E C T E D  YEARS, 1900-1963

Net In te r e s t  
and D ividend 

P a y m e n ts
( 1 )

36

(in $ m il l io n s)  

1, 044 210

■ • (p e rc  

3. 5

en tages)  

17. 1

92 2, 186 389 4. 2 23. 7

213 5, 536 1, 581 3. 8 13. 5

2 72 5, 720 1, 683 4 .7 16.2

300 4, 583 1, 161 6. 5 25. 9

279 9, 401 3, 189 3. 0 8. 8

242 11, 863 3, 365 2 .0 7. 3

255 15, 350 4, 147 1. 6 6. 1

384 18, 006 4, 240 2. 1 9. 1

335 21, 170 5, 166 1. 6 6. 5

268 23, 995 5, 658 1. 1 4. 7

239 25, 020 5, 491 0. 8 4. 3

276 24, 871 5, 236 1. 1 5. 3

323 27, 132 5, 850 1. 2 5. 5

381 30 ,585 6, 464 1. 2 5. 9

G ro ss
N ational
P ro d u c t

(2 )

C u r re n t
R e c e ip ts

(3)

Ratio
1:2

R atio
1:3
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TA B LE 8 - -C o n tin u ed

P e r io d

Net I n te r e s t  
and Dividend 

P a y m e n ts  
(1)

G ro ss
N ational
P ro d u c t

(2)

C u r r e n t
R ec e ip ts

(3)

R atio
1:2

R atio
1:3

(in $ m il l io n s ) (p e rc en tages)

1957 435 31, 909 6, 515 1. 4 6. 7

1958 444 32 ,867 6, 437 1 .4 7. 0

1959 489 34, 857 6, 792 1. 4 7. 0

1960 480 35, 959 7, 110 1. 4 6. 8

1961 561 37, 421 7, 734 1. 5 7. 0

1962 592 40,401 8, 348 1. 45 7. 0

1963 646 43 ,500 9, 226 1. 24 7 .0

1964 687 47, 000 ' 10 ,414 1. 46 6. 6

S o u rces :  GNP e s t im a te s  fo r  1900, 1910, and  1920 f ro m  O.. J .  F i r e s to n e ,  
C anad ian  E conom ic  D eve lopm ent 1867-1953 (London, 1958), 
p. 65, Tab le  9. O th e r  GNP f ig u re s  f ro m  DBS, N ational 
A ccoun ts ,  Incom e and E x p e n d itu re s ,  1926-56 , pp. 32-33,
T a b le  1, and su b seq u en t  p u b lica tio n s ;  B e r n a r d  Goodm an, Two 
D ependent E c o n o m ies :  C anada and A u s t r a l ia  (L indsay , O n ta r io  
John  D eyell  L im ited ,  1964), pp. 94-95; and E co n o m ic  Council 
of C anada, F i r s t  A nnual Review: E co n o m ic  G oals  fo r  Canada 
to  1970 (Ottawa, Canada: Q u e e n 's  P r in t e r ,  1964), pp. 12-15, 
57. I n te r e s t  and d iv idend p a y m e n ts  and c u r r e n t  r e c e ip t s  
f ro m  J .  A. S tovel, C anada , pp. 338-345, T ab le  2 7; DBS,
The C anad ian ’B a lan c e ,  1961 and 1962, p. 20; Q u a r te r ly  
E s t im a te s  of the  C anad ian  B a lan c e ,  T h i rd  Q u a r te r ,  p. 7; and 
B r e c h e r  and R e ism a n ,  op. c i t . , p. 94, T ab le  21.

a Annual a v e ra g e s .
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F ig . 2. - -N e t  i n t e r e s t  and div idend p a y m e n ts  in r e la t io n  to 
e x p o r ts  and G ro s s  N ationa l P ro d u c t  ( f iv e -y e a r  a v e ra g e s ) .

S o u rces :  1964 R e p o r t  of the  Royal C o m m iss io n  on  Banking and
F in a n c e  (Ottawa: Q u e e n 's  P r i n t e r ,  1964), p. 84, fo r  1900 
to  1958.

My own e s t im a te s  fo r  1958 to  1964 b a s e d  on the Q u a r te r ly  
E s t im a te s  of the C anad ian  B a lan c e  of In te rn a t io n a l  P a y m e n ts  
p u b lish e d  by  the  DBS C ata logue No. 67-001 (Ottawa: Q u e e n 's  
P r i n t e r ,  1963, 1964, and 1965).
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T he ev id en ce  h e r e  does not su g g es t  th a t  we have  b e e n  p ro f l ig a te ,  a t 
l e a s t  b y  h i s to r i c a l  s ta n d a rd s .  I n te r e s t  and d iv idends p a id  a b ro a d  
as  a  p e rc e n ta g e  of g r o s s  n a tio n a l  p ro d u c t  have fa l le n  s h a p r ly  f ro m  
2. 9% of g r o s s  n a tio n a l p ro d u c t  in  the la te  tw en tie s  and 6. 4% in the 
t h i r t i e s ,  to  1. 9% in .th e  la te  f i f t ie s  and  e a r ly  s ix t ie s .  As a p e r c e n t ­
age of o u r  fo re ig n  e a rn in g s  f ro m  the  s a le  of goods and s e r v ic e s  
(e a rn in g s  w hich a r e  a v a i la b le  to  f inance  p a y m e n ts  ab ro ad ) ,  the  
p a y m e n ts  of i n t e r e s t  and d iv idends have d ec lin ed  s h a rp ly  f ro m  16% 
in  the  la te  tw en tie s  and  25% in  the  t h i r t i e s  to  9% in  th e - la te  f if t ie s  
and. e a r ly  s ix t ie s .  It w il l  be  no ted  th a t  Canada is  in  a m u ch  b e t t e r  
p o s it io n  to  avoid  a  sharp , r i s e  in  th e se  r a t io s  in  th e -ev en t of a 
p e r io d  of econom ic  d ec lin e  s in c e ,  unlike the  th i r t i e s ,  m o re  of 
su ch  p ay m en ts  a r e  in  r e la t iv e ly  f lex ib le  d iv idends than - in  f ixed  
p a y m e n ts  fo r  i n t e r e s t .  It is  t r u e  th a t  d iv idends p a id  a b ro a d  w ill  
r i s e  a s  th e  e a rn in g s  of f i r m s  involved  r ise . .  . . . H ow ever, fo re ig n  
o w n ed .in d u s try  in c lu d es  s u b s ta n t ia l  ex p o rtin g  and im p o r t - c o m p e t in g  
s e c to r s ,  thus  he lp ing  to  supp ly  o r  s av e  fo re ig n  exchange as  w ell  as  
to  u se  it .  88

Since the  end of W orld  W ar II fo re ig n  in v e s tm e n t  h a s  i n c r e a s ­

ing ly  co n tr ib u te d  to  the f inanc ing  of th e  C anadian  econom y. The m a in  

s o u rc e s  of th is  c a p i ta l  have b e e n  and s t i l l  a r e  th e  U nited  S ta te s  and 

W e s te rn  E u ro p e  (including  G re a t  B r i ta in ) .  Thus the  U nited  S ta te s  is  

by  no m e a n s  the  only s u p p l ie r  of c a p i ta l  to  Canada. The focus of 

c u r r e n t  C anad ian  a t te n t io n  and c r i t i c i s m  i s ,  n o n e th e le s s ,  on U nited 

S ta tes  d i r e c t  in v e s tm e n t .  T h is  is  due to  the  fac t  th a t  an  e x t r a o rd in a r i ly  

h igh  p ro p o r t io n  of th e  l a s t  d e c a d e 's  i n c r e a s e  in  the  supply  of fo re ig n  

d i r e c t  in v e s tm e n t  in  C anada h a s  com e f ro m  U nited S ta te s  in v e s to r s  and 

th a t  m o s t  of it h as  b e e n - in v e s te d  in  th e  "dynam ic  s e c to r s  of th e  C anadian  

econom y" (see  T ab le  9). H ow ever, h e r e  i t  should  b e  r e m e m b e r e d  th a t  

we a r e  ta lk in g  in a b so lu te  t e r m s  only. R e la t iv e ly  speak ing , U nited

^ S a f a r i a n ,  op. c i t . , pp. 229-230.



TA BLE 9

SOURCES AND ESTIM ATES O F D IRECT FOREIGN 
INVESTM ENT IN CANADA, 1950-1962

Y e a r
T o ta l  D ire c t  
In v e s tm e n t  

(in $ m il l io n s)

U nited  S ta te s U nited  Kingdom O th e r  C o u n tr ie s

S hare  of 
T o ta l 
(in $ 

m il l io n s)

P e r c e n ta g e  
of T o ta l

S h are  of 
T o ta l  
(in $ 

m il l io n s)

P e rc e n ta g e  
of T o ta l

S h are  of 
T o ta l  
(in $ 

m il l io n s)

P e rc e n ta g e  
of T o ta l

1950 3, 975 3, 426 86. 4 468 11. 8 81 2 .0
1951 4, 520 3, 896 86. 2 497 10. 8 127 2. 8
1952 5, 218 4, 530 87. 2 544' 10. 4 144 2 .8
1953 6, 003 5, 206 87. 0 612 10. 2 185 3. 0
1954 6, 764 5, 787 85. 5 759 11. 2 218 3. 2
1955 7, 728 6, 513 84. 5 890 11. 5 325 4. 2
1956 8, 868 7, 392 83. 4 1, 042 11. 8 428 4. 8
1957 10, 129 8, 472 83. 8 1, 163 11. 5 494 4. 9
1958 10 ,880 9, 045 83. 0 1, 296 11. 9 539 4. 9
1959 11, 906 9, 912 83. 2 1, 384 11. 6 610 5. 1
1960 12,872 10 ,549 81. 4 1, 535 11. 9 788 6. 1
1961 13 ,737 11, 284 82. 5 1, 612 11. 7 840 6. 1

Source : DBS, The C a n a d ia n 'B a la n c e  of P a y m e n ts ,  1961 and 1962 and In te rn a t io n a l  In v e s tm e n t  P o s i t io n  
(Ottawa: Q u e e n 's  P r in t e r ,  August, 1964), p. 134, Table:X III.
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S ta tes  investm ent- in C anada has  not changed  at a l l .  At the  end of 1950 

U nited  S ta te s  in v e s to r s  acco u n ted  fo r  76 p e r c e n t  of to ta l  fo re ig n  ca p ita l  

in C anada and at the  end of 1961 the  p e rc e n ta g e  w as  s t i l l  th e  s a m e - -  

76 p e rc e n t .

The r e la t iv e  im p o r ta n c e  of U nited  S ta tes  d i r e c t  in v e s tm e n t  in 

r e la t io n  to  the  to ta l  fo re ig n  d i r e c t  in v e s tm e n t  h as  d ec lin ed  s in c e  1950 

f ro m  86. 4 p e rc e n t  to  82. 5 p e rc e n t ,  a dec line  of 5 p e rc e n t .  H ow ever, 

the  a b so lu te  in c r e a s e  w hich  c a u se d  c o n c e rn  te l l s  a d if fe re n t  s to r y  

e n t i re ly .  F r o m  1950 to  1961 to ta l  U nited S ta tes  in v e s tm e n t  i n c r e a s e d  

f ro m  $6, 549 m il l io n  to  $17, 966' m illion , an  in c r e a s e  of $11, 417 m il l io n  

o r  174 p e r c e n t - - a n  a v e ra g e  of $1, 038 m il l io n  a y e a r .  Of th is  to ta l  

i n c r e a s e ,  U nited  S ta tes  d i r e c t  in v e s tm e n t  accoun ted  fo r  about $7, 858 

m il l io n  o r  70 p e rc e n t .  T o ta l  United. S ta te s  d i re c t  in v e s tm e n t  at the  

end of 1961 r e a c h e d  $11 ,284  m ill io n , w hich is  equ iva len t to  about 48 

p e r c e n t  of to ta l  n o n re s id e n t  in v e s tm e n t  in Canada. T h is  c o m p a re s  to  

a, l i t t l e  l e s s  than  40 p e r c e n t  of the  to ta l  at the  end of 1950, an i n c r e a s e  

of 20 p e r c e n t  in  the  e l e v e m y e a r  p e r io d .

This  in c r e a s e  h as  c a u se d  a c o r re s p o n d in g  i n c r e a s e  in  U nited 

S ta tes  o w n ersh ip  and  c o n tro l  of C anadian  in d u s t r i e s .  M ost of the  r e c e n t  

in c r e a s e s ,  a c c o rd in g  to the  D om inion B u re a u  of S ta t i s t ic s  data:

. . . have  b een  due to  the  expansion  of d i r e c t  in v e s tm e n t  in b u s i ­
n e s s  e n t e r p r i s e s  w hich  a r e  c o n tro l le d  ab ro ad .  T o ta l l in g  $13. 7 
b i l l io n  th e se  m ak e  up n e a r ly  th re e - f i f th s  of the to ta l  and have  b een  
grow ing  m o re  ra p id ly  o v e r  the  p e r io d  than  p o r tfo l io  in v e s tm e n t .
The in c r e a s e  in  d i r e c t  in v e s tm e n ts  a r e  d is t r ib u te d  am ong p r im a r y  
and s e c o n d a ry  in d u s t r ie s  w ith  gains in  m a n u fa c tu r in g  be ing  a lm o s t
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as  l a r g e  as  in  the  p e t ro le u m  and mining, in d u s t r ie s .
In v e s tm e n t  owned, in  the  U n ited .S ta te s  acco u n ted  fo r  m o s t  of 

th e  in c r e a s e  in  the  total* r i s in g  to  $18 .0  b il l io n  at the  end of 1961 
f ro m  $16. 7 b i l l io n  in 1960. T he d i r e c t  in v e s tm e n t  group' w ith  a 
book ;va lue  of $11. 3 b i l l io n  w as ag a in  th e  m a in  s o u rc e  of the  rise* 
w ith  o th e r  s u b s ta n t ia l  ga ins  in  U nited  S ta te s  ho ld ings  of C anad ian  
g o v e rn m en t and m u n ic ip a l  bonds* o th e r  p o r tfo l io  ho ld ings  and 
m is c e l la n e o u s  in v e s tm e n ts .  In v e s tm e n ts  owned in the  United 
K ingdom  r o s e  only m o d e ra te ly  in  1961 to  a  to ta l  of $3. 4 billion* 
and in v e s tm e n ts  owned in  o th e r  c o u n tr ie s  show ed a som ew hat 

■ l a r g e r  gain  to  a  to ta l  of $2. 2 b il l ion . 86

B e fo re  w e exam in e  the  offic ia l e s t im a te s  of fo re ig n  ow n ersh ip  

and c o n tro l  of C anad ian  industries* , i t  would be  u se fu l  to  keep in  m ind  

th e  r e la t iv e  s iz e s  of the  c o n c e rn e d  in d u s t r i e s .  As T ab le  5 show s, 

to ta l  e s t im a te d  book v a lu e  of the  c a p i ta l  em ployed, in  the  s e le c te d  

. in d u s t r ie s  a t  the  end of 1961 w as $48. 2 billion* of w hich $12. 7 b il l io n  

w as  in m a n u fac tu r in g ,  $6. 7 b il l io n  in p e t ro le u m  and  n a tu r a l  gas* $3. 4 

billion, in  o th e r  m in in g  and sm elting* $5. 4 b il l io n  in railw ays*  $10. 3 

b i l l io n  in -o th e r  u t i l i t ie s ,  and $9. 8 b il l io n  in, m e rc h a n d is in g  and c o n ­

s tru c t io n .

T ab le  5 a lso  show s th a t  $31. 7 b i l l io n  o r  66 p e r c e n t  of the 

to ta l  c a p i ta l  em ployed  in  the  above s e le c te d  i n d u s t r i e s  w as  r e s id e n t  

owned. C anad ians  owned .47 p e rc e n t  o r  $5. 9 b i l l io n  of the  to ta l  in  

m anufacturing*  40 p e r c e n t  o r  $2. 7 b il l io n  in  p e t ro le u m  and  n a tu ra l  

gas ,  40 p e r c e n t  o r  $1. 3 b i l l io n  in  o th e r  m in in g  and sm elting* 74 p e rc e n t  

o r  $4. 0 b i l l io n  in r a i lw a y s ,  87 p e rc e n t  o r  $9. 0 b i l l io n  in  o th e r  u t i l i t ie s ,  

and 91 p e r c e n t  o r  $8. 9 b il l io n  in  m e rc h a n d is in g  and c o n s tru c t io n .

®®The C anad ian  Balance* 1961 and 1962* op. c i t . , p. 71.
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The n o n re s id e n t  ow n ersh ip  and c o n tro l  of the  s e le c te d . in d u s ­

t r i e s  as  a  p e r c e n t  of the to ta l  cap ita l  in v e s te d . in  th e se  in d u s t r ie s  is  

given, in T ab le  10. - It c an .b e  s e e n . th a t  the  long  t e r m  in c r e a s e  in fo re ig n  

ow nership , and c o n tro l  is  confined  to  the  f i r s t  t h r e e  i n d u s t r i e s - - m a n u ­

fa c tu r in g ,  p e t ro le u m  and n a tu ra l  g as ,  and o th e r  m in in g  and sm e lt in g .

In the  r e m a in in g  th r e e  i n d u s t r i e s - - r a i lw a y s ,  o th e r  u til i t ies , ,  m e r c h a n ­

d is in g  and c o n s t r u c t io n - - s u c h  o w n ersh ip  and c o n tro l  h as  in  fa c t  s h a rp ly  

d e c re a s e d ,  as  in  th e  c a s e  of ra i lw a y s  and o th e r  u t i l i t ie s ,  o r  r e m a in e d  

unchanged, as  in  the  c a s e  of m e rc h a n d is in g  and co n s tru c t io n .  The
I
r a t io s  fo r  a l l  of th e se  in d u s t r ie s  to g e th e r  d e m o n s t r a te  th a t  t h e r e  has  

b een  no change in  the  fo re ig n  ow n ersh ip  o v e r  the  p e r io d  of 35 y e a r s  

(1926-1961) w hich r e m a in s  a t o n e - th ird  of the  to ta l .  In the  c o n tro l  

r a t io s ,  how ever,, t h e r e  h a s  b een  a su b s ta n t ia l  r i s e  f ro m  17 p e r c e n t  in 

1926 to  33 p e r c e n t  in  1961, an in c r e a s e  of 94 p e rc e n t .  T h is  in c r e a s e  

w as  e n t i r e ly  due to  the  i n c r e a s e  in  co n tro l  in  the  f i r s t  t h r e e  in d u s t r i e s  

noted . H ow ever, s in c e  1957 th e r e  has b e e n  no i n c r e a s e  in  e i th e r  

o w n ersh ip  o r  con tro l;  both  r e m a in e d  a t  o n e - th i rd  of the to ta l .

U nited  S ta tes  ow n ersh ip  and c o n tro l  of the  s e le c te d  in d u s t r i e s  

a s  a  p e rc e n ta g e  of the  to ta l  c a p i ta l  in v e s te d . in  th e se  in d u s t r i e s  is  given 

in  T a b le  11. It can  b e  s e e n  th a t  the  long  t e r m  in c r e a s e  in  bo th  o w n e r ­

sh ip  and  c o n tro l  is  confined  to  th e  f i r s t  t h r e e  in d u s t r ie s ;  fo r  the  o th e r  

t h r e e  in d u s t r ie s  the  r a t io s  of both  o w n ersh ip  and c o n tro l  have d e c r e a s e d  

s u b s ta n t ia l ly .  The r a t io s  fo r  a l l  of the  s e le c te d  in d u s t r i e s  f o r  U nited



TA BLE 10

NONRESIDENT OWNERSHIP AND CONTROL AS A PE R C E N T A G E  OF
CA PITA L INVESTED IN S E L E C T E D  CANADIAN INDUSTRIES,

S E L E C T E D  YEAR-ENDS, 1926-1961

In d u s try

P e r c e n ta g e  of T o ta l  C ap ita l  Owned o r  C o n tro l led  by All N o n re s id e n ts

Y e a r M an u fac ­ P e t ro le u m  and M ining and R ailw ays O th e r • M e rch an d is in g T o ta ls
tu r in g N a tu ra l  Gas S m elting U ti l i t ie s and C o n s tru c t io n

NONRESIDENT OWNERSHIP

1926 38 37 55 32 37
1948 42 39 45 20 0 • 32
1951 44 51 51 40 18 • ® 32
1957 50 63 56 30 14 « « 34
1959 51 62 58 27 14 9 34
1961 54 60 62 25 13 9 34

NONRESIDENT CONTROL

1926 35 38 3 20 17
1948 43 • % , 40 3 24 9 25
1951 47 53 53 3 22 , . 27
1957 56 76 61 2 5 , . 32
1959 57 73 61 2 5 9 32
1961 59 69 59 2 5 11 33

S o u rces :  The C anad ian  B a la n c e , op. c i t . , pp. 133-134; S a fa rian ,  op. c i t . , p. 227, T ab le  1.



TA B LE 11

UNITED STATES OWNERSHIP AND CONTROL AS A PER C E N TA G E OF
C A PIT A L INVESTED IN S E L E C T E D  CANADIAN INDUSTRIES,

S E L E C T E D  YEAR-ENDS, 1926-1961

In d u s try
P e r c e n ta g e  of T o ta l  C ap ita l  Owned o r  C o n tro l led  b y  U nited  States- R e s id e n ts

Y e a r ’ M anufac ­
tu r in g

P e t ro le u m  and 
N a tu ra l  Gas

M ining and 
S m elting R ailw ays O th er

U ti l i t ie s
M erc h a n d is in g  

and C o n s tru c t io n T o ta ls

UNITED STATES RESIDENT OWNERSHIP

1926 30 28 15 23 15 19
1948 35 e a 32 21 16 23
1951 36 45 45 18 16 « • 24
1957 39 57 46 11 11 «  a 26
1959 41 55 49 9 12 6 26
1961 43 51 54 9 11 6 27

UNITED STATES RESIDENT CONTROL

1926 30 32 3 20 15
1948 39 0 a 37 3 24 6 22
1951 40 51 51 2 21 a a 24
1957 43 70 52 2 4 « a 27
1959 44 67 53 2 4 6 26
1961 45 60 52 2 4 6 26

S o u rces :  The C anad ian  B a la n c e , op. c i t . , pp. 133-134 (1961 and 1962); S a fa rian ,  op. c i t . , p. 227, 
T a b le  1; Q u a r te r ly  E s t im a te s  of th e  C anadian  B a lan ce  of In te rn a t io n a l  P a y m e n ts , T h ird  
Q u a r t e r  1963, p. 13.
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S ta tes  o w n ersh ip  s in c e  the  end of 1951 have not i n c r e a s e d  by  m uch; 

they  in c r e a s e d  f ro m  24 p e rc e n t  in 1951 to  27 p e rc e n t  in  1961, an i n ­

c r e a s e  of 12 p e rc e n t  fo r  th e  t e n - y e a r  p e r io d .  The r a t io s  fo r  c o n tro l  

show an even s m a l l e r  in c r e a s e ;  th ey  i n c r e a s e d  f ro m  24 p e rcen t,  in  1951 

to  26 p e r c e n t  in  1961, an in c r e a s e  of 8. 3 p e r c e n t  fo r  th e  t e n - y e a r  p e r io d .  

A ctua lly  th e y  d e c r e a s e d  s in c e  1957 f ro m  27 p e rc e n t  to  26 p e r c e n t  a t  the  

end of 1961, a d e c r e a s e  of 3. 7 p e rc e n t .

When the  above in d u s t r i e s  a r e  ta k e n  as  a  g roup , U nited  S ta tes  

o w n ersh ip  r a t io s  e x ceed  i t s  c o n tro l  r a t io s .  The d if fe re n c e  l i e s  in  the  

fac t  th a t  the  two r a t io s  a r e  c o m p o s i te s  of two d iffe re n t  f a c to r s .  P r o ­

f e s s o r  S a fa r ia n  exp la ins  i t  th is  way:

The fo re ig n  ow n ersh ip  r a t io s  m e a s u r e  equity  and debt c a p ita l  
owned by  n o n re s id e n ts  as  a p e rc e n ta g e  of to ta l  c a p i ta l  em ployed  
in  the  in d u s t r i e s .  The fo re ig n  c o n tro l  r a t io s  m e a s u r e  equ ity  and 
debt c a p i ta l  in v e s te d  by  r e s id e n ts  a s  w ell  as  n o n re s id e n ts  in th o se  
c o m p an ie s  w hose  vo ting  s to c k  i s 'c o n t r o l l e d  by  n o n re s id e n ts ,  a l l  of 
w h ich  is  ta k e n  as  a  p e rc e n ta g e  of th e  to ta l  c a p i ta l  em ployed  in the 
in d u s t r i e s .  87

F o r  ex am p le ,  U nited  S ta te s  c o n tro l  of the  above s e le c te d  in d u s ­

t r i e s  a t  the  end of 1961 w as l e s s  than  i ts  ow n ersh ip  in th e se  in d u s t r ie s .  

T his  m e a n s  th a t  o th e r  n o n re s id e n ts  o r  m a in ly  C anad ians  c o n tro l le d  one 

p e rc e n ta g e  po in t of U nited  S ta te s  in v e s tm e n t .  If we tak e  th e  f i r s t  t h r e e  

in d u s t r i e s  only, we s e e  th a t  a t  the  end of 1961 the  U nited  S ta te s  c o n ­

t ro l l e d  about $819 m il l io n  of C anadian  c a p i ta l  and $391 m il l io n  w as c o n ­

t ro l l e d  by  o th e r  n o n r e s id e n t s - - a  to ta l  of $1, 208 m ill io n .

^ S a f a r i a n ,  op. c i t . , p. 226, foo tno te  10.
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T h is ,  h o w ev er ,  is  o ffse t  by  the n o n re s id e n t  m in o r i ty  s h a r e ­

h o ld e r s  in the  l a s t  t h r e e  C anadian  c o n tro l le d  i n d u s t r i e s - - r a i lw a y s ,  

o th e r  u t i l i t ie s ,  and m e rc h a n d is in g  and c o n s tru c t io n .  It is  c l e a r  f ro m  

T ab le  10 tha t ,  on the  a v e ra g e ,  fo r  the  above s e le c te d  in d u s t r i e s ,  

C anad ians  a r e  c o n tro ll in g  one p e rc e n ta g e  po in t of the  fo re ig n  o w n e r ­

sh ip  fo r  the s a id  in d u s t r i e s .  A ll n o n re s id e n t  o w n ersh ip  of to ta l  c a p i ta l  

em ployed  in  the se le c te d ,  in d u s t r ie s  a t  the end of 1961 w as 34 p e rc e n t  

and the  c o r re s p o n d in g  f ig u re  fo r  c o n tro l  w as  33 p e rc e n t .  E x a c tly  the 

s a m e  th ing  is  t r u e  w ith  r e s p e c t  to  U nited  S ta te s  in v e s tm e n ts ;  United 

S ta tes  ow n ersh ip  w as 2 7 p e r c e n t  and the  c o r re s p o n d in g  f ig u re  fo r  c o n ­

t r o l  w as 26 p e r c e n t .

In s u m m a ry ,  we quote the  D om inion B u re a u  of S ta t is t ic s :

In so m e  l a r g e  C anad ian  co m p an ies  c o n tro l le d  a b ro a d  th e r e  
a r e  s u b s ta n t ia l  m in o r i ty  hold ings of s e c u r i t i e s  owned in  C anada 
o r  in  so m e  o th e r  c o u n tr ie s  than  the  co u n try  of c o n tro l .  T h is  type 
of s itua tion , g ives  r i s e  to  th e  in s ta n c e s  w h e re  in v e s tm e n ts  c o n ­
t ro l le d  a b ro a d  a r e  g r e a t e r  than  in v e s tm e n ts  owned in  the co u n try  
of c o n tro l .  The p e t ro le u m  and n o n fe r ro u s  s m e l t in g  and re f in in g  
in d u s t r i e s  and so m e  f ie ld s  of m anufacturing- l ik e  c h e m ic a ls  p r o ­
v ide  exam ples , w h e re  th is  h as  b een  the c a se .  In c o n t r a s t  in so m e  
o th e r  a r e a s  of m a n u fa c tu r in g  as  b e v e ra g e s  and  pulp  and p a p e r  
th e r e  a r e  enough fo re ig n -o w n e d  p o r tfo l io  in v e s tm e n ts  in C anadian  
c o n tro l le d  co m p an ie s  to  g ive r i s e  to  the oppos ite  type of r e l a t io n ­
sh ip . 8 8

T ab le  12 show s th a t  even  in  the in d u s t r i e s  w h e re  fo re ig n  o w n e r ­

sh ip  and c o n tro l  is  the  h ig h e s t  and h as  in c r e a s e d  the  m o s t  in r e c e n t  

y e a r s ,  t h e r e  i s  no ev id en ce  th a t  the  p a t te r n  h as  b een  even  o r  th a t  i t

88The C anad ian  B a lan c e ,  1961 and 1962, op. c i t . , p. 97.
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TA BLE 13

FOREIGN OWNERSHIP AND CONTROL O F S E L E C T E D  CANADIAN
INDUSTRIES, S E L E C T E D  Y EAR-ENDS, 1954-1961

E n te r p r i s e F o re ig n  O w n ersh ip F o re ig n  C o n t r o l .

C la s s i f ic a t io n 1954 1957 1959 1961 1954 1957 1959 1961

M anufac tu ring :
B e v e ra g e s 29 28 26

(p e rc e

26

ntages)

20 13 13 14
R ubber 78 84 86 88 93 97 98 99
T e x ti le s 2 1 21 22 24 18 19 23 23
P u lp  and p a p e r 51 53 52 51 56 55 49 46
A g r ic u l tu ra l

m a c h in e r y 9- ’ 37 37 43 47 35 38 55 54
A utom ob iles  and 

p a r t s 78 78 89 90 95 95 97 97
T ra n s p o r ta t io n  

equ ipm en t nop. 34 47 58 58 36 67 73 71
P r i m a r y  i r o n  & s te e l 16 24 25 .  . 6 26 23 .  »

I ro n  & s te e l  m i l ls . • * •  0 30 ,  • •  « ,  » 25
E le c t r i c a l  a p p a ra tu s 70 70 74 73 77 77 81 78
C h e m ic a ls 64 62 61 65 75 75 77 79
O th e r  m a n u fa c tu r in g 46 50 52 55 52 57 61 66

Subto ta ls 47 50 51 54 51 56 57 59

P e t ro le u m  & N a tu ra l  
Gas: 60 63 62 60 69 76 73 69

Mining:
S m eltin g  & re f in in g  of 

n o n fe r ro u s  na tiv e  
o re s 59 54 56 55 55 66 66 55

O th e r  m in ing 55 56 59 64 49 59 59 60

Subto ta ls 56 56 58 62 51 61 61 59

T o ta ls  of above 
in d u s t r i e s 51 54 55 56 55 61 62 62

Source : T he C anad ian  B alance , 1961 and 1962, p. 83, s ta te m e n t 32.

a ln c lu d e s  e n t e r p r i s e s  a lso  engaged  in  the  m a n u fa c tu r in g  of o th e r  h eavy  
equ ipm ent w hich  tends  to  o v e r s ta te  fo re ig n  owned and  c o n tro l le d  p r o ­
p o r t io n  of c a p i ta l  a c tu a l ly  engaged  in  the  m a n u fa c tu re  of a g r i c u l tu r a l  
im p le m e n ts  only.
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w ould continue even ly  in  the  fu tu re .  Much depends on the  y e a r s  one

ch o o ses  to  c o m p a re ,  and s m a l l  changes  ( in c r e a s e s  o r  d e c r e a s e s )  su ch

as  se e n  in Table  12 should  not be  o v e re m p h a s iz e d .  T h is  is  im p o r ta n t

to  keep  in m ind  s in c e

. . .  an  im p r e s s io n  has  b een  c r e a te d  by  so m e  u s e r s  of the  s e r i e s  
not only th a t  the r a t io s  have  r i s e n  o v e r  t im e  bu t th a t  th e y  have 
a lso  r i s e n  in r e c e n t  y e a r s ,  even though g e n e ra l  econom ic  grow th  
has  s low ed  and even  th a t  they  w ill  in ev itab ly  con tinue to  r i s e .

A c lo se  e x am in a tio n  of Table  12 d is c lo s e s  th a t  s in c e  1954 

so m e  of the  fo re ig n  owned and co n tro l le d  e n t e r p r i s e s  have  e i th e r  d e ­

c lin ed  o r  r e m a in e d  co n s ta n t  a s  to  th e i r  d e g re e  of fo re ig n  ow n ersh ip  

and c o n tro l .  The r e s t  have  in c r e a s e d  th e i r  ow n ersh ip  and co n tro l  

con ten t but a t d i f fe re n t  p e r io d s  and at d if fe re n t  r a t e s .  H ow ever, the 

to ta l  fo re ig n  o w n ersh ip  and  c o n tro l  of th e se  in d u s t r i e s  has  in c r e a s e d  

s in c e  1954. F o re ig n  o w n ersh ip  i n c r e a s e d  by  10 p e r c e n t  f ro m  51 p e r ­

cen t in  1954 to  56 p e r c e n t  in .1961, w hile  fo re ig n  c o n tro l  i n c r e a s e d  by 

about 13 p e rc e n t  f ro m  55 p e r c e n t  in 1954 to  62 p e r c e n t  in  1961.

The b reak d o w n  of th e  United S ta te s '  s h a r e  i s  not a v a ilab le  

u n ti l  th e  end of 1959. T ab le  13 g ives the  U nited  S ta te s '  s h a r e  fo r  1959, 

1960 and 1961. At the  end of 1961, a c c o rd in g  to  the  tab le ,  the  U nited  

S ta te s '  s h a r e  of o w n ersh ip  and c o n tro l  s tood  a t  47 and 50 p e rc e n t  

re s p e c t iv e ly .  Thus i t  is  ev iden t tha t even in  th e s e  h igh ly  n o n re s id e n t  

owned and c o n tro l le d  in d u s t r i e s ,  United S ta tes  o w n ersh ip  and  c o n tro l

^ S a f a r i a n ,  op c i t . , p. 228. See, fo r  ex am p le ,  the  quota tion  
on p ag e  21 (footnote 21) in  th is  p a p e r .
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TA BLE 13

UNITED STATES OWNERSHIP AND CONTROL
O F  S E L E C T E D  CANADIAN INDUSTRIES,

SE L E C T E D  YEAR-ENDS', 1959-1961

•! E n te r p r i s e
O w nersh ip C o n tro l

C la s s i f ic a t io n
1959 1960 1961 1959 1960 1961

(p e rc e n ta g e s )
M anufac tu ring :

B e v e ra g e s 23 23 23 12 14 13
R ubber 79 80 81 90 90 91
T e x ti le s 13 14 15 14 13 14
Pu lp  and p a p e r 44 43 43 38 37 35
A g r ic u l tu ra l  m a c h in e ry 43 43 45 55 49 52
A utom obiles  and p a r t s 89 90 90 96 96 97
T r a n s p o r ta t io n

equ ipm en t nop. 27 26 25 27 27 27
P r i m a r y  i ro n  & s te e l 15 20 19 9 14 13
E le c t r i c a l  a p p a ra tu s 65 62 64 67 66 66
C h em ica ls 44 44 47 52 51 54
O th e r 41 41 43 48 48 50

Subto ta ls 41 41 43 44 44 45

P e t ro le u m  & N a tu ra l
Gas: 55 53 51 67 64 60

Mining:
S m elting  & re f in in g  of 

n o n fe r ro u s  na tive
o re s 42 41 44 66 64 55

O th e r  m in ing 53 56 58 47 49 51

Subto ta ls ’ 49 52 54 53 53 52

T o ta ls  of above
in d u s t r i e s 46 46 47 51 51 50

Source : The C anad ian  B a lan ce , 1961 and 1962, op. c i t . , p . 135, 
T a b le  XV.
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a r e  only 47 and 50 p e rc e n t ,  r e s p e c t iv e ly ,  of the  to ta l  c a p ita l  em ployed  

in  th e se  in d u s t r i e s .

When th e  above e n t e r p r i s e s  a r e  b ro k e n  down into  s u b c a te g o r ie s  

o r  in d u s t r i e s  i t  b e c o m e s  ev iden t th a t  U n ited  S ta te s  c a p i ta l  h as  th e  c o n ­

t ro l l in g  i n t e r e s t s  in  n ine out of the fo u r te e n  s u b c a te g o r ie s  fo r  1961.

T his  is  equ iva len t to  50 p e r c e n t  of to ta l  c o n tro l  and  47 p e r c e n t  of o w n e r ­

sh ip .  In two of th e s e  in d u s t r ie s  U nited  S ta tes  o w n ersh ip  and co n tro l  

w e re  v i r tu a l ly  c o m p le t e - - r u b b e r  and au to m o b iles  and p a r t s .  At the  

end of 1961 A m e r ic a n  o w n ersh ip  s tood  a t  81 and 90 p e rc e n t  of the  to ta l  

r e sp e c t iv e ly ;  A m e r ic a n  c o n tro l  w as even  h ig h e r  a t , 91 and 97 p e r c e n t  

of the  to ta l .  In a l l  rem ain in g , in d u s t r i e s  c o n tro l  by  U nited  S ta tes  r e s i ­

den ts  w as l e s s  than  66 p e rc e n t .  The ta b le  a lso  r e v e a l s  th a t  in  f ive  of 

th e s e  in d u s t r i e s  U nited  S ta te s  c o n tro l  h as  in c r e a s e d  s in c e  1959, 

d e c r e a s e d  in f ive , and in  the  r e m a in in g  fo u r  t h e r e  w as no change. In 

the  a r e a  of d e c re a s in g  U nited  S ta te s  co n tro l ,  the  m o s t  m a rk e d  change 

took p la c e  in sm e l t in g  and re f in in g  of n o n fe r ro u s  na tiv e  o r e s .  It 

d rop p ed  f ro m  66 p e r c e n t  in  1959 to  55 p e rc e n t  in  1 9 6 1 - -a  20 p e rc e n t  

d e c r e a s e .  The m o s t  s ig n if ic a n t  change, h o w ev er ,  in  th e  a r e a  of 

U nited  S ta tes  d e c re a s in g  c o n tro l  w as  th e  p e t ro le u m  and n a tu ra l  gas 

in d u s t r ie s ,  d e c re a s in g  f ro m  67 p e r c e n t  in  1959 to  60 p e r c e n t  in .1961, 

a  d e c r e a s e  of 12 p e rc e n t .  T h is  is  im p o r ta n t  b e c a u s e  the  p e t ro le u m  

and n a tu ra l  gas in d u s t r ie s  a r e  the  l a r g e s t  in d u s t r i e s  th a t  a r e  co m p le te ly  

c o n tro l le d  by U nited  S ta te s  in v e s to r s .
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S u m m a riz in g  the  fo reg o in g  s ta t i s t i c a l  a n a ly s is  in  the  w o rd s  of 

P r o f e s s o r  Safarian :

F o re ig n  ow n ersh ip  and c o n tro l  a r e  t h e r e fo r e  h igh  in th r e e  
in d u s t ry  g roups  w hich  acco u n ts  fo r  ha lf  of the  c a p i ta l  em ployed, in 
the  s e le c te d  in d u s t r i e s  fo r  w hich  DBS has  p r e p a r e d  r a t io s ,  and 
low in  the  r e m a in in g  th r e e  in d u s t ry  g ro u p s .  In the  in d u s t ry  g roups  
w h e re  it  is  high, i t  i s  not u n ifo rm ly  so , of c o u rs e .  In m a n u fa c ­
tu r in g ,  f o r  exam ple ,  the  e x t r e m e  c a s e s  a r e  au to m o b ile s  and 
p a r t s  and  ru b b e r ,  w h e re  fo re ig n  ow n ersh ip  w as c lo se  to  90 p e r c e n t  
and c o n tro l  c lo se  to  100 p e r c e n t  in  1959. The r a t io s  a r e  m uch  
lo w e r  in  in d u s t r ie s  su ch  as  pulp and  p a p e r  and a g r i c u l tu r a l  m a ­
ch in e ry ,  w hich  a r e  ro u g h ly  even ly  div ided  be tw een  r e s id e n t  and 
n o n re s id e n t  o w n ersh ip  and  c o n tro l ,  and lo w er  s t i l l  in  p r im a r y  
i ro n  and s te e l  and in  b e v e ra g e s ,  fo r  exam ple , w hich  a r e  l a r g e ly  
r e s id e n t-o w n e d  and c o n tro lle d .

It i s  w ell  known . . . th a t  r e s id e n ts  of th e  U nited  S ta tes  
acco u n t fo r  m o s t  of the  fo re ig n  in v e s tm e n t  in  C anad ian  in d u s try .  
T re n d s  b ro a d ly  s im i l a r  to  th o se  in  th e  o v e ra l l  r a t io s  a r e  ev iden t 
if one c o n s id e r s  o w n ersh ip  and c o n tro l  r a t io s  by  r e s id e n ts  of the  
U nited  S ta tes .  . . . The da ta  fo r  r e s id e n ts  of th e  U nited  S ta tes  
a r e  w o r th  em p h as iz in g , f o r  p r e s u m a b ly  th ey  a r e  the  ones w hich  
a r e  r e le v a n t  to  any d is c u s s io n  of th e  p o l i t ic a l  t h r e a t  f ro m  fo re ig n  
in v e s tm e n t .  It is  the  c o n c e n tra t io n  o f  o w n ersh ip  of su ch  in v e s t ­
m en t in  one c o u n try  w hich  is  u su a lly  ta k e n  to  c o n s t i tu te  a  th re a t .  
A ll too  often, th o se  who s p e a k  of t h r e a t s  to  C a n a d a 's  independence  
r e f e r  to  the  h ig h e r  o w n ersh ip  and c o n tro l  r a t io s  fo r  a l l  n o n r e s i ­
den ts ,  w hich a r e  not p a r t i c u la r ly  re le v a n t  in th is  con tex t.  ^0

It h a s  b e e n  c h a rg e d  th a t  m u ch  of th is  c o n c e n tra t io n  of fo re ig n  

o w n ersh ip  and  c o n tro l  h as  r e s u l t e d  f ro m  the  r e ta in e d  e a rn in g s  in  

fo re ig n  owned s u b s id ia r ie s  w ith in  Canada. D r. O. J . F i r e s to n e  

r e f e r s  to  th is  as:

. . . The sk i l l  of A m e r ic a n  m a n a g e m e n t  in  ob ta in ing  in c r e a s e d  
co n tro l  of C anad ian  r e s o u r c e s  and in d u s t r ie s  w hile  a t  th e  s a m e

^ S a f a r i a n ,  op. c i t . , pp. 2 2 8 -2 2 9 .
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t im e  supplying, only a s m a l l  p o r t io n  of the  c a p i ta l  r e q u i r e d  fo r  the 
d eve lopm en t of th e se  in d u s t r ie s .

The Royal C o m m is s io n  on Banking and F in a n c e  h a s  th is  to

say:

T h is  t r e n d  to i n c r e a s e d  n o n re s id e n t  c o n tro l  of c e r ta in  of o u r  
m a jo r  in d u s t r ie s  h a s  g iven  r i s e  to  a fee l in g  of d isq u ie t  am ong 
m an y  C anadians,,  in  p a r t  b e c a u s e  it  is  b e l ie v e d  su ch  c o n tro l  w ill 
tend  to  p e rp e tu a te  i t s e l f  b e c a u se  of e a rn in g s  r e ta in e d  in  Canada.
In the 1946-60 p e r io d ,  u n d is t r ib u te d  e a rn in g s  on fo re ign , d i re c t  
in v e s tm e n ts  in C anada am oun ted  to  $4, 150 m il l io n ,  c o m p a re d  to  ;
ne t  c a p i ta l  inflow s fo r  d i r e c t  in v e s tm e n t  of $5, 090 m ill io n . If 
d e p re c ia t io n  and d ep le tion  a llo w an ces  g e n e ra te d  in C anada by 
th e se  f i r m s  a r e  added, to ta l  r e ta in e d  c a sh  a f te r  d iv idend p ay m en ts  
am oun ted  to  $9. 8 b il l io n . .. . . T h e se  in te rn a l ly  g en e ra ted .fu n d s  
w e re  equal to  10. 9% of g r o s s  d o m e stic  c a p i ta l  fo rm a t io n  in  C anada 
f ro m  1946 to  1960, c o m p a re d  to  8. 9% fo r  n e t  c a p i ta l  inflow s of a ll 
k inds, so m e  of w hich w e re  in p o r tfo l io  o r  o th e r  fo rm s .

T h is  p a r t i c u la r  f o rm  of a n a ly s is  i s  i r r e l e v a n t  s in c e  the 

r e ta in e d  e a rn in g s  a r e  and should  be c o n s id e re d  as  p a r t  of fo re ig n  

in v e s tm e n ts .  It w ould h a rd ly  m ak e  any d iffe ren ce  if th e se  u n d is t r ib u te d  

e a rn in g s  w e re  r e p a t r i a t e d  to  the  U nited  S ta tes  p a r e n t  c o n c e rn  and then  

b ro u g h t  b a c k  to C anada as  c a p i ta l  in flow s, s in c e  fo re ig n  o w n ersh ip  and 

c o n tro l  would be the  s a m e  in bo th  s i tu a t io n s .  As to  the a l leg a tio n  of 

the snow balling  e ffec t  of r e ta in e d .e a rn in g s ,  the s a m e  th ing  ap p lie s  to 

C anad ian  o r  any o th e r  r e ta in e d  e a rn in g s  fo r  th a t  m a t t e r ,  w h e r e v e r  th ey  

m a y  tak e  p lace .

J .  F i r e s to n e ,  " C a n a d a 's  G row th  P r o je c t s  ’and Role of 
U nited  S ta tes  of A m e r i c a 's  I n v e s tm e n t ,"  C o m m e rc ia l  and F in a n c ia l  
C h ro n ic le  (Ju ly  2, 1959),. p . 6.

921964 R e p o r t  of the  Royal C o m m iss io n  on  ̂B anking  and 
F in a n c e  (Ottawa:; Q u e e n 's  P r i n t e r ,  1964), p. 85.
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The s u m m a r y  s ta te m e n t  of U nited  S ta te s  d i r e c t  in v e s tm e n t

s in c e  1946 is  p ro v id e d  by  the  D om inion B u re a u  of S ta t is t ic s :
\

The s ix te e n  y e a r s  of the  p o s tw a r  p e r io d  f ro m  1946 to  1961 
have  s e e n  g ro s s  inflows f ro m  the  U nited S ta tes  fo r  d i re c t  i n v e s t ­
m en t a g g re g a t in g  $5, 658 m illion ; 60 p e rc e n t  of i t  to  the  p e t ro le u m ,  
n a tu ra l  gas  and m in ing  in d u s t r ie s .  D uring  th e  s a m e  p e r io d  so m e  
$1, 391 m il l io n  of United S ta tes  d i r e c t  in v e s tm e n t  in  C anada w as 
r e p a t r i a t e d ,  bu t th is  w as a lm o s t  o ffse t  b y  the  inflow s of $1, 359 
m il l io n  in  o th e r  fo rm s  w hich  added to  the  v a lu e  of U nited  S ta tes  
owned and c o n tro l le d  in v e s tm e n t ,  m ak in g  a to ta l  m o v em en t of 
U nited  S ta tes  c a p i ta l  of $5, 62 6 m ill io n . U n d is tr ib u te d  e a rn in g s ,  
r e c la s s i f i c a t io n s ,  e tc . , le d  to  a  f u r th e r  r i s e  of $3, 354 m il l io n  in 
the p e r io d ,  b r in g in g  the  to ta l  book v a lu e  of U nited  S ta tes  d i r e c t  

. in v e s tm e n ts  in  C anada f ro m  $2, 304 m il l io n  a t the  end of 1945 to  
$11, 284 m il l io n  a t the  end of 1961.93

The p r e s e n t  ex ten t of n o n re s id e n t  ow n ersh ip  and co n tro l,  

e s p e c ia l ly  by  United S ta te s  in v e s to r s ,  i s  not " p a r t i c u la r ly  w o r r i s o m e "  

b e c a u s e  C anada has  a lw ays u sed  fo re ig n  c a p i ta l  in  i ts  q u es t  fo r  e c o ­

nom ic  developm ent; thus  a p a r t  of C anadian  econom y has  a lw ays b een  

in  the  hands of n o n re s id e n ts .  "T he  fac t  tha t  a l a r m s  the  C anad ians ,  " 

a c c o rd in g  to  Dr., Knapp, " is  th a t  such  fo re ig n  in fluence  has  b een  

in c r e a s in g  o v e r  the  y e a r s  of Canadian  developm ent, r a t h e r  than  d im in ­

ish ing , as  w as the  c a s e  w ith  o th e r  na tions  w hich  b o r ro w e d  p o r tfo l io  

c a p i ta l  f r o m  ab ro ad .

The Dom inion B u re a u  of S ta t is t ic s  p u ts  i t  th is  way:

P e r h a p s  th e  m o s t  s t r ik in g  f e a tu re  of th e se  s e r i e s ,  v iew ed  in 
the  p e r s p e c t iv e  of a  th i r d  of a  ce n tu ry ,  e m b ra c in g  d e p re s s io n  and

^3The C anad ian  B a lan ce  1961 and 1962, op. c i t . , pp. 47-48.

9^Knapp, op. c i t . , p. 124.
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boom , w a r  and p e a c e ,  i s  the  c o n s is te n c y  of th e  d i re c t io n  of the  
c h a n g e .^5

The im p re s s io n  is  g iven  h e r e  th a t  p o r tfo l io  in v e s tm e n ts  a r e  

b e t t e r  in th e  s e n s e  th a t  C anadian  dependence  on fo re ig n  c a p i ta l  would 

have  b e e n  l e s s  o r  a t  l e a s t  th a t  C anada would be  in a  b e t t e r  p o s it io n  to  

d im in ish  h e r  r e l ia n c e  on fo re ig n  in v e s tm e n t  in  the  fu tu re .  This  is  

q u es tio n ab le  s in c e  th e r e  is  no a c c e p ta b le  th e o ry ,  a s  ye t,  a s  to  how we 

can. m e a s u r e  p r e c i s e ly  the  b en e f i ts  of p o r tfo l io  and d i r e c t  in v e s tm e n ts .  

F u r th e r m o r e ,  J ap an ,  w hich  r e l i e d  on fo re ig n  p o r tfo l io  c a p i ta l  to  

develop and m o d e rn iz e  h e r  in d u s t ry  and econom y, w as  not im m u n e  to  

econom ic  i l l s .  At p r e s e n t  J a p a n  fa c e s  a  c r i s i s ,  a s h o r ta g e  of fo re ig n  

in v e s tm e n ts  !

It is  t r u e  in an a b so lu te  s e n s e  th a t  fo re ig n  ow n ersh ip  and 

c o n tro l  have  b een  m oving  in  one d i r e c t io n - - in c r e a s in g .  H ow ever, i t  

is  a lso  t r u e  bu t conven ien tly  fo rg o t te n  by  so m e  s tu d e n ts  of the  f ie ld  

th a t  g row th  of the  C anad ian  econom y h as  a lso  b een  m oving  in  the  s a m e  

d i r e c t io n - - in c r e a s in g .  W hat is  r e le v a n t  h e r e  is  th a t  the  r e la t iv e  in~ 

c r e a s e s  of bo th  fo re ig n  in v e s tm e n t  and C anad ian  econom ic  grow th  

have  b e e n  m oving  in  the  s a m e  d i re c t io n  and, m o re  s ig n if ican tly ,  th a t  

the  C anad ian  econom ic  r a t e  of g row th  has  b een  the  f a s t e r  r a t e .  This  

is  so  b e c a u s e  o th e rw ise  th e  C anadian  econom y could not h ave  d e c re a s e d

^ The C anadian  B a lan ce , 1960, op. c i t . , p. 58.

^ U. S. News and W o rld  R ep o r t  (Ju ly  26, 1965), p. 80.



i t s  debt s e rv ic in g  as  a p e rc e n ta g e  of i ts  g r o s s  n a tiona l product* as  

shown above. F u r th e rm o re *  as  shown above* th e  C anadian  econom y 

s in c e  1957 h as  b een  d e c reas in g ,  i ts  r e l ia n c e  on fo re ig n  c a p i ta l  to  

f in an ce  i ts  econom ic  a c t iv i t ie s .  The in v e s tm e n t  in  the  in d u s t r ie s  

ex am in ed  does not co n s t i tu te  the  to ta l  of the  C anad ian  w ealth . "Not 

c o v e re d  a r e  l a r g e  s e c to r s  of C anadian  w ea lth  w hich  a r e  p re d o m in a n tly  

C anad ian  owned and c o n tro lle d ,  such  a s  in v e s tm e n ts  in  a g r i c u l tu r e  and 

s o c ia l  ca p i ta l ,  o th e r  k inds  of p e r s o n a l  p r o p e r ty  and C anadian  in v e s t ­

m e n ts  o u ts id e  Canada. T h e se  s e c to r s  of the  C anadian  econom y

w ith  no f o re ig n  in f luence  a r e  e s t im a te d  to  have  a s to c k  of so c ia l  

ca p ita l  n e a r ly  equal to  th e  stock, of in d u s t r ia l  cap ita l .  In add ition  to  

th is  s to c k  of c a p i ta l  ". . . t h e r e  a r e  s t i l l  o th e r  im p o r ta n t  a r e a s  of 

C anad ian  w ea lth  su ch  as  C a n a d a 's  e x te rn a l  in v e s tm e n ts ,  not to  m en tio n  

th e  s ig n if ican t  s av in g s  r e p r e s e n te d  by o w n ersh ip  of au to m o b iles  and 

o th e r  durables*  n o n in d u s tr ia l  land  and su ch  in tan g ib le  s o c ia l  i n v e s t ­

m e n t  as  education.. ^8

It i s  the  d is p a r i ty  in  the  popu la tion  s iz e  b e tw een  C anada and 

U nited  States* and not any a b n o rm a l  p ro p e n s i ty  o r  g ra n d  d es ig n  of 

A m e r ic a n s  to in v e s t  in  Canada, th a t  acco u n ts  fo r  a  r e la t iv e ly  l a r g e  

p ro p o r t io n  of C anad ian  p ro d u c t iv e  a c t iv i t ie s  b e in g  owned by  U nited  

S ta tes  c i t iz e n s .  In c o m p a r in g  p e r  ca p ita  in v e s tm e n ts  in  both  c o u n tr ie s ,

9?The C anad ian  Balance* 1960* op. c i t .., p. 62.
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P r o f e s s o r  H a r ry  G. Jo h n so n  expla ins:

In 1959, the  l a t e s t  y e a r  fo r  w hich c o m p a ra b le  .data a r e  a v a i l ­
ab le  to  m e , o ffic ia l  U nited  S ta tes  s o u rc e s  show ed to ta l  United 
S ta te s  in v e s tm e n ts  in C anada of $15, 779 m il l io n ,  and to ta l  C anadian  
f in a n c ia l  a s s e t s  and  in v e s tm e n ts  in  the  U nited -S ta tes  of $5, 796 
m ill io n . On p e r  c a p i ta  b a s is ,  United S ta te s  in v e s tm e n t  in  Canada 
w as $89. 08 and C anad ian  in v e s tm e n t  in  the  U nited  S ta te s  w as 
$331. 52. The ( s ta t i s t ic a l ly )  a v e ra g e  Canadian , in  o th e r  w o rd s ,  
h as  about 3 3 /4  t im e s  as  m u ch  in v e s te d . in  the  U nited  S ta te s  as  the  
( s ta t i s t ic a l ly )  a v e ra g e  A m e r ic a n  has  in v e s te d  in  Canada, a d i s ­
p a r i ty  w hose s ig n if ic a n c e  is  in c r e a s e d  by  the  r e la t iv e ly  lo w e r  p e r  
c a p ita  incom e and w ea lth  of C anad ians .  In the  s a m e  y e a r ,  the 
to ta l  U nited  S ta te s  d i r e c t  in v e s tm e n t  in  C anada w as  $10, 171 
m ill io n ,  o r  $57. 42 p e r  cap ita ,  w h e re a s  the  to ta l  C anad ian  d i re c t  
in v e s tm e n t  in  the  U nited  S ta tes  w as $1, 688 m il l io n ,  o r  $96. 44 p e r  
cap ita ,  1 2 /3  t im e s  the  p e r  cap ita  United S ta tes  in v e s tm e n t  in 
C anada. 99

T hus, "C an ad ian s  have a m a rk e d ly  h ig h e r  a v e ra g e  p ro p e n s i ty  to  in v e s t  

in  the  United. S ta te s  than  A m e r ic a n s  have to  in v es t  in  Canada. "100

T h e re  is  a  t r e n d ,  a c c o rd in g  to  P r o f e s s o r  Jo h n so n ,  to w a rd  

"a  su b s ta n t ia l  m in o r i ty  C anad ian  p a r t ic ip a t io n  and a t r e n d  to w a rd s  

in c r e a s in g  C anadian  p a r t ic ip a tio n -  in  United S ta tes  d i r e c t  in v e s tm e n t  

in  Canada. "101 He exp la ins:

T h e re  has  b e e n  a  continuous though m o d e ra te  sh if t  to w a rd s  
lo w e r  p a r t ic ip a t io n s  of U nited  S ta te s  equity  p a r t ic ip a t io n  in  the 
n e w e r  e n t e r p r i s e s .  A c o m p a r iso n  of d i r e c t  e n t e r p r i s e s  e s t a b ­
l i sh e d  in, the  p e r io d  1951-57 w ith  d i re c t  e n t e r p r i s e s  e s ta b l is h e d  
b e fo re  1951 show s th a t  the  p ro p o r t io n  of su ch  e n t e r p r i s e s  (by 
va lue)  in  w hich  the  p e rc e n ta g e  of U nited  S ta tes  ow nersh ip , is

99U. S. D e p a r tm e n t  of C o m m e rc e , .  Office of B u s in e s s  E c o ­
nom ics,.  S u rvey  of C u r r e n t  B u s in e s s , Vol. 40,. No. 9 (S ep te m b e r  1960), 
p, 24, T ab le  7.

l ° ° J o h n s o n ,  op. c i t . , pp. x i i -x i i i .

^O^Ibid. , p. x iii .
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95 p e r c e n t  o r  m o r e  has  fa l le n  f ro m  63 p e r c e n t  to 57 p e rc e n t ,  and 
the p ro p o r t io n  in w hich  the  p e rc e n ta g e  of U nited  S ta tes  ow n ersh ip  

, i s  b e tw een  50 and 95 p e r c e n t  h as  fa l le n  f ro m  2 9 to  28 p e rc e n t ,  
w hile  the  p ro p o r t io n  i n  w hich  the  p e rc e n ta g e  of U nited  S ta tes  
ow nersh ip  is  l e s s  than  50 p e r c e n t  h a s  r i s e n  f ro m  8 p e rc e n t  to  
15 p e rc e n t .  102

We m u s t  conclude, th e r e fo r e ,  tha t  no e m p i r i c a l - s t a t i s t i c a l  

ev id en ce  e x is t s  to  su p p o r t  the  con ten tion  th a t  the  C anad ian  econom ic  

independence  is  th re a te n e d  by  the  inflow s of the  U nited  S ta tes  in v e s t ­

m en t.  103

102Ib id . , p. x iii .

103 T his  conc lus ion  is  b a s e d  on the  a s su m p t io n  th a t  o v e r  50 
p e r c e n t  o w n ersh ip  and c o n tro l  of the  C anadian  in d u s t r i a l  and s o c ia l  
c a p i ta l  by  n o n re s id e n ts  w ould co n s t i tu te  a defin ite  th r e a t  to  the  C anad ian  
econom ic  independence .



CH A PTER III

E F F E C T S  O F THE PO LIC IES AND PR A C TICES 

O F FOREIGN COMPANIES

Since th e r e  is  no s ta t i s t i c a l  ev idence to  su p p o r t  th e  c r i t i c s '

con ten tion  th a t  U nited  S ta tes  d i r e c t  in v e s tm e n t  is  a t h r e a t  to  C anadian

econom ic  independence , th ey  have tu rn e d  th e i r  a t ten t io n  to  a n o th e r

f ie ld ,  l e s s  eco n o m ica l in  n a tu re  bu t m o re  p o l i t ic a l  and  s e n t im e n ta l  in

s u b s ta n c e .  T h e ir  new c r i t i c i s m  is  th a t  U nited  S ta te s  d i r e c t  in v e s tm e n t

in C anada h as  b een  the  r e s u l t  of p a r e n t  c o rp o ra t io n s  w hose  a im  th ro u g h

th e i r  p o l ic ie s  and p r a c t i c e s  of s u b s id ia r ie s  in C anada is  to  exp lo it and

u se  th e  C a n a d ia n :m a rk e t  a n d . i ts  r e s o u r c e s .  "We know, " s ta te s  M r.

C la re n c e  L. B a r b e r ,

th a t  m a n y  U nited  S ta te s  c o n tro l le d  p lan ts  w e re  s e t  up m a in ly  to  
exp lo it the  C anadian  m a r k e t .  T h e se  p lan ts  a r e  se ld o m  allow ed to  
ex p o r t  to  the  U nited  S ta te s  and  m a y  often  b e  den ied  a c c e s s  to  o th e r  
fo re ig n  m a r k e t s .  . . .  A s ig n if ican t  p a r t  of o u r  p r e s e n t  heavy 
dependence  on U nited  S ta tes  im p o r ts  m ay  b e  a d i r e c t  r e s u l t  of th is  
U nited  S ta tes  c o n tro l  o v e r  m an y  of our  m a n u fa c tu r in g  f i r m s .  104

A cco rd in g  to  C. D. B lyth  and E. B. C a r ty ,  so m e  of the  e c o ­

n o m ic  a s p e c ts  and c o n seq u en ces  of c o n tro l  a r e  f a i r ly  c l e a r - c u t .  They

1 0 4 c ia r e n c e  L. B a r b e r ,  " A u s te r i ty  19 6 2 ,"  E c o n o m ics :  
C an a d a , ed. M. H. W atkins and D. F .  F o r s t e r  (Toronto: M cG raw - 
H ill C om pany of C anada Ltd. , 1963), pp. 157-158.

96



97

s ta te :

M ost of the  d i r e c t  in v e s tm e n ts .  . . a r e  owned by p a re n t  c o m ­
p a n ie s  lo c a te d  ou ts ide  Canada. T h is  fa c t  in  i t s e l f  w ill  often  d e t e r ­
m in e  the  d e g re e  to  w hich  d e c is io n s  a ffec tin g  the  po licy  of the  
s u b s id ia ry  w ill  r e s t  w ith  the  o w n ers .  And no one could deny th a t  
the  p o w er ,  w hich u l t im a te ly  r e s t s  w ith  p a re n t  c o m p an ie s ,  to  dec ide  
on in v e s tm e n t  and on p ro d u c t iv e  p r o c e s s e s ,  can  have f a r - r e a c h i n g  
e ffec ts  upon the  c o u r s e  of C anadian  l ife  and developm ent. The r a t e  
and d i re c t io n  of m u ch  of our  tech n o lo g ica l  g row th  has b e e n  in f lu ­
enced  in  th is  m a n n e r .  L ik ew ise  the  s a le s  cam p a ig n s  and m eth o d s  
of d is t r ib u t io n  of the  C anad ian  b ra n c h e s  o r  s u b s id ia r ie s  w il l  u su a lly  
b e  m o d e lle d  on th o se  of the  p a re n t  com pany  and m ay  have p e n e ­
t r a t in g  in flu en c es  upon fash io n s  in C anad ian  consum ption . ^

M o re  sp e c if ic a l ly ,  the  c r i t i c i s m  c e n te r s  on U nited  S ta te s  s u b ­

s id i a r i e s '  p o l ic ie s  and p r a c t i c e s  w ith in  Canada. It is  c la im e d  th a t  th e se  

s u b s id ia r ie s  do not h i r e  enough C anadian  p e r so n n e l ,  do not p u b lish  

f in a n c ia l  r e p o r t s ,  do not co n tr ib u te  enough to  c h a r i ta b le  in s t i tu t io n ,  

a r e  not p o l i t ic a l ly  independen t of the  U nited  S ta te s  p a r e n t  and the  U nited  

S ta te s  g o v e rn m en t,  and m an y  of th e m  do not o ffe r  s h a r e s  of s to c k  in  

th e i r  s u b s id ia r ie s  fo r  s a le  to  C anad ians .  On the  econom ic  s id e  the 

im p a c t  i s  th a t  ". . .p o l i c i e s  a r e  fo rm u la te d  and ac tio n s  tak en  w hich 

a r e  in im ic a l  to  the  b e s t  econom ic  i n t e r e s t  of Canada. "106 T h e se  i n ­

c lude m a rk e t in g  and p u rc h a s in g  p o l ic ie s  p u r s u e d  by  U nited S ta tes  s u b ­

s id i a r i e s  in  C anada a t the  co m m an d  of the  p a re n t  f i r m s .  The a l leg a tio n

lO^C. D. B lyth  and E. B. C a r ty ,  " N o n re s id e n t  O w n ersh ip  of 
C anad ian  In d u s try ,  " The C anadian  E c o n o m y :. S e lec ted  R e a d in g s , ed. 
Jo h n  J .  D eu tsch  et a l . (Toronto : The M acm illan  C om pany of Canada 
Ltd. , 1962), p. 477.

106jr v in g B r e c h e r ,  "T he  Flow of U nited  S ta tes  In v es tm en t  
Funds Into C anada Since W orld  W ar II, " in  A itken  et a l . , The A m e r ic a n  
E co n o m ic  Im p a c t  on C anada (London: C am b rid g e  U n iv e r s i ty  P r e s s ,  
1959), p. 107.
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h e r e  is  tha t  the  p a re n t  f i r m s  r e s t r i c t  the  ex p o r t  of th e i r  s u b s id ia r ie s  

in  o r d e r  to  p re v e n t  d i r e c t  co m p e ti t io n  w ith  the  p a r e n t  f i rm .  A lso  s u b ­

s id i a r i e s  a r e  fo rc e d  to 'p u r c h a s e  h ig h -c o s t  m a te r i a l s  f ro m  U nited S ta tes  

c o m p an ie s ,  thus  r a i s in g  c o s ts  and r e s t r i c t in g  C anadian  s a le s .  The 

e ffec t of r e s e a r c h  o p e ra t io n s  h a s  b een  to:

. . . l im i t  o p p o r tu n it ie s  fo r  th e  em ploym en t of te c h n ic a l  and p r o ­
fe s s io n a l  s k i l l s  in Canada, and to  d ep r iv e  C anada of th a t  in i t ia t iv e  
and r e s o u r c e f u ln e s s  so  v i ta l  to  in d u s t r ia l  p r o g r e s s .  I*-*7

F u r th e r ,  o th e r  o b jec tions  to  the  p o l ic ie s  and p r a c t i c e s  of U nited  S ta tes

s u b s id ia r ie s  in  C anada include:

. . . d e c is io n s  of f i r m s  to  lo c a te  and expand w ith  p r io r i t y  fo r  the  
i n t e r e s t s  of the  U nited  S ta te s  p a re n t  f i r m s ,  thus  p ro v id in g  a s lo w e r  
r a t e  of eco n o m ic  deve lopm en t fo r  Canada; p r ic in g  e x p o r t  p ro d u c ts  
w ith  r e g a r d  fo r  i n t e r e s t  g ro u p s  in  the  U nited  S ta tes ;  c u r ta i l in g  
C anad ian  o p e ra t io n s  f i r s t  when t h e r e  i s  a  s la c k  in  w o r ld  demand; 
and fina lly , d e c is io n s  m a d e  a b ro a d  th a t  d e te rm in e  the  r a t e  of 
exp lo ita t ion  of C a n a d a 's  n a tu r a l  r e s o u r c e s .  *08

It is  often a l le g e d  th a t  the  p o l ic ie s  and p r a c t i c e s  of n o n re s id e n t  

s u b s id ia r ie s  m a y  not be in  th e  b e s t  and so le  i n t e r e s t  of the  C anadian  

econom y, but to  the  i n t e r e s t s  of th e i r  p a r e n t  c o rp o ra t io n s  and th e i r  

h o m e  c o u n tr ie s .  "T o  the  C anad ians ,  th is  is  e s s e n t ia l ly  fo re ig n  c o n tro l  

o v e r  d o m e s t ic  m a t t e r s ,  a p ro b le m  th a t  to  th e m  is  grow ing. "109

The im p lic a t io n  th ro u g h o u t th e  s ta te d  o b jec tio n s  to  the  n o n ­

r e s id e n t  s u b s id ia r i e s '  p o l ic ie s  and p r a c t i c e s  in C anada is  th a t  if th e se

107Ibid. , p. 107.

1 O RuoKnapp, op. e i t . , p. 23.

10 9t. . , 0 .Ibid. , p. 24.
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c o m p an ies  w e r e  C anad ian  owned and c o n tro l le d  t h e r e  would b e  no su ch  

o b jec tions  b e c a u s e  th e y  would c o n s id e r  it t h e i r  s o le  duty to  tak e  into 

accoun t the  i n t e r e s t s  of the  Canadian  econom y and then , and  only then , 

th e  i n t e r e s t s  of th e i r  own p a re n t  c o rp o ra t io n .  Such a  p ro p o s i t io n  c a n ­

not b e  a c c e p te d  even as  an  a ssu m p tio n .  It goes c o n t r a ry  to  th e  e c o n o ­

m i s t ' s  a s su m p t io n  th a t  f i r m s  engage in b u s in e s s  to  m a x im iz e  p ro f i t s .

It fo llow s n e c e s s a r i l y  th a t  any cap ita l ,  and the p o l ic ie s  and p r a c t i c e s  

th a t  go w ith  it ,  w il l  be  a l lo c a te d  by the  f i r m  r e g a r d l e s s  of n a tiona l 

i n t e r e s t s  and n a tiona l b o u n d a r ie s .  It w as  A dam  Sm ith  w h o .f i r s t  r e c o g ­

n ized  th a t  the  i n t e r e s t s  of the  m en  (govern ing  body  of the  c o rp o ra t io n )  

o r  the  ind iv idual a r e  n e v e r  ex ac t ly  the  s a m e  a s  th o se  of the pub lic ,  and 

he w as  not w r i t in g  about fo re ig n  s u b s id ia r ie s .

P r o f e s s o r  V iner  exp la ins  it th is  way:

It s e e m s  to  m e  som ew hat im p ro b a b le  th a t  the  m a n a g e m e n t  of 
l a r g e  d o m e s t ic  c o rp o ra t io n s ,  w h e th e r  A m e r ic a n  o r  C anadian , a r e  
ty p ic a l ly  b e s ie g in g  o ffices  of s ta te ,  o r  u s in g  l a r g e  s ta f fs  of e c o n ­
o m is ts ,  to  d is c o v e r  w hat th ey  can  do f o r  th e i r  c o u n try  r e g a r d l e s s  
of t h e i r  p ro f i t s .  It is  a lso  un like ly  th a t  g o v ern m en ts , ,  not w a it in g  
to  b e  ask ed ,  m ak e  it  a  p r a c t i c e  to  t e l l  ind iv idual c o r p o ra te  m a n a g e ­
m e n ts  w hat p r e c i s e ly  they  should  do fo r  t h e i r  coun try .  The c h a rg e  
th a t  C an ad ia n -o ff ice rs  of an  A m e r ic a n  s u b s id ia ry  would b e  l e s s  
lo y a l  th a n  A m e r ic a n  o f f ic e r s  to the  h ead  o ffice  n eeds  convincing  
su p p o rt  by  ev id en ce  and shou ld  not have  b een  m ade  w ithout su ch  
ev idence .

T h e re  i s  not m u ch  poin t in  condem ning  the  p a r t i c u la r  p r a c t i c e s  

which, m igh t b e  c o n s id e re d  as  u n fav o rab le  to  th e  C anadian  econom y if

H O ja c o b  V iner , "T he  Outlook fo r  th e  R ela tionsh ip : An A m e r ­
ic a n  View, " The U nited  S ta tes  and C an ad a , ed. John  S. D ickey  (E n g le - 
Cliffs,. New J e r s e y :  P r e n t i c e - H a l l  Inc. , 1964), p. 143.
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the  s a m e  p r a c t i c e s  a r e  a lso  found to  b e  p re v a le n t  in  the  c o r re sp o n d in g  

C anad ian  owned co m p an ie s .  F o r  c o n c re te  ev idence  we m u s t  co n su lt  the  

e m p i r ic a l  s tu d ie s  th a t  w e r e  c o m p le ted  in  1957 and 1960. E a c h  s tudy  

c o v e r s  a  p o r t io n  of fo re ig n  owned in d u s t ry  and each  co m e s  to  the  s a m e  

conc lus ion  on the  econom ic  e ffec ts  of fo re ig n  d i r e c t  in v e s tm e n t  in 

Canada. ;

| The f i r s t  s tudy  w as u n d e r ta k e n  by  the  Royal C o m m is s io n  and 

i ts  f ind ings w e re  p u b lish ed  in  1957. In d isc u s s in g  U nited  S ta te s  - 

C anadian  econom ic  r e la t io n s  the s tudy  a d m its  tha t  t h e r e  is  a f u r th e r  

need  fo r  " ex am in a tio n  of the  b e h a v io u r  of n o n re s id e n t  c o n tro l le d  c o m ­

p a n ie s  and, i ts  e ffec ts  on the  C anadian  econom y. " The s tu d y  con tinues:

A p a ra m o u n t  c o n s id e ra t io n  in th is  r e g a r d  c e n te r s  on the  b a s ic  
o b jec t iv es  of a l l  b u s in e s s  e n t e r p r i s e - - t h e  m a x im iz a t io n  of p ro f i t s .  
An in te rn a t io n a l  com pany , l ike  any d o m e s t ic  f i rm ,  can b e  ex p ec ted  
to  a l lo c a te  p lan t,  p ro d u c tio n ,  m a r k e t s  and p u r c h a s e s  p r im a r i l y  in 
r e s p o n s e  to  p ro f i t  m o tiv e s .  In the  n o rm a l  c o u r s e  of ev en ts ,  t h e r e ­
fo re ,  an in te rn a t io n a l  com pany  would behave  e s s e n t ia l ly  in  the  
s a m e  w ay as  a d o m e s t ic  f i rm .  Yet even w h e re  th e i r  b e h a v io u r  is  
s im i l a r ,  econom ic  d isa d v a n ta g e s  to C anada a r e  s o m e t im e s  a t t r i ­
b u ted  to  the  fac t  of fo re ig n  co n tro l.  To r e a s o n  a long th e s e  l in e s  
is  to  confuse the  e ffec ts  of fo re ig n  co n tro l  w ith  the  in fluence  of 
o th e r  econom ic  f o r c e s ,  su c h  a s  r e la t iv e  econom ic  advan tage , the 
t a r i f f  and r e s t r i c t i v e  b u s in e s s  p r a c t i c e s ,  m

The m a in  co n c lu s io n  of the  quoted  s tudy  w as th a t  a d v e r s e  econom ic

effec ts  w e re  s m a l l  c o m p a re d  w ith  the  b e n e f i ts  w hich d i r e c t  in v e s tm e n t

p ro v id e d  by  w ay  of ca p i ta l ,  technology , sk i l l s ,  and  m a r k e t s - - r e f e r r e d

to  as  "an  in d iv is ib le  p ack ag e"  w hich  p e r fo r m e d  "v i ta l  t a s k s  which

^ ■ ^ B rech e r  and R e ism a n ,  op. c i t . , p. 157.
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C an ad ian s  a lone  could  do e i th e r  l e s s  e ffic ien tly ,  m o re  s low ly  o r  in 

so m e  c a s e s  p e rh a p s  not fo r  a  v e r y  long t im e  to  com e. " H 2  " jn m a n y 

c a s e s ,  " con tends  P r o f e s s o r  V iner, "I am  s u r e  (and have so m e  s u p p o r t ­

ing ev idence  a t m y  com m and) the  cho ice  is  b e tw een  an A m e r ic a n  b ra n c h  

p la n t  and no p lan t at a ll .

On the  p u re ly  econom ic  s id e ,  th e  C o m m iss io n  in  i ts  F in a l  

R e p o r t , concluded:

It would be  u n fa ir  to  o v e r s t r e s s  th e s e  u n fav o rab le  o p e ra t in g  
p a t te r n s .  T h e re  a r e  so  m any  r e a l  ad v an tag es  to  C anada a r i s in g  
f ro m  the  a c t iv i t ie s  of fo re ig n  c o n tro l le d  co m p an ie s  in th is  co u n try  
th a t  co n flic ts  o r  p o te n t ia l  con flic ts  be tw een  the  i n t e r e s t s  of C anada 
and th o se  of the  fo re ig n  o w n ers  s e e m s  so m ew h at s m a l l  and u n im ­
p o r ta n t  by  c o m p a r iso n .  M o re o v e r ,  th e s e  con f lic ts  of i n t e r e s t s  
would be m o r e  the  excep tion  than  the  ru le .  H 4

In  r e g a r d  to  the  c h a rg e  th a t  fo re ig n  owned f i r m s  do not em ploy
\

C anad ians  in  s e n io r  m a n a g e m e n t  p o s i t io n s  and te c h n ic a l  p o s i t io n s  and 

the  c h a rg e  th a t  th e s e  f i r m s  do not p u r c h a s e  f ro m  the C anadian  m a r k e t s ,  

the  C o m m iss io n  said:

By and la r g e ,  C anad ian  s u b s id ia r ie s  of fo re ig n  co m p an ies  do 
em ploy  C anad ians  in s e n io r  m a n a g e m e n t  and te c h n ic a l  p o s it io n s  
w h en ev e r  th ey  can  find qua lif ied  m en  to  f i l l  th em . In fa c t ,  in 
r e c e n t  y e a r s  a  n u m b e r  of the  b e t t e r  known fo re ig n  c o n tro l le d  c o m ­
p a n ie s  have  appoin ted  C anad ians  to  th e i r  top ex ecu tive  p o s i t io n s .  
F u r th e r m o r e ,  . . .  it  is  a lso  t r u e  th a t  a g r e a t  m an y  of th e s e  c o n ­
c e r n s  do, in  fac t ,  p u rc h a s e  th e i r  r e q u i r e m e n ts  in C anada w h e n ­
e v e r  i t  is  ec o n o m ic a l ly  p o s s ib le  fo r  th e m  to  do so . We b e l ie v e  
su ch  p o l ic ie s  a r e  d e s i r a b le  in th e m s e lv e s .  They en co u rag e  the

112Ibid, , p. 121.

11 3 V iner,  op. c i t . , p . 143.

114 The F in a l  R e p o r t , op. c i t . , pp. 391-392.
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d eve lopm en t of Canadian! m a n a g e m e n t  and te c h n ic a l  ta le n t ,  they  
s t im u la te  em ploym en t,  and th e y  a r e  good fo r  the  econom y a s  a 
whole. 115

The second  s tudy  w as u n d e r ta k e n ,b y  the  C a n a d ia n -A m e r ic a n  

C o m m ittee  and w as p u b lish ed  in  1960. The C o m m ittee  ex am in ed  s ix  

a s p e c ts  of th e  b eh av io u r  ag a in s t  U nited  S ta tes  s u b s id ia r ie s  in  Canada. 

They w ere :  th e  s a le  of equ ity  s h a r e s ;  C an a d ia n iz a t io n  of s e n io r  p e r ­

sonnel; p u b lica tio n  of com pany  data; c o m m e r c ia l  p o l i c i e s - - s a l e s ,  

p u r c h a s e s  and d e g re e  of m an u fac tu rin g ; r e s e a r c h ;  and co n tr ib u tio n  to  

c h a r i ty  and education . The C o m m it te e 's  co n c lu s io n  on th e se  s ix  a s p e c ts  

w as:

As the  d e ta i led  c h a p te r s  in P a r t  II w ill  show, th e  s ta f f  found 
tha t  none of the  s ix  p o in ts  of c r i t i c i s m  of U nited  S ta tes  s u b s id ia ry  
o p e ra t io n s  in Canada could s tan d  up as  a g e n e ra l iz e d  in d ic tm en t.
In so m e  c a s e s  th e  ev idence  c o l le c te d  in  the  c o u r s e  of th is  s tudy  
c le a r ly  does not su p p o r t  the  im p l ic a t io n s  of the  c r i t i c i s m .  . In 
o th e r  c a s e s ,  w h e re  the  r e c o r d  of p e r fo rm a n c e  is  m ixed , t h e r e  a r e  
sound r e a s o n s  why so m e  c o m p an ie s  do not adopt the  p r a c t i c e  w hich  
C anad ians  expect of th em . In s t i l l  o th e r  c a s e s  i t  would a p p e a r  
th a t  r e s p o n s ib i l i ty  fo r  r e m e d ia l  ac tio n  would r e s t  w ith  the  C anad ian  
a u th o r i t ie s ,  and  not w ith  b u s in e s s  m a n a g e m e n t .  116

The th i rd  s tudy , the  m o s t  c o m p re h e n s iv e  of o ffic ia l  d a ta  on 

A m e r ic a n  d i r e c t  in v e s tm e n t  in  Canada in 1957, w as u n d e r ta k e n  by  the  

U nited  S ta tes  D e p a r tm e n t  of C o m m e r c e 's  Office of B u s in e s s  E c o n o m ics .  

A m ong the  m o re  s ig n if ican t  f ind ings  r e g a rd in g  U nited  S ta te s  d i r e c t

115Ibid, , p. 393.

U p jo h n  L in d em an  and Donald A rm s tro n g , .  P o l ic ie s  and P r a c ­
t i c e s  of U nited  S ta tes  S u b s id ia r ie s  in  C anada (M ontreal: C an ad ian -  
A m e r ic a n  C o m m ittee ,  J a n u a ry  1961), pp. 7-11 and C h ap te r  IX.
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in v e s tm e n t  c o m p an ie s  in  C anada w e re  the  following:

E x p o r ts  f ro m  C anada  o r ig in a t in g  w ith  the  d i r e c t - in v e s tm e n t  
co m p an ie s  accoun ted  fo r  so m e  40 p e r c e n t  of a l l  C anadian  e x p o r ts  
in  1957. F o r  m a n u fa c tu r in g  (inc luding  pulp and p a p e r )  th e  p r o ­
p o r t io n  w as  about 50 p e r c e n t ,  and fo r  p e t ro le u m  and o th e r  m in e ra ls  
and m e ta ls  com bined  the  p ro p o r t io n  w as  o v e r  85 p e rc e n t .

And

E x p o r ts  to  c o u n tr ie s  o th e r  than  U nited S ta te s  w e r e  about ha lf  
a s  l a r g e  a s  e x p o r ts  to  the  U nited  S ta te s ,  fo r  a l l  in d u s t r i e s  and fo r  
m an u fac tu r in g .

T his  is  i n  d i r e c t  opposition  to  the  c h a rg e s  le v e le d  by C. L. 

B a r b e r  and o th e r s  th a t  U nited  S ta te s  s u b s id ia r ie s  " w e re  s e t  up m a in ly  

to  exp lo it the  C anad ian  m a rk e t .  T h e se  p la n ts  a r e  s e ld o m  allow ed  to  

e x p o r t  to  th e  U nited  S ta te s .  . . . ® A cco rd in g  to  the  U nited  S ta tes

D e p a r tm e n t  of C o m m e rc e  Study, T a b le s  3 and 4, only one em ployee  

out of th i r ty - f iv e  in the  s u p e rv is o ry ,  p e r s o n n e l ,  and te c h n ic a l  g ra d e s  

w as se n t  f ro m  the  U nited  S ta te s ,  and only one out of 241 am ong o th e r  

g ra d e s  w as s e n t  f ro m  the  U nited  S ta tes .  ^ 0  s tudy  adds:

The n u m b e r  of p e r s o n s  em ployed  b y  the  co m p an ies  r e p o r te d  
on a p a r t i a l  b a s ^ s  w as  440 thousand , and  the  to ta l  of a l l  d i re c t

1 1 7A *U. S. D e p a r tm e n t  of C o m m e rc e ,  O ffice of B u s in e s s  E c o ­
n o m ic s ,  U .S . B u s in e s s  In v e s tm e n ts  in  C o u n tr ie s ,  A Supplem ent to  the 
Su rvey  of C u r r e n t  B u s in e s s  (W ashington: U nited  S ta te s  G overn m en t 
P r in tin g , O ffice, 1960), pp. 11, 68, and T a b le s  34 and 35.

1 1 O
x J-°Johnson, op. c i t . , p. xiv.

H. W atkins and D. F . F o r s t e r  ( e d s . ),. E c o n o m ic s : 
C anada  (T oron to :.  M cG raw -H il l  C om pany of C anada  L td . ,  1963), p. 157.

120u. S.. D e p a r tm e n t  of C o m m e rc e ,  1960, op. c i t . , p. 122.



in v e s tm e n t  co m p an ie s  is  e s t im a te d  a t 670 thousand . W age p a y ­
m e n ts  in; C anada w e r e  n e a r ly  40 p e rc e n t  of the  to ta l  of a l l  c o u n ­
t r i e s .  . . . to ta l le d  $2. 7 b il l io n , m a in ly  in  m a n u fa c tu r in g  and 
m in ing  (including p e t ro le u m )  w h e re  th e  co m p an ies  acco u n ted  fo r  
about 40 p e r c e n t  of a l l  su ch  p a y m en ts  in c o m p a ra b le  in d u s t r i e s  in 
Ca.nada. 12 1

United. S ta te s  c o m p an ie s  w ith  d i r e c t  in v e s tm e n t  in  C anada pa id  

$800 m il l io n  in  ta x e s  to  th e  F e d e r a l  G o v ern m en t in  1957, $582 m il l io n  

w e r e  in co m e  ta x e s  and $218 m il l io n  o th e r  ta x e s .  " D ire c t  c o rp o ra te  

in co m e  tax  p a y m e n ts  r e p r e s e n t e d  o v e r  o n e - th i rd  of to ta l  r e v e n u e s  f ro m  

th is  s o u rc e  in  Canada. "122 T o ta l  tax  p a y m e n ts  b y  the  U nited  S ta tes  

d i r e c t  in v e s tm e n t  co m p an ie s  to  th e  F e d e r a l  G o v ern m en t r e p r e s e n t e d  

about 16 p e r c e n t  of o v e ra l l  g o v e rn m en t re v e n u e  in  C anada. As w ill  

b e c o m e  ev iden t f ro m  the  th e o r e t ic a l  a n a ly s is  in  the  nex t c h a p te r ,  th e se  

tax  p a y m e n ts  a r e  the  m o s t  defin ite  and d i re c t ly  m e a s u ra b le  of the  

b e n e f i ts  to  C anada f ro m  A m e r ic a n  in v e s tm e n t  in C anada. M o re o v e r ,  

a s  P r o f e s s o r  Jo h n so n  h as  s ta te d ,  "U nited  S ta tes  tax  law  allow s ta x e s  

p a id  to  fo re ig n  g o v e rn m e n ts  to  be  o ffse t a g a in s t  in co m e  ta x e s  due the  

U nited  S ta te s  G o v ern m en t up to  the  l im i t  s e t  by  the  U nited S ta tes  tax  

l iab il i ty ;  m u c h  of th e s e  ta x  r e c e ip t s  a c c ru e d  to  the  C anad ian  G o v e rn ­

m en t a t  th e  d i r e c t  ex p en se  of the  U nited  S ta tes  T r e a s u r y .  "123

. P r o f e s s o r  Jo h n so n  exp la ins  how U nited S ta te s  d i r e c t  in v e s t ­

m e n t  has  h e lp ed  C anada r e d u c e  h e r  dependence  on U nited  S ta tes  im p o r ts

121 Ib id . , p. 12.

122I b id . , p. 2.

123 Johnson , op. c i t . , p. xiv.
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F o r  c h e m ic a ls ,  r u b b e r  p ro d u c ts ,  p r im a r y  and f a b r ic a te d  
m e ta l s ,  e l e c t r i c a l  and o th e r  m a c h in e ry ,  and t r a n s p o r t a t io n  e q u ip ­
m en t,  p ro d u c t io n  by  U nited  S ta tes  d i r e c t  in v e s tm e n ts  in  Canada 
w as  m o re  than  tw ice  as  g r e a t  as  U nited  S ta tes  e x p o r ts  to  Canada. 
Th is  f ig u re  . . . in d ic a te s  so m eth in g  of the  ex ten t to  w hich  United 
S ta tes  d i r e c t  in v e s tm e n t  in Canada h as  re d u c e d  C anad ian  d epend­
ence  on  ̂im p o r ts  f ro m  th e  U nited  S ta tes ,  and in so  doing h as  co n ­
t r ib u te d  to  the  U nited  S ta tes  b a la n c e -o f -p a y m e n ts  p ro b le m .

"T he ev idence  of the  above s tu d ie s ,  " a c c o rd in g  to ’ P r o f e s s o r

S a fa r ian ,  "po in ts  to  the  fo llow ing conc lu s io n s" :

F i r s t ,  t h e r e  is  a  d e p lo ra b le  la c k  of da ta  on m an y  a s p e c ts  of the 
o p e ra t io n s  of fo re ig n  c o n tro l le d  c o m p an ies ,  even though sw eep ing  
s ta te m e n ts  have b e e n  m a d e  about e ffec ts  of su ch  o p e ra t io n s  on 
C anada and. le g is la t io n  h as  been  p a s s e d  to  c o r r e c t  a l leg ed  a d v e r s e -  
e f fec ts .  What ev idence  we do have su g g e s ts  t h e r e  a r e  l a r g e  net 
econom ic  gains  f ro m  d i r e c t  in v e s tm e n t  and th a t  a d v e r s e  e ffec ts  
a r e  few and s c a t te r e d  in n a tu re .  The ev idence  a lso  su g g e s ts  th a t  
fau l ts  a s c r ib e d  to  fo re ig n  ow n ersh ip  m ay  often  be  due not to  fo re ig n  
ow nersh ip  a s  such , bu t to  the  econom ic  setting , in  which, both  
fo re ign , owned and r e s id e n t  owned f i r m s  o p e ra te .  As such , the  
fau lts  m ay  r e f le c t  in p a r t  the  l im i ta t io n s  of o u r  en v iro n m e n t,  in  
p a r t  the  e f fec ts  of so m e  kinds of C anadian  and fo re ig n - le g is la t io n ,  
su ch  as  th a t  on ta r i f f s ,  and the  a b se n c e  o r  in ad eq u acy  of o th e r  
k inds , su ch  as  le g is la t io n  d es ig n ed  to  i n c r e a s e  e f f ic ien cy  o r  to  
sp u r  deve lopm ent. T a r i f f s ,  fo r  exam ple ,  have p lay ed  an i m p o r ­
tan t  r o le  in, b r in g in g  so m e  kinds of d i r e c t  in v e s tm e n t  f i r m s  to  
Canada and  in  l im i t in g  the  m a r k e t  h o r iz o n s  and r a i s in g  th e  c o s t  of 
m an y  C anadian  f i r m s ,  w h a te v e r  th e i r  o w n ersh ip .  The re m e d y ,  if 
we w ant i t ,  l i e s  p a r t ly  in  o u r  own hands .

P r o f e s s o r  V in e r 's  p o s it io n  is  th a t  w h a te v e r  the  fa c ts  m ay  be 

the  U nited  S ta tes  h as  n e v e r  fo rc e d  Canada, in to  a ccep tin g  in v e s tm e n t  

funds and n e v e r  w ill.  C anada  is  the  s o le  a u th o r i ty  as  to  w hat fo re ig n  

c a p i ta l  should  o r  should  not e n te r  h e r  t e r r i t o r y  and  no one e l s e  can

■^^Johnson, pp. c i t . , p. xv. 

^ ^ S a f a r i a n ,  op. c i t . , pp. 234-235.
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fo rc e  h e r  to choose one w ay o r  the  o ther .  It i s  up to  C anada to  dec ide  

w h e th e r  fo re ig n  c a p ita l  is  to h e r  benef it  o r  not and to  le g i s la te  a c c o r d ­

ingly. " T h is  is  in  fa c t  p r im a r i l y  a  d o m es tic  Canadian, i s s u e .  "126 How­

e v e r ,  C anada h a s  a t l e a s t  a  m o r a l  ob liga tion  to  p e r m i t  the  in v e s tm e n t  

a l r e a d y  in  C anada to  r e m a in  t h e r e  if so  d e s i r e d  by  the  r e s p e c t iv e  

o w n ers .  He b e l ie v e s  f u r th e r  that:

It i s  ev iden t th a t  support, co m es  to  the  cam p a ig n  in  Canada 
a g a in s t  A m e r ic a n  b ra n c h  p la n ts  and s u b s id ia r ie s  f ro m  so m e  g roups  
of C anadian  b u s in e s s m e n  as  a m a n ife s ta t io n  of th e i r  e n t r e p r e ­
n e u r s !  p ro te c t io n is m  in  a r e a s  in w hich  they  would b e  the  d i r e c t  
b e n e f ic ia r ie s .  127

He concludes:

W h eth er  the  s c a le  and the  m a n n e r  of A m e r ic a n  b u s in e s s  
o p e ra t io n s  in Canada c r e a t e s  fo r  Canada a  genuine and s u b s ta n t ia l  
econom ic  p ro b le m , and if so  w hat r e m e d ia l  ac t io n  i t  i s  expedien t 
fo r  C anada to  tak e ,  shou ld  r e c e iv e  s e r io u s  c o n s id e ra t io n  only 
a f te r  ex ten s iv e  and o b jec tiv e  r e s e a r c h .  Since such  r e s e a r c h  has  
not y e t  ta k e n  p lace ,  i t  s e e m s  th a t  the  a n s w e rs  to  th e s e  q u es tio n s  
w id e ly  c i r c u la te d  in  C anada a r e  a t  l e a s t  p r e m a tu r e .  1^8

In r e g a r d  tp  the  c h a rg e  th a t  U nited  S ta tes  d i r e c t  in v e s tm e n t  

s u b s id ia r ie s  in  C anada r e fu s e  to  o ffe r  s to c k  s h a r e s  fo r  s a le  to  C anad ians ,  

the  R oyal C o m m iss io n  in  i ts  F in a l  R ep o r t  m ad e  th e  fo llow ing r e c o m ­

m endation : . . th ey  should  s e l l  an a p p re c ia b le  i n t e r e s t  in th e i r

equ ity  s to c k  to  C anad ians .  " In the  footnote the  C o m m iss io n  adds ,  "We

P12 9have  in m in d  so m e th in g  of th e  o r d e r  of 20 p e r c e n t  to  25 p e rc e n t .  n ± ‘i

12® viner, op; c i t . , p . 144.

127Ibid. , p. 144.

128Ibid.

129p jn a i  R e p o r t , op. c i t . , p. 393.
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A lm o st  a l l  C anad ian  c r i t i c s  and o b s e rv e r s  s ta n d  to g e th e r  on th is  s e n s i ­

t iv e  i s s u e .  A lm o st  e v e ry  C anadian  s ta te s m a n  dea ling  w ith  th e  i s s u e  of 

fo re ig n  in v e s tm e n t  in  C anada s t ro n g ly  re c o m m e n d s  th a t  A m e r ic a n  

c o m p an ie s ,  in the  w o rd s  of P r im e  M in is te r  John  G. D ie fen b ak er ,

. shou ld  be  in c o rp o ra te d  a s  C anadian  c o m p an ie s  m ak ing  a v a i la b le  

equ ity  s to c k  to  C an ad ian s .  "130 This  is  one a r e a  in w hich  the  two 

m a jo r  p a r t i e s  in C anada a r e  in  a g re e m e n t .  The above p ro p o s a l  w as 

im p le m e n te d  b y  the  L ib e r a l  P a r t y  (d is c u s se d  p re v io u s ly )  and then  

im m e d ia te ly  w ithd raw n . H ow ever, th e  p ro p o se d  changes  in  the  w i th ­

hold ing  tax  on d iv idends p a id  a b ro a d  w e re  p a s s e d .  The tax  w as re d u c e d  

f ro m  15 p e rc e n t  to  10 p e r c e n t  fo r  co m p an ies  in  w hich  C anad ians  owned 

a t  l e a s t  25 p e r c e n t  of the  vo ting  s to ck  o r  w h e re  th e  p a re n t  com pany  

owned l e s s  than  75 p e r c e n t  of the  vo ting  s h a r e s .  In add ition , 25 p e r c e n t  

of the  d i r e c to r s  of such  c o m p an ies  m u s t  be r e s id e n ts  of Canada. The

130 John  G.. D ie fen b ak e r ,  quoted b y  O. J .  F i r e s to n e ,  " C a n a d a 's  
G row th  P r o s p e c t s  and Role of U nited  S ta tes  of A m e r i c a 's  In v es tm en t,  " 
C o m m e rc ia l  and F in a n c ia l  C h ro n ic le  (Ju ly  2, 1959), p. 18. F o r  f u r th e r  
in fo rm a tio n  of th e  C anad ian  dem and fo r  jo in t  p a r t ic ip a t io n  in  the  s h a r e s  
of United S ta te s  s u b s id ia r i e s  s e e  G ordon Huston, "How a F o re ig n  Sub­
s id ia r y  Can Win F r ie n d s  in Canada, " The B u s in e s s  Q u a r t e r ly , Vol. 
XXIII (Spring  1958), pp. 34-36; E d w ard  E r n e s t ,  " P ro b le m s  of U nited  
S ta te s  In v e s tm e n t in  Canada, " Second S e m in a r  on C a n a d ia n -A m e r ic a n  
R e la t io n s  (W indsor, O n tar io :  A ssu m p tio n  U n iv e rs i ty ,  1960), p. 54; 
W illis  A rm s t ro n g ,  "T houghts  on C anadian  S u b s id ia r ie s ,  " Second 
S e m in a r  on C a n a d ia n -A m e r ic a n 'R e la t io n s  (W indsor, O n tario : A s s u m p ­
tion  U n iv e rs i ty ,  1960), p. 59; Lynn A. Tow nsend, "Doing B u s in e s s  
A b ro a d - -A  Top B u s in e s s m a n 's  View, " U. S. News & W orld  R ep o r t  
( F e b ru a r y  1, 1965), pp. 94-95; E r n s t  Wolf M om m sen , "Som e A dvice 
fo r  A m e r ic a n s  Who Do B u s in e s s  in  E urope ; In te rv iew  W ith a  L ead ing  
W est G e rm a n  In d u s t r ia l i s t ,  " U .S . News & W orld  R e p o r t  (Ju ly  5, 1965), 
pp. 76-77.
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M in is te r  of Finance* th e  H onorab le  W a lte r  L. Gordon, ju s t i f ie d  th e se  

tax  changes  on th e  g round  th a t  th ey  would g ra d u a l ly  en co u rag e  a sw itch  

aw ay  f ro m  fo re ig n  equ ity  financing ,, thus  re d u c in g  the  grow th  of fo re ig n  

ow n ersh ip  of C anadian  in d u s t r i e s .  He a lso  b e l ie v e d  th a t  if t h e r e  w e re  

a t  l e a s t  25 p e rc e n t  of C anad ian  m in o r i ty  p a r t ic ip a t io n  in the  fo re ig n  

d o m in a ted  in d u s t r i e s ,  th en  th a t  would be enough to  e n s u re  th a t  the  

p r a c t i c e s  of th e se  s u b s id ia r i e s  would co n fo rm  to the  b e s t  of C anad ian  

econom ic  i n t e r e s t s .

The Royal C o m m is s io n  p ro v id e d  m u ch  the  s a m e  ju s t i f ic a t io n s .

It s ta ted :

S ales  of equ ity  s to c k  to  C anad ians  would be advan tageous  in 
i t s e l f  b e c a u s e  it  w ould  p ro v id e  g r e a t e r  o p p o r tu n it ie s  fo r  C anad ians  
to  in v e s t  t h e i r  s av in g s  in  g row ing  s e c to r s  of eco n o m ic  a c t iv i ty  in 
t h e i r  coun try .  M o re o v e r ,  i t  would m ak e  C anad ians  m o re  a w a re  
of th e  im p o r ta n t  r o le  of th e se  co m p an ies  in  o u r  econom y and a t the  
s a m e  t im e  it  would en c o u ra g e  th e se  c o m p an ie s  to  tak e  in to  accoun t 
the  w ish e s  of th e i r  C anad ian  s to c k h o ld e rs .  131

The p u rp o se  beh ind  th e se  r e c o m m e n d a t io n s ,  le g is la t io n ,  and 

ju s t i f ic a t io n s  is  to  ach iev e  w hat has  b e c o m e  known a s  th e  1'C a n a d ia n - 

iz a t io n "  of fo re ig n  owned and c o n tro l le d  e n t e r p r i s e s  in  Canada. The 

obvious q u es tio n  is ,  "W hat i s  1 Canadianization* ?"  One of th e  b e t t e r  

known e c o n o m is ts  in  C anada defined  i t  in  the  fo llow ing g e n e ra l  t e r m s :

In m y  m ind , C an a d ia n iz a t io n  invo lves  as  an  e s s e n t ia l  p r e ­
r e q u is i t e  th a t  the  m a n a g e m e n t  of the  C anad ian  s u b s id ia ry  should  
have  a h igh  d e g re e  of a u to n o m y  in m ak ing  d e c is io n s  of su b s ta n t iv e  
i n t e r e s t  to  C anad ians  and  the  C anadian  econom y. They  should  be

131 F in a l  R e p o r t , op. c i t . , p. 394.



109

su b je c t  to  a m in im u m  of c e n t r a l iz e d  c o n tro l  by  the  p a re n t ;  o r ,  
w ith in  the  f r a m e w o rk  of c e n t r a l i z e d  m a n a g e m e n t  ph ilosophy , w e l l -  
in fo rm e d  a tten t io n  should  be  g iven  to  the  C anad ian  o p e ra t io n  by  a 
s e n io r  o ffic ia l  in  the  p a r e n t  com pany  who h as  p o w er  to  ac t.  It is  
not good enough fo r  the  U nited  S ta tes  p a r e n t  com pany  to  o p e ra te  a 
s u b s id ia ry  in  T o ro n to  a s  though i t  w e r e  a b ra n c h  p lan t  in  Toledo 
(and it is  not s u r p r i s in g  th a t  th e  t e r m  " b ra n c h  p lan t"  a s  ap p lied  to  
U nited S ta te s  o p e ra t io n s  in  Canada has  com e to  be a  t e r m  of a t  
l e a s t  m o d e ra te  con tem pt) .

I c a l l  au tonom y a  p r e r e q u i s i t e  b e c a u s e  only a  r e la t iv e ly  a u to n ­
om ous m a n a g e m e n t  can  in  fac t  C anad ian ize  i t s  o p e ra t io n s .  A s u b ­
s id ia r y  can  s e l l  s to c k  to  C anad ians ,  can  have  C anad ian  p e r so n n e l  
th roughou t,  can  give g e n e ro u s ly  to  c h a r i ty ,  and  so  on, but if m o s t  
of the  d e c is io n s  a r e  m a d e  b ack  in  the  hom e office  by  peop le  w hose 
i n t e r e s t  in  C anad ian  o p e ra t io n  is  not g r e a t e r  than  (and often  l e s s  
than) th e i r  i n t e r e s t  in  a  dozen o r  m o re  s im i l a r  o p e ra t io n s  in  the  
U nited  S ta tes  and  e l s e w h e re  in  the  w o rld ,  then  th a t  s u b s id ia ry  is  
not C anad ian ized .

W hat we f e a r  m o s t  of a l l  f ro m  fo re ig n  f i r m s  h e r e  w hich la c k  
au tonom y is  th a t  o u r  i n t e r e s t s  w ill  be o v e r lo o k e d - -n o t  m a lic io u s ly ,  
bu t s im p ly  b e c a u s e  the  m e n  who m ad e  the  d e c is io n s  a r e  too b u sy  
w ith  o th e r  th ings  to  g ive o u r  i n t e r e s t s  the  a t ten t io n  tha t  would be 
g iven  to  th e m  by  a p u re ly  C anad ian  f i r m  w ithout fo re ig n  co nnec tions .  
We a ls o  f e a r  th a t  co m p a n ie s  w hose  d e c is io n s  a r e  m a d e  f o r  th e m  by 
the  m a n a g e m e n t  of the  p a r e n t  com pany  in the  U nited  S ta te s  w ill  
b r in g  w ith  th e m  in to  C anada  a  s e t  of p o l ic ie s  and p r a c t i c e s  w hich  
m igh t be  su i ta b le  in  the  U nited S ta te s ,  bu t w hich  a r e  a l ie n  and 
s o m e t im e s  d e s t ru c t iv e  in  Canada.

But au tonom y a lone  is  not enough. T h e re  m u s t  b e  a  m a n a g e ­
m en t  p h ilo sophy  w hich  r e q u i r e s  m a n a g e m e n t  to  m ak e  d e c is io n s  w ith  
fu ll  a w a re n e s s  and sy m p a th y  fo r  th e  co m m o n ly  known i n t e r e s t s  of 
the  co u n try  in  w hich  the  f i r m  o p e ra te s .  T h is  i s  th e  e s s e n c e  of 
w hat I m e a n  by  "C a n ad ian iza tio n .  " A U nited  S ta tes  f i r m  o p e ra t in g  
in  C anada m u s t  in any even t adopt i t s e l f  to  C an ad ian  law s ,  the 
C anad ian  tax  s t r u c tu r e ,  v a r io u s  re g u la t io n s ,  m u n ic ip a l  o rd in a n c e s  
and  so  fo r th .  One could  then  go on lo g ic a l ly  to  su g g e s t  th a t  any 
com pany  th a t  r e a l ly  w ish e s  to  be s u c c e s s fu l  m u s t  go a  good dea l 
f u r th e r  th an  i t  h a s  to  by  law  and  re g u la t io n s  to  adopt i t s e l f  to  the 
e n v iro n m e n t in w hich i t  l iv e s .  T h is  m e a n s  th a t  a U nited  S ta tes  
com pany  o p e ra t in g  in  C anada m u s t  go to  so m e  len g th s  to  d is c o v e r  
w hat a r e  the  b ro a d  o b jec t iv es  of C anad ian  p o l ic ie s ,  and w hat a r e  
the b a s ic  a s p i r a t io n s  of the  C anad ian  p eop le ,  and s e e k  no t only to  
id en tify  i t s e l f  w ith  th e s e  but a lso  to  w o rk  in  the  d i re c t io n  of f u r t h e r ­
ing th e m . I th ink  i t  shou ld  be e m p h a s iz e d  th a t  th is  c o u r s e  should  
be  adop ted  in th e  e s s e n t ia l  i n t e r e s t s  of the  c o r p o ra te  e n t e r p r i s e s  
th e m s e lv e s  and not a s  a  r e lu c ta n t  a d ap ta t io n  to  th in g s  th a t  C anad ians
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w ish  to  s e e  th em  doing. Indeed,, the s e l f - i n t e r e s t  m o tiv e  in a d a p ­
ta t io n  is. one tha t  is  c o n s ta n t ly  o v er looked  by  so m e  U nited  S ta tes  
co m p an ie s .  We w e lc o m e  th e m  if  th ey  a r e  C anad ian ized . O ur 
in s t in c t iv e  f e a r  of fo re ig n  d o m in a tio n  m a k e s  us s u sp ic io u s  of th e m  
if they  a r e  not, and th is  is  bound to  w o rk  a g a in s t  th e m  in  the  e n d . * ^

This  i s  in d eed  a  g e n e ra l  and exacting  de f in ition  w hich  can  be 

fu lf i l led  only by  a t l e a s t  51 p e r c e n t  C anad ian  o w n ersh ip  and c o n tro l  of 

the  vo tin g  s to c k  i n  the  fo re ig n  c o n tro l le d  s u b s id ia r ie s ,  at w hich  point 

th ey  b eco m e  C anadian  owned and. c o n tro l le d  and th e n  th e r e  is  h a rd ly  

any 'need , fo r  su ch  an e la b o r a te  defin ition  s in c e  su p p o sed ly  a l l  of the 

C anad ian  e n t e r p r i s e s  a r e  a w a re  and  co n fo rm  to  C an ad ian  econom ic  

i n t e r e s t s .  At any  r a t e ,  the  p r e s e n t  le g is la t io n  in C anada  fa l ls  s h o r t  

of the  "C an ad ian iza tio n "  defin ition .

C o n s id e r  aga in  th e  d is c u s s io n  of the  d e s i r e d  25 p e r c e n t  

C anad ian  p a r t ic ip a tio n ,  in  U nited  S ta tes  s u b s id i a r i e s '  vo ting  s tock .

Such p a r t ic ip a tio n ,  is  u n d e s ir a b le ,  a s  f a r  as  we can  s e e ,  b e c a u s e  it  

w ill  not b r in g  the  d e s i r e d  o b je c t iv e s - - to  com pel United S ta tes  s u b ­

s id i a r i e s  to  tak e  C anad ian  econom ic  i n t e r e s t s  in to  a c c o u n t- -a n d .  in s te a d  

could  le a d  to  g r e a t e r  fo re ig n  c o n tro l  of C anad ian  ca p i ta l .  R a th e r ,  

C a n a d ia n .c a p i ta l  should  be  in v e s te d  in  new C anad ian  e n t e r p r i s e s .  In a 

s e p a r a te  s tudy  the  Royal C o m m is s io n  s u p p o r ts  the  above r e c o m ­

m e n d a tio n s  but r e c o g n iz e s  th a t  the  o b jec t iv es  m a y  not b e  ach ieved .

132Q uoted  by  L in d em an  and  A rm s t ro n g ,  op. c i t . , p. 5-7.

133 1964 R ep o r t  of the  Royal C o m m iss io n  on Banking  and 
F in a n c e  (Ottawa: Q u e e n 's  P r i n t e r ,  1964).
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T hey  s ta te :

At the  s a m e  t im e ,  how ever,  w e re c o g n iz e  th a t  the  e x is te n c e  
of a body of C anad ian  s h a re h o ld e r s  is  not l ik e ly  to  le a d  to  m a jo r  
changes  in  com pany  (su b s id ia ry )  po licy .  134

P r o f e s s o r  S a fa r ia n  is  in  fu ll a g re e m e n t  w ith  the  reco g n it io n ,  

and exp la ins  the  confusion  th a t  e n c o m p a s se s  th is  s e n s i t iv e  i s s u e  and why 

■it w ill  not be  to  C anad ian  econom ic  i n t e r e s t s  to  have  25 p e rc e n t  p a r t i c i ­

p a t io n  in fo re ig n  owned s u b s id ia r ie s :

T h e se  m e a s u r e s  (w ithholding tax  m e a s u r e s )  d isp lay  m u ch  of 
the  confusion  and  i r r a t i o n a l i t y  w hich  s u r ro u n d s  d is c u s s io n  of fo re ig n  
in v e s tm e n t  in  Canada. To th e  ex ten t the  m e a s u r e s  a r e  s u c c e s s fu l  
and so m e  f i r m s  i s s u e  s h a r e s  in Canada, t h e r e  i s  a  ten d en cy  to  
fo re g o  fu tu re  eco n o m ic  g row th  s im p ly  to  buy ex is t in g  a s s e t s .  No 
new a s s e t s  a r e  be ing  c r e a te d  d i r e c t ly  by  th is  p r o c e s s ,  bu t s im p ly  
a u se  of s c a r c e  C anad ian  equ ity  c a p i ta l  (which could  be  u sed  to 
help  c r e a te  new a s s e t s  and incom e and em ploym en t)  to  r e p la c e  
p r e s e n t  fo re ig n  equ ity  o w n ersh ip  in  ex is t in g  a s s e t s .  S ince th e r e  is  
nothing, in  th is  p r o c e s s  to  m ak e  C anada  a  m o re  a t t r a c t iv e  p la c e  fo r  
fo re ig n  in v e s tm e n t ,  m u ch  of c a p i ta l  f r e e d  by  m in o r i ty  C anad ian  
o w n ersh ip  m a y .b e  e x p o r te d  to  a f f i l ia te s  ab ro a d .  Indeed, in sp i te  
"of p r o te s ta t io n s  th a t  the  m e a s u r e  does not m e a n  fo re ig n  c a p i ta l  is  
not w e lco m e, so m e  p o te n t ia l  d i r e c t  in v e s tm e n t  inflow s m igh t w ell  
be lo s t  b e c a u s e  of the  t e r m s  and tone of th e  le g is la t io n .  We could  
b o r ro w  m o r e  c a p i ta l  f ro m  a b ro a d  to  o ffse t  any  a n t i -e x p a n s io n a ry  
e f fec ts ,  but th is  d e fea ts  the  p u rp o se  of th e  e x e r c i s e  ex cep t in  the  
s p e c ia l  e a s e s  w h e re  bond c a p i ta l  f r o m  a b ro a d  can  r e p la c e  equity  
cap ita l ,  w ith  no changes  in  the  p ack ag e  of technology , m a n a g e m e n t  
s k i l l s ,  and m a r k e t  c o n tac ts  w hich  goes  w ith  the  l a t t e r .  It m a y  be 
th a t  fo re ig n  equity  c a p i ta l  f r e e d  b y  the  s h a r e  i s s u e s  w ill  be r e i n ­
v e s te d  in  C anada r a t h e r  th an  exported ; in  th is  c a s e  we s h a l l  have 
m o re  f i r m s  w ith  m in o r i ty  s h a r e h o ld e r s  bu t a l s o  m o re  f i r m s  in  
w hich m o re  fo re ig n  c a p i ta l  is  in v es ted .  The m e a s u r e ,  if i t  is  
e ffec tive ,  w ill  tend  to  r e d u c e  the p o te n t ia l  fo r  th is  n a t io n 's  e c o ­
nom ic  grow th , bu t it m igh t have the  u n ex p ec ted  effect of s p re a d in g  
d i r e c t  in v e s tm e n t  c a p i ta l  even  m o re  w id e ly  in  C anad ian  in d u s ­
t ry .  . . .

134Ibid. , p. 86.
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A m o r e  fu n d am en ta l  po in t is  th a t  the  tax  changes  a r e  b a s e d  on 
a s su m p t io n s  about fo re ig n  owned co m p an ie s  w hich  n eed  to b e  c h a l ­
lenged . F i r s t ,  t h e r e  is  the  a s su m p t io n  th a t  a m in o r i ty  C anadian  
o w n ersh ip  of at l e a s t  25 p e rc e n t ,  and r e s id e n t  d i r e c to r s  in  p r o p o r ­
tion , w il l  tend  to  le a d  to  a d if fe ren t  s e t  of c o r p o ra te  p o l ic ie s  
" m o re  in keep ing  w ith  C a n a d a 's  i n t e r e s t s ,  " T h e re  is  no s ig n if ican t 
ev idence , h o w ev e r ,  th a t  t h e r e  is a d if fe ren ce  in  the  b e h a v io u ra l  
p a t t e r n  of the  w holly -ow ned  and p a r t ly -o w n e d  s u b s id ia r ie s .  The 
F in a l  R e p o r t  is  u n u su a lly  r e t ic e n t  on th is  key  po in t,  m e r e ly  s ta t in g  
an " im p re s s io n "  bu t o ffe r in g  no r e a l  p roof. The r e p o r t  p r e p a r e d  
fo r  the  C a n a d ia n -A m e r ic a n  C o m m ittee  a rg u e d  th a t  "good c o rp o ra te  
c i t iz e n s "  am ong  the  s u b s id ia r ie s  w e re  th o se  w h e re  the  lo cu s  of 
d e c is io n -m a k in g  w as  w ith  the C anadian  m an a g e m e n t,  but added 
th a t  th e s e  c a s e s  w e r e  not n e c e s s a r i l y  a s s o c ia te d  w ith  C anadian  
p a r t ic ip a t io n  in  ow nersh ip  n o r  w ith  C an ad ian iza tio n  of s e n io r  
p e r so n n e l .  T h e re  is  c o n s id e ra b le  doubt w h e th e r  m in o r i ty  s h a r e ­
h o ld e r s  and r e s id e n t  d i r e c to r s  would in  fac t  r e p r e s e n t  " the  C anad ian  
i n te r e s t .  " E ven  a s s u m in g  th e i r  v iew s would be the  d e te rm in in g  
ones on any p a r t i c u la r  i s s u e  (a l a r g e  a s su m p t io n  in  m an y  c a s e s ) ,  
why shou ld  th is  n e c e s s a r i l y  b e  in  the  C anadian  i n t e r e s t ?  W hat is  
good fo r  the  m in o r i ty  s h a re h o ld e r s  m a y  o r  m a y  not be  good fo r  
Canada. . . .

F in a l ly ,  and m o s t  im p o r ta n t ,  one m u s t  a sk  w h e th e r  the b a s ic  
a s su m p tio n  of the  le g is la t io n  h a s  b een  d e m o n s tra te d .  W h ere  is  
the  ev idence  th a t  a  s ig n if ic a n t  n u m b e r  of fo re ig n  owned c o m p an ie s ,  
b e c a u s e  th ey  a r e  fo re ig n  ow ned, a r e  ac tin g  in  a w ay  w hich  is  d e t r i ­
m e n ta l  to  C anadian  i n t e r e s t s ?  We have  c i te d  the  ev idence  e a r l i e r  
in  th is  e s s a y ,  and  it  does not add up to  a g e n e ra l  in d ic tm en t  s u f f i ­
c ien t  to .w a r r a n t  c o r r e c t iv e  le g is la t io n  app lied  to  the  fo re ig n  owned 
s e c to r .  The b a s ic  flaw  in su ch  p o s i t io n s  can  be judged  by the  fac t  
th a t  M in is te r s  of the  G overnm ent,,  w hen d is c u s s in g  the  a lleg ed  
a d v e r s e  p r a c t i c e s ,  a r e  re d u c e d  to  r e f e r r i n g  to  " so m e "  co m p an ies  
in  o r d e r  to  m ak e  th e  m o s t  of l im i te d  ex a m p le s ,  o r  to  hedging  th e i r  
s ta te m e n ts  to  the  po in t of m e a n in g le s s n e s s ,  o r  to  u s in g  re a so n in g  
w hich  s t r a in s  o n e 's  c re d u l i ty ,  such  as  tha t on the  in fluence  s u p ­
p o se d  to  be  e x e r te d  by  s c a t t e r e d  m in o r i ty  s h a re h o ld e r s  and  r e s id e n t  
d i r e c to r s .  The F in a l  R e p o r t  i t s e l f ,  as we have  seen , b e l ie v e d  
su ch  p r a c t i c e s  to  be  the  excep tion  r a t h e r  than  the  ru le ,  and, as  
no ted  above, had  to  r e s o r t  to  the  p r e s u m e d  th r e a t  to  p o l i t ic a l  in d e ­
pen d en ce  and the  a g i ta te d  f r a m e  of m in d  of C anad ians  to ju s t i fy  i ts  
re c o m m e n d a t io n s .  ^

1 ?=>S a fa r ia n ,  op. c i t . , pp. 236-39.
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P r o f e s s o r  Jo h n so n  ho lds  m u ch  the  s a m e  v iew  and p ro v id e s  us 

w ith  an  add it iona l a rg u m e n t  why the  p ro p o se d  tax  m e a s u r e s  of 30 p e r ­

cent a r e  unw orkab le  and why the  ta k e -o v e rs ,  w hich i t s  a im  is  to p re v e n t ,  

a r e  b e n e f ic ia l  to  the  C anad ian  econom y. He exp la in s  i t  in  th is  way:

The p ro p o s a l  to  tax  t r a n s f e r s  of c a p i ta l  a s s e t s  to n o n re s id e n ts  
(tax of 30 p e rc e n t)  w as  so  a d m in is t r a t iv e ly  unw orkab le  th a t  i t  w as  
im m e d ia te ly  and w ith  c o n s id e ra b le  e m b a r r a s s m e n t  w ithdraw n; but 
i t  n e v e r th e le s s  d e s e rv e s  a  co m m en t,  both  b e c a u s e  m an y  peop le  
s e e m  to ap p ro v e  of i ts  o b je c t iv e - - th e  p re v e n t io n  of t a k e - o v e r  b ids 
by  f o r e ig n e r s - - a n d  b e c a u s e  a c l e v e r e r  s c h e m e  fo r  ach iev ing  th a t  
o b jec tive  by d i s c r im in a to r y  tax a tio n  m a y  ye t be  d e v ise d  and p r e ­
s e n te d  t o  P a r l i a m e n t .  W hat the  opponents  of fo re ig n  t a k e - o v e r s  
s e e m  c o m p le te ly  unable  to  a p p re c ia te  a r e  th e  f a c ts ,  f i r s t ,  th a t  
t a k e - o v e r s  a r e  one of the  w ays by w hich  p ro d u c t iv e  e ff ic ien cy  is  
im p ro v e d  and w ea lth  and  in co m e  in c r e a s e d  in  a  m a r k e t  econom y, 
and second , th a t  p re v e n t in g  o r  im p ed in g  t a k e - o v e r s  by  f o re ig n e r s  
m a y  o r  m a y  not d am age  the  econom ic  i n t e r e s t s  of the  f o r e ig n e r s  
in  ques tion , it i s  p r a c t i c a l ly  c e r t a in  to  d am ag e  bo th  the  C anad ian  
o w n ers  of r e a l  a s s e t s  o r  eq u it ie s  and th e  C anad ian  econom y as  a 
w hole. A t a k e - o v e r  b id  fo r  the  a s s e t s  of a  b u s in e s s  o r  fo r  a  co n ­
t ro l l in g  i n t e r e s t  in i t s  s to c k  is  m o tiv a te d  by  the  conviction , of the  
b id d e r  th a t  he can  r e o rg a n iz e  the m a n a g e m e n t  o r  o p e ra t io n s  of 
the b u s in e s s  in  su ch  a w ay  as  to i n c r e a s e  i ts  e a rn in g s ,  and t h e r e ­
fo re  i t s  c a p i ta l  v a lu e ,  enough to  y ie ld  h im  a p ro f i t  on the  p r ic e  he 
h a s  to  p ay  to  a c q u i re  it.  It is  s u c c e s s fu l  if  th e  o w n ers  conclude 
th a t  the  p r ic e  th ey  a r e  b e ing  o ffe red  is  h ig h e r  than  the  b u s in e s s  o r  
i ts  s to ck  is  w o r th  to  th em . 16 • [ 16]\/[uch p o p u la r  d is c u s s io n  of 
fo re ig n  t a k e - o v e r s  co m p le te ly  o v e r lo o k s  the  e le m e n ta r y  t ru th  
th a t  i t  ta k e s  two s id e s  to  m ak e  a  b a rg a in ,  and conven ien tly  ig n o re s  
the fac t  th a t  the  C anad ian  s e l l e r  r e c e iv e s  th e  v a lu e  of the  a s s e t s  
so ld  to  the f o re ig n e r .  ] Thus a s u c c e s s fu l  t a k e - o v e r  b id  m u s t  
m a k e  the  p re v io u s  o w ners  b e t t e r  off than  they  w e r e  b e fo re .  C o r r e s ­
pondingly , g o v e rn m e n ta l  r e s t r i c t i o n s  on the  f r e e d o m  to  m ak e  o r  
a c c e p t  t a k e - o v e r  b id s  a r e  l ik e ly  to  m ak e  o w ners  of a s s e t s  w o r s e  
off th an  th ey  o th e rw ise  would be , by n a r ro w in g  the  m a r k e t  fo r  
th e i r  a s s e t s .  In p a r t i c u la r ,  d i s c r im in a to ry  ta x a t io n  d es ig n ed  to  
p re v e n t  t a k e - o v e r  b id s  by  f o r e ig n e r s  is  c e r t a in  on b a la n c e  to  
re d u c e  the  w ea lth  of C an ad ian s ,  s in c e  i ts  e ffect can  only be  to 
fo rc e  C anadian  a s s e t - h o ld e r s  to  s e l l  a t  lo w e r  p r i c e s  to  C anadians  
than  th ey  could have  ob ta ined  f ro m  f o re ig n e r s .  . . . F r o m  the 
n a t io n a l  po in t of v iew , d is c r im in a t io n  a g a in s t  fo re ig n  t a k e - o v e r s  
i s  l ik e ly  to  m ak e  th e  c o u n try  w o r s e  off than  i t  o th e rw ise  would be,
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by denying fo re ig n e r s  who b e liev e  th a t  th e y  can  ru n  ex is t in g  b u s i ­
n e s s  in  C anada m o re  e f f ic ien t ly  than  the  p r e s e n t  m an a g e m e n t the  
o p p o rtu n ity  to  try* and so  denying the  c o u n try  th e .b e n e f i ts  of the 
im p ro v e m e n t  in  p ro d u c t iv i ty  th a t  m igh t r e s u l t .  ^ 6

F u r th e r m o r e ,  i t  is  in te r e s t in g  to  poin t out th a t  C anadian  

b u s in e s s m e n  and in v e s to r s  a r e  the l a s t  ones to  have any r e s e n tm e n ts  

a g a in s t  fo re ig n  d i r e c t  in v e s tm e n ts .  "D e sp ite  the  pub lic  f u ro r ,  " s ta te s  

F o r tu n e  M ag az in e , " r e a l  r e s e n tm e n t  of A m e r ic a n  c a p ita l  p e r  se  is  

p a r t i c u la r ly  n o n -e x is te n t  am ong  C anad ian  b u s in e s s m e n .  "137

The p r in c ip a l  d em and  fo r  g r e a t e r  o p p o rtu n ity  fo r  C anadian  

equity  p a r t ic ip a t io n  is  p re d o m in a n tly  n a t io n a l is t ic  and p o l i t ic a l  in i ts  

outlook and is  a im e d  a t c o n tro l l in g  and  o rien ting , fo re ig n  s u b s id ia r ie s  

in a w ay w hich o ff ic ia ls  f e e l  w ould .be " m o re  C anad ian  in  outlook. "

T h is  w ay the  C o m m is s io n 's  p u rp o se  "w as to  u rg e  l in e s  of ac t io n T e ad in g  

to w a rd s  'C a n a d ia n iz a t io n 1 of m an a g e m e n t and  m a n a g e m e n t  d e c is io n s .  "138

It is  c la im e d  th a t  t h e r e  is  one econom ic  advan tage  to  Canada 

th a t  would r e s u l t  f ro m  l a r g e r  C anad ian  p a r t ic ip a t io n  in  U nited  S ta tes  

c o n tro l le d  s u b s id ia r i e s  th a t  h a s  b een  overlooked . If t h e r e  i s  a  l a r g e r  

am oun t of C anad ian  c a p i ta l  in  U nited  S ta tes  s u b s id ia r i e s ,  i t  follow s 

th a t  t h e r e  would be  m o r e  i n t e r e s t  and p r e m iu m s  pa id  to  the  C anad ians ,  

thus  re d u c in g  the  b u rd e n  of debt p a y m e n ts .  T h is ,  h o w ev er ,  would be

13*3jahnson, pp. e i t . , pp. x v i i -x v i i i .

137"The C anadian  T ro u b le s  of U .S . B u s in e s s ,  " F o r tu n e , . LVI 
(July, 1957), p. 167.

1 Q O
L in d em an  and A rm s t ro n g ,  op. c i t . , p. 22.
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t ru e  if no add it io n a l fo re ig n  in v e s tm e n ts  r e p la c e  C anadian  in v e s tm e n ts  

th a t  w e re  f r e e d  by C anad ians  i n  fo re ig n  s u b s id ia r ie s .  T h is  can  only be 

ach iev ed  by  an in c r e a s e  in C anad ian  sav in g s .

But s in c e  th e r e  would b e  an i n c r e a s e  in  th e  C anad ian  sav in g s ,  

w ould not i t  be m o re  p ro f i ta b le  to  in v es t  th e se  new sav in g s  in  so m e  

new e n te r p r i s e s  o r  u se  it  to  a c q u i re  50 p e r c e n t  o r  m o r e  of fo re ig n  

s u b s id i a r i e s ?  C anad ian  sav in g s  hopefu lly  would be in v e s te d  in  so m e  of 

the  d e s i r e d  "dynam ic  s e c to r s  of the  econom y" and th e  c o n tro l  would be 

in  C anadian  hands . O r  in c r e a s e d  Canadian  sav in g s  could  b e  u se d  to  

p u rc h a s e  50 p e rc e n t  o r  m o re ,  j u s t  enough, to  a c q u i r e  c o n tro l  of the 

e n t e r p r i s e  of fo re ig n  s u b s id ia r i e s .  In th is  w ay  C anada w ill  not only 

ga in  so m e  i n c r e a s e s  in  i n t e r e s t  and p r e m iu m s ,  but new b u s in e s s  e n t e r ­

p r i s e s  w ith  fu ll C anadian  c o n tro l  a s  w ell  a s  o w n ersh ip . T h is  p r o c e s s  

cou ld  e i th e r  b e  app lied  on a  p ie c e m e a l  b a s is  o r  on an  in d u s t ry -w id e  

b a s i s ,  depending on the  a v a i la b i l i ty  of new sav in g s  f o r  in v e s tm e n t .  The 

a im  of the C anad ians  should  be  to  ex tend  th e i r  c o n tro l  o v e r  as  l a r g e  an 

a r e a  of the  econom y as  p o s s ib le  by  a c q u ir in g  c o n tro l  of a s  m any  fo re ig n  

c o n tro l le d  s u b s id ia r ie s  a s  p o s s ib le .  It i s  a m e r e  w a s te  of c a p i ta l  and 

t im e  to  s e e k  m in o r i ty  c o n tro l  in  fo re ig n  s u b s id ia r ie s .  T h is  p r o c e s s  

only s p re a d s  th e  l im i te d  am ount of Canadian  sav in g s  a c r o s s  the  e n t i re  

eco n o m ic  f ie ld . Thus m o re  in d u s t ry  co m es  u n d e r  fo re ig n  co n tro l.  

M in o r i ty  sh a re h o ld in g  by C anad ians  e i th e r  in  fo re ig n  s u b s id ia r i e s  o r  

t h e i r  p a r e n t s  is  not d e s i r a b le  and not in the  C anad ian  in te r e s t .  It w ill
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not a l t e r  the  p o l ic ie s  and p r a c t i c e s  of fo re ig n  owned e n te r p r i s e s  and 

w ill  s u r e ly  p la c e  m o re  C anad ian  ca p ita l  u n d e r  the  c o n tro l  of the  n o n ­

r e s id e n ts .  Such r e s u l t s  a r e  c o n t r a r y  to  the  r e c e n t ly  adopted  C anadian  

le g is la t io n .  The le g is la t io n ,  if  th e r e  e v e r  w as  any  need  fo r  i t ,  shou ld  

have a im e d  a t g iving C anad ians  the  o p p o rtu n ity  to  in v e s t  in  t h e i r  econom y 

and r e ta in  c o n tro l  o v e r  t h e i r  in v e s tm e n ts .  O nce C anad ians  have 

a c q u ire d  c o n tro l  of m o s t  p r e s e n t  fo re ig n  s u b s id ia r i e s  th e r e  n eed  be no 

f e a r  of a  fo re ig n  econom ic  t h r e a t  to  the  C anad ian  econom y. T h is  a r g u ­

m en t is  only v a l id  u n d e r  th e  a s su m p tio n  th a t  C anad ians  can p ro v id e  

enough sav in g s  to  buy  out the  fo re ig n  s u b s id ia r i e s .  Tha t a s su m p t io n  is  

an  u n r e a l i s t i c  one a t  the  p r e s e n t  t im e .

T h e re  a r e  th r e e  w ays in  w hich  C anad ians  can  im p ro v e ,  s u b ­

s ta n t ia l ly ,  t h e i r  c a p i ta l  p o s it io n .  This  i s  not in  a c c o rd a n c e  w ith  the  

p ro f i t  m a x im iz a t io n  p r in c ip le  n o r  the a l lo c a t io n  of s c a r c e  r e s o u r c e s  to  

t h e i r  m o s t  p ro d u c t iv e  u s e s ,  but m e r e ly  w ill  s e r v e  to  pac ify  n a t io n a l ­

i s t i c  fe e l in g s  w ith  th e  l e a s t  am ount of in ju ry  to  the  fo re ig n  in v e s to r s  

and the  C anad ian  econom y. F i r s t ,  d o m e s t ic  s a v in g s - - p e r s o n a l  a s  w ell  

a s  c o r p o r a te - - s h o u ld  b e  e n c o u ra g e d  by th e  g o v e rn m en t of Canada. T h is  

can  be  done by tax  re d u c t io n s .  Second, C anad ians  should  be  en c o u ra g e d  

to  w ithd raw  th e i r  c a p i ta l  in  a l l  fo re ig n  c o n tro l le d  e n t e r p r i s e s  and i n ­

v e s t  i t  in  new C anad ian  e n t e r p r i s e s .  T h is  would be e f fec t iv e ly  ach ie v e d  

if fo re ig n  e n t e r p r i s e s  w e re  e n c o u rag ed  to  r e t a in  100 p e rc e n t  o w n ersh ip  

o r  in v e s t  a s  m in o r i ty  s h a re h o ld e r s  in  C anadian  c o m p a n ie s .  T h is  would
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r e v e r s e  the  p r e s e n t  t r e n d  w h e re  n o n re s id e n ts  have  c o n tro l  o v e r  a: l a r g e  

am ount of C anadian  cap ita l .  T h ird ,  C anad ians  who in v e s t  a b ro a d  should  

be  en c o u ra g e d  to  s top  and b r in g  b ack  th e i r  c a p i ta l  to  Canada. If th is  is  

a c c o m p lish e d  it  w ill  be  th e  beg inn ing  of the  end of C anad ian  dependence  

on n o n re s id e n ts  to  f in an ce  th e i r  econom ic  a c t iv i t ie s .  T o ta l  C anad ian  

c a p i ta l  u n d e r  the  c o n tro l  of n o n re s id e n ts  am oun ted  to  $1, 208 m il l io n  

at the  end of 1 9 6 1 ; 139 C anad ian  lo n g - te r m  in v e s tm e n t  a b ro a d  r e a c h e d  

$5, 463 m il l io n  at the  end of 1961; ^4® and, in  r e c e n t  y e a r s  C a n a d ia n s ' 

sav in g s  have b een  in c r e a s in g  by  $700 to $800 m il l io n  a y e a r .

In r e g a r d  to  th e  c h a rg e  th a t  fo re ig n  owned e n t e r p r i s e s  d e t e r ­

m in e  " the  r a t e  of exp lo ita t ion  of C a n a d a 's  n a tu r a l  r e s o u r c e s ,  "141 

im p o r ta n t  to  po in t out th a t  su ch  a c h a rg e  h a s  b een  b ro u g h t  about by  the  

fa c t  th a t  the  U nited  S ta te s  r e l i e s  upon C anada fo r  m an y  in d u s t r i a l  raw  

m a te r i a l s ,  such  as  n e w sp r in t ,  a s b e s to s ,  n icke l,  iron, o re ,  a lu m in u m , 

u ra n iu m , p e t ro le u m ,  o th e r  c h e m ic a l  e le m e n ts  and o th e r s .  T h e se  raw  

m a te r i a l s  and  m in e ra ls  e x is t  only in l im i te d  am o u n ts .  O nce A m e r ic a n  

f i r m s  "ex p lo it"  th e s e  r e s o u r c e s ,  t h e r e  w ill  be  nothing le f t  but em pty  

m in e s  and d ry  w e l ls .  T h e re f o re  no m in e ra l  w ea lth  o r  i t s  r e s id u e  w ill 

r e m a im f o r  C anadian  p o s te r i ty .

139The C anad ian  B a lan c e ,  1961 and 1962, op. c i t . , p. 135.

149 lb id . , p. 127.

I 4 '*'Knapp, op. c i t . , p. 23.
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T his  v iew  is  s h o r ts ig h te d .  It looks  a t c u r r e n t ly  known r e ­

s o u rc e s  a s  b e in g  l im i te d ,  s c a r c e  a n d . i r r e p la c a b le .  M r. Eugene Holm an, 

a g eo log is t ,  exp la ins  why:

F o r  m an y  y e a r s ,  . . . peop le  have ten d ed  to  th ink  of n a tu ra l  
r e s o u r c e s  a s  so  m a n y  s ta c k s  of raw  m a te r i a l s  p i le d  up in  a  s t o r e ­
h ouse .  A p e r s o n  w ith  th is  s o r t  of p ic tu re  in h is  m ind  lo g ic a l ly  
a s s u m e s  th a t  the  m o re  you u se  of any n a tu ra l  r e s o u r c e s ,  the  
so o n e r  you get to  the  b o tto m  of the  p i le .  Now I th ink  we a r e  
beg inn ing  to  d is c o v e r  th a t  the  id ea  of a  s to r e h o u s e - - o r ,  a t  l e a s t ,  
a  s in g le  ro o m -^ d o e s  not c o r re s p o n d  w ith  r e a l i ty .  In s tead , the 
fac t  s e e m s  to  be th a t  the  f i r s t  s to re h o u s e  in w hich  m a n f o u n d  h im ­
s e lf  w as  only one of a s e r i e s .  As he  u se d  up w hat w as  p i le d .in  
th a t  f i r s t  ro o m , he found he  could  fash io n  a key  to  open a door 
in to  a> m u c h 1 l a r g e r  ro o m , and as  he u se d  the  con ten ts  of th is  
l a r g e r  ro o m , he d is c o v e re d  th e r e  w as  a n o th e r  ro o m  beyond, 
l a r g e r  s t i l l .  ^ 2

Man ,has advan ced  not by  c o n s e rv in g  h is  r e s o u r c e s  but by 

develop ing  and pu tt ing  th e m  in to  u se .  In apply ing  new tech n iq u es  and 

develop ing  a v a i la b le  r e s o u r c e s  m an  h a s  b e e n  ab le  to  d is c o v e r  and u se ,  

in  tu rn ,  g r e a t e r  q u a n ti t ie s  and  even b e t t e r  r e s o u r c e s  and s k i l l s .  As 

H olm an p o in ts  out:

N onuse r e s u l t s  only in. hobbling  p r o g r e s s .  It w ill  not r e s u l t  
in  m o r e  m a te r i a l  r e s o u r c e s  fo r  m e n  to  u se  bu t l e s s ,  b e c a u s e  it  
r e t a r d s  the  m a r c h  of s c ie n t i f ic  p r o g r e s s .  *43

To i l l u s t r a t e  h is  po in t M r. H olm an u s e s  the  U nited  S ta te s  

p e t ro le u m  in d u s t ry  a s  an  ex am p le .  He p o in ts  out th a t  one d is c o v e ry  

■ le d  to  a  r e f in e m e n t  of tech n iq u es  w hich  p ro d u c e d  f u r th e r  ad v a n c e s  in

142 E ugene  Holm an, "O u r In ex h au s t ib le  R e s o u r c e s ,  " A tlan tic  
M onthly, Vol. 189 (June, 1952), p. 32.

^ ^ I b i d .  , p. 30.
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d is c o v e r ie s  and  re f in e m e n t  in  th e  oil in d u s try .  The d is c o v e ry  of e v e r  

new and r i c h e r  m in e r a l s  and raw  m a te r i a l s  in  C anada  s in c e  the  w a r - - 

l a r g e ly  by United S ta tes  f i r m s - - h a s  advanced  in  a s im i l a r  way. The
i

explo ita tion , of n a tu ra l  r e s o u r c e s  should  not be jud g ed .in  the  s h o r t - r u n  

b e c a u s e  even  the  p a r t i c u la r  e f fec ts  of the c a p i ta l i s t ic  econom y ( e n t e r ­

p r i s e s  and p r o c e s s e s )  can  not be judged  in  su ch  a s h o r t  t im e .  In u n d e r ­

s tan d in g  the  C anad ian  econom y and thus  i ts  r e s o u r c e  ex p lo ita t io n  one 

shou ld  h eed  the  w arn ing , of P r o f e s s o r  S ch u m p ete r .  He h as  cautioned:

F i r s t ,  s in c e  we a r e  dea ling  w ith  the  p r o c e s s  w hose e v e ry  
e le m e n t  ta k e s  c o n s id e ra b le  t im e  in revea ling , i t s  t r u e  f e a tu r e s  and 
u l t im a te  e f fec ts ,  t h e r e  is  no po in t in  a p p ra is in g  the  p e r fo rm a n c e  
of tha t  p r o c e s s  ex v is u  of a g iven poin t of t im e; we m u s t  judge i ts  
p e r fo r m a n c e  o v e r  t im e .  . . . Second, s in c e  we a r e  dea ling  with 
an  o rg a n ic  p r o c e s s ,  a n a ly s is  of w hat happens  in any p a r t i c u la r  
p a r t  of i t - - s a y ,  in  an ind iv idua l c o n c e rn  o r  i n d u s t r y - - m a y  indeed  
c la r i fy  d e ta i ls  of m e c h a n is m  but is  in co n c lu s iv e  beyond tha t .  . . .
In o th e r  w o rd s ,  the  p ro b le m  th a t  is  u su a lly  b e in g  v is u a l iz e d  is  how 
c a p i ta l i s m  a d m in is te r s  e x is t in g  s t r u c tu r e s ,  w h e re a s  the  r e le v a n t  
p ro b le m  is  how it  c r e a t e s  and d e s tro y s  them . As long as  th is  is  
not re c o g n iz e d ,  th e  in v e s t ig a to r  does a m e a n in g le s s  job.

■:It m igh t be  th a t  w hen U nited S ta tes  s u b s id i a r i e s '  p o l ic ie s  and 

p r a c t i c e s  a r e  ex am in ed  in  the  lo n g -ru n ,  th e i r  p r e s u m e d  il l  e ffec ts  w ill 

b e  l e s s  s e r io u s  and l e s s  p e rm a n e n t .

It can  a lso  be  a rg u e d  th a t  the  c h a rg e s  le v ie d  a g a in s t  United 

S ta te s  s u b s id ia r ie s  a r e  im a g in a ry  and i l lo g ic a l  on the  g round  th a t  a 

p ro f i ta b le  p o s it io n  fo r  the  s u b s id ia ry  r e q u i r e s  a sound and grow ing 

C anad ian  econom y. D iv idends (on d i r e c t  in v e s tm e n ts )  a r e  not f ixed  as

1 4 4 jo sep h  S c h u m p e te r ,  C a p i ta l i sm ,  S o c ia l ism  and D e m o c ra c y  
(3 rd  e d . ; New York: H a rp e r  and B r o th e r s ,  1950), pp. 83-84 .
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a r e  th o se  of p o r tfo l io  in v e s tm e n ts ,  bu t v a r y  a c c o rd in g  to  b u s in e s s  con- 

d itions  in  Canada. T h is  is  p a r t i c u la r ly  t r u e  fo r  n o n re s id e n t  e n t e r p r i s e s  

in^Canada p ro d u c in g  only fo r  the  C anadian  m a rk e t .  E c o n o m ic a l ly  no 

fo re ig n  o r  d o m e s t ic  f i r m  w ill  engage in  any  p o l ic ie s  o r  p r a c t i c e s  th a t  

w ill  have  d e t r im e n ta l  e ffec ts  on the  C anad ian  econom y as  th e i r  p ro f i t  

position , is  d i re c t ly  t ie d  to  the  p e r fo rm a n c e  of the C anadian  econom y.

If the  C anad ian  econom y s la c k e n s  fo re ig n  p ro f i t  e a rn in g s  w ill  s la c k e n .  

F o r  exam ple , du ring  the  s la c k e n in g  of the  C anad ian  econom y in 1957, 

fo re ig n  e a rn in g s  fe l l  s u b s ta n t ia l ly  fo r  1958 (Table  14).

TA B LE 14

TO TA L EARNINGS ON FOREIGN D IRECT INVESTMENTS
IN CANADA, 1955-1960

Y e a r T o ta l  I n c re a s e  o r  
E a rn in g s  D e c re a s e

P e r c e n ta g e  
of I n c re a s e  
o r  D e c r e a s e

(in $ m il l io n s )

1955 673 • •

1956 805 132 20

1957 819 14 1. 7

1958 620 -199 -24

1959 759 139 22

Source: The C anad ian  B a lan c e ,  1961 and 1962, op. c i t . , p. 22.
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In conclusion , we do not deny th a t  f ro m  t im e  to  t im e  th e r e  w ill  

be  sp e c if ic  p ro b le m s  a r i s in g  f ro m  sp ec if ic  f i r m s  o r  in d u s t r ie s ,  both 

C anadian  and fo re ig n .  T h e se  p ro b le m s  a r i s in g  out of the  in s t i tu t io n a l  

and econom ic  s e t t in g  as  f i r m s  a t te m p t  to  im p ro v e  th e i r  econom ic  p o s i ­

tion. In su ch  s i tu a t io n s  the  C anadian  G o v ern m en t shou ld  t r y  to  iden tify  

and p r e s e r v e  the  C anadian  n a tio n a l  in te r e s t ,  d i re c t in g  r e m e d ie s  to the 

h a rm fu l  p r a c t i c e s  th e m s e lv e s  and not a g a in s t  fo re ig n  in v e s tm e n t  as  

such . We should  r e m e m b e r  a lw ays tha t the  p ro b le m s  c r e a te d  a r e  

p a r t ly  due to  o u r  own s h o r ts ig h te d n e s s ,  a s  P r o f e s s o r  Johnson, has  

p r o p e r ly  o b se rv ed :

. . . in s o fa r  as  t h e r e  is  a p ro b le m , it  i s  l a r g e ly  one tha t Canada 
h as  c r e a te d  fo r  i t s e l f  by i ts  po licy  of p ro te c t io n  of m anufac tu ring : 
the  t a r i f f  c r e a t e s  a p ro f i t  in cen tiv e  to  fo re ig n  f i r m s  to  e s ta b l is h  
b r a n c h  p la n ts  and s u b s id ia r i e s  in C anada in  o r d e r  to  p ro d u c e  in  
C anada in s id e  the  t a r i f f  w a l l  in s te a d  of e x p o r t in g  to  C anada o v e r  
the  t a r i f f  w all ,  and it  is  in c o n s is te n t  to  s a y  th e  l e a s t  to  defend 
p ro te c t io n  y e t  co m p la in  of i ts  e ffec ts  in  s t im u la t in g  fo re ig n  in v e s t ­
m e n t  in  the  coun try .  145

145•Johnson,, op. c i t . , p. xi.



CH A PTER IV

COSTS AND B E N E F IT S  OF BORROWING ABROAD

A p a r t  f ro m  s ta t i s t i c a l  a n a ly s is  we m u s t  c o n s id e r  a n a ly t ic a l ly  

the  econom ic  p r in c ip le s  of th e  c o s ts  and b en e f i ts  to  the  h o s t  c o u n try  of 

in te rn a t io n a l  in v e s tm e n t .  T h is  su b je c t  h as  r e s u l t e d  in c o n s id e ra b le  

a c a d e m ic  d is c u s s io n , in  r e c e n t  y e a r s  a s  a  co n seq u en ce  of two r e la te d  

p ro b le m s .  F i r s t  is  the q u e s tio n  of how m u ch  fo re ig n  in v e s tm e n t  should  

b e  a llow ed  in  th e  h o s t  co u n try .  Second is  the  c o n c e rn  w ith in  th e  U nited  

S ta te s  about the  ex ten t to  w hich  i ts  p r iv a te  in v e s tm e n t  o v e r s e a s  has  

b een  c o n tr ib u tin g  to  the  U nited  S ta te s '  s e r io u s  b a la n c e -o f -p a y m e n ts  

p ro b le m .  , The m o s t  im p o r ta n t  r e f e r e n c e s  on the  su b jec t  a r e  an  e la b o ­

r a t e  th e o r e t ic a l  a n a ly s is  of th e  econom ic  e ffec ts  of fo re ig n  in v e s tm e n t  

on th e  A u s t r a l ia n  econom y by  S ir  Donald M acdougall, • and two c h a p ­

t e r s  su rv e y in g  the  econom ic  e ffec ts  of p r iv a te  fo re ig n  in v e s tm e n t  f ro m  

th e  po in t of v iew  of the  h o s t  and th e  ex p o r t in g  co u n try  con ta ined  in  the  

m a s s iv e  s tu d y  of U nited S ta te s  p r iv a te  and g o v e rn m en t in v e s tm e n t  

a b ro a d  p r e p a r e d  a t th e  U n iv e r s i ty  of O reg o n  u n d e r  th e  d i re c t io n  of

^Donald M acdougall ,  "T h e  B en e fits  and C osts  of the  P r iv a t e  
In v e s tm e n t  f ro m  A broad; A T h e o re t ic a l  A pproach , " The E conom ic  
R e c o rd , Vol.. XXXVI, No. 73 (M arch , 1960), pp. 13-36.

122
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Raym ond M ik ese ll .  *-^7 . S ir  Donald M acd o u g a ll 's  a n a ly s is  is  of g r e a t e r  

im p o r ta n c e  fo r  o u r  p u rp o s e s  s in c e  A u s t r a l i a 's  e x p e r ie n c e  c lo se ly  p a r ­

a l le l s  th a t  of Canada.

But b e fo re  we d is c u s s  th e se  q u e s tio n s  of an a lo g ie s  i t  is  im p o r ­

ta n t  to  exam in e  f i r s t  th e  C anad ian  "need"  f o r  fo re ig n . in v e s tm e n ts .  

C a n a d a 's  "need"  fo r  fo re ig n  in v e s tm e n t  i s  b e s t  v iew ed  in  the  contex t of 

both  d o m e s t ic  and w o r ld  deve lopm ent. The th r e e  r a p id  grow th  p e r io d s  

in  C a n a d a - -1 9 0 0 -1 9 l4 ,  the  1920 's ,  1945-1963 - - p a r a l l e l  and r e f le c t  

econom ic  expansion  th roughou t the  w orld .  In th e s e  p e r io d s  th e  w o r ld  

dem and  fo r  C anad ian  goods and s e r v ic e s  w as  high a n d . in c re a s in g .  T h e re  

w as  a c l im a te  fa v o ra b le  to  long p e r io d  e x p o r ts .  T h e se  f a c to r s ,  coupled  

w ith  r a p id  in te rn a l  g row th , n e c e s s i t a te d  in v e s tm e n t  d em ands  w ith in  the  

C anad ian  econom y f a r  beyond  C a n a d a 's  a b i l i ty  to  p ro v id e  th e m  (e s p e ­

c ia l ly  in  the  e x p o r t  in d u s t r ie s ) .

The ex p lo ita t io n  of r e s o u r c e s  o v e r  w ide a r e a s ,  and  the  
a n c i l l a r y  a c t iv i t ie s  to  w hich  th is  gave r i s e ,  r e q u i r e d  v a s t  am oun ts  
of both  b u s in e s s  and g o v e rn m en t cap ita l .  The i n c r e a s e  in d o m e s ­
t ic  in v e s tm e n t  w as  f a r  m o r e  r a p id  than  th a t  of o th e r  m a jo r  c o m ­
ponents  of G ro s s  N ationa l E x p e n d itu re .  Indeed, in  the  p e r io d  
a f te r  W orld  W ar  II, C anadian  c a p ita l  fo rm a t io n  in  r e la t io n  to  
to ta l  output h as  s tood  am ong the h ig h e s t  in  th e  w o r ld .  -*-48

At the  s a m e  t im e  C anad ian  sav in g s  w e re  in c r e a s in g  at the  s a m e  r a t e  as

,GNP h as  b een  in c re a s in g ,  a s  can  be  s e e n  in  th e  ta b le s  follow ing. G ro s s

^ ' ‘’Raym ond M ik e se l l  (ed. ), U .S . P r iv a t e  and G o v ern m en t 
In v e s tm e n t  A broad  (Eugene: U n iv e rs i ty  of O reg o n  P r e s s ,  1962). In 
th is  s tudy  r e f e r r e d  to  a s  The O reg o n  Study.

1 4-8^ ° B r e c h e r  and R e ism a n ,  op. e it.  , p. 112.
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p r iv a te  sav in g s  a s  a  p e rc e n ta g e  of GNP h as  been  v e r y  s te a d y  a t 19 to  

19. 7 p e r c e n t  (Table  17).

TA BLE 15

FIXED INVESTM ENT (EXCLUDING HOUSING)
■ AS A PE R C E N T A G E  O F TO TA L O U T PU T 

(in 1958 p r ic e s )

1955 1956 1957 1958 1959 1960 1961 1962

C anada 17. 6 20. 5 22. 1 19. 8 19, 8 18. 5 17. 8 17. 2

U nited  S ta tes 12. 7 13. 3 13. 1 11. 8 11. 6 12. 0 11. 6 11. 7

U .K . 11. 3 11. 9 12. 6 12. 6 12. 9 13. 5 14. 3 13. 8

E. E. C. 14. 8 15. 3 15. 2 15. 3 15. 7 16. 5 17. 3 17. 6

Source: O rg a n iz a t io n  of E conom ic  C o opera tion  and  D eve lopm ent.

TA BLE 16

CA PIT A L INVESTM ENT IN CANADA, 1956-1959
(in $ .m il l io n s)

1956 1957 1958 1959 1963

B u s in e ss  c a p i ta l 5, 004 5, 654 4, 869 4, 720 5, 800

H ousing 1, 547 1, 430 1, 782 1, 759 1, 700

In s t i tu t io n a l  s e r v i c e s 402 455 515 531 . .

G o v ern m en t d e p a r tm e n ts  
and w a te rw o rk s 1, 083 1, 178 1, 198 1, 401

T o ta l 8, 036 8, 717 8, 364 8, 411 9, 300

T o ta l  as  p e rc e n ta g e  
of GNP 26. 3 27. 4 25. 7 24. 3 21. 6

Source: Dept, of T ra d e  and C o m m e r c e , . P r iv a t e  and P u b l ic  In v e s tm e n t 
in  Canada, Outlook 1960, pp. 5, 7.
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TA B LE 17

RATES O F  GROSS PR IV A TE SAVING OVER 
BUSINESS CY CLE PERIODS, 1926-1963

G ro s s  P r iv a t e  Savings 
B u s in e s s  C ycle  n  *_  . , a s  P e rc e n ta g e

P e r lo d  of GNP

1926-29........................................... ......................... ... 18 .89

1946-48 . . . . . . . . . . . . . . . . . . . .  19. 69

1949-53........................ .... ................................. ....  18. 96

1954-57..... .................................................................... ....  18. 88

1958-60 .................................... ..................................................  18. 98

1961-63 (p re l im in a ry )  . . . . . . . .  . . . . 19 .69

Source: B a se d  on da ta  f ro m  D om inion  B u re a u  of S ta t i s t ic s  and 
e s t im a te d  by the  E conom ic  Council of Canada.

The d e m a n d .fo r  in v e s tm e n t  in  C anada w as  (in th e s e  t h r e e  

p e r io d s )  h ig h e r  th an  g r o s s  p r iv a te  s av in g s  w ith in  Canada, h ence  the  

n eed  f o r  fo re ig n  c a p i ta l  by Canada. R ea so n s  f o r  im p o r t in g  fo re ig n  

c a p i ta !  a r e  s im p le  to  s ta te  bu t h a r d  fo r  s o m e  to  c o m p re h e n d  and thus 

accep t. .  A side  f ro m  a c c e s s  to  fo re ig n  c ap ita l ,  a c o u n t ry 's  c a p ac i ty  

(in r e a l  t e r m s )  to  in v e s t  is  e s s e n t ia l ly  a  function  of the  le v e l  of in co m e 

and am ount of c u r r e n t  output not c o n su m e d  at th a t  le v e l , ,  i. e. , am ount 

of sav in g s .  P r o d u c t iv i ty - - " te c h n iq u e s  of g r e a t e r  p ro d u c t io n - -d e p e n d s  

upon sav ing , th a t  i s ,  upon the  p o s tp o n em en t of consum ption . "149 p o r

l ^ B a r b a r a  W ard , "T h e  E conom ic  R ev o lu t io n ,"  A d v en tu re s  of
the  M ind , ed. R ic h a rd  T h ru e ls o n  and John  K o b le r  (New York: V intage 
B ooks, A D iv is ion  of R andom  H ouse, 1961), p. 219.
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a co u n try  ( e sp e c ia l ly  w ith  a s m a l l  popu la tion  su ch  as  C anada h as )  w ith  

a  s m a l l  s to c k  of c a p i ta l  and .w hose  c u r r e n t  co n su m p tio n  is  high, w h e re  

e x is ts  a  s t ro n g  d e te rm in a t io n  to  enjoy a  h igh s ta n d a rd  of liv ing , s e v e r e  

l im i ts  a r e  th e r e b y  s e t  upon i t s  c a p a c i ty  to  f inance  the  n e c e s s a r y  grow th  

f ro m  i ts  c u r r e n t  incom e. T h e re  a r e  two w ays such  c o u n tr ie s  can 

. adopt to  ach iev e  a f a s t e r  econom ic  deve lopm ent than  what l im i te d  

d o m e s t ic  sav in g s  p ro v id e .  F i r s t ,  they  can  lo w e r  the  le v e l  of c o n su m p ­

tion, thus  g e n e ra t in g  m o r e  sav in g s  in te rn a l ly  fo r  in v e s tm e n t .  This 

c l e a r ly  can. not be  done in  C anada  w ithout g o v e rn m en t p lann ing  and 

c o n tro l .  But C anada a d h e re s  to  the  p r in c ip le s  of p r iv a te  e n t e r p r i s e  

w hich  t o l e r a te  no d i r e c t  r e s t r i c t i o n s  on the  b a la n c e  be tw een  c o n s u m p ­

tion  and p r iv a te  s av in g s  excep t u nder  the  e m e rg e n c y  cond itions  of w a r .  

C anad ians  have  b e c o m e  a c c u s to m e d  to  a  h igh s ta n d a rd  of l iv in g  w hich 

th e y  would be  v e r y  r e lu c ta n t  to  s a c r i f i c e  fo r  p o l i t ic a l  d e te rm in a tio n .

In addition , su ch  a  s a c r i f i c e  i s  not n e c e s s a r y .  The seco n d  w ay  r e q u i r e s  

no su ch  s a c r i f i c e .  The a l t e rn a t iv e  le f t  i s  to  draw  on fo re ig n  r e s o u r c e s .  

Tha t is  ex ac tly  w hat C anada h a s  b een  doing. In r e a l  t e r m s  the  inflow 

of fo re ig n  c a p i ta l  is  in p a r t  a  m e a s u r e  of the  C anad ian  d e s i r e  fo r  

ra p id  econom ic  deve lopm en t to g e th e r  w ith  a  h igh s ta n d a rd  of liv ing  

f ro m  c u r r e n t  in co m e.

A no ther  r e a s o n  fo r  the  in su ff ic ie n c y  of d o m e s t ic  s av in g s  in  

C anada h as  b een  the  lo w e r  popu la tion  d e n s ity  and the  long d is ta n c e s  

b e tw een  popu la tion  c e n t r e s ,  r e s u l t in g  in r e la t iv e ly  high o v e rh e a d  c o s ts
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in  the  u t i l i t ie s  su ch  as  r a i lw a y s ,  h ighw ays, c o m m u n ic a t io n  ( rad io  and 

te le v is io n ) ,  e le c t r ic i ty ,  and th e  t r a n s p o r ta t io n  of o il and g as .  P e rh a p s  

the  m o s t  s ig n if ic a n t  r e a s o n  fo r  the  Canadian, in su f f ic ie n c y  of d o m es tic  

sav in g s  is  h e r  n o r th e rn  lo c a t io n  w hich r e n d e r s  h e r  econom y a s  c a p ita l  

in te n s iv e .  C anada r e q u i r e s  m o re  c a p ita l  to  develop  a t the  s a m e  r a te  

than  a co u n try  of m o r e  so u th e rn  loca tion . S ta ted  eco n o m ica lly ,  in 

C an a d a .i t  ta k e s  $5 of ad d it io n a l c a p ita l  in v e s tm e n t  to  add  $1 p e r  y e a r  

to h e r  G ro s s  N ational P ro d u c t .  *50 p o r  the m o re  developed  co u n tr ie s  

th is  r a t io  is  u su a l ly  3:1, '.'and u n le ss  the  d is c o v e r ie s  of new and r ic h  

n a tu ra l  r e s o u r c e s  con tinue a t  t h e i r  p r e s e n t  p a c e  it  i s  a lm o s t  bound to 

d e c r e a s e  [becom e w o r s e ] . "*51

P r o f e s s o r  Hill, in  h is  s tudy  on G row th and' In v e s tm e n t ,

1 CO
A cco rd in g  to  In te rn a t io n a l  C o m p a r is o n s , found that:

N o r th e rn  c o u n tr ie s  w ith  s e v e r e  c l im a te s  and v e r y  low d e n s i t ie s  
of popu la tion  a r e  to  be  found in  the  group w ith  c o m p a ra t iv e ly  slow 
grow th  r e la t iv e  to  t h e i r  in v e s tm e n t .  T h is  su g g e s ts  th a t  the heavy  
c a p i ta l  r e q u i r e m e n t s  a s s o c ia te d  w ith  th e  i n f r a - s t r u c t u r e  of th e se  
e co n o m ies ,  e s p e c ia l ly  fo r  the  d e v e lo p m e n t of so m e  of th e i r  m o re  
r e m o te  re g io n s ,  m a y  b e  l a r g e ly  re s p o n s ib le  f o r  the  a p p a re n t ly  
slow g row th  of m e a s u r e d  output ach ieved . *53

*50J a c o b  V iner ,  C anada  and Its  G iant N e ig h b o u r , A lan B. 
P la u n t  M e m o r ia l  L e c tu re s ,  C a r le to n  U n iv e rs i ty ,  O ttaw a (Ja n u a ry  30 
and F e b r u a r y  1, 1958).

151I b i d . , p. 60.

152t  p_ Hill, "G row th  and In v es tm en t ,  A cco rd in g  to I n t e r ­
n a tio n a l C o m p a r iso n s ,  " The E conom ic  J o u r n a l , Vol. LXXIV, No. 294 
(June, 1964).

153I b i d . , pp. 2 9 0 -9 5 .
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P r o f e s s o r  Inm an-is  in  a g re e m e n t  w ith  P r o f e s s o r  H ill and 

ex p la in s  th a t  the  n o r th e rn  p a r t  of C anada w hich  con ta ins  "a  v a s t  am ount 

of n a tu ra l  r e s o u r c e s  .. . . i s  fo r  a l l  p r a c t i c a l  p u rp o s e s  un inhab ited  due 

to  a f r ig id  c l im a te .  The m a jo r i ty  of the  C anad ians  liv e  w ith in  300 

m i le s  of the  A m e r ic a n  b o r d e r .  " T h is ,  h o w ev er ,  does not a l le v ia te  

the  p ro b le m  since :

Even in  th e  g r e a t  in d u s t r i a l  a r e a s  of so u th e rn  Canada, the  
low w in te r  t e m p e r a tu r e s  n e c e s s i t a te  th e  e r e c t io n  of bu ild ings  
d es ig n ed  to  w ith s ta n d  the r ig o u r s  of the  c l im a te .  B uild ing  and 
m a in ta in in g  th e se  ex p en s iv e  s t r u c tu r e s  have the  effect of r a i s in g  
p ro d u c t io n  c o s ts .  *54

The Royal C o m m iss io n  exp la ins  th e  C anad ian  need  fo r  fo re ig n  

c a p i ta l  in i t s  s tu d y  on C an ad a -U n ited  S ta te s  E conom ic  R e la tio n s  as  

follow s:

When a s s e s s in g  the  ca p a c i ty  of a : young and grow ing  co u n try  
to  f inance  i t s  in v e s tm e n t  r e q u i r e m e n t s ,  i t  i s  not enough to  focus  
on the  d o l la r  v a lu e  of the  sav in g s  it i s  ab le  to  g e n e ra te .  C ap ita l  
is  not a  s im p le  o r  u n ifo rm  product:  i t  e m b r a c e s  a n u m b e r  of 
com plex  p r o p e r t i e s  both  q u an ti ta t iv e  and  q u a li ta t iv e  in n a tu re .

Of th e  u tm o s t  s ig n if ic a n c e  in th is  con tex t,  is  th e  fa c t  m any  
in v e s tm e n t  p r o je c t s  u n d e r ta k e n  in  a  m o d e rn  in d u s t r ia l  econom y 
r e q u i r e  en o rm o u s  pools  of v e n tu re  c a p i ta l  c o n c e n tra te d  in the  
hands of a s in g le  e n te r p r i s e .  In o r d e r  to  a p p re c ia te  the  s ig n i f i ­
can ce  of th is  fac t ,  one n eed s  only r e f le c t  on the  kinds of r e s o u r c e  
d eve lopm en t p r o je c t s  r e c e n t ly  u n d e r ta k e n  in  C a n a d a 's  p e t ro le u m ,  
i ro n  o re ,  and a lu m in u m  in d u s t r ie s .  As a l r e a d y  noted, C anada, 
r e la t iv e  to  i ts  s iz e ,  h as  a c c u m u la te d  i m p r e s s iv e  and  in c r e a s in g  
am o u n ts  of s a v in g s  d u r in g  th e  p a s t  few d e c a d e s .  But fo r  the  m o s t  
p a r t ,  C anad ian  sa v in g s  have  s im p ly  not b e e n  a v a i lab le  in  s u f f i ­
c ie n t ly  l a r g e  c o n c e n tra t io n s  to  f in an ce  th e s e  m a s s iv e  u n d e r tak in g s ;  
and to  the  ex ten t th a t  they  have  b een  av a ila b le ,  the  p o l ic ie s  of the  
f in a n c ia l  in s t i tu t io n s  c u r ta i l in g  th e m  have m i l i ta te d  a g a in s t  th e i r  
u se  fo r  v e n tu re  p u rp o s e s .

154 Inm an, op. e i t . , p. 701.
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No l e s s  im p o r ta n t  is  the  fac t  th a t  the  in v e s tm e n t  d o l la r  is  not 
a hom ogeneous  p ro d u c t .  Many C anadian  in v e s tm e n t  u n d e r tak in g s  
r e q u i r e  not only s u b s ta n t ia l  ou tlays  of v e n tu re  c a p i t a l / b u t  a lso  an 
advanced  technology , s p e c ia l iz e d  e n t r e p r e n e u r ia l  and  m a n a g e r ia l  
s k i l l s ,  an  a s s u r e d  ex p o r t  m a r k e t  fo r  a. l a r g e  p a r t  of the  output, 
and the  e ffic iency  and s e c u r i ty  a s s o c ia te d  w ith  v e r t i c a l ly  in te g ra te d  
e n t e r p r i s e s .  H e re  ag a in  C anada h a s ,  in  r e c e n t  y e a r s ,  m ad e  s i g ­
n if ican t p r o g r e s s  in  m e e t in g  th e s e  r e q u i r e m e n ts  out of i t s  own 
r e s o u r c e s .  The fa c t  i s ,  h ow ever ,  th a t  fo re ig n  e n t e r p r i s e s ,  
p a r t i c u la r ly  f ro m  th e  U nited  S ta tes ,  have m u ch  m o re  of a l l  of 
th e se  f a c i l i t ie s  a t t h e i r  com m and.

In effect, then , w hat C anada has  r e q u i re d ,  e s p e c ia l ly  in  the  
c o u r s e  of h e r  r e c e n t  econom ic  developm ent, is  an  in d iv is ib le  
p ack ag e  of m oney, techno logy , s k i l l s  and m a r k e t s .  It is  th is  kind 
of p ack ag e  w hich  n o n re s id e n ts  have p ro v id e d ,  th e r e b y  p e r fo rm in g  
v i ta l  t a s k s  w hich  C anad ians  a lone could do e i th e r  l e s s  effic ien tly , 
m o re  s low ly , o r  in  s o m e  c a s e s  p e rh a p s  not fo r  a v e r y  long t im e  
to  com e. *

The s tu d y  concludes:

It is  c l e a r  then , th a t  in  the  e a r ly  s ta g e s  of econom ic  d ev e lo p ­
m en t,  o r  w h e re  ecpnom ic  deve lopm ent is  p ro c e e d in g  a t a v e r y  
r a p id  p ace ,  a c o u n try  m a y  b o r ro w  h e av ily  f ro m  ab ro a d .  This  
has  b een  c h a r a c t e r i s t i c  of the  econom ic  h i s to r y  of m o s t  w e s te rn  
c o u n tr ie s .  The n eed  fo r  fo re ig n  c a p i ta l  is  l ik e ly  to  be  e s p e c ia l ly  
g r e a t  w h e re  a c o u n t ry ’s g row ing  in d u s t r i e s  a r e  c a p i ta l - in te n s iv e .
In the  c a s e  of C anada, s iz e ,  s p a r c e n e s s  of popu la tion , th e  d i s ­
c o v e ry  of n a tu ra l  r e s o u r c e s  in  r e m o te  re g io n s ,  and the  n a tu re  of 
i ts  b a s ic  in d u s t r ie s  have  m e a n t  tha t  c a p ita l  r e q u i r e m e n t s  have 
b e e n  e s p e c ia l ly  heavy.

In i ts  s e p a r a te  F in a l  R e p o r t , the  C o m m iss io n  c a m e  to  th is  

conclusion :

C anada h as  n e v e r  b een  ab le  to  p ro v id e  enough c a p i ta l  f ro m  
i ts  own r e s o u r c e s  to  f in an ce  the g row th  and dev e lo p m en t of the  
coun try .  Indeed, one of the  f i r s t  and m o s t  im p o r ta n t  p ro b le m s  
fac in g  S ir  John  A. M acD onald  and h is  co l leag u es  w as the  r a i s in g

I C C
B r e c h e r  and R e ism a n ,  op. c it. , p. 121.

15^Ibid. , p . 114.
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of funds a b ro a d  to  bu ild  the  C anadian  P a e i f ic  Railw ay. The grow th  
of the  co u n try  a t  any s ta g e  in  i t s  h i s to r y  w ould have  been, m uch  
s lo w e r  w ithout l a r g e  su p p lie s  of c a p i ta l  f ro m  fo re ig n  c o u n tr ie s ,  
p r in c ip a l ly  f ro m  the  U nited  Kingdom  and  the  U nited  S ta te s .  All 
o u r  p e r io d s  of g r e a t  econom ic  a c t iv i ty  and exp an s io n  in  p e a c e t im e  
have  b een  c h a r a c te r iz e d  by heavy  inflow s of c a p i ta l  f ro m  abroad; 
in  p e r io d s  of econom ic  s tag n a tio n ,  we have  b e e n . im p o r t in g  v e r y  
l i t t l e  c ap ita l .  157

Dr.. Knapp, in  exam in ing  the  s t a t i s t i c s  on the  C anad ian  e c o n ­

om y and C anadian  c a p i ta l  fo rm a t io n  f ro m  th e  end of W orld  W ar II to  

1960, conc ludes  that:

. . . f i r s t ,  C anada  e x p e r ie n c e d  a  s t ro n g  and s te a d y  econom ic  
expansion; second , th is  exp an s io n  s e e m s  to  have  b een  p r im a r i ly  
s t im u la te d  by  a t r e m e n d o u s  s u rg e  in  c a p i ta l  fo rm a t io n ,  e s p e c ia l ly  
in  C a n a d a 's  b a s ic  r e s o u r c e  in d u s t r ie s ;  , . . fou rth , ,  l a r g e  am oun ts  
of fo re ig n  f inanc ing  w e re  in c r e a s in g ly  n e c e s s a r y  to  c o m p e n sa te  
fo r  the  g row ing  in ad eq u acy  of d o m e stic  C anad ian  sav in g s .  158

A cco rd in g  to  M r. J.. W. Popkin , p e r s o n a l  s av in g s  in  Canada 

m  life  in s u ra n c e  c o m p an ie s  to ta l le d  $3 b i l l io n  o v e r  th e  decade  of the 

1950 's ,, of w hich $2 b i l l io n  w as  in m o r tg a g e s ,  thus  leaving, only $1 

b i l l io n  fo r  a l l  o th e r  k inds of in v e s tm e n ts  by  l ife  in s u ra n c e  co m p an ies .  

O v er  the  s a m e  p e r io d  the  ne t inflow of fo re ig n  c a p i ta l  w as $15 b ill ion . 

M r., Popk in  co n c lu d es ,  "if th e  l ife  in s u ra n c e  c o m p an ies  had  in v e s te d  

the  e n t i re  am ount in  w ays th a t  d isp la c e d  fo re ig n  c a p ita l ,  i t  would have 

m a d e  but a  s m a l l  dent in  the  o v e ra l l  p ro b le m .  "159 O th e r  nonoffic ia l

1 5 7 The F in a l  R e p o r t , op. e i t . , p. 380.

158 Knapp, op. c i t . , pp. 108-109.

159 mJ .  W. Popk in , "C anad ian  B u s in e ss  Outlook, " C o m m e rc ia l
and F in a n c ia l  C h ro n ic le  (M arch  30, 1961), p. 39.
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s tu d ie s  s im i l a r ly  te s t i fy  to  the  inadequacy  of C anadian  r e s o u r c e s  to  

, m e e t  p o s tw a r  in v e s tm e n t  d em ands .

The n eed  fo r  e x te rn a l  c a p ita l  in  C anada is  ev idenced  in the  

C anad ian  b a la n c e -o f -p a y m e n ts  p o s it io n  as  w ell .  It i s  w e ll  known th a t  

Canada, in, o r d e r  to continue enjoying a high s ta n d a rd  of liv ing , m u s t  

im p o r t  m an y  p ro d u c ts  f ro m  the  r e s t  of th e  w o rld .  In the long ru n  she  

m u s t  pay  fo r  th e s e  p ro d u c ts  in  ex p o r ts .  C anada h a s  had  c u r r e n t  

accoun t d e f ic i ts  s in c e  1950. C ap ita l  inflow s have  p ro v id e d  C anada 

w ith  the  needed  fo re ig n  exchange  to b a la n c e  out i t s  c u r r e n t  accoun t 

d e f ic i ts .

P r o f e s s o r  Inm an  and D r. Anton exp la in  it  th is  way:

A co u n try  with an  u n fav o rab le  b a la n c e  of paym ents, on c u r r e n t  
accoun t m u s t  m e e t  i t s  ne t in te rn a t io n a l  f in a n c ia l  ob liga tions  by 
ex p o r t in g  m o n e ta ry  gold, by  te n d e r in g  o th e r  a c c e p ta b le  c u r re n c y ,  
e. g. , U. S. d o l la r s ,  o r  by  b o r ro w in g  a b r o a d . If a c o u n try  does 
not have  enough gold ( a n d /o r  a c c e p ta b le  c u r re n c y )  to  m e e t  i ts  
a d v e r s e  b a la n c e ,  o r  p r e f e r s  not to  e x h au s t  i ts  o ffic ia l  r e s e r v e s ,  
the  only w ay  the  co u n try  can  s e t t le  i t s  net debt on c u r r e n t  accoun t 
is  by  b o r ro w in g  f ro m  o th e r  c o u n tr ie s ,  i.  e. , by  im p o r t in g  cap ita l .

D esp ite  the  im b a la n c e  of C a n a d ia n -A m e r ic a n  t r a d e ,  the  a d ­
ju s tm e n ts  in  C a n a d a 's  b a la n c e  of p a y m e n ts  h as  tak en  p la c e  quite  
sm o o th ly  m a in ly  b e c a u s e  A m e r ic a n s  have  b een  w ill ing  to  in v e s t  
in Canada.

l ^ S e e ,  f o r  ex am p le ,  Ronald S h e a re r ,  In te rn a t io n a l  I n v e s t ­
m en t,  E conom ic  G row th  and the  C ase  of C anada (Ph. D. D is s e r ta t io n ,  
D e p a r tm e n t  of E c o n o m ic s ,  Ohio S tate  U n iv e rs i ty ,  1959), C h a p te r s  VIII 
and IX. In r e f e r e n c e  to  the  b a la n c e  of p a y m e n ts  im p a c t  of econom ic  
grow th  in  Canada, S h e a re r  concludes  tha t  w ithout any  fo re ig n  in v e s t ­
m e n t  fo re ig n  exchange r e q u i r e m e n ts  would h ave  ex ceed ed  fo re ig n  e x ­
change r e c e ip t s  by  an am ount of $ 3 .7  b il l io n  to  $ 7 .4  b ill ion , depending  
on c e r t a in  a s su m p t io n s  about ex p o r t  capac ity .

^®^Mark K. Inm an  and F ra n k  R. Anton, E co n o m ics  in  C anad ian  
Setting  (2nd e d . ; Toronto : The Copp C la rk  P u b lish in g  Co. Ltd. , 1965), 
pp. 56.7 and 707.
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S ta ted  in  r e v e r s e ,  c a p i ta l  inflows p e r m i t  a  c o u n try  to  m a in ta in  

a le v e l  of d e s i r e d  im p o r ts  w ithout paying  fo r  th e m  out of c u r r e n t  e a r n ­

ings o r  exchange r e s e r v e s .  In s h o r t ,  the  co u n try  is  enab led  (through 

c a p i ta l  inflow s) to  ru n  a  c u r r e n t  account defic it  in  i t s  b a la n c e  of p a y ­

m e n ts .  "T o  th is  ex ten t,  c u r r e n t  accoun t d e f ic i ts  and econom ic  grow th

111a r e  but the  oppos ite  d isk s  of th e  s a m e  coin. J-D<s

This  m a y  be  so  w ith  so m e  excep tions  of c o u r s e ,  bu t the  exac t 

r e la t io n s h ip  be tw een  the  two s id e s  is  d ifficu lt to  d e te rm in e .  T o  be  

s u re ,  t h e r e  does e x is t  so m e  kind of a  r e la t io n s h ip  s in c e  a lm o s t  a l l  of 

the  r e f e r e n c e s  poin t out th a t  fo re ig n  f inancing  h as  s t im u la te d  Canadian  

econom ic  grow th. H ow ever, r e a so n a b ly  exact co n c lu s io n s  as  to  the  

c a u sa t io n  be tw een  c a p i ta l  fo rm a t io n  (including fo re ig n  cap ita l)  and 

econom ic  grow th  a r e  d iff icu lt  to  draw . T h e re  is even  s o m e  d i s a g r e e ­

m en t a s  to  the  d i re c t io n  of th e  cau sa tio n . D r. F u l le r to n  and D r.  H am p- 

son  hold th a t  "w hile  it is  e a sy  to  l i s t  so m e  of the  m a in  d e te rm in a n ts  of 

g row th , it is  l e s s  e a s y  to  e s ta b l i s h  w hich is  c a u se  and w hich  effect,  o r  

to  d e te rm in e  the  p r e c i s e  re la t io n s h ip  be tw een  th e m . "163 The Royal 

C o m m iss io n  o u  Banking and F in a n c e  e x p r e s s e d  the  s a m e  id e a  and 

concluded  th a t  both  fo rc e s  a r e  a t  w ork .

It i s  obv iously  v e r y  d ifficu lt to  s e p a ra te  c au se  and e ffec t in 
th is  a s  in  o th e r  a s p e c ts  of econom ic  life . One can  n e v e r  be  s u re

1 6 2 g r e c h e r  and  R e ism a n ,  op. c i t . , p. 124.

16 3 p uH e r to n  and H am pson , C anadian  S eco n d ary  M anufac tu r ing
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to  w hat ex ten t d o m e s t ic  fo rc e s  g o v e rn  the  am oun t and co m p o sit io n  
of c a p i ta l  inflow s and  to  w hat ex ten t the  inflow s in fluence  the  s iz e  
and  sh ap e  of C anad ian  econom ic  a c t iv i ty .  C le a r ly  both  fo r c e s  a r e  
a t  w ork , a lthough w ith  v a ry in g  s t r e n g th  a t  d if fe re n t  t im e s .

P r o f e s s o r  C. E. A y e rs  in  h is  book, The T h e o ry  of E conom ic  

P r o g r e s s , co m e s  out co m p le te ly  a g a in s t  the  co n tr ib u tio n  of fo re ig n  

c a p i ta l  to  th e  econom ic  g row th  of th e  h o s t  coun try .  He s ta te s :

I have  t r i e d  to  show in  the  c h a p te r s  th a t  follow th a t  we have 
t ra d i t io n a l ly  co nce ived  c a p i ta l  bo th  a s  in d u s t r ia l  p lan t and as  
a c c u m u la te d  funds, and in  both  c a s e s  have  su p p o sed  i t  to  be  in d i s ­
p e n sa b le  to  econom ic  grow th. C o nsequen tly  bo th  of th e s e  c o n c e p ­
tions  have s e e m e d  qu ite  p la u s ib le  when ap p lied  to the  deve lopm ent 
of the  l e s s  in d u s t r ia l iz e d  p eo p les .

Thus i t  s e e m s  to  s ta n d  to r e a s o n  th a t  la c k  of funds is  the  
d e c is iv e  im p e d im e n t  to  econom ic  grow th , and v a s t  e f fo r ts  have 
b e e n  m ad e  to  supp ly  a  flow of funds to  re g io n s  in  w hich  such  
deve lopm ent is  b e ing  fo s te re d .  T h is  p r e s u m p t io n  is  b a s e d  in 
p a r t  on w hat i s  qu ite  g e n e ra l ly  ta k e n  to  be  the  a c tu a l  e x p e r ie n c e  
of c o u n tr ie s  su ch  a s  the  U nited  S ta te s ,  in  w hich  v e r y  c o n s id e ra b le  
and v e r y  r a p id  g row th  h a s  indeed  tak en  p la c e .  It is  com m only  
a s s u m e d  th a t  su ch  deve lopm en t w as m ade  by  ad v an cem en t of 
funds by  o ld e r  and w e a l th ie r  c o u n tr ie s .  But in  a p a p e r  en ti t led  
"T he  C on tr ib u tio n  of F o re ig n  In v es tm en ts :  A C ase  Study of 
U nited  S ta tes  F o re ig n  In v e s tm e n t H is to ry ,  " p u b lish ed  in the  sp r in g ,  
1961 i s s u e  of I n te r - A m e r ic a n  E conom ic  A f f a i r s , m y  co lleague  
P r o f e s s o r  W endell G ordon h as  shown co n c lu s iv e ly  th a t  such  w as 
not th e  c a se .  U sing f ig u re s  m o s t  c a re fu l ly  co m p iled  by  the  
N ational B u re a u  of E co n o m ic  R e s e a rc h  he show s " . . .  th a t  fo r  
the  p e r io d  1790 to  1900 (or 1914) net e a rn in g s  on fo re ig n  in v e s t ­
m e n ts  in  the  U nited  S ta tes  s u b s ta n t ia l ly  e x ceed ed  net in c r e a s e  in 
United S ta tes  in d e b te d n e ss .  And th is  r e la t io n  p r e v a i le d  g e n e ra l ly  
th roughou t the  whole 12 5 - y e a r  p e r io d .  " In s h o r t  th e  h a rd y  bands  
of m en  and w om en who f i r s t  lan d ed  on th e s e  s h o re s  w e re  quite  
capab le  of in s t i tu t in g  a v ia b le  econom y f ro m  the  v e r y  s t a r t ,  and of 
pay ing  fo r  w h a te v e r  im p o r t s  they  r e q u i r e d  w ith  th e i r  own e x p o r ts .

164 1964 R ep o r t  of th e  Royal C o m m is s io n  on' Banking  and 
F in a n c e , op. e i t . , p. 81.
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T h is ,  and  not a supp ly  of funds f ro m  ab ro ad ,  is  th e  explanation, of 
the  g row th  of th e  A m e r ic a n  econom y.

In C anada th e  f o r m e r  G o v e rn o r  of the  Bank of Canada, J a m e s  

Coyne, h as  a c tu a l ly  a s s u m e d  aw ay the  p o s s ib i l i ty  th a t  fo re ig n  c a p ita l  

h a s  he lp ed  the  C anad ian  econom y to develop at a  f a s t e r  r a te .  In 

r e f e r r i n g  to  r e c e n t  econom ic  deve lopm ent in  Canada, M r. Coyne c la im s  

that:

A som ew hat d if fe re n t  kind of econom ic  d eve lopm en t w ith  s o m e ­
w hat s m a l l e r  but b e t t e r  b a la n c e d  c a p ita l  in v e s tm e n t ,  and w ith  a 
m o re  continu ing  effec t on em ploym en t,  could  have been  c a r r i e d  on 
w ithout l a r g e  im p o r t s  of c a p i ta l  e v e ry  y e a r ,  and could have  p r o ­
v ided  a t  l e a s t  a s  h igh an a v e ra g e  s ta n d a rd  of liv ing , if not h ig h e r ,  
w ith  l e s s  f lu c tu a tio n  in em plo y m en t and a high a v e ra g e  le v e l  of 
em ploym ent.

H ow ever, M r. Coyne does not s a y  w hat d if fe ren t  type  of econom ic 

deve lopm ent shou ld  have  b een  follow ed! It i s  up to  P r o f e s s o r  C la re n c e  

B a r b e r  of th e  U n iv e r s i ty  of M anitoba to  p ro v id e  th e  log ic  of C oyne 's  

id e a s .  R e fe r r in g  to  the  r i s i n g  r a t e  of unem ploym en t and th e  s low ing 

down of the  econom ic  g r o w th in  the  la te  1950 's ,  P r o f e s s o r  B a r b e r  

c la im s:

The dom inan t c a u se  of th is  m uch  s h a r p e r  d rop  in the  C anadian  
grow th  r a t e  is  the  e x c e s s iv e  v o lu m e  of c a p i ta l  inflow s th a t  has 
p lagued  o u r  econom y in  r e c e n t  y e a r s .

1®^C. E. A y re s ,  The T h e o ry  of E conom ic  P r o g r e s s :  A Study 
of the  F u n d a m e n ta ls  of E co n o m ic  D eve lopm ent and C u ltu ra l  Change 
(2nd e d . ; New York: Schocken Books, 1962), pp. x x i-x x i i .  See D oug lass  
C. N orth ,  The E co n o m ic  G row th  of th e  U nited  S ta te s ,  1790-1860 
(Englewood C liffs ,  N . J . :  P r e n t i c e - H a l l ,  1961), fo r  an  opposing  view  
u s in g  the  s a m e  data.

*®®J. E. Coyne, "U .S . T ra d e ,  C ap ita l  E x p o r ts  D on 't  Help 
Canada, 11 C o m m e rc ia l  and F in a n c ia l  C h ro n ic le  (M arch  30, 1961), p. 38.
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I would s a y  th a t  C a n a d a 's  h igh le v e l  of unem p lo y m en t du r in g  
the  p a s t  few y e a r s  has  b een  p r im a r i l y  due to the  g o v e rn m e n t 's  
f a i lu r e  to  en co u rag e  a re d u c t io n  in  the  c a p ita l  inflow and in the 
s iz e  of the  c u r r e n t  accoun t defic it.

It is  not the  fo re ig n  c a p i ta l  th a t  r e t a r d e d  the  C anadian  econom ic

grow th , q u a lif ie s  P r o f e s s o r  B a r b e r ,  bu t " i t s  acco m p an y in g  c u r r e n t

accoun t. "

P r o f e s s o r  B a r b e r  a rg u e s  th a t  if  C anada had  a c c e p te d  l e s s  

fo re ig n  c a p ita l ,  im p o r ts  of goods and s e r v i c e s  would have  c o r r e s ­

pondingly  b e e n  l e s s ,  fo rc in g  C anadians  to  spend  m o re  fo r  d o m e stic  

goods and s e r v i c e s ,  c au s in g  a m u l t ip l ie r  e ffect on d o m e s t ic  in c o m e  

- l e v e l s  and  r e s to r in g  the  C anad ian  econom y to  a fu ll  em p lo y m en t lev e l .  

B e s id e s  r e s to r in g  a fu ll em plo y m en t in co m e lev e l ,  i n c r e a s e d  p r o d u c ­

tiv ity ,.  i n c r e a s e d  ta x e s ,  and  b a lan c in g  the  budget w ould have  a lso  

o c c u r re d ,  he a rg u e s .

If fo re ig n  in v e s tm e n t  r e a l ly  den ied  th e se  b e n e f i ts  to  the 

C anadian  econom y and the  C anadian  p eop le ,  i t  w as  in deed  a  "p lag u e"  

on the  C anad ian  econom y. But we m a y  ask , h as  it b een  r e a l ly  so ?  

M any C anad ian  e c o n o m is ts  do not a g re e !  C o y n e 's  eco n o m ic  id e a s  

have b een  ch a llen g ed  by  a n u m b e r  of e c o n o m is ts  in  Canada, and one 

of the  p r e s s u r e s  b ro u g h t to b e a r  le ad in g  to  h is  r e s ig n a t io n  as  G o v e rn o r  

of th e  Bank of Canada w as a l e t t e r  w idely  c i r c u la te d  and s ig n ed  by

1 fi 7
C la re n c e  B a r b e r ,  " C a n a d a 's  U nem ploym ent P r o b l e m ,"  

C anad ian  J o u rn a l  of E c o n o m ics  and P o l i t i c a l  S c ie n c e , Vol. XXVIII 
( F e b ru a ry ,  1962), pp. 89 and 101.



136

tw e n ty -n in e  C anad ian  a c a d e m ic  ec o n o m is ts ,  dem and ing  C oyne 's  r e s i g ­

na tion  as  a G o v e rn o r .

The m o s t  d ia m e t r ic a l ly  opposed  v iew s  to  M r. C oyne 's  a r e  

th o se  of P r o f e s s o r  V iner  and  P r o f e s s o r  D ales .  P r o f e s s o r  V iner  

a s s e r t s :

. . . t r y  a s  b e s t  I can,. I can  e i th e r  find l i t t l e  m e r i t  in the  Canadian  
c o m p la in ts  a g a in s t  A m e r ic a n  b u s in e s s  o p e ra t in g  in  Canada, o r  find 
th e m  of m in o r  econom ic  s ig n if ican ce ,  o r  find m y se lf  unable  to 
a p p ra is e  th e m  b e c a u s e  th ey  n e v e r  s e e m  to  b e  s u p p o r te d  by  c a re fu l ,  
com pe ten t,  and  re a so n a b ly  ob jec tive  c o lle c t io n  and a n a ly s is  of 
w hat c o n f i rm a to ry  ev id en ce  th e r e  m a y  be.

P r o f e s s o r  D ales  of T o ro n to  s ta te s :

In m y  view  . . . the  r e a c t io n  in  Canada h as  b een  em otiona l,  
p o l i t ic a l ,  so c io lo g ic a l ,  and  psych o lo g ica l.  It h a s  b een  intellec^- 
tu a l ly  d ish o n es t ,  b e c a u s e  th e r e  h as  b een  a  s t ro n g  ten d en cy  to  m a sk  
em o tio n a l  r e a c t io n s ,  w hich  w e s te r n e r s  c o n s id e r  unm anly , by  
in s i s t in g  tha t  A m e r ic a n  in v e s tm e n t  in  C anada p o s e s  econom ic  
p ro b le m s .  I b e l ie v e  th a t  to  be  u n tru e .  . . . My co nc lus ion  is  th a t  
no econom ic  p ro b le m  e x is t s .  If C anad ians  w ant to  be a n t i - A m e r i ­
can  th ey  shou ld  r e s t  t h e i r  c a s e  on a d i s ta s te  fo r  A m e r ic a n  p o l ic ie s ,  
o r ,  if th ey  w ish  to  be  c ru d e ,  fo r  A m e r ic a n s ;  t h e r e  is  no n eed  to
c o r ru p t  the  d is c u s s io n  of econom ic  p ro b le m s  in C anada in  the

170 p r o c e s s . 1

Scott G ordon, T he E c o n o m is ts  V e rsu s  The Bank of 
Canada, 1961 (Toronto: R y e rso n  P r e s s ,  1961); J .  W. . O 'B r ie n ,  C an ­
ad ian  Money and Banking (Toronto : M cG raw -H il l  Co. of C anada Ltd. , 
1964), pp. 197-201; D avid C. Sm ith  and David W. S la te r ,  "T he  E c o ­
nom ic  P o l ic y  P r o p o s a l s  of th e  G o v e rn o r  of the  Bank of Canada, "
Q u e e n 's  Q u a r t e r ly , Vol. LXVIII (Spring, 1961), pp. 106-127. F o r  d i s ­
c u s s io n  of the  l e t t e r  s e e  " is  C anadian  M oney Too T ig h t? "  B u s in e ss  
W eek (D ecem b er  17, 1960), pp. 100-102.

*®®Viner, op. c i t . , p. 55.

170 *!J .  H. D ale , "Book R eview s, A m e r ic a n  C ap ita l  and C anadian
R e s o u rc e s ,  " B u s in e s s  H is to ry  R eview , Vol. XXXVI (S u m m er, 1962), 
p. 232.
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P r o f e s s o r  B a r b e r ' s  o v e r s im p l i f ie d  a rg u m e n ts  can  b e  c h a l ­

len g ed  fo r  a v a r i e ty  of r e a s o n s .  F o r  exam ple , h is  a rg u m e n ts  ove r lo o k  

the  fac t  th a t  th e  m u l t ip l ie r  ap p lie s  to a net i n c r e a s e  in  spending , and it 

m igh t w ell  be  th a t  w ithout the  c a p i ta l  inflow to ta l  spend ing  in Canada 

w ould have  b een  lo w er .  At i s s u e  h e r e  is  the  q u es tio n  w h e th e r  fo re ig n  

in v e s tm e n t  le a d s  to spend ing  the  i n c r e a s e d  in co m e, and h ence  s p e c i f ­

ic a l ly  m o re  em p lo y m en t in  the  c a p ita l  im p o r t in g  co u n try  (Canada) o r  in 

the  c a p ita l  ex p o rtin g  co u n try  (United S ta tes) .  P r o f e s s o r  B a r b e r  and 

M r. Coyne, fo c u ss in g  th e i r  a tten tio n  on the  im p o r t  s u rp lu s  w hich  

" a c c o m p a n ie s "  th e  c a p i ta l  inflow s, a rg u e  fo r  the  l a t t e r .

H ow ever, a s  shown b e fo re ,  th is  o v e r lo o k s  the  fac t  th a t  fo re ig n  

in v e s to r s  a lso  spend  in te rn a l ly  w ith in  the  h o s t  co u n try  in the  r e a l  

s e n se ,  by bu ild ing  f a c to r ie s ,  buying  m a c h in e ry ,  h i r in g  w o r k e r s ,  and 

pay ing  ta x e s .  Such spend ing  h as  a s  r e a l  a m u l t ip l ie r  e ffec t on incom e 

and em ploym en t a s  any o th e r  kind of spending . It is  p o s s ib le  th a t  

p a r t  o r  a l l  of th is  spend ing  could  be  o ffse t  by  the  "a tten d an t"  c u r r e n t  

accoun t d e f ic i ts .  But to  hold  th a t  fo re ig n  inflow s of c a p i ta l  have  only 

d e p r e s s iv e  e f fec ts  is  only one s id e  of the  coin. Even  P r o f e s s o r  B a r b e r  

h in ts  at th e  p o s s ib i l i ty  th a t  fo re ig n  in v e s tm e n t  can  s t im u la te  d o m e stic  

in co m e  and em p lo y m en t w hen he a d m its  a t the  end of h is  a r t i c l e  th a t  

p o l ic y -m a k e r s  shou ld  not be too e a g e r  to  a c c e p t  h is  r e c o m m e n d a t io n s

to  cu rb  c a p i ta l  inflows:

H ow ever, if o u r  r a p id ly  grow ing la b o u r  fo rc e  is  to  b e  given 
p ro d u c t iv e  em ploym en t C anada w il l  continue to  need  a. h igh -leve l
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of c a p i ta l  in v e s tm e n t ,  and  p e rh a p s  a lso  a  con tinued  r e l ia n c e  on a 
m o d e ra te  inflow of fo re ig n  cap ita l .  We shou ld  b e  c a re fu l ,  t h e r e ­
fo re ,  in  developing, m e a s u r e s  to  re g u la te  r e q u i r e m e n t s  of the  
C anadian  econom y, not to  ta k e  s te p s  th a t  w ill  d ry  th e m  up p e r m a ­
nently . ^

T h e re  has  b een  a  g r e a t  in te l le c tu a l  a c t iv i ty  in  the "fa llow " 

a r e a  s in c e  D r. M. A b ra m o v itz  in  1952 m ad e  th e  r e m a r k  th a t  " the  

th e o ry  of grow th  is  an u n d e rd ev e lo p ed  a r e a  in eco n o m ics .  "1^2 g-j-Qi 

th e r e  is  a l a c k  of co n se n su s  am ong e c o n o m is ts  on w hat a r e  the  p r o p e r  

re la t io n s h ip s  am ong  th e  f a c to r s  tha t c o n s ti tu te  eco n o m ic  grow th. R ecen t 

e m p i r ic a l  and th e o r e t ic a l  s tu d ie s  of the  c a u s e s  of econom ic  grow th  

tend  to  show th a t  techno logy  and not the  t r a d i t io n a l  f a c to r s  of input 

(land,, la b o u r  and cap ita l) ,  a s  com m only  thought, c o n tr ib u te s  the  m o s t  

to the  econom ic  grow th. O v erw h e lm in g  ev idence  is  o f fe red  by  P r o f e s ­

s o r s  Solow, F a b r ic a n t  and M asse l l :

. . .  to  su p p o r t  (th is) the  v iew  th a t  tech n o lo g ica l  change is  of 
o v e r r id in g . im p o r ta n c e  in  b r in g in g  about in c r e a s e d  la b o u r  p r o d u c ­
t iv i ty  o v e r  t im e  and th a t  t h e r e  is  n eed  fo r  e c o n o m is ts  to  sh if t  
e m p h a s is  f ro m  the  th e o ry  of cap ita l  to  the  th e o ry  of te c h n ic a l  
p r o g r e s s ,  a s  an  ex p lan a tio n  of the  grow th  in  a g g re g a te  output.

^ ^ B a rb e r ,  op. c i t . , p. 102.
172 M o ses  A b ra m o v itz ,  "E co n o m ics  of G row th, " A S urvey  of 

C o n te m p o ra ry  E c o n o m ic s , Vol. 11, ed. B e r n a r d  H aley  (Homewood, 
I ll ino is :  R ic h a rd  Irw in , Inc. , 1952), p. 133.

ir^ B e n to n  F. M a ss e l l ,  "C ap ita l  F o rm a t io n  and T ech n o lo g ica l  
Change- in  U nited  S ta tes  M anufac tu ring , " Review of E c o n o m ics  and 
S ta t i s t i c s , Vol. XLII (May, 1960), p. 188. See a lso  R o b e r t  Solow, 
"T e c h n ic a l  Change and th e  A g g reg a te  P ro d u c tio n  F unction , " Review 
of E c o n o m ic s  and S ta t i s t i c s , Vol. XXXIX (August, 1957), pp. 312-320; 
Solom on F a b r ic a n t ,  B a s ic  F a c t s  on  ̂P ro d u c t iv i ty  C h a n g e s , N ational 
B u re a u  of E co n o m ic  R e s e a rc h ,  O c c as io n a l  P a p e r  63 (New York: N ational 
B u re a u  of E conom ic  R e s e a rc h ,  1959).
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M any o th e r  e c o n o m is ts  have r e a c h e d  the  s a m e  conclus ion . 

P r o f e s s o r  K uzne ts  defines  th a t  "the g r e a t e s t  f a c to r  in  econom ic  c a p a c ­

i ty  to  p ro d u c e  is  the s to c k  of k n o w led g e --n o t  m e a s u r e d  by the c o m -

mI 74m o d it ie s  (o r  fo re ig n  c la im s )  tha t  e n te r  o u r  c a p i ta l  fo rm a t io n  ta b le s .  "

D r. C a i r n c r o s s  e x p r e s s e s  i t  m o re  s trong ly :  "W h a tev e r  m ay  be t r u e

in  the p a s t ,  i t  is  now tech n o lo g ica l  in n o v a t io n - - th e  in tro d u c tio n  of new

and c h e a p e r  m e th o d s - - th a t  dom in a tes  econom ic  p r o g r e s s ,  p)r

A b ra m o v itz  s t r e s s e s  th a t  . . only the d is c o v e ry  and exp lo ita t ion  of

new know ledge r iv a l s  c a p i ta l  fo rm a tio n  as  a c a u se  of econom ic  p ro g -  

176r e s s .  " P r o f e s s o r  D enison  p ro v id e s  the a n a ly s is  fo r  the  tech n o lo g y -

grow th  th eo ry .  He c la im s  that:

The r e s u l t s  show n in  T ab le  1 a r e  rough  e s t im a te s ,  and th is  
d e r iv a t io n  r e q u i r e d  so m e  s tro n g  a s su m p t io n s ,  bu t I th ink  they  
p ro v id e  c o r r e c t  p e r s p e c t iv e .

His r e s u l t s  a r e  the following:

I e s t im a te  th a t  in  the  1926-57 p e r io d ,  the e a rn in g s  of la b o u r  
(including  the  la b o u r  of p r o p r i e to r s )  r e p r e s e n te d  73 p e r c e n t  of the  
n a tio n a l incom e; e a rn in g s  of land , 4. 5 p e rc e n t ;  e a rn in g s  of 
r e p ro d u c ib le  ca p i ta l ,  22. 5 p e rc e n t .

1 74 S im on  K u zn e ts ,  C ap ita l  in  the  A m e r ic a n  E co n o m y , A Study 
by  the  N ationa l B u re a u  of E co n o m ic  R e s e a rc h  (P rin ce to n :  P r in c e to n  
U n i te r s i ty  P r e s s ,  1961), p. 390.

175 C a i r n c r o s s ,  In te rn a t io n a l  Socia l S c ience  B u l le t in , Vol. VI, 
No. 2, p. 233.

176 A b ram o v itz ,  A S urvey  of C o n te m p o ra ry  E c o n o m ic s , Vol. II,
p. 146.

* "^ E d w a rd  F. D enison , "U nited  S ta tes  E conom ic  G row th, " 
E co n o m ic  Growth: An A m e r ic a n  P r o b le m , ed. P e t e r  M. G utm ann 
(Englew ood C liffs , New J e r s e y :  P r e n t i c e - H a l l ,  I n c . ,  1964), p. 86.
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Be th a t  as i t  m ay , th is  is  nothing new to  the  s tu d e n ts  of 

S c h u m p e te r ,  who f i r m ly  a rg u e d  th a t  "innovation, is  th e  outstanding, fac t  

in  the  econom ic  h i s to r y  of c a p i ta l i s t ic  so c ie ty .  . . . "  He p la c e d  

e m p h a s is  on the  c a u se  of econom ic  p r o g r e s s  as  the  e n t r e p re n e u r i a l  

s p i r i t  of innovation  o r ,  as  he i ro n ic a l ly  c a l le d  it,  " c r e a t iv e  d e s t r u c ­

tion. " He exp la ined  the  c a p i ta l i s t ic  p r o c e s s  w ith  th e se  w o rd s ,  a p p l i ­

cab le  w ith in  a na tion  as  w ell  as  a c r o s s  n a tiona l b o r d e r s :

The fu n d am en ta l  im p u lse  th a t  s e ts  and k eep s  the  c a p i ta l i s t ic  
engine in m o tion  co m e s  f ro m  the new c o n s u m e r s '  goods, the new 
m eth o d s  of p ro d u c tio n  o r  t r a n s p o r ta t io n ,  the  new m a r k e t s ,  the  
new fo rm s  of in d u s t r i a l  o rg a n iz a t io n  th a t  c a p i ta l i s t  e n t e r p r i s e  
c r e a te .  . . . The opening up of new m a r k e t s ,  fo re ig n  o r  d o m e s t ic ,  
and the  in d u s t r ia l  dev e lo p m en t f ro m  the  c r a f t  shop and f a c to ry  to  
su ch  c o n c e rn s  as  U nited  S ta te s  S tee l i l l u s t r a t e s  the  s a m e  p r o c e s s  
of in d u s t r i a l  m u ta t io n - - i f  I m a y  u se  th a t  b io lo g ica l  t e r m - - t h a t  is  
in c e s s a n t ly  d e s tro y in g  th e  old one, in c e s s a n t ly  c r e a t in g  the  new 
one. T h is  p r o c e s s  of C re a t iv e  D e s t ru c t io n  is  the  e s s e n t i a l  fac t  
about c a p i ta l i sm .

And the  m o s t  po w erfu l  engine f o r  S c h u m p e te r 's  "d r iv in g  and p e r p e tu ­

ating  the  p e re n n ia l  gale of c r e a t iv e  d e s tru c t io n "  w as  the  m o d e rn  

in d u s t r i a l  l a r g e  c o rp o ra t io n .  It is  th is  l a r g e  c o rp o ra t io n  th a t  h as  

e x p o r te d . i t s  c a p i ta l  to  C anada and o th e r  c o u n tr ie s .  It i s  im p o r ta n t  to 

keep  in  m ind  th a t  fo re ig n  c a p i ta l  is  an  in d iv is ib le  p ack ag e  of m oney, 

techno logy , s k i l l s  and m a r k e t s ,  and only w hen v iew ed  in th is  con tex t 

can  we g ra s p  the  s ig n if ican t  co n tr ib u tio n  th a t  i t  h a s  b ro u g h t to  C anadian  

eco n o m ic  grow th.

179 Jo se p h  S c h u m p e te r ,  C a p i ta l ism , S o c ia l ism , and D e m o c ra c y , 
(3 rd  ed. ; New York: H a rp e r  and B r o th e r s ,  1950), p. 83.
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Viewed, in  th is  con tex t,  t h e r e  a r e  c e r ta in  e ffec ts  of fo re ig n  

c a p i ta l  on th e  econom ic  g row th  in  Canada. F i r s t ,  m o s t  of fo re ig n  

in v e s tm e n t  s in c e  the  w a r  has  b een  d i r e c t  in v e s tm e n t  which; h as  b rough t 

to  C anada the  kind of b u s in e s s  e x p e r ie n c e  ( techn iques  and c re a t iv e  

ad ap tab il i ty )  m o s t  conducive to  innovation  and tech n o lo g ica l  change. 

A cco rd in g  to  P ro fe s s o r -S c h u m p e te r  t h e r e  is  a d is t in c t io n  be tw een  

" e n t r e p r e n e u r ia l  function"  (p e r ta in in g  to  the  c r e a t in g  and the  c a r ry in g  

out of new co m b in a tio n s  of p ro d u c t iv e  f a c to r s )  and th e  " c a p i ta l i s t ic  

func tion"  (p e r ta in in g .o n ly  to  th e  b e a r in g  of f in a n c ia l  r is k ) .  T h e se  two 

functions  a r e  not of equal im p o r ta n c e  in s t im u la t in g  econom ic  grow th.

" i t  i s  l e a d e r s h ip  r a t h e r  th an  o w n ersh ip  th a t  m a t t e r s ,  " c la im s  S ch u m ­

p e te r .  D ire c t  foreign, in v e s tm e n t ,  even though it  b e a r s  f in a n c ia l  r i s k s ,  

w as  m uch  m o r e  e ffec tiv e  as  an econom ic  s t im u la n t  in  C anada b e c a u s e  

it  w as  innovation  o r ie n te d .  A lso , a s  D r. K e n d r ic k  and o th e rs  have 

a rg u e d ,  ^he m o s t  im p o r ta n t  r e c e n t  f a c to r  co n tr ib u tin g  to  innovation  

and p ro d u c t iv i ty  w ith in  the  U nited  S ta tes  econom y h a s  b een  th e  r e s e a r c h  

and d eve lopm en t u n d e r ta k e n  by  the  l a r g e  c o rp o ra t io n s .  If th is  is  so  

C anada h as  r e c e iv e d  a p o w erfu l  im p e tu s ,  s in c e  th e s e  s a m e  c o rp o ra t io n s

have  t r a n s f e r r e d  o p e ra t io n s  and  d is c o v e r ie s  to  th e i r  C anadian  s u b s id ­

i a r i e s .  It is  indeed  d iff icu lt to  s e p a ra te  th e  d e te rm in a n ts  (the inpu ts)

180 See Jo h n  K en d r ick ,  P ro d u c t iv i ty  T re n d s  in the  U nited  
S ta tes  (P r in c e to n :  P r in c e to n  U n iv e rs i ty  P r e s s ,  1961); "Spotty  R e c o rd  
of P r o g r e s s ,  " B u s in e s s  W eek , Oct. 21, 1961, pp. 181-84; "T h e  U nited  
S ta tes  Inven ts  a New W ay to  G row , " B u s in e s s  W eek , Jan . 23, 1960, 
pp. 53-81.



142

of econom ic  grow th  f ro m  one a n o th e r  and te l l  e x ac tly  how m u ch  each  

d e te rm in a n t  c o n tr ib u te s  to  econom ic  grow th . N o n e th e le ss  t h e r e  has 

b e e n . re c e n t ly  a . te n d e n c y  to  d e e m p h a s iz e  the  co n tr ib u tio n  of c a p ita l  

( investm en t)  to  econom ic  p r o g r e s s ,  w hich, w ithout a th o ro u g h  e x a m ­

in a tio n  and e m p ir ic a l  ev idence , should  not have  been . P r o f e s s o r  

C. L.. Schultze  po in ts  out:

One of the  ch ie f  c h a r a c t e r i s t i c s  of in d u s t r ia l  g row th  h as  been  
a s h a rp  in c r e a s e  in the  s to c k  of c a p i ta l  p e r  w o rk e r .  The m e d ie v a l  
a r t i s a n  had, at b e s t ,  a  few ru d im e n ta ry  to o ls .  In m o s t  p a r t s  of 
the w o r ld  today  the  m a jo r  in v e s tm e n t  of the  ty p ic a l  f a r m e r  is  s t i l l  
a m u le  o r  an ox. But the  m o d e rn  in d u s t r i a l  w o rk e r  in  th e  U nited  
S ta tes  has  at h is  d isp o sa l  an  im m e n se  c a p ita l  in  m a c h in e ry  and 
equipm ent, not only d i r e c t ly  in  the  too ls  he u s e s ,  bu t in d i re c t ly  
in the  e l e c t r i c  p o w er  he is fu rn ish e d  and the  t r a n s p o r ta t io n  s y s te m  
w hich  d e l iv e r s  h is  f in ish ed  p ro d u c t  to  the  m a rk e t .  The s a m e  is 
t r u e  of the  A m e r ic a n  f a r m e r ,  o r  at l e a s t  of th o se  f a r m e r s  who 
supply  the  bulk  of o u r  a g r i c u l tu r a l  n eed s .  The a v e ra g e  v a lu e  of 
c a p i ta l  in v e s te d  in l a r g e  M id w es te rn  cash, g ra in  f a r m s ,  fo r  
exam ple , is  o v e r  $100, 000.

R is in g  p ro d u c t iv i ty  invo lves  an in c r e a s e  in o u r  a b i l i ty  to  
h a r n e s s  th e  fo rc e s  of n a tu re  fo r  supply ing  p o w er ,  t r a n s p o r t in g  
goods, and m an ip u la tin g  m a te r ia l s .  T h is ,  in tu rn ,  r e q u i r e s  not 
m e r e ly  s c ie n t i f ic  and te c h n ic a l  know ledge, but the  p ro v is io n  of 
expens ive  p lan t and equ ipm ent. It r e q u i r e s ,  in o th e r  w o rd s ,  
cap ita l .  And c a p i ta l  goods a r e  not " f r e e .  " They  m u s t  be p roduced , 
using, la b o u r ,  m a t e r i a l s ,  and m a ch in es  w hich  m igh t o th e rw ise  
have  b een  u t i l iz e d  to  tu rn  out c o n s u m e r  goods. P ro v id in g  the  
l a b o r  fo rc e  w ith  an  in c r e a s in g  supply  of m a c h in e ry  and equ ipm ent 
invo lves  s a v in g - - t h e  na tio n  m u s t  r e f r a in  f ro m  consu m in g  p a r t  of 
i ts  output so  th a t  r e s o u r c e s  m ay  be  f r e e  to  p ro d u c e  c a p i ta l  goods.*®'*

D r. M c C ra c k e n  ex p la in s  the im p o r ta n c e  of c a p i ta l  to  econom ic  

g row th  w ith  the  fo llow ing w ords :

181 C h a r le s  L. S chu ltze , N ational Incom e A n a ly s is  (Englewood 
C liffs ,  New J e r s e y :  P r e n t i c e - H a l l ,  I n c . ,  F ounda tions  of M odern  
E co n o m ic  S e r ie s ,  1964), p. 118.
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We need  no le a r n e d  expos it ions  to  p e r s u a d e  us about the c o n ­
tr ib u t io n  th a t  c a p i ta l  m a k e s  to  econom ic  p r o g r e s s .  The 8 p e rc e n t  
of our la b o r  fo rc e  r e m a in in g  on f a r m s ,  equipped  w ith  $18 b il l ion  
w o r th  of t r a c t o r s  and o th e r  com plex  equ ipm ent, p o u r  out upon us 
an e m b a r r a s s m e n t  of abundance. One m an  equipped w ith  a  p o w er  
shovel o r  b u l ld o z e r  can  l i t e r a l l y  m ove a m ounta in . At m y  own 
u n iv e r s i ty  the  b a la n c e  sh e e t  show s $24, 000 of in v e s tm e n t  p e r  
e m p lo y e e - -w i th  w hich  a p r o f e s s o r  is  o c c a s io n a l ly  he lp ed  to m ove 
a m ind.

A cco rd in g  to  one e s t im a te ,  the  n a t io n 's  to ta l  s to c k  of r e p r o ­
ducib le  w ea lth  in  1958 w as $1, 400 b il l io n , about $3 fo r  each  d o l la r  
of output p ro d u ced .  If rou g h ly  th is  s a m e  r a t io  h a s  continued to 
p re v a i l ,  the  p r e s e n t  f ig u re  m u s t  be  about $1, 700 b ill ion . And if 
the  decade  ah ead  is  to  b e  one of a v e ra g e  econom ic  p r o g r e s s ,  we 
sh a ll  have  to  add to  th is  s tock  of w ea lth  o r  c a p i ta l  a n o th e r  $700 
b i l l io n  by  1973, in  add ition  to  th a t  r e q u i r e d  fo r  r e s to r in g  the 
ca p i ta l  e x p ire d  each  y e a r .  If we fa l l  s h o r t  of th is ,  th e  decade  
w ill a lso  be  one of d isappo in ting  ga ins  in  le v e ls  of liv ing  and job 
o p p o r tu n i t ie s .  l 8^

D r. S. H. Cohn, in  h is  s ta t i s t i c a l  a n a ly s is  of in v e s tm e n t  as  

a f a c to r  in econom ic  grow th , c o m p a re s  the  grow th  r a t e s  fo r  th e  sev en  

. . lead in g  in d u s t r i a l  c o u n tr ie s  and concludes  th a t  the  c o n tr ib u tio n  of the  

o th e r  f a c to r s  " sh o u ld  not be  d iscoun ted , bu t th e  key  to  the  exp lanation  

of p ro d u c t iv i ty  ad v an ces  can  be found in  the  r o le  e x e r te d  by c a p ita l
I  Q Q

in v e s tm e n t .  " He concludes:

. . . t h e r e  is  a c lo se  c o r re s p o n d e n c e  be tw een  p ro p o r t io n s  of GNP 
a l lo c a te d  to  in v e s tm e n t  and r a t e s  of expansion  of n a tio n a l p r o d ­
uct. 1^4

182p. w .  M cC rack en ,  "T he  B a s ic  S o u rc e s  of E conom ic  
P r o g r e s s ,  " P ro c e e d in g s  of a S ym posium  on E co n o m ic  G row th  (The 
A m e r ic a n  B a n k e rs  A sso c ia t io n ,  New Y ork, N. Y. , 1963), p. 26.

^88Stan ley  H. Cohn, "T h e  G ro s s  N ational P ro d u c t  in  the 
Soviet Union: C o m p a ra t iv e  G row th  R a te s ,  " E conom ic  Growth: An
A m e r ic a n  P r o b le m  (Englewood Cliffs , New J e r s e y :  P r e n t ic e -H a l l ,  
Inc. , 1964), p. 71.

184I b i d . , p. 76.
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T his  a p p lie s  to  a l l  s e v e n  c o u n tr ie s  including  U. S. S. R. P r o f e s s o r  

G utm ann a g r e e s  com ple te ly :

The grow th  r a t e  in  GNP is  c lo se ly  r e l a t e d  to  th e  grow th  r a t e  
in  the  s to c k  of c ap ita l ,  w hich  in  tu rn  d i r e c t ly  depends on the  p r o ­
p o r t io n  of n a tiona l output devoted  to  in v e s tm e n t .  The h ig h e r  a 
c o u n t ry 's  r a t e  of in v e s tm e n t ,  the  h ig h e r  w ill  be  i ts  grow th. How­
e v e r ,  i n c r e a s e s  in  th e  r a t e  of in v e s tm e n t  do not p ro d u c e  p r o p o r ­
t io n a te  in c r e a s e s  in the  r a t e  of g row th  s in c e  d im in ish in g  r e tu r n s  
apply.

D r. B a r b a r a  W ard , p ro b a b ly  the  m o s t  a rd e n t  s u p p o r te r  of 

the  c a p i ta l  th e o ry ,  s ta te s :

A ll of th e s e  tech n iq u es  of g r e a t e r  p ro d u c tio n  depend upon 
s a v in g - - th a t  is ,  upon p o s tp o n em en t of consum ption . 88

• In exp la in ing  the  a p p ea l  of C o m m u n is t  R u s s ia  and. i ts  r a p id  

eco n o m ic  g row th  she  ag a in  e m p h a s iz e s  the  ro le  of s a v in g s - in v e s tm e n t .

C o m m u n is t  R u s s ia  could  not, any  m o r e  than  could  c a p i ta l i s t  
B r i ta in ,  avoid  the i ro n  n e c e s s i ty  of beg inn ing  to  sav e .  T h e re  has  
to  be  c a p i t a l - - f o r  the  new s o u rc e  of en e rg y ,  the  new f a c to r i e s ,  
new m a c h in e s - - a n d  only the  peop le  a t  l a r g e  could  do the  sav ing . 
But d r iv e n  by  h is  to t a l i t a r i a n  dem on, S ta lin  p u sh ed  the  p e rc e n ta g e  
of n a tio n a l in co m e  devoted  to  sav in g s  f a r  above the  W e s te rn  
f ig u re .  He c o m p e lled  the  R u ss ia n s  to  sav e  not 15 but 25 to  30 
p e r c e n t  of the  f ru i t s  of th e i r  l a b o r s .  187

T he m o s t  c o n c lu s iv e  o ffic ia l  e m p ir ic a l  ev idence  a s  to  the 

s ig n if ic a n c e  of in v e s tm e n t  to  econom ic  grow th  is  p ro v id e d  by  the  

Council of E co n o m ic  A d v is e r s  to  the  P r e s id e n t  of the  U nited  S ta tes .

l ^ G u t m a n n ,  op. c i t . , p. 26.

186■ B arbara  W ard ,  "T h e  E conom ic  Revolu tion , " A d v en tu res  
of the  M ind, ed. Jo h n  K o b le r  (New York: V intage B ooks, A D iv is ion  
of R andom  House, 1961), p. 219.

187Ibid. , p. 222.
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The im p o r ta n c e  of in v e s tm e n t  in  the  g row th  p r o c e s s  is  s u g ­
g e s te d  by  the p a r a l l e l  m o v em en t of the  g row th  of p o te n t ia l  output 
p e r  m an  and the  g row th  of cap ita l  p e r  m an , , , , Both r a t io s  g rew  
m o r e  r a p id ly  a f te r  1947 than  b e fo re ,  and m o re  r a p id ly  be tw een  
1947 and 1954 than  su b seq u en tly .  In g e n e ra l ,  the  e x p e r ie n c e  s in c e  
192 9 s u p p o r ts  the  b e l ie f  th a t  the  m o r e  r a p id ly  c a p i ta l  s to c k  grow s 
r e l a t iv e  to  th e  la b o r  fo rc e ,  the g r e a t e r  w ill be the  grow th  in  
p o ten tia l  output p e r  w o rk e r ,  p ro v id e d  th a t  o th e r  n e c e s s a r y  c o n ­
d itions  a r e  m e t .  . . .

In v e s tm e n t in  new equ ipm ent s e r v e s  a s  a v e h ic le  fo r  te c h n o ­
lo g ic a l  im p ro v e m e n ts .  W ithout t h e i r  em bod im en t in  new eq u ip ­
m en t,  m an y  new id e a s  would l ie  fallow .

The s lo w e r  r a t e  of g row th  of the  c a p i ta l  stock, in  r e c e n t  y e a r s  
p ro v id e s  one exp lanation  fo r  the  accom pany ing  s lo w e r  g row th  of 
la b o r  p ro d u c t iv i ty  and p o te n t ia l  output. D uring  the  p e r io d  1947-54, 
e x p e n d i tu re s  on b u s in e s s  f ixed  in v e s tm e n t  a v e ra g e d  11 .0  p e r c e n t  
of GNP and the  s to c k  g rew  at an annual r a t e  of 4. 2 p e r c e n t  (valued 
in 1961 p r ic e s ) .  In th e  p e r io d  1955-60, 9. 8 p e rc e n t  of GNP w as  
in v e s te d  and  the  c a p i ta l  s to c k  g rew  a t an  annual r a t e  of 3. 2 p e r ­
cent.

A f te r  m o re  s e r io u s  r e f le c t io n  on th e  a s su m p tio n s  and c o n c lu ­

s io n s ,  P ro fe s so r -S o lo w  found h im se lf  in  d i s a g re e m e n t  w ith .h is  p re v io u s  

a n a ly s is  and c o n c l u s i o n s r e l a t i v e  to  the  u n im p o rta n c e  of in v e s tm e n t  

to  econom ic  grow th . S u b se q u en tly ’he h a s  changed  h is  mind:

T h is  dow ngrading  of f ixed  in v e s tm e n t  a s  a s o u rc e  of g row th  
had genuine po licy  im p lic a t io n s .  C a lcu la tio n s  b a s e d  on th is  id ea  
su g g e s te d  th a t  s u b s ta n t ia l  r a t e s  of grow th  w e r e  ob ta inab le  w ith  
l i t t l e  o r  no net in v e s tm e n t ,  and th a t  any v is ib le  a c c e le r a t io n  of 
g row th  th ro u g h  the  s t im u la t io n  of c a p i ta l  fo rm a t io n  would r e q u i r e  
fa n ta s t ic  am oun ts  of in v e s tm e n t- -a l th o u g h  peop le  s o m e t im e s  fo rg e t  
th a t  w ith  ne t in v e s tm e n t  only about ha lf  of g r o s s ,  a  10 p e r c e n t  i n ­
c r e a s e  in  the  r a t e  of g r o s s  in v e s tm e n t  m e a n s  in the  s h o r t  r u n  a 
20 p e r c e n t  i n c r e a s e  in  the  r a t e  of net in v e s tm e n t .

188  m ttCouncil of E conom ic  A d v is e rs ,  E conom ic  G row th  P o l ic ie s ,  
E co n o m ic  Growth: An A m e r ic a n  P r o b le m , ed. P e t e r  M. G utm ann  
(Englewood C liffs , New J e r s e y :  P r e n t i c e - H a l l ,  I n c . ,  1964), pp. 169-170.

^■^^See footnote  n u m b e r  173.
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I f in a lly  cam e  to  th ink  th a t  th is  u n d erv a lu a t io n ,  o r  dow ngrading, 
of the  im p o r ta n c e  of c a p i ta l  in v e s tm e n t  w as  r e a l l y  a, l i t t l e  im p la u ­
s ib le  and th a t  a l l  r e a s o n in g  lik e  tha t,  inc lud ing  m y  own, o v er looked  
the  fac t  th a t  a t  l e a s t  so m e  tech n o lo g ica l  p r o g r e s s  r e q u i r e s  be ing  
em bodied  in new ly d es ig n ed  ty p es  of fixed  c a p i ta l  b e fo re  it b e c o m e s  
e ffec tive  in  p ro d u c tio n .  In v es tm en t thus s e r v e s  the  p u rp o se  not 
only of adding to  th e  s to c k  of c a p ita l  p e r  w o rk e r ,  bu t a lso  of i m ­
p ro v in g  i ts  quality , of c a r r y in g  new techno logy  in to  op era tio n .

You could e a s i ly  d ev ise  n u m e r ic a l  e x am p les  th a t  would c o n ­
v in ce  you th a t  th is  could  m ak e  a r e a l  d if fe re n c e  in  the  s to ry .  When 
accoun t i s  tak en  of "em b o d ied "  inven tions ,  the  kind of inven tions  
th a t  need  new kinds of c a p i ta l  to  b e c o m e  e ffec tive ,  th e n  a s u rg e  in  
the  r a t e  of c a p i ta l  fo rm a t io n  w ill  have  b ig g e r  e ffec ts  on p o ten tia l  
output than  the  s im p le  no tion  of " r e s id u a l"  p ro d u c t iv i ty  i n c r e a s e  
would le a d  one to  expec t.  *90

But p e rh a p s  the  m o s t  a rd e n t  advoca te  and d e fen d e r  of A m e r ic a n  

in v e s tm e n t  in  Canada (thus d e fen d e r  of c a p ita l  th e o ry  a s  w ell)  is  D r. 

G eo rg e  M ow bray. In a so m ew h a t p h ilo so p h ica l  w ay  he exp la ins  why!

Of a l l  the  econom ic  l im i ta t io n s  w hich n a tu re  and hum an  f r a i l t y  
have p la c e d  upon the  p r o g r e s s  of m an  f ro m  p o v e r ty  t o 1 w ea lth ,  the  
s h o r ta g e  of r e a l  c a p i ta l  is  p e rh a p s  the  g r e a te s t .  O v e r  the  v a s t  
a r e a  of the  globe, w hole p eo p les  sw ea t out t h e i r  s h o r t  and d ism a l  
l iv e s  in  eco n o m ies  w ith  one h u n d red  p e rc e n t  consum ption , z e ro  
sav in g s  and z e ro  c a p i ta l  in v e s tm e n t .  T h is  is  the v ic io u s  c i r c l e  of 
the  b a c k w a rd  coun try .  Of a l l  the  na tions  in the  w orld , Canada, is  
p e rh a p s  f a r th e s t  r e m o v e d  f ro m  th is  cul de s a c .

In the  y e a r s  b e fo re  the f i r s t  w o rld  w a r ,  o u r  c o u n try 'w a s  
launched  on the voyage  to  w ea lth  by  fo re ig n  in v e s to r s ,  m o s t ly  
B r i t i s h .  O ur c a p a c i ty  to  m a k e  s iz a b le  sav in g s  beyond our c u r r e n t  
r e q u i r e m e n ts  c a m e  l a t e r ,  and by then  we w e re  on our  way. The 
A m e r ic a n s ,  fo r  quite  s e lf i sh  r e a s o n s ,  have h e lp ed  us link  our  
econom y to  the  p r o g r e s s iv e ,  d r iv in g  fo rc e s  of t h e i r  own g re a t  
so c ie ty .  With m o n ey  and ta le n t  th e y  have enab led  us ,  a s m a l l  
peop le  in a l a r g e  and often in h o sp itab le  t e r r i t o r y ,  to  ach ieve  a 
s ta n d a rd  of l iv in g  seco n d  only to th e i r s  in the m o d e rn  w orld .  In

^ R o b e r t  M. Solow, "S o u rce s  and O utlook fo r  G row th , " 
R ead ings  in  E c o n o m ic s , ed. P a u l  A., S am uelson , Jo h n  R. Colem en, 
R o b e r t  L. B ishop and P h i l l ip  S au n d e rs  (4th e d . ; New York: M cG raw - 
Hill Book Co. , 1964), pp. 116-117.
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sh o r t ,  th ey  have  s a v e d  us f ro m  th e  r e s t r i c t io n s  on o u r  own c a p a c ­
ity  to  g e n e ra te  funds fo r  c a p ita l  in v e s tm e n t  and f ro m  th e  c o n ­
s t r a in t s  of l im i te d  ex ecu tiv e  ta le n t  in  a  s m a l l  popula tion .

D ifficu lt a s  i t  m a y  be  to  be  p r e c i s e  a s  to  the  e ffec ts  of fo re ig n  

f in an ced  c a p i ta l  fo rm a t io n  and the  e ffec ts  of th e  e n t r e p re n e u r ia l  sk i l l s  

acco m p an y in g  it  on the econom ic  grow th  in  Canada, th e r e  is  m uch  

ev idence  r e la t in g  to  the  c a u s e s  of econom ic  grow th  to  su g g e s t  th a t  

th e s e  s k i l l s ,  e sp e c ia l ly  th o se  p ro v id e d  by  th e  l a r g e  c o rp o ra t io n s ,  can 

be  ex p ec ted  to  work, m a in ly  to w a rd  p ro v id in g  the  techno logy  and in n o v a ­

tion  on w hich  s t ro n g  and  s u s ta in e d  econom ic  g row th  depends.

In addition , s u r e ly  one th ing r e m a in s  t r u e - - c a p i t a l  has  been  

and s t i l l  i s  an e s s e n t ia l  com ponent of econom ic  grow th , h o w ev er  

f inanced . It i s ,  and h a s  been , n e c e s s a r y  in  the  advan ced  c o u n tr ie s  

l ik e  the  United S ta tes ,  and it  a p p e a r s  to  be  even  m o re  im p o r ta n t  fo r  

the  u n d e rd ev e lo p ed  c o u n tr ie s .  In fac t ,  the  u n d erd ev e lo p ed  c o u n tr ie s  

only can  hope to  develop th e i r  s tag n a n t  co n su m p tio n  eco n o m ies  th ro u g h  

a r a p id  i n c r e a s e  in  th e i r  s to c k  of c ap ita l ,  a c c o m p lish e d  e i th e r  by  a 

r a p id  i n c r e a s e  in  the  p e rc e n ta g e  of the  n a tio n a l  output devoted  to  in v e s t ­

m e n t  o r  by  im p o r ts  of fo re ig n  cap ita l .  As the  Council of E conom ic

A d v is e r s  concludes :

T h e re  is  s u b s t i tu t io n  be tw een  the  co m p o s it io n  of output in  the  
p r e s e n t  and  the  le v e l  of output in the  fu tu re .  J u s t  a s  a  s in g le  
ind iv idua l can i n c r e a s e  h is  consum ption  p o s s ib i l i t i e s  in  the  fu tu re

G eorge  M ow bray, " 'L i t t l e  C a n a d ia n ism ' and A m e r ic a n  
Capita l: What P r i c e  E co n o m ic  N a t io n a l i s m ? "  Q u e e n 's  Q u a r t e r ly ,
Vol.. LXV (Spring, 1958), pp. 19-20.
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by  p r e s e n t  sav in g s ,  so  can  a w hole  so c ie ty  p ro v id e  m o r e  fu lly  fo r  
i ts  fu tu re  by  us ing  p r e s e n t  r e s o u r c e s  fo r  a c ts  of in v e s tm e n ts  in 
the  b r o a d e s t  s e n se .  No ab so lu te  re d u c t io n  in  c u r r e n t  consum ption  
n eed  occu r ;  i t  i s  only n e c e s s a r y  th a t  consum ption, grow  l e s s  ra p id ly  
than  to ta l  output f o r  a t im e .  Indeed, fu tu re  le v e ls  of consum ption  
w ill  be  h ig h e r  than  th ey  could o th e rw ise  b e - - t h e  c o s t  i s  p r im a r i l y  
in p o s tp o n em en t.  H appily  fo r  an advanced  s o c ie ty  l ik e  o u r s ,  m uch  
of w hat is  d e s c r ib e d  f ro m  th is  poin t of view  as  in v e s tm e n t  can a lso  
be  s e e n  a s  p r e s e n t  em plo y m en t of so m e  of the  de ligh ts  of c iv i l i ­
zation: w id e s p re a d  education , good h ea lth ,  and th e  s e a rc h H o r  
know ledge. 192

S pec if ica lly  then , f o r e ig n  in v e s tm e n ts  p e r m i t  a c o u n try  to  

in v e s t  d o m e s t ic a l ly  m o re  than  it  c u r r e n t ly  s a v e s ,  p ro v id in g  i t  im p o r ts  

m o r e  th a n . i t  ex p o r ts .

Thus in  t e r m s  of P r o f e s s o r  K in d le b e rg e r 's  e q u i l ib r iu m

193condition  of n a tio n a l  in co m e  fo r  an  open econom y, we have:

1—1
 

a + IE xn + M : t r a n s p o s e d  S - 1^ = X

w here :  I , d = d o m e s t ic  in v e s tm e n t

S = sav ings

M = im p o r ts  of goods and s e r v i c e s

X = e x p o r ts  of goods and s e r v ic e s

The g r e a t e r  the  n eed  fo r  in v e s tm e n t  a t  hom e in e x c e s s  of 

d o m e s t ic  sav in g s ,  th e  g r e a t e r  the  e x c e s s  of im p o r ts  o v e r  e x p o r ts  fo r  

th e  b o r ro w in g  coun try .  The a l te rn a t iv e  to  b o r ro w in g  a b ro a d  is  an 

i n c r e a s e  in  the  d o m e s t ic  sav in g s  w hich  in  m o s t  c a s e s  i s  d iff icu lt  and

192QouncQ 0f E conom ic  A d v is e rs ,  op. e i t . , p. 174.

193 C h a r le s  P . . K in d leb erg er , .  In te rn a t io n a l  E c o n o m ics  (H o m e­
wood, I ll ino is :  R ic h a rd  D. I rw in , 1958), pp. 172-195.
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nonav a ilab le ,  and would fo rc e  the  c o u n try  to  grow  at a  s lo w e r  econom ic  

r a t e .  So the  m o s t  b a s ic  n eed  and benef it  of fo re ig n  b o r ro w in g  is  to  

a c c e l e r a t e  econom ic  g row th  by m e a n s  of f a s t e r  c a p i ta l  fo rm a t io n  than  

o th e rw ise  would be the  c a se .

T h e re  a r e  o th e r  q u an ti ta t iv e  tan g ib le  as w ell  a s  in tang ib le  

b e n e f i ts  a c c ru in g  f ro m  fo re ig n  in v e s tm e n ts  to The h o s t  co u n try  a s  w ell. 

The tan g ib le  b e n e f i ts  in c lu d e  g r e a t e r  em p lo y m en t in  the  b o r ro w in g  

c oun try ,  h ig h e r  ta x e s  g e n e ra te d  fo r  th e  g o v e rn m en t,  e n c o u ra g e m e n t  of 

lo c a l  s u p p l ie r s ,  and .in  the  c a s e  of m a n u fa c tu r in g  and p ro d u c tio n  fo r  

lo c a l  consum ption , an. i n c r e a s e d  supp ly  of lo w -p r ic e d  goods and 

s e r v i c e s .  The in tang ib le  b e n e f i ts  inc lude , a c c o rd in g  to  P r o f e s s o r  

H unter ,  the  follow ing c r u c ia l  fa c to rs :

L o n g - te rm  d i r e c t  in v e s tm e n t  i s  a "package  deal, " and the 
e s s e n t ia l  e le m e n ts  of the  pack ag e  a re :  a n . in c re m e n t  of fo re ig n  
exchange, te c h n ic a l  know -how , r i s k - b e a r in g ,  and e n t r e p r e n e u r ­
sh ip . 194

T h e re  a r e ,  of c o u r s e ,< o th e r  b e n e f i ts  d e r iv e d  f ro m  fo re ig n  c a p i ta l  to  

th e  h o s t  coun try ,  su ch  as  the  in tro d u c tio n  of new b u s in e s s  concep ts  

w hich  help  to  rev o lu t io n iz e  the  th inking and the  p r a c t i c e  of the a r e a ,  a s  

P r o fe s s o r -M ik e s e l l  h as  c la im e d . 195

l 94Jo h n  M. H unter ,  " L o n g - T e rm  F o re ig n  In v e s tm e n t and 
U n d erd ev e lo p ed  C o u n tr ie s ,  " J o u rn a l  of P o l i t i c a l  E co n o m y , Vol. LXI 
( F e b ru a ry ,  1953), p. 17.

195 Raym ond M ik ese l l ,  P ro m o t in g  U nited  S ta te s  P r iv a t e  In v e s t ­
m e n t  A b ro ad  (W ashington, D. C . : N ationa l P lanning . A sso c ia t io n ,  1957), 
p. 8.
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The a u th o rs  of The P o l i t ic a l  Economy, of A m e r ic a n  F o re ig n  

P o l ic y  have  c r i t i c i z e d  the  R anda ll  R ep o rt  fo r  o v e re m p h a s iz in g  the  

"q u a n ti ta t iv e "  b en e f i ts  of f o re ig n ' in v e s tm e n t  a t  the  expense  of the 

" q u a l i ta t iv e "  ones . They po in t out two d is t in c t  ad v an tag es  f ro m  d i re c t  

p r iv a te  in v es tm en t:

F i r s t ,  d i r e c t  p r iv a te  in v e s tm e n t  of the  l a t t e r  kind is  capab le  
of bu ild ing  r e la t io n s h ip s  . . . w hich  a r e  o rg an ic  and con tinuous.
It u su a lly  invo lves  r e la t io n s  be tw een  peop le ,  not g o v e rn m en ts ;  
r e la t io n s  w hich  b eco m e  in te g ra l  p a r t s  of the  econom ic  and so c ia l  
f a b r ic  of the  r e c ip ie n t  coun try .  . . .

Second, d i re c t ,  lo n g - te r m ,  p r iv a te  in v e s tm e n t  f o s t e r s  in  
v a r io u s  w ays the  grow th  . . . of a  c o n s tru c t iv e  m id d le  c la s s  and 
h ab its  of p r iv a te ,  d e c e n t r a l iz e d  d e c is io n -m a k in g  and e n t e r p r i s e . - ^ 6

Two o th e r  e c o n o m is ts ,  M r. E m il io  Collado  and M r. J a c k  

B enne tt ,  re c o g n iz e  s im i l a r  " d i r e c t"  and  " in d i re c t"  b en e f i ts  as  above. 

Am ong the  d i r e c t  b e n e f i ts  th ey  inc lude  th e  in co m e  p a id  to  the  g o v e rn ­

m e n ts ,  the  i n c r e a s e d  su p p lie s  of goods and e n e rg y  fo r  consum ption , 

and fo r  u se  in  o th e r  in d u s t r i e s ,  and in c r e a s e d  incom e; am ong  the 

in d i r e c t  b e n e f i ts  th ey  include: en c o u ra g e m e n t  of lo c a l  s u p p l ie r s ,

im p o r t in g  of te c h n ic a l  s k i l l s ,  the  in tro d u c tio n  of new te c h n iq u e s ,  and

1 Q 7the  d e m o n s tr a t io n  of e f f ic ien t,  vo lum inous  m a s s  p ro d u c tio n ,

® ® W illi am  Y. E ll io t t  e t  a l . , T he P o l i t ic a l  Economy, of A m e r ­
ican  Foreign^ P o l ic y  (New York: H en ry  Holt and Co. , 1955), p. 328. 
F o r  f u r th e r  d is c u s s io n  of th e  d if fe re n c e  be tw een  p o r tfo l io  and d i r e c t  
in v e s tm e n ts  see: A ugust M affry , " D ire c t  V e rsu s  P o r tfo lio .  In v e s tm e n ts  
in  th e  B a lan c e  of P a y m e n ts ,  " A m e r ic a n  E conom ic  R ev iew , Vol. XLIV 
(May, 1954), pp. 614-623.

197 E m il io  Collado  and  J a c k  B enne tt ,  " P r iv a te  In v e s tm e n t  and 
E co n o m ic  D evelopm ent, " F o re ig n  A f fa i r s , Vol. 35 (July, 1957), pp. 
635-638.
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P r o f e s s o r  N u rk se  s u m s  up th e  s p e c ia l  ad v an tag es  of fo re ig n

d i re c t  in v e s tm e n t  in  th e  h o s t  c o u n try  as:

. . . b e in g  su b je c t  to  p r iv a te  p ro f i t  and  b u s in e s s  c a lc u la t io n s ,  i t  is  
l ik e ly  to  b e  p ro d u c t iv e ly  em ployed . . It he lps  to  p ro m o te  the  s p re a d  
of m o d e rn  techno logy  and e ffic ien t m an a g e m e n t m e th o d s .  . It is  
f r e e  f ro m  the  r ig id  i n t e r e s t  and a m o r t iz a t io n  r e q u i re m e n ts  th a t  
a ffec t in te rn a t io n a l  lo a n s .  ^ 8

1 q q
P r o f e s s o r  Dunning in  h is  r e c e n t  t h r e e - y e a r  s tudy  of the  

im p a c t  of U nited  S ta te s  d i r e c t  in v e s tm e n t  in m a n u fa c tu r in g  on the  

B r i t i s h  econom y, found th a t  the  ad v an tages  d e s c r ib e d  above do apply  

to  B r i ta in ,  even though sh e  is  not an u n d erd ev e lo p ed  coun try .  T h e r e ­

fo re  h is  f indings would c e r ta in ly  be  ap p lic a b le  to  the  C anadian  c a s e  as 

w ell .  His five m a in  b e n e f i ts  a re :  f i r s t ,  the  a v a i la b i l i ty  of in v e s tm e n t  

c ap ita l ,  w hich ". . . by  p ro v id in g  a s o u rc e  of m oney  c a p ita l  w hich  in 

tu rn  c r e a t e s  a dem and  fo r  r e a l  r e s o u r c e s ,  h as  he lped  i n c r e a s e  the 

p a c e  of econom ic  deve lopm en t.  " T h is  c o r re s p o n d s  to  the  f i r s t  in tan g ib le  

b en ef it  d e s c r ib e d  above by  K in d ie b e r g e r 's  e q u i l ib r iu m  equation. Second, 

the  " g e n e ra l  in d u s t r i a l  deve lopm en t,  " th a t  i s ,  " the  co m p eti t iv e  and 

dynam ic  q u a l i t ie s  of A m e r ic a n  econom y . . . " and " A m e r ic a n  r e s e a r c h ,  

m a n u fa c tu r in g  and m a n a g e r ia l  e n te r p r i s e .  " And the  e ffec ts  th e s e  have 

on the  U nited  K in g d o m 's  econom y a r e  th ese :

198 R ag n a r-N u rk se , .  P r o b le m  of C ap ita l  F o rm a t io n  in U n d e r ­
developed  C o u n tr ie s  (Oxford: B a s i l  B lackw ell,  1953), p. 82.

199Jo h n  Dunning, A m e r ic a n  In v es tm en t  in B r i t i s h  M an u fac ­
tu ring . In d u s t ry  (London: G eo rg e  A llen  & Unwin Ltd. , 1958).
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The r e s u l t s  have b een  in  ev id en ce  both  in  the  p io n e e r in g  and 
dev e lo p m en t of new in d u s t r i e s ,  and of new m a r k e t  s t r u c t u r e s  m o re  
conducive to  econom ic  grow th  and effic iency . New s k i l l s  have 
b e e n  in tro d u c e d  and  an in c r e a s e d  im p e tu s  given to  the  ap p lica tio n  
of te c h n o lo g ica l ly  s u p e r io r  m e th o d s  of p ro d u c tio n  and m a te r ia l s  
p ro c e s s in g .  200'

When> r e f e r e n c e  is  m a d e  to  th e  d i re c t io n  of the  a s so c ia t io n s  and con tac t

of U nited  S ta tes  f i r m s  w ith  both  c o n s u m e rs  as  w ell  as  s u p p l ie r s  w ith in

U nited  K ingdom , Dunning, s ta te s  th a t  su ch  a s so c ia t io n  and co n tac t  h as

in c r e a s e d  th e  B r i t i s h  f i r m s '  r e c e p t iv e n e s s  to  new id e a s ,

. . . and h as  enab led  th is  co u n try  to  adopt h e r s e l f  to  h e r  changing  
econom ic  e n v iro n m e n t m o r e  qu ick ly  and with* l e s s  f r ic t io n a l  d i s ­
tu rb a n c e  than  w ould o th e rw ise  have b een  the  c a se .  P ro d u c t iv i ty  
h a s  b een  r a i s e d  m  m an y  s p h e re s  of in d u s t ry  and c o m m e rc e ,  
A m e r ic a n  m a n a g e r ia l  p r a c t i c e  h as  b een  both  p u b lic ized  and 
a s s im i la te d ,  and the  g e n e ra l  tem po  of in d u s t r ia l  d eve lopm en t 
advanced . 201.

T h e se  a r e ,  of c o u rse ,  th e  " q u a l i ta t iv e "  o r  " in d i re c t"  b e n e f i t s ,  about 

w hich  it  i s  im p o ss ib le  to  be  exac t s in c e  th e y  can  not be m e a s u r e d  in 

any  q u an ti ta t iv e  w ay  even though they  m igh t b e  the  m o s t  e s s e n t ia l  in 

p ro m o tin g  econom ic  g row th  in  the  h o s t  c o u n tr ie s .

The r e m a in in g  th r e e  ad v an tag es  a c c o rd in g  to  P r o f e s s o r  

D unning a re :  the  e ffec ts  on the  e x te rn a l  t r a d e  a n d 'b a la n c e  of p a y m e n ts  

of the  U nited  Kingdom; the  e ffec ts  on re d u c in g  u nem ploym en t and 

lo c a t in g  in d u s t r i a l  expans ion  in d e p r e s s e d  a r e a s ;  and th e  e ffec ts  on 

s tre n g th e n in g  s t r a t e g ic  and p o l i t ic a l ,  a s  w e ll  a s  econom ic , t i e s  w ith

200Ibid. , p. 290.

901
Ibid. , pp. 290-91.
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th e  U n ite d  S ta te s .  H e re  it  shou ld  be no ted  th a t  th is  l a s t  ad v an tage  to 

B r i t a in . i s  c o n s id e re d  p e rh a p s  the  m o s t  c r u c ia l  d isad v a n ta g e  in  Canada. 

Som e of th e s e  (the m o re  im p o r ta n t  ones) w ill  be  ex am ined-in  g r e a t e r  

d e ta i l  a f te r  we ta k e  a  b r ie f  look  at so m e  of the  d isad v a n ta g es  tha t 

fo re ig n  in v e s tm e n ts  b r in g  w ith  them .

" D ire c t  in v e s tm e n t  i s  not a l l  b e e r  and s k i t t le s ,  " w a rn s  

K in d le b e rg e r ;  i t  b r in g s  to  the  d e b to r  na tion  c o s ts ,  d isa d v a n ta g e s  and 

f e a r s  of econom ic  dom ination , as  w ell  a s  b e n e f i ts .  Many of the  co s ts  

and  f e a r s  w e re  d is c u s s e d  in  the  p re v io u s  t h r e e  c h a p te r s ,  w h e re  so m e  

of the  u n su p p o rta b le  c o s ts  and  i l lu s o r y  f e a r s  w e r e  rep u d ia te d .  T h e se  

inc luded , fo r  exam ple , th e  c h a rg e  th a t  th e  fo re ig n  s u b s id ia r ie s ,  

e s p e c ia l ly  th o se  f ro m  th e  U nited  S ta tes ,  m a y  follow p o l ic ie s  th a t  a r e  

to  the  i n t e r e s t s  only of the  p a re n t  c o rp o ra t io n s  and thus  to  the  U nited  

S ta te s  G o v ern m en t,  and not to  th e  i n te r e s t  of the  h o s t  c o u n try 's  e c o n ­

om y, in  our  c a s e  to  the  i n t e r e s t  of the  C anad ian  econom y. In fac t ,  

th e  c h a rg e  deepens: t h e i r  o p e ra t io n s  m igh t be  even  d e t r im e n ta l  to  

the  g row th  of th e  C anad ian  econom y. This  and o th e r  s im i l a r  c h a rg e s  

have  b een  ex am in ed  and r e p u d ia te d  and th e r e f o r e  t h e r e  is  no- need  to  

r e p e a t  th e m  h e re .

T h e re  a r e ,  h o w ev er ,  two "m a in "  d isad v a n ta g es  to  th e  h o s t  

c o u n try  th a t  a r e  of s ig n if ic a n t  im p o r ta n c e .  P u tt in g  a s id e  ". . . the  

p u re ly  n a t io n a l is t ic  a rg u m e n t  tha t  b e c a u s e  an in d u s t ry  is  m a in ly  in the 

h ands  of a  fo re ig n  c o u n try  it  is  n e c e s s a r i l y  a b ad  th ing, " P r o f e s s o r
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Dunning, e la im s  that:

(1) W h e th e r  o r  not, a s  a  r e s u l t  of in fluence  e x e r t e d b y  U nited  S ta tes  
f i rm s , .  B r i t i s h  in d u s t r i a l  d eve lopm en t h as  b een  a d v e r s e ly  a ffec ted  
o r  the  c o n s u m e r  explo ited , and (2) w h e th e r ,  if a  s i tu a t io n  a r o s e  
w hich  e i th e r  n e c e s s i t a te d  the  r e p a t r i a t io n  of U nited S ta te s  c a p i ta l  
o r  in d u s t r i a l  deve lopm en t w e re  n o ticeab ly  r e t a r d e d  in the  United 
S ta te s ,  the  U nited  K ingdom  econom y w ould find  i t s e l f  h an d icapped  
by  the  p au e ity  of i ts  own r e s o u r c e s  in  the  p a r t i c u la r  l ine  of b u s in e s s  
w hich  had  p re v io u s ly  r e l ie d  heav ily  on A m e r ic a n  e n t e r p r i s e .  ^02

C e r ta in  of the b e n e f i ts  th a t  we have  m en tio n ed  m ay  in s te a d  

tu r n  in to  c o s ts ,  u n d e r  d if fe ren t  econom ic  cond it ions ,  in  the  h o s t  co u n ­

t ry .  F o r  ex am p le , the  re d u c t io n  of u n em ploym en t in the  h o s t  co u n try  

m a y  tu r n  in to  in f la t io n a ry  p r e s s u r e s  on the  h o s t  c o u n t ry 's  econom y.

It i s  t r u e ,  a s  s ta te d  above, th a t  spending  by  fo re ig n  s u b s id ia r i e s  le a d s  

to  i n c r e a s e d  em plo y m en t and m o r e  consum ption  goods fo r  the  lo c a ls ,  

w hich  le a d s  to  in c r e a s e d  econom ic  a c t iv i ty  in  the  h o s t  co u n try .  How­

e v e r ,  j u s t  the  oppos ite  m igh t happen  if t h e r e  a r e  no unused  r e s o u r c e s  

a v a i la b le  w hen th e  fo re ig n  c o rp o ra t io n  c o m e s  in to  the  h o s t  co u n try .  If 

t h e r e  is  a  fu ll  u t i l iz a t io n  of r e s o u r c e s  (full em ploym en t)  in  th e  h o s t  

co u n try ,  ad d it io n a l spend ing  by fo re ig n  f i r m s  w ill  be  in f la t io n a ry ,  w ill  

b id  r e s o u r c e s  aw ay f ro m  lo c a l  f i r m s ,  and, if m o r e  e ffic ien t,  w il l  d i s ­

p la c e  th e m . T h is  m a y  be  d e s i r a b le  in the  lo n g - ru n  if the  lo c a l  f i r m s  

a r e  l e s s  e f f ic ien t,  thus  l e s s  p ro d u c tiv e .  N o n e th e le s s ,  the  c o n s tru c t io n  

of a new p lan t  o r  o th e r  p r o je c t s  by  m e a n s  of im p o r te d  m a c h in e ry ,  e n g i­

n e e r s ,  and te c h n ic ia n s  is  c le a r ly  an add ition  and a net b en e f i t  to  c a p i ta l

202 Ib id . , p. 308



155

fo rm a t io n  and econom ic  a c t iv i ty  in  the  h o s t  coun try .  U nder th e s e  c o n ­

d itions  the  p r o je c t  w ould not have  b een  c o n s tru c te d  o th e rw ise .  As 

P r o f e s s o r  Dunning po in ted  out, t h e r e  could be a d v e r s e  e f fec ts  on the 

C anadian  econom y (its  s ta b i l i ty  and  grow th) by  a  sudden  w ith d ra w a l  o r  

l a r g e  re d u c t io n  of fo re ig n  c a p i ta l  in  th e  h o s t  co u n try ,  on w hich  the 

econom y of th a t  c o u n try  h as  co m e to depend. T h is  is  un like ly  to  happen  

b e c a u s e  th e r e  w ill  be a d v e r s e  e ffec ts  on the  p ro f i t  p o s i t io n s  of fo re ig n  

c o rp o ra t io n s  and on U nited  S ta te s '  dependence  on w o r ld  m a r k e t s  and 

. raw  m a te r ia l s .

On th e  o th e r  hand, t h e r e  could be  a d v e r s e  e ffec ts  on the  h o s t  

co u n try  du ring  tig h t m oney  ( in f la t ionary )  p o licy  p e r io d s .  S ince fo re ig n  

s u b s id ia r ie s  could  b o r ro w  f ro m  th e i r  p a r e n t  c o rp o ra t io n s ,  w h e re  it  is  

a s s u m e d  the  in f la t io n a ry  p r e s s u r e s  do not e x is t ,  a t  a lo w e r  r a t e  of 

i n t e r e s t ,  expanding  the  funds, how ever ,  in  the  h o s t  coun try ,  thus  

w o rse n in g  the  in f la t io n a ry  p r e s s u r e s  and th e r e b y  r e n d e r in g  th e  h o s t  

c o u n t ry 's  m o n e ta ry  m e a s u r e s  ineffec tive .

The f in a l  and m o s t  im p o r ta n t  tan g ib le  c o s t  to  the  b o r ro w in g  

co u n try  i s ,  of c o u r se ,  th e  debt s e rv ic in g  p ro b le m .  T h is  w as  d is c u s s e d

e a r l i e r  and the  co n c lu s io n  w as  r e a c h e d  th a t  C a n a d a 's  a b i l i ty  to s e r v ic e
>

i t s  debt p a y m e n ts  h a s  in c r e a s e d  and p ro b a b ly  w ill  con tinue  to  do so, 

depending  on h e r  r a t e  of econom ic  growth.

By now it  is  ev iden t th a t  t h e r e  e x is t  d iv e rg e n t  v iew s  on the  

c o s ts  and b e n e f i ts  of b o r ro w in g  ab ro ad .  B o rro w in g  and lend ing  am ong



156

nations  in ev itab ly  invo lves  h e a te d  d is c u s s io n s  and  d i s a g re e m e n ts  o v e r  

who b e n e f i ts  and how m uch, and  who lo s e s  and how m uch . T h is  is  

p ro b a b ly  due to  fo u r  f a c to r s .  The f i r s t  t h r e e  a r e  s e t  fo r th  by  D r. Knapp:

P e r h a p s  th is  f re q u e n t  debate  is  the r e s u l t  of the  n a t io n - s ta te  
s y s te m  in  w hich no a c c e p te d  in te rn a t io n a l  law o r  c o u r t  h as  e n f o rc e ­
ab le  ju r i s d ic t io n  o v e r  s o v e re ig n  n a t io n s ,  o r  p e rh a p s  it  is  the  
r e s u l t  of the  w id e s p re a d  in f lu en ce  of th e  M a rx is t - L e n in is t  dogm a 
of c a p i ta l i s t  exp lo ita t io n  and  im p e r ia l i s m ,  o r  m ay b e  it is  the  
r e s u l t  of the  b i t t e r  p a s t  e x p e r ie n c e  of both  in te rn a t io n a l  b o r r o w e r s  
and l e n d e r s . 203

The fo u r th  f a c to r  is  the f a i lu r e  of m o s t  e c o n o m is ts  to  re c o g n iz e  the  

fac t  th a t  bo th  the  le n d e r  a s  w e ll  as the  b o r r o w e r  can  b en e f i t  a t  the  

s a m e  t im e  w hen su ch  c a p i ta l  m o v e m e n ts  ta k e  p la c e  e i th e r  a c r o s s  i n t e r ­

n a t io n a l  b o u n d a r ie s  o r  hom etow n s t r e e t s .  C o n v e rse ly ,  b o th  le n d e r  and 

b o r r o w e r  would lo s e  m u ch  if t h e r e  a r e  r e s t r i c t i o n s  p la c e d  on c a p i ta l  

f low s. The b o r ro w in g  co u n try  w ill  develop  a t a  s lo w e r  r a t e  due to 

lack- of su ff ic ien t  in v e s tm e n t ,  and the  lend ing  c o u n try  w ill  be  fa c e d  w ith  

an  e x c e s s  of c a p i ta l  s tock .

In th is  s tudy, h o w ev er ,  we a r e  only in t e r e s t e d  in the  c o s ts  

and b e n e f i ts  to  the  h o s t  c o u n try  (Canada) as  a  r e s u l t  of r e c e iv in g  fo re ig n  

c a p ita l ,  and not in  th e  c o s ts  and b e n e f i ts  a s  be tw een  le n d e r s  and b o r ­

r o w e r s ,  o r  l e n d e r s  a lone. Suffice i t  to  s a y  th a t  on a l l  t h r e e  a p p ro a c h e s  

t h e r e  e x is t s  su ff ic ien t  r e s e a r c h  and th e o r e t ic a l  a n a ly s is .  And th e r e  is  

not c o m p le te  a g re e m e n t  on any of the th r e e  a p p ro a c h e s  as to  the  c o s ts  

and  b e n e f i ts  due to  c a p i ta l  flow s a c r o s s  in te rn a t io n a l  b o r d e r s .  It w ill

“̂ ^ K n a p p ,  op. c i t . , pp. 36-37.
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e n ta i l  a  tho rough  and en o rm o u s  am ount of r e s e a r c h  and w eigh ing  of a ll 

M a rx is t  and a n t i -M a r x is t  ev id en ce  to  d e te rm in e  w h e th e r  the  lend ing  o r  

th e  b o r ro w in g  n a t io n .g a in s  m o r e  f ro m  c a p i ta l  f low s. L en in  h im se lf ,  a 

M a rx is t ,  a d m itte d  tha t  " th e  e x p o r t  of c a p i ta l  g r e a t ly  a f fe c ts  and a c c e l ­

e r a t e s  th e  d eve lopm en t of c a p i ta l i s m  in th o se  c o u n tr ie s  to  w hich i t  is  

ex p o r ted .  "204 Qn the  o th e r  hand, th e r e  a r e  so m e  w e s te rn ,  non- 

M a rx is t  e c o n o m is ts  who would su p p o r t  the  M a rx is t  no tion  th a t  inflow of 

c a p i ta l  is  a  c a p i ta l i s t ic  dev ice  fo r  exp lo iting  th e  h o s t  c o u n t r ie s ,  w hich 

a r e  u su a lly  the  p o o r e r  c o u n tr ie s .  . Dr.. H. W. S inger ,  in  a t tem p tin g  to  

show th a t  "the p r o c e s s  of t r a d i t io n a l  in v e s tm e n t  ta k e n  by  i t s e l f  s e e m s  

to  have  b een  in su ff ic ie n t  to  in i t ia te  d o m e s t ic  deve lo p m en t,  " concludes  

th a t  " the  p u rp o se  of fo re ig n  in v e s tm e n t  and fo re ig n  t r a d e  ought to  be 

red e f in ed .  "205 P r o f e s s o r  John  Knapp goes so  f a r  a s  to  su g g e s t  tha t 

th e  w ay to  p ro m o te  econom ic  grow th  a b ro a d  is  to  re d u c e  U nited  S ta tes  

p r iv a te  c a p i ta l  outflows ab ro a d .  He po in ts  out:

. . i the  fac t  th a t  c a p i ta l  e x p o r ts  a r e  tak in g  p la c e  cannot be i n t e r ­
p r e te d  as  ev idence  th a t  g row th  is  b e ing  a s s i s t e d  in the  b o r ro w in g  
c o u n tr ie s .  W hen w hat I have  ca l le d  e x c e s s  b o r ro w in g  is  tak in g  
p la c e ,  a  dec line  in  b o r ro w in g  m a y  i n c r e a s e  the  r a t e  of g row th  in  
the  e r s tw h i le  b o r ro w in g  c o u n tr ie s .  A g r e a t  d ea l  of b o r ro w in g , in  
the  p a s t  m a y  w ell  have  b een  of th is  e x c e s s  b o r ro w in g  type. ^06

204 V. I. Lenin , I m p e r ia l i s m  The H ighest S tage of C a p i ta l i s m  
(New York: In te rn a t io n a l  P u b l i s h e r s ,  1939), p. 65.

W. S inger,  "T h e  D is tr ibu tion , of G ains B etw een  Investing  
an d 1 B o rro w in g  N ations ,  " A m e r ic a n  E conom ic  R ev iew , Vol. XL (May, 
1950), pp. 476 and  484.

^ ® J o h n  Knapp, "C a p i ta l  E x p o r ts  and G row th , " E conom ic  
J o u rn a l ,  Vol. LXVII (S ep te m b e r ,  1957), p. 442,
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C le a r ly  th e s e  ex cep tio n a l  p o s it io n s  show the  d iff icu lty  of 

com ing  to  an  a g re e m e n t  on the  qu es tio n  of who b en e f i ts  m o re ,  the  . 

l e n d e r  o r  the  b o r r o w e r  of c a p i ta l  funds.

But p e rh a p s  the  follow ing a n a ly s is  of the  e f fec ts  on. the  h o s t  

co u n try  of b o r ro w in g  c a p i ta l  a b ro a d  w ill  th row  so m e  add it io n a l and 

p e rh a p s  b e t t e r  l ig h t on the  d iff icu lt ie s  e x p r e s s e d  above as  to the  c o s ts  

and b e n e f i ts  to  th e  h o s t  co u n try  of b o r ro w in g  ab ro ad .  H ere  we s h a ll  

depend e x c lu s iv e ly  on two th e o re t ic a l  s tu d ie s  m en tio n ed  b e fo re ,  The

207O regon  Study and the  th e o r e t ic a l  a n a ly s is  by  S ir  D onald M acdougall.

A cco rd in g  to  The O regon ' Study, o r  m o re  c o r r e c t l y  P r o f e s s o r  

• J .  N . . B e h r m a n 's  a n a ly s is  on the  effec ts  of fo re ig n  p r iv a te  in v e s tm e n t  

on the  h o s t  coun try ,  t h e r e  a r e  f ive  m a jo r  e ffec ts :  (1) add itions  to  the  

r e a l  r e s o u r c e s  of the  econom y; (2) the  im p a c t  on output m a r k e t  s t r u c ­

t u r e  and p r ic e s ;  (3) th e  sh if t  in  r e s o u r c e  u se  and f a c to r  r e w a rd s ;  (4) the  

p o te n tia l  r i s e  in  the  GNP and r e a l  incom e; and (5) changes  in i n t e r ­

n a tio n a l t r a d e  and p a y m e n ts .  The th re e  add it ions  to th e  r e a l  r e s o u r c e s  

a r e  p e r so n n e l ,  te ch n iq u es  and cap ita l .

In u n d e rd ev e lo p ed  c o u n tr ie s  t h e r e  is  a la c k  of ad eq u a te ly  

t r a in e d  m a n a g e r ia l  and te c h n ic a l  p e r s o n n e l  fo r  w hich  t h e r e  is  a g r e a t  

need , s ta t e s  P r o f e s s o r  B e h rm a n .  This  n eed  i s  m e t  by inflow s of d i r e c t  

p r iv a te  f o r e ig n  in v e s tm e n t  in to  the  coun try .  T h is  i s  done th ro u g h  the  

a c tu a l  t r a n s f e r  of o f f ic ia ls ,  the  t ra in in g  of lo c a l  p e r s o n n e l  by v i s i t s

^O^See foo tno tes  146 and 147.
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of U nited  S ta tes  o ffic ia ls  and te c h n ic ia n s  abroad ,,  o r  by  t r i p s  of fo re ig n  

p e r s o n n e l  to  the  p a re n t  com pany . An im p o r ta n t  co n tr ib u tio n  of fo re ig n  

p e r s o n n e l  i s  to  im p ro v e  the  e ff ic ien cy  of lo ca l  o p e ra t io n s  as  w e ll  a s  to  

expand the  te c h n ic a l  o r  m a n a g e r ia l  f o rc e s .

The im p o r ta n c e  of the  c lo s e r  r e la t io n s  b e tw een  the  p a re n t  and 

the  s u b s id ia ry  is  th a t  "of m in o r i ty  p a r t ic ip a t io n ,  w ith  th e  United 

S ta te s '  p a r t n e r  p ro v id in g  t e m p o r a r y  m an ag em en t;  th e  lo n g - ru n  benef it  

of th is  r e la t io n s h ip  to  the h o s t  c o u n try  c o n s is t s  of t r a in in g  lo c a l  

na tio n a ls  to  ta k e  o v e r  e n t r e p r e n e u r ia l  and te c h n ic a l  func tions ,  thus  

d iv e rs ify in g  em plo y m en t o p p o r tu n it ie s  and  upg rad in g  the  jobs  a v a i lab le  

fo r  lo c a l  c i t iz e n s .  "^08

With the  t r a n s f e r  of p e r s o n n e l  goes v a r io u s  s o r t s  of tech n iq u es  

w hich  " a r e  m ad e  a v a i la b le  fo r  in c r e a s in g  p ro d u c t iv i ty  in  the  fo re ig n  

coun try .  " F o re ig n  c o m p an ie s  "not only b en e f i t  f ro m  the  know ledge of 

w e ll  e s ta b l i s h e d  p r o c e s s e s  and te c h n iq u e s ,  but a lso  f ro m  the  r e s e a r c h  

con tinuously  c a r r i e d  on by  U nited  S ta tes  e n t e r p r i s e s .  "

The im p o r ta n c e  of r e s e a r c h  is  g r e a t  b e c a u s e  it  " is  the  k e y ­

s to n e  of g row th  p ro v id in g  both  the  new p ro d u c ts  and  the  new tech n iq u es  

w h ich  r a i s e  in d u s t r i a l  p ro d u c tiv i ty .  " F o re ig n  f i r m s  get th e se  b e n e f i ts  

w ithout pay ing  too  m u ch  fo r  th e m . P r o f e s s o r  Dunning e s t im a te s ,  fo r

N. B e h rm a n ,  "E co n o m ic  E ffec ts  of P r iv a t e  D ire c t  
In v e s tm e n t ,  " U. S.. P r iv a t e  and G o v ern m en t In v es tm en t A broad , ed ., 
R aym ond M ik e se l l  (Eugene: U n iv e r s i ty  of O r e g o n 'P r e s s ,  1962), p.
138. H en ce fo r th  a l l  quo ta tions  w il l  be  f ro m  th is  s o u rc e  u n le s s  o th e r ­
w ise  noted.
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exam ple ,  th a t  of t h e $ l ,  600 m il l io n  A m e r ic a n  in d u s t ry  spen t on p r iv a te  

r e s e a r c h  in 1955, 25 to  30 p e r c e n t  w as m ad e  a v a i la b le  d i re c t ly  to  

B r i t i s h  com pan ies ;  th is  $400 to  $500 m il l io n  w as  m o r e  th an  tw ice  the  

e s t im a te d  su m  sp en t b y  th e  w hole  of B r i t i s h  in d u s t ry  on p r iv a te  r e ­

s e a rc h .  “̂ 9  R ec en tly  U nited  S ta tes  f i r m s  "have  b een  e s ta b lish in g  

r e s e a r c h  f a c i l i t ie s  in im an y  c o u n tr ie s  . . . w h e re  p e r s o n n e l  a r e  r e a d i ly  

a v a i lab le  [to the  lo c a l  f i r m s ]  and id eas  a r e  a s  r e a d i ly  g e n e ra te d  as  in 

the  U nited  S ta te s .  " The inflow of fo re ig n  c a p i ta l  ( r e in v e s tm e n ts  in ­

cluded) does not only add " to  the  p ro d u c t iv e  c a p i ta l  r e s o u r c e s  of the  

r e c ip ie n t  c o u n try  . . . but t h e r e  is  a su b s ta n t ia l  m o b il iz a t io n  of d o m e s ­

t ic  c a p ita l  a s  w ell .  T he t r a n s f e r  of p e r s o n n e l  and new tech n iq u es  f ro m  

th e  p a re n t  f i r m  a l s o  en h an ces  th e  p ro d u c t iv i ty  of lo c a l  cap ita l .  "

The m o s t  s ig n if ic a n t  po in t of d i r e c t  in v e s tm e n t  " is  to  r a i s e  

th e  p o te n t ia l  fo r  econom ic  g row th  th ro u g h  the  p la c in g  of add it iona l r e a l  

r e s o u r c e s  a t  the  co m m an d  of the  h o s t  coun try .  "

The e ffec ts  of such  add it io n a l r e s o u r c e s  to  the  h o s t  co u n try  

a r e  th ree fo ld :

One effect of the  add ition  of r e a l  r e s o u r c e s  i s  to  a l t e r  types  
of p ro d u c ts  m a d e  and th e i r  c o s ts  in v a r io u s  in d u s t r i e s .  The 
m a r k e t  s t r u c t u r e  in  the  in d u s t ry  a f fec ted  m a y  a lso  change; and, 
a s  a  c o n seq u en ce  of th e s e  ch anges ,  p r ic e s  a r e - l ik e ly  to  a l t e r .

W ith th e  add ition  of new p la n ts  o r  co m p an ies  in  th e  h o s t  coun try ,  p r o ­

duction  w ill  c e r ta in ly  in c r e a s e  in  th a t  co u n try  th ro u g h  " the  add ition  of

^ ^ B u n n in g ,  op. c i t . , p. 167.
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to ta l ly  new p ro d u c ts ,  o r  th ro u g h  a re d u c t io n  of c o s ts  and a co nsequen t 

i n c r e a s e  in  s a le s  of ex is t in g  i te m s .  D iffe ren t p ro d u c t io n  r e s u l t s  o c c u r ,  

h p w ev er ,  a c c o rd in g  to  w hich  of th e s e  is  th e  s t im u lu s  to  g r e a t e r  p r o ­

duction. "

The in tro d u c tio n  of a new p ro d u c t  m a y  c a u se  the  lo c a l  pop u la -  

t ion -to  sh if t  i t s  d em and  to  it f r o m  an old p ro d u c t .  T h is  w ill  invo lve  a 

change  in  c o s t  f a c to r s  and a change in th e  d em and  p a t te rn .  If su ch  a 

sh if t  ta k e s  p la c e  then, ", . . i t  is  p r e s u m e d  th a t  w e lfa re  is  r a i s e d  

o v e r  the  p re v io u s  s i tu a t io n ,  bu t by how m uch-canno t be  d e te rm in e d .  "

The sh if t  in  dem and  w il l  not ta k e  p la c e  if r e a l  output,, due to  

th e  new p ro d u c t ,  is  r a i s e d  eq u a lly  to  the  r i s e  in  d isp o sa b le  incom e. 

A ssu m in g  th a t  o th e r  th ings  r e m a in  co n s ta n t,  th e - in c r e a s e d  in co m e  in 

c o n s u m e r s '  hands w ill  be  sp en t fo r  the  p u r c h a s e  of the  new p ro d u c t .  

"However,, the  in tro d u c t io n  of new p ro d u c t  p ro v id e s  a 'b e t t e r '  p r o d u c t - 

m ix f r o m  w hich  the  c o n s u m e r  m a y  choose , thus  in c r e a s in g  h is  s a t i s ­

fac tio n . "

In th e  m a r k e t  w h e re  th e  new p ro d u c t  o r  p ro d u c ts  a r e  so ld , 

s e l l e r s  of c lo se  s u b s t i tu te s  o r  th e  s a m e  p ro d u c t  w ill  fa c e  s e v e r e  c o m ­

p e ti t io n .

"A m o v e  to  co m p e ti t io n  would a r i s e  if the  r e s o u r c e s  t r a n s ­

f e r r e d  w e r e  p la c e d  in  an  a l r e a d y  e s ta b lish ed ,  in d u s t ry  and w e r e  of the 

c o s t - r e d u c in g  type. " In m e a s u r in g  the  c o m p e ti t iv e  im p a c t  of the  

e n t r a n c e  of new c o m p a n ie s ,  o r  new tech n iq u es  and a s s e t s  m ade
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a v a i la b le  to  e s ta b l i s h  f i r m s  in  the  United Kingdom ,. P r o f e s s o r  Dunning 

d e s c r ib e s  that:

, . . the  ev idence , su ch  as  i t  i s ,  would s t ro n g ly  su g g e s t  th a t  the 
United S ta tes  f i r m s  a r e  m o r e  effic ien t than  t h e i r  c o m p e t i t o r s - - 
and p a r t i c u la r ly  so  in  th e  foodstu ffs ,  too ls  and c u t le ry ,  and p h a r ­
m a c e u t ic a l  in d u s t r i e s .  In only s ix  c a s e s  out of f if ty - f iv e  w e re  
t h e r e  in d ica t io n s  d i r e c t ly  c o n t r a ry  to  th is  h y p o th es is .

Due to  the  enhanced  co m p etit io n  and the  innovating  r e s p o n s e s  

of the  B r i t i s h  c o m p an ie s ,  Dunning concludes  th a t  t h e r e  a r e  c e r ta in  

advan tages :

. . . the  t r a n s - A t l a n t ic  a s so c ia t io n s  en joyed  by  su ch  f i r m s  have 
b ro u g h t  v e r y  c o n s id e ra b le  ad van tages  in  the  fo rm  of te c h n ic a l  and 
m a n a g e r ia l  know ledge. As f a r  a s  can be  judged, th e se  b en e f i ts  
show th e m se lv e s  in  t e r m s  of r i s in g  s h a r e s  of the  to ta l  m a rk e t ,  
f a v o ra b le  c o m p a ra t iv e  p ro d u c t iv i ty  f ig u re s  and h ig h e r  in c o m e -  
a s s e t  r a t io s .  We know, too, th a t  such; in d u s t r i e s  a r e  am ong  the  
m o s t  dynam ic  and p ro d u c t iv e  of a l l  w ith in  the  U nited  Kingdom  
econom y; th a t  th e i r  r a t e  of p ro d u c tiv i ty  and c a p i ta l  g row th  a r e  
w ell  above a v e rag e ;  th a t  th ey  a r e  am o n g st the  m o s t  s u c c e s s fu l  
e x p o r t  in d u s t r ie s ;  and th a t  th e i r  a t ten t io n  is  p a r t i c u la r ly  d i re c te d  
to  th o se  v a r ia b le s  m ak in g  fo r  ra p id  tech n o lo g ica l  p r o g r e s s .

An added  b en e f i t  would l ik e ly  be  f ro m  the  e l im in a t io n  of h igh-  

c o s t  " m a rg in a l"  p r o d u c e r s  w ith  consequen t b e n e f i ts  to  the  c o n su m e r .

The effect on p r i c e s  of a c o s t - r e d u c in g  o r  a p ro d u c t- in t ro d u c in g  

foreign- in v e s tm e n t  cannot be  d e te rm in e d  in adv an ce  without advanced  

know ledge of the  m a r k e t  s t r u c t u r e  w h e re  the  p ro d u c t  is  so ld . H ow ever, 

Dunning concluded  a f te r  five y e a r s  of s tudy  of the  p r i c e s  in  B r i ta in - in  

the. m id -1 9 5 0 's  th a t  t h e r e  w as  not su ff ic ien t  ev idence  to  show th a t

21QIbid, , pp. 179-187. 

211Ib id . , p. 194.
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United' S ta te s  f inanced  c o m p an ie s  w e re  e i th e r  " m o re  p r i c e  con sc io u s  

o r  m o re  s c ie n ti f ic  in  th e i r  p r i c e  fix ing  m eth o d s  th an  U nited  Kingdom  

c o m p e t i to r s .  "212

In s u m m a r y  P r o f e s s o r  B e h rm a n  s ta te s :

. . .  it  m a y  be s ta te d  th a t  the  t r a n s f e r  of r e a l  r e s o u r c e s  is  l ik e ly  
to  c a u s e  an  in c r e a s e  in p ro d u c tio n  and em ploym ent; i t  tends  to  
c a u se  an  im p ro v e m e n t  in th e  quality  of the  c o m m o d it ie s  p ro d u c e d  
in the  in d u s t ry  and by i t s  su p p lie r s ;  it is  l ik e ly  to  d is ru p t  ex is t in g  
m a r k e t  cond itions, bu t in  d if fe ren t  w ay s ,  depending  on the  e x te n ­
s ion  of ex c lu s iv e  b ights  and  on p re v io u s  m a r k e t  conditions; and 
it  w ill  p ro b a b ly  re d u c e  m a r k e t  p r i c e s .  The d is t in c t  b en e f i ts  to  
the  c o n s u m e r  inc lude  the  following:

1. He ob ta ins  a  b e t t e r  adap ted  p ro d u c t ,  and m a r k e t  dem ands  
a r e  g iven c lo s e r  a t te n t io n  by  the  U nited  S ta te s  f i rm .

2. He ob ta ins  b e t t e r  s e rv ic in g  of the  p ro d u c t .
3. He ob ta ins  new and d iffe ren t p ro d u c ts ,  w hich, a lthough 

a v a i lab le  a s  im p o r ts ,  m igh t not be known to  h im  f o r  la c k  of 
in fo rm a tiv e  a d v e r t iz in g .

4. He ob ta in s  the  p ro d u c ts  a t  a. lo w e r  p r i c e - - a s  a  r e s u l t  of 
r e m o v a l  of t r a n s p o r t  c o s ts  which would o th e rw ise  r a i s e  the  p r i c e  
f ro m  b e tw een  10 to  30 p e rc e n t ,  a r e m o v a l  of t a r i f f  du ties  a v e ra g in g  
be tw een  10 and 20 p e rc e n t ,  and in so m e  c a s e s  a  re d u c t io n  in  p r o ­
duction  c o s ts  u n d e r  th o se  in  the  U nited S ta te s .

Shifts in. r e s o u r c e s  due to  fo re ig n  in v e s tm e n ts  have  d if fe ren t  

im p a c ts  on f a c to r  p r i c e s  and upon d o m e stic  in d u s t ry  depending on the  

u t i l iz a t io n s  of th e - fa c to rs  of p ro d u c tio n ,  e s p e c ia l ly  la b o u r ,  and  o th e r  

s t r u c tu r a l  cond it ions .  T h e re  is  an in c r e a s e  in  the  dem and  fo r  f a c to r s  

of p ro d u c t io n  w hen c a p i ta l  and  techno logy  m ove  in to  a. given in d u s t ry  in 

the  h o s t  country ; t h e r e  is  an add itional dem and  fo r  la b o u r ,  m a te r i a l s ,  

and land, a s  w e ll  a s  fo r  d o m e s t ic  c a p ita l  funds.

212Ibid. , p. 188.
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If t h e r e  i s  l e s s  th an  fu ll em ploym en t of a l l  th e  f a c to r s  of 

p roduction ,,  e s p e c ia l ly  la b o u r ,  t h e r e  w ill be  no m a jo r  sh if ts  in  the  

f a c to r s  of p ro d u c tio n  s in c e  unem ployed  r e s o u r c e s  and la b o u r  w ill  m ove 

in to  the  new in d u s try .  H ow ever, if t h e r e  i s  fu ll  em p lo y m en t of a l l  the  

f a c to r s  of p ro d u c tio n  t h e r e  w ill  be  h a rd sh ip  fo r  th e  c o m p e t i to r s  of the  

new in d u s t r y  of Close o r  s i m i l a r  p ro d u c ts ,  b e c a u s e  the  new f i r m  w ill 

be  in  a b e t t e r  p o s it io n  to  b id  aw ay the  em ployed  r e s o u r c e s ,  s in c e  th e  

new in d u s t ry  w ill  be  equipped w ith  m o re  and  b e t t e r  c a p i ta l  and te c h n o ­

lo g ic a l  know-how. C om petit ion  w ill ev en tu a lly  b e c o m e  so  in ten s iv e  

th a t  " m a rg in a l"  f i r m s  w il l  be  fo rc e d  to  v a c a te  the  b u s in e s s  w orld ,  at 

l e a s t  in  th is  l in e  of p ro d u c tio n .  This  is  the  in e v itab le  r e s u l t  of e c o ­

nom ic p r o g r e s s  s in c e  the  d e s i r e d  r e s u l t  i s  the  p ro d u c tio n  of c h e a p e r ,  

b e t t e r ,  and in  l a r g e r  q u a n ti t ie s  goods and s e r v i c e s  fo r  the  en joym ent 

of the  c o n s u m e r-k in g ,  b ro u g h t  about th ro u g h  a  m o re  effic ien t u se  of 

th e  f a c to r s  of p roduc tion .

H ow ever, h o s t  c o u n t r ie s  do not s e e  i t  qu ite  th a t  way. They 

com plain :

. . . d o m e s t ic  e n t e r p r i s e  a n d .in i t ia t iv e  i s  being, sw am p ed  by  U nited  
S ta tes  e n t e r p r i s e s .  Thus, w hen a d o m e s t ic  com pany  e n te r s  a  new 
f ie ld  of p ro d u c tio n  and opens the  m a r k e t ,  a U nited S ta tes  com pany 
m a y  e n te r  with, m o re  e ffic ien t tech n iq u es  and th e re b y  lo w e r  c o s ts .
In b idd ing  fo r  d o m e s t ic  r e s o u r c e s  and cu tting  c o s ts  (and p r ic e s ) ,  
fo re ig n  e n t e r p r i s e  m a y  edge the  d o m e s t ic  p ro d u c e r  out of b u s in e s s  
and s t i f le  th a t  v e r y  (d o m e s tic )  in i t ia t iv e  w h ich .fo re ig n  p r iv a te  
e n t e r p r i s e  is  su p p o sed  to  f o s te r .

T h e re  w il l  be an  i n c r e a s e  in  the  dem and  fo r  raw  m a te r i a l s  

and d o m e s t ic a l ly -p ro d u c e d  equ ipm en t due to  the  fo rm a t io n  of the  fo re ig n
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e n te r p r i s e ,  i f  . the. d em and  of the  fo re ig n  e n t e r p r i s e  on the  d o m e s t ic  

raw  m a te r i a l s  and equ ipm ent is  g r e a t e r  th an  the  dem and  of th e  lo c a l  

in d u s t ry  th a t  the  a ffi l ia te  d isp lace d .  The in c r e a s e  in  the  dem and  w ill  

b e  a t i ts  m ax im u m  w hen th e r e  is  no d isp la c e m e n t  of lo c a l  f i r m s  by 

th e  fo re ig n  a f f i l ia te s .

T h e re  i s  no e m p i r ic a l  ev idence  on the  net in c r e a s e s  in d o m e s ­

t ic  d em and  by  the  fo rm a t io n  of new fo re ig n  s u b s id ia r ie s  in  h o s t  

c o u n tr ie s .  So it  is  im p o s s ib le  to  t e l l  th e  exac t im p a c t  of fo re ig n  

a f f i l ia te s  on th e  d o m e s t ic  d em and  in th e  h o s t  coun try .

T h e o re t ic a l ly  i t  w ould s e e m  th a t  t h e r e  would b e  a  net i n c r e a s e  

in  the  dem and  fo r  d o m e s t ic  raw  m a t e r i a l s  and equ ipm ent b e c a u s e  it  

u su a lly  ta k e s  a. l a r g e r  f i r m  to  d r iv e  a n o th e r  f i r m  out of b u s in e s s . .  A lso , 

fo re ig n  a f f i l ia te s  u su a l ly  go in to  c o u n tr ie s  w h e re  they  hope to  expand 

th e i r  o p e ra t io n s  w h e re a s  lo c a l  f i r m s  a r e  unab le  to  do so . T he e x p a n ­

s io n  in  b u s in e s s  o p e ra t io n  im p lie s  i n c r e a s e d  dem and  fo r  lo c a l  raw  

m a te r i a l s  and  equ ipm ent.

Be th a t  a s  i t  m ay , t h e r e  i s  so m e  e m p i r ic a l  ev idence  on the  

p u r c h a s e  of U nited  S ta tes  a f f i l ia te s  in  the  h o s t  c o u n tr ie s .  The 1957 

ce n su s  of U nited  S ta tes  in v e s tm e n ts  in  a l l  fo re ig n  c o u n tr ie s  show ed 

p u r c h a s e s  of d o m e s t ic  m a te r i a l s  and s e r v i c e s  in the  fo re ig n  c o u n tr ie s  

of $22 b i l l io n ,  of w hich $11 b i l l io n  w as  by  m a n u fa c tu r in g  c o m p an ies .

In C anada a lone  the  p u r c h a s e s  of d o m e s t ic  m a te r i a l s  and 

s e r v i c e s  b y  U nited  S ta tes  a f f i l ia te s  am oun ted  to  $7 b il l io n , of w hich
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$4. 7 b il l io n  w as by m a n u fa c tu r in g  f i r m s .  The c e n su s  concludes:

The fu ll  am ount of p ro d u c tio n  c o s ts  and o th e r  p a y m e n ts  a b ro a d
cannot be tak en  as  a m e a s u r e  of the  net gain  to fo re ig n  c o u n tr ie s ,
s in c e  the  fo re ig n  f a c to r s  of p ro d u c tio n  em ployed  would have  been
u t i l iz e d  to  so m e  ex ten t in any case ,  yet a s u b s ta n t ia l  p a r t  of th is
to ta l  r e p r e s e n t s  a net gain  in  p ro d u c tio n  ab ro ad .  In the  r e la t iv e ly
u n d e rd ev e lo p ed  c o u n tr ie s  w h e re  r e s o u r c e s  w ould have b een  only
sc a n t i ly  u ti l iz ed ,  a  v e r y  l a r g e  p a r t  of the  output r e s u l t in g  f ro m
U nited  S ta tes  in v e s tm e n t  can  be r e g a r d e d  a s  a ne t ga in  to  lo c a l  

9 1 3eco n o m ies .

T h e re  is  a  s u b s ta n t ia l  im p ac t  on the  em p lo y m en t le v e l  by  the 

c r e a t io n  of fo re ig n  a f f i l ia te s  in  h o s t  c o u n tr ie s ,  a s  s ta te d  b e fo re .  The 

ce n su s  shows th a t  in  1957 U nited  S ta tes  a f f i l ia te s  a b ro a d  em ployed  o v e r  

th r e e  m il l io n  p e r s o n s .  About 670, 000 w e r e  em ployed  in  Canada, of 

w hich  35 ,000  h e ld  s u p e rv i s o ry ,  p ro fe s s io n a l  o r  te c h n ic a l  p e r so n n e l  

jo b s .  The ne t im p a c t  h e r e  ag a in  is  d iff icu lt to  d e te rm in e  s in c e ,  in any 

c a s e ,  m an y  of th e s e  p eop le  would have b e e n  em ployed  by  lo c a l  f i r m s .

Thus P r o f e s s o r  B e h rm a n  concludes:

The added dem and  fo r  r e s o u r c e s ,  r e s u l t in g  in h ig h e r  f a c to r  
p a y m e n ts ,  h as  not a lw ays b een  w e lc o m e d - - a s  in  p e r io d s  of o v e r ­
fu ll  em ploym en t in  E u ro p e ,  but it h as  b e e n  e a g e r ly  r e c e iv e d  in  
m o s t  of the  l e s s  developed  c o u n tr ie s .

The in c r e a s e d  d em and  fo r  th e se  r e s o u r c e s  c a u s e s  sh if ts  in 

th e m  and g ra d u a l ly  i n c r e a s e s  t h e i r  c o s ts ,  in c lu d in g 'c a p i ta l .  It is  

u su a l ly  a rg u e d  th a t  the  inflow of c a p ita l  w il l  r e d u c e  the  r e t u r n  to 

c a p i ta l  due to  d im in ish in g  m a rg in a l  r e tu r n s  to  c a p i ta l  in  the  hos t

2-^U . S. D e p a r tm e n t  of C om m erce ,.  O ffice of B u s in e s s  E c o ­
n o m ic s ,  U, S. B u s in e s s  In v e s tm e n t  in  F o re ig n  C o u n tr ie s  (W ashington: 
U nited  S ta te s  G o v ern m en t P r in t in g  O ffice, 1960; A su p p le m e n t to  the  
S u rv ey  of C u r r e n t  B u s in e s s ), pp. 5-6, T ab le  2 9.
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c o u n try .  . P r o f e s s o r  B e h rm a n  a rg u e s  th a t  th is  m a y  not be  the  case :

The fac t  th a t  fo re ig n  in v e s to r s  in c r e a s e  the  dem and  f o r  d o m e s t ic  
c a p i ta l  c a s t s  doubt on th is  conclus ion . T h is  is  m o re  r e a d i ly  s e e n  
when a jo in t  v e n tu re  is  involved, bu t i t  is  a l s o  t ru e  fo r  th o se  
w holly  owned s u b s id ia r i e s  w hich  b o r ro w  on th e  d o m e s tic  m a rk e t  
f o r  s h o r t - t e r m  and o th e r  c a p i ta l  n e e d s .  Thus t h e r e  is  no im m e d ­
ia te  re d u c t io n  of r e t u r n s  to  cap ita l;  r a t h e r  t h e r e  m a y  be  an 
i n c r e a s e ,  A p a r t i a l  offse t to  the  i n c r e a s e d  dem and  fo r  c a p i ta l  
a r i s e s  f ro m  the  h ig h e r  v o lum e of sav in g s  g e n e ra te d  by th e  new 
e n t e r p r i s e s ,  and  by the  h ig h e r  le v e l  of n a tio n a l  incom e.

A lso  w ages  a r e  l ik e ly  to  r i s e  in the  lo n g - ru n  due to  an in c r e a s e  

in  th e -p ro d u c tiv i ty  of la b o u r  in  the  new ly fo rm e d  in d u s t r i e s ,  c a u se d  in 

tu r n  b y  the  g r e a t e r  u se  of m a c h in e ry  and new technology . A lso ,, in  the  

h o s t  c o u n tr ie s  union d em ands  su p p o r te d  b y  the  g o v e rn m en t w ill  give 

added w eight to  the  w age in c r e a s e s .  T h e re  i s  so m e  e m p i r ic a l  ev idence  

w hich  su p p o r ts  su ch  a n a ly s is .  A m e r ic a n  a f f i l ia te d  co m p an ies  pay  

h ig h e r  than  a v e ra g e  w ages  in  fo re ig n  c o u n tr ie s .  T h is  i s  p a r t i c u la r ly  

t r u e  fo r  new c o m p an ie s  th a t  a r e  w holly  ow ned .in  the  U nited1 S ta te s .

A cco rd in g  to  Dunning, United S ta tes  a f f i l ia te s  do e x e r t  

p r e s s u r e  to  r a i s e  w ag es  in  t im e  of la b o u r  sh o r ta g e .  Such la b o u r  

s h o r ta g e  e x is te d  in  B r i ta in  a f te r  W o rld  W a r ' l l .  Dunning o b se rv e s :

Sk illed  la b o r  of the  k ind r e q u i r e d  h a s  b een  a v e r y  s c a r c e  
co m m o d ity  s in c e  the  w a r ,  and the  te n d e n c ie s  fo r  m any  A m e r ic a n  
s u b s id ia r ie s  to  p ay  w ell  above the c u r r e n t  w age r a t e s  to  a t t r a c t  
the  n e c e s s a r y  n u m b e rs  h as  c a u se d  c e r ta in  o ld e r ,  e s ta b l is h e d  
f i r m s  in  the  s u r ro u n d in g  a r e a s  to  have  so m e  m isg iv in g s  about 
the  d e s i r a b i l i ty  of su ch  in v e s tm e n t ,  p a r t i c u la r ly  w hen c o m p a ra t iv e  
w age s p i r a l s  develop to  the  d e t r im e n t  of the  f i r m s  who c a n  l e a s t  
a ffo rd  to  pay. H ow ever, th is  p ro b le m  is ,  o r  shou ld  be, e s s e n ­
t ia l ly  s h o r t - t e r m  in  c h a r a c t e r  and can  only be  a t t r ib u te d  in  p a r t  
to  the  p r e s e n c e  of U nited  S ta te s - f in a n c e d  c o m p an ie s ,  as  the  influx 
of new f i r m s  dem anding  u n fa m il ia r  p ro d u c t io n  tech n iq u es  and
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ty p es  of la b o u r  has  b een  a  g e n e ra l  f e a tu re  of the  p o s tw a r  d ev e lo p ­
m e n t  of su ch  a r e a s .

C o n t r a ry  to  lo c a l  c o m p la in ts  about the  s e v e r e  co m p eti t io n  fo r  

a l im i te d  supply  of la b o u r ,  Dunning concludes  th a t  in  the  long  ru n  the  

r e q u i r e d  a d ju s tm e n ts  by  lo c a l  f i r m s  m a y  b en e f i t  bo th  w o r k e r s  and 

c o n s u m e rs .  F o r  example,. Dunning exp la ins  how the  ju te  in d u s try ,  

w hich  lo s t  la b o u r  to  so m e  of the  new United S ta tes  f i r m s  in  one a r e a ,  

w as  r e q u i r e d  to  in c r e a s e  w ag es  and p ro v id e  b e t t e r  w ork ing  cond itions  

in  o r d e r  to  s ta y  in  b u s in e s s .  T h is  w as  a c c o m p lish e d  th ro u g h  the  use  

of new m a c h in e ry  and the  im p le m e n ta t io n  of m odern , m a n a g e r ia l  

m e th o d s ,  w ith  the  end r e s u l t  of b e n e f i ts  to  the  w o rk e r s  as  w e ll  a s  the  

c o n s u m e rs .

In c re a s e d  p ro d u c t io n  a r i s in g  f ro m  in tro d u c tio n  of a  new p r o d ­

uct,  expansion  of s a le s  of the  e x is t in g  p ro d u c ts ,  and the  i n c r e a s e  in 

the  f a c to r  p a y m e n ts ,  a r e  a l l  r e f le c te d  in a l a r g e r  g ro s s  n a tiona l 

p ro d u c t  fo r  the  h o s t  coun try .

F o r  the th e o r e t ic a l  a n a ly s is  of the  i n c r e a s e  in r e a l  incom e 

by  fo re ig n  c a p i ta l  in  the  h o s t  coun try ,  we m u s t  depend on the  a n a ly s is  

b y S i r G .  D. A. M acD ougall.

The a im  of S ir  M acD o u g a ll1 s a n a ly s is  is  " to  a s s e s s  the  d i f f e r ­

ence  m ad e  to  the  r e a l  in co m e  of A u s t r a l ia  a t  a  g iven m o m en t of t im e  

b y  the  p r e s e n c e  of m o re  o r  l e s s  fo re ig n -o w n e d  p r iv a te  c a p ita l  in the

214 Dunning, op. c i t . , p. 300.
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c oun try ,  on the  a s su m p t io n  th a t  the  econom ic  fo rc e s  involved  have had 

t im e  to  w o rk  th e m s e lv e s  out. . . J '215  He b eg in s  h is  a n a ly s is  w ith  

te n  " d r a s t i c  a s su m p t io n s "  w hich a r e  r e la x e d  as  the  a n a ly s is  p ro c e e d s .  

The a s su m p tio n s  a re :

(1) the  g o v e rn m e n t 'm a in ta in s  "full em p loym en t w ithout o v e r ­

em p lo y m en t"  o r ,  m o r e  g e n e ra l ly ,  a co n s ta n t  d e g re e  of 

em p lo y m en t of A u s t ra l ia n  r e s o u r c e s ;

(2) no taxa tion ;

(3) the  s iz e  of la b o u r  fo rc e  is  independen t of th e  s to c k  of fo re ig n  

cap ita l;

(4) the  s to c k  of A u s t r a l ia n  owned c a p i ta l  is  independent of the  

s to c k  of fo re ig n  cap ita l;

(5) no e x te rn a l  eco n o m ies ;

(6) co n s ta n t  r e tu r n s  to  sca le ;

(7) p e r fe c t  com petition ;

(8) m o r e  o r  l e s s  in v e s tm e n t  f ro m  a b ro a d  has  no e ffec t on the  

t e r m s  of t ra d e ;

(9) it c r e a te s  no d iff icu l t ie s  fo r  the  b a la n c e  of p a y m e n ts  w hich

can  be  a d ju s te d  sm oo th ly ,  and w ithout cos t,  as  re q u ire d ;

(10) the  i n c r e a s e  in  fo re ig n  cap ita l  c o n s id e re d  does not r e q u i r e  

changes  in A u s t r a l ia n  po licy  th a t  th e m s e lv e s  m a y  involve a 

i. lo s s  to  A u s t ra l ia .

215M acDougal l ,  pp. c i t . , p. 13. H e re a f te r  a l l  the  quo ta tions  
w ill  be  f ro m  th is  s o u rc e  u n le s s  o th e rw ise  noted.
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In F ig u re  3 l in e  GK r e p r e s e n t s  the  p h y s ic a l  c a p i ta l  s to c k  in 

A u s t r a l ia  in r e la t io n  to  the  p h y s ic a l  m a rg in a l  p ro d u c t  of c ap ita l ,

"g iven  the  am ount of o th e r  f a c to r s  of p ro d u c tio n , w hich  we s h a l l  c a l l  

' la b o u r .  At the  beg inn ing  the  ca p ita l  s to ck  is  AC, w hich  c o n s is ts  of 

AB owned by  the  A u s tra l ia n s  and BC owned by fo re ig n e r s .  Due to  h is  

a s su m p t io n s ,  "p ro f i t  p e r  unit of c a p i ta l  equa ls  the  m a rg in a l  p ro d u c t  

of c a p ita l ,  " thus  the  to ta l  p ro f i t s  a r e  F E B A  on th e  A u s t ra l ia n  cap ita l  

and  EDCB on  fo re ig n  c a p ita l .  L a b o u r 's  s h a r e  of the  to ta l  output is  

the  r e m a in in g  p o r t io n  of GDF, th e r e f o r e  the  to ta l  output is  equal to 

GDCA.

Now su p p o se  fo re ig n  c a p i ta l  i n c r e a s e s  f ro m  BC to  BL; th is  

w ill  c a u se  a change in p ro f i t s  to. bo th  the A u s tra l ia n  c a p i ta l  o w n ers  

a s  w ell a s  the  fo re ig n  ow ners  and change the  s h a r e  of la b o u r .  F o re ig n  

p ro f i t s  now b e co m e  IKLB, th e  new fo re ig n  c a p ita l  now e a rn s  JK L C , 

and  the  old fo re ig n  c a p i ta l  lo s e s  ED JI " b e c a u se  the  m a rg in a l  p ro d u c t  

of c ap ita l ,  and h ence  the  p ro f i t  r a te ,  have  fa lle n .  " T o ta l fo re ig n  

p ro f i t s  on b a la n c e  a r e  " a lm o s t  c e r t a in  to  r i s e ,  b e c a u s e  'th e  e la s t ic i ty  

of dem and  fo r  fo re ig n  c a p i ta l '  (as we s h a l l  c a l l  the  p e rc e n ta g e  in c r e a s e  

in  th e  s to c k  of fo re ig n  c a p i ta l  a s s o c ia te d  w ith  a one p e r c e n t  fa l l  in  i ts  

m a r g in a l  p ro d u c t)  a lm o s t  c e r ta in ly  e x ceed s  unity. " L a b o u r  gains  

FDKH and A u s t ra l ia n  c a p i ta l  o w ners  lo se  FEIH , t h e r e fo r e  on th e  b a l ­

ance  A u s t r a l i a  ga ins  EDKI, and s in c e  DKJ is  r e la t iv e ly  s m a l l ,  A u s ­

t r a l i a ' s  gain  is  a p p ro x im a te ly  ED JI, w hich is  equal to  the  old fo re ig n
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c a p i ta l  lo s s .  Thus A u s t ra l ia  ga ins  w hat fo re ig n  in v e s to r s  lo s e - - E D J I .  

" A u s t r a l ia  does not, a s  i s  s o m e t im e s  thought, gain  the  w hole of FD JH , 

i. e . , the  w hole of the  i n c r e a s e  in r e a l  w ag es  r e s u l t in g  f ro m  la b o u r 's  

higher- m a rg in a l  p ro d u c tiv i ty ,  bu t only a  p ro p o r t io n  c o r re s p o n d in g  to  

the  r a t io  of fo re ig n  to  to ta l  cap ita l ;  the  g r e a t  bu lk  of la b o u r 's  gain  is  

m e r e ly  a r e d i s t r ib u t io n  f ro m  A u s t ra l ia n  c a p i ta l i s t s .  "

In C anada ga ins  w ill  b e  even g r e a t e r  s in c e ,  as  we have shown, 

the  C anad ian  econom y on the  a v e ra g e  is  m o r e  c a p i ta l  in te n s iv e ,  i . e . , 

the  r a t io  of c a p ita l  to  output i s  g r e a t e r  than, m o s t  o th e r  c o u n tr ie s ,  

e s p e c ia l ly  th o se  w ith  a m o re  so u th e rn  lo ca tio n .  Thus, the  C anad ian  

" e la s t i c i ty  of d em and  fo r  fo re ig n  c a p i ta l"  w il l  b e  l e s s  e la s t i c  than  

th a t  of A u s t ra l ia .  In Canada a b ig g e r  change in  th e  c a p ita l  s to c k  

c a u s e s  a  s m a l l e r  change in  the  m a rg in a l  p ro d u c t  of c a p i ta l  than .w ould  

be  the  c a s e  in  A u s tra l ia .

A ssu m p tio n  two is  r e m o v e d  and a llo w an ce  is  p ro v id e d  fo r  

tax a tio n . L e t t r e p r e s e n t  the  r a t e  of tax  on fo re ig n  p ro f i t s .  "T h is  

often  a p p ro a c h e s  o n e -h a lf  w h e re  a l l  p ro f i t s  a r e  d is t r ib u te d ,  and we 

s h a l l  fo r  s im p l ic i ty  u se  th is  f ra c t io n  a s  an  i l lu s t r a t iv e  o r d e r  of m a g ­

n itude, though it shou ld  be  b o rn e  in  m ind  th a t  it i s  on the  high s id e .  " 

A u s t ra l i a  now gains t(JK L C ) p lus  half  of the  p re v io u s  gain, th u s  h e r  

to ta l  ga in  now is  t(JK L C ) +'. ( l- t) (E D JI).  In C anada the  tax  gain  f ro m  

fo re ig n  e n t e r p r i s e s  b ro u g h t  to  the  C anadian  G o v ern m en t about $800 

m il l io n  in  1957, and at the  p r e s e n t  it i s  m u ch  m o re  than  th a t .
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Next a s su m p tio n  th r e e  is  r e m o v e d  and a llow ance  is  m ad e  to  

.m a k e  the  s iz e  of the A u s t ra l ia n  la b o u r  fo rc e  dependent on the  am ount 

of fo re ig n  c ap ita l ,  " i t  is  not u n re a so n a b le  to  su p p o se  tha t  im m ig ra t io n  

po licy  (and the  supp ly  of w ou ld -be  im m ig ra n ts )  w ill  b e  r e l a t e d  in so m e  

way to  the  le v e l  of A u s t r a l ia n  in c o m e s  and  th e s e  w ill be  a f fec ted  by 

the  am oun t of fo re ig n  c ap ita l .  "

The above gains  f ro m  m o re  fo re ig n  c a p i ta l  w ill  r a i s e  incom e 

p e r  head  if the  la b o u r  fo rc e  is  not i n c r e a s e d  in  A u s t ra l ia .  Thus it 

w ill be p o s s ib le  fo r  A u s t r a l i a  to  b r in g  in, new im m ig ra n ts  w ithout 

hav ing  to  s a c r i f i c e  the  p r e s e n t  le v e l  of in c o m e  to  A u s tra l ia n . la b o u r .  

Im p o r ta t io n  of im m ig ra n ts  w il l  not be  in an exac t p ro p o r t io n  to  the  

in c r e a s e  in  the  A u s t ra l ia n  ga ins  f ro m  the  fo re ig n  c a p i ta l  b e c a u s e ,  "if 

the  c r i t e r i o n  fo r  im m ig ra t io n  w as  th a t  v a r ia t io n s  in  fo re ig n  in v e s tm e n t  

shou ld  not a ffec t to ta l  in co m e  p e r  head  (and it m ay  b e  w o r th  r e p e a t in g  

th a t  th is  would not p r e c lu d e  a  r i s in g  in co m e p e r  h ead  o v e r  t im e ) ,  it 

would not then  be  p o s s ib le  to  i n c r e a s e  by as  m u ch  as  1 p e rc e n t .  But 

so m e  s m a l l e r  i n c r e a s e  would be  p o s s ib le  s in c e ,  if t h e r e  w e r e  none, 

in co m e p e r  head  would be  r a i s e d  by  the  e x t r a  fo re ig n  cap ita l .  " (Sir 

M acD ougall h e r e  su p p o ses  an  in c r e a s e  by  1 p e rc e n t  in  the  to ta l  c a p i ta l ,  

w hich  w il l  r e s u l t  in an in c r e a s e  of 10 p e r c e n t  in  fo re ig n  c a p ita l ,  1 p e r ­

cen t i n c r e a s e  in the  la b o u r  fo rc e  and 1 p e r c e n t  in c r e a s e  in  to ta l  output.)

Now re m o v e  a s su m p t io n  fou r,  th a t  the  s to c k  of A u s t ra l ia n  

owned c a p i ta l  is  independen t of the  am ount of fo re ig n  cap ita l .
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: The h ig h e r  the  fo re ig n  s to c k  of c a p i ta l  a t  so m e  fu tu re  date, the  
h ig h e r  m u s t  the  inflow b e  b e tw een  now and then , and the  h ig h e r  
is  the  s to c k  l ik e ly  to  be  at m o s t  in te rv e n in g  d a tes .  The h ig h e r ,  
t h e r e fo r e ,  is  A u s t ra l ia n  in co m e  l ik e ly  to  be in  m o s t  in te rv e n in g  
y e a r s ,  .... . if A u s t ra l ia n  owned c a p i ta l  i s  unaffec ted  by the  
h ig h e r  fo re ig n  in v e s tm e n t.

The h ig h e r  incom e su g g e s ts  th a t  A u s t ra l ia n  sav ings  and 

in v e s tm e n t  p ro b a b ly  w ill  be  h ig h e r ,  w hich  w ill  le a d  to  h ig h e r  s to ck  

o w n ersh ip  of the  A u s t ra l ia n s  in the  fu tu re .  H ow ever, th is  conc lus ion  

b e c o m e s  l e s s  convincing  w hen "accoun t i s  tak en  of such  f a c to r s  as 

the  r e d i s t r ib u t io n  of in co m e  be tw een  c a p i ta l  and la b o u r  r e s u l t in g  f ro m  

in c r e a s e d  fo re ig n  in v e s tm e n t  and f ro m  any co n seq u en t i n c r e a s e  in 

im m ig ra t io n .  . . . "

Now re m o v e  a s su m p t io n  five and allow fo r  p o s s ib le  e x te rn a l  

e co n o m ies  f ro m  e x t r a  fo re ig n  c a p i ta l  in v e s tm e n t  in  A u s tra l ia ,  i. e. , 

e co n o m ies  e x te rn a l  to  fo re ig n  e n t e r p r i s e s  in v e s t in g  the e x t r a  cap ita l .

If t h e r e  is  an e x c e s s  of v a lu e  added to  output m in u s  p ro f i t s  b ro u g h t 

about by  th is  c a p i ta l  a f te r  ta x e s ,  then  th is  e x c e s s  i s  a f u r th e r  gain  to 

A u s t ra l ia .

H ow ever, th is  gain  m a y  be  o ffse t  by  the  l o s s e s  c a u se d  by the 

e x te rn a l  eco n o m ies  e ls e w h e re  in  the  econom y (m en tioned  e a r l i e r ) .

The gain  (which m a y b e  nega tive)  a c c o rd in g  to  M acD ougall w ill  be 

equal to:

. . .  (a) the r e s u l t in g  change  in the w age b i l l  p lu s  (b) the  r e s u l t in g  
change  in  p ro f i t s  of A u s t ra l ia n  c a p i ta l i s t s  p lu s  (c) the  tax  on the  
r e s u l t in g  change in p ro f i t s  on the  "o ld"  fo re ig n  cap ita l .  If the 
b en ef it  of the e x te rn a l  eco n o m ies  s p re a d s  to both  c a p i ta l  and
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la b o u r - - a n d  th is  s e e m s  a p r i o r i  the  m o s t  l ik e ly  o u tc o m e - - (a ) ,  (b), 
and (c) w ill  a l l  be  p o s i t iv e ,  and th e r e  m u s t  be  f u r th e r  gain  to  
A u s tra l ia .

/

A u s t ra l i a  w ill  s t i l l  gain  even  if t h e r e  a r e  c a p i ta l  lo s s e s  as  long as 

la b o u r  in A u s t r a l ia  g a in s ,  and la b o u r  w ill  continue to  gain  s in c e  the  

e x te rn a l  eco n o m ies  w ill  " p re s u m a b le "  in c r e a s e  output, b e c a u s e  la b o u r 's  

gain  w ill  be l a r g e r  than, th e  c a p i ta l  lo s s e s .  And s in c e  A u s t ra l i a  b e a r s  

p a r t  of the c a p i ta l 's  l o s s e s ,  then  th e r e  is  a  ne t g a in . to  A u s tra l ia . ,  Even 

if  la b o u r  b e n e f i ts  noth ing  th e r e  w ill  be  a f u r th e r  gain  to  A u s tra l ia ,  

"p ro v id e d  th e r e  is  no a b so lu te  re d u c tio n  in the w age b i l l .  B u t  if t h e r e  

i s  an  ab so lu te  re d u c tio n ,  A u s t r a l i a  m a y  lo se .  "

Now re m o v e  a s su m p t io n  s ix  and allow fo r  eco n o m ies  of s c a le  

" in  the  s e n se  th a t ,  if la b o u r  and c a p i ta l  w ere, both  i n c r e a s e d  by  1 p e rc e n t ,  

output would in c r e a s e  by  m o r e  than  1 p e rc e n t ,  w h e th e r  the  e x t r a  c a p ita l  

w e re  fo re ig n  o r  A u s tra l ia n .  "

E c o n o m ie s  of s c a le  would b r in g  f u r th e r  gain  to* A u s t r a l i a  when 

fo re ig n  c a p i ta l  in v e s tm e n t  is  in c r e a s e d .  E co n o m ies  of s c a le  could  be 

e i th e r  in te rn a l  o r  e x te rn a l  to  th e  f i r m s .  The f o r m e r  is  only p o s s ib le  

u n d e r  m o n o p o lis t ic  co m p etit io n . T h e re  could be a lo s s  but i t  is  un like ly  

" s in c e  a .m e r e  in c r e a s e  in  the  s c a le  s e e m s  l e s s  l ik e ly  to  c a u se  d r a s t i c  

changes  in  the  m eth o d s  of p ro d u c tio n  than  th e  p e rc e n ta g e  of add it iona l 

fo re ig n  ca p i ta l ,  w h e re  the  q u an ti ty  of e x t r a  c a p i ta l  is  the  s a m e  in  both  

c a s e s . "

Now re m o v e  a s su m p t io n  e ight and allow fo r  p o s s ib le  e ffec ts  of 

in v e s tm e n t  f ro m  a b ro a d  on the  t e r m s  of t r a d e .  H e re  M acD ougall
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f u r th e r  a s s u m e s  th a t  the  b a la n c e  of p a y m e n ts  can  be a d ju s te d  sm oo th ly ,  

th a t  t r a d e  b a r r i e r s  a r e  not r a i s e d  and lo w e re d  to c o r r e c t  te n d e n c ie s  to  

in te rn a t io n a l  d e f ic i t  and s u rp lu s  re s p e c t iv e ly ,  and  th a t  the  im p r o v e ­

m e n t  in  th e  b a la n c e  of p ay m en ts  r e q u i r e s  a w o rse n in g  in  the  t e r m s  of 

t r a d e  and  c o n v e rse ly .  On th e se  a s su m p t io n s  the  t e r m s  of t r a d e  m ay  be  

a ffec ted  in  th r e e  w ays by  the  e x t r a  fo re ig n  in v es tm en t:

F i r s t ,  the  t r a n s f e r  of p ro f i t s  a b ro a d  w il l  tend  to  r e q u i r e  a 
w o rse n in g  in  the  t e r m s  of t r a d e  to  g e n e ra te  the  n e c e s s a r y  s u rp lu s  
in the  o th e r  i te m s  of the  b a la n c e  of p a y m e n ts .

Secondly, the  t e r m s  of t r a d e  m a y  be a ffec ted  by  the  i n c r e a s e  
in  output and in co m e in  A u s t r a l ia  r e s u l t in g  f ro m  th e  e x t r a  fo re ig n  
in v e s tm e n t  and by  any  consequen t changes  ab ro ad .  . . .

T h ird ly ,  th e  m o v em en t of c a p i ta l  a c r o s s  the  exchanges  w il l  
a ffec t the  t e r m s  of t r a d e .  An.inflow w ill  ten d  to  im p ro v e  th e m , by  
c r e a t in g  a ten d en cy  to  s u rp lu s  in the b a la n c e  of p ay m en ts  . . . 
p ro v id e d  the  c a p i ta l  does not r e f le c t  e n t i re ly  add it iona l im p o rts ,  of 
c a p i ta l  goods and. r e m e m b e r in g  th a t  the  g o v e rn m en t is  a s s u m e d  to  
m a in ta in  a c o n s ta n t  d e g re e  of em ploym en t.  . . . S im ila r ly ,  the  
t e r m s  of t r a d e  w ill  ten d  to  w o rs e n  if and w hen th e  fo re ig n  c a p ita l  
flows out again .

Now re m o v e  a s su m p t io n  nine and  allow  fo r  the  b a la n c e  of p a y ­

m e n ts  p ro b le m  th a t  m a y  a r i s e  if A u s t r a l i a  ru n s  in to  su b s ta n t ia l  def ic i t .  

The q u es tio n  is  w h e th e r  m o r e  fo re ig n  in v e s tm e n t  w ill  co n tr ib u te  to 

th e s e  b a la n c e  of p a y m e n ts  p ro b le m s .

L e t us a s s u m e  fo r  the  m o m en t th a t  th e r e  a r e  no l a r g e  and 
r a p id  f lu c tu a tio n s  in the  flow of new in v e s tm e n t .  If, then , w ith  a 
g iven  flow, the  A u s t ra l ia n  b a la n c e  of p a y m e n ts  ten d s  to  im p ro v e  
o v e r  the  y e a r s  ah ead  w ith  f ixed  exchange r a t e s ,  a n  i n c r e a s e  in 
fo re ig n  in v e s tm e n t  w ill  not c a u se  t ro u b le  b y  sw e llin g  the  p ro f i t s  
th a t  have  to  be  r e m i t t e d  a c r o s s  the  exchanges ,  p ro v id e d  the  i n ­
c r e a s e  is  not too la rg e .  If on the  o th e r  hand the b a la n c e  tends  to  
w o r s e n  w ith  a g iven  flow of in v e s tm e n t ,  r e c u r r in g ,  c r i s e s  w ill  in
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any c a s e  be  like ly .  E x t r a  fo re ig n  in v e s tm e n t  w il l  not n e c e s s a r i l y  
then  a g g ra v a te  them ; i t  m ig h t a l le v ia te  th em . . The h ig h e r  p a y m e n ts  
of p ro f i t s  m igh t be  offset,, o r  m o re  than  o ffse t,  by  the  h ig h e r  c a p ­
i ta l  inflow s and by fa v o u ra b le  e ffec ts  on the  b a la n c e  of p a y m e n ts  
re s u l t in g  f ro m  the  e x t r a  p roduction ; . . .

f o r  th is  m igh t r e s u l t  in w hat is  ca l le d  " im p o r t - s a v in g "  o r  " e x p o r t-

c re a t in g .  " The p ro b le m ,  on the  o th e r  hand, m igh t be  a g g ra v a te d  by

e x t r a  foreign: in v e s tm e n t  when, i t  h a s  the e ffec t  of " im p o r t - c r e a t in g "  o r

" e x p o r t-d is c o u ra g in g .  " T h is  w ould le a d  to m o re  s e r io u s  and f re q u e n t

c r i s e s ,  "and the  r e s u l t in g  l o s s e s  would have to  be deb ited  a g a in s t  the

e x t r a  foreign, in v e s tm e n t  d e s c r ib e d  e a r l i e r .  "

F in a l ly ,  re m o v e  a s su m p t io n  ten , " th a t  th e  i n c r e a s e  of fo re ig n  

ca p i ta l  c o n s id e re d  does not r e q u i r e  changes  in  A u s t ra l ia n  p o licy  th a t  

th e m s e lv e s  m igh t involve a lo s s ,  " such  as  the  e n c o u ra g e m e n t  by  the  

A u s t ra l ia n  G overn m en t of fo re ig n  in v e s tm e n ts  th ro u g h  a re d u c t io n ,in  

tax  r a t e s  on fo re ig n  p ro f i t s .  Such lo s s  of c o u rs e  would h ave  to  be  s u b ­

t r a c t e d  f ro m  the gains so  f a r  d e s c r ib e d .  T h is  a s su m p tio n ,  how ever,  

does not apply  to  C anada, s in c e  i t  is  v e r y  doubtful th a t  the  Canadian  

G o v ern m en t w ould engage in any p o licy  th a t  would e n c o u ra g e  fo re ig n  

(e sp e c ia l ly  United S ta tes)  in v e s tm e n t ,  m uch  l e s s  p ay  fo r  it!

M acD ougall conc ludes  h is  a n a ly s is  w ith  th e s e  p a ra g ra p h s :

The m a in  co n c lu s io n s  of th is  a n a ly s is  a r e  f a i r l y  s t r a i g h t ­
fo rw a rd  and obvious. The m o s t  im p o r ta n t  d i r e c t  gains  to  A u s t r a l ia  
f ro m  m o re  r a t h e r  than  l e s s  p r iv a te  in v e s tm e n t  f ro m  a b ro a d  s e e m  
l ik e ly  to  com e th ro u g h  h ig h e r  tax  re v e n u e  f ro m  fo re ig n  p ro f i t s  (at 
l e a s t  if  the  h ig h e r  in v e s tm e n t  is  not induced  by  lo w e r  tax  r a t e s ) ,  
th ro u g h  eco n o m ies  of s c a le  and th ro u g h  e x te rn a l  eco n o m ies  
g e n e ra l ly ,  e s p e c ia l ly  w h e re  A u s t ra l ia n  owned f i r m s  a c q u ire
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"know -how " o r  a r e  fo rc e d  by  fo re ig n  co m p e ti t io n  to  adopt m o re  
effic ien t m e th o d s .

T h e se  gains m a y  p e r m i t  h ig h e r  im m ig ra t io n ,  w hich  w ill  
f u r th e r  i n c r e a s e  A u s tra l ia n . in c o m e ,  if the  im m ig ra t io n  p o l ic ie s  
a r e  r e l a t e d  in  so m e  w ay  to  the  s ta n d a rd  of liv ing . They  m a y  a lso  
le a d  to  h ig h e r  d o m e s t ic a l ly  f in an ced  in v e s tm e n t ,  w hich  w ill  l a t e r  
in c r e a s e  A u s t ra l ia n  in c o m e  s t i l l  f u r th e r ,  but th is  is  p ro b le m a t ic a l  
and depends c o n s id e ra b ly  on g o v e rn m en t policy ; if d o m e s t ic a l ly -  
f in a n ced  in v e s tm e n t  w e r e  a llow ed to  fa l l  when, m o r e  fo re ig n  c a p i ta l  
c a m e  in, A u s t r a l ia n  in co m e  could  a c tu a l ly  be lo w e r  a t  s o m e  fu tu re  
da te  than  o th e rw ise  would have been .

T he e f fec ts  of e x t r a  fo re ig n  in v e s tm e n t  on th e  t e r m s  of t r a d e ,  
w h ic h  m ig h t  be fav o u ra b le  o r  u n fav o u rab le ,  a r e  u n lik e ly  to  be  
la r g e .  The e ffec ts  on b a la n c e  of p a y m e n ts  could  b e  m o re  i m p o r ­
tan t.  T hey  could  b e  fav o u rab le ,  bu t th e  d an g e r  of fu tu re  b a la n c e  
of p a y m e n ts  c r i s e s  m ig h t b e  in c r e a s e d ;  fo r  t h e r e  a r e  in ev itab ly  
f lu c tu a tio n s  in  the  ne t inflow of p r iv a te  c ap ita l ,  and p a r t  a t  l e a s t  
of the  f o r e ig n e r s '  p ro f i t s  have  to  b e  t r a n s f e r r e d  a c r o s s  the  e x ­
ch anges .  2 1 °

216 T h is  v e r y  s h o r t  and d a n g e ro u s ly  a b r id g e d  s u m m a r y  of 
M acD o u g a ll 's  e x c e lle n t  th e o r e t ic a l  a n a ly s is  i s ,  of co u rse , ,  inadequa te  
fo r  the  unders tand ing , of h is  a r t ic le ;  h o w ev er ,  hene  o u r  p u rp o se  has  
b e e n  to  p r e s e n t  h is  m a in  id e a s  a s  to  the  c o s ts  and b e n e f i ts  of b o r r o w ­
ing a b ro a d  to  th e  h o s t  co u n try ,  in  su p p o r t  of o u r  r e s e a r c h ,  and  po in t 
out s o m e  changes  th a t  p e r t a in  to  the  C anad ian  c a se .  F o r  the  u n d e r ­
s tan d in g  of h is  a n a ly s is  the  r e a d e r  is  r e f e r r e d  to  h is  a r t i c le .
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CONCLUSION

O ur p u rp o se s  in  th is  s tu d y  as  s ta te d  in  the  " in tro d u c t io n  and 

P u r p o s e "  w e re  the  following: (1) to  p r e s e n t  and a n a ly ze  th e  ex ten t of 

U nited  S ta tes  in v e s tm e n t  in  C anada s in c e  1950, the  r e a s o n s  fo r  it,  and 

the  C anadian  reac t io n ;  (2) to  ex am in e  the  e ffec ts  of th e  p o l ic ie s  and 

p r a c t i c e s  of fo re ig n  e n t e r p r i s e s  in  C anada on the  Canadian- econom y 

and dependence; (3) to  d e s c r ib e  the  c o s ts  and b en e f i ts  of fo re ig n  in v e s t ­

m en t ,  e s p e c ia l ly  w ith  r e f e r e n c e  to  the  c a p i ta l - r e c e iv in g  co u n try  

' (Canada), in p a r t i c u la r  th e  re la t io n s h ip  be tw een  c a p i ta l  fo rm a t io n  and 

econom ic  growth; and (4) to  p r e s e n t  the  th e o r e t ic a l  a n a ly s is  of the  c o s ts  

and b e n e f i ts  of fo re ig n  in v e s tm e n t1 to  the  h o s t  coun try .

T h e se  p u rp o s e s ,  e s p e c ia l ly  two and th r e e ,  can  b e  ach iev ed  

only w ith  so m e  r e s e r v a t io n s .  N u m b e r  two is  so  in te rw o v e n  w ith  p o l i t ­

ic a l  i s s u e s  it b e c o m e s  im p o s s ib le  to  s e p a r a te  th e  econom ic  f ro m  the  

p o l i t ic a l  f a c to r s .  T h e re  i s  a l s o  in su ff ic ie n cy  of q u an ti ta t iv e  da ta  on 

th is  m a t t e r .  N u m b er  th r e e  la c k s  an a c c e p te d  th e o r e t ic a l  f r a m e w o rk  

hav ing  a r e a s o n a b le  am ount of a c c e p ta n c e  am ong ec o n o m is ts .

The a n a ly s is  of any eco n o m ic  p ro b le m  is  l im i te d .n o t  only  by

la c k  of su ff ic ien t  d a ta  but m o re  so  by th e o re t ic a l  co n cep ts  w ith in  w hich

179
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su ch  a n a ly s is  can  be  in te rp r e te d .  In m o s t  econom ic  p ro b le m s ,  th e o r y  

h a s  ten d ed  to  lag  beh ind  the  a c tu a l  c o u r se  of even ts ; th is ' is  e v e n .m o re  

t r u e  in  the  f ie ld  of in te rn a t io n a l  e c o n o m ics ,  e s p e c ia l ly  w h e re  c a p ita l  

flow s and th e i r  e ffec ts  on the  h o s t  c o u n tr ie s  a r e  c o n ce rn ed .  P r o f e s s o r  

N u r k s e 's  o b s e rv a t io n  is  co n f irm e d  in th is  s tudy. "E co n o m ic  th e o ry  

ten d s  in e v ita b ly  to  lag  b e h in d  th e  a c tu a l  c o u r s e  of even ts .  But in  the  

f ie ld  of in te rn a t io n a l  c a p ita l  m o v em en ts  th is  la g  h as  b een  u nusua lly  

g re a t .  "217 M any of th e  th e o r e t ic a l  co n cep ts  n e c e s s a r y  fo r  ana lyz ing  

in te rn a t io n a l  c a p i ta l  flow s a r e  e i th e r  u n re so lv e d  o r  in  conflic t.  F i r s t ,  

th e  q u es tio n  of who b e n e f i ts  and  who lo s e s  a s  b e tw een  le n d e r  and i n ­

v e s to r  is  s t i l l  an u n re so lv e d  ques tion  in econom ic  l i t e r a tu r e ;  so m e  

c la im  i t  only b e n e f i ts  the  le n d e r ,  o th e rs  a rg u e  ju s t  the  opposite .  The 

q u es tio n  is  a lso  clouded  by  confusion  of econom ic  and p o l i t ic a l  i s s u e s .  

H ow ever, a s  we have  s ta te d  b e fo re ,  t h e r e  a r e  b e n e f i ts  a c c ru in g  to  bo th  

th e  l e n d e r  and the  b o r r o w e r  f ro m  in te rn a t io n a l  c a p i ta l  m o v e m e n ts .  

Second,, econom ic  l i t e r a t u r e  is  not in a g re e m e n t  on the  q u es tio n  as  to  

w h e th e r  fo re ig n  in v e s tm e n t  g e n e ra te s  spend ing  in  th e  c a p i ta l - e x p o r t in g  

o r  cap ita l-^ im porting  co u n try .  The a n s w e r  depends not only on the 

c o u n try  and i ts  c i r c u m s ta n c e s  bu t a lso  on th e  th e o ry  of c a p i ta l  m o v e ­

m e n ts .  T h e re  is  e v e n T e ss  th e o r e t ic a l  a n a ly s is  as  to  the  e ffec ts  on

th e  econom y of th e  c a p i ta l - r e c e iv in g  c o u n try  f ro m  th e  p o l ic ie s  and 

p r a c t i c e s  of fo re ig n  s u b s id ia r ie s .

^ -^ N u rk se ,  op. e i t . , p. 120.
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In sp ite  of th e s e  l im i ta t io n s  of th e o r e t ic a l  d i s a g re e m e n ts ,  th is  

s tudy  does su g g e s t  sp m e  co n c lu s io n s  as  to  the  co s ts ' 'an d  b e n e f i ts  to  

C anada f ro m  im p o r t in g  d i r e c t  in v e s tm e n t  (with so m e  a c c u ra c y )  due to 

th e  a v a i la b i l i ty  of The O regon 'S tudy  and M acD ouga ll 's  a n a ly s is .  As we 

have  po in ted  out in  o u r  c h a p te r  on the  c o s ts  and b e n e f i ts  to  Canada, 

t h e r e  a r e  two opposing  v iew s on th is  ques tion . We b e l ie v e  th a t  n e i th e r  

e x t r e m e  p o s it io n  is  c o r r e c t ,  t h e r e f o r e  th is  s tudy  conc ludes  th a t  the 

p re p o n d e ra n c e  of ev idence  su g g e s ts  th a t  C anada h as  b en e f i ted  c o n s id e r ­

ab ly  and th a t  the  o f fse tt in g  c o s ts  have  b e e n j a r g e l y  o v e re m p h a s iz e d .  

Many of th e  C anadian  o b jec tio n s  a r e ,  at l e a s t ,  u n p rovab le  a s  f a r  a s  the  

p o l ic ie s  and p r a c t i c e s  of fo re ig n  s u b s id ia r i e s  a r e  co n c e rn e d ,  due to  

th e  n o n a v a ila b i l i ty  of econom ic  d a ta  and a  th e o ry  to  su p p o rt  th em . Such 

o b jec tions  a r e  c lo thed  in and r e f l e c t  noneconom ic  c i r c u m s ta n c e s  which 

r e v e a l  a s h o r t s ig h te d  v iew  of foreign* in v es tm en t.

The m o s t  im p o r ta n t  b e n e f i t  to  C anada of h e r  fo re ig n  b o r ro w in g  

h as  b een  s p e e d ie r  c a p i ta l  fo rm a tio n  w hich  enhanced  the  c o u n t ry 's  p r o ­

ductive  ca p a c i ty  fo r  s p e e d ie r  econom ic  deve lopm en t.  . It p e r f o r m s  the  

function  of he lp ing  to  b r in g  in te rn a t io n a l  t r a n s a c t io n s  in to  b a la n c e ,  

enab ling  C anada to  im p o r t  m o r e  goods and s e r v i c e s  th a n  sh e  e x p o r ts ,  

thus  enab ling  the  C anadian  peo p le  to. have  a h ig h e r  s ta n d a rd  of liv ing .

It p ro v id e s  qu ite  a s u b s ta n t ia l  p o r t io n  of the  F e d e r a l  G o v e rn m e n t 's  

r e v e n u e s  and so m e  o th e rs  m e n tio n ed  b e fo re .

The p r in c ip a l  c o s ts  inc lude  the  debt s e rv ic in g  p ro b le m ,  w hich 

so  f a r  h a s  b een  d e c r e a s in g  in  r e la t io n  to  C a n a d a 's  g r o s s  n a t io n a l



182

p ro d u c t .-  A f u r th e r  in c r e a s e  is  in the lo s s  of o w n ersh ip  and  c o n tro l  to 

fo re ig n  in v e s to r s ,  w hich , as  we have po in ted  out, h a s  not b e e n  p ro v en  

to  be a d e t r im e n t  to  C anadian  n a tio n a l  a s p i r a t io n s .

By b o r ro w in g  a b ro a d  C anada h as  b een  ab le  to  i n c r e a s e  i ts  

in v e s tm e n t  ab ili ty . C anada h a s  ach ieved  th e  m o s t  m a rk e d  econom ic 

grow th  d u r in g  p e r io d s  of the  l a r g e s t  ca p ita l  inflow s. The in d u s t r ie s  

w hich developed  f a s t e s t  and upon w hich  C an a d ia n  econom ic  grow th  

l a r g e ly  depends w e r e  h e a v i ly  f in an ced  by  fo re ig n  in v e s tm e n t .  The fac t  

tha t  C anada h a s  a c c e p te d  fo re ig n  in v e s tm e n t  show s to  so m e  ex ten t th a t  

such  in v e s tm e n ts  have b een  b e n e f ic ia l  to  h e r .  C o u n tr ie s  su ch  as  

B ra z i l ,  who h ave  r e j e c te d  fo re ig n  d i r e c t  in v e s tm e n ts  b e fo re ,  a re -h av in g  

. a. change of m ind . U. S.. News and W orld  R e p o r t  s ta te s :  " B r a z i l  hoped 

to  ge t  about 150 m il l io n  d o l l a r s '  w o r th  of new p r iv a te  II. S. in v e s tm e n ts  

th is  y e a r ;  m ay  ge t 20 m il l io n .  "218 Why? If th is  in v e s tm e n t  had  

o c c u r re d ,  i t  is  doubtful th a t  C anada would have  th e  c a p i ta l  b a s e ,  the  

em ploym en t,  the  techno logy  and the  l iv in g  s ta n d a rd  i t  now p o s s e s s e s .

The p a s t  e x p e r ie n c e  of c o u n tr ie s  su ch  as  th e  U nited  S ta te s ,  

w hich  m a n ag ed  to  a b s o rb  th e i r  fo re ig n  in d e b te d n e s s ,  g ives  so m e  hope 

to  C anad ian  e x p e r ie n c e  th a t  su ch  a  fa te  m ig h t  be a c c o rd e d  to  h e r  as 

w ell.  M r. H en ry  K e a rn s  p o in ts  out c o r r e c t ly ,  " a s  C anada g ro w s ,  i t  

is  r e a s o n a b le  to  expect the  in c r e a s in g  pool of na tiv e  c a p i ta l  r e s o u r c e s

^ • ^ U. S.- News and W orld  R ep o rt  (August 30, 1965), p. 54.
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w ill  r e s u l t  in an  in c r e a s e d  r a t io  of C anadian  equ ity  p a r t ic ip a t io n .  "219 

As o th e r  u n d e rd ev e lo p ed  c o u n tr ie s  r e a c h  the  C anadian  le v e l  of d e v e l-  ' 

opm ent th ey  w ould o ffe r  a  s im i l a r  c l im a te  fo r  in v e s tm e n t  to  U nited  

S ta tes  in v e s to r s ,  thus  U nited  S ta te s  in v e s tm e n t  w ill d ec lin e  in Canada 

in  the  fu tu re .  T h is  is  a l r e a d y  happening  in  the  m a n u fa c tu r in g  and p e t r o ­

le u m  in d u s t r i e s .  The m a jo r  p h a s e s  of the  d ev e lo p m en t of C a n a d a 's  

p e t ro le u m  in d u s try ,  w hich h a s  a t t r a c te d  a su b s ta n t ia l  s h a r e  of the  

U nited’S ta tes  in v e s tm e n t ,  h a s  b een  com p le ted . F o r  th e s e  r e a s o n s  and 

o th e r s ,  the  flow of the U n ited  S ta tes  c a p i ta l  in v e s tm e n t  to  C anada  has  

dec l in ed .in  r e c e n t  y e a r s .  P r o f e s s o r  V iner  s u m m a r iz e s  i t  well:

As A m e r ic a n  co m p an ie s  opera ting , in C anada c o m p le te  th e i r  
p io n e e r in g ,  th ey  w ill  e x p a n d 'le s s  r a p id ly  and. in l e s s  c a p i ta l -u s in g  
w ays. They m a y  even  find e ls e w h e re  g r e e n e r  f ie ld s ,  o r  f ie ld s  
m o re  s a tu r a te d  w ith  o il,  to which to apply  th e i r  s p e c ia l  ta le n ts .
In co n seq u en ce  of th e s e  and o th e r  f a c to r s ,  i t  is  a . r e a s o n a b le  p r o s ­
p e c t  fo r  C anada tha t  i t  w ill  in c re a s in g ly  r e ly  on i ts  own g e n e ra t io n  
of c a p i ta l  r e s o u r c e s  and w ill  in c r e a s in g ly  r e d u c e  i ts  dependence  
on A m e r ic a n  c ap ita l ,  e n t e r p r i s e  and sk i l l  in. i ts  p u r s u i t  fo r  i ts  
peo p le  of a r ic h  and l a r g e r  n a tio n a l econom y. 220

In o r d e r  fo r  C anad ians  to ach iev e  th e i r  a s p i r a t io n  to be the 

only  m a s t e r s  of t h e i r  econom ic  d es tin y  i t  i s  n e c e s s a r y  th a t  th e i r  b u s i ­

n e s s  w o r ld  b e c o m e  m uch  m o re  co m p eti t iv e  in o r d e r  to  s e l l  i t s  p ro d u c ts  

a b ro a d  and stop  hiding beh ind  a t a r i f f  w a ll  w hich  k eep s  th em  in e ff ic ien t,  

a t t r a c t in g  e n t e r p r i s e s  w hich ev en tu a lly  ta k e  c o n tro l  of Canadian

2 l^ H e n ry  K e a rn s ,  "How Canada B en e fits  f ro m  U nited  S ta tes  
C ap ita l  Inflow, " C o m m e rc ia l  and  F in a n c ia l  C h ro n ic le  (N ovem ber 26, 
1959), p. 13.

22®Vinerii op. c i t . , p. 60.
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c o rp o ra t io n s .  C anad ians  shou ld  s t r i v e  to in v e s t  m o r e  of th e i r  s av in g s  

and in v e s t  th e m  in  C anada and C anad ian  e n t e r p r i s e s !  The C anadian  

G o v ern m en t should, im p le m e n t  m o r e  e ffec tive  m o n e ta ry  and f is c a l  

p o l ic ie s  w hich  w il l  co n tr ib u te  to  b e t t e r  p e r fo rm a n c e  of the  C anadian  

econom y. C anada shou ld  a c c e p t  fo re ign , in v e s tm e n t  a s  long as  i t  is  

p ro d u c t iv e  and use fu l  to  C anad ian  econom ic  d e v e lo p m e n t , . and does not 

e n d an g e r  but, on the c o n t r a ry ,  s e r v e s  to  p ro m o te  the  o b jec t iv es  of the  

C anad ian  p eop le  w hich  a r e  a  g r e a t e r ,  a r i c h e r ,  and an e te rn a l ly  

C anad ian  Canada.

But above a ll ,  w hat C anad ians  n e e d . is  a f a r 1 m o re  r a t io n a l  

a p p ro a c h  to  the  p ro b le m  of C a n a d a 's  dependence  on fo re ig n  cap ita l .

Such a  r a t io n a l  a p p ro a c h  is  in d ic a te d  by  W. E a r le  M cLaughlin , P r e s i ­

dent of the  Royal Bank of C anada, in  an a d d r e s s  e n ti t led  "M ain ta in ing  

C a n a d a 's  E conom ic  Independence":

T h e re  is  a r e a l  p ro b le m  a s s o c ia te d  w ith .the  l a r g e  c a p i ta l  i n ­
flow of r e c e n t  y e a r s ,  bu t i t  is  not th a t  of finding th e -m e a n s  of 
r e p a y m e n t .  The r e a l  p ro b le m  is  s im p ly  tha t  C anad ians  a r e  b e c o m ­
ing, in c r e a s in g ly  c o n c e rn e d  about the  grow ing  fo re ig n  c o n tro l  o v e r  
t h e i r  in d u s try .  T his  is  b a s ic a l ly  a p o l i t ic a l  p ro b lem ;, a p ro b le m  
of m ain ta in ing , n a t io n a l  so v e re ig n ty ,  of be ing  m a s t e r  in  o u r  own 
house.

B e c a u se T o re ig n  c a p i ta l  is  n e c e s s a r i l y  t ie d  up, s o m e t im e s  in 
a r a t h e r  co m p lic a te d  way, w ith .th e  t r a d e  b a la n c e  and the  exchange 
r a t e ,  c a p ita l  inflow h as  b e c o m e  a v ic t im  of "g u il t  by a s so c ia t io n "  
and h as  had  to  b e a r  the  b ru n t  of m uch  o b s c u re  c r i t i c i s m , ,  m o s t  of 
w hich  c o m p le te ly  m i s s e s  the-poin t.

, O nce we have  c a s t  out the  f e a r  of so m e  im m in e n t  Day of 
Ju d g m e n t when a l l  o u r  m a s s iv e  (and o v e rs ta te d )  debt w ill  b eco m e  
due and payab le ,  th e  n a tu re  of the p ro b le m  is  not only changed  
but m a d e  v a s t ly  s im p le r .  The so lu tion  is  c le a r ly  no t to  "do 
so m e th in g "  about the  t r a d e  b a la n c e  o r  to  f r ig h te n  c a p i ta l  away, o r
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to  hobble i t  in  so m e  m a n n e r .  In p a r t ,  of c o u r s e ,  the  solution, is  
to  en co u rag e  C anad ian  sav ing , and e s p e c ia l ly  C anad ian  in v e s tm e n t  
in  the  kind of r i s k  e n t e r p r i s e  th a t  is  dependent on  fo re ig n  cap ita l .

But, a t  l e a s t  a s  im portan t, ,  if we a r e  c o n c e rn e d  about the  
b e h a v io u r  of fo re ig n  owned s u b s id ia r ie s  (now o r  in the  fu tu re ) , ,  le t  
us s e c u r e  th ro u g h  m o r a l  p e r s u a s io n  o r  a p p ro p r ia te  le g is la t io n , th e  
kind of b e h a v io u r  we w ant. T he fo re ig n  p a r e n ts  a s  w ell  as  th e i r  
C anad ian  c h i ld re n  would p ro b a b ly  w e lco m e  a c la r i f ic a t io n  of t h e i r  
p o s i t io n  and a  r e m o v a l  of th e  u n c e r ta in ty  w hich  now a r i s e s  f ro m  
m u ch  C anad ian  g ru m b lin g  but no c l e a r - c u t  defin ition  of w h e re  they  
s ta n d  and w h e re  we s tan d . .

F o re ig n  owned s u b s id ia r i e s  a r e  c o r p o ra te  C anadian  c i t iz e n s ,  
su b je c t  to  Canadian: law . The g o v e rn m en t has  th e  p o w er  to  p r o te c t  
C anad ian  s o v e re ig n ty  by  d i r e c t  ac tion . As in  m o n e ta ry  po licy ,  so  
in  i ts  p o l icy  to w a rd s  in te rn a t io n a l  c ap ita l ,  the  g o v ern m en t,  in 
e n s u r in g  a h igh d e g re e  of C anad ian  eco n o m ic  independence , need  
not r e s u l t  to  any  t in k e r in g  w ith  exchange  r a t e s ,  t r a d e  b a la n c e s  o r  
c a p i ta l  flow s w hich , even if i t  ach iev ed  i ts  im m e d ia te  o b jec tiv e  in 
th e  s h o r t - r u n  (an e x t r e m e ly  doubtful p o s s ib i l i ty ) ,  w ould do so  
only, a t  the  r i s k  of in c id e n ta l  d i s a s t e r  to  C a n a d a 's  lo n g - ru n  e c o ­
nom ic  dev e lo p m en t.  ^21

C anada  can  not o th e rw ise  e sc a p e  th e  p a ra d o x ic a l  s itu a t io n  

th a t  sh e  is  in  at th is  t im e ,  th e  d e s i r e  on the  one hand  to  be l e s s  d ep en d ­

ent on o th e r  c o u n tr ie s  and  th e  equa lly  s t ro n g  d e s i r e  on the  o th e r  hand 

to 'a c h ie v e  a  fu ll econom ic  deve lopm en t.  T he two d e s i r e s  a r e  d r iv e n  

by  d if fe ren t  f o r c e s  th a t  in  so m e  c a s e s  a r e  opposite  to  one an o th e r .  The 

f i r s t  is  d r iv e n  by  the  w orldw ide  d r iv e  fo r  s e l f - g o v e rn m e n t - - in d e p e n d ­

ence . The seco n d  is  d r iv e n  by  th e  g roup ings  of th e  p eop le  fo r  m o re  

econom ic  e ffic iency , su ch  a s  th e  C om m on M a rk e t  and the  p ro p o se d  

L a tin  A m e r ic a n  C om m on M ark e t .  C anada a lone  cannot e sc a p e  the  

econom ic  f o r c e s  th a t  a r e  b r in g in g  n a tio n s  c lo s e r  to g e th e r  and thus

2 ^ S e e  Annual R e p o r t , The Royal Bank of Canada, M o n trea l  
( J a n u a ry  12, 1961), pp. 10-16,
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m o re  in te rd e p en d en t .  Canada, th e r e fo r e ,  m u s t  dec ide  w h e th e r  to  

w ith d raw  f ro m  the r e s t  of the  w o r ld  in iso la t io n  o r  a c c e p t  so m e  s a c r i ­

f ic e s  of i ts  n a t io n a l is t ic  a s p i r a t io n s .

If C a n a d a .is  to  em bark , on a  new c o u rs e  in  i t s  econom ic  

r e la t io n s  w ith  the r e s t  of the  w o r ld ,  th a t  d ec is io n  w ill  be  l a r g e ly  in f lu ­

enced  by  C a n a d a 's  r e a c t io n  to  th e  effec ts  of U nited  S ta te s  c a p ita l  

in v e s tm e n ts  w hich she  h a s  r e c e iv e d .  T h e re fo re ,  th is  s tudy  d eem s  it  

n e c e s s a r y  to su g g e s t  c e r t a in  p ro p o s a ls  th a t  would be he lpfu l to  both  

c o u n tr ie s  fo r  the  con tinuation  of th e i r  unique re la t io n s h ip .

The peop le  of the  U nited  S ta tes  m u s t  r e m e m b e r  th a t  C anada 

i s  an independen t and s o v e re ig n  nation  f i r s t  and only  as  such  can  she  

be  a  good ne ighbour .  U nited  S ta te s  r e la t io n s  w ith  C anada  m u s t  co n fo rm  

w ith  th e  f i r s t  po in t.  The U nited  S ta te s  should  n e v e r  tak e  C anada and 

h e r  peop le  fo r  g ra n te d  ( th e ir  p ro u d  n a tio n a l  t r a d i t io n  and. independence  

and C a n a d a 's  in ten tio n s  to  r e m a in  su ch  in the  fu tu re ) .  One of the  m o s t  

r e s e n te d  c o m p la in ts  of C anad ians  i s  tha t A m e r ic a n s  ta k e  th em  fo r  

g ra n te d  and t r e a t  th e m  as re s id e n ts ,  of a n o th e r  s ta te  in the Union. This  

i s  p ro b a b ly  due to  the  m a s s  ig n o ra n c e  and in d if fe re n c e  of the  A m e r ic a n  

peo p le  to w a rd s  C anad ian  fee l in g  and r e a c t io n s .  A cco rd in g  to  P r o f e s ­

s o r  V iner ,  t h e r e  is  "99. 4 p e r c e n t  of the  A m e r ic a n  p eo p le"  who "have 

e i th e r  no a w a re n e s s  of a  C a n a d ia n -A m e r ic a n  p ro b le m  o r  of an 

A m e r ic a n -C a n a d ia n  p ro b le m .  "222 in i t s e l f  c o n s t i tu te s  a

^ ^ V i n e r ,  The U nited  S ta tes  and C an ad a , op. c i t . , p. 145.
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m a jo r  r e a s o n , fo r  the  e x is te n c e  o f th e  C a n a d ia n -A m e r ic a n  p ro b le m  

o r  v ic e  v e r s a .

A m e r ic a n s  m u s t  be a w a re  of th e  r e c e n t  u p su rg e  of the  C a n ­

ad ian  s e a r c h  fo r  n a t io n a l  id en ti ty  and tak e  i t  in to  accoun t in  th e i r  

dea lin g s  w ith  Canada, s in c e  Canadian, r e a c t io n s  have b een  la r g e ly  non- 

ec o n o m ic a l  and n a t io n a l is t ic  in  n a tu re .  W hat C anad ians  th ink  d e t e r ­

m in e s  w hat th ey  do. To ig n o re  th e se  fee l in g s  b e c a u s e  th ey  a r e  not 

e c o n o m ic a l  is  not to  re m o v e  th em ,

A m e r ic a n s  s h o u ld b e  sy m p a th e t ic  w ith  th e  C anadian  c o n c e rn  

o v e r  h e r  in d eb ted n ess  p o s i t io n  and t r y  to  he lp  Canada, b e c a u s e  they  

th e m s e lv e s  w e re  once c o n c e rn e d  w ith  th e  s a m e  p ro b le m ,  as  C leona 

L ew is  c l e a r ly  expla ins:

F o r  m o re  th a n  a c e n tu ry  and a. ha lf  A m e r ic a  h a s  b een  supp lied  
w ith  fo re ig n  fu n d s - - fu n d s  th a t  w e re  e a g e r ly ®  ought .and: b rou g h t ' i n ;by 
m a n y  A m e r ic a n  b o r r o w e r s  in th e  p r e w a r  p e r io d ,  though in  the  
p o s tw a r  p e r io d  th e y  have  co m e in  w ithout urging, and  have  b een  
a c c o rd e d  s l ig h t  w e lco m e . The body of fo re ig n  c la im s  thus a c c u m ­
u la te d  a g a in s t  the  A m e r ic a n  econom y w as  looked  upon  w ith  s u s ­
p ic io n  and  d is fa v o r ,  even  in e a r ly  d e c a d e s .  The f e a r  w as  e v e r  
p r e s e n t ,  and f re q u e n t ly  e x p re s s e d ,  th a t  f o r e ig n e r s  w e re  acq u ir in g  
too  l a r g e  a s h a r e  in  th e  co n tro l  of A m e r ic a n  b u s in e s s ,  and an 
undue p o r t io n .o f  th e  n a t io n 's  incom e. , Ind iv idua l b o r r o w e r s ,  
f inding  th e i r  debt s e r v i c e  a  h eavy  b u rd e n ,  a lso  co m p la in ed  a g a in s t  
th e  o n e ro u s  t e r m s  e x a c te d  by. fo re ig n  l e n d e r s .  At th e  s a m e  t im e ,  
th e  l e n d e r s  po in ted  out th e  lo s s e s  th e y  had  s u f fe re d  th ro u g h ' l e n d ­
ing  to  th o se  " p e r f id io u s"  U n i t e d  S t a t e s .  223

C anad ians ,  on the  o th e r  hand, w hen eva lu a tin g  the  e ffec ts -o f  

fo re ig n  in v e s tm e n t ,  shou ld  keep  .a c l e a r  d is t in c t io n  be tw een  econom ic

99^ C leona L ew is ,  A m e r i c a 's  S take in In te rn a t io n a l  In v e s t ­
m e n ts  ( W ashington , D. C. : The Brookings. Insti tu tion ),  p. 151.
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and noneconom ic  f a c to r s .  E co n o m ic  i s s u e s  th a t  p e r t a in  to  the  a n a ly s is  

of fo re ig n ^ in v es tm en t  a r e  c louded  w ith  p o l i t ic a l  and n a t io n a l is t ic  f e e l ­

ings. The i s s u e  of b e n e f i ts  of fo re ig n - in v e s tm e n t  is  an econom ic  

i s s u e  and  the  i s s u e  of the  c o s t  of C anad ian  dependence  is  a  p o l i t ic a l  

i s s u e ;  th e y  should  not be  c o n s id e re d  as  one.

C anad ians  m u s t  be  a w a re  th a t  th e  s u c c e s s  of f o r e ig n - e n te r ­

p r i s e s  depends on and is  t ie d  to  the  s u c c e s s  of the  C anad ian  econom y! 

T h e re fo re ,  i t  is  not to  th e i r  i n t e r e s t  to  im p le m e n t  p o l ic ie s  and p r a c ­

t i c e s  th a t  w ill  be  d e t r im e n ta l  to  the  C anad ian  econom y as  have  b een  

ch a rg ed .  The r e a s o n s  fo r  t h e i r  d e t r im e n ta l  a c t io n s  m u s t  be  sought 

s o m e w h e re  e lse ,  fo r  exam ple ,  the  m o n o p o lis t ic  p o s it io n  th ey  m igh t 

a c q u ire  in  Canada, ^ 4  bu t not in  t h e i r  p o l ic ie s  and p r a c t i c e s  as  such .

C anad ians  a l s o  shou ld  be  c h a rg e d  w ith  ig n o ra n c e  of w hat is  

good in the  A m e r ic a n  c u l tu re  and  w hat b e n e f i ts  t h e i r  econom ic  a s s o ­

c ia t io n s  b r in g  to  them ,,  in s te a d  of be ing  quick  to  c r i t i c i z e  w hat is  bad . 

The bad  anybody knows, but v e r y  few peo p le  can  d is t in g u ish  the  good 

f ro m  the  bad . They  a r e  a lw ays c o n c e rn e d  w ith  the  b ad  in f lu en ces  

com ing  f ro m  the  U nited S ta tes  and n e v e r  w ith  the  good ones . What we 

need  in  C anada is  c lo s e r  co n tac t  w ith  the  U nited  S ta te s ’ f in e s t  e x p r e s ­

s io n s  and s e e k  out the  ev il in flu en c es  and d i s r e g a r d  th e m  co m p le te ly .

224gee fo r  ex am p le  C. D. Blyth and E. B. C a r ty ,  op. e i t . , 
p. 474-76; W atk ins and F o r s t e r ,  op. e i t . , p. 192; M ichae l O liv e r ,  
op. c i t . , p. 217; and G a b r ie l  K olco, W ealth  and P o w e r  in A m e r i c a :
An A n a ly s is  of Socia l C la s s  and Incom e D is tr ib u t io n  (New York: 
F r e d e r i c k  A. P r a e g e r ,  I n c . ,  1962), p. 55.
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C anad ians  a re ,.  I b e l ie v e ,  m a tu re  enough to  d i s r e g a r d  the  old b e l ie f  

th a t  the  w ay to  b eco m e  m a tu re  is  to  cut y o u r se l f  off f ro m  the  o ld e r  

peo p le  who a r e  m o re  m a tu re  than  you a re .

We liv e  in an  age w h e re  t h e r e  i s  an i r r e s i s t i b l e  t r e n d  to w a rd s  

g r e a t e r  econom ic  as  w e ll  as  p o l i t ic a l  and c u l tu ra l  in te rd e p e n d e n c e  

am ong  n a tio n s ,  thus  a t the  s a m e  t im e  the  n a t io n a l  d if fe re n c e s  a r e  

subdued. T h is  t r e n d  m a y  be the. ap p ro ach  to  the  d e s i r e d  goal of 

W o rld  U topia  th ro u g h  a P a r l i a m e n t  of a l l  m en .

The ch ief  p u rp o s e  an im a tin g  th is  s tu d y  i s  to  m a in ta in  and 

s t r e n g th e n  the  econom ic  c o o p e ra t io n  b e tw een  th e  two n e ig h b o u rs  as  

f a r  a s  U nited  S ta te s  in v e s tm e n t  in C anada is  c o n ce rn ed .  D esp ite  i ts  

m a n y  l im ita t io n s  it is  hoped th a t  th is  s tudy  m a y  b e  of so m e  re le v a n c e  

to  both C anada and U nited S ta te s ,  and tha t  i t  m a y  provoke: o th e r  

s tu d en ts  of eco n o m ics  to  c o r r e c t  a n d .im p ro v e  it  and. e x p lo re  o th e r  

r e l a t e d  a s p e c ts  of the  p ro b le m .



A PPEN D IX

The w ay to  f ig u re  out the  ne t gain  o r  lo s s  due to  fo re ig n  

in v e s tm e n t  in the  h o s t  c o u n try  is  p ro v id e d  by  D r. Donald. A. W ells  on 

th e  a s su m p tio n  " th a t  p r iv a te  and s o c ia l  v a lu e  p ro d u c t  a r e  id en tica l  

and th a t  the fo re ig n  in v e s tm e n t  in  q u es tio n  is  d es ig n ed  to  p ro d u c e

,*90 K
goods w hich  a r e  in  a c c o rd  w ith  n a t io n a l  econom ic  o b jec t iv es .

The c o s t  to  the  h o s t  co u n try  " is  equal to  the  su m  of the  d iscoun ted  

v a lu e s  of: (1) fu tu re  annual incom e t r a n s f e r s  a r is in g ,  f ro m  o r ig in a l  

in v e s tm e n t  (P); (2) fu tu re  annual in co m e t r a n s f e r s  a r i s in g  f ro m  r e ­

in v e s te d  ea rn in g s  (PR); and (3) fu tu re  annual c a p i ta l  r e p a t r i a t io n  

; (CR). " The p r e s e n t  b en e f i t  to  the. ho s t  c o u n try  " is  equa l to  th e  d i s ­

counted  v a lu e  of annual ne t d o m e s t ic  p ro d u c t  (Od) a r i s in g . f r o m  the  

in v e s tm e n t .  The net d o m e s t ic  p ro d u c t  is  d e te rm in e d  b y  s u b tra c t in g  

f ro m  the  to ta l  p ro d u c t  (O) the  im p o r t  com ponent (M) and the  o p p o r ­

tu n ity  c o s ts  of lo c a l  r e s o u r c e s  (C), in c lu d in g -lab o r ,  c ap ita l ,  and 

n a tu ra l  r e s o u r c e s ,  w hich  e n te r e d  in to  th e  p ro d u c tio n  of to ta l  output.

The p r e s e n t  v a lu e  of the  d isco u n ted  b e n e f i ts  f ro m  fo re ig n  in v e s tm e n t  

a l s o  should - .inc lude-the-ind irec t im p a c t  (x) of fo re ig n - in v e s tm e n t  on-, the

^ ^ D o n a l d  A. W ells ,  "A n a ly s is  of A tti tudes  of Host C o u n tr ie s  
T o w ard  D ire c t  P r iv a t e  In v e s tm e n t ,  " The O re g o n  Study, op. e i t . , p. 493.
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d o m e s t ic  econom y; th is  im p a c t  inc ludes  su ch  d iv e r s e  e ffec ts  a s  e x t e r ­

n a l e c o n o m ie s ,  the  e n c o u ra g e m e n t  of lo c a l  in v e s tm e n t ,  and  th e  t r a i n ­

ing, of s u p e rv i s o ry  p e r s o n n e l  and the  la b o u r  fo rc e ,  Thus:

C o s ts  = P  + PM + CR t E n i ' T T l T 1) andt =1 \ ( l f i )  /

E

/  Od, + x
B en e fi ts  = O + x -  M -  C E ^---- (—-----------

, t =1  V(1 + i)1

w h e re  i equ a ls  th e  r a t e  of d iscoun t and t  the  n u m b e r  of y e a r s .  If 

b e n e f i ts  e x ceed  c o s ts  t h e r e  has  been  a. ne t  gain  to  the  h o s t  co u n try  

due to  the  foreign, in v e s tm e n t ,  b e c a u s e  t h e r e  h a s  b e e n  a net add ition  

to  the  hos t  c o u n t ry ’s to ta l  r e s o u r c e s  and o u tp u t .^ ®

998
I b i d . , p. 493.
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