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Economic Conditions in Canada in 1931-2



By H. A. Innis


The Economic Journal, March, 1932, No. 163.

 

 


The available statistics on the external trade of Canada point
directly to the outstanding effects of the depression. [TN: 1931 partial data has been completed using data from
Canada Yearbook, 1932.]










	External Trade

	

	(Millions of dollars)

	

		
 Total Imports	
 Total Exports	
 Excess of Exports	Percentage of Exports to Imports

	1928	1,109	1,251	+142	112.8

	1929	1,265	1,389	+123	109.7

	1930	1,248	1,145	-103	91.7

	1931†	907	800	-107	88.2

	† Canada Yearbook, 1931, 1932 and Monthly Review of Business Statistics, December 1931. Unless otherwise stated, statistics in this article are from the above sources.




The decline in exports and the appearance of an unfavourable
balance in 1930 are significant facts. The character of the trade
and the chief countries concerned are shown in the following
table:
















	Export Trade

	

	(Millions of dollars)

	

		1928	1929	1930	1931†

		U.K.	U.S.	Total	U.K.	U.S.	Total	U.K.	U.S.	Total	Total

	Vegetable Products	310	56	555	325	59	647	187	49	385	292

	Animal Products	49	92	166	48	85	159	41	67	133	84

	Wood and Wood Products	17	239	285	22	236	289	21	238	290	231

	Non-ferrous Metals	16	44	91	16	63	113	15	102	154	96

	Total Exports	412	478	1228‡	430	500	1364	282	515	1120	800

	† 1931 column updated with full year data from Canada Yearbook 1932.

	‡ Excluding exports of foreign produce.




The weakness of the trade situation is shown in the decline of
exports of vegetable products, in other words—wheat,[1] as shown
in values and volume in the following table:











	Total exports of wheat and wheat flour

	

	(Millions)

	

		
 Wheat	
 Flour	Total Value Dollars

		Bushels	Dollars	Barrels	Dollars	 

	1928	267	352	9	60	412

	1929	370	429	11	65	494

	1930	177	216	8	45	261




The price of wheat in Canada declined from a yearly average
for No. 1 Northern of 146 cents in 1927-8 to 124 cents in 1928-9,
and from 160 cents in July 1929 to 95 cents in July 1930 and 53
cents in September 1931. It moved slightly upward to 67 cents
in November.


It is difficult to over-estimate the importance of wheat to
Canadian industrial development and to Canada’s present
problems. The economic and political structure of Canada have
been built up in relation to the production and export of wheat.
Investments in canals on the St. Lawrence in the ’forties and in
railroads in the ’fifties were designed to attract the wheat trade of
the western states. Failure to attract this trade was accompanied
by the expansion of wheat production, especially in Ontario,
which was followed in turn by the construction of the Canadian
Pacific Railway and the expansion of wheat production in Western
Canada. The deepening of the St. Lawrence ship channel, of
the St. Lawrence canals, and of the Welland and the Sault canals,
the development of ports and of elevators, and the construction
of through lines and branch lines were carried out in relation to
wheat. Moreover, the expansion of industry in Eastern Canada,
and the consequent revolution of eastern agriculture was largely
a result of the opening of the West, especially after 1900. The
development of the lumber industry in British Columbia and the
development of coal-mining and the iron and steel industry in
the Maritimes were stimulated by the marked increase in the
production of wheat.


The rapidity of Western expansion which characterised the
period from 1900 to 1914 declined after the war, and industries
engaged in meeting the demands for permanent capital equipment,
such as railroads, declined in relative importance with
relation to the west and were forced to find new markets as in the
case of the British Columbia lumber industry, or to become
involved in financial difficulties as in the case of the iron and steel
industry. Industries engaged in the production of consumers’
goods and of less permanent forms of capital equipment, such as
agricultural implements, have reached a state of relative stability
or have found possibilities of continued expansion in new markets.
On the whole, wheat has continued in the war and the post-war
periods as the raison d’être of enormous investments of capital
in Canadian transport, industry, and agriculture, and fluctuations
in the volume and value of wheat produced in Western Canada
have been registered directly and indirectly in the economic
conditions of other parts of Canada. Its influence has been
tempered by the growth of mining and of pulp and paper industries,
but it remains of basic importance.


A decline in the volume of production and in value of wheat
has far-reaching ramifications. The effects on returns on the
enormous investments of capital vary as usual with the policy of
the organisations concerned, with their opportunities, and with
the skill of management, but in the opening of the West, various
incalculable and unpredictable factors have been in evidence.
Canada emerged as an industrial country at a comparatively
late date, and consequently was able to borrow the mature
technique of other countries and apply it to virgin natural resources.
Her development was therefore rapid. Her political
boundaries had been hammered out in relation to the fur trade,
and it was necessary to adapt the consequent geographic unit in
the northern half of North America to the production of wheat.
The importance of cheap water transportation on the St. Lawrence
system, the heavy investment of capital on the part of the Government
in the improvement of the system, the enormity of the task
of bridging a continent and the necessity of accomplishing its
completion in a short period of time were factors requiring
substantial Government encouragement and support.[2]


The character of Government support to the improvement of
navigation and transportation varied. Improvement of the St.
Lawrence system was undertaken as a direct Government work
in the case of canals and the Intercolonial railway, and in the form
of subsidies and loans in the case of the Grand Trunk and other
railways. A cash subsidy, land grant, and numerous minor items
of assistance were used in the construction of the Canadian
Pacific Railway. Returns on the investments of the Government
were obtained through the tariff. A. T. Galt, Minister of Finance,
stated in 1862 that “the Government has increased the duties
for the purpose of enabling them to meet the interest on the public
works necessary to reduce all the various charges upon the imports
and exports of the country—all these improvements have been
undertaken with the twofold object of diminishing the cost to
the consumer of what he imports and of increasing the net result
of the labour of the country when finally realised in Great Britain.”[3]
With raw material such as wheat sold on the world market the
tariff was devised as a clumsy but effective weapon to secure
returns to meet the interest on capital investment. The element
of protection was developed in tariffs following the abrogation
of the reciprocity treaty in 1866, and especially in the national
policy of 1878.[4] The railroads were assisted by the development
of industry and traffic under protection, and interest was paid
from revenues obtained from duties on goods imported in spite
of protective measures.


The problems involved in this method of receiving returns
became evident in the sudden and unpredictable expansion of
the West after 1900 which followed the completion of the Canadian
Pacific Railway and the deepening of the St. Lawrence waterways.
The tariff became successful to the point of embarrassment.
The marked increase in revenue, the complaints in the
West against monopoly,[5] the profits of the Canadian Pacific
Railway and the incentive to other lines, the Grand Trunk in the
East and the Canadian Northern, to build competing transcontinental
lines, led to the construction of the National Transcontinental
line from Quebec to Winnipeg and its extension in
the Grand Trunk Pacific to Prince Rupert in the West and
Moncton in the East, and of the Canadian Northern from Vancouver
to Montreal. These costly and marginal lines became
involved in difficulties with the opening of the war and were
forced through bankruptcy into the hands of the Government.[6]
Government assistance which through the disappearance of free
land took the shape of direct contributions in the National Transcontinental
and the guarantee of Government bonds in the case
of the Canadian Northern led to Government ownership.


The post-war period has been characterised by attempts
under Government ownership to merge various railway systems
into the Canadian National Railways. Heavy investments of
capital have been made in rolling stock, betterments, branch
lines, directly concerned with Western traffic, and in hotels and
steamships designed largely to round out the system and to
reduce heavy overhead charges. The Government has been
concerned with improvement of the St. Lawrence waterways, the
enlargement of ports, the building of the Hudson Bay railway
and in other developments requiring heavy capital outlays.
The Canadian Pacific Railway has expanded the system to maintain
and improve its position in the face of Canadian National
competition. Expenditures on transport and navigation are
indicated in the following table:









	Total expenditure on canals, including capital and after deducting income	$273,257,959

	Total capital liability of steam railways:	 

		Stocks	$1,426,680,988

		Funded debt	2,539,676,366

				--------------

			Total rail and canal	$4,239,615,314

		 	 	 

		 	 	 

		The importance of the two large systems is shown as follows:

		 	 	 

	Capital Liability, 1929.

		 	 	 

	Canadian National Railway, 21,563 miles	$2,708,714,992†

	Canadian Pacific Railway,  14,812 miles	882,890,417

				--------------

			Total	$3,591,605,409

		 	 	 

	† Total long-term debt, 1931, to the Public	$1,282,000,000

	Total” long-term” debt,” 1931,” to the Government	1,330,000,000

				

				--------------

			Total	2,499,000,000




The effects of the decline in wheat production and exports on
this huge capital outlay may be suggested. The more conservatively
capitalised, earlier built and more strategically
located line maintained a dividend rate of 10 per cent. on common
stock from 1912 to 1930 and was forced to lower the rate to 5 per
cent. in 1931.


The marginal, less elastic,[7] Canadian National system warrants
a more detailed analysis. Dependence of its finances on Government
support renders its position crucial to an understanding
of the problems of the Government and of Canada. The results
of its operation since 1925 were as follows: Canadian National
Railways.[8]


The sharp decline in wheat[9] production and export is suggested
strikingly in the increased deficit. In some sense the deficit
assumed by the Government might be regarded as a continuation
of the principle by which the tariff was invoked to support transportation
and navigation.


The railroad rate structure, in spite of various attempts to
ease its weight on Western Canada, tends to rest more heavily
on that area[10] chiefly because of potential water competition in
the East. The tariff had in part the effect of increasing westbound
traffic in manufactured goods and in that way reducing
the burden of the railways and in part the effect of providing
the revenue by which the deficits on the railways could be met.
In combination with Government ownership the tariff served as
an effective weapon by which the returns accruing from the
application of mature industrial technique to virgin natural
resources were retained by Canada.


The effectiveness of this principle begins to show signs of
serious weakness. Wheat production in Canada if it has not
already reached its limit has approached very close to it.[11] The
cream has been skimmed off. The marked increase in immigration
and in the importation of capital which characterised the
period from 1900 to 1914 and to a less extent the period of the
war has shown decided signs of falling off. The effects are
cumulative. Falling off in the imports of capital leads directly
to a decline in customs receipts and to a decline in railway revenue
which benefited extensively from capital importations. Railway
deficits increase along with the decline of important measures of
paying for those deficits. The possibility of lessening the burden
of the railway rates in the West disappears, and with it the
difficulty of competing with the newly-opened wheat-producing
areas of the world increases. The tariff, especially with the teeth
inserted in the application of anti-dumping clauses and orders in
council, becomes a means of protecting the Canadian manufacturer
without compensation in traffic or revenue, and
assists in holding up prices as a further burden to Western
agriculture.[12] These long-run factors have been obscured by the
more obvious character of short-run factors.


A large portion of the Central wheat-producing area in the
prairie regions, notably southern Saskatchewan, has been subject
to severe drought, with the result that extensive relief measures
have been necessary during this present winter. How far the
soil drifting so conspicuous in 1931 may become a permanent
feature of Western agriculture is as yet difficult to determine.
The demands for relief have been extensive and urgent, and
territory which formerly contributed largely to traffic and railway
earnings and to revenue from the tariff, has become to some
extent a negative area making drains on the federal and provincial
governments and on the railroads for relief. The wheat crop
for 1931 has been estimated at 271 million bushels.[13]


The effect of these long- and short-run factors on Eastern
Canada have been direct but complicated with other developments.
The demand for Eastern manufactured products such as
agricultural implements has been seriously affected, and the
returns on Eastern investments in Western Canada, such as on
mortgages, have fallen off materially. The post-war period was
characterised, however, by rapid expansion of other important
industries and by the importation of capital on a large scale in
pulp and paper, mining, hydro-electric power and the tourist
trade. The development of the automobile[14] was followed by a
marked increase in road construction and in fixed charges. The
provinces have spent $326,658,798 on highways, or about one-third
of the provincial debt. A total of $32,600,000 on maintenance
and $19,300,000 on interest and sinking fund was spent
by the provinces on highways in 1929-30, this item quadrupling
in a decade.[15] Interest on these heavy capital investments has
been met in part by taxes on motor vehicles of about equal
amounts from licences and gasolene (a total of $36,217,733 in
1929). In addition, revenue from the liquor traffic totalled
$27,599,687. The relationship of these taxes to the tourist trade
is difficult to determine accurately, but the decline of the latter
has been generally noted. The statistics of 1930 and 1931 are









	Estimated Expenditure of Tourists in Canada

		 	 	 

	(Millions of dollars)

		 	 	 

		1925	187	 

		1926	196	 

		1927	230	 

		1928	267	 

		1929	308	 

		1930	280	 

		1931	260	 




possibly over-estimates and the decline suggests, as in the case
of wheat, a decrease of capital imports for the construction of
roads and hotels, and consequently a cessation of traffic and
industry concerned with these permanent developments, and an
immediate decline in the tourist trade with a consequent increase
in the burden of fixed charges. The problem is accentuated by
the continual increase in capital outlays as part of relief programmes—an
increase in fixed charges with little immediate
prospect of increase in traffic. The railroads have suffered directly
in the returns on heavy hotel investments and indirectly in the
serious competition from trucks for the remunerative traffic of
more densely populated areas. Municipalities have, along with
the provinces, become involved in heavy outlays for highways
and with similar results.


Like the tourist trade, the pulp and paper industry is closely
linked to the swings of business conditions in the United States.
But whereas the tourist trade has been greatly influenced by the
rise of the automobile, the pulp and paper industry has been
influenced by the marked increase in advertising and the general
rise of the marketing problem. The exhaustion of raw materials
in the United States, the application of mature technique to
virgin natural resources in terms of spruce and water power, and
the adoption of measures prohibiting the export of pulpwood on
Crown lands, were factors contributing to a marked expansion
of the industry in the war and the post-war period. Production
of newsprint increased as follows:







		000 tons

	1921	805

	1922	1,081

	1923	1,252

	1924	1,388

	1925	1,537

	1926	1,889

	1927	2,083

	1928	2,414

	1929	2,725

	1930	2,450

	1931	2,256




Reduction in output has been accompanied by a reduction in
prices from 55 to 50 on May 1, 1931, and to 46 in January 1932.
In 1929 it was estimated that the capital invested totalled 645
millions (353 millions Quebec, 297 millions Ontario). The reduction
in output and price has accentuated the problems of over-expansion
and led to increasing concentration in the more efficient lower cost
mills. The financial difficulties of organisations controlling
marginal mills—for example, the reorganisation of Canada Power
and Paper, and the reduction of capitalisation from nearly 104
millions to 51 millions—will tend to restrict further expansion.
Moreover, the exhaustion of the more accessible resources[16]
supports the conclusion that marked expansion and importation
of capital which characterised the last decade will decline to a
marked extent. As in the case of wheat, revenue from customs
will accordingly decline as well as the traffic and industry which
accompany the installation of new mills.


The expansion of hydro-electric power has accompanied the
growth of the pulp and paper industry and has stimulated
industry generally.[17]








		Total Turbine Horse-power Installed (thousand h.p.)	Million Kilowatt Hours Generated by Central Electric Stations†

	1921	2,754	5,614

	1922	3,008	6,741

	1923	3,192	8,099

	1924	3,591	9,315

	1925	4,338	10,110

	1926	4,549	12,093

	1927	4,799	14,549

	1928	5,349	16,337

	1929	5,727	17,962

	1930	6,125††	17,560‡‡

	1931‡	---	14,642

		 	 

	† Including fuel stations, which produced in 1929 1.5 per cent. of total output.

	‡ Eleven months.

	†† (Ontario 2,088, Quebec 2,718)

	‡‡ (4,993 Ontario Hydro-Electric Commission)




The capital invested in central electric stations increased
from 485 millions in 1921 to 1,056 in 1929 (314 millions Ontario
Hydro-Electric). The rapid expansion in the production of hydro-electric
power involved heavy imports of capital and intense
activity on the part of the construction industries engaged in
installation of plants. Demands for labour, materials and
services decline precipitately with the completion of construction
operations. In turn the heavy fixed charges involved in enormous
initial capital investments, especially with large proportions
under Government control, and which are generally carried by
long-term contracts, prevent substantial reductions to industry.


The mineral industries were closely related to the development
of hydro-electric power and expanded rapidly. Production
increased as follows:












	(Millions of dollars.)

		Total Mineral	Metallic Mineral	Copper	Nickel	Gold	Coal

	1922	184	60	6	6	26	66

	1923	214	69	13	18	25	72

	1924	210	87	14	12	32	54

	1925	227	106	16	16	36	49

	1926	240	116	17	14	36	60

	1927	247	121	17	15	38	62

	1928	280	141	29	22	39	64

	1929	311	163†	43	27	40	63

	1930	279	139‡	38††	24‡‡	44*	53

	† (Ont. 84, B.C. 53)

	‡ (Ont. 83, B.C. 42)

	†† (Ont. 15, Que. 10, B.C. 12)

	‡‡ (Ont.)

	* (Ont. 35)




The industrial metals declined in value partly as a result of a
fall in price and an increase in production, and partly as a result
of a decline in production. These metals were affected primarily
by the demands of the United States. Gold profited materially
by the decline of wholesale prices and the weakening of exchange.
The total capital employed in the mining industry increased from
632 millions in 1924 to 867 millions in 1929 (427 millions in the
metallic industries). The continued expansion of mining with
the marked improvement of prospecting methods may be expected,
but with such uncertain regularity as to make prediction
impossible. Mining development and production involved the
import of capital and the growth of industry and traffic. Moreover,
it has been important in reducing the overhead costs of the
railways on long stretches of line designed for the handling of
wheat but running through otherwise unremunerative territory.
In-bound traffic for the mining industry offset to a certain extent
the heavy overhead costs involved in handling out-bound traffic
from Western agriculture.


The fishing industry in the Maritimes and in British Columbia
has felt the effects of the depression from the standpoint of both
the domestic and the world markets. The lumber industry of
British Columbia and of the other provinces, as in the case of all
industries producing construction material, has been particularly
subject to depression.


In conclusion, it would appear that the long-run expansion
of agriculture has tended to diminish materially and that this
tendency has been accentuated by the short-run factors of small
crops and low prices. The tourist trade has been subject to
marked expansion in the post-war decade, but further expansion
in permanent equipment, such as roads and hotels, will be
much less in evidence, and during the depression the trade has
suffered a decline. The pulp and paper industry similarly was
subject to rapid expansion and its rate of expansion may be
expected to take a decided drop. Hydro-electric power has had
a rapid growth and has received a temporary check, but along
with mining will probably expand, though much less rapidly.
Mining and hydro-electric power, as is suggested by Beauharnois,
still continue to offer free gifts, though probably of a much smaller
value. Heavy capital investments involved in the initiation of
new developments cannot be expected to continue.


The short-run effects of the depression have been obvious.
Unemployment[18] in Canada has increased from about 300,000 in
1930 to about 500,000 in 1931, or over 20 per cent. of the workers
(August registration 1931, 397,000 + 130,000 farmers). As
relief measures the Dominion Government spent from October
1930 to August 1931 over $2,000,000 direct relief, and under the
Unemployment Relief Act of 1930, along with the provinces, municipalities
and railroads, about $70,000,000 on relief works, of which
perhaps half was distributed as wages. The problem of relief
becomes serious in view of the difficult financial position of the
provinces and municipalities. The bonded indebtedness of the
provinces increased from 644 millions in 1923 to 820 millions in
1929 and was divided in the latter year as follows:









			Millions	 

		P.E.I.	2	 

		N.S.	50	 

		N.B.	40	 

		Que.	80	 

		Ont.	351†	 

		Man.	77	 

		Sask.	58	 

		Alberta	92	 

		B.C.	77	 

	† (Ontario Hydro-electric and Temiskaming and Northern Ontario Railway)




All of the provinces with the exception of Quebec have been
unable to balance their budgets or have balanced them by drawing
on reserves. In Saskatchewan the Dominion has assumed
responsibility for outlays for relief.[19]


The bonded indebtedness of municipalities increased from
917 millions in 1923 to 1,135 millions in 1929, and was divided as
follows:







		Millions of dollars

	P.E.I.	2

	N.S.	29

	N.B.	21

	Que.	293

	Ont.	451

	Man.	86

	Sask.	55

	Alberta	78

	B.C.	118




The provinces were indebted to the banks to the extent of
$38,343,852 and the municipalities to the extent of $113,836,283
on October 31, 1931. The provinces are in some cases planning
domestic loans, but with the difficulty of securing capital, the
completion of relief works of a useful character, and the attempts
of the banks to prevent further borrowing, increased unemployment
appears inevitable, and in turn increased direct relief.


The position of the Dominion Government is suggested in the
following table:










	Receipts from Taxation

	

	Fiscal year March 31

	

	(Millions of dollars)

		
 Customs	
 Excise	War Tax Revenues (including Sales and Income Tax)	
 Total (including Post Office)

	1928	157	57	150	430

	1929	187	64	145	460

	1930	179	65	134	446

	1931	131	57	106‡	356

	1932	74	35	88*	228

	‡35 sales tax, 71 income tax

	*36 sales tax, 52 income tax

	














	Expenditures

		
 Interest on Debt	
 Pensions	
 Public Works	Subsidies to Provinces	Total (including Post Office)	
 Net Debt

	1928	129	40	14	13	336	2,297

	1929	125	41	17	13	351	2,226

	1930	122	40	18	12	358	2,178

	1931	121	45	24	17	394	2,262

	1932	131	49	16	14	375	2,376




With revenues probably totalling about 310 millions in
1931-2 and with estimated expenditures of $430,000,000, and in
addition $75,000,000 for relief and $50,000,000 for the Canadian
National, the deficit will be approximately $250,000,000.[20]


The uncertainty of the situation has been followed by the
closing of the New York market, and loans to meet deficits and
further expenditures of provinces and Dominion will necessarily
be floated on the domestic market. The National Service loan
for 150 millions, closed on December 12th, was over-subscribed
to about 215 millions. With the operation of the Finance Act
it will be difficult for the banks not to avoid depositing Government
bonds with the Dominion Government, to receive in return
Dominion notes to finance the purchase of more Government
bonds.[21]


In some sense this is Canada’s first serious depression. The
long-run secular trend has coincided more definitely with the
short-run trend. The cushion provided by virgin natural resources
has for the first time shown signs of serious deflation.
Its seriousness has been enhanced by the inelastic character of
the financial structure. Government ownership has contributed
to this inelasticity through such factors as heavy initial
cost of constructing railways, through political influence, through
construction during periods of high prices, and through the
enormous outlays of capital, especially in transportation, which
were only made possible through Government ownership. Conservative
banking policy and heavy continual outlays of dividends
on the part of large corporations have made for further
inelasticity. The substantial profits of private enterprise have
paralleled the heavy fixed charges of Government ownership.
(The heavy inflexible load contrasts sharply with the violent
fluctuations of the supporting economic structure. Hitherto the
application of mature technique to virgin natural resources has
served to support a balanced economy.[22] In the last decade, in
spite of the heavy debt assumed on account of the war, Canada
was able by virtue of enormous expansion and the improvement
of tax machinery to carry and reduce the load. Rising prices in
the boom period in the United States stimulated expansion in
Canada in new basic industries, and the period of depression and
its serious effects on the prices of raw materials has enormously
increased the burden of the debt.[23] A balancing of the budget
assumes a marked encroachment by virtue of fixed charges on
the position of private enterprise, which has already been in
evidence. In the interests of a continued balanced economy it is
imperative that the revenue system should be drastically overhauled
from a short-run as well as from a long-run point of view,
and that the tariff should occupy a less important position.











	
[1]

	










	Exports to United Kingdom

	

	(Millions)

	

		
 Wheat	
 Wheat Flour	Total Value Dollars

		Bushels	Dollars	Barrels	Dollars	 

	1928	189	245	3	20	265

	1929	230	260	3	17	283

	1930	113	140	2	14	154

	1931	132	107	3	13	120

















	
[2]

	

These points have been developed elsewhere: see Fur Trade in Canada
(New Haven, 1930), pp. 386-408; “Industrialism and Settlement in Western
Canada,” Report of the International Geographical Congress, Cambridge, July 1928,
pp. 369-76; “Transportation as a Factor in Canadian Economic History,”
Papers and Proceedings of the Canadian Political Science Association, Vol. III.
pp. 166-84; A History of the Canadian Pacific Railway (London, 1923).















	
[3]

	

Sessional paper No. 23, Legislative Assembly of the Province of Canada,
1862.















	
[4]

	

See S. J. McLean, Tariff History of Canada (Toronto, 1895).















	
[5]

	

“The Jubilee of the C.P.R.,” Dalhousie Review, January 1931, pp. 450-55.















	
[6]

	

Government Ownership in Canada. Moderne organisations formen der
öffentlichen unternehmung, Part III, Schriften des bereins für Sozialpolitik, 1931,
pp. 241-79.















	
[7]

	

For example, in the position of labour the president stated in his 1929-30
report, “It was considered unwise and indeed opposed to national interests to
embark upon a wholesale policy which would throw many hundreds of wage-earners
out of employment, with attendant economic disadvantages.” See a
comparison with the C.P.R. as to the inelasticity of maintenance. The Economist,
November 28 and December 12, 1931.















	
[8]

	









	Canada Yearbook, 1931, p. 672.

		Gross Operating Revenue	Net Operating Revenue	Interest on Funded Debt	
 Deficit

	1925	245	32	72	42

	1926	266	46	71	30

	1927	275	42	73	37

	1928	305	55	74	30

	1929	291	42	77	46

	1930	250	22	83	68

















	
[9]

	

The president stated in his 1929-30 report, “There was a decrease in gross
revenue of $16,752,948 (6 per cent.) almost entirely due to the reduced crop in
the prairie provinces and to marketing conditions as a result of which a large
proportion of the grain is still held in this country unsold. The decrease in
revenue from grain shipments alone amounted to $15,509,311 and the non-operation
of harvester excursions decreased passenger revenue by $1,250,000.”















	
[10]

	

See D. A. MacGibbon, Railway Rates and the Canadian Railway Commission
(Boston, 1917).















	
[11]

	

On this whole point see W. W. Swanson and P. C. Armstrong, Wheat
(Toronto, 1930), Chap. XVII, also W. A. Carrothers, Emigration from the British
Isles (London, 1929), Chap. XVI.















	
[12]

	

J. E. Lattimer, “Economic Aspects of the Agricultural Problem,” Proceedings
of the Canadian Political Science Association, Vol. III, pp. 134-44. On
the problem of the relatively slow decline of retail prices see recent numbers of
the Canadian Economic Service.















	
[13]

	








	Total Yield of Wheat

		 	 	 

			Million bushels	 

		1923	474	 

		1924	262	 

		1925	395	 

		1926	407	 

		1927	480	 

		1928	567	 

		1929	305	 

		1930	398	 

		1931	271	 




See T. W. Grindley, “Canada’s Foreign Trade in Agricultural Products,”
Proceedings of the Canadian Political Science Association, Vol. III. pp. 123-34.
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	Motor Vehicles

		 	 	 	 

			Total	Ontario	 

		1920	407,064	177,804	 

		1930	1,239,889	564,669	 

		 	 	 	 

		 	 	 	 

	Trucks, 1930

		 	 	 	 

		Total		165,582	 

		Ontario		67,084	 

















	
[15]

	

See F. W. Chalmers, Financial Post, January 9. Per capita expenditure
on roads and bridges by the provinces increased from 58 cents in 1916 to $1
17 cents in 1921 and to $2 in 1926.
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See Report of the Royal Commission on Pulpwood (Ottawa, 1924).















	
[17]

	

Of total installation in 1930, 579,826 h.p. installation was supplied directly
by pulp and paper mills, 330,850 h.p. by other industries and 5,214,336 by
central electric stations. In 1928 pulp and paper mill motors had a rated capacity
of 859,017 h.p.
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The number of families on direct relief in Toronto increased from 3,470 in
1928-29 to 4,622 in 1929-30 and 11,040 in 1930-31, the latter year involving
an expenditure of $719,000. In 1930-31 it was estimated that 40,000 people
(20,000 adults and 20,000 children) were on relief at some one time. Other
centres such as Winnipeg were much less favourably situated. East Windsor,
an automobile town and an extreme case, had over 1,100 families on relief in
November 1931 in a population of 14,241. For these details I have had the
advantage of seeing a manuscript: H. M. Cassidy, Unemployment and Unemployment
Relief in Ontario, 1929-31.















	
[19]

	

On the problem of provincial revenues and debts see H. R. Kemp,
“Is a Revision of Taxation Forms necessary?” Proceedings of the Canadian Political Science
Association, 1931, pp. 185-201; also J. E. Robbins and Neil Jacoby, The Problem of securing
Additional Sources of Revenue for Provincial Purposes: Essays on Canadian Economic Problems,
Vol. III (Montreal, 1930), pp. 16-39. Federal per capita expenditures increased
from $16.22 in 1916 to $34.15 in 1926, and provincial from $6.71 to $15.38;
see J. A. Maxwell, “Expenditures of Canadian Provincial Governments, 1916-1926,”
Contributions to Canadian Economics, Vol. III, pp. 41-52.
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The deficit on current expenditure will undoubtedly be much smaller, as
large proportions of the year’s expenditure will be posted to capital account.
I have had the advantage of reading a manuscript: D. C. MacGregor, Is Canada’s
Credit Position Sound? in which the difficulty of analysing amounts from the
standpoint of capital and ordinary expenditure is stressed.
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On the operation of the Finance Act during the war and the post-war
period and its relation to the abandonment of the gold standard in 1929 see the
following articles by C. A. Curtis, “The Canadian Banks and War Finance,”
Contributions to Canadian Economics, Vol. III. pp. 7-41; “Credit Control in
Canada,” Proceedings of the Canadian Political Science Association, Vol. II.
pp. 101-22; “Canada and the Gold Standard,” Queen’s Quarterly, Winter, 1931;
“Amendment of Canada’s Finance Act Necessary,” Monetary Times, January
24, 1930; “Present Position of Canadian Dollar largely due to Weakness in
Finance Act,” Monetary Times, October 16, 1931; also E. L. Stewart Patterson,
Financial Post, March 26, 1931, and A. F. W. Plumptre, “Our Glittering Gold
Standard,” Dalhousie Review, September 1931. The extent of domestic capital
available is difficult to appraise. An estimate of January 1, 1931, gives a total
capital investment of $17,430,000,000, of which foreign investment constituted
about 34 per cent., or $6,375,533,000 (61 per cent. U.S., 35 per cent. U.K.).
In 1932 Canada will pay $285,000,000 ($160,000,000 interest plus $125,000,000
repayment) in American funds, or at current rates of exchange $335,000,000.
On the other hand, Canadian investments abroad were estimated at $1,904,500,000
(possibly $300,000,000 in foreign bonds), but it is difficult to state how wisely
securities were purchased by the investment trusts which developed during the
boom period. The continued depression of the stock market has, of course,
been of first importance. On the other hand, the development of the bond
business and the rapid growth of insurance companies since the war are factors
which have facilitated the mobilisation of capital. Beyond question there has
been a marked and sustained shrinkage in the amount of capital available. Bank
balances abroad declined from 200 millions to 75 millions in 1931 partly as a
result of the floating of domestic loans and the necessity of using domestic funds
for seasonal autumn demands. Canadian securities to the extent of about 50
millions have been dumped back on the Canadian market. The extent to which
there has been a flight from the dollar is a debated point, but it has probably
been appreciable. The following table has been compiled by Prof. K. W. Taylor
for the Financial Post Business Yearbook, 1932, and is suggestive in spite of its
admitted defects, particularly as to movements of capital.










	(Millions of dollars)

		1930	1931

		Cr.	Dr.	Cr.	Dr.

	Merchandise	894	992	600	605

	Specie	25	39	56	2

	Freight	69	101	51	66

	Tourist	279	113	260	100

	Interest	88	273	70	240

	Insurance Advertisement	33	32	29	28

	Canadians employed in U.S.	4	—	3	—

	Non-commercial	42	44	24	28

	     Total	1,434	1,594	1,093	1,069

	Net flow of Capital	238	26	26	24

	     Balance	—	52	26	—
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See C. R. Fay, Youth and Power (London, 1931), Ch. V.
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The decline in prices has been estimated to have increased the burden of
the federal debt to the extent of $800,000,000 and all public debts $1,350,000,000.
Estimating present prices as 30 per cent. below 1923-27 the weight has increased
about $1,000,000,000. These estimates are obviously only stated to emphasise
the character of the problem.










Supplementary Note on Canadian Economic Conditions in 1931-2



By H. A. Innis


The Economic Journal, June, 1932, No. 166.

 

 


Publication of the report of the Canadian National Railways
for 1931 and of the budget for 1932-3 warrants a brief supplementary
note to Economic Conditions in Canada, 1931-2,[24] in the
interests of greater precision and with a view to reinforcement
of the general conclusions. The budget speech of one Finance
Minister announces a deficit of $119,000,000, expenditures
$454,000,000, including $379,000,000 ordinary expenditures,
$17,000,000 capital expenditures, $55,000,000 special expenditures
and $3,000,000 non-active loans and advances, as
against receipts $335,000,000. Net debt increased, therefore,
from $2,262,000,000 in 1931 to $2,381,000,000 in 1932. In
1932-3 ordinary expenditures include $236,000,000 of uncontrollable
expenditures ($10,000,000 over last year) and other items,
practically uncontrollable as a result of severe reductions (to the
extent of $35,800,000), making a total for the budget of
$369,900,000. Old taxes are expected to yield $319,100,000
and new taxes involving an increase of the sales tax from 4 to
6 per cent., an increase in excise tax on imports from 1 to 3 per
cent., and other forms of taxation, such as stamp taxes, are expected
to bring in $55,000,000. With only slight changes in
the tariff, customs are expected to yield $100,000,000; excise
$45,000,000, sales tax $70,000,000 (last year $41,000,000) and
income tax $48,000,000 (last year $61,000,000).


The new budget makes no provision for expenditures, other
than ordinary expenditures. Other expenditures, including
unemployment relief, totalled $75,000,000 last year. The policy
of giving indirect relief through public works has been definitely
abandoned, with the result that direct relief will become an important
item. In addition, the Finance Minister estimates that
$16,000,000 will be spent on projects initiated last year. The
budget, following earlier practice, has been presented without
reference to the Canadian National Railways. The report for the
calendar year 1931 shows a decline in net revenue from $22,000,000
in 1930 to $1,000,000 in 1931 and an increase in the net income
deficit from $36,000,000 to $61,000,000. In addition, the railroad
owes the Government $33,000,000 for interest on loans.
It will be necessary for the Government under these circumstances
to float a substantial loan in the not distant future.


The demands of the Dominion Government have been
paralleled by the demands of the provinces and municipalities.
Bank loans have increased as follows:








	1931-2 (Millions of dollars)

		Municipalities	Provinces

	January (1931)	105.22	26.31

	August	111.98	24.78

	September	114.79	32.99

	October	113.84	38.34

	November	118.13	42.05

	December	125.69	45.56

	January (1932)	132.86	43.44

	February	139.29	56.23




Provinces and municipalities have been reluctant to convert
borrowings to long-term bonds because of high interest rates.
Ontario, for example, floated an issue on February 1 of $5,000,000
for three years at 6 per cent. and of $20,000,000 for fifteen years
at 5½ per cent.


The demands for capital and high interest rates have contributed
to the difficulties of private borrowers. The main items
of the bank statements indicate the character of the problem.










	Abstracts of Bank Statements, 1931-2

	

	(Millions of dollars.)

		Specie	Dominion Notes Owned by Banks	Government Securities	Dominion Notes under Finance Act

	Jan. (1931)	71.23	110.17	396.77	12.5

	Aug.	64.57	98.99	452.41	6.5

	Sept.	71.50	110.39	455.93	19.5

	Oct.	89.95	111.86	487.91	24.5

	Nov.	87.61	153.65	507.76	66.5

	Dec.	65.82	128.86	477.91	49.0

	Jan. (1932)	64.91	131.11	467.56	45.0

	Feb.	62.59	123.81	460.03	36.5

					25.0†

	† Royal Bank

	













		Current Loans	Call Loans in Canada	Call Loans Abroad	Savings Deposits	Total Deposits

	Jan. (1931)	1141	192.02	214.80	1428	1985

	Aug.	1127	158.63	109.67	1461	2030

	Sept.	1137	166.58	90.10	1456	2050

	Oct.	1141	158.58	90.74	1462	2043

	Nov.	1102	156.90	112.75	1396	2013

	Dec.	1082	134.73	83.12	1360	1937

	Jan. (1932)	1071	131.17	65.92	1368	1875

	Feb.	1063	129.76	98.95	1390	1886




Trade statistics for the fiscal year show a decline as follows:








	(Millions of dollars)

		1930-1	1931-2

	Exports	800	586

	Imports	907	579

	Excess of exports	-107	+7




On April 19, exchange on New York was 90-1/16 cents. National
income[25] is estimated to have declined from $5,123,000,000 in
1930 to $3,806,000,000 in 1931. Prospects are not bright for a
good wheat crop in 1932.











	
[24]

	

Economic Journal, March 1932.















	
[25]

	

I am indebted to Mr. D. C. MacGregor for these estimates. They have been
worked out along similar lines to the estimate of the Dominion Bureau of
Statistics giving $5,586,000,000 for 1929. He estimates that the percentage of
total debt charges, dominion, provincial and municipal, to national income has
increased from 3.6 in 1928 to 7.1 in 1931.













TRANSCRIBER NOTES


Misspelled words and printer errors have been corrected. Where multiple spellings occur, majority use has been employed.


Punctuation has been maintained except where obvious printer errors occur.


Some of the tables in the text version have been adjusted to accommodate limited column space.


Two related papers, “Economic Conditions in Canada in 1931-2”, and “Supplementary Note on Canadian Economic Conditions in 1931-2” have been combined into this one ebook.


A cover which is placed in the public domain was created for this ebook.
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