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ABSTRACT

This study has been divided into two levels of
analysis. The first and most important level is concerned
with examining the evolution of the Canada Development
Corporation, hereafter referred to as the CDC, The emphasis
of the thesis 1s on the factors which shaped the
Corporation's form and functions, These include national
and international economic variables, the personalitles
and political orientations of decision-makers, specific
political circumstances and the decision-making process
itself. ‘

The most significant contribution that this thesis
makes to knowledge is that 1t has developed an elite model
for explaining the evolution of the CDC. It is argued that
Canada's indigenous economic elite had the greatest input
into the policy process which created the CDC. This is
considered to be the most important factor which shaped the
CDC's evolution, As a result of this elite's influence, the
federal government structured the CDC so that its primary
functions were to ‘outtress and promote elitism and
capitalism in Canada. -

The second level of analysis is of a macroscopic
nature, Here the focus has been on four questions, What does
the CDC as a case study say about the role the state has
played in the development of the Canadian economy since
-1960% Is the CDC a defensive or offensive policy response
to the problems of foreign investment, capital formation
and economic growth in Canada? What have been the
implications of using an elite model to analyze the
Corporation and its evolution? And finally, what does the
CDC's evolution say about the study of public policy?
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IKTRODUCTION

This thesis wag written for two basic reasons,
First, the avthor has always been keenly interested in
the CDC and its activities since it was created in 1971.
Secondly, there is a need to examine vnolicy as consequence

of the distribution of power in Canadian society., For this

author, the thesis has served to integrate his interest in
the CDC with a vpower approach to public policy.

The purpose of this thesis is to examine the
evolution of the CDC. By evolution, the writer means the

zradua’l develovment or working out of the CDC from co?

(R

to concention. Kany factors shaped this develonnrent. It is
an analysis of these factors which constitute the crux of

this thesis.
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THE CDC: A FRAMEWORK FOR ANALYSIS

A variety of frameworks have been used by political
sclentists to examine the rdle that the state has played in
the Canadian capitalist economy. This study will be conducted . -
on two levels, The first and most important level is »

microscovic; it focuses on explaining the evolubtion of the

Canada Development Corporation., The second level of analysis -

is macroscopicy it attempts to set the explanation of the CDC

within the theoretical framework of the role the gtate has .

played in the development of the Canadian capitslist economy,
More specifically, the CDC will be used as a case sﬁudy for
examining how the federal government has tried to come to
grips with the interrelated problems of foreign investment

and economic development in Cansda since 1960,

It seems appropriate at the outset to present a brief
sunmary of the creation and functions of the CDC. During the
mid 196C's, Canadians became more concerned with the
increasing venetration of the key mining and manufacturing
sectors of thelr economy by American based multinational
corvorations, The federal government commlssioned a study to
investigate the fubture prospects of native industries and
"recommend policy proposals for its future independent
deveiopment.ﬁl On June 30, 1971, final assent was given to

&
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legiglation which created the Canada Development Corporation.
Act C-219 outlines wnhy the CDC was created, It states;
The purpose of thig Act is to
establish a corporation that will
nelp d velopment and maintain strong
Canadian controlled and managed
corporations in the private sector
of the economy and will give
Canadians greater opportunities to
invest and participate in the
economic development of Canadea.*

Theoretically, the CDC was intended to serve three
major functions. First, it was intended to stimulate Canadlan
economic development by being o vehicle of capital formation.
It was to be financed in part by the state and “in part by
the savings of a great many individual Canadians and
indirectly on their vehalf by 1life insurance companies and

n3

vension funds,. The CDC was designed to channel these savings

into financing the initisal development or exwvansion of large

scale industrisl enterprises in Canada, This relastes to the

-CDC*s second Tunction. That is, it was designed %o -undermine
the position of foreign owned corporations by strengthening

the Canadian owned sector of the economﬁa Thirdly, the

reation of the CDC was supposed to ensure that the key

o)
i

ectors the Canadian economy would remain within dlrect

9]

govermment control or influence., This would better allow the

government to plan for and give direction to economic

development in Canada. !
liost of this study will be focused at the microscopic

tevel of aralysis. The purpose of the study is to analyze the
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CDCYs evolution in order to determine which factors were
most important in shaping the Corporation's objectives and
structure, This raises two other issues which this study
will address. First, this study will analyze the actual
gstructure and functions of the CDC. And secondly, it will
attempt to show how the various factors affected the CDCfs
structure and functions.

- The approach to developing This explanation will
stresgs the adoption of several perspectives of the ChC's
evolution. That is, the CDC's evolution will be examined from
gseveral different vantage points. This study has been
organized so that the reader will get an increasingly narrow
perspective of the evolution of the CDC. The first perspective
the reader gets is an analysis of the national and
international factors which generated a consensus about the
need for a CDC of some sort. Th}s 1s followed by an
examination of the political decision-making process which
created the Corporation. The stress here is on how political
events and personalities affected the Corporation's evolution.
The third perspective emphasizes the structural evolution‘of
the CDC, Eeit, there is an attempt to show how and why the
CDC is dominated by a varticuvlar elite., An &ffort is made here
to 1lirk the evolution of the CDC with the distribution of
power and influence in Canadian soclety. Finally, two specific

cases are pregsented as evidence supporting the

2]

tudy's

explanation for the CDC's evolution, structure and functions,
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All of this occurs at the microscoplc level of analysis.

Once this has been done we will turn back to a
broader perspective of the Corporation. This is the
macroscopic level of analysis, Here we will deal with four
basic questions. What does the evolution of the CDC say about
Jeanne Lauxts argument that it is vprimarily a defensive
mechanism? Secondly, what does the CDCfs evolution say about

he role of the state in developing the Canadien econony?
Thirdly, what are the implications of this paper for the
nower approach to studying public policy? And lastly, what
does the CDC's evolution suggest about Canadian society and
Canadian politics?

Since the decision to create the CDC was a policy
decision by the government, it may be useful at this point.
to outline some of the basic theoretical approasches which
have been used to examine public policy in Canada, These
theoretical fremevorks are useful because 1t is from them

1

nat political scientists have tended to derive thelr

2e
¥

oy

yvothesesg about particular public policies. There have been

)

ive major theoretical frameworks used to analyze Canadian

public nolicy. One approach views policy as a reaction to

+

environmental factors. A second apovroach suggests that it 1s
the institutional frameﬁork of Canada's pol;tical system
which has the greatest imvact on the formulation and
implenentation of »ublic policy. Closely related to the

institutional avpoproach is one which stresses policy as being

F
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the result of a decision-making process. A fourth aovnroach
argues that it is change in ideas which is the most

important factor influencing govermment policy. Finally,

the fifth appraach suggests that volicy is the result of the
distribution of interests in society and the resources
avallable to those interests, It is the distribution of power

and influence which is the key element for explaining patterns

}
of molicy.

o]
ot

chard Simeo

=

has noted that there is a great need

lonal

ot

to 1link the study of policy with "the more tradi
concerns of political science and in particular with the
three most vital eleménts; power, conflict and ideologyc"5
This study tends to link the CDCYs-evolution to three of
Simeonts avproaches, For example, the consensus that a CDC
of some sort was needed was a reactlon to certain national
and international environmental factors. The CDC is also
viewed in. this study as being the result of a decision-making
process, nowever, in the final analysis, this study tends to
stress the 1link between power and the CDC's evolution. This
vwa g because a pover wodel seemed to bhe the most useful in
terms of generating some specific hyvotheses .and suggesting
some tentaltive answersg to the questions railced at the
macroscopic and microscopic levels of analysis.

This attennt at linking s partiouiaf sovernment
policy with the concept of vower ralses a very crucial

gquestion. Which power model i1s the most anpropriate

Hy

or



examining public policy? Zach of the power nodels stress
that nolicy outcomes are dependent uwvon the number of
interests involved, the degree of conflict amorz them and
the means of influence each can use to aiffect the policy
nrocess. The power approach to vublic policy can be
subdivided into three fundamental tyves, each differing in
1ts concept of power, how nower is structured and how it is

r4
measured, In essence, the utility of different vower models

ags tools of analysis will therefore be assessed in this study.
Each of the three power annroaches 1s associated with
g particular view of soclety, politics and the state in

countries characterized by advanced capitalism. Pluralists

1like Robert Dahl arzue that power in Western socielies

|

s
fragmented and diffused. Society is viewed as consisting of
many different blocs of interests which are continually

competing with each other. Because of the conflicting pressure

geﬁééétéd Ej %héée"blﬁcé ofﬁihtefe t t”v rﬁétéicaﬁﬁofﬁfavbuf
one over the others. Instead it must attempt to reconcile all
of the competing interests. As a vresult, Dahl sugzgests that
every active and lezibimate group can have invut iato the
decision-naking process, Dahl accepts that there ére elites
in Western socletles but argues that they are notv cohesive

enougn to be consid “ed as a dominant class, Ee claims that

power is distributed between several elifes but that each
elite is influential in a different issue area. Thus, thelr

el
9
o
]
'_Jl
t

non~cunulative,
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Tnis view of Yestern society does not reject
criticism of the politicecal, social and economic order,

However, any criticlisms are viewed as improving a soclety
whose basic, democratic, capitalistic character is already
established and considered to be desiravle. This is
particularly true when one is discussing the role of the
state in the capitalist economy. 3ta
represent a rejection of capitalism,
improvement of it.

he second mzjor power approach Tto the anal
nublic policy is reo-Marxist class analysis. Yeo-Farxists
see the state in canitalist soclety as being the coercive
ingtrument of the ruling class which iz defined i terms of
ite ovmership and control of the means of productions8 It
is argued that this small dominant class rules through the
institutions whlch make up the state. Some of these

tions include The military, the govermment, the

administration, police judiciary and parliamentary a2ssemblis
§ £ 3 -

The state nower is wielded by the peonle who occupy the

vsents of the holders of orivate cconomic pover, The

capitalist class rules through the holders pf the state power

o)

but docs not actually zovern. ~ Thus, for the neo-iarxist,

nolicy outcomes always reflsct the interesta of the rulin

J

2
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The third tyve of fundamental vpower anproach is that
of the lMillsian elitist. Like the vluralist, the elitist
believes that the distribution of interests in society and
the resources available to those interests are the imvortant
factors for understanding patterns of public policy. However,
uniike the pluralist who argues that power is diffused among
many competing interests, the elitist argues that vower is
concentrated among a few groups in society. The vluralist
elite model is also different from the Killsian elite model
in its conception of elite cohesion. Pluralists argue that
elites are not cohesgive and compete with each other. The
Killsian model suggests that elites have a cohesive nature,
Thus, for the pluralists, volicy outcomes tend fo be
distributed widely among competing interests. However, for
power elitists, policy outcomes are distributed among the few
because only they can influence the volicy process.

. "It is much more difficult to draw distinctions between
the neo-Marxist and power elite apovroaches of examining public
policy. In fact, there has been an attemvt in recent times

to "integrate elite and class analysis.“lo Farly elite
theorists such as Gailtano Mosca and Robert Michels were not
concerned with this integration process and tended to argue
that the formation of elites was inevitable and inherent in
human relations. ilore current theorists such as Joha Porter,
Ce Wright Mills, G. William Domhoff and Wallace Clement have

attempted to "place elites within the context of the class



structure by analyzing the extent of narticular class
membership in various elite positions."11 Domhoff defined
elites as the Yoverating arm of the upper cZLass.”12

And yet, despite these attempts to integrate elite
and class analysis it must be emphasized that they are
distinct concepts. When neo-Marxists use the tTerm "class"
they are referring primarily to the economic groups defined
by their position in the vrocess of production.13 Thus, one
has slave or master, serf or feudal lord, worker or cavitalist.
Wnerever private ownership exists, there will be a natural
conflict between classes over the survlus of productioml4

Wallace Clement contrasts this notion of class with

the concent of elite in The Canadian Corporate Elite, Por

him, the concept of elite refers To the '"set of uvvermost
positions within any given institutional svhere that is
arranged in a definite hierarchy."15 He also points out that
the concepts of elite and class are not interchangeable,

Perhaps the best avvroach is to regard class and
elite as complementary tools of analysis., They can be used
senmarately or together to analyze some agpect of politics.
It seems that class is a broader concept than elite. Thus,
one may be a member of the upper class but not a member of
the ruling vower elite, Similarly, one may be a member of an
elite and not a member of the uvper class.

Fach of the three power avbroaches has asvects which

are useful for this study. The pluralist approach could
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explain the evolution of the CDC in terms of competing blocs
of interests. According to This apvroach the Corporation
evolved the way i1t did because of the competition between
economic nationalists in Canada and businessmen concerned
about another government intrusion into the private sector
of the economy. A neo-Marxist might suggest that the CDC
evolved the way it did because of the influence of the ruling
upper class. Similarly, an elitist might argue that a ruling
vower elite wanted to use the CDC to protect its interests
and hence affected the Corporationts evolution so that it
verformed this function,

Of these three, a ruling elite model similar to that

used by Wallace Clement in The Canadian Corporate Elite was

chosen ag the framework for linking the CDC with the concenpt
of vower, This apvroach was chosen because it seemed to be
the most useful in terms of generating interesting testable
hyvotheses. Unlike Clement, there will be no attemot to
integrate class and elite analysis. Essentially, the utility
of elite analysis for examining the CDC's evolution will be
tested in this study.

Clement's Canadian cornorate elite consists of the
genior managers and directors of the doninant corporations in
Canada, This corvorate elite has three basic combonents.
Thesgse are national or indligenous elites, satellite or

156

comvrador elites and foreign or marasitic elites. An

indigenous elite 1s one which orizinates or is vroduced
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naturally in a partlcular nation., Thus, Canada's indigenous
elite would be one which "has indevendent Canadian controlled
bages of power."17 Comprador elites refer to those who
operate the branch vlants of the large multinational
corvorations. Those who operate these branch nlants may be
either foreigners or citizens of the country where these
branch plants are located, The parasitic elite is comwosed
of the heads of multinational corvorations who make economic
decisions outside the country where their branch plants are
ZLocna‘i:echlld

Clement implies that Canada®s indigenous elite
consigts of two distinct but interrelated groups. The first
group consists of the directors and senior managers of
Canadian chartered banks and insurance and finance companies,
The second consists of the directors and senlor managers of
large, vrivately owned Canadian companies which are or are
about to become multinational corvorations. Aside from the
chartered banks, these large Canadian corporations form the
major investment vpools in Canada, Since 1900, about five
thousand large comvanies in Canada have disavpeared through
mergers and takeovers.19 Today, outside Canadian chartered
tanks, there are only five major investment pools in Canada,
These are the Desmarais Group (Power Corporation), Brascan,
Canadian Pacific Limited (CP Investments), WEP Investments
(Argus Corvoration), and the 2ronfman Group (Cemp Investments).

These five private investment vools combined with the chartered
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banks and insurance and finance commanies constitute Canada's
indigenous elite,

For the nurvose of distinction, the two constituent
zroups of the indigenous elite will be referred to hereafter
as the Canadian finance elite and the Canadian nultinational
corporate elite. It is imvortant to note that there is a
sreat deal of intermingling between the two constituent

sl

roups, lfuch of this intermingling assumes the form of

o

&

interlocking directorships. Thus, Power Corporation, for
example, has two interlocking directorships with the Royal
Rank of Canada and the Canadian Imperial Bank of Commerce.
Throughout this discussion, the closeness between the
Canadian finance and nmultinational corporate elites has been
enmphasized, However, there are some important differences
petween the Canadian finance and multinational corvorate
eglite, First, the latter seems to have more divergified and
in ﬁ n twonal interests thén the former, Ahréxéminaﬁion of |
the corporate holdings of Power Corvoration reveals that it

. & 20 1
congists of some seventy different companies. The difference

|-
n

functional in that charter banks are vdrimarily concerned
with just finance whereas vthe Canadian nultinsationals are far
more diversified, Furthermore, chartered banks must be
concerned with such things as the Bank Act and the Zank of

Canadae whereas the Canadian nultinationals are faced with an

W

entirely different set of resulations and relations with
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Clement himself voints out how the Canadian
indigenous elite differs from the comprador and wnarasitic
elites., He notes that the most important difference "hinges

a2l

on the issve of territory. The Canadian finance elite is

dominant in the field of finance, The Canadian multinational
corporate elite has holdings in this field as well as belng
dominant in the utilities and transportation sectors of the
econony. These have been referred to as the passive growth
sectors. In contrast, the foreign parasitic elite is involved
with the resource and manufacturing or active growth sectors
22 )
of the econonmye. This difference of terrritory is very
important if one is to fully understand the CDC's evolution.
Stuvart Holland has suggested the active growth sectors
of the econony are those which initiate the demand for
investment and other goods and services, lModern manufacturing
represents the most important active growth sector. For him,
mechanical and electrical engineering, electronics and
chemical products (including plastics) are the major
components of any countryt!s modern manvfacturing sector. The
vassive growth sectors include meinly basic industries and
services such as steel, fuel and power, transport,
conmunications, insurance and banking. Eolland maintains that
in terms of growth vromotion, these sectors are »nassive, They
cannot initiate demand themselves but only grow with it. It
is the growth of the active sectors which creates demand for

the vassive sectors and stimulates their growth°53
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Eolland suggests that the historical nattern of
nationalization, particularly in Western Eurone, first
concerned mainly the pagsive growth sectors. He argues that
it is not the already nationalized public enternrise but
rather "privately owned and controlled intermediate
manufacturing which constitutes the *commandiag heizhts'! of
the western capitalist economies.24 Fe further argues that
any govermment which wants to raise the rate of growth of
industrial investment should not only vromote the aciive
growth sectors through capital grants, tax benefits and long
term nurchasing contracts but should also "extend public
ownership to other sectors than basic industry or SETViCeS;“Z
The state 1s faced with some difficult problems when
it tries to extend public ownership into the active growth
sectors of the economy. Flrst, there is a great deal of
economic risk in becoming involved in these sectors. Costs
ége ﬁerj ﬁighrand ﬁhe poﬁeﬁtial fof sﬁccesé ié b%ten ioﬁ.
Bowever, when success is attained profits are usvally
extremely high, The second pnroblem is that the »rinciple of
vublic enterprise could be discredited if the government only
nationalized isolated vrojects in which vprivate enterprise
had been unsvccessiul because it failed to modernize or
diversify., Thirdly, vpoliticlans could not follow the
traditional vattern of nationalization and take over all the
active sectors outrigsht because this action would be

-

economically and vwolitically w»rohibitive in the short term.
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Politicians dependant unon re-~election could not risk the
attempt at such a controversial action., Also, an attemvpt to
nationalize all the active growth sectors would onrobably
result in Yecavital flight, a2 run on the currency and an

investment varalysis which could prove more vicious than the
. . . . ) 26
vrevious low-growth syndrome itselfl
And yet, there are some important advantages for
public revresentation in the modern manuvfacturing sectors.
Public ownership of companies in the active growth sectors

1.

allows the govermment to have some control over the rate of

e

ndustrial investment. It also allows the goverrnment to deal

<

mnore effectively with a problem o

b

balance of payments by
g s cr . . L. 27
helving it vlugz import zgaps or widen exovort botitlenecks,
It is8 not necessary for the state to have coavlete
control of a sector or to possess formal controlling interest
of a2n individual company. A state firm can be used to
influence private national or multinational firms without

actvally controlling them. The state can use its firm in a

S SN

i s

narticular sector to influence vrice competition bhetween
vroducts and the scale, rate and location of investment. For

example, the gtate does not have to have formal control of

on

en electronics company in order to directly influence its
investment, location and vprice behaviour or indirectly
influence comveting vrivate electronics firms.

One invortant

'3

oint must be made about Folland's

notions of active and passive crowth sectors. These categories



are not static. Technological advances and changes in
economic and nolitical circumstances may lead to a particular
fipasgive growth" industry becoming part of the active zrowth
sector. Holland, for example, suggegts that fuel and energy
resources are part of the passive growth sectors. Hovever,
changing economic, rolitical and technological circumstances
have resulted in many natural resource industriesg becoming
part of tThe active growth sector, The »netroleunm industry,

Eal -

for example, has certaianly not only sustained economic growth
but initiated it through industrial investments, Likewise, it
18 posgsible for an active growth industry to become part of
the passive growth sector of the ecohony.

Having clarified the analytical framework of this

el

gstudy, it is now necessary to preseat the hyvotheses generated

3

py that framework., These hyvotheses focus unon Thne structure

and functions of the CDC and the factors wnich affected the
Cornoration's evolution, There is alsgo an emphasis vlaced

3

on how and wny these

=
®
@]

tors affected the CDCY's evolution.
One of the central hynotheses of this study ig that the CDC
evolved to nlay six basic roles, It will be arsued that the

two most lmvportant funcitions of the CDC are its roles as a

tputtress v oang "nromoter™ of cavitalism and elitism in

significant function of the CDC is that it has evolved to be

8. mechanism for economic develonment in Canada. The CDC does



17

this by mobilizing Canadian savings to invest in the
develovment of new or the exvansion of existing major
enterprises on a Canadian controlled basis. The Cormoration
stimulates economic development by being a vehicle for

Tormation in Canada,

Q
@
'u
,_.

The fourth role that the CDC has evolved to play is
that 1t 1is a mechanisn for Yreprivatizing® canital in Canada.
That is, the CDC Yrevrivatizes® opublic funds, The fifth role
played by the CDC 1s that it has the lezal potential to
onerate as a multinational corporation. It can keep foreign
rultinationals “honest® on vrices and costs by vroviding a
strong Canadian controlled presence, Finally, it will be
argued that the least important of the CDC's functions is its
role as a tool of economic nationalism, The least gignificant

of its functions is to deal with the problem of foreisn
Eh f)

ownersh

w

|_-h
t

in Canada, It may acquire foreign controlled fivms

ooeraulng in Canadsa if those Tirms ar D“ofxuaoLe,

I_Jn

William Andrew Dimma, in an extensive gtudy of the
CDC, identified and classified thirty-seven functions of the
CDC,. He vlaced them into four catezories according to their
nature. rfourteen of these functions dealt with econonic
develomment and the filling of =zaps in the Canadian canital
and entrenreneurial markets, Jine dealt with foreign
owrnership and control, five with the CDC as a multinational

corvoration and nine were niscellaneocus, Dinma then used a

5 pmoint scale to classify each function accordin~ %to its
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level of significance. There were three categories of
siznificance, These were primary functions, secondary
functions and functions which would likely occur as by~
product benefits, Using his terminology, it will be arsued
that the CDC's roles as a E}U*’%rejss and promoter of
canitalisn and elitism ove vrimary functions. - . The
same can be said for 1its roles as a ®revnrivatizing® nechanisnm
2nd a vehicle of economic develooment. The CDC as a
multinational corporation is 2 secondery function, Its role
as a tool of economic nationaliem is one which will occuxr

as a by-product beneflit,

The sgecond hypothesis »nertains to the structure of
the CDC. It will be arsued that the CDC evolved so that it
structurally resembled 2 private corvoration, IT has not
onlly evolved To become a menmber of the private secftor but

it is also managed by nrivate secior actors. The CDC evolved
2

L Cbe o 0 L e o e
so that its activities were tosmanaged by a small board of

actors, This study will demonstrate that the largest

[wh
o
=
ot

number of these directors are drawn from the private sector,
Iin fact, this study will show that most of these directors
have been dromn from Canada'’s indizenous elite, varticularly
the multinational corporate groun within that elite.
Structurally, the most imwortant question about the
C2C revolves around thne issue of control., This thesis will
arcsue tnat Act €-219 ensured that the CDC wouvld be isolated

rom the wolitical arena. Zy refusinzg to nake the 20 a

L’}
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crown corporation and by financing it through =2 "lusnd sum®
budgeting process,0ttawa guaranteed that it would be a vart
of the vrivate sector. Thus, this waper will argue that

the CDC is not legally resvonsible to any government agency,

b

urthermore, it cannot be controlled through the annual
federal budget.
These then are the arzuments which wi'll be made about

the functions and structure of the CDC. The guestion now is

to determine what facbtors affected the CDC's evolution so

that it fulfilled these functions and assumed thig structure.
It is also important to determine how and why these factors
shaped the CDC's evolution.

The central hypothesis.of this study is that several
factors shaved the evolution of the CDC, It will be argued
that the current CDC emerged from nmultiple cauvuses, These
factors range from environmental variables and political
e&entéréo fhéiihﬁut tﬁéfrcéhaéa'é indigénoﬁéiéiiteihad infor
the decision-naking process which created the Corvoration,.

The first factors that this study deals with are of

o

an environmental nature. These are the national and

{

international factors which generated the orizinal need for

a CUC of some sort, It is these factors which exwnlain why the
CLC evolved at the varticular time that it did. They also
ere regponsible for creating =2 consensus among Canadian
decision-nakers that a CDC was needed,

‘These environmental factors were basicallv economic

- L
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in nature. The international ones included the increasing

N

integration of the world economy and the growing importance

of the nmultinational corporation as an economic unit, These,

counled with national variables such as foreign ownershiop
and the vroblemns of canital formation and Canadian economic
develormment played an imvortant role in the original push
for a CDC,.

Once a consensus on the general ides of a CDC was
achieved, several factors other than the envirommental ones
became more important. These included the decision-maXing
vrocess itself, the personalities and volitical orientations
of those decision-makers most concerned with the CDC,
political circumstances and the iamut that Canada's indigenous
elite had into the decision—makiég nrocess, Thusg, the CDC's
structure and functions were shaped by the vrocess of
decision-naking in Canada. Similarly, »ersonalities such as
Yelter Gordon, Hitchell Sharp and Haurice Strong affected the
Corvoration®'s evolution. FPolitical circumstances such as
ninority government and ideolozical svlits within Cabinet
also shaped the CDC's evolution,

One of the key concerns of this study will be to
integrate the elite nodel discusgsed earlier with the evolution
of the CDC, This model generated some interesting hynotheses.
The most imwortant of these for this study concerns the

influence Canada's indizenous elite had unon the CDC's

daeveloment, It will be arsued that Zanada’s indizenous elite,
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narticularly the multinational corporate groun within that
elite, was the most significant factor which shaped the form

and functions of the CDC, This elite had the greatest inpu

£

into the decision-making process wnich created the Corcoration

and hence had the greatest influence uvon its evolution, It

will be Turth arguved that the government, for reasons of
its own, allowed this elite tc affect the develomment of the
SDGC,

These argunments raise three ot he% questions. Eow was

the Canadian multinational corporate elitets influence
manifested in the policy process which created the CDCY Why

wag that elite so concerned with the CDC? And lastly, why
did Ottawa let this elite have such great input into the
nrocess creating the Corvoration?

Once & consensus about the general nesd for a CDC

had been achieved among political decision-makers, Elej were

g

try et 3 lurthe consensus

ng to

Jte

ey

nfr ﬂued W1tﬂ tﬂe task o

(0]

¥

)

on the form and functions of the CDC, This nroved to he a
very difficult taslk, vhen the govermment decided to create
the C2C it had four models from vhich to choose, There was
he totally publicly owned CDC as advocated by the ¥DP, It
can be contragsted with a comnletely nrivate CoC, The firal
two models were mixed. One of these empnasized »nudblic
scononic nationalist functions such as buying back Canadian

firms which were owned by foreisners, This was referred to as

the Gordon nodel. The other, The 3harn model
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private aspects of the CDC, The government's only role would
be to create and initially fund the Corporation. After that,
the CDC would become a member of the private sector and be
managed by private sector actors, Its main function would be
to generate profit.

These four models are important indicators of how
the concept of the CDC changed as the Canadian multinational
elite's influence was brought to bear upon the policy process
which created the Corporation. It will be argued in thié
study that thé purely private and purely public concepts of

the Corvoration were never really seriously considered by the

government. Genuine consideration was given only to the mixed
models, Here, it will be suggested that a mixed CDC with
emphasis on its public aspects was initially favoured by the
government. However, because of the Canadian multinational

corporate elite's influence, a mixed CDC with emphasis on

its private aspects was created by Ottawa.

Initially, Canada's indigenous elite, particularly
the finance elite, rejected even the general idea of a CDC.
There were some exceptions to this negative attitude towards
the CDC, Some-members of the Canadian multinational corporate
elite)such astmaurice Strong of Power Corporation)expressed
aporoval of the idea buﬁ were worried about what form it
would assume. However, once it became clear Ottawa was going
to proceed with developing the idea of the CDC, Canada's

indigenous elite wanted to make sure that the model =~ - most
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compatible with the private sector was adopted., This was the
Sharp or private, mixed model,

The Canadian multinational corporate elite's
influence was manifested in the policy vrocess creating the
CDC in two ways. First, members of that elite (eg. Maurice
Strong) were invited s by the govermment to participate
directly in the process creating the CDC.

Secondly, this study will argue that there was a
1link between the rationale used for creating the CDC and anl
internal debate between two different factions of Canada's
buginess comnunity. That is, these two factions had different
jdeas about what the objectives and form of the CDC should
be. The Canadian multinational corporate elité favoured a
CDC which, as much as possible, resembled a private company.
" The second group, consisting of smaller Canadian

entrepreneurs, favoured a mixed CDC with emphasis on its

public aspects. The debate between these two groups was not

only found upon the editorial vages of magazines and
newspapers but also found its way into the political arena.
Tt will be further argued that during the CDC

controversy, the latter faction was best represented in the
political arena by Finance Minister Walter Gordon, He was a
vartner in the Toronto éccounting firm of Clarkson, Gordon
and Company. He has often been referred to as the initial
architect of the CDC, His chief concerns were that the CDC

should be used to offset foreign ownership and to fill gaps
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in the Canadian capital market.

It would be difficult to argue that Gordon did not
have any impact on the evolution of the CDC, However, this
study will argue that his concept of the CDC lost out to
the more private, mixed model. In fact, it will be suggested
that the continual delaying of Gordon's CDC legisglation was
the result of the opposition of the Canadian multinational
corporate elite to his model of the Corporatién, This elite's
ideas about the CDC were best repreéented in the political |
arena by lMitchell Sharp. He had some significant corporate
links with Brascan. When he succeeded Gordon as Finance
Minister, the concept of the CDC was changed so that it was
more acceptable to the Canadian multinational corporate elite,
Thus, it will be suggested that when Edgar Benson finally
created the Corporation in 1971, it resembled the Sharp model

more than the Gordon model,

initiall&; meﬁbers7ofmé;ﬁéé;;éwihéggéhousﬁéliée
became concerned with the CDC because they feared it was an
intrusion by the government into the private sector of the
economy. However, some, like Maurice Strong, saw that the CDC
could be a useful mechanism under certain conditions. Those
conditions were that the CDC would have to be as much a part
of the private sector as possible, And secondly, it would
have to be managed and controlled by Canada's indigenous
elite, particularly the multinational corporate group within

that elite.
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If these conditions were met, the CDC could provide
sone interesting benefits for the Canadian multinational
corporate elite, First, one of the main ideas behind the CDC
was that it would become involved in the active growth
sectors of the economy. If members of the Canadian
multinational corporate elite managed the CDC they would
naturally have some direct influence upon the Corporation's
investments in the active growth sectors. By getting
involved here, the Canadian multinational corporate elite
would no longer have to rely upon investment by the foreign
elites in the active sectors of the Canadian economy. The
multinational corporate elite would no longer have to depend
vpon growth in the foreign owned active sectors for the
pasgive sectors to grow. Thus, the CDC would be a vehicle
wnich would allow the Canadian multinational corporate elite

to gain some control of the active growth sectors of the

‘economy without taking any of the direct, financial risks
involved in investing in those sectors, This greater control
of the active sectors through the CDC would allow the
Canadian multinationa’l corporate elite to better coordinate
the growth of its passive sectors and increase profits.

This study will argue that Ottawa willingly agreed
to the Canadian multinaéional corporate elitets conditions
for accepting the CDC, That is, the government purposely let
this elite influence the policy process which created the CDC.

It will be further argued that there were several reasons why
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the government followed this course of action. These reasons
can be divided into those of a practical nature and those of
a philosophical nature,

There were several practical reasons why Ottawa
agreed To accept a private CDC which had the majority of its
directors drawn from the Canadian multinational corporate
elite. First, the government wanted to promote this elite
through the CDC as a buttress agaihst the increasing
influence of the foreign parasitic elite in Canada, One way’
of doing this was to have the Canadian multinational corporate
elite compete, through the CDC, with the parasitic elite., This
would help "Canadianize' the active growth sectors of the
€conony .,

Another way that the CDC promotes the Canadian
multinational corporate elite is by allowing thisg particular

group of individuals access to the resources of government

7ithout being controlled by it. The govermment's ex-officio
directors, for example, can exchange information with the
other CDC directors but cannot vote on any of the Poard's

mattersa28

This gives the Canadian multinational corporate
elite a competitive advantage over the foreign, parasitic
elite,

Such access +to. government resourc?s and information
has another important implication, Act C~219 does not require
the directors of the CDC to divest themselves of their

directorships in private corporations. During the debate on
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the CDC, this fact was one of the NDP's strongest objections
to the way the Corporation was structured, In fact, on
December 29, 1971, a motion by Stanley Knowles that the
directors of the CDC sever their connections with private
corporations was defeated by the Liberals and Progressive

29

Conservatives, The point that must be made is that there

is no provision within Act C-219 which prevents CDC directors
from using government information and resources to promote
the interests of their own private corporations, Information
about what the government intends to do economically can be

a great advantage to a director of a private corporation.
Furthermore, CDC directors can utilize the governmentt's
information gathering services for their own benefit,

No provision about conflict of interesgt was
incorporated into Act C-219 béoause the gpvernment wanted to
promote. the Canadian multinational corporate elite, If CDC
‘directors used any government information to promote greater
activity by their private corporations in the active growth
sectors of the economy, then the influence of the foreign,
parasitic elite in those sectors would be undermined, - The
government preferred the Canadian multinational corporate
elite because, unlike thelr foreign counterparts, the head
offices of their corporations were located ;n Canada, This
made them easier to control legally. In addition, if

government information could help some Canadian based

corporations to become successful multinationals, then Canada
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would benefit in both a national and an international sense.
Nationally, Canada would benefit economically as the profits
of these Canadian based multinationals flowed back fo the
head offices, Internationally, Canada's presence in the world
econony would be strengthened,

A second practical reason why Ottawa agreed to the
Canadian multinational corporate elite®s conditions for
accepting the CDC relates to the fact that the government
needed the expertise of this elite to manage the Corporation
if it was to be a successful venture. The government feit
that only this elite had the knowledge and skills necessary
to meet the challenge of the foreign multinationals, This
expertise was needed if the CDC was to be an effective
buttress against the increasing penetration of the Canadian
econony by the foreign parasitic elite, |

Finaily, Ottawa was anxious to achieve a consensus
“on the form and Tunctions of the CDC because it was to be
part of the government’s policy for dealing with the problems
of increasing global economic interdependence, capital
formation, foreign ownership and economic development, With
respect to this, it will be argued that, for the most part,
the CDC is vart of Ottawa's defensive policy response to
some important Canadian economic problems. This is evidenced
by the fact that the CDC promotes the Canaéian multinational
corporate elite as a buttress against the increasing

influence of the "parasitic elite" in Canada, The CDC is also
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a defensive mechanism in that i1t allows Canadians to better
compete with foreigners in the active growth sectors of
Canada's economy. Lastly, the Corporation is defensive in
that it was meant to be a vehicle for securing a place for
Canada in an increasingly integrated world economy and in
what has been referred to as the "multinational game®, These
arguments are similar to those used by Jeanne Xirk Laux in
her analysis of Canada‘'s resvonse to the increasing
integration of the world economy, Her argument that the CDC
is part of that Canadlan defensivé response is particularly
relevant to this study and will be dealt with in greater
detail in the next chapter.

Underlying all of these arguments of practicality
there was another more basic reason why the government
accepted the Canadian multinational corporate elite's idea

that the CDC should be structured and managed like a private

“company. Essentially, the federal goverrnment assumed that it

was best if Canada®s indigenous elite developed the Canadian
economy. How was this done? Simply by ensuring that the CDC,
the state’'s most significant vehicle of capital formation

and economic development, would be controlled by the Canadian
multinational corporate elite., The government's philosophical
rationale was that private entrepreneuvrs were better equipped
to manage the active growth sectors of the economy than
public officials. Thus, the CDC represents a mechanism which

the “ - % .. state used to buttress elitism and cavitalism
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in Canada,

The CDC is representative of this attitude., Act C-
219 establishes a CDC which was to be a mechanism for
revrivatization of capital in Canada. The government turned
over the CDC's funds to the Canadian multinational corporate
elite because of a belief that this elite could use them
more efficiently and productively than public officials,
This notion of the CDC as a mechanism for removing certain
kinds of productive activities from management by the state
igs further reflected in the fact that Act C-219 allows the
Corporation to purchase and assume control of profitable
crown corporations such as Eldorado Nuclear and Polymer
Corvoration.

To briefly summarize, the CDC's evolution has been
shaped by a variety of factors. This study will suggest
that the most important of these was the influenée the
" Canadian multinational corvorate elite had upon the policy
process which created the CDC. This elite wanted a CDC which
buttressed and promoted capitalism and elitism in Canada,
The emphasis was on a CDC which structurally resembled a
private company and was managed by private sector actors,
Its primary objective was to be the generation of profit.
This is exactly the CDC the government enacted with Act (-
219.

In concluding this chapter, it is clear that this

study will present a series of interrelated arguments about
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the CDC, That is, when one examines the Corporation one is
immediately struck by the wide range of issues and themes
which have continually dominated the debate about what the
CDC should be, This study will try to draw together those
themes and issues,

To understand the CDC, one must realize that Canadas
is Y"a private sector business-oriented society par

n31 The Canadian economy ig managed by private

excellence,
entrepreneurs. AllL of the elites, corporate, political and
bureavcratic understand, accepnt and defend this notion. As
long as the government respects an unstated but unambiguous
inter-sectoral boundary, these elites are mutually supportive

32

and cooperative, Ottawa sets national objectives within
the accepted capitalist framework and establishes the basic
economic ground rules as long as they are not outside that

framework, These ground rules are implemented through

incentives and penalties to the private sector, Dimma's
likening of the Canadian economy to a football game seems
pvarticularly appropriate, Private entrepreneurs are the

owners and players whereas the governnent represent; the

33

officials of the game. Clearly, the environment and setting
for the CDC are imvortant for understanding its evolution.

This is the subject of ﬁhe next chapter,
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THE SETTING FOR THE CDC

Since the decision to create the Canada Development
ACorporation was a policy declision taken by the government,
it i1s necessary to have some understanding of the contemporary
environment or setting for policy making in Canada, That
setting generally has an effect on the formulation and
implementation of any particular public policy. The CDC was
no exception,

This chapter will be concerned with identifying and
evaluating those elements of the contemporary Canadian
setting for policy making which are crucial for developing
an understanding of the evolution of the CDC. Essentiaily,
two interrelated questions are being raised in this chapter.
evolve at the particular time that it 4id? That is, why was
the CDC created in 1971 instead of say, the 1920s or the
1930s?

To answer these questions one must adopt a broad
perspective of the CDC's evolution., Thus, this chapter will
not involve an examination of the actual decision-making
process which created the Corporation. Inséead, the factors
which created a consensus among Canadian politicians about

the general need for a CDC will be examined. This involves,

34
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in Simeon's terms, an analysis of the CDC as a reaction to
environmental factors. That 1s, both national and
international environmental factors must be studied if one
is to understand why the CDC evolved at all and why it
evolved when it did, _ |

Four elements of the Canadién settlng for policy
making have had the greatest effect upon the CDC's evolution.
These elements are national and international in nature, The
first element which must be considered is the increasing
economic interdépendence of the countries of the world.
Canadian decislon-makers have to formulate and implement
national economic policies within the framework of an
international political economy characterized by the
interdependence of natlon-states,

Secondly, the changing pattern of state intervention.
in the Canadian capitalist system has to be evaluated. The
A}ast“%woﬂeiements“of*themccﬁtempéranySGttihg*for”péliéy T T T
making in Canada are most closely 1inkeq to the CDC. The
role of the state in capital formation in Canada since 1960
must be analyzed if one is to have a better understanding
of the CDC, Fourthly, the problem of the state and foreign
investment in Canada must be considered., It 1s important té
note that all of these elements of the setting for policy
making in Canada are interrelated. State intervention in
Canada, particularly in the areas of foreign investment and

capital formation, is related to global economic
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interdependence. This chapter will attempt to establish the
links not only between these four elements but also between
them and the CDC.

The first and most important link which must be
established is the one between global economic
interdependence and state intervention in national economies,
particularly in Canada, Many observers have commented that
throughout the world, the state has increasingly become
involved in economic matters. In fact, Jeanne Laux has
argued that;

The increasing intervention of the
state in the economy has become a cliche
of our time-in the Third World where
"state capltalist" regimes seek to
regain some control over the direction
of industrial development; in the -
"Second World" where despite ideological
commitment to the withering away of the
state, centralized "state socialism"

persists; and even in the "First World"
of the most industrialized nations

i . where the phrases "big govermment" and - - ..

"mixed economy" express the enlarged

share_ of the public sector in economic

life.l

Why have governments become increasingly involved

in economic affalrs? A large part of the answer can be
found in the growing economic interdependence of the nation-
states of the world. However, when one examines the nature
of the world economy oﬁe must adopt a broager perspective
than political scientists have in fhe past; Traditionally,
they have been most interested in studying the relations

between governments., To properly understand the interdependent
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nature of the international political economy analysts have,
in recent times, become involved in a broader field of
study referred to as transnational relations.2 Those in
this field are concerned with analyzing the "contacts,
coalitions, and interactions® that occur across the borders
of the nation-states and are not controlled by governments.3
By and large, analysts 5f transnatiohal relations
have concentrated on examining the behaviour and effects of
large transnational organizations, especially multinational
enterprises, The definition of multinational enterprise has
been a source of disagreement among many writers. The debate
has centred around what criteria should be used in defining
multinationals, Size, nationality of ownership, listing on
forelgn stock exchanges, decision making structure, number
of foreign subsidiaries, the degree of internationalization

of the proportion of forelgn sales, profits, aséets and

“employees have all been used as criteria for defining
multinational enterprise.4 For this study, the term
multinational corporation will be used to refer to large,
hierarchically structured businesses which operate
internationally. That is, a multinational enterprise is a
"business enterprlse with significant operations in several
countries, whose foreign subsidiaries are responsive to, if
not totally controlled by, decisions of the parent."S
It is primarily because of these multinational

corporations that the question as to whether or not any
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single government can independently shape domestic economic
development has been raised. To what extent has international
economic interdependence undermined the power of national
governments to control domestlic economic development? How

can the state develop effective economic policies given
global economlc interdependence? How has state intervention
in the national economies of advanced capitalist countries
been affected by the interdependent nature of the
international politlcal economy?

For this analysis, the term global economic
interdependence will be used to refer to “the reintegration
of the world capitalist economy after 1945 and its ongoing
transformation through the overlapping processes of the
internationalization of trade, capital and production."6 It
has been argued tﬁat the capitalist economy 1s not global

in scope because of the existence of communist governments

T in countries such ags the Soviet Union snd China. Within~

these countries, the government owns the means of production.
However, when these governments conduct economic relations
with the rest of the world they must deal with the
capitalists within the rules of the capitalist game. The
primacy of profit and other capitalist principles muét be
accepted before communist governments can have any economic
links with the capitalist states., The capitalists simply

are not interested in such links unless they are profitable.

Communi st governments realize this and conduct their economic
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relations accordingly despite the fact that they may
ideologically reject capltalism as an economic system.
Furthermore, some of the Communist states have allowed some
direct foreign private investment in their countries. This
11lustrates that they too may be becoming part of the global
capitalist economy.

Several factors have contributed to global economic
interdependence. The three most important factors have been
the growth of international trade, the internationallization
of money and the internationalization of production, After
the Second World War, the governments of advanced capitallist
countries institutionalized their commitment to reintegrating
the global capitalist economy in the GATT, the IMF and the
OEEC (OECD).? However, it has been the internationalization
of production through the multinational corporations ﬁhich

has made global economlc interdependence a reality today.

wo——— - —— This- 'i’ht'ETd’EPG'nﬁe’ﬁCE’ has created = new s ét_t’i__ﬁg foxr T

formulating public policy in advanced capitalist societies.
Multinational corporations have global objectives and
operations whereas the state's Jurisdiction has remained
national in scope. National governments must take
international economic developments into account when they
formulate national economlic policles. All such policles are
at the mercy of changes in the world economy. The state can
only control that part of transnational economic interactions

which takes place within its own national boundaries.
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Furthermore, the state cannot control how its economic
policies will affect the world caplitalist economy.
Multinational corporations have "stimulated interaction
between national economies and reduced the effectiveness of
national controls."8 In short, the interdependent character
of the world capitalist economy has reduced the ability of
national governments to direct domestic economic development.
Not only has interdependence reduced national
autonomy but 1t has led to increased state involvement in
the economies of advanced capitalist nations, Interdependence
causes econonic and political uncertainty. The state is
forced to deal with this uncertainty as well as with newer
and more complex problems of economic control. And yet, the
paradox 1s that the state is unable to deal effectively
with this uncertainty because it has little control over

economic forces beyond its borders, The result is that the

-————gtatehas vecome more involved iIn domestic ecomomic matters —

and in external economic relations. The state has intervened
to achieve more control over domestic and international
economic matters., This 1s the link between increasing global
economic interdependence and increasing state intervention
in the economy.

We must apply these notions of increasing state
intervention and global economic interdependence to Canada,
In order to develop an understanding of the CDC it is
necessary to draw the link between international economic

interdependence and the changing pattern of state intervention
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in Canada, From this l1link will flow the other two elements
of the contemporary Canadlian setting for policy making
which have had a great impact on the evolution of the Canada
Development Corporations; namely the problems of foreign
investment and capital formation in Canada,

Much has been written about the pattern of state
intervention in the economy of Canada, Virtually all writers
agree that one cannot fully understand Canadian capitalism
without understanding the role that the state, both at the
federal and provincial levels, has played in the economic
development of Canada, Although this study focuses on the
role of the state at the federal level, it is recognized
that the provincial governments have played an important
role in Canada's economic affairs.

How does Canada, as an advanced capitalist nation,
fit into the pattern of increased state intervention in
- -——geonomic affairs? Although most analiysts agree that state
intervention has lncreased in Canada, there ig little
agreement as to how and why 1t has increased. Leo Panitch,
Wallace Clement, and Dennis Olson argue that the state
intervenes in the Canadian economy not "at the command of
the capitalist class but for its interests or, more
correctly in its general interests.“9 Neo~Marxists see the
state as a coercive instrument of the ruling class of
Canada.lo All state intervention in the economy is for the

protectlon and promotion of the interests of that class.
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There are several varlations of non-Marxist
interpretations of state intervention in the Canadian
economy. The liberal or "collectivist" interpretation as
espoused by writers such as Alexander Brady and Harold Innis
suggests that in Canada the state has intervened in the
economy in particular cases where the capitalist system does
not seem to operate efficiently. The building of the CNR
and the introduction of social measures such as family
allowances, old age pensions and medicare are pointed to as
specific examples of the necessity of state intervention in
the economy because of some of the inherent weaknesses of
capitalism, This interpretation views intervention in the
Canadian economy by government not as a fundamental rejectioh
of oapitalism but rather as a buttressing of the market
economy.11

Hugh Aitken has offered another variation of the

- Iiberal interpretation of state intervention 1n the Canadian
econony. His approach suggests that in Canada the state has
always participated in economlc development, According to
Aitken, the state has encouraged expansion of the Canadian
economy by intervening in such a way as to facilitate the
production and export of staple products., He further argues
that the state has intervened in Canada's economy to contain
the expansion of the larger and stronger American economy
and to preserve "a distinct political sovereignity over the

territory north of the present international boundary."12
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In short, the state has tried to promote expansion of the
Canadian economy as a defense agalinst American economic
expansion. |

This study is not concerned with attempting to
resolve the debate between Marxists and non-Marxists about
the role the state has played in the Canadian economy.
Instead, the CDC will be used as a case study for determining
how the state has responded to specific problems such as
economic development, foreign investment, capital formation
and global economic interdependence, As such, the CDC will
serve as an indirect indicator of how the size, scope and
guality of state intervention has changed in Canada in the
last century, especially since 1945,

When one examines the Canadian experience, Jeanne
Laux's argument about how the size, scope and quality of

state intervention has changed in the last centﬁry is quite

convincing., The state has increasingly intervened in the
economy and since 1945 the quality of that intervention has
changed "from occasional to permanent, from regulation to
production."l3 Laux goes on to provide examples which

support her argument, She says;

By the end of the nineteenth century,
the form of state intervention had
already extended to productlion, most
commonly indirect (i.e. underwriting
investment by private capital). (In
Canada the development of the Canadian
Pacific Rallway is a classic instance,)

A J SV o~
The dramatic changes in the twentieth

century have been, firstly, a secular
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trend to increasling size as measured

by government expenditures (the rise

of the "welfare state'), secondly the

shift from sporadic to permanent

intervention (the Keynesian revolution)

and, finally, the postwar shift in

emphasis not only to a more extensive

indirect role in production but also

to a more consistent direct role (state

enterprise).l

The central argument made by Laux is that ever

since the mid 1960's there has been a qualitative shift in
the statets intervention in Canada's economic development.
That shift has been made towards what she calls statism.
By statism Laux means that the state has been substituted
for "private sector actors in order to fulfill economic
functions (e.g., the state as entrepreneur, the state as

15

banker and the state as trader)." It is further argued
that the state has intermittantly intervened directly in
the economy since Confederation, but that from the mid

1960'5 onward statism as a basic orientation 1n public

policy has been 1ncreasing and will gontinue to increase
in the future,

Laux attempts to provide evidence for her arguments
by examining the response of the Canadlan state to
international economic interdependence. It ig suggested
that Canada has responded in two ways to the problems
generated by increasing’interdependence. One way has been
offensive and the other defensive., On the offensive, the
Canadian state "has extended its traditional function of

underwriting investment into the international arena."1
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The state promotes direct foreign investment by Canadian
based companies., Defensively, the state has followed two
complementary strategles, First, it has " extended its

- traditional gatekeeper function to regulate the inflow of
direct investment capital."17 This 1s best evidenced by
the creation of the Foreign Investment Review Agency. The
second defensive strategy pointed out by Laux involves the
state assuming the role of entrepreneur, Here, the state
attempts toc become an equal partner in or takes control of
certain industries in the key sectors of the economy. The
purpose of this is to prevent the further loss of control
of industrial development to foreigners, Laux suggests that
the CDC is Canada‘®s main vehlcle for implementing this
gsecond defensive strategy.

She points to the statefs assumption of the
unfamiliar role as entrepreneur as evidence of a shift
—towards statism. The Tederal government has not only
retained some wartime crown corporations which were geared
for producing key goods such as chemicals and atomic energy.
Laux argues that new crown corporations have been created
not only to "play an ancillary, non-profit role, supplying
transportation or cheap power to industry" but rather to
engage in the production and sale of goods on the
internstional and national markets.l8 It is pointed out
that there are some fifty-six crown corporations that the

19

state can use to further its role as entrepreneur, And
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yet, with all these crown corporations, Laux argues that
the CDC has been the principal vehicle the state has used
to promote its role as entrepreneur. The CDC represents the
ma jor component of Canada's defensive response to increasing
international economic 1nterdependence.20
Before one can evaluate the CDC as the major
component of Canada's defensive response to global economic
interdependence, one must know what the problems generated
by that interdependence are for Canada., Two key problems
arise which are essential for understanding the evolution
of the CDC, These are the interrelated problems of capital
formation and foreign investment 1n Canada.
About one third of all business undertakings in
Canada are controlled by foreign enterprise.z1 Mueh of the
direct foreign investment in Canada has occurred through
multinational oorpprations. The Gray Report recbgnized this
powers to meet the challenge of multinational enterprise.
Canada has been viewed by some writers as the foremost
example of the penetration of a national economy by
multinational businesses.22 It has even been argued that
Canada has served as a catalyst for the growth in numbers
of multinational firms. The success of foreign owned
subsidiaries, particularly Amerlcan owned ones, "in Canada
has motivated many a parent firm to extend its international

operations."23 This is a significant step in the evolution
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of any multinational firm,

Most of the world's multinational corporations are
headed by American parent companies., Some observers have
estinated that perhaps three out of four multinationals are

owned by Americans.zu By the end of the 1960's,multinational

5
corporations not only produced fifteen per cent of the three
trillion dollar total value of world production but were
also leaders in their home economies.25 In the United States,
for example, American based multinationals produced more
than thirty per cent of the total American manufactured
output.26

Of all the industrialized countries in the world,
Canada has the highest degree_of foreign ownership and
control of industry. Most of this industry is in the hands
of Americans. Thus, 1t is not surprising that when Canadians
discuss the problem of foreign investment they ére referring
that although Americans have been the major investors,
others, particularly the British, have invested in Canada,

In any case, since the Second World War, forelgn
investment in Canada has been in the form of direct
investment rather than the portfolio investment which was
characteristic before the 1930'3.28 American direct foreign
investments throughout the world have grown immensely since
1950, primarily through multinationsl businesses. Total

American direct foreign investments have grown from 11,79



— per cent was controlled by Americans in 1967,
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billion dollars in 1950 to 31.82 in 1960 to 78,18 in 1970.29
Tofal American direct investments in Canada for those
respective years has been 3,58 billion dollars, 11.18 and
22.?9.30 Thus, in 1950, 30.4 per cent of all American direct
investments were in Canada, in 1960 the figure was 35,1 per
cent and in 1970, 29.2 ﬁer cent.31

It is important to note that it is whole industrial
sectors in Canada and not just individual corporations
which are controlled by foreigners. In 1948, 43 per cent of
Canadats manufacturing sector was controlled by foreigners.
By 1963 the figure was 60 per cent and by 1967 it had
declined slightly to 57 per cent.33 American control of
manufacturing has gone from 39 per cent in 1948, to 46 per

cent in 1963 to 45 per cent in 1967.%

Forelgn control of
the petroleum and gas industry remained at 74 per cent for
the period between 19673 and 196?.35 Of that 74 per cent, 60
30 Tntoms,
foreign control of mining and smelting was 40 per cent and
rose to 59 per cent in 1963 and to 65 per cent in 1967.37
For the same years, Amerlican control of mining and smelting
was 37 per cent, 52 per cent and 56 per cent respectively. 38
By the end of 1973, Statistics Canada reported that 59 per
cent of all manufacturing, 96 per cent of the automotive
manufacturing industry, and 98 per cent of rubber production

were controlled by foreigners.39 Furthermore, 86 per cent

of the chemical 1ndustry, 57 per cent of mining, and 76 per

32
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cent of the oil and gas industry were also controlled by
foreigners.

In April of 1978, the Globe and Mail published
further statistics to illustrate the extent of foreign
ownership in Canada. These figures appear in Table 1 of
this study. They show that foreign ownership of Canadian
industries has remained at extremely high levels. The
newspaper also noted that 60 per cent of Canadats 200
largest companies (ranked by sales) were foreign oont:t*olled.u'1

Since 1945, Canadians have become increasingly
concerned with foreign investment and the muliinational
corporations in their country. A& poll by the Canadian
Institute of Public Opinion in August of 1978, found that
52 per cent of Canadians favoﬁred buying baeck majority
control of American compahies operating in Canada even if
it meant a reduction in the Canadian standard of 1iving.u2
-—This represented an increase of Il per cent from a similar

poll taken in 197?.43

The 1978 poll also found that 69 per
cent of Canadians believed that there was enough or too
much American capital in Canada.

Why have Canadians become more concerned with
foreign investment in the last two decades? Observers have
provided several answers to this question. It has been
suggested that a resurgence of Canadian nationalism, a

general questioning of the social responsibility of

corporations and hostility to the United States have resulted
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TABLE 1

Foreign Ownership in Canada by Industry as of April 25,1978

INDUSTRY % FOREIGN OWNED

Wood Products 28
Pulp and Paper nly
Food : L9
Manufacturing 57
Mining (Including

Gas and 0il Production) 59
Electrical Products 65
Machinery : 638
Chemical Products 78
Transportation Equipment 80

Source: Bruce F, Wilson and Hugh G. Morris, "Nationalistic
Medication for Economic Hemorrhage,", Globe and
Mail, April 25, 1978; p. 7.
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in Canadians making a closer eXamination of the problems
generated by foreign investment, Others have argued that
American control of Canadian industry became more prominent
after 1945 and this prompted new Canadian concerns about
foreign investment,

Underlying all-Canadian concerns about foreign
investment is a fear that Canada will be swallowed up
culturally, economically and politically by the United
States, Canadians have had foreign ownership for years but
the presence of multinational corporations and an
increasingly integrated world economy have heightened
Canadian fears of being dominated by the United States.
Canadians are afrald of what Kari Levitt refers to as the
"Extra-territoriality" of the‘mulfinational corporations.45_
Multinational corporations have the power, within certain

limitations, to avold being controlled by any one

- ——government. These corporations are independent actors with
private foreign policies which may conflict with or impinge
upon a2 national government®s policies. Furthermore, the
government of the country where the head of the multinational
enterprise 1s located may insist that its laws apply to the
Corporation's subsidiaries in other countries, As Levitt
points outs

The subsidiary is faced by the
guestion: which law 1s to be respected,
the law of the land in which the firm
1s located or the law of the country
in which the owners reside?™0



Thus, Canadlan subslidlaries of American based multinationals
can be placed in a situation where there 1s a conflict of
Jurisdiction between Canadian and American law, In addition,
the American government could influence a parent
multinational to ensure that its Canadian subsidiary will
foliow a particular course of action. In other words, the
American government could influence policy decisions by the
Canadian government through the political and economic
control of the subsidiaries of an American based
multinational.

The extra-territoriality of the multinational
corporations creates other types of economic problems for
Canadians, It 1s an accepted fact that businessmen have
considerable influence over public policy in Canada,
Probably only businessmen themselves would not accept the
idea that they have a great deal of influence on government
~policy, In any case, When these businessmen are foreigners
or the Canadian managers of foreign conﬁrolled firms their
influence upon public policy may not be in Canada’s best
national interests. More generally, their concern with
profit may be inconsistent with Canada's national interests,

Foreign control of Canada'®s economy has two other
interrelated consequences for Canadians, It militates
against both research and development in C;nada and greater
employment opportunities for Canadians; The branch plant

economy restricts the opportunities for Canadian managers,
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scientists and technologists., The senior positions 1h
these fields are generally held by foreigners. Furthermore,
because Canadlan subsidiaries are forced to rely upon their
forelign parent companies for research and the development
of new products, Canadian personnel do not get any
experience in these fields, Canadian sclentific and
technical talent remains underdeveloped, and thus suffers
in terms of upward Jjob mobility.47
Forelgn ownership has some other sighificant
economic consequences for Canadians, Declsions on the
location of the new plants, promotion of senior personnel
and the expansion of markets are usually made at the
American head offlce. In the manufacturing sector, foreign
firms tend to import parts from thelr parent companies

instead of developing alternative sources of supply in

Canada, Finally, branch plants are sometimes discouraged

© " from developing export markets that might compete with the

parent firm.48

Fear of foreign control and = greater awareness of
the problems created by foreign ownership have resulted
in Canadians becoming more concerned with that issue. This
is evidenced by the number of public inquiries which have
been commissioned recently to study the problem, There was
the Royal Commission on Canada's Economic érospects in
1956 and 1957, the Watkins Report of 1968, the Wahn Report

of 1970, the Gray Report of 1972 and the reports of the

53
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Select Committee of the Ontario Legislature on Economic
and Cultural Nationalism in 1974. All of these suggested
that foreign firms do not necessarily operate in the best
interests of Canada. The simple fact is that Canada will
continue to be faced with this problem as long as 60 per
,cent of its largest firms are controlled by f‘or‘eiglﬂexx@.)4'9
And yet, the question as to why Canada has not only
accepted forelgn investment but continues to do so even
today needs to be answered. Much of the debate about the
answer has centred around the problem of capital formation
in Canada,

There is no standard definition of capital formation
and some economists have even questioned the desirability
of one.50 In this study)capital formation means that
"soclety does not apply the whole of its current productive
activity to the needs and desires of immediate consumption
w~bu%/éireﬁ%sfampartuofmit”to“themmaking”cf’bapitél'@66&§I"5l'
The term has been applied not only to the making of real
material capital goods such as tools, machines, instruments
and transport facilities but also to the making of human
capital; that is to say that an investment is made in
providing people with education, health care and training
in special skills. Although the latter are important
investments, for this study the definitioniof capital
formation will be restricted to the accumulation of material

capltal since this appears to be the prime and almost
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exclusive concern of the CDC. In short, capital formation
involves society's diverting "currently available resources
for the purpose of increasing the stock of capital goods

so as to make possible an expansion of consumable ocutput

in the f‘uture."s2

There are several factors which account for
variations in capital formation in different societies.

The growth and movement of population is a very important
factor in the process of capital formation. There is a
positive correlation between the rate of capital formation
and population growth.53 Population has been an important
factor in capital formation in Canada.

Kenneth Buckley, for example, argued that there
was a strong relationship between pvopulation movements and
capital formation in Canada, He claims that the economic
opvportunities provided by technological éhanges or the
”vdevelepmen%~of~neW4produetswanﬂ‘cémméréiél"méfkefé“1ea”ﬁ6t“
only to an increase in capital formation but also to
population movements within Canada., He further argued that
such population movements created new demands for social
capital goods such as rallways, roads, housiné and urban
services. These new demands "induced investment throughout
the economy in major secondary and tertiary 1ndustries."54
Buckley uses the example of the economie oﬁportunity

provided by the production of wheat on the Canadian

prairie to i1llustrate how population movements affected
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capital formation and the economic development of Canada
between 1896 and 1930. For him, the whole process of
capital formation was over when the demands of growing
populations for social capital goods were fulfilled,

The growth and movement of population is a very
important factor in the process of capltal formation.
However, there are some other significant factors which
also must be considered., One such factor which ig of
particular relevance to this study concerns savings as a
determinant of capital formation. Capital formation varies
directly with the ability to save. The more savings there
are, the more capital is availlable for investment. Thus,
i1t has been argued that a rise in the income per capita
will be accompanied by a rise in capital formation because
more money wWill be available to be saved. A similar
argument has been made with regard to profits. The argument
——reads simply that increased profits lead to increased
capital formation. The same has been sald about the
relationship between capital formation and the supply of
money. A rising supply of money generated in relation to
increasing "real" income increases capital formation

whereas a declining supply reduces it. Some of the other

56>

factors which affect capital formation include technological

advances, the amount of public investment énd the
distribution of 1ncome.55

Two things must be noted about the effect public
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investment has upon capital formation, First, in sectors
where 1t is possible for private entrepreneurs to operate
profitably, public investment may have a negative effect

on capital formation because it (public investment)
competes with private investment, On the other hand, public
investment can have a positive effect on capital formation.
Every capitalist country has a range of uses for capital
which the private sector finds difficult or impossible to
exploit.56 Prdjects‘may be too large or risky, the economic
benefits too long deferred or the benefits may not be all
of an economic nature. In these instances, there is a real
need for social capital. However, once the initlal public
investment has been made, numerous opportunities for
profitable private investment may arise and capital formationr

will be stinmulated.

regional variation, For example, the resources of a region,
which were unimportant before, may become more lmportant
with advances in technology. Capital formation in this
region would be stimulated by the need to develop those
resources. Similarly, another reglon®s resources may become
less important and hencé capital formation, here may stagnate
or even decline.

Distribution of income is closely linked with the

propensity to save as a factor affecting capital formation.

Technological advances generally have a positive
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An increase in income per caplta usually leads to an
increase in capital formation per capita; that is, savings
per capita vary directly with "the excess of income over
necessary expenses."57 However, as the distribution of
income in a soclety approaches equality there is a tendency
for capital formation to decline, This is because some
income classes such as those with high and upper middle
incomes save more than others, In short, absolute differences
in saving increase faster than real differences in income.
The question which is important for this study is
as follows: how are capital formation and foreign investment
in Canada interrelated? Traditionally, two arguments have
been made in support of foreign investment in the Canadian
economy. The first is that restrictions on foreign
investments will damage Canada economically. The standard

of 1living enjoyed by Canadians will drop and fewer new

- —-employment opportunities will existe The second recurring

argument is that there is a lack of capital in Canada and
thus foreign investment ls needed, It is further argued
that this need for foreign capital is temporary and will
disappear once the Canadian economy matures to the point
where enough capital can be produced and saved to reinvest
in the Canadian economy. The suggestion is that only a
mature Canadian economy cah be independent;58

This argument that capital formation in Canada has

been insufficient and that reliance on foreign investment
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18 necessary for Canada's economic survival has been
rejected by several political analysts. Professor Kari
Levittts research and analysis has shown that these two
basic arguments for foreign investment are not grounded in
fact. She argues that although capital formation may have
been insufficient during Canada's early history, this is
not the case today. Her research indicatés that foreign
investors, particularly multinational corporations, either
send the profits they make in Canada to the parent company
in the United States or invest them in other Canadian
industries, hence increasing foreign control of Canada's
economy . Frequently, the Canadian subsidiaries of American
multinationals borrow capital from Canadian financial
institutions to invest in the Canadian economy. Thus, a
situation arises where foreign multinationals are using

the savings of Canadlans to increase their control of the

“"Canadian economy. = .

The problem is;betermining when the Canadian
econony is mature, Levitt argues that 1t is mature now and
that capital formation in Canada is sufficient as evidenced
by the use of the savings of Canadians by multinational
corporations., Foreign capitalists save Canadian capital,
borrow Canadian capital and invest Canadian capital in
Canada for profits which flow back to the bnited States.59
The irony is that this whole process only serves to

increasge foreign control of the Canadlan econony.
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Levitt has shown that caplital formation is not a
problem in present day Canada, This should have been no
surprise, given the determinants of capital formation.
Since Confederation, Canada's population and labour force
have grown, per capltal incomes have risen, and more savings
have been accumulated, These have all acted to promote
capital formation in Canada. The problem has been that the
major vehicle for exploiting Canadian capital is the
multinational corporation. The question facing the federal
government in the 1960%'s was how to create a Canadian
instrument for lnvesting Canadian capital in Canada. If
foreign investment in Canada was to be more restricted,
Ottawa would need an investment vehicle to maintain the
standard of 1living to which Canadians had grown accustomed
and to create new employment opportunities., The economic

slack left by foreign investors would have to be picked up

by this instrument-of Canadian investments: The question— -

which must be answered is has the CDC served that function?
Having outlined the two major problems generated

by international economic interdependence which are of
relevence to the evolution of the CDC, it is now necessary
to critically examine Jeanne Laux's argument about the CDC
as part of the Canadian state's response to the increasing
integration of the world economy. She views the CDC in

three ways. First, she suggests that it, along with Eldorado

Nuclear and Petrocan, are part of the Canadian state's
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defensive response to global economic interdependence,
Secondly, the CDC is seen as an example of the state acting
as entrepreneur, And lastly, Laux views the Corporation
as a manifestation of statism.

Throughout this study it will be argued that Laux
is essentially correct in her analysis of the CDC as a
defensive mechanism, However, two slight modifications will
be made to her argument, First, it will be argued that
although the CDC may be similar to crown corporations such
as Eldorado Nuclear and Petrocan in itsvdefensive functions,
itg radically different structure gives it the legal potential
to be an offensive mechanism., The key structural difference
is that the CDC, unlike Petrocan and Eldorado Nuclear, is
virtuvally a completely independent body. As section thirty-
one of Act C-219 states;

The company is not an agent of
Her Majesty or a crown corporation
.~ . ___Within the meaning of the Pinancial - -— —  — — ——
Administration Act,.00

This means that the CDC has few effective ties with the
government. The same cannot be saild for Petrocan and
Eldorado Nuclear.

The second modification is that this study, unlike
Laux*s, recognizes the legal potential of the CDC to be an
offensive mechanism, Laﬁx defined the state's offensive
response as the underwriting or promoting of "direct
foreign investment by firms based in Canada.“61 That is,

the state in Canada has begun to assist Canadian firms
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which are about to go multinational. Section 7, Subsection
1, Paragraph E of Act C-219 allows the CDC to perform this
function. It states that the Corporation hasj;
the power to invest in anticipation
of profit in a business carried on
outside Canada when in the opinion of
the Board of Directors such investment
would assist in furthering the objects
of the company,.b2
In addition, Paragraph G states that the CDC hasg
The power to lend money to or
guarantee the contracts of or
otherwise assist any corporation,
society, firm or person.63
These provisions clearly allow the CDC to operate
as a multinational corporation and to assist Canadian firms
which want to become multinationals, Presently, the CDC has
noﬁ been primarily concerned with these functions, As
Dimma has suggested, the Canadian market is still large and

underdeveloped enough to engage the CDC's undivided

{
T

attention, O Furthermore, two of the major reasons why the
CDC was created were to fill gaps in the Canadian capital
market and to create a stronger Canadian presence in the
domestic economy. This would tend to mitigate against the
chC opérating as a multinational corporation in the
forseeable future.

Presently, Laux 1s correct in her analysis of the
CDC as a defensive mechanism. The fact th;t Act C-219
proyldes the legal potential for the CDC to be an offensive

mechanism is a rather academic point given that the
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Corporation's directors have not been interested in
realizing that potential. However, Laux should have
acknowledged the offensive potential of the CDC because

it is possible that the point will not always be academic.
Furthermore, her definition of the statefs offensive
response may have to be re-examined because in the future,
one may be able to suggest that, in her terms, the CDC's
best defensive strategy will be to be an offensive
mechanism,

This study will also tend to substantiate Laux's
suggestion that the CDC is an example of the state acting
as entrepreneur, However, one very lmportant qualification
will be made to this argument. In the case of the CDC it
will be argued that the state did not directly attempt to
become an equal partner in or take control of certain

industries in the key sectors of the economy. Instead, the

-——gtate played its role as entrepreneur in a much more indirect

way. It provided the Canadian multinational corporate elite
with the funds and legal structure (the CDC) to secure
control of certain industries in the key economlc sectors,
Through 1ts relationship with this elite, the state
would be able to prevent the further loss of control of
industrial development to foreigners. It was also assumed
that the state would be in a better positién to develop a
coherent industrial strategy if there was greater Canadian

representation in the key industrial sectors of the econony.,
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In short, Ottawa felt that if it strengthened the
"Canadian content" of the key economic sectors, it would
be in a better position to legally control those sectors,
Laux®s vliew of the CDC as a manifestation of
statism will not be a central focus of this study. However,
it will be suggested that in the case of the CDC, the state
was not substituted for private sector actors in order to
fulfill specific economic functions. Instead, the state
created a CDC which was a member of the private sector.
Ottawa hoped to fulfill specific economic functions such
as developlng an industrial strategy through cooperation
with the private sector rather than through public control
of the key industrial sectors of the econony,
In conclusion, this chapter has been primarily
concerned with describing and evaluating the national and

international environmental factors which created the

~general need for a CDC, Four of these factors were
identified as crucial for understanding the evolution of
the CDC. Global economic interdependence, capital formation,
foreign investment and the changing pattern of state
intefvention in the economy all helped create a general
consensus that there was a need for a CDC if Canada was to
develop economically. A consensus on what the form of the

CDC should be was not as easily attained.
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THE ORIGINS OF THE CDC

In order to understand the evolution of the CDC
it is necessary to have a knowledge of the course of
events which led to its creation in 1971, Thus, the focus
of this chapter will be much different than that of the
last. A much narrower perspective of the CDC's evolution
will be adopted. The emphasis will not be on the larger
national and international factors which generated an
acceptance of the idea of a need for a CDC. Instead, the
emphasis will be on how the political process affected the
Corporation®s evolution. In Simeon®s terms, this chapter
wWill examine how the political decision-making process
influenced the evolution of the CDC. This is quite different
last chapter,

More specifically, this chapter will present a
descriptive, chronological survey of the events which led
to the CDC's creation., This survey will serve several
purposes, It will illustrate, more concretely, how the idea
of the need for a CDC was gradually accepted by those
operating within the Canadian political process. Secondly,
an explanation will be offered as to why it took more than

ten years for the CDC to move from concept to conception.
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Lastly and most importantly, this descriptive survey will
lead to an explanation of how the political process
affected the objectives of the CDC and the form that it
eventually assumed, That 1s, one must have an understanding
of the events which led to the creation of the CDC if one
is to develop an understanding of why it evolved to become
a member of the private sector and why it is more concerned
with economic development and capital formation rather than
foreign investment in Canada. Similarly, this descriptive
survey 1s necessary to show how the declsion-making process
affected the CDC's evolution so that it came to be dominated
by the Canadian multinational corporate elite.

Clifford Halliwell, in a research paper presented
to Carleton University in 1976, suggested that the CDC was
"first and foremost the brainchild of Walter Gordon."1
Halliwell traced the origins of the Corporation to the 1957
--Royal Commission on Canada®s Economic Prospects which was
chaired by Gordon., On February 21, 1956, Gordon Ball,
President of the Bank of Montreal, presented a brief to
the Commission which called for the creation of a private
agency Wwhich would invest in new ventures and provide
expansion funds for exlsting small ventures., Ball dubbed
this organization the Canadlan Development Corporation and
maintained that i1t would need an initial capital of at
least fifty million dollars to properly fulfill its

objectives. Ball's CDC was designed not only to supply the
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needed capital but was also to assist 1n‘the development
and organization of the ventures themselves. His Corporation
would sell its investments once they had "Ymatured to the
point where they could be taken up readily by other private
investors,"?
Several studies were conducted to supplement the
Gordon Commission's analysis and recommendations, In one
off these studies, William Hood crifically evaluated the
Ball CDC. Hood doubted that Ball's CDC would be effective
if it invested simultaneously in both large and small
industrial ventures., In addition, he suggested that if
Ball®s CDC hoped to be cémpetitiﬁe it would have to have a
scale of operations which extended beyond Canada's national
boundaries.3 Despite these criticisms Ball's proposal was,
for the most part, supported strongly by Canada's chartered
banks. They viewed the proposal as a useful one for filling
moral support of the chartered banks, little came of Ball's
proposal except that it generated a great deal of discussion,
and for this reason it was an important step in the evolution
of the CDC.
The most significant comment that the Gordon

Commission made in its Final Report related to the apparent

existence of a gap in the Canadian capital market., It was
suggested that "Canada did not have the kinds of large

capital pools concentrated in the hands of a single or few
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enterprises" which were needed to invest in large scale
industrial projects.LL As a result of this lack of Canadian
caplital, large industrial ventures in Canada were financed
by foreign interests. The level of foreign ownership and
control of the Canadian economy was increasing rapidly. As
part of the solution to this problem, the Commission
recommended that it might "be necessary to devise new
mechanisms for concentrating available venture capital and
for spreadirng the risks more wiselya"S It is important to
note that although none of the Gordon Commissionts reports
made any specific reference to a CDC, they did give the
idea a certain degree of legltimacey.

There is some truth in Halliwell®s assertion that
the CDC had its earliest origins in the 1957 Royal Commission
on Canada®s Economic Prospects. Moreover, Walter Gordon's
later role in the creation and evolution of the CDC cannot
be ignored, In 1961, Gordon expanded upon some of the
Commission®s recommendations and called for the creation
of a "National Development Corporation to sponsor and invest
in large economic undertakings that may not be expected to
pay returns for a considerable period."6 This Corporation
was to be financed by the savings of individual Canadians,
pension and life insurance funds and guaranteedAgovernment
loans,; bonds and debentures.7

However, there is some evidence to suggest that the

CDC was not merely Gordon's "brainchild". The idea of
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creating a national development fund to allow Canadians
to invest in their own country was not a new one in 1961,
Some have even suggested Gordon may have stolen the idea,
Ed Broadbent, for example, has said;

I should like to cite a few more
examples of NDP ideas that have been
taken over and bastardized by the
Liberals~ and this gem that they
have come up with is a perfect
historical example of what they
normally do. You may recall, Madam
Speaker, that it was the New Democrat
Party who originally proposed the
Canada Development Corporation. We
proposed that it be publicly-owned
and controlled, one that would
operate independently of the
marketplace, I would remind the
hon., member that in our founding
convention back in 1961 before even
dear old Walter Gordon heard of this
idea, this corporation was advocated
by the New Democratic Party.8

Broadbent®s assertion that the NDP was the first
Canadian political party to openly support the idea of =
traced back further than the New Democrat Party's founding
convention in 1961, When Ball was talking about his private
CDC in 1956, the CCF party, predecessor of the NDP; was
calling for greater government intervention in the savings
and investment process. One of the CCFf's campaign planks in
the 1957 federal election was to promote Canadian development
by using Canadian capital. The CCF had abagdoned the Regina
Manifesto-in favour of the more moderate Winnipeg Doctrine

of 1956. The Winnipeg Doctrine was the basis of the party's

1957 election campaign. In it the CCF called for the;



Establishment of a publicly owned
National Investment and Development
Bank through which the savings and
regserves of Canadian institutions
and corporations will be made
available for the development of
Canada’s industries and natural
resources, and thus decrease our
reliance on and need for foreign
capital.?

The CCF also campaigned for the creation of a Natlonal

Investment Board which would channel investment funds into

public, cooperative and private industrial projectseio These

campaign planks clearly reflect the CCF?s acceptance of the
notion of an investment vehlcle designed to channel
investment into Canadian industries.

These CCF ideas crystallized at the NDP's founding
convention in 1961, The NDP's New Party Declaration of 1961
sald that if an NDP government was elected;

A Canadian Development Fund would
be set up to gilve Canadiang a greater
opportunity to invest in the future
- - - ——of thelr owncountrys It would - -- - ~— -~ —
mobilize and channel the funds of
insurance, trust and similar
companies and would be available to
individuals with small amounts to
jnvest,11

In short, the origins of the CDC can be traced to
several sources, Some individuals and groups have had a
greater impact on the creation and evolution of the CDC
than others did. However, what is significant to note 1is

that during the early sixtles the idea of a CDC seemed to
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come of age. The notion of the federal government intervening

in the economy in order to offset forelgn investment and to
£
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create opportunites for Canadians to invest in their own

country was slowly gaining acceptance, As the 1dea becane
more acceptable, the debate over the CDC tended to focus

on the structure it was to assume,

It is important to note that there were significant
differences between the NDP and Ball proposals for a CDC.
Ballts CDC was a private organization which would draw its
initial capital from chartered banks and insurance companies.
In;oontrast, the NDP*s CDC was a publicly created and funded
organization. Despite these differences, both proposals
shared a common goal. Both were intended to marshal the
savings of Canadlans and to channel them into sectors where
foreign investment had traditionally played & major role.

The discussion generated by these proposals led to
the government?s flrst consideration of the idea of a CDC.
The Progressive Conservatives were the first federal party
" in power to seriously examine some of these concepts. The
1957 federal election had left Canada with a Conservative
minority government and led to the selection of Lester
Pearson as new leader of the Liberal party. The twenty-third
Parliament was to be the shortest in Canadlian history. Prime
Minister Diefenbaker called a general election in 1958 and
swept to power capturing 208 of 265 seats.12 He appointed
Alvin Hamilton as Minister of Northern Affairs. Hamilton,
who later became Minister of Mines and Resources, was the

first member of the Diefenbaker Cablinet to think seriously
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about creating an agency for channeling Canadian savings
into investment,

Hamilton-preferred a positive approach to the
problem of foreign ownership. He did not want to be involved
in measures which directly limited or monitored foreign
ownership. Bather, he preferred measuresg which helped
indigenous ventures and Canadian entrepreneurs. Thus, he
saw the need for and desired an organization which was
predominantly, but not exclusively, controlled by Canaﬁians
and was concerned with funnelling Canadian savings into
Canadian economic ventures. Hamllton recelved Cabinet
approval to prepare a plan for such an institution, He
enlisted the help of economists and senior clivil servants
and together they worked until 1961 developing a concept
"which Hamilton labelled the National Development Corporation
(NDC) but which others dubbed irreverently ‘Alvints Mutual

The NDC was to be a private sector organization

which the government would help to form. Hamiltonts plan

stressed voluntary investments by individual Canadians.

However, voluntary investments by Canadian financial
institutions and the federal government were also included
in the plan. Capital for the NDC was to be raised through
the sale of both common shares and government guaranteed

14

bonds. No dividends were to be paid on the shares for a

nunber of years, This reflected the long term nature of
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the investments, which were to be made in large scale
resourc