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ABSTRACT

"Steel and the Community of Power' is an in-depth:case study
of a dominant Canadian corporation, The Steel Company of Canada Linlte
(Stelco) using class-and-power analysis, focussing on power-holders
and the context in which they exercise corporate power. listorical
and steel-industry contexts form the backdrop for the study, which
deals with data on the corporation's development, inter-corporate
relations and boards of directors since the merger of 1910 creating
Stelco. The corporation was found to be a product of historical
forces arising out of mercantile and financial pursuits of the Canadian
indigenous elite ond developments such as railweys which are related
to their traditional areas of dominance. Stelco was found to be
imnlicated in a network of connections involving dominant Canadian and
foreign corporations and in the "'continentalist' logic of Canadian-
American interpenetration for the exploitation of natural resources.
Stelco's board was found to be an important meeting place for important

configurations of Canadian indigenous elite power.
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Chapter 1 -~ INTRODUCTION

Three interrelated aspects will comprise the subject-matter for
this intensive case study: Stelco, a dominant Canadian corporation and
those who run it; power, that which is exercised in order to ensure
execution of decisions crucial to the survival and goals of a particular
organization or set of institutions; and "community," Usually thought
of commonsensically as meaning a group of people living together, used
here however, "community" will mean more precisely and significantly:
an entity exhibiting the characteristics of commonality, cohesiveness
ard identity. The focus, therefore, is on the configurations of power
ard those who have 1t, analysed from the standpoint of one organization
located within the corporate capitalist system of Canada.

Those who create and maintain the community of power through
common interests, co-operation, and communication form the small, eli-
te circle of those at the top of the economic hierarchy., Their world
extends from the corporate board-rooms and the enclaves of "high finan-
ce" to the political organizations and the major bureaucracies of the
civil service and the academic administrations and back again, in a
circle which begins and ends‘with the corporate world both nationally
and internationally, in a "tangled web" of connections,

Power is both "caused" and causing. The power of elite members
arises, as C, Wright Mills (1956: 280) poinfs out, from a set of insti-

tutional arrangements and in the origin and career of institutional
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personnel, and leads to activities which act back on the institutional
arrangements in such a way that power is maintained and, under the right
conditions, extended. Economic power is related to the domination of
institutions by those who control and command resources in their own
interests; thus economic power exists in the context of class relation-
ships to the system of private property. Power is also "causing" in that
those who do not participate in the decision-making Dprocesses are in the
position of reacting to the consequences of actions without possessing
adequate means of acting back,

Mills' approach is basically structural--elite members are defi-
ned in terms of institutional positions ( and the structures from which
these arise). "The kind of psychological beings they become is in large
part determined by the values they thus experience and the institutional
roles they play." (:367). They are "role-determined and role-determining
men." (see Gerth and Mills, 1964). But the corporate elite is not merely
a social group but a class-conscious one, whoseﬁembers relate to one
another in terms of explicit identity of interests formed through proxi-
mity and commitment, This will be an important underlying assumption
of Chapter 6 in which Stelco's directors are analysed in terms of their
class characteristics. The theoretical ramifications of power and
power-holders must be noted. Clement (1975: 23) identifies three dimen-
sions of power which show a vital interplay: the structure of decision-
making (that is, the way power is organized in terms of institutional
configurations); the positions of power (that is, those who have the
capacity to make effective decisions); and lastly, the process of

decision-making (that is, information channels and people who can affect
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those in power), It must be stressed that to study the corporate elite,
be it of an individual corporation such as Stelco, or of a whole society
or of the entire capitalist system, requires that all of these dimensions
and their interrelationship must be taken into account: the what, who,
and how of what is involved,

Although an "elite" type of framework forms an important element
in the analysis presented in the following chapters, it is not, nor cannot
be, the only organizing principle. (For a critique of "power elite"
studies see Balbus, 1971; Sweezy, 1968; and Therborn, 1976.) Marxists
rightly criticize power elite studies for focusing on the "subjectivis-
tic" question of "who rules?", subjectivistic in terms of emphasizing the
subjects who exercise power, their social characteristics, and ways in which
they exercise power, rather than on the effects of their actions (Domhoff,
1972: 30 terms it a "sociology of leadership" approach rather than "deci-
sion-making" approach). Marxists argue for a dynamic approach which will
not only look at the actions of powerholders but also at the actions of
subordinate classes acting back on the conditions caused by powefholders'
actions, and the ways in which powerholders' actions must be modified to
take these into account in their strategies., Thus, they argue, is the
dialectic restored,

Other aspects which must be taken into account comprise the ele-
ments of what might be termed "multidimensional" analysis, which seeks to
answer the question of what the "objective necessities" of corporate con-
duct and the "imperatives of the political economy" are in order to assess
corporate policies and objectives over which control is exercised. Zeitlin
(1974 1091-2) advocates raising the following kinds of questions: what

relationships corporations in an "oligopolistic" economy establish with



each other, with the state, with foreign governments, with the workers,
with sources of raw materials and markets, and what common problems caused
by their interaction must be resolved by them, Then, Zeitlin suggests, the
question may be raised and answered as to whether those who decide on long-
range strategies and determine policies and objectives of corporations are
"merely members of 'management'"--or if they are part of a cohesive class
on whose behalf they function,

Zeitlin (:1091) also points out that a purely "macro" or struc-
tural approach allows the researcher to see the pattern of power relation-
ships of which a corporation is one element but that only a "case-study"
approach allows assessment of the details of an individual corporation's
control patterns and inter-corporate relationships; he therefore argues
that valid findings can be provided only if the one approach is supple-
mented by the other.

Such an approach is taken in this study, although it is recog-
nized that due to the quantity and complexity of the data, there must be
some narrowing of focus., Accordingly, such questions as posed by Therborn
(1976: 6): |

",...What kind of society, what fundamental relations
of production, are being reproduced? By what mecha-
nisms? What role do the structure and actions and
nonactions of the state (or of local government)
play in this process of reproduction, furthering it,
merely allowing it, or opposing it?"
become restricted to the analysis of the dynamic interplay of forces
among powerholding groups rather than between these and other classes,
although their relationship to the state must remain in order to make

the analysis more meaningful.

Just as important to any meaningful analysis of a dominant
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corporation, however restricted the focus, is the historical dimension--
in this case; the context of corporate capitalism in Canada, both in its
present form and as it developed historically, and the place of this one
dominant corporation, Stelco, within it. That task has been identified
as the "problematic" of the thesis, the central organizing question to
which the analysis will return throughout the various chapters, The
problematic arises due to the peculiar historical development of the
Canadian economy with its truncated structure which incorporates sectors
of foreign and sectors of indigenous Canadian economic activity and
control side by side,

As Clement (1975: 99) notes, Canada, long an outpost of British
mercantilism and then early in its industrial development invaded by
expanding American industry, has an economic structure characterized by
a generally weak indigenous industrial elite but a strong indigenous
financial elite. Foreign control tends to be greatest in manufacturing
and resource industries, and weakest in transportation, utilities, trade,
and finance--the areas in which the indigenous Canadian elite are strong
and active and into which they moved during Canada's transition from a
merchant-based to an industrial-based economy,

Naylor (1975a: XVIII) outlines the extent of this phenomenon:
"Aggregate statistics hide a great deal of important
differences, Foreign ownership of assets varies
considerably between industries. In food and
beverages, textiles, and primary iron and steel it
has run about 20-30% in the post-war period, In
agricultural implements,..its level is still less
than the average for manufacturing as a whole., On
the other hand, in virtually every other major
industrial category...In chemicals, electrical
products, and automobiles, the key modern indus-

tries, foreign ownership levels are from 60% to
90%. Similarly high and rising levels exist in



mining and smelting, pulp and paper, petroleum
and natural gas,"

Hence the question which arises in any study concerning the
Canadian steel industry, and particularly Stelco: why is it that in
the Canadian industrial sector, dominated as it is by foreign-owned
corporations, the steel should be the exception? Stelco is 97%
Canadian-owned; the situation is much the same for the others of the
"Big Three" of the basic steel producers, Dofasco and Algoma (and Dosco,
as Sidbec-Dosco and as Sysco, 1s now controlled by provincial govern-
ments). It is clear that no in—depth-studylof Stelco can avoid addres-
sing itself to this important question., Although other issues will be
examined, this issue will form the core,

A brief description of the steel industry in Canada will reveal
why Stelco has been chosen as the subject for intensive analysis.

The Canadian primary-steel industry accounts for over $3-billion
in sales a year and directly employs over 56,000 Canadians plus many
thousands more 1in iron ore and coal mines which supply it and in steel
service centres and warehouses which market or further process the steel;
in Sault Ste, Marie and Hamilton much of the residents' economic wellbeing
depends directly on the giant steel-works that dominate those cities,
supplying employment. The industry is extremely concentrated--while
eight companies dominate the steel scene in the U.,S. and four in Japan,
only three dominate in Canada; these, the "Big Three", account for between

75% armd 80% of total shipments, sales, and employment. (Toronto Star,

April 24, 1976).
Eric Kierans in his foreword to Naylor's (1975) two-volume

history of Canadian business, comments:



"...when it is noted that 291 firms (one eighth of

one per cent of the total) controlled 58% of the

assets ($159 billion of $275 billion), produced

30% of the goods and services,,.and collected 39%

of total profits in the corporate sector...It is

difficult to escape the conclusion that Canada is

the example par excellence of corporate concentra-

tion and oligopoly dominance of price and output

decisions." (1975a: X)
Stelco is one such member of that concentrated industrial community:
the largest of the "Big Three", it is also one of Canada's 10 largest
industrial corporations, with just over a billion dollars in assets and
a production and sales network that blankets the country., During the
course of its history, before World War II, it had grown in size and
prosperity to outrank Dominion Iron and Steel, which had been dominant
in the first few decades of this century. It is now and has been for
some time the dominant company in its industry, a price leader, and
also acknowledged internationally as a technological leader, A dominant
Canadian corporation, it is involved in the network of intercorporate
relations with other Canadian industrial corporations and Canadian
financial institutions, and it is also a part of the Canadian-American
"continental" context, with ties to important international interests.
For all of these reasons, Stelco warrants in-depth anslysis,

The thesis is broken down into chapters which deal with aspects
of the corporation's development and connections in terms of "compart-
ments" which, however, must be understood as interrelated, and this
compartmentalization is artificial, intended only for the sake of
convenient organization of data, Briefly, these may be described as

"financial", "productive", "social"and "government" aspects.

Chapter 2 deals with some general theoretical background which



places Stelco within a broad social-structural context and then deals
with issues related to substantive and methodological problems in the
subject of corporate control which are directly relevant to the Stelco
case, In Chapter 3, data analysis begins with the creation of Stelco and
its relationship, past and present, to the Canadian financial aligarchy.
In Chapters 4 and 5, various aspects of Stelco's relationship to the
Canadian industrial apparatus are analysed, in particular how vertical
and horizontal integration have contributed to Stelco's rise to dominance,
the product "division of labour" which have.created the conditions for
monopoly by the "Big Three", and the network of Canadian and foreign
industrial concerns which surrounds Stelco. Chapter 6 deals with
Stelco's executives and directors in terms of class and career patterns,
emphasizing the theme of the conditions created for class consciousness
and cohesion., TIn Chapter 7, an examination is made of the ways in which
steel corporations organized along industry-assoclation lines and indus-
try-government committees co-ordinate approaches to influence governments.
Throughout, the emphasis is on Stelco not in isolation but in
relevant historical context and also is analysed over the course of its
own historical time in order to understand the relationship between its

present position and past developments.



Chapter 2 -~ THEORETICAL ISSUES IN THE
) ANALYSTS OF CORPORATE CONTROL

I THE SOCTAL-STRUCTURAL CONTEXT

To begin an inquiry into the theoretical issues of relevance to
a case study such as this one by enumerating the characteristics of
advanced capitalist society is an unnecessary exercise, since there 1is
a large body of literature which deals with this topic both in conven-
tional sociology and economics and in Marxist political sociology.
However, there are certain features of social structure and corporate
behaviour which make necessary a brief description as background
important to the analysis of the behaviour and inter-corporate relations
of one firm in this system.

There is always the temptation to regard organizations as things
in themselves, whose broader context may be left out of consideration.
But when the subject is control of the corporation or the power exercised
in society by those affiliated with corporations at the top 1eveis, the
temptation must not be yielded to. No serious student of the corpora-
tion accepts uncritically the argument that the corporation lacks power
over some of the major areas in society, or that its actions do not
profoundly affect the lives of people far beyond its place of business,
The power of the corporation is not an isolated phenomenon; the corpo-
ration is after all but a legal framework, a repository and concretiza-
tion of the relationships and concerns found within the capitalist
class as a whole,

Although there are many other sources, the material used here

will be drawn mainly from Baran and Sweezy's Monopoly Capital (1966)
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and Lenin's Imperialism (1970 edition), as well as other related sour-
ces of theory and data,

Essentially, socleties in which the transition has been made
to monopoly capitalism are characterized by large-scale productive units
in close alliance with financial institutions, the increasing "sociali-
zation" of the capital-accumulation process for private ends, the eli-
mination of competition through concentration and centralization of
production accompanied by the attempt to eliminate uncertainty in
markets and supply sources through planning and price-leadership, and
the exaggeration of the contradictions already inherent in capitalism,
These points will be developed to make more understandable the context
within which corporate leaders operate,

These developments have their genesis in the logic of capita-
lism's growth out of preceding historical phases, The beginning of
the modern conditions of monopoly capitalism and imperialism were
already documented_by Lenin in the early years of this century and pre-
saged by Marx in the latter half of the nineteenth, Baran and Sweezy
(1966: 225) date the growth of monopoly capitalism from about 1870,
the beginning of the trend towards increasing concentration of produc-
tive units and the rapid rise in the amount of surplus generated,

The process involves both "concentration" (the increasing size
and rapid growth of corporations) and "centralization" (the merger of
many productive units into one). The two processes are complementary
~--the "logic" of capitalism propels these developments forward, amd "it
is economic control and power which is primarily propelling centraliza-

tion" (Anderson, 1974: 211), A few large units facilitate the exercise
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of control and ease communication and co-ordination problems (vertical
and horizontal integration are part of this rationale)., The goal is
profit and growth, as in the creation of huge conglomerates in recent
years, which throw a net over a diverse and wide area of production and
distribution.

Corporations are run by professional managers and their opera-
tions involve extreme specializations of function and knowledge. Cor-
porations are also much more conservative than the old-style entre-
preneurially controlled firm, Their conservatism stems not only from
the nature of management but also from the character of their opera-
tions—-often capital-intensive, with huge amounts of capital tied up
in relatively immovable fixed capital goods; relatively sophisticated
production and products require long lead-times between stages of design,
execution, and marketing; for both reasons, the elimination of uncertain-
ty becomes of paramount importance. Competition and unpredictable consu-
mer tastes minimize opportunities for profit maximization; hence markets
must be controlled both at the supply end and at the demand end, Cor-
porations have come to devise strategies which are intended to "super-
sede" the market. Critical sources of supply can be controlled through
vertical integration, Suppliers of other items of production may also
be controlled--either by an asymmetrical relationship between a giant
buyer and a small, dependent supplier whose survival depends on recei-
ving ﬁhe giant's order; or by agreements among giants on the basis of
long-term contracts for sale at agreed-to prices often far in advance.
(Galbraith, 1972: 45),

Relations among glant corporations are "co-respective", as
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Baran and Sweezy (1966: 50) note--because of the potential for retalia-
tory action being so much greater among equals; but more importantly,
action is co-respective or co-operative because the stakes are great.
No giant corporation can survive in a system of interdependence if the
stability or the survival of the capitalist system in general is threat-
ened either by internal dissensidn or by external conditions,

It is also of mutual benefit to capitalists to control prices
within reasonable 1limits, so as not to disrupt predictability and
therefore planning., Price-cutting is for this reason a frowned-upon
tactic in an established market., Price wars are replaced by "price
lesdership"-~the biggest, or most dominant, firm takes action and the
others usually follow., Price leadership is evident not only by the
wave of "me-too"-ism which follows hard upon a major's price increase
announcement, but also by what happens when the major has made a
tactical error and others do not follow suit: if the others "stand
pat" the firm making the move will rescind the price change (:61).

Although the firm is run from day-to-day by the "insider", the
"organization man" whose success and fortunes are intimately tied to
the corporation's, yet it remains true that "success" in the capitalist
system is measured precisely by those items which are and cannot help
but be the driving motor of capitalism: profit, accumulation, growth;
these motives ultimately lead to irrationality of a special type which
will be briefly outlined.

The large, complex capital-intensive and technologically
advanced corporations Just described embody the most extreme forms of

technological and administrative rationality available, This "ration-



13.

ality", however, must not be confused with any kind of value-judgment
--firms are "rational" in the sense that they attempt to bend means to
ends in the most efficient way, to reduce uncertainty, to reduce costs
and maximize profits, It does not mean that the effects of these efforts
as their repercussions radiate outwards through society are necessarily
rational--in fact, capitalism is probably the most irrational of sys-
tems,

The combination of high productivity and price control makes
corporations enormously profitable, Whence comes a series of problems
which can be controlled by capitalists only to a certain point, beyond
which the process works itself out in one of the enduring and ever-more
serious contradictions inherent in capitalism--the tendency for surplus
to rise and for over-production to result in economic crises.

Baran and Sweezy ( :218) note that the tendency of surplus (the
difference between what is produced and the cost of producing it) to
rise corresponds roughly with the beginning of the moﬁopoly period and
that the tendency of the system to generate too much surplus has been
in existence eight or nine decades., Moreover monopoly, while generating
surplus, does not provide adequate means for absorbing it, despite the
"sales effort"--vast sums speﬁt on advertising to stimulate demand, to
manipulate consumers' tastes and to addict people to more "gadgets" and
to higher and higher levels of consumption.

Thus, at root, the cause .of the problem which is endemic to
monopoly capitalism is over-investment, because the more the system
produces the more the surplus and hence the part of surplus seeking

new investment. Capital breeds more capital; money which is not put
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back into circulation cannot generate or attract investment., In times
of high demand, the economy booms, more surplus is created, and capita-
lists invest in still further productive facilities; this in turn
produces still more surplus, and so on and on in a spiral until a cri-
sis of over-production develops and the economy turns down.

Baran and Sweezy (: 226) argue that with this deepening kind of
crisis, capitalism would have long ago "gone under" except for two vari-
ables which have acted as a "sop" for surplus--these are: major technolo-
gical innovation, and war., Three innovations (the steam engine, the
railway, and the automobile) have had revolutionary impact both on
society and on the productive system, each development creating an enor-
mous upswing in production as well as ancillary services (and each
contributing to the capacity for surplus generation)., War production
and the aftermath of war when worn-out plant needs replacing and when
pent-up demand is released, contribute to surplus-absorption. When the
trend is played out, whitout the intervention of these variables,
surplus—-generation once again races ahead of surplus-absorption, and .
crises develop.

Investment in foreign plants, using cheaper labour, is one
profitable calculated manoeuvre for placing investment-seeking surplus.
Hdwever, the return flow of interest not only repays the original invest-
ment many times over but also pours more capital into the parent company,
thus aggravating the generation-of-surplus problem (:108). Monopoly
capital is, therefore, "self-contradictory"--it cannot absorb as much
surplus as it generates, and its normal state is that of stagnation

(: 108)., The capitalists' remedial action is to stimulate demand (or
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pressure governments to do it indirectly through fiscal policies), but
since capitalists do not want to cut prices that would reduce profits,
effective 1limits on consumption are soon reached because of the unequal
distribution to the lower classes of the ability to pay. The two
contradictions, that of "poverty in wealth" and of over-production,
thus meet each other head-on,

As already noted, monopoly capitalism is characterized by
concentration and centralization., As Lenin (1970: 84—86) noted, the
transition to monopoly capital is accomplished through the fusion of
financial capital and industrial concerns, the fusion of entities which
command and deploy capital with those which produce surplus, thus increas-
ing that available for further deployment., Whereas competition is charac-
teristic of capitalism in its early stages, competition is negated by the
creation of large-scale units which have developed not as much by advan-
ces made in the mode of production as by the swallowing-up of smaller,
formerly competing units. A parallel process occurred in the financial
sphere, where large banks accumulating huge capital resources swallowed
up or subordinated to their sphere of influence smaller banking units.,

Just as the Jjoint-stock company draws from a large group of
small shareholders, so financial institutions (through savings, insu-
rance and pension plans) are mechanisms by which capital is "sociali-
zed". Thus financial institutions with vast resources at their dis-
posal for investment in private enterprise are matched by the. need of
the giant monopoly firms for vast amounts of capital, and it is these
firms which benefit the imost from the socialization of the capital-

accumulation process. This point will form an important background for
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the discussion in Chapter 3 of the relationship between Stelco and its
institutional shareholders and bankers.

The effects of these developments may be briefly summarized.
Everywhere, as Miliband (1973: 13) notes, advanced capitalist societies
have come to be increasingly dominated in their key irdustrial, financial
and commercial sectors by a relatively small number of corporations of
enormous size, commanding vast resources, and accounting for a dispropor-
tionate share of the total assets in their fields, Merger, which feeds
the monopolization process, has steadily reduced the number of corpora-
tions still further (Anderson, 1974: 213).

The situation is no different for Canada than for the other
advanced capitalist countries. Clement (1975: Ch.4) finds that the Cana-
dian economy is presently dominated by 113 corporations (down from the
183 identified by John Porter for the 1948-1950 period, their numbers
having been reduced through acquisitions and mergers) (: 126). At the end
of 1971, these 113 dominant corporations accounted for between 15% and
97% of all assets in their sectors. Finance was the most highly
concentrated, dominant firms there accounting for an average of 86%
of assets, transportation and utilties an average of 85%, manufacturing
55%, mining 52%, and retail and wholesale dominant firms 27% (summari-
zed from Clement: 129, Table 9), Banking in Canada ia particularly
concentrated (in fact, among the most concentrated in the world), with
the five major ¢hartered banks accounting for 90% of the assets of all
banks (: 133). Thirteen insurance companies account for 86% of the
total assets in their areas ( with the eight Canadian dominant com-

panies accounting for 82%) (: 134). Consumer loan and sales finance
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companies, and trust and mortgage companies are also concentrated--
eight companies accounting for 90% and five companies for over 80%,
respectively, of - all assets (:136~137).

In broad outline, the trend in all advanced capitalist countries
is similar: extreme concentration and centralization of control in
important industrial and financial institutions, the widespread exis-
tence of multinational corporations, and a high degree of interdepen-—
dence between sectors of the economy ( and between countries)., There
is also disparity between high- and low-income groups which is extended
to the international setting in terms of "have" and "have-not" nations
as wealth becomes more concentrated in nations propelled by the logic -
of monopoly capitalism to extend their sphere of operations.

Monopoly capitalism ranges far in its search for and attempts
to control raw material sources and for investment targets for its
exports of capital which are as important as exports of commodities
were to the mercantile period. The net result of these international
activities is imperialism--the subjugation of less powerful territories,
~-uneven economic development, and "the formation of international
monopolist capitalist associations which share the world among them-
selves," (Lenin, 1970: 86). Thus the contradictions within the capi-
talist nation-state between an ever-increasing capacity to generate
wealth and the relative impoverishment of large numbers of people, is
extended to relations between developed and underdeveloped nations,
expressed as the contradiction between economic and technical development
and their retardation, between dominance and dependence, To a lesser

degree, the same phenomenon is exhibited between dominant imperialist
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nations and less powerful developed nations who are themselves subject
to imperialist strategies which must be tempered to take into account
areas of indigenous capitalist strength, Such is the case of Canada.

In the following two sections, two important theoretical issues
which will Dbe directly addressed in the context of the case of Stelco
are analysed,

IT "MANAGERTALISM: THE SEPARATION OF OWNERSHIP FROM CONTROL

The implications of advanced capitalism as a complicated
system of relations and contradictions extend to the question of control.
With the advent of the joint-stock company, observers as early as Marx
noted the increasing discrepancy between the public nature of capital
accumulation (the joint-stock company allowed the pooling of capital
resources) and the private ends of the property-system, The capitalist
was able, through the mechanisms of the stock company and credit, to
extend his control to capital and property of others;at the same time,
new agénts of control, the managers, arose (Miliband, 1973: 28-29;
Zeitlin, 1974:1114),

The aspect of the thesis of the separation of ownership from
control known as "the managerial revolution" originates with Burnham,
writing some years after that is considered the seminal study and
classic statement of the "managerialist" theory, that of Berle and

Means, in The Modern Corporation and Private Property (1933). While

it is true that Berle and Means, unable to unearth evidence to the
contrary, identified 44% of the largest U.S. corporations as under
"management control" (i 94), by "management" they meant:

"...that body of men who, in law, have formally
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assumed the duties of exercising domination
over the corporate business and assets...
Universally, under the American system of
law, managers consist of a board of direc-
tors and the senior officers of the cor-
poration." (:220; emphasis added).

Berle and Means are mistakenly credited with asserting that inside
managers now control corporations,

In fact, the important point of their work to Berle and Means
was that shareholdings were so dispersed in the largest corporations
(termed by them "quasi-public" due to the sheer numbers of investors)
that no one person or group of shareholders held a majority interest
~—and further, that the mass of nominal owners had no voice in the
operation of firms,

In its submission to the 1975 Royal Commission on Corporate
Concentration, Stelco felt compelled to state:

"TIn our view, whatever may have been the
situation in the U.S,A. when Berle and
Means first made this criticism is not a
valid criticism in Canada in 1975 and is
not supported by empirical evidence,"
(:98)
Such a corporation defends its position by declaring that, in fact,

"system of checks and balances" exists among directors,

an effective
shareholders, officers and auditors, The issue is an important one
and contrary to Stelco's disclaimer, there is evidence not only in the
U.S.A, but also in Canada (and probably in most advanced industrial
societies) that indicates not only the lack of a voice in corporate
affairs experienced by the numerous small shareholders but also the

potential of the few large ones. Such evidence will be presented in

Chapter 3 as it applies to the relationship between Stelco and its
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shareholders, big and small, and the relationship between Stelco's
executives and outside directors on its board,

Despite the questionable interpretation of data which Berle
and Means applied to their work, they did not fail to note the comple-
mentary nature of the "centripetal action" of concentration and the
"centrifugal action" of ownership diffusion (:18), and that "frequen-
tly" ownership was so diffused that "working control can be maintained
with but a minority interest." (:4). A large portion of their analysis
was devoted to the implications of other methods through which a small
group of people could control the corporation., One category of control
methods was the "legal device", such as pyramiding (:73), or the issue
of non-voting stock which rearranged stock rights in such a way as to
disenfranéhise some shareholders and transfer excessive voting power to
others (:76). A variant possibly of more importance and legitimacy
today is that of the "voting trust", which gives the trustees of others'
stock rights to control votes without actual ownership (:??). Mino-
rity control, which shades into "management control" (their definition),
depends on the potential control group's ability to attract proxies
which can be voted in its own interests, and may also involve joint
control when strong minority interests must take one another into
account (:80-89). The other category of methods which they passed over
rather quickly was that of "extra-legal" devices such as pressure from
bondholders' committees (:90) and the advantages of "insider" infor-
mation accruing to directors and bankers, Some of these points will
be explored in the section on financial control.

Such situations as described above were made possible precisely
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because of the dispersion of the majority of the shares, but Berle
and Means unfortunately did not bring these implications to bear when
they interpreted their data, and much that is ideologically appealing
has arisen from misuses of thelr data and conclusions, particularly
for those who do not wish to acknowledge the power of corporations
and the capitalist class.

The "managerial revolution" thesis comes in two parts, which,
it will be shown, have a connection in logic that is not made in
empirical reality: first, that (stock) ownership has been separated
from control of the corporation as capitalization and dispersal have
increased the number of shareholders; and second, that this separation
has resulted in the creation of what Berle and Means (:2) called new
"princes of industry", the managers, who, effectively insulated from
the influence of nominal owners, are free to pursue corporate goals
which may be in conflict with those of the shareholders, This
development, to appropriate the title of another work by Berle, may
be termed the phernomenon of "power without property". It also, for
Berle and Means, spelled the beginning of the end of the traditional
property-system and the economic incentive potential of profits, since
those who contributed capital had no opportunity to run the enterprise,
and those who ran it had no substantial ownership interests (:3@4).

The theory provides a convenient way out of a critique of
capitalism for theorisfs such as Galbraith (1972) (his focus is on
"the industrial system"), since the decline of the old-style entre-
preneur and of the tycoon leave an apparent vacuum in which it is

plausible to posit the rise of a new class, consisting of profes-
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sional managers and other experts whose claim to power is not capital
(which, being plentiful, appears to be in eclipse) but the scarce and
increasingly necessary 'new'" factor of production, knowledge,

No one person or group in Galbraith's scheme of things makes
decisions--rather, the decision-making process is diffused through-
out the corporation and is lodged within the "technostructure"
(those with specialized knowledge such as engineers, scientists,
designers, and sales executives) (:157), and involves a "large number
of individuals of widely varying rank and position," (:160). In
fact, many have access to, or "the illusion of access" to power
(:160)., Galbraith does not distinguish between the subjective feeling
of power and the objective conditions for the exercise of recal power,
The stockholders are without power and directors are "the passive
instrument of the management" (:154)--decisions emerge from below and
those at the top only ratify them (:83). Group decision-making characte-
rizes the modern corporation due to its size and operational complexity;
the decision-making entity

", ..replaces the entrepreneur, as the directing

force of the enterprise, with management. This
is a collective and imperfectly defined entity;
in the large corporation it embraces chairman,
president, those vice presidents with important
staff or departmental responsibility...

perhaps division or department heads, It
includes, however, only a small proportion of
those who, as participants, contribute infor-
mation to group decisions...all who bring
specialized knowledge, talent or experience,..
the guiding intelligence--the brain of the
enterprise," (:84),

An ideology of such an amorphous "brain" as the "technostructure" can,

undoubtedly, have enormous appeal for those who would like to avoid the
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question of the locus of power--it is everywhere and nowherel,
It is less clear why the Marxist economists, Baran and Sweezy

(1966), should fall into the trap of positing a "managerial revolution":

"Mamagement is a self-perpetuating group.

Responsibility to the body of stockholders

is for all practical purposes a dead letter.

Each generation of managers recruits its

own successors and trains, grooms, and

promotes them according to its own standards

and values." (:16)
"Real power," they assert, "is held by the insiders" (:16). However,
they do recognize, unlike Galbraith, that management is not a "neutral

technocracy" or a "separate, independent or 'neutral' social class"
(: 34). Although they believe management is not subJject to stock-
holder control (generally speaking), they do not make the error of
extrapolating from this to concluding that "managements in general are
divorced from ownership in general" (:34). They note that "managers
are among the biggest owners" (:34) and therefore "constitute...the
leading echelon of thefroferty—owning class." (:35). However, they
do not place sufficient emphasis on the cohesive force of class in
capitalism, or on the co-optation of managers of middle-class origin,
but rather seem to rely on almost a "functionalist" explanation for
their identity of interests with the owning class--the ends of the

corporate organization are functional to the "organization man" who

finds his raison d'étre in it because he realizes his own goals (to

ascend the managerial ladder) through his corporation (to advance the
status of his company) (:38). While this has some validity, it does not
go far enough, as evident in their misuse of the following quotation

from C. Wright Mills (1956):
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"Not great fortunes, but great corporations

are the important units of wealth, to which

individuals of property are variously attached.

The corporation is the source of, and the basis

of the continued power and privilege of wealth,

A1l the men and the families of great wealth are

now identified with large corporations in which

their property is seated." (Mills: 116) (cited

in Baran and Sweezy : 1?).

As corporate capitalism has institutionalized wealth, it is

quite true that wealth, family connections or family stockholdings
are "unimportant" outside the context of capitalist class interests
embodied in corporations except as "tickets of admission to the inside,
where real corporate power is wielded" (:17). It does not follow that
"the location of power inside rather than outside the typical giant
corporation renders obsolele the conception of the interest group as
a fundamental unit in the structure of capitalist society." (:17). It
may be said that the interest group, like class interest, transcerds
particularistic corporate interests--not that it is rendered superfluous.
This point is, in many respects, the crux of the debate over the so-
called managerial revolution, because it misunderstands the nature of
the phenomenon of the "separation" of ownership from control, and the
new relationship established between those within the corporation with
borrowed power and those outside it who are linked in mutual interest

and possessing power,

Mills, in The Power Elite (1956), recognizing the qualitative

break represented by the transition to corporate capitalism from the
earlier entrepreneurial or family capitalism, is not led into the
"managerial revolution" trap. He recognizes that the chief executives

of the corporations and the "very rich" are not two distinct or segre-
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gated groups, but are both "very much mixed up in the corporate world of
property and privilege"; the reason being that the corporations are "the
organized centers of the private property system: +the chief executives
are the organigzers of that system.," Advanced capitalism has created
them, out of the logic of its development into a complicated system
wherein property is transformed "into an elaborate instrument" (:119).
An instrument of what? No less than the enhancement and perpetuation
of the same capitalist system, with the same ultimate ends.

Mills points out that "managers" (that is, executives--and he
does not confuse them with lesser functionaries) are owners--in 1952,
a disproportionate amount of shareholding was attributed to executives
and professionals (45% and 26% respectively), contrasted with 0,2% of
unskilled workers or 4,4% of foremen and skilled workers, in a period
when less than 7% of the population owned stock (1956: 121). (An up-
to-date indication of what proportioh of the population hold shares is
provided by Anderson for the U.S,--1% of the population holds almost
four-fifths of corporate stock (1974: 202), and in Canada in 1968, the
top 1% of all income-earners held 42% of all shares (Clement, 19?5:19).
It is clear that executives are not major stockholders, but it is also
clear that "managers" are not separated from ownership, or their
interests different from that of the wealthy whose origins are in pro-
perty of long standing. (As Miliband puts it, although increasingly,
at the head of corporations are found managers and executives who were
not born into the ranks of the most wealthy but are there by appoint-

ment and "co-option", part of an irreversible trend towards the "so-
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cial" ownership of the means of production, so, conversely, it is untrue
that "managers are moved by considerations other than those of owners"
(1973: 30). "Managerialism" claims erroneously, that since corpora-
tions are generally run by "hired" executives?2, their motives and

impulses are "necessarily better, less 'selfish,' more socially res-
ponsible, more closely concerned with the'public interest' than old-
style owner capitalism" (:30)., (It is an image which most corpora-
tions fondly hope will become their accepted image--the "soulful
corporation", or as Stelco puts it, the "good corporate citizen".)
But as Zeitlin (:1097) concludes (from the few studies that have been
conducted on managerial behaviour), "managers" are just as prone to
profit-maximizing behaviour as entrepreneurs--and the reason is that
the "profit motive" is not a psychological state but a social condi-
tion arising from the logic of capitalism itself. Those who accept
it (who "play by the rules of the game) stay in the game; those who do
not are soon unseated.

This rather lengthy preamble now makes the impact of Mills'
positing of a "managerial re-organization" rather than a "managerial
revolution" of crucial importance. Just as corporations are not "a
set of splendidly isolated giants" (:122) but are knit together by
trade associations, government advisory committees, and inter-
locking directorships, as well as by the centralizing effects of
electronic communication and information-control (or access), Ilo)

"managers are not separated from ownership, or their interests different

from that of the propertied rich. It is a complex situation:



27,

"Sixty glittering, clannish families do not
run the American economy, nor has there
occurred any silent revolution of managers
who have expropriated the powers and pri-
vileges of such families," (:147)

The answer is, rather, somewhere between:

"the reorganization of the propertied class
...into a new corporate world of privilege
and prerogative,..[the means by which] the
narrow industrial and profit interests of
specific firms and industries and families
have been translated into the broader eco-
nomic and political interests of a genui-
nely class type." (:147; emphasis added).

That is, a "class-for-itself" in the Marxian sense, fully self-
conscious of its interests and identity as a unified whole.

Although Baran and Sweezy do not go as far as Galbraith, they
share a common assumption regarding the financial independence of the
corporate "insiders" and of the corporation's ability to be self-
financing., It is this assumption which shores up the managerial
thesis, Both regard the over-abundant supply of capital as unproble-
matical; a company is self-financing, under normal corditions, via
its high rate of internal savings (retained earnings after dividends
have been distributed out of profits, commonly called "plough-back").
Thus, Galbraith believes:

"It will now be clear what accords power to
a factor of production or to those who own
or control it, Power goes to the factor
which is hardest to obtain or hardest to
replace,.." (:70) "Given a competent busi-
ness organigzation, capital is now ordina-
rily available. But the mere possession
of capital is now no guarantee that the

requisite talent can be obtained and
organized,.,.one should expect...to find
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a new shift of power in the industrial enter-
prise, this one from capital to organized
intelligence,..the loss of power by stock-
holders...the dwindling social magnetism of
the banker...the increasingly energetic
search for industrial talent, the new presti-
ge of education and educators--all attest the
point." (:71)

Although Baran and Sweezy would be unlikely to confuse the
power of knowledge with the power of control, they nevertheless
conclude that the "relevant line-ups" of control are determined "not
by ties to outside control centers but by thé rational calculations

of inside managements." (:20), and one of the chief characteristics
of the typical modern corporation is that

"Each corporation aims at and normally achieves
financial independence through the internal
generation of funds which remain at the dis-
posal of management, The corporation may
still, as a matter of policy, borrow from
or through financial institutions, but it
is not normally forced to do so and hence is
able to avoid the kind of subjection to
financial control which was so common...
fifty years ago." (:16)

The argument regarding how financially independent corporations
are will be reserved for a section following, but it is necessary at
this point to examine some of the flaws iﬂ the managerialist position,
as well as the ways in which the phenomenon of the "separation" of
ownership from control appears to have been misinterpreted.

As Anderson (1974: 201) points out, the separation of ownership
from control is, in certain respects, an illusion, As the figures

above indicate, shareholding has not seen the evolution of "people's



29.

capitalism" because the distribution of shareholding in the population
is, and probably will remain, quite skewed, with a small fraction of
the people holding a relatively large fraction of shares; moreover,
even among the shareholding public, there are vast differences in
holdings., But the criticism of the entire argument does not end there.
First, the wide dispersal of shares does not mean that no one controls
through shareholding, but only that the greater the dispersion, the
smaller the percentage required by a few large shareholders in order
to exercise control (even Berle and Means recognized the importance

of minority control). Thus, the dispersion of shareholdings does not
mean that some owners do not control; neither does it necessarily
follow that if shareholders in general have no power, it has passed
automatically and unequivocally, as Galbraith claims, to the "tehcno-

structure," or as Baran and Sweezy believe, to inside management as a

separate entity.

This latter point needs emphasizing because it addressed what
both of these works, as well as most work on managerialism, seem to
have missed., The whole point of capitalism, its entire logic, is not
based on the notion of management as a separate entity, any more than
it is based on the notion of individual corporations as separate entities.
Just as not all shareholders are small and powerless, so some directors
may not be as powerful as others, or all "managers" (insiders, or
executives) as propertyless as others. Anderson's review of the
literature (:202—203) reveals that there is a great deal of overlap-

ping between directors and managers on the one hand, and major stock-
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holders and directors on the other in terms of their ownership "stake"
in the corporate system, as well as in their controlling stake, There
is a fusion of interests and potential power among these persdhel, not
a separation, The board of directors is merely the formal organ which
brings them together; it, like the corporate organization structure, is
the bureaucratic form in which the content of advanced capitalism is
housed. And Mills' point may be reiterated here: +the development of
corporate capitalism does not, as Baran and Sweezy assert, mean the
"interest group", the "financial group" or the "family sphere of in-
fluence" is superfluous, but that these transcend the narrow interests
of the corporation in the interests of the whole, of which they are all
a part, The corporation is a convenient and necessary form for the
operation of advanced capitalism, but it is not the only one,

1. Methodological Problems in the Question of Control

Although the recent work of Burch (1972) is an attempt to sort
out previous managerialist research and to re-examine the question of
~corporate control using more realistic criteria, it too concludes that
a smaller, though still substantial, proportion of large corporations
are management controlled—of the 450 firms examined, %1% (versus 42%
family—controlled) (:102). His criteria for classifying corporations as
probably family-controlled (rather than management—controlled) were that
at least 4-5% of the voting stock be held by a family, group of families,
or affluent individual, according to common business sources, and that
representation could be found on the board over an extended period

of time by members of such a family or its close allies (:30), If these
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criteria could not be met but other evidence was suggestive, he classified
a corporation as "possibly" family-controlled, and was content to relegate
the balance to the category of "management-controlled," Two problems
which are common to all of the managerialist studies arise in the Burch
analysis, One is a methodological issue, the other a substantive one,

First, as Zeitlin recognizes, enormous problems arise in attempt-
ing this sort of research due thack of reliable sources of information,
Business publications are the usual research resources, and much of their
information comes from corporations themselves. Very little, even in the
U.S., needs to be disclosed by law to the public or to government agencies.
Even special government committee investigations do not reveal everything,
and in Canada, they reveal even less than in the U.,S. Thus,as Zeitlin
sadly obéerves, we have no independent criteria for our measurement of
control but must rely upon "a whole variety of hints, clues, and solid
information" (:1089).

Related to this is the fact that the subject is complex amd
researchers usually start at the wrong end of the problem, that is, with
a more or less arbitrary definition of what would constitute "control" and
then proceed to rake through existing data to categorize corporations
using this rule-of-thumb, The definition may or may not be valid-- it
canmot be established in any simple way, and the interpretation of the
data hinges on considerations not found in the data themselves, for as
Zeitlin points out:

"a specific minority percentage of ownership in itself

can tell us little about the potential for control that
it represents, We can discover this only by a case
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study of the pattern of ownership within the given
corporation, However, it also means that confining
our attention to a single corporation may, in fact,
limit our ability to see the pattern of power rela-
tionships of which this corporation is merely one
element; and it may restrict our understanding of
the potential for control represented by a specific
bloc of shares in a particular corporation...
capacity for control (by an individual or group)
increases correspordingly, depending upon how

many other large corporations (including banks

and other financial institutions) in which it has
a dominant, if not controlling, position., The
very same quantitative proportion of stock may
have a qualitatively different significance,
depending on the system of intercorporate relation-
ships in which the corporation is implicated.,"

(:1091)

This lengthy quotation is included to highlight two important
points which the managerialist researchers have missed: +that the
conceptualization of control has significance for how the research
proceeds, and that the corporation does not stand in "splendid iso-
lation" but is "implicated" in a network., Accordingly, Zeitlin has
recommended what may be termed a "multidimensional" or "multivariate'
approach to research: using a variety of interrelated yet independent
indicators (:1090) and studying the concrete situation of the cor-
poration, and its intercorporate relations. He realizes that the con-
cept of control, like power, is "rélative and relational" (:1090).

Control is a slippery concept--it finds its expression in probabilities

of control being exercised:

"when the concrete structure of ownership and of
inter-corporate relationships makes it probable
that an identifiable group of proprietary
interests will be able to realize their cor-
porate objectives over time, despite resistance,
then we may say that_they have 'control' of the
corporation," %:1091)
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To eatimate that probability, one must know who the rivals or potential
rivals for control are, and what assets thay could bring to a struggle.
(:1091)

Second, ard of great theoretical importance, is the reminder
that corporations work within the necessities of a particular type
of political economy which has its basis in a particular type of
institution--that of private proprety, out of which has crystallized a
class system based on the institution of the family., But it is also
a system which extends the family to groups of families and others
who have been drawn into it through an identity of interests, and
extends the corporation to other related institutions which have their
origin in private property, namely the financial institutions. Burch
makes the unfortunate mistake of dichotomizing--corporations are
either family-controlled ("probably" or "possibly", depending on the
strength of the evidence) or managerially-controlled. Except for one
footnote giving TWA as an example of a corporatioh under financial
control, he does not develop the possible ramifications of financial
institutions for "management" controlled companies, For example, he
does not raise the question of whether, due to a vacuum in the inter-
weaving of related family interests, "management" controlled companies
may be more prone to financial control since no one "inside" interest
group has enough power to prevent it, or conversely, if the category
"management" is really hiding the dominance of one or several interest-
groups, financial or otherwise, He does not even examine the role of

finance capital (regardless of whether it represents separate or
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converging interests, a point of debate in itself)., He merely uses the
categories as Berle and Means and others used them without attempting
further explication., The most serious criticism of Burch (and of the
others as well) is that their categories seem to exist in a vacuum--
families and management are not tied together, but appear to float
freely in a pre-monopoly capitalist era, Indeed, "the system" as

such appears not to exist, nor does anyone appear to work towards its
less particularistic goals.

IIT FINANCTAL CONTROL OR CORPORATE TNDEPENDENCE?

The issue of the relationship between financial institutions
and industrial corporations is one of importance to the case of Stelco
and is an "issue" due to a number of debates which have arisen and which
will be discussed in detail here as the background to analysis of data
in Chapter 3 which deals in particular with the increasingly importance
of institutional shareholding, the extent of interlocking between
financial institutions and the corporation, and the significance of
Stelco's high level of indebtedness in recent years.

Much of the debate centres around the implications for cor-
porate capitalism of the fusion between finance capital and industrial
capital. Originally, merchants' capital derived from purely mercantile
activities involving a go-between relationship in the distribution of
trade and existed purely in the sphere of circulation rather than
production, As Clement (1975: 34) points out,

"In Canada, the transition from merchant capital to
financial capital will become apparent in the
movement from mercantile-based fishing and fur

trading to investment houses, banks and insurance
companies,"
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Preferring stable long-term investment characteristic of their type of
activities, the Canadian mercantile elites first moved into canal and
railway building, and not directly into industrial activities,
"Tndustrialism", on the other hand, involved "direct and long-term
investment in the means of production" (:34), transforming resources
by harnessing others® labour-power, Thus, when financial capital
becomes linked to the process of industrialization,it comes to operate
in the sphere of production as well as of circulation, and becomes
"finance capital"--the fusion of financial and industrial capital as
corporate capitalism, The role of finance capital in creating monopoly
capital appears to be an important one and has implications for the
close relationship between the two.

That the "financial oligarchy," a tight, interlocked inner
circle of bankers, investment houses, trust and insurance companies,
is at the heart of monopoly capitalism and is its dominating and
directing force is the argument presented by such ideologically di;
vergent writers as Lenin (1970) and Brandeis (1914) in the early part
of this century. It is an argument which has been brought up to date
by Fitch and Oppenheimer (1970) for the U.S. and Park and Park (1973)
for CanadaB. Tt is also a view which is attacked by Sweezy (1971)
and by O'Connor (1972) as doing violence both to the original Marxist
conception of the process of accumulation, and also to the model of
corporate behaviour consistent with advanced capitalism,

Bracketing the question of whether financial control represents

N

a "resurgence" " or an unbroken continuum (a question requiring more

extensive historical analysis), the argument for financial control,
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and its counterattack, arises from certain assumptions about the nature
of the corporation and the role of financial institutions in monopoly
capitalism, and its logic must be examined in detail. A number of
questions may be raised which will aid in sorting out the complexity
of the argument, and the answers may be weighed for their validity
both on logical grounds and on empirical grounds., The detail of the
latter, as presented by Fitch and Oppenheimer and re-examined for the
case of Stelco, will be reserved for the chapter following. But first,
the question of logical consistency must be explored, It will be
concluded that, at least on one level, the model of a financial nexus
is one which is generally consistent with the development of monopoly
capitalism; although the fact of actual control of corporations
(implying an asymmetry rather than convergence of power) must be
validated for specific corporations in specific historical periods or
at particular junctures in their history. This proviso sounds a
cautionary hote, for reasons which will become evident.
The discussion may be framed by the following questions:
1. What is the important issue in the financial control debate,
and how have the various sources (past and present) con-
tributed to our understanding of the relationship between

industrial and financial corporations?

2., What is the role of financial institutions in the pro-
cesses of accumulation and mobilization of capital?

3. How can financial institutions control corporations,
and for what purposes?

L, 1If financial control is exerted, what effects does this
have on corporations and what indicators may be used as
evidence for these consequences? Related to this-
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5. Under what conditions do financial institutions make
actual their potential for control, and how does this
relate to the developmemt of corporate capitalism as
an evolutionary (or maturing) process?

6, Is the argument a valid one, and what criticisms have
been brought to bear on it which affect its validity?

If the second element in the managerialist argument of Baran
and Sweezy (1966) is correct--that industrial corporations are the
important unit of analysis in monopoly capitalism and that due to their
great capacity to generate surplus their high degree of retained
earnings makes them independent of financial institutions and other
outsiders--the question arises as to what forces are at work unifying
the capitalist class. Baran and Sweezy's position implies that corpo-
rations are isolated profit-maximizing units which however much they
co-operate with other units in planning of markets and prices, are not
really Joined together into one structure of capitalism by any over-
arching element except incidentally, If capitalism is as hemogenic in
its actions and influence as it is purported to be, such a position
accords to the individual corporations an omnipotence and omniscience
truly marvellous, It also implies there is no one element of capita-
list activity in a position to unify, either through a common purpose
more specific than the general interests of capitalism, or through
actions which create a network of interconnected relations. Such a
role could be performed by financial capitalists, since their interests,
while arising from their location within specific financial institutions,
encompass the whole of capitalist activity in the generation of surplus,

its accumulation and centralization; and its re-deployment into the
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productive system,

Lenin (:Ch, 2-3) describes the process whereby the older form
of capitalism, competitive entrepreneurial capitalism, becomes trans-
formed into monopoly capitalism, At the heart of the process is the
role played by the financial institutions, in particular the banks.
While to a certain extent, the growth of banks and industry are parallel
processes, the banks growing through the collection of revenues deposited
by the capitalist class, it is concentration which throws them into a
symbiotic relationship:

"As banking develops and becomes concentrated in a small
number of establishments, the banks grow from modest
middlemen into powerful monopolies having at their
command almost the whole of the money capital of all
the capitalists and small businessmen and also the
larger part of the means of production and sources
of raw materials...This transformation of numerous
modest middlemen into a handful of monopolists is
one of the fundamental processes in the growth of
capitalism into capitalist imperialism..." (:30)

Hence the operations of capitalist monopolies "inevitably lead to the
domination of a financial oligarchy" (:46), since the ownership of
capital has become separated from its application to production arnd
is in the hands of the financier or "rentier who lives entirely on
income obtained from money capital"™ (:58). Productive units are
dependent on the financial institutions for expansion and further
concentration, and since the system has been made highly productive,
this leads to a crisis of surplus capital which must be exported to

find more profitable investment under the auspices of financial

institutions (:60-61).
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Brandeis, a liberal who decried the effects of the "money
trust" on competition and industrial efficiency, pointed out in the
early part of this century that "Industrial trusts feed the money trust."
(:152) He too noted their symbiotic relationship--industrial concerns
becoming so big that independent bankers cannot fill their capital needs
and so they must rely on banking syndicates (:5), and the big invest-
ment bankers such as J, P, Morgan and Co. becoming more wealthy and
more powerful through their role in creating larger industrial combina-
tions such as the U,S. Steel trust (which incidentally netted them a
share in its equity as a fee, thus giving a financial group an
industrial foothold) (:141), Brandeis argued that investment bankers,
at the heart of the financial oligarchy, helped create industrial
concentration, and through it more financial concentration, because
large corporate security issues were either for the purpose of effecting
combinations or consequent on them, (:163) and such large issues needed
the expertise and connections (and co-operation)of the most influential
bankers and their allies,

Thus, he as well as Lenin noted that the investment banker has
moved from being a mere middleman to a position wherein "bankers
bestride as masters America's business world" (:4). Unfortunately,
Brandeis did not trace this phenomenon to its roots in the develop-
ment of capitalism, but he did note that the key to the power of the
investment banker liés not in his personal fortune (which may be large)
but in its combination in and with other financial institution, (:4)

and in the role of these institutions as "midwife" and "undertaker,"--
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at both ends of the process: orchestrating mergers, controlling capital
supply, handling large securities issues and finally, in times of
corporate crisis, acting as reorganization managers (:10),

How has the financial capitalist come to take the lead? There
appear to be two reasons, not unrelated: first, the capital accumu-
lation process itself, and second, the historical position of those
connected with finance during the emergence of corporate capitalism.

In Canada, as was already mentioned, the economic elite bésed in
mercantilism had already established banking and other financial
institutions and had promoted transportation developments which provided
necessary infrastructure for their operations, The merger movement in
Canada, occurring somewhat later (and simultaneously with that occurring
in the U.S.), was undertaken by financial capitalists who had already
been dominant for some time, unlike the U,S., financial forces (Clement:
95)., Clement (:74-75) in examining historical analyses from many sources,
argues that industrial development advanced under the indigenous
financial ruling class, This group formed a tight elite circle; they
were extremely conservative, supporting only ventures beneficial to
their own interests., In such a climate of financial domination, indepen-
dent entrepreneurs lacked both capital-power and access to markets; they
were engaged in high-risk activities in sharp competition with many
other small entrepreneurial concerns, It was the entrenched financial
elite and the encroaching U.,S. branch-plant movement during the period

of the National Policy which were the two social forces responsible for
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the shift from entrepreneurial to corporate capitalism., Following the
National Policy, especially during the 1909-1912 period the financial
elite accelerated the process of consolidating these small entities

into large industrial combinations, Canada Cement, Dominion Steel Corp.,
and Stelco were but three such creations of the merger movement during
that period.

Basically, the role of the financial institutions in corporate
capitalism relates to the acceleration in growth of firms--firms
create a need for capital which outstrips their ability to generate it
internally through retention of surplus. Financial institutions have
for quite some time been powerful and efficient in the accumulation
of "other people's money"--in the form of short-term corporate deposits
of working capital, personal savings, insurance and pension-fund premiums,
interest on loans and other securities, and trust funds--and these have
been amalgamated with the fortunes accumulated over time which formed the
basis for thé founding of these institutions.

In fact, as Fitch and Oppenheimer point out, "as a rule the very
great American fortunes--~those that have lasted more than a generation--
are those that wedded industrial capital to financial capital or vice
versa.," (I:95), for example, the Rockefeller and Mellon fortunes
respectively; and further, the mechanism of the bank trust department has
ensured that these fortunes have not become fragmented estates but have
increased qualitatively as well as quantitativeiy by being merged with

other trust assets under institutional control. In a rebuttal to Sweezy
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(1971), Robert Fitch (1972a) notes the difference in treatment banks
accord to pension fund assets of workers versus those of the very rich,
According to a Securities and Exchange Commission survey, banks have
sole investment authority over 88,8% of pension fund assets but only
.over 22% of personal trust assets (:117). This comment becomes signi-
ficant when taken together with a question raised by Zeitlin (1974) as
to who controls the banks., Although there is no definitive answer, it
is important to note, as he does, that both the property-system and
class are rooted in the kinship unit (:1102) and that
"these families' interests transcend the banks and
corporations in which they have principal or
controlling interests; and the banks may merely
be units in, and instrumentalities of, the whole
system of propertied interests controlled by these
major capitalist families," (:1102 emphasis added)
The other great source for the accumulation of capital is
that of pension funds, which have been growing rapidly since the 1950's,
and largely represent the miriad small contributions of members of
employee«plans.5 By 1967, Fitch and Oppenheimer note, U,S, commercial
banks held approximately 60% of all assets held in U,S, financial
institutions--40% of this was held in trust departments and generated
about 40% of all trading carried out on the New York Stock Exchange.
They argue that the 1links between the banks and the trust funds form
an important basis of economic power. Evidence of the extent of this
- power is shown in the fact that the Patman Committee (set up in 1967 to

investigate banking activities) found that the vast majority of banks

studied had discretionary authority over the investment of most of their
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trust accounts (I:95), a situation which represents, along with the
extreme concentration of assets in the hamds of a few banks, highly
concentrated voting power if applied.

How is this vast amount of capital mobiligzed, once accumulated?
Institutional shareholding and the supply of short- armd long-term
loans to corporations are the two main avenues, and also represent
the possibility of financial control of corporations, Both, Fitch
and Oppenheimer argue, have been increasing rapidly, and with them,
the hold of the financial institutions has been tightening. In-
stitutional stockholding rose dramatically during the 1960's (from
12% in 1949 to almost 28% in 1969) (IT:62)., Forty-nine banks held 5% of
one or more classes of stock in 5,270 companies, or an average of 108
companies per bank (while no corporation controls 5% or more of the stock
in 108 banks, which fact Fitch and Oppenheimer argue, is important
evidence for the direction of control) (:1:99).

Especially since 1960, corporations have also come to rely more
on the financial institutions for external funds in the form of loans
(through bonds and other debt instruments). While the corporation has
continued to generate surplus of which a portion is reinvested, internal
generation of funds increased 10% between 1960 and 1964, but only 2.6%
between 1965 and 1969, whereas external funds had Jjumped from 4.9% to
16.5% annual growth rate in the same period (:I:72). While in the
earlier period less than a quarter of corporate funds was raised
externally, external funds represented a third of the total in 1965-

1969 (:IT:73). The high ratio of long-term debt to total liabilities
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increasing importance of external sources of funds appears not to be a
temporary phenomenon, since Berle and Means (1933: 42-43) reported that
between 1922 and 1927, 25% of the growth of large corporations (the "top
200") came from retained earnings, 55% from public offerings of securities,
and 20% from merger. The financial institutions (by 1965 amounting to
nearly half of all national wealth and increasing faster than the whole)
(Fitch and Oppenheimer:T :93) are clearly not only in a position to
redirect the vast amounts of wealth in their control but must increas-
ingly do so as the socialigzation of wealth gallops ahead in ever-

larger incrementsé

While these facts appear indisputable, what is at issue is their
interpretation--the question of whether or not the dominance of
financial institutions represents conflict between two different "types"
of capitalists and what this implies for the unity and cohesion of the
capitalist class as a whole, and for the viability of corporations as
production and profit-making units.7

First, however, the question must be answered: +to what extent
is the dominance of financial institutions translated into actual
control (that is, as input into corporate decisions),

Most writers, especially of a liberal pluralist inclination,
have denied the possibility of financial control through institutional
shareholding, since despite.the large number of shares held by each
institution, their holdings actually represent a very small percentage

of the total outstanding in each corporation; moreover, institutional
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shareholders are normally passive and non-meddling. Two factors relating
to the power of institutional shareholding, however, are frequently not
taken into account: the dispersion of the majority of shares among
numerous small holders, and the alliances possible among institutional
shareholders through mutual holdings in each other and through inter-
locking directorships, Fitch and Oppenheimer argue that both of these
factors, coupled with the interest financial institutions take in
corporations which are also indebted to them, are significant for the
question of financial control,

When the dispersion of shares is very great, 5% held by a
financial institution may not be enough to gain it control of a corpora-
tion, but it would be sufficient to gain it a position on the cor-
poration's board and to have a "say" in matters which would affect its
interest. Frequently, even without institutional shareholding to such
an extent, bankers are invited to sit on corporate boards because of
their expertise and connections with other financial institutions--and
they in turn gain valuable inside information on corporate operations
and plans, Finance or executive committees of boards are usually
populated by financial people. Fitch and Oppenheimer point out that the
National Industrial Conference Board found that 53% of boards seats of
large corporations were filled by outside directors in 1953, increasing
to 57% by 1958 and 63% by 1967 (:1:83), Zeitlin, in analysing data on
financial versus non-financial outside directors, fournd that "commercial
and investment bankers are disproportionately over represented among the

occupants of multiple corporate directorships" (:1104),
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Top executives of large corporations also frequently sit on the
boards of financial institutions, but industrial corporations lack the
stock or voting power in financial institutions, The advantage of such
an interchange of directors is that banks may influence or (in the case
of shareholdings and bondholdings) pressure corporations to allow them
to service the corporation's financial needs, or to shift business to
other corporations in which the bank also has an interest (:1:100),

Shareholding and inferlocking directorships become significant
for their ability to enable bankers to form alliances with other -
financial institutions and producing corporations. It is no less
significant that banks and insurance companies, controllong short-
medium and long-term lending respectively, are not only the institu-
tional lenders of any real importance, but also together account for
over three-quarters of the $1.1 trillion of U,S. instutional invest-
ments, whereas mutual funds only account for one twentieth (:1:103);
Banks and insurance companies are tightly interlocked--the 49 banks had
146 interlocks with 29 of the 50 largest life insurance companies in the
U.S. (:I:103). Although interlocks are not permitted between comm-
ercial banks, they can and do increasingly own stock in each other,
Moreover, they may be interlocked indirectly, by coming together on
the board of a corporation, These aspects will be reviewed as they
apply to Canada, and particularly to the case of Stelco, in the follow-
ing chapter., The important point to note here, however, is that all
of these aspects must be taken into account in assessing the potential

for financial control. It must then be asked--why would financial
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institutions want control?

The obvious answer is that institutional shareholders and lenders
would want to protect their investments., Outlays in the form of loans
are enormous, and large blocks of shares are not easily disposed of
on the market without losses, so financial institutions have a vital
interest in ensuring good corporate management. Another, perhaps less
easily argued, reason is: power. More power accrues to those who
have some. There is no doubt that financial institutions, particularly
banks, have the resources which corporations need in order to expand
capacity and further monopoly through mergers and acquisitions, The
Morgan interests were in a position to gain control of U.S. Steel for
precisely the latter reason. Tf the process of growth and concentra-
tion is an ongoing one and financial institutions were known for their
power during the "age of Morgan", it appears logical by extension that
such-power has not diminished; in fact; with increasing financial resour-
ces at their disposal, has probably increased, But it is also less
visible.

The question arises as to what extent the exercise of financial
power creates antagonisms between financial institutions and cor-
porations; this question will be addressed in the next section, But
the fact remains that financial institutions can contribute to the
regulation of price competition through stockholdings in companies that
do busiﬁess with one another, creating "forward (selling) linkages" as
well as "backward (purchasing) linkages" (:1:102); (the Mellon banking

interests, for example, created linkages between coal-carrying rail-
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ways and collieries, between collieries and power companies, and
between railways and railway-supply companies) (:1:102), The Patman
Committee found interlocks between the 49 banks studied and 286 of the
Fortune 500 corporations--768 interlocks, or, including smaller and non-
industrial companies, 135 companies per bank (:I:102), The implications
of such activities are stated by Fitch and Oppenheimer: +the increasing
socialization of wealth by financial institutions, and the decreasing
role of retained earnings in corporate investment leads to the monop-
oly position of finance in control of society's long-term capital;

"it surveys the entire corporate scene in order to maximize return

on its capital." (:III:??). It can regulate the rate of capital
accumulation in the whole of the economy, "retatding it in the mature
industries..." including steel, and "over-accelerating it in the

newer industries." (:76). While power accrues to finance, finance

also plays a vital part in the regulation of the economy, co-ordi-
nating the allocation of resources, and providing an over-arching
framework for the operation of monopoly capitalism,

But what is the effect of this activity on the individual
corporation? Fitch and Oppenheimer (:III) argue that the drive for
profit-maximization by financial institutions and their command of the
economy leads to corporate behaviour different that what would be found
in a managerially controlled company, The rate of capital accumulation
in the corporation, which determines its growth, comes through that
portion of profits which is reinvested. While the rate of capital

formation in the economy as a whole may be increasing, they argue that
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in mature monopoly firms, accumulation has slowed down. Industry is the
creator of surplus value; but as capital becomes more socialized under
the direction of financial institutions, reallocation of surplus follows
channels determined by financial capitalists., A bifurcation has been
created between the accumulation and reinvestment process, Corporations
which have become unprofitable will have their assets "cannibalized" and

grafted onto newer, more dynamic enterprises through diversification8

programmes under the auspices of financial institutions, who will lend
funds for diversification but not for replenishing fixed assets (such,
they point out, was the fate of the Penn Central Railway). The impact
of financial control would be indicated by: a high dividend payout
ratio to profits (versus a low ratio of retained earnings to profits):
dangerously low amounts of working capital; and a high rate of external
debt, as shown by a high ratio of long-term debt to total liabilities.
(These aspects will be examined for Stelco's case in Chapter 37,

Since the corporation cannot grow or carry out modernization and
replacement of plant on its existing retained earnings, it must go
further into debt. It is also indicated by the pattern of inter-
industry relations,

The financial institutions play a part in both policy regarding
dividend payout and policy regarding debt, Corporations are pressured
by the fluctuations in the price of their stock on the Exchange to
maintain a high dividend rate which‘would attract investors; at the
same time, institutional shareholders benefit if stock appreciates

and also if dividends are high. But they also benefit from lending,
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so investment bankers oppose an all-common stock structure because
preferred stockholders and creditors such as debenture holders take
precedence over common stock in corporate crises, reorganizations, or
liquidations.

Reciprocity (or inter-industry arrangements whereby companies
buy from their industrial customers and sell to their suppliers) are
not only vital to monopoly capital, but, Fitch and Oppenheimer argue,
appear to follow lines of financial control, . Contradictory forces are
set up, since both companies cannot benefit (at least price~wise);
decisions to buy are based not on market considerations of price,
quality, and delivery, but by reciprocity network pressures. Thus,
they argue, reciprocal relations are coercive ones. (Fitch, 1972b:105).

Fitch and Oppenheimer's analysis of the need for external
finance and of the increasing importance of institutional share-
holding appears to be a valid one in factual terms, but it is an open
debate whether they have shown financial control or merely the existence
of an important financial nexus. The interpretation is important for their
analysis of conflict between corporations and financial institutions.
It is this latter point which is severely attacked both by Sweezy and
by O0'Connor; the debate over "conflict" versus "cohesion" of the
capitalist class is the topic of the section following.

1, Conflict and Cohesion: Levels of Abstraction in the Analysis
of Corporate Capitalism

The point which is raised in the preceding discussion is of
methodological and substantive importance for the study of Stelco,

since, as the study is focussed at the "micro" level as a case study
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and does not examine the capitalist class as a whole, questions arise
in the interpretation of data but are often not capable of being
resolved, In analysing financial interest-groups in Chapter 3, amd
again in connection with the Canadian productive apparatus and its
interlocks with Stelco, there are instances where particular
configurations of interest may represent conflict rather than cohesion
(as in the connections between various institutional shareholders and
the Power Corporation group, since some also are interlocked with
Argus, its current contender). If the data is interpreted as repre-
senting cohesion, then the potential for financial control over Stelco
is enhanced by the interconnections between these groups; if the
connections are incidental to other, more important connections and
really represent conflict between two interest-groups, the potential
for control is lessened in the vacuum between them and Stelco may
exert counter-power through other groupings.

Domhoff (19?2: 33) states he has often been accused of over-
stating the "three C's" of the capitalist class: "cohesion,
consciousness, and conspiracy" to the exclusion of the consideration
that there are also disagreements among its members. Fitch and
Oppenheimer (19?0) overstress financial control and conflict between
the aims of finance capitalist and industrial corporation "insiders"
(they go so far as to say unity of capitalist leadership is a myth).
Sweezy (1971) and 0'Connor (1972) both criticize Fitch and l
Oppenheimer for putting forth an argument which is not only anti-
thetical to the Marxist position of class cohesion and common

interests but which also shows finance capitalists as performing the
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irrational action of killing the geese that lay their golden eggs
(that is, deliberately wrecking corporations) in the name of their own
sectional interests. How may this mess be sorted out?

There appear to be at least two levels of abstraction at which
to analyse capitalist bahaviour, and most of the problems of these
authors "talking past" one another is related to the difference in
levels, They are: the general versus the specific levels; in addi-
tion, there appears to be two other kinds of levels: that of the
individuals versus the group or the whole., Moreover, analysis may be
complicated by the operation of these various levels and kinds
simultaneously., A few examples will illustrate,

Miliband (1973) operates at the level of the general--his
emphasis is upon the hegemony of capitalism as it affects the state
and other societal institutions, as an "-ism," that is a set of
general principles to which all capitalists égree. When conflict
occurs, as between managers and shareholders, it is not deep-seated,
but arises due to "tactical differences within a strategic consensus"
(:34). The same may be said for Domhoff, and for Mills--except that he
goes further, In his reply to critics (1968), he states, in response
to reviewers' assertions that lack of agreement or lack of an all-out
strategy refutes the idea of a power elite:

"...these men don't always agree, but are divided in
their counselj;..in their decisions, they sometimes
take into account the state of public opinion...
sometimes the decision made is 'taken against the
better judgment of the power elite', Each of these
points I readily accept, indeed I've stated them
myself,..The power elite is not a homogeneous
circle of a specified number of men whose solidified

will continuously prevails against all obstacles,"

(:241-242)
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Mills, in fact, never stated the power elite was homogeneous in
anything but the sense of common background and the effects of common
position and experiences,

The notion of a fusion of finance capital and industrial
capital as corporate capitalism is a notion which operates at the
general or more abstract level, It seems to imply that because capital
is fused, so capitalists are fused, unified. Baran and Sweezy imply it;
and O'Connor operates at the level wherein it makes no difference which
capitalists control corporations since

"Although financial and non-financial companies

are formally separate, the American ruling class
does not consist of 'bankers' on the one hand and
'industrialists' on the other, Rather, the
dominant stratum of this class is made up of

rich capitalists who own and/or control both kinds
of institutions." (:1972:126)

But for Fitch and Oppenheimer, who see a bifurcation in the
processes of accumulation and deployment of capital, the question
of the status of financial institutions is important, because they
note what happens in specific instances of corporations being "scuttled"
after becoming seriously indebted., They also see that although the
general aims of financial and industrial leaders are the same (to maxi-
mize profits) (the general level of abstraction), they also see that
financial groups do not maximige profits in the same way and that this
can ard does conflict with the ways in which corporations make profits
(the specific level of analysis).

At the "individual versus group" level, there are members of the

upper stratum of the bourgeoisie (for example, "old money") whose

position within kinship and interest groups give them a different
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perspective on issues and strategies (they may tend to operate more at
the "general" level of capitalist ideology and interests) from those
of the managerial stratum, especially those either of middle-class
origin or "new money", who have been co-opted into the upper class
éystem but whose careers have been within one corporation and who see
their success and aims as first and foremost tied to the success and
power of "their" firm, and only through that, to the general interests
of capitalism,

Thus it can be seen that while generally, capitalists agree
on the general principles and aims of capitalism as a system, they may
disagree and be divided on the specific issues, such as the best
strategy to follow in co-ordinating their interests, or which groups
may operate in what spheres of influence; similarly, individuals within'
interest groups may be divided. The methodological problem lies in
specifying the level of analysis.,

Another problem, which hits closer to the areas of greatest
weakness in Fitch and Oppenheimer's analysis, is that of whether ot
not financial groups intend, by their actions, to "milk" corporations
to the point where they become useless and must be scuttled. There is
a vague implication in F and O's arguments that fihancial institutions
cause financial crises due to their control. As O'Connor puts it,
since modern productive units are now extremely large, technologically
sophisticated, and expensive,

"no financial capitalist group in its right mind
would engage in any activity that might have

ruinous consequences for the productivity of its
profitable enterprises." (1972: 132)
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While there is a great deal at stake, the point which F and O appear

to make, with the Penn Central case, although they do it badly, is that
such actions are not irrational in the case of an industry which is no
longer profitable, such as the stagnant railway industry, O'Connor
ignores his own analysis of the relationship between the private sector
and the state ( a relationship which, he argues in his 1973 book,
contributes to the state's "fiscal crisis")., That is: if an industry
becomes an obsolete and unprofitable millstone around capitalists’®
necks, they would quite rationally try to gét as much out of it as
possible and then arrange for it to be taken over by the state, who will
support it and still provide capitalists with necessary rail services,
the state acting as the proverbial billy-goat of Fitch and Oppenheimer:
"feeding on the economic detritus whose profit potential has been
eroded...onﬁs non-existent" (:II1T1:93),

The related point which both O0'Connor and F amd O seem to have
ignored is the possibility of unintended consequences of actions--
financiers, like other capitalists, are not infallible; they may over-
estimate the viability of a corporation to bear debt even when it
appears healthy amd profitable., As outsiders, it would be difficult
if not impossible for researchers to sort out whether-particular
actions were taken "after the fact", to correct previous mis-
calculations, any more than it is possible to determine to what extent
actions are compromises arising out of the input of several groups
with divergent interest groups--to speak at that level of "institutional"
or "class" interests is to speak too generally to allow for intelligent

assessment of what particular actions may mean to capitalists, and hence
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for interpretation of the research?

The fact that there are groups of capitalists and levels of
analysis which both diverge and converge presents tremendous obstacles
to sorting out the significance of data, and in particular framing
answers at the specific level of analysis to questions of whether or
not a particular grouping around a corporation represents cohesion or
conflict on issues vital to the corporation involved, or whether there is
a coincidence of interests at the level which take precedence,
Contradictions abound in capitalist behaviour and it is exceedingly
difficult to know with anything like exactness who the players are
and what specific interests they represent without, as it were, a

programme, And capitalists are not handing any out.



57

Reference Notes - Chapter 2

Galbraith's appeal to the drafters of the Stelco submission to
the Royal Commission on Corporate Concentration (1975) is clear,
for in the page following thelr refutation of Berle and Means'
thesis, they state:

"the business of a large corporation is so complex that

no individual or small group is able to control the

decision-making process...the decision-making process has

become diffused throughout the organization." (:99)
Yet, at the same time, "the board of directors performs effectively
its essential functions of representing the shareholders and
controlling major management decisions, even though it does not
'manage the affairs of the company'..." (:99) (emphasis added).
They implicitly recognize the difference between "manage" and
"eontrol".

Whose origins, as Mills (1956) pointed out for the U.S, in the
1950's (a case true today no less for Canada--see Clement 1975,
Chapter 5), are "overwhelmingly of the same or similar social
origins," They have, in addition, been well socialized into the
capitalist milieu through long and intimate association.

In their introduction, Park and Park note the presence of a powerful
financial group, and in Chapter 4, they state: "At the centre

of this financial and industrial corporate structure lie the
chartered banks, the members of whose boards of directors make

up the 'who's who' of the dominant financial groups.

Linked to the banks are the trust companies, the 1life insurance
companies, the loan and mortgage companies, the investment trusts...
all in control of vast assets and contributing to the ability of the
financial oligarchy to control the ecomomy of the country." (:71).
And again: "...our concern is with the banks as the centre of the
system through which the oligarchy maintains control." (:72; emphasis
added) .

Fitch and Oppenheimer seem to suggest a "resurgence" (in fact,
Sweezy entitles his critique "The Resurgence of Financial
Control..."), although they do not explicitly say so. Comment-
ing on the dramatic rise in institutional shareholding during
the 1960's, they state:

"Once again ownership and control were united in the trust
departments of the great Wall Street Banks.,.It was a unity
recalling the age of Morgan, when financial institutions had
been able to control corporations through their lending power.
The price of a 1oan was 'a piece of the action' i.e., equity
or common stock (which) consolidated their lending
position." 8)
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Speaking to this same question, Zeitlin (1974) quotes the findings
of the Patman Committee, which investigated banking power, and
found a "pattern of control by financial institutions through

large blocks of shares in the largest non-financial U, S,
corporations as representing a shift of economic power 'back to

a small group, repeating in somewhat different manner the pattern
of trusts of the late nineteenth and early twentieth centuries,'
This appeared to them to involve increasing 'bank minority control.'
(:1101)., Other factors which appear to be part of this similar
though mutated pattern will be drawn out in the discussions follow-
ing,

The Wall Street Journal of May 27,1976, noting the phenomenal
increase in pension-fund contributions, and also the increasing
amount of institutional shareholders, notes (somewhat ludicrously
considering existing realities): "U.S. employees now own more
than one-third of the equity capital of America's publicly-

owned companies--more than enough to give them voting control...
The U.S. is...actually a non-governmental market socialism in
which the employees through their pension funds have become the

new owners of American business." (!).

Berle and Means, while noting the growth in wealth of corpora-
tions proceeding faster than increases in the national wealth
(:39), thus indicating socialization of wealth being redirected
into corporations through infusions of external funds (as well
as the creation of surplus value through corporate production),
failed to take into account the channels for this socialization
of wealth, namely the financial institutions. Hence when they
noted that since 1921 there appeared to be no further shift in
the direction of the small individual shareholder (:62), they
did not draw the necessary conclusions,

Fitch and Oppernheimer state that such divisions, along with the
other contradictions in capitalism, are inherent and essentially
divide the capitalist class, whereas O'Connor, 1like Domhoff, argues
for a fundamental unity and cohesiveness. Park and Park, while
taking a position similar to Fitch and Oppenheimer's in positing

a financial nexus, pass over the question of conflict uncritically
and appear not to be aware of the double-edged nature of their
statements: "Our own point of departure was the existence of an
identity of interest between the largest financial institutions
and the largest industrial corporations..." (:XIII, emphasis added).
And later, they state "the same group of finance capitalists
dominate both (industry and banks)...the bank directors are the
key figures in the financial superstructure through which control
of the producing corporations is maintained..." (:74, emphasis
added). Because their level of analysis is different than F and

O's they do not raise the question of conflict, and thereby render
it exceedingly difficult to assess_data in comparison with theirs.
This problem will become apparent in Chapter 3, wherein the
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question of conflict versus alliances in assessing the potential
for control remains unresolved,

Such appears to have been the case for the Standard 0il, as
witnessed by the "oil crisis" of the early 1970's which enhanced
profitably to scandalous levels, and the move to diversify taken
by all the oil companies into other sources of energy. Both
Standard 0il and Chrysler in the 1960's Fand O point out,
suffered a profit decline, Standard 0il had begun to "mature"--
in 1969 profits and stock prices slumped and growth slowed; it
became less financially independent, altering its basic fin-
ancing pattern and restructuring its board (:II:?l), But
whereas Chrysler, teetering on the brink of corporate disaster,
suffered a purge of inside management, then a liquidity crisis
and a "rescue operation" by Manufacturers Hanover Bank (:1: 76),
Standard 0il has remained viable, '

A good example of problems in assessing which way the interest-
groups line up behind the contenders, is that of the continuing
saga (1975-1976) of the attempts of Paul Desmarais' Power Corp.
to take over Argus Corp., E. P. Taylor's old empire. Both
corporations are conglomerates, finance capitalist creatures.



CHAPTER

STEICO AND HIGH FINANCE

I. THE ROLE OF THE FINANCIAL ELITE IN THE 1910 MERGER

1. Historical Forcess The Canadian Eastern Establishment

In order to understand the significance of the
financial presence in the present~day‘corporate life of
Stelco, it is necessary to understand it not only in its
present context (for that would be both short-sighted and
misleading) but also in the context of the role of finance
in Stelco's early history, particularly in its origins. In
addition, that particular context must be related to the
development of finance/financial capital in its peculiarly
Canadian form, for this development was a vital force in
determining subsequent industrial development--its form and
the social characteristics of its main protagonists. Hence,
the place to begin any discussion of the role of financial
institutions in Sfelco's operations is the merger of 1910
which brought together a number of important social forces,
and to begin also with the background against which these
forces came to dominance. This historical context forms the
basis for the analysis presented here--the argument which
will be advanced that the intrusion of financial institutions

is neither new nor "unnatural" to Stelco (as it is not to the
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other Canadian steel companies) but is a logical outgrowth of
the nature of the elite element at the time of the merger
movement and demostrates, through the continuity of these
forces, the sectoral dominance maintained through the strength
of the indigenous Canadian elite.

Accordingly, a number of questions may be raised
pertinent to the merger which put Stelco on the path to
future dominance:

1. What forces were paramount in its creation?

2. What brought them together?

3. What were the effects of this activity then and
over time, and what do they demonstrate about the
nature of indigenous Canadian elite power?

These questions will be addressed as the ensuing
discussion unfolds, but before the merger protagonists enter,
the scene must be set in the previous century, as it was the
historical conditions and actors of this period which deter-
mined who many of those players would be.

As indicated briefly in Chapter Two in the discussion
on the financial control debate, industrial development in
Canada made the transition to corporate capitalism not, as
in the U.S., guided by entrepreneurial capitalists in a
system of decentralized banking, but under the direct auspices
of a group of indigenous elites who had taken up positions of
dominance in finance capital as a logical eﬁtension of

mercantile interests. Thus the retardation or acceleration

of industrial development, as well as the response to changing
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historical conditions, depended on the actions of the
dominant social force whose origins and orientations arose
from an early and continuing association with mercantilism.
The transition from financial . to corporate capitalism was
made on the rising though struggling tide of small, local
industry whose emergence had previously been stifled, and
from tertiary industry which had been established to serve
mercantile pursuitss canals, railways, steamships and the
like. Some important facets of this transition must now be
brought out and related to the conditions which obtained in
the last decades of the nineteenth century prior to the
merger of 1910.

A number of historical analyses such as Ryerson
(1975) and Naylor (1972), as well as accounts of local social
structures such as Tulchinsky (1972) for Montreal and Masters
(1947) for Toronto emphasize the importance of the power-
base built up first in the all-powerful Montreal metropole
and later in its rival Toronto. This base was formed by
very small, tightly knit circles closely allied with and
dependent on British support and capital, and considering
the instability of conditions under which mercantile acti-
vities were pursued, amazingly long-lived and adaptable,
surviving and changing in the course of the rise and fall of,
as Naylor puts it, three"commercial empires of the St.
Lawrence." But these groups were also reactive more than

innovative, and so by the courses of political action which
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they caused to be initiated, leaped on the industrial band-
wagon too late to prevent the serious inroads of aggressive
American branch-plant operations into manufacturing, and
lacking extensive power at a crucial historical juncture,
were content to play middleman when Apericans made Cgnada a
province for their extraction of raw materials. They thus
created within Canada its peculiar truncated power structure,
with definite sectoral divisions in terms of indigenous
versus foreign dominance, and set the lines along which
alliances with foreign interests would be made. These latter
points are developed in detail by Clement (1975: Ch. 2) for
the whole of the Canadian political economy.

Between 1763 and 1837, the social structure of
colonial Canada was dominated by three main forces, all in-
volved in go-between mercantile relations with Britain: the
"Chateau Clique" of Lower Canada (Quebec), centered in
Montreal, the "Family Compact" of Upper Canada (Ontario),
centered in the fledgling Toronto, and a Maritimes version
of the "compact," composed of merchants centered around the
legislative and executive councils of the same twelve men
(see Ryerson 1975, Ch. 1, 6, 10). Naylor (1972) argues that
the commitment of these groups to British rule and to the
advantages of the mercantile system was responsible for the
lack of independent capitalist development in Canada and for
a perpetual state of underdevelopment. They were not interes-

ted in establishing an indigenous industrial system, which
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would have involved venturing out of the low-risk type of
capitalism in which they were engaged, characterized by
rapidly circulating capital and little fixed capital invest-
ment. The activities in which they engaged in each sub-
sequent period of the St.Lawrence "empire" tended to be a
response to changed conditions, as first one then another
staple ceased to be lucrative.

Fur trade was the principal reason for first French
and then British ventures, with the Hudson's Bay Company,
the last of the royal monopolies, being dominant first in
furs, then land, then retail trade. The North West Company
was also quick to acquire vast grants of land when fur trade
declined. There was, Naylor notes, an intimate association
between the land companies and the colonial government
executive councils to the point of being virtually identical
in personnel (:15). 1Indeed, the land companies held sway to
the extent of retarding immigration and land settlement.

The timber trade and the grain trade were important sources
of mercantile activity and surplus extraction when the fur
trade declined, and it was from all of these sources of
surplus that the Canadian merchant class extended its opera-
tions into banking and canal construction--both intended to
service commercial, not industrial, activities.

The close connections with the political bodies and
the tightly held nature of banking during this period, its

connection with commercial and not industrial activities,
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marks off significantly the development of Canadian banking
from U.S.--to this day it remains highly concentrated. The
Bank of Montreal (the first established, in 1817) was founded
by fur trading companies and a London merchant bank; con-
nected with the Family Compact, the Bank of Upper Canada (1818)
was founded by grain merchants and canal companies; the
Halifax Banking Company (1825) was also a mercantile creation
(Naylor 37). These banks did not engage in industrial loans
or in servicing farmers with mortgage money -- that was a
field entered into in the 1830's by building societies and
later loan and mortgage companies, a development which was
particularly active in Toronto as it began to build the
financial infrastructure necessary to create a rival metro-
pole, after 1850 (see Masters 1947).

Clement (1975: 50) observes that although the ruling
classes (and "rule" they did) of Upper and Lower Canada
formed a tight set of relations, united by interlocking
interests that were both economic and political, they opera-
ted from different power bases. The period during which
these power bases became fused most probably corresponds to
the period after which their interests began to emerge as
industrial-capitalist.

Tulchinsky (l9?2§ 125) argues that the period between
1837 and 1853 was a highly important one for the economic
development of the St. Lawrence metropolis--during this

period great advances were made in industry and in trans-
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portation improvements, as well as other capital expansion,
particularly banking. The industrial activity of this early
business group, however, occurred as a result of commercial
interest in extending the reach of the Montreal metropolis,
and in response to the rivalry of the Erie Canal and the
abolition of protective tariffs on grains

"The portion of the Montreal business community

that first took up the challenge of the railways

and of ocean-going steamships was above all

attempting to solve the problems created by the

inadequacies of lower St. Iawrence river transpor-
tation....There was hard economic reasoning behind
their promotion of railways south to the north-

eastern United States, which they viewed as a

short land bridge to the Atlantic." (:1137).

The Montreal business interests who were successful in mobi-
lizing capital for such industry were a relatively small
group of the total business community, operating from an
already established base. But as Naylor observes, the Grand
Trunk railway venture to capture midwest American trade "was
a total failure. In 1860 the Erie Canal and the New York
railways took fifty times as much wheat to New York as the
Grant Trunk took to Montreal." (:11).

An indigenous Canadian elite had emerged but its power
base was an exceedingly narrow and shaky one, not only because
of its dependence on highly volatile staple-extraction trade
but due to its lack of an independent capital base from
Britain, and the growing strength and autonomy of the United

States, whose industrialization was proceeding rapidly and

aggressively.
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In Upper Cgnada, according to Clement (1975:+ 51)
business was not as dominant in the Fgmily Compact as in
the Chateau Clique. This is understandable, since during
the same period, Upper Cgnada was probably more agricultural
and barely emerging from being a later-opened frontier.
Around 1812, industry was "petty" in the Niagara district,
rural-based, small-scale, associated with pioneer needs for
grist- and saw-mills, but in Niagara by 1824, there were in
addition to these mills, small concerns manufacturing wool-
lens, cabinets and wagons, a cast iron foundry, a tannery,
and still-houses (Ryerson 1975: 96).

The period dating from roughly 1820 to 1828 was also
a time of upsurging rebellious feelings in Upper and Igwer
Canada and the Maritimes--the chafing of incipient industrial
development against a restrictive colonial mercantile environ-
ment. In Lower Canada they protested the "triple alliance of
class forces, none of which was particularly interested in
the growth of a native industry" (Ryerson 1975: 40). That
alliance was between British officials, English-Canadian
merchant-landowners who had penetrated the semi-feudal
seigneurial structure and transformed it into "capitalist
real-estate," and the French-Canadian clerical and seigneurial
collaborators. Standing against these older forces was the
first sign of challenge as a result of the beginnings of
industrialism (:32). According to Ryerson (139), capitalist

industry in ILower Canada during this period followed three
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pathss the timber trade (sawmills and shipyards); manufac-
tories and machine-shops such as the Molsons' ship-engine
enterprise in Montreal -- industries related to the Industrial
Revolution; and, though only weakly developed, the small-
scale consumer goods enterprises responding, under an
incipient French-~Canadian bourgeoisie, to the extension of

the domestic market.

As well, in Upper Canada a coalition of interests
opposed to colonial-Compact hegemony had developed by about
1828 and was seeking reforms in public health, education,
and civil liberties, issues which joined a diverse group of
local industrialists and small merchants, professionals,
poor settlers, and urban workers (Ryerson: 110). There fol-
lowed a conservative-based reaction by the Compact estab-
lishment such as the Jarvises and the Ridouts, against rebel-
lious protesters led by such people as Mackenzie and Egerton
Ryerson. But as Masters (1947: Ch.2) points out, by the
1860*s the rising Toronto-based class which had started out
in wholesale (such as William MclMaster), implements (the
Massey and Harris families), or brewing and distilling (the
Worts and Gooderhams) had become absorbed into the existing
class structure and as well, became active in new financial
institutions founded in Toronto. Toronto was becoming the
scene of an integrated local elite soon to become regionally
dominant, as was the Montreal elite.

By the time of the first Charlottetown conference



on confederation in 1864, Maritime capital accumulation had
been largely drained away to the foreign money institutions
(Ryerson 19753+ 197), and despite early and active localized
development in construction and shipbuilding, industry re-
mained less concentrated than in Upper or Iower Canada. The
Maritimes appeared to have already been by-passed, and
according to Ryerson (:373), a necessary precondition for
union under English-Canadian hegemony was a compact between
the Toronto and Montreal capitalists.‘ Confederation, rail-
ways and steel contributed the conditions for the fusion of
these two rival groups as a national class, as will be shown
here and in Chapter Four.

Political union was being put forward as a necessity
for achieving economic integration, to link the interior with
the seaboards, opening up markets between the Atlantic and
ILower Canada and make available Ngva Scotia coal to the
centre and western food products to the east. The chief
spokesmen for union in Upper and Iower Canada were again the
merchant-capitalist class, linked to British portfolio invest-
ment, based on the National Policy and reciprocity, which,
Naylor (1972: 10-12) argues, continued the process of stul-
tifying indigenous industrial development in favour of
American branch plants. The centralization of fiscal policy
in the federal government ensured that the finance-based
establishment would have access to public capital for private

ends, and, aligned with the state, could direct economic
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development in their own interests. Thus,
"Confederation and the national policy were the work
of the descendants of the mercantile class which had
aligned itself with the Colonial Office in 1837 to
crush the indigenous petite bourgeoisie and nascent
industrialists...the direct line of descent runs
from merchant capital, not to industrial capital

but to banking and finance, railways, utilities,

land speculation, and so on--activities dependent

upon and closely connected with the state structure.”

(Naylor 1972 16).

As Clement (1975: 54) argues, the period 1837-1854
had marked the rise to power of an indigenous Canadian elite,
largely centered in Montreal (it was by the 1880's to be
challenged seriously for joint dominance by Toronto). Its
independent base was in part made possible by the struggle for
the West Indies between Great Britain and the "upstart
imperialist® U.S. which marked the start of British imperial
decline and the emergence of the American economic empire.

It was also the end of the British Imperial preference. The
pefiod of American and Canadian westward expansion began in
this period. With British power declining, and U.S. power
increasing, the indigenous elite chose to operate from its
traditional base of power in finance. Thus, the emergence
of this capitalist power in Canada must be seen against a
backdrop of both dependence and independence and competition
for control, and finally a coalition of capitalist interests
absorbing new forces, within a truncated power structure.

While American interests were involved to an ever-increasing

degree in extending their hold on manufacturing and resources,



71.

the Canadian elite extended from its base in finance to
initiate a series of boldly executed mergers which began
shortly before the end of the last century and peaked about

1912, just after the 1910 merger of Stelco.

2. Elite Forces and Steel:s Prelude to Stelco's Creation

The history of the early iron and steel industry in
Canada is littered with attempts which were either complete
failures or viable only for a short period due to lack of
capital or technical expertise and related problems. Although
iron was being produced in Quebec as early as the 1600's under
the French and Quebec-based iron manufacturing was by 1809
the most important industry in Canada, there was no large
modern blast furnace producing basic steel2 even by the 1880's
and Quebec was known for its rolling mills only from about
1850 on.

Onfario prior to 1879 had no blast furnaces producing
basic steel or pig-iron and no very important rolling mills,
although a number of enterprises had been operated off and
on since about 1800.

Iron had been produced quite early in the Maritimes
(around 1825, although iron ore and coal had been known to
exist there since the early 1600's). Neither of two opera-
tions, one in Annapolis County, Nova Scotia around 1825, and
another in 1873 at Londonderry, N.S. (the latter an ambitious
attempt using advanced technology), survived for long. Between

1856 and 1875, there were two rolling mills at St. John, one
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of which, the Nova Scotia Forge Co., originally set up %o
supply railway iron for the Intercolonial, eventually
expanded to become one of the most important iron and steel
plants in Canada. In 1882 its management set up the Nova
Scotia Steel Co. to sell itself steel ingots and billets
for forgings and axles; they amalgamated as the Nova Scotia
Steel and Forge Co. and in 1895, after including their New
Glasgow Coal, Iron and Railway Co. to supply themselves pig
iron, became the Nova Scotia Steel Co., the first "integrated"
and successful steel plant, by the 189O's.l
Thus, as Donald (1915) points out after extensive
historical analysis, the greatest development even in the
better developed but still small finishing industry occurred
between 1868 and 1879, and this was owing mainly to the in-
creased demands of the railway era. This point is a signifi-
cant one because it links development of the steel industry
with the activities of the indigenous Canadian elite in railway
building, an activity which as indicated already, was important
to their mercantile interests. The two proved to be inter-
dependent during the era of the railway boom and evidence
suggests that they have remained so to the present, steel
providing an important industrial power base for an elite
which has not been and still is not strong in manufacturing.
While iron and steel production remasined small-scale

industry until it was eventually put under the wing of the

active financial class who began creating steel empires with
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it, those industries which were successful were linked direct-
ly with the needs of the railway boom. The Nova Scotia
company has already been mentioned. In addition, in Ontario
Messrs. Gzowski and Macpherson of Toronto, railway promoters,
set up a mill to reroll iron rails, and during the same
period the Ontario Rolling Mjlls, American-formed and a
Stelco predecessor company, was established and operated
successfully. Van Norman, an entrepreneur who earlier had
successfully but briefly operated a facility producing pig
iron and castings, was given business in 1854 by Messrs.
Fisher and McMaster of Hamilton to furnish car wheels for the
Great Western, but the material turned out to be unsuitable.
In Quebec as well, the old Radnor Forges near Three Rivers
were active in 1862 under Messrs. Larue and Co. with a
work-force of 200 to 400 men employed to prepare and transport
charcoal for the production of its principal product, cast-
iron railway car wheels. The entrepreneurs were given a
grant of timber and ore lands amounting to 40,000 acres. The
advanced plant at Iondonderry which failed had been set up

at a cost of over $2 million to use the Siemens open-hearth
process for the production of steel rails, cast and spring
steel, and had as well been able to obtain agreement with

the newly built Intercolonial to use its rail lines, evidence
of its influential backing. With this exception, and the
Nova Scotia Steel Co. which had begun small but was already

developed, the early steel industry though useful to them,
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was without backing from the dominant class, small-scale
entrepreneurially run firms with low capitalization and high
risk.

Prior to 1879, the tendency was to build separate
plants for primary steel and finished products, probably due
to the lack of capital involved to set up blast furnace
facilities and the lack of technical knowledge to handle dif-
ficult ores. The rolling mills, important for the railway
building period, were coming into their own from about 1850,
Of these, in Quebec the most important were the Victoria Iron
Works and the Mpontreal Rolling Mills, the latter destined to
become one of the Stelco predecessor companies. In 1858
Mansfield Holland, an entrepreneur, established "with the
financial help of an affluent retired person" (Kilbourn, 1960:13)
one of the earliest rolling mills, but was later thrown out
by his backer, as he was in the 1860's when he built a larger
firm which was to become the Montreal Rolling Mjlls. Holland's
nephew was Randolph Hersey, who took over running of the
Bigelow operation in 1868 when heirs ran out and at the end
of his career became the first president of Page-Hersey, a
dominant pipe manufacturer also later taken over by Stelco.

Although the evidence is scanty, the usual pattern
for the early industrialists in steel appears to have been to
"marry" money, inherit it from a rich relative, or build up
from small beginnings through relentless "ploughing back" of

gains (111). Such was the case for Begelow. These companies,
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painstakingly built up over the years, were finally absorbed
by the Montreal Rolling Mills, a company set up in 1868 by af-
fluent upper-class members such as William Molson, Thomas
Morland, and Peter Redpath, and whose board later also in-
cluded Andrew Allan and Sir Egward Clouston of the Bank of
Montreal (;20).

Such a pattern was duplicated in other industrial
areas of interest to the established elite, as is evident in
the data collected by Acheson (1973) for the 1910 elite as
compared with the 1885 elite. By 1910 the number of manufac-
turers had decreased from 85% to 58% of the elite, while whole-
salers, brokers, financiers and other non-manufacturing
executives had increased, indicating that

"by 1910 manufacturers were still a significant

part of the industrial elite although, increasingly,

their traditional roles as promoters and directors

of manufacturing enterprises were being usurped by
leaders from a variety of other business activities."

(:+54)

In particular, Acheson notes, the consolidation movement was
responsible for transferring control of a large number of
producers to a small number of industrialists centered in
Montreal, although the St.Lawrence region was less heavily
industrialized than the Lake Peninsula by that time(:55).
But while centralization was occurring under the auspices of
the Montreal elite, anothér trend was also occurrings:s in
terms of birthplace and migration to industrial-opportunity
regions, the Maritimes had by 1910 already declined and in-

creasingly, those of the elite born in the Iake Peninsula



were finding opportunities in the ILake Peninsula (Acheson,
table 4: 56). While social mobility had been reduced since
the 1885 period, it is clear that Toronto, the challenger to
Montreal's metropolitan deminance, was becoming a power in
its own right. From the period of the railway boom onwards,
Toronto and its hinterland began to develop rapidly to the
point where it actively challenged Montreal banking supremacy
and projected competition for the Ontario hinterland markets
outwards to the northwest hinterland. Toronto was building
up a power-base in finance and industry independent of
Montreal, although it was more dependent upon the U.S.
Development of an autonomous financial infrastructure was a
necessary prerequisite for economic autonomy, was as well
significant for later events when the entrenched financial
interests moved to consolidate previously fragmented industrial
concerns. Toronto elites by that time held important pieces
vital to successful consolidation.

Much of the development in Toronto finance is traced
by Masters (1947: Ch.4) to the 1860's and the railway boom.
In 1866 the Royal Canadian Bank was established and Toronto
elite William McMaster purchased the old Bank of Canada
charter from Cayley to establish the Bank of Commerce in the
same period. The growing strength of the Bank of Montreal
and its increasing association with government led to the
government transferring its account to it from the Bank of

Upper Canada. This caused alarm in the Toronto circle that
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a policy of monetary constriction would follow, injuring
Toronto's trade and draining away deposits to service
Montreal interests. This would have led to loss of Toronto's
financial hegemony over its own growing sphere of influence.
Indeed, Montreal was blamed when the Bank of Upper Canada
failed in 1866 (170).

But it was clear, despite weaknesses in the Upper
Canadian banks, with their dependence on land and railways,
that an independent capital base was‘being built in Toronto--
private banks and building and loan societies including the
Canada Permanent had arisen; a number of exchanges had been
established, including the Toronto Exchange in 1855 and the
Produce Merchants in 1866 (there were 35 Toronto-based
brokers in 1860, ranging from stocks to produce).

Diversified and sizeable manufacturing conéerns began
to cluster around the northern shore of ILake Ontario and in
south-west Ontario by the sixties, including two companies
of future national importance, the implement producers Massey
and Harris. Toronto concentrated attention on building a
network of railways into the north under the auspices of botﬁ
0ld and new Toronto elites. Indeed, Kerr (1967) argues that
it was Toronto's attention to northern mining, beginning with
the establishment of transportation and financial infrastruc-
ture, and Montreal's ignoring of it, which formed part of
the basis for the shift towards Toronto as a metropolis at

the expense of Montreal later. The initial advantages of
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these transportation links, and eventually, other facilities
and techniques, "evolved interrelationships between the
Shield and Toronto which have had a profound influence on
subsequent deve}oPments." (:542), including the prominence
of the Toronto financial market. As well, the northern
developments aided the steel industry, by stimulating demand
and by providing access to more distant ores. Kilbourn
(1960: 56) observess

"It was also significant for all Ontario steel-

finishing companies that Toronto wholesalers and

financiers snatched the chance to develop the

mining and forest wealth of Ngrthern Ontario from

right under Montreal's nose."

In short, by 1875, the basis of expansion and the
unified elite initiative to lead it were present. Rgilways
assured penetration of the northern hinterland, and connec-
tions to the east and west, although not initiated by Toronto,
were taken advantage of. And manufacturing was now large
enough to support steel supply from a Canadian industry.

In the 1870 decade, rivalry between Toronto and
Montreal became more acute with the unsuccessful Toronto
attempt to capture control of the C.P. railway project. But
the attempt was formidable enough to create some government
embarrassment and prompt reorganization of the company to
include representatives from both rival groups. Toronto's
push for more power was also evident in the struggle over the

new banking legislation of 1870. That struggle saw Hincks

replace Rose as finance minister before it was resolved to
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Ontario satisfaction (Masters 1947: 119), and the new legis-
lation allowed the development of more broadly based opera-
tions, with the potential of taking some power away from
the Bank of Montreal. The increasing political power of the
Toronto elites in the seventies was reflected in the presence
of Toronto's William McMaster as chairman of the Senate
committee on banking, from which was staged a struggle between
McMaster and King, support of the Hincks legislation by
McMaster, and as his reward, government support for his Bank
of Commerce bill which permitted increased capitalization
and absorption of the Gore Bank (1120). Thus the Ontario
powers, while not always able to snatch all advantages away
from Montreal, revealed themselves as a force demanding and
recelving some concessions.

By the 1880's, Toronto had "come of age"--the Bank of
Commerce was second in assets only to the Bank of Montreal
in all of Canada, and Toronto, with control of its own
marketing, manufacturing and banking facilities, stood on
the verge of metropolitan status (:165). Toronto's institu-
tions acted as a drawing force for power, and Hamilton fell
behind, remaining to this day, as Kerr (1967: 552) notes, a
relatively specialized industrial node in the metropolitan
system. Thus only Montreal was more dominant, and the struggle
between Toronto and Montreal eventually became modified to one
of joint endeavours. The Toronto-Montreal rivalry had already

been somewhat transcended by the increasing mingling of the
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two elites as they came together,as a new national class, in
projects of mutual benefit and interest. Such was the case
for the Stelco merger, where the Toronto interests met
Montreal on equal terms, as will be shown. Indeed the steel
merger is important from this standpoint as well--it signal-
led the beginning of a high degree of urban interaction bet-
ween the two centres, so that by the present, their financial
and corporate communities had become intimately related.

Kerr (1967: 548) views these two centres as in many respects
functioning as one unit "a single dispersed city" or a joint

metropolis.

3. The Creation of Stelco

Each of the five constituent companies of the merger,
the Montreal Rolling Mills, and the Ontario companies Hamilton
Steel and Iron, Dominion Wire and Manufacturing, Canada Screw
Co., and Canada Bolt and Nut, were all products of previous
amalgamations and/or takeovers by local Canadian elites.

In Ontario, much of the early beginnings which fore-
shadowed the merger were inifiated by Americans but Cgnadians
came to dominate them. Charles Wilcox (an American and graduate
of Yale) joined as company secretary a group of his Ohio
friends, now successful Cleveland businessmen, who migrated
north in response to the National Policy's tariff protection
to set up the Ontario Rolling Mills in Hamilton in 1879. Their

business revolved at first around railway equipment demand
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(Kilbourn* 1960: Ch.3). A group of New York capitalists
responded to the city of Hamilton's generous offer of cash
and land grants in 1893 and formed the Hamilton Blast Furnace
Co., but after initial difficulties it was reorganized, and
its subsequent major stockholderé were prominent Hamiltonians
including the publisher William Southam, Senator Alexander
Wood, in wholesale hardware and the Iiberal government, and
John Milne, a foundryman who used the company's pig iron
(:48-49). Senator Wood undoubtedly had a hand in persuading
the Cabinet in 1898 to grant the company bounties on produc-
tion made from foreign ore even though the provision had been
intended to stimulate use of domestic ore (the company found
domestic ore too "lean" in iron content). They dug out from
under further financial difficulties through a large personal
loan from George Gooderham, the Toronto banker and distiller,
a member of the now-established newer Toronto elite and a
friend of some of the company's organizers. The steel plant
still not completed, their problems of capitalization and

the Ontario Rolling Mills' problems with importing raw steel
were mutually resolved in an amalgamation, in 1899, as the
Hamilton Steel and Iron Co., under the presidency of Wilcox (150).

Other developments were advanced mainly by Canadians.

*William Kilbourn, a McMaster University history
professor, wrote the history of Stelco with the company's
sponsorship and co-operation. He had access to the company's
archives and personnel, whom he interviewed. His account is
considered authoritative, although it is journalistic in
tone.
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Sir Hugh Allan (a nephew of Apdrew Allan, who was later to
become a director of the Montreal Rolling Mills), through

his position inherited from his father, was able in 1868 +to
establish a bolt company in Perth, Ontario, which he later
moved to Swansea (now part of Toronto). The company, although
functioning in an unstable business environment and suffering
a series of management and name changes, became Canada's
largest railway track bolt producer (341)3.

In Dundas in 1866, a screw company was set up, to be
later taken over by Cyrus Birge of Hamilton and Charles
Alexander, his Aperican partner. Birge, according to Acheson
(1973: 71), was the son of a farmer and had his beginnings
in service with the Great Western Railway, a rare example of
upward mobility for the "native-born of humble origins and
limited training."

Francis_Whitton, a U.S.-trained English entrepreneur,
founded the Ontario Tack Co. in 1885 and became, according to
Kilbourn (1960:; 43) "an important outlet for the Ontario
Rolling Mills, and Charles Wilcox and the other Ohio men
were on its board of directors from the beginning." This
company emerged from the ups and downs of the highly competi-
tive tack business as dominant, after buying out three rivals,
and was later united with Birge's Canada Scrgw Co. in 1907
under Birge's company's name.

The last of the Ontario interests to become a Stelco

predecessor company was a hodge-podge of finishing companies



thrown together in 1910 as Canada Bolt and Nut by Iloyd
Harris. Harris, unlike Birge, came from a family well
established in local circles--his grandfather had founded

a saw mill in Brantford, and his father the Harris Company,
one of the two dominant agricultural implement manufacturers
which were later joined as Massey Harris Co. Harris - had
also been involved in a firm of bankers and financial agents,
H. Cook & Co., and in Hamilton Trust Co. Lloyd Harris was
president of a Brantford company making implement and car-
riage fastners and of the Brantford Board of Trade in 1903.
He also became a director of a number of companies including
Manufacturers Life, of which he was a vice-president.4 Shortly
before the events which initiated the Stelco merger, he began
acquiring companies to form a network of finishing plants--
rolling mills in Belleville and Toronto, a forgings plant in
Gananoque, the Swansea bolt company originally formed by
Allan. They were amalgamated in 1910 with a 300% increase

in capitalization, an assortment of unrelated plants, some
nearly obsolete, which made Harris anxious to consolidate
with stronger plants.

Thus 1t came about that early'in 1910, Wilcox, Birge
and Whitton, and Harris began working out a three-way merger.
Kilbourn (1960: 59) points out that the merger was in part
directed against their rival, Montreal Rolling Mills, with
the possibility of outrivalling it for Western and Ontario

markets, and with the primary steel mill as its heart, could
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gain a foothold in Quebec and the Maritimes.

Meanwhile, a series of developments in Montreal was
propelling the MRM towards the Ontario interests and the form
Stelco was to take.

Kilbourn (1960) describes the beginnings of the
Montreal Rolling Mills as followss

"On May 8, 1868...a number of gentlemen arrived

at the offices of Morland and Watson, the Montreal

wholesale hardware merchants...for the purpose of

reading the charter of a public corporation...to be
called the Mpntreal Rolling Mjills Company."(:19)

Morland was a Scottish-Canadian who took into his firm
at a young age, according to biographical sources,5 William
McMaster who was, according to Kilbourn (:23) a distant
relative of the famous older Toronto Scot of the same name,
the founder of the Bank of Commerce. DNMcMaster rose through
various positions of responsibility and was transferred to
the Montreal Rolling Mjills from Morland's firm, where he rose
from salesman to managing director in 1888; his son Ross was
to become a future Stelco president, and his grandson, David
Ross lNcMaster, sits at present as a director on the Stelco
board.

Others present at the formation of the Montreal Rolling
Mills were William Molson, active in the Champlain and Grand
Trunk railways, president of Molson's Bank, descendant of the
famous brewing family; and Peter Redpath, who with his father
founded Redpath Sugar and was a director of Montreal Telegraph,
Intercolonial Coal, Canadian Sugar Refinery and the Bank of

6

Montreal.



Morland and Watson, who imported iron, found their
hardware lines rising in price and becoming difficult to
procure in large quantities during the period of the railway
boom and the American Civil War. They were already involved
in the rolling mills built in the 1860's by Mansfield Holland
on the Lachine Canal. Their competitors were the Pillow-
Hersey firm and Peck's Victoria Iron Works. The MRM was estab-
lished to attract greater participation and capital from
established elites, and to buy out and expand Holland's nail
and spike factory. Credit for the purchase of British iron
was extended by the Bank of Montreal (:22), undoubteldy using
Redpath's influence. The company expanded into a variety of
small product lines and in 1881, became Canada's first manu-
facturer of iron pipe. The post of managing director of the
new firm was first filled by Morland's partner Watson, and
then by William McMaster who by the turn of the century was
a trusted member of the elite and sat on the boards of several
industrial concerns including Dominion Steel Corp., the then-
dominant steel company who supplied them steel, and was also
a director of Dominion Coal, which was later to be merged
with Dominion Steel.7 During this time the FMRM bought out
Pillow-Hersey (in 1903) and Hodgson Iron (in 1906) (Donald,
1915: Ch. 10), giving them pipe and wire-nail facilities of
their competitors.‘and leaving only Peck's as a weak competitor,
soon to be left behind as it had not converted to steam

(Kilbourn 1960: 29). Thus,by the turn of the century the MRM



was the largest and most varied of the Montreal finishing
industries with McMaster well established and with a new
influential banker as president, Sir Edward Clouston (:29).

Clouston, who was also president of the Bank of
Montreal and a vice-president of Royal Trust, was also director
of a number of railway and other industrial companies as well
as financial institutions. Son of James S. Clouston of the
Hudson's Bay Company, he began his career in the same firm
and then moved to the Bank of Montreal where he rose through
its ranks from junior clerk. Well-connected, Clouston was
to play a role in bringing the lMontreal financial forces into
the Stelco merger.

The opening of the West and the Ontario North began
to pose threats as the centre of industry slowly shifted to
Ontario; competition in hardware and pipe was severe despite
attempts by trade associations to fix prices and production;
the U.S. Steel trust had come to dominate American industry
and presented both threat and example. The MRM directors saw
that the future lay in combination, a pattern which had
already been set by the Canadian financial elite. So far,
Montreal Rolling Mills had done well, increasing their sales
twenty-fold between 1869 and 1909, but as Kjilbourn observes,

"The business owed its success to the possession

of sufficient capital from the beginning and to

the continuing confidence and participation in its

affairs of leaders of the Montreal banking and
mercantile community." (:132).
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The Montreal Rolling Mjills, a creation of finance capitalists,
was about to provide the means whereby these capitalists
could create a truly integrated steel empire. By making the
first move, McMaster ensured the establishment of the first
stage in the creation of a dominant central Canadian empire.
According to Kilbourn (:57), McMaster saw that the possibility
for gain had to be realized immediately, before technological
change would have to be considered, in order to solve the
steel supply problem, and before concentration advanced to
the point where holding out would be disastrous. As well,
McMaster had been giving attention to a new company which he
later headed, C.I.L. When he heard of the three-way merger
in Ontario, he decided the time was ripe, and approached
Dominion Steel. Plummer, Dominion's president, refused his
offer, apparently because his company was convinced a steel
and coal merger (rather than one of steel production and
finishing) was more advantageous. DMoreover, the steel
company was preoccupied with its lawsuit with Dominion Coal
(which was later to become merged with Dominion Steel).
Plummer was also connected with the Bank of Commerce (as VP
and former general manager), whereas the MRM "was by personal
and business connection attached to the Bank of Montreal."
(:61). It was the Bank of lMontreal's Clouston who then sug-
gested that McMaster approach the young financier, Max Aitken
(later ILord Beaverbrook), who had just emerged triumphant

from the gigantic Canada Cement merger. It is significant
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to the development of Stelco that McMaster's decision brought
the MRM in to the merging groups, since it was this company
which attracted Aitken. 1In April, 1910, Aitken purchased
the company and covered himself with a $4 million loan from
Parr's Bank in England. The stage was set, both for the
financial success of Stelco's capitalization and for Aitken's
involvement, by the climate in which Aitken developed his
formidable talents.

Aitken was one of those few of a rare breed who arose
from less than upper class beginnings (he was the son of a
New Brunswick minister) to dazzle the established powers
through a series of rapid and brilliant financial maneuvres
which earned quick recognition and entry into the inner
circle. Aitken began his career as a law apprentice. Assis-
tant at age 22 to John F. Stairs, a Halifax financier and
president of Npova Scotia Steel Co., Aitken helped Stairs re-
organize that company and was rewarded by being set up by
Stairs and other leading Halifax businessmen as managing
director of a new firm, Royal Securities Corp. Aitken moved
its headquarters to Montreal and became a millionaire organiz-
ing street railways and utility companies in the British West
Indies, where his Maritime friends were well connected, and
in Alberta, where R. B. Bennett, future prime minister of
Cgnada, a New Brunswicker and personal friend of Aitken's,
had become an influential lawyer (:66-67). Another friend
of Aitken's also dating from the time when he was a law clerk

in the same office as Bennett, was James Dunn, also at that



time a clerk and destined to become the mercurial head of
Algoma Steel (Newman 1965: 104). All three had been given
early recognition and contacts.

Aitken was responsible for promoting three of the 41
industrial mergers created between 1901 and 1911s Canadian
Car and Foundry, Canada Cement (after which he earned the
enmity of Sir Sandford Fleming and an unsuccessful campaign
waged by Fleming against him), and finally, Stelco. His two
most important connections in the world of high finance were
Clouston (who advised him to go to England for loan capital
to purchase the MRM, suspecting trouble from Fleming and
his connections), and Sir Ian Hamilton Benn, a partner "in one
of the most powerful financial houses in the City of TLondon"
England, and a member of Parliament at the special request
of Joseph Chamberlain. It was the contact with Benn which
was to prove valuable in marketing the bonds of the newly
created Stelco (Kilbourn 1960: 62-69).

Industrial bonds and shares sold to a wide public were
relatively new at that ime, and even in England investors had
tended to favour Canadian government or transportation bonds
(for obvious reasons -- both were backed by the Canadian
government and the established elite, while up to this time,
other types of industrials were high-risk low-capital ventures).
Previous groundwork for successful marketing of industrial
securities in Canada had already been laid by E. R. Wood, a

Toronto bond dealer (Dominion Securities), who undertook
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pioneering work in the sale of industrial bonds to the ordi-
nary public, thereby making possible "hitherto untapped
capital," as Kilbourn (:65) puts it -~ that is, the wide dis-
persion of stock-holdings, the "socialization" of the capital-
accumulation process. By 1911 "thousands" of people had
become shareholders in Canadian mergers (;65). Wood's con-
nections with the financial world included Senator Cox of
Canada Life and Sir Edmund Walker of the Canadian Bgnk of
Commerce (:65). ZIater, he, Henry Pellatt, and Aitken bought
out Dominion Coal after settlement of its legal battle with
Dominion Iron and Steel and sold it to their holding company,
Dominion Steel, thereby enlarging the already dominant com-
pany and creating rumours of a possible three-way merger bet-
ween the newly merged Stelco, Algoma, and Dominion Steel (:83).
Thus it was the investment bankers and securities dealers and
promoters such as Wood and Aitken who made possible the con-
centration of industry by acting as nodes in the chain of
interconnections, bringing previous rivals together and aiding
in the continuing process of ever-widening avenues for capital
accumulation.?

Such was the case when Aitken acted as intermediary
to bring the Ontario and Montreal rivals together. Those
who "really counted" according to Kilbourn (:71) in the
merger negotiations were the Montreal Rolling Mills, now
owned by Aitken and headed up by Herbert Holt, president of

the Royal Bank and participant in Aitken's Royal Securities
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(¢72); and Hamilton Steel and Iron, headed by Charles Wilcox
and his VP and general manager, Robert Hobson. Behind them
were the Toronto financiers, W. D. Matthews and Sir Edmund
Osler, both large shareholders in the company and involved
in the world of high finance. Matthews, a grain merchant,
was vice-president of the Dominion Bank as well as a CPR
directory Osler was president of the same bank and "at that
time the leading figure in the Toronto financial world...
powerful and much respected" (172). These people were members
of the financial elite; but the other protagonists in the
merger negotiations also had financial contacts.

Cyrus Birge of the Canada Screw Co. was by then
"extremely old and enormously wealthy" (172), a former pre-
sident of the Canadian Manufacturers Association and had
been an "influential member of the pressure group for tariff
reform" (:42); his directorships included Sovereign Fire
Assurance Co. and the Hamilton Bank, and he was a promoter
of Mercantile Trust.lo

Lloyd Harris, in addition to his inherited elite con-
nections and involvement in financial institutions, was a
Liberal M.P. in the 1908 House of Commons.

Even Wilcox, an American and not born into the upper
class, was through his presidency of Hamilton Steel and Iron
connected by directorships to the Traders Bank, Crown ILife,
Royal Bank, and National Trust, a formidable array of finan-

cial directorships.ll
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The three important shareholders of the original
Hamilton Blast Furnace Co. which later became Hamilton Steel
and Iron, Senator Alexander Wood, William Southam, and John
Milne, were no less well connected with financial institu-
tions, although all local Hamilton elites.12

The outcome of the merger negotiations gives an indi-
cation of relative power and importance to the new company
and its interests. Wilcox and Hgbson of Hamilton Steel and
Iron, one of the two main groups, would be president and
general manager respectively; voting control would rest with
the Hamilton people, since it was this company which rep-
resented the nucleus of the new integrated steel company,
supplying the primary steel product. Birge of Canada Screw
was to be an inactive vice-president, but his partner, Charles
Alexander, would go on the new board. Harris of Canada Bolt
had no managerial role but a place on the board. Dominion
Wire (represented by the Fyrrell interests, connected with
U.S. Steel) were on the sidelines, having thrown in their lot
when they saw that the creation of a fully integrated plant
in central Canada precluded any further attémpts by the U.S.
giant to enter Canada, and the finishing facilities provided
by Dominion Wire would be useless. Milne, Southam, and
Matthews (later joined by Osler) were all placed on the new
board, as was Senator William Gibson, president of the Bank

of Hamilton. The Montreal group was represented on the board

by Herbert Holt and Sir Ian Hamilton Benn, but Aitken did not
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choose to join it, which was his usual policy. Instead,
Aitken took the valuation price of the lMontreal Rolling
Mills (which had been under-priced and permitted him to
withdraw a million dollars cash out of the new company),
ordinary shares, and $# million in senior securities.13

Aitken also would earn commission on the sale of the bonds,
whose price would depend on the "good reputation" of the new
company (as established by the efforts of Aitken and Benn in
England and Osler in Toronto in selling the bonds) (summa-
rized from Kilbourn 1960: Ch. 5-6).

Aitken put Wilcox and Hobson in charge of the Hamilton
operations and William McMaster's son Ross in charge of the
lontreal operation, each responsible for the operation and
integration of the plants. Kilbourn points out that of
significance in the Stelco merger was the fact that those in
charge of administration were industrialists experienced in
steel.

| "The founders of the company avoided the fairly

common practice of choosing as the head of a new

merger a banker or broker president....It ended

the ancient custom, which had played its part in

the growth of the Montreal Rolling lMills, of

reserving the company presidency for a member of

the old Montreal commercial aristocracy." (:85).

The question remains, however, as to what this deve-
lopment indicated~-did it indeed foreshadow the decline of
the financial element and the ascendancy of the inside manager?

Evidence both from the history of Canadian, as well as American

business, centering around the so-called "managerial revolution"
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thesis appears to refute such a possibility. It is more
likely that with the increasing concentration and size of
industry that "insiders" fully conversant with the intricacies
of their particular industry be left in charge of day-to-day
affairs and that the "management" of the company extends
beyond it to those of the financial oligarchy directly and
indirectly involved. Evidence will be presented in the fol-
lowing sections of this chapter to show that, in fact, finan-
cial interests have had remarkable continuity of representa-
tion on the Stelco board and that the "insiders" have tended
to come through the ranks of the company and to be fully
steeped in its operations but being less influential in the
financial sphere.

Kilbourn suggests that the "insiders" Wilcox and
Hobson were influential within their sphere of competence.
Wilcox, he points out, was neither wealthy nor a large share-
holder, but, with Hobson's backing, was "clearly master in
his own house" (:89). For example, when Holt and Benn re-
signed in 1910 over a financial policy dispute with Wilcox,
Max Aitken by now a British politician) suggested from London
that he was entitled due to the corporate interest of Royal
Securities Corp. to name a representati&e to the board but
the person was rejected by Wilcox as unsuitable. Wilcox
suggested that he would "urge the board to consider" only
someone of "sufficient distinction and usefulness"-~Aitken

concurred in his suggestion of Francis Whitton, the company's



assistant general manager, and Sir Edmund Osler (:90).

Hobson as well was respected both locally and in North
American steel circles, but it did not hurt his reputation

to have as his father-in-law Senator Wood (:88), or as a
close friend the Minister of Finance, Sir Thomas White, later
a Stelco director (:114). The point is that each man was
given a free rein to build up the company and to establish
useful contacts, neither of which would have made them power-
ful in their own right but only in connection with the inte-
rests they served.

The preceding detailed discussion of the merger which
created Stelco now makes it possible to address, by way of
summarizing, the questions raised at the beginning of this
chapter. It is clear that the forces paramount in the crea-
tion of Stelco were financial and mercantile ones, either
directly descended from the mercantile interests or emerging
from the conditions created by their dominance historically.
They were brought together, in the case of Stelco, both by
existing trends propelling them towards more concentration
in order to remain in the mainstream of Canadian developments
and by specific needs which were to be mutually satisfied
through the new company: steel supply and steel finishing,
or the need for power and the vehicle through which it could
be fostered.

The effects of this activity may be analysed both in
terms of what avenues were created for the fusion of Canadian

elite power and also, through that, in terms of what it demon-
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strates about the nature of such power.

The dominant Canadian forces of the day were brought
together primarily out of their involvement in the railway
era and "spin-offs" from that activity; once brought together,
their activity merged not only former company rivals but also
former metropolitan rivals, the Toronto and Montreal elites,
thus contributing to the rise of a powerful joint metropolis.
The Canadian elite was thereby strengthened geographically.
Further, not only did their activity rationalize production
and profit-making through horizontal and vertical integration
creating the basis for future expansion and the possibility
of attracting even larger aggregations of capital, but it
created the basis for the continuing alliance between steel
and finance. Steel, a dynamic new industrial force, had high
growth potential which would mean a safe and expanding outlet
for investment-seeking capital under the control of the in-
digenous elite, and in turn created for steel a strong basis
for autonomy from foreign control.

Although it is true that at that time, Stelco was the
only Canadian-formed company (Dofasco was established about
1912 by the American Sherman family, and both Dominion Steel
and Algoma were originally American creations), yet, as
Kilbourn (1960) points out, Stelco's was one of the largest
Canadian industrial bond issues floated in Britain, but both
Algoma and Dominion Steel were also floating issues of a

similar size in London and Nova Scotia Steel a smaller one,
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signalled in the period 1909-1911, "a significant shift away
from American ownership and control in the Canadian steel in-
dustry towards British ownership and Canadian control." (:80).
Moreover, since this represented portfolio and not direct
investment, once the debt was discharged, the Canadian inte-
rests could reign supreme on their own turf. Indeed, the
strength of these interests in Canadian steel even during this
early period can be gauged from the fact that but for public
opinion turning against mergers and Ross MclMaster's desire,

as president of Stelco during the 1920's, to avoid heavy debt
or relinguish power to a larger entity, there were two

moments in the 1910 and 1920 decades when a giant steel trust
could have been created by Canadian financiers. The first
instance was when Aitken, Wood and Pellatt bought out Dominion
Coal, and the second when Holt, the notorious banker-promoter,
and J. H. Gundy, the securities dealer, began to reorganize
the Nova Scotia Steel and Dominion Steel merger called Besco
as Dosco. In both instances, rumours in the main financial
centres of Canada arose that a three-way merger between Algoma,

14

Stelco and Dosco was in the offing. It is unimportant here
that such a merger did not transpire--the important point is
that the possibility had been created by the dominance of

the indigenous Canadian elite operating from a strong finan-
cial base extended into an important industry.

It is also significant that much later, the British

Hawker-Siddeley interests abandoned Dosco and Algoma to



Canadian interests, even though the fact that both companies’
control was "handed back and forth between financial groups"
as Park and Park (1973: 111) put it, indicates that the
Canadian financial interests internationally were not the
strongest. It is probably safe to say, however, that when
the Dunn estate was liquidated, the Hawker Siddeley interests
could not have operated without the co-operation of the
MeIntyre Porcupine and Canadian bank interests in Algoma.
Although Mannesmann of West Germany was for a while the
dominant interest in Algoma, control passed in the 1970's to
the CP group.lS Dosco by then passed to the control of the
Quebec government as Sidbec-Dosco and to the Nova Scotia
government as Sysco, which appears to have been left with

the most obsolete plant and an open invitation for the entry

of an international consortium to develop new plant for export.

But in the meanwhile, dominance in steel had passed to central

Cgnada, and all three steel producers there are solidly

within the Canadian financial orbit, as will be shown in the

discussion on institutional shareholding later in this chapter.

The immediate impact of the merger movement in the
steel industries during the early part of the century was to
create a tightly interconnected body of companies. In 1912,
of the 12 new steel-producing, steel-processing and related
companies, all were interlocked with heads of at least one
other dominant company in the same list, the most highly

interlocked being Canada Car and Foundry (eight interlocks),

16
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Canada Iron Corp. (four interlocks), Cockshutt Plow Co.
(three interlocks), Dominion Steel Corp. and Stelco (five
interlocks each). Of those who had been actively involved in
the Stelco creation, Aitken sat on the board of his other
steel-related creation, Canada Car, along with his patron
Benn, and Holt; Stelco's VP, Hobson sat on Cockshutt Plow's
board (a steel using company), and Matthews sat on the board
of Dominion Steel. Plummer, the head of the then-dominant
Dominion Steel had no other steel-related directorships on
this list. Nearly all of the 14 industrial-financial elites
connected with these mergers linked a steel producer to a
newly combined steel-using company--for example, K. W. Black-
well, president of Investment Trust Co. (the syndicate in-
volved in merging Montreal Steel Works with Ontario Iron to
form Canadian Steel Foundries) linked Canada Car, Canadian

17

Steel Foundries, and Nova Scotia Steel; T. J. Drummon™ ', whose
family'had been active in steel since about the 1850's linked
Canada Car, Canada Iron, Cockshutt, and Lake Superior Corp.
(Algoma); Sir H. Pellatt, the Toronto financier, linked Steel
and Radiation to Dominion Steel (Donald 1915: Table II: 346).
Thus the world of Canadian steel production and fabrication
appeared to be even then a small one in terms of numbers of
companies but large in size, and is even more concentrated
today.

One of the immediate affects of this activity was the

elimination of competition and the creation of a community of
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complementary interests. As Donald (:282) noted, Stelco con-
trolled nearly all of the large bolt, nut and screw plants
and over half the nail production; Nova Scotia Steel produced
articles unique to it in Canada; Canada Iron put its pig-
iron production into car wheels and pipes and had a natural
monopoly due to the nature of its pig iron; Canadian Steel
Foundries linked under its wing two steel-casting firms whose
output went to the Car and Foundry Company; Steel and Radia-
tion Ltd. competed with none of the large iron and steel
companies but merely used their raw materials for its specia-
lized line, as did Canada ILocomotive and Cockshutt Plow in
their areas of specialization. Stelco and Dominion Steel did
compete in the wire and nail market, but the other competitors
were small, Dominion Steel was thought by Donald to possibly
compete with ILake Superior (Algoma) for rail business, but
according to Kilbourn (1960), Dosco (its predecessor) was
narrowly specialized in railway supplies except rail whereas
Algoma produced only rail. Hence it is safe to say that
overall, the integration and interdependence between these
companies at the highest level represented an almost seamless
whole running from raw materials and basic steel to finished
products and fabrication.

loreover, and of particular significance here, each
of these new steel-industrial combinations, created under the
auspices of the dominant elite forces of the day, was linked

not only with other ones, but with the financial institutions
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through directorships held by the same people instrumental in
their combination. Of the 14 elites listed by Donald (1915
280), the following had at least one bank and frequently a
loan company directorship: T. J. Drummond, president of
Canada Iron and of Lake Superior Corp. (and was related to

G. E. Drummond, a Canada Iron, Canadian Car and Cockshutt
director also with a bank directorship); Stelco‘'s Hobson,
Birge, and Wilcox; Holt the banker; Stelco director the Hon.
William Gibson and W. D. Matthews; Benn the British financier;
James Redmond of Canada Car and Cgnada Locomotive; Nova
Scotia Steel's director the Hon. R. Jaffray; N. Curry of
Rhodes Curry Car and Foundry, president of its merger, Cana-
dian Carj; and lastly, Sir William lMackenzie, the railway
promoter. Both Mackenzie and Sir Henry Pellatt, connected
with steel or raw material companies, were connected also
with railway companies. 1In addition, other prominent figures
such as H. M. Molson, H. M. Allan, Sir W. E. VanHorne, E. R.
Wood, and Col. James lMason were connected with both banking
and transportation companies.

There can be no doubt that the net effect of the
merger movement in steel was to create a chain of intercon-
nections among the financial, transportation, and steel
corporations; more importantly for the present time, this
intimate linkage has made possible the strengthening not only
of the financial nexus as it has been everywhere monopoly

capitalism reigns, but specifically for Canada, has served
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to strengthen the indigenous Canadian elite in its tradi-

tional area of dominance, finance, from whence it emerged.

II THE STEICO BOARD AND THE PERVASIVE PRESENCE CF FINANCE

1. The Continuity of Financial Interests, 1910-1975

From the foregoing discussion, it will not come as
surprising that the Stelco board from its very beginning has
brought together a number of financial institutions through
its directors--directorships held both by "insider" (Stelco's
officers) and "outsiders" (directors whose principal affili-
ation lies outside Stelco). It could be argued, however (as
Stelco does in its submission to the Royal Commission on
Corporate Concentration), that directorial interlocks are
"inevitable" due to the small size of the Canadian corporate
community and that just because a director has a particular
directorship does not mean that the company behind it has in-
fluence on the board. Stelco, in its statement, did allow
that directors were invited to join boards because of their
valuable expertise and contacts. Herein lies the crux of the
matter--it is through the directorial interlock that co-ordi-
nation among corporations with mutual interests is achieved.
And it is also through directorships held on the boards of
financial institutions that vital contact is maintained with
those who control much of the capital accumulated.

Although it cannot be denied that not all directorships



103,

held by outside directors are important to a corporation which
names a particular director to its board (they simply "come
with the package") yet two pieces of evidence may be utilized
to suggest which directorships are significant--first, the
continuity in directorships held by Stelco insiders, and
those which are heavily interlocked and which recur repeatedly
over time. The key to sorting out the confusing maze of
connections is the aspect of time. A longitudinal study of
the Stelco board (or any corporate board) is necessary
because it highlights not only the regularity with which
certain corporate names keep occurring regardless of changes
in personnel, but also suggests any shifting allegiances and
coalitions important at various historical periods. Such was
the purpose behind an exhaustive analysis of every director
and directorship ever represented on the Stelco board since
its creation.18 Due to the enormous quantity of data
gathered, however, only those of obvious significance will

be presented here.

The data will be presented in three parts, the last
of which will be reserved for the next section of this
chapter. First, an analysis will be made of all directors
since 1910 who have had financial directorships, including
those who were in the financial elite, and second, the finan-
cial institutions represented on the board by these directors
will be analysed in terms of continuity of their presence on

the board and the extent of their interlocking with Stelco
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directors. The purpose of these analyses is to establish how
pervasive the presence of financial institutions has been on
the Stelco board since its inception, and also to establish
which financial interest groups appear to be prominent in the
corporate life of Stelco. Then, in the next section on owner-
ship, the financial institutions and directors will be
analysed in terms of institutional shareholdings in Stelco.
Between 1910 and 1975, there were approximately 277
corporations represented on the Stelco board through other
directorships held by Stelco directors. Of these, 70 (or
25% of the total) were on financial institutions. These
financial directorships were tightly interlocked. Of a total
of 60 men who have sat on the Stelco board since 1910, 48
of these held at least one financial directorship, and 25
(a little over half of those with financial directorships)
have held three or more. Altogether, 21 of the 60 directors
were financial executives--that is, were principally affilia-
ted with one of the banking, trust, insurance, investment,
or other type of financial institution. The following

tables detail these directorships.



TABLE 3-1

*FINANCIAL EXECUTIVES ON THE STEILCO BOARD 1910-75

(in order of tenure period on board)

No. of Stelco g
Fin. Dir- Director Board Principal Other Financial
ships Tenure Affiliation Directorships
2 Lloyd Harris 1910~ Hamilton Trust Trust & Guarantee
1925 Manufacturers Life
(and Co-founder,
Massey-Harris)
L Hon. Wm. Gibson 1910~ Pres. Bank of Canada Ljfe
1913 Hamilton Ham. Provident & Loan
(and railway Mercantile Trust
contractor)
5 W. D. Matthews 1910~ financier and VP, National Trust
1919 Dominion Bank Confed. Life
Canada Perm. Mort.
Tor. Genl. Trusts
8 He 8+ Holt 1910~ (1934) Chm., Royal Sun Life
1912 Bank Imperial Life

(1902) Pres.,
Sovereign Bank
Pres., Mtl. Trust

National Trust
Permanent Insce.
Cdn. Land Invest.

*gccording to Newman (1975: 102) heads of banks usually safeguard their
power from over-zealous aspirants inside the bank hierarchy by appointing as non-

operating Vice Presidents outsiders who also act as directors.
the case for Brown, Duggan, lewburn and Foley, all of whom also have a second

principal corporate affiliation.

Such appears to be

0T



No. of Stelco
Fin. Dir- Director Board Principal Other Financial
ships Tenure Affiliation Directorships
L A. J. Brown, 1916~ law partner and Canada Trust
(K.C.) 1938 VP, Royal Bgnk Mtl. City &
VP, Mtl. Trust District Savings
2 G. He Duggan 1919~ Chm., Dom. Bridge . Montreal Trust
1947 and VP, Royal Bank
3 Sir Thos. White 1919~ Chm., Cdn. Bank VP, Nat. Trust
1955 of Commerce Canada ILife
4 F. G. Osler 1920~ Pres., Cda. Perm. VP, Mfrs. Ljife
(uncle to Glyn 1944 Mort. & Cda. Dominion Bank
Osler) Perm. Trust
3 Maj.-Gen. Hon. 1929- law partner, and Mutual Life
S. C. Mewburn 1955 VP, Bank of Mtl. Royal Trust
(K.C.)
3 Glyn Osler (K.C.) 1937~ law partner, and Mutual Life
1949 Chm., Economic Imperial Realty
Invest. Trust
1 Geo. W. Spinney 1943~ Pres., Bank of no info.
1965 Montreal (till 1959)
2 Louis L. Lang 1944.. Pres., Mutual Life Waterloo Trust
1965 (later Chm., 1960°'s)
and Pres., lLang
Tanning Co.
2 E. G. Baker 1948 Ch., Cda. ILife National Trust
1961

]

(@)}



No. of Stelco

Fin. Dir- Director Board
Ships Tenure
4 R. Al Laidlaw 1952—
1968

5 G. R. Ball 1954~
1959

3 Hc So FOley 1964-
1968

6 H. Greville Smith 1959~
1974

(deceased)

6 G. Arnold Hart 1959~

1969%*

Principal
Affiliation

Chm., Nat. Trust
and SeC.—TreS-,
Laidlaw Lumber

Pres., Bank of
Montreal

VP, Bank of Mt.
(since 1965)
V-Chm. MacMillan-
Bloedel (1960)

Pres., Cgn. Intl.

Invest. Trust
(since 1960°'s)

Previous Chm.,
Brinco

Chm., Bank of
Montreal
(since 1959)

Other Financial
Directorships

VP, Cda. Iife
Bank of Mtl.
Central Cda. Invest.

VP, Royal Trust,

Sun Life, Roy. Trust
Realty, Royal/Liverpool
Insce. Grp.

B. of Mtl. Calif.
Great-West Life

Bank of Montreal,

Royal Trust

Royal Insce. Grp.

Royal/Idn. & Lancashire Grp.
W./Brit. Amer. Grp.

Chm., Bank of Idn. & Mtl.
Canadian Fund

Cdn. Inv. Fund

Sun Life, Royal/Idn. &
Lan. W/Brit. Amer.

¥Hart resigned at the beginning of 1970 due to changes in the Bank Act.
Stelco's J. P. Gordon was named to the board to replace him (and later became a

Bank of Montreal director).

L0T



No. of
Fin. Dir-
Ships

Director

Stelco
Board
Tenure

Principal
Affiliation

Other Financial
Directorships

L

J. Doug. Gibson

A. M. Cgmpbell

K. A. White

Total 21

1968~
present

1967~

present

1974~
present

Independent fin.
consultant, banker,
economist {(now Chm.,
Consumers Gas)

Chm., Sun Life

Pres., Royal Trust

Imperial Life
National Trust
Cdn. Relnsce.

Royal Trust
Royal Trust Mort.

BM~-RT Realty Inv.
Cdn. Leasebacks
Commercial Union
Assur.



TABLE 3-2

NON-FINANCIAL STELCO DIRECTORS 1910-1975
WITH THREE OR NORE FINANCIAL DIRESTHORSHIPS

No. of Stelco
Fin. Dir- Director Board Principal Financial
Ships Tenure Affiliation Directorships
L Chas.S. Wilcox 1910-1938 Chm., Stelco (head of Royal Bank
a Stelco predecessor National Trust
CO. Crown Ljife, Traders Bank
3 Cyrus A. Birge 1910-1929 Stelco dir., head Hamilton Bank, Sovereign
of a predecessor co. Fire Ins., Mercantile
Trust
3 R. H. McMaster 1914-1961 mgr., Mt. Bank of Montreal
(son of Wm. Rolling Mills, Royal Trust
McMaster of MRM) pres. Stelco Sun Life
4 Rt. Hon. A.B. 1939-1941 Pres., C.I.L. Bank of Montreal
Purvis Sun life, Liverpool &
Idn. & Globe Insce
Cdn. Invest. Fund
2 C. A. Dunning 1940-1958 Pres., Ogilvie Bank of Mtl., Cdn. Invest.

Flour Mills

Fund, Globe Indemnity
Liverpool-Manitoba Assur.
Royal Trust
Royal-Liverpool Ins.

Sun Life

60T



No. of Stelco
Fin. Dir- Director Board Principal Financial
Ships Tenure Affiliation Directorships
6 W.K. Whiteford 1950-1951 Chm., BA Oil¥ Bank of N.S.
National Trust
Canada Life
Mercantile Trust
Chartered Trust
Mellon Nat. Bank
6 L. G. Rolland 1963~ Pres., Rolland Paper Bank of Mtl.
present Royal Trust
Standard Life
Cdn. Invest. Fund
Canadian Fund
Munich Reinsce.
3 J. De Cgampbell 1965-1968 Pres., Cdn. Tor.-Dom. Bank
Westinghouse Royal Trust
Cdn. Bank of
Comm. (1958-60)
3 D. R. McMaster 1972~ law partner Bank of Montreal
(son of A.R.) present McMaster, Royal Trust

Total: 9

*predecessor company of Gulf 0il Canada.
board 1973-1975 until his appointment to Gulf U.S.A.
directorship, Bank of Nova Scotia.
have sat on the board of Gulf Canada and earlier, B.A. Oil.

another chapter.

Meighen, etc.

Standard Life

J. McAfee of Gulf Canada sat on Stelco

McAfee had only one financial
However, over time, other Stelco directors
To be discussed in

0Tt
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Together, those of the economic elite who are finan-
cial executives and those of other corporations with finan-
cial directorships, establish important relationships between
the financial institutions and industrial corporations.
Financial executives representing financial institutions such
as banks, through their seats on the Stelco board, create an
avenue for input directly into the policy- and decision-
making organs of the corporation; their directorships also
allow the financial institution direct access to inside in-
formation on corporate operations, planning, and financial
wellbeing, so vital to further decisions to invest in that
corporation or advance more credit.

Similarly, directors from industrial corporations
such as the Stelco officers who sit on the boards of financial
institutions become better attuned to the financial climate in
which they operate, although it is doubtful if they gain as
much information about the bank's operations as the banks do
about theirs, for as Newman (1975: 98) points out, bankers are
a secretive lot. Nevertheless, as he also observes (:110),
being named to the board of a bank marks the apex of corpo-
rate success for Canadian executives, and although boards
have apparently never reversed important bank policy decisions,
corporate directors bring important business as well as in-
formation, and an executive sitting on a bank board virtually
guarantees that a loan will be forthcoming when his corpora-

tion needsit (:115).
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The bank directorship (along with ownership connec-
tions) helps cement relations among interest-group members,
and bank directors "are drawn from the corporate clusters
interconnected with each of the banks." (:105). In addition
to producing companies, such clusters include, in the inner
circle surrounding the bank, special relationships with trust
companies (:110), including minority ownership (the Bank Act
forbids a bank having more than a 10% interest), and inter-
locks with insurance companies (:1105).

Both Newman (1975) and Park and Park (1973) have
gathered data for bank-trust-insurance interconnections which
show a fairly stable pattern of interest-group relations, as
evidenced by interlocks between the late 1950's and the spring
of 1975. These may be used as the basis for assessing the
continuity of financial institution interlocks on the Stelco
board from 1910. Newman notes (:119) that although bank
business is competitive, banks appear not to actively "poach"
on one another's corporate territory, since transitions made
from corporate accounts with one bank to another are, when
they do occur, gradual and usually based on personal ffiend—
ship. Corporations, on the other hand, "sometimes play banks
off against each other to get the best deal possible," (:119),
resulting in the largest, aggressive corporations often having
directors on more than one bank board. Conversely, more than
one bank may influence an insurance company as evidenced by

the presence on the board of representatives of more than one
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bank, indicating either that the insurance company is rela-
tively small and weak, and is open to the interpenetration of
several banks, neither of which may be totally dominant; or,
as in the case of the largest Canadian insurance company,
Sun Life, influence may be shared by two banks (the two top
banks, the Royal and the lMontreal in this case) due to the
dominance of the insurance company. Whatever the reason,
insurance companies do not fit as neatly into air-tight
interest group compartments in terms of interlocks as do the
trust companies. Park and Park for the late 1950's and
Newman for the 1970's found the following relationships.

The Royal Trust was within the Bank of Montreal orbit,
as was Standard Life and Sun Life (lMontreal influence shared
with Royal Bank). Newman also found two interlocks each
between Confederation Life and the Bank of Montreal and the
Imperial-Commerce; earlier, Park and Park found that the
Toronto-Dominion, Ipperial, Commerce, Royal and Montreal
banks all interpenetrated Confederation, but the Ipperial had
more interlocking. Newman found two interlocks between Crown
Iife and the Montreal, but three between it and the Ngva
Scotia. Imperial Life now has two interlocks with the Montreal,
and one each with the Imperial-Commerce and Nova Scotia; during
the 1950's there were two interlocks each with the Commerce
and Imperial Baﬁks, and one with the T-D.

Within the Royal Bank orbit during both periods is

Montreal Trust. The Royal shares influence in Sun Life, as
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noted, with the Bank of Montreal, and in Cgnada Life, with
the Ipperial-Commerce. Earlier, Park and Park found five
interlocks between Canada Life and the Bank of Nova Scotia,
four between it and the Commerce, and two each with the T-D
and Royal.

The Canadian Ipperial Bank of Commerce is and has
been connected with the National Trust, although earlier,
there was some penetration by T-D and N.S. There is some
interlocking between the Imperial-Commerce and Sun Life, and
influence in Manufacturers ILife is shared with the T-D Bank.
During the earlier period, Manufacturers interlocked only
with the Commerce. As noted before, influence in Canada
Life and Confederation Life is shared with the Royal Bank
and the Bank of Montreal respectively.

The Toronto-Dominion Bank and Cgnada Permanent Trust
are related at present, and during the earlier period, the
T-D had just begun to exert influence there. The only
insurance company now in the T-D orbit is Manufacturers Life,
although influence is, as noted, shared with the Imperial-
Commerce.

The Bank of Nova Scotia has some influence in Cgnada
Permanent and has three interlocks with Crown Life (compared
to the Bank of Montreal's two), and also is interlocked with
Mutual Life. Park and Park reported earlier that Eastern

19

Trust was influenced by the Nova Scotia.
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Aithough it appears that coalitions have formed
around life insurance companies and that spheres of interest
have changed, relationships between banks and trust compa-
nies are stable enough to use as a basis for comparison
with data gathered on the financial institutions represented
on the Stelco beoard between 1910 and 1975. Bearing in mind
that bank influence over insurance companies varies, insu-
rance interlocks represented through the Stelco board may
be added to the main interest groups and then compared when
shifted to other groups, in order to determine where the
dominant interest has been over time. Further weight may be
added to this analysis by noting the institutional share-
holdings of trust companies and insurance companies as of
19?320. although this information will be covered in detail
in the next section. Unfortunately, no information was
available on bank holdings in Stelco, so the shareholding

information presented here is incomplete.
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TABIE 3-3
BANK INTEREST-GROUP CONTINUITY ON STEICO BOARD
1910-1975 - DIRECTORIAL INTERLOCKS

¥shared influence

Bank of Montreal Interest-Group

Institution No. of Dates on Board
Interlocks

Bank of Montreal - 13 1910 to present

Royal Trust 10 1914 to present

Sun Life* (Royal Bank) 9 1910 to present

Standard Life 2 1962 to present

Imperial Life 2 1910; 1968-present

Total 36

(if other shared interests included:)

Crown Life = =
Confed. Life 1 1910-1919

—

Potential Total 37 Total Potential Shareholdings

Royal Bank Interest-Group

Royal Bank 7 1910-present
Montreal Trust 6 1910-1963/4 (2 gaps)
Sun Life* (B of Mt.) _ 9 as noted

Total 22
(if other shared interests included:)
Canada Life _5 1910-1973 (2 gaps)

Potential Total 27 Potential Shareholdings

1973

Shareholdings

unknown
126,800
64,000

27,350
19,000

11,500
26,250
274,900

unknown
83,400
64,000

9,500
186,900
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Canadian Imperial Bank of Commerce Interest-Group

No. of
Institution Interlocks
Imperial-Commerce 3
National Trust 6
Total 9
(if other shared interests included:)
Manufacturers Life 3
Canada Life
Confederation Life 1
Potential Tot. 18

Toronto-Dominion Bank Interest-Group

T-D Bank

2
Cda. Permanent Trust 1
Total 3

(if other shared interests included:)
Manufacturers Life g

Potential Total
Bank of Nova Scotia Interest-Group

Bank of N.S. 3

Mutual Life 2
Total 5

(if other shared interests included:)

Canada Permanent 1

Crown Life

1
Potential Total "

Dates on Board

1919-present (1 gap)
1910-present (1 gap)

1910-present (1 gap)
as noted
as noted
Potential Shareholdings

(1913-1944 (Dom.Bank)
(1953-1968 (T-D Bank)
1920-1944

as noted
Potential Shareholdings

1950=1974
1937-1963/4

as noted
as noted
Potential Shareholdings

1973

Shareholdings

unknown
38,000

80,000
39,500
26,250
183,750

unknown

85,500

80,000

165,500

unknown
30,000

127,000



Additional information on directors' interlocks for
all financial institutions has already been summarized by
director in Tables 1 and 2, and information on interlocks
with directors who sit on the boards of other institutional
shareholdings appears in Chapter 5.

There are several significant points which are high-
lighted by the preceding table. First, all five dominant
chartered banks have been represented on the Stelco board
over time, although not all have beeﬁ to the same degree,
either in terms of numbers of directors or time.

Newman (:96) ranks the five top Canadian chartered
banks in order of asset size as follows: Royal Bank, Ipperial-
Commerce, Bank of Nontreal, Bank of Nova Scotia, Toronto-
Dominion Bank. This rank ordering corresponds with Clement's
(1975: 400), as at year end 1971. Therefore, it is signifi-
cant for the case of Stelco that when the interest-groups
centering around these five banks are arranged in descending
order of importance in terms of numbers of interlocks, they
do not correspond to relative size. Rather, their ordering
appears to conform wifh a pattern suggesting that certain
configurations of interests (namely Royal Bank and Bank of
Montreal groups) have remained a stable and more important
source of influence in Stelco than others'. The second con-
clusion which may be drawn, thus, is that two bank interest
groups have been dominant over time in terms of density of

interlocks and continuity: these are, in order of their
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dominance, the Bank of Montreal and the Royal Bank. It can
be seen that even by rearranging insurance companies into
other interest groups which may also influence them, the
pattern still holds. The Ipperial-Commerce, Toronto-Dominion
and Nova Scotia banks are, in descending order, less per-
vasive a source of influence, especially when available
institutional shareholding information is taken into account.
The 1973 board, which was the board analysed inten-
sively as a base-point in other chapters, also gives an
indication of the extent and nature of interlocking at one
point in time. The nucleus of the Bank of Nontreal interest-
group is represented through interlocks on the 1973 boardi
Royal Trust (two directors); Sun Life (two directors, includ-
ing Stelco's board chairman V. W. Scully), Standard Life (two
directors, including D. R. McMaster, whose predecessors back
to William NcMaster of the Montreal Rolling Mills have been
connected with the Bank of Montreal); and the Bank of
lMontreal (three directors, including D. R. MclMaster and J. P.
Gordon, Stelco's president.) (The Montreal's president, G. A.
Hart, had already resigned due to Bank Act changes). Dliore-
over, A. M. Campbell, the chairman of Sun Life, also sits on
the board of Royal Trust, and of the three who sit on the
board.of the Bank of lMontreal, D. R. lMclMaster and L. G.
Rolland also sit on the board of Standard Life. Virtually
every Stelco executive officer has sat on one or other of the

Bank of Montreal interest group boards since 1910.
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This extent of interlocking, and representation by
the entire nucleus, is not present for other interest-groupss:
although two Stelco directors sit on the board of National
Trust, and two others sit on the board of the Imperial-
Commerce, no Stelco officer sits on either of these boards;
two Stelco directors who sat on the board of the Bank of
Nova Scotia, McAfee of Gulf 0il Canada, and Browne of Moore
Corporation, are both affiliated with companies who, accord-
ing to Newman (1975: 93-94), are corporate clients of the
Bank of Nova Scotia, and no other element of that interest
group is represented. IlicAfee was on the Stelco board only
for a brief period of time.

The third point of significance is that both the Bank
of Montreal and Royal Bank played a part in the early history
of Stelco, and much of the concentration in the presence of
the Royal occurs in the early period, when Sir Herbert Holt
was involved with Aitken and the Montreal Rolling Mills, and
was for a time a Stelco director. Both the Montreal and the
Royal have had important connections with British capital,
including the Royal's with the Beaverbrook (Aitken) interests
(Park and Park 1973: 101). (According to Naylor (1975a: 98),
it was Aitken's acting as agent which allowed Royal Bank's
predecessor bank to take over the Commercial Bank of Windsor
in 1902 in 1911, complementarity in the Royal's and Montreal's
operations prompted rumours of their merger).

Thus, it can be concluded that the Bank of Iiontreal
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(and to a lesser extent, the Royal Bank) has been a histori-
cally important influence on Stelco's financial wellbeing

and an important contact for Stelco with other interests.

In Chapter 5, other interlocks over time between the Stelco
board and other industrial companies will-also be analysed in
terms of their linkages with these interest groups, and a
pattern will be seen to emerge from the "tangled web" of

relations.

2. Who Cwns Stelco?

In chapters one and two, in discounting the "manage-
rial revolution" thesis which suggested the separation of
ownership from control, and in assessing the validity of the
theory of financial control, it was suggested that the tendency
towards more and more dispersion of shareholdings means that
a substantial though still minority holding would be suf-
ficient to maintain control or influence corporate policy.
Moreover, when the trend noted by Fitch and Oppenheimer (1960)
towards increasing institutional shareholdings since the 1950's
is taken into account, the individual shareholder fades into
the background even more decisively, and investment trusts,
mutual funds, insurance companies, and trustees come more
sharpl& into focus as forces which must have some influence
on corporations. The two trends must be understood as com-
plementary ones in the dynamics of establishing and main-

taining control over corporations: not only the qualitative



122

differences which accompany gquantative differences in the
mass of small, ordinary shareholders' holdings as opposed to
the small number of individuals who hold large blocks of
stock, but also the qualitative difference implied between
large individual shareholders and the institutional inves-
tors. The first reflects the skewed nature of the distribu-
tion of wealth in the population; the second reflects the
shift to the institutionalization of wealth, and with it,
power, though not necessarily to the detriment of wealthy
individuals--certainly not to those who remain in the shadows
of anonymity behind the institutions.

The purpose of this section is to discuss changes
over time in the character of shareholdings in Stelco, notably
shifts which appear to point to the steadily increasing
importance of large blocks of institutional shares, and
ending with an analysis of the major (known) institutional
shareholders since the 1960's. A discussion of interlocks
among institutional shareholders and between these and the
Stelco board, which enhance the potential power of financial
institutions, and how they may affect the internal financial
dynamics of Stelco will be reserved for the next and last
sections of the chapter respectively.

Stelco was, at the time of its incorporation, capi-
talized at 100,000 preferred and 150,000 common shares--
179,963 in total were issued. The number of shareholders was

not recorded in annual reports published during this decade



and the 1920 decade. The capital structure, as will be dis-
cussed in detail in the last section, has tended to remain
static for fairly long periods. The 1910 capital structure
was changed in 1928 to 400,000 preferred (par value set at
$25) and 600,000 ordinary (no par value); shareholders were
given four new for one old share, and 719,852 shares were
issued. In their 1931 annual report, S{telco noted that the
number of preferred and ordinary shareholders was 8,355, as
compared with 4,682 five years earlier (1926); from this
information it was possible to calculate that in 1926 the
average holding was 38 shares; in 1931 it was calculated to
be 86. 1In 1935, for the first time, the annual report listed
the number of shareholders and, in 1937, began noting both
the average holding and the percentage of shareholders with
100 shares or less.Zl During the 1930's decade, the average
number of shareholders was 8,361 and the average holding

80 shares; 88% of the shareholders between 1930 and 1940
held 100 shares or less, and 92% of the shares were held by
Canadian residents. Although, as will be shown below, the
average holding increased, according to Stelco up to and in-
cluding 1949 (the last year the figure was published) those

holding 100 shares or less still averaged about 80%.



TABIE 3-4
AVERAGE NUMBER OF SHAREHOIDERS AND AVERAGE
SHAREHOIDING FOR EACH DECADE, 1926-1975

1926 (information for complete decade, and for 1910-1919

unavailable)
Total Number of Average
Shareholders Shareholding
4,682 (ord. & pref.) 38 shares
1930's decade 8,361 . 80
1940's decade 8,317 " ‘ 86

1950's decade 12,040 (common from 1953) 294

1960's decade 38,821 (common) 463

1970-1975 42,714 (changed to class 571
A & B, 1974)

In 1910, as noted, there were 179,963 shares issued;
by the post-war period this had increased to three million
(by the early 1950's), and to 20 million by 1962 (the year
stock was split, four for one); in 1974 there was another
recapitalization, reinstating the existence of two classes
of shares,22 and authorizing the issue of 35 million of each,
but the number of shares issued remained around 24.5 million.
Thus, the magnitude of the increase in capitalization has been
enormous, enormous, and less so, the increase in the average
shareholding, whereas the number of shareholders has not in-
creased to the same degree. The number of shares issued in

the 1970's was about 200 times greater than the 1910 issue,
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and the average shareholding increased twenty times, whereas
the number of shareholders increased only ten times. It

would appear, therefore, that the trend towards dispersion

of shareholding has been counterbalanced by a trend towards
concentration, disguised by the mathematical artifact of
simple averaging. The changes in average shareholdings by
decade will become more significant when placed in the context
of the trend toward increasing institutional shareholding
which corresponds to the dramatic post-war leap upwards in

the average.

Fitch and Oppenheimer (:62) note that institutional
stock-holding in the U.S. increased from 12% in 1949 to 28%
in 1969. During the same period in the case of Stelco, the
above figures reveal that the average shareholding, relati-
vely stable between the 1920's and the 1940's, suddenly tripled
between the 1940's and 1950's decade, and then almost doubled
between the 1950's and 1960's decade.

An important source of corporate influence has always
been the large individual shareholder--the importance for the
Stelco merger of Hamilton Iron and Steel shareholders Wood,
Milne and Southam has already been noted, as was that of Max
Aitken for the newly created company. The company, in its
1975 and 1976 information circulars sent to shareholders prior
to each of those annual meetings, made clear that to their
knowledge no person, directly or indirectly, held beneficial

ownership of equity carrying more than 10% of the voting
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rights, and then proceeded to list the shareholdings of all of
its directors. As at February, 1975 and 1976, it was shown
that the largest block of shares held by a director belonged
to D. R. McMaster (Q.C.), senior partner in a well-known
corporate law firm, son of a former Stelco president, and
grandson of the head of a Stelco predecessor company. NMcMaster
held 53,446 shares, which would be worth, at the current
average of $30 a share, $1.6 million. The next largest
directorial holding was that of H. M. Griffith, Chairman of
Stelco's board, who in 1976 held 10,000 shares (up from 1975
by almost 3,000 shares) worth about $300,000. Other Stelco
directors ranged from 5,200 (held by Stelco's president J. P.
Gordon) to a low of 100 shares held by five other directors
(while one, Senator Ernest Manning, held only 10 shares). In
total, these 15 directors held less than one per cent of the
shares issued in 1975.

A September, 1974 debenture issue indicated that
Blake, Cassels and Graydon, the law firm with whom Stelco
does business (Graydon was a director in 1969 and his partner
A. J. MacIntosh now sits on the Stelco board) held 7,925
shares of Stelco stock. MacIntosh personally owned only
250 shares, according to the 1975 information circular.

However, percentages can be a misleading method of
gauging relative importance of some individual shareholdings.
While it is true that D. R. lNcllaster's holdings represent

only 0.22% of the total outstanding shares in 1975, how many
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individuvals hold over a million dollars' worth of shares in
one company alone? The answer, after examining the Stelco
shareholder records maintained by HMgntreal Trust,23 is that
the vast majority of Stelco's shareholders own only a few
shares, some only one, the usual holding being between 25
and 100 shares, and more rare, except for private estate
holdings, is the shareholder who has between 100 and 500
shares. Private estate holdings tend to have between 1,000
and 3,000 shares, and any holding higher than that amount
tends to be in the hands of a corporation or a broker.

An interesting example of how individual holdings may
be disguised was found in examining account cards beginning
with the letter "A": Robert D. Armstrong and F. Douglas
Gibson as of 1971 held in trust 1,000 shares under the name
of Armstrong, President of Rio Algom Mines. An example at the
institutional level is that of Allendale IMutual Ipsurance,
20,000 shares held by Royal Trust; or American Home Assurance
Company, 11,100 shares held by trustee International Trust.
Arva Investments Ltd. held 6,000 shares care of R. W. Stevens
of Blake, Cassels and Graydon (Stelco's law firm). And so
on. These examples highlight a methodological problem pointed
out by Zeitlin (1974: 1086): the inaccessibility of data con-
founded by the inability to establish the actual or "benefi-
cial" owners of shares. He notes the various devices which
have been discussed in the literature for disguising bene-

ficial ownership: voting trusts, foundations, holding companies,



123

"street names," and the use of "nominees"--brokers, dealers,
and bank trust departments--who are listed as the owners in
meeting formal reporting requirements. Not only does the
practice of using nominees conceal beneficial ownership by
individuals but may also conceal controlling interests which
lie behind such controllers as banks, and which may ultima-
tely lead to the "power behind the power."

The problem was again brought frustratingly to the
forefront in a telephone conversation with W. C. Chick, the
vice-president and treasurer of Stelco, who was responding to
a query regarding the availability of a breakdown of share-
holders by categories such as banks, trust companies, foreign
holders, and so on. He stated that there is no legal require-
ment to report shareholdings to government by category, nor
does the company have any such analysis due to the inaccura-
cies involved in establishing who beneficial owners are.
"Nominee" accounts held by trust companies or by brokers may
or may not be voted by the nominee-trustees send back proxies
which are mailed in their name and the proxies are tallied up
without (apparently) knowing what interests are actually rep-
resented by the votes. Curiously, although this Stelco
officer professed to have no knowledge of how many of these
votes would represent the financial institutions themselves,
he stated that Montreal Trust alerted them to any significant
changes and that Stelco was more interested in “"trends"--the

accumulation by any one group. He did not venture to say how,
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since Stelco was so apparently ill informed, they could
establish who these groups represented in order to assess a
potential threat. It can be seen that the "nominee" device
also offers a convenient escape-hatch for corporations who
do not wish to give answers to politically charged questions.
However, as was pointed out by Fitch and Oppenheimer, trust
departments have differing policies towards their large and
small accounts and it seems absurd to suggest that they would
vote shares contrary to the wishes of large holders--or that
these interests would not be known to the corporation con-
cerned.

Before proceeding to an analysis of the major known
institutional shareholders of Stelco since the 1960's, one
further item will illustrate the lack of significance of the
masses of small shareholders to corporations. While it is
true that shareholder good will and the reputation of the
company as being "concerned" and "responsible" in its deal-
ings with shareholders is vital if it is to draw on as large
.a population base as possible for share capital, at the same
time that population has virtually no input into the organi-
zation beyond mailing in proxies. Those who "count" are
usually represented on the board or through contacts and
major decisions are made in consultation with and subject to

the veto of the boapd.or

The fact that the course of action
and major policies have already been established becomes

apparent when the ritual of the annual shareholders' meeting



is observed.

In the spring of 1976, such a meeting was observed,
in attendance with less than two hundred others of the more
than 38,000 shareholders. The meeting began at 10:30 a.m.
with a long speech by J. P, Gordon, at the end of which he
announced the retirement of H. M. Griffith, the chairman,
and suggested himself as the new chairman, naming as his
successor to the presidency J. D. Allan, the executive vice-
president. Following a long round of applause which resounded
through the Toronto-Dominion Centre's spacious cinema audi-
torium, motions were made, seconded, and voted upon to accept
the consolidated financial statements, a few brief questions
from the floor were just as briefly answered, and from this
point the pace noticeably increased. The motions put forward
to elect the new board (there were, predictably, no nomina-
tions other than the existing board) and the auditors were
proposed mechanically by various persons known by name to J.
P. Gordon (one of whom was a MNr. Vgllance, probably related
to the Vallance-Brown company founders and to a number of
Vallances in Burlington, who own individually from 100 shares
to a high of 18,750). Another person also addressed by name
was called upon to move for adjournment, and the meeting was
over by 11120 a.m. scarcely more than 45 minutes after it had
begun. The annual ritual was over for another year. ZLater
that same day, a management circular reached all company

departments, advising personnel of the executive changes, a
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feat requiring at least two days prior preparation in a
large organization.

The following table indicates the relative importance
of insitutional shareholders in Stelco and the other two

large steel producers, Algoma and Dofasco, since 1961:

TABLE 3-5
INSTITUTIONAL SHAREHOIDINGS IN CANADIAN STEEL COMPANIES

(SELECTED YEARS )22

Company Year Total Shares Total Instit. % of
_ Ended Issued _ Holdings Total
Stelco 1973 24,639,399 2:515:921 10.2
1968 24,330,347 1,654,349 6.8
1961 5,061,394 353,528 6.9
Dofasco 1973 15,737 ,000(common) 2,406,370 15.3
1968 15,449,790 * 1,800,612 11.7
1961 not available L08,678 Nn.a.
Algoma* 1973 11,635,128 (common) 917,185 7.9
1968 11,608,434 " 710,890 6.1
1961 not available 499,555 {3 N I

*owned 25% by Mannesmann at that time

The general tendency between the 1960's and early
1970's is an increase in institutional shareholdings as a
percentage of the total number of shares issued by the three
major Cgnadian steel producers. What these figures suggest
for the potential of exercising some form of control over
corporations must be assessed, as it is clear not only that

the increase foreshadows future trends but also that, as
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there appear to be no other groups which collectively control
as many shares, the possibility of coalition formation either
for control of one company or for co-ordination of the steel
industry as a whole must be taken into account.

The traditional counter-argument to the potential for
institutional shareholder intervention is the "Wall Street
rule"-~like other shareholders, institutions who did not
like management policy could sell. Buyt, as Fitch and Oppen-
heimer (1970) point out, such a courée of action may be
expensive. David Rockefeller, in 1958, appeared to see it
the same way:

"I suspect that such investors will become more

demanding of management as time moves on--that as

holdings expand, institutions...will feel obliged to
take more active interest in seeing that corporations
do indeed have good management. That will be true
especially if their holdings become so large that
they cannot readily or quickly liguidate their
investments...." (cited in Fitch and Oppenheimer,

1970:- Part II:s 62).

Fitch and Oppenheimer note that during the 1960's,
financial institutions also took an active role in the crea-
tion of mergers in terms of credit and connections. Institu-
tional shareholders not only represent the power of collective
money in an organized form vis-a-vis management, but act as
important go-betweens, linking organizations in which they
hold substantial blocks of shares, and their activities must
be understood not only in terms of checks on management

policies and decisions internally but also in terms which

transcend individual corporations and are related to the over-
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all aims of financial capitalism. Thus, two important facts
about insitutional shareholders are suggested: first, that
large holders (or coalitions of holders) can and do overturn
managements (Fitch and Oppenheimer: 67, citing a study by the
University of Michigan Bureau of Business Research, note that
management even by the late 1950's could be defeated about 30
per cent of the time in proxy contests); and second, that
financial institutions bind corporations into vast networks
of interconnected interests, and thattshareholding, along with
dependencies created through long-term debt, merely adds the
cement to the structure of class and private property, by
determining the shape specific elements in that structure will
take in the context of the whole. To argue that financial
institutions hold corporate shares merely to make money
through dividends or through appreciation in stock values is
to miss the main point of financial activity--control, co-
ordination, and expansion of empires.

For such a financial institution to follow the "Wall
Street rule" would not only be costly (for example, Sun Life
in 1959 held 49,975 Stelco shares worth a pre- stock-split
price of $4.3 million;26 if the price per share dropped by
only two dollars, they would lose almost $lO0,000), but would
‘probably violate a norm, since the "dumping" of such a large
number of shares, especially in a period when purchases of

4

equlty are sluggish,2 might have a snowballing effect on the

price of other shares. Such a development might be temporarily



beneficial to speculators but detrimental to the overall
stability of the corporate system. But, as Fitch and
Oppenheimer (II:67) add, partial liquidation of a holding in
order to exert pressure on a recalcitrant management is
another story.

The important point is that institutional investors
want and need to "remain in the game" because industrial cor-
porations provide needed outlets for capital accumulation
seeking high returns. Indications are that they may decrease
or increase holdings in individual corporations depending on
relative advantage in a particular period (for example, if
one steel company appears to have greater growth potential
than another, they may liquidate some holdings if market con-
ditions are favourable in order to pick up increased holdings
in the high-growth company, or may "hedge their bets" by
investing more or less equally in all three), and institu-
tional interest in particular corporations appears to be
relatively stable over time. An exception appears to be when
an institutional investor changes interest group following
its take-over; or when the corporation in which it investé
comes under the dominance of a different interest group.
These possible interpretations may be borne in mind in examin-
ing the data assembled on large institutional shareholders

in the three steel companies since 1961.



TABLE 3-6
TOP INSTITUTIONAL SHAREHOLDERS IN STELCO - SELECTED YEARS

(Based on Those Holding 100,000 or More Shares, 1973, and
Compared with Their Holdings in Dofasco and Algoma)

Stelco Dofasco Algoma
Institution 1973 1968 1961 1973 1968 1961 1973 1968 1961
Investors '
GGrowth . 339,087 217,637 17,000 358,368 333,380 26,105 - 61,100 26,000
Investors
Mutual 332,379 297,229 64,971 401,352 339,552 113,188 133,710 158,710 66,630
Investors

Trust
Pension 125,000 48,648 1,112 120,000 33,180 1,625 31,075 33,500 1,500

Investors

Retirement 123,450 # not listed 118,000 not listed - not listed
Royal Trust 126,800 183,750 8,900 136,300 153,800 - - - 10,700
Cdn. Genl.

Invests. 125,000 55,300 24,745 100,000 194,700 26,805 220,000 220,000 34,975
United
Accumul. 120,000 - 8,500 130,000 - 9,000 = - 8,000
Cdn. Invest.100,000 150,000 (50,000+ 135,000 89,000 15,000 - - =

30,000

Page-Hersey*#¥)

#established 1968 to takeover individual & group pension business from Investor's Group

##tgkeover by Stelco in 1964,

SET
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Four of these top eight institutional shareholders in
Stelco in 1973 belong to the Investors Group, a syndicate
which was originally U.S. controlled but passed to Canadian
interests in 1957--Dominion Securities, Webb and Knapp, and
the Bank of Commerce (Newman 1975: 78). By 1970, Paul
Desmarais' Power Corporation controlled Investors Group,
although Desmarais had had some interest in it since 1965
after he acquired Imperial Life. As can be seen from the
preceding table, Investors Growth Fuhd, Investors Mutual, and
Investors Trust Pooled Pension in 1961 all had relatively
small holdings in the three steel companies, with the excep-
tion of a holding of over 100,000 shares in Dofasco by
Investors Mutual. The examination of the shareholder records
at Montreal Trust revealed an abrupt leap upwards in the
Stelco holdings of Investors Mutual between 1962 and 1963,
from 65,121 to 260,484 shares. In addition to the holdings
noted in the Financial Post Survey of Funds, the examination
of the records revealed that Investors International, another
Investors Group company, and Investors Syndicate, also
Investors Group, had acquired 13,700 and 27,350 additional
shares respectively.

Steel has proved to be the source of substantial
investments for the entire group of companies related to
Power Corporation, and a clearer picture of their interests
may be obtained by detailing them separatelys As Desmarais’

controlling interest in Power dates only from 1970, and
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Desmarais' control of Imperial Life,Great-West Life, and
Montreal Trust from 1964, 1969, and 1973 respectively,
(Newmans: Ch. 2) a tabulation of Power-related holdings can
only legitimately be made for the year ended 1973. It was at
this time that the hitherto separately controlled interests
came together in a concrete form, through ownership, but as
will be shown in the next section, many of them had already

been linked through directorial interlocks.

LABLE 3-7
1973 HOIDINGS OF STEILCO STOCK BY POWER CORP. COWMPANIES

(with comparisons for other steel companies)

(Dofasco) (Algoma)

Investors Group co's (Tot.) - 919,916 (997,720) (164,785)
Montreal Trust 83,400 ( 64,800) =

Provident Mutual¥* - 34,205 ( 20,150) -
Great-West Life - 20,000 ( 25,700) =
Imperial Life - 19,000 ( 8,000) -
Provident Stock* - 7,000 ( 8,000) -
1,083,521 (1,124,370) (164,785)
Percentage of Total Stelco Stock: L.4% (7.1%) (1.4%)

*Provident Stock Fund, Provident Mutual Fund both sponsored by
Investors Group and managed by Investors Securities llanagementj
Power-related directors sit on their boards; they are therefore
considered as part of the Power group.

As can be seen, the Power Corporation group of com-
panies holds rather large proportions of the shares in Stelco
and Dofasco, considering the dispersion of shareholding even
among individual institutional shareholders (it will be recal-

led the total held by all institutional shareholders in Stelco
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for 1973 was just over 10%; in Dofasco, it was just over
15%). Thus, Power collectively controls roughly half of the
shares held institutionally in both steel companies. Their
holdings in Algoma, however, amount to considerably less

than this, and could be related to financial difficulties
Algoma has had throughout its history and to the instability
in its controlling interests, a subject which will be deve-
loped in another chapter. The lack of Power interest in
Algoma appears even more interesting when taken in the context
of the recent acquisition of control by Canadian Pacific
Investments, since as Newman notes (:80), Desmarais®' financ-
ing group has included CP Investments and it was through his
friendship with Crump, CPR's chairman in 1970 that he was

able to arrange for CPI to buy a block of Investors Group
stock which, once traded for some of his Consolidated-Bathurst
and Northern and Central Gas shares, allowed him to control
Investors (:78). This suggests that Desmarais® companies
could have acquired more of an interest in Algoma.

Although there is no direct representation of Power
Corporation on the Stelco board, as will be shown, there is
both indirect representation as well as interlocking. Thus,
the 4.4% total of all Power-related companies is not without
significance as the largest single block; as Fitch and
Oppenheimer (1970:I1:100) pointed out, although five per cent
is not enough to gain control, it is enough to "earn a say in

matters vital to the interests of the holder." As Power
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Corporation has within its control companies which are steel-
using,as well as being connected through interlocks with the
Simard interests in shipbuilding and other pursuits, it is
not improbable that areas of concern in Stelco go beyond mere
profitability. Such a block of holdings also becomes of
potential significance when taken in context with other
holdings linked by convergent interests, a subject which will
be explored in the next section.

Early in 1976, in addition to the institutional share-

holding reported in the Survey of Funds, an examination of

brokerage accounts at Montreal Trust revealed that there were
several large holdings there as well, most of them in the

hands of resident, not foreign brokers. The transfer officer
at Montreal Trust confirmed that these shares are for client
accounts and may or may not be held in trust--that is, lMontreal
Trust at the request of the brokers forward proxy material
(which may or may not be voted by the client) which is returned
to the trust company. Hence it cannot be ascertained what
proportion of these holdings may represent single blocks

held in trust for groups or individuals, and what proportion
represents the brokers' own portfolio investments. The

following brokers were found to hold 30,000 or more shares:

Capital AICI - 23,394,555
Bankmont & Co. 132,919
Bansco & Co. 206,433
Bay & Co. 7,785
Bayne & Co. 86,141
Brant Investment Ltd. 1,132,945

Gee & Co. 93,391
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Gilbert Sec. 1,291,925
Gore & Co. 50,884
Iake & Co. 119,256
Longvale & Co. 202,567
Monius & Co. 172,000
Monray & Co. 183,000
Richardson Securities 33,089
Roycan & Co. (various funds) 549,309
Roytor & Co. 295,978
Vale & Co. 146,741

Few ofthese brokers are well known except Capital,
Richardson, and Roycan. Wood Gundy, a well established and
well known firm, held only a little over 9,000 shares, Bache
& Co. a little over 2,000, Bongard Leslie 10,000, Merrill
Lynch 15,000, and Nesbitt and Thomson, the lMontreal invest-
ment dealers who were responsible for the creation of Ppwer
Corporation, about 5,000 shares. -A. E. Ames & Co., who have
for many years acted as underwriters for issues of Stelco
debentures, held about 15,000 shares. In addition, in a
separate section listing mainly U.S. brokers, the following

houses held 30,000 or more shares:

Banloga & Cie 34,934
Grator & Co. 103,100
Mtl, City & District Trustees 32,000
Royal Trust Co. in Trust 323,476
Sicovan 77,986

The entry for Royal Trust appears to be in addition
to that reported by Financial Post, which in the 1962 edition

of the Survey of Funds was-listed as a specialized investment

fund for pooled pension trusts.
In Canada, trust companies are important institutional

investors and, as Newman (1975:110) points out, important
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bridges to the banks, not only owning shares in them and
vice versa, but also deploying large trust assets (pension
and estate funds) into corporate equity. The relationship is
reinforced by interlocks to coordinate investment activity
and vice versa, but as Fitch and Oppenheimer (1970: 100) put
it, stock ownership "gives substance to ...interlocks"--and
since banks (or their allies) own stock in corporations whose
directors have been invited to sit on their boards, and cor-
porations do not own stock in the banks (except for the mini-
mal 2,500 share required by the Bank Act for corporate direc-
tors to be given a bank directorship28), stock ownership,
being an asymmetrical relationship, reinforces the financial
nexus .

In Tgble 3-3 of this chapter, the shareholdings of the
trust and insurance companies for 1973 were noted in connec-
tion with bank interest groups. These may now be summarized

in the context here.
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TABLE 3-8

THE TOP 15 TRUST AND INSURANCE COMPANY SHAREHOIDERS IN
STEICO - 1973

Trust Companies Shares Insurance Companies Shares
Royal Trust 126,800 Manufacturers Life 80,000
Canada Perm. Trust 85,500 Sun Life 64,000
Montreal Trust 83,400 Canada Life 39,500
National Trust 38,000 Excelsior Ljife 36,500
Guaranty Trust 32,000 Mutual Life 30,000
Standard Life 27,350
Confederation Ljife 26,250
Prudential 21,000
Great-West Life 20,000
Imperial Life 19,000

Royal Trust is the only one of the 15 which appears
in Tgble VI as holding 100,000 or more shares. As noted
earlier, Great-West Life and Imperial ILife both belong to the
Power Corporation related group of holdings. Since 1972,
eleven of the fifteen have increased their shareholdings in
Stelco, and eight of these have steadily increased since
1968. As noted before, Sun Life in 1959 held 49,955 shares,
and since their holdings have increased to 64,000, their

omission from the 1969 Survey of Funds must be an error.

Great-West and Imperial Life were not listed in 1968, but

since the 1973 edition (year end‘l972), have remained at about

the same. evel, as has Excelsior Life. Only one has declined--
Royal Trust in 1968 held 183,750. The most dramatic increases

in holdings since 1968 were Manufacturers ILife (up from 2,000

shares), National Trust (up from 18,000), Guaranty Trust (up
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from 10,700), Confederation Life (up from 5,000), and Pruden-
tial (up from 2,000). No information was listed in the 1972

Survey of Funq§29 for insurance companies, and although it

was noted that National Trust had Stelco shares, the amount
was not listed. Royal Trust at year end 1961 held only 8,900
shares (plus 6,800 of Page-Hersey, which, if held until Stelco
took over that company in 1964, would have increased their
Stelco holding); Canada Permanent held only 725 Stelco shares.
Montreal Trust (which at that time had P.N. Thomson on its
board), held 4,650 shares. No information was available on
the others. It would, therefore, tentatively appear that the
dramatic increase in trust and insurance company holdings has
been since about the mid-1960's.

Although Algoma Steel is now controlled by Canadian
Pacific Investments and CPI's parent, Cgnadian Pacific ILtd.,
is a corporate customer, according to Newman (1975:91-94) of
the Royal Bank and the Bank of Mpontreal, none of the above
trust or insurance companies belonging to the lMontreal-Royal
banking orbit hold shares in Algoma except Standard Life
(35,700), which does not hold shares in Dofasco. In fact, the
only other institutional investor on the above list of Stelco
shareholders which also holds stock in Algoma is Manufacturers
Life (97,000 shares). The others, with the exception of
Guaranty Trust, Canada Permanent Trust, and Standard ILife, all

hold Dofasco shares as well, and in most cases hold them in

roughly the same amounts as in Stelco. Those which hold more
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in Stelco than Dofasco are exceptions. lMontreal Trust (Power
Corp.), Sun Life (Montreal-Royal banking orbit), and Excelsior
Life all hold 20,000 more shares in Stelco than in Dofasco, and
both National Trust (the Commerce orbit) and Imperial Life
(Power Corp.; Montreal-Commerce influence) have roughly twice
as many Stelco as Dofasco shares. Other than the relation-
ships of these institutional investors to banking groups or
to parent companies (Power Corp., for example, is a corporate
client of both the Royal Bank and Bank of lontreal, according
to Newman (3191-94), the main reason for democratically divid-
ing investment portfolio between these two steel companies at
the expense of Algoma appears to be a financial one--both
Dofasco and Stelco have had a long history of financial
stability and growth, whereas Algoma has been both financially
unstable at various points in its history and has, as well,
been under the control of various alliances. No information
is available, but it could be that corporate investors have
shifted to holding debt instruments--mortgages and bonds--
as is suggested by the Financial Post (July 17, 1976) for
the current period, as equity holdings become less lucrative.
The debt situation of the three companies will be discussed
in the last section.

In the light of the above information, it is under-
standable that Stelco, in its submission to the Bryce Com-

30

mission, would convey an ambivalent attitude towards insti-

tutional shareholders. In discussing the role of various
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groups in providing checks and balances against the abuse of
corporate power, they attempt to deal with the concern

people express over the passivity of institutional investors
by suggesting that, with their ability to make sophisticated
appraisals of corporate policy, although they may not wish to
take an active part in shareholder meetings, "If a crisis
arose in the affairs of a large corporation, institutional
shareholders might well act" because they may not readily be
able to sell their shares in the "reiatively thin Canadian
stock market." Furthermore, these shareholders may only
appear to be passive because during the post-war period, few
corporate crises have been severe enough to lead to their
intervention. But, in another passage, they assert that the
institutionalization of savings translated into large blocks
invested by institutions has had no effect on corporate
management--presumably because corporations have done their
job so successfully. This does not seem to deny the poten-
tial for institutional intervention. In fact, Chairman Bryce
picks them up on this point in his question:

Bryces ««+.in the paragraphs...about the passivity
of institutional shareholders...you go on

to say later that you have not yet seen what
might happen in a crisis situation. Do you
see any evidence that institutional
investors are becoming more interested in

being less passive?"
Gordons "I think the answer to that question is Yes."
Gordon goes on to suggest that the "problem" is that

they only send in proxies. The Chairman then suggests to him
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that institutions have told him that they are not staffed to
take a direct concern. He asks if Gordon sees evidence that
institutional investors are becoming organized. Gordon avoids
the issue by stating he believes they would like to partici-
pate more. The Chairman then leads Gordon: "If there is
unanimity of views among the institutions, that would be
pretty difficult?" Gordon agrees, and the Chairman immediately
asks that the session be adjourned in order that they may
reconvene that afternoon to hear another group. Stelco is
"off the hook," the question was a "politically" charged one;
as the following discussion will show, such a "unanimity" is

not at all unlikely.

3. The Interlocking Directorate and the Financial Nexus

In 1961, according to the Financial Post Survey of
Funds, the top shareholders in Stelco(with the exception of
life insurance company and some trust pension funds which
were not listed) were:

Canadian Investment fund - 50,000 Stelco shares
(+30,000 Page-~Hersey)
(Commonwealth International)t £1
same mgmt.{(Commonwealth Leverage )="25,900
Investors Growth Fund/
Mutual )= 81,971

Canada General Fund - 24,745
Investors Grp. Cdn.Fund - 35,000
Scudder Fund of Canada - 37,000

Two of these funds are still among the dominant

Stelco institutional shareholders, and a third is related.
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Hence, these 1961 shareholders will also be discussed in the
context of the interlocks among the institutions holding
stock in Stelco and their relationship to the Stelco board,
which is the purpose of this section.

Of the approximately 50 institutions holding stock in
Stelco in 1961, 13 of these were highly interconnected through
directorial interlocks and/or common investment management
companies, and at least five were linked to the Stelco board
directly (not including Royal Trust and Imperial Life, since
it is unknown if these companies held Stelco shares at that
time; but it is a fairly safe guess to suggest they did).
Most of the interlocks occurred within two main groupings:
those connected with Nesbitt, Thomson (Power Corp.), and those
described by Park and Park (1973: 89) as the "Massachusetts-
lieighen" investment trust interests. As will be shown, both
of these groups are still dominant today and the extent of
their connections appears to have increased. But first, the
interlocks which were found to exist in 1961 will be discussed,

The Meighen-Matthews people linked together in 1961
seven investment funds which held steel stock, including one
United Corps., which at that time held only Dofasco stock but
has since risen to around the 100,000 share mark in Stelco in
1972. M. C. G. leighen, T. R. Meighen, and A. B, Matthews
were the directors linking the seven funds which controlled,
in total, 45,945 shares. The funds linked weres North

American Fund of Cgnada (MC.G. Meighen and A. B. Matthews,



Vice President and director, respectively); Canada Trust
Investment Fund (Maxwell Meighen, director); Canada General
Fund Ltd. (M.C.G. Meighen, VP, and A. B. Matthews, VP);
Bconomic Investment Trust (A.B. Matthews, Chairman); and all
three were directors or officers of Canadian General
Investments Ltd. and Third Canadian General Investment Trust.
In addition, M.C.G. lMeighen was a director on United Corpo-
“rations, with C. L. Gundy, whose secprities firm Wood Gundy,
along with Dominion Securities and Matthews & Co. (A. B.
Matthews' father's securities company) offered shares of
Dominion and Anglo Investment Corporation, whose board inter-
locked with Canadian and Foreign Securities through the
Jackmans. These latter two funds controlled a total of 7,500
shares. 1In addition, A. B. Matthews was linked, through his
directorship in Economic Investment Trust, which had as one
of its other directors W. A. Arbuckle, a prominent Montreal
financier, to the Nesbitt, Thomson interests (Power Corp.), as
Arbuckle also sat on two boards with Nesbitt and Thomson.
These will be dealt with in turn.

The lMeighen interests in the late 1950's were,
according to Park and Park (1973: 89) controlled from
Massachusetts, based on the Massachusetts Investors Trust and
its associates including the Boston Fund, Cehtury Shares Trust,
and lassachusetts Growth Stock Fund. The Canadian connections

were through Canada General Fund, and the lMassachusetts

interests were also connected to Canadian General Investments
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and Third Canadian Genheral Investment Fund, the latter of
which held a substantial interest in Argus. Maxwell leighen
became a director of Argus Corporation and later, the Royal
Bank. In addition to the three funds mentioned by Park and
Park as connected with the Boston group, according to the

1962 Survey of Funds, North American Fund of Canada has as

its sponsor Vance, Sgnders & Co. of Boston, the same firm
which sponsored Canada General Fund, and H. T. Vance was
chairman of the latter fund's manageﬁent firm, thus linking a
fourth company into the same interest group.

Both the Meighens and Matthews are members of the
economic elite through inherited status--Maxwell lieighen is
the son of Arthur, (the Right Honourable), a former Prime
Minister and director of Canadian Cellulose, Huron and Erie
Mortgage, vice-president and director of Canada Trust.
Canadian General Investments was founded by Maxwell Meighen's
father in 1926 (Clement 1975: 263,319). Col. M. C. G.
lMeighen is now chairman of that firm and has also inherited
his father's directorships in Hyron and Erie and Cgnada
Trust. As noted, he is onAthe board of Argus and the Royal
Bank, and has, in addition, a number of other corporate
directorships, including Algoma Steel.31 Maxwell Meighen's
brother is Theodore R., not ohly involved in the investment
funds noted above, but a law partner in Holden, Hutchison,
Cliff, Nclaster, Meighen and Minnion (later lMcMaster, Keighen,

Minnion, et al.)32 The "lMcMaster" is D. R., son of A.R.,



150

former Stelco president. D. R. lcMaster joined the Stelco
board in 1962. A, M. Minnion, lcMaster's other partner, is
on the board of another current institutional investor in
Stelco, MPG.

A. Bruce lMatthews' father was the Hon. Albert lMatthews,
a ILieutenant-Governor of Ontario (1937) and president of
Excelsior Ljife, director of Toronto General Trust, and
senior partner, Matthews & Co., securities dealers. A. B.
Matthews is chairman of Excelsior Life and of Canada Perma-
nent Mortgage, as well as being Executive Vice-President of
Argus Corporation.33 Thus, lMatthews is not only connected -
with the Meighen family through interests in the ahove invest-
ment funds, but also through involvement in Argus Corporation.
He, like the Ieighens, is also linked indirectly to the
Stelco board, since his brother-in-law G. P. Osler. The
Cslers were prominent on the Stelco board (F. G., son of Sir
Edward, on the board 1933-1949, and Glyn Osler, Sir Edmund's
nephew, 1937-1949) 3%

H. R. and H.N.R. Jackman (father and son respectively),
were in 1961 involved in Canadian and Foreign Securities, the
father as vice-president, the son as director; H.R. was also
president of Dominion and Anglo Investment Corp., and his son
was secretary. As was noted, Matthews and Co., A. B.
Matthews' father's company, was one of the latter fund's
distributors, along with Wood Gundy, thus linking the Jack-

mans to the Meighens (through United Corporations) as well.
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H. R. Jackman is now chairman of Canadian and Foreign and
still president of Dominion and Anglo. He is also a director
of Empire Life, Bank of Nova Scotia, and Canadian Interna-
tional Investment Trust. The latter company is represented
on the Stelco board by H. Greville Smith, who was in 1965,
president of Canadian International. Sir Denys Lowson, a
British financier and director of Pacific Atlantic Canadian,
another institutional shareholder of Stelco, is also a direc-
tor of Canadian International., Jackmén's son,; H.N.R., is
chairman of Empire Life and vice-chairman of Dominion of
Cgnada General Insurance Company (while his father is a direc-
tor). Father and son come together on these boards as well,
then. In addition, H.N.R. is currently a director of Economic
Investment Trust,35 of which A. B. Matthews was chairman and
W. A. Arbuckle a director. The Jackman people (and the funds
on which they are directors) are thus also linked with the
Thomson and Nesbitt funds on which Arbuckle also sits: All
Canadian Dividend Fund (Arbuckle as chairman in 1961; no
Stelco shares at that time, but between 21,000 and 29,000 held
in Algoma énd Dofasco); and Great Britain and Cgnada Invest-
ment Corp.

Arbuckle, who was also chairman of another Stelco
institutional investor, Dominion Scottish Investments, was
an esteemed member of the old lontreal financial elite and,
according to Newman (1975: 77) had rebuffed Desmarais when

as an upstart thrusting his way into the inner circles of
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power, (and then in control of Power Corp.) he had asked
Arbuckle for a loan in 1970 to raise his holdings in Conso-
lidated-Bathurst. Arbuckle is now (Clement 1975: 317)
associated with the Bank of Kontreal, CP, Price Co., and
Petrofina. He is also chairman of another 1973 Stelco insti-
tutional shareholder, Standard Life, whose holdings have
already been listed.

P. N. Thomson and A. D. Nesbitt, operating from their
Montreal investment firm, had established Power Corp. in 1925;
in 1961, Nesbitt was president, Thomson VP and lManaging
Director, and Arbuckle was a director.36 Thomson was on the
board of All-Canadian Dividend, and Thomson on the board of
Montreal Trust Co. Consolidated Investment Plan and lontreal
Trust Multiple Pension Trust in 1961. Atchison and Curry,
two Power Corp. men, sat on the boards of Investors Growth
Fund and its affiliate, Investors Mutual. Nesbitt and Thomson,
as noted, also sat on the board of Great Britain and Cgnada
Investment Corp. Together, these directors' linking of five
separate funds, plus Arbuckle's linkages, bring the total
number of shares to 100,021, by far the largest group inter-
locked in 1961. 1In addition, A. D. Nesbitt, whose father
founded Power is the son-in-law of D. R. licMaster (Clement,
1975: 310) who, as noted, was on the Stelco board in 1962.

There were, as well, other links to the Stelco board
from institutional investors. Frederick Johnson, (Stelco

board 1947-1967), and an executive of Bell Telephone as well
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as (from 1955) a directér of Sun Ljfe and Royal Trust, a
vice-president of Commonwealth International, and director

of Commonwealth International Leverage, two funds under the
same management and holding in total 25,900 shares of Stelco

in 1961. Johnson was also a director of Canadian International
Growth Fund, holding 2,000 shares only, but significantly
perhaps, a non-resident owned fund whose shares were not
offered in Canada; the sales agent was King lerritt & Co. of
New York, and the fund's other direcfors included men from

New York and Rotterdam.

Another significant interlock between an institutional
investor and the Stelco board in 1961 was that of G. Arnold
Hart, then president of the Bank of Montreal and a member of
the Stelco board from 1959 to 1969. He was a director of
Canadian Investment Fund, which held 50,000 shares of Stelco
(and 30,000 shares of Page-Hersey). All of Hart's involvements
in investment companies date from 1959; he was also inter-
locked with other Stelco directors in Canadian Fund, Sun
Life, and the Royal/Iondon and Lancashire and Western/British
America inéurance groups.

As will be shown, many of the investment groups
dominant in 1961 also figure importantly in 1973, both in
terms of interlocks among themselves and in terms of con-
nections with the Stelco board. These interlocks, concretized
by ownership of shares, cannot be dismissed as insignificant,

despite Stelco's disclaimer to the Bryce Commission:
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"The only interlocks of any possible significance,...
would be those involving officers of financial
institutions and the companies they serve. Persons
who are officers of neither company but directors of
both do not represent a significant interlock."37
Stelco devotes an entire chapter to the relationship
between dominant firm and financial institution--an indicator
of their concern. They take pains to point out that Stelco
has, in the post-war period, had on its board at least one
prominent corporation lawyer, heads of prominent Canadian
corporations, and one head of a bank, but no more than one-
quarter of the board composed of "insiders"38. They fail to
mention that all Stelco chief executive officers have also
sat on a bank board, usually the same one as its director's,
thus meeting their own minimal specification of "significance"
in interlocking. They deny significance to interlocks with
banks with which they do not do business (their reference
must be to the Nova Scotia, the bank with which Gulf Canada
does business, and Gulf was represented on the Stelco board,
obviously a supplier relationship, since, as will be shown,
B.A. 0il before it has had other Stelco directors on its board
over time). Stelco states it has a director on ifs board who
sits on the board of a bank with which it does not do business,
and that it also does business with three trust companies,
in the case of two, there being no interlocks of any kind;
no Stelco officer is a director of any institutional share-

holder, and "No officer, director or partner of any investment

banker, underwriter or broker is a director of the company."



This constitutes the basis on which Stelco claims that fhe
directorial interlock has been "overrated." Ag will be shown,
interlocks, contrary to their disclaimer, aré significant if
taken in a more inclusive context.

Of 68 Stelco institutional shareholders in 1973, about
half were interlocked with each other and nine of these were
Power Corp. companies. Altogether, this represented inter-
locks by 103 directors, 41 of which sat on Power-related
companies. Out of a board consisting of 15 directors includ-
ing three Stelco officers, eight simultaneously held seats on
the boards of institutional shareholders. The following
Stelco directors sat on the boards of institutional share-
holders, whose holdings represented a total of 1,375,066
shares or 5.6% of the total shares issued in 1973 (if the
total holdings of the Power group in which Imperial Life and
Investors Group are implicated are included, the percentage

increases to 6.2% of the total shares issued):

A. M. Campbell - Sun Iife and Royal Trust

J. D. Gibson - Imperial Life and National Trust

D. R. McMaster - Standard Life

Sen. E. C. Manning- Manufacturers Ljife

W. H, Young - National Trust

L. G. Rolland - Canadian Investment Fund and
Standard ILife

V. W. Scully - Sun Lijife

F. P, Mannix - Investors Group and Investorsa

Growth Fund ,&
In addition to these Stelco directors, other directors
who sat on these institutional shareholder boards and were

interlocked with others totalled about 30. The following



156

table details the directors who sit on the board of those
institutional shareholders represented directly on the Stelco
board by directors and shows the linkages between these
shareholders and others linked by the same director.39

As well, there were many other interlocks but only those
which, on the strength of other evidence, appear to be the
most significant will be detailed in this section. There
were also connections between institutional shareholders and
other industrial corporations besides Stelco which form a
complicated maze. An attempt at ordering these will be

made in another chapter. Many of the financial connections

with the Stelco board, noted here, have already been shown

to go very far back in the history of Stelco.

TABLE 3-9
INTERIOCKS BETWEEN INSTITUTIONAL SHAREHOIDERS LINKED
BY THOSE REPRESENTED DIRECTLY ON STEICO BOARD -1973
*double interlock

Director of Institutional Other Institutional Shareholders
Shareholder on Stelco Bd. Linked Through/Director
represented Same

MANUFACTURERS LIFE (STELCO DIRECTOR MANNING)-

A. D. Nesbitt Power Corp. (indirect relationship)
C. F. H. Carson (Q.C.) Canada Permanent Trust

IVPERTIAL LIFE (Stelco director Gibson) -

W. S. Owen (Q.C.) - ¥Cgnada Permanent Trust

F., C. Case (Chm.) Montreal Trust (indirect)
J. G. Porteous (Q.C.) Executive Fund

Paul Desmarais Investors Group

*hMontreal Trust
Trans Cgnada
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Director of Institutional Other Institutional Shareholders
Shareholder on Stelco Bd. Linked Through/Director
represented same

SUN ILIFE (Stelco directors Scully, Campbell) -

J. K. Finlayson Roy Fund; United Corps.; Standard
Life
I: D Sinclair Canadian Investment Fund

STANDARD LIFE* (Stelco directors Rolland, licMaster) -

G. D. Birks Royal Trust; United Corps.® -

NATIONAL TRUST (Stelco directors Young, Gibson) -

R. M. Bgrford Canadian General Investments
J. D. Barrington Excelsior Life
J. C. Parlee (Power Corp.) Great-West Life
J. G. Hungerford Canada Life
A. H. Lemmon Canada Ljfe* (Chairman)
A. J. Little Cgnada Life#*
R. G. Smith Maritime Iife (Chairman)
ROYAL TRUST (Stelco director Campbell) -
G. D. Birks?* #*Standard Iife
United Corporations
D. N. Byers Excelsior Life*
F. M. Fell (Q.C.) Excelsior Life*
G. B. Gordon utual Life
Canadian Investment Fund#®
C. F. Harrington PG Investment Group
R. J. Wilson Supervised Investment (VP)(Exec. Fund)
D. G. Waldon National Life
CANADIAN INVESTMENT FUND (Stelco director Rollandl -
D. W. Barr National Trust*
Canada Life
G. B. Gordon¥* Royal Trust
G. Arnold Hart (B.of Mtl) Sun ILife(Hart Chm.,Cdn.Inv.Fund)
I. D. Sinclair® Sun Life

INVESTORS GROUP (Stelco director Mannix) -

30 directors on Investors Group and/or Gt.-W. Life or Mtl.
Trust, including most Power people, plus the following:

J. K, Finlayson Roy Fund*
A, C. IMcKim National Trust#*



There are, in addition to the above direct connec-
tions, a number of indirect ones. For example, A. C. lMcKim,
a director of Investors Group and National Trust, is brother-
in-law to A. D. Nesbitt, who, as noted earlier, is son-in-law
to D. R. HMcMaster (Clement, 1975: 310), and the son of one of
the original founders of Power Corp. The law firm relation-
ship between A. M. Minnion and D. R. lMcMaster has already
been noted. In addition, L. G. Rolland (president of Rolland
Paper, was, before joining the Stelcé board, a director of
Gelco Enterprises.uo Gelco is, according to Newman (1975:
Ch. 2) Paul Desmarais' private holding company; in 1961 he
had a 20% interest in it, which he increased shortly to 80%.
Gelco is also the main holding company for Power Corp.
Triarch Corp. is Gelco's investment manager, and through
Triarch are found two other indirect interlocks to other
institutional investors: A.G.S. Griffin, chairman, and J. A.
licArthur, secretary, of Triarch, are president of Toronto and
ILondon and director of Victoria and Grey, respectively.
Another indirect connectiqn with the interlocked institutions
listed above is that of C. A. Dagenais, director of Royal
Trust, who is also a director of Marine Industries Ltd. (the
Simard family, one of whose members sits on the board of
Power Corp.); Gerard Filion, then president of Marine, was a
director of Canada Life, another institutional shareholder of
Stelco. And lastly, a historical Stelco board connection is

represented by A. Blaikie Purvis, V.P. and director of Cana-
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dian Investment Fund, whose father, A. B. Purvis was before
him also a director of this fund as well as on the Stelco
board from 1939 to 1941.

The above connections may be regarded as the most
significant, since they link the Stelco board directly with a
number of important institutional shareholders. Those which
are large shareholders have already been noted. 1In addition
to these, however, there are connections among institutional
investors which are significant in themselves because they
imply potential co-ordination of investment portfolios through
common and, in many cases, influential directors.

As in 1961, the Meighen-Matthews interests are rep-
resented in 1973 as important institutional shareholders--
Canadian General Investments (125,000 shares) and Third
Canadian General Investment Trust (12,000 shares) are joined
by common directorships. Through other directors, they are
also linked to National Trust, Excelsior Life, Canada
Permanent Trust, and London Life; National (38,000 shares)
is interlocked on the Stelco board, and the others hold,
respectively: 36,500, 85,500, 8,800 shares. All-Canadian
(36,000 shares) is also linked to Canadian General Invest-
ments through investment manager for All-Canadian, Cagpital
Dynamics, on whose board sits D. N. Kendall, also a director
of Canadian General.

United Corporations (32,900 shares) is the parent

company of United Bond and Share, which is the manager for
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Roy Fund (23,900 shares); these two funds are linked to each
other by common directors, as well as being linked to Royal
Trust, Standard Life, Dominion Life, Universal Savings and
BEquity, Canadian and Foreign, Fulcrum, and Victoria and Grey;
the latter five are all relatively small shareholders (under
12,000 shares each), but these interlocks increase the
potential effect of their holdings. Canadian and Foreign
and Fulcrum (6,000 shares each) are linked through H.R. and
H.N.R. Jackman through interlocks between these two funds and
through Economic Investment Trust; A. B. Matthews (of the
Meighen-lMatthews interests) is chairman of Economic.

Pacific Atlantic Canadian (on whose board sits the
same Sir Denys Lawson as was invblved in Canadian Interna-
tional Investment Trust with H.R. Jackman and Stelco director
H. G. Smith) is linked to Toronto ana London, which is in
turn linked to Power Corporation through a Triarch director-
ship. These two funds control only 3,000 and 8,000 shares
respectively, but again, their potential impact is magnified
through influential directors' interlocks. One director in
Pacific Atlantic (the Hon. John B. Aird) is also linked to
another Stelco institutional shareholder, National Life
(17,100 shares).

Lastly, Prudential (21,000 shares) is linked to
Crown Trust (5,000 shares) by H. F. Kerrigan, president of
Crown and by a reverse directorship, W. J, D. Lewis, the
president of Prudential Assurance and Prudential Growth Fund,

who is also a director of Crown Trust.
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Also on the boards of institutional shareholders who
own Stelco stock are executives of Algoma Steel and Dofasco,
as well as other interlocks which will not be detailed here.
In addition to the obviously significant linkages mentioned
above, the other important point to me made concerning share-
holdings' ability to effect co-ordination among financial
groups through shared directors is that the world of finance
is indeed a small one. Traced far enough, undoubtedly all of
the major groups in Cgnada could be shown to be linked, and
at a more general level, this is precisely the point -- there
is a community of interests which transcends the interests of
specific groups of financiers and corporate executives, and

that interest is, in a word, capitalism itself.

ITT THE INTERNAL DYNAMICS OF NONEY

In this, the final, part of the chapter an examina-
tion will be made of the changing role of the various
elements in the capital accumulation process as they are
manifested throughout Stelco's development from 1910 to the
present. Of particular concern will be the effect of long-
term debt on the financial structure of the corporation
especially during major expansion periods. The discussion
will be framed around the question of the applicability to
Stelco of a number of points raised by Fitch and Oppenheimer

(1970: Part III) concerning the effects of financial inter-



vention in corporations.

Briefly, their argument, it will be recalled, is that
evidence of the effects of financial control may be seen
through five indicators: rates of capital accumulation
(retained earnings or undistributed profits); dividend payout
ratios; debt policy; relations with other corporations; and
purchasing and sales relations, all of which they claim
differ from behaviour of a non-financially controlled cor-
poration. Of concern here will be ohly the first three,
financial, indicators. F & O argue that when a corpora-
tion falls under outside financial control, its rate of
growth as shown by the amount of retained earnings (or
"ploughback") drops, while its dividend payout increases, as
does its long-term debt. The logic of the argument stems
from their postulating an antagonism of interests between
financial and industrial capitalists (industrial managers
will try to avoid debt and finance growth through internal
savings, while it is in the interests of institutional
shareholders and bankers to have high dividend payout and
heavy borfowing).

Under the conditions of monopoly capitalism, there is
a bifurcation created in the reinvestment process--capital
saved in one industry is reinvested in another, higher-
profit industry, with the financial institutions acting as
the reinvestor of capital rather than individual enterprises

(1III1:66-67). Thus the "reallocation of surplus value--the



163

selection of corporate investment targets--is increasingly
socialiged." (:76). It is the financial institutions énd

not the individual firms which are in a position to survey

the entire corporate scene to maximize returns on capital (:77).

Fitch and Oppenheimer present their evidence in the
form of a number of tables whose data is drawn from the usual
business and government sources using aggr?gated figures
representing all large U.S. corporations for the 1960-1970
decade (and in one case, to 1955). In one table (¢+IIX: 39)
they show an increase in corporate dividend payouts as a
percentage of profits, by asset size of corporations, for
the 1960-1970 decade. In another table (:IIL:92) they show
a decline in stockholders' equity as a proportion of total
assets (representing an increase in debt as a source of funds);
then in a graph and a related table (II: 73,74) they show the
effects of increasing reliance on external sources of financ-
ing (long-term debt and equity) and a decline in the rela-
tive importance of internal sources (depreciation and re-
tained earnings).

Fitch and Oppenheimer (:III: 73), although they use
the figures, argue against the Federal Reserve Board's
inclusion of depreciation in the calculation of internal
funds as it overstates the role of internal financing rela-
tive to net=new investment. The rationale behind their
argument against the inclusion of depreciation in sources

of internal financing is that only profits finance new



investment; depreciation only offsets wear and tear on
fixed capital (:73). The argument, however, is further
related to their previous definition of the rate of accumu-
lation within corporations:

"Profits less dividends--retained earnings--
represent the maximum portion of profits that can
be devoted to capital accumulation....Thus if the
dividend payout ratio increases, the rate of
capital accumulation must decline, for relatively
less of the corporation's profit is available for
reinvestment." (:38-39)

In his critique of Fitch and Oppenheimer, O'Connor
(1972: 149) suggests that their argument that only profits
finance new investment is incorrect:
"In the traditional bourgeois and Marxist economics
literature, capital accumulation means the expansion
of productive capacity, financed either by retained
earnings or by borrowing. In Fitch and Oppenheimer's
curious economics terminology, capital accumulation
means the expansion of productive capacity financed
solely by reinvested profits...if they mean that
*capital accumulation' (their definition) invariably
declines when the dividend payout ratio rises, they
are wrong. The reason is that total profits may be
growing fast enough to finance both a rise in the
payout ratio and an increase in the productive
capacity.«s" {3149)
The problem appears to be, although O'Connor did not state it,
to pinpoint under what conditions external financing will
have the effects Fitch and Oppenheimer claim it does--
O'Connor's point seems to imply that the corporation's viabi-
lity depends on its continued "ability to pay"--that is, can
bear both a heavy load of external debt and a high payout
ratio if it continues to show a high profit.

Fitch, in his reply to Sweezy (1972b: 127) admits that



165

his and Oppenheimer's generalizations, particularly on
"accumulation and the broader tendencies of the system" need
to be and are being modified.

The approach which will be taken in this chapter is
that depreciation can finance new investment because it is
set aside only on the books but actually represents a part
of retained surplus which is active to only a slight degree
in maintenance of existing plant (except under extraordinary
conditions) but is more active in use for capital expenditures
on expansion. Indeed, Stelco in its annual reports shows its
annual depreciation charge as a deduction from manufacturing
profit before net profit is calculated--the amount on which
dividends to shareholders is calculated. Hpwever, the dep-
reciation reéeserve (a cumulative figure representing all
annual depreciation charges) was added into the liability
side of the balance sheet up until 1947 as was the operating
reserve for such items as furnace relines and rebuilds--in
the annual reports from 1947 onwards, the depreciation reserve
became a deduction from fixed assets (wheréas the operating
reserve remained a liability). A comparison of figures found
in Stelco's 1947 and 1948 annual report will illustrate how
depreciation charges are potentially available for new
capital expenditures. (As a matter of interest, it was also
in 1947 for the first time that Stelco's annual depreciation
charge included an allowance for assets partly completed, a

change which foreshadows their advantageous switch to the
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"straight-line" method of calculating depreciation in 1960--
a subject which will be dealt with in chapter on industry-
government relations).

In 1947 (Stelco's profit and loss statement) 3.6
million was charged as depreciation and deducted from the
operating profit (a gross profit figure, although they do not
call it this). Their fixed assets were $92.8, from which was
deducted the depreciation reserve (cumulative figure) of
$51.8 million. Added to their liabilities side was a charge
of $3.3 million for operating reserves (including furnace
relines, rebuilds, and other maintenance costs). In 1948,
their annual depreciation charge was $4.6 million, their
fixed assets $107.3 million less the cumulative depreciation
reserve of $55.8; their operating reserve was $3.4 million.

It will be noticed that the operating reserve and the
annual depreciation charge are very similar; if there is no
major furnace rebuild that year and no other maintenance
charges exceed the operating reserve, the depreciation charge
that year doesnot represent any current "wear and tear" on
capital equipment but in effect, contributes to the book
values of assets (the $51.8 million cumulative of 1947 plus
the 1947 annual depreciation of $3.6 million almost equals
the cumulative depreciation reserve of $55.8 million in 1948).
The depreciation charge will also continue to mount, since it

theoretically represents replacement of existing plant and

equipment and is a percentage of existing assets each year.
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It is a bourgeois econimic orthodoxy to assert that the
build-up of the depreciation reserve is to replace existing
assets--only if they were totally destroyéd or totally
obsolete would this be the case. In fact, since the reserve
is not used up in this way, it must be available to finance
new machinery and plant as well as maintenance of old.

O'Connor's argument appears to be a reasonable one,
and the above exercise would seem to lend support to the
inclusion of depreciation as well as retained earnings
(called by Stelco "sﬁrplus" in its early years) in the cal-
culation of internal sources of funds.

The three tables and graph used by Fitch and
Oppenheimer will serve as the basis of comparison between
U.S. aggregate data and data obtained for one Canadian cor-
poration, bearing in mind that F & O base their argument
only on figures for a recent decade but that the Stelco data
will cover its entire history, beginning with its incorpo-
ration and tracing its development to the status of a mature
corporation (Stelco reached the billion-dollar mark in
assets in 1972). Accordingly, annual reports from 1910 to
1975 were used as the source of data and various calcula-
tions were made which yielded the graphs and tables presented
here.

Fitch and Oppenheimer (:III: 44-45) argue that it is

large corporations, those dominated by outside directors

(especially representing financial interests); that have a
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high dividend payout ratio and a high level of external
debt; the bigger the corporation "the more likely that a
significant section of its capital structure is composed of
bonds and other long-term debt provided by financial insti-
tutions." 145). In their Tgble 2 (:II:74) they show that
the corporate giants, those firms with $250-million or more
in assets not only receive most of the long-term credit but
also use the most in relation to their size (that is, long-
term debt increases as a percentage of total liabilities).
It follows that equity-financing ("selling pieces of them-
selves") will decline in proportionate importance in such
corporations.

The following graph (3-1) was constructed using
Stelco data, and shows the relationgship between long-term
debt as a percentage of total liabilities, and the debt-to-
equity fatio. (In corporate usage, the debt-to-equity ratio
is long-term debt divided by "shareholders' equity"; that is,
the total capital stock plus accumulated retained earnings.)
Not surprisingly, the graph shows an almost perfect correla-
tion between long-term debt and debt-to-equity ratio (with
"leaps" or "lags" depending on changes in capitalization--
for example, in 1961, stock was split four-to-one and in 1964
there was a recapitalization after Page-Hersey was acquired,
which altered the relationship slightly).

The graph reveals that high long-term debt and high

debt-to-equity ratio peaked three times, the first being
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after Stelco was created, and the other two occurring in the
post-war period when plant was being replaced and then an
ambitious expansion project undertaken in the 1950's was
followed by acquisitions in the 1960's and expansions through
to the 1970's, culminating in the Lake Erie development. It
will be recalled that Stelco was a creation of finance
capital; for about the first five years of its operation, as
Kilbourn (1960: 75) points out, it suffered from having a
heavy load of obligations which were fixed despite any fluc-
tuations in the health of the company: preferred shareholders
and bond-holder interest had to be paid regardless. In fact,
an examination of the early annual reports reveals that
Stelco paid dividends only on preferred shares between 1910
and 1915 due to its financial straits.

According to Fitch and Gppenheimer's Table 2(:II: 74),
corporations of asset size $25--$1,000 million in 1960 had
long-term debt ratios of 16.0: Stelco's was 19.0; in 1970,
their ratio was 18.6: Stelco's was 22.0. Stelco was within
this asset range in both periods. However, Stelco's ratio
was @ high as or higher than 22.0 between 1910 and 1922, when
its asset size was $25-50 million, and the ratio was between
31.0 and 41.0 in the period 1947 to 1955, when its asset sigze
was $100-250 million. Thus, Fitch and Oppenheimer's argument
about the relationship between the long-term debt ratio and
asset size, at least over an extended period of time, does not

appear to be on firm ground.
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The following table gives the average figures for
the contribution which capital stock made to the company's
total funding between 1910 and 1975. As can be seen, capital
stock (equity) originally contributed 62% of these funds, but
by the post-war period its contribution had declined quite
dramatically, and dropped steadily until by the 1970's, it
contributed only between 8% and 14% of the total funds
generated. It can be seen that even as reliance on external
funds has increased (the comparison of internal and external
sources of funds appears in graph 3-3), that part of external
funds made up by issuing shares has declined and the major
component in external sources of capital must, therefore, be

debt.

TABIE 3-10

CAPITAL STOCK AS PERCENTAGE OF TOTAL ASSETS 1910-1975

Average Average
(1910 - 62%)
1910-1919 L8.,0% 1940-1949 17 .9%
19201929 35 . 4% 1950-1959 13.6%
1930-1939 33.0% 1960-1969 18.9%%*
1970-19%75 11.77%

(1970: 14%; 1975: 8%)

%*stock split 4-1, 1961; recapitalization 1964--from $48- to
$85-million and from $88- to $128-million worth of shares
respectively. ZEffect was to temporarily increase stock con-
tribution, which is reflected in the higher average.
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The next graph (3-2)%*, a comparison of retained
earnings and depreciation, does not create such a clear-cut
picture. Since both are affected by the level of operations
(a high-demand period with full production and high sales
volume, or the reverse), they may be expected to vary with
the business cycle; moreover, they should be expected to rise
in absolute terms as plant is expanded, since greater assets
will result in greater depreciation charges, and a higher
level of operations which results frdm expanded plant will
allow a higher amount to be set aside from profits. The two
lines appear to trace this development in the post-war period,
while up to that time, although depreciation and retained
earnings fluctuated, their absolute value remained relati-
vely stable. In 1946, there was a slight downswing in the
generally upward trend; this was the year of Stelco's first
major strike and profits fell (from $4.2 million in 1945 to
$2.2 million in 1946). (The entire war period, according to
the company's analysis was marked by high levels of produc-
tion but low net profits due to wartime controls.)

Although depreciation and retained earnings fluctuate
quite dramatically in the postwar period, they often vary
inversely: a function of the relationship between them

(depreciation is a deduction from gross operating profit;

*Note: Both Graph 3-2 and 3-3, plotted at 5-year
points, represent "smoothed" versions of graphs which would,
if plotted on a year-by-year basis would show more fluctuations.
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out of the resulting net profit, dividends are distributed
and the rest becomes the retained earnings)--thus, if there
is a high depreciation charge for the year, there will tend
to be lower retained earnings unless dividends are lover.
Depreciation and retained earnings may be thought of as two
kinds of savings strategy, both of which are related not only
to profitability but also to rates of capital expenditure
and how they are financed and written off on the books.

In the postwar period, the retained earnings line
peaks quite decisively four timess in 1950, in 1959, in
1968 and in 1974; the line also plunges sharply in 1969,
another strike year (profits for that year were the lowest
since 1946). That depreciation did not take the same drastic
plunge appears to be due to the high level of capital spending
during the period--using the "straight-line" accounting method
for depreciation begun in 1969, depreciation in 1969 drop-
ped due to the drop in the level of operations (this subjéot
will be returned to in Chapter 6). Each of the years referred
to was one of high profit relative to the years immediately
before and after it (with the exception of 1974, which was
exceeded slightly by 1973). Although demand fell off sud-
denly in mid-1970, the entire period beginning with the 1950's
was one of high demand, and Stelco was involved in a series
of expansion and acquisition programmes which followed one
another with little interruption (see Chapter 4 for an analysis

fo these developments). The first period identified as
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"major" by Stelco was 1951-1953, and in 1955 the company
announced another extensive expansion programme which was
completed in 1958. 1In 1959 they announced yet another which
ran through the period during which they acquired a number
of companies. TILand was acquired in 1968 for their Iake Erie
development and construction began in the early 1970's.

Thus it would appear that the generally buoyant
economic conditions made it possible for the company to re-
tain more of its earnings to help offset the effects of its
high levels of external financing necessary for the huge
amounts of capital its expansions consumed. The relationship
between the profit level and the retained earnings and dep-

reciation variables is illustrated as follows:

TABLE 3-11

NET PROFIT, DEPRECIATION AND RETAINED EARNINGS
AS A PERCENTAGE COF TOTAL ASSETS

*strike year (selected years
Year Net Depre~ . Retained Year Net Depre- Retained
Profit cilation Earnings Profit ciation Earnings
1945 3.68 3.04 1.98 1967 6«15 bh,.35 3.45
1946%* 2.14 1.62 A45 1968 8.37 4,57 5:37
1947 5,80 3.72 3.28 1969% 3,78 4.07 .25
19438 7.15 L.h2 7.75 1970  6.53 .07 3.90
1949 9.00 5.36 6.40 1971 6.90 3.84 3:75
1950 11.00 5.94 15.06 1972 6+50 3.85 Fu52
1951 8.54 8.01 5.89 1973  7.67 L,08

.87
1974 7.13 3.35 L,67
1958 6.31 6.70 3.18 1975 5.29 3.06 2.79
1959 10.70 6.12 9.01

1960 7.13 5.82 3.75
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The two lines which appear in graph 3-2, along with
the figures from Tgble IX and figures on long-term debt have
been combined to form two composite lines which appear in
the third graph (3-3), as external versus internal sources
of funds.

Examination of graph 3-3 shows that until the second
world war, the two sources of funds remained in fairly con-
stant relationship to one another, though with internal funds
contributing slightly more than extefnal in the period 1936 to
1940. In the post-war period, however, the same phenomenon
as noted before occurs: the two lines begin to fluctuate
quite dramatically, and although they both increase in rela-
tively the same proportions, by 1960 they begin to separate,
with external funds climbing. The radically steeper climb
from 1964 reflects growth beginning with the Page-Hersey
acquisition and continuing into the 1970's with the Lake Erie
development as well as a number of other expansion or improve-
ment projects both in basic plant and finishing mills and at
the various raw material sources in which Stelco has whole
or partial interest. By 1970, Stelco's long-term debt (bonds
and debentures) had increased to $110.2 million, and rose
steadily to reach a record high of $361 million in 1975,
with an additional $46.5 million in U.S. debt instruments
issued the early part of 1976. Stelco would now appear to be

at the stage which exhibits to Fitch and Oppenheimer the

earmarks of a mature corporation under financial control.



Shbl  Obbl  Sthl o¢bl  STbl  9bl Slblavgo/l\bl

S ki

09b!

SSbl

S95)

A bl

SLbl

s N = -
N
o % 14 % nOu N % N rn »n n N ' ~
1t ,mn . ot T swmEwe ° o 8 W, % it N [¥83 W o5 i [}
\is 4 HHH H o bmaw: = T T =TT e , o Q W. W w 3
L b T + PR HHHH T s} ] R
T - ) ! eeeTasnEnan: s R, =1 - , o
| T ! T T ‘ " T
t ; T 1 e + 1 + IR sy W t 0
T i i B ; im tH L L 1 o
wu ThH i + o un t T
i T el HEET 1 T o !
nasasamzan: t s £ HHH ; e
H t n t n 1 t b T " T 1
M : iu wi " i ; = " = t
T ; HE ; it i R
R 1 - . + -
e S . It T i a: .
o ot + " - : 1
1 — M F e
g + T HH
t e w T
t thd | 5 TF L
! r n H
n A 7
= 3
0 Z
o> I 9
1 g
1 T \T U
pRganes - 2
HEH - o
L 2z )
i o0 H=
i MS 1
it i w_ mnan
}. o KT
i £ M
T 7 0 s e 0 © CET0T I
it 2 }
: gty & e b
1
: § r So .
5 REPERS H0E:
uiTy
THT
= e i o o
; H{H e
wesaww
tsusss
tH
t = Y
T .r@ 4
GaSess auns ae
HiH : R
1 T EE
T ; i REaemeagEa,
- 1 R nas NEPRuE
L iy N et L TN S 1
LN asatd FL
V1T : BaR i i s
sapbdae 205 gmEme Slser
H 0 e .
o' Th it .
H va L O Friet it i
t o3 o ey - - |
B oAy t] 353 +H
ST 5 4 -H1 HH
- I3 A s rgsun i
it Hi tf
L4 n..m + Z o’ 441 ol
Bttt + 2 sa g u
aes =P yeoss 3
4 1T
> o~
z L o4
% cui Y
7O o
20 5 '~
A - o
E 17 i 3
uwl i rm

¢-¢ ydein

spungd JO S90XIN0S [BUILIXYH *SA JeuI23UT

8LT



179

Due to the fluctuations which have occurred over time,
however, the evidence is not conclusive--the trend may again
reverse itself. Nor is the situation one unique to Stelco
among the steel producers.

In a May 19, 1976 article, the Globe and Mail repor-

ted that it was anticipated that a "liquidity crisis" due to
inflation was to be anticipated according to a study by

investment analysts Touche Ross and Co. of Toronto--debt-to-
equity ratios have generally deteriofated as more businesses
have turned to greater borrowing. The study indicated that
in 1974, Canadian non-financial corporations used debt as a
source of 50.8% of their capital funds (compared with 27.7%

for the previous decade). A Financial Post (August 14, 1976)

article announced that with a slight slowing trend in the
rate of inflation, bonds have become an attractive form of
investment; the 10-1/2% to 11-1/4% yield (versus a potential
6% average of inflation during the life of the bond) appears
more attractive than equity investment. This preference
would, of course, have an effect on the ability of corpora-
tions to raise capital through sale of shares. In a special

report on steel, the Financial Post (June 5, 1976) points out

that the "big three" steelmakers were all forced to go to the
debt market to finance their capital projects, all of which
may be classified as not only "major" but the largest in
their respective histories. The effect has been a rapid rise

in the debt-to-(common) equity ratio for all three steel
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producers. The combination of ambitious expansion projects
financed heavily out of debt and a sudden downturn in world
steel demand have caused all three producers to slow the
pace of construction. Algoma in particular, in a weak
financial position and having raced the fastest in the last
10 years in its game of "catch-up" to modernize and expand,
is "bumping its head against its borrowing limits". At a
special March shareholders' meeting, Algoma increased its
capitalization of preferred shares (preferred shareholders,
it will be recalled, have rights on ligquidation assets
second in line after bondholders), and the issue was "snapped
up" -~-presumably, FP believed, on investors' confidence in
Algoma or its new owner, Canadian Pacific Investments.

The following table lists divident payout ratios by
decades for Stelco since 1910. Fitch and Cppenheimer argued
that those in financial control of a corporation would be
interested in a higher rate as a way of gaining funds for
redistribution along lines of financial control and lucrative
return outside the corporation from which they were obtained.
Since F & 0O's Table 1 (:III: 39) breaks down the data in
terms of asset size, their range of percentages has been
averaged for each category and appears in brackets beside

the related Stelco figure.



TABIE 3-12

STEILCO AVERAGE DIVIDEND PAYOUT BY ASSET RANGE
(as a percentage of profits)

Divident

Payout
Asset rahge and years Range Average (F & 0 Average)
$25-49 million,1910-19 1L -42% 26.6% (35%)
$50-100 " , 1920-42 30-580%% #(86,0% (46.5%)

-or excl.- -._

deficit- (L9.7%
5100-250 " y1043-56  26-88% 39.6% (49.5%)
5250-1,000" y1957-75  28-94% hs5.8% (52.5%)
1,000+ X ,1972-75 3447 L0.0% {61.5%)

#*includes deficit during depression

As can be seen, although the payout ratio has fluc-
tuated, it cannot be argued that the mature Stelco has seen
a dramatic rise in the amount it has paid out as dividends.
The ratio of dividends to profits was 29% in 1910 and rose
to 210% and 580% in 1931 and 1932, deficit years during the
Depression (the figures are a crude but dramatic way of
illustrating that Stelco did not generate enough profit
those years to pay dividends let alone set aside funds as
retained earnings; the dividends were paid out of the cumu-
lative retained earnings which had built up from retained
earnings in previous years). If these abnormal figures are
excluded, the average for the $50-100 million asset range
stage in Stelco's development is 49.7% of profits paid out
as dividends-~this figure is in excess of the average of

46.5% calculated on Fitch and Oppenheimer's figures for this



range; however, it is questionable to what degree the 1930°'s
decade is comparable with the 1960-1970 period used by Fitch
and Oppenheimer. Their data are based on corporations of.
varying size within the same period--the calculations for
Stelco extend over its entire history, under varying
economic conditions.

If plotted on a graph, the dividend payout ratio line
for Stelco would show roughly the same double-U curve as the
debt-to-equity and debt-to-liabilities lines, although since
the 1960's, the rate has remained fairly high--between 34%
and 53%, with a high of 94% in 1969 (it will be recalled that
Stelco's depreciation and retained earnings were also high
during the 1960's period, an extremely profitable one although
1969 was a strike year). The most conclusive point which can
be stated about Stelco is that despite economic conditions,
it continued to pay dividends--averaging overall 40.3% versus
F & 0's 49.0% "average of averages." This is still on the low
side.

In conclusion, Fitch and Oppenheimer's argument about
increasing financial control and about its effects must be
taken as two separate arguments. Their indicators may or may
not reflect increasing financial control. While, as shown in
the previous parts of this chapter, institutional shareholding
has become increasingly important, it cannot be said that
external financing in the form of debt has been consistently

important over time; it is more accurate to say that debt has



been vital to Stelco at certain key junctures in its matura-
tion, and one can only make the minimal statement that it is
at these periods that Stelco is most vulnerable to outside
financial influence.

Financial control potential becomes actual according
to their analysis, especially under conditions of declining
profits, in highly capital-intensive industry locked in to
existing fixed assets, and at "critical Jjunctures" in the
corporation's life, as during times éf expansion and during
economic downturn; this is particularly true for sectors such
as mining and manufacturing, they point out,as these sectors
rely heavily on external funds at both boom and bust periods
in the business cycle (:II: 94). Thus Fitch and Oppenheimer
do recognize that the role of external finance will vary by
period as well as by industfy.

While the business cycle may have some effect, the
main factor, as shown by the Penn Central example, is that
as corporations mature and all avenues for expanding produc-
tion profitably (as through increasing productivity through
technological sophistication) and continuing to add to assets
rather than depleting them, are exhausted, the corporation
stagnates. Stagnation, as Baran and Sweezy (1966) pointed
out, appears to be endemic to monopoly capitalism; then it
is certainly a point to which individual corporations move
as they mature, barring other external variables such as the

possibility of innovating without straining resources more.l7



Finally, Fitch and Oppenheimer's analysis implies an
antagonistic relationship. While it may be true that finan-
cial interests have control of Stelco (they certainly appear,
on the basis of the evidence already presented in this
chapter, to heavily influence it), there is no firm evidence
to suggest any antagonism. Stelco, despite its difficulties
with the expansion programme, appears to be viable and was in
healthy financial condition before it began its programmes--
it is Algoma in fact which has "bumped its head" against
debt ceilings while Stelco has not. The current liquidity
crisis appears due to a ggnggtengtion‘of circumstances:s
numerous capital spending programmes caught in mid-stream by
a sudden slump in world steel demand which cut short a buoyant
period that tempted expansion with the lure of increased
profits. Had the trend continued, the expansion would, in
the short run, have benefitted both financial and industrial
interests, as high demand, high sales and efficient productive
units would have increased profits. The trend, however,
cannot continue indefinitely. But for the present, even if
Stelco's financial sources are "calling the shots," the cor-
poration appears to be holding its own. This could in part
be due to the fact that Stelco is very much a part, as it has
been from its inception, of the inner circles of the Canadian
indigeneous economic elite. This will be the subject of the

chapter following.
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NOTES TO CHAPTER THREE

All historical information summarized from Donald (1915), Chapters
Three and Six,

For an explanation of the difference between “basic steel' (or
"primary production') and finished products, see the Appendix.

Biographical research courtesy of Mary Ann Daley. Allan, one

of the founders of the lMount Royal Club, was rated as a million-
aire, He had a number of important directorships in industrial
and financial corporations.

Sources of biography on the Harris family: Canadian Who's Who
and 1912 Canadian Men and Women of the Time. Research courtesy of
Mary Ann Daley. ’

Source: Canadien Men and Women of the Time, 1912,

Source for MMolson: Kilbourn (1960); for Redpath: The Canadian
Album, Men of Canada, Vol. 3, P. 301l. Research courtesy of
Mary Ann Daley.

Source: Canadian Men and Women of the Time, 1912, His other
directorships at the time of the publishing of this biography
numbered 15, including National Trust and the Bank of Commerce.
He was also president, in 1903, of the Ifontreal branch of the
Canadian Manufacturers Association and, in 1890, of the Metal and
Hardware Association, and was a member of the two elite clubs,
the St. James and the lount Royal.

Biographical research courtesy of Mary Ann Daley.

Kilbourn (19560: 66) notes that just after the 1907 recession, the
merger wave of 1909-1911 saw 41 industrial amalgamations in Canada,
created out of 196 companies, in flour milling, textiles, paint,
coal, lumber, electric power, and machinery, totalling a third of
a billion dollars.

Biographical research courtesy of Mary Ann Daley.

Biographical research, from Canadian Who's Who and Canadian Men and

Women of the Time, 1912, cou?%esy of Mary Ann Dzley.

Senator Wood was a merchant with political connections; Southam a

director of MMercantile Trust of Hamilton; Milne involved during his
career in private banking and as managing director of Northern Life
Insurance Co. in addition to his numerous industrial ventures. Source:
Canacdian Men and Women of the Time, 1912, and Canadian Album Men of
Canada, Vol. IT P. 257; research courtesy of Mary Ann Dzaley.
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According to Kilbourn (1960: 81), Aitken slowly disposed of most

of his holdings, retaining only the ordinary shares. It is unknown
whether this holding still exists as an estate trust or in some
other single block.

In a number of passages, Kilbourn (1960) brings out these points.
Following the Stelco merger, the Mgnetary Times was predicting a
steel trust would be created--not unreasonable, considering both
the potential for it made possible by the financiers involved and
perfectly in keeping with Canadian history from the Hudson's Bay Co.
onwards--monopoly power with strong state, support, there being no
effective combines act as there was in the U.S. (:82-83). But
equally important was the key held by lMcMaster and his supporters
in the 1920's--not only did he feel uneasy zbout economic con-
ditions, but Kilbourn emphasizes, he had a '"deep-seated" desire
to keep control in his own hands (:138). He, like Wilcox before
him, distrusted the effects of promoters on the board (:136-139).

According to the Financial Post Survey of Industrials 1975, as of
February 26, 1975, CP Investments controlled 50.6% of Algoma, whereas
the 1972 Statistics Canada Intercorporate Cwnership showed Mannesmann
as controlling 25% at that time.

Since 1968 when Hawker Siddeley sold the Dosco plant, Sidbec,
according to newspaper reports, has been engaged in modernizing
and expanding plant and acquiring ore property, though at the
moment suffers from a huge deficit (Hamilton Spectator, December
10, 1975). Sysco, already deeply in debt to modernize plant,
interested Dofasco and an international consortium of American,
German and Dutch steel and financial interests in doing a feasi-
bility study (Hamilton Spectator, December 16, 1975). The latest
development according to the Financial Times of Canada, June 28,
1976) is that it appears more likely that new plant will be built
by West Germans with the intention of exporting semi-finished
products overaeas. At the moment, such a development does not
appear to affect the other Canadian producers, since the bulk of
their product is sold within Canada, a captive market due to tariffs.

The Drummond family and the McCall interests were important during
this time. Donald (1915: 269, 276) notes that Drummond, McCall &
Co., montreal iron and steel merchants, practically controlled the
marketing of all products since a group of companies had been es-
tablished in car-wheel foundry, iron production, and pipe foundry
business, as well since about 1875. 1Ipn addition, the McDougall,
Drummond, and lMcCall interests were involved in Londonderry Iron
and Mining Co. in the early 1900's, and Drummonds formed a mining
company to develop New Brunswick ore. He also reports that it had
been said that Drummond, McCall, as a '"selling bureau'" controlled
marketing of such products as steel rail. Acheson (1973: 69) found
that G. E. Drummond had married with the Cockshutt family. The
Drummond line appears to have almost died out, as today there is
only one Drummond left in Drummond, }McCall and not in any exalted
position. However, the company survives as an important steel

service centre, serving as a marketing intermediary for steel producers.
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Although the author had gathered biographical and interlock data
for the 1969 and 1973 Stelco boards in detail as well as tracing
directors back to 1930, thanks is due to Mary Ann Daley for use

of biographical data on Stelco directors 1910-1929, and for use

of her compilation of interlocks 1910-1973. Usual sources for
biographical information include Canadian Who's Who (various
years), Canadian Men and Women of the Time, 1912; for director-
ship and principal corporation affiliation, Financial Post
Directory of Directors (various years), supplemented where
necessary by Canadian Who's Who, and reconfirmed by cross-checking.

Data taken from Park and Park (1973), Chapter Four and Tables III

and V, P. 240 and 245, respectively. Data from Newman (1975) is
from Pp. 91-94, 110, and table, P. 105.

Institutional shareholder information from Financial Post
Survey of Funds 1974 (year ended 1973).

All information on shareholdings taken from Stelco annual reports
1910 to 1975. Publishing the average shareholding and the small-
holder percentage, which would indicate the pre-eminence of the
"little man' is obviously a '"political strategy, since by the
1960's, Stelco had discontinued the practice of quoting average
holdings and these had to be calculated from available information;
but after 1949 they no longer quoted the percentages of those
holding less than 100 shares, and what the aggregate figures hide
can only be guessed at. Examination of the 1976 sharcholder records
are suggestive.

According to the annual report, both classes were voting shares;
the significance of the change, other than to increase capitali-
zation, is unknown.

Access to these records is carefully guarded. Only after acquiring
a share in Stelco and after suspicious questioning and checking of
identity and confirmation of stockholder status was the author
permitted to enter the room where the records were kept--row upon
row of boxes crammed with ledger cards occupying almost a quarter
of the space and except for the separation into brokerage and non-
resident holders, a jumble of sharecholders' names, individual and
institutional, arranged only alphabetically. According to both the
Montreal Trust people and the V-P and Treasurer of Stelco, W. C.
Chick, there is no master list of shareholders. The impression
conveyed by both organizations was one of remarkable neutrality--a
shareholder was a shareholder, and they professed to have no idea
as to the relative size of the various categories of shareholders.
As it was impossible to go through all of the ledger cards (in four

hours, only the brokerage accounts, non-resident accounts, and the first

two letters of the alphabet were examined), the author conducted a
random check at various places in the alphabet to obtain an impres-
sion of how shareholdings were dispersed; then selected institutions
and individuals were looked up to confirm information obtained from
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other sources, or to establish if heads of institutional share-
holders (for example, A. D. Newbitt of Nesbitt, Thomson, in whose
brokerage account are 5,000 shares of Stelco) had personal hold-
ings as well. The result was no additional information to that
already obtained, although holdings can be disguised in a variety
of ways, as noted in the text.

24, Stelco, in its submission to the Royal Commission on Corporate
Concentration, confirmed the potential veto power of the board
but argued that it had never been made actual since Stelco
(so far at least) has made apparently infallible judgments!
See the submission, Pp. 101-102, and the transcript of questioning
by Bryce et al, Pp. 2521-2523,

25. Source for institutional shareholdings: Financial Post Survey of
Funds, 1964, 1969, 1962 editions. Information on shares issued for
Stelco taken from annual reports; for Dofasco and Algoma, from
the Financial Post Survey of Industrials and Moody's Industrials
, for corresponding years. Totals for 1961 are low--insurance
company pension fund holdings were not published.

26. According to Park and Park (1973: 82); their source is unknown,
and institutions were not required to veport holdings to CALURA
before 1962.

27. The present appears to be such a period, as a Fimancial Post
article dated July 17, 1976, indicates that, apparently insti-
gated by the Anti-Inflation Board restrictions on profit levels,
large pension fund investors are shifting investments away from
equity to fixed-income or debt securities, a development which
does not bode well for capital-strapped steel companies involved
in major expansions.

28. According to Hewman (1975: 113). He puts a value of $40,000
average on such a holding.

29. The Survey was first published by Financial Post in 1962 and has
since been arranged in its present format. In 1962, it was a
listing by type of fund but as there was no summary by company,
each fund's published portfolio had to be searched separately for
any steel shareholdings. Ng insurance and few trust companies
listed their portfolios. All institutional shareholders and their
directors discussed in this section are found in the 1962 Survey
of Funds.

30. See the Royal Commission on Corporate Concentration, Pp. 82-86 and
P. 108 of Stelco's submission, as well as Pp. 25, 35-36 of the
Commission's transcript of proceedings.

31. Sources: Canadian Who's Who and F.P. Directory of Directors, 1965,
1973. Park and Park (1973) play down the importance of the Canadian
elites in favour of the U.S. interests.



32. Sources: Canadian Who's Who, (various years), and 1912 Canadian
Hen and Women of the Time.

33. Source: Canadian Who's Who, 1973; confirmed in Clement (1975: 319).

34, Sources: Canadian Who's Who (various years) and 1912 Canadian lien
and Women of the Time.

35. Sources: Canadian Who's Who, F.P. Directory of Directors, 1973, and
FP Survey of Funds, 1972.

36. Source: F.P. Survey of Funds, 1962. Information on the original
formation of Power Corp., as well as on the maneuvres of lMesmarais
in the late 1960's to secure control, may be found in Newman (1975),
Chapter Two.

37. Stelco's submission to the Royal Commission on Corporate Con-
centration, P. 32.

38. 1Ibid., P. 103.

39. All information on directorships taken from F. P. Survey of Funds
pani.

1974 or (in the case of trust and insurance com which did
not list their directors there), from the F. P,
Directors, 1974.
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40. According to the F. P, Survev of Funds, 1962:; although no information
o b 3 2 o
could be obtained in the Directory of Directors due to gaps in the
set consulted,




Chapter 4 STEEL AND THE CANADIAN PRODUCTIVE APPARATUS

I CANADIAN INDUSTRIAL DEVELOPMENT: PRELUDE TO
STELCO'S DOMINANCE

In this chapter, a number of aspects relating to the role
Stelco plays in the Canadian productive apparatus and to the relation-
ship between the Canadian and American industrial machine will be dis=-
cussed. Stelco will be placed in the context first of early Canadian
economic development and its relationship to the dominant world metropolis,
the United States, and then in the context of the steel industry as a
whole and its impact on and dynamic interaction with the dominant Canadian
metropolitan area and its hinterlands. Thus Stelco will be seen bestride
two currents (which are not mutually exclusive) running through Canadian
development, that of the indigenous forces and that of the American,
both as these forces established their bases of dominance and as they
now interact and co-operate. The focus will be not only on Stelco in
terms of its development relative to others in its industry but also in
terms of its ever~-increasing exploitation of North American resources
arising out of the process of corporate growth. In the second chapter
dealing with productive relationships (Chapter Five), a detailed exami-
nation will be made of ownership and directorial interlocks which in-
timately link Stelco to the most important areas of North American and
international productive activity.

1. Canada as Metropolis and Hinterland: Theoretical Perspectives

Stelco will be placed against a historical background of in-

dustrial development in Canada, a historical context which will show
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Canada as part of the "metropolis-hinterland" scheme of world-capitalist
development and also as an integral part of the set of relations es-
tablished between Canada and the United States and between these two and
Britain in the course of the development of the "North Aﬁlantic triangle."
These notions require some explanation, which will be the purpose of this
section.

The "metropolis-hinterland" (or '"core-periphery") model as develop-
ed by Andre Cunder Frank (1967) and others finds its basis in the Marxist
insight regarding the fundamental tendency towards centralization inherent
in capitalism. Just as there is an inbuilt contradiction between the
increasing wealth of one class and increasing impoverishment of the other
dominated class, so there comes to be a polarization in the degree of
development between the centres of metropolitan dominance and the satellite
areas. The contradiction expresses itself in the form of increasing
development in the metropolis and increasing under-development in the
hinterlands. The two polarities are related in a2 complementary relation-
ship--under-development occurs because of metropolitan need and ability
to extract economic surplus from hinterlands to further its own develop-
ment; the hinterlands remain or become underdeveloped due to lack of
access to their own surplus. As Frank (:8-9) explains it, the contra-
dictory relationship of satellite to metropolis

"runs through the entire world capitalist system in

chain-like fashion from its uppermost metropolitan
world center, through each of the various national,
regional, local, and enterprise centers." (:10).

A number of consequences flow from this relaéionship, according

to Frank: the satellite comes to be ever more dependent as metropolitan

dominance continues, and with increasing penetration of the satellite's



economic system, the exploitive relationship comes to dominate other
aspects of the exploited area, spreading into non-economic instituticns
such as the political and the cultural.

The model has a great deal of explanatory power, especially
when applied to relations between the forces of capitalist imperialism
and third-world areas such as Latin America, but must be modified to
become applicable to the Canadian case, which, although like Latin America
bears the imprint of American and other foreign imperialism, differs in
the extent of its development, the nature of the power-base of its in-
digenous elites, and because of this, in the nature of its relationship
to the United States and the rest of the developed capitalist world.
Canada, although not an imperialist power, operates with particular
efficacy out of a strong financial base especially in banking, and its
activities extend not only into the Caribbean and Latin America but also
into the developed countries of Europe and into the United States, where
Canadian banks have been active for about a hundred years (see Naylor,
1975b; Marshall et al., 1976)1. This reverse flow of foreign investment
and involvement, although having much less of an impact on the United
States than American involvement in Canada, nevertheless points to the
relevance for Canada of Frank's "subsidiary thesis":

"If it is satellite sﬁatus which generafes underdevelop-
ment, then a weaker or lesser degree of metropolis-
satellite relations may generate less deep structural
underdevelopment and/or allow for more possibility of
local development." (1967: 11).

If only implicitly, the metropolis-hinterland model over-stresses
the dependency of hinterlands and the ability of metropolitan forces to

insulate themselves from hinterland reaction. It is especially important

to emphasize the interdependent nature of the relationship--while hinter-
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lands do become dependent upon metropolises for the impetus for and
nature of development which will occur there, the hinterland is vital

to the survival and growth of the metropolis, both in terms of supplying
raw materials and in terms of providing outlets for metropolitan goods
and services. This is especially relevant with increasing productive
capability as the logic of monopoly capitalist over-production and
surplus accumulation works itself out. There is, then, interdependence
as well as dependence, although in terms of power, the relationship is
asymnetrical.

A number of other points concerning the relationship between
metropolis and hinterland must be highlighted for the Canadian case,
and will incidentally point to aspects of the model which may be mis-
understood.

Kerr (1967: 53) sees the metropolis as a '"centre of wealth and
power" wherein are located the large economic estéblishments such as
corpofations and financial institutions, and from which emanate decisions
and policies which shape the dependent areas, and to which flow funds,
materials and people in a reciprocal relationship. The relationship is
also dynamic, its outlines shifting with changes in competitive status of
various elements. Kerr examines a number of indicators, all of which
give evidence of the status of Montreal and Toronto as the main metro-
politan centres of Canada, followed by the regional metropolises, Winnipeg,
Vancouver, and Halifax, with Quebec City and Ottawa having more "speciali-
zed" roles. The indicators Kerr uses include such items as popuiation,
Valﬁe added in total manufacturing activity, total income tax paid, and
assets of leading corporaticns and leading financial institutions (:532-

537). They all show Montreal and Toronto as being the vital centres,
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together accounting for about 37% of all value added, or, when the
industrial '"modes" within 50 miles of each are included, over two-

thirds of all manufacturing activity in Canada (:533). Secondary in-
dustry is highly concentrated in these two regions which together Kerr
terms the "Heartland" of Canada (:538). 1In addition, the head offices of
2ll major corporations in Canada (those with assets over $50-million) are
highly concentrated here--out of a total of just over $27-billion in cor-
porate assets, Montreal was headquarters for 38.1% and Toronto 36.7% of
them. Similarly, leading financial institutions (those with over $250-
million in assets) are highly concentrated--out of a total of over $41-
billion, Montreal and Toronto headquarters represented 41.6% and 45.3%
respecively. The value of stock market transactions passing through
Montreal and Toronto (26.3% and 67.1% respectively) is also extremely
high (:537).

Kerr (:536) attaches greater significance to the workings of the
capital market than to head office location as an indication of urban
primacy. It is obvious that if 937 of all trade goes through the Toronto
and Montreal exchanges, and if new security issues are underwritten pre-
dominantly from both markets, then the most important aspects of capitalist
financing, large-scale borrowing and lending, are under the control of
financiers operating out of this '"joint metropolis" and they command a
large part of the Canadian econom& through their aétivities.

The class and regional composition of the Canadian corporate
elite, as would be expected, also correspond with "Heartland" primacy.
Clement (1975) found that those born in West or Eaét were under-represented

in the elite in terms of their population base, and further, that there
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was a higher percentage of the elite of upper-class origin in Ontario

and Quebec due to "their longer established and more crystallized class
structures' (:225). There was also a high degree of similarity between
the Centre (or Ontario-Quebec Heartland) and the East in terms of class
structure, while the West, which Clement terms an "immigrant society' did
not have as closed a class structure at the time when the present.elite
was growing up and consequently, has a larger representation of middle-
class members than either Centre or East. The West also differs in terms
of economic sectors where Canadian elites hold directorships and in the
extent of "compradorization.”2 Western elites are over-represented in
0il and gaé pipeline utilitiés and resources, and under-represented in
finance and manufacturing (:227). This is significant in that Ontario
and Quebec, where 62.7% of the elite come from upper-class origins,
represent the locus of indigenous Canadian elite sectoral strength and
dominance: manufacturing, finance, transportation, and utilities. The
West, with only 50.0% of its elites coming from upper-class origins, is
also the area of foreigh dominance in the resource sectors, which have
provided some mobility for middle-class Canadians into the 'comprador elite'"
in the service of the foreign-owned corporations.

There is a smaller difference in the proportion of the elite of
upper-class origins between Centre. and East (eleven percentage points)
as compared to Centre and West (thirteen percentage points), which indicates
that

"it is not so much the level of development wiéhin the
region as the maturity of the class structure which
determines mobility. Measured in terms of development,

the East would be more similar to the West than to
Ontario and Quebec." (:227).
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Regardless of region of birth, the Centre, with 68% of all Canadian-
born members of the current corporate elite, has the "drawing power"
one would expect of a dominant metropolis.

These data lead to an important point regarding the metropolis-
hinterland model: economic underdevelopment is a consequence of the
class structure and the way it has operated at various points in its
history. That is to say, the model refers not just to geographic phen-
omena but more fundamentally, to socio-economic omnes.

For example, while Davis (1971) views hinterlands as the rel-
atively underdeveloped or colonial areas which export extractive or semi-
finished material and act as pools of labour-power for the metropolis,
he also adds the dimension of regional or national power-structures,
with their urban upper-class elites and hinterland peesants and urban
proletarians who live within metropolises but are not part of its power.
"Metropolis continuously dominates and exploits hinterland--whether in

regional, national, class, or ethnic terms." (:12, emphasis added). Thus

within Canada, Quebec, for example, hes actéd in the role of hinterland
for English Canada both in regional terms and in class and ethnic terms,
while at the same time, a national elite has concentrated itself in the
Montreal-Toronto joint metropolis.

Geography must be understood as contributing to the determination
of metropolitan and hinterland status both incidentally and directly--
that is, by contributing in part the conditions for or hindrance to the
opportunities which led to the formation of local class structures, and
directly, through the presence of raw materials and other resources

needed for development. Thus, regionally, central Canada became im-
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portant because it was there that local power structures developed and
expanded, and eastern and western Canada became important at various
stages of capitalist development in terms first of staple extraction and
then in terms of industrial resources, attracting both Canadian and
American exploiters. Resources are an accident of geography and the
exploitation of them dependent on the stage of industrial development;
dominant classes, on the other hand, strive to transcend geography and
gain control of development. In Canada, historical circumstances have
led to a "truncated" class structure of indigenous and comprador elites
operating.within the same geographic boundaries but from different power
bases, created by the intrusion of (mainly) American foreign investment
particularly in the manufacturing and resource sectors which the indigenous
elite had been reluctant or slow to develop. As will be shown, the iron
and steel industry in its early stages exhibited such an American im-
print. How it came to be '"Canadianized" is in part result of an inter-
play of shifting forces ana conditions es new frontiers and entrenched
groups seeking their advantage interacted.

Such considerations, however, must not be understood in terms
of a 'frontierist" interpretation of Canadian history. The '"frontier"
approach, as Careiess (1954) pointsiout, asserts that the formative
influence on North American history has been the open frontier, the key
principle being that continuous adaptation to the conditions of that en~
vironment created an "American content...within external forms...inherited
from Britain or France" (:6), thus obliterating the distinction between
Canadian and Amefican development. The direction of influence was thought
to be from frontier to old established centres, bringing enriching and

stimulating ideas such as '"'rugged individualism' and 'egalitarianism".
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Such an approach ignores the "dominating power of the organizing, con-
trolling metropolis" (:11), the influence of the seas beyond, extending
back to Europe and the influences which have made the nations of North
America modified extensions of that east-west projection (:13).

In North America, as Brebner (1966), Marshall et al. (1976),
Wilkins (1970) and others emphasize, mercantile pursuits were as much

the modus operandi of the rising new classes as they were of the mother

country. For the American seaboard colonies, it meant ignoring British
trade restrictions and carrying on trade not only in the American col-
onies but in the West Indies and involvement in the African slave trade
(Wilkins: Ch. 1; Brebner: Ch. 3), and quickly led to the development

of small, local manufactﬁring concerns, and to a rapid expansion in
comnercial activities on their own account after the American Revolution.
For the Canadas, it meant the development of a class whose wellbeing
depended on their links with British mercantilism, the building up of
comnercial infrastructure suited to trading pursuits, and an economy which
became over-developed in its staple export orientation to the detriment
of manufacturing (Naylor, 1975a).

The response to the imperialistic presence of Great Britain was
different in the Canadas than in America, and after the American Revolu-
tion, Great Britain*s response to the two was also different. Although
both areas were important sources of timber to Great Britain during the
Napoleonic wars, Britain found herself involved in intense competition
with the Americans for the West Indies trade and especially in the period
following the Civil War when America emerged stronger than ever, obliged to

make concessions in order to retain needed American amity. After the West
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Indian contests, the Maritimes saw their hopes for the routing of Carib-
bean trade through their ports dashed. The centre of Canadian gravity
remained firmly around Montreal as entrenched groups there strengthened
their ties with and dependence on Britain, and concentrated their efforts
on establishing and retaining ; "commercial empire of the St. Lawrence.,"
Upper Canada also saw the Great Lakes and the St. Lawrence system as
being a key to their own trade prosperity, and leading classes there were
determined to realize their aspirations which had been ignored by Britain due
to British commitment to maritime trade (Brebner, 1966: Ch. 5-6).

It was the "Laurentian School' of historiography, Careless notes
(1954: 14), which recognized the impoftance of this waterway, which formed
an extensive network first centered around Montreal, as an important basis
of Canadian development. The St. Lawrence area, the first Canadian metro-
polis, however, was also the scene of a series of competitive struggles
set in motion by British mercantilism, which figured importantly in the
rivalry between Toronto and Montreal for the adjacent hinterlands, and as
the western frontier began to be pushed back, evolved into rivalry between
Canadian forces (for command of the western hinterlands through the St.
Lawrence and its canal systems) and the Americans operating from exten-
sions of the Hudson River system, notably the Erie Canal (Spelt, 1972: 84).

The ingredients of the North American-British triangle are found
in the colonial period and are projected forward to the present, with
various themes and issues interwoven throughout the separate but intimately
related development of Canada and America. At the same time that érowing
industrialism in Britain caused it to disregard the needs of the dependent
Canadas by such acts as repeal of the Corn Laws and caused dominant groups

within Canada to fall back upon their own resources as best they could,
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Britain was becoming increasingly dependent on Canada as an outlet for
investment, the foundations of "financial imperialism' having been
gradually built up, as Brebner notes (1966: 179), thus making Britain
anxious about the security of loans it had made for canals, railways,

and other ventures. The dependence of Canada on Britain was exacerbated
by the threat of American expansionism which caused the Canadians, Brebner
argues (:143), to "persuade themselves that they were more British than
they actually were'" as a defensive response. Such a response accounts not
only for the slowness with which Canada adopted "continental' patterns,
but also the strengthening of the hand of local 6ligarchies who drew their
power from their British connections. These groups became all the more
entrenched and all the more reluctant, as Naylor argues (1975), to abandon

their traditional modus operandi. Such responses to their situation as

the National Policy of Protection of the 1870's was designed not only to
shore up British confidence in their Canadian investments, present and
future, but to create the conditions whereby belated industrial development
could be begun for them by Americens interested enough to move behind the
tariff barriers raised up, assume risks and provide the finance-based
Canadian elite with ready investment outlets (Naylor, 1975a: Ch. 2).
The die had been cast for the role Canada was to play in the triangle; it
was a peculiar one, swinging between dependence and assertiveness, for, as
Brebner (1966) puts it, Canada's experiences had taught it that 'despite
the fact it was destined to be a minor power caught between two great ones,
Canadians

"had also rediscovered the working principle which had

emerged during the reciprocity negotiations of 1854,

that is, that both Great Britain and the United States
had certain specific interests in Canada which could on



occasion be stimulated to activity, and actually in-

tensified, by playing one off against the other, to

Canadian advantage.'" (:203).

The ingredients of the triangle were varied, but they amounted
to an interdependence of needs and a complementarity of interests re-
inforced by the 'psychological propinquity' arising from cultural origins
shared in common. Some of the more important aspects may be briefly
summarized. Both Canada and the United States absorbed the surplus
population of Britain and Europe; in turn, immigrants provided necessary
labour inputs for the agricultural areas being opened up in the West and
for urban factories. All three countries provided markets for one
another. Americans and Canadians interpenetrated one another®*s territory
in the search for raw materials. Their rail systems crossed each other's
territory or each had traffic rights on the other's, providing strategic
links between the two countries. The Great Lakes and the St. Lawrence
became an important shared waterway for cheap bulk transport of goods and
raw materials. Both countries needed foreign outlets for agricultural
cash crops. Since the existence of the British Preferential Tariff in
1897, American branch plants in Canada were assured access to British
markets. Both America and Canada were recipients of British investment
capital in varying quantities. Both nations contributed to the survival
of Britain during the two World Wars. (Brebner, 1966: Ch. 13-15). The
net effect of geography and history was continuing interdependence,
although Canada was less powerful than the United States.
Thus must the metropolis-hinterland model be modified to take into

account the often confusing mix of conflict and co-operation, dependence

and interdependence, assertiveness and passivity, action and reaction. As
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Davis (1971) argues, the Marxian dialectic based on the premise of long-
run changes resulting from oppositions must be modified over the short
run, for although contradictions abound in the relations between dom-
inating and dominated forces, a dynamic interplay is involved; hinterlands
do fight back against metropolitan exploitation in order to gain a larger
share in the existing system, and conflicts often remain latent for long
periods, often temporarily '"outweighed by conditions of prosperity or by
temporary alliances in the face of larger confrontations.'" (:12). 1In the
case of Canadian-American relations, those "temporary'" alliances have been
extended for a number of generations, and those '""dominated" do a con-
siderable amount of dominating on their own accoﬁnt. The "larger con-
frontation" which has remained mainly latent is that of the challenge to
the capitalist system itself. On that issue, Canadian elites are not only
staunchly united but staunchly '"continentalist" in orientation. There-
fore, while it is true that, as'Davis asserts,iforeign imperialism has
always had a hand in the development of Canada, it is ealso true that the
Canadian elite has had an ability to contribute shaping forces to Canadian
development, regardless of the grotesque form which has resulted, or the
fact that they must share the field with foreigners who have snatched away
many of their advantages.

One further point will lead directly into a discussion of the
development of the Canadian steel industry to maturity. Friedman (1972:
84) adds to the "purely economic'" formulation of the metropolis-hinterland
model the "spatiél dimension,'" that of a 'field of forces" or patterns of
”relations.and tensions' which include such factors as power, communi-

cation fields or interaction, and decision-making. He stresses the conflict
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aspect of social change in the pattern of "authority-dependency" relations,
rather than static aspects. And he distinguishes development from growth--
development being characterized by innovations which lead to transfor-
mations of social systems. Such conditions of innovation are generally
present in large and rapidly growing urban systems, or at the points of
highest interaction in a communication field, from which core innovations
diffuse downwards and outwards to areas of lower or peripheral inter-
action. Applying these concepts to Canadian development, Naylor's con-
clusions (1975b: 282-283) are especially cogent: Canada had "no lack of
capitalists of undisputed ability'--in railways, utilities, commercial
banking, and finance, all activities which a small, tightly interconnected
group monopolized as a response to colonial dependency, and continued in
these patterns, thereby stifling industrial entrepreneurship of any im-
portance. As a result, much of early Canadian industrial development owed
its existence to American innovation, first through migrations of indivi-
duals with skills and techniques learned in the U.S. (and often, &ccom-
penied by their own machinery), and later through the spread of branch
plants set up to market or manufacture products whose innovation American
talents could claim as their own (Wilkins, 1970; Marshall et al., 1976).
This vacuum, Navlor argues, led to the dependence on American industrialism
for Canadian development and hence to the distorted nature of the Canadian
economic structure.

The two 'great Canadian success stories," agricultural imple-
ments and the primary iron and steel industry, are seen by Naylor as
Yexceptions that prove the rule'--the rule of the Canadian industrial
vacuum--since these industries were created in Canada by emigre American

entrepreneurs with no American ownership ties but with access to American
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capital and patents. The iron and steel industry was created by American
"bonus-hunters'" who were also without formal ties to American ownership.
Although this latter point is overstated by Naylor (his statement does not
apply to Stelco), these considerations are important ones from which to
begin a discussion of how it came to pass that the iron and steel industry
was ''"Canadianized" and the American influence which initiated it diluted
to harmless propoftions which allowed a Canadian elite to move in and
establish a fairly firm power base.

2. Railways, Steel and Canadian Industrial Development from 1850

Historical evidence suggests that there was marked growth in
manufacturing in colonial Canada only after 1850. Industrial development
occurred in the Maritimes as well as in Upper and Lower Canada, but its
character was not the same there. 1In Upper Canada, due to the early in-
troduction of steam-driven machine production, there was more concen-
tration of production and capital (Ryerson, 1975: 259), whereas in the
Maritimes, small individual capitalist enterprises such as sawmills em-
ploying only two or three persons, on the average, persisted even in 1871.
Only in mining and related areas was there any sign of significant growth
(:218), and much of this was under American guidance, as will be discussed
later in connection with coal and steel. Capital imports tended to by-pass
the Maritimes. After the brief surge of prosperity which the timber trade
brought to them in the period of the Napoleonic wars and the era of the
wooden sailing ship had passed, so too did the Maritimes continue their
slide into economic oblivion save for the importance of coal and steel
during the latter part of the nineteenth century. Moreover, there were

significant differences among the Maritime provinces in terms of develop-
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ment--most industry centered around Nova Scotia, especially in shipbuilding
and construction; New Brunswick's economic base was derived from the
forest industries; Prince Edward Island depended on agriculture; and New-
foundland only on the fisheries.

The great landed proprietors, absentee or otherwise, 'held sway"
in Halifax, St. John's and Charlottetown, and in 1837, Nova Séotia was
still ruled by "an amalgam of colonial-military officialdom with a closely-
knit group of mérchant—bankers possessing strong ties with London com-
mercial houses." (:194). Maritimes capital accumulation drained away to
Britain (:197).- There was no rising class large enough or strong enough
to challenge éommercial hegemony as there was in Upper Canada, where an
incipient industrial bourgeoisie in alliance with small merchants, profes-
sionals and urban workers demanded reforms and protested the chain of
dependence which led from the Compact to the Montreal financial houses and
thence to Britain (:Ch. 5-6). They demanded '"freedom of the market' in
trade, and denounced the land monopoly as a déterrent to industrial develop-
ment (:107).

In Upper Canada, small industrial beginnings would blossom when
the railways opened up new areas of contact and opportunity. By 1817,
steamers were traversing Lake Ontario and as early as the 1830's, a foundry
at York produced marine engines (:98). But for the most part, before 1850,
manufacturing in Upper Canada could best be described as localized in
small villages (''service'" rather than market-oriented, serving local in-
habitants' needs; and of&en based on barter with largely self-sufficient
farmers rather than integrated into a money economy), and production was
of the handicraft or workshop type. Due to inadequate transportation,

settlements were isolated from each other (Spelt, 1972: Ch. 3).
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With improved road transportation, these localized '"service"
industries did not increase proportionately with the increased popu-
lation but remained small and handicraft types, while new industries were
established or grew out of old ones in response to wider markets within
Ontario, leading Spelt (:79) to term them "propelling industries' because
they would later contribute to the evolutién of urban centres and to the
creation of a national economy. In these early years, isolation from
the dominant St. Lawrence metropolis and from British imports encouraged
indigenous industry, temporarily protecting it from severe competition by
virtue of distance and transportation inadequacies. By 1851, such in-
dustries as sawmills and gristmills predominated numerically, constituting
close to 88% of all industrial establishments in South-Central Ontario
(timber and grain were important export staples at that time). Lumber-
planing mills, lath, cabinet, boot and shoe, and carriage factories also
existed, as well as woollen factories, distilleries, tanneries, and
foundries, although in much lesser quantity. Woollen mills and foundries
employed a slightly higher average number of workers than other establish-
ments (:74-75). 1In this period, Toronto, while possessing a greater
variety of industrial establishments than other Ontario communities,
resembled them in every other respect, attesting to its lack of sufficient
resources which would propel it to metropolitan status. Railways would
prove vital to that emergence.

The importance of the railways to the '"take-off'" phase of Canadian
industrial development is emphasized by Spelt (1972), Naylor (1975),
Marshall et al. (1976), and, as a drawing force for American influence in

the steel industry, by Eldon (1952). Railways were important not only from
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the standpoint of the impact they had on changes in the nature of manu-
facturing and commerce, but also for the opportunities opened and
strategies pursued by powerful Canadian groups. For this reason, rail-
ways will be emphasized in this section as an important key to under-
standing the early development of the iron and steel industry and its
links with the established classes.

American manufacturing was by the 1830's already more advanced
than Canadian, and as a result, Americans were involved early in Canadian
lumbering and (by the 1840's) in mining, ex;racting everything from precious
metals to industrial minerals such as coal and nickel (Marshall et al.,
1976: 5-7). By the 1830's, lMarshall et al. (:10) estimate that more than
half the capital employed in Ontario and Quebec mining came from the
United States.

Although financing for Canadian railways came mainly from British
investors, with a large amount also raised in Canada, prior to 1885 not
only was some American capital invested (nearly $50-million) but Americans
controlled some railways (:113). Most of these relatively short lines were
built to supplement the American systems by providing access to Canada,
and others were developed in conjunction with industrial and mining
ventures (:114). American-owned railways by the 1930's, however, provided
only 7.4% (in terms of value) of the service in Canada and operated only
1,850 miles (including trackage rights) in Canada, whereas the two Canadian-
controlled transcontinental systems which controlled the lion's share in
Canada operated as well on 6,600 miles in the U.S. (:113). ' The most im-
portant American input into Canadian development in railways, other than

capital, was in providing many of the great Canadian railway builders such
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as Van Horne with their early training and experience in the American
north-west (:114). Americans also had connections with the Canadian
Pacific in terms of financing its first bond and public stock issues
through the New York-Montreal financial syndicates and the New York and
Amsterdam underwriters respectively, when problems of London financing
arose due to Grand Trunk's opposition (:114).

Generally speaking, however, in railways powerful Canadian
groups prevailed, as is evidenced in the outcome of deliberations cen-
tering around the Manitoba portion of the CPR. When a syndicate of
Canadians and emigre Canadians fresh from their profitable St. Paul,
Minneapolis and Manitoba railway venture accepted Macdonald's invitation
to build the C.P., their intention of building a portion of it through
the American iron and copper mining regions was strongly vetoed in favour
of an all-Canadian route (Brebner, 1966: 211-212).

In manufacturing, the extent of American involvement was an en-
tirely different story. Even before the National Policy of the 1870's
and 1880's was introduced, Americans had come to Canada to establish small
manufacturing concerns. The first American branch plant (that is, with
direct ties to American investment and control), according to Marshall et
al. (1976: 11) was probably a St. Catharines file factory established in
1870. Between 1870 and 1887, the process of American branch plants or
companies with American directors accelerated, and by 1887, Ontario was
already the most important scene of activity for American controlled and
affiliated manufacturing concerns, having a total of 50 such concerns
compared with Quebec's 25, the Maritimes' six, or Western Canada's one
(:14). 1t is, therefore, important to bear in mind the American presence

and influence in Ontario during the early and important formative period
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when Toronto began its rise to metropolitan status. When Toronto was
building up important financial infrastructure under the leadership of
local Canadian elites, many Americans were actively involved in the in-
dustrial activity which was its complement.

In 1851, Toronto was still engaged in the first of four identifi-
able stages in the rise of a metropolis: creating a well-organized marketing
system for its whole area. There were already road and steamboat linkages
to its hinterland, to Montreal, and water linkage to the New York railway
orbit, but its hinterland was small, restricted to southern and south-
west Ontario. Toronto was |

"still purely a commercial centre...Progress in the dev-
elopment of manufactures was still meagre...In the area of
financial facilities, Toronto was still largely depen-
dent on London, New York, and Montreal."

(Masters, 1947: 13).

By the 1880's, Toronto had acquired metropolitan status on more or
less equal footing with Montreal, whose dominance had been steadily eroded
by competition not only with Toronto but with the American canal and then
railway networks. But, as indicated in Chapter Three, Montreal was still
a formidable power and although Toronto managed a banking legislation
triumph, it lost in its struggle with Montreal over control of the CPR
charter (see Masters, 1947: Ch. 4; Spelt, 1972: Ch. 5). More importantly,
by 1890, Toronto had completed the developments of the other three stages
in its emergence: manufacturing development continued in the entire area,
transportation had improved rapidly, with Toronto emerging as a hub, and
a financial system for both inter- and extra-metropolitan commerce had

3 . : . ;
matured”. These developments were not accidental, for, ever since its

beginnings,
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"Toronto was started on the road towards metropolitan
predominance not by its economic strength, but by the
deliberate actions of a self-interested governmental
clique." (Spelt, 1972: 54).

The railways must be seen as a part of such a strategy, not only
for the Upper Canadian governmental clique, but for the Montreal one as
well., As Naylor (1975a: 23) sees it, the "dawn of the railway age' in
Canada was by the 1840's an economic necessity whose priority arose from
the abolition of the old colonial preference system and the threat of
American railways diverting trade away from the St. Lawrence system to
the Hudson-Mohawk system. The railway priority and Confederation were,
as Naylor interprets it, related to strategies for survival and expansion
of the dominant classes in Canada (those, as discussed in Chapter Three,
who operated out of a mercantile-financial base). Confederation would not
only ensure unified territory for the expansion of trade but probably
equally as important, make secure British investment in Canada. The early
alignment of forces in the three areas of the Canadas were inclined almost
overwhelmingly towards free trade (:30-31) (with the exception of a few
Montreal mercantile and industrial capitalists), probably due to their
aspirations to share in American trade rather than develop Canadian in-
dustry, or in the case of Upper Canada, to "hopes of using the Maritime
provinces as a free trade bloc to assist thé agrarian community of Upper
Canada in its struggle for lower tariffs" (:31), part of the Upper Canadian
striving for development independent of Montreal big business interests (:31).
Thus, from the very beginning, railways were part of the expansionist and
survival strategy of entrenched forces in Canada, allied with British

investment houses and in control of government fiscal policy which would

ensure success.
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Nova Scotia provides a revealing example of the intimate rel-
ationship between political union and unification through rail linkages:
in that province, those who were pro-Confederation

"followed a line along the railway route, including as
well the coal pits of Cape Breton, while the anti-
Confederate vote was centred in the old seafaring
centre." (Naylor, 1975a: 34).

The railways, it must be emphasized, were essentially a mercan-
tilist and not an industrialist response to conditions and challenges in
North America; it was subsequent changes in conditions and opportunities
which led to a reorientation of that initial strategy, particularly as
presented by the steel industry.

Canals, Spelt (1972: 117) argues, ceased to be a factor in south-
central Ontario urban development after 1850, and by 1880 with changes in
laker vessel sizes, the Welland and the St. Lawrence canal systems were too
narrow and too shallow. The water systems had failed to draw farmers into
the money eccnomy and only areas accessible to waterways were affected.
But it was the growth of rail systems, extending into the interior, which
drew them in and also contributed to an expansion of marketing opportu-
nities throughout the region, as well as eventually opening up the more
northern resource areas.

The earliest railway development in Ontario was the Great Western
(incorporated in 1834 but revived in 1845), linking Niagara via Hamilton
to Windsor in 1854 and with Toronto in 1855. Although financed with British
capital, it was probably strongly influenced by Americans, as it converged
with the Buffalo system (:109-110). The Champlain and St. Lawrence had

been built in 1836, and the railway boom really began with the Grand Trunk

in the early 1850's, representing Montreal's effort to gain control of the
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Ontario hinterland and draw away from New York the western American trade.
Begun in 1853, it reached Toronto a year after the Great Western, and
Toronto, located between New York and Montreal rivalry, found itself
connected to both (:110). The American Drawback Act of 1845 had already
given Toronto an advantage at the expense of the Montreal canal system,
since by being able to ship goods in and out of New York in bond, Toronto
contributed to breaking Montreal's dominance of the Upper Canadian hinter-
land (Kerr, 1967: 540). When Montreal between 1840 and 1870 lost out in
the north-west contest to New York, Toronto was in an ideal position to
develop its independence.

Although Montreal had the Grand Trunk linking it with Ontario and
from 1876, the Intercolonial linking it to Atlantic ports, Toronto began
to build up a network to join the Ontario hinterland to itself, and in 1855
the Northern, initiated and promoted by Torontonians, gave access to the
Collingwood area (Spelt, 1972: 110) . By the 1880's, there was a second
Toronto-Montreal line,and many feeder lines to open up the Ontario interior
had been constructed in the 1860's (:112, 158). Toronto, in the municipal
railway subsidy contest with other towns, had outbid the others and had
promoted, for example, the Toronto, Grey and Bruce, linking it with such
near-northern towns as Owen Sound (:113), so that it was gradually becoming
the centre of a network of railways radiating in all directions by 1880.
Hamilton had also become a railway centre in its own right, competing with
Toronto's Northern in the northward projection (:114). These regional
developments thus more than compensated for Toronto's loss of the CPR
charter, because an area important to future industrial development in

southwestern Ontario was being opened.
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The stakes in the C.P. struggle were high--control of the north-
western hinterlands. In 1881, Montreal interests, backed by the powerful
Bank of Montreal and by the Hudson's Bay Company (:160) had a clear opening
to the west and a transcontinental system. It was completed in 1885 and it
was not for another 20 years that Toronto could boast of its own trans-
continental connections., The Canadian Northern, supported by the Canadian
Bank of Commerce and other Toronto financial interests, was Toronto's
successful challenge to Montreal (:160-161). Its western portion, however,
had been under CPR influence, begun ir 1884 by two CPR contractors, Mac-
kenzie and Mann, who had worked under the cﬂief engineer, Herbert Holt;
after 1898 due to a falling-out with their mentors, a shift occurred and
by 1902, the Bank of Commerce and its allies became instrumental in C.N.
financing (Naylor, 1975a: 288-290). This strange shift .not only bene-
fitted Toronto interests but was a portent of developments to come--Holt
went on to become a leading (and notorious) banker-promoter, and Mackenzie
and Mann became allies in American-influenced steel ventures.

From 1867 to 1879, railway mileage increased from 2,278 to 6,858
miles, and by 1897, to 16,550. Donald (1915: 15) notes that railways
and tariff protection influenced progress in manufacturing. The impor-
tance of railways for steel is clear: the railway business brought a ready
market, and in return, allowed raw materials to be brought in from remote
areas so that using industries could be located close to main markets. The
problem experienced by the pre-railway steel industry was that it had to be
located near raw materials, a decided handicap, since most of its customers
were not nearby. Eldon (1952) emphasizes the importance of these two

factors, raw materials and markets, for the developments in the industry.
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In many cases, the location of a plant proved to be a disadvantage when
steel markets developed later in southwestern Ontario because the plant's
location had been an artifact of other factors which first attracted
American entry into Canada--in two cases (Dominion Steel and Algoma) the
main reason for establishing the plants had not been for making steel but
for exploiting mineral or water-pcwer resources of the area. This point
will be returned to in the discussion on raw materials.

Eldon (1952: 31) notes that three firms in particular derived a
great deal of benefit from the railway building period: Canada Iron
Furnace, a maker of castings (this firm took over the old Quebec-based
Radnor Forges in 1889), the Nova Scotia Forge Co. at New Glasgo, and the
Londonderry Works in Nova Scotia. However, in the beginning, the primary
steelmaking end of the industry benefitted only indirectly, as it was the
finishing plants (those which rolled steel rail and used raw or semi-
finished steel as their raw materials) which received the most stimu-
lation; then as they were able to absorb more primary steel, the primary

"industry received stimulation as well (:29). The early railways such as
the Grand Trunk, bringing stimulation to southern Ontario, and the Inter-
colonial, created conditions for future expansion by first creating the
demand for large quantities of steel products and then opening markets
into which iron and steel producers had not previously entered due to lack
of transportation facilities. By the turn of the century, the two proces-
ses, that of railway demand and of industrial development, had stimulated
one another. The growth of rail transportation also made it possible for
steel producers to expand beyond the limits created by reliance on local

sources of raw materials and, as will be shown in the next section, Canadian
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iron ore began to play a role in North American-wide resource exploi-
tation. - Opening of the West and development of new raw material sources
further promoted industrial activity, which led to increased steel demand.

The Canada Screw Co. (originally established by Hamiltonians and
after unsuccessful operation, taken over in 1876 by the American Screw Co.
of Providence, Rhode Island and operated by Charles Alexander of Providence
and Cyrus Birge of Hamilton) was not established due to railway demand,
but the plant was later moved from Dundas to Hamilton due to new railway
dévelopment in Hamilton (:77).

The beginnings of what was later to become the Algoma Steel
Corporation can be attributed to the lure of the railroads only in-
directly--in 1894 Clergue, originally a Maine lawyer and involved in a
number of ventures in the U.S., persuaded Philadelphia and New York capital-
ists to fimance power and pulp development in the Sault Ste. Marie area,
and they went on to finance a machine shop and foundry for the construction
of a dry pulp mill. Clergue's entry into steel transpired through a happy
accident~~-when he acquired a nickel mine in order to produce sulphités for
increasing the marketability of ground wood pulp, it came about that the
residues formed a nickel-iron alloy of such superior quality that it in-
terested the Krupps, the German gunmakers., This demand did not exhaust the
nickel supply produced, so he acquired the Helen Mine in 1898 for mining
iron, and primary steel facilities were planned in association with the
building of the Algoma Central Railway north to pulp forest areas. New York
capitalist became interested and by 1901 a small steel plant was ready.
Algoma Steel Co. was formed to control this aspect of the Lake Superior

venture (:82-83).
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Eldon (:85) comments that each part of Clergue's empire arose out
of the needs of a previous one and each element became a market or supplier
or prop for the other pieces of the industrial network which in 1899 was
united as Consolidated Lake Superior Co. Thus, steel became later an im-
portant offspring of the main reason Americans were in the area: hydro-
electric power, and the fikling of rail orders for the Canadian systems
arose out of the need to supply rail for an American-controlled industrial
hinterland railway.

The creation of Dominion Steel Corporation in Nova Scotia and its
involvement in rail production also cannot be directly attributable to the
railways. Whitney, a Boston financier, organized Dominion Coal in 1893
to supply his New England Gas and Coke Co. for the production of gas for
the city of Boston and of coke to American railways and manufacturers. Nova
Scotia coal being not particularly clean, Whitney found his business threat-
ened in 1896 by the Boston Smoke Nuisance Law, and since provincial and
municipal offers in Canada were good, he decided to build a steel plant to
use the output. This plant consumed 23% of the coal company's production,
providing a nearby outlet. Dominion Iron and Steel Co. (formed 1899),
ostensibly was a separate company, although its management was identical with
that of the coal company, and in fact they merged iq 1909. Dominion Iron
was to produce blooms and billets (semi-finished products), but as demand
for finished products was greater, a rolling mill was planned; when capital
supply problems developed, management settled for a less ambitious project
involving a rail mill and mills for plate, angle bar and wire rod pro-

duction (:107-110).
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In the period prior to 1879 and the National Policy, as Donald
(1915: 63) points out, there was no greatly important iron industry, there
being no pig-iron plants in Ontario and no very important rolling mills.
Quebec had only three small blast furnaces and a few fairly large rolling
mills, but the St. Maurice and Yamaska forges were close to abandonment.
Only the Londonderry, Nova Scotia plant was important, and it was to fail
by the 1880's. The greatest period of early development was between 1868
and 1879, owing mainly to the increased demaﬁds of the railway era (:67),
and by the turn of the century, the finishing end of the industry was
quite over-developed owing to the tariff protection afforded finished
products~--by 1891, they alone numbered 520--and there was '"a redundant
supply of certain kinds of plants'" (:120). Between 1875 and 1390, Quebec
and the Maritimes were dominant iﬁ steel--in 1896, Canadian railroads almost
all used car wheels made from the product of the Canada Iron Furnace Co.
at Three Rivers, and Nova Scotia supplied forged products. At that time
there had been no blast furnace in operation in Ontario for 40 years,
until 1893, when Americans accepted the generous offer of the city of
Hemilton to build a primary iron and steel mill there (:Ch. 6). Donald
(:120) concludes that "during the period 1874 to 1897, forces were working
to develop an iron and steel industry.'" These forces may be summarized as,
first, railway building and the stimulétion offered to the finishing in-
dustries and through their demand, to the primary industxry; and second, the
tariff and bounty system which offered substantial rewards to establish

primary plants, an offer usually taken up by Americans.

(O3]

3. The "Canadianization" of the Primary Steel Industry
In the "doldrums'" of 1921 to 1935, extensive analysis suggests to

Eldon (1952: 165) that there were only remnants of American investment in
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the Canadian steel industry, mainly in finished products, in Ontario and
Quebec--for example, producing brake shoes, forged products, and loco-
motives (:169). There were also poor investment prospects in primary steel
after the railway building era petered out (:172). In the 1830's when
Marshall, Southard and Taylor (1976) wrote, Algoma had a ''mebulous Anglo-
American-Canadian ownership” (:56), and by the end of that decade, had
passed out of U.S. direct céntrol. Marshall et al. (:56) report that, for
example, while paper mills accounted for more than a quarter of American
manufacturing investment, and iron and steel goods factories were second
in volume of capital employed (Americans controlled 82% of the automobile
and auto parts industries), yet only 12% of the basic steel industry was
accounted for by American branch plants, and in furnaces, rolling mills,
castings and forgings (the basis of the steel industry), there was little
American ownership. Many of the American firms were small, some producing
forgings and other specialized products, according to Eldon, as some of
the examples given above indicate. Similarly, Naylor's data (1975b: 295)
indicate that Canadian ownership of securities in 1921 amounted to 71% of
the total in the category '"steel furnaces and rolling mills" compared with
28% U.S. Between 52% and 94% of the following industries' éecurities were
also owned by Canadians, compared with U.S. ownership of betweep 1% and 28%:
agricultural implements, textiles, food and beverages, and construction.
And although many security issues had been taken up by British and to a
lesser extent American investors, transportation and many utilities were
also by that time Canadian-controlled. By contrast, Americans owned be-
tween 55% and 100% of the securities in the auto, auto accessory, paint,

drug, chemical and artificial abrasives industries.
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Thus, by the second decade of this century, '"The distribution of
foreign ownership of securities (including bonds)...already showed certain
very critical patterns." (:294). These patterns were to continue and to
become accentuated. The examination of how American influence became
diluted in the Canadian steel industry:and control shifted to Canadian
elites is, therefore, vital to an understanding of the current position
of the industry.

Before 1850, there was little American involvement in the Canadian
iron industry and production was small-scale, hampered by transportation
difficulties, and due to problems ranging from poor or unmanageable ores
to lack of markets and low prices, usually quite short-lived. The number
of concerns can practically be counted on the fingers of one hand: one in
Nova Scotia, connected with the Annapolis Mining Co., none in New Brunswick
or Quebec, and at various locations around Ontario, the efforts of Joseph
Ven Norman and four New York associates who were later bought out by
Benjamin Van Norman; and the Furnace Falls Iron Co., begun by Parry and
Mills of Chicago (Eldon, 1952: Ch. 2). Eldon (:25) concludes that there
was little chance of long-run success for any enterprises even before 1890.
Before then, the Radnor Forges and the Canada Iron Furnace Co., established
by P. H. Griffin and others from Buffalo, associated with the Drummonds and
McCalls of'Montreal, were active between 1889 to about 1914 at which time,
being small-scale operations, they became obsolete.

The protectionist policies introduced in 1879, coupled with the
system of granting bounties for pig-iron produced and the various sub-
sidies offered by provinces and municipalities, ceinciding with the railway
boom and enlarging markets, attracted many Americans, and most of their
influence may be dated from the time it took for these policies to promote

other industrial developments--about a decade later.
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The Hamilton Blast Furnace Company was set up by New York
interests in response to generous subsidies offered by Hamilton and by
the federal and provincial bounties. The Ontario Rolling Mills was es-
tablished by men from Ohio, although Eldon (:76) notes that American
investment did not appear to be large. Before the turn of the century,
control of both had passed to Canadian interests, as was that of Canada
Screw Co., when Birge took over the interests of the American Screw Co.
in 1898 (:76-77). Dominion Wire, originally established by two English-
men, was purchased in 1907 by William H. Farrell, brother of James H.,
president of U.S. Steel, and representing U.S. Steel interests (:78).
These companies all became part of the Stelco merger in 1910, under the
auspices of leading Canadian financiers, as has already been outlined in
Chapter Three. Stelco, Eldon (:74) notes, was the least influenced by
American initiative and capital, and early became a powerful, well-integrated
unit which absorbed both former American and Canadian companies. Similarly,
the Montreal Rolling Mills was a Canadian creation, as has already been noted.
The history of Algoma is one of a rapid series of reorganizations
beginning almost from the time of the incorporation of the Consolidated Lake
Superior Co. The original company was controlled by Philadelphians, a
syndicate of "prominent and influential American financiers" and its original
management inéluded executives of Pittsburgh Plate Glass Co., Pennsylvania
and Northwestern Railroad, and Berwind-Wnite Coal Mining Co. In 1910,
Canadian capitalists associated with electrical concerns and Hayden Stone
& Co. of Boston also became shareholders (:87). When Algoma's first ship-
ment of rails on an order that had been obtained through favourable govern-

ment legislation turned out to be unacceptable and in the meanwhile lMackenzie
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and Mann of the Canadian Northern bought dumped German rails cheaply, the
company was started on the road to financial insecurity (:87-89). Clergue
was replaced by Cornelius Shields, who was lured away from Dominion Iron
and Steel to attract new capital, but he failed and in 1903 Speyer and

Co. announced loan default and the company was dissolved, to be re-
incorporated in 1904 under a New Jersey charter but with many of the
original American shareholders remaining (:89-90).

Before 1914, shifts again occurred, beginning with the important
intrusion of Canadian and British capital in the railway subsidiaries.
Around 1907 James Dunn, who was later to leéd Algoma to success, obtained
Clergue's assistance in interesting the British financier, Robert Fleming.
Fleming and Dunn formed an investment company and bought Algoma stocks
at a New York auction for a fraction of their original value. After
further difficulties, the company began to shift its orientations to
steel as its central concern and divested itself of many of its other
interests, becoming reincorporated in 1912 as Algoma Steel (:91-94).
American capital and entrepreneurship were, according to Eldon, still
decisive during this period. Clergue, although no longer part of Algoma's
management, remained as a director until 1907 and was also a director of
two other American-dominated companies, Cramp Steel Co. and Canadian
Iron Furnace. The former wént into liquidation by the first world war,
but Canadian Furnace (with the M.A. Hanna Co. as its selling agent)
was eventually acquired by Algoma (:104)4. By that time, American in-
fluence in Algoma was considerably reduced, as the following progression

will reveal.
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Dunn had been impressed with Algoma ever since he was taken on a
tour of it by Clergue in 1907 and had been quietly buying up bonds. He
later also acquired Fleming's securities. When in 1932 Algoma suffered
a bankruptcy and was reorganized, first-mortgage bondholders were issued
common shares in the new company, and Dunn, with 807% of the bonds, ac-
quired three-quarters of the controlling common shares. He then went
on, aided by a large federal government rail order, to build the company
up and to cancel its entire funded debt by 1947 (Newman, 1965).

After Dunn's death in 1956, the company was again "up for grabs''--
the Dunn estate, requiring funds to pay succession duties,-raised money‘
through the sale of Algoma shares. At the same time, a number of other
developments were about to converge.

Dominion Steel and Coal, "a somewhat uneasy alliance of U.S.,
U.K., Canadian and Belgian capitai” (Park and Park, 1973: 108) lost its
Canadian president in 1957 and was.open to a shift in control. In mid-
1956 British and Canadian interests attempted control of McIntyre Porcu-
pine to prevent the incursions of Cyrus Eaton, and by mid-1957, the
British-Canadian interests had gained control of McIntyre and used its
funds to gain a share in Algoma‘s control. The Mannesmann (West German)
interests, the McIntyre Porcupine interests, the executors of the Dunn
estate (led by C. D. Howe) and the British Hawker Siddeley's subsidiary,
A. V. Roe Canada Ltd., all converged in the control of Algoma. The
Hawker Siddeley group also controlled Dosco by that time, but suddenly
retreated from Algoma in 1958, and later, control passed to the Mannes-
mann interests (:108-109). Control remained with Mannesmann until 1975,
when Canadian Pacific Investments became the leading force, as indicated

earlier. Thus was the original American content diluted, although
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Canadian interests have not always been able to maintain control without
forming alliances.

The progression of events leading to the dilution of American
influence in Dominion Steel (Dosco) exhibits many of the same character-
istics. Dominion Steel by the turn of the century suffered the effects
of a serious strike and financial problems arising from internal weak-
nesses (a board of directors run by financiers not competent in steel
management) and by 1901, Whitney had sold his control of James Ross of
Montreal. Strong American interest remained, however, including Hayden
Stone and Co. of Boston (Eldon, 1952: 111—1i4). Left in a vulnerable
position after its long but successful lawsuit with Dominion Coal, which
ended in their amalgamation, the company took advantage of its favourable
position with respect to raw materials and European export markets. When
the rail business fell off and financial difficulties arose British
interests through their London advisory board to become involved in 1919,
they, allied with North American interests, planned to merge Dominion
Steel with a number of companies. Nova Scotia Steel (with whom Dosco
had co-existed over the years, having no overlapping products or markets)
was to be included, plus its subsidiary Canada Steamship Lines, Canada
Foundries and Forgings, Collingwood Shipbuilding, Port Arthur and Davie
Shipbuilding, and Wolvins' and Norcross' Halifax Shipyards, to be in-
corporated in 1920 as British Empire Steel Corp. Ltd. (BESCO) (:141-142).
However, general financial conditions in Britain did not favour raising
such a large amount of capital, and some companies ‘had to be omitted from
the scheme. Halifax Shipyards and Nova Scotia Steel were left in. Fin-
ancial help came from U.S. interests through the Austrian banker, Szarvassy

(:144).
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BESCO was heavily overcapitalized and, possessed of a finance-
oriented board with little experience in steel, foundered by 1924 due
to a competitive disadvantage in the Montreal and Pittsburgh markets
and resulting financial difficulties. 1In 1926 the company went into
receivership, and while the British interests were planning a reorgani-
zation, Canadian interests led by Herbert Holt, Max Aitken, and Gundy
& Co. along with Stelco's director Duggan, gained control. Although
British interests remained dominant (half of the stock and bonds were
held in Britain at the end of the 1930's), American influence had been
reduced, as evidenced by its representation‘by only one New Yorker and
one Bostonian on the board (the latter supplying technical, not fin-
ancial, skill) (:145-149). The situation of Dosco in the 1950's has
already been noted; its subsequent fate will be reserved for the discussion
of the rise of Stelco to dominance.

Other major developments in the steel industry to the 1930's
included the formation of Dominion Foundries and Steel {Dofasco) in
1912 by the American Sherman brothers, and two '"mon-events'"--the with-
drawal of United States Steel from active contention for a share of
Canadian industry, and the failure of western steel to develop except later
under the auspices of eastern Canadian interests.

According to Eldon (1952: 102), even the early Dofasco, despite
its emergence under American entrepreneurship, had very little American
capital input. Although on the verge of expansion, Dofasco did not yet
‘produce its own pig iron at the time of the first world war, and Algoma
and Stelco were the dominant companies in 1914 (:122). The geographic
centralization as well as economic concentration formed a firmly established

pattern quite early in the century.
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United States Steel, though eyeing Canadian potential for quite
some time, initially lost its advantage when its Dominion Wire became
part of the Stelco merger. As an important outlet for the output of any
primary mill that could be built was eliminated from its control, and
as Canadian economic conditions for profitable operations became unin-
viting, U.S. Steel did very little beyond acquiring land at Sandwich
(Windsor) and beginning construction on a limited scale. Its Ojibway plant
was in operation in 1927; Ojibway's tinplate product accounted for over
half of the Canadian consumption and -it had a number of subsidiaries as
well (Canadian Bridge, Canadian Steel and Wire, Canadian Steel, Essex
Terminal Railway Company). According to Eldon (1952: 165) inadequate
tariff protection from European finished products and a depressed Canadian
market prompted U.S. Steel's withdrawal in 1937. Kilbourn (1960: 132)
notes that U.S.S. offered its Ojibway plant to Stelco, but Ross McMaster,
its new president turned it down on the basis of poor location aﬁd a
preference to spend money on Hamilton-centered development. The plant
was, according to Eldon (1952: 165) sold to Dominion Steel but low earnings
on its own heavy fixed investment prevented the Nova Scotia company from
doing anything with it to allow advantage to be taken of its relatively
better location. Thereafter, U.S. Steel restricted itself to maintaining
a Canadian sales oifice.

Developments on the Canadian west coast did not culminate in a
steel industry, although the demand was present in B.C. and ores and other
raw materials were available. A blast furnace operated south of the
border in Washington State, and companies incorporated to acquire coal

properties in B.C. to service Seattle mills. A company was set up by a



British ironmaster, and in 1911 the British Columbia Steel Co. was
formed to build a plant near Vancouver. But the net result of all these
efforts was a solitary foundry converter of the Vancouver Engineering
Works in 1909 as the only Canadian steel furnace west of the Great Lakes.
Donald (1915: 235) surmises that the inability to get a western steel
industry going was due to the high price of coke on the coast. Eldon
(1952: 55) suggests that the early failure of an industry to develop on
the west coast was due to two factors: first, ores, though available,
were costly to process due to excess sulphur content, and second, Indian
and Chinese pig iron could be put down at the west coast cheaper than
local ores could be converted. Thus, before the late 1940's o0il boom
on the prairies, the only western operation of any importance was the
Manitoba Rolling Mills, which Eldon (:100-103) says started off around
the same time as the others as American-controlled and eventually became
Canadian controlled and remained viable down to the present. (IMManitoba
Rolling Mills will be discussed in a subsequent section in connection with
western hinterland competition rising up against Stelco.) Subsequently,
first the Page-Hersey Stelco joint venture entered the west, and later
Dofasco through its acquisition of Prudential Steel. Both were in con-
nection with oil and gas industry requirements.

It is now appropriate to draw together the strands which will
in part address the 'problematic'" raised at the beginning of this thesis:
that is, how it came to be that &he Canadian steel industry, an exception
to the rule of lack of indigenous Canadian dominance in manufacturing,

came to be Canadian.
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Basically, the answer to the question of why Americans lost
control or had their influence diluted by the 1920's (and in some cases,
a decade or two before that) can be divided into three types of explana-
tion: first, the period in which Americans operated in Canada relative
to the stage of development reached by American business abroad; second,
the extent of Canadian involvement in American enterprises and/or the
power of established Canadian forces in their own early ventures; and
lastly, the continuation or not of profit-making and tariff incentives.
These three explanations must be understood as forming a concatenation
of circumstances.

Data and analysis by Wilkins (1970), Marshall et al. (1976) and
Kilbourn (1960) all lend support to the plausibility of an explanation
drawing together the above three aspects.

The first two parts of this complex of factors is suggested by
Wilkins for the pre-1914 period:

"As American business 'spilled over' the border into
Canada, there was no certainty that the newly estab-
lished enterprises would be wholly owned by American
capital or even managed by American citizens...Whether
or not Canadian capital and top management would con-
tribute seems to have depended on the answers to three
questions: (1) Did Canadian entrepreneurs participate
in the formation of the enterprise?...(2) Was an
existing Canadian business to be purchased?...(3) Vas
the project of a type that needed considerable capital
for expansion?! (:147).
It will be recalled that the successful American-initiated ventures,
those which continued into the twentieth century, were begun in the late
1880's or 1890's. Unlike earlier periods, steelmaking had by then become

much more technologically sophisticated and capital intensive. That

Canadians were involved in shareholdings in Algoma by 1910 has already
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been noted; in addition, Clergue had been replaced by Shields, formerly
of Dominion Steel, by 1903. Eldon (1952: 91; 156) also notes the changes
in representation on the board of Algoma which indicates increasing
Caenadian participation: in 1904, four directors represented Philadelphia
bankers and stockholders, four represented New York bankers and stock-
holders, and four represented Canadian; when the company was reorganized
in 1930 as Algoma Consolidated, although Philadelphia interests were still
involved, the board chairman was Sir William Stavert, a Canadian, and
after the British bondholders' protective committee took over in 1934, the
former owners were shut out completely, after which Dunn gained control.

In Chapter Three it was already mentioned that almost before the
American-established Hamilton Blast Furnace Co. got started, it ran into
financial difficulties and was bailed out by Canadian interests, who then
became the dominent sharcholders. Tt will also be recalled from the
ecarlier discussion in this section that when Dominion Steel ran into
financial difficulties in 1901, Whitney sold a controlling interest to
Ross of Montreal, who undoubtedly had connections with the Montreal fin-
ancial community and this probably prevented the remaining American interests
from gaining a greater share. No information is available on the early
development of Dofasco, but if Eldon is correct that American investment
was small, during the company's evolution to maturity it probably quite
early attracted the interest of Canadian institutional investors; cer-
tainly, current data shows this to be the case.

During the early period of American business involvement abroad,

between 1865 and 1892, Wilkins (1970: Ch. 1, 2) observes that manufacturers
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who did venture abroad began selling through agents or licensing agree-
ments and did not usually set up branch plants until they were assured
the market was viable; little capital was risked even then, and earnings
accumulated from foreign operations were reinvested abroad. If additional
capital was needed, it was often raised abroad. The net effect, for these
early enterprises, was that they tended to remain separate from parent
concerns (:68). Although the case of the primary steel industry was
somewhat different5 it nevertheless is important to consider that Canadiani-
zation of American industry was probably made easier in a period of gen-
erally and relatively weak ties to the home country. Indeed, Marshall et
al. (1976: 26) note that even in the 1930's, there was substantial (if
minority) Canadian intevest in American-owned companies. TIn the category
"Iron and Its Products™, in 1932, there was 10.64% non-American interest in
American-controlled business in Canada, and this increased to 19.38% in the
category "Furnaces and Rolling Mills" (:361-3064).

Lastly, it is important to néte changes in business and market
conditions in Canada after the turn of the century. Kilbourn (1960: 78)
notes that just after Stelco was created, in 1910, the bounty system on
Canadian iron and steel was about to be discontinued, and the issue of
free trade began again to be raised; in 1911 he notes that there was very
little effective tariff protection against iron and steel exports to Canada
(292). Those companies which tended to specialize in the rail business
(Dominion Steel and Algoma) suffered when the railway building period
ended about 1914, and Dominion Steel suffered when the export business
fell off. 1In 1906 U.S. Steel had planned a large integrated mill near

Windsor but construction did not take place immediately, and when in 1917
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America entered the war, plans were suspended (Eldon, 1952: 106); while
U.S. Steel, as already noted, enjoyed a brisk tinplate business in the
1920's, the unfavourable economic conditions of the 1930's, coupled with
tariff changes affecting its product, caused it to withdraw. Markets,
Eldon (:124) believes, were a decisive factor in the success of the
Canadian industry, and both Algoma and Dominion Steel were not in a
position, during this early period, to supply a wide range of products
which would have put them in an active competitive position with Stelco's
highly diversified production and ideal location in the new industrial
heartland. Further involvement by Americans was discouraged in the early
years because neither Algoma nor the Nova Scotia steel plants were
financially attractive, and to 1935, there was no record of profitable
operations (:161).

The pattern of independent American entrepreneurs establishing
themselves in Canada, and the importation of valuable American skills and
technology made possible the phenomenal growth of the Canadian steel in-
dustry from about 1901 (Eldon :120 notes that its growth was actually much
faster than in the U.S. at that time). The convergence of a number of
conditions in Canada and in America contributed to the possibility for
Canadians to gain a share. The ''Canadianization' of the rest of the
industry was also a factor Which‘allowed Stelco fhe necessary scope to
rapidly become the industry leader. Other factors in its rise will now

be examined.
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II STELCO'S RISE TO DOMINANCE

1. Vertical Integration: Marshalling the Resources

Two aspects of Stelco's development will be examined in this
part; in the first section, Stelco's growing control over sources of raw
materials which assured the conditions for growth and stability, and in
the second, how its acquisition of other companies facilitated the hori-
zontal product-line expansion which created conditions for market dom-
inance. In the thirdsection, this market dominance will also be examined
in the context of the 'big three" in Canadian steel and the division of
labour in the marketpléce which ﬁas reduced competition and eliminated
much uncertainty in an industry highly subject to cyclical fluctuations.
The unifying theme running through the first two sections is that ver-
tical and horizontal integration are complementary processes essential
to the growth of monopoly power6. The third section will illustrate how
complementarity in product lines between steel corporations further increases
that monopoly power.

The original merger of the constituent companies into Stelco
provided the company with important horizontal and vertical linkages:
the plant in Hamilton supplied the semi-finished steel product which would
be made into such items as plates, bars or sheets by the rolling mills,
and plants such as Canada Screw Co., Canada Bolt and Nut., and Dominion
Wire became finishing mills responsible for advancing some products still
further. Stelco was noted even in the early years for its wide product
range. As no further plants of any consequence were added horizontally
until the post-war period, it will be appropriate first to focus on the
vertical side of the growth process, on Stelco's attempés to assure it-
self supplies of the three necessary steelmaking ingredients: iron ore,

coal, and limestone.
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Ontario possessed no deposits of metallurgical coal and the
steel industry had to rely on Maritime supplies or, later, on the eastern
United States fields, for their requirements. Iron ore had been known to
exist in various parts of central and eastern Canada since the 1600's
(in Quebec and the Maritimes) and in the early 1800's iron ores at
Marmora, Hastings County in Ontario were also known. Local ores in
Ontario, Quebec and the lMaritimes were being used during the early
history of the Canadian iron and steel industry, but, as Eldon (1952:

Ch. 2) points out, the combination of poor transportation facilities
necessitating the location of small-scale plants close to local raw
materials and manpower to cut wood, and the small deposits of poor-quality
or difficult-to-smelt ores meant the failure of ventures soon after they
were begun, since they were unable to obtain better ores farther away.

Ore was an important factor in many of these early failures., Trans-
portation, which would later contribute to the creation of a national
economy with national markets, would also make possible the access to
distant resource areas.

Between about 1855 and 1924, Canadian iron ore mining ventures
failed quickly and American involvement, even in the 1920's, was low.
Unlike other American mining ventures, iron ore was not profitable or
attractive due to the small size of reserves and their generally poor
quality--Quebec ores generally had a high titanium content which made
them unsuitable, and although the now-famous Ungava Bay deposits were
discovered in 1895, they were thought to be too far and too inaccessible
until after the Second World War; B. C. ores were too sulphurous and

required costly roasting to make them usable; Ontario ore was low-grade



and required concentrating before they could be charged into furnaces,
also a costly process, although some American capital was put into eastern
Ontario ores. In the Maritimes, the major source of Canadian iron ore was
in Nova Scotia, and New Brunswick iron mining was briefly revived to use
the low-grade Woodstock ores, but by 1915, Maritime ore production.had
ceased altogether. 1In 1893, higher-grade ores had been discovered at
Wabana (Bell Island), Newfoundland, and these ores provided the necessary
inputs for the two Maritime steel producers. About the same time, ore
was discovered in the Lake Superior region of Michigan, Minnesota and
Wisconsin and these, along with ores from the Michipicoten area of
Superior provided inputs for the Ontario industries (:Ch. 2-3).

At the turn of the century, only three major primary steel pro-
ducers were self-sufficient in raw materials: Nova Scotia Steel and Coal,
Dominion Iron and Steel, and Consolidated Lake Superior's Algoma.

Stelco's predecessor, Hamilton Steel and Tron (Hamilton Blast Furnace Co.)
was completely reliant on purchased materials.

Nova Scotia Steel owned mines at Wabana (which it later sold to
Dominion Iron and Steel), and in 1907 acquired iron ore areas in Brazil;
it also owned coal mines at Sydney and a limestone quarry in Cape Breton
(Donald; 1915: 196-198). Dominion Iron at first used Dominion Coal's
production under contract until the two were merged in 1910; the Wabana
product, which mixed readily with its own local ores at a cost cheaper
than the Pittsburgh product, and nearby limestone quarries were also
readily accessible and abundant for the company (:201).

Algoma was almost as well off: there were nearby iron deposits

in the "Soo" and although the Helen Mine ore was non-Bessemer grade and
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Algoma's process was Bessemer, it sold the output in the U.S. and pur-
chased American Lake Superior ores and used the product of its Michipi-
coten Magpie Mine which it purchased in 1911. The company also owned a
limestone quarry in Michigan, purchased about 1910, at the same time
that it purchased the West Virginia Cannelton Collieries. Coal was brought
up from Lake Erie ports (:213-218).

The Hamilton Blast Furnace Company purchased 27% of its ore from
Ontario mines in Renfrew County and purchased the remainder from the
American Lake Superior ore districts (:219). Coal and limestone were
also purchased. Ontario ores were found to be so lean in iron content
that the company forfeited the Dominion and provincial bounties for use
of Cenadian ore, which had first attracted it, in order to use the higher-
grade Lake Superior product (Eldon, 1952: 61).

Other than the Wabana ores, which were not as accessible to the
Ontario industry or as cheap as water-borne bulk shipments from the
Superior region, no area in Canada at that time could approach the
American deposits in terms of quality or quantity. Canadian output of
ore was miniscule beside that of the U.S. and although the Wabana ores
were used by the Maritimes producers due to its accessibility and cheap-
ness to mine, it was not popular in the eastern American markets due to
its high phosphorous content making it less desirable for American blast
furnace practice. Thus, in the pre-World War I period, even the Canadian
industry came to rely increasingly on imported ores, supplies being about
equally divided between the American and Newfoundland ores (:66-67). 1In
addition, by 1918, Algoma's }Magpie Mine was closed due to the cost of

concentrating the ores, and lioose Mountain lMine (owned by Oglebay-Norton
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of Cleveland, Illinois Steel Co., and Mackenzie and Mann of Canadien
Northern Railway fame) was closed in 1923 for the same reason (:61-65).
The American Lake Superior ores and the waterway system which made its
cheap transport possible drew Canadian and American steel and mining
interests together (:44). It was a union which was to persist down to
the present time, as will be shown.

A decade-by-decade analysis of Stelco's drive towards raw mat-
erial self-sufficiency reveals the priority that must have been placed
on this aspect of the company's operations. Despite the financial strain
of retiring the huge debt it had acquired in its 1910 incorporation and
the cost of building new mills, the company built its own coke ovens in
1917 and in 1918 acquired 1,617 acres of coal property which it con-
solidated in 1919 with the holdings of "two very strong United States
companies" (unnamed) and took its one-third interest in the 4,438 acres
as its whélly owned Stelco Coal Company; in 1920 it completed its sources
of coal supply by acquiring the Mather Collieries in Pennsylvania with
two ''very responsible corporations" (also unnamed). In the same period,
it acquired iron ore properties: in 1917, two properties in the lMesabi
and Gogebic Ranges (with two other companies), in 1925 the James IMine,
and in 1926 the Volunteer line (location of these latter two unknown).
It had acquired no limestone properties as yet, but in 1929 was building
a new ore dock to coincide with the opening of the new Welland Canal.
In addition, in 1919, and again in 1929, it increased profitability
through its raw material facilities by setting up a coke by-products
plant for the sale of Benzol, and (a Stelco innovation) by using blast

furnace gas in its plant circulation system, making use of another by-product.



236

By the end of the 1920's decade, Stelco had interests in six raw material
properties with an investment which had increased from about half a
million dollars in 1917 to about four million by 1929.

In the 1930's decade, there was no change in the number of
coal and ore properties although there were investwments in and advances
to ccal and ore mining companies averaging about $2.5 million7; the
financial squeeze of the Depression years and the falling off in steel
demand must have curtailed further activity.

By the end of the 1940's decade, however, Stelco had ownership
interests in no less than 14 mining companiés and had, in 1943, increased
its ownership in Mather to 50%. The interests were all lccated in the
United States--in lMinnesota, Michigan, and West Virginia. The value
of Stelco's investment had increased from $2-million to $6-million by
the end of the decade.

By 1950, there was activity begun in exploration and development
of new areas--by 1556 Stelco had a half-interest in the Hilton Mines in
Quebec, in 1957 an interest in Wabush TIron, Newfoundland, and in 1958
in the Newfoundland and Labrador Corporation. Stelco's joint-venture
partners were American steel companies. In 1952 the company purchased
a 10% interest in the Erie Mining Co., Minnesota, from Youngstown Sheet
and Tube, an American steel company. By 1959, the yéar of Stelco's
fiftieth anniversary (and, they stated, their best year since the company's
founding) Stelco was involved in 21 raw material properties and had
acquired Chemical Lime Ltd. in Ontario, a wholly owned compeny supplying
limestone. Stelco's investment had risen from $9.2-million in 1950 to
$23.7-million in 1959. TIts interests ranged geographically from Minnes-

ota, Michigan and West Virginia in the U.S.A. to Quebec and Newfoundland-
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Labrador in Canada. But more notable, perhaps, was the fact that

Stelco had become involved in the forefront of the concerted effort

by foreign steel and mining interests to open up the mineral-rich Labrador
trough, a hitherto undeveloped area. This involvement requires an im-
portant digression.

The Newfoundland-Labrador developments began in 1938 with
negotiations with the Newfoundland government, and in 1944 with the
Quebec government, for long-term concessions in mineral, timber, and
power rights. Park and Park (1973: Ch. 8) have done an extensive analysis
of the forces involved, which will be relied on here for background to
Stelco's entry onto the scene.

The situation is essentially one of the co-operation of a set
of foreign (mainly American) mining, steel and financial interests with
Canadian elite connections for the rapid exploitation of a vast area
extending from Ungava Bay south almost to the CGulf of St. Lawrence strad-
dling two provinces and across northern Quebec from the Great Whale River
to the Belcher Islands in Hudson's Bay. The additicnal attraction is the
Twin Falls power potential in Newfoundland developed by British New-
foundland Corporation (Brinco), a consortium established in 1953 in-
volving Rothschild interests, Bowater pulp and paper, and Rothermere
interests through Anglo-Newfoundland Development, and having connections
with important Canadian interests: the Bank of Montreal, the Imperial-
Commerce bank, Brazilian Traction, and others (:199-201). The groups
to be discussed here are all involved in developing the iron ore deposits
throughout this region.

Credit for opening the area goes to two Canadian mining million-

aires, J. R. Timmins and J. Y. Murdoch, who established Labrador Mining
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and Exploration in 1936 and Hollinger North Shore Exploration Co. in
1942 (controlled 20% and 40% respectively by the M.A. Hanna Co. of
Cleveland and financed by Hanna and by Hollinger Consolidated Gold
Mines) for the purpose of obtaining concessions from the Quebec and
Newfoundland governmentsS. Timmins, a member of the famous mining
promotion family, operated his own Montreal financial firm, was a

former vice-president of the Imperial Bank, and a director of Royal Trust
and was involved with the Sogemines group and Canadian Petrofina (both
Belgian capital). Murdock, a lawyer-mining tycoon, was a vice-president
of the Bank of Nova Scotia, associated with-U.S. capital and the Patino
mining interests, and a director, among others, of Royal Bank, Canada
Cement, B.A. 0il and Rolland Paper (all companies involved directly or
indirectly with the Stelco board, past or present) (:201-203).

When their job was done, the Iron Ore Company of Cenada was
formed (incorporated in 1949 in Delaware and completely American-controlled)
in order to develop the ore deposits. Hollinger Consclidated and M.A.
Henna Co. each received 500,000 shares of Iron Ore Co. stock, the two
exploration companies 500,000 between them, and the remaining 66.6% was
shared by the six other companies involved with Hanna in developing the
Knob Lake, Northern Quebec-Labrador area. These six companies included
Hanna Coal and Ore and National Steel, both Hanna controlled, amounting
to another 31.5% of Iron Ore's ownership, with the remainder being owned
by Republic Steel 16.6%, Youngstown Sheet and Tube, 6.6%, Armco Steel 6.6%,
and Wheeling Steel 5%. All but Armco (which is controlled by Rockefeller
allied interests) are part of the Cleveland group control. Each company

was to receive a share of the ore produced, 23% each going to Hanna,
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Republic, and National, and 10% each going to Youngstown, Armco and
Wheeling (:206-207).

The other important consortium developing the area has interests
at Wabush Lake (with costs shared for the construction of a spur line
from Carol Lake with the Iron Ore people). Stelco and four U.S. com-
panies, (all according to Park and Park (:196) part of the Cleveland
control group), Pickands Mather, Mather Iron, Youngstown Sheet and Tube,
and Interlake Iron joined together in Wabush Iron Co. Canadian Javelin,
an American-controlled firm which obtained large concessions from the
Newfoundland government, transferred a large part of these to the Mather-
Stelco group and retained large interests itself (:196).

Iron Ore and Wabush joined Brinco in ownership of the Twin Falls
Power Corp. to ensure hydroelectric power for their ore projects (:200).

Throughout other locations in the vast area under development a
number of other American and foreign interests are involved and are worth
noting here to illustrate not only the importance of the area for supplying
steelmakers' requirements but also for their interconnections. In the
Mount Wright (Quebec) area, through the Normanville Mining Co., Jones and
Laughlin Steel and Cleveland Cliffs Iron Co. joined together (Cleveland
Cliffs under the control of Cyrus Eaton of Cleveland). Eaton was in-
volved with five West German steel producers headed by Alfred Krupp in
ore projects in the Ungava Bay area (northern Quebec), as was a separate
group headed by Rio Tinto Mining Co. of Canada (controlled by the British
Tinto mining interests, linked to U.S. steel interests and interlocked,
according to Sykes (1973: 132) with Anglo-American Corp. of South Africa).

Eaton had already been controlling Steep Rock Iron Mines in northwest
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Ontario near Lake Superior and was leasing ground there to Inland Steel
(Park and Park, 1973 :196; 198). U.S. Steel was involved in projects
also in the Mount Wright area and had obtained special concessions from
the Quebec legislature in 1957 for construction of a 190-mile railway
from there to the Gulf of St. Lawrence on which it would have exclusive
use rights (thus shutting out Canadian Javelin) (:199). ( U.S. Steel
had been active in mining exploration early in the century as well,
according to Eldon, 1952: 105).

Data from Burch (1972: Tables A-1, A-2, 3-1) gives an indication
of how interconnected American steel and mining interests have beenin
the 1930's and still were in the 1960's. It will be recalled that Park
and Park (1973) identified all of the companies involved in Iron Ore Co.
of Canada with M.A. Hanna Co. (except Armco) as being under the control of
the '"Cleveland group.' More explicitly, Burch finds these companies to
be 1inked to the famoﬁs Ohio Hanna family or to Cyrus Eaton and the
Cleveland Cliffs concern. M.A, Hanna Co. is probably over 50% owned by
different members of the Hanna family, and he also (:58) confirms National
Steel to be under Hanna control, including having three Hanna board
members. For the 1930's, Burch points out the discrepancy between the
d ata of Berle and Means and the government study: the latter judged
Inland Steel to be under the control of the Block family (7.4%) and the
Mather-dominated Cliffs Corp. (predecessor of Cleveland Cliffs), 6.4%;
while Berle and Means believed it to be Eaton and associates. In the
1930's Cliffs Corp. was, according to Burch's research, probably con-
trolled by the Eaton and Mather families; in the 1960's, it was Cyrus

Eaton. As Youngstown, according to Burch, was in the 1960's 5.1% minority
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controlled by Eaton, and Wheeling 5.2%, and Park and Park believe Republic
today to be Cleveland controlled (in the 1930's, Burch found, it was
Eaton's and Hanna's Cliffs Corp.), it is likely that the Mather and

Eaton families formed an alliance which continued into the 1960's.

This is plausible, since these companies are also linked in ownership

of TIron Ore Co.

The other group of companies (with whom Stelco is involved in
the Wabush project), Pickands Mather, Mather Iron, Youngstown Sheet and
Tube, and Interlake Steel, are linked according to Burch through the
Mather family. Since the 1960's, his research indicates, Interlake
Steel has been controlled by the Mather family indirectly through Pickands,
Mather & Co., 9%, and has had on its board for a number of years outside
directors representing the Mather familyg. Thus, the Wabush development,
on its American side, like the Iron Ore Co. development, is under the
control of closely allied American interests.

The other American steel companies involved in the area are not
connected to these interests, but are connected to dominant American
financial groups: Jones and Laughlin Steel with the Jones, Laughlin,
and Mellon families, intermarried (the Mellon family is involved in Gulf
0il, Mellon National Bank, and others); Bethlehem Steel with the Mellon
interests (Burch, 1972: Table 3-1); and United States Steel, according to
Park and Park (1973: 196) is under the control of the Morgan interests.

Stelco's direct ownership links with the Newfoundland-Labrador

interests may be summarized as follows:lo
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Nfld.-Lab. Firms Stelco's Others' Interest Ownership Linkages
Interest
Owners of Wabush:
Knoll Lake Minerals  14.8%  Wabush Iron Co. (Youngstown - 26.9%
33.6% (Interlake Inc. - 17.6%
(Inland Steel - 17.6%
(Wheeling- - 17.6%
Pittsburgh
(Societa Finan- - 11.4%
ziara

Canadian Javelin

39.5%
Northern Airport 12.8% (Wabush Iron Co. as above
( 28.6%
(Iron Ore Co. Owvners of Iron Ore:
49.6% : (Hanna Mining Co. - 26.4%

(Bethlehem Steel - 18.8%
(Hollinger Mines - 10.2%
Iron Ore Co. of Canada also owned 76.9% of the Carol Lake Co. (producing
iron ore pellets), 24.8% of the Twin Falls Power Corp. (Churchill Falls
Labrador Corp. owned Twin Falls 66.7%), and 50% of the Northern Land Co.
(another 28.8% being owned by Wabush Securities Corp.). According to its
1973 annual report, Stelco now owns 12.8% of Northern Land Co. and 4.4%
of Twin Falls Power Corp. Although decidedly a junior partner, Stelco is
nevertheless the only Canadian steel producer involved in the Newfoundland-
Labrador projects.
In addition, Stelco had, in 1975, a 25.6% ownership interest in
the Arnaud Railway Company, Quebec, 50% in The Hilton Mines, Quebec,
and 25.6% in the Wabush Mines in Newfoundland and Quebec. The wabush
interests for the 1960's have already been noted. No ownership information
was available from Statistics Canada on the other two mining ventures

which Stelco classifies as "unincorporated joint ventures."
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Stelco also wholly owns the Griffith Mine in Red Lake, Ontario,
and counts among its American wholly owned subsidiary companies the
following: Stelco Coal Company, Pittsburgh; the Pikeville Coal Co.,
Louisville, Kentucky; the Kanawha Coal Company, Ashford, West Virginia;
the Ontario Eveleth Company and the Ontario Hibbing Company, both
Minneapolis, Minnesota. The company owns a portion of other mining
companies in the U.S. with joint venture partners (unnamed by them):
Tilden Iron Ore, Michigan (15.6% Stelco); Erie Mining, Minnesota (10.0%),
Eveleth Expansion Company, Minnesota (23.5%), Ontario Iron Company, Min-
nesota (10.0%)--all iron ore companies. It.also has a share in the
following coal companies: Mathies Coal Company, Pennsylvania (13.3%),
Beckley Coal lining Company, West Virginia (12.5%), and the Olga Coal
Company, West Virginia (10.0%).

Altogether, including Stelco's Chemical Lime Works, the company
owns wholly or in part 22 companies connected with the extraction, proc-
essing, or shipping of raw materials for its steelmaking operation.

According to the Globe and Mail, May 27, 1976, Stelco will also

be, for the first time, a customer of the Cape BretonDevelopment Corp.
(Devco), for 150,000 tons of washed and desulphurized coal in 1976,

rising to about 500,000 tons by 1977. The Devco ccal appears to be the
first Canadian source éf coal for Stelco, perhaps in response to the

threat posed by a shortage of U.S. metallurgical coal leading to an
American federal government monitoring or even rationing of coal exportsll.
At the same time, Stelco has begun to express an interest in the huge
Alberta coal deposits, which it hopes the new trans-shipment terminal

planned by the Federal government at the Lakehead will facilitate its

moving east (until then, western coal is uneconomical due to the high



244

cost of transporting it and to lack of suitable trans-shipment facili-
ties year-round). Stelco began recently to use coal from the B.C.
Raiser Resources Mine for the making of coke, and metallurgical coal
from the Smokey River McIntyre Mine (since 1974). The company was ag-
gressively seeking other western coal sources, with the expressed objective
of ensuring substantial emounts of their coal requirements would come to
them from domestic sources, including, with technological advances, the
increased use of western Canadian sub-bituminous coal whose usage has
heretofore been limited!2., It is clear that Stelco, now self-sufficient
in raw material supply, intends to insulate itself further from shortages
caused by market conditions or foreign government intervention, and to
ensure itself quantities proportionate with its growth, especially once
its Lake Erie steelmaking facility is complete.

Before summarizing Stelco's progress in the 1960's and mid-1970's,
some brief comments on the importance of the American Lake Superior ore
deposits to all of the wmajor Canadian steelmakers should be made.

Although the evidence is scanty, it would appear that while Stelco
was in a position financially to forge ahead with its plans to ensure raw
material self-sufficiency, the other steel producers were not in such a
posifion, and lagged behind. Dosco was by far the worst off, for after
suffering the vicissitudes, early in its history. of finance and ownership,
it was finally given up by its controlling interest, the British Hawker
Siddeley group, as obsolete and in 1967 negotiations were entered into
with the Quebec government-formed Sidbec to sell to them certain of Dosco's
assets end equipment. 1In 1968, Sidbec acquired full control of Dosco and

sold the installations it did not wish to retain (the quite obsolete plant



at Sydney became the possession of the Nova Scotia government, who
" . - 13
struggled along with it as Sysco) ~.
Iron ore for Sysco's modernized and new mills would have to come
from the Quebec-Labrador area, "part of Quebec Premier Robert Bourassa's
fiefdom" (!), and Quebec, also a rival for a propcsed new $1,500-million

world-scale steel complex, could hardly be eipected to be co-operative

- (Financial Post, June 14, 1975). 1In 1975, although Sidbec-Dosco suffered

a deficit of between $10- and $20-million and a $7.9-million deficit in
1972, it planned a major expansion programme including development of

an iron ore mine in northeastern Quebec (Hamilton Spectator, December 10,

1975). The ore will come from Fire Lake,‘developed by Quebec Cartier,

a U.S. Steel subsidiary expected to be a participant, along with British
Steel Corp. and possibly German and Japanese interests, who would probably
take up the balance of the ore not used by Sidbec. The developments, if
they go ahead, will not be ready until 1977 (Financial Post, June 5, 1976).
Neither one of these companies is in a good position with respect to

raw material supply, and neither one is involved in the U.S. ore develop-
ments. Only Canada's ""Big Three' are.

In a series of articles dated September 27, 1975, Financial Post

reported extensively on Canadian involvement in American ore projects,
noting why U.S. ore "still makes sense for Canadian steel.' Essentially,
their answer is that especially in the lMesabi range in noréheastern Min-
nesota lies one of the world's biggest and longest-lasting iron regions,
which by the 1950's had been stripped of all its known, rich deposits but
which had made a comeback when technology was developed to economically

mine and process the taconite (or iron-lean, hard ores) into highly con-



centrated form. As a result, the American giants, which had gone abroad
as far as Africa, Australia and Brazil to exploit foreign reserves, were
now shifting back to domestic ores which were close and not subject to the
threat of foreign government nationalization schemes. Algoma, Dofasco,
and Stelco were involved in Mesabi and Marquette (Michigan) range dev-
elopments to the tune of between $275- and $285-million, netting them
5.3 million tons of the iron pellet output a year, satisfying much of
their ore requirements. The infrastructure, the necessary American par-
ticipation making <Canadian involvement economic, and the know-how, were
all there.

These components are notably absent in the Canadian Lake Superior
and other northwest Ontario regions where new, rich ore bodies had been
d iscovered. Needed would be lake ports, railways, roads, and townsites
as well as a centrally located pelletizing plant. Americans are unlikely
to be lured away from the U.S. areas now developed, especially since the
1970 Mining Act does not give them sufficient "incentives'". The Ontario
Mines Division has already warned ﬁhat (federai) governmeﬁt aid would be
necessary to stimulate development, particularly by supplying infra-
structure. Algoma is, in fact, already pushing the idea of a centrally
located pelletizing plant.

However, the Canadian government may be pursuaded in the future
to supply that infrastructure and Canadian Lake Superior ore may begin

to "make sense'" for the Canadian steelmakers if the Financial Times of

Canada (June 28, 1976) is correct in its interpretation that U.S. stoék-
piling could distort the market and prices on commodities from Canada

which are being increasingly stockpiled in the U.S.A. Canadian iron ore
imports amount to 50% of American supplies, and cover 287% of their needs.

This, combined with the possibility of coal stockpiling and quotas, could
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affect dependent Canadian mills by cutting down or overpricing their
share of supplies.

The three major'Canadian producers are involved with many of the
same American companies in the midwest ore projects as are involved in
the Newfoundland-Labrador developments. The Tilden project (Marquette
range) involves Algoma (with 30%, the largest share), Stelco 10%, plus
the following U.S. interests: Jones and Laughlin Steel, Wheeling-
Pittsburgh Steel, Sharon Steel, and Cleveland-Cliffs, the original owner
and the project operator. Eveleth in the Mesabi range includes 16%
Dofasco and 14% Sielco participation (the others were not listed).
Hibbing Taconite (Minnesota), the newest U.S. mining and pelletizing
project, has Pickands lMather as a participant and as developer-operator,
with the major owner being Bethlehem Steel (75% interest), and Stelco's
10% the largest Canadian interest (no other Canadiens were listed).
Stelco is involved (10%) in Erie Mining (Mesabi, Hoyt Lakes area), but
no other Canadiens are mentioned. U,S. Steel is involved in the Minntac
project in northern Minnesota and no others appear to be involved there.

To summarize, while Canadian steel producers are heavily in-
volved with their American counterparts (ostensibly their competitors),
it is Stelco, being involved both in the U.S. 