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INTRODUCTION

Modern wars, organized by national govermments, are fought
with men, machinés , and materials. The government has to mobilize the
men, provide them with the fighting equipment and supplies, transport
them to the battlefleld, remunerate them and pay indemnities to the
families at home. To do this, the government needs money and the
money must be obtgined from someone. This, then, is the first task of
the government.

The money can be obtainsd either from individuals or corpo-
rations at home or from foreign creditors, Whal is obviously sought
is not cash but r;gs.thar the purchasing power the money represents.
Those who give the money have to sacrifice the goods they could have
purchased with it. This is unavoidable unless the nation has con-
siderable unemployed resources on which to draw, The second problem of
var finance, thus, is to make sure thet this burden is carried by the
population and cafried in some equii:able snd Justifiable way.

How the%e s&crificeé are made depends on the way war is
finsnced, There are thrse principal methods of war finance; taxation,
borrowing from savings, and credit expansion. These are usually sup-
plemented by othezj' government reguletions designed to increese the ef-
fectiveness of wartime finance, such as foreign exchange control, price
and wage control, 'commodity rationing and other devices. All togeﬁher
form the general machinery for war finance.

The extént to which war materiais and equipment can be ob-

tained depends on 'the degree to which (2) production can be increased,



.(b) personal consumption reduced, {(c) new investment curtailed, and
(d) the maintenance of capitel equipment deferred., In so far as de-
peondence is placéd on the first two fectors the war effort is drawn
from the country's current production and the physical costs are
borne by the present generation, i.e. by the generation that lives
through the war, On the other hand, when increased production is ob-
tained at the exp}ense of capital, the burden is passéd on to the
future. |

This is true both of texes and borrowing, though taxation
will place more of the burden on the present than the Tuture geﬁera-
tion. Generally speaking, all methods of war finance may be con-
sidered as forms bf taxation. Taxation takes funds Trom those who can
afford to pay in accordance with a definite set of rules. In the case
of borrowing the problem of the final incidence of the cost is left
until after the wér.- Inflation is the most undesirable form of texa~
tion in that 1t offers mo exemption to those whose incomes are low and
hénce throws & hes;wy share of the burden upon the poorer classes of the
nation,

The object of this report ls to analyse Canada's war effort
and to show how the burden of the war has been borne by our economy.
The material is orgenlzed in the following way, Chapter 1 describes
the memner in which Canede has financed her war expenditure by the
use of taxation. Chapter 11 is devoted to an analysis of our wartime
borrowing from sav}ings and crediit expansion., Chaplter 111 records the
various measures teken to conserve foreign exchange. This is followed,

in Chapter 1V, by & comparison of the financial systems in World War 1

N



snd World Wer 11, supplemented by a brief outline of the post-war
problems facing us and some suggestlons as to possible golutions.

Source material on the subject of the present study is
plentiful but mogt of it is in the form of articles in periodicals
and pamphlets. It has thus been necessary to rely almost entirely on
contemporary 1itei'ature. The amnual Budget Speeches as presented in
the Parlisment and the numerous debates in the House of Commons have
been drawn upon extensively. Professor Pigou's 'Political Economy of
War® has been most helpful in supplying the theoretical principles of
wvartime finance.

In the preparation for this study I found most valusble
assistance from Prof. W. B. Burd vhose criticism and suggestions helped
greatly to improve both the contents and the presentation of the

asrgument,



WARTIME TAXATION

1. Canadian Taxstion System Before the War.

Under the British North America Act of 1867 the Dominion
was allowed to impose taxes in any form, It was also given the ex-
clusive right to collect indirect taxes, mainly excise and customs
duties. As these had been the chief source of revenue io the pro-
vinces prior to “ﬁhis &ct the Dominion agreed to provide compensation
in the form of gr‘!an‘c.s or subsidies from the Dominion Treasury.

Provincisl expenditures increased rapidly after the Great
War while the graints from the Dominion remained practically stetion-
ary. The provinces, therefore, gradually extended their fields of
texation. They imposed income taxes, succession duties, and taxes on
gasoline, A4t thej same time the Dominion governmenit entered the Tileld
of both personasl and corporabtion lncome texes. The situation at the
outbreak of war w@.a roughly as follows: Customs and excise taxes
were imposed excllimsively by the Federal government; personal income
taxes were levied not only by the fedara,l government, but alge by six
provinces and mam,' municipalities, Succession duties were provincial.
Sales taxes were nlt‘ederal , provincial and municipal; corporation texes
were levied both by the Dominion and Provimecial governments. The
real egtate tax wes left to the municlpalities.

We can readily see that this system was by no means a
perfect. one. Conflicts over financial jurisd.ictién were especially
acute in the early thirties when most of the governments found it dif-

ficult to meet thelr finsncisl obligations out of decreasing incomes,



Duplicetion of taxation, that is the ievy of tex or the same base by
two and sometimes three taxing authorities all simultaneously, tended
to depress the national income. Very often mutnal understanding
between rival tax authorities was lacking with the result that there
vag no Jjoint aonsiideration of the issues to be faced, This was the
gituation with vhich the Minister of Fipance was confronted at the

outbreak of war,

2. Gemeral Policy of Wartime Taxation,

Canada ﬁow has a broad and comprehensive taxstion system de-
signed not only to produce funds but to facilitate the control that
is necessary to cﬁrry out a policy that will finance the heavy war-
time expenditures 'V.Tithont giving rise to unfortunate meladjusitments
and posti~-war d.emoi'al:i zing readjusiments such as befell Canada and meny
other countries dxiaring the First Great War.

In discﬁesing the conditions confronting the Dominion at the
beginning of the ﬁresen‘b international conflict the Minister of Finence,
Mr. Ralston, laid down the broad principles of the Government's policy
of war finance in‘the first war budget. The general policy as outlined
consisted of two ?arta. Thé first was appropriate to an initial period
of comparative hesitation and quietness, lasting from two to three
months, in which the expansion of national income and employment would
be Facilitated, T10 engure that out of the rising incomes increased .
revenues would begin to flow, certain excise taxes were levied, and
moderate increases were imposed in the income taxes. To prevent shift-

ing of national wé&lth and income to particular groups or sections of

the country new aqd heavy excess profits taxes were imposed.



The policy for the initial period was followed by one for a
second pericd during which national income, production and employment
gained momentum. Al the same time war costs mounted. To make sure
that the resulting lerger incomes would become subject to heavier
texation and at the same time to discourage specific activities which
were considered undesirable or umnecessary in war time, the tax
s}:ructure was considerably modified. The second war budget brought
down on June 2hth, 1940, accordingly provided for substantial increases
in taxes. These 1increases, as Judged by any standard in our couniry's
history, were ver%;y great. It aléo introduced several new taxes such as
the National Defeme Tax and the War Exchange Tex,

War expenditures were reiatively low during the first nine
months of the war vhen war activities were in the organization phase.
They rose rapidly after the fall of France and by the end of the first
‘year of war were running at a rate of more than seven hundred millions
per year, |

In pl&uixin,g and devising the financiel policy of Canada, the
Government set fo:{r- itself two objectives: TIirsit, to bring the country
as rapidiy as possible to the full ulse_ of its resources, and, in the
second piace s, to follow as far as might be practicable a pay-ag-you-go
policy. This was jater supplemented by a pay-as-we-earn policy. And
the Government ha%s regoliutely stood behind these principles. It has
relied heavily onldirect Income Taxstion and it has practically
 eliminated wer profits through the Excess Profits Tax., A new tax in

the form of & Dominion Succession Duty was introduced.,



The budget of 1943 provided for revenwes and expenditures
much increased over those of any of the previouws years and the pay-
as-we-sarn policy of collection was effectively used in support of
financing., The toitel expenditures of the year amounted to approxi-
mately $ 4,387 millions; the tax revenue was epproximateiy $ 2,250

millions, or about 51.3 per cent of the total expenditure.

3. Present Taxstion System.

(a) Increasd in Rates of Pre-War Taxes,

i Persdnal Income Tax.

The Personal in@owe Tax is 2 very important source of federal
revenue in Canada., In 1939 this tax yielded some 46 million dollars or
9.9% of the totai revenue, In 194 it is estimated it will bring in
arcund 930 milliop dollars which corresponds to about one-third of the
total.

This tax is considered the most eguitable of all taxes
because it alone can be directly rslated to the means of the taxpayer.
By and large, a p%rson's income is the best singie measure of his tax-
abie cepaclity, particularly when zllowances are made for the number of
persons dependent on him, However, the Canadian government has at-
tempted to follov?the principle of equality of sacrifice when construct-
ing the Income Ta# schedules. Immediately upon declaration of war a
gpeclal War Surtax egquivalent to twenty per cent of the total Income Tax
was imposed by the Government and another increase was made in 19@0, by
a revision upwardé of all rates throughout the whole range of texable
incomes. |

Two facts had to bs faced when esteblishing the new rates.



Pirst, there was not endugh money in the higher Income group to caryy
any substantial portion ol the cost ol war. Thia meant that heavy
taxabtion kad o He impwﬂéd on the large iower and middie ipcume groups
which kad su far escaped relatively lightiy. The sscond fact wae that
8ix out of nine provinces slready were imposing s personal intome . tax.
Any anaiysis ol incums tex rates, therefore, had tw take into cone
gideration the provincia: and local rebtes as wall.

The exempilons under the Personsl Income Tax Act accordingly
were reducst from one thousand dellers ior eingle persons and two
thousard doliars for marrisd persons to geven hundred snd fifty and
firteen~hundred respectively. %The eilects of this change, coupied with
the raising vi the rate, are shown in Table 1. It will be noticed that
the incoms texes peyable by residents of the United Kingdom in 1940
were still considevrably wmore burdenscome, especlally in the lower income
brackets, decplie the substaniisl inCreage in our own taX siructure.

%,

Since :9hi, the exemptions have besn etili f

urther reduced and the
ratos have bsen rgis@ﬁ steeply all along the iine. Inevitably, the in-
creages are proportiomately greatest in the lower and middis incomes,
The dirficuily of Jouble Incoms Taxes was removed by en agrse-
ment In 1G%1 prmvidin@ for & withdrawel {rom the Income Tax fisld by
the provinces in favour of the Dominion Government for the duration of
the war. In return the Dominlon guarsnieed 0 pay sach yeoar to the
groﬁlncwﬂ slther (a) an amount ogual o the revenues actuelly received
by the provinves frmm>thea@ taxes iuriﬁg the fiscal ysar ending nearesi
te December 31st, 1940, or (b) the amount actually paid by the provinces

Tor net debt sswice jess the revenus obtained from succeseion dutiles.



The effect of this agreenent wag that it enablied the Dominion Govern-
ment to levy the necessary taxes without injustice to residents of
different sections of the counitry or to different income grcupé; it
also resulted in a net incresess in Dominicn revenues of approximately
ninety million dollers after the required payments to the provinces
have been paid in the next following fiscal period. Of the nine
provinces, five chose to receive the amount of tax previously col-
lected and four chose the debt service payment.

As rates were increased to higher levels, other factors than
ability to pay had to be taken into account, e.g. equality of sacri-~
fice, incentive for harder and better work, the encouragement of
saving a decreage in unessentisal expenditures. In deviging measures
to obtain an increased yleld and at the same time render eguitable the
increased rates, the Government made two changes. First the National
Defence Tax lost its identity as a separaste tax and was incorporated
into a single -assessment, collected as far as possible by deduction
at the source; the graduated rates of the tax were sbeeply increased.
These new rates, fogether with the changes in exemptions and allowances,
increasged very suﬁatanti&lly the amount obtained from taxpayers. (1)
Second, it ﬁaa algo provided that part of the total tax was to be re-
corded as a form of compulsory saving to be refunded after the war,
Deductions from.the minimum saving reguirement were pefmitted in the
case of certain types of personal éaminge such as life insurance pre-

miuvms, moritgage payments and contributions to pension funds. The tex

(1) $ 115,000,000,



Income
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781w20
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3,112,20
6,514.20
1%,351.40
25,880, 40
39,299.40
70,043 40
103,696,00
33k,656,00

New Dom, Tax U. . Tax Hew Dom., Tax

with ¥at, Def, 1 Steriing * Wwith Nat.Def,

Tax $ 4.4H5 Pax & Ont.Tax

‘ as % of U, K.

o
$ 30,00 $ 11,00 3 21.3
75.00 328,50 22,8
195,00 703.50 295
355,00 1,078.50 35.7
255.00 1,453,50 h1.5
2,170,00 3,550.07 65.8
%,330,00 5,993.83 T7+5
6,530.00 8,715.07 80.7
11,200,00 14,796.31 82.3
21,610,006 26,943.19 88.0
36,065,600 46,216,954 85.5
51,520.00 66,547 .56 8,7
8k, 475,00 108,265.69 750
119,430.00 150,765.69 86.0
357,235.00 k05,765 .69 93.9

Source: 190 Budget Speech, Page 17.



rates and minimum savings required from persons with various incomes
are illustrated in Chart I. It will be noticed that the refundsble
portion of the tax is relatively much hesvier in the lower income
brackets thus serving the principle of equality of sacrifice.

While the method of tax collection st source undoubtedly
mede the payment much more convenient, the ﬁm&im taxpayer was still,
at all times, considerably in arrears to the Govermment for Income Tax,
That is, deductions were made from current sarmings bub not for current
earnings but rather for incomes of an sariier period - eight monthe
prior to the payment; to be exact. If one suffered reduction or loss
of income in some future times, he or hls estate still owed the Govern-
ment eight months' texes. Unless the baxpayer has used exceptional
self-restraint and foresight and has set aside some extrs money in ad-
vance, he was almost certain to run into difficuities when the tax pay-
ment date fell due.

In April, 1943, therefore, it was provided that 95 per cent
of Income Taxes was to be collected at source, half {the tax lisbility
for 1942 was forgiven and payments already made in 1943 were applied to
the 1943 tax. ‘mm‘ advantage of thie system of current payment of tax
or the pey-ag-we-earn system is that when = man's income falls off, his
tax falls off with i%; 1t aleo enables him to =zvoid the lag in the pay-
ment of tax under the old system, not to speak of other advantages; such
ag the more offective use of callention‘ at the source and 8 more prompt
adjustment of retes when desirsble, Nor was the change altogether dis-
advantageous to 'hhé Government. It secured the immediste right to

gollect taxes on a grester natlonsl income with s resulting increase of

11



J CHART I 12
PERSONAL INCOME TAX RATES IN CANADA - 1942

Per Cent of FOR A :MARRIED PERSON WITH NO DEPENDENTS
Total Income

100% —

; "Rajcre:s ‘Proposexd In
1942 Budget.

T
e

| Savings Element. 20%

4
T

R IR R

Tn 1941 Budgst. |

N y ! 1 . ! ‘ " 7 } ; » ”' V
$1,250 2,000 5,000 10,000 20,000 50,000 100,000 500,000
Income Groups From ‘ o e

$ 1,250 Per Annum to $ 500,000.

Source: Monthly Review, Bank pf Nova Scotia, July - August, 1942,
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about one hundred and five millions im receipts for the fiscal year
19k3/kk,

A further revigion of the Personal Income Tax wae introduced
in the 194l budget. The Minister of Finance, pointing out the hard-
ships caused by the high rates of taxation, ammounced the discontinua-
tion of the refundabls fea*hm of the income tax, Some 110 to 115
million doliars wers thereby relinguished snd would have to be replaced
by voluntary sevings.

i1 Corporate Income Tax,

The Corporate Income Tax was raised in the first war
budget from 15 per cent to 18 per cent - in the case of consclidated
returns, from 17 to 20 per cent. This tex was to be pald regardiess of
whether a corporation made sufficlent profits to come wnder the Excess
Profits Tax or nct. ‘The reason for this rather lenient increase was
that in the interests of equity increased imxstion should bear upon
excese profits m;j’ehsr than on profits which had not increased substan-
tially over pre-war levels, This increase of one-fifth in the Corporate
Income Tax was approximately eguivelent to the increase in the Personal
Income Tex through the imposition of the War Surtax, (1)

111 Sales Tax.

The Sales Tax, which usually bears disproporticnately
heavily on the lower income groups, has not been altered since the out-
break of war., The reason ls that vhile comparatively easy of adminis-
tration and collection and exiremely productive, thls tax has marked
defects as a Tiscel instrument, The only changes of importance have
been the removel of exemptions for building meterialis, electricity and

(1)

20% war surtax over the total persopal Income Tax.



gas used for domestic purposes, salted or smoked meats and camned Tish.
Other changes mede were merely for adminlastrative purposes. With the
expansion of mtim income the wolume of revenue from this tax iune-
creased correspondingly. Nevertheless, ite place in the Dominion tax
gtructure Has greatly diminished in iwmportance.,

iv  Customs Import Duties.

Minor changes have been made in import tariffs for revemue
purpeses and for the conservation of foreign exchenge. A pustoms duty
on coffee, tea and prapmtiané peed in the menufacture of non-alcooholic
beverages was. imposed in September, 1939, Other tariff chenges were
made necessary to correspond with the additional excise duties imposed
on similar articlies of domestic origin. Other minor adjustmenis were
made in the matter of the wording of several items to facilitate admin-
istration, '

Generally ‘apeak:ing;-, the teriff loet its importence for the
duration except as a producer of revenue. For under wariime conditions
chenges in the customs tariff would heve little, if any, effect on
internationsl tra&e.

v Excise ?a;xes.

In the field of indirect taxation the Canadian Govern-
ment's policy has been to avoid indirect taxes which would unduly reise
the cost of the necesearies of 1ife and to follow a selective approach
in increasing .commticn taxes. In September, 1939, increased levies

were recommended on certain luxury articles; domestic and imporied

liguors {ssven and eight dollars per gallen), cigerettes and manufactured

tobacco twenty-five per cent, coffee and tee ten cents and five cents

1k
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per pound regpectively. A new tax of two cents per pound was placed on
carbonic acid gas used in the manufacture of soft drinks,

In the 1940 budget further increases wers imposed to "contri-
bute substantial sums %o the lressury and ,.. 8s readjusiments of un-
satisfactory situations”. (1) The following were affected: smokers!
supplies, including menufactured tobacco (35 cents per pound), rew leaf
tobacco (10 cents per pound), clgarettes, weighing less then two and a
half pounds per thouseand {six dollars per thousend), metches {one cent
per hma). Other texes were designed to discourage purchase of cer«
tain ar‘ti@ss wade of malerials that could be used in the production of
var pupplles. The peacetime Excise Tax on automobile tires and tubes wae
increased from two and three ceants per pound respecilvely to five cents
and & new excige tax of ten per cent was imposed on radios, cameras and
phonographs,

As demend for additional funds incresased other items subject to
taxation had %o be considered. The tax on suger was increamed one hundred
per cent to two cents per pound. To hold down conéumymun of unessential
goods and aerviees: the basic rate on passenger sutomobiles was incressed
from twenty per cent to twenty~five per cent. Similarly the rates on
geaeoline { three cenis o gellon), btransportation fares, motion picture
admission, wegers at horse-racing meets, long-distance telephone calls
and meny other minor items Wwere raised.

| The fourth war budget annomnced further large incresses in
already existing taxes, resulting in sn incresse in revemue of some thirty-
four million doilars in a full year. In addition, new taxes on candy,
r:hewing gum, photographic films, telephone exitensions, a twenty

(1) 1940 Budget, Page 18.
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per cent tax collected on smusements and & new excise tax jievied on
retail purchases of certain lwoury articles further extended the long
1ist of 1tems sub,jsct to excise dubtles. When the Dominion’s liguor
restriction programme was ennounced in December, 1942, providing for a
reduetion in the quentity of spirits, wines and beer, the Government
felt that the Dominion ghould meke up to provinces any loss in revenue
from liguor sales vhich they might suffer in future as compared with
their receipts from these sources in the yé,st. While an additional
excise duty of two dollars per proof gallon op spiriis was proposed,
the ‘ﬂominion declared itself ready to guarantee to any province the
revenue 1t received from liquor sales during the year ending June 30,
1942, provided it increased the price of spirits by an amount suf-
ficient to cover the extra levy plus an additional amount of two
dollars per gallon for the benefit of the province iftself., The in-
creage in the fetail price of liguors by four dollars per galion not
only eased the difficulties in rationing the smaller available supply
on hand but the provinces and the Dominion were assured of an inérea.aed.
revenue as well. ‘Gther changes involved an eddltional tax of one cem®

per ounce on ceriain classes of mail.

{b) Hew ?}axaé.

3  Excessg Profits Tax,.

The importance of this tax was recognized immediately
upon the declaration of war when the Canadian Govermment introduced the
Excess Profits Tax hurriedly in the first war budget in 1939. The basic

principles and purposes of the Bxdess Profits Tax might be said to be
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twofold: {1) to prevent the accumulation of war profite and (11) to
gsecure revenue from business prdfﬂ.ts to finance the war effort. AlL
businesses, whether incorporated or not, are lisble uvnder this fcht, and
whether incressed profite are the result of wer contracts or not. Two
alternatives were permitted in the measure: (1) a tax of fifty per
cent on profite In excess of the aversge income in the base years 1936
to 1939 inclusive, or {ii) a gradusted tax on all orofits in exeess of
five per cent of the czpital, The following schedule wan . to be applled
in the latter case:

cn proﬁ'its of more than 5% but less then 10% of capital, rate is 10%
" 3 " ” " 1t n

i 124 3% 2@

" 4] L " Core ig?é " u L] 35% " 1] ? ] w 30%
op ?

.4 LA " " fi) 0% " " Lo 2 n n i1 n ho%

" " " oy 2] 55% " B 1] 5% ™" 5] * ”n " 60%

» f

The second option was subsequently discarded and the privilege with-
drawn, because it was found that m,any firms would pay 1litbtle or no tax
under thie provision and thai 'i‘b was generally ineguitable., However,
the principlie of excess profits taxation as a war mea&sure. vag ectablished
in Canada at the oulset of hostilitles. Appropriate exceptions and
gualifications wers made in certaln gpecial circumstances.

In June, 1940, the rate was raised to 75 per cemt on the ex~
cess of profite over those earned in the standard period and in no eaée
was an incorporated company to pay less than 30'}_)61‘ gent of the total
profits in Corporxation Income Tax and Excess Profiis Taxes combined.
Thus the income tax feature was incorporated in Excess Profits Tax
legislation. A number of other amendments ‘of g rather technical nature
were alsc passed to give adeguﬁtee protection to new and depressed busi-

nesses. The pre-war base or standard profite were not to be applicable
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to these two types of businesses. The Act provided for a Board of
Referces to deal with such cases falrly and reslisticaslly subjeet to
certain limitations. |

Several practical difficuvliiies were encountered in the
vorking of the Act. The chief eriticisms were as follows: (i) The
aﬁmp“éion of 1936-1939 as z base period introduced a wholly arbitrery
gtandard for purposes of agsessment. It was argued thet the 1936-
1939 period, according to the long term charts, was below normal and
the majority of businessmen were therefore faced with an abnormally
low return as the standard over and sbove which profite were to be
specially taxed. Consideraition should also be given 1o 'Ehe substen-
tial nuber of copcerns which wers eguipped for special klnds of war
work and whose only chancé to meke money came in sbnormal times, These
had to sarn enough in the good yesrs to provide all maintenance and
depreciation pivs & return on thelr cepital. Then sgain, businesses
which had Dbeen in ‘the developing stage immediately preceding the wer
had to pay much higher texes then their competitors because they were
comparatively new with a standard not truly indicative of the normal
profits., Thie siﬁmtim was somewhst relieved in 1941 when the Act
provided for a selection of thres years out of four as & standard perlod
if the profite of the fourth were less than helf the average of the
other three, {(ii) The other difficulty was that connected with the
maximum amount of inventory agaimaxt which reserves nmight be set up.
Under the original regulation regerding reserves, thelr smount was
limited to the average held at the end of each of the four fiscal or

calender years 1936-1939. Strong representationsg were made agalnst this



decision on the grounde that st least two years of the standard .
periods were subnormal, that the growth of moet h&glthy companies
showed a continued upward trend, and that inventories during the war
years could normally be expected to be higher than in the standard
period. "Stocks are being built up in greater and grester guantities
and at higher prieces; profits are shown and taxes paid thereon. Afbter
the var inventory values eveporate into thin air and the goods cannoi -
be sold at any price®. {1}

The Tax Division’s answer to this vbjection was that such
increased reserves would encourage speculation on this type of inven-
tory since the risk would have been eliminated, and furthermore the
profite were war profits and should be taxed st the highest rates.
With considersble reluctance the Government introduced in 1941 for
the first time a provision allowing as & deduction from excess profites
taxeble income s lim%& regerve agelnet poseible fabure losges in ine
ventory values. This was subsequently supplemented in 1942 by & re-
vision of the regulation, allowing an increase in the average
guantities of stock on hend during the standard period, based on the
normal growth that would have been experienced if there had been no war.

Other changes introduced in the 1941 budget were "in the
nature of improvemente in the sitructure of the l&gialamon for the pur-
pose of removing iné@uitisa; and anomslies and to simplify and expedite
administretion®. {2) The minimum rate of the Excess Profite Tax was

1nerea;aad from twelve per cent to twenty-two per cent of net profits.

(1) Can. Journal of Ecom. Ag. 19kl.
(2) 1941 Budget, Page 18.

19



20

gince the Exceas ?rofiﬁs Pay was still applicable in sddition to the
normal Corporation Tax of elghteen per cent, this provision raised the
actunal minlmum levy to forty per cent. This change was undouwbtedly
motivated by the realization that wer conditions had stimmlated general
sctivity to a level where almost all business was benefited.

In 1982 the tax wes again considerably increased with the re-
| sult that the rate on excess profits was raised from seventy-five tc one
hundred per cent. Provision wes made, however, for a twenty per cent re-
fund, over the renge where this one hundred per cent reste was effeciive,
®ees & company shall pay a flat rate of twelve per cent on ite total
profits in sddition to the eighieen per cent corporation income tax,
and then shall pay as well either ten per cent of its total profite or
one hundred per cent of iis excess profiis after deduction of the corpor-
ation income tax and the twelve per cent rate therson, whichever is the
greater.” (1) The effect of these provisions was to limit profits after
taxes had been paid %o geveniy per cent of pre-war profits before taxes.
Monthly instalment peyments on account of the tax liability, based upon
snticipated eamimga or earnings in the preceding period, were also
provided for at this time., It was estimated that the above changes would
yield an incresse in revenue of about fifty-elight million dollars in &
full fiscal year with profits at the current 1942 level.

In the following two budgets more revisions were introduced.
'~ As the increase in production would undoubtedly result in abnormelly
heavy wear and tear on capital asseis during the war, a pmvision wag

made granting accelerated rates of deprecistion on machinery and eguip~-

(1) 1942 Budget, Page 17.



ment belng operated for two or three times the normal number of working
hours. Another set forthk conditions under which standard profits might
be adjusted from year to year with pari passu increases in capitel., A
corporetion was required to show a change in capitel stock before amy
adjustment would be made. Another section of the Act conferred wide
powerg on the Minigter 0@' Finance to prevent avoldance of high taxes
through extravagant expenditure which might be unreasonable for that
particular type of business.

The gradusl modification of the Excess Profits Tax indicates
the mamner in which the levy has developed from the original purpose of
keeping the over-all increase in profits of all corporsilons within
moderate limits to & major source of revenue from industry in general.
This was a natural tremd as indusirial activity expanded to affect comp-
anles outside wer industries. As time passed, inequalities and injus-
tices have been gradually eliminated but on the whole s mmuch more
rigorous general ecomomic policy has been a&op*t;éé..

ii Rational Defence Tax, |

This is 2 tax op personal incomes, collected as far as
possible st the pource and in addition to ordinary income tex. It was
introduced in the second war budgel. As originally proposed it con-
sisted of an over-riding flat rate of two per cent for married persons
if the income exceeded twelve hundred dollsrs and three per cent for
gingle personé if {the income exceeded six hundred dollars and not more
than twelve hundred. It thus included lower incomes than those covered

by the income tax ($ 750 and $ 1,500 respectively).
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These rates were incressed in the subsequent budget from two

and three per cent to five and aew;en per cent for married snd single tax- |

payers regpectively. However, the minimum income exempiion for singie
persons was increacsed from six hundred to six hundred and sixty dollars
per year because of the rather heavy rate at the bottom in the case of
single persons. It wae esitlmeted that these adjusimenis would i-eault or
balance in an incresee of about eighty million dollars in reveﬁue.

When in 1942 the Personal Income Tax was steeply incressed and
the refundabie portion wes introduced for the Tirst time the National
Defence Tax was combired with the Income Tax and thue lost ite idemtity
{ see section on Personal Income Tex). This was done to simplify the
tax structure and to facilitate the implementing of the new provisions
of the Ingome Tax imtroduced at that time.

111 Dominion Inheritance ZTax.

In the 1941 budget the Dominion Government emtered the
Inheritance Tex field., This type of taxation hed previously been used
enly by the nine provinces, It is considered second only to the Income
Tex in its essentlasl fairnese and the possibilities of adjusting it
progressively to ability 0 pay.

This sction by the Dominion introduced complications.
Since different rates were levied in the several provinces, the combined
provincisl and federal taxes involved the imposition of different total
levies on different parts of the same estates. MNoreover, duties were in
scme cases charged on the same ymyertﬁ by more than ons province.

The tax is of & composite type similar to the msjority of

provincisl inheritence taxes; 1ts amount is determined not only by the
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gize of the beguest to the beneficiary but also by the size of thé

egbate itsell and the relationship of the individual to the deceased.
The genéral ievel of the Federal Tax is roughly comparable with that of
the Provincial Texes. When added o the provincial rates, 1t results

in a total tex almost equal to the British succession duties, An ex~
emption of twenty thousend dollars is provided for the widow of the
deceased and of five thousand for each dependent child., It is applicable
to the properties of those domiciied in Canade at the time of thelr death
and also to property in Canmda of persons dying abroad. It is under the
jurisdiction of the Income Tax Division of the Department of Kational
Revenue and it was expecied to yleld some twenty million in & full fis-
cal year.,

iv Taxes Designed to Conserve Essential Products and Forelen
m@hﬂg G .

Several emergency meisures were undertaken by the Govern-

ment early in the war for the comservation of (a) domestic resources of
lsbour, raw msterials and eguipment, snd (b) non-Empire exchange. Both
are at the same time productive of comsiderable revenue.

To the first group belongs a special sieeply graded tax on
new passenger au‘tomébiles, introduced in June 1940. The purpose of this
tax was to divert demand away from automobiles so that resources which
the war is rendering scarce, might be utilized for essembial purposes.

At the seme time it aimed at conserving badly needed exchange. Similarly,
special taxes on radios, cameras, phonographs and tires were imposed for
the same purpose.

The second war budgel also introduced a speclal War Exchange



Tax of 10% eppliceble to 21l imports from non-Empire countries for the
purpose of conseming exchange urgently needed for psyments on purchase
of munitions amd arms in the United States.

The War Exchange Conservation Act was passed in December, 1940,
es mpother device to reduce the demand for foreign exchenge, Two
schedules of articles were eifected, Importation of articles in Schedule
I was prohibited from outside the sterling arsa, except under a special
pormit from the Minisler of Hatiopal Revemue, Importation 6:6‘ many
aerticles in Scheduls II from non-Empire countries was reduced by itwenty-
five to fifty per cent =snd in a great many cases was prohibited altogether.
The purpose was 10 conserve non-gteriing exchange on one hand and to en-~
courage imports fmml the United Kingdom on the other. (1)

In the summer of 194k, when the situation im respect of for-
eign exchenge imp:'mved,‘ the Gevementl repealeé that section of the Act

dealing with Schedule I.

(1} Imports were to be encoursged because British exports would thus,
partially at least, offsel the adverse British balsnce of paymenis
with Canads and help Great Britair %o purchese much needed goods
from this country and the United States,

oL
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L, Yields of the Dominion Texes in Peace and Wer.

This section is devoted fo comparisons of the yield derived
from {a) mev texes and incomes in the rates of old taxes, and (b} from
direct and indireet taxation., The fiscal years ccmpared are 193¢ and
1943, the letter being the latest for which information is aveilable at
the present Hime.

Table IT shows that in 1943 the tobtel tax revenuwe amounted 1o
sbout $ 2,066 millions; an incresse of some § 1,630 millions over the
year 1939, OF this smount, $ 1,080 miliions, or two-thirds was ettri-
butable to increases of pre-wer taxes and $ 542 millicns, or one-third
t0 nevw war taxes. (1) The general nature of the tax siructure is as
followe: ‘the most important tax increases have been in the field of
Personal and Corporate Income Taxes. Here, alﬁne , the additional yileld
amounted to something iike $ 720 millions over the 1939 figuré:. It re~
gulted both from increases in FHational income and from the applicetion
of the new high rates, melnly those of the 1941 budget. Incremses in
Customs and Excise Duties, although guite numerous, accommted for only
an $ 120 million increase in revenue over that in 1939 because of a
reduction in the volume of products on the market., The Seles Tax, with
some minor alterations, yielded $ 250 millions in 1943 as against $ 122
millions in 1939.

The nevw taxes, imposed since the outbreak of war ylelded $ S5i2
miliions in 1943. These taxes inciuded the Excess Profits Tax, {($ k3%

(1) 1t should be ramembere& h@wemr that the Persopnal Income Tax as~
sessment in 1943 consisted in Jgar*h of & flat rate tax on the total
income, which prior to 1942 was & separate Natiomal Defence Tax, and
in part of a steeply gradiated Income Tax proper. It is itherefore
not entirely correct to atiribute the total increased yileld from the
Pergonal Income Tax to the old tax only. {See seciion on Personal

Income Tax and National Defence Tax,)



TABLE II

DETATLS OF TAX REVENUE, FISCAL YEARS 1939 AND 1933

KOTE:~ Dashes in this table indicate that the corresponding stub item
is pot appliecable for the year 1939.

Ltem 1939 igh3
Custome Impord DutleS..iseass $ 78,751,111 $ 118,962,839
Excige Dubles...svscenseonnne 51,313,658 138,720,723
Income TaX.eesssesssecencssne 1%2,026,138 860,188,672
Excess Profits PaXe..essesnss - —— 43k,580,677
Sale8 TaX.iuscssrnsoscssasssas . 122,139,067 250,478,438
War EXChange PaX.ececesossess — 94,553,380
Succession DutieBecsscancssos -— 13,273,483
GBBOLINE..esssosvessracsnsans - 2k 897,924
Other Taxes {1)sevescssoccess k2 02,570 131,063,825

$ b436,256,58k  § 2,066,719,961

{1} Incliundes export tax on eledtric power and fure previously included
in Non-Tax Revenue under Electricity Inspection and Dominion Lands,
Parks, etc., respectively.,

Source: The Canada Year Book 3.,91’}3-%, Page 81k,
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miliions), War Exchange Tax, ($ 9% millions), and a Succession Duty,
($ 13 millions).

During this process of steadily increasing taxes s the tax
gtructure has been really revoluntionized. It has been converted from &
gystem which relied meinly on indirect taxes, taxes on business costs and
on consumption to ope in whickh the main omphasis is placed on taxes 19713@1
on the principle of abllily to pey and taxes om luxuries and non-essentials.
Before the war sbout two-thirds of the tax revenues were obtalned from
indirect taxes and only one-third from direct texes. Today, those propor-
tions are reversed. In 1943 sbout two-thirds of the tax revenuss came
from direct progressive taxablom, The increases in 0ld taxXes and new taxes
yielded some $ 1,630 millions more in 1943 than in 1939/k0. ‘Powards this
total, Income Taxes, Excess Profits Tax, and the Succession Dutles con-
tributed $ 1,165 millions or 71.5 per cent, while commodity taxes combri-
‘buted $ 465 millions, or 28.5 per cent. This shows clearly that a large

proportion of the new tax revenues have been derived from direct taxation.

1. Gemeral Aspects of Government Borrowing.

The main problem of war finance is to adjust the volume of money
incomes in such. 8 way as to effect the most efflcient expansion of the
productive capacities of a country for wer purposes. There are geveral
veys in which a government may infliuence money incomes: (1) by comtroliing
the extent and direction of government expenditure, (2) by regulatimng the
nature and volume of taxation, and {(3) by mesns of govermment borrowing and
credit expansion,

Government expenditure in wartime gives rise io & tremendous
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amount of industrial asctivity. Unemployed labour and unusged capital is
put to work and mechinery is operated at its maximum capacity to supply
the tools and implemenis of war. If a country is to obiain the largest
possible output of these goods it will have to minimize the output of the
so-called non-essential goods and services, once full employment has been
reached. These compete for the use of produchtive facilities which mey be
vital for the production of essential goods and services. In the mean-
time the total consumer purchasing power of the icwntry rises substan-
tially. Grester employment and higher wages increase the supply of money
on the market. A country at war, therefore, ism faced on one hand with
an ebnormal expansion in the mpﬁlar of money and, on the other hand with
8 decreased supply of commoditles and services on the merket, The prodblem
thus becomes one of devising methods of disposing of this surplus pur-
chaging pover in the hands of the individusls, if inflation or a gemeral
rationing ‘m‘.' commcdlities is to be avolded.

Paxation is ome method., It may exercise an importent restrictive
influence on various undesirable uses of resources, but iis usefulness is
1imited, In the first place it is ilmpossible to devise & single compre-
hensive schedule of taxastion that would reduce the incomes of all the
people 80 ae to tske cars of the full ¢ost of the war without serious in-
dividusl injustices. Moreover, & one hundred per cent tax on incomes over
and above the pre-war level by ils very severity would run the risk of
| causing genersl discontent .amﬁ. adversely sffect the ombput of war materials.
Thug in praét:we there will remain, after taxes have been paid, a certain
amount of purchasing power in the hands of individuals which musit be drawn

off the money market if Imflatior is to be prevented and the Govermment is



to have adequete funds to finance the war, Here is where wartime borrow-
ing comes in.

There has been a wide belief that in so far as a part of the
war costs are financed out of loans, a country can shift this part of the
burden to the next generstion. Such, however, is not the case, Borrowing
from the public through war loans does not involve the borrowlng of
physical goods and sgervices from fubure production.  ‘*Resources obiained
by extras work and by economies in personsl expenditure come, in the main,
out of income and kit the present only, whereas resources obtained dy
refreining from new investment, by letting equipment run down, by selling
property to foreigners and so forth come out of capital and hit the future.'
(1).

When a governmment borrows a ceriain sum of money f:mm an indie-
vidual for war purposes, it prevenis him from investlng it in consumption
goods or fixed capital. When the bond falls due in the future the
government will have to pey him not only the principal but interest as
-well, Where will the momey come from? Probably from taxation., In the
laet analysie s therefore, taxation and borrowing are in a sense the sane,
the latter being & form of taxation, the burden of which has not yet been
definitely distributed emong the population of the country. There are,
however, important d&ifferences.

loasns, unlike taxes, are generally voluntery end the decision
as to how large & subscription can be made is left to the individual.

In the case of taxes the transfer of income is final; in the case of

loans the ulitimate distribution of the finanecial burden will depend on

(1) Pigou, Political Economy of War.
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the future policy of the taxing awthority. As we have seen, the repay-
ment of both principal and interest will probably have to be provided
for out of future taxation. When that time arrives,; the system of
taxation will probably be much less steeply graduabed than the system
vhich would have been necessary t¢ ralse the same amount of money dur-
ing the war. The net result is a somewhat different dlstridubion of
the burden of finsncing the war than would have occurred had it heen
financed entirely by taxation, Holders of large numbers of bonds have
good remson to expect thet the interest on their investments will
exceed the coptribution in taxes which they will have t¢ mske toward
the payment of this interest. It appears, therefore, that a loan
penalizes them less then does direct taxation., In this respect borrow-
ing is somewhat less fair than direct taxation.

If these loans, vwhether raised from reserves of corporstions
and financial institutiops, or from savings of ;mdivi&uala y &re to
prevent inflation, they must be retained by the purchaser. For this
reason borrowing through the sale of bonds is not an entirely rellsble
preventive of inflation., The holder of a bopd may sell it without loss
vhensver he pleases, thereby withdrawing savings that had freed a
certain smount of resources of men and material for war uééa. As far
as the saving induced by bond selling campaigns is concerned, it has
been pointed ocub thet losns are effective only im the period immediately
prior %o and following sech loan campaign. Feriodic war loans in them-
gelves do not ensure continuous and reguler saving which is the thing

to be desired., With this in mind, the situstiorn in Canada has been muth
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improved by the introduction of the system of instalment paymenis on
bonds with periods almost as long as those between each subseguent
cempaign. The compulsory savings plem, which has recently been with-
drawn, and the War Savings Certificate campaign serve the seme purpose.
The latier through the use of a redemption clause tending to discoursgs
the holder from taking en undue advantage of thie privilege; is an
egpecially effective device for promoting conbtinuous saving.

The third important method of war finsnce is the crestiom of
credite and mew monmey. This may be desirable in the early stages of wer
in order to ﬁaeilitate the increase of production and empioyment. More
people and more machines are being employed and unless money income psr -
head is to be redvced the supply of funds and bank credits has to be
increesed to correspond to the expansion of industrial output and
activity. An incressed supply of funds will give the government more
purchasing power snd if cerefully conitrolled it will be imstrumental im
speeding up the mobilization of resources for wer. IFf, however, il
becomes excesaive, prices will rise and the real value of the purchssing
power left in the haﬁﬁs of the publie will fall. %hie would constitute
a comcealed form of taxation, texation in a most unfelr and inequitable
form since it would throw an unfair proportion of the burden upon the
person of small or medium income, the salaried men and the holder of
fixed income bearing securities of all kinds, Its effect would be a
general redistribution of income from ome class of people W another and
if jong continued it would only end in the complete financial and economic

collapse of the country.



2, Loans.

{a) Yolume and Source.

During the Tirst five years of the war, ending December 31, 194k,
ne less than nine public war loans vere issued for a total amount, in-
cluding conversion and redemption, of eighty-five hundred million doliars,
Details conceraning the flvet six iseues are given in Tsble III. The First
and Second War Loans were sold by the gwernment to the Canadian pu}alia
to provide a part of the funde required for various purposes that were
not coversd by revenue and to mobilize previously accummieted ca;pita:}_
which could be borrowed without toimhing the current savings of the people.
The First War Loam, in June, 3’.9&0‘, was for two hundred and fifty million
dollars. It was guickly subscribed. Subscriptions included numerous
swmall and moderate-sized orders, as well as meny large ones. The Second
War loan, dated Qctober i, 1940, smounted to three hundred and twenty-
five millicn., Although over-subscribed, i% was noi supported as whole-
heartedly by the public as the government had hoped. Several explanations
were suggested. It was claimed that the yield was toe low, that the
increase in taxes and cost of living had intervened between the First end
the Second Ioan and that the drain on the small investor through the
purchase of War Savings Ceritificates prevented him from investing more.
The real explanation, however, was that the government had been over-
confident about the ajztcome of the loen and hafl devoted only & few daye
to the pre-loen publicity., This was Insufficient. PFurthermore, no
bonds of less then ome hundred dolliar demominetions were available. ~ This
circumstence prevenied many small potential purchesers from participeating.

There was also mach duplication of effort and machinery in the campaign.
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Title of Issue

Two Year No-tes‘.'.....ﬂ......'...ﬂ..ﬁ
First War JoBN,ssevsssacssrssosssnnas
Five Year Bonds.sesssscosonessscassss
. One Yoear NobeB,vesssocsessesssssossss
Fiv@ Year BOQng-g.nuqa.oo-ﬂOlocano;o
Second War JOBN..eeaossnscevessssscase
TWG'% Yoar NoteB.scessvnssearsonrenns
One Yoar NobeS,vsesosenvsencsanssconn
19&1 Viﬁtory LOBN,scunevoosevntunonss
19“1 v&@tﬁﬂy LOBRsserenssncnssnsnsasns

Totals - 19hl Victary I@aﬂ-o.;oxqp.-a

Three Yoear NoteS.svesersvccnesrvssrsns
Seocond v1ct0ry LoBN.seuasnscarnssnesns
Becond Vieﬁory LOBN.edonoucesssnsannn
Secondvictory Lgan..."“.ﬂin.ﬂsef.a

Totals - Second Victory loan.,.. ...'..

One YORY NOt6Beessassasnescencisarnes
Two Fear NoteSeesavsunosavassosnsesnss
Second Victory'hoan....-b-.........,.
Thifd Vietﬂry 1ﬁaﬁnligapsonbg'snnetoo
Third V1Gt0ry TOBN s seasnncssssrances

TOt&lS - Third Vi@tory Leanyqiooqonqo

One Y¥ear NOteS.ssesescrvosscsronsosse
Foufth.ViGtOry 108N cneoncosnssannans
Fourth Victory o8N ssesvesasrcarnsse

Totals - Fourth Vilctory Ioanesoessnes

DQMINION OF CANADA DOMESTIC TOAN ¥IOTATIONS FROM THE OUTBREAK OF WAR TO

TABLE III

Isgue Date

October 16,
Febrvary 1,
March i,
May 1,
March 1,
October i,
July 2,
May 1,
June 15,
June 12,

PP R S JEOPBAaQgROLAED RO

October 16,
March 1,
March 1,
Maxrch 1,

S0 LB EATD NN OADNOCLENR2ON

April 15,
April 13,
March 1,

November 1,
November 1,

S PRBVVOAIHENBOISBEALEN

April 15,
May 1,
May i,

1939
1940
1940
19%0
1940
1940
19h1
1941
19%1

1941

AUGUST 31, 1943

(Znousends of Dollars)

Maturity Interest

- Rate
October 16, 1941 2
February 1, 1948 3%
Merch 1, 1945 2
May 1, 1941 1
March 1, 1945 2
Oocteber 1, 1952 3
July 2, 1943 1}
Mey . 1, 1942 1
December 15, 1946 2
June 15, 1951 3

ALBOELDAIDOEBIEREARDDREOOBAIOIRNSIIGORENINGODS

19h1
19hk2
1942
19k

October 16, 1944 1
Beptember l, 19k 1
March 1, 1948 sk
Merch 1, 1954 3

l..‘Q.OQI'.0.0Q....O'OQ‘..‘,QQ!Q'Q.‘.Q."

1942
19h4e
19k
1949
19k2

1943
1943

April 15, 1943

April 15, 19k 1%
September 1, 194k

Mey 1, 1946 1 3/h
November l 1956 3
April T 15, 194k 1
November 1, 1946 1 3/%
Mey 1, 1957 3

1943

.
PP BDLDEBUNODNSAI B P PO ERDEPIGEICDBNIDDOINEIIDEROPOQEGIPTRDIPIRNYI

TWO YO8Y NOteB.ssvesssorersssesossans July 2, 1943 July 2, 1945 1%
DSPOSit Certificates~ Vﬁrioue.-.......---.......---.......oo;...a--...-a..o.;o----o.,¢. 3/“
War SaVingS Certificatesn- Various...n..-.na....-......-e...............a........g‘o...o 3
Non-Interest Bearing CertllicatoBesssseronosrossancscosscsossssvansarassornsasssnessnses -

Grand TOtalS...n.-co-c-a;aoao.onn.nc.--o-n-onncotoooc;.oo¢o-na:-'oggoooooq-'qéoeoouooeoc‘ooa-nloo

S0ld to ‘the

Public Chartered Bank of Bumber of
' Banlke Canada Subscriptions
- 200,000 -
250,000 - - 178,363
- - 40,000
- - 250,000
- 40,960 - A
324,9h6 - - 150,890
250,000 -
- 250,000
193,286 - 968,259
6k3,53k - 3
536,820 968,259
- 99,700 100,300
57,169 p e -
269,879 - -
669, "658 - - |
996,706 1,681,267
- 250,000
- 100 , 000
- 92, 831
bk 2%3 -
8&7 136 - -
991,389 2,0k1,610
250,000
197, 55 -
1,111,261 - -
1,308,716 2,668,420
- " 194,000 56,000
- 740,000
192,657 -
7,386 -
k908,622 1,504,660  1,M3,171

Source: The Canada Year Book, 1943-194k, Page 835.
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Coverage tended to be extensive rather than intensive,

To insure a successful resuilt for the 1941 Victory loan, the
Minister of Finance set the nominal size of the minimum objective &%
8ix hundred million dollasrs which was somewhat less then had been
generally expected. The govermment apﬁarentl,? counted on a substantial
over-subscription which, of course, was geod psychology., Quotas were
set for esch community and province and ea;periénma. securities salesmen
and about four thousand fuli-time 1ife insurence agents were enlisted
in this drive. The appeal was directed with a view to sbsorbing a large
portion of savings deposits :m Bama.d.ian banke which had in the meanbime
accummlated to about one and three quarter billions of doliars, Im
addition to providing funds for war and general purposes, it had become
necessary to furnish funds for the repatriation of sterling issues held
in Great Britain, These repatriation operations had the ultimate effect
of making available Canedian doilars to the United Kingdom for the pur-

. ¢chase of Canadian commodities and menufactured products reguired for the
prosecution of the wer. The resulis of this First Victory Ioan campaign
lead to rather interesting imnovations. The loan was over-subscribed by
someé two hundred and thirty six wmillions of dollars but only = very
moderate response was received from the industrial population of the
countr;y; This suggested thet the worker by and large was spending the
bulk of bis incressed eainings ag fast as they came in., A etill more
intensive selling campaign and the introduction of an instalment plan
for the Second Viciory Loan proved to be the answer to this problem. .
All three maturities of the Seccnd Victory Ioan were over-sold and more

than one and one~half million subscribers participated,
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The Third Victory lLoan, dated November first, 1942, hsd as its
minimum objective seven hundred and fifiy million dollers. This amount,
the Minister of Finance sald, would be sufficilent to carry the entive
cost of our war effort at that time for only about two and a half monbths.
Canada in 1942 was spending about a dollar a dsy for every men, woman and
child in the country with the taxes meeting only about fifty-one cents
of the dollar of government expand;iturg. The balance had to be borrowed,
When the campaign was concluded,nine hundred and ninety-one millions were
loaned the government ’o;r the peopls of (anada,

The Fourth apd Fiith Victory Loan campaigns, dated May the first,
1943, end Novémber the firet, 1943, respectively, were equally suceessful,
About three million out oi & total of five million Cansdisn workers de-
cided during the Fifth Victory campaign to buy bonds with their surplus
current income insiecad of bidding against their neighbours for z limited
supply of civilian goods, It is interesting that Canadians, as individuals,
subscribed nearly half the total amount of fifteen hundred and seventy
million., Subscriptions from the "special names” division amounted to
geven hundred snd seventy-sever wmillion,

The Sixth and Seventh Victory Loans were the greatest in the
total amounts of subscriptions sold; the former, in addition to atteining
new records in the number of applications received and the dolliar amount
of bopd sales made to individuels, brought in over fourteen hundred
million dollars, This represented a great &aﬁl of money thai was with-
drawvn from current consumption butb apparently still not enough to prevent
additicnal accumulabtion of funds in banks. As a proof of this it is

interesting to note that on Awgust 31, 194k, Canedien savings deposite
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advanced to a new all-time record of $ 2,369,598,000 dollars -- oniy
four months after the Sixth Loan. AL that date savings and curremt ac~
count deposite hed an sggregate total of $ 4,263,000,000 dollars --
an alli-time high,

The Seventh Victory Loan, with 2 minimm objective of 1.3
billion iollars‘wmich was one hundred miilion above the objective of -
the preceding losn but more than one hundred miliion below the amount
actually subseribed in that loan, raised $ 1,517,000,000, Bo objections
were mede if holders of previous issues turmed in their bomdas so they
could participate in this latest lssue, The maturity date of some of
these bonds was sufficiently cloge that they were in keen demand by the
banks and other institutions and were selling at a premium of & point
or two.

If we take the Tigure of 4,908 miliion, in Table I, for govern-
ment borrowing from the public from the outbreak of war to August 31,
1943, and compavre it with government revenue of 5,674 million from other
sources, (1) for the same period, we come to the conclusion that during
thig time 53.6% of the govermment's total receipts came from texes and
miscellanecus minor sources of revenue and 46.4%% came from the proceeds
of loene from the public. War Savings Certificates accounted for only
3.6% of the total loan receipts up to August 31, 1943.

The table below shows the progressive increase which has taken
place in the total amount of purchaseg by individuals of moderate means,
{as distinct from individuels of larger mesns included in the Specilal

Nemes Canvass). The smount of cash applicetions by individuale, excluding

{1) The Canada Year Book, 1943-iL, Table III, Page 81k,



special names, for the first eight loans was as follows:

(In Millions of Pollers)

- Iedividuai Total
Loan Subseription  Subscription

First War IoaD.cscscuvsnrvarssosse 132 250
Second War LO8BR..sceensnssmrnsase 133 324
1941 Vietory 108N.scsvocsnnoscass 280 836
Second VictOry T08R.essssnsoenses 336 996
Third Victory LO8D.eseconsenansns , 375 991
Fourth Victory LOBN.veesssscessss 530 1,308
Fifth Ti0t0ry LOSN.esensrronenase &0k 1,383
Sixth Victory LofN.ssesssesconsss Ghk 1,407

$ 3,01% | $ 7,55

Almost 40 per cent of the totel value of subscriptions to war
loans ceme from individuals of moderate means for the period emding
| October, 1943. The number of subscribers has multiplied almost seven-
teen~fold from 176,363 in the First Wer Loan to 3,077,183 in the Sixth
Victory Loam, indloating that sales have spparenily been mede well down
the income mscale. Figures released by the National War Finsnce Commite
tee for this period show that employees' applications account for less
than ten per cen% of the total value; but over half the number of tolal
gubscriptions, Fhe same source estimates that individuals have probably

kept all but one to two hundred million dollisrs of their subscriptions,
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leaving them with nearly 2.9 billicn more government securities after

the Fifth Victory Loan then they held before the wear.

(p) Interest Rate.

An indication of the official amimde toward intereet rales
on government loans was given by the Minister of Finance, Mr. Ilsley,
in the First War Budget in 1939. He Baid: 'We do not expect that any
material changé in interest rates from peace~time levels will be neves-
sary to attract & sufficient portion of the large increase in savings...'
(1) The Bépartmen‘b of Finance h"as felt that interest rates exercise
only a megligible influence on war savings; any increase in rate,
therefore, would raise only the cost of war finance and would not help
to promote lending %o any coneiderable extent. The result hae ’Men thet
meturities have been set as short and yilelds as low as was expedient.

Most of the government's refunding operations have been carried
out with a reduced yield ss compared to the pre-war pericd. This wss
parsly due m some shortening in the term of the oubstending government
debt in conformiiy with a tremd that hae been conbinuing since the oui-
bresk of wer. Banks have shown an i:mraa.seﬁ. preference for the shorter-
term ismsues becauee of their greater liguidity under wartime conditions.
The First Wer Losn provided a yield of three end ome guarter

per cenbt. Subsequent long-term issues dsclined to 3.09%, 3.07%, 3.06%
and for the last four losns & fiat 3.0%. The 1919 post-war offering was
for 5.5%. While ylelds on long-term securities and obliigations have

tended to fall, ylelds on intermediate-term securities {two to six years)}

{1) Pirst War Budget, Page 5.
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have risen slightly. At 2.6% the average rate on Federal obligebions
at the close of the fiscal year 1943 was the lowest in the history of
Canada. Chart II illustrates the yields of Dominion Govermment bonds

for the last six years.

(e) Forms and Methods of Borrowing.

The Canedian government has raised ite ‘fmds from the general
public through the sale of bonds and War Savings Certificstes. Since
the outbresk of war nc less than nine public Wer Losns have been
launched, The first two loans, opened in January and September of 1940,
were intendsd primarily to raise money from the well-to-do and business
in genersl., The Imfmm of the aucweaﬁing geven Victory Losne hes heen
to absorb an sppreciable portion of the growing savings a&p@ﬂi’tﬁ in
banks., They were not designed to tap current incomes, the War Savinga
programme took care of that. Table III reveals in detail the main
features of the first six War loans. The public issues have consisted
of intermediate-term bomds, two to six years, yielding from 1.5% to
2»0% and long-term bonds, elght %o aixteen‘yas.rs , yielding roughly 3.0%.

The orgenization of the loan campaigns to the end of 1941
was directed by & War Loan Working Committee, which had been operating
gontinuously since May, 1940, and the Victory Loan Committee which had
been set up as a temporary organization to conduct the First Victory
loan campaign in 19%1. The War Loan Committee consisted of represents-
tives of the banks, including the Bank of Canada, and invesiment dealers,
Its gemeral expemses, including advertising, ymtiné costs and commisslon

to salesmen were paid Dy the govermment. A commission of three guarters
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CHART II Lo
YIEID OF DOMINION GOVERNMENT BONDS - 1938-Lk
PAYABLE IN CANADA ONLY
QUOTATIONS ¥OR 1ST AND 15TH OF EACE MONTH
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(1) Prior to 1940 Figures are for 1st of Month Only.
(2) Prior to 1940 Figures are Average for Month.

Source: Statistical Summarj, Bank of Canada, August - September, 1944,
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of one per cent was paid fo all genersl agents, excluding banks.

These were assigned a certain percentage of the total commissions pay-
able on the loan before each campeaign. It was explained that the banks
with their emtrj-wiﬂe system and numerous personal contacis could, if
they desired, monopolize the aales of snch g campaign. To insure &
sufficient lncanﬁive for the general salesmn the govemment reaiized
that he mmst receive a reasonable ;pmportim of the total canmissian
én sales poayable as a remunsration for hisg MGes. Some doubt was
ézpressad a8 to whether the fixed over-all commissions would noi tend
4o reduce the salee by banks rathe'r than act as an incentive for them.
Results from the first two loens bave shown, however, that sales of
"bénds made through banks under the new arrangement roughly corresponded
to‘ the allohaént that haﬂ been ﬁssﬁigne& to them on the basis qf & per-
centage commission on Balas. | | | A

A further at-ep in the rearganizaﬁion of tha nation-wide

whinary set wp for seliling wartinw issues was effected when the
Kational Wer Fipance eomime was established by the govermment in
January, 1942, just before the Second Victory Loan campaign, under the
chairmanship of Mr. G. W. Spinney. In effect, the new committee
represented & merger between the two origimllbadies and the functions
and many of the pe{rsozmel were sbsorbed by i‘i-'-. Ité objectives, as
anmounced in the 1943 Budget were ss follows: {(a) to plem, organize
and administer arrangemenits for the meximum public sales of government
Ewmﬁ%’v and, {b) to promote maximum voluntary savings. At the
present time the National War Finance Committee is made up of the

Netional Executive Committee and representatives of major industries,
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agriculture, commerce, labour and finance. In addition, there are
Provincial Committees apd some five hundred local units. The adminis-
trati@ in the centrel office together with the chmirmen of the
Provinecial Commitiees comstitute the National Executive Committee,
The enlire permanent staff, lccated in Ottawe and throughout Canada,
numbers some 350 persons and operates in copjuncition with three main
bodies of workers. First, there are some 125,000 voluniary workers
sttached to the local units in esch province. Then there are the sales-
men on commlission and other temporary paid workers, numbering some
17,000, The third group consists of invesiment deaslers and brokers,
about 2,000 sirong.

The work of the Natiomal War Finance Commitiee ism carried out
through five divisions. The Special Names Plvision canvasses corporate
and insbitutional subacribers as well as individusls capable of sub-
geribing twenty-five thousand or more. The investors in this group,
sbout eight or nine hundred, have accounted in the past for some sixty
per cent of Victory loan mﬁmerﬁ;pti@ns, The Payroll Sevings Division
covers the armed forces and employees with incomes up to three thousand
dollars. No commissione are pald on subscriptions in thess two divi-
gions. The Gensral Sales Division deals with the rest of the potential
investing public. Commisgions are pasid to individusl canvassers at a
rate of 1/8 of ome per cent on medium-term and 5/8 of one per cent om
long~-term issues. Benks, through which the bonds are ususlly delivered,
are paid a bandling fee of 1/8 of one per cent on short-term i/k of

one per cent on long-term imsues. The Publiic Relstions Divieion handles



b3

advertising and the Administrative Division locks after ihe organize~
tion and superviesion of the vhole process. ‘

The costs of ocur public borrowing operations are very low
congidering the mgnitué.é of the losms, and the number of individusl
transactions. In the year ended March 31, I94k, costs incurred by the
National War Finence Committee with respect to sales of Victory Bonde
and War Savings Stamps and Sertificates, including the cost of engraving
the bonds and of all publm.i;j ‘wmvﬁ.ﬁiea‘, emounted to only BT cents for
each one hundred dollars of securities sold, that is seven eighths of
one per cent of total salasl.‘

Tn addition to Victory Losns proper the Dominion government
bas been issuing other war loan flotations, such as War Saving and Non-
interest bearing certificates. The latier are dated the 15th of the
month in which payment m received and maturs June 15, 1945, the regis-
tersd holder having the opt:i;«én of redeeming his certificates at par at
any time afiter six months from the date of issue.

The War Savings Stemp campaign was inesugurated in May, 19%0.
It wes degligred to promote more wids-spread snd reguisy saving through
a conbtinuous sale of War Savings {ertificates apd Stampe then would be
possible by means of War Losn campalgns alcne. ¥The nature of the War
Savings Stamp campaign calls for regular and systematic savimgs from
current earmings. Certificates are lssued in denominations of 5, 10,
25, 50 and 100 dollars. Bsch certificate runs for ninety consscutive
months {73 Years) with compound interest computed haif-yearly at three
per cepnt per annwm., The return is tax free and slightly higher thsn on
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bﬁnd.s of eawaxable maturity, but purcheses are limited to fifty dollars
per month. Six months alfter purchase, a certificate may be redeemed
- with the suthorities st ite purchase price, and after a year st a price
vhich incliwdes some accrued interesst. For the convenience of those
who find even an amount of four dollars difficult to save st one time
Wer Saevings Stemps were issued at twenty-five cents each; when four
dollars’ worth have been affized to 2 form it msy be exchenged for a
certificate. The mg&ign Tor sales of these csrtifiﬂwhés and gtampe
has been orgenized by @rovim:ié.l and local comit‘-hees in zonjunction
with‘ various public utilities, Tinencial instituiions, commercial
organizetions and business Firms throughout the country. ¥No commission
has been pald o these volunbary salesmen and even citizens who are
organizing this project heth in Obtava snd throughout the Dominion are

giving thelr services without remmnerabion.

{4) Market for Loans.

High grade bond prices were meintained during the firet seven
and a half months of 1939, in spite of disturbing evenis abroad. A con-
giderable inflow of foreign funds during the eaerly part of the ysar con-
tributed much to the firmmess of the market. The outbreak of war brought
a severe decline in the merket for govermment obligations, s it 4id in
Iondor and Eew York, am‘&es@ite @ sharp recovery in the latier part of
September and Oclober, govermment issues were being offered ab prices
mg;‘mg from five to nine poinits below their pre-wsr prices. Furiher
recovery during Jammary, 1940, followlng the issue of the First War Loen,

left yields about one gusrier of one psr cent higher than they had been



at the beginning of 193%. Since then the chief characteristic of the
Canadian market for government securities has been stebility eround a
genbly rising price trepd.

In spite of the lerge increase in the over-all volume of
nev money reised in the Canadian warket, high-grafe bond prices rose
steadily during the year 1941, The samo holds itrue of the year 1942,

In 1943 medium and long~term Dominion government bond prices again rose
moderately and at the end of ihe year were about the same &z comparable
averages for the first half of 1930.

In the case of each War Loan, the dealers' prices have usually
fallen siightly below par for some time after the issue, %o prevent
gpeculation, the Bank of Canads has imposed resirictlons for periode
varying from a few days o 2 few months on below par offers made to the
public by dealers. On the average, however, some months efter issue,
all long~term losns usually riss sliightly sbove par as a resullt of their

cloger approach to maturity.

3. Bank Credit.

Special wartime issues to banks, in the form of one-to-five
year notes anéd bonds carrying one to two per cent interesi, have besa
next in importence Lo public loans. Table I shows, that these special
iseues have dwindled in slze as the war has progressed, partly dbecause
of the introduction of deposit certificates! These are six months®
securities issued only to benks, bearing 3/% of ome per cent interest.
The Table revesls that these have produced nearly as large & volume of

funds as all other special ilssues to banks combined,



ke

The Tirst war bank lcanr of a shori-term charascter was ar-
ranged in Hovember, 1939, on the sscuriity of iwo-year notes, at a
rate of twe per cemb. OF this amownt ninety-two million were used Lo
repatrinte Canadian securities hsld in Iondon. The loan from the
banks was facilitated by av appropriate monebary policy. Botween
August and November the Bank of Canads assets increased by mpproxi-
mately one hundred and seven million as a result of the purchase of
pecurities and the increage in the valuwe of its gold and foreign sx-
change. This provided cash to meet the enlarged public demand for
notes 1in circulation snd tc increase the cash reserves of the chartered
banks. With this increase in cash reserves the chartersd banks were able
to expand their loans and te purchase the two hundred millioms® worth
of securitiés from the Domimion govermmen®. This shori-term finsncing
followed the programme outlined im the Budget Speech at the Emergency
Session of Parlisment in 1939, Vviz., that in the initlal stage, Pinan-
cing by the Dominion govermment should take a form which would not in
any vay hémper the process of adjustment necessitated by war., Only
after ‘tha initial period of expansion was well under way did the govern-
ment offer a loan for general public subscripition in order theit in-
creased savings could be put to use.

On Juiy 29, 19h2, tﬁe Treasury began o borrow money ageinst
paper securities called Deposit Certificates, at a rate of 3/l of one
;éer cent per annum. Thess operations conbtinued on a weekly basis in
varying amounts until the proceeds of the Third Vietory Losn began to
come in in Octobsr and November of that year. AL that time some six

hundred and forty-five million of Deposit Certificates were ounbtstanding
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bm; the govermment svbsequently by arrangement took up two hundrsd

and five million from the banks in November, leaving the amount oub-
standing at four hundred and forty million. During 1943 the amount
outgtanding rose by another two hundred and ssventy-five million. This
new and significant departure in Qanadian war finemce polilcy raised
guspicion and doubt ss to the effect of this expansicn of bank credit.
Alerming voices were heard poinbing out the inflabionary damper of

this policy. While it was admitied that a loan of this naibpre could

be inflztionery, it was pointed out that the situstion under existing
conditione was not alarming. It 18 true tkét banks can, thnaore“bicaﬁlly »
expend their credit subebantially with the backing of bondes teken from
the government and use the Incressed issuve as the foundation for en~-
larged commercial losns and deposits. It muet be remembered also that
the possibilities of such an operation are iimited under war condiiticns.
Only firms engaged in war profuction are 1ikely to reguire substantial
loans and oredit te farmers is limited both as to size zmd duration.

As 8 maiter of Tact, commercial loaps increased only twenty milliom in
the first four years of war, anﬂ.lat:“cua}.];r dropped one hundrsd and sixty-
six million in the last two years.

Dets presented in Table IV revesl that up to Rugust 31, 191t3,
the chsatered banks sbsorbed only nineteen per ceal of the ioctal in~-
creasse in the domesitic loan flotation. When the securities received by
the Bank of Canads in ratum for its gold and foreign exchenge are eX-
clunded, the Cansdian bemk holdings as a whole accounted for approxi~
mately thirty per cent of the rise in debt; when these are included

the figure is thirty-five per cent. Table II compares the growih of



the Canadisn govezmmt debt and holdings of the banking system on a
percentage basisn as well.

- The wartime policy of the Bank of {anads since 1939 has been
to provide the chartered banks with sufficient reserves to meet credit
regquirements and drains on cash, end to fascilitete sufficient pur-
chages of government securiiles to mainiain a steble and orderly merkek,
Cpen market opersiions have been the mein source of ﬁ%ase Ieserves.
Thelr purpose has beéen to provide funds for geasonal movements in the
note issue, to maintain the cash reserve position of the banks at the
ugual ravio to their deposlt 1llabilities of 10 %o 1, and to facilitate
rapid expansion of credit has been eayeéial}.y needed before the 'issue
of War [cans or whenever the bond market tended to be weak on account
of disturbing evenbs abroad. Open markel operations were aleo intensi-~
fied on specisal occasions, such 88 &t the time of the withdrawal of
Americas currency from circulation in this counbry, and immediately
preceding every major purchase of Dominion securities on"i‘&ya part of
the commercial banks.

On the whole there has been an expansion of open markel oper-
ations every year since the war bsgan, as nabional income and prosperity
increascd. The total holdings of securities by the Bank of Canals in-
creaged by some nine hundred and eighty million bail;ween Avgest 31, 1939,
and Augast 31, 1943, which corresponds to 16% of the increase im

government debt for the ssme period, as shown in Table IX. Most of

48

this incresse wae In the cabegory of securities meturing within two yesrs.

The following is & comparabtive gtatement Ashcming the volume of invest-

ments held by the Baok of Cansda as abt December 31, 1939 and December 31

1983, respectively:

2



TABLE IV
INCREASE IN CANADIAN GOVERNWMENT DEBT AND BANE HOLDINGS
OF GOVERRMERT SECURITIES, WAR YEARS 1940-k3

{Poliar Figures in Miliioms)

Zvelve Monthe Ending August 31,

Item . igho - . 1ghs - 1gke 1943  fotal
Increase In: |

Can, Government Debt..... 677 1,296 1,378 2,818 6,209
Chartered Bank Holdimgs.. =~ 118 146 148 b1 1,283
Benk of Cansda Holdings.. 388 110 209 e70 - 977

Total Holdings of Baoking . _
Sysmtoanpsnioan-ag‘np' 5% 256 657 Tk‘l 2,160

Percent of Increase in
Government Bebt Repre-~

sented by:
Chartered Benk Holdings.. 184 11% 33% 7% 19%
Bank of Canade Holdings.. 57% 9% 15% 9% - 169

Total Boldings of Banking ‘
Sya'bﬂm-.o-..pu-i- sasLbe 75% 20% 26% 35%

Source: Bank of Canada, Statistical Summsry, August - September, 19H3.
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1939 1943
Invesimenis - at values not
exceeding markebs:
| Dominion and Provincial
Government Short Term ,
Becurities.csesesacass $ 161,896,819.41 ¢ 787,578,136,19
Other Dominion and
Provincial Government
SecuritieB.ececsssssese kg 875,738.20 472,797,116 .42

$ 231,772,557.62 $ 1,260,375,252.61

Source: 3Bank o} Canads, Annual Reports to Minister of Finance and

Statements of Accounts, February 10, 1040, snd February 10,

1954, _

The only special issues bought by the Bank of Capada were those
in connection with fimencing the Foreign Exchange Qontrol Bosrd and the
refunding operations. During the [irsi year of war, under an agree~
ment made under the Forelgn Exchange Acquisition Order of April 30,
1940, the Bank sold to the Board 28 millions' worth of foreign exchange
and 226 millions® worth of gold. Also to provide the Board with funds
to buy gold and exchange, the Bank bought 325 millions' worth of Domin-
ion one per cemi cme-year notes and Preasury Bills. Again in 1942 the
Bank acquired 193 million in two 2% yesar notes %o finance government
purchases of sterling exchange from the Foreign Exchange Control Beard.

On the other hamd, no great use has been made of the re-discount
rate to influence bank reserves. The Bank rate remasined unchanged ab |
2% per cent untll February 8, 1944, when it was decided to reduce it to

1% per eent. It was felt gt thet iime thet the rate had béea somevhet
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out of line with the c¢urrent market which had in the meantime shown

a considerable reduction in interest rates on short-term securities.
T.hié action wes not a matler of great imporiance, however, since the
chartered banka do not borrow significant amounts from the Bank of
Canzda. The msin purpose of lowering the rate was to signify the
Bank's intention to comtinue its policy of providing 'easy money' ab
the current level of inberest rates during as well as after the war
and thaet no rise in the interest rates shc;ul& be expected. Such a
policy, the gcvazmnt felt, should not only encourage business to
formulate plans for the post-war pericd of expansion bubt slso ease the

tesk of govermment finapcing in the future.

k. Currency Expansion.
Cansde’s note circulation increased from December, 1939, to

December, 1943, by almost six hundred million dollars. In 1939 the
Bank of Canada issue of notes amounted te 233 million; four years later
the note issue was 87k million. During the same period, however, the
amount of outstanding notes of the chartered benks dwindlied by some
fifty miilion to conform to the Bank of Canada Act of 1934, thereby

of Psetting %0 that extent the increase in the volume of Bank of Canada
notes. The emount of Bank of Canads and chartered bank motes in public

hends st the end of each of the lagt five yesrs was as follows: {1)

{1} Bank of Canads, Amnual Report to Minister of Finance, February 10,
1okk,
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{Miliions of Dollsrs)

December 3ist 1939 1940 1941  1ghk2  19h3

Pank of Canada Hotes,.... 162.2 261.6 379.6 572.5 T51.5
Chartered Bank Notes.... 84,6 T9.8 70.6 60.3 hp 2

246,86 3k1.k k502 632.8  793.7

In 1940 the mote circunlstion showed a continucus rige
throughout the year. The largest part of the increase was due, no
doubt, to the genersl expansion of business ectivity and rising pay-
rolls. Some of the increase a;ao served o replace United Stabes
cwrrency. A marked expansion in mote cireulation was cobserved during
the months of May, June and July of that year as a reaction to the
bad wer nevs.

At the end of 1941 the gemeral public held 379.6 million
of the total amount of motes of the Bank of Camada, more than double
the amount held in 1939. The contimuous inozfeasé in publicly heid
note circulation during the first ftwo years is 4o be explained as a
deliberate policy on the part of the government to mobilize the ne-
cespary resources of war in as shori @ time as possible. Monsitary ex-
pansion during the succeeding two years was chiefly due to the increase
in incomes in wex industrdes, higher farm prices and incressed numbers
in the zrmed forces. But the increase was somevhat less than that of
the previous twe years. &g we gpproached the level of toital empioyment
both the shsolute and percentage lncrease in pote lssue tended to siow

down.
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This expansion of cwrrency should cause no alavm, In the
words of the Govermor of the Bank of Canada, Mr. Towers, from a
monetary point of view, the volume of notes in active circmlation
is a matter of gsecondary importance in a couniry like Cansda. The
major pcrﬁon of peyments by means of chegnes drewn on banks so that
the amount of notes in active circulation is determined by the needs

of the people, rather than by the bank authorities.

5. Public Debt.

Ganade will enter the posi-war worid with a nationsl debt
much greater ever hefore, Our net debt when the wer started
amounted to sbout three billion; in Merch, 1944, the net debt was
estimated at 8,850 million., Will the post-war dsbt be bearable? To
answer this guestion we have to consider the factors that determine
the magnitude of thie burden. The :Eirs—t;, of course, is the size of
the déebt. The second is the rate of interest and the third is the
level of prices, employment and national income after the war.

The increase in our national debt as a result of war should
be viewed in persi;eeti‘ve. Today, some ninety-seven per cent of %his
debt is held in Cansda by Cmnadisns, In the last anmlysis this repre-
gente a large ster of incomes through the hands of the gavazment
from ome group of citizens to another and it is probeble that s large
nunber of those who will receive interest on their bonds will pay &
large part of it themselves in the form of taxes. 7The glze of the
purden, so far as it is heid in Capada, is of secondary lamportance to

the wealth of the country. HMoreover, the amounit of the domestic burden



mey glve us an exaggerated impression of the extent to which the debt
has increased. It should be remembered that a country at the end of
the war is poorer, mot by the size of its public debt, but by the
amount of physical goods that have been used up or destroyed amd by
the amount of expansion in capital equipment which has been foregome
as & result of the war. While the national debt has increased, our
national income has almost doubled since the start of the war and our
ability to carry the heavy burden through taxation has incljease& aven

more 80 because surplus income over and above our basic reguirements

has increaged proportionately more than total income. Im relation to

tazsble capscity therefor, the debt charges have decliimed substan-
tially during the war period.

¥While the nmtional debt has incressed substantially, the
aversge ra.te of interest has declined from 3.52 to 2.57 per cént
the annual interest charges have risen oniy two and a gquarter .“bims‘s..
If the revenue received by the govermment is tskern into account them
the net Interest charges have increased only by & much smellier amount.
Suppose the natlonal burden rises by the end of the war %o, say, ten
billion. If we estimate the interest, plus sinking fund, at not more
then 6%, we have an spnusl charge of 600 millicm dollars, of which
about 160 million was & pre-war charge. ¥This amount plus ike normal
costs of Federal Govermmenit would reguire an annual budget of only
about ome billion, which is less then one half of the present tax
collections., This amount may be compared with that of the yeer 1939
when the cost of the Federsl Govermmend, imcinding imterest on debi,

amounited to some five hundred miliion -~ an amount that was easily

5k



collsclted by s moderate gysbem of 'haxa.*bioﬁ.

How heavy ths real burden will be depends on the size of the
pational income end on the post-war level of prices. Our Whemégl
calculation suggests that the purden will not be unduly heavy pmvi‘\
the present rate of imdustrial scticity is not materislly diminished :
after the war. Bub are we Jjustified in assuming a contimusnce of
today's prosperity after peace has been declared? ' \:'1'.‘{

Canade today is much better prepared to combat post-war dif-

v

25

ficulties then it was twenty-five years sgo. A sharp rise of yriééai%;

has been checked by an 6ver-a.ll price celling and the danger of & severs
decline after the war should therefore be prevented. As far as our
second hypothesle, the mainienance of present national income ‘ia con-
cerned, we must be less opltimistic. Even under the most favourable of
circumstances following the war, we have 0 expect soms reduction in
the output of goods and services. To vhat extent this reduction of in-
come will take place will depend on our ability to find employment for
the men apd women of the ermed forces and the munition indusiries im

& peace-time economy.
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FOREIGN EXCHANGE POLICY

1. Ganada's Forelgn Rxohange Market.

Up to Beptember 15, 1939, no ef:fioiél restructions had ever heen
placed on forelign exchange transactions in Canada, ?riér to that time
all ratéa of exchange depended upon (aneda's m*_esma.tianal position vig-a~
vie the -res% of fshe world, particularly the British Commonwealth of Nations
and the United States. Free exchange marké-ts were the characteristlc
channel of internationsl settlements,

In the years preceding the outbresk of war the Canadlen economy
hed an average of two hundred million dollars & year at 1ts disposal over
end above its current requivements. (1) The surplus was in large part due
't,s our trade with the ﬁnit&d Kingdon and other members of the British
Empire who bought from us a great many commodities which were produced or
manufactured in this country in excess of our actusl reqﬁiram&nts. Qur
commercial and financial transactions with the United Btates, on the other

hand, resulted in a defleilt. The result wes that importes from the Unlted

—— Btetes exceeded our exports, Whereas exports to Great Britain exceeded im-

ports. Our task, thevefore, was to secure United States dollars to pey

for the goods and services importsd from the Btates. This was comparatively
easy because the surplus sterling balence, which we obtained &s & result

of our transactions with the British Empire, was freely convertible into

U, 8, dollars, Moreover, it waes not necessarily importent, in the long
run, whether there was & debit or oredil balance of exchange with any

particular country since forelgn funds could be traded on the market., This

_ g43/kk, Plumptre: Mobillizing Caneda's
Resources For War.
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triangular settlement served Canada's ever-growing export trade guilte
well @d left the Dominion every year pienty of foreign exchenge for her
normal neede. These included, among other items, capital export for
investments in fomign gecurities and the retirement of fereign debt.
Countries other than the United Kingdom and the Unrl'béd States hed sur-
‘plus credit balances arising mainly from a surplus of exports amd to a
iarge investment income.

Canada'’s intermediate position between the United Kingdom and
the United States was maturally reflected in the Camadlian dollar on the
foreign exchange markets. IU usually followed en inbermediste course
whenever the exchange rate betveexi the pound sterliing and the U. 8.
dollar fluctusted. This was necessarily so because both surrencles
constituted & pool of foreign exchénge out of which our exbernal obii-
gations could be met, Surplus supplies of sterling were used by Canada
to meet her deficienmcy of W. S, funds and vice versa., The dn%wirminata
of the rate wes the impact of the total demand for i% upon the total
supply.

The war, however, interrupted the system of multilateral
setitiements. While there was & substantial increase in cur favourable
balance of trade with the ‘Efni'ﬁea. Kingdom, & very large proportion of the
surpius sterling exchange which we obtain c¢ould no longer be converted
into United States dollars. American doliars suddenly became & bard
currency and the size of our irade with individual countries particulerly
the United States and Great Britain, became of paremount importance.

Let us now briefly examine the most important factors in the

balance of Canada's international payments., Table V¥ shows that the com-
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modity trade has for some years been the major source of foreign ex-
change and one of the largest providers of a surpius to cover shortages
elsevhere and permit some repayment of foreign debt, The grestest pert
of our merchandise trade has been with the Upited Kingdom and the United
States, the former being our chief customer for exporis, and the latter
our most importent source of imporits., In the five year period pricr %o
the outbreak of war, three guarters of the fotal export-import trans-
actions were with these two counidriss. The volume was much increased

28 & result of the war. Our exports to the United Kingdom were greatly
augmented by shipments of munitions, supplies, raw materials and food
while ouwr imports from the United States, too, were tremendously ex-
panded to enable us to produce and zssenble *hhe mechenized equipment
needed by our own and the Bri‘ﬁish' forces. Capital equipment, among other
imported items, wes importent especially in the earlier years of the war.
Commodity trads with other countries, which had been rmdwing a gub-
stantial surplus, declined due to disruption of trade routes, trans-
portation and markets.

The surplus from ouwr commodity trade declined somewhat during
the sarlier perlod of the war., Iater, however, our net balances begsn to
rise sharply thanks to our increased shipments of essentisl producis
avergeas to Great Britain and our Allies within the sterling area. The
Engliskh pound sterling, in the meantime, ceased to be freely inter
changeeble with the American dollar. The result was that Cansda suddenly
found hersgelf in a positicn where she was scecumulebting enlerging sur-
pluses of sterling and at the same time experiencing a growing shoriage

of U, 8. dollars.
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The second item in Pable V is non-monetary gold., Exports of
goléd, that is, the sales of the Canadian production of the metal, since
1932 heve been confined alimost solely to non-monetary gold, Cold ex-
ports lncreased considerably after 1932 as a result of the increase in
the world price of the metal and the increase in Canadian production
following this rise in price., The recent premium on U, 8. funds also
sdded to the value of the exported meiml.

The receipis from the tourist trade represented in peacetime
an sppreciable factor in Canada’s internetiopal balance of paymentis.

The volume was reascnably well meintained even during the early years

of depression and although it decreased steeply after 1933 it revived
sgein unbtil in 1939 it amounted to approximstely one hundred and fifty
"million dollers. It mey be of interest to mention thabt one can obaerve

2 cloee relationship between the expenditures in Canada by American
travellers and the nationsl income and the sitate of employment in the
United States, Ag domestic conditions in thet country improved, Canadian
tourist trade lmproved too., After the owutbreak of hostilities, owing to
the war stimmlus to indueirial production in the United Sitates and the
closing of Eurcpe to tourists, our credits from the tourlst trade were
again somevhet increased. The premium on U, 5. funds, no doubt, also
increased the number of visitors from the United States. Our own towrist
expenditurse abroad were also much hesvier than would normally be ex~
pected. They did not show the tendency to fluctuete as markedly with
changes in national income as our credit tourist balances and in the 'im-

mediate pre-war pericd amounted to some eighty-five million & year.



TABLE V
BATANCE OF INTERNATIONAL PAYMENTS BETWEEN CANADA AND ALL COUNTRIES

1937-1942
(Millions of Cen. Dollars)

Item , | 1931 1938 1939 1940 1M1 1942
A. CREDITS: | :
Merchendise exports ~ after aAJUSLNENt...sosssersessessees 1,041 8l 906 1,202 : 1,732 2,523
Net oxports of non-monetary @01d...eeescoecescssasssosssse "145 161 18k ' 203 20k 18k
Tourist Expenditures.'.....’.QQ..QQ.."..ﬂ....@.....‘”’... 166 lhg lug 10u lll 81
Intereat end Dividends............u..ug..ou._......u... 76 66 7 22 60 ) 67
Freight and Shippil’lg...............n..-.-u‘nn.-e.u--n 112 L 95 102 138 ) 185 . 221
All other Gmenﬁ Gredita...“..ﬂ’..."‘.Q'QQ‘.‘...‘Q"... 53 % 59 : 77 166 308
TOTAL CURRENT CREDITS. e e0vseressansnsosscnsssansonsnsnns 1,593 1,361 CLbsT 1,776 2,458 3,38k
S,pecj.ﬂl Gold Transactions (,3-)&09!;00!!li!o!pg:gc!!@é.ssseQe " “' o 2 | 2&8 : - 83
ca‘pital Gredi‘ts..."._."C.........‘.Q...’...'........‘Q... 622 . h‘58 i _558 283 : 566 _ l 235
B. DEBITS: , ' ‘
Merchendise imports - after adJusbmonb....eseconcsccsssnss 776 6ko 713 . 1,006 : 1,264 1,406
Tgurist E@enﬁiturea...ﬂ..ﬂ.".......'.".'e'..".‘.‘.o,.. 87' . 86 81 u‘3 i 21 26
Intereﬂt ana‘ Bividendsﬁﬂ..C‘C‘Qq'..QQ..".....Q‘QQ.'QQ..Q"' 302 ' 307 306 313 ' 286 270
Freigh.'b ana- Shipping.i.-oo---.o-oo-oo..--o--o--ooo-oooo.a- 137 1-05 . 119 ) 132 ‘ 167 228
All Oth@r Current Dsbit,sp..tclI.D!d.l.eﬁo!lo.Q.DQQ!O.QO!" 111 . llh’ 112 133 : 2(:'.9 Bhﬁ
TOTAL CURRENT DEBITS.cusececesssnsacsesccssosssasncanssons 1,413 1,261 1,331 1,697 o L%6r 2,273
Special Gold Transactions (1) sssececessscssossoncsveccscss - - 2 2u8 ‘ - 23
G&Pit&l ‘Bebi'bscoQo-anOQooo--odocoaowoocq.unctoo-a@aho-losn 79“‘ 570 69”’ - ll'Yl ) 1!063 l)ahl
Billion Dollar gQﬂtributiQﬁaaieasaaaiaaaiaiiiaﬁaaéajsaiiié - = ) = ) - 5 V - lloog
C. NET BALANCES: | ;
Merchandige trade - after a&Justment.............,........ 265 199 193 196 | 468 1,117
Net exports of non-monetary gol...eescoecsasssssccssnssse 145 161 184 203 t 20k "184
Towist Ex_penaituresﬂl...g‘..g..ﬁﬂ-‘.‘.'.‘....’........Q.‘ 79 63 68 - 61 A 90 55
Intereat and D:!.Videmla......u.....u.......“.......’e.... '226 -Ql(.l "'21"9 » '261 -2R6 -'203
Frsigh.b &nﬂ. Shippingegsagaeaooeaoegeaeaebeaaaeoeoaena:eeao "'25 “‘10 "17 6 4' 18 -7
All Other. Current Tr&nsaOtionSQo-.ongno-giiqno.-oalvooolio "58 ’ "68 -53 -56 : ﬂ63 -37
TOTAL CURMT Aecam.aotoovooc-cnn-opo.onosos:oooeooooeo 180 100 126 1’4‘9 1“91 1,109
@eci&l Gold Transaotions (l):eeaaanaeeeecaqaeeoooooooale- - - - = . - pi
Ca.pi'ba.l Aceaun‘bs..........-.....u.n............u....... 7 “172 -112 "‘136 "‘188 : -l“97 *106
Billion Dollar Con'bribu'ﬁion........---.--.a.o.-........... - . - ot - ' - . ”10000
B&lancing Item(2)...,....'...."5.....R..ﬁ......'.ﬁ....'. ‘8 - 12 - . lo - 39 i " - 6 ‘3

(1) This represents gold received from the United Kingdom in part selilement of her deflclency with Ceneda, and used in turm to settle part of Cenade's de-
ficlency with the Unlted States,

(2) Thie balenoing item reflects possible errors end the omission of certain factors that cannot be measured statisbtlcelly.

Bource: The Canads Year Book 1943-Uli, Page 498,



Payments for interest and dividends were second oniy in impor-

tance among the current debit payments. They reflected the debtor-creditor

relationship of Canada with the rest of the world. In 1937 the amount
of British and foreign capital invested in Cansda was estimated atb
$ 6,765 million, and the Cansdian capltal invested abroad at $ 1,758
million. (1} The corresponding movements of funds ré;gresenting the earn-
ings on these investments for the year 1937 were $ 302 million end $ 76
million respectively as compared with $ 270 million and $ 67 million re-
spectively for the year 1942. It is interesting to notice that the net
debit balance of interest and dividend payments for the year 1937,-$ 226
million, is not much lowér than the most importent net credit item, mer-
chandise t.racie , by $ 265 million for the seme year. The gradual decline
in interest and dividend payments abroad cam dbe accounted for largely by
{(a) a tendency of ﬁanadian borrowers to confine themseives to the domestic
market rather than foreign, {b) the elimination of interest payments om
British-owned Canadian bonds repatriasted from Great Britain and refunded
gince the start of the war, and (¢} the increased receipts from Canadian
investments abroad, pé.rticularl;r direct investments in the United States.
These helped to reduce our net paymenbs to that country and gensrally
improve our filnancial position. Paymenbts to other countries have heen
| comparatively negligible.

Freight and shipping charges constitube credit balances in so
far ag they represent the earnings of Canadian carriers in transporbting

exports to the United States boundary, to ocean poris, or carrying goods

{1) Dominion Bureau of Statistics.

61



62

gbroad in Ga&mﬁiw vepmels. To these are also added various expenditures
in Canada on scoount of British and foreign veseels amd freight &mgeﬂ
earned by Censdisn reilways on the transit traffic. Interneiional pay-
ments arising from freight services, on the other hand, represent the
cost of carrying imports from the point of origin to Canada on non- |
Csnadian vessels or United States railways. Both receipts and payments
have varied in the past with the volume apd distribution of imporis ama
exports and chenging frelght rates, but on the average debite have usually
excesded the total of credits by a2 smell Wg:!.n.

Other current debits and oredits ineliwnde small invieible items
such ag immigrente' remittences, government expenditures snd receipts,
charitable contributions, ete. Although not very large individually,
their aggregate is gubstantial; debits uswally exceed credits. In recent
years various wartime factors, including expenditures by the United States
Government on developments in Canmdu, have been added to the list.

Capital transfers into and ouwt of the Canadian economy play &
&ominaﬁt role in the foreign exchange fluctuations. As & matter of fact,
they may be sald to have been the most important factor heﬁin& the de-
cision to set wp foreign exchaenge control in Canads. On the credit aidue,
the simplest form of reising capital outside Canada is by borrowing from
more economically mature countries where lower rates of interest nom&ly
prevail., Before 191k our principsl creditor ims Great Britain vhere
government, railway and other corporation sscurities were scld on the
London Exchange. After 191k the United States became the principal ex~
ternal source of loene to Canada, New government and private corporation
igsues were unusually hesvy in the American market during the later 1920°'s;

in sddition, American capitel flowed into Canadsa through the purchass of
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gecurities and by direct investment through “bramh plants and subsidiery
companies. ¥he aversge amnual borrowings from the United States Fluctu-
ated around § 200 - $ 220 Million per year during this time, reaching =
peak of almost $ 400 million in 1930; the British capital averaged only
some $ 20 - § 30 million for the sanme period, During the 1930's the
volume of mew Canadian securities sold ebroad diminished considerably due
to the fact thet most of the foreign new issues were connecited with re-
finsncing rather than the import of new capital, At the same time our
external indebtedness was beling reduced through our credlt surpluses
established in our credit account transactions., In other words, the re-
tirement of Canasdian securitles held gbroad e:n;;ee&e& new borrowing. Des-
pite this fact, however, the non-resident interest in Canada at the close
of the last decade amounted roughly to almost seven billlon dollars; of
this amount the United States held some four billion dollsrs. These in-
cluded direct investments, government securities, and railway, public
wbllity and corporate bonds and stock.,

Other transactions involving intermsitional capitel movements
took the form of trading in listed securities on the sYock and bomd
‘merkets in Lomdon, New York and Canada. Sales of securities to other
countries have been smell bui steadlily increasing. The movement in both
directions has been rather irregular, being dstermined by variaus factors,
including the prospeéts for the securities concerned, exchange rates, etc.
Seles on this account have, as & rule, exceeded purchsases.,

Another prominent source of capital transactions has been the

movement of industrial e.apital,. mainly British and Americen, into Canada

for the purpcse of esiablishing industrial and commercial emiterprimes



controlied by the parent firm sbroad, Until about 1930 tﬁe movement of
capital, which resulted from a variety of motives, had been an inward
one; since then there has been a constant tendency on the part of the
external owners to discontinue further investments and ut:ilize the ac-
cumnlated profita, Caplital credits and debits also originate in cmi?«:
nsction with insurence and real estate transactions, and in cemectiu%
with changes in the foreigh assels and liabilities of Canadian indi-
viduels, Tirms, public ingtitutions end banks, inciuding the Bank of
Cansada,

The special gold transactions, appeearing on the debit as mf\ll

e

=

as the credit side, représen’a the ssle in the United States of galdﬁ pm‘« 5
chased from the United Kingdom. The $ 1,000 million gift to the govern-
ment of the United Kingdom in 1942, which shall be dealt with in more
detail later on in this chapter, is ghown separafely. It represents
current and caplital expenditures incurred in Cansda by the United
Xingdom for purchases of munition, rew materials, food, and other ex-
penditures necessary for the prosecution of war.
2. Constitution, Resources and Purpose of the Foreign Exchaenge Sonirol
Board.
{a) Comstitution of the FECB.

The FECB wes established and given the necessary powers,
subject to the direction of the Minister of Fimnance, within s week of our
declaration of wer, Plane for the establishment and operation of comtrol
hed been under comsideration many months before, in case it should be
needed, and, when the Government decided that such control was essential,

the Board gwung into action very quickly and without any edvance potice.



65

The Board was established by an Order-in-Council P,C.2716 on September
15, 1939, wnder the Foreign Exchange Control Order, and consisted of six
members. It was later extended to seven by an amendment of July 17,
1943, and at present consiste of the following members: {1) G. F, Towers,
Governor of the Bank of Canada, W, C. Clark, Deputy Minister of Pinance,
H. D: Scully; Consul General for @ané.éla, New York, Oliver Master, Acting
Deputy Minister of Trade and Commerce, N. B. Robertson, Under Secretary
of State for External Affairs, Henri Fortier, Chief Inspector, Post
Office Department, and David Sim, Deputy Minister of Nationel Revenue,
Customs and Excise.

While legally a distinct and separate body, the Board is in
close working relationship with the Bank of Cansda whose Governor is its
Chairman, The Bank is the Board's ﬁecﬁnieal advisor and most of its
personnel has been borrowed from the Bank of Canada. The Bank at the
same time acts as an Authorized Agent or Bamker for the Board; to deal
in foreign exchange and otherwise asaist or act on behalf of the Board.
The Order also appoints all brapches in Canada of Cansdian chartered
benks as Authorized Dealers and Agents of the Board %o buy and sell
foreign axmhaméa for the Board's account and also sppoints postmagters
as agents of the Board with e limited authority to sell foreign exchange
and to issue export and import llcenses. The Aunthorized Dealers ave
given 1/8 of one per cent on both purchases and sales of forelgn ex-
chenge. Since there ig a discount 6:? roughly one per cent between the
buying and selling rates, the remeining 3/ of one per cent on all trams-
actions probably yield the Board a substantial income over its SXPONBOB.

The sudden transition from a free exchange system to a far

(1) Foreign Exchange Control Order No., 3 (2), FECB, Otiawa, November 1,
194k, Page 6, ,
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reaching form of control was expected to produce widespread inconveni-
ence and disruption. BPBut the traensition proved to be comparatively
easy. This 1s the more remarkable when one conglders that Canada is

8 very difficult coundry in which to operate successfully a control

of foreign exchange. In the first place, international transactions
play an extremely important part in our economic 1life, probably more
importent than in any other industrialized country of the world., In the
second place, ocur indusirial relationship with the United States for the
past fifteen yoars has been so close and our financial relatlonship so
intimate that an exchange control v?as feared to disrupt theme ties en~
tirely, And, finally, an exchange control in Canada is difficult for
the simple reasgon that it is something new for the average {aensdian
citizen who was always accustomed to a "free exchange” and hardly ever
thought in terms of a foreign currency. That the exchange control
system achieved a2 conglderable measure of sucCcess is dve primarily to
its careful prey#mtion and the willing co-operation of the Canadian
public,

Its operations, discussed in part three of this Chapter, are
regulatory rather then prohibitive, and the fact that it has been func-
tioning for more than five years without any major alterations being re-
quired indicates that the system has been well daaigneﬁ to suit our

wartime sconomy.

(b} Besources of the FECB.

The original Cenadian dollar resources of the Fund consisted
of the profi% created out of & revalwation of the gold stock of the Bank

of Ceneda in 1935. The price of gold wes raised from § 20,67 to $ 35.00



per ounce, The profit was credited originally to an Exchangs Fund ac-
count by virtue of Exchange Fund Act of 1935, Tlns Fund, however, was
alloved to lie inoperative, in fact, to all intents and purposes it
dlsappeared until it was re-establlished at the ocutbreak of war, It
amounted roughly to $ 75 million when it was placed at the disposal of
the FECB, In May, 1940, under the Exchange Acquisition Order, the
Exchange Fund was increased by spproximately $ 325 million out of the
proceeds of a sale by the Minister of Finance of $ 250 million of one-
year one per cent notes and $ 75 million in bills to the Bank of Ceneds,
In June, 1941, a cash advance of $ 325 million from the Minister of
Finance out of the proceeds of the Victory lLean agein increased the
‘doller resources of this Pund., Additional meeds for Cansdian dollars
have been met by temporary borrowings from the Bank of Canadas, or by
advances from the De@artmen‘b of Finance, In the fisecal year 19h2-k3 the
indebtedness’ of the FECB to ihe Dcminion reached $ 400 million., Further
advances, totalling $ ‘185 million, were made to the Board during 1943-h4
bringing its total indebtedness to $ 585 miliion. (1) This amount is
shown as an active assel on the bglance sheet of the Dominion,

With regard to the most important foreign assels acquired by
the Bosrd - gold and United States dollars - the information is ususlly
not made public., Under the Foreign Exchange Acqulisition Order of fpril
30, 1940, all residents of Canade were reguired to sell to the Board,
before the first of Jume, their holdings of foreiéza exchange, including
cash deposits., Certain exemp"zsiona in the cass of commercis] companles
6pemting authorized foreign currency accounis, and insursnce companies

opersting sbroed were granied, On the basis of indirect inmformation it

(1) 194 Budget, Pages 73 amd 81.
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hes been ssgtimated thet some $ 150 million were acquired from the public,
(1) In addition, the Board acquired about $ 250 milllom in gold apd
foreign exchange from the Bank of Canads st the current market price.
The reason for these transactions was the advieability of having all
1iquid forelign resources centralized with the agency charged with the
management of our foreign exchange itransactions. |

During 1940 about $ 248 million wers received in gold frém
Great Britain on current international account as a part setilement of
her dsbit balance with us; but, owing o our own debit balance with the
United States, the gold was in turn sent to that country, In 19k2
ancther 3 23 million wers aisposeﬁ of in the same manmer.

It has been emphasized before that Capada’s chartered banks
vere sppointed agents for the Board with the aunthority to buy and gell
forelgn exchange on its behelf, I% is :l.nteresﬁing to note the sffect of
the Board's cperations on the cash resources of the chariered banks snd
the role the Jentral Bank plays in keeping the latter at the deesired
level. All transactions between the Board, on one hand, and the banks,
on the other, are carried on through the Bank of Caneda, If the Board
is buying foreign exchange from the banks it requires cash to make its
purchages. It therefore sells tressury biﬁ.ﬁ:§ and other securities %o
the Bénk of Cenade thersby putting iteelf in Canadian funds, With this
money the Board acquires the foreign exchangé from the commercial banks.
The cagh transferred to the chartered banke' accounts will increase
their cash balances considerebly, especially if upusually large guantl-

ties of foreign exchange were transferred. It now becomes the task of

{1) Dominion Buresu of Statistics.
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the Bank of Canada are reversed - it buys securities to increase the

reduced voiume of the banks® cash bhalances,

(¢} Purpose of the Foreign Exchange Control.

We said in section one of this chapter that both cur imports
and exporis were expanded substaniially as a result of the wer, Prior
to 1939 we were gble o use sny w«ima from our trade with one couniry
to meet any deficits in our trade with snother. With the outbreak of
var, however, when Great Britais began to feel an acute shortage of
anadian dollers and had $o economize in her use of United States dol-
lars to pay cash for purchases of essentials ag she wae obliged 1o do
under the terme of the United States Neutralily Iew, we could not expect
her to sebtle all her trade balemce with us in gold or :.E’oreima exchange.,
She has therefore been paying for her purchases in Canade in pounds
sterling.

Since the start of the wer, despite & marked inerease in our
favoursble balance of trade with the United Kingdom, we have been unable
to copveri the accumulated steriing imte U, 8. funds in order to meet
our adverse balance of paymente with our neighbour. The United States
did not reguire sterliing owing %o the shrinksge of merchendise imports

'fram the United Kingdom. Furthermore, our exports io non-Empire
countries, other than the United Stetes, vhich before the war hed browght
in hendsome amounts of foreign exchange, soon dwindled into ineignifi-
cance which further sggravated the situstion.

On the import side our purchases in the United Blates also
expanded enormously. These were principally in the form of equipment for |

" our armed forges and of mechinery and materials essepilal for the



estafalishment and operabtion of our war industries, P@ments :f‘o;z;' these
goods could be made only with American curremcy. In addition, United
States dollars had 40 be found to enabie this country +io continue

buying commodities essential for carrying on the civilian life of

Canada and to continue mesting, as they fell due, our contractual
obligations payeble in U. S, currency. Since, as hasg just been expleined,
the sterling could not be ;:onvertgﬁ into dellars in the normal way, other
measures hecame NECessery.

Du.fing the first year of wai' England sold $ 250 milliion worth
oi gold to Canada, and inéreased. her comodity exports to this country
by $ 2% milliion; but since then, Camada has in effect paid for her owm
exports to Great Britain, except for another $ 23 miliiom of gold soiﬂ, o
Canada in 1942 and $ 150 million U. 8. transferrved by Britain sarly in
1543. The chief method of financing the steriing area's deficiency of
Canadian dallgrs has been the repatriation of English-heid Canadian
securitles from Britain with Canadien dollars. The rest of our sierling
balances have .bjeen accumwnlating in lLondon, ~Cenada has thue been making
avallable Canadian dollars 1o the’ U‘nite& Kingdom for the full amuxit of
her deficit with us. To assure Britain éf Canada's wholehearted as-
slstance the Minié‘car of Finance in .his 1941 Budget Speech declared
that ",..0anada would meet such proportion of that total deficit as
Britaln hergelf would not be abie 1o meeb by the transfer of gold or
United States dollars to Canada,” (1)

During the fiscal yeaf 19#1-#2 thé entire deficiency amounted
to epproximately $ 1,100 million and was financed by Caneda, OF this

total, about § 50 miliion were fipanced by a private repatriation of

(1) 19%1 Budget Speech, Page k.
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sécurities. Of the remaining § 1,050 mililon, which required governw~
ment financing, $ 365 million were Tinanced by repatriation of govern~
ment and govermuent guaranbsed securi‘tiés andé the remaining sum of

$ 685 million was deposited in Zomdon t0 our credit, This sum plus scme
$ 215 million, accumilabed prior to March 31, 16kl, was then coneoll-
dated into & nev interesi-free loan of $ 700 million worth of the
sterling balances; the rest was charged %o a newly created § 1,000
million gift suthorized by the Wer Appropriation (U, K. Financisl) Act
of Merch, 1942. This gift of ome billion doilers in war supplies to
gover the Cesnadian war sxpenditures and 1t can be found in Teble I
under capital debits, In February, 1943, thé Mutual Aid Program was
introduced, making another billion Gollars of war supplies available
under various terms to all the United Hetions with provisiopns for re~
clprocal asalstance wherever possgiblis,

But the fact still rewained thal the surpius siteriing, whether
uged up by repatriation or not, did not help we, as it would in normal
times, to pay for the heavy imporis from non-Empire countries, chiefly
the Unlied States of America, Some other source of U, 8, dollars had
to be found,

It was to mest this situation that Foreizn Exchenge Qontrol
wag established in Canzda, ‘&e may, therefore, say that the main object
of our exchange conirol was %0 balance, as far as possible, our impori
apnd export of United States dolilars in order W ensurs, on oneé hand,
that U. S. funds would be available as required to obtain vital war
materials and, on the other, that they should noi be dissipated on non-
essentisl purposes. What was feared, of course, was a large-gcale export

of capital in search of wha‘é wmight have been regarded sas gresater security



abroad, Non-resldenls might wish to liquidate thelir Canedian inveat-
ments and convert the procesds linto U. 8. Tunds. The policy which has
been followed by the Board haeg been to resirict such movements of
caplial out of Canada o a minimum while 2t the same itiwme to interfere
as 1ittle as possible with import end export trade and the flow of
normal business t;r':a.nsea,r:.‘c.icms:7 This danger of capital outflow wag feared
not oply in the case of residents but to an even greater extent in the
cage of non-residenta. The latber, if no control were exercised, might
at any time comvert thelr holdings of Canadian cash end securitiss into
U. 8. exchar;\ge apd export them. What eflect such transactions would
have on our inbternalional exchanges was sufficisntly welli demonstraied
on the Continent during the latter part of the last decads.

The prevenbtion of export of capital was necessary for gtill
another reason. GCaneda's Linencia. task had become sO vast that no
capital export could be permitied. Huge sums of money had to be spent
on war expenditures of all kinds and if, in addition to this, funds hed
to be raismed for the purchase oI assels from non—%esidents who wished
to export their capital in the form of foreign exchange 1t was clear
that the amouwnt which the Covernment of Canada could afford to spend in
war expendibure would have to be reduced accordingly. An outflow of
capital would algo have a depressing effect om our 4cllar and would
probably disorganize our domestic securities marXet.

Other purposes in sstablishing an exchange control can be
briefly listed as follows: fa) to prevent a dissipation of foreign
assebs held in Cansda so0 that it would be possibie to use them for the

benefit of the cowniry in case of an emergency, (b) to stabllize the
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rates of exchange between the Cenadian doller and other currencies,
meinly the U, 8, dollar snd thus o stabilize our trade relations with
the U. 8, A,, {c) to set up a Board that would function as an advisor
to the Govermment in financial matiers, in particular to facilitaie
implementing financial assistance vhich Canads was providing to the
United Kingdom and other Allied countries; (d) Finally, an exchange
control had to be imposed for the simple reasoﬁ that all other bel-
ligerents had done so; The existence of exchange control in sterling
countries made 1t ilmposeible to convert sterling fresly into American

dolilars, ending thereby the poessibility of a triangular setblement.

3. Regulations of the FECB.

{a) Foreien Exchange Acguisition Order,

As soon as control became effective, residents of Caneda who
were holding foreign meéuritiee and foreign bhank accounts in excess of
$ 1,000, had to declare them: The Board wes then in a position to drew
up & rough balance sheet ghowing, not only a total of the amount of
foreign exohahge held by Canadlans, but by whom it was held, Omn April
30, 1940, the Foreign Bxchange Acquisition Order was passed requiring
all regidents of Canada to sell to the Board their foreign exchange
holdings at the official buylng rabes, Affer the end of May no resident
was permitbed %o mointaln a balance in a bank sgcount oubtside Cenadas or
in & foreign currency account in Canads without the auwthority of the
Board. Certain exceptions were msde, chiefly for commercial purposes.
Banks, companies and individuals who conid prove 1ts pecessity were al-

lowed to coatinue to operate their foreign accounts, provided they meke

a periodical report to the Board. Foreign securities owned by Canadians
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hzve not been disturbed,

Furthermore, 211 foreign exchange coming into the possession,
ownerchip or control of residents of Cana&a muet be sold irmediately to
an Avthorized Dealsr or other Agent of the Bosrd. This regquirement was
to prevent dissipation of American dollars by reason of Canedisns
hoarding the money indefinitely in the hope that at some fubture date
they would be gble to =mell it at a more advantageous rate of exchange
or export 1t abroad. Similarly, all foreign exchange required by resi-
dents of Canada had to be purchased from an Authorized Desler or other

Agent of the Board,

(b) Export and Import of Commodities, Goods and Services.,

A1l exports from and imports into Cansda of commodities, goods,
and services might be made only under a special permit issued by the
Board. To ensure thalt our exporis de make‘awailable'tha proper kind and
amount of foreign exchange and that the Board sctually obteins this ex-
change, it is necessary for the Board to know what exports are heling made
and when snd by whom payment for such exports has been or wiil be re-
ceived. Oui exporte are our largest source of U, 3. dollsrs and it is 2
fundamental prianciple of exchange control that all exports from Cansds
ghould produce U, 8. dollars or foreign currencies which then may be
freely converted into U. 8. dollars. The Board has therefore adopted the
general policy that any exports from Canade must be pai& for in V. 8.
currency or in the currency of the importing counitry where sﬁch gurrency
is freely comvertlble. Upon payment to the exporter it must immediately
be accounted for and msde available to the FECB, Exports to countries in

the sterling area msy be setiled by paymenis either in Canadlan dollars

Th



or pound sterling bacguse o the operation of similay exchenge controls
in those countries., The Board is whersby assured that the Canadian
dollars whieh must be purchased in connedtion with such export sales
will be acquired only through autﬁorized channeis. We, therefore, ac-
cept paymanﬁs in steriing or in Canadian dollays for all our exports to
sterling-area counlries, even for those exports which have a high per-
centage of United States contient, |

An exporter who receives payment in sterling is not required
to sell it to the Board, unlese he wishes 0o do 0. He may &epasiﬁ the
sum in a sterling bank account either in Canada or in a counitry in the
gteriing area, or he may use it %0 pay any of his own axpenditures in
the 5terling‘araa, The Board has siso wade erranpgements whersby an ex-
porter vho within ninety days is 1o recelve steriing for goods exporihed
or to be exporied from Canads may,'if he so wishes, protect hiuself
against any Flucoustions in the Board retes belore payment is actually
recelved by entering into a forward conbract for delivery of a gpscified
amount of sleriing ﬁo the Authorized Dealer on the approximeie date of
receipk, Forward contracis are not available (o non-residents, as &
| general rule.

On the deblt side of our inﬁérnational accounte payments for
importe cause the principal drain upon our foreign exchangs resources.
The Board, before it provides foreign exchange at its official rate for
permitied imporis, must be assured thal the goods have acinally entered
or will enter Canada within a yeagonsble time. For this purpose every
importation from a nos-sterling country requires an import llecense issued

by the Jollector of Custome and Excise on behalf of the FECB, &t the
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time of sntry through customs, The precedure is gimilar to that fol-
lowed when goods are exported but the Board is this time even more
concerned with the kind of foreign exchange which is used to pay for
the imports. When goods are imported from a sterling-area country, no
licence is required. The only foreign currency which may be used o
pay for the goods is sterling; however, payments alternabively may ‘be
made in Canadian dollers as well. United States dollars are being
congerved to pay for goods originating elsewhers than in the sterling-
area or Newfoundland snd brought into Canada under an approved FECB
import Iicence.

Export and import licences are issued by the Collector of
Customs and Excise on behalfl of the Board. Coples of these certificates,
vwhich have been comsolidated with the export entry forms required by the
Customs Authorities, are sent to the Board where they are in due course
| matched againgt the forms covering the Board's purchases and sales of
exchange. By doing this the Board mekes sure that they are getting the
foreign exchange for the expoft of goods or getting the goods for which
exchange had been given up in ~impoms. In some ‘cases an approval of an
Authorized Dealer or of the Board itself is required befors the Cellsctor
can issue the licence. It should be noted at this point thet the ex-
port and import licences are mere declarstions that goods have been
legally exported or imported from or into Canada. They do not suthorize
any export oy lmport of goods which may be prohibited under any other
law, such a:s the War Bxchange Conservation Act of December, 1940, pro-
hibiting the import of certain articles from the United States except

“under a licence from the Minister of National Revenue. This Act,
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designed to congerve U. S. exchange, is more fully discussed in section
3 of the chapter on taxation.

Various special export-import permits are issued by the Board
under which the permit holders dc not have 1o account for sach individual
foreign exchange tramnsaction, They must, however, make periodic reports
supplying the information required by the Board. The Boasrd is at eny
tine at liverty io examine the company's books to satisfy itselfl that
all purchases and sales of exchange are supported with import and export
entries., The most significant in this group are the BD and BE permits.
Under the fam_;er, compenies whether or not incorporated, can apply for a
general import and export licence and for authority to maintain a foreign
currency ‘account, The proceeds from payments received for exports may |
be deposited into these accounts and they can be drawn on to pay for
imports and other paymemas of a commercial né,ture ; Tinancial and capital
payments may not pass through these accounts. Periodic monthly reports
must be mailed to the Bosrd reconciling sll inﬁividu&l trangactionsw
A BE permit is issued to a company whose export business is of such a
nature that it ie difficult to identify payments received for such ex-
ports with individual export licences. A BE permlt holder is i'aquirad
to obtain the ordinary export licence in the pame manner as other ex-
porters but he need not send it to the Board. Monthly reporis on a
form grescribed by the Board and furnishing the Boerd with the necessary
information have to be submitted. Unlike the former, a BE permit re-
quires from its holder to declare and offer for sale to the Board, as

goon as received, all U. S. dollars obtained in settlement for exporis.

(c) Sales of Securities.

International dealings in securitisg are also controlled by a



system of licencing. ‘Thé principle is that no exports of cepital Trom
Canada shall result from such transactions. Reeidents (1) can no longer
use forelgn exchange for the purpose of purchasing securities from non-
residente. In so far as they already own securities, residents msy
continue Yo hold them; if they dispose of them to non-residents, pay-
ment for their full value must be turned over to the Board or reinvested
at once in another readily marketable foreign securlity. {2) On the other
hand, non-residents are not permitted to reduce the total amount of
their investment in (anade by selling securitlies. They may, however,
sell and buy agein as long as they swiich from one Canadian security to
ancther of no shorter maturity. On such transasctions ten per cent can
be teken in cash, up t0 a maximum of $ 1,000 and disposed of freely.
Transactions in either Csnadian or foreign securities between residents
or bet‘ween non-residents are not gubject 4o exchange control since such
transactions do not affect either the total resident holdings of foreign
securities or the total mn-residant holdings of Canadian securities.
Licences for export are required from the Board, (3) (a) for
the export and sale of securities by residents or for sale and rein-
vestment of the proceeds, {b) for the export of securitios held in

Canada by non-resldente. ILicences for the import of securities are

(1) "Resident" means sny person whose residence is in Caneda {and for
most purposes Kewfoundiand) and it specifically does not include
persong who come t0 Canads as tourists or temporary visitors.

{2) In February, 1945, the Foreign Exchange Control Boerd issued amended
regulations regerding sales and exchenge of securities in the U, 8.
by Cenedian residents. Procegds of sales may now be held ‘tempor-
arily uninvested in the resident's account with & resident stock-

' broker, investment dealer, bamk or trust company. Such funds may be
later sold or reinvested according to regulations.

(3) Foreign Exchange Control Order, Pages 11-12.
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necessary (&) for the import of securities by residents or non-residents
in connacti‘on with transsctions in Canada which are permitted by the
Board, (b) for the import of foreign securities for safekeeping or other-
wise by residents or nom-regidenis. Licences are also granted if |
foreign exchange is 10 be provided to meet foreign debte at maturity or
to maintaln sinking fund payments, and all current payments to non-
residents from Cansdisn sources. Thus permits will be granted for the
purchese of U. 8, funds to pay interest or dividemnd o & non-resident

where such interest or dividend is expressly paysble in U. 3. funds.

(a) Travel.

Another feature of Canadien exchenge contrel has been a rigor-
ous limitation of uneasen’bia.l travel expenditures abroad. AL the oﬁt-—
break of war, supervision was established over the purchase of American
funds for travel to insure that travellers should not take out money
for export abroad. Later on, when the demand for U. S. funds was inten-~
sified as a result of increased purchases of war ma.'berials in the United
States, restriciions wére introduced to prevent use of American funds
for pleasure travel. Permits from the Board awe now required for travel
in éoun'bries other than those of the sterling area. These ars g‘anted
only if the traveller leaves Cansda for business or other specisl pur-
pose, Permits for pleasure travel are not granted. On the other hand,

American tourists visiting Canade are not subject to FECB regulations,

(e) Export of Capital.

The Board, as a rule, does not approve applications for export



of foreign exchange which reduces capitel (1) invested in Canads by non-
regidents. On the other hand, current earnings payable in foreign ex-
change are usually available to non-resident shareholders upon spplice~
tion. In addition %o & transfer of capital in exchange for a foreigxi
currency the following transactions are deemed to be an sxport of
capital, as stated by the Foreign Exchange Control Order: {2) (a) export
of property for which no payment has been received, (b) export of
property for payment of a price less than the fair value thersof, (c)
failure of an exporter to take reagonsble steps to collect & dsebt owing
by & non-resident, and (d) to import into Cemads any property which hes

been purchaged at & price greater than the fair vaelue thereof,

(f) Rate of Exchange.

The Board announced on Ssptember 15, 1939, that the. officiél
exchange at wfbiéh all forelgn exchange trangactions are to be made would
be: for the U, S. dollar 10% buying and 11% selling premium and for the
pound sterling $ 4.43 and $ k.b7, respectively. The rates are roughly
those preveiling izmadiat.ély prio;' to the introduction of exchange con-
trol, i.e. half-way between the twe major currencies. Thsy have been
pegged at that premium and maintained unchanged since September 15, 1939.

Although the Board deals directly only im U, 5. dollars end
pounds sterling, transactions in other foreign currencies, too, must be

made through the FECB. Mention is frequentliy made of the exchange rate

(1) "Capital" as defined by the Board includes: capital stock, surplus,
 reserves, the funded debt, mortgages, long-term loans and any bal-
ances of inter-company sccounts with any foreign, parent, subsidiary
or associated company.
(2) Foreign Exchange Control Order No. 28, Page 15.
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for the Canadian dollar in the New York market. The rate in this so-
callied *free' cf ‘open' market fiuctuates from day to day, subject to
supply and demend, frequently showing a greater discount then thet re-
presented by the 'official’ rate. It represents the price Whiéh one
resident of the United States is willing to pay to another resident for
our dollars. There is no direct relation between the *official’ and the
'open' market rate but it is obviously to Canada's advantage to prevaﬁt,
as far as possidble, the flow of our dollars into the 'open' market.
For such transactions are illegal and usually deprive us of the wse of

U. 8, dollars as a counter-value for the exporting caplial.

4, Hyde-Park Declarstion.

A magnificent conbtribution to the solutlion of Canade's Ainerican
dollar exchange problem wae made by the Hyde-Park Declaration of April
20, 1941, The dsclaration was made jointiy by the President of the
United States and the Prime Minister of Canada. Its impiications con-
cerning the solution of Canada's foreign exchange probleme are that (a)
the government of the United States will make available to Great Britain
under the Lease-Lend Act the componsnt parﬁs, including raw materials,
which Canada obiaing from the United States for mufactu&e into war
materials for Great Britain. This relieves Canade of the necessity of
finding American dollars for a substantial perceniage of her imports from
the United States. (b) the United States also undertakes to purchase in
this country various war materials and equipment which Canada can produce
and vhich are required in the Unlted States. These include: munitions s
strategic materials, cargo and war ships, emong other items. These were

originally expected to run to $ 200 or $ 300 million annuelly but the



actual figure seems 10 have been higher. The agreecment provides addi-~
tional supplies mfk American dollers at a time when the danger of s short-
age of U. S. exchange was becoming & bottle-neck in our war effort. The
treaty, aithbﬁgh not compietely effective, resulted in a great allevi-
ation of our exchangs problems and marked the beginning of an ".., in-
telligently planned integration of the industrial capacities of this

North American arsenal.” (1)

{1) 1941 Budget Speech, Page 6.
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L, A& Comparison of the Financial Systems of World Wars I and II,

The object of this chapler is to compare the Financial sysiems
of World Wer I and World Wer II., It is worth vhile for the purpose of
thig discussion to take a brief glance at the position of this country
at the outbreak of the two wars.

In 1914 Canada had Just completed an era of expamsion associ~-
ated with the opening up of the wesi. The carrying charges cn debts
incurred for large governmental undertakings were only begimning to
affect taxes. In our exitermal trade there was & tendency toward expansion
of sxports during the decade prior to the omntbresk of war bubt imports had
been sdvencing et & much more rapid rate, so that in 191k ve had an
adverse balance of sbout a hundred and sixty-three million dollers., Our
chief foreign market 'Ehén, 8y today, was the United Kingdom; about three
fifths of our lmporis originated im the United Sbates.

In 1914, Canazda wes a pation with one great dominatiag industry--
agriculture, She served as the "Granary of the Empire” and her pros-
perity depended in large messure on the success or failure of the
operations of & single industry and in particular on the success or
failure of a single crop, viz., wheat, By end large Cansdian menufactur-
ing industry consisted of small concerns., Meochanization was not as ex~
tensive as 1t is today and mass production was practically unknown.

There was & ceriein amount of unemployment but no official statistics
were avallable. Wholesale prices were rising slowly, averaging sbout
2% per annum, and in 191k averaged sbout 20% under those prevailing in
August, 1939. The value of our country's physical production in 1914

was about $ 1,650 million or $ 340 per head of a population less then



8,000 , 000 people. Business was not too prosperous due to & world-wide
finencial stringency which marked the pre-war years of 1912-1913, and
the industrial machinery was not rumning at its full capacity.

C/éolﬁ.‘coins cireulated freely but were llttle used, most
people preferring Deminion and chartered banks' notes, The total eir-
culating media in the hands of the public at the end of 1914 were some
$ 150 million. Thers was, of course, mo central bank. Cspital s 8t
this time, was rather scarce and this circumstence was reflécted in the
interest rate. Our greaitest supplier of capital was London although
an investment of American gepital in Canadian brench plants was beglp-
ning to {ake place on & considerable scale.

Practically no steps had been teken to meet the growing threab
of war. Cansds was thoroughly unpreparsd for pariicipabtion in a world
conflict; her armament programme, if it could be called so, reguired
about $ 10 milllom a year, When the First World War vas declared the
Government had no experience to gulde the mation. There was no one in
the country who had ever atbempied o tackle the nuwmerous war problems,
and the machinery of finance, which lay at the disposal of the Govern-
ment in 1939, simply did not exist in 191%.

Cansde was in 2 substantially different position im 1939.
During the twenby-five years that separate the two wars the Canadian
economic structure had been transformed from one based mainly on
sgriculture to one of greater diversification in which manufacturing
played a leading role. This change may be said to have definitely set
in during the period of the Great War, 191h-1918, How mmuch better the

Dominion was equipped to serve the Allies in 1939 than it wes in 1914

8k



is indicated by a comparison of our industrial position of 1939 with
that which existed thirty yesrs ago. In mining, for instance, we had
developed almost entirely new industries in gold and base metel mining,
toth of the wimost lmportance for a war economy. Our lumber oubput
had incressed and the industry had become an important fachor in our
export trade. In manufacturing we had esteblished z substantial
sutomoblle and shipbuilding industry which had been closely integrated
with American indusiry and especially dependent on it 'in periods of ex-
pension when & good deal of machinery and technical equipment and per-
| sonnel have been required. As in }.914, there was 2 consldersble amount
of slack in the Canadlan economy at the outbreak of the war, in the
Canadian economy at the outbreak of the war, in the form of umemployed
men and caplial. There were reported o be some 330,000 wage earners
unemployed, or sbout 12% of the whole. Kot all of these men, however,
posgessed the necessary skills %o meke them immediately svailable for
the armament programme,

In contrast with the position in 191k we were already dullding
up dangerous agriculbtural surpluses in 1939. It was clear that this
wer wag unlikely to make the demands on agriculiural rescurces that had
been made thirty years ago. Thus vheat was sown in 1914 to scme ten
million acres and & crop of & hundred and sixty milliien bushels was
harvested, 1In 1939 the area szown was the second iargesﬁ on record,
more than btwenbty-six million acres, the totael crop falling but litile
below the half billion mark, |

In our externzl itrade we were still well below prosperous

levels of the previous years, despite some recovery during the summer of



1939. Our favoursble balances were averaging some $ 200 million & yesr
vhich reflected en entirely different pomsition from that existing in
191% when guite heavy debit balances of payments were occasioned by
.substantial imports of capital, ©Our still relatively small population
of slightly more than eleven million had a pational income of sbout
four bililion, some thirteen hundred and sixty million over that of
191k, Expenditures by all governments, Dominion, Provincial and Muni-
cipal, ahsorbed about 30% of this total; the more severe the depression
the higher was the pementage of national income channelled into
government expenditures. ILess then one per cent of our national in-
come wes gpent on defence.

About one gquarter of the income was deprived Irom exporis,
chiefly of primary products or of ‘comn&ities involving only a slight
degree of menufacture. The cxistence of a central bank had done much
to assist the Covernment in administering the monetary policy. The
Bank of Canada had been performing meny of the functions which had been
performed in the last war by the Department of Finance and the Bankers'
Asgociztion. Im conbtrast to its predecessor of the First World War,
the Government was able %o employ methods of texetion and borrowing
which d4id not exist in 191k, By 1939 the machinery of the income tax
had been developed, we had & substaniiel domestic capital market and
we were no longer dependent wpon capliel imporis. The Government
leading Canada. into World War IT uwndoubtedly benefited from the ex-

perience gained during and after the First War and this time the methods
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of dealing with wartime fiscal policies were betber upderstood. MNoreover,

thers was s mmch wider public undersbtanding of the econmomic and financial



issues involved and a greater willingness on the part of the public
to accept the necessary burdens of war than was the case in 1918,

Compared to World War II the war effert in War I would seem
to have been on & small scale, (1) Combined British and Canadlan war
expénéitums in Cenada were well below a fifth of the national physical
production, and..."per caplita cosse of war and demobiiization for the
slx fiscal years, 1915-20, weve lese than one-Tifth of the estimated
per capita cost of war for the five fiscal years, 19kC-ih, (2)

Qansde's objectives in war f{inance during the lagt var were not as
spectacular as those oif our time. In the first place, thers was no con~
cepiion of the magnitude of the task upon which we had engaged. It was,
for instance; estimated that the war would involve an expemditure of

$ 50 million for the first year, but by the btime the fiseal year was
over the initial $ 50 million had been over-spent by $ 10 million., The
Minister of Finance at the end of the first year of war was not only
facing imcreasing expenditures but, due to the infiuence of poor dbusl-
ness conditions, & shrinkage in Government revenue as well, The peed
for increasing the level of production and na'b‘:?.oml income heceme of
vtmost importance.

Ag & resull of the agricuitural oXxpaneion in the weat,Canada
vas able to render ounistaniing service as & supplier of food products
for Great Britain apd her Allies. With a depletsd lmbour force fanadian
Tarmers extended the srea planbted to farm crops from 33 Million ascres

in 191k o 51 million in 1918, an increase of U4l per cent. Substantial

(1) The chilef sources for figures cited in this section are the follow-
ing: The Canads Year Book, 1943-ili; Budget Speeches, 191l-20; G. L.
Comnor, A Survey of Canads's Federal Income and Expenditure; &. F.
W. Plumpire, Mobilizing Canada's Resources for War.

{2) Wartime Information Boerd, Cenada at War, Dec. 1943, Pages 26-27.



progress was alsc made in the manufacturing industry where the vslue of
the mamufactured or finished goods increased from $ 1,166 mililon im
1910 to $ 3,460 million in 1918, This accomplishment was even more
cutgtanding when we congider that the country was totally unprepared
for and inmexperienced in wertime activities. Moreover, a substantial
part of its msnpower was on the fighting f‘mnﬁs. Various nev indpstries
egtablished under the direction of the Imperial Munitions Board begsn to
supply shrapnel and other smmumition and in iesm than & year nearyly

400 Cenadian establishments were engaged in the menufacture of shells
and other war materlals. Exporis of such products from Canada increaged
as follows: {1) | |

3.912!’»000;4&-&‘. $ 28,1634'

191500 cnrannes 57,213,688
1916.»:“.-:-“& 296}5053257
191704' LEEE XY A 388\’913.'533

1918, vheiinne $ 260,711,751

In addition, Canada was also awsrded shipbuilding combracts to a total of

$ 70 milijon and built some 2,900 seroplamee.
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The expansion of existing industrial conceras end the establich-

ment of new factories with greater efficiency snd & higher degree of
administrative ability had a far-reaching inflinence upon Canadian maou-
factures. It tended to diversify production not only for war purposes
but also for home consumption of many commodities formerly imported. The
direct controls imposed on the allocation of raw msterials, lsbour snd
final products were of a very limited character as compared with those of
today, and the indusiries were allowed much greater freedom in aeé;amin-

ing their own policies. This fact, coupled with the practical suspension

(1) Royal Bank of Cansds Monthly Review, Wovember, 1939.



of the importation of meny menufactured goods, meant that the Cansdisn
producer had practical control of the home market. Moreover, it meant
that the lndustrles, working now at high pressure, were producing muni-
tiong and war supplies side by side with menifold varietiss of goods re-
guired for the stimnlated civilian demsnd. The net result was that
Canada established herself in a new position, as one of the leading
mapufecturing netions of the world,

C‘nriously enough, the Government did not undertaske direct in-
vestment in wer plants and equipment on anything like the present scale,
nor 3id it apply the seme controls to assure an adequate flow of men and
materials into war production. This can, perheps, be explained by the
fact that the volume of our production was not as greast them as it is
today., Canada was not called ”up:om to make so great an industrial effort.
Por this reason 'bhgz Government undertook 1ittle dlrect responsibility
for war production.

The outbreak of war, which at first brought in its train un-
settlement in business, industrial slack and‘unemploymen*b , resulted in
the Government facing the necessity not only of organizing, equipping
and maintaining the Tirst contingent but also of providing work to re-
duce unemployment. Public works programmes were pushed forward asg
quickly as possible, including railway, canal and other important port
and terminal undertakings. As the war wenb on, general business condi-
tions improved. Camada in 1915 was Tavoured with a bountiful harvegi--
the greatest by far in the history of the Dominion. This, coupled with
British and Allied purchases of shells, munitions, food supplies and

ships, stimulated domestic trade and industry. Moresover, these developed
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& heavy home consumption and imporitation of luxuries from foreign
countries which were still sccessible, Our foreign balance of payments,
unfevoursble by $ 36 million im 191k, turned to a favoursble balance of
over $ 200 reillic;"n with a total trade of over § 1,200 miliion in 1916,

- Weges were rising, émplo:yment was ecellent and some worklng people lived
better then ever before, smd so A14 most farmers. Wage movements showed
'vide differences, Wages of common labour and certsin kinds of ski 11sd
izbour more than doubled, Others, especially white~-collar workers, were
1955 forﬁmate. Wholesale prices and profite rose even more than wages
generaily. "Phe cost of living in Cansda during the wer period rose by
100% from 191k to 1920, but the precccupation of the people with the |
gerious problems of the war mesnt that it was given 1ittle public at-
tention,” (1)

With regard to the Dominion Govermment dsbt, simce the finsn-
cing of the war wasg the resyongiwlity of that Governmmeni, a great increass
in its debt was to be expected. The debt rose from $ 406 miilion in 191k
to $ 2,750 million in 1920, Total var expenditures amounted to roughly
$ 1,670 miilion .m this period and other expenfitures contribduting to the
increase in debt were railway aid svwbsidies, advances and guarantees,
caral underiekings, advances to the Imperial and foreign governments,
sdvances to provinces and banky, expenses of the Soldiers' Se‘btlezﬁent
Board and the undertakings of public works and bulldings.

That our World War II effort has been a gigantic one in comperi-
son %o 5.91%18 is vnguestionsble, Suffice i% eo say that in the field of

mnd tion menufecturing, whore more atiention wag centered in the last war

(1) 6. L. ﬁenmr, A Survey of Canada's Federsl Income and Expenditures,
Poge 24,



than in any other branch of manufaciuring, the production during 191i-
3_8 was less than a slxth of our oubput in the parallel period of this
var,

Capada in 1939 vwas capable of much grsater servics to the
Allies than ehe wss in 19il. Her expanded industrial power, mineral
resources apd ‘ca;gi'bal, a greabt psreentage of which was ldle ai the ounh-
break of this war, could mow be fully employed to supply the tcols for
modern warfare. Starting frow this position, the direetion of Govern-
ment policy was guive ¢lear. It vwas necessary o &evam}p the full use
ol our resources and man-power and o devote aa much as possible of both
t the prosecution of the war, First of all, industries had 10 be re-
organized in order to produce the mechanized war eguipwent. A1l this
required lerge lnvestuents in capital equipment and the period after
the fall of France to December, 1940, was marked by a repid expansion
of mapufecturing equipment rather than produciion of actual war supplies.
Unliike in 131%, the Government, through the Department of Munitions and
Supply, sssumed responsibility for initlating and supervising the pro-
gram of plant sadditions and aﬁap&naians. Many new plants of a specifical-
1y wertime characier were established and eguipped by the Government
and aithough thelr opsrabtion in mbst cages has been left 1o private
companies the Govermment has retained the ownership. Additional produc-
tive capacity was created by imstaliling Government-owned mechinery in
exlsting pye-war planis,

The process of increasing industrial capacity was at the seme
time accompanied by a corresponding policy of expansionigt finance,

Lest this period of expanding production end rising netionel income shouid
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result in inflaticnary tendencies and other econcmic meladlustments, the
Government took restrictive measures both in the fieid of commnodity con-~
trol and in the field of figezl control. Price regulation was Ilntroduced,
essential factors of prodvetion began to be rationed and a system of
priorities was set uwp. Anticipated shortages of labour occesioned am
extenglive isbour training program,

Production of war meterials from these new cepital facilitles
41d not commence on & large scale until the middle of 1941, As this
second stage developed, certain wodifications of fimancisl pollciss were
called for, Business bocame even more active and still more workers
entered employment. The expanding incomes in the handg of wage-earnsrs
were bound to become subject to taxation For the purpose of ensuring
thet the increage in netional income wouwld be diverted to war needs
instead of being dishursed in Iincreasged personal consumption and private
investment, The answer was found in the go-called 'pay-as-you-go' poligy,
that is 2 pollicy of texation with an ultimate objective of paying as
much of the cwrrent expenditures in the form of taxation as is hxm
possible. What was really meant, of course, was a policy vhich would
avoid the gross ineguities end effects of inflationary increases in
prices and incomes,

| Ag was indicated above, there was a certalin amount of slack
in our sconomic system of 1933. Both the volume of manufacture and the
amount of employment in manufacturing sank in 1932-33 to rather less
than two~thirds of tl;e 1928-29;1eve1... Although they climbed most of the
way back by 1937, they fell away again in 1938, At the outbreak of war
the volume of our menufacture was about what it had been in 1928 and com-

siderably short of the 1929 levei. This in itself would imdicale an



apprecieble smount of idleness,

In 19%h Yhe picture was considerebly differemt: the country's
'1ndustrial wachinery was much expanfed, working twenty-four hours a
day, and Canads ranked fourth among the United Nations as & producer of
war supplies. This was achieved in the face of various difficulties,
such as consbantly chenging reguirements and specificstions and short-
ages of materiais, tools and gkilled labour. In addition, many of the
industry’'s best menagers and techniciang were loaned to various &overn;
ment ﬁepartmenxa. Cf the iotal war production, exeluding food supplies
. and metais which by the spring of 1944 totelled some $ 5,000 million
since the war begsn, isss than 30% had been for Censda'’s own armed
forces; the remaining 70% went to other Allied countries.

The upward trexd of war axpen&i%uresbby the Canadian Covern-
ment has not been an even vne. The total expenditures on defence prior
40 the outbreak of way were less than one per cent of the netionel in-
come of § 4,000 Miilion per year., In the firet six months of the war
expenditures grew to $ 2% million a wonth. They stayed at that level
for about four months. Iun June, 1940, they began to soar to $ 40 mil-
ilon & wonth as & result of the changed condltions in Europe, and in
October they reached $ 82 miliion. This corvesponds to & percentage in-
crease of 17% im the firet nine months and 25¢ in the succeeding five
months, including the increase to § £2 million, following the momths of
June-~duly, 19%0. The comparative war expenditures including payments
for the account of the Government éf the United Kingdom for the five

fiscel years, 1939-%4, were as follows: (1)

{1) 194k Budget Speech, Page 35.
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1939-19%0. . vuvieeens $ 118,291,022
1.9)-1'0"-3.9'41“-“”.““" 752,91“5,326
CIGMI-I9BZ, i iieess 1,339,67k4,152
lgha“lgh'g»‘odoru'nniba. 3,?2“,22}8@890
. 1-9&’3"3—91“&&.0.-.::-0»&& h’,é?h,596,613

$ 10,558,856,003

The grend “bo%l for the five fiscal years, 1939-i4, of $ 10,559 mii-
ilon, compared to last war's totel cost of war and demobilization, of
$ 1,698 million, reveals that the latter costs were well below & fifth
of the cost =0 far incurred in this wer. This would correspond %o a
little more than ome-fifth of the estimated per capita cost for the
years 1939-kk. In the lasht war a Pighting plane cost $ 8,000. In this
war it costs $ 25,000. A full tenk brigade pow costs § 60,000,000,
Anti-aircraft guns cost $ 15,000 and in one hour's firing spend more
than $ 40,000 of the texpayer's money,

How does this spending correlate with our national incomel
In 1939 the nationel income wes estimebed at § 4,162 miliien; im 1953
it was some $ 8,800 milifon. Of the fotal mational income in 1943, as
stated above, Government expenditures for war purposes repreeeﬁteel some
$ 4,625, or roughly 53%, which in itself is in excess of the total yi‘é-
war income of the nation.

Seyefal important factors heve contributed to the expangion
of the national income. (1) Increased exporis of goods, particularly
var materials, (2) Increased Government current and capital investments,
(3) Incressed private investments, (%) Government investments in
wheat surplusmes, and, (5) British Government capital investments, Amid
all this w*biﬁty of induetry and Tipesree, there was a wider distribu~

tion of the national income in favour of wage-carners and farmers.
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Since both these classes, ag & rule, spend most of their incomes, this
redistribution, undoubtedly, hae 1ndirectly tended to increase the de-
mend for consumer goode, Althcugh the effect af the redistribution of
disposable income has been substantially the same as that of 25 yeave
before, the present fiscal policy, unllke that of World War I, has
aimed, through the principle ol the abllity to pay with a progressive
tex structure lowered exempiions and an emphasis on war loan subscrip-
tione, to mitigate 1%,

The Government this time was Trom the very beglnning deter-
mined to Tinance the war as far as may be practiceble by a pay-as-you-
g0 poliey. Such a policy would not have besn ezpedient twenty-five
years before, Canada then had no gysbem of géneral texstion -- there
wag no mechinery established for directly taxing the net incomes, pro-

Pits and wealth of the individuals, irect taxation was resented and

the taxation system before 191k, however light in comparison to cur own,

was regarded at that time as heavy.

At that tine thé Covernment was rather reluciant to impose
texation on any heavier scale because it feared opposition both in the
public and the parilament. General discontent, it was thought, would
have serious repercugsions and would possibly interfere with a2 success-
ful prosecution of the war, Furtherore, the Government felt that
Cansdlan industry which vas 8t that time expanding at an enormoué rate,
required the accumulated profits for reinvestmsnt in machinery to meet
the constant demand for new and different types of munitions and war
supplies. This period was characterized by shsrply rising prices,

enormovs profite, a drastic expansion of bank credits and a redistridu-
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tion of the naticopal loccme. Industrisl profits end property incomes
increased greatly while the real incomes of sslaried men and individuals
reesiving inberest paymenie ab fixed rates declinsd or roge Llses
rapidiy. The distributlion of profits was very uneven and the Govermment
was doubtful whether 1t could tax the pecple on a vasie that would reach
the fortunste classes without inflicling injustice on the classsg of
comuuni iy whose puwrrchasing power was lessened by the wex,

The Dominion Govermment of 1939 was wmore fortumate in this

regpect. It had atl lis disposal a tax-machinery, the total revenue of

which smounted to approximaiely § 435 miiliom at the begimning of the war.

It inciuded: the Sales Tax, the Peracnal Income and the Corporation
Income and Profits Tex, and Customs end Excise Duties, In 1914 the In~
come Tax was completely unknowvn; Customs Duties plus Excise on llguor
end tobacco accounted Tor 90% of the total tax revenue (1939 = 28%).
The first step in war texation, both in 191M and 1939, was to increase
sharply Customs and Excise Dubisg on articles comwonly regarded as
iwxuries., While the purpose in 18.% in doing this vas 1o reise revenue
the main cbject of the 1839 revision was o discourage apén&ing e’ e
luguries.

The maln feature of bhe firet Second Worid War budget was the
introduction oif the Excess Profite Tex, to prevent profits that zro ex-
cegaive or unreascnable. This tex hes been amended in subseguent budgets

until a company pays an Excess Profits Tax of 12% of total profits, plus

1936-39, or another 10% of total profits, whichever ig greater, During

the fiscal year 1943 it yielded some £ 434 million., A similar tax, which
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possibiy served a8 the precursor of the kxcsss Profits Tax, was intreo-
duced in the 1916-17 war budgst when expendiitures were becoulng gquite
heavy. I% was the Business Profits Wear Tax of 1§16, It was fairiy
light by eontemporary svandards: 25% tax on business profits in sxcess
oi 1% vn the eapital of the corporation and in excess of 10% on the
capitar of individuais, parinerships, &tc. The 1917-i0 budget in-
creased the rate %o 0% on earmings over i) with a 75% levy on pro-
fite over aup. 1t was also made relroaciive to the beginning of the war
and uitimately realized a war revemue of more than $ 200 million.

The grealssi lacrease in revenue during the Second World War
hag, of course, come from the gtiffening of the Income Taxes, both
Corporate and Personal, Bobh existed peiore the war and represented the
single greatest conbtribution $0 our Federal tax vevenue - § 142 miilion
oub of a total revenue of § %36 miliiom in 1939. They were campletély
unknown in 1914, Onily when iscreased needs were fsced on cur wer ac-
gount in the fiscal year 1917-18 and when new taﬁsa weres deemed juetified
did the Minisler of Finance, wlth a considerable amount of reluciance,
introduce the Income Tax Biil, Considerabis erganizaticn and administrﬁ~
tive difficuitles were antlcipated in imposing bthe tex. Several pro-
#inbes and some municipalities were already using this iax to ralse re-
venus and it was feared that a Federsal Tax would oniy meke the discre-

pancies between the various tax structures gmore serious. However, the

wounting expenses ol war and the absolule necessity of seguring additiomal

funds mede it imperavive thab sﬁch tax be introduced.
Similar difficulliies were encountered by Mr. Ilsiey during this

war until, by an agreement belween the Dominion Government and the
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provinces, the latter vacated the fields of Personal and Corporaste In-
come Taxes receiving by way of compensation eithar {(a) payments of the
amounts actuwally received by the province ‘i’rom these taxes during the
fiscal year ending nearest December 31, 1940, or (b) the amount actuslly
paid by the province for net debi service less Succession Duty col-
lections during the same period, The exemptions in the 1917 Income Tax
were very high and the rates very low as compared even with our modern
peacetime Income Taxes: a W% tax was levied on single persoms with
incomes over § 2,000, (as compared with 20% for incomes of $§ 2,000 in
194k) . and on merried couples with incomes over $ 3,000. There were alse
surtaxes up to 25% on incomes over $ 100 ,000, Despite the marked dif-
ferences in rates , the fact remains that the introduction of the tax
during the last war made posgible its eoffective wse in this war and thus
marked a distinct sitep forward in our Pederal public finance.

The gréates’c single increase in revenue during the First World
War occurred in the item, Customs Import Duties. The receipts from this
sourcé in the fiscal year, 1916-17, viz., $ 134 million, exceeded the

total tax revemue of the country ia 191k-15, viz. $ 127 million. During

. 1916-17 the total tax revenue including tax from Customs end Import
Duties enabled the Government to pay not only all its current and capital
expenditufe and intérest charges upon the national debt but alsc to repay
gome $ 60 million of the outstanding war debt itself.

As a preiiminary step, various Qus*&oms Duties and Excise Taxes
were increesed, viz., the charges on coffee, suger, tobacce and liguors.
| To reise additional revenue the budget of 1915 levied special taxes on

,W'inea ;- periumery and patent medicines and imposed special war taxes on
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banks, financial and insurance houses, loan companies and certain

items, such ag transportation and steem~boat tickets, cheques and bills
of exchange, cables and telegrams, money orders and bills of lading.
The postal rates on letters and pogtcards were also increased. The
main feature of the 1915 budget, however, was the uniform raising of tﬁe
intermediate and gemeral Tariffs by ?%% and the British Preferential by
5%

Comperatively little use has been made of commodlity texes dur-
ing this war. The Government, preferring to tax the people on the basis
of ability-to-pay, introduced only very few changes in the Customs Import
Duties and the Excise Taxes. Moreover, it was anxious to aveoid raising
the cost of the necemsaries of life through increasing the rates of in-
direct taxes. However, it did increage texes on luxury goods to &is-
courage purchases. A& 20% tax was levied on the consumption of unessential
goods and services, such as gasoline, expenditures in dance halls, night
clubs and receipts on motion picture theatres. Other tariffs, e.g. the
10% War Exchange Tax on non-Empire imports, were designed to comserve
foreign exchanges. Cenerally speaking, commodity taxes lost much of their
importance as revenue producers for the duration. Whereas prior to 1939
they were responsible for some two-thirds of the Dominion tax revenue,
four years later they represented only about 35% of the revenue; The
Sales Tax and the Succession Duty Tax, which added together, yielded some
13% in 1943, were unkmown in the Federal tax structure of the laét war.
Table VI compares in section A the per capiis tax burdens of the two wars.
Section B compares the percentage of war expenditure covered by taxation
in the two wars,

As we can see, the last war was financed for the most part by
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other means than taxation, viz. by public borrowing and the expansion
of credit. The Canadiah banking system played an especilally important
role both as an investor and & custodian of the nation's savings in
terms of money. Chartered banks subscribed directly o wer loans, pur-
chaged Treasury Bills and made loans to customers to help them buy wer
bonds. Still more lmporiant wap their expansién of credit. Immediately
after the outbreak of war, banks were given emergency powers to incresse
thelr own circulation t0 a limited extent and arrangements were made for
their securing addlticpal Dominion notes sgainst approved securities.
The value of Dominion and Provincial securities in bank portfolios in-
creased from $ 12 million to $ 163 million during the four years of the
First War. Despite this rise in benk holdings, the banking system as

a whole wasg able to absorb only about one-seventh of the increase in

the funded debt ($ 1.2 billion), as against over a third in the present
war, ($ 6.2 billion), up Hi1l August, 1943. (1) OF the total holdings
of the banking system until August 31, 194k, ($ 2, 160l million), the
chartered banks have besn responeiblie for $ 1 ,3.83 willion and the Bank

of Canada for $ 977 million.

It 18 at once evident that the presence of & central bank in
the Second War has been of a great lmporitance o our wartime finsncisl
system. The Bank has from the very beginning of the war pursued the so-
called easgy-money policy. It maintained the rediscount rate at 2%% and
reduced 1t further to i3%, effective February 8, 1944, The Bank further

has assured the public that the banking system would use 1ts resources

(1) Bank of Canasda, Statistical Swmmary, August, 1943,



TABIE VI

INCREASES IN TAXATION - 1914-19 and 1939-43

A

Fiscal
Year
lQlE

Dominion Taxes per capita.... $ 16,50

4

Fiscal
Year

1939

Dominion Texes per capita.... $ 38,67

3.91,‘"“"1919 nOmiUiOR T&X&ti@no I E X E X F RSN ERE]

1939"191"3 DOIRiIliOn T&x&tion.. PeD PV OT ALY

Fiacal ﬁ of
Tear Increasge
191

$ 27 66,1

Fiscsel ﬁ of
Yoar Increase
}.95”3 '

$ 17h.97 50,5

Percentage Percentage
of War of Total

Expenditure Expenditure

less than 70 1less than 35

60

over 50

Source: The Canada Year Book, 1943-4l, Pages 813-21.
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to maintain a low rate after the war as well, In the 1919 fiscal year
the rediacouﬁting rate wes 5%.

A large portion of the Bank of Canada purchases of Govermment
securities have been used as backing for the expansion of the note issue.
The remaining purchases heve been used to increase the reserves of the
comuercial banks which have expanded their commercisl loans. As 8 re-
sult the total volume of Canadsa's note issue has continued upward and
increased by almoat $ 600 million from December, 1939, to December, 1943,
The Central Bank has also assigted the Govermment by loaning and placing
at their disposal its staff of experts and other skilled personnel.

The open market operations of the Bank which have made abnormal increases
in the supply of currency unnecessary heve done much to avert the danger
of war Inflation. It is true that many of the functions of a central
bank were being performed by the Bankers' Association during the First
Great War but in the international field the chartered banks were léft
without leadership and were called upon to undertake all the operations
by themsslves. The Bank should thus be given a great deal of credit

for the financial administration of this war,

The eoffectivensss of a wartime fimancial policy does not ne-
cessarily depend upon the degree of the monetary expansion provided for
wvar purpoges but rather upon thé extent to which these increases in the
supply of money sre immobilized by texes, war loans and increased pro-
duction. We have already seen that the present taxsiion system is
superior to the one of the last war, in several respects. How does our
credit expension compare with that of the First War?

We already know that the major proportion of the last war's
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total expenditures was financed by borrowing rather than taxation. Al-
together six public loans were floated: three Wer Loans, (1915 = $ 100
miliion, 1916 = $ 200 million, 1917 = $ 250 million), and three Victory
Toens, (1917 = $ 400 millton, 1918 = $ 670 million and 1919 = $ 680
miilion). The first loans Tloated completely upset the opinions of the
leading financial experts in Ottawa who underestimated the amount of
funds in the hands of the public, All issues were heavily oversub-
scribed, the Tirst three by 100%, 100% and 66%, respectively. The extra
$ 50 million subscribed for during the first campalgn were used %o
establish credits in Canads at the disposal of the Imperial Government
for financing purchases of munitions and suppliecs in Canads and the
United States. In effect, the sum was to be an offsetting balance for
pert of the 28 million in loans wvhich had beer borrowed from England
t Tinance the overseas unite of the Canadian Expeditianary Force,

It is true that the public loang were umade sitractive with e
high rate of interest, 5% for War Loans and 54% for Victory Loans, a
tex-free privilege from Dominion Government taxation, {with the ex-
ception of the final Victory Loan, floated after the end of war), and &
privilege of conversion at issue price to sny succeeding Canadian Adomasa-
tic issue. -Nevertheless, not only did the unexpectedly high coniribdbu-
tions to the cause of the Allles have an excellent moral effect, but
they aleo marked a new step in our wertime finance, i.e., for Canads to
finance British expenditures in this country ‘a.nd for Great Britain to
cover‘ the expenses incurred by our forces oversess,

Public borrowing during this war, although smaller in propor-

tion to total expenditure, has been both bigger in amount and per capita
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yield than in the last war. In the First War total subscriptions made
by the public amounted to roughly $ 2.3 pillion. This amount, compared
to some § 9 biliion up to Dacem’éer, 194k, for this var gives us the per
capita yield of $ l288 and $ 750 respectively (population estimated as
eight and twelve million, respectively). In addition, more savings
have been obtained thie time by the sale of War Savings Certificates
which are intended to mobilize small savings of individual purchasers.

Only one person in eight subscribed to the moat succsssful
loan of the last war, vhile more than one person In four purchesed a
bond in the Sixth Vietory Loan of 194k, This indicates that sales
this time have been made well down the ineome gcale. This change is
particularly eignificant since purchases from the lower income classes
usually represent new savings vhercas purchases by high-income groups
very often emount to a diversion of mopey from one saving to amother,
The conelusion is thereifore that more pecple have been saving their
money and to a greater extent then was dome in the last war,

The function of bemk credit also dlifers somevhat from the
role it played during the last war. The Govermment at that time felt
that the proper function of banks in wartime was to provide sufficient
credit to industries, commerce and agriculture, rather than to lend money
directly to the Government. That is why there was no considerable pur-
chasing of Dominion Wer Loans by the chartered banks in the last war,
To enable the banks to increase the flow of credits to private enter-
prises the Government, under the Finance Act of 191k, adopted a policy
whereby the banks {a) could issue their notes in excess of their paid-

up capital up te 15% of cepital plus reserves; beyond that 100% backing



in gold or Dominion notes were required, (b} were not required to vpay
out specle; instead they could issue their own notes and hold the specile
as a ressrve,

Since the interest rate on Dominion Government notes was 5%
and the banke could contract loans at higher rates the incentive was
very attractive, The result was that from 1914 to 1918 the amount of
currency plus deposits increased from $ 1.1 billion to $ 1.9 billion,
that 1s by more than one helf of the rise in the nationa) debt, Imn the
Second War the incresse in the supply of money hes been less than a'
third of the increase in debt.

In this war the Government'e policy has been to provide as
much of the funds for invesiment in capital eguipment for war purposes
out of taxation and public borrowing as possible. The Government, by
installing and owning all egquipment of épecifically wartime character,
has been rather encouraging banks te invest in Govermment obiigations.
By doing so0, the banks are contributing indirectly to the expamsion of
our war industries. DPirect bank loens ito industries, accordingly, have
not risen greatly in this war.

It was evident from the veginning that in contrast with the
last war scarcity of foreign exchange would constitute an acute problem.
Our ciose relationship to the United States, the lag of the U, 8, de-
fence programme behind our own and other factors made it inevitable
that our demand for American doliars would exceéd our acquisition of
them. In the last war, or rather prior to it, England had great credit
balances in the United Btates ,.‘BOZHB of which she :ﬁ‘cmn& necessary to call
in after the outbreak of hostilitiss, But the United States could not

ship this gold to England because of the presence of enemy warships in
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the Atlentic, The immediate result was that the American dollsr fell to
a heavy discount on the London market which in turn affscted the Canadian
dollar. The sterling continued at a moderate premium for several months.
Uitimately, however, when the American gold, which in the meantime had
been stored in Ottewa in trust for the Bank of England, begen to be sent
back agein tc the United States in exchange for purchases, the exchange
rate tended to turn against Great Britain. |

The operation worked guite satiafaqtoz‘ily and 1t is reported
that some $ 1,200 million were transferred in this memner, Cenads thus
acted as a trustee for Allied gold used %o finance Great Britain's war
expenditures in the United States ... Parts of Allied purchases in America
were also financed by proceeds of Capadian and Americen loans snd forelgn
securities held in Canada and placed at the disposal of the Imperiel
Government, This arrengement was roughly analogous to our present Iend-
Lease system of finamcing the war, since Great Britain was in retwrn
financing the expen&i‘burea of our armiss oversess.

The Canadien dollar remained close %o par ag long as the
. English pound wag pegged in New York., The alteration in Cansdals trade
balance from an unfavoursble balance in 191&-—15 to a favourable balance
of over $ 200 million in 1916, no doubt, was an important factor in the
improvement of Canada's international position. Then, as today, our
exchange shortage vis-a-vis the U. S. waé being offset by our fevourable
trade balance with the U. K, There was no Foreign Eichange Control and
the only prohibition regarding expori of cepital was an ordsr from the
Department of Finance in Jume, 1918, forbidding the export of goid ex-

cept by & licence. Unessentisl buying in the U. B. was also resitricted,
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The movement of prices before the outbreak of the present
war was quite different from that which preceded the War of 1914-18,
Prior to 191L the broad movemeni in wholessle prices had been gradually‘
upvard for a number of years, not only in Canada bui in most other
countries, By July, 19i%, the index advanced from '5&».0 in 1913 to
6h.4 (1926 = 100) and the farm product prices were the highest in more
than two decades. In 1930 the wholesale prices, aflter a gradual rise,
were down to about eleven pointe above the 1913 (75.4) as a conseguence .
of the collapse of the wheat market in 1938 along with the general de-
pregsion in other markets. '

The relatively low level in 1939 probably contributed to the
gharper initial advance ¢f prices after the declaration of the present
var, Generally speaking, there was no marked increase in the price-
level alter the outbreak of both wers until the second year, The large
grain crop of 1915 and the collapse of France in 1940 reduced somewhat
the price of farm .pmd,uc’ae but the recovery wes much more rspld in the
War of 1914-1i8 than in the present one. Industry had in the meantinme
adjusted iteself to the initial disiocation of trade and the interruption
of shipping. As it became aspparent in the last war that the conflict
would be pmtz@ted and extensive orders for essential materials and
'army supplies could be expected, there was a sharp upturm in 1916 which
continued, spart from occasional Interruptioms, until 1920. In the
present war, an acceleration in the rate of increase could be observed
from the beginning of 1941. The underlying feature of the price move-
ment in 1917 and 1941 vas the world shortage of food, aggravated by the

difficulty of shipping, Prices moved steeply upward during the firvst
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* part of 1917 and 1941, but less rapidly thprea.fter.
' The upward trénd of wholesdle prices was much reduced after
1941, although wholesale farm-product prices comtinued to advance, In
i;he third year of war there was & sharp contrast in price behaviour as
between the First and Second World Wars., While the uncertain nw'&'ementl
of the two preceding'year gave way to. a sudden and infleticnary upturn |
in midsummer, 1916, which raised the wholesale prices between Junme, 1916
and May, 1917, 47% end farm-product wholesale prices 83%, the corres-
ponding period from June, 1941 to May, 1942 showed an increase of only
6% and 13%, respectively. The upward surge of prices assumed reneowed
intensity in 1918, the trend being particularly steep during the first
half of the year, | |

The gffectivenesa of price control, introduced in Decenmber,
191&-1 , may be ‘.“.m&ged by the incresase in wjanleaala prices for 1942 and
19%3 of only 5,6%‘and, b, 4%, respectively.

Although Canada's war effort in Wer I was relatﬁely small as
compared to the present one, wholesale prices rose by more than 100%
(64.% in July, 1914 to 132.8 in November, 1918) , in contrast with an
increase of less than 40% for approximately‘.“the same period In this war
(72.3 in August, 1939 to 102.5 in zaecambei, 19!;3), This is still more
impressive vhen vwe remember ‘bha*; nearly three guarters of the rise took
place before the price ceiling wes established, Since then, prices have
remained preactically stahle, Not mly' were prices in the last war al-
lowed to rise without check; thers was also a gregter disparity in
price movements than in the present war., Variabtions in the behaviour of

prices appear not only among the numerous classes of products but also
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among individual items. Thus, producers® goods went up 25% more than
congumers’ goods , textiles rose 170%, tin by 300%, while steel increased
only 50%. In this wer, too, the movement of prices has not been a
uniform one but for another reason. Commodities that came under the
regulations of the WIPB, malnly menufactured goods, have risen less 1ﬁ
price than those geods that are outside the ceiling,~ mainly agricul—-
tural products and raw materials.

It is beyond any doubt that prices of many commodities and
espeéially foods and strategic war maﬁeriéls would have been substan-
tially higher had it not been for certain measures vhich {anada hasg been
using to (a) prevent undue increases in the prices and (b) to administer
the allocation of eseentlial raw meterials into proper channels, ‘mese
were not present im 1914-18. A% the beginning of the last war there
was little machinery for diverting money incomes into the hands of the
Government; public borrowing was in the initial stage, Government con-
trols and regulations were prectically non-existent and inflation was
allowed to develop. True enough, there was an Order-in-Council forbid-
ding the accumulation of ‘unreasonszble' stocks and ordering deslers to
sell at *just® pr£cea but both prohibitions were ineffective. There
slsc vas & Food Control Office to administer a limited rationing, a
Board of Grain Supervigors to look after the supply of wheal and z Fuel
Controller. A somewhat more extensive price-fixing was undertaken after
| the war under the Combines and Fair Prices Act. An ‘ettempt’ to in-
fluence the people to cut down waste end save money was | observed only

towerd the end of 1918.

In this war we staried with a developéd finencial machine which
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the Government has not hesitated to use to 1ts fullest extent. (1) vVeari-
ous Goverﬁment controls and regulations have been appiled as tﬁbmughly
end repidly as was expedient, Possibly the best known is the Warbime
?r-icea and Trade Board which controls prices, rents and supplies. Tuere
are many other types of control, for example, the Combined Production
and Resources Board to coordinate the production of war supplies, the
Canadian Divislon of the U, 8. War Production Board to sllocate raw
materials and finished goods produced in the United States; most bulk |
purchases are undertaken by Commodity Prices Stabilizatlion Corporation,
Ltd., the Food Requirements Committee comsiders all mejor queétione of
policy éonnected with food preoduction snd supply in Canada; labour re-
quirements are controlled by the advisory Interdeparﬁmenta.l Labour
Priorities Committee, representing the National Selective Service, the
Wartime Prices and Trade Board and the Departments of Munitions and
Supply, Lebour, Trade end Commerce. Needless to say, there zre sources
of other boards, each one exercising individually wide powers over re-
sources and industries subjected to special wartime demends.

This vast machinery of controls, based on the experience of
the last war and the experience of other wer-wegling countries and sup-
ported by public understanding, has made it possible for the Government
to attain a greater measure of success in stimulating production and in
controlling the general price levels than was achieved in the last war,
In the final ahalyais the success of combatting an inflation under a

democratic govermment depends on one fundamental factor: the degree to

(1) Tne chief source of date for this section was the Canada Year Book,
1942-43, Pages 724-727, and 1943-kh, Pages 354-362, 521-526, and
Pages 776-83.
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which the populetion is willing to co-operate with the government to
carry out the anti-inflationary policy. In this re‘s.p_ec‘b, we can say
that Canadians in this war have shovn a great underatanding of the
problems that have been facing us and with & spirit of self-denial and
self-discipline have followed their Govermment in carrying out the
measures nscessary for a successiul operation of the war on the home
front, A good deal of cmﬁit, for this, no doubht, goes to the Govern-
ment publicity which in this war hes been handled much more efficiently
than wes the case in 1914-18,

The cost of living in Canade as measured by the official in-
dex of retail prices iﬁcreaaed by elmost 50% during the Great War,
191418, and by less than 20§ for the same period of years im this war,
The amdvance in retail prices continmed in the immediate post-wer period,
prices reeching a peak in July, 1920, when the index rese to 190,2
(1913 = 100}, In 1939 the advance in re“baii.. prices set in immediately
from the outbresk of the war, the index rising in 194%0 by k.1 points
beyond the 1939 level to 105.6 (1935-39 = 100)., In the First World War
the upward movement 4id not really stert until the labtter part of 1916.
For 1916 the index was stilll comparatively low at 105.% but im 1917 the
upward trend became pronounced and continued tc increage in intensilty
as the war continued. The introduction of the price control, late in
1941, hed a definite effect on the cost-of-living index, It advanced .
onlj 1.k points from 1942 to 1943 as compared with 5.3 points from 1941
to 19k2,

Summing up the situation, we can say that ouwr control of the

copt~of-living in :the‘ present war has alsc been more successful than in



1914-18, ’An advance of less than 20% is not a serious one and if we
consider the changes which have Heen impoged on our consumption of .cam~
modities we have done rather well in this regard.

The slow and less pronocunced movement of the retail price
level and cost-of-living as compared with the index of wholesale prices
during both wers was probably due t0: (a) the less sensitive nature of
the commodities inalud.sé as compared with rew materials, {b) the inciu-
sion of rent or cost of ghelter, {(¢) and the fact that commodities af-
fected more directly by the war demsnd show the most marked increases.
These are mdre important constituents of the wholesale price index,

Three of the major characteristics of the First Great War,
from an economic standpoint, were the greatly increased monetery ex-
pansion, the violent rise in prices and the development of new produc-
tive capacities in indugtry, trade and agriculture, The rise in prices
of commodities during and afier the war was no doubt due to bhoth inter-
nal as well as external ecomomic forces. Cenadian wartime finsnce was
by no means the only responsible Factor; the rising prices and the
increasing volume of our export trade during the last war, vwhich in 1918
was much higher than our imporits, played sn importent role., While our
sxport surplus was rising even at a greater pace than our domestic pro-
duction, prices in Ganaaa, too, had to rise because of reduced supplies
of geods on the domestic market.

The situation wag intensified during 1919-20. 8itill a greater
monetary expansion to finance the completion of war contracts and cost

of demcbilization, heavy borrowing by industries and commerce, rising
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prices and wages, which nov reached the level of wholesale prices, marked -
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the immediate post-war boom period,

This period was followed by & short recesmsion which was again
followed by a recovery, though rather hesitant and incomplete, What to
do with the greatly expanded industries , ‘the overexpanded egriculture
and how to employ the demobilized smd home-coming members of the armed
forces become major problems.,

These problems, most of which remained unsolved, coupled with
war and post-war inflation and the failure of the economy of the nation
to cope successfully with the realioca‘bion of resources and the read-
Juetment to peacetime conditions, lald the foundation for later u:ﬁem——
ployment, a period of falling prices and the great depression of the
thirties.

Such, in brief, were the highlights of the post-war periocd
following 1918. ZIet us now examine the situation thaet will confront us
and the problems that will present themseives to us at the close of the
present war. (1)

| The laght Tive years have witnessed an enormous expension of
0ld and new indugtries in Canada, Not only ocur productive capacliy
has increased far in excess of our domestic demsnd, but aiso our in-
dugtrial production has been diffused. For the products of these
establishments, nevw outlets must be found upon cessation of hostilities.
Many of the new types of products, materlals and précesses, no doubt,
may be used in peacebtime and their production will provide Jobs, but for

a great meny of our products demand will shrink immediately aflter the war.

(1) The chief sources of information for this section were the following:
H., Michell:. Canada After the War; Can. Mfrg. Assoc: Pogt-War

Piapning.
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We must remember that our wartime expansion has been carried out, not
according to any carefully laid plans, but solely on the basis of
militery requirements. This situation, undoubitedly, will call for a
great deal of economic adjustment. |

Immediately our thoughts turn to the possibilities of selling
cur products abroad. Canade, today, is the third largest trading nation
in {he world but her exporis ere almost wholly for war purposes. To
Tind peacetime markets at competitive prices that can at the same time
assure gocial security for our peocple will not be an easy taék. Meny
of the countries, inciuding Great Britain, that are today buying from
us glmest anything we can sell them, are unlikely to maintain their
purchases at the present lével, once the war is won.

Then there is the re-employment problem, a task of an unpre-
cedented gize. Of the estimated one and one guarter million smplioyed
in manufacturing at the present time something more than three hundred
thousand are women, meny of whom, it is expected, will reburm $o their
homes. On the other hand, there are some eight 10 nine hundred thousand
men and women in the armed forces who will want employment after the
war., If emplioyment is to be Tound for this greatly increased labour
force, it is clear that our industrial production must be kept rumning
at least at something like its present capacity. This will invoive a |
congiderable ghift and diversion of lsbour.

There will aiso be an enormous demand for consumer, especially
dursbie congumer, goods backed by accummlated savings and investments in
bonds and certificates as well as by the refundable :‘Ln;:ome tax credits.

With our present industrial capacity, many of the civilian commodities



will be produced almost immediately to satisfy the demand, while the

production of other goods may have to be delayeﬁ because of insuffi-

cient raw materials or because of the time it will take to reconvert

the piants 10 a peacelime production. Shoritages may arise and éﬁﬁ@r

conditions like these a serious pfﬁce rise may develop if the various
fiscal controls to which we are now subject are sbolished,

These are only some of the difficulties that we may, or
rather, have to face and be prepared for,

Immediately upon cessation of hostilities there will be a
period of hesitation snd confusion. War workers will suddenly find
themselves without work and Tactories will have %o shut down for re-
conve:sibn»to;yeacetims production. But this periocd of comparative
idleness should last but a few months. The tremendous resgerves that
have beenAaccumnlated will reﬁresent, at least temporarily, an enor-
mous pﬁrchasing power that will demand dursble and copsumer goods, on
one hand, and inventory, eguipment and other capital goods, on thé
other. If uncontrolled this purchesing powey in the hands of the
people may lead to undesirable resuwiis, provided demend carmot be en-

tirely satlsfied. This in turn raliges the question as to whether our

elaborate system of price contrel need be retained and in what degree.

This boom period of heavy spending and increased production

of conpumer goods will be characterized by a temdency for prices to

rise and the task of hrolding the price celliing will be & mogt difficult

one. The purchaslng power, or at least the demend, of thé liberated

countries of Europe and Asia for food amd other necessities, too, will

play an lmporitant role in our post~war period in that it will compete
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with our domestic market for the goods avallsble in Canada. Other
forces that msy increase the amount of money on the market are: (a)
irdustrial and commercial firms selling thelr holdings of government
bonde faster than men and material become aveilsble for peacebime pro-
duction, {b) rediness of individuais to eell and of banks end other
Tinancial houses to purchase Government securities in the open market
and, (¢) the extension of new bank ioans to private capital.

Fortunately for us, the Governmweni of Canada will this time
have a number of fosetting fiscal measures at its disposal to counter-
act the evile of post~war sconomic maliadjustments.

Foremost are the wartime controls. Of the need of some
measure of contrcl in the period of reconstrucition there can be litile
goubt. All the conirols by which the waritime economy has been governed
cannot be relaxed completely and instantly. But on the other hand they
cannot be maintained permanently. They are wariime measures and based
opn emergency legislation, 3Broadly spesking, there are two extreme vievs
held on this point. Therevis that of the business man and the man in
the street who regards conbtrols as an evlil %o be sccepted only as a war
measure, and who wishes to have them abolished as soon as the war is over,
The other group argues that the stabe should piay a constant role in our
economic‘life. Whatever the merits of these c¢lalms one thing is clear:
the end in view is the same, namely, stabllization of the business cycle.

It will probsbly be the duty'of the stabe to ilay down the
conditions governing the operation of aﬁ enterprise, but it is doubtful
whether a goverument should take part in actual masmnagement. Our guiding
principle should be progressively to rewove wertime restrictions in

generai, as fast as these can be removed Without endangering cur seconomic
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equilibriuvm. After all, war controls have been impoged for two main
reasons: (a) to stimmlate our war effort to the maximum, snd (B) to
prevent the diversion of resources to the satigfaction of many of
the civilian wants. It is evident that scom after fighting ends
these objectives lose much of thelr significance. The right of an
individual toc conduet his own affairs and manage his own enterprise
we feel should not be curtailed if it can be supposed that the busi-
ness man, who has learned from the bitter experience of the great
depression, will attempt to work out methods of self-reguiation that
will prevent many of the abuses of private control and production
and distribution.

Another guestion that arises 1s, how high are our post-war
taxes likely to be? Here again, spending of the money that had been
accunnliated by means of loan campaigns and refundeble taxes will re-
guire regulating if reconstruction is tc be effectively planned and
carried out. Ii this spending is hat to result in inflation it may
well be that present taxation must be retained at or near its present
ievels at least for some time. But there is another aspect to this
problem., Our present taxation has been developed for war purposes
and therefore once the war is over it is suggested that the tax
structure ghould be amendsd so as to encourage initiative and stimulate
private investwent, rather than discourage it, as it tends to do today.
Under the present tax structure, for 1nétance; industry and commerce
is not permitted to vetain profits that-woﬁld normalily be accumulated
to provide required working capital. It is argued, therefore, thet

the general burden of taxation should be reduced and if this is dome
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the profit motive will stimuiate business activity and private plan-
ning for the reconversion of industry and trade will be encouraged.
Furthermore, fiscal policy should zlsoc recognize the necessity for
corporations te put aside certain funds for losses, replacements,
etc., to meet the uncertainties of the period of recomnstruction. The
possibllity of falling prices and obsclescence oi inventories and
equipment alseo constitute great hazards tc working cepital.

| O0f course, it camnot be expected that war finance will term-
inate upon the Armistice Day. Paymepte in liguidation of war orders.
nay well continve for soms months and even years; so will compensa-
tion payments to owners of reguisibtioned eguipment and for the cave
of war veterans. Furthermore, the lagging of state revenue behind
taxpayers® income receipts may make it necesgary to continue wartime
levies for some time, degpite public resentment. Some taxes, like
the Excess Profits Tax, camnot be discontinued enbtirely wpon the
gsigning of the avmistice; were this done, sxcess profits made on war
coﬁtracts following the cessation of hostilities would largely &0
untaxed, because they might not yet be realized and hence not yat be
taxable.

Finaelly, during the periocd of demobiliization, when hundreds
of thousende of Cansdlaens will be seeking employment the Lanadian in-
dustry will not be gblie alt once to provide ail the Jobs that will be
sought. Very large responeibilities for the welfare of the Canadian
workers will, therefore, inevitably rest upon our Government. 1In the
immediate post-war period ewployment for all men and women should be
secured as speodily as possible apd preduction of adequate supplies of

esgential goods and services showlid pe commenced with the least
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possible delay. The role of the Government will be & dual one. In
the Tirst place it will be expected to assist, financially and other-
wige, private investors whe are veady Lo undertake new ventures,
thereby encoureging initiative and private investment. Along with
this, the Govermment must be prepared Lo vndertake certain public
works which will provide at lezst temporary employment for some of our
‘pecple. In this connection the Government should be prepared to
lavnch various projects for the conservation and improvement of our
sdil, waterpower, Iorest menagement, etec.,--- in short to add to the
permanent wealth producing cspacity of our country.

In the 1:@ng run the rolie of the Government will be an indirect
one. OUnce depression gets in, industries, especially those which pro-
duce durable goods, and in parbticular caplital eguipment, must in large
measure help themselves. Attempis by a government to compensate for
unemployment in this group of industries by means of public works are
always costly and seldom sufficient for the purpdse. The voot of the
problen ig that the savings ol corporations and individuals, which
normelly constitute a demand for durable goods and capital equipment,
fail. in times of depression Lo come on the market. The result is un-
employment vhich in turn lessens the demand for consumer goods of all
kinds and thus adds to the general distress.

The solution to this problem can be found, not by an in-
trustion of the Government upon the fielid of private enterprise, bui
rather through Goverament measures which will ensure thatl the normal
demand for durable goods and capital squipment continues without an

interruption. In other words, the Govermment should try to maintain,



as far as possible, a constant volume of private invegtment. That is,
in a time of boom it should restrain scmewhat the volume, in depression
increage the rate of private investment by regulating the interest rate,

The Federal Govermment in Ottawa, in the meantime, has set up
various committees with the purpose of situdying the problems which will
arise from the demobilization and rehabilitation of our armed forces,
demobilization of the war industry and economic posi~war reconstruction
generally..(l) Parliasmentary and other committees set up to explore
and advise the Government on matters of reconstruction and reecsitsblish-
ment are; (a) The Senate Committee, {(b) The House of Commons Committee,
{c) and advisory committees reporting to the special Cabinet Committees:
(i) the Advisory Committes on Demobilization and Re-establishment;

(1i) the Advisory Committee on Economic Policy, and (1ii) the Advisory
Committee on Reconstructbion.

The special Advisory Committee on Demcbilizaition and Re-
establishment wasg émong the earliiest to be set up under the reconsﬁruc-
tion mechinery of the Cabinet Commitiee. It acta as a co-ordinating
agency between verious Govermment Deparitments in investligating problems
of demobillzation and rehabilitation and bringe before the Cabinet
Committee recommendations for legislation in respect of these problems.
Sub-comnittees study individeal mabters of empioyment of returned men,
discharge pay, administration,of special funds, land setilement, etc.

The Advisory Committee on Economic Policy ls essentislly an
over-all commitiee of co-ordinstion. Its establiishment and operation
ig iteelif a recognition of the principie that the development of pogt-
way reconsbruction policies and meamsures must be carried on in many

different Departments and through meny agencies of the Govermment with

(1) The Canads Year Book, 1943-hk, Pages 737-48.
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due provislons for effectlve co-ordination. The Commitiee is respon-
sible directly to the Prime Minister in the sense that recommenda-
tions, which the Cabinet receives from the other advisory committees,
are often referred back o the Adviscry Commititee on Economic Policy
for analysis, comment and final recommendation. The labier Commit-
tee also makes recommendsbtions on its own initiative on gquestions of
economic and finsncial policy.

The Advisory Committee on Reconstruction wes established
to deal with post-war reconstruction, i.e., the general post-war
problems and 0 make recommenfatbtions as o what Govermuent facilities
should be established to deal with these problenms.

To sum wp the contrast between our position of today with
. that in 191k we find ourselves with a more Firmly established credit
reputation at home and abroad, with & sound Dominion Govermment Iinan-
clal poliiey, with taxation providing funds for about half of total
‘digburgements, and with regquived loansg raised mainly from the
Canadian public at a cost substanbtially iower than in the last war.
The two main Government objectives -~ to meet sbout half the cost of

the war by currenbt taxation and to borrow az much as possible of the

other half from individual and corporate investors rather than from the

chartersd banks -- have bLioen achlsved.
The task of the Department of Finance to provide funds for
the costliest war in history, hes not been an sasy one. War sxpendi-~

tures since 1939 now total no iess than $ 12.5 biillion, while the non-

war expenditure for the last five and one-half years are $ 3.3 billiom,

maxing o combined totel of $ 15.8 billlon. About 59 per cent of this
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sum was obtained in the form of tax and other revenue. Finance has anot
been allowed bo 1imit the war eifort; on the comtrary, our physical
burden of war production and moebilization has determined the financial
burden that has had to be wet.

The story of Canada's vwar Tinance ls one of rapidily mounbding
expenditure neceséitated by the swiftly rising level of activities, and
of sharp tax incresses and gregt loan campaigns to méet these cogts.,
The Government of Canads with the assistance of finsncial institutions
znd the general public have scught to carry the burden of this war in a
mammer that would call Ior en equal marginal sacrifice Irom sach citl.
zen of this Dowminion. The way in wﬁich this policy has been carried
out to date justifies the hope that the financing of the war and the
reconstruction period; uniike the last war, can be completed with a

minimun of disturbance to ths nation's wmonetary sitructure.
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