A HISTORY OF BRITESH INVESTMENTS
IN CANADA
by

WILLARD 8. BUSH

THESIS SUBHITTED FOR
DEGREE OF DACHELOR OF ARTS.

HONOR POLITICAL ECONOMY,.

o

MOMABTER UNIVERIITY, HAMILTOW, HAY 1938,



FOREWORD

The following thesis attempts an
historical treatmont and economle analysis of

British Invesbtments in Canada,

The_lxmit@ﬁ mabterlal avallable in
comprehensive form end the complete absence of
suthoritative statlstlcs until 1926 has made 1t
necessary to seck the greater part of material in
the flles of current pericdicals and pamphzeﬁs

and prohibited an accurate gclentific treatment.

However, what has been gathered and
prosented herewlth dees reveal prevalling trends
in Canada's development and suggests the degree

to which that development hsa been a function of

British capltal.

The writer ie deeply 1indebted to the
‘Invaluable assistance renderved by Prof. K.W. Taylor
in directing this study, and helpling to minimlze

1ts shortcomings.
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INTRODUCTION

The growth of Canada to economie and political
prominence has pecullarly coincided with the appearance
and development of a new and portentous economic
phenomenon ~ foreign investment. Reaching economic
importance in Great Britain In the eighteonth century, the
export of capital was regarded as an evil, dlsintegrating
force, sapping the life blood of British industry and
adding fresh strongth to her most formidable competitors.
Political thought of the day attributed current internal
eccnaﬁic troubles to thls new phenomenon, yet the trend of
ress was to make forelgn investments an
aspect of prime lmporiance 13 the future internatlional
economy. (1)

Arising from the enterprise of merchants and
capitalists, the needs of other countries and of distant
undeveloped lands, foreign investment was stimulated by the
Increassed surpluses cf revolutionized industry, by the
advent of tha.joint stock company and other filnancilal
institutlons and fostered by a general growth of secﬁrityq

Foreign investment might be defined as that part
of a country's property situated abroad from which the owner

expects to derive an income. Although moral and ethical

R

(1) CaXe Hobson = Export of Capital: Chap. 1.
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considerations lend a varying degree of weight, the causes
of foreign investment sre primerily economic and depend
upon the‘return which capitalists expect to derive and upon
the riskes and uncertainties which investors are willing to
assume.,

Although capital 1s generally measured in berms
.of money, 1t is essentlal in a btreatment of'fareign
investment to take into account the subéﬁaﬁca of capiltal,
Caplital eﬁpovt can only be reslized by an adjustment in a
nationts trade balance; sither by sending more goods abroad
than would be required to pay for purchases, or by
deeréasing the amount of goods imported. The latter may be
schieved by a nation's self denisl or by diverting goods
from a trading nation to a borrowing na?i@ng To a large
extent Britaint's Canadian investments have been of this
latter kind, her lnvestments belng largely represented by
goods not of British corigin. |

As suggested above, economic considerstions play,
on the whole, the predominant part Iln determining the
direction of investments, Investors primerily try to
obtain the largest possible mabterlal advantage for themselves,.
The productivlity of capltal wilsely invested in the resources
of an undeveloped countyry ls generally greater than that |

invested at home and though associated with a much higher
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higher yleld has turned large sums of British capital Into
Torselgn flelds.

This added risk is a function of many factors
fundamentally based upon the distance which prevaills
between the lInvestor and his invesitment, The difflculty
of securing knowledge concerning the exact risks attached
to invesiments abroad, the expense and time involved in
communication and transportation, the barriers of race,
language, and religion, all add a distinct cost to forelgn
Investment, To a large extent, 1t has been the decreasing
influence of these factors that explains the rapid advance
inlthﬁ extent of forelign investment during the past centurys

As the cost of obtaining knowledge 18 to a large
degree a fixed charge, the proportionél cost decreases with
an inorease in the amount of capital invested. Thus the
investment of capltal in foreign flelds tends to promote
further investment. In conjunction with scientific
~advancement in communication énd transportation, this fact
helps to explain the geometrically progressive naturé ahd
the geographlcal dilstridvutlon of foreign investments during
recent decades. _

The possession of knowledge plays a distinct role
in forelgn invesatment, It commands a price and determines
the direction of the flow of investment caplital Just as a
comparative advanbtage influences the direction of foreizn

trade in a commodity. It is the varying degrescs of
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speclalized knowledge that explains the phenomenon of two
countrlea exporting capltel to each other, supplying
capital for. those aecupations'in which they possess a
speclalized knowledge, Thus while England was exporting
large sums of capital to the Unlted States, American
- capital was asgsoclated with the comnstruction of London tube
railwayas, ' The same tendency'applies in cases wheore capital
18 raised in London through American Interests in order to §
promote undertakings in Canada. The money eventually comes |
into Canads cheaper than had the Canadian enteorprise hegn
promoted directly in London (1)

The econcmic effects of capital exportation upon

the world in general and upon the countries directly concerned

in particular is a profound discussion in 1ltself. The world
a8 & whole benefits 1f capital flows to those quarters where
it 1s most needed, provided 1t is not used in a wasteful
manner, For the most part; the best Interssts of the world
at large coincldes with the best intersests of new countrles
undergoing rapld economic development so that the |
regsponsibllity of foreign Investment tends to rest with

the rich lnvesting countries, Capital investrent should

be encouraged where the 1lnterests of the world demand 1t,

and stinted where lending would confer no real beneflt upon

soclety. Hlstory has shown that capital may be used for

(1) British money for speculative mining development has
entered Canada in this mamner - C.K. Hobson - Export of Capital.



purposes of exploitation in the wcﬁse sense of the word
and that the self inberest of individual investors 1ls but
an unrellable gulde to the interests of nations and the
human race.

The caplital which a country exports is not
necessarily surplus capltal that domestic enterprise cannotb
absorb. It migrates becsuss 1t is encouraged to do so by a
higher rate of interest. When the British lnvestor is
offered a safe 4% abrosd, he will take 1t in preference to a
gimilarly safe 37 at home, The normal veaction to capital
exportatiog is similar to an increased productivity at
home, a rise in the rate of interest, as was the ocass, it
711l be seen, in HEnplend during the first decade of the
twentieth century when British foreign lnvestments reached
tremendous propertions.

The rise in the domestic rate of interest affects
the distribution of the national income, distributing a
larger share to the owners of cepltal and & lessor share to
Wage earners. This condition tends to encourage emigration
and reduce unemployment within the lending country, a condition
which 18 typical of a period of actlve forelpgn investment.

Foreign investment further Iincreasesg the demsnd for
labour and capital at home because development abroad expands
the market for home manufactures enabling the added economies

of increased production.



‘The development of new countries with rapidly
growiﬁg populations can only be accomplished with the
sesistance of large supplies of capital, the major part of
wﬁich must be borrowed. Thoelr growth 1s almost entirely a
functlon of foreign borrowing. With a wise policy of
internal development the economic result of capital
importation within a new country éan only be progress and
prosperity. The country's income will be increased, demand
for labour will be enlarged, immlgratlon wlll be on a large
scale and the economie condltions of the working classes
will be improved, There wlll be a relative fall in the
rate of interest and & welative rise in wages,

With this suwwmary discussion of foreign investments
in general, 1t will be Ilnteresting to consider in particular
the development of that link which joins Canada and Great
Britain in thie chain of internstional flnances, A common
language and kindred institubions placed the British
inveétor in a position of great adVantége for investing in
the British Colonies and Cansda's rich resources and
economic potentialitles offered the British iInvestor an

- 41deal set of passive condltlons,



CHAPTER 1

Capital investment in Canada began with the first
French settlers sebttling in Hew France in the early
seventesnth century. The importation of capital at
that time was in guantitles only sufficient to meet the
initlal costs of firmly establishing and starting a settlement
upon its course of slow bubt sure development. A settlement's
continued progress proceeded ag lts own surpluses accumulated.
Until the nineteenth century this capital situation in
Canada seemed to pravall, forelgn capltal roupghly maintaining

a constant relation to the plonser population.

When the population commenced to move inland and
settlements appeared &i&tgnt from navigable water a new
sspect 1in colonial development appeared. Transportation
facilities, the gradual mechanization of the ploneer
sconomy and rapidly rising standards of living, demanded
larger amounts of capltal than a country in iis infancy
could supply. It was in the 1nterest>of the England of.the
early nineteenth cenbtury to behold colonial development in
a new llzht and supply the regquired capityl.

The early ninsteenth century saw Europe,and
particularly England, In a state of economic bewllderment.

The far reaching éffects of the Industrial revolution, the

uniéue problems of readjustment precipltated by the post-
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Napoleonlc settlements, and universal financial instebility
combined to make an unprecedented demand upon Britlsh
resourcefulness, An outlet for BEnglandt!'s overdeveloped
domestic economy was imperative, her forelgn markets had

to be expanded, The development of the new world offered
an opportunlty for an enlarged foreign trade,

In 1830 1t 1s estlimated that England had about
ssventy~{ive million pounds invested beyond her borders. (1)
Though 11ttle more than five millions had found its way to
North America it was towards the New World that the immediate
trond was directed and the fubture most promising.

Canals, roads, and plonsey companles, accounted for
the major part of early British lnvestments. British
private capital was noticembly absent in the building of the
canals, the fnglilsh capital being principally in the form of
Imperial grants and bore a direct relation to the military
desirablllity of the pfop@sed canals as is evidenced by the
following statistlcs.

EXPENDITUR:S O CAVNALS PRIOR TO CONFEDERATION.

(2) covermment Governmont
Lachine Canal 40,000,00 2,547,532.85
Rideau Canal 3,911,701.47 153,062.60
Welland Canal 222,220.00 7,416,019.83
Other Canals 6,854,002.24

ion of British Capital to 18735.

(1)} Je - Migrat
(8) Canada - An BEncyclopedia, Vol. 111 page 332.
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The Hu&scﬁsﬁay Company was the largest and best
known of the ploneer companies, Its charter was granted
by Charles 11 in 1670 to Prince Rupert and seventecn other
noblemen and gentlemen with an original capltalizatlon of
£110,000, This Company enjoyed a conbilnulty 0f7&6ﬁ1Vity
in Canada which has endured to the present day. In 1857
-1ts capital, as complled by Mr, T.C, Keefer, C,M.G., was
£1,265,067, (1)

Throughout the first half of the ninetscnth
century, British flnancial pionesring in the New World had
been predominately located in the United States, The advent
of Jackson to the presidency in 18280, and the subseguent
uncouth treatment of foreign debts, precipidtsted an acute
lack of confildence towards American investments which,
coupled with an increasing spirit of FEmpire consciousness
on the part of the Eritish public, directed a larger portion
of British capital into Canada,

From 1837 « 1845 British financiers hed found
proritable ewmployment for Englandts estimated annual surplus
of sixty million pounds in domestic rallroad building, (2)
When the natlon had reached 1ts domestlc rallroad capacity,
promoting and constructing organizagtions which had besn set
up sought similar opporitunities elsewhere in Surope, By

1850 Canada's crylng need for transportation was appreciated

(1) Ganada = An Encyclopedla. Vol. 11, page 46.
(2) Jenks - ¥igration of British Capltal to 1875,



10.

in Britaln resulfing Iln an Influx of British capital in
the form of road beds, steel, and rolling stock,

In contrast to the bullding of canals, the
hisﬁory of reilroad building in Ganada 1s one of private
British capltal sesking profitable investment. Prior to
1845, British capitel had participated in the bullding of
the Atlantle and S5t. Lawrence rallroad running from
lWiontreal to Portland, Maine, but the bullding of the Crand
Trunk was the Britlsh Investors?! first conspicuocus venture
1nto Canada. Underitaken by a firm of British contractors,
Peto, Brassey, 3atts.and Jackson, who were sympéthetically
and {inancially backed by Canada's finsncilal agents in

B Y )
I WES 1L

licted
upon a young and unsuspecting Canada in a most extravagant
and inefficient manncer. English contractors gnd englineers
fatled to anticlpate the severity of Cansdisn winters. By
1862 the investment of British ca;ital was estimated atb
twelve million pounds (1) revenue had not been sufficient
to meet current expenses, the road bed and rolling stock
were already in need of extenslve repalr, graln traffic
was far below expectatlons, return westbound freights had
failed to appear and English adwministrative policles were
arousing undue antagonism. A Cansdian government which was

extremely pliable in the hands of men like Jackson didn't

(1) Jenks ~ Migration of British Capltal to 1875,
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help the cause of the Canadian taipayer. Jenks_sums
up the Canadian aspect of the rallroad as follows:
"It was for the glamour of a dlstant syndicete and
the ineptitude of absentee sdministration that the

Canadian taxpayer was saddled with the costs.”

The British investor invested heavily in the
Grand Trupk with unhappy vesults. A letter btaken from

the London Times of Aprll 15th. 1875, is reprinted ia

Castell Hopkin's, Canada, An Encyclopedia, Vol 1l,page 145.

In revealing a somewhat blased Fnpglishman's view of the
rallroadts financial plight, he stated that £30,000,000
had bsen spent upon the Grgnd Trunk to date, of which

£25,000,000 was English money.

The construction of the Great Western Rallroad
was similarly a function of British capital, though its
history reflects more credlt upon both Canads and its
British management. ofr theAcampany's original
46 ,000,000,00 capltalization, $5,500,000,00 was
subscribed in England. This original capltelization was
a gross underestimate, it being necessary to ralse the
share capltal by Act of Legialaté;; on five different

occasiong to the exbtent shown below:



Shares Amount

March 20, 1853 | 60,000  #6,000,000
April 22, 1853 40,000 4,000,000
Nov, 10. 1853 | 18,000 1,800,000
May 19. 1855 ) 60,000 6,000,000
Aug. 16. 1858 | 8,000,000

$ 25,800,000

Castell Hopkins - Canada, An fIncyclopedia, Vol. 1l psge 138
Numerous smwaller railroads were constructed

during this early ers, employing principally British

capital,; all of which subsequently bvecame bankrupt or

were absorbed by the G+T«Re

RAILROAD STATISTICS AT CONFEDERATION (Sessional papers 1867 #l1)

{(Paid.u

Cost of Road & Equi ment

Great Westerm 352 § 24,777,000400
Grand Trunk 1377 102,803,000.00
London & Port Stanley 24 1,033,000,00
Welland Rallway 25 1,625,000,00
Northern Rallway 97 5,458,000,00
Pt, Hope & Lindsay Rallway 56 1,994,000,00
Coburg « Peterborough 14 800,000,:00
Brockville « Ottawa 86 2,647,000,00
Carillon - Grenville 13 99,000,00
Stanstead, Shefford & Chambly 44 1,216,000.,00
3t Lawrence 8 Industrie Rys l2.. 34,100.00

Total 2100  # 144,611,853,00
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In the followlng ten years the milesge more
than doubled, being in 1876, 4,826, with a pald up
capital of $298,508,000,00, which was further increased
in the following two years to a total of 6,143 miles and

a paid up capital of §560,617,000,00 in 1878,

With the early opening up of Canada, municipal
and public expenditures on primery public works pressed
thair demands apen évailable capital and though some
borrowing was undortaken at home, 1t was in London that
the principal loans wepre nadse. The total debt payable
in London in 1867 was eatimated at £67,069,1156,00 of which
$54,565,500,00 was contracted at 6%; $31,022,282 at 5%;
$681,535 at 4%; the latber & loan specially guaranteed by
the Tmperial Government. (1) The following table shows
subsequent borrowing up to 1878 and by projecting it to
1897 it 1s possible to obgserve the trend of Canadian

eredit in ILondon reflected in the declining interest rates

and the disappesrance of Imperilal guarantecs.

(1) 3tatistical Year Book 1868,



Year

1869

1873

1874
1875

1876

1378

1av7e
1884
1885
1885

1888
1892
1894
1897

14,

(Taken from Canada, An Encyclopedia,

Castell Hopkins, Vol, V)

statistical Year Book 1902

(1)

(1)
(1)

(1)

-~
)
S

ég9unt

500,000

1,500,000
300,000

4,000,000

1,500,000
1,000,000

2,500,000
1,500,000
1,500,000
5,000,000
5,000,000
4,000,000
6,443,156

(Canada reducod)

4,000,000
2,250,000
2,250,000
2,000,000

Interast Hate

4%

5%

4%
4%

o

Sk

(1) .

Cusranteed by Impcerial Government,



The prapld development of the agricultural and
industrial interest of the counbtry following the close of
the Americen C1vil War and the Gonfederation of the
provinces in 1867 creasted an extraérdinary demand for loans
on real estate which led to the formation of a number df
loan and mortgage companies. In their beginning, these
companles were predominately founded upon the savings of
Copnadlang, bul as Canada's progressive trend became sﬁronger
and more wildely appreciated, the popularity of the shares
of these companied spread to London end Glasgow, and by
1878, debentures of loan and morbgage companies, payable

in Great Britain, had reached a glzeable figure.

(1) HO. Paid Debentures

' of up 7 Payable in
Yeay Companies Capltal Deposits Great Brltaln

A 1867 19  §$2,110,403.00 $577,299,00 Wegligible

1874 53  8,042,150.00  4,614,812,00 ¢  19,992.00
1878 - 58  17,287,538,00 ©  7,102,186,00  5,285,888,00
1881 80  25,445,639,00 13,460,268,00  21,915,828,00

An extract from an editorial printed in the
Monetary Times in 1872 (July 5th. 1872) referring to a
new Canadlan loan company, glves & cross section of the
trend of British attitude toward Casnadlen investments:

"Readiness of all persons to subscribe to joint stock

(1) Dept, of Finsnce, Report on Affairs of %uilding Societies
Trust and Loan Companies 1913,
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undertekings i1s remarksbles We hear that £1,850,000 has
been subscribed to a new company, the Canadian Loan

Agzency and Inﬁéstment Company, In thia city. This would
have been impossible a few years ago." A comparative

’ statemeﬁt of the London and Cynada Loan and Agency Company
for the years 1873, 1874, 1875, published in the Monetary
Times (October 22nd. 1875), i1llustrates the trend,

Aug, 31,1878  Aug. 51,1874  Aug, 31 1875

Stock held  $1,230,000,00 $1,830,000,00 $1,250,000,00
in Canadsa, '

Stock held in '
GtsBritain 118,000,00 163,000 ,00 562 000,00

A subsequent editorilal in the same publiecation
(February 4, 1878) points out the profitableness of
- application of capltal to CGgnadian agrieultgre £o both the
lender and the borrower, "ILoan compsnles can afford té
pey 6% for money in England and lend 1t to net 8% quite
handily in Canada,"

More speculatlive of the early Britlsh investors
explored the mining poseibvllities of Canada., The early
files of the Nonetary Times maks mention of sevs#al cil
ventures, of salt, phosphate, cosl, lead and copper mining
enterprises. The oll companies, from 1871-18Y8, acquired

e distinct prominence within Engllsh investment circles,
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owing more to their fraudulent tendencles than to thelr
investment rebturns, In its lssue of Januar§~26§ 18782,
after noting a prospectus of a new Canadian 0il Company,
the Monetary Times wriltes, "This, if successful, will be
the third oil company finahcad in England having Petrolia
as 1ts base of operations, and we should not be surprised
to hear of still another gt a very early day. The
prospect is now that an oll territory will, hereafter, e .
worked chiefly by Enzlish capltal,” The same paper
(Novenmber 3, 1871) armounces the sale of 118 acres of Qii
lands to an Engllsh company for £480,000 and goes on to
brand it a swindle and likely to discourage future
investment of Britisa capital. A subsequent article
(Pebruary 9, 1872) writes "the great speculabtion (in
Petrolia} just now is btrying to form English oll companies,
not with a view to bring fnglish cepital into the cil
regions of Canada, but to 8611 them worthless lands that
possess no value whatever.".

These exbtracts sufflce to show the questionable
character of oil ventures in Cgnada. Other mining ventures
were of a sounder natures  Monetary Times (August 2, 1872)
announces formatlon of Consolidated GCopper Mining Company
of Canada with propertlies in Negantic county with a
capitalization of £400,000,. The Quebec Iron Company, with
property in Drummond county and capitalization of £980,000,

is noted iIn the same lssue. The Canada Copper and Sulphur
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Cos Ltde, operating three mines in Eastern Townships

with monthly production of $18 - $20,000 (1), the Richile
Phosphate Mine with £15,000 capitalization (2), the Thunder
Bay Mining Co. (3), CGoderich Salt Co., with {75,000
“capitalization (4) are examples of English mining operations
in Cenada prior to 18Y8,

By 1878, Cenada and Creat Britain had been
financially introduced to one another. 1879 was the
beginning of a long period duéing which Canadian financisl
history was largely a record of borrowings 1n the London
market which were to lnevease prggfessively untill the

outbreak of war,

(1) Monetary Times, Oct. 13, 1876
(8)  1bid. Nov. 8, 1878
(3) Ibld. Jan. 7, 1869
(4) Ibid. Jan. 21, 1870
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CUAPTER 11
1878 = 1900

The years 18781900 marked a perlod of
alternating prosperity and depression in both Ganadé and
Great DBritain, British capital invesitment in Canada was
gympathetle to economic conditions and when it slackeﬁed
Canadian development experilenced periods of relative
stagnation, As in the previous decades, rallways,
financlal institutlions, govermment and municipal bonds
wore the principal agents in drawing forelgn capiltal into
Canada, the Canadilan Pgclilc Railway being the largest
single borrowsr.

Sir John A. MacDonald returned to power in 1878
and in 1881 it was definitely decided to have the Canadlan
Pacific bullt by a private compeny. It was economically
and natianally'necessary that the road e bullt as quickly
as posslble, Canada's experience with governmént contracts
had not been particularly profitable in the past, and the
physical aspects of construction presented an enterprise
previously unparalleled; thus, in 1881, a small syndicate
of Canadians and Americans who had exhlbilted acute business
acumen in the management of the St. Paul and Pacific

Railroad, accepted the franchise offered them by the

Dominion Government
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The financing of the Canadian Pacific was an
outstanding triumph. An unenthuslastic British market
groeted thelr requests for capital as thelr origlinal public
issue was only two-~thirds subscribed. The heavy losses
gustalined by Britisgh capital in the Grand Trunk Investments
had not besen forgotten. The press of Graai Dritain had
been cool towards Cgnadian rallways for some time and the
Enzlish market was definitely unpromlising.

The London Times of April 15, 13875 wrote in part,
in 1ts financial colurms: "At the lowest estimate.this
country has lent Canada £38,000,000 for railway purposes,
only about £10,000,000 of which ylelds any return.-—w=---
while three fourths of English capltal spent on Canada is
unproductive 1t cannot be expected that we shall go on
lending to all comers asking no queétians“, The condition
was aggravated by nét altogether disinterested attempts of
certain Canadlans to belittle the enterprise in the eyes of
the British investors, The CGrand Trunk was naturally the
most bitter of these opponents, the men Inbterested in that
greoat railway having used every posslble means to defeat
what they regarded as a coming formidable rival,

| In Castell Hopkins! An Encyclopedia of Canada,
the capltal situatlon of the C.P.R. in 1883 is revealed
as follows: "In the Autumm of 1883, $65,000,000 of capital

stock had been sold, w--~ owing to bitter asssilment of the
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road at home 1t was Impossible, throﬁgh the feeling of
distrust created by the attacks made upon the compaﬁy,
to sell the remainder of the stocks, The worst feature
of the struggle was that the greatest opposition came from
Canadlian sources and was thervefore the harder to overcome
a8 1t influenced the monled intereats of Great Brltain
against the road",

In the distribution of the original shares of
the company, 550,000 in number, the foregolng English

gentiment ls revealed.

(1) New York 290,000 5247%

Quebec 100,000 1842%
Unibed Kingdom 20,000 16435
Holland 57,000 10.,2%
France 15,000 265

Especlally liberal terms accorded the company
by éh@ Dominion government in the form of cash subsidies,
land grants, and subsidlary companles along with exbensive
credlt and guarantees, enabled the company to successfully
overcome financilal diificultles which appeared throughoubt
the years,of construction, Cradually the English market
became more approachable and absorbed the major part of
subsequenf lasues.

The Grand Trunk and other Canadlan rallways

H.A. Tnnis  History of C.P.R.
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experienced continued expansion throughout the last two
decades of the century. Practlcally one hundred percent

of thelr stock lssues were absorbed in London. This
condition was acﬂnémically expediént from the Canadian polnt
of view, 1t being considered desirable that the surplus
capitel that Cansda was producing should be kept free from
long term lnvestment. (Statistics page 25),

Loan companies conbtilnued to play an increasingly
important part in Cenadals domestic developmentb. Favoured
by an act of lncorporatlion that especlally sulted the
pecuniary conditlion of the Canadian people, and enjoying

a trusted and respectbed position In London financlael circles,
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! 2 digtinet boom
throughout the last two decades of the ninéteenth century.
The progressive nature of the Canadlan fermer, especlally
In Onterio, coupled with a hlgh soll fertility, rendered
capltal supply business a fleld of major activity.

' The debenbtures lssued by these companies were
zenerally drawn‘for period of 3-5=7~10 years, were for
amounts not less than {100,000 and were mostly held by the
landad.gentry of England and Scotland.
| Statistics of Land and Mortgage Compaenles (p.26)

Cenadilan banking experienced decided expansion durs-
ing this period, espscially from 1882 to 1886, when thirteen

new banks were lncorporated. However, Britlsh capital



played little part in Cansdian banking in spite of

declded efforts on the part of Canadlans to attract

capltal from Englend as was currently being done by the
Austvalians; A small amouﬁt did come out to the Commercial
Bank of.ﬁanitoba, much to the subsequent sorrow of the
English shareholder. (1)

Towards the latter part of the cenbury English
financial interests were becoming aware of the mining
potentlialities of Caneda. The London Mining Journal of
September 4th. 1897 writes an article which reveals somewhat
the manner in which Canadlan minsrals waré beginning to
intefesﬁ the British Investor. The publication prints in
part: “Canadailaoms large in the mind of the mining and
investing marhétﬁe While the maln reason of the fresh
attention whi@h,@anada is_rééeiving la the valuable new .
deposits of preclous metals in British Columbla, there are
ample reasons:en other grounds for the kindly expectant eye
which 1s beiné cast Just now towards this one of the British
dominlons ﬁ# those desirous of making money, No possession
of Greab Béitain haes made more progress of late years in

wealth, tréde and general develeopment than British North

B
i3

i :
(1) Cast@Q1 Hopkins: Canada, en Encyclopedia vVol. 1 p.4856

"The Conpiercial Bank of Nanltoba chartered in 1884 during
perlod;qgf Inflation --- menaged in a way beneficial
to lochl development but not on sufficlently strict
businegy principles and in July 1893 was obliged to
suspend operatlons. A small portlon of English capital
waa invdlved." :
§ i

i

g
jo



R4,

~ America wers=mmw-wws In ontario snd Quebee, the mineral
resources are scarcely yet developed, but important
deposits are known to exist, such as iron, lead, zinc,

The praétical agspect of the above 18 revealed
by a table printed in the Canadian CGazette (London)
September 16th, 1897, (mee page 27), listing some
British mining companies and thelr capltal 1nvastment,

It refers to the Klondlke and Sritish Columbla éompanies
floated in London and gives some indlestion of the amount

invested at that time.



CANADIAN BATLMAYS AR CONFED RATION

2,100

Capltal

0
o

CAUADIAN BATLMAYS IN 1008.

Canada Atlentlo
Ganadae Southern
Canadian Pacifio
Central Ondario

Orand Teunk

Jusben Contral
Yontroal & Atlantlo
Dominion & Atlantlc
Other Lines

Cov. Dullwayn

Ziles
158

Stk

1,562

ALY b et el A,

15,077

Capltal.
£ 7,786,560400
35,450,260 ,00
515,016,825 .00
34170 ,000600
550 5644, 805,00
10,597 ,154.,00
0, 250,2065,00
6,006 , 900400
7,541,513 40U
105,452, 4850

56,756,505 »00

£ 094,640,509,00

Canada, An Incgolopedia



Year
1886
1887
1888
1389
1890
1891

1898

1895
18984
1898
1896
1897
1898

254

CANADIAN PACIFIC FINANCIAL STATISTICS

Fized Charges

§ 5,068.081,84
5,250,265,81
5,644,551 400
5,779,152 ,94
4,246,618,00
4,664,405 45
5,102,;018,09
54538,507,22
6,561,578,62
6,659,478,52
6,708,084 ,42
64783,567,26
6,774,521,24
65816 4676 456

PREFERRZD STOCK 4%

6,424,0060,00
6,424,000.00
6,424,000,00
8,005,666 467
9,830,
20,951,000,0

<

e
{

e ¥
&0y

<

Fixed Charges
por Mile.

687.29
640457

685,44
751446
763423
808496
848,21
843,45
1,038,686
1,033,835
1,035.8%
1,032,79
1,013.96
975,81

C, P, R. statistics from H. A. Innis Histpry 0f C.Pe R,
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GAMADIAN 2AGT L0 PINANCIAL SEATINPICH

1206
1667
1668

1089

1060

1804
1866
16886
laov

T LAy

16689
18460
1091

COUSOLIONTED DEDEVEULEL OTOCK 49

4,360,000400
13,040, 600,00
19,770, 402,466
34,953,008 ,86
59,810,675,00
41,879,675,00
49, 585,018,355
45 4 BAT 045 455
46 ,056,670,33
48,061,806 .53

5§;3§?;Qgg‘§§

SURPFLUS
655, 444470
285,004 455

| 526,420,.08

2,461 , 708454

2,065,002 51

DIVIDIUD RATH

5 %

CLrinla a8 W
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CANADIAN PACIFIC FINANCIAL STATISTICS
| Dividend Rate (Continued)

1892 &%
1893 8
1894 2.5
1895 1.5
1896 2
1897 4
1808 4
1899 5
1900 5

Ever since its completion the main
financial interest in the CGanadian Pacific Raillroad
hags been overwhelmingly British, The following table
gives tne geographical distribubtlon of the gwnerghip

of the common stock for selected years, (1)

United  Unlted Total Amount

Yooar Ganida Kinﬁéom Stgt@s Elsewhoere Oubstanding
- £ Ti— C—

1906 1058 60,83 15.03 15,566 $106,000,000
1915 14.14 82.64 9.86 15,36 260,000,000
1985 21,14 50475 20,69 7.44 260,000,000
1926 19,43 53.96 18,74 7.87 260,000,000
1929 18,07 42.90 52.68 6435 330,000,000
1934 1726 52,50 24,40 5.84 335,000,000

Preforence stock $137,250,000, 97% or 98%
always héld in Creat Bribtain and has full vobing rights.

(1) Cenadisn rmerican Industry - Mershall o Taylor.
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STATISTICS OF LOAN AND TRUST COMPANIES (1878 -« 1899)

YEAR NUMBER OF DEBENTURES DEDENTURES
COMPANTES PAYABLE IN PAYABLE IN
— REPORTING _CANADA T, BRITAIN,
1878 58 § 507,603 & 5,205,208
1879 62 187,003 6,206,855
1880 83 244,659 22,968,108
1861 80 1,240,406 21,915,028
1862 91 2,968,880 23,701,460
1885 85 5,827,566 25,792,904
1884 84 5,909,462 28,358,864
1885 81 4,341,705 50,456,355
1886 77 8,544,555 52,361,507
1887 77 6,898,047 32,062,266
1888 74 7,214,785 36,562,670
1889 78 8,165,940 40,398,261
1890 76 8,300,694 45,125, 546
1891 71 8,550,063 46,540,059
1892 70 9,155,190 48,684,030
1893 82 10,028,102 49,408,398
1894 94 10,388,146 47,153,562
1895 94 11,272,570 45,854,591
1896 94 11,769,285 44,736,097
1897 95 11,869,512 41,355,154
1898 95 12,667,914 40,573,067
1899 102 15,956,003 37,372,811

"Report of Bullding Socleties, Losn and Trust Companies,

Dept. of Flnance: 1913,



BRITISH MIWING COMPANIES IN CANADA 1897.

Company

Yukon Goldfields

Klondike HMining, Trading &
Tranaport :

Bxploiters & Investers Trust
Klondike, YTukon Hxploration
Klondike Piloneer

Klondike & Columblan Goldflelds
Britlsh Columbia & New Find

British Empire Finance

]

‘British Columbian Exploitation
Hew Golden Twins

British Dominion Exploration
Klondike Gold Reef Exploration

C.Es Exploration Syndicate

Klondike; Yukon & Stewart Ploneers

New Klondike Goldfinders

Pald up
Capitel

£ 55,000

200,000

17,500

18,000
11,000
95,000
100,000
7,198

o
R

.
L
[}

500

<t
O

,99

L

100,000
555000
100,000
101,000
18,000

& 1,187,691

(Canadian Gazette (London) Sept. 16, 1897)

27,
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CHAPTER 111
1900 - 1914

The turn of the century marked the beginning
of a period of extensive British investment in Canada, s
movement of caplital that was to procesed at an ever
increasing rate until the outbreak of war in 1914. Diverse
causes, politicsl and ecounomic, combined to make Canada the
principal reciplent of Britain's surplus capital during this
period,

A turning point in the course of Britaints
foreign trade and thus 1n that of her forelgn investments
was reached at the beginning of the twentieth century. The
Boer War, 1898-1901, absorbed the accurmlated domestic
savings of the §fevious inactive decade and marked the
terminatlion of that dorment period of British foreign
investments., | '

Free from her South African entanglements
Great Britain looked upon a rapildly changlng economic world,
Faced by a hitherto unknown competition in world markets,
accompanied by a growing tendéncy bowards higher tariffs,
Great Britain found her relative position in world trade
falling, as she strove to malintaln a policy of free trade

in the face of rilsing economic barrlers.
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TARIFFS AGATNST BRITISH EXPORTS, 1903 (1)

Germany fone 25%
France .. 344
United States esae 729
Russia ceas 1309
Belgium cans 13%
New Zealand coes 0%
Australia . 6%
South Africe vrew 6%
Canada cns | 177

A moderate business depresaion followed the
Boer War and with the upswing of the cycle came the
recovery of British forelign linvestments, A policy
fostering Empire trade had been adophed by Bﬁitain. It
experlienced its first concrete impetus at the Imperial
Economlic conference in 1897 and was nursed by Joseph
Chamberlain during his term at the Colonial Office. The
Colonial Stocks Act of 1900 gave the dominlons trustee
status for thelr public loans, which enabled them to borrow
on easler terms.

The rapild advances in communication and
transportatibn'enabled a more widespread knowledge of Canada,
which tended to relieve the strain of dlstant control and
stimulated an increased appreciatlon of Canadian opportunities.

The political security that British self government assured,

(1) GeDeHe Cole: British Trade and Industry, p.l04.



gave the British private investor a set of desirable
secondary conditions.existing in a fisld that offered
profitable {inancial return.

Political considerations added their Iimpetus
to a movement of capital thalt was sconomically spontansous.
Political and commercial prestige was a consideration to
which the British govermment was unot blind. Many nations
were experiencing rapid change in thelr financilal status,
Nations who had formerly been borrowing nations were
competing with Great Britaln in foreign investment fields.
The United . tates was developing rapidly as a financlal

1.

power. Though Brltlsh capltal was still finding its way
into America and was to vregain iost ground somewhat in
subsequent years, at the turn of the cenbury the intensity
of the Americean demand on the London money market had
decreased bremendouslys Aﬁ@rican‘capitai in 1901-1902

went so far as to invade CGreut Dritaln when the construction
of some of the London tube rallways were undertaken by
American syndicateé.

Thus Britlsh capital, public and privats, streamed
into Canada in sufflcient -~uantlty to make her Britain's
largest borrower.

The accompenying table and chart reveal Viner's
estimates of British capltal Investiwent in Canada from

1900=1913. (See page 31



BRITISH INVESTMENDS ITU CAUADA 1900-1915
(Viner, Canada's Balance of Internationzl Indebtedness)

Private Sales

Public Issues Dby issuing

Thousand Coverrments & Individasl Treasury Insurance OQther Total

Year Dollars. Sorperations. Sales Bills Companies liisce. .

1900 3,068 1,000 1,000 1,000 4,000 10,088
1901 8,045 1,000 1,000 1,040 4,000 15,085
1902 4,641 1,000 1,000 1,275 4,000 11,918
1303 21,652 1,000 1,000 1,181 4,000 28,835
1904 21,954 1,000 1,000 1,566 4,000 28,500
1905 51,456 2,000 1,000 235 21,707 76,398
15086 42,656 2,000 2,000 20 21,707 68,453
1907 37,020 2,000 2,000 2,524 21,707 65,251
1908 152,478 2,000 2,000 3,218 21,707  181,4C4
1509 185,538 2,000 2,000 34480 21,707 212,725
1910 177,926 8,563 2,000 3,651 26,317 218,457
1911 218,095 1,000 3,0C0 5,254 17,088 244,427
1912 187,140 4,500 3,000 6,165 14,028 214,830
1913 524,258 9,682 3,000 23,000 1,818 14,025 675;771
Tobal $1,435,834 & 38,755 25,000 5 23,000 wO2,479 & 200,000 (1,753,118

12
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The unusual phenomenon which these figures portray

ie emphasized by Sir. Geo, Palsh in an article printed in
“the Journal of the Royal Statistical Séciety in Janueary
1911, "Excluding the United States, Great Britain hus
provided more caplital to Canada than to any other country
and the rate at which the British people are increasing
thelr investments is do rapld as to be phenomenal., The
smount of visible capital our ihvaatcrg have placed in
Canada now (1910) emounts to the great sum of £373,000,000
and new supplles of visible capital are {lowing to Canada
at the rate of over £30,000,000 a year, Including the
inviaible capital, that is the capitael privately supplied
for losns on morigages, the purchase of land for the
conduct of private business %tc;, the amount 1z probably
nearly £40,000,000 a yeur. The amount of visible capital
~we have sent o Canada in the last three years as reached
£1oo,c:>oo,qoof

| “Canada still needs a large sum of money for the
completion of the railways now under consiruction and
inasmuch as the Mother country is proud of the great
progress of her daughter, and is willing to supply her
with all the capital she needs to develop her resources,
1t is ovident that our capital investment in Canada will -
reach a much greater totel in a few years. Practically

the whole of the capital which has been spent on rallway

consbruction in Cansda has beoen supplied by the investors
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of Great Dritain. In the ninstles, when our investors
weye suffering from a feeling of distrust of other natlons,
including the Colonles, the progress of Canada was very slow
and the increase of her population relatively unimpeftant,
but in recent years the ability of Canada Yo obtaln all
the capltal she needs for the development of her natural
riches has stlmulated the growth of her population in a
wonderful manner."

This extract 1s a neat cross section of British
public opinion towayds Carada, bOth as regurds her
development and as a {leld for Investment.

The correlation between Britain's forelgn

investment and her forqisn trade is of interest at this

point
Total Trade Trade
Overseas Forelgn Empire Total
Year Investment Countries Countries Trade
65% 355%
1896 £1,640,000,000 £156,000,000 £ 84,000,000 &£240,000,000
63% 37%

1913 £4,000,000,000 £330,000,000 £195,000,000 £525,000,000

These f{igures reveal remarkable absolute increases
and a slight but interesting relative shift between the
trade with forelgn and empire countries, which was to a large
extent attributed to the increased investments within the
Empire. Great Britain's trade, as revealed in the above

figures, experienced an absolute increase of £285,000,000,



of which Empire countries accounted for £111,000,000 or 39%,
distridbuted as follows: '

Canada accounted for £18,500,000
India " " 40,000,000
Australia " n 16,500,000
South Africe " 8,000,000
New Zealand " 7,000,000

Having examined the factors that influenced the
degree and directlon of this flow of capltal irom the
exporting nation, what sspects of the Canadian economy

abgorbed the larger portlons? The trend during thls period

wes towards an Increasing vaviety of capital requirements

s

and opportunitlies and for the first tlme categories hitherto
gréupﬁd as mlscellaneous accuired proporitions demanding
geparate consideration.

Government and municipal borrowlng, as formerly,
conbinued to absorb a large share of British cepltal.
FuW, Fleld summarizes government flotations in London from

1905%1911 as follows:

Govermment Amount

Dominion ) 36 ,000,000
Manitoba 2,465,000
Alberta 1,811,000
Ontario 24520,000
Sasketchewan 1,410,900

New runswick 450,000



In addition to govermment bhorrowings, municipalities
sought t:e necessary capital for extenglve public works snd
local improvements in Great Britain; Fleld's investigations
show a total of §15,544,112 for the years 1905-1911 |
inclusive; &1st?&buteﬁ‘émeﬁgst twenty~five munlicipalities

in verying amounts as shows below:

Winnipeg 35,727,642
Montresal 2,B23,800
Vancouver 1,968,900
Edmonton 1,104,100
Calgary 997,900
Maisonnedve 879,000
Westmount 500,000
Quebec 407 ;621
Toronto - 394,100
Regina 318,300
South Vencouver 310,259
Victorla 277,800
Point Grey 241,470
Hamilton 204,100
Mocse Jaw 190,500
Baskatoon 188,600
Fort William 165,100
Ottawa 166,900
North Vancouver 130,500
New Westminster 120,600
Burnaby 118,500
St. John, W,B, 115,000
Port Arthur 110,700
~Sherbrooke 102,700
Lethbridge 90,740

$15,344,112
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This list of municipalities, amongst which are
many relatively unknown names, sugrests quite delfinitely
that %hﬁ trend 1in England was towards a more widespread,
detalled and confidence~insplring knowledge of Canadlan
development.

However, a changing sttitude towards Canadian
government bonds on the part of the British invesﬁcr is
observed in the increasing difficulty of floating 3% %
bonds in London. This fact can be attributed to three
factors, the rise in commedity costs reducing the real
income Irom such investments; the increassed security
asgoclated with hisher yieldinz Industrial and financial
issues, snd a general rise in interest rates.

Ag was the case in the previous dscades, raellroads
.cantinued to draw large quantities of British capltal into
Canada, Rallroad mlleage was steadlly inereasing until in
1911 there was 25,599 miles; the greatéat por caplta mileage
in the world. The accompanying summarized statement of
Canadian Rallroad 50rroﬁ1ng for the seven years previous to
December 1911 shows the Canadian Northern, with s brans-
continental line nearing completion, to be the heaviest
borrower, followed by the CGrand Trunk and Canadien Pacific.
This total was practlically one hundred per cent financed
in Great Dritain, the Eritish investor malntalning his

traditionsl identification with Cansdian rallroads.



(1)

{1)

(1)
(1)

(1)
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CABADIAT RATLROAD BOWROWING (1955 - 1911)

Rallway

Canadian Northern

Grand Trunk Pacific

Caradian Pacific

Grand Trunk

British Columbia Electric
Canadian Northern Ontario
Alberta ana.Grsat Waterways
Grand Trunk Pacifloc Branch Lines
Canada Atlantic

Duluth, Winnipeg and Pacifié
Nova Scotin Eaétern

Atlantlc Quebec & Western
Algoma Central and Ifudeon Rey
Central Rallway of Ugnsds
Toronto Suburban

Wisconsin

Algoma Eéstarn Rlye

lMontreal

Winnilper Tlectric

Central Ontario

Dawson, Grand Forkgs and Steward
Central Countles

Timlsconata

Street Rallways

Amount
£ 21,181,140
17,900,000
12,089,400
4,598,400
4,215,000
1,595,569
1,580,550
1,270,500
1,025,000
950, 000
940,000
925,000
790,000
600,000
540,000
514,403
515,600
460,000
300,000
200,000
125,000
97, 500
50,000

£72,379,062

Flgures [{rom F.W. Fleld, Capital Investments in

Canada.
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Bullding socisties and Loan and Trust Companles
conbinued, aiong with the rallroads, to bring thelr share
of Britizh capital into Canada throughout this @rbgressive
period, hitting a peak in 1911. liowever, thils type of
financial Instltutlon wes tending somewhat to absorb
domestic capital ag observed in the year 1913 when debentures

payable in Canada increased almost two and one half times.,

COVPARATIV: PICURS OF BUILDING SOCIETIAS, LOAN & TRUST COMPANIES

(1)

No. of Debentures Payable Debenﬁuves'Payable
Yoar Companles . in Canada., in Great Britaln,
1900 o 15,044,251 55,650,417
1901 08 16,877,878 34,885 ,45Y7
1902 92 18,570,083 34,278,345
1903 85 19,189,312 35,088,495
1904 83 20,058,574 35,157,763
1905 84 21,394,845 45,585,852
1906 81 21,454,822 46,955,717
1907 78 21,185,037 49,928,730
1908 80 20,927,235 B5, 352,735
1909 84 59,559,906 43,781,592
1910 52 25,645,107 69,276,605
1911 7. 25,618,629 72,155,411
1912 73 24,656,571 49,751,593
1913 74 64,490,240 56,728,877

Canadian Banking stock, whlch had been readily
sold in Great Britain durlng the early perlod of Canadian

Banking, contlnued to have large and numerous purchasgers

Annmual Raport of Dept. of Finance on Affalrs of
Buillding Socleties, Trust and Loan Companies,
1913, '

.~
o
N



in Great Britain. With a rapldly expanding wheat acreage,
(from 623,245 ~ 10,374,000 acres 1in the twenty years previous
to 1911) and a proportionately expanding annual crop,
enlarged banking facilities were contlnually demanded., The
extent to which British capital dld flow into Canadlan banlk
stock ( 10,000,000 from 1900-1913) is no small criterien
of the regpect that Brltish investors held for Canada and
fundamental Canadlian institutions. The double llabllity
clause and other complicatlions peculiar to Canadian bank
shares lnvite careful study on the part of a potential
investor and his subsequent aprraisal is revealed in his
| TespONsse
A notable changs occurred during this perlod in
the attltude of British capltal toward Canadian Industry.
For the first time London displayed pecunlary interest of
any appreciable alze,
Although the investment of British capital in

Canadlan mining enterprises hed hiltherto been small, the
opsning up of the Cobkalt and Poréupine districts along with
the coal areas of ‘lberta played a prominent part in bringing
the total of British mining caplital which entered Uanada
from 1900-191% to a slzeable flgure estimated by Viner at
£59,000,000,

| The Cobalt boom wes Ontario's flrst biz mining

experience. Amnorican capltal was first to appreciate the
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richmess of the srea and by quickly pouring in men and

capltal were able to reap abundantly the richest frults.

Well founded hesiltancy was dlsplayed by British interests

untll a group of BEuropesn mining engineers put thelr

definite stamp of approval on the Cobalt area in 1908,

From then on substantlial sums of British capltal began

to flow,

When the Porcupine area was dlscovered Cgriadian

and British interests were better equippsd fc‘play

plonsering roles, From the outset reputable mining
interests,amoﬁg whom were Consolidated Gold Figias of
South Afrioca, the Noreing Beckwlck people, the Anglo-
French Exploration Company, JeB. Tyrrell, F.As Helnze

others, were actively identified,  The presence of

el

these men inspired s degree of confidence absent in the

early stages of the Cobsalt boom.

fe=

Fleld distribubes British Mining Capltal invading

Canada during this period as followss

Gold £ 680,000
3llver 320,000
Iron & Coal | 4,731,660
Copper : 80,000
0il 622,000
Cement 790,482

Eiscellaneous 909,480



In addition to the amount invested through
public floatations large amounts were Invested
by direct purchase of mining stocks and claims.
Field estimated that probably $1,026,000 came into
Ontario in this way and about $500,000 into Wova

Scotia.

41



CANADIAN LOANS IN LOWDON FOR MINING PURPOSES (1)

1905
Weatern Canade Cement&Coal Co. £ 225,000
Northern Sulphlte M1lls of Canada _ 100,000
' ' £ 385,000
1906 )
T Western Dominlon Colleries Litd. £ 500,000
1907 : 7
Vancouver Copper Company £ 80,000
England's Premler Cobalt Mining Co. 220,000
Bluebell Gold Mines ___R0,000
& 320,000
1908 _
Dominion 0il Co. £ 120,000
East Tilbury (Canada) 01l Flelds 800,000
Ymir Gold Wines 20,000
Canadlan Mineral Rubber Co. - 170,000
Dominion Kica Coe 15,000
Dominion Irom, Steel g, 1,200,000
Canada Cement Co, ' 360,082
Wanitoba, Saskatchewan Coal Co. , 51,440
£ 2,136,528
1910 _
Canada Cement Co. ' - 205,500
Amalgamated Asbestos Corporation 624,480
Western Canada Collieries Ltd. 200,000
Nova Scotia Steel & Coal Co.Ltd. - 309,000
Canadian 01l Producin: & Refining Co.Ltd. 75,000
Canadian Collieries (Dunsmulir) Ltd. 2,054,800
Oklahoma 011 Co. 67,000
Lake Superior Iron & Chemlcal Co. 616,420
Bawthorne Silver & Iron Mines Co. - 100,000
Standard 01l Co. of Cgnada 160,000
British Columbla Goldfilelds of Canada Ltd. ___ 40,000
£4,452,800
1911
Ontario Porcupine Gold Fields Development
Gompany £ 600,000

(L)  F.W. Meld, Capital Investments in Canada.



Although the American investor has been qulcker
to realize the profitableness of investment in Canadian
land and timber, nevertheless, British capital»has not
been entirely lacking. Influenced to some degree by the
large railroad corporations, Viner estimated the Byitiéh
purchases of land and timber area from 1900-1913 at
$40,000,000. British Columbla and the Prairile provinces
seemed to have enjoyed a preferentlal rating with the
English buyer, the frult 1aﬁds of the Gkané@ah Valley and
western pgraln flelds being the principal attracting aveas.
English capitel in the lumber industry was limited to a
few gaw mills and a mcﬂérata lnvestment in pulp wood limits,
This latter industry rocaivgd a distinct stimulus in the

o

et
ey oy

of the United Stabtes Tariff Comm!
Prosident Taft. The report dealt with the relatilve
comparabive advantaze enjoyed by the pulp and paper
indgstry in Cagnada and the Unlted 3tates and presents the
conclusion that the tobal average of equipment and
efficlency is slightly better for Canada than for the
United States. Below is presented the total of Canadlan
industrial flogtations in London from 1905-1911, revealing

the rapid annual increase:

(1) 1905 £ 1,010,000
1906 802, 500
1907 1,220,000
1908 5,544,000
1909 2,952,508
1910 5,608,847
1911 7,528,765

(IV " F.W, Fleld: Capital Investment 1n Canadas



LI3ZT OF LAWD AND LUMBER COMPANY FLOATATIONS

IN LONDON FROH JANUARY 1906 ~ DiCENDBER 1911

'lQQG
“Western Caneda Land Co.
Southern Alberte Land Co.

1907

Canadian HEsbates Ltd,
Weateorn Canada Timbsr Coa

1909

Britlish Columbla Frultlands Lbd.
Southern Alberta Land Co.

1910

British Columbis Fruitlands Litd,
Canadlan Wesbtern ILumber Co.Lbtd.
Weatern Canadse Land Cos Ltd,
British Empire Timber Co.

Dominion 8pwmills & Lumber Co.Lbd.
Bwanson Bay Forests, Woodpath & Lumber

Milles Ltd, ‘
Anglo-Canadian Land Co. LBd.

Dominion Sewmllls & Lumber Co.Ltd.

£ 300,000

700,000

& 215,000
75,000

290,000

£ 174,600

__800,000

474,600

£ 174,600

1,500,000

500,000
500,000
800,000

100,000

» ot e P e e

475,500

800, 000.

£ 4,800,100

Canadsa

1911 ,
Canadian Wheatlands Ltde £ 350,000
‘North Sasketchewan Land Co.Ltd. 450,000

Anglo-Canadian Timber Co. of Brltish
Columbia 225,000
Columbla River Lumber Co. 600,000
Britisih Canedlan Lumber Corporation 800,000
Canadian Pacific Lumber Co, 550,000
Dominlon Sgwmills & Lumber (o, 1,027,500
famloops Land & Development Co, 20,000
Alberta Land Co, 200,000
North Coast Land Co. 150,000
Dominion Western Land Corporation 100,000
Liverpool Western Land Corporation 50,000
Natlional Land & Frult Packing Co. : 150,000
£ 4,472,800

FeWe Flold: Capltal Investments in



The first decads of the twentleth century
saw the beginnings of s branch plant movement into
Canada on an appreclable scale. The advantages of
this type of investrent in Canada were considerably
wolghted in favour of American Induastrlalists so that
British capiltal entering Canade in this way did not

become note-worthy until after the war.
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CHAPTER 1V

TN WAR  YBARS

The advent of the war in 1914 had a very
profound effect upon Cpnadisn finsnce and future
development, War-time emergencies have in the past glven
rise to institutions whlch have subgequently been adopted
byvpeaee—time econonties. In the same way that CGreatb
Britain inherited the income tax and the Ban- of England,
and the United States the Wgtlonal Banking systenm an@,her
high tapriffs, exigeneieé of way contributed materilally
to a changed Canadian Llnanclal outlook. Iﬁ the first
place HWew York replaced London as the forcisn centre for

the marketing of Cagnadian securities and socondly, uhe
demands of war financing gave birth to a domestlc investment
market that srew to sizeable proportions in subsequent yoars.
The Oreat War broke at a unlque time in Canadian
developments As observed in the prsvious chapter, the {irst
twelve years of the twentieth century was a period of
unparalleled economlic activity. In 1913, beiore even the
threats of war could have exerted any dampening influence,
there was & dafinite break in the trend of increasing
prosperlity which rendered Canada's positlion in 1919 one to
arouse definlte fears amongst many reputable men. To many
the war, comlng as 1t did, was the only thinp that saved

Canada from & major economic set=DaCk.
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Undoubtedly Cansda was faced wlitihh & problem
of econonmlc readjustment when war broke out. The
depreasion of 1913 was to a degroo worldwwlde, but
éhﬁ incidence amppeared rulatively moro severs in
Ganadét & olimax had bYeen reached in Cunadal's
axtonsive foreimm bLorrowing. NHo longer was
ingreased borrowing consldepsd a setisfactory means
of p@yim; annual Interest payments, which hed reached
an ostimated 180,000,000, Decreasod imports had
produced an acute decline in customs rovonue,
emigration to the United States nad roached a now high,
and there was & notlceable roturn of Westorn farmers
to the Husty unomployment fopr thé firat tlpe was

causing concoern.

Undue pessimism, however, seems to a degroo
t0 be unfounded, Uriting in the London Tconomist of
May 16 1914, Wme Te Tapp, FeRehola, F.R.0.0, rofuted
he statoment "that the entire indebtedness of the
Ganaéian people man for man, exceeded by a good deal
that of the United statos on Poderal, Btate, and local
account." as, "a statement unable to Lear the light
of serious investlgation." In part he writes, "Cunada

ig in the best Clnanclal pogitlion of all the colonies
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with the possible exception of Indla =~—www ~o Nor nmust
be lost sight in making a comparlson that at least two
thirds of the mineral, tiwmber, and:hydro wealth of the
Dominion remains unexploited. Certalnly Canada's cpedit
has been spolled by the 6ver expendliture on rallways for
political reasons, and the overv&luatién of real estate
by irresponsible agents and otnér gquick money ﬁakersg
but she iglgtill in a pe?fectly gsound financial
-position and she will demonatrate that faét before

another year passes,"

What seems to be an impartial economlc summary
of the Canadlan year 1915 appears in the>Jgnuary 17, 1914
number of the Economist written as follows by lts Ottawa
correspondent., "1913 produced for Canada a break in
the long serles of years of boundlng prosperity. Canada
like otly r countries suffered from financlal stringency,
ww=== but it was not the stringency which comes from
adversity but that which springs from proﬁgeriﬁy. The
great expansion of the West led to a credlt inflation
which inevitably caused a certaiﬁ amount of commercilal
fallures. In thé same way, there has bsen a reactlon
to the land boom, and realty values wlll take some time
to recover, If Canadlan industrial and oth@r flotations
have lost popularity in the home market, and dearer |

rates have had to be paild for borrowed money,; nevertheless, !
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a large part of the expenditurs lncurred on Q@n&tfuctian
and transportation in 1915 mey bDe reogarded as productive .
In the senge that 1t wlll, for the most part, assi&ﬁ in

a8 larger explolibation of the natural resources of'th@
sountry. The banking system of the country has surnountod
tho straln of suﬁﬁam contraction followlng an expansion
with romorkable success. In the Woab, lessensd abllity

to borrow has not produced a elump. The resl estate
gambler after a five yaaf-bocm has beon starved out,

but property for real use i atlll being bourht. Rellroad
construction in 1913 establishod u new record and mining
induatery expanded ﬁhﬁ@ugﬁ&ﬁﬁ;“'

The outbroeak of war in 1914 counfronted all nations
of the world, belilgerent and othorwise, with a changed
financing problem almost overnight. The London mom@?
‘market was jmwedisbely closed to all forelgn industrial
barééwing; The United Eingdom ?v@a&ury officials
realized that the oubtflow of éapital into pro-way channels
must stop. To Cinance war activities and lend assistance
to s8llied countrlies was the Qﬁvamaunt consideration. The
famous Treasury reguletions of January 1915 defining
ag good delivery only suoch securitles as had b&gﬁ held
in actual physicel pcss@s&ion‘in the Unlted Kingdom prior
to ﬁaptamﬁar S0tha 10L4, effectively closud the market
to all outside Lorrowers.

teiting lete 1n 1914, Charles A, Conent investlgated

thoe probable effect of the war upon the supply of
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investment capltal. He estimated.the demand for cépital
for purely war purposes to be so grgat,as to absordb
an amount equal to. the entlire savings for investment mads
in all civilized countrles for a period of several years,v
and that the effect of thls abnormal demand for capital,
"which 1s beling consumed without economic profit,"
would be to ralse the fata of interest upon investment
securitles higher than it had been for many.yeafs. He
anticipated the liquidation of large quantitles of
American rallway and industrial securities held in
Burope in order to secﬁré Awmerlcan dollars for wap
financing. (1) The movement of Canadian Pacifie stock
from England to this side of the Atlantic id the early
stages of the war, justified this latter anticipation.
The necesslty of Canada's radical change in
financing was obvious., Great Britain could no longer
be depended upon as a source of capitgl supply and
Canada had no demestic investment market of her own. As
shown in the following tables, Canads had immedlate
recoufse to the United States to tide her over the period
until an investmsnt organization of her own could be
gset up. This transformation 1is vivlidly portrayed in the

accompanying tables.

(1) Charles A.Conant - Effect of War on Supply of
Investient Capital (Pamphlet).



PERCENTAGE  PLACED  IN

Year Total Borrowing GANADA T.SeLe CREAT BRITEIN
1913 & 373,795,205 12.20% 13.56% 74..24%
1914 272,935,067 12.09% 19.77% 68.14%
1915 341,892,871 43.71% 42.11% 14.18%
1916 316,917,362 33.56% . 84,897 1.55%
1917 756 5 346,033 74 .63% 24.71% 567
1918 763,968,449 94..87% 4,707 <437
1919 909,383,728 76 ..89% 22,547 «57%
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’ In 19156 the provalling conditlions reducod

Uanadian borrowlngs in London to the lowest total
on record since 1906, Railroads and the govermment
were tha.anly inaﬁiéutién& to suogessfully invade the
English market, the year's total of £8,235,000 being
‘made up of thros flotatlons, a ten-yoar bond issus which
was oversubsoribed, & Crand Trunk Railrosd £8,500,000,
BE% five-yoar notes of whilelh 44% were loft with the
undeprwriters, and a Canadian Nopthern Rellway lssue of
£756,000, 8% ono-yoar notes, made to replace notos
maturing in July of 1818, In addition to these public
lssues the Imporial government was advancing Can&da'
£8,000,000 por month since the outbreal of way which had
smounted to £30,000,000 by the end of 1915,

By 1916, United States had completely roplated
Groab Uritain as the sourcs of our forelgn borrowing.
Mupring that year, only one Usnadian public flotation
suscesded In sscuring the treasury sanctlon, this belng
an lssue of #1,00L0,000 by the Cgnadisn Vickers Ltds a
company ongazad in important work for the Britlsh Adnlralty.
In addition to the Cpnedien Yickers loan, thore was e
total of $48,000,000 of Canadlan bonds repurchasod in the
Unlted Fingdom.

In 1917 £1,000,000 of 3 yesr 67 Orand Trunk

Rallway notog successfully gelned the London market whicl



was followed again in 1918 by a further Grand Trunk
lssue of £3,000,000,

The figures presented in this chapter show that
by 1917 the small investment dealer organizatlon that
had existed In Canada before the war had expanded in
conjunction with banking and public support to an
institutlion ﬁhiah was able to raise in 191%, 1918,

1919 an amount equal tblcanada's combined borrowings
from both Great Britaln and the United States during
the previous nine years,

When the United Svates entersd the war in 1917,
Canadian borrowing in that {ield practically ceased.

No further help could be derived from Britain and.
-Cansada was,ecmpletelﬁ on heyr own resources.

A short account of Canada's domestic war
finencing ls not out of place. The lonetary Times of
November 28, 1919, roviewsd Canadlan War loans after
expressing the.satisfaction of the Department of Finance

'over the exceptional success of the slxth and final
Victory loan which was floated in the face of considerable
doubt inasmuch as the war was over and patriotic incentive
was considerably decreased. The Monetary Times writes

in review, "The loan jJjust raised 1s the sixth doﬁestic
flotation since the war, or practically at any time. The
first war loan was raised in 1915 and the securing of

money for Dominion purposes was such a novelty that there
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wag much doubt expressed by Canadian financlers as to
whebher 3ir Thomea White, Minister of Finance, could

secure the modest f£ifty million dollars he asked for in

that year. This loan was doubled, the amount applied

for by the public being $105,729,500, This loan could in
no way be called a popular flotation., There was no
appeal to the small investor and the total number of
applicatlons was only 24,482, Nearly half the fifty
million was taken by the banks,

The second war loan was floated in 1916 and Sir
Thomas White as a result of the success of the [irst loan,
asked for $100,000,000,00., The amount applied for was
slightly over $210,000,000.00 but only thé £1.00,000,000,00
was accepbed, This loan, like the first, was largely
subscribed by the big institutlons and wealthy investors,
the total appllicatlons belng 34,526,

The third loan came in March 1917 and, as in the
case of the two previcus loans, there was no great |
campalgn to reach the humble 1nves£ore One hundrgd and
f1fty million dollars was requested and $260,768,000
appllied for. The total applications showed a slight
increase but were still comparatively small,; being 40,000,

It was in the fall of 1917 when the war situation
was becoming critical and the question of world finances

more dAifficult, that the flrst attempt was made to
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popularize Canadian bonds, Sir Thomas White formed a
PDominion-wide organization and a great campalgn was
conducted throughout the whole Dominion., This loan again
was $150,000,000, the rate of interest being raised from
5 to 53%. The loan was a success far beyond the fondest
hopes of Slir Thomas and his colleagues. The amount was no
~ less than $419,289,000 and the number of applications
Jumping to 874,331, This was a great tribute to the
value of advertlslng and orgsnizatlion.

_Tha fifth loan, flaated in the fall of 1918 was
an even greater success. The amount requested was
$300,000,000,00. The amount applied for was $695,390,250,00,
the number of applicatiomﬁ regching the enormous total of
1,104,287, or about one out of every seven in population.

In the coursse of her war-time flnancing, Canada

‘had definitely proven herself a nation,
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CGHAPTER V

1918 - 1938.

The conclusion of hostilities in November 1918
marked a financlal victory for the British Empire which
was second only to the victory on the battlefields. The
axtreme capaclty of the crodit system in general, and the
gxceptional financlal strength of the British Pmpire
in particular, astounded Britain's friends and enemies
allke.

In sharp contrast to Germany, Englanﬁfs cradiﬁ
emerged from the war as strong as 1t had ever been. Her
fereign trade, limibed only by shilpping facllities, had
besn mailntalned at the pre-~war level and her foreign
Investments, somewhat changed in iecation owing to large
liguidatlons In the United States, had not been decreased
in amount by a single dollar. England had definitely
proven her filnanclal capacity. ’

Canada'!s financial revelatlon was no less
'astoundiﬂg. Belng immedlately shut out from the London
mayrket at the ocutbresk of war she soon dlscoversd her own
resources and at the end of the War was supplying her own
financial requirements almost one hundred per cent. As
noted in the previous chapter, Canada experlenced a complete
financial transition from the British market to her own by

way of the Unlted States. The Government from first to
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last during the war had asked the people for
$450,000,000 to finence the war (1) They had responded
with the offer of $982,000,000 and at the close of the war
the Cgnadian Vio%ory Loan Bonds were selling at an advance
1 on the lssue price.. Canada was the only country ln the
world where such a condltion exilsted. Waf Loan Bonds
in the Unlted States, Britain and France were all
deprecliated. (2).

In 1919 the changed investment situation in Canada
was as followdiw

1. Great Britaln had oceased to be the centre for
Canadian financing.

2+ Frilendly financlal relations had been established
with t?r-la'le"xite(i Stéteﬂi ’

¢ A growing investmeﬁt dealer organization in Canada
had developed as a result of a new interest.ﬂnd caﬁacity
on the part of the domestic bond dealers,

4, BSubstantial provincial, municlpal and corporation
neads had been deferred while war time financial requirements
had pfacedence, but were expected to require financing in
the post war period.A |

This 1asf aspect was very real as borrowlnz in

Konetary Times  June 7/18

Monetary Times  Jan. 10/19.



subgequsent years was to show,
It had become the'fashion before the war to

asscrt that Canada's borrowing activities must stop and
thet the nation must concentrate on the production of
wealth with the capltal equipment possessed, The events
of the war and the conditions followlnz seemed to refute
this contention, The KMonetary Times of June 7. 1918, .
under the title "Pinancial Future of the Empire" wrote in
part: MCanada and every other country in the like stages
of development must be a borrower for years to come. Our
resources have hardly been scratched. A veritable cmpire
is still in the waking in the West, the province of
Jaskatchewan has scarcely 15 per cent of its arable lands
under cultivation, there 1s inmperative need for the
construction éf 5,060 miles of branch raillroads to opsen
up and connect the virgin territory with the maln trunk
lines. The stock industry, farming, mining, and lumbering
are still in the ploneering stages in the Western Provinces.
Thelr future 1s assured but 1t 1s & far bilgger future

than most of us have envisaged. The alleged overéexpansion
of public building of all kinds in the West will be found _
to be in effect under-expansion when the great tide of
Buropean lmmigration shall have set in once more towards
~our shorea,"  Though the facts of the folléwing twenty

years sugzest the above as being somewhat of en overw



enthuslastic anticipation 6f the fubure, neveriheless.
1t shows the prevailing psychology with which the
Cansdlan people emba?ked upon a perlod of extensive
public financing,. | ' _

It was popularly believed that a gradual return
of Gaﬁadian aacnﬁities to the British market would.
follow the conclﬁsion'af hostllities bubv the raturn wan
consgiderably more gradual than antlcipated. The strain
of war-time financing necessiteted in Britaln, as in
cthervcountries,~a restrainingz influeﬂce upon normal
Industrlal and munlclpal financlal reéuirements 80 that
in 1919 and 1920 th§ domestic demand for funds in CGreat
Britain was very intense.

Sterling exchange which had been artificially
maintained during the war, suffered a‘serious-dacline
Immedlately after the war whieh rendered Canadian
borrowing in London very undesirable, Under the headlng
"Our Reélatlons With Groat Britain" in the Monetary Times
of May 9. 19i9, the British financial situa£ion wa.o
curréntly rovealed with its effects upon colonial
financing. "According to the budget speech Qf'mr.
Austin Chamberlain, Chancellor of tho Exchequer of the
United Kingdom, addiltional taxes will be needéd'iu Great

Britain to meet two-thirds of the natibnal'expenditure

for the current Tinanclal year. The roemaining one-thirad
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must be raised by borrowing. The condltlon would |
indicate that not only will a stl1ll gresaiter proportion
of savings be required by the state in the form of
taxation, but also that further funds will be borrowed
on capltal account to meet war expendltures. There will
undoubtedly be a considerable demand for money in private
industry, although the experience of the ppst few months
has been that capltal investments on account of
"peconstructlon" ave smaller than was anticipated by those
optimists who prophesied great activity and high interest
rates upon the return of peace condltions o"

"Phe situabtion will wean that while some investment
money mey flnd 1ts way into Usnada during the Calendar
year 1919, it will be only at comparatively high rates.

In fact, the tendency continues, agcsuraged by the exchange
situation, for British holders pf Canadlan securities to
dispose of them and take a préfit by selling the Canadlan
funds,the recent purchase by Winnipeg of £110;000 of
Consolldated stock in London with funds raeised here 1s an
instance of this., The Treasury restriction upon the
investment of capital abroad 1s only partially removed,
bthe attitude of the investor, however, and the advantage
offered by the Cgnadlan fleld In comparison with othsr

. countries, are the things of real importance in our

investment relations with ths Tnited Kingdom," The
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article goes on to gquote a gentleman who had bsen in
close touch wlth financlael affairs in London for meny
years; "The trend of recent events," he sald, "adds
plquancy to the attem@t to forecast in some general way
Just when the English market will agaln be throﬁn open
to foreign and colonial borrowers., Late in Yarch the
Chancellor of the Excheguer announced that new capltal

" issues by British Companles Cor purgcses that 4id not
involve any part of the capital being sont out of the
United Kingdo@ would be free from Treasﬁry control. At
the same time 1t was decided to remove all artificlal
restrictions and to set free foreign exchange., Until the
full effects of that declslon have become apparent and so

iong as the dom capital for trade

G
fuol
v

and industry and national purposes are so pressing, tre
reSﬁriétiona updn investments outslde the United Kingdom
are not likely to be removed, However, the progress
already made in that direétism 1s most slgnificant. As
the Britisher iz sbsolubtely wedded to the 1ldea of a frse
market it is only a gquestion of months befors the Treasury
fully relaxes 1ts grip and permiﬁs the larze financial
houses to play thelr parts The rapld revival of industry
would~uhdoubt@diy hasten that event; aé large foreign
export trade has, in the past? boen accompanled by
corresponding loans abroad. It must not be forgotten,

at the Chancellior of the Exchequor has still
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te fund into léngwtarm obligations, trSasuryAbills
amounting to $5,000,000,000 and, during the ensulng
financial years at least $3,500,000,000, to realize the
budget estimate entirsly, apart {rom receipts of taxation,"
"The drop in the rate of exchange has meant an
additional profit for the British holders and many have
taken &dvantaga:of hisher prices to liquidate Canadian
gecurlties since late 1n larch, In many instances ti
ssellers have expressed a determlnation to roplace those
Canadlan investmonts laier on when market conditions
become more favourable. General confldence in Canada is
sbhronger than ever and the British inveater will be found

ready and willing to asslst most 1iberally Canadlan

moment will dlsappear with the passage of time and the
relationshlp of the pre-war perilod between Canada and CGreat
Britain will be réneatablighede"

"his stagnant condition, from a Canadian finsnclal
point of visw, conbtinued in Britaln throughout the
followingz year as CGreat Britain domestlcally absorbed her
surplus funds in domestic reconstruction. The lionetary
Times of May 2lst. 1920, under the heading fiuch Wew
Finencing in Britain" writes: "Oreat Britain, as well as
Canada 1s sexperiencing a flood of new sacurity issues:
bank credit is in great éemﬁnd for speculative purposes

while the mavket for zood securities is stagnant., ihatever
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else may happen,” says the April number of the Unlted
Zmpire, the journal of the Hoyal Colonial Institute,
"so long as the industrial activity at home continues,
" the resources of the banks will be sitrained énd the
general rate of interest will remein high. The tendency
‘now 1s for it to go higﬁar, month by month, and this will
not roender the path of the eolonlal borrower too e¢asy on
" Lombard Street., The flood of new industrials ls steadily
depreciating gllt~edged securitiles, both British and
Colonial; this wlll only be tampérary, no dbubt, but while
1t lests the depreciatien of capltal and the increase of
interest must be taken into accannt.».It will still be
worth while for Colonial CGoverumments to borrow in the city
for necessary public works of course, and fortunately
there 1z a class of solid lnvestor whé prefers these stald
govermnment loans to the inevitable risks and chancéé of
nore speculative Industrlels, but there ls no disguising
the fact that fashion for the moment 1s with the latter,
The additional British tax on interest and dlvidends
from securitles held outside the Unlted Kingdom was
removed on April 5th. 1921 with the result that that year
saw a falrly substantial return of British capital to
Gaméda although sterling exchange had only risen to 5455,
During 1921 & total of {12,151,000. or 4,15 per cent of
Canada's total boﬁrowings for the year was ralsed In

London. Rallroad borrowing acdounted for $9,753,000
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while 2,418,000 was invested in Canadian Corporations. (1)
It was folt that Canadlen securitiles, being
relieved of the sapeclal levy of two shiliings per pound
would once agaln be placed upon a competitive basis with
those of Great Britain and that the following year would
gee an increase in Canadlan gsecurities offered in
London. However, the optimlsm of 1921 was not justified
by the investment trend of 1922. The anticipabed
strengthening of sterling exchange did not appear, the
rate fluctuating aboutb §4.55 throughout %he yvear with a
decidsd strengthening to $4,70 in the last few w@éksg (2)
T=is deei&ed atrﬁﬁgthening gave rise to
anticipated English borrowing for 1923« The December 29th.
1982 issue of ths MNonetary Tires printed an article
written in New ﬁbrk under the caption: "lLondon Market
Looks Promlsing" in which, after referring to a current
rumour of an impending Dominlon of Canada loen, writes: .
"Little 1s heard, however, of anyAdétailed character,
(Concerning loan), and Canadian bankers resident in New
York are inclined to belileve that little has been done,
as yet, toward opening negotistions with American

investment bankers, Also, 1t is belileved that further

(1) Monetary Times Annuel, Jan. 1922, p. 102
(2) See graph of sterling exchange in appendix.



improvements in the stétus of the pound sterling in
Canada and the United States will meke London a
formidable contender for the next big Canadlan loan.
The recent improvements in the British market for
investyents has not been unnotlced here and American
Investment bankers have been speculating not a little,
lately, as to the possible effect that thils change
for the better may have on forelgn borrowing in New York.
1995 was the biggest year in Canadian financing
since the war., The fallure of the Home Pank, the
Buropean war scare, end the prevalling policy in Cenada to

do as much financing as possible at home, combined to

proportion of new Canedian financing in their history. Gf
the (495,145,667 total new fipnancing, Canada domestically
-abaorbed B2.81 per c¢ent, the United Bbtates 17,16 per cent
and Great Britain .63 per cent, an amount of $8,432,000
invested in corporation securities. (1)

Towards the latter part of 1925 a strong advance
in sterling to $4.72 sugsested a posaible largs scale
return to the London market, but & 21ight reverse in the
trend enabled New York to outéomgete London for large
Norweglan and Swiss loans and established Wew York as
the most advantageous market for forelign borrowing at

that time. Similarly, throughout 1924, the continuing

(1) See tables in appendix,



low exchange rates maintained Canadian borrowing
in London at a low figure, $3,622,500, (1)

The year 1925 saw sterling exchange rebturn to
par and the removal of the government's emwbargo on the
issue of forelgn loans in London. Commenting on this
latter, the Honetary Times, December 11, 1925, writes
"An event of the month which is of interest to Canada
1a the decision of the Uovernment to remove the embargo
on the issus of Dominlon and forelgn loans, which, 1t is
hoped, may gradually pave the way for a revival of the
flow of British capital iInto Canada, wﬁich has}practically
ceased since the wapr." |

In 1925 and 1986, {6,078,33%3 snd 58,000,000
of British cepital came into Canada, amounts considerably
leoss éhga investment clroles aganticipated. Though
| sterling exchange was no longer an influence, the
relatlve interest rates in Britaln had contlnusd their
‘riaing tend, Housling and domestlc reconstruction
maintained a heavy internsal demand for capitai which
decreased the relative attractlveness of Canadian
investments, (2)

The Brltish public did not appear to be

partlcularly Interested in Canadian speculative

(1) Monetary Tirmes Annuel, Jan. 1925
1

{2} ©Sse Appendix,
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enterprises sg evidenced by the fallawing article in
the lionetary Times of August 15, 1924, entitled:
"Oanadlan Mines in London". "iIn spite of much publicity,
sometimes adverse but generally favorable. givenAto
Canadian ¥ining in London, Fngland, the British public
did not respond to an offering of 750,000 shares of
Anglo-Ontario mines at four shillings a share.” ‘
’."mhe possibility of getting British capltal
for Censdian mines in this way is poor. The Britisher
pfﬁférs an underlying security and there are no under-
lyins securities on mines. The properties involved in

the above mentioned offering were mostly unproved."”

prosperity which wés reflected in the greater actlvity
of the stock end bond markets. Durling this perlod there
appeared & shift in inveator's‘preference from bonds to
stocks and in the 1aﬁter part of 1988 Briltisk investors
made an ausplcions entry into the Cansdlan stock market.
In midsummer.af 1928 a tight money situabtion appeared

" in Csnada which suddenly dampened the volume of business
being done 1n the Canadian stock exchanges. In the early
fall, with sterling exchange back at par, the Britlish
Anvestors reentercd the Canadlsn market on a larger
‘scale than at any time aince 1913, Indications of

reviving interest had been observed sarilier in the year
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when large amounts of Brazlllan Tractlion, sold to Canada
in 1937, were repurchssed in 1828, and o large amount
of the securltles of the British Columbia Power Vorporation
was absorbed by British investprs. |

After a dull perlod during the swwmer of 1928
the exchanges enjoyed extreme activity at rising prices
during October and November, featured by tremendous .
buying orders from London and Clasgow. This buylng,
apread over a falrly wide range of stocks, co verged
particularly on lssues of the type of Braziii&n Traction,
International Eiake;, MasseyAHarris; British Columbia
Power, National Steel Car, Shawinilgan and Montréal Power.
(MeToA, 1929) |

ﬁritimg ¢onearning this particular stock
market ectivity in the latter part of 192é undeyr the
title, "Interest of British Investors in Canadlian Stocks
Revives," in the Nonetary Time Annual of 1929, Joseph
He Copeman remarks: "I belleve this revival af‘intarest
on the.part of Bpltlsh investors in our commen stock ,
wequities constitutes by far the most important development
of the year on our exchanges. éftér considerable lapse
our markets are agaln closely-in‘contaot with a source
of capiﬁél supplles that oontriﬁuted g0 largely to the
outstanding success of Vanadian enterprises of the past ==

the bullding of the C.,P«R. for exemple -~ and as our needs
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for new capital 1n the years lmmediately ahead are bound
to bé_very heavy, it 1s of great importance that London
1s agaln sctively in our markebt." |

Canadian bonds during ‘938 were also absorbed
on the London market to a larger extent than for aome
years past. The estimate of the amount placed there Qarks
out to about 3.5 per cent of the total sales which, with
the exception of 1921, (which showed 4.1 per cont), is the
highest since 1915, This toﬁal which was approximately
16,000,000, was approximately distributed as follows:
~ $$10,000,000 government, 4,895,000 publlc utility and the
bulance industrial and miscellaneous (1)

The year 1929 saw the historic world wide
'financial collapse and the years 1929 to 1937 encompassed
a period of severe depression and moderate recovery, a
period durlng which the pace of forelgn investments in
Canads slackened substantlslly,

The slow rate of incrsase in the ardwnt of
Canadlan bonds annually absorbed in Grest Britain,'Which
ha:d  bsen observed‘siﬁce 1922, continued during 182%,
Of the § 628,016,207 of new financing during that year,
Great Dritain accounted for roughly & per cent, or
$19,109,000 distributadAas followst $5,650,000 Provincial

bonds, $10,459,000 municipal bonds and $5,000,000

(1) Monetary Times Anmual Jan. 1929,
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corporation bonds. In the stock market the rapid increase
in purchases of “anadian stocks by London, which tended
to avert a serious situation in the Oénadian stock

mavrket in 1928, seemed to be absent in 1929,

Provailing easiness in money rates and a
disposition on the part of the publie-ta turn bonds
rather than stocks enabled Canadien bond sales in 1930
to reach a new hlgh since the wer. British Investments,
however, in that year experienced a'ﬂharp.falling off to
8 mere 1'per cent of the total or 6,500,000,

This decrease in British interest in Canadian
bonds conbtinued throughout 1931, due largely to Britleh
greﬂsceupatiaﬁ with Buropean and Australien f{inance, and
was automatically acoentuated when Britain relinguished
ﬁhe zold standard in Septenmber. 1931 was the biggest bond
selling yvear In Cynadlan financlal history and was
especiallﬁrmarkéd by the fact Cenads handled 85,78
per cent of the larée total of $1,250,257,611‘at home .

Canadilan bond financing in 1932 experienced
a marked decline influenced by intsrnational pélitical
and economic developments. Owing bo the markeb drop
in the CGanedlan dollar, financing_in the Unlted States
was unfavourabls so that the greater portion 79 per cent
of the new lssues woere absorbed at home. Alberta, Brliish

Columbia, snd Hew Brunswick each placed lssues 1n the
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Tondon market which totalled $14,250,000, the major

part of the o per cent that was subscribed to in England,
Tne reception of these issues was not #ery encourazging.
The London "Rconomlst® reported that of tho last of the
provincial issues (about £1,000;GOO in June) BO per cent
was left with the underwribers.

1955 was an interosting year from a Canadian
financial viewpolnt. 7The most lwmportant factor which
influenced the sale of Canadlan securitles was the
abandonment of the gold standard by the Unitsd 3tates.
This éction, and 1&gisl§tian which followed guickly,
Cbrought about a readjustment in the relatlve exchange
values cof the Canadian and American dollars and the
poﬁn& sterling, eventually bringing all three exchanges
into their old parities.

| As the pound sterling rose to a premium in
Wontreal, London agaln became s subatantilal buyer of
Canadian 3ecuritiles. Figures for the international
moveuent of securlties being unavallable until 1933 it
has besn necessary o confine observations to bond
financing. Wlth: inereassd industrislizatlon, |
internatlonal dealings In stocks acquired sizeable
. proportioﬁs. The Financial Post Business Year Book, 1932
estimated that 80 per cent of the foreign industrial

investments were in stocks. The accompanylng table shows
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the dealings in securitiles betweeon Canada and Great

Britain,
TRADE IN SECURITIESA (1)
S0ld to Purchased from
Great Drlteln Great,gritain :
1938 ' & 80,807,813 27,687,814
1934 102,112,195 23,757,519
1935 30,991,264 44,128,493
1956 71,768,317 59,695,125

1957 105,675,280 85,558,617

The second important development of the yeap
was - the particularly successful flotation by the Dominion
Government of £15,0
London market - the first Dominion Govermment loan in
England for ﬁwenty years., This loan was oversubscribed
meny times and in spite of subsequent exchange fluctuablons
remained at a premium over issue price, For the first
time since 1914 Britain absorbed & larger éereentage of
Canadlan securlties than did the United States, the
perceniage being 74, 11, and 1% for Canada, U,S5, and
Groat Britaln rogpectively.

A continued strong sterling exchange during
1954, together with a depreéiatad United States dollar
saw England absorb 10 per cent of the total new Canadian

securities while the United States subscriptlions were

(1) Sales and Purchases of Securitles between Canada
and other countries, Dominlon Bureau of Stabistics,
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reduced to zero, The British tobtal during this year was
distributed approximately as follows: 50,000,000
Dominlon Government loan, 6,230,000 city of Montreal
loan, and $2,100,000 Corporation securitlses issued by
the Jamalca Public Services Lid, |

This reburn to the British market gave rise
once again to hopes thgt in future yeayrs Canada would be
able to transfer a conslderable portion of her financing
burden to the London market. However, 1955 saw a
complete falling off of British interest attrlbuted,

somevwhat, to political disturbances in Canada duping the

year, One small loan of $500,000 by the Hamilbon Byw

In 1936 and 1937 Canadat's total of new
financing conbtinued its incroasing btrend, begun in 1982,
but Loﬁdan intérest continued to grow weasker. @1,25@,006
of cdr@aratioa socurities wers reported to have been
placed in London In 1936 while 1937 saw no new financing
whatever in England and only 764 per cent found its way
to New Yorks The trend in rsgard to new Cgnadlan
financing ig to absorb the lasues in.the home marketb..

B3ince the war, i.e.1%20, a large portion of

(1) Monetary Times Annual Jan. 1935 p 120.
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foreign capltal inveasbed in Canada hes been 1in the form
of branch plants, an all-cmbrecing term including sll
forelign subsidiary and affillated concerns located in
Canada. In 1934 the Financlal Post Bﬁaineas Year 3ook
estimabed that one third of the Unilted States investments
in Canada were in the form of branch plants. Although
Ganadg's ¥mplre affilintions 4id not render her s more
favourable shlpping base for British products,
nevertheless, the purchasing power of the Canadian home
market augmented by the thousands of tourists who visit
Canada snnually, plus Canada'a ngtural advéntagas in the
form of raw maﬁerials; labour and power, was sufflclent
to induce 172 British branch plants to 1ocaté in Canadg
- accordlng to e Bureau of Stetistics inquiry in 1930,

«  Capital employed by these firms which
included Fry's, Rowntree's, Yardley's, Crosse & Blackwell,
de Havilland, Imperial Tobacco, Vickers and English
Tlectric among the better known, was $199,141,000,
Sixteen of the 178 were wholly owned abread and had not
been incorporated as Canadian while the remaining 156 -
were subsidlery companies with Canadlen incorporatidnsu
Of the sbove 152, 30 were entirely owned by British
capital, 56 were 907 British, 8 over 80%, 10 over 70%,
11 over 60%, 12 over 50% und 23 less than 5O¥ and 6 were
controlled by British and American capital, The

distribution of the total caplital ownership was as



follows: Canada $24,387,000 or 12%, CGreat Britain
$164,561,000 or 83%, United States $9,415,000 or 5%,

When viewed in the light of American
in?sgtments of this type, Brltain's share of branch plants
in Canade appears insignlficantly small. Britlsh
manufactureva are often accused of letting American .
interests galn an undue economlc and financial grip on
Canadian industry, 8 situation commonly viewed wiﬁh alarm,

Winile it is true thabt British businasa men are
inherently more conservetive than their American brothers,
the nature of braﬁch,plant opportunities in Ganada
distinctly favour the American manufacturer. Ggﬂaéa offers
Britaln no advantage as a shipping base from elther a
geogrephical or politlcal viewpolnt. In addltion, the
dlstance factor and prevailing Canadian buéiness methoﬂs
distincetly aid the American industrialist in establishing
a branch plent in Canada. A British director is 3000«
5000 miles distant from his branch, rendering personal
contact a matter of weeks in contrast to the American's

overnlight transportation facilities. Further, American
large scale sténdardized productlion methods espuclally
lend themselves to &ffliclent branch plant production.
| It is possible that the future may see a
relatively larger influx of British capital in the form of

Branch plants. Caneda's hisgh siand
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in a high.per caplia pu?ﬁhasing power makes her an
especlally valuable field for manufacturered goods. High
pressure Amerlcan merchandlsing methods render British
ch@etitors extremély impotent when operating from bthelr
native base and sclentific advancement in the realm of
transporﬁaticn and communicpbtion 18 constsntly lesseéning

the difflculty of British head offlce control,
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What of the course of Canada's future
bcrrowing? Should she rsturn to her policy of heavy
external borrowlng or should she conibinue her latest
trend of relying upon her own rescurces for her major
capltal raqﬁiramemts?

Though expansion in Canada from 19201929
was conslderably out of line with demaﬂd,-Canada is
§t11l a new ccunﬁr& with extenslve resouﬁces to be
developed and will require large cepital expenditures

[ LY e desmas e 2N
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governmental and priva
demand for capital ls becoming gradﬁally'ﬁcrﬁrintense
and the demands for government works, for industrial
modernizatlon and bechnical improvement, along with
new capital.ventufaa.aneuraged by accelerating business
conditlions, should continue thils ftrend In the lmmediate
future.

There is nothing wrong elther in theory or
practlice in borrowing whether 1t be domestic or foreign,
The real point of consideration lg the use to which the
funds are put. If Canada's projects-are gound and

money is avaliable at reasonsble rates ln forelgn markets
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fop long bterm requirements sbroad. %o substantial
avidonce sugrests that it gshould be otherwise in the
- futura.

_ To what erxtent willl Great Britaln contiinue
to supply funds to Ceneda? It 18 extremely unlikely that
Canadian ﬁarrawing wlll ever return to hh@-ﬁriﬁiah maprket
to the extent of prowway ééyg* Conadlan seouprities will
- alvaye ﬁnjﬁy g high stetue 1n London. Thoe svents af tho
.4§a3% twanty years have setablished o confidence gr@aﬁﬁr
 then ever in Canadal's futuve, The ability of Canndien
securities do maintaln thenmselves throughout the wer and
' Gopression and her ability to £all back upon hor own

ros Jurces indlcsted the Inhevent stroengtl. of tho cauntry

s Mwsasmadesdd s omsad Souosasveia foerrerracs s d ran et obunvast flan
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Though Iondon will always retaln its position
a8 a lead' ng money mgrkob of the world, and the :
gonsoyrvative Pnglishman will alwaye be content with
gmaller profits and lower roturns than the American
finencler, nevertheless many factors favour a continued
Conudlen reliance upon How York. To gquote the Financlal
Post Dusiness Year ﬁaak Your geographlical situatlion
melkos 1t natural ﬁh&%_we ghould borrow lndustriel and
enginsering taohniquas; financlal and aceounﬁiﬁg aystons,

and styles, tastes and fasbhlons {rom the United Ditatog.

el
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United 3tates than those of Great Britaln. The
borrowing of cepital is a natural corollary to these
faots |

| Moreover the United Btates is a rich but
comparatively ihexperiemced forelsn investor. Its
large voluwe of surplus funds seeklnp lnvestment abroad
prefers the easy road ta'faﬁili&r and nearby flelds
to the more difficult and less familiar situgtions
that exiet elsewhore."

In the same mannsr that migrating ééyital
ignores international boundaries and naturally goes to
- countries whore the prospects are most securs and the
best returns expected, 1t sesms most pfgbable that
Canadats future b&yrowing wlll be éirected towards
the money markets where borrowing conditlons appear
most favourable, where prevalllng interest rates and
exchange rabes operating in the competitive sphere of
International finence will render-public borrowing must

profitable to Canedlan interests.



APPENDIX 80

The tables and grephs presented herewith
"reveal in a ccmprehensiveffarm th§“tr§nd, and
influences affecting that trend, of Ganédian borrowing,
Interest rate f{igures have been taken
from the yleld on Ontario Government Bonds, 2%% British
Consols and U.8. Government Bonds, representative high
grade investments inAGanéda, Great Britain, and the
United States respectively. The relative desirabllities
have beon worked oub from the above and plotted below
chart 4, and the course of the red curve reveals to a
large degree the story of British investment in Canada.

From 1924 - 1931, when a marked return of British capltal

~ Inducement in the form of differential rebturn. In 1932
the falling interest raebte in Britain was neutrallized from
e forelgn investment point of view by the decline in the
value of the pound starling when Great Britain
relinquished the gold standard,
‘On the other haﬁd,ths complementary nature
of the dotted curve (chart 4) explains, to a large
degree; the invassion of American caplial Into Canada.
Chart 5 shows quantitatively the dlstributlon
of Canadian borrowlng between Cansada, Great Britain, and
the United States. The flgures from 1900-1909 have beeﬁ
taken from Viner's estimates of British capital only (p.31)
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and those from 1210 « 1937 are the compllation of Canadian
bond sales published by Daminioﬁ Saeuritiesg 4Vinafs
acmpilatiansare more inclusive than those from 1810~193%
and should be reduced approximstely 257 for a truly
camparéble interpretation,

The influence of prevailing exchange rates 1s
regtricted to perlods of violent fluctuatiené a8 in the
cass of the pound sterling during the post war period
ﬁntil 1925 when the gold standard was restored and after
1933 when 1t was agsin abandoned, and in the United
Btates in 1953 when the gold standard was abandoned in

that countrv.



1900
1901
1902
1903
1904
1908
1908
1907
1908
1909
1910
1911
1912
1913
1914
1915
1916
1917
1918
1919
1920
1921
1922
1923
1924
1935
1926
1027
1928
1929
1930
1931
1932
1835
1934
1935
1936

PRUVAILING INTERLST RATES

1900 - 1936
Province of Ontario Congols
3461 2476
3,77 2,92
579 2,91
5476 2,682
377 2485
5205 2,78
T 3467 285
4,04 2,97
4,14 2450
3.89 2408
D00 308
D993 BelS
44,14 588
4454 Y
4430 | B34
4,68 582
5e14 4431
5401 4,57
6.01 4 439
5465 4,62
597 5451
6,00 5.21
542 448
5419 4431
4494 4638
4,77 4045
4,79 4.55
4454 4456
4443 44,47
4,89 4460
4471 4,48
4,62 4,39
5,20 Se'l4
4,68 3eB9
4,11 $¢10
5087 289
3458 2,94

82

UsH, Bonds

.12
3413
5420
3,38
3445
59@0
5¢57
3,86
3478
5497
5498
4,02
4,22
4,12
4916
3,94
4,20
4450
5432
5409
4,30
4436
4,06
5,86
3468
C Be54
3433
3,60
3428
551
3456
3»31
3,10
270
2448



1900
1901
1902
1903
1904
1008
1906
1907
1908
1209
1930
1911

1912

1915
1914
1915
1918
1917

- 1918

1919
1920
1921
1928
1023
1984
1925
1026
1927
1928
1929
1930
1951
1932
1935
1934
19356
1936

DESIRABILITY QUOTIUNTS

. Ont s/
Tae
T

120
118
111
109
107
1035
106
108
103
100
99
103
103
104
112
130
131
134
183
118
118
126
119
122

UVeSe/
Consols

107
110
120
122
12e
126
130
136
129
129
126
123
124
123
109
g1
92
102
100
100
98
97
101
93
87
87
75
75
78
735
75
28
98
100
93

84

83

Ont »/
Consolg
<
129
130
133
155
151
150
156
145

g £5X 8

128
125
126
128
129
122
119
181
157
188
112
115
185
120
115
108
105
100
99
106
105
108
139
138
133
154
122
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SALBS OF GANADIAN BODS = SUMMARY « 1037 = 1687 (Inolusive)

1056

1084

1938

1932 L 1980

L —

84

1028

Déanien of
Cénada.

Provineial |
 Mumibipel
‘Radiway

Pﬂblia o
8ervise Corp.

Industrial &
Misosllaneous

$298, 600,000
143,864,000

51,960,608
85,880,000

45,918,800,

81,608,800

$282,385,600
93,986,000
54,840,556

185,000,00

118,025,000

112,600,224

$566,000,000
128,407,000

44,525,986

48,400,000
15,388,000

41,393,300

§$848,0668,868
128,512,000

24,196,974

32,500,000
44,427,400

$408,000 #0200
67,874,000

48,495,046

1,000,000

2,726,000

%3‘% 5374?5136
125,15?,395

asme,ags
131,?59;@90

§§35@99‘%@
s;s7z,%%c

$226,260,000

186,440,801

84,420,174
12,600,000

$100,000,000 #¢1153319@$eag
168,081,800 )
118,211,886

188,487,000 198,000,000

6,245,000 148,120,800 88,100,000

" 1,840,000 52,190,000 182,028,600

99,579,207

)
$ 78,878,323 g

29,900,526
43, 596,000

88,260,000

218,188,000

TOTAL

$671,228,488

$769,286,879

$658,912,286

$884,234,686

$829,219,246

$467,695,475 $1,860,257,001 705,090,856 $629,016,207

$425,0624,8868

Peroontege
Flaged in
Cerinda,

Percentage
- Plaged in
Ha&s.&.

Percentage
Placed in
Gregt Britain

9@;:38%. :

7.645%

4

90.68%
0,224

218%

B2,40%

17.80%

90,657
ML

0. 86%

T4.87%

11.84%

. ;136?:9%

i
s

1
79,568 86 aﬁ} 51,857 B2.40%
|
/|

17,854 13.62%, 46.61% 48,18%

ji

- 8.10% ,ﬁeﬁg 1-6?% 4040%

48.60%

47.06%

8.684%

“NOTEs -

(1) Treamry Bills of less then one year ave not inelu&ed, ner are ?reaaury Bills issued to the nmms.m ébvernment by the
Provinces for advances from the former,

(2) Tssues of parishes or smolesisstical institutions are listed under Industrial & Miscellanecus.

# From 1929 down to 1917 Dominion of Canade and Provinmeisl issues ave included in oms total
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SALES (F CANADIAN BONDS » SUMMARY

1087

a0a0

_igee

aemy

b L—

981

|

L818

Page 2

TN

1917

31&9:9é5»3§ 31?74@?’553@99‘3%

70,761,838
80,000,000
68,226,000
211,218,087

86,468,250
84,600,000
126,750,000
165,488,188

$248,966 ,000

50,168,177
40,925,198
65,874,800
52,5‘?&;@6@

$266,290,800 $281,389,600

91,807,876

167,875,000

#9,161,600

38,255,680

83,819,847
87,800,000
84,180,000
66,354,320

$858,727,000

79,010,874
12,790,000
9,761,800

47;676,400

88,808,978
101,160,000
16,460,000
61,290,845

$13§,488 gﬁ% $ 113,4&5;5@0

96,509,000
11,500,000
56,381,868

é?&lg 812,000

!

%?,%165,5%

86,858,188

4
zajasa@oa

‘I

whoon

§704,682,789

45,806,740
5,000,000

2,578,000

6165 ,000

$675,162,800

26,104,087
22,568,666
16,428,000
17,087,800

$808,144,399

$569,916,422

$466,508,872

£592,768,766

$493,148,667

$482 866,374

$400,184,818

%313;353;@31

$909,/283,728

$763,968,449

$786,848,085

49, 18%
49.086%
1:76%

50,20%
47.95%
1.88%

55 * ?3,%
42.84%
1.00%

46,047
68,827
« 447

5‘3-&%5%
4B.4%%
44 18%

&2. 5?3(5

 87:18%

54,870
4. 70%
+43%

T4+ 6587
24.71%
+88%

. NOTE»

(1) Tressury Bills of loss than one yesr are not inoluded nor are Tremsury Bills issued to the Dominien Qdmmment hy the
Provinoss for advences from the former, . -

(8) Issues of gaz'iﬁhes o eoclesisstiocal zﬁstitu*biam are listed under In&ugtriﬁl and iﬁiaeﬂzémmig
# From 1929 down to 1917 Deminion of Canade and Provinoisl issues are inoluded in one total |

Degember 20ths 1937,
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1938

68,508,078
57,918,008

10,886,000
38,480,000

88,947,606

108,826,044
86,874,470

§ BB,418,800 D 88,006,850  § 56,689,700

06,866,481 '
| 69,406,608
B, 77,004

48,414,968
40,098,820

97,840,000

300,478,700

82,308,800

, 48,7118
4B

Mgl

. aBeT

,mw"

18,887
8,884
16808

86
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