THE CANMADIAN STATE AND STAPLES: AN EAR TO WASHINGION



THE CANADIAN STATE AND STAPLES:

AN EAR TO WASHINGTON

By
MELISSA HELEN CLARK, B.A., M.A.

A Dissertation
Submitted to the School of Graduate Studies
in Partial Fulfilment of the Requirements
for the Degree

Doctor of Philosophy

McMaster University

October 1979



DOCTOR OF PHILOSOPHY McMASTER UNIVERSITY

(Sociology) Hamilton, Ontario
TITLE: The Canadian State and Staples: An Ear to Washington
AUTHOR: Melissa Helen Clark, B.A. (Mount Holyoke College)

M.A. (American University in Cairo)

M.A. (McMaster University)
SUPERVISOR: Professor Wallace Clement

NUMBER OF PAGES: pp i-xvi and 1-605.



ABSTRACT

Canada has long been viewed by social scientists as either an
advanced industrial society or as a dependent neo-colony. Neither of
these two frameworks w%fe deemed appropriate for contemporary analysis
of the peculiarity of Canadian development based on a new kind of staple
and the role of the state in that process. Both advanced and dependent
features are apparent in the Canadian case; both autonomy and the lack of
it characterize the Canadian state's role in development. Canadian integ-
ration into the world system, and more specifically within the North
American continental context, has produced a "semi-industrial'’, umevenly
developed society which continues to provide primary resources to more
advanced industrialized societies while exporting manufactures on a ''go-
between' basis to less developed ones. It remains a captive of the staples
trap. As Canada has industrialized, new "industrial staples''—semi-fabri-
cated energy, mine, and forest resources in particular--have become a
peculiar core of indigenous production, a critical link in its dependency
vis-a-vis the United States, and the material basis of a continental
development of industrial resources in the postwar era. These new staples
and the role of the Canadian state in facilitating their corporate growth
are key in understanding the peculiarity of Canada's "semi-industrial”,
dependent development in a more general sense. The core of the thesis
examines in detail the state's role in the postwar development of three
industrial product sectors: mine, energy, and forest staples,kby way of
a series of hypotheses concerning the characteristics of the state's role.
The data base consists of archival materials drawn from the federal civil

service and from various continental and international forums concerning
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resources.

An overall strategy on the part of the state which maintains
and facilitates 'continental industrial resource capitalism" in Canada
is identified. This strategy is characterized by an "ear to Washington'
stance on the part of Canadian policy makers and a '"coattailing" of U.S.
foreign and domestic policy regarding the priorities of resource develop-
ment. Beyond the simple presence in productive sectors of massive amounts
of U.S. direct investment and the power exerted by large multinational
corporate entities on their own, the Canadian state plays a crucial,
and previously inadequately described, role in the continuation of such
dependent development. The thesis examines important elements of the
socio-political maintenance and facilitation of such a continental resource
policy within the federal bureaucracy and by way of its representations
to the United States and its activities in furthering the internmational
interests of resource capital. The Canadian state 1is found to reflect
unequally the interests of U.S. and Canadian corporations both large and
small within the three resource sectors in question. An examination of
the interplay between resource strategies and the increasing concentra-
tion and centralization of control over capital and technology in the
internationalized corporate capitalist phase indicates that in all three
cases the Canadian state has fostered the growth of monopolistic corpora-
tions at the expense of smaller, predominantly competitive corporationms.
Canadian resource firms are not fostered as an alternative to develop-
ment of resourses by international capital. Nor does state participation
in large-scale resource development projects act as a countervailing

force vis-a-vis foreign capital, but rather is complementary to it and
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underwrites its risks. The state has not attempted to maintain a check
on monopoly in these sectors but has, on the contrary, substantially
facilitated its growth.

The evidence thus challenges several current characterizations of
the Canadian state which have proposed either absolute autonomy from
special corporate interests or opted for a state model which over-simplifies
the nature of the expression of corporate interests within the state.

The evidence indicates neither autonomy from particular fractions of
the continental capitalist class nor crude instrumentality in this regard
by the Canadian state. Rather, the state's role, as seen in federal
policy and the activity of federal personnel, involves the representa-
tion and filtering of corporate interests on an unequal basis and in a
manner which operationalizes a continentalist as opposed to a nationalist
alternative in developing industrial resources and which most often
champions the larger (whether American or Canadian) at the expense of
smaller corporations. The implications for industrial development entail
continuing linkages to the U.S. economy and in certain instances to
European and Japanese markets such that less and less forward processing
of industrial resources takes place in Canada and fewer avenues for the
generation and export of indigenous technology remain open. As such
forward linkages are forsaken, the vulnerability of resource dependency
is increased. An addiction to staples export prevails, but it is a

malady which is actively facilitated by the role of the Canadian state.
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CHAPTER ONE

INTRODUCTORY THEMES AND ISSUES

1.1 The Paradox of Canadian Growth: Centre or Periphery?

...a central contemporary dilemma conditions the questions
Canadians want answered when they study their history.

How can Canada be so rich and at the same time so depend-
ent on an outside country - the United States? Or to ask
the obverse question: if Canada is so dependent on the
United States, why is it so well off compared to other
countries in the American empire? 1.

Within the global perspective Canada presents itself as a paradox
in its most essential characteristics. It is rich as well as dependent,
but it is the peculiar nature of this richness and dependency which is
so provocative and which becomes the nexus for a number of important
issues and themes relating to the development of its resources. It seems
to fit neither the "advanced'" nor the "underdeveloped'" paradigms of
development. The specificity of its historical development between two
overpowering empires provides the minimal spatial focus of contemporary
debates about Canada's enigmatic dependent development. To account for
the dominance and persistance of primary resources as well as the pre-
dominance of external control in certain of these sectors, and much of
its more recently developed manufactures, sociologists, political-
economists and historians turn to the past to discover the formative
forces of this structure. They attempt to explain the interrelatedness

of contemporary structural imbalances to Canada's asccnomic formationm and

its social structure.



Canada, as a producer of primary exports, might more accurately
be described in relation to other developed and developing nations as a
"semi-peripheral" or '"semi-industrialized'" nation, a ''go-between" nation,
in the midst of centre and periphery nations. Canada appears to share
this semi-industrial status with countries like Australia and Argentina.
Such possibilities may prove fruitful, for Canada seems to elude the
existing categories put forward by developmental and dependency theorists
of both liberal and Marxist persuasions, despite the insights their

models bring to the discussion of neo-colonial development in general.

1.2 Predominance of Primary Exports and Highly Processed Imports

From a purely descriptive economic perspective, Canada's over-
developed tendency to export primary resource products like peripheral
nations is irrefutable, despite the fact that its overall rate of domes-
tic capital formation has been relatively high since the middle of the
19th century and its gross national product per capita is one of the

' nations. Unlike

highest in the world, a feature shared with '"centre'
some primary resource producers, Canada has a somewhat diversified re-
source export base. But, as Pierre Bourgault has emphasized, Canadians
have become increasingly "hewers of wood and drawers of water'-- a
structural feature of underdevelopment most readily demonstrated in a
peculiar split in trade balances. i

Canada has the most positive trade balances in a variety of
unprocessed or primary exports: pulp and paper, lumber, copper, wheat,

nickel, aluminum, iron ore, asbestos, fertilizer, petroleum and natural

gas. It continues to import and sustain a negative trade balance in



highly processed, technology and capital-intensive products: machinery,
chemical products, transport, scientific and communication equipment,
computers and their parts, photographic goods and film, electrical prod-
ucts, etc. These latter products are those identified as typically
important secondary industrial sectors in advanced industrial natioms
and constitute the most rapid growth sectors in the world economy.

At the same time that Canada's natural resource exports have be-
come increasingly '"industrial'" raw materials, their most processed forms
are re-imported.

...(Canadians) are the world's largest producer(s) of nickel,
but we are net importers of stainless steel and manufactured
nickel products...; we are the world's second largest prod-
ucer of aluminum, but we import it in its most sophisticated
forms... we are the world's largest exporter of pulp and
paper, but we import much of our fine paper and virtually all
of the highly sophisticated paper, such as backing for photo-
graphic film and dielectric papers for use in electronic
components...; we are large exporters of natural gas and
petroleum, but we are net importers of petrochemicals; and,
although we are the world's foremost exporter of raw asbestos
fibre, we are net importers of manufactured asbestos prod-
ucts. 4.

1.3 The Historical Importance of the International Context

The present-day structural features of Canada's trade imbalance
are a striking indictment of Canada's persistent resource dependency as
well as a measure of its technological dependency, two themes which are
taken up by Third World '"dependency theorists'" and which go back through
Canada's political economy to its origin as a colony. Ia the 1930's
Harold Innis, a major proponent of the indigenous ''staples theory",
realized Canada's dependent growth could not be separated from its inter-

national context since it derived from and reinforced the advance of



industrial growth in imperial centres.
The economic history of Canada has been dominated by the
discrepancy between the centre and the margin of western
civilization. Energy has been directed toward the exploit-
ation of staple products and the tendency has been cumul-
ative. The raw material supplied to the mother country
stimulated manufactures of the finished product and also
of the products which were in demand in the colony. 5.
Dependency theorists of the Latin American structuralist school
would in the 1960's sharpen the focus of the international context of
development even more to analyze the extension of capitalism itself in
draining capital from the margin to the centre,bY creating both develop-
ment and underdevelopment. This established dependency became institut-
ionalized, pervasive, self-reinforcing as well as externally reinforced
by continued infusions of technology and investment from the centre
industrialized nation. The internal socio-economic and political fabric
of the staple-producing country become distorted, as Innis remarked:
"Agriculture, industry, transportation, trade, finance and governmental
activities tend to become subordinate to the production of the staple
for a more highly specialized manufacturing community." i
Canada's dependency on primary products is inseparable from the
western world's process of industrialization and the expansion of capit-
alism in creating a world market. Although the locus of the centre of
the most advanced industrial development might shift from Britain to
the United States, and Canada might become a politically independent
state and semi-industrialized economy, she would not overcome the instit-
utionalized constraints and the internal regional conflicts introduced

by her earlier integraticn into the world economic system. Canada would

continue to produce staples whether commodities such as fur, fish, or



timber for mercantile Britain, or industrial products such as wheat
(for Britain) and later industrial minerals, fuels, and pulp and paper

for the United States.

1.4 New Aspects of Technology

A major feature of dependency on staples production is structured
dependency on imported technology. Innis describes the various
techniques of staples extraction and emphasizes the importance of
improvements in transportational infrastructures, both privately and
publicly funded, in the rapid movement of products to distant markets.
There is a structured technological dependency which goes beyond the
fortuitous discovery and implementation of such improvements however;
it also transcends the dividing of epochs into transportation
eras - wooden ship, steamship, railroad, automobile - and noting the
direction of pulls these exert on the socio-economic fabric. Depend-
ency theorists have had to take technology out of the abstract as well
as the simply descriptive realms and look at new ways in which it
is organized. Technolecgy as a kind of capital which can be accumulated
and as a kind of product requires a receptive market. In terms of
technology's research and development and in the alienation of its
ownership the Canadian state played a particularly interventionist
role, The rise of new capital formations,SO important in new staples

production shas greatly altered its availability and socio-economic impact.



1.5 Structural Changes in Capital Formation

The Multinational

The mechanisms of integrating Canada's resource base into the
world system have transcended and incorporated those described in the
staples literature with the new importance of direct investment, con-
centration of ownership within resource sectors and the rise of the
multinational enterprise at the centre. Such structural changes in
capital formation with the growth of corporate capitalism have led to

increased centralization within global enterprises.'

Decision-making,
research and development, the generation and concentrated acquisition
of both capital and technology, and the continued though perhaps alt-
ered role of the state in facilitating these trends in the extraction
of resources by both multinational and national enterprises must be
addressed.)

To include and incorporate changes in a more comprehensive
model of staples growth, it is necessary to turn to the dependency
literature of the neo-Marxist, structuralist school. These theorists
provide a model of the '"subsidiarization" and '"dis-integrating"
structural effects such transnational organizations have on capital
formation and suggest a dependent role for the state whose resource

sectors are penetrated.

Direct Investment and Alienation of Control

Post-World War One and particularly post-World War Two changes
in the patterns of investment in Canada show increasing predominance of
U.S. direct investment in Canada's industrial resources. H.G.J. Aitken

has documented this feature of increasingly alienated ownership and



control and linked it to the prominence of U.S. markets for such
resources. This phenomenon presents a new dimension in the debate
over the nature of Canadian resource dependency. The influx of U.S.
direct investment into the productive sectors of the economy (manu-
facturing and resources) appears to remove control, in part, from

the Canadian capitalist class. In contrast, the earlier predominance
of British and U.S. portfolio investment, often in the infrastruct-
ural transport systems, facilitating circulation of staples and manu-
factured goods, left ownership of the productive spheres in the
hands of the Canadian bourgeoisie (however entrepreneurial or merchant-
like it might be.) What implication does such alienation of control
in the capital-producing sectors have for the ability of Canadian
capitalists and the Canadian state to affect the course of resource

extraction and retain secondary processing in Canada?

1.6 Internal Social Relations: Capital and Labour

The nature and evolution of the Canadian bourgeoisie and its
external alliances with centre bourgeoisies become a focal point in
attempts to explain the internal social relations that have shaped
and been shaped by the development of Canada within the world economic
system. Historians and social scientists from Donald Creighton and
Stanley Ryerson to Tom Naylor and Wallace Clement have attempted to
clarify and offer wvarious versions of the role of the capitalist
class or fractions within it. This class and the roles of the state
it created are crucial to an analysis of the formation of an industrial

or semi-industrial resource-exporting capitalist nation. Very few



social historians, S. Ryerson and H.C. Pentland being notable excepticns
have specifically addressed the character and formation of a
capitalist or industrial wage-labouring class. However, the latter

two have not indicated in what ways the characteristics of the labour
force have been affected by the shift to industrial staples productions
particularly. If the "company town' has been an early feature of
industrial staples production which has served to maintain local and
somewhat '"captive'" free-wage labour sectors, in what ways has the state
facilitated the employment or control of labour in what are increasing-
ly non-labour intensive resource sectors? Can we assume that the
"rationalization" of production in the form of large-scale multinational
enterprises has been similarly accompanied by a fully rationalized
labour force, or are there built in vulnerabilities divergent from

expected free-labour market characteristics?

1.7 Five Components of Staples and Dependency Models

The issues and themes outlined above are both complex and wide-
ranging; they indicate however, both the centrality of resource staples
production to the problem of Canada's socio-economic dependency and the
necessity for a coherent new staples theory of development. The issues
revolve around the changing nature of five fundamental components: (1)

the influence and structure of the world market; (2) capital formation

(including changes in types of investment, source of investment and new
crganizational forms of capital accumulation); (3) the role of the
state of the resource-producing country in sustaining capital accumulation

within the staples sector; (4) the nature of technological



dependency and the control and accumulation of technology as a form of
capital in the staples sector; and (5) the changing characteristics

of the relation between classes that emerge from the staples mode of
production. Classes shape the policies of the state in their attempts
to regulate production. We have thus chosen to focus our attention on
the role of the state, with reference to the other four components,
since it is this social institution which is central in negotiation of
long-term strategy and affecting the social results of resource policies.
The state has an increasingly important role in facilitating capital
accumulation in the advanced monopoly stage of capitalism. It is in the
institutional and ideological realms of state policy making that class
interests are reflected and filtered.

Unsatisfied with the explanatory power of either the staples
approach or dependency theories designed to account for Third World
integration into the world system of contemporary capitalism, we
evaluate the important contributions of both approaches in Chapter Two.
Our general thesis is that the role of the Canadian state in formulat-
ing class—biased policiess of capital accumulation and in legitimating
such policies has been crucial in sustaining dependency upon industrial
resource export in the postwar era. This development strategy is
characterized by an open-door policy toward international direct invest-
ment and an acceptance of the notion that extermal markets are to be
fostered by the largest monopolistic enterprises. The resulting "junior-
partner" position that Canada has assumed vis-a-vis the imperial policies
of the United States is translated into deepened dependency on imported

technology and capital-intensive manufactured goods as well as a



continental division of labour and decision-making control which effect-
ively reduces Canadian sovereignty generally.

While the amount and type of American investment in resource
sectors has provided an important foundation for such policies, it is
the representation of allied Canadian class interests in the Canadian
state that sustains the strategy. It is not only the continental context
that creates the conditions for Canadian dependency, however. Alternat-
ive strategies within the international context have been rejected
consciously and such examples have been drawn upon by state policy makers
only to solidify the ideological foundations of a continental indust-
rial resource capitalism. Balkanization has been a result within Canada
and the possibility of alliance with other resource producing countries
in an effort to bargain over the conditions of such development has been

rejected at the international level.



CHAPTER TWO

A NEW STAPLES THEORY: HISTORICAL AND CONTEMPORARY ROOTS

Chapter Two constitutes a critical review of the theoretical
literature deemed important as background for our analysis of Canadian
industrial resource dependency and the contemporary state's roles in
its perpetuation. It will be evident from the selection of theoretical
materials that an interdisciplinary approach has been chosen. For a
number of reasons, however, we focus on the state and the way
this institution co-ordinates Canadian resource development. The state
has grown significantly in size and in the scope of its intervention in
the postwar era of advanced capitalism. More specifically, 1t facil-
itates the accumulation of capital and legitimates this process. It
has, thus, become the crucial and visible component of analysis for an
understanding of the linkages between dependent economic development
and the socio-political, for it is a kind of mirror or concentrating
lens of the power relationships that sustain patterns of uneven devel-~
opment. Focusing cn the roles of the state in directing important
aspects of development corrects, as well, an unfortunate tendency in
some of the staples and dependency literature toward economic Jeterminism.

The political economic analysis of Canada as a staples producer

with a satellite position vis-Z-vis metropoles links Harold Innis, in

general perspective, to a school of thcought called "dependency theory’
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which emerged from Latin America in the 1960's. Innis' realization that
Canada's position in the world system was not adequately addressed by
either traditiomal liberal or Marxist economic thought eminating from
these metropoles makes his contribution the logical starting point in

our endeavour. The dependency theorists' description of the multinat-
ional as a new element in capital formation and control in advanced
capitalism makes their work essential to a revision of his thesis as well
as that of traditional Marxists. For contemporary neo-Marxist analysis
of the alienation of control that multinational penetration brings to

the resource-exporting nation state, we turn to J. Petras, A.G. Frank,

G. Kay, P. Baran and H. Magdoff. Where Innis fails to analyze the dynam-
ics of class and state in the process of Canadian staples dependency,

D. Creighton, S. Ryerson, H.C. Pentland, R.T. Naylor and W. Clement are
examined for specification of these social relations. We then provide
an appraisal of the applicability of general contemporary Marxist analy-
ses of the state to the Canadian case. We come, by this route, to the
formulation of a theoretical model of postwar strategies of capital
accumulation which we characterize as "continental industrial resource

capitalism,'" which Chapter Nine lays forth in greater detail.

2.1 Innis: An Early Model of Staples Dependency

We will turn first to the staples approach as put forward by
Harold Innis to delineate those elements most useful in his treatment
of the five dimensions of research outlined in Chapter One (the world
market, capital formation, the state, technology, and class), and deter-

mine what iInterrelationships, if any, he has emphasized. Subsequently
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an analysis of the nature of the Canadian bourgeoisie as treated by
Creighton, Ryerson, Naylor and Clement, will indicate certain features
of those social relations of production which are underemphasized in
Innis' treatment.

Of the early staples theorists, Innis has made the most unique
contributions to an understanding of resource dependency. W.A. Mackintosh,
though influential in the trends of "new economic" measurement of incre-
mental growth based on the wheat staple, viewed staple production as
leading to industrial autonomy, a stance incompatible with the realities
of Canada's contemporary dependency. A.R.M. Lower, recognized that stap-
les production meant ''demand centres calling on supply centres'" but did
not add substantially to the Innesian model which is based on the notion
of unequal exchange of manufactures for raw materials. =

Innis attempted to clarify the history of transportation and
trade relations between Canada and older countries by focusing on the
economic history of individual staple industries, emphasizing as his
"motor force'" their characteristics, and describing extractive techniques
and forms of capital organization. Staples were developed in resp-
onse to exterior world markets, the starting point in his model. The
characteristics of this exterior market are not investigated critically
by Innis, however. He suggests instead the acceptance of given
models of the world market which do not question the nature of capital-
ism saying, '"Economists will be safe in following the political

scientist and the historian in their studies of the relationship of

A

Lo

Canada to other countries.'

The sequencing of the production of major staples is linked to
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the accessibility of water transport (or geographical opportunity) and
the progressive improvement of transport via technology. In fact, imp=
roved transport seems to correspond, in Innis' mind, to "Technology"

per se, in the trans-specific sense of an overall accumulated body of
applied knowledge, a general gauge of the development of the mode of
production, as opposed to "technique" which Innis describes on the min-
ute staple-specific level. Innis' "technique" comes closer to the notion
of mundane innovation characterized by a measure of serendipity and
limited by the material peculiarities of each staple commodity. While
both are referred to as "techniques", the analytical discontinuity between
these two conceptions allows Innis to ignore or trivialize the
important links between the social organization of capital accumulation
and technology as a means to this end and as a type of capital itself.
Innis proceeds, thus, on the macro-level, to divide Canadian economic
history into two technological periods - water and land tramsport - with
fish, fur and lumber trades in the first and wheat, minerals, lumber, and
pulp and paper in the railway or second era. Either market destination
or type of investment however, as an era demarcation, would put wheat in
the first era of East-West trade to British markets and the last three
staples in the American, North-South trade axis.

Labour in Innis' model is one of the least analyzed features of
staples production. While we are treated to a wealth of detail on the
material techniques of production of each staple, we are given no sense
of labour's fundamental relationship to capital. For classes in his
model are shaped by the character of the staple; rthey are not a motor

force or dynamic in and of themselves. The material characteristics cf
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the staple itself are given credit for the appearance or lack of a
labour fource. A wheat economy required small entrepreneurs rather
than plantation slaves. Bulky, heavy staples such as timber involved
"unused capacity' on returning ships - hence immigration to Canada and
a labour force for wheat production. We do not have an analysis of
the state's role or the monopolies' roles in creating or maintaining

a docile work force, agricultural or industrial, nor a sense of the
economies of surplus extraction from this labour force as a class.

Innis indicates, for instance, in Settlement and the Mining Frontier,

that placer gold mining could attract thousands of small entrepreneurs
or individual workers while mining that required large-scale machinery
required corporate organization and less labour. But the cause rests
with the physical properties of the staple; exploitation of either
form of labour by large-scale trading companies in the first case and
mining companies in the second is absent from the analysis. Similarly,
the state's role in facilitating both capital accumulation and employ-
ment are insufficiently analyzed.

The emergence of the Canadian state, as a strong intervention-
ist (though peculiarly impersonal, "objective'") force in the Innis
model coincides with the transitior from one transport mode to another,
and from one mode of production or '"trade'" to another (mercantile to
"free-trade"), resulting in a shift of the financial burden of staples
circulation to the Canadian state. However, this observation is not
connected, for Innis, to class interests. The state's primary function

appears to be the public subsidization of the infrastructure including,

indirectly, of course, technological subsidization through financing
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railways.
The difficult period of transition from water transport
which dates roughly from the canals of the 1840's to the
completion of the Canadian Pacific in 1885 is marked by
the struggle for responsible government, the decline of
the mercantile system, and Confederation, and these dev-
elopments were more than coincidence. 3.

The precursors of the state, in terms of both capital organization
of the staples trade and comsolidation of '"technique" in both of
Innis' senses, were the fur companies and the extension through them of
French and British rivalries. The initiative of these companies in
consolidating technological innovations to capture markets is consist-
ently noted but not theoretically analyzed and explained as a measure
of their concentrated economic power to monopolize trade. It is noted,
in passing, that the introduction of the york boat, for instance,
allowed the Hudson's Bay Company to siphon off the fur trade from the

.

French companies' Montreal metropole to ports on the Bay. But Innis
shies away from drawing explicit links between the general or class
interests behind these events, or from specifying tbe links between the
monopolies, the C.P.R., and the Canadian state. He persists in an
avoidance of the issue of whose interests the state served, by explic-
itly dismissing such existing documentary attempts of these linkages as
unscholarly or hopelessly biased.S'Instead, Innis' explanation of the
connections between such institutions of wealth and the state is rather
weak: that institutions have a certain measure of inertia; they
persist because they are there; monopolies and large interventionist
state bureaucracies serve the function in a new country of overcoming

the effects of vulnerability to externmal shifts in demand for staples

by making it possible - to shift from one staple to another with greater
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flexibility.

Innis seems to have been aware of the heavy burden placed on the
consuming and labouring public (and on the Maritimers in particular) by
railway subsidization and tariff juggling. 6. Bringing the West and
the East into a transcontinental and intermational market based on wheat
production sparked industrialization in central Canada at the expense of
those areas reliant on manufactures and subject to heavier transport
costs. He stops short of explaining the structural basis of these region-
al disparities by portraying the state's role in creating this trans-
port infrastructure as purely 'meutral'. In his model, the state oper-

ates on behalf of "capital accumulation'" for Canada in general as opposed
to reinforcing highly uneven private capital accumulation by certain
class sectors in certain regions at the expense of others.

Similarly, the policy of nationalization takes place in a social
structural vacuum within Innis' medel. It is seen as necessary to the
maintenance of efficient staples circulation, but whether the private
owners of similar enterprises benefit or not is left unaddressed.

The accurately noted increase in state intervention is inaccurately

attributed to "new countries' only.
Government ownership in Canada is fundamentally a phenomenon
peculiar to a new country, and an effective weapon by which
the government has been able to bring together the retarded
development and the possession of vast natural resources,
mature technique, and a market favourable to the purchasing
of raw materials. It was... the only means of accompliish-
ing the task and retaining a substantial share of the re-
turns from virgin natural resources... Private enterprise
was not adequate to the task... 7.

The notion that private enterprise might refuse to carry out such

socially needed projects, is another conclusion that Innis avoids making.
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The state as a creation of a particular class is not part of
his problematic. Denial of the '"predatory' nature of capitalist develop-
ment in Canada is, thus, important to Innis' conception of the state as
a "neutral" supporter of 'the cummulative spread of industrialism to new
countries." o This denial is implicit in his model throughout, start-
ing with his uncritical acceptance of liberal versions of the workings
of the world market and accounting, perhaps, for his own over-emphasis
on the material aspects of staples production as opposed to the social
relations of that production. Hence, an investigation of the world
market structure via the social relations of capitalism, the draining of
capital out of Canada and its hinterlands on an unequal class basis, is
not undertaken. Clearly, the notion that the state might have a role in
facilitating such underdevelopment cannot be part of the problematic
either. For Innis, in confusing the factors with the forces of production,
leaves the accumulators of capital nameless and classless. A

Dependency, while recognized as a condition of staples production,
is thus described without being explained. It becomes a question of
"circumstantial' dependency rather than of "structural" dependency. With-
in the limits of such a model, Innis cannot sufficiently explain the role
of the bourgeoisie and the state in maintaining external dependence and
engineering not only those internal regional disparities (which Innis does
observe) but internal social divisions of a class nature upon which these
regional disparities are based.

Innis became acutely aware that the Canadian economy had been
realigned by the American demand for new staples, and that "American

imperialism has replaced and exploited British imperialism” 10.. The
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United States had become the new market for mineral and ferest staples
and a source of new regional conflict in Canada. But Innis' notions
about the nature and concrete reality of American imperialism were rath-
er befogged. He limited his analysis of imperialism on the economic
level to the realm of commerce and trade, or what he termed "market pull".
He did not analyze the impact of direct controlling investment or the
structural difference in dependency that it brought. Though he mention-
ed in passing the existence of branch factories, he did not attempt to
explain their structural importance in American imperialism, which he
mistakenly thought consisted of some disembodied cultural and military
ties. Though relevant, he was never able to relate these components to
one another because he never saw imperialism as logically extended from

capitalism. il.

2.2 The Nature of the Canadian Bourgeoisie and of Capital and Class
Formation in Canada

There are general limitations on the usefulness of historical
accounts such as those of the Laurentian school, especially if the
intent is to extract and critically examine the analysis of the social
relations of production portrayed in these works. Historical writings
not only have their theoretical limitations in that the historian's
intentions are not necessarily primarily theoretical, but, the form of
the presentation may cause what theories he has intended to be over-
shadowed by the literary character of the medium. Theories are implic-
it rather than explicit in such materials; they are more interpretations
and emphases than concretely stated and defended premises. DNone-

theless, such highly influential works as Donald Creighton's The Empire
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of the St. Lawrence and Stanley Ryerson's The Founding of Canada and

Unequal Union are essential to understanding the social relations less

discussed in Innis' staple histories. Their importance, for us, is
for the purpose of clarifying the nature of the Canadian bourgeoisie
and the state it founded. Finally, it is necessary to look at the
heirs to such analysis, particularly R.T. Naylor and Wallace Clement,
in order to further specify the uniqueness of the Canadian case, a
necessary step in evaluating the validity for Canada of premises of
dependency theorists who wrote in the 1960's and whose data were not

based in Canada.

Creighton: Merchant Capital Ascendency

Donald Creighton traces the formation of a commercial class and
the emergence of its state in relation to the history of British imper-
ial and free-trade policies in North America. His major premise is that
economic activities (trade in staples) and the interests that emerged
from these were represented and reflected in the state, which in his
view was not a neutral or non-sectarian institution of the type Innis
presented. Creighton does incorporate central Innesian themes, however:
the organization of the political economy around staples production
based on a network of internal waterways and external metropolitan mar-
kets; the inherent instability and vulnerability of such reliance on
external demand; and the tendency toward centralized institutions such
as the fur companies which were mirrored in a centralized state. His
main fecus, however, is the successive political attempts of the Canad-

ian commercial class to build a continental mercantile empire and his
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lament that this '"dream' was shattered by shifts in British policy from
mercantile preferential treatment of staples to free-trade policies.
Similarly, the competition of American trade routes drove the Canadian
merchants to push for more and more costly infrastructural supports = -
first canal and then railway improvements in the circulation of staples.
It was the merchant class that saw, in the act of Union and the Confed-
eration, in the creation of a state, the means of shoring up its empire
and distributing the costs to other classes, particularly the agrariam
community.

Thus the link to the metropole is a merchant bourgeoisie in
Creighton's account, but for him it is the embodiment of progressive
nationalist instincts and the seeds of industrialism, the survivor of
the attacks of semi-feudal agrarianism represented in the defeat of
the 1837 Rebellions. For Tom Naylor the account is similar, but the
merchants represent the suppressors of a rising industrial bourgeoisie
that might have delivered Canada from staples dependency. The commer-
cial class' "dream" of the St. Lawrence empire becomes, for Naylor,
the "nightmare" of a parasitic class, unable and unwilling to transform
staples dependency to independent industrialization. This class siphons
off profits from the overbuilt infrastructure of staples circulation and
invites American entrepreneurs to industrialize the productive sectors
of Canada. The state thus becomes an important element in the perpet-

uaticn of dependency after independence.

Naylor: Merchant Capital Dependency

Tom Navlor's characterization of the role of the Canadian bouxr-

geoisie links it definitively to both staples trade dependency and the
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weakness of indigenously controlled industry. His analysis extends
beyond Confederation to the First World War and modifies Donald
Creighton's thesis. Capitalist class interests and the structure of
capital formation are the central factors in the explanation of
Canada's dependency, rather than the character of the staple itself.
Canada's uneven development is attributed to its "hinterland" or
colonial status in the mercantile empire of Britain and the Canadian
merchant bourgeoisie's external links to metropolitan markets.

The strength of commercial capitalism in Canada was the
result of the British colonial comnection, and together
they served to lock the Canadian economy into the staple
trap. The domination of the Montreal commercial commun-
ity in the colonial economic and political structure was
the outgrowth of the pattern of dependence, and the
stultification of industrial entrepreneurship followed
from their control of the state and state policy... the
resulting vacuum led directly to the reliance on American
industrialism, in the form of entrepreneurs, patents, or
direct investments. 12.

Ryerson and Pentland: 1Industrialization and Labour Transformation

It is argued by Stanley Ryerson and other Naylor critics L

that a conflict between merchant and industrial capital has been exag-
gerated by Naylor. We will look into the broader international out-
lines of the antagonism that may exist between these two types of
capital as well as their mutual dependence and the types of class
fractions within the bourgeoisie which may be representative of these
two types of capital in the developing country and in Canada particul-
arly. First, let us look at what appears to be a more substantive
criticism of Naylor's work which indicates new directions to be taken
in an analysis of the transition to industrial staples production.

Ryerson claims that by including both staples and railways in the
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"commercial" sector, Naylor underestimates the degree to which industrial-
ization and mergers of financial and industrial capital have taken
place.

The transformation of the staple from a commodity to an industrial
product involves a transformation in the formation of an industrial
labour force as well as transitions in capital formation and the capit-
alist class. It implies the creation of a '"free'" wage-labour force and
the extraction of surplus value in a resource extraction industry. L
Thus, while Canadian capital may be over-developed in sectors cof circu-
lation, we need to explain aspects of the transformation of labour, as
well as capital in the sectors of production. It may be that specific
vulnerabilities are created for the industrializing labour force which
mirror uneven transformations of merchant to industrial capital.

H.C. Pentland points to the persistence of and the late trans-
formation from a "pre—capitalist" to a '"capitalist' labour market in
Canada. Despite the fact that Canada had been incorporated early into
world capitalist trade, and was in this sense part of the capitalist
system, it was not until the mid-nineteenth century that '"'feudalistic"
labour relations, predominant in early staples production, began to be
transformed to 'free' wage-labour relations characteristic of indust-
rial capitalism on a substantial scale. This was accomplished by the
importation of masses of dispossessed British and especially Irish
peasants for the construction of Canadian canals and railroads-- pro-
jects which engendered new industries and machinery production as well
as provided the transport infrastructure fer staple circulation. 3.

This feature makes Canada's social structure and degree of industrial-
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ization substantially different from those of Third World countries.

Because early staples were drawn from an extensive area, often
involved seasonal activities, and were subject to abrupt shifts in
price and profit, they were unfavourable to the early development of a
capitalist labour market governed by impersonal monetary relations and
reduced responsibility for social overhead costs on the part of the
owner. Instead their production involved the maintenance of personal
ties and the absorption of overhead costs by either "entrepreneur' or
the petty commodity producer. Unlike slavery, independent commodity
production and its relations of employment could make use of the requir-
ed non-routinized or semi-skilled labourer and accomodate seasonality
of work activities at less expense than either wage or slave labour.

The fur trade required such contractual dependence; its use
and abuse of indigenous Indian labour coincided with independent comm-
odity production by French-Canadian labour. Early timbering operations
were either the seasonal work of farmers clearing land (who would then
be outside the control of a free wage-labour market) or the more "quasi-
feudally" recruited logging gangs of the parish system in Quebec. Because
of a deficiency of "free" labour, military labour had to be used
in the early canal and road building days despite the greater suitabil-
ity of "free" labour. Similarly, the St. Maurice iron forges were
maintained for 150 years on the basis of "semi-feudal' labour. 2 In
these last two cases, family ties and family-based recruitment character-
ized the labour pool.

The Canadian state and its precursor colonial administratiomns

played a substantial role in immigration policies that helped create
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such a free labour force and in land policies which kept this labour

force off the land for some time. Requiring as it did a variety of
skills subject to seasonal shifting of activity, a wheat economy was
inimicable to plantation - routinized labour. This was another feature
of production that caused Canada's social structure to differ
from that of many Third World countries. However, a capitalist labour
force was created, albeit late, and it coincided with the existence of
various forms of independent commodity production labour, as well as a
strong state role in regulating the flow of labour. Thus, interpret-
ations by Ryerson and Naylor alike, about the extent of industrialization
appear% to oversimplify the course of industrialization. What is
required is an analysis of the peculiar labour force transitions and
role of the state in the establishment of these with regard to the
development of industrial resources. Neither citing the numbers of
saw and grist mills in the 1851 census (Ryerson) L nor Naylor's
dismissal of such establishments as simply 'staples" production, and
hence presumably commercial , describes or analyzes those transiticnal
forms of labour which, it is our suggestion, may go hand-in-hand with
the unevenness of the transformation from merchant to industrial and
from competitive to monopolistic capital in Canada. For, it may be
that the transition of the staple from commodity to industrial prod-
uct entails uneven changes in both capital and labour formation which
new forms of dependency reinforce.

Our own concern will be limited in scope to the state's role
in facilitating and legitimating capital accumulation in largely cap-

ital-intensive industrial resources whereby public subsidization plays
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an important role. Nonetheless, the corresponding promise of future
employment used to rationalize such subsidization is rarely fulfilled
and thus constitutes a feature of potential social conflict and over-
development strategy. Similarly, the subsidization of capital-inten-
sive industrial staples may create a built-in propensity for technol-
ogy, in the form of automation, to eliminate jobs and create structural
unemployment through attrition. Both of these mechanisms make for a
peculiarly vulnerable working class in a staples economy, a feature to
be detailed more fully in Chapter Eight. And finally, the very
"strengthening'" of Canadian multinationals, so that they too can seek
resources anywhere in the world and cheap labour outside of Canada,
may add a further element of weakness to the bargaining power of the
Canadian industrial resource labour force.

The Shift from Merchant to Industrial Capital: Canada in the Inter -
national Context

The early and persistent dominance of merchant capital in Can-
ada, involved in commodity trade at the expense of early industrial
capital formation, is a phenomenon Canada has in common with many under-
developed Third World countries and one that must be explained in
relation to transitions in the world economy as a whole. Before industrial
production emerged, the world economic system was based on merchant
or commercial capital. The transition to industrialization in the most
sdvanced centres transformed this mercantile trade so as to serve the
needs of factory production (particularly in Britain, but soon after in
the United States) by shifting the demand from early staples to industrial

staples (wheat, minerals, pulp and paper, and fossil energy}.
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Portfolio investment exported in the colonial period served as credit
to improve the infrastructure of staple production, transport and
financial services. When industrial and commercial capital merged in
the advanced centres, there was a transformation from competitive to
corporate capitalism and a shift to the export of direct, controlling
capital investment abroad. The targets of such investment were the
colonial states, and particularly Canada where proximity and early
openness to American industrial expansion was reflected in early and
increasingly extensive direct investment in both resources and manu-
facturing sectors.

Though the transition from commercial to industrial capital
had occurred by the 1850's in Britain, it was slower and less even
in developing countries. The combined effect of foreign investment
and an already strong indigenous commercial fraction in Canada's
bourgeoisie facilitated the entry of large-scale foreign enterprises
at the expense of smaller-scale indigenous ones. Part of the reason
for this is related to the "ambiguous", if not conflicting, inter-
play of merchant and industrial capital.

Geoffrey Kay has suggested that merchants and later financiers
tend to operate in the sphere of circulation rather than production
of commodities and have ''progressive" as well as "retarding' influen-
ces. Merchant capitalists became the "agents' of industrial capital-
ists in the centres and gained profits primarily through unequal ex-
change rather than through the organization of producticn and extraction
of surplus value. Eventually, thev encouraged commodity production

and the division of labour, but tended to maintain surplus in the



sphere of circulation. 18.

Canadian merchants appear to have '"transformed" themselves into
industrial capitalists in particular sectors; early on, they moved
into the sphere of production by way of transport activities, encourag-
ing canal and railway building with the aid of both British portfolio
investment and the Canadian state's guarantees of loans and provision
of an immigrant "free' wage-labour fource. Capital could be siphoned
away from the financial and transport needs of small-scale indigenous
industries, meeting the needs of staples export instead; at the same
time the domestic market was filled with industrial imports from larger-
scale foreign operations which enjoyed the resources of merged merchant-
industrial capital. Canadian merchant capital was transformed, secondly,
in its role as financial capital by creating banks, insurance, trust
and mortgage houses. Both these functions - finance and transport -
are essential to industrial production, hence, they are not inherently

"antagonistic" to the growth of industrial capital.

Clement: Disarticulation of the Capitalist Class

In the Canadian case, Wallace Clement has argued the over-
development of these two sectors (finance and transport or utilities)
has led to a reliance on foreign, particularly U.S., investment in the
productive sphere outside these sectors. 19. An alliance between
fractions of the bourgeoisie and between Canadian finance and American
industrial capital occurs internationally. This illustrates, on the
one hand the "agent" role of merchant capital vis-&-vis industrial

capital which Kay underlined, as well as the unevenness of the trans-

ition from cne to the other outside the centre.
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Of particular interest in this debate about the nature of the
Canadian bourgeoisie is the degree to which Canadian financial capital
participated in industrial staple development, and at what stages:
exploration, on-going production, or just speculation merger or acquis-
ition. Was their role, as Naylor suggests, marginal - treating staple
industries as '"commodities'" to be bought or sold? Was their role
different with regard to early versus later-developed industrial staples
(pulp and paper or iron versus oil, for instance)? What was the extent
of internal Canadian alliance between financial and industrial capital
in new staples production and were alliances more likely to be made
between internal finance and external resource capital? There may be
one or the other pattern emergent but, if either is discernable, we
must admit the existence of some form of merger of "merchant'" and "industrial"
capital in the monopoly capitalist phase of resource development.

The particular route to this merger, internal or transnational, is of
interest, for it takes us beyond Naylor's impasse. We must admit, also
the pcssibility of shifts in such patterns, since corporate capitalism
is formed continually.

Clement argues ''disarticulation" 20. or over-development of
finance, transport and utilities sectors vis-a-vis industrial sectors
under Canadian control has been reinforced by the "subsidiarization" A
effects of American continental and later multinational corporate expan-
sion, a phenomenon analyzed by dependency theorists such as Baran,

Sunkel, Galtung, and Petras with reference to Third World countries.
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2.3 Dependency Theorists: New Dimensions in the Organization
of Dependency

Resources or raw materials of a strategic and industrial nature
become major outlets for investment in the post-World War Two era, a
phenomenon to be detailed further in Chapter Three. However, the require-
ments of intensive technology and capital for their extraction and access
to foreign-controlled markets for their sale, means that large-scale and
vertically-integrated corporations (of the type created typically as a
result qf the fusion of financial and industrial capital) will be the

principle investors in this ''new staples' sector.

‘

The Multinational and the Subsidiarization Effect

As Baran and Sweezy have indicated, the structural and organizat-
ional hallmark of the monopoly capital or finance capital phase is the
giant corporation or multinational which contributes to new forms of de-
pendency. It has interests yhich differ from those of either individual
financiers or industrialists, for it may produce both domestically and in
a number of foreign countries, fhus its policies on protecticnism may vary.
Secondly, such corporaticn% may and often d&acomprise both preductive and

!

circulation functions in one organization. ' Its immense power derives from
a number of possibly integrated functions. These give flexibility in
market control, access to numerous sources of capital, cheap labour and
raw materials,as well as a strong capacity to develop technology, utilize
or withhold it from use. While it may export large sums of capital, on
the wnole it drains capital to the parent base: Another source of flexib-

ility is the centralization of management's decision-making powers in

terms of integrated marketing, production and research alternatives open
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to it anywhere in the world. Since its initial resources are greater than

those of small-scale corporations and its interests are in long-run prof-
itability, it has greater staying power in unpropitious markets, presenting
a threat to the initiation or continuation of smaller-scale national enter-

prises.

The Multinational and State Pgolicige of Capital Accumnlation

Such concentrated economic power gives multinational or continent-
al corporations greater flexibility in dealing with state controls either
in the parent or subsidiary country. The subsidiary-based state can be
threatened by capital flight with the back up of possible plant, mine, or
resource project shut-downs, in order to bargain for more favourable
investment climates. Similarly, the multinational can utilize its power
with its home-base state in the creation of '"favourable climates' abroad,
via credit manipulation or military coercion if necessary. Tariffs can
be used to maintain refining of raw materials in one country, for instance
the home-base country, at the expense of the resource-exporting country;
the corporation may seek and obtain tax benefits, depreciation allowances,
research and development subtsidies, infrastructural support and the like
from home or subsidiary-based states.'

For the resource company, the added "strategic'" value of certain
minerals, metals, or fuels ties its interests even more closely to the
state whose security policies entail resource planning strategies that
may then be the basis for greater aid in the acquiring of ''secure'" foreign
resources. 23- The ﬁower to limit penetration of foreign corporations or
their flexibility in decision making is thus limited, even if we are to

assume that such a strategy suits the interests of the dominant bourgeoisie
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of the state in question. If there are alliances (cross-national) within
the resource company we cannot assume the state will take a "nationalist'
stance on maintaining processing within its borders. Even where process-
ing may be established, its linkages and lines of command will frequent-
ly be extermal. Thus, import substitution merely facilitates the dis-
articulation and subsidiarization processes. For, as Sunkel and Galtung
have pointed out, the transnational conglomerate reinforces not only a
general international polarization between developed and underdeveloped
nations through the workings of unequal exchange of primary for manufact-
ured products, but internal polarization and disintegration of economic

and political cohesion as well. Eventually unequal exchange becomes
located in the differential exploitation of labour for surplus value and
the multinational makes all national labour forces less secure by assur-
ing employment only so long as cheaper labour forces cannot be found
elsewhere. This structural disarticulation is reflected not only in
processing gaps based on the internationalization of certain sectors and
class fractions within the economy penetrated by direct investment, as
noted by Sunkel and Galtung, but by the increasingly important role of
the state in reproducing these social and economic relations. Such penet-
ration and capital accumulation is supported by state-owned as well as
private firms within resource sectors. Thus, as James Petras suggests,
Unlike dependency studies which centered on the growth of
productive forces and how the external ties 'blocked' growth,
the focus on the conditions of accumulation and its impact
on class relations allows us to focus more concretely on the
nature of the state ultimately involved in both accumulation

and class formation, as well as internal class relations as
they emerge from, as well as shape capitalist development. 25.
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"Disarticulation' becomes a structural phenomenon in the mono-
poly capitalist phase of resource extraction under the aegis of inter-
national capital. The non-revolutionary state of the resource-producing
country collaborates in this process by filling in infrastructural
supports and reproducing these features on the basis of satisfaction
of international capital's needs, which dovetail in part with the legit-
imation functions of the state:

«.. the needs of the metropole for strategic raw materials
and investment outlets as well as the constant search for
new revenues to sustain the national state in the dependent
neo-colony led to the diversification of economic activity
within the periphery beyond administrative and economic
enclaves to increasingly lock-in the entire network of
local economies... 26.

0f three strategies for capital accumulation by ex-colonial
states outlined by Petras, it would appear that Canadian state policy
has not been "national popular". It may be somewhere between 'mational
developmentalist', in which the concentration of surplus is in the
hands of the state or private national entrepreneurs, and the more
internationally "stable" '"dependent neo-colonialist' pattern where
capital accumulation is from above and outside. In the latter case,
the state allies itself with imperial firms and regimes, aiding the
intensification of surplus extraction from labour and concentration of
this wealth and power at the top in both national and foreign hands.
Thus. nationalization of certain firms generally in utilities or trans-
port sectors, and even the creation of Crown corporations and public-
private joint ventures in the resource sectors, need not be seen as

1imiting the power of either foreign or national capital in these

sectors. Rather, it is a more efficient means of facilitating the
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continuation and strengthening of existing capital formations and
transnational class alliances of the type we have suggested evolved
in Canada.

2.4 The Structural Relationship Between the State and Capital:
Implications for State Resource Policy

Having critically, and selectively, reviewed those staples,
Laurentian School, dependency, and neo-Marxist theorists most help-
ful in analyzing capitalist development and class formation in count-
ries similar to Canada, we turn now to a discussion of the theoretical
implications of the relationship between state and capital, with a
view to deriving a series of hypotheses about the nature of Camadian
postwar development. We leave analysis of the potential implications
of such policy for labour and technology to Chapter Eight, since in
focusing on the role of the state we have chosen to refer to labour and
technology only insofar as they are directly or indirectly affected by
such policies.

The structural relationship between the state and capital and
its implications for change in state roles of capital accumulation and
legitimation will be discussed here in general theoretical outline.
This will be followed, in Chapter Three, by a more specific delineation
of the state's role in maintaining capital accumulation in industrial
resources exported to American markets, as opposed to its earlier role
in maintaining commodity staple production for European markets. We
characterize what we suggest is an attendant shift in state development

policy as a movement away from what H.G.J. Aitken termed ''defensive
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27.

"continental resource capitalism".

expansionism" to what we term
In Chapters Four through Seven, dealing with case studies of three
industrial staples, we examine historical data as evidence of this

"new' state role in continental development coordination. The latter
we choose to investigate at the level of the federal bureaucracy
(especially policy making and decisive action by the Department of

Trade and Commerce) as well as in continental and international resource
forums composed of personnel from both state and industry.

General hypotheses concerning state policy outlines will be offered

in the present section since we propose their derivation from the
structural relationship between the state and capital in modern capit-
alist societies in general. Further hypotheses which derive from the
specificity of the Canadian economy's post-war linkages to the U.S.
economy and foreign policy will surface in Chapter Three.

The most fundamental structurally based role of the state in a
capitalist society is to protect private property rights in the course
of coordinating and reproducing the means of private capital accumulation.
Whether one lauds, as Creighton does, or despises, as Naylor does,
the control a dominant class has in its creation of a nation state,

Marx and Engels remind us, as early as 1845, that the creation of a
state in its own image is a necessary task of a bourgeoisie:
By the mere fact that it is a class and no longer an estate,
the bourgeoisie is forced to organize itself no longer loc-
ally, but nationally, and to give a general form to its
mean average interest. Through the emancipation of private
property from the community, the State has become a separate
entity, beside and outside civil society; but it is noth-
ing more than the form of organization which the bourgeois

necessarily adopt both for internal and external purposes,
for the mutual guarantee of their property and interests. 28.
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In ensuring the rights and continuing operation of private capital, the
state may take on a variety of roles in order to regulate possible con-
flict between and among classes or class fractions, who may dispute the
specific inequality of particular forms of private capital accumulation
involving land, technology, labour, capital, and market control or
access. Thus, one way of gauging the extent of state support given to
a particular class or fraction is by investigating the conditions of
such access established by the state on behalf of large or small, dom-
estic or foreign capital.

As O'Connor and Clement have noted, the increase in the size
and scope of capital accumulation in contempory capitalist societies has
necessitated an expansion of the state's roles. We would add that,
where the state is subject to overpowering extermal influences (such as
the interests of foreign states and class fractions) the roles of the
state become more complex, as our review of neo-Marxist dependency lit-
erature has suggested. As both Wallace Clement and Leo Panitch note in
their discussions of the Canadian state, the particular character of the
state is, thus, inherently variable at the same time that it invariably
operates in the long-run in the interest of the dominant class. a2
We might add that this variability requires a measure of "autonomy',
but there are other aspects of autonomy with regard to the Canadian
state that are at issue and will be analyzed later in this section.

Leo Panitch has stressed the importance of delineating the specif-
ic - - institutions of the state, linkages between the state and the

deminant class interests, and the general functions of the state. While

H.G.J. Aitken was aware of the multiplicity of state institutional
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levels --locating the Canadian state at all levels between the British
government and municipal Canadian governments before Confederation --
his observations on increased American economic impact on the Canadian
economy, particularly on resource sectors, did not translate them-
selves into an understanding of the permeation of American class inter-
ests into the Canadian class structure and state policy. 3t He
continued to perceive such interests as something "outside'", hence
presumably not direct agents of change in state policy composition.
Part of this error might be attributed to his narrow conception of the
state as mere ''government" and his notion of influence as mere legal
representation at the govermmental level. We suggest the permeability
of the Canadian state to external forces has increased, particularly

at the bureaucratic level, coincident with those increasing capital

and market connections between Canada and the United States in the postwar
period which Aitken did quantify and which are discussed in the follow-
ing chapter.

Ralph Miiiband specifies the institutional limits of the modern
capitalist state by including: The executive, legislative, bureaucratic,
judicial] military, and para-military institutions at central and sub-
central levels. He also includes in his notion of the state: public
corporations, central banks and regulatory commissions, but excludes
what he terms the political realm such as churches, pressure groups and
parties, privately-owned media, educational institutions and the
family. 31. While this appears to be a reasonable outline of state

institutional levels, including but not limiting itself to governmental

bodies, we do not necessarily subscribe to Miliband's instrumentalist
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view of the state whereby various class fractions are characterized as
controlling various state institutions. Instead, it seems more accurate

"relative auton-

to suggest that to account for what Gramsci called the
omy" of the capitalist state, we must bear in mind that the structure of
class representation is not static or mechanical, but a product of class
struggle within each social formation. Because in its concrete specif-
ity the advanced capitalist state consists of a complex matrix of
institutions and agencies, and the Canadian state is further complicated
by federalism, one is forced to focus on one researchable level. 1In our
research, the focus will be primarily the federal civil service. For
while the party system, cabinet and legislature, as well as the federal-
provincial network of representation are important, substantial liter-
ature on policy formation in Canada underlines the key role of the
federal bureaucracy and more particularly, the importance of the depart-
ments of Finance, External Affairs, and Industry, Trade and Commerce.
Our particular interest in industrial resources led to our concentration
on the Department of Industry, Trade and Commerce.

To analyze the creation of public policy,centralized authorit-
ative decision making in the increasingly key executive (including sen-
ior civil servants), Rianne Mahon suggests the dynamic of an "unequal
structure of representation'" throughout the state bureaucracy. It per-
mits the state to organize hegemony and intervene on behalf of the
bourgeoisie with the consent of subordinate classes. 23 This organ-
ization of hegemony would be impossible if the state were in fact the

simple "instrument" of any one class fraction.

32
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Thus, the state's ''relative autonomy' from classes exists in
terms of the short-term interests of the dominant classes and is a
result of the contradictory relations between dominant and subordinate
classes reflected in the state. It is necessary to demystify the
notion of "national interest" so that it can be seen as a negotiated
(occasionally coerced) resolution, within the state of such class
contradictions to coincide with the general or long-term political and
economic interests of the dominant class or its hegemonic fraction. A
power hierarchy among agencies and departments of the bureaucracy rein-
forces the values of that hegemonic fraction. Representation occurs as
sub—units within the civil service form relations with particular
sections of society, carry out specific functions, sympathize with the
needs of ''their'" group and represent these when negotiation between

conflicting interests occurs with the state. Many of the most
important decisions sustained at bureaucratic levels or federal-provincial
conferences with regard to resources are so centralized that only certain
state officials and major corporations may be involved in the "negotiation",
which is undertaken exclusive of ‘any direct popular influence.

Thus, the capitalist class' influence within the state is structurally
insulated from possible opposition or class criticism.

Since the Second World War, senior civil servants have been
encouraged to spend periods of their careers in corporations to learn how
to represent corporate needs with intimacy and accuracy. The prolifer-
ation of advisory councils to departments and regulatory boards in both
Canada and the United States further represent corporate interests on a

s ; 35. ’ ;
continuous basis. Thus, dominant class interests are represented
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via personal or kinship ties of state and corporate officials, career
switching, advisory functions and unequal structuraed representation
within the state. The importance of understanding the way the '"part-
icular interests' are translated into the '"general" or "mational"
interest is underlined by Wallace Clement:
The importance of the close relationships between the
Canadian state elite and the capitalist class is not that
all positions in the state elite are 'smatched up' by
members of the capitalist class...(but) that an under-
standing of the ties between economic elite and the state
as a whole challenges the postulate that the state performs
an unbiased role as manager of society for the benefit of
all...the state in Canada does not operate autonomously
from the capitalist class. 36.
This representation may not operate to exclude foreign capitalists
from the Canadian economy, however, and more particularly from the
development of industrial resources. Rather, it may encourage the
entry of foreign capital since the largest Canadian capitalists appear
to be in alliance with intermational capital.

The changing roles of the Canadian state must be analyzed, we
suggest, with reference to the major contemporary functions of an
advanced capitalist state, as outlined by James O'Connor. He suggests
that the state in capitalist society has two major functionms: assur-
ing private accumulation of capital (subsidizing it where necessary),
and legitimating this process, that is, buffering the sccial relations
of inequality attendant on unequal access to the social product. The
latter includes the state's role in extending social welfare programmes
and ideologically legitimating its policies through the use of policy
statements, legislation, regulatory bodies and the like (to be specif-

ied in greater detail presently). 27- Panitch has added to this a



41

third function: coercion of an internal or extermal nature involving
either the police or military in such a way as to maintain the process

38 It should be noted however,

of private capital accumulation.
that it is a defining feature of all states, capitalist or other, that
they monopolize the means of coercion. Capitalist states are
characterized by their expanded roles in accumulation and leg-
itimation in the post-war era, however. O'Conmnor suggests an increas-
ing contradiction has occurred for all advanced capitalist states
between the first two functions, accumulation and legitimation, since
fostering greater accumulation (frequently through mechanization of
production) produces greater inequality and unemployment, thus strain-
ing the legitimation capacities of the state. The contradiction is,
in the last analysis, implicit in the very nature of capitalism, as
Clement has pointed out:
The paradox of the state in capitalist society is that it
must strive to maintain its legitimacy and with that the
legitimacy of capital by portraying itself as represent-
ing the common will of all its citizens, while at the same
time upholding the right of some to extract the surplus
created by others. 39.
Unlike the analysis of the workings of the state presented by the
liberal or <capitalist ideology, C.B. Macpherson has suggested a view
similar to that of Clement and O'Connor:
... political power, being power over others, is used in
any unequal society to extract benefit from the ruled for
the rulers. Focus on the source of political power puts
out of the field of vision any perception of the necess-
ary purpose of political power in any unequal society,
which is to maintain the extractive power of the class or

classes which have extractive power. 40.

The state is not, then, a neutral "sounding board" for all

societal interests, for interests are responded to in an unequal fashion.
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It is this unequal response to interests that requires both empirical
sociological and historical documentation. In this attempt, it must
be kept in mind (as Panitch warns) that the state acts on behalf not
at the behest of capitalist interests. It acts in the capitalist
class' general interest, but not at its direct command. Since, as we
have noted, the capitalist class in Canada is fractionalized in terms
of both control and size, we will need to determine how these general
interests are served when resource strategies are formulated.

Similarly, the nature of industrial resources, particularly
their capital intensity, may add further strain to the legitimation
capacity of the state. Large-scale resource projects do not provide
large-scale employment of Canadian workers. We suggest therefore that
there may be an attempt by the Canadian state to counter these conflicts
of legitimation through institutional and ideological mechanisms specif-
ic to Canada. Thus, an implicit tendency for such structural conflict
to become highly divisive, even potentially revolutionary, would per-
haps be lessened by increasingly centralized decision-making, by addition-
al legitimation apparati, or by the indulgence by state officials in
ideological rhetoric of a nationalist sort that 'suggests" social unity.

Although contradictions between accumulation and legitimation
functions of the state are, thus, present, we suggest that the two
functions are frequently mutually reinforcing. Regulatory commissions
and investigative bodies set up by the state may serve as important
legitimating devices for disruptive structural changes in the allocation
of social wealth as the mode of production shifts from the competitive

to monopoly stage, with increasing concentration and centralization



of capital and control. Though Panitch, for instance, interprets the
ineffectiveness of Canadian anti-combines legislation as evidence of

the underdevelopment of this legitimating function in Canada, we suggest
the opposite: it demonstrates the effectiveness of state legitim-
ization. It is true that the inadequacy of its use to stop merger and
monopoly has been repeatedly documented by social scientists, (Reynolds,

Thorburn, Young, Gonick, Kierans, Goff and Reasons). It may be,
however, that like the propensity the Canadian state displays for
invoking Royal Commission inquiries when conflict arises (a practice perhaps
useful in diffusing public antagonism against big business and the state),
anti-combines is a useful mechanism of dealing with consumer and small
producer antagonism in the face of the long-term consolidation of big
capital. The fact that such methods of legitimating larger-scale cap-
ital accumulation (by condoning monopoly) may be transparent in the long
run to historians and social scientists does not mean the same mechanisms
are ineffective diffusers of social conflict in the short run. There

is more logic to be found in interpreting the ineffective but continued
use of anti-combines and inquiries by Royal Commissions as legitimating,
since these allow the state to appear to be neutral in the process of
consolidating big capital. These mechanisms are the logical precursors
of contemporary open state appeals (for example, the Bryce Commission)

for more mergers to create 'viable" Canadian multinationals (i.e. great-
er concentration in certain economic sectors). The extent of this
concentration in various resource sectors will be addressed in the
chapters to come and we will be particularly interested in the influence

of this factor on state policies in those resources chosen for analysis.
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Our general thesis is that the role of the Canadian state involves
its aiding capital accumulation in the industrial rescurce sectors-
This strategy will be affected by changes In the external forces
(resource markets) and changes in internal forces (capital concentration
and control) in the postwar period. This leads us to specify two
general hypotheses regarding the Canadian state's changing role via
its capital accumulation and legitimation functions.

Hypothesis 1. (Accumulation)

A, As large-scale firms come to be a common feature in major sectors
of the economy (a trend widely accepted as characteristic of corp-
orate capitalism), the Canadian state will tend to foster their growth

at the expense of that of smaller firms, whether the leading firms are
foreign (especially American) or Canadian in terms of ownership and
control.

B. Where concentration in resource industries is lower, we expect
industry associations to be more active than the state bureaucracy in
consolidating and representing such capital interests.

Hypothesis 2. (Legitimation)

A, We expect that where anti-combines legislation, Royal Commiss ion
inquiries or reports, and other legitimation media are brought into
play (whether effectively or not), the results will be detrimental to
the practices of firms in resource sectors characterized by low to med-
ium concentration rather than to firms in industries characterized by
high capital concentration. This we propose on the basis of two
factors: the state's fostering of large-scale capital accumulation

(Hypothesis 1. A.), and the fact that large, will-integrated firms can
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resort to less visible means of market and production control without
being legally culpable, whereas smaller firms must rely on meetings

and coordinating mechanisms that leave a trail of evidence of collusion,
according to the terms of anti-combines legislation. Both the state
and international firms can also appeal to international market forces
or foreign states' policies for justification of monopoly practices.

B. We would not expect the state to use anti-combines or other
legitimating mechanisms (income redistribution or subsidization of
capital aside) in a whole-hearted attempt to maintain small firm compet-
ition in industrial resources. The interests of dominant corporations
in each sector will, we suggest, be legitimated where necessary by the
state.

A major change in "external forces'" impinging upon Canadian
state policy in the era since the Second World War has been the increas-
ing importance of the American Defense Department's role in policy
making having to do with capital accumulation and legitimation. This,
we suggest, Involves the continental impact of American Cold War policy

or policies of imperialism more generally. Part of these strategies

was the stockpiling of "strategic' materials (predominantly industrial
resources) and part involved the general build up of war and space
programmes, again requiring the import to the United States of massive
quantities of raw materials. The details of this strategy cf growth
will be analyzed in terms of their relevance to Canadian development

policies in Chapter Three, where the Paley Report is discussed.

While a capitalist state's accumulation function does not

“"normally" rely on the state's coercive function in liberal democracies,
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given the assumption of a free, wage-labour market, we suggest that the
tremendous influence of defense in economic strategies of the United

"peace-time" period is a major exception to the
P P ]

States in the postwar
rule. The Defense Department's (and other agencies') stress on the
strategic (coercive) need for ready access to foreign, including Canad-
ian, industrial resource materials served both an ideological and direct
capital accumulation function in the postwar period. The American
state's accumulation policies regarding resources became linked to its
coercive (defense) functions in both the foreign and domestic policy
realms. The state raised the "threat of communism" as the legitimation
for its more active role in capital accumulation at home and abroad.

Two specific legitimation functions, then, accompanied the conjuncture
of the general accumulation and coercion functions: maintaining employ-
ment at home through the massive processing of raw materials that did
not require direct consumption and disguising economic expansion
abroad by American.multinationals backed by the military and its social
control agencies as safeguarding 'democracy", "free enterprise", or
"good investment climates' against the dual threats of communism and
nationalism. Both communism and nationalism, as alternative develop-
ment policies to the American one, would exclude or limit American (indeed
international) investment, market access, and capital accumulation in
general on an international scale. These two ideolcgical "isms"
threatened that of imperialism, or the continuation of a world-wide div-
ision of labour, unequal exchange of capital gocds for raw materials,
and capital drains to the United States and other "home-bases" of multi-

naticnal corporaticms.
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We therefore suggest a series of linked hypotheses related to
the growth of American interest in industrial resources in the postwar
period, particularly with regard to Canada. For, such an external mar-
ket force would, it is proposed, have considerable effect on Canadian
resource policies as well as on Canadian state autonomy in the inter-
national context. More specifically, we would expect these external
forces to be, in large part, the impetus for the closer coordination of
capital accumulation policies within the North American or continental
context.

Hypothesis 3. (External Market Forces)

A, The steady depletion of American resources achieved "strategic"
or "political" consideration and hence extremely active state attention
because of the conjuncture of the American state's accumulation,
legitimation, and coercive functions in the realm of industrial resource
access. We suggest this "crisis" spurred intervention became a '"crisis"
because the strategy encountered resistance in many parts of the world
in the form of socialist and nationalist ideology and policy. Thus, the
creation of closer ties between the United States and Canada at the
state level would accompany the ongolng penetration of U.S. capital into
Canadian industrial resources. In other words, closer "continental"
coordination of state policies would follow the depletion effects of
heavy American resource consumption and U.S. recognition that national-
ism abroad threatemed U.S. access to raw materials in the long run.

B. In the coordinaticn of a continental resource development policy
(including the stockpile programme), we would expect American policy

makers to lead and Canadian bureaucrats to follow. The latter would act
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to gain advantages for the dominant industrial resource producers rather
than for the even development of the Canadian economy as a whole, since
agreement on policy would centre on the ready access of Canadian resour-
ces to U.S. markets (rather than the increased processing of such
resources in Canada), and an open door for American capital to Canadian
resource development. Thus, an "ear to Washington" rather than
"initiative" stance on the part of the Canadian state would reflect the
socio—economic realities of dependence on American markets and capital.
C. Because such resource strategies would favour certain fractions
of the Canadian capitalist class and not others, we would expect access
to decision making in this realm to be limited. Decision making as
regards industrial resource development would be or become highly
centralized, and fractions representing big or small capital would have
unequal access to state power.

D. The influence of American postwar policy on Canadian resource
development would be strong, though perhaps uneven in its effects, on
the three sectors we choose to analyse: forest, mine and energy
staples. We would expect mine and energy sectors to be most strongly
affected by Cold War policies of a "strategic'" nature, because of these
industries' historical use and linkages with defense. However, such
policies might influence the development of the newsprint staple,
because of the latter's possible importance as an ideological tool in
the fight against communism and nationalism. The access of "American"
multinational oil companies to vast quantities of petroleum supplies

in the Middle East and Latin America, would, we expect, have an

influence on the course of a continental energy policy.
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Hypothesis 4. (Canadian Autonomy and Legitimation)

The structural conflict between capital accumulation and the
creation of jobs (legitimation) in capitalist societies would be all
the sharper in Canada. This follows from the above hypotheses concern-
ing the emphasis of the Canadian state on ''resource capital accumulation
which implies capital rather than labour intemsity. As raw or
semi-finished goods are exported wholesale, so are jobs and future
prospects of establishing secondary industry. This situation, we
suggest, could eventually present an ideological crisis of a '"national-
ist" sort, since the development policy is "anti-nationalist" in
character. We would expect the state to involve itself in special
efforts to legitimate its policy as "nationalist" in the face of such
criticisms. These efforts might be both rhetorical and organizational
in form, and would have the common purpose of '"buffering" conflicts of
interest.

When we speak of the development of a continental resource
policy or strategy of capital accumulation on the part of the Canadian
state, we ground this thesis on the suggestions that both Naylor and
Watkins have made in recent years about the nature of the original
"National Policy" of the founding fathers:

...Canada moved to a high protective tariff... a policy not
of creating infant Canadian firms but rather industrializ-
ation by invitation - to American companies to establish
branch plants. The tariff itself was only one part of a
broader National Policy including railway subsidies - a
constant Inflow of British portfolio capital as infrastruct-
ure for the branch plants; an open door to immigration --
and hence a pool of labour and an expanding domestic market
for the branch plants; a patent system which, like the

tariff, compelled American companies previously exporting
to Canada to manufacture in Canada; subsidies to foreign
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corporations via competitive bonussing by municipalities;
and provincial give-aways or rights to lumber and to mine
Crown land, where Americans with prior experience in rap-
ing and looting at home tended to have an advantage. 42.
We have insisted, however, in undertaking a theoretical analysis of
postwar Canadian development policies, on explaining the structural
underpinnings of such policy and the necessary institutlional refinements
in the maintenance of such programmes of development that postwar
capitalist accumulation on a world scale has brought to the fore. We
rely, therefore, on neither the supposed ignorance of state policy-
makers, nor the supposed "deformation" of the Canadian bourgeoisie for
an explanation of Canadian resource capitalism. While a recognition of
the fractionalized nature of the Canadian bourgeoisie is implicit in
our analysis, we have sought to view Canada and explain its state polic-
ies in an international context and not seek to reduce social history to
a discussion of mutant capitalist class formation in one country. It is
not our contention that a "nationalist" bourgeoisie could have avoided
the situation we address, given the stage of corporate capitalism sofar
delineated and the general nature of any capitalist state in contempor-
ary society.

2.5 Considerations Regarding the Role of Technology and Labour in
Industrial Resource Development

Neo-Marxist Contributions on Technologv: The Relationship of
Technology to State Policy

Neo-Marxist theorists of capitalist development have contributed
to a re-evaluation of the basis of technological dissemination and tech-
nological dependency. They have rejected the widespread notion that the

general mode of production follows automatically from the techniques of
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material production, and from a technical division of labour. They have
rejected the Innesian notion of a taxonomy of technological eras.
Rather, technology is viewed as one aspect of the social organization of
capital and of labour. Capital and labour relations dominate or shape
the development and use of technology. In a capitalist system, technol-
ogy becomes a form of capital or a more restricted category of capital
goods. While "advanced technology' provides the potential for overall
economic development, it provides this potential, as both Geoffrey Kay
and Harry Magdoff have suggested, oniy to those who own it. S

It appears, from what research has been done on innovation of
technology in Canada, that Canada's technological dependency problem is
not caused by a dearth of indigenous innovation, but is linked instead
to the problem of translating '"Canadian'" innovation into commercially
viable "Canadian" enterprises. 4 The problem, then, is not where
technology has been develcped, but who ends up owning and controlling
its use. Neither is the prcblem merely ''the banishing of Canadian ideas
to other countries'" as J.J. Brcwn has simplisticly concluded from his
wealth of data. e Ownership cf patents facilitates and is facilitat-
ed by large-scale capital accumulation within private enterprises and
particularly oligopolistic enterprises. As Sunkel, Petras, Galtung,
Baran, and Frank have pointed out in the dependency literature, multi-
national enterprises tend to concentrate not only capital but technology-
generating capacities in their parent organizations, a feature which

could account for much of the "banishing of Canadian ideas" to which

Brown refers.
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Companies which are fully integrated vertically and comprise

both Canadian resource extraction and first-stage process-

ing as well as product fabrication often do all or most of

their product development, research and design, in countries

other than Canada. For example, Alcan (aluminum) does

product development in the United Kingdom, Inco (nickel),

Englehart (platinum), Johns Mansville (asbestos), and Handy

and Harman (silver) do theirs in the United States. 46.
"Subsidiarization" is reflected in technology, as well as capital
drains.

It would be reasonable to expect that corporate concentration
in general would result in the concentration of technological generative
capacity within Canada as well in the larger Canadian firms. The
most obvious and tangible expression of such concentrated control of
technology—-as—capital could be demonstrated in the accumulation of pat-
ents within large corporations, and particularly within new staples
industrial sectors. We suggest, however, that corporate control of
technology and the implications of that control for further corporate
concentration is a reminder that technology cannot be separated from
the general context of contemporary capital accumulation and the state's
role in facilitating capital accumulation in resource production. With
this overall framework in mind, it makes as little sense to bemoan the
fate of the individual innovator (as Brown does) as to bemoan the declin-
ing importance of small-scale family enterprise and individual mining
prospectors.
While we suggest that future research on the type and extent of

such monopolization of patentable technology in Canadian resource and
other sectors would provide additional and interesting evidence of the

sort of dependency we address in this undertaking, we regret that a

workable methodology for such data collection was nct available to us.
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It would require both a specific knowledge of the most important patents
in each sector and a tracing of their intercorporate use and sale.
Instead, we have limited our aim in researching the impact of the
state on the disemmination of technology to evidence, where available in
those materials consulted in the archives, of attempts by the Canadian
state to facilitate the export of technologically complex equipment and
processes developed in the resource sectors under analysis. Similarly,
we would consider the facilitation of capital equipment importation into
these resource sectors additional evidence of a foreign technology and
capital-dependent strategy of development.
In the past, as Innis and other staples theorists noted, Canada
depended on the importation of technology for the extraction and export
of raw materials. Early importation of technology was, however, through
means which tended to "Canadianize" the techniques and process involved.
Through the theft of techniques, the immigration of British or American
entrepreneurs and skilled workers, full-scale enterprises, as opposed to
branch plants, were set up. By the 1870's licencing and patenting of
techniques became the typical form of technological transfer. Naylor
suggests, for instance, that the 1872 Patent Act resulted in a significant
drop in Canadian patenting and a much greater Influx of American
patent licencing. With the later importance of direct investment and
the rise of the transnational conglomerate, branch plants and joint-
ventures meant the kinds of techmological transfers which militated again st
"Canadianization"  of the teckniques. LA
Such transfers of technology have produced dependency on contin-

uous inputs from the original sourcze of the techniques. As opposed to
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icensing agreements which involve a given "technological package',
direct investment involves fully detailed, coentinuous flows of specific-
ations from the technology supplier to the recipient. This is not easily
adaptable, and thus foreign parts and supplies become built in and domes-
tic supplies shut out of the process. 48. As one corporate executive
put it, "Every penny of patent or licence income from a ... country
creates a market for up to a dollar's worth of goods from the country in
which the new technology originated." s

Dependency shifts, not to a new category, ''technology" per se,

but to a more restricted set of capital goods which form an important
basis of monopoly. St Since only the largest, most monopolistic res-
ource extracting corporations have and are prepared to apply massive
capital-intensive techniques necessary for the exploitation of large-scale
energy sources in the tar sands and the Arctic, the new resource "front-
iers" become "conglomerate-only" frontiers. These organizations become
what Aitken refers to as ''the command centres that direct the advance of

.

the resource frontier." Access to capital accumulation, markets, and
technology go together and are interdependent, '"the pull of American
markets is reinforced by the corporate linkages that result from heavy
dependence on American capital and technology." 32
James Laxer suggests, for example, that enormously increased pro-
fits in the last lew years have not meant proportional increases in
exploration capital expenditures and research and development for Imperial
cfl. =3 The "parental" contrcl over technology generated in Canadian
affiliates and subsidiaries is a feature of subsidiarization outlined in

Exxon's Standard Research Agreement which is clearly indicated in publish-

ed correspondence between Exxon's Research and Engineering Company and
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Imperial 0il. -

We have, thus, chosen to treat '"technology'" as another form of
"capital', the expansion or accumulation of which we suggest the state
has the power to affect. While control of technological capital goods
and processes affords additional control of markets, we will treat this
component of dependency as a secondary one, interesting ourselves prim-
arily in the effects of state policy on technological control. That is,
where evidence arises of the difficulty or success of Canadian or other
multinationals using Canadian resources in exporting (finding a market
for) Canadian-derived technology, we will attempt to analyzZe the specif-
ic causes of such access or lack of it. Finding export

rkets for indigenously created technology allows it to survive. The
practice bY multinational subsidiaries of buying capital goods and
processes solely from their parent corporations may create a built-in
or structural limitation on the development of Canadian technology even
in those sectors of its economy which are "overdeveloped", such as the
industrial resource staples sectors.

Labour Anomalies: Theoretical Considerations Regarding the
Vulnerability of Single Industry Communities

A major component of capital accumulation is, of course, the
extraction of surplus value from labour. It would make little sense to
discuss the historic role of the Canadian bourgeoisie in amalgamating
small-scale corporations within new staples industries without address-
ing at least the consequences of this process for labour. Class con-
flict and a systematic delineation of the point of surplus value
extraction is not our major focus, however; this consideration, as well

as the capital-intensive nature of resource industries, necessitates a
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briefer and circumscribed approach here to labour formation within
these industries. We propose to examine only what we have termed
"anomalies'" in labour utilization, that is, deviations from the free
wage-labour ideal type which may co-exist with advanced corporate
capital structures like the fully-integrated multinational enterprise.

Two characteristics specific to new staples production are
important explanatory factors in the appearance of vulnerability of
labour in the staples eccnomy. One is a characteristic of the staples
and the other a structural characteristic of the corporations involved:
a) The distance of large-scale resource deposits or timberlands from
metropolitan areas means socio-political isolation of the labour force
utilized; b) Though large-scale corporate enterprises might be
expected to have the most "modern" free-wage labour formations, their
concentrated international power may in fact relate to their ability
to use to advantage various kinds of seemingly ''pre-capitalist' labour
pattermns.

As with the preceding two components of our analysis, regional
disparity and conflict will surface as an effect of those state polic-
ies which are the central focus of our concern. We consider the
dependency of Canada's labour force, including its vulnerability to
unemployment, as well as the dependency of Canada's technological base
on external markets to stem from the strategies of growth undertaken
in the name of the dominant bourgeoisie. Similarly, the resulting un-
equal and uneven development that such strategies of growth give rise
to is of a class nature as well. It is not, for example, Premier Joseph

Smallwocd or other representatives of regicnal capital that we would
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have expected to present fundamental critiques of the Federal Govern-
ment's resource development policies. Certainly the draining of
capital and resources from such hinterlands creates a legitimation
problem for those responsible for such regional disparities of income,
however. We suggest that the increased and complexly articulated
impact of postwar continental markets and capital accumulation flows
might exacerbate such strains, however, since the promises of growth
would be fulfilled in the form of greater regional income and employ-
ment disparities. While huge projects might indeed capture the imag-
ination of those in a position to benefit, the general working popul-
ation of those provinces in which projects were undertaken but jobs

"separatism'" to the

were few or temporary might pose the threat of
legitimacy of policies viewed as "Federal" in origin.

In the next chapter, we provide a transition from theoretical
to practical historical research on the development of a continental
resource capitalism in the postwar era. Having formulated a number'of
interrelated hypotheses on the nature of Canadian state strategy in
this regard, we will fill in some of the existing literature on differ-
ential capital concentration in various sectors of the Canadian economy,
the impact of postwar American investment on these, and a more specific
analysis of the "external" forces at play as delineated in the Paley
Report on American resource strategies. We also explain in Chapter
Three why we have chosen to focus exclusively in our archival investig-

aticn on the three new staples sectors analysed in Chapters Four, Five,

Six and Seven.



CHAPTER THREE

CONTINENTAL INTEGREGATION AND THE RISE OF NEW STAPLES DEPENDENCY

3.1 The Nature of New Staples

If "new staples" were simplv a contemporary version of "old
staples", so impressively detailed by Harold Innis in his case histories
of the latter, there would be little reason to make distinctions regard-
ing the timing of their appearance, the nature of their markets, their
capital formation, and the kinds of dependency and state policies which
have surfaced with the rise of their importance. There are crucial
differences between the two types of staples and between our premises
of analysis, as elaborated in Chapter One, and those of an economic
historian using the traditional staples approach. In this chapter, we
will detail the analytically salient differences between o0ld and new
staples, some economic and political implications of continental integ-
ration under U.S. strategies of development, and our reasons for choos-
ing the forest, mine and energy staples of the postwar period for our
analysis of state policies in the chapters that follow.

The most striking difference between production of cld and new
staples has been a gradual reorientation away from export to European
commodity markets toward export to American industrial markets. This
orientation was evident for Canadian nickel and pulp and paper before

the First World War, but during the early 20th century, the wheat
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staple overshadowed these two in its importance for the Canadian economy
as a whole and had its infrastructure indirectly financed and its markets
in Britain and Europe. The axis of Canadian development remained predom-
inantly East-West. The ''great divide'" that John Dales noticed between
0ld and new staples dated from the introduction of hydro electricity,
subsidized by state ownership. Hydro was the energy source for many new

staples, especially industrial mining and newsprint. This tended to
subsidize raw and semi-processed export to U.S. markets and to make
aluminium a major "Canadian'" export.

The later orientation to U.S. markets occurred for staples, the
more likely U.S. direct controlling investment and corporate integration
to such markets became the dominant pattern. For as portfolio investment
was outstripped by direct industrial investment, the United States became
a dominant influence on Canadian resources.

Aitken observed about 70 per cent of the massive:pestwar influx
of U.S. direct investment went into petroleum, mining, and pulp and
paper in 1946-1955. & Such investment was spurred by actual and pro-

jected depletion of U.S. materials, a feature consciously transferred to

U.S. foreign policy in the form of the Paley Report of 1952, which we

shall discuss in greater detail in Section Five of this chapter. Corp-
orate integration is most evident in petroleum since U.S. corporations
had already carved up world markets and the introduction of new product-
ive sourcas depended to a great extent on such firms' provision of
capital, technology, and market access. The post-Second World War tim-
ing of Canadian petroleum production and the overall increase in American

investment in industrial resources at this point are the major reasons
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for studying new staples in this time-period. For, as Canadian sociol-
ogist Wallace Clement remarked, ''Nowhere and at no time (except by
military conquest) has the increase in control from outside been so
rapid as it was in Canada following the War." L

The form of control accompanying U.S. investment becomes
socio-politically important since it implies a shift to the monopoly
capitalist phase of capitalism characterized by multinational corporate
expansion and penetration. It is linked to both a change in the roles
of the state and increasing limitations on the effective mechanisms of
Canadian sovereignty in maintaining the manufacturing condition. Our
evidence will show that maintenance of the manufacturing condition be-
comes a less discernable aim of state policy in the postwar period, as
Canadian officials accept the premises of Canada's integration into the
world system. The mechanisms that might have been effective are not
the tariff manipulation that helped bring "forward processing" of news-
print to Canada in the first decades of the century. In the case of
Canadian nickel, already a U.S. organized monopoly at that time, we can
see that it required the threat of nationalization to bring refining teo
Canada. > The capital-intensive nature of new staples also raises
the costs of entry into production, making greater concentration of
ownership the more likely. Such large enterprises have a greater stake
in shaping state policy which protects large-scale capital accumulation
on a continental rather than simply national basis.

Besides such market and capital formation transformations which
affect the role of the state vis-3-vis new staples, a third fundamentsl

difference between old and new staples is technological in nature. 0lcé
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staples were not only marketed in Europe and subsidized through non-
controlling or portfolio investment (predominantly from Britain), but
were ''mon-industrial" or commercial in character. They were either
luxury commodities (fur), simple construction materials (timber), or
basic foodstuffs (fish and wheat). It was primarily transport or
"ecirculation" sectors that were characterized by capital and technology
intensity, but these sectors were not vertically linked through capital
control to production. The latter control remained independent and
small-scale. This was true, for example, of wheat production, which was
initiated and sustained by family-based production. The farm imple-
ments industry that grew up was not vertically linked to either
production or use phases. Newsprint, on the other hand, was called

forth by corporate capital's need to expand consumer markets through

mass advertising and required costly, heavy machinery for mass production.
Newspapers reached back to take control of cheap resources by
extending corporate or contract control to Canadian newsprint plants.
Production and consumption became vertically controlled in the same firm
cr through exclusively inter-firm long-term contracts, a feature even
more marked in petroleum export. Industrial staples are characterized
then by massive capital and technology input and increasingly vertical
control from market to production. Thus, where multinationals are
prominent, technology is perhaps innovated locally but becomes bought

and controlled by head offices such that technology-generating capacit-
ies are easily stifled in the resource source country. Dependency on
capital imports in the form of technology is thereby created rather than

being an indigenous conditien of the staple—exporting country.
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Fourth, and directly related to capital formation, the production
phase is both less labour-intensive and increasingly likely to be
characterized by free wage labour forces rather than independent
commodity production or intermediate forms such as contract work. This
transformation of the labour force has been slow, however, and vestiges
of early or transitional forms are present in nickel and pulpwood prcd-
uction into the 1960's. The mobility and "insecurity" of a free wage
labour force is used, but for extraction cf minerals or wood in unsuper-
visable or uninhabited areas contract or bonusing systems have sometimes
been retained affording greater corporate control. The company or
single-industry town has frequently characterized such industries. It
is not so much the character of the individual staple as the logic of
flexible capital accumulation schemas relying on cheap resource
extraction for external markets and final processing that has meant
capital and technology emanate from the market source and the labour
force is wvulnerable tc the wvicissitudes of such externally-based
decision making. Again, the phase of capitalism is the distinguishing feature.

In our own investigation of new staples, the role of the state
in facilitating large-scale capital accumulation will be of fundamental
importance. The vulnerability presented in terms of amount, type, and
shifts in employment will be addressed only briefly for the forest and
mine sectors (Chapter Eight). The development of an incapacity tc
generate and export technology from Canada will be analyzed with refer-
ence to the energy sector, and related to the market constraints that
multinational corporations present within the international petroleum

industry (Chapter Seven).
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Finally, the differences between the staples Innis described in
such detail and those we shall analyze can be visually summarized as
follows. The axis of trade, indeed the very division of labour and cap-
ital control has shifted from a West-East line of development fostered
by shipping, transcontinental railways, British portfolio capital, and
European markets. In the post-World War Two period the general pattermn
or dynamic has been replaced by a North-South axis of development fost-
ered by American markets, direct controlling investment, and continental
energy and transport grids running North-South. While the former pattern
allowed for the development of considerable industrial autonomy as the
British empire declined, the latter pattern, we suggest, has implied the
decline of certain kinds of industrial and state autonomy as capital has
become internationalized and more specifically continental. This has
meant increasing regionalism and integration with and vulnerability to
American economic and political decision-making - the feature our invest-

igation focuses wupon most directly.

3.2 Defining the Field: New Staples to be Investigated

Though there are a variety of industrial staples, we have narrow-
ed our field of investigation to what we consider the three most important
and representative ones of the pericd under consideration. Table 1
ranks the relative importance of a broad list of principal Canadian
minerals (including fuels) and the pulp and paper industry on the basis
of the following criteria: Canada's rank as a world producer; the
percentage of total world production acccunted for bv Canadian production
Canadian consumption as a percentage of production; wvalue of

exports; - primary markets; and, province or region of major prcducing



64

TABLE 1: New Staples Positions in Canadian and World Production
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Nickel 1 42.5 9.5 3.9 3 US, Br. Ont, Man.
Zinc 1 21.2 7.9 9.8 6 US, EEC, Br. Ont, Man.
Asbestos 1 40.7 2.9 - 7 US, EEC, Br. Qué.
Silver 1 15.5 10 1.5 34.5 - - Ont.
Gypsum 2 13.5 12 0.3 - - - N.S., Ont,
Nfld.
Platinum 6.4 11 0.4 - - - Ont.
Gold 3 4.9 8 2.2 - - - Ont, Qué.,
NQW.T‘
Uranium 18.0 - - - US, Br. -
Copper 10.6 2 13.9 28.3 2 Us, Br., Jap. Ont, Qué.,
B.C.
Aluminum 4 8.1 N/A - 33.0 US, EEC, Jap. N/A
Iron Ore 6 5.1 5 7.4 - - Ont, Qué.,
Nfld.
Petroleum - - 27.3 94.1
Natural - ~ 6 5.9 39.0 1 US, EEC, Jap. Alta. B.C.
Gas Sask.
Coal - - 9 2.2. 137.1
Pulp and -~ - - - 25.0 Us Ont, Qué.,
Paper N.S., B.C.
Newsprint 1 40.0 - - 10.0 1 Mfg. US 857 East~-

ern Can.
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Note: World Rank figures are for 1972. All others are for 1973
except paper figures which are 1974.
Values of exports: Copper, $1,070,512,000; '"Fuels",
$2,310,782,000; Pulp and Paper, $4,000,000,000 (included
under manufacturing). Copper is produced with nickel and
several other metals including silver, platinum, gold and
iron ore. Aluminum is refined but not mined in Canada.

Sources: Canadian Minerals Yearbook 1973, Information Canada, 1975,
for mineral world rank 1972 (p. 570); Z contribution to
world production and Canadian mineral production (pp. 570,
568); reported consumption in relation to production (pp.
582-583); export value rank and market destination {(p. 581);
province of leading production, (pp. 566-567); data om pulp
and paper are from: Philip Mathias, Takeover, 1976, pp. 179.

importance in Canada.

It is evident from this data that nickel is of major importance
as a new staple mineral export. Canada ranks first in world production
and accounts for 42.5 per cent of world nickel production. Canadian
fuels rank much lower since major world exports are from Latin America
and the Middle East, but their importance to the Canadian export picture
is substantial. At the same time nickel ranks second in Canadian
production of metallic and non-metallic minerals, with only copper (and
petroleum of the fuels) accounting for larger proportions of total
Canadian production. Nickel is mined in combination with copper and
precious metals in Canada. The major nickel producers are major prod-
ucers of platinum and metals used in high technology aircraft, as well
as substantial producers of copper, silver and iron ore. Hence, focus-
ing on nickel producers includes these important metal and mineral exp-
orts to an important degree. As with almost all other products listed,
important primary markets are predominantly in the United States, and

unlike most other products, regional production is located in the West
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and East for both nickel and copper. These indicators, we feel, justify
selecting nickel as our new mining staple for representative purposes.
Both nickel and petroleum are high-technology industries of both consum-
er and military character further supporting their choice here.

Of the fuels shown in Table 1, petroleum ranks first as a contrib-
utor to total Canadian production, though natural gas appears to account
for larger exports. Petroleum is massively exported and imported at the
same time, making it a particularly important example with regard to
state policies of development. Both of these originate primarily in the
same wells and western provinces (Alberta, Saskatchewan and British
Columbia). It would be difficult, therefore, to treat them separately.
Market destinations are similarly the United States, Europe and Japan,
with U.S. markets being the dominant force in their production. Table
11 shows the two are unique in that their large-scale production and
importance in Canada came only after the Second World War.

Neither nickel nor petroleum and natural gas were extensions of
earlier staples of a pre-industrial era, as was newsprint. Newsprint is
the only "transformed" old staple among the new and therefore presents a
particularly interesting case for analysis. The pulp and paper industry
in Canada is not only the oldest resource-based manufacturing sector
in Canada, but it is one which has remained predominantly Canadian-
controlled (unlike nickel, petroleum and natural gas). It has long been
Canada's leading industry in terms of capital invested, wages paid, and
value of exports. It therefore provides a crucial comparison with other
new staples. Its outgrowth from the square timber and lumber trades of

earlier eras links it in an organic sense to both staple eras, but it
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ing refining 1918.

close ties to Amer-
ican & European de-

inactive 1n foster-

TABLE 11: Characteristics of Three New Staple Industries
Export Capital * Level of Pre-1947
History Ownership Concentration Technology State Policy
High Foreign High
Nickel (& "014" (U.Ss.) ""Monopoly" High
related 1880's. Copper not totally in- 2 major corps. - early refin- importance bring-
ores) nickel matte. tegrated to ranked 1&4 of ing patents
post 1918 re- U.S. based op- top metal min- & much equip- hydro development.
fined export. erations, exce- ing (3 produc- ment U.S. inaction on mono-
mainly to U.S. pt thro' long ers of nickel). poly.
& major milit- term contracts. concentration
ary usage. from outside &
inside. fense industries.
High Foreign High
Petroleum "Young" (U.S.) "0ligopoly" High
& Gas 1890's import- Canadian owner- 8 dominant corp.- most U. S.
ed only. ship mainly in acct. for 907

post-1947 pr-
oduction &
export mainly
to U.S.

production.
Integrated to
U.S. based op-
erations.

assets, 947
sales 1in petro-
leum.
concentration
from outside,
multination in-
tegration after
1947.

less concentrat-
ion in product-
ion than refin-
ing distribution.

ing competition in
distribution.
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TABLE 11 (Cont'd.)
Export Capital * Level of Pre-1947
History Ownership Concentration Technology State Policy
Pulp & Low Foreign Low
Paper "Oldest" (Canadian) "Comézzftion" Lower - importance bring-
- 1860's exist- - Sometimes corp - few producers. - older technology. ing mills, "refin-
ence. orate Integra- - 6 dominant - recent automating ing", 1913.
- 1900~1914 wood- tion to U.S. corps., acct. extraction U.S. - hydro develop-
pulp export. operations, for 527 assets equipment. ment.
- post-1914 news- usually long- 577% sales. - inaction on price
print export term contr- - concentration fixing.
mainly to U.S. acts. from within
(increasing).
*Note: W. Clement defines "dominant" as having assets greater than $250 million and sales greater

Sources:

that $50 million, 1975.

In the 1930's, 717 of nickel output was controlled by one firm, 55% of oil output was
controlled by one firm, but five firms in the pulp and paper sector controlled 907 of out-
put, Reynolds, p.5. The terms "monopoly", "oligopoly", and "competition", are used by
Reynolds for the 1930's period.

K. Burley, The Development of Canada's Staples 1867-1939: A Documentary Collection,
Toronto, 1967; L.G. Reynolds, The Control of Competition in Canada, Cambridge, 1940;
W. Clement, The Canadian Corporate Elite, Toronto, 1975.
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had a transition which required particular state policy n&turing to
bring processing of newsprint to Canada. Newsprint is still the major
semi-fabricated new staple export. Though semi-manufacturad, newsprint
1s an industrial resource for this export and becomes a major input to
the American newspaper industry. New staples technology-intensiveness
is a characteristic, in this case less with extraction than with final
processing. As with aluminum, the development of hydro was crucial to
the existence of the industry as a low grade Canadian "manufacture',
but unlike the latter, the forest staple relies on indigenous raw
material.

Table 11 compares the general historical characteristics of the
chosen three staples in terms of industrial beginnings, ownership,
capital concentration, and technological intensiveness, and early or
pre-World War Two state policies of general significance. Though our
case studies begin with the postwar era, so as to make the chosen three .
chronologically comparable, Innis' works and that of Kevin Burley, The

Development of Canada's Staples 1867-1939: A Documentary Collection,

1959, are the sources of greatest interest for the pre-war period.

There are additional reasons for a postwar focus. The salient economic
characteristics of this period have been the impact of American markets,
direct investment on resource sectors of the Canadian economy and on
capital formation and control in these sectors. Equally importanrt have
been the policies of the American state which arose with its 1952 recog-
nition of depletion of U.S. strategic and industrial resources. Our
justification to this point concerning our choice of the three staples

(forest, mine and energy), has been in terms of market and capital
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characteristics and these staples' importance in Canadian development

as indicated in production and export figures. These factors make them

representative "staples'" in the Innesian sense and underline their indust-

rial | character. They are distinguished from "old" staples by capital phase.
We are concerned with the persistence of the above mentioned

economic factors and the role of the Canadian state in facilitating

this kind of capital accumulation. While Canadian state policy in

early years of newsprint and nickel export may have attempted to modify

the tendency for later stages of processing or refining to be located

in the United States, it also helped subsidize continental capital

accunulation through the development of hydro and railroads. It aided

the creation of an industrial labour force and performed various types

of legitimating functions, especially regarding sanctions related to

capital control and monopoly. We suggest the role of the state in new

staples production in the postwar period has been altered and expanded

by the trends and events outlined so far which emanate from integration

to American industrial markets in the monopoly capitalist phase. A

vastly closer liason between U.S. and Canadian economies has developed.

This new degree of continentalism may be a spur to greater complicity

by the Canadian state in resource—-dependent development. The develop-

ment of an "ear to Washington'" stance at the political, strategy-making

and maintaining level is necessitated by and facilitates the reproduction

of this continental mode of production based on new staple export.

3.3 The Impact of American Investment on Canadian Resources

Increasing continental integration of the Canadian and American

economies can be shown in terms of both gross trade and investment
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figures over time and in terms of the enormous impact of American direct
investment in Canadian industrial resources in the post-Second World War
period. These statistics indicate not only the peculiar interlocking of
the two economies but the persistence, despite complexity in the Canad-
ian economy, of staples production and export as H.G.J. Aitken noted in
his review of such overall trends in capital formation:
.»-throughout its history, Canada's material prosperity -
indeed, its viability as a nation, - has turned upon the
conditions under which a relatively small number of commod-
ities could be produced and marketed... it is still true
that the pace of development in Canadaz is determined funda-
mentally by the exports that enable Canada to pay its way
in the world. And among these exports the staples trades,
particularly the new staples, the products of Canada's 5
twentieth century resource industries, hold pride of place. ~°
From the time of Confederation to the First World War period,
British portfolio investment was the prominent form of foreign invest-
ment in Canada. U.S. investment (direct and portfolio) gradually over-
took British investment between World War One and World War Two. The
impact of American direct investment became much heavier, in the "early
postwar boom'" of 1946-1952, followed by an even more intense influx in
a '""late postwar boom', as Table 111 indicates. American investment began
to lessen and even out between direct and portfolio types in the 1960-
1965 period. While the total intermational inflow of investment in the
1867-1964 period was $29,507 million, about two-thirds of that, $19,123
million, came in the postwar period of 1952-1964. The majority of this
is accounted for by U.S. direct investment, $9,408 million, and U.S.
portfolio investments, $5,899 million. s By the 1950's, Canada was
the prime world target for American investment and by the 1360's

75 per cent of all foreign investment in Canada was American.

Canada was not only an important market outlet but a major source of raw
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materials for the United States.

TABLE 111: Total Book Value of U.S. Foreign Direct Investment
1929 to 1970 - Selected Years ($ billions)

1929 1946 1950 1957 1963 1970
Canada 2.0 2.5 3.6 8.6 13.0 22.8
Latin America 35 3.1 4.6 8.1 9.9 14.7
Europe 1.4 1.0 1.7 4.1 10.3 24.5
Other 0.6 0.6 1.9 4.4 7.5 16.1
Total 73 7.2 11.8 25.2 40.7 78.1
Source: R. Vernon, Manager in The International Economy, 2nd, ed.,

p. 205, Table X.1.

A second indication of continental integration is found in trade
statistics. The value of world trade increased twenty-fold over the
period 1867 to 1960, while that of Canadian-American trade increased
eighty fold. Canada's imports from the United States increased from
one-third of its total in 1870, to two-thirds in 1914, to over 70 per
cent in 1960. Canada's exports to the United States have similarly
grown to 60 per cent of its total exports since World War Two, with
about 70 per cent of these accounted for by raw materials for industry.

The most significant characteristic of this integration of the
two economies, for our purposes, is the structural nature of the integ-
ration, the sector specificity of the impact of American controlling
investment in Canada. For, as Clement has noted, '"the difference between
trade and foreign ownership is the difference between independence and
dependence." = As early as the 1914-1925 period, when American invest-

ment first predominated in Canada, Aitken noticed it had already taken
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on a sector-specific character. Seventy per cent was already concentrat-
ed in industrial raw materials, including pulp and paper. This became
translated over time into substantial American control in many indust-
rial resource sectors. By 1939, two-fifths of Canadian mining had become
controlled by American capital. During the postwar surge of American

direct investment, American dominance in these sectors emerged, as the

following table indicates. L8,
TABLE 1V: U.S. Sector-Specific Control in Canada, Selected Years
Percentages Percentages Percentages
1939 1954 1957
Manufacturing 32 37 43
Mining/Smelting 38 47 52
Petroleum/Gas N.A. 57 71

Source: H.G.J. Aitken, American Capital in Canadian Resources, 1961,
pp. 50,68, and 69.

Beyond the strong pressure that American investment exerted toward
economic integration, the impact on secondary manufacturing caused Canada
to become a northward extension of the American domestic market, which
could be served either by shipments from the United States, or when the
tariff obstructed this, by the purchase or establishment of branch plants
in Canada. The impact on Canadian resource industries was different,
however, and Canada's role became that of a convenient and secure source
of raw materials. The fact that these resources have played the same
dominant role in Canada's postwar development that older staples played
in earlier periods is linked by Aitken to the coincidence of American

capital and market access:
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...the resource industries which provide the bulk of Canada's
exports to the United States are the industries that have
shown the most remarkable increases in output in the postwar
years, that have absorbed much of the inflow of United States
capital, and that tend to be controlled by United States
corporations. Apart from secondary manufacturing, which is
almost entirely a matter of servicing the Canadian domestic
market, United States direct investment capital has been
placed predominantly in those sectors of the Canadian economy
that generate exports to the United States. 11.

Wallace Clement has shown that the sector-specific continental
integration noted by Aitken remains the pattern of corporate linkages
in the 1970's. Bearing in mind that American ownership constitutes the
vast majority of foreign control, the data in Table V indicate the
validity, as shown in 1978 CALURA statistics, of the Aitken thesis.

The amount of foreign ownership is extremely low in utilities, whole-
sale and retail trades, beverages, clothes and leather goods. But in
newer high-technology industries such as rubber, electrical and chemical
industries it is much higher, as it is in petroleum and coal. U.S.
investment accounts for about 50 per cent of total mining, about 30 per

cent of paper, and over 70 per cent of petroleum and coal, according to

1972 CALURA figures.

3.4 Concentration and Control of New Staples

The degree of Capital concentration within industrial sectors is
vastly understated by Table V, for though each corporation with assets
of $250,000 or more is counted, their ownership links are not. Thus,
Clement found in 1975 that four dominant miring corporations, together
with their subsidiaries, control over 56 per cent of all assets and 64
per cent of all szles in the metal mining industry. Cominco has its
own subsidiaries and affiliates and is itself vertically linked tc the

conglomerate, Canadian Pacific, which has oil, mine, and forest



75

affiliates. Imperial has about forty separate subsidiaries, as well as
consortia ownership in many pipelines and the Syncrude tar sands project.
Cross-resource industry links are increasingly taking the conglomerate
form as CP Ltd., Power, and Argus corporations' holdings indicate, but

this is not shown in the Financial Post listing of the top 300 corporations

either. The first thirty listed for 1977 show the predominance of
both U.S. manufacturing branch plants and new staples resource companies
in the most concentrated enterprises of the Canadian economy (new staples

underscored): General Motors, Ford Motor, Imperial 0il, Canadian

Pacific, Bell Canada, Chrysler, Massey-Ferguson, Alcan Aluminum, Inco,

Gulf 0il, Canadian Packers, MacMillan-Bloedel, Trans Canada Pipelines,

Steel Company of Canada, Brascan, Noranda, Seagram, Moore, Texaco,

Dominion Foundries and Steel, Genstar, Domtar, Abitibi, Canadian General

Electric, IBM, Canadian International Paper, Consolidated-Bathurst,

Burns Foods, Imasco.

Table V does show, however, that the new industrial staples are
among the most concentrated of productive sectors, matched only by
public utilities in circulation sectors. Of firms accounting for at
least $25 million in assets each, those in metal mining own 95 per cent
of the sector's assets. In mineral fuels such firms own 83 per cent,
but in this case the total number of firms is more than four times the
number for metal mining. Of the 525 paper firms, only 71 hold assets
over $25 million, but these control 91 per cent of all assets. Primary
metals are even more concentrated, with 19 of 506 firms controlling
91 per cent of the industry assets. The greatest concentration exists
in petroleum and coal products where 18 of 53 firms control 99 per ceac

of all assets.
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TABLE V: Proportion of Total Assets in Imdustrial Sectors Held
by Largest Corporations and Percentage of Foreign
Ownership, 1975

7 All No. For- COverall
No. with Assets eign Own Z Firms
Assets Owned By -ed Firms Foreign
Industrial Total No. $25 Mil. Firms in in $25M Control
Sector Firms & Over $25 M Class Class ~led
Agriculture, 10,839 2 * 1 9
Forestry,
Fishing
Mining:
metal 218 51 95 28 44
mineral fuels 875 61 83 42 71
others 2,818 _24 45 16 B3
Total Mining: 3,911 136 82 41 57
Construction 33,353 5:7 24 22 74
Public Utilities 12,666 136 91 27 8
WholeSale Trade 31,727 86 31 42 28
Retail Trade 46,882 50 33 18 21
Services 48,789 51 * 27 23
Manufacturing:
food 2,887 52 55 34 50
beverages 391 18 72 9 30
tobacco 19 6 95 5 100
rubber 122 8 84 8 93
leather 377 0 * 0 23
textiles 802 14 54 10 59
knitting 289 0 * 0 24
clothing 1,894 0 * 0 16
wood 2,330 10 33 6 29
furniture 1,345 2 * 2 23
paper 525 71 91 35 41
printing, pblsh. 3,420 10 33 I 12
primary metals 506 19 91 6 14
metal fabricating 4,260 23 36 16 43
machinery 1,192 23 50 19 67
transp. equipment 1,047 38 78 28 78
electrical prod. 880 33 71 25 66
non-metallic min. 1,215 24 66 19 66
petro. & coal 53 18 99 16 92
chemicals 970 41 70 33 75
miscellaneous 2,949 12 _26 _6 50
Total Mfg.: 27,473 423 69 279 56

Total Non-Financial
Industries: 215,640 941 64 502 33
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TABLE V (Cont'd.)
* Assets not divulged where numbers of companies might permit individual
identification.
Source: Table 2,3 and 5, CALURA, Part 1, 1978, pp. 61-210, in Patricia

Marchak, In Whose Interests: An Essay on Multinational
Corporations in a Canadian Context, 1979, pp. 38-39.

If ranked separately, Alcan would be eighth and Alumin ium Company of Can-
ada thirteenth, while MacMillan-Bloedel, Domtar, and Consolidated-
Bathurst are linked to the three aforementioned conglomerates. (See
Table of cross-industry linkages in the forest staple).

Concentration has a regional dimension which tends to balkanize
Canada into metropoles of industrial processing and hinterlands of
resource extraction. Ontario and Québec account for the vast majority
of manufacturing in Canada, while the East and West coasts, the North,
and the Prairies have traditionally been the forest, mine, and energy
extraction areas that attract little refining or smelting.

The historical role of different fractions of the capitalist class
in both the initiation of enterprises in resource production and the
centralization and concentration of capital within new staples indust-
ries is of interest in explaining why certain resource sectors are more
monopolized than others. ''Canadian" capital participates more substantially
in some sectors than others and those sectors exhibiting greater
foreign control also exhibit greater concentration.

Depending on the dominance and role of fractions of the bourgeois-
ie, capitalist industrial development and particularly concentration of
capital in large-scale corporate organizations can take more than one

path. The path predominantly noted in advanced industrial societies
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involves the internal growth of handicraft industries, the reinvestment
of profit, and industrial leadership and concentration (through mergers
etc.) orchestrated by industrial-finance capital. A second path is
characterized by the representatives of '"merchant capital' (large import-
export interests or bankers) reaching back to take control of key prod-
uctive sectors, sometimes implying "outside" investment in the industry
and/or the buying and selling of enterprises like "commodities". 12.

In either case, the end result entails some mingling of industrial
and banking capital in modern corporate capital enterprises. The process
of integration merges enterprises within the same general industry, local
and regional enterprises and enterprises in supply and marketing indust-
ries are brought under central control. However, some social scientists
have suggested the first path, characteristic of the ascendency of indust-
rial capital and its dominance over commercial capital, was not predom-
inant in Canada, that the second path was more typical and was responsib-
le for a retarded transformation to full-scale industrialism and a
tendency to rely on external financing and control in productive sectors.
This general tendency is one measure of dependency and "underdevelopment'.
If the transformation from commercial to corporate capitalism takes on
specific forms in each particular instance, Canadian industrialization
and development being one among many, then we need to understand the
impact of this transformation in terms of concentration and control of
capital industrial staples production.

Jorge Niosi, like Tom Naylor, suggests Canada does not fit the
European or early American model of finance capital in which banks

actively take part in Industrial enterprises. Rather, Canada follows
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the British, "conservative" model of banking which avoids heavy invest-
ment in and direction of industry. Canadian bankers concentrated on
commercial as opposed to industrial credit, rarely founding companies,
merging or reorganizing industrial enterprises. The conservative tend-
ency and the link to the metropole oriented them toward the financing

of staple extraction and export, leaving substantial control of manufactur-
ing and mining to U.S. capital.

Today, Niosi finds Canadian chartered banks merely hold shares as
liquid assets or control profit-making firms related to finance. Though
investment companies promoted mergers in the past, it was more to diver-
sify stock and stabilize companies; with the exception, then, of holding
companies such as Power, Argus, and C.P. Investments (modelled, he
suggests, on the U.S. system), financial instituticns are not in a position
of control over non-financial corporations. Of the 136 dominant
Canadian companies he studied, Niosi found a variety of kinds of control
characterize the boards of directors. Far from being a linear progression
of successive types of control over time as outlined by Berle and
Means (individual, family, internal management, and financial institut-
ional control), Niosi finds several kinds present. About one-third of
the companies were "management controlled", meaning no individual or
group of shareholders had minority or majority control cf shares. Family
capitalism remains strong, and holding companies are simply one legal
mechanism among many by which individual capitalists or groups exercise
control over a collection of ccmpanies in a pyramidal fashion. T

0f the 136 major Canadian-controlled corporations Niosi studied,

the following indicates the variety of types of control found in some
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Foreign subsidiaries are not listed, since

these are generally under firm control, absolute or majority, of the

parent abroad.

Holder of Control

(and 7 of vote)

Board holds (0.87%)

Board hclds (0.3%)

Board holds (0.15%)
K. Irving (100%)

TABLE V1: Control of Canadian Industrial Companies (1975)
Assets Type of Control
($millions)
Abitibi Paper Co. 871 Managerial
Alcan Aluminium 3,012 Managerial
Inco Ltd. 3,026 Managerial
Irving 0il Co. 150 Semi-Absolute
(private)
Kruger Pulp & Paper 149 Semi-Absolute Kruger family
(private)
Maclaren Power & Paper 105 Minority

Control in Canadian

Maclaren family (19.6%)

Industrial Subsidiaries (1975)

Initial Control

Parent Company

(and ultimate)

Assets
($millions)

B.C. Forest Products 369
Brunswick Mining & 151
Smelting
Cominco 870
Consolidated-Bathurst 662
Hollinger Mines 148
Home 0Oil Co. 398
MacMillan Bloedell 1,198

Joint Majority
(minority)

Majority
(minority)

Majority
(managerial)
Minority
(minority)

Minority
(minority)
Minority
(managerial)
Mincrity
(minority)

(and 7 of vote)

Noranda Mines (28.57%)
Mean Group (15.37)
Brunswick Pulp &
Paper (26.67)

Noranda Mines (64.1%)
C.P. Invest. (547)

Power Corp. (38.17)
Argus Corp. (21.37)
Consumers' Gas (49.75)

C.P. Invest. (13.47)
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TABLE V1 (Cont'd.)

Assets

Initial Control

Parent Company

($million)

(and ultimate)

Mattagami Lake Mines Ltd. 164
Noranda Mines 1,980
Pan Canadian Petroleum 382
Placer Development 242
Price Co. 356

Source:

Joint Majority
(minority)

Minority
(minority)

Majority
(managerial)

Minority
(minority)

Majority
(managerial)

114, 118.

Niosi's data do

however.

(and 7 of vote)

Noranda Mines (34.17%
directly plus 8.67%
indirectly)

Placer Development
(277 indirectly)

Hollinger Mines
(10.77%)

C.P. Invest. (87.1%)
Noranda Mines (31.57%)

Abitibi Paper Co.
(50.7%)

Jorge Niosi, The Economy of Canada, 1978, pp. 110-11,

not appear to improve on Clement's evidence,

His catagory '"managerial' becomes a catch-all for situations

It does not

in which he can not determine controlling interests.
particularly discriminate between companies on the basis of how major
decisions might be made either. Furthermore, it should be remembered
that ''managerial' control does not mean that middle or lower level
managers are in control. Rather it means a substantial bloc of shares
can be traced to members of the board of directors. As Clement has
shown, the links of members of the board to fimancial institutions have

impcrtant functions at particular junctures in the corporation's growth.

It may be less important to discover that such personmnel do not control.
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The following figure indicates the recent pyramiding of new
staple and other firms under holding-company control of companies

like Power, Argus, and C.P. Investments.

FIGURE 1: The ‘Argus Corporation Group

Ravelston Corp.

617
v
Argus Corpgl)
v 6.67 l,16.92 J;s.sz
B.C. Forest Domtar Massey Ferguson
/h
J 23.5%
Dominion Stores 21.3%
W
Hollinger Mines
10721
A 4

Noranda Mines

99% l3l.5% 42.77 54.67

Gaspé Copper 64. Placer Dev. Fraser Companies
Mines Ltd. Corp.

Brunswick Min. Mattagmi Lake

& Smelting Co. Mines

Note (1): Including the 815,310 shares of Noranda Mines held by
Labrador Mining and Exploration Co., a subsidiary of
Hollinger Mines.

Source: Financial Post Director of Directors, 1975, Tables 2 & 3.




83

We concern ourselves with the following features of concentration
in the ongoing process of capital accumulation and monopolizatiqn in new
staple sectors in the case-studies chapters:

(a) The extent to which foreign or Canadian industrialists or
financiers initiated large corporate organization and merger in the
creation of dominant new staple firms.

(b) The postwar role of the Canadian state in facilitating and
legitimating such concentrated and perhaps monopolistic accumulation
of capital at the expense of small firms.

As Table V11 indicates, both petroleum and nickel sectors of the
Canadian economy have had consistently high concentration where refined
products are concerned. Production of crude petroleum developed only
after 1947 on a large scale, however, and here a proliferation of small-
er Canadian companies has combined with increasing activity by foreign
"major" oil companies producing lower concentration in the production
phase of the industry. Integrated foreign firms still account for the
most sales, however, and for control of much of the refining, distribution
pipeline network and all importation of foreign petroleum. (It
should be born in mind that these firms are usually incorporated as
"Canadian" in state documents and statistics.)

The pulp and paper sector has much lower concentration and less
foreign, particularly American control among the dominant firms. Since
concentration data are based on varying criteria for different years,
it is difficult to find wholly comparable models over time for each
industry. The 1948 and 1964 data, for example, may underestimate

concentration by treating each company discretely, with no consideration
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of wholly-owned subsidiaries, and by basing judgement on employment and
shipments rather than on assets and sales. The data for 1954, on the
other hand, may show higher concentration by using 'wvalue-added" as the
criterion; however, where the number of top firms is constant (as in
pulp and paper for 1954 and 1971) the data appear to be closely correl-
ated.

Though metal mining and mineral fuels are both capital-intensive
sectors, they date from two different eras. Nickel became important
around the turn of the century for use in fine equipment and military
hardware, but plastics from petroleum exports not until after World War
Two. Similarly, the two staples differ with regard to U.S. ownership
and control patterns. Though both show high degrees of American control,
the metal mining sectors in general are less vertically integrated with
U.S.-based operations. Petroleum, however, represents a direct extension
of large-scale, vertically integrated U.S. firms into Canadian
resource bases, with each dominant firm in this sector being a subsidiary
of a U.S. parent firm operating continentally, and world-wide. Lot The
transition to large-scale petroleum as well as pipelines in the postwar
era makes 1947 the logical beginning for our investigative purposes. The
only exception to the dominance of Canadian control in utilities is in
the petroleum and gas pipeline sector, in which only Trans Canada Pipeline
is Canadian controlled. Clearly pipelines tend to be integrated to major
oil and gas operations which are predominantly U.S. controlled. Each of
the major oil producers has become affiliated with at least one of the
key pipelines. These are even newer as an "industry", dating from the

early 1950's, and this factor may, combined with general state strategy,
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account for the dominance of U.S. capital in ?iﬁelines. L
TABLE V11: Concentration and Control in Petroleum, Nickel,
Pulp & Paper
Industry 19302  1948°  1954°  1964P 19714
(top 5) (Concen.) (top 6) (Concen.) ("dominant')
Crude
Petroleum N.A. N.A. 687 "fairly 5 U.S. firms account
5 U.S. low" for 407 sales of
0 Can. "mineral fuels"
Petroleum
Refining 1 U.S. ''very 937 "high" 8 firms (4 U.S.,
firm = high" 4 U.S. 1 Can.) account for
557 1 Can. 947 sales "petroleum'
output
Nickel
(refined) 1 U.S. 'very 1007  "very 4 "metal mining" firms
firm = high" 3 U.S. high" (2 U.S., 2 Can.) acc-
717 3 Can. ount for 647 of sales.
output ("Nickel" unchanged)
Pulp & 5 firms "fairly 467 "fairly 6 firms account for
Paper (Can. low" 1 U.S. low" 507 "paper products'
(Mfg'd) predom- 4 Can. sales. (1 U.S., 4 Can.)
inantly)
= 907
output

Notes and Sources:

a) 1930 cumulative per cent of total sector output controlled by 1 to 5
firms. Source: L.G. Reynolds, The Control of Competition in Canada,
1940, Tables 1-5.

b) 1948 and 1964 concentration compares manufacturing and mining indust-
ries on the basis of the number of largest firms accounting for 807
of employment or value of shipments. Very high = 1-4 firms; high =
4-8; fairly high = 8-20; fairly low = 20-60; low = over 60 firms.
Source: Max D. Stewart, Concentration in Canadian Manufacturing &
Mining Industries, Economic Council of Canada, August 1970, pp. 21-
23 and 37.

c¢) 1954 shows percent value-added accounted for by 6 largest firms.
Source: Gideon Rosenbluth, ""Conecentration & Monopoly in the Canadian
Economy" in Michael Oliver, Social Purpose for Canada, 1961, p. 207.




86

TABLE V11 (Cont'd.)

d) 1971, CALURA sales statistics and financial control from Financial
Post Survey of Mines, Oils, Industrials (1972). Source: Wallace
Clement, The Canadian Corporate Elite, 1975, pp. 145-8 and 413-19.
"Dominant'" firms have assets in the $250 million or above range
and have income greater than $50 million, (Clement, 1975:128).

Though Table V11 does not indicate increasing concentration in
the pulp and paper sector over time, evidence suggests that since 1950
concentration has increased, since the dominant six companies shown in
Clement's data account for thirteen companies identified earlier by
John Porter. This is the oldest resource-based industry in Canada and
the predominance of Canadian control is linked to its early origins
when portfolio investments were the predominant form of financing, as
opposed to U.S. direct investment which entered the manufacturing and
resource sectors later omn. Las

Concentration has, thus, differed in intensity in the three stap-
les. It has been the product of two forces ~ foreign and indigenous,
both of which have squeezed out smaller firms in the pulp and paper
sector over the years. Foreign concentration eliminated smaller firms
from the mining sector (especially nickel) at an early date. In the
case of petroleum, it involved the creation of subsidiaries rather than
independent enterprises at the refining and distribution levels.

As L.G. Reynolds noted, concentration in many industries,
especially automobiles, tires, gasoline, tobacco, rayon, and aluminium
(among others) was imported from the U.S. market into Canada. Such was
Imperial 0il, formed in 1880 as a subsidiary of Standard 0il to service

1
the Canadian market with American products. e Remaining in this
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distribution phase until after the Second World War, the Canadian oil
industry was a near monopoly. American subsidiaries in Canadian prod-
uction, refining, and transport of petroleum in the postwar phase
represent the importation of concentration by virtue of American majors'
control of world markets and alternative productive sources.
Concentration within the pulp and paper sector represented both
the movement north of American newspaper interests and newsprint comp-
anies seeking sources of pulp-wood and newsprint, but also the indigenous
merger movement of 1909-1912 and again in the late 1920's in which
Canadian commercial interests facilitated consolidation and sustained an

indigenous growth of corporate capitalism. The postwar period
shows further consolidation has been via indigenous financial conglomer-
ates such as Power, Argus, and C.P. Investments, as well as via indigen-
ous industrial merger, for example that of Price-Abitibi.

The nickel industry's concentration has stemmed from the
"monopsony' (control of the market by the customer) created by the
United States' steel trust (U.S. Steel), under the guidance of the
powerful financier, J.P. Morgan, forming the combination known as the
International Nickel Company in 1902. Canadian resources in the form of
the American producing company; Canadian Copper, were joined with two
American refining companies, Orford and Joseph Warton, and several other
mineral owning companies. INCO's power to fend off entry of competitors
into production of nickel was based not only on its financial connect-
ions with the principal industrial user, U.S. Steel, but also on those

financial interests' ability to stop thke necessary financial backing for

potential competitors. Military markets provided by long-term contracts
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with the U.S. Defense Department and the U.S. Govermment's tariff
protection against imported refined nickel were a form of exclusive
access which dated from the founding of Canadian Copper Company in
the late 1880's. = In a larger sense, however, the concentration
within the nickel sector stems from the monopoly or trust era of the
1890's when so many of the major U.S. corporations of the present
got their all import;nt edge over competitors by combining entrepren-
eurial talent and banking finesse in the joint-stock company. The
uniqueness of the case is that in the nickel industry this process
took place across national borders and at such an early date that
neither American nor Canadian firms could challenge the monopoly for
a long time.

As Harold Innis pointed out in his histories of early staple
production in Canada, surplus capacity and monopoly have plagued
these sectors throughout their development. Such problems have, Innis
asserted, been related to the general vulnerability and instability
imposed by production for external markets. We suggest that monopoly
was further spurred by the general context of capitalist accumulation
imperatives and the role of modern capitalist states. From 1890's on,
large vertically-integrated and financially-connected corporations
would edge out or merge with smaller family firms. Gradually govern-
ments ceased to enforce the legislative paraphenalia that was designed
to protect smaller firms and the public from many of the "evils" of
early mcnopoly. Once high concentration and centralization of capital
became the dominant corporate form, however, it would secure the protect-

ion it required de facto iIf nmot de jure from states. We suggested
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in Chapter Two that trade associations and price-fixing agreements would
play an important role in coordinating the interests of corporations
where concentration of capital was lower, as in the pulp and paper
sector. Here price-fixing would be more visible, if not more frequent,
than in staples sectors where agreements could be coordinated between
fewer large producers and directly with the aid of state officials. Thus,
we have hypothesized, concentration is indirectly furthered by the
"archaic" or half-heartedly applied anti-combines legislation which is
increasingly incompatible with big business' interests. We suggest both
the problem of surplus capacity and the coincidence of corporate and
state interests in creating "'stability" in the form of control by large
corporate bodies generates a climate for greater merger activity, part-
icularly in the pulp and paper sector. Further, external forces or
market circumstances to be delineated in the next section of this chap-
ter affect the timing of such concentration and the maintenance of
export dependency.

Since the pulp and paper sector appears to be undergoing mergers,
joint ventures and consortia (sometimes involving state participation)
may have been an important element in capital accumulation in new staples
of the postwar period. Similarly, diversification of operations within
petroleum and mining sectors may be a pattern since concentration and
centralization of capital was already high in these sectors. External
forces (especially U.S. foreign policy) are, we suggest, important factors
in facilitating concentrated capital accumulation on a continental basis
in these sectors. The role of the Canadian state becomes a crucial
factor in linking external economic ard political forces to this Canadian

development strategy.
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3.5 The Paley Report: Implications for Canadian Development Strategy

At the same time that certain dependency theorists have pointed
to the international "disintegration' of the nation state's autonomy
under the impact of the internationalization of capital via the multi-
national enterprise, Canadian social scientists have noted a tendency
toward "continental integration" of the Canadian and American economies
accompanying dramatic increases in American direct investment in the
postwar period. The impact of the latter on the autonomy of the Canad-
ian state is problemmatic. U.S. strategies of resource acquisition and
expansion abroad involve substantial state intervention on behalf of
resource multinationals. Economic integration and sectoral interdependen-
cy have thus brought a return to Canada's historic pattern of develop-

t

ment - staples dependency, or "growth" through the application of sophis-

ticated ~ technological and capital imports from advanced areas to

virgin resources. The role of the Canadian state in this process
is affected by American development policies.
One of the general political forces behind continental integra-

tion noted by Aitken, in American Capital and Canadian Resources, involved

formal economic and political reorganization of world trade in the post-
war period. This led to the breaking down of tariff barriers and the
formation of satellites in regional associative patterns world-wide.
Aitken suggested the primary objective behind this trend was the elimin-~
ation of nationalism in trade policies. 2La We can hardly interpret
this strategv as generally espoused, however, (as Aitker does), since

the breaking down of nationalistic protection was clearly in the interest

of the "metropole", the United States, rather than in the interests cf
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the satellites to which he refers. Furthermore, the rise of nationalism
itself in the postwar period can be explained as a reaction to the
increasing penetration of American capital and influence. While Aitken
describes the economic penetration of Canada, he does not make this all-
important political link. The question becomes whether Canada has or
has not sustained nationalist strategies in the face of such penetration.
If anti-nationalism was an American, rather than a "universal' value,
then we must explain the convergence or divergence of other state

policies with this ideology. The premises of The Paley Report both sub-

stantiate our contention that anti-nationalism was an American policy
and link this policy to increasing U.S. demands for cheap world resource
materials, to be sought most actively in "friendly", non-nationalistic
satellites.

On July 1, 1952, U.S. President Harry S. Truman disseminated the

five volume Report of the President's Materials Policy Commission,

directing government agencies to carry out its recommendations tco assure

mounting supplies of materials and energy which, he said, "our economic

progress and security will require in the next quarter century.'" It was

to be an important foundation for state domestic and foreign policy-

making, for along with strengthening the U.S. materials position, it was
22,

designed to strengthen "the free world's economic security." The

policy premises of what was usually called The Paley Report (after its

chairman) are further detailed in Volume 1, "Foundations for Growth and

Security."

Here the writers demonstrated the interdependence of
American state-spurred economic expansion and anti-cormunism and anti-

nationalism abroad, or in structural terms, what we have called the
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unity of the capital accumulation, coercion, and legitimation functions

of the American state. Page one of the report affirmed this unity of

purpose:

The United States...is today throwing its might into the task
of keeping alive the spirit of Man and helping beat back from
frontiers of the free world everywhere the threats of force
and of a new Dark Age which rise from the Communist natiomns..
..Indeed, the interdependence of moral and material values
has never been so completely demonstrated. 23.

The Paley Report enumerated several sources of urgency-- domestic

and international, political, military, and economic —--for such a long

range resource policy:

1)

2)

3)

4)

5)

The shift from export to importation of basic materials of prod-
uction in the U.S. trade picture in the decade preceding The

Report.

Similar difficulties in Western Europe characterized not only by
higher consumption and greater depletion of basic materials, but
also by weak or severed ties with their colonies.

Nationalism, or the ''rising ambitions of resource-rich but less
developed nations, especially of former colonial status, which
focus on industrialization rather than materials export."

Communism, or the split between 'totalitarian and democratic
nations" which disrupted "normal" trade patterns and "made nec-
essary costly measures of armed preparedness."

The need for the U.S. state to assure capital accumulation and
employment to forestall depression by stimulating resource devel-
opment. '"'The lingering fear from the Great Depression of

future market instability and possible collapse dampens the
willingness of private investors and resource-rich countries to
develop resources"... 24.

The Commission concluded from these considerations the critical

need for a long-range, interventionist, state-led, resource policy,

asserting: '"the job must be carried on cooperatively by Government and

private citizens, not pericdically at wide-spaced intervals, but day by

day and year by vear." 23 Though the threat of war was to be a power-
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ful legitimating feature of such a policy, the absence of war was to be
an inadequate argument against either full-scale mobilization or spurr-
ing the increased import of raw materials. ''Today's rearmament emergen-
Cy... can be of the greatest usefulness to us in emphasizing the prob-
26.
lem we shall face and the actions we must pursue, war or no war,"
the Commission warned.

Faith in '"private enterprise" and the 'price system' as the best
way to achieve this 'growth' strategy was asserted as the guiding
principle. At the same time, state intervention was seen as ''mot only
desirable but essential to (U.S.) preservation'. In foreign policy,
isolationism was to be buried once and for all. For, gaining inter-
national advantage from massive import of cheap raw materials would
require an open door abroad for U.S. direct investment and manufactures.
The Commissioners proposed:

...the United States and other free nations...must coordin-
ate their resources to the ends of common growth, common
safety, and common welfare...the United States must reject
self-sufficiency as a policy and instead adopt the policy
of the lowest cost acquisition of materials wherever secure
supplies may be found...if the United States is to increase
its imports of materials it must return in other forms
strength to match what it receives. 27.

These were the ideological and economic premises of what U.S.
sociologists and economists were to promote in the 1950's as "develop-
ment" through "diffusion" abroad of capital and technology, or the
notion of trade by "comparative advantage'. In the 1960's, such
status—que-serving ideologies would be reevaluated by radical members
of these diciplines In the United States and abroad. The latter

analysts, including neo-Marxist dependency theorists, would characterize

the above outlined strategy as par:t of American imperialism, 'unequal
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exchange', or the American perpetuation of "resource dependency' in
maintaining the process of underdevelopment in resource-rich countries.
Developing countries, the Commissioners insisted, should use
"their own capital and borrowings from other countries and inter-
national agencies to develop socially needed services and the infra-
structures necessary to export resources. They should concentrate on
attracting "private", especially American, capital into raw materials
extraction and export. b Thus, import substitution policies abroad
would guarantee the flow of natural resources to the United States.
Should developing countries not appreciate their "need" for expensive
"heavy imports of capital, technology and trained management abilities

from other areas" the Report suggested a bit of financial black-
mail might change their ideology: "A country's willingness to support
effective resource development might be an important factor in assess-
ing the country's ability to service additional loans for economic
development." S0
The main targets for investment in twenty-two key resource

materials were Canada, Latin America, Africa, the Near East, South and
Southeast Asia. Canada, particularly, could provide a dozen of these.
By 1950, the United States was totally import-dependent on forty of
seventy-two ''strategic and critical" materials, and partially import-
dependent on the rest. Increasing demand for critical materials over
the next thirty years was projected to average 64 per cent for all raw
materials except agricultural products and gold. Meanwhile, American

direct investment in world oil, mining and smelting already accounted

for 75 per cent of the $13.5 billion U.S. fcreign investment in 1951.
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In Canada, the Commissioners noted, American investment was already
larger than in the whole of Latin America or any other 'free country",
and two-thirds of this investment was in mining, smelting and oil. 2l

To increase direct investment in "critical and strategic"
resources internationally, the Commissioners recommended the concerted
action of international banks and development agencies, tariff negotia-
tors and U.S. governmental encouragement of investment by U.S. resource
companies. The American state would engage in the following actions to
increase domestic and foreign production of resources by American firms:
lower tariffs on raw materials, facilitate both import and domestic
production through long-term government purchasing contracts at premium
prices to American companies, subsidize production through loans,
guarantees of loans, and special tax considerations for depletion,
expensing, exploration and expansion of productive capacities. 82

Such private American companies would be encouraged to make their
own "special resource agreements' with resource source governments
covering tax laws, regulations on foreign ownership and management,
administration of labour codes, exports, exchange restrictions, import
permits, and transbort facilities. =3 This lobbying burden would
favour large firms. Similarly, if criteria for special contracts were
to involve past performance or share of the market, large firms would
again be favoured by the strategy. The extent of American direct
investment in Canadian resource sectors thus implies a structural
vulnerability toward involvement in this strategy.

Obstacles to such an all-encompassing international plan arose

from nationalism and the sc—called "bad investment climate' that it
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entailed. The Commissioners listed the signs of the disease which
were cropping up around the world:
«..policies and attitudes toward investment which may
take the form of demands for nationalization... creep-
ing expropriation... requirements for extensive local
participation in management...limitations on convertib-
ility of capital and, earnings..)oss of confidence in
governments... 34,
Mindful of the recent experience of U.S. oil interests in the Middle
East, especially in Iraq and Iran, the Commissioners warned against
any such policies, in language usually reserved for the communist
"menace'":
In the Near East, a fanatical nationalism has cast its
shadow over the future expansion of foreign investment
«..In Latin America...governments increasingly resent
the stigma of economic colonialism that they often
attach to the idea of heavily orienting their economies
toward materials exports. 35.
No such obstacles or "bad investment climate'" existed in
Canada, it seems, as far as our review of the increases and extent

of American investment in this period indicates. As far as the authors

of The Paley Report were concerned, Canada was not only a prime source

of critical materials, a Western Hemispheric nation (hence strategically
close-by), but also a "friendly", that is "non-nationalistic", source
country. In Chapters Four through Seven, we shall examine the complic-
ity or deviation of the Canadian state in terms of resource policies
affecting the development and export of pulp and paper, mine and energy
resources, to see if Canadian nationalism presented any obstacles to
U.S. penetration and receipt of such materials.

Beyond the general advantages of such policies to U.S. capital

accumulation and the maintenance of employment by keeping processing
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stages in the United States, was the material necessity to import
resources as a result of long-term depletion of industrial resources.

Between 1900 and 1950, The Paley Report estimated, the U.S. populat-

ion had doubled and national output had increased five fold, but the
greatest increase in consumption had occurred in minerals and fuels,
which had multiplied six times over the figure for 1900. Increases in
consumption of food, agricultural, fishery, and wildlife products were
much less, on the other hand, only two and a quarter times the 1900
figure. Energy consumption had the most striking increase; twenty-six
times more natural gas and thirty times more crude o0il were being used
by 1950. This reflected the massive use of non-renewable industrial
minerals in an increasingly mechanized economy. ''Renewable resources'
such as forest products were suffering from depletion as well. e
Projected figures for increases in demand by 1970-80 for the United
States and "other free world" countries are shown below. Starred

. . 37.
resources are important Canadian exports.

TABLE Vill: Increases in U.S. Demand for Strategic Resources,
1950 to 1980
(U.S. / Other Free World, Percentages)

Tin 18/50 *Petroleum - 109/275
*Zine 39/61 Tungsten 150/150
*Copper 43/54 Fluorspar 187/260
*Iron Ore 54/73 *Aluminium 291/415
Rubber 89/203 *Nickel 100/100

Source: The Paley Report, Vol. 1, 1952, p. 9.
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All of the above materials were placed on the U.S. stockpile list,
but the following table indicates the importance of Canada as a source
for ten of twenty-two "key materials' listed in the Report. Not includ-
ed, but similarly important are: natural gas, newsprint, and aluminium
(listed for Guyana) making a baker's dozen to be sought primarily in

Canada.

Of the strategic resources listed in Table VIII, the United
States was totally dependent on nickel imports coming predominantly
from Canada. Even though most of its aluminium came from the Caribbean,
the bulk of this was refined in North America and particularly in
Canada where enormous amounts of hydro electricity were most cheaply
available., Similarly Canada could be counted upon for zinc, copper,
and iron ore, though the foreseeable requirements would not increase
as much by 1980 for these, and the United States was a substantial
producer of her own ores. Even though the United States continued
to be one of the world's largest petroleum producers, this resource
appears over and over again in its strategic resource lists. Though
Canada was a comparatively new petroleum producer and produced only
one per cent of the "Free World" allotment, this too featured among
the materials in Table IX that Canada could be expected to provide
in future.

Thus, the very choice of materials to be stockpiled or sought
in increasing proportions from Canada seems to have been dictated
in part by political considerations. Nationalism or the lack of it

was key in the choice of Canada as provider of many cf theses resources.

Nor were Canada's domestic needs accounted for in the general plan.



99

TABLE 1X: Canada's Production of Ten of Twenty-Two Key Materials

(1950)
Commodity Amount Produced % of Total Z of Total
in 1950 Producable Produced
Free World Free World
Outside U.S. Outside U.S.
Nickel 111,600 tomns 94 94
(metal)
Copper 237,600 tons 16 10
(metal)
Lead 154,100 toms 14 10
(metal)
Zinc 283,600 tons 20 15
(metal)
Asbestos 794,000 tons 68 66
(fibre)
Iron Ore 3.3 million tomns 2.5 2.5
Sulfur 107,000 long tons 3 1
(from pyrites)
Titanium 91,000 tons 1 1
(concentrates)
Colbalt 284 tons 4 4
(metal)
Petroleum 29.1 million barrels 2 1

(crude oil)

Source: The Paley Report, Vol. 1, 1952, p. 91.

Since reliance on Western Hemisphere production was stressed,
and the Middle East was seen as 'unstable'", Canadian production of
0il and tar sands would receive greater attention. 85 Energy sites
of the St. Lawrence, the Niagara, and the Columbia rivers were noted

as the "best sites remaining to the (U.S.) nation for developing
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hydro-power in the lower cost range." 33 A continental transportat-
ion system should be facilitated to achieve adequate flows of bulky

materials such as coal, iron ore and petroleum. Even though both
Canada and the United States produced quantities of these latter rescur-
ces sufficient to their respective needs, the plan called for ease of
transport back and forth from either source on a long-term basis. The
St. Lawrence Seaway project was considered additionally essential for
reducing the shipping distance of iron ore to be brought from new
Labrador deposits to the inland "industrial defemse triangle", which,

it appears, included the southern Ontario industrial belt. &L,

To operationalize the purchasing and coordination involved in
this strategy, the Economic Cooperation Administration, the General
Services Administration, and the Defense Materials Procurement Agency
would encourage production for the National Stockpile through long-term
contracts, (up to twenty years in the case of ECA, up to 1962 for DMPA,
and for an unlimited period under GSA.) e The Commissioners emphas-
ized the importance of the stockpile as an indefinite and crucial tool
in the overall plan: '"The task of increasing production of materials
for security purposes-- both to provide for stockpiling, and of equal
importance, to provide a continuing and expansible flow of scarce mater-
ials-- does not, in the Commission's view, have a foreseeable end." i
Since some of these agencies would be terminated, the Commission
recommended successor agencies fund loans to projects of resource devel-
opment. These generous subsidies would provide as much as 50 to 75 per

cent of total capital per project, with governmental profit sharing

being a possibility only where loans exceeded 75 per cent of total
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. 4.
investment. %

This indicates the importance of state subsidizatiom
of private capital accumulation in the overall resource plan.

To prevent the interference in this project of artificial short-
ages attendant on international cartels, as well as the instability in
markets and prices which were common in materials such as copper, lead,
zinc, tin, nitrate, wood pulp, newsprint, and rubber, the Commissiomners
stressed the importance of the International Materials Conference as
the machinery to be used to allocate scarce materials internationally.
The IMC, active since 1951, was made up of a central core of eight
countries, principally from the Organization of American States and the
Organization for European Economic Cooperation. Countries represented
here were producers or consumers of 80 to 90 per cent of the following
commodities which had vertical committees in the IMC: copper-lead-zinc;
manganese-nickel-cobalt; tungsten-molybdenum; sulfur; wool; cotton-
cotton linters; and pulﬁ—ﬁaper. -

Canadian involvement in and agreement with this general policy
would indicate official acceptance of a resource export road to Canadian
development, as outlined in the general premises of The Report and

Canada's answer, the Gordon and Borden Reports of the 1950's. In eval-

uating the impact of The Paley Report and the general elements of this

American resource policy on Canadian state policy in the postwar period,
we shall focus particularly on Canadian bureaucratic facilitation of
corporate involvement in stockpile production and in international mat-
erials allocation organizations. We shall be particularly interested,
as well, in whether Canadian officials cooperated extensively with

new staples corporate executives in the implementation cf these policies,
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and if so, whether those firms represented tended to be the larger
firms, predominantly Canadian or American controlled. 48. We attempt
to determine in general whether Canadian state involvement was as an
"equal partner" or took a more reactive, "ear to Washington" form. As
indicated in Chapter Two, we expect involvement of businessmen in
Canadian resource policy was crucial, on the basis of the structural
relationship between state and capital; that the largest firms would
be most consistently involved, whether Canadian or American; and that
the Canadian state's involvement would not be as an equal partner in
this U.S.-sponsored policy. Collusion with the Paley strategy indic-
ates a "subordinate", or less autonomous, position for the Canadian
state in the continental resource policy and a source of weakness in
initiating alternative policies. The large-scale stockpiling of resource
materials could have forbidding long-term consequences for resource-
producing countries in the overdevelopment of such sectors and great
vulnerability to the threat of such stockpiles being loosed on the
international market. It will be of interest to note the consequences
of dismantling and the differential impact on the three staples indust-
ries. The latent purposes of the overall continental resource strategy,
and stockpiling in particular, appear to favour large resource compan-
ies with American links and the establishment of secondary processing
in the United States rather than Canada-- hence the crystallization of

Canadian-resource dependency.

3.6 Conclusions
The postwar period of Canadian development has been characterized
by many Canadian social historians by renewed dependency on the export

of staples, this time in a North-South flow of industrial resources as
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opposed to the earlier pattern of an East-West flow of capital and
commodities—1in that case food, luxury, and simple construction
materials to Britain and Europe. The shift in trade axis coincides
with a new division of control, of labour, and a new form of depend-
ency, however. We suggest Canada's technology-generating capacity and
ability to link this extraction of industrial resources to extensive
manufacturing within Canada has been seriously reduced. In addition,
multinational corporate extraction of new staples is the present domin-
ant form of exploitation. The external decision-making that it implies
is a geographically divisive rather than umifying element in Canada's
contemporary development. The capital formation of new staples and
their transport and energy grids imply corporate, frequently foreign,
control as well.

It is the rise of both corporate capitalism and U.S. political
and economic hegemony at the International level that has brought deep-
er penetration of Canada's productive spheres (resources and manufactur-
ing) through direct, controlling investment, at the same time that it
has meant the penetration of state apparatuses and policy by external,
U.S. strategies of growth. We suggest the highly instrumental role of
the Canadian state in the maintenance of such dependent development stems
from both the nature of monopoly capital and its requirements and the
extensive continental integration of the two economies outlined in this
chapter. Consolidation and centralization of capital has been intensif-
ied by the impact of American direct investment in the productive
spheres, as this review of ownership and concentration in Canadian

industrial sectors has shown.
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In the early 1950's a strongly interventionist U.S. state laid
forth a development strategy that stimulated U.S. corporate expansion
abroad to garner cheap industrial resources for processing at home in
an effort to accumulate capital at both ends while maintaining employ-
ment and replenishing rapidly depleting domestic resources. Canada
became a key postwar source for industrial and military materials in
this struggle to stoke the American industrial machine and establish
surveillance over the economies of "safe" or non-communist and
non-nationalist regimes. Indeed, the surety of Canada as a potential
producer of so many resources would serve as a level in extracting
Third World countries resource wealth all the faster. The bargain made
by the Canadian state traded secure industrial resources for secure
U.S. markets and opened the door permanently to both direct investment
and military-political influence from the United States. In short, it
would solidify continental integration at both the economic and polit-
ical/ideclogical levels, resulting in a non-nationalist ideological
stance in Canadian strategies cf development. Thus the continental
context of Canada's postwar development linked Canada to the world
capitalist system by way of built-in Iimitations and unevenly distrib-
uted benefits which, we contend, are visible in the overall state
strategy of development as it effects capital accumulation in indust-
rial resources and legitimates the increasingly intermational aspects
of this accumulation. The limitations on autonomous trade, maintenance
of manufacturing, and growth and survival of techknology-generating
capacities stem, our evidence will demonstrate, from the interplay of

this structural and political dependency or U.S. policy as well as from
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the extremely close correspondence between state policy and the interests
of largest corporations. For, in the monopoly phase of capitalism, it

is capital representing large-scale market access or technological super-
iority that succeeds in controlling the production of world resources,
unless state policies are founded on the importance of blocking or limit-
ing the terms of its access. We suggest the Canadian state never attempt-
ed to do so, but on the contrary facilitated the conditions of big and
particularly, therefore, foreign capital access to its resources, indiff-
erent if not antagonistic to "nationalism" at this basic level. It

would favour the largest enterprises' access to new staples, for these
could assure ''rational" control of production and marketing (through
monopoly) where glut and low prices (the "irrational" aspects of resource
dependency) were ever present. It is an instrumental state that takes,
at the same time, an "ear to Washington' stance on the premises of
development and the day-to-day facilitation of that strategy involves
close rapport between high civil servants and big industrial resource
capitalists.

Forest, mine, and energy staples are truly representative of
the modern industrial resources, the material bases, upon which Canada
has become so export dependent for its postwar trade balance and by which
it has become so bound to the continental context both economically and
politically. All industrial staples require large amounts of capital
and technology for both their extraction and final processing phases,
whereas old staples required these to a much lesser extent and predomin-
antly in the transport and circulation phase. The investment that
brought them to British and European industrializing markets did neot

carry with it control, but consisted of portfolio credit and state
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subsidization of railrcads, canals and hydro. Secondary industrialization
grew up around these transport and energy-producing systems in the
19th century under Canadian control, but as U.S. investment became dir-
ect in form and Canadian financiers avoided the kind of financial back-
ing that American industrial giants received increasingly under
American control. The fact that it is direct rather than portfolio
investment that brings rew industrial staples and high-technology manu-
factures alive severély limits the ability of small Canadian firms
to survive in either sector and encourages both concentration and
monopoly through continental integration of these productive sectors.
Forest, mine and energy staples best represent Canada's world rank in
production, the national profile of its heaviest exports and new U.S.
market orientation. They demonstrate substantial but varying degrees
of capital concentration and foreign (especially American) control, as
well as particular patterns of regional dispersal. The forest staple,
the oldest, contrasts sharply with the newest energy staple in amount
of employment, manufacture before export, and concentration and

foreign control of capital. Nickel corporations represent a variety

of industrial mining and export within the same enterprises. And all
three would become "strategic" to U.S. Cold War development and expan-
sion plans. Thus, their production would be subsidized in a variety

of ways and the conditions for capital accumulation in these sectors
carefully monitored by the Canadian state. All three represent the
general new staple type, being capital and technology intensive, relying
predominantly on a wage labour force rather than independent commodity
production, and representing semi-processed resource sources of the

second industrial revolution.
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Yet, they differ sufficiently in the history of their capital formation
and consolidation to allow a broad view of the state's roles in facili-

itating their postwar production, undertaken in the archivally research-

ed case studies that follow.



CHAPTER FOUR

THE FOREST STAPLE AND THE INTERVENTIONIST STATE

4.1 Some Historical Features of the Structuring of Dependency in the
Canadian Forest Staple

The Canadian state has never developed a policy of national
integration comprising the production, secondary processing, and
distribution of forest products within its national boundaries based
upon domestic demand. The history of the forest staple until Confed-
eration was directed by the demands of external markets, first French,
then British, and the legal and tariff mechanisms established by such
mercantile states. Indeed, the Crown Land system facilitated their
access to choice timberlands which built the military and civilian
shipping foundations of these European empires. Indigenous markets

were never the raison d'étre of Canadian production. Nor has the involve-

ment of the Canadian state itself been '"neutral™ in the sense of manag-
ing the forest lands "in the interest of the general public", for
despite the democratic appearance of the land tenure system, large
blocks of choice public timberland were alienated to private Canadian
and American ownership or to monopolistic institutional ownership by

such companies as the C.P.R. and the Hudson Bay. Thus, a mercantile
legal and tariff framework sustained independent commodity production
for heavy export of timber to Europe, at a high during the Napoleonic
Wars and tapering off by the 1850's.

The Civil War and U.S. industrializing needs for construction

materials brought tariffs favouring massive export of lumber to the North

108
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and Midwest of the United States. The Canadian National Policy (1878-
1895) welcomed increasing U.S. investment in Canadian resources and
manufacturing, including paper production, as did the attitude of the
Canadian Manufacturers Association, which suggested, ''The market is
reserved for Canadian manufacturers. The way for our Yankee friends
to obtain a percentage of the Canadian trade is to establish their

works in Canada." Northeastern American forest depletion, combined
with this Canadian welcome, influenced large U.S. firms to buy up or
lease large tracts of Canadian timberland, most of it exported to the
United States in raw form. By the 1890's, Dominion and provincial laws
countered U.S. import restrictions sufficiently to bring acceleration

of U.S., capital to Canadian pulp and paper plants, again to serve U.S.
metropolitan consumption as corporate capital expanded its domestic
markets through the large circulation daily. Thus, newsprint production
greatly expanded in Canada between 1900 and 1920, and a new staple was
born with a new market orientation.

Until the twentieth century, Canadian state facilitation of
capital accumulation in the industry featured tariff, waterway, hydro,
and land subsidization. By the turn of the century a new organization-
al and management subsidy was added. Dominion, Quebec and Ontario
governments provided forest services and shortly thereafter, a pulp and
paper institute was begun to research commercial uses and improvements
for the industry. Both conservation and aid to manufacturing had
become inextricably related to the needs of the U.S. market and pulp

and newsprint production in Canada.

Between 1925 and 1930, howaver, capacity had doubled while U.S.
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consumption had increased by only 20 per cent. The industry suffered
50 per cent surplus capacity, and seven large companies, representing
58 per cent of productive capacity, went into receivership. < A
wave of capital consolidation, 231 mergers between 1925 and 1930, hit
Canadian industries, among them the paper industry. Two structural
trends in the newsprint industry were reinforced: U.S. East coast
capital further penetrated both midwestern and Canadian production and
both Canadian and U.S. capital attempted to buy up surplus plant capac-
ity to gain control over price and production. The solution was part
of the problem. The demand by U.S. metropolitan newspapers for cheap,
secure supply meant eagerness to keep price low and production high in
newsprint. Large-scale production meant inflexibility in an industry
where shut-downs and start-ups are costly. Greater capital and market
integration to production brought increasing monopoly. Surplus capac-
ity and monopoly were not, as Innis had thought, characteristic of the
staple but of its development within the continental context. Canadian
financial capital led consolidations in the late 1920's and early
1930's, leaving the small-scale entrepreneur of the 1880's far behind
the new corporate conglomerate of the pulp and paper industry. By the
late 1930's, three newsprint producers dominated Canadian production:
Consolidated Paper (formerly Canadian Power and Paper), Abitibi, and
International Power and Paper. % These, in turn, bought controlling
interests in a large number of independents to reduce productive capac-
ity and increase their control over operating conditions and price.
Once in Canada, companies like International Paper Company

signed long-term newsprint contracts with huge U.S. newspaper chains
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such as Hearst Publications and proceeded to destroy existing price
structures and to flout governmental attempts to organize the industry
as a whole and implement production and price arrangements. Such
contracts allowed I.P.C. to operate at nearly 100 per cent capacity
while others shouldered the burden of 40 to 60 per cent surplus capac-
ity during the Depression. Thus, the consolidation of U.S. capacity
and corporate expansion into Canada brought a rigid division of labour
and uneven monopolization.

The Canadian state not only fostered consolidation as a means
of reducing surplus capacity but, in addition to price-fixing during
both World Wars, attempted to organize the industry into cartels such

as the Canadian Newsprint Company and the Newsprint Institute.

These were replaced by the Newsprint Association of Canada (a cartel
masquerading as a trade association) and the Newsprint Export Manufact-
urers Association of Canada (an outright cartel). The latter cooperated
with the American National Recovery Agency in the 1930's; at the same
time it constituted the international sharing of markets. Provincial
governments allocated tonnage until World War Two, when both Canadian
and U.S. federal governments fixed prices in concert as they had during
the First World War. This spirit of continental governmental cooperat-
ion was expressed by the Canadian government in an inquiry into inter-

national newsprint cartels in 1945: '

'...it might be necessary to attempt
some agreement with the Government of the United States, as represent-
ing the main consumer, along the lines of the intergovernmental commodity
agreements...as the solution to the problem of temporary demoralization

. .. R 6.
in basic industries."
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These trends toward greater industry-state and U.S.-Canadian
state cooperation would broaden in the postwar period to include
international joint planning of market expansion through U.N. indust-
ry forums and stockpiling mechanisms. A recognizable continental
network of industry and state personnel would crystallize, in addition,
for the purposes of combatting attacks on monopoly. Thus by the mid-
twentieth century, the following features would characterize the
industry and the state's strategy in facilitating capital accumulation
within it:

(1) Ownership and marketing were interlocked continentally, either
through vertical corporate integration or through long-term agreements
between major publishers and newsprint producers.

(2) A division of labour and capital on a continental basis meant
low-processed production in Canada and diversion of capital to finer
manufacturing of paper in the United States.

(3) The emphasis on large-scale plant construction meant lack of
flexibility. Plant shut-downs could be devastating because equipment
took months to reactivate. Surplus capacity thus served the interests
of external large consumers and operated at the expense of non-
integrated producers.

(4) The U.S. state added newsprint and pulp to its "strategic
materials" lists in the early 1950's making this industry one of the
defense~related continental concerns to be developed in concert with
U.S. Cold War plans. Stockpiling and international allocation of
"emergency" newsprint would aid the industry in eliminating surplus

capacity and expand its international markets.
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(5) The Canadian federal bureaucracy would become increasingly
active in aiding the dominant corporate interests, whether Canadian
or American, since it associated glut and low price with small prod-
ucer competition and saw consolidation and linkages to U.S. markets
or European markets through capital equity as the route to stability
and market security.

(6) Contradictions arising in Canadian and U.S. sections of the
industry would surface in continuous anti-trust battles that reflected
not a nationalist struggle for greater manufacturing in Canada but
rather continental coalition of big against small producers and consum-
ers in the monopoly capitalist phase.

The forest staple remained extremely important to the course of
Canadian development in the postwar period. One in twelve of Canada's
workers were in this sector and over one third of its total export
earnings came from logs, paper, woodpulp, ilumber and related products.
The industry remained a trade balance mainstay and major source of employ-
ment, first in wages paid, new investment, and net value of output.

The forest staple's dollar value had surpassed that of the wheat staple
and was double the value of the mining staple. 1= Nonetheless, the
reinforcement of the economic and political division of labour on the
North American continent would mean the least processed products were
located in Canada. (See Appendix A 6.) The largest international
movement of forest products continues to be from Canada to the United
States in forms which constitute the indirect export of manufacturing

employment, a feature of dependency which Russian and Scandinavian prod-

ucers of forest products do not share. Our investigation of the state's
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role in the postwar period suggests that such dependency is not a necess-
ary condition of forest production for export, but one which reflects

instead a continental resource strategy.

4.2 Direct Industry-State Cooperation: The Role of Trade Association

The accomplishment of corporate capital concentration and the
implementation of long-term industry goals in general depended upon
the creation of organizational mechanisms which facilitated direct
industry-state cooperation in policy making. Both the Camnadian Pulp and
Paper Association (C.P.P.A.) and its American counterpart, the A.P.P.A.,
were industry responses to surplus capacity, attempts to organize and
rationalize capital and to shape state policies. They became signific-
ant vehicles for the rationalization accompanying corporate capitalism,
organizing the industry under large company hegemony. A.P.P.A. exec-
utives had drawn up and administered National Recovery Act regulations
affecting the industry in concert with C.P.P.A. and Newsprint Manufact-
urers Association of Canada executives. Together rhey were instrumental
in blocking newsprint production in the American South while cutting
excess capacity in Canada. "Self-regulation' was the operative model. B

In the postwar period C.P.P.A. activity broadened beyond
control of market prices of newsprint and federal level state bureau-
cracies actively intervened on its behalf in the redirection of unemployed
labour to the industry and state-run forestry programmes, as well as
supplementing its fight against U.S. anti-trust efforts. With the
memory of the Depression close at hand, the Canadian Government took
an active rele in fostering closer contact and policy ccordination with

such trade associations.
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A. Koroleff, forester for the C.P.P.A., and E.H. Finlayson,
Director of Forestry at the federal level, had organized conferences
of the woodlands and forestry sections of the industry and state.
Representatives of the respective counterparts in the United States
attended as well, and a long history of British empire organizational
influence on Canada's forest bureaucracy was replaced by continental-
ism.Due to budgetary difficulties in this new endeavour, the Canadian
Defense Department could provide only free tents for the participants,
who met at the Petawawa experimental forestry station, but regal cul-
inary accomodations were made fer this outing in the '"bush'. Koroleff
remarked that the usual fare for the ''relief labourers'" at the camp
would not be adequate, and so he sent the Defense Department a menu of
roast beef and claret, concluding with strawberries and fresh cream.
The remainder of the conference was to take place in the Capital's
Chateau Laurier. #e

The C.P.P.A. hoped stronger industry-government links would
follow from such conference initiatives, ''that the arrangements for
summer meeting...are only the beginning of a closer contact and greater
co-operation between the Dominion Forest Service and this Section." 1.

General McNaughton, Chief of General Staff, Department of Nation-
al Defense, so active in organizing the use of the unemployved and wel-
fare recipients in dominion forestry stations as cheap labour during
the Depression (a practice extended to private logging during the War),
featured strongly in these liaisons. His retirement to position of

President of the National Research Council of Canada was noted with

interest by the C.P.P.A. since the Council could be useful in future
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11,
subsidization of industry-related research. In an address to the

C.P.P.A., McNaughton boasted of the use Government had made of the
unemployed in maintaining woodlands for industry. L

More frequent and consistent coordination of the Canadian forest-
ry services with those of the United States was part of the plan in the
postwar period. This was a natural outgrowth of economic links between
the two industries. Provincial aid was still a mainstay of the industry,
and Quebec's Prime Minister Duplessis frequently assured the C.P.P.A. that
welcoming foreign, especially U.S. capital, was a major state policy
priority at the provincial level as much as the federal level:

The capital in the pulp and paper industry today is 607
American and the balance, English and Canadian. Quebec is
looking to cooperate with 'honest capital'...Foreign capital
will be protected in Quebec...United States capital came
into Canada because of our natural resources; we must have
a policy not to antagonize the United States. 13.
The first priority was to get existing mills working at capacity, but
he believed government's role should be one of "non-interference'" - -
meaning, it appears, non-interference with combines and facilitation of
American capital import. An "anti-nationalist”provincial stance would,
he thought, keep U.S. markets oéen, whereas direct governmental inter-
ference with price might result in retaliation by the United States.

The president of the C.P.P.A. expressed industry's desire for
closer government-industry cooberation to consolidate continental cap-
ital in the industry and guard against over-capacity and low prices,
which they said were caused by "excessive" competition. Though the

Depression had brought an end to mill expansion, further comsolidation

within the industry must now be achieved through cooperation with the

state:
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It was found that the growth up to 1929 had been on an
individualistic basis. It is now realized that the industry
is face to face with greater problems relating to a sound,
sane, economical development in the future. This can only
by solved by cooperation with all other interests affiliated
with the industry. The executives must plan wisely for a
common objective...The officers of the Association want to
cooperate with the Dominion and Provincial Governments and
with all other associations. 14. (Emphasis ours)

Two goals additional to intra-industry cooperation and consolid-
ation cf capital and production had surfaced for the C.P.P.A.: making
governmental intervention at home and abroad work for the largest inter-
ests in the industry; and cutting labour costs through both enlistment
of governmental managerial services (including liason work, engineering
and research) and through the importation of new machinery at the logg-
ing end. (The last is discussed in Chapter Eight). C.P.P.A. personnel
were active in creating the bases for the necessary top-level cooperat-
ion, insisting: 'contact between foresters and men of high standing in
the Government needs to be further promoted...(via) some Dominion
Ministers, perhaps some members of Parliament...and some other men,
contact with whom we should cultivate to promote the cause of sound
forest management.' 13+

The use of terms like "forestry', '"conservation', "forest manage-
ment' and the like served to colour the pulp and paper industry's
coordination of activities with the popular terminology of a conservation
movement and to camouflage the more basic interests of the industry.
There was no conflict between state and industry on this aspect of cap-
ital accumulation. It was important to make every effort in public
relations, however, since the major postwar aim, larger-scale capital

accumulation, was at the expense of employment and of smaller enterprises
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or independent pulpwood producers.

The collusion of state and industry in these endeavers might
appear contradictory at first, since one of the state's functions is
to maintain employment or extend welfare to legitimate as well as
facilitate capital accumulation. However, as large capitalists were
to convince their confreres in the state policy-making branches that
"bigger was better'", they were also to make use of the state's aid
in facilitating the shift to more capital-intensive means of extracting
value from resources. This meant the state would prepare to facilitate
either the transfer of large segments of the labour force to other
sectors or the increasing extension of welfare to the victims of this
policy. As in the United States, cooperation between these organizations
and the new "welfare state' would mean less regulation of the industry
and more aid to capital goals. When such trade associations found them-
selves confronting U.S. anti-trust attacks on monopoly capital, the
Canadian state took their side and supplemented their lobbying networks
at the middle levels of U.S. power where anti-trust arose.

The Canadian Government regretted the fact that the Newsprint
Association, for example, had to keep a low profile when questions of
cartels were at issue - for the Association was an important organizer
of monopolistic agreements. Conflict with small consumer interests
thus required more direct support of large newsprint interests by the
government bureaucracy whenever the Associations' hands were somewhat
tied; as one official put it:

The Newsprint Association of Canada, by its very nature
cannot step into a matter cf this kind willy-nilly with-

out endangering punitive actions from many directionms.
It must be remembered that the Newsprint Association styles



119

itself as having for its purpose 'to gather statistical

material concerning the production and shipment of news-
print made in Canada,...statistics on (U.S.) consumption
...and try to form some general view of the world news-

print programme of supply and demand'. 16.

While both the C.P.P.A. and the N.A.C. liked to style themselves
as merely housekeeping at the data collection end of the industry, in
reality, they were trade associations that performed many of the funceions
of " cartels. In addition, when it was inappropriate for some of
the larger corporations or for the state to issue ideological statements,
these associations could play the role of legitimation. Clearly such
institutions could perform their functions in rationalizing the industry
and legitimating that trend much better when the state helped them
maintain the neutral facade described in the above quotation. Both the
state and the larger interests in the industry (as represented in such
trade associations) would attempt to use quiet forms of persuasion. For
example, members of one U.S. investigating committee (the Brown Select
Committee on Newsprint and Paper Supply of the U.S. House of Representa-
tives) were invited to a three-day "conference" at the Royal York Hotel
in Toronto. The Newsprint Association had its appropriate forum and its
"informal luncheons'" at same, to show that its industry had done a
"magnificent job for its major customers". Az As the increasingly

ineffectual course of anti-trust investigation and Brown's reversal will

show, this activity bore fruit.

4.3 The Ideology of the Interventionist State

The legitimation of the necessary state-industry cooperation for
such capital accumulation projects as took place under stockpiling and

international paper allocation required an ideology with international
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implications. It would comnsist in general outline of the imminent and
constantly reiterated threat of conventional war with the 'communist
menace' or potential nuclear holocaust. Thus "strategic' needs, which,
as we shall demonstrate, were largely ficticlous, were ideologically
utilized to camouflage a new structure of large-scale capital accumul-
ation and a unity at the political level between big business and the
state in both the United States and Canada. The ratiomalization of
the Canadian paper industry along monopoly capital lines required such
a unifying ideology and a new justification for the increasingly close
ties between big capital and its state servants. This ideology was in
large part imported from the United States.

Postwar U.S. efforts to maintain wartime levels of production
and expand markets abroad demanded the construction of a vigorous
ideology of expansion to make such self-serving moves as the reconst-
ruction of Europe and counterrevolutionary intervention in the Third
World appear palatable and indeed necessary for the continuation of
"free enterprise'. The notion of externmal political and military threat
served to justify domestic and intermational attempts by the U.S. state
to facilitate large~scale capital accumulation in a more active manner
and to soft-pedal the domestic conflict and criticism that accompanied
the resulting domination of monopoly. New mechanisms for aiding the
largest industrial firms could be implemented once the ideology of Cold
War "ecrisis'" was firmly established in the public mind.

This rather flexible ideological tool was soon put to use by
Canadian industry spokesmen, especially the heads of the C.P.P.A., N.A.C.,

and NEMAC, as well as by state officials to justify continental intra-
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industry collusion, state support of monopolistic practices under anti-
trust attack by small business, and artificial expansion of markets in
North America and abroad. The traditional non-interventionist view of
the state's role was renovated to coincide with the requirements of
corporate capital giving rise to a new cooperative and interventionist
view. Those industrial spokesmen called upon to defend the continental
industry during the constant barrage of U.S. anti-trust suits reflect
this new unity of purpose among big U.S. publishers, big Canadian paper
producers, and the upper level bureaucrats in the Trade and Commerce
Department of the Canadian state. The network of representation and
lobbying which they created to deal with that threat to monopoly can be
traced through the correspondence of these personnel who are informal
conduits of big business interest. That sense of 'we-ness'" and identity
of interest so necessary for the implementation of a strategy of resource
development along dependent monopoly capital lines surfaces. Unity of

purpose itself required ideological justification and received it in the

i 7
A

form of Keynesian economic theory which }EX_f?f;h the need for a more
eccnomically interventionist role of the state. An additiomal source of
external rationalization came from international spokesmen from U.N.
agencies who lent the aura of "neutrality" to Cold War ideology while
they emphasized the importance of Canada's providing (selling) more
paper abroad in order to assure '"free" and 'democratic" presses around
the world.

In 1949, the Director General of UNESCO had called for compliance
in international newsprint allocation for ideological reasons, during
an agricultural conference at Montreal, pointing to '"new needs result-

ing from political upheaval and social interventions in the world over
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the last few years" and "inequality" of former distribution patterns.
UNESCO was a spokespiece for use of newsprint for "instructional"
purposes and '"freedom of the press". This ideological compoaent
became, in practice, (as we will demonstrate later in this chapter),
a concerted effort by the International Materials Conference to keep
conservative and moderate governments in power throughout the world
via "emergency' newsprint allocation during elections or crisis sit-

uations. Even U.S. Congressman Cellers, who led many of the
anti-trust investigations against the monopoly in newsprint agreed
that there was indeed a "crisis'" in which newsprint played an ideolog-
ical role. He cited the concern of the U.N. and the International
Federation of Publishers and Editors in this regard, 'The availability
of newsprint is particularly important to this country as it has
embarked on an international program to help democracies regain their
strength and rebuild their economies.' L= Cellers even claimed,

for example, that Russia was supplying some unnamed South American
countries with newsprint with the proviso that the papers obtaining it

print communist propaganda. Those best able to use newsprint
effectively as an ideological tool were not, however, the small uninteg-
rated publishers he defended.

As Fowler put it during this era of anti-newsprint investigatiom,
the defense ploy made it sacred to collude and prosperity depended upon
1g:

I have never been able to understand why there is so much
noise and bitterness in the relations between the American
publishing industry and the Canadian newsprint industry.
There is every reason why the two industries should ke

cooperative and friendly. They are closely related and
interdependent and, indeed, are really part of the same
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industry. Your press rooms are, in some measure, an exten-
sion of our newsprint mills...Our woods operations and
mills are part of your production line. There is every
reason why we should understand each other's operations and
problems. Whatever reason or justification there might be
in normal times for a state of feud between these two great
industries, it surely must be clear to most of us today we
should put an end to it. We are faced with a great common
danger. 21.
He tried to impress American publishers with the idea that freedom of
the U.S. press depended upon Canadian newsprint flowing abroad to
drown the Communist press. He was busy, along with Canadian and U.S.
state officials in selling the same idea in the OEEC and OECD vertical
pulp and paper committees. Abroad monetary exchange problems and war
devastation meant high demand; he wanted that demand filled by
Canadian newsprint. In 1947 Canada exported 7000,000 tons overseas,
while in 1950 this had dropped to 215,000 tons. Fowler warned, referr-
ing to both Europe and the Third World: "Their supplies of newsprint
are insufficient to give any complete or adequate picture of world
events to democratic peoples that we expect to be our partners in the
struggle against Communism." A2
At the time of the 1947 anti-trust suits in the United States
Fowler espoused both the notion of the need for unity in the continen-
tal pulp and paper community and for a "non-interventionist'' state - -
or at least one which would not regulate to the extent of imposing
competition on the industry. His argument reduced to a warning to
anti-trusters to leave the industry alone, since it was so unprofit-
able that American consumers were lucky to have as much newsprint as

23,

they did. Fowler insisted, ''govermment interference" (of the type

that anti-trusters wanted) would threaten the great American ''free
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enterprise" system. Such rhetoric was handy in this era of Cold Warism:
"...a free and prosperous newsprint industry is a necessary foundation
for their (U.S. publishers') own enterprises and for the system in

which they believe." While other industries might be subjected to
wage and price controls by the U.S. Congress, newspapers and magazines
would be exempted. Fowler stressed the peculiar ability of the publish-
ing and newsprint industry to maintain a state of '"mobilization" without
resort to ''government interference', as the public knew it. His plea
for a "truce" in the industry just as it was being investigated for
monopoly was hardly spontaneous, but had been coordinated in advance
with both the Canadian and American states. Fowler had written M.W.
Mackenzie, Deputy Minister of Trade and Commerce, of his intended speech
before the U.S. publishers and had "cleared" the contents of the address

with Mr. De Salle in Washington ten days earlier. This call for
unity mirrored the reality of continental policy making in the pseudo-
crisis atmosphere of the Cold War. Here was a way to soft-pedal the
small business critique of monopoly by limiting it to the halls of
Congress, while grander strategies were conceived and carried out at
higher levels.

Throughout and after disclosures of intermational cartel activity
on the part of Canadian newsprint giants, the Canadian Government con-
gratulated Fowler, for having weathered the storm of U.S. '"middle level"
state investigation and having succeeded in flouting attempts to break
the continental newsprint monopoly. Five years after the investigationms,

W.F. Bull, Deputy Minister of Trade and Commerce, wrote Fowler:

I recall very well all the difficulties you have experienced
with Congressman Celler (head of the investigations), and I
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hope the fact that this year he is Chairman of the House
Judiciary Committee will get him no further with his Bill
H.R. 642 (on producing company documents on request) than
he did with his previous Bills. 26 (parentheses ours)
In his reply to a request by Fowler to ''take what steps are needed to
watch the progress of this matter in Washington through official

27', Bull assured the industry spokes-

Canadian government channels"
man that the Canadian Commercial Counsellor in Washington, R.G.C.
Smith (1955), would "keep us (the Government and the industry)

28.

posted.” Such '"we' awareness on the part of state officials

should not be confused with '"mationalism', since this "we" constitutes
the international collusion of the largest segments of the continental
industry and the state's identification with such capital interests.
The Government of Canada openly approved the silence by companies
involved in the U.S. anti-trust cases and itself assumed a major part
of the burden of legal and ideological combat:

The companies named in the projected American anti-trust

case must of necessity play a very quiet game and those

companies not directly involved see no reason to jump

into the fire. This would seem to leave the Canadian

Government pretty much the defender of the situation. 29.

Canadian International Paper made it known to government offic-

ials that it was "more than a little worried" about its position and
felt the Govermment should take a stronger stand. 30 C.I.P. jumped
from threatening the Canadian Government with the conditions of U.S.
anti-trust laws when C.I.P. refused to hold an industry price line in
the 1920's, to this stance of warning the Canadian Government to aid
it in another anti-trust suit in the United States. Such switching

exposes the rhetoric of sovereignty as convenient cover for internat-

ional capital. Neither anti-trust cases nor the rhetoric of sovereignty
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should be seen as attempts by either the American or Canadian states to
lessen the power of such a multinational. Rather, the Canadian Govern-—
ment takes on a servant role in Canada, defending international capital
in the United States as well.

Publicity and governmental policy statements on U.S. anti-trust
were to draw heavily on the contents of a letter sent to the Newsprint
Association of Canada by a significant U.S. supporter of their cause,
W.G. Chandler of the large Scripps-Howard newspaper chain. He indicat-
ed his rather interested concern for the 'sovereignty' of Canadian
industrialists, bankers, and government officials when he privately
"polled" them in a demonstration of what he called "internmational good-
will". The following portions of his highly selective impressions of
public opinion were submitted to the Newsprint Association for its
ideological campaign of legitimation and found their way throughout the
policy-making echelons of Trade and Commerce officialdom from there:

Canadians regard the Department of Justice action as an
invasion of Canadian rights. One Canadian said 'Your
Washington authorities seem to think we're some fourth-rate
l1tttle country which they can push around as they like'.
Another man borrowed Winston Churchill's words and said,
'What kind of people do you think we are?' These feelings
are by no means limited to Canadian newsprint executives.
They are to be found with equal or greater force among
Canadian Government people, among people in Canadian banks
and financial institutions and among Canadians in general
who know what is going on. 3l.

It is indeed ironic when an American capitalist points so clearly
to the sources of class interest in another country, where he knows
exactly who counts and whose opinion to poll. It is also instructive

when his role in such public relations efforts is so transparent that

it exposes the so-called "nationalism" of the Canadian bourgeoisie at
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the very moment he attempts to protect his own and their intermnational
interest. Chandler made Robert Fowler's pleas for him and for the larg-
est interests in the newsprint industry, suggesting the appropriate
threat that Canadian policy makers might use - the flight of capital
when either profits are threatened or industry's rights to monopolistic
capital accumulation are investigated:
One effect is that any group with money for new enterprise
is going to say, 'Well, let's keep out of newsprint anyway;
its always being badgered by Washington politicians; let's
go into pulps or containers or some other industry that can
be operated in an ordinary business way'...(or), 'Yes the
U.S. will probably always be our biggest market but we'd
better £ill up as much as we can with some good solid busin-
ess in other markets where we aren't persecuted all the
time.' 32.

These investigations were to have important effects on the
ideology to be used by the state to protect large firms' interests and
on industry-state relations generally in this sector. Thus, during the
1950 investigations, the C.P.P.A., was informed by the Deputy Minister
of Trade and Commerce in Ottawa that henceforth part of the defense of

the industry would include a new argument based on: "...a change in the

economy and in the place that government occupies in business affairs
since the original (anti-trust) statutes were conceived." 33? In other
words, the reality of corporate capitalism was no longer to be a matter
of embarrassment to the state but to be admitted and ideologically
defended on Keynesian principles. Robert Fowler, C.P.P.A. president,

was relieved to have new amunition in his defense of government-industry
alliances; replying that he had done his best with traditional arguments

meanwhile:

Ir my evidence given before the Commissioner I did not really
get down to this basic general point but I did try to put the
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argument that the pulp and paper industry was in a peculiarly
close relationship with Canadian Government policy. This
arises mainly from two facts, one that a public natural
resource is being used and the other that the products manu-
factured are very important in Canada's export picture. 34.

4.4 Monopoly and Rationalization of the Forest Staple

In the post-Second World War period the pulp and paper, especially
the newsprint, industry was subjected to an uninterrupted series of
anti-trust, antimonopoly attacks in the United States. The evidence
from these inquiries is supplemented here by a network of correspondence
and commentary on these emerging from Canadian federal bureaucratic
levels involving the Department of Trade and Commerce, the Canadian
Embassy in Washington, D.C., industry trade association executives, and
U.S. supporters of the newsprint monopoly. Inquiry evidence demonstrates
that the structure of newsprint distribution and sale had long been
dominated by vertically integrated companies, many of which produced in
Canada and consumed in the United States, or established the same secur-
ity of market access for themselves via long-term contracts with major
U.S. newspaper chains. This structure exacerbated a series of problems
associated with surplus capacity and its distribution. Newsprint
companies without such integration either suffered high levels of shut-
in capacity or sold to the U.S. "spot market" where free lance whole-—
salers made 100 per cent profit on selling to small non-integrated news-
papers. The resulting '"dislocation" of supply within the U.S. market
meant the large newspaper chains had an additional and highly effective
tool for squeezing out small newspaper competition and further "ration-
alizing" the consumer end of the industry. As we shall demonstrate in

this section, the results were decimation of small consumers in the



129

United States and small pulpwood producers in Canada. An additional
feature of such continental consolidation of capital and control appears
in the merger spate within container and packaging sectors of the forest
industry. Throughout all these moves toward rationalization, key
federal officials played important roles as a group in facilitating such

trends and in legitimating them.

Anti-Trust and Newsprint Monopoly

In 1947 two U.S. investigations of the newsprint industry threat-
ened large Canadian newsprint producers with accusations of supply
control, cartel agreement, and price-fixing. One was launched by the
Senate Small Business Committee, the second by the U.S. Department of
Justice. These followed immediately on a ten year period of Camnadian-
U.S. state regulation of industry production and prices. The Canadian
state reaction to anti-trust investigation was open support for its
major export industry, disguising its defense of monopoly in the rhetoric
of "Canadian sovereignty'.

The Canadian Trade and Commerce Department gave the widest
publicity to industry spokesmen's statements, particularly those of
Robert Fowler in its efforts to combat small business' campaign.

Fowler submitted a lengthy brief on March 8, 1947 to the Senate Committee
setting forth the industry's outrage at an "ungrateful" consumer-
sponsored investigation. a2 Fowler cited formerly depressed condit-
ions and increased operating costs in defending the industry's price
policies and reminded the investigators that both the American and
Canadian governments had condoned every price increase since 1938 during

gevernmental price control. The Canadian industry was only beginn-
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ing to make appropriate profits, he continued, while U.S. mills were
fleeing the newsprint sector for more profitable commodity production
like fine and packaging papers. Though U.S. publishers complained
that small publishers lacking supplies were going out of business,
Fowler maintained the problem lay not with big Canadian mills, but
with small U.S. merchants and jobbers who profiteered in ''spot'" (or
short-term) newsprint markets. He claimed U.S. publishers had been
receiving more supply than ever before and more than those around the
world,

The testimony of Samuel Galewitz, Vice-President of Clinton
Paper Company, a U.S. newsprint wholesaler, lent credibility to Fowler's
contentions about profiteering. Galewitz told the inquiry his company
had bought 10,500 tons of newsprint at $82.50 a ton and resold it at
$160.00 a ton, a profit based as he said on "whatever the market can
bear". A

The two major problems affecting supply cited in a survey of
the opinions of the American printing industry were, however, increased
consumption and dislocation of supply via vertical integration and
long-term, exclusive contracts. Ineffectual mechanisms of intervention
were still suggested: tariff manipulation to encourage pulp imports,
and greater investment in U.S. and Canadian mills. 40 The latter
"solution", had, in part, created the problem.

As soon as the Senate Committee had absolved the Canadian news-
print industry of blame in connection with newsprint shortages and

called for an investigation cf wholesalers and jobbers, the U.S. Depart-

ment of Justice took up the cudgels again. Subpoenas were issued to



three Canadian newsprint companies. As in the metal industry (see
Chapter Five), the Canadian state would again protect its "own".
International Paper Company officials refused to produce the records
of their two Canadian subsidiaries, Canadian International Paper and
International Paper Sales Company. Abitibi, Spruce Falls, and
Consolidated were the other subjects of investigation. 32, The Can-
adian Government protested the subpoenas which the U.S. State Depart-
ment requested on the grounds these companies' documents were, "....
in the custody of wholly-owned Canadian subsidiaries of U.S. newsprint
firms, or in the custody of Canadian newsprint firms doing business in
the United States through wholly-owned United States subsidiaries:‘ 105
The inquiries discovered the existence of cartel agreements
with European producers, but no punitive steps were taken. While
warning the Canadian Government of the need to eradicate restraint of

trade, the U.S. State Department also assured it, '...every effort

(would) be made to avoid any interference with the maintenance and
expansion of the Canadian newsprint industry." 4ls Again the Canadian
Government stood firm, delayed, and left the industry spokesmen to
plead their case in the press. 42
A number of supporters of the U.S. anti-trust campaigns against
newsprint interests hoped the American Armed Service would subsidize
newsprint production in Alaska to attract population and lessen dep-
endence on Canadian newsprint production. If newsprint was such an
"unprofitable" commodity, they argued, they had no objection to '"govern-
43.

ment intervention" to assure supply of a "native" sort. While

this form of state intervention to preserve, or rather create



132

competition, within the newsprint industry was frequently raised as a
solution by small publishers at the Congressional level, it was hardly
on the agenda of either the larger capital interests or those repres-
enting them at the upper levels of U.S. state.

It was difficult for the public to question why a multinational
such as I.P.C. did stay in such an all-of-the-sudden "unprofitable"
business. When I.P.C. handed out figures during investigations to
prove how unprofitable newsprint production was, one never knew just
what operations in a fully-integrated company had shown the profit.
For, profit could be disclosed or concealed at will in whichever
sector of the paper trade was under investigation. = The fact that
many other interests had given up producing newsprint in the United
States was not necessarily a feature of inherent unprofitability but
of the successful control exerted by the largest companies. The two
major U.S. newsprint producers in 1947 were Great Northern in the East
and Crown-Zellerbach in the West. These too planned future diversions
of investment to non-newsprint lines of production. 43 Consolidat-
ion of ownership through vertical integration had made expansion of
production to more profitable lines easier for monopolists and also
meant that such action could produce visible '"shortages'" in newsprint
output at will. The price alone would hardly have been cause for
investigation (if it had not continuously been arrived at in concert).
Ninety dollars per ton, delivery in New York was low compared with

prices in any other country. Consolidation and governmental prod-
uction allocation in the period just prior to the Second World War

had influenced price to fluctuate much less, in terms of commodity
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No information was ever elicited from the Canadian companies sub-
poenaed. by U.S. investigators. The Department of Justice finished
by referring the whole matter to the Federal Trade Commission, which
had earlier conducted a similar futile inquiry. 8 Accusations of

monopoly returned in 1950, when The New York Sun folded and the New

York Newspaper Guild attributed this to rising paper costs "forced by
the Newsprint Trust". 4. The Monopoly Subcommittee of the U.S.
House Judiciary Committee tock on newsprint, steel, Dupont, Lever
Brothers, Unilever, the theatre and distilling businesses. Again the
Canadian Government backed newsprint companies with mills in Canada
in their refusal to testify, confessing that ''the American firms, of
course, have no option but to appear before the Committee and make the

most vigorous defence which they can." For the third time since
the war, Fowler and Vining of the C.P.P.A. and Newsprint Association,
as well as individual executives of major Canadian newsprint companies,
mobilized their lobbying and public relations skills.

Chairman Celler of the House Judiciary Committee charged this
time that six Canadian manufacturers dominated newsprint supply and
that their collusion was responsible for high prices. However, he
acknowledged in advance the futility of these anti-trust investigatiomns,
given the internmatiomal character of newsprint capital and organizat-
ional structures: '"Our anti-trust laws, of course, can't touch these
Canadian manufacturers, but our Government should take heed and act in

an effort to force down the impossible prices that American newspapers

and periodicals are forced to pay." =k He accused American-owned
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Canadian newsprint companies of having moved records across the border
to avoid exposure of price-fixing and control of supply, a tool contin-
ental mining corporations also made use of.

Robert Fowler, then General Manager of the Canadian Pulp and
Paper Association, immediately telephoned appropriate rebuttals to the
Canadian authorities including the assertion that Canadian newsprint
producers were not answerable to federal, provincial, or U.S. govern-
ments in marketing policies. This attempted to remove Canadian govern-
ments from the target area of investigation and deflate attacks from
within Canada of industry-government collusion. S Such criticisms
had been launched by an independent Canadian lumberman, E.E. Johnson,
owner of Great Lakes Lumber and Shipping Ltd., attempting to expose
collusion between provincial government and the "pulp and paper monopoly"
to reduce logging operations in Northeastern Ontario. He called for
support in a '"fight to break up a vicious monopoly". il Both Quebec
and Ontario Prime Ministers, Duplessis and Frost, denied participation
in price-fixing, and Duplessis asserted that no newsprint combine or
cartel existed except in the 'imagination of some badly-informed or
badly-inspired persons". e

Both U.S. Senator, Paul Malone, and Southam Newspapers' Washing-
ton correspondant, Charles Nichols, joined Fowler in aiding the Canadian
Department of Trade and Commerce and the Canadian Embassy in Washington
in a defense of the largest interests in the industry by supplying these
governmental departments directly with daily Congressional and media

releases on the investigation of the industry. Voluminous notes on the

testimony of government officials, industry personnel, etc., were relayed
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to Trade and Commerce via the Canadian Embassy by these two agents. 2

The "informal" continental network was fully mobilized.

Spokesmen for Intermational, Bowaters, and several other multi-
national newsprint companies testified. The Canadian Embassy reported,
with vigour, the 'rebuttals" of Mr. Meyer, President of Bowater Paper
Company, New York, an important producer in Canada: ''Bowaters was exp-
anding as far as possible...with the idea in mind to build another mill
in Canada...in all cases (it) was able to answer the charges and prove
that such accusations with reference to price fixing and marketing agree-
ments were without foundation." 36 Mr. Hinman, President of Inter-
national and his colleagues, also in the opinion of the Embassy, 'comp-
letely refuted any of the charges and accusations made against the news-
print industry'" and, '"branded as completely untrue...the suggestion that
Canadian International Paper Company was organized in Canada so that in
some vague way the International Paper Company's papers and records
could be spirited across the border." . Such assertions were suffic-
ient for the Canadian governmental bureaucracy, which, after all,
recognized the inability of anti-trust legislation to do multinationals
economic harm, and also appreciated the fact that the whole charade
required bravado and appropriate public relations releases on the part
of the big companies.

On the American side, testimony broke down into two fronts:
newspaper publishers who supported the Canadian newsprint companies
(many of these integrated to them via long-term contracts), and those

who stood outside and opposed to that network. At the governmental

level there were some attempts to get the facts of monopoly out, but,
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for the most part, there was an attitude of compliance with the results
of corporate integration and an inability on the part of lower-level
bureaucrats to launch a more effective attack without upper-level
approval. At upper levels of power, especially in the State Department,
no cooperation would be forthcoming.

There were those whose testimony was not a song of praise for
the plucky Canadian war effort or the competitive record of the news-
print industry. John H. Perry, President of the (American) Western News-
print Union and owner of twenty-five southern newspapers, complained of
his inability to obtain newsprint, claimed that Canadian newsprint mills
had limited production in the first five months of 1950, and charged

price-fixing, saying, '"'...it did not stand to reason that all Canadian

mills should quote the same price and that all Canadian mills should
demand 25 year contracts, if no monopoly or pre-arrangements exists...' 39
Similarly, House Representative, McKinnon, of California, who before
election was a newspaper publisher, testified that he had made a three-
year contract with the Powell River Company for newsprint, included in
which was the statement that price would periodically be set by Inter-
national Paper of New York. 2+

Only Donald C. Cook, of the American govermment officials testify-
ing, testified on the monopolistic structure of the industry. He assert-
ed the entire newsprint industry was interrelated via a common inter-
locking directorate (with the exceptions of Blandin and Crown-Zellerbach)
and showed by means of a chart that International Paper was central in

this power network. Chairman Celler suggested that if the industry were

trying to avoid being branded as a monopoly it would take steps tc see
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: - 60.
that such interlocks were eliminated. The new corporate structure

made possible ''collusions'" without concrete, visible evidence of such.
Cook added that half of all North American newsprint production was
controlled by U.S. newsprint companies, even though 80 per cent of
newsprint was produced in Canada. When Celler asked if he thought a
common directorate had been a means to by-pass anti-trust laws, Cook
said he did not know. 6L

A.R. Graustein of New York, gave a long and complimentary history
of Canadian International Paper and his own efforts to make it a
"Canadian' corporation with prominent Canadian directors. He also
asserted that if officials of different companies wanted to collaborate
on anything they did not need directorate meetings, but could do so in

the privacy of hotel rooms or clubs. We might take this as some
indication that the important people in pulp and paper knew each other

so well that even the mechanism of interlocking directorates was some-—
what superfluous—-- yet it did provide a structural framework for on-going
dialogue and decision-making.

Joseph Donohoe of the U.S. Tariff Commission testified that he
found no restrictions involved in price-zoning, which was, he felt, done
in any case solely as a matter of economic convenience. He did think
it likely that in the past agreements on price had been made between the
Premiers of Ontario and Quebec and the International Paper Company of
New York. In shifting the responsibility to governmental bureaucracy,
he could suggest only bureaucratic solutions, however. He said the

Tariff Commission had not investigated and that if such agreements were

proven then even worse results could be expected: 'It would mean that
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the Tariff Commission would have no alternative but to exclude Canadian
newsprint from the United States. 1In other words, the newspapers of
the United States would have (had) to close down." 82
The Tariff Commission, thus, continued to be less than whole-hearted in
its "investigations" of monopoly practices. This traditional tool of
state control of industry had, it seems, ceased being a tool of regul-
ation where large-scale, continentally integrated firms were concerned.

Congressman Clarence Brown, whose Congressional Committee had met
with Canadian executives and civil servants at the Royal York Hotel of
Toronto in 1947, was highly critical of what he now called "ill-timed
and ill-advised" Department of Justice investigations of the newsprint
industry. He felt these had strained Canadian-U.S. relations unnecess-
arily and further intimated that the U.S. State Department would not
permit an investigation of this sort to cause a rift in these close
ties. B4, We have here an example not only of a former chairman cf a
regulatory inquiry going over to the side of the investigated, but an
important indication of state policy-making channels. The State Depart-
ment could disallow such investigationms.

Within this framework of policy priorities, Celler's Committee
had no teeth. It again recommended anti-trust prosecution, this time
of U.S. newsprint customers, a review of the ten per cent roll-back in
price recently undertaken under the Defense Production Act of 1950,
(that is, on the price previously established by Powell River Paper
Company), and called for a reopening of hearings on the newsprint ind-

65.

ustry, if only for nuisance value. Celler went on to try to

initiate an international combines investigative body. Despite a few
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dissenters, the Canadian cabinet came to "a clear understanding that
the Canadian Government may not accept the (Celler) Committee's find-
ings (and suggestion)'", should any such international investigative
organization be instituted. 66

The Canadian newsprint industry maintained its friendly relations
with major American customers and high officialdom alike, coming out
of the rounds of anti-trust investigation in the 1950's and 1960's
unscathed. In 1957, when the U.S. Federal Trade Commission decided to
consult with the Restrictive Trade Practices Commission on the "possib-
ility" of price-fixing by Canadian and U.S. newsprint mills, the story
was becoming a bit worn. at- The formal hearings this time were to be
held by the Senate Interstate and Foreign Commerce Committee. As in
the past, these followed a general newsprint price hike, and the
same threats of possible Alaskan production. Again the survival of
"freedom of the press in the Free World" was trotted out by both sides.
Again a long address by Fowler, now of the Newsprint Association of
Canada, was submitted to the investigating committee. Fowler was now
an old hand at this work, so governmental officials relied on his tech-
niques rather than other volunteers' such as P.M. Fox of the St.
Lawrence Corporation. Fox's commentary was too offensive in tone; the
Canadian Minister in Washington thus screened him out of the lobby:
"It is not that I do not agree whole-heartedly in what Mr. Fox had to
say...but the somewhat emotional attack against the United States publish-
ing industry and the unflattering reference to the members of the Comm-
nw 68.

ittee are certainly not designed to persuade the Committee...

In May 1958, the U.S. Attorney General's report on newsprint
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contained only newsprint industry statistics and the Canadian industry's
place in "the future North American newsprint picture'. No mention nor
action was contemplated by the U.S. Government on newsprint pricing or
marketing control. 83 The battle of big capital had again been succ-
essful and the continental corporate structure preserved.

In May 1963, another investigation was begun by the House Anti-
Trust Subcommittee, again under the chairmanship of Celler, the Democr-
atic Representative of New York. This time its focus was on competition
among news media. The main concern before the committee was the steady
erosion in the number of metropolitan dailies. The effects of monopol-
ization and structural continental linkages between Canadian supply and
American newspaper chains had d amaged the small and medium sized news-
papers of the United States.

Meanwhile, Stanford Smith, General Manager of the American News-
paper Publishers' Association, claimed it would be unconstitutional for
Congress to pass legislation restricting newspaper mergers. He refused
to supply Celler with the names of publishers in the Association who
had acquired interests in Canadian newsprint plants, and he asserted
Congressmen should instead direct their investigations to the power of
unions. Having reflected on American and Canadian state blocking of
access to company files in 1950, as well as the failure of the U.S.
State Department to press the investigation, Celler complained help-
lessly:

We just can't find out anything. And I'm sorry to say our
own State Department did not give us much help at that time.
They were comspirators so to say in balking our efforts...

Regardless of supply and demand, the price is fixed in
Canada by a group of willful men... 70.
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The important feature of looking into these investigations for
our purposes, is the fact that the very real trends of concentration
of ownership and continental control patterns do emerge from the
nebulous exterior of failed attacks on these mechanisms of maintaining
control The socio-political mechanisms marshalled by the largest
multinationals and the upper echelons of the state are only made
visible through a careful review of the lobbying mechanisms that go
on outside what C. Wright Mills called "the middle levels" of power,
the Congress and Parliament. These mechanisms have surfaced in the
kinds of evidence put forward above. Even such participants in these
investigations of monopoly as Cellers could see clearly that monopoly
in a new form did exist, that the socio-political linkages between
such corporations and the state did get exercised. He also recognized,
however, that the machinery set up to control in the interests of

competition was totally inadequate to the task, was obsolete in fact.

The Decline of the Small U.S. Newspaper

The long-term results of rationalization of the corporate struct-
ure of the pulp and paper industry along continental lines produced
the decline of both the small newspaper and the small pulpwood producer.
Thus, the evidence presented here on the decline of the U.S. newspaper
in favour of a few monopolistic chains elucidates the contradictions
created by such concentrations of power in the newsprint industry so
avidly investigated.

The newspaper chains had formed solidly enough to further streng-
then the American publishers' leverage on suppliers, American or

Canadian. By 1943, forty-one publishers controlled fifty-two newspapers
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that accounted for 55 per cent of all newsprint consumption in
the United States. 7L The Hearst newspaper chain alon® accounted
for 12 per cent of U.S. newsprint purchases, and Scripps-Howard
used 4 per cent of the total in 1948. i Two hundred of the larg-
est American newspapers used 68 per cent of total North

73.

American newsprint production by 1950.

In essence, a few large metropclitan chains came to account for
the clout in what had traditionally always been a "buyers market".
Over the period 1900 to 1956 there had been a serious decline in the
total number of operating periodicals in the United States, as the

following table indicates:

TABLE 1X: Decline of the U.S. Periodical (1900-1956)

Year No. of Periodicals Year No. of Periodicals
1900 2,120 1940 1,878
1920 2,042 1950 1,772
1930 1,942 1956 1,760

Source: N.W. Ayer, "Guide to Periodical Literature', in Stewart Ewen,

Captains of Consciousness, 1976.

Over the same period there had been an extensive concentration
of control in the monopolization of information. The following shows
the per cent of American cities in the years listed where the press

was controlled by a monopoly:
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TABLE X: Monopolization of the Press (1910-1954)

Year % Control Year % Control
1910 42 1944-45 91.6
1940 87.3 1953-54 94

Source: R.B. Nixon, '"Concentration and Absenteeism in Daily News-
paper Ownership", Journalism Quarterly, June 1945 and 1954.

Just as the small U.S. daily was a casualty of corporate capitalism

in the newsprint and paper industry, so was the farmer-settler small
pulpwood producer in Canada eliminated in the process of rationalization
of pulpwood acquisition by the largest firms in Canadian newsprint
production.

Monopolization of Pulpwood Acquisition and the Decline of the Farmer-
Settler Pulpwood Producer

Complaints had reached the House of Commons at the beginning of
1955 that various pulp and paper companies were combining to fix
prices paid farmers and other small producers of pulpwood. Pulpwood
buyers discussed and estimated the total cordage they wanted cumulative-
1y from given areas, transferred demand elsewhere if necessary,
set offering prices by district and thus maintained given prices with
the help of C.P.P.A. statistics on these factors. Independent suppliers
consisted of many powerless, unorganized and scattered farmers who
generally maintained small woodlots throughout Ontario, Quebec, and the
Maritimes, in subsistence farming areas. The effect of export sales on
pulpwood was minimal, but when foreign firms did enter the market to

buy for export, the price structure was occasionally weakened, providing
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an important basis for Canadian pulp and paper company support for
tariffs and embargoes on pulpwood export. This in turn held small
pulpwood producers at the mercy of the largest companies. Given

the unorganized supplier versus centralized and organized buyer
structure, written and verbal agreement between buyers, though super-

fluous, became common practice within the industry in the postwar

74.

period. It substituted for government~sponsored price controls.
The leading companies, Canadian and American, in such combine
agreements included the largest in the pulp and paper sector. Besides
constituting the sole buyers, or even meeting to ascertain 'demand"
and price, there was a second feature of control the companies exerted.
Most of these companies not only had access to their own timber limits,
but these limits were capable of sustaining most or all of their
pulpwood needs at any particular time. Thus, the practice of buying
a minority of their needs from small farmers or settlers meant boycotts
or holding back production on the part of these small producers could
have no affect. On the other hand, most small producers depended to
some extent on income from wood production in order to remain marginal
farmers; in some districts pulpwood was a major farm product. i
(See Appendix A 4, and Note, for the extent of such reliance.)
In the period 1948 to 1955 the proportion of pulpwood purchased
from contractors, farmers and settlers ranged fro<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>