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THE COMMERCIAL and FINANCIAL CHRONICLE

Canada Set to Resume Growth Trend

In retrospect 1954 turned out to
be, on the average, a better year
than was expected and despite
the recessionary influences ap-
parent in wne
first quarter
and despiie a
disappointing
crop in the
Fall, the total
of our Gross
National
Product was
$24 billion,
about 29
lower than
the peak year
of 1953 but
still, in the
aggregate, the
second best
year in our

N.D. Young

hislory.

Such aggregate figures and
measurements, however, masked
many divergent trends within the
economy itself. Activity in some
areas was much reduced, in others
relatively stable and in still
others was expanding rapidly.
Prosperity was selective in its ap-
plication,

Among the significant factors
in-the year’s results were:

(a) A continuing rise in pop-
ulation—the increase being about
3%.

(b) A decline of only 1% in the
average of those employed and yet
a significant rise in the amount
of unemployment as the labor
force continued to expand.

(c) A gain of about 2% in la-
bor income, despite the smaller
number of employed, and reflect-
ing higher wage rates in many
areas.

(d) A gain of more than 3% in
consumer expenditures—the serv-
ice industries reflecting signifi-
cant gains while expenditures on
durable goods were down.

(e) A reduction of almost 25%
in farm output as a result of a
virtual failure in our wheat crop.
Grain shipments, too, were off.

(f) A decline in personal saving
of the order of about 14% com-
bined with some increase in
credit outstanding.

(g) Capital investment was off
about 6% but still totalled almost
23% of our Gross National Prod-
uct. Within the total, expendi-
tures for housing were signifi-
cantly larger. Alternatively, ex-
penditures by business on new

*Address of Mr. Young at the 39th
Annual Convention of the Investment
Dealers’ Association of Canada, June 17,
1955.

By N. D. YOUNG*

Dominion Securities Corporation, Ltd., Toronto, Ont.
Retiring President, Investment Dealers’ Association of Canada

After listing significant factors in Canada’s economic background during past

year, Mr. Young gives favorable view of the outlook for 1955, and sees

a resumption of the growth trend in Canadian economy. Covers in his report

such matters as Canadian fiscal and monetary policies, interest rate trends,

prospective financing, and Canadian bonded indebtedness. Concludes, basic

problem of investment fraternity is to reconcile people to “that limited factor
of risk essential to enlightened private enterprise.”

construction and machinery and
equipment were lower.

(h) Business inventories con-
tinued the decline begun late in
1953 until about mid-year. This
was associated with some decline
in defense expenditures and was
one ‘of the important reasons for
the decline in output.

Slackness began to appear in
the final quarter of 1953 and car-
ried through the first half of 1954.
Trends in the, Summer were
somewhat indecisive but seemed
to indicate a firming in the non-
agricultural sector. By the final
quarter, non-farm output was
rising rapidly and for the year
as a whole was about even with
1953. Fortunately, confidence re-
mained strong during the early
part of the year and the pattern
of slackness did not become cu-
mulative,

Outlook for 1955

For 1955, prospects seem to in-
dicate a resumption of the growth
trend in the Canadian economy.
Consumer expenditures appear to
continue at a high level. Capital
investment is estimated to be $5.8
billion, some 4% higher than in
1954. Business inventories are
again being accumulated. The
trade outlook, although not all
we could hope for, seems to be
promising. The “official” view as
contained in the budget speech
of the Honorable, the Minister of
Finance, suggests a Gross Na-
tional Product for 1955 of about
$25.2 billion. Starting from the
levels of 1954 it is apparent that
a rather steeply rising trend of
business activity and output is
expected in order to produce that
average for the year.

Fiscal Pdlicy

Whether an output of this mag-
nitude proves possible or not,
Governmental fiscal and monetary
policy is aligned to facilitate its
accomplishment.

The Minister of Finance in his
budget brought down on April 6,
tabled the first post-war budget
which contemplated a deficit. In
so doing he announced a small
modicum of tax cuts on both per-
sonal and corporate income which,
during. the current fiscal year,
will total some $148 million ($207
million on a full year basis).
These tax reductions and the es-
timated deficit (including the Old
Age Security Fund) which totals
about $160 million, are meant to
facilitate the economic recovery
now underway and to regain a
higher level of employment. This
is contra-cyclical budgeting in op-
eration, and embraces the concept
that although a balance of reve-
nue and expenditures is desirable
in the long run, a balance in any
year is not necessarily “right,”
the objective in the short term
being either a surplus or a deficit
aimed at smoothing the rate of
economic growth.

Unemployment

During this past year and cur-
rently, unemployment is one of
the major social and political
problems. For much of the post-
war period Canada was in a con-
dition of virtual over-employ-
ment, that is, there was more
work than workers and the net
increase in our labor force result-
ing from our increased popula-
tion was easily absorbed. The
hesitation in our rate of expan-
sion and the difficulties encoun-
tered in some specific areas and
industries, as a result of increas-
ing competition both within the
country and from  abroad, has
slowed the creation of job oppor-
tunities and has increased the
number of unemployed.

That we have been able to
weather the recessionary influ-
ences of the last year with oply
an average reduction in those em-
ployed of about 1% is cause for
satisfaction. It is little satisfac-
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tion, however, for those seeking
work.

The peak unemployment of
401,000 seems to have occurred
in March and was some 80,000
greater than the same month of
the preceding year.

It would be unrealistic to ex-
pect that Canada’s expansion
could progress at an even rate
indefinitely and not be subject
to recurring spurts and periods
of marking time. ' Similarly it
would be unrealistic to expect
that we could continually and al-
ways have enough jobs for all
those wanting to work, particu-
larly in a country where, as yet,
the seasonal employment factor
is high. This in no way alleviates

‘our responsibility to continue to

try to provide a high level of
employment and income. Furiher,
it is not purely a - government
problem but one that requires the
best attention of business and oi
labor itself. Employment  basic-
ally is a matter of production and
its distribution and in Canada,
where we can be so adversely af-
fected by offshore developments,
we lose sight of competitive costs
at our peril. Flexibility should
be one of the cardinal principles
governing our actions. The un-
employment problem . and its re-
lief is to be given an important
place on the agenda of the forth-
coming Federal-provincial con-
ference.
Monetary Policy

During 1954 and so far in 1955
monetary policy has been di-
rected toward easier credit and
an encouragement to enterprise.
Cash reserves of the banking sys-
tem have been more than ample
to meet the demand for loans that
was forthcoming and allowed a
considerable expansion in the
banks’ security holdings. In addi-
tion, the effect of the govern-
ment’s deficit for the year ending
March 31, 1955 was to add to the
liquid holdings of the public.

The result of these develop- °
ments was a substantial decline

Continued on page 13
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Atomic Power Needed to Meet Canada’s Energy Needs

I would like to discuss with you
the broad. effects of peactime
atomic power on the industry and
economy of the United States and
Canada. As
you can well
imagine, this
is a large or-
der. Any state-
ment about
coming events
has to be spec-
ulation. In this
instance it is
speculation
into which has
been poured
—andwill
continue to
be poured — a
great deal of
time, money,
and scientific research, but it is
still speculation.” However, it is
accompanied by the most sincere
and flattering form of relief —
many people in both our coun-
tries are investing a great deal of
money on the assumption that at
least the general outlines of our
speculations will come true.

Naturally, I do not set myself
up as an expert on Canadian econ-
omy. You people here probably
number among the top experts in
that field, making any analyses of
mine even more superfluous. Most
of my information is based on
studies made by people in the
United States about conditions in
the Uniteq States. ’

However, since our economies
have long paralleled each other to
a certain extent, I feel that our
findings will present, with certain

0. B. Falls, Jr.

‘modifications, the general outlook

for Canada. Besides, you might
be interested in hearing some of
our plans just for comparison.
Before we get into the actual
discussion of the future of atomic
power, however, I would like to
show 'you a motion picture to set
the stage for my remarks. This
film, “A is for Atom,” is a very
basic approach_to the theory of
nuclear fission and its various ap-

*An address by Mr. Falls at the
39th Annual Meeting of the Investment
Dealers’ Associaticn of Canada, Murray
Bay, Quebec, Can., June 17, 1955.

" By 0. B. FALLS, JR.*

o

Marketing Manager, Atomic Power Equipment Dept.
General Electric Company, Schenectady, N. Y.

Mr. Falls, predicting a 2509, increase in installed electrical generating ca-
pacity for Canada by 1975, says this is going to demand the aid of atomic
power plants. Foresees rapidly growing rate in the use of nuclear power gen-
erating plants in both U. S. and Canada, and gradual reduction in costs of
atomic power application. Looks for increase in Canadian uranium production.

plications, including power gen-
eration and other peacetime uses.
It is interesting to note that in
this motion picture, which was
released only two years ago, the
mention of power generation was
qualified very strongly. This will
give you some idea of how rapid-
ly progress has been made in the
design of practical atomic power
plants,

Incidentally, this film, produced
by the.General Electric Company,
has won a Golden Reel Award at
the Film Council of America film
festival, among other honors. It
has also been shown at commer-
cial motion picture houses as an
educational -aid for the general
public. ponie

“Where. does atomic energy fit
into‘our economic structure as we
know it today and as we project
it into the next two decades?”
This question is becoming more
and more insistent whenever there
is a discussion about power, in-
dustry, or investment. I feel, how-
ever, that the word “atomic” shifts
the center of interest away from
where it properly belongs. “Ener-
gy” is th?n key word. Atomic
energy is important only because
all energy is important, for upon
abundant energy, I believe, rests
the foundation of our tremendous
productivity, and upon productiv-
ity is dependent our whole stand-
ard of living. In both the United
States and Canada we have used
energy to. develop the highest
standards of living in the world—
furthermore they are standards of
living which are .regarded not as
achieved levels, but as directional
signals—always pointing upward.

"In our two countries, we have ex-

panding, dynamic, economies,
whose very basis is growth.

Now just where do we use
energy? We use it in transporta-
tion, in process heat (such as
furnace annealing), in comfort
heat (home use) and in produc-
tion of electricity. If we are to
continue to improve our standard
of living it is essential that we
supply continually increasing
quantities of energy.

How does one get a good per-
spective on our increasing rate of
using energy? Let us return to
our concept that energy is used
for transportation, heat, and pro-
duction of electrical power. A
hundred years ago we did most of
our work of transportation by
foot, by sail, and by horse. These
modes - of travel —were almost
wholly dependent on the day-to-
day supply of the sun’s energy.
Our heating was mostly by wood
and by the sun’s direct rays—again
dependent on -the current supply
of sun’s heat. Electricity was just
a laboratory curiosity.

In the space of only a century
we have literally completely
freed ourselves from sole depend-
ence on day to day or year to
year supplies of energy, received
from the sun, We have done this,
though, by cutting deeply into re-
sources of chemical energy—coal,
oil and gas laid down over mil-
lions of years of the Earth’s exis-
tence.

We have been living high off
accumulated capital energy in the
tremendous reserves of . coal, oil
and gas. Rates of extraction of
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these non-renewable fuels—fossil
fuels—have been unbelievable,

The Future Role of Atomic
Energy

Of course, since I am actively
engaged in the atomic field, I
cannot help but feel that the
dynamism and growth to which I
have just referred will be accele-
rated by the use of atomic energy
to supply the necessary power,
but at this stage of the game,
perhaps it is' better to regard
atomic energy as an answer to an
existing or foreseeable need rather
than as a key to unlocking further
development of our economies,
although it will also do that with-
out a doubt.

What are some of the forces
which will create a continuation
of this seemingly insatiable de-
mand for power? First of all,
world population is growing at a
tremendous rate. Available in-
formation suggest that estimates
of a 6 to 8 billion world popula-
tion in the year 2050 is a con-
servative figure. Six billion is
almost two and one half times
the present world population.

Secondly, the standard of living
of all countries is on the rise. By
that I mean not only the actual
standards of living, but also the
ideal or desired levels of living as
projected goals is far above the
mere subsistence or marginal-
subsistence level which exists so
prevalently today.

The West’s answer to this situa-
tion is increased production, based
on a wider utilization of energy
—an expansion of goods and mar-
kets. Russia’s answer, up to now,
has been the enforcement of a
socio-political system, which con-
sists largely of rechanneling exist-
ing goods and services. We have
seen this system lead to a con-
traction of economies, and the
resultant dissatisfaction of sub-
jucated peoples. However, there
is every indication that Russia,
too, is engaged in the application
of atomic energy to power gen-
eration. One of our main goals
now should be to see to it that
communism plus atomic power do

not convert the world where
communism alone has failed.

Political considerations aside
for a moment, what does the
growth in population and the rise
in living standards mean to the
economies of countries like the
United States and Canada? Let
me give you a few figures from
ten-year estimates for the United
States, keeping in mind always
the traditional parallel growth of
our two countries.

Gross National Product—up 379,

Bureau of Census Estimate—pop-
ulation up 14%.

Federal Reserve Board Index of
Industrial Production — up
43%.

Purchasing— (disposable - income)
—up 429%.

Translated into energy-power
terms this vast economic structure
will be sustained by one trillion,
forty * billion kilowatthours of
electricity—a 250% increase over
the 1954 rate of electrical con-
sumption! Lest you think that
this is just Yankee exaggeration,
Mr. W. J. Bennett, President of
Atomic Energy of Canada, Lim-
ited, has released figures indicat-
ing a 250% increase in Canadian
installed electrical generating ca-
pacity by 1975—and we feel that
this is a conservative estimate.

Where is all this power coming
from? Naturally, for some time
to come, much of it—in fact, most
of it—will be supplied by con-
ventional power generation
sources, such as steam and hydro-
electric installations. However, if
we are to broaden continually the
production base of our standard
of living, we must take a hard
look at our present sources of
power. Palmer Putnam, author
of the book “Energy in the Fu-
ture,” states that “the reserves of
such ‘low cost’ capital energy as
the fossil fuels (coal, oil, gas, ete.)
are small by comparison with the
maximum demands.”

If “flow cost” energy is going to
determine our very economic life,
then in the next 25 years, con-
ventional fuels will have to carry
more load than reports indicate
they are capable of carrying. The
hypothetical power systems of the
future, in the main, can be sup-
ported only by a dramatic new
source of energy.

Although you in Canada have
large reserves of fossil fuels, and
much untapped water power, your
great spaces put you in much the
same situation as we are, since
transportation and transmission
problems tend to lower the eco-

Continued on page 21
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I recently had an opportunity to
peruse the text of an address de-
livered to members of this Asso-
ciation several months ago by
your Presi-
dent, Mr
Young. He re-
viewed in in-
teresting
fashion the
history and
accomplish-
ments of the
Association
over a period
of 40 years. I
agree that
you have good
reason to be
proud of your
record. The
. efforts of our
investment dealers in gathering
up the supply of savings gen-
erated from the sensible thrift of
our population and in directing
these savings to places where they
can be most usefully employed
have been of great importance in
the rapid development of our
economy. The efficient employ-
ment of our capital resources has
made a basic contribution to a
rising standard of living. We are
all too prone to take for granted
the market mechanics and disci-
plines which underlie our ma-
terial progress.

From the government’s point of
view, Mr. Young’s review made
almost too brief a reference to
the oustanding efforts of members
of your Association in support of
the National War Finance Com-
mittee during the War. The wide-
spread ownership of our debt
achieved during the Victory Loan
campaigns undoubtedly encour-
aged a sense of public respon-
sibility toward public finance
which has continued in evidence
during the postwar period. The
intelligent promotion of thrift
during the war years and in our
subsequent Canada Savings Bond
campaigns has played an impor-
tant part in stimulating the
high rate of saving in the past
decade and this has underwritten
the great surge of capital devel-
opment across Canada. While
these results of your efforts are
not susceptible of precise meas-
urement, nevertheless they have
had profound influence .on Ca-
nadian character and enterprise.

Hon. W. E. Harris

The Educational Program

1 want to congratulate your
President and the Association on
your willingness to place major
emphasis on an Educational Pro-

gram designed to promote better

understanding both within your
own firms and among the invest-
ing public of the functions and
importance of security markets.
A well-conceived Educational
Program can do a great deal to
interpret and clarify the func-
tions and objectives of your Asso-
ciation. It will encourage creative
ability and also good constructive
criticism, both of which are es-
sential ingredients in building
more efficient markets. Looking
ahead, the rate of capital invest-
ment which will be required over
the years to provide for Canada’s
growth is so great that we need
to encourage the most efficient
use of our.domestic savings in
every way we can. A progressive
economy needs flexibility of capi-
tal and competition for capital.
The key to both is a free and
active market in outstanding se-
curities and a free and active new
issues market.

I said a moment ago that you
can be justly proud of your rec-
ord but none of us can afford to

rest on his laurels. We must con--

stantly prepare for new and

*An address by Mr. Harris at the 39th
Annual Meeting of the Investment Deal-
ers’ Association of Canada, Murray Bay,
Quebec, Can., June 16, 1955.
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Minister of Finance, Dominion of Canada

By HON. WALTER E. HARRIS*

Canada’s Finance Minister praises accomplishments of the Investment Deal-
ers’ Association of Canada in support of the nation’s war financing and in
building up the Canadian economy. Approves the investment dealers’ educa-
tional program, and urges continuation of efforts to meet Canada’s capital
demands. Calls attention to broadening the market for Canadian Treasury
bills, and calls for a co-ordinated fiscal, monetary and debt management pol-
icy. Reveals changes in Canadian Federal Debt in last two decades, and con-
cludes by reviewing general economic conditions in Canada.

growing demands. We are con-
fronted with such substantial
growth that it is difficult to be-
come accustomed to the naw mag-
nitudes. I suspect that this is as
true in the operation of trading
markets and in the underwriting
of new issues as it is elsewhere.
We require sound judgment and
the avoidance of unwarranted ti-
midity. Bold, creative talents
leavened by the mature judgment
of the experienced will pave the
way for accelerating progress in
the development of our financial
techniques.

Canadian Treasury Financing

As Minister of Finance, I have
an immediate interest in the con-
tinuing development of the mar-
ket for government securities.
Considerable progress has been
made in recent years in broaden-
ing the market for short-term
bonds. During the past year, very
gratifying progress has been made
in broadening the market for
Treasury Bills and in the devel-
opment of a money market which
provides a short-term and highly
liquid: employment for surplus
funds. The expanding market for
Treasury Bills has enabled the
government to increase substan-
tially the total of Bills outstand-
ing with important gains in terms
of convenience and economy, but
this is by no means the whole
story. A broad and responsive
market in government securities
of all types and the existence of
the machinery which makes such
a market possible, helps to de-
velop a better market for other
securities and to channel funds
where they are most needed. The
Treasury Bill program provides a
good illustration of the manner
in which management of the pub-
lic debt can make a constructive
contribution in adding to market
apparatus.

During the past decade there
has been rapidly growing agree-
ment among economists and mar-
ket specialists that the most ef-
fect national program is one in
which fiscal policy, monetary pol-
icy and debt management work
in the same direction and re-en-
force each other. Inappropriate
policies in one field may nullify
attempts to maintain appropriate
policies in others; all three tools
need to be coordinated. Canadian
fiscal policy is placed in the spot-
light by the annual presentation
of “the Budget to Parliament.
Monetary developments are an-
alyzed in the annual reports of
Bank of Canada which are re-
quired reading for each of us, but
there is surprisingly little atten-
tion devoted to the ramifications
of debt management. As yet, there
has not developed any generally
accepted philosophy as to the role
that debt management can and
should perform ih our economy.
Our experience in living with a
huge funded debt has been com-
paratively brief so that it is dif-
ficult to construct a series of prin-
ciples. It is worth noting at this
point that the burden of our na-
tional debt—that is, the relation-
ship between the interest cost of
servicing the debt and our gross

than at any time since the first
World War.

There is general agreement that
the major objective of debt man-
agement should be to contribute
to the stability and growth of the
economy. It is also agreed - that
consideration should be given to
both the short run and the long
range consequences of financing
decisions. Nevertheless, the prop-
er emphasis is worth finding.

Changes in Canadian Federal Debt

In the past 20 years, important
changes have occurred in the
composition of the Federal debt.
In 1935, 52% of the funded debt
had a term to maturity over 15
years; in 1946 this long-term com-
ponent had been reduced from
52% to:26% and, as of today, only
8% of the debt has a term to ma-
turity over 15 years. This shift to
a shorter average term may be at-
tributed in part to an altered

‘Role of Debt Management in Canada’s Economy

distribution of the ownership of
the debt. Just prior to World War
II, the banking system and gov-
ernment investment accounts held
25%  of the outstanding debt
whereas today these holders have
approximately 45%.

Some may argue that the vol-
ume of bank-held debt is too
large and that a substantial por-
tion of it should be shifted to the
portfolios of other investors.
Others believe that the economy
has now. become adjusted to its
enlarged money supply, that over
a period of years our expanding
economy will require an expand-
ing money supply, and that it
would be wrong to make any ap-
preciable reduction in the bank-
held debt because this would tend
to cause a corresponding shrink-
age in the money supply.

From the standpoint of the
banking system itself, there are
some obvious advantages in large
holdings of government securi-
ties. - The banks have need for
substantial amounts of govern-
ments for liquidity purposes. The
increase in bank holdings has

Continued on page 26
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As a central banker, I am more
directly concerned wilh tne se-
curities of the national govern-
n.ent than the other forms of in-
vestment 1n
which institu-
tions are in-
terested. But
central banks
and invest-
ment institu-
tions have a
wider field of
common in-
terest. The
oobjectives of
monetary pol-
icy relate to
the effective
functioning of
the economy
as a whole,
To carry out these objectives, it
is necessary to study and keep
in touch with the general level of
activity in the economy, its struc-
ture and development, and par-
ticularly with aspects of economic
growth and change. These same
factors provide the environment
in which your investment deci-
sions have to be made. And be-
sides such common interests, we
have a reciprocal interest, for the
activities of the central bank in
the monetary sphere will directly
or indirectly have a bearing on
your investment activities, and
these in turn will have an influ-
ence upon monetary policy, both
in conception and in detailed op-
eration. y

The title originally given to my
remarks—“Investment in 1975"—
may have been somewhat mis-
leading. If it suggested that 1
know what your investment
problems will be in 1975, it
promised more than I can deliver.
My subject could be better de-
scribed as a review of some pos-
sible features of economic growth
in Canada, with a speculative eye
turned on potential growth over
the next twenty years.

The Minister of Finance in his
budget speech announced that the
Government is going to appoint
a Royal Commission to study the

J. E. Coyne

*Address by Mr. Coyne, at the Annual
Meeting of The Dominion Mortgage and
Investment Association, Montreal, Can.
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Major Trends in Canada’s Economic Growth

By J. E. COYNE*
Governor of the Bank of Canada

Mr. Coyne discusses as features of the economic growth and investment in
Canada: (1) the size of the population; (2) the average productivity per
man employed; and (3) the level of employment. Points out likelihood of
adverse effects on Canada of recessions in large industrial countries, but
holds view the effects will be diminished in future by less dependence of
Canada on exports. Says financial growth will accompany-physical growth
of the Canadian economy, thus reducing the relative need for foreign cap-
ital. Looks to Canadian financial institutions to play large role in financing

problems of the future economic
uevelopment of Canada. The
Commission will no doubt cover
a very broad field, and look far
into the future. I have no wish to
trespass on their territory, and
will do little more than touch on
a few broad aspects in the course
of this after-dinner speech. I
come armed with more questions

_than answers, and am confident

only of one thing, that the fu-
ture, even the relatively near fu-
ture of 1975, will turn out to be
in many ways quite different
from what we expect. Life would
be very dull if it were otherwise.

Growth of Canadian Economy

In the field of economics and
finance, we can see tremendous
changes if we look back over past
decades, and all the indications
are that this will continue for
many years to come. In building
a’ picture of the growth of the
Canadian economy, the first fac-
tor to consider is the size of the
population. The population of the
world is said to have doubled be-
tween the birth of Christ and the
vear 1750 A. D. It took only 140
years to double again, and only 70
vears to double the next time, if
we may project present trends to
1960. The population of Canada
is rising at a faster rate than that.
Even with an annual rate of in-
crease somewhat lower than that
of the last 10 years, it is not dif-
ficult to' foresee a rise of 50%
over the next 20 years. The in-

Canadian enterprises.

crease will apparently be concen-
trated very largel y in urban
areas, if the proportion of the
population living on farms con-
tinues the decline that has been
apparent here for several decades,
and even longer in the United
States. Changes in the age dis-
tribution of the population and,
within each age group, of the pro-
portion entering the labor force
will apparently balance off, so
that the total Canadian labor

force may also be projected as:

about 50% greater in 1975 than
in 1955.

The second major factor in eco-
nomic growth is the average pro-
ductivity of the economy per man
employed. Over the past quarter
century in Canada this seems to
have risen at about 2% per an-
num on the average, although in-
dividual years have shown mark-
ed departures from this, and the
rate of increase of productivity has
varied widely from one industry or
occupation to another. From 1947
to 1953 the average rate of in-
crease was 2.7% per man per
year. The recent rapid progress
in mechanization in agriculture,
and the increase in overall pro-
ductivity resulting from the shift
in the proportions of the labor
force engaged in agriculture com-
pared with occupations with a
higher product value per unit of
labor input, have perhaps made
recent figures of increases in pro-
ductivity greater than can be ex-
pected in future. But advances in
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technology will continue, and in
Canada we should also realize
each year more of the economies
of mass production for a growing
domestic market. A straight pro-
jection of future increases in pro-
ductivity per man employed at
the rate of 2% per annum would
produce a gross national product
by 1975, at 1955 prices, of $55 bil-
lion, or more than double the
amount indicated for 1955.

Such a projection contains an
implicit assumption that hours of
work will continue to decline at
no more than the rate evident in
recent years, about %2 % per year.
Clearly, there might be a major
change. in thinking on this sub-
ject. Already one hears talk of
the possibility of a 30-hour week;
perhaps a more attractive target
would be a 1500-hour year, or
something intermediate between
that and the present 2000-hour
year in many industries, with lei-
sure time taken more in the way
of longer vacationg than shorter
hours of work during the work-
week, In any case, the benefits
of increase productivity could, if
desired, be taken partly. in the
form of more leisure rather than
more annual pay, Gross National
Product in material terms would
to that extent fall short of the
potential indicated,

The Level of Employment

Another assumption for maxi-
mum economic progress is that a
high level of employment will
prevail more or less continuously
over the period, You may con-
sider this a tall order, Person-
ally, I am confident that the great
depression of the thirties will
never be repeated. Under-employ-
ment of productive facilities on
such a scale is inconceivable now
that society has come to under-
stand and is determined to use the
instruments of fiscal
tary policy to promote economic
stability and expansion. That
milestone along the road of so-
cial evolution has been passed.

nd mone-
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‘Lhe same can be said of movo.

other western countries. In .
United States we nave seen oves
the past several years wide vari-
ations in monetary policy, to re-
strain a boom and 1imit the spread
of a recession, ‘
. In considering our own position
in Cgnada we must recognize the
possibility, indeed the probability,
that from fime to time recessions
will develop in large industriai
countries and communicate their
etfects to Canada, particularly as
atfecting our export industiries,
and inaustries competing with
imports in the domestic market,
and also industries which as a re-
sult of foreign ownership or close
contacts witn their opposite num-
bers outside our borders, are sub-
Ject to the same psychological in-
fluences as are associated with
the recession abroad. The relative
Impact on Canada may be greater
than in the country of origin of
the recession, At such a time it
is possible that, in the interests
of domestic stability, fiscal and
monetary policy here might have
to go a bit farther than the ac-
tion being taken, in, say, the Uni-
ted States. Such international dit-
ferences in anti-recession policy
might have the result of acceler-
ating structural changes in the
Canadian economy, The mainte-
nance of a relatively higher rate
of overall activity in Canada than
in the outside world in such eir-
cumstances would mean that in-
dustries producing for domestic
consumption would operate at a
higher level than those producing
for export,

In any case, it is reasonable to
expect that exports, though con-
tinuing to be a major influence
in our economy, will decline in
importance relative to the whole.
For example, if present trends
continue, agricultural production
will continue to rise in absolute
terms, but not as fast as Grosa
National Product, and-not as fast

Continued on page 10
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I doubt that there is much 1
can add to the business Iorecasts
made over the past four months
by economists, poliiicians, busi-
riessmen, the
Minister of
Trade and
Commerce
and the Min-
ister of Fi-
nance. All of
them have
been optimis-
uc. On every
side, expecta-
tions are that
1955 will be a
Hetter year for
Canada than
1854 and o
that belief 1
supscribe. If I
_ were to answer the question about

the outlook for business in one
word I would say “good,” but
perhaps that is too simple an an-
swer., It looks as if the Canadian
economy is headed for a new rec-
ord in gross material production,
but that does not mean we will
have entirely smooth sailing.

The slackening in business activ-
ity evident throughout mostof 1954
has been reversed. The economy
is again expanding, but the rate
of growth is slower than in earlier
postwar years. The pattern of
activity is uneven. Some indus-
tries are experiencing a more
favorable climate than others,

Throughout the postwar period,
there have been three major
forces generating a high level of
economic activity. These have
been consumer spending, capital
investment and exports. Let us
take a brief look at these.

Last year, consumer spending
more than anything else was re-
sponsible for sustaining a high
level of activity in the Canadian
economy. All the indications are
that it will be important again
this year. As a matter of fact,
retail sales have been running
ahead of a year ago. Despite in-
creased unemployment, wage and
salary income is up. This is due
to three factors. There has been
a small increase in the number of
persons employed. Wage rates are
higher in some industries and 'ghe
number of hours worked has in-
creased. Unless there are unfore-
seen developments or major stop-
pages due to strikes, the quard
trend of wage and salary income
should continue.

The income tax reductions an-
nounced in the Federal Budget
will put some additional purchas-
ing power into the hands of con-
sumers during the second half of
the year.  When the consumer has
more. money -in his pocket, he

A. C. Ashforth

*An address by Mr. Ashforth to the
Rotary Club of Toronto, Toronto, Can.
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Observations on Canadian Business Outlook

By A. C. ASHFORTH*

President, The Toronto-Dominion Bank, Toronto, Ont.

In presenting his views on Canadian business, prominent Dominion bank
executive stresses need to maintain and improve the level of Canada’s exports.
Admits Canada, because of increasing domestic consumption, is less depend-
ent on exports than formerly, but decries complacency of export trend, and
urges business men launch an aggressive sales drive abroad for Canadian
goods and services. Predicts Canadian business outlook is favorable and notes
upward trend in consumer spending and new capital investment.

spengls more. Thus, personal ex-
penditures on goods and services
this year showa be even nigher
tnan in 1954,

Construction awards in the first
three months were substantiaily
higher, Also of major importance
is the more optimistic outlook
prevailing in business /circles.
Business confidence has a“strong
influence on business sperfditrgag
and especially on new capitdl
projects, Thus, new capital in-
vestment is again functioning as
an expansionary force. The an-
nual survey of capital investment
intentions earlier in the year in-
dicated that capital spending
would increase and now it would
appear that the estimate may be
exceeded,

Now we come to the question
of exports. As you know, exports
have shown an increase each
month since last October. In the
first three months of the current
year, they were up 12%, reflect-
ing increased demand for Cana-
dian goods and materials. The
business recovery in the United
States and the prosperity of West-
ern Europe would seem to suggest
that the improved outlook for ex-
ports should continue. But I will
have more to say about exports
in a few minutes.

From this brief examination of
the three major generating forces
in the Canadian economy, you
will rightly conclude that they
bode well for the immediate fu-
ture. When figures are available,
it seems certain that the first
quarter will have recorded gains
in the gross national product, in-
dustrial production, personal in-
come and consumer spending. The
picture that emerges from con-
sideration of these factors is fa-
vorable and expectations are that
overall business will continue to
show improvement over last year.

But let me remind you that
there are uncertainties in the
picture and that there are spotty
areas in the economy. For in-
stance, unemployment continues
troublesome despite the rise in
overall business activity. Addi-
tions to the labor force are not
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being absorbed. This poses one of
thé most difiicuit problems we
have to face, namely, how to keep
the Canadian economy expanding
at a sufficiently high rate to pro-
vide jobs for our expanding labor
orce.

Increased unemployment in the
face of the improved business
outlook has confused/many peo-
ple, They overlook the fact that

T~the nu;ubé'r of persons with jobs

is stightly higher than a year ago
and that the rise in unemploy-
ment is a reflection of a larger
labor force.

One reason why employment
has not shown greater improve-
ment is the spotty nature of the
recovery. Earlier, I mentioned that
industrial production is up. But
the experience of different indus-
tries shows considerable variation.
Mining has been responsible for a
large part of the gain in industrial
output. Total manufacturing pro-
duction was up only slightly in
the first two months of the year
and this was largely attributable
to non-durables.

In a business upswing, the gen-
eral tendency is for the average
hours ‘worked per week to in-
crease before employment rises.
A tendency for the work-week to
lengthen, as compared with a year
ago, has been evident. This may
be due, in part, to fewer workers
being on short time as well as a
cautious attitude by employers
toward enlarging their labor force.

Other uncertainties are the
wheat situation and the farm out-
look in Western Canada. The
progress made in disposing of our

wheat surplus has been disap-.
pointing and our sales of wheat
abroad have been adversely af-
fected by the U. S. program for
disposal of its wheat surplus. Last
year, the smaller grain crop in
Western Canada was largely re-
sponsible for the drop in the gross
national product. It is too,early
to make any intelligent comment
on the crop outlook in Western
Canada for this year, but it has
been impaired by the wet spring,
but perhaps not damaged to the
extent reported.

The ties between the Canadian
and U. S. economies are such that
it is almost impossible to discuss
economic trends in Canada with-
out referring to what is happen-
ing south of the border. Last year,
we took comfort that our econ-
omy displayed somewhat more
stability. in that we did not expe-
rience quite as much of a relative
drop in gross national product.
But the recovery movement in
U. S. business this year has been
greater and more widespread
than we have experienced in
Canada. Historically, there is
usually a lag between economic
trends in the two countries. Per-
haps this augurs-well for the
months ahead. If the present
business momentum in the U. S.
carries on throughout the re-
mainder of the year, it will be
reflected in Canada. For this rea-
son, the business trend south of
the - border should be watched
closely.

Let us turn to another question

of current interest.

Is Consumer Debt Too High?

The amount of consumer debt
outstanding is high in absolute
terms and on a historical basis.
As at the end of 1954 the volume
of consumer debt outstanding was
in excess of $1.9 billion, up $103
millions from the previous year.
However, the rise was not as great
as in the previous year when con-
sumer debt jumped a whopping
$326 million.

But whether or not it is too
high is a question which I cannot
answer categorically with either
yes or no. High is a relative term
and whether or not debt is bur-
densome, or at a danger point,
depends on the level of income.
In terms of today’s income the
level of consumer debt does not
appear too high, as there is no
evidence of widespread default.
In fact, payments are being met
fairly promptly.

I said a moment ago that con-
sumer debt outstanding is high
in absolute terms. I am sure it
was never as high before. I would
hazard a guess that it is also at
its highest point in relative terms.
Data in respect to consumer debt
do not go back very many years
but the amount outstanding at
the end of 1954 was equivalent to
11.7% of personal disposable in-
come' for the year as compared
with 11% a year earlier.

Consumer debt is divided into
a number of different categories
—charge accounts, instalment debt
owing to retail dealers, instalment
credit of finance companies and
cash personal loans of the banks,
small loan companies and credit
unions.

A significant feature of the
1954 trend was that instalment
debt actually went down. Instal-
ment paper held by retail dealers
went up $29 million whereas that
handled by the finance companies
dropped $33 million. This is prob-
ably a reflection of lower car
sales. .

Some of my friends, especially
those who sell on credit, would
probably argue that consumer
debt is not high and that there
is no cause for concern. As a
lender I suggest to you that cau-

Continued on page 18
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Major Trends in Canada’s
‘ Economic Growth

as the rise in the consumption of
agricultural products in Canada.
The exportable surplus may
therefore be expected to decline,
and before many years have
passed we may have ceased to
export any foodstuffs except
wheat,

The value of all exports of
goods and services in recent years
has been equivalent to about 24%
of Gross National Product, as
compared with 30% in the late
‘twenties, and a projection of the
trend suggests a ratio of about
20% by 1975. This would be con-
sistent with a rise in exports of
goods by as much as 65% (against
a rise of 100% or more in Gross
National Product), so.that I am
not suggesting that exports and
export industries will cease to bhe
important, or that we will lose
interest in efforts to keep open
and if possible widen the chan-
nels of international trade.

We must recognize, however,
that there are limits to our na-
tural resources, and to the growth
in production of raw and semi-
finished materials which are the
chief items in our export trade,
and ‘so to the amounts avaxlable
for export after greatly increased
domestic requirements have been
met. On the other side of the
trade picture, with increasing eco-
nomic maturity we will be able
to produce efficiently more of the
finished goods hitherto imported,
so that imports, rising by perhaps
50%, will nevertheless grow less
rapidly than total consumption ot
such goods.

The overall effect of such de-
velopments -should be that the
Canadian economy would be more
stable, because more dependent
on production for domestic use
and less exposed to the leverage
effects on a small country’s trade

and unemployment of even mod-
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erate fluctuations in other much
larger economic units.

This picture would be some-
what changed, at least in degree,
if strong feoreign demand for raw
materials, and rising prices, co-
incided with large new mineral
. discoveries in Canada. Over the
"next 20 years, while the popula-
tion of Canada rises by 7 or 8
million, the population of . the
United States is expected to in-
crease by 50 million or more, and
while our gross national produc-
tion, and so consumption, may in-
crease by $30 billion worth of
goods and services per annum,
the United States economy will be
capable of chewing up an extra
$300 billion worth, or more, in
1975 as compared with 1955. A
very large increase may also take
place in the rest of the world.
At present it looks as though the
United States will become in-
creasingly dependent on foreign
sources of raw materials. Perhaps
the necessary supplies will be de-
veloped at moderate cost from the
virtually untouched resources of
Africa, Asia and South America.
If not, the rate of developmeni

and exhaustion of Canadian re-
sources, particularly of minerals,
will be greatly accelerated. Agri-
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cultural settlement, at least of a
familiar kind, has not much far-
ther to go, and our forest re-
sources are also within sight oi
maximum annual cropping. Min-
erals once taken are not replaced.
One can see the possibility of
major questions of conservation
policy and of the best utilization
of natural resources arising for
consideration in the years ahead.

Financial growth will accom-
pany physical growth of the
economy, though the annual in-
crease in the rate of investment
in capital assets may not be as
great as the rate of increase in
total output. There are some signy
that the proportion of Gross Na-
tional Product devoted to annual
capital formation may decline
from recent levels, which have
been unusually high. One would
certainly expect that the net in-
flow of capital from abroad evi-
dent in the last three or four
years would disappear with grow-
ing maturity, and with it the cor-
responding deficit in the current
account of the balance of pay-
ments, or - excess of imports of
goods and services over exports.
Perhaps the rate of capital for-
mation will decline by more than

the change in our international
balance, the difference being

matched by a decline in the per-
centage of income saved in Cana-
da from the very high levels of
recent years. This might take
the form of an increase in per-
sonal consumption expenditures
as a percentage of personal in-
comes, or an increase in the per-
centage of corporate profits dis-
tributed to shareholders, or both.

These are questions of degree.
There seems little doubt that both
saving and investment will con-
tinue to grow on a sufficient scale
to provide financial institutions
as .a group with the pleasant
prospect of continuous and sub-
stantial increases in their total
assets,

A marked feature of the pres-
ent century is the development of
financial  institutions. to handle

‘and invest sums saved out of in-

come by a very large number of
individuals. Accumulation of
bank deposits and accumulation
of savings in the form of insur-
ance reserves of life insurance
companies have been the two
chief channels of these funds.
Pension funds seem likely to de-
velop into a third major channel
in the years ahead.

An expansion of bank deposits
is sometimes regarded as a symp-
tom of inflation; indeed, some
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people would define inflation as
simply meaning an increase in the
money supply as represented by
bank deposits. This seems to me
10 rob the word of any real mean-
ing, Inflation in any significant
sense means a rise in the general
price level and while this can,
it is true, be brought about by
an excessive increase in the
money supply, it is clear that a
growing economy requires more
money for the transaction of
business and that an increase in
the active money supply which is
reasonable in relation to such re-
quirements need not have any in-
flationary effect on prices. Sim-
ilarly, it is to be expected that
savings deposits as well as cur-
rent account balances with our
banks will continue to increase
over the next twenty years and
that monetary policy must be such
as to facilitate such an expansion.

One can see the possibility of
changes in the outlets for invest-
ment funds. It seems likely that
residential mortgage financing, at
least of new residences, will de-

cline in relative importance. For

several years recently the net in-
crease in the supply of housing—
new houses built, plus additions
by conversion of existing prem-
ises, less the number of housing
units demolished—has exceeded
the rate of net family formation.
This catching-up process will come
to a natural end. The population
statistics I have been using in-
dicate a rate of net family forma-
tion by 1975 of about 120,000,
compared with about 90,000 in
recent/years.

So”far in our history, the esti-
mated rate of scrappage of houses
has not exceeded 10,000 per an-
num. Admittedly that figure
should grow, but unless and un-
til it does, the required volume
of housing starts per annum will
not increase over the actual rate
of last year by more than a mod-
erate percentage. It is possible,
of course, that the cost of building
houses will rise in relation to the
general price level, and also that
part of the higher standard of
living will take the form of a
higher standard of housing, both

of which developments would

add to the amount of funds re-
quired for investment in that
field. o

The capital requirements of
governments and public enter-
prises may increase relative to
total investment. Very large sums
will be required for investment
in social capital, by way of high-
ways, schools, universities, hospi-
tals and various urban facilities,
together with great expansion in
transportation and public utility
enterprises under public owner-
ship. Under conditions of growth
it would be unrealistic to expect
governments to pay for capital
expenditures out of ordinary cur-

rent revenue. One might expect -

therefore .a substantial rise in
borrowings by or guaranteed by
various levels of government to
finance the creation of capital as-
sets, and so long as growth con-
tinues the amount of new borrow-
ing will exceed the amount of
annual repayments of government
direct or guaranteed debt. This
outlet for investment funds will
therefore continue to bulk large

in the total.
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No doubt there will be a con-
tinuation of a substantial volume
of investment in resource devel-
opment, although perhaps not in-
creasing as rapidly as total in-
vestment. The remaining categor-
ies of new investment, such as
heavy industry, secondary indus-
try and services, may well in-
crease relatively to the total.

Canadian have not been very
enthusiastic investors in the
equity or common stock of pro-
ductive enterprise in Canada.
Preference for debt instruments
rather than equities seems to have
been very strong both amongst
individuals and amongst institu-
tional investors, as a glance at
the portfolio distribution of your
members will emphasize.

A further illustration may be
seen in the fact that every year
for the past thirty years, the
value of dividends paid by Cana-
dian corporations to non-resi-
dents, plus the profits of Cana-
dian ‘branches of parent compa-
nies abroad, has been greater than
the total amount paid by Cana-
dian corporations to Canadian
residents, excluding dividends
paid by one Canadian corporation
to another.

One must expect that as time
goes by greater interest will be
shown by Canadian individuals
and institutions in acquiring a
share in the ownership of busi-
nesses operating in Canada. In
the past, a large part has neces-
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Major Trends in Canada’s
Economic Growth

sarily been played in our devel-
opment by large foreign corpora-
tions able to provide both capital
and know-how ‘and to develop
businesses in Canada as off-
shoots of much larger operations
in the United States and other
foreign countries. It is logical to
expect that over a period many of
these branch plants and subsidi-
aries will develop into independ-
ent enterprises conducting their
operations in Canada in much the
same manner as our domestic
Canadian businesses.

I mentioned earlier the possi-
bility that the need for capital
funds might decline somewhat
relative to total product and to
savings, at least to the extent
that we would cease to be a net
importer of capital. We might
become a net exporter of capital,
and find this might become an-
other major outlet for the invest-
ment of domestic savings.

It is a normal evolution, exem-

" plified in the history of the Uni-

ted States, among others, for a
country which was dependent on
foreign capitla for its early de-

velopment, to reach a stage where
it begins to pay off foreign debt
and repatriate foreign-held in-
vestments, not by compulsion but
by the the voluntary decisions -of
persons free to buy and sell se-
curities as they chose. Canada
has, in fact, largely paid off or
bought back foreign holdings of
Canadian government securities.
The next stage will be the repa-
triation of corporate securities,
foreign holdings of which are
mainly in equities.

This requires, of course, not
only a desire on the part of Cana-
dians to buy, but a willingness on
the part of foreign investors to
sell. So far as securities have
been publicly distributed, they
are free to move across the fron-
tier in either direction, accord-
ing to the views taken by Cana-
dian and foreign investors as to
relative values. But this is not
the typical case. There are still
many cases where it is next to
impossible for a Canadian to buy

stock in a Canadian industry, be-
cause all or nearly all of the
various companies in that indus-

.iry are wholly owned by foreign

corporations. With growing ma-
turity, part or all of the stock
ownership of such Canadian sub-
sidiaries may be made available
to the public in Canada either by
way of a direct public distribu-
tion, or by the indirect process
by which stock in the Canadian
company is in the first place dis-
tributed among the shareholders
of the foreign parent company in-
stead of being held by the parent
company itself.- Once so distrib-
uted the stock is available for
repatriation to Canada. Several
important instances of this sort
have occurred and it seems rea-
sonable to expect many more in
the future.

I believe that Canadian finan-
cial institutions will have increas-
ing opportunities over the next
twenty years to assist in the fi-
nancing of Canadian enterprises,
and to make substantial profits in
so doing for the benefit of the
millions of individuals who en-
trust their savings to such insti-
tutions, I should not be at all
surprised therefore to see life in-
surance companies, for example,
increase the proportion of com-
mon stocks in their portfolios to
the extent authorized by their
statutes. Only in this way can
they and their beneficiaries par-
ticipate in the real growth of the
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Canadian economy. Certainly
there should be opportunities in
the years ahead for all invest-
ment institutions to assist in the
repatriation to Canada of some
of the Canadian enterprises now
in foreign ownership, as. well as
to participate in the future devel-
opment of Canadian industry by
providing a reasonable supply of
equity funds as well as funds for
fixed interest obligations.

Another field in which further
growth within Canada can be ex-
pected is that of technological re-
search. There are still broad in-
dustrial fields in which the Cana-
dian firms do no research but
pay a service charge for the re-
sults of research conducted by
American parent plants. This may
appear economical on a short run
view of dollar costs but it has a
stultifying effect on national de-
velopment in such fields and
makes it necessary for Canadian
scientists and technical workers
to leave their homes and go to
the United States not in order to
obtain the higher saalries there
available but simply to find an
outlet for their talents and an op-
portunity for constructive work in
the field in which they are in-
terested.

If T may summarize what I
regard as a probable major trend

in our future economic develop-
ment, I would say that what
might be called a tendency to-
wards Canadianization of our
economy, as opposed to Contin-
entalization, will manifest ,itself
In a number of ways as our econ-
omy grows more mature and
greater pools of savings surplus
to immediate requirements accu-
mulate in the hands of the Cana-
dian people. The decrease in per-
centage of Gross National Prod-
uct represented by exports and
imports, the growing consump-
tion within Canada of our agri-
cultural and other natural prod-
ucts, the greater development of
secondary industry and the more
balanced national development
resulting therefrom, the repatria-
tion of at least some share in
foreign-owned Canadian-enter-
prises, a greater measure of au-
tonomy and independence on the

t of Canadian management,
the continued development of
communications in Canada, the
knitting together of our widely
separated centres of population by
trade as well as by railroads,
highways and national radio and
television networks and other
cultural movements are all fea-
tures of this development, and of

7,

DomiNicK CORPORATION OF GANADA

360 ST. JAMES STREET WEST.
MONTREAL

TeL.: PLATEAU 8153

Underwriters & Distributors
of Government

& Corporate Securities

growing national strength.

pitized for FRASER
p:/[fraser.stlouisfed.org/




Cbnvention ﬁumbef

Mr. & Mrs. J. C. Rogers, H. C. Flood & Co., Limited, Montreal; Mrs. D. R. Dattels, Kitchener, Oat.;

THE COMMERCIAL and FINANCIAL CHRONICLE

Ralph Jones, Eastern Securities Co., Ltd., Charlottetown

Mr. & Mrs, T. J.

Bradbury, Brawley, Cathers & Company, Toronto; Mr. & Mrs. L

. E. Barlow,

McLeod, Young, Weir & Company, Ltd.,, Toronto; C. L. Peters, F. J. Brennan & Co., Ltd,, St. John

Continued from page 3

Canada Set to

ininterest rates in Canada. For ex-
ample, the Government of Canada
theoretical 15 year bond moved
from a yield of 3.55 at the start
of 1954 to 3.09 in January 1955 and
to its current level of 2.95%
(April 30, 1955). A similar re-
duction occurred in both 3 month
and 9 month Treasury bills—from
1.86% and 2.58% respectively in
January 1954 to a low of .78%
and 1.10% in February 1955 and
to their current level of 1.25%
and 1.52% (April 30, 1955). In
terms of the longer bonds, most
of the change occurred in the
first half of 1954 and more ‘Te-
cently in the first quarter of 1955.
On the other hand, the level of
Treasury Bills declined almost
continually to February 1955 al-
though it has stiffened somewhat
since then. :

One of the important factors
contributing to credit ease in 1954
was the revision of The Bank Act.

Resume
Growth Trend

The revision had the effect of
increasing the amount of cash re-
serves which the chartered banks
felt free to employ in expanding
their earning assets. Prior to the
revision, which took effect in
July, the banks had been required
to maintain a daily cash ratio of
not less than 5%, only they had
in practice worked to a figure of
about 10%. The revised Act set
the new minimum reserve ratio at
a monthly average of 8%. The
chartered banks immediately be-
gan to work towards lower ratios
with the result that they were in
a position to add substantially to
their assets during the second half
of 1954.

Another development was the
introduction of “day-to-day”
loans. Mechanics of the practice
will be familiar to members of
this Association, These loans have
provided a source of funds

to finance jobber inventories of

short term money market secur-
ities and a means whereby the
chartered banks may adjust easily
and quickly their surplus or in-
adequate cash positions. Day-to
day loans have now become an
accepted part of financial prac-
tice and as the market has de-
veloped, rates have varied within
a range of %% to 1% %. The re-
sult has been that the amount of
Treasury Bills held outside the
banking system has increased
markedly, and additional issues
of Treasury Bills have been fa-
cilitated. For example, in May
of 1954, the Treasury Bills to-
taled $650 million of which $74
million or 12% were held outside
the Banking system. As of April
6, 1955, the total of Treasury Bills
was $900 million and about $306
million or 13 were held outside
the banking system. Of the $306
millicn, approximately $70 mil-
lion were held by dealers al-
though some part of this will be
represented by ‘“money market”
bonds instead of Treasury Bills.

‘The Bank Act Revision, the in-
crease in demand for short term
securities from dealers through

the introduction of day-to-day
loans, together with a reduction
in the outstanding supply of short
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term securities, were all factors
in the decline in medium and
short term interest rates.
Further action on the side of
monetary ease was taken by the
Bank of Canada in February 1955
when the discount rate was re-
duced to 1% % from the rate of

2% which had prevailed for some '

years. Although no actual bor-
rowing has been contemplated or
even seems likely, the official
move must be interpreted to mean
that the policy of ease is more
than of momentary importance.

Interest Rates
These changes have had an im-
portant effect not only in terms
of government securities but

throughout the whole interest
rate structure, Yields on pro-
vincial, municipal and corporate
securities have declined and this
Spring, the maximum interest
rate on National Housing Act in-
sured loans has been mowved
downward to 5% %.

The level of interest rates in
Canada for longer term securities’
is closer to that prevailing in
United States than it has been for
some years, the current spread
being of the order of .20%. In
the case of Treasury Bills and
some other short term securities,

Canadian yields are lower than
Continued on page 14
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the comparable rate in United
States. This narrowing spread has
had an important effect on the
exchange rate of the Canadian
dollar in terms of the "United
States dollar and the policy of
active ease has undoubtedly had
this wider purpose in view. A
cheaper Canadian dollar over the
last few years would have had
much to commend it in the wider
area of our trading relationship
and import competition. Whether
an exact corollary or not, the pre-
mium on the Canadian dcllar has
lessened within recent months.

Financing

The year 1954 was an active one
in terms of debt financing. The
funded debt of the Government
of Canada showed a decline of
$171 million — the net result of
new issues of $3.4 billion, retire-
ments of $3.7 billion, Treasury
bill increases of $130 million and
an increase in matured and out-
standing debt of $55 million.

Since June 1, 1954, the maJ
new Government ana -

- Growth Trend

sues,
were:

June 1: $300 million Govern-
ment of Canada 3%s June 1, 1976.

June 1: $550 million Govern-
ment of Canada 2¥%s Dec. 15, 1956.
To refund about $847 million of
Third Victory loan 3s Nov.
1953-1956.

July 23: $200 million Govern-
ment of Canada. Sold to chartered
banks and the Bank of Canada
(retired Nov. 15),

Oct. 1: $400 million Govern-
ment of Canada 3% Oct. 1, 1979,

Oct, 1: $700 million Govern-
ment of Canada 2s Oct. 1, 1957.
To refund about $1,100 million
Fourth Vietory loan 3s May 1,
1954-1957.

Nov. 1: $765 million. Canada
Savings Bonds 3% Nov. 1, 1966.

Dec. 15: $250 million Canadian
National Railway$ (Can. Guar.)
2% Feb. 1, 1963.

Treasury bills outstanding in-
creased by $130 million to a total
of $780 million at Dec, 31, 1954.
As of May 1, 1955 there had been

excluding Treasury bills,

11

ay further increase of $150 million
to a total of $930 million.

Provincial governments, mu-
nicipalities and corporations all
raised increased amounts of money
during 1954—net new issues being
estimated at $849 million—$291
million by provincial govern-
ments, $248 million by municipal-
ities and $409 million by corpora-
tions.

New corporate stock issues to-
taled $184 million during the
year, some $52 million less than
in 1953,

Prospective Financing

For 1955 every indication is
that although new financing is not
likely to reach the levels of 1954,
it will continue heavy and active.
New offerings of direct and guar-
anteed Government of Canada
bonds may well take the form of
some new short-term securities to
replace the $600 million of bonds
maturing in July, another series
of Canadian Savings Bonds in the
fall as well as some long-term
guaranteed CNR bonds. To fur-
ther develop the short-term money
market, it is probable that Treas-
ury bills will continue to increase

-in volume. It might be, too, that

some steps could be taken to re-
fund the $1,200 million of the
Fifth Victory loan which is call-
able Jan. 1, 1956. New issues by
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provincial government and mu-
nicipalities may well exceed the
1954 levels. Corporate borrowing
in total is difficult to gauge but
unless the gas pipe line financing
proves feasible it may well be
that the total will be somewhat
lower. These trends are borne out
to some extent by the record of
new financing for the first four
months of 1955, as compared to
the first four months of 1954, as
follows:

j 1955 1954

V]

00's)
1$200,000
223,052

Govt. of Canada
Provincial Governments $195,099
Municipal Governments 122,195 70,946
Corporations 241,580 274,815

$558,874  $768,813
*Exclusive of increases in Treasury bills
and short-term Treasury notes,

tG. N. R.—Guaranteed by Government of
Canada.

One of the more recent sig-
nificant developments has been

Millions of Dollars
Government of Canada:

Direct & guaranteed & CNR ungtd. $16,590.0

Provincial—Direct & guaranteed
Municipal—Direct & guaranteed
Corporate

The net decrease in Govern-
ment of Canada bonds outstand-
ing is a reflection of the sub-

the raising by corporations of a.-
ditional equity capital through
the offerings of rights to existing
shareholders, For the last half of
1954, some $68 million was raiszzd
this way. So far in 1955, however,
offerings of rights have totaled
some $132 million, and more may
well be in prospect. This may be
a partial answer to the concern
which has been expressed from
time to time regarding the pre-
ponderance of financing by way
of debt issuance rather than
through increased equity interest,

Canadian Bonded Indebtedness
Since 1948, the total of bonds
outstanding has increased from
$21.9 billion to $25.2 bhillion at
the close of 1954, There have,
however, been very substantial
changes in classification of the
debtor.

1948 1954 Change
$15,465.4
3.853.6
2,060.6
3.842.3

—1,124.6
+1,6205
+1,076.9
41,7356

2,233.1
9837
2,106.7

$21,913.5 $25,221.9 +3,308.4

stantial budgetary surpluses of
the Federal Government through-
out the postwar period and until
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the fiscal year ending this month.trust and loan company members

The increase of $1.6 billion in
Provincial debt, $1.0 billion in
Municipal debt, and $1.7 billion
in Corporate debt results from the
tremendous cap ital investment
program of these years.

Other Capital Sources

Capital markets in Canada, of
course, provide only a part of
the funds required to finance new
capital outlays. A significant pro-
portion of outlays for construc-
tion, particularly housing, has
been financed by an increase in
mortgage indebtedness. For in-
stance, holdings of Canadian
mortgages by the life insurance,

of the Dominion Mortgage and In-
vestment Association, now amount
to $1.9 billion and have increased
by $1.0 billion since 1948. Other
capital investment needs are met
directly from individual or cor-
porate savings. A portion comes
from capital imports particularly
from United States. Although, on
balance, new domestic savings in
Canada throughout most of the
postwar period have been suffi-
cient to finance Canadian expan-
sion, these imports have been of
prime importance in specialized
fields of manufacturing and re-
source development where Cana-
dian capital is not easily mobil-
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wifhe

ized in the amount required or
is hesitant in taking the initiative
and assuming the risk inherent
in large new enterprise.

Note should be taken too of
the inflow of capital, directed
toward acquisition of our more
seasoned stocks from the many
newly formeq United States in-
vestment funds. Activitles of
these funds have been a powerful
support, if not an actual expan-
sionary influence in our stock
markets. It may be hoped that
these funds have come for long-
term investment,.since any at-
tempt at rapid withdrawal would
place an unbearable burden on
the support which could be mus-
tered from Canadian sources.

Outlook for Interest Rates
Although there is a plentiful
supply of money in the hands of
the public and a larger volume
of new savings continues to be
generated, the. large prospective

, demands for investment funds in

1955, together with a possible
greater use of bank cerdit by
business corporations in the last
half of 1955, might suggest that
economic pressures are working
toward a tightening of credit
conditions. “Official” monetary
and credit policies, however, are
not likely to allow market forces
to have their full effect..Conse-
quently, unless inflationary pres-
sures become evident in the Ca-
nadian economy, or interest rates
in the United States experience
an unexpected and sustained up-
ward trend, it seems likely that
official policies in Canada will be
directed toward a maintenance of
credit ease with basic interest
rates around present levels.

Royal Commission on Econmic’
Affairs

The government has announced
its intention to set up a Royal
Commission to examine our eco-
nomic prospects in the years
ahead. No doubts exist that Can-
ada’s future is a bright one but
many basic changes have oc~
curred during this postwar period
of almost unparalleled growth in
population, expansion in output,
and improvement in' technology.
More changes will be witnessed

in the years ahead. A wise and

thoughtful stock-taking now will
not only serve to reintroduce us
to ourselves but also should pro-
vide the factual base upon which
our policies can be fashioned and
from which our sights can be in-
telligently set. On behalf of this
Association, may I wish the Com-
mission well and -tender our sm-
cere cooperation.

of the- benefits of our free sys-
tem; and as a five-minute pro-
logue to my term in office, I
would like to close on the same
theme. When speaking of the
benefits of the free system I said
that “the greatest benefits result
from the fact that it stands for
the essential dignity of man
which is implicit in equality of
opportunity.  All over the World
mankind is today being told we
must choose between revolution
and reaction. We are told that
Communism represents revolu-
tion and that our system—called
Capitalism — represents reaction.

But this statement of the issue

is an explicit- reversal of the
Truth. The fact is that Commu-
nism like Totalitarianism in any
form—represents the blackest of
reaction. The fact is that the free
system of which Capitalism is
only a small and modified part,
represents the authentic revolu-
tion—not a subversive revolution
—but a revolutlon that sets me‘n
free.”

All of us in the Western World
stand in human history as the
greatest revolutionaries of° all
time—We have come a long way
—We have a long way to. go—

Let’s remember that some per-

Continued on page 16
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"' Canada Set to Resume

sonal .risk and uncertainty is the
price all of us must pay for the
rich” benefits of our free system.
We are all risk-takers, but let’s
remember too that the cards, are
all in our favor — that even a
losing hand here can beat a win-
ning hand in any other places in

the World.

Growth Trend

In thé last analysis, it seems
to me that our basic problem is
to reconcile people to that limited
factor of risk, to build a strong
core of support for the enlight-
ened private. enterprise way of
life, and-to substitute rugged and

’
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reasoned optimism for idle andand economic pressures to which

irresponsible fantasies of a world
without struggle or uncertainty.

I think too that we need to find
a new vocabulary of private en-
terprise. Our economic thinking
is generally pretty badly cluttered
up with shopworn phrases and
slogans, dead theories and easy
generalizations, We wuse terms
which have been distorted beyond
recall by our critics and which
are heavy-laden with, unpleasant,
unpopular, and totally misleading
connotations.

Actually, in our economy we
have evolved a new kind of hu-
man institution—one that is as
much political and social as it is
economic. It is marvelously in-
tricate and delicately balanced,
and yet it has ruggedness and
considerable basic -stability. It
has great self-generated momen-
tum. As we learn more about
how it works, we can shape it

into a more and more efficient
tool for advancing our economic,

social and political goals.

Most important of all, it is a
system which is not—and must
not be—dominated by any par-
ticular group or interest. It op-
erates for the greater benefit of
all of the people. That, I think,
is the basic point we need to get
across—the best and most con-
vincing argument of all.

I submit—in spite of occasional
publicity to the contrary — that
the tycoon-type capitalist just
doesn’t exist any more in any
significant sense. Ownership of
the tools of production has be-
come increasingly diffused. More
and more, the owners of industry
are pretty average Canadians,
including thousands and thou-
sands of workers whose direct
and indirect savings may include
substantial share-holding in Ca-
nadian- business,

Actual control of business op-
erations has largely passed into
the hands of a group of hired
workers — the professional man-
agers. Corporate power and in-
fluence is subject to legal re-
strictions, to the pressures of
public opinion, and to the prompt-
ings of what might be called the
‘“corporate conscience.”

Indeed, it can be said that the
business corporation is in fact a
creature of the whole community,
subject to moral, social, political,

it must ultimately conform.

Our business system actually
has only one real boss today.
That boss is the people — every
citizen who buys the products of
industry and agriculture; who
dictates what and how much the
manufacturer shall produce, and
who shall produce it; how, by
conferring or withholding his fa-
vor, holds the power of life or
death over owner, manager and
worker alike,

While I'm not much for “isms,”
it seems to me there’s a lot of
sense. in the idea that we could
use a new term which would de-
scribe our economy -more ac-
curately than any terms we now
employ., The term “Consumer-
ism,” for example, would pin the
tag where it actually belongs—
on Mr. Consumer, the real boss
and beneficiary of the free sys-
tem. It might serve several other
useful purposes.

First of all, it would pull th2
rug right out from under our un-
friendly critics who have blasted
away so long and loud at Capi-
talism. A change like that might
keep those fellows busy for years
rewriting their textbooks and
finding new slogans to jam the
gears of progress. Somehow, I
just can’t picture them shouting
“Down with the Consumers!”

Consumerism should suggest to
each of us the idea, that he is
working in the most effective way
ever devised by man not to en-
rich the few—but to enhance his
own material security and com-
fort, For in our free system, in-
dustrial progress has always
brought the greatest gains to
those who had most to gain,

A realization of that fact should,
and I believe is, working to de-
velop a reluctance to tamper
casually with the source of our
present and future wellbeing.

It should help to create a
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broader public understanding of
the function of capital—not as an
end in itself, a mere source of
power and influence for the few
—but an essential and useful tool
for creating new wealth and new
goods for the benefit of Mr. Con-
sumer, '

It should in turn engender a

better understanding of the func-
tion of profits as an incentive to
work and progress, as the spur
to capital investment and the
means of creating more wealth
for everybody. We will eventually
discover that, in practice, the
abolition of poverty can only
come from development and thrift
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—not from redistribution—not by
taking from the rich and giving
to the poor — but by making
everybody richer.

The collectivists operate on’ the
theory that the profit motive and
free market competition are so-
cial evils. In an effort to find

a theoretically higher kind of
substitute for material incentives,
they have often resorted to every-
thing from bludgeons and firing
squads to forced labor camps. So
far as I can tell, these methods
have produced - neither the im-
proved . human beings nor the
fuller, richer life which the dis-
ciples of Marx anticipated.

The private or free enterprise
system, powered by the profit
motive, meanwhile has channeled
the normal human aggressive
drives into a great common con-
structive effort. It has provided
the means for Promoting the
broadest social and humanitarian
advances in man’s history. It
offers man the opportunity if he
will only seize it, to end wars,
poverty, hunger and to pursue in
comfort and security whatever
spiritual, moral and cultural goals
he aspires to.

The one thing it cannot offer
him is the illusory security of the
controlled and planned economy,
of stagnation, of locking things in
place as they now are. The one
thing we can be certain of is
change. Remember, when we are
through changing, we are through.
The one thing we must continue
to have is freedom to make
changes as conditions make them
necessary.

Most significant to this politi-
cally divided world is this: of all
the great industrial nations the
one than clings most tenaciously
to private capitalism has come
closest to the socialist goal of
providing abundance for all in a
classless society.

It is not in the Communist So-

viet Union but in capitalist U. S. .

and Canada that upper and lower
income-groups today wuse the
same vacuum cleaners, drink the
same frozen orange juice and lis-
ten to the same radio and TV
shows. We can insist that eco-
nomic democratization is the in-
evitable outcome of a progressive

.technology applied to production.

Surely there’s every reason to
believe that the free system can
continue to provide dynamic

growth, to raise our living stand-
ards and generate the excess of
wealth needed to meet our still
great unfilled social needs.
Whether it is free to do all these
things depends, ultimately, on the
man who calls the shots — Mr.
Consumer—who is also Mr.
Worker, Mr. Farmer, Mr. Man-
ager, Mr. Union Leader and, of
course, Mr. Voter.

I am sure that if he is in pos-
session of the facts, he will act
according to the dictates of his
common sense, and incidentally,
his enlightened self-interest. He
will insist that this economic sys-
tem continue to operate in the
climate of economic freedom and
incentive an enture which has
produced fgr his use so rich a
harvest.
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Business Outlook

tion is desirable and that credit
terms can be made too easy. No
down payment is ridiculous and
basically unsound. .

You may ask why worry as
long as debt payments are being
met. My reply is that now is the
time to worry. Let us avoid the
possibility of debt becoming
burdensome.

The extension of credit is a
good thing. It has done much for
people in all walks of life and
business. It has made a major
contribution to social and eco-
nomic progress. But too much
credit is a bad thing. It results
in too much debt and debts have
to be paid.

Consumer credit can be both
inflationary and deflationary. In
times of inflationary pressures it
will put more upward pressure
on prices. In times of declining
business and income, on the other
hand, heavy debt payments add to
deflationary pressures. Consum-
ers find themselves with a big
chunk of their pay checks com-
mitted for articles bought in the
past. If payments are kept up,
consumers have less money to
spend for other purchases that
would give business a lift.

Sometimes I am agked how the
consumer ever got so far in debt,
especially in view of the fact that
he has had so much more cash in
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recent years. A phenomenon of
our times is that people make
greater use of credit. Of course;
they have been encouraged to do
so by the development of instal-
ment credit and credit selling has
made a real contribution to our
economy. It also seems that with
more money coming in people
tend to spend more. They feel
that their greater income enables
them to carry more debt safely,
and it does. But there is always
the danger that the consumer in
his optimism will get over ex-
tended. *

Earlier I pointed out that con-
sumer debt is equivalent to 11.7%
of personal disposable income. To
some people this may not appear
to be out of line. However, con-
sumers owe debts not classified
under that heading. I refer espe-
cially to mortgage debts and the
amount of mortgage debt out-
standing has been rising very
rapidly. This reflects the large
amount of new housing construc-
tion and the increase in home
ownership. No reliable data is
available but I suspect that a
large number of the people who
have instalment debts have mort-
gages on their homes.

Information in respect to total
mortgage debt in Canada is lack-
ing as are any statistics in respect
to mortgage debt, owing by home
owners on. single family dwell-
ings. However, certain conclusions
can be drawn from published data
in respect to the mortgage invest-
ments of lending institutions,
more especially the life insurance,
trust and loan companies. In 1939
these companies held $676. mil-
lions of mortgage in Canada; in
1947, $729 millions; in 1949, $1,-
081 millions; in 1953 $1,933 mil-
lions. The figure as at the end of
1954 has not been published as
yet but it is likely to exceed $2,-
250 millions. Thus mortgage
holdings of these institutions have
more than tripled since 1947,
Since 1949 they have doubled.

The amount of these mortgage
holdings represented by loans on
single family dwellings which are
owner-occupied is not known. But
wn intelligent guess based on sta-
ustics of mortgage loan approvals
. recent years would be 65%.

It would seem reasonable to
conclude that mortgage debt
owing by individual Canadians on
homes they occupy has more than
doubled in the past five years.

Here also there is no evidence
that there has been an over-ex-
tension of credit. Mortgage pay-
ments are for the most part be-
ing met promptly. There is little
or no{problem of arrears. But one
cannot help but wonder whether
many individuals have mortgaged
neir future to the limit; many
iamilies who- have taken on a
large mortgage in order to pur-
chase a new home- also have in-
stalment debts. In the event of a
drop in income these families can
ke faced with a difficult problem.

Thus, any proposal to further lib-
eralize credit terms—on mort-
gages or instalment credit—
should receive most careful scru-
tiny. People can be encouraged
to borrow too much.

The next question is related to
the business outlook.

Is the Canadian Economy Less
Dependent on Export Trade
Than Formerly?

Canada’s dependence on exports
has always been regarded a
weakness in our economy and
business structure. It has made
us especially vulnerable to eco-
nomic developments abroad. For
this reason our rapidly expanding
domestic market of recent years
has been a matter of considerable
satisfaction. But-let us get back
to the question.

The answer to the question as
I have posed it is—yes, Canada
is less dependent on export trade
than formerly. On the other hand,
if you were to ask me whether or
not Canada is still dependent on
exports for prosperity I would
also answer yes. No, I am not con-
tradicting myself. Both answers
are true.

Let us look at the facts.

Canadian exports of goods and
services in recent years has been

equivalent to about 23% of the’
gross national product as com-
pared with 26% in the years
1946-49 and 30% in the late nine-
teen-twenties. Thus, the propor-
tion of the gross national product
consumed at home has been in-
creasing and this {rend is likely
to continue.

From these figures it should be
obvious that Canada is less de-
pendent on export trade than
formerly, or perhaps I should say
relatively less dependent. Today
a 5% drop in exports has less
effect on the Canadian economy
than a similar percentage drop in
say the 1920’s.

However, exports remain a ma-
jor influence on the level of busi-
ness activity, We are still de-
pendent on exports for prosperity.
In this connection the events of
the past 18 months are especially
significant. Exports of Canadian
goods and services turned down-
ward in the last half of 1953 and
a lower level of exports prevailed
throughout the first 10 months of
1954. In November last, they re-
corded a gain over the corre-
sponding month of the previous
year and an increase has been
chalked up in each month since.
As I mentioned earlier, there was
a jump of 12% in the value of
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export shipments in the first
quarter of the current year,

Now let us examine for a mo-
ment the trend of husiness in
Canada in the same period, Busi-
ness activity turned downward in
the latter part of 1953 and re-
mained below the level of 1953
until late in 1954, Since then the
business tone has improved, as
have export shipments, In other
words, during the past 18 months
there has been a definite corre-
lation hetween the level of busi-
ness in Canada and the value of
export shipments. This is one of
the reasons for stating we are still
dependent on exports for pros-
perity,

I _started this discussion of ex-
port trade with the statement that
Canada is less dependent on ex-
port trade than formerly, and
again I should like to emphasize
that I am speaking in relative
terms. In absolute terms, that is,
in terms of the actual value and

volume of export shipments, fur-
ther increases will he necessary
if we are to have a high level of
employment and if we are to re-
gain the rate of economic growth

achieved in earlier postwar years.
We are becoming far too compla-
cent about our export position—
probably lulled into this condi-
tion by the growing importance of
the domestic market. There is
real .need for aggressive sales
drive abroad for Canadian goods
and services,

Is the Stock Market Too High‘;’

You would be surprised at the
number of times we bankers are
asked that question and I some-

times wonder why. You would
almost think we were stock mar-
ket experts, which we are not,
and even if we were we would
not be able to answer the ques-
tion. We do not have a crystal
ball in our offices. We may have
a personal opinion, but so will
you. .

Recently, this question has been
popping up rather frequently. I
suppose there are three reasons
for this: .

(1) The investigation of the
Senate Banking Committee in the
U. 8. into the stock market.
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(2) The action of the Federal
Reserve Authorities in the U. S.
in increasing margin require-
ments in order to curb stock mar-
ket speculation.

(3) The fact that the Toronto
Stock. Exchange index of indus-

trial stocks is at or near the high="

est level in history.

The investigation of the U. S.
Senate Committee .failed to find
out’ whether or not the market is
too high. Why? Because no one
knows the answer to the
tion.

The level of the market at any
time is a reflection of the com-
posite opinion of thousands upon
thousands of investors. Some peo-
ple will think the market as a
whole is too high. Others will be
of the opinion it will go even
higher. This is true to an even
greater extent of individual stocks.
The present level of the stock
market merely means that there
are more people who believe that
the business outlook is favorable
than there are people who.look
for a decline in business,
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Should We Fear Automation?

We hear a great deal these days
about automation, Some people
fear the trend toward automatic
machines—a trend which has been
speeded up by developments in
the field of electronics. The fear
of automation is given as one of
the reasons why labor is seeking
a guaranteed-annual wage.

Automation is Aothing new. The
growth of automatic processes in
a wide variety of fields has been
going on for years. Automatic

control of machines has long been
familiar to engineers. The petrol-
eum industry has had a high de-
gree of automation for years, es-
pecially in refineries. Yet em-
ployees in that industry have not
suffered. Not only has a high
standard of remuneration been
maintained, but there are more
workers employed in oil refining
today than ever before. One rea-
son for this is the contribution
automation hasmadeinkeepingthe
price of petroleum products at a
reasonable level, thereby expand-
ing the available market. The pe-

HIGH GRADE

FOR THE

OPEN HEARTH

Steep Rock Lake, Ontario

troleum people claim that auto-
mation will upgrade workers and
give greater opportunities.

The fear of automation, or
should I say automatic processes,

_is a denial of all economic history.

In earlier times, there were those
who opposed. the substitution of
machines foy hand labor. Stop and
think for a moment of the con-
tribution of machines to social
ang economic progress. Automa-
tion should mean further progress.
It should perform . service for
mankind. Man will be the master,
not the victim or slave,

What Changes Have There Been
In Canadian Banking Practice
As A Result of the Revision
Of the Bank Act Last Year?

The .most important develop-
ment in~the Canadian banking
field for many years was the en-

try of the chartered banks into
the mortgage lendjrfz field.

I hardly need to tell you that
mortgage lending represented a
major change in Canadian bank-
ing practice. From their incep-
tion, the. chartered banks had

Continued on page 20
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been barred from making loans NHA loans was to enlarge the
on the security of mortgages. available supply of mortgage

The underlying reason for au- funds and to make NHA loans
thorizing the banks to make more readily available in smaller
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and more remote ' communities.
The banks lost no time in taking
up the challenge. A little more
than a year has elapsed since the
National Housing Act, 1954, was
proclaimed and the banks, as a
group, have already more than
$111 million invested in mort-
gages. In addition, they have out-
standing commitments for further
millions which will be paid dur-
ing the course of the current year.
Considering that. they are new-
comers to the field, it is surpris-
ing .to find about 40% of new
NHA commitments being made
by the banks. In this way, the
banks are playing a major role in
the provision of adequate housing
for+the- Canadian people.

This is not the only way that
the banks are helping people with
their housing problems. They are
again making home improve-
ment and home extension loans
under the National Housing Act.
You will note that I say again, for
such loans were made by the
banks prior to World War II

There were, of course, numer-
ous technical amendments relat-
ing to government supervision of
banks and internal management
matters, but it is not my purpose
to deal with these. However, there
were three other changes to which
I will refer briefly.

There was another change in
respect to cash reserve require-
ments. The Bank of Canada was
authorized to vary the ratio from
time .to time within a range of
8 to 12%. This gives the Bank
of Canada greater control over the

.volume of bank credit. When it

desires to reduce the flow of
credit, it can raise the cash re-
serve ratio. .

Canada became an important’

producer of oil and natural gas

following the decennial revision-

of the Bank Act in 1944. This was
recognized in last year’s revision
when provision was made for the
lending of money to the oil and
gas industry upon oil and gas un-
der or upon the ground and upon
the security of permits, licenses
or rights of any person to obtain

remove gas from specified lo-
((:Eggns This provision for lend-
i on the security of hydro-
carbons illustrates the  advan-
tages of the 10-year revision of
the Bank Act, since it affords an
opportunity to bring banking
legislatipn in line with changing
conditions.

Another new section empowers
the banks to make loans on: the
security of motor cars, household
appliances and furniture. The un-
derlying purpose of this change
was to enable the banks to en-
large their personal loan activi-
ties, but it is doubtful if it will
achieve its purpose. Lack of au-
thority to take chattel mortgages
was only one of the reasons why
the chartered banks in Canada
had not entered the consumer fi-
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Co., Ltd., Toronto

nancing - field, as had banks in the
United States. A more important
factor has been the limitation on
the rate of discount or interest
than may be charged to 6% per
annum. This is a ridiculously low
rate for small loans of this type

repayable on a monthly basis.
Frankly, it is an unprofitable rate
and no. reasonable person would
expect a bank to make loans on
which it knew beforehand it
would make no profit, Stop for a
moment and compare this 6% per
annum " rate with the 2% per
month which can be charged by
finance and small loan companies
on similar loans. One bank did
suggest to the Banking and Com-
merce Committee that we be per-
mitted to charge a maximum of
1% per month—half the rate that
small loan companies can now

charge—but no action was taken.
As long as the maximum rate for
banks remains at 6%, you are not
likely to see them very active in
the consumer lending field.

Don’t go away with the idea
that we are not interested in

making Apersonal loans. That
would be a mistake. Our personal
loan business is increasing stead-
ily, but you will appreciate that
we have to exercise care in select-
ing our risks. Proof of our in-
creasing interest in this field is
the fact,that the proportion of
consumer debt held by the banks
has been rising.

You will probably - expect me
to refer to another major devel-
opment in the Canadian banking
field, namely, the creation of the
Toronto-Dominion Bank through
an amalgamation of the Bank of
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{/the Dominion Bank.
The amalfamation cannot be
ascribed directly to revision of
the Bank Act, but it was a change
in the Act relating to the two
banks joining forces that made
the amalgamation possible.

As you might expect, I have
been asked on numerous occa-
sions why -the two strong banks
with long and honorable records
of service to the Canadian people
should decide to amalgamate. IfI
had te give my "answer in one
word, I would say “ambition.”
Both banks were particularly de-
sirous of enlarging their‘useful—
ness to Canadians and this COgld
not be achieved without a major
expansion in their network of
branches. At the same time, thgre
were both physical and fmanc_lal
limitations on the rate at which
new branches could be opened by
either bank. A study revealed
that not only did the branch net-
works of the two banks comple-
ment each other admirably, but
also the type of business which
they did. Thus, a/,,r;’x(qﬂ‘iage was a
natural devgap“me t.

Gentlemen, I could raise a great
many more questions for discus-
sion but I have no desire to im-
pose on either your good nature
or your time. In closing let me
reiterate that the short-term busi-
ness outlook is favorable, that
any proposal to further liberalize
credit terms should receive care-
ful scrutiny, that expanding ex-
ports are essential to continuance
of the postwar rate of growth and
that we have nothing to fear from

automation.

Continued from page 4

Atomic Power Needed to
Meet Canada’s Energy Needs

nomic attractiveness of what are
seemingly vast supplies of con-
ventional fuels. One of the rea-
sons for the establishing of your
first atomic power plant in South-
ern Ontario, as put forth by Mr.
Bennett, is that there are no con-
ventional fuels in the region, and
after 1959, with the completion
of the St. Lawrence development,
all hydro-electric sources in the
area will have been utilized, leav-
ing a five million kilowatt short-
age.

Therefore, while your conven-
tional fuel situation on a nation-
wide basis is brighter than ours,
in many areas your problems are
similar to ours.

Projected Plans of Atomic Power
Development

Since the problems are similar,
perhaps the solutions will not look
too different. I would like to give
you some figures from our pro-
jected plans for meeting the
power challenge with atomic elec-
tric generating plants.

First, our forecast on thel per-
cent of new plants added to utility
systems in the United States
which will be nuclear fueled. This
starts out with a low figure of
around 2% in 1965, but we esti-
mate that there will be substan-
tial activity after that—resulting
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in 14% of the plants going in
service in 1970 being nuclear. Our
anaylsis indicates that once nu-
clear plants become competitive,
they will expand rather rapidly—
increasing to 44% by 1973 and
65% by 1980.

In comparison with this, let us
consider the new generating ca-
pacity added per year for the en=
tire industry and the: fraction of
that which will be nuclear fueled.
Basis for the forecast of gross
generating capacity is essentially
the same as the average of the
Edison Electric Institute upper
and lower limit forecasts. We
have. used an increase of 6% %
per year. This means that total
generating capacity additions will
rise to 23 million kilowatts per

year by 1975, and 31 million kilo-
watts per year by 1980.

Our forecast of nuclear plants
results in an increase of 10 mil-
lion kilowatts per year by 1975,
and 20 million kilowatts per yeat
by 1980. This predicted size of

the atomic power plant business
is very impressive, being about
equal by 19756 in milliong of kilo-
watts to the total generating ca-
pacity additions of all kinds in
1954. In the short five years
thereafter, if our predictions hold
true, it would rise to a business
double that size, .

The Impact on Conventional
| Power Plants

What would happen to the con-
struction of conventional plants
in the meantime? This forecast
would indicate that the quantity
of conventional generating capa-
city manufactured each year
would increase for the 15 years
to 1970 and, even in 1980, the
business would still amount to 11
million kilowatts capacffy per
year, which is the same as the

“present level, Thus there. is cer-

tainly ample incentive for indus-
try to continue to improve the
economy of conventional plants.
Furthermore, manufacturers of
conventional plant equipment ean
look forward to a, substantial
business for a long time.

Many people are conderned
with aspects related to the total
installed capacity as distinct ffom
the annual additionis. These are
people interested in such things
as fuel consumption, investment
in elect<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>