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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, Wednesday,
March 18th, 1959.

“That the Report of the Canada Council for the year ended March 31, 1958,
laid before the House on July 15, 1958, and the Auditor General’s Report of
the Balance Sheet for the Canada Council, as at March 31, 1958, laid before
the House on August 20, 1958, be referred to the Standing Committee on

Finance, in order to provide a review thereof pursuant to Section 23 of the
Canada Council Act.”

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

WEDNESDAY, April 15, 1959.

Pursuant to adjournment and notice the Standing Committee on Finance
met this day at 10.30 a.m.

Present: The Honourable Senators Emerson—Chairman; Aseltine, Barbour,
Buchanan, Connolly (Halifax North), Croll, Dupuis, Fraser, Golding, Leonard,
Macdonald, Pearson, Petten, Thorvaldson and Wall.—15

In attendance: The official reporters of the Senate.

The Committee proceeded to consideration of the order of reference of
March 18, 1959.

The following representatives from The Canada Council were heard and
questioned by members of the Committee:
Hon. Brooke Claxton, Chairman.
Dr. A. W. Trueman, Director.

In attendance:

Mr. E. Bussiere, Associate Director.
Miss Lillian Breen, Secretary.

On motion of the Honourable Senator Thorvaldson it was resolved to report
recommending that authority be granted for the printing of 800 copies in

English and 200 copies in French of the day to day proceedings on the said
order of reference.

Further consideration of the order of reference was adjourned.

At 11.50 a.m. the Committee adjourned until Thursday, April 23, 1959, at
10.30 a.m.

ATTEST.

John. A. Hinds,
Assistant Chief Clerk of Committees.
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THE SENATE

STANDING COMMITTEE ON FINANCE
OrTAwA, Wednesday, April 15, 1959.

EVIDENCE

The Standing Committee on Finance, to which was referred the report of
the Canada Council for the year ended March 31, 1958, met this day at
10.30 a.m.

Senator Emerson in the Chair.

The CHAIRMAN: Gentlemen, we have a quorum, I call to order the meeting
to hear evidence on the report of the Canada Council. We have before us
the following witnesses: The Honourable Brooke Claxton, Chairman of the
Council, Dr. A. W. Trueman, director, Mr. E. Bussiere, associate director, and
Miss Lillian Breen, secretary. I will first call on the Honourable Brooke
Claxton to address the meeting and, to explain the report, please.

Honourable Brooke Claxton, Chairman of the Canada Council: Mr. Chairman,
honourable senators, if it would meet your convenience I might open with a
statement describing the origin and the first year of the Council, but if at any
moment honourable senators would like to interrupt I would be most happy to
endeavour to answer any question.

The Canada Council Act received Royal Assent on March 28, 1957. You will
find the act printed in the report of the opening proceedings. It is not available
here for you, but if you wish we could provide you with copies. The Council was
appointed by the Governor in Council on April 15. It consisted of 21 members,
including myself as Chairman, and Vice-Chairman, Monseigneur Lévesque.
There were members from every province. The Council met for the first time
here in the Parliament Buildings on April 30 when His Excellency the Governor
General opened the meeting and accepted election as patron of the Council.

It may be remenbered that the Council to a considerable degree resulted
from the report of the Royal Commission on National Development in the
Arts, Letters and Sciences of which the Right Honourable Vincent Massey
was chairman. One of its major recommendations was the establishment of
an organization to be called The Canada Council.

At its first meeting, in addition to adopting bylaws and agreeing to a
tentat}ve budget, discussing plans approving of a lease and approving an
establishment f_or staff, the Council was welcomed to the fold of the foundations
by representatives of the Rockefeller Foundation, of the Carnegie Corporation
andlccl)f: the Ford Foundation. These are the three largest foundations in the
world.

They alsp met us at lunch and answered questions on the way in which
their foundations operated, and the various problems we might have to meet.

I rernpmber one of them saying that one of the most difficult things that
a foundathn had to do was to say: “No”, and to say it firmly and, if possible,
never to give any reasons for it because giving of reasons only got you into
an argument without getting you anywhere. In fact, it was suggested that the
best answer to be given to an application for funds which you are turning
down is to say: “Dear Sir, we have nothing but praise for your proposal”’—
nothing but praise. This was a very useful meeting.

7



8 STANDING COMMITTEE

Senator MAcpoNALD: Have you followed that advice?

Hon. Mr. CraxToN: We have not found it possible for a publicly created

Senator MacpoNALD: Have you followed that advice?

This meeting created a very close working relationship with the American
foundations which I had known for a good many years in other connections.

We also established a close working relationship with the Arts Council of
Great Britain of which Sir Kenneth Clark was the Chairman. He visited us
in Canada last year and gave the first of the Canada Council lectures. He may
be remembered by you as a former professor of Art at Oxford, Curator of
the Tate Museum, and he is also Chairman of the privately-owned television
set-up in England. He was most helpful.

We established our offices at 140 Wellington street, just across the street,
and there we gradually built up a staff which at the end of the first fiscal
year—that is, 31st of March, 1958—totalled 14. Today it totals 23, and there
are three vacancies. We hope to keep the staff at something under 30 which,
in view of our operations, is considered to be good.

We also set about establishing relations with other agencies working in
Canada in the field. The National Conference of Canadian Universities, rep-
resenting all of the 86 universities and similar institutions of higher learning
in Canada, met us at their annual meeting on June 6, and at our suggestion
appointed a committee which we met two days later and discussed with them
how we would operate the University Capital Grants Fund. The plans for
operating that fund, the policy, as set out in the first annual report which you
have before you, have been followed since then, and any changes that we
have made have been minor in character and always agreed to by the National
Conference of Canadian Universities which, as I say, is representative of all
the universities or equivalent institutions in Canada.

This policy regarding university capital grants is set out at page 41 of
the report which you have in your hands. One of the first things we had to
do, of course, was to get the money working, the $100 million which had been
appropriated by Parliament. Here I may say that the Council, and indeed I
think the people of Canada, were very fortunate in that Mr. Graham Towers
accepted appointment as chairman of the Investment Committee. Other
members of the committee are Mr. J. G. Hungerford, President of the National
Trust Company Limited; Mr. James Muir, President and Chairman of the
Royal Bank of Canada; Major-General George Vanier, a Director of the Bank
of Montreal, and myself, ex officio.

Mr. Towers and the other members of the Investment Committee have
taken a very active part. We were successful in obtaining the services of
Mr. Douglas Fullerton, M.A., a graduate of Commerce, who had been in
Government service after retiring from the army. He is our treasurer. We
set up arrangements under which the bonds of the Canada Council are held
for us by the Bank of Canada without cost to the Council. The stocks and
other securities are held by the Montreal Trust Company for a minimum
charge. So that at no time do any of the securities of the Council come into
the hands of the Council as such but are held by trustees for it. All the
officers and employees of the Council handling funds are bonded.

This money was invested in accordance with a program agreed to by the
Council at its first meeting, provided that the endowment fund might be
invested in securities which generally correspond with the securities legal for
insurance companies under British and foreign insurance companies acts.

The university capital grants fund of $50 million by law is required to
be invested in federal Government securities. At the end of the year we were
earning 4.3 per cent on that $50 million university capital grants fund. Under
the act the endowment fund may be investment in any securities but, as I say,
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as a matter of policy, we decided to limit them largely to those legal for
insurance companies. At the end of the year we were earning 5.3 per cent
on the endowment fund. Now, however, I can tell honourable senators with
a good deal of satisfaction that our current rate of earnings on the endowment
fund is 5.8 per cent.

The university capital grants fund of $50 million set up under the act
is to be expended in both capital and interest in grants to assist universities
to erect buildings to be used for the arts, humanities and social sciences. The
university or equivalent institution must put up a corresponding amount of
money. We were faced with the question as to what universities should be
eligible. We decided as a matter of Council policy to use the same list as had
been arrived at in connection with the university per capita grants already
being paid by the federal Government. This list had been agreed to by the
National Conference of Canadian Universities. It consists of 87 universities
or equivalent institutions; so that we used precisely the same list and have
done so since. When they have made changes in their list, as they have
on two occasions, we have adopted those changes.

Under our act the money is to be allocated to the universities in each
province in the proportion which the population of that province bears to the
population of Canada. That allocation will be found at page 41. There you
have the provincial allocation according to the June 1st, 1956, census. That
means that for British Columbia the Council may by statute allocate $4,357,000
out of the fund of $50 million it had at this time.

Then the question arose as to how grants would be allocated to universities
within each province. Again we followed the method chosen by the National
Conference of Canadian Universities. We decided to earmark for each institu-
tion in a province and hold available for it an amount equal to the proportion
which the total number of graduate and undergraduate students in courses
leading to a degree in each institution bears to the total number of such
students in that province.

So a list was then arrived at by agreement with the National Conference
of Canadian Universities. It enables the universities to know the minimum
they are likely to get, interest being added later. It enables us to make
an allocation without discrimination on a basis which has already been
accepted by the universities as fair, and which has been used by the federal
Government in connection with another grant. It seemed to us that it
would not be sensible for one agency of the Government handling federal
Government money to make allocations on one basis, and for another agency
sset up by the Government, the Canada Council, to chose some other basis.

© we chose a basis which seemed to be working satisfactorily. \

Senator Con i ; ; :
the T e thl\;(l)cLi,:un(tI;Ighfax North): May I ask whether population is
Hon. Mr. CLaxTon: The only factor. That is determined by the statute.

Senator CoNNOLLY (Halifax North): There is not a recognition of special
need, not a special work done by a university?

Hon. BROOKE CLAXTON: The buildings for which funds may be contributed
must be for the arts, humanities and social sciences as defined by the act
and determined by the Council. Within each province the Council can
differentiate as from one institution or another, but I think it is generally
recognized that all the universities in Canada will need to have buildines
for at least the amount of their share within the period the fund is 1ikeTy
to last. It is hard to say that one need is greater than the other, because
all are to a certain degree necessitous.
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Senator ConnNoLLY (Halifax North): Would it be fair to ask—and I will
not press this, Mr. Chairman—if a university propagating a co-operative
movement would be entitled to a special preference?

Hon. BrRoOKE CrLAaXTON: We would not regard a co-operative movement
propagation as coming within the arts and humanities and social sciences.
We would regard the study of co-operative movements as possibly coming
within “social science”, but not a co-operative movement itself. This is a
differentiation we had to make with regard to education, social work and
the like.

Now, so far up to the end of the period covered by this report which
you are specifically concerned with, we made a number of grants to universities.
There were altogether 13 for a total of $4,084,300. That is mentioned in the
bulletin issued by the Canada Council shortly after the end of the fiscal
year. As a matter of information, I might add that since then up to the end
of the second fiscal year we have made 42 grants to institutions, totalling
$12,816,564, and there is only one pending. The reason it was not acted upon
at the last meeting was that the papers were not quite in order.

Senator LEONARD: Is that $12 million in addition to the $4 million?
Hon. BROOKE CrLaxToN: No, that is inclusive. It is $12,816,564.
Senator LEONARD: That is inclusive?

Hon. BROOKE CLAXTON: Yes. We have had the most complete co-operation
from all the universities. The National Conference of Canadian Universities
has its office in Ottawa in the same building with us. Its permanent secretary,
Dr. T. H. Matthews works very closely with us, and sits on some of our
committes. g

If I may turn to the endowment fund, the income is about $2,700,000 a
year. I may mention first that the Canada Council is charged with support of
the National Commission of Canada for UNESCO—the United Nations Educa-
tional, Social and Cultural Organization. Until last year Canada did not have
a national commission set up to deal with UNESCO matters. I think that out
cf about 73 countries there were only six that did not have a national commis-
sion set up, and we were one. This was considered desirable, and we were both
by the statute and by order in council entrusted with the job; and since then
have set up the national commission. Dr. N. A. M. MacKenzie, president of
the university of British Columbia, who is a member of the Canada Council,
is president of that Commission. The vice-president is Dean J. F. Leddy, Dean
of Arts of the Faculty of Saskatchewan, likewise a member of the Canada
Council. Another member of the National Commission is Madame Alfred
Paradis, of Montreal, a member of the Canada Council. Mr. Eugene Bussiére
associate director of the Canada Council, is secretary of the National Com-
mission, and spends a large part of his time on UNESCO matters. In this we
work very closely with the Department of External Affairs, which has appointed
an officer, Mr. Marcel Cadieux, to have to do particularly with UNESCO cultural
matters, and Miss Mary Dench who has been associated with this work since
its beginning.

The first National Conference of the Canadian National Commission for
UNESCO was held last month in Montreal and was widely attended.

The next charge on the revenue of the endowment fund is the cost of
administration and this has worked out at about 6 per cent of our total income,
which corresponds favourably with the cost of administration of the American
foundations and is considerably lower than the cost of the administration of
the Arts Council of Great Britain. I do not know of any foundation having a
lower cost. We are just beginning and there is a tendency in all organizations
to add to their staff but we are going to resist, I hope, and how successful

we will be I do not know.
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Among the matters to be considered at the outset was how the remaining
income from the endowment fund be spent. It had to be spent for the support
and encouragement of the arts, humanities and social sciences. But how much
would be spent, for example, on assistance to individuals, on scholarships,
felowships and other grants to individuals, how much would be spent on
assistance to organizations, how much would be spent on the arts, how much
on the humanities and social sciences. These were all questions which had
10 be answered. There was no precedent to guide us-in this or any other country,
and the council decided, I think wisely, that it would proceed slowly, and
endeavour to learn as much as it could about the situation of the various arts,
humanities and social sciences, and their needs, but at the same time it would
use every opportunity it could to discuss what it should do with representa-
tives of other organizations working in these fields. There were three organiza-
tions in particular with which we have worked closely: One is the Humanities
Research Council. This was set up in 1943 as a development from the Social
Science Research Council which had been in existence from 1938 and it was
created at a time when Dr. R. H. Coats, Dominion Statistician, was chairman of
the Social Science Research Council. These two organizations represented
university poeple working in these fields and they were fortunate in securing
substantial grants from the Rockefeller Foundation and from the Carnegie
Corporation, grants for followships in graduate work, for assistance in publica-
tions and for special projects. They are still receiving grants from these
sources but it is possible that in time these may be reduced or even
discontinued.

We decided, and I think wisely, that in view of the fact that these two
organizations had been in successful operation representing all the universities
across Canada for a number of years that we should not endeavour to duplicate
them but that we should work closely with them, and that we have done ever
since.

There was also another organization, the Canada Foundation, which was
created in 1945 resulting from a gift of money by an anonymous donor to the
Royal Canadian Air Force for educational and cultural purposes, some of
which money was left over at the end of the war and it was turned over to
this organization set up for the purpose and it has since received other grants,
dealing particularly with the arts.

So we were very fortunate in having these representative experienced
organizations to which to look for advice and we sat down with them towards
the very beginning of our operations and discussed with them what we should
do in the way of assistance in their fields.

Perhaps honourable senators might excused me if I refer to a passage
I read at the opening meeting in which I speak of some of these difficulties
that were facing us at the time.

I imagine that one of the Council’s initial tasks in promoting the
art'§ and humanities will be to discover (or help others to discover) and
assist Canadian artists and thinkers of outstanding promise, men and
women whose records and qualities suggest that they can and will
proceed to higher and greater achievements if given the opportunity.
Another object may well be the encouragement, training and assistance
of university professors an other instructors in the fields of the arts,
humanities and social sciences. As a general rule I do not suppose
that the Council will itself commission directly the production of
artistic works. The Canada Council should not be another art factory
to compete with or cut across existing activities; it should be a power-
house to generate interest. Our duty is to support, encourage, supple-
ment and give recognition to desirable and attainable objects, all within
the broad terms of Parliament’s mandate. And I hope that ways may
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be worked out for corporations and individuals to use the Council in
connection with scholarship and other programmes into which they
are entering on an increasing scale. The Coucil should be an agency
where public assistance and private enterprise meet and mix and work
together.

At the Council meeting on the 19th of August, 1949, we agreed to set
up scholarships, fellowships and other grants to individuals under ten different
categories. I will not read the general statement, but any of these papers I
am referring to are available for members of the committtee.

(1) The first is Pre-Master’s degree scholarships, scholarships of an
average value of $1,200 for studies leading to a master’s degree tenable or
renewable for one year. It will be seen that all these scholarships and
fellowships are for post-graduate work. It was not envisaged by Parliament
or by the act or by the Massey Commission or by the Council that it was
part of its jobs to assist in undergraduate work. All our money has been
given for graduate work with very little exception.

(2) The second category is for Pre-Doctor’s degree fellowships.

(3a) Senior research fellowships. Here we are getting up to $4,500 for
a married fellow, plus travel costs for the fellow, plus two-thirds travel costs
for the fellow’s wife.

(3b) Senior art fellowships for artists, musicians, writers and other
workers in and teachers of the arts who have achieved a wide and well-
established reputation. These are of an average value of $4,500 for a married
fellow, plus travel costs for the fellow, plus two thirds travel costs for the
fellow’s wife. .

(4) Arts scholarships. These are of an average value of $2,000, plus
allowance for necessary travel by the scholar.

(5) Scholarships for secondary school teachers and librarians. This was
a field where we felt it very desirable to give encouragement to people who
wanted to improve their work as secondary teachers and librarians. These
are of an average value of $2,000.

(6) Scholarships for arts teachers and professional staff members of art
galleries and museums.

(7) Grants in aid of research and other productive scholarship.

(8) Non-resident fellowships.

Here I should mention that up to this time no fellowships had been offered
to non-residents of Canada, except those coming from the blocked funds of
the federal Government at the end of the war, which were held in Netherlands,
Belgium, France and Italy, and which could not be transferred into Canadian
funds. The federal Government decided that one way of using the funds was
to send Canadians abroad, and spend the money on them there; also, to bring
some Europeans to Canada. The province of Quebec has also sent Canadians
abroad, and brought non-Canadians to Canada. These were the only sources
of any size for our having non-resident scholarships in the fields of arts, hu-
manities and social sciences, and yet there were more than 30 countries which
had offered scholarships and fellowships to Canadians.

We felt, along with the Massey Commission, and with Parliament, that
it was high time we did something in this field in the interest of Canada. We
accordingly set up an arrangement with the Department of External Affairs
whereby in every country where it has a foreign mission our ambassador or
minister in charge of that mission should make it known through the press
and speeches that these scholarships are available, and then receive applica-
tions. These are processed there by a member of the embassy staff, by a
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distinguished Canadian if there is one in the locality, and by a representative
of the local educational authority. The applications are then forwarded to
Ottawa where they are finally processed and the candidates are chosen.

I should say that at the present time we have scholars working and study-
ing under our scholarships in 27 different countries, and we have here scholars
from more than 50 countries.

The non-resident fellowships also include five for very distinguished visitors
from abroad. This would pay $5,000 plus travel, plus two-thirds travel for
wife, which would enable a very distinguished worker in one of these fields
to come to Canada for a year. That is now being carried on, and I think it
will bring a good many useful workers to some of our institutions.

We also have category (9), fellowships for journalists, broadcasters and
film-makers.

Category (10) is a sort of omnibus clause which catches anyone who does
not come within any of the other nine categories but who should get a fellowship.

These were advertised during the months of August, September and
October. The universities were of course all circularized with information
and application forms, and applications were required to be in by wvarious
dates starting with 15 December. On arrival at our Council office, they are
processed to see that the papers and accompanying documents are in order,
and they are then turned over to the Humanities Research Council, the Social
Science Research Council, or to the Canada Foundation, each of which sets up
a panel of adjudicators or juries, who report to each of those bodies on the
applications, and we receive a collective report from them. Those reports are
considered by the Canada Council, which makes the final decision.

I can tell honourable senators that so far we have received about four
applications for each vacancy. It is interesting to note that the standard of
the applicants, as one would expect, has greatly improved as between the
first and second year, so that the committees have grave difficulty in arriving
at a decision in respect of the last two or three places. This year we added
an extra 37, so as to include applicants who appeared to be equally eligible.
That seemed the fair way to deal with them.

Altogether in the first year we made 467 awards under these categories,
_for_a_ total of $945,000. In addition, in the first year we gave 12 grants to
individuals for special projects, totalling $27,950.

I can tell honourable senators that for the year just past, which is not
before you, but I am sure you will be interested in the information, we have
made a total of 570 awards of scholarships, fellowships and so on, of which
79'are to non-residents. Altogether we have given 1,037 scholarships, fellow-
ihlps :‘ind grants to individuals in the two years that the Canada Council has
: ;3:11;1 vIVI;l eXI;tence. That is a very substantial number. You will appreciate
Question?’n thsay that according to Wilson Woodside’s_book ‘iThe University
Rl » Yhere were 3,200 fellowships and scholarships available for post-
: Wwork in Canada. This is the striking thing, that only 270 were

or work in the arts humanities and social sciences. This was a major reason
why Mr. Mass # : g ) !

€y and his commission recommended, and why Parliament
agreed to pass this law. This was a field in which no one was taking care
of an urgent need to enable Canadians to improve their work in these fields.
To a c-o'ns1derab1e degree workers in medicine, in the applied sciences, in
engn.le.ermg and even in business, were being provided for; but virtually no
provision was being made in the arts, humanities and social sciences.

g S(?, _honourable senators, the number of scholarships, fellowships and grants
to individuals, in the two years, totalling 1,037 or approximately 500 a year,
corresponds with 270 being given for these purposes from all sources up to
the coming into force of the Canada Council.
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We regard these contributions to young men and women of promise
who have shown by their work that they are likely to go on to very con-
siderable achievements as unquestionably the most important branch of our
work. The best investment that Parliament or the people of Canada, or
of the provinces, can make is in the future of its bright and promising young
people. If we look after those, I am sure the sticks and stones and equipment
will look after themselves, although we will help in that too.

I have virtually finished, except for one important field, namely the
assistance to organizations. I have covered assistance for the construction of
buildings—that is under way; assistance to individuals—that is under way.
Now we have assistance to organizations working in the field of arts, human-
ities and social sciences.

Here we had our greatest difficulty because of the wide variety of organ-
izations that might qualify, and the fact of course that we are dealing with
organizations stretching from St. John’s, Newfoundland to Vancouver Island.

What we did was to try to arrive at some tentative principles in our minds—
some tentative allocations—and see how they worked out. One thing we
aimed to do in helping organizations was to spend money on a thing which was
successful and likely to continue to be successful. Generally speaking, with
few exceptions we have not tried to bail out something that was about to fold up.
We thought that the money could best be spent where a $25,000 grant, for
example, would lead to an organization extending its work, improving the
quality of what it was doing, and raising more money itself.

I can give, I think, a rather dramatic illustration of how this worked out
in the first year in the field of symphony orchestras. We gave $105,000 to
seven symphony orchestras in the fiscal year under consideration by you.
While it was not an express condition, we expressed the hope that they
would raise at least that amount of money additionally, improve the quality
of their orchestras, have more professional players, and so on. What happened
was this: those orchestras played the same number of regular concerts as they
had the year before, but we had urged them to extend their work particularly
to school children. They extended the number of concerts to school children
and outside the cities from 93 to 175. They extended their total audience from
320,000 to 477,000, and where we gave them $105,000 they raised $840,000,
indicating that what the philanthropoids, to use the jargon, call the “principle
of leverage’” actually works.

We had another dramatic illustration of what can be done in another direc-
tion in the case of Newfoundland. We wanted to send a major organization to
Newfoundland, something which had never been done since the union in 1949.
I got a price for sending the Toronto Symphony Orchestra to 12 major centres
across Canada including Newfoundland. It was ascertained that the loss for
each performance even at top prices to a capacity house would be $6,000,
which indicates something of the high cost of these musical and theatrical
organizations. That seemed too much; and, also, the orchestra was not at the
time in a position to travel because it had made contractual arrangements
elsewhere.

The Halifax Orchestra, however, had greatly improved under the direction
of Thomas Mayer who is now the conductor of the Ottawa Philharmonic
Orchestra. They had a core of about 30 professional musicians. We conferred
with them over the long distance telephone and quickly arranged that they
would go to Newfoundland provided that we could get them transportation.
I recalled from my years in the Department of Defence that we had an air
force station in Newfoundland and they had a large camp site. They arranged
to lift the orchestra in exchange for a free performance for the adults, and
another one for the children. Then I recalled that the Americans had another
big station field at Harmon Field, and we got them to lift them out. For a
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contribution of $5,500 this orchestra was brought over from Halifax and it
gave 14 concerts to adults and four to children, and it had a magnificent
reception.

That is the kind of way in which a foundation should work; that is, by
getting the local people—and here it was the Provincial Government, the
Kiwanis Club, and the Junior Chamber of Commerce—to back it and
guarantee it, and get every kind of help to lower the cost. In that way you
are able to do a job which otherwise would have been prohibitively expensive.

We have worked out programs for grants to organizations in various fields.
Some of the larger ones I might mention. Obviously Stratford required assis-
tance, and we gave it $50,000 for each of the two years.

A great theatrical organization in Canada is the Théatre du Nouveau
Monde. It is, perhaps, one of the finest French speaking theatrical groups. It
travelled to Europe and, unfortunately, hit Paris when the De Gaulle dis-
turbances and elections were going on and people were not going to the
theatres, and they had a heavy loss. We gave them $30,000, and they gave over
a hundred performances across Canada. It was found—particularly for a
French-speaking organization outside of Quebec—that it is desirable to get
local sponsorship to guarantee the house and build up support and then they
can be a success. However, this caused quite a loss of money, but since it was
experimental and this is a great organization the Council is making another
contribution of $39,000.

The ballet some of you may not like, but ballet, I can assure you by the
box office receipts and by attendances, is a most popular art form in Canada.
We have three ballet companies of very considerable quality, the National
Ballet of Toronto, the Royal Winnipeg Ballet, and Les Grands Ballets of
Montreal. We had such insistent demands for large sums of money that, with
the consent of these organizations, we decided to have an economic study made
of the ballet and of what was involved in keeping it alive. This study produced
some interesting results. It was done by Kenneth LeM. Carter, chartered
accountant, senior partner in McDonald, Currie & Co., Toronto. He produced
a report which I think will be not only of great use in this field in this country
but in other countries because I have never seen anything like it. One of the
most satisfactory findings is to see how the loss per capita goes down with
the attendance.

In the 1957-58 season there was a total expense of $646,000, and total
receipts of $424,000, representing 65 per cent of the cost. It played—and this
is interesting—to 196 performances including 28 in Mexico where it played
to full houses. The wife of the president went six times.

Senator LEONARD: Excuse me, but is this one ballet?

Hon. Mr. CLAXTON: Yes.

Senator LEONARD: It is the Canadian National Ballet?

Hon. Mr. CrLaxToN: Yes, of Toronto. Its average house was 1406, and its
average loss per person was 81 cents.

I will not go over the figures in detail but the other two ballets had
average attendances of 641 with an average loss of $8.82, and 575 for an average
loss of $8.36, indicating how the loss goes down as the attendance goes up. This
has become a great Canadian institution.

In the two years the Council has made 228 grants to organizations, totalling
$2,126,763. Perhaps it might meet the convenience of the committee, Mr. Chair-
man, in this table giving types of grants to universities for scholarships, and to
individuals and organizations, is put in the record.

The CHAIRMAN: Yes.

(See Appendix “A” at end of today’s report)
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Hon. Mr. CrLaxToN: Mr. Chairman, that concludes my presentation. I
think it should be added that all 21 members of the Council have been
most - faithful in their attendance. They are very busy people—they are
listed at the back of the report before you. The average attendance at meet-
ings has been over 18 out of 21, and so far as I know no member of the
Council has been absent from a meeting except because of illness or being
abroad. They have been keenly interested, and they have had a great feeling
of satisfaction—I do not think it is wrong to say that—and a feeling of privilege
at being called to serve in this important way and carry on this important
work. Its importances is not to be measured only by dollars or numbers
of people. It can only be measured as time goes on and we see whether or
not the people we picked were good choices. I am told by the experts in
these fields that if one out of three turns out to be thoroughly satisfactory,
a real leader, then your batting average is just as high as a .333 average
would be in a major baseball league. I hope that will show as time goes on.

Senator ConNoLLY (Halifax North): No strikeouts, no foul balls.

Hon. Mr. CraxTon: Already quite a few of the people we have picked have
achieved distinction. I might just pick out two or three. We get reports
from the students we send abroad before they receive their second cheque,
and at the end of their course, and they indicate generally speaking that
they seem to be doing well. I might mention Therese Brassard who won
a junior arts scholarship in 1958 to study -enamel work in France. She won
a silver medal for the enamels she exhibited in the 4th Exposition of the
Women’s Club International in Paris. Then there is Ronald Walter Turini
who won a junior arts scholarship in 1958 to continue his piano studies in
New York. He won second prize in the 14th Geneva International Competition
and second prize in the Busoni contest at Bolzano, Italy. No first prize was
awarded in either competition, so he led the lot. It is very interesting to
observe that Teresa Stratas who as recently as last week won the Metropolitan
Opera auditions of the air, had been chosen by us to go abroad to study this
coming year.

The youngest recipient of a scholarship is Susan Davies, a young ballet
dancer from Edmonton. She led the whole Commonwealth in an entrance
competition. She has been sent to London to the Royal Ballet School. She
understudied the Scottish doll in the Royal Ballet Performance of Coppelia.
She was the only new girl chosen to be an understudy. So this young child
of 12 or 13, who is well-known, I believe, to Senator Cameron, is doing as
well as she was expected to do.

We have had the good fortune to be able to send organizations like the
Montreal Bach Choir and the Hart House Orchestra to Brussels, where the
Hart House Orchestra had singing with it Miss Margaret Lavergne. Things
have been moving along. We have made mistakes, of course. But who

wouldn’t.

Senator MacponNALD: If a student were not getting along, what would
happen?

Hon. Mr. CrLaxToN: We would not renew the grant. If we had word that
a student was misbehaving, we would stop paying the money. We pay the
grants in three instalments and we don’t pay the second grant until we get a
letter from the student after he has arrived at his destination and we see what
he is doing. Some foundations have found that grants have been accepted and
the people have not started out on the project for which the grant was given.

I think I would be right in saying that as we have moved around the
country we have found a great upsurge in the arts in Canada. This is to be
found in every province and in every field of endeavour. This is not as a
result of the work of the Canada Council, but the Canada Council has come
in at a good time when there are desirable projects which can be helped, when
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there are local supporters who are giving their help and when there are a
surprising number of really qualified artists, performers and musicians. Today
we have in Canada such people as Maureen Forrester, Lois Marshall, Glen
Gould, George London, Betty Jean Hagen, Leopold Simoneau, and I could name
a dozen others, who have international reputations. This is, I think, the first
time in the history of this country that this has happened, and I believe that
in proportion to our population it would be found that Canada is not dragging
her feet in these fields.

The CHAIRMAN: Mr. Claxton, on behalf of the honourable senators here,
I wish to take this opportunity to thank you very, very much for your most
excellent and wonderful address. I am sure honourable senators certainly have
a different view of the Canada Council now. I am also sure that if honourable
senators would like to ask any questions you would be most pleased to
entertain them.

Hon. Mr. CLAXTON: Yes.

Senator LEONARD: I feel we might come back to Mr. Claxton’s own answer
if he does not mind accepting it. ‘We have nothing but praise for the Canada
Council. ;

Hon. SENATORS: Hear, hear.

The CHAIRMAN: I also want to take this opportunity of thanking the
Director, the Assistant Director and the Secretary of the Canada Council for
being with us this morning. They are most kind to be here.

Hon. Mr. CLaxToN: I should add that we are very fortunate indeed in our
staff. Our Director is well known as having been principal of two universities
and also head of the Film Board. Mr. Bussiere worked actively in this field
with UNESCO and in social sciences at Laval University and in Ottawa. Mr.
Fullerton is an exceptionally able investment man, Mr. Peter Dwyer, Supervisor
of the Arts Programme, has done an excellent job. Miss Breen is well-known
to many of you as the Secretary of the late Ward Pitfield in Montreal, which
used to be a client of mine when I was in the practice of law. Anyone who
could handle that job and then become Secretary to J. L. Ralston needs no
further mention as to qualifications. The whole staff has been good and has
worked hard.

Senator THORVALDSON: What is the number of staff you have?

Hon. Mr. CraxTon: Twenty-three, but we have two or three vacancies.
I hope that we will keep the staff below 30. By the way, our staff members
are covered by the Civil Service Superannuation Act. They are not under
the civil service but, generally speaking, in fixing their rates of pay and
cond@tions and hours of work, we endeavour to conform to the civil service
conditions, as do most employers in Ottawa.

Senator CAMERON: There are one or two observations I would like to
make. First of all I would like to second the comment of my colleague, Senator
Leonard, that most of us have nothing but praise for the fine work the Council
has achieved in a relatively short time. As far as getting the odd person selected
for a scholarship who may not be too successful, I am sure a number of us have
known of Rhodes scholars who have not lived up to expectations in the past.
In looking over this magnificient achievement in encouraging young Canadians,
I think there is one area that needs some attention. In saying this I fully
recognize how difficult it is to get young people started on the road. Many
people going into arts are not concerned with an academic degree. The kind
of training they want does not fit into the usual academic pattern. I think most
of us in university work recognize that getting a start is the hardest thing.
After the first year the faculty members have a marvelous capacity for finding

ways and means of helping students. But one area which I think Council could
20969-2—2



18 STANDING COMMITTEE

explore is to be found in section 7 on page 50 of the First Annual Report, the
short-term grants of $300 and $700. You would be swamped by requests for
assistance there, but I think they could be handled in some way. A number
of grants in that area would help the selection process and encourage and
assist us to discover young people who may not fit into the regular academic
patterns but who have great talents in certain fields. I have in mind, for
instance, a young musician by the name of Mark Jablonski, of Edmonton, who
is now at the Juilliard School. You will probably be having him on your
doorstep before too long. This young pianist will be famous some day. There
is no question about it, but as yet he has not been able to qualify under the
Canada Council regulations. There are others in this category too.

Dr. TRuEMAN: When you refer to young people, Senator Cameron, just
what age group do you have in mind?

Senator CAMERON: I am thinking of children of the age of 16, 17 and 18.

Dr. TRUEMAN: You are not thinking of children of the age of seven and
eight?

Senator CAMERON: No. I am thinking of people of unusual talent who need
to get started young if they are going to get anywhere. I used this one as an
illustration. It seems to me there is an area, a very difficult one, that you might
keep in mind. :

Hon. BrRooRE CLAXTON: We have given 131 short term grants for 1958-59,
and 100 for 1959-60, but a lot of those would not be in the category you
mention.

Dr. TRUEMAN: $85,000 or $90,000.

Senator WALL: I wonder if I might offer commendation and sincere admira-
tion for the wonderful analysis given to us by Mr. Claxton. I think we all
realize the tremendous responsibilities which the Council is anxious to under-
take. I think we must measure those responsibilities and the needs against the
financial facilities which have been granted to the Council in order to meet
these needs.

There are one or two questions I would like to ask, if I may. In this endow-
ment fund, Mr. Claxton, or Dr. Trueman, which is now bringing in a revenue
of $2.7 million, how is the distribution likely to normalize in the next year or
two; that is, what amount of money will probably go to the National Com-
mission of UNESCO, what amount to administration, what amount to scolar-
ships and fellowships, and what amount to other grants? Would that be a
difficult question to answer?

Hon. BrookE CraxtoN: No. The National Commission for UNESCO, I
hope, will settle down at $100,000 a year. We estimated $75,000 for the first
year, but expected it would grow. The current cost of administration, apart
from UNESCO, is about $200,000. About $1,200,000 goes to scholarships and
fellowships and grants to individuals, and the rest to organizations.

Senator CaMERON: In that connection, there is one question I would like
to ask, Mr. Chairman. I believe provision is made under the terms of the
act to receive gifts from people who may wish to add to the fund. How
much has come in?

Hon. BRoORE CraxToN: $1,000. I should say that my feeling was that until
the Council had shown what it could do with the investments, and that it was
responsible in the way of paying out money, we should not carry on what
might be called an active campaign for business; but we have had two very
hopeful looking inquiries, and one of those negotiations is actually under way,
which I hope will result in a bequest of a very considerable sum of money
to the Council. My thought is that now we have shown that 5.8 per cent

,can be earned. I hope that people who have money to give will, rather
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than set up their own foundations, entrust us with it. I should add that this
is the only “commercial.” We have been advised that it is legal for the
Council to receive money and administer it and pay it out in accordance
with directions for objects even outside of those of the Council. So if any-
one wanted to leave us $1 million for scholarships to be used for public ad-
ministration, let us say, for for some branch of science, we would be permitted
by our charter to do that, although naturally we would rather that the
majority of grants would be for the arts, humanities and social sciences.

Senator CamERON: May I express the hope that you will not be too suc-
cessful in that kind of competition?

The CuamrMAN: I wonder if the grants being made by the Council might
have some effect on contributions that might be made by foundations in the
United States, Mr. Claxton?

Hon. BrROOKE CraxTon: I have no specific information; but one suspects
that they would have that feeling to some extent, particularly if it happens
to be a field we are already in. However, I have been in touch with the pres-
ident of the Ford Foundation, Mr. Heald, the president of Carnegie, Mr.
_Gardner, and the president of the Rockefeller Foundation, Mr. Dean Rusk,
In an endeavour to persuade them that they should continue to help Canada
and Canadians as in the past, and they have agreed to do so. I hope they
will not only stick to their agreement but increase their grants. I think they
should be encouraged to do so now that we are doing something for ourselves.
They have been very generous. It is rather interesting that the president of
the Rockefeller Foundation said, in effect, “You may think that the Canada
Foundation is small compared to us, but I have been working it out, and I
think your revenue will be about the same as the Rockefeller Foundation
has spent in 44 years in Canada.” There are seven foundations I can think of
In the United States that have more than $100 million/ The largest, of course,
Is the Ford Foundation, which has about $2 billion—we do not know exactly
how much. The next is the Rockefeller Foundation, with about $650 and
the third is Carnegie, with about $300 million. The others include the
Kellogg, Duke, Pew and Harkness. I think those are the seven.

Senator Dupurs: Is there any possibility of having a detailed distribution
of scholarships as among the provinces? I understand that scholarships have
been granted to students in arts, humanities and social sciences, covering the
whole country. Would you have any difficulty in giving the number of scholar-
ships in each province?

Hon. BROOKE CLAXTON: Whenever we award scholarships we issue a press
release, and of course these are in the press releases; but we have never made
a division of that kind.

Senator Duputs: I think there was one published lately. Was there any
objection by the Quebec authority on the grounds of autonomy?

Hon. BRoOKE CraxToN: No. I can assure you that the Quebec educational
authorities are very alive to the existence of the Canada Council, and we have
a great number of applications from them. They are very well qualified. A
large number have been given in Quebec.

Senator LroNARD: On the basis of $12 million being allocated out of the
$50 million capital grant, does it look as if that will be used in the course of
about three or four years?

Hon. BrROOKE CrLaxToN: We would think it would last about seven years,
but it is hard to say. In the discussion in Parliament it was indicated that this
fund would be used up in about that time. I should think it might be used up
In about seven years.
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Dr. TRUEMAN: There is an interesting further point to that effect. $12
million is the sum the Council has authorized. The amount which has actually
been paid off is, I think, something like $4 million. These grants are given in
progress payments, of course. This obviously works to the great advantage of
the fund. We have earmarked the $12 million, but paid out only say 4 million,
using rough figures, so therefore we still have $46 million, which earns interest
at a very satisfactory rate. I do not know whether we have had the Treasurer
project into the future just what the total sum will be, but obviously in the
six or seven year period we will have more than $50 million to give away,
which again will perhaps extend the time over which the whole fund will be
diminished.

Senator WALL: Doctor Trueman, apropos this distribution among the
provinces, is that this done at some point of time whereby say a college suddenly
began to grow very quickly and would suffer for the need of revenue?

Dr. TRuEMAN: When we started making these grants and receiving ap-
plications we took for purposes of the allocation of a province figures from the
Dominion Bureau of Statistics. Then the next year we took the new figures,

went over the list, adjusted our allocations, and tried to bring things up to
date.

Senator WaLL: I wonder if I could get one more comment? In view of all
the various agencies covering scholarships, is there a clearing house whereby
some informational method could be arrived at integrating all the various
scholarships being given all over so that we could know the needs and how
they are being studied and arrived at, with the Council being in a sort of senior
responsible position?

Dr. TRUEMAN: The only thing I can say again is that we find the reports
issued by the Dominion Bureau of Statistics of considerable use to us; they
cover this field very well; they publish special pamphlets or booklets in which
they deal with scholarships schemes which are in operation. This is an interest-
ing point, and the scheme which the Government is at the present time dis-
cussing about the Commonwealth exchange scholarships raises this very point.
In an ad hoc committee, it was brought up the other day. We thought that it
was obvious that a general survey should be made of what the National
Research Council and Canada Council are doing, and any other schemes, in
order that this scheme might not overlap or might not show conspicuous
omissions of what ought to be done.

Senator WALL: Would you permit me one final point? I am thinking now
of the adequacy or the level of adequacy of these scholarships, and am speci-
fically thinking of our non-residents. It is wonderful that we are able to meet
some of these needs. I note that $2,000 granted as a travel allowance for these
fellowships, does not provide for teaching scholarships. Is that a relatively
stringent proviso, and do these people find that it is pretty difficult to come
to Canada on $2,000 even to accept a scolarship?

Dr. TRUEMAN: You are certainly putting your finger on the right spots.
It is an interesting question. The provisions that they should not take teaching
posts was made at the suggestion of the universities themselves, which said
that the young man who is coming over here from abroad to start his life
in Canada, either temporarily or permanently, has to make many adjustments
and has too many difficulties to handle to justify anything less than full time
at his studies. We accept that. On the financial side we have had suggestions
coming in to us, and quite recently have adjusted this situation. We now
have the $2,000 basic grant, but have agreed to pay fees on top of the
$2,000, so that a man who finds that his fees vary from university to university
may be able to take care of that situation, and we have agreed to pay the
fees, and probably the universities will bill us directly for that candidate.
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We have also agreed in the case of a renewal, that a student coming from
India for one year, and having a scholarship renewed, will not be obliged
to go back to India and return again, and we have agreed to a $500 grant
for such a renewal to mitigate his situation during the summer. That has
taken care of what we thought was a provision that was a little too stringent.

Hon. BrROOKE CrLaxToN: That was not in effect the first year, but it came
about as the result of our experience in the first year.

Senator CAMERON: Mr. Claxton referred to an economic study that was
made. Is that available?

Hon. Mr. CLAXTON: Yes. We are going to print it as an appendix to our
_Annual Report, so it will be before you at your next session. It is a very
interesting document, the first of its kind. The Annual Report will be
tabled before 30 June. I may say that we are proposing to have a similar
study made of symphony orchestras, with their full co-operation, of course,
because they are only too happy to have it.

Senator THORVALDSON: Mr. Claxton, with regard to the ballet organizations
and orchestras, may I ask if they are all professional or amateur performers?

Hon. Mr. CraxToN: In the National Ballet of Canada the performers are
all professional, both the orchestra and the ballet dancers, and of course they
are of very high quality. This ballet is recognized throughout the world today
as a good one. I may say the musicians receive rather more than the ballet
dancers, except for the stars.

Senator CAMERON: One further question, Mr. Chairman. Mr. Claxton re-
ferred to the possibility of gifts being made to the foundation. As an example,
one might be made to provide scholarships or encourage a program in public
administration. I would take it that not too much can be done under the
present terms of the Canada Council Act in that field. Is that correct?

Hon. Mr. CraxToN: I am sure if the sum of money was large enough we
could administer it efficiently and cheaply.

Senator Cameron: I think this is a very important piece of enabling
1‘EgiSlation, to have the machinery of Council used to handle a gift of that
kind, which I believe could be done without too much difficulty. You might
get grants in this field, which is one that is going to grow in magnitude at
a very rapid rate.

Hon. Mr. Craxton: Certainly. If a rich person wishes to make a bene-
faction, he could avoid setting up a fondation himself by going to one with
an established record of earnings and administration; it would be to his
advantage to do so. We are quite prepared to ear-mark the funds for any
burpose indicated by a testator or donor; it could be set up in memory of him,
or called such and such a fund, and all we would do is administer it. With two
years of successful administration and a very high return of earnings, I think
We are now in a position to say that we are in business in this field.

Senator Dupuls: Mr. Chairman, did I understand the Honourable Mr.
Claxton to say that he expected in the near future to cover other fields than
the arts, humanities and social sciences—to cover such fields, for instance, as
the material sciences, like physiology and chemistry?

Hon. Mr. Craxton: No, Mr. Chairman, we would not be permitted to use
the money of Canada Council for that purpose; but we were advised that if we
received a bequest from some other person, ear-marked for that purpose, we
could feel free to carry out that request.

Senator CAMERON: One final comment. Mr. Claxton referred to the renais-
sance of the arts in Canada. I think it is true that it had started and was under
way before Canada Council got into action, but the fact that the Council has
€ome into the picture at this time has given a tremendous stimulus to the arts
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right across Canada. There is a feeling that there is some reserve power behind
the arts now that never was there before. It has been a tremendous thing to all
persons and organizations engaged in this field in Canada.

The CHAIRMAN: There being no further questions, I would ask the Honour-
able Mr. Claxton to accept our sincere thanks for his presentation here today.

I will now entertain a motion requesting that the committee be authorized
to print 800 copies in English and 200 copies in French of its proceedings with
respect to the report of the Canada Council.

Senator THORVALDSON: I so move.

The CHAIRMAN: Carried.

The committee will now adjourn to meet again Thursday April 23, when
its witness will be Mr. Watson Sellar, the Auditor General of Canada.

—Whereupon the committee adjourned.
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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, Wednesday,
March 18th, 1959.

- “That the Report of the Canada Council for the year ended March 31, 1958,

laid before the House on July 15, 1958, and the Auditor General’s Report of
the Balance Sheet for the Canada Council, as at March 31, 1958, laid before
the House on August 20, 1958, be referred to the Standing Committee on
Finance, in order to provide a review thereof pursuant to Section 23 of the
Canada Council Act.”

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

THURSDAY, April 23, 1959.

Pursuant to adjournment and notice the Standing Committee on Finance
met this day at 10.30 a.m.

Present: The Honourable Senators Emerson—Chairman, Aseltine, Beau-
bien, Campbell, Connolly (Halifax North), Crerar, Euler, Haig, Isnor, Leonard,
Macdonald, Molson, Petten, Reid, Savoie, Thorvaldson and Woodrow—17.

In attendance: The official reporters of the Senate.

Consideration of the order of reference of March 18, 1959, was resumed.
Mr. Watson Sellar, Auditor General, was heard and questioned.
Further consideration of the order of reference was postponed.

At 11.30 a.m. the Committee adjourned to the call of the Chairman.
Attest.

John A. Hinds,
Assistant Chief Clerk of Committees.
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THE SENATE
STANDING COMMITTEE ON FINANCE

OrTAawA, Thursday, April 23, 1959.

EVIDENCE

The Standing Committee on Finance, to which was referred the report
of the Canada Council for the year ended March 31, 1958, met this day at
10.30 a.m.

Senator Clarence V. Emerson in the Chair.

The CHAIRMAN: Honourable senators, Mr. Sellar, we have a quorum, and
I will call the meeting to order now. The witness today wlil be Mr. Watson
Sellar, who will discuss the Canada Council report from the financial angle,
and his Auditor General’s report. Would you like to commence now, Mr.
Sellar?

Mr. WaTSON SELLAR (Auditor General): Thank you, Mr. Chairman and
senators. As you know, by the act the Auditor General of Canada is named
as the auditor of the Council.

Perhaps I am in a little difficulty by anticipating a question you may put
to me, sir. In the audit report which I am required to make to the Council
and also to the minister designated by order in council—in this case it is the
Prime Minister—I have an observation, and you may question me on it. I am
also to appear before the Public Accounts Committee of the House of Commons,
and they will question me on it. If you wish to ask me any question on
that I would ask your permission to be allowed to read my answers so that
I can use the same language in both committees. I do not care what questions
Yyou ask afterwards, but I would like to get my formal wording in like language
to both committees so that nobody could say I am wrong.

SENATORS: Agreed.

Mr. SerLar: If that is agreeable, I have text in mimeographed form, a
Copy of which each senator can have, and you can follow my wording.

Mr. Chairman, I take it for granted, of course, that I will be interrupted
from time to time when honourable senators wish to ask questions. The text
Teads as follows:

1. Section 22 of the Canada Council Act, ¢.3, 1957, directs that:

22. The accounts and financial transactions of the Council shall be
audited annually by the Auditor General, and a report of the audit
shall be made to the Council and to the member of the Queen’s Privy
Council for Canada designated under section 23.

2. A little unusual is the direction to report on the “financial transactions”
as well as the accounts, so notice has been taken of parliamentary debates when
he legislation was in Bill form. For example, on 5 February 1957 this
3 eXf?hange is recorded in the House Debates between a Member and the Prime
Minister of the day:

There is no limitation on the Council as to how the money should
be applied?

29
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No, none; but the fact that they will be operating in public and that
their operations will be reported upon annually by the Auditor General
in a report that will be tabled in Parliament will ensure that the
Council is very conscious that the Canadian public will feel that it is
their money that is being administered by this Council; and they will
want, I think, to use it in a manner that will commend itself to the
majority of the Canadian people. (Debates of the House of Commons,
p. 1,009).

3. The section has been regarded as calling for the equivalent of a parlia-
mentary audit, with the attention of Parliament to be drawn to any transaction
that may appear to merit parliamentary notice. The Auditor General has no
responsibility beyond reporting; for example, any action to recover an ultra
vires payment would presumably be in the field of the Attorney General of
Canada.

i 4. Parliament (a) allocated the amount in the Capital Grants Fund
between provinces, (b) limited grants to projects of universities or the
equivalent, (c¢) directed that no grant exceed 50% of cost, and (d) stipulated
that the project be one that would promote the objects of the legislation. On
18 January 1957, during the resolution stage, Mr. St. Laurent replied to a
question whether the Bill would spell out precisely the formulas to guide the
pouncil in the distribution of the $50 million for construction purposes. In
part, he said: j :

The terms are not determined in full detail, but it is provided that
the contribution on the part of the Council will not be more than 50%
of the cost of the building or the equipment being provided, and it
will be for the kind of buildings required to carry out the objectives for
which the Council is established. If buildings are required for other
purposes in the university they should be provided for otherwise than
through the Canada Council, the objective of which is to foster these
‘developments of studies in the humanities, social sciences and arts.
(p. 402).

Senator IsNOR: May I put a question to Mr. Sellar at this point?

The CHAIRMAN: Yes.

Senator IsNor: With regard to the contribution on the part of the council
being up to 50 per cent of the cost of the: building or the equipment being
provided, does that represent the total cost of the equipment? I have in mind
a college of dentistry, a building costing $250,000 and the equipment costing
another $125,000. Does this 50 per cent represent half of the total cost?

Mr. SELLAR: The test is if it is part of a construction project. You cannot
give it for equipment in existing buildings. It has to be associated with a new
construction project.

Senator IsNor: What I have in mind is that the whole thing would be
new, the building and the equipment, and my question is: would it cover the
total cost of the two items?

Mr. SELLAR: My understanding is yes.

Senator IsNor: Thank you.

Senator SAVOIE: And only for the objectives laid down here: the humani-
ties, social sciences and arts?

Mr. SELLAR: Yes. My memorandum continues:

1 % .
5. On 5 February 1957, Mr. St. Laurent, in replying to a similar question,

said:
Y Mr. Chairman, this resolution is not intended to provide for the
establishment of increased facilities for a greatly increased number of
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students in engineering, medicine, dentistry and sciences. Under the
Bill that would be introduced if and when this resolution is adopted
the $50 million would be for capital assistance to projects that the
Council would determine to be in furtherance of the general objectives
of the Council. That would probably be construed as relating to other
than specifically engineering, medical, dental or scientific faculties. It
would probably be construed as limiting the participation within this
$50 million to projects for the furtherance of the study and promotion
of the humanities, the social sciences and the arts generally. That was
the general instruction given to the draftsmen of the Bill and I think
hon. members will feel that the general instruction has been imple-
mented, although of course in quite general language, in the Bill itself.
(p. 984).

6. It was because of statements like the foregoing that, in the audit, the
review included an examination of the purposes of construction projects to
observe whether any had interlocking utility to the university as a whole.
The audit report includes the following observation:

In the review of the transactions it was observed that grants of
509, of estimated cost were authorized with respect to the construction
of student residences at four universities. These grants are now noted
in order to illustrate a point. The Canada Council Act is not free from
ambiguity, but section 9 contemplates that the Council make grants
only “in furtherance of its objects”, which are defined in the Act as
follows:

The objects of the Council are to foster and promote the study
and enjoyment of, and the production of works in, the arts, humani-
ties and social sciences.

No problem is present where a grant is made towards the cost of
constructing a building having direct and immediate association with
courses of study related to the arts, humanities or social sciences. What
is now referred to is the legal position where the association might be
regarded as indirect or remote. The status of the Council in admin-
istering this fund being similar to that of a public trustee, it is suggested
that consideration be given to defining boundaries with respect to
grants from the University Capital Grants Fund.

7. The audit perplexity might be illustrated this way: Two brothers
attend the same university, one to study Arts, the other Engineering. Is the
second boy ineligible to live in a students’ residence because it had been
financed, in part, by a Canada Council grant? Alternatively, if both are
eligible, it follows that there is nothing to prohibit the residence being wholly
occupied by engineering, medical, ete., students.

8. The Act does not empower the Council to associate conditions (other
than financial) with a grant, and the then Prime Minister clearly indicated
fﬂhat in no way would the legislation detract from the freedom of universities
In conducting their affairs. Therefore, it may be that the legislation contem-
Plates that assistance be extended only where a construction project, at the
time of grant, is exclusively and directly to promote study of the arts,

Umanities and social sciences.

Senator THORVALDSON: Mr. Sellar, with regard to these student residences
With which we are dealing I wonder if there is any possibility of the grants
applying only to universities that apply themselves to the arts, humanities or
Social sciences, or, do you know of any where they have scientific colleges.

Mr. SErLAr: I think the best thing to do would be to name them.
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Senator THORVALDSON: Yes, please do.

Mr. SELLAR: St. Dunstan’s Charlottetown, the University of New Bruns-
wick, Queen’s University and Victoria University, Toronto.

Senator THORVALDSON: I do not know St. Dunstan’s, but I guess all the
other colleges have science faculties, and so on. Queen’s certainly does.

Senator MacpoNALD: I do not know about Victoria itself, but it is affiliated
with the University of Toronto. The scientific backing is there, but I do not
know if there is any science teaching in Victoria.

Senator LEoNARD: I think a student who is registered at Victoria can go
to the school of science.

Senator MAcDONALD: Yes, but it is not part of Victoria University.

Senator LEoNARD: That is right. Victoria itself just teaches in the humanities.

Senator REm: Do I understand that in the regulations under which the
Council functions there is no right to grant money for buildings? Is that
generally the case? That is, there is no right to grant any moneys from the
fund towards the construction of buildings for residences?

Mr. SELLAR: There is $50 million for the construction of buildings.

Senator REID: $50 million?

Mr. SELLAR: Yes, but not more than 50 per cent of the cost.

Senator Savoie: When the $50 million is spent what will happen?

Mr. SELLAR: Well, that is a question, sir.

Senator Savoie: How much of it has been spent so far?

Mr. SELLAR: You have the accounts for 1958 before you, as of March 31st.
They are old, but they show $4 million. Mr. Claxton last week told you it
was now $12 million.

The CHAIRMAN: I think Mr. Claxton said the fund would last about seven
years.

Mr. SELLAR: Yes. You see, it is allocated by provinces. There is an alloca-
tion by provinces, and in that fiscal year the province of Quebec had not drawn
anything, so the $14 million, roughly speaking, allocated to Quebec is still intact.

The CHAIRMAN: I see.

Senator Savoie: And if Quebec does not use it, what happens to it?

Mr. SELLAR: It stays there. It cannot be transferred to another province.

Senator THORVALDSON: When you refer to the $50 million being limited
to buildings, that includes equipment, does it not, as well?

Mr. SELLAR: Yes. You see, regarding these residences, I am not thinking
in terms of an ordinary boarding house. There is a trend in university think-
ing that it is desirable to have the students live on the campus and that resi-
dences suitably equipped with common rooms and with wardens, and so on,
are desirable. That has been the practice in England for a great many years,
and it is followed in many universities in the United States, and it is being
expanded in Canada.

My trouble is the definition of the Act. The Council is to promote the
objectives of the Act which is to assist the arts, humanities, and social sciences.
It seems to me possible, and I might be quite wrong, that when this $50 million
is expended university presidents will hope that the Government of Canada
will make a further grant towards future construction. Therefore, it seems to
me desirable that at an early stage Parliament should indicate to the Council
if it is concerned over any interpretation that the Council is giving in selecting
projects for assistance, so that a good state of mind continues to exist with
respect to these funds.

The CHAIRMAN: Mr. Sellar, when these buildings are built, the Canada
Council does not pay anything towards the upkeep of the building after?
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Mr. SELLAR: No.

The CHAIRMAN: It is finished then?

Mr. SELLAR: The Canada Council’s authority is simply to enter into an
agreement that.it will assist up to the extent of 50 per cent in the construc-
tion of a building.

‘Senator THORVALDSON: Do you know the approximate amount that was
expended on these four student residences that were constructed? I ask that
question because I am somewhat skeptical about these funds being used for
the building of residences.

Mr. SELLAR: I am now quoting from the First Annual Report of the
Canada Council. I have the figures in my mind, but it is more convenient to
use them from here.

The CHAIRMAN: On what page is that?

Mr. SELLAR: Page 9. There is opposite the University of New Brunswick,
Fredericton, $442,000. That was all for student residences. There is opposite—

Senator ISNOR: Mr. Sellar, before you go on can you give us the number
of rooms?

Mr. SELLAR: No, I have not got that; I am sorry.

Senator IsNor: I just wanted that to make a comparison of the cost.”

Mr. SELLAR: Opposite Queen’s University is $530,000, and that is correct.

The CHAIRMAN: Excuse me, Mr. Sellar, but you can double that, can you
not? $422,000 is half, so that the building cost $844,000.

Mr. SELLAR: At least, because the limitation of the Council is that it must
not give more than half; it could give less.

The CHAIRMAN: That does not include the land?

Mr. SELLAR:' No, I doubt it. Then, St. Dunstan’s University, Charlotte-
town, $142,000, and in connection with Victoria University, Toronto, the total
amount is $975 000 of which $600,000 was earmarked for construction of
residences.

Senator REm: What about British Columbia? ‘

Mr. SELLAR: They received nothing that year in connection with residences.
My recollection is—and you can correct me, senator, if I am wrong—that
the University of British Columbia had two residences under construction at
the time that this legislation was before the House, and I think the residences
Wwere probably finished before the bill was passed.

Senator SAVOIE: St. Joseph’s University in Moncton, New Brunswick is
butting up a students’ building at the present time. Do you know if that
University is getting a grant, or is going to get one?

Mr. SELLAR: Not in the year concerned.

Senator SAvorE: That is, in 1958.

Mr. SELLAR: I have not the 1959 figures. We are just starting the audit of
the 1958-59 accounts.

The CHAIRMAN: Mr. Sellar, that amount of money that was put aside for
the province of Quebec is bearing interest, of course?

Mr. SELLAR: It is. According to the Act, sir, the moneys of the University
Grants Fund must be invested in securities of or guaranteed by the Govern-
Mment of Canada, and they are all invested in those securities.

The CHAIRMAN: Yes, but the interest on $14 million, would that be added
to the $14 million or to the fund?

Mr. SELLAR: It would be added to the $14 million; that is my understanding.

The CHAIRMAN: Because that fund would build up quite substantially in
Quebec, would it not?



34 STANDING COMMITTEE

Mr. SELLAR: Yes, sir.

Senator MoLsoN: Mr. Chairman, the problem certainly in many of the
universities with regard to student residences has become an acute one, and
it seems to me that unless it was specifically intended that the Canada Council
should not be allowed to make grants toward student residences it would be
quite a handicap to some of the universities to have it so interpreted now.
Would it not be possible in the construction of any student residences to have
the new rooms designated as rooms for students in those faculties which are
covered by the humanities and social sciences, and so on? Would that not fit
into the definition?

Senator LEONARD: I agree entirely with what Senator Molson says as to
the desirability. It would be pretty difficult to keep say some vacant rooms
merely because there were no art students available for them; and my own
thought would be that if at the time that the grant is made, it complies with
the objects, that should be sufficient to determine its propriety and legality,
because it would be almost impossible to see as to the ultimate development of
any building that was constructed. You might build a building for use' as lec-
ture rooms or for a library, but for all time to come you would not say that
building must be used for that purpose and that purpose only. That would
seem to me the only reasonable interpretation we can give. In so far as there
is any doubt I would think it might be very desirable, as Mr. Sellar says,
to resolve the doubt as to the future, but I would like to support the idea that
residences do come within the present objects of the act. I have in mind a
conversation I had just a short while ago with an executive of one of the largest
industrial companies in the world, located in England, and they take into
their employment at least 100 university graduates every year. They found
that most of their graduates were coming from four universities in Great
Britain. They were so interested in this that they did a research job to
analyse why it did appear they were supplying that kind of younger men to
be trained as executives, and they came to the conclusion that these four
universities were all residential universities, and that the one thing that
differentiated them from the other universities was the proportion of students
in residence. They attribute their success and development to the type of
student and graduate that had been developed in a residential university.

Senator REIp: Is it not possible that this amount of $50 million might go
for nothing but residences because the demand for them is so acute? I do not
think that would come under humanities, although it might. The Council,
as I understand it, has to consider the arts and social sciences as well. I do
not think it was the object of the fund just to provide for residences. If it
is going to develop into a building fund, personally I would like to know.
For example, certain universities are getting help. In British Columbia we
have been taking care of ourselves. If we are entitled to get help for resi-
dences, I want to pass it on before the other provinces grab it all. I want to
find out what is going to happen.

Senator MoLsoN: We must not forget that most of the universities are
raising very large sums from the companies and corporations and individuals
at the same time, and those funds may be going to these other purposes. It
is not all black and white in these cases.

Senator LEoNARD: Then again, these figures indicate that not too large a
proportion of the grants that the Council has made are made for residences.
Is that not right?

Mr. SELLAR: That is quite right. I gave you the four amounts in that
year. I might use your own statement to illustrate what my concern is. You
speak of an industrial company finding that a certain type of student employed
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was the best one, and that he came from a university that is residential. I
do not assume they were employing a student in the arts, humanities and
social sciences,

Senator Lrowarp: I think they were, Mr. Sellar.

Mr. SeLrar: But I think it would be equally true were they in engineer-
ing or like activities. My only trouble is the definition of this act and the
requirement that grants shall be for the objectives of the act; how are you
going to police it? I think the only way is at the outset. I am not opposed
to this money being used for residences, but I am bringing it to your attention
so that the point be cleared up. You could lead from residences into chapels,
or to powerhouses for universities, and so on. I think you have to have
a boundary. That is all I have to say. I have no view on the subject, I am
merely reporting a situation.

Senator LEoNARD: I was merely trying to suggest as far as this committee
was concerned that if we had any view we might resolve your difficulty by
knowing what it is.

Senator REem: Could you explain how the $14 million comes to be set
aside in Quebec? Is that the only province that has the money set aside?
Of course, I know they are not using it at the moment, but how does that
province happen to have $14 million set aside?

Senator Savorg: It is only on a pro rata basis, is it not?

Mr. SELLAR: Senator Reid, the act provides that the $50 million shall
be allocated by provinces in accordance with their population, and that in
turn the Canada Council allocates the money within the province by the
population of the various universities they treat as coming within its ambit.
Now, the first province you will be interested in is British Columbia.  The
amount of money marked for British Columbia is $4,357,000, and so on, down
the line. The largest one is the province of Ontario, with $16,838,000.

Senator Savoie: What about New Brunswick?
Mr. SELLAR: New Brunswick is $1,727,000.
Senator SAvoiE: Has any of that amount been paid out?

Mr. SELLAR: I am dealing with accounts of last year. Of the $4 million
granted last year $1.3 million had been spent by the time the accounts were
closed, and $2.7 million reserved for expenditures. Now, there was money
for the universities of New Brunswick, and I imagine some progress payments
were made to New Brunswick, but I will not say for sure, sir. That state-
ment I was referring to, Mr. Chairman, is to be found at page 41 of the
Canada Council report.

The CuaIRMAN: I was wondering, is there any time limit on these expendi-
tures that are allotted?

Mr. SELLAR: No, there was a suggestion at one time that a 10-year limit
be imposed by the act, Mr. Knowles in particular referred to that more than
once in the House of Commons but the Prime Minister said, “No, there is no
time limit on the expenditures”. Incidentally, sir, while it is none of my
business I cannot understand why the Canada Council picked March 31 for
a year end.

Senator CRERAR: What is that again?

Mr. SELLAR: I cannot understand why Canada Council picked March 31
as a year end. It is required to make a report within three months after the
Yyear end, and I am required to have my report ready within three months.
We do that quite easily but it means that it is tabled in Parliament when the
Session is about ended. When Mr. Claxton was here last week he was
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obviously embarrassed by having to pull out of the air or at least treat with
the 1957 accounts when he was talking in terms of what was done in 1958-59.
It is not set by the act but by law, and I do think a different period would
make it more interesting to you.

Senator MacpoNaLD: I suppose the date was chosen because: it coincided
with the end of the fiscal year?

Mr. SELLAR: That is the Government’s fiscal year, but the Canada Council
is wholly independent of the Government.

Senator MAcpoNALD: Do you know what the fiscal year is for other Crown
corporations?

Mr. SELLAR: They vary, sir. The Canada Wheat Board, for example, has
its fiscal year end at the end of the crop year. The fiscal year ends at
December 31st for Polymer, Canadian National Railways, Central Mortgage
and Housing Corporation, the National Harbours Board, Eldorado, and some
others. Then again for others it is March 31st. Generally those that are
dependent upon grants from the Government of Canada use March 31st. Those
that are operating independently pick December 31st.

Senator MoLson: Would it be helpful if this year end were changed?

Mr. SELLAR: I would think so. I don’t know what the considerations were
that influenced the Council to decide on March 31st. They undoubtedly had
good reasons.

Senator Rem: It would at least bring the information up to date and
instead of dealing with 1957 we could be dealing with 1958 right now.

Senator THORVALDSON: That would conform with the suggestion you have
just made, Mr. Sellar, that Crown corporations which depend upon Govern-
ment grants tend to have their fiscal year at the end of March, and of course
this corporation depends entirely or at least in part on Gvernment grants.

Mr. SELLAR: No, not at all.

Senator THORvVALDSON: What I mean is that it is entirely based on the fact
that it received a Government grant. I know it does not get any annual
grant.

Mr. SELLAR: It received its money in the month of April, 1957, and it
may want to take that as the year end. I am merely talking from the point
of view of the convenience of this committee, that I would be happier today
if I were talking about an audit I had just finished rather than one that was
made 12 months ago.

Senator THORvALDSON: I think we can take it for granted the Counecil
expects in due course that it might be fortunate enough to get further Govern-
ment grants.

Mr. SELLAR: I don’t know. I just threw out a suggestion. I think it would
be much more informative to you if you had fresh accounts rather than
accounts made a year ago.

Senator LEoNARD: Would that require a change in the act?

Mr. Serrar: No, sir, just a change in a bylaw. I was asked a moment
ago about Crown corporations. In the Financial Administration Act it pro-
vides that the financial year of a Crown corporation shall be the calendar year,
unless the Governor in Council otherwise directs.

Senator MoLsoN: It would have been perhaps more normal for the Canada
Council to have its year end coincide with the end of the calendar year?

Mr. SELLAR: Yes, sir or it might be more normal for an institution such as
this to have its year end on the 31st of August, before the school year started.

Senator REm: All it would require would be a recommendation from the
Government, is that right?
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Mr. SELLAR: No, sir, it is wholly within the control of the Canada Council
itself. This Council is wholly independent of the Government. The Govern-
ment has only two powers with respect to the Council. It appoints the
members of the Investment Committee, and a director and an associate
director.

The CHAIRMAN: Do they not appoint the 21 members of the Board?

Mr. SELLAR: Oh, yes.

The CHAIRMAN: And as vacancies occur the Government names new
members?

Mr. SELLAR: Yes.

The CHAIRMAN: I would like to have it put on record that the members
of Council do not receive any remuneration. I believe that is true, is it?

Mr. SELLAR: The act provides that the chairman and the vice-chairman
may be paid a salary. There is no salary paid to either of them.

The CHAIRMAN: But there could be?
Mr. SELLAR: Yes, according to the act.
Senator REID: Are they paid for attending meetings?

Mr. SELLAR: There is an order in council providing that an allowance of
$50 may be paid to members attending meetings, and that includes the mem-
bers of the Investment Committee. In addition they may receive travelling
expenses.

Senator EULER: Do they pay it?
Mr. SELLAR: I don’t think some take it.

The CHAIRMAN: How about travelling expenses to the meetings? Are
the meetings all held in Ottawa? .

Mr. SELLAR: Most of them.
The CHAIRMAN: They would pay the travelling and hotel expenses?

'Mr. SELLAR: Yes. As far as I know, no member is trying to make any
profit out of this.

The CHAIRMAN: No. I just wanted to have it put on the record.

Mr. SELLAR: A recent amendment to the order in council provided that
$50 a day allowance might be paid to the chairman and to the vice-chairman.
I am satisfied that in the first year of operation Mr. Claxton financed most
of his costs out of his own pocket.

Senator EULER: I should know this, but who are the other members of
the committee? Mr. Claxton is chairman. Who are the others?

Mr. SELLAR: Would you like them by provinces?
Senator EULER: Not necessarily.

Mr. SELLAR: They are contained in the First Annual Report in alphabetical
order, and I will treat them that way. They are: Mrs. R. R. Arkell, British
Columbia; Mr. Jules Bazin, Quebec; Dr. L. W. Brockington, Ontario; Mr.
Samuel Bronfman, Quebec; Mr. Frederick R. Emerson, Newfoundland; Mr.
Eric 1., Harvie, Alberta; Dr. J. F. Leddy, Saskatchewan; Mrs. Angus L.
Macdonald, Nova Scotia; Dr. W. A. Mackintosh, Ontario, of Queen’s University;
Dr. N. A. M. MacKenzie, British Columbia, of the University of British
Columbia; Dr. Frank MacKinnon, Prince Edward Island; Sir Ernest MacMillan,
Optario; Dr. Eustace Morin, Quebec; Madame Alfred Paradis, Quebec; Miss
Vida Peene, Ontario; Mr. John A. Russell, Manitoba; Mr. E. P. Taylor, Ontario;
Major General George P. Vanier, Quebec, and Mr. David H. Walker, New

runswick.

Senator MaAcpoNALD: Is that the full board?
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Mr. SELLAR: That is the full board other than the chairman and the vice-
chairman. And then there is the Investment Committee.

Senator MACDONALD: Are there any vacancies on the board?

Mr. SELLAR: No, sir.

Senator EULER: Do they always act as a full board or do they act as
provincial segments?

Mr. SELLAR: They always act as a full board. They have an executive
committee, of course. The full board is required to meet at least three times
a year.

Senator REID: Do they meet in various places or always in the same place?

- Mr. SELLAR: I am not sure of that, sir. They are supposed to meet in
Ottawa but they can meet elsewhere.

The CHAIRMAN: I think they meet mostly in Ottawa. I asked Mr. Claxton
that question. By the way, for the benefit of those honourable senators who
were not here last week when Mr. Claxton appeared before the committee,
he said that the attendance at the council meetings was very, very good, prac-
tically 90 per cent. I refer to the attendance at each meeting.

Senator SAavoie: Is Major Walker from Saint John?

Senator LEonarD: Walker is the author.

Senator Savoie: What are his initials?

Mr. SELLAR: David H.

Senator CRERAR: Who are on the Investment Committee?

Mr. SELLAR: There are five each from Ontario and Quebec.

Senator Haic: How many?

Mr. SELLAR: Five each from Ontario and Quebec, two from British
Columbia and one from each of the other provinces. In reply to your question,
Senator Crerar, Mr. Graham Towers is Chairman of the Investment Com-
mittee, and the other members appointed by the Governor-General-in-Council
are Mr. James Muir of the Royal Bank of Canada, and Mr. J. G. Hungerford
of the National Trust in Toronto.

Senator CRERAR: Hungerford?

Mr. SELLAR: Yes, sir, and the Council appoints two. Mr. Brooke Claxton
is a member, ex officio, and Major General Vanier has been named by the
Council.

Senator CrRErRAR: Well, it is a good Investment Committee.

The CHAIRMAN: Are there any restrictions on the investments? I see
there are quite a few good common stocks in this.

Mr. SELLAR: During the debate in the House of Commons Mr. St. Laurent
left the door wide open. In fact, he indicated that they might think of the
higher-grade mining stocks, but I think he just said that in passing. Every-
body agreed that they would be careful, and this Investment Committee has
kept them in the orthodox stocks.

The CHAIRMAN: I think the Honourable Brooke Claxton said that the in-
vestments provided a return of 5.3 per cent on the money, and 5.6 per cent
on the other fund. That seems to be a good return.

Senator EULER: In making the grants which they do are they restricted
to the revenues from the $100 million, or can they make grants out of the
capital?

Mr. SELLAR: No, Senator Euler. There are two funds. There is an En-
dowment Fund, and they cannot spend any of the principal of the Endow-
ment Fund. The first charge on the Endowment Fund is administration ex-
penses, then they can grant scholarships and do anything they like with that
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so long as it is within the framework of the Act. The other $50 million
is the Capital Construction Fund, and the principal of that is to be spent as
well as the interest from it.

Senator EuLER: I suppose this question has been answered already, but
to what extent have they spent the principal?

Mr. SELLAR: You are now talking of the construction grants?

Senator EULER: Yes.

Mr. SELLAR: The total amount that is committed up to date, as I under-
stand it, is approximately $12 million. For the purposes of the accounts before
you today it is $4 million at the end of the last fiscal year, but $12 million
is committed up to date. Now, you would say that leaves $38 million, but
there are interest credits on the $50 million that bring it up, and I think
you will find by reference to the evidence of Dr. Trueman given at your
last meeting that he thinks there is about $50 million on hand now, or will
be on hand.

Senator REmp: What amount will you obtain from the $50 million invested
each year?

Mr. SELLAR: You are talking of which part?

Senator REmp: The one for the humanities—the Investment Fund.
Mr. SELLAR: You are talking now of the Endowment Fund?
Senator REip: Yes, the endowment.

Mr. SELLAR: I think Mr. Claxton told you the other day that the return
this year'is something like 5.8 per cent. I have not looked at the accounts
for this year, and I do not want to go back to those old accounts. It was
slightly over 5 per cent last year.

The CHAIRMAN: Mr. Sellar, you would not have any knowledge of the
amount of money that Canada has received from these trust funds in the United
States such as the Carnegie Foundation or the Ford Foundation in the last
four or five years?

Mr. SELLAR: No, sir.

3 The CHAIRMAN: I asked that question of Mr. Claxton, but I do not think
It was quite fully answered. He did not know.

; Mr. SELLAR: No. I read his answer with great interest last night because
It was information to me, sir.

Senator Reip: It is certainly to be commended if they are getting 5.8 per
cent on their Endowment Fund.

: Mr. SELLAR: Well, you have to bear in mind that Mr. Graham Towers
Is devoting a lot of his personal time to looking after the investments, and
heither he, James Muir, Mr. Hungerford, nor Mr. Vanier are sitting back
doing nothing, and we all know that Mr. Brooke Claxton is a ball of fire all
the time when working on anything that he is interested in.

The CHAIRMAN: Are there any further questions that honourable senators
Would like to ask of Mr. Sellar?

Senator IsNor: Mr. Sellar, I was interested in your comment about the
change of date from March 31 to December 31.

Mr. SELLAR: Yes, sir—well, to some other date; I do not say, necessarily,
FO 31 December. All that I was thinking of, sir, is that it would be more
Informative to this committee because this report, I assume, will come before
you annually, if you have a report that is just two or three months old at
the most, that would be better than having one 12 months old.

/
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Senator Isnor: Would you say the same thing about the fiscal year of
the Government?

Mr. SELLAR: No, sir. You cannot change that because you have the
problem of interim supply; you would have to have a very early Fall session,
and that would not be popular.

The CHAIRMAN: Mr. Sellar, you are to appear before the Commons
Committee?

Mr. SELLAR: Yes.

The CHAIRMAN: I suppose anything as to a change of date would have
to originate from the Commons. Would you mind bringing that up?

Mr. SELLAR: Yes, I would be very glad to.

The CHAIRMAN: You could inform them that that is the wish of the
senators.

Mr. SELLAR: Yes, sir. Before you come to any conclusion please consult
with the Canada Council because I make so many blunders in this world
that I know I am not infallible. You should decide, I think, only after getting
all points of view. i

The CHAIRMAN: Yes. Are there any other questions, honourable senators?

Senator Haig: I think we have covered it pretty well.

—Whereupon the committee adjourned.
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ORDER OF REFERENCE

_Extract from the Minutes of the Proceedings of the Senate, TUESDAY,
April 28, 1959. .
deb “pursuant to the Order of the Day, the Senate resumed the postponed
He ate on the motion of the Honourable Senator Wall, seconded by the

onourable Senator Leonard: '

_That the Standing Committee on Finance be instructed to study the threat
of inflation in Canada;
T That the Committee have the authority to send for persons, papers and
ecords, and to report from time te time.
After debate, and—
The question being put on the motion—

follorxl;:;he Senate divided and the names being called they were taken down as
Si—

CONTENTS
The Honourable Senators
g?;d' Golding, Reid,
Bes % Grant, Robertson,
Boiiiublen, Hodges, Roebuck,
Bo:’h Hugessen, Savoie,
Br g EL, Isnor, Smith (Kamloops),
Coa ette, Jodoin, Smith (Queens-
¢ Onnolly (Halifax North),Lambert, Shelburne),
Crnnolly (Ottawa West), Lefrancois, Stambaugh,
Creﬁ"r’ Leonard, Taylor (Westmorland) ,
Duo 2, Macdonald, Vaillancourt,
Euipu1s’ McGrand, Veniot,
r e Petten, Wall,
rqubar, Pouliot, Woodrow.—40.
Gershaw, Pratt,
NON-CONTENTS
The Honourable Senators
QSEItine, Haig, Pearson,
Brunt, . Higgins, Quinn,
Eu-Chanan’ Horner, Sullivan,
merson, MacDonald, White.—14.
Gladsone, Methot,

So it was resolved in the affirmative.”
J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

TyESDAY, May 26, 1959.

ikt Pu_rsuant to adjournment and notice the Standing Committee on Finance
this day at 10.15 a.m.

Brunl?c Tegant: The Honourable Senators: Aseltine, Baird, Barbour, Beaubien,

Higgiy’x IlirChlll, Choquette, Crerar, Croll, Euler, Gershaw, Golding, Haig,

Thor s Leonard, Macdonald, Reid, Robertson, Smith (Queem—Shelburne),
valdson, Turgeon, Wall and White.—23.

In attendance: the official reporters of the Senate.
oo In the absence of the Chairman, the Deputy Chairman, Honourable Senator
nard, presided.
Consideration of the order of reference of April 98th, 1959, was resumed.
Kinngjlgoﬁ' gnoxz B.A, FRS.C, Professor of Economics, Queen’s Unive?sity,
, Ontario, was heard and questloned by members of the Committee.
AR ;Tr;lelDepu'ﬁy Chairman reported the Steering Committee had recommended
ployment of an economic consultant. :
Secofgig)vging discussion, and on motion of the Honourable Senator Croll,
re°0mmend¥ the Honourable Senator Robertson, it was RESOLVED to report
sultant ing thgt Professor John J. Deutsch be retained as Fconomic Con-
, at a per diem rate of $100.00, and expenses.
The further consideration of the order of reference was postponed.
At 12.15 p.m. the Committee adjourned to the call of the Chairman.

ATTEST.

John A. Hinds,
Assistant Chief Clerk of Committees.






THE SENATE

STANDING COMMITTEE ON FINANCE

OtTAWA, Tuesday, May 26, 1959.

EVIDENCE

The Standing Committee on Finance, which was instructed to study the
threat of inflation in Canada, met this day at 10.15.

Senator Leonard in the Chair.

The AcTiNg CHAIRMAN: Honourable senators, we have a quorum, and

erefore may we come to order.

First, T would like to express my regret and your regret that Senator

merson is not occupying the chair. Unfortunately, Senator Emerson’s mother
dl_ed a week ago and he had to return to Saint John. I am sure you all join
;’Vlth me in expressing to him our sympathy in his loss. It falls to me, there-
I°r e, as Vice-Chairman to try to fill his shoes, and with your kind consideration

shall do my best.

As you know, the Senate has instructed this committee to make a study
of the threat of inflation, and in keeping the traditional attitude of Senate
Committees our purpose must be to make a constructive and objective study.

am happy to say that so far in the steering committee and in the main com-
Mittee there has been unanimity in the planning and organizing of our study.

~ This is a very comprehensive and complex subject, and we have a limited

time at our disposal. Nevertheless, I think our deliberations can make a very
Useful and constructive contribution towards dealing with the problem of
Inflation in Canada. .

_ There are some matters—one in particular—which the steering committee
Wishes to report to the full committee. But with your permission, I am going
to_ suggest that we leave that until after we have heard the witness we have
With us this morning. Probably the committee may wish me to deal in private
With the report of the steering committee, at the end of this meeting. If it is
agreeable to you I would suggest that we go ahead with the hearing of the
Witness and deal later with the report of the steering committee. Is that
Agreeable?

Some hon. SENATORS: Agreed.

FR'SThe AcTING CHAIRMAN: Our first witness is Professor F. A. Knox, B.A,,
R.Se.

_ Professor Knox was born in Ontario, a fact with which some of us are
quite happy but which others probably think is a handicap which he had to
Overcome. He served in the army in World War L He then attended Queen’s

Niversity, Harvard University and the University of Chicago. He was appointed
O the staff of the Department of Political and Economic Science at Queen’s
Diversity in 1924, and he has taught economics ever since, specializing in
Money, banking and international trade. 04
th He has had considerable experience with commission work. : He was on
€ technical staff of the Macmillan Royal Commission on Banking and the
Owell-Sirois Commission, and he was chairman of a committee appointed

i
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by the Government of the Province of Ontario to inquire into the economic
position of the gold mining industry in Ontario.

For some years he was editor of The Canadian Banker, which is the official
publication of the Canadian Bankers’ Association.

At some time during the last war he was on the staff of the Department
of Finance at Ottawa.

I am sure that we are all very grateful to Professor Knox for coming here
to be with us today and to give us the benefit of his knowledge and experience.
Without further adieu I shall ask Professor Knox if he will be good enough

‘to carry on with his presentation. I understand that he has prepared a written
statement, and that copies are available to all members of the committee. If it
is agreeable to you and to Professor Knox I suggest that he go ahead with
his statement and that when he is through with presenting his statement he
will be ready to answer questions.

Prof. Knox: Thank you very much, Mr. Chairman. With your per-
mission I will remain seated.

In this statement I have set out an explanation of the nature of inflationary
forces and urge that stability of the pricé level should be a prime objective
of national economic policy. To keep attention focussed on what seems to me
the essential points about the threat of inflation I have ignored many aspects
of the problem. Some may feel that its international aspects are, for instance,
too important in Canada to be set aside even in a preliminary exposition. I
feel however that discussion of these and other more technical aspects of the
matter cannot usefully be undertaken until the matters on which I propose to
concentrate have been treated. My understanding of the wishes of the com-
mittee is that a more general discussion would be an appropriate beginning
for your inquiry.

* * *

Two great economic disasters have overwhelmed nations from time to
time, deep depression and great inflation. Depression has come both to strong
and to weak countries; extreme inflation of the price level seems to arise
mainly when economic pressures become greater than the political and social
cohesion of a country can cope with. Some nations, having avoided the actual
destruction of the value of the currency, have, nevertheless, such a record of
successive currency depreciations that combatting current inflationary pressures
is made more difficult by public anticipation of failure. In the United States
and Canada depression has been experienced in all its disastrous extent but
not until recent years have there appeared symptoms of that popular fear of
serious inflation which makes success in the application of fiscal and monetary
controls less sure. If economic policies designed to restrain both inflationary
and deflationary tendencies are to be effective, the confidence of the public
in the long-run stability of the purchasing power of the currency must be
preserved.

I might interject, gentlemen, and say that if there is one essential point
in my presentation it is that. May I repeat that sentence?

If economic policies designed to restrain both inflationary and defla-
tionary tendencies are to be effective, the confidence of the public in the long-
run stability of the purchasing power of the currency must be preserved.
To prevent a serious and continued rise in the general price level is essential
not only as a matter of justice between classes but as a basic condition for
continued economic growth.

Fortunately public confidence in the currency seems pretty hard to destroy.
In Great Britain and the United States, for instance, the record since 1800
shows great and long-continued swings in the general wholesale price level.
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Yet over that long period their indexes of wholesale prices show no clear
trend; increases have, in time, been offset by decreases. If the change in
brices is slow and if the trend is interrupted frequently by sharp reversals in
the direction of price change, fears of inflation do not become widespread;
confidence in the rough stability of the value of the currency remains. It is
when the trend is strongly upward, when periods of price stability or decline
are few and short, that doubts arise. If at the same time the belief spreads
abroad that the failure of prices to fall is no accident, that the economic system
has in fact acquired an “inflation-bias”, such doubts are strengthened and
beople try to protect themselves against the rising price trend they fear may
be permanent. When there is a divided opinion as to the probable direction
of price movements, relatively small interferences by the fiscal or monetary
authorities may affect the trend; when the public becomes convinced that the
trend is firmly upward it becomes almost impossible to reverse price move-
ments even by massive action by the monetary authorities.

Fortunately we are far from having reached that position in Canada.
It is true that since the beginning of this century the trend of prices (with
great fluctuations of course) has been upward in Canada as in most western
countries; since the end of the second world war it has been sharply so.
The possibility of a great fall in prices which the depression of the 1930’s
emphasised seems more remote as successive recessions prove short and
shallow and have less and less downward effect on prices. There is, moreover,
a growing pubhc awareness that the economic system is becoming less tolerant of
falling prices. Large business corporations, powerful labour unions and pres-
Sure groups of other kinds now influence greatly the decisions which determine
Price movements. Competition may still be as keen as ever but it seems to
€xpress itself in price reductions much less frequently than it used to do.
So the conviction arises that in the future, periods of rising prices are much
\less likely to be offset by periods of falling prlces than has been true hitherto.
SOme think that the current behaviour of the prices of stocks and bonds arises
In large part from the efforts of individuals to protect themselves from the
inflation of prices they think all but inevitable. This opinion is by no means
Universal however; there is yet opportunity to check the growth of “inflationary
Opinion”, to restore a healthy and widespread uncertainty about the future
Course of prices.
In working to that end Canada has two great advantages. We are
€quipped with the legal arrangements, the institutions and the customs of
acting required by modern fiscal and monetary policies and I think we may
Say, are skilled in operating them. We do not have the handicap of a record
of price inflation more extreme than that of the United States or Britain. The
Inflationary pressures with which we contend are common to other western
Countries and we seem to have done at least as well as they have in contending
With them. Our greatest danger of lack of success in keeping price move-
Ments within a tolerable range comes neither from a poor record in the past
Nor from lack of the management capacities required. It arises rather from
Confusion in the national mind about the nature of the struggle in which we
are engaged and the measures that may have to be taken to succeed. We need
More thorough public presentations of the points of view of the different
Interests involved, industry, labour, the farmers, financial institutions and
he various levels of government and we need more appraisals of these posi-
tions by persons expert in such matters. In the remainder of this statement
{ comment briefly on some of the problems which would be sure to arise
ln)such a public debate.
Y We may begin by enquiring into the circumstances under which serious
lrlﬂv':l'monary pressure is likely to arise. 7War provides at once the most striking
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illustration of serious inflationary pressures and very pertinent indications of
how they may be controlled. Before war has been underway long, most of the
belligerents will have reached the position where further expansion in the
production of war goods is only possible by using plant and equipment which
has hitherto been used to manufacture consumer goods. Restriction of con-
sumption is required. Taxation aside, the earnings of workers are not reduced
by this shift in the nature of the goods produced; on the contrary all-out war
production is likely to increase the income consumers have available to spend.
If they spend their earnings freely on the now-reduced volume of consumer
goods prices are bound to rise as the only available means of rationing scarce
goods amongst would-be buyers; prices will rise until some buyers refuse to
pay the prices demanded; the goods then go to those who will. In the first world
war when this process was almost unrestricted the resulting rapid rise of prices
had a most unfortunate effect on war production and costs. The new high prices
of consumer goods tempted producers of war materials back into their old lines
of business and forced governments to pay ever higher prices for guns and
shells. War costs rose and a large part of the expenditures of governments
had to be covered by a process which greatly expanded the volume of money. -

Obviously what is required in such a situation is a restriction in spending
by the consumer to such amounts as will just buy the smaller volume of goods
at the old level of prices. What can’t be taken from the individual income
receiver by taxation or abstracted from his bank account by bond drives can, in
the extreme case to which we came in the second world war, be left on his
hands because consumer goods are rationed and there is nothing on which he
may spend his excess earnings. Rationing, and the price control which went
with it, shared the scarce consumer goods more equitably than sharing by price
inflation did in the first world war; the war-time price rise was checked and the
inflation-produced rise in the costs of war restrained.

Yet, despite strong public support for the application of high war taxes
and for the buying of government bonds, it was not possible to recover from the
public in this way enough funds to finance the costs of war completely. Some
resort had to be made to the first world war device of borrowing from the banks
as well as from the public. Inflationary pressures were therefore not entirely
avoided, rather they were prevented from having their full effects upon prices
by rationing and by price controls. But the higher cash balances which thus
came into the hands both of consumers and business men were to play a most
important role in the rise of prices which followed the war. When war-time
controls were removed consumers and businessmen alike used these cash
balances to increase market demand for consumer and investment goods much
beyond what currently earned incomes and profits alone would have permitted.
Prices therefore rose in 1947 and 1948 and again in 1950-51 when the war in
Korea touched off another buying spree, Whether by the less precipitate
abandonment of government rationing and price controls, particularly in the
United States, and by the use of more restrictive fiscal and monetary measures
this postwar inflation might have been mitigated or avoided is likely to remain
a subject for controversy for some time to come. But there can be little doubt
~as to the source of inflationary pressures during wars and the years that follow

them. In war governments must buy the goods and services required whether
the expenditures can be covered by taxes and borrowing from the public or
not; finance must be subordinated to production. When the war is over the
. consumer, well-provisioned during the war with cash for the coming struggle
for scarce consumer goods, becomes the new source of inflationary spending.
The producer, similarly well-financed, raises his spending also in reconstructing
his plant and equipment to turn out the goods consumers demand.
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There is an important difference between the war and postwar cases how-
ever. War’s demands are insatiable; the consumer’s are not. Conversion of
War-time production facilities to the manufacture of consumer goods soon
ends the scarcity, consumer demands fall off, the postwar price boom collapses.
Heavy inventories which are a source of gain when prices rise now bring loss.
Production is curtailed below the reduced demand so that inventories may be
cut, the resulting fall in incomes earned in production reduces public demand
for goods yet again and so on, cumulatively. Eventually inventories return to
& more normal size, demand is supplied mainly from an enlarged production,
more incomes are earned in this production; recovery is under way.

When the war is over and the consumer has used up most of his excess cash
alances one might reasonably expect a measure of stability in the economic
System. Certainly when the consumer’s demand is limited by the income he
€arns in producing consumer goods he is not likely to be a primary source of
Inflationary buying. Yet the record shows that periods of high demand, of
Over-full employment and rising prices do occur in times of peace.

For such periods of “prosperity” investment spending by business men
mainly responsible. And I might say that I use the words “investment
SPending” here not in the broad sense of the investment of money in any
asset, but rather in the sense of the purchase of capital goods, plant, machinery,
€quipment, the accumulation of inventories by the business men themselves.

€ main source of the demand for consumer goods is the income earned in
their production; the two, therefore, tend to rise and fall together. When

Usiness men spend funds to add to inventory, to purchase more efficient
maChinery and equipment or to build new factories, new incomes are generated
in Producing goods and new demands for consumer goods consequently appear.

Uring recovery the new demand for capital goods and the enlarged demand
O consumer goods may both be met from expanded production. When full
®mployment is reached, however, a choice has to be made; a yet greater produc-
tion of capital goods now .involves some limitation on the growth of consumer
gO_OdS production. If the choice falls to capital goods the war-time situation
Will be reproduced; incomes will grow and with them demand for consumer
800ds but without an offsetting growth in the supply. Inflation of prices is
likely to be the consequence. Since the public does not recognize any priority
Or the plans of private business men as against their own, governments cannot
aPply war-time controls to prevent the rise of prices. Consumer and producer
are left to fight it out in the market place as, indeed, the government and the
Consumer did for a considerable part of the first world war.

In this competition the buyer of capital goods has much less power than
as the government in time of war. He cannot hamper buyers of consumer
80ods by taxing them or otherwise limiting their financial resources; nor does he
ave at his command the ultimate financial power, the sovereign power to
create money. He is limited to such cash as he may have accumulated and to the
2unds he can raise through the capital market or the banks. Of much greater
"Mportance as a limitation on the rise of prices during such booms is the fact
‘13t the demands of the buyer of capital goods are much less insistent than
0se of governments during war. Individual producers do not go on extendlpg
blant ang installing new equipment year after year; they soon reach the size
of plant and type of equipment they think adequate for the time bemg. W}}en
the Mmachines which embody new methods are generally in use there is a falling
Off in the demand for new machinery till some new invention revives it.
Oreover, the very inflation which this boom-time capitgl' goods .buyin.g creates
Taises the costs of capital goods and reduces the profitability of installing more
hem, Eventually therefore such periods of higher production and “prosperity”
fome to an end.

is
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They are usually followed by depressions for the same reasons that declining
activity follows the petering out of the excess consumer demand which follows
wars. There is therefore every prospect that the price increases which come
about in the boom will be reversed in the depression. In other words there
is little ground for apprehending serious, enduring price inflation from the
functioning of a purely private enterprise system; the probabilities, indeed,

(" seem to me to be all the other way.

We may now ask what bearing these comments have on our present
position and problem. During the postwar period the behaviour of the index
of wholesale prices falls clearly into two periods: one of rapid and extensive
rise in 1947-48 and again in 1950-51, and, after a fall in 1952, one of relative
stability since. The first was mainly due to the usual postwar spending by
consumers and businessmen accentuated by easy money policies and export-
stimulating action. In the second period, though the rise in output has been
about as fast as in the first period, the price increases have been of the sort
one might well expect from the usual peace-time private investment spending
£ed booms_discussed above. %

The question which this distinction of periods in the postwar price rise
raises is one which has dogged the minds of businessmen and governments for
years past: How long is this peace-time capital boom likely to last? Will
it be followed by serious depression, as such booms have been so often in the
past? Were our economy like that of the 19th century, or the inter-war years,
it would be proper to expect that the recent high rate of economic growth
would in time be sharply reduced giving place to depression. But the economic
system is not the same; it has been fundamentally altered in its functioning.
For one thing there is the new insistence that governments shall act to prevent
the human injustice and productive waste of large-scale unemployment.
Fluctuations in the level of private investment spending are now to be mitigated
by fiscal and monetary policy. When income and profits fall, current tax
payments become smaller also; unemployment brings payments from the
insurance fund which help to sustain consumer buying; monetary action hastens
the easing of credit conditions. Governments may also actively intervene by
cutting tax rates and increasing spending, as on public works, to offset some-
what the decline in the private demand for goods and labour. It is tempting
to conclude from the mildness of the recessions of 1954 and 1957-58 that these
new policies to prevent recessions turning into severe depression have been
successful.

It is too early, I fear, to draw so hopeful a conclusion with assurance. For
there is a second aspect of the postwar economy which distinguishes it sharply
from that of the interwar period and which may have been as influential on the
course of events as these anti-depression policies. Never before has spending
by all levels of government been so large year in and year out, in boom and
in depression; never has it grown so persistently; never in peace time has it
been so high a percentage of the total national expenditure in Canada as it now
is. / You are all well aware of the reasons for this growth. For the moment I
am concerned not with its causes but with its consequences. Expenditures of
all governments on goods and services alone (which are now almost as large as
either our export sales or private investment spending on fixed capital goods)
must have a stimulating and a stabilizing effect on the Canadian economy of
sizeable proportions. The assurance that this very considerable market demand
(in 1958 $6 billion out of a gross national expenditure of $32.2 billion) will be
there in recession as in boom permits the private producers directly affected not
only to stabilize their operations but to expand more confidently in other
directions. Through the network of relationships with other producers these
consequences will spread in the economy. There is also an indirect effect to
be expected which may be of even greater importance. An assured income
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through all the phases of the business cycle, such as the workers in the industries
dependent on government spending would have, certainly stabilizes and
brobably also raises the level of their spending on consumer goods. Through the
stores this favourable influence will be passed on to the producers of consumer
goods where it will tend to have similar effects over ever-widening areas. The
Size of the net effect on the economy of a high level of government spending
Wwhich is not varied with the business cycle would probably vary considerably
from time to time; but that it must in the long-run be of great importance is
hardly open to doubt. In the economic system of the interwar period or the
19th century this stimulating and stabilizing influence was of negligible im-
bortance.

It is true, of course, that when peak spending by private business puts the
economy under stress government spending adds to the pressure and its effects
may properly be offset by running a budget surplus. However, as soon as any
fall in business incomes cuts into tax revenues the net effect of these spending
brogrammes immediately and automatically grows. There is no waiting on
‘_Che slow process of getting new public works underway. Other public policies
Intended to delay the decline in private demand upon the onset of recession
depend for their effect upon the reaction of the private businessman and the
Consumer to such things as tax cuts and easier credit conditions: in the face
of business uncertainty it may not be a very positive one. But government
eﬁlcpenditure on goods and services continues as an actual demand in the market
Place. ]

The catalogue of the effects of a high and relatively steady level of govern-
ent spending on goods and services has yet other items in it to be explored.

ithout much spending by governments on the basic utilities, on the educational
and welfare services necessary in a growing economy, the expansion plans of
Private business could not be carried out. It would be quite impossible to
Provide these facilities by sporadic government spending designed primarily to
Counteract recession. There is also a related aspect of this matter of greater
Importance in the United States but whose effects are bound to spill over the

order. In recent years the technical requirements of national defence pro-
8rammes have become so complex that the cost of much of the necessary
Tesearch has gone beyond the reach of even the largest business corporations;
it can be carried on fully, in fact, only by the governments of very wealthy
Countries. Yet this research not only contributes to national security, not only
does it tend to stabilize the volume of business, it also gives rise to many of the
m}lentions by whose application in industry private investment spending is
Stimulated and the productivity of the economy ultimately improved. ‘

We may safely conclude then that the economic prosperity of Canada since
the second world war has been related to the actions and policies of governments
to an unprecedented degree. But their importance should not be exaggerated.

his is still a private enterprise economy and the decisions and accomplishments
of private business have been the primary factor in bringing about the growth
of the Canadian economy and the improvement in our standard of living.

If the postwar boom in Canada has been shaped by new factors such as
ﬁull employment policy and high government spending on goods and services,
s dimensions have been very largely determined by an old-fashioned factor, |

€ import of capital and business enterprise from abroad.‘ It will be recalled
at building new buildings and installing improved machines adds to the
mount of employment, of income earned and of consumer demand, without
Mmmediately increasing the flow of consumer goods on which the income is
Sbent, If the increment of income were not spent but saved the price raising
ffect would be absent. But when the funds come from abroad demand in
anada is increased just as it is when governments initiate the production of
War goods. American companies, for instance, may bring much equipment
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and some staff with them but, as local workers will usually be hired and local
goods bought, a stimulating effect from their activities must be felt here.
Canadian business will therefore find reasons to expand its current operations
and probably its investment spending also.

Our recent prosperity is basically, therefore, of the traditional kind.
Qanada has been the scene of a great resource development and capital expan-
sion boom and has experienced the inflationary and other disturbances which
usually result. But it is also true that the pressures on the economy have been
accentuated by the high level of government spending on goods and services
and the full employment policies applied. It is hardly surprising, therefore,
that the prices of goods and of labour have risen in boom periods and shown
little tendency to fall even during recessions. If the expectation that severe
depressions can be prevented becomes more widespread, if the cold war and
economic growth in western countries maintains a high level of world demand
for our exports, producers may be less and less willing to cut prices in the
face of a falling off in business which they expect to be brief. In such
circumstances prices would very probably show a long run rising tendency
if vigorous measures were not taken to counteract it.

Amongst the forces which tend to a net rise in commodity prices is one
which has long been operative but which seems to be growing stronger. For
decades the downward flexibility of prices has been reduced by the ability
of many businesses to keep the prices of their products from falling in reces-
sions. In this habit they have been strengthened by the fact that public
opinion frowns on cutting wage rates as an anti-depression policy. In the
belief that the costs of depression are thus made to fall unduly upon the
producers of commodities whose products remain flexible downwards, especi-
ally foods and many raw materials, farmers and some other groups demand
that the prices of their products be stabilized also, if necessary by government
action. If prices rise in business cycle booms and their fall in recessions is
reduced by these pricing policies, tendencies to a long-run rise in prices are
clearly strengthened.

Whether strong labour unions have raised wage rates more rapidly than
they would have risen otherwise and whether, if this be true, a new and
independent source of inflationary pressures on prices is thus created is a
somewhat different question however. When other strong inflationary pressures
are operating, union pressures may hasten wage increases in particular in-
dustries and bring about their more rapid spread through the economy. It is
possible that some producers may be in a strong enough bargaining position
in the markets for their products to raise wages and prices even in slack times.
But I think this behaviour is not likely to become general unless a very
expansive mood has already been created in the economy by other inflationary
forces. That the habit of resisting downward pressures on prices and wage
rates is weakening the tendency of prices to fall in depression is obvious.
That the pressure for wage increases has become an independent and powerful
inflationary factor has yet in my view to be demonstrated.

In concluding, I should like to state once more the explanation of in-
flationary pressures offered here and then to comment on the difficulty of
getting strong public support for inflation controls.

No private enterprise economy will suffer long from inflationary pressures
unless it changes its structure of production so as to give a larger place to
producing goods which consumers do not buy. These may be inter-continental
missiles, atomic reactors, seaways, iron ore, factories, new machinery, roads,
or schools. While they are being constructed incomes rise as contractors on
these projects compete for the existing supply of labour and raw materials.
If finance for these enterprises were to be obtained mainly from increased
savings by established businesses and their workers, total demand would not
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much grow; a place would be made for the new products by reducing the
d_emand for, and the production of, the old. This source of finance is not
likely to be important, however, except in time of war when there is strong
D}lblic support for the restrictive policies required to bring it about. At other
times finance is more likely to come from inactive cash balances or through
an expansion of the money supply. When this money is put to use there
arises an additional demand for labour and raw materials, a sharpened competi-
tion for funds in the capital markets. As producers of consumer goods feel
the quickening pace of business they themselves lay plans for new plants
Or installing improved machines. The general business expansion gathers
Mmomentum. Eventually, hectic boom conditions may appear.

If a purely private enterprise economy is left to itself in such a situation
rising wages, interest rates and prices are sure to result. When scarce goods
are being rationed by the purse the man with the largest purse wins—in war,
the government, in peace borrowers with the best credit standing in the capital
Market be they governments or private enterprises. When prices become
too high even for the most speculatively inclined, the boom collapses and
depression follows.

As war experience clearly demonstrates the remedy for such an inflationary
Situation is to reduce total national spending or better to control its growth. To
Taise taxes and limit the supply of funds at the banks and in the capital market
Will control inflationary pressures in peace as in war. Controlling inflation is
Not at'bottom a question of the remedies to be applied but rather of the public
Willingness to see well-known remedies vigorously used.

The striking contrast between the distaste of the public for anti-inflationary
action and its whole-hearted support of the standard remedies for depression
1S worth brief examination. During depression every encouragement is given

€ businessman to expand production and, in particular, to undertake new
enlargements of production facilities which he may have decided to postpone
until petter times. Circumstances in recession are favourable. Labour and
Taw materials supplies are easy, banks are willing to lend. As recovery occurs
and business expectations improve more businessmen embark on such expan-
Slon projects, too often perhaps on the optimistic assumption that the favour-
le economic aspects of the recovery period will last through the coming boom.
hen costs rise, materials and labour become scarce and funds to complete
pI'O.J'eCts become unavailable, the frustrated planner is likely to blame the labour
Unions or the banks for spoiling his chances at the boom time profits a com-
Pleteq project might have made possible. If a national economic policy which
enc‘Ollraged his plans during the recovery period has since been changed to one
Which now seeks to limit the amount of spending on capital projects, the indi-
Vldl.lal’s frustration may develop into a bewildered resentment at the apparent
~ Vacillation of the authorities. A small rise in prices may seem a slight price
© pPay for the greater economic growth he thinks less restraint would have
Permitteq, -
o It is not easy to convince such a person that the res}rain‘gs of which he
Semplams lie in the nature of things rather than in economic pohcyi ?hat policy
Seeks‘merely to speed up their application and thereby perhaps mitigate their
-Verity. He may find it hard to realize that during the boom the completion of
;s Project involves the use of men and materials which others must surrender
i Illm either voluntarily through saving or under thg compulsmn. of rising
prs S and prices during inflation. For the amount of capital goods_ which can be
w}?_duced during a boom period is limited not so much by financial restrictions
eielch may be imposed as by the scarcity of materia@s apd labour, an insuffi-
allgcy ‘Which inflation does nothing to remove. Inflation is rather a method of
or .cat_ln_g scarce materials and labour to particular governments, corporations
1nlelduaIS, those with large financial resources or great borrowing power.
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I see no reason to believe that this allocation of scarce resources is necessarily
preferable to that which would come about if economic policy were applied to
restrain the vigour of such outbursts of national spending and if the com-
pletion of many particular projects took somewhat longer.

The severe depression of the early 1930’s and the disappointing recovery
which followed it led to widespread acceptance of the view that strong defla-
tionary tendencies were at work in the peacetime economic system. At full
employment income levels private savings tend to be larger than can be
invested profitably, over long periods of time, in the creation of capital goods.
Boom years rapidly use up the better opportunities; lower spending on capital
goods and recession follow. Fearing that this might again be the case when
the second world war was over, governments, in line with their newly-assumed
obligation to promote full employment, made plans to stimulate postwar
national spending.

The years since the war have shown again that vigorous boom periods can
occur despite the deflationary tendencies of the economic system. I have
argued above that full employment policies and high levels of government
spending have played an important part in holding deflationary tendencies in
check. Those who think these deflationary forces very powerful, still fear,
however, that vigorous anti-inflationary action may upset a precarious balance
of inflationary and deflationary forces and precipitate decline. Others go
further to express doubts as to whether recent levels of government and private
spending will prove large enough to maintain high average levels of employ-
ment indefinitely. Moderate prices increases from year to year would be wel-
comed by this school of thought as tending to improve private business expecta-
tions and so to enlarge private spending on capital projects. Still others,
believing moderate price increases inadequate for this purpose and more rapid
and prolonged inflation disrupting to the national output, argue that as western
countries become richer and their savings larger, their people must be prepared
to see more of current output devoted to public ends and more of the national
income therefore spent by governments.

Responsible economists may be found today to support these various points
of view. The relation of price movements to economic stability and growth is
today one of the main preoccupations of the profession. Studies have not yet gone
far enough to bring about general agreement. I think that very few economists
will be found, however, to argue that our policy choice lies between full em-
ployment plus sizeable price increases, on the one hand, and price stability
plus stagnation in the national output on the other. Most economists would
agree that policies which tend to produce rapid price increases should be
avoided. Advocates of a long-run rise in the price level always assume that
the year-to-year inflation can be kept moderate.

Adoption by governments of a steady rise in the price level (i.e. a fall in
the purchasing power of the currency) as a national economic policy objective,
would, as soon as its implications were generally understood, increase infla-
tionary pressures substantially and make it difficult if not impossible to keep
the inflation moderate. Our policy objectives should, on the contrary, aim at
long-run stability in the price level. In boom periods some price increases may
well occur; but these should be offset later by periods of decline in the average
level of prices. Provided the economic system retains its competitive and
flexible nature and movements of the price level are kept within reasonable
bounds, fluctuations of the index of prices below as well as above the long-run
average position are not incompatible with high levels of employment and great
growth in the national output. An anti-inflationary policy demands, therefore,
not only fiscal and monetary action designed to bring about appropriate move-
ments in total national spending; it involves also other policies designed to
strengthen, and restore where it has been lost, the flexibility of our productive
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System. There is thus a fortunate agreement between national policies to pro-
mote a steady improvement in productive efficiency and the fiscal and mone-
tary policies which would create the economic environment most likely to
bring about rapid economic growth. In that environment, I believe, long-run
stability of the average level of prices is an essential element.

The Acting CHAIRMAN: Thank you very much, Professor Knox. I am
Sure we are all very grateful for this comprehensive, careful and well thought
out presentation of the general conditions applicable to the study of inflation.

Professor Knox has very kindly agreed to answer any questions which
the members of the committee would like to put to him.

Senator Bairp: Professor, what would you think the effect would be, or
could be, or should be, if the floor prices were removed, for instance, on cheese
and eggs both in the United States and here? Do you think there is a false
ceiling there created by the establishment of these prices?

Professor Knox: As I have argued, all these price stabilizing policies tend
to work against a downward movement of prices rather than an upward move-
ment and they, therefore, seem to me to be one of the forces that tends to a
long-run upward movement .in the price level. Of course, there are many
other forces at work in the economy, and you have to consider others as well.

The Acring CHAIRMAN: There is a question I would like to ask you,
Professor Knox. Yeu talk on pages 18 and 19 of your paper about some
e€conomists believing in a policy of moderate price increases over a period of
time, and I think we are familiar with the fact one very well known professor
in the United States, Professor Schlicter, has advocated that theory, and I was
Wondering whether you might elaborate on your remarks in the paper and
say what you think of such a policy as applicable to Canada.

Professor Knox: Mr. Chairman, this is not a new idea. It is some time
since I was at Harvard University after the First World War, but Professor
Allyn Young, who was my professor of money and banking at that time, used
to say again and again: If—and I would underline that word “if”—If it were
bossible to operate the capitalist system in such a fashion that annually there
Was a two or three per cent increase in the average level of prices this would
Probably be the most effective functioning that that system could turn out,
but then he would at once say “if”, and since in those years, which were 1923
and 1924, the world was full of examples of the difficulty of keeping the
movement of prices moderate in range he rejected this as not a possible way
for the economic system to be made to operate.

I must confess that nothing I have seen in the interim leads me to question
his opinion. I think, if I may continue just for a moment, that the critical
Mmatter here is what the people think is going to happen. If you can maintain
an attitude in the public mind that says: “By gosh, I don’t know which way
the price level is going to go. One can never tell”, then, I think, the public
Wwill take quite a bit of movement of prices in either direction without begin-
Ning to react to it too vigorously. But, when you lay it down as an element
in national policy that you are not only going to tolerate it if you cannot help
@t, but you are going actively to assist and to promote, if necessary, a rise
In prices of several per cent a year, then it seems to me that you put the public
Under notice that this is going to happen, and it better begin to protect itself
Against it. When the public begins on a large scale to protect itself against
Inflation, your inflationary pressures rise and the keeping of it moderate
becomes I think, impossible.

Senator RoBeERrTSON: Even among the advocates of a more or less regular
lncrease how did they purport to deal with the subject of individual savings
accumulated for the future? Assuming the consumer could be controlled, would
Nnot that seriously affect the whole basis of saving?

21298-5—2
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Prof. Knox: Certainly.

Senator RoBErTsoN: How did they answer that one?

Prof. Knox: The whole purpose of inflation is to gyp the saver, if I
might put it crudely, because inflation is of no great point unless the resources
that are put into the hands of those who have the money come out of the
hands of those who haven’t. People who advocate this sort of action propose
various offsetting devices, such as some increase in the value of savings bonds
according to a purchasing power index, or such things as escalator devices
which have appeared in wage contracts. It seems likely to me that if they
work they would increase inflationary pressure.

Senator RoBerTSON: How would they deal with things like life insurance?

Prof. Knox: That belongs in the same category.

Senator RoBerTsonN: How did they deal with it?

Prof. KNoX: By similar devices so as to vary the amount in accordance
with the movement of price level, as I understand it.

Senator THORVALDSON: Professor Knox, on this very point I think you
have indicated Professor Young’s view very clearly. I am wondering if
Professor Shlichter’s view would really differ to any great extent from that
of Professor Young’s?

Prof. KNox: So far as I understand it, it does in one particular, namely,
he thinks the world is very different from what Professor Young thought it
was, and all these great pressures towards keeping prices up are, I think, just
underlining the validity of Professor Young’s point of view. I gather that in
Schlichter’s point of view inflation is inevitable and we might just as well
make the best of the world in which we hve by attempting to control inflation
and, if necessary, maintain it.

Senator THORVALDSON: You refer to a school of thought which held the
view generally that it would be desirable to have inflation of one, two, three
per cent a year. Is there really any great deal of thought in America among
responsible economists ‘with respect to that view?

Prof. KNox: Yes, there are others besides Professor Schlichter.

The AcTinG CHAIRMAN: Is there any responsible thinking in Canada on
that score?

Senator THORVALDSON: Among economists?

The AcTING CHAIRMAN: Yes, among economists? I am thinking that what
might have some validity in a country such as the United States, which has
not such a large percentage of its production going for export purposes, might
have a different and less serious application in a country such as Canada.

Prof. Knox: I don’t recall any advocacy of it in Canada but I may be
wrong and omitting something there. I think it is quite obvious, is it not, that
a small country which is largely dependent upon export trade and import of
capital cannot independently of itself go out on any larger policy.

Senator MacDoNALD: There is no doubt there is an opinion among certain
economists in Canada that this inflation, which I think is often referred to as
creeping inflation, is not against the best interests of the economy.

Prof. Knox: I think it is rather a general opinion that if you can keep
inflation moderate, the damage which it does is much less than rapid inflation
because people find it possible to adjust themselves to the changes.

Senator BRUNT: Is that your opinion, Professor Knox?
Professor KNox: I share that opinion. My whole point is that I do not
think you can keep it moderate.
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Senator CrROLL: Do you agree with the view that we have had a moderate
and uniform inflation in this country over, let us say, ten years, and that in
the end it has been a good thing for this country? In view of what you said
4 moment ago, would you care to comment on this statement?

Prof. Knox: I would accept the first half of it.

Senator CroLL: That it has been moderate and uniform?

Prof. KNox: Yes.

Senator CroLL: It is the last part you do not agree with?

Prof. Knox: It would take a much more thorough analysis of the last
decade than I have made to make it possible for me to make such a judgment.

just don’t know what the role of price increases has been in the Canadian
€Conomy. We could only make a decent opinion on that after a most careful
analysis of all the inflationary forces that have been at work, and that would
€ quite a job, and one which I have not undertaken. :

Senator CroLL: Well, for the moment, am I right in saying that the inflation

has been, on the average, about 3 per cent a year?
: Prof. KNox: I cannot say just what the average has been, but the inflation
n 1947-48 brought an increase in prices of about 40 per cent in a two-year
Period. The inflation of 1950-51 brought another increase in prices of about
20 per cent, but then there was a relapse in 1952. Since that time there has
€en a relatively moderate rise in prices, particularly wholesale prices.

Senator CroLL: From 1952 to 19597

Prof. Knox: It has been relatively moderate during that period. I don’t
know what the exact price increase per year has been.

Senator THORVALDSON: We have been talking of this creeping inflation in
terms of being moderate and perhaps not moderate. I would question whether
€ven you would say that an inflation of 3 per cent is moderate and whether you
Wouldn’t say that it is pretty high.

it Professor Knox: If it goes on it will become pretty large in a decade’, will
1T not?

Senator THORVALDSON: That is the point. .
Senator CRERAR: At the top of page 2 of your brief you say this:
If economic policies designed to restrain both inflationary and
deflationary tendencies are to be effective, the confidence of the public

in the long-run stability of the purchasing power of the currency must
be preserved.

Now, I would most assuredly agree with that statement, and I think every-
¥ else would. The important question is: how are we to reach that desirable
end of inspiring the public generally with confidence that the purchasing power
i money will continue to have stability? We did that during the war when we
Diroduced the Wartime Prices and Trade Board.

Prof, Knox: Yes.

th Senator Crerar: With complete control all down the line. However, in

€ absence of that I would like to know whether in your judgment, Professor

Ofn:’X, it is possible or even conceivable that you can generate in the vast mind

Wil he public a thinking and reasoning attitude towards these problems that
Ul respond to the suggestions that you make further on in your brief?

Prof. Knox: I would say not unless you cause or something causes prices
all occasionally.

bog

to ¢

Senator CRERAR: Precisely, and if you let prices fall occasionally then you

rate an enormous amount of discontent, and every tub-thumper throughout
21298.5—93 ;
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the country is on a platform denouncing the authorities that permit this to
happen. Now, I boil it down to this, professor: are we not faced here with a
choice really of complete Government regulation or control as we had, for
instance, under the Wartime Prices and Trade Board or, on the other hand, of
leaving people to the consequences of their actions and to be disciplined through
events?

Prof. Knox: I 'should be very discouraged, after all the thinking that
economists have done on these matters in my lifetime, if that was in fact the
choice open to us, and the only choice.

Senator CRERAR: My criticism of the economists is that they have not come
out yet with a reply to that question.

Prof. KNox: Not with one easy and simple reply; but I would think, senator,
that it is possible to devise procedures of fiscal and monetary policy, which in
association with other things I would like to speak about in just a moment,
would tend to minimize the inflationary pressures in the economy.

Senator CRERAR: I agree wholly on that. My question is, how are you
going to get them accepted in a democratic country.

The AcTiNG CHAIRMAN: Perhaps through Senate committees.

Senator CRERAR: Well, that is if the valuable contribution of this committee
through its deliberations will be accepted by the public generally as the remedy.
Now, I do think, Professor Knox, that is a very crucial question.

Prof. Knox: But I think there is one aspect to keep in mind, Senator
Crerar, and that.is that the natural course of events may do thxs for us.

Senator CRERAR: By the natural disciplines?

Prof. KNoX: Yes; and we may not be completely successful in 'oﬁsetting
them by our fiscal and monetary and other policies.

Senator CRERAR: Professor Knox, if we ever reach that desirable goal,
which I am bound to say seems to me very, very distant, where political parties
and governments will do the right thing, willy-nilly, and are prepared to go
out, and that another party will come in and do the same thing, and go out,
in the course of about five elections you might educate the people.

Senator BRunT: It would probably end up with one political party.
The ActinGg CHAIRMAN: Senator Macdonald?

Senator MAcDONALD: Professor Knox, returning to the question of gradual
inflation. Is it not a fact that over the years, from the beginning of this century,
with the exception of one or two periods, the inflation has been gradual, and
if that were not so would we not be back to the period when eggs were selling
for ten cents a dozen and other produce at comparative prices? Is it not a fact
that it has been necessary to have this gradual inflation in order to arrive at the
standard of living which we have now reached?

Prof. Knox: Well, this raises the question of my own teacher, Allyn
Young, a question which has been raised by so reputable an economist as
Alvin Hahsen, of the United States—whether the world in which we live,
cannot reach a maximum output without this upward movement of the price
level. I can merely repeat my own judgment, that I think the deflationary
tendencies in the economy are very strong, that they are not likely to be offset
steadily over long periods of time except by a great deal of deliberate policy, *
and furthermore, that some of the periods of the most rapid increase in our
national output have been in periods of relative price stability, as in the last
few years. I do not think it is necessary to have a great price change in
order to get a maximum output.

Senator MacpoNaLp: No, but we have only had a large price change, well,
after the First Great War, and after the Second Great War.
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Prof. Knox: That is true.

Senator MacpoNALD: Apart from that, the inflation has been very gradual,
and no one has suffered much from it. In fact, I would say that we have all
Probably benefited from it.

Prof. KNox: Well, I think if I may say one further thing, that the high
8overnment spending, and the anti-deflationary policy together, added to the
Normal activity of private enterprise have done that. I do not think you need
to have price level up or down to have a maximum output. I think you might
8et a maximum output, provided the movement is gradual, with upward,
downward or stable price levels. I think other factors determine the maximum
rate of output as well as price movement as one of the factors.

Senator WALL: Is there not a basic economic equation which may or may
not be affected by the price level and not enough goods, and that is the supply
of money and whether its velocity equals the goods and services, and it does
Not have to happen because the price goes up, and therefore the volume goes
up, and the standard of living goes up with it?

Prof. Knox: No, I think this is quite true. In fact, you can see from the
Tecent research by Professor Freidman that the great periods of inflation in
the stock of money have not been great periods of national output but of great
Price increase; when the volume of money has gone up the price level has.

The AcTiNG CHAIRMAN: Senator Euler?

Senator EULER: In listening very carefully to what you have said, Professor
nox, the thing that is outstanding in your mind is that in order to fight the
hreat of inflation you must maintain ‘public confidence in the value of our
dollar, Now, my own opinion is that that confidence has been slipping pretty
fast. Possibly you have answered this here, but if so I have not got it very
Clearly. What would be your method of maintaining or restoring the confidence )
of the Canadian people in the value of the currency? /

i Prof, Knox: I would say that if it is slipping very fast, if this be true, )
tisa consequence of war and its consequences; and that as soon as we get far
el?Ough away from the disturbing effects of war and come up with an economy
With a definite full employment policy and a high level .of Government |
Sbending, I see no reason why the continued rise in the price level should '
‘OCcur, My whole argument is that there must be powerful inflationary 'forces
at Work, and the main source of such forces has hitherto been war. , . -

Senator EULER: Professor Knox, did I understand you to say that you
0 not agree with me that that confidence is slipping?
Prof. KNox: No; I think it is. I have suggested here that one—
Senator EULER: How will you restore it?
Prof. Knox: By making the price level stable.
Senator EULER: By what means?
Prof. Knox: I do not think you need to take positive action to do this.
I haye argued that in a normal peacetime period as you get farther away from
€Se inflationary tendencies that arise out of war, deflationary forces will
€Come relatively stronger, unless the new inflationary tendencies that seem
O_be arising within the system become powerful more quickly than I think they
Wil], Getting away from war into peacetime circumstances forces come into
Oberation which, since 1800, have brought about a tendency for the price level
ho Move down as often as, and I would think that one of the things we may
ave to watch in the future, indeed, is tendencies to deflation that may be
8reater than we wish to accept.
Senator EuLER: Do you think the public confidence is going to be restored

a“ltOIl‘latically without any definite Government action?

e e
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Prof. Knox: I would hope that as the war and post-war pressures recede

into the background, and unless some disturbance of a similar kind occurs, we’

might then find it much easier in fact to keep the price level within reasonable
range.

Senator EULER: But at least it seems possible, from what one sees and

hears, that this war disturbance, or fear, will continue, and if that continues

then what are we going to do fo restore public confidence? -

Prof. Knox: If I might repeat, I would think that public confidence will
be undermined only if the actual movement of prices continues steadily upward
for long periods of time. Any reversal of that direction, any sizeable reversal
would create the uncertainties which I think are what we should leave in the
public mind.

The AcTiNG CHAIRMAN: May I interject, Professor Knox, w1th a question
there? You are assuming that we have both the ability to control the money
supply and the willingness to control it in the dlrectlon of the stability of prlces

Prof. Knox: Yes. -

Senator THORVALDSON: A moment ago Senator Crerar was dealing with a
point which I really do believe is fundamental in its whole nature, namely a
public attitude. There seems to be a public attitude, both in Canada and the
United States, that the only time and way you can have prosperity is during
a period of inflation, be it moderate or otherwise. But is it not accurate to
say that in the last hundred years on this continent we had, from the end of
the Civil War to the end of the century, both in the United States and in
Canada, a deflationary  period which was continuous for over a quarter of a
century during which time there was tremendous growth and development and
prosperity throughout the United States. Is that not fairly accurate?

Prof. Knox: I have a chart here of the wholesale prices in Great Britain
which shows for one thing, for instance, that the price level in 1940 was almost
exactly where it was in 1840, and yet there has been considerable growth in
output over that period.

Senator CrorLL: That raises a question in my mind, a question along these
lines that is not our standard of living, when compared to the standard of living
in other countries, due in part to the inflationary forces that have been in effect
in this country?

Prof. Knox: By no means. I would suggest that the reason for the difference
in the standards of living is the basic resources that we have had at our disposal
and that they have had at theirs.

Senator Harc: I do like your ideas about our being distant from war,
Professor Knox, but we are still in a war—a cold war—and it is just as disas-
trous as a hot war, and until that cold war is settled we will not be able to
get away from that war hysteria.

Prof. Knox: I think, though, that the cold war is not as ‘disastrous in its
effects on the price level because the size of the expenditures involved
is not yet relative to the national income, as large as it was in war.

Senator Hatg: There is a great tendency at the present time to take money
out of investments such as a life insurance policy, or an endowment policy,
and put it into real estate, say to purchase a house. The common man, the
man like I meet as a practising lawyer, comes into my office and says, “I am
buying a house.” I ask him, “Where are you getting the money?” And he
will reply, “I cashed my insurance policy.” Than I would ask him, “Why
did you do that?” And he will reply, “Well, I know that if I buy a house
it will not go down in price but I don’t know what my insurance policy will
be worth when it becomes due.” Is that idea widespread?
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Prof. Knox: You have more experience of the public’s feeling about that
than I have, Senator Haig, but I understant that it is widespread.

Senator Harc: It is being carried out extensively?

Prof. Knox: Many people are doing this. I understand, and I see offered
as a common explanation of the relative behaviour of stock prices and of
bond prices. It cannot be the whole thing, of course, but it may be an element
in it. ;

Senator CRERAR: Mr. Chairman, I have a few questions to ask, but I must
say that they are of a speculative nature.

Professor Knox, if the price controls of 1941 which touched everything,
Wwages, prices, salaries, rents, and everything else, had been continued until
after the Korean war or say for ten years, would our position be better than
it is today?

Prof. Knox: Well, this is one of the hypothetical questions which I do
not know how to answer because I do not think it could have been continued.
Public opinion would not have put up with it. The very efficiency of a
number of these controls had already been worn away; there was a con-
siderable attrition in the efficiency of the controls simply in the transition
from war to peace. I doubt if they could have continued.

Senator CRERAR: Well, might I point out that they did that with con-
siderable success in Great Britain. I was in Great Britain in 1951, which
Wwas just six years after the war ended, and I had to get a ration card and
queue up, my wife and myself, to get a ration of meat. But prices were held.

Prof. Knox: But the public situation, the situation of the British economy
after the war was more like that of a war situation than was true on this
continent.

Senator CRERAR: Would you say it was because there was a better dis-
Cipline in the British mind than there is in the Canadian mind?

Prof. Knox: That, I do not know, sir. That is out of my field. I would
rather say that the economic situation of this continent was so much easier
than that of the European countries that those controls might persist there
longer than they did here.

Senator WarL: I wonder, Professor Knox, if you would care to comment
on the general proposition that a study—and I am using the word ‘“a”—of
_ the modern threat of inflation is now not really well timed because that threat
is not existing. = After all, prices lately have been seasonally going down a
little bit. What is your opinion of the basic value of a study of inflation,
Nnot necessarily this particular one, but one which is in this context.

2 Prof. Knox: Well sir, I think there are strong deflationary and strong
Inflationary tendencies at work in our economy. I think it is always appro-
Priate to study how these are operating and to try to estimate the cir-
Cumstances under which one or the other may dominate. I think this sort
Of study must be a continuing pre-occupation not only of the economics
Profession but of public men and leaders of opinion.

Senator RoOBERTSON: Professor Knox, is there any material difference as
Tespects any inflation or the danger or threat of inflation as between this
Side of the Atlantic and the other?

Prof. Knox: There certainly was after the war. I have seen it stated
Tecently that the threat of inflation is now perhaps better controlléd in Europe
'_Chan here. T have seen that idea expressed, and it may be related, and indeed
it was by the author I am thinking of, to the point that Senator Crerar has '
Made, that over there there is probably a greater willingness to accept certain

€grees of controls than exists here. This may or may not be true. However,
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it_ is also due to the vast improvement in the character of the European economic
situation. They have staged an amazing recovery since the war.

Senator MACDONALD: I was quite impressed by two sentences—there are
many impressive sentences in your brief, but two of them in particular—on page
19, at the top of the page where you say:

Our policy objectives should, on the contrary, aim at long-run
stability in the price level. In boom periods some price increases may
well occur; but these should be offset later by periods of decline in the
average level of prices.

If that were so, would it not result in, and is this not what you approve of,
periods of great employment in Canada, followed by periods of considerable
unemployment? My question is: would the result not be periods of decline,
followed by periods of incline in prices?

Prof. Knox: It seems to me that these periods arise in spite of our-
selves, out of the nature of the economic systemi under which we operate.
We are going to have booms and we are going to have recessions. I think we
are acquiring gradually—or perhaps I should say I hope we are—both technical
capacity and support for policies which will moderate each of these tendencies.
But that we are going to have periods of boom and price increases, I have no
doubt. What I would hope is that we can so arrange our national affairs that
we can without damage to any particular interest accept some fall in the
average level of prices as an accompaniment of periods of recession which I
think are inevitable.

Senator MAcpONALD: You think on'the whole that is a good thing?

Prof. Knox: I don’t see any reason to believe that we must always expect
a stable or rising price level. That would vitiate the whole hope for stability
in average limit of prices.

Senator MAcpoNALD: I was interested in what you had to say about
deflation. As I understood your remarks, your fear was that we might have
more difficulty in periods of deflation which lie ahead of us, than in periods
of inflation. Do I gather that from what you said?

Prof. KNox: Yes. I think the deflation tendencies of the economic system,
which have been submerged since the war by wartime influences and other
factors, may very well arise in the future to plague us again.

Senator MacpoNALD: Have you given any consideration as to how far in
the future that period might be?

Prof. KNnox: My dear sir, if I knew that I would not be here.

Senator ASELTINE: What effect would that inflationary period have on
unemployment?

Prof. Knox: Obviously, it would be bad. It seems to me that we have
gone panicky about contemplating any unemployment.

I go a step further; I would not make that statement without making this
statement: I think we have become a wealthy enough community that it is
grossly unfair to let any large portion of the population suffer from unemploy-
ment, which will inevitably occur; I think the difficulty of the economic system
of the past is that when we have had unemployment the incidence of its cost
has been extreme on the unemployed themselves. I don’t think that should be °
the case.

Senator CroLL: What you are saying, Professor, if I understand your

answer, is that you foresee unemployment in this country in some measure—

constant unemployment. You say that would be overcome by looking after
those who are unemployed by other than finding jobs. That is what I under-
stood you to say?
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Prof. KNox: No. There are two things about that: not constant unem-
ployment, but periodic unemployment is what I foresee. Of course it is com-
monly believed that probably 2 or 3 per cent of the population is unemployed
€ven in prosperous times in the process of moving between jobs and that sort
of thing. But with respect to any large core of unemployed, aside from the
Unemployable so-called, if the economic system is going to operate effectively
n periods of over-pressure in the economy, which we seem unable to prevent,
and in the periods of under-pressure which follow I think we ought to be able
to devise a method by which particular individuals won’t suffer from unemploy-
Ment, if the situation is not of their own doing.

Senator ASELTINE: How would that be -accomplished?

Senator THORVALDSON: Professor Knox, we have been doing that very thing
for a long time by means of unemployment insurance and so on, is that not
Correct?

Prof. KNox: That is correct, and I think an extension of those methods
Would be appropriate.

Senator SMITH (Queens-Shelburne): Mr. Chairman, I would like to make

Mention of a paragraph at the bottom of page 14, with reference to Professor

Nox’s statement that pressure by labour unions for wage increases has been
& relatively minor factor. You say:

“That the pressure for wage increases has become an independent

and powerful inflationary factor has yet to be demonstrated.”

At a time when the steel industry is working less than capacity, when
the automobile industry is alko working less than capacity, and the labour
Unions through their power are able to get successive increases in wages,

0es not the public believe therefore the farming segment, indeed the whole
Non-union segment, is going to make a demand on somebody—and in this
Wstance it is the Government—to do something for them? When that happens
IS that not an important inflationary factor?

. Prof Knox: Many people would agree with you. I merely have stated my
OPinion. Note the phraseology: an independent inflationary factor. The;re are
S0me indications that a large group of commodity prices may rise. This may
O inevitable under our economic system. Price stability does not mean
Ndividual price stability. It means a stable average level that permits in-
Vidual prices to go up and go down. ! i
th If this rolling inflation, as some call it, beginning in the steel industry in

€ United States and moving elsewhere goes on I have not yet been convinced
that g upward effect upon the average level of prices will be great unless

€re are other strong pressures of an inflationary kind going on In our economy.

e of them may be an anti-unemployment policy. It is conceivable that the
; OVernment has reasons for undertaking expansive policies, and that may be
) §00d time therefore at which these price increases can be undertaken. This
hs 4 most complicated problem. All I am saying is there are important matters
iere to be looked into; I am not personally convinced they are the most
Mportant,

Uise f}(:nator BURCHILL: On the last page of your brief, Professor Knox, you
« e words “our policy objectives”. I take it when you use the word
Policy” you mean the Government or national policy? :
Prof. Knox: National policy.
instaiecrégtor BurcHILL: That would involve taking care of unemployment, for
Prof. Knox: Yes.
Senator BurcurLy: Plus, I presume, the ﬁscgl policy.
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Prof. KNox: Fiscal policy, monetary policy, and one matter which I have
not had a chance to emphasize, Mr. Chairman, a policy which involves keeping
efficiency high. I think an aspect of this matter which we are too inclined
to ignore is that one of the best ways to keep the present level stable is to do
our job better. And if you create all sorts of pockets within the community
in which price stability is the method of getting income stability, rather than
efficiency in production—if this be the choice—I think you slow up the evolution
and adjustment of the economy to the ever-increasing competitive forces that
fall upon us from outside. So, there is a very wide range of policies, all of
which have to work together.

| Senator CRoLL: Professor, a few moments ago you were speaking about the

price increase during the boom times, which we all understand. My question
is: What, in your opinion, has caused the price increase during the recent
year and a half or two-year recession?

Prof. Knox: Well, this is related by most people to the policies of price
maintenance. I have no special knowledge of it, but most people seem to relate
it to these price raising policies on the part of the private business, or to the
effect of other prices which have lagged in their rate of rise since the war as
compared with the average of prices, and their going on up until they get an
adjustment to them again; or, that the basis of price stability in previous years,
namely, the declining agricultural price level and the rising industrial price
level is no longer in existence. I have seen that suggested, because all of these
are rising now by degrees. You would have to ask an expert price statistician
to comment on that.

Senator CrorL: But is not that really what is troubling the Canadian
people, or the people who have given it any thought at all? I do not understand
it, and you are the teacher, and I am asking for something of rather a concrete
nature, if you can give it to us.

Professor Knox: Well, I would say two things, senator. First, the teacher
is not an expert in this thing, and, secondly, I do not think the experts know.
I am afraid this is one of the unsolved problems on which a great deal more
work needs to be done. :

Senator WarLL: I wonder if I could come back to this cost-push on the
price level aspect, and ask you this: In view of that basic economic equation
that I spoke about before—money supply times velocity equals goods and ser-
vices times their price—somebody is pushing up the price, but that price could
not rise if either the velocity of circulation did not change, or if somebody
did not inject new amounts of money; is it not true, generally, that injec-
tions of money have to be made in order to allow price increases to occur?
That is the other side of the equation.

Professor Knox: I agree, but some challenge the implication of your
remark, namely, that the quantity of money would not be increased and so
prices would not rise on the average. They argue that if you put up prices
and thus choke off demand and reduce production then we have unemploy-
ment, and we have a policy to deal with unemployment. They argue that
vou work from these price policies to unemployment, and then to the general-
ized expansion policies which validate them. I think other things have to
be said in that connection. :

Senator CroLL: I want to ask one unfair question. As betwen inflation,
moderate or uniform, and unemployment, what is your choice?

Professor Knox: I would not entertain such a choice, senator. I do not
think that is the choice before us.

Senator Crorn: That is not the choice?

. S0 Rotigiis i
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Professor Knox: I do not think that is the choice, no. The reason I am
here is that I think one of the great dangers is rapid inflation, if we do not
manage ourselves properly. I think, also, one of the great dangers is a move-
ment the other way that may become rapid if we do not manage ourselves
properly.

The Acting CHAIRMAN: Do you think that will bring greater unemploy-
ment? Is that the point? 3

Professor Knox: They both will be disastrous, and they will have com-
blicated inter-actions. I do not think the choice is between the alternatives
you suggest.

Senator CrorLL: Those are not my own words. I am thinking along that
line, but those words I have just stated come from a man who holds the highest
Political position in this country. I quoted his words, although I used my own
bhraseology.

Professor Knox: These alternatives have been presented by reputable
€conomists as being, frankly, the only alternatives that face us, but I am not
Prepared yet to assent to that pessimistic conclusion.

Senator THORVALDSON: There is just one thing on that point. The facts
brove that you are right on that point, do they not, because a moment ago
We were talking about the tremendous deflation that occurred on this con-
tinent from the end of the civil war to the end of the last century, and that
Coincided with a time of tremendous expansion of employment and business,
and growth, on this continent? Is not that right?

_ Professor Knox: That is true, but I also emphasized, sir, that we do not
live under the same sort of economic system that produced those results.

Senator WaLL: We have talked about deflationary pressures and the fact
that they might bring about price decreases, but this is an instance of where
the costs would be visited upon the unemployed, and it is a problem we are
alert to. We have to find ways of making sure that that cost burden does not
fall too heavily upon that segment of the population. There is the converse
of that, and that is that inflationary pressures bring a heavy incidence of cost
on the older and the less agressive ones, and those less able to protect them-
Selves equally in our economy. Would you care to comment on that? You
Mentioned briefly the effects of inflation in the cost factor upon these segments
of the population. Would you care to extend your remarks vis a vis that aspect
Of the problem, and tell us what may be the means by which ‘we may alle-
Viate some of that cost?

Professor Knox: Well, with regard to the latter question I would hope
We might avoid it by substantial stability of the price level.

Senator WALL: I will buy that. We want to avoid it; that is true.

Professor Knox: If you cannot avoid it—that is, if you do find that you do

Dot succeed in this business of having stability of the price level—then I think

You have another problem on your hands upon which I would not feel com-

Petent to comment, and I doubt whether many economists would, and that is

OW to prevent a group of people who are at a disadvantage from inflation from
Suffering too much as a consequence.

Senator WALL: I am asking this question because there are economists—
and Professor Boulding of Michigan University is one—who claim that with
Tegard to redistribution of income that has taken place in the last two decades
I the United States, the total effect of labour unions, of progressive income
Axation, and of tariffs is not equal to the amount of the redistribution.

Prof. KNox: There has been an enormous shift in the distribution of income
s a consequence of the price rises that take place. There is no doubt about that.
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I think leaders of opinion ought to bear in mind that the Government is one
of the main beneficiaries in that.

Senator WALL: Oh, yes.

Senator HiceINs: Am I right in saying you should really go back to the
old salutary rule or advice that people should spend less and save more? Am I
wrong in saying that?

Prof. KNox: In some circumstances that would be excellent advice, and in
other circumstances it would be disastrous.

Senator HIGGINS: Are people encouraged to mortgage their future by bor-
rowing to get commodities they cannot presently pay for? If I buy a motor car
and I go to a finance company I pay perhaps 20 per cent more to have the car
financed. In one case that may not make much difference but when it comes
to thousands and thousands of cases, doesn’t it amount to an enormous sum of
money, and does that not increase the price of commodities?

Prof. Knox: It depends again, I am afraid I must say, sir. In recession
and in serious unemployment lending money to consumers to increase their
purchases may be one way by which purchasing can be increased and produc-
tion raised and income expanded. It may be equally disastrous to do that when
the economy is already under serious pressure as in boom times. The difficulty
is in turning it on and turning it off at appropriate times.

The AcTING CHAIRMAN: Are there any other questions? Well, I am sure
we are all very grateful to Professor Knox for his extremely informative brief
and the valuable contribution he has made to our deliberation here this morning.
He has been most patient and courteous. Certainly we owe him a vote of

thanks. ,
Hon. SENATORS: Hear, hear.
Whereupon the committee adjourned.
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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, TUESDAY,
April 28, 1959.

“Pursuant to the Order of the Day, the Senate resumed the postponed
debate on the motion of the Honourable Senator Wall, seconded by the
Honourable Senator Leonard:

That the Standing Committee on Finance be instructed to study the threat
of inflation in Canada;

That the Committee have the authority to send for persons, papers and
records, and to report from time to time.

After debate, and—

The question being put on the motion—

: The Senate divided and the names being called they were taken down as
ollows: —

CONTENTS

The Honourable Senators
Baird, Golding, Reid,
Basha, Grant, Robertson,
Beaubien, Hodges, Roebuck,
Bois, Hugessen, Savoie,
Boucher, Isnor Smith (Kamloops),
Bradette, Jodoin, Smith (Queens-
Connolly (Halifax North),Lambert, Shelburne),

. Connolly (Ottawa West), Lefrancois, Stambaugh,
Crerar, Leonard, Taylor (Westmorland),
Croll, Macdonald, Vaillancourt,
Dupuis, : McGrand, Veniot,

Euler, Petten, Wall,

Farquhar, Pouliot, Woodrow.—40.

Gershaw, Pratt,

NON-CONTENTS
The Honourable Senators

Aseltine, Haig, Pearson,
Brunt, Higgins, Quinn,
Buchanan, Horner, Sullivan,
Emerson, MacDonald, White.—14.
Gladstone, Methot,

So it was resolved in the affirmative.”
J. F. MacNEILL,
Clerk of the Senate.

Extract from the Minutes of the Proceedings of the Senate, Wednesday,
June 3, 1959.
“With leave of the Senate,
The Honourable Senator Beaubien moved, seconded by the Honourable
Senator White:
That the name of the Honourable Senator Power be added to the list of
Senators serving on the Standing Committee on Finance.
The question being put on the motion, it was—
Resolved in the affirmative.”
J. F. MacNEIL,
Clerk of the Senate.
21445-2—13
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MINUTES OF PROCEEDINGS

TUESDAY, June 9, 1959.

Pursuant to adjournment and notice the Standing Committee on Finance
met this day at 10.15 a.m.

Present: The Honourable Senators Emerson, Chairman; Aseltine, Beaubien,
Bouffard, Brunt, Euler, Higgins, Isnor, Lambert, Leonard, Macdonald, McKeen,
Pratt, Reid, Turgeon, Wall and Woodrow.—17.

In attendance: The official Reporters of the Senate.
Consideration of the order of reference of April 28, 1959, was resumed.

The following representatives of the Canadian Chamber of Commerce
were heard: —

Mr. Morgan Reid, Chairman, Executive Council.
Mr. H. H. Edmison, Co-chairman, Public Finance & Taxation Committee.
Mr. W. J. Sheridan, Assistant General Manager.

On motion of the Honourable Senator Beaubien, it was resolved to report
recommending authority to increase the printing of the day to day proceedings
from 800 copies in English and 200 copies in French, to 1800 copies and 400
copies, respectively.

The fui'ther consideration of the order of reference was postponed.

At 12.30 p.m. the Committee adjourned until Thursday, June 11th instant,
at 10.15 a.m.

Attest.

John A. Hinds,
Assistant Chief Clerk of Committees.
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THE SENATE

STANDING COMMITTEE ON FINANCE

OrTAWA, Tuesday, June 9, 1959.
EVIDENCE

The Standing Committee on Finance, which was instructed to study the
threat of inflation in Canada, met this day at 10.15.

Senator Emerson in the Chair.

The CHAIRMAN: Gentlemen, we have a quorum so the meeting is called
to order.

First of all, I would like to thank Senator Leonard for acting as vice-
chairman at the last meeting when I was away. From what I hear, he did a
very good job indeed.

I would like to thank the honourable senators for attending in such large
numbers this morning, it being such a beautiful day too.

I also wish to welcome Senator Power to the committee.

There is a need to increase the number of copies of our proceedings, and so
I would like to have a motion to that effect.

Senator BEAUBIEN: Mr. Chairman, I move that this committee be authorized
todncrease the printing of their proceedings from 800 copies in English and 200
copies in French, to 1800 copies and 400 copies respectively.

Agreed.

The CHAIRMAN: Doctor Deutsch has been here and spent considerable time
With the steering committee. He has set the wheels in motion to gather all kinds
of statistics for us, and I am sorry that he is not at the meeting today, but prior
to accepting this appointment he had made some other engagements which he
has to keep but he will be here on June 17 permanently. I might say that the
Steering committee has held several meetings and they have been very successful.
There are at least 21 witnesses lined up for appearance before the committee
between now and the 28th of June, and they have all confirmed their desire to
be here.

Senator BEAUBIEN: Mr. Chairman, while you are on the steering commit-
tee question, I would like to move that Senator Burchill replace Senator
Robertson on the steering committee.

Carried.

Senator LEONARD: Mr. Chairman, before the formal proceedings begin I
should like to speak to a correction in the printed proceedings of the meeting
~ We had on Tuesday, May 26. On page 18, about the 14th line from the bottom,

asked a question of the witness, Professor Knox, and as it appears in the
Tecord it creates the contrary impression to what I actually said. I was asking a
Question as to the theory of Professor Schlichter and was asking the witness
a8 to whether or not that theory of his might have a greater validity in the
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United States where not such a large percentage of production goes for export
purposes than it might have in Canada, and the word “than” was omitted from
the last line of my question so that it created the opposite impression to what
I was actually asking. So, Mr. Chairman, I would ask that if there are any
more copies being printed of these proceedings that the word “than” appear
after the word “application” in the last sentence in that question. The ques-
tion will therefore read as follows:

“I am thinking of what might have some validity in a country such
as the United States, which has not such a large percentage of its produc-
tion going for export purposes, might have a different and less serious
application than in a country such as Canada.”

The CHAIRMAN: Thank you very much, Senator Leonard. We will have
that change made and what you have said will appear in the record today.

Mr. D. L. Morrell, General Manager of the Canadian Chamber of Com-
merce was to appear before the committee today to deliver the chamber’s brief,
but he has been unable to attend. Mr. H. H. Edmison, Co-Chairman of the
Public Finance and Taxation Committee will, in place of Mr. Morrell, address
the committee.

I will ask Mr. Morgan Reid, Chairman of the Executive Council, Canadian
Chamber of Commerce, to introduce the members of the chamber’s delegation
here today.

Mr. MorGAN REID Chairman, Executive Council, Canadian Chamber of

=d

Commerce: On my left is Mr. H. H. Edmison, Co-Chairman of the Public

Finance and Taxation Committee of the Canadian Chamber of Commerce.
Our delegation is composed of Mr. Wm. J. Hulbig, who is a member of
that committee; Mr. J. A. Ross, also a member of that committee; and Mr. W.
John Sheridan, Assistant General Manager of the Canadian Chamber of Com-
merce for National Affairs; and Mr. Douglas Henderson is our Manager of
Department of Information.
Mr. Edmison will be our chief witness.

The CHAIRMAN: As we generally do, would the senators please refrain
from asking questions until Mr. Edmison has completed his brief, and follow-
ing that we will have a question period.

Mr. H. H. Epmison, Co-Chairman of the Public Finance and Taxation
Committee, Canadian Chamber of Commerce:

Mr. Chairman, and members of the Senate Finance Committee.

The Executive Council of The Canadian Chamber of Commerce welcomes
this opportunity to present to the Senate Finance Committee its views on
matters of principle and policy relating to the problem of inflation in Canada.

Introduction:

The Canadian Chamber of Commerce is the voluntary federation of more
than seven hundred and fifty Boards of Trade and Chambers of Commerce
in all parts of Canada. These community Boards and Chambers are established
to promote the civic, commercial, industrial and agricultural progress of the
communities and districts in which they operate.

The Chamber includes among its objectives the development of an informed '

public opinion with the resultant effective action at all levels of government
on questions affecting the public welfare.
This brief is submitted by the Executive Council of The Canadian Chamber

of Commerce and is based upon those principles and policies which constitute -

its platform. A summary of the Chamber policies and philosophy which we
believe are relevant to this submission is attached hereto as Appendix A.

Also attached as Appendix B are excerpts from a recent submission by the

e
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Chamber’s Executive Council to the Ministers of Finance and National Revenue.
The Executive Council is a body appointed by the National Board of Directors,
the governing body of the Chamber, to carry on the ordinary business of the
Chamber during the interim between meetings of the Board.

Terms of Reference:

We understand that the Senate Finance Committee, in its enquiry into
the threat of inflation in Canada, envisions “a wide and comprehensive study
of the subject”. We hope that this submission will make a useful contribution
to the understanding of this complex and controversial question.

Definition:

Even defining the term “inflation” presents its difficulties. The inflation
which occurs when demand is high and stocks of goods are in short supply,
as occurred after the end of World War II, has long been regarded as the
classic type. Certainly there is little evidence of this kind of inflation in
Canada today. Unemployment is relatively high, stocks of most goods are
ample, consumers’ inventories of major items, such as houses and cars, are
generally adequate. Shortages are virtually non-existent. More important,
capacities to produce a wide range of products, both primary and manufactured,
have increased considerably as a result of the high capital expenditures of
recent years. In many cases rated capacities are considerably larger than
indicated, particularly with an extension of the work week, or after allowance
for additional shifts. In other words, in most lines, supply, particularly potential
supply, is much greater than current or near term demand.

Despite the present quiescence of inflationary pressures, the Executive
Council agrees with the definition of the Honourable Minister of Finance in
his recent Budget Speech when he said: “Rising costs and continuing price
increases spell inflation”. It is mainly in relation to this definition and in the
perspective of post-war economic trends in Canada that the Executive Council
Presents its assessment of the current situation in respect to inflation and more
particularly concerning the dangers that lie ahead if strong inflationary pressures
are permitted to permeate our economy.

Post-War Experience:

From 1947 (the first full year after price controls were lifted in 1946)
through 1958 the Consumers’ Price Index in Canada increased 47.5% or 33%
per annum, compounded. During this 1l-year period, however, the Canadian
economy experienced dynamic growth on a scale seldom equalley by any
country. Population increased 35.89%, G.N.P. 133.89%, employment 18.19%, and
unemployment as a percentage of the working force averaged 3.3% per annum.
Gross capital expenditures of all kinds totalled $65.7 billions, or, on average
23.09% of G.N.P. per annum. This post-war economic experience poses a
Number of questions. One of the most searching in respect to this enquiry,
“ is the compatability of price stability with dynamic economic growth. Also,
Was the 3§9% annual erosion of the dollar the price that we paid in Canada
for such a vigorous advance in this period?

Another question which is naturally raised is whether or not the Canadian
€Xperience was unique or were other countries, particularly’ those which
affect us most commercially and financially, such as the United Kingdom and
the United States, experiencing similar economic expansion and suffering
Comparable currency depreciation. The following comparison is of interest
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in this connection, and these figures, incidentally, are based on those published
by the Dominion Bureau of Statistics or are reproduced by the Bureau:

Increase in
G.N.P. Increase Consumer Prices

1947-1958 1947-1958
[ r LT g Sl LA e gt S 133.89% 47.59
United States < o 0 s s s 88.5% 29.3%
United Kingdom ... . .00 die 114.39 67.7% (est.)

That last figure is an estimate because of a change in the series that took
place during that period, but it is a very close figure.

From the foregoing it may be seen that Canada’s post-war economic growth
has been more vigorous than that of our southern neighbour with which we
have such important trading and other balance of payment relationships, and
also than in the United Kingdom, our senior partner in the Commonwealth, and
our traditional market for a wide range of food stuffs and other products. The
Canadian price increase of 47.59% is less favourable than the United States
but somewhat better than the United Kingdom.

It is rather important to look at the inflationary problem in international
terms, particularly for a country like Canada, which is not only a great trading
nation but a country that must look abroad for substantial savings to finance
many of her great capital projects. The fact that the Canadian post-war
recovery was particularly strong should not make us complacent because it
was achieved at the expense of a substantial consumer price increase. A
number of countries, notably West Germany, have been able to contain their
price advances to a much greater extent and along with their general industrial
resurgence in recent years have been able to offer a wide range of goods for
sale in this country at appreciably lower figures than many of our domestic
suppliers. Thus import competition has been accentuated by costs rising more
rapidly in this country. Moreover, some of our exporters are meeting increas-
ingly stiff competition, in part from countries where the tempo of inflation has
been less pronounced, thus weakening our terms of trade.

The Minister of Finance in the recent Budget address warned of the
danger to our longer-term economic prospects of a persistent trend toward
higher cost of production. He pointed out that rising costs and continuing price
increases are weakening our competitive position at home and abroad and
thereby reducing the possibilities of useful and productive employment. He
also stated that inflationary tendencies divert effort from productive pursuits
to the wasteful processes of speculation from which in turn flow economic
maladjustment and decline. He said: “More than. this they impose severe
burdens on those with fixed incomes and those normally least able to protect
themselves. They lead to an unequal sharing of the fruits of progress and
frustrate the just expectations of toil”.

In the perspective of this post-war period we must recognize the rapid
but somewhat inflationary growth and the higher living standards it has
brought to Canadians generally. We must also recognize the maladjustments
and vulnerabilities in trade, at home and abroad, as we turn to the present
economic situation and the paradox of concern about inflation in the presence
of ample supplies and capacities of most goods and services.

Inflationary Psychology:

This inflationary psychology seems to stem largely from a belief in “the
inevitability of inflation”, encouraged by the continuation of price increases
during the recent recession and concern about government deficits and the
manner in which they are financed. It is manifested in the capital market,

in the lack of demand for fixed income securities and the interest in common
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stocks and other equity investments. Few signs, however, of speculative
excesses have been evidenced in the stock or commodity markets. Businesses
have not shown any marked evidence of accumulating inventories beyond
current requirements nor have they shown any intention of embarking on a
major capital investment spree of the 1956 variety. Thus concern about
inflation today looks to the past and again to the future in respect to government
deficit financing and also wage and other pressures on costs. It is recognized
that the combined effects of these factors on prices are accentuated in an
environment of strong demand when present resources (now more than
adequate) are once again under strain.

Forces Affecting Inflationary Trend:

The Executive Council in looking to the future of our economy believes
that fears about inflation while well founded should not be exaggerated but
dispassionately assessed. Strong inflation-creating forces still threatening,
include government deficits and cost increases in excess of productivity.
These critical areas will be considered under headings relating to the various
factors and groups concerned.

I think it should also be noted here that there are also countervailing
forces which are a little reassuring because they, in effect, tend to contain
inflationary forces.

{ Government Expenditures:

The Chamber’s greatest concern in respect to the inflation issue is in the
area of government expenditures. The latest Federal estimates for fiscal 1959-
60 at $5.6 billions (8.5% above the 1958-59 level) are some 165% higher than
the $2.1 billions total of 10 years ago. Moreover, the rate of increase is con-
siderably greater than the estimated 1089 increase in Gross National Product
over this period, and the 949 increase in consumer spending over the 10-year
period. This underlines the fact that not only is the Federal government the
biggest spender in the country, but over the years it has been spending at a
faster rate than total economic activity in Canada, to which, of course, it is an
Important contributor, and at a much greater rate than the consuming public.
In the minds of many people government costs are associated with the
Civil Service. While this is a relatively small percentage of total government
€xpenditures it provides an important indication of government growth. The
Federal government had 195,390 people on the public payroll in 1958—a jump
of 10,000 over 1957. In the ten years since 1948 the number of people on the
Ottawa payroll increased by 62,000 or nearly 53%. In the twenty years since
1938 the increase has been 136,000 or 3099%. This compares with our population
growth since 1938 of 559%. During the last twenty years, in peace and war, good
times and bad, Ottawa (the Government of Canada) has added to the public
Payroll an average of 6,800 persons every year. Another significant fact is
Phat the 'Federal government expenditures during the past ten years have
Increased at double the rate of corporate profits (165% as against 799%)
although, to a significant extent, the Federal government relies upon corporate
taxes to finance its activities. If provincial-municipal expenditures are added
a8 well, you obtain very much the same percentage pattern. In other words,
aggregate government expenditures in Canada have been increasing during
€ past decade at a faster rate than economic activity, generally, and in
i Particular than those segments of the economy which represent the major

tax support for government outlays.
y The Executive Council is strongly of the belief that government expend-
tures have reached the point in Canada where containment is mandatory. It is
encouraging to hear of the government rejecting at least some claims (but un-
fQl‘tunately not all claims) of pressure groups for special attention, because
teckless extension of the subsidy principle would make the Federal fiscal picture

'
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quite unmanageable. It may well be argued that certain welfare programmes
have been ‘“‘too large and too soon”. In any event it is going to take some time
to digest in budget terms, the commitments already made.

In the field of social welfare. The Canadian Chamber of Commerce believes
that a careful distinction must be drawn between what is socially desirable as
an ultimate aim and what can be achieved without damaging the system that
makes our social welfare advances possible. Any additions to the already
extensive welfare programmes should be carefully assessed, not only with regard
to their initial cost, but also with regard to their foreseeable growth and
inflationary effects.

The Executive Council stongly recommends that a body be established
similar to the Hoover Commission in the United States to explore the pos-
sibilities for savings in government expenditure and, if feasible, to assess the
role of government in the Canadian economy. The tendency to turn to govern-
ment in the face of difficulties which can be surmounted by individuals or by
business has an effect far beyond that of the rise in government outlays.
Once business, or the people in general, believe that they can turn to govern-
ment in every difficulty, the springs of initiative and self-reliance will run
dry. These are fundamental to our enterprise system which has given Canadians
the second highest standard of living in the world.

Government Deficits:

Related to the problem of high and rising government expenditures is that
of budgetary and particularly cash deficits. In the recent Budget Speech the
Minister of Finance estimated the budget deficit for the fiscal year ended March
31, 1959 at $617 millions and the cash deficit at $1,263 millions. The projected
budgetary deficit for fiscal 1959-60 is $393 millions and the cash deficit is
estimated at $850 millions. From the standpoint of the economy the cash
deficit is more important than the budgetary figure. The inflationary potential
of such large cash deficits is considerable particularly when a sizable portion
must be financed, under present circumstances, by sales of short term obliga-
tions to the banking system—thus increasing the money supply,

The economic impact of government deficits in a period of recession such
as 1957-58 is appropriately stimulating and may even be acceptable in the early
phases of a recovery. Some deficit position may be unavoidable in a period like
the present, in the opinion of the Chamber, when recovery is not far advanced
and unemployment is still large. The present difficulty relates in part to the
manner in which a substantial portion of the deficit was created (by undue
emphasis on the ordinary or continuing rather than on capital expenditures)
and by the way in which it has been necessary to finance it. The danger of
deficit financing over the years from the inflationary standpoint was recently
stressed in a book published in the United Kingdom (“A Short History of
Money” by Mr. George Winder). Mr. Winder believes in reference to the
economy of the United Kingdom that budget deficits (including “below-the-
line” expenditures) is the only cause of the inflation which has taken place
since the end of World War II in that country. Conversely he states as follows,
“Once the over-all budget is balanced and kept in that condition, inflation will
undoubtedly cease”. This is an extreme statement but we include it merely
to stress the importance of this particular portion of the brief.

The Chamber does not feel competent to judge whether this drastic
assessment of inflationary pressure in relation to the budget defict is fully
applicable to Canada, if, indeed, it is valid for the United Kingdom. In any
event, it believes that the prompt and assured closing of the cash deficit gap
would dissipate a great deal of the inflationary psychology that is becoming so
prevalent in Canada.

e
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Producer Groups (including business, labour and farmers):

The Chamber recognizes that the most serious aspects of the problem
of inflation can develop under conditions cf insistent demand, when all our
resources, human, material and financial, would be under considerable strain.
Under such conditions (which certainly do not exist at the moment) practically
all businesses are working at capacity, employment is “full”, and the tendency
on the part of the producer groups, employers and employees in particular, is
to settle their differences by sizable increases in rates of pay and other benefits
which add to the inflationary pressures under those conditions. Even under
present circumstances there have been instances where the demands made
upon employers by powerful unions in contract negotiations have been so sub-
stantial that they have resulted in price increases. Unfortunately also the
alternatives to such settlements are costly strikes which, of course, injure the
employees, the employer and the community.

This problem may be multiplied many times across the economy under
the conditions cited, and the wage-price increases are financed in effect by the
increases in the money supply that developed in prior periods, e.g. in fighting
previous recessions, with government deficits financed in part through the
banking system. Certainly in North America by and large farmers (another
important producer group) have not contributed directly to inflationary pres-
sures in recent years. Parity payments and subsidies, however (particularly in
the United States) do contribute to inflationary pressures through the govern-
ment accounts. One is reminded here of Lord Keynes’ description of inflation
as “a process which engages all the hidden forces of economic law on the side
of destruction”.

Inflationary pressures are particularly strong when capital investment
requirements are high and employ all the domestic savings available and (in
Canada) draw on savings from abroad as well. If the foreign exchange situa-
tion permits, higher imports do cushion to a significant extent the effect of
such pressures of demand on the domestic economy although admittedly creating
rather serious competitive problems for Canadian industry.

The Chamber recognizes that in a developing country like Canada strong
waves of capital investment are inevitable and perhaps desirable. Nevertheless,
it believes that with the leverage on our economy exercised by the United
States (which in economic terms is some 14 times larger) Canadians must at
times exercise unusual self-discipline and restraint. In the opinion of the
Chamber this observation is particularly pertinent in most wage contract
negotiations since wages represent generally such a high percentage of the
cost structure. Herein lies a challenge for otherwise the prospects of non-
inflationary growth are largely illusory. Certainly the longer-term penalties
of inflation—lost markets (both at home and abroad) to farmers and manu-
facturers, lost real wages to labour, loss of savings to all—more than offset
any temporary advantages that excessive wage-price increases might bring.
Should inflation carry on unchecked sufficiently to induce speculative excesses
of the 1920 type (commodities) or of the 1929 type (stocks) creating unstable
shifts in resources the ensuing recession could cancel out very quickly the fruits
of many years productive achievements of all the groups mentioned. The
Chamber further affirms that even “exemplary” bargaining on the part of
Management and labour, permitting increases in productivity which would
Normally find reflection in stable or even lower prices, cannot succeed if the
largest economic units in the country (governments) do not balance their
fiscal accounts (or, as they should, operate budget surpluses) during periods of
8reat economic strength. :
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The Consumer:

The Executive Council believes that the position of the consumer is a
most strategic one in an inflationary environment. Consumer expenditures
represent after all about 649 of all economic activity in Canada. Consumer
appetites, particularly for durables, stimulate a significant percentage of
private capital investment. The Executive Council believes that an educa-
tional programme on the inflation issue “beamed” at consumers could not
fail to produce some constructive results. The objects of such a programme
would be to apprise consumers of their role in the inflation drama, especially
the importance of buying with care and discretion—in short helping to make
price competition the effective regulator it can be. In this connection the
observation made in the final report of the Royal Commission on Canada’s
Economic Prospects is pertinent, ‘“The interplay of supply and demand as
expressed in the workings of a free and flexible market economy will make
the greatest contribution to the growth and development which we foresee.
Wide dissemination of the powers and responsibilities involved in making
economic decisions among large numbers of people in the ordinary course of
their business transactions, in other words the operation of a free market
economy, has been responsible in large measure for the very considerable
increase in living standards in Canada over the years. And we believe that
if the continuing developments and the future improvements in income levels
which we have forecast are to be realized, this will be dependent upon the
maintenance of the free market system in the future.”

Summary and Recommendations:

The Executive Council notes that the record of the post-war period in
Canada (and in the United States and the United Kingdom as well) show
that a strong growth trend, while very desirable from many points of view,
carries with it the danger of some depreciation of the currency. It is of the
opinion that the objective of non-inflationary growth over a period of years
while difficult is not impossible of attainment. It further believes that steady
economic growth is so important to Canada that every sound method for
encouraging it should be employed. Our experience in 1957-58 (2 years
when there was no growth, in volume terms, in Canada) showed that serious
problems, particularly unemployment, are created or accentuated in such
periods and their solutions are neither prompt nor easy.

In respect to the present inflationary situation the Chamber believes it
will not prove serious this year with particular reference to the utilization
of our human and material resources at or about capacity, which seems most
unlikely in the next 18 months.

That is, it does not seem possible to us that the Canadian economy would
be operating overall at full capacity before the end of next year.

It does affirm, however, that inflationary pressures may increase sig-
nificantly in Canada over the next few years despite certain countervailing
forces.

The Executive Council therefore urges its fellow-Canadians, with leader-
ship from their government, to make good use of the period immediately
ahead and endeavour to ‘“get their house in order” in respect to the possible
recurrence of inflationary pressures in our economy. Accordingly, the Exe-
cutive Council makes the following recommendations to the Senate Finance
Committee believing that, if implemented, they would constitute a reasonably
effective anti-inflation programme at this time.

1. The Executive Council believes that both fiscal and monetary policy
have important roles to play in the containment of inflationary pres-
sures in the economy. In the opinion of the Chamber fiscal policy
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should be concerned with the reduction of government outlays and
the closing of the large cash deficit. All categories in the government
accounts should be scrutinized with a view to postponing expenditures
wherever possible. The Chamber believes that monetary policy, sub-
ject to the exigencies of managing the government’s debt, should
endeavour to allow increases in the money supply—just sufficient to
finance a reasonable rate of long-term annual growth. Where
speculative excesses appear or threaten the orderly course of business
and markets it believes that the monetary authorities should take
appropriate action promptly within their allotted powers.

The Chamber is also of the opinion that an objective investigative body
(similar to the Hoover Commission in the United States) could serve
a useful purpose by reporting to Parliament and making recommenda-
tions on the government’s fiscal affairs. The terms of reference should
include a re-examination of the entire tax structure as well as a
survey of the departmental expenditures (statutory and non-statu-
tory-defenceand civilian).

The Chamber believes that it is timely for all important groups in
the community—particularly business and labour to conduct educa-
tional programmes among their constituents on the inflation issue.
The Canadian Chamber of Commerce is now engaged in such an edu-
cational programme with its members. It believes that the issues
should be presented in a factual but non-technical and non-alarmist
manner, should stress that inflation is by no means inevitable but
point to the longer-term advantages to be gained by every Cana-
dian if prices remain at a reasonably stable level. The Chamber is
also of the view that such an educational compaign should make it
clear that achieving this objective is not always a painless matter,
and when the fiscal and monetary authorities in the general interest
decide that tax adjustments or monetary restraints are required such
policies should be accepted and supported.

As a corollary to number 3 above, the Chamber hopes that there
will be brought to consumers through the efforts of all interested par-
ties a greater awareness of the causes and consequences of inflation.
Such information should point out the relationship between increased
transfer payments to individuals and higher taxes, unrealistic wage
increases as a contributor to higher costs, and also the significance of
everyday buying decisions. Consumers can and do contribute to the
containment of inflationary pressures by being price and quality-
conscious. It should not be overlooked that business concerns are
themselves important consumers as well as the major producers of
goods and services. Government, too, is the greatest single buyer
in Canada and careful price-conscious procurement is indicated here
as well.

The Executive Council believes that the Canadian people can and
will respond and meet dangers and great issues. This has been proved
over and over again. We believe that inflation is potentially just such
an issue, and when Canadians understand the possible longer-term
dangers to their trade, their savings and their living standards, the
response to a well-conceived anti-inflationary programme might well
be greater than many have suggested. The Executive Council believes
that government precept but particularly example in all matters per-
taining to the inflation issue is required. It wishes to affirm to this
Committee that its own programme in this field will be carried on
through its widespread affiliated groups with vigour and with a sense
of public duty.
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The Executive Council of The Canadian Chamber of Commerce welcomes
this opportunity of presenting its views on what it considers to be an extremely
important problem to the Members of the Senate Committee on Finance. The
Chamber’s sole concern is the-continued growth and development of a pros-
perous Canada in the interests of all Canadians.

The CHAIRMAN: That is an extremely good brief.
Mr. Epmason: I will read the appendices if you like.

The CHAIRMAN: What is the wish of the committee?
Senator BourFARD: I think the appendices should be read.

Mr. EpmisoN: As noted earlier, Mr. Chairman and honourable senators,
Appendix A is an attempt in a page and a half to summarize Chamber policy
and philosophy in respect to the issue we are discussing.
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APPENDIX “A"™

CHAMBER POLICY AND PHILOSOPHY

The Canadian Chamber of Commerce believes that the basic aim of public
policy should be the maintenance of personal freedom. In this atmosphere the
consumer is free to make his own choice as to how, when or where he will
spend his income. The Chamber believes that the Canadian people can rightly
judge what is in their own interest and can best exercise this judgment through
individual freedom of choice.

These individual choices collectively provide the great stimulating and
controlling force governing production. For this force to operate effectively,
suppliers of goods and services must be free to compete for these choices, satis-
fying old ones more economically and searching out new ones promptly. Hence
come the phrases ‘“freedom of enterprise” and “the system of private com-
petitive enterprise.

In this competitive atmosphere, only the efficient suppliers of goods and
services can prosper. Suppliers who remain inefficient or who continue to
produce things no longer wanted will not survive. Through such competition,
changes take place and efficiency is increased to the benefit of the consumer.

The Chamber is opposed to all state interventions and controls beyond
those clearly necessary to protect some accurately defined public interest and
believes that government activities should not involve detailed participation in
the decisions of private business, or competition by state agencies with private
enterprise.

The Chamber recognizes the importance of and the necessity for business
profits. Money is invested in private enterprise in the hope of earning a profit
and such investment is necessary to the maintenance and growth of our econ-
omy. Business profits not only provide a return on investment but are essential
for business progress and economic expansion. Profits are required as an
inducement to attract new capital through the investment process, and, when
retained, assist in providing for essential growth in an expanding economy. The
main fruits of a growing profitable business are more jobs, more and better
goods and services, and a higher standard of living for all Canadians.

The maintenance and further improvement of the high living standard of
Canada are dependent upon productive efficiency. Greater productivity is the
key to a growing and prosperous economy and productivity in turn is depend-
ent upon many factors, among which are sufficient capital to supply technologi-
cal improvements, interested and capable employees and efficient managerial
Organisation and methods. Legislation in this field should be for the purpose
of ensuring a proper balance of rights and responsibilities of employees on the
one hand and of employers on the other, with due regard to the public interest.
While the Chamber supports the principle of collective bargaining between
the representatives of employers and employees, there must be recognition of
the fact that labour unions and other employees’ organizations have responsi-
bilities to the public, to employers and to their own members, just as manage-
- Mment has responsibilities to the publiec, to its employees and to shareholders.
The Chamber believes that both parties should be equally responsible under

e law.

The Chamber believes that close and continued surveillance is necessary
1o ensure economy in government expenditures and efficiency of government
administration. In the field of social welfare, the Chamber believes that a
Careful distinction must be drawn between what is socially desirable as an
ultimate aim, and what can be achieved without damaging the system that
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makes our social welfare advances possible. Any additions to the already
extensive welfare programs should be carefully assessed, not only with regard
to their initial costs, but also with regard to their foreseeable growth and sup-
plementary requirements over the years. In principle, the Chamber believes
that any additional welfare expenditures should be delayed until the full
impact of present commitments can be assessed. Individuals should be encour-
aged to make every effort to provide for their own future and protect them-
selves against ordinary hazards.

APPENDIX B

EXCERPTS FROM THE SUBMISSION OF THE EXECUTIVE COUNCIL OF

THE CANADIAN CHAMBER OF COMMERCE TO MINISTER OF FINANCE

AND THE MINISTER OF NATIONAL REVENUE ON INFLATION AND
: RELATED SUBJECTS, FEBRUARY 13th, 1959.

Inflation:

Inflation is a complex and controversial subject. At this time, inflationary
pressures in the Canadian and, indeed, in the North American economy are
more latent and psychological than real. Unemployment is relatively high,
stocks of most goods are ample, consumers’ inventories of major items, such
as houses and cars, are generally adequate. Shortages are virtually non-existent.
More important, capacities to produce a wide range of products, both primary
and manufactured, have increased considerably as a result of the high capital
expenditures of recent years. In many cases rated capacities are considerably
larger than indicated, particularly with any extension of the work week, or
after allowance for additional shifts. In other words, in most lines, supply,
particularly potential supply, is much greater than current or near-term
demand.

In these circumstances, wherein lies the inflationary danger? The answer
is partly in public and investor psychology, perhaps more importantly in
recognition that a set of economic conditions might develop over the next
few years which could generate major inflationary pressure. As to the present
inflationary psychology, it seems to stem largely from a belief in “the
inevitability of inflation”, encouraged by the continuation of price increases
during the recent recession. On the cost side, labour demands at time have
pushed wages beyond their share of productivity. The Executive Council also
recognizes that Canadian business has not always accepted its responsibility
of resisting increases in cost, particularly wage demands. On the monetary
side, inflationary thinking is influenced by large current and prospective
government deficits which may have to be financed, at least in part, by increases
in the money supply, which adds to the inflationary potential. It is also true
that consumers, affected by inflationary psychology, are less resistant to price
increases, and businessmen, in anticipation of price rises, are more likely
to accumulate inventories and invest in plant capacity in excess of near-term
requirements. Deficit financing by government against a background of strong
economic recovery, with the government in competition for large capital require-
ments with private borrowers, could make demands on the capital markets
that could not be readily met at a given time, and might also well be in excess
of available savings.

None of the foregoing phenomena have developed to any extent as yet. ‘

However, should the pace of business recovery accelerate during the next

year or two, certain of those conditions, fed by an - inflationary psychology;

might well produce a brand of inflation that could not by any means be
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designated as ‘“creeping”. It would, indeed, be salutary for the government
authorities to give notice that should such conditions develop they would not
hesitate to check the increase in the money supply and also allow market
conditions to develop under which interest rates might rise considerably. Also,
on the fiscal side, the Government should go on record that budgetary balance,
or surpluses, as circumstances warrant, would be sought through the curtail-
ment of expenditure, and, if necessary, hy higher taxation. Such assertions
should, under present conditions, be sufficient to dispel a good deal of the
inflationary psychology. Moreover, a forthright statement on monetary and
fiscal policy might influence businessmen and consumers to the extent that
many decisions on inventary policy and capital spending would be taken on
the assumption that price stability is a realistic near-term prospect. The
Executive Council also believes that it is a requisite for safeguarding the
value of the dollar and the cost structure of our economy that the federal
government, as the biggest single spender in the country, set an example of
restraint for other spending groups in Canada.

The Canadian Chamber of Commerce, through its affiliated Boards of
Trade and Chambers of Commerce across Canada, is planning a program
of public education on the inflation issue. This project, which we are confident
will receive widespread approval and acceptance, is endeavouring to treat
this difficult subject in a factual but non-technical and “non-alarmist” manner
and to demonstrate that inflation is by no means inevitable. The Chamber
is stressing the ultimate danger to every group of Canadian consumers and
producers from the loss of purchasing power of the currency, whether this
results from a sharp depreciation or from erosion over a lengthy period. Also
to be emphasized is the serious threat to our industries, as inflation of the cost
structure weakens their competitive position at home and abroad.

Fiscal Policy:

: The Executive Council has for many years asserted that tax rates, both
individual and corporate, are too high in Canada. It is still of that opinion,
and is most concerned that with a record Gross National Product and no
significant recent reductions in tax rates a substantial deficit is in prospect.
The Executive Council recognizes that this deficit results in part from reduced
Tevenues in a period of recession, but is concerned that to an important extent
it is caused by increased expenditures of a continuing rather than an anti-
Cyclical nature. Moreover, experience has shown that this type of outlay has
a tendency to increase involuntarily over a period of years. The Council believes
that emphasis on expenditures for public works, or by way of payments to
Provincial governments, which in turn would largely be spent for capital
Purposes, would have been preferable as deficit-creating expenditures during
the 1957-58 period. Such anti-recession spending of a capital nature could
€ readily curtailed or even eliminated as economic conditions improved.
Ifi should also be stressed that well-conceived programmes of capital expen-
dltures, initiated at a time when private commitments were being reduced,
Would have had minimal effects on the capital markets. Also, in a country
like Canada with regional economic problems, this type of expenditure could
Tecognize rather effectively the uneven impact of recession on various parts
of the country. In this context, the Executive Council wished to commend the
80vernment for its special capital projects that have been initiated in various
Tegions of Canada, which should add materially to our national wealth.
The Executive Council recommends that all government expenditures, in-
cth'ling defence commitments in this period of technological transition, be
Carefully serutinized and subjected to periodic review. In the light of the current

Usiness recovery and the prospect of continuing economic improvements in
21445-2— 91
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1959, the Executive Council strongly recommends that, wherever feasible, all
outlays of a postponable nature, whether on capital or current account, be
deleted from the estimates, in deference to existing and irrevocable commit-
ments. In the period immediately ahead it is possible that some budgetary
deficit may be appropriate to ensure continued recovery in the economy. How-
ever, the Executive Council believes that such a deficit should be smaller than
in the current fiscal year and ultimately, as economic conditions improve sub-
stantially, the government should look to a budgetary surplus.

Concerning taxation, the Executive Council believes that there is still room
for re-vamping and revising of tax schedules, and the removal of anomalous
taxes, which are largely discriminatory and produce little revenue. The Chamber
believes, however, within a reasonable period the Federal Government must
look to substantially increased revenue which can only be achieved by the
resumption of vigorous growth, accompanied by stringent control of expendi-
tures. In the opinion of the Council, this growth, particularly if it is to be
sound and non-inflationary, must be fostered by wise fiscal and monetary
policies. These would include the encouragement of private enterprise to make
constructive longer-term plans and implement them in part by risk capital.

Monetary Policy:

The task of making useful recommendations in the field of monetary policy
in Canada at the present time is admittedly a most difficult one. This is par-
ticularly due to the forces now operative or likely to influence economic activity
in 1959 and beyond, some of which are conflicting. These include, on the one
hand, upward pressures on costs and in due course on prices, probable new
increases in the money supply resulting from some monetization of the federal
debt, possible effects on the price structure of extensive inventory accumulation,
the effects, though not a near-term probability, of a new wave of private capital
spending, and finally, in a perennially tense international situation, the possi-
bility at some stage of new defence outlays being superimposed on an activated
economy.

~ On the other hand, it must be recognized that our economic recovery from
the 1957-58 recession is not far advanced. There is still a good deal of slack
in the economy and considerable unemployment. The prices of most commodities,
particularly those entering into international trade, have shown only modest
improvement, and wholesale prices have been quite stable for nearly a year.
Another factor in the dilemma of monetary policy is the serious problem posed
in 1959 of the successful management of the federal debt. In this connection, a
desirable objective is the encouragement of public investment in government
obligations, particularly in medium or longer-term maturities. This is difficult
of achievement at this time because of the unfortunate experience of the public
in the government bond market during the past year, some recent issues having
declined substantially, and also because of the public’s inflation-inspired interest
in equities. It must also be recognized here that monetary policy in the United
States is a background factor of great importance. With interest rates rising in
the United States during recent months, almost inexorable pressure has been
placed upon the Canadian high-grade bond market. Also the government’s
large conversion loan operation in the summer and fall of 1958, while having
the desirable effect of extending the average maturity of the government debt,
made no impression on the problem of new money requirements.

It is difficult to make a case at present for easier money having regard to
the inflationary environment that is being created, however latent the pressures
may appear. This is particularly the case with major government security
offerings in prospect, of which an indeterminate amount may have to be under-
written by the banking system, and with the admitted desirability of financing
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the federal government’s cash deficit with a minimal increase in the money
supply. This is a paradox since a monetary policy favouring low interest rates
is usually appropriate during the early phases of business recovery from a reces-
sion. Also, as noted above, with the Canadian economy still experiencing sub-
stantial unemployment and with most basic industries operating well below
capacity and many stable exports in world-wide over-supply, it is difficult to
recommend a more restrictive monetary policy than now prevails.

In this somewhat confused situation a ‘“neutral” but flexible monetary
policy seems appropriate for the time being. It goes without saying, however,
that monetary policy should be vigilant in the period ahead and stand ready
to help contain any inflationary pressures that might develop as the economy
recovers to the point where human and material resources are almost fully
employed.

The CHAIRMAN: We will now open the meeting to a question period.

Senator BRUNT: Mr. Chairman, would the speaker look at page 7 of the
brief, the paragraph beginning with the words,

“This problem may be multiplied many times across the economy . . .

and in that paragraph you say: ‘Parity payments and subsidies, however
(particularly in the United States) do contribute to inflationary pressures
through the Government accounts.” Would you care to enlarge on that, as
to how they contribute to inflation?

Mr. Epmison: Well, Mr. Chairman and honourable senators, I would say
that what we are suggesting here is that if, through the Government accounts
substantial payments are made to any given group they will in effect contribute
under certain conditions to the Government deficit and therefore have much
the same effect as any other elements that create a Government deficit, we
are trying here to outline the effects of Government deficits, particularly under
conditions when the economy is under some economic strain and suggest they
do generate considerable inflationary pressure.

Senator BRUNT: It is because it adds to Government deficits rather than
having too much money for too few goods?

Mr. EpmisoN: That is right.

Senator BRUNT: One other point I wanted to bring out arises from page 8,
Where you say, “Should inflation carry on unchecked sufficiently to induce
Speculative excesses of the 1920 type (commodities) . . .” Surely you do not
think there will be any of that today with the surpluses we have in commodities.

Mr. EpmisoN: No, I certainly do not. We are looking to the future in this
Section and postulating conditions that might develop if our whole economy
Were under strain; then some of the things we make in that commodity area
You speak of are likely take in strong demand then those (inflationary) con-
ditions might exist but certainly you are quite right they do not exist today.

Senator BrunT: First of all you would have to eliminate all surpluses
before you could have any excess speculation in commodities.

Mr. EpmisoN: That is right.

Senator BRUNT: And as long as there are surpluses you cannot very well
ave an excessive speculation in any commodity.

Mr. Epmison: It is not only a question of the surplus, but the capacities
behing them that have been increasing so substantially that offer some relief
(against inflation) in this area and particularly I think most Canadians in
the resource field recognize that their problems today are the problems of
Selling what they can produce.
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Senator BRUNT: In disposing of what they can produce rather than any
danger from excess speculation.
Mr. EpmMmison: It seems far removed at this time.

Senator REm: May I ask a question arising out of something you said
on page 8, which reads: “The Chamber further affirms that even ‘exemplary’
bargaining on the part of management and labour, permitting increases in
productivity . . .” Is that just a pious hope or is that a factual statement whether
such a thing takes place between management and labour in allowing increases
in productivity?

Mr. EpmMmison: Well, there are a number of bargaining arrangements that
are reaching the headlines and so there must be, and indeed there are, a lot
of bargaining arrangements that take place in the country in respect to which
the word “exemplary” is not the right word to use. In any event, many adjust-
ments are moderate and what we are hoping or suggesting is that a full com-
prehension of the implications of inflation and its damaging effects over a
long period of time for everyone will make more of such bargaining arrange-
ments “exemplary”. I think many of us feel that a lot of decisions in respect
of pricing, and a lot of decisions in respect of cost that have to do with this
bargaining are essentially short-term and probably in our approach to all of
these groups we should stress the long-term, stress the fact that if they had a
little more vision they would see what have tried to suggest here, that the
further they look ahead, the more concern there should be about some of
these (inflation) issues and the more restrained they should be in their
bargaining.

Senator Remp: I ask a question in relation to another item on page 3.
Is it a fact, or is it not correct to say that the G.N.P. price figures given do not
mean that each year there is an increase in actual products or articles.

Mr. EpmisoN: That is right.

Senator REID: So, therefore, that would bring about inflation, that is, if
you get the same number of articles and hire G. N. P. figures each year, it must
mean inflation.

Mr. EpmisoN: That is right because the gross national product is computed
at market prices; it does not represent physical volume of production. So

when we say that the Canadian gross national product increased 134 per cent, -

(1947-1958) it includes that price factor.

Senator Reip: I think it would be very enlightening if some association
would give us the actual amount of products produced each year, such as iron
and steel, and then we would have an idea of the increased price.

Mr. Epmison: Well, we have a physical production index in Canada.
Perhaps it should be in the forefront to a greater extent than it is; but you
can get a rough idea by taking the difference between the gross national product
index and your consumer price index to find out what went on in physical terms
in any given period.

Senator Isnor: I would like the witness to turn to page 3, Mr. Chairman,
the paragraph dealing with West Germany’s recovery as compared to ours, sO
far as the activity in the control of prices is concerned, and ask him what
he considers the main or most important factor in the development of West

Germany as compared to our control and increased productivity in the export

trade.

Mr. Epmison: Well, Mr. Chairman, the honourable senator is asking me
a question that I do not feel competent to answer adequately in respect to
West German experience. I am certainly not a student of West Germany, but
my impression certainly has been that the restraint which they have shown
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in their internal economic affairs, plus the tremendous energy which they have
evidenced, which has led to such high increases in productivity since 1948,
have been largely responsible. A combination of restraint and energy, I would
say, sir.

Senator IsNor: The reason I asked you that question, of course, is because
you mentioned West Germany in particular.

Mr. Epmison: That is right.

Senator Isnor: And I thought naturally you would be able to give us the
main factor.

Mr. EpmisonN: The evidence is in the increase in their consumer price index
which, although I have not the figures here, is appreciably less than our own.
Any manufacturer competing with imports from that area can tell you very
eloquently the effects in terms of the prices of goods with which he is competing.

Senator IsNor: You cannot give me the main factor? There must be a
main factor in your mind, I should think?

Mr. Epmison: I think it is a productivity factor which arose from a number
of factors. It is the productivity which keeps your price level down. I would
say restraint in the arrangements within their economy, and the tremendous
eénergy they were quite prepared to expend. They have been quite willing
to work very long hours, and so on. Those are the things that contribute to it.

Senator PraTT: I was just wondering, is it not a fact that, in referring
to West Germany, their policy has been, first of all, with regard to their export
trade, to give it central assistance by reason of credit insurances, and so forth,
and not only is their production more regulated than in some countries, but
they also have some protection for their own consumer demand for what they
Produce themselves. It is a combination of the two, is it not?

Mr. Epmison: That is why, Mr. Chairman, I was reluctant to give a quick
answer. There are so many factors in the West German experience.

Senator LamBERT: While we are dealing with page 3, may I ask, referring
to the increase in consumer prices, 1947-1958, why the figures show such a
Mmarked increase, even though it is estimated, in the United Kingdom? I
should judge that the great percentage or portion of that increase would be
represented in the years before the last two years, because everything we have
heard here by statements from overseas, from publications such as the
Manchester Guardian and the Economist, would indicate that as a result of the
application of understandings with labour, and so on, in the last two years, that

as prevented price rises and wage increases. If that is true, it must mean
t}}a’t in the earlier years inflation was most marked in the United Kingdom.
Since that time there has been a curtailment. Is that a fair assumption?

Mr. Epmison: I would not want to take a given year and say that was
the year from which stability or relative stability stemmed. Certainly in the
Case of all three countries the great surge in prices took place in the earlier
Part of this period shown. In the case of the United States and Canada, for
€xample, I think you would find that in the first four or five years of the period
Shown you would have had about 60 to 70 per cent of that price increase.
In the case of the United Kingdom, I think we all have to recognize that the
Teconstruction programme in that country immediately after the war was a
Very much more serious problem and a much more inhibiting factor in
developing the productivity of their whole economy than in the United States
and Canada, and it was evident too they have had pressure on their resources
for a much longer period of time than in the case of Canada and the United

tateg (after world war II), and were not, in other words, in a position to
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benefit quickly from the kind of capital expenditures that we were able to
make earlier; I do not think it is too surprising that the United Kingdom
price experience developed in the way it did.

Senator LamBerT: Have you anything toc say about the stabilizing effect
of the policy in the past two or three years? Because we know from the
imports in this country, from low price cars, and so on, that they are certainly
producing competitive goods.

Mr. Epmison: I am under the impression that their experience in the
past two or three years has not been unlike our own, that it has been very
comparable to that in North America. Prior to that there was a much stronger
price increase for the reasons given.

Senator LAMBERT: The Manchester Guardian stated within the past two
months that the purchasing power of the pound in England was worth over
five dollars in our money, that is, in Canadian and American funds.

Mr. Epmison: We are getting into another subject, sir.

Senator LAMBERT: I just mentioned it because I think that the figure of
67.7 per cent increase in consumer prices between 1947 and 1958 as compared
to Canada might leave an impression that does not really become justified
at the present time or within the past two years.

Mr. EpmisoN: We were not endeavouring, sir, to create any particular
impression other than to assess what has happened in this particular 1l-year
period, and to look at Canada’s position relative to that of the other two
countries in respect to similar changes. Certainly during this 11-year period
you would find a number of trends in each country, and the trend you have
mentioned is undoubtedly an important one in the United Kingdom but you
will find similar ones in the United States and Canada as well. This is an
11-year post-war period which we assessed.

Senator LEoNnaArD: I take it from your excellent brief that the Chamber
of Commerce is against any policy for Canada with respect to the desirability
of a creeping inflation. Is that correct?

Mr. EpmisoN: That is right, sir.

Senator LEONARD: One other question. In the cycle of factors that involve
rising prices, you have mentioned in your brief that two of the most important
ones are monetary policy and fiscal policy. Would you not agree that the
major factor in inflationary influences is supply of money?

Mr. Epmison: I think, sir, the question of monetary policy and the supply
of money are very closely related.

Senator LEONARD: Yes, that is true, and I am assuming that they mean the
same thing; in other words, that the monetary policy governs the supply of
money. Is that not the most important of all factors?

Mr. EpmisoN: Certainly you cannot have major inflationary pressure with-
out an increase in the supply of money. It is impossible.

Senator LEONARD: That is right.

Senator BRUNT: Do you think that is more important than the terrific
increases in wages which have taken place during the last five years?

Mr. EpmisoN: The only way you can validate such increases, in effect,
pay for them, is through an increase in the supply of money.

Senator LEoNARD: That is the key. I have one more question. Some-
where in your brief I believe you mention the question of wage increases
beyond productivity. Would you subscribe to the idea that wages should be
maintained within the ambit of the increase in average productivity?

Mr. EpmisoN: There are great difficulties in measuring productivity as
you know, Senator Leonard.
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Senator LEONARD: I mean as a general rule.

Mr. EpmisoN: There is the difficulty of measuring productivity. It is
something you know something about after the event has happened. I believe
efforts have been made to relate wages in some way to productivity, but it is
almost impossible to do so accurately. We would take the position, of course,
that so far as wages are concerned the labour groups should not receive all
the fruits of productivity because you can make a strong case for productivity
being the result mainly of increased capital investment; moreover, we all know
that in order to obtain additional productivity and to continue to improve our
standard of living we must attract into our system these capital increments
—and therefore the management group, the shareholder group, need to obtain
appropriate incentives in order to keep this process going. Therefore, in prin-
ciple the Chamber of Commerce would certainly say that labour should not
receive all the fruits of productivity.

Senator LEoNARD: You think it should be divided three ways between the
consumer, the profits, and the wages?

Mr. EpmisonN: In so far as consumer prices are concerned I think as
businessmen we would take the view that price competition is what mainly
protects the consumer, and logically the consumer should be a beneficiary of
the productivity going to the other two groups.

Senator LEoNaRrRD: Thank you.

Senator BoUuFFARD: I would like to have Mr. Edmison’s comments on the
effects on inflation of high taxation.

Mr. EpmisoN: Well, sir, high taxation increases costs, and if you increase
costs you add something to the inflationary picture. Again you must be care-
ful to define the period to which you are referring, but by and large increases
in taxes are increases in costs just as increases in wages and increases in
freight rates are increases in costs.

Senator LEONARD: Would you qualify that by dealing with the situation
where an increase in tax produces a budgetary surplus?

Mr. Epmison: That is why I say you have to be careful about the period.
Dealing with the period we are in, for example, and weighing all the facts, I
think most of us would agree that if you can help balance your Government
accounts and help close your cash deficit by some increase in taxation which
doesn’t unduly increase costs, it is wise to do so.

Senator Bouffard: Take public utilities that have to increase their costs
more than they should on account of the fact they have to pay taxes at the
rate of 47 per cent, and that is all borne by the consumer. What is your com-
ment on that?

Mr. Epmison: I am sorry, Mr. Chairman, but I did not quite follow the
Question. {

Senator BourrArD: Take the case of public utilities. I know one public
utility that increased its rates by $50 million when it only needed to have
$25 million, but this had to be done because the utility had to pay taxes to
the extent of 47 per cent.

Mr. Epmison: Certainly in the case you cite it would add to inflationary
Pressures more than would normally be the case, but qualifying it by Senator
Leonard’s comment, if you were helping at the same time to reduce a Govern-
ment deficit you would have something on the other side of the scales as
Wwell. It simply underlines the fact that this is a very complicated question.

Senator BRUNT: That is the understatement of the year.

Senator BourFARD: I think I read a statement by the Board of Trade of the
Province of Quebec to the effect that taxation was the most important thing
n their consideration. Do you agree with that?



52 STANDING COMMITTEE

Mr. EpmisoN: Under certain conditions, but I would not make it as a
general statement. I think in some cases it has inflationary implications, but I
do not believe that at the present time it is a major cause of our troubles.

Senator Isnor: I was interested in Appendix A dealing with Chamber
policy and philosophy. I certainly do not want to ask any embarrassing ques-
tions. When the Government officials are before us they say, “That is a matter
of policy”. I do not want to place you in that position, but I was wondering
as to the interpretation of paragraph 4 in which you say:

The Chamber is opposed to all state interventions and controls
beyond those clearly necessary to protect some accurately defined public
interest and believes that government activities should not involve
detailed participation in the decisions of private business, or competition
by state agencies with private enterprise.

I would like to know the Chamber’s policy in regard to the Government’s
position a year or two ago as expressed in that price maintenance control
legislation. What was your position then and today?

Mr. Rem: Mr. Chairman, I would like to refer this question to Mr.
Sheridan, for he knows the history of the Chamber’s consideration of this
particular question, and in the process he might tell you how policy is form-
ulated in the Chamber, which I think might be useful.

Mr. SHERIDAN: Mr. Chairman and senators, the question which has been
raised by the honourable senator, I believe, refers to resale price maintenance
and other allied subjects. This has become a considerable problem in so far
as any effort to obtain a uniform point of view within the Chamber on this
question of resale price maintenance. I might say that we took a referendum,
among the more than 750 boards of trade and chambers of commerce across
this country as to their attitude on this question and there was almost an
equal division pro and con, and as a result it was not possible to formulate a
national policy on this question. As Mr. Reid has said, perhaps it might be
enlightening to the committee to explain how we formulate and develop policy
such as has been read to you by Mr. Edmison.

The Canadian Chamber of Commerce, as indicated previously consists of
more than 750 voting members and these are boards of trade and chambers
of commerce in all 10 provinces. These are completely voluntary and auton-
omous organizations. There is no compulsion to join the national organization,
it is done voluntarily, and each of these boards of trade and chambers of
commerce members has an equal voice in determining policy. It is done in
two ways, by referendum or by formation at an annual meeting. A resolution
such as is proposed might be brought up at an annual meeting and the delegates
representing the boards and chambers across the country vote on this question
after a very intensive discussion of the pros and cons. They decide whether
or not they are in favour or opposed to the measure. This is the weakness as
well as the strength of the Canadian Chamber of Commerce movement in
that it does not represent any specific group. There are no vested groups in
the Chamber and only Member Chambers have the final determining vote on
policy. The Chambers’ concern is what is in the national general interest.
For these reasons it was impossible for us to reach a final decision on this
important question.

Senator Isnor: What you are saying is relating to the legislation of a
couple of years ago?

Mr. SHERIDAN: That is right.

Senator IsNor: After having watched for a couple of years the effect, so
I am told, that it has had on the smaller retailer whom you represent, are you
prepared to stand by the 50-50 decision?
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Mr. SHERIDAN: No, this decision which I spoke of previously was made on
the basis of the two referenda that I mentioned, in the early part of the 1950’s,
I have forgotten the years, but last October at our annual meeting a resolution
was proposed on the same subject designed to indicate that the abolition of
the present legislation would be in the interests of small business, and yet at
our annual meeting, after full discussion the resolution was defeated again.

Now, I may say,—and Mr. Morgan Reid may wish to say something about
this,—the question has again been raised because it is a constantly recurring
problem, and an ad hoc committee has been established in the Canadian
Chamber of Commerce to look once again at this problem, but as of now the
Chamber simply has no policy on the question.

Mr. MorGaN REID: Mr. Chairman, I have a few comments to make. First
of all, I may say it is correct that this ad hoc committee has been appointed
to give consideration through the summer months to this question which
changes in character over the years, and presumably by the early fall the
executive council will have some recommendation from this particular com-
mittee. However, I would like to go a little further. You raise the question
of this particular paragraph and you said that it might be an embarrassing
question. It is not. I should like to offer a word of explanation on that. The
way this reads, the Chamber is opposed to all state interventions and controls
beyond those clearly necessary to protect the some accurately defined public
interest. Now, some accurately defined public interest means the protection
of Canadians from the standpoint of the Pure Foods Act, the protection of
Canadians against fraud—these are the areas in which we believe Govern-
ment has a rightful place. Let us take a hypothetical case of another sort of
thing and getting outside of Canada, I might say that I would not think that
we would regard as something as acceptable in terms of Government interven-
tion the kind of controls which the Japanese Government exercises over
Japanese export industries, both in their marketing arrangements, quality
controls that are established, a complete regimentation of those particular
industries. This is a very clear case of the kind of thing which this paragraph
refers to when we say that we are opposed to all such interventions beyond
those clearly necessary to protect some accurately defined public interest.

Senator WaLL: Might I ask whether you would extend a concept of fraud
to something, let us say like inordinate profits being made by some.segments
of our economy because of certain monopoly positions.

Mr. Rem: I would say that first of all we believe in competitive economy.
If we have a competitive economy I do not think that the question of inordinate
Profits is one which is likely to arise, and I do not see how you measure it. But
We do believe in the profit structure as being the basis of all growth in the
Canadian economy and I don’t think, with all due respect, sir, that this is the
sort of thing which is likely to arise in a peacetime competitive economy. In
Periods of national emergency such as World War II there were, because of
direct Government intervention, obviously large profits that could have been
Made in particular areas because of the monopoly situation which was directly
the result of the economy being directed to the Ultimate victory, and this
Was met through very high taxation which was only supportable under those
circumstances.

Senator IsNor: And controls.
Mr. Remp: And controls.

Senator IsNor: I think you went pretty far afield, Mr. Reid, in bringing
the Japanese into the sitaution in so far as tariff and state enterprise is con-
Cerned, as outlined in that paragraph.
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Mr. MorcAN Rem: I felt that this was one of those clear cases that I would
not find that many members of the Chamber would disagree with.

Senator LAMBERT: You would not have in mind Crown companies by any
chance?

Mr. MorGcaNn REmp: Well, this is a very difficult situation, and I think that
you could only answer it in terms of specific Crown companies. Each case has
to be judged on its own merits, and some of these questions which arise at our
national policy sessions and annual meetings and they are thoroughly debated
at that time and policies established.

Senator PraTT: On the matter of Government subsidies on commodities
which has been referred to, was that remark particularly applicable to sub-
sidies for domestic consumption entirely or was it in reference also to the
inadvisability of subsidies on exports.

Mr. Epmison: Mr. Chairman, the honourable senator’s question has very
general application. If you are considering the whole breadth of Canadian
trade and certain of our domestic production. All we are trying to get at here
is the danger of dealing with a specific group in the community suggesting that
if they seek and obtain subsidy treatment and then in due course you deal
with another group eventually you will find that you have a whole network
of subsidy arrangements, all of which tend to build up the overhead of our
economy. As noted in the earlier questioning, when such items find their
way into the Government accounts, and they seem to do so in an inexorable
fashion, under certain conditions they add rather seriously to Government
deficits and can create a certain amount of inflationary pressure. That was
our term of reference here. '

Senator PratT: I understand that. I would suggest that the organization
could make a very useful study of the effect of foreign subsidies which this
country has to meet to some extent on our exports to different parts of the
world. It may be that is something that can be passed along to the Canadian
Exporters Association, rather than to banking and commerce. The fact is we
are running into more competitive conditions by reason of increases in sub-
sidies abroad. There is hardly a European country today that is not sub-
sidizing its export products one way or another. Two examples are France
and Norway.

I think this is a matter that requires very extensive study in its relation
to the Canadian interests. Therefore, I would like to see the Canadian Chamber
of Commerce use its influence with the Canadian Exporters Association in a
study which might have some bearing on the Canadian policy.

The CuairMAN: Further to what you say, Senator Pratt, an example is
the price of aluminum exported from Russia; that country must have sub-
sidized its miners or manufacturers, because it certainly disrupted the aluminum
industry in this country for many months.

Senator Pratr: I am not thinking so much about Russia and the com-
munistic countries, though that is an important factor. It is more a question
of the spreading of subsidies on exports in the free countries of Europe, such
as France and Norway. One country after another is adopting that policy,
and I think it is something that requires close study in Canada.

Mr. Epmison: I think the honourable senator is more concerned about our
competitive position than about the inflationary impact.

Senator LeonarDp: Mr. Chairman, may I ask the witness whether all these
subsidies—whether they be given in Norway or some other country—to assist
exports have an inflationary tendency within the country concerned, unless
they are coupled with controls that must be put upon the economy to make
up for those subsidies. Is that not the picture?
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Mr. Epmison: You are suggesting that when you are subsidizing one group
which you think is important, you are penalizing another group that you
think not is important. I think that of course is a principle that great exporting
countries have employed—certainly the United Kingdom has favoured its
exporters in various ways. I suppose in Canada we have to some extent
done the same thing,

Senator LamMmBERT: Wheat, for example.

Mr. Epmison: Yes; and in the United States there is a long list of examples,
of which you are aware.

Senator MacDonaLD: Mr. Chairman, may I ask two or three questions?
First, with reference to creeping inflation, I note what the witness had to
say on it. I understand there is one school of economists which do not think
there is any harm in creeping inflation. However, I won’t press you for an
answer to that question.

You refer in your brief to the Hoover Commission, which was appointed
in the United States. Did that commission come up with any solution as to
the great expenditure of public money, or was it helpful to the administration,
and if so, in what respect?

Mr. Epmision: Mr. Chairman, the honourable senator probably refers to
the two Hoover Commissions. / Both these commissions made recommendations,
and I understand as a result of those inquiries and their recommendations,
some matters of expenditures and, let us say, some of the stream-lining
functions of government, were improved, and overlapping was dealt with.

Certainly some of the reports—and we have to rely on them—Ilead one
to believe the results were quite salutory in cutting back certain areas of
government expenditure and in making certain savings to the American tax-
pPayer. What the percentage was would be open to question. I think all I
should say on the reports that I have read, is that the results have been
substantial from both commissions.

Senator MacDonNaLD: I note in referring to the work of the commission
you refer to the effect on inflationary tendencies. On page 3 of your sub-
Iission you say that the increase in consumer prices between 1947 and 1948
in the United States was practically the same as in Canada.

Mr. Epmison: If I am looking at the same figures as you are, senator, the
American experience was about 24 per cent, whereas ours was 47 per cent
(1947-1958).

Senator MAcDoNALD: But it starts off in relation to the gross national
product; you say the increase in consumer prices was practically the same as
in Canada?

~ Mr. Epmison: I don’t think that is quite a correct interpretation. The
Increase in consumer prices was greater in Canada (1947-1958), but our in-
Crease in economic activity was greater. I think all that suggests is that we
€xperienced a stronger economic trend and paid a higher penalty in price rises
for such a trend.

If you look at the history of the two periods in the two countries you will
Note it is not hard to explain: we had a very much stronger capital investment
Program in that period (as a per cent of G.N.P.) than the Americans.

Senator MacDonaLD: I was relating to the percentage figure. It seems to
Me the percentage of increase in consumer prices in Canada in the period 1947-
48 in relation to the gross national product in our country and in the United
States, was practically the same.

Senator LEONARD: That is like comparing a horse with a rabbit.
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Mr. Epmison: The figures, sir, are not quite comparable. You can see the
relationship, but they are not exactly comparable. You are comparing a price
index with an index of overall economic activity.

Senator MacDoNALD: I mention that in relation to the effect of the results
of the commission in the United States, as to how helpful it was in so far as a
study of inflation is concerned.

Mr. Epmison: I would be inclined to qualify that a little bit for the reason
that price controls in the United States came off, I believe, in a manner quite
different from our own. Mr. Reid and Mr. Ross may wish to qualify this
matter further. The consumer price index in the United States went up con-
siderably more between 1945 and 1947 than it did in Canada in those two
years. In other words, if we went back to 1945 in the case of those countries,
we would see that the American index between 1945 and 1947 went up 24 per
cent, whereas Canada’s went up 13 per cent. In other words, the time interval
when the price controls came off in the two countries—the manner in which the
controls were taken off is perhaps as important as the timing—shows that a
good deal of the American price increase was taken up in the earlier period.
It is not fully reflected in our table. There is some validity to your argument,
but I wanted to qualify it to some extent.

Senator MacDoNALD: Do you feel if we appointed in Canada a commission
similar to the Hoover Commission in the United States, that its findings might
be helpful in a study of the inflationary trends which are operating in Canada
today?

Mr. Epmison: I think the Chamber believes that such a commission would
make & helpful contribution. I would hesitate to give the Hoover Commission
credit for the fact that in this particular period American prices went up
somewhat less than in Canada. I think in so far as a review of the U.S.
Government accounts are concerned there is no doubt whatsoever they per-
formed a useful service.

Senator MacDonALD: Yes, I was only trying to relate it to our studies of
inflation.

Mr. Epmison: I think the relationship is not quite that close. We only
suggest it was a contributory factor to an improved fiscal situation in the United
States and suggest further that we should have such a study here.

Senator MacDonALD: Another question: Generally speaking, I gather from
your brief that you thought that the present inflationary tendencies were due
to fiscal and monetary policy, to consumer buying and to increase in wages.
I think in your brief proper those are the points emphasized, in any event. You
have absolved the farmers pretty well from all responsibility for any infla-
tionary tendencies at the present time. What occurred to me is that in your
brief you, by omission, appear to absolve equally from responsibility for any
inflationary tendencies, the employers—that is, capital as opposed to labour.
Now, it does seem to me that capital must assume some responsibility for this.
For instance, we talk about consumers—blaming them for buying so much.
But the temptation is so great, and that temptation is due largely to the manu-
facturer or the producer, in the first instance. I refer to the very attractive
packaging, and his advertising you see over television, which one can hardly
resist. I won’t mention any particular product. That certainly is due to some
extent to the position which the capitalist has taken. Then there was reference
here to combines. Well, I know that combines are against the law, but there
are certain combines which are within the law; and also there is the desire,
and the zeal, and it is understandable, of the capitalist to make as large profits
as possible. My question is, don’t you think that you should add to the three

which I have mentioned, that is, fiscal and monetary responsibility, consumer

buying, and increased wages, the responsibility of capital?
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Mr. Epmison: Well, Mr. Chairman, the honourable senator’s question, if
I interpret it properly, indicates that perhaps there is some misunderstanding.
The Canadian Chamber does not believe there is any strong inflationary pres-
sure at the present time. We believe there is an inflationary psychology. We
believe, however, that as and when the present recovery, as we hope it will,
moves along, that in due course the economy might at some later stage be
under strain. Under those circumstances there would be danger of inflationary
pressures, and under those circumstances they might well develop, as indeed
they have in the past. We have suggested here or outlined the forces we think
are the main contributing forces to the inflationary pressures that might develop
under those circumstances. Right at this moment, however we are in a position
by and large where we have an ample supply of goods and considerable
unemployment. However, on the question you raise about the employers, you
will note that in the discussion of what we call the producer groups, we have
included the employers with the employees and the farmers, and have suggested
that under conditions which we envisage might come about in the next few
years, the employers and the employees must exercise restraint,—that it is
incumbent upon both of those groups to do so; In that sense I do not think we
pick out the employees particularly as the group at which to level. criticism.
The only side reference we made was that we have noted that even under
present circumstances when we have not a fundamental inflationary pressure
in our economy there has been a tendency in some of these wage negotiations
in important industries for great demand to be put on employers. We also
suggested that if the employers gave in to all of these demands, (in order
to stay in business) they would have to pass on some of these increases to the
consumer in prices. The alternative, unfortunately, would be, as we have
seen in some recent instances, costly strikes, which injure everyone. That is
the main thesis, on the point you raised sir.

Senator McKeEN: I wonder if I understood the witness correctly, that the
Canadian Chamber says there is no inflationary pressure at the present time?

Mr. EpmisoN: No significant inflationary pressure to speak of. We think
there is an inflationary danger because of the inflationary psychology, but we
don’t believe at the present time there is serious inflationary pressure in the
economy.

Senator McKeEN: Then these groups you say are causing it, are not causing
it, if there is no pressure?

Mr. Epmison: No, but there is the possibility that these pressures will
develop, and we have established the conditions under which we are fearful
that they might develop.

The CrAIRMAN: I understand that you are speaking of the threat of in-
flation, particularly in the States; inflation is a little more serious down there
than here right now?

Mr. Epmison: Yes, they are further along in their recovery.

The CHAIRMAN: But we are studying here the threats of inflation?

Mr. Epmison: That is right.

The CHAIRMAN: And I am sure that is what your brief is for?

Mr. EpmisoN: Exactly.

Mr. ReEmp: Might I add a comment? I think that probably what we are all
Concerned about is the fact that there has been a continuing erosion of the
inllar particularly since the end of World War II, and of course some of the
Inflationary consequences are the direct heritage of World War II. What we
are really basically saying in this brief is that at the moment at this particular
time there is not evidence in the Canadian economy of severe inflationary
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pressures, but we are still concerned over the longer run with what has been
called “creeping inflation”, which we do not agree with, because there are two
things that happen, one, those who creep eventually run and, secondly, the
severe prospect of boom and bust in sight.

Senator McKEEN: What is your definition of “severe”?

Mr. RED: They are both bad.

Senator MCKEEN: I agree, but when does it become severe

Mr. REID: When inflation gets to the point, particularly through inflationary
psychology, where people are so convinced that the only way is for them to
change their assets into those things which will presumably rise in price over
a period of time, this eventually gets to the point that there is no relationship
between this process and values. If I might have your permission, sir, I have
one definition, I guess you would call it, of “creeping inflation”, which appeared
in the Morgan Guarantee Survey, of May last, which I think is rather excellent,
and pertains to this discussion:

The chief beneficiaries of creeping inflation would be the borrowers
and the successful speculators, those who would repay loans in cheaper
dollars than ‘“they had borrowed, and those affluent enough, shrewd
enough, and lucky enough, to take large risks and to guess right. Creep-
ing inflation, like all inflation, would redistribute wealth and income.
It would do so blindly, without regard to equality, needs or desirability.
Generally speaking, those who would lose by it would be those least
able to afford it.

I think that is rather a good definition.

Senator McKEEN: Three per cent is what is considered right now as the
group that is creeping. Where does it get to the point where it is severe? What
percentage?

Mr. REmp: Well, I would not take percentages, Mr. Chairman, I would
suggest an annual three per cent of erosion in the dollar is a very serious matter
indeed. You could not measure the final boom-and-bust cycle which might
develop eventually.

Senator MacpoNALD: That would not be creeping inflation according to
your definition.

Mr. REID: You mean the 3 per cent annual rate?
Senator MAcDONALD: Yes.
Mr. Rem: I would say it is getting to be more than creeping.

Senator McKEEN: Isn’t that what the rate has been over about the last 10
years?

Mr. REp: Yes I think we have it in here as 3§ per cent per annum over
the past eleven years.

Senator McKEEN: There must be some pressures causing that, but you
say there are no pressures.

Mr. EpmisoN: In the light of what Mr. Reid just read, that excellent defini-
tion, I think we can say that the Chamber of Commerce feels it could not as a
policy tolerate even a creeping inflation. All you can say about creeping inflation
is that it is not as dangerous, and it is easier to adjust to than a more rapid
inflation; but if you are going to erode the dollar the long-term effect is the
same. Even the creeping variety has the effect of creating a psychological impact
on people which spreads, and people are going to do the very things you don’t
want them to do. In other words, they are going to assume a trend and take
actions that will tend to bring about that trend.
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Senator McKEEN: As Mr. Reid has said, it has been 3 per cent over the
last 10 years. I don’t think you can say there isn’t any pressure and it is just
psychological.

Mr. Epmison: There isn’t any significant pressure at the moment.

Senator McKEEN: It has been arrested then?

Mr. REID: We are still concerned with the same forces which will bring
about a resurgence of inflationary pressures in the future.

Senator LEONARD: Would the witness say there is no pressure at the present
time when, apart from food, the cost-of-living index is moving up, notwith-
standing the fact we have an excess of labour and supply of materials, and the

- wholesale price index is moving up and there is a psychology directed towards

the purchase of equities and other things than contractual obligations? Are not
these inflationary pressures?

Mr. EpmisoN: I wouldn’t describe them as pressures. Actually the cost-
of-living index has not gone up much in the last six or seven months,

Senator LEoNARD: Apart from food it has.

Mr. Epmison: A little bit, but I think you will recognize some of the
adjustments that have taken place in some of the components of that index
have been delayed. They do not all happen at once. Some of the adjustments
took place in the strong inflationary period of 1956 and early 1957. Others
have been delayed working their way through. All we are suggesting is that
in the present economy, while you have this psychological backdrop which is
affecting the decisions of some people, certainly it is not the really dangerous
inflationary pressure which you can get when all of your resources are fairly
well employed and your whole economy, so to speak, is under strain. There
is quite a difference.

; Senator LEoNARrD: I agree, but it is still rather threatening or dangerous
1f you have these results take place at a time when you would normally expect
a drop in prices.

Senator WarLL: I would respectfully suggest that now is the time to hit
this problem and not when the dangers become more apparent.

Mr. EpmisoN: We have pointed that out in our brief. We have suggested
that we have a little time to “get our house in order”. In other words, to do
Something before the dangers are on our doorstep That is why we think
Your deliberations here can serve a useful purpose in drawing attention to the
hature of this problem, having in mind what might happen in the years
Immediately ahead. -

Senator EULER: How would you combat it?

Mr. Epmison: We have made a few suggestions. The first is that the
Gr0vernment, as the biggest spender, should at the earliest possible and feasible
date, close that cash deficit gap. If that is successful there will flow from that

‘€vent a number of salutory developments in this field.

. Mr. REmn: Mr. Chairman, one of the points in this brief is that the Canadian
Chamber of Commerce is undertaking this year an educational campaign to
apprajse as many Canadians as possible of the causes and consequences of
inflation. I would like to say that aside altogether from whatever reports or

Tecommendations are brought in by your committee, sir, that the actual focus

f public attention on the proceedings of this committee itself is of immense
Jenefit to all Canadians in drawing to their attention the causes and con-
Sequences of inflation.

The CHAIRMAN: I heartily agree with that.

21445-2—3
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Mr. Rem: I would like to ask Mr. Sheridan if he might in a few words
point out what we are attempting to do, and how we go about it. It is an
objective approach and there is no bias involved for any group in the com-
munity. We feel inflation is one of those things which are a matter of concern
for every Canadian, whether an employer, employee, civil servant or
entrepreneur of any kind.

Senator Remp: I wonder if I can ask the witness whether his organization
has ever made any study of the actual cost of living in the United States as
compared to Canada? I am not talking about statistics given by economists
but I am talking about the actual cost of living. From what I know of the
western United States and British Columbia, despite higher wages given across
the line it is my experience that the actual cost of living and cost of articles
are less there than they are in British Columbia. I have often wondered if
any study has ever been made as to the actual costs of things that the people
of the United States are buying as compared to what we are buying in
Canada, for it must have a great effect on our economy.

The CramrMAN: How do you feel about world imports coming into this
country and the United States? Don’t you think they are choking inflation to
quite a degree? I am thinking about motor cars, for instance.

Senator Reip: Just getting back to my question for a moment, I have
checked up and the housewife in the United States, in the west anyway, can
buy goods cheaper than we can in Canada where the price is the same for
identical goods from British Columbia to Newfoundland. There seems to be
more competition in the United States than we have in Canada, and this has
an effect on our economy.

Senator IsNOR: I don’t think that should go on record unchallenged. I think
there is competition in every line from east to the west. There are many goods
that cost much higher in British Columbia than in other sections of Canada,
but to say that there is no competition in the various lines is simply not stating
the actual facts.

Senator REID: I will restrict my comments to foods and medicines and leave
out clothing. I have bought no clothes or shoes in the United States, but I have
bought the other articles there and I will stick to those and stand by what
I have said.

Mr. Rem: There are 177 million Americans and only 17 million plus
Canadians, and the difference in the two markets has a very important effect
on the cost structure at all levels of manufacturing and production.

Senator RE1p: Isn’t it a fact that the large market brings down the cost
because machinery can operate 12 months a year?

Mr. REID: Yes. This is one of the problems the Canadian manufacturer is
constantly faced with, not only in the domestic market but in the external
markets, and he does a wonderful job under the circumstances.

Senator WALL: I wonder if I can come back to Mr. Reid’s suggestion that

Mr. Sheridan explained to us their educational campaign? I wonder if

Mr. Sheridan or somebody would append to that the kind of suggestion they
might have that would go outside the framework of their membership or the
people the Chamber of Commerce have an immediate influence on? I would
like to know how we can handle this informational crusade against inflation
on a national basis. Who is to do it?

Mr. SHERIDAN: I would like to preface what I have to say about the
educational program, something with respect to the discussion which took
place just now. Dr. Robert Clark in his very voluminous report pointed out
that the Canadian level of per capita economy is 30 per cent below that of the
United States. This is a fact to be considered in the development of any overall
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program for Canada, and it can be said that our proximity to the United States
and our intimate knowledge of the way in which our neighbours live too
frequently give us inflated ideas as to what our own approach to Canadian
problems should be. I mention that because it has some relevancy to what
has just been said with respect to costs in theUnited States and here in Canada.
They have a higher standard of living and there is no use in denying it.
I would also say that in the program of the Chamber, in its educational field,
we are reverting back to the definition which Mr. Edmison read into the
record and which was brought forward by the Minister of Finance in his
budget speech when he said: “Rising costs and continuing price increases
spell inflation.”

Now, their are things relating to this definition which we think are
happening now and we are trying to say in our educational program, ‘“Please
look closely at what you can do with respect to rising costs.”

Now, one of the areas where we feel there has been an increase in costs
is, as has been pointed out in the brief, in the field of Government spending,
large Government spending. There has been an increase in costs because of the
taxation result.

There has been an increase in cost because of higher wages, and I am
not going to say whether they are justified or not. So our effort is to inform
our member Boards and Chambers. We have tried to point out to them, the
750 member Boards and Chambers which are concerned with the civic,
commercial, agricultural and industrial progress of the communities in which
they operate, that they must never lose sight of the fact that in making
demands for something they feel is good for their community they may be
making demands upon the public purse which in turn increases costs. So that
Wwe suggest to them restraint, as has already been pointed out by the witnesses,
restraints on their part as individuals, restraint on the part of labour leaders,
Testraint in any field which you can consider.

' Now, to get this story across, this is what we do. We have a series of radio

broadcasts which is prepared by the Chamber each year. This year it happens
to be a series of 13 five-minute radio broadcasts which are made available to
boards of trade and chambers of commerce for sponsorship by them in'their
Own communities, and more than 100 radio stations are carrying this series
of messages in Canada at the present time. Some of these messages relate to
the things we have been speaking about.

There is published every month by the Chamber, (and I have the printers
Proof here of the latest issue,) the News Letter of the Department of
Economic Develepoment. I think all honourable senators must have seen this
Letter. You have noted that this is a theme that is constantly referred to.
This Letter has a circulation of about 30,000 at the present ime.

Canadian Business, which is he official magazine of the Chamber is con-
Cerned with this matter of inflation too, and carries in it from time to time
articles and editorials along the same lines. We also have the opportunity as
Members of the Canadian Chamber of Commerce to occupy platforms right
across the country and again the same things are spoken about.

In addition to that, and perhaps more effective is that many of the 750
oards of trade and chambers of commerce across the country have formed
ublic Affairs Committees. There are some 335 Public Affairs Committees

established within these boards of trade and chambers of commerce, and these

Public affairs committees are charged with the responsibility of examining

“}t9 and looking at national affairs with a view to acquainting themselves,
8lving themselves a better understanding and appreciation of national prob-
€ms and doing a public relations job for the point of view we are expressing
€re today.
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That, I think, Mr. Chairman, partly answers the question as to how we can
reach the public. I suggest to you that by means of the platform The Canadian
Chamber of Commerce does reach the public and we are most grateful for the
cooperation of the press, radio and TV which have provided excellent coverages
for talks of this nature.

Secondly, there is the radio coverage. One hundred radio stations in all
of the ten provinces give us virtually complete coverage across this country
of ours.

The News Letter and Canadian Business magazine to which I have referred
have a circulation beyond the Chamber membership, and press, radio and TV
have been generous in giving prominence to some of the material which is
presented in that form.

Senator IsNor: But that is not new. You have been doing that for the past
five or six years at least.

Mr. SHERIDAN: This is not new, now, Senator Isnor. As far as economic
education is concerned this is a continuing program. The committee which is
responsible for this, it is called the Committee on Economic Development,
although it is an Economic Education committee, has directed its efforts this
year, in line with the presentation to your committee here today, in giving
special consideration to the subject of inflation and its threat.

Senator HiceINs: On page 6 of your brief there is reference to Mr. George
Winder’s book, and to his belief that budge deficits, including “below-the-line”
expenditures, is the only cause of inflation. What do you mean by ‘“below- .
the-line expenditures”? i

Mr. EpmMmisoN: Those are items that do not appear in financing the ordinary
departments of Government. In Canada they would include Crown company
operations, the deficit of the Canadian National Railways, e.g. the money spent
on C.M.H.A. housing and so on.

Senator HiceINs: Then you go on and make use of a quotation from Mr.
Winder’s book as follows: “Once the overall budget is balanced and kept in
that condition, inflation will undoubtedly cease.” Continuing, you say, “The
Chamber does not feel competent to judge whether this drastic assessment of
inflationary pressure in relation to the budget deficit is fully applicable to
Canada, if, indeed, it is valid for the United Kingdom.” And, continuing, you
say, “In any event, it believes that the prompt and assured closing of the cash
deficit gap would dissipate a great deal of the inflationary psychology that is
becoming so prevalent in Canada.”

Do you mean that a lot of talk of inflation is caused by the fact that the
budget is not balanced?

Mr. EpmisoN:  Yes, sir.

Senator HiGGINS: And if the budget was balanced, most of the talk would
cease?

Mr. EpmrsoN: A good deal of it would, yes.

Senator IsNor: In other words, if we were to revert back to the policy
carried on by the former administration there would not be the same amount
of talk.

The CHAIRMAN: Oh, oh.

Senator LAMBERT: Mr. Chairman, I assume that in the light of Mr.
Sheridan’s remarks that the brief that was read here this morning will be
distributed to their membership. :

Senator LEONARD: Perhaps the Chamber would like to distribute some of
our proceedings. d )

FRara = S

L PR

et G s -
e e b e ey

I




\

FINANCE 63

Mr. EpmisoN: Our feeling is that the emphasis should be clearly in the
area of education. We do not believe that in the present, let us say, climate
of inflationary psychology, it is necessary or desirable to be alarmists in this
type of presentation. Actually the type of enquiry you are holding here we
would like to think is educational.

The CHAIRMAN: The committee considers it an educational investigation.

Mr. Epmison: The type of session you are holding today is, we think,
educational, and we are pleased you think so too. You are discussing inflation
as a problem, and we think it should be presented to the people as a problem.
If you are an alarmist and indulge in a great deal of exhortation and so on,
all you might succeed in doing is convincing everybody that inflation is
inevitable, and they will go out and do the very things you do not wish them
to do. (Refuse to save, over-buy etc.)

Senator LAMBERT: Is not the problem, first, to be as specific as possible in
relation to the public demands for certain things? This committee, for at
least the past five years, and certainly before inflation became an acute problem,
has been stressing the danger of increased public expenditures at all levels
of government. Its work in that respect resulted in the introduction in the
Auditor General’s Report of the new expansive sheet that details expenditures
at every level of government.

Now with the Chamber of Commerce focussing attention on this problem,
Wwe can very well afford to emphasize the fact, in trying to produce a public
psychology that is against the unlimited demands on government for expenditure
in all directions. This condition is just as true of municipal and provincial
expenditures as it is of federal expenditures, and if we are going to create a
state of positive thinking on this subject, I think that is the place to start.

Senator WALL: Mr. Chairman, I wonder if I may comment on the “Sum-
mary and Recommendations”? I would presume that the purpose of this
educational campaign which we are talking about would be to make everybody
aware of, and therefore alert to, certain dangers, and make them prone to self-
d}scipline. For example, I would be almost mischievous and say, how do we
discipline through self-control strong ways of capital investment, which has

een, in my estimation, a crucial factor during 1955-56. Are there any other
Controls that can be set up for the national public interest that might temper

, these waves of capital investment?

Senator PRATT: You mean public funds?

Senator WALL: I am thinking more of private enterprise. In line with
at, I am looking at recommendation number one which says:

The Chamber believes that monetary policy—

And I would like to have the proviso there explained.
—subject to the exigencies of managing the government’s debt,
should endeavour to allow increases in the money supply—

There must be a scientific connotation there, which I would like to have
€xplained

—just sufficient to finance a reasonable rate of long-term annual
growth.

Mr. Epmrson: Do you wish me to comment on that?

Senator WaLL: I would like a comment on that.

Mr. Epmison: In respect to your earlier comment about capital expendi-
tures, you are perfectly right in your assumption that the tremendous capital
€Xpenditure program particularly in the 1955-57 period, put great strain on our
Tesources in Canada, and certainly added to the inflationary pressures during
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that period. As you will recall, capital expenditures in Canada, as a percent-
age of the gross national product, exceeded 25 per cent. That is an extraordi-
narily high percentage. We would like to think—and there is reason to believe
—that our resources will not be under such a strain in the capital side in the
foreseeable future, and therefore, at least that one important factor will not be
quite as powerful and disconcerting an influence on the inflationary trend as
in the recent past.

In so far as monetary policy is concerned, the monetary authorities are
faced with a duel responsibility which at times embarrasses them. I should
think they are embarrassed to some extent at the present moment. The mone-
tary authorities are responsible for the maintenance of a relatively stable price
level. They are also responsible as the fiscal agents of the Government of
Canada for seeing that the Government is in a position to pay its bills.

Now, when you are operating a very large cash deficit, it is quite possible
that your objective of looking after your responsibility of maintaining a stable
currency, and of seeing that the money supply is not increased unduly, is some-
what in conflict with the fact that you must see to it that the government has
sufficient funds available to meet all of its obligations, including the maturities
of its funded debt. That dual responsibility of the monetary authorities is
certainly an important reason, among others, why we have stressed the import-
ance of the government deficit in looking at this problem. After all, if the gov-
ernment did not have a major cash deficit the monetary authorities would be
much freerer and more flexible to concentrate on the question of looking after
the money supply in such a manner that, theoretically at least, we might
achieve in. Canada a more orderly and less inflationary growth.

I don’t know that that fully answers your question, but I think the awk-
ward position of the monetary authorities needs to be stressed.

The CHAIRMAN: Are there any other questions? If not, I would like, on
behalf of the Finance Committee and other honourable senators present to
thank Mr. Edmison and his associates for their very fine presentation to the
committee this morning.

—_Whereupon the committee adjourned.
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ORDER OF REFERENCE
Extract from the Minutes of the Proceedings of the Senate, TUESDAY,
April 28, 1959.

“Pursuant to the Order of the Day, the Senate resumed the postponed
debate on the motion of the Honourable Senator Wall, seconded by the
Honourable Senator Leonard:

That the Standing Committee on Finance be instructed to study the threat
of inflation in Canada;

That the Committee have the authority to send for persons, papers and
records, and to report from time to time.

After debate, and—
The question being put on the motion—

: The Senate divided and the names being called they were taken down as
ollows: —

CONTENTS

The Honourable Senators
Baird Golding Reid
Basha : Grant Robertson
Beaubien Hodges Roebuck
Bois Hugessen Savoie
Boucher Isnor - Smith (Kamloops)
Bradette Jodoin Smith (Queens-
Connolly (Halifax North) Lambert Shelburne)
Connolly (Ottawa West) Lefrancois Stambaugh
Crerar Leonard Taylor (Westmorland)
Croll Macdonald Vaillancourt
Dupuis McGrand Veniot
Euler Petten Wall
Farquhar Pouliot Woodrow—40.

Gershaw Pratt

NON-CONTENTS

The Honourable Senators

Aseltine Haig : Pearson

- Brunt Higgins Quinn
Buchanan Horner Sullivan
Emerson MacDonald White—14.
Gladstone Methot

So it was resolved in the affirmative.”

J. F. MacNEILL, |,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

THURSDAY, June 11, 1959.

Pursuant to adjournment and notice the Standing Committee on Finance
met this day at 10.15 a.m.

Present: The Honourable Senators Emerson (Chairman), Aseltine, Beau-
bien, Bouffard, Euler, Gershaw, Golding, Hayden, Isnor, Lambert, Leonard,
Macdonald, McKeen, Power, Reid, Savoie, Stambaugh, Thorvaldson, Turgeon,
Vaillancourt, Wall and Woodrow—22.

In attendance: The official reporters of the Senate.
Consideration of the order of reference of April 28, 1959, was resumed.
The following were heard:—

Mr. J. A. Tuck, General Counsel, The Canadian Life Insurance Officers
Association.

Mr. A. Ross Poyntz, President, The Canadian Life Insurance Officers
Association, and President of Imperial Life Assurance Co. of Canada.

Mr. E. C. Gill, President, The Canada Life Assurance Co.

Mr. D. E. Kilgour, President, The Great-West Life Assurance Co.
At 12.10 p.m. the Committee adjourned.

At 2.00 p.m. the Committee resumed.

Present: The Honourable Senators Emerson (Chairman), Bouffard, Ger-
- shaw, Golding, Higgins, Isnor, Lambert, Leonard, McKeen, Power, Stambaugh,
rgeon, Vaillancourt, Wall and Woodrow—16.

Mr, David Kirk, Secretary-Treasurer, Canadian Federation of Agriculture,
Was heard.

Further consideration of the order of reference was postponed.

At 3.00 p.m. the Committee adjourned until Tuesday next, June 16 instant,
at 10.15 a.m.

Attest.

John A. Hinds,
Assistant Chief Clerk of Committees.
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THE SENATE

STANDING COMMITTEE ON FINANCE
OtrrAwA, Thursday, June 11, 1959.
EVIDENCE

The Standing Committee on Finance, which was instructed to study the
threat of inflation in Canada, met this day at 10.15.

Senator Emerson in the Chair.

The CuairmaN: Honourable senators, we will call the meeting to order.
We have a quorum. As time will be the essence today I would like to see us
try to get out of here between half-past twelve and a quarter to one because
We have another carry-over meeting at 2 o’clock this afternoon.

I would like to welcome our distinguished witnesses here this morning,
and without any further ado I will call on Mr. J. A. Tuck, Q.C., General
Counsel, the Canadian Life Insurance Officers Association, to introduce the
first witness.

Mr. Tuck: Mr. Chairman and honourable senators, the Association is
Tepresented today by its President, Mr. A. Ross Poyntz, President, Imperial Life
Assurance Company of Canada, Toronto, who will make a statement to you on
behalf of the Association. Mr. Poyntz will be followed by Mr. E. C. Gill,
President, The Canada Life Assurance Company, and Mr. D. E. Kilgour,
_President, The Great-West Life Assurance Company, who will speak in their
Independent capacities as presidents of two of our companies.

Mr. P. S. Bower, Vice-President and Treasurer, The Great-West Life
Assurance Company, is with Mr. Kilgour. Next Thursday, a week from
today, Mr. E. R. Alexander, Vice-President, Finance, Sun Life Insurance
Company of Canada, will be here, and with him will be Messrs. Popkin and
MCCarthy. Mr. Chairman, Mr. Poyntz is ready to make his statement to you.

Mr. Poyntz: 1. The Canadian Life Insurance Officers Association is a

V_Oluntary organization of 87 Canadian, British, United States and Netherlands
!lfe insurance companies. These companies transact more than 999 of the life
Insurance business in Canada.
_ 2. The life insurance companies have been and are greatly concerned about
{nﬁation. This can be readily appreciated when it is remembered that life
Insurance companies deal in dollars. They sell a money obligation, due in
the future. Some contracts may extend over fifty years or even longer from
the time premium payments start to the time when the company has paid out
the final benefit. Erosion of the value of the monetary unit in which the
Companies’ contracts are expressed—an erosion over which they have no
fontrol-—means a definite loss to the large body of thrifty, self-reliant Canadians
Who have, through the means of life insurance and annuities, been making
Provision for the maintenance of their families in the event of premature death
Or for their own later years.

3. In relation to their income, Canadians own more life insurance than
the beople of any other country. More than eight million Canadians owned
1$$38-6 billion of life insurance at the end of 1958. This was 157% of 1958

€rsonal Income. United States citizens were next, their ownership amounting
10 1399, of their Personal Income.
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4, Life insurance protection has grown very significantly during the post-
war years—the years when the price level has been subject to a series of
inflationary increases and during which the value of the 1946 dollar has been
reduced to about 62 cents. In dollar amount, total life insurance in force in
Canada has increased four-fold since the end of World War II, but in terms of
purchasing power it has increased 2.4 times.

5. The fact that Canadians generally have seen fit to increase the total
of their protection under these circumstances does not answer the problem of
those earlier policyholders who have contributed their premiums over prior
years, and at the maturity of their contracts when entering their retirement
years, have found that their savings are, in terms of shelter, food and the other
amenities, yielding them less than expected. Inflation is a eruel burden imposed
on those least able to bear it and least able to do anything about it.

6. Although the total of insurance in force has increased very significantly,
its composition has changed. Along with the growth of group life insurance,
there has been a trend away from what we call “permanent insurance”, that
is where savings and protection are combined, to term insurance which provides
protection only. Many factors have contributed to this change in the buying
habits of the Canadian public. As a result of inflation, the need for protection
has grown at a faster rate than the individual’s ability or inclination to save.
The continued erosion of the dollar has made saving less attractive, and some
persons may have almost ceased saving altogether. Others have been directing
their savings into stocks, real estate and other equity investments in the hope
of reducing the effect that more inflation would have on the value of what they
put aside now. _

7. The life insurance companies have invested more than $7 billion in
Canada on behalf of their Canadian policyholders. These assets are invested,
within the framework of the insurance laws, to finance housing, schools, roads,
utilities, manufacturing industries, resource developments, and other capital
needs of an expanding country. This is a large pool of capital representing the
small but regular savings of millions of individuals. It is not a static fund but a
dynamic fund. Additional moneys are added and as old investments are paid
off they are reinvested. More than $1 billion is invested or reinvested each
year. These moneys represent a large pool of long-term capital available for
investment in the national interest in fixed-interest obligations, since they are
the backing for contracts expressed in fixed dollars. The interest earned on

these funds is, of course, earned for policyholders and increases the benefits

they derive from their life insurance savings.

8. Life insurance companies, of course, have had to contend with the effect
of inflation on their expenses if doing business and servicing their large and
growing number of policyholders, Salaries have had to keep pace with the
increase in wage rates generally as the cost of living has advanced. So far,
the increase in the average size policy, increasing mechanization and efficiency,

favourable mortality and improving earnings from investments have enabled

the companies to absorb these increasing costs and in many cases to reduce

premiums charged for their policies. Very few businesses have been able to "-.

reduce the cost of their products in the post-war period.

9. Possibly, I have said enough to indicate why the life insurance business

is concerned about the problem of inflation. You will hear from other life

insurance representatives speaking on behalf of their own companies. They
will undoubtedly amplify and illustrate many of these rather broad statements, =
and will make additional points of their own. The life insurance companies
stand in a position of trusteeship for the eight million Canadians who have
been and are entrusting their savings to the companies. Life insurance men
have many times in the past, both through The Canadian Life Insurance Officers
Association and in their individual capacities, spoken out against the evils Of’;
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inflation. However, the interests of thrifty, self-reliant Canadians have
frequently received minor consideration in the framing of government policy.

10. I do not wish to leave you with the impression that the life insurance
companies have lost faith in the product they sell. Inflation has not destroyed
the value of our product. The miracle of life insurance is that the dollars the
policyholder pays in premiums are multiplied many times if he dies pre-
maturely. Inflation cannot destroy the value of this benefit to widows, orphans
and other beneficiaries.

11. I hope that your investigation will confirm the life insurance companies’
belief that

(a) inflation tends to create more problems than it solves;

(b) inflation will in the long run create more economic dislocation and

will cause more unemployment than it may temporarily cure;

(c) inflation provides no incentive to economic efficiency or increased

productivity;

(d) inflation bears most heavily on those least able to bear it; and

(e) inflation, if allowed to continue, will in the end destroy our nation’s

existing institutions and social order.

Basic to the success of our economic system is a sound currency—a monetary
unit whose purchasing power can be depended upon.

12. The life insurance companies in Canada feel so strongly about inflation
that this year they are using for their institutional advertising program in
the press across the country the theme of “A Sound Dollar Means a Better
Life for You” and “The Fight Against Inflation Needs Your Active Support”.
The text of these advertisements has been carefully worded not to add to the
fear of inflation which seems to have been rampant among some sections of
'Fhe bublic; on the contrary, the text indicates some factors which are causing
{nﬂation and some steps by which it can be avoided or minimized through
~ Joint constructive action. Copies of four of these advertisements will be made
available to you.

13. The causes of inflation are many and they undoubtedly vary in import-
ance from time to time. We live not in a static economy but in one based on
a constantly unfolding series of events. The situation today is the result of
he many events of yesterday and several yesterdays. The events of tomorrow
Will reflect the wisdom with which we govern ourselves today. The life
Isurance companies feel that increased public awareness of the evils and
Consequences of inflation will prepare Canadians for the discipline involved in
- anti-inflationary policies. ‘

14. The main objectives of Canadian policy should be a relatively high
level of employment and reasonable stability of the currency. The life com-
Panies believe that these two objectives are not incompatible. In fact, the
Companies believe that if these twin objectives are not given equal weight in
the formation of policy and in its implementation, Canada will fall short of
the sustained economic growth which could be achieved.

15. Since we are continuously concerned with a flow of events rather than
a condition at one point of time, the major problem becomes one of attempting
O maintain balance among the different sectors of, and forces within, the
€Conomy. Remedial action to cure situations of imbalance should be carefully
designed so that they create a minimum of difficulty in other areas, necessitating
further remedial action later. Again, since it is a flow of events that concerns
Us, policy implementation must continually stress emphasis and timing. More-
9"91', policy must take into account both real and psychological factors. Since
',_lndividual and business decisions are almost always made in the light of
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expectations, it becomes extremely important that we maintain confidence not
only by doing the right thing but also by doing it in the right way at the right
time.

16. The maintenance of balance cannot be left to government entirely
but should be a continuing objective of all segments of the community, all
acting in a responsible fashion. However, much of the leadership and control
must emanate from the federal government. The prime responsibility falls
on government to keep its own house in order thus setting the moral tone for
the rest of the community and providing the psychological leadership that will
create public confidence that balance will be maintained.

17. Balance will be aided if the federal government takes cognizance of
the weight of government expenditures at all levels so that these may be
contained within a framework of total taxation that is acceptable and bearable.
We cannot do at the same time all the desirable things we jointly would wish
to do. Governments, within the limits of a bearable level of taxation, must
continually make wise choices among the competing demands of municipal
services, highways, public works of all kinds, education, defence establishment
and welfare expenditures.

18. Most of the larger welfare programs have a built-in growth potential
as population increases and as the level of services inevitably expands. Extreme
care should be exercised to ascertain that the growth potential is within our
foreseeable ability to pay. Too often, it would seem that the growth in
expenditures under these programs is not well assessed. The result is a large
increase in total government requirements and in the proportion of expenditures
that are uncontrollable.

19. Government revenue and expenditures should, at least over a period
achieve a balance, but in any year, a deficit or a surplus may be necessary to
either stimulate or contain the flow of events. When deficits are in order, every
effort should be made to maintain confidence and to borrow from non-bank
investors so that it will not be necessary to increase the money supply to
accommodate the financial requirements of the federal Government. The life
insurance companies commend the federal government for its plan to reduce

its deficit in the current fiscal year. Confident that the present trend toward

recovery will continue, the companies feel strongly that the budget for the
fiscal year 1960-61 should be at least in balance and, preferably, should provide
a surplus.

20. When excesses appear in various sectors of the economy and remedial
action is taken, time should be allowed for such action to operate to restore
balance. The level of interest rates is an example. Savings in the long run
must be matched to the demands of capital investment. When demand exceeds
supply, interest rates are high and, through being high, set in operation a

chain of events which tends to reduce demand, increase savings and thus

restore balance.

21. Increases in productivity within the economy result from the applica-
tion of labour and new plant and machinery to the process of production. -

Wage and salary increases in recent years have tended to take up all the

gains in productivity, leaving little, if any, to be spread among consumers in

the form of lower prices. Groups in strong bargaining positions tend to obtain
special concessions. This leads to imbalance and necessitates subsequent con-
cessions in other areas.

22. In this examination into inflation, Canada’s need for export markets
must be borne constantly in mind. Inflation increases costs and selling prices.
If inflation raises our price levels to the point that our exports cannot compete

in foreign markets, we face the prospect of unemployment in vital industries.j
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Similarly, imports will interfere with our own production for the domestic
market. Canadians cannot control inflation which may be forced upon them
from outside, but we can and should refrain from promoting it by our own
actions.

The CHairmAN: That is a very excellent brief, Mr, Poyntz, and we thank
you for it. Would you like to be questioned now or would you rather wait
until the other witnesses have made their presentations?

Mr. PoynTz: Perhaps some of the questions that the senators may now have
in mind will be answered by the other speakers.

Senator IsNorR: Mr. Chairman, I have one question that I think could be
answered now by Mr. Poyntz; it is one that is not likely to be cleared up by the
other witnesses. I refer to lines 3 and 4 of paragraph 15 of your brief, Mr.
Poyntz. Can you explain what you have in mind there?

Mr. PoynTz: That reads: “Since we are continuously concerned with a
flow of events rather than a condition at one point of time, the major problem
becomes one of attempting to maintain balance among the different sectors
of, and forces within, the economy.”

That, Mr. Chairman, involves the interplay of forces in the Canadian
€conomy; and it would apply to the capital market and to wage scales across
Canada that vary according to the ability of a group to bargain, and result
In dislocation and imbalance of one group in comparison with other groups.
For instance, a rise in wages in one industry in an area must later be offset
or counteracted, or brought into balance, by similar concessions in other
Industries. Heavy capital requirements, that is the borrowing by governments
to finance deficits, create an imbalance in the sense that other borrowers are
but at a disadvantage in ‘making demands on the same pool of savings.

I think that is the kind of thing we mean by that statement. There is
No isolated influence in the Canadian economy.

Senator ISNOR: Perhaps, Mr. Chairman, we can pick the point up later.

Senator Rem: I wonder if the witness would care to elaborate on the state-
ment made on page 7: “It becomes extremely important that we maintain
confidence not only by doing the right thing but also by doing it in the
right way at the right time.” What have you in mind when you suggest that?

Mr. PoynTz: It seems that the question of inflation at the present time
assumes great importance by reason of the fear of what may happen rather than
the physical facts of inflation existing right at the present time. It is a complete

?Ck of confidence in future price levels and in the value of fixed interest securi-

ties, as another example. We think it is very important that the psychological
actors be weighed in determining any particular course of action, not only
Physical and economic factors.

Senator BourrArD: Up until about three years ago I think we can say that
Canadians had a great deal of confidence in our country, not only Canadians but
also outsiders who invested heavily in Canada. The Government’s budget was
always in good balance. The rates of interest were low and there was little
fear from inflation at that time. I don’t think it was as psychological as much as
1t is today. What in your opinion was the cause of the inflation that progressed
between 1946 and, let us say, 1956, when the Government was always in good

alance? We found we had a surplus and low interest rates and there were tre-
Mendous investments coming in from outside. The country was growing in
Population and the economy seemed good. What, in your opinion, was the cause
of inflation at that time, for it did occur at that time?

~ Mr. Poyntz: I should think, sir, there were a great many causes. The prin-
Cpal cause, is that what you are asking?
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Senator Bourrarp: Yes. I know it is very hard to point out the cause of
inflation but I wonder if we had any specific reasons for inflation at that time
when the economy was so good, the budget was in good balance, the interest
rates were low and it seemed that the economy of the country was going very
well, although at that time we also had a little inflation.

Senator LEONARD: Senator Bouffard’s question is directed from the year
1946, the immediate year after the war, on through the post-war period up
until 1956. !

Senator BoUFFARD: Yes. :
Mr. PoynTtZ: If any of my colleagues would like to give their idea of what !

3
1
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is the principal cause here I would be glad to hear them answer that question.
I think I have one or two comments I could make.

Mr. KiLcour: The views that I recognize as the most important pertaining
to that question are these. Immediately after the war we had a tremendous
accumulation of savings that had been built up during the war. Our financial
institutions were loaded with Government bonds that had been bought at very
low interest rates. Then we had tremendous pressure for goods. People all
across the country started buying things they had not been able to buy during
the war. There was tremendous pressure on the capital market for new
factories, new houses and new everything. To a very great extent the savings
made during the war were used up during these succeeding years, and we had the
instance of too many dollars chasing too few goods. In the financial institu-
tions there was a great pressure to sell their federal government bonds and put
the money into municipal and industrial bonds, and mortgages, and so on. So
we had the accumulated savings of the war being used in the expansion that
took place in Canada which resulted in a tremendous creation of new goods.
That process continued and ultimately produced the sort of classic inflation of too
many dollars chasing too few goods. That took place right across the country.
Now we have come to the stage where these savings have largely been used up
and we find a situation where there are too many demands on the savings that
are available. It seems to me that this is a simple portrayal of what is taking
place today. We have more people wanting money than there is money

" available.

Senator WALL: You mean it was really a demand-pull type of inflation.
I think that is what they call it. There is a tremendous demand for goods in !
the early part. i

Mr. KiLcour: And a tremendous demand for labour and facilities. That
is why people could increase prices, because there was almost an excess in
demand for many products which removed the normal price resistance. That
is normally what would have taken place during the war had it not been for
rigid price control. At that time money was available and demand was high
and it created a churning example of what happens when you have lots of
money and great demand. :

Senator WALL: If I might just follow along Senator Bouffard’s question,
would you say that we are facing a slightly different flavour of inflation at
the present time? Would you say that it is a combination of still a demand—
because there is an excessive demand—plus something else that is beginning
to bother us? -

Mr. K1Lcour: I question if today we have an excessive demand in many
fields. In fact, we have an excessive production in many fields.

Senator THORVALDSON: I think Mr. Kilgour will be presenting a br1ef
himself and perhaps he would rather answer questions at that time.

The CHAIRMAN: Yes. Thank you for your very excellent brief, Mr. Poyntzg
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Mr. PoynTz: Thank you, Mr. Chairman.

The CHAIRMAN: I will now call on Mr. E. C. Gill, President of The Canada
Life Assurance Company.

Mr. GiL: Mr. Chairman and honourable senators, with your consent, and
with the consent of the committee, I think it would save time if we did not
read through the brief in full. Mr. Poyntz, in arranging the program, asked
me to concentrate on two important items. One is the creeping inflation theory
and the other is to make some comments on the stock market. If you agree,
sir, we could start right at the top of page 3 and read two short paragraphs.

(For complete brief see Appendix “A” to proceedings.)

Gentlemen, nothing could be more dangerous than the assumption that
a little bit of inflation each year is good for the economy, in other words
a creeping inflation. No inflation will creep for long or forever, it will soon
gallop. Just like a little pregnancy you can’t stop it from growing.

Now one of the favourable things about this whole subject, gentlemen,
Is that millions of people believe and know that this problem of inflation
Is the most serious problem facing the free world other than the peace of
the world. There is nothing to compare with it.

In the United States there are some very worth while organizations speak-
ing up. There is a committee called the Committee for Economic Develop-
ment, a committee of businessmen, a committee not only of financial people,
trust people, insurance people, bankers, and so on, who see this problem day
to day, but a committee of outstanding industrialists of the country. It is
a committee that is composed of these men and they do their own work—
they do not employ others to write the articles and so on. I just want to
quote a few paragraphs from one that came out a few months ago. This, Mr.
Chairman, is one of the most concise statements on the subject that I have
read, and it will show you the calibre of the man who wrote it. The head
man was the chairman of Sears Roebuck, and in one of his concluding para-
8raphs he said: “We do not accept the idea that inflation need be tolerated,
for while it may creep for awhile there is a danger that soon it will gallop
out in the open. We know too that even at a creep it is intolerable because
it erodes the value of long term fixed money obligations and crucifies the
Weaker groups in our society. Nor is a rising price level essential to real
8rowth and sustained productive employment. In fact by distorting the
normal incentives for efficiency in business and increased product1v1ty of
labour it may well endanger the sustamabﬂlty of growth. There is danger
of long term inflation in this country, but it is not inevitable. The nation can
have both stable prices and high employment, if it is willing to adopt the
Policies required to make them consistent. We do not have to sacrifice high
Production to avoid inflation. The only thing we need to give up is an illusion,
the illusion that we can get more out of the economy than we put into it,
that we can consume more than we can produce. The responsibility for pre-
Venting inflation is the joint responsibility of Government, business, lab01_1r,
and agriculture. The Government’s chief responsibility is through the exercise
of its monetary and fiscal policies to keep demand from rising faster thfm th.e
hation’s ability to produce. To clarify the responsibility of Government in this
Tegard the Employment Act of 1946, which is an Act of Congress, should
€ amended to include stable prices as a specific objective of policy along w_ith
Ones that are there now, maximum production, employment, and purchasing
Power. In other words, it puts the stability of currency right on the top level
of Government objectives to maintain maximum production employment, pur-
chasing power and stability of the currency .

+ And, as I understand it,—I am not completely up to date on this—there
= 13 a bill in Congress now that would put that in the Employment Act.
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“By whatever method the villain of inflation is detected, there is no ques-
tion that getting rid of him is a matter of the greatest national urgency, for
the people of the United States are properly dedicated to a clear-cut purpose
of steadily rising standard of living for everyone. We of the C.E.D.’s research ]
and policy committee subscribe to this goal with no reservation, except that
it be achieved in freedom. In other words, not with a lot of controls over
everything, as there would be in war time. It is precisely because we feel
its importance so strongly that we would spare no proven measure to free
our economy from the cruelties of inflation, for we know only too well that, 7
in the political and economic climate of the contemporary world, failure to
achieve the goal of stable growth could easily mean the end of our way of life
and who would pay a price so high for the dubious pleasure of inflation, even
of the creepiest kind.”

Now, sir, if I may, I will leave the text for a moment. I thank you for
allowing me to insert that. Anything that is done in the United States has
no compulsory impact on Canada, but I think those two cases are parallel, and
the arguments that the C.E.D. brought out there are equally applicable to
Canada.

To deal with this matter of creeping inflation we do see the argument
that there can be a little bit of inflation from year to year—2 per cent or some-
thing like that—and strong voices have been known to advocate that, but,
gentlemen, in our opinion, it is just as impossible to do that as it would be
to stop a machine once it is running down hill out of gear. If you try to
defend the stability of the currency at a loss of 2 per cent per annum, then
the pressure builds up under that 2 per cent, and then it goes to 4 per cent, =
and then to 8 per cent, compounding. The defence has to be on the basis of
stability, and not admission of defeat by using some other figure. The im-
portant thing in our belief is that full employment in the long run and stability
of the currency are compatible. They can run together. Indeed, they have to
run together because in order to have full employment there has to be eco-
nomic growth, and in order to bring about economic growth there has to
be savings by the people—real savings—to complete the industrial plant,
the seaways and the highways, et cetera, and the real savings of the people
are not going to come forward for many years if they get the fixed and firm
idea that the currency is depreciating forever—in other words, the idea spreads
“Let us spend our money and not save it”.

The only other portion allotted to me is at page 7, at the beginning of the
first indented paragraph, and it deals with the fact that there seems to be
three important psychological influences causing inflation today. I am going
to deal with one now, and the others, which are Federal Government deficits
and labour’s demand for wage increases beyond the increase in productivity,
will come later. The one I am assigned is the inflationary-minded stock mar-
ket, where there is an important point to be made. 2

The stock market—and we will judge it by the Dow Jones Industrial
averages, the best test of stock values on this continent—of course has hit
a high so many times that you cannot keep track of it. It is now over 600.
Indeed, it is between 620 and 630, and it was at 200 about six or eight years
ago. That shows you how far it has run up over a period of six or eight
years, giving the people the idea that it is going to run up forever. It has
passed all the bench marks that were ever created with regard to earnings
or dividends. The real problem here is the inadequate supply of stocks and
we really have a classical inflation here. In other words, too many dollars:
chasing too few goods; that is, to few stocks. Investment trusts, insurance
companies, mutual funds, private individuals, pension funds, et cetera, et
cetera are all trying to buy into the existing supply. The supply is not going
up fast enough. It is going up a little bit, but the great American 1ndustrlal, :
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utility and fiancial companies listed on the New York Stock Exchange are
not issuing new stock at the rate at which the buyers are increasing—and
neither, sir, are our Canadian companies. I only wish that everyone, or nearly
everyone, of those great companies would issue a lot of additional common
stock and that would take the steam out of the market. Then values would
be related to earnings and dividends. We have had an example of that here
in Canada. Our market is just as high or higher than the Wall Street market
based on earnings and dividends. One of our large industrial companies, after
much consideration between bonds, preferred stocks, and common stocks,
issued a very large block of additional common stock. That had the effect
of flattening out the market, and now you can buy and sell that stock freely.

Sir, it was the equivalent of a billion dollar issue on the American market.
It was $75 million in the Canadian market, which was a large issue.

Furthermore, this means that pepole who purchase this stock have a far
better chance of getting an increase in market value over the years.

In regard to buying common stocks, I believe inherently in them. I feel
that people should have confidence in the common stocks of the great United
States and Canadian companies. They will undoubtedly have a growth factor
Over the years in the dynamic economy of this North American continent, but
they should be bought on this basis—gain in earnings, gain in dividends, and
asset values, and so on.

To suggest that you have to assume inflation in any way directly or
indirectly to justify the purchase is, in my belief, an argument from weakness.

That is all I propose to read at this point, Mr. Chairman. Stocks will
undoubtedly have a growth factor over the years in the dynamic economy
of this country, based on earnings, asset values and so on. But to suggest
that one must assume in any way directly or indirectly that inflation justifies
fthe purchase of equities is, in my opinion, a wrong premise. Too often inflation
1S used a reason for the purchase of stocks. The example of the stock market
80ing to a new high, as has so frequently happened, has put in the minds
9f hundreds of thousands of people the belief that inflation is inevitable, and
IS going up and up in an endless line.

The best thing that could happen would be to have a few ups and downs,
at this high plateau of averages in the United States of 630, as we have
today, with an equivalent high in Canada.

The CHARMAN: Do you not think, Mr. Gill, since you mention the averages
of higher than 600, that that has to be viewed in the light of the value of

€ shrinking dollar; the averages would actually be around 3007

Mr. Girn: I agree with you, Mr. Chairman, the averages are expressed in
F1°11ars. The point I was trying to make is not so much that the actual rise
n _the stock market is one of the fundamental causes of inflation, but rather
s, if you like, an example of what is going on from day to day and week
!:o Week; it attracts the attention of so many people, and they conclude that
nflation is here to stay. Mr. Poyntz and Mr. Kilgour are going to discuss that
Matter more fully.

b _Senator LroNaRD: Mr. Chairman, I don’t know whether Mr. Gill feels
1€ Is rushed for time.

The CHAIRMAN: Certainly he should not feel that he is crowded for time.
B tiena‘co'r LEpNARD: Isv he or Mr..Kilgour going to deal with the second of
2 ree situations mentioned in this brief?
Mr. Gron: Yes.
Senator LEONARD: Are you going ahead with that now?
Withlvg;' GiLL: I think Mr. Kilgour and Mr. Poyntz between them will deal
; at. You are referring to the impact of federal Government deficit?

/
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Senator LEoNARD: And the third point, as to labour demands, are you
going to deal with that? 8

Mr. GiLL: I think that was dealt with by Mr., Poyntz.

Mr. PoyNTz: Mr. Chairman, I think when Mr. Kilgour has finished there
may be some areas still to be covered by some of our colleagues who will ;
appear later and speak on different facets of the problem. i
~ Senator Rem: Mr. Chairman, may we gather that this entire brief will be
read into the record? 8

The CHAIRMAN: Yes, it will be read into the record.

Senator MAcpoNALD: By other witnesses?

The CHAIRMAN: Yes.

Senator Wooprow: Do I understand Mr. Gill to suggest that companies
should issue additional stock, and thus reduce the value of present stocks
and equities?

Mr. GiLL: No.

Senator Wooprow: Would that not be the result of your suggestion?

Mr. GinL: No. I thank the honorable senator for raising that point,
because my statement does require some clarification. _ f

I know it is impossible to have it happen quickly, but if these large Cana-
dian companies were able to issue new stock for cash, and not dilute in any
way the existing supply of stock, I believe it would be helpful. I am urging =
that they issue some stock to keep the balance, if you like, between the indebted-
ness and the equity. I am clearly aware that the issuance of new stock
costs more to earn the dividends than the issuance of new bonds, because
bond interest ranks for deduction from earnings before income taxes are
paid. I quote for example the case of the chartered banks of Canada: as their -
assets have grown in recent years they have issued more stock. I think that =
is an illustration of the point I am making. e

Senator McKEEN: How can you issue more stock and not dilute the present i
stock?
Mr. GiLL: Mr. Chairman, I might explain it this way: suppose a certain
company had to bring about an expansion of $50 million in its plant, and it
felt that the earnings that could be developed from that additional $50
million of plant would more than pay for the dividends on the extra stock
issued, then there would be no dilution. : :

Senator McKEEN: But the problem here is inflation, and I understand if you
spend that $50 million for a new plant, wages and material, that is a contnbut- o
ing factor to inflation.

Mr. GuL: Yes, Mr. Chairman. It is certainly true we need capital ex'* e
pansion in this country, but we can have too much of it. At the present time
the figures indicate that Canada is spending more than $8 billion a year on .n_'
capital expansion out of a gross national production of slightly more than $30\‘:
billion a year. That is a phenomenal rate of expansion—some 27 per cent.
the more mature economy across the border the rate has been lower; of cour
it is older and is a more completely developed country, and shows an expansioB
of only 12 or 13 per cent If Canada were able to show 20 or 22 per cem;

" It would result in less borrowing being done across the border, and therefore
premium on the Canadian dollar might be less.

Senator BourFArRD: Would it not be better if we expanded with our

savings, rather than import money into the country for expansion purpose
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Mr. GiLL: In my opinion we are importing too much.

Senator LroNARrD: The fact is we are only able fo keep our capital invest-
ment at the figure of $7 billion or $8 billion by the import of capital in the
past few years.

Mr. GiLL: Yes:

i Senator LEONARD: Our own savings would not amount to that much
investment.

My Grns® No.

Senator ISNOR: Mr, Gill, I am not sure that I understood your correctly
or not. As I interpret your comment, you were advocating greater savings,
and in the same breath you mention, notwithstanding, that almost every
section of Canada is advocating less expenditures by the Government. You
state you believe in savings through such projects as the St. Lawrence Seaway
development, and similar projects. Was I right in my interpretation?

Mr. GiLL: Yes. I believe in capital development both through private in-
dustry and at all levels of government; but it has just so happened that during
t.he past two or three years the amount we are doing in any given 12-month period
1S an extremely heavy proportion in relation to our gross national product. I am

‘ot recommending that it should go a way down, so as to bring about poor
- conditions, but I am suggesting that when we are at a high of $8 billion for

eéxpansion it might be that some of our problem would be solved if there
Wwas less in the aggregate. As I say, I am not suggesting that it should be
cut off. I think some programs are ending by themselves, such as the St.
Lawrence Seaway.

Senator ISNOR: Then aé a general principle you have a different point of

" Vview than that expressed by Mr. Poyntz in his brief, namely that if the Gov-

.)“

Vernment, if they follow your suggestion in continued expansion, will not
bring about a balancing of their budget nor a decrease in our debt.

Mr. GiLn: Mr. Chairman and honourable senators, I say no to that propo-
Sition. I advocate just as strongly as Mr. Poyntz did the balancing of the
federal budget. I believe most sincerely that by the 1960’s we are going
to be well into a period of prosperity, and the federal budget of this country,
Which will commence the first of April, 1960, should be in balance at that time,
fO? unless we can achieve a balance or a surplus at that time, as Mr. Poyntz has
Sald, when can we ever do so?

Senator IsSNORr: Yes, thank you.

Senator THORVALDSON: You feel that the federal budget will likely be
1:alanced to 1960 under present tax rates without the necessity of increasing
axes?

Mr. GinL: I associate myself with Mr. Poyntz in that. I think there is
Such a rebound in earnings that there is going to be a very considerable
8aln in tax revenues because earnings in 1959 are going to be so much higher
than earnings for 1958.

Senator MAcpoNALD: Provided there are not greatly increased expenditures.

Mr. GirL: Yes, sir. :

Senator EULER: Would that not also mean higher profits, higher dividends
fmd higher stock prices?

Mr. GrLn: The stock market has got to such a high point it is really a
Tevaluation of earnings and dividends. You now see stocks yielding 2 per
Cent or less than that on dividends. What we should get are higher dividends
0 Support these present values. Whether that will happen I have no idea.

21449-4—9
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Senator MACDONALD: Is that situation of no income return from stocks
due to some extent to fear of inflation?

Mr. GiLL: Yes.
Senator MacpoNALD: People are buying stocks with a low yield.

Mr. GiLL: I am in complete agreement with you on that, sir. I think
too many people are buying stocks on the theory that inflation is coming,
whereas they should be buying stock on the basis of earnings and dividends.
If they did it would be found that the market is high enough at the moment.
That is my plea; for the good of the country a fairly level stock market with
a few ups and downs in it would be the best thing we could have. However,
I am sure that not everyone in the country would agree with me on that.

The CHAIRMAN: Honourable senators, if there are no more questions I
will call on Mr. D. E. Kilgour, President of the Great-West Life Assurance
Company, to address the meeting.

Mr. KiLcouRrR: Mr. Chairman and honourable senators, I will follow
my text, if I may, because in that way I will not be tempted to digress.

Although appearing before you as a member of an industry group, and
although I align myself completely with the statement by our chief spokes-
man, Mr. A. R. Poyntz, the views I will express are my own, and may or
may not be shared by others.

I am assuming that not only may this Committee ask for informatory
data, but that also you may take specific suggestions under consideration and
later express a view on their possible merit.

In preparing for this submission, I concluded I should not seek to add-
to the data or make a restatement of the inflationary damage which has taken
place since the war. Rather, I propose to make a concrete suggestion for your
consideration. “'

cern about the erosion in the purchasing power of the currency which has
taken place. In short, we seem to find that our national economy has an ap-
parent inbred bias towards inflation. :
It may be that as a result of this investigation you will be able correctly
to apportion in degree the primary causes, how much to foreign influences,
how much to domestic, and within the latter, what agents or areas within our.
own economy have been most contributory. i
Whether you can or cannot, I think you will find that whoever the agent,
or whatever the area, price distortions reflect the basic human drive for each
to solve his own problems or improve his own lot. ]
Only recently, I suspect, has it become more widely recognized by the
rank and file in both public and private life that national prosperity, like
freedom, is indivisible. One sector cannot profit for long if it does so at the
expense of the rest of the country. "
However, it seems to me, looking backward, that the process of change,
which is implicit in growth, has been studded and charged by strong abnormal .
action in many spheres. .
Then, as time goes by, other areas try to move ahead and regain their former
relative positions, and we all find ourselves in a national cut-throat process o
which seems to feed the fires of inflation. -
Looking to the future, I cannot see any way to stop this process as long
as we continue to rely only on the factors or forces which have been at work
in the past.
I therefore feel most strongly that some new catalyst, or balance wheel, '
has to be added which would be impartial, unbiased, and intelligent. .
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I believe it is possible to introduce some such influence within the present
framework of our democratic society which, if it did nothing else, would
represent the interests of the consumer who is the one who finally pays the
bill. But its basic purpose would be to counsel the selection of a course among
alternative avenues which would serve best to promote long-term economic
growth.

I believe there are presently some built-in forces which are continually
applying great pressures for higher price levels. At the danger of over-
simplification, I would nominate three as being of great importance:

1. The tremendous pressure on governments to spend money, and
which they find extremely difficult to resist.

2. The extremely pervasive impact of price rises in some few key
industries on our national economy.

3. The very great power concentrated in a few unions, the result of
which is not always consistent with the national interest.

The pressure on governments to spend money has been greatly accelerated
in recent years, and it may not be sufficiently appreciated that since the
elimination of the gold standard in 1933 and its automatic system of checks
and balances, currently our only defense against dilution of the currency is
the exercise of judgment by monetary and fiscal authorities.

I do not argue for a return of monetary rigidity, but its removal has
done away with a certain automatic discipline and has made it possible for
inflation to proceed further and faster than it could under the system of
more or less rigid restraints. This may serve to point up the fact that it is
the exercise of judgment by the monetary authority, limited by its capacity
to carry out that judgment, which has become the principal safeguard against
inflationary forces.

Similarly, in the area of fiscal policy, the quality of judgment is para-
mount,—judgment as to the type and magnitude of fiscal action and as to
timing. There may be tremendous pressures on the government of the day
to extend welfare measures, introduce agricultural programmes, or determine
acceptable and prudent levels of defense expenditures. All of these require
the most balanced and skilful judgment the country can provide in shaping
bublic policies to ensure sound courses consistent with economic growth, and
within a framework of taxation that is both bearable and acceptable.

And when I speak of the pressure on governments I remind you again
the policeman was removed from the picture when we went off the gold
Standard. There is no ceiling on Government expenditures which can be
determined other than by judgment.

One cannot help but be impressed and concerned by the fact that it is
Quite possible for governmental action and spending by agencies to proceed
filong lines that may be directly opposite to that which the monetary authority
1S pursuing. One can, perhaps, illustrate this in part by recalling the extremely
8enerous credit terms made available by the U.S. Federal Housing Admin-
istration four or five years ago when the central bank there was trying its
best to curb inflationary forces. I thought it might be more tactful to use
an American illustration rather than a Canadian one.

But there are important limits to the effectiveness of monetary and fiscal
Powers against inflation. Just last March, the economic adviser to the Federal
Reserve observed in an open letter to the Washington Post that “There are
unstablizing forces in pricing actions of the private economy on the part of

0th management and labour that cannot be effectively controlled or corrected
Y governmental actions in the area of fiscal and monetary policy.”
In effect, he admits our two policemen, fiscal and monetary policies, are

Completely ineffective in controlling some areas of the economy.

21449-4— 92}
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It is to these that I referred as my second and third great pressures for
higher price levels, and which we so often see in the structure of those prices
and wages which are controlled by rigid administrative action.

In the private sector, the force of some very few industrial decisions
has an impact that goes across the country like a tidal wave. One has only
to observe the current steel negotiations in the United States to appreciate
that the wisdom, or otherwise, of their final decision is to all intents and
purposes simply imposed upon the rest of the economy.

There are similar instances in Canada, of which, perhaps, one of the
most dramatic is the ever-recurring railroad wage negotiations which often
are followed by rate increases. These are influences in the non-governmental
area which can nullify what might otherwise have been the best judgment
of thousands of other businesses.

Thirdly, in the union sphere, it seems to me self-evident that the tests
of strength which take place between international unions and great industries,
and which may have crippling effects on our country, rather axiomatically
also have deep implications on price stability or continued inflation.

Thus, in summary of the three areas I mentioned earlier, the more one
ponders, the more one realizes that the nation, having presumably outgrown
the old system of automatic checks and balances, is now relying on the hope
that future judgments in both the public and private sectors will be prudent,
intelligent, and co-ordinated to serve the best long-term interests of Canada
—and that is quite a hope.

Such judgments are our basic need. Major errors will require major
offsets—if they can be offset. The organized pressures seem all on the upward
side. Yet, within present circumstances, what may we expect? We know of
mistakes in judgment in the past, not only those of our own, but also those
committed by other nations, and yet it seems to me that we are singularly
lacking in any organized defense against such mistakes being repeated—and
on possibly a still larger scale.

In our present stage of social, governmental, and business development;
judgments of national concern are formed and carried into effect by indepen-
dent groups. These may be brought about by the central bank, by the govern-
ment, or the managements of large industries, or by the leaders of large labour

groups.

Once any of these courses is chosen, and they are arrived at with a high

degree of independence, there may be far-reaching impacts on the total
economy. True co-ordination, or even a forum where impartial, non-partisan,
non-regional appraisal and study could lead to sound judgment, as to the

course most consistent with the nation’s best long-term interests, simply does

not exist.

Only under the stress of war have we witnessed all parts of our economic

system working together to one end. If, in peacetime, policies could, with free-
dom, be weighed in the balance of the nation’s long-term interest, an important
gap might be filled.

I have no doubt that the problems of tomorrow will be greater than those

of yesterday. The formation of trading blocs, the increasing Communist trade

offensive, the development and measured utilization of resources, the expanded
role of governments, the salvation and preservation of the purchasing power
of our own currency;—all these, and many more, will require the continuing
best judgments of which our country is capable if we are to achieve stable

‘economic growth with a relatively high level of employment and with reason-
able currency stability.

I suggest that a new vehicle, or instrument, might perform a profoundIY.v;f
valuable service if it could be set up in a thoughtful and constructive manner,
and with the proper backing. I suggest the solution lies in extending help to
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the decision-makers. Such help should be available on request and would be
a deliberate, impartial and unbiased consensus of the best thought obtainable,
aimed at the objective of stable economic growth.

This function might be served by creating, by statute, a National Economic
Board. It should be well-selected, well-financed, and given proper stature in
our national fabric. Its purpose would be to give the best-qualified, balanced,
impartial, and studied opinion on the merits of alternative courses of action
being faced by major decision-makers in fields of national import.

The Board would have the authority to engage expert assistance on
particular problems, and to call for the most qualified opinions on all sides
of the questions under review. Such a Board would be required to report
regularly to the government, to the central bank, and to the public. Its
existence and studied thoughtful views could greatly strengthen the assurance
with which the major decision-makers could proceed along courses truly
believed to be sound, and would instil much public confidence.

There is, perhaps, some precedent in the Council of Economic Advisers
to the President of the United States, and the Council on Prices, Productivity
and Incomes set up in the United Kingdom. I would like to think it would
i’lave more independence that the former, and a much wider field than the
atter.

In making this suggestion, I am impressed by the point Mr. Poyntz made
in his presentation,—“We are continuously concerned with a flow of events
rather than a condition at one point of time.”

Because this is true I feel that any such board will have to be a continuing
thing. There may be one problem today and totally different ones tomorrow
or the day after.

Professor Knox, in his testimony, said:

We need more thorough public presentations of the points of
view of the different interests involved, industry, labour, the farmers,
financial institutions and the various levels of government, and we need
more appraisals of these positions by persons expert in such matters.

It seems to me that both these views support the suggestion that there
must be a continuing new force at work in this field charged with appraising
the long-term significance of private and public policies in relation to the
Nation’s best interests. :

I submit that we are all deeply concerned with the postwar record. The
Magnitude of the problem is such that to seek a vehicle whereby some of the

est minds in our country could be permanently harnessed to address themselves
tO.the triple objectives of a relatively high level of employment, reasonable
Price stability, and a sustainable level of economic growth may have the merit
of being both positive and constructive. It might do much to alleviate the
frustration that is so widely spread amongst people in many walks of life who
are deeply disturbed both by the history and prospects of inflation.

; .The CHAIRMAN: Thank you very much, Mr. Kilgour. Would you mind
Sitting there for a moment. There may be a few questions from the honour-
able senators.

Senator ISNOR: On page 9 in the second paragraph you recommend the
Setting up of a National Economic Board. You are familiar with the functions
and personnel of the Treasury Board at the present time?

Mr. K1Lcour: Yes, sir—broadly, I should say.
Senator ISNOR: How would your suggested board differ from the Treasury

. P%ard—in what respect?
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Mr. KiLGoUR: Mr. Chairman, there may be many people who are more
capable of suggesting how such a board should be set up than I. I would
visualize it as a group assembled on a national basis but representing different
interests. In other words, I would contemplate a board of, perhaps, 25 people.
There may be one member from each province, and there would have to be
representation from agriculture, labour, industry and finance. They would
not be full time, but would carry on their own occupations at the same time.

There might have to be an executive committee; perhaps you would have
a chairman and an executive committee of three or four who might be full
time. They would assemble as frequently as required, to address themselves
to particular problems on which their advice might be sought, or when the
national interest makes it perfectly clear that they should address themselves
to particular issues. They could state for example, whether in their opinion
our resources at any given moment can absorb the capital expansion con-
templated by Government and industry. They would be in a position to say
that the proposed undertakings contemplated for the year was greater than
we can absorb. My opinion is that in such an instance there would have to
be counselling of both Government and industry, that in the opinion of the
board we were tackling more than the economy would stand. As I have said,
the function of the board would be that of counselling, and it would be a voice
that would carry some weight with both Government and industry.

Mr. Chairman, I visualize a board composed of people who are outstand-
ingly able in their spheres and judicial in their views, who could bring their
combined judgment to bear in a public forum, where people could be free
to express various points of view.

Senator IsNOR: How could that board possibly bring about the result you
have in mind without power or authority.

Senator EULER: I suppose, by making recommendations.

Senator LEONARD: Perhaps they could affect public opinion.

Mr. KiLcour: I would think they could affect public opinion very strongly,
after hearing expert opinion on matters under review. If, for example, 25
intelligent men came to the conclusion that we were tackling more than our
economy could stand, and they expressed it in clear-cut terms, it would almost
certainly have its effect.

Senator LAMBERT: My colleague Senator Euler mentioned as a possible
ideal, the Treasury Board. I think the matter might better be handled by
such as the Economic Advisory Committee of the cabinet which functioned
so effectively during the war years.

I do not know whether that committee is still in existence. It was headed
by a leader who is now president of one of our chief universities, an econom1st

and a very able and wise man he is.

I think in the final analysis the elected representatives of the people and

the Government of the country must exercise the judgment which you have

so emphatically outlined. Therefore this national board which you suggest—and

I regard it as an excellent suggestion—should be an advisory board to the
Government in power. That gets us down to the basis of our democratic
_system, and we must not get away from it. We would be confronted with

political considerations in the broader sense of the word in the final analysis,
but I don’t think that thought should in any way interfere with the desir-
ability of giving the best possible advice obtainable to both Government and

industry.
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Senator McKEEN: I understand your suggestion was that advice be given
to all groups, management, labour, municipal and other governments; that that
advice be given with respect to developments that are going forward, and
that some publicity be given to the judgment expressed by the board. The
suggestion just made by Senator Lambert of an advisory committee to the
cabinet, might be a good thing, but I take it Mr. Kilgour’s suggestion went
far beyond that. I do not think you were trying to interfere with the cabinet
in its decisions?

Mr. Kimngour: Mr. Chairman, I was thinking in a much broader sense.
As I pointed out, it is not merely governmental action, it is action by industry
and by labour, to mention only two. For instance, I think such an issue as
the negotiations with respect to wages in the United States steel industry
today is a good example. If an impartial voice could express an opinion—and
I don’t suggest that I have one—and it were to express its carefully conceived
and sound views to industry and labour, that expression of opinion before
the issue reaches a crucial state in our economic affairs, would be worth while.

Senator Power: May I ask a question? I pass over the suggestion that
an economic council such as this would be utterly irresponsible to the people
on questions of defence expenditure, or as to whether we are to have the
Bomarc or the Arrow, or on our welfare generally. But I put this question
to you with regard to industry itself: you are aware, I presume, that the
-principal representatives of business, that is the Boards of Trade, are the
people who bring most pressure to bear on politicians to have expenditures
made? Now let me put to you the point with respect to the case you mention
that of the United States Steel Company. Let us assume we had a similar
labour dispute with regard to the Steel Company of Canada: do you think
an economic council of 25 people, selected from across Canada, would have
any influence on the negotiations taking place between the Steel Company of
Canada and the labour unions? I ask you, do you sincerely think they would
have any influence? In the circumstances, labour wants an increase in wages,
and management wants to preserve or increase its dividends. Do 25 people
Just come along and say, “Now, boys, be good”?

Mr. Kmngour: I think they could give some direction to both groups,
by way of counselling; I don’t mean in any sense control. They could give
Ssound advice.

: Senator Powgr: Sound advice, true, but would anybody pay attention
0 it?

Mr. KiLcour: I think the public would.

Senator EUuLer: They might.

Mr. KiLcour: I don’t think business leaders or union leaders are beyond
taking advice, Mr. Chairman.

Senator THORvALDSON: Mr. Kilgour, you have given two pretty solid
Precedents for the course you have suggested, namely, the Council of Economic
Advisors to the President of the United States, and the Council on Prices,

roductivity and Incomes set up in the United Kingdom. I presume you recom-
mend something along those lines for Canada, do you?

~ Mr. KiLgour: Yes, but in my judgment it would have a wider connota-
tion. For instance, the Council of Economic Advisors to the President of the
United States is composed of a group that simply advise the President;
thGrefore; their pronouncements do not become public, and they can never
Produce the influence that I would hope could be brought to bear in a smaller
Country such as Canada, which might gain great strength from such a board.

Would be an independent body giving only advice to Government, industry
and labour. There are so many problems on which impartial judgment is
Very difficult to get.
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Senator Power: What about the arbitration boards that are appointed
to settle differences between labour and management? They make a close
scrutiny and study of the matters at issue, and come up with a decision. Would
not that decision be of as much value as that of 25 people taken from busi-
ness, and agriculture and so on?

Senator LEoNARD: May I answer Senator Power’s question? An arbitra-
tion board can deal only with the particular case before it, even though its
decision may have an effect on another negotiation that is about to take place
before an entirely different arbitrator. There is at any rate a place for advice
by somebody who takes a broader look at the picture than does an arbitration
board.

Senator Power: Let me put this proposition: let us assume there is a
pending railway strike; if an increase in wages is involved, that would be
inflationary. In those circumstances I would think that the public generally
speaking would be aware of that situation, without any advisory board tell-
ing them. The arbitrator would be cognizant of the facts and could recom-
mend whether or not there should be an increase in wages.

Mr. KiLcour: I am in an area in which I am, let us say, less well informed
when I get into the field of labour-union negotiations. That is not a sphere
in which I pretend to have any qualified judgment.

Senator Power: That is one of the dangers you point out in your brief.

Mr. KiLcoUR: In my opinion, if that was one of the greatest pressures
on inflation in our country and there was a need for some study or voice on
the subject, that could be one area of study for such a board. It seems to me
there are many that are quite obvious and far-reaching, leaving that sphere
alone for the moment. The first task is to try to check inflation or it might
be deflation, say, two years from now. That in itself is an extremely important
task. Sometime somebody is going to have to determine what is an accept-
able level for Government expenditures in this country including all levels
of Government, federal, provincial and municipal. There is a limit somewhere.
I don’t know where it is but somewhere sometime there is a limit on how
much governments can spend in our country.

Senator Power: If I am not misinformed I understand that in the United

States there is a limit set by law or statute as to the amount which a gov-

ernment can borrow.

Senator HAYDEN: The federal authority.

Mr. KiLcour: Yes, but the amount can be changed and it is changed
quite frequently, and up it goes again.

Senator McKEEN: Some individual states operate under that system too.

Mr. KiLcour: There should be some system of correlating what the vari-

ous governments spend. The provincial Governments are under terrific

pressure as to what they spend and so are the municipal governments, but =

so far as I know, nobody ever correlates these things to determine where in
relation to our national good there is a broad upper ceiling beyond which there
should be no further spending at any given moment by governments. It
seems to me that such a board could develop some interesting judgments
and expressions on a subject as broad as that.

Senator HAYDEN: That would be a particular application, the question of

expenditures. Your proposition, though, is in the broad field of having an
advisory body that would sort of study ahead all events and try to create

_public opinion and influence decisions. If you had a body of that kind advis-

ing the Government of the day it might be a very good place to start, for they
could certainly wield an influence in many directions. They are representa-

tives of the people or they would not be in office. So that might be a good_‘s £

place to start, even though it doesn’t meet all the conditions you laid down.
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Senator Bourrarp: How could you force the Government, for instance,
to submit certain problems to the board? In other words, if the Government
did not submit its expenditures to the board, how could the board make any
pronouncement? Likewise, if a labour union did not submit a problem to
the board how could the board make a decision on the matter?

Mr. Kincour: It seems to me they could address themselves to problems
of true national importance without invitation.

Senator LAMBERT: Hear, hear.

Senator EULER: I would like to propose putting words into the mouth
of the witness. I would think his proposal is that this board or whatever
you like to call it would be free to investigate anything that might concern
the public welfare and good. Whether it was a question that we were spending
too much money or labour was taking too much advantage in connection with
strikes, such as are contemplated now, or anything else that affects the public
good, the board would have a right to make an investigation and report to
the Government what they thought should be done. Whether or not the
Government accepted the board’s recommendations, there would be a lot
of publicity given to it and the general public would be informed on all
activities investigated. In that way public opinion would be invited and that
in turn would have a good influence on the Government. Is that your thought?

Mr. KiLcouRr: I think you have expressed it eminently well. I feel the
creation of an independent group would, be of tremendous advantage. Such
a group could give completely unbiased, impartial, judicial judgments.

; Senator MacpoNALD: It occurs to me that you would have great difficulty
In setting up this board, getting 25 people who would be completely in-
dependent and who would be representative of various walks of life and who
could come to an agreement with respect to any single problem. We have

- mentioned labour problems. I suppose on the board you would have an

€conomist who specialized in labour matters. Now, most of those economists
are favourable to labour. You would have somebody on the board from
Industry, and of course he would be favourable to industry. If a problem
arose as to a strike I can envisage there would be great difficulty on the part
of the committee bringing in a unanimous view.

: Senator EULER: There would be no harm if they didn’t even bring
In anything at all.
Senator MacponaLD: No, but they might bring in two different views.

The CHAIRMAN: How would you appoint 25 persons who would be ac-
Ceptable to the Government of the day?

Mr. KILcouR: Again I am not wise in that field at all but it seems to me
One might use a process such as this. You might have each province nominate
three persons. There are outstanding men in every province, men who are
Tespected both for their impartial judgment and their integrity. You could

ave persons nominated from the various industries, men chosen for the qualities

I have just referred to. Perhaps your final committee of selection might be
Comprised of the Minister of Finance, the Governor of the Bank of Canada
and the Chief Justice. There could be some process of selecting the men
%0 ensure a balance of strength on the board. I would like to think that
the members of such a board would have the qualities of impartiality and
Teadth necessary to make fairly sticky decisions on a judicial basis.

Senator REID: Are you giving any thought to controlling election promises
Made during municipal, provincial and federal election campaigns? These

: prOrnises, many of which are carried out, are simply draining our financial
- Tesources. A candidate will promise everything under‘ the sun just to get
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elected. I can speak freely because I have been in public life since 1923
and I never made one promise to the public, except to give service. A muni-
cipal, provincial or federal election will come along and a candidate will
say, “Elect me and I’ll give you this and that” and when it is carried out
it helps to bring about inflation.

Senator Power: I had an amendment to the Elections Act along those
lines but everybody laughed at me.

Senator LAMBERT: Mr. Kilgour referred in his brief to the Council on
Prices, Productivity and Incomes which was set up in the United Kingdom.
The impression I have gathered from what I have heard, not only here but
elsewhere, is that the work of that council in the last two or three years has
had a strong influence on stabilizing prices and checking inflation in Great
Britain. It has been very effective. Would you tell us something about the
character of that council?

Mr. KiLcoUur: I can briefly do so. It was appointed in 1957 when Mr.
Thorneycroft was Chancellor of the Exchequer. It was appointed as a com-
mittee of three men only, and it is frequently called “The Three Wise Men”.
It was comprised of Lord Cohen, a Lord of Appeal; Sir Dennis Robertson,
Professor of Political Economy, Cambridge University, and Sir Harold Howitt,
Ex-President of the English Institute of Chartered Accountants. Their terms
of reference were:

Having regard to the desirability of full employment and increasing
standards of life based an expanding production and reasonable stability
of prices, to keep under review changes in prices, productivity and the
level of incomes (including wages, salaries and profits) and to report
thereon from time to time.

They have been a very firm body and have come out with some strong
views. They report several times a year on these various influences on the
economy.

Senator MAcCDONALD: Are their reports made public?

Mr. KILGOUR: Yes.

Senator BourrArRD: Do the members do anything else than work on this
Council?

Mr. KiLcour: No. I believe that is a full-time occupation for them.

Senator BoUFFARD: I would believe in a system like that but could you
get 25 men to give up their regular jobs to take on this work of reporting to
the Government on every angle of economy? It is a full-time job in itself.

Mr. KILGOUR: My conception was that there might be a committee consist-
ing of a chairman and two or three executive members who would be
employed full-time, and that the remaining members could meet for a period
of a week on three or four occasions during the year, or as often as they might
be called upon to pass judgment on the presentation and expert opinion that
would be planned for them by the executive committee.

Senator HAYDEN: The remaining members would be the jury.

Senator LAMBERT: Was this council responsible for securing an agreement
and approval of the labour unions in England in the matter of wages? Was
it this council that negotiated that understanding and agreement, for it is

. right at the very basis of the whole picture, it seems to me, not only as to
prices but as to wages.

Mr. KiLGoUR: I am sorry, Mr. Chairman. I cannot give any detailed report
on their procedure.

ﬂ
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Senator LAMBERT: It was quite definitely understood that the Labour
Party and the labour unions in Britain have fitted in with this idea.

Mr. KiLGouR: Yes. I think they are not wholly popular, but they are
hewing to their objectives.

Senator LEONARD: Mr. Chairman, I can help to this extent. The first
report of the Economic Council recommended that any wage increase in the
ensuing year should be kept within the increase of the average productivity of
labour. That was a strong recommendation they made, although they did not
do anything more other than make that recommendation.

Mr. KiLGour: That is my understanding.

Senator LAMBERT: Could that be established in this country by a council
such as you suggest?

Mr. KiLcouR: Mr. Chairman, on that point I can only express a view
that I might, perhaps, summarize in this way: At the moment we have no
force, except the Bank of Canada—and I respect tremendously what it is doing,
but the Bank of Canada is the only isolated defence against inflation that we
have, and they are being shot at from every direction. It seems to me that a
hew vehicle which had responsibility, and the trust of the people, would create
One more organized bulwark against inflation, and at the moment as long
as all of us are talking in splinter groups we have no organized defence.
Whether that concept is broad enough or detailed enough I do not know, but
I am terribly concerned that if we do not set up some new force—in effect,
We are letting it go by default. Whether the force works the first year as
well as it should, and it will do better the next year, I do not know, but we
do not solve problems by leaving them in a vacuum.

Senator IsNor: Would you turn to page 2, Mr. Kilgour, and the last two
lines of paragraph 3 where you say: “One sector cannot profit for long if it
does so at the expense of the rest of the country.” What had you in mind
there? Did you have the Maritimes in mind as compared to Ontario, or some
other section?

Mr. Kmngour: No. I think, for instance, in a period of industrial price
rises there is automatically a plea from the farmers for agricultural pro-
grams and price supports, and the pressure is there to catch up. So, if
one sector of the economy moves ahead dramatically that seems to be the
Signal for everyone else to say: “We must have an increase of 5 or 6 per
cent to catch up with that”. The pressure is built up every time someone
moves ahead.

Senator IsNor: What would you say as to that sector of the country which
You say is not so favoured in the picture you have painted?

Mr. KrLcour: My judgment is so fallible that it is one more reason why
I would like a national economic board.

The CHAIRMAN: Thank you very much, Mr. Kilgour—

Senator McKeeEN: Mr. Chairman, just on this point I would mention that
in Sweden they have three areas, and wage agreements there are set in
areas having regard to the cost of living in each area.

: The CHAIRMAN: If there are no other questions, Mr. Poyntz would like
to make a few more remarks.

Mr. PoynTz: Mr. Chairman and honourable senators, if I could speak
lnformally just as an individual for a moment, I would appreciate it. In
COmmenting on Mr. Kilgour’s idea, which is his own and, I think, a good
One, I pelieve the essence of it is that many judgments are being made now
On evidence that is incomplete. The evidence pertains only to the two people
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involved in a discussion. The full impact on the economy is not appreciated,
and this board that Mr. Kilgour suggests would bring to bear information
from all sectors of the country so that all factors would be considered. The
far-reaching effects of individual decisions and judgments would be made
known by this group, and it seems to me it would serve a very excellent
function in Canada.

There is one other point we might delve into a bit more in detail. We
did mention it in the brief by the Association; it is the compatibility of
stable prices and high employment. We feel that they are not only com-
patible, but it is essential that the two be considered together, and this is
particularly true of Canada. The particular points that affect Canada in this
consideration are these; in the first place, Canada is a large trading nation,
and much of our prosperity depends on exports. Inflation could very easily
price many of our exportable products out of the international market, and
I believe there is evidence that this has happened to some extent already.
If it should continue, inflation would, therefore, have a very direct effect on
employment in industries in Canada.

The other point in international trade, of course, is this, that rising prices
here make imports that much cheaper, relatively, and would, therefore,
encourage interference with domestic production in the domestic market by
the importation of relatively cheap substitutes from abroad.

Secondly, in Canada we have a lot of economic growth ahead of us—I will

not say we are undeveloped, but we have a lot of future development ahead
of us. This requires a lot of financing, and in an inflationary period lenders
can demand and get a premium in the interest rate to offset what they expect
to be a diminution in the value of dollars returned to them as lenders on
fixed interest securities. This not only makes the cost of borrowing that much
higher, thus putting a further strain on the limited savings of the country,
but it has also the effect of discouraging lenders from entering into fixed
interest agreements to provide the funds for expansion. I believe that fixed
interest securities such as bonds, debentures and mortages really form the
basis for financial expansion.

The third point which I think is important in Canada is that we just
have not got the savings to finance the kind of development that we have
witnessed post-war, and which we hope will continue. That is, we have to
be importers of savings from other countries. We are not likely to attract

R L—éﬂﬁ

savings from other countries if there is an uncertainty abroad as well as in

Canada as to the long-range value of our currency. There has to be evidence
that our dollar will maintain a purchasing power otherwise foreign lenders
are not going to put their money to work in Canada and they are also going
to be worried about the exchange value of those dollars coming back at
a later time, which certainly would be adversely affected by a rapid inflation.
The point I would like to make in this connection is this: even if inflation
were the answer to expanded employment, which it is not, would it be fair
to penalize 100 per cent of the Canadian people for the benefit of say 1 per
cent of the population, or about 3 per cent of the working force? Would that

not be a high price for 100 per cent of all Canadians to pay?

Senator LEONARD: Mr. Chairman, may I mention to Mr. Poyntz the
American Life Insurance Institute that is conducting an anti-inflation cam-
paign, with which no doubt Mr. Poyntz is familiar. I wonder if the ma-
terial used in that campaign could be made available for this committee? d

Mr. PoynTz: That material could certainly be made available to this com-=
mittee, Mr. Chairman. We have made available this morning the Canadian
counterpart of this institutionaal advertising program which follows a similar
theme, although developed in a little different way. But we would certainly
be pleased to make the United States information available to you. i j
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Senator McKEEN: May I point out that the insurance companies in the
United States, in their fight against inflation and in an effort to keep their
policyholders, have adopted a policy by which they pay out benefits in dollars
of the day, whatever their value may be. I understand several of the States
have such contracts, the latest being the State of New Jersey. Has anything
along that line been done in Canada, and if it were done, do you think it
would have a retarding effect on people putting their money into the stock
market? If they could buy more insurance on the assurance that at the
end of the term they could get 100 cents on the dollar, might they not prefer
to buy insurance?

Mr. PoyNTz: Mr. Chairman, this is an interesting development. I believe
the honourable senator is referring to variable annuities.

Senator McKEgEN: That is right.

Mr. Poyntz: If I may make one comment right at the beginning: there
is no guarantee to pay back in dollars of the day or in the equivalent of
the cost of the purchase of the annuity. The contract would pay back only
what the fund has earned; and the hope, of course, is that the fund would
earn more, since it is invested in equities, than would a similar fund invested
in fixed interest securities. But as I say, there is no guarantee.

Senator McKEEN: There is a company that purchase annuities for uni-
versity professors. They now have a record, I think of some 25 years. What
does that record show?

Mr. PoyNTz: I do not believe the equity part of that arrangement is 25
years old—it is more like four or five years old. The Teacher’s Insurance
and Annuity Association was created to provide pensions for the faculties of
Universities. These are normal types of annuities which have been in existence
for quite a long time. The equity part is an adjunct to that: it is called
the College Retirement Equity Fund, I believe, and is available to subscribers
to the Teacher’s Insurance and Annuity Association. There you have a closed
Corporation, and a very special one where this kind of thing might work
better than for the public at large.

I say that for two reasons: employment in faculties of universities is very

. Stable and is not going to fluctuate; the earnings of these people will not

bfé_ affected much by the fluctuation in the economy of the country, and they
Will be able to maintain their payments to such a fund with more regularity
than would persons in other kinds of employment. So, they are going to
ave a better record of constant payments into the fund right through their
€mployment years.

Furthermore, they have to put at least 50 per cent of their contributions
towards retirement into the normal type of annuity, rather than into the
Variable kind. Thirdly, it is probably fair to assume that this type of person
Will understand the conditions of the contract better than a good many other
Segments of the public. That is a very important part of the variable feature
~~there must be complete appreciation of what the contract calls for.

Senator McKEeEN: I raise this point in view of the fact that we in this
Country are trying to stop inflation, and one of the points raised here today has
€en the purchase of common stock. I was wondering whether insurance

- Companies could not do something to take the pressure off the stock market

and increase the amount of money being put into annuities, thus bringing
_abOu‘c more stabilization.

: Mr. PoynTz: Mr. Chairman, if this were done in a broad way by the life

- Msurance companies I doubt that it would take the pressure off the stock
‘Market, Instead of the individual investing in common shares, an institution
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would be doing it for a group of individuals, and it might bring even greater
pressure on the market value of the existing supply of Canadian common
shares.

Senator McKEeeEn: I take it the insurance companies have a group of
men who would not buy stocks that would not yield, or did not have a pros-
pect of yielding; whereas, the general public may buy anything.

Mr. PoyNTz: Mr. Chairman, I think that is a fair observation. I believe
the question was also asked, if it would be possible for life insurance com-
panies to do this. There would have to be some amendments made in the
laws under which we operate to enable us to do it.

The CHAIRMAN: Are there any other questions?

Senator BouFFArRD: Mr. Chairman, does this complete the presentation
by the insurance group, or will there be statements from other insurance
companies?

Mr. PoynTz: Mr. Chairman, there will be another appearance a week
from today by members of another company, speaking for that company.

Senator BourrFarD: I wonder if any comments are going to be made on
the incidence of tax on inflation, or should I conclude that insurance com-
panies believe that high taxation, especially income tax, has no influence at
all on inflation?

Mr. PoynTz: Mr. Chairman, I would say as a preliminary answer to that
question, it is not our conclusion that it has no bearing. If it is agreeable,
we could have that point covered next week.

Senator BourFArD: That would be agreeable.

The CHAIRMAN: If there are no more questions, may I on behalf of the
finance Committee and the senators present today thank you distinguished
gentlemen for the fine briefs you have presented to us, and for your kindness
in the giving of your time to come to speak to us.

Mr. PoynTz: Thank you very much.

—At 12.30 the committee adjourned until 2 p.m.

On resuming at 2 p.m.

The CHAIRMAN: Honourable senators, I will call the meeting to order.
We have with us this afternoon Mr. H. H. Hannam, President of the Canadian
Federation of Agriculture. He is accompanied by Mr. R. W. Carbert, Director
of Information, Canadian Federation of Agriculture. The brief is going to be
presented by Mr. David Kirk, Secretary-Treasurer of the Federation.

Mr. Kirg: Mr. Chairman, it is a great pleasure to be here and I think
in order to keep the time I take to the minimum I will proceed to read this
presentation. 2

The decision of the Senate Finance Committee to undertake this inquiry
is very much welcomed by the Canadian Federation of Agriculture, and we aré
pleased indeed to have been afforded the opportunity of appearing before you.
What has happened to farmers in the recent period of inflation is that their
costs have been inflated, even more than the general price level, while their
prices have gone down. As a result, farmers feel that they are special victims
of the inflation of the post-war years, and are greatly concerned about thé
position in which that inflation puts them.

We propose to make this presentation a brief one, because the question
that you have before you—that of examining the extent, nature and serious- ‘
ness of the threat of inflation in Canada is a highly complex one with which
in general terms we have no special competence to deal. Our purpose will be,k
to examine the position of the farmer, in relation to this problem. ) ﬂ
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Farmers have been faced, since 1951, by a progressive cost-price squeeze,
caused by falling farm prices and rising costs. In Chart I, in addition to some
general indicators of the inflationary trend, the indices of wholesale farm
product prices, and of farm costs, are shown. The Chart is based on the
data of Table I.

The chart deals with the composite farm cost index, the consumer index,
the wholesale prices, and the wholesole farm product prices.

Senator LEONARD: Just to keep the records straight, this is your own
chart?

Mr. Kirk: It is my own chart.

Senator LEONARD: And you have taken all these prices from the Dominion
Bureau of Statistics’ report?

Mr. KI1rk: Yes.

The divergence between farm costs and farm prices is striking and
sufficiently illustrates what the term ‘“cost-price squeeze” means. Based on
1949 as 100, by 1958 wholesale farm prices stood at 97, while farm costs had
reached 127.

At the outset, we should point out that inflation, as such, is by no means the
only, or even the basic, cause of the farmer’s problems. The falling prices
experienced by agriculture in this decade reflect the terrific pressure of increas-
ing productivity on the industry. Put in another way, the ability of agriculture
to produce is outstripping the increase in demand for its products. Figures on
productivity per man-hour calculated for The Royal Commission on Canada’s
Economic Prospects in its study “Output, Labour and Capital in the Canadian
Economy” show that from 1947 to 1955 man hour productivity, expressed in
constant dollars, increased by 689 in agriculture and by 229 in the rest of
industry. The problems of adjustment of farm enterprises to this rapidly
developing technology in face of inadequate demand for farm products, and
the accompanying pressure toward reduction in the farm labour force and in
the number of farms are very great; and they are aggravated by the traditional
Instability of agricultural prices.

These problems are not caused by inflation, but we believe they have been
Seriously aggravated by inflation, and by the economic conditions that have
Created the inflation of recent years. But before entering into a detailed
discussion of all these issues we should like to briefly review our main conclu-
sions on this subject.

Summary of Conclusions:

We submit, first, that there are three main respects in which the farmer
has been directly, and adversely, affected by the inflation of recent years:

1. When consumer purchasing power is inflated, the effect in a period of
abundant food supplies is that the consumer spends a smaller proportion of
this inflated income in food. The consumer does not suffer in reduced food
Purchases. Instead, the farmer, because he cannot rapidly contract his produc-
ti0n, experiences little or no price improvement in spite of the rising costs
that inflation brings to him. Agriculture is in a process of gradual adjustment
Under pressure of technological change and adverse prices, but there is little
Prospect nevertheless that this tendency to downward pressure on his prices
Will ease within at least the next decade. As long as it continues, inflation
Mcreases and aggravates the farmers’ difficulties, by pushing up farm costs
While farm prices show little or no sympathetic upward movement.



94 STANDING COMMITTEE

TABLE I
PRICE INDICES—1945-1958
1949—100%
Implicit Price Consumer Wholesale Composite Index Wholesale Farm
Deflator-G N P! Index Price Index of Farm Costs Price Index
76.1 75.0 66.6 75 72.7
7.7 77.5 70.0 77 78.4
85.2 84.8 82.3 84 84.0
96.1 97.0 97.5 97 101.4
100.0 100.0 100.0 100 100.0
103.1 102.9 106.4 103 103.0
114.1 113.7 1113 113 7.3
119.8 116.5 113.9 119 109.3
120.3 115.5 111.2 118 96.8
123.2 116.2 109 .4 116 93.3
123.8 116.4 110.3 117 92.9
128 .4 118.1 113.7 121 93.6
133.8 121.9 114.6 125 92.7
136.2 125.1 114.8 127 97.0

1 GNP refers to Gross National Produet, the measure of the nation’s annual production. The implicit
price deflator is the index of inflation that is obtained in the process of reducing the Gross National Produet
to constant dollars.

2. A major contributor to inflation in Canada has been the investment
boom, and this boom has also attracted outside capital to Canada and kept
the Canadian dollar high in relation to other currencies, especially that of
the U.S. This has happened in spite of greater inflation having occurred in
Canada than in the United States.

The fact that we have inflation in Canada, combined with a very hard
dollar internationally, has had a directly damaging effect on agriculture in
Canada, by reason of a serious worsening of the position in foreign markets
of the western grain producer and of livestock and other producers.

3. When inflation is forced on the country by an investment boom, as has
been the case in Canada to a very large extent, one of the result is that the
consumer’s purchasing power is reduced, through rising prices, and this
purchasing power is transferred to investment instead of to consumer demand
for foods and for other goods. The effect of this is of course to reduce consumer
purchasing power and increase the downward pressure on food prices. 1

Added to these three points, we would submit for your consideration the
following further conclusions: j

4. The aim of achieving stability in the value of the dollar is a wvery
necessary and important objective of national policy and of concern to all
Canadians. By this we mean first, that a chronic tendency to rising prices
creates injustice, and social and economic disorganization. We mean further
that bursts of rapid inflation can rear against us also by creating increased
likelihood of subsequent deflation and depression. l'

5. A steady growth of the economy, with a high level of employment, is
very much to be desired. In the difficult and complex task of framing monetary
and fiscal policy, concentration on the objective of preventing further in-
flation should not be carried to lengths which are likely to precipitate serious
deflation and industrial depression or stagnation. The farmer is very vulnerable
to depression and unemployment on the following counts: i

(a) He requires the maximum growth of population and of the demand

for food that an expanding economy brings with it.

(b) He is particularly hard hit in a depression by this inability to adJustm.

production to falling prices of his products, or to maintain farm prices.
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(¢) Necessary agricultural adjustment is seriously hindered by the disap-
pearance of non-farm employment opportunities.

(d) The increasing indebtedness attendant upon the farmers’ current efforts
to increase his capital to meet modern conditions of production makes
him particularly vulnerable to deflation and the necessity of repaying
debts in deflated dollars.

6. The position of the Canadian wheat producer (and by the same token
E Canadian agriculture as a whole) has been further worsened in the export
; field by the existence of chronic world surpluses produced on a subsidized
‘ basis. The world wheat price has been forced down and is being kept down
g by surplus conditions, and increased Canadian farm costs due to inflation con-
sequently bring with them no compensating rise in world wheat prices.

b 7. The argument sometimes presented that the way to fight inflation is to
reduce government expenditure has in general little validity. Failure to adopt
government programs necessary to give some stability to the farmer, and to
assist in achieving a sounder economic position for agriculture, cannot be
justified on grounds of reducing government expenditure to fight inflation.

8. There is a real and serious threat of a chronic tendency to inflation
inherent in the heavy concentration of some of our basic industries. Studies
in the United States have shown that inflation in that country can to a con-
siderable extent be attributed to what are called “administered” prices—that is,
the ability of basic industries such as the steel industry to raise their prices to a
higher level than necessary to compensate them, in a period of rising demand,
for increases in their costs. That this is happening and is true also of the
Canadian economy is borne out by the fact that between January 1955 and
January 1957 prices of iron and its products increased 16.5% while the general
wholesale index increased only 6.29%.

Finally, we submit that public discussion of the problems of monetary
and fiscal policy is much to be desired. The importance of achieving broad
public understanding and acceptance of the need for enlightened and consistent
public policy on these questions is very great, and there should be continuous
effort to achieve such understanding and acceptance.

i SRS

The Farmer In Inflation and Deflation—The Traditional View:

A traditional belief seems to prevail that inflation is good for the farmer.
- This may once have been true—when farm prices responded sharply to in-
- flation. But the last few years prove different. So long as we have surpluses
- and a remarkably productive farm plant, farm prices are unlikely to in-
crease significantly as a consequence of inflation, On the other hand, inflation
assuredly increases farmers’ costs. The result is likely to be less rather than
more net income—particularly since purchased production goods in agricul-
ture are becoming more important year by year. The idea that in periods of
inflation the farmer prospers is related to the idea that periods of boom are
often marked by expansion in demand for food, as well as for other goods,
to a degree that makes the farmer prosperous. The implication further is
rather that boom and bust is our natural state, and the boom is the only time
the farmer can hope to make gains. Recent experience does not bear this out,
and in fact it would strike us as doubtful if boom periods—which are often
caused by heavy speculative activity—have ever been much real help to the
- farmer. Our main point is that our objective should be stability of prices
- with well-maintained prosperity and that all our efforts should be directed
to developing national policies that will achieve this aim.
The view the farmer suffers in deflation arises from the fact that in defla-
. tion and depression the farmer, not able to reduce his output significantly,
if at all, suffers very severe price declines as the purchasing power in the
21449-4—3
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economy drops. At the same time, others do reduce output and maintain
prices to a much greater degree, and this adds rigidity to the farmers’ costs.
Thus while farmers do not want inflation, they prefer some inflation to de-
flation if this is the choice since deflation means a depressed economy.
Professor Kenneth Boulding in his book “Principles of Economic Policy” says:
“. ... deflation is a disaster, while inflation is an inconvenience, to a market
society. The way to get rich in a deflation is to sell one’s goods, abandon one’s
enterprises, lay off one’s employees, and hold as much of one’s capital as possi-
ble in the form of idle money”. None of these possibilities, incidentally, is
open in any significant degree to the farmer. To continue the quotation: “The
way to get rich in an inflation is to buy as much as possible, employ as many
people as possible, hold as little money as possible, and devote one’s capital
and talents to the administration of real capital. It is little wonder that the
deflation of 1929-32 rocked capitalism almost to its foundations, whereas coun-
tries have been known to advance even in the acute disorganization of
hyperinflation”. He concludes:

“One may perhaps venture a tentative conclusion that price stability is
a useful ideal, but that errors in the direction of inflation are much less serious
than errors in the direction of deflation.” .

This challenging quotation makes the case very powerfully for a slight
bias, if bias is necessary, toward inflation, and at the same time points to
one of the basic ways in which inflation is harmful-—that is by a disorganiza-
tion of the economy and of the operation of our financial institutions. Infla-
tion, especially some substantial degree of it, not only creates serious injustices
to many sections of the population, but in the effort to invest more and under-
take more productive activity than the capacity of the economy allows, it
creates inefficiencies, poorly considered decisions, and in the end is unsuccessful
in making something out of nothing. Moreover, it can as a reaction to this
disorganization cause the deflation and depression that is so much to be feared.

These observerations, we appreciate, do not provide any answers to the

urgent questions of policy that this problem of inflation involves. We have

no such answers, and are keenly aware of the complexity of this problem,
and of the fact that the difficult choices which may be necessary between
alternative courses of action in various circumstances, make it impossible
to be dogmatic.

For example, the Bank of Canada Report for 1956 concludes that in that
year, perhaps the most critical year in our recent inflationary period: “It is
doubtful if monetary policy can be expected by any reasonable degree of
severity in its application to prevent price inflation entirely in the face of
pressures of the nature and degree experienced last year in Canada and in
many other countries.”

We do not regard maintenance of the value of the dollar-as the only
object of economic policy in this country, nor would we be prepared to be
dogmatic about its being an overriding objective. Having made this point,

there is no doubt either that all reasonable measures should be taken to achieve

achaahon bl o ¥ m0nd

stability in the value of our currency. Our methods of government finance,

our methods of saving for old age, our methods of insuring and all kinds of
saving—indeed all our financial institutions and practices are designed, gener-
ally speaking, to operate as if the value of money would remain stable. When
it does not there is disorganization and injustice, and this should be avoided.

A great deal of concern is being expressed that growing public expectation
of continued inflation in itself can be a most serious inflationary threat. The
maintenance of public confidence in the stability of the value of the dollar
should, undoubtedly, be a major objective of national policy. We hope that
this Committee will emphasize that public and private activity in this country .
must be based on the premise that the threat of continuing inflation is one-‘

e
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that can be largely removed by appropriate policies and programs, monetary,
fiscal and industrial—and that such policies should be consistently followed.
This involves public acceptance and broad understanding of the issues involved.

The Direct Impact of Inflation on The Farmer:

The effect of an inflation of consumer incomes on the farmer in a period
when food supplies are abundant or in surplus, as in recent years, is, as has
been stressed earlier, very severe. It seems to us evident that in the presence
of abundant supplies the immediate result of inflated incomes will not be
to increase food prices to any significant degree—in fact, as we have’ observed,
they may decline. Some consumers may buy a little more or a little better
food, but in the main the increased incomes will go into non-food purchases.
This is particularly true in view of the fact that as the marketing margins
increase, retail food prices reflect lowered levels of farm prices to a lesser and
lesser degree. Inflation therefore increases the cost to the farmer, while giving
him no corresponding gain in price, and so aggravates the cost-price squeeze
and the already difficult problems of adjustment being experienced by the
farm industry.

There are doubtless many inflationary influences in our economy today,
but certainly an important one is a high rate of capital investment in the
economy. Canada’s rate of investment in the post-war period expressed as
a percentage of its national income has been very high—I believe about 22
per cent in 1956—and when in a period of prosperity this high rate of invest-
ment outruns savings, the result is that the consumer is involuntarily deprived
of purchasing power to pay for the investment program. Such “forced savings”
hurt the farmer, who is a producer of consumer goods. The operation of an
inflationary influence of this kind results in much more than a simple uniform
rise in prices. It results also in a shift of demand away from consumer goods
to investment goods. While industry is reasonably well able to shift production
quickly and without difficulty, the same is not true of agriculture. A heavy
drain on the national income in the form of investment thus tends to represent
a corresponding depressing influence on consumer demand for food.

Another serious consequence of inflation to agriculture occurs in the field
of trade. One of the major factors determining the prosperity of agriculture
is the degree to which Canada can export its surplus of agricultural production
—principally in the form of grain, but also in the form of livestock products
—at reasonable prices. Other things being equal, inflation of the currency
of a country results also in its depreciation expressed in terms of other cur-
rencies. Yet between 1948 and 1957 retail prices in the U.S. went up only
179, while in Canada they went up 26%. At the same time, instead of the
Canadian dollar depreciating in relation to the American, it actually strength-
ened. In 1947 the U.S. dollar was on a par with the Canadian. In 1957

it was at a 49 discount. What this amounts to is a very serious decline in
the ability of agricultural exports to compete with those of the United States
and of other countries. The value of the Canadian dollar in terms of the
U.S. dollar has been maintained by the very high capital inflow from the
United States. While such a capital inflow serves to hold down inflationary
Influences in time of booming investment, it does so mainly by means of
cheapening imports and making exports more expensive to the foreign buyer.
This process has had directly adverse effects on Canadian agriculture. Even
‘apart from the depression of wheat prices caused by heavy world surpluses,
- 8rain export prices have been hurt by this phenomenon of rising costs at the
. Same time that export prices are depressed by the high international value
. Of the Canadian dollar. This effect has had its influence not only on grain
. Xports, but on the ability of the Canadian farmer to compete with the United
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States in other products. It has thus held down returns on our exports and
increased the ease with which U.S. farm products may be imported in com-
petition with our own.

The following table presents data illustrating what has happened. It
presents comparisons between Canada and the United States, and also provides
some interesting international comparisons which show that inflation is not
necessarily correlated with growth in real wealth. (See Table II). For ex-
ample, Australia has had a heavy inflation but very little growth in real wealth.
Germany has had the most modest degree of inflation, and great growth in
national production. Canada has had considerable inflation, and considerable
growth. France has had a heavy inflation but also an impressive period of
economic growth. :

Added to this exchange rate situation is the fact that chronic wheat sur- |
" pluses, produced largely under subsidy, threaten to hold down wheat prices,
at least to their present level, for some time in the future. In such a situation
the grain producer has no protfection against rising costs, and his difficulties
adversely affect, in turn, the whole agricultural economy. 3y

TABLE II

How Canada Compares: Wages, Prices and G.N.P., 1948 to 1957,
Percentage Increases

Real GNP
Country Money Wages Retail Prices Per Capita
% % %
0 05 Ly 0 b e phee e ) 109 102 1
CanARN £ T i Ry 76 26 31
8 Liry: Va1 S 2 L, Sl (e VLA 149 T 60
GEIIOANY " . viviide v oy et d s 105 14 75

Netherlands 57 . hvvessnsvs 68 55 26
50 Lot B e L S S 102 47 25
(L R i i b R e T e £ 51 16
R e T T ot s S e 54 17 25

Source: National Industrial Conference Board.

The Contribution of Agriculture to Lowering Living Costs:

prices with the cost of food k
The chart shows that the index of food costs has except for a brief
spurt in 1951 stayed below the general level of costs. Food has therefo
held down the cost of living, and it has done this in the face of sharpl
increasing costs of food processing and distribution. This has only been ma
- possible because of lower farm prices. Agriculture has therefore definitely no!
contributed to inflation in Canada—quite the opposite. The chart is based on
1949 as 100 and begins with the year 1949; but in the 1945 to 1949 period
the same situation prevailed. In those years the farm products index went
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up about 25 per cent, while the consumer index went up almost exactly
50 per cent. Agriculture has therefore been a persistently anti-inflationary
influence since the war. The 1945-49 figures, from official indices are:

Farm products index 1935-39=100 1945—166.4
1949—228.7

Inc. — 42.3—or 25 per cent.
Consumer prices index (Food) 1949=100 1945— 66.3
1949—100.0

Inc. — 33.7—or 51 per cent.

In this connection it may be noted that during this 1945-49 period the
Canadian wheat producer willingly cooperated with the government in support-
ing the Canada-U.K. wheat agreement and the development of international
wheat agreements. In so doing he was attempting, with considerable success,
to lay the foundations of domestic and international systems of orderly market-
ing. He did not grab for, or obtain, the high inflated wheat prices that could
have been demanded during the severe post-war food shortage. In acting in
this way he made a very great contribution to modifying the heavy inflationary
pressures of those years, to the lasting benefit of the nation. This fact should
be kept in mind when considering recent requests of western grain growers
for measures to offset the effects of heavily subsidized competition in world
markets.

The Need For Sound Agricultural Policy:

The problem of agricultural adjustment is not one that can be solved
either by having inflation or by not having it. It is a problem that has as one
of its consequences abundance of food to the consumer at low prices, insofar
as sharply rising costs of processing, distribution and extra services do not
offset these low farm prices. On the other hand it is a problem that creates
severe social and economic difficulties for people in agriculture—difficulties
that fully justify comprehensive government measures to make the process of
adjustment orderly, to facilitate that adjustment, to ease the hardships
attendant on the adjustment, and to give the maximum short-run stability in
the process. Present programs of price supports, and promised new programs
of farm credit, agricultural development and re-establishment and crop
insurance are desigrnied to achieve these things.

These programs are justified and the costs and expenditures involved in
them are justified. In this connection the problem of inflation has one possible
direct bearing. It is sometimes argued, and perhaps with some validity, that
rising levels of government expenditures are, or tend to be, inflationary in
their effect, and that therefore reduction of government expenditures is an
Important means of fighting inflation. The Regina Leader-Post concluded a
series of articles on the threat of inflation with two recommendations, one of
Which was for “prompt and sharp reductions in government spending, with

‘ Increases in taxation if necessary”. We would warn that a single-minded

Concentration on the use of reduced government spending to fight inflation
Can cause serious injustice. There is little case for reducing well justified
government expenditures in the interests of fighting inflation.

Agriculture’s Stake in National Prosperity:

There is a further aspect of the problem of agricultural adjustment that
should be noted. On the one hand, excessive rises in the price level represent

‘ a robbing of consumer income in favour of investment. Insofar as this happens

21449-4—4
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demand for food is adversely affected, and the inability of agriculture easily and
quickly to adjust production means that agriculture’s adjustment problems are
aggravated. On the other hand, it is also true that a high level of employment
in the economy greatly facilitates agricultural adjustment by making it
relatively easy for people to shift from agricultural to non-agricultural employ-
ment. The existence of non-farm employment opportunities is a very neces-
sary condition for achieving healthy agricultural development. Agriculture has
as big a stake as any group—perhaps bigger than most—in seeing an economy
that remains in a state of healthy growth with a minimum of unemployment.
Also, since the technological revolution in agriculture is characterized by grow-
ing capital investment, healthy economic adjustment requires considerable use
of credit not only for new capital but for consolidation of farm units. It is
evident then that deflation, accompanied by substantial unemployment, would
be disastrous in the extreme to farmers who would find labour backing up on
‘the farm, lowered prices and further over-production, and in addition a debt
structure established with inflated dollars that would have to be paid off with
deflated ones.

Administered Prices and “Cost-Push” Inflation:

It has been strongly argued that most of the inflationary forces in the
United States in recent years have had their origin in the segment of the
economy where ‘“administered” prices prevail. These are the industries such
as steel and chemicals where clearly monopolistic forces prevail because of
the small number of very large firms. It has also been demonstrated that
labour unions, in the conduct of their bargaining, have been able to take
advantage of the profit margins created by these administered prices. In
periods of steady, and more particularly of rising demand, such as has been
typical of the post-war period, companies who “administer” the prices of
their products raise prices and increase their earnings without fearing that
they would be in danger of being hurt by the operation of the competitive
forces which are supposed to operate in a free market. However, these price
increases generate price increases throughout the economy, and labour in turn
renews its demands for higher wages. The result is a built-in inflationary
mechanism in the economy which has been described as one of the “wage-
push” or “cost-push” variety. The disproportionate increase in the index of
iron and steel product prices in the following table seems to bear out this
analysis:

Table III
WHOLESALE PRICES

January January 9% Increase

’55 57 or Decrease
General 215.8 229.2 -+ 6.2
Vegetable products 197.1 203.5 -+ 3.2
Animal products 226.4 237.% -+ 4.9
Farm products total 214.6 211.6 — 1.4
Textiles 224.0 234.3 -+ 4.6
Wood plus prods. 289.7 298.1 -+ 29
Iron and its products 214.9 250.3 -+16.5
Fully and chiefly
manufactured goods 222.2 237.8 -+ 7.0 A

I would call attention to the figures given in the steel industry with re- -.-
spect to the general wholesale picture— ‘i
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Senator LEONARD: These are Canadian figures?

Mr. Kirk: Yes, these are Canadian figures from the Prices and Price
Indices Publication of the Bureau of Statistics.

The CHAIRMAN: Any reason why you picked out the steel industry for
comment?

Mr. Kirg: Well, because steel actually is very often used as the classical
symbol, and as the most important example of an industry that is very basic.

Rising Prices In a Period of Unemployment:

One of the causes of special current concern about inflation is of course
the phenomenon, witnessed particularly in 1958, of rising prices and costs at
at a time of serious unemployment in the economy. This phenomenon raises
the question whether or not rising wages have become an independent in-
flationary factor by virtue of the effective organization of labour and the pres-
sure in labour organization to bargain for higher wages. It is difficult to see,
in the period through which we have just passed, what factors other than this
or the phenomenon of administered prices could have caused rising prices in
a period of unemployment.

The insulation of the price of labour from the impact of surplus supplies
on the labour market may well be a satisfactory means of achieving a greater
stability and quicker correction of tendencies to depression. Nor is there,
it seems to us, anything wrong with wage increases in recession periods
provided they are in line with expansion in per capita productivity of labour.
But in 1958 average hourly earning rose 3.75 per cent, while the national income
in constant dollars rose only 1 per cent. The effect here is certainly inflationary,
it seems to us, and if this analysis is sound is cause for some concern.

I might point out at the same time this actually happened, the actual
employment in industry, apart from industry 1958, rose a little bit.

In completing this presentation we are aware that we have not provided
definite answers to the important questions of monetary and fiscal policy
With which this Committee is concerned. With Professor Knox as a witness
the Committee found itself examining whether it is necessary to make a
choice between unemployment and inflation. Does there have to be a bias of
Policy in one direction or another, or can the aims of growth, stability, justice
and freedom be simultaneously achieved in a large measure by wise policy?
It is our hope that a reasonable approximation to this ideal can be reached.
The gains and losses to one individual or group or to another resulting from
Inflation are undeserved in either case, and should be avoided.

This Committee by its work can help provide public understanding of the
requirements of sound policy. This in itself will clearly make much easier
the task of following a wise and balanced course.

The CHAIRMAN: Thank you. On behalf of the committee, Mr. Kirk, I
Congratulate you very highly for a very good presentation. Probably some of
the honourable senators would like to ask some questions?

Senator REID: On page 2 in paragraph one of the brief you say, “When
Consumer purchasing power is inflated, the effect in a period of abundant food
Supplies is that the consumer spends a smaller proportion of this inflated
Income in food.” My own observation is that these people are eating more
and better than they have ever done, but that they have changed their diet.

Mr. Kirg: That is right.

Senator Remp: For instance, I think there has been less butter consumed
11',1'th‘is past year. One of the things that puzzles me is how far we can
Uild up our surpluses with that change in diet. I believe the Canadian
People are eating better than they ever did before, but I may be wrong.
2144944}
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Mr. Kirg: No, that is true.

Senator ReEm: They may not be buying as much beef or pork or butter,
but they are buying food?

Mr. Kmg: That is right. The actual proportion of the total consumer
income spent on food has been dropping somewhat in recent years. I do not
have the exact figures here for that, but this has been happening. I think
I should explain that what we are talking about here is a period of inflation.
We are discussing what happens during a period of inflation for the most part.
We are here talking of the short term effect, the fact that the inflation
happened. As long as it happens agriculture is put in a somewhat worse
position, because the food is there. The consumer’s income goes up. His real =
income may not go up at all; it may be just his money income goes up, and
unless there is some real pressure on him to buy more food or unless the
farmer very quickly cuts back as a result of rising costs in production, which
.he does not, then there is no reason I can see why the consumer will spend
more money on that food.

Senator LEoONARD: Let us suppose that a man has an income of $75 a
week and is spending half of that income in food. If he gets another $25
on top of that, bringing it to $100, he will not spend ‘half of the excess income 4
on food, but a smaller proportion of the increased income on food. Therefore, -4
his proportion of his total income going into food decreases. Is that the point =
you are making?

Mr. Kmrg: That is what happens exactly, yes.

Senator LeonArD: He actually spends more money on food but a lesser
proportion of his income.

Senator Rem: The information was given this morning to us that the
dollar today is worth 62 cents compared with the dollar in 1946. So we are
really in an inflationary period right now. My question is, from the agricultural
point of view and the consuming point of view, are the people eating less
of the foods that are making up the surplus, consisting of milk, eggs, butter,
and so on? B

The CHAIRMAN: And pork.
Senator Rem: Yes, and pork.
The CrAIRMAN: There is an enormous consumption of pork.

Mr. Kmrg: No, the people are not eating less. They are eating a great
deal more than last year of pork, and still more than the year before that,
but in spite of that the production has been such that in addition there are
surpluses in Government hands. So it is not so much that the consumer has
eaten less and built up a surplus, but that the consumption has been built
up and the surplus has been built up. :

Senator WaLL: It would be fair, would it not, following on Senator
Leonard’s comment, to say that generally speaking the best standards of living,
however you want to define that, improve, and that naturally there is a
smaller percentage of income devoted to foods?

Mr. Kirg: Well, that is true. The statistics on that measured by th
total proportion of national consumer income spent on food do not show thi
very sharply, and there are two reasons that they do not, I think, over
perzod of years. The first is that consumers have been buying more and mor¢
services with their food. To some extent this is a direct economic result. If
a housewife is producing downtown in an office, then she has a corresponding
-added expense directly because of that in increased food preparation service.
‘The other reason is that there has been, at least until recently, a certain group
©f consumers who are just so hard up that they would spend more in food;
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and would spend considerably more if they had more income. They were
at that low level, you see. There is an income level at which an increased
income will be met by an increase in food purchases.

Senator REID: I was surprised to learn the other day that the people of
Canada are consuming less flour per capita. The inflated dollar cannot be
the cause of that.

Mr. Kirx: No, the inflated dollar is not the cause of that.

The CHAIRMAN: The same applies to potatoes in New Brunswick. The
pPeople are not consuming potatoes in the quantities per capita that they used
to consume. They are dropping down because people say they are fattening.

Senator REID: Other reasons enter into it. People change their diet.
The CrAIRMAN: A lot of people are eating fancy foods.

Mr. Kirk: The reduced eating of potatoes and grain products, for ex-
ample, is the result of diet habits and preferences, and also of higher real

income. As people get more money they can afford to spend on the better
foods.

Senator LAMBERT: Mr. Chairman, on page 16 of the brief the witness has
referred to the inflationary. forces in the United States saying that in recent
Years they have had their origin in the segment of the economy where ad-
ministered prices prevail, and he goes on to emphasize the history of the steel
and chemical industries in this regard where he says clearly monopolistic
forces prevail. I would like to ask whether any consideration has been given
in connection with these forces to the vast numbers of dollars tied up in
farm surpluses in the United States as a result of farm subsidies which Mr.
Benson has tried to remove but so far is powerless to do. Would you not
agree, Mr. Kirk, that that has been greatly contributory to the inflationary
Spiral in the United States?

Mr. Kirg: I would think this, that the United States price support pro-
8rams have bolstered the prices of commodities.

Senator LAMBERT: And that these policies in turn have reacted against
Canada in its efforts to compete in markets abroad. z

Mr. Kigx: That is true.

Senator LAMBERT: That brings up the whole question of subsidization
Or price support policy. We have had it here in this country too, and I am
Just wondering if that aspect of the problem, from the point of view of agri-
Culture, might not be an argument in favour of the curtailment of subsidization.

~ Mr. Kmrg: We suggested in our brief that a reduction is what we would
like to see. We do not think much of the argument that reduced Govern-
ment expenditures were deflationary. I think it is also clear from our re-
Mmarks that we talk about the necessity of adjustment and the objective of
the Canadian Federation of Agriculture on agricultural policy, the long-term
Objective is not a permanent subsidization of agriculture—our request is to
help the adjustment. I would not be prepared just offhand to try to analyse
€xactly what effects United States support programs in the United States
has had on inflation in the United States but I would say that relatively the
amounts of assistance and subsidization and support of agricultural products
and producers in Canada could class as a very minor inflationary influence and
More than offset by an actual drop in farm prices. Does that answer your
Question? ' ;
Senator LAMBERT: I do not think it answers it completely. I would like
0 boint out that the competition Canadian grain has to face, for example,
! and I think it applies to other farm products as well, may be very embarrassing
- 'om the point of view of export trade, does not all come from the United
i
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States. We have had some pretty strong examples of competition from
abroad, which is far more devastating than any competition from the United
States.

Mr. Kir: I quite agree there is hardly a country in the world except
some exporters, Australia and perhaps Argentina, who do not in effect sub-
sidize their wheat.

Senator LAMBERT: Consider the impact of Russia. Their aggressiveness
at the present time is shown in their methods of promoting sales of their
agricultural output. Great Britain, for example, has been quite a growing
customer of Russia in relation to the importation of grain. Now, that certainly
must have a bearing upon the export trade in grain from Canada to the United
Kingdom, and other countries as well.

Mr. KiRg: Yes, and it can very well be subsidized, but I do not know
- whether Russian exports are subsidized, but they could be.

Senator LAMBERT: The wheat problem interests me very strongly because
I lived with it for quite a while, and I might say that I notice in the statistics
that you quoted, which are from the bureau, regarding the value of the dollar
in relation to the purchasing power of farmers, the producers of the middle
west are helped to a certain extent by more efficient production as a result
of mechanical improvements, bringing about a condition which does not require
as much labour, as was previously required.

Mr. Kirk: That is right.

Senator LAMBERT: I tried to put my hands on the information which came
to me from the Bureau just recently but I could not find it: I think that
aspect of cost of production on the Prairies particularly in relation to the
growing of grain might modify that very considerably.

Mr. Kirk: I think it is true that there has been definitely increased pro-
ductivity in the grain industry. If there had not been a rise in productivity
the situation in regard to these costs and prices would have been completely
intolerable long before this.

Senator WALL: I gather that you would concur that rising levels of gov-
ernment expenditures can be inflationary. Would you agree that governmental
expenditures can be inflationary generally speaking—I notice you tend to
minimize that because of the safeguards you are building into the argument.

Mr. K1rk: I could very easily get beyond my depth on this economic topic,
but my thinking on that is, and it is largely traditional, simply that more
important than the level of government spending is the relationship between
the level of government taxation and government spending. This is what
is usually thought of as the basic inflationary or deflationary influence in
fiscal policy. But in addition to this you do have the fact that a high level
of Government spending is very widely thought of not so much as being in-

flationary strictly but that we have it as a more effective built-in stabilizer i

that stops deflation quicker, and consequently it is an effective antidote to

deflation and depression. It reinforces to some extent the bias towards in- f

flation in the whole economy, but so far as inflationary influences and fiscal
policy are concerned I think the big thing is the relationship between the
taxation and the expenditure, for after all, speaking very generally, you can
spend your money one way or the other, and if the Government spends it
having collected for it, then I do not see any reason why that should be
inflationary. .

Senator Hiceins: Coming back to what Senator Reid said, do you say
that a man spends less proportionately on food today than he did when he
received smaller wages? Let us say a man earns a salary of $10,000 and hed."
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has a certain standard of living and he eats well. Then suddenly his salary
is increased to $20,000. Well, he doesn’t spend a proportionate amount of that
increase on food but he spends it on buying better houses, cars, boats and
so on. Is that why a man spends less today proportionately on food than
he did when he had smaller wages? In other words, when he gets an in-
crease in salary he buys luxuries.

Mr. K1rg: Yes.

Senator LAMBERT: This brief is a very important one and it certainly
reflects the point of view of an important industry in this country, a basic
industry. I would suggest that we should have more time to absorb and
analyze the brief, and possibly discuss these problems with the Federation
witnesses at a later time.

The CHAIRMAN: We will try to arrange a further meeting with the
Federation.

Mr. Kimrx: I would be very delighted to return.
The CHAIRMAN: On behalf of the members of the committee I want to
congratulate the Canadian Federation of Agriculture on their excellent brief.

The committee thereupon adjourned.
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APPENDIX A

STATEMENT DELIVERED BEFORE THE
STANDING COMMITTEE ON FINANCE OF
THE SENATE OF CANADA

By — E. C. GILL
President, The Canada Life Assurance Company.

Mr. Chairman and Gentlemen:

Suppose the Canadian Government decided to try to levy a tax on the
sections of the population least able to bear it and least able to organize
themselves to oppose it, what would be done? First they would say, let us
strike against the retired people. You have seen many of these ads—many
of these have been our own—how I retire in so many years with $300 a month.
Retired people are in no way organized to oppose a tax on their modest
retirement incomes. Then they would say let’s strike against widows and

orphans living on an income from a Will. Maybe the Testator has said ‘I

leave $5,000 a year to my wife and so much to my children following her
death”, and no matter what the figures are, there are very few who could
leave large enough figures to withstand, let’s say 509 tax levied against that
widow’s income. The Government would also say let us strike against the
weaker salaried employees—teachers, ministers, civil servants, or anyone
whose salaries are subject to the approval of municipal and other elective

bodies. Their ability to strike back is much less than others might be. Then i

let the strike be across the board against holders of small bank balances,
small bondholders, holders of life insurance policies, all groups that large

though they may be are unorganized to fight back, and so on, you could recite
many others. And how would the Government do it, how would they levy
this tax. It would be the simplest tax they ever levied. They would fail

to balance the Federal Budget, encourage inflation of the currency, creeping :-.-.
inflation, galloping inflation, or whatever you like, encourage the loss of

purchasing power of the dollar, debauch the currency. Millions and millions
of transactions per day in Canada and the United States and in all the free

world are made to depend on a reliable currency. In other words every
monetary transaction, whether it be life insurance, or whatever it is, is made

today to be implemented tomorrow or many years from now, and it depends

on one statement—I declare so many dollars payable. Well, if the dollars are
not worth what they are supposed to be worth we have no economic system.
Lenin was apparently a shrewd economist, among his other assets and liabili-
ties, and a philosopher. One of his famous quotations was that the way that
the Communists could really defeat the capitalistic world was not by military
might but by letting them debauch their own currencies, and nothing he ever
said was truer than that.

The Governor of the Bank of England, Cameron Cobbold, said, “The
future well being of the free world will depend in no small measure on the
success of the United States, Canada, and the United Kingdom, and the other
great trading countries, in maintaining stability in the national and inter-
national value of their currencies”.

Gentlemen, nothing could be more dangerous than the assumption that a
little bit of inflation each year is good for the economy, in other words a
creeping inflation. No inflation will creep for long or forever, it will soon
gallop. Just like a little pregnancy you can’t stop it from growing.
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Now one of the favourable things about this whole subject, gentlemen, is
that millions of people believe and know that this problem of inflation is the
most serious problem facing the free world other than the peace of the world.
There is nothing to compare with it.

In the United States there are some very worth while organizations speak-
ing up. There is a committee called the Committee for Economic Development, a
committee of businessmen, a committee not only of financial people, trust
people, insurance people, bankers, and so on, who see this problem day to day,
but a committee of outstanding industrialists of the country. It is a committee
that is composed of these men and they do their own work—they do not employ
others to write the articles and so on. I just want to quote a few paragraphs
from one that came out a few months ago, and to show you the calibre of the
man who wrote it—the head man was the Chairman of Sears Roebuck, and in
one of his concluding paragraphs he said—“We do not accept the idea that
inflation need be tolerated, for while it may creep for awhile there is a danger
that soon it will gallop out in the open. We know too that even at a creep it is
intolerable because it erodes the value of long term fixed money obligations and
crucifies the weaker groups in our society. Nor is a rising price level essential to
real growth and sustained productive employment. In fact by distorting the
normal incentives for efficiency in business and increased productivity of labour
it may well endanger the sustainability of growth. There is danger of long term
inflation in this country, but it is not inevitable. The nation can have both stable
Prices and high employment, if it is willing to adopt the policies required to
make them consistent. We do not have to sacrifice high production to avoid
Inflation. The only thing we need to give up is an illusion, the illusion
that we can get more out of the economy than we put into it, that we can
consume more than we can produce. The responsibility for preventing in-
flation is the joint responsibility of Government, business, labour, and agricul-
ture. The Government’s chief responsibility is through the exercise of its
monetary and fiscal policies to keep demand from rising faster than the
hation’s ability to produce. To clarify the responsibility of Government in
this regard the Employment Act of 1946, which is an Act of Congress, should
be_ amended to include stable prices as a specific objective of policy along
With ones that are there mnow, maximum production, employment, and
Purchasing power. In other words, it puts the stability of currency right on
the top level of Government objectives to maintain maximum production
€mployment, purchasing power and stability of the currency,—(and as I
Understand it, I am not completely up to date on this, I think there is a Bill
In Congress now that would put that in the Employment Act.)

“By whatever method the villain of inflation is detected, there is no ques-
tion that getting rid of him is a matter of the greatest national urgency, for
the people of the United States are properly dedicated to a clear-cut purpose
of steadily rising standard of living for everyone. We of the C.E.D’s research
and policy committee subscribe to this goal with no reservation, except that
it be achieved in freedom. In other words, not with a lot of controls over
€verything, as there would be in war time. It is precisely because we feel its
Importance so strongly that we would spare no proven measure to free our
€conomy from the cruelties of inflation, for we know only too well that, in
the political and economic climate of the contemporary world, failure to
achieve the goal of stable growth could easily mean the end of our way of life
and who would pay a price so high for the dubious pleasures of inflation, even
of the creepiest kind.” (end of quote)

Now, turning to the situation as of today, what is the inflation situation
~ 8d what can be done about it? The position today is unique. The inflation
~ With which we are threatened today is unlike any which has heretofore been
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encountered. Historically, inflation has resulted from too many dollars chasing
too few goods. No such cause exists today. Actually, for the last few months
in the U.S. and Canada the cost of living indices have been holding even—
they have indeed gone down very slightly. The cause which does exist and
which is giving grave concern that inflation may break loose is an even more =
powerful one. It is entirely psychological. Too many people believe that =
inflation is inevitable. This false assumption leads in turn to actions by
individuals and Governments, which if continued will result in inflation and
the consequent defeat of our responsible enterprise system. This inflation
psychology is a major obstacle to Government in playing its essential part in
the anti-inflationary battle. No Government can maintain its mandate to
govern without the support of its constituents. Governments must take the =
lead in avoiding inflation, but to do so they must have the co-operation of
the public. Now, there are three places where this psychology shows up. One,

it is in the inflationary minded stock market. Number two, it is in Federal
Government deficits, and, number three, it is in labour’s demand for wage
increases beyond the increase in productivity.

Now, regarding the first of the three—the stock market. The stock mar-
ket (and we’ll judge it by the Dow Jones Industrial averages, the best test
of stock values on this continent), of course has hit a high so many times
you can’t keep track of it. It is now over 600. It has passed all the bench \
marks that were ever created with regard to earnings or dividends. The
real problem here is the inadequate supply of stocks and we really have a
classical inflation here, In other words, too many dollars chasing too few
goods, too few stocks. Investment Trusts, Insurance Companies, mutual funds,
private individuals, pension funds, etc. ete., are all trying to buy into the
existing supply. The supply is not going up fast enough. It is going up a |
little bit, but the great American industrial, utility and financial companies
listed on the New York Stock Exchange are not issuing new stock at the
rate at which the buyers are increasing. I only wish that everyone, or nearly .“
everyone, of those great companies would issue a lot of additional common
stock and that would take the steam out of the market. Then values would
be related to earnings and dividends. We had an example of that here in
Canada. Our market is just as high or higher than the Wall Street market
based on earnings and dividends. One of our large industrial companies, after
much consideration between bonds, preferred stocks and common stocks, issued
a very large block of additional common stock. That had the effect of flatten-
ing out the market, and now you can buy and sell that stock freely. Further-
more, this means that people who purchase this stock have a far better chance
of getting an increase in market value over the years.

In regard to buying common stocks, I believe inherently in them, I
feel that people should have confidence in the common stocks of the great
United States and Canadian companies. They will undoubtedly have a growth
factor over the years in the dynamic economy of this North American con-
tinent, but they should be bought on this basis—gain in earnings, gain in
dividends, and asset values, and so on. To suggest that you have to assume in- |
flation in any way directly or indirectly to justify the purchase is in my belivef
an argument from weakness.

The second of the three situations is in regard to Federal Government
deficits. Balanced Federal budgets as soon as they can be attained are an
absolute necessity. Certainly the deficits of the year just past were justiﬁedy
because that was a year of recession in business and tax collections went down,
and it was right that there should be deficits, or else there would have beeB

s o
a much deeper recession. , i
!

s
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Now, first in the United States. As you know, President Eisenhower has
proposed to Congress a balanced budget at about 70 billion dollars for the
fiscal year starting on the 1st July 1959. The system of Government is different
in the United States than it is in Canada. Vitally different in this. This is
the administration suggesting something to Congress. Many of you know
better than I do that Congress does not necessarily have to do what the ad-
ministration suggests. In Canada, when the budget comes down, brought
down by the Government itself, with over 200 members in the House—that
budget is going to go through. There may be a few modifications but
they will only be ones that the government willingly, after representations,
agrees on. Now, I understand very clearly that there could be a deficit in
the United States budget that Congress finally passes of, say, 2 or 3 billion,
something of that order, but all you can say is that compared with the 12
billion deficit for the fiscal year ending 1st July, 1959, it’s a tremendous gain.
Again if the words of the Committee on Economic Development can hold true,
and I quote those words—“any increase in expenditure above the President’s
budget should be balanced and matched by additional taxes”. If that holds
then you would have a balanced budget for the fiscal year 1st July, 1959
to 1960.

The Canadian situation is more difficult temporarily than the American.
We have recently come through a general election during which the Govern-
ment now in power made certain promises and commitments which they have
implemented—hospital insurance, increase in Old Age pensions, other pay-
ments—so they are up against two difficulties—one, the recession which dropped
the revenues and, second, all these extra expenditures which are built right
into the structure of payments. So if the Finance Minister’s estimates of a
budget deficit of something under $400 million for the fiscal year ending 31st
March, 1960, are borne out—compared with a deficit of $616 million for the
year ending 31st March, 1959—it will be very worth while progress. The
Government has taken a courageous step and the balancing of the budget
next year—that is in the fiscal year commencing 1st April, 1960—is of the
gtmost importance in the battle to save the purchasing power of the Canadian
ollar,

Now, regarding the third, as to labour’s demands. If they go beyond the
increase in productivity we are in trouble. Wage rates are high both in the
United States and Canada, and on the average there is no reason why they
cannot continue to rise at the same rate as the increase in total output per
man hour. In other words, machinery is more efficient. A man can produce
more goods in an hour, and that factor can in many years justify a wage
increase of between 2 and 3%. Now the time of decision has come in the
_United States. The largest Steel Company in the world is sitting down with
its Unions to discuss wage agreements that expire in mid-summer. The
United States Steel Company has already said that “with the already high rates
of wages, we in the United States Steel see no reason why there should be
more employment cost increases and more price increases this year. We will
exert every effort to avoid both”. Now, whether they are successful or not
1S a very important point because the U.S. Steel and the other Steel Company
Settlements will determine so many other settlements.

The Governor of the Bank of Canada, in Ottawa, has come out strongly.
I shall quote sentences from his statement: ‘“Perhaps the greatest obstacle is
the spread of the theory that democracies cannot have both high employment
and stable prices, that they must inevitably choose between unemployment
and inflation, that high employment can only be achieved by the acceptance
Or even the deliberate creation of some degree of inflation. I am certain that
hese views are fundamentally wrong. The idea that readiness to create or
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tolerate inflation can make a useful contribution to the problem of maintaining
a high and expanding level of employment and output is in danger of becom-
ing the great economy fallacy of the day.” (unquote)

In my own life insurance business we have nothing to sell but future
dollars. If we felt firmly and were absolutely convinced and were willing
to give up the fight against inflation of the creeping or galloping variety, we
certainly would have no right to sell the product that we are selling today.
I agree with a very brief comment made by the President of one of the
American Life Insurance companies of Wilmington, Delaware, in which he
says that in the final analysis the outcome will depend upon public opinion
—when enough people experience the evil effects of inflation it will be stopped,
but probably not before. And I quote him:

“The celebrated English Historian, Lord Macaulay, when writing about
our form of democratic government, said there were forces inherent in it
which would eventually cause it to destroy itself. It would appear that on
this question of inflation the matter will now be brought to a head. Perhaps

Macaulay was right, time alone will tell, but for my part I am persuaded

that he was wrong for I have faith in the intelligence of our people to make
the right decision when they once understand the problem, otherwise I could
not believe in democracy. No doubt we may get some further inflation, but
I think it is not inevitable or going to be disastrous.” (unquote).

The Agency Vice President of my company shows me from time to time
PROBE magazine which says a lot of things well and briefly. Once a few
months ago it said—“It is important that life insurance men recognize and
stress factors which have proved themselves over and over again, year after

year. No matter what inflationary figure the sceptics quote there is still no

way of creating an immediate estate except through life insurance. There
is every evidence that the great majority of people have found the so-called
compulsory savings factor of life insurance the best guarantee of having
dollars on hand when needed, whether they are stable, inflated or deflated.
We recognize that some people will think this a specious argument. But, our
own long experience with policyholders in low, middle, and high income
brackets convinces us that it is and probably will continue to be our most
valid claim for life insurance as a sound investment. The man who is going
to take the difference and invest it in commodities or in more liquid securities
seldom carries out his plan”.

I want to close in a moment with a quotation from Mr. Graham Towers.
The only speech he has made since giving up as Governor of the Bank of
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Canada is a speech on inflation. He chose a Life Insurance Underwriters

gathering in Toronto and he chose that as the forum from which he gave what
he regarded as a most important talk. He has refused to give any other talk

since, and it is indicative of the value he put on it. I want to stress what it g

means to all of us and what we can do as consumers, because that was the
theme that he came down on and he said—*“In recent times leaders of
government in the United States and the United Kingdom, to mention only
two examples, have had occasion to appeal for restraint on the part of labour
and business, labour in formulating its wage claims and business in raising
prices. While such exhortations are not doubt useful in focusing public
attention on the problem I doubt whether they have any immediate effect—
How could they? In any specific negotiation labor leaders must get the most
they can for their supporters; and a business, if it is going to survive, mus

strive for a satisfactory return on capital. It is only when the consumer

cannot readily be saddled with increased costs that restraint must be observed
—not as a result of exhortation but as a matter of necessity.” :
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So the part we can do is to believe that inflation is not inevitable and say
so and act accordingly. Advocate balanced government budgets. Resist
wage demands in excess of productivity gains. The institution of life insurance
in the United States and in Canada in its general advertising is stressing the
anti-inflationary theme this year. It is devoting everything to it. Every
Canadian bank and life insurance company and the American life insurance
companies spoke out against it. The Chambers of Commerce are being very
effective. And, gentlemen, it is my firm conviction that if eternal wvigilance
and unrelenting efforts are applied in these directions, the purchasing power
of the Canadian dollar, and the free economy in which we live and thrive, can
be saved and passed along to our children and grandchildren.

Thank you.
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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, TUESDAY,
April 28, 1959.

“Pursuant to the Order of the Day, the Senate resumed the postponed
debate on the motion of the Honourable Senator Wall, seconded by the
Honourable Senator Leonard:

That the Standing Committee on Finance be instructed to study the threat
of inflation in Canada;

That the Committe have the authority to send for persons, papers and
records, and to report from time to time.

After debate, and—

The question being put on the motion—

. The Senate divided and the names being called they were taken down as
ollows: —

CONTENTS

The Honourable Senators
Baird, Golding, Reid,
Basha, Grant, Robertson,
Beaubien, Hodges, Roebuck,
Bois, Hugessen, Savoie,
Boucher, Isnor, Smith (Kamloops),
Bradette, Jodoin, : Smith (Queens-
Connolly (Halifax North),Lambert, Shelburne),
Connolly (Ottawa West),Lefrancois, Stambaugh,
Crerar, Leonard, Taylor (Westmorland),
Croll, Macdonald, Vaillancourt,
Dupuis, MecGrand, Veniot,
Euler, Petten, Wall,
Farquhar, Pouliot, Woodrow—40.

Gershaw, Pratt,

NON-CONTENTS

The Honourable Senators

Aseltine, Haig, Pearson,
runt, Higgins, Quinn,
Uchanan, Horner, Sullivan,

Emerson, MacDonald, White—14.

Gladsone, Methot,

So it was resolved in the affirmative.”

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

TUESDAY, June 16, 1959.

Pursuant to adjournment and notice the Standing Committee on Finance
met this day at 10.15 a.m.

Present: The Honourable Senators Emerson Chairman, Aseltine, Beaubien,
Brunt, Burchill, Croll, Euler, Gershaw, Hayden, Higgins, Isnor, Lambert,
Leonard, Power, Pratt, Smith (Queens-Shelburne), Stambaugh, Thorvaldson,
Turgeon, Wall and Woodrow—(21).

In attendance: The official Reporters of the Senate.

Consideration of the order of reference of April 28, 1959, was resumed.

On motion of the Honourable Senator Leonard, a brief submitted by Mr.
A. H. Cameron, of Saunders, Cameron Ltd., Toronto, was ordered to be printed
as Appendix A to these proceedings.

The following were heard:—

Mr. W. T. G. Hackett, Assistant General Manager, Bank of Montreal, re-
Presenting The Canadian Bankers’ Association.

Mr. G. Arnold Hart, President, Bank of Montreal.

Mr. Neil J. McKinnon, President, Canadian Bank of Commerce.

The further consideration of the order of reference was postponed.

At 12.30 p.m. the Committee adjourned until Thursday, June 18th instant,
at 10.00 a.m.

Attest

John A. Hinds,
Assistant Chief Clerk of Committees.
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THE SENATE

STANDING COMMITTEE ON FINANCE

OrTAWA, Tuesday, June 16, 1959

EVIDENCE

The Standing Committee on Finance, which was instructed to study the
threat of inflation in Canada, met this day at 10.15.

Senator EMERSON in the Chair.

The CHAIRMAN: Gentlemen, we have a quorum so I will call the meeting
to order. Before calling the witnesses I have a few comments to make. A
brief has been submitted by A. H. Cameron of Toronto who was invited to
appear as a witness but was unable to do so because of prior commitments.
Copies are available of his brief for the members of the committee and I
would suggest that it be printed as an appendix to today’s proceedings.

(See Appendix A to today’s proceedings)

Hon. SENATORS: Agreed.
Senator CroLL: Who is Mr. Cameron?

The CHAIRMAN: He is an investment dealer of Saunders, Cameron Ltd.,
Toronto.

Dr. Deutsch will be in town again tomorrow and we will announce to
the members of the Steering Committee when the next meeting of that com-
mittee will take place. The next meeting of the full Finance Committee will
be held Thursday, June 18, at 10 a.m. in this room.

Senator LEoNARD: That will be a change in time, to 10 o’clock.

The CHAIRMAN: That is right. On behalf of the members of the Finance
Committee I would like to welcome here this morning Mr. W. T. G. Hackett,
Assistant General Manager of the Bank of Montreal, and Mr. G. Arnold Hart,
President of the Bank of Montreal, and Mr. Neil J, McKinnon, President of
the Canadian Bank of Commerce. Without any further ado I will call on
Mr. Hackett, who is going to present a brief on behalf of The Canadian
Bankers’ Association. Mr. Hackett will be available for a question and answer
pPeriod when he has concluded presenting the brief.

Mr. W. T. G. HAcgeTT (Assistant General Manager, Bank of Montreal):
Mr. Chairman and honourable senators, I should perhaps offer a word of
explanation at the outset for my presence here. It is a matter of regret to me,
as I am sure it will be to you, that the President of the Canadian Bankers’
Association, Mr. H. W. Thomson, is ill and not able to be here to present this
brief on behalf of the Association. I have undertaken to deputize at very
_ short notice, and I am going to have to ask your indulgence on that account.

This brief, which I have the honour to submit, is in six rather short
Sections, and I shall indicate the title of each section as we proceed.
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THE CHARTERED BANKS AND INFLATION

I. The Purpose and Scope of this Statement

The purpose of this statement is to present certain factual material about
the influence of the banks on inflation, and the influence of inflation on the
banks. It is intended as a contribution to the work of the Senate Committee
on Finance, from a point of view that represents the concensus of the chartered
banks. Questions of official Government policy have generally been avoided
because it would not appear to be appropriate for the chartered banks as a
group to enter the debate on most such matters even if they all were in full
agreement.

There is one notable exception, however, to the general avoidance of policy
matters. The chartered banks wish to state that they favour the conscientious

use of monetary and fiscal measures for the promotion of the general interests

of the community as a whole. Under certain circumstances this requires action
that seriously inconveniences various particular interests in the short run. In
what follows there are a number of passages that show that the chartered
banks have little if any part in the decisions on these matters, and are them-
selves adversely affected by them just as are other sectors of the economy.
Nevertheless these decisions must be taken from time to time by the author-
ities, even at the expense of unpopularity (which ought to prove temporary),
and the chartered banks are fully prepared to co-operate even though they
must share the unpopularity.

It must be acknowledged that these questions always involve an area of
judgment, and that emergency situations.may not leave much practical room
for counsels of perfection. Nevertheless, the banks feel that the monetary and
fiscal authorities are sometimes too reticent in acknowledging their responsibil-
ities for their own policies, and do not do enough to make clear to the Cana-
dian public why the policies being pursued are necessary and what are the
advantages that may be expected to accrue from them. The result may be to
impair the effectiveness of the measures themselves, and to prejudice the good
relations between the banks and their customers.

II. The Banks and the Money Supply

However inflation be defined, it is often associated with an excessive supply
of money. The Canadian money supply is usually considered to consist of
deposits in the chartered banks and currency in public circulation and, since
deposits are by far the larger of these two components, a review of the funda-

mental principles that govern the total amount of bank deposits is essential in

understanding the position of the chartered banks in an inflationary
environment.

It should be made clear at the outset that the determination of the total
amount of Canadian deposits held by the banks lies entirely outside their
discretion. The chartered banks are subject to general regulations and controls
which make it impossible for them to bring about an expansion in total de-

posits, and they are equally unable to prevent a contraction. Control over the :

total amount of Canadian bank deposits is exercised by the Bank of Canada
which, by varying the chartered banks’ cash reserves, can cause the total

amount of bank deposits to approximate closely whatever figure it deems

appropriate. This control lies in a formula laid down in the Bank Act, whereby
the chartered banks are required to keep a specified proportion, currently 8
per cent, of their Canadian deposit liabilities in the form of cash reserves con-
sisting of notes of, and deposits with, the Bank of Canada.
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It is mainly by means of its purchases and sales of securities in the open
market that the central bank can, and does, alter the chartered banks’ cash
reserves. To contract bank cash, the Bank of Canada sells securities and re-
ceives cheques drawn on the chartered banks by the purchasers of the secu-
rities. The Bank of Canada presents these cheques to the various chartered
banks for payment, and the banks make settlement by authorizing the Bank
of Canada to deduct the amounts involved from the deposits maintained by the
chartered banks with the Bank of Canada. And, since these deposits rep-
resent part of the legal cash reserves of the banks, a reduction means a loss of
cash for the chartered banks. Similarly, to expand bank cash, the Bank of
Canada buys securities, initiating a chain of circumstances the reverse of the
above.

When their cash reserves are allowed to increase, the banks have the re-
sources to expand their loans or purchase securities, and a rise in their deposits
comes about as the funds involved are added to the deposits of those who
borrow or those who sell securities. By contrast, when cash reserves are
held more or less constant, or are reduced, the expansion of deposits is halted
or reversed. Hence when variations occur in total Canadian bank deposits
they reflect Bank of Canada policy, not discretionary acts by the chartered
banks. Central bank action, not chartered bank action, determines the level
of bank deposits in Canada and hence of the money supply.

III. The Banks in a Monetary Expansion

There are a number of possible circumstances in which the central bank
might allow the money supply to expand so that the chartered banks would be
able to meet all reasonable demands on them without immediate inconvenience.
The most obvious example is when an easy money policy is being followed
during a recession; in this case the expansion may be unexceptionable, and may
have no inflationary implications for the time being at least.

An unchecked expansion of the money supply may also occur as a result
of uncontrolled government deficits, under the pressure of a great war or other
force majeure, as in the case of many historical inflations. In these circum-
stances the banks, on the one hand, find their deposits rising sharply and, on
the other hand, find their assets expanding, not in the form of commercial
loans but rather in the form of holdings of government obligations (often
With yields set at artificially low levels). However, the decisions as to how
large the government’s deficit should be, how great should be the increase in
the money supply, or how much of the deficit should be financed by purchases
of government securities outside the banking system (which do not result in
any monetary expansion) are not of the chartered banks’ making. The banks
Simply become the residual absorbers of the amount of the government’s deficit
that the general public outside the banking system fails to finance by acquisi-
tion of additional securities.

; Much the same results may occur if the public suffers a sudden change
In jits evaluation of the interest rate structure and becomes unwilling to hold

onds in quantity at current yields; as part of the process of adjusting to this
changed situation, and finding a new level of bond prices and yields at which
the public will again ‘be willing to hold these securities, a considerable expan-
Sion of the money supply may be inevitable. Another possibility is that for
One reason or another the monetary authorities may be required to peg the
Price of government bonds at par or some other arbitrary figure, as was the
Case in a number of countries for some years after 1945; a particularly well-
Dublicized example accurred in the U.S.A., and was brought to an end by the

Teasury-Federal Reserve accord in 1951. If a rising demand for money were
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to develop in such a situation, anyone who owned bonds could easily sell them
to the banks to raise cash. The banks in turn could readily resell them to the
central bank in any amount they required to meet the loan demands of their
customers. Control over the money supply would have been abrogated in favor
of maintaining an arbitrary structure of bond prices.

While an easy money policy is usually associated with a business recession,
it may happen that it is prolonged and encourages an infiationary expansion
of private credit. For example, a capital investment boom may get under way,
in which the combined capital requirements of industry, seeking to expand
plant and equipment, are greater than the saving capacity of the economy as
a whole. In such circumstances the banks are likely to be faced with an in-
creasing number of requests for funds; in other words there will be a tendency
to try to bridge the gap between the community’s total capital requirements
and the community’s saving capacity by creating new bank credit.

‘ From the standpoint of the chartered banks, as long as the expansion was
permitted to proceed, they would find themselves with ample funds to meet
borrowers’ requirements. Their assets in the form of loans and their liabilities
in the form of deposits would increase at a rapid rate. At first sight, this would
appear to be an admirable situation from their point of view. However, once
it became clear that inflationary pressures were building up, any banker would
be increasingly concerned about the quality of the loan risks he was being
asked to assume. He would also be concerned lest the pace of expansion,
accompanied by a pyramiding of bank credit as too many claimants scrambled
for control over a limited volume of physical resources, would sooner or later
topple over into a severe business recession with attendant repercussions on

both the banks and their customers. Thus while a credit boom permitted by

the monetary authorities, and stemming principally from a demand for private
‘cred1t, might appear to pose few problems for the banking system, it would
in fact create important problems for the economy which bankers would have
to share.

IV. Banking Problems Caused by Efforts
to Combat Inflation

Typically, it may be assumed that the monetary authorities will endeavour
to combat inflationary pressures once they become clearly apparent. In such
a situation the chartered banks will find themselves as it were in the front-
line trenches. While they do not make national monetary policy, such policy
is quickly manifested in ways which compel important adjustments on the part
of the banks.

More explicitly, when credit demand is rising and economic conditions'v

are such that the central bank finds it necessary to keep the money supply at a
relatively stable level, any significant increase in any one category of the
banking system’s assets must inevitably be offset by a decrease in some other
category. If the banks wish to take care of a steadily rising demand for loans
they must inevitably resort to selling their holdings of securities to approxi-
mately the same extent, otherwise their deposits will tend to rise and their
ratio of cash to deposits would fall below the legal requirement.

If this process continues, the banks will ultimately reach the minimum
amount of securities beyond which it would be neither practical nor desirable
to indulge in further disinvestment. Each bank must hold a certain amount
of easily disposable securities on which it can realize cash to meet a possible
withdrawal of deposits or loss of deposits to other banks. In more technical
terms, a bank requires the liquidity that only a well-balanced portfolio of
short-term securities can provide; thus it cannot dispose of all its securities

in order to expand its loans. In addition, conditions under which central
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bank policy does not permit an expansion of loans without a sale of securities
are typically conditions of declining bond prices and rising interest rates. Hence
the sale of bonds involves progressively larger losses, and these losses, under
the regulations governing the operation of the ‘banking system, must be treated
as an expense in. the year in which they are incurred. At some point the cost
of selling additional securities in order to make additional loans would simply
become prohibitive.

But the banks will find themselves being forced to make difficult decisions
long before they reach the point at which any significant expansion of loans
can no longer take place. For one thing, they will be forced into the unpleasant
position of having to tell good customers that their financing needs cannot be
met. At first sight this may not appear to be any different from the normal
operation of the banks, for there must always be a category of unsatisfied
borrowers, and it is a bank’s function to determine where the margin of credit-
worthiness lies; apparently all that is required is that they should be a bit more
selective. But a closer view will show that what is involved is much more
difficult than that. In a normal business situation the credit-worthiness of a
given borrower can be pretty clearly determined on the basis of reasonably
objective criteria, such as the experience and character of the individual con-
cerned, the nature of the enterprise to be financed, and so on. Furthermore it
will generally be possible to meet in full all the reasonable demands of good
credit-worthy borrowers. However, when serious inflationary pressures are
at work it is simply not possible to meet all legitimate demands at once; each
applicant’s spending programme may be perfectly sound and credit-worthy in
itself, but the physical resources of the economy or the financial resources avail-
able through the banks are not sufficient to carry them all out at one and the
same time. In short, the banks are forced to adopt some kind of priority or
rationing system for allocating credit. No matter how fairly their decisions
may be made, there is bound to be resentment on the part of some customers
with consequent damage to customer-bank relations and, unfortunately, adverse
publicity for the banks.

In similar situations in other markets when the commodity dealt in be-
comes scarce, the price is allowed to rise as an impersonal means of rationing
the supply and checking the demand. To some extent this occurs with bank
loans—that is, interest rates rise, in response to forces that are more fully
described in Section V. But in practice there may be little scope for this
course of action because of the maximum of six per cent set by the Bank
Act on the rate of interest or discount that the banks may charge. Indeed,
since interest rates outside the banking system are free to rise without limit,
and in the past few years have shown a tendency to move up so that the gen-
eral structure of rates is out of line with the banks’ six per cent ceiling, there
is a tendency for demands that would normally be financed in other ways to
be directed into the banks. This further aggravates the credit situation and
leads the central bank to put even greater pressure on bank reserves. Thus
the credit restrictions bear heavily on the working capital needs of business-
men, which are best serviced by the chartered banks. Indeed the middle-
sized and small businessman has virtually no other source of funds, even if he
is able and willing to pay the high interest rates or other costs generally
exacted by non-bank lenders. It may fairly be said that the banks will make
Special efforts to look after the requirements of these borrowers, but the fact
Temains that their inability to tap other sources together with the fact that
credit restrictions apply more directly to bank lending than to other sources of
eredit puts these borrowers at a disadvantage when money is tight.

Thus it is apparent that problems become a good deal more immediate
for the banks, and more obvious to the general public, under conditions
Wherein the national monetary authorities are making a valiant effort to
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contain inflation as compared with a situation in which monetary expansion
is allowed to proceed unchecked. But the banks would be inconsistent indeed,
as well as unworthy of the degree of public confidence which they enjoy, if
after publicly drawing attention to the dangers of inflation they were then
loudly to complain of the cost, the inconvenience, the hard decisions, and
the unpopularity which devolve upon them as a result of a national monetary
policy designed to achieve for Canada the very great advantages of a sound
and stable currency.

V. The Banks and Interest Rates

An active national monetary policy designed to check inflation almost
inevitably involves rising interest rates, and the central bank is faced with
a fundamental choice. If it wishes to control the supply of money when
demand for credit is expanding, then it must face the fact that interest rates
are almost certain to rise along a broad front. If it wishes to hold interest

rates down under these same circumstances, then it must allow new money .

to come into existence and thus must modify its efforts to contain the in-
flationary threat.

It is basic to an effort to contain inflation that the supply of money
must be deliberately restricted at a time when the demand for funds is
increasing. It has already been pointed out that in such circumstances the
banks are sellers of securities. Some holders outside the banking system may
also be sellers of securities to realize funds that they can no longer borrow.
This combination of forces involves selling pressure on the bond market
declining bond prices, and therefore rising interest rates. The situation is
aggravated to the extent that new security issues must be priced to produce
yields fully competitive with those already available in the market.

The same basic factors operative in respect of market rates of interest
must also influence the rates of interest on bank loans. The banks have
the problem of allocating scarce loanable resources among creditworthy

borrowers. An increase in the price of credit, i.e. the interest rates charged

by the banks, is one way, but not necessarily the only way, in which scarce
credit resources are allocated. It may be noted, however, that increases in the
banking system’s lending rates usually follow, and do not anticipate, in-
creases in the general level of market rates. Also, as already noted, the banks
may have very little leeway for this course of action because of the six per
cent maximum set by the Bank Act on the rate of interest or discount that the
banks may charge.

A further factor contributing to interest rate charges has been the

growing awareness among the businessmen and investors of the basic monetary

changes that may be expected during the course of a business cycle. Expecta-
tion has added to response as an important element in the bond market and
also in the demand for bank loans. This factor of expectation, or antic-

ipation, has tended to hasten and accentuate changes that might otherwise

be expected to occur in a more gradual and orderly way. For example, when
borrowers anticipate greater difficulty in satisfying their financial require-
ments they accelerate their borrowing, thus tending to force the banks tO
sell securities in larger amounts than might otherwise be necessary. Also,
other large holders of securities contribute to a weakening of the bond
market and to a rise in market interest rates by selling in anticipation of &

continuing fall in security prices. Both these forms of anticipatory action

tend, if anything, to exaggerate or intensify the swings in market rates of

interest and in the demand for credit. If at the same time the government has A
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to sell additional securities to finance a deficit, the market is subjected to
further pressure.

It might be mentioned at this juncture that the banks can sedom take
advantage of the high market yields from government and other securities
which become available under tight-money conditions. While others may make
attractive investments in the bond market, sometimes with funds borrowed
from the banks under prior commitments, the banks for their part are typically
sellers of securities, not buyers.

These are some of the forces that make for higher interest rates under
conditions wherein efforts are being made to contain inflation. It lies within
the power of the central monetary authorities to combat these forces, but
only at the cost of increasing the money supply. Thus, to the Bank of Canada
falls the difficult choice of deciding whether to permit higher interest rates or
a larger money supply. And this choice in turn depends on an appraisal of a
very complex balance of forces. Whatever that choice may be, the chartered
banks must accommodate themselves and their policies to national policies as
best they can.

VI. The Impact of Inflation on Banking

Enough has been said to indicate that the adaptation required of the
chartered banks in the face either of inflation or of a policy to contain inflation
is by no means easy. But in addition, an environment in which fear of infla-
tion or creeping inflation is a factor in the decisions of businesses and individuals
may interfere with the normal and necessary functioning of the chartered
banks. It is a truism worth repeating that good banking depends on the con-
fidence of the public in their banks. And confidence in banks is directly related
to confidence in the purchasing power of money. Inflation destroys the en-
vironment in which such confidence flourishes. Banking relations are strongest
when uncertainty and doubt about the value of money are absent.

It may be argued that some industries or interests, and indeed some
individuals, may in one way or another benefit on baalnce from inflation. It
is very difficult to see any advantages that accrue to the banks in this respect.
While the immediate consequences of overly rapid monetary expansion might,
at a very superficial glance, seem to pose few problems for the banks, closer
scrutiny indicates that very real difficulties are involved. Moreover, action
to check and possibly to counteract the expansion gives rise to very difficult
banking problems indeed. As has already been made clear, the banks have
no quarrel with, and indeed are fully in support of, official restrictive action
that may be necessary to prevent excessive monetary expansion. Like all other
responsible interests in the community, the banks have a major and continuing
interest in the balanced growth of the Canadian economy. The banks realize,
too, that they can best do their job of serving the community by meeting
its essential needs in accordance with their accumulated experience and judg-
ment under conditions of a healthy rate of economic growth with stable prices.
If the Canadian economy does not fare soundly and well in the future, the
chartered banks will share with others in the resultant misfortune. It is in the
interests of the chartered banks, then, that all goes well with the Canadian
economy, and it is this combination of reasonable self-interest and genuine
concern for the well-being of the nation that has prompted the presentation
of this statement.

The CHAIRMAN: Thank you very much, Mr. Hackett. If the honourable
senators would like to ask Mr. Hackett questions I understand he will be glad
to hear them. :

Senator LEONARD: Mr. Chairman, in the brief Mr. Hackett refers to the
Question of the maximum rate of interest set by the Bank Act at 6 per cent.
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When you have a situation where monetary policy is directed towards con-
taining the supply of money and, consequently, higher interest rates as a whole,
does that maximum rate fixed by statute on the general loans of banks interfere
with the carrying out of the general policy which creates the higher interest
rates throughout all other structures of the economy?

Mr. HackeTT: Well, sir, I think I would endeavour to answer that question
in this way, that a policy designed to contain inflation is, I think, by definition,
a policy in which the money supply is being held level while, at the same
time, the demand for money is increasing. That situation almost inevitably
and inescapably gives rise to higher market interest rates as determined by
the play of supply and demand in the market. One could, I think, conceivably
run into some very anomalous situations, and I use for purposes of illustration
an extreme example, if, let us say, the interest rate on 91-day Treasury Bills
were to get to 6 per cent, and the interest rate on bank loans were to remain
at 6 per cent. One would in such circumstances get a very complicated and
confusing situation indeed. Certainly, I think that the ceiling on the rate of
interest as it applies to the banks would have this important effect, that within
the framework of a monetary policy designed to keep the supply of money
stable it would in such' circumstances become increasingly difficult and in-
creasingly costly and, indeed, prohibitive for the banks to liquidate securities
take the capital loss involved, and attempt to replace that with a loan at
6 per cent. Shall we say, sir, that the ceiling does, I think, inhibit the action
of the banks or power of the banks to look after credit requirements that
could otherwise be looked after within the framework of a generally restrictive
policy.

Senator LEONARD: Might it be better if the maximum bank rate related
to the general interest rate structure or, say, the Dominion of Canada interest
rates rather than a fixed maximum of 6 per cent which might have been
appropriate in the days when the Government of Canada bond rates were
on a 3 per cent basis?

Mr. HackeTT: I would answer that this way, sir, that under rather passive
conditions, conditions of not much change in the economy, I do not think
that point becomes too important. But immediately one gets into conditions
of pressure on the economy in either direction, to hold one rate steady by
statute or by other means in relation to a situation in which other rates
are becoming increasing fluid, does create a lot of distortions. They are almost
legion in their complexity.

Senator LEONARD: There is no such maximum rate in the United Kingdom
or the United States, is there?

Mr. HAckeTT: I do not believe so.
Senator LEoNARD: Thank you.

Senator WALL: I wonder if I may ask a question with respect to the top
of page 11 of your brief? I may be wrong in the inference I am drawing. Is it
the considered judgment that a carefully-designed, scientifically-formulated,
national monetary policy could be the primary instrument with which other
inflationary forces could be contained in an economy? Is that the general
assumption I might draw from this? Is that the primary instance?

Mr. HackerT: I think, Senator Wall, that monetary policy can do a great 3

deal to that end but I would be the last person to suggest that a monetary
policy could be a general cure-all for an inflationary situation. The point is
that monetary policy and fiscal policy must mesh together. A very difficult
situation could arise if they were working in opposite directions. Historically
that situation has arisen in other countries. There was some reference to

that in this brief. Even, however, with the most favourable situation that one
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could imagine from the standpoint of monetary policy and fiscal policy working

- together, there are still other factors that enter into the picture. One factor,

in the case of Canada particularly, is what is happening in other countries, and
particularly in the country to the south of us with which our relations are so
close. There is another factor also which is extremely difficult to evaluate and
control, and that is the factor of public expectation. Public expectation of an
inflationary trend can be a very troublesome factor in endeavouring to control
the inflationary trend itself. I would agree, however, that public expectation
or general expectation of inflation 'is much less likely to arise when it is
apparent that fiscal policy and monetary policy are working together in an
endeavour to contain inflation, and also when the public are well advised as to
the reasons underlying such policy and the advantages that may be expected
to accrue.

Senator WaLL: I was going to ask the converse to this, if I may, with
respect. My knowledge of economics is simple but there is a basic economic
equation which I would phrase this way: that monetary supply times the
velocity equals the other factors.

Mr. HAackETT: That is right.

Senator WaLL: And there is a limit to the velocity of money that probably
can be attained in any economy, and therefore if you maintain strict control
over the monetary supply per se, that would have a tremendous impact upon
any other factors that are on the other side of the equation.

Mr. HackeTT: I would agree with you, sir, and I would agree also that there
are limits to which an increase in velocity can, shall we say, offset the effects
of a stable money supply. The only point I would add sir, is that the power
.tO maintain stability of the money supply becomes greatly prejudiced and may
Indeed prove impossible if at the same time fiscal policy results in significant
additions to the Government debt that cannot for one reason or another be
readily financed by the saving capacity of the public as a whole.

Senator LEonarp: Mr. Hackett, are you there not tying fiscal policy into
the supply of money, and fiscal policy then operates to increase the supply of
money ? :

Mr. HackerT: That is precisely what I am endeavouring to do. I regard
the two as going hand in hand.

. Senator LeEoNARD: And they are the major factors really contained in
Inflation or promoting inflation, are they not,—the major factors?

. Mr. HackerT: I would say they are very major factors, and they are the
Major factors that lie within the realm of control by Government. There are
Other factors which lie outside the practical powers of Government to influence.

Senator LEoNARD: The other factors such as wages, exports, imports, prices,
and so on, cannot operate very effectively independent of the fiscal and
Monetary policies, is that correct?

Mr. HackerT: Shall we say, sir, that they can modify efforts being made
at 1Ehe official level to control inflation. One could imagine circumstances under
Which the modification might be major, but generally speaking, I would agree
h_at given a sufficiently strong fiscal and monetary policy these other factors
m{ght, in other circumstances, be considered relatively minor. I would put it

IS way, that in due course they could hardly withstand the weight of a strong
Official monetary policy.

_ Senator LEoNARD: Would you care to venture an opinion from the stand-
Point of hindsight, looking back to 1945, as to whether or not we have perhaps
frred on the side of increasing our supply of money over that period at perhaps
00 great a rate. S
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Mr. HackeTrT: Senator Leonard, hindsight is a wonderful thing. In my
opinion this is one of those ‘iffy’ questions to which I do not think any very
useful answer can be given because we can never know what would have
happened had some other policy been adopted. I think about as far as I am
prepared to go is this, that at the end of the war there was in this country
considerable concern that the economy might be headed for post-war recession.
I think we may all recall the spate of documentation, some of it official, some
of it semi-official, that had as its objective ways and means of counteracting
a post-war recession. It was a fear that was not realized; the post-war recession
never came. I think for some years also there was a fear that if it had not
come this year it was perhaps coming next year; there was a sort of annual
pessimism in Canadian business pronouncements, “that we did well this year,
but maybe next year is the year recession is going to occur.” I think that,
without benefit of hindsight official monetary policy may possibly have shared
_in the general environment and shared in the general desire to follow a
monetary policy that would encourage Canadian economic expansion. It may
have been that it was overdone. But I think however it would be an extremely
difficult thesis to maintain with any certitude.

Senator BURcHILL: To revert to the question that Senator Leonard asked
at the start, about the ceiling on bank interest rates, your reply as I took it
was to the effect that it would have affected the operations of the banks. Now,
how would it affect, or would it have any effect in assisting the banks in a
time of national policy for the containment of inflation; that is, if the ceiling
were more flexible, what effect would it have in assisting the national policy
in containing inflation?

Mr. HAckeTT: Well, sir, one of the points that was emphasized in this brief

was that while chartered banks operate in an environment created by national

policy, they do not make national policy. It is in no spirit of an attempt to0
avoid this question, sir, that I answer it this way. I would like myself to
hear the views of those responsible for national monetary policy on that point.
I have no very dogmatic views on the subject except that I do think, as I
have already mentioned, that the stickiness of any one rate in the rate structuré
does possibly limit and impair adjustments that might otherwise take placé
more easily. I am not being very dogmatic about this—principally because it
leads me into a field of national monetary policy with which I am not to0
closely familiar.

Senator BRuNT: I wonder if the witness is acquainted with a Government

publication entitled “Employment and Income, With Special Reference To The
Initial Period of Reconstruction”? This paper was published and presented
to Parliament by the Minister of Reconstruction in April 1945?

Mr. HACKETT: It awakens a vague recollection in my memory. Was it the
“White Paper”, so called?
Senator BRUNT: Yes, in 1945.

Mr. HackerT: I remember reading it carefully at the time. I would nﬂt
be sure I could recall it now.

Senator BRuNT: I wondered if the witness was well enough acquamt"’d

with the publication to indicate if in his opinion the policy as outlined therein |

was inflationary?

Mr. HAckeTT: I am under the dlsab111ty; senator, of speaking about &x)

publication that I have not seen now for a good many years; I have not ha
an opportunity to review it. :

Senator BRUNT: Unless you are well enough acquainted with the docW |
ment, I am not asking you to give any opinion at all. o

<h
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Mr. HackeTT: From my recollection of the document itself, and as I recall
it, I would suggest that the objective of the policy outlined in that paper was
in relation to the expectations of the time—perhaps anti-deflationary rather
than inflationary. As I recall it, that paper outlined a course of action
designed to combat and to counteract and anticipate a post-war recession. It
was not alone in that. There were any number of plans official and unofficial
all aimed at the same objective, which in the event turned out to be not as
anticipated.

Senator BRUNT: Are we at present in a period of tight money or semi-
tight money, in your opinion?

Mr. HACKETT: At the present time we are in a period in which, since
about the end of October, the supply of money has been held virtually stable
after a considerable increase in the supply of money that occurred in 1958.
The increase that occurred in 1958, which was of the order of 14 or 15 per
cent, was not the result of an increase in demand for private credit, but
was a direct result of the exigencies of the fiscal situation at that time. Demand
for private credit was pretty well stable throughout that period. Commencing
about the end of October, while the supply of money has been held stable,
the demand for private credit has been increasing at a fairly rapid rate. In
those circumstances, I would define a situation in which supply of money is
b.eing held level and in which demand for credit is increasing rapidly as a
situation in which money is tight in relation to demand.

i Senator: BrunT: Then would you tell me why the banks are expanding
their field for loaning money when you run into a situation like that?

Mr. HackerT: I don’t know that the banks are expanding their field for
lo_anmg money. There was a statement made by the president of the Cana-
dian Bankers’ Association, the then president, I should say, a month or six
yvgeks ago, which indicated that the banks were under the necessity of scrutin-
121ng loan applications very carefully. I do think that the banks have been
mak}ng some modifications in their techniques of lending money, with a view
barticularly to looking after the requirements of the small borrower and with
a view to seeing, in so far as may be possible, that the adjustments required
of him are of the minimum possible proportion.

Senator BRUNT: By small borrower, do you mean the small commercial
borrower, the small industrialist?

K Mr. HackerT: I would add to that category the small personal borrower
as well.

Senator BRuNT: Then I cannot understand why you are expanding your
operations in the personal loan field in a situation where we have tight money.
Now, there are two examples of two banks doing that; one is the Bank of
Nova Scotia, which has set up this new system of an account, a borrower has
a special account whereby it makes it easier to get personal loans, and that
bank is really going after the personal loan business. I do not like to embarrass
the witness, but the other bank is the Bank of Montreal, and only last week
that bank made quite an announcement of the fact that they are going to
expand their operation in the personal loan field. As I said, I cannot under-
stand why banks are expanding into the field of lending money that way in
a situation where we have tight money.

~ Mr. HackeTT: In replying to that, Senator Brunt, I would say first, that
Since the Bank of Montreal is mentioned, we have been in the personal loan
field for very many years.

Senator BRUNT: Not under the name of such.

Mr. HackeTT: We have advertised personal loans for wvery many years.
We have made a great many of them. As to the economics of the matter,
21481-7—2
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which I presume is the point that you are really raising here, I think it might
be suggested that we are in a situation in this country of still rather serious
unemployment. Anything that would enable the small borrower to finance
legitimate requirements, that he would be financing anyhow, if not through
the banking system somewhere else, if that kind of a program can be
incorporated into the banking system, within the framework of an overall
operation which may involve some restriction to credit in respect of other
and perhaps less desirable objectives, then I do not think the national economy
is, on balance, the loser from that kind of a process.

Senator BRUNT: Is this policy going to cut down the amount of money
that is going to be available for the small manufacturer, for the small com-
mercial business, with resulting unemployment there?

Mr. HAckeTT: I would certainly not expect that to be the result. It might
conceivably cut down loans made perhaps for purposes that might be desirable
under a different set of conditions but which under present conditions are loans
of a speculative nature.

Senator SMITH (Queens-Shelburne): Mr. Hackett, is it not a fact that in
entering so earnestly into this personal loan field you might be taking away
from some loan companies the lending of money that is now being borrowed
by people who have been borrowing from loan companies and paying much
higher rates of interest than the banks can make a profit on. In other words,
this business that you might get through your new venture is not new business
at all but is business that you are taking away from some of these loan com-
panies, about which many of us have been concerned for some years.

Mr. HackeTT: I do not know that we are taking away business from
anyone. I think what has been going on has been a change in technique in
relation to a volume of business that has been going on for a considerable
number of years.

Senator SmrTH (Queens-Shelburne): Is it not so that some of the loan
companies have been borrowing money from the banks to finance their
own loans to borrowers?

Mr. HacgeTT: That is on the record, Senator Smith, I believe in the
quarterly statement of classification of loans; finance company borrowings
from the banks is shown as a separate head.

Senator SMITH (Queens-Shelburne): Then, of course, to the extent that
you lend money, people might not, for instance, go to these loan companies to
borrow, and so there is no new lending of money involved and therefore you
are not restricting the amount of money you have available for small business.

Mr. HAckETT: If the situation were to work out that way, that would be
a conclusion that could be drawn.

Senator IsNnor: Mr. Chairman, Senators Brunt and Smith pursued the
same line of thought which I had in mind to bring out, but before coming to
that I do want to make a suggestion, Mr. Chairman, for our future meetings.

We have before us a carefully and well-prepared 14-page brief. I do not

know just how long it took the persons involved to prepare this brief, but
certainly it was not a matter of minutes nor hours. I think we should have
briefs of this nature placed before us prior to the meetings, and I am going
to suggest that in future those appearing before us in the case of such im-
portant bodies as the Canadian Bankers Association forward to you sufficient

copies to distribute to the members of this committee. I might say that that

is not my personal idea, it originated with Senator Smith and I want to give
him credit for it.

The CHalrMAN: I will bring that to the attention of steering committee

immediately, Senator Isnor.
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Senator IsNor: Now, Mr. Chairman, my question follows along very
closely to the ideas expressed by both Senators Brunt and Smith.

Mr. Hackett, would you turn to page 10, to the last two lines of the first
paragraph of your brief. You are dealing there with the middle-sized and
small businessman in his borrowings and then you make the statement, “...credit
restrictions apply more directly to bank lending than to other sources of credit
puts these borrowers at a disadvantage when money is tight.” You say it is
now tight of course. That question was answered about a minute ago to a
question put by Senator Leonard. We are in a tight money market at the
present time, I would judge.

Would you enlarge, Mr. Hackett, on what you have in mind when you say
so far as other sources are concerned?

Mr. HAackETT: Well, Senator Isnor, I think that the point that this brief
endeavours to make here is that there are some borrowers who have alternative
sources of credit available to them. Let us take the case, for example, of a
large corporate borrower. In any tight money situation it has a number of
things that it can do outside the facilities of the banking system as such. It
can seek funds through the securities market in Canada; it can conceivably
seek money through the securities market in the United States; it can seek
funds through the facilities of the short-term money market; it can sell
securities it may have, it can use its own sources of self-generated funds. I
think those are most of the alternatives that are open to it.

The point simply is that the smaller borrower just does not have that
same variety of courses of action at its disposal.

Senator IsNor: Thank you, Mr. Hackett. In other words, larger types
of financial institutions can borrow from one another, if they have surplus
on hand?

Mr. HAckETT: I think that is true.

Senator IsNorR: Therefore a smaller businessman is at a disadvantage, in so
far as that type of borrowing is concerned.

Mr, HackerT: His flexibility of action is much more limited, I think.

1 Senator IsNOR: I do not know what Senator Brunt had in mind, but I am
In agreement with the present action taken by banks to expand or enlarge their
facilities for the small borrower. I have in mind the home builders and others
Who have to go to the banks for borrowing purposes.

Senator BRUNT: I wanted to know the reason why they were expanding.
.Senator IsNnor: I am glad to hear that, and I hope that all banks will
continue to expand their borrowing facilities. As a small businessman, I

am interested in the small man who has to expand and borrow for good
burposes.

I have one more question, Mr. Chairman. Notwithstanding the markets,
the banks last year all made a pretty fair showing. Iremember Mr. Diefenbaker
Said they made the largest net earnings they had made for many years. If that
1S so, why is it that they cannot carry on their lending in the same manner as
they did in the period 1945-55? Would Mr. Hackett enlarge on his answer
to cover this question; is it true that the banks hold, or more or less are
obliged to purchase or take up, a large portion of the recent conversion loan,
and for that reason they find themselves somewhat handicapped in respect:
to lending?

Mr. HACKETT: Mr. Senator, this brief has dealt with the limitations that.
apply to the banks under conditions of tight money. It has been brought out.
L think, that when the money supply is being held level, any significant
Mcrease in the loans of the chartered banks must inevitably be accompanied

21481-7—23
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by a decrease in the security holdings of the chartered banks. It so happens
that sale of securities at prices considerably lower than book value does result
in incurring substantial losses, which must be considered as an expense in
the year in which those losses are taken. Undoubtedly in such circumstances
the question of cost of liquidation of securities does become one factor in the
decision as to how long that can go on.

I would like to make two other points, however, one of which is this:
I rather imagine that if sheer profitability were the only thing concerned,
the banks would probably cease making loans and cease selling securities a
good deal earlier in the process than they actually do. I think it a fair statement
however, that banks will go a very long way in taking losses on sale of se-
curities in order to meet the legitimate demands of their clients, because that

is what banks are in business for, to meet the demands of their clients in so =

far as they possibly can.

The other point I would make, however, is that, regardless of the cost
of selling securities you do sooner or later get to a point where you just
cannot afford, from the standpoint of sound banking and maintenance of sound
reserve requirements, to have fewer short-term Government of Canada bonds

than you have; and even if the cost factor were not in the picture, you would ;'.":'

run into the question of a proper proportion.

Senator LAMBERT: But you are really not in control of that situation,
judging from your earlier remarks. The Bank of Canada, by some measuring
stick determines how much money should be circulated.

Mr. HACRETT: The Bank of Canada is in control of the money supply-
The adjustment that each bank makes in its appraisals of that situation is
a matter which each individual bank has to determine.

Senator HAYDEN: You are in control of your investments?

Mr. HackerT: Yes. Those are our decisions, what investments we shall

sell, how much loss we are prepared to take—
Senator BRUNT: And what you should buy?
Mr. HACRETT: And what we should buy.

Senator LEoNARD: And you have to keep in mind your liquidity situation,

your relationship between securities and your demands?
Mr. HackeTT: That is essential to the banking process.
Senator LEONARD: There is some ratio between your liquid securities and

your liabilities, which you wish to maintain. So, at some stage or other you -

must not reduce your liquidity further, is that right?
Mr. HacgeTT: That is right, sir.
Senator BRUNT: Each bank has its own formula for that?

Senator LaMBERT: Mr. Chairman, the witness earlier in his statement in-
timated that chartered banks are in the front line dealing with demands of the

public, while the central Bank of Canada seems to stand in the background

with some kind of measuring rod to determine the extent to which money cir-
culation and supply should be regulated. We have heard a good deal about

the monetary theory of economics in the past 10 years, particularly since the

end of the last war. We are all pretty well acquainted with the statement of

the very able man who was for many years the custodian of the finances in this
country, Mr. Clark, that “what is physically possible should be financially

possible”.

In view of that, one wonders just where the initiative of development

action lies in this country. The chartered banks, as the witness has stated,
meets the demands from individuals and groups first who think they foresee
the possibility of profitable investment in a reproductive enterprise. If this 1S
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so does not the judgment of those providing financial credit for such under-
takings rest largely in the measure of correct assessment given to the economic
soundness of the project in question as well as the reputed ability of the per-
sonnel involved?

In so far as the Bank of Canada has the check or balancing of such develop-
ments through money supply—I am just trying to follow consequentially your
thought in this matter—is that your judgment in your position of being in
reality placed on the opposite side of the table from those who think they know
and see potentially profitable ventures ahead?

In other words, in discussing this whole question of inflation I still have
to be shown the line of demarcation between what might be called a sound
economic form of development in this country, and one which suggests an
excessive circulation of money and an excessive valuation or overcapitalization
of our possibilities which thus brings about this horrible picture of inflation.
Where can you draw the line between the two things, and is monetary fear an
effective type of thing in relation to economic development?

Mr. HACKETT: Senator, the very profound question you have put is one
that, perhaps, might more usefully be directed to a central banker than to a
commercial banker. I think, in so far as I am able, I would not so much
as answer your question but, perhaps, think aloud along the lines you have
suggested.

Senator LAMBERT: May I say first that I might have been too long, but
your assertion that the chartered banks were in the front line of meeting
the problem and, therefore, have probably a better opportunity than anyone
else to judge the quality and soundness of the projects for development that
come forward, brought this question to my mind. Am I right in that
assumption?

Mr. HAckeETT: I would comment in this way, sir. The central bank has,
as I understand it, as its primary responsibility the regulation of the total
amount of money available to the Canadian economy. To use an analogy,
I suppose one could say they are the wholesalers of money. They determine
the wholesale supply. The chartered banks are .in the position of having,
as it were, to retail the supply made available to them. It is not the function
of the central bank, as I understand it—and I am quite sure it has never
‘claimed that function—to suggest to the chartered banks directly or indirectly
Specifically how they should allocate or distribute the resources at their dis-
posal. The chartered banks in their turn, do not create the demand for
loans. The demand has to start elsewhere outside the banking system, but
they are continually faced with the problem, which is their business, of
apraising the credit-worthiness of such demands as reach them.

I think I should add this, sir, that there are certain kinds of lnﬁatlonary
situations wherein, because of the inherent buoyancy of business outlook,
the banks are confronted with a great many demands for loans, where each
request is made with enthusiasm, and where, because of the overall monetary
Policy, it is just not possible for the banking system to make them all. In
those circumstances I think the banks have to allocate such funds as they
have at their disposal and intelligently and as equitably as they can.

Senator EULER: Mr. Chairman, if the question is answered may I ask
just this simple question? It is not a profound question such as the one
given by my honourable friend. We have heard this committee is appointed
to study the threat of inflation. I have also heard it said that there is no
Inflation at all. I would like your opinion as to whether we have inflation,
- Or, maybe, the threat of inflation.

" Senator THORVALDSON: Why not add to that? The third one: Is there
- any threat of inflation at the present time?

=
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Senator EULER: That is what I asked.

Mr. HACKETT: Mr. Chairman, I would think that any situation wherein
the supply of money had increased by 14 or 15 or 16 per cent in a single
year is a situation that, at least, should put us on grave notice that a threat ¥
of inflation exists. I would add that at the present time there are a number
of characteristics of active, immediate and present inflation which do not seem
to be present. For example, there is a measure of unemployment in this
country. There is excess industrial capacity in a good many directions.
Perhaps, paradoxically, there is also a pretty widespread fear of inflation.
Personally, I do not think it is as intense or as severe as it was at this time
last year because a number of things have happened in the meantime which
might suggest some abatement of inflationary pressures.

Senator SMITH (Queens-Shelburne): What are those things, Mr. ;
Hackett? Would you mind naming one or two? -

Mr. HackerT: The first and, I think most obvious thing, sir, is that
the money supply has ceased to increase. It has been stable now for more
than six months. The second point I would mention is that the federal budget g
is closer to balance than it was at this time last year. The third point I ;|
would make is that there has been in the past six months quite an encouraging W
absorption of Government debt outside the banking system. - Those three
things are quite important. !

The CHAIRMAN: Just a minute, Senator Wall. We have another witness u
here, and the hour is getting late. I would suggest that we hear the next
witness. ‘
Senator WaLL: This is a quickie. :
Senator BRUNT: None of yours are quickies.
The CHAIRMAN: Go ahead, Senator Wall.

Senator WaLL: I would like to preface my question by saying that perhaps
it will deserve the same reservation that was accorded by Mr. Hackett with
respect to the question of the 6 per cent statutory limitation on the bank rate.
On page 3, Mr. Hackett, you mention the formula of control laid down in
the Bank Act whereby chartered banks are required to keep 8 per cent of |
their deposit liabilities in the form of cash reserves. Would you care to |
comment on the effectiveness of this formula in view of the public interest
banks have in maintaining price stability? Is that formula adequate? Has it
worked well? Will it work well if it is properly applied? o

Mr. HackeETT: In my opinion, sir it is extremely effective, very effective
indeed. |

The CHAIRMAN: Before you leave I would like to ask one question myself.

In the bank reports which you receive from branches across the country do !
your local managers tell you that people are getting disturbed over inflation?
Are they unduly disturbed or alarmed over it? Are they talking about it to

any extent? .

Mr. HackerT: I would answer that by saying it would be strange indeed 16
with all that has been said about inflation both in Canada and elsewhere in
the last two or three years, there were not considerable concern over inflation
and where it is going to end. I should add, as I think I have already said,
that fear in my opinion has abated significantly in recent months for the
reasons I have already outlined. )

The CHAIRMAN: Thank you very much, Mr. Hackett. I will now ‘call |
upon Mr. G. Arnold Hart, President of the Bank of Montreal. |

Mr. G. ArNoLD HART (President, Bank of Montreal): Mr. Chairman and
honourable senators, while I am indeed honoured to be invited to appear before ‘l
this Committee today, I come here with a very real sense of my own 11m1tat10n5
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from the standpoint of a useful contribution to the subject engaging your
attention. I am not an economist and I therefore think it well not to try to
talk like one. My observations, therefore, will be from the standpoint of a
Canadian citizen, who happens to be a banker, interested in his country’s
orderly and stable economic growth.

I do not propose to take up your time by dwelling on the evils of inflation.
These, I think, we all recognize. I might perhaps say, however, that in my
opinion the expectation of inflation has consequences which in one way or
another can be about as dangerous as inflation itself. From the standpoint
of a banker it has been rather alarming, in the past two years or so, to observe
the extent to which public attitudes and, in some respects, business decisions
have tended to be influenced by the assumption that creeping inflation is
inevitable and that it is possibly the price that has to be paid for economic
growth.

I admit that, looking back over a long period of time one might well
assume that a gradual erosion of the value of the dollar is indeed inevitable.
But I have sometimes wondered whether that conclusion has not been reached
by simply comparing today’s price level with the price level prevailing 25,
50 or 100 years ago and averaging out the intervening change on a per annum
basis. From such reading of economic history as I have done it does appear
that there have been long periods of time characterized by both stable prices
and a very satisfactory rate of economic growth. The inflationary damage
seems to have been done rather by sporadic periods of rapidly rising prices.
I mention this particularly because it seems to be a point on which the research
work being done as a part of your enquiry might throw some very useful light.

If indeed it is a fact that the doctrine of inevitable creeping inflation
cannot stand up in the light of history, I can think of no better time than
now to bring this fact clearly to the attention of the Canadian public. If
such information did nothing else it might flash a warning signal to a great
many people today who think they are making prudent provision for the
future by means which in one way or another may really be speculative.

Turning now to recent developments, one question that comes to the
mind of a layman like myself is, of course, “How serious is the inflationary
threat at this time?” Here, I would only suggest that the evidence is not all
one-sided. There have been times, the war years were one, and the boom
period of 1955-1957 was another, when one could, I think, recognize the
inflationary danger pretty clearly in terms of an economy fully employed
from the standpoint of human and material resources. In such a situation
the creation of additional purchasing power could do little else than push

_ Prices higher. In the war years, of course, the additional purchasing power

was being created but the effect on prices was checked by price controls and
We got the inevitable upward adjustment later on. Looking at the present
situation, however, such an analysis hardly seems to fit. Our resources are
not fully employed. Unemployment, albeit diminishing, is still a serious prob-
lem. Very many of our industries have a problem of excess capacity. The
public does not seem to be in the mood for a spending spree. Indeed, the rate
of saving has recently been extraordinarily and encouragingly high. These
factors, in combination, do not seem to add up to an inflationary threat.

The other side of the story is, of course, that we did last year, and indeed
from about mid-1957, experience an alarmingly rapid increase in the money
Supply in this country without anything like a concurrent expansion in the
Production of goods and services. According to the last Annual Report of
the Governor of the Bank of Canada, the increase in the money supply be-
tween July 1957 and October 1958 was no less than 15%, a rate of increase
Which, in the words of the Governor, “was substantially greater than would
have been necessary or desirable for monetary and economic reasons alone, but
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was, I believe, justified and unavoidable in order that a strenuous and success-
ful effort might be made to deal with serious problems affecting the financing
of the Government’s cash deficit and the condition of the public debt.” Without
going into details, which are in any event on the record, it may be said that
this increase in the money supply resulted almost wholly from the financing
through the banking system, i.e., by purchases by the central bank and the
chartered banks, of Government of Canada securities. In other words, the
monetary expansion stemmed from a concomitant increase in the Federal Gov-
ernment’s borrowing requirements. Indeed, the banking system, in effect, not
only had to finance the Government’s cash deficit but also had to pick up a
sizable amount of bonds from the general public who at that time were
reducing rather than adding to their holdings of Government obligations.

Without labouring this further, the important point is, I think, that the basie
cause of the rapid monetary expansion was fiscal. Its cause did not lie to
any significant extent in a boom in the demands of the private sector of
the economy on the banking system. Indeed, from mid-1957 through to October
1958 the loans of the chartered banks plus their holdings of mortgages and
non-federal government securities stood virtually level. I am not arguing that
this increase in the Government’s financial requirements was unnecessary or
undesirable particularly in view of the depressed business conditions prevail-
ing at the time, but the fact remains that the situation did give rise to a
widespread fear of inflation.

With the money supply rising at a rapid pace it was only natural that a
great many thinking people were wondering just where this trend was going
to end. The whole picture was complicated by the decline in bond prices and
the consequent rise in market interest rates that commenced in about mid-
1958. A similar development was occurring in the United States, and for
basically the same reasons, but here again we must face the fact that, to quote
from the last Annual Report of the Governor of the Bank of Canada, “the
increase in the money supply was much greater in Canada than in the
United States but in both countries this development was also taken in invest-
ment circles as holding an inflationary threat.” -

I should quickly add that since last October there has been virtually no
increase in the money supply. Within this period also we have had a Federal
Budget which forecasts a significant reduction in the Government’s borrowing
requirements this year. Concurrently also, there has been a most encouraging
absorption of government debt by the public outside the banking system, al-
though it must be said that there seems to be as yet not much disposition on
the part of the public to hold long-term bonds. These influences, by and &
large, add up, in my opinion, to a situation wherein the Canadian dollar is a
sounder and better dollar than it was a year ago, and I think that the growing
realization of this has gone a good way towards allaying at least some of the
more extravagant fears of inflation.

Commencing around the end of last October, however, there has been a
substantial increase in the credit requirements of the private sector of the
economy, and since the end of October chartered banks’ holdings of loans,
mortgages and non-federal government securities have risen by 149. Against
the background of an official monetary policy which has not permitted any
increase in the over-all supply of money, the banking system has been faced
with the necessity of disposing of a very sizable amount of their holdings of
Government of Canada bonds in order to look after the requirements of their y
bo'rrowing customers. These bonds have had to be sold at progressively lower B,
prices and there is no doubt in my mind that the pressure of these sales on the
market has been a primary factor in the general and substantial rise in the
level of market interest rates not only in respect of Federal Government
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obligations but all other market obligations as well. As the President of The
Canadian Bankers’' Association recently pointed out, there are practical limits
to such a process of disinvestment and the inevitable outcome is that the
banks now have to adopt a much more cautious and selective credit policy
than would otherwise have been the case.

It is, I think, a fair assumption that the policy of the national monetary
authorities is aimed, for the time being, at stabilization of the money supply
in order to contain the inflationary threat inherent in the large increase that
immediately preceded the present phase. May I say at once that I have no
quarrel with this objective. It must be recognized, however, that any situation
wherein the supply of money is being held level and wherein at the same time
the demand for money is increasing, is a situation directly conductive to
scarcity of money in relation to demand, and also to high rising interest rates
on a broad front. In other words, and I would emphasize this, the scarcity of
money in relation to demand, together with the high price of money, are both
an inevitable result of a monetary policy pursued by the national monetary
authorities in the national interest. I think this point needs emphasizing if
only because of what seems to be a pretty widespread belief that low interest
rates are “normal, and a good thing” while high interest rates are ‘“abnormal,
and a bad thing.”

To speak bluntly, I suggest that public understanding of the nature of
the present problem would be greatly improved, with advantage to all con-
cerned, if there were less of a tendency to apologize for, or to attempt to ex-
plain away the basic reason for, the present levels of interest rates. I believe
there is need for a frank admission that the present interest rate structure is
an inevitable consequence of a national monetary policy pursued in the national
interest. Under present circumstances our central bank is faced with a funda-
mental choice. The central bank has the power to influence the level of in-
terest rates, but at this juncture the only way the level of interest rates could
be lowered would be by making money more plentiful, thereby adding to the
inflationary danger. I think it would let a lot of light and fresh air into
public and private discussions of monetary matters if those responsible for
present monetary policies could explain more fully, to the Canadian people,
the nature of the basic issues involved. Monetary policy to be as effective as
it ever can be, must not only be intelligent, it must also be intelligible.

If I may digress for a moment, I think something was lost on the score of
intelligibility when just over two and one-half years ago the Bank of Canada’s
rediscount rate was put on a “floating” basis, the rate thenceforward becoming
259, above the average weekly tender rate for 91-day treasury bills. Admit-
tedly, this move had certain technical advantages, the principal one being that
the rediscount rate was always automatically above the treasury bill rate and,
therefore, always a penalty rate. In this way the new method did away with
former recurrent periods of uncertainty when, for one reason or another, the
treasury bill rate got above the rediscount rate. But on the other hand, we
have lost, under the new procedure, the value of a change in the rediscount
rate as an important signal from the central bank to the money market. The
rediscount rate now, is something that “just happens” and is devoid of any
Significance as an indication of official monetary policy. I suggest that we
Could have the best of both worlds if we were to retain the floating rate, but
1f the central bank were on occasion to intervene by varying the spread be-
tween the bill rate and the rediscount rate. The spread could be widened when
the Bank of Canada wished to “signal”’ a phase of increased monetary strin-
- 8ency, and conversely, could be narrowed to indicate monetary ease.

~ In reverting now to broader considerations, I would suggest that a policy
of holding the money supply level in the face of an increasing demand for
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money with the inevitable consequence of rising interest rates (and I can
think of no better definition of this than a tight money policy) is not in itself
sovereign remedy for an inflationary threat. It is in the nature of such a policy
that, sooner or later, it inhibits the ability of the banks to lend and increases
the rates which they must charge for their accommodation. Within these
limits the banks must do the best they can to allocate as intelligently as pos-
sible the resources at their disposal. I would be the last to claim, however,
that within these limits the banks only make “non-inflationary loans”. I think
most banks try to avoid, under these conditions, loans that come obviously
within this category. Certainly we do try, and very conscientiously, to look
after the requirements of credit-worthy borrowers who cannot obtain their
credit needs anywhere else. We also make a very deliberate effort to look
after small borrowers. But I would emphasize that the impact of scarce money
can never be precisely evaluated and in any event goes a long way beyond the
banking system. Large corporate borrowers for example, have access to the
securities market. It is quite true that under present conditions their borrow-
ing rates are high. But since interest is an expense, about half the increase is
absorbed by the corporate tax rate. On the other hand, provincial and muni-
cipal borrowers have to bear the full brunt of increased interest costs. It
would seem to follow therefore that both the cost and deterrent effect of high
interest rates impinge most severely upon the field of “social capital”’; and it is
just in this area that a great many needs are least readily postponable.
Another aspect of the matter is that the present situation of credit
stringency appears to be driving a considerable amount of corporate borrow-
ing outside the banking system through the technique of the sale of short-term
paper from one corporation to another, usually with an investment dealer as an
intermediary. This, I suppose is inevitable in the present situation, but it does
suggest that we have growing up in Canada something in the nature of a
“phantom banking system” not directly responsive to central bank influence.
Another important “by-product” of a tight money situation is the in-
creasing incentive on the part of Canadian borrowers to endeavour to escape
the rigours of the Canadian rate structure by resort to the New York market.

2 Dol e St AT s el

Over the long run such borrowers assume an important exchange risk and they -

do not really know what their money is costing them until the last instalment
of principal is paid off and the last interest coupon cashed. In the short run
the proceeds of the U.S. funds obtained by such borrowing have to be con-
verted into Canadian dollars with a consequent upward pressure on the Cana-
dian dollar in relation to U.S. funds. The result is that the premium on the
Canadian dollar is higher than it would otherwise be and the competitive posi-
tion of Canadian exports consequently impaired. ,

Finally, our national monetary authorities are faced with the all-important
question of timing. At what stage does a monetary policy involving restricted
credit and dear money begin unduly to inhibit the business recovery that weé
all wish to foster, and, by inhibiting the business recovery, impair the flow
of governmental revenues upon which the budget estimates are based? 1 do
not know the answer to this question, and I have nothing but sympathy for
those in authority who have to make the difficult and courageous decisions that
an attempt to answer it involves.

But because monetary policy has obvious limitations is, of course, N0
reason why it should not be applied. The point I would like to stress however,
is that monetary policy in the sense of regulation of the money supply, ar}d
fiscal policy in the sense of control of the Government deficit, must go hand 12
hand. If for example, one could envisage a situation where, by reason of fisc

policy, the market were continually being called upon to absorb more govern- -

4

ment securities than it would take, an attempt to control inflation via in‘cer_est
rates alone would sooner or later break down under its own weight. High
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interest rates could conceivably turn a business recovery into a business
recession, and furthermore, we could reach a point where the prevailing rates
on government securities would no longer be an attraction to investors but
would be rather a warning signal. We come inescapably to the conclusion that
in so far as government can act effectively to control or mitigate an inflationary
threat, the basic and final remedy must be a fiscal remedy. In this respect may
I say at once that I think a long step was taken in this necessary direction
in this year’s Budget. But there is still some distance to go, and anyone con-
cerned with the inflationary threat in Canada must have welcomed the recent
statement by the Minister of Finance that an orderly program of debt retirement
is one of the Government’s objectives. It, of course, goes without saying that
the implementation of such a program will also involve hard decisions and the
willingness and ability to tell the Canadian public that in the interests of a
stable dollar there are some things that government just cannot afford.

No one would argue that governmental measures alone, whether taken
by the Government itself or by the central bank, can effectively cope with
the threat of inflation. And to my mind perhaps one of the most encouraging
factors in the present situation is the growing realization in Canada that we
are in serious danger of becorning a relatively high cost economy. Not only
do we see this reflected in our competitive position in export markets but
we are also beginning to face competition in our own market, emanating from
countries which some years ago we may have been prone to consider rather
backward and inefficient in their methods. The effect of such competition
in the sense of orders lost and lost job opportunities that would otherwise have
been available, is something that any thinking Canadian can readily understand
whether he be an employee or an employer.

I sometimes think that in recent years our fascinated preoccupation with
our brilliant long-term economic future has rather dulled our immediate
realization that this future is not guaranteed; it is there if we can achieve
it step by step and day by day. And it is my hope that the very urgency
of the inflationary threat will be resolved not only by courageous governmental
policy and equally courageous governmental explanation of the issues at stake,
but also by the intelligent appreciaticn of the Canadian public that inflation
is everybody’s concern. In plain words, inflation is something we just cannot
afford, and our own self-interest requires the acceptance of the collective self-
discipline that will be essential if we are to avoid it.

The CHAIRMAN: Thank you, Mr. Hart, for this very interesting brief.

Honourable senators, the meeting is now open for questions.

Senator HiceinNs: Mr. Hart, you said you were not an economist, and I
must say that I am not either.

Do you agree that banks are very careful as to the loans that they make?

Mr. HAarT: Yes, I do.

Senator HiccIiNs: Before making a loan they must see a reasonable prospect
of being repaid to them?

Mr. HarT: Yes, I would agree to that.

Senator HiccINs: And they do not generally encourage people to borrow,
in fact they try to discourage unnecessary borrowing. That is right, is it not?

Mr. HarT: I think banks would encourage borrowing where it is for the
benefit of the community.

Senator HiccINS: But I am referring to ordinary borrowing. I would like
to inquire as to what effect the operations of all these loan companies have
on the financial structure at the present time. There are an enormous number
of loan companies now, aren’t there?

Mr. HART: Yes.
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Senator HicGINS: And these companies encourage people to borrow
to buy television sets and so on, and they advertise that they are williing
to make loans from $125 to $500. Would you say that there is very little inquiry
made by these loan companies as to whether the borrower can pay back the
loans?

Mr. HarT: Well, Senator Higgins, I would not like to make that broad
statement. I think each finance company or bank, whatever the source of the
funds may be, is going to be prudent enough that they will ensure that any
loan made will be repaid.

Senator HiGeINs: There must be an enormous amount of borrowing from
these loan companies?

Mr. HART: Yes.

Senator HiGGINs: And that must bring about a great amount of spending
in the buying of luxuries such as television sets and motorcars, with the result
that when a person buys a motorcar, for instance, he pays a much higher
price than the cost price through incurring heavy interest and other charges
on the borrowing he does.

Mr. HArT: Well, relevant to the price of cars, I suppose the interest con-
tent is not too much?

Senator HIGGINS: And the finance companies must charge heavy interest
—as much as 20 per cent?

Mr. HarT: It varies, yes.

Senator Hiceins: What effect does this enormous amount of borrowing
for the purpose of buying goods which people cannot presently afford have
on the economy? They buy commodities that are ordinarily regarded as -
luxuries.

Mr. HART: Senator, I think we are living in an age, not only in this country,
but in other countries, where purchasing on credit has become the accepted
thing—everybody does it.

Senator HicGINS: The banks are wonderful institutions: I don’t know how
they are able to manage on 6 per cent and accomodate the small borrower
with all the trouble of making up interest, and above all, of allowing him
to pay off interest at any time, which the loan companies do not allow. In
the case of loan companies if you pay off your loan at an early date, you must
pay interest in some cases for two or three years. So, I say the banks are
wonderful public institutions. =

In former days you went to the bank to borrow and gave a note back
only when you really needed to buy something. It was not for the purpose of -
buying luxuries. You paid the bank 6 per cent, the interest was calculated, =
and there was very little trouble. But today people have motor cars and tv’s,
with little prospect of ever paying for them. x|

Mr. HarT: One thing it does, senator, is increase the demand for consumer
goods and the marketability of those goods. o |

Senator Hiceins: Is it a good thing that people should buy goods they
cannot presently afford? d

Mr. Hart: I would not put it that way. There may be some people who
are borrowing without any prospect of repayment. I think that is where the J
banks have to be prudent, and to inquire as to the purpose for which the
money is required, and secondly, to see that the borrower has a steady income j
and is in a position to repay. He wishes to have his motor car or his television
now and to enjoy them, and to extend his payments of them into the future.
I don’t see anything wrong in that, unless he gets too deep in financial obliga- ;z
tions. ‘ : R
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Senator HicGINs: In other words, inquiry should be made by the loan
companies to make sure that the borrower does not get in too deeply.

Mr. HART: I am not saying that the loan companies do not make inquiries
as to the ability of the borrower to repay. I am not a loan company
representative.

Senator PraTT: May I say to Senator Higgins that the loan companies
in Canada first of all require a tremendous amount of detail to be handled
for their particular type of operation. As has been pointed out, the extension
of credit is part of our way of life today, and if that credit were denied the
public on any general scale throughout Canada, you would have a widespread
close down of industry and curtailment of business throughout the country.
The principle is there, and it has to continue.

Senator HiceINs: Most of the time one can go down to a store in St. John’s

“and buy on credit without being charged any interest...

Senator LEONARD: Mr. Chairman, time is running along, and I am wondering
if we are going to be able to give Mr. McKinnon an opportunity to speak.

Senator SmiITH (Queens-Shelburne): Mr. Chairman, may I refer to page
3 of the brief, about the alarmingly rapid increase in money supply in this
country without anything like concurrent expansion of goods and services.
My question is: over the war years and in the post-war period, has there
always been a rather close relationship between the expansion of money
supply and the gross national product?

Mr. HarT: I think there should be, Senator Smith.

Senator SMITH (Queens-Shelburne): Has there been?

Mr. HarT: Yes, I would say there has been in a fair degree.

Senator SMITH (Queens-Shelburne): On that basis, with the projected
increase forecast for this year of 7 per cent, should we not expect an increase
money supply of 7 per cent, or are we already too high, and should just try
to hold the line?

Mr. HarT: I think you have answered your own question, Senator Smith.
There was such a large increase in money supply last year, when G.N.P. did
not rise to that extent, that we should not permit an increase to that extent
for this year.

Senator SmITH (Queens-Shelburne): 1 wanted my answer confirmed by
a professional.

Mr. HarT: I am not a professional.

Senator THORVALDSON: In other words, we are catching up?

Mr. HArRT: We are catching up.

Senator WALL: Senator Leonard has suggested that Mr. McKinnon might
want to add a few words.

The CHAIRMAN: Have you something to add, Mr. McKinnon?

Mr. NEImL J. McKinNON (President, Canadian Bank of Commerce): Mr.
Chairman, I have nothing to add. Knowing that a brief was to be prepared by
and presented by the Canadian Bankers’ Association, and that Mr. Hart would
be presenting a brief, I purposely did not prepare one, as there tends to be

a degree of duplication.

The CHAIRMAN: Mr. Hart, you were talking about exports from this
country. Are we pricing ourselves out of the export market today, due to the
fast rising cost of living?

Mr. HarT: I think, Senator Emerson, we are in serious danger of pricing
- Ourselves out of the market, but I would not say at the present moment we have
~ Driced ourselves out.
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The CHAIRMAN: The cost of living—or should I say the standard of living—
is not increasing in other countries as fast as it is here?

Mr. Hart: The standard of living is increasing.

The CHAIRMAN: As fast as in Canada?

Mr. HarTt: I would not say as fast. But a country like Germany has a very
good standard of living.

The CHAIRMAN: The Singer Sewing Machine Company, for instance, found
they could not meet the competition here. They went to Japan, built a plant
there, build their machines there and send them back here.

Mr. HarT: Yes, and that affects our employment figures.

Senator SMiTH (Queens-Shelburne): Mr. Hart, it seems to me that for
several years we used to read of frequent consultations between central bank
authorities and the heads of the chartered banks, before any change in money
policy was involved between the Government and the Bank of Canada. Has
that arrangement ceased? We no longer hear of any of these consultations.

Mr. HarT: No, it has not ceased. We do have consultations from time
to time.

newspaper that such and such a situation is going to cause tight money. Now
the bankers themselves are taking complete responsibility. You are the people
who make the public pronouncement on these things. I wondered whether there
had been any real change, or whether you have been forced into the position of
taking more than your share of the burden? \

Mr. Hart: That is why I endeavoured in my brief to make clear that I 

think there should be some official pronouncement as to the reason why we
are in this situation, and why the inevitable result comes about. The banks

have, I think, and quite rightly so, taken their proper place in the community -

and have endeavoured to voice their opinion. But after all, that is not the
official opinion.

Senator SMITH (Queens-Shelburne): Is it not true that previous govern-
ments have steered clear of taking on some responsibility, and perhaps allow
the public to become informed in a little different way?

Mr. HarT: That could be.

Senator WaLL: Mr. Hart, on page 3 of your brief you were pointing to

e

Senator SMITH (Queens-Shelburne): We do not read accounts in the-
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some of the positive signs that the present situation is being tempered as far

as inflation is concerned; among them, you said:
Indeed, the rate of saving has recently been extraordinarily and
encouragingly high.

The question I would like to pose arises out of Senator Higgins' comment

about the increase in the consumer credit which probably would counterbalance
some of this savings in an indirect way. Is this increase you are talking abopt
in gross terms or can we relate it to some bench marks. In other words, it will

be diluted by the increase in the price or the devaluation of the money. It
I save $100 more now it does not mean as much as it would have meant if I had
saved $100 three or five years ago, and it would be affected by the number of i

Canadians who are saving, and so on. Is this a per capita basis, or is it related
to some bench mark?

Mr. HarT: While it is not a per capita basis, it is a gross term in relation
to income.

Senator IsNor: Mr. Chairman, can Mr. Hart tell us as to whether there was“ g

a change in the interest rate or bank rate 15 or so years ago?
Mr. HarT: It was 7 per cent.
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Senator IsNor: In what year was that change?
Mr. HART: 1944.

Senator LEONARD: Mr. Chairman, I would like to hear from Mr. McKinnon.
He has come here, and we asked him to come here.

Mr. NEiL J. McKINNON (President, Canadian Bank of Commerce): Mr.
Chairman and honourable senators, as I mentioned earlier, and perhaps all of
you did not hear me, the brief was to be presented by the Canadian Bankers’

~ Association, and knowing that all the banks had co-operated in the preparation
of that brief, and also knowing that Mr. Hart was to present the brief on behalf
of himself and his bank, I did not prepare a brief because inevitably it would
have involved a reiteration and repetition, and I felt that no particularly good
service would be done.

The CHAIRMAN: On some future date before we close these hearings
perhaps—

Some hon. SENATORS: Let him go on.

Mr. McKinNON: I have nothing further to say. I think the Canadian

Banker’s Association brief represents the views of the banks. If there are
any questions I would be glad to answer them, of course—or, attempt to.
: Senator BRUNT: Mr. McKinnon, I just want to get a formal answer to this,
if T can: Do you think by the banks expanding their lending in the personal
loan field it is going to cut down on the amount of money which is going to be
available for the small manufacturer or the small merchant? Do not think
for a minute that I am opposed to personal loans, because I am not.

Mr. McKinnoN: I think it is fair to say that all banks have been lending
in the personal loan field for many years. Our own institution went into it
much more prominently in 1956. We did a volume business in that year, and
We anticipate it will continue to grow, but we do not think it will have any
individual bearing in the sense of restricting credit to any one class of bor-
rowers. I think under these conditions which we are now facing all classes of
borrowers will not be able to borrow as much money as they want to.

Senator BRUNT: In other words, you do not think you will be expanding
unduly in the personal loan field?

Senator ASELTINE: That is, in the small loan field? I understand the Can-

adian Bank of Commerce has been in that field for some years.
. Mr. McKinNON: We do not plan to expand in that particular field, speak-
Ing for my own bank, but we are aware of a large and increasing demand for
Mmoney within the nation, and the supply is being held constant, so there will
not be enough to go around to satisfy everyone.

Senator LAMBERT: Do the banks lend money to lending corporations such
- 3 Household Finance Corporation?

Mr. McKinnoN: Do I understand your question to be: Do the banks lend
arge sums of money to lending companies?

Senator LAMBERT: Well, whatever the size of the loans are. We have had
Tepresentations before our committee—not this committee, but another com-
Mittee—in connection with small loan bills. They finance through the banks, I
Presume, and not entirely on their own?

Mr. McKinNoN: That is true. Those companies do borrow from the banks.

Senator LAMBERT: Would they represent a large percentage of the small
Oan activity in the banks today?

Mr. McKinnonN: No.

? Senator LAMBERT: Are they directed through individual banks, or would
- ‘0ey be directed through such organizations as I have mentioned?

N
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Mr. McKINNON: I have not the figures, sir, at my finger tips here, but if
you aggregate all the loans to individuals by all banks then they are con-
siderably larger than the loans from the banks to these companies.

Senator THORVALDSON: On that point, Mr. McKinnon, would it not be =
correct to say that most of the capital of lending companies is obtained through
the sale of debentures and bonds and long-term securities of that kind, and a
small amount of loan capital would be obtained from the banks?

Mr. HArT: All the finance companies, of course, do obtain capital on the =
public market by capital stock issues and debenture issues, and they also borrow
from banks.

Senator SMITH (Queens-Shelburne): You will probably remember, as the
other gentlemen here will, that during tight money policies there has been a =
widespread opinion held in the Maritime provinces, for example, that they
may suffer from a tight money policy and restricted loans more than other.
- regions of Canada. In view of the lower economic activity there they feel that
they should have a chance to expand, let us say, in the pulp industry, and that
a tight money policy and the rationing of credit restricts the development of =
the underdeveloped parts of Canada, and that the bankers as a whole should
view their loan requirements in a different light from the light of the average 'w
struck across the whole country. Have the banks given any consideration to =
taking action to dissipate to some extent that feeling which we have at the “'
present time in their lending policies? ‘Ii‘

Mr. McKinNoON: I was not aware that such a feeling did exist. One thing
I can say is that I assure you, certainly so far as my own institution is con- 31
cerned, and I think this is true of all banks operating in the Maritimes, that
there has been no thought of lending to any less extent there than in other
parts of Canada. In other words, the creditworthy borrower has just as much |
consideration there as in any other part of Canada. &

Senator SmitH (Queens-Shelburne): What I have said was said much
better by the Premier of New Brunswick. He referred to it as castor oil
treatment. It was good for the country as a whole, but it detracted from the |
developing process which was starting down there. What you are saying iS',{
that there is nothing the banks can do about it. They can only treat all their
customers alike across the country, and they will not have consideration fol'
the special needs of the underdeveloped parts of the country?

Mr. McKinnoN: The banks are quite fair in their administration of credit. ‘
Because a man lives in one part of the country as against another part of the
country does not give him the right to any preferential treatment. It would
be a difficult thing for a bank to discriminate, and we endeavour not to do S0~
We think it is for the good of every part of the nation to treat every credit-
worthy borrower alike, wherever he may be. A

Senator WaLL: I wonder if I could ask you to comment on the suggestion !
of Mr. Hart concerning the Bank of Canada’s discount rate which is now on
a floating basis, and that a change might be desirable to a new procedure 0
act as a warning signal. I think you know the context in which I am asking
the question? g

Mr. McKinnon: Yes, I am aware of it. |

Senator WaLL: Would you agree with that suggestion? Is that a fail
question to ask? 3

Senator BRunT: No, it is not a fair question. "’!

The CHAIRMAN: I do not think it is too fair. If Mr. McKinnon does nOt |
wish to answer it then he does not need to. i

Mr. McKinnoN: I think that is for the Bank of Canada to cover.
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Senator IsNor: I am interested in the question put by Senator Smith in
connection with the Maritimes, and I want to draw to the attenion of Mr.
Hackett, Mr. Hart and Mr. McKinnon that in 1945 or 1946 there was an
across-the-board deduction in the amount of credit that could be obtained.
If I remember correctly, they said a man who wanted to borrow $200,000
would be granted 60 per cent of that.

Senator BRunT: That was not my experience.

Senator IsNor: There was a directive sent out by all the banks across the
country in so far as future credits were concerned. Do you recall that?

Mr. McKinvoN: Mr. Chairman and honourable senators, my recollection is
directly contrary to that. There was no attempt to reduce the general broad
level of borrowers at the time. What did happen was there was a large increase
in the demand for money but there was no increase in the supply, and therefore
the ability of the borrowers to borrow money was limited, and that condition
exists today.

Senator IsNor: If I remember rightly it was in February, 1945, that a
directive went out restricting bank loans, and later the directive was with-
drawn in so far as defence contracts were concerned. It affected the Maritimes
to a greater extent than it did the rest of Canada, particularly the large
contractors in Quebec and Ontario. I am just asking you gentlemen to remember
in dealing with the Maritimes to be a little more generous.

Mr. McKinNoN: I don’t believe that condition existed.

The CHAIRMAN: On behalf of the members of the Finance Committee, and
other honourable senators present, I wish to thank our distinguished witnesses
for appearing before this committee today and presenting their excellent briefs.

Whereupon the committee adjourned.
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Appendix A

SUBMISSION TO THE COMMITTEE OF
THE CANADIAN SENATE, INVESTIGATING THE THREAT OF INFLATION

CONTENTS
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(f) The 1953-4 Recession, Recovery, the 1955-7 Boom.
(g) July 1957 to Date, Government Deficit Finance, The Inflationary
Outlook for 1959-61.

II1. The Creeping Inflationists.

IV. More Serious Inflations.

X Savings, Investments, The Capital Market and Inflation, Interest Rates.
Vi Possible Steps to Prevent Inflation For the Future.

(a) Government Budgets
(b) The Bank of Canada
(¢) The Money Supply
(d) Housing, an Inflationary Force 1954-58
(e) The People and Parliament.
A. H. CAMERON

June 1, 1959.

Mr. Chairman and Honourable Members of the Senate:

I regard the invitation to make a submission to this body as a privilege,
as you are the first Canadian Parliamentary Group specifically charged with
the investigation of a disease which has halved the value of a dollar in two
generations.

If you can isolate the causes of this malignancy, and enlighten the public,

we can hope for some self-discipline on the part of those whose actions aré
feeding the disease. The pressure of enlightened public opinion will help.

I hope your Committee’s report will be made available to all Canadians.
I hope you will every year examine our economy, pointing out trends tending
to add to inflationary pressures. Such a permanent “Watching brief”, with
access to the research facilities of DBS and Bank of Canada would be of small
cost compared to the annual inflationary erosion of savings. In 1958 Canadian
Life Insurance alone lost perhaps $900 million in buying power.

Technically it is possible to define inflation simply as the creation of
enlarged stocks of money. Since, by popular belief, however, inflation involves
rising prices, you can expect arguments suggesting that rising prices neces-
sitated a larger money supply, or that the larger money supply caused the
rising prices. Perhaps Dr. Paul Einzig’s double-headed formula is a goo
definition: (A)

“Inflation is an expansionary trend of purchasing power that tends
to cause, or to be the effect of, an increase in the price level.”

(A) “Inflation” by Paul Einzig. Chatto & Windus, London, 1952, page 17.
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THE PREMISE:
) Official Policy for the Past Quarter Century has sometimes
given Priority to Objectives other than the Maintenance of
Stability of Prices.

I believe that, for a quarter century, we have been using money as a
tool to accomplish various worthy objectives, and in the process we have often
neglected to pay enough attention to money itself, its soundness and its buy-
ing power.

We have placed strains on a capital market which had evolved under
prior assumptions of a stable dollar, and in endeavouring to offset the short-
comings which developed in the capital market, we have further contributed
to inflationary pressures. If we continue our course, tinkering with the
capital market mechanism, perhaps regimenting it, trying to suppress infla-
tionary results rather than causes, we may have some temporary success, but
eventually we will have an inflationary boom. We then will have a following
depression, as serious or more so, than the 1930-33 period.

It is popular to blame Keynes for much of our inflation. I believe that
Keynes’ “General Theory” contained much which was designed to cure the
deflation of the 1930s, but which is inappropriate for the expanding 1940s and
1950s. Keynes, had he lived, might indeed have wished to change his title
from “General” to “Specific’’ Theory. Raymond Moley, in News Week, May
18th, 1959, remarks:

Keynes favoured spending for its own sake in the depression decade.
But his ignorance of politics failed to teach him that once spending was
exalted as government policy, politics would carry on in better times.
The sorcerer failed to reckon on his apprentices. They could open the
spigot but never could close it.

Bluntly, we have created additions to money supply faster than we have
added to physical production. Prices have risen, partly because of the extra
money, and the extra money is partly because of higher prices. We have,
through monetary and fiscal policy, pushed a growing Canadian economy at
the expense of a stable dollar.

That we have not run into serious trouble is perhaps less a tribute to our
wisdom than to our good luck. Co-incident U.S. inflation, the wartime devasta-
tion of a Europe which was also inflating, has so far favoured our export
trade. Now a re-juvenated Europe, its own inflation under better control, is
giving us stiff competition at home and abroad. Our most recent monetary
expansion is largely the result of government deficit finance. (See page 4,
1958 Bank of Canada Report).

The familiar argument is that we need more money supply, just as a
growing poker game needs more chips. In most poker games the players must
pay for their chips, in advance, and we would not tolerate one player getting
chips, at will, ad infinitum by tendering IOU’S. This is the advantage which
Sovereign governments enjoy when they sell new securities to Central or Com-
Mmercial banks. This is how our money supply has been enlarged since 1957.
As David Kilgour, President of the Great West Life, remarked in a speech to
the Annual Meeting of the Life Insurance Advertisers Association in Montreal,
October 24, 1958:

It is a bit like sitting in a poker game where unbought chips are
being fed into the game.

Most of us have to work or save to obtain our funds. If we borrow—we
Must repay. The continued existence of a national debt means that if it
Initially created new money—that money may remain outstanding as long as
the debt does.

21481-7—33%
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Organized labour can obtain wage increases, exceeding productivity in-
creases, and the entire wage scale tends to rise, even the wages of those in the
service industries whose productivity may not rise at all. Corporation with
oligopoly positions can ‘“administer” prices, passing on increased costs of all
kinds, with a “markup” as well.

I believe that meither labour mor industry could constantly obtain these
inecreases unless there was a sufficiently large money supply to finance produc-
tion at the new, increased prices. As prices rose, with the existing, constant,
money supply, the velocity of money circulation would need to increase to
handle total production at the higher prices. There are physical limits as to
how much velocity could increase.

When the physical limits of increased velocity are reached, increased prices,
for both labour and goods, can only be supported by two eventualities—more
money supply, or—lower production and lower employment. Competition for
the available money would also have raised interest rates, tending to brake
the economy.

Several times since the war we have arrived at situations which required
a decision. Sometimes we increased the money supply, enabling production to
continue and expand at the new, higher prices. Sometimes we had decreased
production and employment first and we have deliberately increased the money
supply to restore economic activity to the former level. We currently see
rising production, rising demand for money, rising interest rates, with prices
somewhat higher than when recession began.

Money supply is about 15.7% above the July 1957 pre-recession level, yet it
is allegedly scarce. We have in prospect higher prices, greater demand for
money, with higher interest rates tending to brake the trend, if there is no
further increase in money supply.

Some contend, I believe correctly, that if the economy knows it will get
a certain monetary injection, during a recession, all economic behaviour will
be based upon this anticipation. Thus a higher than expected dose of new
money would be necessary to have the positive effect desired upon business. !
This would mean higher and higher degrees of monetary expansion in the =
early stages of each recession, creating larger and larger amounts of inflationary
tinder to catch fire during the recovery.

Some might blame the “money managers”, the Bank of Canada and Federal
Reserve Board for the past quarter century’s rise in both money supply and o
prices. Bank of Canada’s 1957 (page 23) mentions our underestimate of the ‘
dynamism of the post-war western economy. Like most of us, their initial worry (]
was apparently of a post-war depression. e

Money management, since the end of the Gold Standard, is a relatively new q
art, involving both known quantities of goods and money, less reliable measures
of money velocity, and unpredictable quirks in public psychology. North
America has been fortunate in the moderation of our inflation, excluding that
caused by the World and Korean Wars. Our way of life is relatively intact,
and the money managers deserve much of the credit, as well as some of the
blame.

Since 1957, however, a new cause of monetary expansion, peacetime
massive government deficits, has become evident. It has been accompanied by
policies designed to stimulate the economy, and what appear to be permanent
expansions of programs of social services and subsidies. Even a balanced pbud-1 .
get would not eliminate the inflationary pressure caused by government sub-
stantially enlarging its share of Gross National Product.

Central Banks have trouble offsetting the full inflationary effect of rising
levels of government expenditure, especially when they involve deficits a}nd ;
monetary expansion. Central Banks, creatures of government, do not determin€
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the fiscal policies of their creator. More government spending is either desired
by the people and supplied by government, or it is “sold” by government to the
people, as their “right” or “need” during elections. While Central Bank
objectives may stress ‘“‘sound money’”, steps in this direction may be offset
by government fiscal policy.

As the Honourable Douglas Abbott once remarked: (A)

The Bank of Canada is charged with the responsibility of issuing or
exercising supervision over the monetary requirements of the nation:
and. .. until Parliament sees fit to change the Bank of Canada Act...
that statutory responsibility remains upon the Governor... and... the
directors. But as I said in the House, when speaking about this question,
the operations of the Bank of Canada in that field can be significantly
influenced by the fiscal policy of the government; and if you have a
government engaging in large scale deficit financing, the most competent
operations of a central bank would be largely frustrated. ..

The last twenty five years, divided into periods, some of which overlap,
demonstrate that World War II was the initial contributor to inflation. Hind-
sight suggests the postwar ‘“cheap money policy” was too ‘“easy”, for the
accompanying levels of budgetary surpluses. Less ‘“cheap money” or larger
surpluses would have meant a less “liquid economy” to greet the Korean War.
This hindsight also tells us that we would have better offset inflationary pres-
sures if we had been able to foresee the exchange inflow of 1950.

More recently however we resorted to deliberate monetary expansion,
partly from Parliament lowering the chartered bank reserve ratios, perhaps
to fight the 1953-54 recession. Bank of Canada soon had to change its policy
and fight inflation.

By August, 1957, signs of recession prompted a return to monetary
expansion, and most important, there was soon a large, deliberate government
cash budget deficit, which compelled even more monetary expansion in 1958,
which, Mr. Coyne remarks: (B)

“was substantially greater than would have been necessary or desirable
for monetary and economic reasons alone, but was, I believe, justified
and unavoidable in order that a strenuous and successful effort might be
made to deal with serious problems affecting the financing of the
Government’s cash deficit and the condition of the public debt.”

It is my contention that the principal inflationary forces extant today
are the high level of governmental expenditures, the evident efforts to
stimulate the economy by the deliberate running of deficits, and the monetary
expansion inherent in both.

It is both difficult and unpalatable to change the tax structure in a
hurry, when the economy has recovered from the recession which justified
deficits, so that it can produce the surpluses appropriate to recovery. This
. is the trouble with cyclical budgetary theory. When we carry deficits forward
into periods when theory dictates a planned surplus, and finance them by
monetary expansion, we are inviting inflation.

May I review the past quarter century, divided into periods, with a
minimum of statistical data, for you will no doubt have access to the extensive
facilities of the Bank of Canada Statistical and Research Departments.

Pre-War, 1935-39

Little fear of inflation existed when the Bank of Canada opened in 1935,
for, although the dept of the depression was past, there was still a high level

(A) House of Commons Banking & Currency Committee Report, 1954, page 492.
(B) Bank of Canada Report, 1958, page 4. g
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of unemployment, .and surplus plant capacity. The cost of living index, based
upon 1935-39 equals 100, showed 1929 at 121.7 contrasting with 1932 at 99,
and 1937 at 101.2.

Efforts to stimulate recovery by an easy money policy helped bank
deposits rise from $1,955 millions in 1932 to $2,382 millions in 1937, barely
above 1929’s $2,293 millions. (Source: Bank of Canada Statistical Summary,
October, 1949.)

Keynes did not publish his “General Theory” until January 1936, yet
some of his ideas may have penetrated Canadian monetary thinking. Keynes’
biographer, Roy Harrod (A) states that Keynes’ thinking was influenced
greatly by a paper entitled “Home Investment and Unemployment”, written
by Richard Kahn for the “Economic Journal” in June 1931.

Following dollar devaluation, the U. S. set out to restore prosperity
by deliberate deficits; that for fiscal 1934 being $3.6 billion, about 6% of GNP,
and similar deficits characterized 1935-6-7. Estimated average 1933 unem-
ployment was 12.8 million, in 1934 11.3 million, and in 1938, after declines in
1935-6-7, it returned to 10.4 million (B). We in Canada did somewhat better
with more modest deficits.

Early War Years, 1939-40.

Monetary expansion, as soon as war broke out, supplied funds to govern-
ment, and stimulated the use of available slack in the economy. Some
securities were sold directly to Banks and Bank of Canada. Between the
end of 1938 and the end of 1940, “money supply”, currency and all bank
deposits, rose from $2,560 millions to $3,001 millions, a gain of $441 millions,
about 16.8% for the two years. Bank of Canada bond portfolio grew from
$163 million to $576 million, while chartered bank portfolios grew from
$1,187 million to $1,288 million, including Provincials. (These figures come
from the October 1949 Bank of Canada Statistical Summary, and Dr. E. P.
Neufeld’s “Bank of Canada Operations and Policy”, Toronto 1958).

Later War Years, 1941-45

By late 1940 the problem became one of financing an all-out war at low
interest rates. Money, newly created, and used once to pay government bills,
was now in the hands of others, and available to be loaned back to govern-
ment. The National War Finance Committee successfully mopped-up much of
this excess purchasing power, by selling the people Victory Bonds. Rationing
and price control appeared. New money was created from time to time, as
necessary to keep the bond market on a 3% level. The 1945 wholesale price
index stood at 103% of the 1926 average, against 82.9% in 1940. Consumer
prices ended the war nominally 209 above pre-war.

(A) “Life of John Maynard Keynes”, by R. F. Harrod; MacMillan, London, 1951, page 434.

(B) “Government $ecurities, Congress and the Budget”, a speech by Aubrey G. Lanston
to the New Jersey Savings & Loan League, Trenton, N.J. February 16, 1959.
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By the end of the war, debt and money supply compared to pre-war, as
follows:

(Millions of $s) Dec. 31, 1938 Dec. 31, 1945
e O s e S P e R G2 DA e L ey $4,336 $17,484
Held by Bank of Canada ;. . . s e-atasses s 182 1,842
Chartered "Banks o, .ot v s s 767 3,506
Government Accounts ............. 159 821
Adlsother holtders i i st e visses 3,228 11,315
ErTency il CITCHIAEION. il et s iimbei alers aie » 238 1,055
Current Bank deposits (Ex Govt.) (X) ....... 850 2,459
Inactive Notice Deposits (¥) ..ovevrirnrnenns 1,472 3,782
BEOFAY NMONEY  SURPLY s o 8 ok tereaisn e s $2,560 $ 7,296

(X) includes ‘“‘active Notice Deposits”
(Y) these might be called ‘“Savings”.
(Source: Bank of Canada Statistical Summary, October 1949)

In seven calendar years, 84 months, including 72 wartime months, money
supply had gained about 185%, equal to about 169 compound per annum,
the gain of $4,736 millions being about $56 millions per month. The public
debt had gained over $13 billions, or nearly triple the gain in money supply,
ie. about $3 in bonds was sold to each $1 created. (By contrast the 20 months
from July 31, 1957 to 1 April 1959 involved a $1,795 million gain in money
supply (15.79%) and a $1,764 million gain in debt—almost dollar for dollar, at
a rate approaching $90 millions per month).

The aftermath of most wars has been a sharp inflation, then a depression.
Some argue that inflation is a just way of sharing War Costs, one which falls
on those whose assets are in money contracts, rather than in physical assets.
In England, D.E.-W. Gibb, a Lloyd’s official cites 1936 discussions on War Risk
Insurance: (A) ]

The only body which could possibly meet the loss was a body with
the right to create money. The government, which alone had the power
of inflation, might do it. But no one else could.

If English insurance men foresaw deliberate inflation to cover only one of the
costs of war, sophisticated Treasury officials in the U.K. might similarly foresee
inflation to pay other, larger, war costs. To my knowledge, no one in author-
ity, in Canada, cited the inevitability or desirability of inflation, to pay part
of the war costs. If such views were held, public policy would have dictated
their being kept private.

Most likely, officialdom, as well as the citizenry, believed that the initial
Success of price controls, which at least hid a latent inflation, might keep in-
flationary forces in check until they abated from a post-war recession. How
else can we explain the wartime plans for a postwar cheap money policy.
(See Page 5, 1943, Bank of Canada Report). The Bank Rate was lowered from
23% to 13% in February 1944.

Post-War Years, the Korean War, 1946-52

Reduction of the public debt by $1,500 millions, from the $1,750 million
Surpluses of fiscal years 1946-50, was not enough to offset all public disinvest-
ment of Victory Bonds. The “cheap money” policy, to aid re-conversion to
Peacetime, to avoid an anticipated post-war slump, to aid in keeping down

Public debt charges, meant that bond prices were well over par.
P ———

(A) “Lloyd’s of London”; by D. E. W. Gibb; MacMillan, London, 1957.
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Between the end of 1945 and June 1950, Bank of Canada bought $203

millions of bonds, expanding the money supply in multiplying fashion so that
chartered banks were able to expand loans by $1,028 millions while selling off
only $215 millions in bonds. Currency and Bank deposits expanded from
$5,905 millions at December 1945 to $8,364 millions in June 1950, about 41%
in 4} years, or at about 8% compound, per annum.

Retirement of bonds owned by the public from surpluses means that
existing deposits change hands, while Bank of Canada buying creates new
deposits. Lower bond prices (higher interest rates) would also have lessened
public dis-investment.

Prices well above par meant that these bonds were rather liquid assets.
Perhaps between 1946 and 1950 was the proper time for a big Conversion Loan,
inducing the public to extend terms by offering a higher interest rate. But the

debt was still rather large, relative to GNP, and neither government nor Bank

would want to raise total interest charges.
A crystal ball, showing the Korean War ahead, would have probably en-

couraged a Conversion, certainly higher interest rates, less monetary expansion,

and bigger surpluses. Lacking such second sight, we encountered the Korean
War with a most adequate money supply, bond prices well over par, good
memories of wartime shortages. This liquidity soon meant too much money
chasing too few goods. Consumer prices (1949 equals 100), varying but 2%
between September 1948 and May 1950, rose to 106.6 at the end of 1950, to
118.1 at the end of 1951.

Simultaneously, our dollar, pegged at 90 cents U.S., attracted an influx
of foreign capital, adding $640 millions to our exchange reserves between May
and October 1950, forcing the Exchange Board to create this amount in new
Canadian dollars. To offset, the Bank of Canada sold off $240 millions of

its bonds, tending to destroy money in a multiplying fashion. Eventually our

dollar was freed, and the net rise in Canadian money supply was held to
$350 millions between June and December 1950.

From late 1950 to October 1953, interest rates were encouraged to rise,
15-year bonds going from 2.73% in June 1950 to 3.75% in October 1953, while
25-year rates touched 3.929%. Anti-inflationary efforts were given priority, the
consumer price index actually dropping from 118.1 at the end of 1951, to 115.8
a year later, and 115.8 at the end of 1953.

Budget surpluses were $460 millions in fiscal 1951-52, and by the end of
calendar 1952 the post-war debt reduction had reached $2.3 billions. Betwee?
the end of December 1950 and the end of 1953, expansion in money supply was
but $633 millions in 36 months.

It requires hindsight to really criticize post-war fiscal and monetary policy
in terms of contributing to inflation 1945-53. The initial postwar rise, and the

PN T A
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Korean War were the main culprits, while the “cheap money policy” and its

authors—the fear of postwar recession—the high public debt, were minorl

culprits. Interest rates should have risen faster, surpluses should have been

bigger. Yet the public resented high taxes, and surpluses. Surplus fiscal

policy -was of course utterly and completely deflationary. We just “kept

the thermostat too high”, not foreseeing the Korean War.

January Prices (Consumer Index, 1949 equals 100).

1946 1947 1948 1949 1950 1951 1952 1953 1954
75.2 79.6 92.8 99.8 100.1 107.7 118.2 115.7 115.7
Annual : '
Increase 4.4 13.2 7.0 0.3 7.6 10.5 —2.5 NIL

(Bank of Canada Statistical Financial Supplement, 1954)

PR
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I doubt if the January 1947 level reflected true prices, due to
quality deterioration under price control, while “black markets” reflected some
prices better than official ceilings. There were few used cars, for example,
at the ceiling prices. So the 1948 level may have been partly a belated
recognition of facts which existed “sub rosa” as early as January 1946. The
United States removed price controls suddenly in mid-1946. We were very
large importers of U.S. goods in this period.

The 1953-4 Recession, the Recovery, the 1955-7 Boom.

Increased unemployment, decreased production became apparent in late
1953. The money supply was increased from $9,295 millions in January
1954 to $9,485 millions in March, and $10,168 in December 1954.

In July 1954 the chartered banks began to operate under a statutory
minimum cash ratio of 89 of deposits, a departure from the previous custom
of a 109 ratio. This immediately gave the banks about $200 millions in
“excess reserves”, consisting of un-invested cash, which at an 89 reserve
ratio could multiply 124 times, in theory, adding $2,500 millions to the bank-
ing system. Please remember this, for I believe it is one of the prime causes
of the 1955-7 inflation.

Simultaneously, the banks were encouraged to begin lending on mortgage.
Housing had attained a new status, that of a creator of employment, replacing
the “housing shortage” theme of earlier years. Though but $74 million in bank
mortgages were actually placed by December 1954, more money had been
committed for 1955, and the housing industry placed in high gear. The $200
million excess reserve encouraged the banks to make “term loans” to custom-
ers, somewhat like private bond issues, except in one vital respect. Both these
term loans and mortgage loans were being made by the creation of brand new
deposits, based on the excess reserves. Thus housing began to depend on
monetary expansion. This is most important.

Potential inflation was already present, but the consumer price index rose
from 115.7 to 116.6 in 1954. The banks initially used up some of their excess
reserves by buying up government bonds, which mostly came from the public.
Bank of Canada initially raised its holdings $64 million, but had a net gain
of only $14 million for 1954. The public debt in 1953-54 grew about $275
million, while ordinary budget surpluses in 1953-54 fiscal years were $69
million, combined, with 1955 showing a $151 million deficit. Fiscal policy was
thus a shade more inflationary than neutral, but hardly significant.

I believe the inflationary pressures of 1955-7 were born in 1954. The
lowering of bank reserve ratios sparked a substantial rise in money supply,
which was with difficulty halted in 1957, after the imposition of ‘“secondary
reserve ratios”, bans on term loans, and rising interest rates in 1955-7. The
growth in money supply, from $10,168 million in December 1954 to $11,437
million in July 1957 was the result. Fortunately fiscal policy was almost
neutral, with a surplus evident for fiscal 1957 of $257 million, offsetting a $33
million deficit for 1956, and the 1955 deficit too. ’

Consumer prices rose to 116.4 in January 1955, 116.8 in 1956 and 120.3
in January 1957. They did not fall during the subsequent recession, rising
instead to 126 late in 1958. The wholesale price index led the rise, starting in
December, 1954.

Moreover, the lower bank reserve ratios had placed the housing industry
in a preferred position. Banks financed 17,000 units in 1954, 34,000 units in
1955, mainly by monetary expansion. In 1956, squeezed between monetary
- Testraint and the needs of commercial customers, they handled but 16,000
~ Units, and, as Mr. Coyne remarks in the 1957 Bank of Canada report:

In the early months of 1957 the chartered banks had virtually
~ withdrawn from the field of insured residential mortgage lending...
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Housing had become a “sacred cow”. Notwithstanding the general anti-
inflationary policy and the ban of term loans over $250,000, housing loans rated
preferred treatment. Banks were asked to make 15,000 loans totalling $150
million in 1957, devoting the expected ordinary expansion of their assets, plus
such reserves as Bank of Canada might supply, to housing. The banks made
15,700 approvals, and the amounts totalled $173 millions. I do not see that
housing from monetary expansion is any less inflationary than other forms of
loaning. Housing had outrun the formation of families for several years,
before 1957.

Undoubtedly, these steps kept the housing industry in viable condition,
but it was inflationary. The camel’s nose entered the tent in 1954, and the
animal intruded further in 1957.

Comment on the anti-inflationary efforts of late 1955 to mid-1957 is
unnecessary, as the events are too recent to merit discussion, with one excep-
tion. The banks acceded to suggestions that they carry secondary reserves of
Treasury Bills and day-to-day loans, which with their cash, would aggregate
159% of deposits.

To sum up, until 1953, monetary expansion took place in conditions of
budgetary surpluses and debt retirement. In 1954-7, fiscal policy, on the
whole, was neutral. Price rises concentrated around the period of the removal
of controls, and the Korean war. Monetary expansion in 1953-4 involved
lowering bank reserve ratios, rather than massive government deficits. Mort-
gage lending involved monetary expansion, even when general monetary
policy turned toward restraint.

The Bank did not have to lean against deficit-induced monetary expan-
sion. It did not need expansion to float new issues. Generally, to 1951
monetary policy took a back seat to fiscal policy. Later the reverse was true.

No attempts were ever made to “roll back” the two major price rises.
A large trade deficit with the U.S. eased some of the inflationary pressures in
Canada, for we had access to imports.

Mr. Coyne’s remark that “monetary policy must strengthen and re-affirm
its determination to remain true to the basic principles of sound money”
suggests to me that it has at times strayed in the pursuit of other objectives—
debt manageinent—cheap money—foreign exchange flows—stimulation of the
economy—and maintaining a flow of housing.

JULY 1957 TO DATE. GOVERNMENT DEFICIT FINANCE,
THE INFLATIONARY OUTLOOK FOR 1959-60

Monetary restraint, which drove the Treasury Bill rate to a record 4.08%
on August 21, 1957, virtually ceased at that point. Rates of interest dropped,
and the money supply was increased $486 millions by December 31, 1957.
The Bank of Canada’s 1957 report states: (Page 25)

Monetary policy changed as the economic boom levelled off in the
second half of 1957 and action was taken by the Central Bank to accel-
erate the rate of increase in money supply.

This growth in money supply meant that the subsequent cash borrowings
of the government emerged into a market in which there was already an in-
creased money supply. With this “head start”, and additional supplies up

until the last quarter of 1958, debt and money supply have run neck and

neck for the 20 months to April, 1959. In July 1958 a temporary loan from
Banks and Bank of Canada to the government, expanded money supply $400
millions. It was repaid in December.
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Public dis-investment during and after the Conversion Loan, when those
who had held Victory Bonds could obtain as much as 6 points over pre-loan
prices, involved further expansion. These bonds were mainly bought by Bank
of Canada, for the new deposits created, at the chartered banks, induced these
institutions to “rebuild their liquidity”, offsetting an impairment in liquidity,
occasioned by the Conversion of their earlier Victory bond holdings. Bank of
Canada became less liquid, as its long holdings grew, and its short holdings
were lessened both by Conversion and the appetite of the chartered banks
for short terms against their new deposits (from public dis-investment).
Some banks may have “undone the Conversion”, once the market was freed.

Any obligation, moral or otherwise, imposed on Bank of Canada, to sup-
port the post-campaign market on the new bonds, was well discharged until
the increase in money supply became alarming. Support ceased October 31st.

Total Currency and

Millions of $s 1957-1958 Chartered Bank Deposits Total Federal Debt

B of JULSR OB T £ o it . bl s $11,437 ‘ $14, 796

b, o R e e A e P 1 A 11,923 15,164

I s M s R SR W K O S SRS 11,880 15,268

JEnes FON8H ALY L et dntiaaty, ki, LY 12,352 15,503

F T b ranal 0 (LR M ol S BT B e s o 12,919 15,870

ey el [ ) bt RS I o R R S N 13,080 15,844

DL VIS L oo s i 5y AT s B e A 13,022 15,810

B0 it SR P Rt da A SR 13,347 16, 014

BIOWLIAE o 3 i s D Al s 13,338 16,555

Dy WOB8L v . T rair iri W Slant ol b dd 13,247 Gain $1,810 16,407 Gain $1,611

Mr. Coyne not only points out that the increase in money supply was
“greater than necessary or desirable for monetary and economic reasons
alone”, but also (page 5 Bank of Canada Report):

s by early October a sufficient degree of expansion of the
money supply had taken place to make possible the financing not only
of full recovery from the recession but of a considerable degree of
renewed economic growth thereafter”.

Monetary expansion ceased in October, slight reductions in money supply,
since then, taking place to April 1. Additions to debt since October were in the
main placed in non-bank hands. For the period July 1957-April 1959, the picture
is as follows:

1957 1958 1959 Gain 1957
Debt in Millions July 31st Mar. 26 April 1st to 1959
$ $ $ $
Gro_ss VB o e (o 61 o DRt Al s S i 14,796 15,282 16, 560 1,764 (gain)
BAVINGS BONAS. 0. v s onionsasernsnanenns 2,277 2,559 2,854 577 (gain)
Werketable DDebt. 5 : 5. s hes s doisiees 12,519 12,723 13,706 1,187 (gain)
Owned By:
[Banlkof Canada =, . is e ans s o 2,401 2,431 2,601 200 (gain)
Charterad Banks: ... f0i S il ciesies 2,487 2,830 3,504 1,017 (gain)
Government ACCHS.....couvnierisnann 1,374 1,292 944 437 (decline)
General Public. .« o v anhdm sl s vin ot 6,242 6,155 6,657 415 (gain)
Total Currency and 1957 1958 1959
Chartered Bank Deposits July 31st Mar. 31st April 1st
$ $ $
B et o e e T AL 11,437 11,880 13,232 1,795 (gain)
or 15.7%
L=

(Using Bank of Canada Statistical Summary (Nov. 1958) and Weekly Money Market
Stanstics (April 2-9, 1959)
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.For twenty months the entire increase in government debt, including
Savings Bonds, has been paralleled by an increase in money supply.

Of the increase in money supply, Mr. Coyne states:

“but was, I believe, justified and unavoidable in order that a stren-
uous and successful effort might be made to deal with serious problems
affecting the financing of the Government’s cash deficit and the condi-
tion of the public debt”.

This is the nub of the increase in money supply; the government cash
deficit, not a postwar cheap money policy—as the interest rate level shows;
not a Korean War; not an increase in bank loans for these expanded but $6
million (%o of 1%) during 1958. There was one special item, also,—housing. = =

The housing industry, kept in viable condition in early 1957 by special
consideration, was the cornerstone of governmental anti-recession policy. It
operated at levels exceeding the capacity of all conventional lending agencies,
including banks. In 1958 nearly 4 of all mortgages, conventional and NHA
involved direct lending by Central Mortgage and Housing Corp. In all they
financed $389 out of $1,199 millions in total mortgage loans of all kinds. This
was part of the Federal cash deficit, which was financed by monetary
expansion.

This but continues the pattern of monetary expansion which has character-
ized NHA housing since 1954. The housing industry at current levels may
again contribute to 1959-60’s cash deficit, either competing for funds, via
government borrowing, or causing more monetary expansion. What will hap-
pen, when the banks must “tighten up” on lending? Do NHA loans cease OF
will CMHC expand direct lending?

From September 1958 to date, rising interest rates have accompanied the
absorption by non-bank buyers of over $1.1 billion in marketable government
debt, representing the increase in marketable debt, plus dis-investment by
both banks and government accounts.

If this seems mysterious, compared to previous absorption of debt by
banks, we should recall that the increase in money supply, created originally
to finance government cash deficits, has passed through the hands of the gov-
ernment. It is now in the hands of the general public and corporations. These
deposits, being newly created ones, had not been extracted by taxation (old
deposits), and when government passes them on, they become “extra” deposits
for the general public.

At a price, the public is willing to exchange these deposits for bonds,
mainly short terms, since Bank of Canada’s long term holdings have been
rather statie, and bank selling, plus new issues, have been mainly short term-

These increased bond holdings seem to be mainly concentrated in cor-
porate hands, representing retained earnings and depreciation monies, together
with (until recently) decreased inventories and receivables. This trend will
stop, and may reverse, when we enter a period of expanding inventories, re- (7
ceivables or capital investment. (A) :

This has important inflationary implications. The growth of bank loans.
over $400 millions in general loans since January is accompanied by a $100
million-plus growth of finance company borrowings since last Fall. Maybe
some finance companies drew down funds and placed them in government
bonds temporarily. Banks have been sellers of government bonds since
February.

Just as some corporations have expanded bank loans, so others may soon
need to make greater use of their liquid resources, including government bonds-
They may wish cash on maturity—or may sell off bonds.

(A) For the 6 months to Mar. 13, 1959 general public holdings of Canada bonds (marketablﬂ‘ X
increased $1,069 millions, of which $182 million were bills, $843 millions under 2 years. i
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Such liquidation in volume, as banks are also selling, and government is
still financing a deficit, may cause a critical situation. The May financing of
182-day Bills and long CNR bonds was indifferently received. New buyers
for short term bonds may be found by raising interest rates further. There
is some rate of interest which makes bonds more attractive, to corporations,
than their own businesses. Short term discount government bonds now afford
a corporation the equal of an 8% “before tax’ return.

But, public and government may exert pressure on Bank of Canada
to again enlarge the money supply to accommodate selling by banks, govern-
ment and corporations. Acquiescence by the Bank would add another in-
flationary injection of fuel to the accumulation of the past twenty months,
which in monthly volume, already exceeds the wartime average.

The Bank of Canada’s report testifies against any departure from monetary
rectitude. But, remembering the remarks of Mr. Abbott, quoted earlier, it
may have to accede—not from sympathy for the banks and their book losses—
not from sympathy for corporations selling or maturing bonds—but from the

“need of the government.

If the government must raise cash or refund, when the existing corporate
bondholder prefers to take his cash instead of a new bond, there is a real
dilemma. The Bank may prefere to remain adamant, claiming there is al-
ready enough money for recovery and growth. In this case, government must
seek a higher, more attractive interest rate for its refunding, to attract new
buyers. There will be the usual public outcry about “tight money”. This is
a situation which may come to a head before this committee finishes its de-
liberations for there is a government refunding mid-June, another in October.

If the Bank accedes and increases the money supply again, I believe the
rise in prices, almost inevitable in late 1959 and 1960 from previous increases
in money supply, will be greater than would take place if money supply
remained frozen at today’s level. This will mean that past fiscal policy has
again forced monetary expansion on the Bank, whatever the latter’s judgment
of its necessity.

As a victim of such circumstances (which it was in 1958), the Bank can
only offset by permitting increases in interest rates, and administering the
dose of monetary expansion in as limited and delayed fashion as possible.
They can also take steps to reduce the liquidity of the economy (such as the
Conversion Loan) by trying to attract investors into the longest term bonds,
which might entail unpalatable book losses if sold later on. This is however
a rear-guard action, a delaying obstruction to the rising pressures of expanding
money supply.

The defiicits of fiscal 1958-9 and 1959-60 will be the main causes of the
inflation of late 1959 to 1961. The wholesale price index, which in 1955-56
led the parade, has again been rising since October 1958. Consumer prices
May follow very soon.

I have some optimism as to staving off some of this pressure. If the Bank
of Canada can prevent any further increase in money supply, if interest rates
can be allowed to rise further, as markets may dictate, and if the government
budgets for a surplus in 1960-61, there is a basis for belief that the price

- Tise will be moderate.

Unlike 1955-57, high interest rates and monetary restraint are here
before the economy has really begun to boom. The rise in bank loans, to date,
has encouraged restraint, although the expansion is less than the 1954-57
€xpansion. Interest rates are at levels not seen since 1920 or 1931. The
fire department (in the person of the Bank of Canada) is ready, with hoses
Manned, before the conflagration has begun. Let us hope it is not called
Off the job to add more inflationary tinder to the present accumulation.



156 STANDING COMMITTEE

The Creeping Inflationists

There is a school of thought, to which Sumner Schlider subscribes, which

believes that a gradual, creeping inflation, is a necessary concomitant of a
proper rate of growth. They claim this can be accomplised without accelera-
tion of the rate of inflation.

I doubt if we could have a planned, creeping inflation, which would not
“catch fire” and “gallop” to a chaotic end. We have in North America a
fairly literate population. The organs of public information, the daily press,
magazines, and indeed the public at large are aware of the inflation of the
past 20 years. None of us who are under 40 have known anything but
generally rising price levels for our entire working lives.

If we adopt the thesis that government policy should contrive the gradual
depreciation of money’s buying power every year we would soon find that all
financial decisions were based upon this same assumption. We would tend to
accelerate the “growth” as we built today to escape tomorrow’s higher cost.
We would decelerate the process of lending money as we naturally adapted
our savings plans to an official policy which gradually ate up our money-.
Savings would find outlets other than lending. By increasing the demand for,
and decreasing the supply of, lendable funds, we would continue to raise
interest rates, and cause a popular clamour for increases in the money supply.
If the government supplied the desired new money the process would be
intensified, as would also be the rate of inflation, over and above the official
intention.

We would be lucky to escape the common fate of many European, Asiatic,
and more important—South American countries, who cannot blame their
inflations on war devastation. Eventually we might find that loans repayable in
terms of commodities would be the only feasible methods of borrowing at long
term.

Even assuming public apathy or ignorance, certain strains can be demon-
strated by an ordinary compound interest table. While there is no suca thing
as a compound table of public psychological trends, I would suggest that
another generation of rising prices will leave no portion of our society with
even a memory of stable or falling prices.

Creeping inflation, at 2% per annum, will double the price level in 28
years, triple it in 45, quadruple it in 56 years. This compound interest would
work on the present price index (1949 equals 100) to raise it from today’s 125

to 250 by 1987, 375 in 2004 and 500 in 2015. Changing the index every few years

will not fool everybody, every time.

Thus a trust fund, which would finance four houses today, would finance
but two in 1987 or one in 2015. Obviously this process diminishes the use of
post accumulations of savings in financing growth for the future. We can

see the possibility that the insufficiency of savings would tend to encouragé
pressure on government to “create” the needed money, especially for some-

thing like housing.

Advertisements in magazines formerly urged us to retire at age 65 on

$100 per month, then $200 and now $300. One cynic recently commented on
one of these, showing a man fishing, “the poor devil has to fish, for he cannot
buy enough food on his pension”.

The prospect of retirement on $5,000 per year at 65 may seem attractiYe
to a young man of 20 today. With 239 per annum creeping inflation, he Wl,
need $15,200 for his first year of retirement to support himself on today_s
$5,000 scale, for this inflation means a price level of 3.04 times today’s level,
in 45 years. If our man lives to age 80, fairly probable today, he will need
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$22,000 for his 15th year of retirement, to maintain today’s $5,000 living
standard, since 239 per annum inflation will by then produce a cost of living
index 4.4 times that of today.

Averaging out the income for age 65 and for age 80, our man will need
an average income of $18,600 per year for 15 years. At 4% interest he would
need to pay $206,000 cash for an immediate 15 year annuity commencing at
age 65 of $18,600 per year.

Saving $206,000 capital between age 20 and age 65 is a large task for the
average citizen. While the active and organized workers may keep their wages
rising with the cost of living, their early years’ savings get no compensation.
It is these early dollars, at compound interest, which are in theory supposed
to grow into the biggest part of a retirement plan. With luck, under creeping
inflation, they may just grow enough to preserve their original buying power,
when interest is added.

I suggest that creeping inflation means that the average man can hardly
hope to save, from his income, enough to support him in comfort and dignity
in his old age, if he invests in the conventional media of insurance, annuities
and bonds. Of necessity he will have to lower his post-retirement standard of
living, and become increasingly dependent upon public assistance.

If creeping inflation is “planned”, the population’s awareness can have
two effects. The preference, in pension plan investments, for common shares
or other titles to property, already quite noticeable, may grow generally.
This would intensify a shortage of money to lend, raise interest rates, and
strengthen the clamour for government to create more money. As one of
the victims of a scarcity of money to lend, government would perhaps heed
the clamour and the resultant monetary expansion would intensify the
inflation.

The other effect of a realization of creeping inflation’s treatment of retire-
ment plans might be the waning of the socially respectable habit of saving
for old age. Why save a depreciating asset when the government, responsible
for the depreciation, is thus morally responsible for our support in old age?
This attitude means a growing demand for larger old age pensions, from a
growing sector of the population. The demands might entail larger pensions,
relative to living costs, than we now obtain.

This rising strain on government finances for pensions might be the cause
of frequent deficits, entailing more monetary expansion, or such a high scale
of taxation that this too would add to the upward spiral of prices.

I believe it is but a pious hope that a policy of creeping inflation at any
rate could be held to that rate, for both the mathematical results, growing
public awareness, and changing public behaviour, would combine to introduce
an acceleration factor. The end result would be a gallop and crash, as in
Germany, or a change in the structure of government and society, as in France
and other countries who have escaped the galloping crisis.

Prices double in 28 years at 2}%, in 24 years at 3%, and 18 years at
49, and 15 years at 5%. Since we have averaged 2.25% inflation since 1949,
while allegedly aiming at price stability, what rate of inflation might we attain
if we deliberately aimed at 2% or 3% inflation?

Inflation is too much like the drug habit; the dosage tends to grow. The
arguments in its favour are so obviously tolerant of what is fundamentally

and obviously a theft from savings—dishonesty, if you will—that we may
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already, in some cases, be on the verge of becoming addicts—finding virtue in
dishonesty—and doing so in apparently innocent good faith. What a moral
contradiction we must swallow when we accept creeping inflation as a virtue.
When, in 1919, John Maynard Keynes wrote: (A) There is no

subtler, no surer means of overturning the existing basis of society,

than to debauch the currency. The process engages all the hidden J
forces of economic law on the side of destruction, and does it in a
manner which not one man in a million is able to diagnose. 0

the well-known runaway inflation in Germany was four years in the future.”
Germany’s masses and middle classes lost all their savings, mainly invested p
in money or contracts payable in money. (B). German trust funds, were
by law, invested in money contracts until 1923, when the law was changed,
by which time the trust funds were totally worthless anyway. Some his- =
torians claim that the wiping out of middle-class savings, and the impoverish- =
ment of the middle class which had been the backbone of Germany, laid the
groundwork for the rise of Hitler. :

The  Autobiography of Dr. Hjalmar Schacht, former Governor of the
German Reichbank, states: (C) (D) p
In matters of money....the educated section of the population =

grasp the devaluation process more quickly than the uneducated masses.
Anyone who was alive to the signs of approaching inflation could
safeguard himself against losses in paper currency by the purchase

of assets....houses, real estate, manufactured goods, raw materials.

This wholesale recourse to real values enabled....the well-to-do, but

also and especially the unscrupulous, to preserve and even possibly to
increase their assets. ‘ d

On this thought, Keynes, in 1919, remarked: (E) i .
If prices are continually rising, every trader who has purchased for =
stock or owns property and plant, inevitably makes profits. By directing
hatred against this class . . . Governments are carrying a step further the
fatal process which the subtle mind of Lenin had consciously conceived.
The profiteers are a consequence and not a cause of rising prices. By
combining a popular hatred of the class of entrepreneurs with the blow
already given to social security by the violent and arbitrary disturbance
of contract and of the established equilibrium of wealth which is the
inevitable result of inflation, these governments are fast rendering impos-
sible a continuance of the social and economic order of the nineteenth
century. But they have no plan for replacing it. '

This suggests that a violent inflation would overturn the existing basis of
our society, with the chief victims being those whose assets are money contracts;
bonds, life insurance, pensions, mortgages. Entrepreneurs, whose assets run to
bricks and mortar, machinery, and stocks of goods, quite often partially financed
by borrowed money, would not only have a better chance to survive, but might
even profit substantially by repaying creditors in spurious coin. They would
probably be singled out for capital gains taxation, as profiteers.

(A) “Essays in Persuasion”, by J. M. Keynes, Rupert-Hart Davies, London, 1952 edition.
age 78.
. (B) “The Story of Money”, by Sir Norman Angell. Stokes, New York, 1929, contains 2
chapter on the German inflation containing daiy-to-dair quotations from the German corre-
spondents of the “Times”, “Telegraph”, and “Daily Mail”.

(C) ““Confessions of the Old Wizard”, by Schacht. Houghton-Mifflin, Boston 1956, page 153.

(D) The story of 2 German Inflations is contained in a speech given to the 20th Annual
Meeting of the U.S. Institute of Life Insurance, Dec. 9, 1958, by Ludwig Rosenberg, Head of
the Economics Department of the German Federation of Trade Unions. o

(E')IB‘%ssays in Persuasion”, by J. M. Keynes, Rupert-Hart Davies, London, 1952 edition.
pages 78-79. )
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I do not suggest that North America is in any danger of a German-style
inflationary orgy, but we might profitably examine the case of France. We
know our 1939 dollar is worth under 48 cents, while our 1900 dollar may be
worth under 29 cents, a 719% loss in under 60 years. The French franc, by
comparison has lost over 999 of its value in about 45 years, without inflation
ever reaching the runaway stage seen in Germany.

It can truthfully be said that the basis of French society has been over-
turned, for the “rentier” class have nothing left “but their eyes to cry with”.
The economic reforms, which promise to save France from bankruptcy, have
been accompanied by constitutional changes which shift power from the
Assembly to the executive, particularly the President.

As William Millinship, of the London Observer, puts it (A), “The people
have been put to sleep” (quoting a right-wing Gaullist) “and that is a good
thing”. The former beneficiaries of state largesse and inflationary trends do
not like the new economic decrees, and it is too soon to say whether France will
be saved without civil disturbances and more authoritarianism. Perhaps con-
tinued inflation in North America will lead to regimentation, in an attempt to
control the disease. James K. Vardaman, Jr., until six months ago, a member
of the Board of Governors of the Federal Reserve Board, expresses this view (B).

Savings, Investment, the Capital Market and Inflation

Since the War we have indulged in “growth’ at a rate exceeding our will-
ingness to save. Our own savings have been augmented by both foreign
investment and monetary expansion. The foreign investment is not inflationary
per se if the foreigner “swaps” his U.S. money for an existing deposit of Cana-
dian money, but it would be inflationary if the government “created” Canadian
dollars for him.

Physically our post-war capital goods expansion was largely possible
because we could satisfy some of our wants, both in consumer goods and capital
goods, by importing, using in many cases the foreign money which was financing
part of the capital investment,

It is not surprising that GNP has grown by about 1009 since 1949. Yet
the assets of our 12 largest life companies, doing nearly 789 of the business,
grew by only 809%. Nearly all life companies will report a declining premium
income per $1000 of business, over the past decade, although underwritings
have exceeded the growth of GNP. I believe the place of insurance in our
economy is still expanding. Yet the public are buying increased proportions of
group and term, in which the savings portion of the premium is negligible. It
is the savings portion of premiums which creates accumulations of capital in
large amounts.

Against the 1009, growth of GNP since 1949, there has been but a 67%
increase in personal savings deposits. Per capita, because of population increase,
(13.1 to 17.3 Million January 1949 to January 1959) in the order of 329%, we
have just under $1.26 in savings deposits for each dollar we had in 1949. Since
prices have risen from 99.8 in January 1949 to 126.1 in January 1959, on the
consumer price index, our savings deposits, per capita, are slightly less in
terms of consumer goods and services than they were in 1949. This is not offset
by a growth in public individual holdings of government bonds; quite the
contrary.

(A) “Toronto Globe and Mail”, May 18, 1959. Editorial Page. “France Looks Back on an
Epic Year.” ;

(B) Excerpts from Mr. Vardaman’s speech to Georgia Bankers at Augusta, in April 1959,
are attached, at the end of this paper.

. 21481-7—4
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Maybe this reflects public recognition of inflation, as the rapid growth of =
mutual funds might indicate, and maybe the public prefer to invest more of B
their savings in tangible assets. ;

The “shortfall” between institutional investment funds and demand for =
capital loans is perhaps greater than these figures on savings and insurance
companies, using the consumer price index, would indicate, for building
materials are 30% more costly than in 1949, while construction wages at the
end of 1957 were 639 above 1949. Land costs have also risen. In other

words these two examples of institutionalized savings would build fewer =

houses per capita than they would have in 1949.

Consumer credit, though but a short term debt to an individual, is perma- .;

nently using a large proportion of the total credit in Canada. Allowing for
growth of population, 329, since January 1949, and a 269% increase in prices,
we might expect a growth from 1949 of about 66%, if all other trends had
remained equal. Bank of Canada Statistical Summary Financial Supplement
for 1954 gives a total of Charge Account, dealer sales paper, and finance com-
pany credit, plus personal bank loans, of $712 millions in March 1949. At
the end of December 1958, the charge account-dealer-finance accounts were
$1,988 millions, with personal bank loans of $553 millions making a total of
$2,541 millions. The increase is not the expected 669, but about 256%. The
philosophy of “pay while you use” is not producing the savings deposits of the
“save for it first” school of thought of other generations, but is also using a
larger share of our available capital, whether it is in the form of the finance

companies own capital, notes sold to the publie, or loans obtained from banks. ,:

Instalment finance companies owed the banks $63 million in Marech 1949.
Last week (May 13) the loans were $402 millions. Capital used for this pur-
pose, whether coming from banks, or others, is not available for long term
loan investment in fixed assets.

The long term capital market, whether reflecting public consciousness of
inflation, or just over strain, is showing signs of decay in some areas, partic-
ularly those in the ‘“social capital” field. Small municipal and school credits,

who 35 years ago generally managed to borrow on their own credit, have =

tended increasingly, since the war to either use Provincial guarantees, or
more recently, to sell their bonds to Provincial governments or their agenc1es
Two Provinces are financing projects with Federal funds.

Except for minor post-first-war aid from housing corporations, mainly at
the municipal level, housing in Canada depended upon “conventional” mort-
gages until recent years. Government guaranteed loans by 1954 outran the
capacity of life company and other institutional funds. Then recourse was had
to the banks at a time when lowered reserve ratios provided a base for monetary
expansion. When the banks further capacity was in doubt, because of general
monetary restraint, the restraint was relaxed for housing loans. Then the
Federal Government in 1957-58 began financing some housing out of the
Federal till. Since the Federal Government is still in deficit, such financing
came, since 1957, primarily by monetary expansion. Housing is again largely
dependent upon newly created money. We are creating a “vested interest”, .

which has lafgely flourished upon monetary expansion. Although monetary :

expansion is a prime cause of inflation, the political aspects of a housing cut-
back are unpalatable.

The social sector of the economy does not get equal access to available
savings compared to the corporate sector, which is much more flexible in
its approach to the rising of capital.
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A corporation can:
1. Retain earnings for expansion.
2. Invest depreciation money, earned by existing assets, in new assets.
3. Sell common or preferred shares.
4. Borrow money against existing assets, or sell and leaseback.
5. Borrow money against the new assets to be created.

Social projects generally are not substantial profit makers, and if there
are depreciation monies, they are generally earmarked to repay old debt.
Social projects cannot sell stock. Existing assets may be already burdened with
debt, and the sale-leaseback method is costly, and one not too adapted to
municipalities. Perhaps we may soon have to follow the U.S. system of revenue

- bond issues, in municipal finance, which makes utilities stand on their own

feet, leaving the “full faith and credit” of the municipality available for
general purpose borrowings. Toronto’s capital levy financing may become more
- common.

" Most important, however, a corporation can charge its interest costs to

& revenue, obtaining thereby a 509 or higher subsidy from the tax collector.

They can thus afford to pay higher rates of interest than a municipality.
Individuals, borrowing on mortgage, or paying in municipal taxes the cost of
civic borrowings, may have to earn $1.50 or more to raise the $1.00 needed for
interest, since Ottawa taxes their earnings first, leaving the residue for interest
and local taxes.

We are not surprised that the past decade has been marked by declining
institutionalized saving, relative to GNP, price levels and population, or that
borrowing tendencies have increased. Every week public projects are ac-
celerated because they might cost more later. Corporate management recognizes
the same principles, and automation is encouraged by the known cost of a
machine versus the unknown but probably rising cost of labour. It is to be
expected that some part of public savings seeks hedges against inflation,
shunning money contracts, with an increasing portion of savings being already
mortgaged against previously acquired debts.

No wonder the demands on the capital market increase, and the “shortfall”
of available funds grows during each period of expansion or recovery. When
all borrowers cannot be accommodated by the available supply, and there is
bPublic clamour to prevent the supply being rationed by the interest rate, the
temptation to enlarge the money supply is always present. When the govern-
ment is among those competing for money, the temptation to create more
- money is almost irresistable.

g Such a monetary injection would remedy the shortage of the moment, but
its inflationary effect would intensify tomorrow’s price rise, tomorrow’s demand
for capital, and tomorrow’s reluctance on the part of savers to lend, even at
Tising rates of interest. Each weakening—by Bank of Canada or government—
Creates more disillusionment among the investors who will still lend.

. In fact, while corporations’ bonds are just as subject to the erosion of
Inflation and the volatility of prices as government bonds, there are some who
Would favour such investments over and above government bonds. Whatever
. the government bond rate, the lesser credits probably pay more, and their
ability to pay has been generally enhanced from continual creeping monetary
~ ©xpansion. This ability of the corporate bond market to absorb $100, $200,
; Mmillions or larger issues in the U.S., while $500 million long government
bonds—but a fraction of total corporate borrowing—meets with little favour,
Taises another question in some U.S. minds. Is the market deliberately discrim-
Inating against the government as a penalty for past and present deficits,
Monetary expansion, and inflation? Could this be said of Canada?
21481-7—4}
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Our system of institutionalized finance and public borrowing is largely ‘:

world trade—was tied to Gold—and for some seventy years gradually
increased in purchasing power as productivity savings were shared with the >
consumer—as they are not today. Adam Smith’s (A) remark that no govern- -
ment ever paid a debt except by repudiation—outright default, or by a
“pretended payment” via a depreciating currency—became untrue, until the
first war. Perhaps, since Adam Smith’s opinion is again with foundation, it is
almost too much to hope that our system will continue to function properly if e
we continue depreciating our money. }

Further decay in the capital market, solved by monetary expansion, would =
surely give us an even more high priced economy. We would lose more of =
our export trade, and the next step, regimentation of the capital market is but,_ _'
a temporary -expedient. (B) Social unrest is a possibility, if we continue the e
path of monetary expansion. 4

Let it not be said that the bond markets are weak purely because of the;

enough money created, previously or simultaneously to balance them. The
answer lies partly in public disquiet over the monetary expansion, and partly
because this expansion suggests we may need higher interest rates and lower =
bond prices to prevent a sharp inflation.

Interest Rates

The tendency of interest rates to rise during inflationary periods, as de- '-1' 3
mand for capital expands faster than savings increase, has already been noted. ]
Insofar as this rise in rates tends to cause postponement or cancellation of '
building projects, it lowers the demand for materials and labor, lessening the »':
upward pressure on prices. iy

The recognition by savers, that money is deteriorating, also builds up a =
reluctance to lend unless the rate of interest contains a compensation for depre- )
ciation. High rates of taxation also discourage lending, making speculat1ve F
investment more attractive. We have only to look at a 5% bond, held by a man
whose upper income tax bracket is 409 (about $12,500 income). After tax (
he nets but 3%, to offset both the erosion of his principal by inflation and the =
risk of price fluctuation as well. His net return, after inflation, may be negligible.

The current willingness of the authorities in Canada and the U.S., to let ¥
interest rates rise, (as the economy recovers) to a degree not permitted since =
the early 1930s, bespeaks a recognition of this condition. This is encouraging. :

In Brazil, where the cost of living has risen from 100 to 528, since 1946,
we are told that short term interest rates are 129, (Brazilian Traction Annual
Report, 1958, page 4). You may wonder why this rate, inadequate to offset '
inflation, prevails. The probable answer is that, in any country, at any stage
of inflation, there exist investors who must hold liquid assets, and have only
the choice between holding cash and short term paper. Both are equally sub-
ject to the ravages of inflation, but the paper at least provides a limited return.
In Brazil, industrial and commercial dividends run to 209-309% per annum.

rates, when they recognize that they reflect a depreciating currency.

(A) “Wealth of Nations” Adam Smith, Chap. 3, Book 5, ‘“Public Debts”.
(B) See speech by James K. Vardaman attached.
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We should find this no more surprising than that the gross rent of a
building, as a percentage of its value, should rise when the tenants were mis-
treating the property, when new rental space was scarce, and when municipal
taxes were rising.

Excepting the interest rates applying to those who must hold cash or short
term paper (banks, corporations, etc.), it is likely that interest rates of the
future will reflect the rate of inflation, the rate of taxation of investment in-
come, and the public recognition of inflation.

Any attempt to emulate Doctor Dalton, in England, and drive interest
rates down by official action, is fraught with danger. It would involve more
monetary expansion, and could drive short term rates of interest down sharply.
But since public recognition of the connection between monetary expansion and
inflation has grown considerably since the war, it is probable that there might
be a public dis-investment of longer term investments, an accentuation of the
flight into equities, and a rising demand for loans from those investing in real
property. Long term interest rates would eventually rise. The price level would
of course be subjected to upward pressure again, also.

Possible Steps to Control Inflation.
Budgets

Not only should budgets be balanced in periods of recovery and expansion,
but they also should show a surplus, to be used for debt retirement. Thus, exist-
ing bank deposits, transferred to government through taxation, are passed on
to the bondholders to be available as new private borrowers, or municipal
borrowers appear. These funds are not newly created money. In real terms,
government is moderating its appetite for goods and labour, leaving more for
others. Contrast this with the 1957-58 competition between government and
others for available funds—in real terms goods and labour, both in temporary
Supply, which it attempts to solve by creating more money, which will inevitably
swell future demands for goods and labour, after the oversupply has gone.

If there is fear of public disfavour of budget surpluses, let the government
make a fixed charge for Sinking Fund, treating it just as interest costs are
now treated, so that a balanced budget would include provision for debt
retirement.

It should not be supposed that deficits are wholly non-inflationary if it is
Possible to sell the bonds to the holders of existing savings deposits. Doubling
the velocity of circulation of $1 doubles the amount of business this $1 can do,
just as if another $1 had been created and the velocity of circulation had been
left unchanged. When government borrows an inactive savings deposit, its
Velocity increases from almost zero to quite a substantial figure. If govern-
ment were able to borrow existing but “active” deposits for its deficit, with
the former depositor becoming an “inactive” bondholder, then the effect of
the deficit would be about zero, with the increased use by government of the
Mmoney balancing the total disuse of it by the ex-owner. The best that can
be said of government stepping up the velocity of inactive deposxts by borrow-
ing them, versus straight monetary expansion, is that there is no legacy of
enlargement of money supply, and velocity can only increase so much, and
on existing deposits, un-augmented by the deficit.

An effort should be made to reduce the government budget as a percentage
of GNP. Just as transfer payments in large amounts help the economy in
Tecession by keeping up the level of spending, so they add to inflationary
Pressures in periods of recovery and expansion.

‘ Taxes, levied in large part for transfer payments, also interfere with capital
formation, and this is a serious thing in a capital short economy. With
graduated income tax reaching high percentages in the upper income brackets,
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and over 509 for corporations, we are taking funds away from sources likely™
to devote a large part of available income to capital formation. The recipients -
of transfer payments generally spend them. The same funds, in corporate:_'
hands, might have been used for capital investment, or if paid in dividends;::'f

them. Since both the shareholder class and the high bracket taxpayer may =
have fewer shortcomings in their standard of living than those in “need” of
transfer payments, they have a higher propensity to save.

The time is long past, when increases in government taxes are passively
accepted by individuals as decreases in their living standards, or by corporations
as decreases in their income for shareholders. Every effort is made to restore
the ‘“take home” pay of individuals, especially when they are organized,
forgetting the “social benefit” by way of hospital or pension rights this tax may
have given them. Corporations will try and pass the tax increases, and any
wage increases along, in the sheltered domestic economy, demanding more
tariff protection if necessary. A larger money supply is a help too, to make
price rises possible. In the export trade this is less possible for we compete
with other nations whose citizens are perhaps more productive, perhaps accepta ;
ing lower standards of living, and perhaps enjoying a less luxurious level of
government. The deflationary effect of higher taxes, in reducing consumption,
is negated, wherever possible, by those with the power to restore their net
income.

Records are available, and the dose could be repeated if necessary. But leave'___
tax rates unchanged, since lowering them means a great time lag and perhaps =
political unpleasantness before they can be raised again. Increasing the total =
of government expenditures to fight recession has two disadvantages. Firstly, it =
may involve public works spending, which will not have an impact on the
economy until the need is long past. In fact it might add to the next bout of in-
flationary pressures. Secondly, increasing the total of government expenditures
tends to “build in” a level of government for all time, and it may requ1re-
sereval years real growth and some inflation to bring the budget back into
balance again.

I would go so far as to suggest that when government expenditure, even
if raised by taxes, passes a certain percentage of GNP, the offsetting efforts
of the people and corporations to rebuild their “take home” income, will
eventually cause an inflationary expansion in dollar GNP, so that the govern-
ment share will recede. Where that maximum percentage is, in peacetime, no
one can be sure, but we may be at or past it already. It could be anti-
inflationary to set about shrinking the place of government in our lives.

The Bank of Canada

There is little doubt that the Bank of Canada would have been more success-
ful in dampening the 1955-57 inflationary price rises had it enjoyed some
powers over the expansion of credit by finance companies. Some minor
improvement in the next round may be achieved by such legislation, if passed §
soon.

The principal culprit in the next bout of inflation is however the monetary
expansion caused by recent government deficits. Since the Bank of Canada can- i
not make fiscal policy, its influence in this field is only a reflection of the
persuasiveness of the Governor and the receptivity of his audience, in the
persons of the Prime Minister and Minister of Finance. I do not doubt the
Governor’s persuasiveness, nor his erudition in matters of finance, and there

3
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is no doubt that the officials of the Finance Department are equally expert and
available with advice. Yet, since this is a Cabinet-system democracy, the final
decisions are made by Cabinet, or the caucus.

The Bank is not only powerless to prevent deficits; it is even charged with
the job of debt management, which may entail, as was the case in 1957-58,
substantial monetary expansion.

If the Bank could be left with full authority as monetary manager, with the
debt management job given back to the Finance Department (as it rests in the
U.S. Treasury, rather than the Federal Reserve Board) there would be more
of an arms-length situation in which the Bank could display greater resistance
to monetary expansion. Deficit financing would not be just handed to the Bank
with the story “This is your job. You finance us”, but the approach would be
closer to “This is our problem and we ask all the help you can give us”. This
however is not a perfect solution, and there can not be one, for the Bank, a
creature of government, cannot be completely independent of its creator—
the government.

Many countries limit the security holdings of their Central Banks, whether
acquired directly from the government or in the open market. Obviously
Central Bank buying creates new money. Some countries’ laws prohibit open

 market operations to assist in the financing of government deficits, while others

prohibit Central Bank acquisition of bonds during inflationary periods (A).
Many of these restrictions are especially aimed at long term bond purchases,
probably on the thesis that buying very short term bonds is an exchange of
new money for issues which are but a short period removed from being money
themselves. Long bond buying by Central Banks is a creation of new money in
exchange for an asset which is years away from being a claim for money. To
put it another way, a debt containing so many long and so many short bonds
could be owned in two different ways. If the Central Bank had all the shorts,
the public all the longs, the public’s “liquidity” is not enhanced by them owning
a mass of assets (in addition to their bank deposits) which are but a few weeks
or months away from being claims on the government for new money. If the
Central Bank owned most of the long debt, the public most of the shorts, the
public’s “liquidity”, is materially enhanced, while the Central Bank owns the
most illiquid of assets to offset their currency and deposit liabilities on the
other side of the balance sheet. If carried too far, the concentration of short
debt in public hands (and the long debt in the Central Bank) means that the
countries’ creditors (ex the Central Bank) are in a position to enlarge the
money supply, at maturity of their claims, by merely refusing to buy refund-
ing bond issues—and assuming that there are not enough new buyers for
government, new issues—forcing the Central Bank to create the money.

Canada once had restrictions on Bank of Canada bond holdings. As
amended in 1936 and 1938 they placed no limit on bond holdings under two
year term, but bonds over two years were not to exceed 509 of the Bank’s
note and deposit liabilities, with the over-ten year portion not to exceed five
~ times the paid up capital and rest fund. As of today this would mean the
Bank could hold $1,320 millions of over two-year bonds, of which $150 million
might be over ten-years.

Actually the Bank owns about $2,188 millions of over two-year bonds,

of which $1,325 millions are over ten-years in term, for all limitations on its
bond holdings were removed in 1954. (B)

t (A) See Peter Fousek, Foreign Central Banking; Fed. Res. Bank of New York, 1957,
~ Dbages 31-32.
3 (B) See E. P. Neufeld, “Bank of Canada Operations”, Toronto, 1958. Footnote to page 59.
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We could hardly restore the old rules, for the Bank would have to sell
off over a billion dollars of over ten-year bonds, and this would be impossible
in the current market. They may well have an objective of exchanging these
long bonds for short terms as the opportunity arises.

If however, the original restrictions were intended to serve a purpose, and
I would assume that they were, consideration might be given to the imposition
of new limits. They might be repealed, just as the old ones were, but there has
been growing awareness of the dangers of inflation since 1954, and we might
expect a close and critical examination by future Parliaments of any attempts
to remove restrictions. It would be a red light, and Parliament could examine
the Governor to see if the change was merited for reasons of monetary
policy, or for reasons of debt management connected with the financing of a
large government deficit.

Central Bankers might not ask for arbitrary restrictions on their own

judgment, but so long as their judgment can be thwarted by fiscal policy, the
restrictions might prove a blessing in disguise. They would be one more

hurdle (whose removal would involve the Governor telling Parliament the =

story) protecting the Bank from government induced, deficit inspired, infla-
tionary pressures.

The Money Supply .

Since I believe that the use of money as a tool for various aims, since 1934,
has generally resulted in monetary expansion, which has permitted or caused
rising prices, we should look to some form of control over the money supply.
Ideally, if we could “freeze” the money supply, we might soon find that we
had a gradually increasing purchasing power per dollar. However since the

money supply consists not only of currency, but also a six-fold larger supply

of bank deposits, and numerous forms of quasi-money—such as a packing
house cheque may circulate for weeks in the back areas—, any such “freezing”
could only be approximate. There is also the other part of the money equation,
and this is velocity, a variable which would be immune to legislation. A really
proper ‘“freeze” might require going back to the gold standard, with a specified
gold reserve behind the paper money. Since government could not “counter-
feit” gold, as it can enlarge the supply of paper, substantial monetary expan-
sion would require that the legislation setting the gold reserve ratio would
need to be amended and there would be sufficient debate in Parliament to
alert the public. With the present system, there is a responsibility lodged in
Bank of Canada to regulate money supply, which the government can quietly
nullify by running a deficit which may require the Bank, as debt manager, to
enlarge the money supply. If charged with such expansion of money supply,
the government can deny responsibility for it, since monetary policy is the
Bank of Canada’s job. Mr. Abbott’s remarks on Page 492 of the 1954 Banking
and Commerce Committee Report, (also Pages 3124-5 of this Session of the
House of Commons Hansard) show how these two precepts can work. (A)

Nevertheless, even under the present system, there would be considerable
merit in having some sort of nominal ceiling on total money supply, currency
and bank deposits, which could only be raised by Parliament, if in session, or
by order-in-council, to be debated in Parliament later, if Parliament is not
sitting. Parliament (and the general public) have a right to know if the money
supply is being increased, and why, before they grant a rise in the ceiling.
Certainly they would have wanted to know the reason why ‘a reduction in the
gold backing for currency was desirable a generation ago. Just because there
is no standard other than the “status quo”, is no reason for lack of explanation

(A) See also article on- page 1, Financial Times, May 8, 1959, by E. J. DeSeau.
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of proposed changes in that ‘“status quo”. From reading old Bank of Canada

~ reports, it would appear that the Bank has often explained the causes of most

. monetary expansion, after the event. It might have been more enlightening, in
1958, to the average citizen, if such expansion was subjected to parliamentary
examination and questioning.

If there were such legislation, with the Governor of the Bank being
called to testify each time a rise in the ceiling was requested, we would learn
a great deal. We might also gain greater appreciation of the role of deficits in
the watering of our money supply, and parliament might take a different view
of deficits if they also had to vote again for what is in effect the “printing” of
the money.

This suggestion is not new. Mr. J. M. Macdonnell wanted a legislative
hurdle to be erected, which would publicize in Parliament any steps to enlarge
money supply, and so proposed in the 1954 Banking and Commerce Committee.
According to page 707 of this report he even moved an amendment, (seconded
by Mr. Fleming) effectively prohibiting an increase of more than 109 in
money supply. The actual ceiling would have applied to notes of and

" deposits at Bank of Canada. It did not pass. If brought up again today, it
might not obtain the support of Bank of Canada, for it would subject their
money-management to the decisions of Parliament in greater detail than now

. Prevails. Yet, as Mr. Abbott suggested, they are not free agents anyway, if

there is a massive deficit.

We should reflect that, if we are to have continued managed money, it is
essential that the public have faith in the stability of purchasing power of the
money itself. If money management is to be kept a mystery, nominally

~ Tesiding in the Bank of Canada, subject to that body having to create money
Willy-nilly, as Government runs a deficit, then there is danger of growing
Public distrust in both the money and in all instruments expressed in money,
Particularly Government bonds, especially if prices keep rising year by year.

We all know that those who owe money have benefited by inflation, and
that the Federal Government is the largest debtor. We have even been told
9fﬁcially, that the current burden of debt is not as large, relative to GNP, as
it was in 1946, when every school boy knows that the price index has risen
from 75 to 125, thus blowing up GNP by 709%, or deflating the dollar by 40% of
of its 1946 value. How close is this to exhibiting pride in both our real growth
-and our inflation too? The behaviour bond. markets, in both Canada and the
United States, betrays both a growing distrust with money as a store of value,
and a growing skepticism of official soothing statements. To rehabilitate
bublic confidence, in money, money managers and government, we must first

. restore faith in the intent of government to keep money’s buying power stable.
Legistlation, regarding money supply, would be a step in the right direction.
It would have more effect on public confidence than platitudes against inflation,
Uttered almost simultaneously with actual monetary expansion.

Housing, and Inflationary Force 1954-58

The Bank of Canada 1958 report shows that direct loans by Central
Mortgage and Housing constitute a large portion of total mortgage loans, both
Conventional and NHA. In 1955 they were $18 million out of $892 million,
§b0ut 2%, and in 1956 they were $20 million out of $700 million, about 3%,
n 1957 they rose to $235 million out of $752 million, about 30%, and in 1958
Were $389 million out of $1,199 million, about $329. In these two latest
Years, because government was running a deficit, and financing it by monetary
€Xpansion, housing was perhaps more inflationary than in the earlier years,
When monetary expansion in the banking system was partially financing
hOusing. Perhaps there was little net difference.
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The point is that this industry has been nurtured by monetary expansion
of one sort or another since 1954. Later this year, when the “squeeze” on
banks from expanding commercial loans becomes more intense, the banks m
cut down on housing loans. May the Bank of Canada, at government reque
moderate its monetary restraint to permit the banks to enlarge their mortga;
lending again, while clamping down tight on the banks’ other activities? Ma
a cessation of bank lending drive CMHC into taking up the slack? A larg
government cash deficit from CMHC lending means that we may have mo
monetary expansion.

Next to transfer payments, this is one of the largest post-war gro
in government cash out-lays. The rising cost of land may be partly due
the availability of finance for housing en-bloc, so that builders can assemb.
service, subdivide and sell at a large profit, large tracts—knowing that t
ultimate financing will be available from CMHC.

I believe that as an anti-inflationary move, steps should be taken to
withdraw the government as much as possible from the housing field, and
housing compete, on a conventional basis, for available existing savings. (
it is, the NHA loans, apart from those made by CMHC, have proven fair:
good competition at the institutional level with the government’s own lo.
term bonds, leaving one or the other to rely on monetary expansion). I wo
question the existence of a housing shortage among those able to make
necessary down payments. There is indeed a housing shortage among tho:
unable to pay conventional terms, just as there may be a shortage of
coats on the prairies, if the desire to own one, and the “need”, because
the climate, were the criterion, rather than ability to pay. This is anoth
matter, but many of the home-buyers should not be receiving a subsidy from
the taxpayers by way of favourable interest arrangements, while also forcm&
the government to enlarge the money supply, which promotes repayment Lﬁ .
debased coin.

If steps are not taken soon to reduce this incubus in prosperous times, I
may prove even more troublesome and inflation prone in years to come.

000 000 !
Year : Housing Starts Net Family Formation
i TR SRR TR i B e T AT 102.4 90.6
1 e R s e RS 113.5 86.0
D e e <) e s e 138.3 74.4
163 G L e o T e R R 12753 83.6
il Y AR PAR T Ve S G G } i D 103.6
DG e e Do I e 164.6 75.8

(Sources: Bank of Canada Statistical Summary and CMHC Cdn. Housi
Statistics.)

Central Mortgage and Housing’s Brief to the Gordon Commission thoug
that the 5-years 1956-60 would show net family formation of 348,000, but t
1961-65 period 414,000, the 1966-70 period 500,000.

The People and Parliament

Perhaps it is permissable to change an old saying and observe that “we g
the kind of money we deserve”. 3

The fiscal and monetary policies which have been used to give us, at various
times—a cheap money policy—a policy to promote maximum growth—a po]i
to maintain full employment—a growxng welfare state, must all have
popular consent.
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To some degree the consent may have been obtained by conveying to the

reczplent Probably promises of “more from Ottawa” would still be popular,
~ for there is no lack of demand evident for public funds.

. It is true that Keynes once spoke of “The superior political power of the
- debtor class”, but there are many who believe erroneously that this is where
their interests lie, forgetting that they are the owners of insurance policies,
~ or pension plans, or bank deposits, which will suffer, if fiscal and monetary
policy is oriented, wittingly or otherwise, in the direction of depreciating
money. When this conflict of interest is realized, both by the people at large,
~and by their elected representatives, we may expect to see a closer examination
- of proposals for government action, whether they are to be covered by taxes,
.~ or by borrowing.
: The question which should be asked is “Will this measure, however
) desirable or beneficial to this or that class, have the effect of lowering the
~ purchasing power of our dollar?”
One class of voter, however he may cast his ballot, casts another kind
- of vote, every time he invests a dollar. The deterioration of government credit,
here and in the United States suggests that the “votes of confidence by in-
- vestors”, individual and trustee, in the way in which Federal Governments
operate, are growing fewer. Government bonds are becoming more difficult
to sell, even at higher interest rates. More people realize that the old, wartime
solution, of inflating the money supply no longer merely tends to drive interest
rates down—it also creates more apprehension among the saving classes and
their trustees.

This class of voter used to be the backbone of our society, and he is
growingly aware of the erosion of money, increasingly wise to the operations
of money managers, and the victim of a progressive income tax, which leave
- no illusions of the government giving him anything for nothing. His judgment
= tells him that there is something wrong with the management of our affairs.
~ His investments in real estate, or common stocks may be misguided at today’s
prices, but they are not being made because of the boundless optimism of
former booms. Rather they are a flight from money or money contracts on
the part of a portion of the saving class. If the tendency spreads to the greater
mass of people owning insurance policies, savings bonds, or bank deposits, it
would be unfortunate.

So far these people are not numerous enough to influence the actions
of our legislative bodies, in the direction of a shrinkage in the place of govern-
ment in our economy. They must pay their taxes, and in some degree are
successful in passing them on in the form of higher prices. They can, how-
~ ever, withdraw their savings from the pool of funds available for lending,

~ and invest them in assets other than contracts payable in money. As public
enlightenment spreads, they may become more numerous, perhaps enough so
to become a political force.

One of the Chicago newspapers recently published a sheet of questions
about inflation and people’s attitude towards it, with the suggestion that, if
they were against it, the readers should forward the completed sheet to their
Senator, I understand that Senators Douglas and Dirksen of Illinois have
- received so far some 65,000 “letters”, if this document can be so styled.

I believe there is a similar latent attitude extant among the Canadian people,
which only awaits some leadership. The findings of your committee will no
doubt increase public understanding and strengthen the forces which want
a stable dollar, even at the expense of fewer benisons from government.
~ Let us hope so, before we not only alter our system of government and finance

beyond recognition, but lose our export markets too. We have been dishonest
‘With ourselves for too long, believing that we could get something for nothing.

58,
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Excerpt from a Speech delivered before the Georgia State Bankers Association
by James K. Vardman, Jr., President, the Bank of Albany, Albany, Georgia,
who is a former member of the Board of Governors of the Federal
Reserve. (April 16, 1959)

* ¥ %

One of the blackest clouds that hangs over us is the potential takeover by
the Federal Government of all private banking, either by a straight jacket pat-
tern of controls of rates and services, or by direct Federal ownership. I can
feel rather than see, some of the smiles of derision that welcome such a state-
ment; but I say to you with complete sincerity that, in my considered opinion,
private commercial banking is today, closer to total Federal Government con-
trol or ownership than it has been at any time since 1933.

Why is this true? There are several political reasons for this Socialistic
trend; but the strongest impelling force is the certainty of tragic inflation and
the imposition of total Government controls. Once this transpires, private
banking will pass to Federal domination—and remain in that status for many
years.

We have not as bankers, nor have our business leaders, nor our public offi-
cials—none of them—presented a workable plan for the prevention of infla-
tion—nor has anybody been wise enough to figure out any such plan, so far as
I know.

As of now, all the Federal Reserve will do, or the Treasury can help do,
is to take actions which will defer, moderate, and spread out the inflationary
impacts so that the natural and corporate populations can have some time to
adjust themselves to changing values. You may call this creeping inflation
or any other coined phrase you choose, but the result will be the same. And ;
the only alternative under our present law and system of Government, is a
stop-spending and tax program on the part of Government, and a discount §
rate and reserve requirement from the Federal Reserve that, together, will
stop progress and bring about the bust quicker than if nature is allowed to take
its normal course.

Of course, another alternative is to change the present law and Govern-
ment system and put into effect that bureaucrat’s dream—a complete control =
plan of wages, profits, spending, and production, and allocation of basic mate-
rials. That sort of program would definitely end the boom and bust cycle—
and also all personal freedom and liberty. :
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