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A decade or so, ago I studied and wrote on foreign ownership and
control of Canadian industry for the Royal Commuission on Canada'ls Econooeic
Prospects* This work was undertaken in partnership with Professor Brecher
of McGill U3niversity with a strong assist from Professor Saaan of the
University of Saskatchewan. Both these eminent economists have don. further
work on this subject since that tiÎ,e and are a good deal more "learnedu than
I can evr hope to be. Neither Dr. Brecher nor Dr. Safarian lcnows what I wilJ.
be saying to, you today and, inde.d, may disagree with it strongly. While 1
ami deeply indebted to them for my earlier education in this f ield, they cannot
be held responsible if I turn out to b. one of their flock who has gono astray.

There are deep personal confliets in undertaking to speak on a sub>4ect
many yars after having written about it. I amn sure that soioe of you have hadç
siilair experience. If yogi say that history and eveWts have confirmed your
ftndtnqs, it éounds rather 11k. sm ' g, self-justification. In any event, why
coDI, ail the way acrosa a continent simply to say that you have not learned
alYthing new those ma ny years? On the other hand, if you claim. many new findings,
ar Yow fot rather admittig that you were quite wrong in the first place? I
hop yo<u~ wiltk ail this into account when yo come to appaise iy reak

Perhaps the, heat way to proceed is to look back at the conclusions
r9ahda decade ago and tê re-appreaise theni critically-agist latex evens

and the iewer and perhaps more profound research that bas be*ei coniUucted since

tht tie and my owYt eperience in the. field over the past few years<.

I would also like to devote a little tian. to one aspect of the subject
*hc a reçe4e4 rather scanty consi4 ation in the past. I ami referring to
.theProa political and social asecs th mtter of national independence and
OU' bility to survi.ve as a nation. I wou4d like ai.o t. saay a few words about

P'11.cY - what can we do and what should we do as a nation to resolve the. dilemme
eesented by the fact of extensuive foreign control of Canadia. business enterpri se.

!ist qu,4ck ~look at the facual backgron - t the numbers - then
en nOw. Letume remind you tb4t the first really solid statistical work on
f~orign ouilership and control was don. by the Domiion Bureau Of Statistics tan

89lsao ln respons to requests by the. staff of the Gordon Royal Commission.
The ~ , daedveoe t tha tim haeb up-dated and. extended somewhat. Witing
Ïn 956 wehad to make do with dat relaing to 1953 mnd 1954. The most up-to-dat,
P"bisedmatarial available now relates tp 192



You are aware that wholly-owned Cariadian subsdari. offregcorporations do flot publish financiai stateinents or ProVide public informationof their actîvîties in Canada. Among other things, one consequence has beento make research patclrydff cul Th CoPOeati 1 os and Labour UnonsReturns Acte introduce seerlYua- agop shoUid chage this, but it has flot'
been in effeçt long nuht hav mad muc difference uP to nw you wlbe glad to ]CIow tha th oi kBra of statistwi wepuîîhîgfirt epot ~ryshrtly, based on maerial obtain8ej f 9ao Canda oiTaniesand unionis under this Act.
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ehat does all this mean? When we wrote a decade agoe we said that
foreign direct investaient in Canada is large, growing rapidlyq mainly Amnerican
and heavily concerntrated in the resource and mraufacturing indu~stries., 1'.thiuik.
we can say mnuch the samne todayp with the.adiditional observation that the. absolute
increase has been greater than the relative increa.se, although the percentage
shares of foreign ownership and control, have also continued to grow at a significant
rate, In manufacti4ng, only steel, textiles and beverages haveý escaped deep
penetration t'rom abroad. Writing ten years ago,ý we said:

"It appears probable that, given the continuation of present
po4iQiesp there will occur a substantial expansion 4<riforeign
direct investinent in Canada. For the econoiny as a wholee it is
not unlikely that this absolute increase will be associated with
a relati.ve decline in foreign ownership anid control. For certain
sectors of the economy, however - an~d mnore particularly for those
indu~stries in whicli foreign i.nvestinent is niow dominant -it seeius
reasongble to expect that the non-resident share wi continue
to rise in relative terms as well. It is also to, be expected
that the major source of foreign capital in the years tp corne
wilJ. continue to be the United States; altliough zecent exper~ience
suggests that tbere may also, be increasing capital inflows frQul
the Unitedl Kingdom and Western Europe."

It wouldi appear that our forecast lias been largej.y borne ou't, exept
perhaps in onre respect. We d~o rot have figures. for the total ecoriomy but,. if
wetaetotals for certain sel.ect major catego4ies, includirng oeanuactur4i&g,

pefroeu1m and natur4 gas mining and smelting, railwaysy ote utilities and
mierchandising, (flot a bad figure for a major part of the total economy), the

forignconrolfigresshow a relative as well as an absolute increase. In
thisresectourpredi.ctJ.on was not borne ou~t.

Perh~aps in~ no pther advanced idustriai country» t &Iy tim 1in. history,
hsforeign enterprise penetrated as deeply an'd occupi.ed so extenive a role as

it oes in Canada today. >4preovez,, the fact that suc a higIh proportion is heid
,i ne country of vast indstriai power anid influenc~e in~ the worlds makes this
'station even more unique.

We tugi ppw to a more interesting aspect of 4tir subjecta the meaning
adeffect.s of this wide-spread participati.on »y foz'e4gn enteprise in Canadian

~Indut±'y. Here we cari range a litti. more freelyp unencubred by too qiaey licts.
Facts are liard to corne by in this field because you are dealing witli the subtie,int.ficates andâ hih secretive area of cçrporate decision mak4ng - an area of

intlliene pivyony to yery few indivi4Mals wlio make up th directorates
of uriedinq coprtions. u work in 1956 proceed by way of case studies.
Sinceô tIhat tim a numbr of schol ars have as tied tlisa ground. Io a limit.d
6*tent 1 can add a lite owledge based on personal qeprience. One oan fteverhe sure that iformation drawn from case studies is accurate. Thene isq however,

-a sffiientrane ofcomon indings tp suggest tliat a few useful thLng. can besai reib bu the bhviour pattern of foreign control led corporations.
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Our ealier study approacied this que stion unde~r three headings:

f I) How far doês f oreign financial cortrol by a Corporation
get translateâ into acWual control with. respect to the
principal corporate decisiofls?

(2) Where foreign controlijs in fact exeI!cised, is the behaviour
of the foreign controlled corporationl different than a corporation
under dooestic contz'ol?

(3) If differ'ences in behaviour occI3Z vhat are the coIIsequerIces for
Canadian econooeic inteests?

Tbèse ar good questions. I wish we had good answers. Let meiflter1êOt thatp whn *ê talk about foreign cnrlied lterprise in Canada,we re alin I4ainl' about United States enterprioe$ bècause this is where
most of the work and m~ost of the concern has been concentrated.

Fist the question o0f the lOcu~s of control. By this we mean
effective cont4ol, sincè the issue of financ.al cOnt-Vol is of~ courses enmbracein the deflton of a diec inetn Company. In Our earliex, works we fouthat it was not possible to make any si MPl, genex'alization Case studies yie1a rather broad spectrum of control poliCyq whc varied from complete directia

by eadoffceof venthemot miuedecsins, to virturally completedcn

enêie in loa had an th Major decions such~ as< investment, nèw polih. sprcin 1an s o subect tO clos surveillance from head office.
M a y f a t r i n l e e th e p lace th at a p ,r i u a en t eè pris e o cc1 *

in this broad spectrum: tradition~ andl business philosophy of the major sharhwhther the major shareholder is a paetcman nae in the same bùsiness
a g e : a n m a u r t o f t e e t r r s ;e t e a W h o ! y o w n e d s ub s i d i a r r p b ic ,o p à n w t h a n d i a m i o r t y a r i c i a t o n ; t he c a i b r o f l.o a l m a n a g e m n -andman oherfator. n te aseofthe large resure and utilftyCoafwhr ajor~ ownership was distxributed over a large nwbro non-residen hrthe pattern ind±cat.d rather more local Control, As might be expected, hw a -m r ty p ite l f o wh l Y - v e su s d i e of f o e g c o p r t o s n a OI*smlar prdcion. Other res.. chers cometn ntelcýo fetVcoto ae oet bout thpn. e ý1-- -hiO ~ lc~<fé

I believe that colitrol-i.
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Our earlier study examined most of the key decision-niaking areas in
an effort to determine whether -the fact of foreign control resulted in clifferent
decisions - e.g., marketintg procurement, personnel, location, proiduct lines,
research and developmentt support to charitable and commuriity activities and
othez- areas. Here, the findings, if a littie more explicit, were also cautious.
Again, the behaviour patterns were so varied as between different companies as
to defy generalization. Areas were identified whereq because of their àlobal
or continental nature, the behaviour of a foreigrn-controlled enterprise differed
from that of a Canadian-controlled coxppany. Examples were cited1 where this led
to policies and practices with identifiable adverse economic effects for Canada.

Paradoxically, we found that the p9licy or practice in question often
had a double-edged effect, with both advantages and~ disadvantages experienced

YJ.at the sanie time. Let me cite a few examples to illustrate this observation.
But, before doing so, 1 would like to offer one overriding comment which I
believe establishes the right framework within which particular cases may be
appraised.

I quote from our earlier study:

"The keV to an evaluation of the effects of foreign direct
investment (as of investment generally) is the overriding
consitteration of maximizing profit. This gives ta private
economic decision-malcing a fundamental urity of purpose that
transcends the varlous geographic locales in whic~h the
ttecisions are mde. Coffçanies opaerating in more tha one
country may b. expecteds in the long runt so to respond
to market demands and cost consideratioiit as to ax~i4ze
their global prof it.»

This, after a11, i8 a basic proposition derived from economi4cs It
Isto ften forgotten in the. heat of emotional discuMssion on the subject of

fOrignownership and contrai. In themain, it h'as been born>e out by empirical
ivsigati on. It comfa4ras broadly tom wn experience i.n dealing witI both
f t'Og andl Canadian-controlled corporations.

VIn the f ield of personnel policyp senior maagmet poss ar often
fillOdg by c.refuily selected officèrs frpm the parent coiipany* Qfte this is

eoeon a rotational basis as part of the overall training policy. $uch a
8stem provides management skills of a higher quality than wul be available
' fthe- choice wer confined ta Caniadas and th~is no doubt contriutes to th

Viflenc and> growth of the. enterpr 4s. But it als mens thtsniopr persnne
dýw rm home b...ote rgard> their posting in aaaa sepn-tn

4nd a aconeque.j do net integrate fui y iritothle farco nd bses
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I cou].d go on to examine other aspects of corpoxate decision-making
such as pricing, labour relationsp charitab]le contributions and 80 on. In
these areasp mi.nor differences in behaviour cari also be identified which reflect
foreign control and foreign influence. In some instances, these differences
Yiel.d advantages; in others, they yield disadvantages. The performance is mixed,
ànd t~he disadvantages are usual].y not very serious.

One aspect of the operations of foreigri eriterprise in Canada vaiich
has attracted considerab.e attention is the practice in relation to the sale
of equqity shiares tc> the public. Many of the larger Canadian corporations
conftrQo.ed from abroad are wholly-owned subsidiar4es. While the shares of the,
conlt.rinenal or globeal operation are traded freely and available to Canadians,

ther is n opportunity for public participation in ownership of the enterprise
opraing in Canada. Many Canadiaris belleve that it would be desirable for such
enterpriss to make their shares avallable to the pu~blic. And they have draun
on a variety of rather sophisticated arguments to support their case. Canadiens,
it is argued, are entitled to an opportunity to she 're in the fruits of erterprises
operating in1 their country. ~Partjnership by Canadians, it Is held, will ensure
in4ependezit Canadien representation on the board of directors and the injection
of a Canadian poin of vjew into the decision-makirig process. It 16 pointed
outp that sale of shares wilI, convezt the. enterprise to e public coupany so
that financial and operating reports wili. be available for public scrutiny.
In furtiier support of the, desirability of an equity spin-of f is the fairly
co~nistent researchi finding to the effect that conm>enies open to Canadien equity
participation do, in fact, demonstrate a keener awareness of Canadi.an interests,

.adare i~n p'actice less tightly controlled from abroad than are iwholly-owned

The counter-arguIIents are also familier to you; they are no les
subtle. The, existence of minority shareholders impairs the fJ.exibility of
OPrtin wich is desirable in the. interests of efficient oper;t.ion. A
closr accounting of financial transactions betw.en the. parent and suibsidiary
MIuld be required, often to the detrioent of the suibs1diary. Sometisu<s the.

Caei put rpch more f rankly; the parent corporation ha. takeni the. risks and
dOe nt see why it should shae the profits with outsiders.

Objeçtive studies tend to the view tiiet #oreigncnrle opne
wit Zoalparticipation are ziot et a significant dlsadvantag ov.r wiiolly-

OwIIei subsidiaries; and generally support the case for making shares availabIe
to the public. Apart from the, advantages already mentioned, sucii a policy would,

,aethe additional merit of rmving an off-rêcited, and soeetis deeply-felt,
greance about the operati9ns of foreign .ntxrprise ini Canada.

has Another aspect of the. ppe:ptions of foreign enterprise in Canada which
f' tt td a good deal of public attention concerns the. relatios&ip betwen
.origngovrnmnt laws and ppliiesan their influence on the. ativities of

Caàda nteprise c~onld abroad. Our esrlier study deait onIy brietIy
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In recent years Instances of extra-territOrial application of UnitediStates laws and policies hav becme mo-re 'common. A study prepared by KinglnanB3rewster, -Jx., of Yale UniversitY for the Canadian-.American Committee',examines
this aspect of the problem, rather more fully, 1 recolýmmen it to yo u-as anOriginal and worthwhile contribution tO Our ktfowledge in thi s f ied Inatiuait examines the impact of uniteti States tax law> -anti-trust l feIn-astscl
control andi the Trading with the Enemy Actq in tem o their impact on th
behaviour of United States controlled co:rPOrations in'Canada. It points outfeatures of Unitedi States laws which, favour branch as agaînst subsidîar oprations, militate against the of fer of minority Presipadet ry he eral
.developoent of exports andi production inl certain directions. tîn&eth,in strict economic ternis, the ýadverse imathsbe IIag0nl aloug th
recognizes the possibility.of rather more severe impact in sanie cîrcumstances.Of spca interest la his f inding that the real concern ispolîtîcal rather.than economic - a sense of loss of sovereignty by vi-rtue of teetaertra
application of Unitedi States laws.th xrerioîl

We shahl have more -to say about the polîtical implications late1r. Itshould pethaps be noted here that in this whole fieldi of corporate decision-making, o f which foreign laws anti regulations are onîy one elejoent, it is th~efact of foreign control rather than the way in which control is exercisei thathas led to much of the worries andi concern.

Mention shoulti be made here of a r-ecent development in Unitedi Statesgovernment policy which ia perhaps more iflP)otant in ternis of potential adverseecQfonod.c effects. I refer to the recent efforts of the Unitedi States Governufltto deal with its balance-of-paynients difficulties through moral suasion andiinformal directives to AmerIcan corporations with financîaî, anti trade connectionsabroad. These directives andi u-rgings havet with more or lese preoision, excludedCanada foma their application. But given the informaî nature of the policypthere would appear to be scope for vaXied interpretation of how Canada is tobe treated and how individual enterprises will respond. T'he policy is nmichtoo recnt to attempt an appraisaî Of its impact on Canada. What Is significSfltphowver i that, by virtue of the extensive participation by U.S. oontroll*denterprise in Canada, the potentiaî for coflflict betweevt the national inter,'ètsof the two countries is particularly great, The fact of foreign control could
~ ~ dree o amb enle if United States policy andiCanadian policy lin the matter of balance of payments were to pull in oppositedirections.

Eiiough has flow been saiti- however cursory anti incomplete - towarnan opinion as to the overall econooeic effects of forelgn enterprise Ini Canada-.
There can b. no question but that Canada has deriveti tremundous* onoi benefits from3 fozeign direct iflvQstment, The search for profits teOgthe operations of direct-Iinvestmunt cOmpanies hati led to ativantages for Çaadwhc pemet every aspect Of its developmentp including the rate of eonoigrowths standards of living and industrial diversification. Without theseenterprises, much of the investment in Canadian industry would have taken placejMUch more slowly and at a higher cost, if at *alI. Through the operations Of
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foreign enterprise, Canada has received a supply of capital, entrepreneurial
skills, technological know-how and mnarkets which, for magnitude, quality and
stimulus to growthe has probably neyer been surpassed anywhere in the world.
There is no shadow of doubt that without them Canada*s industriai development
and living standards could flot possibly have approached their present levels.

It is true that instances of actual and potential adverse economic
effects have been uncovered. For the most part, cases of divergence of interest
arîsing from autonomous corporate decisions have been found to be few in number
and marginal in their impact. Indeed, many of the "adverse" situation turn
out, on close inspection, to be dictated not by the external control factor but
rather by other considerations, particularly commercial policies.

There Ise of course, the overwhelming fact of the size and power of
our neighbour to the south. This has an influence on the activities of Canadian
enterprise, whether foreign or domestic controlled. one cannot ignore the actual
and potential economic disadvantages which f low from the fact that foreign-controlled
enterprises are exposed to extraterritorial application of laws and policies over
.which the Canadian Government has no control. But adverse economic consequences
for Canada arising from foreign laws and policies have thus far been marginal.

By conparision with the economic gains so obvious to ail of us, the
adverse econom.c effects arising from the operations of foreign enterprises in
Canada are flot of large dimension. Any objective economis judgment based on the
facts as they are known ta us must yield the unequivocal conclusion that, froman ecanomic point of view, foreigndirect investment has been good for Canada
And its people. These are the conclusions we reached some ten years ago; these
are the conclusions I reach today. I have seen nothing in the studies conducted
by others which would lead me to alter this judgmeit.

Eailer in my remarks, I referred to the POUlitical and social
implications for Canada of the extensive and growing foreign ownership and
control of large segments of the Canadian economy. I fear that, in devoting
s0 niuch time to the economic aspects of the problemI may have led you astray.
It may well be that 1 have obscured what are really the central Issues - the
-Political aspects, the grand international issues of sovereignty and Independence.
Inl our eariier studies, we zecognized that, underlying much of the concrn about
foreîgn investment in Canada, was a deep sense of disquiet that contrai over our
destiny was gradually slipping away through economic penetration and progressive
take-over of key Canadian industries. In its sinplest and most direct form
(aîthough rarely put In this way)q the question is whether a country can have
a leaningful independent existence, in circumstances where the nationals of a
siagle, large, overwhelmingly powerful country own and contrai a substantial
Part of that country's basic resource and manufacturing industries.

Our earlier study recognized that the political and social aspects
Of this whole question may well be the really fundamental ones. But we begged
Off on the grounds that these aspects were outside aur terms of reference. I
ami certain now that this approach was much too "clinical". It is a mistake for
30cial scientists ta coumartmentalize their respective disciplines too sharply
enid still hope ta say significant things about a problem which has so niany
c0fljlex and interrelated facets.



-ý 10 -

<It has been a great disappofltnt to me, and I amn sure to ai of
you, that so littie systematie anid orderly investigation has been carried out
in this f ield by our colleagues the political scien"tists. I would like to use
this occasion to mak e an appeal for more <work and early work by Our colleagues.

I should like to speculate ýa littie on the political 'aspects of thîsgreat national issue and to of fer a ýfew personal conMents on where these
speculati 'ons have led me. In its 'simplest ýform, Canadians and others who arecorlcerned about the political consec4uences of extensive foreign ownership andcontrol of a country' s industries, argue that ecorlomïc independence~ go hand

in andan tht iparmeit of the one will lead to impairment of the other.In the context of the Canadian debate, this PeOPOsition has rarely beenarticulated either in theoretical or practîcal ternis. ahrithsbe
stated as an obvious fact, an obiter dictuni, with the r adnu thas man out
including highly-developed countriese,have acted uponitwtotayparn

nee teproe te popoitin. Perhýaps it is a seif-ev-*dent truth; and perhapsthis is why politîcal scientists.i Canada have flot chosen to investigate, this
«relationship.

wold I suspect that adherants to this viewpoÎnt, although Most of themwudprobably cieny it, have, through some poeso nelculomss
been influenced by the propositions 0fA4r s doog îtee a th oes of
stat~e and of imperialism. Certainîy, ewo slvninaduortcSoit
today would r.endorse the proposition thtew o neU s i fn thn a n ofdouci
contr.a. the state. We know it is flot so. the lilarsy ofte would f srodcionh

p~itîcp&ton y fregn nteprie i or econoffy any sinîster motivationassociated with imperialistic objectives of the UnitedStesotaeor
Canada. It would take a vivid imagination ifldeed to SUStsp t collsio oer
conspizacy between the thousands Of individUal prpae can colusatn ivo 5

with the Government of the United States bent oniat ababnd usorofat dIretfls
our dome.stic or international politî05 . T oes ifid ividu s have f adeingzft

j~ anaa oer he xtnde peioâof ine for the Purpose of making profits.Tbey are aften ini sharp C0llPetition with one another, Their actîvîties have#
presentq woecd byc tef Uifteh States overnent, which at tumes, such as a~ swold mch peferif tey decided to keep their mnoney at home.

conz,'leAt the other extreme is the view that what realîy inatters is not Whcot sthe contry's industries but rather who mkstelw.C roa~like all oher citize>nss must abide by the lw Of the land and it mtters
littie whethei' the OWflbrs are Cfnadians or foriges ths viws hooati Ç

supericial plausibilîtY. But it appears te mOeiUnze. Thi s e ate a crtain
legilatvp~ ~ocas-rom the People an insBtitutions ta aei p Oè~are not abstractions that live In a vacium.I any t or anie o it pa ovrne1'"
in p~type f dm cy, there is coftinuou and comPlex interaction betweengoenmn and the Peple in the legisative Processe And it is mobre tha 3~mate of legislation, it is the whole cOmplx of attitudes and Policies thatogether make up a countryf s pQI1tics. ItL iiî ac htbsn$eneprs has a Powerful influence on g It is~ a ipl fa that bsnerss

cotole from Outsid, the country, and itfotlkyta theat etitudie s
pressures emanating front ut will refletinptthiteet ad tio
the people who control it, si O ieyta h tiue n
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I suspect that most of us, whether troubled or sanguine about foreIgn
ownership and control, reject bath extremes and occupy ground somewhere ini
between. There are many variations In the inbetween vý.ews. Let me try a f ew.

One uine of analysis which has both piausibiiity and merit runs like
this. No country is completely sovereign. Ail oui links with other countries,
whether political, economic or cultural, limit our freedom of action In some
degree. This, they say, is particuiariy true of a country like Canada with
close financial, trade, cultural and many other Intimate links with its large
imposing neighbour. That country by virtue of its size, weight and power is
bound to have a very strong influence on ail countries,. but particulaniy on
Canada. Contrai by its citizens of Canadian industry Is oniy one channel of
influence; important, yes, but no more iMortant than trades finance, culture,
education. Canadian views are influenced by ail these and governments in
Canada cannot be obiivious ta the basic truth that these links and influences
exist. Why then get ail excited by one particular form of influence? What
worries me about this lîne of reasoning is that it is ratherr'too easy ta suld.
from it ta a reiated and rather defeatist view. We have so littie real sovereignty-
and can have so lîttie reàl sovereignty alongside the United States - that there
is no point in wonrying about foreign contrai of aur industry.

Ciearly there are many restraints on Canadat s freedom of action.
Clearly, too, there are many instruments aed links through which foreign
influence is transdiitted, and restraint exercised. But they are additive in
theix total Impact - and they are by no means equal In their wèight and influence.
Many people believe that foreign ownership of a country's industries is a rather
dIirect and powerful Instrument of foreign Influence and as such deserves rather
special attention.

Stili another lin. of reasoning holds that large corporations with
International operatians are themselves becoming internationalized in personnel,
attitudes and policies; they know no national layalties and act on behaîf af
their international shareholders. As such, if they have any limiting effects
on national sovereignties, they do not discriminate and do not project the views,
attitudes and policies of any particular nation. There is some truth in this.

W. are f amilial with large corporations that faîl into this categary. But the
fact is that such large international corporations are not typicai. Most
Corporations we are talking about, and which we know have ultimate contrai
0ver Canadian enterprises, are United States corporations, with head offices

In the United States, subject ta United States laws and under the direction of
United States nationals. While this is an interesting idea, It just isnt

tre- at least not yet.

There la one further theory which 1 wouid 11ke ta mention. It accepta
the Proposition that foreign contrai doese in fact, provide a powerful instrument

fol. political contrai, but arques that, in the context of U.S.-world relations

Igeneral and U.S.-Canada relations in particular, the United States would neyer
Iish ta exorcise thi's power. They have ta get aiong with Canada. It is essential

f02! their world position that they do. This proposition intrigues me. But Itys
a kinci of brinkmanship that, ta say the least, makes me nervoup.
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We can..go, on describflg antd di.scussiflg variations, onlt~sthm nI arn sure. it would be enlex'taii.g iwould like to 0f fer (his t1y and ti
prvo0fý) MY, own viewpoint. But bef ore I do, let us, have a quLick look at the.empirical evidence - such as we have - because mine is a rather more pragrnatic
,epproach than a Sntter of doctr'ine or' ph.5.1sophy,

ha'ç What are the facts? Th~e fact 1$ we don't hale many facts. 'if we try,r w an corne up wi.th examples of interventions by orx on hehaif of foreigncorporations wj.th businiess interests in Can~ada, hhhaetedt-sotie
sucesu1l - ~l~~n aQ~LQ inCandaContrarY to declaredl Cýanadian policy.Ihere are cases of strorig representations by the United States Governiment. agalnstCanadian measu'es or' impending rneasures on behalf of U.$S. Copoainw.t

inteest inanada; cases of Canadian corporations Gontorin Uited
States who have resised Canadian policyt sayo in trad Winth Cheina theUiedthey were concrne1 about possible aPlcadn0fUS lwst Chr a U.S. uiç

opnon ases of action by Canadian CoIJpanies whos awsos hav Ueen ptublic
i5Ifluenced by United States anti-trust law, even teug lCanain hae ee wongYIav
j.ermtted quite different decisions; cases ofug Canadian laerw~s s wou have te

baytheîr parentpO$ com iÇie I pin Cndai vrtuaîîy the saie terms, formulatedby teir aren popanis aMopp si mîîar POlicies in the United~ States whelcircunistances in Canada were quite different;caewheprnt opnisav
dire~ tbeievdi tan in suidie t epfollow a Pa-rticular line Of policy becausethey~ i.eçi t t. be Unewith eseed irterests of the United StatesGovrnment withput regardi for' a diffex',nt Canadian intx'est, A he'

al thBt e casessa this; wekoilot d these cases taîen togethe, at ].e#t
~ ~. ~ we kn~w abou, do rOtlOM very large i.n thie total coiilIx

of Ou peo •c and polUt4cal l'e It cafl hax'dly be argued on empir4cal m
that, up to now at least, the large fact Of large foreigi c0ntrol 1ve gonasf
enterprîses has signîficantly lind.ted Canada's freedom in domestic or internatiOfiapol4t4cs.

been ucky Ove mos t u fct~ But i's it a' Conclusive fact? We Inay, have
b ~ a ~ L ç k , ~ ~ f Q $ 1 Q o u F c e n h s t r y .«t l e s s i n c e t h e U n i t e d S t a t e s

~smer baet w5oeen Ie Canacian U iedtatstr theze has been a remarkable
t betes. wehaenCadp anV d re te St "eOnomict political and strategic

~~ Wehe hove made Posesitblet fO Wr objectives that we haveheld~ ~~~~~~~~~ er o ~ q , T i a a i t p s i î ~nterpris .5  in Canada p contx'#J.Udin the United State, tp gidie themselves by cOlideration of maximizing roturnwithout worrzying about IlLxed POlitial loyalti.8 , or mixd POltj.cal attitudes Or

Some May say that this phenoinenon sisî h esr n vd*Of our lack of independence. I dontt belîv is sebeus the aueanren a
good evidenco to show that we forinueve. th, i sbots, qecut ne.ne tl
an in Ou own national interests a te hs betvs ut needn

But Our POlicz*s have~ vari.d rz ti.totm-onraeWh
~ Cba an ~ nu~,r~f mallr issues« ln some Of thes. inatan#aqsome frustration~. £rs9  Bl OC;l .ft the heat and have expein9

smo rtratidore What would the Situation b. if thee ere to occur moreimprtat ad mrefrequent conflîcts Of PolicY? This could happen - and this
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would, of course, begin to test the effect of substantial United States control
over our industries. Would we be able to strike out Independently and make it
stick? Would the fact of extensive United States control over our industry
make any difference in how such differences were resolved? I don't know the
answer; nobody dpes.

I believe that it should be possible to find solutions which wil
avoid any further political risks, while at the same time enabling us to enjoy
in good measure the formidable economic advantages which f low from the participa-
tion of foreign enterprise in our economy.

This leads me to the final section of my remarks. What can we# what
should wee do about this problem? It would not be right for me to recomrnend.
specific policies from a public platform of this kind. I woulds howevere like
to review briefly policies and measures which have already been adopted in this
field " and to say a few words about the broad approach, the frameworkg in which
we might'look for possible solutions.

Concern about the extent of foreign control of Canadian business
enterprises is shared by all the political parties occupylig the Canadian
political arena today. While there may be considerable difference as to how
to deal with the problem# it Is noteWorthy that the last two administrations -
though of opposing polîtîcal Complexion - have each introduced legislative
measures designed to slow down the:extension of foreign control of Canadian
efterprise. Apart from formal action, the moral suasion that both administrations
have sought to apply has reflected what fs virtually a'multi-partisan philosophical
approach to this issue. A good deal of the factual basis and the conceptual
framework for these policies have been drawn from the 1957 Report of the Royal
CoMiission on Canada's Economic Prospects.

The Conservative administration under John Diefenbaker took several
important steps in this field and foreshadowed'others. Legislation was passed
in the period 1957-1963 to keep life-insu:rance companies under the control, of
Canadian directors, to confine oilt gas and mining development in the territories
ufider federal jurisdiction to interests controlled in Canada. The Income Tax
Act was amended to remove the differential on withholding tax whichq unintentionally,,
f avoured wholly-owned and majority-owned subsidiaries and also branch plants.
The Corporations and Labour Unions Returns Act was introduced to extend the
leporting requirements of aîl corporations above a minimum size operating in
Canada. Legislation was passed to ensure that radio and television broadcasting
Ini Canada would have a minimum Canadian content; and that broadcastinq stations
10,41d remain under Canadian control. (1 am not sure when the Canadiai Football
Association regulated the number of United States imports that could play on
Canadian professional football teams.) Legislation was introduced but not *nacted
3t the time that the Administration changed to prevent the further establishment
in Canada of foreigri-controlled general consumer magazines.



-< 14 -

In the period sirice 1L962, Mr,ý ,Pearson',s Liberal administrationinitroduced further ma~sures. The withholding tax was modified to provide anincentive ta forei9rI-controlled corporation$ ta take in mirlority Canadianpartners. Afirst versionl of this legielation was Moflc d ta reduce theincentive. A measure ta impose a heavy penalty on foeeign takeovers wasabandoned ini respanse ta pr'essure from bath inside and autside Canada. Agenez'ous capital-cost allowance aimed at stimulatii 9 new capital investmentin the private sector was extendied anly ta corporations that 0f fered a minimumdegr~ee af Canadian ownpishîp. Regulatary insurance leglslatj- a mrdc
ta encourage life campafle ta-qiea larger share of equities in thei~rportfolios. The withhalding tax was modified ta encourage capital inflowsin the form of debt securities as caMpared ta equity învestment.

In the last budgetp additianai steps were prpse nd are now before~ was inroduced to amend the iBank Act whichs ýam0ng other
<t1hingse will ensure Canadian contrai af chartered banks and will Umiit theactivities of foreign-contralled banks in Canada. reouinws.noccdto prevent foreign contrai af Canadian newspaper.s anA rsta onn Cas ndn
periodîcals under foreign cotont hs to0 coat n fine ea suro

wasinroucd ~ta~Lsha Canada Development .oprto wiht e exprepurpose of financingp under Canadian Cotol .r11wretiojcet athe expess
enterprîses, ~ ~ ~ ~ 0 1iasotprid Po f equity capital which tould bid forenterprises exposed tQ fOzeigrt tae-over. The generous capital-cost allowanceon new investmernts - which was cOnfined to enterprises open to Canadian equityparticipation - was extended for a further period. Public statements muade bythe f4nster of Finance and~ thes cOntinued to emphasize a policy of discGurai>9furthet extenlsion of foeg-otold enterprise in Canada.

and Talcen together, these measures Over the past deçade are, in numberadquality, a rather formidable CXpression o~pbi oiyo hsiseo
fe ign jt e n t a i n n the Canadian ecoeither I know you do nct expect me toevd ate the e m asues, eit ax.from. the Point Of view of strategy or of thb*robjectives. I t-rtst that cofletent Caaan schcflars will pexioru tjds task.1 would, howevèz', like to offer a few conciudîn, cOmmeents on policy.

__ Firts we should be clar as to Our objectives. I woui< sgget~ thatwe shud as fr as Possible, aimu to discour~age the extensin, on balance*the hare of eanadian business entexprise controlld outside Canada. I am~thi~ki~ ~er ofactalContro]. rather than statistical control. &hiéh is thetechique w. now use for measuring degre. ffrj otai. Iw itfFere between enterprise ioX,~ bOf fru n e ontrpi. wI am dst.. .1 'n
Canadian participation.,hlYondara lo nepiewt ereo

Second, we shoul.d ai to reconcile thîs f 4xst i~rty U hdesrabtlity of continuing to draw onfrî iet implertiv wh the~
~,, sinîfîantcontribution to the growth and *fficincy of the Cnadianthecnady Thil econUîaî 0  wi.fot b. easy; indeed, it is at the heat OftheCaadan flennaBu o bjeie.tt fr'om a Practj.cal point of view, hoappaenty cnflctîn Obectvescane tO sODme degre,, be reconcild,
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To help resolve this diiemma, I believe that the guide to ail policy
measures in this field shouldt as far as passible, be positive and flot restrictive.
A restrictive palicy will tend ta discourage the desirable as well as the undesirable
fQozeign d1i0e investment. Such a policy would Inevitably unleash divisive forces
ira Canada which wouid themselves weaken aur national unity and independence.

We ehould flot negiect the maximum use of moral suasion irn ail itsý
fornis.. Foreigna enterprise has a very large stake ina Canada., It shouid be given
everèy opportunity to learn why Canadians are troubied, and what Canadians expect
of them if they are to be accepted as "good" corporate citizens. This is a slow
and difficuit process; but past efforts have produced some useful resuits and
-it, should be stepped up. Discussion ina the past decade has produced a code of
good 'behaviour which, if adapted wideiy, wouid ease the public tension and
moderate the exercise of foreign contrai. The areas of corparate decision-
making ira which there is need for improvement on the part of many corporations
we're outiined earlier ira this paper. Not least of these is the making ;qvailable
of'equity participation ta Canadian investors and the appaintment of independeat
Canadians ta boards of directors.

But efforts of this kind will not be enough in themselves. Other
Mleasures and new institutions wili aiso be required. I do not claim to have
any special prescience In this field; but I have two thoughts ira particular
~which I believe menit consideration.

The fîrat conceras aur commercial poiicy. Studies on the subject of
foreiga ownership and.contrai of Canadian industry almoat invariably refer to
the influence which Canadian conxarciâl policy) and the commercial policies of
Our trading partners, have had on the structure of aur secondary Industries and
on the patterna of ownership and contrai which has emerged. The analysis is
'isually in ternis of the incentive set up by Canadian tarif fs ta foreiga enterprîse
tO estabiish branch or subsidiary operations ina Canada as a means of leaping
OVer the tarif f. Further2 the existence of tarif fs abroad inhibits the develop-
faent of such enterprise ira a direction whiçh would permit exporting either ta
the country of the parent corporation or elsewhere. There is littie question
that commexciai. poiicy hast ira fact, had effects of this kind. I would like
tO carry this analysîs a step further,

Maray foreign-owned f irins are set up ta produce ira Canada a range of
Peoducts identical ta those produced by the parent cozxpany - but on a sînaller
8cale - and almost always at higher cost. Such enterprises typically rely on
the parent conç,any for their designa, research and development, business services,
n'tketinq techniques, sources for conmonentsi and machinery. Even ira operations
?$ this kind which are often no more than asmall-scale model of the parent, it
beCOmes difficuit to see how such an enterprise ira Canada can have any real
Ildependence ira any of the principal corporate decisions. Indeed, one can almost
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While I have not investigated this Inatter fully> I believe that therei.s evidence to show that the reverse is also true. Foreign-owned manufacturingenterprise established in Canada to produce unique products for world marketspor at least North American mnarkets* have a good deal more independence.. Onewould expact this to be so*, To produce specialized products requires back-upat ail stages of design, developnent and marketing, which requires independentdecisions for successful performance. It would simply flot be practical businessto provide such back-up by remote control Directors and management associatedwith such opeirations are bound to develop attitudes and capacities which makefor industrial independence.

It has often been observed that foreign ownership (and hence controi)of 'Canadian buisiness has been an essenti-al feature of aur Indust-rial expansionbecause of the dearth in Canada of equity capital - and especially largeconcentrated blocks of equity capital capable of financing large-scale riskyenitexprise. Certainly this has been true of earlier periods of our history,andi to sorie exterit remains true today. At present, the problem of adequatefinancial resources, I suspect, is less a matter of total savtngs'and investntthan of the f orms of these savings and of the attitudes of financial institutiOnswhich have responsibility for the deployrnent of investment capital. The short890of pools of equity capital has been feit particularly In the financing of largeresource projects, and also in situations where existing Canadian enterpriseshave to be sold. The proposai to establish a Canada Developrnent Corporation andthe recent creation of provincial institutions with similar purposes May conti3uteto overcoming ths gaps. The .rnergence recently of large private-investmentcompniin Canada and the change in the Insurance Act should also help. IThesearea benninge but~ more will have to b. don,.

Itwol be a inistake, however, to attribut, too much to the shortageof .qity capital. Foreign, direct investm.nt is more than a matter of providinglequity mogy Along wgijtj it has corne deýign, technoiogy) entrepreneurial abilityeassured rnarkets, and niany other elernents which combine to make a successfulbusiess ntepris# I thêse matters we will have to do better, in the future0thnw ave in the past. In the matter of building Up our capabuîîty in Canadafor design, research and developrnentp and tecýnical know-how, I amn hopeful thatthe new Federal Depprtinent of Industry will b. able ta make a usefui contributiOnA start has been made in this direction, and I amn pleased to say that a flu1flelof important programmes have been introduced and others are flow in the courseOpreparation.

In the matt~er of trained business personnel, profssional managersand entep eneur a l a lnt t we wilI have t o turn ta you p the le aders and l s
pros~petive ledr of our business Sducational ins~titutîins Fore in the 1-aknalyi4 alps al Our problems are pz'oblerns of people, and we will have t

wor *h rd nd qu4Qkly if we ar to kep up witb Ou co p t t r abroad.


