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I am happy as a member of the Canadian Government
to be invited to speak to this important American business-
man's meeting., I suppose that we Canadians are apt to
take for granted our rather special relationship to the
United States, our special relationship of being old
friends, next door neighbours and good customers of each
other, You don‘t always find all those three qualifications
running together.

One result of this special relationship is that

Canadians often have the chance to come down to visit and
" to make speeches in the States, and similarly your public
‘men and business leaders are frequent and welcome guests
in my country. -

My topic this afternoon is “Canada's Trade and the
World's Trade®". That is a vague &nd general title. More
specifically I am going to talk about two things. First,
I want to give you an outline of Canada's trading position.
Second, I want to talk about the problems of trade between
Canada and the United States,

, Canada is a good example of a type of economy
quite different in a way from that of the United States.
It is an economy in which a large proportion of our
national income comes from international trade. About a
qQuarter of Canadian incomes come from setling our goods to
the rest of the world, and about a quarter of our incomes
are spent on goods produced in other countries. Canada is
an example of what you might call a “high-trade"™ nation.
You in the United States do a big exporting and importing

iness, but as a proportion of your total busipess it is
much less than ours in Canada. I believe that only about

per cent of your incomes arise from exporting, and

about five per cent of your incomes are spent on
imports, To people who are in the importing and exporting
ot Siness, these percentages don't mean very much, but from
th° national point of view they reveal a great deal about
he shape of our two economies.

dls We in Canada are much more sensitive to economic
s turbances arising abroad than you are in the United
h;ﬁtﬁt‘ because we must make a large part of our living
Selling to customers abroad, And, of course, we are
- icularly sensitive to changing economic conditions in

United States -- because you are our best customer and
&re your best customer. | ‘
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A few facts will help fill in the picture, When
the territory that is now Canada -- a territory which
Voltaire once contemptuously dismissed as a "few acres of
snow" -- was first being explored and settled, the ma jor
sources of wealth were cod-fish and beaver. it was with
these natural resources of a wild land -~ and sea -- that
incomes could be earned. And it is still true that a very
important portion of Canada's international trade is with
the primary products of the farm, the forest, the mine and
the fisheries of the rivers and the seas, There are certain
basic commodities -- wheat, nickel, copper, lead, zine,
pulp and paper, timber, fish, asbestos - of which we are
large-scale efficient producers and with which we can
compete in international markets. It would be unsound and
unwise for us to try to switeh labour and capital away from
the production of these products and into the production of
the various goods which we purchase abroad. And it would
be equally unsound and unwise for our customers to try to
get along without that economical Canadian production,

But the last generation, and particularly the last
twelve years, has seen the development of extensive Canadian
industrial capacity, Our early industrial undertakings were

designed either to develop some product for the local
market or to work up some raw material into a more valuable
state than its raw form, A large portion of Canadian
industrial capacity 1s still devoted to the preparation of
primary products for the foreign market., There is
substantial Canadian investment in mineral refining capacity
-~ 1indeed one of the most obvious examples is the aluminum
refining industry established in Canada because of cheap
hydro-electric power, but dependent upon imported bauxite
ore,

But what is more significant, I think, is the
rapid expansion of Canadian manufacturing, As I have said,
manufacturing in Canada, as elsewhere, was first established
to serve the local market, The First World War brought a
rapid expansion, particularly in the metal-working
industries. The twenties and thirties brought increasing

reserve of skills, But the great eriod of
which we are still engaged, began gith the nggggséggidin
War, The needs of modern war forced a rapid expansion of
our manufacturing capacity, - A good many of us used to
think of Canadian manufacturing as being pretty high cost;
we thought that most Canadian manufacturers could serve
only the home market, that they woulq be unable to compete
in foreign markets with the Products of other countries
where manufacturing firms had beep longer established and
where plants were somewhat larger. But the Second World
Z:;azggytggaggggeggzgt eigansion of Canadian mangfacturing
o ny Canad
compete in many foreign mariets,aaigntg:?ugggiuggig gg:t

if ort restricti
man;mgtherso Ons were removed they could compete in

The expansion of Canadian fac
more self-sufficient, Of course, cg:%:z;o:rggslnot ggg; &
once had to be imported from abroad are now 3 % 'E da.
But our needs for manufactured imports have ?ﬁiﬁtiﬁ tanl
otgeiharticles. Given the complexities of mode - guction'
an € variety of modern wants, there alwaysg .{ﬁlpﬁg large
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from abroad. -But there is likely to be.a-continuing shift
in our demands as: new industries become established and
new wants are born. . And, of course, during the period .of
rapid business expansion.a good deal of our imported
manufactures are bound to be capital goods,

' The more important, effect on .our trading position
of our expanded manufacturing and industrial capacity is,

I think, to broaden the base -»f our export trade.  But in
spite of this, food and primary material exports are likely
to be, for the foreseeable fuiture, the mainstay of our
foreign trade and income, [

Industrial expansion in Canada, beginning with the
Second World War and still continuing at a high level, has
been financed both by a high level of savings .in Canada and
by capital from abroad. I know that a good many people
believe that we are being sustained in our rapid, growth by
a flood of capital from the United States and from over-
seas. That is not true.  .In our earlier periods of -
expansion we did rely upon investment from the pools of
savings in other countries, particularly from Great Britain.
But in the current expansion there is a much more specialized
flow of investment.. . The total of Cansdian savings through
the period since the end of the war has been sufficient in
fact to finance the whole of our investment programme, - But
some of our savings have gone to increase the already sub-
stantial Canadian investment abroad, Some of it has been
used for long-term loans to our friends overseas and to
support our traditional customers during the post-war
agjusgment. In turn we have used specialized capital from
abroad, A

- Recently we have.seen the expansion of British
manufacturing capital in Canada and also the expansdion of

- British investment houses who plan programmes of diversified
 investment in Canadian securities,  Risk capital fromi the

United States has been coming in to help develop our-natural
Tresources. There has also been sizable investment by
American manufacturing companies-in branch plants- in Canada.
This latter flow of American investment, as.well as the

" ‘®xpansion of British-owned capacity in Canaday is the
Daturgl result of the growth of the Canadian domestic .
barket. With the increase in our population =- there are
Now around 15 million of us -~ and with a rising standard
of 1iving, the production of more varied goods for this

~ lncreasing Canadian market is becoming more profitable,

I have mentioned both the changes in physical
\pacity which lie behind our changing trade pattern and

Ca
' the investment flows which lie behind those changes in

ﬂp:glical capacity. ' I want to turn for a moment to one .
- Jser agspect of our trade picture which I think is worth
hoting. That is our adoption of a free rate for the
c‘nldian dollar. I am not one of those who take any special
: g:‘ide in the fact that for some time the Canadian dollar
338 been at a premium over the American dollar. What I am
Bterested in is the effect of a free rate on our overall

v +ance of payments position. Since the war we have found

t there are likely to be very wide swings in the balance

a

am"fmﬁ}r merchandise trade. One year we may have a big
us

another year we may have a sizable defiecit. And

Bl bl
yi%: Plt{orn of our trade alters rapidly over the year.

™90 we maintained a fixed rate for the Cahadian dollar we
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found that there was considerable pressure on ‘the exchange
reserves -- our reserves of gold and dollars == as 'people
abroad with short-term funds gambled on our ability to
hold the rate at a fixed figure, When we adopted a free
rate, we eliminated this one-sided gamble ‘on ‘the ‘exchange
rate., The swings in our exchange reserves have thus been
reduced. In this situation, quite minor movements in the
rate for the Canadian dollar have achieved the 'necessary
adjustment; and our exchange reserves ‘have fluctuated less
than they did when we tried to maintain a given rate,

For a country like Canada, with'a quarter of its

income arising from foreign trade, this use of a free rate
Joffers some pretty important advantages., From my point of
view, it has the distinct advantage that it relies 'upon
the 1impersonal and pervasive working of prices rather than
upon direct controls, Direct controls sooner or later
become dis jointed and inequitable. It is better, when"
choosing policies for the long pull to avoid those devices
which are likely to become inequitable and more and more
difficult to administer. I should emphasize, however, that
~the reliance upon the general effects of a free exchange
rate would have been impossible without the restraint upon
inflation secured by balancing our national budget and- by
- the modest debt reduction which we have been able to
~achieve., A free rate is no substitute for 'sound monetary
‘‘and fiscal poliey. ] ’ :

Just a word now about Canadian trade with® the
United States. As I said a moment ago, Cahada is your
best customer and the United States is our best customer.
Really large-scale trade between our two countries has
been going on for so long that we almost take it for
granted. To take a few examples, You in the 'United States
buy 90 per cent of our newsprint exports; 80 per cent of
“our-wood-pulp exports, 60 per cent of our asbestos exports
and half of our non-ferrous metal exports, 'In tusn. Canads
buys from the United States a very large portion”of’itS'
imports of consumers' and producers® manufactured goodss
We import fruit and vegetables from you during certain
seasons and we buy most of our cotton froém your Seuthern
States. Neighbours usually do'a good deal ‘of trading with
gzcg ot?eréhbugithisttiade between Canada and the United
States is e gges wo=way tr n .+ i
‘anywhere in the world. e betw§en g &t

, It is-clear that the trade between our 4 rief
is of great importance to each of us. Wensggi 333 ggggmthan
we sell to all the countries of the British Comiarwewith 8%
of Latin-America and Europe -- more than the totsl Canadis?
exports to all these markets, We buy from you more than W
buy from the other nations of the British Common relth"“
from Latin-America and from Europe, You sell us':g e‘%hhn
you sell the United Kingdom, Mexico Japan and B r1 e
your next four best customers, L oy T

.. Canada almost always has a deficit op i1
o ,

t?a United States. When there was worldw1dencg::bggigility
~~of currency we could readily convert our surplus with othe’
soeountries by selling those foreign currencies ~ had ea,ﬁed,,

and paying our deficit with the resulting d°11:e " gometi?°
of course, we financed our deficit with you by ke ing.
the United States. Very often the aect oI

was the other way around. Individual Canadian busineﬂiién
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and provincial governments and municipal ‘governments .
Dborrowed in New York and spent that money to 'buy American
goods, mostly equipment t0 ‘expand our indmstrial .,
organization and to build, roads: and .other forms of. ;

national capital,. ot 2dnemd: + oF ¢
~°__Since, the; end of. the;war. we, have tended to maintain
a very high level of imports from the United States. . And,
as before the war, our high.level of imports has been in
part a result of %'busubstantial.Ame?iean inyéstment in
Canada, though of course,;even if. there was little American
investment in Canada, an expansion eof. our industry on a
scale comparable with our post-war growth would: inevitably
mean a high level of imports.from the United States,. Some
of our more,experienced pessimists in;Capada get. pretty
excited about the tendency of Canadians, to: buy; American
goods. .  Well, when incomes are high.in Canada, when times
are good, a lot,of Canadians want to spend their extra,
money on American goods,. . In that respect;we are like a
lot of people in other parts. of.the.world...And, when,our
industry is expanding, a considerable.proportion,of.our
.~ capital equipment h?gfto be.purchased heres. There would be
: ,1sfaction in Canada _at any-attempt:to;,
artificially restrict the purchase of .American goodss--
Indeed, our experience with artificial restrictions like
direct controls during and after the war :iis that while.they
are sometimes unavoidable as stop-gap measures.they produce
' many inequitles and many protests.. They.are not.a good way
of carrying on a xegulan business. ... [ .cheii wwo 0o
" That brings me around to that very well-worked-over
subject -- freeing trade.

As I have emphasized, in recent Canadian economic
policy we have tended to rely upon the price system working
for us rather than our working against it. We have
abandoned trade and currency controls imposed during and
after the war. We have, through the mechanism of the General
Agreement on Tariffs and Trade, signed agreements with thirty-
four countries reducing their tariffs on the entry of
Canadian goods and reducing our tariffs on their goods. We
have followed a consistent policy of freeing trade. Like
any other "high trade" nation we can only maintain a high
Standard of living if there is a high and stable level of
hultilateral trade.

On the matter of tariffs, I am on the firing line,

SO to speak. I am the minister most directly responsible
for tariff changes, and I know how forcefully the argument
can be made by the representatives of some particular
industry that the tariff ought to be raised. However, when
You hear a demand for high tariff protection, it is pretty

Td to escape the conclusion either that tariffs are being
'°ught as a substitute for real competitive endeavour, or
ha resources and men are being employed in the wrong
%ndnstryﬁ The only thing you can set against that clamour
OT tariff protection or some other kind of protective
"ltriction upon trade 1is the general interest we all have
8 consumers and citizens. Sometimes I think that if the
Sonsumersg of our countries were more powerfully organigzed,
48 consumers, they would soon become a pretty powerful

4nti-restriction lobby.

I th have to face up“to the fact that if we
Want h.vgigkh:;hor level of world trade, and a more
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- stable world trade, someone is going to have to make
adjustments, ~ There's not much sense in just talkihg about
‘freer trade -- you can see that my presence here proves
that there isn't any tariff on talk -- there's no sénse

in talking ‘about freer trade unless we are ready to face
up to the adjustments that it must mean -~ adjustments
that will be in our mutual interest. I think we are all

convinced that the great strength of the American economy == @ =

&

and the Canadian economy -- has in part at' least been
created by a very real devotion to the ideals of free
competition.,” Tn this half continent there was plenty" of
scope for initliative and ambition, and there were plenty
of the inefficient who went to the wall,. That goes in
international trade. If we believe in more competition
then our people generally and our governments must be "
prepared to resist special pressures to restrict unduly
competition from foreign goods., Naturally, as a Canddian,
““TI'feel that you here in the States'should not place new
restrictions on the purchases of “goods from your best -
eustomer, Indeed, in these anxious times it's more than
+“Just a matter-of business common sense. When your-
governmeént and mine are considering the claims of some

- Dparticular group to°increase protection, considerations of

national security ' -- of maintaining a strong and versatile
economy -- must weigh'heavily, I think our ‘common = -
“security can be greatly strengthened by maintaining a

““'stable and high level of trade between our two countries
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“~and between North America and Western Europe. That can

" be"best achleved by relaxing rather than renewing restraints
on our trade. I know that at this Fifth Virginia World
Tgade Conference the majority of you will share that view.
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