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PREFACE 

Tms study is intended primarily as an inductive verification of 
the general theory of the mechanism of international trade, and 
its treatment of Canadian matters is incidental to its main pur
pose. It should nevertheless prove of some utility to students of 
Canadian economic affairs. The changes in Canadian financial, 
monetary, commercial, and industrial conditions consequenf upon 
Canada's participation in the war make 1913 the terminal year 
of a distinct period in Canadian economic history. It is mainly 
for this reason that I have made no attempt to carry this in
quiry beyond the year 1913. "The study of Canada's balance of 
international indebtedness during the war and post-war period 
would encounter problems which in many respects would be 
essentially different from those analyzed in the present in
quiry; most important of all would be the effect on the mechan
ism of international trade of Canada's departure from the gold 
standard. Statements of fact in this study should be understood 
to be intenaed to apply to the period 19oo to 1913, and not 
necessarily to later years, even though no warning is given in the 
text of later changes. 

I am indebted for assistance in gathering the statistical details 
upon which the present study is based to my former teacher, 
Professor J. C. Hemmeon of McGill University, to the Canadian 
Pacific Railway, to the Dominion Securities Corporation, To
ronto, and to many kind government officials at Ottawa. To Pro
fessor F. W. Taussig, at whose suggestion this study was begun 
many years ago, and to whose kind and unflagging interest 
therein its final completion is due," I owe special thanks for in
spiration, advice, and criticism. 

JACOB VINER. 
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CHAPTER I 

METHOD AND SCOPE OF THE PRESENT STUDY 

TIm .. priori CHARACTER OF THE CLASSICAL TImORY OF 

INTERNATIONAL ThAnE 

TIm modern theory of the mechanism of international tr~e is 
almost wholly the contribution of the English classical school of 
economists and its later followers. Its first principles, stated 
rather clearly by Hume and more haltingly and inacrurately by 
Adam Smith, received systematic and comprehensive develop
ment at the hands of a group of English economists writing in the 
first two decades of the nineteenth century, most notable of whom 
was Ricardo. The subsequent contributions of Cairnes and Mill 
to the theory of international trade, although not unimportant, 
were in the nature of amplifi.cation, explanation,. clarification, 
rather than of vital addition or emendation to the logical system 
expounded by Ricardo. These later writers fOllowed closely not 
only Ricardo's statement of principles, but his methods of ex
pounding and illustrating them. Those contemporary economists, 
such as Taussig, Edgeworth, and Bastable, who have heen inter
ested in the explanation of the mechanism of international trade 
have carried the reasoning of the older writers a few steps further 
in some detailed aspects of the problem, and have improved the 
method of statement, but they also have adhered closely and 
faithfully, except for minor details, to the classical tradition. 
Alike with the remainder of the economic system of the classical 
school, the theory of international trade has in recent years been 
submitted to severe criticism from several points of view. Some
thing will be said later of the sources, the methods, and the valid
ity of these various attacks, but it is unquestionably true that 
the classical explanation of the mechanism of international 
trade has, of all the classical economics, been subjected to least 
criticism, both in quantity and in effectiveness, and remains to-

• 
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day in every important particular the authoritative doctrine ac
cepted even by most of those economists who in other respects 
have largely abandoned - or believe that they have abandoned 
- the classical economics. 

The classical economists, in keeping with ,their genera! meth
odology, developed the theory of international trade on lines 
almost wholly abstract and a pimi. Even the arithmetical and 
other illustrations utilized to facilitate the exposition of reasoning 
necessarily difficult because of the complexity of the problem, 
often had little resemblance to actual. conditions. In only a few 
instances did they make any attempt to derive or even to verify 
their theories by an inductive analysis of factual data.! 

The classical theory of international trade is a p.-imi in the 
sense that it begins :with a few fundamental generalizations, 
largely psychological in character, assumed to be of universal 
validity, and that from these few principles it derives all of its 
important conclusions, no significant use being made of any 
additional data other than a few facts characteristic of our in
dustrial and commercial structure - facts of common experience 
and observation, not requiring systematic observational study 
and analysis for their understanding and interpretation. With 
a background of rationalistic prudential psychology to start 
from, the classical school stressed the individual character of 
each transaction in international trade, in which each of the 
parties, being ruled by egoistic motives, demanded a. value 
equivalent in return for everything he exported or imported. 
From this they derived the further principle that all exports 
must tally in value with all imports, and that relative price dif
ferences are the proximate cause of all international transactions. 
Adjustments of the necessary balance of international transac
tions to a commodity and service basis with a. minimum of gold 
movements are effected, they explained, through preliminary 
gold movements, initiated by individuals in the pursuit of eco
nomic gain. The influence of gold movements on price levels, 

I Ricardo made extensive end effective use of factual data for the pwpose of 
inductive verification in his Reply Ie Mr. Bosanqt«fs PrIldiaJl Obs_ DIJ'" 
ReIorl of lie BulWm C...,.;u.,. (,8n). Other insmncee would be han! to find. 
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explained by the quantity theory of the value of money. and of 
price levels on the profitability of export and import of commod
ities and services, always tended to bring about an even balance 
between commodity and se~ce imports and exports. The ab
sence of such equivalence, temporary or continued, was to be 
explained only as due to temporary ill-adjustments, to credit 
transactions, that is, loans and repayment of loans, and to non
commercial unilateral transactions not requiring an exchange of 
considerations, such as tnoutes, subsidies, and gifts. 

Criticism on a pri<wi grounds of this a jlrilwi reasoning has ~n 
directed malnly against three particulars: first, the apparent 
dependence of the theory on the questionable validity of the 
quantity theory of money; secondly, the precise part played by 
gold movements in the mechanism of international trade; and 
thirdly, the details of the reasoning regarding the order of events 
in the adjustment of trade balances when the currency of one or 
both countries engaged in trade is depreciated in terms of the 
standard metal. Attempts to apply the inductive method to the 
problem of the mechanism of international trade have been rel
atively few, and also, with one or two exceptions, relatively un
important. Most of them rested on the expliCit acceptance of 
the classical doctrine, and confined themselves to the attempt to 
establish statistically (I) the equivalence at some deftnlte date, 
or during some closely defined period, between debits and credits 
in the international balance of payments of a selected country, 
and (2) the amounts as measured in money of the constituent" 
items in the debit and credit sides of the balance. Two recent 
studies have gone somewhat further. C. K. Hobson, in The 
E:cptw, of CapUal,' has added to the quantitative establishment 
of the items in the balance of international transactions some 
analysis of the quantitative changes in the individual items which 
result from a disturbance in an original status quo, and of the 
mechanism whereby such changes are brought about. J. H. Wil
liams, in his A,.gentine Internalional Trade flnder Incbnverlibk 
Paper Money, z88o-zflOO,· tested the validity of the classical 
doctrine in so far as it dealt with those phases of the mechanism 

• HGIlIfJIYl Economit S1tI4iu, 1920. 
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of international trade which were'different, or might be supposed 
to be different, in trade under depreciated paper as compared 
with trade under the gold standard. Various writers on the 
theory of the foreign exchanges have also examined inductively, 
although generally only for purposes of illustration of accepted 
a priori principles, the part played by variations in exchange 
rates in the adjustment of international balances of payments. 
The classical explanation . of the mechanism of international 
trade between gold-standard countries, in its larger and funda
mental aspects, has not yet been submitted to a comprehensive 
and thorough inductive test. 

This study is primarily an attempt at .such JL test. It rests its 
case on the belief that, given a systematic and comprehensive 
quantitative record of economic phenomena directly or indirectly 
related to international transactions, and given circumstances 
favorable to the application of the more highly developed methods 
of inductive inference, a number of valuable results may be ob
. tamed by the inductive method in addition to those reached by 
~ a priori method: (I) the validity of the conclusions of the 
a prim theory can be tested by comparison with actual situa
tions; (2) a more accurate and more detailed description of 
the mechanics of trade-balance adjustments can be obtained; 
(3) inspection of the factual data may suggest possible hypotheses 
amending or extending the accepted a priori theory, these in turn 
to be tested by the logical methods of deduction and of induction. 

THE PLACE OF INDUCTION IN THE THEORY OF 

INTERNATIONAL TRADE 

What has just been said should not be intexpreted as intended 
to, question the value of the deductive method as a method of 
adding to human knowledge, or as a claim that the inductive 
method can replace and render superfluous the deductive method. 
A generalized description of a social process from observed data 
can completely take the place of deduction only if it is induction 
from "complete enumeration," that is, only if all the relevant 
facts in every situation have been completely and accurately 
measured, recorded, classified, and analyzed. Induction from 
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partial evidence, or from incompletely classified data, itseH waits 
upon hypotheses, upon the mental anticipation of possible causal 
correlations, before it can yield logically convincing inferences. 
The limitation of specific knowledge of facts is perhaps the chief 
obstacle to the use of the inductive method. This limitation of 
knowledge is due to the inadequacy of recorded factual data; to 
the difficulty of attribution of effect to cause where a combina
tion of causes produces·a joint effect; to the human element in 
the collection and arrangement of facts which leads to their 
distortion and their loss, in the process 'of manipulation, of their 
purely objective character; and, probably most of all, to the in- . 
accessibility to the student, under conditions usually governing 
his research, of the facts of mental experience necessary to a 
complete explanation, subjective as well as objective, motivat
ing as well as external and physical, of a process in which man 
plays a part. 

The deductive method in economics, when its general psycho-
logical assumptions have not been too much divorced from the 
true psychology of the market-place, and when the generaliza... 
tions concerning the environmental data which are used as pre
mises have also been reasonably accurate, haS brought valuable 
results. Deductive conclusions would differ, perhaps, from the 
results obtained by an inductive investigation of the same prob
lem with a complete record of facts to work from; but they would 
differ only because they were incomplete. The differences would 
tend to disappear as the deductive results were supplemented by 
the results of inductive analysis resting on inference from the 
facts omitted in the fundamental abstractions of the deductive 
study. This assumes, of course, that the abstractions of a valid 
deductive theory are not inconsistent with the facts. They 
should be abstractions, not in the sense that they are untrue, but 
in the sense that they do not tell the whole truth. 

In the .field of the theory of international trade, as in all other 
.fields in the social sciences, there are aspects which in practice 
can be investigated by only one of the methods; and there are 
other aspects in which both methods can be more or less com
pletely applied, and the results of the one corroborated or dis-
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credited py the results of the other. In developing a complete 
theory Path methods must l>e used; and the utilization of the 
one method as a· means of verifying the other is made possible, 
not only in that portion of the field to which Path can l>e applied 
but practically throughout the field, by a study of the success 
with which one part of the theory obtained by means of one 
method can l>e made to fit in with the other portions obtained 
by the other method or by Path together, so as to form a com
plete and consistent system satisfactory to the reasoning in
telligence. 

As has Peen indicated, the special field of deduction in the in
vestigation of the problems of intemati~ trade is the explana
tion of the subjective phases of the problem, and particularly the 
motivation of individuals in their international activities. To 
the explanation of the objective mechanism of the process, the 
devices used and the manner of their operation, and the objective 
manifestations of human behavior as it reacts to the environment 
uoder the stimuluS of the main incentives operating, the induc
tive method can make important rontnoutions, partly l>ecause 
these phases are objective, and partly l>ecause they rest on a com
plicated and detailed industrial and commercial organization, of 
which even the most satisfactory .abstract theory could take into 
consideration only the main framework. Tl>e two methods can 
be used as tests on each other chiefly in that common portion of 
the field where what the deductive theory would lead us to ex
pect to find men doing can be compared with what the inductive 
theory actually finds them doing, and can l>e made to suggest a 
rational explanation of these doings. 

In the theory of international trade there must be left to the 
deductive theory, as its exclusive field, the exposition of why men 
act as they do in their international transactions, and of the 
subjective results of such action. The remainder of the theory 
is available to the inductive method, provided the facts have Peen 
collected and recorded. Induction can be utilized generally in 
cOOperation with deduction, to describe and explain the changes 
in the volume and character of trade, the movements of price 
leVels, the part played by exchange rates and gold movements in 
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the adjustment of trade balances, and the reaction upon inter
nal economic conditions of changes in international trade. The 
quantitative determination of the division of gains from interna
tional trade appears to be a problem beyond solution by either 
method. But quantities which are incapable of direct measure
ment are sometimes subject to measurement of their relative 
changes. The inductive method can be utilized here, both to test 
deductive conclusions ~ to the direction of. the change in the divi
sion of the gains following upon a specific change in the conditions 
of international trade, and, given the direction of the change, to 
supplement this by an objective measurement of the degree of 
change in the ratio in which the gains are divided.. The present 
study will pay most attention to those phases on which an in
ductive investigation can throw most light, although a consider
able amount of deductive reasoning will inevitably make its ap
pearance, mingled with the principles obtained inductively from 
a systematic factual study of a specific situation. 

TIlE ScoPE OF THE PRESENT STUDY 

No logically precise division can be made between the problems 
which are problems of international trade, and those which are 
not. In a country whose commercial relations with other coun
tries are important, no significant element of its internal economic 
structure is free from important influence by factors wholly ex
ternal in their origin, and the degree of importance of this influ
ence is directly dependent upon the extent to which international 
trade has been developed by that country. In countries highly 
developed economically there is a remarkable degree of inter
dependence between the various economic factors at work. Fur
thermore, the character, direction, and extent of a country's 
foreign trade are always closely related to its material and human 
resources, its physical situation, its political and legal institu
tions, its sentimental a.ffiliations, its internal industrial, financial, 
and commercial structure. It would be absurd to attempt an 
analytical study of a country's foreign trade without correlating 
it with its domestic industry, or, on the other hand, to make a 
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general survey of its internal industry without paying consider
able attention to the influence upon it of its foreign trade. 

In the present stage of development of statistical data, some 
phases of great importance must often he ignored in an inductive 
study, while other phases of less significance receive detailed 
analysis, because of differences in the relative completeness of 
the recorded data bearing on different problems. Partly because 
of the survival of mercantilist beliefs concerning external trade 
and partly because of fiscal necessity, many phases of commerce 
are subjected to official accounting only at political boundaries, 
and are thus available for inductive inference only in their in
ternational aspects. It is obvious, therefore,. that the particular 
situation studied and the data there availablefuust playa con
siderable part in the determination of the scope of a study such 
as this. The particular situation examined may >further affect 
the character and scope of the study inasmuch as special factors 
may be prominent in that situation, or may have been subject 
to particularly marked variations, and may thus more readily 
lend themselves to inductive investigation. 

It is on these grounds rather than on the basis of any claims 
to logical consistency that the writer defends his acts of omission 
and commission in his choice of phases for investigation. As a 
result of the emphasis laid on the inductive method, this study 
should offer as its special contribution a more detailed, more 
concrete description of the mechanism and the objective results 
of external trade than is to he found in the primarily deductive 
treatments of this subject. But even in the problems of the dis
tribution of gains and of the ratios of international exchange, de. 
tailed study of a general situation and analysis of the mechanism 
may suggest new solutions for old problems and may reveal new 
problems affording valid justification for occasional excursions 
into deductive analysis. Above all, the description and analysis 
of the objective data, in addition to providing material for in
dependent inductive inferences, should make possible a critical 
examination of the accredited deductive theory, with a view to 
verification where such is justified, and to correction where the 
evidence demands it. > 



INTRODUCTION 

CANADA, FROM 1900 TO 1913. TIlE FIELD OF TIlE 

PlI.EsENT STUDY 

II 

The particular field in which the data for a thoroughgoing in
ductive analysis of the mechanism and effects of external trade 
have been sought is Canada during the fourteen-year period from 
1900 to 1913, inclusive. There are a number of weighty con
siderations pointing to Canadian trade history during this period 
as a particularly fruitful field for research. To begin with, an 
inductive investigation of social phenomena, in order that it may 
bring results of any definiteness.and reliability, must confine 
itself to factors which in the situation studied are of sufficient im
portance to influence appreciably the phenomena causally related 
to it. If minor factors in a cOmplex situation are investigated 
with the intention of measuring the extent of their influence, 
it is often found that their effects are so mingled with the ef
fects of other causes as to be lost in the complexity of the situa
tion. Under such circumstances no inductive attempt to learn 
their effects, no matter how detailed and painstaking, will suc
ceed in obtaining results not open to question. How ascertain 
that a small variation in an effect of a comb~ation of causes is 
due to the particular cause studied, and not to some undetected 
variation in some other causal factor, or to some error or in
accuracy in the recorded data? And so, if the effects on each 
other and on the commercial and industrial structure of a country, 
of the factors at work within the nrechanism of its external trade, 
are to be analyzed and measured with any reasonable degree of' 
accuracy of results, the external trade of that country must be of 
great importance relative to its internal trade and to its industry 
and commerce in general. Otherwise their effects will be in
distinguishably merged in the effects of the internal factors at 
work. 

To Canada its foreign trade is of supreme importance. With 
its inhabited territory situated whony within the cool temperate 
zone, Canada can produce within her own boundaries, even with 
the highest degree of artificial stimulation, only a small percent
age of the range of commodities demanded by her people. Limited. 
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by the character of her climate, soil, and natural resources, and 
by the sparseness of population, to comparatively few export
ing industries, she must with the products of these industries 
pay for the commodities of other countries which she cannot, or 
cannot profitably, produce for herself, but which she insists on 
having. The Canadian manufacturing fudustries are much more 
dependent on imports for their raw and semi-manufactured 
materials than the American, and even than the British; Cotton, 
hemp, silk, wool, jute, rubber, hides, coal, tin, copper, iron are, 
raw tobacco, raw sugar, all have to be obtained from abroad. 
Tropical fruits, corn, vegetable oils, tea, coffee, cocoa, spices, 
must be imported from warmer countries. Even where the natu
ral,and technological conditions are not unfavorable for the de
velopment of domestic production of commodities of a sort de
manded by Canada, there are often social forces at work which 
prevent their domestic manufacture, at least in all its stages, from 
developing, and which force Canada to obtain these commodities 
by importation in return for the inchoate products of her great 
primary industries. 

Chief of these forces is the influence exerted upon the Canadian 
consumer by the standards of consumption of Great Britain and 
the United States. Canada has only imperfectly developed a 
national consciousness, and not to any appreciable extent na
tiona! standards of taste and consumption. With the exception 
of daily newspapers, her periodicals of general circulation are 
mainly American or English. Thus not only do New York and 
London, through prestige and sentimental, racial, and lingual kin
ship, mould and direct the demands of the Canadian consumer, 
but through their periodicals, which circulate in huge numbers, 
with their advertising contents often more bulky than their 
literary features, they train him to demand the special brands 
and styles of the United States and England. As a result, the 
native production of similar articles is checked. The great dis
tances between the centres of population within Canada, com
bined with, on the one hand, the proximity of American producing 
regions to Canadian markets and of Canadian producing regions 
to American markets, and on the other hand, the cheapness 
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of water-transportation to and from Europe, further promote 
foreign trade. 

Table I presents a comparison of the per capita foreign trade, 
in 191 I, of the great trading nations populated by Europeans. Of 
the countries listed, four had a per capita trade in 19" greater 
than that of Canada. All these four countries use the value on 
arrival (c. i. f.) for their import statistics, whereas Canada uses 
the lower value in port of lading (f. o. b.). For New Zealand and 
Australia, distant as they are from the important markets, this 
has a substantial influence on the statistics of trade. Transit, 
entrep6t, and reexport trade make a large fraction of the .total 
trade of Belgium and the United Kingdom, but are unimportant 
in Canada. It is probable that, if proper allowance were made for 
these factors, the basic per capita foreign trade of Canada would 
be exceeded ouly by that of Australia and New Zealand, and 
only by narrow margins even in these instances. 

TABLE I 

P.u CAPITA TRADE OP V AJUOllS COlJNnlES IN 19I1 1 

AJuaeftle trade 
Country IMmalr af doll4rs 

Canada.. . • . . . . . . . . . . . . . . . . . . . . . $874,638 
Belgium. • •. . •. . .• . . . . . . . . . . . . .. 1_.578 
New Zealaud.. ... .. ............ 187,850 
Australia. . . . . . . . . . . . . . . . . . . . . . . 7I3,207 
Great Britain. . . . . . . .. . . . . . .. . .. 6,024,365 
Argentina... . .................. 670,107 
Fmnce, .•................... ... 31471,145 
Germany. . . . . . . . . . . . . . . . . . . . . .. 4.439.331 
Chile. ... .. .................... 224,$11 
United Stata . ............... , .. 3,267,03l: 
Italy. . . . . . . . . . . . . . . . . . . . . . . . . .. 1,039,063 
Brazil ••................... " . . . 583.343 
Russia. . ............ , ...... " . .. 1,299,429 

Popu1&tiOtl _ ..... 
1,207 
7.424 .. -
4.4S5 

45.369 
1,172 

39,602 
64,926 
3.415 

9:1,972. 
J4.671 
2a,07:1 

,67,003 

Per=~trade 

$'121.36 
201·32 

.86.36 

.60.0g 
1:32 .78 
93·43 
87.6, 
68.38 
65·74 
35·5' 
29·91 
25.28 
7.78 

I Computed from data for 191-1 or Dearest,.. in S~S Yf4f BHA.19:t3. 

The data presented in the table suggest the generalization that 
per capita foreign trade varies inversely with the number of in
habitants. For the smaller European countries the explana.tion 
probably lies in the importance of their transit trade, in their 
limited range of natural resources, in their peculiar adaptation to 
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certain industries, and in their proximity to foreign producing 
and consuming markets. For Canada, in addition to these reasons 
there should be noted the fact that since Canadian manufactur
ing technique is closely modelled on the American, with its 
large-scaIe mass production of standardized commodities, the 
limited extent of the domestic market, in so far as population is 
concerned, and the limited supply of labor, restrict the range of 
industries to which, under Canadian conditions, this technique can 
be intensively applied. If comparison between the relative im
portance of production for domestic and for foreign consumption 
were feasible, the importance to Canada of its foreign trade woUld 
probably appear to be even greater than is indicated by this table. 

Another factor of great importance in making Canadian trade 
experience a favorable field of investigation is the high degree of 
compactness and unity of the Canadian industrial and commercial 
structure. At first glance one should not expect much e!:onomic 
interdependence between the various parts of the Dominion. The 
population is practically all to be found within a narrow strip of 
land extending across the continent, and even this narrow strip 
of land is broken up into a number of distinct sections by the 
projection of Maine into Canadian territory, by the barren 
lands north of Lake Superior, and by the Rockies. But what
ever may be the situation geographically, the social factors have 
all contributed to the development of what is, under the circum
stances, a remarkably unified economic organization. The effect 
of a high protective tariff in forcing traffic into east and west 
channels, and the deliberate policy of the Canadian federal and 
provincial governments of stimulating transportation service of 
this character by money and land subsidies of the most generous 
character, have been most effective in building up a transporta
tion system both by land and by water, which serves to tie to
gether province and province rather than province and American 
state.' 

Furthermore, centralization of economic control, with the 

I While tendin3 to unify the economic organization of Canada, these factors 
tend, of course, to restrict somewhat the volume of foreign trade and thus operate 
counter to the natural tendencies eoumerated above. 
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whole Dominion as the economic unit, has also been carried to 
great lengths. Practically all long-distance transportation was, 
during the period under study, in the hands of the government 
and three or four giant corporations; and in a country of speciali
zation in industry, sparse population, and great distances, trans
portation is bound to be one of the most important industries, if 
not the most important. The reserve system for Canadian cur
rency, government and bank, is highly centralized, while banking 
is in the hands of less than twenty-five banks. In manufactur
ing, and even in primary industries such as mining, the fisheries, 
and lumbering, similar centraliza.tion of control obtains. It has 
often been said, and with greater truth as applied to Canada th;m 
to any other important country, that every consumer's product 
and many of the raw !p&terials are monopoly or quasi-monopoly 
products.' The imports of the west either originate in the east or 
are bougbt through eastern merchants and transported through 
the east, while the products of the west are largely sold to the 
east, wbether for eastern consumption or for eventual export, 
and are shipped to the eastern provinces in either case. Add to 
these the important financial interrelations between the indus
trial and the banking, financial, and transportation magnates, 
and the further centralization which is procured through the 
powerful influence wielded by the Canadian Manufacturers' and 
the Canadian Bankers' Associations, and it becomes clear why 
all these factors must opera~ to establish an unusual degree of 
economic interdependence between the various parts of the. 
Dominion, with the result that there is little likelihood that an 
important financial or industrial phenomenon arising in one part 
of the country will be neutralized by counteracting phenomena 
in another part and will thus not have a visible effect in the na
tional statistics. Canada, because of these circumstances, pre
sents opportunities for statistical analysis and research not avail
able in countries which are economically more loosely organized 
and in which there is less likelihOod of all important factors 
operating on a national scale. 

S Cf. James J. HarpeD, Cmwdian N.u.....I &<momy, Ch. m: "Canada'. Com
bines.1I 
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The smallness of Canada's population of itself has been sug
gested as a factor in making Canada a fertile field for economic 
research: 

We are often reminded that Canada', popul&tion is small am! her trade 
a. modest affair. But the smallness of the scale has its a.dvantages, not only 
when we watch the workings of a. political experiment in federal g<M!m

ment, but when we watch the movements of tra.de. The daylight of first 
principles may shine more easily through the figures of a co_tively 
small commercial nation than through those·of countries which have seven 
or eight times the population, am! have been doing business for centuries. 
Along with the larger Dumbers am! the older business come the complexity 
am! perplexity due to the increasing plurality of causes; and the interpre
tation of figures becomes less simple even though the guiding clues are the 
same for all cases, great or small. It is well for those that have "a. passion 
for statistics" to seize their opportunity; it wi!l not IJIst long.' 

Perhaps the most weighty justification for seeking in Canadian 
experience a field for the inductive investigation of the theory of 
international trade is to be found in the fact that during the 
years 19oo to 1913, chosen for special study, there occurred in 
Canada a great importation of foreign capital, rising from a few 
"million dollars in 19oo to almost half a billion dollars in 1913, and 
amounting for the entire period to over two billion dollars. This 
tremendous import of capital created a situation peculiarly fa.vor
able for the a.pplication of the inductive method, especially in its 
special form of the method of concomitant variations. The in
ward movement of capital dominated all other factors in Canada's 
foreign trade during the period of heavy borrowings,. and the 
variations in the inward flow of foreign capital were marked 
enough to effect shaIp correlated variations in other elements in 
the situation. As a consequence, an inductive study of Canada's 
international trade during this period becomes largely a study of 
the adjustment of Canada's trade balance, currency and banking 
system, price levels, and industry in general, to a heavy import of 
foreign capital. 

Finally, an important prerequisite to the use of the inductive 
method, the avallability of adequate and comprehensive statis
tics, is for the particular subject of investigation more nearly ful

, Jam<O Bemar, "Canada'. lIaIance of Trade,» l'roaeMftg. of 1M C...."y"" 
PI1liIic4l StMne. AssocialionJ x9I3, P4 82. 
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:IiIled in Canada than in most countrieS. Many statistical series. 
which in other countries are not obtainable or are available only 
for districts or states. are available for Canada as a whole. Com
plete currency and banking statistics are published .monthly 
under official auspices. The problem of measuring gold move
ments is simplified by the fact that no gold coin circulates in 
Canada and all gold coin in the country is centralized in gov
ernment or bank reserves. Detailed and excellently classified 
commerce and price statistics are regularly compiled. Original . 
statistical investigations under government and under private 
auspices have made available for our present purposes important 
data which ordinarily are not similarly obtainable for other 
countries.' 

The study is divided into two parts. In the first part statistical 
estimates are made of the important items entering into the 
Canadjan balance of international indebtedness. The second 
part comprises a detailed analysis of the mechanism of adjust
ment of the balance of indebtedness. 

1 Special acknowJedgment must be made to The Con of u.u., Re;m, voL ii, 
'9'5, prepared under tbe direction of R. H. Coats, Dominion Statistician. This 
is a mine of statistical and other infonnation. much of it bearing directly upon in· 
tem&tional tDde problems. The indebtedness of this study to tbe Cosl of liMg 
Re;m is abundantly evidenced by tbe frequent citations and references thereto. 



PART I 

TIlE CANADIAN BALANCE OF INTERNATIONAL 
INDEBTEDNESS 



INTRODUCTORY 

Tm: terminology used in the theory of international trade is 
rather formidable, is sometimes confusing, and is often involved 
in ambiguities. It will be well, therefore, before proceeding to 
the body of the investigation, to forestall misunderstanding by 
carefully defining the more important terms used. 

A transaction which creates a pecuniary obligation on the part 
of a person in Canada toward someone outside Canada is called 
a debit transaction; and one which creates an obligation towafd 
a Canadian by a person outside Canada is called a credit trans
action. For example,' a commodity import is a debit transaction; 
a commodity export is a credit transaction. By the Canadian 
balance of international indebtedness is meant the difference 
between the totals of Canadian debit and credit international 
transactions. H the debits exceed the credits, there is a debit 
balance; if the credits exceed the debits, there is a credit balance. 
In accordance with customary usage the tern;. balance is used 
also, sometimes to signify an even balance or equilibrium be
tween debits and credits, at other times to designate the balance
sheet itself, that is, the tabulation of all the debit and credit items, 
without special reference to the quantitative relations of total 
debits to total credits. In such cases the context will show what. 
meaning must be given to the term balance. The balance of 
payments, or, if it be assumed that all immediate obligations 
are immediately liquidated, the "balance of immediate obliga
tions," refers to the difference between immediate debit and credit 
obligations, and not to the difference between all debit and credit 
transactions. H some of the transactions are on a deferred
payment basis, as is generally the case, there may be a debit 
balance of indebtedness at the same time that there is a credit 
balance of payments, and rice versa. The commodity balance 
of trade, the balance of service transactions, and the balance of 
non-commercial transactions indicate, respectively, the differences 
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between the amounts of commodity imports and exports. of 
debit and credit international service transactions. and of debit 
and credit international non-commercial transactions. irrespective 
in each 'case of whether or not the obligations created thereby are 
immediate or deferred. The total of these three balances equals 
the total balance of international indebtedness.' This total bal
ance of international indebtedness for any period is, of course, 
the same thing as the diiference between total foreign loans and 
total foreign borrowings for that period. 

In Part I the commodity balance of trade. the balance of non
commercial transactions. and the balance of service transactions 
are first estimated for each year in the period. and the total 
balance of international indebtedness.. is then computed from 
these partial balances. The addition, to the debit balance of 
international indebtedness so obtained. of the volume of invest
ments of Canadian capital abroad gives as a result an indirect 
estimate of the foreign investments of capital in Canada. The 
accuracy of this estimate of foreign investroents in Canada, and, 
indirectly, of the entire calculation of the balance of international 
indebtedness, is then tested by a direct estimate of the volume of 
foreign capital invested in Canada, based upon the available 
information relating to such investments. 

The only other comprehensive attempt to estimate the Cana
dian balance of international indebtedness is that made by R. H. 
Coats, Dominion Statistician, ~ connection with his cost-?f
living inquiry, published in 1915.1 Coats' analysis of the balance 

, The Harvard _ of :&mo .... SI4ImKs. in its calculations of American bade 
balances. appears to use the term "baIence of pa)ll1lellts" inten:hangeobly with the 
term "balance of indebttdness," and 80 tabulates and describes its material .. to 
mal:<> it imposaible to determine with c:ertalnty whether in particular instances 
baIence of payments or balance of indebttdness ... the terms ate here defined, is 
m .... t. 1:1ssge is not uniform. but the weight of authority and considerations of 
oconomy and clarity in terminology "'" in my opinion hath opposed to the attribu
tieu of identity of meaning to the two terms. In any case, there is au important 
difference in meaning between what is hOle called the balance of payments, i .•.• 
the baIence of immediate (and honored) obligations, and what is hOle called the -
balance of indehtedness, i. •.• the baIence of all obligations, immediate and deferred. 

• R.tDrl of Ike Bowd of 1..,..;ry into Ike Coli of Lift",. Summaty and vol. ii, 
Ottawa, 1915. 
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of indebtedness covers approximately the same period as that 
investigated in this study and, in general, follows the same lines. 
While it proved of great aid to the writer, its results, for reasons 
later to be explained, are not in close agreement with those ob
tained in the present study. 



CHAPTER II 

THE COMMODITY BALANCE OF TRADE 

By the commodity balance of trade is meant, of course, the dif
ference between the value of the exports and that of the imports 
of physical goods. The trade in coin and bullion is sometimes 
excluded and sometimes included in the striking of the commodity 
halance. Where the puIpOSe is to ascertain the balance of im
mediate obligations which is not liquidated by shipment of com
modities (or services) and must therefore be Settled in money, it 
is proper to exclude coin at least, and perhaps also bullion.' For 
our present puIpOSe, the ascertaining of the debit balance of in
ternational indebtedness, or the amount of obligations of Canada 
to other countries which were not met during the period, whether 

. by shipment of goods or money or in any other way, the trade 
in coin and bullion must be included alike with the trade in other 
commodities. 

Information as to the amounts of commodity exports and im
ports is to be obtained from the .official commerce statistics of 
practically all civilized countrieS, and it would appear at first 
glance to be a simple matter to strike oll' the halance by setting 
exports against imports. Commerce statistics, however, like all 
other statistical data, have their peculiarities. It is generally 
advisable to examine carefully the basis of their compilation, 
what is included and what excluded, and the time-units for which 
the data are collected, before proceeding to use such data as the 
foundation for important conclusions. 

1 It is true, of course, thaI a baJance of immediate obligations cannot be struck 
without allowance for imports and _rts of capital, Le., defened obligations, and 
for obligations contracted through other tIum commodity transactions. Wheno 
the COJ!>IIIOdity balances of trade are alone being CODSideRd, theno is DO obvious 
justiD<:ation for excluding coin imports and _rts. In Canada, buIIioD mo_ in 
foreign trade purely as a commodity, as it does not enter into the cuamcy in its 
unminted state, and little of it is minted in Canada. .. 
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~ CANADIAN COmaRCE STATISTICS 

Metlwd of Compilation. - The Canadian statistics for exports 
and imports are primarily collected and tabulated by the Depart
ment of Customs, by months and by years, on the basis of dec
larations of value by importers and exporters, checked, espe
cially for imports, by the valuations of the customs inspectors. 
The tabulated statistics, during the period under study, were 
publisbed by the Department of Customs, but the Department of 
Trade and Commerce reworked the statistics of the Customs 
Department into other forms, elaborated the !=Iassiiication thereof, 
added to the amount of comparative statistics, and published 
monthly and annual reports based on the data originally eol
lected and issued by the Customs Department. Most of the 
commerce data used in this report are obtainable in both sets of 
reports. Statistics of imports are publisbed both for" total im
ports" and for "imports entered for consumption." "Total 
imports" are all imports which reach the customs warehouses. 
"Imports entered" for consumption" are all imports which pass 
through the customs warehouses and enter into the Canadian 
channels of trade. "Imports entered for consumption" is a 
technical term, used in both Canada and the 'United States for 
imports to which it does not always accurately apply, since it 
includes goods not consumed in Canada, if they are reexported 
after passing through the customhouse. 

Statistics of exports are publisbed for "total exports," for 
"exports· of Canadian produce," and for "exports of foreigil 
produce." Tbese terms are self-explanatory. Included in ex
ports of "foreign produce" are foreign goods exported from cus
toms warehouses without having passed into the channels of 
Canadian trade, and foreign goods exported after having been 
"entered for consumption in Canada." The amount of exports 
of foreign prOduce is generally greater, therefore, than the differ
ence between" total imports" and "imports entered for consump
tion." 1 To obtain the commodity balance of trade, the statis
tics of "total imports" and "total exports" must be used. 

1 Since 1916 a comprehensive reorganivUon of Canadian commerce statistics 
has been ef!ect<d, and what is said here shauld be understood to be applicable to 
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M etlwds of computing Values. - There are important diver
gencies in the methods used by various countries in computing 
the values of their imports and exports.' Most countries use 
c. i. f. values for imports, or the values on arrival at the port of 
import, including freight, inSurance, and other transport charges. 
Many countries use official valuations, which in some cases are 
arbitrary or obsolete and have little relation to actual values. 
Canada follows the American usage of basing its import statistics 
on the values of imports in the countries whence the goods were 
consigned to Canada. The values used for imports are the " fair 
!ll&rket values of such goods when sold for home consumption: 
in the principal markets of the countries whence, and at the time 
when, the same were exported directly ,to CI!D&da." The term 
"direct" does not exclude shipments passing in continuous voy
age through the ports or other territory of a third country. Un
less either "dumping values" or undervaluation are discovered 
in the values declared and sworn to in the invoices, the invoice 
values are taken. Except for the relatively insignificant amount 

. of goods which are undervalued to evade customs taxation with
out discovery by the customs officials, or which are discovered 
by the customs inspector to have been sold at dumping prices, 
the recorded statistics of imports represent, therefore, the actual, 
f. o. b. charges made for the goodS by the foreign exporters.' 

The ·importer pays not only the f. o. b. invoice price, but also 
the freight and insurance and other charges incurred in transport
ing the goods to the point of destination. Nevertheless, import 
statistics based on f. o. b. values have the advantage that they 

the period WId .. study, but net oe<:<ssariIy to subsequent yars. Statistics of 
.. total imports" are, !!ina: the fiscal yeer 1920, no loDge< published, aDd statistics 
of good. _rted from warehouses .... collected and published separately "" 
'·'tnmsit tmde." The Customs Department has infonned the wriler thet the dif
ference betWeen fltotal imports" and uimports entered for consumption" was 
due almost wholly to imports of wheat in bond flOm the United States, for rei!zport 
0_, when it appealed in the statistics of ezports of foreign pIOduce. Such 
wheat wou1d now __ ooly in the ststistics of tnmsit tmde. 

1 Cf. United States Department of Commerce, Min. Smu, No. S9t tlM.ethods 
of Computing Values in Foreign TnuIe Statistics." 

• For a qualilication of oome importance with Rgard to trade discounl5, see 
;"JrG, p. 71. 
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are accurate as far as they go. Those. countries which base their 
import statistics on values at the port of entry usually obtain 
these values either by adding an arbitrary percentage, kept uni
form throughout long periods, to the invoice values, or by valuing 
the goods more or less arbitrarily and independently of the in
voice value, on the basis of their supposed values at the port of 
entry. Even with the inadequate data available as to freights, a 
careful estimate of the amount of the import freights added to 
the invoice values sh!luld give more acceptable results than the 
arbitrary usage of customs ofIicials.· 
. The values used in compiling the export statistics are: for 
goods "the produce of Canada," their value at the time of ex
portstion at the "port'" whence shipped; for exports of foreign 
produce, the "actual value" of such goods, which means in 
practice the value declared by the exporter, and probably in
cludes as a rule the accretion in value to the goods between 
arrival in Canada and reshipment from Canada abroad. 

Ac,fU'acy of the Statistics. - For the items which they cover, 
with the exception of gold coin,. the Canadian statistics of ex
ports and imports are probably as close to accuracy as is reason
ably to be expected of any comprehensive statistics. An ex
ceptionally efficient Customs Department collects with great care 
the data for both the import and export statistics, and no allow
ance need be made, with the exception noted, for inaccuracy in 
the published statistics. Until June 30, 1900, the statistics of 
exports were regarded by the Customs Department as inaccurate 
for shipments overland to the United States, and an addition of 
five per cent was made annually to the collected statistics of eX
ports to the United States, to cover unrecorded exports. In 1900, 
however, the Customs installed a new system of collection of 
export statistics for overland shipments, and abandoned as un-

I In the Fi .... R.,.,. oj Ike Domi_ &yal c:.....;m." this question is .... 
IighteDiDgly discussed. with special reference to Canada. and the conclusion reacb<d 
that the <.i.l. Jethod of oomputiDg import values\..,uld result in great inacauacy 
if used in C8lI8de, because of the great '""'8" in the ad valorem pmportioDs of the 
frei8ht charges of imports oved&nd from tha U. S. (Gt. Br. Pari. Paper.!, Cd. 1911 
[1917J. P. 166). 

• Iuclades inland to.."., and indicates merely the point of shipment. 
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necessaxy the allowance for unrecorded items. The defects in 
the statistics of imports and exports of gold coin are discussed 
later. 

Omissions and Inclusions. -A careful study of the commerce 
statistics of any country generally reveals some unusual omis
sion or inclusion in the items of commodity trade for which data 
are collected, the result of conditions peculiar to the trade of 
such country or due to some tradition or practice of long standing 
in the department which gathers or puhlishes the statistics.1 

The most important aspect of the Canadian statistics requiring 
attention in this connection is the inclusion, in the recorded 
statistics, of imports and exports of settlers' effects. As these 
move in or out of the country with the owner, they create no 
international obligations, and, in this sense Of the term at least, 
are non-commercial in character. While the mo.vement of set
tlers' effects in or out of the country is a movement of capital, 
it dl1Iers from the ordinaxy import or export of capital in that it 
involves no payment of interest or repayment of principal to or 
from Canada as the case may be. The statistics of imports and 
exports of settlers' effects are therefore to be deducted from the 
statistics of total imports and exports in the present study, whose 
pUIpOse it is to ascertain the balance of Canadian indebtedness to 
other countries. 

Ships purchased by Canadian companies for use in the foreign 
trade and ships of British registry and construction imported for 
use in the coastwise or internal trade are not subject to duty in 
Canada, and no statistics of imports of such ships are collected. 
All, or practically all, the Canadian-owned ships engaged in the 
foreign trade and not constructed in Canada are of British origin. 
It may be assumed, therefore, that all the imports of ships for 
which no, data are collected are of British ships. The annual 
statements of the trade of Great Britain recard exports by desti
nation of new ships, but exports of old ships are not recorded. 
These are not unimportant. In one year, 1903, the Canadian 
Pacific Railway purchased for approximately $7,000,000 a :fleet of 

1 In the British statistics. for instance. there are not included imports and ez
ports of precious stones, exports of old ships, and exports of bunker coal. 
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fifteen old vessels belonging to an English company.' For new 
. ships, the statistics of British exports to Canada during the pe
nod under study are added to the statistics of total imports into 
Canada. For old ships, correction has been made for the pur
chases abroad of the most important company, the data having 
been obtained by private correspondence. 

The statistics of imports include a few items which would de
mand some further investigation as to their significance for this 
study, if their amounts were not so small as to render them unim
portant, however disposed of. It may be w~ however, at least 
to make mention of them. Prizes won in competition (imJ?Ort in 
the fiscal year 1914, $10,861) should be excluded as non-com- . 
mercial, but their amount is insignificant. "Articles ex-ware
housed for ships'stores" (imports entered for consumption, 1914, 
$1,041,782) apparently represent goods generally dutiable but not 
subjected to duty because taken out of customs warehouses for 
use in vessels engaged in the foreign trade. These goods, how
ever, should properly be included in the statistics of exports as 
well as of imports, but no evidence can be found that such is the 
procedure. Several items consisting wholly or in part of adver
tising material are valued for purposes of duty and included in 
the import statistics. Much of this material is distributed in 
Canada free of charge for advertising purposes, and no offsetting 
payment is made. To the extent that this is the case, not only 
shollld the amount of the recorded imports be deducted from 
the total imports, but the amount of the duty collected should 
be reckoned as a payment to Canada from abroad. (The chief 
item of this character, consisting of advertising pamphlets, 
showcards, circulars, etc., amounted in the fiscal year 19r4 to 
$830,841; duty thereon, $399,320.) Allowance for the goods 
ex-warehoused for use as ships' stores will be made when freight 
charges are considered.· The remaining items are disregarded as 
unimportant. All the items here enumerated were in much 
greater amount in the fiscal year. 19.i:4 than in most preceding 
years. 

1 CGIIOdiaIo Annual Review, '9U, Appendix, p. 68. 
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Fiscal Years vs. Calendar Years. - The Canadian commerce 
statistics are collected and issued primarily for a fiscal year dif
fering from the calendar year. This makes the commerce data 
inconvenient for purposes of comparison with other statistical 
data collected for calendar years. Moreover, during the period 
under investigation there was a change in fiscal years: the fiscal 
year ended on June 30 until 19"6, and on March 31 after 19"7, 
with an intercalary period of 9 months from July, 19"6 to March, 
1907. The series of fiscal years from 19"Z to 1914 inclusive 
therefore covers only 13 years and 9 months, instead of 14 years. 

TABLE n 
UNUCOltDED hIPoaTS AND ExPoI'l'S 01' ~ ~, 1900 TO 191'3 

1,,'_0/-
I n m IV v VI 

Gold coin held by Cuadian hub Tot.! gold coin ill CuwIa 
You Gold~eId by 

0u!5ide lD Canada -- ~TJ, - .... Total· ea. .... (I - Ilj .....,u. ..-..... 
1899 9,584 2,791 6,187 ,12.,444 19,.31 .... 
1_ 11,173 3.475 8,'98 14.931 23,229 3,998 
1901 11,S71 5,330 6,241 16,224 2.,465. '164 
190' U,802 6.324 6,563 :n:,266 27.834 5.369 
1903 16,101 5,861 10,240 28.679 38,919 u,98s 
1!)04 17,617 6.598 11.,019 35,142 46,761 7.B4I 
1905 19.649 1,49:1 n,ls8 34,.89 46,447 314 
19<6 23,'152 10,91:2 12,840 aB,685 SI,s25 ·S,018 
19"7 2S,It9 9.079 .6,_ 39.685 55,ft 5 4.-
1!)08 '7_ 11.374 15,725 61:,67. 71.399 21,674 
l!)09 27,456 12,765 14,(91 69.5'5 84J216 6,817 
1910 33.411 11,998 21,413 74.566 95,979 11,,63 
1911 37,464 .13,'103 23,761 100,408 124,169 28,190 
19U 33,780 14,798 18,982 103,854 .. >,836 1.J3J 
2:91 3 46,600 19.418 27,142 USt lSJ 14:1,295 I9J4S9 

Total .... .... ... . .. .. . ... . ... 123,064 

" ClJIftJIIo ~ data. u of December,JL $1,197.- ill Central Gold Jlescnra lm:luded. In SOq --• Not separately reported until 1913. Far Ift9ioaa yean. estimated to be 17 1* ccm of cksmitI 
oubide of Canada. whkh Will the a~for the period1uly, i~ to IfIJlUUY.l9I4. whee thIM hold-o 
ID,p were 1CpaftteJ;y tepOtted. DepGIita outIide Canada. from c--. GaI-.~ as of December ., ... 

I c..a Gudk ... of December It. 
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To avoid these difficulties statistic; of commerce for calendar 
years were sought. The Customs Department issues calendar 
year statistics of "imports entered for consumption" and of total 
exports, but neither monthly nor calendar year statistics are cOl
lected for "total imports" or for trade by countries. The dif
ference in .amount between "total imports" and "imports 'for 
consumption" for the period under study never exceeds $25,000,-
000 in anyone year, and can be computed for fiscal years from 
the fiscal year statistics of total imports and of imports for ·con
sumption. The method followed in this study has been to use 

TAlILEn 

UNDCCDDED lKPoa'l'S i.!m ExPo:a'l'S OJ' GoLD COlN, 1900 T~ 1913 

In ,/lows"," of--

vn vm IX X XI -xu 
TotaI~ Reeorded net V_eo! 

V"" 11"""'''' Goldco1n """"'-=- "-<I'" accretions or imports or 
bn~o/ miDtedin. tious o! .old =, .. Ioss~~ ~t 10 eoiDt Canada' ~m dcoia t 

(VII + VIII) (lX-X) -XI) ,- 4,524 .... 4,524 a,1ig7 8'7 3,1:71 
,go, 4,882 .... 4,882 ',367 atSJ:S J03?9 
,go, 5,968 .... 5,968 29<> 5.678 J09 
'goa 6,741 .... 6,741 3·0 

. 
W' 4,654 

'904 10,369 .... xo,,36q 2,330 8,039 '97 
'goS 7,128 .- .. 1,128 1,366 5.762 6.016 
'906 7.860 .... 1,860 '50360 7,s(Jl) 12,518-
'907 4.606 .... 4.606 18;118 14.nz 18,312 

'9D8 8,943 3 8,946 4,'40 4.806 16,868 

'909 4.467 79 4,546 1,420 3,'126 3,691: . 
1910 7.260 '36 ',396 1,984 So4I' 6,35' 
1911 20,438 1,248 2I,686 5,133 15,953 U,2J1 
19I2 7.496 '.478 8,974 13,805 4.8Jl 3.498 
1913 I2A95 '.909 '4_ 12,561 1,843 17,616 

Total .... II3,171 4,853 n8,o30 84,08. 33.949 89tIlS-

• ~S. c:almdar year 1Itatistict~ compi!ed from Dept. of Cuatoms U..u.J lltlfllll7 s... 
...,. gf I_tons Gad Bs~ :I~. ti!ca1 year st&tiatiQ hom Dept. of 'l'ra.de aDd lAmE ce, 
A...., ~.lUIjusted to calea.dar years putly on buU.of hypotheW of equallDMlthly dfmibn.,. 
tIon.1*rtIY GIl 'basia of iDcompIete mocthly reporb:. 

• Caaada: ~ A~ 101"". P. ziv~fo: l,o&-I9U:. BycorrespoJldeac:fromDept, 0( lIfiDa 
Jar lOIS. Noat minted Wen %QO&. 

• Dccreuea in ita1b. l' Net apart in italiaI. 
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calendar year statistics wherever available, supplementing them 
whenever necessary with the fiscal statistics adjusted to a calen
dar year basis, generaJIyon the assumption of equal monthly 
distribution throughout the fiscal year. In most cases more 
detailed monthly statistics were available at the beginning and the 
end of the period under study, which made it possible to obtain 
accurate totals for the period as a whole, even though there was 
some error in the distribution among the individual years. 

Imports and &ptwts oj Gold Coin. - The Canadian statistics 

Year 

.goo 
1901 
190' 
1903 
1904 
I90S 
1906 
1907 
xgoB 
1909 
1910 

I9II: 

1912 

1913 

Total ••.. 

TAliLE m 
Tm: COJO<ODlTY BALA>IC& "" ~, '90" TO '913 

In t1sDowJnls of doUan 

Debits 

I n m IV V 

U.....- u ............ 
Set ...... Imports for ImJ)Ol'b for "'l/;lZ of COIilumptioa l 

.. _, 
="'of 'tish dfecbto be 

min' shi.PI' <led ....... 

180,665 8,ggS 3,111: .... 3.5S8 
187.477 9.329 .... .... 4,160 
209,169 8.45' .... 720 5.5" 
2S2,42I 7,586 4,654 1,221 6,600 
2S6,639 6.3.8 .... 781 6~21 
270 ,386 4,417 .... :2,603 8,16g-

3'0,477 3,6so 12,578 1,332 8.477 
$72 ,825 10,112 18,,312 1,225 9.935 
292,2B9 11,753 16,868 128 8,463 
351,;62 :14,«)02 3,6g-1 941 9,634 
443,805 11,727 6.351 1)6.10 13,12. 

5"4>851 I1r453 n,13? 50 3 14,876 
645,547 IS,J46 3.498 '.516 15,135 
673,241 17,016 17,617 2,264- 15.932 

4,981,154 141,069 98,976 21,904 131.093 

VI 
Total 

""-(l+H+ 
m+IV-V) 

.89,,76 
1'92,646 
212.830 
265,282 
256,821 
269,231 
329t560 
39'.539 
312.575 
361,86. 
450,371 
534,168 
651,231 
604,205 

$,112,610 

1 Dept. of Customa. U,.,..ulll Jl6fIJ1Il, SkfIftNftb e{ 1~"'~. December iaaua give 
rniaed rct\U'DI for caJendar Yf'A!n ending in December of prwiow. yeu • 

• DI!pt. of CWltoms ... ..-.I T~ tlII4 N~........ Obtained for &.at,... by.~ 
'lion of importt for conaumption from total importa. AdjIlltCd to caIeadar)"fIU huia aD h1P>theaiI 01 
equal monthly diJtribntion in each fDcal year. • Fl'Om Table n. 

f United Xinpiom.: AIItMIdl SI4IfIIMftII qj ,~ .. c.-", r .... apcrrts to Canada of !leW 

thi&-. Britilh produce. Convuted {rom IterlUla to clolfan, at £% - "".87. To theIe fisura were lidded 
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of imports and exports of gold coin are admittedly imperfect, 1 

and it is easy to demonstrate their shortcomings. Gold coin is 
used in Canada only as banking and currency reserves, and there 
is no, or practically no, gold in circulation as money. The total 
recorded excess of imports of gold coin over exports from Jan
uary I, 1900, to December 31, 1913, amounted to only $29.°96.000. 
During the same period the gold reserves of the government and 
the banks increased by $123,064.000. of which only $4.853,000 

y.., 

1_ 
1901 
190' 
1903 
1904 
1905 
'906 
190'/ 

1908 ,_ 
1910 

1911 

1912 

'191l 

Total .... 

t Cf. Co" of Livi"g Reporl, vol. ii, pp. 848.849. 

TABLEm 

TIm COlOIODlTY BALANCE OF ~ 1900 TO %91;3 

I .. ~ of doll6n 

c..dib Balamzs 

VII vm ]X x XI xu 
"Total U..- Settl .... T.t"~ Debit c..dit 

exports"I ~ effects tc. he (VU+ (VI -Xl (X-vn ........... -IX) 

186,1:29 · ... ItI 89 184,940 4.336 · ... 
203.292 3,279 1.402 205,169 .... 12,523 
• 17,aS3 309 1,49' 2IS,9QO .... 3,0'10 
228,I53 · ... 1:,354 226,799 38.483 .., . 
199,241 197 1,379 1.98,059 38.768 · ... 
224,624 6.076 1.,602 224],098 40.1 39 · ... 
'69.478 · .. , 1,741 '67,737 6IJ82~ .... 
273.325 ,- .. 1,999 271.,326 12%,313 . ... 
-_5 " .. 1,948 268,057 44,518 · ... 
'1)O,g6. , ... 2,293 288,66g 73,193 . ... 
298,850 .... 2,202 2g6,64l\ 1:$3,723 · ... 
303,763 · ... 2,152 301,611 232,557 . ... 
318.094 .... 2,370 375,124 '7S,soS · ... 
474,414 .... 3,013 471,401 222,804 · ... 

3,817,413 9,861 a6,I"36 3t8ot,IJ8 1,321,065 '5,s93 

tile diIereDc& betwOBl (I) the purchues of British ahips~ DeW and old. by .. Canadian CODlpaa;, which 
supplied the iafClJ'lD&tkm to the wnw. and (2) the British aportsof DeW ships to Canada. in every 
~ fw whk:b. the-!ormCIr were in CZCCIB of the latter • 

• Dept. 01 Cuatomt .... ....." TnW .. NailaJiIJa RIIww. for b:a1;sean. A.djuated to ca1endu 
:ree buia CD ~ of equal monthly diatributioa in each fiscal year. MOlltbly Rtuma of Dept.. 
of Ccstoma &lao uaed m obtainiag fipra for imports for caImdar J'lIIR 11100 aDd 1913. 
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was minted in Canada. The remainder, $II8,2II,000, must 
therefore have been obtained by importation from abroad. The 
excess of this amount over the recorded net import of gold
$8g,II5,ooo - should measure, therefore, the unrecorded gold 
imports. 

There are, however, two possihle sources of error in this cal
culation. (I) It has been stated above that there is no gold in 
circulation in Canad.a. This is essentially true, but some of the 
gold coin minted in Canada passed into the hands of private 
persons in Canada and elsewhere as parts of coin collections, and 
did not enter into the monetary gold reserves of Canada. The 
amount of gold coin remaining in Canada out of monetary use 
should be added to the amount of unrecorded imports of gold, 
since the calculation made above assumed that all gold coin 
minted in Canada was added to the monetary gold stocks. Avail
able data indicate that less than $2,000,000 of Canadian gold 
coin remained outside of Canadian gold reserves. (2)" Specie 
held by. the banks," assumed in the above calculation to consist 

. wholly of gold coin, includes all coin held by the banks, including 
subsidiary silver and bro~fOins. The hanks do not report 
the proportions in whim tI& specie consists of gold and other 
coins. It is known that the bulk of the specie held by the banks 
consists of gold, and in May, 1913, the Canadian Minister of 
Finance stated in the House of Commons that it was "probable" 
that of the $39,000,000 specie reported as held by the banks, 
only two to three millions were in Canadian silver currency.' 
This appears to be a reasonable estimate. The total issue of 
Canadian silver and bronze coin from 1858 to 1914 amounted 
only to approximately $20,000,000,' of whim some must have 
disappea.r¢, and the bulk of the remainder must have been in 
general circulation. It will be assumed that the amount of in
crease in specie holdings by the banks from 1900 to 1913 whim is 
to be accounted for by increased holdings of subsidiary coin is 
offset by the amount of Canadian gold coin whim did not enter 
into the reserves. 

1 TIWtIJIJD JiOfldtJry Timat, May 24, 1913-
t Canada.: PtWlk A.ccotmls, 1914, P. xviii. 
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The Com-aity Balance of T,ade . ...:... Tables II and m present 
the estimates reached for unrecorded imports of gold coin and 
for the commodity balance of trade, respectively. 
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DATA OF CHART I 

TOTAL hIPoR'l'S INTO CANADA AND TOTAL ExPcm1"S nOlI CANADA, 1868-191:4' 

I .. -... qf doll<w 
Fuca! Total Total Fuca! Total Total y..., Imports 

B_ 
y"" 1m ..... -1868 73 58 189' "0 98 

'869 70 60 '89' 127 114 
1810 75 14 1893 '29 "9 
'87' 96 74 1894 123 XI8 
18,2 IU 83 1895 <II 114 
'873 128 go '896 u8 X2' 
.814 128 89 1897 119 '38 
1875 123 78 .8g8 . 140 ·64 
1816 93 81 '899 ,63 159 
.817 99 76 1900 .go 19' 
.818 93 79 190' '90 196 
1879 8. l' '90' .12 2 .. 

ISSo 86 88 1903 24' •• 6 
.881 105 98 

I_ 
'59 "4 

188. %19 102 1905 ,61 203 
.883 x3' 98 1906 '94 '51 
'884 n6 9' '901' .60 205 
.885 '09 89 xgoB 371 .80 
x886 104 85 1909 310 26. 
1887 113 90 1910 39' 30' 
1888 III go I9I1 47' 297 
ISSg 115 89 1912 559 3'5 
ISgo 12. 97 1:913 69· 393 

1914 651 479 
1 CtJfJIJtkJ y.., BHl~ Z91,!. PP:·:tI7~ 2s8. I: N"me moMha only. 

The results tabulated above show that, in so far as the com
modity balance of trade was concerned, there was approximate 
equilibrium between debit and credit obligations from 1900 to 
1903, and that only with the year 1904 did there appear a marked 
debit balance against Canada. The debit balance persisted 
throughout the remainder of the period under study, and showed 
an almost constant tendency to increase from year to year. 

Comparison with Earl"" Period. - A study of only the com
modity items in the international transactions of Canada provides 
an inadequate basis for definite conclusions, but it is of interest 
to compare the situation from 1900 to 1913 with the situation 
existing during the three preceding decades. Chart I presents 



· BALANCE OF INTERNATIONAL INDEBTEDNESS 37 

the imports and exports as given in the official returns, for the 
fiscal years from 1868, the first fiscal year of Confedexation, to 
1914, the last fiscal year before the outbreak of the Great War. 
The data presented in this chart, it should be noted, are the 
statistics as they appear in the official returns, without correction 
for unwarranted omissions or inclusions. 

With the exception of the single year 1880, there was through
out the period from 1868 to 1894 an excess of imports over ex
ports, substantial and, if averageS for five-year periods are taken, 
fairly constant in amount. As there is no reason to suppose that 
the excess of imports during this period is to be explained by a 
balance of indebtedness in favor of Canada arising out of the 
transactions in international commerce which escape· measure
ment at the frontier, the so-called invistllle items, the chart in
dicates that the period from 1868 to 1894 was marked by a steady 
flow of foreign capital into Canada, and this is borne out by what 
is generaJly known of the economic history of the period. The 
greatest excess of imports over exports occurred during the years 
1871 to 1875. These were years of industrial growth and of ex
tensive undertakings in capital investment in Canada. In these 
years the building of the Intercolonial Railw~y was in active 
progress, the Canadian Pacific Railway was begun, and there was 
considexable expansion in manufacturing and in large-scale 
lumbering operations. Most of the capital necessary for these 
enterprises was borrowed· from abroad, especially Great Britain. 
During these five years the excess of imports over exports totaled 
$171 ,000,000.' 

The period from 1876 to lSgo was marked by a less spectacular 
but steady growth of business enterprise in Canada, and the ex" 
cess of imports over exports shown in the chart for these years 
is probably roughiy representative of the inward flow of capital. 

The years from 1892 to 1895 were.years of acute financial and 
industrial depression in Canada, brought on mainly by the col
lapse of a real-estate boom, a succession of crop failures, and a 
decline in business activity in sympathy with the disturbed 

1 For .... outline 01 the economic history 01 Canada during this period, see 
R. M. Breckimidge, T .. Hislory of'" CGIIadia. &mIriIog Sy-, pp. 264-'7" 
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economic conditions then prevalent in the United States. The 
annual excess of imports over exports declined steadily from 
1889 on, and in 1895, for the first time, with one exception, since 
Confederation, the trade statistics showed an excess of exports 
over imports, an indication that a check had occurred to the 
inward How of capital from abroad. 

The years from 18¢ to 1901 were years of slow but gradual 
recovery from the antecedent period of depression, and the excess 
of exports over imports during this period indicates that the 
flow of new capital into Canada from abroad was overbalanced 
by the liquidation of old indebtedness to other countries and by 
interest payments on old investments. 

The period after 1901 was marked,once. more by industrial 
expansion, speculation, and a great increase in public works and 
improvements. railroad building, and other investment enter
prises, a movement which continued in ever-growing volume, 
except for a temporary set-back resulting from the disturbance 
.in the world's money markets in 1907, until shortly before the 

. outbreak of the World War. A comparison of the movement cif 
the balance of indebtedness with the conditions governing capi
tal investment in Canada. during this later period is postponed 
until the :figures for the commodity balance of trade are supple
mented by an analysis of the other items in the international 
balance of indebtedness. It is to be noted, however, that, while 
the excess of imports over exports during the decade preceding 
the war had its counterpart in the earlier period from 1870 to 
1894, the excess of imports during the later period marked a 
reversal of conditions from the excess of exports in the eight 
years immediately preceding. Moreover, in the period after 
1903, as compared with the period from 1870 to 1894, the excess 
of imports was much greater in amount and was an excess over 
a much greater volume of. exports. 



CHAPTER III 

NON-COMMERCIAL ITEMS IN THE INTERNATIONAL 
BALANCE OF INDEBTEDNESS 

INTRODUCTORY 

UNDER the heading of non-commercial items are grouped those 
transactions which consist, in their international aspect, Qf the 
movement of goods into or out of Canada, which does not involve 
an oJIsetting movement in the opposite direction because no pay
ments have to be made for such shipments. Remittances by 
aliens in Canada to their relatives in the home country and by 
Canadians abroad to their relatives at home, and settlers' effects 
and monetary capital brought in by immigrants and taken out 
by emigrants, are the important transactions in this class. 

Non-commercial remittances by aliens in Canada to friends 
abroad are made immediately by sending money orders or other 
financial documents. Funds must be provided in the foreign 
country for the cashing of these documents, imd the two main 
methods whereby this is accomplished are the export of goods 
for sale in that country or a reduction in the amount of the 
goods which would otherwise have been imported from that 
country. Non-commercial transactions involving payments by 
Canadians to persons abroad affect the commodity balance of· 
trade, therefore, in either or both of two ways: they increase 
the exports, or they decrease the imports. In either case they 
tend to bring about an excess of exports over imports. Per con
tra, non-commercial transactions involving payments to Canada 
from abroad increase the imports OI: decrease the exports, and in 
either case tend to bring about an excess of imports over exports. 

Settlers' effects, that is, the personal property other than money 
of migrants and moving with them, differ in some important 
respects from the other non-commercial items. They are sepa
rately and immediately recorded in the official statistics of ex-

so 
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ports and imports as settlers' effects; because money is not used 
in any stage of the transaction, they do not require the use of 
financial documents to mediate their transfer from one country 
to another; and they inva.ria.bly represent additibns to the re
corded imports and exports. They have already been considered 
in connection with the discussion of the commodity balance of 
trade, and the existence of official statistics, not necessarily of 
their true volume but of the extent to which they have been per
mitted to affect the recorded statistics of imports and exports, 
made it a simple matter to account for them.' Imports of ad
vertising material not sold for a price resemble settlers' effects 

. in these respects, but are too small in amount to demand· special 
consideration.' 

There is, Unfortunately, but little statistical information bear
ing directly on the other items here to be considered, and resort 
must be had in these cases to estimates of a very rough sort. But 
for the main purpose of this study the variations in the balance 
of indebtedness from year to year are of much greater importance 

. than the absolute amount of balance for any year or series of 
years. The method mainly followed here, in reaching estimates 
for "invisible" items in the balance, consists of the resort to 
official annual statistics for data as closely related as possible to 
the actual transactions whose value measurement is sought, and 
the building up from these data of estimates of the volll!lle of 
such transactions for the corresponding years. This procedure 
perhaps has little advantage over the method usually followed 
in like circumstances, of estimating the volume of transactions 
in round numbers for the entire period, in so far as reaching 
totals for the period ·are concerned. It has the distinct advantage 
for the purpose of this study, however, that it gives a reasonable 
degree of assurance that the trend from year to year in the volume 
of the transactions has been indicated with approximate accu
racy. Use is made also of all available means of checking up on 
the estimates reached, including comparison with similar esti
mates made by other writers for Canada and for other countries. 
But the main defense against possible criticism of the statistical 

1 See "'twa, p. 28, and Table m. • See mtwG, p. '9. 
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methods used must rest on the impossibility of obtaining more 
certain results and on modesty of claims for such results as are 
obtafued. 

llmIGRANTS' CAPITAL 

An estimate for the amount of capital brought in by immi
grants, not including settlers' effects, will be reached by estimat
ing the per capita amount of capital brought in by each class of 
immigrant and multiplying by the number of immigrants in such 
class. 

CapiUll per Capita of Immigrants from ilre Uniled States.
Immigrants into Canada from the United States bring "with 
them cOnsiderable amounts of capital. Many of these immigrants 
are farmers who sell their farms in the United States and bring 
the proceeds of such sales, together with some of their live-stock 
and implements, to Canada, where they take up free b,omesteads 
or buy cheaper land than was available at home. For ·the calen
dar years 1906 to 1912, official figures of the total value of effects 
and cash brought in by immigrants from the United States were 
issued as follows: 

TABLE IV 

IJonGLUlON BUUAU Esrn£ATES 01' CAPrrAL JUlOUGllT IH BY AIm.ucAN 
TMHIGII flN'l'S, "1906 ~ 191:2 1 

Number of Deets and cash Calendu __ to ,,_ ... capita nlcc 
:rear the United States doAtJn 

1906·· . . . . .. . • . . . . . . • . . • . . . .. . 63,78. 8c9 
1907· . . . . . . . . . . . . . . . . . . . . . . . . . .;6,687 885 
19oB ......................... . 57 .• 124 1;152 

1.909······ ................... . 90,996 Sn 
t9I O •• ,- ...•. - ..... - •... , ••..• 124)602 1,061 
1911 . - ....................... . laI ,n4 I,Sl\I 
1912 , ............. , .......... . ''''''143 ',444 

5 1 ,600 
,SO,I68 
65,807 
73,798 

132,203 
20.1.784 
202,366 

The figures given above were issued by the Superintendent of 
Immigration, and are presumably to be regarded as estimates 
based upon actual data collected by Canadian immigration 
officials from immigrants. They include, it will be noted, bQth 
effects and cash. To the extent that the effects were recorded as . 
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imports, they have a1reaily been dealt with. But the import 
statistics of "settlers' effects" are collected by the Department 
of Customs, and not by the Immigration Department. Settlers' 
effects are free of duty; they are mainly old articles, not accom
panied by invoices to aid the customs officials in their valuation; 
and their accurate valuation, owing to their non-commercial 
character, is of slight importance. The recorded statistics of im
ports of settlers' effects are, therefore, probably underestimates. l 

The value of settlers' effects which escapes official record does 
not concern us here, since it does not affect the recorded balance 
of trade. But because of the possible discrepancy between the 
valuations of settlers' effects by the Department of Customs and 
the Immigration officials, it is not permissible.to take the Immi
gration Branch's figures given above, less the amount of settlers' 
effects recorded by the Department of Customs, as measuring 
the amount of cash brought in by immigrants from the United 
States. 

But even H very generous allowance be made for the value of 
effects, the Immigration Branch's figures for cash brought in 
are unquestionably great overestimates. As Dr. Bonar points out, 
the total imports from the United States do not greatly exceed 
the estimates of the Immigration Branch for cash and effects 
brought in by immigrants from the United States.· The litera-

1 a.James Bonar, "Caaad&'s Balance of Trade,)} ProaetJj"paJ CGftStldiMJ PfJIm.. 
etJI Sciat;J Amcialirml 19"13, p. 88: uThis [the value of imports of sett1eJs' efIects 
&om ~ United States as recmded in ~ official import statistics] is a modest 
figure. • •• Through ~ courtesy of the Superintendent of Immigration I Ieam 
that it is fomished by the Deportment of Customs, and, as a _t part of settlers' 
dfects is not subject to duty, the full value would not beshown.JJ There isanUD
warranted implication here that statistics of imports of non-dutiable goods "'" 
necessarily ~bIe. 

t Ibid., ~ JQ, in. reference to the- statistics for 1911: "With every allowance for 
the dilference between a calendar and a fiscal yool, the ligule seems...-y high. The 
value of all the imports from the United States in ~ onlinary way of trade would 
be abo.ut '77 millions; and we are asked to believe that ~ said IJO,ooo settle!s 
bIOught wealth to nearly tJuee.quarters of that amount, about 202 out of about 
.8S __ [the _ed imports of settle!s' d .... ) about 8 miIlioos. • •• In 
absence of ~ data on which this estimate is founded, we ..... place muth 1ess am
fiden<e in it than in the recolded value of ~ deets; and ~ authorities have done 
well to ezclude it &om ~ IeCOeds of imports.» CI. also Professor Stephen Weoodt, 
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ture issued by the Immigration Branch gives evidence of the 
iniIuence of a "boom" psychology, and little confidence can be 
placed in statistical data presented by it which are not collected 
according to routine methods prescribed by statute. 

F. W. Field estimates on the basis of the kind of evidence sub
mitted by immigration officials that the value of effects brought 
in by settler immigrants from the United States is $350 per capita, 
and of cash is $500.' Coats accepts Field's estimate and applies 
it to all immigrants from the United States.' There is ground for 
belief that even this estimate is not conservative enough. Not all 
the immigrants from the United States to Canada are prospqous 
farmers. Farm laborers and their families and the families of 
farmers are all included in the Canadian official statistics of im
migrants, according to occupation, under the heading "farmers 
and farm laborers," and less than one half of the total immigra
tion from the United States is in this class. Many of the Ameri
can immigrants who take out homesteads or buy farms in Canada 
are sons of American farmers, whose capital is borrowed from 

uThe Canadian Balance of Trade,," J rnwnaJ uJ Canadian Btmker~ As.wci4tion
J 

vol. :all (April, 1915), po 173: "The average figure of $1000 per persou ....... ex
tI<m<iy high." 

1 OJpiW 1,,_ in CtmGda ('913 eeL), p. ,81. 
s OJ" of I.m", R~ vol. ii, p. 902. The Canadian Minister of F!mmce, the 

Honorable W. I. White, in his Budget Speech of May 12, '9'3, made the followiDg 
ref_ to capital brought in by immignnts from the United States: "Fmm 
a>mpiIatiDns carefully mad. by the Deportment of the Interior [the Immigration 
Branch is a division of this Department1 it has been conservativoly estimated that 
the cla!s of immigtatiOD we =d .. from the United States, that is to say of fannets 
who ha"" sold out theiI holdings in the States, and have taken np land in westerD 
Canada, bIings with it capital (including settlers' effects) to the amount of over 
$,,000 per head or say $5,000 per family of Jive persons. The total number of 
such immignnts for the calendar year '912 was '40.143. Applying the mt. above 
mentioned per head the amount of capital and ef!ects ....,mpanying this immigra.
tion would reach a total exceeding $140.000,000, in wlue. When OOllSidering the 
_ of imports from the United States over our exports to the United States this 
large inlIu.: of capital to he productivoly employed in 011< agriculture must, as I 
have pointed out pIOViousIy, DOt be ovellooked." It shouId be anted that the Do
p&rIment of the Interior thus stands sponsor for tW.. mazkedly different estimates 
of the per capita wealth brought in by immignnta from the United States, _y, 
$'441,asg;..", in Table lV, and $1000, as reported here byMr. White. Mr. White, 
like Mr •. Coats, assumes also that all of the immigmDts from the United States 
are well-to-do farmem. 
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their fathers in the United States, and is repaid after a few success
ful crops. The remaining immigrants from the Uulted States 
consist almost wholly of general laborers, mechanics, miners, and 
domestic servants, persons with but small capital who come to 
Canada in search of employment. Estimates of $500 per capita 
for farmers and farm laborers and $roo per capita for other 
immigrants from the United States are probably generous enough, 
and will be used here. 

Capital per Capita of Immigrants from Other Countries. - The 
Canadian immigration statistics for arrivals by ocean ports cover 
only those who travel steerage, and immigrants who travel on 
first-class tickets are not included. The Immigration Branch pub
lishes statistics for saloon passengers arriving at ocean ports, 
which give data of total saloon passengers, returned Canadians, 
and tourists. Statistics of saloon immigrants can be obtained by 
subtracting the figures for the two last-named classes from the 
total figures. Coats' estimates that Continental European im
migrants bring on the average $25 each, and, following F. W. 
Field, that British immigrants bring on· the average $roo each. 
He bases the higher estimate for British immigrants on the ground 
that many of the British immigrants are agricultural, and bring 
sufficient capital to settle in the west. Paish' estimated at $50 
the average sum brought into the United States by immigrants. 
As in the United States a much greater percentage of the immi
gration comes from eastern and south-eastern Europe, a class 
of immigrants who bring little money, his estimate may be re
garded as in reasonable agreement with the ones here made for 
Canada. The estimate of $25 per capita for steerage immigrants 
from Continental Europe will be used here. For saloon immi
grants, who come almost wholly from Great Britain, $500 per 
capita is estimated, and for steerage immigrants from Great 
Britain, $50. 

Canada levies a bead tax on Chinese immigrants, other than 
merchants and students, upon their entrance into Canada. The 

1 Cos, of u";,,g R.pon, vol. ii, p. 902 • 
• Sir George l'aish, Tlu TraM &lG .... _Ilk< UnNed S/QIu (U. S. NatioDal 

Monetary Commjsgjou), 1910, p. 182. 
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receipts nom this tax during the period under study amounted 
to $r3,000,000,' and Coats includes this sum in his estimate of 
the capital brought -in by immigrants.' After 1904 the tax 
amounted to $soo per capita. As Chinese immigrants of the class 
subject to the tax are not financially in a position to meet so 
severe a demand, there can be no doubt that the tax is paid for 
immigrants wholly or almost wholly by Chinese already in 
Canada. The proceeds from this tax are therefore not included in 
the present calculation of the amount brought in by immigrants. 

Capjlal brought into CatllJll4 by IfllmigJ'ants. ~ Table V, on 
pages 46 and 47, presents the estimated amounts of ~tal 
brought into Canada by immigrants. 

CAPITAL TAKEN our OF CANADA BY EmGRANTS 

No statistics of emigration are published by Canada. As some 
knowledge of the amount of emigration is necessary for an esti
mate of the amount of capital taken out by emigrants, resort 
must be had to rough estimates based on the statistics of immi
gration from Canada published by other countries, on census 
statistics, and on other relevant data. 

Emigration from CatIIJIl4 to the United Slates, of N an_ of the 
United Slates. - From June I, 19"1, to June i, 19II, there was, 
according to the Canadian census returns, an increase amount
ing to 115,181 in the number of persons in Canada who were 
bom in the United States. I The Canadian immigration statistics 
are collected on the basis of the countries from which immigrants 
come, and not on the basis of nativity. For the period from June 
30, 19"9, to June 30, 1914, there are available, however, statistics 
for the number of immigrants into Canada from the United States 
who were citizens of the United States. Included among citizens 
of the United States would be natura.lized aliens, including per
sons of Canadian birth, but the last-named are not included as 
immigrants in the Canadian returns. The census reports of the 
United States give the foreign-bom population of the United 

1 Cmcada Ye« Book, 1913, p. tIl . 

• Cod oJ UM, ReFr/, vol. ii, P. 903. 
I c-oda YaM' Boek. 11)13, p.. 73: 127.899 in 1901",303,680 in IgIt. 
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States as 13.6 per cent of the total population in 1900, and 14.7 
per cent of the total population in 1910.1 Allowance being made 
for returned Canadians who had been naturalized in the United 
States and for the smaller proportion of foreign-born to total 
citizens than of foreign-born to total population, -due to the fact 
that practically all natives, but only a fraction of the foreign
bom, are citizens, - it is estimated that 10 per cent of the immi
gration into Canada of citizens of the United States other than 
returning Canadians consisted of United States naturalized aliens. 

Of the total number of immigrants into Canada from the United' 
States during the period from July I, 1909, to June 30, 1914, 
amounting to 510,799, 78.2 per cent, or 399,533, were citizens of 

I U. S. ~ AhMad, 191~, P. 45, 

TABLE V 

CAPITAl. B1lOVGBr 1N'lO CANADA BY IJIKIGlI Aln'S. 1900 TO 1913 

From the United States 

FaJ'IIlBS and farm labo!lft 00.... 
Saloon ............ 

Year 
~t c.pital~ ea.-talt 

Nomber' Number l oach) , Nomber' oach) 
...woJ -.'" .... oJ ...... ....., ...... 1_ 

8,I?6 4,088 1:2,251 1,226 2,S37 1,268 
1901 9.'105 4,85' nAS2 %,248 3.338 1,669 
190' ",455 U,227 15.415 1,541 3.660 1,830 
1903 2~IOS 11,052 :&3,216 2,321 4.391 2,Xg.8 
1904 20,175 10,087 24,181 2vtx8 4,414 •• 2Of 
1905 32,735 16.161 '17,933 1,193 4,882 2,441 . 
1906 40.802 20,401 'II,I99 1,120 5.9"17 2,988 
1901 4'.185 2.I,192 l'2,916 '1,298 1,436 3,718 
1908 4',976 21,488 16,501 1,650 5,164- 2,582 
1909 58•085 29,042 34.120 3.41' 4,174 ·.087 
1:910 63,544- 31,112 $3,_ 5.149 3l3Il 1,6SS 
1911 6<>.sS8 JO,294- 7<>.471 1,<>48 3,715 1,857 
1912: 48,724- '4.162 89,099 8,910 305·6 1,763 
I913 4·,8S5 tt,42'7 82,438 8,244 3,614 1.807 

Total .... 258,651 47,645 30._ 
1. 1...J1f'Cfl'iM 'ods ....., FI.,wu.. IOt-l aDd 1020 editiou. Ad,iust04 to caleDdu 7e&r buis from 

&leal year at&tiatics oa. bypoe-;, 01 equal moa~ diatriba.ticm. 
I l~ 1'.-.. Pittwat lOll. md A __ lUIoritoilmmipatioD:Bnnch, J)eputm;ealof 
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the United States.1 Deduction of 10 per cent from this amount 
leaves 70.4 per cent. This will be used as an estimate of the per~ 
centage of the total immigration from the United States into. 
Canada for the period under study which consisted of nativ~ 
born Americans. From June I, IgoI to June I, I9Il, the total 

1. Data obtained from Canadian ofIicial :sources by United States Commissioner 
of Immigration for Canada. given in Annual Reports of Uuitec! States Commissioner 
of Immigration, 1911, p. 158; 1913) p.. 170; and 1914, p. 212. W. W. Husba.ad, 
Secretary of the United Stat .. Immigration Commission, stated that about two 
thhds of the emigrants to Canada from the United States were American citizens, 
the remainder being almost entirely CamuDa» citizens and alieDs of European 
birth who had =ided for a time in the United States (Americ<m &onomi& R ....... 
Supplement, March. X9>2, p. 19). The appsrent discrepency is explained by the 
fact that returned Canadians are not classed as immigrants in the Canadian, ,re
turns. 

TABLE V 

S_Imm~ ..... 

From Gn!at Brit&iIl From Other Caunlries Total capital 
_tby 

V .... immigrants. 

Ca~("" C.~ital ($25 - ..... ;f Number' .................. Number l ..... ....,..., -.u." oJ tkllM& d • .." 

. 
X_ xx,<146 SS- 19,887 m 7,631 
X90X 14,534 '" 21,542 538 9,034 
X9O' 29,S25 >,416 30,415 760 x6,8..., 

>903 46,083 2,304- 35,942 898 19,774 
%9"4 51,866 2,893 36,075 90' 18,501 
~9OS 16,077 3.804 40,91 8 1,023 25,428 
1906 80,592 4tO,30 45.048 l,u6 29,665 
x907 108,132 5M7 14·388 x.860 33,50 5 
x908 69,720 3,486 46,626 1,166 30,31' 
1909 58,066 2,903 4 2,447 1,061 38,565 
1910 101.206 5,360 61,266 1,532 45.668 
19II 134.343 6,711 780458 IJC)61 47.871 
I9U >47,435 1,372 105,261 2,631 4S.0sS 
1911 171.310 8.565 X540_ 3,862 43t90S 

Total ...•• 53,626 19,817 4Xx,Bog 

the-1Dtaior: Total s.bm PaaseDaera minus Returned CaudiaDI minus Tourista. I'ipm far %IJOO 
and 2910 estimated from incomplete data. Adjusted to Qlc:ndar ~ buD fnJ,m iIc:al7llU' statlItka ... _.-01 ..... __ 
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immigration from the United States into Canada amounted to 
633,190. Of this total, 445,765, or 70.4 per ~t, is estimated as 
the immigration of native-born Americans. Subtraction from 
this amount'of the amount of the increase in the same period in 
the number of natives of the United States in Canada., 175,781, 
leaves 269,984 as the number of natives of the United States who 
during this period returned to the United States or died inCanada. 

No vital statistics are published for Canada as a whole, and the 
statistics published by. the provinces are not free from criticism. 
By taking the death-rates of 19I1 for eight provinces 1 and 
weighting them in proportion to their population in the same 
year, 13.9 per thousand is obtained as an estimated death-rate 
for Canada..1 In calculating the number of deaths of Americans 
in Canada during the period, allowance is'made for the following 
factors: the probability that the death-rate is higher lor persons 
in Canada born in other countries than for natives of Canada; • 
for those who migrated to Canada. during the period under con
sideration, the length of time which elapsed between their admis
~on into Canada and the final date of the period, June I, 19I1; 
departures from Canada of natives of the United States between 
June I, Igo1 and June I, 'gIl. 

It is estimated on the basis of the available data covering these 
factors that the deaths in Canada amounted to 16 per thousand 
for 10 years for the natives of the United States already in Canada 
on June I, 19o1, before allowance for departures, and 13.9 per 
thousand, the Canadian rate, after allowance is made for those 
wbo returned to the United States.' For natives of the United 

• New Brunswkk is .. cluded, because of inadequate statistics. The recotded 
death-rate of SaskatcheW!111 m 191I was only 5.54 per thou .. nd as compared with 
death-rates in the same year m the neighboring provinces of 12.03 for Manitoba 
and 9.69 for Alberta. The mean between these two .. tes, 10.86, is taken as the 
death-rate for SaskatcheW!111 instead of the recorded death-rate. 

S The cak:ulation is made from data given in CSIIGdtJ Year Book, 19IJ, pp. sr, 
;100, IOI~ 

I The death-rate advances, of course, with the average age, once the infancy 
period is passed. Adults prepond .... te among immigrants; Il10''''_, the chil
dren of ""tives of the United States hem in Canada would be classed as ""tiws 
of Canada • 

• The bulk of the dep&rtur<s probably consist 'of _t arrivals who do not 
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States who entered Canada between I!)OI and I9II it is estimated, 
afte! allowance for those who returned to the United States, 
that the average stay in Canada up to June I, I9", was at years.' 
It is assumed that the Canadian death-rate applies to the last
named group. This gives an estimate of 33.470 for the total 
deaths in Canada of natives of the United States between June I, 

1!)O1, and June 1, 19II.1 Subtraction of the number of deaths 
from 269,984, the number of natives of the United States who 
either left Canada or died in Canada, leaves 236,514 as the emi
gration from Canada of natives of the United States between 
June 1, I!)OI, and June 1, 19II. 

From the period b«'ginning with July I, 1!J09, there are avail
able official United States statistics of United States citiaens 
returned to the United States from Canada afte! having settled 
in Canada. I 

These are as follows: 
Year eadinc June 30 NDl!lber 

1910 . •................................ , ... , .. 22,832 

191.1 •.....••..••••. ,......................... 31,432 

1912 .............•........ , ................ ;. 38,317 
1913- - - .. -. -•.. _ .............. - . . . .. . . . . • . . .• S4,497 

1914. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 44,013. 

H, as was probable, the departures from Canada of natives of 
the United States were preponderantly in the late! years of the 
period 1!)O1 to I9", these statistics, including, as they do, 
naturalized aliens, are lower for 1910 than those indicated by the 
estimates made here.' Some natives of the United States, how
ever, may leave Canada for cOuntries other than the United 
States. Moreover, 1910 was the first year in whiclI suclI statistics 
were collected, and it takes some time before the organization 

find ooDditioDs to their liking, and not of those who have been resident in Canada 
for & Ioug period. 

1 The Ompdjan stati.stics of immigration ,would show an average stay up to 
June, 1911, of approKimately 3 ye&IS if none died or returned to the Unitod Statts 
befOR June I, 1911. 

I (J:i27,sw x 0.0139 x 10) + (451,564 x o.o%39·X at) = 33J41O-
• Reports of U. S. O»nmissjon • .r of lmmigtation for Canada in United States. 

CommjSAjoner of lmmigtaticmJ A.nwl Repens, 1910, 1912t 1:914-
• See Table VIII, p. 57, infra. 
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for the collection of a new set of statistics can be developed to 
function efficiently, eSpeciaI1y where, among the difficulties to 
overcome, are a 3000 mile border and the reluctance of United 
States citizens to submit to cross-examination where it can be 
avoided without adverse eifects. 1 The figures given for the 
years subsequent to 1910 in general are confirmatory of the pres
ent estimate. 

Emigt'ation of Persons of Bl'itish Nativity. To Great Britain.
Great Britain published statistics for the period under study giv
ing the numbers of persons of British, including colonial, nation
ality who entered the United Kingdom from Canada and who 
departed from the United Kingdom for Canada. The aggregate 
arrivals and departures of British tourists visiting Canada and 
of Canadian tourists visiting Great Britain shoUld approximately 
balance each other in a series of years, and the recorded immi
gration into Canada from Great Britain minus the excess of 
British departures for Canada over the arrivals in Great Britain 
from Canada should closely represent the emigration from 
Canada to Great Britain. Since April I, 1912, Great Britain has 
'collected immigration statistics, and for the period of this study 
covered .by these statistics a check of the present calculation is 
possible. 

The total immigration into Canada from the United Kingdom 
from January I, 1900, to December 31,1913, of persons traveling 
steerage was I,1I3,ISS. In the four years for which statistics of 
arrivals of saloon passengers by country of origin are available, 
passengers from Great Britain averaged 80 per cent of the total. 
Assuming that this percentage held true throughout the period 

1 Cf. U. S. Commissioner of Immigration for Canada, quoted in R'Fm of U. S. 
CODIIIIissionet-Goneral of Immigration, 1910, p. 140: "The year also witnessed 
amsid"",bIe~ in the number of U. S. citizeDs who wen> returning to their 
former homes after previous _donee in Canada, reports &heady submiUed to the 
Bureau showing the total number to be, 2.3.8J2. It is my judgment, however, that 
said number does not show even app:oximately the actual number of cit.izens Ie

turning to the U. S. from Canada. As such passenger.! .... immune from the opem
lions of our immigration laws and regulations, they are esperiaUy resentful of any 
attempt at examination on the part. of our ofIiceIs, and the number of ",turning 
citizeDs reportoci "'p ...... ts only those who have maDifested willingness to .... _ 
IUch questiona as would establish the place of immediate previous ...u.!ence." 
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for the proportion of saloon ;mmigrants who came from Great 
Britain, the total saloon immigration from Great Britain for the 
period amoUnted to 48,167. This makes the total immigration 
from Great Britain for the period 1,161,310. The total.excess 
of departures for Canada from Great Britain of persons of British 
nationality, over similar arrivals in Great Britain from Canada, 
amounted for the period to 1,003,591. Subtraction of this 
amount from the total given above for immigration into Canada 
from Great Britain leaves 157,719 as the total emigration from 
Canada to Great Britain during the years from 1900 to 1913. 
This total is distnDuted among the different years on the assump
tion that the emigrants from Canada were in each year the same 
percentage of the total arrivals in Great Britain from Canada, 
giving the results presented in the table which follows below: 

TABLE VI 

Mrivals in the 
United Kingdom. from 

Yeu Canada of persons of 
Britiah utionalilJ' 1 

1900. , . . . . . .. . . . . . . .. . . .. . . . . .. 1.0,640 
1901........................... 8,636 
1902. ... . . . ... . ... .. .. . . . . .. . . .. IIJS63 
_3··········· ................ 13,786 
1904 •.•••...• , .. • .• . . . . .. .. . . .• 18.397 
1905· . . . . . . . . . . . . . . . . . . . . . . . . . . 19,934 
1906· . . . . . . . . . . . . . . . . . . . . . . . . . . '3,596 
1907· . . . . . . . . . . . . . . . . . . . . . . . . .. 33,691 
.goB. . . . . • • . • . . . . . • . . . . • • . . . . . . 39,886 
190')........................... 33,509 
:1910. . . . . . . . . . . . . . . . . . . . . . . . . . . 41,309 
.1911........................... So.o95 
1912. .. . . . . . . .. . . . .. .. .. . . . .• .• 52',586 
1913. . . . . . . . . . . . . . . . . . . . . . . . . .. 68,622 

Total ............••.......... 

I ~ A"""/"," Uflilwi. Ki~ 

-Canada to the 
United :K.ingdom I 

3.931 
3,1¢-
4,279 
S,IOJ: 

6,807 
7.376 
8,131 

12,467 

14.75' 
U,400 
15,:86 
18,537 
11M58 
15,393 

• The 6pres in tbD cohmm. lit! 31 per ceat of the Da:ures for ~ years ill the 1ft" 
etdia& coIuDm. wbidl ia the pen:entqe of emipantl from Canada 01 the total urivalI hi the 1l'11ited 
KiIIadom from Cu.ada for the entire period. 
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The present calculation shows an emigration from Canada to 
Great Britain in the two years Z9ZZ and Z913 amounting to 
44,850. The British statistics for immigration, collected ~ 
April, 1912, show a total immigration into Great Britain from 
Canada, including persons not of British nationality, of 42,831 
from April I, 1912, to December 3I, I913, the months of January 
to March, 19I2, thus not being included.' Migration of aliens 
between Great Britain and Canada, except en route to or from 
a third country, is negliglole in amount; from April 1 to Decem
ber 31, 1912, of a total recorded immigration into the United 
Kingdom from Canada of H,941, only 52 were aliens. The 
months of January to March of each year are months of little 
travel; in the fiscal year ended March 3r, 1914, of the total im
migration from Canada into the United Kingdom amounting to 
27,g6g, only 3,998 arrived in these months. The results obtained 
by the present calculation coincide almost exactly, therefore, for 
the only part of the period for which a check is poss1ole, with the 
British statistics. 
. To Other Countries. - The estimate made above, of the emi
gration to Great Britain from Canada of persons of British na
tinnality, including Canadians, leaves unaccounted for the sub
stantial movement from Canada to the United States of persons 
who originally came from Great Britain to Canada. The Cana
dian census returns showed an increase amounting to 394,507 
from June, 19o1, to June 1, I911, in the population in Canada 
born in the British Isles.' During the same period the total 
immigration into Canada from Great Britain, including saloon 
immigrants, amounted to 165.343. Subtraction, from this total, 
of 394,507, the amount of increase in Canadian population of 
British birth from Igol to 1911, leaves.310,836 as the number 
of persons born in the British Isles who left Canada or died in 
Canada between 1901 and 1911. To account for the deaths in 
Canada, the ~eath-rate estimated for Canada as a whole is ap
plied for 10 years to the number of persons of British birth 

, These statistics and the other data in the remainder of this pamgraph are from 
Great Britain: H ...... oj eo......... Rtbmos, A .... rwI SI<Ji_ oj EmigNli<m 4>01 
Iflflfligralioa, J9I2-191~ 

• Canatla Year BookJ 1913, p. 73: 3901019 in I90Ii 184,526 in 19II. 
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already in Canada in 1901, and for three years to the total im
migration from Great Britain from 1901 to 19II.1 This gives 
86,541 as the number of deaths in Canada,' leaving 294,208 as 
the number who departed from Canada.' 

From 1901 to 19II it was estimated that approximately 75,000 
persons born in the British Isles returned from Canada to the 
British Isles.' This leaves 219,000 as the approximate estimate 
for persons of British nativity who left Canada for coulltries 
other than thefr mother country. 

Emigration oj Canadians to the United States. - The United 
States census returns showed an increase in the population of 
Canadian birth in the United States between 19oo and 1910 

amounting to 23",82.' The annual average death-rate per 
thousand for the period 1901-I910 for the registration districts 
of the United States was approximately IS.· Application of 
this rate for ten years to the population of Canadian birth in 
the United States in 19oo gives 177,188 as the total number of 

. deaths for the period. Adding this to the increase in population 
of Canadian birth gives 210,570 as the total net 7 emigration of 
Canadians to the United States from 19oo to 1910. The follow
ing statistics are available from American official sources bearing 
on the immigration into the United States from Canada: 

1 The statistics of immigration indicate that the avemge stay in Canada hefoIe 
June It 19U, was four years without alJ.owance for departures from Canad& or 
deaths in Canada before 1911. It is estimsted that the avemge stay was three 
years after allowance for these factors. 

I (.390,019 X 0.0139 X 10) + (nS,2SS X 0.0139 X 3) = 86,541 . 
• 3&>.748 - 86,541 = 294.208. Since some of the immigrants into Canada 

aedited to the United States ate of British nationality, this calculation underesti
mates the total immigration into Canada, and consequently the emigration from 
Canada. of persons of British nationality. As o.lI of the immigrants from the United 
States who are _ natives of the United States are classed m a subsequent section 
as of nativity other than British or American, this nnderestimate should be otl'set 
by an equivalent overestimate of emigration of peISOns bom in countries athOl 
than the United States, Gmat Britain, or Canada. 

• See Table VI, p. 5r , ""Fa-
• U. S. Jmmjgration Commission, Tiro 1 ..... ,..- SiIuoUtm ... CaMda, 1>- 36 

(6%Cong..2dSess ... Se1f.Doc.469),andU.S.~Ab61roc1,1914JP·49(J:,'I8IJ2SS 
in 1900; IJ204,637, in 1910). 

• Ibid., p. 7S. 
, 1. &, over and above Canadjans retumed to Canad.L 
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TABLE vn 

Ymrmdiag Totall 
June 30 (pdW ...... ., 

1900·· ........ .............. .... 396 
19o1 •.•.•.... '.................. S4D 
1902 .............. '. .... .... ..... 636 
1903 ... ··· ....... ............... 1,058 
1904· .. •· .. · .. ·· ....... ......... 2,831 
1905............................ 2',168 
1906 .. •··· .... ·· .. · .. •· ........ · 5,063 
::1901 ••• , • • • • • • . . • • • • • • . . • • . . . . • • 19,918 

I9OB. .. .. .. . .. .. .. . .. .. .. . . .. ... aB.sIO 
1909 .•. , . . . • • . . . • . . . . . . . • . . . . . .• SIMI 
1910. .. .. .. .. .. . . . .. .. .. . .. . .. .• 56,555 
1911 ............................ 56,830 
191:2. . . . . . . . . . . . . . . . . . • . . . . . . . .• SS:r990 
1913.. . .. .. . .. . .. .. .. . .. . .. .. ... 13,802 
1914. . . . . . . . . . . . . . . . . . . . . • • . . . • • 86,139 

13,052 

2"4,118 

44,J40 
44,439 
42,649 
44,101 
45,893 

452,383 '59,192 
" U. S, SIaIi&Iiul Aidnut. lDdudes all urlnls of itrm:dpaab &am. CuwIa. :&tetumm Americaa . 

citkens are not dased as ~ 
I dtJHGI RAIMfs of the 1'1. S. C""'M"i' of..fmmiarat:ioll. CanadiD citi&eaI aaly. lDdudo 

.bout 4 pm cent who Wtft debarred from mIIy. 

These figures do not appear confirmatory of the estimates 
made here. They are obviously defective, however, for the ear
lier years of the period at least, since it is inconceivable that, 
with the close relations which exist between the populations of 
. Canada and the United States along 3,000 miles of common 
boundaries, less than 6,000 Canadians and alien residents of 
Canada should migrate to the United States during five years. 
For the later years these statistics and the present estimate can 
be reconciled. 

Emigratio,n from Canada of Nan_ of CounJriu other tha.. tire 
United States and Great BriI4 .... -The census returns show an 
increase amounting to 3II,826' in the population in Canada, of 
natives of foreign countries other than Great Britain and the 
United States. During the same period the total immigration of 
such persons into Canada, including 20 per cent of the total 

1 CGtttJd4 y,.. BOD!, 1913. p. 73: .166,414 in 1901; 478.240 in 19U. 
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saloon immigrants 1 and including lUso 29.6 per cent of the total 
immigration from the United States,' amounted to 689,328. 
Subtraction, from this amount, of 31 1,826, the amount of increase 
of such persons in Canada from r901 to ~9:U, leaves 377,502 such 
persons who left Canada or died in Canada between 1901 and 
19U. Application of the Canadian death-rate, 13.9 per thousand, 
for ten years to the number of such personsaIready in Canada in 
1901, and for three years to the total number of such persons 
immigrating into Canada during the period, gives 51,877 as the 
number of deaths in Canada,1 leaving'325,625 as the total emi
~tion Of such persons from Canada during the period from 
1901 to 19". 

Total Emigration from Canada,. - The present calCulation has 
accounted so far for: (1) the total emigration to the United States 
of natives of the United. States from June 1,1901, tolune I, 19II; 
(2) the total emigration to the United. States of natives of Canada 
from 19oo to 1909 inclusive; 6) the total and annual eInigration 
to Great Britain from 19oo to 1913 inclusive; (4) the total emi
gration of natives of Great Britain to other than their home 
country from June 1, 1901, to June 1, 191I; and (5) the total . 
emigration of natives of countries other than Canada, Great 
Britain, or the United. States from June I, '901, to June I, 19I1. 
There remain the tasks of estimating the emigration to countries 
other than Great Britain for the periods from January 1, 19oo. to 
June 1, 1901, and from June 1, 19I1, to December 31, 1913, and 
of distributing the totals for the period 1901 to 19" among the 
individual years. There are no statistical data available to aid 
in building up estimates for the first period or for the distribution 
of the totals among the years from 1901 to 19", and recourse 
must be had to arbitrary guesses. It is known that there was a 
heavy movement of population out of Canada following the de
pression of 1907 and again in the latter part of 1913, and weight 
will be given to this guide. For the later years of the period and 
especially for the period from June 1. 19II, to December 31, 1913, 
the United States statistics of immigration are of assistance. The 

• See mIN, p. So. • See ""#G. p. 48. 
• (166,414 X 0.0139 X 10) X (689.338 X 0.0139 x.ll = 5<,877. 
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estimate of emigration, made on the basis of the preceding cal
culations and of what other information is available, is presented 
in Table VITI.I 

The estimate reached here for total emigration from Canada, 
I,752,719, is higher than was expected. Coats' makes a rough 
estimate of 1,262,994, for the total emigration from Canada for 
approximately the same period. But the chief discrepancy be
tween his estimate and the present one is in the figures of emi~ 
gration to the United States, and Coats bases his estimate chiefly 
on the American statistics for the earlier years of the period, 
with a result in totals which are demonstrably too low.' 

Capilal taken out by Emigrants. - Coats accepts Paish's esti
mate of $200 as the amount taken with Them' by emigrants who 
leave by ocean ports. On the assumption that the immigrants 
from the United States into Canada are mainly agriculturists and 
that those who return are therefore also mainly of the agricultural 
class, he estimates that they take out with them $500 in cash. 
,For the remainder of the emigration to the United States, he 
estimates that they take out on the average $50 each, based on 
the amounts of money reported to the United States immigration 
agents at. the border. The first two of these estimates seem to 
the writer to be too high. Over one half of the immigrants from 
the United States are of the non-agricultural laborer class,' and it 
is probable that these are much. more migratory than farmers, 
who can establish themselves in Canada only at considerable 
expense and must make sacriiices to leave. Paish's estimate of 
$200 as the average amount of money taken out per capita by 
departing emigrants also appears to be too high, when due con
sideration is given to the fact that there is a smaller relative 
movement into Canada than into the United States, of such 

• See p. 57, infra. • Cosl oJ IAoI", Rettm, vol. ii, pp. 897-900 • 
• E.g., Coats, baaing his calculation on an estimate for 19"9 of the u. S. C0m

missioner of Immigration for Canada, takes ISo,coo as the number of Americau 
who returned to the U. S. from Canada from 1900 to early in 1914- The later U. S. 
statistics,. which are admittedly too low, give a total of X9IP)J: for the Americans 
... ho returned from Canada to the United States during the five.yoar period from 
June 30, 19"9, to June 30. 1914 alone. See ""A p. 49· 

• See "'A p. 43· 
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persons as the many Italians who come to stay only until their 
savings have reached a satisfactory amount. The bulk of the emi
gration from Canada is probably due to fallure and unemploy
ment in Canada, and not to the accumnlation of what are, for 
persons of the immigrant class, modest fortunes in their home 
countries. In view of these considerations it is estimated that 
$100 per capita is a sufficiently generous estimate of the amount 
of money taken out of Canada by emigrants. This gives the 
results presented in the following table: 

TABLE VIII 

EJUGUTION FllOK CANADA, AND CAPITAL TAKEN OUT OF. CANADA BY, 

~t 1900 TO 1913 ~ 

Emisratitm from. Canada 
Capital 

Natives of Great taken out 
y.." Nativeaof BritaiD Natmsof of Ca.tut.da 

Native$of Totalen6- .......... United CamuI& othu aratioQ. .:I-States To Glut To other ..... trim 
Brita.i.D countries 

1_ 2,aco s,aoo 3,937 5,000 5,000 20,937 2.094 
1<}OX 3,000 s,aoo 3.196 5,000 S,CCO 21,196 2,II9 
1f}02 5,000 s,aoo 4,279 10,000 10,000 34.219 ,3,428 
1<}o3 to,ooo 10,000 5,101 1o,COO IO.OOD 45,101 4,51:0 
19<>4 xo,aoo 10,000 6,807 15,000 .o,aoo 61,807 6,181 
I<}OS xo,ooo 15,000 7.376 20,OCO 20,000 82,316 8,237 
1906 ao,aoo 15,000 8,'131 20,000 4O,OOD 113,131 11,313 
1<}O7 3S,aoo 20,000 12,467 .as.ooo 50,000 152,467 15#247 
1908 4S,oco 40,000 14.752 4O,COO 70,000 209,752 20.975 
1- 40,_ 50,000 12.- 35,000 50 )000 187,400 18,740 
1910 40,000 4O,aco 15,286 45.000 so,ooo 190,::186 19,029 
IgIl 40.000 40.000 18,537 SO,ooo 50,000 198,531 19,854 
IgU so,ooo 4 0 ,000 19.458 so,ooo so,ooo 209.458 2o,t)46 

1913 SO,OOO 40,000 35,392 60,000 So,ooo 325,392 . 22,539 

Total ... 380,000 335,000 157,119 _,000 480,000 %,152,719 1"15,213 

NON-COMMERCIAL REwTTANCESFROJ( AND TO CANADA 

Aliens in Canada remit each year important amounts of money 
to their relatives and friends in their native countries. In many 
cases the sole or chief wage-earner emigrates to Canada and sup
ports the remainder of his family by his remittances. The most 
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comprehensive study of such remittances is that made by C. F. 
Speare in 19"8 for,the United States.' He estimated that about 
30 per cent of the remittances were made by postal money-orders, 
and the remainder through private banks, express, companies, 
consular offices, charitable associations, and by sending currency 
through the mail. The illiterate or otherwise ignorant immi
grants from eastern and southeastern Europe ma.lte least use of 
the facilities offered by the post office and prefer to ma.lte their 
remittances through private bankers of their own race and speak
ing their own language. Such immigrants form a much larger 
proportion of the alien population in the United States than in 
Canada. In the immigration into Canada the British and the 
Americans are in predominant numbers, "and these are presum
ably able to use the less expensive services of the post 'office. On 
the other hand, remittances to the United States from Canada 
can be sent, by those who have banking accounts, by ordinary 

,domestic check without any more formality than is involved in 
paying a domestic bill by check. 

There are available for Canada, statistics of the amounts of 
postal money-orders issued in Canada and payable in other 
countries. Coats· uses these statistics as the sole basis of his 
estimate for remittances from Canada to other countries. He 
shows tha1 there is a considerable degree of correlation between 
the annual immigration by countries of origin and the annual 
remittances in postal money-orders to these countries." 

Coats ma.ltes no reference to remittances other than by postal 
money-orders, and deducts 40 per cent from the amounts of postal 
money-orders payable abroad, to cover remittances for small 
business transactions. The Canadian imports of parcels and' 
packages by post ofIice and express, which would cover most of 

I North A .......... ReoiN, JIlltU8IY, I!)08, pp. 106-n6, 
I CInI of !A";", R.tort, vol. ii, pp. Sga-8g6. 

• Coats sho~ that the remittances by postal money-order were much gteater 
in proportion 10 immigration for those coUDtrios like ItIIy and AuJtria-Hunpry. 
whooe natlonals make the higheot pel' capita remittances, aaxmIing to Spo:an:. A 
much closer correlation would have breD shown if, instead of comparing aI!IlUIll 
immigration. into Canada with remittanca, it had breD po&!iblo 10 COlllJIIlI" tota1 
population.inCalladaof~ofthaseoatlonaliti .. yearbyyearwithIOmit_. 



BALANCE OF. INTERNATIONAL INDEBTEDN~S 59 

these small transactions, amounted iii value for the period under 
study to only I3 per cent of the total issue of money-orders pay
able in other countries. Over 88 per cent of these parcels were 
imported from the JJ nited States, and a substantial portion of 
the payments therefor was unquestionably made by check. drawn 
on Canadian banks.' 

Beginning with I9Il there are available official statistics of 
the amounts of foreign money-orders issued by express comp~ 
in Canada. For the three years I9Il to 1913, these amounted to 
7.3 per cent of the foreign money-orders issued by the post office. 
For the United States, Speare estimated at 28 to 35 per cent the 
proportion of remittances made by express companies to remit
tances made through the post office. This confirnlS the opiriion 
expressed above that there is relatively greater use of the post 
office for making foreign remittances in Canada. than in the 
United States. Further confirmation is furnished by the fact 
that the amount of foreign money-orders issued through the post 
office per capita of foreign bom population was $7.38 in the 
United States in 1910 as compared with $11.50 in Canada in the 
same year.-

It is further to be noted that foreign money-orders are issued 
to cover such items as traveling expenses abroad of Canadians 
and the money taken from Canada by departing 'emigrants, 
which are accounted for elsewhere in this study. Taking all of 
these phases of the problem into consideration, it is estimated 
that the total remittances to friends abroad exceed by only SO. 
per cent the amount of foreign postal money-orders issued in 
Canada., including the amount remitted in settlement of small 
commercial transactions. 

The remittances sent to Canada from abroad are muCh smaller 
in amount than the remittances sent abroad from Canada, as is 
to be expected in a country having a large immigrant popula
tion. The only data available for an estimate of the amount of 

1 The statistics of these importa are publisbed in the A_ Trade """ Naoigo. 
__ of the eu.tom. Department. 

• Computed from Census and _-om... statistics in U. S. S/o&IicQl AbMJa, 
J9f4. and Co_ Y_ Book '9'3· 
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such remittances are the statistics of postal money-orders issued 
in foreign countries payable in Canada. During the period under 
study, 74 per cent in amount of these money-orders was sent to 
Canada from the United States and 16 per cent from Great 
Britain. These remittances can be partly explained as funds sent 
to aid emigrants to Canada in making a start. A part of the 
remittances from the United States also consisted undoubtedly 
of funds sent by Canadians in the United States to their relatives 
at home. Shipments of parcels are not separately classified 
either in the Canawan export statistics or in the United States 
import statistics. The British trade-returns claSsify imports of 
parcels separately only for goods free of duty, but there are few 
commodities exported from Canada which are dutiable under the 
British tariff. The imports of such parcels from Canada from 

TABLE IX 

No»-Co.lllDmCIAL RmanANCBS TO AND nOll CANADA, 1900 TO 1:913 

In 1I.,,,,MH18 oj dollM, 

Postal mmCaen Romlt..".,.. Remittances to 
issued ia tent .broad Canada_ 

y.., payable abroad 1 from Canada' from abroad' 

1900·, .......... , .. < •••• 3.346 5,019 2.531 
1901··· .•............... 4.379 6,568 3,084 
lC)02 . ...•.....•.....••.. 5,617 8.425 4.090 
1903··· ...•............. 7,027 <0,540 4'-
J904···· ................ 8.453 :12,679 5.m 
<90S··· ................. <0,081 J5,121 6,067 
1906 .. · .... · ............ I2A12 .8,6.8 6_ 
1907····,··· ... ·.·.,.·· . 11,003 -50504 7,8'4 
19o5 .................... 16,572 24,858 7,8'9 
11)09 ... .•••..•....•••..• 1:8,542 '1,813 1.984 
1910 •...•.•.•.•.....•.. • 23,'116 35.574 8,560 
1911 .... , ... , ... , .• , .. .. 291914 44,87% 8,8'5' 
191:2, .................. . 37.146 56,619 9J136 f 

1913_ ................. .. 4'.498 63,741 7.950' 

Total ................. 355.956 91,153 

I CGIl4d4 y." BHb. Adjuated tocaleadar-yearbuiafromUcalyear .tatisticscm thehypothaia 
of oqua!_ dYtribution. 

• .SO PIlI' cent of the amouats u. the ~ columD. 
• C411444 y.,. 1l«W. PCIt&l MoIlDe7 Orders iIMled ia other cowrtriel. pa.yabJe ht CuadI. Ad. 

jUited. to calendar year buia from fiscal year statistics (IB the .Qpothesis of eqaal monthly distributiora. 
• Includes aman &JllOUDta of Britith Portal Notes cashed in CaDada. data obtained &om. Canada: 

Poet Of6.ce Dept., A ...... &ItWI. :rOf •• 
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1902 to 1913 amounted in value to about 3S per cent of the 
amount of money-orders issued in Great Britain payable in 
Canada during the same period. The movement of parcels to 
the United States was probably in much greater volume, even 
relatively to the greater amount of remittances sent from the 
United States. A greater allowance has to be made, therefore, 
for remittances arising out of commercial transactions in the case 
of foreign money-orders, payable in Canada than in the case of 
Canadian money-orders payable abroad. It is estimated that 
the non-commercial remittances to Canada from abroad by other 
methods than ~gh the post office were offset by commercial 
remittances sent through the post office, and the:figures of, re
mittances by postal money-order will be taken as a measure of 
the total non-commercial remittances. 

You 

J_ 
J90J 

J90' 
J903 
J904 
J90S 
J906 
1907 
Jg08 
J909 
1910 

19U 
1912 
J9J3 

TABLE X 

1"Im BALANCE OF NON-ColDIERCLU. TllANsACnONS, 1900 70 1913 

I .. llwusafllls of do/lan 

Debits Credl", IIaIan<a 

N...."..· Non-
Ca.pital """"-l Capital -- ~ 

takeaout ...,;,-
_ . 

cial ... 
of Canada -"". Total into mi_ Total Debit C-U. 

byemi- ........ c.:.by _to ....... hom Canada 
Canada ....... !rom ........ 

',- S,ox9 1,U3 7,631 :l,531 10,162 .... 3_ 
Z,IIg 6,568 8,687 9,G34 3,084 l2,n8 .. ,. 3A3J . 
3,423 8,425 u,853 J6.840 4PJO ..,,930 .... 9P77 
4,510 10,540 15,05° 19,774- 4._ ~,674 .... 9J624 
6,181 u,679 18,860 J8.s<>7 5.399 23,906 .... 5.<>¢ 
8,237 15.121 23,358 '5,423 6,<>67 3:1,495 ., ,- 8,137 

11,373 18,618 29J991 29,665 0,_ 36.059 .... 6,668 
'15,247 25,S04 40.751 33.505 7,8J4 41,319 ., .. 568 
"".'175 24,858 45.833 30 ,372 7,s.g 38,201 1,63~ .... 
18.740 27,813 46,553 38.56$ 7,984 46,549 4 .... 
19,OJ9 35.574 54,603 45,668 .8.560 54,2J8 375 .... 
19,854 44,87J 64.725 47.871 . 8,815 50.09' 8P33 .... 
..,,946 56,619 77.505 45.0 38 9,>36 54,114 23,391 .... 
22,539 63.747 86.236 43,905 7.950 51,855 34>'131 .... 

-----
Total .• 115,212 35s.950 $31,228 411,809 91,153 502,962 73.866 45,600 



62 CANADA'S BALANCE OF TRADE 

Table IX presents the estimated non-commercial remittances 
sent abroad from Canada and sent to Canada from abroad. 

THE BALANCE OF NON-COMMERCIAL TllANSACTlONS 

Table X snmmarizes the statistical results obtained in the fore
going discussion of the non-commercial items in the Canadian 
ba1a.nce of international indebtedness,· and strikes & ba1a.nce be
tween the debit and credit items. 



CHAPTER IV 

FREIGHT, INSURANCE. AND TOURIST EXPENDITURES 

INTRODUCTORY 

INTERNATIONAL transactions in services, although often over
looked or underestimated, are an'important element in the inter
national balance of indebtedness. The movement of phYsical 
goods in international commerce largely monopolizes public 
attention, not because sales of services are of little consequence 
in the volume of internationaJ transactions, but chiefly because 
of the practically universal limitation of official statistics to the 
"visible" items in the international trade balance.' For the 
purpose of determining the balance of international indebted
ness, the purchase or sale of services is, dollar for dollar, of identi
cal significance with the purchase or sale of goods. 

In this section an estimate will first be made, year by year, 
for each item in the international balance of service transactions, 
dealt with under the following headings: freight payments, 
insurance payments, tourists' expenditures, interest payments, 
and sundries. All the partial balances then having been esti
mated, it will be possible to proceed to a computation of the 
total international balance of indebtedness, and to an analysiS 
of this balance into its constituent elements of Canadian borrow
ings from abroad and Canadian loans abroad. In the calculation 
of the various items in the balance of service transactions, the 
same statistical difficulties are encountered and the same methods 
are used for their solution as in the calculation of the balance of 
non-commercial transactions.. 

1 Argentina off ... the only iDstanco knGwn io ihe writer where CODtmuous and 
compreIlonsive atatistics of export and import seMces are ofIiciaIIy oollected and 
published. The British Board of Trade h .. recently begun the c:ollectinn and pub
lication of simiJar statistics for Great Britain. 

• See po "'" Npro. .. 
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Fl!.EIGHT CHARGES 

Methods of Estimating Freight Charges. - Canada must make 
payment abroad for services rendered to her in connection with 
the transportation of imports to Canada, and per contra she 
receives payment from abroad for services which Canadian ships 
or railroads render in connection with the transportation of her 
own products to foreign countries.' The calculation of the 
amounts of these payments is beset with many complexities and 
difficulties. British economists have been struggling for many 
years with the task of ascertaining the amount of annual income 
derived by Great Britain from abroad through the services of her 
merchant marine.' The methods which_they Jlave developed are 
not applicable, however, to the Canadian situation, either be
cause the nature of the problem is different or because the essen
tial statistical data are lacking. 

For Great Britain the main problem is to discover what are the 
earnings of B.ritish shipping used in carrying freight for other 

. countries. In Canada the chief problem is to discover what are 
the payments made to other countries on account of transporta
tion services performed for Canada, since only a small fraction 
of Canada's foreign trade is borne in Canadian vessels. One 
method followed by British writers is to apply to the entire 
British tonnage engaged in foreign trade the ligures for earnings 
per ton ascertained for a few typical ships. But this method is 
not applicable to the present problem. No statisticS exist of 
Canadian-owned vessels engaged in foreign trade. For Canada, 
moreover, overland transportation is important. Great Britain 
and Canada differ in their methods of computing import values: 
the British iniport statistics are based on c. i. f. values, and 

• Including insurance charges and C011'11'issions for broblS' services on imports, 
but not on exports, because most of these services are rendered by JIODaCanadian, 
chiefly British, cOmpanies. Payments for passenger tmnsportation are not dealt 
with sep&r&tely in this study, but are sufliciently accounted for, it is believed, in 
the estimates of tourist.' expenditures aod of capital amied with them by migrants. 

• Cf.especially~ Sir Robert GifleDt "On the Useof Import and Export Statistics/' 
J_ of 1M &)'Ol SJaJisliaJI S~ June, 1882; C. K. Hobson, The &",n 
of CapiIlJl, 1914, pp. 1,,:r-:r:87; "The Measurement of the Balance of Trade," 
Eamomka, May, 1921. 
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therefore cover insurance and freight added to the invoice value 
of the imports; the Canadian import statistics are based on 
f. o. b. values, and therefore leave unaccounted for the insurance 
and freight which Canadians must pay on such of their imports as 
are carried by foreign vessels. 

Another method used to ascertain the amount of freight and 
insurance charges rests on the reasoning that "since the imports 
and exports of the whole world are, for the most part, the same 
goods valued at the point of arrival and departure respectively, 
the excess of value of imports should give.a rough measure of the 
difference of valuation due to the cost of ocean carriage, including 
freight, insurance, and other charges." 1 

H this reasoning be accepted, the percentage of freight and in
surance charges to total imports can then be calculated, and if 
the further assumption is made that the freight and other charges 
for the country under consideration and for the world at large 
form an approximately uniform percentage of the total imports of 
the two respectively, the amount of freight and other charges on 
imports for that country can then be readily calculated from 
the statistics of imports. . 

Sir Rohert Giffen, in the essay referred to, uses this method for 
ascertaining the total earnings of the world's Shipping from the 
transportation of freight, and also the other charges connected 
with ocean transportation. He then obtains an estimate of the 
British share of these earnings by using the percentage of British 
shipping tonnage to world tonnage, after having made an all~
ance for the amount of the difference between world imports and 
exports to be attrlDuted to miscellaneous charges. He fails to 
allow, however, for shipments by land transportation and for the 
large fraction of the world's shipping engaged in internal trade 
which should have been excluded from the calculation. Giffen, 
however, tests his estimate by other methods of calculation not 
adapted to the Canadian situation because of the absence for 

, Edgar Cnmmond, T"" Brim" SMtlinc InJwslry, Lond .... '9'7, p. "1. The 
...... of value of the imports should also cover the oost of tIanSP<>- from the 
point of departure to the point of aniva1, where tlanSP<>rtation is wholly or partly 
by rail or iDIaIld shippiDg. 
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Canada of the abundance of information ava.ila.ble in dealing 
with British shipping. 

C. K. Hobson • follows the method desCribed above of ascertain
ing the world's freight bill and finds the British share therein by 
applying the percentage of clearances and entrances of British 
ships to total clearances and entrances at the principal ports of 
the world. He a.lso checks his estimate by methods not ava.ilable 
for a Canadian study because of the absence of the necessary 
statistics. 

In the study of the ba.lance of trade of the United States made 
for the Harvard University Committee on Economic Research 
in I9I9,' the shipping freight charges payable to and paid by the 
United States are also ca.lculited in part byj:he same method of 
deducting world exports from world imports. But instead of 
dividing the figure thus obtained by the total world imports to 
obtain the percentage of freight charges to imports, the percentage 
which the difference between world imports and world exports was 
in I907 of. the total world foreign trade, export and import, is 

. used as an index of the ad valorem percentage of freight charges 
for both imports and exports. Granting the validity of the gen
eral method, this departure from· the usual procedure cannot be 
justified. The total world imports and the total world exports 
are the same goods valued both at the points of departure and 
destination. Taking the world as a whole, freights are paid only 
on the imports. To take the percentage of the total freight 
charges to the total of exports and imports is to divide by almost 
two • the true burden of freight costs. If any American shipping 
was engaged in the commerce between countries other than the 
United States, this method is defective a.lso in that it does not 
account for the earnings from tllls commerce". Moreover, this 
study makes no a.llowance for the transportation charges on 
trade with Canada and Mexico by land routes. 

lOp. m., p. 114-
• C. J. Bullock, J. H. Williams, and R. S. Tucker, "The Balance of TIode of the 

United States," The Harvard _ f1/ Be_ Slali.sliu, Preliminary Vol. No. J, 

P·231 . 
• Almoot two, and not exactly two, because world imports, including .. they do 

freight costs, are greater than world uporb. 



BALANCE OF INTERNA.TIONAL INDEBTEDNESS 67 

All these writers agree in using as .the primary basis for their 
estimates of freight charges the differences between total world 
imports and total world exports. It is a necessary presupposition 
of this method that export statistics cover f. o. b. values and im
port statistics are for Co i f. values. While nothing but a rough 
estimate is possible by any method, with statistics as inadequate 
as they are, tbere are too many serious defects in the primary 
data used in this method to justify its use. There are no authori
tative compilations of the necessary statistics.' There are im
portant divergencies in the methods of computing commerce 
statistics used by various countries. The United States, Canada, 
British South Mrica, Cuba, Mexico, and the Philippines c'onect 
import statistics on the basis of f. o. b. values, and the total.im
ports of these countries comprise an appreciable percentage of 
the total world imports; the freight charges on the imports of 
these countries would not be taken into account in a calculation 

. of this sort. In many cases, commerce statistics are collected on 
tbe basis of arbitrary valuations. Different fiscal years and dif
ferent definitions for statistical purposes of imports and exports 
render non-comparable the commerce statistics of different 
countries. Even if all these shortcomings were absent, the lack 
of justification in applying a percentage true' for the world, to 
individual countries varying widely in the degree to which their 
trade is bulky or comes from close-by regions or is frontier traffic, 
leaves little ground for any confidence in the value of such com
putations.' 

No easy solution of tbe problem has been found for Canada.. 
The only guide is Mr. Coats' guess that from 1900 to 1914 the 
excess of Canada's freight payments to other countries, over pay-

1 This is confumed by the strikingly different results obtainod by difieretIt 
writers using this melhod for yeAIS not far apart. See p. 78, itI/N. 

• To be coosistent with itself, the meIhod criticized here should divide tbe dif
ference between world imports and world ..ports by the ....,rld imports to obWn 
the ed valorem percentage of freight charges to import values for .... y countrY 
and by the world exports to obtain a similar perCentage for the freight earnings on 
carriage of exports. The freight charges should be a smaller porcentage of c. i. f. 
import values than of f. o. b. export values. None of the writers using this method 
seems, however, to ba.ve made use of this Jefinement. 
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OOts to Canada by other countries, was $60,000,000.1 The fact 
that the calculation of balances of trade has received greatest 
attention in Great Britain, an insular country, has led aU the 
writers into the error pf neglecting aU except ocean freight 
charges.' For Canada in particular the overland and Great 
Lakes freights on the imports of cotton from the American south, 
coal, coke, and steel from Pennsylvania, com from the Middle 
West, tobacco from Vll'ginia and Kentucky, and fruit from Cali
fornia and Florida, represent long and expensive freight hauls, 
the charges for which must be settled abroad, alike with the 
charges on the less bulky water-berne imports from Great Britain. 
This further complicates the problem of reaching a satisfactory 
estimate. 

The method used in the present study to ascertain the freight 
charges on imports is admittedly inadequate, but appears to the 
writer to be the best available under the circumstances. The 
first step taken was to~lIect for 19"7, a normal year in about 
the middle of the peri~.,';tudied, freight rates and import values 
.by weight or measurement on a few representative commodities, 
including both bulkyaoo light articles, and including railroad 
rates and import valUes for goods imported from the United 
States, and ocean freights and import values for goods imported 
from Great Britain. In: order to make the necessary calculation, 
it was essential to obtain freight quotations: (1) to Montreal, as 
the chief point of import in Canada; (2) by weight, or, if by 
measurement, for commodities for which the conversion rate 
from a measurement to a weight basis could be calculated; and 
(3) for commodities for which the official import statistics re
ported imports both by quantities and by values. These re
strictions on the data which could be used still left remaining 
representative data from which could be roughly computed the 
ad valorem percentage of freight charges to import values for 

1 eosl oj Li,;"g IU~ vol. ii, p. 901. This ligUle seems to the writer a serious 
underestimate . 

• E.,., Coats' study for Cauada; for the United States, the studies of Sir Georp 
Paish for the National Monetary Conunigsjon~ 1910 (6nt Cong. 2d Sess., Sm. Doc. 
579), and of the Harvard group releIIed to above; Edgar Crammond, Sir Robert 
Gur.." and C. K. Dobson, for Great Britain.. 
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the fron and steel and the cotton textile groups for imports from 
both Great Britain and the United States. These groups com
prise the bulk of the imports from Great Britain but are not 
closely representative of the imports from the United States. 
The next step taken was to assume that the results obtained for 
the iron and steel and the textile groups were adequately repre
sentative for all bulky and for all light commOdities, respectively, 
and from the import statistics for 1907 to calculate the percent
ages of the imports from' Great Britain and the United states 
which were bulky and light respectively,. and thus to obtain 
weighting factors to be used in applying these results to the total 
imports from these countries. The results obtained are presented 
in Table XI, 

At first glance the higher ad valorem percentage indicated for 
freigbt charges on imports from the United States appears to 
discredit the accuracy of the index. But it should be noted that 
rail rates are higher on the same commodities than ocean freights, 
and that bulky articles predominate in the imports from the 
United States, whereas this is not true of imports from Great 
.Britain. Over 75 per cent of the imports from Great Britain con
sist of textiles and manufactures of iron and s~el, which are the 
groups represented in the index presented above. The remainder 
of the imports from Great Britain consist, to a predominant de
gree, of expensive manufactured products on which the ad valorem 
rates would probably be even lower than the average reached on 
the basis of the commodities here chosen. Among the imports 
from the United States not directly represented in the index, but 
which are of considerable importance, are coal, coke, oil, fruits, 
cotton, books and periodicals, 1 com, drugs and chemicals, binder 
twine, lumber, meat, and a wide range of other commodities of 
relatively small value per unit of weight or bulk; and some of 
these imports come from parts of the United States at a great 
distance from the point of entry into Canada.-

I Generally sent by express or post "t highei n.t.s than the freight Jates • 
• "Canada imports very large quantities of various classes of both raw and 

manufactured good. from the United States, some of which axe freighted but "few 
miles from the International border, while in other cases they axe conveyed thou
sands of miles, the freight nmging from less than half " dolI&r to more than $20 " 
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The imports from countries other than the United Kingdom 
and the United States must come by ocean routes. These im

. ports come on the average from greater distances than British 
imports, and they also consist to a larger degree of bulky com-

ton; or on a percentage basis, from less than I per cent to more than 100 per cent 
in va1u.e."- FiMl Re~ Dominions Royal Cmunissioo, :1917, p.l66. Great Britain: 
P~ Pop.", Cd. 797x. . 

TABLE XI 

p- WeiP!s' Ph>&! 

~-
A......, = of freight -Unit . .~ 

_to .... ' -..... 
Great Britain: 

Manufactures of 
1mB and Steel ... loDg- $53.83 ".60 S.6 4D '''4 

Cotton Textiles .... xocoyda. 94.63 2.18 4 '·3 60 x38 

Total ............. .... ... . . ... .... • oa 36 • 

Percent .......... .. .. . ... .... . ... . ... 3.6 

United States: 
Manulacturt:s of 

1mB and Steel ... abort toD $50·30 $3.06 5.8 90 522 
CottoD TextiJes .... xoo lbs. 33·11.· o.J6t '.x .0 no 

Total ............. ... . .... .... . ... .00 63' 

Percent .......... .... . ... .. .. .... . ... 6·3 

.1 Computed. from Cuad&: T,., aIM C....a .,.". for ileal J'eu' mdiJIc March 31:, .... 
t Computed fIom data in AIm of BriIirj Tf'Gft CH! .. iu;,.w" c-o.N: .... r,. f/ ~ 

I. Zt)/Jf (Great BritaiD: PMr ...,. ht-n. Cd. s868). 
• WeiPta ate accordina to the relative impcw .Me iD the imp;Jdaof ~.of bulky uullight ~ 

moditfa. It ia...umed in uaiDg these'IrCiPt:s that rata OIl irmI. &lid s&eeI commodities are ~ 
alive aI rats on all bulky commodities IUU:I that rates GIl cattail tedila an npraeDt&tiw of rata OlD 

alIliPt titl .. 
• Jlued on amvenion tate from. meuurement to wapt hula. 1: II>. tare - 3-$ ,.... Ccarftnioa. 

late ClllDpUted from data in e." of LiIiAIlt4M. waL i. Po .t6 ad U. S. Dept. of Commm:e.Il .... 
,.,...., s .... , No. f2., "Stawqe of Cupea.» pp. Is,. dr. 
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modities. Of the imports in 1907 from these countries, 60 per 
cent were relatively bulky, 40 per cent light, as compared with 
40 per cent and 60 per cent respectively for the imports from 
Great Britain. On the assumption that the rates for bulky and 
for light commodities from these countries were the same as for 
similar imports from Great Britain, the. percentage of freight 
charges to imports would be 4.3. After allowance for the greater 
distances, it is estimated that for imports from countries other 
than Great Britain and the United. States, the percentage of 
freight charges to imports was 4.6 per cent in I907. 

Freight Cluwges on Imports from Great Brilain. - Frqm the 
payments for freight charges on imports into Canada in foreign . 
vessels must be deducted the portion of these payments expended . 
in Canada. C. K. Hobson, from an examination of the accounts 
of two tramp steamers, estimates that 30 per cent of the gross 
receipts of British vessels are expended by the owners of the 
vessels in foreign ports.' This estimate is based on the accounts 
0: British vessels either engaged in the trade between Great 
Britain and countries more distant than Canada or not trading 
from Great Britain. Hobson's estimate is probably too high for 
the relatively short voyage between Great Britain and Canada, 
which permits of bunkering and laying in sUpplies in England 
for the round trip and involves stays of ouly a few days in Cana-

. dian ports. Deduction should also be made, however, for the 
expenditures of the crews in Canada. On the other hand, some
thing should be added for the payments to be made by inIporters 
on account of insurance, interest, and forwarding agents' charges; 
It is customary for British exporters to Canada, in making out 
theiI invoices for purpose of entry through the Canadian customs, 
to deduct a 21 per cent discount for cash payment. In some cases, 
the actual terms made with the Canadian buyers do not stipulate 
inImediate payment and the discount for cash is not received by 
the importer. Something is therefore to be added for this item 
also. Gillen estimated that these miscellaneous items amounted 

1 Tiu &porl of C.pWI, P. 173. Giffen, in 1882, estimated lhat ODe sixth of Iha 
Lola! receipto were el<j>Ollded abroad. (J.......u oj u.. ~ ~ S«MJy, June, 
ISS2, p. d.) 
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to 21 per cent of the value of British exports and imports.' 
Canada's import trade, however, was financed by her own banks 
more 1argely than was the case in the Continental European and 
the sma11er British colonies, or even in the United States before 
1914, and this estimate seems excessive. The best fina1 estimate 
which can be made is that the deductions for expenditures in 
Canada of ship owners and crew were largely offset by the addi
tional charges for insurance, interest, etc., and that a reduction 
of the percentage of charges to imports from 3,6 to 3.5 will ade
quately account for the remainder. 

Theoretically, also, deduction should be made for the imports 
from Great Britain carried by Can.djaD~wned vessels, in order 
to obtain a fina1 figure for the payments~ to be. made for freight 
charges on imports from GreatBritain. But the Canadian official 
statistics of imports according to nationality of the vessel" show 
that only a very smaIl fraction of the imports from Great Britain 
are carried in Canadian vessels. In the fisca\ year ending March 
31, 1914, less than .8,000 tons out of a total of 9"6,000 tons were 
brought in Canadian vessels. and in other years even smaller 
percentages. The fact that some of the imports from Great 
Britain are carried by Canadian vessels is therefore disregarded. 

In reaching an estimate for other years based on the percent
age estimated for 19"7, three sets of facts must he considered; 
changes in freight rates, changes in prices, and changes in the 
character of the goods imported. There was no change of signifi
cance in the character of the imports from Great Britain during 
this period. In 1900. 47 per cent, and in 1914, 4S per cent of the 
total imports from Great Britain consisted of textiles !Uld textile 
products; in 1900, 19 per cent, and in 1914, 15 per cent, of the 
total imports consisted of metals and manufactures thereof.' 
No adjustinent need therefore be made for changes in the char
acter of the imports. But the period was marked both by a rise 
in prices and a rise in freight rates. 

t Giffen, .~. <iI., p. 219 • 

• A .. _ Sflippmg IUporn of the Department of Customs. 



BALANCE OF INTERNATIONAL INDEBTEDNESS 73 

From quotations available for west-bound freight from British 
ports to Montreal for '3 representative commodities for the years 
1907, 1910, and 1913, a roughly weighted index number was ob
tained which, taking, 1907 as 100, indicated an increase of 5.8 per 
cent from 1901 to 19IO and 33.2 per cent from 1907 to 1913.' 
For the years before 1907 no Canadian quotations were obtain
able. In the opening year of the 20th century, freights were un
usually high because of the South Mriean war, but they declined 
sharply after the concluSion of the war, with little recovery until 
1<)06. By the use of British indices for outward freights (that is, 

1 Quotations given in reports of British Trade Commissionen on Trade of 
Dominiou of Canada, British p~ P4~$, Cd. 3868 (IgaS); Cd. SS9X 
('9II); Cd. 687<> ('9.ll. The quotations used in making the index ...... for: 
crockery. hardware, iron bars. iron sheets, iron girders~ holts and .buts, tinplate, 
cutleJy, heavy cottons, all other dty goods, machlnery (average of four quotations). 
Weighting done on the basis of relative impol'lallce of the commodities in the 
in>ports. 

TABLE xn 
1NDIcEs MI FlEIGBT CBA2cEs 'ON htPoal'S noJl GBEA'J' BJUTAIN1 

,goo ro '913 (1907 = '00) 

BrltiJh outwamlmpt indic:ea Canadian 
Year .. inward freights lndeJ: used ill 

C. L Hobson l Baud Royal 
~~ ....... -of"fude' Conuni'inn • 

.goo .... 117.6 . ... . ... 117.6 
Igol to •• 95.0 . ... · ". 9S·0 .- .. , . Sg·S Sg·S . ... Sg·S 
Igo3 18.') .... 11-6 · .. , 71-6 
1904 18.0 .... 71·3 · -,. 1'-.3 
xgoS 83·7 .... -80.6 .., , 80.6 
'906 100.-0 '" . 100.0 . ... Xoo.o 
1907 '_a -, .. 100,0 100.0 .100.0 
,gaS 8s.o .... 94·0 . ... 101-9 

19o9 83·' .... 101·5 · ... 103.8 
1910 99_0 .... 103.0 IOS·8 105.8 
19U n6.o .... 1?3·9 . ... 11409 
19u 156.0 .... 159·7 . ... 1.24·0 
1913 .... .... . ... IlS·a 133·a 

l From C. K.. HobJoo. n. &,m fI/ co,.,.,. p. x8a. 
• llrid. R.ecomput«i to IOO1 u bue~ byputtqthefigntefor :zpa! ~5fU in the Dominions 

RO)'Bl CommiMicm Index. 
• Jlomjnjona Royal Comnri-icm. Flttal~. Appeud.is: C. p. mg. (Great Britain: PriG...""., 

PdJMn. Cd. 7011, 1911.) Fipra read from chut aDd. nwwputed. to 190f -u mo. 
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outward from Great Britain} to all countries, a guide can be ob
tained of the trend of Canadian inward freights to 1907. 

Table XII presents the freight indices which have been found. 
For the years 1900 to 1902 the British Board of Trade index is 
used. In the absence of more satisfactory data, the Dominions 
Royal Commission index • is used for the years 1903 to 1907, and 
the present calculation for the years 1907, 1910, and 1913 is used 
as the index for these years and also as the basis of an index for 

1 The report of the Dominions Royal CommissiOD, in which this index was 
found, does DOt exp1ain its source or the method used in its COJIStruction. It was 
probably obtained by the Commission from the British Board of TI!Ide. 

TABLE :xm 
.FltEIGBT PAnlElfTti~BY CANADA ON lHPon-s J']lOK GUA'l' BRITAIK, 

'lgoo 1:0 1:91:3 

In IIIotuatr4s oj dollors 

I n m IV v VI 
P ...... - p- Freight Pl7'" 

rc!:rc:t off~t offrdPt _ .. -
y..., .......... _.- Price ch ........ m!:~ Britain J importl!. ;'des index' (Il\(M:lV) . ..,. (rabkxn) Britain 

(I xV) .- 43,55° .. 117·6 94·3 44 1,910 
1901 4St92I · . 95.0 91 •2 3.6 1,653 
'902 S3,<)08 · . 89·s 90-9 3-4 1,833 
1903 60,259 · . 71·6 91-4 3.0 1,808 
1904 60,\)84 · . 11.3 9 •. 6 '·7 1,641 
'90S %113 .. 80.6 92 .1: 3.1 2,006 

'906 77.536 .. :r00.0 95·' 3·1 2,860 
'907 92,285 J.S 1:00.0 100.0 3-S 3,230 

'908 76.616 · . 10%·9 97·1 3·7 2,835 
1909 89,173 · . .10].8 gil •• 3·7 3,'99 
1:910 106,285 .. 105.8 102.6 3·6 3,826 
1911 II$,I6,J .. 114·9 .103·2 3·9 4.491 
1912 '113,284 .. 124·0 108-4 4.0 S,331 

1913 u3,642 .. 133.2 109·9 4-2 5,613 s 

Total .. 4 2,357 

1 CGtIolG Y .. ..... 1:01",. p. 230. Importl mtcrecl for ammmpt:icm. Adjlllled to caIeodar ~ 
buia from 6scal YIIII' statistics. 

• Great Britain! lAbor ~ BOU'd of Trade. ftICOIDp!lted to l;of .. zoo. Data. from eM-' 
£moab,.,., wi. Il. ....... 
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the intennediate years constructed on the assumption that there 
were uniform increases in each year from x907 to 1910, and from 
1910 to 1913, respectively. 

The ad valorem percentage of freight charges to total imports 
from Great Britain, for 1907, multiplied for each year by the 
freight index and also by the reciprocal of the price index, will 
give the ad valorem percentage of freight charges to imports from 
Great Britain for each year in the period. The amount of freight 
charges for each year can then be obtained by multiplying the 
amount of imports for each year by the percentage, for that year, 
of freight charges to imports. Table XIII presents the final 
calculation of the payments made abroad for freight charge. on 
imports from Great Britain. 

TABLE XIV 

FuIGBT PAnmN'IS BY CANADA ON lKPoll.l'S nOI[ THE UNlTEJ) S'rATBS. 

1900 TO 1:913 

1,. ~ oj dollars 

I II m IV v 
Imports from 

Percentage 01 Pettcntap of_ Fmght_ 
y.., /Mghtclwgu rm.ht"'-" onimpcrta 

the United 
to_ 

Pric:e indes J toim~rt5 
hom "'" Statea.1 '00'1 (ll + Ill) United States 
(I X IV) . 

1900 "104,615 .. 85 6 .• 6,486 
1901 110,947 .. 84 6·3 6,990 
190' 121,767 .. 91 5·8 7,062 
'903 135.900 .. 91 5·8 7,882 
1904 147,721 · . 9' 5·8 8,568 
1905 160,61$ .. 91 5·8 9,316 
I~ 183.465 · . 94 5·6 10,:174 
1907 203,019 5-3 100 5·3 10-,760 
1908 1:78,704 · . 97 5·5 9,329 
1909 205,64,1 · . 103 5·1 10,488 
1910 260,509 · . 106 5·0 I3,025 
19Ir 316,533 · . 101 5·' 1:6,460 
1:912 409.434 · . '°7 5.0 20,472 
1913 405,616 · . 106 5·0 20,280 

Total .• 157,Sg2 

I CaG40 YCIW Booi, lOIS. P. '300 AdjUited tocahmdar~ buiafrom fiscal yearstatiltica. 
• 11. S. Dept, of Labor, BU!el.u of Labor Statistics. W..wluGlc Priu.t 1m.. Bull. No. 181~ P. J6. 

Ilecomputcd from 19Z4 .. bue to 1907 u base. 
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Freigla Cluwges on Imports from the UniJed States. - It was 
estimated above that the ad valorem percentage of freight charges 
to imports from the United States was 6,3 per cent in 1907. An 
addition of at least ! of one per cent should be made for cash 
discounts deducted from the invoice for purposes of customs 
entry, but not actually received by the importer. Deductions 
must be made for freight charges on imports from the United 
States carried by Canadian vessels, and for the Wrtion of over
land freight charges which covers the carriage of goods from 
the Canadian boundary to their destination. Based on scanty 
data, an allowance of I! per cent ad valorem is made for these 
two items, leaving 5.3 per cent as the net ad valorem percentage 
of freight charges !Il import values for 1907. Railroad freight 
rates remained practically constant during·the period under 
study, whereas prices rose steadily. Assuming that no change 
occurred in railroad freights during the period, the payment to 
be made by Canada on account of freight charges on imports 
from the United States will be estimated as equal for each year 

TABLE XV 

FIEIGBT PAYlmJfl'S BY CANADA Oli IKPOns noK COmrrxIES 0'l'HEt '!KI\H 

GltEAT BJtlTADf AND THE UNlTBD SrA'lES, 1900 '10 1913 

I .. /lJoustmds oj do11an 

Year lmporU 1 

1900·· .............. , ., ......... , .. .. 26,939 
1901 , ........ : . . . . • . . • . . . . . . . . . . . . . .. 30,222 

1902. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 34,972 
1903· .. . , . , . . . . . . . . . . . .. . . . . . . . . . . . .. ,18,043 
19"4 ................................. 38,849 
1905·, ... " ... , ............. , ..... , .. 42,07% 
1906·,········, ...................... 47,133 
190'1- ......... , .. , ... , ... , . . . . . . . . . .. 51:,852 
1908.. .. .. .. .. .. .. .. .. . .. .. .. .. .. .... 48,813 
J909. , , . , . . . . . . . . . . . . . . . . . . . . . . . . .. .. 541602 
1910 ................................. 64.468 
1911 . ...... , . . . . . . . . .• . . . . . . . . . . . . . .. 12,3'1 
1912................................. 9OJ211 

191,3 .. ......................... , . . ... 9',010 

Pmgh'payme ... 
byea..da' 

808 

'PI 
1,049 

1,141 

1,16$ 
%,262 

J,4J4 

l,ss6 
1,464 
1,6,38 
1,934 
2,170 

2,?06 
2,~ 

1 C8ff44tJ Y., BoO. 1:0l1. P. _,so. AdjUited to caluular year buia from fiaeal ye.r IlatisUa. 
• l3ued on the atim&te that freia:ht chargeaafter dtductiou were s per c:mt of tile valae of iD'lporta. 
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to 5.3 per cent of the value of the imports for that year multiplied 
by the reciprocal of the price index' for that year. Table XlV 
presents the calculation of freight charges paid ,by Canada on 
imports from the United States. 

Freight Charges on Imports from other COU1Uries. - There re
main to be considered the freight charges on imports from coun
tries other than the United States and the United Kingdom. 
The estimate for 19"7, of 4.6 per cent as the advalorem percentage 
of freight and other charges to imports, will be used for all the 
years, on the assumption that increases in freight rates offset 
increases in prices. Canadian vessels carry an appreciable pro
portion of these imports, especially of those coming from: New-, 
fooodland, the West Indies, the Far East, and Australia. ,De
duction of 20 per cent of the charges for eXpenditures of vessels 
and crews in Canada and 20 per cent of the remainder for im
pOrts brought by Canadian vessels results in approximately 3 per 

TABLE XVI 

Fmmmr PAnmHI'S BY CANADA ON IlIPOJtTS ftOJI ALI. COUN1'UBS. 

1900 70 :1913 

I .. 1Irousatrd< oJ dollan 

y- On imports from 
. GmLtBrib.iA 

On __ 

Uniled States 
On imPorts from 
other countries 

On imports from 
&ll countries 

1900·· ............ %,916 6,486 808 9,210 
I90Z- ............ . 1,653 6,<)90 907 9,550 
1902_············ . 1,833 7,062 'Pl9 9,944 
1903-············ . ,,808 7,882 I,X41 10,831 . 
1904_········· , ... 1,641 80568 1,165 lIJ38c 
1905-········ ..... .,006 9.316 1,262 12,584 
1906· ....... , ... ,' 2,869 10,274 It414 14,551 
1901_···········, . 3,2,;0 w,7&> x,SS6 15,$46 
19a5 ....... " ... , , 2,835 9,8'9 '0464 14,123 
1909_··· .......... 3,299 1<>,488 IJ638 15t425 
1910 .... .......... 3,826 13,025 1,934 18,185 
1911 ... ........... 40491 160460 2,110 23,121. 
1.912 ............. . S,331 20,472 2,706 28,sog 
1913~············ . 5,613 .... s8c> 2,760 28,65.1 

Total ............. 42,357 157,8g,2 21.,974 222,22"3 
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cent as the ad valorem percentage of net freight payments to 
be made by Canada to importS from these countries. Table XV 
presents the calculation of these payments. Table XVI presents 
the estimates for total freight charges on imports from all coun
tries. 

The results obtained in this way may be compared with the 
figures which would have been available if the method discu$ed 
earlier in this section had been adopted. Table xvn is con
structed on the assumption that the carrying charges for the world 
equal the difference between world imports and exports. The 
percentage of these charges to the amount of world imports is 
taken as the ad valorem percentage of import freight charges 
to imports. The percentages obtained by this method are uni
formly higher than those found to hold for· the selected commodi
ties imported into Canada in 1907, and than those ,estimated, 
for corresponding years, in the present calculation. 

TABLE xvn 

RATIO "" FuIGllT Ca.uc£S TO VALUE "" W= lMPmtm 

w_"_lw __ I'~~ Ratio of {rapt Ratio of freight 

-~, c.:~ 
Hobson>a -. ........ 

Year ....... cak:ulatioa.t 

In _of _ .... liDo 
p..,-..... 

zgoI 1 2,516 2,291 '24 8·9 $-I 
1904' 2,628 .,446. .8. 6·9 4.6 
1906' 3,253 3,052 201 6 .• 4·7 
Z907 • 3,737.2 3,383.6 353·6 9·5 405 

,1909' 3,611 3.377 '34 6·5 4-4 

1912 :{ 
4,403 4)061 342 7·8 } 4·5 
4.390 4.°50 340 7·7 

:I, Xdgu CrammondJ T_ BriIi,r. SIliHhtll~. TOI" p. 11. 
• Rol<ri </ C_ .. ""' .... </ s._ </ .. U_ 1[_ ... u-,oolS- S., 

0...'" A~ I •• 19:1:'. vol ii. pp. f6. n· 
• C. K. Bobscm. TA:.-&""4}C."'~ Po 17.; as quoted from Jl~ ~February-. 

:JOn. CompariIon with tM resulta obtained by the lame method b7 other writmI far De&rby yean 
aoaats thai: thia II an ove:rstimate. 

• lIatlo oflot&l &eioht ......... _.n-... Iot&! __ all ........... 
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F1'eigla Chas-ges 1m ExplWls. - The .freight charges on exports 
sold f. o. b. are paid by the purchaser of the goods. The Canadian 
exports are shipped to their destination mainly by foreign carriers, 
but Canada receives payments for the purchases in Canada of 
vessels and crew. On the exports to the United States, Canada 
receives payment for the charges for transportation from the 
point of origin in Canada to the point where the exports cross 
the boundary, but in most cases the distances to the boundary 
are short. It is estimatec;l that 2 per cent of the value of the ex
.ports will cover the payments to be made to Canada: for rail
road transportation to the boundary on exports to the United 
States, and to the ocean ports on exports by sea sold f.' 0. b. 
producing point and not f. o. b. the port o~ export; for water 

. transportation on exports carried in Canadian vessels; and for 
expenditures in Canada of foreign vesseIs and crews. Table XVIII 
presents the estimate of pa}'l¥ents to Canada on account of ex
port freight charges. 

TABLE XVIII 

F'REJGlrr PAYlIEN'l'S TO CANADA ON ExPoJl'l'SJ X900 m 1913 

In ,_nils of dolltws 

Ye&:r Elrparts 1 

,_ •..••.•.....•...•• : . . . . . • . . .• .8<,493 
Igor . ........ , ..... , . . . . . . . . . . . . . 200,548 
IQ02 ...... ,...................... 216,629 

1903·······················.· ... · 227,410 
1_... ...•....... ............... '96.566 
'905· . . . • • . . . . • • . . . • • . . . . • . • . . . . • 222,864 
1906 . ...... , . . . . . . . . . . . . . . . . . . . . . 253,110 

1907········· ............ ........ '54,037 
1908· ...... , . . . . . . . . . . . . . . . . . . . . . 265,:146 
1909- . . . . . . . . . . . . . . . . . . . . . . . . . . . . 288,685 
1910, ...... ,..................... 295AIS 
1911 . .......... , ........ , . . . . . . . . 296,568 
1912. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 362,966 
19I 3.. . . . • . . . .. . . . . . • . • • . .. . • . . •• _ 460,S19 

FWght......-
toc...da· 

3,630 
4,011 

4.333 
4.549 
3.931 
4.451 
5)062 
S,oSI 
S.303 
5,174 
S,goS 
5,931 
1,259 
9,210 

Total. ~ ............... , ......... 3J7.22,OI6 74,439 

• Totallfadw>dDe _ -. ....... _. _»<pt. of Customo. U..-M_ 
~-J I.""_~, 

• Based OIl the atimate that frei&ht: pa)'mI:Ilta, etc... to Canada were a per cent of the ftluo of the -
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INsuRANCE PAYMENTS SENT ABROAD FROM CANADA 

To ascertain the amount of fire.- and life-insurance payments 
sent abroad from Canada, use is made of the official statistics for 
the excess of premium income over expenditures in Canada of 
foreign companies. For an estimate of the payments made to 
foreign comP.8J1ies for insurance other than life and fire, including 
casualty, sickness, employers' liability" and sundry other kinds 

TABLE XIX 

lNstmANCE PAYMENTS BY CANADA TO FOllEIGlf COKPANtES, 1900 TO 1913 

In ~ dj "ll<Ws 

I D Otherfon:ip~ V -...... F:orei«n life- -- m IV """""' .. InwnD<e Total iuurallCe 
Year ........,;..' ........,;..' _01 

~:tby Pmnlum • poniwn 

:EEe!II of premiwn income ow:r receipts-in -- (I+n+1Vl 
c..&d&' apenditUIe m 

espenditure in Canada Canada' 

1_ 985 Igra' :1,008 .... sa,· 
190' 665 67' 555 112 7·0 
1902 ·,.as .,862 69' '38 ",285 
1903 1,055 x,8sx 864 '73 3,079 
1904 556 3,874' 830 .66 3,156' 
'905 859 3,611 1,087 217 4,687 
1906 1,130 3,299 1,.275" 255 4,684 
1907 634 2,084 1,458 '92 3.no 
1908 8'7 1,872 1,764 353 3,05' .- 929 .,869 .,coo - 4,198 
1910 871 ',483 2,s00 500 3,854 
1:911 %,219 3,012 3,48· 636 4,9'7 
1912 1,851 3.666 3,802 840 6.357 
1913 2,169 3.636 31162 595 6.-

. 
Total .. 15.095 2S.792 _7' 4,8n 45,764 

I eomPQtect £rom data in Cauda: Superinte:ndent of lDsuranct~ A ..... Bqtms; tat&1:iDcDme ia 
CaDada aclusive of interest. minus total expenditures in Canada. 

•. IgOO-~ CIIIMio Y,..1IHU.pnmiumreceipbiD CaDadaofall foreian iDsarulce companies 
mious premium nceipta in Canada of foreign 6re-and 1ife-WWUK:e compeni" lOOS-loo8. c:ompiled 
from &IIIU1&1 reports to Superintenckat of lDwraDce of indiridual compenjn. IV09""IOIO.estimates. 
bued OR incomplete data. ~%S-JVJ:3. c--. V_ BHM. 

I lOU-J013. CCJIION y., BHU. 19CO""19M. 20 per cent of pmnium recreipb in Canada. which 
wu the .. ~ percmtqe to snmium income ofax:ell of premium iDcome onr ezpcnditv.te for all 
Canadian companies enpaed in milceDa.Deous iDsurance during the tame period • 

• Eu:aI of capcIlditura ewer IJIUIium ~ due.to codacratiaot ill these)'eUL 
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of insurance, less satisfactory data are available. The amount 
of premium income received in Canada by foreign companies 
dealing in insurance other than life and fire was obtained or 
estimated on the basis of complete or partial data, derived from 
various official sources, and the excess of income over expenditures 
was then estimated on the basis of the proportion which premium 
income bore to excess of income over expenditure during several 
selected years within the period under study for all the Canadian 
companies dealing in sundry insurance. The interest income of 
foreign insurance companies from investments in Canada will be 
accounted for when interest payments are estimated. 

Table XIX presents the estimated amounts of the insurance 
payments sent abroad from Canada during the years 1900 to 
Ig13· 

INsURANCE PAYMENTS BY OTHEll. COUNTRIES TO CANADA 

Canadian life-insurance companies, and to a smaller extent 
Canadian fire-insurance companies, operate in countries other 
than Canada. The official reports indicate that only one Cana
dian 'company dealing in insurance other than fire and life operates 
outside of Canada, and its foreign business· is not important 
enough to justify consideration here. 

There are available official data covering the amount of life
insurance risks of Canadian companies in other countries for the 
years 1902 to ;[9I3. For the period 1909 to Ig13, the annual excess . 
of income over expenditure for Canadian companies on both 
domestic and foreign business averaged 2.8 per cent of the amount 
of policies in force. A little over 22 per cent of the total income 
consisted of interest on investments, presumably almost wholly 
in Canada. After allowance for interest on investments and for 
the greater relative cost of doing. business abroad than at home, 
2 per cent is taken as the percentage, for the years 19o2 to IgI3, 
of excess of premium income over expenditure to the total 
amount of insurance in force outside of Canada. 

The data available relating to· the operations outside of 
Canada of Canadianfire-insurance companies give the premium 
receipts and the losses on business outside of Canada for the en-
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tire period covered. The official data given in the Annual Reports 
of the Superintendent of Insurance indicate that on the total 
business done by Canadian fire-insurance companies in Canada 
and elsewhere during -the years from 1900 to L913, the excess of 
income over expenditure amounted to a little over 12 per cent 
of the excesS of premiums over losses. The income from invest
ments is a rela.tively small fraction of the total income of fire
insurance companies. Making a small allowance for income from 
investments and for the grea.ter cost of operating abroad than at 
home, 10 per cent is taken as the percentage of excess of income 
over expenditure to the excess of premiums over losses for the 
business of Canadian fire-insurance companies outside of Canada. 

TABLE xx: 
INsmtANCE PAY'KENlS TO CAHADA BY omu.- Co'DNTBIES, 1900 W "1913 

In ~ of tlo1lon 

We insurance rue insuranI:e 

Canadian _of T .... 
y.." paymcatsto 

policies ill Netincome J ............... Net iD£:omcl CaDod& force in otb~ Ioatainf . 
couatries 1 ~~ I- ...... SBS' 836 114 669 

19o' ...... 806' 1:,179 u8 924 .go. S',389 %,028 1,J45 IJ4 %,162 

'903 64"'9 1,284 1,787 >79 1,463 .- 76.358 x,s'7 1,196 120 1,647 
2:90 5 89,667 1,193 1,604 -160 1,953 

'906 99,711 1- '89 '9 2,023 
-1907 1I0,756 2,n 5 981 98 2,313 
.goB uo,gS:l 2,4X9 779 78 ',497 
'909 :131 ,295 .,6.6 ·,634 >63 2,789 
1910 141,83' :1,837 1,427 <4J 2,980 
1911 :157,115 3,142 1,194 "9 3,261 
19U 17$,141 31503 <,428 X4J 3,646 
1913 :194,721 3.&94 1,027 '°3 3,997 

Total .. 29,653 1,671 3<.3'4 

1 CM! oJ I.dirq Rqon. vol ii. po. 006-
1; The method ucd in obtaiDiq the fipres Iivm hi these: coJumDa it ezplaiDed ia the ted. 
• A.--' 1&,.. of the Superintmdmt of 1DIurmce. • Ea ____ data. 
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Table XX presents the estimated amounts of the insurance 
payments to Canada. by other countries. 

Coats,' basing his estimate on a different method of calcula
tion whose details are not given, and using only data for the 
years 1902 to 1913, estimates at $20,000,000 the excess of in" 
come over expenditure on the business of Ca.na.dian life-insurance 
companieS outside of Canada., as compared with the present 
estimate of $29,600,000. He presents no estimate for fire..in
surance companies. 

ExPENDITllUS BY TOURISTS IN CANADA 

The only method ava.ila.ble for reacbing an estimate lit the 
expenditures by tourists in Ca.na.da. is to make an estimate of the 
average expenditures by each tourist in Canada and to multiply 
that estimate by the number of tourists recorded as having 
entered Canada.. No statistics are collected for tourists entering 
Canada from the United States." Their expenditures, which are 
unquestionably of considerable importance,' can only be guessed 
at. It has been estimated by Canadian newspapers that in the 
summer of 1920, $50,000,000 was spent by American tourists in 
Canada. Allowance being made for the rise in prices and for the 
increase in tourist traffic, this figure has been used as a rough guide 
in making the estimate. For ocean tourists holding cabin tickets 
on the steamers, it is estimated that the average expenditure is 

1 om tJj Lioing RetorI. vol ii, p. 906. 
I "During the year ended June 3<>, ,_, more than 9.000,000 people entered the 

United States over the northern border. No doubt the number cro..mg !10m the 
United States to Canada was equally _t." U. S. Commissioner of Immigration's 
Re;url for 1911, p. 15&. If only 5 per cent of these were tourists to Canada end if 
esch tourist spent in Canada on the average only $3<>, the total e.penditure would 
_ the estimate made in Table XXI. The American amsul at HaIifu, aner 
& careful study of the available data, estimated that 60,000 American tourists in 
Now. Scotia spend, duriDg the lour l!WD1IIU months, on the average at least 14'.50 
esch. (U. S. Dept. of Commen:e, M01IIJrly Comrular....a Trod. R'Frl< 1Dec. 1_1 
No. 351, pp. 245 seq.) 

• "Many of the weslthieI classes of the Southern States apend their entin: 
summers ac:ros& the border, and from NoVA- Scotia. to Vao.couver the Canadian 
boIderlands end islands aIon& the __ yo &Ie dotted with the summeI homes of 
Americana n H. S. V&Il _, U. S. amsul at Kingston, Ontario, in U. S. Dept. of 
Commen:e, M01IIJrly Comrular....a Trod. ReFrl< (June, ,_), No. 345. p. 'Of. 
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$I,ooo. This is the estimate made by Paish in I9IO for the 
average expenditure of all tourists in the United States, and fol
lowed by the study of the American balance of trade made for 
the Harvard University Committee on Economic Research, and 
by Coats in his study of the Canadian balance of trade.' 

One thousand dollars seems an unreasonably high estimate for 
expenditures in Canada by those tourists whose standard of ex
penditure is low enough to induce them to travel to Canada in 
the steerage, especially when it is considered that anyone who 
states that he comes to Canada on a visit and not for permanent 
residence is classed as a tourist by the immigration authorities, 
and that children as well as adults are included in the statistics. 
Three hundred dollars is taken as a sufficiendy"generousestimate 
of the average expenditures in Canada of tourists who arrived 
steerage. 

Statistics of tourist arrivals at ocean ports and th'e estimated 
expenditure of all tourists in Canada are given in Table XXI. 

Coats I estimates that tourists other than American spent in 
Canada $I25,000,000 during a period approximately the same 
as that studied here, and that American tourists spent about 
$15,000,000 more in Canada during the period than was spent by 
Canadian tourists in the United States. His estimate for the 
expenditures of tourists in Canada other than Americans exceeds 
the one reached in this study by about $55,000,000. But Coats 
estimates the number of saloon tourists arriving in Canada at a 
higher number than the official statistics used here,' and esti-

I sir George l'aish, The Trade BalIm<e oj /he Uml<tl SIaIu, National Monetary 
Commjssjon, 1910 (61st Cong., 2d Sess., Sa. Doc. 579), pp. 180-182; Bullock, 
Williams, and Tucker, "The Balance of Tlade of the United States," Hanani 
Rm... of &onom;,; SIGIisIicr, PreIimiDary Volume No. J, p. IJO; Cost of LiWng 
IUtorl, vol. ii, p. \lOS. 

t Ibid., pp. ¥, 897. 904. 90S • 
• The official slaListks of saloon tourists are DOt included in 8DY of the ~ 

tables annpiled by the ImmigJation Brandl, ODd .,., buried in aD iru:onspU:uous 
part, of the text of the annual reports of the O>mmissioner of Immigration. Mr. 
Coats seems to have been unaware of their existence. He divides the total number 
of saloon arrivals into returned CanadiSD' and tourists, over1ookiDg the fact that 
some immigrants travel on fust-dass tickets. He thwI reaches an overestimate of 
the Dumber of saloon tonrists, ODd an underestimate of the number of immigrants. 
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mates at $1,000 the expenditures of both saloon and steerage 
tourists, whereas $300 is the figure used here for expenditures by 
steerage tourists. 

ExPENDITURES BY CANADIAN TOURISTS 

The expenditures of Canadian overseas tourists are estimated 
on the basis of $1,000 spent abroad, including transportation 
charges, by each Can~n who travels on a first-class ocean 
ticket, and $300 spent abroad by each Canadian who travels 
steerage. The figures of Canadian tourists are obtained from 

y.." 

.goo 

.go. .-'go3 
'904 
19o5 

'906 
1901 
IgoR 
1909 
1910 

%gIl 
1912 

1913 

Total .. 

TABLE XXI 

TOUlUST EXPENDlTUltES IN CANADA, %900 TO 1913 

In t/rou$ands of ."lIar, 

Saloon tourist urivak Steerage tourist arriftIs 
at ocean ports 

at ___ 

Er== o! . 

N_' - N...u...' - ........ 
($.igco cadi) (booca<h) 

'.978 ',978 '5$ 76 S,ooo 
.,896 ',896 312 94 S,ooo 
3.439 3.439 36- '''9 1,sco 
2,_ .,go' 4'4 '24 7,SOO 
2)405 'ADS 1:,26:1 319 10,000 

2,576 2,s76 2,562 163 '0,000 

3.345 3,345 3,1"70 9S1 '2,sco 
2,223 2,223 4,902 1,471 1:2,500 
2.695 2,6\)5 5,02,1 1,507 15,000 
2.t9S2 2,952 s,338 1:,601 IS,ooo 
5,1:94 5,194- 6,833 ',050 17,SOO 
6,543 6,543 1,244 2,173 I7,sco 
6,398 6.398 '10,016 3,005 20,000 

7,088 7,088 11,229 3,369 00,000 

$21634 17,677 175,000 
. 

Total _ ..... 

1,054 
1,990 

.. ,<>48 
"10.526 
12,784 
13,344 
%6,796 
%6,194 
19,201. 

19.553 
24,744 
06,216 
29.403 
30.457 

245.311 

t Cmada.! Dept. of the Intmor.Tmrriptitm Br:andt.A .... ~. Adjustedtocdend&r}'eU' 
... from fiscU y.r atWstics. Frcm 1:0» to"Z904 the data are mmpi"tjon, from. the reports of 
sepuate poria. The fipreII for :t:octl cd .t:9XO are e&thn&te1 based (II) incomplete d&ta. ArriYala '¥i& 
United. States 0CZIIIl ports are iDduded. 

• Canada: Depu.e ....... cd Imc". rion ad. colO";"tion.l~ PtIIb MIl Plrwu. ~ 
Adjusted. to c:aIcDdar year buis flam &aI ~ statistica. ArmaI:s"ria United State! 00CU1 parts are 
Iodw!od. 
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the official statistics for returned Canadians arriving at ocean 
ports, including United States ports. The" returned Canadians" 
who travel steerage consist in large part of alien residents of 
Canada who return from a visit to their native country. For 
expenditures of Canadian tourists in the United States, there is 
no information upon which to base an estimate. The number 
of American tourists who visit Canada is probably much greater 
than the number of Canadian tourists wbp visit the United 
States.' But Canadians do a considerable amount of shopping 
in the United States. and only a sma\l fraction 'Of their purchases 
is declared to the customs inspectors, whereas the expenditure 
of· tourists i!1 Canada is almost wholly for transportation, hotel, 
and other services. On the other hand, the average 'standard of 

. 

I Cf. eosl of Lmng !Upon, vol. ii. P. 905. 

TABLE· XXII 

ExPENl>mmEs AmIoAD BY CANADIAN TmwsTs, ._ ro '9'3 

I .. '''''''''-k of doIIun 

Saloon 
~- - _ ..... 

-~ .... Toto! y .... .........t (JlOOO each) ... umed ($JGOeach) hi UDilecl ............. Canadiauo' CaDailiBDlJ s ..... .- 3,154 3,154 937 .8. 2,500 5,935 
'90' 3,523 30523 1,273 38• 2.500 6.405 
'902 3._ 3,_ ·,6'3 487 3.1$0 7,S"-
'903 3,011 3,011 2,Y.71 653 3.750 10414 

'904 2,7S4 2,754 3,919 1,176 5,000 8,930 

'905 3.964 3.964 8,133 20440 5.000 11,404 

'906 5,623 5,62,3 :., .. 11,652 30496 6,250 '5.369 
1907 4.672 4,67· •• 6.337 4.90' 6,250 15,823 

'9011 40469 4.469 ;, 2O,ssS 6.161 7.500 .8,'30 
'909 _5 4,405 2$.589 7.677 7.500 I9,s82 
1910 - 60426 60426 32,874 9,86· 8,750 25,°38 
1911 8,544 8,544 31.146 Ilt3:i4 8,750 28,618 
1912 90443 90443 45,207 J3,$6a '0,000 33,005 
1913 11,264 U,264, 53,153 '5.946 '0,000 31,210 

Total •• 74,542 78,348 B7.5OO 240._ 
.-See DOte I to Ta.hte XXI~ w:hicll applies abo ID the data ill thiI cohmm • 
• Cuad&: Dept. ofl:mmipatioDadcm..m.rian.l.-"...,;. lI.ulllttl,....JOm. ~ 

to aJmdar )'t&r ... from iIc&l )fee .t&tistic:s. 
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expenditure is probably much higher for the American tourisl:$ 
who visit Canada than for the Canadian tourists who visit the 
United States. The best guess possible in the absence of any 
statistical data is that Canadian tourists spend one half as much 
in the United States as is spent by American tourists in Canada. 

Table xxn presents the statistics of expenditures by Cana
dian tourists abroad, as estimated. 

SUNDRY ITEMS 

There are a number of minor items of purchases and sales 
abroad of services by Canadians, for most of which statistical 
data are not avallable. Over 300 consuls and vice-consuls are 
maintained in Canada by foreign countries, and a number of 
trade commissioners by Great Britain, and their expenditures in 
Canada - to the extent to which they are met by remittances 
from their home countries and not by fees collected in Canada
should be considered as a credit item in the balance of inter
national indebtedness. The expenditures of customs and immi
gration officials maintained by the United States in Canada 
should be similarly accounted for. There are always a consider
able number of American and British commercial travelers and 
other agents in Canada, and their expenditures in Canada shouId 
also be considered as an export of services. 

The only items of any importance on the other side of the bal
ance are the expenditures in foreign countries of the Immigration 
Branch of the Department of the Interior in propaganda, office 

. expenses, etc., and the mail and other subsidies paid to foreigli 
steamship lines by the Canadian government. For these two 
items official statistics are collected. Canadian grants to missions 
abroad should also be mentioned, but no data as to their amount 
are available. 

The expenditures of the immigra.tion service in foreign coun
tries during the period under study amounted approximately to 
a total .of $7,750,000,' The mail and other subsidies granted 
during the same period amounted approximately to a total of 
$19.450,000." Of this total, approximately 15 per cent went to 

1 ImmigrGlitm FtKk 4M Figu,", 1920, p. ::12. 

o Canada: P..bIi< A""",,", '9.." P. 75. 
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steamship lines engaged in internal trade,' leaving 85 per cent, or 
approximately $r6,5OO,000, as the payments on vessels sailing 
between Canada and other countries. Of this amount a minor 
fraction was paid to Canadian companies. The total amount of 
the payments made to foreign countries on account of the two 
items here considered may be taken to be rougbly $20,000,000. 
There are no statistical data for the expenditures in Canada of 
officials of other countries or of commercial travelers and other 
agents of foreign business companies, but the amount of such 
expenditures is unQ,uestionably at least as great as the payments 
by Canada discussed above. In the absence of data, it will be 
assumed that these two groups of items offset each other, and no 
further account will be taken of them in-the inal tabulation of 
the balance of international indebtedness. 

The consideration of interest payments to and by Canada is 
postponed to the next chapter, where they will be dealt with in 
connection with capital investments. It is not yet possible, 
therefore, to strike a balance of the imports and exports of 
Services. 

1 Computed from detailed data given in Canada: Dept. of Trade and Commerce, 
A.......z RAIM, 1913, Part IV, pp. 28, 29. 



CHAPTER V 

CAPITAL INVESTMENTS, INTEREST PAYMENTS, AND THE 
CANADIAN BALANCE OF INTERNATIONAL INDEBTEDNESS 

> CANADIAN INvESTMENTS ABROAD AND lNTEl!EST RECEIPTS 

TlmREFROM 

OwING to the almost complete absence of statistical data con
cerning the interest receipts from Canadian investments abroad, 
it is necessary to reach an estimate of the amount of such inyest
ments as a basis for estimating the interest payments to Canada . 
from abroad. 

There were during the period under study practically no public 
issues of foreign securities in Canada. Canadian financiers, it is 
true, have in recent years specialized in the promotion of light 
and power and tramway enterprises, and a number of public 
utilities in the United States, Cuba, Mexico, Porto Rico, Brazil, 
and Spain are controlled by Ca.nadian interests. But the bulk 
of the capital actualli invested in these en.terprises is British. 
The Canadian control rests on ownership of common stock, con
sisting in large part of promoters' shares, and in most caSes rep
resenting only a small fraction of the actual capital invested in 
the undertaking. The financing of these enterprises was done 
mainly through bond issues fioated in London. Bonds issued by 
corporations operating under Canadian charters in foreign coun
tries amounted from> 1909 to 1913 inclusive to $120,500,000, of 
which only $7,200,000 were taken up in Canada.' 

Private investments by Canadians in foreign securities, espe
cially high-grade American investment securities, were, however, 
substantial in amount. The Monetary Times, of Toronto, in a 
recent issue commented on these holdings as follows: 

Notwithstanding the liquidation thai haS taken place in three and a hall 
ye&IS of war, it is said that there is still a considerable amount of high-grade 

1 E. R. Wood, ... """'" Rm- of lite Imr4 M.,lt" in Cana4a. (Published by 
Dominion Securities Corporation, Ltd., TOl'Ollto.) .. 
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United States investment stocks held in the Dominion. Before the war the 
business in Wall Street stocks transacted by Montreal and Toronto brokeIS 
probably exceeded the business done in Cana.dia.n stocks. Many Canadian 
capitalists and finanMers were accustomed to carty considerable lines in 
the United States stocks; also the wealthy American residents in Canada 
and the bighly paid executive officials of 1srge United States branch indus
trials located- in this oountty, natoIally 1eaned towanls United States 
securities in making their investments.' 

Canadian railways owned or controlled 7.197 miles of road in 
the United States in 1912.. These were largely roads acquired 
before 1900, but sOme investment-in expansion of lines, equip
ment, and terminal facilities was made during the period under 
study. The Canadjan insurance companies operatiog abroad 
also had investments abroad in conformity with the insurance 
laws of the countries in which they operated, but no statistics 
relatiog to them are published. It is conservatively estimated, 
on the basis of the scanty information available, that the miscel
laneous foreign investments of Canadian capital made in the 
period under study amounted to $50,000,000, distributed fairly 
evenly through the period. 

In addition to the miscellaneous investments, there are impor
tant investments abroad by the Canadian banks. The Canadian 
banks hold substantial amounts of foreign securities, largely rail
way securities. Eckardt has estimated that, of the total ltoldings 
of railway securities by the Canadjan banks on February 28, 1901, 
amounting to $270496,000, at least $18,000,000 were foreign 
securities." It will be estimated here that two thirds of the hold
ings of railway securities· by the Canadian banks consisted, 
throughout the period, of foreign securities. But more important 
than the holdings of foreign securities by the banks were their 

, MotrI:tQry T ...... (TO%OI1to). May 3. 1918. C-nadjan holdings 01 United States 
Steels_in 1914 amounted to $7,8\)2,coo. (I6i4..Januuy 3.1919.) AMontreal 
capitalist, James Ross. at his death in 1913 left American securities BDtOUDtiDg to 
over $3.000,000. (Ibid., December '7, 1913.) In the lists of the Montreal and 
Toronto Stock Exchanges for 191> and 1913 were included the securities of 14 
non~n8dj8D enterprises, in 8 of which the annual transactioDs were substantial 
in 1ImOWIt. 

, CMUJIliisn A:mmGl RniN. 19Ut P. 633. 
• H. M. P. Eckardt, hu ... of".. C......u- &M<rs' A~ wi. z, No. • 

(Januuy, 1903), p. 4· 
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direct banking investments in foreign countries. The Canadian 
banks have a Jarge number of branches abroad, and they also 
keep a considerable amount of funds in call loans abroad or on 
deposit with foreign banks. Tables XXIII and XXIV present 
the estimates of investments abroad by Canadian ·banks. 

The bulk of the Canadian banking investment:; abroad con~ 
sisted of call loans in New York, and on these the interest rate 
averaged 3.6 per cent throughout the period undet study.' The 
net income would, of course, be substantially less, as banking 
expenses would have to be deducted therefrom. The interest 
on other Canadian investments abroad should average lllgher. 
probably somewbere between 4 and 5 per cent. It will be esti-· 
mated that the average return on all CAnadian investments 
abroad was 4 per cent. On December 3', .899, the investments 

1 CNI sf LioiJog Repon. voL ii, p. __ 

TABLE XXIII 

IHvE:sno:!mi: OP CUADlAN BAND DJ FOIlElGN SEcumTI:Es, 1900 TO 1:913 

r" ~ sf doIl6n 

_ ....... nil. Holdinp of Tail- Increase in hold-
Year a.s of December &. way securities by way securities by inpofi . 

Canadian ...... Canadian banks KCUritiaO: 
Total l estimaUdforeigol -->899····· ...................• X4,663 9.775 ~ ... 

~C)OO •••••••••••••••.••••••• ' • 25,507 17,cos ,,230 
1901 ....................•... . 31,994 21.329 4.324 
I902···· - .................. -. 36,925 24,617 3,.88 
1905 ........................ as.3S1 '50567 950 

19Q4 •..... , ......••....••.•• . 38,144 'S,829 .6. 
1905······· ..........•.....•• 39.649 .6,433 6Qf 
1906··· .................... ,. 4Il4SS 27.637 >.204 
1901··················.·.· . . , 41",971: 27.981 J44 
1908·· •.•••................•• 44,213 29>475 ,'-
1909········· ................ SO,O$I 330367 .5,89s 
1910 .... , .................... 59,519 39.679 6,3U 
IC)ll . ....•................... 64.889' 43,2$9 3,580 
1912 .... , ..... , ............. . 68.1140 45.893 2,634 
1913················ ........ _ 71,108 47.405 1.$12 -
Total ................•....... 37.630 

'Two_of __ 
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abroad of Canadian banks, including both security and banking 
investments, amounted to $69,309,000. It is estimated, on the 
basis of what data have been found, that Canadian capital abroad 
in 1899 amounted to $100,000,000. Table XXV presents the 
final estimates of Canadian capital investments abroad, and 
interest receipts therefrom. 

PULDaNAllY BALANCE OJ! INTERNATIONAL INDEBTEDNESS 

Estimates have now been made for all the unportant classes of 
international transactions, with the exception of interest payments 
by Canada on its capital borrowings from abroad. The Canadian 
balance of international indebtedness in each year represents 
Canada's net borrowing or lending of capital,. or the difference 

TABLE XXIV 

BAN1<ING INVEsnmm; BY CANADIAN BANIS 'OUTSIDE OY CANADA, 

1900 1.'0 191:3 1 

I,,'lunuMUl.t oj dollsn 

Atsets ill foreip COUIltnea 

y .... J)Qe from banb m 
... f CallI ..... c.m..t S . hold 

Do:.31" -.... F • outside of Io4ms outside o~of TotaI.-
Kh>o<Iom ~ c...da of Camu!& c...da' 

.Sgg 12,078 22J291 2S,30J' '3.896' 2,797 16,365 
1900 5,249 11,677 2 1,2,34 - 3.475 67,114-
I901 6,883 11,456 45,263 32,160 5.350 101,092 

190' 9,023 13,694- 4,'!,'lO4 ,34,131 6,324 106,376 
1903 9J258 12,703 34,991 I8,616 5,361 8I,429 
1904 9P4I 2O,aw 48,782 I7,J44 6,598 102,6X,4 

1905 8,308 I4,J44 61,010 30,882 7.491 JU,oas 

Ig06 7.844 15,51:2 53,958 36,475 I<>,9U 129,701 
I907 6,0 74 16,308 4&,509 22,928 9,<>79 97,898 
1908 14)662 34,929 97,136 30.351 11,374 1:88,452 

1909 7,295 24,Y14 138,50 5 4Ot012 :I2.,765 222,751 
1910 13,8'3 24#6 90,710 40,400 II,998 J8xt4I7 
IgIl 20,740 25J607 92,106 37.970 13,'1003 11)0,186 

191.2 10,119' '3,435 105)952 40 ,990 I4.798 105.294 
1911 91312 2S,6ox IIS)984 s8.aos 19,418 228,680 

I, D&ta. complled fmn CGMdG GtwIU. YODthl,y BImk SupplemezdL 
I Sepuatelr reparted cmJ,r aince lab'. 10"13. :&timated to be I' per cmt of depmib. outUde of 
~ wlUcb wu the avtI'IP for 1., 191$. to Juaaty, lfl4. 
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between its borrowings and loans. If the basic items so far COD

sidered be tabulated and the balances between the debit and the 
credit items struck. for each year, and if there be added to these 
balances the amounts of Canadian capital invested abroad, or 
deducted from them the amounts of Canadian capjtal withdrawn 
from abroad in each year, the resulting figures should represent 
for each year the amounts of foreign capital invested in Canada 
in that year, minus the interest payments by Canada in that year 
on the total foreign capital invested in Canada.I This calculation 
is made in Table XXVI. 

1 Mimts the interest payments by CaDada, beawse the interest charges have. 
not yet been added to the debits as imports of services, and the debit balances "'!' 
_low by the amountsof suchchargos. 

TABLE XXIV 

BANEING lNvEs'rJmms BY CANADWI' BANKS <>=mE OP CANADA, 
ICJOO '10 1913 J 

r .. _ of <kIlan 

Liabilitiea m fordp comttries E:Icas of Ull!b 0'Va' 
bbilitla 

y.., 
Due to hub in .... D_ In ........ 

J)ec."z. outSide of Tob>l - - ............. 
umt.d F~ c....da Jiabilities -,..,..... ......... :rev.-

.1199 4.s60 gaS x6,4sx' 21,11:9 54,646 ...... .- 4,190 526 20M2 2$,153 42')556 ,,-

.go. 3,'54 1,052 31,355 30,161 114.93' 22,315 

.go. s,611 1,157 37,199 43,967 6._ zpaz 

.go3 .,884 1,830 34.479 3'),193 42,236 •• ,67j .- 2,45' :r,224- 38,SI4 42_ 60,124- 1:7,888 

.goS 4,0g8 .,569 44,063 49,730 7'.JOS 1:2,181: 

'906 8,207 1,116 64,19J,: 74,114 SS,s87 .6..,.8 .- 10.330 4,142 53'- 68.479 29.4I9 26,168 
19a5 2,186 2,919 66iCJOl 7',068 n6.s84 86,965 
1909 2pU 3,558 75,088 80,657 .l:42,0C)4 25,710 
1910 1.573 4,314 70,574- 76,521 104.8cJ6 37,,911 
'1)11 4.350 5.3114 80,606 90,420 90,766 .intl 
1912 8,312 1.911' 8?,osc:' _ 103,344- 91 ,9SO 7,8·6 
191,3 1:1,810 8,267 I03t403 124,480 104,200 1.2,250 

Total •• 49,s54 
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I nlerest Rates on Foreign Capital _&ted in Gawa 

The final results of the calculation made in Table XXVI rep
resent the amounts of foreign capital invested in Canada minus 
the interest payments by Canada on these investments. If esti
mates are made of the rates of interest paid on foreign capital 
invested in Canada, and of the total amount of foreign capital 
in Canada at the beginning of the period, it will be possible from 
the results of Table XXVI to calculate the amounts of the interest 
payments made by Canada and of the investments of foreign 
capital in Canada during the period of this study. 

As the interest on foreign capital invested in Canada was an 
important item in the Canadian balance of international indebted-

TABLE XXV 

CANADIAN CAPrrAL lNvEsnIE>m; AnaAD AND I>mw!sT REI:JmonI 
TEmaEn.OHJ 1900 TO 19:13 

I .. ,_ oj doIl6U 

InYeltme:D'bby 

iHr.-~ Tot&! Call&dian ba.nb in 
Canadian In ...... 

Y ... m_ Tctai' " ..... -F . D_ ....."...-..::::& .1Dood' .Ixood aI>o>uI 

1899 .. ,. , . .. ... . ... . 100,000 .. , . 
1900 7,2,30 

U_ -,- z,860 97,140 4.-
1901 4.3>4 22,375 ',- 28.699 I2S,839 3,886 
190' 3,288 2,oz2 -,- 3.266 121),'105 S._ 
1903 950 ao,6?J 3,- r6{f23 112tJ82 5.164 
1904 26. 17,888 3.- 21,150 133.53' 4,405 
1905 6a4 1:1,181 3.000 15,785 149,lI7 5.34X 
1<)06 1,204 .16,718 3.- IZJl 4 136,803 5.973 
1907 344 26.168 4._ 21,8z4 114.979 5,47-
1908 1.494 86.965 4._ 9',459 207.438 4,599 
1909 3.89- 25,710 4,- 33,602 241,G40 8,'98 
1910 6,au 37,198 5,- 25,886 :115,154 9,64_ 
1911 3.S8o S,zJO 5,- 3,450 21B,604 8,606 
1912 2,634 7.816 5,_ 182 218,42'2 8,144 
1913 1,512 12,2$0 5,- 18,76, 2371184- 8,737 

Total .. 37,630 49,S54 SO,- 137,1s.. 87,991 

• Wlthdrawah of capital from a1n&d fa italics. 
t Four per cent of amount&, ODe yeu preccdiDc, of total Cuadiu c:apit&l • ...a. 
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TABLE XXVI 

l'uLnmrAllll BALANCII OF 1NmJ. ... U·'Ol1AL IKnEBTED..,..., '900 TO 1913 

In ,,,.,,..nth of dDU. .. 

Debits Credit. PrelimiDary BaJaDUI 

Scrvl", 

Non. In.\lIIo Toumt Non .. Com- Freight Com-
modity com~er- pay- .... cxpend~ modSty com_ 

Im.f.l'" cl,,1 menu ""y- It .... Total e~rt. 
cial 

( able debita 
Ca~da m .. " by debita ( able orodltJ 

Ill) C1:able Ca:~ CaDI._ UI) \t.bl. 
Xl <i_bl• dian. Xl 

VI) ~Ie Q;tbl. 
)I II) 

lisl"f6 "nS o,no 5-? 5.0.5 nr.007 '84 .... 10,16. 
rO:l~ 8,68, O,S.$O "0 6,40$ .11.908 205,160 n,n8 
.1:1.830 n,8ss ...... 4.185 7.5" 1.46,4.10 *'5,000 '10.030 

.dS,:t'.', rStOlO 10,831 ..... , ... t4 301,6,s6 • ,6,7OQ. .... 614 
'$6,$2' r8.860 U.380 J,IS' 8.930 89.,845 108,050 '3.006 
s60,'31 '30358 u,5k .,687. ...... 321,"0 "9MB 31049$ 
S:IO,S60 '0.091 1.4.$,Sf •• 6&4 1$460 '04,lii! 261.13'1 36.650 
.\192 •. $.59 40,7$- 15.546 3,110 1$,823 467.860 "',5.6 41.310 
3111.515 45,B.u 14,u8 S,o51 18,130 $9"""18 .68,051 38,'01 
361,86. .. 6,sn 1$.41$ 4.JIlI 10.S" 441,620 .88;1 .. 46.540 
450057. 54,605 18.78$ 3,Ss4 '5.038 55 •• 651 ... ,6.08 54,.:a8 
534,168 64.725 1t.s.UI ...... .8,6.8 6$$.550 "oJ.6n ,56.601 
651"31 11.56$ .8.500 60357 ",00, 706.668 37.5,124 54,·'4 
694.105 86,:186 ,8Ass 6.- 37,:1:10 8SI,f.S'4 471,401 $1,855 

5,11.,610 5.51,118 '",1:11$ 451764 240.300 6,15'111$ .5,80z I Z38 50·.06' 

• Eu:eu oJ apenditurea in Canada over premium l'CCC!ipta in ,italb. 
• BaceM of credlla oyer debil:l in italiCi. 
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VUI) 

.. ,630 
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.... " 
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4""$7 ,,06, 
,,oS. ...... 
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, ...... 
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1,162 .. ..,.a ..... :158,0401 1l.068 3,266 .,...s, 10,5.6 S,.6 • 1113,17$ ....... 1 16llllJ 
.,6., 12.784 .... 05 '44,821 ...... '1,.$0 
',0$8, 13.344 50341 ,85.(188 85,582 15,18$ 
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ness, it is important to secure as accurate an estimate as possible 
of the rate of interest actually paid. Sir George Paish stated in a 
speech in Toronto on December 4, I9I3, that Great Britain had 
lent £500,000,000 to Canada at only slightly over 4 per cent, 
bu.t that the capital borrowed by Canada from the United States 
had been charged for at a higher rate.' Sir Edmund Walker, an 
eminentCa.nadian banker, 'estimated at 4i per cent the average 
rate of interest on foreign investments in Canada.' Coats tskes 
the average interest rate on British capital in Canada at 5 per 
cent throughout the period from 1900 to 1914.' More direct in
formation is available bearing on the rates at which issues of 
securities were sold and the average yield of various securities 
at their market prices during the period. unlle.r study. 

Lehfeldt, from a carefui study of the primary records, obtained 
the following as the average rates of interest at which colonial 
fixed-income stocks were issued in Great Britain: • ' 

AVERAGE RAm "" R:&nmN ON LARGE COLONIAL lNvEsTKEIml lSSllED 
TO PAY A FIXED RAn; o. hrrEltEsl: 

Year Per cart Year Per cent 

1900· ............... ,. 3·20 1:90'1 . ... , . . . . . . .. . . . . . 3.99 
19o! •... , ........ , • •.. 3-40 19oB •. ., .. .. . .. .. . .. .. 4004 
1902. . . . . .. . .. . ... . . . . 3.21 1909- ............ , . , . . 3.96 
1903. . . . . . .. . . .. . . . . .. 3.2% 1910 . ....... , ..... , . . . 4.19 
1904 ... ..... ,......... 3.18 1911 ... ........ , ..... , 4-0 ,3 

.1905 ....... ····· .. ··.. ,3 • .,8 1912.................. 4:30 
1906·· .. ..... .,....... 3.8S 1913 •.• ., ............. 444 

These averages cover botid and preferred stock fiotations, but 
do not include common stock issues. Lehfeldt found, ho,!,ever, 
that common stock issues are only 10 per cent of the total British 
investments in large issues, and the percentage of common stock 
issues to total British investments outside of Great Britain would 
undoubtedly be even lower. He found, also, that the yield of 
common shares of large"companies did not exceed by much the 

1 C~ AfUfIUJl Rmew, 1913J p. ~8 . 
• Reported by T. H. Boggs, "CapitallDvestments and Trade Ba!anoes within 

the BriWh EmpiR," Quomrly J_ of _, wi. xxix, P. 786 • 
• em of Li";,,g R.pon, vel ii, p. 891. 
" R. A. Lehfeldt, ClThe Rate of Interest on British and Foreign Investments .. " 

1_ of I1u Royal SIdIirticG/ Soc;ay, January and March, 1913. 
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interest paid on "loan money," the .difference being roughly t 
of one per cent in favor of shares.' 

Lebfeldt's study shows that there was a steady trend through
out the period toward higher interest rates, but that not until 
19o5 did the average rate on new issues reach 4 per cent, and at 
no time during the period did it reach as high as 4.5 per cent. It 
was a matter of general comment in the financial press during 
this period that Canadian issues were being Boated in London at 
more favorable rates than the issues of any other foreign or 
colonial countries. Lebfeldt's calculations, since they do not 
separate Canadian from other colonial capital ilotations, and, 
moreover, do not cover the investments of the United States in 
Canada, which to only a very slight extent take the form of 
purchases of fixed-income securities, cannot be used as an index 
of the rate of interest paid on foreign capital invested in Canada. 
They are useiul, however, as a check on other cala,dations. 

Table XXVII presents some data, obtained from Canadian 
sources, bearing on the rate of interest yielded by Canadian in
vestments. Also included in ~ table is an index of average 
annual interest rates yielded by investments in Canada for the 
period from 1900 to 1913, as computed from the data presented. 
The figures presented in this table for the average rate of interest 
yielded by various investments in Canada require a further note 
of explanation. With two exceptions, the data used in com
puting the final index were based on current market prices. The 
figures for the average rate of interest on the bonded debt of Can
ada were based on the par value of the debt. The figures for the 
average yield of the security investments of insurance companies 
were based on the book values, which, it may be supposed, were 
the cost prices less a depreciation reserve or less current deduc
tions for depreciation in value. Because of the general upward 
trend of interest rates during the period, fixed-income securities 
fell in price.' The indices for yieldS of bonds in terms of current 
market prices therefore overestimate the rate 01 interest actually 
paid on the original. investments. On the other hand, prices of in-

1 0,. cil., March,. 1:9I31 p. 4J:S. 
• G. om " Lm", I/qtwI, 'VOi. ii, PI>- 622, '/09-
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dustrial and other common shares rose considerably, and of pre
ferred shares rose moderately, during the period.' The indices for 
the yields of these securities in terms of current market prices un
derestimate, therefore, the rate of yield of the original invest
men ts. A crude allowance has been. made for the greater relative 
importance of bonds in the foreign investments in Canada, and 
also for the magoifying in1luence on the index, of interest yields if 
computed in terms of actual current prices, by giving to the index 

• cr. ellS' of U"", Re;.rl, voL ii, pp. &>. seq. 

TABLE XXVII 

M' uniclpaJ honda. Avttr-- Indu5triaI. railroad. and A ...... financial slocUand bonds age interest yield at 
lD~ at cuzrmt. 

• rate oJ Govern· A......, 
current;cqarket prias J et pric:eal yield .. Avaqe _01 I'&te of """". nte of Cauda. in_ 

y- ties ud ........ A ...... -:: J:., ...... 01 
~ 

.... 01 r.::... Provio· Com· 1'» all ... in,,,,,, 
cial O;~ '0_ - , ..... -......... iW:: c.don invat--. and .....,.. ....... IS}: .'" _in 

menta ...... to_ debt- Canada 
tia -I<)CO 3·56 3.81 4.06 5-3 5-5 4-99 3·51 4-39 3.67 4-03 

1901 3·75 3·93 4.19 5·' 5·5 5_ 3.51 4-44 3·67 -1902 3-75 3·93 4-'9 5.1 5·5 4-94 3·64 4-43 ~·67 4.05 

'903 3·15 3-93 4-19 5·' 6.J 5·20 J.84 4-63 3·6, 4-15 
1_ 3·75 3·93 4·19 5·3 6.5 5-33 3·94 4·1:1 3·63 4-11 
'905 3·56 3·93 4.06 4-9 6.3 5-04 3·90 4-53 3·63 ....,s 
1906 3·56 3.93 4.06 5.0 6.7 5·00 4-22 4-64 3·66 4-15 . 
19<>7 4·12 4.62 5_ 5.6 7·0 5·22 4·12 5·09 3·51 4-33 
.908 4·12 4·6. 5·00 5.6 7-3 5·29 4.32 5·18 3·$6 4-37 .- 3.87 4·12 4·31 5·' 6·5 5.06 4-29 4·76 3·$6 4.16 
1910 3·90 4·21 4·56 5·3 6.4 5·04 4-36 4.83 3-53 4-18 
1911 3·95 4·29 4·67 5·6 6.1 5.06 4-50 4·88 3-49 4-18 
1912 4·n 4·75 s·u 5·5 5-9 5·06 4.61 5·01 347 4·24 
1913 4·30 5·31 6"5 5-7 6.0 IS." 543 541 3·43 4-45 

1 C. 'H. BurJe-. "Review of tho M~ Bond Marbt.IBo6-JOll:.H in JI....." n.. A-'. 
JIUIU&lY. 1014. pp. &o.k • 

• eM • £_., IhIorI. vol. i. p. us; 5S CMIUDOII; atocb~ 5 prdened stocb,..and" bacds 1IIed ill 
IDIIkiq up these avcrqea. 

a Computed. from atatiat.ka iD C ..... V_ BH.V and A--' ~ of the- S ....... • te-dent of 
lMuruce. eaveriDc: the amcnmta of in e euairIa ..... in Carwl& ad the iaterat aad dirideIwII 
from atoc:b. etc. . 

, Canada: PUIk A .... 10140 P. 75; buecl DD par ftIw of bcmdod debt. ad achaift. cl do---
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for the yield of Canadian government bonds on a par value basis 
equal weight with the seven other indices combined. 

Canada was obliged to pay interest, during the period under 
study, on foreign capital invested in Canada before 1<)00 as well 
as on the capital invested subsequent to 1<)00. Unless the loans 
matured and were converted to new loans on a different interest 
basis, the rates of interest payable on the investments made be
fore 1<)00 would be thoSe current at the time such investments 
were made. . 

Interest rates were relatively high before 1890 but were'at an 
unusually low level in the last decade of the nineteenth century. 
In 1898 the Canadian government placed a large-sized loan at a 
price to yield only slightly over 21 per cent. Foreign investments 
made in Canada prior to 1<)00 Consisted to a great extent of gov
ernment and municipal loans and low-yield railroad and public 
utility bonds. Some important share investments had failed to 
yield dividends. It is estimated that on investments of foreign 
capital in Canada made before 1<)00 the average yield was 3 per 
cent until 1<)07, and, to make allowance for later conversion of 
old loans at higher rates, 4 per cent after 1<)07, 

Sir Frederick Williams-Taylor, for many years the manager of 
the Bank of Montreal in London, in 1<)02 estimated at £205,405,-
100 the total investments of British capital in Canada. to date, 
through public fiotations of securities.' In 1<)00 and 1<)01 the 
total public issue in London of new Canadian securities amounted 
to £2,282,000," making the total public investment of British 
capital in Canada amount, at the end of 1899, to £203,123,100, 
or $g89,209.497. Adding $150,000,000 for United States in
vestments in Canada,· and $60,000,000 for British investments 
privately made and for investments in Canada of all other coun
tries, gives a total investment, of foreign capital in Canada at 
the beginning of 1<)00, of approximately $1,200,000,000. 

1 F. W~-Taylor, "("anadian Loom in LoDdon," UIJil«I Emtin, December, 
1912 • 

• ~ (London)) November 16, 1912, p. :r013 . 
• The estimate made by N. T. Bacon, c, American International :Indebtedness," 

YaU R ..... , N"""",ber,.goo. It conforms fairly well in its totalligure, althougb 
not in detsils, to estimates made by other writem for latu years, Se!! Chapte< VI, 
pp. 127 seq. 
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INvEsnmNTS OP FOREIGN CAPITAL IN CANADA, AND 

lNTEllEST PAYlIENTS BY CANADA 

Interest on $1,200,000,000 at 3 per cent gives $36,000,000 as 
the amount of interest paid by Canada in 1900 on investments of 
foreign J:apital in Ca.na.da. Table XXVI presented for each year 
the investments of Canadiari capital abroad and the Canadian 
net balances of· indebtedness, but with interest payments by 
Canada. .maccounted for. Subtraction from the interest pay
ments by Canada, in 1900, of the preliminary credit balance for 
1900, as shown in Table XXVI, gives as a result the amount of 
investment of foreign capital in Canada in that year. For each 
subsequent year there must be included, in the statement of the 
interest payments by Canada, interest on foreign capital invested 
in Canada from the beginning of 1900 to the end of the year pre
ceding, as well as interest on foreign capital invested in Canada 
Pefore 1900. The net investment of foreign capital in Canada in 
each year can be ascertained by adding as debits the total in
terest payments by Canada in the corresponding year, to the 
preliminary balances of indebtedness shown in Table XXVI. 

In Table XXVITI the procedure explained in the foregoing 
paragraph is used to ascertain the amounts of both. the annual 
payments of interest by Canada and the annual net 1 investments 
of foreign capital in Canada. In the calculation of the amount of 
interest payments, the index presented in Table XXVII is used 
for interest payments on capital invested subsequent to January 
I, 1900, and the estimate of 3 per cent until 1907 and 4 per cent 
after 1907 is used for inves'tments made prior to 1900. 

The total interest and {lividend payments to be made in or by 
Canada were estimated for 1912 by the Finafuial Post of Toronto, 
on the basis of the January payments through Canadian banks, 
of company reports and of the government loan statement, at 
$190,.313,704. Of this total, $7°,.313,704 were accounted for by 
interest and dividends on listed securities payable in Canada, 
leaving $I2o,ooo,ooo as the interest on foreign investments in 

1 1 .• 'J the excess of new investments over liquidation of old mwstmeD.ts. 
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Canada.1 In the present calcuia.tion the interest payments on 
foreign investments in Canada were estimated for :[912. as 
$II7,466,000, which is under the circumstances a very close 
agreement. 

It should be noted that foreign investments in Canada are the 
only item for which a direct estimate was not made, and that the 
estimate for the amount of such investments was obtained on the 
a priori assumption th&t imme<tiate obligations must approxi-. 
mately balance each other each year and that any debit surplus 
remaining after the Canadian investments of capital abroad,plus 

1 Reported in U. S. Comm.<e1lqorls. February t. 1912. 

TABLE xxvm 
CAPtTAL INvzsDlE1n'S Dr CANADA AND _ PAY>IEIr!S TaEuo>r 

r .. ~ of s.JIon 

__ "1>T
Canadaon 

VI VI[ 
Total 

1 capital invested m Canad. V -' A..,... 
invated ...... 

Total debit m 
Ca_ 

m Canada m ...... 
y- boI&nco mve&tedin -,- (Ta .... 

TromTable n From .... IV Canadam toY!'" XXVn) 
XXVI- - "I'"" Total giveoIW = "'-' .... ~ .. (1+ 

-::t=~ ~:iw 

1900 :I.j08 a6,coo .. ~. 36poo 33.69> .. .. . ... 
%9OI J:2~90 36poo 1,365 37.365 49.964 33.69' 4.05. 
'C)OI 8,'l'U 36poo 3,388 39,388 30 ,686 83,656 4.GS. 
I903 Il,1S' 36,000 4,741 40,741 52,499 lJ4,24t4 4-'5 - 69,173 36,000 6.957 41.957 U2,I,30 166,841 4-11 ,- 5'.367 36,000 :II,382 47,38. 98.749 278.971 ...,s 
,gail 47J397 36,- '5,675 51 ,075 99,07' 377,720 4-'5 
'9D7 -..w> 36,- 20,&$.5 s6,64$ .60,985 47/1,792 4.J3 
,\)08 '48.318 48poo 27,8,1: 75,871 224,189 637.777 4-37 - .og,s\)O 48poo 3$,858 83,858 '93MB 861,966 4-16 
1910 132 ,615 48poo 44.116 92,u6 224,131: 1,os5.4X4 .4-18 
lOll ·56,69' 48,000 53,510 101,5IO 358,202 1".145 4-18 
1912 311,536 . 48poo 69,466 117,466 435,ocn 1,638,347 4-24 
1913 :195,8511 48.000 89,·26 137,226 433,OIls 2P73.349 4-45 

Total J,546,2,M 576•000 3&4,,200 960,·00 2,s06A34 
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all the debit items, had been set off against all the credit items, 
must represent Canadian debit obligations whose settlement was 
deferred, that is, foreign investments of capital in Canada. By 
this method the estimate of the final balance when presented will 
bear an unearned air of exactitude. On the other hand, if direct 
evidence with regard to the amount of foreign capital in Canada 
approximately bears out the estimates reached here indirectly, it 
may be justly regarded as a satisfactory verification of the calcu
lations made in this chapter, including the estimates for all the 
other items. The comparison of the estimate reached here of the 
amount of foreign capital invested in Canada with the direct 
evidence dealing with these investments is postponed to the next 
chapter. . 

TABLE XXIX 

TBB BALAlfCE QP 5nvIcB ~ ,goo m 1913 

1 .. ~ Dj tIdlan 

Debits 

Year -- Ju_ Tourist In ...... ....... 1':" .......... b7 apendi~ ~~",. Canada Canada l¥.~~ (TabIoXVI) (T1&ble XlX)J ('I'obIeXXVIIl) 

19oo 9,210 5'1 s.m 36.-
'\)0' '.SSO 1'0 6,40S 31.365 
1\)0' 9.944 4.:285 1,S~7 39,388 
'\)03 IO.8J1. 3PT9 7.41.4 40,'4' 
1\lO4 11.380 J,rSIt 8,9JO 42.957 

. 1\)05 12JS84 4,68, 11_ 41.3Bit 
1906 14JSS'I 4,684 15.369 sI.67s 
'907 'S,s46 3,210 1S.823 s6.645 
1908 14,128 3,os' t8JI 30 7S,87' I_ 

'SA'S ";198 19,sBit 83.8$8 
1910 18,785 3,854 '5P3B 92,116 
1911 23,UJ 4.9" 28,618 101,510 

1912 118.s09 6.357 .u~OO5 117A66 
1913 28,653 6,4ao 37.110 131.:126 

Total •• 222.123 45.71>4 _.390 960,-

. 
Tot&l_ 

S0,618 -61.,1.44 
62,065 
60,115 
76.057 
86,>8s 
91,:124-

:s:n,x8J: 
12J,063 
139.793 
1.;8,176 
185.337 
209.4B9 

IA68.s77 
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ThE BALANCE OF SERVICE TRANsAcnONS 

Before proceeding to the tabulation of the final balance of 
Canadian indebtedness, there can be presented, now that the 
interest payments by Canada. have been estimated, the balance 
of service transactions (Table XXIX). 

ThE CANADIAN BALANCE OF INTERNATIONAL hiDEBTEDNESS, 

11}OO TO 19'3 

The Canadian balance of international indebtedness can now. 
be computed from the three pallial balances. In the calculation 
of international balances of indebtedness, usage is fairly eVenly· 
divided between, on the one hand, the practice of adding imports 
of services to imPorts of commodities, and, on the other hand, the 

TABLE XXIX 

TJm BALANCE 02' SERVICE TLuisAC'rIONS, 1900 TO 1913 

Ctedita -
V.." 

FttiIht 'Pay~ r ........ Tourist In_ Debit _to 
~entato apepditures ~" ... T_l bata.c.o 

Canada ..... . ~ ...... ada crtditB 
~Table (Table X){) (T. XXI) (Table XXV) 

VIn) 

1_ 3J630 669 7,054 4,000 15.353 3S,26S 
19"[ 4,on 924 7.990 3,886 I6~n 31,219· 
19'" 4.333 1,162 1I,Q48 5,034 21)517 39.567 
19"3 4.549 1.463 10,526 5,164 21,702 40.363 
1_ 3.931 1,641 1:2,784- 4.495 22,857 37.258 
19"5 4.457 1,953 13,344 5,341" -5,095 50,g62 
1906 5,062 2,023 16,796 5.973 29,854 56,431 
19"7 S,08x :f,J.I3 16,194 5.41- -9,060 62,164-
19oi1 5,303 2.497 19J202 4.599 31,601 79.580 
1909 5,174 2,789 19,553· 8s298 36.414 86.649 
1910 5,goS 2,g80 24.74! _ 9,642 43,214 96,519 
IOU 5,931 3,261 26,216 - 8.606 44,014 114,162 

1912 ',259 3.646 29.403 8,744- 49,05- 136,285 
1913 9,210 3.997 30.457 8,737 52,401 157,088 

Total .. 74.439 31,324 245rlII 87,991 439,065 I,029,sn 
.. 
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practice of subtracting, as an offsetting factor, the imports of 
services from the exports of commodities. If the ascertainment 
of the balance of indebtedness is the only object sought, both 
usages bring identical resn1ts, and the divergence is to be regarded 
merely as a difference in bookkeeping methods. But logically 
the addition of imports of services to imports of commodities ap
pears to have greater claim to validity. If what is sought is the 
toW volume of international trade, including the trade in both 
commodities and services, the only valid method is to toW all 
imports, whether of commodities or of services, on the one side, 
and all exports, whether of commodities or of services, on the 
other. 

Non-commercial transactions cannot, however, be logically 
handled in the same manner. They are unilateral in character 
and, in so far as the total volume of international trade is con
cerned, they exhaust theii effect in bringing about an import or 
export of commodities or services already accounted for in the 
commodity and service balances of trade. To add the non-com
mercial debits to the other debits, and the non-commercial-credits 
to the other credits, is to exaggerate the volume of international 
transactions. To subtract non-commercial debits from commer
cial credits, and non-commercial credits from commercial debits, 
on the other hand, is to underestimate the volume of international 
transactions. In order to make the statement of the balance of in
ternational indebtedness represent also as closely as is practicable 
the toW volume of international transactions, the method used 
will be to add to total commodity and service debits the debit bal
ances of non-commercial transactions. and to add to commodity 
and servicl! credits the credit balances of non-commercial transac
tions. As these balances were small, the total debits and the total 
credits will not appreciably exaggerate nor underestimate the 
actual volume of international transactions. 

Tables XXX and XXXI, which follow below, summarize in 
tabular form the material presented so far in Part I of this study. 
Table XXX presents the Canadian balance of international in
debtedness for the period of this study. Table XXXI shows that 
this balance was the result of a corresponding excess of Canadian 

. borrowings from abroad over Canadian loans abroad. 
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TABLE xxx: 
THE CANADlAN BALANCE: OF INTERNATIONAL INmm'fED~ 1900 '1'0 '19:13 

In ~., dollMs 

Debits 

V .... Commodity Debit service Non-commtrci&l 
Im~ transa<:tions debit bala.ncts Total debit4 

CTa llI) (Table XXIX) (Table X) 

19oo 1"89,276 50 ,618 .... 239,894 
1901 l:92,64,6 54,030 .... 246.676 
1902 2%2,830 61,144 .... 27.3,914 
1903 265,282 62,065 .... 3 21,347 
1904 256,8'7 6o,u5 ... . . 31"6,942 

1905 269,237 76,057 .... 345,294 
11)06 329.560 86,285 .... 415.845 
1907 392 .539 91,224- .... 483.763 
19a5 312,575 111,181 1,632 4,31:,388 
1\lOIl 361,86. 1 33,063 4 484.929 
1910 450.371 139,793 375 590.539 
1911 S34J I 68 158,176 8,033 _.377 
1912 6SI,232 185,337 23,391 859.960 
1913 694,205 2"9.489 34.43' . 938,125 

Total •.•• 5.112,610 1,4680577 13.866 6,655,053 -
CreW .. 

v .... Commodity Credit 1ervU:e N......",.,... Debit baluta 

lT~lhJ trana&ctiona cialcredit Tota1_ of iDdebtednaa 
(TableXXlX) halan<oa 

(T ..... X) 

1_ 184.940 15.353 3.049 203,342 36,552 
1901 :aos,l60 r6,8n 3.431 225,411 2%,265 

190' 21S,goo 21,571 9,077 246.554 271420 
19<>3 :120,799 2%,102 9,624 258.125 6g,222 

1904 198,059 .2,857 5.046 225,962 90.980 
1905 229,0g8 '5.095 8,137 20.2,330 82,904 
11)06 '67,131 29,854 6.668 304,259 11I,s86 
1907 271..1:36 29,060 . 568 300,954- %82,800 
19a5 268,057 31,601. .... 299.658 131J7JO 
1\lOIl 088,669 J6.4I4 - .-.-" 3 25,083 159,B46 
191:0 296.648 43,274 ,- .. 339,922 250 ,611 
19I1 301 ,611 44,014 .. .. 345,6'5 354>75" 
1912 315,724 49,052 , ... 424,176 435,184 
1913 411,.401 S2A-Ol .... 523.80a 414.3'3 

Total .• 3,801,133 439,065 4S,~ 4,085,803 2>369,:150 
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COMPARISON OJ!' PlIESENT CA.I.cuuTION WITH COATS'S 

CALCULATION 

Table XXXII presents a comparison of the results of the 
present calculation for the entire period 1900 to 1913 with Coats's 
calculation for approximately the same period. In general the 
calculations are nonn close agreement either as to total results 
or as to the constituent items. The divergencies are due in part 
to the varying periods covered by the data used by Coats,' and 
to his use of the uncorrected statistics of imports and exports. 
In the main, however, they are due to the use, in the two calcula
tions, of different statistical data and o! di1f.erent methods of 

, His study in some 01 its details ........ the y-. 1900""1913; in other., 1900"" 
1914; in a few instances the period covered is less than ~ years. 

TABLE XXXI 

THE BALANCE OW' lNmtNATIQlrfA£ lImEB1:EDlrfESS Alm CAPITAL INYBSTIIEHTS, 

1900 m 1913 

In fIItJwMJds uj dollon 

I n m 
Foreign mvatmeDts Canadian itm:st- The Canadian debit y..., 
of ca~ in Canada 

...... ., t.lamz of mtsDa-
(Ta XXVlll) =- tional indebtedDea8 

XXV). (l-ll) 

1900 ... ,_ ....... 0 •••••• 33,6g2 2,860 36,55' 
190:1······,············ 49.964 :18,699 21)265 
1902-,··············· .. 30,686 3,266 27,420 

1903····· .•............ 5',- z6,7:lJ 69,222 

1904··········· ........ 112,130 31,ISO 90.980 
1905····· .. ·· .. •·· ..... 98,149 15,785 8i,. 
1906·· .... ··· .......... 99,07' ZZ,514 In,s86 
1907 ...... · ........ .... 160,985 ~Z~4 182,809 
1908 ...... ·· ...... · .... U4,lSg 9 2,4S9 131 J130 
1:909···· .............. , 1930448 33,- 159.&16 
1.910 ......... , ........ . 224t131 6$,886 _so.617 
1911 ••.•.••••.•.•..•. , •• 3SS.aos 3,4S0 354,752 
'1912 . .................. 435,002 zlz 435,184 
1913 .................. . 435,085 18,76. 414.3'3 

Total ................ 2,S06A34 1.17,184 2,369/250 
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estimating where statistical data were lacking. Coats does not 
make estimates for the individual years, and as, for our purpose, 
the ligures for individual years are of much more importance than 
those for the total period, it would have been impossible in any 
case to rely wholly on the analysis made by Coats of the Cana
dian balance of indebtedness. In the next chapter, verification 
of the present calculation is sought by comparing the estimate 
reached here for foreign inV'Cl\ltments in Canada. with the· a.va.il
able da.ta bearing directly on the amounts of such investments. 

TABLE xxxn 
CoJIPAlUSOlf Ott PRESENT CAI.COLA.TION CW CANADIAN BALAHe& OJ': 

Iln:uH&T1ONAL 1NnEB'J:EDNESS wrra CoA'lSts CALcm.ATION 

PO&. 2'BB ENTIRE PERroD, 1900 TO 7913 

1" _1lfIIk of .. 1Ion 

PreseDt c:akWatio Coats'. ealculatioa L 

1hbiIo 
Commodity Imports ............... 5,112,610 5,3$9,700 
Service T.......:tions •.•.....•..... .,468,517 I.81SJQOO 

Non-Commercial Debit Balances .... 73,866 ........ 
Total Debits ..................... 6,655,0 53 7,1741700 

Cm/i,. 
Commodity ~rts •••.. " ••..•.•. 3,801.-138 4,oSZt400 
Service T.......:tions .............. 439,065 160,000 
Non-Commercia1. Cxedit Balances .. 45,600 305tooo 

Total Cxedits •...•...••.. '" ...... 4,.85,803 4,496,400 

Debit Balance of Indebtedness ....• 2,369,250 2.678,300 

6,6S5,os3 _ 7,1:74,100 

Foreign Capital Invested in Canada .. "s06A34 1,713.300 
Canadian Capital Invested Abroad .. .' 137,1:84- ·35tooo 

Debit Balance of Indebtedness .....•. tt369,ISO .,678,300 



CHAPTER VI 

INVESTMENTS OF FOREIGN CAPITAL IN CANADA 
A VERIFICATION OF ESTIMATES MADE 

IN CHAPTER V 

TlIE NATURE OF THE PROBLEM 

IN the preceding chapter the amount of foreign capital invested 
in Canada during the period I900 to I913 inclusive was estimated 
at $2,506,4.34,000. The estimate was reached indiIectly, on the 
assumption that there must be each yea! an equal balance 
between immediate debit and credit obligations, and that, if all 
items aHecting the international balance of indebtedness except 
foreign investments in Canada are accounted for, any apparent 
debit excess shown must be explained as due to and measuring the 
amount of such investments. It should not be necessary here 
to offer a justification of the fundamental pIinciples upon which 
this assumption is based. But this is a roundabout way of reach
ing the amount of foreign investments in Canada, and,moreover, 
it is the only estimate presented in the preceding chapter which 
is not based on an examination of the available statistical data 
bealing directly upon the point under consideration. In this 
chapter an attempt is made to verify this estimate by an exami
nation of the diIect statistical evidence bearing upon the amount 
of foreign capital invested in Canada. 

There is available a considerable quantity of data bearing on 
the investment of foreign capital in Canada during the period 
under study. Unfortunately, much of it is of questionable ac
curacy anI! all of it together fails to cover the entire field. More
over, statistics of international investments have certain char
acte~tics which invariably render it difficult, if not impossible, 
to obtain complete and accurate measurements of the amount of 
such investments. In the last resort, after special classes of in
vestments have been more or less accurately compiled on the 
basis of fairly complete and accurate data, use must be made of 
conjectural material for those classes of investments for which 
equally satisfactory data cannot be secured. 

,08 
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BRITISH INvEsTMENTS IN CANADA 

BNmhP~&I~~mC~ 

The term "public" is commonly applied to capital investments 
made through the issue of securities for public sale after adver
tisement in financial journals. For such part of the foreign in
vestments in Canada as took this initial form there are available 
a number of compilations claiming completeness. But even 
within this restricted field, statistical compilations must be used 
with caution. Public issues of securities almost invariably are· 
made through brokers or agents in the buying market. Compila
tions of such issues may be based on the nominal or par values, 
or on the actual issue prices of the securities, and for common 
shares the results obtained will'vary appreciably as one or the 
other method is used. To asce.rtain the actual investment of 
capital in Canada, compilation on the basis of the issue price is 
prelerable for both fixed..income securities and common stocks, 
To ascertain the actual indebtedness of Canada to other coun
tries, compilations on the basis of the par value are certainly 
prelerable for bonds and debenture stocks; for share securities, 
which involve no contractual obligations to repay a specified 
principal at some future date, it appears to be a debatable ques
tion which method of compilition is prelerable. For our pm;ent 
pmpose, which is to ascertain the actual movement of capital 
into Canada, compilations only on the basis of the issue price are 
admissable, and the estimate reached in the previous chapter, 
if it be accurate, is a measure on this basis of the amount of 
foreign capital invested in Canada from xgoo to 1913. But even 
from the compilation based on the issue price, there should be 
deducted vendors' or promoters' shares. 

Where an issue is simultaneously floated in more than one 
foreign money market, the total issue may be recorded in the 
compilations of two or more of these markets. Or a foreign 
market may be credited with taking all of an issue, although part 
of it was subscribed for in the domestic market. The writer has 
found several instances where a Canadian security issue partly 
subscribed for in Canada has been credited to London for its total 
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amount, with a consequent overestimate of the amount of Cana
dian borrowings. Moreover, a part of an issue Boated in one 
market may eventually find its way to !Illother market through 
private purchase on the stock. exchange, and may enter into the 
estimates both for the public investments in Canada of one coun
try and the private investments of another. 

Canadian issues, if Boated in foreign markets, are usually, 
although not invariably, made payable both as to principal and 
interest in the currency of the lending country. Theoretically, 
conversion to Canadian currency should be made at the current 
rate of exchange, but as, under the normal conditions ruling on 
the foreign markets during the period \Ill.der study, the current 
quotations never varied substantially from the mint pars of 
exchange, the latter are a satisfactory basis for conversion. In 
this particular instance the awkwardness, for purposes of easy 
calculation, of the mint par of exchange between the £ sterling 
and the Canadjan dollar-$4.866S to the £l-has led to fre
quent use, for ease in conversion, of $S Canadian as the equiv
alent of £1 sterling, with a consequent overestimate from this 
factor alone of almost 3 per cent of the amount of British capital 
invested in Canada. 

A further source of possible error lies in the confusion between 
the amount authorized and the amount actually issued. Occa
sionally, also, when an issue is greatly undersubscribed, the \Ill.
subscribed part of the issue is withdrawn to be replaced later by a 
new issue on more favorable terms to the investor. Care must be 
taken in such instances to avoid double inclusion of the amount 
reissued. 

Finally, what is sought here is the amount of net investment of 
foreign capital in Canada, or the eJ:cess of new investments over 
liquidation of old investments. The period under study, how
ever, ,was marked by a constantly growing capital indebtedneSs 
of Canada to foreign countries, and there was little or no liquida
tion of old debts upon maturity, eJ:Cept through conversion into 
a new security issue or from proceeds of a new .issue.' 'Some of 

1 The lepl par of ezchange is $4.861, but the ou:tua1 mint par is .. stated in the 
tHt. 

I In the CQU1!e of a camuI _illation of • ...,..t IIWS of data bearing on the 
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the compilations exclude conversion loans and new issues made to . 
liquidate maturing obligations. The possibility of serious error 
from this source can, therefore, be guarded against. 

A .... ual Cumpilalions 

Table xxxm on page H2 presents for purposes of compari
son four annual compilations, two English and two Canadian, of 
the amounts of Canadian securities publicly issued in London,' 
One of the compilations covers bond issues only. 

These statistics, it should be made clear, are not estimates in. 
the ordinary sense of the term, but are actual compilations made 
each year from the notices of issue. The substantial disagree-· 
ments between the four compilations, in the field of foreign in
vestments where the obstacles to accurate measUrement are 
least formidable, indicate the difficulties which face any attempt 
to secure reliable statistics of the amount of international capital 
investments. Some of the discrepancies in the figures for individ
ual years can be e:xpla.ined as due to the use of different bases for 
allocation of issues to particular years. Choice lies between the 
dates of announcement of issue, of payment of the first instal
ment, and of final payment, and anywhere fiom three to fifteen 
months commonly elapses between the first and the last dates .. 
Most of the discrepancy must be e:xpla.ined, however, as due 
either to incompleteness of compilation or to one or more of the 
possible sources of error discussed above. 

Wood's compilation, it is important to note, covers only bond 
issues." It is sufficient comment on the need for caution in using 
statistics of international investments that for the seven years, 
1907 to 1913, which are covered by all four of the original com
pilations presented in Table xxxm, Wood's total for bond 
issues alone, $1,187,161,000, is in ~cess of the Economist's and 

details of foreign invostments in Canada, the writer has DOt found a single ;D.tance, 
during the period under study, of the liquidstlon upon maturity of a Canadian issue 
other then by conversion into a new security m: by .... of the oaah proceeds of a 
DCW_ue~ 

1 Shareo sold only to sharehoId ... , if publicity is given to such issues, are in
cluded in the _ English compilations. 

• Including oo-caIIed "debenture otocks." 



lIZ CANADA'S BALANCE OF TRADE 

of Field's totals for both stocks and bonds, $1,105,262,000 and 
$1,I52,239,000, respectively, and is only slightly less than the 
Statist's total, $1,217,927,000, for both stocks and bonds. 
Although, in the public issues of Canadian securitieS in London; 
bonds predominate, the close agreement of the three totals for 
bonds and stocks with Wood's total for bonds alone cannot be 
explained as due to smallness of the stock issues, since these 
amounted during this period to at least $300,000,000. 

1 Canadian public issues in Gre&t Britain outside of London, aU authorities 
agree, are negligible, if not actually zero. 

TABLE XXXIII 

PuBLIC issUES OJ' CANADIAN ~ Dr GUAT BmTADl.1:9OO 19 19lJ 

1 .. /lrou.san4.r tI/ dDII<rn 

Com_of 
Yeor 

Londcm~l Loadoll SloIi# I F. W.Fie1d' E.lL Wood' 

.goo 3,068 ... ... ..... . ...... 
xgax 8,<>45 .. .... , ..... ...... 
xga' 4J641 · ..... ...... ..... , 
Iga3 31,6S2 · , .... ..... . ...... 
x_ 21.934 · , ... ' ..... . ...... 
X90S 51.456 ..... , 65,8g· 8$,621 
1906 42,656 ...... 31,302 .6,s64 

'907 ~SJ256 37,ozo 54,56. 63.095 
IgoB 133,944 X5·.478 142.957 26S.45S 
x909 124.687 x83.538 182,195 176,107 
1910 176.990 160,903 187,270 183,170 
IgU 200,717 x79.·84 x_6 171,769 
1912 2aS,808 182,140 x6o,499 166,48x 
1913 214,860 312.664 .30,660 055.084 

Total .. 1,258,714 1,217,927 1,249,433 l,299,$46 

1 ~ (I..oadoM. J •• ~ Z9Il. and Jaae ISo XO.... Ccagert«I from £ ata'liDI atS4.8J - £I. 
Il SItIIUI (LcmdoD). Supplement, Febnwy 14t Ioq. CoIwsted from I. aterIiIt.i at k.87 - £I . 
• C4tiJ.al I..."..,. i. C....,. (ltt4 ed.)~ AppmcHx. Pp. ~ Ccmwrted &om £ dediDc 

at " . .,. _ .£:r. 
of For :r;08to!O!3.fromE.R. Waod.A.,...,RaUrn., ........... ;.c--... For!9O$to 

!fOf. fI'Om • ..,." Tt.a A ..... ~ l1UlUIY • .1010. P. 50. bued GIl campiIatiImt by Wood. FisureI 
for *5 to tg08 may iDclude ama1l amount. of Brililk ftb&u:q . D' to -.. of Cuaadiaa c:ortIpaIIieI 
oper&tiq abro&d. For tho laW ~ these haft breeD deducted hem the totak as .. by Wood. 
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The Statist and the E«nwmise compilations, in so far as in
formation regaroing the methods used in constructing .them is 
given, have essentially the same basis. They both tabulate the 
issues at their issue price; they both exclude conversion issues 
and vendors' or promoters' shares; they both make deductions 
from nc:w issues for proceeds nsed to meet maturities of old obli
gations, where information is given. The marked discrepancy 
between the two compilations for I9I3, amounting to $107,804,-
000, is partly accounted for by the inclusion of a large issue of 
Canadian Pacific Railway common$afe,s in .I9I2, the &nnQunce
ment year, by the E«nwmisl, and in 1913, the SUbscription year, 
by the Statist. This sti11leaves important discrepancies between 
the two compilations, with an excess, amounting to $112,665,000 
for the common period 1907-1913, for the Statist over the &Mw
mist compilation, apparently to be explained only by incomplete 
compilation on the part of the E«nwmisl. 

The Wood compilation for bond issues is constructed in terms 
of Canadian currency, generally - although apparently not uni
formly-on the basis of an arbitrary conversion value from English 
currency to Canadian of $5 to the £ sterling, and of par instead 
of issue prices, but with more care than any oithe other compila
tions, where issues were made in more than one market, in dis
tributing the issues among the markets in aCj:Ordance with the 
SUbscription thereto in each market. There probably results 
from the first two factors an overestimate greater than the down
ward correction made by the third but not suflicient, nevertheleSs, 
to explain the size of the total reached, if the English compilations 
based on both bond and stock issues are substantially accurate. 
Wood's compilation, however, un1ike the English ones, makes no 
reduction for conversion issues and for new issues used to redeem 
maturing obligations. These amount to substantial figures, 
suflicient, it appears from an examination of the .available data, 
substantially to explain the remaining discrepancies between 
Wood's compilation and those of the Statist and the &tmOmist. 

The Slalm total for the years 1907-1913 exceeds Field's total 
for the same period by $65,688,000. Field uses par values in c0m

piling his total. For share securities the difference between par 
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and issue prices is often vezy great; and in most cases where 
Canadian shares were not issued at par they were issued at less 
than par,-in some cases at as low rates as 25 and 50 percent of 
par ,-so that errors in one direction are not substantially offset by 
errors in the other direction.' This, of course, operates to exag
gerate the amount of foreign capital invested in Canada. More
over, Field makes no reduction for conversion issues and re
demptions of maturities from the proceeds of new issues. That 
the Stalin cQmpilation should nevertheless present higher totals 
than the Field compilation suggests, therefore, that there are 
important omissions from FreId's lists of issues. The British 
subscriptions to Canadian Pacific issues of Qrdinary shares to 
shareholders amounted during this period to only $1I6,ooo,ooo 
at the par values and to at least $153,000,000 at the actual 
issue prices.' Field 'included some of these issues in his compila
tion and excluded others, but upon what principle he does not 
indicate. But there are other important omissions from Field's 
compilation, particularly of bond issues, which can be explained 
only as due to oversight or to incomplete facilities for gathering 
information regarding such issues. 

For the four years 190'} to 1913 both Wood and Field presented, 
, in connection with their compilations, the complete data from 
which these were compiled, including in most instances both the 
par and the issue prices, but not including for Wood's compilations 
the details of municipal~. From the material thus made 
available and from materials obtained from other sources such as 
the official annual reports on Canada's funded debt' and the 
files of. Canadilin and English finandaJ journals, extensive
altho_ugh not complete - information bearing on the amount of 

1 The couspicuous and important iDstance of the issue of Canadian share securj. 

ties at higher than pal' is in the case of the CanadiaD Pacific Rail .... y ....... of 
ordinary &hares to shareholders ooIy at premiums of '5 to 7S per cent. M08I of 
these isau .. are not included. ho_. in the Field compilation. (See tat.) 
Canadian bank: shares are commooly issued at a premium, but, with minor eJ:

ceptiona,. they are Ooated In the Canadian market. 
• F. W. Field, C.pilall_ ... C ......... '9'4 eeL. pp, .. and 125. 
I Canada: PubIi<: A_"", 
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issues ftoated for conversion purposes or to redeem maturities 
was obtained. . From this material the issues of ('.anadian securities 
in the British market were recompiled, as far as possible on the 
basis of: i<;sue prices, the exclusion of conversion and redemption 
loans, the inclusion of 60 per cent of the Canadian Pacific issues to 
shareholders,' the conversion of sterling to dollars at the rate of 
$4.87 to £r sterling, and the allocation to Great Britain, wherever 
information as to issues distributed in several markets was avail
able, of only such portions of the issues as were subscribed for 
in Great Britain. Both the details and the final results spowed 
that Field's compilation was carelessly made and that, apart· 
from arithmetical and other errors,there were serious omissions 
and mistaken attributiODl! to Great Britain of all or part of issues 
largely subscribed for elsewhere. - Wood's compilation of bond 
issues, however, apart from the points made above, withstood the 
detalled examination without disclosing any important errors or 
omissions. The results obtained from this compilation, as com
pared with the other compilations for the corresponding years, 
are given in Table XXXIV. . 

The present compilation, it wilI be noted, is in closest agree-

1 This is the proportion in which Cauadian Pacific Railway common 'stock was 
held in Gteat Britain in 1913. (F. W. Field, c.tfls/ 1_ ito Camda, 191~ 
ed •• P. us.) 

TABLE XXXIV 

Pum.tc issUES O~ CANADIAN S&cmuTms IN GltEA.'l' BltlTADf, 1910 TO :lgzJ 

bo _ds of dolI_ 

Compilati<ma of 

Year -London LondooS_ P. W. Field E.R.Woad --s......w 

1910 176_ 160.903 1"81',270 1:83,110 171.906 
1911 200,717 179,184 194,096 171.769 .18,095 
1912 .. 8,808 182,140 160_ 1660'181 181,140 
'913 2L4,860 322,664 230.660 255,084 324,2'35 

Total •. 801.375 ~.B91 172 05'5 782,5"4 901.396 
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ment with that of the Statist, and in fact is in almost exact agree
ment for the last two years of the period. The discrepancies 
between these two compilations for 1910 and 19II are to be 
explained either by more complete deduction by the Statist for 
conversion and redemption issues, or by fuller compilation by the 
writer, or by both factors. It is the belief of the writer that the 
second factor is the more important source of disagreement, and 
that a detailed comparison of the Statist and the present com
pilations, if it were possible, would reveal some omissions even 
from the present compilation. Where totals are reached by 
enumeration from data appearing in scattered sources and irregu
larly, and no improper inclusions are made, some degree of un
derestimate must almost inevitably resUlt. -On these grounds 
it is believed that the figures presented in the present compilation 
are the nearest to accuracy.l 

For the years 1900 to 1904 the Economist figures are the only 
ones available; for 1905 and .gOO the Economist figures are pref
~ble to those of Field, and Wood for the reasons given above; 
for the years '907 to 1909 the Statist figures are chosen for similar 

I AmluaI compilatiollS of British investments abroad I!IIIde by the I.tmtLm T;"'" 
and the I.tmtLm F,III1IIdoI Timor were not a",i1able for comparison. The I.tmtLm 
DDil1 Telegraph of December II, 1913, gave the amount of Camdian public bor
rowings in London in 19U and in 1913 up to the date of publication, without 
deductiollS of c:onvetsion issues, as '_915,000 and $310,041_ lOSpOCtiveIy. 
which is in fair agreement with the present ca1cuIation. (C.....u. .. A_ Re
view, 1913, P. 21.) No other compilations are known to the writer. 

TABLE XXXV 

Bmnsa Ptmuc 1NvBsn.mNTs:1JK CANADIAN SEctmrzmsJ 1900 '1'0 1913 

Is ~tul.r of tkIIar, 

Year 
1900 1, •••••••..•••.... 1..7 3,068 
1901 1 ••...•....... , •... 8,045 
1902 1. • • . . . • . . . . . . . . . . 4J641 
1903 1 • •••••••••••••• " 21,652 
1.904 1 , •••.••••••••.•.• '1,934 
1905 '. .. .. .. . • .. . • . ... 51,4sO 
:1906 ", • • • • • . . • • • • • • . •• 42}6s6 
100'·, ... , ............ 37.020 

.-... .-. 

You 
,gaS'. . . . . . . . . . . . . . 152,478 
1909' ... : . . . . . . . . . . 183.538 
1910.. . . . . • • • . . .• . . .177,926 
1911 ' •.•..••.. , .. , . 218,09S 
191:1', ••••••••• ,... 181,140 
.1913' •....•.... , • . • 314,2J5 

Total •.............. 1.433.884 
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reasons; and for the years 1910 to 1913 the results of the preSent 
compllation are used. The figures chosen as representing the 
amount of British capital publicly invested in Canada during the 
pericd under investigation are given in Table XXXV. 

Total British Holdings of CatJOJiian SecfWifies 

The calculations made so far with respect to the amount of 
British public investments in Canada were based altogether on 
compllations of the annual jlotlII of capital to Canada. There is 
available another body of data dealing not with the amo)lllt of 
British capital publicly invested in Canada yearby year; but 
with the total ammmts of British holdings of Canadian securitieS 
at different periods. Such estimates can be'reached by two dif~ 
ferent methods: (a) the compilation, from available sources, of 
the total issues in Great Britain of Canadian securities up to the 
date of compilation, less the amount of redemptions, maturities, 
repudiations, and bankruptcies; (6) the compilation of the Cana
dian securities listed on the day of compilation on' the British 
stock. eorchanges. The first method is much more likely to' yield 
results comparable to those obtained by compilations of the 
annual public issues in Great Britain of Canadian seCurities. The 
estimates based on the second method may include British invest
ments in Canadian securities which were never issued publicly 
in Great Britain; may not make proper allowance for parts of 
issues held in other countries; and may not include British hold~ 
ings of Canadian securities which were publicly issued on the 
British market, but are nevertheless not listed on any British 
stock. exchange. If allowance is made for these possible causes of 
inconsistency with statistics of public issues such as those ex
anrined above, estimates of British holdings of Canadian securi~ 
ties at different dates make possible the testing of the figures 
given above for the public inveStments of British capital in 
Canada during the periods between these dates. 

What appears to be for our purposes the most satisfactory 
estimate of British holdings of Canadian securities is that made 
for the end of 11)02 and for the latter part of 1912 by Mr. (later 
Sir) Frederick Williams-Taylor, Manager throughout this period 
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of the Bank of Montreal branch in London.' His estimates are 
based on a compilation of issues, less redemptions and conver
sions, and cover only borrowings through the medium of public 
issues, but areinclusive of Canadian Pacific Railwayissues of com
mon stock to shareholders only. Whether par or issue prices are 
\!sed is not indicated. His totals are £205,405,100 for th'e end of 
1902 and l4Io,449,ooo for late in 1912, indicating a total net 
public investment in Canada of £2°5;043,900, or $998,563,793, 
between the two dates. This compares with the estimate made 
above for the years 1903 to 1912 inclu,sive,of $1,093,895,000. 
Even closer agreement would be shown if to Williams-Taylor's 
total for 19I2 be added the issues made between the date on which 
it was compiled and December 31, 19I2:· MoreoVer, there are 
undoubtedly some omissions, especially of minor issues, from 
Williams-Taylor's compilation.· His compilation may be taken, 
therefore, as a substantial verification of the present estimate. 

Edgar Crammond 4 has made similar estimates for 1906 and 
.I910,based, however, on compilations from the lists of active 
securities of all British stock exchanges and from additional data 
given in the (London) Stock Exchange Official Intelligence.' His 
figures for total British holdings of listed Canadian securities 
as of December 31, 1906, and 1910" are £251,900,000 and 
£365,000,000, respectively, indicating a total net investment in 

2. In a paper on "Canadian Loans in London," read before the R.oyal Cokmial 
Institute (London), on Nowmber 14, Igu, and published in Umt«J Empin, the 
]oumaI of the Institute, for December, Igu. Sir WiIIiams-TayloTa fitness fo< this 
task may be indicated by the fact thet .- SO per <eDt of the British public in
vestmenls in Cansds are dfected tlueugh the London bmnch of the Blink of 
Montreal , " . 

I Williams-Taylor made his .. tiinate public on November 14. 'g12. Duriog 
November &nd December, 19u~there were public issues of Canadian securities 
in Great. Britain amounting to at least $z5,QOO,OOO. (Cf. Field, ~ 1,.."",,,,,, 
in C"""",", '9'4 eeL. p. 211.) 

• I ha"" been able to identify two _iasions of security ioauea by amaIllll1lJlio. 
ipaliti<!s and three omissions of security iaauea by amaIl ranwayo. One of these 
omitted ranway ioau .. was made early in October, 1912, which may mean that the 
compilation under CODSiderstion did not cover the ioau .. of this month, which 
amounted to at least $25,000,000 (_.J. 

, Duriog this period, Secretaly of the Liverpool Stock Etthange. 
I ffBritish Investments Abroad," ~ Ren-J July, 1907, and July, 1911 • 

• n.1keMmi4l published for the same dste,D ...... ber 31, '910, aD eatimateof 
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Canadian securities during the four-year period, 1907 to 1910, of 
£Il3,lOO,000, or $55°,797,000. The figure for the same period 
reached by the present estimate is almost identical,. namely, 
$55°,962,000. The data. covered by the two estimates are prob
ably not precisely identical, especially because there are prob
ably included, in Crammond's totais, portions of listed issues held 
elsewhere than in Great Britain and so accounted for in the pres
int estimate, but his omissions of publicly issued Canadian securi
ties not listed on any of the British exchanges may well offset the 
error arising from this source. The close agreement hetween 
Crammond's and the present estimate may, therefore, be regarded· 
as further verification of the calculations made above. 

Sir George Paish, one of the editors of the London Statist, esti- . 
'mated at £373,541,000 the total amount of British capital pub
licly invested in Canada a.t the end of 1910. He based his esti
mate for government issues on a capitalization of the income 
received by British holders of Canadian federal and provincial 
government loans as reported to' the British income tax authori
ties, and for corporation issues, on an examination of the individ
ual company reports.' Early in 1914 he estimated the total 
British public capital investments in Canada as of December, 
1913, at £514,870,000.1 This last-cited figure corresponds closely. 
however, to his estimate for 1910 plus the Statisl annual :figures 
of Canadian public issues in London for the three subsequent 
years,' and is probably not. independent of the annual compila.
£365.368,800 for the aJIlllunt of British capital in Canada, compiled from the 
0fJid0l Li.sI of the London Stock Exchange and, for mining slDCks, from figures 
given in MtJiIJiufJfJ'. Mimng H41Idbook. The London Stock E:rrbanv. Qffi<i<Jl Li.sI 
it was explained, contained DO defuDct or redeemed issues, and included "practi
cally every important colonial issue which had been offered in London" (Eamt>
..m, June or, Igu). Although the method of compilation used by the EctmomW 
appears toha"" wried somewhat from that used byCrammond, it bmught identical 
results. 

1 J_ '" RoyoI SIaIisIi<aI So<idy, September, 19o9, pp. 46s-4l!o; Jannary, 
1911, pp. 167'-187. . 

• SIIIIisI, Supplement, February "" 1914-
o AucordiDg to the Sllllisl series, the capital publicly issued in London for Canada 

from 19" to 1913 inclusive amounted to £'4OMIl.441. A<oording to Paish's esti
mates of the total amounts of British capital publicly invested in Canada, the nel 
increase during these three yean in such investments amounted to £'41.329,000. 
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tion. As the Statist series has already been considered, no further 
confirmation can be derived from. this estimate. 

British Private I nvestmmts in Camula 

It is much more difficult to secure satisfactory estimates of 
private than of public investments in Canada. Private invest
ments take a great number of forms; in most cases they receive 
little publicity; and no comprehensive and systematic efforts 
have ever been made to compile annual totals for such invest
ments from actual information. Resort must necessarily be had, 
therefore, to estimates of a very rough sort, based upon whatever 
information is available. The most comprehensive estimate for 
Canada is that of F. W. Field, formerly"editOr of the Monetary 
Times of Canada. But the material upon which he bases his 
estimates contains duplications; part of it covers only the period 
from 1905 to 1913; important classes of private investment are 
omitted; and some of the guesses made in the absence of better 
.statistical facilities appear of questionable worth. Field's esti
mates must therefore be used with great caution. 

Private Sales ta Great Britain of Canadian SIXurities 

In addition to the public issues of Canadian securities in Great 
Britain, substantial amounts of Canadian securities are privately 
sold in Great Britain. These private sales may in a rough way 
be divided into' two classes: tirst, sales by issuing govelnments 
or corporations, of entire issues or large blocks of new issues at 
the time of issue, direct to investment companies or to syndicates 
of private investors; and, .second, the transfer of small lots of 
Canadian securities frOllllliCanadian to British ownership in the 
ordinary course of security broker or stock exchange transactions. 

For sales of securities of the tirst class, the following quotation 
is of interest: 1 

III addition to Canada's public borrowings in London, many blocks of 
Canadian securities are sold there privately. That is, they are not taken 
by public subscription, but are puIchased by financial houses for distribu
tion to their clients or by investors direct. In some cases public issues are 
subsequently made. 

1 M_y Timu A"""':' January, '9'40 p. 85. 



BALANCE OF INTERNATIONAL INDEBTEDNESS 121 

Search through the files of the Monetary Times from 1910 to 
1913 produced data accounting for $6,563,000 of such sales in 
1910, $3,500,000 in 1912, and $8,692,000 in 1913, a total for the 
four years, of $18,755,000. This is unquestionably an incomplete 
compilation for these years, and leaves similar sales in the earlier 
years altogether unaccounted for, but there is no source providing 
more complete information. Field has estimated the total private 
sales of Canadian municipal securities to British shareholders, 
since 1905, at $10,000,000 by 1909,' $12,000,000 by early in igII,' 
and $15,000,000 by the end of 1913.1 It will be estimated here 
that private sales of municipal securities from 1900 to 1905 
anIOunted to $5,000,000. 

For private sales of securities of the second class, that is, small
lot sales through brokers to British investors, of securities origi
nally issued in Canada, there is, and perhaps can he, no direct in
formation. Two possible sources of information with regard to 
the British holdings of securities issued in Canada are: the annual 
lists of shareholders, with addresses and amounts held, which the 
Canadian banks are required by law to issue; and the British 
probate records, which might disclose holdings of such securities 
in the estates of British deceased. The British probate records 
are not available. The lists of shareholders in Canadian banks 
are issued annually as a government document, but they are 
bulky volumes with absolutely no attempt at classification or 
analysis of the data they contain." Some of the banks have made 
public or private issues of their securities in Great Britain, but 
the bulk of their securities was issued in Canada. Sampling the 
data given in these reports, by taking the first six pages of the lists 
for each bank in 1899 and 1913, indicates that the British hold
ings of Canadian bank securities, exclusive of those banks which 
made issues in England, were at both dates somewhere between 
7i and 12 per cent of the total issues. Analysis of a list of the 
holdings of the 41 largest individual sharelIolders in Canadian 
banks at the end of 1913 showed that, at the market prices in 

1 JI~ TUiu, November I3~ I909~ 
• CsIil4l1..,slaMlh i. Coaada, 1911 eel, P. 90. t JIH4., 1914 eeL, P. 9-
• CIDada: Dept. 0[ FiDance, A_ 1-'*11/ SIIIw-';" "'".,00· &oo1u. 
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1913, approximately 14 per -cent of these holdings were in the 
United States, 5 per cent in Great Britain, and 4 per cent in 
other countries outside of Canada.l British shareholders un
doubtedly comprised a larger percentage of the small than of -the 
very large holdings, but in the case of the United States the re
verse was' probably true. The estimate is made, based on this 
and other information, that British investors from 1900 to 1913 
placed $10,000,000 in Canadian bank capital through private 
purchases in small lots of Canadian bank shares. 

It is probable that Canadian bank shares, because of their 
good reputation as investment securities, are held by foreign 
investors in relatively larger amounts than other Canadian securi
ties which are issued on the' Canadian market and wbich are not 
listed on any foreign excbange. On the other hand, the double 
liability which attaches to Canadian bank shares has generally 
been supposed seriously to injure their saleability in foreign coun
tries. It is perhaps a conservative estimate, considering the great 
amount of Canadian security issues, that British small-lot pur
chases of Canadian securities, including bank shares, amoun ted to 
$25,000,000 from 1900 to 1913. 

Treasury Bills 

Canadian governmental bodies sometimes borrow in London 
by means of Treasury Bills, to tide over a temporary period of 
inadequate revenue, or in anticipation of the floating of a per
manent bond issue to fund the floating debt. No attempt will 
be made to account for such borrowings throughout the period 
under study, partly because infoIIDation bearing thereon is in
adequate, partly because' Such loans are either redeemed or· 
funded shortly after their flotation. If they are redeemed, they 
affect the flow of capital in reverse directions in the years of 
flotation and redemption, respectively, but they were generally 
not substantial in amount, and it is not possible to obtain the 
data necessary to account for them here. If they are funded 
through a bond issue, they are then accounted for, although 
belatedly, in the compilation of public ~es for that year. 

S MMIIIlary Timu ASIIIIGI, }B.IlU&I'Y, 1914~ 1). 42. 
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In 1912 and 1913, because of the unfavorable conditions then 
ruling for Canadian b9rrowers in the London market, both 
Canadian governments and private corporations resorted e%c 
tensively to short-term loans to tide them over what was believed 
to be only a temporarily unfavorable money market. As the 
period under study ends on December 31,1913, it would be proper 
to include as part of Canada's borrowings the amount of such 
loans which had not been redeemed by that date. Here.again 
complete information is not available, but an incomplete compila
tion from data given in Canadian financial journals gives a total 
of $22,937,700 for such loans during 1913, exclusive of aU note. 
issues elsewhere accounted for. 

The British private investments in Canailian . securitieS are 
summarized in Table XXXVIII.l Where it was impossible to 
apportion the private investments to the individual years upon 
the basis of known data, they have been roughly distributed 0Ii. 
the assumption that their proportion to public investments re
mained uniform throughout the period. 

British Miscellaneous lnveslments in Canada 

In addition to the British purchases of Canadian securities, 
there are important investments of British capital in Canada 
which take other forms. Among these should be included: the 
inv~ents of British insurance companies in Canada; British 
purchases of Canadian mining, agricultural, timber, and urban 
properties; the investments of British shipping companies. in 
Canadian coastwise and internal shipping; direct investments 
in Canadian industrial plants and mercantile establishments; 
British money lent on mortgage in Canada; and British capital 
used in financing Canadian import and export trade. The only 
comprellensive data covering such investments which are avail
able are those presented by F1eld· as the result of an extensive 
investigation.· 

Field presents the following estiniai:es for items not already ac
counted for above, and exclusive of investments in Canada by 
British insurance companies." 

I P. 106, ... fra. • For these, see "",.,., po '25. 
f Ca,wll .. _ ... Canada, 1914 ed, Chap. 1, and paEim. 
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TABLE XXXVI 

lIJSCEI.LANEOus BamsB: IxusTJlElrfl'S III CANADA, 1905 '1'0 19!J 
(F. W. Field'. Estimateo) 

Is _tJds of .. u.... 

:100$-1909 1 fooS-ApriI, 
:19111 

qos-December, 
I:QI3' 

Branch Plants ...................... ... . .... 6,_ 
In .... tments wiIh Loan and Mortgage 

Companies ....................... 5,720 8,725 .. ,oco 
Industrial InveslmeDts ••..•••• _ .•.•• 22,500 26,315 29,-
Mining InveslmeDts •.••...•••••••••• 56,JlS· "1,555 59,-
Land and Lumber 1'1m:hases ••...••.. 19,000 34,_ 4O,oco 
·Pun:ha ... of Town and CityPmperty .. . ... 8,525 25,000 

103,535 135,180 %71,000 

1 JL~ TifHf, Nave:mber I!. l909. I nu., 19I4 ed., p. 9-
s c.~ 1......" ill C .... IOU tid.. p. 9. 

Field's estimate;s cover only the nine years' period from 1905 to 
1913. He states that his estimates, if anything, err on the con
servative side.' If allowance be made for investments in mer
cantile and shipping enterprises and for British capital used in 
:financing Canadian foreign trade, items which Field overlooked 
but which are of some importance, and also for misceIlaneous 
investments in the five years, 1900 to 1904, not covered by 
Field's investigation, it is a !Xlnservative guess that the British 
misceIlaneous investments other than by insurance companies for 
·the period 1900 to 1913 .amounted to at least $200,000,000.' 
These are.apportioned to the individual years in Table XXXVIIT 
largely upon the basis of data given by Field.' 

1 CapVal InTIUImtnU in Cautla, ~914 ed., p. 19 . 
• See;"jra, P. 126 • 
• Cf. E. R. Wood, RevUw of 1M Bond M ""kd in C6n44a;" '9U: "The proceeds 

01 Bond Sales are oDly a small part of the sUeam of capital thet is pouring into 
Canada to assist in the proper deveIopmeot of our large areas and enterprises. •.• 
Investments from abroad in real estate aDd in our timbu and mineml RSOurces 

cannot ."""",tely be detexmiDed, but are known to be of large amouot, and tbeIe 
is every ........ to suppose that capital tlm>ugh these .. ....,.. is showing the ....... 
proportionate increase .. is !mown to be the case in the IIIle of bonds." 
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British Insurance Company InfleSlmenls in Canada 

For the investments in Canada of British life-and fire-insurance 
companies, it is assumed, in the absence of other information, 
that they are measured by the increase in the assets in Canada 
of these companies.1 For the years 1900 to 1913 these were as 
follows: 

TABLE .XXXVII 

AssJm; IH CANADA ~ BIIJ7JSlI FDuo- A>ID LIn-lNsmwreE COHP ....... 
In _ of tloIIan 

J9OO •••••••.••••...•..•....•••...•.• , •• 

1901·,······························· .. 
1"902··· .•••............................ 
1903··· ................................ . 
1904··· ........... , ................... . 
1905·· .... , ..... , ..................... . 
.g06 ................................. .. 

·907 .. · .... ·· .... ·· .... ·· .... ·· .. · .. · .. 
1908 .................................. . 
1909··· ................. , ............. . 
1910 •..•..•....•... ",., •.•• , •.•••...•. 

:191 1 •..•..•...••....••. , .•••. , •.••....• 

1912 •..•..•...•.••.•.•...••. , .••••...•• 

1913 ...•........................•.....• 

Total ............................. . 

4D,453 
41,493 
42,768 

43.949 
45,515 
45,150 

45,&to 
48.364 
51 ,583-
55.063 
.;8.7'4 
63.9411 
1O,u3 
11,932 

.pot> (est.) 
1,<>40 

I,21'S 
1,181 

.,s66 
235 
90 

2,$24-
l1219 

3,480 
3,65X 
5,234 
6,165 
1,8'9 

The private mvestments of Great Britain in Canada, as esti
mated above, amounted to $3I9.234,000, or approximately 2. 

per cent of the public investmentS. In I909, Sir George Paish, 
beIore the Royal Statistical Society,. estimated that Great Brit
ain's private investments in other countries were one third of 
her public investments, but some of the economists and statis-

I This is undoubtedly & gross overestimate, as the liabilities in Canada. must 
h&~ kept pace more or less with the assets in Canada. but DO more satisfactory 
basis for .... thing aD estimate was available. 
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ticians present thought this too high.' Later, Paish estimated 
the British private investments in Canada from 1907 to 1913 at 
£50,000,000, or about 20 per cent of his estimate of the British 
public investments in Canada." The present estimate for this 
period, probably based on a more complete canvass of the avail
able data, is $275,000,000. The discrepancy between the esti
mates could be explained by Paish's omission of anyone of the 
four minor classes of private investments dealt with here. 

Table XXXVIII summarizes the British capital investments 
in Canada, 1900 to 1913. 

y..., 

.-1901 .-
'903 
1_ 

'90S 
1906 
1907 
'90S . 
1909 
19tO 
1911 

:191:1 

1913 

Total .. 

TABLE XXXVIII 

BmTlSB lHvEsnmlC"1S '" CANADA, ._ TO '913 
I .. ,_ tJj tloII<Jn 

s..unt;e, Mi.:eIl • .. _to 
~.by 

Othv Publk; ........ lDdiYIdual ~ lDo~ iN ... ....... ..... .... ....... -"""'and .... .... u:; ... 

3,_ 1,_ ',- .... ',- 4,000 
8,"45 ',000 1,- ... , 1,- 4.000 
4.641 ',000 I._ 0-' • 1,215 4,_ 

2I.6St ',000 1,_ .... 1,I8t 4._ 
21,934- ',COO 1,_ .... 1,566 4._ 

S'.4$6 -,- ',- .... '3S 21,707 
42,656 ',COO ',000 .... 90 :fI,101 
37,.,.., -.- -,- .... 1,5:14 11,107 

15'.478 ',000 '!>- .... 3,2I9 21,107 
• 83,538 ',000 ·1,000 .... 3#0 21,707 
171.926 8,563 'I,ceo .... 3,651 26,;3X1 
218,005 1,000 _~ 3,000 .... S,IM 11P98 
187.%40 4.SOD -'"3,000 .... 6,.6S I4P2S 
324,235 916Qa 3,- 13.000 1,8X9 _-5 

'.433,884 38,155 '5,000 '3,000 32 ,4'19 -.-

Total 

.0,068 
's,08s 
11,916 

.8,833 
I19,SOD 
76,398 
68.453 
6S,251 

181,404 

IU.125 
21l1,4s1 
....... 7 
'14,l!3o 
37S.7.,. 

1,753,118 

, Sir George PlUsh. "Great Britain's In_Is in other Lands," J_ tJj 
1M Royal SIaUsIicoI Soda,. September •• _ pp. 465-480. 

• _. Supplement, Felmlary 14, 19'4. 
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AllEluCAN lNvEsTKElm; IN CANADA 

American capital investments in Canada do not take the form 
of purchases of Canadian securities to nearly as great an extent 
as do the British. To a large extent they consist of direct in. 
vestments by American individuals or corporations in canadian 
enterprises or properties. It is therefore even more difficult to 
obtain accurate estimates of the amounts of these investments, 
and after all available definite information has been canvassed 
the estimates must be rounded out by very conjectural approxi. 
mations. 

AmericlJll Investments in Canadian Securilies 

The only annual compilation made for public issues of Cana· 
dian securities on the American market is that of E. R. Wood, 
for bonds only, and beginning with 1905 only! His total for the 
yeam 1905 to 1913 is $134,213,117, whereas F. W. Field estimates 
at $J23,742.455 the American purchases of Canadian bonds, in. 
cluding presumably private purchases, during the same period.· 
In the matter of statistics of Canadian bond issues, Wood is the 
accepted authority, and his figures will be used. 

To the public sales of Canadian securities in the United States 
there should be added American public and private purchases of 
Canadian stocks and private purchases of bonds. A random 
sampling of the reports of shareholders in Canadian banks tot 
J899 and 19J3 indicates that the American holdings of Canadian 
bank stocks increased between these two dates by at least 
$5,000,000. Americans hold approximately 12 per cent of the 
common stock of the Canadian Pacific Railway." The issues of 
this stock since 19oo, including premiums on the last three 
issues, and the American participation therein, were as follows: ' 

, A_ RmftII tJ/ 1M BoffIl M ..... ilt C.....w. 
~ Ca9il4ll, oMeaIs:" CaM4a. 19J:4 ed., p.. 25 • 
• IbiL, P. I~ 
t IbitJ .• p.. 22. 
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1902······,··,····,······,············ . 
1904······ , .............. ,., ... ,' , .... . 

1906·························· ........ . 
1908 .................................. . 
1909· ......... , . , .. , .. , ..• , •. , ......•.• 
19"12 ••• , ••• , •••••••••• , •• , •••..••.••.•• 

J913.··,··· .. ·,· .. , ... , .. , ............ . 

Total ............................. . 

Total 

19,500 

16,900 
..".80 
3,984 

37t5OO 
27,000 

:105,000 

Sold in the Ullited 
States (12 per cent 

01. total) 

',J40 
2,028 

',434-
478 

4,500 

3,240 
12,600 

Field estimated the amount of Canadian municipal bonds sold 
privately in the United States during the five-year period from 
X90S to 1<)09 at $'5,000,000,' and in 1910 at $2,000,000." Ac
COIding to Wood, the amount of Canadian municipal securities 
'sold publicly in the United States in 1913, $22,135,000, "would 
no doubt be increased to over $30,000,000 by indirect tIa.nsa.c
tions.which it is impossible to record.'" The Monetary Times 
Annual of January, 1914, lists $13,060,000 of various Canadian 
security issues in 1913 which were privately sold in the United 
States and which have not been already included in any of the 
above estimates. There is here accounted for approximately 
$80,000,000 of Canadian securities sold privately to the United 
States. If there be considered the incomplete cha.racter of the 
data., and especia.lly: (I) the absence of any estimates for some 
of the years in the period,. (2) the fact that Canadian securities 
cross the. American border in individual sales in substantial 
amounts, and (J) the absence .uf' any record of public issues in 
the United States of C~a.n: securities from 1<)00 to 1<)04, it may 
be conservatively estimated that the Canadian securities pri
vately purchased by Americans and the unrecorded public issues 
in the United States amounted to at least $100,000,000 during 
the period under study. 

1 J{ tJfWI4ry Ttmu, November 13. 1909. 
• Capilsll,,~ itt Canada, 1911 ed., p. 24<-
• R ..... of 1M &m4 M .. 1uS ito CaII/ldtJ •• 19130 
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Amsri&tm Indwtrial, Mining! Land, and Timb ... Inwstmsnts 
in Canada 

American investments in Canada are preponderantly in the 
form of either the purchase or establishment of manufacturing 
enterprises in Canada, generally subsidiary to main plants in the 
United States, or the PJll'chase of urban, farming, and timber 
land, lumber rights, and mining properties. For such invest-

TABLE XXXIX 

MISCELLANEOUS AMEPTCAN IMYltSTJIENl'S IN CANADA 

(F. W. Field'. Estimatel) 

In -..as of dollan 

November. September, 
' .... IlJll :I 

Branch Companies' ....................... 'os,ooo ItSt400 
British Columbi& Mills and TImber .......... 58,000 65,000 
British COlumbi&Mines .............•...•.. 50,000 60,000 
Land Deals in l'tairie Provinces ....•..•.... "',000 '5,000 
Lumber and Mines, Prairie Provinces •....... 5.cco '0,000 
Theatrical Enterprises ..................... .. , . . ... 
Packing Plants ........................... 5,000 6._ 
AgricuItutal Implement Distributing Houses 6,s75 8.575 
Land Deals, British COlumbi& .•...........• 40500 8.500 

Miscd1aneous Industrial Investments ........ .... 10,000 

City and TOWIl Properly ................... .... 15.525 
Investments in the Maritime Provinces ...... .... 12,850 
Fox Farm Investments, Prince Edward Island ... . .... 

. 
254,°75 ,346,850 

D~. 
1913. 

%35,000 
71,000. 

62,000 

4I JOOO 

1:0,500 s._ 
6,750 
9J2SS 

6o
t
ooo' . 

13,300 
20,000 
13,125 
1,000 

445,330 

1 JI....., Ti_. November- 13. 1000. Published abo in U. S. Dept. of Commenz. Das, em.. 
,.,...tTntdr~, September 21.1910. There are-ideatmablein FieJd'sdata for 19OQ$I:l2.500,ooo 

of Americ::&D capital invested in BritiIh Columbia. "l'12 American c:Gn$I.llat V-letoria, B. C., ~ 
euJy in 1910 that uccmstnative C!Itimates place the 'falue of Americu:t. mW5tments in British C0.
lumbia at Mar 'ISOPOO.ooo." - U. S. Dept. of Conunen:e. JLMtIIIly COfUIIHr 4It4 TNtk lUpls. 
No. 3S3 (February, 1910). 

Ii Colilol I.,.",..." "' c~ I9:t1 ed.~ P. .... 
• Ibid.. qJ:4 eel. Po :liS. 
• .I.OOD. %15 CIOIDp&llies • .average capital. $6oG.ooo: I"gn:, ~ eomp&Dies. IIlVet&.P capital. S6oo.ooo~ 

191"3.450 compaaia, aven&* capitaJ.I3oo.000. 
• T'bia ipze appean e:u::essive. and Field does DOt auppart it by adequate evi.dtJu:e. 'llLe pedDd 

from 1911 to Igl) wu marbd. however, by wild .pc:cu1&tiou in British Columbia urbaa propat)', iii whloh ___ ........................ 
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ments there are available estimates made by F. W. Field at three 
different dates while he was editor of the MtmeIMy Times of 
Canada. He based his estimates on replies to questionnaires sent 
to all enterprises in Canada known to be financed by American 
capital, on information received from hundreds of correspond
ents, and on other sources of information. In Field's own 
opinion, his figures, if anything, are underestimates rather than 
overestimates.1 

His estimates, for the years 1909, I9" .. and 1913, but exclusive 
of the items already considered above and exclusive of invest
ments in Canada by American insurance Companies, are given in 
Table XXXIX. 

These figures represent estimates of the total amount of capital 
invested to date in the enterprises listed. They admittedly have 
no claim to exact accuracy, but they appear to have been reached 
after a careful survey of the situation, and in any case they are 
the only comprehensive estimates available with regard to the 

'field they cover.' 
As new information accrued in the process of collecting data for 

his successive estimates, Field changed somewhat the basis of 
his calculations. Chief among these revisions was his use, in 1913, 
of $300,000 as the average capital of American branch factories 
in Canada, instead of $600,000, the figure he used in the estimates 
for 1909 and 19". Field does not make clear to what extent this 
change was due to the realization of an overestimate in the earlier 
calculations and to what extent it was due to an increased pro
portion of small plants in the later years, but it is altogether pr0b
able that the change was made in some part as a correction of the 
earlier estimates. If such. was the case, it would result in the ap
portionment, to the earlier years of the period, of an unduly large 
proportion of the total American investments in Canada. In 

1 CI. C6#ilal 1" ... _ in c.....,., 19'1 ed., p. 23. 

t All the DumerouS estimates cunent in :recent years as. to the amount of Ameri
caD capital investments in Canada prior to 1914 fall into two classes: they are eithor 
based on l'ieId'. data with or without ockDow\edgment, or they .... bIiDd ........ 
without lillY altempt at the han! labor necessary to give 811 estimate a rightful 
claim to being ..... & good guess. 
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some cases, branches in Canada of Juneriam enterprises are 
financed largely by Canadian capital, but Field believes that 
where, in the absence of specific information, he could nQt make 
the proper allowances for such Canadian investments, they are 
more than offset by American capital privately invested in 
Canadian companies controlled in Canada and not accounted for 
elsewhere in his calculation. 

In order to make use of Field's estimates, it is necessary, first, to 
estimate how much of the total investment up to 1913, amounting 
to $445.300,000, was invested after 1899, and second, to apportion 
this amount to the individual years. 

In Igoo, N. T. Bacon estimated the total American inv'est
ments in Canada at $150,000,000, of which $IOO,ooo,ooo were in 
mines, $25,000,000 in rallways, and $25,000,000 in timber lands 
and loans.' In I909, Field estimated at only slightly over 
$50.000,000 the American investments up to that year in Cana
dian mines. American -investments in railroads consist largely 
in holdings of Canadian Pacific common stock and in branches 
in Canada of American rallroads. American holdings of Canadian 
Pacific shares have already been accounted for. Bacon's esti
mate overlooks some items. however. It will be estimated, there
fore, that $100,000,000 will cover all American capital in Canada 
in Igoo other than that in Canadian securities or owned by insur
ance companies. and that $50,000,000 will cover these last-named 
items. There results $345.330,000 as the amount of American 
investments in Canada from Igoo to 1913 exclusive of purchases 
of securities and insurance-company investments. On the basis of 
Field's estimates for 1909 and 1913. $191,255.000 of this total can 
be attributed to the four years 1910 to 1913. There remains the 

-problem of distributing the balance, $I44.07 5.000, among the ten 
years from 19oo to 1909. 

There is evidence to show that the early years of this decade 
were marked by comparatively heavy investments of Ameriam 
capital. By the middle of 1907 there were already in Canada ISO 

branch plants of American companies, although there were very 

1 •• American Int~ Indebtedness," Y ala ~, November, Igoo. 
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few before 1897,1 and only 175 by the end of 1909.' Further 
evidence to the same effect is presented by the reports of Ameri
can consuls in Canada. The American consul at Toronto re
ported early in 1902 that "the already large list of American 
concerns having branch establishments in Canada is constantly 
receiving additions.'" In October of the same year the American 
consul-general at Montreal, in a detailed report on American 
investments in Canada, listed American investments in new 
Canadian industrial enterprises, made in'the preceding year, or 
about to be made, amounting to over $20,000,000. In addition 
he cited a number of purchases of Canadian factories by Ameri
cans and of removals of American factories to'Canada which had 
occurred in the preceding year, and stated that "the investments 
made by Americans in agricultural, grazing, and timber lands 
amount to many millions of dollars."· In September, 1903, the 
American consul at Sherbrooke, Quebec, reported that ",Ameri
can capital is rapidly invading this part of the Dominion, and 

, the near future will see the erection and equipment of many large 
manufacturing plants.'" Early in 1906 the American consul at 
Victoria, British Columbia, reported: "American investors have 
made and are now making purchases of lands in British Columbia 
and are projecting enterprises of magnitude much more generally 
than ever before. . .. There has been a great development of 
the lumber industry in British Columbia during the past year, 
largely by Americans." 6 British Columbia was an important 
field for American investments; so that this report is significant 
as helping to locate the period of the investments. 

• U. S. Dept. of Commera: and Labor, CtHUUlor R.pqrls, A",""" S.,i<s, No. 4. 
"Canada: '}'rade for the Year 1907," p. 9. This document attributes this info~ 
mation to .. report compiled by the Dominion government. which I ha .. baeD """"Ie 
to trace. It a/so speaks of a report by the IJlinois Manufaclllrm!' Association to 
the effect that in 1907, 122 ((leading" United States concerns had branch plants 
in Canada. ' 

I F. W. Field, MotJtUwy Times, November 13, 1909_ 
• (May 3, '90') u. S. Dept. of Commen:e, MtmIlrl, CD1UUlor Repqrls, No. 26., 

p. 5'4 Ouly, '90')' 
• Ibid., No. 268, pp. ns, 121 (Janua1')". 1(03). 
• Ihid •• No. '78, p. 56. (November, 1903). 
• Ihid •• No. 305. pp. 16, '7 (Febru&IY. 1\)06). 
, Cf. "'IN. p. 129. footnote 1 to Table XXXIX. 
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These reports of consuls, which were not specially seleetedbut 
were the only ones which were found throughout the period 
under study directly reporting substantial investments of Ameri
can capital in Canada, appear to justify the allocation to the early 
years of the period, of a substantial proportion of the American 
investments made up to '909, although this was not found to be 
true for British investJ:nents. The $144,075,000 of American 
capital, exclusive of investments by American insurance com
panies and of purchases of Canadian securities, estimated above 
to have been invested in Canada from 19oo to 1909, will a:ceord- . 
ingly be apportioned evenly throughout the period. 

InlHlSlmenls of American Insurance Companies in Canada 

The official statistics with regard to the assets in Canada of 
American fire- and life-insurance companies from 19oo1 to 1913, 

1 Data for 1899 were not &vallable. 

TABLE XL 

lHvBsDmrrs IN CANADA 01' A>mIIIcAN Flu- Alm Lmo-lNstmAIICE COIlP ....... 

I._n"lJj tlolIon 

You 

1900_································· . 
190.1··································· 
1902' ••••.••.••.••...• _, ••••• , •••••••..• 
1903 .•.•••.•.• 0 •••••• _ ••••••••••••••••• 

1904·· ....••. _ ......•••....•••..••....• 

1905·············,··.···.········· ..... 
IIJC1\ .••••••••.•.•..........•...•••.••.• 
1907····························.· ... ,. 
19OII ..•..•.....••.................•..•. 
.1909·· ..•••...••.•...•..........•.•..•• 
1910 •••.••••••••••••.••..••••.. _ •.••• _. 

1911. _ •••.•••••••••••••.•••••...•...••• 

1912 ••••• _ ••.••• _ •••.•••.•••...••.•.••• 

1:913···· ........•...................... 

Total .....•......................•• 

29.4JS 
31 ,367 
33,728 
36.914 
""'759 
43J002 

45,053 
45.357 
50.399 
50.776 
55.456 
59,924-
67.6&1 
781186 

- .... _ .... 
1,soc> (est.) 
1:,932 

.,361 
3,1:86 
3.B45 
'.243 
'P50 

30S 
5"",2 

377 
4,680 
4,46lI 
7,757 

IO,SOS 
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which in the absence of other information are assumed to repre
sent invesbnents in Canada, 1 are given in Table XL. 

Summary 

The American capital invesbnents in Canada from I900 to 
19I3, as estimated above, are summarized in the following table: 

y .... 

.-.go. 

'90" 
'go3 .-19o5 
1906 .-19o5 .-J910 

19II 

19:12 

1"913 

Total .. 

TABLE XLI 

AlmltIc.ur lNvEsnacJm; IN CANADA, 1900 TO 1913 

I,. """"'-ls of tloI/4u 

Secmitios MiscellaDeous 

Publkbond """' ....... Inmm_ Othor miocej.. iuuain the or securities .......... ........ ' United Stales 

.. .. ',000 '1,500 'SA07 

.. ,. ',- 1,932 'S,401 
0" • S,S90 2,361 'SA07 
• "0 3,soo 3,>86 'SA07 .... 6,5.8 3,845 15,.407 
9,257 S,SOO ',243 '5,408 
4,118 1.934 2,050 'S,408 
4,779 StSOO 305 IS,408 
6,316 5,978 5,04:1 IS,408 

'0,368 10,000 377 IS,408 
3,034 2,SCO 4,680 61,850 

17.554 3.500 4,468 so,6n 
27,466 7,120 7.7S7 39.39' 
50,721 34.350 10,505 39.39' 

134,213 100,000 50,251 345,330 

Total 

17 ... 90'1 
.8..139 
·3.3S8 
22,093 
2S,,,so 
3 2,408 
29.510. 

25.992 
32,'144 
36,1"53 
12,664 
76,143 
&.735 

134,968 

629,794 

The American invesbnents in Canada from I900 to 1913, ac
cording to the estimates made above, amounted to approximately 
$630,000,000. Field estimated the total amount of American 
capital in Canada in 1913 at approximately $637,000,000, but 
in reaching his estimate he took no account, fOJ some of the items, 
of invesbnents made before 1905, and included investments prior 

1 This is undOubtedl,y & _ o~ as the liabilities in Caoada'must 
haw kept pace !DOle OI I ... with the .... ts in Caoada, but DO mole sstisfaawy 
basis lot reaching an estimate was available. 
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to z900 for only a few of the items.1 Subtraction, from Field'sesti
mate of the amount of American capital in Canada in Z913, of 
Bacon's estimate for 1900, gives $487,000,000 as the amount of 
the American investments in Canada from 1900 to 1913. The 
present estimate exceeds this figure by approximately $143,000,-
000. The 'discrepancy is explained: by Field's omission, from his 
estimate for 1913, of insurance company investments in Canada 
made in that year, amoimting to $10,500,000 as here estimated; 
by his omission of American subscriptions to Canadian Pacific 
Railway common stew, estimated at $27,600,000, from ogoo to. 
1915; by his underestimate of American public and private pur" 
chases of other Canadian securities; and by the incomplete cb;u-
acter of his estimates for the years 1900 to 1905. . 

INvESTMENTS IN CANADA BY CONTINENTAL EUJl.oPE 

Continental European countries have made investments in 
Canada to some extent, but these have been small, both relative 
to the total foreign investments of these countries and to the total 
foreign investments in Canada. As a consequence but little at
tention has been paid, in the Continental li~rature dealing with 
international movements of capital, to investments in Canada.' 
Practically the only information with regard to the amount of 

1 Cai'ilal 1 __ ;" Canada, 1914 eeL, p. '5. 
I The most comprehensive studies of the foreign investments of German a.pi

tal are those contained in the series of official reports, and espocially tho repotis of 
1904 and 1907. issued by tho Gennan Navy DepartmI:Dt (R~) and 
entitled: Die EnlwiduI_ d ... deuI.sckm S.";,,u,USfm. Uofortunatoly fOl our pur
poses, German investments in Canada. are lumped in these reports with invest. 
ments in tho United States. . 

Noymarck repOIts at periodic intervals !OI tho Institut latemationa! Statistique 
tho amounts of international inwstments of capital by and in a large numboI of 
countries. but although the couutri .. included are in most _ of much less 
importance than Canada as & field for foreign investments, he makes DO mentiOn 
of CaDad.. His reports are published in the BulI<Wt of the lDstitut. Ao official 
survey, made by the French Ministry of Finan~in .1902', of the amounts of French 
capital invested abroad, gives some information regarding French. inwstmeots in 
CaDada, whlch will be mad. use of later. tmile Becqu~. in his book, L'l_
~ des Ca~ (Montpellier, :t9u), makes a comprehensive survey 
of tho French statistics dealing with !OIeign investments of capital, but he discloses 
no IIOUl'<:e of information dealing with French inwstments in CaDada other then 
the F,.Dch official repOIt of 1902 mentioned above. 
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capital invested in Canada by Continental Europe is that col
lected by F. W. Field. 

Continental Holdings of Camulian Securities 

Canadian securities, lI<ld especially railroad securities, are held 
to some extent on the Continent. These holdings consist almost 
entirely either of Canadian Pacific Railway common stock, or 
of securities originally issued publicly in Englll<ld lI<ld therefore 
already credited to Great Britain in this study. Continental 
holdings of Canadian securities will therefore be disregarded, 
except where, as in the case of issues of C.anadian Pacific Railway 
common stock, the entire issue was not attributed above to 
Great Britain lI<ld evidence is available of Continental pur
chases. In 1913, 17 per cent of the Canadill<l Pacific Railway 
common stock was held outside of ClI<lada, the United States, 

TABLE nil 
MmCFU AlU:ous lNvEsno:Jr.rs Dr CANADA. BY CoNrmEHTAI. EtnlOPE 

(Field'. Estimates) 

1ft I~ods oj doIW. 

eow."" , ... ' _ ..... 
Z9U' 

F"""",. . . . . . . . . . . . . . . . . . . . . . ....... } { 47,250 
GeJmany .......................... 54,450 J:l,7:a-S 
Other Countries .................... n,17S 

Total .......................... S4,4S0 8o,x,50 

CIIMad ... oj In .... _: 
Manufacturing and Industrial Ent .... 

prises .......................... 8,500 9,725 
Lands, Mines, and Mortgage Loans .. 45.950 66,4'5 
Rallway ......................... .... 4,_ 

Total .......................... 540450 80,150 

I 11.,.", 7'1tus. November ", 1:000-
t C4#ilall~ hi CGIiIOdo. I'on: eeL. pp..!S.lell, 
a Did •• 1:014 ed.. pp. 66 seq. 

10IJ·· 

67. 250 

2I,7:tS 
t8,67S 

107,650 

9.725 
9.3,92$ 
4,_ 

107,650 
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or Great Britain, mainly, of course, in Continental Europe.' For 
the period under study, 1. 7 per cent of the issues of such stock. 
would amount to $43,285,000. Notice has been found in various 
sources, chiefly the files of the M anela,., Times, of public issues 
of Canadian securities on the Continent, amounting to $14,450,-
000 from 191.0 to 1912. Continei:ttal holdings of Canadian bank. 
stocks will be estimated to have increased by $5,000,000 .from 
1900 to 1.913. The total Continental investment in Canadian 
securities not elsewhere accounted for will be estimated, there
fore, at $62,735,000. 

M iscdlaneous I n1JeStments in Canada by Conlinenlal 
EMope 

Field's estimates of the investments in Canada by Continental 
Europe, exclusive of investments in Canadian securities, are given 
in Table XLTI. 

A French official report estimated the amount of the French 
capital in Canada in '902 at a minimum of 139,000,000 francs, 
or approximately $28,000,000, invested as follows: • 

F"""" . 
I.and ....•.... , . . . . . . . . . . . . . . . . . . . . . . . 5,OOO,OOO 
Cr6dit-Fonw Franco-Canadien. . . . . . . .. SOpClO,OOO 
Mines. . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .. .,000,000 

Industries . ........... , . . . . . . . . . . . . . . .. 2,000,000 

Dominion of CanIda and Province of Que-
bec BoDds ••.........•...•.•....•.•.• 

Total •......................•....... " ..•.•...... 

This was regarded as an underestimate,' and did not include, 
according to the report, the investment by Menier in the Island 
of Anticosti and the capital bro~t to Canada by the French 
religious orders upon their expulsion from France. It also fails 
to account for French holdings of Canadian ra.ilroad and bank. 

1 F. W. Field, Ca;ilol I"II<S_ ... CIlMII4, r9'4 ed., p. us. This ~ 
ICprCSented an increase over pteVious yea.r& • 

• France: BuIIdi" <fa S/GIisIigtI< ., <fa L4is- ..... ""Ie " M ..... ,... dar 
FinMu.r, I9Q2. tome il, p. 475. 

a Ibid.: "Certainement tre. inf&ieur l Ja r&Jit6.» 
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securities, which ha.ve already been considered a.bove. It will be 
estimated that the French capital in Canada in 1900, other than 
in securities, amounted to 75,000,000 francs or $15,000,000. 

According to Alvo Von Alvens1even, a German member of 
a Canadian investment firm ~y concerned with placing 
German capital in Canada, the amount of German capital in 
Canada at the end of 1913, not including capital invested in Cana
dian railroad securities or in other securities by way of London, 
exceeded $50,000,000.' Field placed the amount of these invest
ments at $21,725,000. It will be estimated that $35,000,000, or 
approximately the mean of these two estimates, represents the 
amount invested in Canada by Germany sinCe 1900. It will be 
estimated also thai: all but $5,000,000 of the investments in 
Canada by all other countries, as estimated by FreId, were made 
since 1900. This makes the total amount of such investments ap
proximately $120,000,000, of which $roo,ooo,ooo was invested 

. after 1899. 
• MotJdtsry T_ A-. January, 1914. p. <46. 

TABLE XLIII 

.1NvEsnmNTs OR CON'l'INBH1"AL EVltOPE IN' CANADA, 1900 TO 1913 

In _MIlk of doTIM. 

eana .... Other_ Kilcellllleo\1l Y ... Pacific ltailw&y 
_ ....... 

issued iD. 
_ .. 

Total -- E ...... .- ... . - .... J..445 3,745 
19o' " -, JOG ., .. 3..445 3,745 
,go. 3.315 - . ,., 3.4045 7.060 
Igo3 . -,. JOG . ... 3.4045 3,745 - 0,873 JOG .... 3..445 6J618 
19o5 .... - ..- . 3.445 3,745 
1906 3.4048 - ., .. 3.4045 7,-293 
·go7 .... - ... , 3..445 3.845 
,goB 4,137 - .... J,44S 7098' ,- 677 - .. , . 3MS 4.$" 
1910 6.315 - 600 140690 22,065 
1911 .... - .. .- 15,440 21,840 
1911 4,590· - I,sSO 11,110 04,SSO 
1915 17,s50 - .... 17.710 3St96<> 

Total •• 4J,26S 5.- I404S0 ,- 162,715 
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Summary 

The table on page 138 s~ the foreign investments in 
Canada by Continental Europe from 1<)00 to 1913. The appor
tionment of the miscellaneous investments to the individual 
years is made: on the basis of available infonnation for public 
issues of securities and for Canadian Pacifu: Railway common 
stock; on the basis of Field's estimates for 1909 to 19I3; and 
on the assumption that the amount invested other than in securi
ties up to 1909 was evenly distributed during the nine pre;ceding 
years. 

SUJmARY OF FINDINGS OF CHAPTER VI 

In the following table .the results of this chapter are snmmar
iZed and are compared with the corresponding estimates made 
in the preceding chapter: 

TABLE XLIV 

hrvEsnm!m; a. FOKEIGN Co1JNDIES Dr CANADAI 1900 'TO :1913 
In __ of tloIlan 

y..,. BritDh - a-_ 
Total ... ::;~~ill 

Cb&pte:rV .- lO,068 1.1.907 3,745 31,720 33,6g:l 
1901 1$,085 18.339 3,745 37.169 49.964 
190' u,ox6 23.35& 7._ 42.334 30._ 
1903 28,833 22.093 ,3,145 54,671 5'_ "_ 29.500 25,780 6,618 61,&g11 I:1:2,I 30 
1905 76.3gB 32,...,s 3,745 IU,SSt gB.749 
'906 6&AS3 ~fSIO 7,:193 %05,256 99M2 
'907 6S,251 2~99::t J.84s 95.- 160,g85 
'90& ,&..- 32J744 1.982 222,13Q 2'4,ISg 

'909 212,125 36,153 4tSU '53'- '93MB 
1.91:0 .. 8,457 12tCl64 -22,06$ 313,186 1124.731 
Ion 244.421 76.'43 '7.&40 348.4'0 358.-
1912 214,830 81,.135 . 24J550 32I,IlS 435,orn 
1913 375.771 134,96& 35.960 S46.699 43.3.085 

Total •• 1,153.118 629.7~ 162,715 2,545,6., '0506,434 
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The estimate reached in this chapter for the total amount of 
foreign capital invested in Canada from 11)00 to 1913 is greater 
by $39,193,000, or 1.6 per cent, than the corresponding esti
mate reached in Chapter V. Considering the incomplete char
acter of the material available for a direct estimate of the amount 
of foreign investments in Canada, the complicated character of 
the indirect estimate made in the preceding chapter, and the 
necessary resort in both estimates to conjectural material, the 
two sets of total tesults are in remarkably close agreement. 

For individual years the two sets of estimates exhibit much less 
harmony. The discrepancies are especially great for the years 
1904, 1907, 1910, 1912, and 1913. It is probable that most of 
the excess in the present estimate for 1913 over the corresponding 
estimate in the preceding chapter is due to (1) the delayed inllu
ence on the present estimate of temporary borrowings made in 
1912 and converted to permanent loans in 1913, and (2) heavY 
borrowings made late in 1913, but wh'ich did not actually reach 
Canada in the form of imports until 19I4. This would also help 
to explain the excess of the present total estimate over the esti
mate for the entire period, made in the preceding chapter. The 
data upon which the present estimate was based were much more 
comprehensive for the period as a whole than for the individual 
years in the period, and the apportionment of the investments to 
individual years was perforce made largely on the basis of con
jectural hypotheses. But even though all the data used were 
complete and accurate, some discrepancy should still be expected 
between the two sets of estimates for the individual years. A 
loan recorded in this chapter as made in one year may not have 
inlluenced. until the following calendar year the data upon which 
the eswnates made in ehapter m were constructed. A public 
issue made in one calendar year may represent the funding of a 
Treasury Bill issue or a bank loan made some time previously, or 
may have been anticipated by purchases abroad on a short-time 
credit basis, and may therefore have already inlluenced the 
Canadian balance of indebtedness in an earlier year. Imports 
may be financed by permanent loans either after or before the 
imports actually occur. Other factors similar in character may 
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operate in like manner to make estimates based on the date of 
~otation of loans disagree with estimates based on the faetors 
revealing the indebtedness. Discrepancies between the two esti
mates for the individual years, due to such causes, should offset 
each other in a series of years. The closeness of the two estimates 
for the entire period confirms, therefore, the hypothesis that the 
discrepancies between the estimates for individual years are due 
in large part to the differences in time between the fiotatio~ of a 
loan and its transfer to the borrowing country in the form of 
commodities. 



PART II 

-
THE MECHANISM OF ADJUSTMENT OF THE 

CANADIAN BALANCE OF INTERNATIONAL 
INDEBTEDNESS 



INTRODUCTORY 

PART II of this study deals with the ml'Cbanism of adjustment of 
the Canadian balance of international indebtedness.. During the 
period of this study the great disturbing factor was the inflow of 
foreign capital into Canada, and the particular problem for ex
planation-in fact, what is here meant by the "adjustment" of 
the balance of international indel>tedness-is the mechaniSm of 
the process whereby the Canadian borrowings, negotiated in 
terms of money, entered Canada in the form of goods and not in 
gold. The classical school and its followers have not been wholly 
in agreement in their explanation of the mechanism of adjustment 
of international balances of indebtedness. John Stuart M"ill's 
exposition of the process of adjustment will be taken as a starting 
point for the present attempt at inductive analysis and verifica
tion, but some attention will later be given to the controversial 
phases of the a priori theory. 

The mechanism of adjustment of the Canadian balance of 
international indebtedness to the Canadian borrowings from 
abroad, granting two assumptions - first, that the period of bor
rowings followed immediately upon a period of even balance be
tween the Canadian debits and credits, and second, that the 
borrowings continued at an even and steady rate for an indefinite 
period 1 - would be explained by Mill as follows: ' 

Commerce being supposed to be in a state of equilibrium when the obli
gatory remittances begin, the fust remittance is """"S".rily made in money. 
This lowem prices in the remitting countIy, and raises them in the receiving. 
The DatUIal effect is that more commodities are el!p(Jrted than before, and 
fewer imported, and that, on the score_ of commerce alooe, a balance of 

I The _ of these assumptions applies closely enough to the period under 
study, .. hose _ three ye&IS were marked I>y a close approach to an ..... boIance 
between debit. and credits. The second does DOt apply, but is made in order to 
simplify the _ stages in the treatment of the problem. The _ coneo
tic ... will be made in the course of the discussion. 

• Prilt&i#lu '" Polilkal Eamomy, Bk. m, Chap. XXI, '4- Read "loans" in 
place of "obligatory remittances" and utribute." 

145 
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money will be COJIStantiy due hom the receiving to the paying muntry. 
When the debt thus annually due to the tn"butary muntry bec:Dmes equaJ 
to the annual tribute or other regular payment due hom it, lID further 
tnIDsmjssi"'1 of money takes place; the equilibrium of exports and imports 
will no longer exist, but that of payments will; the ""change will be at par, 
the two debts will be set oft against one another, and the tn"bute or remit
tance will be virtually paid in goods. 

Mill would agree also that the /low of gold from the lending to 
the borrowing country would be preceded in the lending country 
by a rise in the price of bills on the borrowing country to the gold 
export point, and that the price of the foreign bills would continue 
at that point during the continuance of the oUtward How of gold. 
The process of adjustment, as explained. by Mill, thus consists of 
five successive stages, occurring in the following order: 

(I) A rise in the price of bills on the borrowing country; 
(2) A How of gold from the lending to the borrowing country, 

accompanied by exchange at the gold export point of the lending 
country (and at the gold import point of the borrowing country); 

<.3) Relative changes in price levels in the two countries, prices 
rising in the borrowing country, falling in the lending country; 

(4) Changes in imports and exports, the borrowing country ac
quiring an unfavorable balance of trade and the lending country 
acquiring a favorable balance; 

(s) After the unfavorable trade balance of the borrowing coun
try had become exactly equal to the rate of borrowing, the return 
of the exchanges to parity, the cessation of gold movements, and 
the stabilization of relative prices in the two countries at their new 
levels. 

The present analysis of the mechanism of adjustment of the 
Canadian balance of international indebtedness will take up for 
examjnation the operation of variations in the exchanges, gold 
movements, changes in relative price levels, and changes in 
commodity imports and exports, in the order given, and of course 
primarily from the point of view of the borrowing country. 



CHAPTER VII 

EXCHANGE RATES AND GOLD MOVEMENTS 

ExcHANGE RATES 

EXCHANGE rates, aside from their relationship to gold move
ments, operate in the adjustment of international balances 
through their infiuenre on the profitability of export and iinport . 
of commodities and of the transfer of securities and bank:de
posits from country to country. When bills on foreign countries 
are low, that is, when the foreign exchanges in ·terms of a given 
country's currency are high, foreign goods are cheaper by the 
amounts of the discounts on the foreign countries' currencies; 
conversely, when bills on foreign countries are high, foreign goodS 
are dearer by the amounts of the premiums on the currencies of 
the foreign countries, comparison in each case being with the 
state of sHairs when the exchanges are at mint parity. H Canada 
begins to borrow from Great Britain, bills o,n London will pre
suplably be at a discount in Canada, imports from Great Britain 
will be stimulated and exports to Great Britain will be check~ 
thereby, and the fall in London bills will operate to bring about 
at least a partial transfer to Canada of the borrowed. funds in 
the form of commodities. But a proper understanding of the part 
played by variations in the exchanges in the adjustment of inter
national balances requires a clear appreciation of the differences 
between the two major classes of disturbances to the equilibrium 
of international balances of indebtedness. 

First, there are the merely temporary and casual fluctuations in 
the international balance of indebtedness about its normal equal 
balanu of debits and credits. Eve)). though the basic conditions 
were such as to bring about an even balance of international debits 
and credits for Canada in the course of a week or a month or a 
year, there would nevertheless be daily divergencies from this 
even balance, due simply to the fact that fine economic adjust-

I., 
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ments are not characteristic of complex social processes opera.ting • 
under individualistic motivation and control. Casual disturb
ances in one direction of the even balance of international in
debtedness tend to be soon offset by disturbances in the opposite 
direction, so long as the basic conditions continue to be such as to 
bring about an even biUance. And there is no reason to doubt 
that variations in the exChange rates, largely within the range of 
the gold points, are an important factor, and in many cases the 
dominant factor,.in the day-to-day adjustments of balances of in
debtedness to such disturbances. But even in the adjustment of 
casual disturbances, variations in the exchanges operatemain1y 
through their iniluence on transfers of securities and bank. bal
ances, on the settlement or postponement of maturing obligations, 
and on international short-time loans, - that is, on the direction 
and volume of immediate obligations, - and only slightly, if at 
all, through their iniluence on the volume of imports and exports. 
Tbe principal effect of the variations in the exchanges under such 

. circumstances is to minimize the How of gold where, in the ab
sence of their regulatory iniluence, gold would move in· opposite 
directions within short periods of time.' 

Secondly, when !:he even balance of debits and credits is dis
turbed by a more or less permanent factor, such as, for instance, 
continued borrowings £rom abroad, adjustment of the balance 
of international indebtedness consists not in the reestablishment 
of an even balance between all debits and all credits, immediate 
and deferred, but in the establishment of an even balance of pay
ments through the creation of an excess of trade debits over 
trade credits equal in amount to the current borrowing. so that 
the borrowed capital will enter in the form of goods and not of 
gold. If the borrowing continues indefinitely, and if the rate of ex
change is to operate continuously as a regulatory factor through 
its stimulus to imports and its check to exports, it must continue 

• Cf. J. S. Mill, Principles, Bk. m, Chap. xx, § 3: " ••• what is called ... un-
favorable exchange is an encowagement to export, ... d a cIiscouragemeIl to import. 
And if the baIauce due Os oJ small ........... and ... 1M __ oJ ""'" _.y 
_ d ... /fw_ ... 1M .,roiMry "'" ... oJ 1ratU, it is soon liquidated in colDlllDd-
ities, ... d the account aQjusted by means of bills, without the tmDsmission of 8Jly 

bullion." (Italics min .. ) 
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indefinitely to be favorable to the borrowing country. But ex
change rates cannot be for a long time in favor of a given country, 
under normal conditions of the maintenance of the gold standard 
and freedom of gold movements from artificial restraint, without 
moving to the gold import point and thus giving rise to an inflow 
of gold. 

It is true that the movements of the exchanges n<?rmally show 
& strong aversion to 1""N"hing the gold points. But this is wholly 
due to the necessarily temporary character of any.disturbance in 
the balance of payments and to the consequent probability that 
any movement of the exchanges in one direction will soon be' 
followed by a movement in the reverse direction. The exchanges· 
are prevented from reaching the gold points in consequence of 
minor disturbances of the balance of payments by financial opera
tions, -such as postponements of settlement of obligations, trans
fers of bank balances, sales of floating securities, -which either 
create payment obligations in one direction or temporarily lessen 
the volume of immerlia.te obligations in the other direction. But 
such operations are limited in their volume, and they are finan
cially attractive only as temporary transactions to be reverSed in 
their direction when the exchanges move tG the other side of 
parity. The stock of liquid capital engaged in such operations 
is used to buy in one form or another exchange on country A in 
country B at below par, with the expectstion that there will soon 
be an opportunity to sell it above par. It is these speculative op
elations which serve to keep the exchanges from reaching the gold 
points when the variations in the exchanges are due to minor and 
temporary variations in the Telation of the supply of to the de
mand for foreign bills. If the balance of immediate obligations 
aside from such speculative transactions is such that the flow of 
foreign bills will be even for a short time greatly in excess of the 
demand for such bills, the additional demand for foreign bills aris
ing out of such transactions will be insufficient to keep the rate of 
exchange from moving to the gold import point. If the balance of 
international transactions is such that, aside from these exchange 
market operations, foreign bills will continuously flow into the ex
change market at a rate in excess of the demand for such hills, 
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these operations will appear financially unattractive and will cease 
to take place as soon as it becomes evident that no early reversal 
in the direction of the exchanges is to be expected; the important 
check on the movement of the exchanges to the gold import point 
will be removed; the surplus of foreign bills will be liquidated by 
the shipment of gold from abroad. Of the checks which operate to 
restrain the exchanges from moving to the gold points, the in
:fIuence of small variations in the exchanges on the course of com
modity trade is a minor factor and the financial operations in the 
exchange market are the important element; and the latter are 
inadequate or cease altogether when the basic conditions are such 
as to bring about in the absence of gold movements a substantial 
or a continued debit or credit balance of immediate ob1igations. 
If there is a long-continued excess of foreign bills arising out of 
commercial and long-time borrowing transactions, it will not be 
absorbed by the short-time loans stimulated by the low prices of 
foreign bills, and will be liquidated only byinward gold shipments. 

But gold im,ports, if they occur, operate through tb'eir in1Iuence 
on price levels to bring about the needed adjustment of the in
ternational balance of indebtedness in such manner that there 
may be an even balance of payments, that gold movements may 
cease, and that exchange rates may retum to par. Altbough, 
therefore, a favorable rate of exchange may be expected, at the 
inception of borrowings, to coOperate with the effect on prices of 
the import of gold in stimulating imports and checking exports, 
variations in the eXchanges exhaust their direct in1Iuence, in ad
justing the balance of indebtedness to continued borrowings oc
curring at an even rate, at the beginning of the borrowings, when 
a fall in the foreign exchanges is first a preliminary to the import 
of gold aad then accompanies the import of gold. Once the prices 
in borrowing and lending countries have been adjusted to their 
proper relative levels, gold imports cease, and the excbanges 
return to parity. The balance of payments is equalized, but the 
balance of indebtedness is not. When writers insist, as does, for 
instance, Professor Hollander,' that variations in exchange rates 

1 J.B.HoIIander, UIntemational Trade Under Depreciated Paper: A CritioamU 

(01 an article under this title by Professor Taussig), ~ J_ oJ &1m ...... , 
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unaccompanied by gold movements and price changes are suffi
cient of themselves to bring about an excess of imports over ex
ports in a borrowing country, equal to the volume of borrowings, 
they not only overestimate the possible influence of variations in 
exchange on the course of trade, but they fall into positive error 
because of their failure to distinguish between what Mill called 
the "self-adjusting" variations in the exchange, and those 
"which can be rectified only through prices'" 1 

To aid in making clear what is at issue, let us consider the trade 
between only two countries, Canada and the United Sta~ as
suming, as was true for the period under study, that the . cur
rencies of the two countries are identical in denominations'and 
mint values. Before the Canadian borrowings begin, Canada. 
annually imports from the United States goods to a value to the 
American exporters of $100,000,000, and annually exports in 
payment goods to a value of $100,000,000 to the American im
porters. The supply in Canada of bills on the United States 
equals the demand for such bills; the rate of exchange is at the 
mint par; no gold is shipped in either direction. Assume now 
that Canadian borrowings begin at an annual rate of $50,000,000. 
Tbe increase in the American demand for billS on Canada un&C

compmied by an increase in the American supply of such bills 
will turn the rate of exchange against the United States. It is 
presumably Professor Hollander's argument that the Canadian 
demand for American products is necessarily so highly elastic -
or the American demand for Canadian products so highly iD.~ 
elastic - that an increase in the amount of American funds in 
the United States purchasable with a given amount of Canadian 

'VOl.:o:uii (1918), p. 678. Cf. Taussig's lq>Iy, ibid., p. 69., "Surely it _ be 
_inta;nM that such UaDsactioDs [ •••. , loans] wou1d briDg about & mo..........t 
of commodities from the lending (lOUlIUy merely through the disturbances of 
fOIeigu exchange within the limits of the gold points. F1u~tioDS in exchange 
mtes within these limits are Dever mote than & minor !actor as reg&Ids cnmmodity 
ezports and imports.» This rejoinder briDgS to beat against Ho1l&oder only the 
claim that he .",....tiOISteS the poesible woight of the exchange factor in affecting 
the """'"" of bade. I have tried to _te in the ..... thet the exchange 
rates _ opeme III all, eEept at the hqinD;ng of the period of borrowing, in 
the manner desaibed by Hollander. 

1 PritI<i;Iu, Bit. m, Ch. :xx, f 3. 
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funds in Canada, short of that which would result from exchange 
on Canada moving to the gold export point, will necessarily be 
sufficient to induce an annual excess of $50,000,000, in the im
portation of American goods by Canada, over the -Canadian ex
portation of its own goods to the United States. 

There is theoretica.lly a very faint possibility that such may 
be the order of events. There is surely nothing in the theory of 
the exchanges which makes it the necessary or even the probable 
course of events .. Were it not for the limitations on the extent of 
variation in the exchanges, resulting from the profitability of gold 
shipments when the gold points are reached, there would be no 
reason, other than the peculiar profitability. of speculation in 
the exchanges because they frequently reverse their direction of 
movement, why the variations in the exchanges should be more 
limited in their range than the variations in, let us say, the rela
tive prices of wheat and iron ore. Granted the effectiveness of the 
profitability of gold shipment at the gold points as a limitation on 

. the range of possible variation in the exchanges, there is no funda
mental reason why the continued and substantial excess at mint 
parity of the demand for over the supply of foreign bills should not 
take the exchange on the foreign country to the limit of that range 
of variation, that is, to the gold export point. On the contrary, it 
would be surprising if, under the circumstances stated, the price of 
foreign bills did not immediately rise to the gold export point, and . 
then, after some gold bad been exported, return to par; 

Professor Hollander appeais to the high authority of Ricardo 
in support of his contention that the adjustment of the balance 
of payments to foreign borrowings is effected without gold ship
ments through the influence of variations in the exchanges within 
the gold Points on the commodity balance of trade.' But Ricardo 
inaintsined that the adjustment of the commodity balance of 
trade to capital borrowings came about automatically and without 
the intervention of gold movements. He does not appear ever 
to have stated in any of his formally published writings that 
variations in the exchanges played any part in the adjustment 
of international balances to capital borrowings or similar dis-

, J. H. Hollander,,,, ciI., I). 6,.. 
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.turbing factors. In personal correspondence, with Malthus, how
ever, he conceded that variations in the exchanges were part of 
the mechanism of adjustment of the commodity balance of trade 
to a subsidy. But he also conceded that if a substantial subsidy 
were granted, gold movements would be necessary; that is, the 
rate of exchange on the subsidyCreceiving country would move 
to the gold export point-l 

CatuUiian Dealings in F o,tign Exchange 

Canadian transactions in foreign exchange and. in monetary 
gold are carried on almost wholly by way of New York. A sup- , 
ply of bills on London in excess of the amount needed to meet, 
current obligations in Great Britain would be sold in,LondOn or. 
New Yark for American funds, and similarly a shortage of ster
ling bills in Canada would be met by purchases of sterling ex
change in New York or by sale of New York funds in London 
rather than by direct dealings with London. Tbe rates of ex
change between Canada and England are governed more by the 
triangular relations of London and Ca.na.da with New York than 
by the <Urect relations between Canada and England. The New 
York excbange market carries the burden of the Canadian supply 
and demand of sterling bills, and the volume of sterling-exchange 
tra.nsa.ctions in New York on American account is so much 
greater than the volume of tra.nsa.ctions on Canadian account 
that in all probability the New York rates of sterling-exchange 
are not appreciably influenced by the transactions on Canadian 
account. The 'Canadian rates for sterling exchange, therefore, do 
not accurately reflect the state of the balance of payments be
tween Canada and Great Britain. The New York rate of ster
ling exchange swings the Canadian sterling rate along with it. 
Unless the American balance of payments with Great Britaht 
always coincided with the Canadian balance of payments with 
Great Britain, the Canadian rates of sterling exchange would 001; 
always move in sympathy with the Canadian balance. Canadian 
exchange transactions with countries other than Great Britain 
and the United States are comparatively unimportant, and are 

1 LdI<n of ~ Ie MoIlittu (Jamesllonar, editor), Oxictd, 1887, p. 20. 
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almost invariably handled through London or New York. The 
operation of variations of exchange rates as part of the mechanism 
of adjustment of international balances, whether of payments or 
of indebtedness, must be sought, therefore, in so far as Canada 
is concerned, in the exchange relations between Canada and 
New York. 

Throughout the greater part of the period under study, New 
York funds were generally - although not continuously - at a 
discount in Montreal and Toronto,. thus .reflecting the general 
prevalence or an excess in the supply of over the demand for 
foreign bills in Canada. This was the result to be expected from 
the continued flotation of Canadian loans abroad, not at an 
even rate, but in megultWly increasing 1>olume. The generally 
upward trend in the rate of borrowings abroad would explain 

. the generally present discount on New York funds. The irregu
larity in the rate of increase, and especially the sporadic recur
rence of decreases, in the volume of borrowings abroad, would 
explain the occasional appearance of premilll:llli on New York 
lunds in Canada. The exchanges may therefore be presumed to 
have fluctuated in conformity with. the theoretical expectations 
under borrowings abroad in fluctuating volume. At the incep
tion of foreign borrowings, and at each increase in the rate of 
foreign borrowings, New York funds should have dropped below 
par in Canada. When borrowings had been maintained for some 
time at an approximately even rate, New York funds should have 
been at or near par. When the volume of borrowings declined, 
New York funds should have been at a premium. Detailed in
ductive verification is not feasible, because the effect of the bor
rowings on the exchanges is inextriCably bound up with the 
effect of the casual disturbances in the Canadian balance of pay
ments with other countries, due to minor and temporary causes. 
In general, however, the trend of New York exchange in Canada 
was in conformity with the theoretical expectations.' 

I E. L. Stewart Patterson and Franklin Escher, Ba..m.gl'rodko GIld For..". 
EuIItm, .. Canadian Edition (M .... nder Hamilton Institute Series 011 Modern 
lIuJineIs), 1914> p. 4,8: "Until 1912 New York funds in Canada were generally 
at a diKonnt, averaging bet ...... 1/64 and 1/3' of 1 per cent, and this in face of 
the fact that the !IO-C&lled 'balance of tmd.' was alwaY' against Canada •..• 
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Nevertheless, the pecuIiar relations existing between the Amer

ican and Canadian financial markets render it highly improbable 
that variations in the New York exchanges were an appreciable 
factor in stimulating Canadian imports or checking Canadian 
exports even at the inception of borrowings or at periods when 
the rate of borrowings increased. American gold coin is legal 
tender in Canada at its face value, and is the predominant ele
ment in the gold reserve!? of both the government and the banks. 
It can pass freely between the two countries as money. There 
is, therefore, no delay nor brassage charge, for reminting, nor any 
loss in value because of wear and tear of the coins, when American . 
gold coin crosses the Canadian boundary. Gold shipped from 
New York after banking bours of one day reaches Montreai be
fore banking hours of the next day, SO that time lost in shipment 
is not a factor. As a consequence the difference between the 
mint par and the gold points is virtually equal to the bare trans
portation and insurance costs. During the period under study, 
a shipment of gold could be made between New York and Mon
treal at a cost of 70 cents per thousand dollars. A Canadian 
bank would import gold, therefore, as soon as a rate of 1/16 to 
5/64 of 1 per cent discount on New York funds was quoted, and 
would ship gold to New York before a premium of 1/16 to 5164 
of I per cent was quoted.1 So narrow was the norma.1 range of 
variations before 1914 that market quotations were considered 
only for very large transactions, the banks charging a flat rate on 
small counter transactions irrespective of the market. ItisinC!)nc 
ceivable that variations in exchange rates within so limited a 
range could have exerted an appreciable influence on the Iela.tive 
volume of Canadian imports and exports. 

This abDOn11al amditioD was due principally to the steady lIow of British and 
foreign capital mto C8lw!a during the period _ to, the relative eyeball&" 

0 __ being elfected through Ne .. YOrL With the diminutioD of the wIume 
of these inwstments and the <:OllStantiy iDaoasing remittana:o to Europe on ..,. 
COWlt of dMdends, iDWest, etc., the position is pdually IeYeZSiDg; siDce '912 

the tcDdea<y of the ~ mark.t foI N .... Yoli funds bas been """" OI less 
against Canada, and the a~ DOW would probably .... Ii out at par or a slight 
pzanium..Jt 

, &..moe Pradia_ "-P -{e, P.419. 
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GoLD MOVEMENTS 

It has been shown above that variations in the e;l:changes 
could not have been a significant factor in the adjustment of the 
Canadian balance of international indebtedness. The restricted 
range of possible variation between the gold points in Canadian 
exChange rates on New York should have resulted, it may be 
supposed, in an accentuation of gold movements. Some ec0no

mists, it is true, have denied that movements of gold and con
sequent changes in relative price levels are a necessary or even a 
usual phase of the adjustment of trade balances to borrowings. 
Their reasoning can be more conveniently examined in a later 
chapter when the relationship of changes in price levels to the 
adjustment of international balances is investigated. In the 
remainder of this chapter the actual movements of monetary gold 
into and out of Canada during the period under study will be 
analyzed with a view to testing the explanation offered by Mill 
of the part played by gold movements in the mechanism of ad
·justmen~ As a preliminary, it is necessary that there be pre
sented the essential facts concerning the monetary use of gold 
in Canada. 

Although -Canada has a substantial annual production of gold, 
almost all of it during the period under study was sent out of 
Canada to be smelted and refined. Until IgaS no gold coin was 
minted in Canada, and from IgaS to I9I3 the gold coin minted 
in Canada amounted only to $4,853,000.' With some minor 
exceptions of no material importance, gold is used in Canada, for 
monetary and reserve purposes, only in coined form. There is 
no relationship, therefore, direct or indirect, temporary or per
manent, between the Canadian production of gold, and Canada's 
stock of monetary gold.' 

There is no hand-to-hand circula.tion of gold as money in 

1 Cf. SfI/IN, p. lIt Table II. 
I J. F. Johnson misintexpret6 the lIituation, therefore, when he supportt his 

claim ~t, exporb and imports of monetary gold are of sman consequ.cac:c in 
Canada, by the stltement that the output of Caaada'. own mines is mo", tbtn 
BUfficient to furnish the annual increment in the banking reserve. rh Ca.arllll 
BtmlliNI $,-, pp. 80, 81. 
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Canada. Its monetary uses are confined in Canada to the fol
lowing: (I) as a reserve held by the government against its own 
issues of paper money and against deposits in the government 
and postal savings banks; (2) as a reserve held by the banks 
against their demand liabilities and to obtain the needed amounts 
of government currency; (3) in settlement of balances betmren 
banks; (4) in settlement of foreign transactions by the banks. 

(I) The only form of government currency in Cwda, other 
than silver and bronze subsidiary coinage and the small amOunts 
of Canadian gold coin, is the "Dominion note" or "legal tender." 
Before 19"3 the Minister of Finance was authorized to.issue 
$20,000,000, and from 1903 to the end of the period under study 
$30,000,000, of these notes against a. reserve in gold of 25 'per 
cent of that amount. He could issue notes in excess of the stated 
maximum without limit, but only in exchange for gold, dollar 
for dollar. Over 75 per cent of the circulation was norma.lly ~ 
notes of denominations of $500 or over, most of these being 
"special notes" valid only between banks and with the govern
ment itseH when tendered by a bank. The government has a 
monopoly of the issue of $1 and $2 notes, and the circulation of 
Dominion notes outside of the banks is almost wholly confined to 

. these denominations. The uncovered issue of Dominion notes 
was so small during this period that the notes were virtually gold 
certificates and were commonly regarded as such. Since July, 
1903, the government has also held an additional gold reserve of 
10 per cent against the deposits in the government and the postal 
savings banks. These deposits were comparatively small in 
amount and underwent little fluctuation, so that the gold reserves 
on this account never exceeded $8,000,000 nor fell below $5,000,-
000 during the period under study. 

(2) The Canadian chartered banks 1 are authorized to issue 
their own notes in denominations of $5 and multiples thereof to 

I Practically an the banking in Canada is done by the "cbartered banks," the 
only .. ceptiona being the Govemmeot Sa";,,g. Bank, the Postal Savings Bank, 
aDd two unaIl savings banks with old charters. Savings banking is done by the 
cbartered baDks as a special department of their general banking business. Trust 
aDd 10an companies aa:ept deposits, but they are Dot required to maintain gold ........... 
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the amount of their p8.l"'d.up capital, except that from 1903 on 
they were a'Uthorized to exceed this maximum during the crop
moving season by 15 per cent of the amount of their paid-up 
capital and reserve, and from July, 1913, to the end of the period 
under study they were authorized to issue notes to any amount 
upon the deposit in a "Central Gold Reserve" of an amount of 
gold or Dominion notes equal to the amount of their excess issue 
above their paid-up capital. There is no statutory requirement 
as to the amount of reserve to be kept by the banks against their 
demand liabilities, but the banks are required to keep at least 40 
per cent of their "cash reserves," that is, gold and Dominion 
notes, in the form of Dominion notes. Tbe original purpose of 
this provision was to assure to the government the continued 
circulation of the uncovered part of its issue of Dominion notes, 
but in practice the banks find it convenient to keep a larger part 
of their reserves in Dominion notes than in gold. 

6) In settlements of balances between banks very little use is 
made of gold, becauSe of the cost and risk connected with its 

. transportation. Dominion notes serve the purpose better, es
pecially as the "special notes" valid only between banks protect 
the banks against loss from theft. Theoretically the banks need 
not keep any gold in their reserves, in so far as Canadian transac
tions are concerned; except as a means of obtaining Dominion 
notes wbenever they are needed, since the government will 
issue Dominion notes to the banks upon demand in exchange for 
gold. 

(4) Tbe banks, however, always keep a part of their reserves in 
the form of gold in order to be prepared to meet immediately any 
demand for payments outside of Canada. H all their reserves 
were in tbe form of Dominion notes, some delay might ensue at 
critical moments in exchanging Dominion notes for gold at the 
redemption stations of the Receiver-General. 

The direct use of monetarY gold in Canada is confined, there
fore, to international payments and to the exchange, with the 
government, of gold for Dominion notes or of Dominion notes for 
gold. There is no open gold market in Caoada, and foreign obli
gations or claims of Canadians are liquidated through the banks. 
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No <Oanadian ever has any need, or makes any call, for gold coin 
for domestic monetary use.' The coin in the reserves consists 
mainly of United States and British gold coins, both of which are 
legal tender in Canada, the sovereign at $4.861 and United States 
gold coin at its face value in dollars. 

The total stock of monetary gold in Canada on December 3I, 
I913. was all follows: • 

Held by ReceiveI-General: 
Iteserve agaiDst issue of Dominion DOtes. • • • • • • •• 108,687 
Iteserve agaiDst saviDgs bank deposits. . . • . . . . . . . 5,486 

Held by hanks in Cauada: 
"Specie'" in. vaults . . ~ ............... - . . . . . . . . . 25,944-
Gold in Centtal. Gold lI.eserve. . • . . . . . .• . • . • . • . . . ',197 

Total ................................... . 

l:I4tI '13 

On the same date the holdings of Dominion notes by the banks. 
including holdings in the CentIal Gold Reserve, amounted to 
$III,I78,000, of a total issue of $131,187,000. The amount of. 
Dominion notes in the hands of the public was therefore ap
proximately $20,000,000, or slightly less than"the maximum un
covered issue, $22,500,000. 

The official Canadian statistics of imports and exports of gold 
coin, it has already been pointed out,' are too inaccurate to be 
usable. The official statistics of the amounts of gold held in 
government and banking reserves are issued at monthly inter
vals. As no gold circulates in Canada, these statistics provide 
an adequately accurate measure of net gold movements into and 
out of Canada.' . 

• "In theory ows is .. gold .tandanI with a Gold Cunency. But in pl&CIioe it 
is Gold Standanl without the Gold Cunency. • •• The curreDCY used every day 
by ordiDary folk consists of silver and bronsi tokens, from ODe cent to fifly cents, 
Dominion notes, and the notes of the charten:d hanks." James DoDar, &tmoooi& 
JOWWtJI, J ...... "9'''' p. 298· 

1 Caf14d4 GdUlU, January and Febrwuy. :1914. 

• P.J3,"'''''' 
• Not absolutely accwate, howe ... , because: ( .. ) until July, '91.3. the hanks in 

their reports to the Go_ did not sepamte specie held in Canada from specie 
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The table on page 161 presents the net changes from month 
to month in the monetary stocks of gold in Canada, the l10verage 
monthly change in each year, and the average monthly Ca.nadian 
debit balance of international indebtedness in each year. 

The data presented in this table appear at first glance to 
be strongly confirmatory of the theory that borrowings from 
abroad enter the borrowing country in the form of goods only 
after a preliminary flow of gold .. The absence of monthly statistics 
of the amount of borrowings abroad prevents a detailed compari.
son of the dates of the variations in the direction and quantity of 
gold movements a,s compared with the ilates of the variations in 
the amounts of flotation of foreign loans and their entrance into 
Canada in the form of goods. Never~less, Ure table shows that 
in general the inflow of gold was greatest in the years in which the 
excess of the Canadian borrowings over Canadian loans was great
est. It is significant that, with the sole exception of 1909, every 
decrease in the rate of inward flow of capital was accompanied 
by an outflow of gold either in the same or in the preceding year, 

. in spite of the fact that the general expansion of population and 
industry in Canada during the period under study made neces
sary a corresponding expansion in the gold reserves. 

It is not to be expected that the prdiminary gold import, neces
sary according to Mill if borrowings are to enter in the form of 
goods, should be as great or nearly as great as the amount of 
the borrowings. Nevertheless, the variations in Canadian gold 
stocks appear too small to have been the effective means of ad
justing the Canadian balance of indebtedness to the borrowings 
from abroad, especially when the size of these borrowings, and 
the lack of important coOperation in the adjustment of balances 
from variations in exchange rates, ~ taken into consideration. 
The boriowings fluctuated cOnsiderably from year to year, and 
the monthly fiuctuations were in all probability relatively much 

held elsewhere, and .. sort to estimates is necessary in deducting from the _I 
specie holdings of the banks the specie beld outside of Canada; (6) the tenn "specie" 
w;ed by the banks includes small amounts of subs!dlaJy silver and bronze cunency; 
(.) minor contributions to the Canadian gold reserves weft: mad. from 1'}08 to 
1913 from coin minted at the OaDsdian mint fox: which there are DO monthly at. 
tistics. The a_te enor arising from these three facto .. must, however, be small. 



TABLE XLV 

)lONTBLY hrCUASD AND DECKEAS£8 IN THJ CANADIAN STOCKS OJ' MONETAllY GOLD, 1000 'l"O 1913 t. I: 

[ .. liunMalld.r !Jf 411IlM' 

.... .... .... ·m .".. '00' '006 '00' 1008 '000 1010 IOU: --- - - - - - - - -
J8Iluary ........................ • '37 465 499 679 .,8 I,-pp 1,113 ~,OJ' 1,838 I,SO~ "9 
Febnwy ....................... • ., 61 4fJ6 soB 64fJ 9'3 I,nl 12. 1,984 2,100 688 
March .......................... • 448 ... 395 1,4$' 104 597 1,365 149 1,051 1,589 '46 
April ........................... • 603 403 1,770 1,115 144 10 1,747 2,999 458 1,483 1,70ll! 

M.y ........ ................... • "9 ',536 4,B'9 85' t,1I9 2,910 ',363 1,043 9°' 1,591 8,1:26 
June ........................... • 81 184 ,00 li.66 "9 1,159 1,411 " 1,784 l,oJ6 677 
July ............................ • 74 332 39' 1,336 1,560 X,OSI 1,489 :1,'113 .6. 3,9B• 2,392 
August ......................... 550 16 7' 634 1,670 767 1,019 1,444 6,30 4 3,593 643 1,970 

SOptembar ...................... 30~ 441 399 1,284 :1,114 6'3 3'9 7'7 5,090 1,lU 943 1,018 

Octobar .... , .................... 895 X,213 2,577 1,151 564 1,657 4,933 ',356 1,549 149 4,US 1,869 
Novembar ...................... 3' I,IS' 1,038 5·8 33° '33 543 17' 11,708 8,7'5 ',404 13,054 
Decembar ....................... 380 .8. 9'3 696 148 ',179 3,415 5,·gB 1,017 3,509 1,,60 3,"3 
Total In"""", 01 Decrease ......... 2,15.8 ,63 5,38, n,on 7,84' 315 5,078 4,201 '1,674 6,818 11,086 28,190 
Average Monthly Variation ....... 43' 39t BI6 1,101 1,009 806 X,$25 10775 .,X45 2,131 ',897 2,925 
Average Monthly Inc_ or De· 

crease .•..•••..... , .........•. 43' 64 449 9'3 654 .6 4'3 350 .,806 568 999 2,349 

AVlIllAGIt MOII1'III.Y DEBIT BALANCIt o. INDEB __ .' 

IOU --
1,583 

9.6 
1,369 

398 

49' 
91 

3,857 
1,519 

789 
646 

6,710 
10,484 
1,334 
1,405 

III 

.,808 4"(;41',55714,37519,344 8'''91 8,089 13,415 t8,68·1·6,12. 18,7'8 '9,850 136"50 

• D~ID ltalb. • Computed from Tab1e·XXX. p. 11;1$, '":two. 

10., -
744 

3,o4fl 
166 

1,454 
1,.,82 
3.505 
4,663 

314 
11,110 

43B 
'5,485 

519 
'9,458 
2,852 

1,612 

36.090 

, Computed from oflidal reportt of ~.Gttti!:ral and of Ixu:tb II publlahed 
monthl,y in Carl440 GIIUUI, From the hold1np of spoclc iD CanAda and elsewhere 
nsported hl" the butU, dedu.diim ,... made for each month, of '7 pel' cent of tba 
unount of depositl outlide of Cuwla. See p. so. Tab'" D, 1lO1o I, I'M,.,'. 

, lnIu.t1iclent data publlihtd to Dllkc pouible the p:reHnt cak:olatloD. for thelO 
montlul. ... 

0-.. 
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greater. H variations in exchange rates and in gold movements, 
operating, through their influence on relative prices, on the profit
ability of import and export, comprise the entire mechanism of 
adjustment of trade balances, should not the tremendous and 
irregular inflow of capital into Canada have been accompanied 
by gold movements much more substantial and marked by much 
greater fluctuations than are indicated in the above table? When 
consideration is given to the fact that most, if not all, of the gold 
movements can be adequately explained by reference to internal 
banking and currency conditions in Canada and without direct 
reference to the borrowings abroad, the question just raised ac
quires even greater significance. In the five-year period from 
August, 1901, to Augost, xgOO, the only netJnonthly change in 
the Canadian stock of monetary gold which exceeded $3,000,000, 
namely, the increase in May, 1903, amounting to $4,829,000, was 
due to the coming into force of the Savings Bank Act of 1903, 
which for the first time required the government to keep a reserve 
in gold - 10 per cent - against the deposits in the Government 

. Savings Bank, and cannot therefore be attributed to the influence 
of Canadian borrowings abroad. The general upward trend of 
the Canadian monetary stocks of gold during the period under 
study can reasonably be supposed to refiect nothing more than 
the fairly steady growth in the Canadian need for currency and 
banking reserves during a period of expanding population, in
dustry, and commerce, and of world-wide buoyancy in prices. 
Further analysis is necesSary, especially of the relation of gold 
to banking in Canada, before the data presented in Table XLV . 
can be justifiably offered as a satisfactoI)' inductive verification 
of the theoI)' of gold movements as expounded by Mill and other 
writers of the classical school. 

The goVernment holdings of gold were strictly regulated by 
statutOI)' requirements. The government reserves against gov
ernment savings-bank deposits clearly were independent of the 
inwUd flow of capital into Canada, and may therefore be disre
garded in the search for evidence of the influence of borrowings 
abroad on Canada's stocks of monetary gold. With the excep
tion of the original issue of the uncovered portion of the Domjnion 
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notes, the government never takes the initiative in the issue of 
these notes but awaits the presentation of gold for notes before 
putting them out into circulation. The uncovered issue of Do
minion notes during the period under study never exceeded by 
more than a few million dollars, and often fell below, the amount of 
total circulation of Dominion notes outside of the banks. With 
respect to its holdings of gold against the remainder of the Do
minion notes, the government, therefore, was virtually acting as 
custodian for the gold of the banks. If the government holdings of 
gold are disregarded, and the bankholdings of Dominion notes are 
treated as if they were gold, analysis of the relationship between 
Canada's gold stocks and borrowings abroad may be confinoo to 
the bank holdings without any appreciable error. The next chap
ter deals with the relationship of the Canadian banks to gold 
movements into and out of Canada. 



CHAPTER VIII 

THE CANADIAN BANKS AND THE ADJUSTMENT OF 
INTERNATIONAL BALANCES 

THE "CASH REsERVES" OJ!' THE CANADIAN BANKS, AND GoLD 
MOVEMENTS 

THE holdings of specie and Dominion notes of the Canadian 
banks are known as their "cash reserves" against demand 
liabilities. The monthly reports of the-banks to the government 
have, since August, I9OO, been sufficiently detailed to permit of 
the separation of the items reiating to their operations in Canada 
from those relating to their operations outside of Canada.' The 
total demand liabilities in Canada include the note circula.tion 
of the banks, their "demand" and "time" deposits, and the de
posits of the Dominion and provincial governments with the 
banks. The" demand" deposits represent non-interest-bearing 
commercial deposits payable on demand. The" time" deposits 
represent interest-bearing deposits of two classes, not separated 
in the returns: interest-bearing commercial deposits payable on 
a fixed date, and savings deposits payable only after notice. In 
practice the restrictions against free checking on time deposits 
are not strictly enforced. In addition to the "cash reserves," the 
larger banks maintain "secondary reserves" outside of Canada, 
in the form of loans on call, mainly in New York, and net balances 
due from banks outside of Canada. The official returns are made 
monthly as of the final day of the month. 

Chari II presents for three-month intervals the amounts of 
the total demand liabilities in Canada of the Canadian banks, the 

'. This does not hold true of the bank .. turns of l>oldjnp of specie and DomiDioD 
notes, which did not separate holdinp in Canada from hoIdinp eIsewh ... than 
in Canada until July, '9'3. For the method used in this study of estimating the 
amouDts of specie holdinp in Canada, see p. 30, ""iN- The holdinp of DomiDioD 
notes outside 01 Canada WeIO negligible in amount and may he salely disregarded. 
During the Jut six months of 19'3. when they WeIO separately reported, they aft<
aged under '1:5tOOO. 
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DATA OF CHART n 
CASB Rl!SDvEs AND 5E<:otmu.y REsu.VES OF CAN_ BAJIES, 

1900 TO 1"913 I 

1" _toh of doIlan 

Cub ftIIIftU in Cauda. _ ........ -
Total d""",,, 

Date liahilitiea in 'hrctDt of Paoceatof 
(as 01 tiDal day in CuwIa' ........ ..tal ... 

.... "'l - - mand "-at ....... 
liabilitia in liabilities hi 

Canada Canada 

,goo September .. 340.876 26,702 7·8 4'.389 12-4 
December •.. 356,140 28,083 14 39,444 lI.l 

,go, Mardi ...... 354,2<13 28,oS6 74 4',89S u.t 
June ....... 37'_ 27,105 .703 47.324 1:2'·7 

September .. 386•833 25,973 6·7 60,137 '5.6 
December •.. 397.798 27,646 6·9 s8,796 14-8 

.goo MardI ...... 391 .500 28,215 7·' 51,711 13·2 

JUDe ....... 407.800 _'5 7-4 59.15' 14-7 
September .. 4 2 7,654 29,179 6.8 64.973 15·2 

December .. 440.301 31,312 7·1 59,653 13·S 

'go3 MardI ...... 431,802 3 2,1$3 7.J 47.731 .04 
Jun<: ....... 445,806 37.396 8-4 4,,250 .0.6 
September .• 46'_ 39.041 8-4 SS,..s ..... 
December •. 4'lOt23I 41 ,181 S.8 52,2,38 11.1 ,_ 
MardI ...... 413.395 40,341 8.5 51,021 10.8 

June •....... 493.s07 42,734 8.7 49.569 lo.co 
September •. 511,655 47,221 1).. 69,183 13·S 
December ••. SJO.S75 49.455 1).3 74,1)96 14-1 

'goS Mardi ...... S24,su 48,465 g •• 72,542 '3.8 
June ....... 541,529 46,298 8·5 65.559 12.1 

September .. 568.63' 49,615 8·7 85.650 15.1 

D ...... ber ... 593,762 SOt213 8·5 ?7~99S 13·1 

,got; Mardi ...... 601,206 48,633 8.1 73.843 1203 
JUDe ....... 620,588 49.669 8.0 69.690 II.2 

September •. ~ 50.960 7·9 82.MS 12.8 
December ... 683.741 57,106 8.4 7'.39I 10.6 

'907 Mardi ...... 66I,soB 54.670 8.3 5'.3lI9 74 
June ....... 68o,6ro 59.595 8.8 62'.268 9·' 
September •. 685,181 62.556 1).1 68,o4I 94 
December .. 656.157 66,003 10.1 so,lII9 7.8 
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DATA OF CHART U-__ 
CAsa __ AND 5EcoN»AllY __ op c.u.AI>IAN BAND, 

%900 TO I91J" 

In ~ oj doI/tJn 

Cub racnts in Ca.da. Secondary rest:r'ftS& 

Tota1 dmwtd. 
Ilt .. tiabilitia in Per c::ent of .... -.. tas of final day in Caoada' total do- ..""do-...... ) - - mud Ammmt mud 

liabilities in liIiliilitiell iD. 
Caoada Caoada 

'9f18 March ...... 63:1,731 61,039 !)-1 651304- 1,0..3 
June ....... 648.264 03.564 g.8 1800'S ".0 
September .. 687 .... 7 16,26'(' 1..1.1 no.3So .o.!! 
December .. 7I8092' 81,849 11.2 141",562 '904 ,_ 
March ...... 733,7:lJ 81,686 II.!: 1451113 19.B 
June ....... 714,$09 81.600 100S '5<>0413 '904 
September .. 8'40984 83,325 10.. 168,752 20·7 
December ... 8,404,' 871911 10.1 '64.345 .8.8 

IprO March ...... 883.563 87.860 9·9 IS8,919 18.0 

JUDe ....... 9 23,462: 8,,48. 9·5 1050454' '7·9 
September .. 945,823 91,955 9·7 163.171 1'·3 
December .. 943.508 970420 10·3 123,072 13·0 

zgEZ March ..... 9470442 98,524 .0-4 1:2I,208 u.8 
June ....... C)93,2q2 101,117 10·7 1451322 '400 
September .. 1,023,532 101,467 zo·S 1'41,538 '4-4 
December .. 1,061.209 UI,4I 8 II·4 .I:z8,699 12.1 

Z9EZ March ..... 1,070,675 IIS,357 Il.I 737PZ3 12.8 
June ....... Itl 44tu6 116,219 ZO.2 170 .364 '409 
September .. 1,154,528 119,86"1 .0-4 1"47,036 12·7 
December .. 1,162,018 113,565 g.8 123,312 .0.0 

1913 March ...... :I,1'1.7,88,I 113,925 10.1 123,201 10·9 

June ....... 1,1:32-,098 II4,7S9 10.I 1190058 .0-5 
September .. 1)148,064 1I8,64s 10·3 1I~6 9·0 
December .. I,I47,022 130,705 - 1104 129,820 11-3 

1 Data from. Moathl7 Baak Returas u pab&hed in c.-G.u.II4. 
'Note dm>Ia6oo, demand _ ..... do_ ..... _ of DomiDioa .... _ 

i4ia~ 

• Domiaioa. DOtes ud specie held ill Canada. F« method of estimating amount of apecie he¥- m 
Cuwia. .. P. 30. Table n. DOte ~~ ZMInJ. 

• Call loaDS __ hen:: than.in CuwIa., and net balaca due from. baab outside Canada.. 
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cash reserves and the secondary reserves against these liabilities, 
and also the percentages of each of these reserves to the total 
demand liabilities in Canada. The total demand liabilities, if 
allowance is made for seasonal fluctuations, rose constantly and 
at a fairly regular rate except for a temporary recession during the 
depression of 19"j'-I9Q8andagainin 1913. The cash reserves also 
iricrea.sed in about the same relative proportions, so that the 
curve indicating the percentage of cash reserves to total liabili
ties is nearly horizontal and is free from sharp fluctuations. Even 
without further analysis, the chart indicates an unusual degree of 
steadiness in the cash reserve ratio and, therefore, of power of 
conttrubytheb~. _ 

The data in the chart are drawn from the bank returns for 
single days at three-month intervals for the system as a whole, 
which included over twenty b~ with an aggregate in 1913 of 
over 3,000 branches scattered OVer a great area and, in some cases, 
not in easy communication with the head offices. Casual or tem-

- porary variations in the inflow of deposits, the grant of loans, 
the withdrawals of cash, should he expected to bring about tem
porary fluctuations in the cash reserve ratio about the normal 
or desired ratio. The fact that the data are for single days 
should make the chart reflect fully these temporary fluctuations, 
where weeI>ly or monthly averages would smooth them out. 
There would he a tendency, it is nue,for variations in banking 
operations, if they are due to local or casual circumstances and 
not to some general factor operating throughout the countrY, to 
offset each other in the aggregate returns of the entire banking 
system. But the temporary fluctuations operating generally 
throughout the countrY should lead to fluctuations in the cash 
reserve ratio of the system as a wbole. Also, since each bank has 
its own cash reserve policy and there are ouly relatively few 
b~, temporary fluctuations in the relative proportions of de
mand liabilities of the individual b~ should tend to bring. 
about fluctuations in the cash reserve ratio for the system as a 
whrue; even though the aggregate demand liabilities of the sys
tem remained the same and even though each bank maintained 
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its Qwn reserve ratio unchanged. Many factors were operating, 
therefore, to. make the cash reserve ratio of the system as a whole 
vary' somewhat from day to day, even though it were the deliber
ate endeavor of each of the banks to maintain its own ratio at 
a constant level. 

There were other factors which led the hanks under oertain 
circumstances deliberately and of their own accord to change 

, their cash reserVe ratios. The several items which make ~p the 
total demand liabilities 'of the hanks differ in their reserve re
quirements, and variations in the relative proportions of the 
several items would therefore require compensatory variations, 
in the reserve ratio. Slight variations in the reserve ratio from, 
time to time are therefore consistent with the successful ca.rrYmg
out by the banks of a pollcy Qf maintaining the reserves 
constantly at the minimum ratio. to demand liahilities that is 
consistent with safety. 

There is abundant evidence that even the general upward 
trend in the cash reserve ratio was due to deliberate adjustment 
Qf their reserves by the banks to the changing character of their 
demand liabilities. The safe minimum reserve ratio is higher for 
demand deposits than for time deposits and highest of all for 
note circulation.' Table XLVI shows that from 1<)08 on, time 
deposits were a decreasing percentsge of the total demand liabili
ties of the banks and that therefore what would have been an ade
quate reserve ratio in the early part of the period would not have 
sufficed for the later part of the period. 

Moreover, it appears that other changes were occurring in the 
character of the deposit liabilities of the banks, which made a 
higher reserve ratio expedient: 

. • . The character of the bank liabilities in Canada. has been chang
ing in the past haIf-dozen yea.tl!. [I • •• , 1907 to 1913.] The banks now hold 
.. relatively larger amount of funds which must be considexed as imminent 
liabilities. Among these .... balances carried in current account by foreign 

1 It has been estimated that on the average the call on Canadian banks is twiCe 
per a.nnum for time deposits, 25 times per annum for demand deposits. and 36 times 
per &IUlum for notes. (B. E. Howard. II A Few Fundamentals - Credit Currency," 
M-, Timu. March 30, 1923.) 
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corporations, and special deposits on account of home corporations destined 
for meetiog expenditures on w<>rks 01 one kind or another. When these 
items bulk so largely in the liabilities it is necessary to carry a larger ratio 
of reserve.1 

In addition, the growth in population, and especially in urban 
population, the increase in the number of bank branches from 
708 in 1900 to 3,140 in 19.13, the improvement in means of com
munication, were all operating to increase the rapidity of circula
tion of bank notes and deposits and thus to rwe the danger level 
for bank reserves. In Canada the banl<s regularly present each 
other's notes for payment either directly or through tJui clearing 
houses in the same manner as checks.! Canadian clearing-house 

1 H. P. M. Eckardt, UThe Immediately Available lleserve," JtnIf'1JIII oj JIg 

C_ Btml<.,s' A~ voL Xl[ (July, 'Q,l>, p. 2SO. 
o In periods of high currency demand, especially at crop-moving seaso .... the 

statutory limitation of each bank's maximum note-issue to the &mOunt of its paid-

TABLE XLVI 

PncE.NTAGE TO TOTAL DEllAND LuBILlTlES IN CANADA em NO'IE, DEllAHD 

DEPOSIT, Alm TD£E DBPOSl'I LIABILlTlES. 1900 TO 1913' 

Per::FliaO:= de-
l'_::,ru of total .... 

maD. liabilities 

Da .. No'" n.. Time Dat< Note De- Time 
cittu· mom! de- cireu- mamI de-
lation de- ...... J.tioa de- ...... ...... ...... 

1900 September '4·1 29-\1 53·7 19O? Maxch u·S '4·7 61,1 

1901 Maxch .... '3-4 25·6 59·3 September 11.6 24·7 6'·5 
September '4·5 25.0 58.7 19oB Maxch •. , IQ-\1 23·5 6'·9 

19oz Maxch .... '3-4 23·1 6I.~ September XI.I .6·1 59·1 
September '4·3 26.2 51·9 1909 MaTCh .• ' 9-4 '1-4 60·7 

1903 Maxch , ••• 13·3 '4-6 60-4 September 9·1 '9-4 58 .• 
September '3·8 .?,. 59·5 19IO Maxch ..• 8-\1 28.0 sB.3 

1904 March .... 12.6 22·5 62-9 September 9-' .8-\1 51·1 
September 12·5 '4·5 61-3 I91l Maxch ... 8.6 29-4 58-4 

1905 - .... n.:! '4·6 62·3 September 9-5 30.6 56-4 
September 12·3 '4·8 60.9 I9U Maxch •. , 9.0 3'.0 56.6 

1906_· .. • n.o '5-4 61.1 September 9.0 3'-4 55·5 
September 1:2.0 26.0 60.0 19'3 Maxch ••. 9·1 3'·7 55-\1 

September 9-1 33·2 54-I 

1 Computed from McmthJy Bank Rctuma in CGlI8d4 GGMIL '!'he total denwld 6abilitieI iDc:klde. 
alto, small amouDt& of rovemmart depasila. ~ for which an JHtt sma in thii table. Tbe 
... of the percentaaes ill the table far each date therefore t.u aUih~ Ihart of too. 
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statistics do not afford a reliable guide to the trend of the rapidity 
of circulation of bank notes and deposits. The branch-bank 
system reduces the need for inter-bank clearlugs, and intra-bank 
clearings are not made through the clearing houses. The rela
tive increase in the number of branches of the larger banks, the 
decrease in the number of banks, and the decrease in the propor
tion of the total banking business done in the smaller banks with 
few branches, have aU operated as a check on the growth of inter
bank clearings. On the-other hand, the increase in the nUmber 
of clearing houses in Canada, from eight in 19oo to sixteen in 1913, 
has operated to increase the proportion of inter-bank settlements 
made through the clearing houses. It is impossible to determine 
the relative importance of these two sets of counter tendencies, 
so that clearing-house statistics do not provide a reliable basis 
for an index of the rapidity of circulation of bank notes and 
checks. 

It is possible, however, to derive from the Canadian banking 
statistics a satisfactory index, not precisely of the rapidity of cir
culation of bank deposits and liabilities, but what is of greater 
value for the present purpose, of the rapidity of inter-bank call 
for payment of bank notes and checks. T~ banks include, in 
their reports to the gove=ent of their condition on the last 
banking day of each month, a statement of the amounts of 
checks and notes of other banks which they have on hand. Nor
mally these holdings represent the receipts from depositors in 
the course of the day's business which will be presented for 
clearance at ten o'clock the next morning. Theoretically a bank 
need keep a cash reserve only against demands for payment by 
other banks. If a bank's issue of notes or checks does not pass 
out of the hands of its own depositors, no demand is made upon 
its cash reserves, and the only effect of payments on its records is a 
shifting of deposits from one client to another, or of its liabilities 
from deposit to note account. The c:aJls for cash by individuals, 
whether depositors or non-depositors, holding checks on the bank, 
up capital oper&tes to creat. a shortage of currency, At such times the banks do 
not always p......t each other's notes for payment, but use them as till money and 
pay them out over their oounters, !hue increesing their rapidity of circul&tion but 
reducing the liability of the banks to calls for payment in "cash," 
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can be met with the bank's own notes.' The ratio of the aggre
gate holdings by all the banks, of notes and checks other than 
their own, to the total demand liabilities of the banks should pro
vide, therefore, an adequate index of the percentage of their de
mand liabilities for which demand for cash will be made daily. 

Table XLVll presents a comparison of (1) the average yearly 
percentages of the holdings of notes and checks of other banks to 
the total liabilities of the banks with (2) the average yearly cash 
reserve ratio. The data presented in this taole confirm the claim 
made above that a number of causes were operating relatively to 
increase the liability of the banks to daily calls for cash payments 
on a~unt of their note circulation and deposits. To tJlls extent 

1 Except for small chauge and for relatively small amounts 01 Dominion " 
and $0 notes. . 

TABLE XLvn 

CO .... ARISON 01/ CAsH REsu"" RAnos AND __ Cu.r. RA,..os 
AND INDEX OJ' BUSINESS COHPIDENCE, 19oo '1'0 1913 

You . 

1901 ..........• _ ........... . . 

1902 ....................... _ . 

1903·· ...................... . 
1904·· .................... ". 
1905 ....................... . . 
rgOO ••...•...••......••...•.. 

1901·······················, . 
rg08 •...•..........•........• 

1909························ . 
1910 •....•.................. . 

1911., ..•••................ .• 

1912 .......... , ............. , 

1913_ ...................... •. 

74 
7·' 
8.1 

8-9 
8·9 
8-3 
9.0 

10.5 

10.6 

10.0 

10.8 

10.6 

10.7 

Inds numbm of 
. m=fd & 

104-1 
100.6 

II8·S 
100.C} 

ItO.1 

:IIS·2 

98·· 
95·8 

10 3.9 
95-7 

1<>44 
I1o.c) 

99·' 

1 Averqa computed for each nufrom the qpate totalaof the mouthJ7 nt_ .. of Che Iut 
da;r of e.dlmontb. Data from c--.. GaNMr. 

I. Ccmputed by Coati from Dun, statilUca of lKmiD_lailureI- in Cauda.! redproal of &ftnP 
of fDdez aumbert of (I) popartim cI WJures to the aum_ of CODCerDI m --.1UI4 (tI) &wcnce 
llahllitla 01_ falIlDc, em" L _ _ • ..t. u. po .... 
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the table supports the reasoning that the upward trend in the cash 
reserve ratio of the banks was the result of a deliberate adjust
ment to the changing character of the bank liabilities. 

When a financial crisis appears to be approaching, and in fact 
whenever there is a lack. of confidence in the soundness of business 
conditions, the banks as a safety measure should be expected to 
maintain, if they can, a higher reserve ratio. Similarly, when 
business confidence and optimism are widespread, 'the banks 
might decide that a lower reserve ratio would be adequate. 
There should be expected, therefore, some inverse correlation be
tween the "barometer" of bnsiness confidence and the reserve 
ratio. In Table XL vn there is also given an index of business 
confidence for Canada., computed from statistics of business 
failures. Most of the years in which depression is indicated by 
a low index of business confidence were marked by substantial in
creases in the cash reserve ratio. The year I910 is the only con
spicuous exception, but monthly banking returns show that the 
cash reserve ratio rose sharply in the latter half of that year. 

What has been demonstrated so far is that the Canadian banks 
always have their cash reserve ratio under close control, and that 
they always maintain it at what they decide to be the proper 
ratio under the circumstances of the moment. In general, the 
variations in conditions affecting the lisbility of the banks to be 
subjected to demands for cash funds are not so marked as to 
make the banks desire sharp fluctuations in the cash reserve ratio. 
Such constancy in cash reserve ratios is unusual in banking, but it 
has been a characteristic of the Canadian banking system sUire 
adequate statistics of its liabilities and cash reserves have been 
published.' 

The demonstrated ability of the Canadian banks to maintain 
their cash reserve ratio under strict control has an important, if 

I F. S. M:eadrm 1901, in the course of a cxrmparison of the cash moerves of vari
ous bonking systems, presented a table showing the cash reserve ratio to total DOte 

and deposit liabilities of the Can,djan banks &om '1190 to 11)06, and commented 
thereon as follows: "'It will be llOticcd in the &bcrJe table that the n:servc in C85h 
has been maintained at about the same pm:entage in a ~ly even way.1t 
"Bank Reserves in the United States, Canada, Blld England," QwGrlcrl, JOWIIIJl 
'" _, wi. m (May, '907), P. ~7. 
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not obvious, bearing upon the question of international gold 
movements. It will be remembered that practically all Canada's 
mo~ gold comes from outside, that there is no gold in cir
culation in Canada, and that the entire Canadjan stock of 
monetary gold is closely represented by the Dominion notes and 
specie in the cash reserves of the banks. The variations in the 
amounts of the cash reserves of the banks are virtually equivalent, 
therefore, to the movement of monetary gold into and out of 
Canada. The banks can maintain the constancy of the reserve 
ratio only if they have close control over one or the other terms 
of the ratio: cash reserves to total demand liabilities. If the cash 
reserve ratio is maintained at the desired level by adjusting the 
amount of the cash reserves to the amount of the total demand 
liabilities, and not vice versa, then the gold movements into and 
out of Canada are governed immediately by the reserve require
ments of the banks, and not, as the a priori theory would explain 
it, by the state of the international balance of payments. 

The money in circulation in Canada consists preponderantly 
. of bank notes, and these in their own denominations, $S and mul

tiples thereof, had practically no competition from any other 
form of money during the period under study.' The country's 
sUJ>ply of currency could not be appreciably altered by the banks 
without drastic curtailment or expansion of loans, and no appre
ciable shift from bank currency to other currency was possible. 
The banking system as a. whole had little power of control, 
therefore, of the amount of its note issues, at least for short 
periods. The demand liabilities of the bank on account of note 
circulation were, therefore, not subject to close regulation by the 
banks, but were the resultant of general conditions largely in
dependent of banking control. 

Of the- deposit liabilities, the volume of. the deposits payable 
after notice or at a fixed date was equally clearly not subject to 
strict regulation by the banks. To a large extent the time de
po$its consist of savings deposits, that is, deposits payable after 
notice. Exactly to what extent this is the case is not ascertainable 

1 The only qualification to be made is that the Dominion government issued 
several million dollars of its own notes in $s denominations during 1912 and 19IJ. 
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from the returns published by the banks. But the only recipients 
of savings deposits in Canada., other than the chartered banks, 
are the government savings and postal savings banks, two small 
savings banks with special charters, and the trust and loan 
companies, whose combined deposits throughout the period 
under study never amounted to as much as IO per cent of the 
total time deposits in Canada. The savings deposits must, 
therefore, have been a large peICentage of the total time deposits 
of the banks. The amount of these could not in practice be 
closely regulated. The banks are always glad to accept a sub
stantial savings account. Moreover, they paid the same r!'-te of 
interest on such deposits throughout the period, so that variations 
in the rate of interest were not used as a means of regulating the 
volume of savings deposits. 

The amount of deposits payable on a fixed date, consisting 
chiefly of temporarily smplus funds of business concerns, could 
perhaps be regulated to a slight extent by varying the amounts 
of loans and discounts. An increase in loans would normally be 
accompanied by an increase in demand deposits. Withdrawals 
by check. from these "created" deposits might in some cases be 
redeposited in time deposits by the payees of the checks.' Simi
larly a decrease in loans might indirectly reduce the amount of 
surplus funds available in the business community for time 
deposit. 

A variation in the volume of loans granted by the banks, how
ever, would operate primarily to bring about a corresponding 
variation in the volume of demand deposits. If the banks could 
freely expand or contract their loans, the dependence of demand 
deposits upon loans would give the banks the power to control 
their total demand liabilities. 

But even the volume of loans granted by the banks, and con
sequently the volume of demand deposits, had only a very limited 
degree of flexibility. "The current-loans of the Canadian banks 
are, to a large extent, an aggregation of lines of credit granted to 
individual customers. Scarcely any of these lines can be heavily 
reduced out of season without the infiiction of serious damage 

, Int<nst is paid OIl deposits payable on a Ii=I date, butnot on demand deposits.. 
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upon the business of the parties called upon to repay." 1 The 
Canadian banks kept their discount rates practically constant 
throughout the period under study.· They repeatedly claimed 
that no deserving request for an extension of credit was refused. 
There is no evidence that, at any time during the period under 
study, they used their power over the volume of loans to adjust 
their cash reserve ratios. There is abundant evidence, on the. 
other hand, that the first consideration of the banks was the 
meeting of the credit needs of their·customers, and that they 
neither contracted nor expanded their current loans primarily be
cause of the state of their cash reserves. The Canadian banks 
also grant a relatively small amount of call loans in Canada. A 
reduction or increase in the amount of these loans would not 
necessarily make any change in the cash assets of the banks, but 
they would bring about a corresponding reduction or increase, 
respectively, in the total liabilities of the banks and thus would 
affect the reserve ratio. But, owing to the narrow market for 
securities in Canada, call loans in Canada are really not payable 
on demand, and the statistics of the amounts of call loans do not 
show sufficient variation in short periods to indicate that they 
are used to any extent as a means of regulating the cash reserve 
ratio." Throughout the period under study the variation in the 
amount of call loans of the Canadian banking system from one 
month to another reached $5,000,000 on only one occasion. As
suming a 10 per cent cash reserve, a variation of $5,000,000 in 
the amount of deposits consequent upon a corresponding varia
tion in the amount of call loans would be equivalent to a change 
of only $500,000 in the amount of the cash reserves, or of less 
than one tenth of I per cent in the cash reserve ratio. 

It has been shown that the amount of the total demand liabili
ties of the banks is determined by the financial conditions and 
the banking needs of Canada, and that the banks are powerless 
to break the dependence of their total liabilities on conditions 

, H. P. M. EclWdt. "A Comparison of ~ Reserves,» JMmIIJl of 1M c-.
tli<m Baniun' A""cia_, wI. niii, NO.4 (July, 19U), p. 28s· 

t Cf. eDSl of a.m, JUtori, wI. ii, pp. 736-738. 

• Cf. J. F. Jolmaon. r .. c_ ... BIIIIimg S,-, P. 73· 
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and circumstances over which they themselves have little con
trol. The banks could therefore have succeeded as they did, in 
maintaining their cash reserve ratios constantly at the desired 
level through seasonal fluctuations in demand liabilities and 
cyclical fluctuations in business conditions, only by dehoerately 
adjusting their cash reserves to their total demand liabilities, and 

• not vice versa. Otherwise the constancy of the cash reserve ratio 
in the face of great Canadian borrowings abroad in sbazply 
fluctuating amounts cannot be satisfactorily explained. SinCe the 
cash reserves of the banks closely represent the amount of mone
tary gold in Canada, it follows that gold movements into and out. 
of Canada are directly dependent upon the amount of the total 
demand liabilities of the banks, and are not directly dependent 
upon the state of the international balance of payments. This 
is furtlIer confirmed by the fact that the variations in both cash 
reserves and total demand liabilities were much less marked than 
the variations in the rate of borrowings abroad. 

"OtrrsmE REsERVES" OF TIlE CANADIAN BANKS AND 

GoLD MOVEMENTS 

What enables the Canadian banks to ~tain their. cash re
serve ratios at so unifonn a level is their use of a system of 
"secondary reserves" held outside of Canada, and often referred 
to as the "outside reserves," as distinguished from the "cash 
reserves" held in Canada. These outside reserves consist of 
funds loaned on call in New York and London, and net balances 
kept with New York and London banks. Of these items cali. 
loans in New York are by far the most important. The chart on 
page x65, which was used to demonstrate the constancy of the 
ratio of cash reserves to total liabilities, shows also the variations 
in the amounts and the ratios to total liabilities of the outside 
reserves. The outside reserve ratio, unlike the cash reserve ratio, 
shows frequent and substantial variations. 

The outside reserves of the Canlidhin banks, although they are 
not cash, are regarded by the Canadian banks as a "call" on the 
gold supply of New York and London. To the banks, outside 
reserves have the advantage over cash reserves that even while 
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they are canying out the ~rve function they are earning some 
income. By using the outside reserves as a fund to absorb 
temporary surplu~ or to provide cash to meet foreign demands, 
the Canadian banks are able to extend credit in Canada in the 
volume demanded by the ,state of business and at the same time 
to keep the ratio of cash reserves to total liabilities close to what 
under the circumstances of the moment seems to t,hem to be the . 
lowest safe point. If total liabilities eXpand, or if disturbed 
business conditions make a higher cash reserve ratio seem ex
pedient, the banks draw on their outside reserves. If totallia
bilities decline or if general b1!siness confidence and prosperity 
make a smaller cash reserve ratio appear safe to the hanks, they 
transfer their swplus cash to the outside resl!rVe.l There is no 
evidence that the banks use their outside call loans as an alterna
tive to the extension of loans in Canada. In the first case, the 
prosperity of the Canadian banking system is SO closely depend
ent on the prosperity of Canadian business that even from a self
ish point of view it would be short-sighted policy for the banks 

. to refuse to respond to legitimate demands for credit in Canada 
in order to loan their funds outside of Canada. Secondly, the 
rate of return on their outside loans is much lower than the earn
ings which the same amount of cash would yield in Canada if it 
could safely be used as a basis for Canadian loans. 

The fluctuations in the outside reserves of the Canadian banks 
operate to adjust the Canadian balance of payments to capital 
borrowings in the manner attributed to gold movements in the 
generally accepted explanation of the mechanism of international 
trade. A Canadian railroad .corporation, ret us say, borrows 
$roo,ooo,ooo in London. To make the hypothesis as simple as 
possible, assume that.it wants to use the entire proceeds of the 
loan in ui"aking purchases and paying wages in Canada. It will 
thereupon apply to the London branch of a Canadian bank to 

1 CI. H. P. M. Eckardt: '!The bank holdings of specie and Dominion DOtes do 
DOt ftuctuate broadly with the accumuIatioD or decrease of the temporary sur-
pIusoo_ It is the call1OlUlO and bank balancoa abroad that n>eei ... the swpI .... and 
yield them up again. These items abow wide ftuctuatiom during the co ..... 01 
the year." Jotmf4l of tIM CtmDditJ .. B_ As~ wI.:M (October, 19c8). 
p. lOS· 
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transfer its London funds to Canada; at the current rate of ex
change. ~e Canadian bank. will buy New York exchange with 
the sterling funds obtained from the railroad, and will ~tablish 
a deposit for the corporation in Canada. So far the situation is 
as follows: the railroad has $100,000,000 on deposit in Canada; 
the bank has increased its deposit liabilities in Canada by 
$loo,ooo,ooo,and has increased its funds in New York by 
$100,000,000. To maintain its normal cash reserve ratio, which 
we will assume to be 10 per cent, the bank. will import from New 
Yolk $10,000,000 of gold, using its New York funds to obtain the 
gold. The remaining $90,000,000 it will lend on call in New York. 

The increa;se in Canadian bank deposits, unaccompa.irled by an 
increa;se in the quantity of goods in Canada, will cause a rise in 
the Canadian price level. Imports will be stimulated, exports 
checked. To pay for the excess of imports over exports, the 
Canadian importers will buy foreign exchange from their banks, 
giving checks upon their deposits in payment. If the excess of 
imports aver exports exactly equals $100,000,000, the amount of 
the loan, the Canadian deposits will fall by $100,000,000, the 
banks will reexport $10,000,000 gold from their cash reserves, and 
will use this $IO,ooo,ooo plus $90,000,000 of their funds on call 
in New York to meet the foreign bills of excharige which they had 
sold to their customers. Prices, deposits, cash reserves, outside 
reserves, will all be back to their levels prior to the flotation of 
the loan, and the borrowed capital will have moved into Canada 
in the form of commodities. 

If the borrowing from abroad is not a single transaction but 'is 
continued indefinitely at a constant rate, deposits, cash reserves, 
prices, outside reserves, will be definitely maintained at their in
creased levels. Withdrawals from deposits and consequently from 
the cash reserves and outside reserves, to pay for the constant 
excess of imports over exports, wi!! be simultaneously offset by 
new accretions resulting from the continued How of loans. If the 
borrowing increa;ses, but at an irregular rate with occasional de
clines in the rate of borrowing, 3;S W3;S the case during the period 
under study, there will be correspondingly irregular variations 
in the several items. Cash reserves, outside reserves, prices, 
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deposits, will all increase with every' increase in the rate of bor
rowings, and will decrease with every decrease in, the rate of 

, borrowings. 
This is, of course, a highly simplified description of the pro-

, cess, and rests on several presuppositions which may not have 
been true. It assumes, for instance, that the volume of deposits 
would have remained constant if there bad been n<! borrowings, 
and that a uniform cash reserve ratio would be maintained as a 
matter of policy. If a decline in business activity coincided with 
a period of increased borrowings from abroad, the decrease in' 
bank deposits consequent upon business depression migbt more 
,than counterbalance the increase in deposits due to the borrow
ing. If the increased borrowing came at a time of general busi
ness optimism, the banks might feel that their cash ,reserve ratio 
was unnecessarily high. If so, they would allow their deposits 
to increase without bringing in any outside funds. These quali
fications, though they render more difficult and uncertain the task. 
of inductive verification, do not invalidate this account of the 

, process as a description of tendencies which may of course be 
counteracted by opposite tendencies arising from other causes. 

There is still another qualification to be made, however, and one 
of greater significance. It was assumed above that the rise in the 
Canadian price level consequent upon the increase in deposits 
would be just sufficient to bring about an excess of imports over 
exports equal to the volume of borrowings. But the uofavorable 
balance of trade might well be for some time either greater or less 
than the volume of borrowings. Assume that the unfavorable bal
ance is less than the volume of borrowings. The usual explanation 
of the mechanism of adjustment would contend that tbls would 
cause a steady inflow of gold until prices rose sufficiently to stimu
late impOrts and check exports to the extent needed to adjust the 
balance. In Canada, however, such a Situation would simply 
result in a piling-up of deposits in Canada and of outside reserves. 
Until the uofavorable balance of trade equaled the amount of 
borrowings, deposits would be steadily increasing, prices rising: 
impOl'ts increasing, exports decreasing. To take now the op
posite hypothesis, namely that the increase in deposits consequent 
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upon foreign borrowings haS resulted in a rise in prices which 
stimulates imports, checks exports, to such a degree that the un
favorable balance is greatly in excess of the borrowings; Cana
dian importers, to pay for the excess, will draw heavily on their 
deposits, and buy foreign exchange therewith. The banks will 
provide the foreign funds irom their outside reserves, if these are 
ample. Only if the outside reserves are not adequate to the task 
will they withdraw funds from their cash reserves. In any case, 
deposits will have fallen in Canada for, unlike withdrawals from 
deposits on domestic account, checking on deposits for foreign 
account means a reduction in the total of deposits, not merely II
shifting of deposits from depositor to depositor and bank to bank.. 
The reduction in deposits will cause a fall in Canadian pri!:es; 
exports will increase, imports decrease; the unfavorable balance 
of trade will fall until it is in equilibrium with the borrowings, 
The Canadian process is as automatic as the process described 
in the generally accepted theory. It differs from the latter solely 
in that lluctuations in bank. deposits and in outside reserves play 
the part in Canada which the classical theory attributes to gold 
movements. 

It may be objected that the Canadian process is simply the 
process described by Mill, as modified everywhere by the develop
ment of deposit banking. The generally accepted theory, how
ever, if presented in the form most nearly in keeping with Mill's 
exposition of the theory - and moreover in the form not yet 
shown by anyone to be untrue for other gold standard countries 
than Canada - would explain the variations in the Canadian 
bank. deposits as the effect and not the cause of the gold movtl"o 
ments; it would contend that an in1low of gold would stimulate 
deposits and an out1low of gold would bring about their contrac-
tion. " 

Through their use of outside reserves the Canadian banks can 
control and regulate the movement Of gold into and out of Canada, 
largely irrespective of the state of the, balance of payments. But 
if the outside reserves are regarded as equivalent to gold in 
Canada, then the Canadian process of adjustment of interna
tional balances approaches more closely that set forth (J priori in 
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the generally accepted theory. It is probable, however, that the 
OlDadjan variation from the typical method, by preventing 
sudden inflows and withdrawals of gold, operated to bring about 
'a steadier and smoother adjustment of price levels and trade 
halances in the face of huge and irregular borrowings abroad 
than would have been posSible if gold movements into and out of 
Canada were as automatic and free as they are elsewhere. The 
outside reserves, in other words, acted as a shock absorber in so 
far as Canadian economic and financial conditions were con
cerned. They appear, on the other hand, to have accentuated 
by their sudden contractions the financial difficulties of New 
York at critical moments. 

Under certain circumstances the pr~ o.f adjustment of the 
Canadian balance of indebtedness to borrowings has a slightly 
clliferent phase from that described above. A Canadian corpora
tion :floating a large loan in London may have no immediate need 
in Canada for all or part of the proceeds, but may expect shortly 
to need foreign funds to meet payments on foreign purchases. 

, The corporation may, therefore, leave the proceeds of the loan 
in London as a sterling deposit with the branch of a Canadian 
bank, checking upon it as it needs foreign funds. In this way the 
proceeds of the loan do not enter Canada until the foreign goods 
they pay for have been purchased, but the outside reserves and 
the outside deposits 1 of the Canadian banks expand temporarily 
until the proceeds of the loans are used by the borrower. One 
operation of this sort of sufficient magnitude to show in the 
bank returns took. place in I913. The Canadian Pacific Railway 
in that year sold to its shareholders, mainly in Great Britain, 
$105,000,000 of its stock, payable in the same year in live equal 
instalments at the Bank of Montreal in London. The payment 
of each mstalment, if it came near a reporting-date for the bank, 
showed itself in the increase in the outside deposits and outside 
reserves of the bank. ' As the railway company drew on its Lon
don deposit to meet British obligations or for transfer to Canada, 
the outside deposits decreased. The funds .. transferred" to 
Canada pres~ably appeared in the deposits in Canada, but the 

1 1 ... , deposits with the braDclles of QrnadjaD banks outside of Omsda. 
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bank needed to transfer to Canada only sufficient gold to maintain 
. its normal reserve ratio against demand liabilities, the remainder 
of the unexpended proceeds oi the railway's loan remaining in the 
outside reserves.1 

Some writers credit transfers oi securities with being one oi 
the important methods of adjusting balances of payments, the 
transfers being made profitable in one direction or the other as the 
exchange rates fluctuate above and below the mint pars. But 
the fluctuations in New York excbange in Canada are within too 
narrow a range appreciably to affect the profitability oi security 
transactions, and the fluctuations in sterling exchange in Canada 
are governed by the state of the New York market for sterling' 
exchange and not by'the Canadian balance of payments 'with' 
Great Britain. Moreover, security transactions in Canada are 
predominantly of an investment character, and the ,market for 
"floating securities" in Canada is too narrow to be much of a 
factor in settling trade balances.1 In any case, transfers of 
securities cannot be important in the adjustment of the balance 
of payments to a continued debit balance of indebtedness, since 
this would be eqUivalent to saying that a borrowing country 
facilitates the process of receiving its borrowings in a form other 
than gold, by lending to the lending country. -

While transfers of securities by private individuals are not, 
therefore, a significant factor in the settlement of Canadian 
balances, the C.anadian banks hold substantial amoimts of 
securities as a sort of tertiary reserve, and they may perhaps use 
these holdings as one of their means of meeting demands for 
foreign funds or of disposing of temporary surpluses oi cash. 
The securities held by the Canadian banks increased at a fairly 

I CL JINnI4l of 1M c.-.. B_r A-, vol. :ai (October, 19I3l. 
p. to. 

s "Thooe securities puxd>ased or held abroad agaiDst the ..,Iid CODSidexation of 
economic interest are pm&itM ~ m:suiIiu, while that mass of stocks and 
bonds which is n:ady to sbift its ownemhip and ><Sidence at the call of .. change of 
boaIr. mtes may be spoken of as ~g _. Speaking broadly the invest
ment security goes to .. country to :stay, until .. c::hange in oompuative rates of 
gmeral eoonomie intenst ox some gnat _ event dislodges iL" A. C. Whit#'t 
at .. , "1he Riaudian 'Ibeo<y of Gold M_ts," ~ J_ of &0-
1IHIic:.s, 'VOl. sviii (Febnlary. 1904), p. 225. 
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,steady ratio from $36,19$,000 in January, 19oo, to $104,397,000 
in December, 1913. Some of these securities were Canadian, 
but if the banks confined their securities purchases and sales to 
the New York and London markets, it would make no difference 
in the settlement of balances whether the securities were Cana
dian or foreign. But the holdings of securities, except for the 
general upward trend, varied slightly from month to month. It 
was the policy of the banks to keep a fairly constant percentage 
of their liabilities in liquid securities and to rely upon the out
side reserves for :8exibility. Nevertheless, the increase of over 
$68,000,000 ,in the amount of secu'rities held by the banks during 
this period, to the extent that these securities were foreign or, if 
Canadian, were purchased abroad, operated to facilitate the ad
justment of the Canadian balance, wiU;therthrough deliberate 
policy Or not. The increases in the holdings came mainly at 
periods of suxplus outside funds and absorbed part of them. 

The Method oj Opet"ation oj the Outside Reset"fles 

The reasoning of this chapter lends itself only to a limited 
extent to statistical verification. Increased borrowings result in 
increased deposits in Canada and in increased outside reserves 
only if the unfavorable balance of trade does not keep pace with 
the borrowings. Moreover, increased deposits in Canada may 
result from causes not connected with borrowings from abroad. 
It is possible, however, to obtain a rough measure of the varia
tions in the amount of the demand liabilities in Canada due to the 
foreign borrowings by subtracting from the total demand lia
bilities the amount of loans. It is a well~tablished principle of 
commercial banking that loans give rise to note and deposit 
liabilities of closely corresponding proportions and that, in the 
ordinary-course of commercial banking, total loans and total note 
and deposit liabilities of the system as a whole move in close 
harmony with each other. If the explanation which has here 
beeD. offered, of the method whereby Canadians who borrow 
abroad obtain a transfer of their foreign funds into Canadian 
funds, is sound, this normal close relationship between loans and 
'note and deposit liabilities should not hold during periods of 
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greatly increased borrowings from _ abroad. At such periods 
there should be a substantial volume of bank deposits in Canada 
which are the result of borrowings abroad and not of loans made 
by Canadian banks. The variations in the excess of total note 
and deposit liabilities over total loans should provide an ap
proximate measure of the variations in the amounts of such 
liabilities which arose out of borrowings abroad and not out of 
loans by Canadian banks. 

Some obviouS features of commercial banking operationsmalui 
thiS ouly a rough and not an exact measure. ThenormaI rela
tionship between loans and note and deposit liabilities is not one 
of absolute equality: the "created deposit" is less than the loan
which establishes it by the amount of the discount chargecl by 
the bank; some of the capital is commonly drawn out in the form 
of government cash and, while this cash ordinarily returns after 
a brief interval, an increaSing volume of deposits will ordinarily 
be accompanied by an increasing volume of money in circula
tion; not all of the actual deposits are loaned out, as some portion 
thereof is retained for the cash reserves; purchases of securities 
by the banks operate alike with loans to increase bank deposits 
but do not operate to increase loans. The validity of the argu
ment in the following pages is in some degree contingent upon 
the validity of the assumption that for the Canadjan banking 
system during the period under investigation variations in the 
factors here mentioned were not sufficient of themselves to bring 
about pronounced variations in the quantitative relations of total 
note and deposit liabilities to total loans. This assumptinn is 
justified by the smallness of the total items, in Canadian bank
ing and currency operations, which represent variations in the 
amounts deducted by the banks from deposits as discounts, in 
security investments of banks, in cash reserves, and in govern
ment paper currency in public circulation. 

Chart III exhibits the amounts of capital borrowings, secon
dary or outside reserves, security boldings of the banks, and ex
cess of deposit and note or "banking" liabilities over loans for 
each year of the period covered by this study. The amounts of ex, . 
cess of "banking" liabilities over loans are referred to as .. foreign 
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loan deposits," both for the sake of brevity and to distinguish 
them from the deposits "created" by the grant of loans by the 
Canadian banks themselves. The chart shows clearly the close ~ 
lationship between outside reserves and foreign loan deposits. 
Without exception, they rise and fall together. The foreign loan 
deposits should be expected generally to be somewhat in excess of 
the outside reserves, since a fraction of the proceeds of foreign bor
rowings transferred to Canada on the books as bank deposits must 
actually be brought into. Canada in cash to maintain the. cash· 
reserve ratio. The banks, moreover, may draw on surplus out-· 
side reserves for other purposes, such as an increase of their bank
ing funds in Canada or of their foreign loans other than call loans, 
which would widen the gap between loan deposits and outside 
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reserves. The increase of the cash reserve ratio in the late years 
of the period' would a1so operate to widen the gap between loan 
deposits and outside reserves, especia.lly if the outside reserves 
were drawn upon for the increase in cash reserves against both 
the ordinary demand liabilities and the foreign loan deposits. 
Also contributing to the widening of the gap between the loan 
deposits and the outside reserves after 1908 was the increase in 
the bank holdings of securities, an alternative use to which the 
banks could put the sUIplus outside funds resulting from foreign 
borrowings. 

The decline in outside reserves in 1907, when borrowings, ac
cording to the indirect estimates, increased shaIply, has been 
explained as due to (1) a forecast by the Canadian banks of im
pending financial trouble in New Yori[ and' a desire to reduce 
their funds on ca.ll in New York, and (2) a desire to increase the 
cash reserves in canada as a safeguard against possible financial 
clliIiculties.· This is not fully bome out by the facts. From 
January 1 to December 31, 1907, the cash reserves in Canada 
increased by only $8,goa,ooo, whereas the outside reserves de-

- creased by $21,600,000. At the same time the foreign loan de
posits decreased by $22,500,000. It seems, therefore, that the 
decline in outside reserves was due chiefly to the existence 'of a 
debit balance of payments because of a more rapid increase in the 
debit balance of commodity and service transactions than in 
foreign borrowings, and was to only a. slight extent the result of 
withdrawals from the outside reserves to strengthen- the cash 
reserves. 

The decline in outside reserves in 1907 can be readily explained 
in this way if it be granted that in those years when the direct 
estimate of capital borrowings shows sma.ller borrowings than 
the estimate derived indirectly from a calculation of the Canadian 
balance of indebtedness, the discrepancy is due to heavy Cana
dian imports made without previous provision for payment 
thereof or made in anticipation of their payment from the pro
ceeds of loans still to be :floated. The year 1907 was one of the 

, See .... p. ... p. '7', 
• 1. F·1ohll!!OO, Til< C4Md;"" B .... iKf S,..,..., pp. 81, 8 •. 
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years for which the two methods brought greatly divergent re
sults. The direct estimate showed borrowings of $105,000,000 in 
1906, 195,000,000 in 1907, $222,000,000 in 1908. The indirect 
estimate showed borrowings of 199,000,000 in 1906, $161,000,000 
in 1907, $224,000,000 in 19o5.1 This confirms the hypothesis 
that in 1907 the outside reserves were heavily drawn upon to 
meet obligations created by a greater excess of importation over 
exportation of commodities and services than was warranted by 
the amount of foreign borrowings actually floated. 

The great increase in borrowings in 1908 and 1909 came in yesrs 
of hesitant business, and the borrowers did not make immediate 
use of all of the proceeds of their loans for increased purchases. 
from abroad. The increase in borrowings waS therefore ac-. 
companied by a great increase in loan deposits and outside 
reserves. Confirmation of this reasoning is to be found in the 
explanation of the increase in the outside reserves during these 
yesrs given by H. P. M. Eckardt, the foremost student of 
C.anadian banking:' . 

It is interesting to note the rapid manner in which the outside reserves 
developed from the beginning of 1908, with the commencement of the _
ordinary movement of British capital to Canada.. • •• The total increase 
in about a year and three quarteIs was $Il5,ooo,000. A oonsiderable part 
of this represented proceeds of new securities issued in London. In tho: 
finding temporary employment abroad for this IaIge sum of new money, 
the bankers undoubtedly followed a wise policy. The sudden injection of 
so much new capital would have created disturbance in the Canadian finan. 
cial system. So the fund. were placed abroad at first.and brought into use 
in the Dominion gradually and carefully. 

Although gIeatly increased borrowings occurred from 1911. to 
1913, the banks failed to maintain the outside reserves and the 
loan deposits at their previous level. These were years of great 
industrial expansion in Canada and of imports of a magnitude 
not justified even by the great amount of loans floated abroad. 
Canadian concerns used in these Y:eafS the surplus funds remain- . 
ing from earlier borrowings, to finance their current imports. In 
many instances they made foreign purchases in anticipation of 

, See Table XLIV, p. 139. 
• H. P. M. Eckanit, "The Immediately Available'Reserve," JotmfIlJ <I llut 

c..-tiGa & .. 1 .... JI.miaIi<m, ""I. "" (July. 1913). pp. 252. -53. 
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loans still to be fioated, and in consequence were hard pressed to 
meet their foreign obJigations. This is confirmed not only by 
detailed items of information in the newspapers of the day, but, 
in a more general way, by the ~nt comment in the Canadian 
financial journals, which in the same issues would publish sta
tistics showing greatly increased borrowings from London and 
complaints that the London market had been closed to Canadian 
borrowers. No increase occurred in the outside reserves or loan 
deposits because the Omadian borrowers were using the pro
ceeds of foreign loans as rapidly as they were available, and were 
even obtaining foreign funds from the Canadian banks, consist
ing largely of unused surpluses of earlier borrowings by other. 
Canadians, to meet foreign obliga.tions incurred in anticipation 
of the fiotation of loans. There is' also 'SODIe" evidence that the. 
Canadian banks were drawing uFon their outside reserves to meet 
the expanding demand for credit in Canada. Ecbrdt explains 
the decline in the outside reserves from the end of 1909 to the 
beginning of 1913 as follows: 1 

The steady decline in the mmbined cash and outside reserve ratio from· 
lhe end of 19"9 to the beginning of 1913 is imJllessNe. That decline in. 
reality constitutes the strongest point in favor of the mntention that the 
Dominion must undergo a measure of compulsory liquidation. Various 
developments have combined to produce the declining ratio of nserve. The 
gIeat activity of home trade and industry necessarily caused an increased 
demand for bank loans and advances. Speculation in town lots, city real 
estate and farm lands, and in stocks and mmmodities, too, always forces an 
expansion of credit. 

Promotion of various companies OX enterprises bas played a partin absoIb
ing the available floating capital. The inability of the London market to 
take new securities in volume bas been potent in causing decline of the 
reserve ratio in Canada, fox it fOIced the banks to draw heavily on their 
outside reserves in order to finance municipalities and corpor:ations that had 
committed themselves to atensive expendituxes in upectation of selling 
debentures and bonds. 

Ecbrdt thus confirms the reasoning that the decline in the 
outside reserves from 1909 to 1913 was the result both of greater 
purchases abroad than were warranted by the volume of bor
rowings and of the withdrawal into Canada of part of the outside 
funds for use as a basis of credit expansion in Canada . 

• J_ of 1M c ......... IJ-.. As.nrdoINIo, wi. xx Quly, I91V, P. >50. 



CHAPTER IX 

CHANGES IN RELATIVE PRICE LEVELS AND THE 
ADJUSTMENT OF BALANCES OF INDEBTEDNESS 

A. CONTROVERSIAL POINTS IN THE DEDUCTIVE THEORY 

'I'm: 'I'm:ORIES OF THE EAJU.IER WRITERS 

'I'm: present discussion of the mPCbanism of adjustment of hlter
national balances of indebtedness has been related so far only to 
Mill's version of the theory. The major part of the credit for 
working out and formulating the theory is commonly attn"buted 
to Ricardo .. The generally accepted theory of the mechanism' of 
international trade, both in its broader phases and in its expla
nation of the particular problem under consideration here - the 
adjustment of balances of indebtedness to more,or less permanent 
disturbing factors - is in fact often referred to in economic litera
ture as the "Ricardian" theory. It will be demonstrated in the 
present chapter, mainly by citations from an earlier author, Henry 
Thornton, that the explanation offered by Mill of the method 
of adjustment of balances of indebtedness to <jisturbing factors, 
which is the explanation accepted most generally to-day, origi
nated with a writer prior to Ricardo. It will also be shown, by 
citations from Ricardo, that he rejected this explanation and 
offered one in conflict with it. 

Mill's explanation of the adjustment of the balance of iJ?
debtedness, it will be remembered, ran as follows: The extension' 
of loans to foreign countries would reSult immediately in aD. ex
port of gold, with a consequent fall in prices in the lending coun
try and rise in prices in the borrowing country. This change in 
relative price levels would stimulate exports, check imports, in 
the lending country, and in this manner there would occur an 
excess of exports over imports equal to the loans abroad. A 
clear formulation of this theory Wlismade, apparently for the 
first time, by Henry Thornton in 1802, eight years before Ricardo 
published his first work. t._ 
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Thornton takes as his hypothetital situation, for the purpose 
of illustrating the mechanism of adjustment of trade balances to 
a disturbing factor, the failure of the harvest in a grain-exporting 
country. Although loans abroad constitute a·different situation, 
both phenomena present closely similar problems in the adjust
ment of international balances. In the case of a harvest failure, 
the problem is: how are the exports of commodities other than 
grain increased, or the imports decreased, so as to maintain or 
reestablish all, even balance between exports and imports in the 
face of the cessation of grain exports ·and the appearance of grain 
imports? In the case of the extension of loans abroad, the prob
lem is: how are the total exports increased and the total imports 
decreased, as compared with their volumes before the extension 
of the loans, so as to result in an even Dalance of payments;that 
is, in an excess of exports over imports equal to the amoWit of 
the loans? In both cases the basic problem for solution is the 
mechanism whereby the relative demands of the two countries 
for each other's products change in response to the new factor in 
the situation. Thornton's explanation is as follows: 1 

At the time of a very unfavourable balance (produced, for example, 
through a failure of the h"""",t), a country has occasion for 1arge supplies 
of com from abroad: but either it has not the means of supplying at the 
lostant a sufficient quantity of goods in retum, or, which is much the more 
probable case, • • . the goods which the country baving the unfavourable 
balance is able to furnish as means of cancelling its debt, are not in such de
mand abroad as to alford the prospect of a tempting or even of a tolerable 
price. . •• The country, therefore, which has the favourable balance, being, 
to a certain degree, eager for payment, but not in immediate want of ail that 

. supply of goods which would be necessary to pay the balance, prefets guld as 
part, at Ieast, of the payment; for guld can always be turned to a more 
beneficial use than a very great overplus of any other oommodity. In order, 
then, to induce the c:ountry having the favourable balance to take all its 
payment in goods, and no part of it in guld, it would be requisite not only to 
prevent goods from being very dear, but even to render them ""cessive\y 
cheap. '" For this reason, it may be the true policy and duty of the bank 
to permit, for a time, and to a certain .,.tent, the continuance of that un
favourable exchange, which causes guld to leave the c:ountry, and to be 
drawn out of its own coffers. • . • 

I Heury Thornton, A .. &qwiry _ 1M NoIMH'" Eff- of 1M Pap' c,.,u, 
oj at"" BriIaj,., London, ,Sen, in J. R. McCulloch's C'- of T,_ .. Pap' 
C~ tm4 BartiM" London. 1857. pp . .320) 221. . 
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This, it will be noted, is essentially the explanation given by 
l\illl, .and given to-day by Taussig and most of the other econo
mists who take up this problem. It was not, however, Ricardo's 
theory. In his first published work, "The High Price of Bullion," 
he criticized Thornton's explanation as follows: 1 

Mr. Thornton bas not explained to us why any unwill.ingness should 
exist in the foreign country to receive our goods in exchange for their com; 
and it would be n""""""'Y for him to show, that if such an unw@ngness were 
to exist, ... sbould agree to indulge it 90 far as to consent to part witb our 
cOOn. ' 

If We consent to give coin in exchange for goods, it must be from. choice, 
not necessity. We sbould not import more goods than ... export, unless we 
bad a redundancy of currency, which it therefore suits us to make a part 
of our exports. The exportation of tbe coin is caused by its cheapneSs; and . 
is not the effect, but the cause of an uofavourable balance: ... should not 
export it, if ... did oot send it to a better market, or if we bad any commodity 
which ... could export more profitably •••• 

If, which is a much stronger case, we agreed to pay a subsidy to a foreign 
power, money would not be exported whilst tbere were any goods which 
could more cheaply discharge the payment. The interest of individuals 
would reeder tbe exportation of tbe money unnecessaty. 

Thus, then, specie will be sent abroad to discharge a debt only when it is 
superabnndant; only when it is the cheapest exportable commodity .••• 

Thornton and Ricardo, therefore, were both agreed that. gold 
would be exported only if it were redundant, but Ricardo denied, 
what Thornton affirmed, that redundancy of currency could be 
the effect, as well as the cause, of an unfavorable balanCe of trade.' 
Ricardo denied, moreover, that a crop failure or the grant of a 
subsidy would create either an unfavorable balance of trade, 
or, with a minor qualification made later, a redundancy of cur
rency. 

Malthus,' in a review of "The High Cost of Bullion,". agreed 

• (Yust edition, 1810), Worh, McCulloch, editor. I8¢. pp. 068, 069 • 
• Thornton, 0#. cit., p. no: ·'1 conceive, therefore) that this excess (of cur

rency], if it arises on the occasion of an unfavourable balance of hade. and at a time 
when there bas been no extraordinary eurlssion of notes, may fairly be considered 
ao an excess created by that unfavourable balance, though it is one which • reduc
tion in notes tends to cure!' 

Ricardo, .t. eil., p. 267: tiThe temptation. to exPort money in exchange for 
goods. or "hat is leImed an unfavcumble balance of trade, never arises but from a 
redundant CUI1eDcy.JI 

• Edinbu,gh R~. wi. xvii (Februllry, 18u). pp. 342-345. 
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with Thornton as against Ricardo. He argued that Ricardo had 
not shown why the country to which a subsidy was granted should 
immediately demand at the same prices a greater quantit;y of the 
products of the country granting the subsidy than it had been in 
the habit of purchasing.' He agreed with Thornton, also, that 
the increase in the exports of the subsidy-paying country neces
sary to an adjustment of its balance of indebteduess could come 
about only through a preliminary export of gold which would 
lower prices and therefore increase the attractiveness of its prod
ucts. But Malthus went even further. He denied that this 
export of gold would be the result of a. redundancy of currency in 
the country granting the subsidy: 

But, as far as it is paid by the transmissiQtl of bgllion, this transmission 
does not merely originate in redundancy of currency. It is not occasioned 
by its cheapness. • •• It is not merely a salutary remedy for a redundant 
currency: But it is owing precisely to the cause mentioned by Mr. Thomton 
- the unwillingness of the creditor nation to receive .. grea.t additional 
quantity of goods DDt wanted for immediate consumption, without being 
bribed to it by ~ c:heapn<ss; and its willingness to receive buIIion
the currency of the c:mnmercialworld-witbout anysuchbn1>e ...• And, 
whatever variatiOllS between the quantity of currency and commodities, 
ma.y be sta.ted to take place snbsequent to the commencement of these 
transactions, it cannot be for a moment doubted, that the cause of them is 
to be found in the wants and desires of one of the two nations, and not in 
any tJriginal redundancy or deficiency of currency in either of them.' 

I Malthus admits that the fall in the price of bills on the country _ting the 
snbsidy will operate to inaoase the demand for the latter country'. products, bnt 
he 1IlgU"; that if the subsidy is considetabJe, bills 00 the debtor country will fall to 
its gold uport point: "We know indeed, that such a demaod will to a oertain de
gIee exist, owing to the fall in the bills upon the debtor country, aed the consequent 
opportunity .f pon:hasing its oommodities at .. <hooper rate th&o usual. But if the 
debt for the com or the subsidy be considetabJe, aed require prompt pa)'Dlellt, 
the bills on the debtor country will fall below the price of the transport of the pre
cious metals. A part of the debt will be paid in these metals; aed a part by the in· 
a.ased uports of commodities.» (01. oil., pp. 344, 345.) This has bearing upon the 
theory of Professor Hollander, criticioed in &0 esrlier chopter, to the effect that 
variations in the exchanges would be adequate of themselves 10 adjust ba1anas 
withent the necessity of gold movemeols. (See p. 'SO, IfIJI'G.) But Ricardo at 
first denied to either gold mo_ents or variations in the ezchaDges any part in 
the "' ..... onism of adjustment of the oommodily bsIan<:e of trade to the subsidy. 

I 01. ell., p. 345. As will be pointed out later. the word origiMl (italics mine) 
bop the wboIe question. 
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Ricardo made a rejoinder to Malthus's criticism, but be added 
tittle to his ea.rtier argument.' He claimed,. indeed, that since 
the final result of all the importation and exportation of gold 
necessary, according to Malthus, to adjust international balances, 
would be the exchange of commodities for commodities, with gold 
in both countries at their "natural" levels, it was inconceivable 
that these results should not be foreseen, and the expense and 
trouble of these needless operations prevented.> He adhered to 
his original position that gold would be exported only if it were 
redundant, but be made the admission that a harvest failure 
might of itself create a redundancy of currency and therefore 
cause an export of gold: • 

If the circulating medium of England consisted whony of the precious . 
metals, and were a fiftieth part of the value of the commodities which it cir
c:uJated • . . [and if] England, in amsequence of a bad harvest, would come 
under the case mentioned rm the original Essay) of a country having been 
deprived of a part of its commodities, and therefore requiring a diminished 
amount of circulating medium, [the] c:unency, which was before equal to her 
payments, would now become superabundant, and relatively cheap, in the 
proportion of one fiftieth part of her diminished production; the eaportation 
of this sum, therefore, would restore the value of her c:unency to the value 
of the currencies of other countries. 

This is not the sort of gold movement, however, which was p0s

ited by Thornton and Malthus. The function of the gold move
ment according to Ricardo is 10 maintain unaltered the original 
relation to each other of "the proportion between money and 
commodities," that is, the price levels, in the two countries. 
Because of the reduction in the quantity of commodities in the 
country which has suffered the failure of the harvest, a redistribuc 

tion of currency is required to maintain this original relation. 
In the case of a subsidy, presumably, there would be according 
to Ricardo a similar gold movement after the subsidy had begun 
to move out in the form of commodities, and for the same reason. 
But according to Thornton and Malthus, over and above the 
gold export from the debtor country which was adequate to main
tain the original relation of price levels, there must be an addi-

• Appendix to fourth edition of "The High Cost of Bullion," Woris, pp. 291 
seq. 

• lbitl., p. '9'. (See also p. Ig8, ;nfra.) , lbitl., P. '93. 
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tionat gold export which will lower prices in the debtor country 
and so stimulate exports. This Ricardo denied. 

Ricardo's argument can be summarized in the three following 
propositions: 

(I) Gold will be exported only if it is relatively redundant as 
compared to other countries. . 

(2) An export of gold is always the cause, never the effed, of 
an unfavorable balance of trade. 

(s) A failure of the harvest, or the grant of a subsidy or loan 
to a foreign counb;y, does not create a redundancy of currency, 
that is, does not make the existing level of prices in the country 
suffering the failure of the harvest, or granting the subsidy or loan, 
too high, and, therefore, does not result in the export of gold.' 

Thomton would reject the last twn of "these propositions; 
Malthus would reject all three. 

The first of these propositions is unquestionably sound. But 
it requires more careful definition than is given to it by Ricardo. 
Two countries' have the proper amounts of currency relative to 
each othet if the relative price. levels in the two countries are such 

. that trade between the countries results in an even balance of 
international payments. Any cause which makes the price level 
of a country too high to bring about an even balance of intema
tiona! payments, whether it be an over-issue of paper currency, 
or a crop failure, or the grant of a foreign loan, or a sudden decline 
in the relative demand of foreign countries for its products as 
compared to its demand for foreign commodities, makes currency 
redundan~ in that country. 

The secondptoposition toms upon a question of time: can 
the unfavorable balance of trade precede the export of gold, or is it 
always caused by a preceding export of gold? Ricardo, insupport
ing the position that the export of gold is never the result, but al
ways the cause, of an adverse trade balance, in effect maintains 
that gold is never exported to settle old obligations but is always 
exported to supply funds for obligations still to be made. But to 
take the case of the granteof a loan, the moment the loan is made 

1 .With the later qnaljfi,.ation, however, which was discussed above. 
• AJsuming that oDly t_ countries..., <:OD<Omed. 
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there will be an unfavorable balance of payments, unless I.t the 
same moment the foreign demand for the lending countty's prod
uctsincreases sufficiently to offset the debits created by the grant 
of the loan.' Ricardo argues that the grant of a loan will not 
create an unfavorable balance of payments, because: (1) the 
lending countty will meet its loan obligations in goods and not in 
gold unless gold is cheaper than goods; and (2) there is nothing in 
the grant of a loan to make gold cheaper. But it is now necessary 
for the borrowing countty to purchase a greater quantity of the 
lending countty's goods than it purchased before the grant of the 
loan, if the even bslance of international payments is to be main
tained. Ricardo fails to see that if the foreign demand for the 
lending country's goods is not immediately, automatically, and . 
proportionately increased by the grant of the loan, prices in 'the 
lending country, which were at their proper level before the flota
tion of the loan, are too high now; if the borrowing country be
fore the loan took 1,000,000 pounds of wool at 20 cents a pound, 
this price is too high, that is, gold is too low, if it must now be 
induced to take 1,500,000 pounds. Ricardo fails to show why or 
how the borrowing country's demand for the lending country's 
products will increase hecause of the loan so that it will take more 
commodities at the sa_prices. He fails to meet Malthus's argu
ment that the borrowing country will not hi willing to accept 
more of the lending country's goods at the same prices because, 
although" it is unquestionably true, as stated by Mr, Ricardo, 
that no nation will pay a debt in the precious metals,if it can do 
it cheaper by commodities; . . • the prices of commodities are 
liable to great depressions from a glut in the market [to put it in 
more modem language, greatly increased quantities of com
modities cannot be sold except at substantially lower prices] 
whereas the precious metsls, on accOunt of their having been con
stituted, by the universal consent of society, the general medium 
of exchange, and instrument of commerce, will pay a debt of the 
largest amount at its nominal estimation, according to the quan-

1 It is necessary to shift the discussioD. at·this point from "'balance ot~trade'J to 
"balanceofpaymeuts" terms, because in the case ofa lending oountry th .... will be 
an advene balance of payments even in the presence of a favorable balance 01 tmdo 
if the _ of ezports is DOt as great as the amount of the loan. 
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lity bf bullion contained in the respective currencies of the coun
"tries in question." I Malthus is undoubtedly right in claiming 
that a debt payable in gold can be liquidated in gold without dis
count, whereas to pay it in commodities may require their sale 
at reduced prices. It follows, therefore, that the grant of a 
loan to a foreign country may, and ordinarily will, immediately 
create an unfavorable balance of payments and a redundancy in 
currency. Immediately thereafter the export of gold will begin
the effect, as Thornton and Malthus claim, and not the cause, as 
Ricardo claims, of an insufficient export of goods and a consequent 
unfavorable balance of payments. 

Similarly, in the case of the failure of the harvest, while prices 
remain at their former levels, imports and exports with the ex
ception of grain will remain at their fonner ieveIs. The Cessation 
of grain exports will prevent imports and exports from balancing 
evenly. There will be, therefore, unfavorable balances of trade 
and of payments, which will be the cause and not the effect of an 
export of gold from the country whose harvest has failed. 

That the third proposition of Ricardo is also unsound "has 
already been demonstrated in the course of the analysis of the 
first two propositions. A failure of the harvest in a given country, 
or its grant of a subsidy or a loan to a foreign country, makes the 
existing prices too high in the given country to permit of a volume 
of exports adequ,ate to liquidate the claims of the other country: 
that is, it makes the currency redundant. There results an un
favorable balance of payments, which"in tum results in an export 
of gold. 

Ricardo seems to have been led into his erroneous conclusions 
in part by his exaggerated notion of the obstacles which exist to 
the exportation of gold. As hasa1ready been pointed out, Ricardo 
denied-tha t gold would be exported if it were soon to be reim
ported:' 

The ultimate result then of all this ezport&tion and importation of money, 
is that one country will have imported one commodity in excbange for an
other, and the coin and buDioo will in both countries have regained their 
natural level. Is it to be contended that these results would not be foreseen, 

1 Ed;"'" RerMw, FebruaryJ "I81l, p. 345. 
I Appendis to fourth edition 01 "The High Cost of Bullion," W ... As, P. 29'. 
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and th. expense and trouble attending these needless operations effectually 
prevented, in a counUy when: capital ;,; abundant, when: every poosible 
economy in trade is practised, and when: competition is pushed to its ut
most limits? Is it conceivable that money should be sent abroad for the 
purpose merely of rendering it dear in this country and cheap in another, 
and by such means to insure its return to us? 

But gold when exported does not always return. If the loans 
or subsidies continued indefinitely, the gold would not return. 
In any case, when gold is exported no one knows definitely 
whether the loss of gold will be permanent or not. Even if it were 
known that the gold, if exported, will return, say, after a year, 
Ricardo does not disclose the machinery by which the immediate 
claims of foreigners will be liquidated without gold shipm"ents, or 
who will exert himself to stop the gold payments. . It would be 
almost as reasonable to suppose that if in domestic trade an in
dividual was to sell his products in January, knowing that in 
December next he will use the proceeds to buy the products of 
the purchaser, he would customarily be able to avoid the neces
sity of using money as a medium of exchange. Moreover, gold is 
not sent abroad "for the purpose merely of rendering it dear," 
but to settle obligations which cannot be as conveniently or 
cheaply settled in any other fashion. Nor is the change in the 
relative value of gold in the two countries the only result of the 
export of gold. By making the products of the gold'ell:porting 
country cheap and those of the gold-importing country dear, the 
export of gold affects the commodity balance of trade between the 
two countries. 

Ricardo also gives an unrealistic description of the endeavors 
which an individual having foreign obligations to meet will 
undergo in order to make payment in the cheapest possible 
medium: 1 

If I owed a debt in Hamburgh of £'00, I should endeaVOI to find out the 
cheapest mode of paying it. If I send money, the expense attending its 
transportation being, I will suppose, £5, to discbarge my debt will oost me 
£'05. . If I pun:hase cloth here, which, with the expenses attending its ex
portation, will ooot me £106, and which will in Hamburgh sen for £100, it;,; 
eWlently more to my advantage to send the money. If the pun:hase and 
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cpenses of sending hardware to pay my debt will take £107. I should prefeI 
_ding cloth· to hardware, but I would send neither in preference to money, 
because money would be the cheapest exportable commodity in the London 
marl<et. 

But, to quote Ricardo himself, "each transaction in inter
national trade is an individual tr3.nsaction." If a person has a 
monetary payment to make abroad, he will not ordinarily look 
about for a commodity which will serve the pwpose of making 
payment, make the necessary purchase thereof, find a buyer in 
the country to which he must· send his remittance, and in this 
roundabout way obtain the foreign funds he needs. Even though 
the situation is such that payments can theoretically be made 
more profitably in commodities than in gold, payments must in 
practice be made ingold until, through the mediation of merchants 
and of exchange brokers, commodity sales abroad are increased 
and foreign credits are thus made availilble to offset the foreign 
debits. An adjustment of this sort will take time. In the mean
while, foreign payments will be made in gold. There is no reason 
to suppose, however, that Ricardo was unaware of the practical 

. obstacles to the smooth and complete working out of a theoreti
cally desirable mechanism These obstacles were of the category 
of "facts," whereas he was interested only in "principles." I 

In private correspondence with Malthus, Ricardo receded in 
some mmor Particula.rs from the position taken in his original 
essay. He conceded to Thornton that crop failures, changes in 
the foreign demand, the grant of a subsidy, as well as changes in 

• Ltlim of Ri«wdo '" 11-', p .• 8: .. ~ fust point to be a>DSideJed is, wba1 
is the intA:resl of oountries in the .... supposed? The second, wba1 is their practioe? 
Now it is obvious tha. I need DOt be gn:ally solicitous about this latter point; 
it is suflicient for my _ if I am dearly drm'"'stnlle that the intA:resl of the 
public is as I have stated it. It would be DO ans_ to me that men ...... igDOmnt 
of the best .... d cheapest mode of conducting their busin<ss and poying their debts, 
because that is .. question of fact, DOt of scieoce, and might be urged against almost 
....-y proposition in Political Eamomy. • •• When you say that _ will go 
abroad to pay a debt OI" subsidy, OI to buy <OlD, although it be .... superabuodant, 
but at the same tinte admit that it will speedily .. tum and be ezclwtged for goods, 
you appear to me to amcede all for which I contend, namelYI that it will be the 
i1II<r.n of both 001IIltries, wheD money is _ supembuodant in the ODe owing the 
debt, that the eopense of exporting the money sbouId be spazed, beca .... it will be 
followed by ..... theI useless _ - sending it back again." 
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the supply of the currency, might create a redundancy of cur
rency.1 He gave a prominent place in the mechanism of adjust
ment of international balances to variations in the exchanges, and 
even maintained tha.t an unfavorable rate of exchange resulting 
from the necessity of payfug a subsidy would tend to persist"long 
after the subsidy had been fully paid.' He admitted tha.t the 
description he had given of the mechanism of adjustment of in
ternationa.l balances was intended to apply only to a state of 
affairs in which a.ll persons knew, actively sought, and were able 
to achieve, what was in the absence of "friction~' their best in
terest, and that under actua.l conditions the adjustment might 
work out somewhat differently.· He still maintained, however,. 
tha.t a shift in relative prices in subsidy-granting and su~sidy~ 
receiving countries, respectively, was not a part of the mechanism 

"of adjustment of the commodity ba.lance to the subsidy. He 
claimed tha.t, if the fa.ll in the exchange of the subsidy-granting 
country was not of itself sufficient to result in an increase in ex
ports sufficient to pay the subsidy, and gold was therefore ex
ported, the amount of gold exported would necessarily be a 
sma.Iler proportion of the total stock of gold in the country than 
the proportion of the commodity exports sent in payment of the 
subsidy to the total stock of commodities. Prices in the subsidy
granting country would not fa.ll, therefore, during the payment 
of the subsidy, and would be higher after payment had been com
pleted than they were before. The excbange for. this reason 
would continue permanently unfavorable to this country.' 

Ricardo does not state the grounds on which he rests his -as
sertion that the export of gold would be in relatively sma.ller pro
portions than the export of commodities. There can be little 
likelihood, however, that commodity shipments in payment of a 
subsidy or a loan will affect the commodity side of the equation 
between commodities and money as much as the gold shipments 
will affect the money side. An increase in exports does not neces-

I Ldkn oj Ri<onltJ 10 M_, p. '3. Malthus denied this. 
S Ibid., p.. 20.. I) Ibid~, pp .• 8, 19 • 

• Ibid., pp. '0, 'I. Ina ptevious letter hehadoontended thalafter the payment 
of the subsidy" the exchange would again _tely express the value of the cur
rency," f. eo, would return to the mint par. (lbiL, p. IS.) 
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sarily reduce the flow of commodities (and services) requiring 
mediation of their exchanges in the exporting country. In any 
case, even a huge subsidy is likely to be a small proportion of the 
total volume of commodities and services excbangP.d for money 
in the course of the year, whereas a relatively small fraction of the 
subsidy paid in gold may represent a large fraction of the total 
supply of gold of the exporting country.' 

MODElIN ClUTICISMS OF MILL's THEoRY 

Later writers for some time almost invariably followed Thorn
ton and Malthus, rather than Ricardo. Tooke' added further 
strength to the case for the necessity of gold movements by 
stressing the delays which must ensue before a change in con
ditions, even a sharp fall in prices, can Iead to'increased exports 
and the payment therefor. The delays incident to the spreading 
of information about price changes, the shipment of commodities 
and the payment therefor, are not as important now as theywere 
then, but nevertheless it must still remain true that the full com
,mercial response to changes in price levels cannot be expected to 
take place immediately.' Mill, as we have seen, accepted Thorn
ton's rather than Ricardo's explanation, as did Cairnes also.' 
Francis Walker in 1883, after reviewing the controversy between 
Thornton and Malthus on the one hand and Ricardo on the 
other, but with special reference to its bearing on monetary 
theory, sided also with Thornton and Malthus rather than with 
Ricardo.' 

I In recent discus>ions of the theory of international trade under inoonvertihle 
paper some writers ha."" in _ manner euggemted the signifu:ance on priA:es 
in the lending COUDtIy of the _rt of the goods .... t in payment of the loaDs. 
Only if the loaDs were extraordina.rily _t in volume oould they ha.ve an • __ 
cia~ dIect on the total volume of domestic eW1augos of goods and .....u:... 

• Thomaj Tooke, Tire Slale oj lire CfIf"Imcy (2<1 ed.), London, 1826, p. 106. WU
Iiam BIalre, writing in 1810, also follows 1'homton mthor than Ricaxdo, "ha.o h. 
axgues thet gold movements will arise 110t ooIy from eha.oges in the volume of cur
ftDCY, but also from harvest oonditions, subsidies, foreign xemillODl:es, etc. (T" 
C_Sf oj Eul'lmPi and iii< Praml DetredaHd SIaIe oj c-...:,., pp. 4. s.) 

• See p. 214J infra. 
, J. E. Cairnes, S ..... !.<oding Pri1f<i1/u oj PDIi.'kaI E_0"'ll, 1874. Part m, 

Ch.m,l6. 
• F'ra.nci! A. Walker, Money, New York, tSSJJ pp. 48 seq., ISO seq., 510. 
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Bastable, in 1889, concerned mainly with the defense of Ricar
do's theory that the terms of international exchange are identical 
under a money economy with what they would be under a barter 
economy, gave hesitating support to Ricardo's theory that gold 
would not move from a borrowing to a lending country and thus 
bring about a change in relative price levels: 1 

It is aJso doubtful whether Mill is coITeCt in asserting that the quantity of 
money will be inaeased in the creditor [that is, the borrowing] and reduced 
in the debtor [that is, the lendingJ counby'. The sum of money incomes will 
no doubt be higher in the fonner; but that inaeased amount may be eJ:

pended in purchasing imported articles obtained by meaDS of the obligations 
held against the debtor nation. • • • Nor does it follow that the scale of 
prices will be higher in the creditor than in the debtor <:OUnby'. Tbe in
habitants of the former. having larger money incomes, will purchase more ' 
011& same ;ria, and thus bring about the necessary a:eess of imports ,over 
a:ports. 

The old controversy has recently been reopened,. but without 
adequate reference to the original participants therein, and ap
parently without full realization of the extent to which Ricardo's 
conclusions had been rejected by other writers. Professor Taus
sig, in an article dealing more especially with some points of 
theory relating to international trade under depreciated currency, 
began his exposition with an explanation of the adjustment of 
balances to loans under the gold standard preCisely identical with 
that offered by Mill, but apparently under the impression that it' 
was the Ricardian theory. Professor Hollander replied in rebuttal 
by an appeal to the opposing theory of Ricardo, but apparently 
under the inlpression that Ricardo's theory was the generally 
accepted one.' Hollander added, what was not a part of RicardO's 

• C. F. Bast&bIe, "On Some Applications of the Theory of IntematioDal Trade," 
(/o4It<r1y J_ Df &oMmia, voI.;v (October, 18&), P. 16. (Italics his.) Fora 
discw!siOIl of Ricazdo's theory that the terms of international trade are not altered 
by the iDtmduction of money, see p. 295, itJfr«. 

I In the ~, J_ of &oMmia: F. W. Taussig, "International Trade 
Under Depreciated Paper," vol. xui (May, 1:(17); Knut Wicksell, "IntematioDal 
Fleights and Pria:s" (with a rejoindet by F. W. Taussig), vol. lCCdi (February, 
19:18); J. B. Hollander, "International Trade Under Depreciated. Paper: A Criti
cism uj F. W~ Taussig, «"A Rejoinder,u voL u:zii (August. 'X918) . 

• ]. H. Hollander: "From the day of Ricazdo it bas been agreed that 'specie 
will be sent abroad to discharge a <Iebt only when it is superabundant; only when 
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original explanation: and has already been disposed of above,' 
that the increase in the exports of the lending country would be 
the result of a preceding decline in the price of bills on the lending 
country. He makes the further point, however, that to prove the 
possibility of a gold movement, it is necessary to assume that 
the equation of international demand is disturbed.' But this is 
precisely what the flotation of a loan does. Moreover, if the 
equation of international demand were not disturbed, the parity 
of the exchanges would not he disturbed. The equation of inter
national demand denotes not necessarily an even ratio hetween 
the relative demands of two countries for each other's com
modities, but an even ratio hetween immediate obligations in 
both directions, arising from whatever cause, so that these im
mediate obligations will he liquidated Withoiit the use of gold. 
The grant of a loan to a foreign country, by increasing the demand 
in the lending country for bills on the borrowing country without 
proportionately increasing the supply thereof, disturbs the equa
tion of demand, the balance of payments, and the parity of the 

. exchanges. As Professor Hollander himself says: "What may he 
conceived as really taking place is that the loan transaction will 
entail an increase in the demand for New Yark exchange in Lon
don and an increase in the supply of sterliog bills in New York." I 
This would not he true if the grant of the loan did not disturb the 
equation of international demand nor, to return to another phase 
of Hollander's argument, would it he true if gold had not become 
superabundant in the lending country because of the loan.' 

Professor Wicksell also replied to Taussig's article, mainly along 
the lines of :Bastable's argument, to the effect that the transfer 

it is the cheapest exportable commodity.''' (Quorlmy JqumoJ of Etmwtoiu, wi. 
om,p.6n.) 

F. W. Taussig: "Let it be hom. in mind that both Professor Hollander and my
self &Ie discussing the accepted [Ricardian) theory, and that neither of .. under
takes here to comet or to verif7 it." Ibid., P. 6go. 

1 See pp. 150 seq., -#H. 
• Quorlerl1JqumoJ of &otoomiu, vol. om, p. 680. 
• Ibid., p. 618. 
• Cf. Ricardo, "Prindples" (W ...... p. 84): "When each countIy has pX<Cisely 

the quantity of money which it ought '" have, money will not indeed be of the same 
value in each, . • • but the eachange will be at par." 
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of purchasing power from the lending to the borrowing country 
would operate, without gold movements on II. scale sufficient to 
result in price che.nges, to bring e.bout the necessary excess of ex
ports over imports in thelendingcountry.l Taussig, in his original 
article, ha.d e.rgued that generally not all the proceeds of a foreign 
loan would be used by the borrowers inlmedlately in inaking pur
chases of foreign goods, but that part of the proceeds would be 
brought to the borrowing country to be used in buying domestic 
commodities and hiring le.bor. Wicksell pointed out that eyen the 
domestic purchases would operate to adjust the international 
balance, since they would reduce the amount of commodities in 
the borrowing country available for export. Nevertheless, even 
with this correction, Taussig's argument still holds that without, 
gold, movements and changes in price levels there js no visible 
mechanism whereby increased purchases by the borrowers of 
foreign commodities, and. of those domestic commodities which 
otherwise would be exported, will exaCtly equal the amount of 
the borrowings.' It is quite possible that none of the proCl'eds of 
a loan shall be used directly in making foreign purchases. In the 
absence of changes in prices consequent upon gold movements and 
of special circumstances, what shouid be theoretically expected is 
that the proceeds of foreign loans will on the average be used in 
the first instance by the borrowers in making purchases of foreign 
goods and of domestic goods which would otherwise be exported 
in the same proportions, respectively, as foreign purchases prior 
to the :flotation of the loans were to total purchases, and as pur
chases of export commodities were to total purchases. Assume 
that a country annually imports $1,000,000 of foreign goods 
and that its domestic production of goods amounts annually to 

'$10,000,000, of which $2,000,000 consists of commodities of a 
class of which $1,000,000 is exported, $1,000,000 consumed at 
home. Assume that the country borrows abroad, for general 
purposes, $1,000,000. The theoretical expectation would be 
that, in the year in which the loan was floated, in the absence of 
price changes, the commodity imports would increase by $100,000, 

1 QuorlerIyJ-of~, vol. =ii. p. 405 • 
• F. W. Taussig, ibil.. vol. xui, pp. 393, 394. 
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the exports would decrease by $100,000, and $800,000 of the loan 
would be taken in gold.1 In the absence of special circumstances 
such as the-requirement that the proceeds of the loan beim
mediately used in making purchases in the lending country, and 
in the absence of price changes, there is no reason why borrowings 
abroad should disturb the proportions in which the total pur
chasing power in the borrowing country, including that derived 

-from the loan, is used in buying domestic and foreign commodi
ties. Without a disturbance in these proportions the loan cannot 
wholly enter in the fonn of commodities.' 

• 

SECTIONAL PRICE LEvELS 

The theorymaintailied above, that changes hlprice levels result
ing from gold movementS play an important part in the mech
anism of adjustment of international balances, has been attacked 
also by Professor Laughlin, but from an altogether different point 
of view. In his criticism of the theory, which is merely a. phase of 
his general denial of the validity of the quantity theory of the 
.value of money,· Laughlin contends that changes in price levels 
cannot play an important part in. the mechanism of adjustment of 
international balances of trade, on the ground that the general 
price levels of two countries cannot move in opposite directions, 
and cannot move in the same direction in substantially different 
degrees, since "the action of the international markets, with tele
graphic quotations from every part of the world, precludes the 
supposition that gold prices could in general remain on a higher 
level in one country than another (cost of carriage apart) even for 

1 In the above illustration the total domestic mn"'Ullptio .. in the aboeDce of 
loans is $10,000,000, of which $1,000,000, or one tenth, consists of imported com
modities &Ild a .. equal amollllt cousists of articles of & class which has an _<1 
market. 

• J. S. Nkholson (Prindplu of PoIiSicol Economy, London, !!!gr, wi. ii, pp • 
• 87-291) attacks Mill'. reasoning with "'l!IlI'i to gold movements and price changes 
&Ild provides an alternative solutio .. similar to thet of Wicl<seII di!c:ussed above. 
Although he finds Mill'. reasoning abowd, he posents DO argument DOt .-y 
c:onsidered he.... Nothiag is to he gained, therefore, from a detailed consid .... tion 
of his apjan&tion of the mechanism 

• J. L. lAUghlin, Principles of M tmey, p. 369. 
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a brief time." It would be pertinent here to cite as complete re:
buttal of this argument the statistical evidence afforded by vari
ous comparative studies of prices which reveal striking differences 
in gold price levels in different countries, or the charts of the 
comparative trend of prices in Canada and other countries given 
in the next chapter, which demonstrate that price levels do move 
differently in different countries. But the argument can he met 
by deductive reasoning which adheres to the spirit while extending 
and amplifying the detail& of the accepted theoIY. One attempt to 
meet Professor Laughlin's criticism in this manner may here be 
noted. Whitaker,' in an otherwise brilliant and conclusive reply 
to Laughlin, argues that if the highly developed means of'com
munication have brought about so great a nniformity of price 
levels that disturbances of relative price levels have become al
most intperceptible, it is only because the forces considered in 
the orthodox theGIY operate more effectively now than in earlier 
days in bringing about nniformity. He claints that the orthodox 
theoIY does not at all assert that prices maintain different levels 
in different countries, and he further claints that the "normal 
situation" - by which he means apparently the situation char
acterized by a stable balance of trade adjusted without further 
gold movements to the balance of indebtedness-is nniformity 
of price levels. He asks whether Laughlin would argue, because 
Chicago and Liverpool prices are adjusted one to the other by 
telegraph, that a difference in the price of wheat at these points 
is not the cause of the movement of wheat between them. 

It can be demonstrated from the writings of the classical school 
that Whitaker misinterprets their theoIY and that they would not 
agree that gold prices must linda nniform level throughout the 
world.' On the other hand, such slight differences of prices, other 

I A. C. Whitaker, "The Ricardian Theotyof GG!d Movements,"QI<ort<rl,J ...... 
traI of E.ctnumJiu, February, 1904, pp. 236 seq • 

• David Rialrdo, uPrinciples,u Ch. 'VIIJ Woris, p.81: uThe value of money 
is never the same in any two ~ depending as it does OD relative t.aD.tion, 
011 lDlUIUfacturing skill, on the ad_lagos. of climate, Datura! productions, ODd 
many other causes.n 

J. S. Mill, PriJt<ip/<s, Bk. m, CII. XIX,I.: "The countries whose uportable 
productions an: most in demand abroad, ODd c:ootain greatest va1ue in smaIIesl 
bulk, which are _ 10 the mines, ODd which hove least demand fer foreign pro-
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than those accounted for by trnnsportation costs, as ean exist for 
more than a day or two between markets connected by telegraph 
and for commodities steadily moving in one direction in inter
national trade, cannot explain such tremendous adjustments of 
balances of trade as are necessary when a country of the rela
tively minor economic importance of Canada increases the rate 
of its capital borrowings by $100,000,000 in one year. 

The adjustment of balances of trade where the disturbing ele
ment to an existing equilibrium is important cannot be explained 
by those "scarcely perceptible" changes in relative prices which 
Whitaker considers the direct cause governing such adjustments. 
The possibility of important changes in relative price levels is 
demonstrated inductively in the following chapter. In view of 
Laugblin's statement with respect to the eqUa.lizing influence of 
rapid communication on price levels in international trade, how 
ean such changes in relative price levels he explained deductively? 

Laughlin's statement with regard to the necessary uniformity 
of prices between countries in telegraphic communication is true 
only of commodities which move in trade regularly and in large 
quantities between these countries, and is true even here only 
with important reservations. Laughlin acknowledges that reJa.. 
tive prices of a given commodity in two countries may differ by 

ductions, are those in which money will be of lowest value, or in other words, in 
which prices will habitually range the highest." 

J. E. Cairnes, s_ UadiIJg Prirrdpks, Part m, Ch. v, § I: "I ought here, 
perhaps, to refer to a maxim advanced by some writers on moDetaty questions 
which, if well fmmded, would seem to p:reclude the existence of the phenomeno., 
the character 01 which I _ to discuss. It is held by the writers to whom I 
refer that the value of gold is, and must ever be, 'the same all the world over.' Now 
if this be so, as the value of gold is merely aaother expressioD for the gold prices of 
ccmmodities, it must follow thata high 01 & low scale of geaemI prices ezisting in&DY 
country, &ad not shami by every other, is Sl1 impossible oa:unence. As there is 
DO local value of gold, 50 there can be no local scale of prices. I have no hesitatioD, 
however, fa e:qm:ssing my opinion that the doctriDe in questioD, with whatever 
amJidence advanced, is absolutely destitute of louad&tic ... " ADd fa .. footnote to 
the above: "It bas c:ettainly no support from any writer of authority." 

Whitaker, fa a ...... tly publiohed book (Fonip &rdump, 19 .... pp. 6.8 
seq.), not only a.ttributes once mole to R.i.amio the theory that gold has u.nifonD 
putthasing power throughout the world, but he also attribuu.. 10 him Thom!on'. 
doctrine that "excessive imports of goods" are ODe of the usual ca ..... of gold 
movemeata. 
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the cost of transportation. But if prices of a given commodity in 
two countries may differ by e:rocIly the cost of transportation, it 
can easily be demonstrated that while the prices in one country 
remain constant, the prices in the other may vary within the 
limits of a fraction of the cost of transportation and twice the coSt 
of transportation. Countries A and B both produce a given 
commodity. On a given date its price is X in A, and Y, a higher 
price, in B. The cost of transportation between the two coun
tries is Z, which equals V-X. This would be the normal situa
tion while the commodity was moving from A to B. But it 
would be theoretically possible for the price of the commodity 
inA to settle at any point between X and X + 2Z and to r~ 
at that point while the price in B remained unchanged. Stated· 
in other terms, if the price of wheat in Liverpool is $. and remains 
at $2, and the cost of transportation in either direction between 
Cbicago and Liverpool is 40 cents, the Chicago price of wheat 
may settle at any point between $1.60 and $'.40. If the cost . 
of transportation rises or falls, there is a corresponding change in 
the possible range of fiuctuations of relative prices. 

What has been said above with regard to the relation of trans
portation costs to relative price levels in different countries 
applies with equal force to iinport duties. If in the above illustra
tion T is the specific import duty on a commOdity in both coun
try A and country B, the price may range in country A between 
X - T and X + .Z + T, while remaining at Y in country B. 
The Canadian tariff, measured by usual standards, is a high 
tariff. Only for commodities, therefore, which are readily trans
portable at small cost and which are not subject to duty is the 
possible range of fiuctuation in their relative prices in Canada 
and in other countries very closely limited. 

But there are commodities which, because of tb!lir great bulk in 
proportion to their value or for other reasons, are costly to trans
port, and for such commodities the possible range of fiuctuation 
in relative prices may be several times the price of the article in 
the low-price country. There are other commodities which, be
cause they are perishable or because they meet a demand which 
is wholly local, never or rarely move in international trade, and 
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the prices of such commodities are in all cases largely, in some 
cases wholly, independent of any direct inlluence of foreign prices. 
There are also commodities which are immovable, such as land 
and buildings, and there are services which cannot be detached 
from the person rendering them and therefore have limited 
mobility, and these also have prices which are not directly sub
ject to competition from abroad. If the general price Ievels of 
any two countries be considered, including the prices of services, 
there is therefore a considerable range within which the price 
levels may diverge from each other in response to factors which 
are not common or identical in both countries. 

Price levels of different countries, therefore, although in part 
interdependent, are also in part independent of each other. The 
direct interdependence is largely confined to the prices of those 
commodities which move freely and in substantial amounts in 
international trade, commodities which may be conveniently 
termed "international commodities." The prices of bulky com
modities are subject also to direct external inlluence, but only 
in the sense that foreign prices set broad limits to their lIuctua
tions - if these commodities fall to abnormally low prices ex
portation may be stimulated and the inlluence of foreign prices 
may become important, and similarly, if they rise to abnormaIly 
high prices competition may set in from imported commodities. 
The prices of services and of what may be termed "domestic 
commodities," commodities which are too perishable or too bulky 
to enter regularly and substantially into foreign trade, are wholly 
or largely independent of dired relationship with foreign prices. 
World price-factors inlluence them only through their inlluence 
on the prices of international commodities, with which the prices 
of domestic commodities, as part of a common price-system, 
must retain a somewhat lIexible relationship. 

An important improvement in the classical theory was made 
when the analysis of the part played by price changes in the ad
justment of balances was extended beyond a general and un
qualified discussion of changes in "general price levels" to an 
analysis of the trends of the sectional price levels. The awliai
tion, to the general theory, of the fruits of this analysis has been 
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made most completely and effectively by Professor Taussig. 
Cairnes, however, appears to have been the first writer clearly 
to perceive that it was important for the theory of international 
trade to distinguish between general price levels and what are 
here termed "domestic," "import," and "export" price levels, 
although he made use of the distinction only to prove his point 
that gold was not of the same value in all countries. Cairnes's 
description of the "sectional" price levels is worth quoting: l 

• • • Among countries cqmmen:ially connected there is a Jarge class of 
commodities - all those, namely, which COIIStitute the great staples of com
merce, such as com, iIouI', tea, sugar, metals, and most raw materials of in
dustry - of which the prices can not vary much in dilierent localities. As 
a rule the dilierence of prices will not be greater than the cost of 'carriage 
between the countries of production and consumption, always, of COUISe, 

excepting the case where snch articles come ander the operation of 10cal 
fiscall&ws. In the exchange for commodities of this description, the value 
of gold, though not the same all the world 0_, does not greatly vary within 
the range of general COJIImette. But besides the cqmmodities which form 
the staples of cqmmeroe, there are those which, through unsuitahleness for 
distant tnUlic, "" owing to some other ohstacle, do not enter into interna
tiona1 trade. With regard to these, there is nothing to prevent the widest 
divergence in their gold prices, or, therefore, in the value of gold in relation 
to them, not merely in remote quarters of the world, hut sometimes even in 
localities within the same country; and the class of goods to which this de
scription applies - it will vary in extent with the situation of each country 
and the means of communication at its command far from being insignifi
cant, must under all circumstances include some of the most important 
articles of general consumption. To pen:eive this, it is only necessary to 
remember that the group includes the items of house accommodation, meat, 
and a large proportion of those things which fall ander the bead of "pr0-
visions" - a list which wonld have to be greatiyenJarged if we had to deal 
with countries Jying aside from the 1eadiDg thoroughfares of commerce, or in 
which the means of communication have been imperfectly developed. . 

The part played by gold movements in the adjustment of the 
Canadian balance of trade to Canadian borrowings from abroad 
has already been submitted to an inductive examination, whose 
results -showed that, if allowance was made for the controlling 
inftuence exercised on gold movements by the peculiar system of 
outside reserves of the Canadian b;inl<s, gold movements operated 

in the manner indicated by Thornton, Mill, and their followers. 

I S_ lAa4i", Priat;SJiu. Part m, Ch. v, § t. 
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The next chapter is devoted to an inductive analysis of the part 
played by price changes in the mechanism of adjustment of the 
Canadian baiance of trade. It should provide a further test of 
the validity of the deductive theory as expounded by Thornton 
and Mill, and it should, moreover, serve to verify the amplification 
of the theory made by Professor Taussig with reference to the 
operation of the sectional price levels. 



CHAPTER X 

CHANGES IN RELATIVE PRICE LEVELS AND THE 
MECHANISM OF ADJUSTMENT OF TRADE BALANCES 

B. INDUCTIVE VERIFICATION 

1NT!I.0DUcrORY 

IN this chapter an attempt is made to verify inductively, by an: 
analysis of price movements, the deductive theory with respect 
to the part played by changes in prices in the mechanism of ad
justment of trade balances, which was presented in the preceding 
chapter. Before proceeding to the analysis of the relevant price 
statistics, it.is essential, however, to establish deductively a 
further detail which has escaped the attention of writers on the 
theory of international trade. 

If borrowings abroad continue after their' inception at a con~ 
stant rate, it is stated or implied by those writers who follow Mill 
that the initial relative rise in prices in the'borrowing country 
must be maintained definitively and undiminished so thattbere 
may be an equally definitive and undiminished excess of imports 
over exports. Assume that we start in 1900 with an even balance 
between imports and exports and with no borrowings; that bor
rowings begin in 19"1 at the rate of $50,000,000 annually and 
continue for an indefinite period thereafter at the same rate; that 
the Canadian price level rises 5 per cent in 19"1 relatively to the 
world price level; and that this relative rise in 'pricesis just 
sufficient to bring about an excess of imports over exports in 19"1 
equal to the borrowings in that year. The generally accepted 
theory would hold that this relative rise of 5 per cent in the Cana
dian price level must be maintained undiminished throughout the 
continuance of the borrowings if imports are to maintain their 
necessary excess over exports. 

There is valid deductive ground, however, for believing t1mt 
if an initial relative rise of 5 per cent in the Canadian price level ... 
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is. sufficient to bring about in the first year of its occurrence an 
excess of imports over exports amounting to $50,000,000, it will 
be more than sufficient to bring about an equivalent excess of 
imports over exports in subsequent years. Before a change in 
relative prices can exert its full infiuence on trade, information 
as to the price changes must first become widespread, old com
mitments must be liquidated, new merchandising and credit 
connections must be established, inertia must be overcome, habits 
and tastes must be trained to find new forms and styles of c:om:. 
modities acceptable, industry must be adapted to the exploitation 
of raw materials having perhaps slightly different chemical or 
physical properties or graded according to hitherto unfamDiar 
standards. How long it will be before price changes in one coun
try will exert their full potential infiuence on the trade with 
other countries is not subject to exact determination, but under 
normal circumstances it will unquestionably take more than one 
year. The problem is one "of determining the effects of a new 

. stimulus applied to trade. Worlcing an analogy from applied 
psychology, the problem is to ascertain whether a stimulus of uni
fonn strength continuously applied (1) produces a cumulative 
effect, or (z) gradually loses its stimulative potency. It seems to 
me that there is a clear presumption that for an initial period at 
least the effect of the trade stimulus will be to produce a steadily 
increasing result." 1 

If a given divergency in price levels will have a progressive 
effect on trade for several years and, after that, a constant effect 
at the peak, which has been shown to be a reasonable hypothesis, 
it should be expected, given a constant rate of borrowings, that 
the initial relative rise in prices in the borrowing country will 
later proVe to be Unnecessarily great and therefore will not be 
fully maintained. Moreover, even though a given divergency of 
prices should be expected to exert a constant ,.elaIifNJ infiuence 
on trade, it should exert an increasing absol.m infiuence on trade 
as measured in money if the total monetary volume of trade is 
increasing, whether this increase reflects an increase in physical 

1 I am indebted to Prof ...... Edmund E. Day, formezly of lIarvanI UDiwmity. 
feu: this usefu1 &DaIogy. The QUOtation is from a letter to the..m... 
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volume, in prices, or in both. During the period under study, 
the rate of Canadian borrowings abroad and the total volume of 
Canadian trade both bad 'a generally upward trend, but at an 
irregular rate of increase and with some temporary recessions. 
An analysis of price trends should be expected, therefore, to 
reveal not a steady and continuous rise in the Canadian price 
level relative to foreign price levels, but an irregUlar rise with 
some recessions, and with the general upward trend in prices less 
marked than the general upward trend in the rate of borrowing. 
Since the rate of borrowings was very much greater throughout. 
the later part of the period than in the earlier years, it should be . 
expected, however, that the Canadian price levels.should be' 
throughout the later part of the period higher in relation to foreign 
price levels than they were at the beginning of the period. 

Since there is a priori ground for expecting that there will not 
be anything approaching exact mathematical correspondence be
tween the variations in the divergencies of price levels and in 
the trade balances which these divergencies bring about, the use 
of subtle statistical methods for measuring the degree of correla
tion is not called for, and simple tabular comparisons or natural
scale charts will adequately serve the purpose of inductive veri
ncation. 

I'luCE LEVELS IN DIn'ElIENT COUNTlllES 

The period under study was marked by a world-wide rise in 
prices. To verify the theory presented in the preceding chapter, 
it is therefore necessary to show, not only that there was a rise 
in the Canadian price level, but that Canadian prices rose more 
than did prices outside of Canada, and especially that Canadian 
prices rose more than did prices in the countries in which the 
Canadian loans were chiefiy floated. No factor was operating 
during this period, other than the import of capital, which would 
adequately explain a substantially greater rise in prices in Canada 
than in the world at large. Foreign trade is relatively of much 
greater importance to Canada than to the Unfted States, and 
both the per capita volume of foreign trade and the percentage 
of production for export to total production are unquestionably 
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several times greater for Ca.na.da than for the United States. 
The tariff therefore has possibilities in Canada of interference with 
the natural course of industry, trade, and prices, to a degree not 
attributable to it in the United States. Fortunately for this 
study, the Canadian tariff remained substantially unaltered dur
ing the entire period under investigation. It must of course be 
Conceded that the economic significance of an unaltered schedule 
of import duties will change as basic economic and trade condi
tions change; but a careful survey of the situation appears to 
justify the conclusion that the Canadian tariff did not operate 

CHART IV 
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more strongly to create a relatively high price level in Canada 
in the later than in the earlier years of the period under study. 
The increase in manufacturing and the modernization of its 
technique in Canada have in fact operated in recent years 
to reduce the excess of the Canadian prices of protected manu
factured commodities over foreign prices, and to make many 
of the import duties exert but a. partial infiuence on Canadian 
prices. While the tariff may be partly responsible, therefore, for 
the actual level of Canadian prices, it cannot be charged for this 
period with responsibility for any marked variations jn the 
Canadian price level from its customary relationship with the 

DATA OF CHART IV 

Dmra:s a. WKOLESAI.S PRIcEs POll CANADA AND THE WOKLD 

Cauda-(,.. Canada - Cr4S World-Coata'. World-
You ......,.,..;- commodities) s Indox ('4$ ltruibbs'a IDdtx " uwapteci 1 commodities) • 

1900··· ............... 100.0 1'00.0 1:00.0 100.0 
1901:··, .•.•... ", ••••• g8.8 lOO·S ~.8 96 •• 
1:902 •....•.. ,_ ·0_ .•.•• 1co.7 len·1 102.0 96.1 

1903···············,· . 102.1 103·3 ...1:02·3 98.0 

1904················· . 102.0 10$-3 1:00., 98-3 
1905· ........•.•....•• 1°5·1 loS.1 '04-6 100.0 
.\)06 ••....••.....•...• Il"-9 no.C) 108·7 106.8 
1907·· .............••. 116.6 uS·6 1:13·8 113·2 

I908 .................. UI.6 U3·3 109·4- 105-9 
11)09 ••••••••• , •••••••• J:12.O 11.6.0 no.o 107·5 
1910 •••••• 0 ••••••••••• 114-7 119·0 112.8 112·3 
1911 ••.•••••• , ..•..... 116.8 121·3 116·3 IIS~7 

191 2 •..•••••• , ••.••... 124·2 129·2 122.6 .... 
1.9'13······,········, -. '24·8 .28·7 121..2 .... 

1 Canada: - S7:t ........ moditj". uweiP.ted. (CaD ff/ LiIitq ~ voL ii. p, 146.) 'I'bia. the 
of6da1 Department of w.bomiade:lDUmberof wholesle priasn:constractedlromitsdct&ils. by ll. H. 
CoatI. to q,ao as & hue • 

• Caud&:-I4S commoditia,unwei.&hted. Pricesirr. t:oort - t:co. Constructedbyea.ts 66U" 
'Po qo), from tbe ID:e quotatioDe for the ideaticaJ. ~da included in his world iDdez. 

I WCII'Jd. Coats'a lada:: -145 commodities. UDweiPted. Pric:ea in tpao - 100. (DU •• p. 238.) 
• WOI'ld, Knibbn lDda::-Thia iDdex. constructed b7 G. H. bob&, Commoawealth Statiatic:i&a 

ef AustnHa (Priu.:. PrKu Iflllau IIIIIi eMf., Lilli., .. ... ~ IOIS~ pp. ,heq.) is hued em the 
_ftlqeS of the who1aa1e ilIdex numben liven iD the best iDdiceI for the countries inc1u.d~ •• : 
Great BritaiD.BeJaium. Germu:r,ltaly. Frutce,the United States, New Zealand. Auatrana. Canada. 
hihba. ill combitaUlc the indic:eI. UIed wei&hta np wtL:g relative popuIati,ou, His index hu not 
Ixcaarried ~ qn. 
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world price level. In the absence of any other conspicuous factor 
which could be cited in explanation of an upward movement in 
Canadian prices more than proportionate to the general world 
movement, a substantial relative rise, if it occurred, must be 
explained as due to the import of capital and therefore must be 
accepted as confumatory of the classical theory. 

Chart IV comp?JeS two Canaruan price indices with two world 
price indices, one. constructed by R. H. Coats, the Dominion 
Statistician, from price quotations in various countries for spe
cific commodities, and the other constiucted by G. ;EI. Knibbs, 
Statistician for Australia, from the price indices for various conn. 
tries. Both world indices show a more moderate rise than either - ~- . 
of the Canadian indices, and to this extent confirm the theory. 
The divergency between the two series is substantial, even though 
the methods of construction of the two world price indices, es
pecially because they give too much weight to prices in the capital
bOrrowing countries, are such as to exaggerate the rise in world 

. prices. The fairest comparison is probably between Coats's 
, Canadian and world price indices for the same X4S commodities. 
Coats says of his index of world prices that it has a defect "in 
tbe fact that the averages for certain commodities represent a 
larger number of countries than those for others. For over forty 
articles in the . . • list, for example, the average is for Canada 
and the United States alone, wbexe prices have been exceptionally 
buoyant. The... world numbers, therefore, might be pre
sumed to err on the side of buoyancy." The countrieswhose price
quotations were used in the construction of this index, grouped 
in ascending order according to the degree of "buoyancy" which 
their prices showed, are as follows: (x) Great Britain, France, 
It;aly, Belgium, Holland, and Norway; (2) Germany, Austria, 
Russia; (J) India, Australia, New Zealand; (4) Japan, Hungary, 
the United States, Canada. Although it is not to be contended 
that the international movement of capital is the sole factor 
determiniog the trend of price levels in different countries, it is 
significant that in general the capital-lending countries experi
enced the least rise in prices, and the capital-borrowing countries 
the greatest rise. It is to be noted also that not only was the 
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CHART V 
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rise in the Canadian price level as compared with 1900 greater 
than in the world price level, but for most of the years of the 
period it was greater also than the rise in the price level of any 
other of the countries included in the index of world prices.' A 
comparison between the Canadian price level and the price level 
of the world exclusive of Canada would show, therefore, an even 
more marked relative rise in Canadian prices. 

• Co.sI of LiIIing lUlM'I. wi. ii, p. 243. 

DATA OF CHART V 

WBOI.ESA1.B PRias Ilf C ........ ...." G_ BmrADr , 
Great BritaiD. 

V ... Cnada 
Labar Dept. wei&hted 1 

BcudofTnde SaaerbeQ.I ~, 
weichted· 

1900··· ............ _ .. """.0 ~OO.O 100.0 100.0 
1901·· ................ JOD.2 96·7 934 96-4 
1.902 •.•••••••••••.•••• :t°3·6 96-4 9'.0 119.1 
:1903· . ....... -." .... "' 703-1 96-9 9 2 •0 90-5 
1904·· ............. "W ~04·S g8 •• 93-4 92·7 
'90S·-· - - -- - .-.-. - .- .. ~07.6 97·6 96·0 !)4.5 
1\)06 •• - -. - - - - -. - - - - •.• ~13·S 100.8 %02_7 99·1 
1907--- - - __ - _____ - ____ ;122:.1 106.0 106.7 104·5 IgoII ___________ - _ - ____ 

'1.-8.2 103.0 97-4 .1014 

1"909···· .............. '1194 104·% g8·7 !)4.S 
1.910 •.•. _ •.•.•••.•.••• '121.0 108.8 1- 1°3·2 
191 '1 ••.•••••••• - ...••• "3-9 '09-4 106.6 103·6 
1912 •. _ ••. , .•.....•••• ;'36.0 %14-9 XI3·! ,06.8 
1913 •...• _ ..... - •...•• IlI.9- u.6·S 1I3.J n3-6 

t Cuad&: Co" oj lbifll IU,.m.'" ii. Po 22. 0Iicial Cauadian index n1llDber wei&hb!d by c:.ts 
.. buis of system auaeated by the British 4 • tina for the M- I of Sc:ieac:e (~ 41/ 
~ .. lf11la Ntf:MlItJn. ISBr-I!oo). Of the lCIDweight tmits,. ssuePwm tofoodlhd&rawad 
maaafactured.:to to fuel," toho.efumidaiDp."l1. toclothiDc. u to metals. lumber." CoIlftded 
by the writs from J:8go-IIIo9 to IVOD bu:. A statistical arar iI iImJhoed in this CI:IImftioD to. dif· 
faat. t.Ie. of UI. buiez c:cw:ttr d from reIaIige iastad of actual pries (Me u. S. Dept. of J.abar. 
Blmauof J..&har' Statistics. BaIltIi. No. 1:81, PI). _5I seq.) but it is lIIIa:ftlidable~aad the pat IIIUI!bm 
of commodities c:awnd by the C'aDadiu. iDdes. -pillS thef&ct that the qao..-1IrC!tC aM peallJr dif· 
famt fMm the nerqe I;IIricB t8oo-Jlgo, make the pntbabll:! 1ftOI'. stiPt 0De0 

• Cod oJ Lifliq Jl4twI. wI. ii, PI). ..steel. (Great Britain: lAbour Dept..BoanIofTradel: wei&hted 
far ., articles. chi. laW IIIIlteriaIa ad. foodstuIJ. Prices ill 1:900 - UIO. Wapted &ftQP" Gl" 
alive prices for other J'SI'S. 

.11Ii4., Sauerbeck (Loa4oa SIcaIUI): UlLwe;pted iDdez fer ,)2 commodities. chid:J raw maceriaIt 
andfoodatWfa. Priasmqoo -laG. U~~of_ti'fCpics_other,..,... 

• 11M... LoDdoa. ~ unweiebted iDdea fer 43 CIDIIIIIIIOdities. dDdlJ' raw materiaII ud lood-
1ItuWt. Prices iD. I9DG - 100.. Ulnldahted ImnP of RlaIige prices f« otMr )'eIIL Pricca. of 
1&D\W7 • e&dl)'ell'. 
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Canada's international economic relations are predominantly 
with Great Britain and the United States. Comparison of the 
trend 'of prices in Canada with the trend of prices in these two 
countries should therefore provide a better inductive test of the 
trnth of the theory than comparison with the world at large. 

l'rices in Canada complJl'e4 with Prices in Great Britain 

.Chart V compares the official Canadian price index, weighted, 
with the official British price index, weighted On substantially 
the same basis, and with two unofficial British price iI!dices. 
Chart VI compares the trend of prices of fifty-two identical . 
articles in Canada and in Great Britain. Both comparisons 
exhibit a clear and marked rise in Canadian prices relative to 
British prices. This is especially signilicant because, since the 
close commercial relationships of the two countries should tend 
to have an equalizing infiuence on their price levels, the diver
gency in prices can be more confidently attributed to the fact 
that Canada and Great Britain stand, in relation to each other 
and to the world at large, as borrowing and lending countries 
respectively. 

All of the British price indices are constrnCted predominantly 
from quotations for raw materials and foodstuffs. These are 
largely import commodities in Great Britain.' In a lending 
country during a period of increasing loans abroad, such as this 
was for Great Britail).,· import prices should rise relative to 
domestic and export prices. Moreover, the rise in prices through~ 
out the world after 1900 was universally more marked in raw 
materials and in foodstuffs than in manufactured products.· The 

, Of the 4~ price series used in CCDStructing the British Board of Trade Price 
Inde:a:, 35 are not only for import commodities but are the average import val"es. 
(cr. A. W. F1 .... "M_t of Price Ch_:' JotmJ(I/ .., IIIe ~ SIaIis. 
lical StJ<iay, voL IDiv. p. '69.) 

• cr. C. 11::. Hobson, TIte &porI .., Capital. p. "9. 
~ WOBm RIsE IN Pu:Es 

v_ 
1900· ........... _. 1:00.0 

14)1:2.............. 134.0 

1913·············· 125.8 
(e .... .., LiWRI R<IMI. wi. ii. p. 147.) 
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CHART VI 
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Canadian index number gives adequate representation to manu
factured products, for over half of the quotations used are for 
manufactured articles. The British price indices on the other 
hand include very few articles advanced beyond the prelimi
ruuy stage of manufacture. The British price indices must have 
tended, therefore, to exaggerate the upward trend of the British 
price level.l The greater rise shown by the Canadian indices is 
therefore all the more significant. 

Prifes in CtJtUJil8 compared wiils Prices in Ute Uniletl S~ 

Canada is even more closely related economically to the United . 
States than to Great Britain. Moreover, the United Stalescwas . 
itself during this period a capital-borrowing country,a1though not 
nearly to the same degree as Canada.' As there was no su)).. 

I ~ other indkes of British prias, 011. by A. L. Bowley and the other by M .... 
G.B. Wood, _ so as to _ more c1eorly the tze>d of the alSt oflmDg 
and therefore of domestic prias, both show a much Jeoa pronounced rise in prices 
tlwl the indkes _ted above. (CoB '" lAwa, ~ voJ. ii, p. '$7.) 

• Cf. Bullock, Williams and Tuct<:r, "n. IIaI!mce of 'Iiode of the UDited 
Slates," _ '" &o-.~. l'IeIimin&Iy Vol. No. 3. p. '3Q. 

DATA OF CHART VI 

WBOI.ESAI.E Pu:zs ". CAHADA Al<D G_ BlIIrADf 

(sz idertIiaJl CG • "IDdiliu) 1 

CaowIa 

1900 . .... , ............ , . . . . . . . . . .. 100.0 1"00-0 

'\)Ol. • • . . . . . . . . • . . • •• . • . • . • . . • • • • . gS·5 99-' 
'\)02. . • • . • . . . . . . . . • • . . . . • . . . . • • • • . 99·5 95·' 
1903· . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Ioo.8 95A 
'904· . . . .. . . .. .. .. . . ... .. . . . . .. . .. .00.6 95.1 
1905· . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Xo6.1 90d 
.906· . . . .. . ... .. . . .. .. . ... . .. ... . . 109.7 'D3.6 
1907· . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 115.7 108.3 
1908· ................. _ ......... , . 111:.2 102.0 

1909· .............•............ :.. 1%4.6 102.7 

1910. •. .. . . . . .. . . .•.. . . . ... . .. .. .. 1:20.0 108.1 

19X1: ••.•..... _ •.•.•••...•• _ •.. : .. _ '122.8 1:10-3 

1912 . ..•....• _ ..... _ ..•... _ . . . . . . . :lJO-4 115.2 

.913. . . . . . . . . . . . . . . . . .. . . . . . . . . . . . .26.6 1: IS-7 

, Cell (/ L..., IlIIM. _ ii. W. 151 aq. UlI.trdlhted iadez far 5- ideaticaI..,.".....t;w. ia 
Cuada aDd Great Britaia.. Prias iD qoo - zoo. Caaadim prica. from Dept. of J.hoar ~ 
Briti!sb ............ Dept.ciWboar. BoardofTnde. 8 from s..~. _ from ~ 
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stantial change in tariff relations or in freight rates between the 
two countries during the period under study, the price indices of 
the two countrlesshould be expected to show closely simiIar 
trends. On a priori grounds, there should be expected a moder
ately greater rise in prices in Canada than in the United States, 
beCause of the relatively and absolutely greater capital borrow
ings by Canada. than by the United States. On the other hand, 
the great degree of self-sufficiency possessed by the United States 
probably makes its price level more independent of and less re
sponsive to external influence than that of Canada., and therefore 
more likely to move,in response to purely domestic conditions. 

Chart VII compares the official price iIldices of the two 
countries, weighted, and unweighted.Both index ,numbers ;l.re 
constructed from quotations for a considerable number of com
lXlodities, many of which are common to both. Raw material$, 
foodstuffs, and manufactured products receive representation in 
about the same proportions in both indices. Different methods 

, are used, however, in weighting the two indices. The American 
index is weighted with reference to relative importance in output, 
whereas the Ca.nadia.n index is weighted more crudely and with 
reference to supposed relative importance in consumption. 

The weighted index number of prices in Canada showed a much 
more pronounced rise than the unweighted, whereas for the 
United States index the weighting made little change in the final 
results.' The unweighted index numbers for the two countries 
kept closely together from 19oo to 19", with the American index 
number for each year generally higher than the Canadian. Only 
after 19" does the Canadian unweighted index number show a 
distinctly more pronounced rise in prices, as compared to 19oo, 
than does the American. 

In general, statistical authority would support the use of 
weighted in preference to unweighted index numbers as meas
ures of the general trend of prices, if the weights used were 
not wholly arbitrary, but were based even though very rougbiy 
on the relative importance of the commodities included in the 
index. The weighted index for Canada shows a decidedly more 
pronounced rise than the American weighted index in the years 
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CHART vn 
WHOLESALE hICES IN CANADA AND mE UNImD STA1'ESz Igao-X913 
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19II to 1913, years in which the Canadian borrowings showed 
sbatp increases over the preceding year.' 

A further basis for comparison of price trends in the two coun
tries is furnished by index numbers constructed by Coats from 
price quotations for 135 articles common to the oflici8.l indices of 
both countries. These indices, presented in Table XLVllI, show 
that as compared with 1900, prices were higher in Canada than 
in the United States in most of the years in which there were 
substantial borrowings abroad by Canada, and that the greater 
buoyancy of Canadian prices was especially marked from 19II to 
1913, when the Canadian borrowings were in greatest volume. 

All of the comparisons made above between prices in Canada 
and in the United States indicate that the trends of prices in the 

t See Table XXXI, p. 106. SUII'll. 

DATA OF CHART VII 

w ROI.ZSRa hlCBS CAN U IN ADA AJO) TIlE >nmD .. ".. 

CaDada United_ 
Y ... 

'(hneightcd 1 Weisbted J Umre:ight&d J Weigbted' 

1900 ... ... , .. oz ••••••• 100.0 100.0 100.0 100.0 
1901·,··············· . 1)8.8 100.2 98·· 98.8 
1902 .................. . 100·7 103.6 102.1 106.2 

1903·····,··········· . 'lOll.! 103·' len.8 106.2 

1904················· . 102.0 104·5 1:02.2 107-4 
1905··············· ... 1°5·1 10 7.6 104-9 106.2 

1906 .....•..........•. 110·9 Il3·S 110.8 109-9 
1907 •. ··············· . n6.6 122.1 111·2 111·3 
.goB .................. ul.6 u8.2 111.1 1I.J.6 
1909················· . JU.o 1I9·4 114·5 121.0 

1910 •................ • 11.4.7 121.0 JI9·1 124--' 
191-1 •............... , • n6.8 12.3·9 n6.g u8·S 
1912 .... ,., ......... .. 1*4.:1 136•0 120-9 nS-9 
1913 ................. . 1'4.8 131.9 122·3 1'4·7 

I Cauda. UDRfchted: - all commodl_ ". utida. Deputment 01 labour Indez. recoo
.-by Coati .. ~ bue. (c..<<1 uw .. _ .... ii. p.14<I.) 

• CaDada. weighted: - lee note 1 to Chart V . 
• Vnited States. wnn:IPtar;i; -all CIODlDIIOCIil1a, qJl adfdca. Uaited StateI Jhni&Q of r..&c.

Statiatic:l unweiPtod Indez. recGBltrucced by Coati to qao ..... (/t;4., p. 166.) 
& UDited. Statea. 'RiBhtecl; - all coDllllOditiel. qJ utid& tJDftad Statal Buren of L&bor 

St&tiatb wefabted lndes (lhtlIIIita No. sis bprsl. po 36). CmmIlted by writer ffttm IDI4 buo. 7be 
method ot~ or ddt iDda millibar permita of thiftiq of bale withouttmll'. 
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two countries kept closely together throughout most of the period, 
but that Canadian prices rose much more sharply than American 
prices during the last few years of the period when Canadian bor
rowings were in greatest volume.' 

SECTIONAL PlaCE LEvELS 

Much more light can be thrown on the method of operation of 
price changes in the adjustment of trade balances by comparing 
the different trends of the sectional price levels in Canada. That 
phase of the classical explanation of the mechanism of inter
national trade which relates to the operation of price changes 
may be restated so as to make use of the consideratioIlll discussed 
above relating to sectional price levels,' and with special applica
tion to the Canaman situation, as follows: 

Let us assume once more that we begin with an equal balance 
between imports and exports, and that. Canada. begins to borrow 

, Cf. Table U, infra, pn:senting a comparison of the trend of prices of domestic 
amunoditics in Canada aod in the United States. wlW::h shows a substantially 
gloater relative increase, throughout the period ouder study, in Canada tlian in 
the United States. • See pp. 209 seq., ~ . 

TABLE XLVID 

WSotzSALB PmCES Df CANADA AND mE UIllTED STA'l'ES 1 

(rJ5 i4eMeal1Jl'lidu) 
Canada UnitedStata 

1900················.............. 100.0 100.0 
1901. , ... , . . . . . . . . . . . . . . . . . . . . . . . . 100.8 99.1 
%902 • • . • • • • • • • • • • • • • • . • • • • • • • . . • •• 101·9 103-9 
1903· ... . . . . .. . . . . .. . . . . . . . . . . . .. . 102.8 103.3 
I904. . . . . . . . . . . • . . . . . . . . . . . . . . . . .. 103.6 102.8 
1905· . .... . . .• . . . . •• . . ..... . . ••. .. 10)'.8 104-5 
1906···········.·................. IIO.S 110.8 
190'1 ••• , • • • • •• • . • • •• • • • •• • • • • •• • •• %%6.2 1%7.6 

%908 ••••••••••••.••••••••••••••• :. 1:%2.7 %:10.0 

1900· • • • • . • • • • • . • . . • • • • • • • • • • • • • •• %%3.6 11:3.2 

1910. . . •• . . •. ••• • .••• •• •• .. . . •• . •. XI1.S 118.0 

1911 •••••••••••.•••••••••••••.• .-.. 1:20.0 1:18.4 

t9I2 .....•.....•......••.. " . . • . .. %28.0 1:22.6 
1:9l:,s.............................. 1:27.7 %19-6 

1 cu ..t L.iWq ..,.". _ B. p. l6I. 1hnrei&hte4 iDdea for 1.'55 idmtial mmlNlffjtlee baed 011 
]ll'k:elcin:D hi tbeaIIiciaJ. prioeatadltbof the two cautria. Pric:ain 1900 - mo. Tbecammoditiel 
we well d:istriboted.. 
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capital from abroad. There results an increase in bank deposits 
in Canada accompanied by an increase in the cash rese1'V~. Thl! 
increase in deposits will cause a rise in the prices of commodities 
produced for the domestic market, and of services. The prices of 
import commodities will not be appreciably influenced by changes 
in Canadian conditions, since they are governed- by conditions 

. in the producing countries and perhaps also in the important 
consuming markets, of which Canada, because of its small popu
lation, generally is not a part. The relative rise in the prices of 
domestic commodities will not only make imported commodities 
which are diJIerent in kind from the domestic commodities more 
attractive to the purchaser, but may lead to a substitution, by 
consumers, of imported· commodities for domestic commodities of 
the same kind, thus shifting these commodities from the domestic 
to the import class. A decrease in exports will result also. The 
increase in purchasing power in Canada unaccompanied by an 
immediate increase in production will of itself result in the con
sumption in Canada of a greater proportion of the supply of 
domestic commodities. Labor also will be withdrawn from in
dustries producing for export, to the development of the enter
prises for which the foreign capital was borrowed. The changes 
in sectional price levels will operate as a further check. on exports. 
The prices of export commodities, except in the few cases where 
a great proportion of the world's supply is produced in Canada, 
are mainly determined, proximately by the "ruling market" in 
the consuming countries, ultimately by world-wide relations be
tween supply and demand. The rise in the prices of domestic 
commodities and services raises the money cost of production of 
the export commodities.·Where the producers succeed in raising 
their prices in sympathywith the rise in costs, it will lead to a 
diminution in exports,~d even to the cessation of exports and 
the shift of the commodity from the export to the domestic class. 
Where the producers cannot raise their prices, they may after 
an interval of resistance to the price tendencies turn to other 
activities, and the commodity in extreme cases may even shift 
from the export to the import class. 
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Domestic, I mpDrl, aM &port ClIf7S1IUJtlily Prices 

Chart VIII presents an inductive verification of the reasoning 
given above. This chart shows that the rise in the prices of 
domestic commodities was most marked, that the prices of imc 
port commodities, which· are least subject to the inlluence of 
domestic conditions, rose least, and that the rise in the prices of 
export commodities, which are subject to both internal and ex-

CHART vm 
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tema! influences, was intermediate between the rise in import 
prices and the rise in domestic prices. The differences in degree 
of rise between the three sectional price indices are grea.t enough 
to ma.ke of the cha.rt a clear and substantial verifica.tion of the 
deductive theory presented above. 

DATA OF CHART VID 

IlmIcEs W' DmmSrIc, hlP<mTt .um ExPOlt.TJ WIIOLESALE CmmODl1'Y PBIczs I 
V.., Domestic:· Import' 

_. 
1900 .... I ••••• ' •• •••••• 100.0 100.0 100.0 

%901·················· . IU·S 94.8 101·1 

:r902 •..•••••••••••.•••• u8·S 9"5 ICHI.8 

:r903···········_.··.·· . IX,.l 97·1 IOl·.l 
1904······ ........... -. 119·1 - 104-0 
1905··········,····.·, . 120'·9 98.3 101·9 
1906··· .. · ............. 122.8 101·3 115,.3 
1907·····.·· _ ...... \ ... 135.6 114·2 124·4 
1908··· .. ·· ............ IJ3.6 99·5 U9·9 
1909············,····· . 141.0 %02.2 u,s.6 
19:10 ••• , •••• ,., ••• , •••• '45-7 :1°5.0 125·7 
1911 •..••• , •••••••.•••. 1$1-4- 103.8 '19-0 
1912 ••..••••••.•••••• ,. 161.8 n,!.1 laB·8 
1913·······.·····,·,·· . 161·7 114-1 'J3.9 

1 0m.tNcted by the.nt« from price quotatiou ira Dept. of"boar ~ .... ...." Pm. 
aDd in CnI-J LiW".llqorI. vol ii" pp. -so seq. 

• Domatic Commodity.Prica: ----Q CODUDDditia ... folIawa: hq; straw; fresh beef; mes port; 
fftlh egI' milk: salt mackerel; dra19'baries; beaI; potatoeai hre.dj salt; cIadma; tickiDr. 
bituminous coal (Crow" Nat Pa.); matcha. commcm baildins bric:b; ptIttJ'. commoa titdlea. 
ehain:i dnucht ale. fewlll; appla: tomatoes. 'l'he tbup riM in the mst rew yean it. due chiefI:J' to 
the quotatiozu for utt madere:I ud potatoes, both of which iDcRued 15 per cznt GI' 0ftI' ill Slric:e 
behreeD 1000 and loca' and. decnuediD. price~. 

" Import Commodil;P' Plica: -,so mm......tjtie ... fcUowt: .. ....w.: 03nl; cottoo; Ai 
rubber; anthndte coal; Amaican 'b1tmninouI coal} Cozm.dIsviIIe cab; tin; lead; JPClter. uv.de 
petro1ewn: inm, N; ... ; copper. FHfI.sItd.: buwwi; cbocoJate; dee. Rio; I:ftiUD 01 tartar; 
f:UlTUltI: kmou; rnolaaea; oraqa; pepper; pnma: nWDa; rice;: tuaV. 1JI"IDUlated; IUIV. 
7dJow; tapioca: tea. The raw maUdat&1If'OUP is Jivm t1rice .. mud!. wa,bt .. the foodItuIa IIRP 
"' ........ "" the Iotallmport ~ hoda. The c&1cial_ ...... ..,. ....... thl& poriod bt
dicate that the impozta of raw materiall are appl • 'eJy twice .. amdt in value u the importa Gf 
food&tu:ffa. TbiI crIIde weightlq does ut subttant:laD:J' alter the iDdu. 

• £aport Commoctil,V ~ _.p mm......titin• u followt: whlat,. Ifanitctw. DOrthem. No. 1-; 
batIq. ODtario~ No. s: 0&11, Cauda watsB. No. s; hay, No. I; cattle, 'ft:Item bDtcltcn; bacuD.;: 
Wa.No.I' calflkiDt;. whllkey, CaudiaD. Club; pnatoeI; sroundwooclpalp; a.-:i; 1HIwsprUrt.; 
bnD; biDder twine; cbeae. 'ftItem; coclJiah. dry; cau:aed talmob; CIIIlIIed lohater; appIea. freIh: 
8our~Manitob&"'t. Ieather.No.rll*lalaole. 8our,etnjptJGJlcn; ahm:daum. aic:ke1; 1i1w:r.1Mr: 
copperi 1»Ill. httummou., Nova Scotia; pis: inm. Nova koda; wlmD. S~;: spnKZ de.tI; 
laths; mUibati Wml; JOld; ubesta.; rap; daYer: pine huDbet~ all sraclesi bI.riq. CPadiua 
wetterD. No. Si wool, Ontario. UDwaahocI; 1hiD&lea. IWibv.t. fresh. OYer 9' per ClelIt of the CaudiaD 
CIIIJDd:I an repraatecllD thia iDda. 
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Export Prices 

The export price index presented in Chart vm was an un
weighted index representing the great bulk of the exports in the 
later part of the period under study. With a view to finding out 
whether a study of export prices would reveal that restrictive in
fluence on exports which, according to the deductive theoty pre
sented above, should reSult from a rise in domestic commodity 
prices relative to export commodity prices, there are presented 
in Chart IX for comparison with the 1:nweighted export com-. 
modity price index two other indices of export commodity prices 
for the more important of the export commodities, one.weighted 
according to the relative importance of the various COIDIilodities 
in the export trade at the beginning of the period under study, 
and the other similarly weighted according to the relative impor
tance at the end of the period. 

H there was any substantial shifting of commodities from the 
export class to the domestic or the import classes because of the 
relative rise in domestic pdces, this should show itself in a more 
pronounced rise in the index weighted acco$g to the relative 
importance of the export commodities at the beginning of the 
period than in the index weighted according to the relative im
portance of the commodities at the end of the period. In other 
words, the export trade should be expected to have maintained 
itself only through the substitution, for commodities whose prices 
rose in full sympathy with lbe rise in the domestic price level, of 
other commodities whose prices, either because of their more 
complete dependence on foreign markets or because. of special 
circumstances moderating the rise in their cost of production 
such as the discoveJ:Y of new low-cost resources, did not keep full 
pace with the rise in the domestic price level. 

The evidence presented in the chart offers a clear and sub
stantial veritication of this reasoning. The index weighted accord
ing to the relative importance of the export commodities in 1900 
to 1904 rises to a greater degree than the index weighted accord
ing to the relative importance of the commodities in 1913- More
over, the divergency of the two curves is especially marked in 
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19OO and 1907, 1910-1913, years of marked accentuation in the 
rate of iniIow of capital into Canada. 

It may be objected that the data presented in Chart IX show 
only one thing, namely: that foreign countries relatively in
creased their purchases of those Canadian commodities which 
rose least in price and decreased their purchases of those which 
rose most in price, a result to be expected under any circum
stances. If in all countries the prices of export commodities are 
governed wholly or even predominantly by internal conditions 
within those countries and especially by costs of production, this 
is a valid criticism. A rise in price, demand remaining the same, 
means a fall in sales. Whatever may be the normal. snwLtion, 

DATA OF CHART IX 

Ilmlas .. ExPoar Plm:Es 1 

1900··· .•........... -, ...... . 
J901 ...• 0· •• ••••••••••••••••• 

1902·· ...................... . 
1903-········· .............. . 
1904_···· ................... . 
1905 ..•...•.• - ~ .•........ , .. . 

1906························ . 
1907 .•..••..••.....••...•... 
19Q8 •.•...•........••••.••••. 
1909······ .................. . 
1910 •••.•.•....••.. , •••..•• ,. 

1911 ••• _ •..••••••.••••••• _ ••• 

1912 •••..••...••••••• , .••.. ,. 

14)13························ . 

100.0 

101·7 

IO:l.J 

104-6 
10 3.0 

I09 • ., 
114-7 
122.2 

122.2 

126.4 
129.2 

126·5 
13H 
135.6 

S Thea iIIItica 1ftI'e mastmcted by the -writer .. 

100.0 

101·1 

97·9 
99·' 

103.6 
107·8 
107·1 
uS09 
U8.I 

UI·7 

U9·3 
118.8 
I2I., 

120.2 

100.0 

I.01·7 

IQ2.8 

10 3.3 
104-0 

107-9 
115~3 

1>4-4 
U9·9 
123·6 
'125·7 
1:29·0 

138.8 
133·9 

s WeiPted accordUIc to impanaDce ia ~: ~ 21 most important smtImoditi- of aport 
in 19'»"1904 Idec:ted from Jist civeD ia DOte ... t6_ Chart vm.. ad ~ wei,pted aa:ordiac tb 
Iht:it rdatiw: ftlua ill Cazradiaa aports cluriq thae)'eltl- by: (.) clivicIiDc them iDto s PlQpI of 
~ ... ud S5 ..... mmgditia .. that each PD1IP~ aD approzimateJ;y equal .... lleo{ aporb.UIid 
(li) cmutnK:tinc an iDdez far each JIOUP. and u) takina an avenge. of the three indices. 

• WapW accardiDa: CO impartaace ill %O~: - as IDOIt important. arti:da of esport in I9l3. 
~ 1I"fllchtIII1. acoordina to their rdative wlue ill eu.dim a:parts in that 7CK. 1". p:aaal 
metbod of ~tias.., aotc ,. aboft.. 

• ita ill DOSe 4. Om: vm. 
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however, these are not the conditions governing export prices in 
Canada. 

The Canadian sutpluses for export of the commodities that she 
produces a.re, with the exception only of two or three minera.l 
products, but small fractions of the world's supply of these com
modities. Their world prices, therefore, are not infiuenced appre
ciably by Canadian conditions. So long as Canadian producers 
wish to maintain their export thereof, they must p~vely accept 
the world prices. Those commodities which advance most in price 
in the world markets should become, other things being equal, the 
most profitable to produce for export, and sbonld consequently 
become a larger instead of a smaller proportion of the total ex
ports. But the reverse was true in so far as Canadian prices were 
concerned. It was the commodities whose prices rose least whose: 
exportation increased most. This proves conclusively the prop
osition made above: the relative rise in prices of the commod
ities importa.nt in the export trade in the early part of the period 

'was due predominantly to Canadian conditions, and was not 
simply a refiection of conditions in the world market. The 
factors incident to great capital borrowings operated to break the 
normal relationship between the trends of prices of export com
modities in Canada and in the world markets, and thus tended 
to restrict export trade.' 

Import Prices 

It has already been shown that the price index for import 
commodities rose least of all as compared with the other sectional 
price levels and with the general price levels. Chart X and Tables 
XLIX and L throw further light on the trend of import com
modity prices. 

Chart X presents the price indices for imported foodstuffs and 
for iJnported raw materials from which the index for all imported 
commodities in Cbart VIII was constructed. Although, as is to 
be expected, they show wider fluctuations in prices than did the 
total import price index, in general their tread is the same and 

,they both appear to reJlect the same price infiuences. 

1 See p. 26. seq,. infra. for further discusaion of expnrts and export priClOl, 
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A considerable part of the Canadian imports consists of manu,
factured products, especially iron and steel products from the 
United States and textiles from Great ;Britain. The Canadian 
official price statistics do not permit of the construction of indiceS 
for Such commodities with any degree of assurance that domestic 
!=Qmmodities are not being included. The United States Depart
ment of Labor index for manufactured commodities is included in 
C~ X, as roughly representative of the trend of prices in such 
imports from the United States. T~ere is unfortunately no 

CHART X 
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satisfactory British index for manufactured textile products. It 
is to be noted that all the import price indices presented in this 
chart show a less pronounced rise than does the Canadian un
weighted index for all commodities, thus further confirming the 
reasoning presented above. 

Table XLIX Compares an index of all foodstuffs for which 
Canadian official price statistics are published, with an index for 
imported foodstuffs. The index for all foodstuffs shows a much 
greater rise in price than the index for imported foodstuffs, in
dicating once more that the domestic commodity price level rose 
more than did the import commodity price level. Table L, 
which makes a similar comparison, but only for the years from 
1907 to 1913, of the price trend of all raw materials in Canada 
with the price trend of imported raw materials, shows that there 
was a greater rise in domestic commodity prices than in import 
commodity prices. 

DATA OF CHART X 

llmIcEs 01' PltICF.S a. lKPoltT CovvODl"J'JFS AND cw ALI. Cm.oI:OOl'l'IES 

Y ... ~, - .... United Statn AlI .. ..-. -' -' ilia' 

1900················ .. .00.0 '00.0 .00.0 .00.0 

1901········· ......... ~oo·9 9'·7 96·s 911.8 
1902 ................. . 9·.6 9'·5 101.2 ·00.7 
·903········· ......... 92.2 .00-4 101.2 102.1 

1904., .. . 0 •••••••••••• 92 .2 94·9 1:01.:1 102.0 

·90S···· .............. 95-4 99.8 104·7 MS·l 

·906················ .. 99·' .111·3 107.0 110·9 

1907·········.·····.· . %05·7 118·5 114·0 116.6 
.g08 .................. 101.6 911-4 108.1 111.6 

1909··· ............... 911·6 104·0 us·:t 11:1.0 

1910., ..•..... , ...... . 101.6 106.7 1.18.6 II...,,. 
19II ... , ... , ......... . !.II .• 100.0 114.0 116.8 
1912 ..• , ..... , ....... . 116.2 III·S 118.6 124·· 
.1913" ..•... , .......... . :rI2.0 115.1 117·4 • ... 8 

I CcmItncted bJ' the writer. Imported Foodstu6: - 16 commodilia. (Listed In .aote 3 to O&rt 
vmJ 

I Coutmeted by the wriHr. Imparud: Raw Jlateriala: - %4 COIIIJDOditiet. (Lilted ia. DOte ! 10 
Clwtvm.) 

• UDited Slats JWwfac:tured CommodiUa: - u.. s. Dept. of J.atu. Bmem 01 Labar StatieticI. 
weIahted. CoDverted to IIJOO bale from '9'4 base b;r writer. (BwlIM. No. 181. Po as.) Ybe mdbocl 
of caDdnU:tioIl of this dwt permit. ahiltiq of bae wit:hcnat enor. 

, All Commodite., UDWdihtecl: -we note I: to Qwt lV. 
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TABLE XLIX 

lHmcEs .,. WBOI.ESAl.E PuCES .,. ALL FOOJlSTllnS AND l'KP<mTED 

F_ 

237 

Year AlIlaodstds' Imported foodatdS J: 
1900.............................. 1:00.0 
190'1 ..•.•........ , .•...••... , . • . •. 106.9 
1902 ...•.••.•.•••..•••• ,.......... 101.5 
1903 ..•..••.•. , • . . • • . • . . . • . . . • • • .. 106.3 
1904.· ............ :............... 107.8 
1905.............................. 11004-
xg06............................... 115..3 
190'1. •. . . . . •. . • . . . . . . . . . . •. . . . • . .. 125.7 
1908.............................. 12S.2 

1909 .•• ···· •••. ·············.····· 130-8 
1910.............................. 13S·:Z 
19'11 .........•..........•.•..•.•• , 134-6 
1912 , •.• ,......................... 149·3 
1913 .......••.. ,',................. :145·2 

TABLE L 

Ioo.O 

100-9 

92.6 
92 •• 
92.2 

95-4 
99·' 

10,$·7" 

I01.6 

98.6 
··IOI.6 

111:04-

1I6.2 

Xl2.o 

I1m1CBS OJ' WJlOLESAL1t hIcEs OR AI.I. RAw MATDlALS· AND lxPoll'l'ED 

RAw MATDH.I.S 
Ya.r All raw matcriala. 

19'JO ••.•..•••••..••••.•••.•••••••• 
1901 •••••.••••••.•••••.••••••••••• 

1902····················,······,· . 
·903········ ..................... . 
1904···· ......................... . 

·90S····························· . 
1906· ............................ . 
1907 •.••.••..•• , • •• • . • • •• . • . • •• • .• 111.0 

19o5 ............................. . 
1909·· ........................... . 
I910. , ••••...•••• , ••.....•••• , •••• 

1911 •.•••.•.•••.•••••..••••.• , ••• , 122.7 

1912 •••....••....•...........•.•.. 129·5 
"1913 .•...•.•.•...••.....••• ,...... 121·1 

1<>0.0 

95.8 
94-5 

loa·5 

97·' 
102.1 

11$·3 
1X7A 

97-3 
103.0 

1<>4.0 

98·1 
I11.g 

Ill .. 

1 AD l'oodItat&:-'IOO cemmodities. Coaaaucted by the 'Ir1'iB from Dept. of Labov iadiczt for 
S P'OQI)I of foodstuffs by averqiq the indica of the' 1ftNII8a.nd thtc Ie fating &om dloo-I809 
to JVOD bale. That the statiatical emil' viadag from both. ('I) the weiPtin& ftSDIting from the use of 
lfODPawnpB aDd (.) the con'Rrlion to a different hue iI not important:. fIVide:bced by the fact that 
aD ~ index CDDItructed by Coats from. quo.ta.tiou for the lame '100 artida with 1807 .. a 
buethow. _ im:nutiD the IVQ indez over the I9D9indaof 941" ucompued widt 11.0" in the 
)nIalt: iDde:z. (CHllt/ Litifv ~ vol. ii. p.. so.} 

• Imported FoodttuIfB: -see ~ z to Qad. X. 
• All Raw Makridl: - _ c:ommoditieI. 1007 - Ul.o. Cotrmted by writer &om Coats" tDdez 

bued ora awrqe )rices I8g0-IIgf. IndiceI!I DOt availab!e for JaJII BOt Pea. (ibNI., po 31.) 
• Imparted Ra.w l4aterialI: -lee 1IOte J- to CIwt X. 
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Domestic Commodity Prices 

There remains for special consideration, of the sectional com
modity price levels, only the prices of domestic commodities, 
namely those which do not enter in significant amounts into 
either export or import trade. The domestic commodity price 
index presented in Chart vm showed a much greater rise than 
the other commodity price indices, and the greater rise of do
mestic prices was reflected also by subsequent charts already 
discussed above. The price quotationS available for,USe in the 
construction of the domestic commodity price index were un
fortunately few in number and restricted b;J" the range of com
modities represented. Commodities which would be domestic 
commodities in most countries are in many' cases export or 
import commodities or both in Canada, because the transpor
tation costs to a market in the United States from a producing 
region in Canada or vice versa are often less than the transporta-

. tion costs between Canadian producing region and Canadian 
mar~et. In the absence of tariff restrictions, and to some extent 
in spite of these restrictions, there are phases of the Canadian 
commerce with the United States which exhibit more fully the 
characteristics of domestic trade than does the trade between 
different sections of Canada. Di1ierences between Canada and 
the United States in fashion, habit, industrial methods, are not 
sufficient. to result in national differentiation and localization 
of commodities. In many cases even highiy perishable com
modities such as fresh milk, fresh eggs, strawberries, cross the 
national boundary in substantial quantities. Three of the prop
erties of domestic commodities, bulkiness, perishability, and 
adaptation to local modes and fashions,' are often not sufficient 

1 Cf. Professor Taussig: "What will be the range of prices for those commodi
ti .. which do not enter into the sphere of international trade - those which are not 
uport..t. or imported, but are bought and sold solely within the c:ountJy? The 
quantity of such commodities is very great, and in all countries probably much 
m:eeds that of commodities baving & world range of prices. Many things are too 
bulky to be transported over any c:onoiderabIe distanoe -&a stone, briclts, timber. 
Many are perishable, &S milk, butter, eggs, fruits, vegeta.b1es. No doubt modem 
improvements in the transportation of bulky goods and in the preservation of 
those that are perishable tend to eDlarge the sphere of foreign trade. But such 
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to prevent trade between the United States and Canada in com
modities having such characteristics. It is probable that in 
Canada those commodities come nearest to being domestic in 
character, in the sense of the term used here, which are pro
duced in Canada under the shelter of higher tariff protection than 
they need, even though these commodities are typically neither 
perishable nor especially bulky. The domestic commodity price 
index presented above must be supported, therefore, by further 
evidence before it can be accepted as a reliable index of the trend 
of that part of the Canadian price level which W&$ not dfrectly . 
subject to the influence of foreign prices. . 

The prices of individual commodities cannot by themselves be 
accepted as important evidence of general price trends, because 
they may have been subject to particular factors more powerful 
for the commodities in question than the general forces operating 
on the general price levels. Nevertheless, the following details are 
presented for what they are worth as additions to the accumula
tion of evidence. 

Bricks are one of the commodities listed by Professor Taussig 
in the class of domestic commodities, and common building
bricks are represented in the domestic commodity price index 
given in Chart VTII. The price index for bricks first found showed 
a very moderate rise from 1900 to 1913. Further examination 
showed that it was constructed from the price-quotations for 

things &Ie still sold mainly in their own RgUm and at the prices of their own Rgion; 
• •• Some of the &rticl<s used in building houses - boards and laths, doors and 
windows, locks and hinges - may indeed be .... t to distant regions. But even 
these .... muth affected by the customs and fashions of the seveml ""untries, and 
&R usually made and sold on the spot or near it. A multitude of &rticl<s which 
might oonceivably be brought from foreign oountries aR in fact made thielIy at 
home, because of the persistent .""y of habit and tradition. Such &R clothing 
and boots, tools and machines, wagoos and hameo&. The readers-imagination will _1 enIar1!e the list. The prices of all these things are detenDined under domestic 
CODditions. They do not enter into intemationa! trade, and have DO world level 
of prices.» (F ... TraM, 1M Tariff, od Redprodly, pp. 13, 140) 

Unfortunately for the ..... of this atudy, the situation is not nearly so simple in 
DO far as Ca.DAda is concerned~ For Canada, the :readers imagination must be 
di=ted to Rducing instead of enlarging the list given by Professor Taussig. The· 
Caned;an bounduy line _ts little obetruction to trade other than that aris
ing from import duties, and little _ in habits and fashions. 
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both building-bricks, & domestic commodity, and fire-bricks, less 
bulky in proportion to their value and largely imported. From 
1900 to 1913, common building-bricks adfJMlCetl57 per cent in 
price, fire-bricks fell 9 per cent in price. 

There are no official price quotations for sand and gravel, which 
are probably the cheapest articles of commerce in proportion to 
their bulk. -They must, therefore, be primarily domestic com
modities. If they are exported from Canada, it can only be & 

frontier trade which rellects local and not national price condi
tions. The Canadian export statistics for quantities and values 
indicate & rise, from 1905 to 1913, in the price per ton from 48.s 
cents to 71 cents, or 46 per cent. 

Table LI presents & comparison of the index for domestic com
Inodities in Canada, as presented in Chart VllI, with an index 
constructed from price quotations in the United States for the 
identical or closely similar articles. 

TABLE LI 

1lmIcEs OF CAJIADWI' AND Alow:CAB l'Iw:Es OJ' CAJiADWI' Do>msm: 
, COJDIODD'IES 

Year Cauadal 
1900 •••••••.••. , . . • . • . . ••• • . • ••• •• %00.0 

'1901 •••••••.••..•.• , .• , ••••.•.••.. :lIX.S 

ICJ02 •••••.• , •.....•••••.••••.•.•.. 118.5 
1903 .... ,,""', .........•... , .. ,- 119·J 
7904 ••.. , •. , .••.• ' . • •• •• • ••• • . • • .• 119·1 

1905 ..•.................. ···.····. 120·9 
1906 •. , ••...•• , . , .•• , • . • • • . . . . . . .• 122.8 
1907- _____ . ________ .". _ .• ___ ... _. 135·6 
!go!! __ . _____ . _____ ..... __ .. ___ " _. 133·6 

1909 ...............••..........••. :14T.O 
'910 .. , •..•. , •.• , ••••• , ••...•••••• %45.7 
.t9fl., •.• , •••..••.••••.••..•••••.• 15104-

1912., •••.•••••••••••••.•.• ,; •. ;... 161.8 

1913 ..•..•...•...•••...•••. ;;'...... :161·1 

l1Dited Statet. ,-
101·5 
,06.0 
105.8 
108.5 
102.' 

lQ9.5 
IU..I 

110.1 

ns.8 
118.1 

JI:t-3 

1.JO.5 
123.0 

,. See Dot&- S to Chart vm . 
• Conatrueted by the writer ham price quotltdm.. for the 11. S. m COlI f/ litirc .,.". wi. U. 

lIP- 'SOHQ. CouuIroditieI iDcbkd ame aiD Qnadlata Utdu. but with thelollcnriDgomilsiaal boo 
caue of lack of quot&tioJUl: stftw. ttn,wbcrriea, cbaqht ale. fowls,. apples. tomatoa. oc tbae" 
commoditio ill. the CelwIW:l _ea. the ria ill Jdoe from lVOQ to IOq ... createi' tha.Il the awen&II 
me forothcrdomeatic~ foratra .... fowII. cd toma ... equal to the .awnaerile_ ..... 
1_ thaD. the awrqe rile for sUawburiel, white dnusht ale feIlabaohttelyiD pice.from. ztIOO I:D ZGQ. 

No appreciable cbaAp iD the CmacliUI iDda wwJd taalt from dae omiaica tben:froID 01 .. ..........u_ 
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The divergence between the two indices in. the above table is 
much more marked than in any of the previous comparisons of 
Canadian and American prices.1 The great relative rise in do
mestic prices in Canada cannot be attnouted, therefore, to world 
influences affecting particularly the class of commodities in
cluded in the domestic price index. 

prices of Services 

Since in Canada almost any commodity which is movable may 
enter into foreign trade, the prices of unices, which have no 
greater mobility than that of the persons rendering them, ,are 
especially important evidence as to the trend of domestic prices. 
In Chart XI, indices reflecting the trend of prices of four impor
tant classes of services, hospital services, house rents, business 
rents, and wages, are compared with the general commodity price 
inda. The inda for the average cost per hospital patient per 
day re1lects a whole range of prices of commodities and services 
belonging to the domestic class which are not adequately repre
sented in any commodity price indices." House and business 
rents are not only important per se,' but they reflect the trend of 
prices of immovables, land and buildiogs, important commodi
ties, wholly "domestic" in character, which do not enter into 
the ordinary commodity price index. The trend of rates of wages 
should reflect all of the price factors which are domestic in 
character, and especially retail prices, & separate analysis of 
which was not feasible because of the absence of comprehensive 
data. 

1 See _/ITa. pp. 223 seq. 
I ., An obvious purpose of such an inquiry into costs of hospital services is to 

measure 1luctuations in the prices of yet another 'necessuy: namely, skilled care 
during """"" illn.... A second object was to'throw a sidelight on the field of per
sonal and household expenditures, through an egmjnation of the maintenance costa 
of public iDstitutioDs. In the absence of family budgets, such """ts oller perhaps 
the best evidence of how the advancing prices of the past few yenm have worked 
out in a practical way." (Cos! qj u.in, R.pm, vol. ii, p. 342.) 

• uHous.e.lOOm and shelter, a most important article of consumption and pur
chase, cannot be transported at all, and so lII&y ~ widely in price in diJ!erent 
cx>w>tri ... " (F. W. Taussig, F ... TNIk, 1M TMi§, IDI4 Retii",,<il1, pp. 73, 74-) 
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All of the services indices exhibited in Chart XI rise to a much 
gJe&ter degree than does the general commodity price index, and 
fJ fMUon than does the import commodity price index, thus con
fuming the deductive reasoning presented above and confirming 
also the reliability of the domestic commodity price index in 
Chart vm as a measure of the trend of domestic prices. 

DATA OF CHART XI 

y- AU"",,· Hoop;ta! - B_ W_ 
moditica 1 ........ _ts' ...... ... ... 

19oo ...•••• , ........ 100.0 100.0 100.0 100.0 100.0 

1901 •••••••••.••.• o. 9U 99·5 .... . ... 101.6 

1902········· ....... 100..7 103·2 .. .. .... 103.8 
1903····,····· ...... 103.1 103.6 .... . ... 106." 
1904··· ............. 1:02.0 107·5 .. .. .... reg.J 
'1905····, ...... : .... 1.°5·1 120.8 11:9·0 r29-4 U3·t 
Igo/i ................ 110.9 u8 .. .. .. .... u6.$ 

1907··············· . 116.6 %::12.6 . ... . ... IU,.6 

IgoS ...•••..•....... 111.6 129.9 ... . .... 12408 
1909··········,.· ... 1:12.0 l:Zg·s I3S-4 .... r29.<) 
19100 •••••••••••••••• 114-1 133·3 1 .... ·7 .... 134.D 

1911 ••••••••...••.•• 116.8 135.8 %43.2 .... r37·9 
1912 ," ••.•••..•••. ,' • 12 .... 137.8 1$3·7 . ... 145.0 
1913 •....•.... -. ,- •. 12408 144-7 162.0 '34·5 r48.g 

I. AD Commodities. uwtighted:-aee DOte • to Chart IV. 
eBolpitalSerrias:-awrqecmtperpatistdanv. lDdes ....... ' t Ib,oCoats(COlf4I.ialt4 

..,.. voL ii. pp.. SoP Mq.) bued _ lfturm fzom 1.3. hospitals. 

• Hoaae Ita .. : - typic:d siz.roomed dweltiq ill ~'. quarter, with ..mtarJ am
ftIlieacea. 1ada mra' Iktecl by Coats (ibid.. P. 510). buerl OIl orisimI statiatia from wacspoacl
eata of the c..u. J..-~ thrvuPout C&Da.da. A GmiIar inder. but.d OD ori&UW statistics 
caIletted from ... atl,te QeD1a mow. _ eva mare p:a: ....." Me (iML). A weiahtecl iItdez 
IIued em the IUDe data almllhoWli. peater riae (ibid,. p. 377) • 

.. ~ Ita .. ! - awrqe of thRe indices far (4) t7Pica1lto1t' in 6nt~ bGaiDeIa KCtioD.; 
(I) t7Pkal stare m d dua buinas aer:tioD; (ot) frpical ~ office. Three iDdices am-
........... Coo .. (em" LiMr _. _no p. .,8) and ___ ... _. WoiahUd_ 
hued on the -.me data show muc:b peller iDaeaaes (~~ p. 176) • 

• Weekq Wqa:-CIOD:Itructed U ea .. weekly'" so as to makeaDowance for canmt chaqe 
iD boun &Dd tiny to ftdect Jet. eamiq capu:it;J." (11M., p. 421,) Aa there was a steady dotmuxd. 
IJad duritta thiI period. ilL the leqtb of the workiDc day (iWtl.. po 43Z), thiI iI!dtI: minimizes the a
Rat of the iDcreue m tale!- 01 ~ per hom<, It is lUI ~ DOt or &dual anWap but of weekly 
,..of ...... It is ba.:I. "em a lItriesofCMr ZQCIDCODtinuouIand.re1i&h1e records bu:t to 1.goo.picUd 
cmr the .. vailable6e1d with thelO1e pmpDIeof ftDderiDs the6a&l resWtu ftJIftKIltativeu po&IibtefJ 
(i .... po 4.11). The IDdu fa"ted ucordiq to the n:IaI:hf: impart.abee of the occupatiom: for 
1ddc.h ftPquotatioaa were u.ed.. (See p. 248. """"-) 
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In Chart xn, on the other hand, are presented five indices 
for the prices of as many important classes of services; these 
indices not only show in evezy case a relative decline as compared 
to the general commodity price index, but they show in evezy case 
but one, the index for passenger fares, an absolute decline. The 
rise shown by the index for passenger rates is much more moder
ate than the rise in the general commodity price index. The . 

. CHART xu 
PuBuc Um.mr ClwtGBs, ll)CO-l9I3 
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failure of the prices of these services to move in sympathy with 
the general upward trend of prices is due to the special circum
stances governing both the costs of rendering the services and the 
determination of their prices. All of these indices are for serv
ices which are rendered either by municipal plants, or by public 
utilities whose charges are regulated by their franchises, by 
'Statute, or by public commissions. Improvements in methods 
of production and operation and the increase in population have 
lowered the cost per unit of service in many cases. In some cases 
the services have been sold with little regard to their cost. These 

Veu 

1:900················ 
:190z •.•... .••.••.•.. 
1:902· , ....••..•..... 

::1903···,·· .•......•. 
1904-······ -.... , ... 
Igos ................ 
1906··· .......•..••. 

1907_ ....•....• 0 •••• 

.goB ................ 

1909··········· ..... 
1910 ...........••.•. 

1911 .•........••.••• 

1912., ..... , ..••.••. 

1913_ .........•••••• 

DATA OF CHART xu 
Pmwc Um.mr C!wwEs 

w .... E1<ctri£ - .... """""" tight l -' 
100.0 100.0 '00.0 

100.0 98·5 100.0 

99-3 914 1:00.0 

98.6 97·5 100.0 

97-2 97·2 99.0 

97-1 95·9 94.0 

g6·S 93·9 40 

97.7 92.1 85.0 

g6·9 go·5 84·0 

98-4 88.6 8:l.0 

98·0 83·5 .8 •. 0 

96.7 So .• 17.0 
g6 .• 77·1 18.0 
95·6 "/0·7 "/7.0 

1 Coata"& Indu::-Ctm oJ LmffC lt4#Dn. vol. ii. pp • .so7 seq. 
a IbWl •• pp. al1 seq. 
a IbM •• pp. 327 Rq. 

~ ........ ...... ..,..0 

100.0 100.0 

go·7 94-9 
Sg.6 93·7 
94-8 97·5 
95·3 96.2 

95.J 93·7 
94-8 97·5 
97·9 94-9 
974 g6 •• 

94.8 97·5 
100.0 102·5 

IOI.6 97·5 
10,3.1 97·5 
106.2 94·9 

, Car&adi&D Pacific Railwq. A.-ol~: C. P'.R. aftf'age gross eaminp per ~ pet 

mlle.fi5calyean ~ 1... The o&icial railway statisticsfor all raUWQa ill. Caaad&. anila.1J1e. 
siDc:e 19D7. show an incftue iIl.verqe eamiDp pm' ~ Jm mill: from I90J to 19x.1 of l.2 per 
ceat. as comp&nd with II: per cent aa:mdiag to tlle C.'P ... -R. data for the BUDe period.. (Canada: 
Dept. .. _ and CaD&!o, RaUooo, S_. 1..,.....,..~ 

" Canadiaa Pacific Railway. AMIIdI R.",. .. c. P. R....verqe cross earniI!cs pm- bm miJ.e.. 6acaJ 
yam ~ July t. Coats from a stwb' of the fRight tariffs of lpOO-IOO4 ad. 19X4 found. a de
c:ra.e ia rates of hom. S to 6 pel' eeot helm 11900 to Sit14· (~, 6/ u.,''''8llqrm, m. ii, Po .sa1.) 
The- official ndIway atatitotica lor all raihraysiD Canada availableaince 190'IlIhowa-decreur in &wngo 
eunin&Io pel' toll milefrom Xoot to x,rs of 8.2 per CCIlt,ascomp;ued _hDOclwlae~ lathe 
C. P. R. data 100 the ........... (c...do: Dept. of _ ODd CaD&!o, RaUooo, S_. 
19Qf-IStXa.) 
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CHARTxm 
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indices do not, therefore, discredit the results of the preceding 
price-studies. They reflect special conditions which have made 
the prices of certain kinds of services, if not always their costs, 
move in a counter direction to the general trend. 

The trend of wages, if a.llowance be made for the probability 
that wages will show considerable infiexJ.Dility during periods of 
:fIuctuation·in general price levels, offers perhaps the best single 
index of the trend of domestic prices in general 

The course of domestic price levels in different countries can 
be indirectly compared, therefore, by comparing the trends of
wage levels. In Chart XIII a comparison is presented of wage. 
indices for Canada, Great Britain, and the United States. These 
indices are not similar enough in their methods of construction to 
be altogether comparable, but there is no apparent reason for 

DATA OF CHART xm 
INDICES OJ' WEEnY WAGES IN CANADA, GltEAT BlUTAIN, AND THE 

U:tm:ED STAms 

CaJwIa 
y"" Grea!:BritaiA l United States I 

Wef&hted l ~. 

1:900··· .•.....•.... , .. 100.0 :100.0 100.0 100.0 

1901·················· 101.6 1.02.0 99.1 101., 

1902···· .............. 103.8 104·3 97.8 105·7 

1903················ .. 106·5 106.1 97·2 108.2 

1904·········,······· . 109·3 108.8 g6.7 z08.% 
1905 ........ ·· .... ·· .. U.s.1 ul.6 97.0 111.2 

1906 .... · .... · ........ 116·5 7.14·5 98·4 114·2 

1(0)' •....• , •. , .. , •••.. 122.6 119·2 101.8 119·2 

IgoB .................. 124.8 IU.I 101.2 117.6 
1909 .......... 0 ••••••• 129.0 12504 xoo.o u8.S 
1910 •••..••....••.•••• 134.0 :129·7 100·3 'I2I.8 

1911 ..••.•........••.. 137-9 l'33.1 100·5 >23·3 
1912 •.••.•.• , .• , ..•••• 145·0 I39.J 103.0 1>7·5 
1913·········· _ ..... -. 148·9 ~2.;9 ., .. . ... 

1 wt:ek)y Wqes in Canada: - see note S to Chart XI. aDd p. • .c.~ i",m. 
t wftkly Waaea in Great Britain! - Great Britain: Labour Dept.. Boe.rd of Trade. anweipted. 

(COJI ttl Lift,., &pon. vol. ii. p. ss3-) 
& W«!kJy Wages ia UDited Stabs: -I. II, llu.binow"J bides: computed from ltatiatks coIlottecl 

-aDd pqbtiahed by thUted Stabs, Dept. of Labor. BUI'eIUl of LaD Statislic:l. abU., p. s6.5.} 
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doubting that they reflect closely enough for the present purpose 
the actual course of wages and of domestic prices in general in 
the three countries. For Canada a weighted and an unweighted 
index, both constructed by Coats, are presented. The weighting 
was crudely done, but the great differences in the relative im
portance of the occupational groups for which wage quotations 
were used in constructing the index make it the preferable one 
to use even for <;omparlson with the unweighted indices for wages 
in Great Britain and the United States.l 

The chart shows a much more pronounced rise in wages in 
Canada than in Great Britain. Wages in Canada and in the 
United States ran closely together until 1907, after which they 
increased to a much greater degree in Canada than in the United 
States. It will be remembered that the great flow of capital into 
Canada began in 1907. This chart supplies further confirmation, 
therefore, of the explanatiOn offered in this and the preceding 

. chapter, of the operation of variations in price levels in the adjust-· 
ment of the Canadian trade balance to borrowings from abroad. 

COATS'S EXPLANATION OJ! THE RELATIVE RIsE IN 

CANADIAN PRICES 

Mr. R. H. Coats, the Dominion Statistician, has offered an 
explanation of the relatively greater rise in Canadian than in 
world prices, which differs from and is somewhat inimical to that 
offered here.· He claims that an investigation of price trends in 
different countries shows that the rise from If}OO to I913 was 
greatest in those countries'in which industrial expansion. was 
taking place at the most rapid rate, andespecially in those coun
tries in whlch this expansion tool!. the form of the increase of 
primary'plant and equipment, such as (1) the opening-up of new 
territory to settlement, with its attendant railway construction, 

• Coats weighted his index on the basis of C<IISUS .. turns of ~ by 
occupations. The necessity for weightiog is indicated by the fact that the weights 
used ranged from 20 for agricultuml work ... and 20 for domestic ........ ts to t 
for munidpal employees and t for brewezy and distillery work..... (CM oj !&vi_, 
&ptwI, wL ii, P.43',) 

• CM of !&vin, Retm: S_Fi< 'if _ by Ilu StaIisIi<oI BN ..... Ik/NRt , I 

oj W-. pp. '5 seq. 
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: " 

roaI:l~lniwng and town building;~d (2) "industrialization," or 
. the process of transformation of an " agrarstaat" into an "in
.dustriestaat." He explains the greater rise in prices in these 
countries by the fact that a period of considerable duration 
elapses before expansion of this sort results in increased pro
duction. During this interval the supply of commodities and 
of labor does not keep.pace with the demand, and prices there
fore rise. 

If expansion of this sort in a given country was financed from 
domestic savings, it would simply mean, however, that those 
having purchasing power were voluntarily shifting their demand 
from consumers' goods to producers' goods and from labor en
gaged in producing consumers' goods to labor engaged in indus
trial development. What might be expected to happen would 
be that producers' goods would rise.and consumers' goods would 
fall in price. The general price level should not be affected by 
this change in the character of the demand. On the other hand, 
if the expansion was financed by borrowings from abroad, there 
would still be available the normal supply of consumers' goods, 
the extra supply of goods and labor necessary for the industrial 
development being provided directly or indirectly by the lending 
country. In so far as the industrial expansion per se was con
cerned, there would again be no obvious reason why prices should 
rise more rapidly in this than in other countries, and there would 
even be some reason for expecting a relative fall in prices. 

It unquestionably was true that in general the countries in 
which industrial expansion was taking place at the most rapid 
rate were also the countries in which prices were rising at the most 
rapid rate. But these were also the countries which were bor
rowing capital from abroad in the greatest volume, notably 
Canada, the Argentine, Australia, New Zealand, Japan, the 

. United States. It is not proved, . therefore, that it was the in
dustrial expansion per se rather than the borrowings from abroad 
which made prices rise more in these countries than in the older 
European countries. Capital borrowings and industrial expan
sion are not unconnected. Capital is usually borrowed for pur
poses of industrial expansion. There is no reason to suppose that 
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prices would have been less buoyant in the borrowing countries 
if the loans made to them had been "spendthrift loans." 

Coats supports his theoxywith further evidence. He argues that 
the process of industrialization involves, at least during its earlier 
stages, the diversion of labor from the production of food to the 
production of plant and equipment. He then claims, on the 
basis of price statistics: that the rise in the prices of materials 
has been much the same the world over; that the rise in the 
prices of foods has shown much greater divergence in different 
countries; and that the relative rise in prices in the countries 
with the most buoyant prices has been essentially a rise in food 
prices. Since the countries with the m~st buoyantpri~ were 
also the countries in which industrialization was proceeding at 
the most rapid rate, he again claims to demonstrate the existence 
of a causal relationship between industrialization and relative 
rises in price levels. 

The greater rise in the prices of foods than in the prices of ma
terials in the capital-borrowing countries can be adequately ex
plained, however, in accordance with the theoxy presented here, 
and without reference to industrialization. As Coats himself 
points out: "Materials are obtained as a rule over wider areas 
than foods; !hey lend themselves more readily to transportation, 
and their prices tend to move together as between countxy and 
countxy to an extent that is not true of foods, many of which are 
necessarily drawn from nearby sources." I 

In the language of this study, materials are typically interna
tional commodities, foods are typically domestic commodities. 
The trend of prices of materials should iiot differ greatly from 
country to country. In capital-borrowing countries the prices 
of foods should rise more rapidly thari the prices of materials. If 
some factor not directly connected with capital borrowings was 
operating in any case to make the prices of foods rise throughout 
the world relatively to materups, the relative rise in foods should 
be further accentuated in capital-borrowing countries. On the 
other hand, in capital-lending countries, if no other important 
factor were operating, foods should not rise as rapidly as mate-

• COlI of Li,;"g IUpm: s"",ps;. of &:iIibiI by /he S/ali.r6<ol B",rsci, DeP.,,_ 
oJ Labour, pp • .." 21. 
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CHART XIV 
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rials; if industrializa.tion was causing a world-wide rise in foods 
relative to materials, this factor should be wholly or partly off
set by the counter-in1luence on the prices of domestic commod
ities of the export of capital. 

The statistical evidence which Coats himself presents con
firms the present reasoning more closely than his own. In Canada, 
a capital-borrowing country, the increase in prices from 1900 to 
I9I3 was 39 per cent for foods, 21 per cent for materials.1 In 
Great Britain, a capital-lending country, the increase in prices 
from 1900 to 19I3 was 12 per cent for foods, 14 per centfor mate
rials." In the United States, which was borrowing capital from 
abroad but in relatively much smaller volume than Canada, the 

I eosl of IMilSl /Upon: s~ of &mbil. P. 21. t Ibid., p. 22. 

DATA OF CHART XIV 

CAPITAL BoBltowmGS AND DIVEllGENCY HI WEEN DollESTlc AND 
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lor domestic priee& used in this d:tapter with fo1lowittg weigh",: domestic commodity ~ 4; wasa . 
.s; M.pital auvices". publk utllit:v services. 1:: ~ fellts.!t. Import JIrice leIrd as iA Chart vm. 
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I Capital Borrowinp, iDdbct estimate: -Table XXVID. Po 101, .".. 

I Capltal BorrowiDp, di.reet IeItlmate: -TablI! XLIV. p. %,So..".. 
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increase in prices from 1900 to 1913 was 34 per cent for foods, 17 
per cent for materials, 1 the rise in each case being intermediate 
between the rises occurring in Great Britain and Canada respec
tively. A relative rise in the prices of foods, typically domestic 
commodities, in Canada and the United States, capit8.I-borrowing 
countries, contrasted with a relative fall in the prices of foods in 
Great Britain, a capitapending country. 

SU!DlAl!Y 

As a final inductive test of the reasoning presented in this and: 
the preceding chapter, total indices of the course. of domestic 
prices were computed from the partial indices already presented in 
this chapter, and the divergencies of the domestic from the import 
prices were measured by the use of link. relatives. The results are 
presented in Chart XIV. 

The stimulus to an excess of imports over exports resulting 
from variations in price levels should be rougb1y measurable by 
the divergency between the domestic and import price levels. 
With some quaIification to be made for the progressive effect 
on trade for some time, of a given divergence in price levels, and 
also for the greater absolute effect on trade of a given divergency 
in prices when the volume of trade in general has increased, the 
divergency between domestic and import price levels should in
crease with every increase, and decrease with every decrease, in 
the rate of borrowings.' 

If allowance is made for probable error in the estimates of the 
volume of capital borrowings and for the incompletely repre
sentative character of the price indices available, Chart XIV 
adequately substantiates the reasoning presented here. As the 
rate of borrowings increased, the. divergency between domestic 
and import price levels widened. For the first four years, marked 
variations in the prices of the particular commodities entering 
into the indices, and a rate of borrowing too small to exert a dis
tinguishable influence on the trend of prices, make inductive 
inference of questionable value. Marked relative increases in 

:I See p. 213, sulfa. 
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the rate of borrowing as compared to preceding years occurred m 
the years 1904. 1907, 1908, and 1911, according to the indirect 
estimates. In each of these years except 1907 ther-e was a sub
stantial widening of the divergency between domestic and import 
prices. According to the direct estimates, the rate of borrowings 
decreased in 1907, and the greatest relative increase in borrow
ings occurred in 1908, when there was also the greatest relative 
increase in the divergency between domestic and import prices. 
In 1912 and 1913, borrowings at the peak were accompanied by 
;t. divergency in prices very near, but not quite at, the peak, p0s

sibly because of the progressive effect of the divergency which 
made its appearance in the preceding years. 'Excluding the lirst 
four years, there was not a single case in which a substantial· 
widening of the divergency in prices was not contemporaneous 
with a substantial increase in the rate of borrowingS. In general, 
however, the curve of divergencies in price levels shows a closer 
correlation with the direct than with the indirect estimates of 
capital borrowings. 

In so far as the inductive method permits of definitive results, 
it has been shown in this chapter that the increasing flow of capi
tal into Canada was accompanied by a relatively increasing 
price level in Canada as compared with other countries; the rise 
was most pronounced in the prices of domestic commodities and 
services, least pronounced in the prices of import commodities, 
intermediate between these two in the prices of export commod
ities, thus operating to stimulate imports and to check exports, 
and so to adjust the Canadian commodity balance of trade to the 
capital borrowings. These results have been shown to be con
sistent with the classical theory, and even to be demanded by 
the classical theory, if it is completed so as to take into considera
tion sectiond as well as general price levels. The inductive re
sults of this chapter confirm the general proposition which has 
been laid down on deductive grounds, that the adjustment of the 
balance of trade to a newly introduced or increased disturbing 
factor is brought about through the influence of diverging price 
levels on the quantitative ratio of exports to imports. 
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It may be noted parenthetically here that this proposition has 

bearing not only on the theozy of international trade but on the 
problem of how a new influence on prices arising in one country, 
such as the discoveIY of a gold mine, spreads its effects throughout 
the world. The connecting link between the price levels of various 
countries is to be found in the essential uniformity throughout 
the commercial world, and within the limits of transportation 
costs and tarl1i duties, in the prices of "international commodi
ties." The "domestic commodity" and the service price levels 
of the individual countries can be influenced by foreign 'forces . 
only through their relationship, within the national bounda,ries, . 
to the prices of the "international commodities!' ' 



CHAPTER XI 

THE COMMODITY BALANCE OF TRADE AND TIlE 
ADJUSTMENT OF TIlE BALANCE OF 

INDJmTEDNESS 

Tm: COIDfODITY BALANCE OF TRADE 

Tm: commodity balance of trade is by far the most important 
single factor in the final adjustment Of international balances 
of indebtedness to more or less permanent disturbing factors. 
Gold imports and exports, as items in the commodity balance of· 
trade, are a preliminary phase in the adjustment of balances. 
They exert their main influence, not through the effect on the 
balance of payments of their own values as debits and credits. 

. but by their influence on price levels and through them on the 
remaining items in the commodity balance of trade. 

Prices exert little direct influence on the volume of interna
tional transactions in services. Tourists' expenditures and in
surance transactions will not be appreciably affected by changes 
in either direction in rates and prices. The amount of freight 
charges payable abroad or receivable from abroad by a given 
country is directly dependent on the volume of its foreign trade. 
on the proportions in which this trade is handled by foreign and 
domestic transportation companies, and on the amount of carry
ing business done for other countries, as well as on freight rates. 
A disturbing factor to a country's international balance of in
debtedness. such as continued borrowings from abroad. will 
affect its balance of freight payments mainly through its influence 
through prices on the volume of commodity imports and exports, 
although it may conceivably affect the extent to which that 
country's capital and labor is engaged in the carrying trade. 
Interest payments are dependent simply on the amounts of capital 
borrowings, the rates of interest originally agreed upon, and the 
extent to which the debtors fulfill their contractnal obligations. ... 
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Non-commercial transactions, such as immigrants' remittances, 

gifts, and the movements in and out of a country of migrants' 
personal effects, because they are non-commercial in character, 
are wholly free from direct inJIuence of capital borrowings or 
changes in price levels, and in the main are not appreciably 
affected by them even indireCtly. A possible exception is in the 
case of capital brought in by immigrants, for an increase in 
capital borrowings abroad tends to create in the borrowing 
country a situation favorable to labor, and thus stimulates 
immigration. . 

It follows that when a disturbiug factor of substantial ,pro-' 
portions and long-continued duration, such as the Canadian 
borrowings abroad during the period under study, breaks the 
even balance of debit and credit international obligations, an 
even balance of payments is reestablished, and is maintained in 
spite of the debit balance of indebtedness, mainly through com
pensatory variations in the commodity balance of trade exclusive 
of gold.1 Gold movements and transfers of securities and bank 
deposits are significant factors in the definitive adjustments of the 
balance only for casual and temporary disturbances in the balance 
of payments. Transfers of securities and bank deposits cannot 
be significant factors in the adjustment of the balance of pay
ments to a continued debit or' credit balance of indebtedness 
since they are themselves merely representative of some of the 
items in the balance of indebtedness to which adjustment must 
be made. 

Chart XV presents a comparison of the variations in the total 
Canadian balance of international indebtedness with the varia-

I Cf. A. C. Whitaker, "The Ricardian Theory of Gold Movements," Qtw/orly 
JewtUJl oj &onomiu. vol. xviii (February, 1904), p. 231: "The investment of capi
tal abroad, the tmvel of tourists, and all the other factors outside of the balance 
of trade itself are the comparatively independent variables, the balance of trade in 
goods is the compensatory variable in the balance sheet .f total indebtedness." 
Where the carriage of .. country's foreign trade is largely in foreign bands, the 
balance of freigbt payments will ba .. variable clo.eIy dependent on the volume of 
its commodity imports and therefore will alao exert a. compensatory influence on 
the total balance of payments. But if the imports are valued; c. i. f., as, e.g., in 
Grea.t Brita.in, the freight charges payable on account of imports will alrea.dy be 
accounted for in the debit side of the commodity balance of trade. 
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CHART XV 
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tions in the partial balances. In confirmation of the reasoning 
presented above, the commodity balance of trade shows the 
greatest degree of correlation of the partial balances with the 
total balance of indebtedness.' The balance of service transac
tions also shows a substantial correlation. In large part this is 
due to the fact that the balance of payments on account of freight 
charges is dependent upon the volume of imports and exports. 
In part it is due to the fact that the growth in the debit balance 

1 The coefficients of oorreJation of the partial balana:s with the total balance 
(Kad l'ear.;on's formula) are as follows: 

eo",mevljty balanoe of trade, excluding gold com: r = + .gII:I: .-. 
Gold roin balance: r = + 041 :I: .rso. 
Balance of service tmnsactiODS: r = +.g6:1: .OI4-
Balance of DOJ><Ommercial _ns: r = + .79 :I: .068. 

The numbers of pairs are so few th&t the probable errors are almost worthI.ss, 
and the coefficienls add little to the value of the grapbicalpm;entatioo. 

DATA OF CHART XV 
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of interest payments followed closely the growth in net foreign 
capital investments in Canada, that is, in the total balance of 
international indebtedness. But Canada has always had a debit 
balance of service transactions, and the parallel growth in this 
period of this debit balance and the debit balance of international 
indebtedness shows not so much a true causal correlation as a 
false correlation arising out of the common pecuniary growth in all 
phases of Canadian economic activity during a period of general 
expansion and of rising prices. Only to a slight extent, therefore, 
was the correlation due to direct compensatory adjustments to 
the balance of international indebtedness. 

In order that an even balance of payments should be sub
stantially maintained after the first appearance and during the 
continuance of the debit balance of indebtedness - that is, in 
order that the capital borrowings should enter Canada in the form 
of goods instead of in the form of money-there was necessary 
a change in the quantitative relationship of commodity imports 
to exports such that there would be an excess of imports over 
exports to absorb the surplus foreign credits created by the bor
rowings abroad. As is shown in Chart XV, a small "favorabie" 
commodity balance of trade in the first few years of the period 
shifted in 19"3 to an "unfavorable" balance of trade increasing 
as the rate of borrowings abroad increased. Until 19"3 the bor
rowings abroad were barely sufficient, or were less than suffi
clent, to meet the interest payments on earlier investments of 
foreign capital in Canada. From 19"3 on, the new borrowings 
abroad exceeded the interest charges on the old borrowings, 1 and 
the surplus came into Canada maiuly in the form of an excess of 
commodity imports plus freight charges thereon over commodity 
exports. 

The shift from a favorable to an unfavorable commodity bal
ance of trade which accompanied the increasing How of capital 
borrowings could have resulted from either a decrease in exports 
below or an increase in imports above what they would have been 
respectively in the absence of capital borrowings, or from both 
combined. The method by which this result would be brought 

1 Cf. Table XXV, p.\l4. "''''4, Table XXVIII, P.IOl,"''''''' ond Chart XV. 
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about, according to the deductive theory, has already been ex
plained, and in the case of exports has been given some me~e 
of inductive verification: a relative rise in prices in the borrowing 
country, due in Canada immediately to increased bank deposits, 
in other countries under similar circumstances due probably to 
a preliminary flow of gold, both stimulates imports and checks 
exports. The theoreti~ expectation would be, therefore,. that 
the adjustment should be brought about by both an increase in 
imports and a decrease in exports. 

The general expansion of industry and trade in Canada during . 
the period under study operated independently of the infi~ce 
of the capital borrowings, to increase both imports and expOrts. 
Moreover, the general rise in prices of itself operated to increase 
the money value of constant quantities of both imports and ex
ports. It is impossible to determine with mathematical precision 
what the volumes of imports and exports would have been in the 
absence of capital borrowings. It is possible, however, from an 
analysis of the trade in individual commodities and of other re
lated data, to ascertain with some degree of certainty whether 
the restrictive infiuence on exports and the stimulative infiuence 
on imports were both operating in the manner described in the 
deductive theory. 

RESTRICTIVE EFFECT OF CAPITAL BOllll.OWINGS ON 

EXPORTS 

There follows an attempt to discover whether the capital bor
rowings operated to restrict the volume of exports. In Table LIT 
estimates of the total volume of Canadian commodity production 
at the beginning and the end of the period under study are com
pared with the total exports from Canada for corresponding 
years. The data presented in this table show a marked decrease 
in the later part of the period under study, as compared to 1901, 
in the proportion of the total Canadian production of commodities 
which was sent abroad. Although the statistics for production 
are of uncertain accuracy, they probably serve well enough the 
present purpose. It should be noted, moreover, that much of 
the production in Canada during this period, and especially dur-
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ing the later part of the period, was in the form of town, road and 
railroad construction, and fann, building and plant development, 
and that the production estimates given, which are for commodity 
production only, are therefore probably a considerable underesti
mate of the actual increase in production. 

It is difficult to explain the decline in the percentage of exports 
to total commodity production, without reference to the capital 
borrowings from abroad. Some of the relative decline in exports 
was undoubtedly due to the increasing extent to which Canadian 
raw materials were being manufactured in Canada for Canadian 
consumption, instead of being exported inthefr crude form in 
&change for imported manufactured ioods.~· But this increase 
in manufactures would not have been possible in nearly the same 
degree had it not been for the foreign investments of capital in 
Canadian manufacturing enterprises. The expansion of manu
facturing not only absorbed an increased proportion of the Cana-

. dian production of raw materials, but it withdrew labor, from the 
production of raw materials which otherwise would have been 
exported, to the construction of plant and equipment and the 
fabrication, from imported raw materials, of manufactured com-

TABLE Lll 

TorAL COKKODI'l'Y hOD1JC'l'lON Df CANADA Alm TorAL ExPoRTS nO)[ 

CANADA, 1901, 19I:r, 1912, AND 1913 

'1'01&1_ 
production in 

Canada' 
Total ezporta from Cauda. 

V .... 

Va}.., V_ Per Cftlt of total 
prodw:tioa 

,got •...••.•...••........•... 943 205 .21·7 
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modities for domestic consumption. The development of roads, 
towns, and railroads, made possible by the borrowings abroad, 
absorbed a large part of the immigration of labor, and these con
sumed considerable quantities of Canadian commodities which 
would otherwise have been available for export. Changes in rela
tive price levels resulting from the capital borrowings were also 
an -important factor in restricting exports, operating coOrdi
nately with the factors explained above. 

The influence of these factors on exports can best be tr8;ced by 
an analysis of the export trade by important groups of commod
ities. The export commodities were grouped as nearly as was 
practicable in accordance with the fonowing rules: all the impor
tant export commodities were first divided into two groups, ac
cording to whether their export increased or decreased relatively 
to total exports during the period under study; second, each of 
these major groups was again divided into minor groups, ac
cording to whether its prices rose by more or less than 30 per 
cent during the period und~ study; third, each of these minor 
groups was divided into still smaller groups, on the basis of some 
.important common characteristic relating to-their production or 
consumption, where the second grouping had not already ac
complished this. In all, the commodities grouped comprised 88 
per cent of the total exports in 1900 and 86 per cent of the total 
exports in 1913, so that they are fully representative of the export 
trade as a whole. The items not included consisted in the ma.iJi of 
commodities inadequately classified in the official export statistics, 
or for which price quotations were not available, or entering ouly 
irregularly and in insignificant amounts into the export trade. In 
two or three instances, notably oats and barley, commodities 
showing most prominently the influence of seasonal conditions 
and not reflecting a decided trend -in any direction were omitted 
because they did not lend themselves to unambiguous grouping. 
It is indicative of the extent to which the export trade was in
fluenced throughout by common factors that this elaborate sys
tem of grouping led finally to only five groups, of which only two 
groups represented a substantial volume of exports, and one of 
these two groups alone included one third of the total exports 
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during the period under study. In connection with the inter
pretation of the data about to be presented, it is important to 
bear in mind: (1) that in most cases all of the commodities in 
each group have in common the quantitative trend of their ex
port, their price trend, and some characteristic relating to their 
production or consumption; and (2) that the results shown for 
each group reflect, therefore, not merely the aggregate trends for 
the groups as a whole, but also the trends for each individual 
commodity included therein. 

Table LIlI presents the results of the analysis for commodities 
whose exports increased relatively to ~ta1 ~rts. Group I 
consists of commodities whose price rose less than 30 per cent 
from 1900 to 1913 and which were produced during this period 
largely from newly-discovered or newly-developed natural re
sources. They thus have in common the probability that a special 
factor was at work tending to make their costs of production 
resist tlie general upward trend characteristic of the peciod, and 
thus tending to exempt them from the restrictive infiuence on 
exports of the relative rise in the Canadian price level. Without 
any exception, they also have in common the fact that they were 
commodities produced in Canada in excess of the amount of 
domestic consumption to such an extent that they were depend
ent very largely upon foreign markets for their sale. The com
modities included are: wheat, wheat-flour, and fiaxseed; copper, 
nickel, silver, and aluminum; asbestos; pulp wood, wood pulp, 
and paper. 

The production of wheat for export did not develop to large 
proportions until the virgin lands of the Canadian prairies, with 
their higlfyields at low cost in the first years of cultivation, were 
opened up to settlement, largely during the period under study 
and with the aid of capital borrowed from abroad. In 1899, only 
10,000,000 bushels of wheat were exported; by 1913, the exports 
had increased to 120,000,000 bushels. The price of wheat clearly 
was determined not in Canada but in the world market. Al
though the price of wheat did not rise as much as did domestic 
prices in general, the deVelopment of wheat-growing was profitable, 
nevertheless, because the virgin lands made cost of production . 
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unusually low. Wheat-rojUing was dependent upon the produc
tion of wheat, and developed with its development.1 Toward 
the end of the period under study, it became generally known 
that flaxseed was a profitable crop with which to bring virgin 
land into cultivation, and its production increased at a rapid rate. 
Flaxseed in Canada may be' regarded, therefore, as essentially a 
by-product of the breaking-up, for cultivation, of virgin wheat 

1 The Canadian exports of wheat fiour consist mainly of the lower grades. and 
are frequently sold. at "dumpiDg" prices. The Canadian consumer demands a 
hlgber grade of ftour than the important export grades. Export flour is therefore 
a by-product of the production of flour for the domestic market, although the pri<es 
of the different grades must move in close harmony. (Cf. C.u sf Lmng)Re,.n, 
vol. i, pp. 150 seq.) 

TABLE LIn 

TOTAL ExPous, AND ExPous WHICH lNcuAsED RELA'1'IVEJ.Y 'l'O TOTAl. 

ExPOR.'IS, 1900 1:0 19131 
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Fisc&! yeus1 VahH:iD ........ 

millioosof - Value in ""'- W"",,,,'" Valueia '..,coot dolWs ....,,- millions of toW 
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I9C9 .... .... '7'}-' 70-8 II3.o 40 .5 :n8.6 1:8.1 6.5 
1910 ....... . '74-3 67.8 110·9 - '14-7 20.6 7·5 
1911 ... ..... --- 77·5 '24.8 43.0· I"n.,s 20-4 7·0 
1912 ....... . 355·8 III_S 112.8 48·6 114-5 '5·5 7.2 
1913-,· ..... 431.6 164·0 '30-3 53-4 '04·9 3'.0 1-4 

t Data from.~: 'DepI • , CIf "I'nde aDd C cz., A .... ~ MerdwIdise ... _CuwIioa_ 
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lands. The market for flaxseed was mainly in foreign countries. 
Its price was lower in '913 than in 19oo, but it rose from %909, 
the first year in which there was a substantial Canadian produc
tion, to '912. In 1899 there was practically no export of 1lU
seed. In 19I3 the export amounted to 21,000,000 busbels, with 
a value of $25,000,000. The increase in the exports of flaxseed 
in spite of the fallure of its price to rise in full sympathy with the 
general rise in Canadian prices is to be explained, therefore, by 
the special circumstances surrounding its production in Canada, 
namely,its low cost of production on virgin lands and its desirabil
ity' as a means of preparing viIgin land for wheat cultivation. 

The production in Canada of copper, "clckei, and silver in sub
stantial quantities began practically with the opening of the 
twentieth century, when the discovery and deVelopment of rich 
low-cost bodies of ore led to a rapid expansion of the mining in
dustry,' which was highly profitable under these circumstances 

. even though the prices of these minerals remained almost con
stant during a period of marked upward movement in the general 
price level. Canada p'rovided a market for only a small fraction 
of these products. ;In the case of nickel, Canada was the chief 
source of the" world supply. Aluminum ore is not mined in 
Canada, but during the period under study a single plant was 
established in Canada to make aluminum from imported bauxite, 
using the cheap and newly-developed water power at Shawinigan 
Falls in the process. The products of this plant are almost wholly 
exported. 

The main source of the world's supply of asbestos is the East
ern Townships region of the Province of Quebec, where asbestos 
has been mined for many years. The price of asbestos fell during 
the period under study. The increase in the export of asbestos, 
which, howev~, never reached $3,000,000 in value in anyone 

, "Previously to the opening of the ptesent century the dev<iopme!1t of the 
mining iDdustry of Canada had been comparatively small. The mineral ~ 
of the Dominion were Httle knoWII. The nickel fields of Sudbwy (whiclt also yield 
copper in large quantiticsJ had been diooo-....d but the co.........w value of the 
deposits .... not realized. Neither Cobalt (silver) DOr Pon:upine (gold: DOt de
veloped until '9091 had been diooovered. Since'900 the industry bas IIOwn by 
giant strides"" It. Goldwin Smith, JI~ Timu, January 21) 1921. 
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year, may perhaps be accounted for by the working Of new and 
richer resources, or by improved technological processes, or by 
the necessity of operating the mines because of the fixed invest
ment of capital therein. The great proportion of the product was 
necessarily exported. It was generally known that the industry 
was not flourishing financially in the Ia.ter years of the period 
under study.1 .. 

The prices of paper and its raw materials fell during the period 
under study, but the application to the industry in Canada, of 
American methods of large-scale production, and the building of 
railroads into the extensive northern timber regions situated. near 
rivers providing both cheap power and a cheap means of irans
porting the logs to the mills, made production profitable even at 
the lower prices. The gradual exhaustion of the American timber 
resources, the great increase in the consumption of paper in the 
United States, and the provincial restrictions on the eaport of 
pulp wood, combined to create a market in the United States 
for greatly increased quantities of both paper and wood pulp. 

The great increase shown in Table LITI in the eaport of the 
commodities in Group I in spite of the failure of their prices to 
keep pace with the general upward trend is to be eaplained in 
every instance, therefore, by the discovery or new development 
of low-cost resources or methods of production which prevented 
cost of production also from keeping pace with the general up
ward trend. Of the total increase in exports of all commodities, 
amounting to $268,000,000 from 1900 to 1913, $208,000,000, or 
almost 80 per cent, is accounted for by the increase in the ex
ports of the commodities in Group I. H it be remembered that 
there was little increase in the prices of the commodities in 
Group 1, and that much of the i1icrease in the value of total ex
ports reflected an increase of prices rather than of quantities, it 
becomes apparent, even without further analysis, that vezy nearly 
all of the increase in Canadian exports during a period of rapidly 
increasing population and production in general can be accounted 
for by special circumstances which caused the cost of production 

1 ct. R... Pothier Doucet,. HThe Canadian Asbestos Industry," in C~~ 
FfIItw, (E. VICtor, editor), Toronto, 1916, PIh U2 seq. 
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of a few important export products to resist the general upward 
trend. 

Group II includes without further classification all the other 
commodities whose export increased substantially relatively to 
total exports. It was not feasible to carry out the general plan 
of classification explained above for the commodities in this 
group, either because the official commerce statistics were inad
equately classified or because price quotations were not available. 
Nevertheless, the commodities included in this group have cer
tain characteristics in common. The commodities included are 
as follows: rags, bran, and hides and skins; settlers' effects; fer
tilizers; "ores not elsewhere specified, fucluding chromic iron"; 
clover seeds; agricultural implements, carriages and automo
biles, and liquors. Rags, bran, and hides and skins are by
products of important industries. The amount of their produc
tion will not be determined to an important degree by either 

. their own prices or their separate costs of production. If in
creased production in the industries of which they are by-products 
results in an excess in the supply of these commodities over the 
domestic demand, their export will increase largely regardless of 
general price trends. Settlers' effects are a non-commercial item, 
the volume of whose exports is independent of prices and costs 
of production. The export of miscellaneous ores may well have 
been governed by the same conditions which have been shown to 
have applied to the mineral products in Group L No data are 
available which throw any light on the factors explaining the in
creased exports of clover seeds. The remaining items are manu
factured products, largely specialties. The item, carriages and 
automobiles, consisted in the later years predominantly of auto
mobiles. Their production in Canada began only toward the 
end of the period undtr study, and it is a matter of common 
knowledge that their export from Canada was confined wholly, or 
almost wholly, to exports to the other portions of the British 
Empire, to some extent with the advantage of preferential tariffs, 
from the Canadian plant of the Ford Company. The export of 
agricultural implements and of liquors was in each instance also 
confined largely to a few large concerns who had developed foreign 
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markets for their specialized products. Not much significance 
attaches, therefore, to the increase in the exports of this group of 
commodities in the face of the general tendency of Canadian 
costs of production to rise more rapidly than prices outside of 
Canada. These commodities were by-products, or,. like the 
commodities in Group I, were produced under special circum
stances making costs of,production unusually low, or were manu
factured specialties not subject to keen price competition, or 
enjoyed special tariff privileges in export markets. 

Of the total increase in exports from 1900 to 1913, amounting 
to $268,000,000, the commodities in Groups I and IT accolUlt for 
$263,000,000 or approximately 98 per cent. If allowance is ~ade 
for the general rise in prices, the aggregate exports of all other 
commodities not only decreased relatively to total exports, but 
decreased absolutely and to a substantial degree in terms of 
quantities. With the possible exception of some of the items in 
Group IT for wbich no price quotations were available, not a 
single important instance was found of a commodity whicb rose 
in price as much as 30 per cent and wbich nevertheless main
taIned its relative proportion to the total exports. Since the rise 
in domestic prices was on the average substantially greater than 
30 per cent, and since the general expansion of population and 
production in Canada during this period sbould have tended of 
itself to increase the volume of exports, this is a convincipg in
ductive demonstration that the relative rise in Canadian as com
pared to foreign prices checked the export of all commodities 
except by-products and those wbich were favored by special 
factors operating, counter to the general trend, to check the rise 
in costs of production_ In the large, the maintenance of the 
volume of Canadian exports in the face of rising costs of produc
tion was made possible only by the discovery and exploitation of 
new low-cost natural resources. ,There was not even a single 
conspicuous instance of what would have been altogether in 
keeping with theoretical expectations, namely, of a commodity 
whose relative importance in the total export trade was main
tained even though its price rose in full sympathy with the rise 
in Canadian prices generally, because the world rise in the price 
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of that commodity was greater than the general rise in world 
prices. This is a convincing inductive demonstration, therefore, 
that part of the mechanism of the adjustment of the Canadian 
balance of indebtedness to the capital borrowings was the re
strictive infiuen,ce exercised on exports by the increase in Cana,
dian purchasing power and by the relative rise in the Canadian 
price level resulting from the capital borrowings abroad. 

This is further confirmed by Table LIV, which presents a 
grouping of those commodities whose export declined relatively 
to total exports. Groups m and IV both include commodities 
whose prices rose in full sympathy with the general rise in domes
tic prices. These commodities were divided into two groups for 

TABLE LIV 

c..upm GmuplV G....,v 

-.u Valuem Pu w~ ... Value-in Pu WeO!ht~ Value- in .... w_ 
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1910 63.1 23.0 ~41.2 ,8.\1 6.9 ~4S.3 32.1 n·1 109.8 
1911 66.8 23·0 14B-9 14·9 5·1 ' 133·5 3204- 11.2 108.0 

1911 65.0 ,8·3 154-5 8.6 '04- 149·2 37·S 10.6 11$.0 

19:13 6\1.0 16.0 161.0 13·3 3·1 163·:t 35·9 8-3 109-5 

• Data ""'" Cauda, n-..t of Trade mol o;m....... A _ __ ... _Cuwlim_ 
• Bwlirv JUDO 30. UBtil JOO6; .."..., April. &om 'f907 oa. 
• latm:aIu7 ~th period from JuI:r I. qa6. to Much SI. 1907. 
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separate analysis, according to the degree in which their export 
declined relatively to total exports. Group V includes commodi
ties whose priCes failed to keep pace with the general rise.in 
prices. 

Group m includes the following commodities: fisheries prod
ucts, lumber, furs,' leather, hay, apples, and potatoes.1 Their 
export in terms of dollars increased in spite of their rise in price, 
but it did not increase sufficiently to maintain their original pro
portion to total exports. 

The increase in the value of the exports of commodities 1n this ' 
group was not as great as the increase in their prices both for' 
the group as a whole and for most of the commodities m: the 
group. In terms of quantities, therefore, there was an absolute 
decrease in export, which is reasonably to be attributed to the 
restrictive influence on exports of the relative rise in their prices 
as compared to world prices. 

Group IV includes the following commodities: cattle, sheep, 
horses, bacon, eggs, butter, canned meats, and pease. All of 
these except pease are animal products or their derivatives. All 
were primarily domestic commodities even at the beginning of 
the period under study. Their prices consequently rose in full 
sympathy with the rise in domestic prices generally. The rise 
in prices, combined with an increased domestic market, operated 
almost wholly to eliminate their export. In the fiscal year be
ginning April I, 1913, it is true, there was a revival of export, but 
this is to be attnouted to the artificial and somewhat temporaIy 
stimulus arising out of the remissions and reductions of duties on 
these products in the United States Tarifi' Act of October 3, 1913, 
which was in fOlee during half of this year. Chart XVI shows 
that these commodities were gradually moving during this period 
from an export to an impoIt basis.-

Group V includes only four commodities: bituminous coal,lead, 
gold (in quartz, nuggets, dust, etc.},a.ild cheese, of which only the 

1 The exports of fws and potatoes increased in value slightly more than did the 
total exports. They ...... novertheb:so included in Group ill, perhaps illogically 
so. beca .... their rise in pri<:e was so great thet in tenns of quantities they wou1d 
h&ve shown a -my slight aboolute inaease in export and a substantial decline 
in relation to total quantity exports. The amounts of both items are small. 
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two last-named were important in the export trade. All of these 
commodities except coal were throughout the period primarily 
export commodities, finding their principal markets abroad. 
Even with respect to coal, exports were confined largely to the 
Nova Scotia product, which, during the winter months when water 
transportation to the important Canadian markets was impos
sible, was chiefly marketed abroad, especially in New England. 
The dependence of these commodities on foreign markets is re-

CHART XVI 

lKPcm.t'S AND EXPoRts en CoJoroDmEs ~ G~ IV, X9QO-I9l:J 

--Imparts ----

iMa!!",' ,/\ ..... ...... , \ 
,," ...... I \ I r,' 

" I \ 
.../ \ 30 

\ 
\ 
\ 
\ 
I. ....... 

~'\. 
20 ..... 

1', , . , 
\ 
\ / 

10 
Y. t'i 

1/ 
./ 

-
" ... .. .. ... 2 ~ 
0 0 .. .. co ,.. 
E r - '" 

... .. 



MECHANISM OF ADJUSTMENT 

flected in the failure of their prices to rise in full sympathy with 
the rise in the Canadian price level. With the stationary price for 
crude gold, its production, which is almost wholly for export, 
would have declined even more than it did had it not been for 
the discovery of new and low-cost ore beds in the Porcupine dis
trict in 1<)09.1 Unlike other dairy products, the Canadian pro
duction of cheese has always been predominantly for export. Its 
price, therefore, was determined largely in England, its most im
portant market. Its price trend contrasts sharply with the price 
trends of butter, milk, and eggs, domestic commodities. Com
pared in each case with 1900 prices, the increase in price in I913 
was: 32 per centfor butter; 29 per cent for milk; 8S per centfor 
eggs; 14 per cent for cheese. The failure of the price of cheese 
to rise as rapidly as the price of other. products competing for the 
same factors of production caused producers to turn from its 

I It is assumal ..... that the price of guId always remams statio""'Y in terms 
01 guId staDdanI c:mrency. As a matter of fact, during a period of rising prices 
the price of gold ore tends to fall because of the greater money cost of smelting, 
relining, and transportation to market. 

DATA OF CHART XVI 
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production to the production of more profitable commodities.' 
The decline in the exports of the commodities in this group, not 
only relatively to total exports but absolutely in terms of both 
values and quantities, is to be attn"buted to a decline in their pro
duction for export rather than to an increase in the domestic 
·consumption. This is in tum to be attn"buted to their failure, 
owing to their dependence on foreign markets, to rise in price in 
proportion to the rise in their costs of production. 

The foregoing analysis of the Canadian export trade bas shown 
that the increase in the value of the total exports was due almost 
wholly to the entrance into the export. trad~. of the products of 
newly-exploited natural resources, where special factors kept 
down the costs of production. Although production in general 
was undergoing great expansion during this period, the exports 
of all but a few commodities actually decreased in terms of 
quantities. In some- cases exports declined because their prices 

_ rose in full sympathy with the general rise in Canadian prices 
and therefore became too high for foreign markets. In other 
cases exports declined hecause their prices did not rise in full 
sympathy with the general rise in Canadian prices, so that their 
production became less profitable. Prices rose most and exports 
declined most for those commodities which found a large part of 
their market in Canada. Throughout the range of the export 
commodities of which there· was substantial consumption in 
Canada, there was convincing evidence of the restrictive influence 
on exports arising out of both the increased purcbasing power 
acquired by a borrowing country and its relative rise in prices 
as compared to other countries. 

COMM:ODITY hn>oRTS AND THE BALANCE OF INTERNATIONAL 

INDEBTEDNESS 

Variations in commodity imports are unquestionably, under 
usual circumstances, a more important factor than variations in 
commodity exports in the adjustment of international balances 
of indebtedness to capital borrowings. Countries which bor-

1 Cf. Statement of R. M. Ballantyne, belOte Boom of Inquiry on the Cost of 
Living, January, 19140 (C." of Li .... , Rejorl, val. i, p. 47.) 
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row capital on a lazge scale are typically possessed of abundant 
undeveloped natural resources for whose exploitation their own 
capital does not suffice. Under these circumstances their com
parative advantage in foreign trade is generally largely confined 
to the export of the primary products of these natural resources, 
limited in their range but representing a large part of their total· 
commodity production.· Marked variations in the export. of 
these few commodities therefore mean marked variitions in their 
production. Continued production, however, is essential to the 
continued employment of labor and the payment of fixed chazges . 
on the capital investment. Production, and therefore export,will . 
respond only slowly and incompletely to changes in prices. Ex
cept for commodities for which there is no important domestic 
demand, the volume of export will probably respond more 
conspicuously to changes in domestic demand, either' for the 
products themselves or for labor, arising out of the capital bor
rowings, than to changes in relative prices. Imports, on the 

. other hand, are for such countries more varied in their range, have 
less influence on the volume of domestic production, and are 
therefore more flexible in their volume. Marked and rapid 
fluctuations in imports cause less disturbance to industry in such 
countries, and necessitate less internal readjustment, than do cor
respondingly marked variations in exports. If capital borrowings 
require sharp adjustments in the commodity balance of trade of 
the borrowing country, these are effected more easily through 
variations in the rate of import than in the rate of export. Pr0-
fessor Williams, in his study of Argentine trade during a period of, 
capital borrowings, clearly demonstrates the greater importance 
of variations in imports than in exports, in the adjustment of the 
commodity trade balance of that country to the capital borrow
ings.1 In many respects the Argentine situation resembled the 
C.anadian one. There is less specialization of production, that is, 
there is a greater variety of production and relatively more pro
duction for the domestic market, in Canada than in the Argentine, 
however, so that in Canada exports are more flexible than in the 
Argentine. 

t J. H. Williams, A'I_ l~ Trade -... Dtpreei6l<d Po,,,, 
Ch. rv. 
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Table LV compares the variations in the volume of imports 
into Canada with the variations in the volume of Canadian net 
borrowings from abroad. It demonstrates clearly that the bor
rowed capital was transferred to Canada mainly in the form of 
increased commodity imports. Some of the increase in the value 
of the imports was undoubtedly due to the rise in the prices of 
the import commodities and to the increase in population. Even 
if generous allowance is made for these two factors, there still 
remains an increase of imports sufficient to account for a large 
share of the capital borrowings. In spite of the operation of 
other factors in the adjustment of the balance of indebtedness, 
there is apparent a substantial measure of Correlation between 
the variations in imports and the variations in net capital bor
rowings. 

TABLE LV 

CoIDIODlTY IMPoJ.TS AND ZBE BALANCE a. INTERNATIONAL INDElmr.DNESS 

f .. millions of dou.r. 

ColDIIUMiity imports 1 
Debit balam:e of interu--

ticmal iadebtedneD • 

Caleadar years - In"""", 
AmoUD' .... _. ....... 

""""""' """"""' ,..., ...... 
11)00 .. ..•.... , .... _ ........... d19·3 ... . J6.6 . ... 
1901 ......................... . 192.6 3·3 21·3 IS.J 
1902 ......... , ...... 0 •••••••• • JU.S 20.2 27·4 6.1 
1903········· , ................ 265.3 52.5 6g.2 41.8 
1904······················0 .. , 256•8 805 91.0 21.8 
1905···············,·····,··· . 269·:1 12·4 83.0 8.0 
'906· ......................... 3'9·6 60-4 111.6 28.6 
1907······.,.· ... · .... , ..... , . 392·5 62·9 182.8 71.2 
.gaS .......................... 312.6 79·9 131·7 sr.l 
1909···· ......... , ............ 361·9 49·3 159·8 28.1 

1910 ....•. , .................. . 450·4 88·5 250.6 go.8 
1911 .....•..........•......•• . 534·' 83.8 354-l1 lOP 

:1912 .....•. ............... , ... 651.2 %11·0 435·1 80.4 
1913 ......................... . ~.2 43.0 414·3 ""-9 

Total lnCIeBSe o~ 11)00 rate . ... ... . 2,4624 ., .. Ij8SttO 

1 See Table m, :p. 31, ~. • See Table XXX. p. ms •• IN- • Deaeuea in italics. 
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CAPrrAL BORlloWINGS AND Un>oRTS OP CAPITAL GoODS 

It is often taken for granted that capital borrowings must 
result in corresponding imports of capital goods.' It is impossible 
to determine even with approximate accuracy what proportion 
of the imports is properly to be classed as capital goods. The 
classification of commodi.ties in the Canadian import statistics is 
often inadequate for this purpose. In other cases the same com
modities may be both consumers' goods and capital goods, de
pending upon the uses to whidt they are put by the owner. 'Coal, 
for instance, may be used in the heating of residences or in/the 
production of railroad equipment. In order to discover whether 
the capital borrowings affected the proportions in whidt the im
ports consisted of capital· goods and consumers' goods, respec
tively, the total imports were compared with the imports (1) of 
selected items dtosen as being most nearly representative of 
capital goods and (2) of foods and a group of miscellaneous com
modities selected as being typically consumers' goods. The re-
sults of the comparison are given in Table LVI. . . 

Table LVI shows that during the period of increasing capital 
borrowings an increasing proportion of the total imports con
sisted of capital goods and a decreasing proportion consisted of 
consumers' goods, but the dtange in relative proportions was 
only moderate. C. K. Hobson has shown that British invest
ments in railroad enterprises in the Argentine, India, and Aus-· 
tralia were generally accompanied by increased imports into these 
countries of railroad equipment and materials.' Canada, how
ever, unlike these countries, is itself an important producer of 
heavy madtinery, railroad rolling stock, rails and other capital 
goods. Less correlation is to be expected, therefore, for Canada 
than for these other countries, between borrowings abroad for 
specific enterprises and imports of eCl.uipment and material for 

1 Cf. J. H. Williams, ··Germany's Reparation Payments," A~ Eeotwmic 
Review, Supplement, MarchJ 1920, p. S2: "The borrowings will take the form of 
goods, - construction materials, machinery, manufactures of ve.rioua sorts; and 
past experience has shown. that these goods, the din:ct product 01 loans, are mo.t 
likely to be pun:hased in the country making the loans." 

• C. K. Hobson, T/r; &torl of Capj/4l, pp. 8 seq. 
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these enteIprises. Moreover, in the inteIpretation of statistics 
of imports of capital goods, it should be remembered that a 
large part of these imports is unquestionably made for purposes . 
of maintenance and replacement of already existent plant and 
equipment, and therefore does not reflect new investments. For 
most forms of capital investment a large part of the expenditure 

TABLE LVI 

TOTAL lKPoR:.r.!, _ ... S OF SEI.l!cmD Cu>rrAL GooDs, ..." -..... Off 

SEI.l!cmD COlIStr1IERS' GooDs, '1900 TO 1913 t 

I" _ of d6/Ws 

_of """,""_'"",, 
Total Im_ofRl«Ud - capital goods I Fooda' Selected mt.cen."MQI 

FIoW.-' c:ommod.itiea " 

1'« .... ""ceo' Percent v .... v .... of total v .... of total v .... of total - ........ "" ..... . 
"1900··· •••... 1:12·5 49·7 .8.8 JJ.6 19·5 43·7 '5oJ 
'190%·· ••••••• 117-1 ~ "1.' 34-0 %9.1 4$·2 as-. 
1902········ . 196·5 sI4 29-1 31·7 16.1 50.7 '5.8 
1903 •• to to ••• '24·8 7'·7 32·3 33·' 14.8 6o.r .6·7 
1904·· ....... 243·6 77.8 31·9 36·7 IS·1: 61·9 '5-4 
I90S····· .... 251.6 78 .• 31.1 37·9 IS-I 64·5 '5.6 
·906···· .. · .. a830J 86-4 30·5 45.0 15.9 7'·5 25.6 

1901',····· . 249·7 79-7 31-9 38.8 15.5 63-4 '5-4 

1907 ......... 351 -9 n6.8 JJ •• 54·1 15-4 86·7 24-6 
IgoB ......... 288.2 84.J 290J 51.1 17·7 71-4 24.6 
1909 •.. t ••••• 3ig.8 113·2 30·6 55·7 1$.1 97·6 26-4 
1910 •..• 0 •••• 451.7 151.6 JJ.6 66-9 14-8 110.2 24-4 
191."1 ••• to •••• S2I04 183·7 35·' 8a.2 15·8 113·8 21.8 
1912 ....• -..•. 670.1 '55·7 38·· 92.2 13-8 I42.6 2IoJ 
1913 .....•... 618·5 232·1 37.6 87-4 1401 1'9·5 20.9 

• n. ........ CuwIa,_ofTnd .. Dd Commerce,A __ Il_r..,...o. 
Emtued. fer Couiumptioa. 

a Brickl. clayI. and tiIe&; eemct; cod~ bitummoua; railroad cua; electric &ppU'&tIIs;: s!dp.ii 
mineral oils; JUDpG'JI'der and upJoaifts; ItcJte and manufactures thereof; wood aDd _ufacturo 
theRof; copper, iroll.1ead~ tin..me. ad 7' U,D""'" metala other than lOki. silver. uui ....... .ad 
manufuturca thereof. 

1 All foode. foodatdl, aDd feedetmra. 
, Th1rt7 items and grouPfl all t7Picalb' CDlRDlfft' pods. 
• Efldifllluu .so until xoofi; ... ...., April J: frGm 1!D07 on. 
• 1zrten:alu7 9-DHmth period. !rom Joly I, .p. to Kuch.Jl~ 1V07. 
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is for wages and transportation services and not for material and 
. equipment, and much of the material required is often necessarily 
of a local character. The data in Table LVI suggest that, while 
the capital borrowings entered Canada to some extent in the 
fOIm of direct purchases by the borrowers of foreign capital goods, 
they entered more largely in the fOIm of consumers' goods. La
borers directly engaged in the developments financed by bor
rowings from abroad, and laborers in other domestic industries 
engaged in producing capital goods to be used in these develop
ments, received their real wages in part in the fOIm of h im-
ported consumers' goods. Payment for these imported consumers' 
goods was made indirectly out of the proceeds of the borrow
ings abroad. 



CHAPTER XII 

TRIANGULAR ADJUSTMENT OF THE BALANCE 
OF INDEBTEDNESS 

Tm: Canadian balance of international indebtedness was in extra
ordinarily large measure adjusted to the borrowings in Great 
Britain through triangular transactions with the United States. 
British funds made available to Canadians through the flotations 
of loans were used to buy New York exch!mge, which was in 
turn used to pay for increased imports frol1\'the United States. 
The adjustment of the British balance of international indebted
ness to the capital .investments in Canada was similarly effected 
through increased British exports to the United States, or even 
in a more circuitous fashion, through increased British exports 

. to Latin America and the Orient, which were in turn paid for 
by increased exports from these regions to the United States 
and from the United States to Canada.' 

Chart XVII, which compares by countries the Canadian com
modity balances with the capital borrowings, demonstrates to 
how great an extent such triangular adjustment was carried in 
connection with the Canadian borrowings from Great Britain. 
In spite of the great amount of Canadian borrowings in London, 
Canada maintained throughout the period a "favorable n com
modity balance of trade with Great Britain. On the other hand, 
in the trade with the United States and to a lesser degree in the 
trade with all other countries, the excess of imports over exports 

1 {l Canada is borrowing money in London to finance her farmers, and. with the 
capital borrowed in London Canadian fa.rmets are purchasing American machinery, 
and the capital actually passes into Canada in this fonn. This ........ that we have 
to remit to the United States the capital we have lent to the Canadian farmer. 
But the United States,do not m{Wre to import much English produce. They 
need silk, however, and this they purchase. And we have now to settle with Japan. 
Japan takes payment lor the silk sold to America in raw cotton from India, and 
India receives payment for her mw cotton in cotton piece goods from lancashire. 
Thus we erport capital to Canada by erporting Manchester goods to Bombay." 
(SIaIi.II, London, October 21, 1905.) 
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CHART xvn 
CANADIAN COJOIODlTY BALANCES AND CAPJ'L\I. BOlUlOWINGS, Igoo-I913 
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substantially exceeded the volume of Canadian borrowings from 
these countries. The capital borrowed by Canada in Great 
Britain entered Canada 1a.rgely in the form of American com
modities. 

Even when account is taken of the "invisible" items in the 
balance of indebtedness, it still appears that there was a great 
measure of triangular adjustment. In Table LVII a comparison 
is made, for the entire period under study and for both Great 
Britain and the United States, of the total balances of indebted
ness with the net capital borrowiIigs. The calculation of the 
balances of indebtedness with individual countries is beset with 
many difficulties, and the results presented in Table LVII are 

DATA OF CHART XVII 

C.,.._ Com<= BALANCES AND CAP1TAI. Bonownros 

Gt.t Britain United States Other CGlUltrUs 

"'_01 B_of _01 
y,.. c:.....HaD Capital c:.....HaD Capkal c:.....HaD Capital 

~to. ............ ....... ............ 1m ..... iavestm£lrtl ...... - in Canada' trom.ove:r iDCanada i f .......... ioCuadaI ..... """" _to' _to' 

1900···· ..... ,. SIo!I 10.1 41·' 17·9 Xl·S H 
1901··· ........ 55o!1 IS·I 40·3 IS·3 lI·s 3·1 
1902······,··, . 63.6 11·9 55·6 '34 1,3·7 1·1 
11)03 •...•..... • S'4 .8.8 62.0 22.1 11.6 3·7 
1904·········· . -!J.I '9-5 83.5 ·S.8 21·3 6.6 
·90S .. ····· .... 46.6 164 18.8 3'4 '7·8 3·1 
1906··· ........ 5'.6 68·5 100·5 '9·5 214 7-3 
1907·,········ . 31.0 65·3 IIS·s 26.0 '5·9 3.8 
,goB ........... 5 •. 8 181-4 109·6 3'·7 18.0 8.0 
1909·,····:··· . 484 21:1·1 101·8 36.> 20.. 4-S 
1910 ... , .••.. .. '9·8 218.$ 161·5 1'·1 26·9 2:1.1 

1911 .•• , .. , •• , . 32·3 >444 232·9 16.1 32.0 >7.8 
19I5 ......... , . 33·3 214.8 .68.8 8~.7 35-5 "4-6 
1913······,··· . 7'·3 315·8 >S8.8 135.0 35·0 36.0 

Totals ....... 6fO.O 1,153.1 1,722.8 629·8 .102 .1 161·1 

1 Data &om Canada: ~olTradeand Commen:e.A""'"",. JI~" 
ColD ad BullieD, total imports &ad ezporta. Settlen' eB'ed:a deducted. Ad,iuatt.d to caIeDdar 7aI' 
buR from fiectJ yea:r statistics QD hypDtheei& of equl JDOIlthW 6tributioD iR eKh 6Kal7llU. 

t Direct estimates. Table XLIV. p. .qo. ftI#N. 



MECHANISM OF ADJUSTMENT 

offered only as rough and somewhat incomplete estimates, based 
mafuly on the data used in Part I of this study. 

The data presented in Ta.ble LVII show so great a. diver
gency between Great Britain and the United States in the rela
tion of the balances of indebtedness to the balances of borrow
ings, that they demonstrate conclusively, even with the most 
generous allowance for t;rror in the estimates, that adjustment 

TABLE LVII 

TOTAL CANADIAN BALANCES OF iN"E''''ED1OESS AlO) CAPrrAL Bonownros, 
1900 m 191,1 

Gftat BriW:!t. Uaited States 

Debit """". Debit Crodit 
bol&aas bol&aas .......... baWuzo 

Migrants' Capital ••••..•..•..•. .... 63·8 .... 17%·5 
Non-Commercial Remittances ..• 10.0 .... 45·0 . ... 
Freights .•••.•••....•••...••.• 8.0 .... 131.0 .... 
Insunmce PaymeJlts ..••...•.•.. 23.0 ... . xl·o · ... 
Tourist E>penditures .•.•....•.. 30.0 .... .0 •• 87.0 
In_ Payments •..•.....••.• 815.0 .. , . 50-0 · ... .. 

Total- Invisible Items .•....• 886.0 63.8 243.0 258.5 
~tres .................. . , .. 670-0 1.722.8 .... 
Debit Balance of Indebtedness ... .. -, 1.5a.2 0" , %,707-3 

886.0 886.0 1,965.8 1,965.8 

Capita1 BOlIOwings ' ...•....•.• 1,753.1 . . .. 629.8 -, .. 
Capita1 Loau ................ 7.0 .... 133·0 . ... 
Net Capital Borrowings ......••. 1,746.1: . -.. 496.8 · ... 
Debit Balance of Indebtedoesa ..• 152 .-2 .... 1,707-3 · ... 
Adjusted Indirectly - Excess of -Net Capital Borrowings over 

D.bit Balance of lDdebtedness 1,593·9 " .. . ... · ... 
Adjusted Indirectly - Excess of 

Debit Balance of Indebtedoesa 
~ Net Capital BOlIOwings .• .. .. .... I,210·S · ... 
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of the balance of indebtedness was mainly triangular instead of 
direct. The table shows an excess, in the debit balance of in
debtedness with the United States over the net borrowings from 
the United States, amounting to over $1,200,000,000, and yet 
falling short by almost $400,000,000 of the excess of the net bor
rowings from Great Britain over the debit balance of indebtedness 
with Great Britain. The remainder of the British excess of bor
rowings over indebtedness, not accounted for in this table, is to 
be explained partly by shortcomings in the present calculation, 
but mainly by additional tria.nguIar adjustment, through Ca
nadian debit balances of indebtedness, with countries other than 
Great Britain and the United States. 

Triangultw Adjustmmt tJwough Imports 

Many factors were operating to bring about a tria.nguIar in
stead of a direct adjustment of imports to borrowings. In 
Canada the import of goods bas always been governed by the 

- circumstances connected with the goods themselves and the 
Canadian demand for them, without interference by the lenders 
of capital. In no case bas any trace been found of loans to 
Canadians being made conditional upon the use of any part of 
the proceeds in making purchases of a specified kind or in a speci
fied coUntry. Nevertheless, there were differences in the typical 
reiatlons to their investments of British and American investors 
such that the American investments were more likely to stimu
late imports from the United States than the British investments 
were likely to stimulate imports from Great Britain. 

Approximately 90 per cent of the British investments in Can
ada consisted of purchases of Canadian securities, 1 of which the 
greater proportion consisted of goVernment securities and in
dustrial and financial bonds.and debenture stocks without voting 
rights. Most of the remaining 10 per cent of British investments 
in Canada went into the purchase for speculative purposes of 
town and agricultural land, or consisted of investments of British 
insurance companies in mortgages; loans and securities. In most 
of the comparatively few instances where British investors held 

• Cf. Table xxxvm. p. 126, ... ;.a. 
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a majority of the common stock of a Canadian enterprise, control 
of the enterprise, by tacit consent of the British shareholders, 
remained with the Canadian minority shareholders. In the case 
of the Canadian Pacific Railway, although CaIiadians owned less 
than 15 per cent of the common stock and almost none of the 
bonds and debenture stocks, the ownership being mainly British, 
almost all the directors were Canadians. There were only a. few 
instances of British investments in Canada which were directly 
managed by the British investors or agents appointed by them, 
notably the Grand Trunk Railway and the Hudson's Bay'Com
pany, In many cases, most of the actual capital invested in 
American enterprises in Canada came from England through 
subscriptions to bond issues, the Americans retajnjng control 
through their ownership of the common stock, often representing 
nothing but the goodwill, the production technique, and the prO
moting ability of the American interest in the enterprise. 

This divorce of capital ownership and control is not character
istic of British investments in other countries. Proximity to the 
situs of the investment and famjljarity with local conditions are 
undoubtedly important factors in bringing about Canadian and 
American control of Brltish investments in North America. They 
are not the sole factors, however, for in continental Europe, 
Latin America, and the Orient, where these factors must also be 
operative, the British direct their own investments. But the 
British investments outside of North America are made princi
pally in countries where business enterprise and managerial abil
ity, as wen as capital, are scarce. To such countries the British 
export not only their capital but their business men-and tech
nicians, so that control of the investments, including purchases 
and technology, is retained by them. In Canada, as also in the 
United States, capital is relatively !;ca.rce and high interest rates 
are offered for its use, but business enterprise and technological 
ability are abundant and, moreover, are probably more efficient, 
especially for North American conditions, than the British supply 
thereof. As between the British on the one hand, and the Cana
dians and Americans on the other hand, there is a considerable 
degree of specialization of function with respect to Canadian 
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investments: the British supply the capital, the Canadians and 
Americans supply the managerial and technical ability. 

American investors, on the other hand, commonly retain direc
tive control of their Canadian investments. Less than 40 per 
cent of the American investments in Canada during the period 
under study consisted of purchases of securities, and these were 
mainly in the last few years.1 The remainder consisted princi
pally of investments in branch plants of American industries, and 
in mining and lumbering enterprises controlled by the investors. 
In many instances the capital utilized in these American-con
trolled enterprises greatly exceeded the amount of American 
capital actually invested therein, the remainder being obtained 
by bond issues in Great Bri~ or in Canada and by loans from 
the Canadian banks. The American investors generally made 
.their Canadian investments in enterprises closely resembling those 
with whiclt they were familiar at home, and operated them unqer 
similar financial, sales, and technological methods. 

It would be difficult to explain the substantial volume of 
American capital investments in Canada at the same time that 
the United States continued to be a debtor nation in so far as 
Europe was concerned, except on the basis of some degree of 
national specialization in investments. European capital was 
available for investment in gilt-roge securities of well-established 
American railroad and industrial concerns. American capital 
was available, although in limited amounts, for investment in 
mining and manufacturing enterprises to which American teclt
nical methods could be applied. The American investments in 
Canada typically had three outstanding characteristics in com
mon: they were not made in routine enterprises, but demanded 
for their success capable and venturesome business direction and 
modern industrial tecltnique; they were not conservative invest
ments, in the narrow sense of the term, but required the assump
tion of considerable economic risk; they offered a cltance of 
unusually high profits as well as of losses.' 

1 Cf. Table XLI, p. 134. svpra, and pp. 127 ""l. genemIIy • 
• Similar natioDal spedalimtion in investments is illustrated by the in_to 

of Canadian financiers in light, po_. and tramway eoterprises in the United 
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The establishment in Canada of branch plants of American 
industries was promoted by the fact that Canada offered a mar~ 
ket already trained to demand American-type commodities, but 
in many cases shut off from direct exploitation by a protective 
tariff. The compulsory working provision in the Canadian patent 
law further stimulated the establishment of branches in Canada 
in such cases where the commodity was sold by the patentees in 
the United States at a monopoly price which could he met by 
Canadian producers, either with or without the aid of tariff pro
tection, if they had access to the basic patents. In the later 
years of the period under study, the rapid exhaustion of the timber 
and pulp-wood resources of the United States and the provincial 
restrictions on the export of pulp wood from Canada led to heavy 
investments of American capital in Canadian lumber and paper 
enterprises producing for the American market. The gradual 
extension of the system of preferential tariffs within the British 
Empire, and perhaps also the goodwill value of the "Made in 
Canada" trademark in trade with the British Empire, operated 
to promote the establishment in Canada of branch plants of 
American exporting industries to handle not only their Canadian 
trade but also their trade with other portions of the British 
Empire. 

The greater degree of control over their Canadian invest
ments exercised by American as compared to British investors, 
and the differences generally in the character of the investments . 
made by Americans and British, operated to promote greater im
ports from the United States than from Great Britain. Senti
mental preferences were probably of little or no significance, 
especially when it is considered that the enterprises in Canada 
in which outside capital is invested buy on a wholesale scale and 
with the profit and loss account cOnstantly in mind. But the 
familiarity on the part of the American managers of Canadian 
industries with American styles, standards, specifications, ma
s"' .... Latin America. and Spain at the same time that Canada was vel)' much a 
debWr anmtry. By virtue of these inves1meDts, representing only a small fracticm 
of the actuol capital put into these enterprises, a group of Cauadi.a.n fuumdem 
""'Iuim! the o_rtuDity to apply their specialized promoting and operating 
abilit}' m other cmmtries when they had exhausted the Canadian field. 
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chinery, and production technique, led inevitably to purchases 
in the United States when similar Canadian articles were not 
ava.ilab1e at satisfactory prices. Preference over British goods 
rested very little on sentimental considerations, not very much, 
perhaps, on price differentials, but principally on style, specifica.
tion and type factors, and on old business connections. In many 
cases the branches in Canada of American industries are little 
more than assembling or finishing and distnoutiog plants, and 
the parts or incompletely fabricated articles are shipped from 
the head plant in the United States. In the course of a few 
years the establishment of a branch plant in Canada may give 
rise to imports from the United States of eqUipment, machinery, 
materials, amounting to many times the amount of American 
capital invested in the plant. 

More fundamental factors in Canadian commerce and in
dustry than the differences in the character of the American and 
British investments were chiefly responsible, however, for the 
entrance of British capital into Canada preponderantly in the 
form of imports from the United States. As has already been 
shown, the proceeds of foreign borrowings are used in the purchase 
of the whole range of commodities, not only of producers' goods. 
The preponderance of imports from the United States over im
ports from Great Britain, shown in Table L VITI on page .8g, was 
due primarily to the character of the domestic production, the 
exports, and the imports of these three countries. 

In spite of the much greater flow <!flcapital into Canada from 
Great Britain than from the United States, the proportions in 
which the Canadian merchandise imports came from Great 
Britain and the United States changed only slightly during the 
period under study, and what change did occur was in favor of 
the United States. Moreover, imports of coin and bullion, which 
are not included in this table, and which came almost wholly from 
the United States, increased greatly during the period under 
study. 

Canada, since its adoption in 1879 of the policy of high protec
tion for manufactures, and especially during the period under 
study. with the assistanoe of the capital secured abroad, had been 
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steadily expanding itS manufacturing industries. There resulted 
a gradual shift in the character of its imports from finished man
ufactured commodities to raw materials, machinery and equip
ment, and partly-manufactured goods. Great Britain was itself 
an importer of raw materials, whereas the United States had a 
surplus for export of coal, coke, mineral oils, cotton, certain types 
of lumber, and metals in their primary form and in preliminary 
stages of manufacture. Moreover, Canadian manufactures were 
developing typically along lines in which Great Britain was an 
important source of Canadian imports of the finished products, 
notably cotton and woolen textiles and iron and steel and tin 
products. As Canadian manufactures of these products increased, 

TABLE LVIII 

MEJlCBANDl5E IKPoR'IS INTO CANADA EN'l'E2ED M:R. CoNsm.IPnoN, 
• IC)OO TO 1913 1 

I1aports from Gn:at Britain Imports &om. the V,S. Th<al,...... T .... 
Imports Value in hr"cent of Va1uein Per cent of milliOlli of total imports millicmsof total i.mpGri:a 

doIIau dolWs . 

'1900···-··········· . 112·5 44·3 25·7 102.1 S9·a 
1901 •...•.•...•. , ..• I71-7 4 2.& 24·I 107·1 60·3 
1902············,·· . '96·5 49·0 25·0 114-7 584 
1903·· ......•. -, ..• , U4-8 58.8 26.2 128.8 57·3 
1904··· ... , ......... 243.6 61·7 ~5·3 143·0 58·7 
1905···· -, .......... 25:1·6 60·3 24.0 152·4 60.6 
,9Q6 ................ 283.3 69·· 244 168.8 59·6 . 
1901',,··········· . 249·7 644 25.8 148.6 590S 

1901··············· . 351-9 944 26.8 204.6 58·2 
II}08 •............... 288.2 10·7 24·5 1']0.' 59.0 
1909· -, .........• ',. 369·& 95-3 25·1:1 217~S 58.8 
1910 •. , .•..••.• , .••• 451.7 101}·9 24·3 274.8 60.8 
1911 •...•••..•..•... S2I04 116·9 ~2·4 3304 63·4 
1912 .•..•••. , ...••.• 67°.1 '38.7 20·7 435·8 65·0 
%913·········· ...... 61&·5 132.1 21·4 395·6 64.0 

-
1 Settlm' effects included. AU dat&. ine1wIiba pen:utages. from CazwIa.~ Department of Tmde 

aDd CoInmen:= .... ......a &ptm. 10140 vol.i. pp. 20, U • 

• &tell., JUDa 30 untillP; 6qigi,., Aprill from !OOf OA. 

• Iahfta!ary 9-lDOIlth period from JuJy I. qo6. to March ,!%~ IOO1. 
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it was cbiefty the imports from Great Britain which were ad
verselyaffected thereby. Canadian manufacturing, building, and 
transportation methods almost invariably were modelled on 
American lines, so that the United States and not Great Britain 
was the main souxce of machinery, equipment, and materials not 
available in Canada. Semi-tropical and early season fruits and 
foodstuffs and raw tobacco, necessarily import commodities in 
Canada, could be obtained in the United States but were not pro
duced in Great Britain. The styles demanded by the C'.llnadian 
consumer, the brands and trademarks to which he had been ac
customed by persistent advertising, I>y similarity of economic 
conditions and of standards of living, were American rather than 
British. American sales methods were more effective than the 
more conservative and old-fashioned British methods. The set
tlement of the Canadian prairie provinces, with their proximity 
to the important producing regions of the American Middle West, 
gave American exporters a decided advantage over their British 
Competitors, in freights and in rapidity of communication and 
delivery, in a rapidly growing portion of the Canadian market. 
The shift in the character of the imports from relatively light 
highly-fabricated commodities to bulky raw materials, partially
manufactured products, and machinery and equipment, further 
handicapped the more distant British exporters, especially in their 
trade with the interior provinces to which direct water shipment 
without trans-shipment was either impossible throughout the 
year or was possible only during the seven months of the year 
when the St. Lawrence River was open to navigation. 

Dating from 18g7, many British products received a tarif( pref
erence over similar American products, and in those commodities 
where the British were able to offer serious competition, the pref
erence aided them in retaining and in many instances in increas
ing'somewhat their share of the Canadian market. The changing 
character of the Canadian imports and the many handicaps under 
which British exporters were operating were too powerful, how
ever, to be offset by the tarif( preference in so far as the import 
trade as a whole was concerned. The British loans to Canada, by 

. furthering the growth of manufactures in Canada, operated in-
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directly to strengthen instead of to weaken the predominance of 
the United States as a source of Canadian imports.' All of these 
factors combined to prevent the adjustment of the Canadian trade 
balance to the capital borrowings from Great Britain, in so far as 
the import side of the balance was concerned, from being direct. 

In the foregoing pages the preponderance of imports from the 
United States over imports from Great Britain, in spite of the 
preponderance of British over American capital investments in 
Canada, has been explained as due to fundamental economic 
factors which make the United States a more advantageous 
source than Great Britain for commodities of the sort wanted in 
Canada. No weight has been attached to the possibility that the 
closer connection between loans and trade in the case of the United 
States may have been due to deliberate control of their loans by 
American bankers and investors with a view to fostering the ex
port trade of the United States. In evidence given before the 
Dominions Royal Commission in 1916, F. W. Field, formerly the 
editor of the Monetary Times of Canada and at this time British 
Trade Commissioner for Canada, presented a contrary view: • 

Generally speaking, it may be stated that no great"effort seems to have 
been made by British manufacturers and banker.! to further Canadian trade 
specifically through the medium of British investments in Canada, although 
there have been exceptions. The matler.! of trade and 10aDs apparently 
have been allowed to take their natural courses without an attempt being 
made to obtain new business as a result of new loans. The British investor 
hitherto has been largely content to invest in Canadian securities which 
bring him a fair income, give him little risk, but do oot secure for him con-· 
tro1 of the enterprise in which his funds have been placed. The case of the 
United States is different. The bankers and manufacturer.! of that country 
have in many instances combined their efforts so that when the banker has 

.arranged a loan to a Canadian berrower and the funds are to be used, say, 
for the installation of plant or machinery, there is an excellent prospect, or 
even a definite arrangement, that the plant or machinery in question sha!l 
be purchased in the United States and probably from a certain manufac
turing firm. This practice has been in evidence even when the share of 
Canadian securities purchased hy United States banking houses has been 
small compared with the share purchased by Britisb houses. 

1 This is, of course, directly contrary to the common generali%atiou about the 
relation between foreign inwstments and lrade. 

• F. W.Field, "Memonmdum Rega>dingthe In_tof Britishand Foreign 
Capital in Canada," Dominions Royal Commission. Miml.Ies oj ~ Sai. in 
u.. c...wal ..... W"",", ~., C4IIIJda ito '916, Part I (Cd. 8S4f!), p. 416. 
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11le Commission commented on this evidence to the effect 
that it "was confirmed by their personal enquiries and by con
versations with leading business men in the Dominion." 1 But 
the evidence printed in the reports of the Commission, which 
goes into great detail on this and other matters, contains no sup
porting data. If anything is meant by these statements other 
than that American manufacturers who invest their capital in 
branch plants in Canada often find it profitable to equip them 
with machinery and appliances manufactured by themselves, or 
to ship partly-manufactured products from their own American 
establishments to these branches for further manufacture, they 
are undoubtedly without substantial fOundation in fact. There 
is certainly not a trace of evidence to support the charge that 
American bankers commonly attach limitations as to the countly 
in which the borrowed funds are to be disbursed when they 
handle issues of Canadian securities. The same reasons explain 
the greater extent to which Canadian expenditures of borrowed 
capital are made in the United States than in Great Britain, which 
explain the greater extent to which Canadian expenditures of 
other kinds not even distantly connected with capital borrowings 
are made in the former than in the latter countly. 

Triangular Adjustment through Exports 

Table LIX, which presents a comparison of the exports to 
Great Britain and to the United States, shows that in so far as 
exports were concerned the situation was the reverse of that 
found to be the case for imports. Great Britain was a much more 
impol'tal!-t market than the United States for Canadian products. 
For both imports and exports, therefore, the situation was the 
reverse of what it would have been if adjustment of the commod
ity balance of trade to capital borrowings had been direct instead 
of triangular. Canada was predominantly an exporter of food
stuffs and raw materials, and for these Great Britain was a much . 
more important importing market than the United States. 
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In the years immediately preceding the war, the great increase 
of population in the United States, the relative increase in urban 
population as compared to rural and in manufacturing as com
pared to the primary industries, and the rapid exhaustion of her 
timber resources, were operating to increase the relative impor

'tance of the United States asamarket for Canadjan products. A 
continuance, for another decade, of the relative trend of exports 
to the United States and to Great Britain promised to make the 
United States the most important outside market for OlDadian 

products as well as the most important source of Canadjan im
ports. As a consequence of the abnormal wartime conditions, 
this result came about much sooner and in much more pronounced 

TABLE LIX 

MEIlCHANDISE EXPOa'lS, CAliADlAN hoDuc:&, 1:900 70 1'913 1 

In _ of dDUau _to 
Grat Britain 

_to 
the l11iited Statca 

PiIc&1 yeua2 T .... _" 
Value Pecellt of Value Pe< .... of total_ total_ 

1900_············· .. ,63·5 96.6 59·' 5'·5 3:1·1-

1901: •..••• , •• , t •••• , '77-4 92.9 5'·3 68.0 38-3 
1902_············· .. '96·0 '''9·3 55·8 66.6 34.0 
1903··· .. , .......... 21404 IiS·2" 514 67.8 31.6 
IC)G4. •••••••••••••••• 1914 110.1 55·5 66·9 33·7 
'905······ .......... 190-9 97-1 50.1 70-4 36-9 
'906··· ............. 235·5 127·5 54·' 83.5 35·5 

19011 .••••.• , ,., ••• 180.5 98·7 54-7 62.2 34-4 

1907···· ............ 247.0 '126.2 SI.I 90-8 36.8 
1908·· •..........•.. 242.6 :126·4 52.1 8S·3 35·2 
1909··············· . :179·2 '39·5 50.0 104-2 37-3 
1910 ... to. , ••••••••• 274-3 132.2 48 .• 104-' 38.0 
1911 •...• ·0 ••••••••• '90-' 14'1·2 .50·7 Xtn.o 3$.2 
1912 .••... t •••• _ •••• 355.8 110·2 47.8 '39·7 39·3 
1913- ........ , ..... - 43··6 21$·3 50.0 .63-4 37-9 

1 An d&I&, iDcludiDc pcrcentaaa. from Canada: Dept. of Trade ad Commetce, .. __ .,.,. 
IVI", va1. i. pp. 21", ..,. 

I .&Idiar llme.so until IP; 6qiMi,.,. AprilE &om 1007 OIl. 
I Intuca!u7 o-mcmth period. from Jab- 1. qo6. to Kuch 3%. 1907. 



Z94 CANADA'S BALANCE OF TRADE 

fashion than was to be expected from the conditions existent 
during the period 1900""""1913. 

For both imports and exports, therefore, Canada's relations 
with Great Britain and the United Ststes were such that the 
adjustment of Canada's trade balance to· her borrowings from 
Great Britain was effected largely through triangular transac
tions with the United Ststes. The trend in exports shown both 
before the outbreak of the war and since the close of the war 
suggests that, if when the time comes for repayment of the British 
loans it will be effected mainly through increased exports, the 
adjustment of the trade balance to repayments of capital borrow
ings will also be triangular; the Canadian obligations to Great 
Britain will be met in large part by exports to the United Ststes. 
This tendency may be largely counteracted, however, if Great 
Britain extends her tsriff preferences to a greater range of com
modities produced in Canada and if the United Ststes main
tsins high import duties on the chief articles of Canadian pro
duction and export. 



CHAPTER XIII 

SOME ECONOMIC CONSEQUENCES OF THE CAl'lTAL 
. BORROWINGS 

IN this chapter there will be discussed briefly some phases of the 
in1Iuence on Canadian economic conditions of the great in1Iow of 
borrowed capital which are of interest to theory'. 

INnlJENCE 01' CAPITAL BOllROWINGS ON THE TERllS OF 

lNn:RNATIONAL EXCHANGE 

It bas already been shown that, according to those economists 
who follow Thornton and Mill rather than Ricardo in their ex
planation of the mechanism of adjustment of international bal
ances, prices during a. period of ca.pital borrowings rise in the bor
rowing country', fall in the lending country. This theory' bas been 
verified inductively for Canada during the period 1900 to 1913, 
and it bas also been shown that domestic and export prices rose 
relatively to import prices. It is a. corollary of this rea.soning that 
during a. period of international borrowings the terms of inter
national exchange shift in favor of the borrowing country' and 
against the lending country' - in other words, that the borrow
ing country' obtains more foreign produce in exchange for eacb 
unit of its exports than it did prior to the period of borrowing; 
Adequate inductive verifica.tion of this proposition is supplied by 
the demonstra.tion already ma.de that export prices rose rela
tively to import prices. 

There would be no such shift in the terms of international 
trade if the a.djustment of the trade balance to capital borrow
inEls were brought a.bout, as Rica.rdo claimed, through a.utorna.tiC 
shifts in the relative demand of the two countries for each other's 
products, without prelimina.ty gold movements and without 
changes in relative price levels. Moreover, another and more 
generally a.ccepted phase of the Ricardian theoty appears at 

'O. 
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first glance to be opposed to this reasoning that capital borrowings 
bring about a change in the terms of international exchange. 
Ricardo lays down the following "law": 1 

Gold and silver having been chosen for the general medium of circulation, 
they are, by the competition of commerce, distributed in such proportions 
amongst the different countries of the worId as to a.crommodate them!elves 
to the natural traffic which would take place if no such metals existed, and 
the trade between countries were purely a trade of barter. 

Under a state of barter a loan would necessarily be made in 
terms of specific goods, would be transferred to the borrower in 
the form of these goods, and would not require for its adjustment 
a relative shift in the demand of the borrowing and lending coun
tries for each other's goods and consequently in the terms of in
ternational exchange. The fact that the borrowing country was 
willing to accept a loan of these specific goods would ipso facio 
demonstrate that it already had a demand for them at the current 
rates of exchange with other goods, in excess of what it could 
-satisfy without recourse to borrowings. Apparently, therefore, 
either Ricardo's law of the identity of the conditions of interna
tional trade under barter and under money exchange either does 
not hold true when the even balance of trade is disturbed' by in
ternational borrowings, or else Ricardo is right when he denies 
the necessity of gold movements in the adjustment of trade bal
ances to disturbing factors. It is this apparent inconsistency 
between Ricardo's law and Mill's theory of the function of gold 
movements in the adjustment of balances which led Bastable to 
doubt the validity of Mill's theory.' 

Further examination, however, discloses the possibility of 
reconciling Mill's theory of gold movements with Ricardo's law. 
A shift in the reciprocal demand of borrowing and lending coun
tries for each other's products and consequently in the terms of 
international exchange is essential to the adjustment of the trade 
balance to capital borrowings under either barter or money ex
change. A loan of goods under barter will, it is true, move into 

L uPrinciplesr Ch. VD (WOt'As, pp. 77, 78). Bastable terms this "Ricardo'. 
-_tat contribution to the theory 01 intemational trade." (C. F. Butable, 
T"-Y oj I~ 7'rtJiU, 4th ed., Lemdon, 1\103, p_ 55.) 

• See- p. 203, su/JN. 
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the borrowing country directly and without need of preliminary 
changes in the rates of exchange of these goods with the goods of 
the borrowing country. The inflow of the borrowed goods, how
ever, will disturb the even equHibrium between the remaining 
items in the balance of trade. The increase in the borrowing 
country in the supply of the lending country's goods will lower 
the rates of exchange of these goods with other goods both d~ 
mestie and imported in the borrowing country. The borrowing 
country will therefore be unwilling to continue its purchases hom 
the lending country in the volume and at the rates of exchange 
current prior to the beginning of the inflow of the borrowed goods. 
On the other hand, there will have been no reason why the lend
ing country's demand for the borrowing country's goods should 
have fallen, or at least why it should have fallen to an extent 
which would exactly offset the fall in the demand of the horrow
ing country for its own goods. In other words, the loan of goods 
under barter will have caused a shift in favor of the borrowing 
country in the reciprocal demand of the two countries for each 
other's goods. The necessary equilibrium between exports and 
imports other than those representing the transfer of borrowed 
goods from lender to borrower will be reestablished only if the 
lending country accepts smaller quantities of the borrowing 
country's goods in exchange for each unit of its own exports.1 

There remains some difference between the function of the 
shift in the terms of international exchange under barter and 
under money exchange. Under barter, the transfer of the loan 
to the borrowing country in the form of goods comes first and is 
the cause, and not the effect, of the shift in the terms of inter
national exchange; the shift serves.to reestablish equilibrium in 
the portion of the trade in commodities which is not directly 
connected with the borrowings. Under money exchange, the 
shift in the terms of international exchange is a necessary pre
liminary to the coming in of the loan in the form of goods. 

I This is ...."tia1ly Mill'. reascming - Mill, in fact, first demonstmles that a 
shift in the terms of mtem&tional cxchan.ge is a necessary consequence. of borrow
ings, subsidies, etc., for " hypotheti<:al state of barter, and then applies his argu
ment to similu amditioDs in a ll!Oney OCODOmy. cr. S. Mill, Prinrip/u, Bk. m, 
Ch. XXI, 14.) 
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The shift in favor of Canada in the terms of international eX
change gave her the advantage, not only of obtaining a greater 
quantity of foreign goods in exchange for the money proceeds of 
her borrowings abroad, but also of exchanging her exports for 
foreign commodities on more favorable terms. There were opera
tive, however, some factors which tended to restrict the extent 
to which Canada could profit through exchanging exports for 
imports on more favorable terms. H the foreign demand for 
Canadian products had a high degree of elasticity, there would be 
either a marked rciative rise in Canadian prices, which would lead 
to a sharp reduction in the amounts which C9uld be exported at 
the higher prices, and thus would make a reduction in Canadian 
exports an important factor in adjusting the Canadian balance to 
the borrowings from abroad, or else the rise in the price of Cana
dian export commodities would not be substantial. In all cases 
where Canada was not necessarily a predominant source of supply 

, either for the world at large or for the particular country affected, 
the foreign demand for the Canadian product would be highly 

. elastic, regardless of the character of the foreign demand for the 
product in general. A substantial rise in the Canadian price rcia
tive to the price in other producing regions would shift the d~ 
mand to these other regions. Canada was the predominant source 
of world supply for only two or three mineral products. The e1as
ticity of the foreign demand for Canadian products was operative, 
therefore, as an important check on the possibility of Canada's 
exchanging her exports for foreign commodities on more favorable 
terms because of her borrowings abroad. 

The relative degree of rise in the domestic price level as com
pared to ·'import prices measured the degree to which the shift 
in the terms of international exchange temporarily lowered to 
Canada the cost of the goods purchased abroad with the proceeds 
of the borrowings. But the degree of profit accruing to Canada 
from the exchange of her exports for foreign products on more 
favorable terms was not nearly so great. This reasoning is veri
lied by the evidence presented in an earlier chapter to the effect 
that the prices of export commodities did not rise in nearly the 
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same degree as did domestic prices.' It is further verUied by the 
evidence presented in the preceding chapter to the effect that 
Canada's export trade would have been seriously checked, had it 
not been for the operation of special circumstances which made 
possible the profitable export of a few important products at 
prices relatively little higher than the import prices.1 

CAPiTAL BORROWINGS AND THE DISTRIBUTION OJ! INCOME 

IN CANADA 

The great amOunt of foreign capital invested in Canada during 
the period 1!)OO-1913, together with the normal increase in the 
domestic supply of capital from new savings, resulted in a much 
greater relative increase in the total stock of capital than in the 
supply of labor. The population of Canada increased by 30 per 
cent from 1900 to 1910 and by 45.8 pel cent from 1900 to 1913." 
According to the estimates made in Part I' of this study, 
the amount of outside capital in Canada increased from $1,2OC?,-
000,000 in 1900 to $2,480,000,000 in 1910, an increase of 107 per 
cent, and to $3,700,000,000 in 1913, an increase of 208 per cent.' 
In further confirmation, there are presented in Table LX p&Itial 
estimates of the increase in the total stock of capital in Canada 
from 1900 to 1910 and to 1913. 

The data p~ted in Table LX,even after generous allowance 
for the inevitable shortcomings of the estimates and also for the 
inlluence of rising prices, clearly demonstrate that the increase in 
Canada of the supply of capital was relatively much greater than 
the increase in population, and, therefore, in the supply of labor. 
The available supply of land for town PUIpOSeS also increased 
during this period owing to the extensive town-building, but the 
supply of building-sites of a given character and location pre
sumably remained constant. 

The geneIally accepted theory maintains that a change in the 
relative proportions of the factors-of production tends to change 
their relative rates of return to the advantage of the relatively 
constant factors. Applied to the conditions present in Canada 

1 Chart. vm. P. 229, .. ".. 
• Pp. 061 seq., .. ,... 

1 Coaads Yeor 80M, 19I1, P. ~ 
C See Table XXVIllJ p. tOIJ _"'" 
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during the period 1900-1913, there should be expected, in con
formity with the theory, a rise in town rents relatively to wages 
and a rise in wages relatively to interest. With the purpose of 
testing the theory inductively, there is presented in Chart XVllr 
a comparison of the trends of rents, wages, and interest d~ 
the period under study. Unfortunately, the material available 
does not completely answer the requirements of inductive verifi
cation. The index for rents is based on house-rents for typica\ 
workingmen's dwellings, and reflects, therefore, variations in the 
rate of return to the capital invested therein as well as in land
rents proper. The indices for wages and rents, but not the index 
for interest, require downward correction if the influence thereon 
of the fall in the value of money is to be elimjnated. In order 
that the index for interest may fully reflect variations in the rate 
of interest, it has been so constructed as to reflect not the actual 
per cent of return to invested capital in each year, but the rates 

TABLE LX 

PAlI.TL\:L _ '" TIm _ IN mE Srocs or CAPIrAL IN 

CAN.ADA, 1900 TO 1913 I .- ·010 .... 
~ - ......... , 

~~-; 
Perceat 

in. millions ""'- ma.... 
01. ....... 01. ....... .... ......... ...,. - -

Savings Deposits in Gowmment 
Banks •••....•.....•...•.•.. 53 58 9-4 68 26.2 

Agricultunll Capital ............ 1:,787 4,:l24 136.4 .... · , .. 
Capital iD Fisheries ............ II '9 12..7 24 118.2 

Miniug Capital ................ 43 1"9 153·5 ... . · ... 
Manufacturing Capital ......... 441 1,248 1.19·2 .... · ... 
Private Railway Capital ........ 784 .... . ... 1,709 117·9 
Electric Railway Capital ........ 39 141 261·5 . ... .... 
_Premises ................ 6 '3 283-3 46 666.6 

Building Values b_ base yeo;r) . 23'.0 . -" 316.11 
Real Property ValuationiD TOWIIlI 

('Il""""" yeo;r) ............. loP·I .... 448·7 

• _ .... taIoCoJl</ IAiq _. voL ...... _ 
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at which new loans could be made each year. The index for 
wages is a weighted index based on weekly rates in a wide range 
of occupations; as the average number of hours in the working
week. was declining dUIing this period, it minimizes the actual 
increase in money wage rates per hour. 

The data in the chart confirm the theory only to a moderate 
extent. House rents, it is true, show a more marked rise than 
wages, and wages, in turn, show a greater rise than interest. But 
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if it were feaSIole to reduce the data relating to rents and wages 
to terms of "real" income, so as to discount the effect of the rise 
in prices, it would probably appear that wages did not rise more 
than did interest, whose index, being on a per cent basis, does 
not rellect the rise in prices. The operation of other factors, in
cluding, perhaps, the well-known tendency of changes in wages 
to lag behind changes in prices, may explain the lack. of closer 
agreement between the factual data and the theoretical expec
tations. 

CAPrrAL BORROWINGS AND PaOSPElUTY 

There was every evidence of general prosperity in Canada dur
ing the period under study. The index of wages does not ade
quately indicate the economic situation of the worm.g classes 

DATA OF CHART xvm 
IlmICES OIl BOOB RElmI, I>mousr, AND W"""" 

y .... IIol&ae IGlta I 
... _. 

Wasca& 

'1900························· %00.0 .00.0 %00.0 
190'1 ••••••.. , •. ' ••••••.•. 0 ••• '}9-' %01.6 

1902··· _ .............. , ...... %00.6 %Ol.8 
1903 •..•••...... 0 •••••••• 0 ••• 102.6 106.5 
:r904 •••••••.••••••..•• , ..•••• 100.1. %"').3 
'905" ..... ,' ..... , ... , ...... 1:19-7 g609 Xl3·1 

%906 ............. , ...• ...... , rol·7 .. 6.$ 
190'1 •...••.•.........•... , •.. %"9.$ .12:1.6 

19oB •...••.....•. , .•.... , •..• 107·1 124-8 
1909··· ...................... 140.0 99·6 129·0 

1910 •••••••••••••••••••.••• ,. %39·7 xoS·3 %J4.0 
1911 ••••••••.•••.•.•••••..••• 144·5 %07,3 tJ7·9 
1912 •.•.•••••••••••••••.•••• _ 1:54-2 1"9-3 14S·0 

1913························ . 161,2 117·6 148·9 

I Bouse lteotli: -simple avaqe at Labour ~ iDdieea for typical aU: ca ... dftB.. 
bIp in wartiqmrm'. sectioG. (a) witb MDitu7 COD" urd. (j) without anitu7 ~ 
Data from QuI qf LiWAt a..,m. wi. ii, p • .379-

• Interat:-Rmp!e avaacesof Coati', indica of (a) the n.teI at which cil;pmortpss cauJd be 
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during this period, since it takes no account of the fact that there 
was generally full employment throughout the period. Rents 
were buoyant, b~ess profits were 'unusually high and regula.!\ 
and there was the gain already mentioned from the low priCes, 
measured by relative Canatfian levels, at which imports were 
obtained from abroad. To what extent this prosperity was 

TABLE LXI 

TorAJ. lNvEs'nmNTs IN CANADA BY Cx.AssF.s OF lNvEs'nmNTs., 1:900 TO 1913 

1"..- ".f dolIors 

G ... t Unhe<! Oth.. . All 
Britain Slota .."...,;., ..... -

Dominion and Provincial Govem-
ments ...... ................ 175 4 .. 119 

M1IJIicipal Governments ........ 200 60 .. 260 
Railroads ....... , ............. 670 50 47 761 
Industrial Investments ......... 420 180 30 630 
Land and Timber .............. 80 145 80 31'S 
Mining ....................... 65 60 .. 125 
Insurance Companies •••....••.. 32 So .. 82 

MisceDaneoas . .............. , . >11 81 .. 6 ,gS 

1,153 630 163 :2,546 

sound and was not based on over-optimistic speculative antici
pations of future income depends upon a good many factors con~ 
cerning which no definite conclusions are possible. But this much_ 
is indisputable: whether the eventual period of repayment of 
the capital borrowings from abroad will be passed without 
economic distress in Canada depends to a large degree on whether 
these borrowings were used wisely or were squandered in unwise 
investments or in extravagant living. 

An analysis of the uses to which the borrowed capital was put 
can offer some clues as to the probabilities. In Tahie LXI there is 
presented such an analysis, based in large part on the data used in 
Chapter VI in reaching the direct estimates of capital borrowings, 
but based also on a great variety of other data. The miscellane
ous item in this table presents both investments which did not 
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lend themselves to the method of classification followed in the 
table, and also security investments which could not be classified 
because of lack of information. 

The foreign investments in Canadian lands were made largely 
in yeaIS of speculative land-booms in Canada, when prices were 
extravagantly high. Much of this capital has already been lost 
to the investors, and much of the remainder will never pay an 
adequate return. The losses, however, will be on the part of the 
foreign investors, since the overvalued land was generally their 
only security. 

Other questionable items are the loans to the Dominion and 
local governments and the railroad bOrrowings. These involve 
little chance for loss to the investors, since even the railroad 
bonds in most cases were issued under government guarantees. 
Much of the capital borrowed by the Dominion and Provincial 
governments was for purposes of railroad construction or for the 
grant of subsidies to private railroad companies. The capital 
expenditures of the Dominion government on account of railroad 
construction amounted during this period to $178,000,000. In 
addition, the Dominion and local governments granted sub
sidies to private railroads amounting to $78,000,000, and some 
rallroad construction was carried on by the Provinces themselves.' 
There is now general agreement that much of this railroad 
construction was unwise. Of the five great railroad systems 
in Canada in 1913, three, namely, the Canadian Northern, the 
Grand Trunk, and the Grand Trunk Pacific, have since been 
saved from bankruptcy only by the intervention of the govern
ment.' The Intercolonial Railway, as always, did not earn its 

. :fixed charges. Only the Canadian Pacific Railway was financially 
successful. The Federal Government is faced now with an annual 
deficit below operating charges amounting to millions of dollars 
on the railroads for which it is financially responsible. No one 
clalms that the war was solely or even malnly responsible for the 
financial difficulties of the railroads, and no one now denies that 

• Con of Lioi", Re,.", vol. ii, pp. 920, 921. 
I With a Iaes to the commoD atodt hold ... in the Gnud Trunk systems of their 

total investmento. 
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there was extravagant overconstruction of roads during the period 
1900 to 1913. This overconstruction was due in large part to the 
moral and financial encouragement given by the government to 
new railroad enterprises and to its own ventures in railroad build
ing. One motive was undoubtedly the desire of the Liberal Gov
ernment to placate the western provinces for its failure to redeem 
its pledges to lower the tariff, by giving them additional transpor
tation facilities for their grain. 

The municipal borrowings were also in large part unhealthy. 
In the optimism of a period of rapid expansion and exceSsive 
growth of urban population, town-building was overdone. Many 
western municipalities are now in financial difficulties, and for 
the western towns in general, which were responsible for the bulk 
of the municipal borrowings, the immediate future presents a 
prospect of heavy taxation to meet the obligations incurred in 
constructing public works, pavements, and roads sufficient for 
a population much greater than they are likely to have for many 
years. 

The investments in industrial and mining enterprises have 
more favorable prospects of success. The former, however, to 
the extent that they consist of investments in manufacturing 
enterprises, are very largely dependent for their prosperity upon 
the continuance of tariff protection. The heavy burden imposed 
on the farming community by the high prices of the things they 
buy, resulting from the tariff, and by the high freight rates made 
necessary by the overconstruction of railroads, has made the 
farmers determined to gain political control in Canada. H they 
should succeed and should make drastic reductions in the tariff, 
there would undoubtedly be revealed a considerable overinvest
ment of capital in Canadian manufacturing enterprises. 

It is not an unduly pessimistic conclusion, therefore, that the 
borrowings during the period under study, if not too great in vol
ume, were in large part invested in> economically unsound ven
tures. The prosperity of the borrowing period was due in large 
measure to the borrowings. When borrowings cease, but interest 
payments must continue, and especially when the time arrives for 
repayment of principal, Canada will have to face a reversal of all 
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the price trends present during the period of capital borrowings. 
Canadian prices and wages will move down instead of up re1a
tively to other countries. it will be necessary for Canada to sell 
her products at lower prices in order to induce her creditors to 
accept increased quantities thereof in payment of their claims to 
interest and principal. Canada will thus be able to liquidate her 
indebtedness and to obtain her necessary imports only on less 
advantageous terms. The great additional foreign indebtedness 
incurred since 1914, much of it resulting from economically un
productive military expenditures, from the. completion of an 
extravagant program of railroad and town building, from the 
construction of an unprofitable merchant marine, and from the 
further extension of.manufacturing industries of which few would 
have any expectation of survival if their tariJi subsidy were with
drawn, will intensify the seriousness of the problem which will 
face Canada when the borrowings cease and the difficult burden of 
repayment must be &$11Dled. 

The further discovery and exploitation of rich naturalre
sources, a generous increase in population, an increase in the in
tensity of the world demand for the important Canadian products, 
the adoption of a sounder and more far-sighted commt:rdal 
policy and of a more conservative policy of capital investment 
in questionable enterprises ~ these would substantially lessen for 
Canada the severity of the task of liquidation of its foreign in
debtedness. Plnfidence in the economic prospects of Canada for 
the near future must rest on the expectation of the early attain
ment of some, if not all, of these objectives. 
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