Business in Canadian Context

Week One Objectives (know these events):
· Canadian Economic/Political History
· French settlement, fur trade
· British conquest (1763), timber
· Confederation (BNA 1867)
· Agriculture
· Events that influenced early Canada
· European Famine and immigration
· American Revolution
· War of 1812
· Repeal of British Corn laws
· Reciprocity agreement of 1854
· US Civil War
· National Policy of 1878
· WW1
Part One: Laying the Foundations (p.1-14)
You will know the early history of Canada and how the country was founded to supply greater resources to European nations. You will begin to consider the roles that government and business play in the Canadian economy.
-1867: British imperial parliament passed the British North America Act creating the Dominion of Canada
-expansion of Dominion of Canada was quick, acquired Rupert’s land (owned by HBC)
-early 20th century Canada was a great colony of the British empire; tenth richest nation in the world as a result of rapid increase in Canada’s GDP

Public Policy
-British North America Act of 1867: passed by imperial parliament; created Dominion of Canada, allocating responsibilities between federal and provincial governments, where the federal government would have responsibility over things like regulating commerce, currency and banking. Intercolonial railway; Rupert’s land
-National Policy (Sir John A. MacDonald in 1878): settlement of the west; building of the transcontinental railway; adoption of protective tariff (sought reciprocity with the States; their market was protected by tariff, why should Canada have an open market for them?)
Financial Systems
-nationally regulated banking system
-British North America Act gave federal government power over currency, banking and life insurance
-requirement for regular re-examination of the legislation to determine whether it was still suitable and applicable to changing times
-1875- Appointed a superintendent of insurance
-1870s: stock exchanges incorporated to both Montreal and Toronto
-1890s: merging of mining exchanges into single exchange aka Standard Stock and Mining Exchange

Banking
-early years of confederation: life Insurance companies, mortgage, loan and trust companies emerged and growing more rapidly than the banking sector
-assets of all banks increased by nine fold between confederation and 1905
-number of banks in Maritimes decreased; concentration of financial power in Montreal and Toronto
-Toronto would replace Montreal as financial centre of Canada

Other Financial Intermediaries
-banks dominated but their share of all financial intermediary assets decreased between 1867 and 1905
-asset share of mortgage and life insurance companies increased dramatically
        -this was because the government thought it was a risk for banks to loan money for real property purchases; mortgage companies stepped in, all the large companies were Ontario based
-1875 government appointed superintendant of insurance to oversee the whole industry
-1899 regulations changed to permit life insurance companies to invest in utility industry 
-legislation requiring companies to keep their sufficient assets in Canada caused some British and American firms to leave ; Montreal-based Sun life and Toronto-based Confederation Life moved in to take over those spots

Entrepreneurs
-Pierre-Espirit Radisson and Medard Chouart des Groseilliers, French fur traders; rejected New France government policies and went to English to help created the Hudson’s Bay Company
-Montreal-based Scottish entrepreneurs rebelled against HBC’s monopoly and created a number of fur-trading partnerships

Large Non-Financial Corporations
-mid 19th century, agriculture dominated economy and was the largest employer
-Canadian Pacific Railway (CPR) was Canada’s biggest business sector which also includes two other large railroads, mining corporations, investor-owned electrical public utilities plus manufacturing corporations
-the large railway corporations went beyond the traditional owner/managed model; it required a management system to improve and rapidly expand its operations
-railways were the first large corporate enterprise that would require the separation of ownership and management

Railways
-Early 20th century- dominant means of transport
-largest if them were biggest businesses in Canada
-1875-1905 railway capital increased by fourfold; funded by debt provided by British investors
-1905- Big 3: CPR, Grand Trunk Railway (authorized to build second railway), the Canadian Northern Railway (w/o authorization)

Extractive Sector
-focusing on fish, fur, forest and farm
-mid 19th century: made up of small family owned businesses; all of this changed with the invention of steam power demand for coal
-coal was quiet king of Canadian mining sector
-by 1900 coal surpassed wood as the nation’s leading energy source
-resulted in emergence of important coal-mining companies  located in Cape Breton and British Columbia near the mineral source rather than the market
-largest extractive company in early 20th century was Francis Hector Clergue’s Lake Superior Corporation
	-consolidated a network of his companies to form one; unfortunately his managerial skills could not keep up (he was more of an entrepreneur than a manager)
-largest company participating in coal production was Dominion Iron and Steel
-for most of the 20th century, forestry was run by small owners/operators
-that changed when demand for paper and pulp increased; opportunity for large-scale domestic pulp and paper manufacturer; William Price successfully managed the product transition through reorganization
-in summary, the extractive industry evolved from a series of small, family owned enterprises to a sector with major players, primarily in mining
-in most cases American capital was heavily involved as was Toronto and Montreal capital
-united States was an important export market

Public Utilities
-1905- Development of electricity for public use and invention of telephone
-utilities were often local; tended to feature interlocking dictatorships
-utilities were challenged vy local governments and the by provincial governments
-municipalities granted the companies operating rights and attempted to regulate them, but many people complained about poor service
-1880- Establishment of Bell Telephone Company of Canada
-Bell faced fierce competition; what distinguished Bell from the rest was that Bell had the authority to operate nationally (did so by 1880)
-early 20th century- gov’t intervention: federal level-government put Bell operations under supervision by the Board of Railway Commissioners 
-Bell continued to flourish led by the manager Charles F. Sise
-in contrast all investor-owned electrical utilities were swallowed up by the public sector
-
Manufacturing
-early 20th century, manufacturing had grown to equal agriculture for the first time in terms of percentage GDP
	-application of electricity for manufacturing purposes played a factor in the dramatic growth  significant increases in production plants in both Quebec and Ontario, where a copious amount of hydroelectric power was easily accessible
-consolidation produced significant reduction in establishments
-1878- new national government elected on a platform of increased tariffs; a policy supported by Manufacturers Association of Ontario
	-Canadian manufacturers lobbied for protection as the United States had consumed their goods w/o tariffs whereas they had to pay tariffs for exporting their goods to the States
-after the election, tariffs raised 35% on manufactured imports
-this played no role in getting the Americans back to the bargaining table to negotiate a reciprocal agreement between the two countries
-the raise in tariffs increased American investment in Canada, as American corporations set up branch plants to avoid the tariff walls
e-1905- only 5 manufacturing counted as the top 30 non-financial corporations
-evolution of manufacturers of consumer goods to producer oriented enterprises that sold through dealers/middlemen
-Massey Harris was the biggest manufacturer in Canada; not only served Canadian market but the European market too; made transition from family ownership to professional management in early 20th century



Retail

-20th century, Canadian retail was generally local business; grown to establish large retailers in Montreal, Toronto, Winnipeg, Vancouver
-HBC was confined to fur trade (dying business) and land development (booming business)
-retail wasn’t really major basically

Case 1: Origins of Financial Stability in Canada: The Bank Act of 1871

-after the 2nd World War, economic reconstruction was marked by the creation of the International Monetary Fund and the World Bank
-emergence of consumer credit and home ownership urged domestic regulation of banking systems
-huge growth in global trade and investment required expansion of government oversight and international cooperation on financial governance
-unfortunately the global financial system has come close to collapse; needs to reestablish public confidence in financial markets and the effective working of the market system
-apparently Canadians taking this stress on better than the majority of the world systems
-authors of the Bank Act in 1871 had to understand the nature of the market economy and what was required to facilitate its growth; trust in the financial system was crucial first step
-1869- Sir John A. Macdonald, prime minister appointing Sir Francis Hincks to make recommendations for conversion of the bank laws of the 4 provinces into one national banking act
-recall the British North America Act of 1867, where the decision was made that the Dominion government would have authority over banking, currency, interest and etc
-existing bank charters were valid throughout the new Dominion but would expire in 1871
-challenge of ensuring a national currency and coinage; national unity would be enhanced if there was nationally recognized medium of exchange that could be trusted throughout the Dominion
-political goal of financial stability
-managerial challenge to create institutional and regulatory framework to carry out the political goal of financial stability

Challenges:
-bank charters coming up for renewal; unable to resolve difference between the Bank of Montreal and the rest
-Civil War in states, the Dominion market was flooded with American silver coins (Canadian people don’t have own national currency)
-John Rose resigned as minister of finance (John Rose had close ties with Bank of Montreal, bias)
-maritime bankers allied with Toronto bankers opposing Mr. Rose’s notion of copying the American free banking system
-when negotiating British North America Act, the opposing allies agreed it was essential to have national currency and a national banking system
-lack of public confidence in banking institutions


The Abbott Report
(Samuel T. Abbott)
1759-1817: no financial system; paper currency in circulation in Lower Canada, issued by French government but was not trusted for value (some kept savings in ‘specie,’ which is gold and silver coins); after fall of Quebec, the paper money was useless. Distrust of paper money prominent thereafter
-British military governors of Quebec held lack of interest in trade and finance; no thought of financial legislation, domestic trade and financing of exports and imports were seriously effected
-lots of farmers hoarded specie
-little help from Britain, where conditions weren’t any better
-no reliable form of payment existed
-most commonly used currency was jumbles of gold and silver coins
-French crowns worth over 5 English shillings; Spanish dollars and American dollars worth 5 shilling each
-in Upper Canada, accounts were kept in ‘York Currency’
-upper Canada, 'York currency,' valued the dollar at 8 shillings instead of 5 shillings
-Two values existing in the same marketplace
-shortage of specie led to improvisation of paper money
-in Québec, merchants and manufacturers issued promissory notes called 'bon-pours'
-’Army bills'- British army issued its own paper money to buy provisions
-role of a financial intermediary was to purchase the bill of exchange at a discount and this is one of the primary functions of banks in providing credit to facilitate trade

First bank of the United States
-1791- The First Bank of the United States opened in Philadelphia; its significance is that it became a model for the Canadian banking system; Alexander Hamilton was the author of this pioneering American act
-national banking system was deemed  a necessity for ‘raising a powerful and prosperous nation’
-federel government was the only one with the power to issue and regulate coinage; states were prohibited from issuing paper money
-those against Hamilton did not like the location of the first national bank (Philadelphia) 
-as well as creating a national institution, the act incorporating the First Bank of the United States allowed the government to use it for safe depository for taxes  and to provide loans to itself and keep state chartered banks in line; the First Bank of the United States was modelled after the Bank of England, founded in 1694
-to control state-chartered banks, every issuer of bank notes were required to convert its own notes into gold or silver
-controlling state-chartered  banks: requirement that every issuer of bank notes was required to convert its own notes, into gold/silver; presented all notes of banks and redeemed them for gold/silver coins
-the charter was limited to 20 years; when it came up for renewal in 1811, it was killed bc it worked well and bc much of stock was acquired by the British and war w/ Britain was imminent
-1816- Charter of First Bank revived for Second Bank; eventually killed off again after the 20 year lapse



The Earliest Banks in Canada-
-Bank of Montreal; articles of associating were adopted, bank commenced operations even though it did not receive a provincial charter and royal assent until 1822
-attempt to incorporate Bank of Lower Canada
-the proposed charter of this earlier bank copied articles of association of the First Bank of the United States
-attempt to establish a Bank of Quebec in 1808
-after starting operations, Bank of Montreal sent an officer to the New York office of the Second Bank of the United States for training
-Bank of Montreal capital around $1million, no market in the shares (bc bank was not yet chartered as a joint-stock company); serious restrictions on share ownership and voting rights, no more than voting for 20 shares
-Bank of New Brunswick- first bank to receive provincial charter in 1820; restriction of 10 shares for voting
-Bank of Nova Scotia- first joint-stock bank 1832

Regulation in the Bank of Montreal:
-liabilities could not exceed three times its paid-in capital; paid-in capital had to be in specie
-bank deposits were uncommon
-montrealians distrust of paper issued bank notes; hoarded specie; forced BMO to be prudent w/ note issuance
- Bank of Montreal charter was limited to ten years; enable Lower Canada to observe consequences of its chartering activities
-the charter forbade it from engaging in any other trade or business, prevented the extension of credit for purchase of real property

Bank of New Brunswick- 'double liability' clause- encourages prudent behaviour by the directors and shareholders in issuing bank notes


Bank of Upper Canada- 
-Bank of Montreal opened branches in Kingston and York (aka Toronto present day) in 1818
-merchants were alarmed bc this increased the merchant community's dependence on Montreal 
-the town of York obtained the first Upper Canadian bank charter in 1822
-authorized capital of the Bank of Upper Canada was almost as much as that of Bank of Montreal; though only a small portion of it was paid-in
-constraint on bank note issues were lax; note circulation exceeded; legal requirement
-specie war between Bank of Montreal and Bank of Upper Canada (BM gather bank notes and dumped them on BUC requiring payment in specie, vice versa)
- As a result of the specie war BUC resorted to making its notes redeemable only at its head office
-BUC passed an act preventing out of province banks from operating in UC unless their notes were redeemable at York to bar BM out up until the union of Lower and Upper Canada in 1840
-1850s BUC was heavily financially committed to Grand Trunk Railway
-1866, BUC failed, subject to the 'double liability' clause which was introduced when the two canadas were united
The Struggle among Banks for Market Share
 –At confederation there were 38 banks; BM accounted for 25% of them
-BM’s vision proposed that we adopt the American ‘free banking system’ and that we accede to the transfer of the note-issuing power to the Dominion
· With free banking anyone could open a local bank with no branches; numerous bank failures, flood of fraudulent money appeared. US makes it clear that it is important to have one national issuer of circulating currency, both coin and paper money
· Require banks to hold government bonds to secure their paper money issues to re-establish confidence in the financial system; strong resistance to this except from BM, who would become monopoly issuer of bank notes
· Consider prohibiting banks from issuing bank notes in denominations of less than$4; define Dominion notes as legal tender and place an overall ceiling of $10nmillion on their issuance
· For banks’ note issues, they should be required to hold a reserve of legal tener, whether it be gold or Dominion government securities
· ….

Abbott report summary:
Establish a uniform federal act, replacing all provincial charters, and include the following specific features:
a) Minimum capital of $500k of which 10% to be paid up
b) Power to issue notes in denominations of $4 or more, not to exceed paid-up capital and secured by gold or Dominion notes;
c) Double liability on shareholders, to be paid before realizing on the assets of a failed bank
d) Total bank liabilities not to exceed three times capital
e) Mandatory decennial revision by Parliament
f) One vote per share
g) Prohibition against extending credit on real property
h) Maintain 6 % interest ceiling
Result:
· Recommendations in Abbott report were all a part of the Bank Act of 1871, along with 20 other clauses defining the constraints on raising of capital, duties of directors, and the issuance of paper currency
· Bank of Montreal become the standard
· Hincks encouraged banks to have multiple branches, rather than pursue the American model of single banks with no branches
	Stability
	US Style Banks

	· National currency
· 
	· Free banking system
· Anyone can open a bank with no branches
· Flood of fraudulent money
· Public distrust




Week 2:
· Federalism
· What is it
· Division of Powers between Federal and Provincial governments
· Challenges
· Equalization payments
· Bank Act of 1871
· National vs. Local banking
· Stability vs. US style banks
· Key regulations (see p. 36)
· Stern Diamond Model
· Understand the model and be able to apply it to a case (like in the group assignment)
Federalism
· A system of government in which power is divided between a national (federal) government and various regional governments
· The governments coordinate their roles and responsibilities and neither can subordinate or overrule the authority of the other
Division of Powers (BNA, 1867):
	Federal Powers
	Provincial Powers

	· The Public Debt 
· The Regulation of Trade and Commerce 
· Postal Service 
· The Census and Statistics
· Militia, Military and Naval Service, and Defence
· Sea Coast and Inland Fisheries 
· Currency, Coinage and Legal Tender
· Copyrights, patents (intellectual property)
· Natives, and Lands reserved for the Natives 
· Naturalization and Aliens 

	· Direct Taxation within the Province in order to the raising of a Revenue for Provincial Purposes 
· The Establishment, Maintenance, and Management of Hospitals, Asylums and Charities 
· Municipal Institutions in the Province 
· Shop, Saloon, Tavern, Auctioneer, and other Licences in order to the raising of a Revenue for Provincial, Local, or Municipal Purposes 
· The Solemnization of Marriage in the Province 
· Generally all Matters of a merely local or private Nature in the Province 




6 Challenges:
-Canada has both French and English culture
-We are not by definition, Nationalists
-The provinces and federal government are often in conflict over their authority in specific areas
-Duality of federalism: Country vs regions
-Nature of Regions: many areas of Canada were independent prior to Confederation and have their own distinct identities
-Vast geographic distances
Equalization Payments:
-equalization reduces fiscal differences among provinces
-enables less prosperous provincial governments to provide their residents with public services that are reasonably comparable to those in other provinces at reasonably comparable levels of taxation
-Newfoundland, BC, Saskatchewan and Alberta do not receive Equalization payments
-criticized by wealthy provinces for being a drain on their citizens’ finances
-some economists believe there is no encouragement for an area to develop new profitable industries
Bank act of 1871
National vs. Local Bank
hjkjh

Stern Diamond Model
[image: The growth diamond]
“The growth diamond”, a country must:
· possess a solid home plate, a government that at a minimum protects the lives, liberty, and property of its citizens
· it must develop an efficient financial system capable of linking savers/investors to people with good business ideas, the entrepreneurs at second base
· The managers at third take over after a product has emerged and matured.
Week 3:
· Reciprocity Agreement of 1854
· John A. MacDonald’s National Policy (1878)
· High tariffs on imports
· Settle Western Canada
· Build National Railroad
· Reciprocity Agreement (1911)
· Wilfrid Laurier (Lib) loses election to Robert Borden (Con)
· Protectionism:
· Tariffs, quotas, subsidies…
· Arguments FOR
· Disadvantages
· Example: Protecting culture in Canada


Reciprocity Agreement of 1854
-Because of repealing of Corn Laws, Canada had to look for new trading partner
-the US was a huge market that was in close proximity
-US granted fishing rights
-free trade on non-manufactured items
-Pressures around the American Civil War and the desire of American businesses to return to protectionists ways lead to repeal of Reciprocity in 1866
-The repeal pushed Canada towards confederation
John A. MacDonald’s National Policy (1878)
· High Tariffs on Imports
· Protect manufacturing industries
· Become less reliant on US
· Settle Western Canada
· Build a National Railway
· Encourage immigration to Western Canada
· Connection between east and west coast to aid in movement of goods
· Establish a sense of unity, nationality, strong central government
-Policy created too many inefficient companies; increased prices and hurt Canada in global competition; raw materials industry suffered; made agricultural equipment more expensive; Canadian farmers have to compete on the international market

Reciprocity Agreement of 1911
-Liberal Government negotiated a free trade agreement with the US
-manufacturing industry was against it
-Liberals lost the election
-Free trade was put on hold
PROTECTIONISM
Using Tariffs or other non-tariffs barriers to lower importation of goods
	FOR
	AGAINST

	· To develop new industries and allow them time to become competitive
· To ensure required goods are not impacted by war
· To protect against product dumping
· To raise revenue for government
· To expand employment
· Avoids dependence on foreign sources
· Prevents dumping
· Protection of Canadian culture
· employment
	· Retaliatory tariffs on Canadian goods
· Can’t compete worldwide effectively
· Dependant on domestic market
· Higher cost domestic products
· Disadvantage to customers; they don’t get a variety of products, or cheaper products 





Massey-Harris company
· Shift from agriculture to manufacturing
· Key success factors and events
· Famine in Europe (Corn laws)
· Immigration, labour…
· Reciprocity and Imperial preference
· National policy tariffs
· Licensing of US designs
· Steamboats, railroad transportation
· Exports to Europe and marketing, catalogs…

Corn Laws (1794-1846):
-In short, they were duties set on grain imports to protect British agriculture from outside competition
-By 1820s, increased food demands forced Britain to revise and give lower duties to colonial over foreign imports. Promotes imperial grain supply; Canada benefits from lower duties
-built a major colonial stake in wheat export for British North America
-CANADA CORN ACT (1843) - allowed Canadian wheat to enter the British market at a nominal duty and flour manufactured in Canada at a proportionate rate
-1846- Corn laws were repealed in pursuit of free trade
-resulted in a hard blow to Canadian grain trade; recovered in the prosperous 50s
-lifting of imperial economic controls also brought relief from political controls and thus imperial recognition of responsible government in British North America

Famine in Europe
-crop failure, economic hardships, and famine in Europe led immigrants flocking to ‘the New World’ seeking for a better life
-Daniel Jr noticed that the population was growing, and the demand for virgin pine and other woods in the forests around Coburg made clearing land a profitable venture
-he rented land, cleared it, sold trees at enough profit to buy the land, which he farmed until he found a buyer; process repeated
-continued to sell ready-made farms for immigrants, but noticed decline in demand for this
-Daniel Jr stopped and became a full-time farmer; took interest in labour saving tools that the industrial revolution was beginning to generate
· American thresher;  learnt of it in 1830 and imported it to Upper Canada
· Fabricated field implements for tiling the soil, seeding it, harvesting crops (he was perfecting his skills as a machinist, fixing equipment and outfitting his neighbors with tools he made or imported
-when extensive crop failures hit Britain, tide against Corn Laws grew; 1846 Corn laws repealed
-Canadians were left to compete against American wheat-producing world
-growing competition in Britain’s wheat market bought hard times for Canadian frmers and poor harvests in 1847
-Daniel Jr abandoned his farm to purchase a nearby foundry that gone bankrupt; purchase allowed for the launching of new farm-implements making firm
· Newcastle Foundry and Machine Manufactory Company: bought manufacturing licenses for equipment design in US (if made south of the border, would face tariffs) 
· Daniel Jr limited capital expense to increase efficiencies in production 
· Made minor improvements to American-designed machinery to better suit Canadian conditions 
· This strategy was enough for the company to secure a footing in the market

Immigration and Labour
-Farmers had incentive to use capital to purchase productivity-enhancing equipment
-despite influx of immigrant labour, most labour was employed to the railway
-lack of man-power created a need for labour saving equipment for farmers
-Canada has much land but low population
-most innovation for farming implements originated from US; US readily licensed their inventions to Canada
Reciprocity and Imperial Preference
-US was interested in using Canada as a means to trade with Britain
-New Brunswick was the first of colonies to launch meetings about negotiating a trade pact with the Americans
-wanted a reciprocity trade deal where parties agreed to a list of mutual goods that they trade between themselves tariff free 
· Duties remained on manufactured goods
· Free trade on non-manufactured items such as fish, grain, meat, timber, minerals and etc
· Allowed Hart Massey to import natural products such as timber from the US free of tariffs; reduced input costs; coal was also tariff free, benefited Massey as steam implements relied on coal
· British North America enjoyed lower prices for iron and steel inported from Britain, compared to the prices US buyers faced
National Policy and Tariffs
1879- implementation of new tariff policy on a wide range of items
-MacDonald’s National Policy promised higher tariffs on an expanded list of products
-Roughly 10% of Massey firm’s sales were generated from exports to Europe
· Tariff walls designed to protect Canadian steel and iron increased costs for Massey, making the company less competitive in the international market and cut into profits
· Was promised that the tariffs Massey would have to pay, would be repaid so long as they kept accounting reports
· Hart pressed government ministers making clear if tariff walls increased inpute costs, he would be unable to effectively compete in the export market costing the firm jobs and profit
· Hart favoured commercial union with the US, as it would benefit farmers as a whole
1891- After MacDonald’s death, governing party rethought the National Policy
Tariffs were reduced as a result from 35 per cent to 20 percent 
Steamboat and Railway transportation
-1856: Cobourg was linked to Montreal and Toronto via Grand Trunk Railway
-this gave Massey firm a more reliable means of transporting its wares to dealers and its own supplies to its Newcastle factory
-Hart Massey was the first Canadian manufacturer to export Canadian-made machinery abroad (international exposition in France)
· Would not be possible without the rise of steam-powered ships with screw propellers that cut down the time and cost involved in traversing the ocean
· Exporting to Europe was cheaper than to Canadian prairies 
· Europe developed a need for farm machinery in order to feed its growing urban centers more efficiently 
· European implement makers were less experiences and had lower quality products

Marketing and Exports
-Civil War resulted in sustained high prices for wheat, driving more framers into wheat growing
-Hart seized this opportunity, developed innovative promotional campaigns and building sophisticated distribution channels for his equipment
-1862: launched sales catalogue; the publication contained illustrations highlighting the savings and convenience generated by Massey machines
- the catalogues acted as a direct link between manufacturers and consumers; defies the usual retailer acting as a broker between producers and consumers
-1860s, Hart established distribution channels, using railways to move equipment quickly to local shops run by agents of the Massey firm who offered sales and services
-He expanded the market by offering credit to customers by offering 3 year plan to pay for Massey goods
-1867, Hart transformed the small foundry to a large, mature operation




History of Canadian automotive industry
Key success factors:
· National policy tariff
· Imperial preference
· Licensing by US firms
· Robb budget (Canadian content rules) 
· The Auto Pact (1965)
National Policy Tariff
-high tariffs allowed for the Canadian automobile industry to be conceived
-Americans opened manufacturer in Canada instead of exporting cars directly to Canada to avoid high tariffs
-tariffs were 35% on automobiles manufactured outside of Canada
Imperial Preference
--1897: reinstatement of the British Imperial preference
-Canada’s proximity to the United States and its membership in the Empire gave Canada a unique position
· Short distance between McGregor Wagon Works and Henry Ford’s office; Sam McLaughlin and Bill Durant of the Buick Motor Company (due to geography)
· Renewal of imperial preference was a golden opportunity for Canadian manufacturers
· Canadians could profit from their close American neighbours as well as export to other nations apart of the British Empire, which included but not limited to: India, Australia and New Zealand
· Gave Canadian manufacturers favourable tariff treatment over US manufacturers
· By 1920s, more than 80 % of Canadian auto exports went to imperial markets; US companies used Canadian units to export cheaper 
· Increased economies of scale and revenue 
· Canadian auto industry reaped benefits of the reversal of seasons; colonies on the other side of the world would experience an increase in demand for autos when meanwhile in Canada the demand would decrease during the winter season
· Export sales allowed for a smoother production and employment schedule for Canadian plants
· Mid 1920s, Ford in Canada (Ford Motor Company gave Ford in Canada exclusive rights to manufacture and sell Ford products throughout the Empire)wholly owned subsidiaries in Australia, India, Malaya and South Africa (opened plants in places where cars could be better adapted to local markets)
Robb Budget of 1926
-general tariff for non-Canadian vehicles to be slashed from 35 percent to 20 percent for all cars valued at less than$1200
-more expensive vehicles, have tariffs reduced from 35 percent to 27.5 percent
-abolished excise tax of 5 percent on the retail price of cars valued up to $1200
-introduction of Canadian content scheme
· 25% drawback on duties paid if ‘at least 50% of the value of the completed vehicle was produced in the British Empire
· Reference to Empire is consequence of Canada’s participation in imperial preference
· By buying parts in Canada, and with increased demand as a result of lower vehicle prices, Canadian operations could actually prosper
· The government wanted to lower tariffs bc of political reasons not economic ones
· Argued that tariffs were the cause of artificially high prices in Canada
· Canadian content dropped from 50% to 40% in April 1927
· Car prices did drop
· Canadian car parts manufacturer almost doubled in sales; sales of automobiles in Canada doubled too
· Government (MacKenzie King) won political gamble as a result in 1926
· Canadian consumers still did however pay 20-30% more than the Americans for their cars


Licensing by US firms
-McGregor and McLaughlin approached American companies to bring over their cars for manufacturing
-Both were accepted as:
· Both possessed existing manufacturing plants to make horse drawn buggies (retooling the plants would be cheaper and quicker than starting from scratch
· Banks saw the new industry as risky and would not lend in the US; demand for autos absorbed capital of US auto makers
· US auto producers relied on outsourcing the manufacturing of their vehicle parts; tariffs on parts too
· Encouraged domestic sourcing of parts 
· McGregor used cost-leadership approach; apply economies of scale
· Mass production for mass consumption
· Cars built in Canada, could not be sold in Canada without tariffs though


The Auto Pact (1965)
· In 1960, a number of issues were plaguing the Canadian automotive sector:
· Tariffs were still high, driving up prices for cars
· There was a large and growing trade deficit
· The parts sector was in severe trouble
· In 1960 the federal government initiated the Royal Commission on the Automotive Industry.
· In its findings, it recommended that the Canadian content laws be continued, and the size of the tariffs on vehicles be tied directly to the amount of Canadian content.
· -The US challenged this under GATT
· The Auto Pact was signed in 1965 to prevent a trade war over the findings of the Royal Commission.
· It was agreed the production in automobiles in Canada could not fall below 1964 levels.  As many cars had to be built in Canada as were sold in Canada.
· -Canadian plants began to build single models instead of a variety.  This further integrated them into the North American market
· Canadian cars were mainly shipped to imperial nations; only 7% of vehicles made in Canada were exported to the US in 1964.
· By 1968, 60% of cars built in Canada were being exported to the US.
· 40% of cars purchased in Canada were made in the US; prior to the Auto Pact that number was 3%.
· With the signing of the Auto Pact, vehicle manufacturing became Canada’s most important industry.
· Vehicle prices dropped.
· Thousands of new jobs were created.
· Salaries to auto workers increased.
· More cars were built in Canada than were sold in Canada.
· Canadian divisions of Ford and General Motors (and others) lost some of the autonomy that they enjoyed previously as the integrated more fully with their American parent company.

Globalization and Trade theories
· Why trade?
· Mercantilism
· Adam Smith (absolute advantage) 
· David Ricardo (comparative advantage)

Why Trade?
-Resources are not uniformly distributed across the globe
-The climate and terrain of a state
-the skills of its labor force
-the advantages of specialization (a country can specialize in those goods it can produce most cheaply and efficiently
-enlarges potential market for goods of an economy
Mercantilism
-economic theory that holds there is a fixed amount of wealth in the world and that a nation’s prosperity depends on its success in accumulating wealth by exporting more than it imports, thereby earning profits from its exports
Adam smith (absolute advantage)
-smith believed that international trade encourages a nation to:
· specialize in production, leading to increased output
· produce only those goods in which a country has ABSOLUTE ADVANTAGE
· specializing could lead to economies of scale to produce cheaper products
· -a nation’s value is from the total of its production and commerce, not from its collection of gold and silver
David Ricardo (comparative advantage)
Comparative advantage: the ability to produce goods at a lower cost, relative to other goods, compared to another country
-goods and services a country should trade with another country are goods and services that they can produce more efficiently than the other countries
-international trade leads to more efficient and increased world production
-results in expansion of markets
-growth in domestic employment
-stimulates the modernization and innovation of domestic companies (in order to keep your competitive advantage you need to stay at the forefront of technological and innovative advance)

Week 5 Objectives
· CNR & CROWN CORP
· CNR MESS
· Rise of Keynesianism 
· Welfare State
· GBE
· Privatization
· Neo-Conservatism
CNR & Crown Corporations
Rise of Keynesianism
· The Great Depression brings previously unheard of economic despair to Canada and the Western World
· Due to our reliance on exports, agriculture and manufacturing, the Great Depression hurt Canada more than most other countries.
· The Great Depression changed the view of state intervention into the economy.
· Ultimately, it was decided that the marketplace could not correct itself and it was up to government intervention to kickstart the economic recovery.
· John Maynard Keynes’ theories become prevalent in Canada starting in World War II.
· The government needed to take an activist role in the economy by increasing spending and employment
· Creating Crown Corporations and growing the size of government was just one way to achieve this.
· The idea that government could solve every problem from unemployment to socialized medicine.
· The electorate voted in political parties who promised more government services 
Welfare State
· Term first coined during World War II
· Becomes very prominent in Canada in the 1960’s
· Has three main provisions:
· Minimum income
· Protection from economic insecurity due to sickness, old age or unemployment
· A variety of social services
· While important, it is costly.
· Deficits grew as government became involved in more aspects of peoples lives.
· Government grew; every new program needs workers to administer it.
GBE
· A GBE or crown corporation is any enterprise that is substantially owned by the government.
· It is an institution brought into existence by government to serve a public function.
· It may function in many ways like a private company.
· Aka Crown agency, public enterprise.
Why GBEs?
· Where the industry may lend itself to a natural monopoly (power, water)
· Where the industry might experience wide price fluctuations and incomes (natural resource sectors)
· Cultural issues
Privatization
	Pros
	Cons

	· Economic Benefits:
· One-time cash injection to gov’t revenues
· Competitive imperative  
· Social Benefits:
· Commercial control over enterprise (more disclosure) 
· ‘Private – dividend’ more public money for programs and services 
· To Government:
· Reduces the operating costs of government
· Raises proceeds to reduce the debt
· Reduces future calls on government expenditure
· Turns losses into tax revenues
· Reduces lobbying pressures on politicians
· To the Private Sector:
· Stimulates development of private enterprises
· Helps create a competitive environment which in turn increases efficiencies and reduces costs
· Could provide a basis for an export industry

	· Economic Costs:
· Loss of annual government revenue 
· Social Costs:
· Loss of ‘guaranteed’ jobs 
· Loss of government influence in market outcomes (Public Interest) 
· Loss of government control over provision of public goods and services



Neo-Conservatism
· Neo-Conservatism takes hold of western nations, starting with the election of Margaret Thatcher in Britain and followed by the elections of Ronald Reagan in the US and Brian Mulroney in Canada.
· Privatization, slimming down of the civil service, competitive treaties like NAFTA become the norm
· Mike Harris’ “Common Sense Revolution” is a prime example of Neo-Conservative ideals
· The welfare state is important but no longer affordable. Causes structural problems in the economy.
· The public sector is too large and too expensive.  Reductions are needed.
· Too much red tape and regulation.
· Privatize crown corporations.
· Need to cut taxes and balance the books.
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