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PREFATORY NOTE.

Owing to delay in publication caused by the
Printers’ Strike, and the consequent desirability of
issuing this volume as quickly as possible, a few
subjects which the Author intended to deal with
have been omitted—notably the Imperial Press
Conference, the West Indies’ trade arrangement,
and the usual review of Newfoundland conditions.
A brief study of these 1920 events will be included
in the next volume so as to preserve the continuity
of reference.

The very considerable space given to Financial
and Industrial conditions, to the Farmers’ move-
ment and Transportation will, the Author hopes, be
appreciated. He desires, also, to express his thanks
to Messrs. H. R. Charlesworth and J. E. Middleton,
of Toronto, for assistance rendered in the prepara-
tion of a portion of this volume.
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THE

CANADIAN ANNUAL REVIEW
OF

PUBLIC AFFAIRS

FINANCIAL CONDITIONS OF 1920.

The year began with an infinite perplexity of hope
The World  and fear throughout the world. To the thoughtless
IS-‘it‘::lf:l' or ignorant participant in this period of vast unrest and
Chan gce s and uncertainty, there was a surface appearance of pros-
Deflation. perity in such countries as Great Britain, the United
States, France, Japan, and Canada;an obvious appear-
ance of poverty, misery and economic difficulty in Central Furope
and Russia. To those who understood the bases of international
finance and economics, it was clear that another change was pending
though how soon it would come could not yet be clearly dis-
cerned; in English-speaking countries the Banks would have much
to say in hastening a period of deflation and compelling the lowering
of prices upon which the existing situation so largely turned. It
was equally clear that production had to be increased in order to
promote any really beneficial change in the situation or amendment
of the hampering exchange conditions.

The Supreme Council of the Peace Conference approved and
issued on Mch. 8, 1920, a Memorandum of analysis and advice
which reviewed world conditions along sane and statesmanlike
lines. The rise in prices and the excessive creation of credit instru-
ments as a result of war; the loss of wealth and prolonged restriction
in production; the continued existence of Russian field armies
estimated at 1,500,000 men and of 1,000,000 soldiers in the new
S:cates carved out of the Austrian and Russian empires; the
disorganization of European transport and industry and agriculture
and output of coal; the continued extravagance of individuals and
nations and the collapse of international exchanges, were dealt
with and the absolute need of co-operation and economy urged
upon peoples everywhere and individuals in all nations. The follow
ing summary of conclusions may be given here:

1. That peace should be fully and completely restored throughout the
world—with normal economic relations re-established in Fastern Europe, armies

i [(17]
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everywhere reduced to a peace footing and."armaments limited to the lowest
possible figure compatible with national security.”’

2. That the States created or enlarged as the result of the War should at
once re-establish full and friendly co-operation with unrestricted interchange of
commodities.

3. That Governments and those engaged in the task of production in every
land should give immediate attention to the execution of all measures which
would contribute to the full resumption of peaceful industry, to the encourage-
ment of better output on the part of the workers in every country, to the im-
provement of machinery and means of transportation, and the removal of such
disturbing factors as profiteering. 1

4. 'That each Government should at once consider means for urging upon
its nationals in every rank of life the vital necessaity of suppressing extravagance =
and reducing expenditure, so as to bridge the gap which must for some years exist
between the demand for, and the supply of, essential commodities.

5. That early steps be taken to secure the deflation of credit and currency
(a) by the reduction of recurrent Government expenditure within the limits of
revenue; (b) by the imposition of such additional taxation as is necessary to
secure this result; (c) by the funding of, short-term obligations by means of
loans subscribed out of the savings of the people, and (d) by immediate limitation
and gradual curtailment of note circulation.

6. That for the provision of raw materials needed in the restoration of
industry means should be found by which the countries which in current conditions
of international exchange are unable to purchase in the world markets, and so
are unable to re-organize their economic life, could obtain commercial credits.

P ——

A few months later the British Department of Overseas Trade
issued a careful study of the situation with the following summary of =
the essential factors in the completion of Furopean reconstruction: ;i
(1) Peace, a settled political outlook, and the abolition of un-
necessary economic frontiers; (2) the rehabiliation of national
credit and currency; (3) the setting free of the forces of economic
enterprise and the resumption of private commercial credit;
(4) the re-establishment and development of transport facilities;
(5) the enhanced output of basic supplies, especially fuel and
fuel products, raw and semi-manufactured materials. The chief
element in the partial recovery of Europe and the world during
1919 and 1920 was the example and remarkable development of
Great Britain. In a study of English public finance during the
War and near-the-war period, the Bankers’ Trust Company of
New York, in a valuable publication, pointed out that during the
fiscal years, March 31, 1914, to March 31, 1920, the British Govern-
ment’s expenditure reached £11,269,000,000 (about $56,000,000,-
000) or £324,000,000 (about $1,500,000,000) more than the expend-
iture of the previous 225 years; that the borrowings of Great
Britain on Dec. 31, 1919, amounted, at par value of securities L‘
issued, to £7,368,000,000 of which £6,011,000,000 were furnished
by her own people, £1,027,000,000 borrowed in and from the United J
States and £330,000,000 borrowed from other foreign nations and
British Dominions. On the other hand, Great Britain had loaned 35
to her Allies £1,666,000,000, so that the amount loaned abroad ?;
exceeded by £495,000,000 the amount borrowed abroad. Thus
the 46,000,000 people of the British Isles had raised, entirely from
their own resources, including taxes, a net amount of £9,911,000,-
000 (roundly $49,000,000,000) or over £215 (about $1,075) for:-

AN
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each person in the population. The net indebtedness of about
£7,000,000,000 with a National wealth estimated at £24,000,-
000,000 involved a ratio of Debt to National wealth of 30 per cent.
or about the same ratio as existed at the close of the Napoleonic
Wars.

British business and trade and financial conditions all im-
proved during the two years following the War. Capital issues,
according to a statement of the London Joint City and Midland
Bank, increased from £65,330,000 in the calendar year 1918, to
£237,540,000 in 1919 and to £398,623,000 in the fiscal year ending
June 30th, 1920. The Banks, meanwhile, had organized a series
of amalgamations and arrangements which included the Palatine,
Bank of Liverpool and Martins and the Halifax Commerical Bank
in one arrangement; the Union of Manchester and the British
Linen Bank with Barclays; the Clydesdale with London Joint
City and Midland, and Coutts & Co. with the National Provincial
and Union Bank. FEnormous interests were involved in these
changes, as in the arrangements of 1918 and, no doubt, the whole
financial structure was strengthened. Gradually the leadership in
ship-building was acquired once more and the record for con-
struction won from the United States which, in the four months
ending Mch. 31, 1919, had a total of 4,185,000 gross tons to the
British total of 2,254,000 gross tons and in the same period, a year
later, had a record of 2,573,000 gross tons to the British figures of
3,394,000 gross tons. Meanwhile, trade had leaped upwards and,
despite the closing down of great war industries and transfer of
production and capital to other interests, the Exports in the calen-
dar year 1919 were £963,384,677 and in 1920 £1,557,974,984; the
Imports rose, also, from £1,626,156,212 in 1919 to £1,936,742,120
in 1920—a gain of nearly $3,000,000,000 in exports against an
increased import of about $1,500,000,000. In the fiscal year of

| 1920 the National Debt was reduced by the enormous sum of

$1,000,000,000 and the floating Debt by $300,000,000 while $250,-
000,000 of the Debt to the United States had been repaid; the wise,

{ if heavy and burdensome, taxation had made this possible when

coupled with increased exports, decreased imports, improved
shipping conditions and the invisible interest and other financial
returns from debtor nations. Late in June, 1920, Otto H. Kahn,
the well-known New York banker, said of this situation:

‘The spirit of wise, yet daring enterprise which is tradional of England, the
experience and insight and financial skill gained in the course of centuries, her
wonderfully perfected machinery for international trade, her old-time presiige
| based upon the justly earned reputation for fair and honest trading, her resolute
' and clear recognition and pursuance of the facts, her Governmental methods of
| fostering trade and co-operating with commerical interests—all these and other
| elements have been effective toward her recovery of her old-time position. She
1S prosperous and she is going ahead apace. . . . I have said in London and
{ Irepeat it here, that the talk about our displacing England as the world’s financial
| centre is idle. Her position is the result of geographical, economic and psycho-
| logical factors, or racial qualities, and of the experience and practice of centuries.

| Meantime, the greatest and easiest evolution of prosperity
iha\d been seen in the United States; had that country been willing
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to expand its views of international responsibilities and share with
Great Britain in the burdens of reconstruction, the recovery of
Europe and the world would have been much more rapid. To it
in 1915-19 had come at least $1,300,000,000 of British and European
gold; sales of $4,000,000,000 of American securities were made by i
foreign owners; in Shipping, Insurance, Commissions, ete., $2,000,-

000,000 more had been realized; its war credits and loans to Europe

had totalled $10,000,000,000%. In February Sir Edward MacKay

Edgar,Bart., an eminent Canadian financer in London, expressed

his belief in an article contributed to Sperling’s Journal that,

despite this immense development of American wealth, the United

States would not retain its dominance nor would New York super-

cede London as the world’s financial centre and clearing-house. |
Practically, he shared this opinions with Mr. Kahn, Pierpont

Morgan and some other American financial magnates of the day;
the refusal of the Republic to take the international position which
its money, trade and power warranted being the chief reason
advanced by Sir Edward. As to London, he pointed out: ‘“That
predominance has never been the creation merely of money.
Geography, habit, a liberal fiscal policy, a free and elastic currency
and banking system, the cosmopolitan outlook of the British
investor and the felt, imperative, need for expansion overseas,
have all contributed to it. Prestige, familiarity, the worn channels
of over a century of international commerce, our position as the *
gateway of Europe and the centre of a vast network of communi-
cations, and our abundance of men who have been trained for =
generations in international finance, and whose character and ™
world-wide connections command a universal respect—these are
assets with which America can hardly compete.”

During 1920 world deflation commenced in earnest and made
rapid progress. Its initial development came with sensational
rapidity in Japan, during March and April, as an immediate result
of a heavy increase in imports and decline in the War-time exports
which had made its current prosperity and its tremendous rise it
wages and prices so conspicuous. The process continued in th
United States through varied agitations against the still increasing",
prices of commodities, then a gradual shrinkage in the market
values of materials and stocks on hand and a downward trend o
prices; restriction followed in the placing of new orders, curtailment
of industrial production, reduction and passing of dividends, a |
steady drop in foreign exchange levels, lower agricultural price
.refusal of labour, for the time being, to accept lower wages, ani f
increased taxation. Deflation showed itself during the later pa
pf the year in Great Britain and Canada, through lower prices an N
in a few cases, lower wages, in heavy taxation and a restriction of
Bank loans or credits, in a general condition of financial stringency.
. Back of the absolute need of deflation, sooner or later, a
its realization, was the existing unrest in the world of labour a
inter-national politics; the ever-growing burden of British

*Note—Estimate of Monthly Letter—Royal Bank of Canada, April 1920.
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sponsibility for the peaceful evolution of India, the adjustment of
difficulties in war-tossed Ireland, the meeting of Soviet-created
sedition or hostile suspicions in Mesopotamia and Persia, Egypt
and Afghanistan; the continued efforts of Russia’s new autocracy
to promote disorder, strife, war animosities of every description,
in the partially-disintegrated nationalities of Central Europe and
the Balkans; the effect of Sinn Fein antagonism in the United
States, Australia, Canada, and elsewhere, upon the British policy of
conciliation and peace and its natural corollary of co-operation in
a policy of commercial and financial recuperation. As the Financial
Committee of .the London Chamber of Commerce pointed out in
May: ‘“Irade, in its essence, being exchange between individauls
or the aggregate of individuals which form a nation, depends
ultimately on credit, or belief that payment will be made on either
side. Such a condition of certainty, between nations as between
individuals, can only be ensured by conditions of peace throughout
the world, which will allow exchange to be steadied.”

It may be added that, at the close of 1920, re-construction was
proceeding satisfactorily and steadily in Great Britain with the
Labour problem as the chief difficulty and Ireland as the most
spectacular one; that in the United States re-adjustment was going
on in many great industries with drastic changes in prices, with a
lower tendency in wages and an increase in immigration, with a
weeding out of unsatisfactory workers and an increase in pro-
duction, with greatly increased efficiency in Railway operation and
relief in the congestion of the past, with a temporary deadlock in
buying, a satisfactory evidence of Banking stability and a cessation
of political activities—after the Presidential election excitement.
The tide of world-unrest which reached so tragic a climax in Russia
was settling visibly in many countries while the general cost of
living had gone down about 25 per cent. and in Great Britain, the
United States and Canada, the Government bonds bought during
the War were still held by individuals and remained a substantial
element in financial and national stability.

Italy, after going through episodes of disastrous character at
. the hands of Bolshevistic Socialism, had partly recovered its
sanity and was making progress toward normal conditions; France
had made marvellous strides in re-construction, had re-built
by the middle of 1920, 2,500 miles of its 3,460 war-destroyed
railways, had cleared of shells nearly the whole of its 7,200,000
acres of war-racked arable soil and plowed up one-third of the area,
had re-constructed or partially re-built 7,300 out of the 11,500
factories and plants destroyed by war and re-constructed one-sixth
. of its smashed-up roads and one-half its broken canals. Much
had been done in Europe though much remained to be done; Great
| Britain had reached a high level of international aid and effort;
| the United States, under its new political conditions, promised
{ some kind of co-operation; deflation in prices, costs, wages and
expenditures was well under way throughout the Britigh Empire,
i the United States, France, Italy and Japan.
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The question of exchange during the year was
Exchange a serious one; its application restricted trade, troubled

?,:ﬁ::?{f;’“l the indivudial in many c?untries, hampered travel,
Toage o nd  checked the flow of capital from one country to
the Pur- another, evoked all kinds of crude schemes as correc-
chase of tives. Mainly, it was a result of the War, but its

Securities. effect was greatly enhanced in the case of Canada

by after-war extravagance and wholesale importations
from the United States. Formerly, Canadian exports to Great
Britain had largely exceeded imports from that country and part
of the balance had been used to help in paying the United States
for the surplus of imports from that country over and above the
exports to it. In the 10 years prior to the War (1904-13) there
was a total export to the United Kingdom of $1,275,004,443 with
imports therefrom of $881,686,136 and a balance favourable to
Canada of $394,000,000; during the same period Canadian exports
to the United States totalled $909,319,605 and the imports from
that country $2,246,088,529 or a balance against Canada of $1,337,-
000,000. During the War and reconstruction period (1914-20)
Canadian exports to the United Kingdom totalled $3,471,305,311
and imports from that country $687,358,101 or a favourable
balance of $2,784,000,000 while exports to the United States were
$2,154,551,330 and imports therefrom $4,067 ,843,007 with what
is usually termed an unfavourable balance of $1,913,000,000.
Adding together the surpluses of exports to Great Britain over the
whole 17 years we have 3,178 millions while the total trade deficit
with the United States stood at 3,250 millions.

The two nearly balanced and, with the $300,000,000 still due to
Canada by Great Britain in payment of war-trade obligations, it
was clear that the exchange situation in 1920 was influenced by
more than trade conditions. As a matter of fact, Great Britain was
not paying in gold for its surplus of imports from Canada and the
Dominion was, therefore, unable to pay in gold for its surplus of
imports from the United States. Primarily, exchange rates are
based upon trade in commodities biit as Great Britain long ago
proved, there are other factors; in her case they were, before the
War, returns from investments abroad, profits from shipping,
Insurance earnings and Commissions, with other intangible profits
which far more than balanced the difference between Imports and

Exports of commodities; in the case of Canada, recent years had

seen the double process of over-importation of commodities from
the United States and the importation of money through loans
floated in that country—amounting on July 1, 1920 to $521,748,313
of loans to Canadian Governments, municipalities and corporate
interests. The issue was further complicated by the investment
of American money in Canadian industries to an estimated total
of $700,000,000 in the previous 10 years. How much of this was
in cash and how much in credits to Canadian branch establishments =
was, another question. In a study of Canadian economics by
Harvey E. Fisk, published by the Bankers’ Trust Company of
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New York, there was, during 1920, an interesting analysis of in-
visible trade balances between Canada and Great Britain. It was
estimated that in the six years, 1914-19, Canada had paid to Great
Britain $750,000,000 on account of Interest and Profits; $240,000,-
000 for Shipping charges and Insurance; $60,000,000 for goods sold
on credit to Roumania and Belgium; $338,000,000 on net advances
to Great Britain by the Dominion Government and the Chartered
Banks; $200,000,000 for Securities re-purchased; or a total of
$1,588,000,000 less $298,000,000 of Canadian Securities sold in
Great Britain. Mr. Fisk took this ‘“‘invisible’’ result and the actual
or visible Canadian trade with these countries in 1914-19 and made
up the following table:

Trade With United With United With Other With All
Kingdom States Countries Countries

Visible  Cr. $2,794,000,000 Dr. $1,560,000,000 Cr. 579,000,000 Cr. $1,813,000,000

Invisible Dr. 1,290,000,000 Cr. 480,000,000 ... Dr. 810,000,060

‘Total Cr. 1,504,000,000 Dr. 1,080,000,000 Cr. 579,000,000 Cr. 1,003,000,000

To this general credit balance in favour of Canada about $235,000,-
000 of a net export of gold to the United States during this period,
should be added—making a total credit of 1,038 millions or an
average of 173 millions during the 6 years ending with 1919.
The removal of International control over exchange on Mch. 21,
1919, and the ensuing break in rates for London-New York,
resulted in a similar break for Canadian exchange at New York.
This situation, caused primarily by British-American interests,
was intensified during 1920 by the increasing visible United States
trade balance against Canada-—an average of 247 millions a
year in 1914-19 and 300 millions in 1920. One of the effects of the
drop in Sterling exchange during 1919-20, and the discount on
Canadian money in the States, was a practical increase in the price
of goods bought by Canada from the United States equivalent to
the current premium on exchange; at the same time the export of
goods to the United Kingson was affected by an increase in their
value to the amount of the depreciation in British exchange. Incid-
entally, the condition had the same effect as an increase or decrease
of the tariff against the particular country concerned. At the
close of the year the rate of exchange on New York rose high and
reached its record figure on Dec. 21 when it stood at 19 1-4 per
cent.

Details of the way in which the exchange conditions affected
Canada were given by Sir John Aird of the Canadian Bank of
Commerce in an address just after the close of the year* and
included the fact that up to the extent of the United States pre-
mium the Canadian producer could accept a lower price abroad
when expressed in terms of a foreign currency and would still re-
ceive as many dollars as his American competitor could get; the
situation was caused, not only by excessive buying from the United
States and the reasons given above, but was affected by calls for
margins in respect to speculation on the Stock Exchanges; the

*Note—See Financial Supplement to this volume
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condition in various forms also affected India, New Zealand, Aus-
tralia and South Africa in connection with their British and Amer-
ican trade. As to the rate of exchange, expert opinions differed
greatly in estimating the causes and consequences—apart from the
fundamental one of a world-war.

Tord D’Abernon attributed the adverse condition in the
British rate during this year almost entirely to the inflation of
currency; Sir John Ferguson, Chairman of Lloyd’s Bank, declared
on Apr. 24, that there were many other factors, strongly deprecated
any Government attempt to raise the rate artificially and suggested,
as between Great Britain and the United States, that the latter
country might buy Britain’s oil interests in Mesopotamia, or make
a point of employing British shipping, or of buying British securities,
or it might open factories in England—any one of these things
would ease the situation; J. E. Dunning, President of the British
and Foreign Merchantile Corporation, New York, declared (Apr.
24) that if sterling exchange continued low for another decade it
would be the greatest blessing that could happen England as shut-
ting off, permanently, a large import of American goods and pro-
ducts. Similarly, it may be that exchange and embargoes and
higher tariffs raised by the United States against Canada would
prove a blessing in disguise by restricting Canadian imports and
automatically compelling greater home production. In a Toronto
address on Mch. 18, D. A. Cameron, the local Manager of the
Canadian Bank of Commerce, gave the following Toronto and
New York quotations as to the International exchange of that date:

Discount Discount
Country Gold Rate in New York in in
7 Parity Toronto Rate Toronto New Vork
Belgium $19.30 869 772 55% 60%
Denmark 26.80 19-82 - 1760 25 30%
France 19.30 840 7-46 56 61
Greece. 19.30 1255 11-15 35% 42%
Holland 40.20 4138 3675 814%
10w R A o ool e B 19.30 621 551 67% 71
Norway. 26.80 20-38 18'10 24 32149
Swgdeu. 26.80 23-07 20°40 149 24
Switzerlan 19.30 1948 17-30 10
ér:;: éggg -00 17°75 8
SE R A s e, M Al L S B 174 140 9214% 94
British 486 420 374 13157 23
Canada 1.00 89 119

However theories may have worked in practice, Canada was
hit in both directions as lying between Britain and the United
States—higher prices to pay for American goods and inevitable
restriction in exports to Britain. A Royal Bank estimate (Monthly
Letter of April, 1920) was that Canada’s imports from across the
border cost 10 to 15 per cent. more and her exports cost
European buyers from 20 to 50 per cent more than they would
were !axchange rates at par. Canada was, at this time, tied to Great
Britain financiallyin a way not dissimilar to the relations of Great
Britain and the Republic. To quote the above authority again:
:‘lee her, she is a debtor of the United States. Her total trade
is well on the favourable side but the favourable balance has
been mainly with England and has been sold largely on credit.

=i~
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To the extent of such credit Canada’s resources are not realizable

in New York. Any improvement which takes place in sterling in

New York will bring with it a rise in the exchange value of

Canadian funds. Sterling and Canadian dollars are more especially

connected from the fact that England holds Canadian securities to

an amount of about one and a half billions of dollars. The more

the pound depreciates in Canada the more inducement there is to

English holders to sell these securities. Their presence on the other
side tends to prevent sterling rates from falling as low in Canada

asin New York.”

During 1920 sterling fluctuated a good deal but in February
it had reached 18 points of depreciation and in December it was at
19; relief would come when deflation and re-adjustment of prices,
credits, and currency, had reached a basis of stability and not till
then. British bankers, .European financiers, leading statesman,
Canadian authorities stich as Sir Edmund Walker, or men with
a mission to Europe such as J. H. Gundy, were unanimous in pre-
seribing hard work, economy, restriction of imports, increased
production and additional taxation as curatives for the Exchange
condition. Sir Henry Drayton in Canada made one Govern-
mental effort to meet a specific phase of the situation in which one
of the marked incidents of the year—in financial interchanges be-
tween Britain and Canada—was the sale to the Dominion of alarge
volume of its own securities by British holders. This was partly
to meet the tremendous burdens of taxation in England but,
chiefly, because of the demand in Canada for a profitable purchase
of such securities under current exchange rates.

The Canadian public, in the earlier months of 1920, still had
large reserves—though rapidly melting ones—as a result of savings
during the War, of huge Government expenditures of public money
in the immediate past, and of such current disbursements as the
gratuity to the soldiers, the payments for ship-building and under
the Soldiers’ Land Settlement Act. At this particular time, also,
sterling in New York was placed at a further disadvantage by
Canadian exchange being quoted higher than British exchange and
this accelerated the offering of British-held securities of Canadian
origin in the Canadian market at prices which were lower than
corresponding Canadian Government securities such as Victory
Loans, could be sold for in Canada in Canadian currency.
Late in February, it was announced that the Government desired
to check the purchase of Canadian securities held in England, and,
on Feb. 29, the Finance Minister told the Montreal Gazette that
“these securities, owing to the fall in value of the pound sterling,
were now being dumped on the Canadian market and that they rep-
resented to a certain extent, the working capital of the Dominion.”

After extended conferences with bond-dealers, stock-brokers
and bankers, Sir Henry Drayton stated that it was intended to
discourage this process and that effective steps would be taken by
a sort of embargo to stop it. The Minister added a further ex-
planation: ‘“The purchase of these long-date obligations, in
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addition to taking essential capital out of the country, as settlements
are made on New York, still further depreciates the value of the
Canadian dollar there and renders still more difficult trade with the
United States and the discharge of our obligations in that market.”
The chief detailed reasons advanced for action were four in number:
(1) That it would check the flow of money out of Canada; (2) that
it would prevent the country’s liquid banking resources from being
further strained; (3) that it would help the domestic market for
Victory Loan bonds, and home securities; (4) that it would lower
the exchange premium on U. S. funds in Canada. The Minister
of Finance did not positively forbid transactions in these securities
under penalties; he simply notified all bond dealers and others con-
cerned that the Government desired the business to cease for a
time and, as a rule, the wish was respected.

There was some servere criticism of this action in financial
circles. The Royal Securities Corporation of Montreal issued a
statement (Financial Times, Mch. 13) describing the action as an
Embargo but as more or less futile, as tying Canada up with the
American dollar against the British pound sterling, as deliberately
injuring British credit in the United States: ‘‘The one vitally
important thing that the Embargo could do and did do, was to
impair very seriously the confidence of outsiders, not only British
but American and others, in Canadian credit and the reliability
of Canadian securities. The feeling of the British investor, and an
entirely logical feeling, was that Canada had no right to keep the
pound sterling at a discount and at the same time refuse to accept
the consequences of that discount—that Canadians had no right
to demand that British purchasers pay a pound sterling for four
dollars’ worth of wheat, and to refuse to pay four dollars for a
pound sterling of British-owned Canadian securities.”

The policy was carried out, however, and extended for a
further period in the Autumn. Sir Henry Drayton addressed the
Bond-dealers of Toronto on Oct. 26, and of Montreal on the 28th,
as to a continuance of the arrangement and the discouragement of
investments abroad at this juncture: (1) Because of the need of
money to finance the current crop movement and (2) because of a
holding up for the time in the ordinary purchases of grain for
British delivery. The financial interests in these centres supported
the Minister as a whole, but there were vigorous exceptions—not-
ably I. W. Killam, President of the Royal Securities Corporation
(Nov. 1), who again denounced the Government for what he called
“its violation of the most elementary laws of economics”’. i

Meantime, the Finance Minister had maintained control over
Victory Bond prices with a Stabilization Committee, of which G. H.
Wood, Toronto, was a leading member, to advise as to action calcul- |
ated to maintain and stabilize the price of the Bonds; on Mch. 22
it was decided in a Conference at Montreal, attended by Sir H.
Drayton, to authorize an advance in the price of bonds of various |
maturities; at other dates, as conditions changed, lower prices were
admitted. The Minister stated, on Nov. 27, when announcing that
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this Government control had ceased and that trading on the Stock
Exchanges in these bonds could re-open, that: ‘“The price of the
bonds has not been subject to violent fluctuations and stabilization
of price has been effective. The Committee has sold bonds which
have come upon the market and placed them in the hands of per-
manent investors to the extent of $270,000,000. The stabilization
has served a very useful purpose, but it is felt, in view of the fact
that the methods of control so general during the war period have
been abandoned in so many countries, and generally in Canada, that
the control of the sale of Government securities should also cease.”’
Exchange had, meanwhile, continued its relentless pressure
upon all kinds of financial interests in Canada and upon the nation
which bore the financial brunt of the War. As Sir George Paish
pointed out in Toronto on Feb. 1st: ‘‘The productive power of
Europe has dropped 40 per cent., but just at the time when we
most need to buy from America, our power to do this has diminishec.
When Russia supplied us with grain we supplied her with fabrics
and machinery. You, in America, (and Canada) have everything
and you do not require to buy back from us; but we need to buy
from you and have no means of immediate payment. As we are
not able to pay you in gold or in goods, we must pay you in securities.
But you are not very willing to buy or there would not be such
break in the exchange. Last year the United States sold us $600,-
000,000 worth of produce, and only bought back $250,000,000
worth, and we only managed to supply this amount with great
difficulty.” Asif to confirm this utterance, there was a tremendous
break in sterling at New York on Feb. 3 when it reached 3.32 1-2
and, on the 4th, 3.19 as against 3.60 1-4, the maximum quotation
of the preceding week and 3.79 early in January—which was the
highest for the year to date. People forgot at this time the low
level of the American dollar for years after the Civil War and the
fact that during the struggle it fell to a discount, at one time of 60
cents, while the British pound went to a premium; they over-
looked the even more obvious fact that Britain’s problem was
greatly enhanced by the continued effort it was making to get
continental Europe on its feet. On the other hand, as the year
progressed, the condition of United States export trade and shipping
reflected the high values of exchange and the difficulty of purchasing
goods when exchange rates were so abnormal; Canadian extrava-
gance stood the strain but other countries could not do so except for
absolute necessities. So far as Canada was concerned, an illum-
inative statement was made to The Globe on Mch. 20 by D. A.
Cameron, Toronto Manager of the Canadian Bank of Commerce:
. While this country last year exported more than $300,000,000 in excess of
imports, there was an offset against this which more than wiped it out.  This
was comprised of interest charges on Canadian securities held in Europe, amount-
ing to $125,000,000 and similar charges on securities held in the United States,
of $65,000,000 or $190,000,000 in all, to which should be added payment for
shipping charges and insurance premiums last year totalling $60,000,000, with a
another $60,000,000 for credits supplied to European countries buying Canadian

goods, _or $310,000,000 in all. ‘That put the balance on the wrong side of the
Canadian ledger by $10,000,000.
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Mr. Cameron added to this a further sum paid for securities, bought
back by Canada from Europe, which he estimated at $25,000,000 to
$50,000,000: ‘“T'herefore our real position for 1919 in foreign trade
was an adverse balance of between $30,000,000 and $50,000,-
000, and this accounts for the present discount of the Canadian
dollar in the United States.” It may be added, in reference to
these trade credits that France, Belgium, Greece, Roumania and
Italy, with Great Britain in a special matter, were, in 1919, granted
credits aggregating $157,000,000 and of this amount by September, =
1920, $65,000,000 had been utilized for the purpose of purchasing
Canadian goods. Of this total Roumania actually borrowed -
$20,000,000, Greece, $7,120,000, Italy, $6,000,000, France, $5,500,- =
000, Belgium $1,772,000, and Great Britain—a special advance for =
the purchase of timber—$23,500,000. Outside of this timber, the *
credits were utilized for foodstuffs and manufactures. Greece |
and Roumania took a large quantity of textiles, and the reputation =
of Canadian industry was well established in South-eastern Europe.
There were negotiations for renewal or continuance during the
year 1920 but nothing definite was arranged and in the Autumn,
olwing largely to the Exchange situation, the credits were finally
closed.

Another incident of the year which was more or less associated
with exchange conditions, was the International Financial Con-
ference at Brussels. It was initiated by a Memorial addressed in
January, 1920, to various Governments and signed by represent- =
ative bankers and publicists in various countries—the Americans
including J. Pierpont Morgan, Elihu Root and H. C. Hoover, and
the British Mr. Asquith, Hon R. H. Brand, Sir R. Kindersley, Lord
R. Cecil and Lord Bryce. The serious financial condition of ©
Europe and the Exchange situation were chiefly dealt with in the =
Memorial; the British Government, in response to a Delegation
suggested a Conference called by the Council of the League of Nation
and promised its support; this was arranged, but it was not until
September following that the Conference met at Brussels with only ;|
an unofficial representative from the United States but with 39 |
other countries officially represented by 86 delegates who, however,
were present as experts and not as spokesmen of public policy.

Great Britain was represented by Hon. R. H. Brand, a Vice- ||
President, by Henry Bell and Lord Chalmers, c.c.B., and by Lord 1j
Cullen, k.B.E., a Governor of the Bank of England; Canada by ?]-
G. C. Cassels of the Bank of Montreal, ILondon, J. H. Gundy, |
President of .the Canadian Bond Dealers’ Association, and Hon. |
Hugh Guthrlg, K.C., M.P., a member of the Government; NeW{“
Zealand by Sir James Allen, k.c.B., Minister of Finance, and Col. |
G. F. C. Campbell; South Africa by M. R. A. Blankenberg and |
Henry Strakosch; Australia by J. R. Collins, c.m.c., and India by
Sir Fazilbhoy Currimbhoy, H. F. Howard, and Sir Marshall Reid. {
The Conference divided the work involved into four parts and
entrusted special Commissions of its members with the task of
making a detailed study and preparing specific recommendations %
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with regard to (a) world finance; (b) currency and exchange;
(c) International trade and commerce; and (d) International
action with special reference to credits.

The Resolutions accepted from these various Committees
were unanimously adopted and were elaborate in character.
Continuous Budget deficits were denounced as leading to ruin and
the statements of 39 nations submitted showed that 11 out of 12
European countries expected a deficit in the current year—Great
Britain was the exception. These deficits were described asinvolving
further inflation of credit and currency and a further rise in prices
and the cost of living. All artificial action in lowering prices or
reducing rates for public utility services below the line of profit
were described as dangerous and useless. It was declared that:

1. Tt is of the utmost importance that the growth of inflation should be
stopped, and this, although no doubt very difficult to do, could quickly be
accomplished by (1) abstaining from increasing the currency and (2) by increasing
the real wealth upon which such currency is based.

2. Governments must limit their expenditure to their revenue.

3. Banks, and especially Banks of Issue, should be freed from political
pressure and should be conducted solely on the lines of prudent finance.

4. The creation of additional credit should cease and Governments and
municipalities should not only decrease their floating debts, but should begin
to repay or fund them by degrees.

5. Until credit can be controlled merely by the normal influence of the
rate of interest, it should only be granted for real economic needs.

Commerce should as soon as possible be freed from control, and impedi-
ments to international trade removed.

7. All superfluous expenditure should be avoided.

8. It is highly desirable that the countries which have lapsed from an
effective gold standard should return thereto.

9. Deflation, if and when undertaken, must be carried out gradually and
with great caution.

10. Attempts to limit fluctuations in Exchange by imposing artificial
control on exchange operations are futile and mischievous.

11. There should be ‘established an International Financial Commission
under the auspices of the League of Nations.

Only by these drastic measures could normal conditions be
gradually developed, exchange righted and the situation caused
by the increase of debt amongst the belligerent European Powers,
from $17,000,000,000 in 1914 to $153,000,000,000 in 1920 be
alleviated. J. H. Gundy of Toronto took an active part in the
proceedings and on his return issued a valuable pamphlet reviewing
the proceedings and conclusions of the Conference. Another devel-
lopment of the year was the proposal of John F. Darling, c.B.E.
an English economist, to facilitate settlement of the exchange and
inter-national finance situation by a co-operative arrangement
within the British Empire for a uniform system of currency, short
bills of exchange against goods in transit, and the establishment of
an Empire Bank whose function it would be to act as banker for
Governments and Banks and as an Empire clearing-house—with
a central office in London and branches throughout the Empire.
Speaking in Toronto at the Chambers of Commerce Congress
(Sept. 21), Mr. Darling said: “If we can so arrange the Empire’s
exchanges that it becomes in effect a united economic whole,
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endeavouring as far as possible to supply its own wants and, on
balance, producing a surplus to repay the Debt to America, the
advantages to all parts of the Empire will be very considerable and
the necessary adjustments as between the different parts of the
Empire could be settled internally.”

He suggested following, in part, the United States system
and making Bills of Exchange a currency basis. The powers of
the Bank of England might be extended or a new bank organized.
The Congress passed a Resolution asking the Imperial Government
to call an Imperial Conference on the stabilization of inter-empire
exchanges along lines of co-operation. Sir Edmund Walker sup-
ported it but pointed out the difficulties of Canada’s situation in
respéct to United States proximity and financial influence. Mr.
Darling went into this matter, during his Canadian visit, with
various financial leaders and received some encouragement.
Meantime, the American-Canadian exchange situation had two
opposite developments in detail during the year. In February the
Secretary of the Canadian Wholesale Grocers’ Association received
over 100 messages from its members in favour of discontinuing
the purchase of United States manufacturers’ goods unless pay-
ment was accepted in Canadian money; in October, a number of
the largest American houses quoted prices in Canada and said that
Canadian funds would be accepted.

In Canada the year 1920 opened with the

The Can-  aftermath of the War’s financial profits still holding
adian Situa- Off the inevitable period of deflation and business
tion; Finan- depression; by the middle of the year the process
cial Condi- of liquidation in securities and commodities, with
tions and Ad- a gradual change in prices, was under way; by the
justments. end of the year the whole sweeping process of re-
adjustment was in operation. Yet the fiscal year

of Mch. 31, 1918, had been the banner trade year in Canadian
records; there was a considerable reduction in the fiscal year of
1919, but that of 1920 was not much behind 1918—though the
continued expansion of Imports, as compared with Exports, became
a pronounced factor in the condition of change which developed
later. The sale of Canadian bonds began, early in the year, to
show great changes; from 9487 per cent. placed in Canada during
1918 and 7689 per cent. during 1919, the ratio dropped to 3282
in 1920; from a total of nearly 5 per cent. placed in the United
States in 1918, the ratio rose to 2254 per cent. and 67-18 per cent.
respectively; the total sales of all Canadian bonds decreased from

the war-record of $763,968,449 in 1918 and $909,383,728 in 1919

to the peace figures of $318,832,081 in 1920. *

These and other changes were very gradual till near the close
of the year; even then, and despite a distinct restriction in Loans

and individual and corporate limitation in the means of expansion, |

*Note.—J. W. Mitchell, Vice-President, Dominion Securities Corporation, Ltd., of Toronto, |

Montreal and London.
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the Banking figures of Canada as a whole showed a total surface
improvement over the preceding year—in the clearing-house
returns, in paid-up capital, in reserve funds, in deposits and loans,
in total assets; the relief of the public from the necessity of putting
up immense war-loans was a mental and practical balance to the
burdens of increased taxation and, for the first part of the year,
increasing costs of food and supplies. During the earlier months
of 1920, conditions were very prosperous on the surface, but were
pointing clearly to the need for a re-adjustment and to a possible
danger of financial collapse. Extravagance was still widespread,
prices were very high with an upward tendency, there was much
speculation, industries were working overtime with wages at war-
time levels, returning soldiers still had gratuities to spend and as
much money was borrowed in the United States as had been
obtained, before the War, from England, saving and production
were at a minimum.

This apparent prosperity continued well into the middle of
the year dispite some signs of change and preliminary set-backs.
As a matter of fact, through all the obvious inflation and the
coming period of deflation, conditions were fundamentally sounder
in Canada, proportionately, than in any country in the world
—not even excepting the United States. Its National wealth
before the War (1914) was estimated by the Canadian Bankers’
Association at $11,116,000,000, by the Dominion Statistician,
R. H. Coats, in 1916 at $14,658,160,000, while the estimate for
1920 was $19,002,778,000. As compared with other British
countries, Edgar Crammond, the English Statistician, presented
the following statistics to the Bankers’ Institute, London, in June,
1920, which covered the years 1910 and 1919:

1910 1919

National National National National

British Empire Wealth Income Wealth Income
United Kingdom............ccoeuu. £ 15,882,000,000 £ 2,016,000,000 £24,000,000,000 £ 4,300,000,000
o R 2,072,000,000 259,000,000  5,000,000,000 750,000,000
1,312,000,000 164,000,000  2,900,000,000 450,000,000
,000,000 75,000,000  1,200,000.000 200,000,000
320,000,000 40,000,000 480,000,000 80,000,000
3,600,000,000 608,000,000  6,000,000,000 1,200,000,000
1,300,000,000 220,000,000
1,200,000,000 170,000,000  3,200,000,000 450,000,000
BN ..._.......oocrenirnnanacanns 24,986,000,000 3,332,000,000 44,080,000,000 7,650,000,000

The increase of wealth per head in Canada was, therefore,
approximately from $1,430 to $3,125. As a country, the resources
of Canada were and are immense, with population and work as
the essentials to prosperity; at the same time there were important
limitations provided by nature in coal, iron and wood. As D. H.
McDougall, President of the Dominion Iron and Steel Co., pointed
out early in this year: ‘‘Canada is not a country where wealth is
easily gained, but it is a country not yet fully known, not half pros-
pected; where in the past sincere work has almost always reaped a
satisfying reward. What we, and our children, will get out of
Canada will be in exact measure to what we put into Canada in
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the way of brains and work. We have great national wealth,
but none to waste. We have problems and limitations but, if these
are properly tackled, we can lead the world in many things. Only,
we must give up talking thoughtlessly of our ‘boundless’ natural
resources, and prepare, by fostering science and encouraging
scientific workers, to get the best out of our country.”

In 1920 its field crops were the greatest on record in value,
in quantity, and in average quality, while Immigration had in-
creased from 57,702 in 1919 to 117,336. For the time being, the
United States had taken the place of Great Britain as Canada’s
outside creditor. According to the Federal Reserve Bank’s
Bulletin of August, Canadian securities held in the Republic then
totalled $524,248,313 and of this total, Provincial and municipal
issues accounted for $130,425,312, Government issues $150,000,000,
railways, $121,328,500, public utility enterprises $80,095,000 and
industrial concerns $39,899,500. Amongst the Provinces, Ontario
was the heaviest debtor with a total of $30,800,000 on the part of
the Provincial Government; Alberta came next with $11,150,000;
then Manitoba, $7,848,000; Quebec, $7,500,000; British Columbia
$5,630,000; Saskatchewan $3,720,000; New Brunswick $3,170,000;
and Novia Scotia $2,000,000. In municipal borrowing Toronto
came first with loans in the United States of $17,119,633; the
Toronto Harbour Commission showed $5,000,000 of its bonds
outstanding there; Montreal had borrowed $7,000,000 and Greater
Winnipeg Water District another $7,000,000; Calgary stood at
$2,918,806; Vancouver $2,810,000; Ottawa $2,588,859; Quebec
$1,255,000; Iondon $1,246,056; Edmonton, $1,348,750; and
Halifax $1,025,170.

Failures, despite the depression which developed during the
year were, according to Bradstreet’s, 976 in number with $18,825,-
750 of liabilities and $9,631,464 of assets; the liabilities were larger =
than in any year since 1915 and smaller than those of either 1914
or 1915. The Trust Companies of Canada, during the war years,
had faced a steady reduction and almost total cessation in the flow =

pf money .from Great Britain, Holland and France for investment =
in Canadian lands and property; in 1919 the process revived,

somewhat, and by 1920 the capital of the Companies had increased
to an estimated* $47,000,000, from $33,000,000 in 1916, while the
Trusts held had grown from 376 to 661 millions. Fire and Life
Insurance grew larger in volume and in premiums—the Fire
policies in force in 1919 being $4,904,396,461 and those of Life
$2,187,000,000. Popular savings continued to increase and,
though the figures were unofficial, the following approximate total =
of all Canadian Savings at the beginning of this year, as compiled

by the Savings Bank Section of theAmerican Bankers’ Association
is of interest as showing an average total of nearly $200 for every
man, woman and child in Canada: i

*Note.—Toronto Globe estimate (Financial Supplement) Jan. 3, 1921.
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Post Office Savings Banks .....cccccvenennnn $ 43,000,000
Government Savings Banks ................ 13,600,000
Quebec Savings Banks .....cccovvviniiinnnnn 50,000,000
Looan and Savings Companies ........ceoe.. 65,000,000
Provincial Rural Credit Associations ...... 1,700,000
Trust deposits with Trust Companies .... 30,000,000
€harteredi;Banlesiu e ibanamdmaitndatd il taio, .1,300,000,000

T RN o B s At R B O $1,503,300,000

Meanwhile, Canada had been driving ahead through the great
changes of 1920. The sunshine of popular optimism with which
the year began was gradually replaced by the shadows of pessimism,
although fundamental conditions changed but little. Banks
early in the year issued messages of warning, from press and pulpit
and varied sources came ceaseless urgency as to economy and
caution. In the March issue of the Union Bank Monihly B. B.
Carter, Eastern Superintendent of that Bank, pointed out that:
“We will see a contraction in what might be called the ‘good times’
now being enjoyed; it would seem that the sooner such reforms
as are necessary are instituted, the better. To my mind, there are
three great factors to be dealt with: (1) deflation of cutrency;
(2) increased production and greater exports; (3) increased immi-
gration.” Leading bankers had already intimated in interviews
and speeches that money would not be lent so freely as in the past,
and the Bank of England raised its discount rate on Apr. 15 from
six to seven per cent., while other European banks advanced their
rates.

In Canada, also, a re-adjustment of Victory bond prices took
place, while Government Railway financing affected money con-
ditions in the United States; the favourable Canadian trade balance
of some years commenced to change in February, when the $14,000, -
000 surplus of Exports over Imports became a small deficit which,
in March, totalled $50,000,000 and continued to be large throughout
the year. Then came the curious upward sweep of speculative
prices in certain stocks and, between May and July, Atlantic
Sugar advanced 54 points, Howard Smith (Pulp) 64, Price Bros,
(Pulp) 60, Riordon, 64; late in July, prices went down with a crash
and Thornton Davidson and Co., brokers of Montreal, suspended;
Sterling exchange continued to decline and in the United States
prices in various commodities showed lower tendencies, factories
cut down their schedules and Banks began to call in certain kinds
of paper; in both Canada and the United States, there was an
increasing tendency toward economy and a lessening in the extra-
vagance of past months.

With the coming of September, the contraction of money for
crop-moving purposes and other reasons, impressed itself upon
industries and a distinct re-adjustment of conditions became ap-
parent, while business in both the United States and Canada slowed
up perceptibly; by November, liquidation was well under way, and
on the 19th, according to the Toronto Globe financial analysis 21
representative New York stocks showed an average decline of 44
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points from the high level of 1920, while 16 Canadian stocks had
an average decline of 32 points. As to the general situation in
Canada, Sir Vincent Meredith, President of the Bank of Montreal,
pointed out on Dec. 6 that an overwhelming demand for credit
had taxed resources to the utmost: “Following a period of the
excessive prices and inflated currencies characteristic of war times,
the country is now in the midst of the process of re-adjustment.
It has been difficult to make producers, merchants, and others
carrying heavy stocks, who have grown accustomed to high prices,
accept the inevitable by recognizing the fact that it is futile to
attempt to overcome natural laws and to realize that economic
conditions, which no artificial means can alter, alone are the cause
of price decline. A lower price level must be reached before we
can reasonably look for a resumption of business activity on a
sound basis.”’

During these later months, there was, as always, in such
periods a temperamental exaggeration of conditions following
upon the growing tightness of money, the reduction in the current
value of securities and the abnormal exchange situation. At this
time also the depression was enhanced by a growing and unusual
tendency amongst merchants and dealers in other countries to
repudiate international business contracts; a process keenly re-
sented by Great Britain and considerably indulged in by the United
States as well as certain European countries. There was, also,
a gradual but steady depreciation in Canadian securities upon the
London market, led by Grand Trunk Pacific bonds, influenced by
exchange conditions and the financial ups and downs of the British
Empire Steel Corporation, affected, also, by the fall in the price
of silver—from 76d in December, 1919, to 40d in December, 1920.
During this year C. P. R. quotations changed from 170 to 156;
Montreal 4 1-2 per cent. from 86 1-2 to 67 1-2; Toronto 4 1-2 from
83 to 71, Canadian Car and Foundry from 129 1-2 to 75, Dom-
inion Steel Corporation from 89 to 49 1-2, Shawinigan Water and
Power from 140 to 115, Spanish River Pulp from 152 to 99 1-2.
The tremendous drop in sugar produced spectacular losses, the
Pulp industry had a serious though temporary collapse; the
general drop in American prices was parallelled in Canada and,
in the later months of 1920, the Banks were in full swing of
restriction, while business, trade, industry, were all entering a period
which promised real re-construction.

There was no panic during this period in Canada though the
gradually growing depression was obvious; stocks of merchandise
were not sacrificed as on the other side of the line; manufacturing
and wholesale prices came down, but retailers were slow in respond-
ing to the necessity—perhaps too slow; there was, in particular,
a marked fall in textile prices as there had been earlier in sugar and,
everywhere, at the close of the year, there was a slackening in

demand for a large number of commodities; the fall in the value of ,

wheat affected the farmer seriously but he had large stocks of

good quality with $400,000,000 in sight for this product alone;
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live-stock and dairy products still stood high in price while in
mining, lumbering and paper-making, there was marked activity.
The process of deflation was under way, but it would not reach its
lower levels until 1921.

The salient points of the year, it will be seen, were the warnings
of earlier months, in events abroad and at home, and in speech
and press, that the inflation had reached its height and that contrac-
tion in business and liquidation in various directions were imminent
with, in later months, the development of this condition under
gradually increasing pressure from the Banks and a steady de-
preciation in value of securities and in prices of commodities. The
critical position of certain Railways aided in the process, and was,
in turn, complicated by its development; higher Railway rates were
allowed despite strong commercial and agricultural protests and
the Telegraph Companies also obtained an increase in rates;
the building of ships and supply of shipping overtook the demand,
though, for this year, the Dominion Government continued its
construction programme.

Other incidents were the control of the Victory bond market
undertaken, in January, by the Government and its later embargo
on the import of securities with a view to prevent the decline in
war-bond and general security prices—a policy which proved
only partially successful in result, and was in November finally
abandoned. Up to Dec. 1st., 1920, twenty Companies were incor-
porated with $10,000,000 or more capital; the most notable were
the Laurentide Company, Ltd., Montreal, $35,000,000; the Riordon
Co., Ltd., Montreal, $80,000,000; the Brazilian Development Co.,
Itd., Toronto, $50,000,000, and the Canadian Associated Goldfields
Ltd., Toronto and, of course, the British Empire Steel Corporation;
an immense number, and for Canada a record number of Companies
were incorporated with $1,000,000 or more, of capital. The fall in
the price of silver was a factor in Canada and was accompanied by a
general decline in the total production of Mexico, United States,
Canada and other countries, estimated at $40,000,000 between
1913 and 1920. On July 1st the Bankruptcy Act of 1919 came into
operation. It provided for assignees of capacity and character
to be appointed by the various Provincial Governments and
bonded for the work they were to perform; proclaimed its benefits
for men in business or for private citizens, if the latter desired to
make an assignment; enacted that all persons carrying on business
must keep books showing the record of all their transactions.
In this connection G. T. Clarkson, F.c.A., in an address before
the Chartered Accountants’ Association, Toronto (Sept.14.) ex-
plained the situation as follows:

Under the terms of Confederation, the Dominion Government had control
over all matters affecting bankruptcy, and an Insolvency Act was passed in
1869. . This Act remained in force until 1880, when it was repealed, and since
that time action regarding bankrupts has been carried on under provisions of
the various Provincial Assignment Acts. Owing to the fact that there were
nine of these Acts in force throughout the Dominion, and each of them different,
it was decided to have Dominion-wide legislation that would control all matters
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pertaining to bankruptcy. ‘The Dominion Winding-Up Act has always controlled
the insolvency of corporations. The new Bankruptcy Act supercedes the Prov-
incial Assignment Acts, which, although economical, were varied, and to a large
extent also supercedes the Winding-Up Act, although in certain cases connected
with corporations, the creditors can decide whether the latter legislation will
be used. The new Act governs all matters affecting the insolvency of individuals,
partnerships and corporations in Canada, except banks, loan, trust, insurance
and railway Companies, building societies and savings banks, which are still
dealt with under the Winding-Up Act.

He concluded with the comment that: ‘“The Act now permits
an honest or unfortunate debtor securing a discharge, while a dis-
honest one cannot secure it. ‘Thus the incentive to commit fraud
and compound with a creditor for the best possible rate, is with-
drawn.” Other events of the year were the failure of the Standard-
Reliance Mortgage Corporation, Toronto, of which Lieut-Col.
W. S. Dinnick was President, the prolonged investigation of its
exceedingly muddled affairs which followed, and finally, the organ-
ization of a Company to take over and administer the assets for
the benefit of the creditors;the continued enquiry into the disastrous
condition of the Dominion Permanent Loan Company, Toronto,
which had suspended in 1919, the Report of G. T. Clarkson that
upwards of $2,000,000 of the Company’s assets had been paid out
in dividends at periods when the Company had no net earnings,
the fact that all its Directors had died and that action was now
taken against the shareholders for recovery; the organization of
the Central Trust Co. of Canada at Moncton on June 22, with
H. M. Wood, Sackville, as President and the Traders’ Financial
Corporation, Ltd., of Winnipeg, with A. B. Hudson, k. c., as
President; the continuation of the prolonged liquidation of the
Dominion Trust Company of Vancouver, which had been carried
on through countless Court proceedings since 1914—with an early
initial dividend promised.

Important meetings of certain financial organizations were
held in 1920; the Banks are dealt with® separately. In Toronto
on Mch. 4-5, the Dominion Mortgage and Investments Association
met with E. M. Saunders in the chair, a membership of 43 Com-
panies, and a record of Assets held by these concerns totalling
(Dec. 31, 1919) $1,030,239,435, made up as follows: ILoan Com-
panies, $198,047,664; Trust Companies, $451,327,871; Life
Insurance Companies, $380,863,8909. ‘The Association had affili-
ated with it the Mortgage and Trust Companies’ Association of
British Columbia, the Mortgage Loans’ Association of Alberta, the
Mortgagg Loans’ Association of Manitoba, and Land Mortgage
Companies’ Association of Saskatchewan. Sir Thomas White
told the meeting that $1,300,000,000 of British gold had, during
the War, passed through the offices of the Receiver-General at
Ottawa for New York; C. A. Bogert, President of the Canadian
Bankers’ Association, pointed out that the Mortgage and Bankers’
organizations, together, administered Assets totalling $4,000,000,000.

¥. H. Sissons, Vice-President of the Guaranty Trust Co.,
New York, told the Association in reference to the Farmers’ move-
ment in Canada and the United States, that: “1It is for the
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financial leaders to devise ways and means by which credit can be
extended on a sound basis to aid in developing this great mine of
gold in both countrxes, and that if we do not do this, the great
danger in Canada, as in the United States, will be that the farmer,
who is unskilled in finance, will attempt impractical and theoret-
ical measures, which will have a far-reaching and disastrous effect
on all financial interests.” A. J. Glazebrook, of Toronto, contended
that in Canada the real inflation was in credit and the exchange
situation due to trade conditions rather than to currency. He
made this statement: “ A good many think we have a surplus of
Exports, but we have not. Nominally our surplus was $300,-
000,000 in 1919, but from that we must deduct at least $200,000,-
000 for interest on foreign borrowings and $30,000,000 to $40,000,
000 for services such as shipping and insurance, besides $60,000,000
to $70,000,000 for goods sold to Roumama, Belgxum, etc., on credit.
In that way the nominal surplus is lost.”” Then there was the
re-purchase of Canadian securities, very largely for resale to the
United States, and totalling perhaps $40,000,000. Hon. W. M.
Martin, Premier of Saskatchewan, also spoke. A. E. Holt, of
Montreal, was elected President with W. E. Long, Montreal, and
J. B. McKechnie, Toronto, as Vice-Presidents. The Executive
Committee referred to recent Loan Company failures as follows:

Recent failures, upon exammatlon cannot be said to be due to taking
deposits, but to methods of investment which should not be permitted. That
any legislative changes favoured should have due regard to the proportion of
deposits to total borrowings, and to the proportion of either class of borrowing
to liquid and total assets, is essential. In extending the existing limit of borrow-
ing by taking deposits so that the limit will be the aggregate of capital, reserve,
cash, Dominion and Provincial Government securities, would not in any sense
impair the existing safeguards for depositors or debenture-holders.

The Canadian Bond Dealers’ Association met in its 4th Con-
vention at Winnipeg on June 17-19, with Sir Augustus Nanton
in the chair. In the speeches, it was estimated as to Victory
bonds that the Government action in placing marketing conditions
under a Special Committee of bond dealers had effected a saving
to Victory bond owners of not less than 5 points on the market
value of the outstanding two billion of National Debt—in other
words $100,000,000. Another interesting point was that against
$650,000,000 of bonds sold in the last Victory Loan campaign,
the floating supply in Canada was now $10,000,000 or, approximate-
ly, 114 per cent., while the total floating supply of all Victory bonds,
including both tax-free and taxable, was only 2 per cent. of the
entire outstanding total.  A. S. Dawson of the C. P.R., Calgary,
gave an address on Irrigation and stated that no mortgage had
ever been foreclosed on an irrigated farm in Alberta; R. C. Wallace
dealt with Northern Manitoba. J. H. Gundy of Toronto was
elected President. The Manitoba Mortgage Loans Association
met at Winnipeg on May 17 and in the Executive’s report com-
plained of Section 95 in the Insurance Act, approved the general
pr1nc1p1es of the District Hail Insurance Act, protested against the
claim in the Seed Grain Act which granted priority to municipal
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seed grain liens over first mortgages, urged that the Provincial
Moratorium should cease entirely in 1922. F. S. Long was elected
President and J. H. Riley Vice-President. The Mortage Loans
Association of Alberta, meeting in Calgary on May 13 discussed,
chiefly, recent Provincial legislation; W. T. Creighton was re-elected
President. The Dominion Association of Chartered Accountants
met in Toronto on Nov. 15-17 with A. C. Neff in the chair and
a reported membership of 570; the Dominion Bankruptcy Act, was
as a whole, approved. In British Columbia, a Bond Dealers’
Association was organized in September with A. C. Flumerfelt
of Victoria as President. '

Chief Financial Appointments of 1920

Institution Position Name Place
Trust & Loan Company of Canada Chief Commissioner......... Jos. Campbell............... Montreal
Prudential Trust Co... Director, Lt.Col. D.M. Robert-

son,. M.V.0.... ..

Prudential Trust Co.. Director, Hon. Frank Carrel,.

Bell Telephone Co.. Director. Glyn Osler.......

Bell Telephone Co Director G. D. Milne....

Union Trust Co President M. Ross Gooderham ..Toronto
DRion Arust Co........coco0eerreinrecssiprsacsn Vice-President.................. Dr. J. H. McConnell .. Toronto
Canada;Trust Co. Director G. H. Belton...

Canada'Trust Co. Director..

Colonial Investment & Loan Co....... Director ....

Toronto Savings & Loan Co. Director.

Northern Trusts Co. Director.

Can. Mortgage and Investment Co.President
N. B. Telephone Co. Director
N. B. Telephone Co.
Bankers' Trust Co
Chartered Trust & Executor Co. ......Di

Canadian Bond & Mortgage Co W.
Great West Permanent Loan Co.. .... Asst. General Manager....T. S. English...
Canada Permanent Mortgage Cor- :
poration...... Manitoba Manager.......... J. H. C. Lawrence........ Winnipeg
Royal Securities Corporation............Vice-President and Gen-
eral Manager... .. W. G. Pittfield.

Vice-President..

Royal Securit’es Corporat on
General Manage1

Royal Trust Co

Montreal Trust Co... Director.
Brazilian Traction Light & Power
Company. Director Sir Thomas White........ Toronto
London and Canada Loan & Agency.
Company President C. S. Gzowski Toronto
TLondon and Canada Loan & Agency.
Company Vice-President ....C. C. Dalton Toronto
‘Toronto General Trusts Corporation Director : Th Bradshaw........ Toronto

This question or condition in 1920 was vital to
The Prob- every financial, industrial and individual interest of
lem of Prices the country; its discussion permeated all popular con-
;‘{l'fe ‘a':}i“;:’“ sideration of politics and public affairs in general; it
in Canada  Was part of a great whole, however, in which the de-
and other termining elements were the United States and Great
Countries  Britain. According to the Allied Supreme Council in
during 1920.  their January Memorandum, the general increase in
) __prices of commodities since 1913 had been 120 per cent.
in the Uqlted States, 170 per cent. in Great Britain and about 300
per cent. in France, Italy and Belgium; the Canadian official figures
showed the increase between 1913 and the early months of 1920 as
163 per cent. Until the break in prices occurred—especially in the
two great English-speaking countries—there could be no real
change in Canada and no serious deflation in either its currency
or credits. When that would take place or how far the process
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would go was a vital question. During the Napoleonic Wars
prices in England had risen 75 per cent. and they took 8 years to
become normal; in the United States Civil War they rose 100 per
cent. and took 12 years to reach normal levels. '

There were indications of a break at the beginning of 1919,
but it had not been realized in Canada or elsewhere, largely because -
of the tremendous demand for food and raw materials in war-
scarred Europe. Goods were carried to Europe to increase the
scanty rations of the people, to rebuild houses and factories, to
provide raw materials for factories which were re-opening or turning
to production for peace needs, and to restock warehouses which had
been depleted of goods of all kinds. Canada and the United States,
therefore, in common with other countries not directly reached by
the hand of war, continued the prosperity of war days and did so
until nearly the middle of 1920. Prices, in fact, went higher in
many lines during 1919 and the process continued into the next
year with the first actual break coming in Japan where speculation
in raw silk was the dominant factor in the change and was followed
by a fall in the price of various other luxuries.

During this after-war period, the reasons for rising prices were
many though all were not as fundamental as was inflated currency.
There were the scarcity of staple products and goods in Europe,
the higher wages in all countries, the reduced output in English
countries owing to strikes and shorter hours, price-fixing experiments
by Governments which interfered with natural laws of supply and
demand, shortage of labour owing to war mortality and a war-
caused tendency to avoid work, a wave of unprecedented extra-
vagance following, as a natural reaction, upon the enforced economy
of the war-period. Production took at least two years to even partly
catch up with the demand, increased taxation of all kinds added to
the cost of products, monopolies in certain lines of manufacture
helped the trouble as did increasing wage costs. Sir Auckland
Geddes was responsible in an interview (London, Mch. 8) for
the statement that so far as the United States was concerned, it
was a question of too much gold: ‘“The United States used to
have about $300,000,000 in gold, but it now has about $2,150,000-
000. There is so much gold in America that there is no use for it,
and the value of gold there has fallen to about half of its value, as
expressed in commodities before the War. ‘There is a concen-
tration of gold in the United States far in excess of requirements.’”’

There were all kinds of subsidiary reasons in the case of specific
commodities. Sugar, for instance, was high because there was
a world-shortage owing to sugar-beet countries decreasing pro-
duction whilst varied Prohibition developments increased consump-
tion; potatoes were high and went higher in the first part of 1920,
in Canada, because there was a shortage in the United States;
bread was dear because wheat and flour were dear and it grew still
more so; Tariffs had some influence, as did all forms of taxation,
and had a temporary influence, but only a temporary one, in keeping
a specific price here and there on a high level. The following
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table* is of value as affording official Canadian figures as to the
progress of prices in the Dominion during the period under review:

Index Number of Wholesale Prices of 40 Commodities.

1914 1918 1919 1920
January. 1209 2257 231-3 2808
February 1204 2367 2227 2812
March 1199 2376 2232 2876
April 1193 2396 2273 2953
May:. 119-3 2444 2326 2983
June. 118'8 2504 2383 296-9
July 1200 2483 2508 2929 .
August, 1229 2515 262°7 274°4 1
September. i 126-1 2520 2507 2545
October .. X
122-7 2488 251-1 2331

Novemb
December .

In the first four months of 1920 there were in Canada few signs
of fundamental change, or of the deflation development which
sooner or later, had to come. There were some price decreases
but the most obvious thing was a persistent increase along various
lines. Wholesale and retail lumber prices continued to rise in the
West; the price of wheat was raised under Government control by
the Wheat Board, on Jan. 31, by 25 cents per bushel to mills in
British Columbia, Ontario and Quebec and the minimum wholesale
price of standard white flour from $10.10 per barrel to $11.25; the
cost of anthracite coal continued to advance and was raised at
some points on Apr. 16 from $14 to $15 a ton while sugar, cement, =
building materials in general, and metals, all showed a sharp rise
during this latter month.

Potatoes in this process were conspicuous and rose higher and
higher as a result of shortage in the United States and considerable
shipments from Canada to the States. The advance in this pro-
duct had not been continuous during the war period and M. M.
MacBride in the Ontario Legislature (Apr. 30) gave the following
figures of yield and value as official ones: 1915, 60,353,000 bushels at \
$36,459,800; 1916, 63,892,000 bushels at $60,982,300; 1917, 79,- =
892,000 bushels at $80,804,400; 1918, $104,346,200 bushels at =
$102,235,300; 1919, 125,574,900 bushels at $118,894,000. Early 3
in 1920 the prices leaped upward. Bags of potatoes sold in Mont- Gr
real (Apr.6) for $5.00 each; on Apr. 26 they stood at $6.00 and at b &
the end of May they retailed there at $8.00. The total value of =
the potato product for Canada in 1920 was $134,693,000. E

Meanwhile, during the first two months of the year other
grains besides wheat, bread and meats, and live-stock in general,
fish, textiles, hides and raw furs, as well as lumber and metals, all
registered an advance. As late as the month of May bread went
up one cent a loaf in Montreal, Toronto and other centres—a
result of added costs for flour; at the same time the prices of food
and textiles in England were still soaring upward and the peak of
high prices was reached in the States. Increases in telegraph rates
for commercial messages—32 per cent. in Eastern Canada and 20
per cent. in the West, were allowed by the Railway Commission

*Note.—Collated by Professor H. Mitchell of McMast iversi i in thall
Toronto Ciobe of Jea. Sli'd, ey itchell o cMaster University and published in the
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on May 22; for this month the Labour Department reported, in
June, that the general movement continued upward with increases
in grain, fodder, live-stock, fuel, building materials, and furnishings
—more than off-setting decreases in eggs, milk, hides, textiles, and
inraw furs. As late as June, the Canadian prices of cloth and other
finished products with wool as a basis were still going up; newsprint
rates at the end of the month advanced to $110 per ton, as did
natural gas rates at Ingersoll, Brantford, Woodstock and Galt,
following upon eatlier advances at other Ontario points; the increase
in average bread prices during June was nearly half a cent on a
24-ounce loaf; barbers in Montreal and elsewhere raised their
level of prices and in July hardwood rates were still going upwards;
the Bell Telephone Co., in August, demanded higher rates and,
eventually, received them; boots and shoes stayed at their high
prices and coal, which had doubled in price since 1914, continued
to rise.

In August retail prices showed little change and September
commenced with an increased cost to the consumer for milk and
continued high prices in restaurants which, indeed, lasted to the
end of the year—a Civic statistician in Hamilton estimating at
this time the local profit on a cob of corn at 1,200 per cent. and on
a dish of tomatoes at 4,000 per cent! In Toronto the Police
Commissioners (Sept.16) had a report on food prices in restaurants
which showed profits of 200, 257, 567 and 1,400 per cent. on specific
items. The rises in price were very impartial in application and
even students at the Universities of the large centres were faced
by higher fees as well as increased costs in living. Pulpwood in
September was still soaring upward with prices around $15.00
per cord as compared with $4.00 or $4.50 a few years before; rents
advanced all through the year for houses, either large or small, in
cheap or expensive localities, for rooms or apartments, or suites of
rooms, all alike. As to this, Archbishop McNeil in Toronto
' (Sept. 30) declared the local situation in many cases to be one of
“rank profiteering”. A fitting climax was in the cost of coal which
. at Toronto, in the last year of war, averaged $12.00 a ton and in
October, 1920, stood at $22.00.

. Concurrently with this process of inflated prices there was
in 1920 a steady development downward in the selling values of

|| other commodities though this did not commence seriously until

{May and was not visible to public comprehension or in financial
'conditions until some time later. Internationally, the process
Ibegan in Japan, extended into the United States, and then Canada,
ithen reached Great Britain, and afterwards in a lesser degree the
iContinent. In the United States from January onwards there
(was a continuous and increasing export of gold which, during
11919, had shown a slight decrease over the year from $3,080,510,011
'held on Jan 1, 1919, to $2,762,905,481 held on Feb. 1, 1920,—
a steady monthly decrease during seven months. This total fell
ito $2,739,043,566 on Nov. 1st, but rose slightly again to $2,784,834,

1427 at the end of 1920.
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The American process of price deflation did not begin seriously
until the summer season and prices continued during part of the
year to range higher, upon the average, than in Canada—especially =
in city restaurants where the tendency was about 25 per cent.
higher. The first sign of a possible change was through, and in, the
huge stocks of wool held by Australia and which gradually accum-
ulated in Great Britain as a result of improved transport facilities;
on Mch. 17, the New York Globe indicated another branch of the
same situation in offerings of New Zealand and Australian mutton
and lamb at one-half the current New York price. During April
the restless consumer in the United States began to struggle against
the increasing cost of living—potatoes on Apr. 12 being raised in
Detroit, for instance, from $3.50 to $7.50 a bushel-—and public
organizations were formed pledged not to use this or that commodity
until the price came down; at the same time, there swept over the
country a movement to wear only overalls and, for women, calico
dresses, as a protest agianst the price of clothes. :

At the end of April a meeting of the U. S. Chamber of Com-
merce, at Atlantic City, representing 1,300 trade organizations *
urged increased production as a great element in the matter. In
May credits began to be restricted by the Banks and prices were
cut by an increasing number of clothing and other retailers; on =
May 18, Washington advices stated a definite downward trend in~
prices of a large number of commodities throughout the country;
at the same time the Federal Reserve Board and bankers from all
parts of the United States met at the capital and decided to make a ™
determined effort at reducing high prices and forcing deflation;
at Manchester and Liverpool, during May, Egyptian cotton had a
sharp decline in price and this affected conditions in the States;
cotton and wool continued to drop in England as did mutton, also,
at this time. ‘

With characteristic American rapidity, a price-slashing wave
suddenly swept over the country, and this the National Association
of Manufacturers had already anticipated in a New York meeting
on May 19, with a Resolution which advised their 5,400 members
to reduce wholesale rates from 10 to 25 per cent. Without going
into further detail, it may be said that there followed the greatest’
decline in prices which the United States had ever seen—variousl
estimated at 20 to 30 per cent. over the next seven months. Sugar
had the greatest fall in price, wheat went down nearly one-hal 4
corn two-thirds, and cattle (native steers) one-third, hogs (live)
one-half; cotton goods saw a two-thirds decline as did raw cotton,
raw wool and raw silk while hides went down one-half, pig-iron
gpppe’{, lead and steel billets experienced varied but heavy reduc-

ions. )

In Canada conditions changed, also, but more slowly. Pota-
toes were the first object of popular resentment as to price and
various meetings were held to boycott the product and force the
price down—a Consumers’ League being formed in 7Toronto

*Note.—Financial Editor, New York Tribune, Jan. 2nd, 1921.
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on Apr. 26 with Mrs. A. M. Huestis as President, in Ottawa on the
27th, with Mrs. J. A. Wilson, presiding, and at other points. The
price was slow in responding to pressure, however, as the shortage
was a real one. Then the general range of prices began to fall in the
United States and Great Britain; it became evident at the end
of May that the peak of inflation had been reached, despite the
fact that increases continued in some lines right up to the close of
the year; the Dominion Luxury taxes helped to curtail extravagant
purchases in various directions; animals and textile goods during
May were the first products to show a reduction, as in June raw
wool, leather and jute showed a lower trend; in July potatoes fell
as did grains, fish, fruits and vegetables, textiles and lumber.

This movement was accelerated, in respect to foodstuffs, by
increasing production in Europe, abundant crops on this continent
and gradual reduction in ocean freights. Toward the end of August
the break came in sugar and ship-building prices on the Clyde
showed a range far below Canadian and United States construction
prices; E. S. Bates, head of a Montreal woollen firm, stated there
had been a decline in the raw material of woollen goods of 20 per
cent on the finer grades and 40 per cent. on the coarser grades.
In Toronto on Sept. 2 the Producers’ and Consumers’ League
of Ontario was formed with Mrs. A. M. Huestis as President with
a view to tabulating prices, obtaining information and organizing
protests; according to the Labour Gazette the living costs, averaged
over 29 foods in 60 cities, were $16.42 in August as against $16.84
in July and $16.92 in June.

There was, up to September, no such sweeping change as in
the United States, there were various increases and some spectacular
declines, as in sugar and potatoes, but price cutting was not
general and retail merchants—who still carried large stocks at
high prices—did not reduce them very readily ; they certainly
made the process of deflation much slower. Toward the end of
September, a change came and prices in flour and clothing, to the
consumer, began to greatly decline, mill feeds also dropped, while
wheat and all grains, cattle and sheep, went down; some restaurants
cut prices and silks and lumber were cheaper, while motor-cars,
led by the Ford Company, announced substantial reductions; in
. November the Dominion Textile Co. announced a reduction in
| price schedules averaging 30 per cent. and, for this month, the
Labour Department showed a continued -average reduction in the
family food budget from $15.83 in October to $15.32. By the

end of December, clothing had reached its lowest level in years and
| the Department of Labour’s Index number for all commodities
for December, 1920, was 290 as compared with 322 for December,
1919. In the United States, a chart compiled by the Liberty
{ National Bank of New York showed a decline in wholesale com-
modity prices of 34 per cent. in the past seven months. The de-
. cline of wholesale prices in Canada, according to official figures,
| was, between May and December, about 15 per cent. and as a whole
was chiefly noticeable in grains, fresh vegetables, breadstuffs, tea,
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coffee and sugar, and certain items in the textile group—cotton, =
silks, jutes, etc. -~ 1
During this year the Wholesale Grocers’ Association was
charged with having an arrangement or secret agreement with
certain manufacturers, and amongst its members, to fix and enhance
prices of commodities, provide for rebates and arrange a system of i
discrimination against outside wholesalers or retailers. Proceed- =
ings were instituted on Jan. 28 before the Board of Commerce,
upon complaint of the Attorney-General of Ontario, and the matter
was dealt with in March by the Board sitting at Hamilton and
Toronto with W. F. O’Connor and James Murdoch as Com-
missioners; A. W. Roebuck of Toronto represented the Attorney-
General in what he described as an enquiry and not a prosecution—
though he emphasized the charge of combination for control of prices.
The complaint involved charges in this respect against (1) certain i
retail grocers at Hamilton; (2) certain wholesalers grocers of the =
same place; (3) certain manufacturers variously located throughout .
Canada; (4) the Wholesale Grocers’ Association of Canada; (5) the ';
Wholesale Grocers’ Association of Ontario and (6) the members
of such Associations. _13'

Evidence of a rather varied character was given and on Mch. 23
Hugh Blain, President of the Association, testified vigorously that:
‘““T'he Association I represent is not a party to any combine; is not
a party to any price-fixing, and is not a party to any action or pro- g |
posal that operates, or is likely to operate, in restraint of trade.” =
The witness contended, strongly, that there was only one perfect
system of selling which embodied safety, economy and convenience,
and that was through the wholesale and retail trade: ‘‘All other =
methods are more or less abortive, furnishing only a partial service."’

|
|

|
|
|

Mr. Blain admitted that his Association had refused its privileges ;
to chain stores—presumably the United Farmers’ system—and
declared that chain stores and price-cutting demoralized legitimate ‘5
trade and, in the end, injured the consumer: ‘If their system were
carried out universally it would eliminate the wholesale trade and
the retail grocer from business altogether; and the moment you
eliminate the wholesale trade from business, you take down the =
umbrella that supports these chain stores and departmental stores
as well as the large retail stores—the wholesale grocer is the cheapest
possible channel through which goods could come to the public.”

The charge against the retail grocers failed of proof and was
withdrawn in the argument and dismissed by the Board in am
interim decision; the Commissioners also pointed out that combines
were not illegal unless it was proved to the satisfaction of the Board
that the agreement or arrangement operated to the detriment of
the public. Following the sittings, on June 22, a final decision was
given which (1) approved the testimony of many witnesses and th
claim of the Wholesale Grocers’ Association that the most economi=
cal mode of distributing the commodities usually sold by whblesalg :

|}

grocers was through the wholesale grocer, and that, apart from the
claimed unfairness of the practice of manufacturers in selling direct
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to the wholesaler’s actual or anticipated clientele, the reduction in
the gross sales of the wholesaler thereby caused an increase in the
wholesaler’s general operating costs and mnecessarily caused a
general enhancement of the wholesaler’s costs and his prices;
(2) stated that no evidence whatever was submitted before the
Board to prove that either Association in question had rejected the
application for membership of any person who, upon any solid
ground whatever, could be claimed as a bona fide wholesale
grocer; (3) declared that a manufacturer had, in law, the right to
determine upon such selling policy as seemed to him fit, to adhere
to that selling policy, and to refuse to sell to those who would not
give adherence to such selling policy; (4) stated, in the matter of
re-sales, that testimony was practically all one way and to the
effect that a resale, price-fixing arrangement, when the resale or
common price fixed was a fair one—one which did not yield an
unfair profit—enabled a larger sale and a steadier distribution and
thus reduced overhead costs and permitted sales to be made upon
a much closer margin of profit.

At the annual meeting of the Canadian Wholesale Grocers’
Association at Toronto on Aug. 26-7, there were 150 members
present with 20 representatives of allied manufacturing firms. Mr.
Blain, in his address, defended the wholesalers or middlemen
against the accusation that they were profiteers and responsible
for the high cost of living, and placed the onus for the high prices
upon the producer and manufacturer. He claimed that the dis-
tributor, instead of making more money by the higher prices, was
making a smaller profit than before the War. His organization
was a combination, not in restraint of trade, but in furtherance of
trade; he declared that during the enquiry of March not a particle
of evidence was produced to sustain such a charge. In conclusion,
he urged members to (1) make a quick turnover of their stock in
trade and (2) establish short terms of credit and collect accounts
promptly. Mr. Blain was re-elected President; later in the year,
he vigorously opposed increased Railway freight rates. On Oct.
6 Mr. Roebuck filed in Court at Toronto, on behalf of the Attorney-
General of Ontario, a claim in the action to break the alleged Groc-
ers’ combine; he declared that the defendants had illegally restricted
or eliminated competition, enhanced prices, obstructed trade,
interfered with the rights of citizens to engage in and carry on their
business and had increased the cost of living; he urged a dissolution
of such unlawful trade combination or agreement and an injunction
restraining the defendants from continuing to act in pursuance of
or in accordance with such unlawful trade combination or agree-
ment. The decision stood over until the next year.

Meanwhile, there had been a prolonged controversy in Toronto
over the effort of the Milk and Cream Producers’ Association to
increase the price of that commodity. It may be added that much
was said at the close of the year as to the difficulties of the retail
trade with, in many cases, stocks on hand bought at high prices.
A. W. Maybee, a high Western official of the Canadian Bank of
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Commerce, stated at Moose Jaw—interview in Toronto Financial
Post of June 19—that on their own statements, from 25 to 50 per
cent. of the total assets of the merchants in the three Provinces of
Alberta, Saskatchewan and Manitoba consisted of stagnant mer-
chandise and uncollectable accounts. Manufacturers and whole-
salers had, in most cases, and throughout Canada, marked down
their prices and taken their losses while cutting their stocks to
the limit.  But retailers had not done so as a whole and however
correct the above Western figures were, there was no doubt of
the problem and it was, undoubtedly, a factor in delaying deflation.

The Canadian Government found the financial

Financial situation a difficult one to deal with in 1920. It was
Policy of the no longer backed by the inspiring sentiment of a
Dominion great war and the support which such a condition
Government; eyokes from the public; its essential taxation of the
ls)“' Henry  neople was an unwelcome burden which became the
B;:lyt;“ ®  greater as deflation and depression worked their
o~ inevitable results; the national expenditure since
1910 had multiplied three times over and since 1914

(year ending Mch. 31) had increased on Consolidated Fund account,
and apart from capital and special war expenditure, from 163,174,-
394 to $178,284,313 in 1918, $232,731,283 in 1919 and $348,911,-
631 in 1920. Meanwhile, the net Public Debt had grown to very
large proportions—from $335,996,850 in 1914 or $41.61 per head
of the population, to $2,273,305,436 in 1920, or $252.00 per head.
The gross Debt in these years, respectively, was $544,391,360 in
1914 with active Assets estimated at $208,394,519 and $3,014,483,-
774 in 1920 with $1,078,537,461 of Assets. Put in the form of
outstanding obligations, payable at specific dates in Loondon or the
United States, the following table (November 1920) shows the
dates at which an indebtedness of $2,523,062,178 reached maturity :*

H

5 TN - ey

1921 $ 40,000,000 1937 $ 345,473,000
1922 194,867,100 1938 52,327,296
1923 194,881,800 1945 65,207,351
1924 105,289,550 1947 4,888,185
1925 43,310,600
1926, 25,000,000 e
1927 65,936,450 2,244,276,132
1928 2,000,000 Serial "
1929, 60,000,000 192025, [ hn sl . e 24,333,333
1931 79,398,700 1909-34 23,467,206 |
1933 483,081,250 1930-50 137,058,841
1934 481,741,850 1990-80::.... 4vussivz, v s A i SR 93,926,666
1935 873,000 ———
Total 2,523,052,178

i There was much discussion of the financial situation—more
in the country than in Parliament—and especially in respect to
the deficits of the year on Government-owned Railways. As to
,:caxgtlon, the Business Profits War Tax expired on Jan. 1, 1920 and
in its three years of operation had realized $66,747,000. The
Globe of Jan. 1st objected to its final abandonment; ‘‘Taxation
of profits is a settled policy in almost every country in the world

*Note.—Royal Bank of Canada—Monthly Letter for December, 1920.
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to-day. Moreover, the levy upon incomes, whether from direct
business profits, rentals, royalties, or investments, has reached a
point in Britain and other lands that would make many Canadians
squirm if applied here. But there is no evidence that it is prevent-
ing investments in business and industrial organizations.” Figures
given in the Commons* showed that $62,687,258, altogether, had
been raised under the Income War Tax Act and that in the calendar
year 1917, 8,962 farmers and, in 1918, 12,774 farmers had paid a
total of $957,980 under this Act. Others paying the Tax numbered,
in 1917, and 1918, 44,768 and 109,784. In the Commons on May
7 there was vigorous criticism of this Tax expressed by Dr. W. D.
Cowan (Cons.), Levi Thompson (Lib), and other Western members,
on the ground that the system was too cumbersome and com-
plicated, that it lacked facilities and convenient forms, that it
discriminated unfairly between individuals.

R. W. Breadner, Commissioner of Taxation, told the Con-
mittee of the House that both British and United States officials
had complimented his staff on the simplicity of the Canadian forms.
He added that, in 1917, 17 Senators and 30 members of the Com-
mons did not have a taxable income and cited cases where men
getting incomes of $100,000 were not taxable because of large
contributions to patriotic funds and Red Cross campaigns. There
was one case in 1918 where a man’s income was $30,000 and he
gave the whole sum to the Patriotic Fund. This year, about 1,000,-
000 persons would make returns; he stated there was not one report
of a million-dollar-income and only one of $500,000; the United
States had 141 of the former and 456 of the latter. In this con-
nection, it may be added, Sir Henry Drayton, in his ensuing
Budget speech, put the returns from the Income Tax for the fiscal
year of Mch. 31, 1920, at $20,000,000 and the Business Profits Tax
at $44,000,000. These two taxes realized, therefore, about $7.00
per head; i