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INTRODUCTION

As Marxist theory sees it, imperialist integration is the
highest, and largely specific, form of the internationalisa-
tion of economic life in the capitalist world. The process
involves not merely states in some region drawing closer and
becoming increasingly mutually deper.dent but also mutual
penetration and interlocking of their economies, interna-
tional merging of capital and fusing of national reproduc-
tive processes. The ongoing changes in national economic
structures strengthen their complementary character, while
the structures themselves are gradually transformed into
the components of a broader economic system being
integrated to eventually form an inter-state complex.

Providing incentives for intensive development of rela-
tions of specialisation and cooperation between companies
of individual countries, the extension of the division of la-
bour within regions is supplemented by increasing inter-
locking of national monopoly capitals. This development
makes the emerging international relations stable and long-
term. It is on the latter basis that profound changes occur in
reciprocal trade between countries in the region, and
the trade loses its purely commercial nature and increasing-
ly serves production and technology links between sepa-
rate elements of the transnational corporations and also
formally independent companies (mostly on the basis of
contract and subcontract relations).

The phenomenon of international socialisation of pro-
duction in the form of regional economic integration oc-
cupies quite an exceptional place in the contemporary
social and economic history of capitalism. It is a most
salient example of bourgeois society’s need to adapt to the
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rapidly changing conditions of the contemporary world.
It also indicates the growing incongruity between capital-
ist relations of production, their national state organisa-
tion, on the one hand, and the new stage in the develop-
ment of productive forces marked by the scientific and
technological revolution, on the other.

At the same time, if integration between countries de-
velops in a capitalist setting, it serves as a catalyst for
inter-imperialist rivalry as well as, in some cases, a source
of tension in political relations between states. Thus,
economic integration is an effective means for consolida-
tion of forces within the three basic imperialist centres,
and it is also a source of further aggravation and globa-
lisation of inter-imperialist contradictions which are the-
reby raised to a higher, one may say, intercontinental
level.

The founders of Marxism-Leninism repeatedly pointed
out that capital, which recognises no fatherland and is dri-
ven by irresistible profit-seeking, is by nature cosmopolitan.
Capital serves as an agent and defender of national inter-
ests only to the extent that those interests conform to
its own group advantage and tactical or strategic aims.

The possibility to make profitable investment abroad,
the general, as Vladimir Lenin put it, ‘‘striving of finance
capital to enlarge its spheres of influence’” serve for cor-
porations as a motive force as strong as, say, considerations
of national prestige or the idea of balancing national in-
dustrial growth. This is particularly true of the monopoly
stage in capitalist development when capitalism’s produc-
tive forces have significantly transcended the limits of
the national state.

In our day, in a context of the historical confrontation
between socialism and capitalism, the downfall of colo-
nial domination’s political foundations and indepth trans-
formations in social production under the impact of the
scientific and technological revolution, an increasing-
ly prevailing trend is the one pointed out by Lenin for
“mature” capitalism to extend relations between nations,
to break down national barriers, to create an international
unity of capital, of economic life in general, of politics,
science, etc.?

It is known that integration processes are not restricted
to the group of developed capitalist states in the contem-

8



—__———_

| porary world. Marxist theory is fully justified in describ-
ing international economic integration as a trend in world
development®. This major assumption does not contradict
the fact that there is no global integration. Different social
systems—and within the capitalist system different groups
of countries—are marked by different types of integration.
l As distinct from the broader process of economic life’s
internationalisation (a process that is not as deep, how-
ever), integration is possible and occurs in practice only
between states belonging to one social system. It is also
important to note that everywhere, at least in the non-
socialist part of the world, integration processes are re-
stricted to the regional scale.

Soviet scholars have largely contributed to the general
theory of international economic integration, and also to
the investigation of integration processes within specific
social systems and groups of countries. For example, prob-
lems of regional integration in the group of developed capi-
talist countries were dealt with in the work of a rather wide
range of Soviet economists and political scientists.* In
a number of books authors have generalised the extensive
experience gained by the socialist countries, members
of the Council for Mutual Economic Assistance (CMEA),
in cooperation and economic integration and have analysed
specific integration processes in the developing world.
Soviet economic literature provides a broad insight into
the contemporary phase in inter-imperialist rivalry, as well
as problems of the internationalisation of economic life,
including issues in specialisation and cooperation of pro-
duction, interlocking of capital, the activities of the trans-
national corporations and so forth.

The scale, basic forms, mechanism and results of inte-
gration are far from being similar in the specific historical
conditions of individual regions in the capitalist world.
It would seem to be appropriate to assume that several
stereotypes or models of imperialist integration exist. And
if the Western European model in the form of the EEC is
relatively well studied, the same cannot be said about the
very original integration processes going on in the North
American region.

Usually, when one speaks of the economic integration
tendency in the North American region, the reference is to
increasing mutual penetration and interlocking of the
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national economies of two countries — the USA and Cana-
da. Without disregarding the ‘“Mexican factor” in the
development of regional economic relations, Soviet resear-
chers agree that there is still no reason to consider Mexico
deeply involved in North American integration. The latter
country occupies a largely specific, intermediary place in
the contemporary capitalist system. Economically Mexico
can hardly be regarded as belonging to the group of develop-
ing states, but it has obviously not entered the rich count-
ries’ “club”. As a result of its rich natural resources and
geographical nearness to the USA, the country has provided
a wide field for the application of capital by the American
transnationals. However, the force of attraction towards the
USA arising on that basis sharply contradicts the Mexican
government’s policy. That government is known to oppose
spontaneous integration processes and consistently imple-
ment a course aimed at strengthening national independ-
ence, rejecting any projects of a North American communi-
ty with Mexico’s participation. Belonging to the still few
countries featuring mid-capitalist development, Mexico does
not wish to find itself in one company with the strongest
capitalist power of the modern world. That is why this book
deals with the economic integration of two countries—the
USA and Canada— while data concerning Mexico will be
referred to only in certain instances for the sake of compa-
rison. |
The phenomenon of the massive presence of American
private capital in Canada’s economy has been reflected in
a number of works by Soviet scholars in the last decades.
Until recently, however, the study of the internationali-
sation of economic life in the North American region was
done almost exclusively with the aim of showing the scale
and the principal forms of US capital’s penetration of Ca-
nada, revealing the extent to which the latter’s economy is
subservient to foreign monopolies, and showing the influ-
ence of US investments on the structure and growth rates
of Canadian industry, on the rise of national monopoly
capital and so on. The investigation of the integrational
relationship between the USA and Canada within the in-
terstate economic complex emerging on a regional basis has
served as the subject of only one book specially devoted to
the problem.® The reproach that the integration aspect has
been neglected may also be addressed to the authors of
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most North American studies of Canadian-American rela-
tions. Thus, a lengthy report compiled under the direction
of the Standing Senate Committee on Foreign Affairs of
the Canadian Parliament and specially devoted to prospects
in extending cooperation with the USA did not mention
the concept of integration at all, although the authors
were actively in favour of introducing free trade arrange-
ments between the two countries.®

It is obvious, however, that such an approach to the
study of American-Canadian relations is to some extent
one-sided and hardly enables us to gain a sufficiently
complete and realistic idea of the system in which national
groups of finance capital interact within the North Ameri-
can economy in the contemporary context of the integra-
tion processes energetically progressing in the world. Ap-
parently, the idea of functional interaction and the grow-
ing mutual dependence of the sides within the regional
economic complex (which is being formed, however, on
the initiative and primarily in the interests of US monopo-
lies) more precisely reflects the specific historical moment
than the more straightforward and, if we may say so, one-
dimensional thesis concerning Canada’s economic enslave-
ment by and subordination to American imperialism. It
is not to be denied that an analysis of the mechanism se-
curing US monopolies prevailing positions in the North
American economy, including reliable access to Canada’s
rich natural resources and effective linkage of that coun-
try’s production to the US market, is of considerable scien-
tific interest. But that is only one, albeit the most impor-
tant, “cross-section’ of the problem of North American
integration. At the same time, as a multi-dimensional,
heterogenic and, in many respects, contradictory pheno-
menon, the rise of the USA-Canada interstate economic
complex requires special, where possible comprehensive,
investigation.

Despite the similar objective content in terms of polit-
ical economy, the regional interstate complexes emerg-
ing in the world capitalist economy are so different due to
the specific historical conditions and economic character-
istics of the participants, as well as the functional mechan-
isms, that the study of each complex within one metho-
dological framework requires its own range of tools for an
analysis of economic processes.
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Let us compare the Western European region where the
integration processes have been well studied and the North
American region we are concerned with from that vantage
point. In the former case, we are investigating a set of at
least ten countries differing considerably in area, popula-
tion, industrial development level and natural resources. In
these circumstances, the scholar, as a rule, cannot do with-
out a rather unwieldy set of tools to establish the fact of a
definite correlation (or its absence) in the dynamics of
even highly aggregated macro-economic indicators in so
many, and such different, countries.

As to the North America case, we are studying the mech-
anism of the interlocking of the economies of only two
countries—the USA and Canada. And although they differ
greatly in the scale of the economy, its sectoral structure,
the extent to which it is involved in international exchange,
it is often easier to obtain answers to many even very com-
plex questions than in studying processes in Western Eu-
rope. In most cases neither the construction of complex
functions nor correlational analysis add anything signifi-
cant to conclusions reached as a result of comparing and
correctly interpreting similar indicators or their dynamic
series for the two countries.” As to various kinds of struc-
tural parameters, i.e. all sorts of coefficients, indices and
quotas calculated on the basis of comparable statistics,
in studying only two countries relatively extensive oppor-
tunities open up for the application of these parameters, a
fact taken advantage of in describing the specific course of
integration within the USA-Canada regional complex. It
is to be kept in mind that in comparing any of the two
countries’ indicators account was taken of the approximate-
ly ten-fold gap between them in overall scale of economic
activity and many decisive parameters (such as the popula-
tion size and GNP).

Let us point out some other apparently quite important
methodological particularities of the present study of the
rise of an integration complex in North America. Thus,
while not forgetting about the USA, the author carries out
the analysis mostly from the ‘‘Canadian side”. It is not
because the author is partial to ‘“‘our neighbour across the
North Pole”, but due to the lucidity with which this ap-
proach enables us to show the mechanism of the two
economies.
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This work is also marked by heightened attention to da-
ta concerning the mutually complementary nature and mu-
tual penetration and interlocking, on that basis, of the eco-
nomies directly in the production sphere. In a number of
cases such data may be obtained on the basis of structural
analysis of macro-economic indicators, figures on sectoral
production and relevant commodity flows, on long-term
capital movement within the region and so forth. However,
generalisations may be also drawn from studies on the
micro-level, i.e. involving data concerning investment-pro-
duction-marketing complexes of individual transnationals
operating on both sides of the Canadian-American border.

Another structural and methodological particularity of
this study is that critical reviews of theories and specific
assumptions by Western authors on the range of problems
dealt with in the work are presented as we go along. At-
tention is focussed both on a polemic against theoretical
views contrary to the Marxist understanding of the meaning,
forms, aims and consequences of economic integration un-
der capitalism and on using all the valuable results obtained
by North American scholars, principally those who belong
to the progressive current in social thinking, in investigating
actual processes in the regional economy, to lend weight to
the conclusions and appraisals contained in the book.

The study of North American integration is based on ex-
tensive statistical material from Canada and the USA as well
as both countries’ press. In a number of cases, the author
has critically revised data drawn from works by North
American scholars, including works published in the joint
series by the C.D. Howe Institute (Canada) and the Na-
tional Planning Association (USA). The author was mostly
interested in a description of the latest phase in the form-
ing of the USA-Canada regional complex and, therefore,
the contemporary state and prospects in the integrational
system, which explains the enhanced attention to sources
and publications of recent times. If not otherwise indicat-
ed, all value indicators are quoted in Canadian dollars.

In elaborating the book’s theoretical part it was very
useful to compare the standpoints set forth in different re-
ports concerning the attitude to foreign capital, issues in
economic and financial policy, as well as prospects in bi-
lateral and multilateral trade liberalisation. The reports
were sponsored by various ministries, agencies and public
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organisations in the last years of the Liberal government and
after the Progressive Conservative Party headed by Brian
Mulroney came to power.

The book logically falls into two large parts in the first of
which regional economic integration is considered as an
objective process, largely spontaneous under capitalism, the
central place in which belongs in North America to massive
export of American capital to Canada. The second part con-
siders at great length the trade aspects of integration, in
particular problems and prospects in further liberalisation of
exchange of goods and services within the region, including
the chances of a comprehensive bilateral trade agreement of
an integrational nature. Certain general theoretical conside-
rations on problems of internationalisation of economic life
in the contemporary capitalist context precede the concrete
analysis of the rise and functioning of the interstate econo-
mic complex in North America.

' V.1. Lenin, ‘“Imperialism, the Highest Stage of Capitalism”’,
Collected Works, Vol, 22, Progress Publishers, Moscow, 1977, p. 261.

® See: V. I. Lenin, “Critical Remarks on the National Question’’,
Collected Works, Vol. 20,1977, p. 27.

3 M. M. Maximova, Basic Problems of Imperialist Integration,
Mysl Publishers, Moscow, 1971, p. 23 (in Russian).

* In this connection we should mention the particular theoreti-
cal value of the above study by Maximova and also single out the
book by Y. V. Shishkov, The Rise of an Integration Complex in
Western Europe: Trends and Contradictions, (Nauka Publishers,
Moscow, 1979, in Russian), the first major Soviet research papers
where the category of regional economic complex was profoundly
dealt with in political economic terms as applied to the capitalist
economy.

5 A. D. Borodayevsky, USA-Canada: Regional Economic Com-
plex, Mysl Publishers, Moscow, 1983 (in Russian).

¢ See: Canada-United States Relations, Vol. Il (Canada’s Trade
Relations with the United States), The Standing Senate Committee
on Foreign Affairs, Ottawa, 1978,

7 For example, the fact is confirmed in the econometric study
widely known in North America, Canadian-American Dependence
by Canadian economist R.J. Wonnacott. On the basis of matrix
analysis according to the cost-output method, the author reaches
conclusions concerning the nature and main spheres of mutual influ-
ence between economic growth in Canada and in the USA which
virtually completely coincide with those that were reached without
any mathematics and were widely circulated in the Canadian aca-
demic community in the early 1960s (R.J. Wonnacott, Caneadian-
American Dependence. An Inter-Industry Analysis of Production
and Prices, Amsterdam, 1961).



Chapter One

General Theoretical Remarks Concerning the Problem
of Economic Integration

In the 19th century, the industrial development of the
capitalist centres had had such a strong feedback effect on
the sphere of international economic relations that the
world market itself acquired a new quality. The multiple
system of the international division of labour arose in the
course of acute rivalry between industrial powers. Britain’s
industrial hegemony was relegated to the past, and prac-
tically all the countries progressing along the industrial
road obtained a ‘‘niche’” on the world market and adopt-
ed specialisation of output both in relation to the needs of
neighbouring countries and opportunities for sale in the co-
lonial periphery. A truly world-wide market emerged, a
development Lenin associated with capitalism and the
spread of capitalist relations.!

It is the attaining of a certain maturity by capitalism in
a national framework by the turn of the century and the
appearance on that basis of a stable stereotype of relations
between individual countries reflecting the social division
of labour between them that marks the development of a
world market into a world economy.

Major changes occurred primarily in trade relations be-
tween industrial capitalist centres. If before the industrial
revolution European countries exported almost exclusively
surplus goods produced by artisan processing of their own
raw materials, now, with the emergence of international
specialisation on a more productive machine basis, a major
role was played by foreign raw material sources these coun-
tries possessed as a result of colonial conquests and colo-
nial trade, and also by specifics of demand and the capacity
of immediately adjacent markets. For example, France and
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Holland, countries that had managed to gain possessions in
Africa, Southeast Asia and other places in time, specialised
in processing colonial raw materials not only for local mar-
kets. but also with due account for the needs of their “‘dis-
possessed’’ neighbours, Germany above all.

Thus, in the process of the rise of the world economy
the closest trade relations emerged primarily between
countries with obviously complementary structures of the
economy (chiefly raw material colonies and industrial
colonial powers) and also between neighbouring countries.
In the former case, the ‘“‘general” division of labour between
producers and consumers of raw materials, one that remains
basically unaltered even today, was vividly displayed; in the
latter, there was a considerable development of the divi-
sion of labour of the “‘particular’ type® based on special-
isation in commodities (products) within sectors and aimed
at gaining advantage owing to lower production costs as
compared with neighbouring countries and to the terri-
torial proximity of their markets.

The foundation on which rests the edifice of world cap-
italist economy is the international division of labour. The
latter is most directly manifested in commodity flows and
international trade. But trade, the world market and the
entire range of international economic relations do not add
up to the world economy, just as metabolism and all the
functions providing for the vital activity of the living body
do not add up to the body itself.

In addition to world trade, the interaction between na-
tional economies and individual production units consti-
tuting the ‘“flesh and blood”’ of the world economic body
is secured by international movement of capital, the labour
force and other factors of production. Karl Marx wrote:
‘““The bourgeoisie has through its exploitation of the world
market given a cosmopolitan character to production and
consumption in every country... All old-established national
industries have been destroyed or are daily being destroy-
ed.”? The internationalisation of capital which goes hand in
hand with the internationalisation of production itself, and
the rise of the latter’s directly international variety, plays a
particularly important part.

From the early 20th century on, the principal form in
which the world-wide tendency towards internationalisa-
tion of economic life was manifested was the export of cap-
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ital from the imperialist centres to the periphery which
as a result received a powerful impulse for development
along the capitalist road. The export of capital in entrepre-
neurial form was increasingly frequently accompanied by
the development of the monopolies’ foreign production ap-
paratus, the building of new factories, mines, etc. introduced
into the system of division of labour within the compa-
ny as its integral part. Similarly, the international capitalist
division of labour of the ‘‘general” and the ‘‘particular”
types was often supplemented by specialisation and coope-
ration (by parts or by individual operations) within the di-
rectly international production complexes of the monopo-
lies (division of labour “‘in singular” developed beyond na-
tional boundaries). Vladimir Lenin believed that a very im-
portant feature of capitalism in its highest stage of develop-
ment was the ‘‘so-called combination of production, that is
to say, the grouping in a single enterprise of different
branches of industry”. The individual links in the interna-
tional production complexes arising in this way are either
“the consecutive stages in the processing of raw materials”
or are “auxiliary to one another.”® Thus, vertical-integra-
tion trusts and concerns of the carly 20th century in many
respects anticipated the production and organisation struc-
ture of modern transnational corporations.

The sphere of international trade has also undergone
profound change in the transition to imperialism. The mo-
nopolisation of domestic and world commodity markets
inevitably led to the appearance of international cartels
which Lenin regarded as “‘one of the most striking expressions
of the internationalisation of capital”’. The world market
was divided among the rivals, yet the rivalry remained be-
cause an acute struggle immediately began for its redivision
“in proportion to capital” and “‘in proportion to strength.””

Capitalism’s advent to the monopoly stage marked the
world market’s final development into the world capitalist
economy. The internationalisation of market exchange was
supplemented by the internationalisation of capital on the
basis of its energetic export from the ‘“overripe’’ industrial
centres. Lenin was well aware of the close relationship
between the export of capital and internationalisation of
production. Warning that merging and migration of capi-
tal from different countries should not be regarded as mere
“interlocking”’, he pointed out the underlying process of
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international “‘socialisation of production” itself.®

As to the postwar period, the main factor causing serious
changes in the conditions of monopoly competition and
strengthening the role of stable long-term trade relations
and an energetic exchange of capital between industrially
developed powers has undoubtedly been the intensive
advance of the scientific and technological revolution.

The Scientific and Technological Revolution and
the Tendency Towards the Emergence of Directly
International Production

In the last three or four decades competition on the
domestic markets of the capitalist countries and in world
trade has acquired particular acuteness, the terms of that
competition have changed significantly, and so have the
participants. The irreversible process of the fall of the colo-
nial empires altered the problem of securing foreign mar-
kets, reliable sources of raw materials and profitable spheres
for application of capital for the former colonial powers.
The energy crisis that shook the West during most of the
1970s marked the beginning of the breakdown of the
system of unequal relations between the imperialist centres
and the neocolonial periphery of the capitalist world. In
its turn the growing conflict between the “‘industrial North”
and the ‘“agrarian South” provided fresh impulses for the
expansion and deepening of the international division of
labour among the industrially developed capitalist states.
Therein lay one of the important sources of the stepped-
up growth of their mutual commodity exchange whose
growth rates were considerably higher than expansion of
world trade as a whole. This factor also contributed to the
spreading of new long-term forms of international economic
relations in the given group of states, advancing the aspect
of reliability to the forefront and increasing demands for
stable and uninterrupted supply.

Unprecedented in scope, rates and depth, the qualita-
tive surge forward in the development of productive forces
emerging in the first postwar decades opened up new op-
portunities for structural improvement of the capitalist
economy and a rise in efficiency and was accompanied by
major changes in that economy’s inner mechanism and
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organisational structure. Thus, the abrupt increase in the
optimal size of enterprises and possibilities for choice of
technology virtually in all the manufacturing industries
provided a fresh impulse for concentration of production
and centralisation of capital and development of coope-
ration links, including international ones. This was also
the reason for the new scale and forms of financial resource
mobilisation for industrial construction, renewal of plant,
introduction of new technology and improvement of the
infrastructure, organisation of research and many other
kinds of long-term investments.

Wide application of assembly lines and continuous pro-
duction processes contributed to the spreading of large-
batch mass production. This, in turn, required much larger,
truly mass markets and largely complicated the problem
of product sale for most companies.

As a result, functioning private capital and virtually all
industrial companies were faced by a choice: either to stick
to conservative forms and methods of production, out-
dated technologies and product range, risking to lose their
products’ competitiveness and relying mostly on protec-
tionist government policies, or to find financial and mate-
rial resources at any cost, energetically introduce the latest
achievements in science and technology, attaining high tech-
nical and economic standards of output and relatively
stable sale of a considerable part of the commodity mass on
foreign markets. The advanced companies in most countries
(virtually regardless of the capacity of the domestic market)
sooner or later chose the latter way, a more difficult one
but more promising.

Involving major investments in production expansion and
modernisation, in research and new technology and also a
greater role of marketing and export services, the latter
way made it necessary as a rule to establish broad interna-
tional relations along several lines. The organisation of con-
temporary large-scale production is organically interrelated
with the development of specialisation and cooperation,
increasingly often by enlisting foreign partners. The prob-
lem of attracting financial resources for major projects
is also solved with increasing frequency by drawing on for-
eign sources, which is accompanied by transfer of stock,
setting up of joint-stock companies and other forms of in-
ternational interlocking of capital. Many companies use for-
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eign achievements in science and technology, purchasing
licences, complete plant and technology and inviting foreign
experts and consultants. All this leads to the establishment
of close production links, and occasionally to the uniting
of separate spheres of activity by collaborating companies.
Finally, monopolies have to either set up their own sales
facilities abroad or resort to the services of local trade and
agent companies in different countries, or else set up joint
sales companies. All company activities are marked by the
desire to transcend national frontiers, because that is the
only possibility to launch large-scale specialised produc-
tion. The international relations that arise under this stereo-
type are stable and long-term by nature—whether on the
basis of specialisation and cooperation, internationl inter-
locking of capital, scientific and technical collaboration or
development of foreign sales networks and financial services.

All the above also holds for trade and supply practices
of monopolies in the basic manufacturing industries such as
steel, non-ferrous metals, chemicals, petroleum refining and
pulp and paper. In our day such industries increasingly rely
on mass-scale deliveries of raw materials from foreign
sources. Sophisticated modern technology, continuous
production processes, high rates and stringent demands
made on the quality of raw materials explain the need for
many companies to conclude long-term contracts and other
forms securing stable technological relations with suppliers—
foreign companies or their own subsidiaries abroad.

As a source of extremely dynamic and deep-going struc-
tural changes, the scientific and technological revolution
thus insistently forces national economies to interact more
and more actively within the frame of the world capitalist
economy. It contributes to the intensification of interna-
tional economic relations, above all within the group
of industrially developed capitalist countries, crcates pow-
erful incentives for the further advance of the interna-
tional division of labour, and opens up new, broad horizons
for the process. And if scholars like to speak of the divi-
sion of labour being inexhaustible even in respect to the
economy of a separate country with its limited natural
resources and production capacity, how much more jus-
tified the appraisal is for the sphere of international eco-
nomic relations whether on a regional or on a world capi-
talist basis!
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Processes of international specialisation and coopera-
tion involving the above-mentioned principles of ‘“‘gene-
ral”, ‘particular’’ and ‘‘singular’’ division of labour are
equally inexhaustible. It is indisputable that in a context
of the scientific and technological revolution the advance
of these processes both in a functional and a spatial di-
mension has been stepped up sharply, they have acquired
new meaning, the mechanism of their interaction has been
developed and improved (in which the international di-
vision of labour is extended and deepened in practice), and
organisational forms become more extensive and varied.
Works by Soviet economists touching upon the question
point out, for example, ‘“the transition from international
specialisation by product to such specialisation by part”’,’
the appearance and development of ‘“production-technolo-
gy complexes within and between industries connected
through specialisation and cooperation by part and by in-
dividual operation’® and also the fact that exchange within
companies of product components has acquired an interna-
tional character.

However, division of labour within industries, even if
it is on an international scale, can hardly be regarded as
something completely new, associated exclusively with the
scientific and technological revolution. Specialisation by
commodity (product) developed practically during the
whole industrial age in the course of the spreading of large-
scale machine industry together with the evolution of the
sectoral structure of production. At the same time, the
extension of division of labour ‘“in singular” beyond the
individual enterprise, whether within the national produc-
tion complex or the ramified structure of the modern
international monopoly, is indeed a fundamentally new
feature marking a qualitative change in the development
of social production and the entire system of internation-
al economic relations. The present international division
of labour by part and by operation is the highest stage in
its development so far; it leads to close interlocking and ac-
tive mutual influence of national economies. It should be
kept in mind, however, that at the beginning of the century
Vladimir Lenin wrote about the tendency for the developed
commodity economy ‘‘to transform into a special branch of
industry the making not only of each separate product, but
even of each separate part of a product — and not only the
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making of a product, but even the separate operations of
preparing the product for consumption”’.’

Considered from the vantage point of profound politi-
cal economic meaning, the development of the interna-
tional division of labour simultaneously stands out as an
equally large-scale and important process of the inter-
national socialisation of production. In such an approach,
an analysis of the scale and forms of production concentra-
tion, and concentration and centralisation of capital within
the international framework, comes to the forefront. And
at the same time, all this reflects the internationalisation of
economic life and more specifically, the internationalisa-
tion of market exchange, capital, production, technology,
research, etc.

A lot of new things are happening in the sphere of in-
ternational trade today, and the most remarkable of the
stable changes that have occurred in the last decades was,
it would seem, the relative fall in the role of usual com-
mercial trade as compared with commodity turnover serv-
ing stable technological (production) relations inside the
company or on the basis of long-term cooperation and
contract relation. Marx’s keen observation that “it is not
commerce which revolutionises industry, but industry
which constantly revolutionises commerce’”® has been
confirmed. At the same time, as distinct from cartels of the
end of the last century, contemporary cartel agreements are
not a precondition but a result of domination by trusts and
concerns.

The most important result of all these manifestations of
the growing tendency towards internationalisation of mar-
ket exchange, production and capital is directly interna-
tional production by modern large-scale industrial monopo-
lies and the monopolies themselves—whether in the form
of transnational corporations or multinational firms aris-
ing as a result of the merging of functioning capital belong-
ing to two or several countries.

Until now we have dealt mostly with changes in the in-
ternational division of labour within the group of developed
capitalist countries. According to some estimates, up
to 75 per cent of what is known as international produc-
tion based on foreign investments, and specialisation and
cooperation inside companies is located in these countries.
The relevant output has in recent years exceeded the scale
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of world capitalist export. It is to be noted that in some
instances stable technological relations securing the func-
tioning of international production are established without
the participation of the parent monopoly in the capital of
the smaller foreign companies involved in specialisation. The
contract and subcontract relations established instead of
such participation draw the junior partners into the sphere
of influence of the monopoly, make them dependent in
technology on the coordinating company, but guarantee a
sufficiently profitable sale of an amount of specialised
output known in advance, which explains their interest in
such a symbiosis.

A lot of new things are also happening in the division
of labour along the North-South direction. The only thing
that remains the same is the unequal character of the
developing countries’ participation in world economic
relations within the capitalist system. Of course, they in-
creasingly enjoy the technological benefits of Western civi-
lisation, join the structure of relations renewed by the
scientific and technological revolution, but still as junior,
exploited partners.

The new pattern of interaction between the two groups
of states clamoured about in the bourgeois press boils
down to the fact that pure agrarian and raw material spe-
cialisation of most developing countries has been supple-
mented by the transfer to these countries of functions in
supplying the industrial centres with ‘‘rough’ (material-
and labour-intensive) output of the manufacturing indus-
tries based on traditional technologies and relatively simple
in terms of quality and range, and often involving consider-
able ecological damage to the countries to which the rele-
vant production is being transferred. The industrial powers
leave the science-intensive specialisation for themselves,
securing dominating positions in the entire system of the
international capitalist division of labour.

Linked with foreign monopolies by contract or in other
ways the national industrial companies play the role of
dependent auxiliary elements in the technological “‘string”
created by the transnationals, fulfilling necessary but
simple or auxiliary operations and receiving modest pro-
fits. The industrialisation the developing countries desire
so strongly is gaining ground, but the technological gap, the
lagging behind the “‘industrial North”’, continue to grow.
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The example of the ‘“new industrial states’’ such as Bra- |
zil, Argentina, Mexico and some countries and territories in
Southeast Asia and the Pacific region shows what a hard and
thorny road leads to the capitalist ‘‘industrial club” and
how far even the leaders of the developing world are from
full membership in that club.

Not at all restricted to the developed part of the capi-
talist world, internationalisation of economic life does not
yield the same, or even comparable, effect for all the
countries taking part in it. Capitalist internationalisation
knows its ““favourites’’ and its ‘‘stepchildren”’.

Migration of Capital: Catalyst for
Internationalisation of Production

No doubt, if internationalisation of production develops,
it cannot but exert a strong feedback effect on the interna-
tional movement of capital, stepping it up tremendously.
It is also indisputable that the export of capital in the form
of direct investments particularly contributes to production
becoming international.!! It is important as well to point
out that, originally a phenomenon resulting from the rela-
tive surplus of capital in the imperialist centres, the ex-
port of long-term capital in our day has turned into a pow-
erful means for advancing international socialisation of
production and moving it beyond the bounds of the nation-
al state that have become too narrow.

The above is particularly obvious from the fact that in
the last decades differences have been virtually erased in
the group of developed capitalist states between countries
exporting capital and those importing it. Instead of the
flow of capital in one direction, from the USA to Western
Europe, for example, capital now migrates intensely in both
directions. As a result, direct foreign investments by West-
ern European countries in 1978 (158,100 million US
dollars) considerably exceeded direct foreign investments
in the region (133,800 million US dollars). Direct American
investments abroad (168,100 million US dollars), however,
were four times greater in 1978 than the total direct invest-
ments by all the developed capitalist countries in the USA,
which indicates the particularly active and large-scale role
played by American monopolies in developing international
industrial business, while for Japan the gap was 12-fold
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(26,800 million and 2,200 million US dollars respectively).! 2

Traditionally the principal foreign investors, the develop-
ed capitalist countries have now become the main field for
application of foreign capital in the context of the scientific
and technological revolution. In the current export of
capital by the industrial capitalist states, all the developing
countries of Asia, Africa and Latin America put together
received on an average only 30 to 33 per cent of total new
direct investments in the 1970s. About a third of the
foreign direct investments accumulated in the developing
world belonged to Western European investors and about 60
per cent to American investors. The following factors
oppose the tendency for international investors to direct
excessive efforts to the developed regions of the capitalist
world: instability, recessions in their economies, as well as
the still acute energy situation and the rise of the above-
mentioned system of the new international division of labour
providing for a considerable increase of foreign investments
in the manufacturing industry of the developing states.

Soviet researchers agree that foreign investment pro-
vides a stronger and more stable basis for the internation-
al interaction of national economies than traditional market
relations, although the latter also acquire a new quality, a
formerly absent stability, at the present high stage in the
internationalisation of economic life.

The international industrial monopolies in the form of
transnational corporations are the owners of an overwhelm-
ing majority of direct foreign investments accumulated
by the developed capitalist countries in each other’s econo-
mies and in the developing world. These corporations are
distinguished by the existence of large assets abroad emerg-
ing on the basis of export of capital in the form of di-
rect investments, and also, as a rule, by a high share of
output sold on foreign markets. There are many more
such monopolies than multinational corporations formed as
a result of the merging of capitals belonging to different
nations (Royal Dutch-Shell, Dunlop-Pirelli, Agfa-Gevaert,
and others).

The latest report published by the UN, Transnational
Corporations in World Development, contains data on
382 international industrial monopolies, among which
American ones prevail. The total turnover (sales) of the
largest 20 transnationals (12 of them were American)
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constituted nearly 800 billion US dollars in 1980, and
of the top 50 companies more than, 1,250 billion.'?
According to various estimates, international monopolies
control from one quarter to one third of the gross na-
tional product in the capitalist world, from three fifths
to two thirds of the export and over nine tenths of direct
foreign investments by developed capitalist states. In our
day, foreign output produced by the transnationals has
considerably exceeded world capitalist export, and the
production capacity of the subsidiaries of American trans-
nationals is 4 to 5 times greater than commodity export
directly from the USA. Almost a third of all mutual trade
between industrially developed countries takes on the form
of deliveries inside a few hundred trans- and multinational
corporations.

The turning of the transnationals into full-fledged par-
ticipants in international economic relations, often compa-
rable with whole states in power, has been accompanied by
profound structural changes in world commodity flows.
It is the emergence of powerful production facilities belong-
ing to the transnationals abroad and the establishment of
stable cooperation links between separate international
parts of the production process that led, for example, to
the fact that about a third of all capitalist import and up
to three fifths of the trade in machinery and equipment
consist of intermediate output (product components).!?
In confirmation we may refer to an estimate made by the
prominent Canadian researcher Wallace Clement according
to which up to three fourths of the foreign trade turnover
of the foreign companies in Canada falls to intracompany
exchange.! *

Seeking higher profits the monopolies resolutely tran-
scend national boundaries, building their production and
sales strategy with due account for natural and labour
resources and markets virtually throughout the capitalist
world. Answers to questionnaires sent to companies show
that in extending their production activity abroad about
two thirds of the companies intended to strengthen and
widen their market positions, and also gain access to cheap-
er manpower than “at home”. As a rule, 30 to 40 per
cent of the companies refer to savings on transport costs,
associate foreign investments with the possibility of avoid-
ing tariff and non-tariff trade barriers, and the desire to
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avoid losses due to fluctuations of currency rates. Fi-
nally, 5 to 15 per cent of the companies regard such fac-
tors as lower taxes, cheap land, lower expenditures on
measures for environmental protection and the like as
incentives for investing abroad.'® In any case, according
to some estimates, in transnational corporations the sur-
plus-value rate and profit rate prove to be practically
twice as high as in corporations without foreign branches
and subsidiaries.! ’

The organisational structure of monopolies is often
formed depending on the way in which they obtain foreign
production and technological links. The bosses of the
transnational usually seek to combine in an optimal way
centralised management of the concern as a single whole
with utmost freedom of action locally. Undoubtedly, mana-
gement of their own affiliates and subsidiaries abroad is
carried on much more rigidly than of branch plants with
participation of local capital. But the advantages offered by
the parent company to its foreign partners in industrial
cooperation in whose capital it does not have a decisive
share are much less. There is usually not enough scope in
relations with such partners for using transfer prices enabl-
ing costs and other indicators to be calculated in individual
countries so as to minimise taxes, stimulate certain trends in
growth, research and development, and so on. By means of
transfer prices, for example, activities carried on by certain
enterprises belonging to an international diversified concern
may be financed from profits obtained in other production
units.! 2 Of course, such deals are more successful when
foreign partners of cooperation are under the financial
control of the parent coordinating company.

On the whole, most modern transnationals display a
clear trend for more rapid growth of foreign assets, pro-
duction capacities and sales as compared with the expan-
sion of the parent company’s activities ‘‘at home’’ as well
as the growth of its export directly from the country it
is based in. This trend, however, is more typical of Ameri-
can and Japanese transnationals than of Western Euro-
pean ones, apparently a result of the influence of the Euro-
pean Economic Community.

The spreading of the phenomenon of the transnational,
a child of the scientific and technological revolution, sig-
nified a serious change in the monopoly structure of bour-
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geois society and opened up one of the most important
trends in the latest evolution of capitalism’s relations
of production.

Internationalisation of Economic Life and Integration:
the General and the Specific

It was shown above that in a context of scientific and
technological revolution, internationalisation of economic
life increasingly acquires a universal, truly global nature.
Although within the capitalist system the main field in
which the process develops are the relations between pri-
vate capital of the industrialised powers, internationali-
sation is also to be seen in the sphere of economic rela-
tions between the imperialist countries and the developing
states. Here, it often results from the active penetration
of the latter states’ economies by the capital of the mod-
ern neocolonialists.

At the same time, the extent and rates of internationali-
sation of production and capital are not at all similar in
separate parts or subsystems of the capitalist world. In the
overall picture of the spontaneous development of interna-
tional links on the level of private capital, several major
regions have become outlined sufficiently clearly: the most
lively flow of goods, investment resources, new technology
and know-how is observed inside these regions and between
them.

First, there is Western Europe where major avenues of
international relations lie between states on the continent
and between the continent and the British Isles. The second
region has clearly emerged in North America where an in-
creasingly dense fabric of international exchange links the
economic potentials of the USA and Canada. West Europe
and North America together form an enormous, although ra-
ther amorphous, Atlantic superregion. Finally, there is more
and more reason to talk about the rise of a special economic
region in the Pacific where lines of intensive economic ex-
change fan out linking another centre of modern imperia-
lism—Japan—with its neighbours across the ocean—the USA,
Canada and Australia. Thus, the most outstanding examples
of the process of economic life’s internationalisation are con-
centrated in specific regions of the capitalist world and along
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definite highroads of interregional exchange.

It is to be recalled that in the early stages the develop-
ment of international economic relations was effected
mostly on the basis of the division of labour between pro-
ducers and consumers of raw materials or in view of the
geographical proximity of industrial centres in different
countries. Today the effect of traditional structural-spa-
tial factors of economic regionalism is largely neutralised
by new processes engendered by the scientific and techno-
logical revolution. In particular, an important motive is
the already mentioned desire of the companies to improve
technical and economic production standards and raise
their output’s competitiveness by deepening specialisation
and extending cooperation links on the broadest possible
international basis. This opens the way for internationali-
sation of production and capital for countries with simi-
lar economic structures—virtually irrespective of whether
they belong to one or different economic regions—and
broadens the limits of their complementary efforts and,
thereby, the possibility of deepening ‘‘particular’’ and
“singular’’ division of labour between them. At the same
time a revolution has occurred in transport in recent years
(the appearance of supertankers and large cargo ships,
container deliveries and so on) weakening restrictions
having to do with distances and transportation costs.

Thus, the effect of many technical and economic fac-
tors preventing the development of relations between re-
gions has been gradually weakening, at least in the indus-
trial part of the capitalist world. That, however, does not
mean that the tendency towards regionalisation of the
world capitalist economy is losing momentum. Moreover,
the tendency is even growing stronger as a result of the
aggravation of competition on world commodity markets,
under the impact of the energy crisis and in a context of fi-
ercerivalry between the three centres of modern imperialism.

There is a certain ‘‘changing of landmarks’’: interna-
tionalisation of economic life is becoming a universal
phenomenon, while processes of the drawing closer of
countries on a regional basis have acquired a new spe-
cific form—the form of economic integration. Growing on
the foundation of the internationalisation of production
and capital as its highest but very specific and transformed
form, regional integration represents a definite dialectic
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negation of the global nature of that process reflecting a
tendency to limit it to a group of states. It is in this sense
(and only in this sense!) that integration is opposite to
usual, pre-integration forms of internationalisation, since
it involves a qualitative change as a result of which
relatively large economic areas stand out in the world
capitalist economy acquiring a whole, integrated inner
structure in many respects and, with it, the special qual-
ity of an international (interstate) economic complex. When
objectively-derived integrational processes at the level of
private monopoly capital are supplemented by elements of
economic-political integration, the rise and ‘‘cementing”’
of such complexes is accompanied by the establishment
of special conditions within them, the emergence of their
own institutional structure and, thereby, of a specific
economic climate under joint legal, regulative and other
measures on an interstate (and subsequently, perhaps, on
a supranational) basis.

It is possible to discern certain important general fea-
tures inherent in regional integration developing on the
basis of capitalist relations of production. As we see it,
the following features should be singled out. Integration
grows out of the internationalisation of economic life as
its highest, transformed form; therefore, it is an objectively
derived and, apparently, practically irreversible process. It
is of a complex nature, proceeding at several levels, in dif-
ferent functional spheres and forms, combining elements
of spontaneity with deliberately regulated state activities.
Occurring mostly within an economic basis which it active-
ly restructures, that process at the same time acquires
a political colouring involving a number of legal and other
elements of the superstructure and may be accompanied
by restriction of the national sovereignty of the countries
taking part in integration. The drawing closer and growing
mutual dependence of states in a given region, arising in
the course of the internationalisation of economic life,
develop during the integration stage into mutual penetra-
tion leading to the interlocking and merging of national
reproduction processes. The progressive transformation of
national economic structures that occurs increases their
mutually complementary nature, while the structures
themselves gradually change into the elements of a broader
economic system, becoming integrated in the ‘“hyperstruc-

30



ture” of the regional interstate complex. An important
feature of imperialist integration is that far advanced mo-
nopoly concentration and centralisation of capital and
production, and international interlocking of separate
national groups of finance capital serve as the direct econo-
mic basis of that integration. Finally, it is necessary to point
out that not only the first and the third phases of the
turnover of social capital belonging to the countries taking
part in intergration (phases occurring in the circulation
sphere) are internationalised and integrated within the
regional complex but also its second, central phase, produc-
tion itself, the actual process of the creation of the commo-
dity, i.e. ‘“the intertwining of the turnover of aggregate
national capital as a whole’” ? takes place.

This is where the principal line separating integration
from pre-integrational forms of the internationalisation of
economic life lies. Individual components of the complex
integration process, particularly in the sphere of economic
activity and decision-making by private companies, may
| be not different from manifestations of internationalisa-

tion of production and capital in other parts of the capi-
talist world. The whole question is whether these compo-
nents are synthesised into a new, integrational quality,
whether they provide for the emergence of a regional
“hyperstructure’’, whether national reproduction proc-
’ esses interlock as “‘separate phases of a process”.?®
The integration system is indeed formed out of indi-
| vidual integration processes known as ‘‘partial integration”,
‘ but in itself, taken separately, each such process, each part
is still not integration. Only in their totality, in their syn-
thesis are they capable of producing a fundamentally new
state of the regional economy—an integration system in
the form of an interstate economic complex which is not
identical to the simple sum of the national economies.

In the course of the internationalisation of economic
life the decisive part is played by factors connected to the
general needs of the development of productive forces, and
in the choice of actual forms of international collaboration
a great deal depends on the nature of the participating
countries’ social system, whereas in the rise and develop-
ment of integration an enormous, often decisive signifi-
cance is taken on by the specific history of the countries
and the region itself. Each of the regions in the capitalist
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world involved in integrational processes has its ‘‘set’ of
general and specific factors under whose immediate impact
the tendency towards integration is manifested. This is
why such processes develop specifically in individual re-
gions and the elements (‘‘partial integration’’) are related in
different ways, i.e. the edifice of an interstate economic
complex is custom-tailored out of differing ‘‘building mate-
rials”’. If it is taken into account that not one of these
edifices has been completed yet, integration as it is ob-
served under modern conditions represents the process
of “building’’ rather than the end result. But even in their
completed form, the edifices of integration complexes
may differ considerably from each other by the range of
parts and their relationship, ‘‘internal layout”, ‘finishing
materials” and the like.

It is obvious, for example, and this will be quite clear-
ly demonstrated below, that the EEC economic system and
the emerging USA-Canada regional economic complex have
largely differing mechanisms. While in the case of the
EEC joint legislative and regulating activities by the states
concerned were the initial point and still remain an inal-
ienable part of the emerging integration system, in North
America, where perhaps even greater mutual penetration
and interlocking of the national economies of two major
industrially developed capitalist countries has been achieved
than in the EEC region, the instruments of economic-poli-
tical integration have hardly been used until now and the
integration-oriented initiative actually comes from private
business. Moreover, in the latter case activities by national
states are often directed precisely at squashing that initiative
and unilaterally controlling the integration process to pre-
vent spontaneous and showballing development of events.

Be that as it may, any variant of regional integration
occurs in two interrelated but still different layers: at the
level of separate capitalist companies which in their every-
day economic activity objectively implement private mono-
poly integration and at the level of relations between states
when the regulating and supervisory (unilateral or joint)
activities carried on by government bodies clear the way for
international interlocking of production and capital within a
certain group of countries or secure the functioning of
special integrational instruments thereby implementing
state-monopoly integration.

32

e e NS



At this point it should be stressed once again that eco-
nomic integration is a typical product of dialectic develop-
ment in the course of which the strengthening of some
features and properties of the initial phenomenon is accom-
panied by the weakening or total disappearance of others,
resulting in the emergence of a new quality. Just as inte-
gration results not simply in the adding up of economic
structures but in the rise of a new structure, a new econom-
ic entity with its properties and specific features, the
transformation of the internationalisation of economic life
into integration gives rise to the tendency towards narrowing
of geographical limits within which the process occurs while
the intensity and depth of the process increase considerably.
That is why imperialist integration has a clearly regional
nature. It is also important that its state-monopoly instru-
ments help secure and consolidate interlocking and even
merging of the relevant countries’ economic structures.

In order to better understand and graphically imagine the
specifics of integration as a transformed and ‘‘condensed’
form of the internationalisation of economic life, it is
appropriate to resort to another analogy. Let us imagine a
vessel with a saturated solution of some substance; only as
distinct from a real solution, the density is not the same in
different parts of the vessel. In one of these parts, where
density is particularly high, quantity turns abruptly into
quality and a crystal begins to be formed. Although the
change into another physical state is incomplete and the
crystal’s bounds are amorphous, it differs significantly
from the surrounding solution. The crystal and the solu-
tion are one and the same substance, and an exchange of
molecules even takes place between them, yet they differ
from each other in physical state and certain properties.

The analogy is tentative, but the model we obtain close-
ly resembles real processes in the world economy. Indeed,
internationalisation of economic life and integration are of
one ‘“‘substance’’ and possess many common manifestations.
As something specific, integration may be singled out by the
“‘crystal lattice” forming the inner structure of the crystal
and absent in the surrounding solution. The reference is
to the functional interlocking of national reproduction
processes and the directly international regional production
arising on that basis. It is integration of the production
sphere which lends economic relations within the region
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particular stability and, in a certain sense, makes them
irreversible. Additional strength is lent to the ‘lattice”
(in the case of the EEC, for example) by the existence
of developed interstate integration instruments capable
of preserving the ‘‘crystal’” state of the substance and
its increasing alienation from the surrounding ‘‘solution”.

In any case the chief constituent feature of the integra-
tion complex is, thus, socialisation of the central phase
in the turnover of capital on the basis of regional interna-
tionalisation of production leading to the stable inter-
locking of national reproduction processes. The network of
varied stable relations between individual elements in the
national economies becomes so thick and dense that a
fundamentally new phenomenon emerges—functional-struc-
tural interdependence of these economies within the frame-
work of a broader system—the regional integration complex.
Thereby, in the integration process ‘‘production, technical,
economic and legal-political interdependence of national
economies develops into mutual penetration and inter-
locking of the national processes of social reproduc-
tion’”.*

Thus, it is the underlying phenomenon of the interlock-
ing of national reproduction processes on the basis of
deepening division of labour in the region which the ex-
change of commodities reflects and services, rather than the
large-scale, intensive and stable trade exchange between two
or several neighbouring countries in the region, that expres-
ses the essential meaning of their economic convergence and
growing mutual dependence within the emerging integra-
tion complex.

It would seem that among the other features of the
rise of an integrated economic system the most impor-
tant is interlocking of private monopoly capital within
the region in the form of international industrial corpora-
tions locating the principal elements of their investment
and sales complexes on the territory of the countries sub-
ject to integration (which is highly characteristic, in par-
ticular, of the North American transnationals). Indeed,
the existence in some region of a ramified production ap-
paratus owned by the numerous ‘local’’ transnationals,
i.e. companies mostly representing the capital of a par-
ticular country in the region, inevitably indicates that the
countries belonging to it are going through an extremely
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high stage in economic interaction—the integration stage.

As a rule, the interlocking of national economic mech-
anisms (also chiefly at a private monopoly level) is also ex-
pressed in the rise of a common regional market of loan
capital, the chief precondition for which is free exchange
of the national currencies between the countries being
integrated, and its most obvious manifestation is a high
degree of correlation in the interest rates and other indices
of the monetary market.

As to unification of the economic policies pursued by se-
veral states, particularly in the form of resorting to com-
mon instruments of economic regulation or the setting up
of specific institutions and organisations with ‘‘integrational”
functions of a general economic, foreign trade or sectoral
nature, their existence or absence does not, as we see it, serve
as a sufficiently reliable criterion to decide whether an inte-
gration complex with two or more countries taking part is
being formed in the region or it is internationalisation of re-
gional economic life in its usual, pre-integration forms.

Finally, it is necessary to point out that in the modern
capitalist world processes of the internationalisation of
economic life in its highest (integration) and conventional
(pre-integration) forms develop simultaneously, and in
many respects parallel to each other; occurring in different
countries and groups of countries these processes intertwine
with each other. In regions involved in integration, such as
Western Europe and North America, interference by ‘“‘third
parties’’ gives rise to particularly quaint combinations of
local and external factors which together determine the
nature, forms and trends in the development of the regional
economy. Thus, the rise of an interstate economic complex
in the EEC all these decades has been accompanied by the
rapid development of the American (and subsequently
Japanese) monopolies’ European business. It was an under-
standing of the importance of the latter fact that gave rise
to the sensational statement by the French journalist
Servan-Schreiber that it was possible that the world’s third
greatest industrial power, after the USA and the USSR,
“will not be Europe, but American industry in Europe”.??
It is to be noted that in North America, too, integration is
unable to secure the emergence of a closed, purely regional
interstate economic complex.

Whether on a regional basis or in the overall system of
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the world capitalist economy, internationalisation of market
exchange, production and capital solves certain problems
facing private business while inevitably giving rise to other,
often equally difficult ones. It serves as a source of acute
contradictions both within individual countries and in
the sphere of interstate relations. Suffice it to point out
that in working out their financial, production and sales
policies transnational corporations pursue their own busi-
ness interests which do not necessarily coincide either
with the interests of the states where their subsidiaries
are located or the interests of their own countries.? 3

The destabilising, contradictory influence of the trans-
nationals on the capitalist economy is clearly shown in
the following statement by T. Ya. Belous: “The transfer
of part of the international monopolies’ production capac-
ity outside national boundaries by means of capital flow,
on the one hand, gives rise to relations of dependence and
subordination in the capitalist world and consolidates
these relations and, on the other, engenders new contra-
dictions and introduces additional elements of instability
into the structure of the world capitalist economy. There
are growing clashes between monopolies and collisions
within companies.’” 4

The appearance of multisectoral, diversified production
and sales complexes of transnationals whose individual
branches are often scattered throughout the world extreme-
ly exacerbates the contradiction between the growing
organisation and planning of economic activity within the
monopolies and the increasing instability, unpredictability
and anarchy of economic processes in the world capi-
talist economy (the latter development often largely due
to the monopolies). “One of the causes of the difficulties
facing capitalist countries,” writes M. M. Maximova, for
example, “lies in the enormous gap between the extent of
the internationalisation of economic life attained and the
still largely spontaneous character of the international
capitalist division of labour, international migration of
commodities, capital, labour power and so on”’.2 %

Internationalisation of economic life weakens the immu-
nity possessed by individual national economies against ex-
ternal influences, contributes to the spreading of crises and
inflation from one country to another, and the greatest
losses are suffered, as a rule, by the already weak participants
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in international economic relations. The mutual influence of
partners in regional integration is particularly strong,
of course. “When the American economy gets a cold, ours
goes to hospital, ’’ Canadians joke sadly.

Neither has it turned out to be possible to overcome the
spontaneity and anarchy in world economic processes by
increasingly frequent searches for means of coordinated,
collective influence on them by the industrial capitalist
powers. “Despite attempts at transnational regulation, the
world capitalist economy remains an anarchic and unman-
ageable system,”’ write M. K. Bunkina and V. V. Motylev.? ¢
For example, in the EEC the internationalisation of state
economic policy-making decisions, including long-term
decisions, implemented on the basis of programming turned
into the “planning of anarchy”.

It is also necessary to emphasise that, although inte-
gration is undoubtedly a progressive process involving cer-
tain optimisation and harmony of regional economic struc-
tures, its development on the basis of capitalist relations of
production involves extreme conflicts, ills, overcoming nu-
merous obstacles, occasionally aggravating old contra-
dictions and always giving rise to new, more profound ones.
This also reflects the objective incongruity of the economic
interests of the monopoly capital belonging to the countries
undergoing integration or to groups of these countries—
both on the general plane and in specific spheres, and
inter-imperialist contradictions in the region on many
cardinal issues—from ‘‘pure’’ economics to ‘‘pure’’ politics
through a broad range of intermediate conditions; and the
above-mentioned interference in regional economic proces-
ses by “third parties’’, most frequently foreign transnationals;
and the struggle between different concepts of integration,
for example, the liberal and the dirigiste approach to the
problem of using supranational instruments for state regula-
tion; and differences concerning limits, rates and forms of
liberalisation of trade within the region and so forth.

Internationalisation of economic life is one of the most
important universal trends marking the development of
“mature and overripe”’ capitalism. But whatever scale
and forms internationalisation assumes, it is patently
uncapable of overcoming the fundamental contradiction
of the moribund mode of production—the contradiction
between attempts to ‘‘organise’’ economic development
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and spontaneous private capitalist enterprise. As to Western
economic thought, its prominent proponents, in our view,
have studied world economic problems only in a rather
fragmentary manner. The investigation of integration
themes has been limited to a group of European authors,
and a coherent, independent theory of economic integra-
tion distinct from Marxist principles has probably not
been developed as yet even on the basis of EEC economic
data. As Y. V. Shishkov points out, “despite a certain in-
clination to the systems approach, most bourgeois au-
thors focus attention on some particular aspect in the in-
tegration process which, according to the given author,
represents the essence of the process”.?”’

Apparently, the following separate parts of the theory
of international economic relations are much better de-
veloped in the West: problems of motivation and the mech-
anism of the emergence of direct foreign investments,
the genesis and functional-organisational principles of
multinational corporations, the consequences of violation
of freedom of trade and interstate relations and others.?®
There is a very detailed review of contemporary concepts
of direct investments and the transnationals founded on
the theory of market imperfections, a decisive contribu-
tion to which was made by Canadian author S. A. Hymer
and American author Ch. P. Kindleberger in the fundamen-
tal collective work The Multinational Corporation in the
1980s.2°

A very consistent theory intended to explain the causes
of the currently widespread export cf long-term capital in
the form of direct investments was worked out by A. M. Rug-
man.’® Relying on the now classical analysis of the in-
fluence of trade restrictions on the setting up by monopo-
lies of their own production abroad, the author proposes
his own theory of internationalisation whose essential
meaning consists in recognising ‘‘market imperfections”,
which make the efficient functioning of international trade
impossible, as the chief driving motive for investments
abroad. According to Rugman, it is internationalisation of
production and capital that enables the multinational com-
pany to overcome unfavourable external influences having
to do, in particular, with state regulation and control.
The author refers to such “‘imperfections” when he writes:
“If the conditions for free trade exist, then there is no point
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in international production — the latter only occurs when
these conditions are removed.”®! It is to be pointed out
that internationalisation of production is practically ac-
cessible only to large corporations enjoying a monopoly
of some kind (unique resources of primary materials, ad-
vanced technology and its own output of machinery pro-
viding for that technology to be implemented, manufac-
turing several products of one type intended for different
markets, access to particularly advantageous sources of
finances, and so on). As to monopoly of technology,
Rugman quite reasonably assumes that until the possi-
bilities of foreign production for local and adjacent markets
have not been exhausted, it is premature to rely on sales
of licences and usual commodity export from the home
country and unfeasible as an alternative to setting up pro-
duction subsidiaries abroad. It is interesting that Rugman,
apparently realising the functional restrictions of his ap-
proach to the truly inexhaustible and most important
(in the contemporary world) problem of internationali-
sation, reduces that problem to a theory intended to explain
the widespread phenomenon of direct foreign investment
and equates that theory (quite logically!) with the theory
of the multinational (transnational) corporation.

It would seem that such observations, correct and in-
teresting in themselves, nevertheless cannot claim to serve as
a theoretical alternative to the Marxist-Leninist interpreta-
tion of the phenomenon of international economic inte-
gration as a typical and increasingly characteristic manifes-
tation of the general tendency towards progressive inter-
nationalisation of economic life in the specific conditions
of certain regions in the world-wide economy.

Now, let us pass from general theoretical remarks to a
description of the specific historical situation in North
America in which processes leading to the forming of the
USA-Canada integration complex have arisen, advanced
considerably and continue to develop.

'V. 1. Lenin, ‘‘Imperialism, the Highest Stage of Capitalism”’,
Collected Works, Vol, 22, p. 246,

? See: Karl Marx, Capital, Vol. I, Progress Publishers, Moscow,
1974, pp. 331-32. According to Marx, with the development of pro-
ductive forces, the division of labour *‘in general’’ (into major spheres
of economic activity such as industry and agriculture) is increasingly
supplemented by division of labour ‘‘in particular” (into sectors,
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PART ONE

THE MECHANISM AND CONTRADICTORY EFFECTS
OF THE PROCESS OF INTEGRATION BETWEEN
CANADA AND THE USA

Chapter Two

Specific Features in the Rise of the Regional Integration
Complex in North America

Each of the regions in the capitalist world involved in
integration processes has a set of general and specific
factors determining the tendency towards integration and
its concrete historical conditions in which the latter occurs.
This is why there are differences in the rise of integration
systems in various regions, specifically divergent relation-
ships between its elements and particularities in the integra-
tion mechanisms. The emergence of the USA-Canada
regional economic complex also takes place in a distinctive
manner. Integration processes here develop under the in-
fluence of a number of long-term factors having to do
with national economic characteristics, conditions of com-
modity and capital flow between them, and the like.

Among these factors mention should be made first of
all of the nearly ten-fold gap between the USA and Canada
in population size (which sets natural limits to market
capacity and the growth of the economic potential), as
well as in overall scale of economic activity as reflected
in the size of the gross domestic product (GDP) and other
combined indicators expressed in value and physical terms
(power resources, steel manufacturing, industrial and
agricultural output, and so on). It is also necessary to point
out the historically-rooted relative financial weakness of and
low initiative shown by Canadian private capital whose
development was initially overshadowed by the British
bourgeoisie and subsequently restricted by the role of
junior partner imposed on it by American Big Business.
Another important factor is the wealth of Canadian natural
resources and their complementary nature in respect to raw
materials found in the USA.
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The course of integration is further seriously influenced
by the virtually total absence of restrictions on movement
of short-term and even investment capital within the re-
gion, conversion of national currencies, deals with the
partner country’s securities, transfer of profits, migration
of labour and transfer of personal income abroad—-a whole
scope of incentives for direct intertwining of capital mar-
kets and reproductive processes.

And last but not least, there is the geographical and
concrete historical factor: territorial proximity, similar
backgrounds, capitalist economic management principles
of one type, ethnic likeness, a common language and cul-
tural traditions (whose peculiarities do not preclude eco-
nomic convergence).

In historical retrospect, the impact of all these factors
generally stimulated energetic introduction of American
capital into the Canadian economy and also the relatively
small industrial system of Canada being drawn towards the
powerful economic potential of its southern neighbour.
These factors were also instrumental in the rise of specif-
ic forms of North American integration and its mechanism.
It is to be noted here that these factors also explain the
fact that, from the outset, it developed as integration be-
tween unequals, as a system for tying Canada as a raw
material periphery to the American industrial hub.

The sum of these factors provides the key to understand-
ing both the origin of the openness of the Canadian econ-
omy, its clear gravitation towards foreign markets, its
specific production structure largely subordinated to the
needs of US monopolies, and the relatively small extent
of the economy’s internal integration; the economy tends
to fall into the sub-structures of the provinces’ economies
often more involved in economic exchange with the ad-
jacent American states than with each other. It is proba-
bly here that also lie the roots of Canadian nationalism
which has emerged as a natural response by a nation that
has arisen, strengthened its statehood, become aware of
its distinct historical path and once again faces the danger
of losing these gains and being absorbed into the genet-
ically similar yet alien American social and economic
system.
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Private Monopoly and Interstate Levels
in the Integration Process

By exporting capital in the form of direct investments
on a large scale US monopolies have created two groups of
production sectors one of which is intended to provide
stable and large-scale deliveries of industrial raw materials
and semi-manufactured products (metal ores, asbestos,
steel and non-ferrous metals, oil and gas, lumber, pulp and
newsprint) and the other to secure a monopoly position on
the Canadian domestic market of industrial goods. At the
same time, the foundations were laid for regular and ex-
tremely large-scale export into Canada of American en-
gineering products for industrial construction and main-
tenance of Canadian enterprises belonging to US monopo-
lies in operating condition, as well as for developing inter-
national specialisation and cooperation, including intra-
company exchange.

Thus, underlying the enormous scale and stable expan-
sion of trade turnover between the USA and Canada is a
deep, structural division of labour between their industri-
al companies with a decisive role played by the export of
American private capital into Canada. The two countries’
customs tariffs contributed to the existing pattern of
reciprocal commodity exchange, while the overall degree
of trade liberalisation in the region remained remote from
the ‘‘free trade’ conditions created within the EEC. The
crucial specific feature of North American integration as
compared with Western Europe lies in the fact that the
mechanism of the rise (and operation) of the USA-Canada
regional economic complex is marked by almost total
absence of ‘“‘initiative from above”’, i.e. bilateral interstate
regulating or stimulating measures. At the same time, the
“initiative from below” is clearly apparent. In other words,
the private monopoly element absolutely prevails in North
American integration so that integration processes develop
actively at the micro-economic level, involving, above all,
ties between capital as well as relations of specialisation and
cooperation between companies. American researcher
William Diebold, Jr. has remarked: ‘“The fabric of US-
Canadian relations is so closely knit below the governmental
level that the substance of the relations between the two
countries is more likely to be found there than in the

44




usual catalog of interstate relations”.! A group of research-
ers from Carleton University have indicated: ‘“The proc-
ess of internationalization by private actors in the economic
sector is far advanced in the cases of Canada and the United
States”’.?

As will be shown further on, developing hand in hand
for decades, the processes of interlocking of capital with-
in the region (mostly on the basis of the increase in scale
and extent of the structural and territorial sphere of direct
US investment) and division of labour resulted in the large-
ly complementary nature of Canada’s national economic
structure in respect to that of the USA and the close in-
tertwining of the two countries’ reproductive processes.
Soviet researcher T. V. Lavrovskaya has written: “The econ-
omies of the USA and Canada are highly interdependent,
enabling us to speak of a far-reaching process of bilateral
integration... The high degree of division of labour and a
broad scope of its logical practical outcome points to the
emerging in North America’s economy of an integrated
economic complex’’.?

The fact that in a context of free movement of factors
of production in the region US monopolies managed to
secure the Canadian economy’s development along lines
advantageous to them only serves to underscore the active
role played by private capital in the rise of the integration
system. The structure of national tariffs that had taken
shape in the 1930s established, for a long time to come, a
status quo whose basic features were a predominance of
industrial raw materials in Canada’s export to the USA
and reciprocal American deliveries of finished industrial
products intended primarily to satisfy investment demand.
As a recent study of Canadian-American relations reads:
“American tariff barriers prevented the maturation of
Canadian manufacturing industry by excluding its finished
products from its neighbour’s mass market. At the same
time Canadian tariffs had attracted foreign-controlled
branch plants that turned Canada’s economy into a mini-
ature replica of the American.”

As to the state level, the role of state bodies was largely
reduced to creating certain preconditions for private mo-
nopoly integration in the shape of an extremely specific
climate (or background) for the development of economic
processes in the region. In Western Europe the impulse
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for integration processes was provided by the introduction
of the Common Market by six countries, and the movement
of capital and labour was liberalised only during subsequent
phases, whereas in North America freedom of movement of
the two latter factors of production was a tremendous
advantage in foreign economic expansion enjoyed by the
US monopolies from the very outset and which they used
skilfully to establish their domination in the regional econ-
omy.

It is interesting that in this sphere many problems of
negative integration, as British economist J. Pinder® called
the elimination of restrictions on international movement
of factors of production, of commodities, services, capi-
tal and the like, were basically solved in North America a
long time ago and unilaterally, and not by means of govern-
ment treaties (such as the West European Treaty of Rome).
The clearing of the way for unhindered movement of goods,
however, occurred much later and to a much lesser extent
than, say, for the movement of investment capital. It involv-
ed only three, albeit large, groups of industrial products.
The opportunity of tariff-free (or low-tariff) export to the
USA of unprocessed raw materials had existed for a long
time, creating additional incentives for massive penetration
of Canada by resource-oriented American transnationals. It
is also appropriate to point out that the largest step towards
bilateral trade liberalisation—the well-known 1965 Auto-
Pact which undoubtedly contributed to further intrasectoral
division of labour in the region and development of speciali-
sation and cooperation—was made when the sector was
American in terms of capital anyway.

While on the subject, it is possible on the basis of the
experience of the North American automotive industry
(to be dealt with in detail in Chapter Six) to draw the fol-
lowing two important conclusions: first, high tariffs do
not prevent, and occasionally even stimulate, penetration
of certain sectors by private foreign capital—and even
establishment of full control over these sectors; second,
trade liberalisation, particularly on a bilateral basis, is
capable of breathing new life into the integration process,
stimulating further merging of sectoral production on a
regional basis and a considerable rise in the level of the
division of labour between the companies taking part in it
(the presence of foreign companies in the sector does not ne-
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cessarily guarantee such a rise). Quite a special question is
the distribution of benefits from development of sectoral
integration on the basis of links in capital and as a result
of trade liberalisation. In the case of the automotive in-
dustry, for example, the chief advantages both before 1965
and now are enjoyed by the senior partner of integration
controlling sectoral production and the regional market.

The rather unusual combination of liberalisation in move-
ment of capital and retention of trade restrictions gave
rise to differences in the market orientation of enterprises
located in Canada and belonging to individual sectors un-
dergoing integration. Thus, companies of the resources
sector intend an overwhelming part of their output for
export, primarily to satisfy the needs of US industry. At
the same time companies in the manufacturing sectors,
including branch plants of the US transnationals, sell
most of their output on the domestic market whose re-
stricting impact on the scale of production they feel, and
they are able to withstand foreign competition only due to
protective tariffs. It is to be emphasised simultaneously
that the capacity for ‘‘negative integration’ in the form
of trade liberalisation is theoretically quite large in the
North American region, although its prospects can hardly
be called clear (the question will be considered in Chapter
Seven).

The pattern of the international division of labour
existing in the region for many decades was marked above
all by product specialisation, i.e. prevailing division of
labour of the “‘general’’ and the ‘‘particular’ type. Product
specialisation of production units has to a considerable
extent retained its importance up to our day, although
a number of new factors having to do with the modern
scientific and technological revolution have introduced
changes. It is important to point out that there were major
objective (including organisational) preconditions for this,
l.e. close ties between the two countries’ companies in
terms of capital. Joint ownership and financial control
undoubtedly strongly facilitated development of speciali-
sation by part and by operation within regional production
complexes of the North American transnationals. In the
course of their development, processes of intraregional
division of labour of the ‘‘singular’” type encounter with
increasing frequency obstacles on their way in the shape
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of tariffs in mutual trade between the two countries re-
taining significant elements of protectionism in commod-
ity exchange of semi-manufactured and finished goods.
Internationalisation of capital and development of in-
ternational specialisation and cooperation in their progres-
sive forms thus enter into contradiction with the commer-
cial policies of both countries aimed at defending the in-
terests of national producers even at the cost of slowing
down scientific and technical progress and renouncing
potential advantages having to do with rationalisation of
sectoral production on a wider regional basis. Therein
lies one of the objective limits of private monopoly inte-
gration in a context of incomplete trade liberalisation im-
plying coordinated agreements at the interstate level.

The experience of West European integration shows
that in the course of its development an increasing role
is played by elements of ‘‘positive integration”, i.e. a set
of measures unifying the principal instruments of the par-
ticipating countries’ economic policies including tax and
credit systems, instruments of current (market) and long-
term (structural) regulation of the national economy.®
As to the North American region, such “‘positive integra-
tion”’ is virtually absent there not only in the form of in-
struments of supranational regulation that would serve ef-
fectively to restrict national sovereignty but even in the
form of simple coordination of certain unilateral economic-
policy decisions so as to avoid contradictions between them
that could reduce their effectiveness and lead to inter-
government differences.

Of course, gross inconsistencies in national economic
policies pursued by the two countries’ federal governments
do not, and cannot, occur, since the reproductive processes
within the region are largely synchronised (a high degree of
integration at the production level), and the set of instru-
ments for direct, and particularly indirect, management of
the economy are largely similar, the economy’s structure
is of the same type and so are the problems facing state
regulation agencies (employment, inflation, international
balance of payments, stimulating regional development and
positive structural changes and so on). In a situation when
the sales problem is generally aggravated, particularly in
periods of crises, the government agencies of the two
countries enter a kind of competition to secure the best
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conditions for sales (increasing state purchases, campaigns
of the Buy Canadian or Buy American kind) for ‘their
own’ firms (not according to capital but according to lo-
cation of enterprises), relatively easy access to investment
capital and so on.

A clear example of the largely spontaneous and forced
adjustment of Canada’s economic policy to US policy is
provided by the loan capital market: the interest rate of
the Canadian central bank, and in its wake, the rates of
charter banks, particularly for short-term credit on which
depends the migration of ‘“hot money’’, traditionally fol-
low the US pattern, and since the 1970s when the Canadian
dollar has been freely floated, the interest rate stably ex-
ceeds the US level to secure an inflow of capital into the
country and maintain competitiveness of Canadian ex-
porters. Canadian capitalists complained particularly vehe-
mently that credits were expensive in the period of the
crisis in the early 1980s when most private companies
suffered from an acute shortage of funds, and the govern-
ment was afraid to help: Reagan had ‘‘straddled the wave
of high interest rates’” and was stubbornly racing on (and
still does), while Canada was forced to ‘‘tune’’ even higher,
otherwise money would have flown from the country,
which was tantamount to a catastrophe under the circum-
stances.” As a general appraisal, we may cite the statement
by a leading Canadian authority, Stephen Clarkson, that
“Canada’s capital markets operated like an extension of the
U.S. money markets.?

In any case, the fact remains: the two countries’ in-
struments of economic policy retain a clearly national
character, and no mechanism has practically been set up for
even the least bit regular coordination of their use. But what
is even more important and simultaneously amazing is the
nearly total absence of any regional economic institutions.
Indeed, ‘“the two most intensely related nations’” not only
have not worked out some general treaty to regulate their
mutual economic relations but even in those spheres where
integration has gone the furthest do without the usual
working agencies. It is difficult to believe, but even fulfil-
ment of the Auto-Pact is controlled separately by the two
sides who issue their reviews of the state of the industry
every year, and often with very contradictory conclusions.

Noting that “a high degree of continentalism has devel-
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oped in the energy sector’, the authors of an authorita-
tive Canadian study point out that ‘‘this sectoral integra-
tion hinges on the dominant position of US investment
in Canada’s petroleum and natural gas industries, as well
as on Canada’s exclusive reliance on US markets... the
creation of a continental pipeline system” and so on. And
the researchers speak directly of ‘‘a minimum version of
continentalism as currently represented by the energy sec-
tor... even without the instrument of a single formal agree-
ment”’. They tend to regard ‘‘some degree of joint planning,
joint resources management, and probably also joint poli-
cy-making” as marking a ‘‘continentalism of a more inten-
sive form”, i.e. a higher step in integration. °

Soviet researchers’ opinions concerning the institutional
(trans- or supranational) structure as an inevitable part of
a mature integration system generally coincide. Thus, M. M.
Maximova links the new, integrational level in socialisa-
tion of production with the need to regulate international
economic ties and relations.!' Y. V. Shishkov believes that
‘“integration of the relevant countries’ economic policies
and instruments of those policies is an inevitable conse-
quence of mutual interlocking of national reproductive
processes” and that ‘this specific part of regional integra-
tion occurs not only within the official international govern-
ment organisations of the EEC type but also in the simplest
forms outside these, for example, in North America.!?
T. V. Lavrovskaya has this to say: “Up to a certain point,
regional integration may develop without an interstate
organisation pursuing integration aims. Such an organisation
is a possible but not compulsory attribute of the integration
process, particularly in the early phases’’.!?

The author of the present work shares on the whole
the viewpoint set forth in the above quotations. The only
specification to be made is that the absence of a regional
economic organisation or ramified network of transnation-
al regulating agencies is not, in our view, a sign of immatu-
rity or of an early stage of the integration process but rath-
er proves the strength of the American transnationals and
the effectiveness of the organisational structure of region-
al business they have developed on a private monopoly
basis, on the one hand, and the acuteness of interstate
contradictions in North America, on the other.

Apparently the American monopolists and their part-
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ners from the Canadian bourgeoisie have no particular
need for a special economic-policy mechanism, otherwise
they would have set it up or developed something similar at
their private monopoly level. Nothing of the sort exists!
Numerous sectoral and wider associations of industrialists
operate on both sides of the frontier, but so far not one
North America-wide government or private integration
organisation has been created. The joint body of American
and Canadian entrepreneurs, the Conference Board, evident-
ly should not be counted since it is concerned only with
preparing research reports and sponsoring topical con-
ferences, i.e. significantly different functions as compared
with national associations of producers. The same holds
for the Canadian-American Committee, a non-governmental
organisation bringing together businessmen, trade unionists,
scholars and other public figures from both countries.

As to the company level, the function of coordinating
economic policies is fulfilled on the basis of a participation
system, i.e. interlocking of the two countries’ monopoly
capital, and also personal links whose mechanism was
brilliantly and comprehensively revealed by Wallace Cle-
ment.'* The same aim, incidentally, is achieved at the
producer association level as a result of constant official
and unofficial contacts between their leaders and the
most influential members.

To return to our second reservation, it concerns prima-
rily Canada’s reluctance to make any commitments in re-
spect to its southern neighbour in whose powerful em-
brace it is suffocating as it is. Canadian economists Kal
J. Holsti and Thomas A. Levy have written: “‘Others argue
that given the state of public opinion in the country, it
would be impolitic to create new agencies which give the
appearance of locking Canada further into America’s
problems”.!

It is possible to agree with authors who believe that
small countries have a greater interest as a rule in creating
a mechanism for joint regulation of economic processes,
that it is vitally important for them, since alone they are
often ‘“‘unable to cope with spontaneous phenomena in
their national economy”.!'® As to Canada, concerned as
it is with the massive American presence in its economy
and attempting by all means to retain its independence
and cultural identity, its specific appearance and indepen-
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dent place in the subcontinent’s economy and politics,
it will be shown below in a convincing manner that such
considerations obviously recede into the background for
that country.

Thus, economic integration in the North American re-
gion still develops mostly ‘““from below’’ on a private monop-
oly basis, without a comprehensive interstate agreement
or special integration institutions. Being a complex, inho-
mogeneous and multifactoral phenomenon of social life,
integration is an objective process developing at different
levels (in terms of dynamics) and simultaneously an es-
tablished system existing at a given moment (from the
static viewpoint). Natural for mature (and overripe) capi-
talism, the process of regional integration develops in a
context of the struggle between trends and counter-trends,
under the impact of a large set of domestic and foreign
factors stepping up or slowing down the process in indi-
vidual layers and spheres. But if the course of that process
is irregular, and its individual parameters shifting and un-
stable, the characteristics of the integration system are
much more stable. It is precisely a system, something
formed and viable, an economic community evolving
gradually and, as a rule, progressively, without abrupt turns
in trends. The latter does not mean that under the impact of
sudden and deep-going changes in the situation, a major
decision in the field of government policy and so on, the
development of integration may not proceed in leaps and
bounds or, on the contrary, experience the strong counter-
influence of trends towards de-integration.

In its inner economic significance the rise and develop-
ment of the integration system is precisely the forming of
a regional economic complex as a largely unified interstate
economic body with closely intertwined national repro-
ductive processes and mutually complementary economic
structures. In the specific conditions of individual regions
in the capitalist world, one and the same key aim of in-
tegration—firm economic interaction, mutual penetration
and merging of national economies within the framework of
a broader ‘hyperstructure’’—is achieved under a specific
combination of elements (‘“‘partial integrations’’) enabling us
to speak of different models of imperialist integration.

It is to be recalled once again that in war-ravaged Western
Europe it was necessary to conclude (in addition to the
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sectoral agreement with the European Coal and Steel
Community) a general agreement setting up the European
Economic Community to put integration forces at the
private capital level into action. The terms of the Treaty
of Rome secured a phased liberalisation of trade among
the EEC countries along the lines of a tariff alliance and
also freedom of movement for capital and labour, thereby
solving the problems of ‘‘negative’’ integration. Quite a
complicated and ramified institutional structure was set
up—ranging from the Commission of the European Com-
munities and the Commission of the European Council
with their endless agencies, research and working groups
to the European Court and the European Parliament—
supranational organs creating an opportunity to pass to
political integration in the future. It was on this basis that
in the last decades major steps were undertaken to work
out a European (community) policy along certain lines,
apparently chief among which is the unified Common Mar-
ket agrarian policy.

The evolution of forms of Western Europe integration
from tariff alliance to economic union and in the future to
political alliance, has occurred in fits and starts involving
conflicts and acute foreign and domestic contradictions
but still enabling problems of ‘‘positive’’ integration to be
solved by means of the supranational instruments of state-
monopoly regulation. Parallel to the latter there was ter-
ritorial expansion of the nucleus of the Western European
integration system with new members joining the EEC, an
even broader zone of free trade in industrial goods was
created, and the system of the EEC’ special relations
with a large group of developing countries in Africa, the
Caribbean and the Pacific was restructured and extended.

It was economic-policy integration that cleared the way
in the region for energetic internationalisation of economic
life, for a growth of integration processes at the micro-
level manifested in expanding mutual trade between the
EEC countries, development and extension of production
links between companies on the basis of specialisation and
cooperation, an increase in the potential and broadening of
the sphere of activity of the Western European transnationals,
the emergence of multinational monopolies and so forth.
The integration processes in the region at a private monop-
oly level were closely tied to the rapid development of
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“European business’ carried on by the monopolies of
third countries, above all the USA and Japan.

As to the USA-Canada regional economic complex, its
genesis and mechanism differs considerably from the West-
ern European model. In particular, the most important
precondition for private monopoly integration was creat-
ed here a long time ago and unilaterally, albeit on the
basis of reciprocity—this was the free flow of capital across
the border which, combined with unrestricted currency
conversion and free migration of population in search of
jobs, meant the solution of a number of problems of ‘“neg-
ative” integration without any formal legal instrument.
Although tariff regulation of mutual commodity turnover
was always a far cry from free trade, it still left sufficient
scope for division of labour within the region. The divi-
sion of labour developed mostly along lines set down by
the stronger side, the US transnationals on whose initiative
and money Canada was industrialised to a considerable
extent in the 20th century. The unequal strength of the
two countries’ bourgeoisie combined with a “free hand” for
private enterprise and the specific structure of mutual
trade due to the two countries’ tariffs lent the whole proc-
ess of North American integration an unequal, lopsided
nature.

Apparently, this same free hand for private business
explains why what Marxist researchers call ‘“‘economic-
policy” integration is almost totally absent in North Ame-
rica. There are extremely few bilateral inter-governmental
trade and economic agreements in the practice of the
countries’ relations in the region and no joint institutions
such as the EEC supranational agencies at all. As to the
tools of coordinated economic policy or supranational
regulation, such manifestations of ‘‘positive’’ integration
are not to be observed in North America yet.

It would seem that this stable, fundamental feature
of the North American integration model will hardly dis-
appear in the near future, given the acute political situa-
tion in the region. Under capitalism, centrifugal forces
always exist in relations between states strengthening in-
equality in development of the integration process and lend-
ing it a conflicting and often unstable character. As to
North America, contradictions between countries here have
often taken the form of political quarrels due to the Amer-
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ican ruling circles’ imperial egoism and expansionism,
on the one hand, outbursts of ‘nationalism’ in Canada
and a more consistent and ‘‘calm’ course by Mexico aimed
at preserving and strengthening its independence, on the
other.

As a result, regional interlocking of capital develops
against a background of an alternatively strengthening and
somewhat weakening tendency towards Canadianisation (or
Mexicanisation as the case may be) of key sectors in the
national economy, while in the energy industry, for exam-
ple, since the beginning of the 1980s there has been a
marked weakening of the system of control over production
and sales which was formed during two decades and had
secured the USA’s absolute domination of the petroleum
and natural gas industry in North America (see Chapter
Four). Undoubtedly, all this complicates and slows down
the internationalisation of economic relations and interna-
tionalisation of capital' 7 characteristic of mature capitalism
and makes it rather unlikely that something similar to the
Treaty of Rome or special integration institutions of the
EEC type will appear in the region in the near future.

The Institutional Structure of the Regional
Economic Complex

Nevertheless, one should not underestimate the impor-
tance of existing interstate institutions which in some in-
stances have displayed their influence and some degree of
effectiveness.

The first such organisation—the International Joint
Commission (IJC)—was founded back in 1909 to watch
over fulfilment of the Canadian-American agreement on
coastal waters. This old bilateral intergovernmental organ-
isation usually does not take any joint political decisions
(although it has the authority), but confines itself to making
recommendations to national governments. Nevertheless, its
activity is rather effective, since its recommendations
concern mostly technical aspects of problems and are based
on unbiassed opinions of experts. Suffice it to say that the
commission elaborated the terms of large-scale bilateral
projects such as the St. Lawrence Seaway and development
of the Columbia River’s water resources. ‘‘No organization
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or institution has been more of a bulwark in the mainte-
nance of strong and productive US-Canadian relations,’’ was
what American authors S.R. Tupper and D. L. Baily
wrote about the IJC in a book marking the hundredth
anniversary of the Canadian confederation.'® The impor-
tance of the commission’s activities is magnified by the
fact that it has under its direction more than twenty bodies
of a more specific, mostly research, nature.

In the sphere of economic policy-making the most in-
fluential organisation is apparently the Canada-USA Min-
isterial Committee on Trade and Economic Affairs set up
in 1953. Securing a high standard of discussions of bilate-
ral economic and trade problems, the committee is still
regarded as insufficiently effective, since it convenes only
occasionally. Elaboration and finalisation of the terms of
the Auto-Pact is considered to be its major achievement.
The committee could be made more effective, according
to many, if a working body were set up at the level of
deputy ministers to meet more regularly and prepare the
ground for taking more responsible interstate decisions.

Since 1959 members of the Canada-United States In-
ter-Parliamentary Group—12 US congressmen and the
same number of Canadian members of parliament—come
together at annual sessions. However, these meetings are
social occasions rather than business affairs.' °

All in all, 18 bilateral intergovernmental agencies existed
in the mid-1970s; of these, five (the oldest) were concerned
with questions of frontier waters and off-shore fisheries.

A total of eight organisations set up between 1940
(Permanent Joint Board on Defence) and 1958 (Canada-
United States Ministerial Committee on Joint Defence)
are called upon to secure effective adjustment of the Cana-
dian armed forces and military industry to the needs of the
Pentagon’s militaristic complex. Chief among these organi-
sations is the notorious NORAD (until recently the North
American Air Defence Command) whose institution in
1946 meant that Canada’s air force and anti-aircraft de-
fence systems were involved in a single North American
system controlled from Washington. It is only too well
known that NORAD activities include deployment of US
missiles and military forces on Canadian territory, and the
fact that in 1981 the organisation was renamed the North
American Airospace Defence Command means, as the
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Canadian Communists see it, that it is intended to involve
Canada further in US aggressive plans and the strategic
arms race.’® Since the late 1950s a special body oversees
fulfilment of the terms of the United States-Canadian De-
fence Production Development Sharing Programme (for
further details, see Chapter Six).

In addition there are organisations to coordinate mone-
tary and financial aspects in relations between the two
states (the Canada-United States Balance of Payments Com-
mittee founded in 1963), joint upkeeping of national parks
(the relevant commission was founded in 1964), regulating
contradictions in the field of trade in agricultural products
(the Canada-United States Technical Committee on Agri-
cultural Marketing and Trade Problems, set up in 1967).

According to Canadian researchers, the most clearly
“integrational’’ are those intergovernmental organisations
whose jurisdiction includes questions having to do with
the territorial proximity of the two countries (coastal
waters, fisheries, ecology of the frontier zone). So, with
some reservations, are the military organisations of the
NORAD type. As distinct from these, organisations intended
to settle acute trade, monetary and financial problems have
a minimum of integrational features, i.e. are uncapable of
elaborating decisions to any extent binding on both
sides.2!

However, most of the bilateral negotiations having to
do with coordination of mutual interests in trade, eco-
nomic, social and other fields do not fall on these intergo-
vernmental organisations, but on official and ‘‘direct infor-
mal”’ contacts between departments and responsible officials
in ministries and agencies. Some coordination of such
contacts is carried out by quite numerous bodies at the
US Congress (for example, subcommittees on economic
policy and inter-American economic relations of the US
Congress Joint Economic Committee) and Canada’s Fed-
eral Parliament (the Standing Senate Committee on For-
eign Affairs). Since 1973 this has also been the respon-
sibility of a special Under Secretary of State for Foreign
Affairs (so far no other country has been accorded the
honour of a top official in the US State Department con-
stantly looking after relations with that country).?? In
the press and research publications one often finds state-
ments to the effect that ‘‘a unique and special relationship
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has developed over the past three decades, founded on
compatibilities of interest and views and good working rela-
tionszhgps between diplomatic and governmental person-
nel”.

It is to be noted that the sides have quite different
potential opportunities to influence each other. As early
as the beginning of the 1960s when the features of inte-
gration were not so clearly apparent, Hugh G. J. Aitken
acknowledged that virtually any foreign-economic decision
in Washington was bound to influence the Canadian econo-
my, but Canada, in its turn, could only indirectly influence
the decision-making mechanism in the USA and only if
its interests coincided with those of some pressure group
in that country.?® This does not mean, however, that one
should disregard the possibilities of the ‘“Canadian lobby”’
in Washington, particularly since it includes people from
numerous powerful US transnationals operating in Canada
and often sharing the interests of its national producers.?*
Nevertheless, according to a widespread belief, ‘‘Canada
has fewer cards to play in any game with the United States,
because of the disparate degrees of dependency’?® be-
tween the two countries undergoing integration.

In the context of the growing economic and political
conflicts in the region on the threshold and at the begin-
ning of the 1980s many people in Canada expected ‘“‘a
shift away from the easy informality that has frequently
marked inter-governmental relations’.?” Indeed, as many
students of Canadian-American relations remarked, since
autumn 1981, they underwent the ‘‘most acute crisis ... in
living memory”’.2® This led to the disappearance of the
“quiet accommodation [which had] characterized the way
the two capitals dealt with each other” in the previous
decades when their relationship ‘““was truly special by con-
temporary international standards’’.? °

This was largely a personal ‘‘achievement’’ of Ronald
Reagan who introduced the tough and uncompromising
line into American-Canadian relations which they lacked
previously (uncompromising in the bad sense of the word,
as the absence of the desire to solve problems by means
of negotiations and mutual consultations). Even in Carter’s
times, however, ‘the specialness of Canadian-American
relations was more apparent than real’’, because there
definitely were ‘perceptible divergences in the definition
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of some of their major national interests’’.?°

Yet the crisis of the early 1980s in Canadian-American
interstate relations, a major role in the aggravation of
which was played by the protectionist actions sponsored by
the Republican administration, ended just as unexpectedly
as it had started, and even before the Conservatives headed
by Brian Mulroney came to power in Ottawa. This did not
mean that the objectively existing (and growing) contra-
dictions underlying the crisis were successfully resolved
(the influence of Reagan’s protectionism on the course of
and prospects for mutual trade between the two countries
will be shown in Chapter Six). It was just that a more or
less normal dialogue was resumed, and the situation in
interstate relations at all levels acquired its usual appearance
excluding “‘raising a row and being unpleasant in public”.®?

This was particularly obvious in the course of the March
1985 Canadian-American summit meeting. At the talks in
Quebec Reagan showed himself unusually compliant as re-
gards the settlement of a number of sore questions from the
standpoint of Canada’s interests, including fishing in coastal
waters and US purchases of Canadian components of mili-
tary hardware. For his part Mulroney did not insist on the
acid rain issue which was in the focus of acute discussions
filled with caustic remarks, mutual reproaches and accu-
sations.3?

In one of the latest joint publications of the C. D. Howe
Institute and the National Planning Association devoted to
problems of Canadian-American cooperation, a whole sec-
tion dealt with settling differences in bilateral relations. The
author of the book David Leyton-Brown expressed the
hope, in particular, that ‘“‘In time, a new set of norms and
principles or pattern of behaviour can be expected to re-
store more predictability to the way issues are handled in
the relationship”. He regarded this as particularly impor-
tant due to the enormous mutual dependence of the two
countries.? 3

Describing the regional mechanism for coordinating
economic interests, mention should be made, finally, of
the encrgetic talks delegates from Canadian provinces have
conducted in Washington and the capitals of individual
states and the respective talks held by officials from US
states in Ottawa, Edmonton, Vancouver and other cities.
Once again researchers remark a heightened activeness by
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the authorities of Canadian provinces which, in our view,
may be judged as a sign of the Canadian side’s greater
dependence on economic and political decisions taken by
the neighbour in the region, and not only at the federal
level. Thus, according to one estimate, in the mid-1970s
there were more than a thousand spheres of interaction in
which US states cooperated with Canadian provinces.?*

Nevertheless, one often finds complaints in the Cana-
dian press concerning the weakness of the institutional
structure called upon to settle conflicts in bilateral econom-
ic relations or help avoid them. No wonder that at the end
of 1983 and beginning of 1984, in the course of prepara-
tions for, and talks on, further ‘sectoral” liberalisation of
mutual trade held against the background of the revival of
protectionist moods in the USA (a paradox of Reaganom-
ics), Canada discussed the question of setting up a private
body humorously called Canada Inc. which would provide
national companies with commercial and political infor-
mation and lobby on their behalf among US business circles
and also in the Congress.?

Concluding this short review of the basic elements in
the mechanism of the operation of the USA-Canada regional
economic complex (excluding trade to be specially dealt
with in the second part of the book), we would like to
indicate once again that the relatively few tools for coor-
dinating economic policy and their restricted functions
in our view reflect not the weakness but, on the contrary,
the intensity of integration processes in the subcontinent’s
economy developing chiefly at the private monopoly level.
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Chapter Three

Integration of Unequals: Benefits and Disadvantages
for the Canadian Side

Canada’s social and economic history is the history of
a settlers’ colony, a ‘‘white dominion”, turning into a high-
ly developed, politically independent state of monopoly
capitalism.

European colonisation of the territory of modern Canada
was known to have begun in the 17th century, but its eco-
nomic development really went forward in the last century,
particularly after Britain was forced to grant its North
American possessions self-government.

The settlers brought with them not only production ex-
perience and knowledge, not only the desire to lend a hand
in developing that rich and primeval land, but also capital.
British and French colonists went overseas with their fam-
ilies and savings hoping, by investing their labour and mon-
ey in the lands, forests and minerals of the New World,
to obtain higher profits than investments in the European
home countries, where cruel competition left no hope for
quick enrichment, would yield. Canada lived up to the
hopes of the pioneers of its development, and caravans of
vessels sailed across the ocean carrying wheat, furs, fish,
bacon, lumber, asbestos and ores to Europe. The ships took
back machine tools, agricultural implements, dredges and
also new orders and extensive returns on the export. In an
unrestrained urge to expand its economic territory, US
capital overflowed its northern border and established itself
in the most easily accessible and best explored provinces of
Quebec and Ontario. With it came industrial methods of
extracting minerals, advanced techniques for concentrating
and processing raw materials, the experience of assembly
line manufacturing and an army of highly skilled engineers,
construction workers and managers.

62



An unprecedented struggle began between the imperi-
alist powers for Canadian raw material sources, spheres of
capital investment promising enormous profits, and domi-
nation of the country’s rapidly expanding markets where
economic progress was almost exclusively based on im-
port of advanced technology and the population rapidly
increased not without the help of immigration.

Lenin wrote that ‘“The export of capital influences and
greatly accelerates the development of capitalism in those
countries to which it is exported”.! Indeed, stimulated by
intensive inflow of capital from abroad, Canadian capital-
ism rapidly developed extensively and in-depth. The fron-
tier of economic development rolled further north and
west, transcontinental roads were built, extraction of ores
and minerals grew, industry established itself as a sphere for
investment of capital, above all foreign capital. All this
required large capital outlays which contributed to rising
concentration and centralisation of capital.

Despite the Great Depression of the 1930s which seri-
ously slowed down Canada’s industrial development and hit
primary material exporting industries particularly hard
(by this time they were working mostly for the US market),
by the start of the Second World War Canada had already
emerged as an industrial-agrarian power. At the same time,
basing its development largely on the inflow of foreign cap-
ital, Canada acquired the sufficiently clear-cut features of a
dependent country with a unique industrial structure.
In 1937 mineral and pulp-and-paper raw materials and
semi-manufactured products accounted for 37 per cent of
industrial output, and machinery and equipment of all kinds
for less than 12 per cent (in Great Britain it was 24 per
cent and in the USA—25 per cent), chemical products—
3 per cent, consumer goods—28 per cent (in Germany
36 per cent).

However, US capital began to penetrate the Canadian
economy on a particularly large scale in the postwar deca-
des. It was in the same period that the national bourgeoi-
sie grew significantly, Canadian monopoly capital formed
definitely as the chief force opposing US monopolies and
being in contradictory partnership with them on the basis
of joint exploitation of the country’s natural and man-
power resources.

In our day Canada is a country with a 25-million popu-
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lation, 80 per cent of which is located along the southern
border (there is a joke that Canada is four thousand miles
long and fifty miles wide). Up to 58 per cent of the in-
habitants live in cities with a population of over 100,000
people. The per capita energy consumption level is five
times greater than the average world level, and the cost
of hydroelectric power is the lowest in the capitalist
world.

It is Canada’s particular destiny that, after having left
Britain’s imperial orbit, the country entered the strong
gravitational field of the United States of America and has
been there since. At the same time, a sovereign, politically
independent state, Canada economically constitutes not a
unified highly integrated national economic entity but
rather a conglomerate of mini-economies of the individ-
ual provinces virtually linked by stronger trade and other
bonds to adjacent US states than to each other. This large-
ly explains the dual and contradictory position Canada
occupies in the economy of the North American subconti-
nent and the world economy as well as in the system of
international relations as a whole.

Describing Canada’s position on the North American
subcontinent, and in particular its relations with the USA,
the Canadian Communists say that their country ‘‘is neither
a colony nor a semi-colony” and that ‘“‘Canadian monopoly
is more than a junior partner of U.S. imperialism”.? But
they are the first to warn of the danger of a closer alliance
with the largest imperialist power.

Firmly belonging to the ‘“top ten’’ in the capitalist world
in overall scale of economic activity and foreign trade and
the “top five’’ in the respective per capita figures, it also
leads, for example, in such parametres as the sum of for-
eign direct investments in its economy or international per
capita long-term debt. In the structural respect Canada is
a country with the highest share of the non-productive
sphere in the GDP and one of the lowest shares of the |
manufacturing industry among the group of developed {
capitalist countries.

The country is extremely heavily involved in world
capitalist trade. The ‘‘export quota” estimated for the
whole national economy constitutes about 30 per cent,
while the share of commodity export in the output of '
Canadian material production approaches two thirds. Im- |
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port of goods and services also covers about 30 per cent of
| domestic demand. At the same time the structure of Cana-
dian foreign trade is marked by serious disproportions lend-
ing Canada the qualities of a dependent country, and the
share of its principal trade partner, the United States of
America, in national export and import consistently ex-
ceeds 70 per cent.

Canada’s dual position in the international capitalist divi-
sion of labour consists in the fact that, being one of the most
active advocates of further trade liberalisation at numerous
talks in GATT (which fact reflects its objective interests as
an exporter), Canada’s customs tariff remains among the
most protectionist ones in the developed capitalist world.

It is universally acknowledged that one of the strongest
parts of the Canadian economic system are its banks distin-
guished by the highest concentration of financial resources
in the world. At the same time almost no other country
draws such large loans abroad as Canada.

The country’s position in the West’s military-strategic
system is also contradictory. On the one hand, in the size
of direct per capita military expenditures it occupies the
next to last place among all NATO countries, while the
share of these expenditures in the country’s GDP (2.1 per
cent in 1984) was two fifths of the average figure for NATO
members (6.8 per cent for the USA). On the other hand,
due to its participation in NORAD Canada occupies an
exceptional place in Washington’s military-strategic plans,
while the growth of its military expenditures in 1981-
1984 alone was 73 per cent.?

Canadians are proud of the fact that the telephone was
invented in their country, insulin discovered, that Cana-
dian engineers were among the first to design hydrofoil
vessels, that the Telidon two-way videocomputer system
adopted in many states was developed by Canadian compa-
nies, that the CANDU nuclear reactor is highly valued and
used at nuclear power plants in dozens of countries, that
the Telesat Canada is operating the most high-capacity
communications satellite in the West, Anik C-3, that the
US Shuttle spacecraft was equipped with a Canadian-made
manipulator, that Canada is the homeland of powerful
snowmobiles and various modern machines for use in the
Far North, and that its mining, drilling, construction,
pulp-and-paper equipment is famous throughout the world.
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Table 1

Some Macro-economic Indicators for North America,
Western Europe and Japan

North America Western Euré)g% Japan
Canada Total 19 largest
b countries (the Ten)
1 2 3 4 5 6 7
Calculated according to the official
exchange rate (1983)
20 2,882 2,297 1,157
GNP (billions of dollars) 3,305 315 8:8
Sha}‘e ip the GNPs of the industrialised ok 4.0 46.2 36.8 29.3 14.8
capitalist countries (per cent) .
7.2 — 9.7
Per capita GNP (thousands of dollars) 14.1 12.7 14.0
Calculated according to the actual purchas-
ing power of the currencies (1982)
3.041 — — - 2,622 1,254
GDP (billions of dollars) s
Share in the GDPs of the industrialised = _ . _ 31.0 14.8
capitalist countries (per cent) o
. = — 9.7 10.6
Per cavita GDP (thousands of dollars) La.l___ R ——— A S —
1 2 3 4 5 6 7
Net output of the manufacturing industry
(1981, billions of dollars, 1975 prices) 446.7 37.0 483.7 467.0* - 252.6
Net output of agriculture (1982, billions of
dollars, 1975 prices) 55.4 8.8 64,2 89.1%* — 25.0
Export (1982, billions of dollars) 212.3 68.5 280.8 701.6 — 138.9
Share in the export of industrialised
capitalist countries (per cent) 17.3 5.6 22.9 57.2 = 11.3
Output of electric power (1982, billions
of kWh) 2,304 388 2,692 1,743%** - 581
Oil output (1982, millions of tons) 426 62 488 145%%* — 0.4
Coal output (1982, millions of tons) 707 22 729 267%%*x* — 18

* 11 largest countries
** 12 largest countries
*** 17 largest countries
Calculated according to: Statistical Abstract of the United States, 1985, U.S. Government Printing Office, Wash-
ington, 1985, pp. 847, 855-56; World Development Report, 1984, Oxford University
Press, New York, 1984, pp. 229, 231, 235.




At the same time research and development is regarded
as the weakest part of the industrial system, and the techno-
logical dependence involved is considered as a consequence
of foreign control.* It is to be recalled that commercial use
of the telephone, insulin and other Canadian discoveries was
begun not ‘“‘at home” but in the USA—and then returned to
Canada as imports of foreign-made products.

On one occasion the coming 20th century was called
Canada’s century. It is now coming to a close, yet the ex-
ceptional role of the Canadian nation in the world com-
munity is not to be observed. Moreover, possessing unique
natural resources the country occupies a largely subor-
dinated, peripheral position in the international division of
labour and is forced to fight for its national identity against
the powerful economic and political invasion from outside.
“Rich, industrialised, underdeveloped country’, ‘‘the
world’s wealthiest developing country” is how modern
Canada is described despite its clear membership of the
club of rich industrial states, the leaders of the capitalist
system.® Being an ‘‘average’ imperialist power, Canada,
nevertheless, has some qualities of a dependent country, this
being a result of its long involvement in imperialist inte-
gration as a weaker member.

At the same time the United States was, and is the main
industrial power of the capitalist world which possesses a full-
blooded, highly integrated and ramified economic structure
and an independent and rapidly developing scientific and
technical base. As to integration, it undoubtedly strengthen-
ed the US economy further providing it with a firm raw ma-
terial base, creating incentives in the form of an exten-
sive regional market and opening up broad opportunities for
profitable and strategically important investment of capital.

It would seem that the regional integration complex
rather than just the US economy constitutes the economic
foundation on which the strength of imperialism’s Ameri-
can centre rests today. It is possible to assert that even at
the cuwrrent phase in North American integration the im-
perialism of the USA pursues a foreign policy taking into
account the combined might of the two countries forming
the regional economic complex where the webs of power
are in the hands of the leading US monopolies. All this
considerably strengthens US positions in the interimperialist
rivalry with Western Europe and Japan (See Table 1).
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Structural Consequences for the National
Economy

During its entire 120-year-long history Canada’s econom-
ic development was decisively influenced by three quite
different factors, all, however, pushing it in one direc-
tion.

The first factor has to do with the country’s exceptional
natural resources. The extensive lands of the prairie prov-
inces, accessible for development and situated in a moderate
climate zone, were a natural basis for the rise and progress
of productive agriculture largely working for the market.
The country’s forests, second largest in the world in area
and timber resources, opened the way for the development
of a large-scale lumbering and pulp-and-paper industry. A
variety of rich ores and mineral resources lying at a small
depth on the Canadian sheet (the provinces of Quebec and
Ontario), the enormous petroleum and natural gas depos-
its in Alberta, promising iron and copper ore deposits
as well as coal in British Columbia directly near the Pacif-
ic coastline enabled mining and processing of a broad
range of minerals to be conducted on a scale far exceeding
the country’s domestic needs.

The second factor is due to the demographic situation
and the social and psychological traits of the Canadian
bourgeoisie. The rather small population concentrated
along the southern border constitutes in economic terms
a relatively narrow market, but one that from the outset
| acquired high European and American consumer standards
| and displayed a demand for approximately the same range
of goods as the ten times more numerous population of
the neighbouring USA. In this sense, despite any trade and
political barriers, the domestic market formed under the
decisive impact of the American consumer stereotype—
as a specific but genetically related extension of the Unit-
ed States market.

Another contributing feature was the national bour-
geoisie, which was formed in the dominating light of the
British colonial elite and passed under the leadership of US
monopoly capital in the 1920s and 1930s, quickly assum-
ing the role of junior partner in developing the economy
of its own country. This is described at length in books
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published in Canada as well as the USSR.® It is to be not-
ed that the financial weakness and low initiative of the
Canadian bourgeois, their willingness to be content with
secondary roles provided they received a sufficient share in
total profits, gave rise to a situation when development of
industry was deliberately contracted out to foreigners and
Canadian interests proper were concentrated in banking, the
utilities, trade and the services. A specific ‘‘division of
labour” arose and was secured for many decades bet-
ween the Canadian and the US capitalists on the basis
of joint exploitation of Canada’s natural and manpower
resources.

Although it introduced its changes in the mechanism of
this ‘“‘unequal collaboration”, the notable consolidation of
the positions and extension of the financial possibilities
of national monopoly capital in the postwar period did not
abolish it. Only recently have some of the Canadian in-
dustrialists acquired a ‘“‘healthy’’ business energy prompt-
ing them to enter the technological race, attempt to seize
their own niche in the world capitalist production of
high-technology items, and prevent the scientific and
technological revolution from leaving them behind.

And the third, but far from least, factor which has had
a profound impact on the country’s entire economic devel-
opment and, thereby, has contributed to the forming of
the modern structure of the Canadian economy with all
its unique features and shortcomings, is the constant and
massive presence of foreign, above all US, capital. This
involves not only the field of gravity created by the USA’
proximity and reflected in the Canadian market, but rather
the direct intrusion into the country by US monopolies
with their financial resources, economic interests, technol-
ogy, management principles and organisational experi-
ence.

Before World War II having resolutely squeezed out Unit-
ed Kingdom, US monopoly capital established itself in the
Canadian economy, subordinating Canada’s national de-
velopment to its own strategic interests. The latter interests
consisted in gaining and holding for itself the Canadian
market, flooding it with the products made by its branch
plants, taking advantage of the system of ‘‘imperial prefer-
ences’’ to penetrate the other markets of the British Com-
monwealth of Nations with its products and, finally, to
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create a territorially close and politically reliable raw
material base in Canada. The latter aim was particularly
alluring, because it involved the opportunity not only of
large-scale export of US equipment during the realisation of
the resource projects but also laying the basis for a steep
expansion of US production specialising in processing
Canadian mineral resources, thereby deriving not only raw
materials and profits from Canada but also jobs.

In the latter question, the interests of national Canadian
and US capital clashed soonest. In regard to forest resources
Canada managed to settle the situation in its favour quickly
and effectively (back in 1910-1911, a ban was introduced
in the country on export of timber which forced the USA
in 1913 to abolish the import duty on newsprint opening
the way for the unhindered development of the Canadian
pulp-and-paper industry). On the contrary, in the mineral
field the policy of the US transnationals remains a source
of acute contradictions in Canadian-American relations
since the US monopolies strive to restrict their part in Cana-
da’s mineral production by mining and concentrating the
raw materials leaving the real, deep processing for them-
selves and locating the most profitable highest links of the
production chain in the USA.

The extraordinarily favourable political climate and
generous tax and other benefits for investing companies
contributed to an intensive inflow of capital into the
country both in the 1920s-1930s and after the war. Until
the 1920s profits from operations in Canada were not
taxed at all, and until the second half of the 1960s a lower
tax rate on profits in the form of dividends (5 per cent
instead of 15 per cent) was applied to the ‘“‘guests”.

Even in the 1970s and 1980s, after the Liberal govern-
ment introduced state control over new investments and
adopted a National Energy Programme, to be dealt with
below, Canada’s federal and provincial governments con-
tinued to apply essentially the same favourable treatment
to foreign companies as to national firms. Such a govern-
ment course in respect to foreign capital, which remained
invariable in principle despite the Canadianisation policy
officially proclaimed by the Liberals and was even inten-
sified in the last two years of the Trudeau government
speaks for itself. When the seats of the ruling party in Ot-
tawa were occupied by the Conservatives, among the first
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measures of the new cabinet in the economic field was a
revision of the system of state control over foreign invest-
ments and repeal of the few points in the National Ener-
gy Programme discriminating against the US oil mono-
polies.

In general, regardless of the party in power, the govern-
ment course unambiguously indicates that national mono-
poly capital does not intend to put an end to the partnership
with the US transnationals in developing the country’s
economy, but would only like to introduce certain changes
in the terms of that partnership reflecting the overall
strengthening of its positions both within the country
and on the scale of the North American region.

The firm, in some sectors even decisive, positions of
US monopolies in Canada’s economy and their vast role
in determining the direction of its industrial development
were largely instrumental in shaping the general scope and
specific forms of involving the country in the regional divi-
sion of labour. The place Canada has been allotted in the
North American economy is clearly reflected in the unique
structure of its industry, in the strength and weakness of
its various components, and finally, in the complicated set
of problems facing the country. In an analytic document
of the Communist Party of Canada that place is described
in the most general terms as follows: “In fact, the world
capitalist division of labour has largely assigned Canada the
role of being a supplier of raw materials, a role which
militates against the creation of jobs in Canada, reinforces
the under-development of Canada’s manufacturing sector,
and worsens Canada’s balance of payments problems.””’
This description may be supplemented by the observation
that Canada is also regarded as a natural market for the sale
of various science-intensive products of the modern manu-
facturing industry of the USA and of the latter’s chief
rivals among the industrial powers. Canada’s role in the
world capitalist economy also involves, in particular, un-
pleasant consequences for the country, such as relatively
low growth rates of the economy and export trade, and low
efficiency of many industries capable of holding their
own against foreign competitors only due to tariff pro-
tection.

The clearly apparent slowing down in economic growth
rates leading to a decrease of Canada’s share in the world
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capitalist economy is regarded as a particularly distressing
symptom for the country. Thus, if in 1960-1974 the GNP
on an average increased 5 per cent a year (in constant
prices), and in 1975-1978—3.5 per cent, in 1979-1983 the
average growth rate fell to 1.2 per cent—almost a third of
the previous figure—and there was virtually no growth in
per capita terms (a mere 0.1 per cent a year). However, the
latter period included the year 1980 when the GNP growth
rate was less than 1 per cent, and the year 1982, acknowl-
edged as the worst in the country’s postwar period, when
the physical size of the GNP was reduced by 4.4 per cent,
the number of officially registered unemployed nearly
doubled, and industrial production capacity was one third
idle. In 1984 the GNP physical growth rate approached the
desired 5 per cent again—a favourable symptom if one
overlooks the fact that the boom started considerably
earlier in the USA and proceeded much more intensely
there.

However that may be, the country’s economy passed the
test of a worsening world capitalist market only at the price
of great effort and extensive losses. Its structural weak-
nesses were much more clearly demonstrated in the crisis
than during the cyclical rise. In all those years inflation
was rampant in the country, its rate was on an average about
10 per cent (in 1983, however, it was reduced to 5.8 per
cent). So it came out that while the GNP in terms of value
increased by two thirds during five years (reaching 388 bil-
lion dollars in 1983), in real terms it grew only by 6 per
cent (reaching 134 billion dollars in 1971 prices), and nearly
60 per cent of the increase in value is to be attributed
to an inflationary rise in prices. Not many countries have
demonstrated the phenomenon of stagflation, which has
become common for the capitalist world, in such a classical
form.

As to the structural aspect, when considered from the
viewpoint of the relationship between the two basic spheres
of economic activity—production of goods and services—
Canada’s economy represents a mini-replica of the US
economy. The share of the services sphere in Canada is even
slightly higher—64 per cent in 1983 and nearly 65 per cent
in the crisis year of 1982 when the volume of the goods-
producing sphere suffered a relatively greater decline. Such
a “post-industrial’’ character of the national econom-
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Table 2

The Structure of Canada’s Gross Domestic Product (in constant 1971 prices)

1981 1984
$ million per cent $ miilion per cent $ million per cent
1 2 3 5 i
Gross Domestic Product 83,260 100 121,161 100 124,681 100
Agriculture 2,697 3.2 3,159 2.6 3,239 2.6
Mining and petroleum and
natural gas industry 3,146 3.8 3,291 2.7 3,400 2.7
mines 1,105 0.9
natural fuel 1,451 1.2 1,612 1.3
Manufacturing industry 19,041 22.9 26,236 21.7 26,518 21.3
non-durable goods 9,396 11.3 12,768 10.5 12,827 10.3
durable goods 9,645 11.6 13,478 11.1 13,692 11.0
Construction 5,846 7.0 7,478 6.2 6,339 5.1
Utilities 12,280 14.7 16,882 13.9 16,444 13.2
power, gas and water
supply 2,194 2.6 3,901 3.2 4,412 3.5
transport and storage 10,086 121 7,828 6.5 7,695 6.2
mmunic&ticm 5,154 4.2 5,157 4.1
Trade 9,806 11.8 15,136 12.5 15,603 12.5 '
whqlesale 4,103 4.9 6,433 5.3 6,562 5.3
retail 5,703 6.8 8,703 7.2 9,040 7.3
Finance 9,589 11.5 16,019 13.2 16,809 13.5
Other sgrvices 16,081 19.3 23,876 19.7 25,676 20.5
education 5,890 4.9 6,088 4.9
health 6,184 5.1 6,766 5.4
Services as a whole 59.4 76,151 62.9 79,725 63.9
Production of goods as a
w:hole 40.6 45,010 37.1 44,956 36.1
industry 29.2 33,427 27.6 34,330 27.5

Note: The total inf:ludes forestry and fishing and also the ‘‘contribution’ made by government and the military.
Calculated according to Economic Review, Ottawa, 1982, p. 152; Gross Domestic Product by Industry, Ottawa,
December 1984, pp. 2-8.




ic structure remains a purely North American phenome-
non. There are no other countries in the world in which
the macroeconomic structure even comes close to this
model.

Of course, the high share of services in the GDP in it-
self must be judged as a sign of considerable progress
achieved by the country in creating a ramified social infra-
structure designed to supplement society’s material and
technical supply by industry, construction, the utilities and
agriculture. However, at least two circumstances should
put us on our guard and make us revise such an apprai-
sal.

First of all, the overall share of production of goods in
the country’s macro-economic indicators, which is slightly
more than a third, and the remarkably modest contribution
of the manufacturing industry in the GDP (only about a
fifth) show that for some reason the natural reserves of in-
dustrial growth have not been fully utilised (see Table 2).
This is precisely how the specific features of the modern
economic structure in Canada are described by Wallace
Clement who wrote back in the mid-1970s that the coun-
try’s ‘“‘economy changed from primary to tertiary without
developing the area of secondary production’.® In other
words, having founded powerful mining, and beginning
with the 1960s petroleum and natural gas industries with
the active participation and in the interests of foreign cap-
ital, Canada has failed to make the next step, i.e. create on
that basis a large-scale, ramified and highly efficient manu-
facturing industry capable of providing the lion’s share of
supplying society with finished industrial products and
creating a sufficient surplus for export. Instead, Canada
continues to mostly rely on export of industrial materials,
and also food, as a source of foreign exchange to provide
for its import of finished goods whose absolute size (par-
ticularly in per capita terms) is unparalleled by any other
country. It can hardly be considered normal that the share
of all manufacturing industries in the GDP is less than one
third of the total for the services sphere, whatever its inner
structure.

If the inner structure is considered, however, there ap-
pear to be serious disproportions and even distortions
produced by the most extreme, North American version of
private enterprise. Indeed, how else are we to judge the
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fact that highly important components from the stand-
point of society’s interests such as the education and
health systems are nearly one and a half times weaker in
economic terms than finance, which includes, among
other things, the insurance and real estate business largely
of a speculatory nature. In our view the development of
trade is also hypertrophic, its indicators being only slightly
lower than those of all the infrastructural sectors included
by Canadian statistics in the utilities. Yet the importance
of energy, transport and communications in the modern
economy is indisputable, and a particularly significant
integrational role falls to them in countries with enor-
mous territories and relatively scattered industry, such
as Canada.

That purely capitalist imprint on the economy’s services
sphere which is responsible for nearly two thirds of the
GDP is what we regard as the second sign of the imper-
fection of the country’s economic structure and its dispro-
portions for which it pays in insufficiently high overall
growth rates and in conflicts and inner contradictions
inherent in its economic growth. It is precisely with the
“unhealthy” hypertrophy of the national economy’s
tertiary sector that many Canadian researchers associate
the abrupt slowing down of overall economic growth
rates and rates of productivity growth in the country. Her-
man Bones, senior economist with the well-known mo-
nopoly, Mobil Oil Canada Ltd., calculated that as much
as a third of the entire productivity decline in the Canadian
economy is due to this factor.’

Structural proportions estimated according to gross
value of output in different sectors in constant prices are
on the whole confirmed by data concerning the number of
employed in sectors. The picture thus obtained is even
less ambiguous and, on the whole, rather unusual to the
European eye: in employed personnel the ratio between
production of goods and services in early 1985 was 1 to
3 and only 20 per cent of all workers were employed in
the manufacturing industry.

If the structure of Canadian industry is considered se-
parately the situation does not appear to be really typical
of an industrially developed country. Indeed, only slightly
over three fourths of its gross output in constant prices
(or two thirds if value added is calculated) falls to the manu-
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facturing industries. Moreover, first, the share of the mining,
petroleum and natural gas industries calculated in 1971
prices proves to be considerably underestimated, because
two abrupt price hikes on fuel and mineral raw mate-
rials in the mid and late 1970s are not taken into account.
Second, in the resources sectors the export quota is up to
80-90 per cent, while in the manufacturing industry on an
average it does not exceed 30 per cent. This means that the
international specialisation of Canadian industry in raw ma-
terials is retained, and if account is taken of output and
export of semi-manufactured goods which are attributed to
the manufacturing sectors such a conclusion proves to be
even more warranted.

What is known as the secondary manufacturing industry,
producing finished goods for the needs of production as
well as consumption, apparently remains the relatively
weakest sector of the Canadian economy. And third, the
resources sectors still draw the overwhelming part of invest-
ments in industrial construction and about a third of total
outlays on machinery and equipment, while the megapro-
jects planned for the next few years in the provinces of
Alberta and British Columbia and on the Atlantic shelf
will require many dozens and even hundreds of billions
of dollars of capital investments.

Back in the early 1960s American economist Hugh
Aitken wrote about Canada that ‘‘the export industries
(i.e. resources industries — A. B. ) themselves have account-
ed for a relatively small proportion of the total capital
expenditures that stimulated expansion.... Yet it is in the
export industries that the growing points of the Canadian
economy are to be found’.'® The present structure of
Canadian foreign trade and industrial investment confirms
that the same industries have retained their exceptional
role in the mid-1980s as well.

Massive import of capital into Canada by US monopolies
in order to set up foreign (branch plant) production was
directed initially to the primary sectors—mining of ore
and minerals, lumbering operations, and sawmills, and the
pulp-and-paper industry. It is notable that the largest share
of the primary sector in the Canadian GDP was recorded
in 1911—during the first wave of US direct investments
having to do with developing the country’s mining and
forest resources.
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The second such wave swept through Canada in the
1950s and 1960s. As a result the share of sectors in indus-
trial production specialised in raw materials and semi-manu-
factured mineral and forest products rose to 35-37 per cent
again (as compared with 29 per cent in 1945—a conse-
quence of priority growth of manufacturing in the years
of the Second World War). In the 1950s and 1960s stepped
up development of resources sectors was largely connected
to the development of the recently discovered extensive
petroleum and natural gas fields in Alberta.

It was precisely in the 1950s and the 1960s that the
foundations were laid for the modern resources sectors in
the Canadian economy. Noting that the latter sectors in-
clude chiefly export-oriented production whose output is
extensively imported by the USA, Canadian economist Ri-
chard Shaffner has indicated that such a situation is natu-
ral and predetermined, because ‘‘the Canadian mining and
forest-product industries have been developed perhaps as
much in response to demand in the United States as to de-
mand in Canada”. In the same collective research work US
economist Jacob Kaplan wrote that ‘‘a substantial part
of the growth of Canadian mineral production since 1945
has been induced by U.S. demand, financed by U.S. funds,
and carried out by U.S.-owned companies’’.'! L. A. Bag-
ramov has written that for Americans, Canadian resources
“are only a supplement to the industrial complex of the
USA which presents a growing demand for imported raw
materials both with expansion of production and due to
exhausted and more expensive raw materials’®? in the
USA.

In the context of the favourable terms for foreign mono-
polies applied in Canada until the mid-1960s,' * the deci-
sive factor in the forming of the structure of the Canadian
resources sectors was the US tariff intended to secure the
interests of US industrialists. The latter interests consist-
ed in extracting more raw materials in Canada and import-
ing them mostly in an unprocessed shape for further use
at their own enterprises.

At the same time, although the first mines operated by
US capital were founded in the last century, the real mineral
and raw material boom began only after the Second World
War. By that time the US protectionist tariff system had
been completely formed, and development of Canadian
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natural resources by US private capital occurred under
the influence of that system: extraction and primary
processing (concentration) of mineral raw materials were
carried on in Canada, while more extensive processing
(metal refining and rolling, manufacture of asbestos and
cement products and so on) was done at enterprises in
the USA.

American interests were also instrumental in the rise
of the territorial-production structure of the Canadian
petroleum and natural gas industry whose development
was overwhelmingly financed by US monopolies. Oil and
gas drilling in the west of the country was directed not
towards creating a powerful petrochemical industry cap-
able of supplying the domestic market and producing
a surplus for export but rather to supplying the adjacent
area of the USA with natural fuel. For many years oil
refining in the province of Alberta was restricted by the
narrow scope of oil product consumption to the west of
the borderline passing through the Ottawa Valley. In the
eastern areas the same US monopolies set up large capaci-
ties for refining imported oil intended to supply the pro-
vinces of Quebec, Ontario and the Atlantic coast, includ-
ing a number of states in the Northeast of the USA. Un-
til the mid-1970s these monopolies consistently blocked
the idea of building the Sarina (Alberta)-Montreal oil
pipeline, and only fundamental changes in the overall
energy situation laid the ground for rejection of the lopsid-
ed scheme involving the Canadian petroleum and natu-
ral gas industry in the global (continental and even broader)
system of production, sale and processing of natural fuel
controlled by the famous American Sisters.

The extremely high (as some see it, even hypertrophic)
development of the resources sector in Canada is probably
the clearest manifestation of the specific division of labour
between the two countries within the regional economic
complex. Being based on product, sectoral and intrasector-
al specialisation, such a division of labour (‘‘general” and
“particular”) is increasingly supplemented in our day by
division of labour “‘in singular” having to do with intra-
company cooperation and the vertical integration of spe-
cialised production.

As regards North America, apparently, we may speak
of two basic types of vertical production integration
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within the resources sector monopolies, whether transna-
tionals with headquarters in the USA or national compa-
nies with production capacities to both sides of the Cana-
dian-American border.

The first type involves a production chain from raw ma-
terial to finished product (newsprint, rolled aluminium,
construction steel, oil products and so on) with all the
basic components situated in Canada. The other type of
vertical integration within the transnationals’ production
complex has an international character, and the primary
stages (ore mining, production of metal concentrates and
so on) are as a rule located in Canada, and the subsequent
ones, having to do with more extensive processing, in the
USA. It is not important whether the given monopoly is
controlled by US capital and which part of its finished
output is intended for the US market. The thing signifi-
cantly distinguishing the two types of vertical integration
is their far from equal contribution to the national econo-
my and the general economic indicators — the size of
the value added to the GNP, the effect on employment
and so on,

Let us explain this on an example. According to compu-
tations made by experts with the Noranda Mines monopoly,
in the second half of the 1970s about 44 per cent of the
value added in manufacturing copper wire was in mining
and primary concentration of the ore, 15 per cent in smelt-
ing and refining and 41 per cent in making rods and draw-
ing the wire. In the total employment, respectively, at
the monopoly’s enterprises manufacturing copper wire,
29 per cent were employed in mining and producing the
concentrated ore, 11 per cent at the copper smelting plants
and 60 per cent at enterprises making the finished pro-
duct.!* Thus, if in Canada the monopoly’s operations are
confined, say, to mining and concentrating the ore, it pro-
vides the country with less than a third of the employment
and less than half the value added as compared with a mo-
nopoly of the same scale with the entire integrated pro-
duction complex in Canada. The relocation of capacities
for smelting and refining to Canada would not improve
the situation much either. At the same time which country
would get nearly two thirds of the employment at the
monopoly’s enterprises and two fifths of the value added
depends on the location of the upper links of the chain
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(in this case the making of the wire).

It follows from the above that objectively it is in the
interests of a country possessing the natural advantage
of large-scale mineral deposits to locate the fullest pos-
sible set of vertically integrated production links on its
own territory.

The direct impact of different stages in processing miner-
al resources on employment and the GNP was considered
above. But there is also an indirect influence due to orders
placed in national industry during the development of a
deposit, building of smelting and rolling mills and so on
(the backward effect), as well as the benefits derived by the
secondary manufacturing industry (in our case, for example,
electrical engineering) from the appearance of an effective
local source of supply of highly manufactured industrial
products (the forward effect).!® It has been shown that
such influence has more to do with the upper links of the
production chain than its lower parts. In other words, if
a country specialises mostly in rough, almost unprocessed
raw materials exporting them abroad extensively, with
them it ‘‘exports” an unrealised economic effect which
goes to the importing country.

That is largely how the division of labour within the min-
ing and primary processing industries of the region has
been shaped, clearly falling into two national parts accord-
ing to enterprise location and conditions of domestic and
export sales, yet considerably integrated in terms of capi-
tal, and also as a result of long-term cooperation links. It
is only natural that this does not satisfy Canada, abundantly
endowed with natural resources but constantly feeling the
inadequacy and even inferiority of its production structure,
and in recent years, in addition, increasingly realising the
fact that its fuel, energy and mineral wealth is non-rene-
wable.

In the early 1960s Hugh Aitken wrote: “United States
investment in Canadian resources has created a new fron-
tier of development in Canada; but it also seems likely to
convert Canada into a hinterland of United States indus-
try”.! ® And a conveniently located and extremely reliable
hinterland it is, we would add, a ‘‘secure source of supply,
analogous to domestic production™.!”

We do not ignore the obvious positive influence which
in historical retrospect the development of raw material
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export industries has had on general economic growth in
Canada and its industrialisation rates. Yet we cannot but
agree with those who point to this basis of the growth
of Canada’s economy as a source of its weakness, result-
ing in ‘“an economic structure lacking the proper mix
of actli;n'ties required in a truly advanced industrial na-
tion™’.

An excessively high share of raw materials in a country’s
industrial output and export makes the national economy
more vulnerable to market forces. As Jacob Kaplan aptly
put it, “The demand for raw materials responds more
than proportionately to variations in the level of economic
activities, creating a particularly strong transmission effect
on the Canadian economy’.'’ In our day the resources
sector is associated with a whole range of negative ideas
deeply seated in public opinion. Raw material production
involves ecological damage and domination of foreign ca-
pital, and is a source of the overall subordinated position of
the country with respect to the USA; the tax revenues
from these activities are not great, and they contribute
only marginally to employment growth; they consume a
great deal of capital which is returned slowly, and besid-
es, profits largely go into the pockets of foreigners, and
SO on.

When calculated in current prices, the total value of the
mining industry’s output in 1983 was 36 billion dollars or
nearly 12 times more than the figure in 1971 prices and
more than 10 per cent of the GNP instead of 2.6 per cent.
This shows how misleading the figures (Table 2) may be
for this sector as a whole and, particularly, for extraction
of natural fuel.Moreover, natural fuel production consti-
tutes an overwhelming part of the whole sector’s output in
recent years (25 billion dollars’ worth in 1983 or 69 per
cent),2?

Within the manufacturing sector the output is divided
almost equally into two parts: non-durables (food, clothes,
footwear, textiles, industrial rubber goods, pulp-and-paper
and chemical items) and durables (machines and equip-
ment, smelting and metalworking products, products of
non-metal mineral processing, forest industry products).
Data concerning divisions in this sector for 1981 are con-
tained in Table 3.
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Table 3
Sectoral Structure of the Manufacturing Industry (1981)

Sectors Number of Number Output pro- Value added Output in
enterprises of production duced and 1971 prices
workers delivered
(thous.)
$ mil- per cent $ mil- $ thous. $ mil- per cent
lion of total lion per one lion of total
worker
1 2 3 4 5 6 7 8 9
Manufacturing
industry 35,780 1,337 190,940 100 73,892 55.3 26,236 100
including:*
food and beverages 4,492 159.7 31,842 16.7 9,562 59.9 3,253 12.4
technical rubber and
plastic products 1,103 45.7 4,513 2.4 2,062 44.9 878 3.3
leather 415 22.6 1,219 0.6 591 26.2 193 0.7
textile 952 53.3 5,060 2.7 2,229 41.8 899 3.4
clothing 2,125 83.4 4,090 2.1 2,097 25.1 746 2.8
wood industries 3,394 94.3 8,441 4.4 3,379 35.8 1,224 4.7
aper and allied

industries 758 99.5 15,729 8.2 6,943 69.8 1,985 7.6
printing and publishing 4,508 64.0 6,463 3.4 4,017 62.8 1,694 6.1
primary metals 439 92.3 14,449 7.6 5,746 62.2 2,077 7.7
metal fabricating 5,072 120.4 12,376 6.5 5,929 49.2 2,140 8.2

— . —

1 2 3 4 5 6 T 8 9
machineries industries 1,620 70.8 8,689 4.6 4,214 59.5 1,731 6.6
transport equipment 1,121 84.3 8,938 4.7 4,643 56,1 1,877 7.2
non-metallic mineral

products 1,674 40.1 4,769 2.5 2,429 60.6 894 3.4
petroleum products*** 111 8.5 20,276 10.6 2,694 317.0 270 1.0
chemical 1,232 46.4 13,190 6.9 5,596 120.6 1,797 6.8
miscellaneous 2,916 48.4 4,063 2.1 2,017 41.6 728 2.8

* The sum total does not yield 100 per cent, because the set of industries is not complete.
** Including motor vehicle assembly—1,377 million dollars (5.2 per cent ) and manufacture of parts and as-
semblies for motor vehicles—743 million dollars (2.8 per cent).
*** Including coal products.
Calculated from Gross Domestic Product by Industry, December 1984, pp. 3-6;
Statistics Canada Weekly, June 24, 1983,
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In principle the Canadian manufacturing industry falls
into two large parts, differing significantly in genesis, mar-
keting and efficiency. One part consists of numerous, as
a rule, relatively small and hardly specialised enterprises
of the consumer and food industry, metal fabricating,
lumber processing and the furniture industry, machinery
and electric products industries. For the most part these
enterprises were set up by national capital for the domes-
tic market (often even the market of one province, area or
city), exist due to tariff protection, renew their range of
products slowly and have fairly low productivity. The fact
that comparatively many subsidiaries of foreign firms
operate in machinery industry and a considerable part of
its output is exported does not change the situation, since
enterprises of lower than optimal size prevail here with
hardly any specialisation and low productivity (except for
farm equipment).

In general there are quite a few enterprises in this group
controlled by foreign capital, and one should not think
that they differ too greatly from national ones. In some
respects such enterprises are often even more backward,
because, for example, they do not have their own research
and development, relying on their parent firms to obtain
technology. Many of them constitute a mini-replica of the
production structure of the parent firm. Being several
times smaller, they produce the same or nearly the same
range of products as the parent firm which makes their
economic performance and quality of output much
worse.?! All these facts have been extensively analysed in
Soviet economic literature.? 2

The other group includes, as a rule, much larger and more
specialised enterprises in the rubber, petroleum, chemical,
and transportation equipment industries, most of which
are controlled by foreign capital. All these sectors except
for the oil refining industry are distinguished by high
export quotas and have production capacities exceeding
by far domestic demand. These also include the sawmills,
pulp-and-paper, iron and steel, non-ferrous metals com-
panies even to a larger extent oriented to export, but, as
a rule, controlled by national capital. These manufactur-
ing industries (and also the food industry) were the first
which Canadian capitalists who made the plunge into
industrial business began to develop. They were also most
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involved in the wave of mergers and takeovers at the end of
the 1970s many of which were aimed largely at extending
control by national capital over the leading companies in
a sphere that has become traditional for them (and also
over oil and gas companies to be dealt with in further
detail in the next chapter).

The distinguishing feature of this group is that enterprises
tend to be of the optimal size and mass-produce a re-
latively narrow range of products, mostly industrial semi-
manufactured products and such special finished goods as
automobile tires and newsprint, on the one hand, and mo-
tor vehicles and aircraft, on the other. The reason they are
specialised and, as a rule, approach optimal size is that they
cater not to the narrow domestic market but to the market
of the entire northern part of the continent which is at least
ten times larger. It is even possible to draw the following
conclusion: a manufacturing enterprise of the modern opti-
mal scale cannot appear in Canada in principle unless it
is oriented from the very outset to export markets.

The enterprises of this group typify industrial Canada
and determine its position in the regional and the world
economy. Those are the enterprises implied when refer-
ence is made to the high efficiency and competitiveness of
Canadian export production. But they are also marked
by many of the general shortcomings of national industry—
small-scale research and development, dependence on
foreign technology, outdated management structure, insuf-
ficient qualification of managers, etc.

As to international comparison, it may be pointed out
that Canada obviously lags behind other industrialised
states with a market economy in modern science-inten-
sive production sectors. According to UN statistics in 1980
such sectors accounted for 23 per cent of the net output
of the Canadian manufacturing industry as against nearly
40 per cent in the USA and 33 to 36 per cent in Italy,
France, Japan, United Kingdom and West Germany. Canada
was particularly far behind the USA (approximately two
thirds less) in the share of the high technology sectors—
manufacture of computers and office equipment (0.6 per
cent), precision engineering (1.0 per cent) and also aero-
space (2.3 per cent, the share was half the American).??

This is also confirmed by data contained in the latest
book by Peter Morici, a prominent expert in Canadian-
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American relations. According to his calculations the share
of technology-intensive goods in the net output of Ca-
nada’s manufacturing industry was 32 per cent as against
47 per cent for the USA and 44 per cent for West Germany.
At the same time the share of the net output of standardis-
ed goods is much larger (50 per cent as against 37 per
cent for the USA and 43 per cent for West Germany), while
the contribution to the value added of labour-intensive
goods was approximately the same for the listed countries
(7-8 per cent).?*

Finally, and this is a very important point to make, the
historical specifics of the modern economic structure
with its massive presence of US capital and export orien-
tation towards the continental market serve in our day as
a factor severely restricting any opportunities for the struc-
tural improvement, rebuilding and modernisation of the
economy. As Morici has written, progress in the field is
complicated by Canada’s ‘‘asymmetrical trade and invest-
ment relationship with the United States”.?®

Phenomena Accompanying Periphery Development

As has already been pointed out, integration processes
are developing on the North American subcontinent be-
tween countries that are difficult to compare in terms of
overall strength and macro-economic parameters. That is
why, developing on a capitalist basis, i.e. mostly spontane-
ously, integration naturally brings its participants far from
equal results. There is sufficient evidence showing that the
weaker and more passive party gains relatively fewer advant-
ages and acquires unproportionately many social and
economic liabilities and lost opportunities.

There is no denying the fact that as part of the regional
“hyperstructure” in the last two or three decades Canada
has “moved up” to the advanced US level in most relative
indicators, primarily per capita GNP and social labour
productivity. But it has paid a high price: its economy has
essentially become a subordinated segment of the North
American market, a continuation of the fuel and raw ma-
terial base of US industry, while its manufacturing (second-
ary) sector has assumed a branch-plant relationship to the
USA and a truncated nature with regard to the correlation
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between its individual structural components and develop-
ment parametres.

Similarly, the levelling out of the two countries’ basic
macro-economic indicators—a sign of Canada’s overall pro-
gress and simultaneously far-advanced integration—is ob-
served not only in the ‘‘good’ economic indicators favour-
able for the country but also the “bad’ ones pointing to
troubles such as the unemployment level, inflation rate,
idle production capacities and so on. All these indicators
in Canada are very close to those in the USA and even
tend to ‘“run ahead’’, because within an integrated region-
al economy the outer impulses coming from the power-
ful, but in many respects afflicted economic body of the
USA combine with inner impulses to strengthen negative
processes in the national economy. No wonder, then, that
the inflationary rise in prices in the country in some years
reached two-digit figures, and unemployment regularly
exceeds one tenth of the hired labour. US economist
Robert Gilpin has written: ‘“With greater integration be-
tween the two economies, the deleterious spillovers from
the American core into the Canadian periphery have in-
creased in the form of unemployment, idle plants and other
economic dislocations’” ¢ .

There is a notable synchronisation of economic processes
within the integrated structure occurring parallel to the
levelling out of the main economic indicators. Soviet eco-
nomists L. A. Bagramov and V. V. Popov have indicated:
“Enormous masses of goods and capital moving from north
to south and from south to north have made the business
cycles in the two countries synchronised. Changes in stock
exchange and unemployment rates, industrial output and
prices in the USA and Canada differ no more than, for
example, the relevant figures in California and North
Dakota”.?” Taking advantage of the integrated character of
the economies, American monopolists often ‘‘export” a
considerable part of the negative consequences of crises
into neighbouring Canada. Maurice Rush, a member of the
Central Committee of the Communist Party of Canada,
wrote in 1981: ‘““Canada is also faced with the problem of
growing de-industrialisation as U.S. monopolies shift the ef-
fects of the crisis onto the backs of the Canadian people by
shutting down branch plants in Canada and shifting them
to the U.S. or other parts of the world where bigger profits
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can be made because of low labor and raw material costs’’.? ®

Hardly to be suspected of being biassed with respect to
integration with the USA, Canadian experts of the C.D.
Howe Institute wrote that the latest tendencies in Cana-
dian economic policy and the economy as a whole were
largely determined by developments in the USA.. And
slightly further up they noted that Canada had few de-
vices left to absorb the impact of economic processes in
the USA.2?

That impact is hardly comparable in scale, intensity and
consequences to the influence Canada is capable of exert-
ing on the US economy. Indicating the extremely close
interlocking of the two countries’ economic structures,
Morici wrote that a change that “increases spending by
government, investors, or consumers, by 1% of GNP will in
three years lead to an increase in Canadian GNP of 0.86%.
A similar change in Canadian spending would increase US
GNP by only 0.13%.2° In the early 1960s when integra-
tion processes had not assumed the scope they have today
R. J. Wonnacott estimated that Canada was 12.5 times
more sensitive to changes in demand in the USA than the
American economy with regard to relevant changes in Ca-
nada.?!

Y. V. Shichkov has noted: ‘“Under all circumstances the
stronger national production complex would be relatively
less involved in both the global and the regional system of
these (world economic — A. B.) relations than the national
complex of a smaller country”.?>? With all the ensuing con-
sequences, and hardly only positive ones for the smaller
countries, we would add.

The problem of uneven and disproportionate develop-
ment also has a territorial-spatial dimension. Soviet re-
searchers point out: “Canada’s integration with the United
States has regionalised the Canadian economy and led to the
strengatgxening of vertical and weakening of horizontal
ties”.

This is what the historians V. A. Tishkov and L. V. Ko-
shelev have to say on the matter: “The East-West structure
of economic relations that has existed for a long historical
period was destroyed in the course of the economic con-
vergence with the USA in the last decades. The ‘regional
economy’ founded on links between Canada’s provinces
and US states was established instead of the former so-

90




called wheat economy based on relations between Cana-
da’s western and eastern provinces. Certain economic
areas of Canada have turned into dependent appendages
of the American economy...

“As a result of continental integration the Canadian
economy was split up into subregions in effect serving
the American ‘mainland’”.? 4

In the course of integration it has turned out that ‘‘the
tendency is for polarization effects to predominate over
spread effects”.®S The country sees the rise of highly
focussed production enclaves belonging to American mono-
polies seeking to deepen the division of labour and estab-
lish firm relations in production and distribution of out-
put not only with the immediate economic environment
but rather with the economic complex of the neighbouring
country. In this sense regional integration is a factor not
only opposing integration of the inner (national) economic
structure but even giving rise to centrifugal, de-integrating
trends in it. There is no doubt that all this (including the
far from even distribution of benefits from integration
between the separate areas) whips up parochial moods in
the provinces, develops a trend towards separatism objec-
tively contradicting the country’s national interests.

It would also seem that North America’s integration
experience gives ground to doubt the universal validity
of Y. V. Shishkov’s conclusion that the hypothetical final
point in regional integration is the ‘‘setting up of a regional
economic entity under which the level of international
socialisation of production practically attains the average
national level of socialisation in the given region”.?® It is
precisely due to integration that the level of socialisation of
national production in Canada is already higher than in the
USA today or than on an average in the region, while the
degree of the Canadian economy’s inner integration is
significantly lower as compared with longitudinal links
between the Canadian provinces and US states and also in
comparison with the national economic structure of the USA.

Although the statistical data confirming our view are not
available, it is highly likely that in certain parts of the region
(for example, Ontario-Michigan, Quebec-New York or Ver-
mont, Alberta-North Central states) stable south-north eco-
nomic relations are more intensive today than latitudinal
links not only within Canada (for example, Ontario-Mani-
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toba-Saskatchewan-Alberta) but also in the northern part of
the USA (Washington-Montana, North Dakota-Minnesota),
and apparently, in the country as a whole. The point is
that the main part of Canadian industry working for the US
market is located in the zone bordering on the USA (south
Ontario, Quebec and Alberta); hence, economic structures
in the relevant provinces and states are highly complemen-
tary, and the division of labour between them is developed
more strongly than in the region as a whole or in each of the
two countries. That is why it is hardly always true that the
maximum level of synchronisation of dynamic indicators or
equalisation of structural indicators within the region, as
Y. V. Shishkov believes, cannot be higher than the average
level of synchronisation or equalisation of relevant indica-
tors between different areas in the countries and between
the countries of the given integration complex.?’

It would seem generally that average indicators of va-
rious kinds, including indicators of structure standardisa-
tion and process synchronisation, are not very valuable in
application to the world capitalist economy and the region-
al economy, highly integrated as it may be. As it is within

separate countries, economic relations in integrated regions |

tend to polarise within major industrial centres and between
them, and these highways of economic interaction deter-
mine, as we see it, the general appearance and most impor-
tant characteristics of the relevant economic structure.

In summing up the pros and cons of regional integration
for Canada, researchers in both countries make out long
lists of consequences of the presence in the country of ra-

mified production facilities belonging to hundreds of Ame- |
rican transnationals, the economy’s orientation towards !

foreign markets, strong dependence on import and so on.

Many of them mention as a positive effect the conve-
niences having to do with exchange of Canadian oil and na-
tural gas for American coal, and also exchanges of the
oil-for-oil and gas-for-gas type achieving economy in trans-
portation and better supply of energy-poor areas with fuel.
As to the manufacturing industry it is noted that new
technology is relatively easily accessible to Canadian branch

plants of US transnationals, which helps these plants to save

a great deal on their own research and development, that

these branch plants are able to use the sales network of the |

parent companies in the USA, and that American companies’
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production in Canada is more efficient than that of the na-
tional firms (in particular, in value added per one em-
ployee).*

When reference is made to negative consequences the list
becomes much longer. Here are only a few arguments of-
fered by critics of the present state of American-Canadian
economic relations. The Canadian economic structure is
weighted down by disproportions, raw materials are being
pumped out of the country, mineral deposits are being
exhausted, while the main advantages from processing go
to the US transnationals which have imposed a vertical type
of integration on Canada with the higher links in the pro-
duction chain located in the USA. The branch plants of
American monopolies in many sectors of the secondary
manufacturing industry are marked by the same weak
specialisation, bloated range of products and low efficiency
as the national ones. As a rule the former are forced to
build their export policies on instructions from the parent
companies, which, in a number of cases, greatly restricts
their initiative. The technology transferred through intra-
company channels is often outdated and is not free of
charge. According to some estimates the branch plants of
American companies spend on an average two times less
on their own research and development than national Ca-
nadian companies, which, taken the country’s considerable
lag in this sphere, does not hold out anything promising.
They consume relatively more imported products (mostly
finished goods), applying unnecessary pressure on the coun-
try’s trade and balance of payments and so on and so forth.?®

According to EEC experts, in most cases for countries
exporting capital the negative effects of the transnationals’
activities are usually short-term, while for countries where
the transnationals’ branch plants are located the negative
effect may be medium- or long-term.*°® It would seem that
this fully holds for North America where the stronger
side serving as the chief source of investment capital suf-
fers the fewest losses and gains the most benefits.

The Canadian public is particularly concerned about
the country’s obvious lag in science and technology. Ac-
cording to some estimates, for example, in 1977 industrial
research and development was carried on in Canada by
21,500 experts, i.e. (per capita) only a third of the number
in Sweden, West Germany or Japan and half of the number
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in the USA, the Netherlands or France.*! As the president
of a prominent engineering company Camco Inc. said, in
the level of technology Canadian industry lags behind
American industry on an average by 5-6 years, reflecting
its ‘“‘secondary’’, acquired nature. It has also been counted
that the education of the average Canadian manager was
inferior to that of his American counterpart, and Canada
had hardly reached the 1940 American standard regarding
the share among managers of persons with university
degrees at the beginning of the 1970s. Correspondingly,
the approximately 25 per cent gap in average productivity
between the foreign and national companies operating in
the Canadian manufacturing industry was associated largely
with the difference in the professional skills of the ma-
nagers.* ?

In speaking of the consequences of regional integration
for Canada, it is also appropriate to point out that in the
postwar decades far from all the direct investments of the
USA in that country had to do with building new mines,
plants, etc., i.e. with expanding industrial production capa-
cities. In other words, the big sale of the country’s natural
resources was accompanied by the increasing use of Ame-
rican transnationals’ investments in a form that was the
least productive from the viewpoint of Canada’s economic
interests whereby they were used not for setting up new

production capacities but for purchasing local enterprises |

to extend the sphere of American control over national
industry.

All things considered what is the final verdict to be
passed on integration for Canada? Canadian economists Kal
Holsti and Thomas Levy believe that ‘“‘deals with the Unit-
ed States seldom bring to Canada benefits commensurate
with the costs”.*? In principle, we tend to agree with them.
It is a result of what S. Clarkson calls the ‘“‘satellitic nature”
of Canadian-American relations flowing naturally from ‘‘de-
pendent continental integration’.**

It only remains to be pointed out that just as the export
of US capital served as the chief generator of integration
processes in the region, it is also associated with the main
negative consequences of integration for Canada. But the
issue of the presence of American capital in the country is
so complex, politically explosive and contradictory that it
should be treated specially.
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Chapter Four

Internationalisation of Capital: Its Scope and
Contradictions in the North American Region

Indicated by Lenin at the turn of the century, the trend
for export of capital (particularly in its production form
having to do with foreign enterprise) to turn into the high-
way in the development of capitalism’s international econo-
mic relations was highlighted in the postwar decades which
were marked by growing internationalisation of economic
life. Under the impact of the most profound changes in the
world capitalist economy, transnational themes have come
into fashion. In recent years numerous works have been
published on both sides of the Atlantic in which the authors
write about a world economy founded on intensive develop-
ment of trade between states turning into a global economy
whose basic units are not national economies and companies
but rather international corporations with their directly
international production and served by large-scale intracom-
pany exchange.

Such books have also appeared both in Canada' and
about Canada.? Canada is regarded by Duncan Cameron, a
researcher at Ottawa University, as ‘“‘perhaps the first state
in which the signs of a developing global economy appear-
ed’’, quite reasonably noting further on that ‘“‘the transna-
tionalization of the Canadian economy had important impli-
cations for Canada’s position within the world economy”’.?

As mentioned above, seeking to explain massive foreign
investment from the standpoint of the internationalisation
theory, Alan M. Rugman resolutely puts the desire to over-
come tariff and other obstacles in the way of the export of
goods directly from the country of origin in first place
among factors determining the scope and direction of that
investment. Not considering sale of licences a viable alter-
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native to foreign investment since this form does not pro-
vide for technological monopoly and sufficient financial
yield, he contrasts it to the setting up of a network of the
companies’ own controlled enterprises in different parts of
the world serving various segments of the international mar-
ket and enabling a differentiated price policy to be pursued.
The reasons listed for creating their own production abroad
include the desire to expand to the utmost the sphere of use
of the company’s monopoly advantages (in technology, ma-
nagement, research, etc.), counting on a broader sales mar-
ket and an opportunity to take part in horizontal (sectoral)
integration in the country they operate in, savings in pro-
duction costs (for example, in view of cheaper labour or
loan capital), an opportunity to evade taxes by redistribut-
ing profits among subsidiaries and the use of transfer prices,
and finally, the company leadership’s ambitions and consi-
derations of prestige.*

Rugman’s book is intended primarily for the Canadian
reader. All the more significant that the author did not even
mention one of the two undoubtedly principal motives due
to which for many decades there was an intensive inflow of
American monopoly capital—the desire to gain access to the
rich natural resources of Canada and set up an external raw
material base in the north of the continent.

This is not a chance omission. If formerly foreign invest-
ment analysts regarded Canada almost exclusively as an ob-
ject of expansion—as such the country attracted capital pre-
cisely due to its natural wealth and low supply of the local
bourgeoisie’s finished industrial goods on the domestic mar-
ket protected by rather high tariffs—in the last few decades
Canada itself has become a major and rapidly growing ex-
porter of capital, which explains the new angle and system
of priorities in analysing the country’s involvement in the
internationalisation of capital and production.

International flows of investment capital are increasingly
moving in both directions between countries in the deve-
loped capitalist group, and more and more of these flows in-
volve setting up science-intensive and high-tech industries
abroad. Canada has become actively involved in these
processes, which is reflected in the priorities set by Rugman.
It is also clear why he lays emphasis on tariff, or rather
trade-political considerations: internationalisation of capital
is developing against the background of acute struggle
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between protectionist and neo-free-trade trends in the world
capitalist economy, in a context of tough competition
between the imperialist centres each of which has been
involved to some extent in processes of economic integration.

Continuing Domination of US Capital

It would be logical and historically justified to begin an
analysis of international interlocking of monopoly capital in
the continental economy with a description of the present
positions of foreign, chiefly US, capital in Canada’s eco-
nomy.

The powerful inflow of foreign capital to Canada as early
as the first decades of the century was due to a number of
factors, many of which were mentioned above. In 1901-
1905 about a fifth of the gross capital formation in the na-
tional economy was financed from foreign sources, in
1906-1910—on an average two fifths, and in 1911-1915—up
to a half.> There were 450 subsidiaries of American compa-
nies operating in the country in 1913.

In the postwar period the share of capital imported into
the country in gross investments was about one fifth or one
fourth, however, the foreign resources used for the purpose
grew in absolute terms tremendously (from 1.5-3 billion
dcllars in the early 1950s to 10-12 billion by the end of the
1970s). As to the proportion of foreign financial resources
(including reinvestment of the profits of American transna-
tionals’ branch plants) in the net growth of the Canadian
economy’s basic assets, since the mid-1970s they have con-
stituted from 24 to 30 per cent.®

Foreign long-term investment in Canada totalled 85,400
million dollars at the end of 1980. More than 75 per cent of
this astronomical figure was accounted for by American
holders (22 per cent by Western European countries).
Overall foreign direct investments in Canada were estimated
in the same year at 61,600 million dollars, of which nearly
four fifths were US investments (48,700 million dollars). An
overwhelming part of American direct investments were
located in the manufacturing sector (21,100 million dollars),
petroleum and natural gas (13,300 million) and mining
(3,600 million).”

An investigation of the dynamics of foreign long-term in-



vestment in Canada over 50 years as distributed by types of
investment and groups of countries enabled us to make
several interesting observations.® First of all, the overall sum
of American investment exceeded the United Kingdom’s in
the early 1920s. Parity between the sum of direct and port-
folio investment in the structure of aggregate assets belonging
to the United Kingdom and the other countries (except the
USA) was first achieved at approximately the same time—in
the early 1960s, while in the structure of American invest-
ment in Canada direct investment came to prevail as early as
1950. The share of the USA remained the highest in direct
investment (about 80 per cent as against approximately a
third in portfolio investment). In the postwar period the
USA thus accumulated the absolutely and relatively largest
sum of long-term investments in Canada, and their prevailing
part was directly in the production sphere; their participa-
tion in the stock capital of companies operating in the
country was, as a rule, sufficient to control them. The
United States acquired a particularly overwhelming margin
over the other investor countries in the Canadian manufac-
turing industry—85 per cent of the total. In both absolute
and relative terms the prevailing investments are under the
heading iron and steel, to which virtually all the engineering
industries including transportation equipment are attributed
(see Table 4).

As regards US direct investments, these data may be
somewhat updated and specified (see Table 5). In particular,
it is possible to establish that the lion’s share of American
investment involving control over the Canadian economy
was still concentrated in the manufacturing industry, that
the assets owned by monopolies dominating the production
of transportation equipment in the North American subcon-
tinent, including the automotive Big Three, obviously stood
out in size, that despite a slight setback in the early 1980s, in- |
vestment of US oil giants remained at a sufficiently high level, |
and finally, that there were large American investments in non-
banking institutions of the financial sphere (the first fiddle
here is, of course, played by the life insurance companies).

Albeit with a large time-lag, Canadian statistics feature
data on geographical distribution of direct investments in
the Canadian economy by regions and investor countries
specifying the nominal size of their property and general
scope of the assets belonging to the companies they control.
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Table 4
Distribution of Foreign Direct Investment in Spheres of the Economy (1980)

All USA United Kingdom Other countries
countries $ per $ per $ per
$ million million cent million cent million cent

Manufacturing 24,793 21,108 85.1 1,770 71 1,915 7.7
food 3,681 2,845 79.5 348 9.7 388 10.8
textiles 588 467 79.4 94 16.0 27 4.6
wood, pulp-and-paper 3,984 3,140 78.8 371 9.3 473 11.9
iron and steel* 8,113 7,462 92.0 277 3.4 374 4.6
non-metallic mineral products 986 633 64.2 110 11.2 243 24.7
chemicals 4,607 3,927 85.2 445 9.7 235 5.1
other industries 592 508 96.0 7 1.2 17 29

Petroleum and natural gas 16,803 13,346 79.4 1,028 6.1 2,429 14.5

Mining and ore processing 4,642 3,657 76.6 362 7.8 723 15.6

The utilities 540 497 92.0 6 1.1 37 6.9

Trade 4,670 3,546 75.9 520 11.1 604 12.9

Financial sphere 7,823 4,766 60.9 1,440 18.4 1,617 20.7

Other business 2,366 1,864 78.8 207 8.9 295 12.5

* Including metal-working to which machinery and other engineering industries are attributed in this classification.
Calculated according to: Canada’s International Investment Position, 1979 and 1980, Ottawa, July 1984, pp. 70-72.
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Table 5
Structure of US Direct Investment in Canada
(end of 1983)
US $
million per cent
Total 47,538
Including:
Mining 2,112 4.4
0il 10,874 22.9
Manufacturing 19,849 41.8
food 2,179 4.6
chemical 3,944 8.3
smelting and metalworking 1,474 3.1
machinery 2,327 4.9
electrical products 1,624 3.4
transportation equipment 3,242 6.8
other industries 5,069 10.6
Trade 4,256 9.0
Banking 434 0.9
Other financial institutions 7,453 15.7
Remaining sectors of the economy 2,661 5.5

Calculated according to: Survey of Current Business, August 1984,
p. 29.

In considering the latest such data two conclusions are war-
ranted: first, Canada remains the domain for capital invest-
ment by almost exclusively the USA and a handful of lead-
ing Western European states; second, the more modest (in
absolute terms) property owned by British, Belgian and
French investors in Canada secures a much higher propor-
tion in controlled assets as compared with the USA than
may be judged from the nominal size of investment. This is
because Western European capital is less dispersed since it is
represented almost exclusively by the subsidiaries and
branch plants of leading transnationals, while the offensive
by American corporations has been conducted along a much
broader front. In addition, America’s rivals are often con-
tent to take a relatively modest part in the capital of Cana-
dian companies (nevertheless enabling them to direct their
activity and manage their aggregate assets), while American
monopolies usually seek ownership of the controlled enter-
prises.’
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The question of control is the key issue in estimating ac-
tual positions occupied by foreign investors in the economy
of a country. As leading American authorities in the field
have acknowledged, “The motivation behind direct invest-
ment and the position of subsidiaries or branch plants ... is
primarily the acquisition of control over natural resources,
assets and markets. What is desired by the parent firm is a
permanent position in the foreign economy”.!?"1! As to
Canada, where nearly half the industry is still under foreign
control, the question of restricting the influence of foreign
transnationals, ‘‘buying back” of national enterprises and re-
storing economic sovereignty over its natural resources and
production capacities is truly all-important. And due to the
very scale and the omnipresence of US monopolies in the
country’s economy, the problem of foreign control is chief-
ly confined to Canadian-American relations.

Looking back at the past decades, it is to be admitted
that the domination of foreign capital in Canada’s economy
did not arise all of a sudden at some point, but developed
gradually reaching its apex in the late 1960s (see Table 6).

Table 6

Foreign Control in Canada’s Economy (per cent)

1948 1958 1968 1973 1978 1980 1981

A B A B

Manufacturing 43 57 58 58 52 41 50 30 50
Petroleum and

natural gas — 73 75 75 54 41 44 34 44
Mining and smelt-

ing 40 60 68 56 51 38 46 34 46
Railways 3 2 2 2 1 1 1 1 1
Other utilities 26 5 5 7 4 4 3 3 3
All non-financial

industries 25 32 35 34 28 22 26 20 26

A~—all foreign control;

B—control by US capital.

Calculated according to: Canada’s International Investment Posi-
tion, 1926-1967, Ottawa, 1971, pp. 108,
124-27; 1968-1970, Ottawa, 1975, p. 65;
1978, Ottawa, 1982, p. 32; Statistics Canada
Daily, January 26, 1983.
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Since then national capital has grown considerably both
in terms of quantity and quality, its positions in the nation-
al economy have been strengthened and its power consoli-
dated. Yet if we were to glance at the figures concerning for-
eign control in the key section of Canada’s production of
goods which industry has been and still is, we would find a
truly striking extent of American domination, unparalleled
in today’s world. In the mining and petroleum and natural
gas industries on which the energy and raw material supply
of the national economy depends and where a significant
share of the possible income from export trade is generated;
in manufacturing both as a whole and in its major sectors
determining the image and international competitiveness of
modern industry—everywhere we find an extremely high
share of assets controlled by US monopolies, an even
greater part in total sales of the industry, and as a result, not
a smaller but often a larger slice of the pie in terms of prof-
its (see Table 7). And virtually in all instances the figures,
reflecting the positions of US capital, even if they do not
fully coincide, are quite similar to or of the same order as
the figures relating to aggregate participation by foreign
companies in relevant industries.

Yet in some sectors of the economy American companies
do not chalk up such impressive figures. Their positions are
relatively insignificant in a number of sectors of the con-
sumer goods industry, smelting, construction, the utilities,
trade and services. But, as mentioned above, this is not a
sign of weakness or lack of interest on the part of foreign in-
vestors in certain kinds of business, but rather the result of a
historically shaped pattern of collaboration between US mo-
nopolies and the rising Canadian national bourgeoisie on
the basis of joint exploitation of the country’s natural and
manpower resources.

National circles of monopoly capital are hardly ready to
give up such an alliance, but they reasonably believe that
the time has come to revise the terms of the ‘‘division of la-
bour’’ between two parts of the North American bourgeoi-
sie in Canada’s economic development. They have obviously
outgrown the swaddling clothes in which they have had to
do business with the southern neighbour dressed up in the
latest industrial style. No wonder a favourite leitmotif of
critics of the modern pattern of Canada-USA economic rela-
tions is the claim that the manufacturing sector of national
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Table 7
The Share of Companies Controlled by Foreign Capital in Aggregate Sectoral
Percentages (1979 and 1981, per cent)
Total foreign capital US capital
assets sales profits assets sales profits
1979 1981 1979 1981

Mining industry 50 38 55 50 40 30 48 43
ore mining 35 28 37 22 28 21 28 17
petroleum and natural gas
extraction 59 40 58 61 47 35 50 53

Manufacturing industry 49 45 49 52 36 33 39 41
food 37 29 25 54 30 23 20 48
rubber 90 78 88 91 69 65 75 91
textiles 56 50 52 41 44 42 43 32
wood 20 17 14 32 16 13 11 29
pulp-and-paper 39 29 28 27 30 21 19 22
metalworking 37 35 35 46 29 27 27 42
machinery 55 48 56 62 47 39 49 46
transportation equipment 73 69 84 65 68 63 79 60
electrical products 59 54 62 64 47 44 52 55
oil refining 69 60 78 73 47 45 56 57
chemicals 76 76 76 87 59 57 57 70

Calculated according to: CALURA. Report for 1979 (Part 1, Corporations), Ottawa, 1981, pp. 146-61;
CALURA. Report for 1981 (Part I, Corporations), Ottawa, 1984, pp. 147-59.
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industry has acquired a ‘‘branch-plant”, ‘truncated” nature |

in terms of the development of some of its parts. In the new

clothes better fitted to the historical occasion and the |

changed balance of power in the world and in the North
American region in particular, the Canadian bourgeois
would be quite prepared to go further. As to potential parti-
cipation in the country’s industrial development by the cap-
ital of Western European countries, Japan, Australia and
others, according to an opinion prevailing in Canada, that
possibility is very great and has hardly been tapped at all. So
national capital is waging a struggle to extend its influ-
ence in its own country, so to speak, on one, ‘‘southern’’front,
demanding greater equality in the partnership with the USA
and at least a partial overcoming of the consequences of the
American monopolies’ overwhelming economic presence.
The scale of the profits going to the “‘senior partner”, US
transnationals, provokes particular bitterness in the country.
It is not really important how the transnationals dispose of
their profits from exploiting Canadian natural and manpow-
er resources, i.e. transfer them abroad to distribute as in-
terest and dividends between American holders or leave
them in the country supplementing the basic capital of the
enterprises they control and thereby increasing their assets in
Canada. In both cases, the country stands to lose, because a
considerable part of its national income is used according to
the Americans’ needs either directly draining the country of
finances and thereby worsening the balance of payments or
enabling the American transnationals to finance their prop-
erty growth in Canada by capitalising an increasing part of the
surplus-value created by the labour of its working population.
Statistical data indicate that since the mid-1960s more
than half the growth of the balance-sheet value of foreign
direct investment had to do with using undistributed profit
to finance new capital investments, and by the end of the
1970s this source almost completely replaced the traditional
method of increasing assets in a foreign country by directly
exporting capital over the national border. Thus, an analysis
of factors determining changes in the balance-sheet value of
American direct investments in Canada in 1970 and 1978
enables us to draw the following conclusions. In the first
case, two fifths of the growth was still achieved by pure in-
flow of investments from abroad observed in practically all
the spheres of the economy and particularly great in the pe-
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troleum and natural gas industry. In the second case, the ex-
tent of reinvestment was so impressive that it made it pos-
sible not only to compensate for the negative (from the
standpoint of American ownership in Canada) consequences
of the absolute outflow of investment capital from the
country which had assumed truly enormous scope in the
mining and petroleum and natural gas industries (1,100 mil-
lion dollars in one year!) but also to secure a sizeable (3,600
million dollars) growth of aggregate American assets in Ca-
nada in the form of direct investments.! 2

It is significant that withdrawal of capital from the
resources sectors of Canadian industry in recent years was
largely a result of the worsening of the general investment
climate in the country as the Canadianisation policy gained
momentum with the wave of mergers and takeovers it
caused which were aimed at buying Canadian companies
back from the Americans. Thus, ‘“‘de-investment”, i.e. sale
of shares (4,600 million dollars) and direct transfer of
capital abroad by American monopolies totalled about
10,500 million dollars in 1981.!3 The lion’s share of the
transfers were effected by American petroleum monopolies,
which, in response to the National Energy Programme,
liquidated a considerable part of their assets in Canada and
sharply reduced the volume of prospecting and drilling
work. According to official American data, an absolute
decline in US direct investment in Canada occurred in 1982
(by only 600 million US dollars, however). In the same year
the net outflow of long-term American capital investment
from Canada was 2,100 million US dollars (all to the
“credit’’ of the resources sector from which even slightly
more—2,200 million—was withdrawn), so if it were not for
reinvestment the picture would have been quite different.
According to the same source, the reinvestment rate,
i.e. the share of profits obtained by American companies in
Canada used to increase the basic capital of their subsidiari-
es, constituted up to 75 per cent in certain sectors of the
economy, while the overall size of profits from direct
investment was approximately from 2,200 million US dol-
lars (in the year of the crisis, 1982) to 3,600 million (the
more favourable 1981).

An even more unfortunate picture from the standpoint of
the country’s interests and foreign accounts is presented by
the state of the current balance of income and payments
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having to do with US investments in Canada and vice versa.
Thus, in 1978, of the sum of transfers abroad in the form of
interest and dividends totalling 7,600 million dollars (!)
only 2,200 million were covered by the flow of profits into
the country, and almost 90 per cent of the passive balance
under this heading (4,800 million dollars out of 5,400
million) fell to accounts with the USA.!* And the share of
payments to American holders (in the overall transfers
under this heading abroad) was higher in dividends for stock
ownership than in interest (79 and 67 per cent respectively),
while in the total payments of dividends 92 per cent fell to
profits from direct investments. It is important to point out
that in this field the situation has not actually changed over
the years: of the total sum of dividends paid in 1981 to
foreign holders of stock in companies not controlled by
national capital and operating in Canada, 85 per cent went
to American stockholders (the Americans’ share in the
interest transferred abroad was also even higher than in
1978—72 per cent).'

Typically, in the petroleum and natural gas industry the
profit rate on American direct investment is on an average
two to two and a half times higher than in the other sectors
of the Canadian economy,!® which, in addition to other
considerations, contributes to anti-American moods in the
country due to the continued domination of the resources
sector by the US transnationals. According to data quoted
by the former federal minister Gerald Regan 3,800 million
dollars flowed abroad from the Canadian petroleum and na-
tural gas industry in 1975-1979, including 2,100 million as a
result of the flight of investment capital (de-investment) and
1,600 million in transferred profits." ’

It is a revealing fact that within Canada’s production of
goods the petroleum and natural gas industry has stood out
for a long time by the massive presence of foreign compa-
nies among which subsidiaries and branch plants of US
transnationals prevail. Thus, in 1978 they numbered 541
(out of 746), more than in any other sector except for the
“yron and steel” group to which most of the engineering
firms have also been attributed (here the Americans con-
trolled 860 out of 1,062 companies). On the whole, in
1978, there were more than 10,000 foreign companies
registered in Canada (including non-incorporated affiliates),
of which 6,500 were controlled by US capital.' ® According
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to UN data, at the beginning of the 1980s, of the 6,600
subsidiaries and branch plants belonging to foreign transna-
tionals in Canada, 65.6 per cent were US owned.! ? Accord-
ing to the latest, more generalised data, nearly every third
company out of 75,000 included in a special survey of
Canadian companies was directly or indirectly controlled by
foreign capital. At the beginning of 1983 foreigners owned
more than 22,000 companies, and if the system of financial
control is taken into account, the figure goes up to nearly
46,000. US capital owned half of the Canadian companies
belonging to foreigners (11,000).2°

There exist slightly different data which, however, do not
contradict the fact of the preponderance of US monopolies
among foreign investors. Thus, in 1981 2,200 American
concerns controlling 3,600 companies accounted for 18.8
per cent of the assets belonging to all non-financial corpora-
tions registered in Canada (numbering 359,000!), 26 per
cent of their equity, 22.5 per cent of the sales and 28.6 per
cent of the profits. The share of these American companies
among all firms controlled by foreign capital reached near-
ly 81 per cent in profits and was minimal in assets (74 per
cent—also quite an impressive figure).?*

In this connection it is to be noted that while the abso-
lute scope of the monopolies’ activities in Canada is consid-
erably lower than in the USA, the extent to which they
direct production and sales in most Canadian industries is as
a rule even greater than in corresponding sectors of the
southern neighbour’s economy.

In historical and functional terms the high level of con-
centration of capital in Canada has to do with the established
industrial structure, in particular, with the importance of
such sectors as transportation equipment, smelting, petrole-
um and natural gas, petrochemical, and rubber industries.
With rare exception, concentration and monopolisation in
industries is the greater the larger the part played in them
by foreign capital. As early as the mid-1960s the Watkins
Report pointed out that in comparing different industries a
correlation was observed in a number of firms between the
degree of foreign control in an industry and the level of pro-
duction concentration.?? Contemporary Soviet researchers
emphasise that as a result of regional integration ‘“‘concen-
tration of capital in Canada has lately become higher than in
the USA, particularly in those industries where foreign capi-
tal is predominant’’.? 3
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A leading place in most industries belongs to internation-
al monopolies in the form of transnational corporations. In
most of them Canadian capital takes a subordinate place
with respect to the monopolists from the USA and the Unit-
ed Kingdom, less frequently those of third countries. And
the subsidiaries of foreign transnationals operating in Cana-
da are as a rule much larger than their Canadian competi-
tors. Thus, in the mining and petroleum and natural gas in-
dustries in 1981, the average annual sales of 209 firms
controlled by foreign capital with assets worth over 10
million dollars amounted to 89 million dollars while for
each of the 329 national companies of this size the figure
was 50 million.

In the manufacturing industry the relevant figures were
134 million dollars for 715 firms controlled by foreign capi-
tal and 95 million dollars for 772 Canadian companies. A
particularly large gap in the scale of operations by foreign
and national firms is retained in the extraction of natural
fuel (average sales for one foreign-controlled company were
107 million and for one national company—41 million dol-
lars), and also in transportation equipment industries (392
million and 61 million dollars respectively).

As compared with the USA, Japan or the leading countries
in Western Europe, the absolute number of large corpora-
tions in Canada is not very impressive. In 1981 only 3,745
out of more than 359,000 non-financial companies (slightly
over 1 per cent of the total) had assets worth in excess of 10
million dollars. Out of these 3,745 companies, 1,388 were
under foreign control and 2,357 under national control. In
1979 the number of industrial companies with assets worth
over 25 million dollars was 329 in the mining sector (146
under US control) and 1,043 in the manufacturing industri-
es (471 of them were American).

Among the 1,000 largest non-financial corporations, 469
were foreign in 1981, and at this level their advantages as
compared with national firms in average sales were still not
felt (see Table 8).

It is generally believed that the core of the country’s mo-
nopoly capital is formed by 500 leading corporations. Con-
stituting only 0.14 per cent of the total number of the
country’s non-financial institutions, they have nevertheless
monopolised over 53 per cent of the sales, 65 per cent of
the assets and nearly 69 per cent of the profit. In 1981
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Table 8

Distribution of the Number and Sales of 1,000 Largest
Non-Financial Corporations Between Foreign and National
Private Enterprises (1981)

Number of Number of Total Average

enterprises controlled sales sales per
corporations enterprises
$ billion

25 leading enterprises

A 9 163 51.4 5.7

B 14 404 61.1 4.4
50 leading enterprises

A 18 266 67.7 3.4

B 28 584 87.1 3.1
100 enterprises

A 46 548 95.3 2.1

B 47 757 106.0 2.3
200 enterprises

A 105 826 120.0 1.1

B 86 1,041 122.6 1.4
500 enterprises

A 261 1,385 148.1 0.6

B 230 1,749 148.3 0.6
1,000 enterprises

A 469 1,893 162.4 0.3

B 522 2,434 167.9 0.3

A—corporations controlled by foreign capital;

B—national private companies.

Calculated according to: CALURA. Report for 1981 (Part I—Corpo-
rations), Ottawa, 1984, p. 128.

there were 261 companies controlled by foreign capital
among them. The share of subsidiaries belonging to foreign
monopolies reached 45 per cent of the sales, almost 30 per
cent of the assets and 42 per cent of the aggregate profit of
the 500 largest firms (see Table 9).

In the same 1981 the 100 largest monopolies controlling
1,442 corporations accounted for 38 per cent of total sales,
50 per cent of assets and 53 per cent of profits in the non-fi-
nancial sphere. Within the Big Hundred, 46 companies rep-
resented foreign owners (in 1975, however, there were 55).
Controlling only 25 per cent of aggregate assets and equity
of the companies in that group, at the same time they
secured 41 per cent of the sales and obtained nearly 35 per
cent of the profit. The number of their own subsidiaries in
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Table 9

The Position of Foreign Companies Among Firms of the
Non-Financial Sphere (1980, per cent)

25 leading 100 largest 500 largest All cor-

corpora- corpora-  corpora- porations
tions tions tions in the non-
financial
sphere*

Number of foreign

subsidiaries 9 46 261 3,241
Number of companies

controlled by

them in Canada 163 548 1,385 5,213
Share of:
sales 37.5 40.9 45.0 29.8
assets 17.8 25.3 30.2 25.5
profits 25.4 35.0 42.0 35.5

*Including the enormous mass of small companies unclassified in
terms of national identity of owners. The share of such companies in
totals for firms of the non-financial sphere is: 4.8 per cent in sales, 3.0
per cent in assets and 3.0 per cent in profits.

Calculated according to: CALURA. Report for 1981 (Part I—Corpo-
rations), Ottawa, 1984, p. 39.

Canada exceeded 560. It is significant that foreign leading
firms had an advantage over national firms in the sales/assets
ratio as well as profits/assets, while the profits/sales ratio
was much lower.2*

In 1982 the 500 companies’ club (a list of leaders in the
non-financial sphere published by Canadian Business) in-
cluded 260 foreign companies, among them 176 American,
60 Western European, and 15 Japanese.?® Two years later
there were nearly 200 foreign companies on the list of the
top 500 firms compiled by experts of The Financial Post,
two thirds of them American. There were 26 American
companies in the top hundred, 27 in the second hundred,
36 and 29 respectively in the third and fourth and 23 in the |
fifth. The list of billionaire corporations (in sales) in 1984
included 89 firms, of which 21 represented US capital.? ®

The share of the leading companies is particularly high
in shipments by sectors with continuous production pro-
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Table 10

The Role of Top Companies in Individual Industries

(by groups, 1981)

The share of the top The place The share of for-
companies in sales, taken by eign firms among

per cent

the top na- the top eight com-
tional firm panies in the in-
among the dustry, per cent 1

industry’s
leaders

four eight

compa- com- in sales in assets

nies panies |
Metallic ore
mining 51 68 1 37 28
Mineral fuel
extraction 39 58 1 58 43
Other mining
industries 21 30 1 38 34 i
Food 18 27 1 25 29
Beverages 41 62 1 35 28
Tobacco 92 100 9 100 100
Rubber 57 81 8 89 90
Leather 19 31 2 22 23
Textiles 41 48 2 52 51
Clothing 8 11 3 11 14
Wood products 17 24 1 14 15
Furniture 10 16 1 14 15
Pulp-and-paper 39 52 1 28 29 ‘
Printing 25 35 1 11 11
Smelting 58 74 1 15 13 ‘
Metalworking 12 19 1 34 35
Machinery 23 31 2 56 48
Transportation
equipment 65 71 5 84 69
Electrical
products 36 46 2 62 54
Processing of
non-metallic mi-
nerals 31 47 6 58 68 :
Petroleum re-
fining 64 85 5 78 61
Chemicals 26 38 4 76 75
Other manu-
facturing
industries 19 24 4 44 40

Calculated according to:

CALURA. Report for 1981 (Part I—Corpo-
rations), p. 47.
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cesses (such as oil refining, chemicals, rubber and smelting)
and those oriented towards mass consumer markets (motor
vehicles, beverages, household electrical appliances, fertil-
izer and synthetic fibres). Foreign capital is widely represent- |
ed among the leading companies in most of these sectors
(see Table 10).

According to early 1980s figures, in 12 of the 33 leading
industries singled out by Canadian statistics the top eight
companies accounted for more than 50 per cent of the sales,
and in another 13 industries the share of the top eight was
not less than 25 per cent. In turn, the share of foreign-con-
trolled enterprises in shipments by 8 leading companies in
certain industries was as follows: over 80 per cent in oil ex-
traction, manufacture of motor vehicles, spare parts and as-
semblies for them, rubber industrial electrical equipment,
aerospace, and farmaceutical industries; from 60 to 80 per
cent in natural gas extraction, manufacture of household
electrical appliances and electronics, petroleum and chemi-
cal products, soft drinks, canned fish and non-metallic mine-
rals processing.

As a rule, the same large North American transnationals
possessing enterprises of the complete production cycle op-
erate in mining, ore processing, manufacture of refined me-
tals and other semi-manufactured metal products and oc-
casionally finished goods. Most of these vertically integrated
concerns (combines) are controlled by US capital.

In 1981 in the mining and petroleum and natural gas in-
dustries foreign companies’ subsidiaries constituted only 7.2
per cent of the total number of firms (427), but controlled
nearly 38 per cent of the assets, made 49 per cent of the
sales and gained 51 per cent of the profits. In the manufactur-
ing industry 1,900 foreign companies (5.2 per cent of the
total) had 45 per cent of the assets, made 49 per cent
of the sales and gained nearly 52 per cent of the profits.
In the same year there were 1,711 companies controlled !
by US capital among those that submitted to Canadian
statistical agencies data on their payments to non-resi-
dents. It is significant that 465 of them with assets in
excess of 25 million dollars accounted for 86 per cent
of the relevant total payments. It is also interesting that
more than half of the sum itself (5,100 million dollars)
consisted of dividends (2,100 million dollars) and interest
(800 million), while the rest went to pay services by manag-

114 [



ers, research and legal advice and so on.2”

Even in machinery industry, with 1,620 companies ac-
cording to the 1981 survey, less than 200 of them (with
more than 100 employees each) provided up to 70 per cent
of the shipments while two thirds of the smallest ones, less
than 10 per cent. Even here nearly half the industry’s ship-
ments were by companies controlled by US capital. In elec-
trical engineering with 1,121 companies in 1981, the top
eight monopolies had a third of the employees and more
than two fifths of aggregate sales. The subsidiaries of Amer-
ican monopolies were the leading companies here. In the
young but rapidly growing industry manufacturing and
maintaining computers almost half the profits went to IBM
Canada. All the top five firms making computers were for-
eign ones, four of them American.

It is not very convenient in describing the country’s in-
dustrial elite to make use of the lists of the largest monop-
olies officially published in Canada, because they include
data on leading companies of the entire non-financial sphere
without distinction between trade and industrial firms, pri-
vate and state, production and holding, and so forth. Thus,
the latest and fullest source of information available to us
assigns second place in sales (14,600 million dollars in 1984)
to the giant holding company Canadian Pacific Ltd. belong-
ing to the national financial group Power Corporation and
owning assets worth 18,800 million dollars (third place after
crown corporations Ontario Hydro and Hydro-Quebec) and
employing 120,000 persons (overall first place). Sixth place
in the top 500 companies’ list was taken by the acknowledged
leader in trade, George Weston Ltd. (sales 8,300 million
dollars).

So in order to obtain the industrial top ten, we would
have to remove them artificially from the upper part of the
official list, ignoring the Canadian Wheat Board, a state or-
ganisation with monopoly rights in buying and exporting
grain (sales were 5,500 million dollars, or 12th place), and
the state Canadian National Railways which comes after it.

Of the industrial companies proper the following should
be included in the top ten: automotive giants General Mo-
tors of Canada Ltd. (16,300 million dollars of sales and
3,900 million dollars of assets) and Ford Motor Company of
Canada (sales 12,100 million dollars, assets 2,800 million);
the parent company of a whole electrical engineering and
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electronics empire, Bell Canada Enterprises Inc. (10,800
million dollars of sales, fourth place in assets—17,500 mil-
lion dollars—and second in employees—108,000 persons);
the famous monopoly Imperial Oil Ltd. (sales 8,400 million
dollars) controlled by the American Exxon Corp.; the leader
in non-ferrous metals, Aluminium Co. of Canada (sales
7,100 million, assets 8,800 million); another member of the
automotive Big Three, Chrysler Canada Ltd. (sales 6,300
million, assets 1,100 million); then come four oil monopo-
lies in a row controlled by US capital, Texaco (Canada) Inc.,
a Canadian subsidiary of the Anglo-Dutch concern Shell
Canada, the American Gulf Canada Ltd. and PetroCanada
(sales 4,900 million, assets 9,100 million).?®

Thus, in the top ten we have three automotive concerns,
five oil monopolies, one metal producing company and one
electrical engineering monopoly (which is also in the utili-
ties as it deals with telephone communications). Eight of
them are under foreign control, one belongs chiefly to Cana-
dian private owners (Bell) and one is state-owned (PetroCa-
nada, more about which later).

If the top three subsidiaries of the American motor giants
which account for nine tenths of the industry’s output are
supplemented by American Motors (Canada), Inc. (111th
place in the 1984 list), the picture of the Canadian automo-
tive industry becomes basically complete. Yet, strictly
speaking, there is no national autmotive industry as such,
but only the Canadian segment of one ‘‘North American”
automotive industry totally in the hands of the above four
companies. The industry’s integration in terms of produc-
tion and technology occurred in the late 1960s and early
1970s when the effect of the 1965 Auto-Pact was truly felt
(the bilateral Auto-Pact provided for tariff-free trade in
motor vehicles and parts for their assembly, for further de-
tails see Chapter Six).

The same Financial Post review from which the above

data were drawn also contains a list of the 50 largest subsi- |

diaries of foreign monopolies of which 36 belonged to |

Americans. The top five were American; among the top ten, |

nine were also American (only the Anglo-Dutch Shell had
found its way here); in the top twenty, 17 were American.
It is also significant that among the 20 largest ‘‘private”
companies (those that refuse to provide information to take
part in the 500 companies’ list), eight are also controlled by
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the USA (including the Pepsi-Cola subsidiary in second
place, Estée Lauder Cosmetics in third place, Ford Electron-
ics Manufacturing and others).

Finally, it is to be noted that the profit rate enjoyed by
corporations controlled by foreign capital is as a rule higher
than that of national companies. The latter is confirmed, for
instance, by data in Table 7 where the figures reflecting con-
trol over sales in a sector and the share in sectoral profits as
a rule exceed the American transnationals’ proportion of
the relevant assets.

At the end of the 1970s in the fundamental research
work Natural Resources in US-Canadian Relations promi-
nent Canadian economist D. J. Daly attempted to prove
something that could not be proved, i.e. that American mo-
nopolies (at least in the resources sector) were content with
a lower profit rate on capital than national companies,
which allegedly served as an argument in the former’s favour
in the discussion on the role of foreign investment in the
country’s industrial development.?® At first glance, this
opinion was confirmed by the statistics of those years when
America’s share in profits of the mining industry frequently
proved to be lower than its share of the industry’s assets
(for example, in 1978, it was 18 and 29 per cent respective-
ly). However, this was not at all due to the generosity of
American monopolies ready to give up high profits for the
sake of the Canadian consumers’ wellbeing. First of all, the
principal part of the ore mined was delivered to the USA al-
most unprocessed, so that none else but the parent compa-
nies of the same firms operating in Canada stood to gain
from low prices. Second, specific conditions on the raw ma-
terial markets combined with the mechanism of transfer pri-
ces widely used by monopolies in intracompany exchanges
in order to minimise taxes paid on both sides of the border,
provided wide opportunities to conceal the true size of prof-
its gained in Canada.

Incidentally, another Canadian researcher, B. W. Wilkin-
son stated that Daly had not taken full account of this as-
pect of the problem. Moreover, in the existing situation Wil-
kinson saw an additional argument in favour of ‘‘buying
out’” the mining industry from the Americans, since in the
final count ‘“Canadians end up paying foreign shareholders
more to consume their own resources”.>® One of the major
authorities in the field of foreign investment, A. E. Safarian,
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has also pointed to the ability of the transnationals to
manipulate profit reports to conceal part of the profit in
order to avoid paying national taxes.>! Having analysed
extensive empirical material, Wallace Clement reached a
general conclusion that ‘‘foreign investment in the mining
and manufacturing sectors is much more profitable than
Canadian ownership in these same areas’’.??

Transfer prices are widely used also by companies in the
manufacturing industries where relations of intracompany
specialisation and cooperation between divisions in monop-
olies are particularly widespread. Many kinds of restrictive
practices are also applied on the domestic market in Canada.
Thus, the undoubtable price leader in the automotive indus-
try is the General Motors Corporation. The other companies
price their automobiles according to the level offered by
this corporation. In food trade, the scale of prices is set by
Loblaw Cos. and Dominion Stores.

According to the 1984 returns, all our ‘‘acquaintances’—
the three automotive giants and the oil and electronics lead-
ers (IBM Canada and Digital Equipment of Canada)—were
among the most profitable companies in Canada.

The subsidiaries and branches of many American banks
began to energetically expand operations in Canada follow-
ing the revision of the Bank Act in 1980. However, they still
occupy a rather modest place in the overall hierarchy of fi-
nancial institutions functioning in the country. The most
important foreign bank in terms of assets, the City Bank of
Canada (3 billion dollars), is only in 26th place, the Chemi-
cal Bank of Canada is in 33rd place, and the Bank of Amer-
ica Canada, in 40th place. American insurance companies
occupy much more prominent positions on the Canadian
market.

In the years of the latest crisis a real race to attract for-
eign capital began between the provinces, and the new eco-
nomic boom which started in 1983 contributed to the revi-
val of plans for resource megaprojects in Alberta, British Co-
lumbia and the new petroleum and natural gas area on the
Atlantic seaboard. National construction companies—con-
sultants and subcontractors—were urgently putting together
consortiums with the extensive participation of well-known
subsidiaries of American monopolies such as Mobil Oil Can-
ada and Betchel Canada—a powerful construction concern
famed for its contribution to the building of the giant Syn-
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crude complex on the basis of the Atabaska oil sands and
the James Bay hydro project.

Another important development was how Canadian
banks were gradually reoriented from chiefly supporting na-
tional enterprises to extensive participation in providing cre-
dit for international monopolies. This trend gained momen-
tum as the operations of Canadian banks increasingly ac-
quired an international nature. The share of foreign curren-
cy loans in total loans granted by the banks reached two
fifths as compared with merely 3-5 per cent two decades
before. From the early 1980s up to haif of the banks’
profits after taxes came from international operations (as
against 17 per cent in 1971).

Canadian economist Stephen Hymer believes that most of
the financial resources used by the present-day transnation-
als in expanding direct investment in other countries usual-
ly come from the monetary markets in these same countries
in the form of loans and securities. Referring to Hymer’s
considerations, his supporter Rugman points out that, there-
by, a3 3country such as Canada is ‘‘financing its own sell
out”.

When providing particularly large credits to transnational
corporations Canadian commercial banks often collaborate
directly with US banks, and less frequently, with the banks
of other capitalist states. Thus, in financing the above men-
tioned James Bay project the Canadian banks had as their
partners the Morgan, Rockefeller and Rothschield financial
empires.

In the past, enterprises controlled mostly by national ca-
pital in such sectors as food, textile, pulp-and-paper, iron
and steel and electric power had traditionally served as the
clients of Canadian banks. Foreign companies operating in
Canada preferred to obtain the principal part of the loans they
needed from parent companies in the USA or the American
banks associated with them. The above-listed sectors occupy
a prominent place in the structure of bank loans at the pres-
ent time; in the last decade, however, the volume of credits
provided to corporations in the petroleum and natural gas,
chemical, electrical products, automotive and other industries
dominated by foreign capital has grown steeply. That means,
in particular, that American transnationals are increasingly
applying to Canadian banks to finance their capital invest-
ments. For that reason Canadian banks’ activities often ob-

119



jectively oppose efforts to reduce the influence and control
of foreign capital in the country’s industry. It must be
pointed out, to be fair, that in recent years the banks also
took part in financing operations having to do with buying
back Canadian companies from foreign owners under the
Canadianisation policy to be dealt with presently.

The Fate of the Canadianisation Policy

The history of Canadian ‘‘economic nationalism’ goes
back more than a century if we take the adoption of the
protectionist National Policy in 1879 as its starting point.
Canadian nationalism, however, developed unevenly and in-
consistently, together and in confrontation with another,
stronger trend—to draw closer to the USA and continental
economic—market and production—processes (which is why
the corresponding development doctrine is known as the
ideology of continentalism).

The state policy founded on the views of the nationalists
also had different names. In the times of John Diefenbaker
it was pro-Canadianism, while in the 1970s the new nation-
alism of Trudeau and his entourage was labelled the Canadi-
anisation policy or simply Canadianisation.

The policy was proclaimed and assumed extensive scope
soon after the dramatic cooling off of relations with the
USA in the second half of 1971 when President Nixon un-
dertook a number of protectionist measures without prior
consultation with Canada—measures which inflicted consid-
erable harm on that country, and, most importantly, hit its
national prestige very hard showing that it was not an exclu-
sive partner and ally of the USA but a country comme les
autres (see more on the subject in Chapter Six). The wave of
public indignation raised by the “Nixon shock’’ rolled high
and continued for a long time. Canadians had obviously had
enough of seeing ‘“‘themselves behaving as observers of for-
eign-managed corporate activities in their own country over
which their central policy organs exercise little control”.?
In 1975, according to a poll carried out by the Canadian
public opinion institute, 58 per cent of the country’s resi-
dents supported the idea of buying back Canadian property
from foreigners.

The idea was first proposed as the basis for a possible
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state policy in the mid-1950s. The then chairman of the
Royal Commission on Canada’s Economic Prospects and
subsequently Minister of Finance, Walter Gordon, ventured
to include a 30 per cent tax on deals with securities aimed
at establishing foreign control over national companies in
the draft 1963 federal budget. The tax was not passed, but
another proposal made by Gordon, to set up the mixed
private and government Canada Development Corporation
(CDC) which would contribute to the rise and development
of strong private corporations under Canadian control and
management, was implemented in the same year of scandals,
1971, and since then the CDC has helped a great deal to ex-
pand the sphere of national control in the economy. One of
the CDC’s first and best-known actions was to purchase, for
271 million dollars, 30.2 per cent of the shares of Texasgulf
Inc., an American company with headquarters in Texas
owning extensive petroleum and ore concessions in a num-
ber of Canada’s provinces, including the major Kidd-Creek
silver mines.> 5 At the beginning of the 1980s, incidentally,
the indefatigable Walter Gordon, at tlie time president of a
major industrial company, Canadian Corporate Manage-
ment, was advocating a new idea: to establish national con-
trol over 32 leading monopolies with assets exceeding 250
million dollars which by his estimate would cost about 15
billion dollars.? ¢

In the early 1970s, the Committee for Independent Cana-
da was founded bringing together advocates of the Canadi-
anisation policy and adopting many ideas from the Watkins
Report (1968) and the Gray Report (1972) which contained
a detailed analysis of the situation with foreign capital
and proposals to extend state control over the transna-
tionals’ activity.? 7 As S. Clarkson has written about that pe-
riod, ‘‘Canadianisation became ... a new and popular word
in the political lexicon, a hopeful concept that affirmed the
country’s ability to run its own affairs”.* 8

Since the early 1970s the federal government has under-
taken a number of practical steps to develop tools to influ-
ence foreign property in the country. Among these steps
mention should be made of an amendment to the Income
Tax Act establishing a differentiated tax depending on the
share of foreign capital in industrial company assets, the
Canada Corporations Act requiring a majority of Canadians
on the boards of directors of federally incorporated compa-
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nies and the issuing by the Department of Industry, Trade
and Commerce of ‘‘voluntary guidelines for good corporate
behaviour” by Canadian subsidiaries of foreign transna-
tionals.? ®

Private and state monopoly capital undertook more di-
rect efforts to establish national control over large compa-
nies. In 1974, for example, state ownership was established
over the assets of the British De Havilland Aircraft, while
the national private monopoly Abitibi Paper acquired the
controlling interest of the Price Company which made it
one of the world’s leaders in newsprint manufacturing. In
1975 Canadian ownership of the world-famed Inco Ltd. mo-
nopoly reached 51 per cent (in 1970 it was 31 per cent). In
1976 the CDC bought up the share of the Houston-based
Tenneco Inc. in the Canadian petroleum and natural gas in-
dustry, Canadair Ltd. passed into state hands, while the Pe-
troCanada crown corporation set up shortly before that
bought the assets of Atlantic Richfield employed in petrole-
um operations in Alberta. In the same year, 50 per cent of
the assets belonging to the Duval Corporation, a subsidiary
of the American Pennzoil Corporation of Houston, were na-
tionalised.

The “buying back’ of Canadian property from American
transnationals and the rise of national monopolies assumed
particular scope at the very end of the 1970s and early
1980s.*° The largest wave of mergers and takeovers swept
the country in that period as a result of which dozens of
major foreign companies passed into the hands of national
capital.

Thus, at the beginning of 1981 Noranda Mines purchased |

49 per cent of the shares of MacMillan Bloedel, Ltd., the
second most important lumber monopoly in the country,
for 626 million dollars. At approximately the same time the
largest American monopoly in the industry, Canadian
International Paper Inc., passed into the hands of Canadian
Pacific, a powerful national holding company, for 1,100
million dollars, while Olympia and York Investments gained
control (88 per cent of the shares) over Abitibi-Price, Inc.
for 560 million dollars. All this signified a marked consoli-
dation of national capital in lumber and pulp-and-paper
manufacturing, one of the three most important parts of the
resources sector in the economy.

Two clans representing national finance capital played an
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outstanding role in the wave of mergers: the Reichmann
family (owners of Olympia and York Investments) and the
Bronfman brothers (owners of the equally well-known Bras-
can). The Bronfmans acquired control over nothing less
than an entire resources empire, Noranda Mines, owner of
dozens of mines and (after the takeover of MacMillan Bloe-
del Ltd.) a leader in sawmills, through the recently founded
holding company Brascade Resources Inc. which they con-
trol jointly with the state monopoly Caisse de dépot et
placement du Québec. As to the second producer of wood
products in the country, Domtar Inc., one of the few Cana-
dian transnationals deeply involved in US industry so far, in
the same 1981, it passed under the control of the Quebec
authorities (Caisse de dépot et placement and Société géné-
rale de financement which by that time already controlled
12 industrial companies, including the major wood compa-
ny Donohue Inc.).

It may be asserted that the chief distinction of the wave
of mergers and takeovers which continued for more than
three years was its connection to the Canadianisation poli-
cy. The subsidiaries of American monopolies increasingly
frequently became objects of purchase, and the buyers
included CDC, the PetroCanada crown corporation, and the
above-mentioned state-owned provincial holding companies
Caisse de dépot et placement du Québec, Société générale
de financement, and others.

A particularly strong impulse for further centralisation of
capital on a national basis was provided by the National
Energy Programme announced at the end of 1980 and in-
volving major tasks in the field of Canadianisation of the
country’s fuel and raw material base. Accordingly, the econ-
omy’s resources sector, chiefly the petroleum and natural
gas and mining industries, became the principal scene of
mergers and takeovers. Soon after the aim laid down in the
National Energy Programme—to increase the share of local
capital in the assets of the petroleum and natural gas indus-
try’s companies to 50 per cent—was announced, the presi-
dent of a major national oil monopoly, Dome Petroleum,
promised the then Minister of Energy, Mines and Resources,
Marc Lalonde, to increase that share to at least 35 per cent
by the beginning of 1983. In August 1981 it was announced
that the monopoly had bought 47 per cent of the shares of
the Hudson’s Bay Oil and Gas Company previously control-
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led by the American Conoco Inc., for 4,300 million dollars,
the largest takeover in Canadian history. It is interesting
that virtually a month earlier the ‘victim’’ had purchased a
major portfolio of stock belonging to another resources
company, Cyprys Anvil Mining Corp.

It was in the same wave that PetroCanada purchased Bel-
gian Petrofina’s subsidiary, the large Zellers Ltd. company
was bought by the Hudson’s Bay Company belonging to the
Thompson empire, and also the American assets of the
Texasgulf Inc. passed from the CDC to the Belgian Société
nationale elf aquitan in exchange for controlling interest of
the latter’s Canadian subsidiary.

Many people in Canada, however, regarded the setting up
of the Foreign Investment Revision Agency (FIRA) in 1974
as the most important step towards the establishment of na-
tional control over the country’s economic development.
FIRA was authorised to consider proposals to purchase the
controlling interest of existing Canadian companies and also
projects of new capital investments with foreign firms tak-
ing part in order to ascertain whether the intended opera-
tions would largely profit Canada.

The attitude to FIRA both in Canada and particularly in
the USA underwent a complex evolution. The first reaction
by American business and in government quarters was
sharply negative. It took more than two years to convince
Americans that ‘“‘the principal objectives of the Foreign In-
vestment Revision Agency (FIRA) are not to block invest-
ment, as much as to gain better terms for Canada”.*'! In
1977 the US government officially stated that it did not see
any serious obstacle in FIRA activity for implementing
most investment projects.* 2

Experts on the problem of foreign capital in Canada have
written that FIRA decisions in the first years of its activity
were marked by ‘‘permissiveness rather than rigidity”’, al-
though “‘its mere existence and the publicity accompanying
its creation may have signified to the US business communi-
ty yet another in a series of proliferating government rela-
tions that make investment in Canada appear as a less con-
venient and less attractive option”.*3

Between 1974 and 1979 FIRA considered 1,326 propo-
sals to establish control over Canadian companies and grant-
ed permission in 1,106 cases (83 per cent); of the 1,169 pro-
jects of new investments 1,007 (86 per cent) were approved.
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The provincial authorities interested in obtaining permission
for new investment frequently applied pressure on FIRA to
further projects that were doubtful in the broader national
context. Generally, individual provinces have different atti-

tudes to the Canadianisation idea depending on the struc-
ﬂ ture of the local economy, the market, etc. In the press and

research works we frequently encounter statements to the
effect that Quebec, for example, cannot afford to take such
a firm stand with respect to foreign investments as, say, On-
tario, and the same holds for the Atlantic provinces.**

All in all, the setting up of FIRA may, nevertheless, be
regarded as a major step towards the establishment of gov-
ernment control over foreign monopolies in Canada. How-
ever, the agency had no authority to control the increase by
foreign monopolies of the scale of their activity in their tra-
ditional and associated fields, including the reinvestment
policy. In 1981, for example, FIRA was to consider projects
to expand foreign direct investment in Canada by 2,600 mil-
lion dollars. In the same year, total assets belonging to
companies controlled by foreign capital increased by 25 bil-
lion dollars without any permission on the part of the agen-
cy.*$ Neither was FIRA able to exercise control over deals
with securities if control over a company did not pass into
other hands (movement of portfolio investment).

In any case, FIRA remained a troublesome straw in the
eye of American investors. Although in 1982 of all the pro-
posals for new investment projects and the right to purchase
the controlling interest of Canadian monopolies only 13 per
cent were rejected, in 1983 the American Administration
submitted a complaint to GATT as to the legitimacy of
FIRA. The complaint, however, was dismissed in principle,
but it was pointed out to Canada that the practice of its
state agency such as FIRA attempting to influence the mar-
ket policy of firms controlled by foreign capital by prompt-
ing them to purchase materials and intermediate products !
from national suppliers contradicted the GATT treaty.*®
The latter practice was indeed widespread, a fact attested
to by the example of Apple Computer Inc., which was ‘
granted access to the Canadian electronics industry in ‘
exchange for a long list of pledges, in particular, the pledge *
to purchase computer components and auxiliary equipment
from Canadian manufacturers and also the promise to carry
out an extensive research and development programme in é
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Canada drawing on local scientific personnel.*’

The conflicts involving FIRA reached their highest point
in the early 1980s when the agency was headed by the avid
“nationalist” Herbert Grey. But when he was replaced in
late 1982 by the ‘‘liberal’’ (with respect to foreign invest-
ment) Ed. Lumley the percentage of applications for
mergers and new investment projects accepted increased
even further (to 92 per cent in the first half of fiscal 1983/84).
The number of proposals submitted also increased consider-
ably (by 25 per cent in 1983 as compared with 1982) and
also it took less time for them to be accepted.

It is to be noted that there was not too much consistency
and purpose in the implementing of the Canadianisation
policy even in its heyday. The efforts of the federal authori-
ties frequently came to naught as a result of separate action
on the provincial level where the leadership and business
circles were much more concerned with the local population’s
employment and prospects of economic growth than
nationwide considerations.*® Moreover, the local people
hardly believed that the Liberal government’s slogans were
serious, since its economic policies “have been consistent
only in their inconsistency’.?® After the lessons of the 1982
crisis, the theme of ‘‘buying back Canada from the foreigners”’
was played down considerably. Even before the Conservat-
ives came to power, continentalism raised its head again,
which was reflected not in the rhetorics but rather as a
principle underlying economic decisions. There were com-
plaints about a shortage of funds and statements that
‘“‘Canadianisation can only occur on a large-scale basis if the
macroeconomic house is in better order’’.’® Soviet econom-
ist A.G. Kvasov goes so far as to say that ‘“‘even in its extre-
me manifestations, the policy of ‘economic nationalism’ pur-
sued by the Trudeau government was not anti-American’’.%!

When the Mulroney government came to power FIRA
was not abolished as some had expected but its functions
were fundamentally changed and FIRA “lost its fangs’. In
accordance with its new name, Investment Canada, it was
not so much to control investment projects as to seek new
resources for capital investment. Operations to gain control
over companies with assets up to 5 million dollars as well
as indirect takeovers of companies with assets up to 50
million dollars (when control over a Canadian company
passed from one foreign owner to another) were no long-
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er subject to state regulation.

The inflow of capital into the country grew more inten-
sive and the number of proposals submitted to the new
agency exceeded the records of the 1970s. In the summer of
1985 the Financial Post wrote that more and more business-
men and economists said that ‘‘increasing the inflows of for-
eign investment is necessary if Canada is to enjoy again the
high economic growth rates of the 1950s and 1960s”’. Hav-
ing come to power, Mulroney ‘‘almost immediately pro-
claimed Canada ‘open for business’ to foreign investors®.5 2
The government also adopted a course aimed at repriva-
tisation of a considerable part of the public sector’s industri-
al assets (see also Chapter Seven).

And yet the above-mentioned National Energy Program-
me could have and probably had an even more far-reaching
impact on the future of Canadian-American relations; the
programme unexpectedly descended on the heads of Alber-
ta’s oil bosses and the owners of the Seven Sisters in autumn
1980.

If we were to consider the evolution of national (federal)
policies in the field of energy, we would find that there
were several turning points during the 20-odd years of its
existence reflecting, on the one hand, a conflict between
different approaches to the use of national fuel and power
resources and, on the other, the overall abrupt change in the
situation in the capitalist world following the momentous
events of autumn 1973.

The interests of American oil monopolies were undoubt-
edly instrumental in shaping the National Energy Policy
first laid down in 1961; the policy had reinforced the
country’s division into two markets, the eastern one ori-
ented to imported oil from foreign oil fields controlled by
American transnationals and the western one based on oil
and natural gas extraction in Alberta and British Columbia.
In the same period the USA began to restrict oil import for
the first time, and the federal government of Canada under-
took great efforts to secure unhindered access to the Amer-
ican market for petroleum and natural gas producers in the
western provinces.

At the end of the 1960s there was even talk about a con-
tinental energy treaty, however, the quotas on Canadian pe-
troleum imports introduced unilaterally by the United
States in 1970 provoked an abrupt cooling of relations.
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Then sharp differences emerged with Richard Nixon, and
slightly later the storm of the energy crisis completely
buried the idea of a unified North American energy system.

In 1974 the National Energy Board of Canada published
estimates of the country’s petroleum resources which marked
a dramatic scaling down of earlier appraisals.®® The first
major turn of federal policy occurred towards Canadianisa-
tion of the petroleum industry: prices on petroleum and na-
tural gas were transferred to an independent domestic scale
and broke away significantly from prices on the American
market. The export of petroleum into the USA was put un-
der federal control and it was announced that these deliver-
ies would be completely stopped by 1983. In order to
sharply reduce petroleum import the decision was finally
adopted to build the Sarnia-Montreal oil pipeline intended
to supply eastern areas from the country’s own deposits.

In early 1976 the government published a paper entitled
“Energy Strategy for Canada”’, which set the objective of se- |
curing the country’s utmost self-reliance in the field of ener-
gy resources.’ * According to official estimates, it was neces-
sary to raise the proportion of financial resources directed
to energy construction to 4.9-5.2 per cent of the GNP in
1976-1990 (as against an average of 3.5 per cent in 1950-
1975). |

The PetroCanada crown corporation was set up at about |
the same time for the state to participate directly in the
planned energy megaprojects, including construction of |
enormous industrial plants to use petroleum from the oil |
sands in the Atabaska (Alberta) area, and also to raise the
share of Canadian property and control in the petroleum
and natural gas industry. A single price on petroleum was in- |
troduced in the country. The price was to rise gradually, re-
maining considerably lower than OPEC prices. Oil export
was subject to a special tax (amounting to the difference
between domestic and world prices) to create a government
fund from which consumers forced to buy imported petro-
leum would be subsidised. The right to exempt from the
overall sum payable under the federal tax the already collect-
ed provincial taxes and duties was abolished, at first fully
and then, as a compromise designed to soothe the oil-
producing provinces, partially.®

In those years the American press wrote a lot, and very
angrily, about the “blue-eyed Arabs of the north’’, the *“Ca-
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nadian shock” and the disloyalty of the formerly faithful
hewers of wood and drawers of water for the court of His
Majesty American Industry. However, the panic due to the
alleged early running out of petroleum reserves in the coun-
try subsided somewhat, and a new turnabout occurred in
1978: unexpectedly for many the Trudeau government
stopped talking about its decision to discontinue petroleum
export to the USA from the Alberta oil fields. Apparently,
this was a result of the new improvement in Canadian-Amer-
ican relations after both countries had emerged from the
economic crisis of the mid-1970s and the Canadian Prime
Minister established a close personal contact with Jimmy
Carter.

Yet, in the same 1978, PetroCanada made the largest step
towards increasing Canadian control over the petroleum and
natural gas industry: the Pacific Petroleums Company was
bought from its American owners for 1,400 million dollars.
Nevertheless, at the beginning of the 1980s, 17 of the 25
largest companies in the industry were more than 50 per
cent foreign-owned and accounted for 72 per cent of petro-
leum and natural gas sales. Still, thanks to the efforts of na-
tional state (PetroCanada and the CDC) and private capital
(Alberta Energy Company, Nova [formerly the Alberta Gas
Trunk Line Co.] and Dome Petroleum) the overall share of
Canadian owners in the industry’s assets rose to 40 per cent
(as against 10 per cent in 1971) and their control over these
assets to 36 per cent (as against 22 per cent in 1971).

It was in this context that the National Energy Program-
me was announced, provoking an explosive response and
acute contradictions both in Canada and in American-Cana-
dian relations. It is to be noted right away that contradic-
tions with petroleum industrialists in Alberta concerning
mostly growth rates in domestic petroleum prices and ad-
justment to prices on the world market, and also the taxes
on income from petroleum and natural gas extraction and
profit-sharing between private business and provincial and
federal governments were basically resolved in less than a
year. It all began with an acute conflict and ended in a posi-
tive compromise.

As to relations with the USA the opposite evolution was
observed. American oil monopolies had already started to
round up their prospecting effort in Canada and transfer a
considerable part of their assets to the USA, while official
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Washington continued to put up a good face. Even during
his visit to Canada in March 1981, the recently elected Pres-
ident Reagan refrained from criticising the National Energy
Programme and assured the opposite side in the talks that
his country would fulfill its obligations under the agreement
concluded between the countries earlier to jointly build a gi-
ant natural gas pipeline along which Alaska gas, together
with gas from the Alberta fields, would be delivered to the
northern and central US states. The building of the Alaska |
pipeline which was estimated most recently to cost 35 to 40
billion dollars attracted the Canadian side principally as a
source of large orders for the country’s industry and an op-
portunity to increase employment during its construction.

Time passed, however, and the US monopolies largely put
up with the new situation (they were treated even worse in
the developing countries at times). Meanwhile US govern-
ment circles finally realised what they were up against in
dealing with the Canadian National Energy Programme. It
was indeed something unprecedented in the two countries’
relations: half of the industry was to be put under national
control; state capital would receive at least a 25 per cent
share in all projects on federal lands; a differentiated ap-
proach was adopted to taxing and financing research and
development, prospecting, etc. by national and by foreign
companies. It all amounted to a direct contradiction of
Reagan’s economic philosophy,®® an attack against sacros-
anct principles of free enterprise, unpermissible heresy and
where of all places? Here, next-door, in reliable and stable
North America!

Apparently, adoption and introduction of the National
Energy Programme was the main reason why American-Ca-
nadian relations entered a profound crisis at the juncture of
1981 and 1982 (see Chapter Six about the trade and politi-
cal aspects of that crisis). As distinct from the FIRA issue
the conflict concerning the National Energy Programme was
never resolved under the Liberal government. Even during
the new improvement in relations with the USA on the eve
of the elections that proved fatal for the Liberals Trudeau
firmly stood his ground on one point—the National Energy
Programme remained the bulwark, basis and symbol of the
Canadianisation policy. Moreover, the term NEPing appear-
ed in the early 1980s to describe plans or specific attempts
to spread state regulation of the petroleum and natural gas

130



industry or some of its elements to other industries, in
particular, the mining industry (the usual context, however,
was that there would be no NEPing in other spheres of the
economy).

The leader of the Conservatives, Brian Mulroney, had not
dared attack its basic principles before the elections. Even
after coming to power and starting to rid the programme of
its anti-American edge he went on talking about its basic
principles being inviolable.

Despite his pro-American bias, the leader of the Conser-
vatives, of course, realised that retention of the National
Energy Programme in action was a matter of national pres-
tige and necessary to preserve his own popularity. It was
possible to abolish discrimination of foreign companies in
tax rebates, whet the appetite of PetroCanada, but it
seemed too risky an enterprise to call off the historic
attempt to restore national control over the key branch of
the economy.

Yet who knows? As a result of the so-called Western ac-
cord, an agreement between the federal government and the
authorities of the energy provinces a decision has been
adopted to deregulate oil prices in the country and abolish
many taxes and privileges provided for in the programme.
Cut a bit here and a bit there, what is left? Only the ap-
pearance, while the essence and impact would have been
lost, as sometimes an oil well dries out. Finally, in the gener-
al context of integration, the consequences of adoption of
the National Energy Programme do not appear to be un-
equivocal. On the one hand, it, of course, put an end to the
undivided rule of the American transnationals in Canada’s
energy sector and deprived them of the possibility to regard
Canadian petroleum and natural gas resources as their own.
On the other, the major capital investments made by Cana-
dian subsidiaries and national companies in the oil and natu-
ral gas industry of the USA (the above-mentioned relocation
of financial resources under the programme’s impact) in re-
cent years have not weakened but rather have strengthened
the linkage between the two countries at the sectoral level.
So elements of de-integration are combined here with signs
of stronger functional interlocking of the two parts of the
continental economy.

One thing, however, is undoubtable: having adopted the
National Energy Programme and implemented (at least for
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a while) some of its propositions, ‘‘Canada re-established
the right to interfere in its own affairs”.’

It is from this vantage point that, in our view, one should
judge the experience gained as well as potential pros-
pects of the Canadianisation policy in general (irrespective
of the party in power at the given historical time). It would
seem that there is no question of breaking off regional ties
within and between industries of the two countries includ-
ing those involving capital but rather of a revision and res-
tructuring of such ties with due account for the changed sit-
uation. The latter involves, in particular, achievement by
Canadian monopoly capital of greater maturity both subjec-
tively, by becoming aware of its national interests, and ob-
jectively as a result of its considerably increased financial
possibilities. A. G. Kvasov seems to be right when he sees in
Canadian finance capital not a desire for de-integration but
the urge ‘‘to redivide spheres of influence in the continental
economic complex”.5® The redivision has indeed started. A
major role in it is played by the emerging quite strong coun-
terflow of investments by Canadian companies across the
southern border.

How Canadian Direct Investments Come About
in the USA and Their Nature

In a highly internationalised, ‘‘open’’ economy such as
Canada’s the processes of import and export of capital are
often closely interwoven, forming a dense network of mu-
tual influences and dependencies. It is to be noted that up
to 30 per cent of total Canadian foreign assets are control-
led by the same American transnationals which have long-
term investments in Canada.’® However, if the share of na-
tional companies is calculated according to direct invest-
ment, it proves to be much higher, in the order of four
fifths.6°

This is apparently explained by the fact that the periphe-
ral parts of the ramified production and sales systems of the
US transnationals are more frequently controlled not direct-
ly through ownership of the controlling interest but with
the help of long-term contracts, subcontracts and licences
and so on only supplemented by participation in capital via
portfolio investment. At the same time Canadian national
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companies, frequently smaller in size and lacking a complete
system of directly international production, as a rule seek
to secure maximum possible participation in the capital of
foreign firms, up to and including complete ownership
(which, incidentally, is typical of non-American investors in
Canada gaining control over local firms).

As early as the 1930s 138 subsidiaries and branch plants
belonging to 76 Canadian companies were operating in the
USA. In the postwar period, investment of Canadian
monopolies’ capital in the USA became a regular and typical
feature. Retaining overall seventh place in current growth of
direct investment abroad, Canada recently achieved its abso-
lute increase approximately from 750-800 million US dol-
lars in 1973-1975 to 1,800 million in 1979 and nearly 3,000
million in 1980.¢! As a rule, more than three fourths of
such investment goes to the USA. According to estimates
based on the latest official figures, the overall size of Ameri-
can assets in Canada in the form of direct investment ex-
ceeds similar Canadian assets in the USA only 3.6 times.
This means that Canadians have nearly three times more di-
rect investment per capita in the USA than Americans in
Canada. Overall, by the beginning of the 1980s Canada had
accumulated over 12 billion dollars of direct investment in
the USA-—slightly over 60 per cent of the country’s total
foreign assets of this type. And 27 Canadian companies had
direct investment abroad in excess of 100 million dollars, 56
companies (41 national ones and 15 representing foreign
interests) more than 50 million, 79 companies from 10 to
50 million, 255 companies from one to ten million, and 471
companies up to one million dollars (306 national and 165
foreign).6 2

Experts at the UN estimate that 42.1 per cent of the
nearly 2,500 Canadian-controlled firms were located in the
USA.%3 According to other data, in 1978 243 Canadian
companies had 535 industrial enterprises in the USA regis-
tered as their subsidiaries. *

A very narrow group of companies plays a decisive role in
international investment. Thus, in 1976, the 16 largest
companies with direct investment abroad exceeding 100
million dollars each in no less than 5 countries owned
65 per cent of the total sum, while another 21 per cent of
direct investment belonged to a group of 49 companies with
foreign assets ranging from 25 to 100 million dollars.5
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In addition, Canadian companies and individuals had a
major part in many foreign firms in the form of portfolio in-
vestment. Thus, at the end of the 1970s Canadian stock
owners had share-holdings (without controlling rights) in
more than 1,900 American corporations with assets worth
3,700 million dollars (in terms of balance-sheet value) and
4,300 million (in terms of market value). However, only 20
of them had assets worth more than 25 million dollars, yet
these companies accounted for nearly one fourth of the to-
tal balance-sheet and market value of Canadian portfolio in-
vestment in the USA (4,700 million and 5,400 million dol-
lars respectively). Another 53 US companies whose stock
was widely represented in Canadian portfolio holdings had
assets ranging from 10 to 25 million dollars each (a total of
800 million dollars both in balance-sheet and market value).
Canadians had the largest portfolio holdings in the capital of
American companies in the manufacturing industry—1,051
companies with 2,100 million dollars worth of assets (bal-
ance-sheet value), including 315 firms (1,000 million dol-
lars worth of assets) in iron and steel products, and also 120
firms with 700 million dollars worth of assets in the petrole-
um and natural gas industry.® ¢

Generally speaking, it is to be noted that Canadian (both
national and US-controlled) capital in the USA is located
mostly in those industries that have achieved a high degree
of development and monopolisation in Canada itself (manu-
facture of alcoholic beverages, agricultural machinery, ore
mining and non-ferrous metals, pulp-and-paper, petroleum
and natural gas extraction). Large investments have also
been made in the sectors associated with the resources and
the manufacturing industries—railways, oil pipelines, real es-
tate and trade. Canada holds nearly a fourth of foreign di-
rect investment in the USA.

The leading mining monopolies of Canada, both national
and US-controlled, have turned into real empires with inter-
ests in dozens of countries. The developing world is the
main sphere of their activity, of course, but many of these
companies locate their final downstream production facili-
ties in the USA (Alcan Aluminium and Inco, Ltd.). Noran-
da Mines was founded in 1922 and specialises in procuring
and processing mineral and forest resources in countries on
all the continents, with particularly large interests in Latin
America, South Africa, and Australia as well as the USA.
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The oldest Canadian producer of non-ferrous metals, Co-
minco, has a geographically dispersed network of produc-
tion plants the largest of which are situated in the USA
(providing for nearly one fourth of the firm’s profits). All
the above-mentioned Canadian mining companies hold
prominent positions in the respective sectors of the world
capitalist economy. The same cannot be said about the
petroleum firms that are overshadowed by the powerful US
transnationals and often reduced to the role of junior
partners, but even they have actively directed their efforts
to the USA since 1980.

The leading monopolies of Canadian manufacturing had
also established their outlets abroad before the Second
World War. The pioneer in this field was the largest produ-
cer of agricultural equipment, Massey-Harris Harvester,
which set up a ramified network first of sales, then of pro-
duction enterprises in the countries of Europe and the brit-
ish Commonwealth in the 1920s. The international posi-
tions of the company were strengthened still further in the
1950s when it gained control over the leading British produ-
cers of diesel engines (Perkins) and tractors (Ferguson). In
its present form Massey-Ferguson heads the list of the larg-
est manufacturers of tractors and other agricultural machin-
ery, and the trend towards foreign production and market-
ing adopted from the very outset by the company has only
grown stronger in recent decades. With large production ca-
pacities in the USA Massey-Ferguson also remains the leader
of North American agricultural engineering. Its international
production is highly specialised; grain harvesters, for ex-
ample, are made in Canada, tractors in the USA and many
other countries (depending on model and class of tractor).

Taking advantage of the repealing of prohibition in the
USA, the leading whisky makers Seagram and Hiram Wal-
ker founded large enterprises in that country which still
prosper today. The state monopoly in the manufacture of
synthetic rubber, Polymer Corporation (now Polysar), made
its way into the USA in the 1950s and 1960s. A leader in
the national high-technology industry, Northern Telecom,
also set up an impressive network of enterprises in the USA
in the 1970s. And in the 1980s Seagram became (through
its holding company) the largest shareholder (22 per cent)
of the world famed Du Pont chemical monopoly. The
Canadian Norcen Energy is the largest shareholder of the
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Hanna Mining (iron ore) and Brascan (Canada’s oldest
international holding company which does business for the
Bronfman brothers) is the largest shareholder of the Scott
Paper monopoly.

The postwar decades witnessed a powerful thrust abroad
by leading Canadian banks. The largest one, Royal Bank of
Canada has opened branches in 45 countries and controls
a host of foreign financial institutions. After a more liberal
bank legislation was adopted in 1980 national commercial
banks gained wider opportunities on the basis of reciproci-
ty to develop their networks and operations abroad.

All five leading commercial banks of the country are
energetically developing the network of their branches and
subsidiaries in the USA where they already control about 45
billion US dollars’ worth of assets (as compared with 8 bil-
lion US dollars’ worth controlled by American banks in Ca-
nada’s financial sphere).®” Over a decade total foreign assets
belonging to the Big Five increased ten times over. At the
beginning of the 1980s the Canadian Imperial Bank of Com-
merce had 12 branches in the US and its own subsidiary, Ca-
lifornia Canadian Bank, on the western seaboard. The Bank
of Montreal operates in six US states, and the Bank of Nova
Scotia in as many as ten. As to the Royal Bank of Canada,
its activity in the USA has assumed such scope that in 1979
special headquarters were opened in New York to run its
American branches. Since Canada’s domestic credit market
has virtually been divided up between those same commerci-
al banks, foreign activity has become the principal source
for them to raise the rates and size of their profits.

The assets and operations of leaders in the insurance
sphere—Metropolitan Life, Sun Life and National Life, the
country’s largest trust, the Royal Trust Company (a mem-
ber of the Brascan empire), and the trade giant George Wes-
ton controlling several food store chains (Loblaw Cos., Na-
tional Tea, Douglas Kelly) in the USA—have acquired a
clearly international character. The leading companies in
real estate—Olympia and York, Trizec and Cadillac Fair-
view—actively deal in construction sites, buildings and facili-
ties in the USA where they hold first place among foreign
companies in total scale of operations.

As distinct from American direct investment in Canada,
the balance-sheet value of Canadian capital investment in
the USA grows by means of direct inflow of capital rather
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than as a result of reinvestment. At the same time data con-
cerning the balance of payments does not enable us to de-
termine precisely which part of the capital outflow has to
do with foreign investment and which part with liquidation
of foreign assets in the country, particularly under the im-
pact of the Canadianisation policy. For example, foreign in-
vestment in the Canadian petroleum and natural gas indus-
try decreased by 110 million dollars in 1979, while the net
growth of Canada’s direct investment in fuel and energy in-
dustries abroad constituted 242 million dollars.

Both the greater share of reinvestment and the larger out-
flow under capital movement accounts have to do with the
‘“older age” of most American investments in Canada. Ac-
cording to the US Treasury, 10 years on an average are re-
quired for receipts of the US balance of payments to com-
pensate completely the sum of initial direct investment in
Canada. From that moment on the net drain of capital from
the country imposes a growing burden on the balance of
payments. Back in 1977 the US Department of Commerce
first recorded a larger drain of capital from Canada as com-
pared with resources directed to increase direct investment
in that country.

It would also seem appropriate to recall the tendency to
relocate capital investment of American monopolies operat-
ing in Canada, i.e. to gradually transfer their production to
the USA, closer to the larger sales markets, in order to raise
efficiency. This relatively new phenomenon, developing un-
der the impact of a whole set of factors (among which men-
tion is made of the lower price of construction work and
equipment in the USA, abundant and easily accessible rela-
tively cheap credits, savings on transportation costs, more
favourable taxes, proximity of the leading monopolies’ re-
search centres, etc.), provokes growing concern in the coun-
try. It is to be noted, however, that objectively speaking,
such relocation usually signifies not weakening of integra-
tional links, and even less, a rejection of international spe-
cialisation and cooperation, but on the contrary, their fur-
ther extension. It is not to be forgotten, however, that these
processes develop in forms which contradict Canada’s
national interests, because they promote the unequal nature
of the division of labour in the region. Many monopolies
that mostly extract raw materials in Canada are represented
almost exclusively by enterprises in the manufacturing
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industry to the south of the border.

A factor making the investment process in the USA more
difficult for Canadian monopolies at the beginning of the
1980s was the anger in US government quarters due to the
Canadianisation policy. It was urged that an agency similar
to the Canadian FIRA be set up in the USA to undertake
counter-measures in case of ‘‘discrimination against Ameri-
can investors’ in Canada. All this smacked of imperial ego-
ism and lacked any serious economic basis. Talk about ‘‘the
sell-out of America”’ went on in a context where Canadian-
based companies controlled only 0.45 per cent of the assets
of American non-financial institutions.®® Nevertheless, as a
result of the ndisy anti-Canadian campaign launched in the
USA following the publication of the National Energy Pro-
gramme, the House of Representatives of the US Congress
approved a bill banning purchase of real estate in the coun-
try with money more than half of which came from foreign
bank loans.®°

At the same time acute rivalry flares up occasionally at
state level for Canadian investors (as had been the case with
Canadian provinces). Florida has become a favourite place
for Canadian businessmen seeking to buy real estate in the
USA. A relatively large amount of Canadian capital has been
invested in Ohio and Kentucky (the latter known in a light-
er vein as the eleventh province). Canadian businessmen
have been attracted to Kentucky by, among other things,
more favourable tax laws and to Ohio by the same factor
plus lower wages at industrial enterprises as compared with
industrial areas in Ontario (a paradox that had seemed in-
conceivable some two-three decades previously).

Despite financial and other difficulties, investment activ-
ities by Canadian companies abroad are growing, on the
whole, at a steep rate. Since the mid-1970s Canada, for
example, has regularly accounted for the largest number and
largest total value of deals involving control over American
firms passing into foreign hands (292 deals or 24.3 per cent
of the total number valued at over 10,000 million US dol-
lars as compared with, for example, Japan’s 129 deals worth
1,200 million dollars).”® The flow of capital from the coun-
try in the form of direct investment is supplemented every
year by large sums (100 to 150 million dollars) comprising
the net balance of purchases and sales by Canadian citizens,
pension funds, etc. of securities (mostly shares) belonging to
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foreign companies (purchases of foreign securities are esti-
mated at 900 to 1,100 million dollars a year).”}

Whatever the reasons for the growth of Canadian assets in
leaps and bounds in the USA—and this is a multifactor, in-
tricate process in which, for example, the above-mentioned
tendency for transnationals incorporated in Canada (in par-
ticular, the petroleum corporations) to transfer an increas-
ing part of their production facilities to the USA—it signifies
further development of links between industrial and fi-
nancial companies of the two countries in capital. And, evi-
dently, this development is marked by an overall growth of
the role played by Canada’s monopoly capital in the North
American economy.

Thus, although contradictions involved in foreign invest-
ment in Canada have obviously grown sharper, the process
of the international interlocking of monopoly capital is con-
tinuing in the region. The increasing socialisation of regional
production within the North American transnationals and
deepening bilateral relations in capital still play the part of
the chief adhesive in the rise of the USA-Canada interstate
economic complex.

As to the growing community of economic interests in
the region, which is reflected in the system of stable long-
term links based on specialisation and cooperation and fur-
ther extension and deepening of the North American divi-
sion of labour, let us turn to an analysis of mutual trade be-
tween the two countries to reveal trends developing in this
sphere.
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PART TWO

PROBLEMS AND PROSPECTS IN LIBERALISATION
OF BILATERAL TRADE

Chapter Five

The Specific Structure of the Mutual Trade Turnover and
Competitiveness of Canadian Industry

The growing internationalisation of the Canadian econo- |

my as a result of interlocking of capital within the region
and the emergence of directly international (continental)
production (important components of which are located in
Canada) with the participation of national and American
monopolies naturally has had an increasing impact on the
two countries’ foreign trade relations causing them to be
deeply and fundamentally restructured. The usual commer-
cial trade developing mostly spontaneously and aimed at
gaining trade profit based on the principle of comparative

costs is increasingly being replaced by long-term contract re- |
lations between suppliers and buyers founded on interna- |

tional specialisation and cooperation in production, i.e.
stable production and technology links. With increasing fre-
quency we are dealing not with pure market relations be-
tween independent producers and consumers of some prod-
uct but with exchange of raw and other materials, inter-
mediate and end products between individual components
of one and the same “North American’’ monopoly. That ex-
change is called upon to provide for the monopoly’s vital
activity as a complex and ramified body, its regular ‘“‘me-
tabolism”’ thereby raising gross productivity and efficiency |
of the production and sales system and laying the basis for
the successful sale of the transnationals’ end products.

The market form of such relations largely no longer cor-
responds to their objective content reflecting the need for
direct ties under the intracompany division of labour ‘‘in
singular” which, in this case, has transcended not only the
individual enterprise but has even gone beyond the bor-
ders of the home country. Correspondingly, the function
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of the transfer prices used proves to be largely different:
these prices are called upon not just to provide for equiva-
lent exchange but rather to redistribute the company’s to-
tal resources with the aim of optimising final financial re-
sults, including optimisation by saving on taxes paid by the
monopoly’s enterprises located to both sides of the border.

Offering different estimates of the share of such intra-
company commodity flows in world capitalist trade, West-
ern analysts as a rule concur that they play far from similar
roles in the foreign trade relations of various countries, and
the relevant data serve as an important criterion of a nation-
al economy’s involvement in world economic, including in-
tegrational, processes. As to Canada, estimates of the intra-
company portion of its foreign trade are quite unanimous.
A survey of 51 major foreign companies in Canada conduct-
ed by the Ministry for Industry, Trade, and Commerce
showed that on an average between 1970 and 1977 intra-
company deliveries constituted 91 per cent of their total ex-
port, and if the Auto-Pact is disregarded, 55 per cent.! Ex-
perts from the Economic Council of Canada, a non-profit
government research organisation founded in 1963, believe
that the share of intracompany export in the country’s total
commodity export rose from 63 per cent in 1965 to about
I 80 per cent in the 1970s.2 There is no doubt that this is the
. most firmly sustained portion of Canadian export trade rela-
tively less susceptible to spontaneous fluctuations under the
impact of changes in the world market.

Shipments within corporations also constitute a growing
part of import flows. According to the same Council, ap-
proximately 87 per cent of Canadian import from the USA
in 1978 consisted of purchase of subsidiaries and branch
plants belonging to American monopolies. Taken by sectors,
the share of intracompany trade ranged from 28 per cent in
the food industry to 87 per cent in the petroleum and
natural gas industry. Figures of the same order were found
in one of the latest government papers compiled by the
Liberals in which it was indicated that 72 per cent of all
Canadian import in 1978 was by companies controlled by
foreign capital. And 50 of the largest importers held in their
hands nearly half of total import, while 35 of them were
foreign-controlled (26 American-controlled).® Many of
these firms bought equipment from their parent companies
In the USA in amounts often exceeding their own domestic
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needs, playing the part of wholesale dealers for companies
in Canada that did not have direct relations with foreign
suppliers of modern technology.

It would seem to be undoubtable that Canada belongs to
those countries whose social reproduction is largely influ-
enced by external factors primarily revealed through foreign
trade channels. Since the early 1980s up to 60 per cent of
the gross national product has gone through these channels
in some form. Calculated according to the aggregate value
of commodities and services, the export quota makes up a
sustained 30 per cent of the GNP and an equal amount
flows into the country through commodity import and as a
result of services obtained abroad. For the sake of compari-
son, let us point out that the member countries of the
Organisation for Economic Cooperation and Development
(OECD) had an average export quota in commodities and
services of only 20 per cent, the USA—10 per cent, Japan—
14 per cent, and Australia—18 per cent in 1980. The figure
was much higher than Canada’s for such countries as Hol-
land and particularly Belgium, but these are small countries
and over half of their foreign turnover in commodities and
services was concentrated in the EEC.

Calculated in terms of commodity export, the share of
the GDP flowing abroad every year also increases quite
steadily, approximately reaching the level of West Germany
and the United Kingdom and constituting over 27 per cent
in 1983 (as against 10 per cent for the USA, 16 per cent for
Japan and around 23-24 per cent for France and Italy).* In
the absolute size of commodity export Canada takes 7th or
8th place in the capitalist world, very close to Italy, and in
per capita value of exports (nearly 4,500 dollars in 1984)
leaves all the other major trade powers except for West Ger-
many far behind.

While the ratio between Canada and the USA in many im-
portant macro-economic indicators including the GNP and
population size is 1:9 or 1:10, in the value of foreign trade
the proportion reaches 1:3, and in per capita terms Canada’s
foreign trade exchange is 2.5-3 times greater than that of
the USA (or that of Japan and say, Australia, whose produc-
tion structure is largely similar to Canada’s).

The specific structure of Canadian foreign trade is imme-
diately apparent, and it reflects the country’s special posi-
tion in the international division of labour. The share of fin-
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ished products in its import is higher than for the other in-
dustrially developed capitalist states except for Australia. In
per capita terms Canadian import of finished goods exceeds
America’s more than four times. At the same time, while
the share of its own energy resources in consumption is
about 75 per cent, Canada buys relatively less fuel abroad
than the other OECD countries. Simultaneously, a larger
part of its export consists of industrial raw materials and
semi-processed goods. Although unprocessed primary mate-
rials make up only one fourth of Canada’s deliveries abroad
as against two thirds for Australia or Mexico, the figure is,
nevertheless, unusual for a highly developed industrial po-
wer which Canada undoubtedly is.

The main cause of such an exotic foreign trade structure
has been described in detail above. It has resulted from the
stepped up development of resources industries in the coun-
try on the basis of rich mineral and forest resources under
the influence of the massive and unhindered inflow of US
private capital. The domination of American monopolies
has to a considerable extent led to a situation where the sec-
ondary manufacturing industries have been insufficiently
developed while import of finished goods has been hyper-
trophied, and the resources and primary sectors (steel and
non-ferrous metals, sawmills and pulp-and-paper) were clear-
ly directed towards export.

The fact that Canada has drawn closer to the USA in eco-
nomic terms, the major feature of Canada’s development in
the postwar period, provides the key to the understanding
of another fundamental trait of Canada’s foreign trade: its
export deliveries and import purchases are strongly and in-
creasingly focussed on the American market. Even in better
years, all of Canada’s other trade partners taken together ac-
counted for just slightly more than a third of its export,
while the share of the USA in Canadian import has been sus-
tained at over 70 per cent (see Table 11).

A truly enormous growth of the Canadian foreign trade
turnover occurred over thirty-odd years: from 6.4 billion
dollars in 1950 to 11 billion in 1960 to 30.8 billion in 1970
and 208 billion dollars in 1984. While the overall tendency
for growth remained, the impact of cyclical fluctuations on
foreign trade was felt during certain years. This involved
both processes in the national economy (mostly through im-
ports) and the American economy (primarily through ex-
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Table 11

Geographical Distribution of Canadian Foreign Trade

1975 1980 1984
billions per cent billions per cent billions per cent
of dollars of dollars of dollars

Total export* 33.1 100 75.9 100 112.5 100
USA 21.7 65.4 48.1 63.3 82.8 73.6
Western Europe 4.7 14.2 11.3 14.8 79 7.1
EEC 4.1 12.1 9.7 12.7 6.9 6.2
United Kingdom 1.8 5.4 3.2 4.3 2.4 2.2
Countries in Asia 3.3 9.9 7.5 9.9 9.7 8.7
Japan 2.1 6.4 4.4 5.8 5.6 5.0

Total import 34.6 100 69.0 100 95.8 100
USA 23.6 68.0 48.4 70.2 68.5 71.5
Western Europe 41 11.8 7.0 10.1 10.0 10.5
EEC 3.2 9.2 5.5 8.0 8.2 8.6
United Kingdom 1.2 3.5 2.0 2.9 2.3 2.4
Countries in Asia 2.0 5.8 5.0 7.3 10.3 10.8
Japan 1.2 3.5 2.8 4.1 5.7 6.0

* Including re-export.

Calculated according to: Canadian Statistical Review, March 1976;
Ibid., March 1981; Summary of External Trade, Ottawa, December
1984.

ports). In the last decade, for example, the consequences of
lower business activity in the highly integrated North Amer-
ican economy were clearly seen in Canada’s trade data for
1975, 1976, 1980 and 1982. The dynamics of value indica-
tors, however, were significantly distorted by abrupt
changes in world market prices (above all, natural fuel and
industrial raw material prices). Thus, the cyclic crisis in a
number of American industries in 1975 contributed to a 5
per cent fall in the volume of Canadian export, yet in terms
of value it actually increased (by 1.8 per cent).

Canada’s foreign trade grew at a much faster rate in the
1970s and 1980s than its macro-economic indicators,
whether the Gross Domestic Product, volume of output of
goods or the general industrial index. The associated sus-
tained rise in the export quota was in sharp contrast to the
decline in the country’s overall share in world capitalist
trade—a sign that it was lagging behind the main trade
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powers in terms of growth and, in the final count, insuffic-
iently competitive on a number of commodity markets.
According to UN statistics, Canada accounted for 5.2 per
cent of world exports and 4 per cent of the imports in
1970: in the early 1980s both figures were stabilised approxi-
mately at 3 per cent. The share of Canadian exporters fell
particularly sharply on the world machinery and equipment
markets. In 1965-1980 the average growth rate of export in
this commodity group, more than 19 per cent a year (1), did
not, however, enable Canada to maintain its positions (the
figure for Japan, for example, was nearly 25 per cent). Ac-
cording to some estimates, the decline in the country’s share
in world capitalist trade as compared with the 1970s level
deprived its industry of approximately 700,000 jobs.®

Signs of the Complementary
Nature, Interlocking and Mutual Influence
of the Two National Economies

During Canada’s entire contemporary history, an excep-
tionally strong trade linkage to the American economy has
been its boon and damnation. It is a boon because the USA
possesses the largest national sales market in the world and
the most powerful industrial potential capable of satisfying
almost every need a trade partner might have. And it is a
damnation because a strong dependence on such a power-
ful partner has made the country more vulnerable and cast
doubt on the soundness of its national sovereignty. The cri-
sis marking the early 1980s showed once again that this was
so, and particularly clearly on the example of the automo-
tive industry which is most highly integrated with its Ameri-
can counterpart.

The USA and Canada remain the major trade partners for
each other. Their bilateral turnover reached 151 billion dol-
lars in 1984. With only one thirteenth of the population of
the Western European EEC countries, Canada imports ap-
proximately the same amount of American goods, which is
two times more than Japan with its population of 100 mil-
lion and 4 to 5 times more than Mexico or the United King-
dom. Canada’s share in US export and import has been be-
tween 20 and 25 per cent, and in a whole range of goods, it
is the chief source for the supply of American industry.
Thus Canada’s deliveries practically fully meet the import
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needs of the USA in natural gas, potassium salt, uranium,
pulp and paper, newsprint, and asbestos, more than four
fifths of US needs in lumber, about two thirds in alumini-
um, nickel, molybdenum, and half in zinc and copper.®

For its part nearly 15 per cent of the Canadian Gross Na-
tional Product originates in one way or another from its
trade with the USA (either through exports or imports). By
some estimates every second job in production of goods is
directly or indirectly related to servicing the American mar-
ket.” The US-Canadian turnover in one commodity group
(automotive) exceeds Canada’s entire trade with Western
Europe and Japan combined. Export to the USA exceeds
Canada’s shipments to its second largest external market 14
times over. The year 1984 was marked by a particularly
large rise in Canadian export deliveries to the USA: just the
increase in these deliveries was larger than Canada’s trade
with Western Europe and Japan combined.

Complex calculations made by Y.V. Shishkov show that
mutual attraction between the Western European countries
as trade partners was much weaker in the mid-1970s than
between the USA and Canada. Even among the EEC Six,
the force of trade interlocking became comparable to that
operating in the North American region only in the mid-
1970s.2

As noted above, the structure of Canadian export trade is
traditionally distinguished by a peculiarity reflecting both
the country’s exceptional wealth and variety of natural re-
sources, and a certain disproportion in its economy due to
insufficient development and immaturity of the manufac-
turing sector. )

These conditions rooted in natural and historical circum-
stances are clearly borne out in the analysis of degree of self-
sufficiency and the country’s export quota both in the main
agricultural, forest and mineral raw materials, on the one
hand, and products of the manufacturing industry, on the
other, i.e. in semi-manufactured products and finished
goods. Thus, export yields more than half the gross incomes
earned by farmers (as against approximately a third for
American producers of agricultural raw materials and food).
About four fifths of the annual grain harvest is exported
abroad. In the mining industry output exceeds the country’s
domestic needs more than 40 times in asbestos, 20 to 23
times in nickel and potassium, 8-9 times in cobalt, molyb-
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denum and zinc, 3-4 times in copper, lead, gold, silver and
tungsten and 2.5 times in natural gas.® Oil output approxi-
mately corresponds to domestic demand, but for various
reasons, both subjective having to do with production and
commercial interests of American monopolies and objective—
the need to economise on transportation costs of this large-
volume product, a considerable part of the liquid fuel obtain-
ed is exported and the deficit is made up for by imports.

In the manufacturing sector production capacity exceeds
domestic needs 3-4 times in paper output, 1.5 to 2 times in
pulp, 2 to 2.5 times in lumber, and 1.3 to 1.8 times in metal

smelting. While the average export quota for all manufactur-
J ing is 30 per cent (itself a rather high percentage), it is
more than two thirds in transportation equipment industries,
three fifths in the pulp-and-paper industry, and about a half
or more in ferrous and non-ferrous metals, machinery indu-
stries and wood industries (see Table 12). Yet there are ma-
ny other industries clearly intended to provide mostly for
the domestic market and still hardly involved in export trade
(consumer goods, food, furniture, fabricated metal products,
processing of oil, coal and other non-metallic minerals).

There is a wide range of commodities and commodity
groups in the export of which Canada occupies a leading
place in the capitalist world. Nearly all of them, however,
belong to the group of raw material products and industrial
semi-manufactured goods. In most of these goods the coun-
try typically has a share of from 10 to 25 per cent, although
there are some in which the Canadian share reaches over a
third and even half of world capitalist trade.

The country holds an uncontested first place in export of
fresh fish, softwood, pulp and paper, ores and certain con-
centrated rare and precious metals, paper and cardboard, ni-
ckel and zinc. It holds leading positions in export of grain,
particularly wheat and barley, oil seeds, iron and polymetal
ores, fertilizer, aluminium and gold items (from second to
fifth place among supplier countries). While it does not
stand out against the background of overall world trade, Ca-
nadian export is very large in alcoholic beverages (7th
place), synthetic rubber (6th), crude oil (16th place, but a
major role in supplying northern and central areas of the
USA), copper, silver and platinum (6th).

Canada is also known as one of the world’s largest produ-
Cers and exporters of agricultural machinery, aircraft, and
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Table 12

——

Export Orientation of Major Manufacturing Sectors in Canada
and Their Dependence on Import

1966-1973 1973-1980 1981
A B A B A B
Total manufacturing 24 26 28 31 30 32

including:
Food and beverages 10 7 11 10 13 9
Textiles 5 24 6 27 8 27
Clothing 4 7 5 11 7 14
Wood 43 9 48 12 47 11
Pulp and paper 51 6 56 10 60 11
Petroleum and coal
products 4 10 7 4 9 4
Chemicals 15 26 23 31 29 31
Primary metals 46 24 48 30 54 40

Machinery and
equipment including:

machinery 34 66 49 87 54 76
transportation

equipment 60 62 69 72 68 172 i
electrical products 13 27 17 37 24 42

A—ratio of export to value of overall shipments, per cent

B—ratio of import to value of sales on Canada’s domestic market,

per cent

Source: A Review of Canadian Trade Policy; A Background Docu-
ment to Canadian Trade Policy for the 1980s, Canadian Govemement
Publishing Centre, Ottawa, 1983, pp. 31-32.

electrical motors for transport. In the North American auto-
motive industry Canada is a particularly large supplier |
of trucks, and in recent years, of a broad range of parts and
accessories delivered mostly by the subsidiaries of the Amer- |
ican Big Three to their parent companies in the USA. The
country’s range of exported products also features major de-
liveries of automobile engines and cars (6th place), tractors
and equipment for pulp-and-paper mills (8th), construction
machinery (7th), cranes and transportation equipment
(9th). Most of these products are directly related to the re-
sources sectors of Canada’s own industry in supplying which
Canadian engineering has gained experience of internation
scope. Finally, Canada occupies a prominent place in world
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capitalist trade of such science-intensive items as computers
(6th) and communications equipment (10th place, but a ra-
pidly growing share of the market and a particularly high re-
putation for product quality).'® Naturally, the particular
international specialisation of Canadian producers outlined
above has an even clearer and more direct impact on the
structure of Canadian export to the USA.

On the whole, the structure of the two countries’ recipro-
cal trade turnover reveals that their economies are to a high
degree mutually complementary. According to average Ca-
nadian figures for a number of years unprocessed raw mate-
rials account for about one fifth of Canada’s exports to the
USA, industrial semi-manufactured goods for up to one
third, finished products (excluding food) for slightly more
than two fifths and the rest (food and beverages) for 5-6 per
cent. The raw materials group consists mostly of the output
of the mining, petroleum and natural gas industries (natural
gas, crude oil, iron ore, asbestos, natural and concentrated
ores of non-ferrous and rare metals). Deliveries of industri-
al semi-manufactured goods are divided approximately
equally into wood, paper and allied industries, on the one
hand, and ferrous and non-ferrous metals, and also chemi-
cals, on the other. Finally, a growing share of exported
finished products (about a third of total Canadian exports
to the USA in the early 1980s) goes to motor vehicles and
parts. All other equipment, including aircraft, agricultural
machinery and communications equipment, accounts for
only 7-8 per cent. It is interesting that machinery and equip-
ment, excluding transportation equipment, accounts for
about the same share in Mexico’s export. Whisky, fish and
fish products are the principal commodities in food export.

Finally, our idea of the current commodity structure of
national export as a whole, and export to the USA in partic-
ular, is considerably supplemented by Table 13 compiled
on the basis of the latest official trade statistics from Cana-
da. Comparison of this table with the above data on geo-
graphical distribution of export (Table 11) makes it possible
to conclude that a decisive impact on structural changes is
made by the dynamics of the US market which remains the
most important one for Canadian exporters and has absor-
bed an even larger share of the country’s exports since the
early 1980s than was the case, for example, in the mid-
1970s. It is known that in years of crisis, deliveries to over-
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Table 13
Structure of Exports
(according to national classification)
1975 1980 1984
million per million per million per
dollars cent dollars cent dollars cent**
Total* 32,325 100 74,223 100 109,543 100 (76)
d, b ages and tobacco
Engllff:am:;ﬁ;) e 4,096 12.7 8,201 11.0 10,818 g.;; (3;))
meat and meat preparations illg’; (l)g ) ?ég gg i ’é?g 1:4 261)
&shhe:tn e i 2,001 6.2 3,790 5.1 4,710 4.3 (1)
Crude materials, inedible 7,950 24.6 14,762 19.9 17,351 15.8 (61)
:cr::f;concentrates’ 2,229 6.9 4,190 5.7 3,670 3.4 (39)
crude petroleum 3,051 9.4 2,893 3.9 4,390 4.0 (99)
1,092 3.4 3,979 5.4 3,886 3.6 (100)

Fabricated materials, inedible

4 29,309 39.5 35,990 32.8 (77)

lumber 972 3.0 3,344 4.5 4,254 3.9 (78)
wood pulp 1,826 5.7 3,862 5.2 3,908 3.6 (53)
newsprint 1,742 5.4 3,672 5.0 4,784 4.4 (85)
chemicals 352 1.1 2,026 2.7 5,299 4.8 (66)
fertilizers 456 1.4 1,246 1.7 1,530 1.4 (62)
primary iron and steel 746 2.3 2,021 2.8 2,227 2.0 (90)
aluminium 437 1.4 1,528 2.1 1,900 1.7 (76)
copper 475 1.5 990 1.3 799 0.7 (60)
nickel 413 1.3 814 1.1 563 0.5 (61)
zinc 204 0.6 422 0.6 678 0.6 (67)
End products,inedible 10,358 32.1 21,715 29.3 44,990 41.1 (91)
machinery 1,424 4.4 3,047 4.1 2,844 2.6 (74)
motor vehicles and parts 6,349 19.7 10,810 14.6 29,405 26.8 (98)
communications equipment 351 1.1 1,019 1.4 2,626 2.3(71)

* Excluding re-export

** The share of exports going to the USA is shown in brackets
Canadian Statistical Review, Statistics Canada, March 1976, March 1981; Summeary

Calculated according to:

9,840

]
(=]

of External Trade, Ottawa, December 1984,




Table 14

(according to natio

1975
$ millions per cent
Total 34,635 100
Food, feed, beverages and tobacco
(incl. live animals) 2,681 7.7
coffee, cocoa, tea 252 0.7
Crude materials, inedible 5,087 14,7
aluminium ores and concentrates 133 0.4
crude petroleum 3,303 9.5
coal 576 1.7
Fabricated materials, inedible 5,944 17.2
chemicals 535 1.6
plastics and synthetic rubber 468 1.4
iron and steel products 919 2.7
non-ferrous metals 426 1.2
End products, inedible 20,597 59.5
machinery 4,445 12.8
motor vehicles and parts 8,137 23.5
aircraft and parts 695 2.0
communications equipment 852 2.5
electrical products 444 1.3
office equipment 685 2.0
consumer goods and household
appliances 1,456 4.2

seas markets decline particularly sharply, and not only in re-
lative terms but also absolutely. Yet these markets tradi-
tionally account for sale of most of the semi-manufactured
goods exported by Canadian companies as distinct from un-
processed raw materials supplied primarily to the USA. It is
also important to point out that a relatively large increase
in export value in 1983 had to do with the upturn in the
USA, while Western Europe and Japan had not overcome
the consequences of the recession and their purchases in Ca-
nada stagnated or even continued to decline.

In analysing structural data on Canadian imports we find
three basic trends of change in its commodity range: a signif-
icant fall in the role of purchase of raw materials—minerals,
agricultural products and also food; a relatively stable (al-
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| of Imports
classification)

I
1980 1984
$ millions per cent $ millions per cent*
' 68,974 100 95,754 100 (71)
4,763 7.0 5,904 6.2 (54)
656 1.0 746 0.8 (26)
11,261 16.3 7,994 8.4 (51)
352 0.5 500 0.5 (17)
6,871 10.0 3,376 3.5 (15)
806 1.2 1,094 1.1 (100)
12,677 18.4 17,208 18.0 (69)
1,273 1.8 3,566 3.7 (74)
979 1.4 1,644 1.7 (87)
1,415 2.0 1,641 1.7 (46)
2,567 3.7 2,258 2.4 (80)
39,482 57.3 63,111 65.9 (76)
8,829 12.8 6,617 6.9 (74)
13,470 19.5 26,461 27.6 (87)
1,829 2.7 2,230 2.3 (94)
2,239 3.3 4,674 4.9 (59)
766 1.1 1,429 1.5 (85)
‘ 1,896 2.8 4,365 4.6 (89)
| 2,662 3.9 4,193 4.4 (22)
"

* The percentage of imports from the USA is in brackets

Calculated according to: Canadian Statistical Review, Statistics
Canada, March 1976, March 1981 ; Sum-
mary of External Trade, Ottawa, De-
cember 1984,

though slightly decreasing during the crisis) share of indus-
trial semi-manufactured goods; persistent rise in the relative
importance of finished products as a whole and of most of
their subgroups (see Table 14).

In the 1980s less than 7 per cent of the country’s imports
fall to food products. Canada imports a relatively large
amount of fruit and vegetables (canned and fresh), nuts, su-
gar (more than a million tons), coffee, cocoa, tea, wine and
| liquor. Relatively little meat and fish is imported, only as a
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supplement to its own reserves. About half the deliveries of
food come from the USA.

Crude oil remains the largest single item among non-food
raw materials, although its deliveries are steadily declining
both in value and in volume (57 million tons in 1973, 26
million in 1981, less than 20 million in 1983). If in 1971 up
to two thirds of oil came from Venezuela, and at the end of
the 1970s Saudia Arabia was the chief supplier of oil to Ca-
nada, most recently there has been a trend for oil refineries
in the country’s eastern parts operating on imported oil to
rapidly switch to supplies from the Mexican fields (clearly
apparent from data on geographical distribution of Canadi-
an imports). Among other energy resources Canada imports
(mostly from the USA) about 15 million tons of coal a year,
about two fifths of its deliveries consist of coking coal used
in smelting. The imported raw materials next in importance
are: bauxites (about 4,500,000 tons a year) and alumina,
oil-seeds, cotton, iron ore and concentrates (about 6,000,000
tons, mostly in the form of exchange with related US firms
in order to save on transportation costs). It is interesting
that one of the conclusions drawn in the fundamental two-
volume study of problems in Canadian-American relations
in the field of raw materials is the striking (at first glance)
statement that ‘‘Canada is even more dependent, propor-
tionally, on the United States for its resources imports than
is the United States on Canada’ and that the situation is
likely to remain the same “‘well into the next century’.!’

Chemical products make up a major subgroup among
industrial semi-manufactured goods and three fourths of
them are organic compounds. US companies hold approxi-
mately the same share (about 75 per cent) in deliveries of
chemical products. In some products of organic chemistry
(for example, polyester) imports provide for up to two
fifths of domestic demand.

An impressive proportion of non-ferrous metal and rolled
stock imports has to do with exchange between units of Ca-
nadian-based transnationals (Inco, Alcan Aluminium, Fal-
conbridge, Cominco and Noranda Mines). Relatively large
purchases (mostly in the USA and Western Europe) of steel
and rolled stock are linked to specialisation of Canadian enter-
prises unable to produce the full range of goods, and also to
the veritable invasion of the North American market by sup-
pliers from third countries (for example, Sweden and Japan).
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In recent years there has been a rise in the import of plas-
tics and others synthetic materials reflecting the advance of
modern technology. The share of foreign suppliers on Cana-
da’s domestic market of these products exceeds one fourth.
Being a major producer and exporter of paper, Canada, nev-
ertheless, imports quite a large amount of specific types of
paper (printing, cigarette, paper made out of non-traditional
raw material and so on).

Machinery naturally prevails in the group of finished prod-
ucts. The largest contribution here is made by automotive
products constituting about a fourth of the country’s total
imports and nearly two fifths of highly processed items.
There is a particularly intense inflow into Canada of parts,
components and accessories used in assembly of new vehi-
cles, and finished engines. These deliveries almost completely
belong to the Big Three parent American monopolies and
about two dozen specialised companies producing certain
items in large series. This extensive reciprocal trade is carried
on tariff-free thanks to the Auto-Pact. Competitors from
third countries take almost no part in supplying intermedi-
ary products, but they have a major share in delivering
finished motor vehicles, primarily cars, to Canada.

Machinery products—various plant, drilling and excavat-
ing equipment, cranes and transportation equipment, metal-
cutting machine tools and other metal processing equip-
ment, agricultural machines and tractors, textile industry
equipment, and others—make up the second most important
group among finished products.

The ‘““import quota’ on the Canadian market of machine-
ry products exceeds three fourths, and in equipment used in
the mining and petroleum industries goes as high as four
fifths (see Table 10). Companies from the USA, West Ger-
many and the Scandinavian countries are the main suppliers
on that market. It has been estimated that in the overall
cost of large-scale resources projects on an average only
about 60 per cent consist of domestic expenditures not hav-
ing to do with import of equipment and materials.! > No
doubt the megaprojects of this kind intended for the nearest
years will open new opportunities for sale of equipment
Produced in the country. But there are no guarantees that
the Canadian share would be higher than in the past. After
all the foreign-owned companies operating in Canada are
used to making the prevailing part of purchases through in-
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tracompany channels and will continue to play an active
part in the projects.

It was noted above that the production facilities of a se-
nior Canadian-based transnational, Massey-Ferguson, are dis-
persed on a world scale. That is why the value of the annual
import of agricultural machinery, tractors and tractor engi-
nes is so high.

On the whole the sectors of transportation equipment sa-
tisfy less than a third of the demand of the domestic mar-
ket, and a largely typical situation is observed in the aircraft
industry. Exporting a lion’s share of its output the sector,
however, can hardly satisfy domestic demand. Suffice it to
say that until recently no helicopters were produced in Ca-
nada, while they were widely used in the national economy
and to equip the armed forces. As a result Canada is the
world’s largest importer of American aircraft products, par- |
ticularly helicopters and accessories.

American technology plays an exceptional role in the
country’s industrial development, and the import of equip-
ment, devices and electronics constituting that technology
remains one of the chief channels for gaining access to it.
World-famed Canadian industry producing equipment for
communications exports almost half its output abroad
which, however, does not exclude even larger-scale (both in
absolute and in relative terms) import of such equipment,
mostly from the USA. Canadian electronics is even to a
greater degree built into the international capitalist division
of labour. Thus, more than 90 per cent of the computers
made in the country are exported, while up to 90 per cent
of the respective demand on the domestic market is covered
by import.

Noting the high competitiveness of its national elec-
tronics abroad, it must be pointed out at the same time that
Canada had a larger deficit in this industry’s trade than in
any other product group having to do with machinery. This
is apparently regarded as natural for an “average’ industrial
power like Canada. In any case, import of advanced technol-
ogy still not produced by national industry in its direct ma-
terial form (as opposed to purchasing patents and licences)
has been forecast on an even larger scale for the nearest de-
cades. For example, due to the narrow domestic market the
country does not expect to produce its own robots of the
second and third generation, relying on the possibility of

158




r'

the expanding choice of such technology made in Japan and
the USA!'?. The same situation—export of a considerable
part of the output and an equally large-scale and rapidly
growing import—is typical of the office equipment sphere
where, incidentally, Canada itself is known for its pioneer-
ing achievements in some fields.

It may apparently be regarded as a rule that the narrower
the sphere where some kind of equipment, tools and device
are used the greater the reliance of smaller and average
countries on satisfying domestic demand by purchases
abroad. A subsector of Canadian industry such as output of
medical equipment is typical in this respect. It is simply in-
sufficiently developed, since the conditions were absent: the
international capitalist market is divided between foreign
companies with an established reputation, while on the do-
mestic market where American suppliers have long prevailed
there is distrust of small local firms. In the words of the
head of a national sales company, buying Canadian medical
equipment is like hiring an invalid: everyone knows it’s a
goodlgeed, but it would be better for someone else to
do it.

It is obvious on the whole that the structure of Canada’s
imports from the USA differs considerably from its export
to that country. Finished industrial goods make up a stable
two thirds and more in Canadian import, with equipment
alone constituting half of all the American deliveries. These
deliveries, in turn, are roughly divided at a ratio of two to
one into automotive industry products and all the other
kinds of machinery and equipment (the largest product
group here is industrial machinery, making up about 10 per
cent of Canadian imports from the USA). Chemical goods
are the chief category (5-7 per cent) among industrial semi-
manufactured goods which make up 18 to 20 per cent of all
deliveries. Purchases of raw materials in the USA (up to 10
per cent of the import) are divided equally between food
(vegetables, fruit and nuts) and unprocessed industrial raw
materials and fuel (coal, etc.).

In some instances the figures quoted in this section may
be slightly misleading. Thus, the share of equipment in Ca-
nadian export to the USA may seem very modest, particu-
larly if we disregard the output of the automotive industry
which enjoys liberal trade status. At the same time it is un-
doubtable that the United States is “by far the best market

159




for Canadian manufactured goods (automotive products—
A. B.))’'S both in absolute sales (about 85 per cent of total
relevant export) and in relative terms. It is possible to speak

not only of much greater successes by Canadian equipment
producers on the American market as compared with over-

seas producers but also of the very impressive positions
(both in relative and absolute terms) they have gained on
that exacting and highly monopolised market.

Apparently the chief reason for this is not the high com-
petitiveness of Canadian products in itself but rather the
close relations in terms of capital between machinery firms
operating to both sides of the border. The exchange of out-
put on the basis of specialisation and cooperation (often in-
tracompany in nature of relations) constitutes a prevailing
and growing part of the relevant bilateral trade. It is reveal-
ing that the preference coefficients in product component
trade calculated by Y. V. Shishkov for groups of countries

coincide almost exactly for the EEC Six and the USA-Cana- |

da pair.! ¢
The interlocking and mutual dependence of the two
countries’ economies have increased significantly over the

last decades. This is indicated both by the dynamics of mac-

ro-economic indicators and by structural analysis carried
out on the sectoral plane. While Canada’s overall import
quota (as a proportion of the GDP) rose from 14.3 per cent
in 1965 to about 27 per cent in 1984, the ratio of the value
of deliveries from the USA to the Canadian GDP reached 19
per cent, and as compared with the gross output of sectors
in producing goods, more than 50 per cent. It would seem
that the extraordinary high (on the domestic market scale)
import quota has to do with the extremely strong depend-
ence of the national economy on import of machines
and equipment to satisfy investment demand.

Another thing is even more significant: by the eaxlyf
1980s the relevant indicators for the USA went up to the

Canadian level (in relative terms, of course, with due ac-

count for the approximately ten-fold gap in the two coun- .
tries’ macro-economic indicators). A more or less “normal’’

ratio was established between these indicators (19 per cent
for Canada, 1.7 per cent for the USA; 50 per cent for Cana-
da, and 5.2 per cent for the USA). Yet in 1965 the picture
had been significantly different. So it may be claimed that
in the last few decades the importance of foreign (Canadian
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Table 15

Ratio Between the Value of Canadian-American Trade and Domestic Scale of the
Economy (per cent)

Ratio of import to GDP Ratio of import to value of Ratio of bilateral import
production of goods of intermediate goods
to value of production of goods
Year
Canadian American Canadian American Canada USA
import from import from import from import from
the USA Canada the USA Canada
19656 10.0 0.7 31 2.0 18 1.6
1970 11.4 1.1 38 3.4 21 2.2
1975 14.1 1.4 49 4.6 25 3.2
1977 13.9 1.6 48 4.9 26 3.4
1980 17.5 1.6 50 5.1 27 3.7
1984 19.3 1.7 52 5.2 29 3.7

Calculated according to: Peter Morici assisted by Laura L. Megna, Canada-United States Trade and Economic In-
terdependence, C. D. Howe Research Institute, Montreal, 1980, p. 33; Canadian Statisti-
cal Review, Statistics Canada, March 1981, March 1984; U. S. Bureau of the Census, Sta-
tistical Abstract of the United States , Washington, D. C. 1981, 1984; Highlights of U. 8.
Exports and Imports Trade, Dec. 1984, U. S. Government Printing Office, Washington,
D. C.,,1985.




sources of supply has increased dramatically for the Ameri-
can market. If we were to compare the value of Canadian
imports from the USA not with the GDP and not with pro-
duction of goods but with the output of industrial sectors,
we would obtain more than 70 per cent, an extremely high
level indicating that the two countries’ industrial structures
have increasingly interpenetrated, becoming more mutually
dependent within the regional economic complex arising un-
der the leadership of US finance capital.

Finally, Table 15 presents data on the relative scale of
trade between the two countries in the field of ‘‘intermedi-
ate goods”’ consisting of food and industrial raw materials,
semi-processed goods and also certain kinds of finished pro-
ducts intended for further production use (parts and as-
semblies, all sorts of engines, bearings, electronic parts and
so on). The clearly apparent tendency for the ratio between
import from the USA of intermediate goods and the overall
value of output of goods to rise additionally supports the
conclusion that integration of the two countries’ economic
structures is progressing and points to the special role of im-
port trade for the normal functioning of the Canadian in-
dustrial system. Yet the growth of the relevant indicator for
the USA was even more impressive in these years. The ‘“‘mir-
ror” quality of the indicators mentioned above was achieved
approximately in 1970 (21 per cent for Canada and 2.2 per
cent for the USA), and then the American indicator ran far
ahead reflecting the abrupt rise in the role of the Canadian
resources base in the period following the energy crisis in
1973, on the one hand, and the further extension of the in-
trasectoral division of labour in machinery industries, on the
other.

A study published in Canada describing the scale of Cana-
dian-American intermediate product trade presents what the
authors call the import-penetration ratio calculated as im-
ports divided by domestic shipments, plus imports, less ex-
ports.! 7 Let us consider these ratios first for Canada, and in
two variants—indicating the general dependence on import
and separately for deliveries from the USA (per cent, the ra-
tio for import from the USA in brackets): iron ore—20.3
(18.8), coal—90.5 (89.7), crude oil and natural gas—49.5
(0.2), non-metallic minerals—25.2 (21.1), leather indus-;
tries—49.8 (32.3), textiles—26.8 (14.7), pulp-and-paper
industries—19.7 (18.8), non-ferrous metals—50.3 (31.9),
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parts for motor vehicles—97.3 (93.6), and aircraft and
parts—62.4 (55.3), machinery—57.4 (44.7) and chemical
products—24.0 (18.2).

These are impressive figures, and if one does not forget
that all the data cover exclusively intermediate goods, and
that machinery output, although it is described as end pro-
ducts (only 12.7 per cent of the import from the USA of
these products is attributed to intermediate goods), is vir-
tually all intended for production consumption, the unique
degree of Canadian industry’s dependence on foreign, most-
ly American, deliveries becomes clear. Of the 23 different
kinds of product considered by Morici in Canadian import
from the USA, 11 have a ratio exceeding 17 per cent—the
boundary line separating, in his view (and we tend to agree
with him on this point), the, so to say, usual (even though
high) degree of dependence on external sources of supply
and dependence of an integrational nature based on stable
production links between the two countries’ industrial com-
panies. The specific character of the dependence is clearly
seen on the example of the exchange of automotive pro-
ducts: although Canada sells quite a few automobile parts to
the USA under the Auto-Pact, the import-penetration ratio
of its assembly enterprises exceeds 90 per cent. In only one
instance, regarding crude oil and natural gas, is the country’s
significant import dependence not related to deliveries di-
rectly from the USA.

If we compile a similar list for the USA, the following
picture emerges (per cent, the ratio calculated separately
for import from Canada in brackets): iron ore—33.6 (21.6),
non-ferrous and rare metal ores—27.4 (11.0), crude petrole-
um and natural gas—41.1 (6.2), wood—11.5 (5.8), pulp and
paper—9.0 (8.3), aluminium—7.3 (5.4), copper—10.3 (2.5),
other non-ferrous and rare metals (including uranium)—35.9
E19. ), parts for motor vehicles—12.5 (9.2), abrasives—7.4

5.3).

It turns out that the USA is subject to considerable im-
port dependence in a rather broad range of products (10 of
the 26 groups of products considered by Peter Morici)
among which products of the mining and primary process-
ing sectors prevail in absolute terms. In all the instances list-
ed above (except, perhaps, for copper) the role of Canadian
deliveries exceeds the critical 1.8-2 per cent mark several
times over. The latter mark was calculated as the overall
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share of import from Canada in the American GDP and '
enables us to separate ‘normal” import dependence of a
commercial nature from stable links at the point of produc- |
tion based on long-term specialisation and cooperation con-
tracts, including intracompany exchange. And it is not sur- |
prising that the secondary manufacturing industry is repre- -
sented in the list by only one group of products reflecting |
the current division of labour in the North American auto-
motive industry.

Quite interesting results may be obtained by an analysis
of the export-orientation ratios calculated by Morici (ex-
port to domestic shipments). Here are the ratios for Canada
in 11 product groups in which they are higher than the |
country’s average (25 per cent) export quota (per cent, ratio |
calculated separately for export to the USA in brackets):
iron ore—74.2 (48.6), non-ferrous metal ores—37.9 (9.5),
coal—90.5 (0.1), crude oil and natural gas—53.9 (53.9), non-
metallic minerals—59.4 (17.3), lumber—39.1 (29.0), pulp-
and-paper—75.3 (48.7), non-ferrous metals—81.5 (52.8),
parts for motor vehicles—95.3 (90.0), aircraft and parts—
62.6 (38.3), machinery—31.5 (20.8).

It is easy to notice that only in two instances (non-fer-
rous metal ores and coal delivered mostly to the countries
of Western Europe and Japan) was the ratio calculated for
the USA lower than 17 per cent—the average export quota
for Canadian shipments to the American market in the sec-
ond half of the 1970s. Practically all the above listed pro-
duct groups consist of output intended for production con-
sumption. It would seem that there is reason to believe that
the sectors producing the given output are clearly export- |
oriented and depend heavily on the possibility of sales on
the American market. Their relations with American part- |
ners evidently have a long-term production and technologi- |
cal basis in most cases. It is also obvious that a considerable
part of Canadian-American trade, particularly deliveries of
intermediate products, is carried on as intracompany ex-
change between subsidiaries of American transnationals
operating in Canada. :

Among others, American industrial sectors marked by
higher concentration of export on the Canadian market in- |
clude iron ore mining (ratio calculated to deliveries for Ca-'
nada—3.5), non-ferrous metal ores (3.1) and coal (3.3), alu-|
minium manufacturing (2.3) and other non-ferrous and rare

o st

ey

|
|
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metals (2.6) and also manufacture of parts and accessories
for motor vehicles (10.2), machinery (3.0), manufacture of
plastics and synthetic fibres (2.9). It is a rather motley pic-
ture but quite clear-cut, confirming the conclusion con-
cerning the qualitatively high, integrational stage in the de-
velopment of Canadian-American trade.

Indeed, stable regional links reflected in the flow of com-
modities emerged a long time ago within the listed sectors.
Thus, non-ferrous metal monopolies have traditionally ex-
changed the output of their enterprises on both sides of the
border to secure a rational structure, and generally high effi-
ciency, for their production complexes. Massive deliveries of
iron ore and coal reflect, one may say, the territorial aspect
in the division of labour in the region having to do with the
desire to optimise the supply of raw materials and fuel for
the steel industry and power engineering facilities.

It is also easy to explain the large-scale trade in motor ve-
hicles and parts. Frequently, this is not, strictly speaking,
trade at all, but reciprocal deliveries under cooperation rela-
tions between enterprises belonging to the American auto-
motive giants. As to machinery and modern chemistry, Ca-
nada’s high import dependence on purchases abroad of rele-
vant products is well known. In our case it is reflected in
this area as if from the other side, in data from American
export statistics. It transpires that the dependence is bilat-
eral here: companies in some sectors of American industry
are extensively and regularly interested in the Canadian
market the narrowness of which has been written about so
frequently.

On the basis of his calculations Morici singles out the sec-
tors with a high share of intermediate products marked by
relative advantages enjoyed by the producers of either coun-
try. Among sectors where Canadian companies obviously
Prevail he indicates lumber output, the petroleum and natu-
ral gas industry, iron ore mining, the pulp-and-paper indus-
try and metal ores mining. It is interesting that ferrous and
hon-ferrous metal smelting is not included among these (the
former unjustly, in our view).

In the list of American sectors marked by relative advan-
tages in trade with Canada Morici includes the leather
Industry, basic chemistry, output of synthetic rubber, plas-
tic and synthetic fibres, aircraft and parts, and also, natu-
Tally, machinery. As to the automotive industry, in the
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opinion of the American analyst neither side enjoys any ad-
vantages over the other. However, it is hardly reasonable to |
consider the sector as a homogeneous whole. ;

Regardless of whether they are based on division of la-
bour ‘4in particular’ or “in singular’’, specialisation in pro-
ducts or components, the growing commodity flows ob-
jectively reflect something general, namely growing inter-
dependence of the economies of the USA and Canada, the
increasing interlocking and mutual penetration of their
reproductive processes, in other words, everything implied
in the concept of international economic integration in its
capitalist form.

In his study Y. V. Shishkov indicates, as a sign of a
country’s participation in integration, a foreign trade
quota of from 25 to 30 per cent and a share of trade with
its chosen partners at a level of 50-60 per cent of its foreign
trade turnover. For Canada the export quota is 27 per cent,
and the proportion of deliveries to the American market —
about 70 per cent. And although the figures are much lower
for the USA (10 and 20 per cent respectively), there is no
doubt that in their reciprocal trade relations these countries
have long since passed the quantitave and the qualitative
marks separating ‘‘integration of national commodity mar-
kets from pre-integration forms of their international so-
cialisation”.! ® However, this is truly integration of une-
quals. As such, it is marked by differing forces of mutual
attraction between its participants and leads to an enhanced |
degree of one side’s dependence within the regional integ-|
ration system.

The very fact of being linked to the enormous American
market with its established structure of supply and demand,
its laws of movement largely influencing the Canadian econ-i
omy through trade channels, involves a high cost for the
weaker integration partner. It is absolutely obvious, for
example, that Canada’s trade balance is shaped under th
decisive impact of the dynamics and structure of its com-
modity turnover with the USA.

A cursory glance at Canada’s trade balance enables us t
conclude that this is a country to which troubles wit
foreign payments are unknown. The conclusion could b
accepted if the matter were limited to the balance of pay
ments and receipts from commodity trade. But export an
import of commodities is only half the story. The secon

166



—

half, much worse for Canada, tells about the transfer of
interest and dividends abroad in billions of dollars—a nat-
ural outcome of accumulated colossal debt, the chronic
and growing deficit in international exchange of services,
in short, even the most impressive trade surplus being
insufficient to make ends meet in other, non-commodity
items of ‘the current balance of payments. However, the
thread runs further on: the unbalanced current payments
make it necessary to attract new foreign capital to the
country—both long-term and short-term-—-and each of the
two sources of increase in foreign debt involves serious con-
sequences for the country. While they have different influ-
ences on the economy, all the consequences add up to the
same result, and it is unfortunate indeed: the country’s in-
ternational positions are deteriorating, its own financial re-
sources declining instead of being channeled towards well ba-
lanced, independent development of the national economy.

This may all be true, but if one were to remain in the
field of commodity trade the picture here is on the whole
quite favourable for Canada. In more than 20 years only
once, in 1975, was there a deficit in the country’s balance
of foreign trade. Accordingly, the trade operations balance
(one of the major items in the balance of payments) has had
a surplus and quite a large one, particularly in the 1980s.
Just in case, it is to be specified that although the order of
magnitude of the figures may be the same, these are still
different indicators both in method of calculation (for
example, in the balance of payments the value of both
export and import is cited in fob prices, i.e. prices exclud-
ing associated services listed under other headings) and in
essence, since the commodity shipments and the payments
in trade operations during the same year never coincide
completely.

Let us consider the data in Table 16 concerning the
results of trade in basic commodity groups. Quite impor-
tant observations may be made on their basis.

First of all, an outstanding fact is the fundamental dif-
ference between the balance of value of shipments of in-
dustrial raw materials, semi-manufactured goods and food
Products, on the one hand, and finished industrial goods,
on the other. The former three groups together provide
Such a large excess of exports over imports that it is suf-
ficient not only to neutralise the billions of dollars of
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Table 16

Foreign Trade Balance by Basic Commodity Groups
(millions of dollars)

Including Of these;
Year Overall
balance food and crude fabricated end products, auto- machinery
beverages materials, materials, inedible motive products
inedible inedible products
1970 2,868 753 1,896 2,981 —3,051 248 —1,296
1975 —1,913 1,415 2,863 3,896 —10,239 —1,788 —3,021
1978 3,002 1,521 2,940 10,408 —12,434 —864 —3,650
1980 6,959 3,444 3,491 16,632 —17,767 —2,660 —5,782
1982 16,674 5,283 6,092 16,070 —12,728 1,395 —4,209
1983 15,377 5,412 7,192 16,005 —14,925 2,042 —3,887
1984 13,789 4,487 9,357 18,781 —18,121 2,944 —3,773

Calculated according to:

Canadian Statistical Review, March 1971, March 1976, March 1979, March 1981,
March 1984 ; Summary of External Trade, Ottawa, December 1984,
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deficit in finished product trade but also to create a signif-
icant reserve to balance the country’s current operations
on the whole. The individual contribution of each group
to a more favourable balance of trade varies from year to
year. For example, in analysing data for a long period of
time the widespread conclusion about Canadian export
becoming ‘“‘cruder’ in years of crisis is confirmed: the ex-
port surplus of deliveries of unprocessed food and industrial
raw materials grows in relative terms, while the results of
processed (semi-manufactured) product trade worsen
somewhat. Attention may be drawn to the fact that from
the early 1980s the trade surplus in industrial semi-manufac-
tured goods greatly exceeds the also largely increased bal-
ance of food and raw materials trade (that figure more than
doubled, in particular, due to the directly opposite dy-
namics of natural fuel export and import).

In any case it is here that the country’s chief strength
in foreign trade lies, while Canadians cannot even dream
of a favourable balance in finished goods. It is all a matter
of the structure of commodity flow. The following state-
ment still sounds like an axiom: ‘“Most of Canada’s ex-
ports are resources intensive, while imports are of manu-
factured goods’’.!® Hence the tendency for a permanent
and large-scale surplus in raw materials and semi-manufac-
tured goods trade and a chronic, also enormous deficit in
exchange of finished industrial goods. Incidentally, this
is also the reason for the unstable terms of trade—a very
important factor for every actively trading country relating
the dynamics of export and import prices.

Turning now to the deficit in finished goods trade, it

~ is interesting to estimate the contribution to it by the two
decisive groups of machinery products. In Canada it is con-
sidered to be in good taste to denounce the Auto-Pact
(there are, indeed, quite a few reasons for criticising it), but
an insufficiently grounded, in our view, opinion exists there
that the trade with the USA in cars and particularly parts
and accessories is the chief source of the overall deficit in
the exchange of finished goods and, therefore, the weakest
item in Canadian foreign trade. Figures, however, point in
a different direction. Of course, there are quite a few reserves
to improve the results of exchange of automotive pro-
ducts with the USA, and it has not yet proved possible to
untap some of them due to the terms of the Auto-Pact
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which are no longer in line with the present situation. But
as a whole, the automotive industry, including the rapidly
growing enterprises producing parts and accessories, is
among the most efficient and competitive sectors of Cana-
dian industry. The most complicated and delicate period of
its adjustment to a market that is not protected by tariffs
but is at the same time the largest in the world is long
behind. In the year of crisis, 1982, Canadian export of fi- |
nished cars increased almost by a third (due to their being
more in line with the demand structure on the US market),
and at the same time their import also declined in absolute
terms, while the flow of parts and accessories going in both
directions grew by a similar though small amount. As a re-

sult for the first time in many years the balance in auto-

motive product trade was in favour of Canada, while in

the subsequent two years the surplus in this commodity i
group underwent an unparalleled increase reaching 9 bil-

lion dollars in 1984 (also as a result of shipments of fi-
nished motor vehicles, and in this case not only passenger
cars). So this is hardly the weakest spot in Canada’s fo-
reign trade. ;

Most likely, the weakest spot is the exchange of machin-
ery products where the import frequently exceeds export
by more than 100 per cent and a deficit is observed from
year to year. Or to take a wider look, the weakest spot is ex-
change of engineering products in general, excluding the au-
tomotive industry. Thus, in 1984 the overwhelming part of
the traditionally large deficit in finished goods trade (over
18 billion dollars) was distributed among other machinery
and tools (refrigerator equipment and air conditioners,
electrical products, measuring devices, scientific appa-
ratus and so on—total deficit 7,200 million dollars),
machinery (4,900 million), personal consumption items
and household appliances (3,400 million), communications
equipment (2,100 million) and aircraft industries (1,900
million dollars).

The state of the trade balance has been marked by partic-
ularly serious changes in recent years in relations with
individual countries and regions (see Tabe 17). Even at the
end of the 1970s there was an extremely unstable surplus
in trade with the country’s chief partner, the USA, and thel
decisive contribution of commodity exchange with that:
country to the major deficit in finished goods. As a result
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Table 17

Commodity Trade Balance by Country and Region
(millions of dollars)

Western Including Latin
Year USA  European United Japan Middle Ameri-

countries Kingdom East ca
1970 1,000 1,168 747 231 22 70
1975 -1,907 619 567 918 —263 —255
1978 1,936 30 397 787 85 132
1980 —359 4,264 1,268 1,595 -1,307 958
1982 9,819 1,745 823 1,063 909 —984
1983 12,230 308 699 353 1,369 —878
1984 14,346 —2,096 126 —84 1,212 —909

Calculated according to: Canadian Statistical Review, March 1971,
March 1976, March 1979, March 1984;
Summary of External Trade, December
1984.

Canada shaped its overall trade surplus mostly on the mar-
kets of other industrially developed countries, Western
European nations and Japan above all. In recent years,
however, the basis for a major trade surplus was on the
whole formed on the American market. As to Western
Europe and Japan, one of the most important consequences
of the crisis in their economies was the decline in the
import of industrial raw materials and semi-manufactured
goods, which, together with the truly unrestrained expan-
sion by Japanese exporters of finished goods, had a clearly
negative effect on the result of Canada’s trade with these
countries. It would seem that at the present stage Canada’s
foreign trade to a decisive extent depends on conditions on
the American market, which also supports the conclusion
that interstate economic complex of the integrational type
has arisen in the region. It is not accidental that, considering
the results of foreign trade in 1982, perhaps the most dif-
ficult year in postwar decades, Canada’s ruling circles and
business proposed to extend the free trade status to new
commodity groups (sectors) in addition to those already in-
volved in bilateral trade liberalisation.
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Some Factors Responsible for Productivity and
International Competitiveness of Manufacturing Industry

Canadian analysts link the abrupt weakening of Canadian
exporters’ positions on overseas markets from the early
1980s directly to the lower competitiveness of national ma-
nufacturers as compared with' companies in Western Euro-
pean countries, Japan, and the so-called new industrial
states. This has provoked considerable concern in the
country. Yet it must be pointed out right away that for
Canada, with its historically rooted export specialisation
and the tremendous role of its trade relations with the USA
as a factor influencing the forming and satisfying of domest-
ic demand, the problem of productivity, efficiency and
competitiveness of industrial production is largely not
simply an international issue but a Canadian-American
problem.

In the most general form competitiveness of Canadian
industrial goods on the internal and the external markets
depends on, first, the tariffs and customs duties in trade be-
tween individual countries and the associated degree of pro-
tection for national production; second, the relationship
between efficiency indicators of the industry itself (pro-
ductivity of labour and wages in different sectors, level and
dynamics of capital intensity, outlays on materials and
energy, and other structural patterns), third, currency
exchange rates of the countries participating in trade;
fourth, state measures to stimulate export taken in part-
ner countries and opportunities to effectively neutralise
them by setting up a system for supporting national pro-
ducers or by non-tariff obstacles on the customs border.

Since the scope of the present study is not large enough
to pay special attention to the terms of Canadian produ-
cers’ competition with overseas suppliers, we would only
like to note an obvious factor contributing to the growing
scale of their invasion of the Canadian market and a decline
in the competitiveness of virtually all Canadian products
on the markets of most capitalist and developing countries.
The factor in question is the exchange rate of the Cana-
dian dollar which, from the standpoint of trade interests,
is paradoxical indeed. On the one hand, since the early
1980s it is rated significantly lower than the US dollar, go-
ing down to 80 (autumn 1982), 75 (mid-1984), or even 70
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US cents (end of 1985). On the other hand, together with
the US dollar, the Candian exchange rate is regarded as
considerably overstated in relation to most other currencies,
which largely has to do with the Reagan policy of high
interest rates. As a result stepped-up deterioration of
Canadian and American producers’ competitive positions
has occurred on the markets of third countries, while
on the intra-regional market Canadian suppliers enjoy a
marked temporary advantage as compared with enterprises
situated in the USA, which has an impact on the overall
results of the two countries’ reciprocal trade. On the whole,
in this respect, one should take into account the remark
made by the prominent analyst of problems of international
competition Peter Morici, who wrote that ‘“The integration
of US and Canadian capital markets has traditionally
limited Canada’s monetary policy options, with consequen-
ces for the competitive position of its industry’’.°

As to the other factors of competitiveness linked to pro-
ductivity in the Canadian and American segments of indi-
vidual subdivisions and sectors of the integrated North
American economy, dynamics of wages, capital-per-empl-
oyee ratio at manufacturing enterprises in the USA, Canada,
etc., in the last decade these factors have been the subject
of numerous studies by North American authors giving rise
to a rather extensive specialist literature.

Canadian business circles first displayed a marked con-
cern for the fall in the competitiveness of national manufac-
turing output after the country’s trade balance had a deficit
in 1975—the first deficit in a decade (this did not happen
again, however). Quite a lot of research was done to com-
pare qualitative (structural) indicators of production in in-
dividual sectors and relate them to US data with the aim
of revealing the tendency of relative productivity as the ba-
8is of Canadian companies’ competitiveness on the domes-
tic and the American markets. Let us consider the results of
what, in our view, are the most fundamental comparisons of
this sort and attempt to offer a generalised evaluation of
the contemporary state of production efficiency in Canada’s
Mmanufacturing as related to the USA largely explaining
the phenomenon of the country’s growing dependence
:lrll 2irlnport of American finished products, machinery above

An extensive report was issued in 1977 dealing with the
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evolution of two important indicators having to do with |
production efficiency compared to the USA: dynamics of |
labour costs in 83 sectors of the Canadian economy over 10
years (1975 as compared to 1966) and changes in relative
productivity for 33 manufacturing industries over 8 years |
(1974 as compared to 1967).22

Comparing the dynamics of wages in 64 sub-industries
and 19 sectors of the services (ranging from mining to re-
tail trade enterprises, restaurants and laundries), the authors |
of the report conclude that there was a steady and con-
sistent converging of Canadian and US indicators in all 83
cases(!). As of mid-1975 hourly wage rates were 95-99 per
cent of the American level (with due account for currency
exchange rates) in 19 industrial sectors, while in 53 sectors |
they were higher. In 64 industrial sectors on an average the
Canada/USA ratio was 1.02 and in the services 1.12. At the
same time, in 1966, among the sectors studied there was not
one where wages were higher in Canada than in the USA
and the average ratio was 0.75 for industry and 0.82 for
the services. Although, due to higher prices for durables in |
Canada (25 to 40 per cent more than in the USA) and
higher income tax rates (1.5 to 2 times more than the
American ones) workers real wages in Canada remained
considerably lower than those in the USA, this does not
change anything from the viewpoint of labour costs as one
of the factors influencing production efficiency and compe-
titiveness. The overall conclusion is that since the mid-
1970s Canada could no longer be regarded as a count
with relatively low expenditures on wages, even whe
compared to the USA.

This is not a very favourable conclusion if it is take
into consideration that the stepped up rise in wages was no
accompanied in Canada by an adequate growth in relativ
productivity. The latter calculated as a ratio between valu
added per man-hour worked in a sector of manufacturi
industry in Canada and a similar indicator for the USA i
presented in two variants: a) the numerator and the denom
nator recalculated in domestic Canadian prices; b) in coi
responding US prices. The results obtained are quite simi
and enable us to conclude that on an average, in 33 secto
relative productivity in Canada rose from 62-65 per cent
the American level to 77-82 per cent.?® The convergen
is more clear-cut in the group of industries producing d
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rables—from 70-73 per cent in 1967 to 94-98 per cent in
1974. The lag is still quite great in sectors producing non-
durables: they had achieved only 68-70 per cent of produc-
tivity in the USA (it was 53 per cent in 1967 in Canadian
prices and 61 per cent in American prices). The traditionally
export-oriented sectors were among the sectors that had
exceeded productivity in the USA, including sawmills (over
140 per cent), plywood, steel and rolled stock manufacture.
As was to be expected Canadian automotive industry
productivity was about equal to American. The lag was not
great in non-ferrous metal smelting (apparently more than
80 per cent of the US level) and at pulp-and-paper mills (the
gap had grown somewhat larger here).?* At the same time,
for example, in oil refining productivity was 70 per cent in
Canadian prices and only 55 per cent in American prices
(yet the figure had been much lower in 1967, 37 and 25 per
cent respectively). Relative productivity was approximately
at the same level in some machinery sectors (aircraft,
communications equipment, and household electrical
appliances).

It is important to point out that the gradual convergence
of productivity in the two countries’ manufacturing oc-
curred in a context of growing capital intensity of output
and much higher capital-per-employee ratio in Canada as
compared with the USA. The manufactures with the lowest
relative capital intensity of output considered in the report
include smelting and rolled stock manufacture, and also
transportation equipment industries where this indicator
even declined following the Auto-Pact and reconstruction
of the automotive industry. At the same time in the ma-
chinery and consumer goods industries (where low-special-
isation enterprises of sub-optimal size still prevail) capital-
per-employee ratios and capital intensity were at an unde-
sirably high level, further increasing their lag behind pro-
ducers in the USA. The authors estimated the ratio of
Mmachine and equipment cost per employee in manufactur-
Ing in Canada and in the USA to be 1.4 in 1967 and 1.6 in
1974, The highest sectoral ratios were in textiles (1.9 in
1974), oil refining (1.8), sawmill and furniture (1.76) and
Pulp-and-paper (1.7) industries, and the lowest in smelting
(1.36 in 1974; but even here the capital-per-employee ratio

ad grown considerably: in 1967 it had been 1.08).
These figures may be supplemented by computations
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from another equally valuable study, data from which ‘
were repeatedly used in this book.?® According to B. W. |
Wilkinson’s estimate, net capital stock per worker in Cana-
da’s oil refining industry reached nearly 185,000 dollars in
1974, 51,000 dollars in the pulp-and-paper industry, 46,000
dollars in smelting, 35,500 dollars in processing of non-me-
tallic minerals (excluding fuel), 23,000 dollars in the food |
industry, and 19,000 dollars in textiles. The ratio of capi-

tal stock to shipments was also higher in these sectors:

83 cents per dollar of shipments in the pulp-and-paper

industry, 81 cents in processing of non-metallic minerals,

75 cents in smelting, 60 in oil refining, and 55 cents in

textiles. The author believes that these data point to the

considerably less effective use of capital in Canada as com-

pared to the USA.

Comparing dynamics of productivity and wages over a
long period Wilkinson obtained figures of average annual
changes in labour costs per unit of output in the two coun-
tries’ manufacturing.?® His computations enable us to con-
clude that during nearly two decades the dynamics of per-
unit labour costs were in Canada’s favour, while from the
early 1970s its positions began to weaken markedly.

According to other data confirming this conclusion,
the overall increase in labour costs per unit of output in
Canada’s manufacturing for 1971-1976 was 52.4 per cent
(calculated in Canadian dollars) or 61.4 per cent (in US
dollars), while the same American figure rose only by
35.5 per cent.?”’

An important factor contributing unfavourably to the
dynamics of wages per unit of output was a temporary rise
in the exchange rate of the Canadian dollar in relation to
the American dollar in the 1970s. Being freely floated, the
Canadian dollar was rated higher than the American dollar
for almost six years, which led to ‘‘exaggeration’ of the
country’s cost data in international comparisons. The trend
was broken at the end of 1976 when the exchange rate of
the Canadian dollar fell below that of the US dollar. |

From the viewpoint of the impact on comparative ef-
ficiency data, the fact that the exchange rate of the Cana
dian dollar remained at a low level and further declined ir
1982-1985 led to the growth in labour costs per unit o
output in the Canadian manufacturing industry bein
among the lowest in the group of developed capitali
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countries in two and a half decades. This is undoubtedly
a favourable symptom for the country, although concern
is provoked by the fact that the dynamics of labour costs
per unit of output were secured not as a result of in-depth
structural transformations but rather under the influence
of a variable factor such as the freely floating exchange
rate of the national currency. It is also to be noted that
even in a context of the Canadian dollar becoming much
cheaper, the average annual increase of labour costs per
unit of output forecast for the first half of the current
decade was over 9 per cent.?®

The forecast of the Finance Department for the first half
of the 1980s contained four estimates of the average pro-
ductivity growth in the Canadian economy for the period
1980-1985: 0.2 per cent (the Department’s own forecast),
0.1 per cent (forecast of the Economic Council of Canada),
0.7 and 1.2 per cent respectively.?® These figures were in
line with data published slightly later in a forecast according
to which the annual average growth rate (with due account
for changes in capital intensity of production) was to be
only 0.5 per cent in the first half of the 1980s. In view of the
fact that in 1955-1974 productivity growth in the country
was 2 per cent a year, the above figures indicate that the
structural weakness of Canadian manufacturing may be-
come even more obvious.

The gradual erosion of advantages in productivity growth
rates compared with the USA gained in the second half of
the 1960s and early 1970s was also noted in a review of the
C.D. Howe Institute. Having compared three postwar indus-
trial cycles®® in Canada and the USA, the institute’s ex-
perts pinpointed the gradual convergence of productivity
growth rates in the two countries against a background of
a mutual slowing down. The loss of Canada’s advantage in
rates is particularly impressive if multi-factor productivity
is taken, particularly growth of expenditures on capital
stock. In American industry as a whole the increase in the
capital-per-employee ratio (capital stock per worker in
constant prices) was about 2 per cent in 1970-1977 and in

Canada (1974-1977) 2.9 per cent.*! During most of the
' long period considered (1957-1977), productivity growth in
manufacturing was slightly lower than in the mining and pe-
troleum and natural gas industries, except for the last cycle
(1974-1977) marked by stagnation in mining of most mi-
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nerals with considerable growth in expenditures on ex-
ploring and opening up deposits.

At the end of the 1970s, having compared the influence
of export price dynamics on the manufacturing output
of Canada and its chief rivals, Canadian economist E. A. Car-
michael had still concluded that the country’s price com-
petitiveness had grown by 13 per cent as compared with
the USA and by 12 per cent compared to the group of 15
developed capitalist states during 1970-1977. Even then,
however, he indicated that the labour costs per unit of out-
put had an unfavourable dynamic as compared with the
American data, deducing from this a relative decline in the
country’s cost competitiveness.>? The unfavourable ten-
dency remarked by Carmichael further developed in the late
1970s and early 1980s. According to one of the latest eco-
nomic surveys of the OECD, unit labour costs remain
steadily higher for Canada than the USA.??

A worsening of the situation with unit labour costs
leading in practice to a fall in competitiveness of Cana-
dian production in the final count is merely an indirect
sign of the same underlying defect in the country’s in-
dustrial development in the 1970s-1980s—low produc-
tivity growth rates in manufacturing. Thus, if in 1951-
1973 average unit labour cost growth in Canada was 4.3
per cent, which was higher than in the USA (2.8 per cent)
or in the United Kingdom (3.4 per cent), in 1974-1981 it
was only 1.1 per cent, two thirds of the US figure and
half of the corresponding British indicator. And that in a
context when capital intensity (calculated as a ratio of
capital stock to value added) was 50 per cent higher in
Canada than in the USA.>* In 1983 data were published
concerning the entire national economy according to which
productivity growth (calculated as output per man-hour)
was virtually absent since 1978, while the index of average
unit labour cost increased precisely by 50 per cent in five |
years. According to other sources, total factory productivity
growth in the Canadian economy averaged only 1.16 per
cent in 1967-1980.3° In this connection, it would be well
to recall the words of a labour union leader dating back to
1977: competitiveness and productivity are interchangeable
concepts. In the same speech, however, he warned against
drawing too far-reaching conclusions on the basis of highly
aggregated macro-economic indicators which heap together

178




both industrial leaders and those on the verge of bankruptcy.

Experts at the Geneva-based non-profit research organi-
sation, the European Management Forum, have recently
started to rate national competitiveness of 22 countries on
the basis of more than two hundred criteria in 10 groups.
According to a complicated point count Canada was ranked
11th in 1983 in the contemporary capitalist hierarchy.
Three years before, using a slightly different system of
criteria in terms of quality and quantity, the same organi-
sation allotted Canada fifth place, and in 1982 sixth
place.?¢ In any case, a step back seemed to be made.

At the beginning of 1984 in a special survey for the
Financwal Post prominent economist Robert English wrote
that ““After almost 30 years of strong productivity growth,
Canada’s record since the mid-1970s has been abysmal”.?’
The same survey contained data according to which output
per man-hour in Canadian manufacturing was 25 per cent
lower than in American manufacturing—the largest gap
since 1973. The same indicator for Japanese industy turned
out to be only slightly lower than the Canadian level,
while in 1965, for example, it was not more than two
fifths of the Canadian figure.

At the same time labour costs per unit of output (cal-
culated in US dollars) in Canada had grown over 1973-
1982 to a lesser degree than in the UK, France, West Ger-
many, Norway, Sweden or the USA. This, for the most
part, was due to the fall in the exchange rate of the Cana-
dian dollar in relation to the American dollar (the average
annual growth rate in US dollars was 7 per cent, as against
10 per cent in Canadian dollars and 77 per cent for the
USA). Yet these data do not fit very well with the facts
presented in Carmichael’s new work according to which
the unit labour cost index in 1984 in manufacturing (US
dollars, 1980—100) was 130 for the USA, 120 for Canada,
103 for Japan and an average of 92 for the West European
countries.>® Donald MacCharles from the University of
New Brunswick is also rather sceptical of cost competi-
tiveness. He wrote in early 1985: ‘“Our problem is that we
are high-cost producers, with unit costs of production in
manufacturing twice that of Japan and 35% higher than
the US”.3° Finally, the following observation by Peter
Morici should be taken into consideration: in his view, an
approximately parallel rise in productivity in the USA
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and in Canada since 1973 was accompanied by much
faster growth of capital-stock-per-worker ratio in Canada
as compared with the US.*°

Another Financial Post analyst, Catherine Harris, in the
same survey argued that if Canada sought to become compe-
titive on the international scene, it was important for it to
achieve either a higher productivity growth rate or a rela-
tively low inflation rate, or even better, both. At the same
time, in 1978-1982, Japan had a 42 per cent overall growth
of productivity in manufacturing while consumer prices
rose by 25 per cent, and its rivals had the following fig-
ures respectively: 29 per cent and 36 per cent for Belgium,
6 per cent and 59 per cent for the USA, and only 2 per
cent and 63 per cent for Canada(!).

Of course, the way every production unit raises effi-
ciency and productivity may be its own and specific and in-
deed should be. There are no universal recipies. It is ob-_
vious, however, that in many instances it is impossible to |
achieve serious progress without fundamental reconstruc- I
tion and modernisation, without cardinal structural and
organisational change at the sectoral level. Frequently, this
is the only way to put into action factors capable of secur-
ing significant productivity growth.

There are quite a few such factors which have a decisive | \
impact on the operation of specific production units in'
different sectors of manufacturing. They include the scale
of production capacities, production runs, the range of|
products, and the associated degree of specialisation, the age
of the equipment, up-to-date technology and organisational
structure, scope of its own research and so on. In many
of these, Canadian producers almost always lag behind
foreign rivals, particularly the USA.*! The technological
lag of companies operating in Canada is clearly evident, if
only in the aggregated criterion of the still low expendi-
tures on research and development.

It is not possible, unfortunately, to specially consider
each of these factors in the present work. Yet it would
be useful to turn, for at least a short look, to certain struc-|
tural patterns in Canadian manufacturing on the level an
dynamics of which a lot depends in our day.

Interesting conclusions may be drawn, for example
from a comparison of manufacturing output and associa
ed costs of capital stock, raw materials and also ener
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(per man-hour). An analysis of detailed data on the sub-
ject contained in a report of the Economic Council of Ca-
nada®? warrants the conclusion that a slowing of output
growth (per unit of time) in 1974-1976 to less than one
third of the average for 1967-1973 was accompanied by
an unproportionate increase in capital stock unit costs
(a rise in capital-per-worker ratio and capital intensity of
production) and relatively moderate (proportionate) in-
crease in costs of materials and a very slight growth of ener-
gy costs (in some cases, there was even a decline in absolute
terms).

However, the report’s data give ground to assume that
it is the dynamic of raw material and intermediate prod-
uct consumption in unit of working time that serves as
the most reliable yardstick for estimating a sector’s success
in rationalising production, securing long production
runs, and in the final count, general effectiveness in using
factors of production. It is notable that in the group of in-
dustries producing durables the highest results in the 1960s
and 1970s were in the automotive, machinery (including,
for example, the highly concentrated output of farm
machines), and steel smelting (primarily in the 1967-
1973 period when the principal technological restructur-
ing and rationalisation of these industries occurred).

Canada also has favourable dynamics of energy cost per
unit of output. The figure, however, varies not only from
industry to industry but also reveals significant geographi-
cal differences (there is plenty of cheap hydroelectric power
in the east of the country, but oil and natural gas are more
expensive there; in the west hydro capacities are negli-
gible but there are large reserves of natural fuel). On the
whole fuel and energy costs per unit of output in Canada
are much lower than in the USA. On the eve of the ener-
gy crisis (1972) the size of these costs measured according
to Canadian fuel and energy consumption standards was
(in per cent of the American level) 76 in pulp-and-paper,
80 in iron and steel, 91 in oil refining, 96 in automotive,
96 in electrical household appliances, and 99 in non-ferrous
metals. Nevertheless, in 17 of the 33 manufacturing in-
dustries fuel and energy costs per unit of output were
higher than in the USA. But, first of all, this concerned
mostly industries catering to the domestic market and
until recently protected by high tariffs. Second (and this
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is apparently most important), since then prices on all
energy and electric power itself grew in Canada to a lesser
extent than anywhere in the developed part of the capi-
talist world. Economic commentators and businessmen
remarked that Canada has ‘‘a comparative cost advantage
on the energy side and... (is) better endowed with natural
resources from most countries”.*?

An analysis of the regularly published reviews of the ac-
tivities of leading Canadian monopolies makes it possible
to establish that high efficiency and international com-
petitiveness of many of them are directly linked to low
fuel and energy costs (let us point out, for example, com-
panies such as Alcan, Steel Company of Canada, Inco and
Aibitibi-Price Inc., leading Canadian producers of alumin-
ium, steel, nickel and newsprint).

According to some estimates, in recent years Canadian
pulp-and-paper producers have achieved truly remarkable
results in reducing electrical power costs per unit of output.
A government-backed campaign is being conducted in the
country aimed at having a greater part of industry pass
from consuming oil, black oil, and oil-based liquid fuels
to cheaper natural gas, including liquefied gas. This trend
is more apparent in the eastern provinces where large
amounts of imported oil are still consumed. Extensive plans
are linked to construction of new, more economical hydro-
electric plants and also nuclear power plants.

At the same time it is hardly possible to speak of suf-
ficiently competitive secondary manufacturing industries
in Canada. If the typical thing for contemporary industry
is ““development of highly effective large-scale units of pro-
duction with a considerable emphasis on product specializa-
tion”’,** this is not exactly the case with Canada’s manufac-
turing. Most of the enterprises in this sector are orientec
to serving local, Canadian consumers who have accepte
American stereotypes and desire to have the same range of
goods and services as the US market offers. Hiding behind
high tariffs companies with access to American technolog
but few incentives or opportunities to enter the USA wit
their products have long since set up sub-optimal sho
production run enterprises with a ramified production rang
intended exclusively for the domestic market.*$ Such ente
prises, mini-replicas of American transnational productio
complexes (many of which own them), are a typical ph
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nomenon for many secondary manufacturing industries
such as household appliances and common consumer
goods (in the Canadian case, not so common in view of the
relatively small population). Let us mention two other
circumstances additionally restricting opportunities for sale
and, thereby, potential company growth in manufacturing:
direct bans frequently imposed by American monopolies
on export of products made at their Canadian subsidiaries
and a kind of local protectionism practised by the Cana-
dian provinces to stimulate ‘‘their own’ industrialists by
granting them certain advantages in placing orders, which
leads to unwarranted parallelism and production splintering
and makes it difficult to create enterprises even remotely
resembling optimal ones.

The chief single factor holding back productivity growth
in Canadian manufacturing, in the view of many economists
and businessmen, is ‘less specialization and shorter produc-
tion runs” at enterprises.*® The opinion is becoming in-
creasingly widespread that it is possible to overcome that
shortcoming, particularly characteristic of American trans-
nationals’ subsidiaries, only by stepped up export of spe-
cialised products intended for an extensive international
market (as a result of a “world mandate’’ provided to the
Canadian subsidiary for producing a specific type of the
given transnational’s output).

Other sources of Canadian manufacturing companies’
weakness are also pointed out. Thus, in 1984, the press
particularly often quoted D. Daly from York University
who linked the inadequate efficiency of Canadian producers
with the low standards of national management personnel
training as compared with the USA, slow introduction
into production of new products and production proces-
ses, and also the reluctance of Canadians to adopt advan-
ced organisational techniques used by rival countries headed
by Japan.®” Yet the main reason for the gap in the product-
ivity levels in the American and Canadian manufacturing
industries lies, as Daly sees it, in insufficient product spec-
lalisation and short production runs.

It would seem that the way to higher productivity is
Open. But how can Canada go along that way if economic
decision-making concerning a considerable part of the
Country’s production of goods still remains in the hands
of American businessmen weighted down by the burden
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of their own national problems? And the concept of pro-
ductivity is not completely clear in Canadian business
circles. Walter Light, chairman of Northern Telecon Ltd.
exclaims pathetically: “If ever one word could save a na-
tion, productivity is it. If only we knew what it meant.””*’2

All the above is only a very approximate and general-
ised account of the contemporary competitive positions
occupied by Canadian exporters. In real life success depends
in each specific instance on a set of criteria defining ex-
port supply and import demand. As already mentioned,
a great deal depends, for example, on the exchange rate
of the Canadian dollar which often determines the price
competitiveness of national exporters on specific market.
Finally, and this question merits attention on its own,
not only private companies but whole capitalist states
compete on international markets each seeking to secure
the most effective financial and organisational support
for their exporters. Canada is no exception in this respect.

Principal Tools for State Regulation of Foreign Trade

In a policy-making document Canadian Trade Policy for
the 1980s published almost a year before it stepped down as
a result of a shattering defeat in national elections, the Lib-
eral government defined the basic objectives and lines
of federal efforts to support national exporters. The em-
phasis was on further expansion of trade relations with
the USA (which was to be contributed to by overall liber-
alisation of world trade), on stepped up industrial develop-
ment of the country by extending opportunities for export
of highly processed industrial goods and high-technology
finished goods, and also on securing reliable and stable
markets for traditional raw materials and food, in certain
cases by means of international commodity trade agree-
ments.* 8

Participation in financing progressive restructuring of
sectoral production and creating credit opportunities to
help purchases of expensive equipment taking long to pro-
duce and instal were proclaimed the main forms of direct
support for national exporters. The first task was to be
tackled through a ramified network of sectoral reconstruc-
tion programmes providing for direct financing of construc-
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tion of new enterprises and modernising of existing ones,
creating research laboratories and machine pools and so
forth. These programmes were to be implemented in nearly
all sectors of the economy, from pulp-and-paper to fisheries,
and in certain areas provincial governments which had
their own financial resources for development were in-
volved. In addition to direct financing at all levels the
companies included in the government programmes to
stimulate export were also offered tax rebates, including
faster depreciation write-offs on capital outlays for recon-
struction of production facilities.

The second aim was to be achieved mostly by means of
the Export Development Corporation (EDC) under the
federal government. The corporation was authorised to pro-
vide foreign buyers with loans for large purchases of Cana-
dian goods (usually for a term of more than five years).
In addition, lines of credit were opened for foreign banks
which in their turn would provide credit to local buyers of
Canadian products on the terms adopted in the country.

In addition to directly financing purchases of Canadian
products in deals involving usual commercial credit, the
EDC grants insurance policies directly to Canadian export-
ers covering up to 90 per cent of the contract value, thus
taking upon itself the risk involved in possible non-pay-
ment. It is important to stress that the EDC, in the most
different forms and scope, finances export of Canadian
output virtually to all the countries with which Canada
maintains normal trade relations. Among other things,
these measures strengthen the positions of Canadian export-
ers of equipment and other finished goods on the US mar-
ket, too.

At the multilateral GATT talks Canada’s representatives
always support those advocating further liberalisation of
world trade, including elimination of numerous non-tariff
barriers (procedural and technical ones associated with
discrimination of foreign suppliers in placing government
orders and so on). One of Canada’s initiatives in this field
was an appeal in summer 1983 to GATT partner countries
to refrain from protectionist measures for at least two
years.*? Having abandoned direct subsidies of export of
its goods in principle, Canada demanded the same of its
partners.

The principal tool for regulating access to Canada by
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foreign goods is still the customs-tariffs system. In much
the same way as in the USA, the tariffs including the MFN
(most favoured nation) rates are structured according to
a progressive scale, and raw materials are imported duty-
free or at minimal rates, and the tariffs grow with the in-
crease in the degree of product processing.

Canada is regarded as having one of the highest tariff
levels among OECD industrialised nations.*® However, the
Canadian tariff has a relatively wider range of duty-free
imports. Yet the rest of the goods are subject to relatively
high rates (12-13 per cent on an average). Higher rates
(up to 25 per cent) operate with respect to goods which
encroach on the interests of the weakest Canadian industries
(clothing, shoes and furniture). The average level of tariff
rates with respect to total import, including duty-free im-
port, .was estimated at 4-5 per cent in the early 1980s. |
By 1987, when the Tokyo Round’s GATT agreements
would have been completely implemented, the average
tariff level for the part of import subject to duties is to be
reduced to 9 per cent.

At the beginning of the 1980s the following goods were
imported duty-free: most industrial raw materials and ag- |
ricultural products from the tropical zone, some semi-manu-
factured industrial goods (a selected range); finished goods
“not made in Canada’’; some machinery products singled
out according to final use (mostly for agriculture and the re-
sources sectors); separately in trade with the USA, automo-
tive products (except for tires and spare parts), military
hardware, some agricultural machinery and tractors, certain
models of colour TV sets and fork trucks (under special
integrational-type agreements more about which below).

In view of the widely practised setting up of free trade
zones the companies belonging to which enjoy customs
advantages in importing intermediary products for pro-
duction use, Canada created its own version of these zones
by “conditionally exempting’’ some export-oriented finish-
ed goods-producing companies from customs duty on
their equipment imports.>! At the end of 1983 there were
over 400 companies taking advantage of the zones. As
rule these were subsidiaries of American machinery mono-
polies which had received, under intracompany speciali
sation, a mandate to produce and export certain produc
to any country of the world.
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According to GATT recommendation, Canada’s customs-
tariff system will be revised along several lines in the next
few years. Thus, it was intended to draw up by early 1985
a more detailed list of finished goods exempt from import
duty to replace the above-mentioned vague ‘‘made/not
made in Canada” ruling not recognised by GATT.5? Under
the multilateral equipment programme Canada agreed to
reduce the average rates for the part of machinery products
import subject to tariff from 15 per cent to 9.2 per cent.

Until recently the sum import duties were levied on was
established by customs agencies on the basis of a conclu-
sion reached by special commission which compares the
price of the actual deal with a “fair market price in the
country of origin’’ as calculated by its experts (if the lat-
ter proved higher it was taken as the basis for calculating
the duty). This way of determining the sum subject to
duties was denounced as illegal by GATT, and as from
1985 a new procedure was to operate under which the
value of each shipment of goods was determined on the
basis of current prices of the world capitalist market.

Steps have been taken by GATT to unify national legis-
lation regulating application of anti-dumping and counter-
vailing duties. From now on, to introduce both kinds of
prohibitive duties, it is necessary for a special agency to
indicate the fact or the threat of serious harm or slowed
down development for national industry. Formerly it had
been necessary to prove harm in Canada only to assign
countervailing duties intended to neutralise the conse-
quences of export subsidies applied by foreign states. It was
sufficient to establish the fact of import of goods into the
country at prices lower than those existing in the export-
ing country to introduce the anti-dumping duty. Now in
both cases a special agency has to consider the terms of
each suspicious deal (a complaint against which has been
lodged) and confirm the fact of dumping (subsidies) and
harm to national production. The bill submitted to Parlia-
ment at the end of 1983 concerning import (its fate remains
in the balance since the Conservatives came to power) pro-
vided for, among other things, suspension of investigations
if the potential “‘culprit” agreed to raise his price or end
the subsidy to avoid injury to Canadian industry.® 3

The bill also provided for innovations in the field of
application of contingency protection measures. Until
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now, these measures, usually in the form of an additional
import tax, could be imposed for up to 180 days by the
Finance Minister with respect to goods whose import in
his view posed a direct threat to the interests of Canadian
producers. If the bill is passed, in future the additional
tax (duty) may be applied to goods whose import does not
infringe on the interests of the country as a whole yet
threatens local producers in some area.

The widely practised imposing of quotas on import of
some products or even of the output of whole industries
is also regarded as contingency protection measures. Thus,
in 1981, up to 90 per cent of the textiles imported to Ca-
nada from the developing countries (7 per cent of total
textile import) was subject to quotas. In addition to mo-
dernising these industries with the help of a special body,
the Canadian Industrial Renewal Agency, the programme
adopted by the government that same year provided for
application of the quotas for five years to achieve a grad-
ual absolute drop in textile and clothing imports. Import
of footwear made of textiles and synthetic materials is
also restricted.

It is to be noted in this respect that Canada’s non-tariff
protectionism comparatively rarely takes on the form of
global quotas permitted by GATT, i.e. unilateral and
fixed restrictions on import into the country of some prod-
uct. More frequently the same effect is sought by means
of bilateral or multilateral talks leading to the quasi-legal
‘“voluntary restrictions” of deliveries to Canada by ex-
porting countries.*® These two forms are closely inter- |
twined and frequently it is difficult to distinguish them.
In the last few decades ‘‘voluntary’ quotas were particularly
widely used to restrict access to the Canadian market of |
motor vehicles, motorcycles, TV sets and other consumer
durables from Japan and a number of developing countries
with low wages. : .'

At the provincial level, lacking such trade-political |
tools as tariffs and quotas, governments are adopting '
their own measures to influence import. There is a parti-~
cularly widespread practice of placing orders financed from
provincial and municipal budgets among their own com-
panies, and in this case, ‘“their own”’ are not simply national
companies but, in a more narrow sense, producers in Que-"
bec, New Brunswick and so on. The practice is typical, i’

188



in particular, of the provincial-run energy crown corpora-
tions. Discrimination against foreign suppliers may also be
seen in the way federal and provincial indirect taxes (the
sales tax above all) are established with respect to domestic
and imported products. $

Finally, it must be noted that the fairly recent decision
of the federal government to extend the customs law to
the shelf zone in the 200-mile economic activity zone may
have far-reaching consequences for Canadian-American re-
lations. This means that expensive drilling equipment, ves-
sels and the like imported to carry out resources projects
in the ocean would be subject to duties, which had not been
the case so far. The step was planned to contribute to wider
use of domestic technology by companies prospecting for
oil and natural gas on the Atlantic shelf and preparing to
begin commercial exploitation of the rich resources already
discove:ed there.

Such is a general outline of state regulation of Canada’s
foreign trade as it existed at the end of the Liberal cabinet’s
rule. The special material presented here, as we see it, helps
provide the background information for subsequent analysis
of equally complex and intricate issues concerning the
movement of the products of integrated (“North Americ-
an’’) industries across the Canadian-American border and
the extremely sophisticated forms of contemporary Amer-
ican protectionism.

As to the further evolution of the system for state re-
gulation of foreign trade under Mulroney’s Progressive
Conservative government, it is to be noted that the first year
of Conservative rule did not bring any particular changes
in trade. In early 1985, however, a report was issued de-
voted to improving the system for financing export, but it
was tentative rather than definitive.®® The need to elabo-
rate a long-term foreign economic strategy was also indi-
cated in a report published in the same year by Foreign Se-
cretary J. Clark.5’

At the same time a new decisive shift towards trade lib-
eralisation on a bilateral basis was apparent in relations
with the USA. Its causes, the course of relevant interstate
talks, the response of the academic community, business-
men and government officials, and finally, possible results
of new bilateral trade agreements will be described in the
Subsequent chapters.
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Chapter Six

Contemporary-Stage Contradictions in Bilateral
Trade Liberalisation

The first Canadian-American agreement exempting a
large range of goods circulating in reciprocal trade from du-
ties had been worked out back in 1911, but was never put
into effect. Moreover, it even cost Canada’s Prime Minis- |
ter Wilfrid Laurier defeat in elections and retirement. In
1947 a series of secret bilateral negotiations on introducting
free trade was interrupted as a result of aggravated political
contradictions.

It was also in a shroud of secrecy that talks were held
culminating in 1965 in the signing of the Auto-Pact—so
far the most large-scale and far-reaching bilateral document
concerning liberalisation of the trade turnover on a sec-
toral basis. ‘

In our day there are relatively few advocates of complete |
and unconditional liberalistation of trade with the USA in
the country (except for the upper part of Big Business), and
still fewer proponents of comprehensive official integration
along EEC lines ready to support Reagan’s idea of a Triple
Alliance between the USA, Canada and Mexico. However,
the idea of gradually extending liberalisation in reciprocal |
trade with the USA to more sectors has lately received
growing support. The relevant talks began in spring 1984,
under Trudeau, then were interrupted for a time following
the Liberals’ stunning defeat at the elections in September
of the same year, and then resumed gaining fresh momen-
tum after the Quebec meeting between Mulroney and Rea-
gan in March 1985.

Obviously, sooner or later, things will come to a point
where new interstate agreements on sectoral trade libera
lisation will be concluded, and the choice of sectors regard-
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ing which talks are being held or being prepared for seems
quite fortunate from the standpoint of Canada’s interests.
Yet it would be naive to expect that results of these agree-
ments would be purely positive from the vantage point
of the needs and interests of the integration’s junior partner.
To gain a more realistic idea of the consequences for Canada
of new sectoral agreements, it would be useful, in our view,
to analyse the experience of liberalised trade in three highly
integrated ‘““North American’ manufacturing industries.

Finally, it is important to emphasise that the background
against which talks on further liberalisation of reciprocal
trade between the two countries are being held is an ex-
tremely contradictory combination of consistent and large-
scale reduction of customs duties on a multilateral basis un-
der the GATT and spreading and expansion of the arsenal
of devices for non-tariff protectionism, in which field the
USA sets the tone. This unusual and dangerous (particularly
for smaller trade countries) combination practically leaves
Canada no other option but to attempt to retain, and if
possible expand, its access to the American market by con-
cluding new sectoral agreements.

How Free Is Free Trade?

When problems of trade liberalisation are discussed one
often hears that in reciprocal trade between the USA and
Canada there exists a special sphere where common market
conditions have been created, i. e. tariff-free exchange of
products is possible in three integrated manufacturing
industries—farm machinery, arms manufacturing and the
automotive industry. This description is largely correct in
reflecting the commercial-political terms operating in this
part of the regional market. It has a shortcoming, however,
in that it simplifies and idealises relations in these three
industries and on the relevant commodity markets of the
subcontinent. Actually, conditions here are a far cry from
the free movement of factors of production, and sectoral
output still clearly falls into two rather unequal (both in
quantity and in quality) parts—the American and the Cana-
dian. In other words, the border dividing the national sec-
tors is relatively easily overcome, but, first, not equally easi-
ly in both directions and, second, it is nevertheless felt,
to say the least.
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It is also a matter of simplification to heap all these sec-
tors of Canadian-American trade together and approach
their problems and trends with insufficient differentiation.
They differ significantly both in the mechanism of liberali-
sation and the liberalisation’s impact on national produc-
tion, and the degree to which production processes are
actually integrated in the region. That is why, before passing
on to the prospects of liberalisation involving new com-
modity groups, it is necessary in our view to review each of
these sectors separately.

The first commodity group to which trade liberalisation |
was applied was farm machinery, including a broad range
of products. Contrary to a widespread conviction, there
is no interstate agreement on duty-free reciprocal trade in
farm machinery. In the interests of the farmers each of the
sides has introduced liberalisation of relevant import uni-
laterally: the USA back in 1913 and Canada in 1944. The
extent to which import is tariff-free is also far from equal. |
In some products access to the market in the USA and in
Canada is different, and there is reason to believe that this
serves as an obstacle for the development of certain pro-
duction facilities in Canada, in particular, for output of
multi-purpose agricultural machines.

The Canadian farm machinery market is only a relatively
small part of an extensive regional market in which several
“North American” transnationals prevail. The basic part of |
the sector’s production is in the hands of International Har-
vester Co. and John Deere Ltd,, both completely controlled by
US capital, and also Massey-Ferguson representing natlonal
financial interests. The largest of these, the national mo-
nopoly Massey-Ferguson, in 1984 occupied 50th place
in the list of the top 500 companies in sales (yet in 1980
it had rated 15th), and the Canadian subsidiary of the Chi-
cago monopoly International Harvester was in 92nd place.!
A few more major American companies are regular sup-
pliers of products to Canada without having their own en-
terprises in that country. The situation in the sector has tra-
ditionally been influenced by the agricultural yields in both
countries, which determine the farmers’ solvent demand.
Back in the early 1960s the Canadian analyst R.dJ. Wonnacott}
placed farm machinery manufacture among the industries
most directly dependent on business act1v1ty in the USA.
Over the last decade Canada’s share in the gross sectoral!

2 '
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output of the two countries declined, while in the trade with
the USA in farm machinery Canada has a growing deficit.

In all likeliness, both unfavourable developments have
to do with differences in the two countries’ customs tariff
structure and with insufficient exemptions for Canada from
the taxing of American import of farm machinery. Indeed,
Canada has the largest deficit, as a rule, in sectoral trade in
tractors and parts. And if the import of American all-pur-
pose tractors to Canada is duty-free, in the USA the same
holds only for tractors which are officially classified by the
American side as suitable for use in agriculture. This means
that the machinery transnationals (including Massey-Fer-
guson) are not interested in locating tractor plants in Ca-
nada. As a result, up to 20 per cent of the machinery used
in construction and mining are mostly served by imported
American crawler and wheeled tractors. Most of such trac-
tors practically do not differ from agricultural tractors, but
their reciprocal duty-free import from Canada to the USA
is impossible.

There are quite significant differences in terms of access
of all kinds of accessories and parts for agricultural machin-
ery to the markets of the two countries. Any such product
has been traditionally imported into Canada duty-free (until
recently this was based on a complicated procedure of
applying national customs legislation rules on end use in
agriculture). As to Canadian exporters, it is still necessary
for them to first prove to US customs officials not just that
the accessories could be used in agriculture but alsc that the
latter field is the principal one in their use. Canadian export-
ers have to submit numerous papers proving the fact of
these accessories’ primary use on farms. A letter sent by
a group of Canadian exporters to the Standing Senate
Committee on Foreign Affairs pointed out, for example,
that in some instances it proved impossible to obtain per-
mission for duty-free import to the USA even of accessories
specially designed for use in agriculture.®> The question is
particularly intricate for the most up-to-date product
components which may be widely used not only on farms.

Yet the clearest instance of discrimination against Cana-
dian producers is supply of spare parts for repairs or guaran-
tee maintenance of farm machinery. Until recently it had
been sufficient to obtain a simple paper pledging end use
In agriculture to import them into Canada duty-free as was
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the case for accessories or parts intended for assembly of
new machines. In the American tariff, however, all parts are
classified into groups with obligatory payment of the rele- |
vant import duty irrespective of the sphere of end use. It |
is of no interest to anyone that, for example, some spare
part is being imported into the USA to repair an agricul- |
tural machine produced in Canada and imported earlier |
duty-free. Under the circumstances, it is more profitable |
for the transnationals operating in both countries to locate |
parts plants in the USA to supply the entire North Ameri- |
can market from there. The level of American duties on parts |
is sufficiently high (5-15%) to have a serious impact on
locating plants within the integrated farm machinery manu-
facturing.
In these conditions a marked advantage is enjoyed by
the large-scale, geographically and structurally diversified
production of the transnationals which offers more room
for manoeuvring in attaining optimal location of facilities
with due account for both contries’ customs tariffs. The
American tariff serves as a major obstacle for establishing |
efficient long-run production by the relatively minor produ-
cers of farm machinery and parts, of whom there are quite i

many in Canada’s western provinces. Many of them see no
other choice than to move to the neighbouring US states
irrespective of the costs involved and supply their tradi- |
tional customers in Canada from there, at the same time
trying to establish themselves on the market of the host |
country. j

This, however, does not mean that integration of farm |
machinery production in the two countries has ceased as a
result of incomplete, and in a certain sence, unilateral lib- |
eralisation of the sectoral market. Moreover, inconsis-
tencies in the structure and principles underlying national
customs tariffs even provide additional incentives for fur-
ther division of labour in the sector. The trouble is that the:
new division of labour is not very profitable for Canada
which gets a decreasing share of the growing sectoral output &
and an increasing deficit in farm machinery trade. In:
S. Clarkson’s opinion, farm machinery output on the whole
“has proven free trade has not succeeded”.*

In the early 1980s government trade experts argued tha
to fundamentally improve the situation in Canadian farm
machinery manufacture it was necessary to completely

]
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liberalise access to the US market for its output, including
tractors of all kinds and any product components and parts.’
No doubt, a new step in the direction of trade integration
would put into operation forces capable of causing a serious
regrouping in the system of technological, production and
financial relations of North American farm machinery
manufacturing.

It is also obvious that the overall efficiency of sectoral
production would rise as a result and equalisation of import
terms would make it more profitable in some cases to lo-
cate certain new enterprises in Canada. The question is to
what extent this would be attractive to the American trans-
nationals and whether they would ‘‘allow” their government
to take such a serious commercial-political step. S. Clarkson
writes: “It is hard to see why the U. S. would grant Canadian
manufacturers the same free access to its farm machinery
market as American manufacturers have in the Canadian
market, given the advantages which flow to the U.S. from
the status quo’.% Perhaps, in a new round of the sectoral
talks started under Trudeau, the Canadian side would
manage to offer the Americans sufficient advantages (and
not necessarily in farm machinery trade, as has been the
case until now) in exchange for the elimination of remain-
ing tariff barriers in the way of bilateral exchange of the
sector’s products or threaten to introduce reciprocal tariff
restrictions in case of nonagreement. Be that as it may,
complete liberalisation of mutual trade turnover in the
sector, already on the agenda of talks between the trade
ministers of the two countries, would be in the long-term
interests of the Canadian side.

The second group of products crossing the Canadian-
American border duty-free consists of military hardware.
Although Canadian statistics fail to present full data con-
cerning output of arms in the country, these data being dis-
persed among different statistical groups, there are certain
general ideas concerning this heterogeneous sector suf-
ficiently reliable and not subject to doubt even today. For
the present analysis, the important point is not so much
the existence of the Canadian and American arms industries
as the American monopolies’ arms production on the terri-
tory of the subcontinent’s two countries, and there is a
good deal of indirect evidence to support the fact.” So that,
strictly speaking, not the arms production is Canadian,
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particularly since most of the work is done on orders from |
the Pentagon, but rather the associated factors are Canad- |
ian, such as manpower, consumption of raw materials,
energy and so on.

In addition to the purely military-political aspects in |
the problem, it was the above circumstance that evidently |
made it possible for the two countries’ governments to |
reach a fundamental agreement on arms production sharing
and, on that basis, to conclude a whole series of specific |
working agreements, the first one in 1959. In the most
general form, the agreements boil down to securing unhind-
ered trade in all military products made both on direct
orders from the governments and on subcontracts with
individual companies. With respect to a wide range of items
the US government made an exception for Canadian sup-
pliers from the general rule according to which the Depart-
ment of Defense was to place orders only among American
companies, and also exempted from duties (which range
from 12 to 17 per cent) all relevant products made in
Canada on subcontracts of American companies.

In their turn, Canadian import duties on military prod-
ucts from the USA were abolished in 1966, but only for
purchases exceeding 250,000 dollars. The latter reservation
was made in view of the fact that a programme encouraging
involvement of small business in military production was
(and still is) operating in the USA. Without the reservation
there might have arisen an undesirable flow of minor deliv-
eries under subcontracts from the USA to Canada restrict-
ing participation of local companies in fulfilling American
orders. Canada also retained a price preference (of 10 per
cent) for national producers competing against foreign
firms for military orders. In 1963 it was additionally agreed
that movement of military products over the border in both
directions was to be ‘‘roughly balanced”. More than half
the deliveries from Canada to the USA under the produc-
tion sharing agreement are usually subcontracts. |

In this connection the Canadian Communists noted that |
“In exchange for turning itself into a resources base for
U.S. industries, Canada was given wider access to the US
market and was the beneficiary of orders from the U.S.
war machine”’.?

The arms production sharing system created incentives
for Canadian companies specialisation and, in a number of |
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cases, led to a rise in production efficiency and product
competitiveness. Canadian industry scored particular succes-
ses in manufacturing sophisticated communications equip-
ment, navigation equipment for the air force and navy, and
precision engineering and electronics components for mod-
ern combat equipment. About 120,000 employees are di-
rectly or indirectly involved in fulfilment of US military
orders in Canada.

The mechanism of American-Canadian collaboration in
the military-economic field involves one development with
highly contradictory consequences for Canada. Canadian
companies working on military orders have relatively easy
access to the advanced technology belonging to the monop-
olies of the US military-industrial complex. On the one
hand, this strengthens their competitive positions and en-
ables them to save on their own research. On the other, the
habit of putting out standard specialised products under
foreign licences has led to Canadian firms losing ‘‘the capa-
bility to design and produce almost all separate weapon
systems and, with that, other important innovative capaci-
~ ties as well”. As a result “Canada relies on imported tech-
nology more than any other industrialized country’’.’

The need to secure an approximate balance between re-
ciprocal arms deliveries gave rise to the practice of pro-
viding for offset procurement in working out the terms of
orders for American combat equipment to be placed by the
Canadian defence department, these purchases as a rule
linked to the manufacture of similar arms. This also in-
volves consequences of a dual nature. On the one hand, the
sale of subcontractors’ output in the USA is expanded
which gives Canada additional profits. On the other, involve-
ment of minor Canadian companies in subcontract work
leads to the orders’ costs growing unjustifiably high.

In recent years sceptical voices are increasingly heard
in Canada regarding the division of labour existing between
the two countries in the arms industry. The very idea of
serving as a ‘‘partial worker” in manufacturing complex
American output has been questioned. It has been pro-
posed, instead, to replace the existing cooperation by a
system under which some (perhaps not many) types of
weapons would be made completely in Canada to cover the
heeds of both countries’ defence departments. Thereby
Canada would have a guaranteed market for a limited range
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of high-technology products.

The idea has been receiving growing support in the coun-
try. However, chances that it will be implemented soon are
fairly small. First of all, there would be the complicated and |
controversial problem of choosing the field of specialisation
for Canadian producers. Secondly, the USA would hardly
cease producing certain weapons completely, even if they °
were to be provided by such a reliable neighbour and ally
as Canada.

The arms production sharing system as it is gives rise to
friction between the two countries. Since the early 1980s
the balance in the arms trade has clearly been in favour of
the stronger member of the alliance. From the late 1970s
influential forces in the USA have been lobbying Congress
to restrict use of foreign subcontracts in manufacturing
products involving sophisticated technology. Back in the
1970s a number of amendments were introduced into the
Defence Appropriation Act to restrict use of imported
items. Many Canadian products—from parachutes, uniforms
and life belts to naval vessels—were excluded from the
Pentagon’s import lists. Following lengthy debates in 1982
the Congress adopted an amendment banning use of compo- |
nents containing foreign-made specialty metals in assembl-
ing American military hardware. According to some esti-
mates this would reduce Canadian arms component export
by 100 million dollars a year, which,combined with Canada’s
pledge to buy alarge number of American aircraft during the
1980s to re-equip its air force, would give the country a per-
manent annual deficit in the arms trade totalling 750
million dollars (while during the previous twenty years
Canada’s aggregate deficit in the arms production sharing
programme was less than 400 million dollars). .

The adoption of such restrictions has undermined the °
existing system to a certain degree. Canadian analysts, how- |
ever, believe that the increased contradictions in this field
will be settled ‘“‘because of the Pentagon’s strong interest in
Canadian industry as an integral part of its North American
defence preparedness planning”’.! ° \

The overall situation in North American arms industries
can hardly be termed equal and prospects for the develop- |
ment of Canadian-American relations in this field brilliant.
As in the case with farm machinery, the report of the
Standing Senate Committee on Foreign Affairs links the
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possibility of strengthening Canada’s role as arms sup-
plier for the Pentagon to further extension of trade integra-
tion, mutual elimination of all elements of protectionism
in placing orders and total liberalisation of the flow of
relevant products between the countries.

In recent years military-purpose output has been increas-
ingly frequently mentioned among the sectors in Canadian-
American trade in which new agreements on bilateral trade
turnover liberalisation are possible. The coming to power
of Mulroney’s Conservative government makes the signing
of such an agreement more probable. The first official vis-
it to Washington by the new Prime Minister showed his pro-
US enthusiasm and the desire to collaborate with the Rea-
gan Administration in the military-political field.'' It was
in the same vein that the Conservatives supported Reagan’s
Star Wars and signed an agreement on joint American-Ca-
nadian modernisation of the early warning radar system
in the north of the continent during the US President’s
visit to Ottawa in March 1985.! 2 No wonder President Rea-
gan made some concessions at the talks in Quebec opening
the way to a satisfactory settlement for Canada of the ques-
tion of American purchases of military hardware.

Finally, for many years up to a third (and sometimes
even more) of trade between the USA and Canada has con-
sisted of automotive products under the 1965 bilateral
interstate agreement (new cars, trucks, assemblies and parts,
rubber product components). It is known on both sides of
the border that “the cross border flow of automotive prod-
ucts constitutes the largest, most complex and currently
the most controversial area of trade between the two
countries”.! 3 The introduction of the Auto-Pact ‘‘has pro-
duced a marked increase in the integration of the North
American automotive industry”’.! 4

Free trade in motor vehicles and also accessories and
components for their assembly extended specialisation of
enterprises on both sides of the border and provoked an
abrupt expansion of bilateral automotive trade (up to 80
per cent of the Canadian output is exported to the USA
now) and a rise in the sector’s efficiency and productivity.
At the same time there emerged negative consequences
which such liberalisation held for the weaker partner. Thus,
the larger share of the most science-intensive and advanced
anufacture of components (parts) came to be concen-

201




trated in the USA, while vehicle assembly fell mostly to
Canada’s lot as the cruder and more labour-intensive
process.

When the Auto-Pact was concluded it was presumed that
output of motor vehicles in Canada would approximately be
equal to sales on the domestic market, but in fact, Canadian
car manufacture exceeds sales on the local market by 100
per cent.' 5 In component output, however, Canada’s share
(7 per cent in the latter half of the 1970s) was nearly half
its share in vehicle assembly. In component and motor
vehicle trade Canada had a chronic deficit until 1984, and
the Canadian content of the finished products put out by its
assembly plants even declined as compared with 1964 (from
58 to 56 per cent in 1980). Producing over 12 per cent of
the sector’s output, Canada, nevertheless, is content with
only 8.5-9 per cent of the value added and sectoral employ-
ment and receives on an average less than 8 per cent of the
new investments. Canadian subsidiaries of American monop-
olies virtually lack their own research facilities and depend
completely on the technology transferred to them from the
USA. For example, in 1980 the top three companies in the
sector did research and development worth 5,400 million
dollars in the USA, and only 5 million in Canada, i. e. just
0.1 per cent!

From the very outset the Canadian automotive industry
was set up as an extension of the American automotive in-
dustry to the North, since it was created almost exclusive-
ly by the Big Three US monopolies (General Motors,
Ford Motor and Chrysler). Still, the conditions under which
the sector developed in Canada differed significantly from
those in which the parent companies operated at home.
The Canadian customs tariff provided quite effective pro-
tection for motor vehicle assembly and, to a much smaller !
extent, for output of components. Since the American cus-
toms virtually excluded mass-scale access to the US market
by Canadian automotive products, Canadian industry had to §
be restricted to short-run production mostly oriented to-
wards the domestic market. Besides, acute rivalry on the do-
mestic market between the Canadian subsidiaries of the Big *
Three resulted in an unwarranted large number of models, &
additionally reducing efficiency at Canadian enterprises.
Due to the structural weakness of Canadian automotive
manufacturing car prices were on an average 10 per cent
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higher than the American prices. This gap provided scope
for the parent enterprises’ output to penetrate Canada’s
domestic market despite customs protection. As a result
trade between the two countries in this commodity group
was marked by a chronic and growing deficit for Canada.

All this prompted the Canadian government in the early
1960s to undertake unilateral steps to make it easier for
local producers to import assemblies and components
with a corresponding increase in deliveries of similar inter-
mediary products to the USA. The intention was to create
conditions for raising efficiency at Canadian enterprises
by saving on duties paid in importing components (parts)
since these duties were to be returned under the new terms,
and also by a certain increase in overall scale of produc-
tion and longer production runs.

There was a real danger that the USA would reciprocate
by introducing additional (countervailing) duties to neutral-
ise the effect of the subsidies. With the active mediation
of the Canadian-American Ministerial Committee on Trade
and Economic Affairs the two governments embarked on
secret talks which, unexpectedly for many, culminated in
the signing of the Auto-Pact.

Under the agreement the American side eliminated all
import duties on automotive products provided the ‘“North
Amercian content” would not be less than 50 per cent. The
latter reservation had the long-term objective of preventing
the infiltration via Canada of the American market by prod-
ucts of the West European and Japanese monopolies.

At the same time Canada did not restrict liberalisation
to American suppliers alone and provided no demand for a
minimal “North American content’’in the value of the duty-
free product import. For that reason Canada does not have
to apply to the GATT, as the USA does, for permission eve-
ry two years and subsequently make exemptions for Amer-
ican suppliers from the overall customs rules. For that
advantage, however, it has had, among other things, to pay
the price of seeing almost all of the Big Three’s facilities for
the production of economical four-cylinder and diesel
engines move from Canada to Mexico, Brasil and Japan
from where the relevant products are imported duty-free
t(l) Canada’s (and not the USA’s) motor vehicle assembly
Plants.

The authors of the Auto-Pact, at the signing of the
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agreement, stated the three chief objectives it pursued:
1) The creation of a broader market for automotive prod-
ucts within which the full benefits of specialisation and
large-scale production can be achieved; 2) The liberalisation
of United States and Canadian automotive trade with a

view to enabling the industries of both countries to parti- |
cipate on a fair and equitable basis in the expanding regional

market; 3) The development of conditions in which market |
forces may operate effectively to attain the most economic |
pattern of investment, production and tfade.!

None of the above objectives may be regarded as fully
realised. The degree of specialisation and scale of produc-
tion attained can hardly be regarded as up to the potential
possibilities of the largest regional market in the capitalist
world. Liberalisation of reciprocal trade here is indeed the
fullest among the three industrial sectors considered above.
Yet it is hardly possible to speak about development of the
regional market ‘““on a fair and equitable basis’ after the
facts described above. As to market forces operating freely,
these forces are extensively limited by the fact that, regard-
less of the customs tariffs, the dominant position in pro-
duction and on the markets of both countries belongs to
the three American transnationals whose interests are instru-
mental in locating investments, shaping the structure of
production and commodity flows.

Aware of the incomplete liberalisation of trade even
in the most fully integrated sector of the North American

economy such as automotive manufacturing, the authors of

the much quoted report of the Standing Senate Committee
on Foreign Affairs wrote in conclusion: “If each member-
country exempted the other from its NTBs (non-tariff
barriers—Ed.) and there was truly a North American mar-
ket, companies could then decide to invest on the basis
of the relative costs of production as adjusted by the rate
of exchange”.!” It would seem, however, that it is hardly
a matter of only non-tariff barriers. Taken the prevailing
role of monopolies, considerations of efficiency based on
comparing relative costs in the specific conditions of defi-
nite countries and their regions have largely lost their im-
perative role for private capital, even when the commercial-
policy set-up does not limit its freedom. According to
S. Clarkson, an analysis of American multinational corpora-
tions in Canada without relating them to US power creates
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the impression that they are operating exclusively on eco-
nomic grounds and are completely divorced from political
factors.' ®

Finally, there is no guarantee that, as a result of sponta-
neous operation of market forces, Canada would indeed
gain a larger share of sectoral production, a balanced struc-
ture of that production, and a worthy place on the regional
market. Given the tremendous inequality of forces between
the partners in integration and the prevailing strength of the
American transnationals, rejecting the opportunity of influ-
encing economic processes would involve not a fairer distri-
bution of benefits derived from deeper division of labour
within the sector but rather a further succumbing of the
weaker side’s subsidiary production to the interests of lead-
ing foreign monopolies.

The late 1970s and early 1980s were marked by a deep
crisis in North American automotive manufacturing. The
crisis brought a great hardship to Canadians: plants were
shut down, unemployment grew, and, simultaneously, there
was an abrupt new rise in the trade deficit in relevant
products. No wonder voices were raised in the country
with increasing frequency to revise the Auto-Pact along sev-
eral lines.

However, on the wave of the economic boom in 1983-
1985 which was probably most clearly evident on the North
American automotive market, once again (as in the early
years of the Pact) Canada gained an impressive surplus
in automotive trade with the USA, particularly in finished
cars. This confirmed the conclusion reached by experts on
the mechanism of the Auto-Pact that “in boom times Can-
ada may break even, but in bad times its deficit falls to
alarming depths”.! ®

Yet, practically regardless of the situation in the sector,
in recent years the Canadian public had increasingly come
to believe that the time had come to force the American
transnationals to undertake efforts to develop output
of components for motor vehicles—products distinguished
by higher science-intensity (as compared with assembly),
attracting more skilled and competent manpower, and
associated with research and development (almost complete-
ly absent in Canadian automotive manufacturing), etc.
Thus, the Ontario Minister of Industry and Tourism, Larry
Grossman, said in a newspaper interview: ‘“When the pact
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was signed in 1965, the world was different. Assembly
plants were important; now they aren’t. Now, the parts
business is the place to be”.?° And by the way, in the early
1980s the provincial government extracted the pledge from
the Big Three to greatly increase their capital investments in
Ontario.

During the crisis Canadian business and government cir-
cles played about with the idea of the country availing itself
of its right to suspend the agreement so as to revive it in
an altered form. As to the Standing Senate Committee on
Foreign Affairs, its experts warned against such a step
regarding it as extremely dangerous. They recalled, first '
of all, that the USA had repeatedly pointed out, through |
influential members of government and business, that Can- |
ada had gained unilateral advantages from the Auto-Pact
referring to the persistent surplus Canada had in finished
motor vehicle trade, and that in August 1971 President Ni-
xon had very nearly suspended the agreement unilaterally.
Second, the chief value of agreements of the Auto-Pact
type lies in the stable commercial-political set-up they
produce. American transnationals operating in Canada like
to point to the alleged risks they run into in that country
when they locate enterprises with capacities many times
greater than the size of its domestic market. In the Com-
mittee’s opinion, the transnationals should hardly be pro-
vided with new arguments to support their case.??

It is obvious to the government experts (quite reasonably)
that it is necessary to set up a working inter-governmental
body to discuss outstanding issues, smooth over differences,
agree upon and adopt amendments to the Auto-Pact. Such
a body was never set up in the nearly 20 years of the agree-
ment’s operation. Apparently this was due to the tradition-
al reluctance in North America to create instruments ca-
pable of interfering in the free play of market forces. And
if in the more dirigiste Canada the idea of more actively
influencing the American transnationals’ production policies
generally shocks no one, in the USA an idea of this kind
is still regarded as an attack against free enterprise.

The consequences of bilateral trade liberalisation in mo-
tor vehicles serve as an example of what (at best) awaits
Canadian manufacturing industry as a result of sectoral in-
tegration. The advocates of ‘‘continentalism’’ harp on the
positive effect of the sector’s rationalisation for the Cana- |
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dian segment of North American automotive manufactur-
ing. “Nationalists”, on the contrary, draw arguments from
the results of the Auto-Pact to support their ‘‘homespun”
development model providing for the independent exis-
tence of national sectors oriented to the domestic market
and simultaneously carrying on large-scale export expansion
by relying on high standards of production and multilateral
trade liberalisation under the GATT (see Chapter Seven be-
low). They criticise policies pursued by the American trans-
nationals in Canada which restrict the scope of their sub-
sidiaries” work exclusively to the local market and refuse
to grant them a mandate to set up large-scale specialised
production relying on their own research facilities and
oriented towards extensive sale in dozens of countries.??

Since the late 1970s, and particularly during the latest
crisis, the governments of Ontario and Quebec where the
principal automotive plants are located, without waiting for
the agreement to be revised, have more than once displayed
their own initiative by granting the subsidiaries of the
Big Three generous subsidies to prompt them to build new
enterprises, including those producing parts and accessories
(e.g. for engines) and set up their own research and de-
velopment operations. Many important issues are frequently
discussed at the provincial levels concerning the sector’s
future development (the need to design an original ali-
Canadian car just as Volvo and SAAB developed the Swed-
ish car which has gained success and popularity; the holding
of talks with the USA with the aim of extending the Auto-
Pact to spare parts trade, etc.).

In the course of time, however, the problem of the Auto-
Pact has come to be seen in a new light. From stepped-up
export of finished cars to North America, companies in
Jdapan and the West European countries are increasingly
passing to setting up their own production, in partnership
with local firms, in the USA, Mexico and Canada. It is to
be noted, however, that Canada has so far received only a
relatively small part of their capital investment. The activa-
tion of Japanese car companies in the USA has been observ-
ed with particular envy in Canada: these companies had al-
ready invested over 3 billion US dollars directly in production
in the USA by 1984. Under the circumstances it is increasing-
ly often heard that ‘the American car industry is interna-
tionalizing so rapidly as to make the Auto-Pact irrelevant”’.? >
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In recent years Canadian policy with respect to car im-
ports from Japan has evolved from efforts to restrain it
by means of a system of voluntary quotas to creating in-
centives for Japanese companies to make wider use of Cana-
dian-produced components in their output or to directly
open their assembly plants with support from the federal |
and provincial governments. In 1983, while overall sale of
cars in Canada increased by 18 per cent reaching 841,000,
the import of Japanese cars declined in absolute terms, and
their share on the market fell from 25 per cent in 1982 to
less than 21 per cent. The agreed voluntary quota for
1983/84 was reduced to 153,000, but at the same time the
Canadian side officially confirmed its intention to hold talks
with Japan to conclude an agreement of the Auto-Pact
type on free trade in cars providing for the manufacture
of Japanese cars in Canada in some proportion to their im-
port from overseas and a minimal Canadian content in
overall Japanese automotive output sold on the country’s
market.

The conclusion of a new bilateral Auto-Pact, particularly
with the Japanese, is no easy or urgent matter. However,
the Japanese side has undertaken steps showing that it is
ready to take part in automotive manufacturing directly
in Canada. Thus, Toyota opened an aluminium wheel plant,

and Honda Motor Co. announced its intention to build a |

100-million dollar assembly plant producing 40,000 cars
a year.?>* The laller project, however, provoked surprise and
embarrassment: first, the optimal size of a car assembly
plant in North America is estimated at no less than 200,000
cars; second, the building of a plant intended for the local
market contradicts Canada’s overall policy which sees one
of the ways to raising efficiency in manufacturing in spe-
cialisation of branch plants of foreign monopolies and a
mandate for these subsidiaries to produce for large inter-
national markets. Nevertheless, the Honda Motor initia-
tive was warmly supported in Canada, particularly in trade
union circles. After all, this may be the first step in the de-
velopment of an original Canadian car which would embody
the latest in Japanese technology and design.

Be that as it may, North American automotive manufac-
turing is at the threshold of deep-going structural change
and it is not known whether the Auto-Pact will outlive that
change, and if it does, in what shape.
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The Tokyo Round and Increasing American Protectionism

In the course of the history of Canadian-American re-
lations outbursts of American protectionism have repeated-
ly threatened certain Canadian manufacturing industries.
On the other hand, until the early 1970s, introducing some
temporary restrictions on import or additional levies and
duties, the USA usually exempted Canada from the general
terms—a practice that served as one of the integral elements
of the special relationship and the object of pride on both
sides of the border. Anyway, ‘‘American economic national-
ism has always set the context for the stunted development
of the Canadian industrial structure”.? ®

President Nixon’s unexpected decision to introduce a
10 per cent import surcharge as of autumn 1971 had not
been coordinated with the nearest neighbour and ally and
did not, as had been usually the case, exempt Canada. In
Canada the decision was regarded as underhanded and insult-
ing national dignity, particularly since the blow had been
dealt not at one group of producers but at the entire indus-
trial sphere. As Trudeau put it to Nixon: ‘“Are you going to
push our heads under water each time we manage to surfa-
ce?”.2® And although the crisis blew over soon, the Nixon
shock provoked acute dissatisfaction with the domination
of foreign monopolies in the country and had far-reaching
consequences for Canadian-American trade still felt today.

In an article published in1972 by Mitchel Sharp, Canada’s
Secretary of State for External Affairs at the time, the op-
tions faced by the country were set down (these options are
still the same today):

1) Canada can seek to maintain more or less its present
relationship with the United States with a minimum of pol-
icy adjustments;

2) Canada can move deliberately toward close integra-
tion with the United States, up to and including the establ-
ishment of a North American free-trade area:

3) Canada can actively develop economic cooperation
with third countries in order to ‘“‘create counterweights” to
one-sided orientation on the US market and sources of
supply.2 7

The last-mentioned principle of foreign trade policy
(combined with some other, more particular objectives and
Mmeans) was called the Third Option, catchwords highlight-
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ing the first half of the 1970s. And although subsequently,
in a context of slow and uncertain recovery after the
1974-1975 economic crisis and the radically changed
energy situation, the expression almost completely disap-
peared from official rhetoric, which once again laid empha-
sis on the ‘‘continental approach” to emerging general prob-
lems, the idea of geographical diversification of trade rela-
tions still has numerous advocates and has been reflected in
government papers of both ruling parties.

As a sign of nationalist, largely anti-American moods
the Third Option idea has played a role in foreign trade
policy-making in a certain sense similar to the Canadianisa-
tion idea in long-term foreign investment policy-making.

A peculiar response to the Canadianisation policy by
Reagan, who had come to the White House at the time,
was a revival of the idea of a trilateral (US-Canada-Mexico)
integration agreement providing for a North American eco-
nomic community of the EEC type, and also an energy alli-
ance comprising the same three countries. However, the idea
was not even discussed, because both Canada and Mexico
immediately announced, both individually and jointly, that
they were opposed to it. In November 1980 Finance Minis-
ter Marc Lalond reaffirmed officially during his visit to New
York where he had gone to explain the aims of the recently
announced National Energy Programme that neither Canada
nor Mexico were interested in the idea of the community
in general and a continental energy policy in particu-
lar.2® “Mexican industry will not survive in this alliance,”
wrote the progressive Mexican scholar and politician
V. L. Urkidi.2?

A principled and unequivocal appraisal of Reagan’s pro-
jects was offered by the Canadian Communists. Willi
Kashtan stated: “U.S. imperialism is out to create an empire
on the North American continent via a North America
Accord or common market. In this way it would be abl
to utilize the huge natural resources and energy of Canada
and Mexico in the U.S. ‘national interest’ and in its driv
for world domination.’””*® The idea of an integration agre
ment aimed at forcing Mexico and Canada to enter an u
desirable and unequal political and economic alliance wit
the USA was also roundly condemned in a joint declaratio
of the Canadian and US communist parties in New York i
June 1981.3!
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“Canada-US relations were nearing their nadir’? in
winter 1981/82 while the two countries were slipping into
a new economic crisis. The crisis itself erupted with full
force in 1982 and once again demonstated the unfortunate
but irrevocable bond between the two countries’ economic
destinies and the particular importance for Canadian in-
dustrial companies to have access to the American market.
This led to another abrupt turn of the wheel in the policies
of the Trudeau government which had been rather incon-
sistent even before that. An extremely sharp turn was taken
this time towards ‘‘continental convergence’. Trudeau’s
leaving the post of the Liberal party’s leader in summer
1984 and the impressive victory at the September elections
by the Progressive Conservative Party headed by the young
and energetic Brian Mulroney who had replaced J. Clark
in June 1983, when the latter backed out, gave rise to a ra-
dically new situation in the country’s ruling quarters and it
is in the light of the above prospects of mutual tariff ‘‘disar-
mament” between Canada and the USA should be consid-
ered.

Returning a bit back it is to be noted that the geographi-
cal diversification course in the country’s foreign trade rela-
tions announced in the early 1970s, combined with indepth
objective changes in the world economy, and primarily
the struggle to restructure international economic relations
along the lines of justice and equality, determined Canada’s
growing interest in multilateral talks and global regulation
mechanisms.

Canada repeatedly showed that it was prepared to take
part in trade talks on a broad international basis as early
as the first postwar years and skilfully took advantage of
such talks to extract tariff concessions from the USA. All
the GATT rounds (1946 Geneva, 1949 Annecy, France,
1950 and 1951 Torquay, Britain and so forth) were held
with the active participation of delegates from Canada. An
important precedent occurred in 1950 in Torquay: for the
first time Canada permitted itself to be persuaded to aban-
don one element in the preferential system in its relations
with the UK (mutual preferential duty on tin plate) in ex-
change for tariff concessions from the USA.>® At the
1951 talks mutual concessions by the USA and Canada in
tariffs for a number of goods were hailed as ‘“the greatest
Success”. In particular, American specific duties on some of
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the ores and metals imported from Canada were reduced
considerably. Canada obtained similar concessions, also
mainly in its role as resources exporter, from the USA at
the Geneva talks in 1956. Nevertheless, in many important
items, access to the largest external market was still serious-
ly impeded by high duties (mostly this involved semi-manu-
factured and finished industrial goods).

The multilateral Kennedy Round that finished in 1967
brought Canada a new easing of the terms of its goods’
access to the markets of industrially developed countries,
including the USA. Canadian exporters, however, still re-
mained dissatisfied with the marked gap in the tariffs of
most trade partners between raw material duties, on the one
hand, and semi-manufactured and finished goods duties,
on the other.

The sectoral approach formula was a new development in
Canada’s strategy at the Tokyo Round which began in
1973. According to Canada’s proposal tariff restrictions on
international movement of goods were to be discussed as

a complex and, so to say, vertically—by technologically

related commodity groups, from specific types of raw mate- |

rials to the finished products obtained as a result of their
processing. However, the approach was not adopted as a
general formula for the talks due to lack of US support.
After marking time the Tokyo Round continued more

successfully when the US-supported Swiss formula was |
adopted seeking ‘‘disproportionately deep cuts on high- |

tariff items while settling for lower reductions on low-
tariff goods’.?* This was not very much in line with Ca-
nada’s interests, since its own tariffs include rather high
duties on finished goods and the principal irritation is due
not to the impressive duties of its main trade partners on
finished goods but rather their “‘intermediate”, moderately
high and yet effective rates on import of semi-manufactured

industrial goods, particularly metal items. Canada agreed |

to hold the talks according to the Swiss formula only pro-
vided it would receive sufficient bilateral compensation.
In the course of 1978 it managed to extract major conces-
sions in talks with the USA—complete removal of tariffs

lower than 5 per cent for 120 items and a 60 per cent reduc- \

tion of the rates on the rest of its export goods. Similar
talks with the EEC and Japan, however, yielded fairly mod-
est results.
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The overall result of the Tokyo Round for Canada’s
trade with the USA was as follows: by 1987 up to 80 per
cent of its deliveries to the USA would be duty-free, and
the average level of duties on total US import from Canada
would be only 3 per cent (according to another estimate,
95 per cent of that import would be subject to duties of
5 per cent or less).>

The tariff regime in present-day international trade, how-
ever, only partially determines the real opportunities for
foreign goods access to a country’s market. The Tokyo
Round began and ended, but the turn towards protection-
ism started under Nixon continued to develop by larger-
scale and more sophisticated use of various non-tariff
restrictions—from Carter’s favourite import quotas to intro-
duction of ‘‘contingency’ and ‘retaliatory’ measures.
As S. Clarkson put it: “In the 1974 Trade Act and the
1979 Trade Agreements Act, Congress refined the arsenal
of weapons to be used against foreign products that were
subject to progressively lower tariffs as a result of multilat-
eral trade negotiations (MTN) at GATT over the years”.
And he added: “As tariffs declined, the American system
of contingency protection became the prime threat to
Canada’s export strategy.’’”?® It is significant that in 1984
alone, according to incomplete data, Congress considered
160 pieces of protectionist legislation.?”

In the same 1984 the USA once again displayed its abil-
ity to resort to demagogy and cover-ups managing to con-
ceal obviously protectionist measures to restrict carbon
steel import under the screen of control over import growth
intended to prevent excessively increased deliveries from
certain countries. In effect, having replaced the quotas in-
troduced earlier in the year, the measure was a ‘‘new edi-
tion” of the same “voluntary” restrictions. In Canada the step
was justly regarded ‘‘as another step toward managed trade
in steel similar to that which exists in shoes, textiles and
clothing’’.?® Canadian suppliers of ferrous metals whose
share of the American market rose in 1984 to 3.5 per cent
providing employment for 2,000 Canadian workers hardly
felt safer than under the US quotas to which Canada, inci-
dentally, responded for the first time over a long period
by introducing its own steel import quotas. The tariff war
undoubtedly strengthened Canada’s intention to force the
USA to conclude a bilateral trade liberalisation agreement
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with respect to iron- and steel products. Ahead lay the dan-
ger of import quotas on coniferous lumber and some fish
products.

In addition to regular quantity restrictions (import
quotas) still widely used in American trade practice, the
contemporary arsenal of non-tariff means at the disposal
of the American President and the regulating agencies un-
der him includes two groups of contingency devices.

Countervailing duties are widely used against goods
whose output in the country of origin was subsidised in some
form by the state; there is, for example, an additional im-
port tax intended to neutralise the effect of subsidies. Ac-
cording to the 1974 act such tariffs may be applied even
to goods not subject to duties at all when imported to the
USA, and the very concept of subsidy is interpreted so
broadly that virtually any aid to Canadian producers by fe-
deral or provincial authorities may be interpreted as such. ‘

According to Section 301 of the Trade Act, financial
sanctions may also be applied to goods whose import to
the USA has grown ‘‘artificially’’ (or the American export
of which has declined) as a result of the policy or individ-
ual measures of a foreign state. This is another attempt
at extraterritorial application of American laws (in addi-
tion to claims to regulate the activities of American transna-
tionals’ foreign subsidiaries). The result is a vicious circle:
the more successful Canadian government agencies are
in stimulating national production, the more probable are
sanctions by the American side to restrict access to the U
market by relevant products under the pretext of reduce
American export to Canada (as a result of its partial oustin
by the more competitive Canadian output).

The second group of non-tariff devices is used for se
lective restriction of import of products which cannot b
said to have been government-supported in any way. U
customs agencies have long since favoured using anti-dum
ing duties whose application has become even more free
after the Tokyo Round—‘‘a major backward step towar
the very protectionism which the MTN was designed t
guard against”.?®

The second group also includes exemptions under Se
tion 201 of the Trade Act according to which the Intern
tional Trade Commission is authorised to introduce temp
rary import quotas, additional tariffs, etc. on goods who
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large-scale import, in the commission’s view, seriously
threatens national producers. Incidentally, there is no need
to prove a causal relationship between import growth and
harm to the producers; to initiate a case it is frequently
sufficient to refer to the fact of significant import growth.
Finally, a third device of this sort (incidentally, it is not
permitted or recognised by the GATT) is adoption of meas-
ures against ‘“‘unfair trade practices”, for example, in the
event of a complaint that some imported goods are infring-
ing on patents belonging to an American producer.

Analysts of present-day trade policy point out that Amer-
ican protectionist measures can cause serious injury to Ca-
nadian producers even when they are not explicitly aimed
against the latter. This happens, for example, when accord-
ing to GATT directions contingency quantity restrictions
are introduced in the form of global quotas and extended at
the same time to Canadian suppliers, and also as a result
of ‘“‘deviation” of commodity flows to the neighbouring
Canadian market (when, for example, import of Japanese
colour TV sets, clothes or cars is restricted by ‘‘voluntary”
quotas, the pressure on the Canadian market rises according-
ly).

In violation of the GATT rules the US goverment con-
tinues to subsidise companies producing goods in the United
States a considerable part of which is intended for export
(the DISC programme) often competing against Canadian
producers. Canadian exporters suffer a great deal from the
various restrictive (discriminative) practices adopted in US
government purchases by municipalities, states and the fe-
deral government. There is local legislation of the Buy
American type operating in more than 35 US states direct-
ing the authorities to give preference to ‘“their own’’ pro-
ducers, if their prices exceed prices on imported goods with-
in an established limit (usually from 6 to 12 per cent).
The Surface Transportation Assistance Act enables prefe-
rence to be given to the output of foreign companies as-
sembled at their plants in the USA and not to highly com-
petitive Canadian-made transportation vehicles even if the
American content of the latter is significantly higher.

Finally, in October 1984 the Congress adopted an Om-
hibus Trade Act containing “‘an extraordinary combination
of free-trade initiatives and protection measures’’.*® Among
the latter mention should be made, in particular, of changed
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criteria in judging the injury resulting from import, permit-
ting wider use of contingency protection measures than
provided for in GATT. One of the sections of the bill which,
however, was not passed in the final draft and was to be
discussed again in 1985 provoked particular concern in Can-
ada. The section offered an extendec definition of export
subsidies which, if adopted, would enable the USA to seek
protection from import of many Canadian semi-manufac-
tured and finished goods on the grounds that they contain-
ed subsidised raw materials.

Such is the reality which S. Clarkson called “a double
standard at work”.*! It is difficult to fight against it, parti-
cularly in view of the “different weight categories’’ of the
contestants. Apparently, the correct approach is taken by
those who believe that the way for Canada to overcome the
increasing difficulties in gaining access to the American
market is to achieve further trade liberalisation on a bilater-
al basis which, in the new conditions, means not so much
the removal of tariffs on more goods as reciprocal renuncia-
tion of restrictive practices involved in using non-tariff pro-
tectionism. The urgency of the problem was pinpointed by
E. A. Carmichael who stated in his latest work published
by the C. D. Howe Institute that ‘“Canada has become iso-
lated as the only major industrial country, that does not
have tariff-free access to a market of at least 100 million
people”.*?

It is one thing to point out that expansion of the sphere
of free trade is desirable (even if that freedom is fettered
by numerous reservations as in the case with the Auto-
Pact) and quite another to achieve specific accords in the
form of bilateral interstate agreements.

Moreover, it is not to be forgotten that the GATT rules
recognise as legal multilateral and even bilateral customs
unions and free trade zones if they extend to the entire
range of commodities, while at the same time rejecting in
principle agreements of the Auto-Pact type providing for
trade liberalisation in selected sectors. However, this is a
technical point, as they say. Practice shows that when
America is interested in sectoral liberalisation, it proves to
be fairly easy to secure GATT’s concurrence in the form of
an exemption from the general rules.

The cardinal problem facing Canada is whether to embark
on the road of talks on an all-embracing agreement with the
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USA on trade integration or to keep on going in the direc-
tion of gradual spreading of bilateral liberalisation to new
trade sectors promising the utmost positive effects and a
minimum of destructive consequences, and thereby to new
industries.
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Chapter Seven

The Conflict of Interests in Policy-Making in the Field
of Trade Relations with the USA

In choosing a foreign economic policy and drawing up
a relevant system of priorities, strategic and tactical means,
the Canadian state inevitably has to take into considera-
tion the existence of a dual structure of national industry.
The thing is that large-scale highly specialised enterprises
of mining and primary processing monopolies, and also the
integrated North American sectors considered above, on the
one hand, and a large number of enterprises of the second-
ary manufacturing industry of sub-optimal size, on the
other, coexist in the country, developing side by side under
the ‘“‘umbrella’ of government economic policy. The genetic
difference between the two parts lies in their market orien-
tation. The former enterprises arose and achieved the
present high level due to the fact that their output was
intended mostly for export to the USA, i. e. their produc-
tion capacities were formed in view of the opportunities
offered by a large sales market. The latter enterprises served
narrow national, and often local markets of some area in the
country, and were protected by tariff barriers.

What the two parts of the dual structure have in common
is the marked presence of American companies: it would
not be correct to say, for example, that the highly effi-
cient export enterprises are mostly American, and the minor
companies serving Canada’s domestic market are exclusively
national firms (or vice versa). The different position, dissim-
ilar fates, and distinct interests of the two groups are de-
termined not so much by the national identity of the com-
Pany owners as by the market they work for. If they pro-
duce for the American market (or generally for export),
their interests are in line with liberalisation of international
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trade whether within the GATT framework or on a bilater-
al (regional) basis. If they produce for the domestic market,
empbhasis is on preserving, and when possible, strengthening
the status quo (by means of state financial support, new
tax or other privileges etc.), and the liberalisation idea turns
into a source of increased danger.

Such a clear-cut differentiation is, of course, a simpli-
fication, because it fails to take into account scores of
intermediate hues and particular cases, but it is useful for
understanding how complex may be the problem of choos-
ing a foreign economic course facing the country, or, more
specifically, the federal government.

No doubt, companies in both groups have a vested in-
terest in gaining greater scope for development, expanding
markets and strengthening their competitive positions. But
the way to these objectives cannot be the same for all the
companies. It turns out that the instrumental factor is the
quite objective criterion of real extent of efficiency and
competitiveness possessed by each production sector.

There exists an opinion, for example, that to secure
high competitiveness for the resources sectors it would be
sufficient to retain a lower exchange rate for the Canadian
dollar.! Reduced tax levels and a reduction or elimination

of American duties on semi-manufactured goods, as experts |
see it, would bring real prosperity to the resources sectors, |
since they would enjoy several advantages as compared to |

American suppliers, advantages having to do primarily with
the raw material base in Canada.

The situation in the group of secondary manufacturing
companies working for the domestic market is much more
complicated: in a context of multilateral trade liberalisation
under the GATT their market positions are gradually erod-
ed, competition by foreign suppliers grows, while their
own potential for modernisation is not great due to at
least two circumstances—financial weakness (often in the

case of even subsidiaries of US monopolies) and the absence |

of guaranteed access to a large market capable of justifying
optimal-scale production.

The result is a vicious circle: the building of new defen-
sive redoubts on the national border proves impossible,
while progress in international economic relations does not
improve but only makes worse the situation of such compa-
nies. As to complete elimination of tariff restrictions in
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trade, for example, with the USA, even gradually and only
on a reciprocal basis, it “‘effectively ensures disaster by in-
troducing the patient to a cure he cannot survive”,? as
John Shepherd of the Science Council asserted at a hearing
of the Standing Senate Committee on Foreign Affairs.
Some other treatment is needed to cure the common disease
of the enterprises in this group—low efficiency—but it
is not easy to find a universal recipe of this kind in general,
and in Canada’s specific conditions in particular.

The worsening of the competitive positions of the coun-
try’s secondary manufacturing under multilateral libe-
ralisation is clearly revealed in two mutually linked trends
emerging in recent years: the decreasing share of new in-
vestments by American companies in their Canadian enterp-
rises and expansion of production capacities in the USA
taking into account the need to supply the Canadian market
as well. These trends and their causes were already considered
above. We mention them here because, perhaps, they
are not just unfavourable symptoms for the country but the
beginning of a new stage in Canadian-American relations.
If formerly high tariffs had contributed to the rise and
growth of branch plants in Canada, now there is a process
of the country’s ‘“‘de-industrialisation”, i. e. the return of
manufacturing facilities to the USA, closer to the main
markets and manpower reserves. One of the factors in this
relocation of production within the North American region,
as experts see it, is the gradual movement of large masses of
population in the USA from the northeast to the southwest.

It would seem that a number of scholars and research
groups have been working out what is known as the home-
spun growth model since the second half of the 1970s pre-
cisely in the interests of internationally inefficient companies
in secondary manufacturing.?® The main idea of the advo-
cates of economic growth primarily with an eye to domestic
conditions and needs goes as follows: we should put our
own house in order first, and then think about ‘‘tariff disar-
mament’’. Internal reorganisation and rationalisation of the
industrial structure are regarded as important preconditions
for the country’s extensive participation in trade liberalisa-
tion, whether multilateral or on a more narrow regional ba-
sis. The essential meaning of the recipes proposed boils
down to improving industry primarily in view of the needs
of the domestic market and available national resources
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and not with an eye constantly on export and external mar-
kets. The strengthening of the international competitive-
ness of Canadian output should be the side effect of the ge-
neral strengthening of national firms and a rise in their
production efficiency. Japan is cited as an example of out-
standing successes scored on external markets following
an in:iepth modernisation of its economy on a domestic
basis.

Those who provide a theoretical backing for this trend
lay emphasis on further specialisation and, simultaneously,
considerably longer production runs. Approaching the pro-
blem in purely capitalist terms, they pin large hopes on
stepped up concentration and centralisation of capital.
Their reasoning goes as follows: the country’s market is
narrow, even from 5 to 10 optimal-size enterprises are sel-
dom guaranteed sales within the national borders; no one
can force the enterprises to abruptly reduce the range of
output while maintaining longer production runs; this
means that a reorganisation of the sector’s company struc-
ture is required. For the latter to become possible national
legislation must not only put no obstacles in the way of
mergers and takeovers (in principle, this is already the case
in Canada) but in certain instances even encourage them and
stimulate use of new and more flexible forms (partial merg-
ers or semi-mergers when the companies pool their efforts
in a certain field retaining independence in the rest). The
country should reject the leftovers from anti-trust laws
which do not correspond to its specific conditions and also,
once and for all, put an end to the application of US anti-
monopoly rulings to subsidiaries and branch plants of
American transnationals in Canada. Then, logically, they
would also take full-fledged part in reorganising industry
with due account for Canada’s national interests and under
the supervision of government bodies.

The homespun development model makes inevitable the
extension of the state’s economic functions both in the
form of direct participation in capitalist enterprise (parti-
cularly in the resources and transportation sectors of the
economy) and by expanding institutions and improving
tools of economic regulation, financing of research and
development, etc.

In this case the provinces should abandon their paro-
chial protectionism and contribute to deeper specialisation;
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to raise the efficiency of the industrial system as a whole.
Mutual understanding and a certain ‘‘division of labour”’
should develop at all levels between private business and
state economic bodies. Energetic measures by employers
and managers aimed at raising production efficiency should
be supplemented with state efforts to create conditions
making industrial restructuring easier and encouraging it.

The authors of this strategy disagree with their critics
from among the advocates of free trade who affirm that
state interference would lead to inefficient production
“prospering”’, since a vigorous restructuring is hardly pos-
sible under such artificial hothouse conditions, and would
harm Canadian consumers by narrowing the range of choice
and so forth. In the latter case, for example, it is argued that
the missing goods would be imported at prices not higher
than prices of the present inefficient local production, and
their presence on the country’s domestic market would cre-
ate the ‘“healthy” competitive climate needed for efficient
industrial restructuring. As to the state, in any case it should
retain the right to decide which sectors to support and
which to put in harsher conditions, what forms of support
to use, whether to attract foreign capital to certain sectors
and areas, how to stimulate small business or have a larger
share of income from mining and processing minerals re-
main in the country and help to develop employment.

As to the favourite arguments of the ‘‘continentalists
supporting free trade ideas, most of them are convincingly
refuted by advocates of the homespun model who frequent-
ly refer to historical and geographical parallels. Brouce W.
Wilkinson, for example, indicates that in the years the UK
has been in the EEC, it has not rationalised its industrial
structure and still suffers from the excessive amount of for-
eign goods on its domestic market.® The “fresh wind of
competition” has not shown its miraculous possibilities
here. When the advocates of trade integration refer to the
experience of Sweden, which allegedly participates in the
West European industrial goods free trade zone without
detriment for itself, they are reminded that Sweden never
was a domain of foreign monopolies, which accounts for
quite a different ‘‘entrepreneurial climate’’ in the country.
As to the fact that state capital has been long dominant
in many sectors of the Swedish economy, this may only
Serve as another argument for extending state enterprise

"
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in Canada and not against it.

It is to be specifically indicated, however, that the new
doctrine is not generally oriented toward autarchy and does
not challenge the objective process of regional integration.
Deep-going division of labour in the North American eco-
nomy and the growing mutual intertwining of the two coun-
tries’ reproduction processes is the reality every serious
economist must acknowledge in pondering over the choice
of a national economic course. The question is how, under
the circumstances, to manage a progressive transformation
of the national economic structure by relying mostly on its
own forces and as far as possible to exclude the negative
consequences involved in a spontaneous rise of the regional
economic complex. The authors of the ‘‘homespun model”’
do not oppose integration as such, but the idea of stepped
up trade liberalisation which would make the process un-
controllable and lead to its snowballing. Underlying their |
recipes in the final count is the desire to lend greater vitality
to the national economy, increase its ability to develop
independently, and, thereby, strengthen Canada’s position
as a participant in regional integration and its chances of
overcoming the latter’s unequal nature.

New Sectoral Arrangements or a Comprehensive
Integrational Agreement?

The issue of “tariff disarmament” has been on Canada’s
public agenda for more than a hundred years, being the sub-
ject of discussion if not in positive then in negative terms.
Immediately following the adoption in 1879 of the protec-
tionist National Policy, there was a marked polarisation of
forces in the country in favour of and against this policy,
for the setting up a free trade zone within the regional
framework. The 1911 parliament election campaign was
actually focussed on this same issue.

Customs tariffs between the markets of the USA and
Canada reached their highest level in the first half of the
1930s after which they began to be gradually reduced both
on a bilateral and a multilateral basis. In the 1974 Trade
Act the US Congress directed the President to ‘‘enter into
a trade agreement with Canada’ to remove trade barriers
between the two countries on a reciprocal basis. Together
with the 1975 report issued by the Economic Council:
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of Canada’ in the spirit of continentalism, this prompted
public debate concerning the desirability of free trade with
the USA. The previous peak in this respect was observed
in 1964 when almost two thirds of Canadians polled
favoured a close economic alliance with the USA. And,
incidentally, this was the background against which the
famous Auto-Pact was signed.

The third report of the Standing Senate Committee on
Foreign Affairs was published in March 1982. Entitled
Canada’s Trade Relations with the United States, the re-
port argued for an idea that was close to the hearts of ad-
vocates of further drawing closer to the USA, mainly that
the signing of a comprehensive preferential agreement of free
trade between the two countries was the best way to secure
stepped up economic growth. The report asserted that ‘“‘on-
ly a broad approach to free trade, with a sharing of bene-
| fits and costs across many industries, holds the prospect
of success’’.®

Such a resolute and comprehensive initiative by the Sen-
ate committee did not meet with sufficient support in
the country, but prompted the Liberal government to elabo-
rate its stand on the future of Canadian trade. In August
1983 the public was offered an impressive set of two papers
announcing, among other things, a course aimed at conclud-
ing new Auto-Pact-type sectoral agreements with the USA.

The principal paper, Canadian Trade Policy for the
1980s, said: “In a number of sectors (e. g., textiles, urban
transportation, petrochemicals) there is significant scope
for furthering the rationalization within North America
on which the private sector has already embarked but which
is nogv inhibited by trade barriers on both sides of the bor-
der.”

In February 1984 Canada’s Minister for International
Trade, J. Regan met his American counterpart William
Brock in Washington. The ministers agreed on the sectors
which were to be discussed at future talks (steel, farm
machinery, urban transportation means and computer
hardware and software), and working groups were set up. At
the same time a “bilateral trade understanding’’ was signed
Providing for preliminary consultations in case one of the
sides intends to introduce import restrictions capable of
affecting the interests of the partner.'®

At first the press was in raptures, but soon doubts arose.
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There was the question of keeping future bilateral agree-
ments in line with the requirements of the GATT. There
were different opinions on whether measures involving in-
dividual sectors should be discussed separately “or as a
whole package. The American side proposed discussing new
sectors (cosmetics and furniture), which was rebuffed in
Canada. Experts estimated that liberalised trade in comput-
er services would reveal the low competitiveness of Cana-
dian companies and cost the country thousands of jobs
and billions of dollars adding to the already enormous de-
ficit of payments in non-commodity trade.'!

Expert discussions were held at which J. Regan’s deputy
Sylvia Ostry was the chief advocate of sectoral liberalisa-
tion, a point of view argued against by prominent profes-
sors Abraham Rotstein, Bruce Wilkinson, Paul Audley,
Senator Michael Pitfield and others.

Contradictions with the USA also grew sharper on the
issue of extraterritorial application of American laws. In
1982, the Reagan Administration attempted to extend the
policy of sanctions against the Soviet Union to activities
by the American transnationals’ subsidiaries in Canada, urg-
ing them to refuse to deliver equipment to build a major
gas pipeline in the USSR. This had aroused a storm of in-
dignation at the time, and in June 1984, practically on the
threshold of a new meeting between the two ministers
concerning sectoral liberalisation, a bill was submitted to
the Canadian Parliament denouncing the legality of at-
tempts to extend US jurisdiction to companies operating
in Canada, In particular, it was pointed out to Washington
that there was a contradiction between its claims that Ame-
rican subsidiaries should be regarded as national companies
and its desire to dictate to them its own terms differing
from Ottawa’s foreign economic course.'? The Canadian
press also acutely criticised a bill submitted at the time to
the US Congress intended to authorise unilateral measures
to restrict import from certain countries (or with respect
to certain groups of commodities) should there be a disba-
lance in American foreign trade with that country (or i
a commodity group). |

The situation of acute commercial-political contradic:
tions in which the talks were resumed pointed once again
to the advantages of the sectoral approach as compared wit
the much more far-reaching and irreversible decision concern
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ing complete trade integration. That is what is propagated
by Peter Morici who believes that sectoral liberalisation
“would provide many of the benefits of full free trade while
actually achieving only free trade” (i. e. avoiding the far-
reaching consequences involved in complete trade integra-
tion, including political ones). And since ‘‘trade liberalisa-
tion is an iterative process, piecemeal at best”’,' * apparently,
the sectoral agreement as the classical example of partial
integration in its most adequate form.

Generally speaking, Canada is hardly ready to risk reduc-
ing its national market to the status of an ordinary periph-
ery segment of a largely alien continental market sphere
completely unaccountable to its regulating bodies. The fa-
vourite argument of the advocates of complete trade libera-
lisation with the USA is known to be the idea (that may be
true in itself) that elimination of trade barriers between the
USA and Canada would enable the principle of comparative
advantage to be more fully used in locating industry within
the region. The question is whether this would be to the ad-
vantage of the junior partner which Canada undoubtedly is.
Even so, breaking its way through tariff and other barriers,
this principle underlying the activities of the American trans-
nationals has resulted in an unproportionately high share
of mining and primary processing industries in the national
economy. It is well known that, all other conditions being
equal, primary processing tends to be attracted to sources
of raw materials and energy, while secondary manufactur-
ing tends towards the market, above all, and that market
would still largely be American. So Canada would hardly
gain a larger share of North American manufacturing than
it has now. After all, ‘““The price for admission to the Ame-
rican market would be the economic policies needed to put
the Canadian industry in a position to compete there”.' *

In the public debate of the mid-1970s the then Ameri-
can Ambassador to Canada, Thomas Enders, criticised the
ideologists of continentalism for their desire to provide
Private business the opportunity to secure a distribution
of benefits and losses regardless of national interests.!4?2
This apt remark made by a well-informed commentator
adds an important point to the understanding of the ideolo-
8y of continentalism. It is revealing that the basic content
of that ideology is described in approximately the same
terms by the authors of one of the most serious works on
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American-Canadian relations: ‘“‘As a minimum, continenta-
lism refers to the willingness of both parties to allow nor-
mal market forces rather than superordinate national
economic or political strategies to determine trade flows
between the two countries.”” *

Capitalist rationalisation of production may undoubtedlyr
lead to a national drama if the chief commercial-political
leverage on economic processes has been snatched out of
the state’s hands. No incentives—tax and other—for the
companies operating in Canada to expand local production
facilities and increase their own research and development,
no preferential buying policies by federal and local govern-
ment (its possibilities would be also restricted if the agree-
ment on a free trade zone were to be out into effect), and
no control over the activities of the foreign monopolies and
their production and sales policies, over mergers and take-
overs and so on are capable of forcing private business to take
into account abstract considerations of the Canadian people’s
benefit to the detriment of its own commercial interests.

It is not to be forgotten, of course, that the problem of
trade integration with the USA has an extremely impor-
tant political dimension having to do with the threat that
Canada could lose its state independence, its national so-
vereignty being eroded not only with respect to natural re-
sources but also in the sphere of major social and political
decision-making.

The more realistically minded members of government
and business circles realise, however, that even the restricted
sectoral approach to bilateral trade liberalisation involves
considerable dangers for the country. In theory, of course,
this approach enables the liberalisation to be extended at‘
first to those sectors where the best objective conditions
have emerged and where it can bring Canada the most posi
tive effect. However, this presupposes US agreement, o
to be more precise, the interest of American monopolie
in mutual liberalisation. In addition, such an interest could
be linked to a greater extent to prospects for tariff-fre€
deliveries from the USA to Canada and not vice versa, anc
in certain instances could further encourage the transfi
of manufacturing to the USA. At the end of the 1970
speaking at a hearing held by the Standing Senate Committe
on Foreign Affairs most of whose members favoured f
ther trade integration, the Chairman of the Chemical Prod

228



r

cers Association said that ‘“Canada would be at a serious
disadvantage in a free trade environment’’, and a spokesman,
for Du Pont of Canada even maintained that ‘‘free trade
would lrgzsult in ... an ‘inevitable slow death’ to the com-
anyn.

) There is no denying the fact that in the sectors where
a largely liberalised exchange of goods (considered above)
prevails today, most Canadian companies have a vested in-
terest in completely doing away with tariffs (as in the case
of farm machinery) and with all sorts of non-tariff restric-
tions on their deliveries to the USA. The example of the
automotive industry clearly shows that undesirable conse-
qguences for the country can arise even if special reser-
vations remain in force demanding from companies to main-
tain production at a certain minimal level (in this case a
lower share in North American manufacturing of parts
and accessories for cars). If in the course of further li-
beralisation Canada was required to abandon such demands
restricting the free play of market forces, the situation
would completely pass under the control of the American
monopolies who would act according to their own interests
above all and would not bother about balanced economic
development in the country they operate in.

Bilateral trade liberalisation could also bring Canada
considerable advantages in a number of new sectors in-
cluded on the agenda of the talks. This concerns, for exam-
ple, ferrous metal trade, where competitiveness of national
companies is very high, and trade in urban transportation
means (suffice it to mention the successes scored by the
national company Bombardier Corp. in bidding for deliver-
ies of cars to the New York subway). Continental deals
are also craved by companies in the relatively young pet-
rochemical industry, which in the early 1980s ‘‘was in the
Process of transformation from defensive inefficiency to
aggressive competitiveness.' 7 Even today, as they over-
come the growing obstacles on the tariff border Canadian
Petrochemical products are widely circulated on the Amer-
ican market, but protectionist measures threaten to bar
access to the USA virtually at any minute. Being based on
technologies intended for mass markets and capable of
Satisfying not less than 10 per cent of the subcontinent’s
Needs in petrochemical products even now, Alberta-based
Canadian companies are in the position of a gambler with
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high stakes but whose chances of winning are unknown.

In this context it is important to point out the following.
Having carried through unilateral liberalisation of recipro
cal trade in farm machinery, both sides in their time
referred to the need to help their farmers. In the signing of
the Auto-Pact, apparently the decisive role was played by
the fact that all the regional production was already Amer-
ican in capital if not in location. The agreement on military
hardware was of great political importance to the Americ-
ans, because it was intended to involve Canada in US and
NATO military-strategic plans even more deeply. ‘

At the same time it is not so easy to indicate new sectors
the arguments in favour of whose integration are so convine-
ing from the standpoint of the USA (transcending conside-
rations of simple efficiency). No wonder, then, that the opi-
nion is widespread in Canada that the USA would agree to
new partial integrations only in two cases: if it is judged
that this would entail complete bilateral trade liberalisation
in the near future (the advantages of which for the USA
would be difficult to overestimate in view of the real balance
of power); and if in exchange Canada would offer American
transnationals reliable guarantees, recorded in interstate
documents, to retain and extend their access to the country’s
natural resources—energy, water and mineral deposits,
above all. Incidentally, S. Clarkson, for example, believes
that inclusion of petrochemical products in the next round
of sectoral talks, to say nothing of the signing of an agree-
ment to Canada’s advantage, would be possible only pro-
vided the American side were offered some additional com-
pensation such as access to Canada’s fresh water resources
or import of Canadian natural gas on favourable terms.' ®

In an interview in May 1984 an influential Canadian ex-
pert on economic policy, Carl E. Beigie, supposed that if
Reagan were re-elected he would ask Canada: “Look, we are
prepared to give you the best transitional agreement you
can get, but we want you to make up your mind on some
total free trade agreement or sectoral free trade. If it’s sec-
toral free trade, then we haven’t got time.’” ®

Liberalisation of electronics and computer services trade
would have of course brought the USA obvious benefits. In
Canada this sector is one of the most vulnerable to foreign
competition, so Canada would apparently sign such an agree-
ment only provided there were protective reservations in it.
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Incidentally, computer services were included in the sector-
al package at the talks as the weight which would tip the
scale and make the terms acceptable to the American side.

Yet, introduction of a liberalised trade regime inevitably
involves both short-term losses for Canada (malaise during
the period of adaptation to the new conditions) and more
far-reaching consequences of a structural nature whichever
sectors it concerns. In particular, it is quite likely that there
would be a more pronounced trend towards relocation
(mentioned above), i. e. bringing most of the companies’
production facilities out of Canada in order to be closer
to the principal sales markets in a context of free continen-
tal trade. And America also hopes to gain an advantage in
view of its firms’ higher efficiency due to larger-scale pro-
duction. “Just as there’s no free lunch, there’s no free trade”’,
was what Abraham Rotstein had to say on the subject.?°®

It might very well turn out, as the Canadian Communists
have warned, that further liberalisation would create “‘jobs
in the United States at Canada’s expence”. The extension
of free trade into other branches ‘“‘would put even larger
sections of the Canadian economy under complete US
transnational control and would further undermine Cana-
da’s sovereignty and independence’”?"

In the same Liberal government paper where the idea
of sectoral liberalisation was presented as one of the aims
of the country’s foreign economic policy, it was admitted:
“The free-trade option has been a contentious issue through-
out Canada’s history, due less to economic considerations
than to issues of sovereignty and self-determination’’.??
Objectively integration in separate spheres paves the way
for a comprehensive economic alliance with the USA
which back in the mid-1960s was called a ‘‘catastrophe for
Canada” by the “moderate nationalist”> Walter Gordon.??

Meanwhile, everything seems to indicate that Canada
has firmly taken this road. The development of events in
the direction of new Canadian-American sectoral accords
is all the more probable because, since autumn 1984, the
government has been run by the Progressive Conservative
Party which the Canadian Communists describe as ‘the
barty of the transnational oil corporations, the party of
big business, the party of U.S. imperialism in ‘Canada,
Prepared to accommodate themselves to the pressures of
U.S. imperialism”.2* It appears, however, that the move-
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ment in this direction will not be fast even under the Mul-
roney Government and the Reagan Administration in the
USA. In any case the Canadian press predicted that ther
would be at best two new sectoral agreements in 1985-1986
most likely in the most uncontroversial spheres, from th
viewpoint of Canada’s interests, i. e. farm machinery an
ferrous metals.

Finally, it is to be noted that the idea of a comprehen
sive integrational agreement has not at all been buried. Afte
the Conservatives had come to power influential busines
organisations such as the Canadian Manufacturers Asso
ciation and the Canadian Export Association issued a state
ment saying that “Canada should seek more comprehen
sive trade liberalisation’”?° At about the same time, in au
tumn 1984, the Business Council of National Issues propose
concluding a general agreement with the USA in princi
le laying down the common objective of increasing reci
procal trade as much as possible. As the Council emphasis
ed, such an agreement should be combined with continuing
talks on sectoral liberalisation. The aim of the agreement
was not to introduce free trade zone immediately but to
reach an accord in principle to further draw closer in trade
step by step, by means of mutual consultations and spe-
cific decision-making in the interests of both sides. As
an influential Canadian newspaper wrote on the subject,
“This is obviously the kind of agreement that could be
living force or a dead letter, depending on whether the part
ners infused it with purpose or let it wither’”.? ¢ In any cas
in the mid-1980s the idea of a general integrational agreemen
was still under consideration and the search went on fo
forms involving the least obligations and consequences.

Advocates and Opponents of Further
“Tariff Disarmament’’

The public polemic concerning the future of Canadia
American relations involves a very complicated, extremel
motley array of forces which, moreover, is constantly chan
ing under the impact of numerous factors. In order to de
scribe the range of advocates and opponents of trade int '
gration even in the most general terms, one has to rely or
the method of abstraction, deliberately simplify realit
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and drop the finer points so as to reveal the most important
things in the balance of power in the country and on the
subcontinent.

It is to be indicated right away that on the whole there is
much greater consensus on the subject in the USA than in
Canada. In the USA, of course, there are also some sceptics,
and even outright opponents of drawing closer to Canada,
but these obviously constitute a minority; besides, more of-
ten than not they do not have a pretext, a particular desire
or opportunity to make a loud noise. Perhaps the main
difference between the USA and Canada is that in the for-
mer country there is no ongoing debate concerning the fu-
ture of the region. In public opinion polls the question is
not even asked whether integration is desirable or not, but
only the course of events regarded as probable at the given
moment is considered. Thereby, it is tacitly assumed that
America is ready for any alliance with its northern neighbour,
and it is up to the Canadians to ponder and act.

This is a result of the difference in scale: what is objec-
tively a nationwide problem in Canada, a matter of life
and death, in the USA only seems to be a more or less desir-
able course of events for certain people or social groups.
The advantages for the stronger partner in integration are
patently obvious, as is obvious the fact that it is impos-
sible to solve the problem of further continental convergence
on a unilateral basis. As a result, paradoxical as it may
seem, integration is considered to be de facto a Cana-
dian affair, although the USA in the person of its private
monopolies has always been the source of the impulses to-
wards integration and the active side in the process.

Apparently, the most influential and powerful force
vying for trade liberalisation and further drawing closer to
the USA are the monopolies in the economy’s resources
sector. Under the existing structure of the Canadian econo-
my and private ownership resources companies in Canada
will undoubtedly seek a continental deal with the USA re-
gardless of their national identity,?’ Canadian economist
and politician J. Laxer noted in the early 1970s. Such com-
Panies are to be found in all areas of the country, but terri-
torially their influence prevails in the Far West, in Alberta
and British Columbia. They also exist, of course, in the
Central area (Ontario and Quebec) where they are the oldest
and frequently very powerful monopolies. Nevertheless,
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this area is the domain of opponents of tariff disarmament,
because it contains most of the secondary manufacturing
facilities relying on high tariff barriers. There are no rich
mineral deposits and no developed manufacturing sector in
the small Atlantic provinces (Nova Scotia, Newfoundland
and New Brunswick). What moods prevail here? On the
whole they are pro-American. This is due to the fact that
the residents of these provinces believe that they are paying
for the federal government’s protectionism as a result of
which rich Ontario and Quebec prosper and force them to
buy their expensive and not always high-quality products.

The intersecting of opposing forces is extremely com- |

plex in the central area. Large-scale efficient operations in
the resources sectors, enterprises of the automotive and
farm machinery industries already enjoying a largely libe-
ralised trade, on the one hand, coexist here with hundreds
upon thousands of companies in other sectors of the man-
ufacturing industry with their sub-optimal size enterprises
seeking to preserve the status quo, on the other. Many of
them are national in capital, although in this case this is
not the decisive feature. There are quite a few all-Canadian
companies among advocates of free trade, while the sub-
sidiaries of American monopolies usually favour retaining

protectionism which prompted them to come to Canada in |

the first place.

Nevertheless, particular cases aside, the typical advo-
cates of trade liberalisation with the USA are large-scale
companies in the resources sectors usually closely linked
with American-owned enterprises in the western provinces.

The typical opponents are small national firms in second- |
ary manufacturing mostly operating in the east of the

country in the zone bordering on the USA.

A good deal has been said above about the particular
“division of labour” existing between foreign industrial
monopolies and national capital. From the very beginning
the latter was formed mostly outside the industrial sphere,
in associated sectors—in trade, the services, credit and fi-
nance, transportation, etc. Canadian capital and particu-
larly its top monopolies have long been used to extracting
benefits from the presence in the country of the subsidiaries
of American monopolies constituting the hub of national
industry. In addition, these are mostly companies con-
suming rather than producing finished industrial products,
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which makes them interested in cheaper goods circulating
on the Canadian market as a result of elimination of cus-
toms duties, reorganisation of national enterprises and so
on. Thus, a significant part of national capital and, apparent-
ly, practically all monopoly capital, are more interested in
further drawing closer to the USA than in an abrupt turn of
the economic course towards independent and more auto-
nomous development of national industry. The non-mono-
poly bourgeoisie in secondary manufacturing is an excep-
tion: it is the weakest part of the industrial structure but
hardly a docile ‘‘silent minority” when it concerns discus-
sions about the country’s future.

The attachment of the upper crust of monopoly capital
to the idea of far-reaching trade integration with the USA
was confirmed by a pre-election poll of managers of the
country’s major companies and banks conducted by The Fi-
nancial Post. Among the managers who returned the ques-
tionnaire nearly half (49 per cent) were ready to approve
a Canadian-American agreement on complete liberalisation
of reciprocal trade.?® Canadian Communists believe that
capital’s permanent desire to maximalise profits underlies
this position. The above-mentioned analytic document of
the Communist Party of Canada states: ‘“‘Absorption in the
guise of free trade and continentalism is advocated by cer-
tain right-wing elements of big business in Canada who be-
lieve that their profitability will be thereby increased”’.®

Another ‘“‘demarcation line’’ may be drawn within polit-
ical parties, among MPs, through university departments,
company boards and banks. This concerns the so-called
liberals and dirigistes, in other words, opponents and
advocates of state interference in the economy. Finer points
and particular instances are to be found here, but a certain
overall trend may be singled out. It is that adherents of neo-
liberal (and in the latest version, neo-conservative) views on
the economy, whether businessmen, government officials
or professional politicians, first of all, tend to be more at-
tracted to America with its traditions of non-interference
in the free play of market forces, and second, regard ‘‘tariff
disarmament” as something natural and even inevitable.
They see it as restoration of the normal situation in the
regional economy rather than an abrupt and largely artifi-
cial change of the existing national economic mechanism.
As to the dirigistes, their thoughts are mostly forcussed on
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problems of improving that mechanism,raising its effective-
ness in terms of protecting the interests of local compa
nies and production efficiency within national bounds.

Neither is it easy to reveal the actual array of forces alon
party and political lines. As one Soviet study put it: “Fre
quently opposing views coexist in the two traditional par-
ties of the Canadian bourgeoisie (Liberals and Conservatives)
reflecting inhomogeneity of the Canadian bourgeoisie it-
self and different attitudes of its factions to foreign capi-
tal”’.?® Nevertheless, certain differences exist between the'
party platforms, of course, and there seems to be a de-
finite polarisation of political forces with respect to the!
acute problems facing the country in the 1980s.

Canadian researcher Richard D. French described the
position of the Liberal Party (now in the opposition) con-
cerning the country’s economic future in two words—nation-/
alist and centralist.>! Indeed, the contemporary Liberals
under, and after, Trudeau have on many occasions expressed
their intention to widely use the instruments of state
regulation to better provide for national interests and
strengthen the country’s economic independence. Their
actions, however, often contradict their words, and the
federal government’s economic course while the Liberals
were in power was marked by inconsistency and eclecticism.
One authoritative Canadian study noted that the Liberal
Party ‘“‘appears to oscillate periodically between nationalism’
and continentalism’.®>? While most of its policy-making
catchwords, as well as the everyday statements by its offic-
ials, have a nationalist ring, many specific measures and’
decisions are objectively in the mainstream of continentalist
ideology. During the last few decades this inconsistency was
displayed in energy policy, in the terms under which foreign:
capital operated in the country, and in the commercial-pol-:
itical sphere. The fate of the above Third Option policy is!
particularly revealing in this respect. It is to be noted, for
the sake of fairness, that in Canada itself Trudeau and his
entourage were accused not simply of inconsistency but also’
of latent pro-Americanism, a deeply inbedded continentalist
orientation which showed 1tse1f every time really 1mportantt
economic decisions were taken.?

R.D. French gave an equally short description of the
Conservative Party, expected to remain in power for a long’
time: ‘“‘continentalist and decentralist”. During the short:
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period Clark’s cabinet was in power in the late 1970s, the
Conservatives not only showed they were opponents of
federal government interference in the economy of the pro-
vinces but also were ready to draw closer to the USA along
all the basic lines, including a field that was a particularly
urgent concern of the US transnationals, that of access to
Canadian energy resources. It is to be remarked that the ar-
ray of party forces considered above only concerns the lat-
est period in Canadian history. During many years, from
Mackenzie King to Lester Pearson, the economic course
of the Liberals was continentalist, and in the 1960s the
Diefenbaker Conservative Government undertook a number
of anti-American actions and voiced its support for the ideas
of pro-Canadianism. More than a year before the last elec-
tions, but after Mulroney had become the party leader, the
Canadian Communists pointed out that ‘“The Conservative
Party seems bent on abandoning most if not all protection
for Canadian industry through wide-ranging free trade ag-
reements with the USA. It is a policy which can only exa-
cerbate Canada’s economic problems”.?4

The Canadian social-democrats, the New Democratic
Party, is described either in neutral terms (the third force in
Canadian politics), or in pejorative terms (as trailing the
Liberals), or with a hint of horror (radicals or even reds). 3 ®
It all depends who is speaking and which part of the party is
referred to, because even today it does not constitute a
single whole and,even after the really radical Waffle group
was expelled, the party has a centre and a more intolerant
left wing. If its stand on the issue of the presence in the
country of US capital and prospects of North American
integration were to be summed up, it would probably
be appropriate to apply the words moderate nationalism
(as opposed to the radical nationalism of the former Waffle
group headed by prominent economist and sociologist Me-
lville Watkins).? ® The “nationalism’’ of the NDP is revealed,
above all, in its opposition to the idea of collaborating
with the USA in using the country’s natural resources and
demands for more effective control over foreign invest-
ment. It is ‘“‘moderate’ because of its fear of the growing
economic role of the federal government and because it
virtually excludes nationalisation from the means used to
fight for the return of control over the country’s economy
(while Watkins and his followers proposed transferring the
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entire industrial property of the American transnation
in Canada to the state).?”

The prominent statesman and businessman mentione
above, Walter Gordon, who laid the ideological basis o
moderate nationalism in his books Troubled Canada and A
Choice for Canada,®® may be regarded as the ideolo-
gical precursor of social-reformists. As the author of th
idea of buying back foreign property in the country, who
is associated with the rise of the Canada Development
Corporation and the first steps in government control
over foreign investment, Gordon always opposed an eco-
nomic alliance with the United States regardless of the
terms.

The modern ideologists of Canadian nationalism, among
whom it is necessary to single out Abraham Rotstein, a
professor of political economy at Toronto University, and
prominent economists and sociologists Stephen Clarkson
and Melville Watkins, also lay emphasis in the polemic with
advocates of tariff disarmament on the political conse-
quences of such a step. They deplore the cynical fatalism of
the American diplomat George W. Ball who had predicted
coolly back in the 1960s ‘‘a progressively expanding area of
common political decision” (i. e. the imposition of US dic-
tate—A.B.) under the impact of ‘“‘commercial imperatives’

leading to “‘substantial economic integration”.®® The scho-

lars and public figures who adhere to this trend have done a
great deal to expose the invalidity of hopes that free trade
with the USA would lead to the prospect of a stronger and
more independent Canada and have criticised attempts
to establish a direct relationship between deeper economic
integration and growth of political independence (the idea
is that a strong and healthy economy serves as a firmer ba-
sis for political autonomy than a weak and ailing one).
Such ‘“‘optimists’’ believing that trade integration with the
USA would not threaten the country’s political future make
up, for example, a majority of the Canadian-American Com-
mittee (one poll showed that they constituted 59 per cent
of the Canadian members and 94 per cent of the Ameri-
can members).*°

The leadership of most Canadian trade unions takes:
a cautious and, on the whole, sceptical approach to pros-

pects of North American integration. Up to the mid-1970s
international unionism was the prevailing type of trade
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union organisation in Canada, which had its impact on
the overall orientation and slogans of the country’s trade
union movement. However, by now the situation has
changed significantly as a result of intensive growth in
membership of autonomous Canadian trade unions and
several large locals leaving international (North American)
trade unions. The new trend of organisational de-integration
in the North American trade union movement has been
accompanied by a growing support for the government
policy of regional development, raising the efficiency of
national industry and so on as distinct from bilateral trade
liberalisation.

Finally, it is to be pointed out that the Communist Par-
ty of Canada, a consistent advocate of deep-going social
and economic changes in society along anti-monopoly
and anti-capitalist lines, is in the vanguard of the patrio-
tic forces actively favouring stronger national independence,
restricted American presence in the country’s economy,
and resolute steps to overcome Canada’s unequal, largely
subordinate position in the system of the regional division
of labour. The emphasis is on far-reaching political con-
sequences of deeper integration with the USA and of pos-
sible agreements to this effect. In particular, the Commu-
nists have repeatedly indicated that, in addition to social
and economic costs, integration involves growing depend-
ence on US imperialism in the foreign policy sphere, and a
more direct part in the policy by means of which the USA
seeks to secure military superiority over the Soviet Union
and impose a Pax Americana on the world.*!

Conservatives in Power and the Increasing Trend
Towards Continentalism

In the course of the 1980 election campaign the Libe-
ral Party headed by Pierre Eliot Trudeau waged a struggle
against the Conservatives, who had come to power less than
a year earlier, on the basis of a sufficiently clear-cut econo-
mic programme differing sharply from the platform of the
ruling party on many important points. The policy of the
Clark Government aimed at curtailing state interference in
the economy and drawing closer to the USA was confront-
ed by a directly opposite course—further development
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of the state’s economic functions and Canadianisation.
Voters clearly showed their support for the Liberals by han-
ding Trudeau a mandate to implement that course into
life and opening the way for such serious measures as the
National Energy Programme adopted in the autumn of the
same year.

Canada slipped into the cyclic crisis as it always had, in
the wake of the USA, but this time there was an extremely
high wave of anti-American feelings in the country. As it
was already pointed out above, the crisis of the early 1980s
once again clearly demonstrated the common economic
destinies of the two countries and the remarkable parallel
movement of their basic indicators, and simultaneously
bred Canadian disappointment with respect to alternative
markets. At the time Canada recovered from the crisis,
moods in the country were quite different: the enthusiasm
for Canadianisation fell abruptly and a new round of the
waltz for two began to the music of a whole orchestra of
continentalists.

The end of 1983 brought reassuring economic results,
although they were not as good as in the USA. The press
focussed attention on preparations for Canadian-American
talks on sectoral liberalisation at the ministerial level. Judg-
ing from the polls the popularity of the Liberal Party was
at a very low ebb: in February 1984 only 36 per cent of
the voters were prepared to vote for Trudeau and a whole
48 per cent for the new leader of the Conservatives (only
sligh&lg' less than actually voted for the Tories in Septem-
ber).

The people were clearly tired of the Liberal Party, irrita-
tion had built up in the masses of the population against
the party and personally against its leader, Trudeau. Except
for a less-than-year-long interval the Liberals had been in
power for 21 years, 16 of them under Trudeau. Neocon-
servative moods had grown immensely in business circles
and there was an increasing protest against the dirigiste poli-
cies pursued by the Liberals, who were accused of driving
away foreign investors and conserving inefficient manufac-
turing which relied too heavily on state support and tariff
protections.

Changes were needed, and in late spring Trudeau an-
nounced his intention to leave the post of leader. Public
opinion immediately responded by a rise in the popularity
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of the Liberal Party (in April 1984, 46 per cent of the
voters favoured the Liberals without Trudeau and only 40
per cent were for the Conservatives).

After two rounds of voting the convention of the Liberal
Party elected John N. Turner to be its leader; Turner
had been Finance Minister in the 1970s in one of Trudeau’s
cabinets and had left the post as a result of differences with
the Prime Minister. In July the Liberal Party consolidated
its leading position, and Turner was 11 percentage points
ahead of Mulroney.

Yet in less than two months the advantage was lost, and
the Liberal Party suffered the most shattering defeat in its
history. Of the 282 seats in Parliament it won only 40 (as
against 147 after the 1980 elections), only 10 seats more
than the New Democrats, while the Progressive-Conserva-
tive Party won a record number—211 (it had only 103 in
1980). The outcome of the elections was decided mostly
in Quebec and Ontario whose population firmly sided with
the Conservatives, or rather supported Mulroney against
Turner. Thus, in Quebec the Conservatives received 58 seats
out of 75, while after the 1980 elections they had only one
(!) seat here. In Ontario the Conservatives won 67 seats (as
compared to 38 four years earlier). And, of course, the Wes-
tern provinces traditionally gave almost all their seats to the
Conservatives and the New Democrats (now all 20 MPs from
Alberta are Conservatives, British Columbia gave 20 seats
to Mulroney and 7 to the New Democratic Party and its
leader Ed Broadbent).* 3

Of course, the burden of the Trudeau years was too great
for Turner and the opinion that the Liberal Party was pun-
ished “for all its past sins’> was partly justified.®* Yet, most
likely it was a personal defeat of the new but very political-
ly experienced leader of the Liberals fighting for votes
against the young and energetic bilingual Irishman Mulro-
ey, who comes from the small Quebec town of Be-Camo.
Changes were expected from Turner; when they were not
fOrthcoming, the disappointed voters turned to Mulroney.
When the election platforms of the rival parties can hardly
be distinguished, the personal sympathies and antipathies
Which the voters feel for their leaders acquire decisive im-
Portance. In September 1984 people were tired of the Li-
berals, felt an antipathy for them and were disappointed
Personally with Turner, while Mulroney had attracted the
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attention and imagination of the nation for more than a
year.

A large role was apparently played by the almost ide
tical social images of the rivals. Both had come from small
towns and graduated from provincial universities. Both hagd
studied law and made a career in the world of business
Both were corporation presidents and members of a dozen
company boards. Both were known as protégés of the Es
tablishment expected to be slightly to the right of .
deau.’® Both went into politics relatively late in life, expe
riencing considerable setbacks and finally succeeding, al
though they regarded politics as a hobby rather than a pro:
fession. Under the circumstances it was easy for the vote
to give preference to the ‘“‘grey suit and red tie’’ of the smi
ling 45-year-old Mulroney as compared to the ‘‘blue suit
and red tie” of the always worried 55-year-old Turner.*®

It was all a joke, of course. But what could the voters
do but compare smiles, rhetoric and the clothes of the ca
didates if the social and economic platforms of the riva
parties were indistinguishable? Yet economic issues proved
to be in the focus of public attention during the election
campaign. On no issue of the economic agenda were the po
sitions of the leaders of the two leading bourgeois parties|
opposite; in fact, their positions ranged from completely]
identical to having insignificant, tactical and often simply|
terminological differences.*” The platform of the New De
mocrats was quite similar as well, offering mostly the sam
set of economic recipes (excluding the intention to increas
military expenditures) but in stronger terms and couched in
leftist expressions. The leader of the ‘‘third party”, Ed
Broadbent, spoke well in the TV debates and skilfully em;
phasised the anti-Reagan and anti-confrontation bias of the|
New Democrats in foreign policy. Many observers belie
that the relatively successful showing of the party in the|
elections (it lost only two seats) was a personal achieveé
ment of its energetic leader who did have some charisma.*®

The employment situation seemed particularly intole
ble against the background of the cyclic boom: the rate 0!
unemployment had declined only by 1 per cent as conk
pared with the crisis level and was still expressed in twd
digit figures (over 11 per cent in the summer of 1984 &
against 7.5 per cent in the USA). For that reason all th
parties proclaimed that fighting unemployment would
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their top priority task if they won the elections. Although
the need to halt the growth in the budget deficit was unan-
imously acknowledged as the second most important con-
cern of the future government (it became clear in the sum-
mer that under any government the deficit would substan-
tially exceed April’s estimates), each of the leaders pro-
claimed an ambitious programme to fight for new jobs. The
total sum of the Liberals’ new financial commitments (i. e.
expenditures in addition to the programmes announced in
the spring budget) was estimated at 4,500 million dollars.
The sum promised by Mulroney, who was more cautious,
was 3,800 million dollars, while the New Democrats (who
had nothing to lose since they were not counting on an
overall victory) declared that they intended to increase state
expenditures under economic programmes by a whole
6,500 million dollars. Broadbent went much further, pro-
mising to revise the tax system with the aim of greatly eas-
ing the burden for the population and taxing large in-
comes more strictly and on a larger scale. It is interesting
that in his desperate attempts to raise the Liberals’ chances
by taking up some popular social and economic slogans
from his opponents, a bit here and a bit there, Turner bor-
rowed from the new Liberals the idea (in an abridged form)
of a minimal tax on personal incomes exceeding 60,000 dol-
lars a year, which was intended to close tax loopholes and
provide the federal treasury with at least 13 per cent of the
real sum of these incomes. As to Mulroney, he only sup-
ported Broadbent’s idea in principle, assuming no specif-
ic obligations in such a sensitive issue as tax reform.

Turner took up quite a few election slogans from his
chief rival. Thus, he made obviously conservative promises
to weaken control over foreign investments (without elim-
inating the Foreign Investment Revision Agency (FIRA)
which, incidentally, Mulroney did not touch either) and to
revise some parts of the National Energy Programme (replac-
ing the Petroleum Incentives Programme with a system of
tax breaks; taxing oil firms on profits rather than revenues,
thus ending the Petroleum and Gas Revenue Tax; adopting
market-sensitive pricing for exported natural gas; and final-
ly, abolishing the rule according to which the government
had the right to buy up to 25 per cent of the stock in any
oil and gas company operating on federal land).*® It was
Mulroney who also advanced the hardly conservative idea
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widely advertised during the election campaign that high
interest rates were one of the chief obstacles in fighting‘
the budget deficit and that, in order to lower them, it was
necessary to still further lower the exchange rate of the’
Canadian dollar (in the summer of 1984 it was rated at
75-77 US cents). In their turn the Conservatives borrowed
the traditionally Liberal call to support small business. It is
significant that despite the similarities between the two
parties members of monopoly circles firmly backed the
Conservatives and pinned great hopes on Mulroney.

The above-mentioned poll conducted among managers
of major companies and banks showed that 88 per cent of
those who filled in the Financial Post questionnaire intend-
ed to vote for the Conservatives, 79 per cent had a favour-
able opinion of Mulroney (only 40 per cent had a similar
opinion of Turner) and the same 79 per cent favoured
doing away with FIRA. At least 80 per cent believed that
the economy would be better run under a Conservative Gov-
ernment (81 per cent), that there would be less state reg-
ulation (80 per cent), a better energy programme would
be elaborated (82 per cent), there would be progress in rela-
tions with the USA (84 per cent), and federal-provincial re-
lations would be improved (80 per cent). However, only 68
per cent of the managers thought that Mulroney would
succeed in reducing the budget deficit, 44 per cent that in-
flation would be curbed, 53 per cent that the needs of small
business would be better seen to than under the Liberals, |
and only 35 per cent that the Conservatives would achieve
success in the field of international relations (13 per cent f
believed this would not be so and 51 per cent expected |
no changes in this field). :

It would be a mistake to judge these answers at their face '
value. Thus, only 57 per cent of the managers admitted that '
the Conservatives were better able to take into account’
the needs of Big Business (40 per cent preferred the vague ,
answer that they did not expect changes). It was clear, ;
however, that the sympathies of the financial elite remained I
on the side of the Conservatives, for whom 74 per cent of
the managers polled had voted in 1980. 1

v
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In the course of the election campaign Mulroney sharp-
ly criticised the economic policies of the Liberals, both
domestic and international. Among the main sins he attri-
buted to Trudeau and his followers were their unreasonable

|
:
244 l



nationalism, excessive dirigisme and deficit financing, and
also confrontations with the provinces on the issue of their
economic sovereignty, confrontations which had slowed
down preparations for a number of megaprojects on the At-
lantic shelf and in the country’s western areas. As he put it,
“Trudeau’s nationalist policies drove $50 billion of direct
investment out of Canada, forced monetary officials to im-
pose high interest rates on the nation to attract costly in-
flows of debt capital, and destroyed foreign confidence in
Canada as a place to invest”’.5°

In the words of a Newsweek commentator, ‘“The out-
come was good news for the Reagan administration”
because ‘‘Mulroney’s government will be pro-business and
proAmerican”.5! In particular the USA expected the
Conservatives to ‘‘de-regulate’ certain sectors and spheres
according to the recipes of Reaganomics. Washington
warmly approved of Mulroney’s pledge to increase military
expenditures in the next few years by at least 6 per cent a
year in real terms. The rulers of the American transnationals
intended to grab a large slice of the cake when some enter-
prises belonging to the Canadian state would be sold to
private companies.

It is interesting that a weakening of regulation and a de-
parture from the Canadianisation policy would apparently
have occurred even if Turner had won. In his pre-election
speeches, like Mulroney, he praised free enterprise and pro-
mised to create a new climate of trust between business
and the state, put an end to economic nationalism, attract
foreign capital to take part in Canadair and De Havilland
and so forth. But in this question as in other ussues Mulro-
ney was more consistent and went further. Taking into ac-
count that in May 1984 public opinion polls registered a
new increase in the number of people favouring expansion
of foreign investments (up to 67 per cent as against 62 per
cent a year before), the leader of the Conservatives pro-
mised to take decisive measures to attract American and
other investors, reconsider FIRA’s mandate and rename it
Investment Canada, change the status of the Canadian
Development Investment Corporation to relieve the state of
a number of weak and inefficient companies by transferring
them to private hands. Only the sphere of banks and insur-
ance, communications and mass media as well as uranium
mining and power engineering were declared a zone where
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the activities of foreign capital would be closely monitored.

Admittedly, it is to Mulroney’ credit that after coming
to power he set about fulfilling some of his election pro-
mises quite energetically (Turner had pedantically counted |
that he made 338 promises). Government economic policy

tended towards de-regulation according to the Reaganomics |
model. In the field of price policy it was intended to remove |
controls over oil and natural gas prices and eliminate the |

right of crown corporations to acquire 25 per cent of the
shares in any projects involving energy resource exploitation
of federal lands. A special tax on the incomes of oil compa-
nies was abolished and the subsidies for national firms in
the oil and natural gas industry were replaced by tax in-
centives.

The draft mini-budget (November 1984) provided for
cuts in state outlays on certain economic development pro-

grammes and curtailing subsidies and credits for crown cor-

porations. At the same time state allocations for job crea-
tion programmes were increased by a billion dollars. It is
interesting to note that, as opposed to their Liberal prede-
cessors, the Conservatives forecast a rise in federal expendi-
ture and larger budget deficits in 1985-1988. According to
the estimates of experts in the former government, Canada’s
government debt would reach 45 per cent of the GNP at
the end of the present decade, whereas the Conservatives
assume it may rise to 60 per cent.

In the course of the election campaign the Conservatives
accused their opponents that they had set up FIRA and
turned it into a nationalist watchdog which was to blame

for 3,700 million dollars’ worth of capital investments flow-

ing out of the country. Now, FIRA was indeed renamed In-
vestment Canada and stripped of the right to control new
capital investment projects involving foreign capital and

to consider bids to buy Canadian companies with assets’

and turnover below a fixed limit. On the other hand, its
functions now included searching for new sources of invest-
ment capital, including foreign ones—a fundamentally new‘
development.

It was reaffirmed that a number of enterprises in the pub-
lic sector would be reprivatised. In October 1984 it wasI
announced that the new government intended to urgently’
reduce the portfolio of state participation in industrial and’
other non-finacial companies. In the course of the first’
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round in the clearance sale of companies belonging to the
Canada Development Investment Corporation it was expect-
ed to reduce assets by approximately 8 billion dollars.®?
It was intended, in the first place, to transfer into private
hands some major companies in difficult financial straits
and with insufficient orders (the same Canadair and De Ha-
villand in manufacturing and Eldorado Nuclear Ltd. in
mining).

The sale of stock accumulated in the hands of the federal
holding company was to be directed by its new President,
Paul Marshall, a member of the Brascan leading group who
represented the interests of the Bronfman family resources
empire. A total of eight top officials known to be people
of the Bronfmans were included on the board of the Canada
Development Investment Corporation—an impressive exam-
ple of the Conservative cabinet’s relationship with the world
of Big Business.

Paul Marshall was faced by a far from easy task. The sale
of the stock as a package proved unpracticable right away,
and searching for a buyer of each separate company was
hardly simple. While the acknowledged leader of the sector
Bell Canada bid for the controlling interest of Teleglobe
Canada, it proved difficult to find anyone prepared to pay
125 million dollars for the stock of Massey-Ferguson, which
had been purchased in its time by the state in a crash opera-
tion to save the company from bankruptcy. In any case,
the reprivatisation course began to be implemented, as was
the policy of active convergence with the USA.

Having announced immediately after his victory that he
would invite President Reagan for an unofficial visit to Ca-
nada, Mulroney stated as his chief objective in international
affairs ‘o renew relations of confidence with our greatest
friend, neighbour and ally, the United States of Ame-
rica”.5% A week after he had become Prime Minister he
hurried off to Washington provoking raptures in the US
press.

As the newspaper of the Canadian Communists wrote, in
return for the promise to dump more money into NATO
and hand over to the multinationals some of the industry
presently held by the government, Mulroney apparently
hoped to obtain a pledge from the American Administra-
tion that it would take steps to lower interest rates, put a
stop to acid rain and resume the practice of consultations
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with its closest ally.’ *

As to the policy of creating new incentives for the in-
flow of foreign capital, the Conservatives pinned their prin-
cipal hopes for sustaining business activity on this policy.
In any case such was the opinion of the British Economist
which wrote in an editorial at the beginning of November
that the Mulroney government had staked on the ability of
foreign investors to provide the economy with invigorating
injections which it badly needed. :

The dust raised by the elections had only just settled
when the talks on sectoral liberalisation were resumed. In
the days of the Mulroney-Reagan meeting in Quebec an
influential American newspaper wrote in an editorial that
despite Canada’s concern over the American companies’
deep penetration of its economy, it was in the interests of
both sides to continue “efforts to reduce existing trade
barriers”’. It was emphasised, however, that such changes
were to gain momentum gradually over a certain period
of time.’® The participants in the summit expressed their
desire, in particular, to reduce trade obstacles and stimu-
late the flow of products for defence needs. It was arranged
that the trade ministers of the two countries would sub-
mit their proposals in half a year so that specific measures
on trade liberalisation would be adopted during a year,
at least in part of the sectors earmarked earlier. Additional-
ly, the sides announced their intention to reduce obstacles
in energy resource and science-intensive product trade.
Although the objective of complete tariff disarmament of
the two North American countries was not included on the
agenda by the present Conservative government, its inten-
tion to undertake more active efforts to extend existing sec-
tors of free trade was displayed quite clearly.

In early 1985 the Minister for International Trade is-
sued a paper defining the new government’s approach to
the problem of further trade integration with the USA.5¢ |
Support for sectoral talks and a proposal to extend the
range of commodities involved in the talks (including petro- |
chemical products, non-ferrous metals, meat, and possibly
wood products, furniture, alcoholic beverages and cosme-
tics proposed earlier by the American side) were combined
in it with praise for the idea of a comprehensive agreement
on liberalisation. It also indicated support for the above
draft general agreement with the USA proposed by the |
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Business Council on National Questions.

Contrary to the traditions of the last few decades, an
integrational agreement with the USA was not linked to
the concept of free trade anywhere in the paper—apparently
not to give rise to unpleasant associations and reproaches
that Canada was ready to rush into the ‘‘fatal embrace of
the American eagle”.’” Nevertheless, the paper went on to
estimate the possible effect of such an agreement, and of
course the effect was judged to be exclusively positive (a
5 to 10 per cent growth of the GNP by means of rationali-
sation and longer production runs, an up to 30 per cent
increase in productivity and so on). Considerations were
also set down concerning the way such a comprehensive
agreement would come into force, its possible influence on
protectionist trade practices and the system of state regu-
lation of the economy.

Generally the government had shown that it was secretly
preparing for new large-scale steps aimed at drawing closer
to Canada’s southern neighbour. Its own position was prob-
ably expressed in the following words of the paper cau-
tiously presented as a tentative approach to an integrational
agreement with the USA: “The interdependence of the
Canada-US economies is already at an advanced stage and

. the absence of formal bilateral arrangements impedes
the development of a more competitive economy and there-
by erodes our capacity to pursue Canadian development
and exercise Canadian influence internationally’’.*® The
Canadian press remarked with an ironic twist that the pol-
icy paper suggested ‘“‘that an economic marriage with the
United States is very much on its (Progressive-Conserva-
tive government’s—A.B.) mind”’.% ®

It would be appropriate to note at this point that this
policy of the Conservative Government was criticised at
the ““11 prime ministers’ conference’” in Regina (February
1985) in which Mulroney and the heads of the provincial
goverments took part. It seems, however, that the absence
of a national consensus concerning the future of Canadian-
American trade would hardly stop the Canadian Tories
who had finally gained access to federal power.

Up to the end of 1986 high-level Canadian and US repre-
sentatives held five successive meetings to negotiate new sec-
toral free trade arrangments.
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Conclusion

It would seem that this entire book confirms the con-
clusion, obvious to most scholars studying Canada, that the
country’s place in the world capitalist economy is deci-
sively determined by its relations with its neigbour on the
continent. As the Canadian Communists point out, what
makes Canada unique is that it is ‘““more integrated into and
more dependent on the US economy than any other de-
veloped capitalist country”.! Non-Marxist researchers also’
recognise the unprecedentedly high degree of “bilateral "
interdependence” with the United States and ‘“the asym-”
metry in this relationship’’.?

Quite a few facts were cited above to show growing in-
tegrational interaction between the economies of the two
North American countries. Thus, in the early 1980s the
scale of import of intermediate products (food and indus-
trial raw materials, semi-manufactured goods, certain kinds
of finished products intended for further consumption in
production—equipment, parts and assemblies, electronic
components and so on) from the USA reached 30 per
cent of the Canadian production of goods indicating the
ongoing integration of the two countries’ economic struc-
tures and the tremendous role of deliveries from the USA in
providing for the normal functioning of Canadian industry.
Accordingly, the share of intermediate products imported
from Canada approaches 4 per cent of the value of ship-
ments of US production of goods—also a very high level
in view of the ten-fold gap in the scale of the economies.
Although machines and equipment are on the whole a weak
sphere of Canadian export trade, quite impressive results|
have already been achieved on the American market. Up
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to 85 per cent of Canadian deliveries of machinery go to
the USA; these deliveries’ share in Canada’s total bilateral
export exceeds one third.

The exchange of intermediate products of smelting and
machinery industries and a wide range of specialised fi-
nished goods (including such exchanges between elements
of the same transnationals) is supplemented by reciprocal
deliveries of similar resource products (oil, coal, iron ore,

natural gas, and electric power) in order to save on transpor-

tation costs or due to seasonal differences (for example,
| more electric power is cosumed in Quebec in wintertime
| for heating and in summertime in New York for air condi-
E tioners). Many manifestations of integrational interaction

may be found in such spheres as private financial business
(from an extensive network of American banks in Canada
and vice versa to common elements in discount policy),
trade in securities (the Toronto stock exchange, for exam-
ple, generally follows in the footsteps of the New York
stock exchange with a certain time lag) and also the activi-
ties of the central bank (similar principles in regulating the
money supply, interest rates and so on). The general move-
ment of social reproduction in the two countries displays re-
markable parallelism which was clearly demonstrated dur-
ing the last cyclic crisis and recovery. According to an
influential Canadian newspaper, the latter have proved that
Canada’s economy is increasingly strongly bound to the
American economy.?

It is patently obvious that the interlocking and inter-
action of the national economies within the North Ameri-
can integration complex has been further enhanced in
the last few decades. It is hardly correct to describe it as
reciprocal influence, as bourgeois economists like to do:
as a result of inequality between the partners North Ameri-
can integration is distinguished by mostly unilateral influ-
ence by US reproduction processes and government policy
on the junior partner of the regional complex. ‘“Canadians
can be excused if they ‘watch the American economy like
wary hawks’... Like it or not, we are tied to what happens
across the border,”” says Calgary journalist Hap Wither-
spoon.

Thus, Canada is a highly developed capitalist state with
an obviously open economy deeply involved in regional
integrational processes on the North American subconti-
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nent. While its economic potential is marked by ove
high standards of quality, the country’s industry shows no
table structural disproportions and is largely controlle
by foreign capital, which has a strong impact on Canada’s
place and positions in the world capitalist economy. O
course, Canada has to a considerable extent outgrown th
role of hewer of wood and drawer of water at the co
of His Majesty American Industry it has played in this cen
tury, but the Canadian economy has still retained its trun-
cated and branch-plant development with respect to the
more powerful and ramified industrial complex of the USA,
In the last few decades Canada’s foreign economic rela-
tions have acquired new dimensions and become much more
diversified, but the decisive link of its industry to markets,
sources of material supply and advanced technology in the
USA has been retained on the whole.

In his time Dean Acheson called Canada a regional power
without a region. If this paradoxical statement is applied
to the economy, it quite aptly expresses the historical
fact that Canada’s national economy is overshadowed by
US imperialism and is increasingly absorbed in the super-
structure of the North American regional complex emerging
under the decisive impact of the interests of US Big Busi-
ness. On the political plane, the statement implies that while
Canada is a sovereign and independent state it, nevertheless,
pursues a foreign policy always with an eye on its power-
ful and expansive neighbour in the region and directly fol-
lows in the footsteps of American imperialism on a number
of major international issues. i

Domestic policy as well, including the social and eco-
nomic sphere, experiences a powerful impact from outside
which the Canadian bourgeois parties in power can and do
oppose only up to a certain point. Stephen Clarkson has
written: “Canada’s economy is so open that its governments
have little macroeconomic control and only a partial micro-
economic capability.’”

Of course, quite a lot depends on the specific political
forces leading the ship of the Canadian state through the
stormy waters of the modern world in any given period.
According to a widespread opinion in North America, th
Conservatives would almost certainly remain the majority
party until the end of the century.® If that is so, it will
depend on the Conservatives and their leader Mulroney
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to what extent their foreign and domestic policies would
be essentially Canadian, i. e. would conform to Canada’s
interests and capabilities as a sovereign nation. It is interest-
ing, in particular, whether the course announced by the
present cabinet to attain a really important and far-reaching
target of doubling national R&D spending within five years
will turn out to be consistent and effective.’

It would seem that in pursuing an intraregional policy
the free hand of the Conservatives will objectively be more
restricted than in policy-making on a larger range of in-
ternational issues. This has to do with the very powerful
integrational background against which economic, and to
a large extent social and political, processes are developing
on the North American subcontinent. Many North Ameri-
can scholars believe that, faced by acute differences with
the USA on specific issues, Canada has no choice, in effect
(either to settle these differences or just slam the door)
since ‘‘There is a limit to the extent that Canada can assert
its economic independence from the United States and cut
itself off from American technology, investment, and
markets”.%

North American integration will undoubtedly continue
regardless of whether or not it will be institutionalised
in an intergovernmental treaty in the near future. In our
time hardly anyone would choose to maintain that the fate
of integration depends directly on the possibilities of fur-
ther trade liberalisation on a bilateral basis. For the latter
is only one, albeit important, element in the integrational
system, Even if sectoral talks were to reach an impasse,
which is highly unlikely in view of the Reagan-Mulroney
combination, this would not mean that integration as an
objective and (under capitalism) largely spontaneous process
of interlocking and increasing mutual penetration of nation-
al economies in the region would stop or even slow down.

At the same time there is no reason to believe that there
will be a considerable evolution of forms of North American
integration in the near future. Apparently, the chief im-
pulses for stronger economic interaction in the region will
come from private monopoly capital, as has been the case
until now. Whatever serious contradictions overshadowed
political relations between the USA and Canada at various
periods of time, most leaders of major companies on both
sides of the border have firmly adopted the continental
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philosophy and generally tend to take into account the po-
tentialities (resources) and needs (trends in market demand)

not of the national but rather of the subcontinental econo-

my in taking specific economic decisions. On the other
hand, however wide-reaching future interstate agreements
may be, their real integrational impact may also become
apparent on the micro-economic level in the first place,
through their influence on the production and market poli-
cies of Canadian and American companies on both sides of
the border.

It is important to point out that integrational processes
are developing in the North American region on the basis
of the capitalist world’s highest concentration of pro-
duction and capital with the active participation of the
largest and most powerful monopolies of the contempo-
rary West. The industrial apparatus of both countries is
highly developed and is undergoing virtually continuous
modernisation accompanied by further extension of the
division of labour and of the relations of specialisation and
cooperation, chiefly within the regional framework but
also on a broader basis. No wonder recent decades have
not only witnessed energetic interlocking of the private
monopoly capital of the USA and Canada but also the fact
that, like a powerful magnet, North America has attracted
more and more investment capital from other continents,
primarily from Western Europe and Japan, and since the
mid-1970s even from the Middle East.

Under the circumstances it is hardly possible to speak
about the rise of a truly closed economic grouping in North
America. Rather, it is a matter of strengthening and expand-
ing the sphere of ‘special relations” between the two
countries, the growing intensity of exchange, capital and
production internationalisation within the region as com-
pared with other areas of foreign economic relations develo-
ped by each of the countries involved in North American
integration. Still a significant impulse for further drawing
closer and mutual interlocking of the economies of the
USA and Canada could, of course, be provided by new
agreements on bilateral trade liberalisation both on a sec-
toral basis and, in particular, of a comprehensive nature.

The gradual strengthening of the bilateral nature of
the integration process in the North American region has
become a major new feature. Above we already dealt with
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the symptomatic appearance of a flow of capital from Ca-
nada to the USA in the form of direct investment. It would
be appropriate here to indicate that the laying of firm foun-
dation for Canadian business operations in the USA in the
form of many billions of dollars of investments in the capi-
tal stock of American industry increases interaction be-
tween the two economies, contributing to deeper regional
division of labour and a growing scope of specialisation and
cooperation within individual North American transnation-
als and between independent companies on both sides of
the border.

That is what may be called the external aspect of the Ca-
nadianisation policy, which is becoming more pronounced
as the financial possibilities of national monopoly capital
increase and as it grows in terms of quality and quantity.
As A. G. Kvasov has written in our day “the giant American
transnationals are confronted in the country not by indivi-
dual corporations but by powerful and closely linked groups
of national finance capital’’ which increasingly often seek
“a new source of profit primarily in the American econo-
my”.” In his opinion, and we tend to agree with it, the
Canadianisation doctrine, ‘“which has never been anti-Amer-
ican”’, serves as an ideological reflection not of the desire
to shut the country off and isolate it from the USA but
rather of national monopoly capital seeking to overcome
the “‘disbalance in the continental economy”.! ® It is an at-
tempt to revise the rules of the game underlying the regi-
onal economic alliance. After all, “These rules, which had
controlled the Canadian economy’s distorted evolution
throughout the twentieth century, had been largely ‘Made
in US A’ u.l 1

Even a partial success in this undertaking is all the more
important because integration is not something transient,
not something here today and gone tomorrow. Like the
territorial proximity to the USA, the field of gravitation
created by the closeness and functional interrelations with
the powerful American national economic body serves as a
permanently operating and in many respects basic element
of the situation in which the Canadian economy develops.

With an economic potential only about one tenth of the
American and a restricted market, Canada hopes to gain
certain economic benefits from further integration with the
| USA (at least through the influence of larger production
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scale and longer production runs). It is equally obvious,
however, that these benefits can be gained only in the
course of its economic structure dissolving in a wider region-
al “hyperstructure” subordinated to US monopoly capital,
and, therefore, this entails greater erosion of national sov-
ereignty. Even today ‘‘Canada, like other host countries, is
concerned that foreign subsidiaries may operate differently
than domestic-owned firms in comparable circumstances
and also about the extraterritorial application of US law to
subsidiaries operating in Canada”.! 2

The example of North American integration points
particularly clearly to the interrelationship between econo- -
mic and political problems (typical of the contemporary
world) in the overall context of bilateral relations between
countries and, in particular, to the ‘““politicization of eco-
nomic policy questions”.! > Many economic problems have
in recent years become inalienable elements of the agenda
on Canadian-American top-level intergovernmental talks.
The following contradictions of recent years that have
acquired a clear political colouring may be singled out:
those having to do with the National Energy Programme,
a protracted conflict over the question of fishing in coastal
waters, the problem of environmental pollution compound-
ed by acid rain falling on the territory of Canada as a
result of hypertrophied industrial activities in adjacent
areas of the USA.

Although the foreign policy course pursued by Canada
as a medium-sized power and an ally of the USA in NATO
largely coincides with the American course and ‘‘Europeans
frequently note their inability to distinguish between Cana-
dian and U.S. positions on many of these multilateral is-
sues”,'* it would be a mistake to regard the two coun-
tries’ policies as identical. The sphere of foreign policy-
making conforms quite well to the observation made by
Academician Georgi Arbatov to the effect that ‘‘a great
deal in Canada contradicts the concept of North American
identity”.!

The link to the USA in the military-strategic field is parti-
cularly close, however, which is reflected in the absence of
Canada’s own military doctrine, curtailed sovereignty in
control over troops, and the fact that all of its arms and
services rely on American weapons systems. On this ques-
tion Clarkson wrote: “Unlike the other members of the

2
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alliance (NATO—A.B.), Canada has a further bilateral
dependency that is the product of a very advanced degree
of integration in the continental part of the United States’
military command and in the bulk of its military-industrial
complex”’.! ¢
Despite a strong nationwide protest campaign, in 1982
the USA managed to extract the Canadian government’s
consent to build a testing range in Alberta for American
cruise missiles. The present Conservative government is evi-
dently prepared to go even further. This was demonstrated,
for example, by an official statement of support for Reagan’s
Star Wars programme and also the signing of an agreement
in spring 1985 on joint American-Canadian modernisation
of the early warning radar system in North Canada. The
Pentagon is demanding new concessions, in particular, agree-
ment to deploy several dozen depth bombs in different
areas of Canada in the event of a critical situation in the
world.
The subordination of Canada’s national interests to Wa-
shington’s whims runs into growing resistance throughout
the country. This has been reflected in Parliament where
MPs from both opposition parties—the Liberals and the New
Democrats—condemned the support of Star Wars program-
mes by the government and the American plans to deploy
nuclear weapons on Canadian territory.
Outside of Parliament this resistance is expressed mostly
in the growing demand of the people that Canada pursue
a truly independent peaceful foreign policy, specifically
stop tests of US cruise missiles on Canadian soil, declare
the country’s territory a nuclear-free zone and reduce mili-
tary expenditures. There is a growing awareness that spe-
cific Canadian demands are closely linked to broader inter-
national actions against militarisation of outer space, to
! appeals for nuclear powers to follow the USSR’ example
and pledge not to use nuclear weapons first, as well as to
join the Soviet moratorium on nuclear test explosions, and
support for the proposal to freeze existing stockpiles of
nuclear weapons and subsequently reduce them.

’ Dissatisfaction with the unconcealed pro-American course

pursued by the government gives rise to opposition from
the advocates of a more independent policy for Canada.
The latter are also to be found among part of the Canadian
bourgeoisie. A significant fact is the founding of a commit-
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tee including members from the most different political
cirlces to defend and continue the policy of Canadianisation
of the country’s economy, culture and foreign policy.! ’

So it would seem that in the political plane, too, Canada
will seek to secure a ‘‘stronger international role as a coun-
terweight to US ties”.!® Otherwise it would be difficult for
Canada to disprove the prediction of the prominent futuro-
logist and founding director of the Hudson Institute,

Hermann Kahn, who said that the country has ‘‘a so-so

future”.!?

What its future will actually be like depends exclusively
on the Canadians themselves. Indicating the obvious inabil-
ity of the ruling party to consistently defend national in-
terests, the Canadian Communists urge their country’s
working-class movement to rally forces in the struggle for a
democratic alternative to state-monopoly capitalism and
against the antipopular elements of the Conservatives’
social and economic policy. As Canadien Tribune, organ
of the Communist Party of Canada, has written: “If ever
an anti-monopoly coalition were needed it is needed
nOW.”zO

! See: A New Course for Canada, p. 7.

? See, for example, Grant L. Reuber, Canada’s Political Economy.
Current Issues, McGraw-Hill Ryerson Ltd., Toronto, 1980, p. 136;
International Organisation, Spring 1978, p. 514.

® The Financial Times of Canada, February 4, 1985,

* The Christian Science Monitor, July 13, 1983, p. 5.

* Stephen Clarkson, Canada and the Reagan Challenge. Crisis in the
Canadian-American Relationship, p. 287.

¢ The New York Times, September 7, 1984,

"The Financial Post 500 (Supplement to The Financial Post),
Summer 1985, p. 43.

® Canada and the United States: Transnational and Transgover-
nmental Relations, p. 274.

®SShA: ekonomika, politika, ideologiya, No. 2, 1985, pp. 32, 35.

' ° Ibid., p. 35.
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'2]1bid., p. 107.

! 3Harald von Riekhoff, J, H. Sigler, B. W. Tomlin, Canadian-US
Relations: Policy Environments, Issues, and Prospects, p. 8.

'4]bid., p. 41.

!5 Canada on the Threshold of the 1980s: Economics and Poli-
tics, Moscow, p. 5 (in Russian).
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