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1. NEW CONDITIONs'FOR C NADA'S ECONO IY
THE BUDGET introduced in the House of Commons fi

April 29th is the Governmental balance sheet for the fir
full year of peace since the United Nations defeated t
fascist Axis powers. The budget shows conclusively tha
Canadian economy is able, in peace as well as in war, t

"produce enough to provide an abundant life, with econorm
security and expanding opportunity, for every man, worn
and child in the country. Recording production of good
and services to the value of more than eleven billion dollar
during 1946 and the prospect of an increase to the um
precedented level of twelve billion dollars worth in 1947
the budget proves that it is now technically possible to
increase the dollar income of every Canadian to double
what it-was in 1938 and at the same time" to spend two
billion dollars per year upon social security measures to
protect the health and general material well-being of the
people. But, along with the evidence that Canada is now
possessed of enough material resources and productive
capacity to abolish want from our country, the budget
speech of the Minister of Finance revealed, also, a grow­
ing trend on the part of the government to discard those
measures and elements of policy which had been intro­
duced as a tentative beginning of governmental action
to guarantee "economic security and medical care for every
Canadian. So definitely doesthe budget indicate a govern­
ment retreat from such policies that big business hailed it
as a "Deathblow to the Cyclical Theory." The Ottawa rep­
resentative of the Financial Post described what he termed
"the major reversal of tax policy," in the following words:

"Ever since 1942, when the real wartime tax, rate
came in, Ottawa has been operating on the 'cyclical
budget' theory -tax and save in good times so that
you can spend and run deficits in bad times."

"Mr. Abbott gave the cyclical theory a. beautiful
epitaph. In half a dozen sentences he outhned w~at
should be done according to its doctrine ... But h!1vmg
thus stated the doctrine, he proceeded to thro~ ~t out
of .the window, and he told precisely why: Politically,
it won't work." .

Such vulgarization of the issue completely: obscures
the real problem and ignores the r~al underlymg f?rces
which are at work. The Minister of Finance and the Finan­
cial Post may believe that w~ether or not the government

2



should adopt policies which correspond wit~ the new
conditions created by finance-capitalist monopolies and two
world wars, depends upon the electoral aim~ of t~~ King
government but, if so, they ~re.wrong. The Ill.stabilIty. and
fluctuating character of capitalist economy will not disap­
pear simply because the Minister of Finance chooses to ig­
nore it and Mr. Abbott's budget address did not deal a death­
blow to the cyclical theory. The blow it dealt was a body
blow at the people's hopes that the government would
adopt post-war policies in line with the interests of the
Canadian people and the nation. But, while dealing a body
blow at these hopes, ' the budget and the 'address actually
highlighted changes already taking place in Canada's econ­
omy which, unless recognized and met by 'appropr iat e long

. term policies, will aggravate the conditions which produce
cyclical crises and will intensify ' the effects of the now
looming crisis when it strikes.

These changes .were in progress -before the war but
they have been speeded up tremendously by our national
war effort and the changes taking place in the world. Each
one of them makes necessary far-reaching changes in the
economic 'aims and direction of governmental policy in
Canada. Each one of them emphasizes the fact that gov­
ernmental policies such as were traditional before the war
will no longer protect the national interests of this country
and its people. Despite Mr. Abbott's easy "epitaph" to the
cyclical theory, the budget reflects these changes in three
of its important features which make it sharply different

- from every peacetime budget submitted to the Canadian
House of Commons before the war. -

FIRST: The government is budgetting for a net reve­
nue. of two billion two hundred and ninety million dollars
during the fiscal year of 1947-48. This is almost four times
a~ much as the highest revenue budgetted for in peace­
time before the war - even during the 1930's when the
Dominion government was called upon to make large-scale
emergency expenditures. It will absorb no less than 19%
of the value of all goods and services produced, even if that
reaches the unprecedented total of twelve billion dollars
wh~ch. the Minister of Finance indicates as a possibility.
This IS about twice the average for the decade before the
war, three times the percentage that was considered
normal before the depression.

The requirement that almost a fifth of the value
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of all goods and services produced by the people during the
coming year shall be turned over to the Dominion govern­
ment is not created by extraordinary or emergency expendi­
tures as was the case during the war - and as will become
necessary again in the event of economic crisis. The
Dominion government requires such a large percentage of
the national income to finance its ordinary activities because
its functions and its role in the economy of the country
are changing. For example, the interest charges on the na­
tional debt alone now amount to $437 'millions per year.
This is more than the aggregate total of all Dominion
government expenditures . in any peacetime year until
shortly before the war. Our net national debt has been
expanded to thirteen billion dollars ($17.6 billions gross)
It is now the country's greatest single source of unearned
increment to investors. The burden of the public debt and
the fiscal policies which have accompanied its growth in
capitalist countries cause many people to consider that it
is the most important source of the evils of capitalism.
That point of view is incorrect. The public debt can reflect'
social progress. The financial mechanism for mobilizing the
people's savings represented by the national debt is one of
the most powerful levers of primitive accumulation. Prop­
erly utilized, for progressive social purposes, the mobiliza­
tion of national savings through the mechanics of the
national debt· can be a powerful and revolutionary means
of social construction, national conservation and economic
development. In Canada today, however, the overwhelmingly
greater part of the securities representing the national debt
are held by a numerically small group of immensely rich
people and corporations. The position of the big holders
of those securities corresponds exactly with the descrip­
tion written by Marx more than eighty years ago. They
"actually give nothing away, for the sum lent is trans­
formed into public bonds, easily negotiable, which go on
functioning in their hands just as so much hard cash
would." .

Thus, one of the crucial functions of government today
is to determine by its taxation policy whether the rich
shall pay the greater part of the cost of servicing the
national debt or if the poor shall be made to pay as much as
possible 'of the $437 million.annual interest payments which
go mainly to the rich.

The expansion of governmental r evenue s shows also



that even in Canada, where finance -capital has become im­
mensely st ronger as well as rich er as a result of the war,
the growing strength of progressive democratic forces
makes it impossible for governments to ignore the terrible
inequities and the insecurity that monopoly capitalism
crea tes for some sections of .t he country and for the great
majorityof its people.

SECOND: The government's budget and the budget
speech delivered by the Minister of Finance emphasized
the changing role and influence of exports in Canadian econ­
omy - particularly as it operates at the pre sent time. Th e
int imate relationship between the level of exports and the
level of th e national incom e was indicated by the Minister
of Finance in the followin g word s: "One of the main SUP.
por ts of our current high level of production and incom e
wh ich is th e result of special government action is, of cour se,
ourela rge volume of exports, financed in part by the loan
to Bri tain and by exports credits to France, Belgium, Hol­
land, and some other countries."

What a large part is played in our national economy
by exports and governmental expenditures is revealed by
t he fact that the combined to tal s of th e dollar valu e
of exports,* and the Dominion government's net cash ex­
penditures during the past year, equalled 45% of the value
of all goods and services produced by the. people of Canada.
Let it be emphasized,' furthermore, this percentage does not
include 'the six hundred and ninety-nine million dollars
disbursed by th e Dominion goveniment under the headings
of loan s, advances, export credits, cost of loan flotations,
etc . Thu s, in addition to illustrating what a greatly in­
cre as ed percen tage of the national income is now required
to finan ce g overnment al expenditures, the budget address
sh owed, also, that dir ect governmental intervention in the
national economy ha s been a-decisive factor in det ermining
the level of our post-war national incom e to date. The Min­
ist er of Finance sought to placate Tor y opposition to such
act ion by declaring: "None of us cont emplates a continuous
lar ge-scale program of governmental lending to finance our
exports ." What he said ma y ha ve been true, but it did not
to uch upon th c decisi ve fact. Th e decisive fact is that, while
larg e-scale governmental finan cing of 'expor ts may he a
temporary post-war mea sure, th e new governmental func­
t ions of which export credits are a part are here to stay.
Th o extent to which the gover nment perform s them will
( I) $:l, 4:i5, UCO,OOO. durtng' Ih e eu te ud a r ~: elll' 1040 .



exert an important influence upon the future of our national
economy . .

THIRD: The reason why more and more Canadians
will insist upon the Dominion government expanding its
new functions which correspond with the conditions creat­
ed by monopoly capitalism is emphasized in the increasing
uncertainty that the budget reveals concerning the prospect
ahead of capitalist economy as a whole. Explaining the
need to allow an extra large margin for error in his esti­
mates the Minister of Finance warned the members of
the House of Commons that: "Any forecast in these
uncertain and abnormal times is subject to a wide margin
of error and to many qualifications ..." " ... it must
be borne in mind that our revenues now are very sensitive
to any change in general busines-s conditions. In forecasting
them in this budget, we have assumed that our national
income, production and trade will be at high levels. We
helieve that this is the most probable course of events.
On the other hand, it must be conceded that some recession
in the United States this year is by no means impossible".

The significance of the Minister's warning is best
understood when one considers it in conjunction with the
almost unanimous admissions of the economic and market
trend advisers to big business that a slump must be ex­
pected in the United States in the near future. Bearing
out their predictions, the Daily Tribune reports that the
United States Bureau of Labor Statistics estimates that:
"If the incipient recession grows severe, there is a chance
that the present level of two million unemployed may rise
to six million by the middle of next year". Well might the
Minister use the words "by no means impossible".

Thus, instead of dealing a deathblow at the cyclical
theory the budget illustrates anew its correctness. The
Minister's words are like a mirror in which can be seen
reflected the fact that Canada is confronted by uncertainty
- and the probability of economic crisis, even in the near
future.
2. THE SOURCE OF TH~ ,ECONOMIC UNCERTAINTY
THE SOURCE of the uncertainty which impelled the Min­
ister of Finance to warn the House of Commons against
the danger of what he termed "an economic recession" is

. to be found in the very policies of which his budget, is an
important part.

In Canada as in all capitalist countries the ultimate
reason for economic crises is because the purchasing power
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of the overwhelming majority of the people fall s too far, oj

shor t of their collective ability to produce goods for sale.
Because of that fundamental cont radiction in our national '
economy, full employment in Canada at the preset tim e is .
possible only when exports are enormous (and considerably
greater than imports) and when there is going on in ad- I I I

dition large-scale new investment for expansion of basic , ,,:
capital. If the government ,continues to refuse trade cred. ts J

to the New Democracies and the U.S.S.R. and refuses, as
the Minister of Finance suggested it may, to extend new
credit to Britain and France when the present credits ar e
exhausted, our exports will decline from their present all­
time record high for peacetime. Similarly with new capital
investments. The Dominion Department of Reconstruction

.announces that a survey of business firms reveals plans _
for new capital investment to the amount of $1,739,000,000
during the present year. If such a program of new invest­
ment were to be actually carried through and exports main­
tained there would be a high level of employment, indeed
full employment, in Canada. But, even when 't he Minister
of Reconstruction published the results of his departmental
sur vey, it was evident that his forecast of a billion and
three quarter dollars of new investment during 1947 could
not be accepted as a trustworthy guide to an understanding

- of the economic prospect. First, the type of work in which
most of the new capital was supposed to be invested is
such that Canada's existing capacity is insufficient to pro ­
duce the materials required. Thus, even if the program
were carried through a large part of the expenditures
involved would be for imported materials and would not
provide employment producing them in Canada. Secondly,
the forecast of a billion and three quarters .of new invest­
ment makes no allowance whatever .for the cancellations
and cutting down of plans which are bound to occur as
the probability of lower prices and business recession is
recognized. How little reliance can be placed in Mr. C. D.
Howe's forecast is emphasized by the fact that one of th e
fir st institutions to cut back its planned expenditures is th e
"Wartime Enterprises," a part of the government's Post ­
war Reconstruction program over wh ich he himself exer­
cises authority.

The only fundamental and controllable ground upon
which it is possible to prognosticate the future trend of
the national economy, and by which it is possible to de­
termine with exactitude the avera ge long term level of
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, ,new capital investment , is th e hom e ma rket. In arldit io
it should be add ed that for lauada a pr ospero us home

. ' mark et is til e sole guarantee of conti nuing ability to 111

.t he difl icul ties already looming ah ead for the export sccto
t. of Canada's production. But, today the vitally importan

'I I how e market is the weakest link in the chain of our nat ion-
( , a ] econom y. Our people cannot buy enou gh of the good.

, . and servic es th at th ey produce -to guarantee a firm floor
of domestic purchasing power und er our enormously ex­
panded capacity to produce. The pric e level is being allowed
to rise rapidly, without any adequate accompanying in­
crease in the purchasing power of t he ma ss of people . The
effect of this is th e more evident in the national economy
because the people whose purchasing power is cut are the
ones who have to spend all or almost all of their incomes
week by week. It is aggravat ed furth er by the fact t hat
the income of the most important group for th e home
market, namely, the wage andsalary earners, has declined
sharply in proportion to the national income. For example,
in 1943, wages and salar ies, including military pay and
allowances, represented 62.8% of all the income s r eceived
by the people of Canada. During 1946, however, wages
and salaries, still including military pay and allowances.
represented only 58.9 % of the total. That means a decline
in the purchasing power of all wag es and salaries in re lat .on
to the wealth produced equivalent to three hundred and
thirty million dollars during last year.

In sharp contrast to the declining purchasing power
of the workers and urban middle class peop le, returns to
the inve stment interests, and particularly th e incomes of
the very rich , are increasing fabulously. The new Nesbitt­
Thompson index of dividend payments cont inues to rise.
It is now higher than the wartime average and 56 }'o higher
than the average for the foul' years before the war . Whe n
to the expanded dividend and interest payments there is
added the enormous capital gain s which ha ve accompanied
the expansion of Canada's productive capacity and the
unprecedented accumulations of undi stributed profits in the
hands of the financial institutions and their great monopo ly
corporations, th e' aggregate return to the investment in­
terests from production is seen t o be at an all time high-
higher even than during the war. -

What is the attitude of the monopolis ts in thi s sit ua­
tion? Are the dominant investmen t and indu strial interests
taking 01' encourag ing action to increase th e purchasing
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