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SUMMARY OF RECOMMENDATIONS

Cuaprer 111

CONCENTRATION AND THE CORPORATE SYSTEM OF BUSINESS

1. Amendments to the Dominion Companies Act:-—
1. Abolition of shares of no-par value

10.
11.

12,

13.
14.
15.

or .
A requirement that the full consideration received for no-par shares be credited to
the capital account.

. All premiums from the sale of par stoek should be placed in the capital or non-dis-

tributable account.

. All increases in surplus or reserves which result from an increase in asset values (as

a coosequence of write-ups, appraisals, ete.) should be regarded as capital surplus,
i.e, incapable of having dividends charged against them.

. Companies should be incorperated only for activities which they intend seriously to

pursue at the time of incorporation. They should be prevented {from engaging in
activities not directly related to those for which they were incorporated, unless they
have previously secured,

a. approval of the shareholders, and

b. supplementary letters patent.

. A company’s annual statement, together with the auditor’s report should be required

to be published in the daily press and in The Canada Gazeite, in such a way as to
ensure the widest publicity.

+ The eompany should be also required to file such statements with a public authority

more specifically with the Sceuritics Board recommended below.

. The responsibility for this publicity should be placed on the Board of Directors of

the Company, who should file with the Securitiez Board, satisfactory proof that this
obligation ‘had been earried out. Suitable penalties should be provided for non- -
compliance with these provisions.

. Annusal statements should be given in more detait than at present and should include

information uander the following headings:—

a. Fixed and intangible assets to be given in more detail than at present;

b. Investments and securities—nafure, and market value.

¢. Inventories—so as to show raw materials in process of manufacture.

d. Accounts and Notes Receivable—in such a form as to make a distinction between
current and overdue and doubtful accounts.

¢. Executive salaries and bonuses—so as to show the number of executives and the
total amount paid. )

f. The amount, if any, by which fixed assets (including goodwill and other intan-
gibles), have been written up.

. The prospectus provisions of the present Act should be altered to place upon a com-

pany and its directors the responsibility for representations made on any offering for
general public subscription, whether made on behalf of the company or not.

If this change cannot be made through the Companies Act, it should be made a
criminal offence to offer for public subscription, securitics of a company with federal
incorporation, if those securities have not been subjected to the prospectus obiiga-
tions of the Dominion Companies Ack.

Every prospecius should be required- to stale in clear detail all commissions, fees,
and other remuneration received by promoters, underwriters or middlemen.
Whenever shares are allocaled otherwise than through an offer to the public, a
statement in lieu of prospectus should. as formerly, be filed. It should also be pub-
lished in the press and in the Canada Gazette in such a way as to ensure the
widest publicity.

The classes of shares that may henceforth be offered to the public should be limited
to common and preferred without any subdivisions.

All shares offered, both common and preferred, should bear equal voting rights.
Management shares should be prohibited.

When the management of a company have become aware of the serious impairment
of the capital of that company, they should be required forthwith to inform the
directors of that faet, who shall be under obligation immediately to call a meeting
of shareholders and put the above situation before them.

Xvii
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16. The first permanent directors of a company should be held responsible for all busi-
ness transacted by the provisional directors. .

17. Directors should be prohibited from speculating in the shares of their companies.
They should be required to diselose annually to their shareholders the extent to
which they have directly or indirectly purchased or sold their company’s shares dur-
ing the year. .

2. Provisions to Prevent * Stock-Watering V:—

1. It should be made illegal for directors, promoters, etc., to issue fully paid-up shares
unless the company receives for these shares, adequate consideration in cash, prop-
erty, or services. The Courts shouid investigute the adequucy of such considera-
ticn, when such adequaey is invoived in any litigation. I0 the Courts decide that
inadequate consideration was given, then liability for the balance of the considera-
tion unpaid should attach to the directors concerned, if it is shown that,

a. such directors had knowledge of the inadequacy of the consideration, or
b. failed to take reasonable steps to ascertain the adequacy of the consideration.

9. A Securities Board should be zet up, functioning as a seclion of the propcsed Federal
Trade and Industry Commission. Its functions would be:—

a. To review and investigate the proposed capital structure of all companies incor-
porated under the Dominion Act and desiring to issue stock to the publie.

b. To pass on all such issues of bonds or stock after careful investigation.

¢. To serutinize the advertising and publicity material accompanying such issues.

A. The Board should have ro power formally to approve; merely to reject.

e. No company or investment house whose proposed issuc of shares has been under
review, and not- rejected, should be permitted to make any reference to that

. fact- in its advertising literature. .

3. Appraisal companies should be made liable in damages to anyone suffering loss
through the purchase of stock, to which purchase any such appraisal has
contributed, if it can be shown that such appraisal was untrue in any material
part, and that it was issued or published by the Appraisal Company,

a. without honest belief in its accuracy, or

b. without such company first having taken nll reasonable means to verify the accuracy
of the facts or opinions contained in the appraisal. . ]

4. Mining companies might be exempted from those specific recommendations
concerning inadequacy of consideration, with the directors being liable for
any inadequacy found, since such companies are by nature highly speculative.

5. The whole trend of law should be towards putting the managers and directors

in a trustee capacity, with respect to all security holders.

CHAPTER 1V

INDUSTRY

Recommendations covering this Chapter will be found under “ General
Recommendations,” Chapter IX. Such questions as: Competitive practices in
the tobacco industry; territorial price discrimination in the fertilizer industry;
discriminatory discounts in the rubber {ootwear industry; surplus capacity and
unfair competition in the milling and baking industries; proposals for industrial
self-government in the furniture industry, would all fall within the purview of the
proposed Federal Trade and Industry Commission.

CHAPTER V

LABOUR AND WAGES

The major recommendations of this chapter are better administration of the
labour laws now on both provincial and Dominion statute books, miscellaneous
improvements in this legislation, a few types of new legislation, and more con-
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tinuous study of, investigation into and publicity for the whole range of prob-
lems covered by the title of this chapter. In detail they are as follows:—

1. More complete organization of industry into employers' and trade associa-
tions. More adequate general statistical work and more intensive
- research into personnel problems. Collective bargaining by trade unions

and associations, '

2. More complete organization of workers into trade unions. More adequate
recognition of trade unions by governments and employers.

3. More adequate appropriations, larger and better staffs for labour law admin-
istration, both Dominion and provineial.

4. Improved provineial minimum wage laws with

1. enforeement and inspection,

2. mereased penslties for violation,

3. minimum wage boards, having ihe power lo order restitution of any deficiency in
wage payment,

4. no general exemplions to firms for any reason,

5. no “ 80 per cent clause,”

- 6. ne “averaging,”

7. rigorous definition of “ inexperienced workers,” and defirite restriction of the propor-

tlon of them to the total force in any factory,
8. a eareful reconsideration of regional differentials, if any, in the legal minimum wapge
set, .
9. minimum wage laws for men, and
10. non-partizan administrative personnel.
5. Hours of Iabour laws.

1. Administered by the minimum wage or other appropriate authority, which should
delermine both the hours for which the minimum wage is payahle and the maxi-
mum hours which may legally be worked.

2. Maximum hours of labour for men.

3. Reduction in the standard hours of labour which should certainly not exceed 44 hours

per week as a maximum. o
4, Flexibility in the zdministration of such laws permitting long hours when necessary,
with time-nnd-a-hali and double-iime for overtime.

6. Employment Records.
Lezgal requirement that every cmployer keep, in either French or English, a complete
set of employment records.

7. The extension of collective labour agreements by law, provided:
- 1. that there must be no impairment of the right to strike, .
2. that thé agreement is genuinely representative of the recognized interests of a majority
of the workers in the industry,
3. that the law be not used as a method of crystallizing low wage rates, and
4. that the law must protect the public interest against the possible danger of monopo-
listie combination of emplovers and workers.

8. Amendment to the Criminal Code to make certain undesirable mdustrial rela-
tions practices indictable offences. :

9. Amendment of the Fair Wages and Eight Hour Day Act, 1930.
1. to cover all Dominion contracts. direct or indirect,
2. to authorize the Department of Labour to determine and define “fair wages and con-
ditions ” in the oeccupations and industries affected. and
3. to restrict the bidding on public contracts to a “ white list " of eligible bidders.
10. Industrial disputes investigation. T
The I D. I A or the Inquiries Act should be amended, if necessary, and utilized to
bring within the scope of public investigation a wider range of industries, bub with-
out restriction of the right to strike.
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11. More and better labour statisties.

12. Division of Research, Standards and Bervices.

The creation in the federal Department of Labour of an entirely new
division under thoroughly competent supervision, adeguately staffed and
financed, for the following purposes:—

L. General rezearch into industrial relations. 7

2. The provision of informution, advice, and service to provincial departments of labour,
cmployers and workers.

3. The drafting of model labour staluies with explanatery memoranda for legislative
committecs, ele.

4. The planning and management of Dominion-Provincial Conferences gn matters such
25 Internaiional Labour Conventions, or uniform provincial labour laws. .

13. Nationa! regulation of employment conditions preferably by Dominion legis-
lation, if feasible, or, alternatively by inter-provinecial co-operation.
I. Thorough exploration of the constitutional possibility of the enactment of Dominion
lubour legislution. )
2. If such legislation is now preeluded by insuperable constitutional obstatles, the neces-
sury amendment of the B. N, A, Act. .
3. The creation of an unpaid, permanent, representative, rotating, and non-partisan,
Advisory Council {o the IDominion Minister of Labour, for the following purposes:
a. To work cut the general prineiples and procedure of effecting the necessary read-
justments after the Dominion legislation is enacted.
b, To plan for decentralized but uniformly efficient administration, through pro-
vincial Departments of Labour, if possible. )
¢. Regardless of the enactment of Dominion labour legislation, generally io encourage
and promete public understanding of the problems of labour relations, legisla-
tion and administration.
J. And for such other purposzes az the Governor in Council or Minister may deter-
mine.
4. Pending the scttlement of the constilulional question of Dominion or provinecial com-
’ petence, annual convocation of a Dominion-Provineial Lobour Conierence to con-
sider: ’
. Methods of harmonizing provincial labour legislation.
. The implementing of International Lubour Drufs Conventions.

The agenda for such Deminion-Provincial Labour Conferences and all memorands
should be drafted and circulated by the proposed Division of Service and Standards
of the Dominion Department of Labour.

CHaprER VI
PRIMARY PRODUCER
1. The Fruit and Vegetable Grower:

1. The extension to all canning plants and to all produce of the experimental inspection
service began in 1934 and designed o eheck deliveries of fruit and vegetables for
quality, grading and weight. This should remove complaints of arbitrary and exces-
sive “ dockage.”

2. The Live Stock Producer:
1. Direct shipments of live slock io packers’ yards to be subject to the same rules of
weighing, grading, publication of prices, deliveries, sales, competition and super-
vision as shipments are to the public stock ysrds.
2. Regulations to be passed lo permit producers, where they so desire, to sell stock by
auction, on the public stock yards.
_Tive stock Commission agerts' charges should be based on a lower specific charge
plus a commission reckoned on the value of the live stock sold.
. All commission agents to be licensed and their rezponsibilities, clearly defined by the
Dominion Government. )
5. All truckers to be licensed and bonded, and to use standard bills of lading. Truckers
1o be prohibited from selling stock themselves, . )
6. The sale of hogs by fixed differentials to be discontinued with the exception of the
premium on selects and each grade of hogs to be sold separately at whatever price
it will bring.

I
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11.
12.
13.
14,
15.

16.
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. Grading of hogs or the rail to be introduced and developed where producers desire it

and conditions make it possible; grading of live hogs by Department of Agriculturs
officials to be continued.

. Cattle to be graded and sold on grades. All live eattle to be gra-ded before export

to Great Britain.

- A percentage of cutter and canner beef to be removed from the meat trade and

diverted to other uses, such as fertilizer or tankage,
Disensed, old, and thin stock to be kept off the fresh meat market entirely.
Municipal and smail abutteirs to be placed under the Health of Anjmals Branch,
Departinent of Agriculiure.
Consumer grades for meats.

“A” grade bacon for export to be compased of sides from select and bacon hogs only.
Grading of bacon.and hams for export to be done in Canada by qualified government

inzpectors.
Reduction of freight rates on live stock for export,
A Live Btock Board to be esiablished under appropriate jurisdiction wilh the follow-
ing duties:
a. The prompt dissemination of information to producers and the irade generally,
in respect to production, markeling, stocks, and prices, both export and domestic;
b. Administrative jurisdiction in matters comnected with all phases of live stock
mirketing and in connection with disputes between producers, processors, ete.;
¢. Licensing and supervision of truckers, dealers and export packers; where neces-
sary in co-operation with provineial authorities;
d. Adequate inzpection of all marketing stages and action to eorrect abuses;
e. Co-operation with producers, processors and the trade generally, to ensure as far
as possible a balance between production and available markets:
f. To encourage the orgunization of producers of live stock for regular and aorderly
marketing;
g. Improvement of quality of all live stock;
h. The formation of a uniform pelicy on external marketing, with a view not only
to promoting new, but alse retaining and developing, existing markets;
t. The sﬁabilizat-ion of supplies, und the reguiation of quality to cach particular
market;
7. The utilization of all available means to secure fair returns to the primary pro-
ducers of good stock.
The Live Stock Board to make a careful survey of the situation in the British mar-
ket, with a view to:
a. Ascertaining to what extent Canadian Packers and the British Bacon Committee
operate as a mutual body; and
b. To revise the grading of export hacen o as to insure the highest possible price
for Canadian *selects” and “baeon ™ hogs; and
¢. To secure such a system of distribution as will satisfactorily meet the require-
ments of the British trade, while at the same time insuring full and adequate
protection to the producer of hogs in Canada,

3. Fisheries.

1.

T2 e i Lo b

The present system of culling and weighing fish purchased from fishermen by the
distributing compaiies, to be rovised.

. Uniform zonec freight and express rates for fish, from Atlantie Coast points.
. Adequate officinl andd compulsory inzpeetion for all fish, whether for export or

domestic conzumption.

. Trawler operations to be gradual‘ly discontinued by Government prohibition.
. Encouragement of the co-operative movement. )
. lstablishment of a Tisheries Control Board with the following duties:

a. To make every posgible effort to raise the price to the fisherman.

b. The elimination of misrepresentativn of varieties and grades of fish as now pre-
vailing in the retail markets in Canada.

¢. The establishment of a higher standard of quality of fish marketed in Canada

by regulating the conditions under which fish, and especially fresh fish, may be®

handled.

d. The establishment of adequate inspection of grades as affeeting products for the
Canadian and export markets.

e. The elimination of consignment shipments,

f. The elimination of cut-throat competition and other unsound trade practices.

¢. The direction of surplus production of fish through chennels calculated to bring
the most profitable financial return.

k. A thorough survey of conditions surrounding, as well as the disabilities retarding
development of existing and potential export markets.

——
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7. Local advisory committees to assist the Control Board: at lesst five, as follows: —
1. On Fresh Fish. )
2, On Dried and Cured Fish.
3. On the Herring Fisheries.
4. On the Pickied Fish Industry.
§. On Lobsters, Salmon, etc.
8. The Dominion Government should give early and favourable consideration to the
establishment of s limited fund for the extension of credit to fishermen for the
purchase, or repair of equipment, gear, ete..

4. General.

Official encouragement fo primary producers to organize for co-operative marketing,

Crarrer VII

RETAIL DISTRIBUTION

The practices and problems discussed in this chapter are.those which would
fall under the purview of the Federal Trade and Industry Commission. Our
recommendations, therefore, in connection with distribution generally,- will be
found under the General Recommendations of Chapter 1X.

Certain specific recommendations are, however, made in this chapter with
respect to the Consumers’ Co-operative Movement, as follows: — '

1. Consideration of the possibility of federal legislation for the incorporation and
regulation of consumers’ co-operatives, enabling them to do business under the same
conditions as any federally-incorporated company.

2. Prohibition of the use of the word “ co-operative ” in sny trade mark or as part of
any trade name except by a bona fide co-operative company, organized as such.

Cuaprer VIII

THE CONSUMER

1. Consumer Standards: Marking, Labelling, ete.

1. Extension of the functions of the National Research Council to include the prepara-
tion of consumer standards and specifications and the analysis and testing of con-
sumer products.

9. Creation of a Consumer Commeodity Standards Board, as a section of the Federal
Trade and Industry Commission, with the following dutics:—

a. The establishment of consumer standards. A list of suggested products for
immediate attention is given.

b. Enforcement of such standards as might be established.

¢. Publication of findings of non-conformity to standards set up, of harmful or
injurious substances, or of excessive price spreads.

3. Authorization of the Research Council to analyze or test products on request, and
at a charge to cover expepses. Such analyses or tests are for consumers alone and
it should be provided that the results cannot be used for advertising or commercial
PUrposes.

4. In order to prevent adulieration, the National Research Council should be instructed
to compile a dictionary of trade names of products which shall be accepted in all
commereial transactions in courts of law.

5. The registered name and place of business of the true manufacturer of a produect
should be required upon the produet, whether it is sold under his brand or not.

6. A term “ Canada Standard ? should be adopted exclusively for products conforming
to official standiirds as established.

7. All grade designations to be numerical, as Grade 1, Grade 2, ete. TExceptions, in
favour of alphabetical grades, may be provided when necessary.’ No more than
_one grade should ever, under any conditions, be permitted nbove Grade 1 or Grade
A, and this only for a very small percentage of the product,
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8. Grade designations should be unmistakably set out on the product. .
8. In the case of products of 'which a knowledge of the ingredients o1 formula is
necessary ‘to their proper use, such should be shown,

2. Amendments to the Weights and Meazures Act.

1. The principle of net weight should be modified to permit the inclusion of paper
bags or wrappers in the weight of bulk goods sold over the counter and weighed
by the merchant at the time of sale. .

2. The maximum weight to be permitted for paper bags or wrappers should be fised
by Order in Council in relation to the weight of the contents.

3. In the case of any product liable to shrinkage through evaporation, the “net weight”
should be interpreted as the anhydrous weight. Standards of moisture content jor
all commodities should be determined by the competent department of the Govern-
ment, and published by Order in Council,

4. The number of inspectors in the Weights and Measures Inspeetion Service zhould
be increased.

5. Penaltics for breach of the Act should be more severc,

6. Provision should be made for the standardization by Order in Council of the
quanti(fiies in which any packaged commodity, whether a food product or not, may
be sold. - .

7. For food stuffs sold by weight or volume, packages and containers should be per-
mitted only in the sizes presently authorized under the Meat and Cuanned Foods
Act,

8. Net weight should be clearly marked on all goods, whether food produets or not,
which are packaged in advanee of sale by manufacturer, wholesaler, or retaijer,
The only exception should be bulk goods sold over the counter and weighed by the
retailer In the presence of the customer. -

9. Certain exceptions, as outlined, should be permitted to the requirements suggested
under 6, 7 and 8 above.

10. The regulations proposed above should apply to all imported goods, with ‘certain
exceptions as specified.

3. False and Misleading Advertising.

< 1. Amendment of Sub-Section 2, Section 406 of the Criminal Code, by the deletion
of the sentence “provided further that in any prosceution under this sub-secticn,
the case may be dismissed if it be established to the satisfaction of the court upon
proper evidence that the accused acted in good faith.”

2. Any statement or guarantee of performance, efficacy or length of life of any
product, to be made an offence in itself unless based upon an adequate and proper
test, such ns a test by the National Research Council or other computent depart-
ment of the Government,

CHAPTER IX

THE PROBLEM OF STATE CONTROIL,
GENERAL RECOMMENDATIONS

1. Federal Trade and Industry Commission.
1. Structure:
a.. To consist of five members appointed by the CGovernor in Council, as a setni-
autonomous Board under the President of the Privy Council.
b. Its status both in its authority and in its relation to the responsible Minister and
Parliament, to be similar to that of the Board of Railway Commissioners,

2, Functions:
@, Administrative .
(1) Rigorous administration of an amended Combines Investigation Act, for
the purpose of retaining ard restoring competition whenever possible.
(2} On instruction from the Governor in Couneil, to regulate monopoly, when
competition cannot or should not be restored or enforced.
(3) On instruection from the Governor in Council, to sanction and supervise
agreements for industrial self-rovernment.
(4) To prohibit unfair competitive practices,
{a) Such practices should not be set out in detail in the Act setting up the
Commission, but a general definition of unfairness should be mclided.
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(b) A definition for this purpose is suggested. _
{¢) Clertain practices such as discriminatory discounts, rebates and
allowances, territorial price discrimination and predatory price-cutting,
should be included within thiz definition, )
(d) The Commission should act by inquiry, hearings and where necessary,
prohibitory orders.
(e} An appeal from these orders to the Dxchequer Court of Canada, should
be permitted.
{f) The Commission should be given adequate power, as outlined, for the
enforcement of its orders.
(g} In more serious cases, the Commission might prosecute directly under
the Act for the offenee of competing unfairly.
(k) The results of its major findings should be published. o
(5) To supervise generally, or co-operate in the administration of existing laws
relating to merchandising and business practices for which no other .agency
exists.
(6) To administer new laws for the protection of the consumer.
(7) To administer the regulation of new security issues for protection of the
investor.
- (8} To co-operate with Chambers of Commerce and Boards of Trade in the
development of commercial arbitration or the refereeing of business disputes.
(9) To co-operate wilh other Government agencics, whether federal, provincial
or municipal, in the selution of trade and industrial problems.
b. Advisory
(1) To Government
(a) To recommend to ihe Governor in Counul the recognition and regula-
tion of monopoly in special situations where Lompetltlon cannof, be
restored. .

- (b} If so requested by an industry, and after investigation, to recommend
to the Governor in Council the graniing of powers of “ self-government”
in special situations where competition seems undesirable.

(¢} To recommend to the Governor in Council such regulatory measures
as each such situation seems fo require under (a) or (b).
(2) To Industry
In co-operative trade practice conferences to advise industry and secure its
advige about the climination of unfair trade practices.
¢. Investigation and Publicity
(1) I'ull power to inguire into the organization and practices of any mduqtrv
(2) General economic invesligation.
(3) Full publicity to the results of any investigation.
(4) Authority to reguire that firms or industries publish such information about
prices or other matters as may be in the public interest,

2. Amendments to the Combines Investigation Act.

. To [acilitate the application of the Act to single unit monopolies, as well as to
combinations In restraint of trade, a definition of monopoly 1s given which should
be included in the Ach.

2. Scection 28 of the Act should be amended io ensure that reportﬂ of mqumes by the
Registrar, when the inquiry has been such as a Commissioner would make, should
he subjected to the same provisions In respect to publicalion as are Commissioner’s
reports.

3. Proposals for the Extension of the General Statistical Work of the Dominion
Bureau of Statisties.
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THE ROYAL COMMISSION
CANADA

GeorcE THE FIrTH, by the Grace of God of Great Britain, Ireland and the British
Dominions beyond the Seas King, Defender of the Faith, Emperor of
India.

T. RINFRET,

Deputy Governor General,
{I.8.) ) )
To all to whom these Presents shall come or whom the same may in anywise

coneern,
GREETING:

WrErras a Select Special Committee was appointed by resolution of the

House of Commons passed on February 2, 1934, in the following terms:

““That a Select Special Committee of eleven members of the House
be appointed to inquire into and investigate the causes of the large spread
between the prices received for commodities by the producer thereof, and
the price paid by the consumers therefor; and the system of distribution
in Canada of farm and other natural products, as well as manufactured
products, and, without restricting the generality of the foregoing, more
particularly to inquire into and investigate;

“(a) the effect of mass buying by department and chain store organiza-
tions upon the regular retail trade of the country, as well as upon
the business of manufacturers and producers;

“(b) the labour eonditions prevailing in industries supplying the require-
ments of such department and chain store organizations, and the
the extent, if any, to which existing conditions have been brought
.about by the purchasing practices of such organizations, and the
effect thereof upon the standard of living amongst those employed
in such industries and organizations;

“(¢) the relation between the flour milling industry and the bakeries of
the country, and the effect of such relations upon the baking industry
of Canada;

“(d) the methods and system prevailing in the marketing of live stock
and animal products for domestic consumption and export, and the
extent to which the present system affords or restricts opportunity
for fair returns to producers.

“That the committee shall have power to send for persons, papers
and records and the further power to request the appointment of a com-
mission or commissioners under the Inquirics Act, to secure evidence to
be presented to the committee by such commission or commissioners, ‘

“ That the committce shall report to the House from time to time
its findings, together with the recommendations of such measures as in
the opinion of the committee may be considered necessary to secure, as
far as possible, fair and just practices in the distribution and marketing
systems of Canada, with fair and just returns to producers, employees and
employers, not inconsistent with the rights of consumers.”

AND WHEREAS owing to the prorogation of Parliament the said Select Special
Committee was unable to complete the said inquiry and recommended to the
House of Commons that the investigations and inquiry be continued and com-
pleted and that for the purposes aforesaid the members of the said committee
be appointed commissioners under the provisions of Part 1 of the Inquiries Act,
Revised Statutes of Canada, 1927, Chapter 99.

AND WHEREAs pursuant to the provisions of the said the Ynquiries Act His
Excelleney the Governor General in Council by Order, P.C. 1461, of the seventh
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day of July in the year of Our Lord one thousand nine hundred and thirty-four,
copy of which is hereto anncxed, has authorized the appointment of Our Com-
missioners therein and hereinafter named to continue, complete and report on
the inquiry into those mattors mentioned in the aforesaid reference to the Select
Special Committee of the House in respect of chain stores, agricultural imple-
ments, fish, flour mills and bakeries, canning of fruit and vegetables and to
hear cvidence of any person who may be affected by the matters heretofore .
considered by the said commitec, and who may desire to be heard -before Our
said Commissioners.

Now xNow YE that by and with the advice of Our Privy Council for
Canada, We do by these presents nominate, constitute and appoint the Honour-
able H. H. Stevens, Thomas Bell, James Ilsley, Jean-Louis Baribeau, Oscar L.
Boulanger, Alexander McKay Edwards, Samuel Factor, Donald MacBeth Ken-
nedy (Peace River) William Walker Kennedy (Winnipeg South Centre), Mark
Senn and Edward James Young, Members of the House of Commons, to be
Qur Commissioners to continue, complete and report on the inquiry into those
matters mentioned in the aforesaid reference to the Select Special Committee of
the House in respect of chain stores, agricultural implements, fish, flour mills
and bakeries, canning of fruit and vegetables and to hear evidence of any
person who may be affected by the matters herctofore considered by the said
committee and who may desire to be heard before Our said commissioners.

To HAVE, HOLD, EXERCISE AND ENJOY the said office place and trust unto the,
gaid the Honourable H. H. Stevens, Thomas Bell, James Ilsley, Jean-Louis Bari-
beau, Oscar L. Boulanger, Alexander McKay Edwards, Samucl Factor, Donald
MacBeth Kennedy, Williain Walker Kennedy, Mark Senn, and Edward James
Young during Qur pleasurc.

And the said commissioners are hereby authorized to engage the services of
counsel, secretary, accountants, technical advisers, reporters, clerks, stenographers
and investigators to aid and assist the said commissioners 1n the inquiry, and to
print the evidence, proceedings and documents received by the commission, and
that the mectings of the said commission be held at the city of Ottawa at such
places and at such times as they may consider expedient for the purposes of the
. Inquiry; and that the commissioners shall hold such office without any salary,

fees, wages, allowances, emolument or other profits of any kind attached thereto
under the provisions of the Senate and House of Commons Act, Revised Statutes
of Canada, 1927, Chapter 147, Secction 11.

And We do hereby require and direct-Qur said commissioners to report to
the Minister of Trade and Commerce at his offiee in the Department of Trade
and Commerce the result of their investigation.

And We do further appoint the said the Honourable H. H. Stevens, M.P., to
he chairman of Our said commission.

Ix rESTIMONY WHEREOF YWe have eaused these Our Letters to be made Patent
and the Great Seal of Canada to be hereunto affixed.

Wirness, Our Right Trusty and Well-beloved Counsellor the Honourable
Thibaudeau Rinfret, ene of the Judges of the Supreme Court of Canada
and Deputy of Our Right Trusty and Right Well-beloved Cousin and
Counsellor, Vere Brabazon, Earl of Besshorough, a Member of Our
Most Honourable Privy Council, Knight Grand Cross of Qur Most
Distinguished Order of Saint Michael and Saint George, formerly Cap-
tain in Qur Territorial Army, Governor General and Commander-in-
Chief of Qur Dominion of Canada.

At Our Government House, in Qur City of Ottawa, this seventh day of July
in the year of Our Lord onc thousand nine hundred and thirty-four and in the
twenty-fifth year of Our Reign.

' ‘ + By Command, E. H. COLEMAN,
Under Secretary of State.
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P. C. 1461

CERTIFIED {0 be ¢ true copy of a Minute of @ Meeting of the Commitiee of the
Privy Council, approved by the Deputy of Iis FEzcellency the Governor
General on the 7th of July, 1934.

The Committee of the Privy Council have had before them a report, dated
6th of July, 1934, from the Right Honourable Richard Bedford Bennett, the
Prime Minister, submitting: —

That a Select Special Commitiee was appointed by Resolution of the House
of Comnmons passed on February 2nd, 1934, ih the following terms:—

“ That a Select Special Committee of cleven members of the House be
appointed to inquire into and investigate the causes of the large spread
between the prices reecived for commoditics by the producer thereof, and
the priee paid by the consumers therefor; and the system of distribution
in Canada of farm and other natural products, as well as manuinctured
produets, and, without restricting the generality of the foregoing, more
particularly to inquire into and investigate:~
“(a) the effeet of mass buying by department and ehain store organiza-

tions upon the regular retail trade of the country, as well as upon
the business of manufacturers and producers;

“ (b) the labour conditions prevailing in industries supplying the require-
ments of such department and chain store organizations, and the
extent, if any, to which. existing conditions have been brought about
by the purchasing practices of such organizations, and the effect
thereof upon the standard of living amongst those employed in
such industries and organizations;

“ (e} the relation between the four milling industry and the bakeries of
the country, and the effect of such relations upon the baking indus-
try of Canada; '

“(d) the methods and system prevailing in the marketing of live stock
and animal products for domestic consumption and export, and the
extent to which the present system affords or restriets opportunity
for fair returns to producers.

“That the committee shall have power to send for persons, papers,
and records, and the further power to request the appointment of a com-
mission or comntisstoners under the Inquiries Act, to secure evidence to be
presented to the committee by such commission or commissioners.

“ That the committee shall report to the House from time to time its
findings, together with recommendations of such measures as in the opinion
of the committee may be considered ncccssary to secure, as far as pos-
sible, fair and just practices in the distribution and marketing systems of
Canada, with fair and just returns to producers, employees, and employers,
not ineonsistent with the rights of consumers.”

‘That pursuant to the said Resolution of the House of Commons referred to,
the committee was in session on sixty separate davs and heard and examined
under oath various witnesses, and under the powers conferred upon it, appointed
auditors and investigators to cxamine into matters pertinent;

That the committee on the 29th day of June, 1934, reported that the said
inquiry had not yet been completed; that until the inquiry was completed the
committee could not finally report to the House of Commons; that it would not
be possible to bring the inquiry to completion before prorogation of Parlia-
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ment to cnable such report to be made; that, under the rules of Parliament, the
powers of the said committee cease on prorogation and being fully seized of the
necessity of completing the work undertaken, the committee recommended to the
“House of Commons that the investigations and inquiry be continued and com-
pleted and that for the purposes aforesaid the members of the said commitiee
be appointed commissioners under the provisions of Part 1 of the Inquiries Aect,
Chapter 99 of the Revised Statutes of Canada (1927); and
That the report of the Select Special Committee above referred to was
adopted by the House of Commons on the 30th day of June, 1934.
The Prime Mipister, therefore, recommends:—
1. That the personnel of the Select Special Committee, aforesnid, namely,
Honourable H. H. Stevens, M.P., Chairman,
Thomas Bell, M.P.,
James Iigley, M.P,,
’ Jean-Louis Baribeau, M .P.,
Oscar L. Ioulanger, M.P,,
Alexander McKay Edwards, M.P,,
Samuel Factor, M.P.,
Donald MacBeth Kennedy, M.P., (Peace River),
.. William Walker-Kennedy, M.P. (Winnipeg South Centre),
" *Mark Senn, M.P., and : _
'Edward James Young, M.P.,

be appointed commissioners under the provisions of Part I of the Inquiries Act,
Revised Statutes of Canada, 1927, Chapter 99, to continue, complete and report
on the inquiry inio those matters mentioned in the aforesaid reference to the
Seleet Special Committee of the House in respect of chain stores, agricultural
implements, fish, flour mills and bakeries, canning of fruit and vegetables, and
to hear evidence of any person who may be affected by the matters heretofore
considered by the said committee, and who may desire to be heard before the
commissioners.

2. That the commissioners be authorized to cngage the services of counsel,
secretary, accountants, technical advisers, reporters, clerks, stenographers and
investigators to aid and assist the said commissioners in the inquiry, and to
print the evidence, proceedings and documents received by the commission, and
_that the meetings of the said commission be held at the City of Ottawa at such

places and at such times as they may consider expedient for the purposes of the
inquiry; and that the commissioners shall hold such office without any salary,
fecs, wages, allowances, emolument or other profits of any kind attached thereto
under the provisions of the Senate and House of Commons Act, Revised Statutes
of Canada, 1927, Chapter 147, Section 11; and that the commissioners report
to the Minister of Trade and -Commerce.

3. That the Honourable H. H. Stevens be appointed chairman of the said
commission. o

The committee concur in the foregoing recommendations and submit the
same for approval.

E. J. LEMAIRE,
Clerk of the Privy Council.
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P.C. 2743

CERTIFIED to be a true copy of a Minute of a M ecting of the Committce of the
Privy Council, approved by His Excellency the Governor General on the-
29th of October, 1934,

The Committee of the Privy Couneil, on the recommendation of the Right
Honourable Richard Bedford Bennett, the Prime Minister, advise that William
Walker Kennedy, Esq., K.C., M.P,, be appointed chairman of the commission
constituted under Part 1 of the Inquiries Act, by Order in Council P.C. 1461,
July 7, 1934, to continue the inquiry into the spread of prices, etc., in the place of
the Honourable H. H. Stevens, resigned.

E. J. LEMAIRE,
Clerk of the Privy Couneil.

L]

P.C. 2046

CERTIFIED to be o true copy of a Minute of a M. eeting of the Committee of the
Privy Council, approved by His Fxcellency the Governor General on the
18th day of November, 193,

The Committee of the Privy Council have had before them a report, dated
November 17, 1934, from the Right Honourable the Prime Minister, stating that
on the 7th day of July, 1934, Your Excellency, by Order in Council, P.C. 1461,
appointed: '

Honourable H. H. Stevens, M.P., Chairman,
Thomas Bell, M.P,,

James Ilsley, M.P.,

Jean-Louis Baribeau, M.P_,

Oscar L. Boulanger, M.P_,

Alexander McKay Edwards, M.P.,

Samuel Factor, M.P.,

Donald MacBeth Kennedy, M.P. (Peace River),
William Walker Konnedy, M.P. (Winnipeg South Centre),
Mark Senn, M.P., and

‘Edward James Young, M.P,,

commissioners under the provisions of Part I of the Inquiries Act, Revised
Statutes of Canada, 1927, Chapter 99, for the purpose of continuing, completing
and reporting on certain matters mentioned in a resolution passed by the House
of Commons of Canada, on the 2nd day of February, 1934, which resolution is
fully set forth in the aforesaid Order in Council.

That doubts have arisen as to whether the powers conferred by the said Order
in Council are sufficiently explicit to enable the said commissioners to deal with
all the matters referred (o in the resolution of the House of Commons of Canada,
of the 2nd day of February, 1934, aforesaid, :

The Prime Minister rccommends that the said commissioners named in
Order in Council P.C. 1461 of the 7th day of July, 1934, and Order in Couneil
- P.C. 2743 of the 29th day of October, 1934, be authorized and empowered to
continue, complete and report on all or any matters referred to in the aforesaid
resolution passed by the House of Commons of Canada on the 2nd day of Feb-
ruary, 1934, ‘

That the said Order in Council, P.C. 1461 of the 7th day of July, 1934, except
as varied by Order in Council, P.C. 2743, of the 20th day of October, 1934, and
by this Order in Council, be confirmed.

The Committee concur in the foregoing recommendations and submit the

same for approval.
E. J. LEMAIRE,
Clerk of the Privy Council.



Orrawa, April 9, 1935.

The Hon. R. B. Hanson, K.C., M.P.
* MINISTER OF TRADE AND COMMERCE,
Orrawa, ONT.

Str,—As Chairman of the Royal Commission on Price Spreads, appointed
by Order in Council P.C. 1461 of July 7, 1934, I have the honour to report that
we have concluded our inquiry in pursuance of the terms of reference contained
in that and subsequent Orders in Council, and beg leave to submit thereon the
attached report.

It should be noticed that Messrs. Boulanger, Factor and Ilsley have signed
the report with reservations set forth in the accompanying addendum, and that
Mr. Young has written a minority report which is also submitted herewith.

I have the honour to be, Sir,
Your obedient servant,

W. W. KENNEDY,
Chairman.

xxxi



CHAPTER I
INTRODUCTORY

On the scecond day of February, 1934, the House of Commdns passed the
following Resolution:—

“That a Select Speclal Commlttee of eleven members of the House
be appointed to inquire into,.and investigate the causes of the large spread
between the prices received for commodities by the producer thereof, and
the price paid by the consumers therefor; and. the system of distrlbutlon
in Canada of farm and other naturai pmduct~ as well as manufactured
products, and, iithout restricting the generality of tlie forcgoing, more
particuiarly to inquire into and investigate,

“(a) the effect of mass buying by department dnd chain store organiza-
tions upon the regular tetail trade of the country, as well as upon
the business of manufacturers and produceis;

“(b) the labour conditions prevailing in industries supplymg the requ1re-
ments of such deépartment and- chain -store organizations, and the
extent, if any, to which existing conditions have been brought about
by the purchasing practices of such organizations, and the effect -
thereof upon the standard of living amongst those employed in such
industries and organizations;

“(¢) the relation between the flour milling 1ndu=try and the: bakerles of
the country, and the effect of such relations upon the bakmg mdus-
try of Canada;

“(d) the methods and system prevailing in the marketmg of live stock
and animal products for domestic consumption and export, and the
extent to which the present system affords of restricts opportunity
for fair returns to producers.

“That the committec shall have power to send for persons, papers,
and records, and the further power to request the appointment of a com=
mission or commissioners under the Inquiries Act, to secure evidence to
be presented to the committee by such commission or commissioners.”

Pursuant to the above Resolution, the House of Commons on the thirteenth
day of February, 1934, appointed Messrs. Stevens, Baribeau, Bell (St. John-
Albert), Boulanger, Edwards, Factor, 1lsley, Kennedy (Peace River), Kennedy
(Wmmpeg, South Centre), Scnn and Young to be meimbers of the Select Special
Committee above referred to.

On the 29th day of June, 1934, the Scleet Special Committee submitted the
following report to thé House of Commons:—

Pursuant to the Resolution of the House of Commons of
Fdnu‘nv 2, 1934, above referred to, your committee has been in sm,ssmn
on sixty separate days and has hcald and exdmined under oath variois
witnesses, and under the powers eonferred upon it, appointed auditors and
investigators to examine into matters pertinent to the said Order of Refer-
ence and coming within its purview. Due to the voluminous character of
the evidence and the limited time at the committee’s disposal it has not
been possible {or the committee to complete the investigation and inquiry
contemplated by the terms of the Resolution and to reporf, thereon beforé
prorogation.

1
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Under the rules of Parliament, the powers of your committee cease
on prorogation, and being fully seized of the necessity of completing the
subject matter of the sald Resolution, your committee begs to recom-
mend:— S -

That the inquiry be continued;*

That the members of this committee be appointed commissioners
under the provisions of Part 1 of the Inquiries Act, Chapter 99 of the
Revised Statutes of Canada (1927) to cont.mue and complete their investi-

- gations and inquiry;
.. That the commissioners be authorized to engage the services of counsel
'+ gecretary, accountants, technical advisers, reporters, clerks, stenovraphers
- and ‘investigators to aid and assist the said commisstoners in the inquiry,
and to print the ev1dcnce, proceedings’ and documcnts recelvcd by the
commlcsmn, -
_ That the records, exhibits and evidence received and taken by the
- said Special Committec be made available to the commission;

That the commissioners may hold meetings at such places and at such
times as they may consider cxpedient for the purpose of the inquiry; and

That the COmmlSSIOnCIS report their ﬁndlngs to th¢ Minister of Trade
and Commercee.

" A copy of the ev1dence and proceedlngs taken is submltted with this

' report
' : H. H. S’I‘ EVENS,
Chairman.

- . As-a.result of the recommendations contained in thls report, which was
_adopted by the House on Jun¢ 30, 1934, the personnel of the Select Special Com-
mittee "were appointed, by Order in Councﬂ P.C. 1461, commissioners under
_the provisions of Part 1 of the Inquiries Act, Chapter 99 of the Revised Statutes
“of Canada™(1927) ; with’ powg ers as sct forth in the above Qrder in Council, as
_amended by ‘Order in Councﬂ P C 2743 of October 29, 1934, and P.C. 2946 of
November’19, 1934, -

The Select Special COIIII'I]]M(,L held. s1~<ty sessions, the first on "February 22,
‘1934, and ‘the Iast on June 22, 1934, The commission held sixty-five sessions,
‘the first on October 30, 1934, and the last on Fcbruary 1, 1935. All sessions w ere
held in Ottawa.

Duung our sessions as a commlttee and commission,! 270 witnesses (the list
of whom is attached to this report as Annex 1) appeared before us—private
Jindividuals, - federal Government officials, and representatives of provincial
Governments, public bodies, corporations, co-operative and trade associations.
The verbatlm evidence both of the committee and of the commission which,
together with an index, is being submitted with this report, amounts to 8277
printed pages.

In addition to verbal ev1dcnce, we received numerous petitions, written repre-
.scntations and communications of all kinds bearing on our inquiries. Many of
these arc to be found among the 440 exhibits which were filed ‘with the com-
mission. The list of documentary exhibits is attached as Annex 11,

The wide nature of.our terms of reference made any uniform method of
investigation impossible. In some cases it was possible to conduct an ‘exhaustive
survey into the trade or industry. under investigation by an examination of the
records of the companies in question. In other cases, it was not practicable to
follow this method. At times we had te rely almost entn‘ely on verbal evidence

1 Bubsequently in the’ Report, ‘ Commission ” will include “ Committee” unless the con-
trary is specifically stated.
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-supplemented- by -written . communications.. ~In -many. cases .the evidence we
-received was supplemented by more general statistical .and economic mvestiga-
tions conducted by our own staff. I

-.Though our terms of reference were wide, considerations. of time prevented
us from acceding to many of the requests whieh were made to us for Inquiry
.intp, certain specific matters., As our work progressed, we received an, increasing
number of such requests. .These covered almost every phase of .Canadian eco-
nomic life. We were, for instance, asked to. inquire into the following-industries
.or ,occupations: mining, electric light and power, electrical supplies, -pulp and
paper, lumbering, oil and gasoline, oil burner manufacturing, broom and basket
_making, quarrying, railroading, automobile manufacturing, biséuit manufactur-
11z, plumbing, manufacture of leather’ goods, -printing -and’ stationéry, brewing,
“8hoé repairing, ‘painting and decorating,” hair dréssing, radic manifacturing,
“eleaning and dyeing, and trucking; the sale’ and distribution of coal, motion
‘pictures, fruit, tea and coffee, jewellery; the operations of loan and finance com-
panics, stock brokers, insurance ¢ompanies, and the Bell Telephone Company;
medical and déntal fees, funeral costs, postal rates, éxpress charges, conditions in
domestic and ‘agricultiral service;” labour and employment conditions in‘nur’acrous
‘individual establishments. ~ ' - S o e

Though we were not able to accedé to the above reqiiests for investigations,
“wé did ‘examine “conditions, ifi the following tradés or’ industries: -agriculbural
‘implements, baking, ‘canning, can manuficturing; clothing and needle trades, fer-
tilizer manufactiring, fishing, floui milling, farniture manufacturing, live stock
and meat packing, rubber goods, textiles (in all its branches), tobaceo] as well
as the field of retail distribution in all its phases. Special attention was given to
the more speeific problems mentioned in our terms of reference, with special
emphasis on the condition of the wage-earner and the primary producer.

During the course of our hearings, every effort was made to ensure that any
person, firm or eorporation who might be affected in any way by the evidence
that was taken, or investigation made, should be given full opportunity to come
before us and give evidence.

Owing to the variety of the subjeets investigated and the interests concerned
—producer, manufacturer, distributor, wage-earner, and consumer—it was not
easy to compile a report which would be of reasonable length and possess both
unity and clarity. At first sight, indeed, it appeared that the scparate and dis-
tinet problems which emerged in the evidence called for separate treatment and
almost scparate reports. On closer study, however, it beeame clear than many
of the grievances complained of, and the problems disclosed, were manifesta-
tions of one fundamental and far-reaching social change, the concentration of
economic power. This idea, therefore, runs through the whole of our report and
gives it a certain unity which it might not otherwise possess.

In the immediately following chapter, we discuss the cconomic background
in an attempt to explain the significance of this concentration, with special refer-
ence to the disappearance of what the economists call ““simple” competition.:
This procedure is not only advisable in view of the importance of the subject,
but it is also necessary in fairness to the individuals concerned; for it will appear
that often the pressure of cconomic forces, rather than conscious purpose, is the
prineipal cause of the uncthical business practices disclosed. _

We follow the discussion of the economic background and the concentration
of economic power with an examination of various manifestations of this con-
centration which came before us in evidence.

In Chapter III, we refer to the concentration of corporate wealth as a factor
in the conditions which bred many of the grievances complained of. In addition
to its contribution to the general problem, this chapter deals with corporate prac-
tices and abuses during recent years and suggests certain remedies for them.

9606313

[ s N PR S . cery



4 ROYAL COMMISSION ON PRICE SPREADS

In Chapter IV, we discuss the industries investigated, with particular refer-
ence to the growth of large productive units and the power of these units to influ-
ence the condition of the wage-carner and the primary producer.

Chapter V follows naturally with a discussion of labour and wage conditions,
while Chapter VI deals with the plight of the primary producer. .

In Chapter VII, we discuss the development and effect of concentration in
retail distribution. The growth of the large scale distributor is described, and
particular reference is made to the effects of mass buying.

Chapter VIII is devoted to the consumer and we submit certain recommen-
dations for his protection, -

Chapter IX deals with the fundamentally important question of state inter-
vention In business, with particular reference to the nature, methods, and eom-
plexities of such intervention. We outline briefly in this chapter recent experi-
ence with government regulation in various countrics, including our own, and
.tonclude with proposals of a general character, which we hope will be of assist-
ance in solving some, at least, of the problems which were sybmitted to us.

To our Secretary, Mr. L, B. Pearson, our assistant secretaries, Messrs. J.
M. Boyer and R. A. Cameron, and to the other members of our staff, who have
discharged their arduous duties under no ordinary pressure, with unusual
efficiency and devotion to duty, we are under a debt of gratitude which we find
it impossible adequately to express. We must also record our appreciation of
the generous co-operation we have received from many other officers of the
Government,



CHAPTER 1I
THE ECONOMIC BACKGROUND
1. THE THEORETICAL BACKGROUND

Although particular industries and particular commodities are mentioned in
our terms of reference they should not, or indeed, cannot be treated apart irom
our economic structure as a whole. The interdependence of industries in the
national economy is as significant as the interdependence of nations in the
international system. No survey, therefore, of the position of onc industry
or one branch of cconomic activity can usefully be made, nor can any echange
in the praetice of that industry be wisely recommended, unless such survey
or such change be considered from the point of view of its effect on the whole
national cconomy. . Action designed to benefit the agriculturalist of the west
may be detrimental to the interests of the industrial worker of the east. An
cconomic development which may seem to benefit Ontario may hurt Saskatche-
wan and thus ultimately may react injuriously on Ontario. A remedy designed
to assist one group in society may injure some other group and thus react
on the first group., It is vital, therefore, that in this report the parts should be
surveved and analyzed in relation to the whole.

The investigation which has been made is in large measure a product of the
depression. Unfair trade practices and other abuses, while they exist in pros-
perity, are nevertheless thrown into bold and challenging relief by depression.
It is then that they assume their most predatory and ruthless aspect. In
good times the cvils eonsequent upon unrestricted competition are more easily
absorbed by business. In the general optimism of prosperity, their effects are
softened in outline and seem neither destructive nor spectacular. Moreover,
depression provides more opportunity for and greater temptation to indulge
in unfair practices, because the very necessitics of a shrinking volume of trade
put the weak and unorganized in a less favourable bargaining position than
ever in relation to the strong and the organized.

The depression has, furthermore, demonstrated that the strong and the
organized are attaining an cver increasing position of dominance in our eco-
nomic life; that economic power is becoming concentrated. With this concen-
tration, old theories of economic control are proving inadequate.

1. CoarrETiTiON aNDp MoNorony.

In the past, government, through anti-trust and combines legislation, has
been concerned to maintain, rather than to control competition, which has been
accepted as generally beneficial, congenial to the pioneer attitudes, and justi-
fied by cconomic argument. Competition seemed to promise a flexibility of
prices which was mosi valuable and indeed neeessary in an economy as vari-
able as Canada’s. It also seemed to promise a satisfactory stimulus to effi-
ciency, and a reasonable guarantee of low prices to the consumer. The argu-
ment was carried further to show that competition tended to direct productive
activity in such a way as to maximize the national income. But this argu-
ment was based on the assumption that competition was what was called free,
or “simple.” In earlier stages of capitalist development the actual economie
world sufficiently approximated this condition to justify some optimism as to
the beneficial effects of competitive freedom from control or interference. But
now conditions have changed. Concentration in production and distribution,
resulting from the development of the corporation and the large scale business
unit, has made the actual competitive scene progressively less like the simple
competition of the laissez-faire cconomists. In some cases the change has

5
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been complete and the result has been monopoly. But more often the devel-
opment has not proceeded quite so far, and there has arisen a condition which
has long been discussed by economists under the name of “ monopolistic or
imperfect competition.” Here it is recognized that the results of unregulated
competition are frequently far from beneficial.

Fundamentally, the problems which confronted the Commission are those
of a transitional economy in which simple competition still prevailed in some
parts, monopoly had succeeded it in others and monopolistic or imperfect com-

" petition. characterized the rest. Tt might be well, therefore, to define briefly
these terms.

- Simple compctition may be sald to exist in any market where there are

many small producers offering a commodity for sale, and many buyers offering
to purchase relatively small quantities of that commodlt.y without any prefer-
ence for the product of any particular seller. Under such conditions, as stated
previously, no seller can affect the price by withholding a part of his supply
from the market, since he controls only an insignificant part of the whole. On
the other hand, no seller has any difficulty in selling his whole supply at the
market price. No buyer exercises any hold over any seller, for there are always
plenty of buyers at the market price. A definite market price is determined
by thc competitive conditions of supply and demand. An excellent example
of this was found in the production and sale of wheat before the introduction
of government and other controls. Price is very flexible and adjusts itself to
conditions of supply and demand, and buyers and sellers adjust themselves
to this prevailing price. Al the arts of competitive salesmanszhip are thercfore
unnecessary. It is conditions of this sort which are often assumed in the defence
of competition.

At the other cxtreme is the condition of monopoly, where one seller eontrols
the whole supply of some commodity. The monopolist will find it to his advan-
tage to limit the supply, securing a greater revenue by the sale of a part of his
stock at a higher price than he could seeure by reducing the price sufficiently
to sell the whole of it. A similar condition, though less stable, is found where
the number of ‘“CHGIS is small and they have agreed to act in unison. In either
case, the public is hurt by high prices and restricted supply. Illustrations arc
found for example, in the tin-plate and aluminium industries.” So obvious is
the injury, that the existence of monopoly or monopoelistic agreement iz likely
to evoke interference of some sort by the government.

Not only may the number of sellers be reduced to one, or to so few that
they can act as one, but the number of buyers may also be reduced. If there is
only one buyer for the product of many small producers, for example, one local
cannery, the producers arc at the buyer's merey, just as the monopolistic pro-
ducer has the buyers at his mercy when the situation is reversed.

2, TyrerFECT COMPETITION,

Simple competition, however, ean be destroyed without the immediate sub-
stitution of monopoly. Somewhere between the two there is ““ imperfect ” com-
petition. This condition, which is more characteristic of our present economy
than complete monopoly, exists when the output of any one producer or pur-
chaser is a significant proportion of the total supply marketed—that is, when
one producer may affect the price by withholding his supply. In the actual
business world, this condition ranges from two firms in an industry to the easc
where there are many firms but a few are predominantly large. There is also
the very common condition where a producer of a commodity has some of the

characteristics of a monopolist, with respect to his own brand. The development
of brands, trade marks, and national advertising, has, indeed, made this last
tvpe the characterlctxc producer of the present.

Several basic consequences follow. First, price no longer automatically
adjusts itself to supply and demand, and no longer reacts quickly to changed
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géonomic ‘conditions. ' The dominant producers fi ‘the price they déem most,

profitable and attempt to adjust their production to sales at that .determined.
price. - ) I ' S L .
. Second, .where imperfect competition prevails, a definite market priee is;
not precisely determined by supply and demand; price may be set anywhere
within the limits of a ' zone of indeterminateness,” as the economists eall it, in
accordance with the relative.bargaining power of .the parties concerned. The.
wheat grower and buyer do not normally bargain—they accept or reject the
going price.  The market for many industrial produets is, however, imperfectly .
competitive.  One may therefore expect a condition of economie warfare in
which victory will go fo the strong rather than to the efficient. Nor will there
be any rcason to expect that such warfare will promote the general interests
of society. Competition, if any, will often be cut-throat, and discrimination
will be rife. One may even find that the eventual monopoly, which often follows
when vietory is assured to one party, will be preferable to this fierce and unre-
lenting competition. The necessity for regulation of monopoly is apparent and
therefore it is comparatively easy to institute and operate machinery for such
regulation. But the need for controlling monopolistic competition is not always
admitted, and there is as yet little experience to guide those called on to exercise-
such control.

 Third, under conditions of imperfect competition, unfair competitive prac-
tices develop. With simple competition, the producer has no alternative but to
reduce his-pricc in face of a shrinking market. On the other hand, with imperfect
competition, the individual producer in industry may well find it more profitable-
to maintain his selling price even though this involves restriction of his output.
There is, therefore, a strong disinclination to enter into any serious price com-
. petition because there.is a strong sentiment against spoiling the market. But
there is, at the same time, a strong urge to increase sales 50 as to make some
use of idle plant, and reduce the heavy overhead costs typical of modern indus-
try. This urge to increase sales without serious price reduction is often the
explanation of the intensified competition which breeds unethical practices. T
is the fierceness of the struggle, not any unusual depravity in the men concerned,
which leads to the adoption of such practices. No one business man can afford
to follow the dictates of his conscience and refuse to conform. If he did, he
would be eliminated. The only way out is for all the members of a trade or
industry to agree to ban certain unethical practices, or for the state o force them
all to agree to such abandonment. Such an agreement, however, often will involve
conflicting loyalties, loyalty to the particular group of producers and loyalty
to society at large. If the agreement is mainly one not to compete, but rather
to share the advantages of monopoly, other groups in society have nothing to
gain. If, however, the agreement makes survival depend more on efficiency to
serve the public and less on predatory strength, the public interest is served.
Certainly, in any regulation of “unfair” competition the public inferest must
be paramount. 'The purpose of competition is to select those servants who can
carry on social production most efficiently and any practice which hinders this
purpose is undesirable. and should be recognized as “ ynfair.” .

~ Many unfair practices take the form of price disecrimination. ‘Thig inevit~
ably develops when there is considerable unused capacity. If a producer can
attract new business at reduced prices while keeping all his former business at
the old price, he can gain by the transaction as long as the new business pays
anything more than the actual increase In_costs which results from it; that
is, beyond what the costs would have becn if the added business had not been
found. Thus oceurs the paradox of profit-making sales “below cost,” below,
that is to say, the total cost which a conservative accounting system would
allocate to those goods. Such diserimination is, of course, only possible where
the market can be divided into distinet parts.
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Where diserimination develops, serious problems arise, problems of justice
to the individuals subject to discrimination and problems relating to the public
interest. The serious nature of these problems was demonstrated during the
period of cut-throat competition between American raiiroads in the two decades
prior to the Interstate Commerce Commission Act of 1887. In the effort to
secure traffic, secret rebates and special favours were so rampant that success
in industry came to depend on ability to seeure favours from the railroads.
The railroads held in their hands the power to determine what firms should
survive in any industry, what industry would expand, what region would pros-
per. Such power obviously could not be permitted to irrespensible private cor-
porations as an incident of their own warfare. The Interstate Commerce Com-
mission, therefore, was established in the United States in 1887 to regulate rail-
way rates and especially to eliminate unreasonable discrimination.

Our evidence demonstrates that, in manufacturing and distribution, price
discrimination has become very common. The reason is that the proportion
of overhead costs is high and different markets are more or less distinct. Under
these conditions, a manufacturer may sell the same commodity at two or more
different prices. His branded product will be offered to his regular distributors
at a price which covers all costs. But a sizeable proportion of his output, per-
haps unbranded, or disguised under a special brand, may be marketed through
other channels at a price less than sufficient to cover a fair share of overhead
costs, in the belief, often mistaken, that these outlets constitute a market suffi-
ciently separate not to affect the customary price for the product, Similarly,
& department or chain store may sell certain goods at prices which do not
-inclélde overhead, in the expectation that they may recover the loss on other
goods,

Where discrimination of this sort exizts, the competitive struggle does not
necessarily result in the selection of the more efficient. Thus, an injury to the
public accompanies the obvious injury to those who are not so lucky as to be
the reciptent of such favours. Some discrimination is admittedly desirable
when sales in quantity involve real economies or when a buyer smooths the
“load ” by giving his orders to be made “off the peak,” but there is also
unreasonable diserimination which should be controlled.

Fourth, under imperfect competition, the bargaining advantage of strong
organized groups may lead to the exploitation of the weak and unorganized.
Faced with losses as the revenue from sales decreases and the expenses of the
competitive struggle increase, powerful corporations naturally seek to shift
the burden of their losses on to others. This has brought into bold relief the
inequality of economic strength when the giants of monopoly and imperfect
competition meet in the market the pigmies of unorganized, small-scale, com-
petitive enterprise. As long as simple competition predominated, one could
expeet that the price reached by buyers and sellers would be more or less fair,
and, further, that it could not be altered without causing the cancellation of
many contracts. In other words, bargaining was fair and equitable. But when
the one mass buyer, or the few mass buyers, meet the many weak competing
sellers, then there are possibilities of exploitation. In an effort to avoid such
exploitation, workers have organized trade unions and governments have
enacted minimum wage laws. But there are groups of self-employed primary
and small sceondary producers who remain subject to such exploitation.

It is not enough to say, as many contend, that these problems are the result
of depression and will vanish with the depression. It may be true that when
recovery is achieved, competition will become less predatory, discrimination less
general, and cxploitation less obvious. But it is equally true that, while unfair
competition and unequal bargaining are intensified by depression, they will not
be absent in prosperity, especially in a prosperity characterized by the inereas-
ing substitution of imperfect for free competition.
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It is, furthermore, a tragic delusion that the solution for these economic
problems can be left to automatic forces, because the conditions whiech once
permitted the easy and equitable operation of such forces have ceased to exist.
These conditions presupposed two things, first, an economie system composed
of small independent units, no one of which counted in that system for more
than an element in a statistical average; second, the free appearance and dis-
appearance of these units and their free entry into and withdrawal from the
market. With the growth of imperfect competition, however, these conditions
no longer exist. Nor can we assume any longer that this monopolistic tend-
ency is a merely incidental intrusion into a system predominantly and naturally
competitive.

Fifth, all these circumstances unbalance modern economic society in the
gense that not all of its parts adjust themselves at the same speed or in the same
degree to any influcnce that makes itself felt at any one point. Necessary
readjustments are therefore concentrated on the flexible sections of our ceconomy,
where their effect is intensified by the rigidity in other sections. When different
parts of a glass tumbler expand or contract at different rates, the whole glass may
be cracked. If the cconomie structure is in part flexible, and in part rigid, any
strain may lead to complete collapse. The contrast between flexibility and-
rigidity is clearly illustrated in the following diagram:—

CHART 1
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Source: Dominion Bureau of Statistics.

From 1929 to 1933, farm prices fell 50 per cent, but the production of farm
crops actually incrcased 4 per cent. This is “ simple conpetition ? with fiexible
prices. On the other hand, the prices of agriciiltural machinery and implements
were allowed to fall less than 7 per cent, bub their production in number of
physical units decreased as much as 91 per cent. This is “imperfect competi-
tion,” or monopely, with rigid prices.
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¢ .. "In Canada, this contrast between flexibility (all those ciréumstances which
facilitate readjustment) and rigidity (all those frictions which hamper a smooth
readjustment to changed conditions) is particularly important. Special attention
should therefore be paid to several distinctive features of the economic organiza-
tion of Canada. ' '

2. SPECIAL FEATURES OF CANADIAN ECONOMIC ORGANIZATION
L." DEPENDENCE ON "EXPORTS : ' ‘

The first of these features, one which prosperity had tended to obscure, is the
influence on our national prosperity of the prices of a relatively small number of
raw materials (such as wheat, pulp and paper, etc.), produced primarily for
export, and whose price is determined in a world market. The profitable opera-
tion of our transportation system, and, indeed, of much of our industrial structure,
depends largely on the income derived from these exports. A decline in the price
of western wheat often means the passing of an eastern dividend, or the increas-
ing of a railway deficit. Indeed, a fall in the level of cxport priees makes neces-
sary a wholesale readjustment of the economie structure of the country, involv-
ing cessation of construction, decline of industrial production, unemployment and
general stagnation. Such a fall has taken place during the last four years.
During the world depression, the total value of our exports shrank from $1,364,-
000,000 in 1929 to 3474,000,000 in 1932. The national income in 1929 was prob-
ably in the neighbourhood of five billion dollars; it is therefore obvious that
the shrinkage of the incomes of exporters by some $900,000,000—even ignoring
the change in the value of money—has been a disturbing factor of great import-
ance. The disturbance, further, is cumulative, for reduced purchases involve
uncmployment and consequently further reduction of purchases. The average
price of wheat, our most important export commodity, had fallen from $1.51 per
bushel in 1926 to $0.60 in 1932, while the total value of the crop had fallen from
$442,221,000 in 1926 to $129,105,000 in 1932. The wheat farmers in Western
Canada, therefore, found themselves with drastically reduced incomes.

If domestic prices remained unchanged, or were kept up by governmental
action, these wheat farmers would have to buy less; purchases of equipment
would be reduced to a minimum in face of the unprofitable character of opera-
tions, purchases of personal goods would have to be reduced, purchases on credit
would no longer be possible. The obvious result would be reduced turnover for
retailers and o reduction in sales by manufacturers. To some extent this could
be met immediately by a reduction of the sales forces in shops and of workers in
factories; but overhead costs run on and unemployed sales clerks and factory
workers buy even less than wheat farmers. Some losses might be avoided by
lowering prices and trying to maintain the volume of sales. But losses there must
be, for many items of cost cannot easily or quickly be adjusted. Further, if
there are losses in considerable scetions of eastern industry, as well as in western
agriculture, the incentive to new construction disappears. The consequently re-
duced purchascs of construction materials and of personal goods by the unem-
ployed construction workers is one more phase of the repercussions of the price
of wheat and other export products.

The farmer who produces for domestic consumption {and most of our agri-
cultural production is consumed at home) is, however, in a somewhat different
position. It is true that he is affected by the price of exported agricultural com-

- modities, to the extent that the unemployed worker, or the worker whose wages
have been reduced, cannot buy dairy, meat and other domestic agricultural
products except at greatly reduced prices. It is true also that, if the domestic
production has an export surplus, even a small one, that surplus, in a competitive
market and in the abscnce of a domestic monopoly with dumping abroad, will
determine in a general way the domestic price of the product.
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. ¢ ‘But, éven'if the ‘general level of such prices-is ‘determined by’ the-export’
market, that does not exelude the possibilityof limited control by -domestie action.:
Often the agricultiral producer {who, on the supply side, most completely illus-'
trates the meaning of simple competition) must ‘market his product through a-
few powérful corporations which, on the demand side, compéte with one another,
if at all,-only imperfectly. = The price, therefore, may fluctuate within the ““zone
of indeterminateness.” The large corporations have ‘the power to forcé price
down o the lower limit of this zone. Social control by governmental authority
or efféctive co-operation between the producers may force it to the upper limit. -

It is not denicd that the fall in export prices of agrieultural produets in
recent vears requires an adjustment downwards on the part of domestic prices,
both industrial ‘and agricultural. But, at the same time, it is clear that this.
necessity has been exploited, and the dislocations it was bound to cause have
been infensified by the practices and polieies of eertain large corporations which,
themselves sheltered in some degree from the cconomic hurricane, have taken
advantage of the exposed and defenceless position of others.” -

There are two alternative routes to the necessary adjustment between indus-
trial and agricultural prices. The first is by a rise in the latter. This, however,
is not easily achieved. So far as domestically consumed goods are concerned,-
something can be done by the producers, with government sanction and support,
organizing to prevent exploitation. A delibcrate increase in the income of
exporters is, however, if we assume stable exchange rates, limited by the
operation of world forces, over which the Canadian Government can cxercise
little control. ) .

The alternative readjustment is a domestic problem of permitting or stimu-
lating a fall in the price of goods produced in sheltered industries. This fall has,
indeed, been taking place during the last few years, but not evenly, or always
equitably. Agricultural exporters, open to all the strains and stresses of world
conditions, are defenccless in the face of a drastic decline in prices and, hence,
in income, but the more powerful domestic manufacturers and traders have in
many cases been able to offer an effective resistanee to that decline.

An cconomic collapse may, like the rain, fall both on the just and the
unjust, yet our evidence proves that there are some groups in our eeonomic
system who are able'to escape the full force of the crash. Often the way of
escape is at the expense of other groups less powerful and, therefore, less
fortunate.

This struggle of particular groups to maintain their incomes has often
resulted in the exaggeration of existing and the development of new unfair
practices. In other words, the recession of industry, made inevitable by the fall-
ing back of agriculture, has shown signs of developing into a disorderly rout with
all the chaos, confusion and evil practices that inevitably follow sueh a debacle.

9. INrLEXIBILITY 1IN THE CAvADIAN EcoNoMy.

The relative resistance of industry to this necessary readjustment has
thrown into clear light the second distinctive featurce of our Canadian economic
structure—increasing inflexibility in many of its parts. As previously illustrated,
the prices of agricultural commodities, generally produced under conditions of
simple competition, arc very flexible; the prices of most manufactured goods,
often produced under conditions of imperfect competition, are relatively rigid.
This rigidity, which characterizes the price policies of large-scale manufacturers
everywhere, 1s accentuated in Canada by several special factors in our economic
structure, .

One of these is the distribution of our natural resources. Often a richly
endowed area may be technically capable of only one use. For example, in
some wheat-producing areas, it is practically impossible to grow anything else.
Cettain other areas have only mineral and pulp resources and industrial develop-
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ment must proceed along these lines or not at all. In such regions, there is no
alternative use and no smooth readjustment to changed conditions. Further,
the Canadian climate makes necessary in some lines, e.g. canals, a great capital
equipment capable of carrying a peak load within a short zeason but completely
idle for a considerable part of the year. The size of the country and the wide
distribution of its population, in some cases separafed by hundreds of miiles of
uninhabited territory, make necessary an extensive railway system. Despite
technological efficiency, such a system must operate under conditions which tend
to make rates high and rigid. These cases are all illustrative of physical and
geographic factors which contribute to the inflexibility of the Canadian cconomy.

Besides these factors, there are many others not quite so peculiar to Canada
as the above, but to us quite as important. Corporate and private debts, as
contractual obligations, arc inflexible and tend to make interest charges, except.
where bankruptcy intervenes, rigid, Certain contractual expenses of government
and the costs of indispensable governmental functions, can be adjusted only
with difficulty and make tax rates rigid. The growing burden of overhead
charges, entailed by large-scale producticn, makes many costs rigid. Other
causes of rigidity—immobility of labour and capital, tariffs, corporate policy,
and the difficulties of large-scale management—ocan only be mentioned.

It is clear, therefore, that the Canadian economy, with a variable income
from exports.and certain unusually rigid eosts, with cxtreme flexibility in some
parts of its structurc and great rigidity elsewhere, is in an unhappy position
when rapid economic adjustments must be made. The real problem of. a
depression in Canada—or indeed anywhere—is how adjustment is to be made
to the reduction in income, and how.ali groups arc to share equitably in_this.
necessary readjustment. To the extent that these economic rigiditics allow .some
groups to resist this readjustment, the burden of it is placed unfairly on the
other and unsheltered groups.

One feature of our economic rigidity should perhaps be given special men-
tlon here beeause it would appear to be undoubtedly a root cause of many of
the evils uncovered. We refer to the growth of the corporation which has not
only permitted the development of the large-scale organization of business, but
largely determined the lines along which that development should proceed.
In agriculture, thousands of producers must, as we have seen, sell their produce
for whatever price they can gei—that 15, in the absence of “ pooling” or other
control, the price moves low enough to clear the market or move the erop.
No one producer is so Iarge that the withholding of his supply from the market
will appreciably alier the price. In such a markeb, prices change much more
rapidly than the volume of production. In large-scale corporate manufacturing,
however, owing to conventional ideas of cost and prices, the tendency iz for
prices to change more slowly, and the volume of production more rapidly. The
producer whose supply is usually an appreciable part of the total may prefer
to produce less, and maintain the price rather than spoil the market by giving
consumers a taste of lower prices and new ideas as to what the price should he.

The net result of this combination of flexibility and rigidity is that unregu-
lated competition no longer zuarantees efficiency and maximum production at
fair prices. Competition degenerates somebimes into economic warfare where
vietory may go to the strong, rather than to the cfficient. Forces of economie
readjusiment are often not self-correcting, but cumulative in their efforts.
Orderly readjustments develop into disorderly crises.

It is this situation that explains the undoubted abuses and inequitics that
have been evidenced before us. It is on the basis of this analysis that we shall
recommend proposals for deliberate social control of certain business activities
and practices. :




CHAPTER III
CONCENTRATION AND THE CORPORATE SYSTEM OF BUSINESS
1, INTRODUCTION

The cvidence before us has shown conclusively, and at times graphically,
the part played by the corporate form of business in Canada’s economic life.

It has shown that a few great corporations are predominant in the industries
that have been investigated; also that this power, all the more dangerous because
it is impersonal, can be wielded in such a way that competition within the
industry is blocked, the welfare of the producer disregarded, and the interests
of the nvestor ignored. .

As the hearings into various forms of economic activity were carried
on, it has been difficult not to be impressed by the fact that the corporate form
of business, not only .often gives freedom from legal lisbility, but also facilitates
the evasion of moral responsibility for inequitable and uneconomic practices.
Therefore, it is essential that any investigation into business practices should
concern itself with the growth and significance to the national economy of a
formn of business activity which has harboured behind its imposing facade so
much that needs cleansing.

This Chapter therefore attempts:

{1} To trace the development of the corporation, to cxamine the relationship
of ownership to control resulting from this development, and finally to see
if the growth of the large corporation is proceeding faster than business
generally, thereby léading to that concentration of economic power which is
Jargely responsible for the.disappearance of free competition and which has an
important bearing on the growth of unfair trading practices.

(2) To analyse consolidations and refinancing operations in Canada. To
analyse the extent to' which these operations have been dictated by economically
unsound or unethical considerations. This leads to an examination of corporate
practices and abuses with illustrations taken from investigations made by us.

{3) To sugpest remedial action for the above abuses.

2. THE CORPORATION IN CANADIAN BUSINESS

1. Tug NATURE oF THE CORPORATION.

A corporation may be regarded as a group of individuals empowered by
law to act as a single person and endowed by law with a capacity for succession.
It can suc and be sued in the corporate name, can own property, and incur
obligations. Its members have limited liability. Iis capital is divided into
freely transferable shares. The personnel of a corporation may change from
time to time, but the corporation itsclf can continue indefinitely. As Sir
Edward Coke put it centurics-ago: “ A corporation is invisible, immortal, has
no goul, neither is it subjeect to the imbecilities or death of the natural body.”

These are the most important eharacteristics given to the corporation by
law. Their effect is that in law the corporation has the status of a person,
and thus posscsses o legal existence and recognition aside from’ that of its
owners—the shareholders. h .

Although the corporation has conferred on it by statute the rights of
limited liabilities of .shareholders, this privilege was always available to owners
by contract; in. other words, any contract of a concern could validly limit the

13
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shareholders’ financial responsibility. But cven so, it is a considerable privilege
to have this position generalized in statute law.
2. Tur OriGiN aAND GROWTH OF THE CORPORATION IN (CANADA.

The limited eompany evolving.from eatlier and more primitive times, is
directly descended from the -earliest type of joint stock company—the
chartered company .of the 17th century, in England. In its modern form the
corporation “is "réally the child” of the industrial TevVolutiofi "which nidde the
development of a new form-of business organization a necessity. As early as
1834 an Act of the British Parliament gave the common law company, by letters
.patent, the privilege of suing and being sued.as an entity, and from this begin-
.ning, the present day limited company has emerged by a succession of legislative
steps. . . . . . :

As the common law of England was the law of Canada, the early situation
in Canada—except where modified by statute—was similar to that in England.
:The first general companies legislation in.the United Province of. Canada was
passed in 1849, and applied to joint stock companies organized for the purpose
.of constructing roads and bridges. This was the beginning of. a number of
.general acts for the incorporation of companies with ““local” -objects. In the
.course of the century, incorporation also became available for industrial
.undertakings, . . . : cee S .

.. In 1864 a general Act was passed which first provided for incorporation
by letters patent issued under seal of the Governor in Council. With the
federation of the provinces, the constitutional division of powers gave both
the provinees and the new Dominion Government, authority to incorporate
companies. The Act of 1864 was re-enacted as. a law of the Dominion of
Canada. It has been revised on a number of subsequent occasions, most recently
‘In 1934, B - T

It would seem that in its earlicr stages, the company law of Canada was
influenced mainly by similar legislation in the United States, that later it
became more indigenous, and still later has tended to follow English models. -
" "Despite the "early cases of chartered comipanies the corpordte form. of
business enterprise” did not: become a popular ‘one in this country for many
years. The explanation of this is doubtless to be found, in part, in the fact
that the business enterprises of earlier days could in the main, obtain sufficient
capital with the existing forms of individual ownership and partnerships. With
the development -of. large-scale manufacturing and the- consequent changes in
the technique of production, which in turn necessitated larger aggregations of
capital, the collective form of organization became of more significance as a
form of husiness.enterprise. . . . .7 .

But even with this change and a substantial growth in numbers, the
corporation did not become the exceedingly: popular form: of organization, which
it now is, until almost the end of the 19th century. In faet, by far its greatest
expansion has occurred in the 20th century. o

3. OwnersHIP AND CoXTROL OF CORPORATIONS.

The corporation has allowed the development of multiple ownership—that
is, an indefinite number of people may own the corporation (and thus its assets)
through the minute subdivision of ownership shares. This development has
brought about a distinction between ownership and control. -

Under simple conditions, ownership implies the control of the thing owned.
The development of the corporation, however, with its multiple shareholders, has
made it possible for an individual to own without controlling, and to control
without owning,. -

At the present time, under the corporate device, ownership means a legal
title to assets which cannot be controlled by the individual, though he may, of
course, exercise such control over the property by combining with other share-
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‘holders to form a majority of the voting stock. But, if the shareholder does not
‘join the miajority group, his-title-to ownership merely gives him. the right .to
'share pro rata in the profits and Josses of the enterprise. . The actual distribution
of .thé.proceéds depends upon the decision of the directors who legally. control
‘the business. . Thus, more and more the real position of the holder of ownership
‘shares—common stock—becomes that of a seeurity holder who is‘almost divorced
from the control of the property nominally owned, and whose main interest is
in the allocation of eafnings made to him by those in control of the business,,
This division of functions which is characteristic of the modern corporation
has had far-reaching consequences, as the evidence before us has shown. 1t means
‘that control over the instruments and physical assets of production and distribu-
‘tion is passing from the property owner to centralized managerial groups. Those
‘who diréct the modern corporation are, more often than not, the owners of only
a negligible portion of the company’s stock. It follows that the returns from
profitable management of the corporation affect them dircetly.only.to a relatively
minotr degree; on the other hand, the stockholder to whom the profits accrue has
less and less to do with the direetion of the corporation. The bearing of this
separation of ownership from control on the whole concept of property. and on
‘the place of the profit motive in economic life is of very great significance.

.. It is this separation which has made the emergence of the typical modern
‘corporation possible.’ In order to finance these énormdus enterprises, it has been
found necessary to-draw the supply of capital from the investing public. The
consequent appearance of- the large corporation using the open market for sécuri-
ties has changed and is changing the fdce of Cahadiin economic life. .,

. Inwiew of the importance of this question, we examined the existing situation
with regpect to the methods of control in Canadian corporations with- the object
of giving a detailed picture of the relations between ownership and control. .We
also attempted to estimate the growth of the large corporation in Canada in
Tedent years and ifs Telative importance’in ‘the, whole .structure of -Canadian
industiy. ~ - 7 o - '

4. MeTHODS oF CONTROL IN CANADIAN CORPORATIONS. _ o _

Control of a corporation may be obtained in various ways.  The most obvious
is by majority conirol, where one or a few sharcholders own more than half the
stock and agrée to control the business. Ownership, however, is not often so
concentrated as to make majority control possible. With the wide distribution
of corporation shares—personally and geographieally—it is impossible for most
of the owners of shares personally to attend sharcholders’ meetings. The proxy
system has, therefore, grown up, whereby an owner who is unable to be present
.at a sharcholders’ meeting may designate some other person to be present, and
at his discretion vote the shares. This legal device, combined with diffusion of
" owniership, has led to minority control of corporations. _

- Under minority, control, one or more individuals who have a substantial
number of shares (but much less than half} may. send proxy forms to the other
shareholders (none of whom are large holders), who fill them out and return
them, thus giving the minority group control of the sharcholders’ meetings. As
a result of this technique, a minority group may control a concern for years,
until some other group enters the contest for control.

Minority control usually comes through a small but active group, within
or without the management. When this group holds only a few shares and is
associated actively with the management of the company, management control
develops. “As the proxy machine is usually under the control of the management
(and is usually paid for by the corporation itself), it is relatively easy for the
management to obtain sufficient proxies to control the business. Such develop-
ment 1s most probable in a large coneern where no one shareholder owns an
appreciable proportion of the shares.
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A general idea of the relative importance of these different methods of control
in the Canadian corporate structure was gained by the analysis of the voting
stock of the 145 largest Canddian companies, excliding financial institutions.

When the list of the largest Canadian corporations had been completed, a
questionnaire was sent to them, and, from the returns so obtained, the informa-
tion presented in this analysis was compiled, The questionnaire asked for the
names and holdings of all shareholders who owned more than 1 per cent of any
class of stock issued, and for the total number of shareholders with less than 1
per cent. The information was to be taken from the share register as of June 1,
1934, or as of an approximate date. From the given information, the percentage
of the total issue held by each shareholder (holding more than 1 per cent and
hereafter referred to as the large shareholder) was computed, Where more than
one clags of stock had general voting rights, the aggregate of the two (or more)
stocks Was taken as the basis for the caleulation. As the purpdse of the informa-
tion was to analyse the ownership and control of corporate business, through
the ownership and control of voting stock, the analysis was confined to stock
with general voting rights; this involved certain arbitrary deecisions where
“hybrid” stock was concerned. Thus shares with non-voting or with conditional
voting rights were-disregarded. ,

The information obtained as above wag analysed to discover the relation-
ship of ownership and control. In classifying the nature of the control of the
companies, five classes were selected. We classified as privately owned those
‘companies with 80 per cent or more of the voting stock owned by one person or
group;, as -majority controlled those with 50 per cent to 79-99 per cent; as
minortty controlled those with 20 per cent to 49:99 per cent. Companiés with
less than 6 per cent of voting stock held by one group were classified as mariage-
ment controlled, on the assumption that with such a wide division of ownership
the entrepreneurial group could perpetuate itself in control; those with owner-
ship ranging from 6 per cent to 19-99 per cent were regarded as joint-minority-
management controlled.

The table below shows the manner in which the 145 largest Canadian com-
panies are distributed over these eclasses.

METHODS OF CONTROL IN 145 LARGEST CANADIAN CaRPORATIONS

Percentage| Assets of Percentage
Number of | of total Companies of total
—_ Companies | number of | (in thousands| assets of
companies | of dollars) | companies

Management control (3.99 per cent and under)...... . 26 17-9 2,290,038 42-8
Joint minority-management control (6 per cent to : '

1999 percent). ... .41 . 283 987,609 8.5
Minority control (20 per cent to 49,99 per cent), ... 29 20.0 837,157 15.6
Majority control (50 per eent to 79.99 per cent)...... 28 . 183 756, 909 14,2
Private contrel (80 per cent to 160 per cent}......... 21 145 476,941 8.9

Total. ..o 145 100 5,348,674 100

It will be seen that over 66.per cent of the companies were controlled by
minorities owning less than 50 per cent of the outstanding capital. What is
even more significant g the fact that of these nearly three-quarters fall into
the managemeni or joint-minority-management classcs where the management
owns less than 20 per cent of the total capital. . .

Of the 145 companies analysed, 40 were gubsidiary companies and fell into
cither the majority or privately owned group. If the subsidiary companies are
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excluded the picture becomes even more striking, for then 83-8 per cent of the
remaining 105 corhpanies are controlled by groups owning less than 50 per cent
of the capital, 638 per cent of them and 82-4 per cent of their total assets are
controlled by groups owning less than 20 per cent.t e

In classifying the .schedules to _agl_ji\jé at the above results, numerous difficul-

Ties wore encountered, The large number of brokers which appeared as the
registered owner of shares in some companies was surprising. It was-impossible
to go behind these registered owners, and it was, assumed that they represenfed
roughly the actual division of shares among individuals; the.sehedules ‘were
thus classified on a strict mathematical basis: This condition doubtless obscures
the real situation at times, and it is possible that, had complete data been avail-
able, the companies would be classified differently: - But there is certainly no-
method of eliminating this difficulty. Financial institutions such as trust com-
panies also appeared in the lists with great regularity. In some cases, the hold-
ings were specified “in trust”; in others no such . specification occurred.” It 15
difficult to say to what exteat this practice also hid the real situation. Another
problem was that of detecting those individuals who, although reported ag inde-
pendent and separate holders, were in fact acting together. A few obvious cases
could be detected, and in these cases the separate holders -were regarded as
forming one group, but there were doubtless many more which could not be
distinguished with the information available. It would require a detailed invest-
igation of the personal relationship in every case to settle the point.

. As.a result of these factors, it is quite possible that some companics are

_improperly classified and that companies whose ownership appeared to be min-
utely divided, were in fact controlled by larger combined groups. On the other
hand, the lumping of what may be many small holders under one broker’s name
(or that of a finaneial institution) offscts this tendeney to some extent. Thus,
while there are bound. to be. errors in such.a classification, it is improbable that
on balance the situation is greatly misrepresented. .

The significance of the results above is further emphasized by the fact that
very few directors owned more than one per cent of the voting stock of the com-
panies they directed. ‘In 91 of the 145 companies no directors owned more than
one per cent of the voting stock. Of the 101 directors of the other 54.companies

- (owning more than one per cent of such stock), 60 of them held between 1 and 3

_per-cent; 25 held between 3 and-10 per cent; 7 between 10 and 20 per cent; 5
between 20 and 30 per cent and 4 above 30 per cent.(2) .

The results of those studies are, it is-true, based on a sample, but this
sample includes the largest non-financial businesses in- Canada; it represents
the great bulk of Canadian eorporate assets and possibly a majority of the
business assets of the country. It may, therefore, be taken as indicative of the
type of change and concentration which the corporate form of business has
facilitated, if not encouraged, in our present economic system. -

The following table is interesting in that it gives for comparative purposes
comparable information for the United States.

(1) See Anuex ITI, Tables 1,2, 3, 4 and 5, for a further analyeis of this material,
(2) Sece Amnex IIT, Table 6, for a frequency . distribution of directors’ holdings.
950052 : : : ,
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METHODS OF CONTROL IN 200 LARGEST AMERICAN COMPANIES

Percentage Assets of Percentage
Number of| of total Corporations| of total
_— companies | number of | (in millions assets of
companies | of dollars) | eompanies

Legal deviee. ..o eei i enaaneninnss 41 21 - 17,563 22
Management controb,............ ..o, 884 4 47,108 58
Minority eontrol.,.,.. e 4104 23 11,223 14
Majority control..... .. 10 5 1,542 2
Private control........ e 12 [i] 3,366 4
In Receivership,.oovvvsiririiniiiiiiiiian e, 2 1 269 —

Total oo e 200 100 81,073 100

1A. A. Berle and G. G, Means, The Modern Oorporation and Privete Property, {New
York: Macmillan, 1932), pp. 115-16.

It will be observed that the table shows a situation somewhat similar to that
in Canada, although dircet comparison must be made carcfully because of the
different methods used in making the tables. In the Canadian case, receiverships
were ignored and the company classified on the basis of the original voting rights
and the distribution of the stock reported in the schedule. Legal devices include
holding companies; non-voting stock, voting and management trusts, all of which
were ignored in the Canadian analysis, and a “subsidiary” analysis substituted:
for some purposes the legal device is very important but for the immediate
purpose it was regarded as best to analyse the Canadian companies on the basis
given here. In the American study there were only a few joint-minority-manage-
ment eascs, and these were divided equally between the two classes, but this
practice was not adopted in the Canadian case. Tt may be added that otherwise
the classifications arc the same in the two tables. The important thing is that a
generally similar condition is shown in both countries.

5. LecaL DEvices as MerHODS oF CONTROL.

There are a number of methods of controlling companies by special legal
devices. Of these perhaps the most important is the holding company, which is
becoming increasingly common,

a. The Holding Company.

This is a company which owns the controlling interest in the voting sceurities
of other companies. A pure holding company is one which does nothing but, this.
A mixed holding company is one which is also an operating company. Though
it cannot be analysed here in detail, the holding company is worth close study
as it is becoming increasingly important in our corporate structure of business.

The table below analyses the 276 Canadian companies which in 1932 had
gross assets over $1,000,000, in such a way as to give some idea of the extent
of the holding company in Canada.

CLABSIFICATION OF ALL INDUSTRIAT, COMPANILS WITH GROSS ASSETS OVER
*$1,000,000, BY FORM OF ORGANIZATION AND AMOUNT OF GROSS ASSETS

CONTROLLED?
Percentage | Gross Assets | Percentage
_ Number of - Controlled of

Total (in thousands Gross

Number of dollars) Assets
Pure holding companies..............coooceenen... 29 10-5 |% (98,468 19-5
Mixed, but primarily holding. ......... .. 14 5-1 582,622 16-2
Mizxed, but primarily cperating. .. 112 40-5 1,682,463 46-9
Pure operating companies. .. .........euvvennnin.... 121 43-9 623,310 174
Total..ooiii it ieiininss 276 100-0 3,586,863 100-0

(1) D. H. Munger, The Holding Company in Canada (Kingston: Queen’s University, 1934).
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The figures in this table give some idea of the extent to which this method
of control has developed. The reasons for this development are to be found in
the advantages gained both from the centralized  méanagément and the unified

financial structure which results ;from .such a combination of ,two or more. - .

.

companies. .

The holding company may also be used to recapitalize the financial structure
of one or more enterprises through a substitution of its securities for the securities
of subsidiary companies. Canadian experience has shown that this last is almost
invariably a form of stock-watering for the purpose is that of capital infiation,
which exploits the eurious public belief that the larger the nominal issue of
gecurities, the sounder the issue must be. '

The holding company may also be used to pyramid the voting control to give
its organizers, with a minimum amount of investment, control over the subsid-
iaries. Such pyramiding is substantially a method of control. It need not involve
more than one operating company, and provides a very simple way by which such
companies can be controlled by a relatively small investment of capital. Suppose,
for instance, a ecompany with the following set-up:

BONAS ittt intaraaa e Ay % 50,000,000
Non-Voting Preferred Stock ....cviviienieiiaiiiiiiiiiiians 50,000,000
Voting Common Stoek ......ccoiiiaiiinn et 50,004,000

$150,000,000

Now, if a group wishes to get full legal control of this company, it will have
to purchase a little over half the common stock, that is, $25,000,000. After this
has been done, a holding eompany is formed with the following set-up:

30 T [ P T v 310,000,000
Non-Voting Preferred Stock ... .oooiiiiiiiiiiiii i 6,000,000
Voting Common Stock ......vereeieiiiiiiiiniiei i, 9,000,000

$25,000,000

The common stock of the operating company is turned over to this holding
company for its securities, which are then all sold, with the exeeption of a little
more than half the common stock, say $5,000,000. Thus an investment of this
amount ig in control of the assets of the $150,000,000 business. Each time this
process is repeated, the equity is further diluted, until a ridieulously small invest-
ment may be controlling a tremendous volume of assets. '

An example of this practice, which has come before us is that of G. Tamblyn
Limited. At its formation in 1928 this company had the following capitalization:

Non-Voting Preferred Stock ....coiaiiiiiiiiiiiiiioiiaiiinees $700,000.00
28,000 Voting No-Par Common Shares (stated valued. .. ..o innin 20,000.00

The report of our auditors revealed that 14,100 of the common shares were
held by Drug Holding Company. The Drug Holding Company is purely a
holding company, whose assets consist of shares of ecommon stoek of Tamblyn
Limited. There are 200,000 issued shares of the Drug Holding Company, and
of these 122,978 are held in the name of the executors of the late Gordon Tamblyn.
Mr. Tamblvn’s executors, as owners of a majority of the stock of Drug Holding
Company, which in turn owns a bare majority of the common shares of G.
Tamblyn Limited, are in effective control of the latter company.

An even more graphic example of the extent to which this can be used is
provided in the United States in the Van Sweringen system of railroads and its
ramifications, where $20,000,000 controls enterprises with asscts of over $2,000,-
000,000.

96065—2%
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:- b, Non-Voiling Stock. ' .

-Another legal device of control'is that of non-voting stock. For example, a
company may make large issues of non-voting first and second preferred and
common stocks; then issuing a relatively small amount of voting common. This
permits a small amount of common stock—often given for an inadequate property
consideration or as a bonus with other securities —to control a large aggregation
of capital. A small but excellent example of this technique is that of Honey Dew
Company, Limited. The capitalization of this company consisted of $1,500,000
-of non-voting preferred stock and only $108,500 of voting common stock, in which
‘control, however, rested. ' : '

The voting rights of the 145 largest companies examined showed that the
_non-voting stock method of control was not general in these companies.? This
.may be due to the fact that the majority of them are old and well established
concerns. It is reasonable to believe that the legal device of non-voting stock is
more prevalent in newer companies. Support ig given to this view by the fact
Jthat between 1926 and 1930, inclusive, some $220,000,000 of preferred, Class
“A” and common shares were sold to-the public, and of this amount only some
16 per cent earried unrestricted voting rights. '

¢. The Voting Trust. - - C :

Another form of legal control ig the voting trust, where the owners assign
their voting rights to a small group of trustees. It is of less interest and need
not be developed because of its small quantitative significance. There were not
more than three or four such cases in the group of 145 Canadian companies
‘investigated. The trust is such an obvious method of éontrol, compared to other
more subtle-forms, that it has lost in popularity. The technique appears to be used
in reorganizations, ete., and the Canadian cases found were nearly all of this
character, - . . - .

6. ThE GRowTH or Lamrce CORPORATIONS IN COMPARISON WITH THE (JENERAL
GrOWTH OF BUSINESS.

There has been a steady and relative increase in the growth of the corporate
form of business in practically all countries during the present century. The
number of companies, as well as the business done, has been increasing. Canada
has experienced its share in this development and it therefore becomes important
.to note the growth of concentration, to measure the rate of growth of the large
corporation in relation to business in.general, and to determine if there is a
tendency for the large concerns to do an inereasingly larger proportion of the
business. . It is assumed in this analysis that the volume of assets is a direct
‘measure of the volume of business.

It should be made elear at once that the available statistical data on Cana-
dian corporations is discouragingly scarce. Financial publications, such as
Moody’s, Houston’s and the Financial Post, have the names of approximately
1,700 non-financial companies; of these there are financial statements for some-
thing less than 400. -

It is estimated that there are some 8,000 retail organizations in Canada
operating under the corporate form. Outside of the field of merchandising,
.however, the census and Dominion Bureau of Statisties figures are not con-
cerned with the form of organization. The Dominion Income Tax Department,
on the other hand, obtains returns from over 28,000 corporations. These returns,
however,.are’ unfortunately not available for statistical analysis as they are in
the United States, ever when the analysis in no way discloses individual inform-
ation, but only deals with aggregates. Information of this kind should, we think,
“be available for the purposes of statistical and econoric research, and we urge
that steps be taken towards this end.

(1) See Annex ITI, Table 7, for details,
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Tor purposes of analysis some definition of a large corporation had to be
selected. Accordingly it was decided to study, for each year during the period
1923 to 1932, a group consisting of approximately the 100 largest Canadian
companies. In 1923, this group included all companies with gross assets (less
depreciation) of over $5,000,000; by 1931, all companics with gross assets (less
depreeiation), of $10,000,000, or over. This itself shows the relative growth of
the large corporation during this ten-year period. In 1932, the figure had.
decrcased to $9,000,000. The aggregate assets were corrected for depreciation—
that is, the amount of depreciation allowance was deducted where it was neces-
sary to do so in order to get a net figurc—but no attempt was made to correct
the figures otherwise, or to go back of the balance sheet valuations. The com-
panies were all non-finaneial in order to avoid double counting of assets, and
holding companies were climinated unless they presented a consolidated state-
ment. .

Statistics showing merely the growth of these large corporations, would
have meant little unless such growth could be related to some other phenomena..
Growth itself is no proof of concentration. Owing to the absence of data, as
indicated above, the assets of this group of Canadian companies could not be
related to all corporate assets; or indeed to all business wealth. So other bages
of comparison had to be selected for the present analysis. !

Three such bases were chosen, and the assets of this group were then com-
puted: — .

a. as a percentage of the aszets of all corporations for which balance sheets
eould be obtained.

b. as a percentage of the total invested capital as reported by the Bureau
of Statistics.

. as a percentage of the national wealth.

The result of all three computations was to show the relatively faster growil
of the largest companies over a ten-year period, 1923-32. -

The first comparison shows that the group of the largest companies {exclud+
ing railways) constituted 53 per cent of the total number publishing balance
sheets in 1923, but it had dropped to 28 per cent in 1932. The assets, however, of
the group as compared with the assets of all companies had dropped only from:
89 per cent in 1923 to 82 per cent in 1932. If it is fair to assume that the
number of companies publishing balance sheets and the total value of their assets:
is an indication of the general growth of corporate business activity, then, since
our selected group represented a decreasing proportion of the total number, but
approximately the same proportion of the total assets, this fact would indicate
that large corporations are growing more rapidly than the smaller companies.

1f-this were our only evidence we should hesitate to accept it as conclusive,
but it is confirmed by the results of our other two comparisons. o

The second of these shows concentration as measured by the ratio of total
assets of the selected group to total invested capital. In 1923 the selected com-
panics controlled approximately 254 per cent of the total capital of all com:
panies as reported by the Bureau of Statistics. In 1932 the figure had growa.
to 35 per cent, ‘ ) o . . ’

. The following chart shows the situation:—
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CHART II
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It may be acknowledged that this invested capital figure is not at all com-
parable with the gross assets of corporations and it may appear, therefore, that
two unlike things are being related. If the absolute percentage figures were
regarded as significant, this would be a fatal criticism. But all that is desired
here is to see the relative rate of growth of the large companies as compared to
business generally. It is the trend that is significant, and this can be determined
as the invested capital figures are comparable from year to year all through the
period; the Bureau of Statistics has submitted the series as a homogencous one for
the period. Accordingly, the result has validity for the immediate purpose.
It indicates also that since 1923 the largest companies have been increasing
their percentage of the total business. The last year showed a diminution
throughout because of the decrease in the assets of the largest companies—
business losses accounting for this change. The trend, however, is clear, It is
towards concentration,

We now come to the third basis of comparison, as a percentage of national
wealth. Unfortunately, the figures of national wealth are not avatlable for the
whole period, so that only the intermediate period 1925 to 1929 was covered.
Assets of the largest companies, less two railways, were 10 per cent of the
national wealth in 1925, and 134 per cent in 1929, When the national wealth
figure had been corrected for certain items beyond the scope of the corporate
form e.g., agricultural wealth, canals, etc., the assets of the largest companies,
less the two railways, were 17 per cent of the corrected national wealth in 1925
and 22 per cent in 1929. The significant thing is that for the third time a group
of large companies had unmistakably increased its relative importance.

Again the following chart will show the situation.
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CHART III

ASSETS OF APPROXIMATELY ONE HUNDRED LARGEST COMPANIES (less two railways}
AS PERCENTAGES OF ToTAL NATIONAL WEALTH AND CORRECTED NATioNAL WEALTH
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7. Nature aND ExteENT OF THE GrROWTH OF 63 LARGE CANADIAN CORPORATIONS
wHICH HaD A CoNTINUOUS EXISTENCE, 1923-1933.

a. Nature of Growth,

The fact that the percentage of total business asscts owned by large cor-
porations is increasing raises the question of how this increase is taking place.
There are three main methods.

(1) New security issues.
(2) Re-investment of earnings.
(3) Consolidations, mergers, ete.

In order to decide which of these methaods was most important, a study was .
made of the net change and method of change between 1923 and 1933, in the
assets of the largest corporation which had a continuous life for the entire period.
The other companies of our group were either not in existence or not reported
for the whole 10 years,

It is quite evident from the table below that the issue of .new securitics—
the obtaining of new capital—was by far the most important method of growth.
Some $2,100,000,000 of new securitics were issued; out of which $404,800,000
were returned for outstanding securities. This left a net addition of $1,700,000,000

of new capital from security issues; clearly quite the most 1mportant source of
growth, . ;
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SUMMARY OF CHANGES IN BALANCE SHEETS OF 63 COMPANIES BETWEEN 1923-1933

{in thousands of dollars)

Net Change
Item
(1) 2}
Net change In ASSetS... ..ot it i e e s +1,389,440 | + 737,533
New e euribies. . . e e e —+2,106,882 { + 046,004
B 5] v o N - 200,218 -+ 200,218
Creation of ReserVes. . ... ittt e a e s e e + 58,325 | 4+ 61,333
Change in Surplua..... .| — 425887 | + 94,938
Re-Appraisal of Assets. —~ 123,372 - 115,117
Retirement of Securities. .. .. — 44,8441 — 162,960
Current Ligbilitios. .o i e e — 37,584 _ 2,568
B BT YT + 15,583 | + 15,595
Income availablo for general charges. .. ... o oo iai e i i 1,754,117 1,038,949
Tncome available for dividends... ... 832,111 820,070
Dividendspaid. ... e et 041,924 873,735
Balance..................... S Y 409,813 | + 146,335

Column {1) contains the figures for 63 companices, including transportation, while
Column (2) contains 58 companies--that is, the transportation companies are omitted.

It will be noted that the omission of railways made considerable differcnee

in the net results. New securities were reduced in importance and mergers had

relatively a greater weight.

. Another interesting disclosure by the table above is that, for the group of
63 companies, dividend payments exceeded earnings by over $400,000,000. Of
course, this would not be true for all the individual companies concerned; nor,
indeed, was 1t true for the total, if railways were again omitted.

b. Rate of Growth.
+3:2°As the table above shows the method, that below shows the rate of growth
in this gfoup of continuous companies:—

PERCENTAGE CHANGES IN NET ASSETS OF 63 COMPANIES

Al
Companies
. with the
e All exception of
Companies | those in the
transporta-
tion group

Percentage Percentage

—
=
Lo
he
+

2
8
B

Total change per cent.
Total change as o compound percentage rate per nnnUmM.......oovvnven...
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Each of the annual figures therein shows the rate of change per cent from
the corresponding figure for the previous year. It will be noted that the all-
inelusive group showed an average rate of growth per cent per annum for the
period of 2-7 per cent; with the transportation group excluded, that rises to 4-4



CONCENTRATION AND THE CORPORATE SYSTEM OF BUSINESS 25

per cent. For the shorter period 1924-29, the rates arc 4-7 per ¢ent and 8-8
per cent. It may be added that this study of an unchanging list of companies
tends to understate rather than to overstate the rate of growth of the largest
companies in Canada in this period. -

The rate of growth may also be shown by expressing in a frequency table
the 1033 assets of each of these 63 companies as a percentage of the 1923 figures.
This gives the remarkable result that only 15 of the companics failed to double
their assets during the period, and even of these 15, 11 increased theirs by more
than 75 per cent.

_ Further analysis of the rate of growth of the largest companies was developed
by taking the 100 largest non-financial companies in Canada at 1923 and at 1933,
regardless of the group into which they fell. Admission to these lists depended
on the amount of the net assets at the respective balance sheet dates, and on that
alone. It might be explained here that for this immediate analysis, precisely
100 companies were taken at the two dates 1923 and 1933.

During this ten year period the total assets of the 100 companies increased
from $5,096,000,000 to $7,324,000,000, or 44 per cent. Excluding five transporta-
tioh ecmpanies, the increase was “from '$1,902,000,000 to $3,493,000,000, or 84
per cent.

W then classified these companies into industrial groups but found that
thirteen fell into groups which were not statistically comparable throughout the
period. The total assets of the remaining 87 increased from $4,995,000,000 to
$6,948,000,000, or 39 per cent, but the rate of increase varied very considerably
from group to group. Merchandising lead with an increase of 259 per cent,
followed by utilities with 178 per cent.?

NET ASSETS OF THE LARGEST CANADIAN NON-FINANCIAT, CORPORATIONS AT 1923'
' AND AT 1933, CLASSIFIED BY INDUSTRIES

(in thousands of dollars)

Number Net Assets Tercentage
J— of Com- Change
panies 1923 1933
Graxp TorAL. ..o e e 100 | 5,005,651 | 7,324,323 + 437
Granp Torat EXcLUuDING THE TRANSPORTATION
[ :7o30 2. 45 1,902, 234 3,493,276 + 83-8
Transportation..........ooeoveiamenerann- A 5| 3,193,417 [ 3,831,049 4+ 20-0
Utilities......... 21 438,347 1,219,603 —+ 178.2
Pulp and Paper.. 1¢ 262,834 445,215 4 69-4
MigeellanmeoUus. oot e 6], 202,232 401,882 4 98.7
Tron and Stael ... o i 11 421,376 285,117 — 32-3
Merchundising. ..o 3 51,987 | 186,485 + 258.7
Mines.,............c.0vs e 8 107,941 177,867 4+ 64-8
Clonstruction Materials........ 4 67,185 82,133 —+ 22-9
Textiles. .. .o0vvrns - 5 71,721 78,663 + g7
Foodstufis.. 5 53,866 %1 74,501 4 38.3
MiUng. e T 4 50,810 67,4€0 + 22.8
BaVOTAEES. o\ ovee v tiaenrr e e 2 21,568 53,573 + 148-4
) 771310 V< TN 2 34,700 34,324 4+ 03
Real Bstate. . ..o ovvreereecaraermmaeiaeienamnees 1 17,977 10,547 — 41-3
Total, excluding non-comparable groups........... 87 | 4,995,467 [ 6,948,419 4. 301

The g'roup totals and the grand total tell something, but -they need to be
supplemented. by a better indication of the changes in the composition of these
lists in the 10-year period. The frequency table below is designed to give that
information. : - - . - . ‘

{1) See Annex III, Table 8.
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FREQUENCY DISTRIBUTION OF 100 LARGEST COMPANIES, CLASSITIED

BY BIZT:
Class—Net Assots Number Cumulative Totals
(in millions of dollars) .
1923 1933 1923 1433
100.0 and up 3 11 3 11
756.0—99-9 1 1 4 12
50.0—74.9........ 3 8 7 20
. . 3 4 10 24
5 1 15 25
4 B 19 31
& 4 24 35
5 7 29 42
6 13 35 55
7 12 42 67
27 22 49 89
. L 10 i1 7% 100
B0 7 0. e 15 0 94 100
Under 8.9, ... 6 0 100 160
Total. ..o 100 100 — —

It will be observed from’ this table that two things have taken place. First of
all, the two groups at the bottom of the scale—those with assets of less than 6
and 8 millions respectively—swhich had 6 and 15 companies respectively in 1923,
have disappeared in 1933. All of the 100 companics, at the latter date, have assets
of over 8 millions. At 1923, 5 companies had assets of less than 6 millions and
an additional 15 had more than 6 but less than 8 millions. Nor is this result
produced by a migration into the next higher brackets. The group over 8 and
under 10 millions holds only I more company at 1933 than at 1923, and the two
groups between 10 and 20 millions have 34 companies in each of the vears. The
groups between 20 and 45 millions have 26 companies at 1923 and 31 at 1933,
between 50 and 100 millions, 4 and 9 respectively, and while there are only 3 com-
panies with assets of over 100 millions in 1923, there are 8 in 1933.2

8. ConcLusions,

The foregoing analysis has attempted to show the existing situation and
trends with respeet to corporations. In this analysis the following facts stand
out clearly as bearing dircetly on the problem of monopolistic concentration and
economic regulation:

a. As the ownership of corporations has become more and more scattered,
control has become more and more concentrated.

b. The corporation as a form of business organization has been growing, by
various methods, with great rapidity in the present century.

¢. The growth of the large corporation has proceeded more rapidly than the
growth of busincss in general.

It is important that there are in this country approximately 100 companies
with assets of over $10,000,000. It is cven more important that a roapidly
increasing proportion of Canadian business is being carried on by these one
hundred.

The two interconnected problems created by the coming of the large corpora-
tion, the problem of concentration of cconomic power and the problem of the new
conditions in competition, which the corporation has brought in its train, have
been clearly revealed in the evidence before the commission, That evidence hag
given a remarkable picture of the results of the rapid development of the
corporate growth of business in the eeonomie life of Canada. The facts and

(1) See Annex III. Table 9, for the same table with the railway omited,
(%) For a slightly different approach to the same range of facts see Annex ITI, Table 16.
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figures which are presented in this study must be considered side by side with
the material which is ¢ontained in the evidence before us, if they are to be under-
stood in their proper context. So considered, they scem to lead to the inescapable
conclusion that the rate of growth of the large corporation is, in large part, an
éxplanation for the development of that imperfect competition which has mani-
fosted itseli in the numerous cases of economic exploitation brought to our atten-
tion, and which is one of the main sources of many of our economic problems.

3. CORPORATE PRACTICES AND ABUSES.

1. INTRODUCTION—THE FUNCTION OF THE PROMOTER.

Tn this section we deal with some of the more important corporate practices
and abuses of the period 1923-29, with illustrations from evidence we have
received. This period represents fairly well the course of a business cycle. The
year 1923 was the beginning of a period of business expansion which reached its
peak in 1929. Then came the downswing of business and the depression, which
have almost completed the cycle. Thus, in cffcet, one is observing the eyclical
course of corporation finance. The period 1923-33, however, should not be
regarded as unique, for that of 1908-1913 gave rise to a similar phenomenon in
the ficld of Canadian corporation finance. :

In general, a period of expanding business sees an active demand for capital.
All sorts of enterprises are started and others are expanded and re-organized. It
is relatively easy to sell securities to the public and the volume of flotation rises.
A feeling of optimism gives all security offerings a rosy hue and investment
dealers hunt for issues to meet the “demand.” Then, with the cessation in
business activities, the volume of new flotations drops and a testing period for
the nowly-distributed securities ensues.

The part played by the promoter and the investment dealer in this develop-

ment is important. They assemble the factors of production and thus initiate
productive enterprises. In a system of free cnterprise, it is essential that this
function should be carried on, and presumably it deserves some reward. The
questions arise, however, whether the promoter always acts in & gocially desirable
manner, and whether his reward is properly related to his contribution. Usually
this reward for services is taken in the form of common stock. This gives
opportunities for doubtful practices, because for every promoter sctually inter-
ested in the subsequent fortunes of a business enterprise, there are many more
who are-intercsted merely in acquiring some sort of a security which can be
turned over for cash, The problem is to encourage the former and discourage
the latter.
, Insofar as the investment dealer’s function is to assemble capital and to
direct it to productive ends, society depends upon his wisdom for the proper
direction of its savings. If the investment- dealer is foolish or dishonest, soctety
suffers. It js thus to the general interest to have an intelligent and reliable group
engaged in this activity. Yet there is probably no occupation which selects its
personnel more exclusively on one basis—the faculty of salesmanship.

Once an investment house is formed, it develops an organization for the
distribution of sceurities, the success of which depends-upon its “turnover.” T
thus becomes vital to maintain volume of sales in order to meet the overhead
costs of the organization. This means that sccurities to be sold must be found.
The investment dealer iz cssentially a merchandiser. He, therefore, is always
on the lookout for opportunities to get securities—preferably “good”—to sell.
New concerns may supply some of these, but old concerns, especially “reor-
ganized” established ones, are an important source from which this merchandise
is obtained.
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2.AN AxaLvsis oF CanapiaN CONSOLIDATIONS. . Tt “
With this brief background, the following analysis of consolidations, which
bears so directly on the present diseussion of corporate practices, may be given.
We are here concerned with the consolidation of two or more existing and
competing concerns (other than public utilities) into a single unit, and with
. companies which publish annual statements in the financial préss and not with
the consolidation of unincorporated concerns, private companies or those whose
shares are closely held.

a. The Extent of the Consolidation Movement.
The following table gives the number of consolidations since 19001,

NUMBER OF CONSOLIDATIONS BY YEARS, 1900-1933

Number | Number of Number | Number of
Year of Con- Conecerns Years of Con- Concerns
solidations | Absorbod solidations | Absorhed
3 10

2 G

i 2

2 8

5 8

4 4

7 38

15 25
20 68 -

25 70

31 95

68 195

42 149

25 65

11 20

6 13

8 8

374 1,145

The most striking fact about the above consolidations is that the vast

majority of them occurred during boom periods. In 1910, for example, there
were 22 consolidations (a record year to that date) and a peak which was
not approached again till 1925 when 20 consolidations are recorded. Then
follows a steep ascent to-the 68 consolidations of 1928 and the 62 of 1929. In
1933 there-were six. In the earlier period from 1900-1914, consolidations affected
from 30 to 40 subdivisions of Canadian industry: 2 particularly the coal, iron and
steel group (15 cases), the pulp and paper group (18 cases), and the packing and
canning.groups (8 cases). In.the period 1921-1930, the industrics chiefly affected
were brewing, canning, dairying, pulp and paper, construction materials, and the
grain trade. : : . Co

b. Methods of Consolidation.

Broadly speaking, one or more of three distinct procedures may be em-
ployed to bring about a consolidation of incorporated companies. They are as
follows:—" -~ - o ' ' '

(1) Merger: An existing company buys outright the assets and goodwill

(and possibly, also, assumes the liabilities) of some other company,

. which then is liquidated; . . ) _

{2) Amalgamation: A new company incorporates to buy outright the assets
and goodwill (and possibly, also, assume the liabilities) of two or more
cxisting companies, whieh then are liquidated ;

(1) Bee Amnnex III, Table 11, for a further quantitative analysis. . .

{2) For a table of comsolidations according to class of industry see Annex III, Table 12.
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(3) The Holding Company: An existing company acquires a majority of
the voting shares of one or more other companies, or a company newly
formed acquires a majority of the voting shares of one or more
existing companics. o C

~ The helding company method not only saves the heavy expense incidental to
the conveyance of assets and the liquidation of the associating companies which
is involved in a merger or amalgamation, but it may enable control to be secured
with an outlay of only a fraction of the value of the assets to be controlled. It
also ensures survival of the whole of the goodwill of the constituent concerns.

The merger and amalgamation methods resemble each other in principle

but amalgamation involves the expense of incorporation of a new company and is
resorted to only when the capital structure of none of the associating companies
is suited to the requirements of the proposed consolidation.

According to this classification, the numbers of consolidations affected

since 1900, by each of the various methods, are as follows:—

Acquisition of shares (holding company) ........ocvviiiiininiianns 155
AMAalgamation o oueeeeeiaeaira e 144
B 215 ) A R PR e e 45
Holding company and merger combined ........ooviiiiiiiiinnnns 15
. Holding company and amalgamation combined ..........ccoviviienne 6
TONOE BIIOWI o iresenveecerarennsersnnensernsasssasronesssnnntrsssnsns 9
L83 7 e L LR T 3Tt

In many instances the form of organization originally adopted was altered
later to mect changing needs and circwnstances. Thus, a consolidation which
originally acquired the assets of another conecern, might- later incorporate a
subsidiary company to own and operate asscts; or, conversely, a consolidation
which originally took the form of a holding company, might later liquidate the
subsidiary and take over its asscts.

The consolidations of the years 1921-1933 involved the incorporation of
one hundred and cleven new companies. Of these, seventy-four were formed
under the Dominion Companies Aet, twenty-two under the Companies Act of
Ontario, eight under the Quebee Act, three under the British Columbia Act, and
one each in the following jurisdictions: Alberta, Manitoba, New Brunswick and
Nova Scotia. .

c. The Purpose of Consolidation.
A consolidation is promoted to serve any of the three following purposes:—

(1) To allay the disastrous effects of competition by establishing a condi-
tion of “imperfect competition”, e.g. some degree of monopoly;

(2) To bring into existence improved and economical methods of manu-
facturing, marketing, and financing, through production on a large scale
(generally referred to as “ the cconomies of large-scale production™) ;

(3) To provide promoters and investment houses with an opportunity of
profit. :

A consolidation designed to reduce competition and secure the cconomies
of large-scale production,” is likely to originate in the mind of one of the
competing industriakists, to occur in times of trade stagnation, and to be effected
by exchange of securities rather than by the issue of new sceuritics. On the other
hand, a scheme of consolidation designed to provide “‘merchandise” for the
investment houses to sell is likely to have its origin in the brain of the pro-
fessional promoter or investment dealer, to oceur in times of stock market
activity, and to involve the sale of large quantities of new securities.

The professed objects of the Canadian consolidations may be treated
summarily by pointing out that every purchasing company which izsued a
prospectus at the time of consolidation and alleged any motive for the con-
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solidation, was confidently expecting to eliminate wasteful duplication of ex-
penses and to secure the economies of large-scale production.

The actual objects of these consolidations aré more difficult to determine.
Inferential evidence that a large proportion of the eonsolidations was promoted
by'finanéial interests for théir own advaritage, is'to be: found in the fact that the
bulk of them occurred in periods of stock market activity (1909-1912, and 1927-
1929), and that they involved public financing to an amount in excess of two
hundred and twenty-three million dollars. Of this sum, fifty-two million dollars
in thirty-six issues was subscribed between 1909 and 1912 inclusive, and one
hundred and seventy-one million dollars in sixty-four issues between 1927 and

1929 inclusive. .
The chart below explains the situation.

CHART IV

INDEX OF
ECONOMIC ACTIVITY AND.NUMBER OF CONSOLIDATIONS
CANADIAN 'ND.E;'ETE‘..',ES 1885-193a
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A prominent and significant feature of the public financing of consolidations
is the heavy preponderance of bonds and preferred shares—the latier usually
with restricted voting rights. The.following table shows this:—

PUBLIC FINANCING ARISING DIRECTLY OUT.OF CONSOLIDATIONS
(1521-1933)

{(in thousands of dollars)

Amount of Issues

Number
Year of Preferred

Issues Total Bonds and “*A” | Common
Shares .

74 192,237 93,989 87,738 9,510

It will be noticed from the above table that of $192,000,000 worth of securi-
ties issued between 1929 and 1933, $183,000,000 consisted of bonds, preferred
stock and class A common stock. These faets support the view that the real
motive of many consolidations was financial gain to the professional promoter
and investment dealer.!

They do not, however, have any bearing on the economic soundness of the
consolidations themselves or on the propriety of the valuations placed upon them
for purposes of capitalization. Only an investigation of the subsequent history
of the consolidated concerns will throw light on these matters.

d. The Results of Consolidation.

Tt is difficult to generalize on the results of consolidation because it must be
remembered that the two peak periods of consolidation were followed by the
sharp and protracted business depressions of 1913-1910 and 1930 to date, After
making full allowance for this latter circumstance, however, it seems reason-
able to assume that the vitality of consolidations as a whole is lower than that
of the average for all business. Facts in support of these views are contained in
annex iii, tables 14 and 13, :

(1) An attempt to determine whether the elimination of competition was the real objcetive
of some schemes of consolidation between. 1921 and 1930 proved largely abortive. It was hoped
to compute the total assets of each consolidation, to classify the consolidation aceording to the
censuy of manufactures, and by comparison of the assets of the consolidated concern with the
total “capital” of the group as reported in the census of manufactures of 1930 to determine
whether it occupied such a position in the group aa to give it virtual control of the market. The
attempt failed because of the impracticability of assigning o a single industrial group a consolida-
tion which might be a vertical combination of establisﬁments engaged in distinct branches of
manufacture. T

The resulta of thie inguiry are to be found, however, for what they are worth, in Annex III,
Table 13. Interpreted very broadly, they indicate that only in the fields of tobaceo manufactures,
asbestos products, petroleum products, nickel smelting and refining and cement manufacture has
a gingle concern by the process of consolidation achjeved a dominant position in its field; and
that for the rest, the eonsolidation movement in Canadian industry does not seem to be responsible
for any nation-wide monopoly that may exist.
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Table 14 shows that nincteen of the eighty-seven éonsolidations oceurring
between 1900 to 1920, were compelled to reorganize or licuidate within from
one to four years of their formation. This gives a figure of 22 per cent of failure
{or 5:5 per cent each year for four years) over a period when Bradstreet's
annual percentage of business failures to total number of concerns doing busi-
ness ranged from a low of 0-40 per cent in 1919 to a high of 1-85 per cent in
1914.* After making duc allowance for the fact that Bradstreet’s figures take
account only of formal failures to meet the claim of creditors, it seems that
mortality amongst consolidations was heavier than amongst business concerns
as a whole.

-~ -Table 13, covering consolidations of the years 1921 to 1930, shows that of
ghe one hundred and thirty-one consolidations whose subsequent fortunes could
e traced:—

o Sixteen concerns, or 12 per cent of the total number had failed or had
to submit to re-organization between 1930 and 1933; o o
Forty-eight concerns, or 37 ‘per cent incurred deficits in recent years;
Twenty-one concerns, or 16 per cent showed profits steadily deélining
‘since consolidation; while only 15 concerns or 11 per cent showed consist-
“ently good of improved earnings since consolidation. - o
... It also shows that with one exception, the earnings of every consolidation
(which made an estimate of future earnings in a prospectus), fell far short of
the estimate. o
No basis ean be secured for dircct comparison of these figures with the
“figures for all concerns doing business during the years 1921, to 1930, but they
JIndicate a condition of affairs amongst consolidated concerns which is certainly
no better than that amongst business as a whole, and one which is, in all prob-
ability, considerably worse.2
: The reason for this bad record is suggested by a close study of the individual
histories summarized in Annex III, Tables 15 to 20 inclusive, and it is apparently
due to one or more of three factors:—

(1) Weakness of the constituent concerns, )

(2) Iixcessive capitalization involving crushing charges for interest and
depreciation, .

(3) Inferior management associated with the sudden as contrasted with
the gradual or natural inerease in the scale of the problems of admin-
istration.

3. AN ANALYSIS OoF CANADIAN REFINANCING OPERATIONS,

Consolidations have not been the only fruitful source of new securities for
the investment dealer. Reorganizations or “refinancings” have been' also
exploited to the full, .

“Refinancing” is the term used to denote the sale of an existing incorporated
business by owners who are anxious, or have been persuaded, to dispose of it
and who have accepted the services of promoting and investment broking
interests to effect the sale. Generally it involves the following successive opers-
tions:— : ‘ '

a. The purchase by the promoter of either the assets or the shares of the
vendor concern henceforth known as the “predecessor” company;

b. The incorperation of a new company (usually with the same name as
the “predecessor” company or a similar name):

(1} Canadgs ¥Ycar Book, 1922-23, page 871. . . - . B

(2} The percentages of total number of failures (Canede Year Book, 1933, pp. 408 and
864) amongst manufacturing business to total rumber of manufacturing concorns reporting under
-the Census of Manufactures were as follows for recent years:
1924 1.5 per cent 1925 1.8 por cent 1826 1.3 per cent 1927 1.9 per cent
1928 22 per cent 1929 1.9 per cent . 1930 2.0 per cent 1931 1.9 per cent
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¢. The sale of the assets or shares of the “ predecessor” company to the
new company by the promoter in consideration of the allotment to him
of securities of the new company in the form and.to the amounts deter-.
mined by him;

d. The sale to the public for cash of the whole or the greater part of these
securities,

a.'The Purpose of “Refinancing.”

. To the owners of the vendor company, “refinancing” is merely an operation-
which enables them to “sell out” on terms which appear to them to be advan-
tageous. To the promoter or investment dealer, it is a device used for one or
more of the following purposes: to create a supply of securities- which may be
sold to the public at a profit, to secure control of the vendor business, and to
acquire a elaim to any profite without sharing in any losses, :

Realization of a net cash profit from the sale of securitics depends upon the.
promoter’s selling them to the public for more than he paid for the assets or
ghares of the predecessor company—in other words, upon the promoter’s selling
the business to the publie for more than the owner of the business with his inside’
knowledge, believed the business to be worth.

~ The promoter gains control and a claim to profits without risk of loss, by
selling to the public non-voting securities with fixed interest or dividend return
and reserving to himself the whole or & majority of the voting shares m the new
company. This does niot necessarily involve any cash outlay on his part.

The study of Canadian “refinancing” which follows, was undertaken to
ascertain the extent and nature of such operations in Canada. It is unfortun-
ately not possible to make any reliable calculation of the profits realized by the
promoters from those activities, for it is impossible to determine accurately
what amount was paid by the promoter for the assets that he bought from the
“predecessor” company or whether these assets were exactly the same in form
and amount as the asseis that he sold to the new company.! Comparison of
the book worth of the “predecessor” company with the capitalization of the new
company is no criterion whatever of these profits. And even if the profits were
ascertainable there would be lacking any precise standard by which to judge
whether or not they were reasonable. It may be noted, however, in this con-
nection that the “promoter? of a refinancing schieme i3 not entitled to the reward
of an entrepreneur, but merely to the modest brokerage customarily payable to
a broker who acts as intermediary in the sale of a property from one party to
another. In the absence of direct evidence as to profits actually made by the
promoters, refinancing schemes (and the promoters) must be judged by the
form and amount of the capitalization with .which the ncw.companies were
endowed and by the subsequent earnings histories of these companies. '

b. The Extent of Refinancing Operations, 1926-1933.

The table below shows for each of the years 1926-1933, the number of refin-
ancing operations which took place and the amounts of assets and of public
financing which these operations involved. It must be understood that the
figure of “Net Tangible Assets” in this table is in many instances the amount
certified for prospectus purposes by an appraisal company possessing a knowl-
edge of the capitalization proposed by the promoter for the new company.

1Tn exceptional cases it is possible fo make an estimate of these figures. Thus in the
formation of the British Columbia Power Cerporation, Limited, the promoters apparently paid
some $57,000,000 for the shares which they aequired in the predecessor company, and they sold
to the public securities in the mew company to the amount of $60,000,000. They netted a gross
cash profit of $3,000,000 and Class B shares which gave them control of the new company.

96088—3
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SUMMARY OF REFINANCING 1926 TO 1033

(in thousands of dollars)

Net
Tangible Total Per cent
Number of Assets Amount of of
Year Instances | as Valued | Sccurities | Securities
for Sold to Sold to
Prospectus Publio Net Assets
Purposes
7 45,077 15,250 34
20 83,777 68, 664 82
40 245,075 170,165 69
18 46,627 36,960 79
3 3,137 1,450 46
O o
O e
L R I P
88 423,693 292,484 69

From this table it is seen that refinancing operations were prevalent through-
out the years 1927, 1928 and 1929, but that they reached their peak in 1928,
when forty occurred involving net assets valued at $245,075,374. There were
& few instances in 1926 and 1930, but none has oceurred since 1930. Clearly a
“refinancing ” operation is a phenomenon associated with s period of stock
market inflation. The securities sold to the public to effect, the sale of the eighty-
eight concerns listed, totalled just under three hundred million dollars and
represented sixty-nine per cent of the “net tangible assets” of these concerns.
In 1928 alone, over one hundred and seventy million dollars of securitics were
sold, representing the same percentage of the “total net assets” of the forty
concerns involved. These figures may be compared with the estimated figure
of five hundred and twelve million doliars as the grand total of all securities (no
matter their origin) sold to the public from 1927 to 1929. The coniparison sug-
gests that money then available for investment far exceeded the opportunities
for investment in new enterprises and that refinancing schemes were promoted in
order to create a supply of new industrial securities equal, in nominal amount at
least, to the demand for that type of security. It may be noted that the eighty-
eight new companies formed were incorporated as follows:-—

Number of

Jurisdiction Incorporations
Dominion ... i 55
Ontario ... 16
Quebec ........ e e e e et e e e 7
British Columbia ..,........ ... ... oo, ol lll 3
Nova Seobia . ..oceiiiiiuiiiiiii i 2
New Brunswick ..........ooocoiio oo oo 1
Saskatehewan ...........cocveveiennneinnen 0 e e 1
Not KnOWN «oviiiiiii i 3

88

The table below offers a summary analysis by vears of the securities sold to
the public in connection with refinancing schemes and shows that bonds, preferred

shares and Class “ A ” shares accounted for $265,052,375 ar 91 per cent of the
total offerings. :
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ANALYSIS OF SECURITIES SOLD TO THE PUBLIC IN REFINANCING
'OPERATIONS

{in thousands of dollars)

Bonds Preferred Shares Class "“A’" Shares Common Shares
Total
Year Amount Per cent Per cent T'er cent Per cent
Amouni| of Total | Amount | of Total § Amount | of Total | Amount § of Total
Spcurities Securities Securities Sccuritica
4,500 30 6,750 4.
25,800 38 28,795 42 2,248
38,225 17 49, 758 29 82,129
11,820 32 17,715 48 5,863
1,300 90 150 100..........
Totals....|$292,480| $71,i45 25| §103,168 35 %90, 240 31 827,436 9

Bonds do not carry any voting rights and, of the preferred and Class “A”
share issues listed in the table and totalling $193,407,375, less than ten million
dollars carried unrestricted voting power. In short, eighty-seven per cent of the
total amount of all securitics gold to the public consisted of non-voting securitics.
Many issues of bonds and preferred shares were offered with a bonus of voting
commeon shares but in no instance did the common shares so offered amount in the
aggregate to more than a small minority holding of such shares.

It seems clear from this analysis that in general the refinancing schemes
were so construcied as to afford the public the privilege of subscribing the
requisite amount of cash.while endowing the promoters with unhampered control
of the new companies. No evidence is available as to the actual worth of the
consideration received by the new eompanies for the issue of the common or
Class “B” shares to the promoters, but an analysis of subsequent earnings
histories of these companies (given below) indicates that in many if not most
instanees such considerations must have been purely illusory.

¢. The Results of Refinancing Operations. . :
Of nineteen companies whose bonds were sold to the publie and whose sub-
sequent earnings are known:— ‘

(1) Ten companies have failed to carn bond interest consistently to date.
LEight of these companies-have falled to earn interest since 1930 or
earlier; one since 1931 and one since 1932,

(2) Of the ten companies in (1) six have already passed into receivership.

{3} The remaining nine companies have earned bond interest to date.

Of forty-seven companies whose preferred shares were sold to the public
and whose earnings are known:—
(1) Eight have been Hquidated or are in process of liquidation.
(2) Thirty others have {ailed to earn the preferred dividends in one or
more years. '
(3) Ninc have earned the preferred dividend regularly to date.

Of thirteen companies whose Class “A” shares were sold to the public
and whose carnings are known:—

(1) Not one has earned the Class “A” dividend every year to date. Four
earned it the first vear only; three the first two years only, two the first
three years only; and two the first four years only.

06068—3%
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{2) Not one has earned the Class “A” dividend in 1933. Only one earned
it in 1932; only two carned it in 1931.
{3) The majority incurred operating deficits in 1932 and 1933.

Of thirteen companics whose common shares were sold to the public and
whose earnings are known:— - » '

(1) Three were carly absorbed in consolidations and lost their identity.
(2) Three earned something:on the eommmon shares up to 1932.
{3) Seven have failed to earn anything on common shares in recent years.

Almost without exception the realized earnings of these companies which
estimated their earnings for prospectus purposes have fallen from the beginning
far short of the estimates. It would indeed be more accurate to say that they
have never approached the estimated earnings, for a comparison of the two
figures gives results which are nothing short of grotesque.

This summary of earnings histories points to the following conclusions:—

(1) That the refinancing operations were attended by gross over-valuation
of assets and consequent over-capitalization.

(2) That the so-called bonds, preferred shares and Class “A” shaves had in
many instances no real equity junior to them; in other words, that the
recetvers of the common stock gave no real consideration to the com-
pany for the issue of these shares.

The promoter of a refinancing scheme is in fact, but not in law, acting
as a broker in the sale of a business as a going concern. If his legal position
could be adapted to his actual position, he would be required to reveal to the
buyer the exact amount and nature of his interest in the brokerage transaction.
There is some reason to suppose that if publication of this information had
been obligatory in the years 1927 to 1929, fewer sound old established Cana-
dian businesses would have been refinanced and serious losses would have

been averted.

4. TLLUSTRATIONS OF (ORPORATE PRACTICES FROM THE ILVIDENCE.

With this general picture of the firancial background of the period in
mind, we may refer to three cases which illustrate some of the practices dis-
cussed above. These cases are Simpson’s Limited, Toronto, Burns and
Company, Limited, Calgary, and Canadian Canners Limited, Hamilton, These
three companies have been investigated by us and mueh of their history has
aiready emerged in the evidence. We cite them herc mercly because of that
fact. We have no doubt there are many other cases that have not been
brought officially before us but which might prove even more striking examples
of some of the practices to which we have been referring.

The details of these three eases are given in Ammex iv. Here we merely
state the general conelusions from the facts outlined in that Annex.

The first case, the Robert Simpson Company and assoclated companies,
is one where the original owners sold out to the public on terms most advan-
tageous to themselves. In creating the security-structure an additlonal burden
of fixed cost of $1,000,000 per annum, was placed on the operating company.
The public holds certain classes of securities which are yielding no return at
present and to earn a return on which the company would have to operate
ont 5 scale whieh seems extremely optimistic. More narrowly, the successive
reorganizations crected a pyramid of bonds, preferred, Class A and B common
shares, secured entirely in the first place on the junior shares of the operating
company. If these common shares paid no dividend, the holding company
received no revenue. But this position was altered when by purchasing the
assets of the operating company, but not. paying for them, nor even paying
interest on the debt, the holding company was able to charge a rental and
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therebv ensure some revenue, whether or not the operating company was profit-
able. That this action lessened the security of the holders of bonds and pre-
forred stocks of the operating company, who should have ordinarily a first eall
on earnings, is obvious and 1n our opinion is an illustration of a questionable
financial transaction. .

The reorganizations witnessed two appraisals of the fixed assets of the
Canadian Appraisal Company, by virtue of which over $8,000,000 was written
into the capital. The remuneration of the investment dealers, Wood Gundy
& Company, seems to us entirely out of proportion to the service performed.

The Burns case illustrates three main points in the practice of corporation
finance. Firstly, it involves the write-up of assets for the purposc of establish-
ing nominal asset values to cover the issue of new sccuritiecs—that is stock-
watering. Secondly, it represents a distinctly doubtful case of an investment
house mis-stating the income figures, through the depreciation allowance, for
the purpose of showing sufficient income to cover the interest and dividend
noeds of the new seeurities. Thirdly, it raises the propricty of a re-financing
utilizing the above practices, at the top of a business boom and the inevitable
reorganization after the boom. As the facts are related in detail elsewhere, it is
sufficient to state here that this case is one of the most flagrant which we have
encountered.  We wish to condemn without reservation or equivocation such
financial malpractice as it illustrates.

The ease of Canadian Canners Limited involves slightly different con~
siderations. The company was formed by the banding together of a large
number of independent canning and preserving companies and was enlarged
on several later occasions to bring in numerous independent canners. Plants
acquired were paid for, usually, by issuing capital stock and bonds. Upon
each suceessive reorganization the company’s plants were revalued. The
exact amount of appreciation and other intangible assets included in the recent
balance sheet is not clear, but it is at least $6,000,000, cquivalent to over 50.
per cent of the presently outstanding capital stock.

The extent of the excess capital issued for appreciation of assets on
appraisal or other revaluation, for bonuses in excess of appraised values, for
services, ete., is indicated by the fact that during the past eleven years, despite
meagre and diminishing annual depreciation provisions, the_operating profits on
the book capital in only one year exceeded 5 per cent and averaged less than
3 per cent.

None of the capital stoeck of this company was sold for cash but was
issued entirely for assets acquired und for services. Mortgage bonds to the
extent of $958,500, have been sold for cash, but on the other hand, bonds having
a par value of $1,876,100, and shares having a par value of $672,300, have
heen purehased for redemption. The company has also invested a substantial
amount in its own shares which shares have not been redeemed but are carried
upon its balance shech as an asseb; a practice which is possibly illegal and
gertainly improper.

The president of the company is a stock broker whose firm, Avern Pardoe
& Co., iz the largest registered holder of shares in Canadian Canners, Ltd.
While'many of these shares are held for clients, there can be no doubt that the
reguirements of investors greatly influence the actions of the management,

The evidence regarding the operations of the company revealed that an
inaccurate statement of the company’s financial position was shown by the
balance shect presented to the shareholders in 1932; this was signed by the com-
pany’s auditors, only subject to certain vital qualifications.” The profits as shown
did not in fact exist. The failure of the directors to sec that the true facts were
disclosed provides a reprehensible example of faulty stewardship exercised by »
minority management group.
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5. THE MaIN PROBLEMS TO BE SOLVED,

The above cases indicate four main problems which warrant specifie consider-
ation. They are:
a. Quer-capitalization.
b. Appraisal practices.
¢. Accurate and adequate information for the investor and shareholder.
d. The place of the investment dealer.

As to (a), over-capitalization or stock-watering is one of the most wide-
spread evils assoeiated with incorporation of companies; it is made even more
objectionable because it is in fact legalized. Vendors and promoters allot shares
to therselves, for services and properties contributed to the company, at a figure
grossly in excess of any possible intrinsic value. Frequently, the balance of the
1ssue is then offered to the publie, which buys it for eash. The holder of a share
who has given for it services worth possibly $1.00 is on an equal footing with the
holder of another share who has given $100.00 cash for it. FEach share may have
only approximately $50.00 of rcal assets behind it, so one shareholder has been
muleted of nearly $49.00 by the other. This situntion is virtually legalized,
because the courts ordinarily do not inquire into any consideration other than
cash given for shares. The courts will force a man who has patd $99.00 for a
$100.00 par share to contribute the other dollar; they seldom do anything about
the man who has contributed n table worth, possibly, $10.00 at the absurd
valuation of $20,000.00.

As to (b), the usual method of writing up the value of assets is through the
so-called appraisal companies. The alacrity with which certain appraisal com-
panies appear willing to give a desired valuation to almost any type of asset is
evidence enough of the general unreliability of their certificates.

As to (c), the question of adequate and accurate information: there is no
argument whatsoever against giving a prospective purchaser of a security every
-relevant bit of information concerning the security which he is about to buy. The
same applics to the shareholder. This is the lcast that can be done. If all the
facts as to what was actually being done had been given to the public in the
case of the Burn’s and Simpson’s financing operations referred to above, it is
almost certain that the securities could not have been sold with such case. FEven
allowing for the cupidity of the publie, it is hard to see how the preferred stock
of the Burns Company could have been sold when the preferred dividend was
barely carned.

As to (d), it is obvious that the investment dealer cannot be relied upon to
safeguard the interests of the investor. That has been clearly shown in the
cases summarized. The interest of the investment dealer is allied with that of
the vendor group. His whole position as a merchandiser makes him almost
incapable of anything but ex parte statements. His mistakes have been all too
frequent. Too often the fees he has received, rather than the cconomic justifica-
tion for the issue of sceurities offered, have been the deciding factor in his
activitics.

4. REMEDIAL SUGGESTIONS

We now come to suggestions and recommendations for remedial action. In
making these recommendations we are not so optimistic. as to believe that any
legislation, however wisely conceived and effectively administered, will prevent
all foolish investments or all unsound company promotion. We have, indeed,
no right even if we had the desire, to take away from the citizen “his inalienable
right to make a fool of himself.” We do, however, feel that we have the right
to attempt to prevent others making a fool of the citizen. We would emphasize
also, first, that permission for a group of persons te be incorporated into a com-
pany, should be viewed as a valuable concession granted by the state, especially
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in relation to the convenicnce of a general restrietion of personal liability, and,
second, that sueh a eoncession involves corresponding obligations and responsi-
bilities. Not the least of these obligations is to ensure that there shall be full
and accurate information as to all the facts concerning every company that seeks
incorporation or financial support from the public-after such incorporation.

We may anticipate at the outset a general objection that will be levelled
at many of our suggestions, namely, that Canada is a young and dcveloping
country, and as such needs and will continue to need capital; that no unnccessary
obstacles or discouragements should therefore be placed in the way of the
assembling of such capital from the investing public. To this objection we have
one answer, All our recommendations are designed to encourage sound develop-
ment through the discouragement of unsound and reckless promeotions of the
kind which too often characterized the financial history of this country in the
last fifteen years. Tven if, for the sske of argument, we make an admission,
the validity of which we do not accept, that some capital might be frightened
away by laws designed to protect the investor, the amount of such capital is
not likely to come within measurable distance of the millions lost to this country
by unwise and reckless promotions, millions which might have been saved if
some of the recommendations we are about to make had had the foree of law.

Many of the remedies which we suggest for the evils disclosed involve
amendments or additions to exisiing legislation. This brings up at once the
question of jurisdiction. It is obvious that the existence of ten jurisdictions,
each having the right to make its own laws for the incorporation and regulation
of limited liability companies—and each in fact cxercising this right—greatly
complicates the problem of control through such legislation. It is not part of
this report to discuss fully the problems arising. from multiple jurisdictions, but
the question is so important that it cannot be ignored.

One possible solution for this problem would be to amend the constitution
so that the Dominion Parliament would obtain exclusive jurisdiction over com-
panies by the provinces surrendering such jurisdiction over property and eivil
rights as would be nceded to secure effective control. Difficult as this solution
may appear, it would in practice be the most satisfactory one. .

A more realizable alternative would be to obtain uniformity in the essential
features of the Dominion Companies Act, and the provincial Acts through the
co-operation of the legislatures concerned. Though two Dominion-Provineial
Conferences have not suceeeded in securing uniformity by this method, we think
that the difficulties in the way of such an achievement can be overcome.

_ But whatever may be the solution of this constitutional problem, it is clear
that growing public resentment necessitates further social control of the financial
operations of companies. Accordingly, it is urged here that, within its legal
competence, the Dominion should to the very limit give leadership with a strict
Act. We feel that the prestige of a Dominion incorporation is such that the
provinces will follow such a lead. If they do not, then the question of securing
uniformity by constitutional amendment would have to be considered.

This view, it may be noted. is in direct contradiction to that expressed by
many who believe that the federal act cannot be much more advanced than pro-
vineial legislation; that if it i, the Dominion will lose incorporations and revenue
to the competing jurisdictions. There is, however, every reason for believing
that a bold position with respect to the federal act will in the long runm,
strengthen rather than weaken the Dominion’s position, and that it will encourage
a general improvement through similar provineial reform measures.

A stringent federal act, for instance, might well put a premium on federal
incorporations by giving a decided advertising value to the sale of the sceurities
of companies so incorporated. Even if, for a time, certain provineial acts re-
mained less strict than the federal act and there were some temporary diversion
of applications for incorporation from Ottawa to the provinces, the loss of
revenue, if any, would be a paltry sum to balance against the social gain invelved.
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3. AMENDMENT oF THE Domrxton CoMPANIES Act.

Therefore, in an effort to remedy some of the abuses discussed in the previous
-sections of this chapter, and pending some satisfactory solution of the problem of
uniformity, we rccomtnend certain changes to the Dominion Companies Act,
irrespective of what the provinces may do.

' These changes arc bazsed on the assumption that limited liability company
legislation involves three sets of obligations, as follows:—

a. Upon the company to create a non-withdrawable fund of capital, which
would operate as secwrity for bond holders, for creditors and share-
holders.

b. Upon the directors to give publicity to the affairs of the company by
full annual statements and periodic reports, for the information of
sharcholders, bond holders and other present and prospective creditors.

c. Upon promoters, directors, ete., to give full and accurate information
to all persons who are invited to purchase shares or other securities. -

. To strengthen and make mare effective the first obligation, we recommend
either the abolition of shares of no-par value, or the requirement that the full
consideration received for no-par shares should be credited to the capital account.

In respeet to the prohibifion of no-par stock it should be remembered that
this, by itself, would not entirely solve our problems and might indced raise new
problems. -For instance, prolibition of no-par shares would mean that some
provision might have to be made for the issue of stock at a discount to avoid
unnecessary complications in respect to companies, the market value of whose
capital has shrenk,

The alternative proposal to complete prohibition, namely, the abolition of the
right to allocate any part of the consideration reeeived for an issue of no-par
shares to distributable surplus, would achieve the same objective. Under the
present Companies Act, the amount of the issue price of such shares which may,
-at the directors’ discretion, be earried to distributable surplus (and hence utilized
to pay dividends to sharcholders) is limited to 25 per cent; or where the com-
pany acquired a going concern which had a surplus over and above all liabilities,
an amount which does no$ exceed the unappropriated balanee of realized net
profits of such going concern, immediately before acquisition. The present Act
also. prohibits retroactive transfers from capital to surplus in respect to shares
issued exclusively for a consideration payable in money. These arc excellent
provisions as far as they go, buh they should be strengthened by stipulating that
. 100 per cent, not 75 per cent, of the consideration received, must be placed in the
.capital account.

- This same idea might well be extended to cover par stock. At present, a
company which sells its shares for more than par, is required to put the amount
cof the par value in the capital account, but is allowed to put the premium—
excess over par—in the surplus account. This premium can be distributed as
dividends. We doubt if there is any sound reason for this practice and we are
of the opinion that the full consideration received for par shares should be re-
garded as.capital. We, therefore, recommend that all premiums received on the
"sale of par stock, should be placed in a capital or non-distributable surplus
account.

A similar problem arises with respect to the writing-up of fixed and in-
tangible assets, a practice which has given rise to mueh abuse. It is possible,
for a company to write up an asset, thus creating against the new asset value a
-surplus account; then dividends paid in cash may be charged against the surplus.
This practice simply means that dividends are paid when the company’s position
does not warrant it. Accordingly, we are of the opinion that all increases in
“surplus or reserves which resulé from an increase in asset values (as a conse-
.quence of write-ups, appraisals, etc.) should be regarded as capital surplus, that
is incapable of having dividends, directly or indirectly, charged againgt them.
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Another desirable reform would be to require that companies should be
incorporated only for activities which they intend seriously to pursuc at the
time of incorporation, and to amend the present law to prevent companies
engaging in activities not directly related to those for which they were incor-
.porated. - We_ feel that, if a company desires to extend its aetivities to a field
not closely related to the activities specified in the original incorporation, this
should only be permitted after adequate publicity has been given. For
instance, if a company incorporated for merchandising wished to go into the
gold mining business, it should require (1) the approval of the shareholders,
and (2) supplementary Jetters patent from the competent authority of the
Government. - In this way, investors would not, through the action of directors,
become involuntary patticipators in a type of businesg which they did not
anticipate when purchasing their shares. ‘

We now come to suggestions with respect to publicity. We feel that com-
plete and aecuraie information concerning cach issue of shares made to the
public by an incorporated company, 1s the most cfective, and at the same time,
the least questionable protection which the investor can be offered.

The provisions of the existing Dominion Companies Act with regard to
publicity concerning the financial affairs of a company, place Dominion legisla-
tion well in the van in this respect. .A company with a Deminion charter must
now present to the annual meeting a vearly balance sheet, a statement of surplus,
and a statement of income and expenditurc. To ensure that such statements
should be given adequate publicity they, together with the auditor’s report, should
be required to be published in a daily paper enjoying wide ecirculation in the
locality where the head office of the company is located and in some official paper
such as the Canada Gazette. 1t should further be incumbent on the company to
file such statements with a public authority, more specifically with the Securities
Board referred to later in this section. Tinally, the responsibility for carryving
out these provisions with respect to publicity should be placed on the board of
directors of the company whe should file with the Securities Board satisfactory
proof that this obligation had been carried oub. Suitable penaltics should be
provided for non-compliance with these provisions.

We feel also that the present Act might be amended to enlarge the informa-
tion now required. Scction 112 of the Act sets oub certain details in respect to
this information. This scetion might be elaborated somewhat to require informa-
tion under the following headings:—

(a) Fixed and intangible assets—in more detail than are at present given;
land, buildings, plant and equipment being shown separately, and where
there is idle plant or unused property in any substantial amount, this
also to be shown separately. _

(b} Investments and securities—nature of and market value. .

(¢) Inventories—so as to show raw materials as distinet from manufactured
goods or goods in process of manufacture; with specific divisions for
_such. things as containers, spare parts, cte,, where they represent sub-
stantial amounts. :

{(d} Accounts and notes receivable—in such a form as to make a distinction
hetween current and overdue or doubtful accounts.

{e) Executive salaries and bonuses—so as to show the number of executives
and the total amount paid.

(f) The amount; if any, by which fixed assets, including goodwill and other
intangibles, have been written up.

With respeet to, the prospectus provisions of the existing Dominion -Act,
these arc at present most unsatisfactory. They provide for most extensive in-
formation, it iz true, but unfortunately, from the investor’s viewpoint at least,
a prospectus has to be delivered to the purchaser only in respect of securities
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offered by the company, or on its behalf. It is well-known that a company
customarily sells its shares, not to the public either direct or through agencies,
but outright to an investment house. The investment dealer, in retailing the
securities to the public, is not acting on behalf of the company, but is selling
its own property and is not, therefore, subject to the new prospectus clauses.
‘This, to a great extent, nullifies their value and should be altered.

There is a body of legal opinion which holds the view that the federal legis-
lature has not, through the Companies Aect, the constitutional power to impose
prospectus obligations or liabilities on persons outside the company, as this would
violate the property and civil rights clauses of the British North America Act.
There is another view, however, that the federal legislature can impose all the
obligations it likes on its own creature—the company with a Dominion incorpora-
tion. .

We see no reazon why a Dominion company and its dircetors should not
have imposed upon them by law the same obligations and responsibilities in
respect of an advertisement or other offer of shares for public subscription, by
underwriters or investment dealers who have purchased the shares for resale, as if
the underwriters or investment dealers were technically the company’s agents
and offering the shares to the public on the company’s behalf. This would
place upon the company the responsibility for statements in advertisements of
shares by such dealers. These advertisements should be subject to all the
requirements now governing prospectuses. Tt would be unfair to saddle the
company with responsibility for all representations made by holders of shares
upon sale of those shares, but the company and its directors should be responsible
for representations made on any offering for general public subscription, whether
made on behalf of the company or not.

Even if this change cannot be made through the Companies Act, the end
desired might be achieved by making it a eriminal offence for anyone to offer
for publie subscription securities of a company with federal ircorporation,
if those securities have not been subjected to the prospectus obligations of the
Dominion Companies Act. '

Furthermore, we believe that every prospectus should state in clear detail
all eommissions, fees and other remuneration regeived by the promoters, under-
writers, or middlemen. The net consideration received or to be received by the
company should be clear to the investor.

The Companies Act, prior to 1934, stipulated that whencver shares were
allocated otherwise than through an offer to the public, a statement in lieu
of prospectus and containing much the same information, had to be filed with
the Secretary of State, by the company. This at least provided anyone who
was offered shares by an investment dealer a means of obtaining statutory
information. The present Act-does not require any statement in lieu of pros-
pectus, which obviously is within the legal powers of the federal Government
‘to demand. We recommend that companies be required to file such prospectus
information, and to publish it in a daily newspaper enjoying wide circulation
in the locality where the head office of the eompany is located and in the
Canada Gazetie.

We recommend also that steps should be taken to simplify the eapital
structure of eorporations, by limiting the classes of shares that may be hence-
forth offered to. the- public, to common and preferred—without any of the
numerous subdivisions that now so often confuse nnd mislead the investor, and
facilitate the coneentration of control in the hands of entrepreneurial groups.
Allied to this provision would be a stipulation that every share offered, both
common and preferred, should. bear equal voting rights. Management shares
should bé prohibited. T ' .
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We further recommend that when the management of a company have
become aware of the serious impairment of the capital of that company, they
should be required forthwith to inform the directors of that faet, who shall be
under obligation, immediately to call a meeting of shareholders and put the
above situation before them.

9. THE PosiTion oF DIRECTORS.

In discussing the responsibility of direetors generally, we should refer to
the practice of naming “ provisional ” directors who are often no more than
clerks in solicitors’ offices. While this practice undoubtedly facilitates the
prompt organization of a company, these direetors are at times called upon to
transact important business before resigning in favour of the permanent board
of dircctors. We feel, therefore, that the first permanent directors should be
held responsible for all business transacted by the provisional directors.

We desire also to refer to a practice which was brought to our attention
in evidence submitted, namely the growing practice of multiple and interlock-
ing directorates. This we feel to be an unhealthy and possibly dangerous
development. We feel strongly that corporate growth in this country would
proceed along sounder lines than it has in the past, if all directors were actively
engaged in directing the concerns of which they are directors.

" TFwvidence has been given that, in some cases, directors through large hold-
ings of their company’s securities, have been in a position. where their personal
inferests have conflicted with those of the company. Later in this chapter, we
recommend that directors should cventually be placed in a frustee capacity
with regard to all security holders. This, in part at least, might be brought
about by prohibiting directors from speculating in the shares of their com-
panies. To ensure such prohibition being effective, they should be required
to diselose annually to their shareholders the extent to whieh they have directly
or indirectly purchased or sold their company’s shares during the year. '

3. THE PREVENTION OF STOCK-WATERING—THE SECURITIES BosrD.

We now come to a most important peing, namely, provisions to discourage
stock-watering which is, at times, almost as destructive as cwrrency debase-
ment, Where the capital structure is illusory it falsifies all statistics and
calculations based upon it. To strike at this practice we make two recom-
mendations: firsé, that it should be made illegal for directors, promoters, cte.,
~to issue fully paid-up sharcs unless the company receives for these shares,
adequate consideration in cash, property, or services. The duty of investigat-
ing and determining the adequacy of such consideration, where such adequacy
is involved in any litigation, should be placed squarely on the Courtas.

-Although the present legal situation is not perfectly clear it would appear
that in practice, Canadian Courts show a reluctance, which amounts to virtual
refusal, to inquire into the adequacy of consideration if it is in some form
other than cash. If, in some way, the duty of such inquiry could be definitely
placed on the Courts, a most valuable step forward would have been taken.

Ve do not think that this would be placing any burden on the Courts
which they could not adequately discharge. It is a customary praetice for
Courts to-day to place a value on an arm, an eye, or a reputation. There is
no reason why thev should be unable to place a value on a body of assets
given as consideration for an issue of stock. If the decision of the Courts
should be that adequate consideration was not given, then liability for the
balance of the consideration unpaid should attach to the directors concerned,
if it could be shown, {a) that such directors had knowledge of the inadequacy
of the consideration, or (b) failed to take reasonable steps to ascertain the
adequacy of the consideration. This would not merely discourage stock-water-
ing but might also check that growth of interlocking and multiple directorates
to which we have referred.,
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The machinery outlined above, however, can only come into action after
‘the securities have heen issued. It should, fherefore be supplemented by and
combined with some machinery which would review the situation before the
securities were issued. This leads logically to the formation of an Investment
or Securities Board, functioning as a section of the Federal Trade and Indus-
try Commission, recommended [ater in this report. It should co-operate closely
with that department of the Government responsible for incorperations but
should not, we feel, be an administrative division of such department. The
functions of such a beard should be to review the proposed capital strue-
ture of all companics incorporated under the Dominion Act and desiring to
issue bonds or stock to the public. In other words, the Board would pass on
all issues of bonds or stock after thorough investigation. In performing this
duty, the Board would necessarily give carcful consideration to the proper
relation that bonds or stock to be issued, bear to the company’s assets. In the
case of an industrial company, for instance, the Board would have to decide
up to what percentage of the fixed assets a bond mortgage should be issued
and, in the case of shares, what return could reasonably be cxpected. Tt
might insist that a bond issue should not exceed the percentage of fixed
assets which is normally considered sound practice for the mortgaging of real
estate. This would eliminate the issuing of bonds by holding companies
secured by assets consisting largely or wholly of shares in another company;
‘thereby placing the bondholder in a junior instead of a senior position so far
as the fixed assets of the other company is concerned. 1t should insist also
that, hefore the proposal for an issue is submitted to it, the sanction of the
sharcholders in special meeting be obtained and that the approval of bonds
should be given only for the amount actually required at the time of issue.

Moreover, ereditorship sccurities are now accasionally issued with such
designations that they convey the impression that they constitute a lien or
charge on property when in fact they arc merely unsecured obligations ranking
with other similar unsecured debts of the company. The proposed Board should
prohibit this practice. At the very least, any company issuing a security which
bears the name of a debenture and which does not constitute a lien or charge
on property, should be required by law to state that fact prominently in red
ink, or, in some similar manner, on the face of the document.

The Board should have the power to send in its own auditors for necessary
investigations, or to summon appraisal companies, companies’ auditors, ete., and
secure from them all the details of present transactions and past finaneial his-
tory of any company whose proposed issue of bonds or shares is being investi-
gated. The Board should scrutinize as well the advertising and publicity
material to be given to the public at the time of offering for sale to cnsure that
the true character of the transaction is dizclosed. It should have no power
formally to approve of any issuc; merely to reject those it did not approve.
There should be strict provision to the effect that no company or investment
house whose proposed issue of shares had not been rejected, should be permitted
to make any reference to that fact in its advertising literature, or even to the
fact that the Board had reviewed the terms of its offer to the publie.

It is not suggested that such a board should have any authority over the
affairs of private companies, On the other hand, a private company going to
the public for the first time, even for a loan on mortgage bonds, should be sub-
ject to investigation as far back as the Board decmed it necessary, with a view
to deciding whether the company would have the right to obtain funds from
the public at large.

We feel that a board functioning as indicated above would go a long way
to prevent the gross over-capitalization which has gone on.

The Board would also excrcise a very necessary and desirable restraint over
the activities of appraisal companies.” Evidence before us has established
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bevond doubt the frequent unreliability of certificates of appraisal companies
and the doubtful way they are sometimes used for stock selling purposcs. We
therefore recommend legislation making appraisal companies liable in damages
to anyone suffering loss through the purchase of stoek, to which purchase any
such appraisal has contributed, if it can be shown that such appraisal was untrue
in any material part, and that it was issued or published by the appraisal com-
pany (z) without honest belief in its accuracy or (b) without such company
having first taken all reasonable means to verify the accuracy of the facts or
opinions contained in the appraisal. ' :

We realize, of -course, that it may be stated that if the Government gives
any Sccurities Board, as outlined above, the right to review all issues of secur-
ities, this will involve accepting the responsibility for the fortunes of all issues
which it has not prohibited, and that the public will throw the blame on the
government for any losses which they might incur through investments in such
¢ompanies. This argument is met, in part at least, by our suggestion that
adequate steps be taken to ensure that the Board’s preview of an issue must nof
be used in the advertising material of the investment house or the company. It
should also be pointed out that the Government at present exercises stric powers
of supervision and conirol over banks and insurance companies, without admit-
ting that such supervision makes it responsible for the fate of investments in
such banks or insurance companies. In any case, we feel that the advantages
of having the capital sct-up of companies reviewed before securitics arc issued
far more than neutralizes the risks, if any, which might be involved.

There is one other question which we should like to raise, namely, whether
mining companies should not be cxempted from these speeific recommendations
mentioned above which would require the courts to inquire into adequacy of
consideration and make the directors liable for any inadequacy found. Mining
promotions are by their very nature speeulative and the element of chance can-
not be climinated from them. While we feel strongly that they should be put
on exactly the same basiz as all companics with respect to information, pub-
licity, ete., we are of the opinion that in respect to the recommendations referred
to above, they might well be given exceptional treatment.

4. CONCLUSION,

In conclusion, we think it of primary importance that the legal fiction that
ownership means control, should be replaced by an acceptance of the fact that
shareholders are often in effect a powerless group and properly the subjects of
a trustee relaticnship.

It iz elear that the very size of many companies precludes a shareholder
fromn being active and that, with the diffusion of cquity sccurities, it is probably
not to the shareholders’ interest to be active. This, combined with geography
and the proxy system, makes it inevitable that owners of companies will be able
to a lesser and lesser extent, to take any of the responsibilities of such owner-
ship. The entrepreneurial group more and more will secure control. One notable
evidence of this development is to be found in the absence of opportunity
for sharcholders effectively to question and examine the management of their
companies at the annual meetings; meetings which, as is well known, are more
often concerned with sceuring the speedy performance of the statutory require-
ments, inclnding the formal sanction of the company’s annual statement. -than
with a serious examination by the shareholders into the company’s activities
and present position. The auditor of the company, who in theory represents
the shareheolders, need not be present and, indeed, is seldom available for ques-
tioning. The whole procedure is in fact of liitle value as a protection for the
shareholders’ interest. ’

TFor reasons such as above, we feel that the whole trend of law should be

towards putting the managers and directors in a trustee capacity, with respect
to all seeurity holders.



CHAPTER IV
INDUSTRY
1. INTRODUCTION

In this chapter we summarize the results of our general investigation into
certain specific industries, We were not called upon to survey the whole of
Canadian industry, but we feel that we have covered a representative cross~
section, ranging from industries such as tobaceo manufacturing, meat packing,
farm implements, ard canning, in which concentration has developed far,
through others such as textiles and milling, in which large and small concerns
exist side by side, to those such as baking, which stili remain predominantly
small-scale in character. OQur sample goes from almost complete monopoly
at one extreme to disorganized cut-throat competition at the other.

Most of the problems of modern business are the joint product of three
of its associated but distinguishable characteristics; the growth of the corporate
form of organization, the development of large-scale production, and a wide-
spread but not universal tendency toward, at least, quasi-monopolistic con-
centration, _

The first of these characteristies, the corporate structure, has been cxam-
ined in the preceding chapter. Its development, in general, has profound impli-
cations for economic theory and poliey but, in detail, it raises chiefly problems
that are narrowly finaneial. Before turning to the specifie industries investi-
gated, therefore, it might be useful to examine briefly the development of large-
scale production and concentration, from the point of view of industrial, rather
than financial organization. These developments carry very direct conse-
quences for the wage-carner, the primary producer, the consumer, and the
state itself, and we devote later chapters to each of these special points of
view. Here, however, we discuss industrial concentration in its more general
aspects.

1. LarGE-ScaLE PrRODUCTION.

Since the early nincteenth century, the scale of industrial operation has
increased. Small or medium sized plants have gradually been superseded by
very large plants. This development, however, has not proceeded evenly, In
some countries, such as France, large-scale produetion has developed less than
in others such as England; in some industries, such as baking, less than in
others such as cigarette production.

The movement results from certain technical, managerial and marketing
cconomics that can be achieved by enlarging the scale of produetion. More
adequate utilization of by-products, more complete specialization of labour and
machinery, increased opportunities for research are typieal technical! economies.
Managerial economies arise when further specialization of such functions
increases expertness and when the costs of certain other functions, such ag
advertising, increase less rapidly than the output of goods. Marketing econ-
omics result from the purchase of raw materials, the sale of the finished
product, and the transportation of both, in large quantities,

These economies, as the scale of production increases, may however be
offset by certain limitations. As a plant grows in size, co-ordination of the
minutely subdivided operations becomes more difficult. The relative searcity
of managerial ability limits continued growth. The characteristics of certaim
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produets (e.g., non-standardization, perishability), of certain processes (e,
necessary handwork), and of certain markets (e.g., style changes) similarly
limit the size of efficient operation in particular industrics. Even where the
most efficient size of operation in any one industry may be very large, smali
plants may continue to survive if the proprietor’s interest, energy and power
of quick decision offsct, as they often may, the superior technical efficiency of
specialists in a large firm. In only a few industries, therefore, have large-
scale plants entirely displaced the small. In some industries, small-scale pro-
duction still survives as typical,

Nevertheless, there is a general tendency toward larger production units,
In the United States, manufacturing establishments with an output of $1.000,000
or more in 1904 represented only 9 per eent of the number of plants but
produced 38 per ceni of the output. By 1919, they had increased to 4-85 per
cent of the plants and produced G8-18 per cent of the output, and in 1929
to 557 per cent and 69:22 per cent respectively. In 1904, they employed
25-6 por cent of the wage-earners; in 1919, 57-47 per cenb; and in 1929,
5824 per cent.

In Canada, comparable figures are not available for earlier years, but the
trend is much more evident for the last decade than in the United States where
in fact the development has slowed down somewhat. In 1922, plants in Canada
with an output of over $1,000,000 were 1-9 per cent of the total number, but
produced 52 per cent of the total output; in 1929, they were 3-2 per cent of
the number but produced 62 per cent of output. In 1923, plants with over 500
cmployees represented only less than one-half of 1 per cent of all plants,
but employed 21 per cent of all employees. In 1929, they constituted almost

_three-quarters of 1 per cent of all plants, but employed 27 per cent of all
employees,

2. COMBINATION,

Large-scale production refers to the size of the producing unit. Combina-
tion refers to the scale of management. Whether the actual plants be large or
small, their combination under one management may achieve two distinet types
of advantages. The first type consists of managerial and marketing cconomies
of large-scale production. In a chain store, the unit of physical operation
remains small but the large-scale management can effect cconomies in adver-
tising, purchasing, ete. The second type consists of the elimination of certain
wastes of competition. If many plants are united under one management,
certain competitive costs of duplicate advertising and salesmen, cross ireights,
ete., may be avoided,

Combinations are also motivated by the desire not only to realize such desir-

able economics but alzo to achieve monopolistic power to limit production and
thus obtain monopolistic profits. Experience, however, has taught many com-
binations, obviously so motivated, not to exploit their monopolistic power com-
pletely, te crush competitors or to extort maximum profits. The fear of
potential competition, of the competition of substitute products and of govern-
ment regulation restrains in some measure the unmodified exercise of monopoly
power. . :
Combinations, if based on sound cconomic considerations, may tend to
increase cfficiency, but the henefits are often not distributed to the public in
the form of lower prices or to the employees in the form of higher wages. In
fact, increased profits, if realized, often are not passed on cven to the shareholders.
Not infrequently, these are diverted to promoters or a controlling managerial
group.

Monopolistic combinations, further, by the protection of relatively inefficient
members from outside competition, by the suppression or delayed introduction
of new inventions and similar policies, may often obstruct gencral industrial
progress.



48 ROYAL COMMISSION ON PRICE SPREADS

Some indication of the extent of the combination movement in Canada, was
given in the previous chapter and discussed in its financial aspects. It is neces-
sary to supplement this with a brief discussion of the extent to which it and
other forces have led to the development of monopoly.

3. Mon~oroLy.

The tendency toward monopoly which has marked the development of
every industrial country in the world in recent years is evidenced in the record
of consolidations in Canadian industry, as outlined in the preceding ehapter.
In few industries in Canada, outside of certain public utilitics, has this develop-
ment reached the stage of absolute monopoly, that is, complete control by
any one company of the production or distribution of certain commodities
and services. The more important are explosives, nickel and certain heavy
chemical lines,

Monopoly, however, considered as any form of industrial organization
with sufficient control over the supply of a commodity to cnable the organiza-
tion to modify the price to its own advantage, has made greater headway.
We have not attempted to measure the extent of the cxistence in Canada of
this type of monopoly., Possibly it would not be fair to do so from the indus-
tries we have investigated “beeause in many cases they are those concerning
which there have been most frequent complaints of monopolistie, or trade
abuses. The forty leading industries, as determined by the Bureau of Sta-
tistics include, it is true, a number characterized by large units of control or
operation. Very few of these, however, may be considered to be dominated. by a
single monopolistic concern in a considerable area; others are free from such
domination, or are characterized by many small firms as well as various larger
units.

In industries where there is monopolistic domination, a large measure of con-
trol may rest with a single concern, in spite of the fact that it is-not alone in the
ficld. Examples are the cement, tobacco, meat packing, petrolcum produets, and
fruit and vegetable canning industrics. In others, two or three concerns may dom-
inatc the market. In the latter case, agreements among a few producers may
cause the publie to suffer many of the disadvantages of monopoly with few of
the potential economic advantages of centralized control or operation. At
timeg, as in the electrical manufacturing and tin plate industries, these agree-
ments are international in character, operating through conirol and exchange
of patents and through agreements regarding markets. Under such international
cartels any control which the State might wish to exercise through reduction or
removal of customs duty would be of Little or no effeet; foreign goods could be
prevented from entering the market to any extent, duty or no duty.

Another type of monopolistic control, usually comprising a larger number
of producers or traders and representing all or nearly all the members of an
industry, is exemplified by the combination of the eight manufacturers of rubber
footwear in Canada. This method of control is not that of monopoly, as the sep-
arate firms operating under a common agreed policy may readily return or be
required to return to independent operation. The methods of such combinations
vary: control of price iz usually secured by a simple price-fixing agreement,
enforced by trade association supervision and a schedule of penalties for infringe-
ment.  In some industries this is the only method used. In others the price
agreement may he supplemented by a production or sales quota arrangement, by
provisions for alleeating customers and sales territories, or by eliminating com-
peting plants by joint purchase or by a price war. When such a combination
is further protected by the customs tariff, its control is exceptionally complete.
In one case investigated under the Combines Investigation Act, the fruit basket
industry, practically all of these clements were present. The price agreement
was supported in another instance, in the plumbing contracting industry, by
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undertakings secured from labour unions and from manufacturers and wholesale
houses that they would withhold labour and material irom non-members of the
contractors’ organization, the Amalgamated Builders Council. The method of
including all eompeting firms in a merger or consolidation is less frequently
resorted to for the purpose of controlling price. The establishment of a joint
selling agency, such as has been attempted in the canning industry, can be of great
benefit to its principals through cconomies in marketing costs, but if its con-
trol of supply is extensive it containg grave possibilities of detriment to primary
producers and .consumers. Where control of supply is at all complete and sub-
stitute products are few or unsatisfactory, price agreements may not be neces-
sary to effect price cnhancement: the result may be secured by restriction of out-
put or by quota provisions, or by a lowering of the quality of the article.

Potential competition and the competition of .substitute commodities are
not always effective in protecting the public against monopoly or monopolistig
combination. Inter-industrial agreements -can nullify the effect of the latter,
and newcomers'to an industry can be quickly assimilated, the ultimate cffect
being the development of excess capacity and consequent increase of produec-
tion costs.

Federal control of monopolies and monopelistic combinations in Canada
is provided for by the Combines Investigation Act of 1923 and Section 498 of
the Criminal Code. The latter condemns the undue lessening of competition,
and action under it has been taken against monopolistic associations rather than
against monopolies. The Combines Investigation Act can be used against
single company monopolies as well as against combinations if they have operated
or are likely to operate against the public interest. It authorizes Investigation,
publicity and, if necessary, punishment. The penalties include fine or imprison-
ment, reduction or removal of duties and revoeution of patents. The effect of
the statute in restraining detrimental monopolies and combines cannot, how-
ever, be measured by the number of investigations, published reports or prose-
eutions,

Most of the investigations under the Combines Investigation Aet are made
as the result of complaints from the public—usually from primary producers,
competitors, or consumers. Complainis against single firm monopolics have
been few. Public concern has been voiced chiefly against agreements of com-
petitors to fix and enhance prices, and investigations made under the Act have
related more frequently to this type of combination than to monopoly. Some
of the methods of joint control of price which bave been reported against and
which the courts have subsequently condemned have been indicated above. The
only finding which was reversed by the courts related to a monopoly, the
Famous Piayers Corporation, in the motion picture industry. TFindings support-
ing the charge of monopolistic practices or agreements were reported also in
other cases, including Western fruit, radio tubes, and. British anthracite coal,
though, in the latter, agreements to lessen the competition of other nroduets
figured largely in the result. No special measures however have been taken
under the Combines Investigation Act for the supervision and control of cor-
porations which have become effective monopolies. While removal of monopoly
powers may be the appropriate remedy in most cases there may be instances
where regulative measures would be a desirable addition to the present method
of investigation, publicity and penalty. We will return to this matter in more
detail in Chapter TX.

With this general introduction, we now review In very brief form the
industries which we investigated, omitting those phases of the subject which
deal with the primary producer and the wage earner, as they are congidered
specifically in Chapters V and VI

The treatment we give the various industries i1s not identical hecause
the naturc of the investigations varied in almost cvery case. Certain of them

96065—4 ‘
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were conducted by auditors and are based on careful and detailed examination
of the company’s records. Others were conducted by auditors through ques-
tionnaires, and analysis of the returns. Still others are mcerely the result of
oral evidence received by us from witnesses, supplemented by statistical and
other written material as requested. It will be obvious therefore that there
" ean be no uniform treatment when the nature and procedure of investigation
varied so greatly,

Our survey will be in the following order: Tobacco manufacturing; meat
packing; agricultural implements; canning; rubber footwear and tires; fertilizer;
textiles; milling and baking; furniture. '

2. THE TOBACCO INDUSTRY

1. GENERAL CONDITIONS IN THE InpyusTRY.

The tobacco industry provides a good example of an industry which is
dominated by a single unit, in this case the Imperial Tobacco Company of
Canada, Limited, which accounts for at least 70 per cent of the production.
The competition within the industry is, therefore, obviously monopolistie in
type, a fact which has had interesting results for the producer, the employee,
the competitor, the consumer and the company itself. The producer and
labour aspect of the question we leave for a subsequent chapter, but the
remaining questions we will discuss briefly here. In such discussion, special
attention will have to be given the profits, policies and general position of
this dominating unit.

Since the end of the Great War, the tobacco industry in Canada has
rapidly increased in importance, with leaf production rising from 13 million
pounds in 1921 to 45 million in 1933. During the same period, exports of
leaf tobacco rose from 200 thousand pounds-to nearly 14 million. In 1933,
therc were 127 firms engaged in the tobacco manufacturing industry with a
capital invested in fixed and current assets of §50,000,000. In that year,
production of cigarettes amounted to over 4,000 million, cigars to 112 million,
and other forms of tobacco to 24 million pounds. The total factory value of
these amounted to over $64,000,000, of which $27,000,000 represented excise
dutics paid on these products. Fhus the importance of the industry is
manifest.

During the past few years there has been a considerable change in the
consumptton of the various tobacco products in Canada. Cigarettes decreased
until 1932 when the lowering of the excise duties caused an increase. Cut
tobacco decreased 5 million pounds in 1929 and has remained constant at
the lower level since then. Cigars dropped considerably in 1933. On the
whole it is reasonable to assume that there has been little, if any, decline in
the per capita consumption of tobacco in all its forms.

The prineipal outlet for Canadian grown tobacco is in the domestic
market, which consumes about 34 million pounds of leaf annually, or 65
per ‘cent of total consumption. In this market, the producer enjoys the
protection offered by an excise duty of 40 cents per pound on unstemmed and
of 60 cents per pound on stemmed tobacco of external origin. As a result of
this protection and the growth of Canadian preduetion, the use of imported
leaf tobacco has steadily declined in recent years.

In consequence of high customs duties on manuinctured tobaccos the
Canadian manufacturer has very little competition from the imported product,
most of which comes from the United States and the United Kingdom. Imports,
never large, have shown a marked tendeney to drop still further in recent
years. Between 1928 and 1933, importations of cut tobacco fell from 326912
to 122,408 pounds, of cigars from 22,321 to 5,188 pounds, and of cigarettes
from 62,500 in 1929 to 8,575 pounds in 1933
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Imports of unmanufactured tobacco have dropped from nearly 18 million
pounds in 1928 to a little over 8-5 millions in 1934, with an even heavier
drop in imports of manufactured tobacco products. At present, the bulk of
the imports consist of bright flue-cured tobacco from the United States.
Between 1922 and 1930, from 40 to 50 per cent of the raw leaf used was
imported, but in 1933, this figure had fallen to 32 per cent. Stocks of foreign
leaf held in bond in Canada in June, 1934, amounted to less than 5 million
pounds, as eomparcd to over 11+5 millien pounds in June, 1929. This drop
in imports has naturally been accompanied by an inereased use of domestic
‘tobaceo. Iividence was given to the effect that this development is continuing
and that eventually it was hoped to attain an even higher proportion of the
domestie leaf in tobacco manufactured in this country.

The export market is becoming increasingly important in the Canadian
tobacco situation, with the United Kingdom the chief, indeed almost the sole,
export outlet. In 1932, more than 25 per cent of the Ontario flue-cured crop
was shipped to that market. This development which, evidence indicates,
should increase in importance is due in large part to a preference received
in Empire markets. This preference was first instituted in 1919, subscquently
inereased in 1925, and finally fixed at 2 s 03 d. per pound for a period of ten
vears in 1932. Under the preference, Empire tobaccos cleared from bond
for home consumption in the United Kingdom, have risen from 28-5 million
pounds in 1929 to 40-8 million in 1933. Canadian figures increased from 4-2
million pounds in 1929 to 8-9 millions in 1933.

Despite continued growth, however, certain conditions have devecloped in
the industry which indicate anything but a healthy state. The posttion of the
grower has been far from satisfactory, with prices for the raw léaf subject
to Auctuations in & market in which, up till 1934, the trend had been gencrally
downward. On the other hand, one highly organized company has been in
the position to manipulate raw material costs and to scll its product in a
sheltered market at prices showing bub little variation from year to year.
With this increasing domination, the smaller companies, particularly during
recent years, have experienced great difficulty in securing and holding an outlet
for their goods and in maintaining financial solvency.

In short, there is a decided lack of balance in the industry. While
industrial profits as a whole have been consistently high, conditions have been
such that they have been aequired almost entirely by one or two large manu-
facturers. In contrast, the growers, dealers, a majorify of the manufacturers,
the wholesaler and the retailer have been faced with meagre profits or in some
cascs, absolute losses.

Before considering the operations of the Imperial Tobacco Company,
some mention should be made of the second largest concern, the W. C.
Macdonald Inc. This company, with a capital of $2,500,000, was incorporated
in 1930 to take over the business of a former company of the ‘same name.
At the time of reorganization, the old company had undivided profits amounting
to approximately $4,000,000, of which $2,500,000 was earmarked for withdrawal
by the President- and subscquently ‘was drawn by him at the rate of $5,000
per week. At the end of 1933 the undivided profits of the new company
amounted to-nearly $600,000 and the capital account stood at $750,000.

2. Ter IMmrERIAL ToBacco COMPANY.

a. Capital Structure.

The Imperial Tobacco Company with its various subsidiaries is hy far
the largest factor in the Canadian tobacco industry, and by virtue of its size
alone, dominates all branches of the trade. The capital of the present company

96065 —4% .
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stands at $55,285,160, a controlling interest in which is held by the British-
American Tobacco Company Limited, an English eorporation with large held-
ings in the United States and elsewhere. '

The company had its beginning in 1895 when the American Tobacco
Company, Limited, was incorporated with an authorized capital of $1,000,000.
In 1908, it was succceded by Imperial Tobacco Company Limited, having an
authorized capital of $11,000,000. Four years later, the present Imperial
Tobacco Company of Canada, Limited, was formed with an authorized capital
of nearly $64,000,000. Upon the formation of this company, the prefercnce
shares of the 1908 company were exchanged jor an equal number of preference
shares in the new company while ordinary shares were exchanged on the basis
of five of the new for each one of the old. Following thesc exchanges the par
value of the capital of the new company totalled $31,002,500.

The total issucd capital of this company now stands at $55,285,160, of
which preference shares represent $8,030,000, and common shares the balance,
or $47,255,160. The consideration reccived for this capital includes $14,162,727
in cash, profits of $7,585,160 which werc capitalized in 1928 through the
distribution of a 20 per cent common stock dividend, and, for the balance,
various assets including shares in other companies, trade marks, goodwill, ete.

b. Profits.

The profits of the company and its subsidiaries have been large, as have
the dividend distributions to shareholders. During the five years 1929 to 1933
cash bonuses to officials amounted to $1,861,923 and dividends paid totalled
$26,874,300. The undivided profits, represented by the surplus account, stand
at present at $11,886,573, made up as follows:—

Imperial Tobacco Company of Canada, Ttd., ..................... $8.138,4861
Tuckett Tobacco Company.............c.ceurerireeverannnnnn.. 2,065,574
National Tobacco Company, Ltd...........000eveere e 879,695
B. Houde Company, Limited.................. e et 335,383
United Cigar Stores, Lbde....oouieuirvanrriirieianennenannin.. 325,377
Ligpett & %\Iyers Tobaceo of Canada.......cccovveurvnnnnnnn.. 142,054

During the last five vears the company’s net profits totalled $36,225 253
after taking care of cvery forin of taxation, making liberal depreciation
allowaneces and providing for generous reserves as outlined below ;

(1) $3,461,203—Depreciation Reserve against cost of real estate, buildings,
plant machinery, furniture and fittings, valued at the cost of $4.282,000.
(2) $803,000 in General Reserve.
(3) $595,418 deducted from investments in various subsidiary companies.
In addition, in the Imperial Sales Company, there is a reserve of $229,500,
set up against real estate, buildings, plant machinery, automobiles, furniture
and fittings valued at the cost of $815,074. Further, in the Imperiai Teaf
Company, # reserve of $263,914 has been set up against real estate, ote,,
valued at $988,000. The reserves in these subsidiarics have been accumulated
In two years and similar reserves have been set up in the other suhsidiary
companies. Al told, reserves in the parent and subsidiary companies come
to over $5353,000. The exorbitant profits that this companv has been able
to make, even in a period of general cconomic distress, are proof that a
dominating position can he used to avoid the necessity of sharing in that
distress.

c. Policy of the Company.

Size alone is not the only indication of the dominating position of the
Imperial Tobacco Company in this industry; the policy of the company
towards the producer, the competitor, and the retailer provides even hetter

(1} Tneclnding Imperial Sales Company and Imperial Leaf Company.
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evidence. The methods adopted to maintain this position arc twofold; first,
maintenanee of volume by utilizing its superior strength in the competitive -
struggle; secondly, by maintaining prices on this volume through a system of
resale prices for its products. We shall deal with this latter method first.

The Imperial Tobaceo Company in attempting to put into cffect a systemn
of resale price maintenance is adopting a policy which in principle meets
with the general approval of the trade, and in the operation of which they
have received co-operation from other manufacturers, jobbers and retailers.
Their method of enforcement is simple. The Tinperial Tobacco Company
merely removes from its lists dealers and jobbers who cub prices, either of
their own’ or competitors’ products, with the jobbers’ assoeiations assisting
by bringing the names of offenders to the notice of the company. “ Cutting
off the Hst 7 in this-casc is no mere gesture, When a company which produces
nearly three-quarters of the supply refuses to sell a wholesaler or retailer, the
effect on that dealer iz too obvious to need comment.

A variation of this policy, adopted last summer by the Imperial Tobaceo
Company, provides cven better evidence of the monopolistic position of this
company in the industry. The company at that time asked its dealers to
enter into a price-maintenanee agreement through acceptance of a written
contract. This contract was of sueh a one-sided nature as to warrant some
surprise, in view of . all the eircumstances, at the company’s efforts to put it
into effect. In signing it, and 16 must be remcmmbered refusal meant heing
“eut off ¥ the Imperial list, the dealer undertook to maintain prices not only
for Imperial products but for those of other manufacturers as well. The one-
sidedd nature of its obligations, which arc practically all on the side of the
dealer, and its extension to the products of all manufacturers, provides s
drastic demonstration of the domination of this particular company over the
whole industry. ‘ o

The other aspeet of Imperial Tobaceo, Company policy, namely the
maintenance of its sales volume, also involves practices which have- daised
considerable controversy and on which we received much evidence. There are
various methods by which this firm can exercise control over the distribution
of its products, Twenty-five per cent of its business is done dircetly with the
retail trade, with these direct buyers securing a 10 per cent price advantage
over those who buy indirectly through jobbers. Evidence was given to the
effect that the qualifications for entrance to the direct list were merchandising
ability, sizc of community served, class of cstablishment maintained, advertising
possibilities, and financial responsibility. © Representatives of the company
denied that one conditien for getting on the direct list wag to give Imperial
products prominence .in display over the goods of other manufacturers. The
fact rcmains, liowever, that when a conmipany, in such a dominating position
as this one is, adopts such & policy of preferchtial selling, it constitutes a
weapon which can easily be used to the detriment and damage "of smaller
competitors -as well as independent retailers. That it was used as such was
alleged. by - witnesses appearing before us, and denied by the company. :

We also received many complaints from the smaller manufacturers and
dealers in regard to the practices of the promotional and sales force of the
Imperial Tobaceo Company. - Tt was claimed that retailers were intimidated
with a view to blocking the sales of competitive products.  Advertising material
of the smaller manufacturers was spoiled, obseured or destroyed. One small
cigar manufacturer reported an attempt to force purchase of his business with
the alternative of opening a competing factory in his district. Jobbers were
gaid to have been compelled to push the distribution of Imperinl Tobacco
Company products and hinder those of the independent manufacturers. Sales
to dealers of certain popular brands of the Imperial Tebacce Company were
allegedly conditioned on the accompanying purchase of less popular merchandise.
The _general contention, in fact, was that the Tmperial Tobacco Company used
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oppressive tactics and unethical mecthods to promoie the sales of its products
in every part of the country. Officials of this company claimed ignorance of
these practices, and denied that the company engaged in them. They also cited
isolated instances of unfair action by their competitors.

While not accepting as valid all the allegations launched against this com-
pany, we feel, nevertheless, that at times, in its efiorts to press the sale of its
products, it has used its power in a way that is to be condemned and has indulged
in unfair competitive practices. At the same time we cannot. forbear to note a
remark made in evidence by the Prestdent of one of its competitors, to the effeet
that human nature and business being what they are, it was difficult to avoid
such practices, and that he might be guilty of them himself, if only his company
were as strong as the Imperial Tobaceo Company.

There remains to be discussed whether the concentration of power in this
industry in the hands of one company has benefited the consumer. We will
examine later what it has done to the producer and the tobacco factory worker.

Evidence on a point such as this cannot be conclusive, but we do know that
the unprecedented levels to which raw tobacco has fallen in recent years has not
resulted in any noticeable decrease of prices of the finished produet by the manu-
facturer, with the exception of cut tobacco, in which there has been some slight
reduction. -

It is true that in 1932 there was a reduction in the price of cigarettes from
25 to 20 cents per package of fwenty. TFour cents of this reduction, however,
.is accounted for by the lowering of the excise tax from $6.00 to $4.00 per 1,000
cigarettes. The other one cent was absorbed almost entirely by the jobber,
retailer, and the reduction on sales tax. The Imperial Tobacco Company’s con-
tribution to this consideration for the consumer amounted to one cent per 1,000
cigarettes. It did not appreciably effect subsequent profits.

We examine now a second industry, wherein one company exercises a
dominating influence: meat packing.

3. THE MEAT PACKING INDUSTRY

1. GENERAL CONDITIONS IN THE INDUSTRY.

Qur inquiry into slaughtering and meat packing companies was ecarried on
through our investigators, who made s detsiled examination of the records of
the larger companies in the field. Considerable evidence was also received as to
the policies of the large packers in the purchase of livestock, but thiz phase of
our inquiry is discussed fully in the chapter dealing with the primary producer.
We consider, in this section, the industry generally, its history during the depres-
gicn, and the effect of its competitive practices and merchandising policies,

Meat packing is one of the most important of Canadian industries. In 1932,
the last year for which complete statistics are available, it ranked third in point
of gross value of output and first in order of cost value of materials used. In
1933, there were 135 establishments, representing a capital investment of over
fifty-four million dollars, which employed more than nine thousand persons and
paid over ten million dollars in salaries and wages.

The industry is concentrated in the larger centres of population, with
Toronto and Montreal together handling over half of the total product. Sub-
stantial volume of output is also found in Winnipeg, St. Boniface, Edmonton and
Vancouver. Among the Provinces, Ontario has the largest share of the volume,
accounting in 1933 for 48 per cent of the capital, 40 per cent of the employment,
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and 46 per cent of the total value of produets sold. The Western Provinces
contain important units and, in 1933, accounted for 34 per cent of the total value
of products sold.

The reports of the Dominion Burcau of Statistics show paeking to he an
industry principally of large-secale production. Out of the 135 establishments
referred to, 24 plants, many under the same ownership, together accounted
for 847 per cent of the value of total output. The remaining 15-3 per cent,
divided among 111 plants, is relatively unimportant.

For many years, there has been in the packing industry a definite trend
toward concentration. The history of the past twenty-five years 1s little more
than a sucecession of mergers and consolidations, resulting in a steadily decreasing
number of medium-sized plants, and an increasing dominance by the consclidated
units. The resulting situation is illustrated by the fact that, in 1933, out of a
total production for the industry of $92,000,000, the two largest companies
together accounted for nearly $79,000,000, or 85 per cent. Canada Packers
Limited, the largest company in the field, is a consolidation of four large packing
concerns which came together in 1927. lts sales in 1933 were over $54,000,000,
or 5% per cent of the total for the industry. The Swift Canadian Company,
Limited, had, in the same year, sales of over $24,000,000, or 26 per cent of the
total.

It may be fairly stated, therefore, that these two companies dominate the
industry. Their buying and marketing policies affect their smaller competitors
and largely determine the operating methods of the industry. A proper apprecia-
tion by the managements of these companies of their responsibilities to producers
and consumers is manifestly of supreme importance. The disparity in bargaining
power between the farmer and these large packers is obvious and is referred to
in a later chapter; to a large extent, also, the consumer is at a bargaining dis-
advantage and is in danger of exploitation as uncontrolled monopoly develops.

As a result of the method of record keeping of the larger companies, a method
peculiar to this industry and followed by large packers in the United States,
our investigators were able to obtain only limited information as to the detailed
operating results. The Dominion Bureau’s statistics of the industry as a whole,
however, serve to illustrate the major trends and, in view of the fact that the
two largest companies account for nearly 85 per cent of the total volume, these
gtatistics should reflect with reasonable accuracy the operating ratios of such
companies. . ) :

2. THE INDUSTRY AND THE [DEPRESSION.

Tn common with all Canadian industries, the general business depression
has affected the packing business, but not in the same manner, nor to the same
extent, as many .others. From 1929 to 1932 the physical volume of production,
measured by the number of pounds of meat produced declined 7 per cent, as
compared with a reduction of 33.4 per cent in the volume of physical produetion
of all manufacturing industries. In spite, however, of this relatively small
reduction in volume, the value of the output of packing companies fell by 50.9
per cent, compared with an average of 47.2 per cent for all industries.

The selling value of the product consists of (1) the cost of materials, and
(2) the value added by the packer. As over 90 per cent of the cost of materials
represents payments for animals slaughtered, this index may be taken to reflect
essentially the return to the primary producer. The value added by manufacture,
or by the packer, represents his labour costs, overhead expenses and profits.
The following table shows the percentage decreases of the principal statistics,
between 1929 and 1932, in the packing industry and in all Canadian industries:
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JE— Meat, Packing| All Industries
Per cent Per cent
Value of Production. .. ..., .. i e e 509 47-2
Volume of Production........oooiiiai i i 7-0 334
Costol Materials.. ... i i i e e e 56-8 53-0
Value added by Manufaotture. ......oovovn v iinin it ieiianan. 24-5 41-4

In 1929, sales of the packing industry in Canada totalled $186,000,000 and
the cost of materials was $152,000,000. In 1932, with a decrcase in physical
volume of only 7 per cent, sales had fallen to $91,000,000 and cost of materials
to $66,000,000. Thus, while sales fell by 50.9 per cent and the return to the
primary producer fell by 56.8 per cent, the return to the packing company
declined only 24-5 per cent. This indicates elearly that the live stock producers
suffered much more severely than the packing companies. )

This situation is not paralleled, however, in the combined results of all
industries, where the value of production has decreased 47.2 per cent and the
return (costs and profits) to the manufacturer 41.4 per cent. The ratios of the
decline in the value added by manufacture to the declines in the total value of
production and in the cost of materials were, in all industries, respectively, 87.7
per cent and 78.1 per cent; in the packing industry these ratios were 48.1 per
cent and 43.1 per cent, respectively.

From the foregoing, it seems clear that the packing industry has been better
able to proteet its margins than has the primary producer, or certain other
industries. The corollary is found in the retention by the packer of an increasing
proportion of the average sales dollar., In 1929, for every dollars worth of meat
sold, 81.7 eents went to the suppliers of materials, and the value added by
manufacture amounted to 18.3 centd; in 1833, however, although the consumer’s
dollar purchased approximately 80 per cent more meat than in 1929, out of each
dollar the producer reccived only 76.3 cents (or 54 cents less than in 1929),
and the packer 23.7 cents.

The manner in which these results have been achieved has a direct relation
to the monopolistic character ‘of the strueture of the industry, The dominant
position of the two large companies, with extensive storage facilities and control
of a great proportion of the slaughtering equipment in the country, has undoubt-
cdly secured for them some measure of control over both live stoek prices and
sclling prices for their product. While there is no direct evidence of a combina-
tion between these companies, we arc not persuaded that prices have been subjeet
to the same fluctuations as might be cxpected in a more generally competitive
field.

The Swift Canadian Company suffered operating losses in two out of the
last five years, but Canada Packers Limited, with approximately double the
volume of the Swift Company, was able to extract a charge sufficient to cover
all its costs and a profit mn cach year—and this in the face of a scvere decline
in prices and purchasing power generally.

Further reference will be made to the profits of these companies, but we
should here consider the view expressed by the President of Canada Packers
Limited, of the relations of the industry to producers and consumers. This
witness summed up his estimate of the situation as follows: ‘

“The total live stock is sold for the total sum, whatever it is; from
that sum is dedueted the packer’s expense and the packer’s profit and the
farmer gets the balance.”
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The witness further admitted that the packer’s charges should be as low as
~ possible and that his profit should be a reasonable one. The statement quoted,
if it means what it appears to, implies the occupancy by the processor of a
privileged position where, in return for the performance of a necessary function,
4 return on the capital employed should be assured. It suggests, in fact, and
ovidence supports the suggestion, that many of the wvital characteristies of
monopoly are present. We cannot, therefore, escape the conclusion that the
continued prosperity of Canada Packers, Limited, during the depression bears
some relation to the enjoyment of relative freedom {rom competition. That the
inadequacy of such competition has operated to the detriment of the primary
producer scems evident.

.

3. PRroOFITS OF THE INDUSTRY.

The earnings of the five packing companies (Canada Packers, Swift Cana-
dian Company, Burng & Co., Wilsil, Limited, and Gainers, Limited), reviewed
in cvidence represent for the years 1929 to 1933 an average return of but 3-3
per cent per annum on the invested capital. In the years 1931 and 1932 the
group showed a loss due to large operating deficits of the Swift Canadian
Company, Limited, and Burns & Co., Ltd. The carnings of the group should,
therefore, be considered in conjunction with the profits of its largest member,
Canada Packers, Limited. The following table shows the pereentages of earnings
on invested capital for each of the five years:

. Canada,

Year Czc!;‘r]rl) {giees Packers
P Limited -

Per cent, Per cent
................................................. 9.9 16:0
................................................. 34 75
................................................. 1-7* 3-9
................................................... 1.2% 6:3
...................................................................... §-2 12-3
3-3 89

* Loss.

The above carnings ratios are based on the profits shown by the eompanies,
adjusted in Canada Packers, Limited, for certain extraneous charges. The
cvidence, however, indicates that certain operating charges have been excessive
and that the true profits of Canada Packers, Limited, are probably greater than
disclosed by the records.

Our investigators reported that. for the five years ended 29th March, 1934,
provision for depreciation and repairs by Canada Packers, Limited, amounted
to over 6,100,000, or nearly 52 per cent of the average depreciable value of the
fixed assets. On an average depreciable value of approximately $11,830,000 the
annual charges were as follows: . . .

—— Cl};p:;;s Depreciation Total
$§ § $

Year ended 27 Mareh, 1030, ... ... i 612,158 748,373 1,360,531
. ) 1 DD N 405,483 766, 050 1,232,433

31 o LS 7 403,839 T7.821 1,241,660

n 1038, e s . 350,165 |. 748,007 1,009,162

99 4 1034, . e e e 446,874 |. 753,629 1,200,503
Total..\ooeineenarnns B T 2.338,510 | . 3,795,770 |. 6,134,289
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The amount of these charges considered in relation to the depreciable value
of $11,830,000 indicates the rapid rate at which the fixed assets are being
written off,

Profits have also been affected by writing off against operations over
$500,000 of the book value of investments. The market value of investments at
29th March, 1934, exceeded their net book value by over $100,000. Realized
profits of $191,000 on investment transactions have not been shown as profits,
but carried forward as a rescrve. New iInventory reserves of $180,000 have
been created out of earnings during the period. These and other items not
satisfactorily explained lead us to the conclusion that the profits of Canada
Packers, Limited, have been substantially more than shown. While the Com-
pany’s conservatism may be sound business policy, we cannot overlook these .
facts in considering its relative position in the industry.

4. CoMPETITIVE CONDITIONS IN THE INDUSTRY.

The evidence taken by us indicated that selling competition between the
packing companies was keenest for the business of the small merchant and was
at times of a predatory nature. A number of cases were found where on one
day the same goods were offered by Canada Packers, Limited, to different
merchants in the same town at different prices. The spreads between the high
and low prices were in some cases as much as three -cents a pound, and when
related to the genecral profit margin of one-half cent, or less, per pound, are
illustrative of extreme price diserimination, practiced apparently to obtain
business from a smaller competitor. In dealing with the more important
individual accounts, however, there was little evidence as to such competition
between the large packers. For instance, on the formation of a voluntary chain
by independent groecers and butehers in Nova Secotia, it was soon found that all
the packers were quoting the same prices.

There is considerable spread between prices charged by the large packers to
large and small retailers. The advantage of the large buyer consists not only in
special price and quantity discounts, but arises also through speeial allowances
for advertising and demonstrating. Department and chain stores are the
customers to whom such concessions are granted, and there is no doubt that the
favourable terms extended the largest buyers are largely responsible for the
fact that the small independent retail butcher is frequently under-sold. The
worst feature of this price discrimination is the secret nature of the concessions
given, which prevents the small butcher knowing how great an advantage his
large-scale competitor has through purchasing at lower prices from the common
supplier, the packer.

In our chapter on distribution we refer in detail to diserimjnatory discounts,
unearned advertising allowances and salesmen—demonstrators. These are all
used as instruments of unfair competition and, as such, are to be eondemned.
Reference is also made in the chapter on distribution to loss leaders, which find
a plaee in the retailing of meat produets. Examples of specific loss leaders on
meats, referred to in the evidence, were as follows:

; - Cost to Loss Leader

Article Independent Retail

Butcher Price

cents cents
Shouldersof pork....... ... i 11 08
pare ribs. ... oL 24 17
No. 1 Pienic Hams.............. ... .ot 12 .10
Lard....o oo 12 10
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Another question which has caused some controversy is the competitive
justification of the packers venturing into fields foreign to the slaughtering and
packing of meats. A brief deseription of the organization of Canada Packers,
Limited, will illustrate its varied business activities.

Canada Packers, Limited, is a holding company owning the following
companies: Harris Abattoirs, Limited, Harris Abattoirs Western, Limited,
Gunn’s, Limited, Gunn, Langlois & Co., Ltd,, Canadian Packing Company,
Limited, William Davies Company, Inc., Willlam Davies Company, Limited, and
Ontario Fertilizer Company, Limited. The operations of all these companies
are, however, consolidated under one management, though varied in character.
Six main-plants are operated in the larger cities and wholesale selling branches
are maintained at some twenty-nine points in Canada and Newfoundland. Seven
creameries are operated at different points in Canada; cold storage plants are
located at Toronto and Montreal, and a wool-pulling plant at Toronto. In the
canning ficld the company has one subsidiary and two other plants in Ontarioe.
Fertilizer plants are operated at Toronto, Montreal and Saint John, N. B.

Tn connection with the creameries, evidence was submitted that the competi-
tion of this company was having a disastrous effect on the business of independent
creameries. The company’s creamerics in 1933 were shown to have suffered
a loss of $38,000, but the hope was expressed by the president that the creameries
could be made profitable. It is cvident that this company’s presence in the
creamery business, which is more or less accidental, has had a disturbing cffect
upon the regularly established creamery companies. The evidence indicates also
that its creamery products were at times the subject of loss leader offerings by
chain stores. _

As to canning, the evidence indicates that Canada Packers, Limited,
entered this business to save freight on railroad shipments. Regular car-routes
are operated for meat products and, by filling up these cars with canned goods,
it was possible to effect a considerable saving in freight. The canning depart-
ments, however, in 1933 operated at a loss of some $50,000, in spite of such
savings. Quite apart from the methods employed in purchasing materials for
canning, or in merchandising the product in competition - with the standard
canning companies, the effect of this Company’s competition on the wholesale
trade 1s undoubtedly disturbing.

We question the justification for the participation of a meat packing
company in the creamery and canning fields and recall that a similar excursion
by United States packing houses into other food products fields was checked
by legislation. In the case of Canada Packers, Limited, the operation of
creamery and canning branches at a loss, neeessitates a greater spread on its
regular meat products business, in order to earn a satisfactory return on the
capital invested. Having regard to the dominant position of this company
in the Canadian market and the fact that it is able to exercisc at least some
influence on prices, it seems clear that, in the long run, the losses from unprofit-
able sidelines are paid either by the producer, or the consumer, or both.

One other reference was made in evidence to activities of this company
detrimental to producers in unrelated fields. Tt was stated that, in order to
promote the sale of fertilizers, the company acted as a forwarding agent for
produce including onions, potatocs and grapes, and landed such produce in
the larger markets at less than the current price. While the actual producers
of the fruit and vegetables so handled did not suffer directly, this policy had
a depressing cffect upon the current prices in the produce markets and unneces-
sarily complicated the sale of fertilizer.. .

Summarizing, the packing industry in Canada, which is engaged n 3
public service of national importance, presents an iliustration both of large-
scale production and monopolistic concentration. The two largest packing
companies in the United States, Swift and Company and Armour and Company,
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do not together account for as high a proportion of the packing business in that
country, as Canada Packers, Ltd. alone accounts for in Canada. This dominat-
Ing position of one company emphasizes the natural disparity in bargaining
power between the packer and the primary producer and facilitates unfair
competition in the distribution of packing house products by encouraging price
discrimination and other uneconomic competitive practices.  One further result
of the present sct-up of the industry is that during a trying period of economic
readjustment the dominating packer has been able substantially to protect
his profit margin, while other branches of the industry, more cspecially the
live stock producer, have had to bear a disproportionafe share of the burden
‘of depression. - ‘ .

4. THE AGRICULTURAL TMPLEMENT INDUSTRY

1. GexuraL CoNDITIONS 1IN THE INDUSTRY

In conducting our inquiry into the Agricultural Implement Industry our
investigators were instructed to proceed by questionnaire, followed by visits
to the larger companies and discussions with their officials, Accordingly 59
questionnaires were sent out to manufacturers and others engaged in the
industry, and complete replies were received from 24 companies, which com-
prised all those, a knowledge of whose operations was regarded as essential for
our purposes, . .

Over a period of years, actual manufacturing conditions in this industry
have changed less than in many others. - Except in the case of tractors which
have been subject to the same improvements as motor cars, the majority of
farm implements in use to-day werc in use, in somewhat similar form, in the
years preceding the War. 'The only radical developanents of the last two
decades have been in regard to combines and other large-scale machines, and
in the gradual transition from animal to mechanical power. -

Manufaeturing technique in the production of agricultural implements,
even prior to the War, had reached a high depree of cfliciency and consequently
there hus not been the same room for reduction in factory costs, through
large-scale production, climination of the man for the machine, ete., as in
many other lines of manufacturing. Technical improvements have been con-
tinual, but thesc have been more in the nature of betterment in appearance,
in the size of machines, and in strength, quality, and durability of materials,
than in structural design of the machines themsclves.

The Industry in Canada is very largely in the hands of four large manu-
facturing companies, two of which are in the relation to each other of parent,
and subsidiary.” These four -are, Massey-Harris Co., " Ltd., International
Harvester Co. of Canada, Ltd., Cockshutt Plow Co., Ltd. and Frost and Wood
Co., Ltd. The sales in Canada during the five years 1929 to 1933 of these
four companies amounted to approximately 75 per cent of all sales of agricul-
tural implements. An additional 17 per cent was represented by the sales of
Canadian subsidiaries which imported the products of their American parent
colmpanies, y '

Other’ groups which were also engaged in the' industry were a number of
relatively small manufacturing companies; certain companies which, while not
specializing in agricultural implements, included in their lines one or more
produets which were sold to farmers; certain American companics which, while
having no factories in Canada, sold their products in’ Canada through branches;
three’ companies selling agricultural implements by mail order; and jobbers,
dealers, and wholesalers, who purchased the products of smaller manufacturers
or imported from other countries.” Thus it will be séen” that "theé picture of
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the industry is substantially the picture of the four large manufacturing
companies, with which this scction of the Report will therefore deal almos
exclusively. _

Virtually the entire Canadian production is centred in the province of
Outario, the large companies having plants in Toronto, Hamilton, Brantford,
and Smith’s Falls, and the smaller manufacturing companies being located
chiefly in smaller citics and towns within the province. )

Total sharcholders’ capital invested in the Industry, by the four large
companies, was $62,000,000 in 1927, $92,000,000 in 1930, and $61,000,000 in
1033, The investment in the 11 smaller manufacturing eompanics was
$4,800,000 in 1929 and $4,000,000 in 1933. This increase in shareholders’
cquity in the period 1927-1929 was to a considerable extent accounted for by
profits from operations, and no evidence was produced that any of the com-
panies investigated had been guilty of those abuses, arising out of mergers,
reorganizations, cte., such as came to our notice in certain other industries.

In 1926, the selling value of total domestic production of agricultural
implements amounted to some $38,000,000. In 1929, it amounted to over
$40,000,000, from which figure it declined with extreme rapidity, until by
1932 it amounied to only $5,500,000. Striking evidence of the much greater
extent to which thiz industry suffered during the depression, in comparison
with industry as a whole, is afforded by figures published by the Dominion
Bureau of Statistics. These show that in 1926 the selling value of the factory
production of all agricultural implements in Canada amounted to 1-18 per
cent ofi.total industrial production in Canada, while in 1932 it had dropped
to 26 per cent. This particularty heavy decline is further illustrated by the
fact that the domestic production of the four large companies in 1933 was
only 19 per cent of the corresponding production in 1928.

In 1933 the four large companies employed 3,500 persons and paid salaries
and wages totalling $4,000,000, while 10 small manufacturing companies
emploved 392 persons, paving salaries and wages of $370,000. This represents
a reduction, since 1929, of 66-5 per cent in the avernge number of employees
in the large companies, and of 44-6 per cent in the 10 small companics. Great
as has been this reduction, it is relatively far less than the decline in total
domestic production to which reference has already been made. Examination
and comparison of actual hourly wage rates indicates that reductions have
beon far less drastie than in the majority of other industries. We will report
more fully upon this in chapter v.

The domination of the four large companics in this industry also affords
an example of the existence of what has been referred to as imperfect competition.
Of the four large companies, one, International Harvester Company of Canada,
Limited, is a” wholly-owned subsidiary of the largest American organization in
this industry, and its poliey is therefore determined by the management of that
organization. Massey-Harris Company, Limited, and Cockshutt Plow Company,
Limited, the shares of which are both widely distributed, may also be said to be
.management-controlled. The fourth company, Frost and Wood Company,
Limited, has for many years been virtually, and now is actually, a subsidiary of
Cockshutt Plow Company, Limited. We, thercfore, have a situation where the
managements of three large companics dominate the industry in Canada. As a
result of this situation, competition between them is “imperfect,” rather than
“simple.” This is shown, even’in the absence of direct agreement or affiliation,
by the maintenance over a long period of years of substantial similarity in prices
and practices. Duc to the dominant position oecupied by these companies for
many vears and the policies which they have adopted, no cut-throat competition
has oceurred in this industry either before or since the depression. e have
scen in other industries how competition of that nature can lead to abuses and
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unethical practices, and, while this industry and its employees may in this respect
have been more fortunate than some others, it is probable that absence of simple
competition has resulted in higher prices to farmers than would otherwise have
obtained.

2. Costs AND SELLING PRICES or IMPLEMENTS.

Price reductions from the 1930 level were made in 1931, 1932 and 1933,
while they were increased in 1934 by the discontinuance of a policy of offéring
substantial discounts which had been inaugurated in 1932 and 1933. The great-
est reduction in price by any of the three major companies on their principal
products was to a point 20 per cent below the 1930 level, while prices in 1934
were from 90 per cent to 96 per cent of those of 1930. Thus, the policy of the
Big Three of the implement manufacturing industry since 1929 has been, in
effect, to maintain prices and to adjust their production to sales at those prices;
in other words, price inflexibility and production flexibility.

The result has been that the farmer, the industry’s.sole customer, whose
income has been drastically reduced through the falling prices of primary
products, and who has relatively little bargaining power, has been compelled to
pay what he regards as high prices to a monopolistic manufacturing group for
the essential fools of his trade, at a time when he could least afford it.

We obtained selling prices in 1913 of a number of machines which were
comparable to machines produced to-day, and noted that, except in the case of
a tractor, substantially higher prices were asked at the present time. Technical
improvements attained since 1913, to whieh reference has already been made,
are no doubt responsible for a portion of these increases. The following table
presents a graphic picture of the increase in price to the consumer and in cost
to the manufacturer:— :

International Harvester | Massey-Harris Company
. Company of Cannda Limited
Average of 6 Itnple- Average of 8 Tmple-
ments - ments
1913 1933 1913 1934
) § $ $
Cash Price to Consumer (Regina).................... 83.04 127.24 86.39 130.00
Agents' Commission. . .....ovuveeenenen s 15.84 23.18 9.94 20.92
Freight, ..o 8.98 13.63 ©12.43 16,58
Material ... 22.41 39.78 25.54 42.08
5.58 11.46 4.97 6.33
6.42 38.84 7.63* 26.42*
23.81 0.37 25.88 17.67

*—Includes figures for Factory Overbead and Administrative Expense,

Criticism bas been voiced before us that the manufacturer has not passed
on to the farmer the reduced cost of his labour and materials, but that he has
on the other hand endeavoured to recover from him the costs of carrying idle
plant and other overhead resulting from reduced production. Overkead and
direct labour costs of 26 implements produced by three manufacturers were in
1930 16-5 per cent of the cash paid by the farmer, They had arisen to 44-5
per cent in 1932, the rise being caused by the fact that there were far fewer
sales over which to spread an overhead which could not be reduced to keep
pace with the decline in demand. : .

In 1930, total manufacturing costs of these three manufacturers were 50-7
per cent of the cash paid by farmers, leaving 49-3 per cent available for selling
expenses, bad debts, collection and general expenses and agent’s commission.
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This was insufficient in the cases of ecach of the large companies to provide a net
profit. Manufacturing costs in 1932 were 87-8 per cent of the cash paid by the
farmer and, with other expenses, exceeded the price realized by the company, a
gross loss of 17 per cent instead of a gross profit being the result.

The President of International Harvester Company of Canada stated to us
that, in his belief, prices had been too low in the good times; that in this industry
they should not fluctuate from year to year, depending upon operations, but
should only be changed if, after a period of years, they were found to be too
high or too low. It was further argued that the stability which would result
from relatively fixed prices would be of benefit to both the farmer and the manu-
facturer. As a result of this stability of prices, substantial profits would be
required in good years for the purpose of absorbing and carrying the losses of
the lean years which were certain to follow,

3. Tae QuesTioN oF Excrss CapacITy.

In considering the manufacturing and merchandising situation in the indus-
try, it was noted that both imports and exports of agricultural implements are
an important feature, as the following table will show:—

Selling

Selling value of Total
_— value of Ixports production Imports available
production available {for Canada
at factorics for Canada
3 $ $ $ 4

24,770,216 11,342,712 13,427, 504 6,494,986 19,922,400
38,269,214 13,628,341 24,640,873 13,336,650 37,977,523
42,996,288 17,412,047 25,583,341 18,946,288 44,529,629
41,199,841 15,643,381 25,556,460 29,636,449 55,192,909
40,659,479 15,870,918 24,788,561 40,292,899 65,081,460
26,902,139 18,396,088 8,605,451 30,075,453 38, 580,904
11,175,404 7,188,078 3,987,326 16,495,217 20,482,543

. 5,510,078 2,484,965 3,025,113 3,315,542 6,340,655
231,482,659 | 101,968,030 | 129,514,629 | 158,593,484 288,108,113
Average. . .oiiiiiiiiaian, L. 28,035,332 12,746,004 16,189,328 19,824,186 36,013,514

The Massey-Harrig Company is responsible for the major portion of the
export trade in implements, its export sales and foreign business having amounted
to between 60 per cent and 80 per cent of its total sales in the last seven years.
On the other hand, International Harvestér Company of Canada has imported
from its parent company in the U.S.A. a substantial proportion of the goods
which it has sold in Canada. We have noted, however, that since 1930 a much
larger percentage of its output has been produced in Canada, its Canadian
production having risen from approximately 50 per cent of its Canadian sales
during the years 1924-1929, inclusive, to an average of approximately 80 per
cent in the years 1931-1933,

It was submitied that the manufacturer of agriculbural implements, whose
only customer is the farmer, has great difficulty in estimating his probable sales.
His difficulties, as compared to those encountered by ordinary business, are
accentuated by the wide and unpredictable fluctuations and variations which
oceur, often in a very short time, in crop cendifions and prices.

The table quoted above indicates clearly that from 1926-1929, which were
the most profitable years for the industry, domestic production showed no sub-
stantial inercase. In point of fact, the peak was reached in 1927. With exports
during the four years remaining comparatively steady, the increased domestic
demand was met by imports, which rose from $13,000,000 to a peak of
$40,000,000. In the year 1929 the total! value of produects available for sale in
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Canada were provided to the extent of over 60 per cent by importation, In fact,
imports, having in 1929 for the first time equalled the domestic production, did
not deeline in the two subsequent yvears as drastically as domestic produetion,
which they exceeded in both 1930 and 1931. The selling value of production
shown in the table is, we understand, the value of production at factories con-
verted to the prices that would be charged to branches. It is therefore con-
siderably less than actual retail selling value of production, Inasmuch ag sales
in Canada of all agricultural implements, except tractors, for which the demand
virtually ceased subsequent to 1930, averaged approximately $42,000,000 per
year for the four years 1927-1930, we have concluded that manufacturing faeil-
ities in Canada were ample to supply the demands of the Canadian marksts in
the years 1927-1930. Until recent years, however, export business was sub-
stantial and in order to il it and the domestic market, very considerable import-
ations were necessary. In view of this export buames:, therefore, it cannot be
said that in this industry productive capacity was expanded in Canada during
the years of profitable and increasing business to a point in excess of normal
requirements,

4. Prorirs or THE INDUSTRY.

Farnings of the four large companies showed profits in 1927, 1928 and 1929
totalling $16,000,000, after eliminating the forcign business of the Massey-Harris
Company, and an estimated amount for the expenses relative thercto. Losses
have been ineurred in each of the four years thereafter totalling $11,000,000. In
the case of 11 small manufacturing companies and of the Canadian branches of
U. 8. companies, net profits were made mn 1929 and losses thercafter.

The expenses of the four large companies have inereased from 17-5 per cent
of net sales in 1928 to 52 per eent of net sales in 1933, which indicates extreme
rigidity of expenses. This rigidity, however, 15 not quite as real as the percentages
show, since they have been reduced from a high of $10,000,000 in 1929 to a low
of $5,000,000 in 1933. It iz nevertheless evident that expenses have not been
reduced proportionately to the drop in sales.

Iividenee shows that of the four large companies, two obtained a small
refurn on investment over the ten-year period 1924-33 inclusive, the figures being
2-G per eent and 1-0 per cent. The other two companies failed to earn a return
and made losses of 2-6 per eent and 1-1 per cent. In considering these results,
we enguired as to whether any of the capital had been placed upon their books
without the receipt of adequate and proper consideration. No evidence of this
was found, at least in the vears under review. That there was no undue expansion
of manufacturing faecilitics in the vears of prosperity has already been shown
and we therefore do not believe. that the investment upon which the returns
have been caleulated is greater than was justified.

5. MeTiions OF SALE AXD DISTRIBUTION.

Farm implements are sold on a cash basis and on a credit or time basis, the
policy of the large companies being substantially similar in this respect. The
expericnce of one of the larger companics shows that in 1933 eash sales amounted
to 60 per cent of all sales in Eastern Canada and 57 per cent of all sales in
Western Canada, as compared with 44 per cent and 35 per cent, respectively,
in 1931.

This trend is undoubtedly desired by the companies, under present condi-
tions, and has no doubt been influenced and encouraged by them., TFrom the
pomt of view of the farmer, it is natural that past experience and his declining
income In reeent vears would militate against his signing notes which might
remain as a millstone round his neck. In addition, the manufacturer’s experi-
ence and his record of bad debt losses and colleciion cxpenses would indicate to
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him the extreme desirability of encouraging sales for cash, in preference to sales
on credit, Time sales are usually booked on a one fall payment basis or a two
fall payment basis, and since 1924 the large companies have insisted upon a
cash payment on time sales of at least 25 per cent. e

Debt adjustment legislation, the difficuity of disposing -satisfactorily of.
second-hand machines, and the desirability of maintaining a reputation for fair
dealing; have been major contributing factors in the policy of reposscssing
machines only infrequently. Legal action, as a gencral rule, has only been
rosorted to when the amount involved is substantial and when evidence of bad
faith has been present. .

Interest is charged on notes given in connection with time sales, hoth hefore
and after maturity. The rates.in the different provinees, which vary to some
extent from year to year, were as follows in 1934:— .

Before After
—_ B Maturity Maturity
L0 T1E 31 T 69 per annum | 7% per annum
D Ty 7Y U P 1% w 8%, “«
Bt E B WAL, L. ottt i e e e 7% ¥ T “
T 7 N ) S “ 8% “

In view of the fact that the difference between cash and credit prices is

intended to cover the risks attendant upon time sales, we believe that interest
charged upon notes should never exceed 7 per cent, and should frequently be
less, even after maturity.
’ It was shown that collection cxpenses and notes writen off as uncollectible,
over a ten-year period, had each amounted to about 10 per cent of instalment
sales and that, in addition, interest on notes had very frequently been waived
or reduced. Expericnce shows that in recent years, at least, the differential
between cash and time prices has been insufficient to cover eollection expenses
and losses from bad debts, and the companics therefore consider that their time
prices are not execssive. This contention might be justified, provided that the
anxicties of the companies to make sales had not in the past led them to extend
credit with undue liberality and optimism to those farmers whose financial posi-
tion and prospects did not make them a reasonable business risk. Direct
evidence of this was not forthcoming bui we are inclined to believe that the
companies were not blameless in this regard. To the extent, if any, therefore
. that credit has been unwisely extended, collection expenses and bad debts have
been higher than they should have been. It is better for both farmer and manu-
facturer that the latter should refuse o sale if the alternative is the extension
of unjustified credit. o

In Canada, distribution of farm inplements is effected through' the main-
tenance of branches throughout the country, where stocks of machines and parts
are kept. The employees of these branches supervise the sales, collection and
servicing in the various disiriets, The three large companies maintain a total
of 41 branches at strategic points throughout the country, mainly in Western
Canada. In addition to these branches, the large distributors maintain ware-
houses or transfer points, where machines and faster-moving parts are stored.
One of the large manufacturers has 22 warehouses, of which 10 are in Alberta
and Saskatchewan, Co .

The large companies actually sell their products through agents located
throughout the country, who are supplied on consignment with a number, of
machines for display purposes and a stock of parts. When a sale is made,. the
machine is forwarded to the agent from the nearest branch or transfer point,
and the agent reccives a stipulated commission from which he is expected. to
pay his expenses. The maintenance of-branches, warehouses, and agencies, with

gp083—5 :
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the necessary staffs and accommodation, results in a very costly system of dis-
tribution and the problem of its simplification is one that vitally affects both
the manufacturer and the farmer. All manufacturing is centred in Ontario and
in relatively close proximity to the sources of raw material and other manu-
facturing requirements, and therefore freight charges on the finished product
are a substantial item to the Western farmer. The necessity of maintaining the
essentials in this system of distribution made it impossible to reduce selling
expenses in conformity with the redueed sales of the last few years. The per-
centage of selling expenses, including commission, to gross sales increased from
26-8 per cent in 1929 to 39-3 per cent in 1931, from which it was reduced to
37-2 per cent in 1933. This increase in the percentage of selling expenses to
sales was shown in spite of the fact that actual selling expenses of the four com-
panies were cut from $5,800,000 in 1929 to $2,600,000 in 1933, or 55 per cent.

This system results, as we have seen, in a degree of inflexibility of expenses
in periods of restricted sales, which reacts unfavourably upon both buyer and
seller. Unless and until a different method of distribution can be devised and
perfected, however, it appears essential to maintain branches, transfer points
and agents, not only in order to obtain sales but to give service and supply
repair parts,

Competition in this industry expresses itself, not in prices, but in sales-
manship, in keeping and supplying spare parts, and in giving service. This fact
has no doubt been responsible for the high pressure salesmanship in the years
prior to 1930, of which we found evidence, and which presumably caused a
proportion of the bad debtz which were subsequently incurred.

We were informed that the present Canadian system was in use in the TJ.8.A.
until about 12 to 14 years ago, at which time the implement dealer succceded
in establishing himself financially to the point where he was able to stock his
inventory of goods himself, He was able to buy the repairs and pay for them,
and to buy the machines he needed for his immediate stoek. The manufacturing
companics, therefore, sold to him under a sale contract and éscaped the responsi-
bility of having to carry 'his inventory of merchandise. It also very greatly
simplified their collection problems, since they dealt only with dealers rather
than with far more numerous individual farmers. In Canada, the dealer has
not yet reached that independent financial position, and the manufacturers con-
tinue to use consignment contraets.

. Sales of repair parts are made for cash, and in the case of two of the largest
manufacturers, they have averaged over a ten-year period, 138 per cent and
16-8 per cent of fotal sales in Canada. All machines are, of course, made up of
individual parts and the selling price of a complete machine is less than the-
sum of the selling prices of its individual parts. In other words, the companies
make and maintain the selling prices of their repair parts at figures substantially
above their actual cost. The 1934 selling prices of all individual parts for 17
machines varied from 226 per cent to 136 per cent of the selling prices of the
completed machines themselves, the average diffcrential for all machines being
173 per cent; that is, parts bought separately would cost, 173 per cent more than
the average machine bought complete. As in the case of machines, it was
reported as having been difficult, if not imposible, without detailed investigation,
to ascertain the real cost of repair parts. Whatever the actual mark-up may be,
it is added to cover the cost of obsolescence, of selling repairs, of maintaining
substantial inventories of repair parts, and of the occasional necessity of remanu-
facturing a small quantity of parts, of which the inventory may have become
depleted. Some provincial Governments require that repair parts must be kept
in stock for periods of approximately ten years, which places upon the manu-
facturer the duty of maintaining inventories in excess of what he claims is othet-
wise necessary. Perhaps the solution may be found in further standardization
which would result in carrying fewer parts in stock, aided by a greater degree
of co-operation between manufacturers’ representatives in giving service.
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6. CONCLUSIONS

The main feature brought out by our investigation is the desirability; and
even necessity, of providing a fair deal for the farmer, without making any
more precarious the continued existence of the manufacturer, )

The system of distribution has been shown to be not only expensive but
comparatively rigid and inflexible. We feel that a trial should be made of the
American system, by adopting it wherever competent and financially reliable
dealers can be found.

It has been shown that the carrving of a very large inventory of parts has
been unsatisfactory, in the matter of cost, to both distributor and farmer. We
believe that there is still considerable room for further standardization of parts,
and that it would be to the manufacturer’s as well as to the farmer’s advantage
to explore every possibility of action towards this end.

The productive capacity of the plants is sufficient to supply the normal
demands of domestic consumption, though i sufficient to supply the domestic
and export demand for abnormal years such as 1928. In the absence of any-
thing approaching these normal demands, and with a similar contraction in
export business, considerable idle plant has resuited. In the absence of over-
capitalization, 1t iz difficult to conclude that the industry is not justified in
including overhead on idle plant in its costs. The neceessity of carrying this idle
plant, however, has been partly responsible for the manufacturers’ policy of
maintaining prices. In consequence, the farmer has been unable to purchase
one of the means of cconomical agricultural production at a time when he needs
it most, and when other economic factors are operating against him.

It is difficult to see how the problem may be solved by legislation, with
justice and satisfaction to both parties. Unless it applied to industry and finance
generally, compulsory deflation would not be fair to one industry alone, par-
ticularly to an industry in which the dominating companies have not been guilty
of soclal abuses. Compulsory regulation of prices, if it were in a drastic down-
ward direction, might be used as a means of alleviating the farmer's position,
but it would have the opposite effect upon the industry under review. In the
long run, it might not even help the farmer. _

The solution to this problem may come from external sources-—a return to
more normal demand through the increasing purchasing power of the farmer—
or it may come from internal sources—a winding-up or recapitalization of one
or more of the manufacturing companies, :

5. THE CANNING OF FRUITS AND VEGETABLES

1. GENERAL CONDITIONS IN THE INDUSTRY

The eanning of fruits and vegetables is an important Canadian industry
and one which has made rapid progress during the last decade. Sinee 1923
the capital invested increased 62 per cent, employment 51 per cent, salaries and
wages paid 18 per cent, value of products 44 per cent and the physical volume
of production 100 per cent. This growth is the more remarkable as it represents
a corresponding increase in the domestic demand for fruit and vegetable prepara-
tions, the foreign trade being relatively small as compared with the domestic
production. :

In 1933, according to the report on this industry issued by the Dominiomr
Burcau of Statistics, there were 273 plants in operation with a capital invest-
ment of $37,286,824, an average employment of 6,530 persons and a payroll
of 83,842,575, The output was valied at the factory at $29,981,400 and the
materials used amounted to $16461,755. The industry is of considerable
importance to the agricultural economy -of Ontario, Quebec and British
Columbia.

96068—5%
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Our investigators did not enquire into the operations of all the companies
in the Industry but covered the two largest, Canadian Canners, Limited and -
Associated Quality Canners, Limited; as- well as a home-canning company,
King and Rankin, Limited. They also received general information from
thirty-eight smaller independent companies. '

The investigation made indicated a considerable degree of concentration
in this industry, with the first two companies above mentioned dominating
the field. It was also demonstrated that the canning industry has grown, in
this country, necither wiscly nor rationally, and has been characterized by
over-expansion resulting in surplus capacity, illusory capitalization of com:
panics, a ficree struggle on the part of the larger companies to maintain and
increase their positions at the expense of the smaller, and an cqually intense
cffort on the part of these smaller companies to survive in the face of this
struggle.

2. GrowTi or THE Two Lakcest CoMPANIES

The history of the largest company, Canadian Canners, Limited, and its
predeceszors, goes back to 1893 and presents, as we have scen, a striking
picture of the combination and consolidation of many small units into one
huge corporation, with each successive stage in the process accompanied by
increased capitalization resulting irom the issue of shares and bonds for -assets
at, or above, “ appraised 7 values. Today the company has 80 separate canning
factories; far more than is neccssary to maintain production.

In 1933, fifty-four of these plants, with a book value of $3,000,000, were
idle or obsolete. 1t is probably fair to say that the basic reason for this
company’s possession of so many separate units, many of which were closed
as soon as bought, is its desirc to gain control in the industry and to remove
competifion. These successive amalgamations, however, have not solved the
problem of over-production. At no time has there been a proper balance
between production and eonsumption in spite of the quasi-monopolistic control
of this company; nor is there one today.

The capital structure of the largest company, Cunadian Canners, Timited,
is discussed in chapter iit and is briefly as follows. The consolidated capital
and surplug of Canadian Canncrs, Limited, and its subsidiaries, not including
depreciation reserves or borrowed capital, amounts to over $11,000,000. No
actual cash has ever been invested in the capital stock of the present parent
company, Canadian Canners, Limited, or its predecessors, Dominion Canners,
Limited, and Canadian Canners Consolidated Company, Limited. That is,
no new money has been invested in Canadian Canncrs, Limited, from the time
the various companics were taken over by them, although many other assets,
usually plants, have been received as consideration for the issuance of shares,

The iunded debt of the company as of February 28, 1934, was $3,263,900,
while the reserves and surplus stood at $6,270,365. Fixed and intangible
assets were valued at $15,918,735, of which nearly $3,000,000 represents good-
will, and nearly $3,000,000 more arises from the writing-up of fixed asscts.

The second largest company in-the industry is the Associated Quality
Canners, Limited, which began operations in 1928 with the acquisition of
four companies and now operates twelve plants. .

The net bock value of the original four companies was $532,782, but th
value placed on these assets, when taken over by the new company, was
$1,011,293. The liabilities of two new companies taken over in 1932
exceeded assets by 391,038, while at the same time there was an issue of 2,015
shares of stock for a total of $30,225, making total net additional liabilities
of $121,263. This was offset by an additional debit to goodwill, of $121,263.
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- Capital as at February 28th, 1934, was $306,209, representing ledger value
of capital stock, of $1,843,725 less. accumulated defieit. of. $1,537,515. Bonds
t6 ‘the amotint of $500,000 have been “issued and bank borrowings’stand. at
$1,328934. The control of the company mnow rests in the hands of the
Whittall Can Company, Limited, which holds seventy per cent of the stock.
- Over the five year period of the depression, 1930 to 1934, Canadian
‘Canners, Limited, reported. gross profits amounting to 24-5 per cent- of sales
and net profits of 2-7 per cent of sales, while since 1928 Associated Quality
Canners, Limited, showed total net operating losses amounting to $1,266,164.

3. Excess Propuction axp (CARRY-OVERS |

) The General Manager of Canadian Canners, Limited, in his report to_the.
“ditéctors of the comipany in March, 1934, stated “the future is still uncertain
for the industry, and we must face the fact that there are too many canring
companics operating and producing in excess of the possible consumption in
Canada. ” ,

In view of this statement it is worth noting that since 1930 the carry-uve
of this ecompany has, at each fiscal year-end, more than equalled the valuc of
sales during the ensuing 12 months. This maintenance of what the company
calls a “reasonable carry-over ”, has had important effects upon the grower,
as we shall notice in a subsequent chapter.

Whatever the policy may have been, there is no doubt that thesc large
carry-overs. have had a disturbing and depressing effect, not only on the
growers’ prices, but on conditions in the trade gemerally. They have helped
-to - make- -the~price structure -in -the industry - exccedingly unstable- and -have
facilitated price cutting. More than one witness who appeared before us
charged Canadian Canners, Limited, with exercising a confrolling influence
by cutting prices for the purpose of restricting or eliminating competition.
The maintenance of such large carry-overs, and the selling of one product,
“tomatoes, over a period. of years, at a price consistently less than cost of
production, by a company occupying such a dominating position in the industry
as Canadian Canners, Limited does, -make such charges not casy to refute.

4. MeRcHANDISING DETHODS

« . “The mass buyers have also, to some cxtent, helped fo disorganize the price
striucture. Before they beeame important merchandising factors, the sales
.practice of the companies consisted-in booking each dealer’s annual require-
'ments without prices in the spring of the year. The market is opened by
Canadian Canners, Limited, announcing their prices after the completion of
-the pack, and an effort, throughout the ensuing twelve months is made to
-advance the opening, prices gradually. The dealer’s opening order becomes a
firm commitment, and, as a rule, a uniform duc-date is reeited and the
“undelivered part of the order billed.as at the due-date, the goods being held
“thereafter at the customer’s risk and expense. o
" In recent years, however, it has become a common prastice for the canning
factories to issue price lists at different times through the year. Because of
_ovef-stock, competition, and;buying pressure, therc is great difficulty in main-
 taining such lists {of any-reasonable period. There is a continual demand from
~all classes of eustomers. for-lower prices and other concessions, such as, special
- allowances, advertising allowances, free goods, and floor stock allowances. Many
. of thesé are secret and all-have contributed to the- disorganization of the-indus-
‘try.~We agree with-the general manager of Associated Quality Canners, Limited,
who stated that all secret or discriminatery rebates to customers should be cut
; out and-the-established: discounts alone given, - -

g -
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5. RELATIONSHIP BETWEEN Cavapiax CaNNERs, LD, axp AMERICAN Cax Co.

Canadian Canners, Limited, enjoys important competitive advantages in its
arrangements with American Can Company for the supply of containers,

The significance of this relationship may be judged when it is realized how
‘important a part the price of the container plays in the canners’ costs. The
following table gives the percentages of the total cost of production, of produce,
direct and indirect labour, containers, etc., as taken from the records of Cana-
dian Canners, Limited, and adjusted for rebates, ete, ‘

DISTRIBUTION OF TQTAL COST OF PRODUCTION
(Fiscal period ending February 28th)

_ 1630 1931 1932 1933 1934
% %o Fo %o %

Produce. . .. e e e 34-6 32.4 30.0 25.3 25.2
Other Materials. . 5.0 6.0 5.0 6.3 8.1
Containers..... ... 22.1 28.7 28.6 27.8 26.4
Cases and Labels 7.5 8.0 8.9 9.1 10.0
Direct Labour................ ... ... i, 10.1 8.6 8.5 8.5 9.4
Prime Cost......coovi it i 79.4 83.7 81.0 78.0 70.1
Indirect Labour.......... 5.6 3.7 5.0 4.1 2.4
Plant Managers’ Salary 4.5 3.2 4.5 5.2 5.1
Factory Overhead.................iiiivininnns, 10.5 0.4 9.5 12.7 13.4

Total........cooiiiiiii i 100.0 1000 100.0 [« 100.0 140

Any company, therefore, which secures an advantage in the purchase of
containers is at once in a strong position with respect to its competitors.

There are two large companies manufacturing eans in Canada. The

. American Can Company (Canadian district), which supplies Canadian Canners,
.Limited, and the Whittal Can Company, Limited, which supplies the Associated
Quality Canners, Limited.

These two companies report that their prices for standard size cans are the
same to every customer, the only concession given being quantity discounts to
a limited number of large buyers. Current list prices of these two manufacturers
are identical, and cans are sold, as a general rule, under the terms of a contraet
which provides, amongst other things, that the canning company must purchase

~all its can requircments from the one manufacturer during the term of the con-
“tract. It appears that this provision was made to prevent competing can
manufacturers from supplying cans during the unexpired term of a contract,

Previous to 1930, Canadian Canners, Limited, manufactured its own ecans
at Simcoe, Ontario. In July, 1929, however, it sold this plant to the American
Can Company, under an agreement which eommitted it to purchase its entire
can requirements, with minor exceptions, from’ the American Can Company
for a period of twenty years, beginning January 1, 1930. The Can company,

“in turn, agreed to give Canadian Canners a preferential discount over every
other purchasing company, by guarantecing that the net prices charged that
company, after taking into consideration discounts and rebates as laid down,
should be as low as the lowest net prices for the same kind of cans charged any
Canadian customer and lower than the lowest net prices charged any Canadian

" customer, using a less total number of cans, by at least one-half of the discount
.and quantity payment. Furthermore, rental and terms for closing machines are

- guaranteed to be as favourable as made to any other Canadian customer.and,
in addition, 4 discount of 5 per cent is given. _ ’

Stripped of its legal verbiage, this contract simply means that the largest
can company will ensure that no small canning company will be put on an equal
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competitive position with the dominating company, so far as this most important
element of cost is concerned, namely, the cost of the container. The evidence
of the general manager of the American Can Company was that Canadian
Canners, Limited, had an advantage of 15 per cent in the price of cans over all
other competitors.

. There is no question about the decided disadvantage to which the trade
in general is put by these special concessions. To be able to purchase containers
at 15 per cent less than they can be purchased anywhere clse by anybody else
in the industry in Canada is a concession of the worst monopolistic type., Bearing
in mind that cans arc at present the main constituent of cost in respeet to total
sosts of manufacturing, it is reasonable to conclude that this advantage has a
wreater effect on the competitive position of Canadian Canners, Limited, than
that which might be gained by any other exercise of the power that naturally
acerues; to the dominant manufacturer.

The_extent of- this price advantage is shown by the fact that under the
contract, American Can Company has returned to Canadian Canners, Limited,
during the last four vears, as special discounts, rebates, cte., a sum of $1,147.865.

Tt is hard not to agree with the head of one small canning company who
appeared before us when he states that independents simply cannot compete
without resorting to reduction in costs that can only be made in other directions.
i Those other directions usually lead towards.the grower and the:canning factory
Wage-carner. -

These price coneessions were not the limit of the American Can Company’s

dealings with its favoured customer. It paid $1,250,000 for the Simcoe plant of
‘Canadian Canners, Limited, referred to above, which had been carried on the
hooks of that company at a depreciated ledger value of $170,787.
" The manager of the American Can Company justified these concessions on
the ground that Canadian Canners, Limited, took, in 1934, one-third of their
output, and that thercfore their patronage was important, cspecially so since
they had lost the business of Associated Quality Canners, Limited.

Associated Quality Canners, Limited, also purchase their cans exclusively
from one company, the Whittall Can Company, Ltd. Their contract, however, is
not as advantageous as that of Canadian Canners, Limited, with the American
Can Company, and does not put them in a preferential position over all their com-
petitors. This may be due to the fact that the Whittall Can Company, Limited,
has a controlling interest in Associated Quality Canners, Limited. T is not, there-
fore, necessary for it to make any great concessions as to terms and discounts in
‘order to secure this business. What it loses as a sharcholder in Associated
-Quality Canners, Limited, it more than makes up in its profits from the sales
of containers to that company. The contract between the two companies, which
runs to 1941, merely provides for a quantity discount on net amount of sales
which, during the period 1931-33, benefited Associated Quality Canners, Limited,
only to the extent of $3,500. Partly, no doubt, as the result of this contract
with Associated Quality Canners, Limited, the Whittall Can Company, Limited,
has been able to maintain its position during the depression, with net operating
profits of 13.9 per eent on sales in 1929, rising to 14.2 per cent on sales in 1933

The results of the operation of the American Can Company have been even
more fortunate, and the concessions given to Canadian Canners, Limited, as
-outlined above, have apparently been justified by the results obtained. ‘The net
_operating profits of the American Can Company in Canada during the years
- of the depression have risen from 9.9 per cent on sales in 1931 to 21.1 per cent
in 1933.
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Thus we have a situation in which as a result, partially at least, of arrange-
ments between-'the dominating corporation making éans and the dominating
corporation operating canneries: '

(a} The price of containers is kept at an exorbitant height, while the prices

-received by the growers have fallen to unprecedently low levels.
-(b) No other canning company can secure containers from the largest can
- company on g fair competitive basis.
. {c) In.view of the fact that the two largest users of cans are tied up with
. the two largest suppliers of cans, it is difficult, if not impossible, for
. any smaller can manufacturing cstablishment to extend its business
sufficiently to act as a competitive break on the operations of the large
cin companies.

It all provides a striking example of monopolistic arrangements rcacting
to the injury of producer, wage-earner and small competitor. .

It was stated to us by representatives of the can companics that the reason
for the high prices charged for cans was the price of tin plate, which was higher
in 1834 than it had been in 1929. Witnesses had no explanation for this increase
of price over such a period, and expressed ignorance as to the existence of an
international tin plate cartel. We are satisfied, however, thab there is some
international control of competition in this important product and that the general
manager of Associated Quality Canners, Limited, was substantially correct in
attributing the situation in respect to the price of tin plate to the fact that the
Welsh tin plate interests prevented a free market and restricted Canadian can
manufacturers to a single source of supply. We fecl also that the tariff should
not be used in any way to facilitate such restriction.

Whatever may be the exact causes of this sttuation in respect to tin plate,
the implications are clear. At the one end there is a huge international arrange-
ment to control prices, and maintain profits; at the other, thousands of growers
of fruits and vegetables in this country, helpless in the face of these superimposed
corporate organizations, the combined weight of which is crushing them to a
‘level where they can make little or no return for long hours of arduous and pro-
ductive labour. . '

6. THE RUBBER FOOTWEAR AND TIRE INDUSTRY

1. GE~ERAL CONDITIONS 1IN THE INDUSTRY.

The rubber industry is a very important part of Canada’s industrial structure.
"According to the net value of products in 1930, it ranked ninth among all manu-
facturing industries; aceording to salaries and wages paid, eleventh. In 1930,
Canada was the fifth largest importer of raw rubber in the world; by 1933, it
was seventh. ) T

The industry is one of large-scale produetion and high concentration. In
1933 there were only 45 establishments, employing $65,000,000 capital, nearly
-10,000 employees, and produeing over $41,000,000 of produects. The average
capital per establishment was $1,451,000; the average number of employees,
217; the average output, $922,000. Even these figures understate the degree of
“concentration. TFourteen firms employed 86 per cent of the total employees and
"92'per cent of the total capital, and produced 89 per cent of the total output:’

When this concentration is supplemented by the organization of powerful
“associations to fix prices and to establish discount schedules and sales quotas,
‘it is not unreasonable also to infer that the industry is monopolistic. Any
competition therein is eertainly “ imperfect 7. - N

The industry was very hard hit by the depression. From 1929 to 1932 the
gross value of tires produced decreased about 68 per cent; of footwear, 49 per
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cent;-of all products, 58’ per cent.” The number of ‘employees decreased about
7,000, or 42 per cent; total payrolls, 54 per cent. ~Slight improvement occurred
in 1933. According to their own figures, not checked by our auditors, the seven
leading footwear companics, as a group, suffered net losses in each of the years
1930, 1931 and 1932.. For example, in 1931, the combined losses of five firms
exceeded the profits of the other two, making a net loss for the group’as a whole
. of 81,354,000. ‘As a group, the seven leading tire companies had similar operating
results—practically no profits in 1930, net losses in 1931 and 1932. The loss in
business is explained chiefly by decreased exports. ~“Domestic sales declined 47
per cent, but exports, which in 1929 represented over a third of the total output,
declined over 79 per cent.

The two major products of the industry, tires and rubber footwear, represent
respectively 39 per cent and 41 per cent of the total output. The two branches
follow essentially similar policies and present guite similar problems. It will
be sufficient, therefore, to confine our discussion chiefly to the rubber footwear
braneh, in which, in 1932, there were only nine establishments employing 3,260
persons, produeing over 14,000,000 pairs with a factory sales value of $16,600,000.
The industrial policies of the Rubber Footwear Association, with respect to dis-
counts, prices and sales, are of speecial interest. They raise the question of
whether a deliberate policy of price control at the cost of decreased output and
employment is preferable to a flexible price policy which might minimize the
decreases in business activity. The drawing of any inference from the available
statistics in an attempt to answer this question has been complicated by the
sudden increase in very low-priced imports. For example, the imports of rubber
footwear from the Straits Scttlements for retail sale at a price much less than
the lowest possible Canadian cost of production, jumped from 23,000 pairs in
1932 to 567,000 pairs in 1933. Total imports of rubber and rubber-soled hoots
and shoes, chicfly from the Straits Sctblements, Czocho-Slovakia and Japan,
inereased from 137,000 pairs in 1929 to 2,092,000 pairs in 1934. Their average
import value in 1934 was about thirty-five cents. This import situation also
complicates the analysis of the excess capacity in the industry.

The information at our disposal is based on testimony before us. No
examination of the facts was made by our accountants or investigators. Formal
_complaint had been made that the industry is a monopolistic combine within the
meaning of the Combines Act. Following this complaint, an investigation was
made by the Registrar but we regret that we were denied access to the results
of his intensive research. We have, therefore, had to rely on public information
and ex parte statements,

‘2, T)ISCOUNTS AND REBATES. .

The rubber footwear manufacturers, as organized in the Canadian Rubber
Footwear Manufaciurers’ Assoeiation, afford a striking example of the self-
organization of an industry. Standardization of prices, goods, and discounts
is rigidly maintained”among members. The secretary of the association holds
bonds of members varying in amount from $10,000 to 875,000 on which fines may
“be levied if the terms of agreement are no carried out. Members are also placed
‘6n 4 sales quota and if any member ‘cxcecds his quota he must pay into the
association pool 25 per cent of the amount by whieh he has excdeded it. There
is also a tax of 15 per cent for the pool orderg shipped at old prices after new
“higher prices came into effect. . Thig prevents any one manufacturer from taking
“advantage of a risihg market by ‘accepting business prior to a rise for shipment
aftor. Ky HA e e

. The policy of the association with respect to special discounts to certain

“retailers is an important aspect of this otganization, . The schédulé-“submitted

to us by officials of the association describes:in some- detail” the “‘group
classifications which decide the granting of special discounts to the customers.
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According to this document, manufacturer members have four preferred - lists
of retail customers. The classification for list A is an annual volume of
purchases in excess of $75,000 by these customers. A preferential disecount of
from 12 per cent to 14 per cent is granted, and an additional bonus from 1 per eent
on volume from $250,000 to $500,000 increasing to a total of 6 per cent on the
excess over annual purchases of $1,000,000. In grade B are included purchasers
with an annual volume in excess of $35,000 who receive a 10 per cent discount.
Customers in_grade C must have an annual volume of purchases of over $20,000
and are eligible for an 8 per cent discount. Groups B and C have in theory the
honus for volume on the same scale as group A, although it is not likely in fact
that their volume has ever been sufficient to qualify them for this bonus.

Group D is in a relatively less favourable position. It consists of those co-
operative buying groups whose annual purchases exceed $20,000. They receive
a 6 per cent discount instead of the 8 per cent received by other customers in
the same volume class. In addition they are not eligible for a higher discount
group, however large their volume of purchases. The largest discount a co-
operative buying group ean sccurc is 6 per cent plus a 2 per cent bonus on
volume. It appears that the only co-operative buying group whose volume is
comparable to the largest mass buyers in Class A is the York Trading Company,
which finds itself severely penalized by this arrangement,

We have also received evidence that voluntary chains of retailers who
endeavoured to obtain the benefits of volume discounts, by pooling their pur-
chases, were refused the appropriate discount for volume, and it eannot be said
.that this apparent discrimination was satisfactorily explained by the officials
either of the rubber companies or of the association.

Customers with a volume of purchases below $20,000 are listed by the
association as ' unpreferred,” but they receive a bonus varying with the size
of their annual volume of purchases, unless these fall below $300 in value, when
the bonuses cease.

In order to understand the effects of -this schedule of discounts upon the
hundreds of small retailers who are excluded from its main benefits, it must be
borne in mind that their chief competitors are the mass buyers in group A1
who benefit most extensively by the discount rate. When they, for example, are
receiving a discount ranging from 14 per cent to 18 per cent, they can afford to
sell at a certain retail price level. The small retailer is obliged to compete
principally with the prices thus established, and it is obviously not possible for
Lim to do so with profit.

This scale of dizcounts is based, apparently, upon volume, with one signi-
ficant exception—the co-operative buyer. The special diserimination against
him was explained by officials of the association -as resulting from the additional
expenses which his business involved. Tt is more expensive, for example, to send
~out travellers to the numerous small units composing such a group than to deal
-with a chain store. There is doubtless some truth in this argument, but the
real objeetion to the co-operative buyers, as was admitted by the secretary of
‘the association in the course of evidence, is the objection to their method of
doing business, " -

Another, although less important side of the association’s policy of dis-
couraging certain methods of doing business, is to be found in their attempt to
climinate jobbers from the field, with the exception of a few “consignment
jobbers” who are given preferred treatment.

The principal reason for this policy is the difficulty of controlling jobbers
and making sure that they adhere to all the rules of the association. In any
case, jobbers are a declining factor in this industry,

1) This group includes—Agnew Surpass Shoe Stores, Dupuis Freres, Limitéd, T. Eaton
Co. Ltd., Hudson’s. Bay Company, J. B, Lefebvre, Robert Simpson Co., Ltd., Army & Navy
Dept. Stores, Neighbourhood Stores. .
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‘3. Price TixXING

" The price maintenance scheme prevalent in the industry must be considered
in connection with the import and export situation. Exports have dropped from
.about $32,000,000 in 1930 {o $7,600,000 in 1933 One would expect under con-
‘ditions of free competition that there would be a resultant decline in the number
of manufacturers in the industry. TUnder present conditions this has not been
the case. None of the manufacturers in the industry has gone out of busincss
since the depression. The price-fixing policy of the Association ig primarily
responsible for this. It has attracted competition-which it has then been obliged
to absorb, with the result that there is a great excess capacity. Indeed, any two
companies could produce all the rubber footwear for which there is a market
in Canada at present prices. In the meantime, imports from Straits Settlements,
Japan and Czecho-Slovakia have increased and it would be impossible for Cana-
dian manufacturers, unless protected, to compete in price with those imports.

It has been advanced in defence of the price-fixing policy of the association
that it has not in reality eliminated competition. There is always, it is said,
the element of potential competition. New enterprise will be attracted to a field
where relatively high prices prevail, and price competition will then begin anew.
But this has not been the case in practice. On the contrary, the new concern
entering the industry is absorbed into the Association and is soon f[ound adlier-
ing to the standardized price level, In 1930, The Acton and Woodstock Rubber

"Companies appeared as possible price competitors. In 1931, they had come to
“terms with the Association and entered its ranks.

It may be added, with reference to price maintenance in general, that while
it has cleminated price competition, sales competition with all its attendant
expenses remains keen.

4, SaLEs QUOTAS

The sales quota is an ingenious device which has ihe effect of checking any
tendency on the part of any one manufacturer in the industry to cut his prices.
When stch a manufacturer has reached his quota he is no longer interested in

- further business. Indeed, if he gets more business he has to pay a penalty in
the form of fines for so doing. At a time when all manufacturers are working
‘below capacity this checks any tendency toward doing eapacity business. For
example, when as frequently happens, the government calls for tenders for goods,
it would be impossible for a manufacturer to obtain the contraet by quoting a

. low price which, while it might be profitable for himself, would be contrary to
the rigid regulations of the Association.

The rubber footwear industry, therefore, provides a striking example of
that industrial policy which consists of the maintenance of prices at the possible

- cost of decreased employment and output.

- 5. THe TIRE INDUSTRY

Essentially the same range of problems arises in the tire industry. Its only
distinetive feature is the use of a special discriminatory deviee, that of private
brand tires. These are usually the standard tires produced by the manufacturer
but branded with the name or brand of a large distributor who sells them at less
than the list price of the manufacturer’s own brand. In 1933 approximately 10

per cent of the sales of association members were to private brand accounts.

 Three association and three non-association manufacturers do private

- brand business, on which the discount from the standard price list ranges from
33 per cent to 44 per cent. This means that essentially the same tire which costs

: the ordinary dealer from $7.75 to $8.60 {depending on volume) and is expected
. to be sold by him for $10.55, costs the mags buver or other private brand dealer
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$6.53 and may be sold at $7.75., This is a perfect illustration of the monopoly
policy of quoting different prices to markets that are assumed to be separate.
‘The cut price through mail order and simifar private brand channels is not
‘intended to affect the price in' the regular market, . ' ’

o " As a remedy for this practice, we recommend that the name of the actual

‘manufacturer must be plainly’ stamped on all of his produets.

7. THE FERTILIZER INDUSTRY

1. GeEveraL CoxpITIONS 1N THE INDUSTRY

. The manufacture of fertilizer in Canada is concentrated in only 20 plants,
whose production in 1933 was valued at $4,286,000. In the same yvear they
had 667 employees and an cmployed capital of $16,000,000, while the total
wages Dbill amounted to $776,000. Within the industry a great degrec of
concentration exists. Three firms represented $11,000,000 or 71 per cent of
“the capital invested and accounted for $400,000 or 51 per cent of the total
wages bill,

The industry was very seriously affected by the depression. Exports
declined from $6,000,000 in 1929 to £2,000,000 in 1932, while imports declined
from $4,800,000 to $3,300,000 during the same period.

Plants for the manufacture of fertilizers are fatrly well distributed across
the country with the exception of the Prairie Provinees, where the consumption
of mixed fertilizers has not been large. There are 7 manufacturing firms in
the Maritime Provinces, 3 in Quebec where the use of fertilizer is encouraged
by a bonus to the farmers by the provincial Government, and 3 in British
Columbia, where from 5 to 6 million tons of mixed {fertilizers are sold
annually. There arc 7 firms cugaged in this manufacture in Ontario, where

there is the greatest acreage of special crops and consequently the largest
-congumption. : ’

2. TERRITORIAL PRICE DISCRIMINATION AND DELIVERED PRICES

Small though this industry may scem in absolute size, its policies profoundly
affect the welfare of the primary agricultural producer. There is unmistakahle
evidence that in Ontario at least the fertilizer industry, dominated by Canadian
Industries, Itd., is monopolistic and excreises its monopoly power by a syvstem
of delivered prices. This device is of such general importance that it warrants
rather more extended “discussion than the size of this industry would scem
itsell to justify. ) .

Complaints were made to us about the difference in fertilizer prices in
Ontario and Quebee. Tt was found that there were wide diversions between
list prices to consumers west of a line from Kingston, Ontario, to Pembroke,
Ontario and list prices east of that line in Ontario and in the Provinee of
Quebec. This is in part because the fertilizer manufacturers cast of thiz line
guote prices on an f.o.b. basis, whereas in Western Ontario, an association of
fertilizer ‘manufacturers quotes only prices on delivery to the farmer’s barn.
Also manufacturers cast of the line will not deliver west of it. Such differences

" may be due in part to the Quebec practice of co-operative buying. S

West of the Kingston-Pembroke line an arbitrary uniform delivered price

* 187 established for each grade of fertilizer. The diserimination in this case 'is

clear, as farmers near one of the fertilizer plaits have to pay tlic same price
- as purchasers far away. Such uniformity in prices could not be maintained if
: each manufacturer ‘were' quoting prices f.0.b. his plant. While the fertilizer
.- factorics are not.scattéred over a very wide ares, there-must be some differerices

" 1n freight rates from different plants to the sanie locality. - A systemn of. prices
- fo.b. plant would thus mean that certain territories would ‘be thé economical
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market for cach plant. . Under the system of identical delivered prices, cach
fertilizer plant is free to scek business'anywhere in thai section of theé Province;
in -which the prices are controlled by the Assoclation. That the prices, under
such a policy, tend to be higher than they would have been under competitive
conditions is clear from a comparizon of Ontario prices with those in Quebec,
where prices are quoted on an f.o.b. basis. ..

An attempt was made to explain this diserimination by refercnce to the
higher cost of production in Ontaric and to the delivery and other services
which members of the Ontario Association offered. But little opporturity 1is
given to purchasers to avoid such charges by buying fo.b. plant. - if the
fertilizer companies sell transportation the cost of such scrvices should be
clearly indicated in their price quotations and not lumped in a delivered price
with the cost of the material itself, Under a system of free competition the
policy of quoting uniform delivered prices could not be followed for the
tendency of competition would be to equalize the price to all buyers on an
f.0.h. basis. ‘

The system of delivered prices, espeeially if arbitrary basing points are
established at which all producers auote the same price, means that the
purchaser is compelled to buy with each unit of the commodity a fixed amount
6f often imaginary transportation. The farmer who lives next door to the
fertilizer factory must pay not only the price of fertilizer itself, but also the
cost of transporting it from the distant basing point, although in fact the
fertilizer is simply earted across the road. It must-be admitted of course, that
a system of f.o.b. prices would not prevent agreement among manufacturers;
it. would, however, make it much more difficult for them to reach an amicable
agreement on the division of territory. - Under a system of delivered prices,
each producer is free-to bid [or all orders (because all are quoting the same
price), but, if a plant were not favourably situated with respect to some big
buyer whose order was desired, the only way of sceuring such an order on an
f.o.h. basts would be to quote a lower price at the plant. If such prices were
published, this would. mean, for this manufacturer, a lowering of his price
throughout his territory and, in fact, an extension of his market unless other
manufacturers immediately met his new f.o.b. price. )

The system of delivered prices also encourages another scrious evil in
competitive practices in that it facilitates local price discrimination. As long as
a manufacturer is restricted to f.ob. prices he has difficulty in discriminating
between buyers in different localities because a reduction in price at the plant
means a reduction to all buyers irrespective of location. Under a system of
delivered prices, however, particularly if there is a taecit agreement regarding
prices among the big producers, the price may be cut scverely in one loeality
and maintaind in all others. The purpose of such a diseriminatory policy is
generally to undercut a local producer in his own market and thus put him out
of business or force him into a price agreement. This monopolistie control of
the market was further bulwarked by a policy on the part of chemical manu-
facturers and importers, of hindering the sale at market prices for home mixing
of the separate fertilizer constituents,

The results of such a system of delivered priees are injurious not only to
the purchaser, because prices are almost incvitably higher than they would
be under simple competition, but they give thé combine or monopoly a means
of price diserimination against which no small manufacturer can protect
himself. 'This is clear not only from the cvidence on the fertilizer industry,
but also from common knowledge of the marketing of gasoline. If the large
oil companics were quoting prices f.o.b. their refineries, the small wholesaler
of gasoline would be protected against local price diserimination, if he found
it possible to reduce his prices through efficient management. Under a system
of delivered prices the companies can drop their prices in any one locality
and maintain them in all others. Under a system of f.o.b. prices, prices could
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not be cut in one locality without reducing them in all localities served by
the refinerv. The objection to such a system would be that the big comparies
would not be able te protect themselves against loeal price cutters. But, given
a standard quality of product, if such local reductions in prices are due to
cheaper sources of supply, there is no eeonomic justification for unfavourably
situated oil companies competing in such localities.

The cases which have been cited are becoming more characteristic of
marketing policics in Canada. The fertilizer industry is a particularly clear
example of the workings of this pelicy of delivered prices. Fater in this
report we discuss methods for prohibiting such practices when they result in
price discrimination. Here we merely express our condemnation of them as
monepolistic and unfair. '

8. THE TEXTILE MANUFACTURING INDUSTRIES

1. GENERAL CHARACTERISTICS.

Our investigation into the textile manufacturing indusiries in Canada
covered 217 companies engaged in the manufacture of textile yarns and fabries
and other products. A number of other companies were listed in the 1930 Census
of Industry, but the concerns reviewed by the commission were estimated to
account for more than 95 per cent of the total employment in the fields selected
for investigation.

In view of the number of companies concerned, it was obviously not feasible
to examine into their individual operations in detail, nor did we censider that the
possible results of detailed investigation would justify the time and expense
involved. Our investigators were, therefore, instructed to submit to each of
the companies a form of questionnaire and to arrange, tabulate and report upon
the replies received.

The questionnaire so submitted and the evidence received by the commission
dealt in considerable detail with the wage structure and employment generally,
and the results of this phase of our inquiry are reserved for discussion in a later
chapter of this report. Apart from this, however, considerable evidence was
taken as to the general characteristics and trends of the industry in its several
branches. In this scction, we report on these features as they affect the social
and economic life of the Dominion, )

The 217 compantes had in 1933 a capital investment, including bonds, of
$185,000,000; they operated 246 mills, employing approximately 47500 factory
workers, with a total wages bill of $32,700,000; and their combined sales in that
year totalled $135,000,000. As a group these companies occupy a prominent
position in the industrial structure of the country and in volume of production
are only exceeded by three other groups, manufacturers of wood and paper
products, vegetable products, and possibly iron and steel.

“The textile industry 7 is a generic term applied to producers of all forms
of textile goods but within the companies investigated by us, there are such
distinet lines of demarcation that different classes of producers constitute in
effect a number of separate industries. Our auditors, thercfore, reported upon
ten scparate groups which were found to have by no means similar character-
istics and in summarizing our findings, it iz necessary to refer specifically to
the more important of them. The nature of this division and the relative
importance of the different branches, is indicated by the following statisties
of the year 1933:
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Average
number of Sales

Group Number factory (thousands
of mills workers | of dollars)

employed
A. Primary Cotton..ouiiiiie i 29 15,482 33,960
B. Woollen Manufacturers. . 44 6,888 20,672
C. Sitk Manufacturers..... e 18 3,407 11,167
D. Hosiery................ 32 5,242 12,863
E. Bynthetic Sillt. .. ..o 2 3,127 10,350
T, EKnit Goods,...ooocviiiir i iriieeaeiiiiaainaiiaenas 78 10,342 29,069
Gr. Carpetsand Rugs................. s [ -5 625 1,818
H, Thread and Cordage. ... ... i ... 7 1,016 5,420
I. Bags, Waste, Cotton Batting, Tents and Awnings e 24 781 7,260
J. Bpeeialty Fabrics... ... s 7 657 2,441
otal, .. e e 246 47,567 135,018

The characteristic formn of business organization among these undertakings
was the incorporated company and all the larger units were found to be
operating under charters granted by the federal or one of the provincial
Governments, Concentration under the corporate system does not appear to
have developed to anything like the same extent among these companies, as
it has in certain other industries reviewed by the commission. The companies
investigated, however, in their different groups, afford examples of different
phases of competition. The best example of simple ¢ompetition is found in
the woollen group wheer the largest single company had only 12-5 per ceut
of the total sales of the group, the next four, an average of 7 per cent cach,
.and the next fourteen, all over 2 per cent of the total. In contrast to this is
the synthetic silk industry, in which two companics, with radical differences
in their technical processes, enjoy virtual monopolies. The largest single
.group, primary cotton manufacturers, is an cxample of imperfect competition.
The largest company, Dominion Textile Company, Limited, has 38 per cent
of the total sales and with its controlled subsidiary, Montreal Cottons ILtd,
- 48 per cent: the next two companies together have 31 per cent, leaving only
.21 per cent for the mnext seven companies together.

Signs of an increasing degree of concentration in the textile industry are
to be found in the appearance of certain interests in fields other than that in
whieh their main activity lies. Through interlocking directorates at least, there
appears to be a positive connection between some of the largest companies in the
cotton, woollen, silk and knit goods field. Thus, while concentration has ‘not
developed to the point where two or three very large corporations, operating in
-all the important fields of the industry, dwarf the remairing companies, the
presence of the same management interests in important units in different ficids
-cannot but suggest the possibility of such a development.

Tn the more important groups, the largest companies were found to be
publicly owned, but the textile industry contributed only in a small measure to
the public financing éperations of the period 1921-1933. Very little information
is available as to the details of the consolidations and mergers which took place
prior to 1923, before which date most of the great textile companies were formed.
From 1923 to 1933, however, the relative freedom of this industry from unwar-
ranted writing-up of assets for purposes of refinancing is evidenced by the fact
that the five largest textile companies increased their met assets in the period
by only 9.7 per cent, as compared with an increase of 83.8 per cent for the 95
largest non-financial 'Canadian companies (transportation companics excluded).

In the larger textile companies, however, the same marked development of
management control was found as in other industries. Four out of the five
largest concerns were found to be controlled by groups owning less than 20
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per cent of the capital, and the fifth to be a case of minority control, in that
less than 50 per cent of the capital was owned by the management group. Among
the smaller companies in the industry, the public company is rare and a high
proportion of these companies are entirely owned by the active management.

2. Tue TEXTILE INDUSTRIES AND THE IDEPRESSION, .

The operations of the companies by groups were reviewed for a five-year
period, and while the effects of the depression and the decline in prices were
evident, textile manufacturers as a whole appeared to have suffered fto a far
slighter degree than industry generally. The principal reason for this appears
undoubtedly to have been the tariff revisions which were made in 1930 and
subsequent years, by virtue of which the Canadian industry largely escaped the
demoralization which oceurred in textile markets in other countries. The addition
of specific to ad valorem rates of tariff duty on many items had the cffect of
virtually excluding the cheaper lines previously imported and with which Cana-
dian manufacturers could not compete. Canadian mills, therefore, while sharing
the genecral loss of volume consequent upon deereased public purchasing power,
went into volume production on cheaper lines upon which the public demand
tended to concentrate. Competition from Asiatic countries, where costs of
production have heen brought to unprecedented low levels, has been largely
nullified by the dumping duties. Thus, the primary textile industries have been
able to maintain employment at a remarkably high level. From 1929 to 1933,
the number of employces decreased but 3 per cent and the wage bill by 15 per
cent, whercas manufacturing in general suffered a decline of 29 per cent in the
number of persons employed and a decline of 38 per cent in the amount paid
out in salaries and wages.

The Bureau of Statisties index number of wholesale prices for textiles fell
from 81.8 in 1930 to 69.7 in 1932, or by 15 per cent; in the same period the sales
of the companies reviewed by the Commission declined by but 17 per cent. This
indicates that in point of physical volume of production the industry gained
approximately as much in the cheaper lines, which it started to manufacture in
1930, as it lost through the decrease in public demand for the lines which
formerly represented its entire output. The other side of the picture is found
in the statistics of imports of manufactured textiles from other countries.
Importations (in yards) of cotton fabries, for instance, declined from 1929 to
1932 by over 52 per cent; Canadian woollen and worsted cloth mills are estimated
to have supplied 62-5 per cent of the domestic requirements in 1933, as com-
pared with approximately 22 per cent in 1930; and similar gains were registered
in other branches of the industry.

There can be little doubt, therefore, that textile manufacturers in all
important branches of the industry, have benecfited to a material extent from
the increased tariffs which came into force coincident with the beginning of the
depression.  That the tariff policy has been largely responsible for the main-
tenance of employment at a relatively high rate, is also clear. In spite of such
benefits, however, certain companies, particularly some in the natural silk group,
have exploited the situation and shown a callous disregard for the decency of
their wage scales. Investigation of some of these whose operations have been
increasingly profitable, disclosed wage and employment conditions which can
be described only as shocking. Fuller reference, however, will be made to the
wage conditions in this industry in chapter v. :

The past five years have witnessed certain technological improvenients within
the industry. New automatic machinery and more efficient looms were installed
and had a pereeptible influence upon the productivity of the individual employee. -

-This was accomplished, however, without 2 large additional capital investment,
and the fixed assets of the various groups show no sudden or unusual increases,

With this’ general picture as a background we discuss, briefly, the various
groups into-which the industry is divided, each with its own characteristics and
trends. -



. INDUSTRY ’ 81

3. Primary CorroN MANUFAGTURERS.

"a. General C{mmcter;ist_ics.- . B ..

This is by far the largest and most important group in the industry and is
composed of a few large producers. The Dominion Textile Company, Limited,
the largest textile concern in the country, together with its controlled subsidiary,
Montreal Cottons, Limited, in 1933 accounted ‘for 48-3-per cent of the total
sales of the cotton ‘group, or'12-1 per cent of the total of all textile companies
investigated. The next two companies in point of size, Canadian Cottons,
Limited, and the Wabasso Cotton Company, Limited, together- accounted- for
31-3 per cent of the cotton total, and cach had sales in excess of $4,000,000 in
1933. These are followed by five other companics, only one of which had sales
of less than $1,000,000 in 1933 ) h

* The industry is concentrated in the provinee of Quebee, where approximately
70 per cent of the production is found. Ontario mills account for a little more
than 20 per cent and the balance of the production comes from mills in the
Maritime Provinces, all of whieh are owned and operated by the Ontario
companies. ) ’

Most of the manufacturing takes place in small towns and of the 29 mills
operated by the cotton companies, only five are to be found in cities of over
250,000 population. No less than fifteen mills are located in towns with popula-
tions of under 15,000, and these consequently play an important part in the
life of these communities.

Of the nine companies making up the cotton group, six are public com-
panies, in that their securifies have been sold to the public at large; two others
are subsidiaries of large manufacturing corporations in other industries; and-
only one company is privately owned and controlled by the group owning its
entire capital. The combined balance shects of the cotton companies, after
eliminating inter-company holdings, show a total net worth of $67,000,000, of
which bonds represent 21-1 per cent, preferred shares 16 per cent, common shares
436 per cent, and free réserves and unwithdrawn profits, 19-3 per cent. On
the whole, the financial position of the group is a satisfactory one and the several
proportions of bonds, preferred and commen shares, exhibit none of the extremes
consequent upon cxcessive financial promotion.

A large part, 67 per cent, of the output of the cotton group is sold for further
manufacture. Of the balance which is sold ag consumer goods, a high propor-
tion is sold through wholesale houses. While some of the manufacturers have
developed their own jobbing outlets, the Dominion Textile Company, Limited,
continues to employ the wholesale merchant for: small-quantity distribution:
Though sales are made direct to department stores, the independent retailer
cannot deal with the manufacturer, a point which has some bearing on his
competitive position. : :

.- One evidence of the imperfeet. character of .the competition within this
group is the fact that the larger companies fail 1o compete with each other in
certain-goods. . Thus, the Dominion Textile Company, Limited, does not manu-
facture- cotton deaim, while other companies are the sole producers of other
important lines. This means that the wholesaler, who wishes.to carry a-complete
line of eottons, has.to buy from all the larger companies. ... - .

_b. Earnings and Profits. . e e

- - -The group-as-a,whole-earned - profits in-each of the four years 1930 to 1933,

although the rate of earnings on the invested-capital declined sharply. - The net:

profits-for the four-vears amounted to 85;850,000 (of-which over $5,250,000 was’

earncd by the Dominion Textile Company alone), ‘and représented -an average:

annual rate of earnings of 2-5 per cent on the invested eapital. Taking the
96068—56
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three largest companies alone, the rate of earning on the invested capital declined
4-7 per cent in 1930 to 1-9 per cent in 1933; in 1934, however, the profits rose
sharply and in that year rcpresented 7-3 per cent of the net invested eapital.

While further reference is to be made to the question of textile wages, we
"should here point out that the cotton group has a fairly good record in the
matter of employment. While not paying high wages, it appears to adopt a fair
attitude in its emplovment policies, and there are no cases of unscrupulous
tactics comparable to those in some other sections of the textile industry.

4, WoorLLEN MAXNUFACTURERS.

In contrast to the semi-monopolistic character of the large cotton com-
panies, the average woollens manufacturer is a relatively small unit, Qur-
investigation covered forty companies in this field, of which the largest, Domin-
ion Woollen and Worsteds, Limited, accounted for only 12-5 per cent of the 1933
sales. While the largest company in the cotton group was much meore profitable
than the average, the largest of the woollen coinpanies was consistently unprofit-
able,

In spite of a considerable drop in prices, the sales of woollen mills inereased
by approximately 15 per cent from 1930 to 1933. The cmployment, however,
showed a 30 per cent increaze over the same period, which was accounted for,
partly by new mills and partly by increased aciivity of the established mills.
The production of Canadian mills rose from 5 million yards in 1930 to 13 million
yards in 1933. Imports from Great Britain and foreign couniries declined in the
same period from 18,400,000 to 7,800,000 yards. The increased demand for the
cheaper lines, of which the per-employce output is considerably higher, explains
the apparent discrepancy between the gains in employment and production.

Out of the 44 mills operated by the companics investigated, 31 are in
Ontario, 9 in Quebee, and 4 in other Provinees. The production of Ontario
mills represents about 8¢ per cent of the total for the industry. Only six mills
are located in large cities, and half of the totai are in towns or villages with
populations of under 5,000. -

As in the case of the cotton indusiry, a very large proportion of the output
of woollen mills is sold for further manufacture, principally to knitters and
makers of clothing. About 27 per cent of the 1933 production was gold as eon-
sumer goods and distributed mainly through whoelesale jobbers and department
stores,

The invested capital of the group in 1933 was $24,000,000, of which more
than half represented companies privately owned by Canadian interests. Three
public companies accounted for approximately $7,400,000, and five companics
controlled from outside of Canada made up the balanee, approximately
£3,900,000.

The group as a whole has had inereasingly profitable operations from 1930
te 1933, In the former year, profits were equal to 1-2 per cent of the net equity
and increased to 6-6 per cent in 1933. The unprofitable operations of the largest
company whose 1933 losses were equivalent to 8 per cent of its capital, were
just exactly offset by the carnings of three specialiy companies making felts for
paper companies, so that the 1933 average of the remaining companics was still
6-6 per cent of their net equity.

The wages scales in the woollen group were considerably higher than those
of the cotton companies. There were, however, four companies whose wages
were exceedingly low and these were the subjecis of special reports from our
investigators. The combined employment of these mills, however, represented
only 2-7 per cent of the total for the group.
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5. NATURAL SILK MANUFACTURERS.

Our investigation into manufacturers of natural silk yarns and fabrics
covered sixteen companies, of which ten are located in lowns in the provinece of
Quebec with populations of under 15,000, The two ‘argest companies in the
group cach have about 20 per cent of the total sales and the first five in point
of volume account for over 76 per cent of the totul.

The operating statistics of the silk group reveal a marked growth through-
out the depression. Between 1930 and 1933, six new mills went into production
and the output of the group in 1934 is estimated to be nearly 40 per cent above
the 1930 level. Operations were shown to have become increasingly profitable,
net earnings advaneing from 1-0 per cent on invested capital in 1930 to 5-7 per
cent in 1933, :

As in the cotton and woollen groups, the benefits received by domestie silk
manufacturers from higher tariff schedules are unmistakable. In 1930 nearly
six million yards of unfinished silk fabrics entered Canada from abroad; while
in 1932 total imports were less than half a million. It is significant that almost
the entire increase in the invested capital of the group during the period arose
from the establishment of three mills owned by United States interests, one of
which, Associated Textiles of Canada, Limited, has assumed a leading position
in the industry,

The silk group contains only a small proportion of privately owned Cana-
dian companies. While they represent one-third of the eompanies, their com-
bined invested capital is less than @ per cent of the total. The Canadian public
companies, of which there are three, aceount for 61 per cent of the total invested
capital; six United States controlled companies represent 21 per cent; and one
concern, controlled in Great Britain, accounts for approximately 10 per cent.

The average wages paid in this industry were the lowest of any of the
textile groups and werc approximately 23 per cent below the average for the
other nine groups or 27 per cent less than the average for all manufacturing
industries. In the periods examined, 80 per cent of the employment was in the
provinee of Quebee. While the operations of the smaller mills paying the low-
est wages were not highly profitable, investigation of one of the larger and
more profitable companies revealed a deplorable wage condition. This is reserved
for fuller discussion in chapter v,

6. HosieEry MANUFACTURERS

This group consists of thirty-two companies and presents an cxampie of
simple competition with no one company or group of companies dominating the
industry. The largest company had in 1933 16 per cent of the total sales, the
next largest only 9 per éent and each of the others 6 per cent or less. '

Nineteen of the companies operate in Ontario, twelve in Quebec and one
in Nova Scotia. The tendency of the mills to scek small centres of population
is less marked in this group than in those previously reviewed. More than half
of the establishments are in fowns of over 15,000 population and one quarter
of the total are found in the largest eities.

As in the case of other textile producers, manufacturers of hosiery have
registered a large relative gain in the Canadian market. It is estimated that in
1933 domestic mills supplied over 98 per cent of the country’s total require-
ments, as compared with -but 68 per cent in 1930. The total demand, however,
has decreased not only in dollar value but in physical volume and the companies
reviewed registered a gain in employment of only about 3 per cent from 1930
to 1933. . .

An analysis of the methods of distribution of the output of this industry
shows that nearly half of the total is sold direct to the smaller retailer by the
manufacturer. Chain and departinent stores combined. took 38 per cent of
the 1933 production and wholesalers 17 per cent.

9600863



84 " ROYAL COMMISSION ON PRICE SPREADS

The invested capital in this industry in 1933 amounted fo slightly over-
ten” million dollars. TFour public companies played but a minor part and
répresented less than 10 per cent of the total capital. The largest single class
consisted of privately owned Canadian companies, although companies ‘partly
or wholly controlled by United States interests were almost as great in point
of invested capital.

The operations of these companies have tended to be more profitable from
year to year, but in 1933 the profits of the group represented only 4-7 per
cent of the invested capital, or onc per cent. more than the 1930 profits.
Kliminating one exceptionally profitable company, the average rate of earnings
on invested capital increased from 2-2 per cent in 1930 te 3 per cent in 1933.

7. SYNTHETIC SILE MANUFACTURERS:

I'his division contains only two companies and is distinctly monopohqtlc
in form. DBoth companies are controlled from outside of Canada and form
part of very large organizations which have pionecred in the development of
synthetic silk manufacture. Courtaulds (Canada), Limited, is owned by
Courtaulds, Limited, of England and produces rayon from wood fibres. While
the patents covering the essential parts of the chemical process have expired,
the investment required to be made in plant and machinery 1s so large that
only a company of considerable resources can enter the field. The Canadian
Celanese Limited, owned by foreign interests, produces artificial silk from
cotton lintels and its processes are p;otectcd by patents, which effectively
exclude competition.

The unit of operation is large, and each of these companics operates m]lls
employing over 1,500 workers. In both cases, they arc established in towns
of less than 15, 000 population and exercise a considerable influence upon the
life of these commumtles

During the past five *vefn':, there has been a phenomenal increase in ‘the
production of these eompanies. In spite of decreascs in price during the period,
sales in 1933 were more than double those of 1929, and mill cmplm ment,
showed an increase of more than 80 per cent. This i1s due In part to a drastie.
reduction in imports but appears to arise to some extent from the wider use
of ravon yarns by textile producers in other classes. Courtaulds make only
rayon varn, whieh is all sold for further manufacture and purchases of such
yard by the cotton companies increased during the past five years fo a marked
degree. The Celanese Company in the same period sold very little varn and
the increase in their business scems more closely related to the falling in.
imports and the popularization of their product with the buying public.

With this increase in volume, the operations have become increasingly
profitable. In 1933, the combined net profits of the two companies represented
carnings on the 1nvcsted capital at the rate of 10-8 per cent. In view, however,.
of the heavy investment per dollar of sales, tlie net profit of Canadian Celanese,’
Ltd., was equivalént to over 24 cents for each sales dollar, and in the case
of Courtaulds, to over 12 cents. These earnings are higher than encountered
anywhere else.in the textile industry and appear to have a deﬁnltc ‘relation
to the absence of competition in the field.

In the matter of employment policies, both companics were found to have
relatively good records.
8 KT Goops MANUFACTURERS. - L
- “Thig group cmbraces 72 compantes, of which 11 had in 1933 an invested
capital of over $1,000,000 each, and together represented over 70 per-eent of
the total -for -all. companies. The remaining 61 companies had an fwerage
investment of only $154,000 and included nany. small- operators. ;

Akt
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©° Of the 11-larger companies, ‘6 are-publicly financed and include :the:largest
single company in the group, Penman’s Limited, . This- company.; operates .6
mills and accounted for over-17-5 per cent of the sales of all .companies: in
1933. . .The next largest company in point. of sales- volume, contributed less
than 7 per cent. L L ) - e

The- invested: capital of the group in, 1933, amounted to- approximatély
$35,500,000, of which slightly- over half was represented by. the. 6 public
companies.. Privately owned companies numbered. 62, and their. combined
capital made up most of the balance, four. companies of foreign” ownership
contributing less than 2 per cent of the total invested capital. ., ..

The industry centres in the province of Ontario where nearly, .70;;5@1:'_,,&6:@ _
of . the employment was found in a test period in 1934. Quebec had in the
same period approximately 23 per cent and the balance was réf)f@$én§ékl__.b3@
mills in the Maritime Provinces (6 per cent) and in the West (2 per cént). ' -

During the past five years, the assets of this group increased by approxi~
mately 10. per cent, but sales showed a slight decline, due to the drop n
prices which took place during the period. Imployment is estimated ta-have
decrcased by approximately 6 per cent from 1930 to 1933, but 1934 operations
indicated substantial increases in both sales and émployment.” . o
’ Tt cannot be said that the operations of* the knitting ‘mills have been
profitable since the group as a whele registered net losses in the years 1930
to 1932 inclusive. The profits in 1933 were equivalent to 2-4 per cént.of the
invested capital. = © ‘ o o ' SRS TIRE

9. Oturr CLASSES.

Four other classes were reported upon in detail by our investigators but
these represent more specialized and smaller groups than those already discussed.

Five carpet and rug manufacturers suffered a 59 per cent loss in husiness
from 1930 to 1933 but, while their employment fell sharply, the wage rates in
1933 were higher than any other group reviewed. - ' ‘

Six companies were reported on in the thread and cordage group and
examination of their operating statistics revealed several significant features.
‘Nearly all these companies had an invested capital of over $1,000,000 but the
onc, publicly financed company, although its capital excceded the combined
investment in the next two private companies, had smaller sales in 1933 than
‘either of them. The two privately owned thread compeanies were profitable
and in 1933 earned 15-8 and 10-7 per cent, respectively, upon their invested
capitals. The return on capital earned by the publicly financed cordage
company was at the rate of only 3 per eent in 1933. Other features of--this
group were ‘relatively high.wage scales and sound employment policies, four
out of six companies contributing to group life insurance schemes. . - .

A miscellaneous group of manufacturers of bags, waste, cotton batting,
tents, awnings, etc. was reported upon but in view of the diversity of their
activities, no operating details were submitted.- The wage statistics of’.this
group are, however, referred to in chapter v. Ci

The final group embraced 7 manufacturers of specialty fabries. While
some of these operated profitably, others encountered severe losses. The group
as a whole represented no important characteristics which have not already been
discussed.. .

10. CoNCLUSION, T ) L o S o

-+ In the more important branches of the textile industry there have been for
some years certain -associations of manufacturers. A representative of geveral-
of such associations appeared before the Commission and deseribed briefly the.

nature of the services performed. The prineipal purpose of the typical association
was stated to be the keeping of statistics and ecredit information.” In addition,



86 ’ 1'OVAL COMMISSION ON PRICE SPREADS °

however, the association acts in the interest of its members in matters of public
relations and propaganda and regularly represents the industry in its dealings
with government departments and the Tariff Board.

According to the evidence, however, no attempt has so far been made to
regulate wage scales or working conditions generally, the reason given being
that the existing associations had not the power to control their members. We
are forced to the conclusion, therefore, that while manufacturers are prepared
to come toguther for the purpose of seeking benefits or protecting their reputa-
tions, they have not taken advantage of the existence of a permanent central
organization v promote individual operating standards or prevent exploitation
by their memie: ;. '

In fairness o these associations, we appreciate that any attempt to discipline
industry through vuluntary assoclations might drive the less secrupulous mills
out of such associations. Thus, while still sharing in any "bencfits secured
for the industry as a whole, sub-standard mills might render more difficult any
improvement in the standards of the better mills and the latter would be called
upon to pay the entire cost of maintaining the trade association.

One other field in which the trade association might perform useful service
is in the promotion of proper standards in consumer goods, eliminating dishonest
marking and labelling, and curbing unfair competitive practices. The question
of discipline, however, again appears and in its present form the typical associa-
tion appears to have a very limited influence. We reserve our further discussion
of textile marking and standards for the chapter dealing with the consumer.

9, THE MILLING AND BAKING INDUSTRIES

1. IMPORTANCE OF THE IXDUSTRIES.

Qur terms of reference called specifically for an inguiry inte, and an
investigation of “ the relation between the flour milling industry and the bakeries
of the country, and the effect of such relations upon the bakery industry.” For
this purpose, the actual hearings devoted to the milling and baking industries,
were supplemented by a speeial inquiry made by our investigators. In under-
taking this inquiry, the investigators circularized the flour milling and bakery
companies in order to sccurc certain statistical and other information and also
visited various milling and baking companies.

The milling and baking industries are two of the more important Canadian
industries; in value of products the milling industry has been among the first
six Canadian industries since the War. In 1930, the gross value of production of
the flour milling industry, amounted to $125,000,000. The value added by pro-
duetion, that is, deducting the cost of the raw material, was $22,000,000. Similar
figures for the bakery industry were $74,000,000 gross, or 837,000,000 net. Wages
paid in the milling industry were approximately $4,000,000 and in the baking
industry, $17,0600,000. .

2. THE MiLLixG INDUSTRY.
a. Development.

The development of the flour milling industry parallels the development of
the wheat areas of the West, The extension of railways brought with it storage
systems for wheat and, in conjunction with these, large flour mills designed to
process the wheat en route to the Eastern and overseas markets. Prior to this
development, milling had been a small local industry, largely operated on a
custom basis. The farmer teamed his own wheat to the mill, and the product
was sold locally. :
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It would give a false idea of the existing picture to.imply that the develop-
ment of the large mills has put the small ones out of business. The small local
mill persists and appears to hold certain competitive advantages over the large.
Nevertheless, in 1932, of 394 flour mills operating in Canada, 22 pro-
duced between two-thirds and three-quarters of the total flour production. Cus-
tom grinding now accounts for onlv about 5 per cent of the total quantity of flour
produced.

The following table iHustrates the present situation:—

CAPACITY OF MILLS ANXD NUMBER 1IN EACH cCLass, 1932

- Percentage
. . Number
Daily capacity (barrels) . of total
¥ cap ¥ of mills capacity
22 7i-4
16 76
44 6-8
49 4-4
261 9.8

The development of large-scale milling brought with it the development of
.equally large-seale selling organizations.

Though consolidation and expansion had been under way before the War,
the demand for food supplies by the combatants from 1914 to 1918 and the high
prices for wheat and flour resulted in the continuance of this policy. The milling
companies made large profits and at the end of the War, found themselves
possessed of extensive liquid surpluses. Milling had become a major industry.
Development continued after 1918 and at the end of the year 1921, it oceupied
first position among Canadian.manufacturing industries, with nearly 7 per cent
of the value of the total Canadian industrial production.

It 13 now possible to say that, in 1921, the mills should have adopted the
policy of applying their liquid surpluses to the writing-off of obsolete plants and
to the reduction of the then existing capacity. Had this been done and capacity
reduced by at least 40 per cent, it is possible that the industry might have faced
the lean vears which were to come on a better footing. The tendency, however,
appears to have been to regard the discrepancy between capacity and markets
as a temporary condition, and not until 1930 was any disposition shown to reduce
capacity from the 1924-1929 level.

b. The Effect of Surplus Capacity.

The depression thus found the industry powerless to control its production or
to avoid the bitter competition resulting from the desire and necessity of in-
dividual companies to operate to as large capacity as possible. This intensified
competition brought general confusion which was aggravated by the fact that
the larger companies, in their efforts to assure themselves of markets for the
disposal of their flour, tried to secure control of the baking business in the
metropolitan centres of Canada. Large investments made in bakeries carried
the competitive situation which already existed in milling, into baking. Heavy
losses were incurred and the mills found it necessary frequently to absorb these
losses, advance further moneys or guarantee large bank loans. The condition
of the milling industry is repeated in the baking industry: mill-controlled
bakeries with a heavy surplus capacity, impaired capital, and extensive losses.
It would appear that control of the baking organizations by the large milling
units, has merely transferred to the baking industry the inherent wcaknesg of
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the milling. It may ‘also be remarked here that, as pointed out below, the
domestic demand for flour is fairly constant from year to year and that the
efforts of companies to increase their sales means no total  inerease in con-
sumption and thercfore no utilization.of cxcess capacity, but at. the most a
-simple transference of business from one company to another. .

We do not feel, however, that the existing unsatfisfactory condition of the
milling industry, as d1sclosed by the inquiries of the commission, can be atiributed
solely, or even primarily to the depression. There has been no great falling off
in the consumption of flour as the demand for this commodity is almost completely
inclastic. The price situation is relatively satisfactory as we shall notice later;
nor has the export frade in flour declined as much as the exports of many other
manufactured products. In short the present condition of the industrv. can
largely be attributed to surplus milling capacity and to the failure to make the
necessmy adjustments between supply and demand. .

- -Burplus capacity was in cxistence at the outbreak of the War and, though
as we have seen, there was a great demand for flour during the war \/ears it
cannot be said that over-cxpansion was solely the result of the effort to take
care of war needs, It is equally inaccurate to state that surplus capdeity was
the result of steps to take earc of a post-war 1ncrease in cxports, which was later
w 1ped out by changing conditions.

¢. Surplus Capacity and Exports.

The volume of exports of flour in the years 1922 to 1929 was in
each .year approximatcly the same or slightly greater than in 1918 and from
onhé to two.million barrels higher than in the war year of 1917. Total capacity
in’ 1919 was 43 million barrels, total production 18 million, total cxports 10
million, total domestic consumiption 8 million, and surplus of capacity over
production 25 million barrels.

If this surplus capacity was built up as is sometimes stated to eare for an
export trade, it was for an export trade which has never existed and which there
has never been any adequate reason to belicve would materialize. The table
below of Capacity, Production and. Exports of Flour Mills reveals the situation
very clearly. In the fourtcen years shown from 1919 to 1932 inclusive actual

. production in nine yecars was less than half capacity and only in the peak year
1924 did it reach 57 per cent of capacity. Domestic consumption remained fairly
constant over the whole period and exports, until 1929. In exports, however,
there is shown a falling off from 10-7 million barrels in 1928 to 5-6 million in
1933. :
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CAPACITY, PRODUCTION, AND EXPORTS OF FLOUR MILLSIN CANADA, 1917-1934

(Millions of Barrels) - : AU

, : . Flour

. ' Wheat Per cent Surplus of | Available

. No. of Yearly Flour Production | Exports Capacity “or !
- Year Mills -{ Capacity!| Produetion | - o . over - Domestie

. ) Capacity Production Con-
) sumption?
1 2 3 4 5 6 7
] L B 17:7 Loooi i B8 ... L. 39
was. e 17-9 | 10-1 {oeeeenennn, 7.8
per cent

= 42.9:%. . 17-8 41-5 16-1 25-1 7-7
40-9 13-1 32-1 4.7 27-8 8-4
39:9 15-3 38-3 7:3 24-7 8-0
40-8 18-1 44.8 9-5 22.7 8-6
38-7 19-1 49.4 11:2 19-6 79
371 . 211 560 11-5 15-9 9.6
36-7 17-8 48-4 1031 - . 189 7-5
36-0 19:1 53-0 105 169 8.6
370 18-8 508 9.3 18.2 9-5
36-7 20-4 55-5 10-7 16-3 $-7
373 19-8 53-0 9.6 17-5 10:2
35-7 15-6 43-5 7-0 20-1 8-1
34-1 14.9 43-7 5-7 19-2 9.2
- 3607 4.9 44-1 5-1 21-8 9.8
32-1 15-2 47-4 56 16-9 9-6
32-0 14-7 45-6 5-1 17-3 9-6
Total 1919-1934.....|........ . 527-5 2456 | iaeeie- 122-9 2819 1127
Average 1919-1934..{......... - T 1757 465 8-8 20-1 8:1

1 Yearly Capacity il calculated on a basis of 304 days to the year.
_% Capacity of mills not available for these years. Separate statistics not collected for flour mills
prior'to 1921, Inclided uddér flour and foed mills. =~ ~ : T v - -
2 Flour available for domestic consumption is obtained by deducting Exports from Production.

It should be noted that while Canadian exports of flour have shown 'a
decline of three to four million barrels annually from the high levels of the years
1923-28, world imports have decreased by 15 million barrels in the same period.
The imports of the British Empire, however, have remained fairly constant
throughout this period and the Canadian share of those imports has increased
from 51 per cent in 1926 to 78 per cent in 1933.-

The reason for this decline of exports of flour to non-Empire countries has
been summarized by the Commercial Intelligence Service of the Department of
Trade and Commeree and was given to us in evidence as follows:— '

.

(a) Restrictions imposed on the mills m regard to the milling of foreign
wheat, and in the general matter of blending of domestic flour; (b) the spread
in_prices between Canadian and other varicties at times apparent, even where
imports are allowed and apart from restrictions imposed by the countries -con-
cerned; (¢) prohibitive or high tariffs, (e.g. Germany); (dy difficulty in allot-
ment of foreign exchange to pay for imports; (e} purchases from neighbouring
countries through “local” clearing -arrangements or other credit facilities; (f) the
adoption of the quota import system by some Europesn countries, {e.g., France);
(g) the desire to protect agricultural interests under government monopolies
which cover the import of flour and to impose restrictions by the setting up of
syndicates or otherwise, (e.g., Czecho-Slovakia). )

It is contended that the sale of Canadian flour in foreign markets creates
a demand for Canadian wheat and thereby increases exports of the latter. The
argument is that the demand for Canadian flour, ag a result of its superior quality,
forees foreign mills to meet the competition by grinding Canadian wheat. Most



20 ROYAL COMMISSION ON PRICE SPREADS

Canadian flour exported, however, is blended in use with inferior flour from native
wheats. The demand for Canadian wheat and flour seems rather to be a question
of the amount necessary to bring the uitimate mixture up to a certain standard
of baking quality. This suggests that the world demand for wheat and-flour of
the Canadian type is also comparatively ineclastic and. that barring absolute
prohibition evén were they more highly priced in the world market in relation
to the prices of other wheats and flours, a certain minimum amount would prob-
ably be taken by foreign millers and bakers. This minimum figure, however,
may not be as assured or as high as was once thought likely.

d. Surplus.Cepacity and Investment
Another approaclt to the question of surplus capacity is shown in the follow-
ing table: :

Fixed
Assets
used in Daily
business Daily Production Fixed Assets and
Company plus capacity Average Goodwill, per batrel
goodwill barrels
and less
reserve for
depreciation Daily Daily
{Thousanda Capacity | Production
of 8}
$ H §
Lake of the Woods...................... 6,327 19,3060 7,100 327 840
Maple Leal.............................. 8,610 18,700 8,000 460 957
Ogilvie.. ... i 2,702 16,275 7,300 171 382
RobinHood............................ 3,170 9,700 6,700 327 470
Western Canada..._..................... 3,622 9,000 5,400 400 670

The effects of over-capacity may be seen in the last column of this table
which shows that the Lake of the Woods and Maple Leaf Companics have, in
1933, an investment in relation to average production of flour almost double that
of Robin Hood and Ogilvie Companics.

e. Operating Characteristics.
(1) Volume of Production.

Eliminating the question of surplus capacity and over-investment, the posi-
tion of the milling industry compared with almost any other manufacturing
industry in Canada, is enviable as regards actual volume of production. This
relatively fortunate position may be seen from the fairly constant annual
volume of produetion shown in column 3 in the table on page 88—Wheat Flour
Production. Production in 1932 was 14:9 million barrels, approximately 25
million less than the average of 17-5 for the period. It is true that the ETOss
value of production has declined from $196,000,000 in 1928 to $85,000,000 in
1932, but this is meaningless unless compared with the cost of materials used:
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Wheat Grross Value Total .
— Flour Value of Cost of added in wages
Production | Product | Materials milling Paid
{In (In {In {In

(In Million [ Millions Millions Millions Millions
barrels) of dollars) | of dollars) | of dollars} | of dollars)

$ $ $ $
82:5 57-2
114-5 929
224-2 183-6
262-5 218+6
262-8 229-8 .
239-3 2057 .
194-8 164-6 . 1
166-9 136-7 30-2 4-6
154-0 128-5 26-4 4.6
180-8 150-0 30-8 5-0
187-9 16341 24-8 4-4
180-6 163-9 257 4-3
191-7 .162-7 28.0 4:5
1857 . 183-0 30-7 4-7
181-1 150-8 30-3 4-5
144-9 119-7 25:2 4-0
95-7 71-8 23-9 3-4
847 63-2 21-5 3-1

It will be noticed irom the above table that the decereasge in wage costs has
been proportionately greater than the deerease in the volume of production. It
amounts, in fact, to an aetual  decreaze in the wages cost per barrel of flour
milled, '

(2) Conversion costs.

_ Analysis of the cost structure of the milling industry is difficult because of
-the variation in accounting systems used by the various companies. The sta- .
tisties derived by the auditors from the returns to questionnaires, show a sur-
prising variation between companics in conversion cost per barrel, and particu-
larly in the item of wages. Conversion cost for the “Big Five,” including
certain warehouse costs but exclusive of depreciation, appear to have been in the
neighbourhcod of 27 cents per barrel in 1933, with a range from 25 cents to
31 cents. Mill wage cost per barrel for the same year,appears to have ranged
from 11 cents or 12 cents per barrel, shown by the Maple Leaf and Robin Hood
Companies, to 30 cents or 40 cents or more by some of the smaller companies,
although it is not certain to what extent these figures are comparable. For the
“Big Five,” wage costs appear to account for somewlat over one-half of the
total cost of conversion. The following table shows the breakdown of con-

version costs for the year 1933:—

Breakpows oF Coxversiox Costs, 1933
“RBIG FIVE”

Percentage of
conversion costa

Salaries and WAGES. . 0 oo ae ah ee ee er ae awoae anoas e e 51
Taxes.. .. e e e he e ee e e 8

Insurance on Buildings & Machinery.. .. 3
Repairas to Buildings and Machinery.. .. 9
Power, Light, Heat and Water.. .. .. 21
Insurance—General .. .. .. .o .. 4 . 1
Miscellancous. . . 7

I

2
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~ The importancé to tlie mills 'of inereasing production and the incentive to
increasing sales even at low pricés arises from the fact that industry operates
under conditions of decreasing costs. This is cgpecially true of ‘the large mill,
" whiefe each” additional ‘increment’ of production brings a-lowering of costs per
unit, up to the maximum capacity of the'mill. The principle is worth illustrat-
ing because of its effect on 'sales policy.
The following table shows the variation in overhead costs per barrel with
variation in output in a hypothetical mill, which has overlead costs of $250,000
per year and a maximum capacity of 3,000,000 barrels.

Production (barrels) Overhead Overhead
total per barrel
§ cents
250,000 50,
1, 250, 000 25
2, 250,000 . 12-5
3,000,000 ..., e et 250,000 8:3

It will be seen that if this mill is selling 1,000,000 barrels annually in the
domestic.market and then is able to dispose of another 1,000,000 in the export
trade, not only can it do so at a reduction of 12-5 cents under the domestic
pricia{, but it now has a leeway of 12-5 cents per barrel on its sales in the domestic
market. ' :

(3) Price Spreads Between W heat, Flour and Bread.

The following table on price spreads between wheat and flour, flour and
bread, and wheat and bread has been compiled from price figures provided by
the Dominion.Bureau of Statistics. - It was argued by a representative of the
milling industry that the increased spread between wheat and flour in the post-
war years might be attributed to higher wages, but this seems improbable: A
more important factor appears to be the amount realized from the sale of mill
offals which fluctuated considerably in price during the period, amounting for
example to approximately 96 cents per barrel in 1929 as against 41 cents in 1933.
It may also be accounted for in part by a variation in the cost of bags and in
lake and rail freight rates on wheat and flour, but as no information was pre-
sented to show the effect of these variations it is not clear what net return the
mills received on an average to cover their actual expenses of milling and selling,

There was an increase in the spread between flour and bread prices from
2-33 cents per pound in 1916 to 5-13 cents per pound in 1930, which is equal
to 4-2 cents per one and one-half pound loaf. This may, in part, be attributable
to increased costs of other ingredients, to higher wage costs and to the expense
of wrapping bread, which did not obtain in the earlier years. While the sta-
tistical information available does not make possible a definite statement, 1t
seems likely that higher costs of selling account for a considerable part of this
increase.
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SPREADS BETWEEN THE AVERAGE- YEARLY PRICES OF ONE TOUND OF WHEAT,
.FLOUR USED IN ONE POUND OF BREAD, AND ONE POUND OF BREAD,

1913-1933!
[ For .. Spreads between . |
Year 7 ¢ | Wheat~ Flour “Wheat
. i : . . o+~ and.2~|. and | . and

., Flour. - |, PBread Bread

- - . ! ool ets. et/ . oete
T0-83 |, 2-40 © 273
¢-32 |- 2-31 . 263

0:32 |- 225 257

0-37 1 2.33 2:70

: ()40 2-03 333

. .0-43- L3467 410

0-27 3-86 4-13

b 0-39 4-36 475

- (066 400 5:35

0-58 4-25 4-83

0756 4-34 4-90

0-44 4.34 4.78

057 4-50 5-07

0-58 4-52 5-10

041 4.83 5-23

0-40 5-04 5-45

0-48 5-09 5-57

080 5-13 -5-83

0-63 4-69 5-32

0-63 4.34 4-97

064 4-04 468

1 Caleulated on the busir; of 270 1bs. of wheat at Fort William—196 lbs. flour, Montreal—
270 1bs. bread in €9 locations. i : .

i. Competition tn the Industry

We now come to the question of competition between mills, It might
reasonably have been expected that such competition would have more greatly
reduced the surplus capacity that has persisted over so many years. Theoret~
ieally, it should have forced the industry to put its house in order, or by the
elimination through bankruptecy of inefficient and high cost companies, have
reduced the number of large mills to the point where fuller utilization' of the
milling facilities of the more efficient would have resulted in an economically
sound industry. _ : o

The investigation by the auditors, however, indicates that despite excess
capacity and the desire of mills to increase production and. so lower milling
costs by the fuller utilization of their capital, competition had not, prior to
1932, forced prices down as might have been anticipated. under such conditions.
Indeed, in spite of the fact thab milling capital had been only half utilized,
substantial earnings were maintained by most companies throughout this period
and, in fact, until the past two or three years., Unfortupately the form of the
data supplied by the millers and the diversity of accounting systems makes a
comparative study impossible. The returns filed by the companies.in arswer
to the questionnaires of the investigators include profits and losses from hedg-
ing and speculation as well as from affiliated activities such as elevators, cereal
plants, bag factories” and other allied enterprises, and render impossible the
isolation of income from milling activitics alone. It is unfortunate, to say the
least, that, in connection with an industry of such vital importafice as milling,
complex and diverse accounting:systems make it impossible -to- analyze &atis-
factorily the various-factors’entering into the cost of flour; and:-hence bread:
_* Although thé hornorary ' president” of ~the Canadian National - Millérs’
Asgociation states in his evidence- that- the Combinés - Investigation. Act,- by
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prohibiting price fixing, prevented the industry from getting together to improve
conditions, there is evidence that free price competition between mills has not
existed to the extent which might have been expected. In fact the uniformity
of the price lists issued by milling companies, members of the Canadian
National Millers’ Association, points to the existence of some form of price
understanding throughout this period.

Competition between the larger milling companies has mainly taken other
forms, such as reaching out into the bakery business to secure an assurred
market for flour and maintaining expensive sales organizations.

Selling and administration costs for the Big Five alone amounted to nearly
$3,000,000 in 1933, a little over 35 cents a barrel or 11:3 per cent of
the total costs. It has not been possible to extract the charges relating to
selling alone, but it appears probable that they average about 20 cents per
barrel and certainly not less than 16 cents, over both domestic and export
business. When it is considered that a large proportion of the volume is export
business obtained at relatively small cost, and a substantial amount is con-
trolled bakery business obtained without any selling cost, it is apparent that
the expense of selling in respect to other domestic business is relatively high
—probably double the figures mentioned above. For a staple commodity such
as flour this appears excessive. It is understood that the members of the Cana-
dian National Millers’ Association have established a grade relationship
between their different brands, which would indicate that the development of
consumer standards for flour should be a comparatively simple matter; we
have therefore recommended in chapter viii that early consideration be given
to the development of such standards believing that the effect will be to elimin-
ate somc of the unnceessary advertising and selling costs and stimulate price
competition in the industry,

g. Hedging and Speculalion

The questions of hedging and speculation arc of great importance in the
milling industry. The practice of hedging all transaetions insures the milling
company against loss should a drop in wheat prices cause a fall in the value
of stocks of flour and wheat on hand. When a milling company carries any
wheat without having made a sale of the same quantity for future delivery
it is speculating on the probable inerease in wheat prices. Similarly, if a sale
of flour for-future delivery is not covered by a purchase of wheat for future
delivery, the mill is speculating on the probable fall in the price of wheat. In
order to ascertain the practice of mills in hedging and speculation a question-
naire was circulated to a number of mills and from the data submitted it is
evident that some companies, as a matter of policy, earry an open position
on the market, in some cases long and in others, short. Tt is impossible, how-
ever, to determine to what extent these operations affected the profit or loss
of mills, thongh information furnished by some of the mills indicated that
heavy losses were sustained in 1930 and 1931 through speculation.

An extreme example of the effect market speculation may have on the
finaneial position of shareholders’ equities of a company is shown in the con-
solidated profit and loss account of the Maple Leaf Milling Company for the
sixteen months ending July 31, 1930, in which this item appears:—

Losses from operation: before providing reserves as shown
below, but including losses from unauthorized speculation,
$3,031,320.63.

It is not possible for any mill completely to cover possible losses from
price fluctuations by hedging but we are confronted, in this industry, not only
with a failure to hedge completely but also with actual speculation on the
exchanges. . We feel strongly that milling companies should not be permitted
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to make unauthorized use of their shareholders’ money in this way; also that
some form of publicity of a company’s position in the market and of its com-
mitments should be provided for and that such information should be available
at all times to the shareholders.

h. Recommendations and Conclusions -

The recommendations for the improvement of conditions in the milling
industry made in evidence before the Commission ranged irom government
control and nationalization to all forms of self control and rationalization, none
of them very well worked out or coherent. The honorary president of the
Canadian National Millers’ Association indicated that, in his opinion, remedial
measures would have to come from the industry itself, but would require some
method of enforcement outside the industry. The following extracts from his
evidence may be cited:.

By the. Chairman:
Q. Have you any suggestions to make outside of the industry tself
remedying the situation?
A. I do not think I have, I do not know of anything I know that would
he accepiable. .

By Hon. Mr. Stevens: :

Q. Do you think it is possible, Mr. Short, after its cfforts of the last few
years to achieve a eondition of unity of opinion through action by the
industry itself?

A. No, there would have to be a big stick of some sort.

Q. Do vou think that if the government or parlinment crceted in some
form some body of reference to which resort could be had that it would
be of assistance to you?

A. I think it would, if it was a body constituted in such a fashion that the
millers themselves could have confidence in it.

By the Chatrman:

Q. Mr. Short, if in the administration of the Combines Act, as it is or
amended, if there was an official or a board to whom the members of
an industry proposing to do something could submit their proposals and
get a ruling as to whether or not it was contrary to the provisions of
the Act, would that be of any assistance?
1t would be verv welcome by the milling industry.

Would that apply to all industries?

I imagine it would apply to all industries and help them a lot.

As T apprehend your evidence part of the difficulty is apprehension

as to whether or not certain actions would be deemed to be an offence

under the Combines Aect.

A. T would zay positively that T have encountered that mentality on the
part of millers, of more than one man in that position.

By Mr. Hlsley: :

Q. The course of conduct always takes the form of an attempt to fix prices?

A. That s true.

Q. Yes, in our practice in Canada we get together and fix prices, agree to
charge the publie certain uniform prices, and that is the kind of thing
the Combines Act prevents them from doing, and in my judgment ought
to prevent them from doing.

A: And I go further than that, Mr. Ilsley, and say that it is problematical
whether or not any agreement between the mills that did not earry with
it a price-fixing provision would be satisfactory to all.

Opor
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There iz nothing in the above that is very elear cut or definite as a solution
for the industry’s difficulties. - Yebt some solution must be found for milling is a
basic.industry, supplying one of the cssentials of life, and it is imperative, in the
interests of the publie, that it should be operated as efficiently as possible.

The evidence presented before us and the investigations earried out reveal
that the condition of the industry today is serious and that its solution is not to
be found in the retirn of additional flour export; that the large milling corpora-
tions to survive must reorganize their capital structure on a basis consistent with
présent demand ‘and reasonable expectation; and that failure to take such steps
can only lead, in a short time, to bankruptey, the responsibility for which must-
then Be borne by those directing the companies affected. : :

. Any scheme of re-organization of the milling and baking industries, if it is to
succeed, must be based on a writing-off of the capital value of surplus capacity.
Such reorganization may be cffected by the companies themselves or will come
eventually as the result of bankrupteies. Given conditions of free price -com-
petition, the Iatter alternative cannot be held off muech longer. The best
interests of the consuming public might be served by letting this process take
its course; allowing the excess capacity to be liquidated and capitalizations
reduced to a reasonable amount on which interests and dividends could be paid.

When such re-organization is effected, free price competition between mills
should be restored to permit the elimination of the inefficient mills and consequent
reduction of surplus capacitics. Tt is recognized that the period of adjustment
would be trying, but serious ailments require drastic remedies. :

We feel that any attempt to meet the problem created by surplus capacity,
by the establishment of production quotas and the allocation of markets with
the retention of existing mills at half ecapacity, apparently contemplated by
some of the advocates of “rationalization,” would only be to perpetuate the
existing uneconomic organization of the industry. The only gain which could
be anticipated from such a scheme would be the savings in selling and admin-
istration costs, a gain incommensurate in this case with the dangers inherent in
the creation of a cartel or combine with a vested interest in the status quo and
therefore committed to resisting change. '

In view of the fact that the industry has maintained a tremendous surplus
capacity over a twenty-vear period, it iz cvident that the public and not the
industry has been hearing the burden of its cost. There can be no possible
argument, for the government to take over this burden; it can best see that price
competition is maintained between milling compantes and allow the resulting
situation to work itself out by the elimination of the inefficient.

The only possible alternative which might be considered is, not some scheme
of rationalization designed to save the industry at the cxpense of the publie,
but the complete regulation and control of the industry, or at least of the large
mills, by the Government. If those who direct the industry persist in maintain-
ing present costly structures and eapacities to the detriment of the shareholders
and, ultimately, the general publie, serious consideration would have to be given
to the acceptance. of this alternative. At present, however, we feel that no
adequate reason has been advanced to justify government intervention, and
that it is undesirable for the Government to interfere in the internal problems
of -these -large corporations. If, and when -necessary, such intervention might
be achicved by pooling the resources of all large mills, forming one large
“company, with assets written down to.the actual value of the facilities necessary
for carrying on the industry, closing the high cost mills, consolidating selling
and shipping organizations and allowing the industry,to operate.as a monopoly
under government control of prices. Tt would be anticipated that the small mills
would.be able to continue.in competition because of the advantages they possess
in their-local markets, but they might be given the option of selling out to the
re-organization at a valuation based on profitably emploved capital. There is
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no reason why a high-cost small mill should receive more favourable treatment
on account of -its smallness’ than is given a large mill. We do not put this
jorward as a recommendation but as an emergency alternative. It should be
adopted only with full realization of the difficultics involved.

So far as price discrimination and other unfair practices in the industry are
concerned, the information that we received was scanty. It was alleged both
that milling companies had sold flour at lower prices to controlled bakeries
than to independents, and also that independents had secured lower prices than
mill-controlled bakeries. Complaints of other forms of price discrimination
were received but the evidence is not sufficient either to prove or disprove them.
The control and where necessary, the prohibition of such practices can, we feel;
be left to the Federal Trade and Industry Commission recommended later in
this Report.

3. Tur Bagixa INDUSTRY

a. The Relation between the Milling and Baking Industries.

Until the end of the War, the baking industry was one of small independent
establishments, with small capital operating locally, and on the whole a stable,
moderately profitable enterprize.  After the War fhe small baker encountered
serious difficulties. If is not intended to imply that the local, independent bakery
disappeared during this period. Many of the smaller independents had retired

from, or heen forced out of operation, but the bulk of the baking business:

{between one-half to two-thirds) continued in the hands of the independents-:

of moderate and large size. There has always been a fairly high mortality
among small bakeries, as in all small businesses.

The depression has, to some extent restored the small independent baker,
although his condition is frequently desperate. Hard times brought the estab-
lishment of numerous small shops opened by bakers who were unable to obtain
employment, with established companies. These were frequently very crude
and labour costs were cut to a mere subsistence for the owner-operator. The
quantity of bread produced by any one of these would be small and their com-
bined output in any loeahity moderate, but the sale of bread at the low prices
necegsary to dispose of their product forced the larger plants to keep their
prices low to prevent an inerease in the number of such establishments.

The milling industry to-day controls a majority of the large baking com-
panies. of the country and has a financial interest in a substantial number of
other bakeries. The mill-controlled bakeries alone supply approximately one-
third of the domestic démand for baker’s bread. Bakeries absorb approximiately
one-third of the domestie flour production and the existence.of these inter-
relationships hetween mills and bakeries results in- the removal irom -the
competitive flour market of a substantial demand for flour.

It has been suggested to us that the existing unprofitable condition of the
baking industry is to be attributed to this relationship because of the induce-
ment to the milling undustry to expand flour sales by expainding bread sales of
controlled bakeries. . . .

It is difficult to confirm or disprove this, especially as the development of
chain-store bakeries (as distinet from bakery chaing) amid the general con-
fusion of the depression makes the untangling of cause and effect well-nigh
impossible. On_ the whole, however, we feel -that mill-control has- been a
complicating and. disorganizing factor. ‘The existing high cost of sclling and
delivery is also attributed to the competition engendefed by the mill-controlled
bakery eonsolidations, ' - : )
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b. Mill-Controlled Bakeries. .

The largest chain bakery organization operating in Canada, the Canada
Bread Co., Limited, was organized in 1911, Until 1925 however, bakery chains
were not an important factor in the baking industry. Since that year a number
have come into existence, most of them controlled by one or other of the big
milling companies. '

The Lake of the Woods Company operates through its subsidiaries the
Inter-City Baking Company and the Inter-City Western Bakeries, and their
subsidiaries, some 18 companies with plants in 14 cities, from Quebec west.

The Maple Leaf Milling Company, through its subsidiaries the Canada
Bread Cempany, Canadian Bakeries Limited, and FEastern Bakeries Limited,
operate some 38 bakeries in 33 cities across Canada and also controls Dominion
Bakerics, the plants of which are leased to other companies.

Ogilvie Flour Mills controls, through its subsidiaries, the Consolidated
Bakeries, the Northern Bakeries, the MeGavin Companies, the National System
of Baking, and threc others, some 40 companies operating in 27 cities.

Western Canada Flour Mills controls, through the Purity Companies, the
General Baking Company, the Brusens Companies, and 8§ others, some 253
bakeries operating in 18 cities.

The chain-store bakery is an additional development. In 1929, a Toronio
chain store sct up its own bakery and that store has since kept its retail prices
one to two cents per loaf lower than other bakerics. It also brought out s
grade two bread at a substantially lower price. In the first two years of oper-
ation this bakery made substantial profits both on bread and cake. In 1932 it
lost rather heavily on bread but made up the losses on eake. In 1933 it had
a net loss on both.

In 1929 alse, a Montreal chain-store bakery commenced operations, produe-
ing one grade of bread to sell at ten cents, or three cents below prevailing prices.
When other bakeries met this competition with grade two bread at 10 cents
the chain store cut its price to 8% cents. There followed a period of competitive
price cutting in whicl the chain store maintained its price position.

Second grade bread is, in itsclf, a form of price cutting, for examination
of costs of production reveal that although the difference in retail price is from
one to two cents a loaf, the difference in cost is not over onc-half cent.

Tt may be said in defence of the cutting of bread prices by chain stores
that they can afford to sell two or three cents per loaf below the price delivered
from the bakery wagon. Cost of delivery and sclling appéar to be in the
neighbourhood of three eents per loaf and are, of course, not incurred by the
chain store. It is true that bread may be delivered together with other groceries,
but the increased total delivery costs of the store are probably not appreciably
increased by such delivery and a great deal of bread is sold over the counter.

The use of bread as a loss leader, and its sale below cost of production by a
retail store in order to attract customers is, however, unfair, and if it were a
common practice would be a gerious menace to the bakery business, as the baker,
producing only one type of product, is not able to attract customers by the same
methods. His chief produet is bread, and he has not a sufficient variety of
other products on which a profit might be made to compensate for losses made
on hread.

A distinction has been made between the sale of bread at retail stores, and
particularly chain stores, below the price delivered from the wagon, which
appears reasonable in view of the costs of delivery and selling, and bread used
as a loss leader. The former, in the opinion of the Commission, is a legitimate
business practice; the latter, if it should become general, will require some form
of public regulation.
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c. Surplus Capacity in the Baking Industry.

Surplus capacity is unfortunately as characteristic of the baking as of the
milling industry. Information is not available to indicate when the condition’
first came into being. The Repori of the Registrar of Combines into the
Baking Industry, 1931, shows that a large surplus capacity existed in 1929.
The nature of the baking industry makes it impossible to sccure such statistics
of production and capacity as were obtained for the milling industry, but as
a result of certain investigations we conducted some estimates have been derived
which it is believed refleet the actual situation reasonably well.

The estimates below refer to the year 1931, as this is the latest period for.
which the Dominion Bureau of Statistics has been able to provide complete
reports. No material change bas oceurred up to 1933, cxeept that the capacity
of mill-controlled bakeries has been reduced by approximately 20 million pounds
per annum, by the transfer of some of those bakerics back to private control and
the disposal of plants by one of the mill-controlled chains. At the same time,
total production of mill-controlled bakeries showed a decline of 36 million
pounds, half of which might be attributed to the same circumstances.

The total capacity for 92 mill-controlled bakeries in 1931 was estimated
at 1,144 million pounds per annum. The bread actually produced by these
plants, however, amounted to only 305 million pounds or 27 per cent of the
actual capacity. The total production of bakers bread in Canada for thal year
amounted to 943 million pounds. If it is assumed that the ratio of capacity to
production of the mill-controlled bakeries holds for the independents and chain
store bakeries, the total capacity of all bakery plants in Canada must be
approximately 3,000 million pounds or between three and four times the produe-
tion. This cstimate is probably high and may be taken as the maximum. The
method of computation has been questioned on the grounds that it is computed
on the hasis of 24 hours per day for 304 days per annum, and that the actual
capacity of any bakery must be in excess of average production in order to
cope with the bread requirements of long weck-ends. On the other hand, some
bakerics have stated that despite the fact that their plants are actually operating
24 hours a day throughout the week they find themselves able to meet require-
ments of a long week-end by foreing the plant, although at the risk of a break-
down. As furnished by the mill-controlled bakerics, the estimate of “practical”
capacity of all mill-controlled plants is about half that given above. This may
be taken as the minimum and it may be concluded that the capacity of all
bakeries in Canada is not less than 1,500 million pounds annually.

The production of bakers bread in Canada has declined slightly from the
1930 level. Figures are not available for the whole of Canada, but for Montreal
and Ontario and the Western provinces there was a steady decline from 256
million pounds in 1930 to 203 million pounds in 1933 in mill-controiled plants.
It is impossible to tell how mueh of this decline is due to the transference of
trade to other bakeries and how much to home baking; possibly about half is
accounted for by an increase in home baking during the depression, as there was
a deeline of 16 per cent in mili-controlled plants in 1932 from the 1930 amount.
Whereas for all bakeries in Canada the decline in the same period was only 55
per cent. The evidence and statistics, although incomplete, indicate that a sub-
stantial part of the deercase in mill-controlled bakery production in Ontario and
Montreal was sceured by the chain-store bakeries in 1931, but was lost by them
during the following year. It appears probable that by 1933 a substantial volume
of business had passed from the mill-controlled and chain store bakeries into the
hands of independents.

Trom the information available it is impossible to determine the relative
importance of the influence exceried on the baking industry by the various factors
already discussed, namely, surplus eapacity, the introduction of chain-store
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bakeries, the reappearance of small bakeries and the depression generally, but
the combined effect of these and possibly other factors, during the past four
years, resulted in price reductions, mainly in the lower grades of bread, which
exceeded the savings that had been cffected in cost through wage reductions
and other economies, and eventually in the sale of bread below cost in many
centres, both by chain-store and other bakeries.

d. Competition in the Baking Industry.

In addition to over-eapacity the difficulties cncountered by the baking
Industry appear to have resulted from “unfair ” competition and may be sum-
marized as follows: —

1. The payment of low wages by certain bakers.

2. The usc of unsanitary premises and cquipment by certain hakers.

3. The sale of hakery products below actual cost. :

Recommendations made to us contemplated the licensing of all bakers, the
fixing of sclling prices, the prohibition of the use of premiumsg, ete. It will be
observed, however, that practically all of these proposals are designed to insure
a greater protection for the bakers’ investment with no additional protection to
the consumer.

The period of intense competition, which apparently commenced about 1930,
resulted in the production and sale of low grades of bread at prices considerably
less than those of the first grade bread (although, in general, the difference in
cost and quality between the various grades was relatively small), and an
entirely wrong idea of the worth of bread was established in the public mind.
At present there is no uniformity in the quality of different breads on the market
and, except for trade names, the purchaser has no means of distinguishing
between them. We have, therefore, included in our recommendations for con-
sumer protection in chapter viii that consumer standards be provided for bread
a3 soon as possible.

The surplus capacity of the baking industry was not created in response to
a public demand, nor can it be held to have been developed to provide for future
increased demand which might result from inereased population. The construe-
tlon or cxpansion of a bakery is a matter of months, not vears, and may be
allowed to accompany rather than precede demand. The real reason for the
creation of surplus capacity was competition amongst the bakers themselves for
a relatively fixed amount of bread business. The public should not be required
to’support a consequent excessive investment which serves no useful purpose.

¢. Selling and Delivery Costs of Bread

The heaviest burden placed on the public is the support of the very preal
duplication in the delivery systems of bakers. It is a common sight, particularly
in the large centres, to see as many as six or even more bakers’ wagons on the
same street during the course of a few hours. Bread is an everyday necessity
and should be available to the public at the lowest possible cost consistent with
quality, reasonable service and a fair return to cmployces and investors. Tt
cannot be said that the excessive duplication of bread delivery systems is a
reasonable service. _ :

In addition to the duplication mentioned, the evidence submitted to us indi-
cafes that sclling and delivery costs have been burdened in recent years with
increasing expenditures represented by the use of premiums, rebates, ete.: the
introducing of a morning delivery service; the sale of pics, cakes and buns: all
of which had the effect of raising the status of the former driver to that of a
salesman and consequently reducing the size of delivery routes. These expendi-
tures were apparently incurred ‘as a fesult of the'aggressive competition ‘among
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bakers for the available business. This condition iz very fully and clearly sef
forth in the McGregor Report, (*) from which the following extract is made:—

“ One effect of this factor of surplus capacity which has a bearing on
the present inquiry is that it keeps before the management the constant
necessity of increasing sales, and thereby leads to the aggressive sales
polictes which add so considerably to cost and benefit the general nutlic
go little. Most of this expensive sales effort is designed not so much to
increase the consumption of bread as to persuade eustomers of rival con-
cerns to “ change bakers . This can hardly be called a social benefit.
The big bakery cannot be held solely responsible for the system. "There
is little doubé that the demand of the public, or of some portions of the
publie, for the development of such sales methods. This desire for change
15 capitalized by the shrewd sales manager: new varieties of bread are
advertised under ““ catchy " names as being made by the latest scientific
processes and as containing the last word in nutritive value; new shapes
are turned out, bread ready sliced is introduced and spceial delivery
services added, all in an cffort to retain old customers and gain new ones
from competitors. This is the kind of expensive competition to which we
have become accustomed in conneetion with such articles as motor cars,
radios and washing machines, with their constantly changing models,
articles on which sales costs are high because of the time, ability and
effort usually nceded to complete a sale. There is less to be concerned
about, when this kind of competition is brought to hear vpon non-cssentials,
But it is not desirable that bread, as one of the most important of the’
neeessiticseof life, should be brought within thig category. It docs not
require such selling efforts: the consumer does not need to be persuaded
to buy bread, and should not be called upon to pay for onc baker’s cfforts
to persuade the publie to buy from him rather than from a competitor. ”

Distinguished from other-objects of distribution are certain essential staples
such as bread, milk, gas, water and elcctrieity, for which there is a continuocus
and regular demand, the sale of which is normally accomplished without the
effort or expense involved in other lines of distribution. It is important that the
consumer be protecied from exploitation in the sale of these cssentials hy the
maintenance of the price at a minimum consistent with adequate wages, reason-
able service and a fair return on invested capital. These essentials arc rela-
tively more important to those with small incomes and, where income is very
low, a small increase in price may seriously affect the standard of living and
leave no margin for the purchasing of small comforts or luxuries.

f. Recommendations and Conclustons

Regulation of wages, labour conditions and sanitary standards of bakeries
by public authorities will accomplish a great deal to improve the sitvation in
the industry but the two major problems, surplus capacity and its consequence,
excessive sclling and delivery costs, will have to be solved before the industry
can be regarded as satisfactory from a social point of view. No solution hased
on production quotas and the fixing of prices high encugh to pay a return on
the present capital should be tolerated. Under such conditions the elimination
of competitive selling would be profitable to the bakeries with no return to the
public. Tt would be better to tolerate the existing situation with the expectation
that sooner or later competition would eliminate a number of the less efficient.

One avenue of escape might be found in the fostering of baking as a local
industry. It has been argued, and there is much to support the view, that the
most efficlent unit of operation in the baking industry is the bakery of moderate

(?) Investigation into an Alleged Combine in the Bread-Baking Fndustry in Canada, Report
of Registrar.
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size, locally owned and operated. Certainly experience shows that a bakery
of this type can operate cconomically, and that the gains from large-scale pro-
duction, if any, are largely offset by increased delivery and. selling charges.

Later in this Report we recommend the prohibition of price diserimination
between customers of the same status. This should tend to prevent the practice
reporicd of some large bakeries selling in the outside market at prices below
those in the market nearer the bakery. The bakery in the small town would,
therefore, to this extent, be protected against the unfair competition of his large-
scale competitor,

It is clear from the evidence that baking iz still a freely competitive indus-
try. We arc of the opinion that, aside from the necessary regulation of sanitary
and labour conditions, the interests of the public can best be served by main-
taining conditions not only of free but also fair competition. If all bakerics
were forced to competc on a basis of approximate equality, we feel that the
“fly-by-night” and “hole-in-the-wall” bakery, which has done so much harm in
the past few years, would be eliminated, and that also the local bakery would
have a fair chance to compete against the mill-controlled corporation bakerics,

Finally, we question the social or economic desirability of milling corpora-
tions controliing and operating bakeries. It has been a disorganizing develop-
ment in both industries and the sooner the mills divest themselves of their con-
trolled bakerics the better it will be for all eoncerned.

10. FURNITURE MANUFACTURING INDUSTRY

1. GENERAL CONDITIONS 1N THE INDUSTRY o

Our investigation of this industry was prompted by a number of com-
plaints received about its depressed condition generally, and more specifically
the cffect of mass buying as a cause of this condition. The method of pro-
cedure followed by our investigator was to submit a form of questionnaire to
the industry and to supplement the information received thereby by personal
examination in plants of manufacturers. The furniture investigation was closely
co-ordinated with our examination of department stores, which now are the
largest customers of the industry.

According to the 1932 report of the Dominion Bureau of Statistics the
industry - in Canada embraced 308 plants representing an invesied capital of
nearly $22,000,000. The output in 1932 was only $12,000,000 and the 7,000
wage-earners cmployed reccived a total in wages of but $3,250,000. These
statistics reveal in a general way the depressed condition of the industry, and
the indicated average annual wage of less than $500 supports the general
impression of low wages and short time employment.

The {otal of 308 plants included a number of very small units, 228 employ-
ing fewer than 10 employeces and having a combined production of legs than 10
per cent of the total output.  We need only consider, thercfore, the 80 remaining
plants, among whieh the typical establishment represented in 1932 an invested
capital of $250,000, an annual output of $135,000 and approximately 70 em-
ployees. In contrast to other industries reviewed by the Commission there
appears to be among furniture manufacturers a relative freedom from monopol-
istic development, The industry is not dominated by any one company or group
of companics and as a result of extreme competition, efforts to maintain profit
margins during the past few years have been conspicuously unsuccessful. That
the intensity of competition among manufaciurers for the business of the fow
large buyers has resulted in lower wages is clear. The position of the wage-
earner in this industry, however, is discussed more fully in chapter v.

The sales of the 80 largest furniture companies fell from $29.500,000 in
1929 to a low of $10,600,000 in 1933. An analysis of the operating statistics of
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99 of these factories which in 1932 supplied a little over 50 per cent of the sales
of the group indicates-the major trends of the industry, as follows:—

—_— Snles Working Net profit or
Capital net loss
$ $ $
AL TP SR 14, 463, 000

11,537,000 4,124,000 155, 000 profit

9, 300,000 3,751,000 518, 000 loss

5,800,000 3,010,000 664,000 loss

4,651,000 2,625, 000 588,000 loss

The decrcase in sales from 1929-1933 amounted to 69 per cent, probably
beeause purchases of furniture are readily postponable, and, as a result of the
losses, the working capital decreased sharply. The net loss in 1933 was equival-
ent to 12-6 per cent of sales and 10 per cent of the paid-up capital of these
companies.

The physical volume of production is estimated io have decrzased from
1930-1933 by 44 per cent, as compared with a decrease of 60 per cent in sales
value. Even while demand was normal, the productive capacity ol the furni-
ture induséry was not well balanced, so that this sudden drop in volume neces-
sitated adjustments of the most painful kind. Surprising reductions have been
accomplished in the overhead cxpenscs, which are estimated to have declined
over 40 per cent, from 1930-1933, but in spite of these economies the séruggle
for survival resulted in a heavy reduction in the return to labour. It was pointed
out that during the depression nearly every furniture factory in the country was
threatened with losses which could lead only to bankruptey and the efforts of
the individual operators to remain in business resulted in the reduction in the
gencral level of furniture prices well below the cost of production,

2 Masg BUYING ANXD THE INDUSTRY

It has been suggested that the furniture industry before the depression had
become seriously over-extended in the matter of productive capacity. Co-
incident, however, with the growth of furniture factories was a concentration in
rofail distribution which led to the elimination of more and mere independent

- outtete. In the city of Winnipeg during the past 12 or 15 years approximately.
one furniture dealer per anmum has ceased business and at the present time there
remaing only one dealer aside from the department stores. Many of these firms
had been established for many years, but found themselves unable to compete
with the department stores and weni into bankruptey. Thus, while the underly-
ing causes of cut-throat-competition were developing through over-expansion in
the industry, the narrowing of the field of retail dizgtribution was proceeding
rapidly. When the purchasing power of the public decreazed during the de-
pression, therefore, it became of paramount importance to' every manufacturer
to sell to the department stores- The concentration of purchasing power in the
hands of the latter undoubtedly intensified competition and accentuated the
severity of the necessary adjustment.

As we have had occasion to say elsewhere, the effect of mass buying itself,
as distinet from general ceonomic conditions, is difficult aceurately to distinguish
and impossible to measure. It is only fair therefore to recognize the conten-
tion that the mass buyers—through their ability to buy in fairly large quantity
if the price suits them, and by prompt cash payment—have afforded a"temporary
relief to certain manufacturers, who would otherwise have been forced to close
down for lack of working capital and cash. The mass buyers, further, by fore-
ing down retail furniture prices, may have increased generally the sales of
furniture and therefore production and employment. But we have no informa-
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tion about the extent to whiech a decrease in furniture prices has or would have
increased consumer purchases, and we have no evidence that the mass buyers
.decreased their own gross profit margins on furniture sales, however they may
have insisted on decreased wages for furniture workers and deereased profits for
furniture manufacturers. Those manufacturers who survive the depression may,
it is true, thank mass purchasers for this survival. But those, whose failure
is only deferred, may thank mass purchasers for the loss of much of the equity
that earlier failure might have left them.

Furniture manufacturers under present conditions are ready to accept prices
which they know to be too low. The more dependent they are on one particular
buyer the more inclined arc they to vield on the question of prices. The harder
the buyer presses, the more the manufacturer gives in. When a manufacturer is
hard-pressed he has been willing to accept almost anything the buyer offers,
even to the point where he fails to recover his total out-of-pocket costs of
materials and wages. When a substantial part of the industry adopts this
course, the general level of retail furniture prices drops to a point where it is
practically impossible to operate, even on a cost basis,

3. CoNCLUSIONS

In summary, this industry presents an illustration of a completely dis-
organized body of producers, for the most part privately financed, dominated
by no one organization or group of companics. The ficld of retail distribution
of the industry’s product is, however, dominated by a few department stores,
giving rise to a wide disparity in bargaining power between the producer and the
distributor of furniture. The result of such disparity, combined with over-
extension of productive facilities, has been to drive prices to a point well below
the proper cost of production with a consequent impairment not only of the
manufacturer’s capital, but of the standard of living of the wage-earner.

A general adjustment in the price of manufactured commodities was, of
course, necessary in view of business conditions, but there is little doubt that
furniture prices have fallen more drastically than those of almost any other
important industry. :

The suggestion has been made that a remedy lies in granting the industry
the right to impose some measure of regulation upon its members. We feel,
however, that before it can reach a healthy condition some adjustment must be
made in respect of surplus capacity. Self-regulation should not be permitied
to operate in such a way that the cost of carrying unneeded plants should be
passed on toothe public through price agreements, production control, and such
devices.



CHAPTER V
LABOUR AND WAGES
1. LABOUR'S SIGNIFICANCE AND THEORETICAL POSITION

1. INTRODUCTION.

This chapter contends that the problems of labour and wages are simply
one aspect of the more general problem of cconomic organization and policy.
It stresses the social and economie significance of labour’s welfare, mentions the
theoretical considerations that explain some of the abuses revealed by the
evidence, summarizes very briefly the present status of the wage-earner in the
industries investigated, and proposes certain remedial measures. Underlying
these detailed proposals is the recognition of two general considerations that we
should like here to emphasize:

a. the need for greater uniformity in Canadian labour conditions, labour
legislation, and labour law administration;

b. the need for continuous study of the problems involved. These cannot
be solved by any single act of legislation. Their treatment calls for
flexibility both In the determination of minor matéers of policy and
in continuous day-to-day administration.

The terms of reference of the Commission specifically commanded the
investigation of—
. the labour conditiong prevailing in industries supplying
the requirements of such chaim and department store organizations,
and the extent, if any, to which existing conditions have been
brought about by the purchasing practices of such organizations,
and the effect thereof upon the standard of living of those employed
in such industries and organizations.

TLabour conditions and standards of living in particular employments and
places, however, are relative matters. They are relative not only to prevailing
conditions and standards in other occupations and localities, but alse to currently
accepted notions or ideals of social decency or justice. They should be con-
sidered, also, in relation to the general problem of economic organization. It
would be quite unfair, for instance, to single out certain chain and department
store organizations for investigation, without emphasizing that such stores are
but one manifestation of a deep-seated social tendency towards concentration—
a tendenev that has been facilitated by the development of the corporation and
shows itself, in diverse forms, in every phase of economic life and in all modern
countries. It would be impossible, further, to investigate labour conditions and
wage rates in such stores without comparing them with conditions and wage rates
in independent stores and without comparing both of these with manufacturing
and other occupations. Moreover, it would be impracticable to investigate the
influcnce of purchasing policies on labour conditions without giving due con-
sideration to other economic and social forces that focus on the labour contract.

2. TuE SoCIAL SIGNIFICANCE OF THE YWAGE-EARNER.

Two-thirds (2,565,000) of the total working population of Canada (3,923,
000) are wage-earners. If agriculture, in which over a million people are
emploved chiefly as proprietors, were climinated, the proportion would be raised «
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to nearly five-sixths. It is unnecessary to claborate these figures or to emphasize
further the predominant part played by the wage-earner in Canada’s total
production, or thé extent to which the welfare of the country as a whole is
associated with that of the wage-carning population. Canada’s production of
wealth and income depends on the morale and the efficiency of her workers.

It is now a commonplace of economic thought that the significance of the
wage-earner 13 not confined to his activities as a producer. Production cannot
continue without profitable markets; business activity of every sort ceases with-
out prosperous buyers. BPespite the importance of certain export markets, our
own workers constitute the biggest market for Canadian products. On the
stability of their income and purchasing power depend the profits of business
enterprisc.  On their standard of living rests the possibility of commercial pros-
perity.

3. THE THroRETICAL Posiriox oF THE WAGE-FARNER,

The determination of wages and of labour relations is not sufficiently
explained by the simple repetition of the formula ““supply and demand.” The
forees of supply and demand are real and important hut other influences—
legal, sociological, technological, political—also exert their influcnce on the
terms of any labour contract.

Mass buying, the focus of our inquiry, is onc of the sociologieal factors. It
is, however, only one manifestation of the growing development of what we have
previously discussed under the name of “imperfect competition.” There is a
growing realization that the development of thiz type of competition modifies
very considerably the possibility of continuing with a laissez-faire policy.
Some social control of labour relations is necessary because of the usual dis-
parity in bargaining power between employers and employees, a disparity
not unlike that between the bargaining power of large department and chain
store organizations with that of the small manufacturers with whom they deal.
Just as a big retail organization may enjoy an advantage beeause it purchases
50 to 75 per cent of the output of a clothing factory, so every employver normally
enjoys an advantage because he purchases 100 per cent of the “output” of
every worker,

Each employer starts his negotiation of the labour contract with the bar-
gaining advantage of a mass buyer. The emplover of even as few as fifty
workers eares little whether he concludes a bargain with any one worker. To the
employer it means only “a little more or a little less”; to the employee, it means
“all or nothing.” “ One job or none ” means infinitely more than “ 49 workers
or 50 7 or ““ 999 workers or 1,000.” For this and other reazons, the worker starts
his regular bargaining under the same handicap as any distress seller. Only by
a fortuitous combination of circumstances will he reccive the * full produet of his
labour.” This is particularly true in Canada where territorial specialization
and great distances limit the alternative opportunitics of labour. What genuine
opportunity of alternative employment has a Nova Scotian steel puddler who
wishes to refuse the offer of the local steel company? How frequently can the
coal miner of Nanaimo run over to Lethbridge or Svdnev to see if he ean get
hetter terms?

Nevertheless, the development of personnel management and changing stan-
dards of social justice have put an institutional brake on the employers’ exploita-
tion of their bargaining advantage. In the long run, the efficiency of a factory
depends in large measure on the efficiency, stability, and loyalty of its working
foree—-which depend in turn on the wage-earners’ income and standard of living,
and on their feclings of self-respect and security. Enlightened employers, there-
fore, in periods of reasonable prosperity, moved alike by equity and expediency,
are learning to sharc with labour some of the fruits of social progress. Normally,



LABOUR AND WAGES 107

it is becoming exceptional in a well-managed and efficient concern to find any-
thing but good working conditions, and fairly good wages and hours,

It i otherwise in the savage rout of a business depression.  Long-run policics
fall under the pressure of imminent disaster. Only the strongest and most intel-
ligent firms can avoid the slashing of wages that losses secem to demand and
widespread unemployment to permit.

There exists, too, always the continued threat to established standards from
the “marginal employers.” Especially in those industries, such as the manufacture
of clothing, which require little capital, a swarm of small employers try to
¢cke out an existence or to struggle upward toward security by frank exploitation
of labour. Unfair cut-throat competition, found in most industries only in
depression, secins to be the normal characteristics of sueh small-scale industries,
They represent in the modern structure of large-scale production a survival from
an earlier period, a survival that can threaten the foundation of the whole
strueture. .

The bargaining advantage of the employer may be offset by the association
of workers for coliective bargaining. This is now recognized as necessary,
proper, and almost inevitable. The modern corporation should conclude its
labour contracts not with individuals, acting singly, but with individuals freely
organized into correlatively strong associations, or unions, wisely led. When
a corporate emplover, as now commonly happens, is prepared to bargain also
as a member of an emplovers’ association which formulates a common policy,
the need for trade union insistence on a “common rule” for labour, becomes
even more pressing.

The balance of bargaining power can also often be testored, in certain
particulars, by labour legislation. For the protection of the worker and of the
fair employer against unfair competition, and for the protection of the state
and society generally, most governments have found it necessary to set by law
minimum standards of employment terms and conditions. These may not be
able, without limit, to improve the conditions of afl labour but, if wisely drafted,
they are demonstrably able to set a bottom level below which unrestrained
economic and other forces may not push labour. They are in no sense a ques-
tionable interference with *“ natural cconomic laws.” They are simply a modifi-
ecation of the institutional framework within which these forces work. The game
goes on as before, but the rules have been improved and the state, as referee,
promises to enforce them.

The game, however, is often wider than the jurisdiction of any single legis-
lature. The products of Ontario factorics must compete with those of Quebec
and, to the extent that trade is free, with the products of ether factories through-
out the world. It is necessary, therefore, in drafting and enforcing labour laws,
to give due consideration to the standards of legislation and enforcement clse-
where, especially in competing jurisdictions. Some jurisdictions, in fact, by the
toleration of unremedied abuses, foster what might be called unfair regional
competition. Except for such proper variations as climatic conditions and the
imperfect development of industrial organization or other special circumstances”
may demand, it is necessary for labour legislation and cnforcement to be sub-
stantially uniform in all the different jurisdictions or regions from which em-
plovers compete. It is for this rcason that we need greater uniformity of labour
conditions in Canada itsclf and should endeavour to co-operate more effectively
with the International Labour Organization which was set up to facilitate the
achievement of such uniformity on a world basis.

4. Tue ErFrFect or Mass BuviNc ox LABOUR.

The evidence before the Commission proves that, in certain industrics, the
sweab shop still survives in Canada and that, more generally, unemployment
and low wages have reduced many workers to a state of abject poverty. It 18
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difficult, however, accurately to measure the influence of mass buying on this
situation. In ancther part of this report, speeial attention is given to the gen-
eral range of problems which mass buying is alleged to have caused. In this
discussion of labour and wages, we feel warranted in stating the conclusion that
mass buyers—by their own cut-price sales, by their paironage of cut-price
manufacturers, in some instances by the maintenance of oppressive working
conditions in their own factories, and by their purchasing systems which force
their own buyers to drive very hard bargains and to seck out distress scllers—
have tended to intensify the inevitable effect of the depression on wage rates and
working conditions. It is necessary to qualify this conclusion by stating also
that inadequate managerial experience, ignorance of costs and uncthical practices
on the part of the manufacturers themselves, and the tolerance of inadequate
labour legislation and administration by the community ag a whole, must also
share a large part of the responsibility for present deplorable conditions.

General economic forees outside the control of any individual or group—
some extremists would say, outside the range of any social control at all—have
produced a business collapse of almost unparalleled severity. But the resulting
losses and hardships have not been shared by all alike. They have borne more
heavily on certain exposed or vulnerable groups. Moreover, it is evident that
some firms, even in profitable businesses, have capitalized the opportunity
afforded by the depression to exploit others, and that the severity of the collapse
has been intensified by certain unfair business practices and policies. We are of
the opinion that, both with respect to labour and wage problems and with respect
to the more general problems of business organization, some degree of remedial
soclal control is not only desirable, but necessary,

Furthermore, it should be added that the mass buyers themselves claim
that their business policies have tended to stabilize employment conditions
during a difficult period. We fecl, however, that on the whole, stabilization
based on low and depressed wage levels in the fong run causes more harm than
good to labour and to industry generally.

2. PRESENT STATUS OF THE WAGE-EARNER IN THE INDUSTRIES
' INVESTIGATED
1. IxTRODUCTION

The industrics in which we have been ordered to investigate eonditions fall
into three main groups.! The first includes the needle trades, the leather boot
and shoe, furniture and baking industries. In none of these has concentration
developed very far. In cach of them, the industry is characterized by the
continuance of a large number of small plants, where the normal bargaining
weakness of the worker is accentuated by the fact that the employer himself
suffers a bargaining disadvantage in dealing with large-seale distributors. The
group is one where cut-throat competition often rules.

The second group includes the flour milling, meat packing, fruit and vege-
table canning, tobaceo, agricultural implement, and rubber industries. In each
~ of these, concentration has brought the entire industry under the dominance of
a few large-scale firms, and the average unit of operation is larger than the
average for manufacturing in general. In this group, the outstanding charaec-
teristic is the semi-monopolistic power of a few large firms to cxploit either the
primary producer or the worker,

The third group is composed of trades and industries where a few very large
and powerful firms compete with a very large number of independent small-
scale concerns. This group includes the textile industries and the department
and chain stores. :

1 8ee Aunex V, Tables 20 and 36 for size of establishments and average annual wages in
some of the industries investigaied.
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Any discussion of wage apd labour conditions in so many industries must,
of necessity, be brief in a report of this length. However, more detailed infor-
. mation on these matters, as disclosed by the evidence, is to be found in the
reports and memoranda collected in Annex V, to which we refer the interested
reader. ,

One warning g necessary before proceeding turther. In making compari-
sons of the “average annual earnings 7 figures, used in certuin of the sections
below, the following facts should be borne in mind.

In the first place, the average is greatly affected by the proportion of
female workers in an industry, for in almost every case higher wages are paid
to male employecs. Another factor of importance is short-time employment.
In the returns made to the Dominion Bureau of Statistics, manufacturers report
the number of wage-carners employed on the fifteenth of each month or nearest
representative date. The sum of the monthly employment figures iz then divided
by 12 in order to get the average annual employment. Manufacturcrs are also
reguired to report the actual amount of wages paid during the year. The average
annual carnings per wage-carner are then obtained by dividing total wage pay-
ments by the average number of persons employed during the year. Employees
working only part of the month have, therciore, a tendency to depress the
average for the plant and consequently for the industry., For this reason figures
of average annual wages paid since 1930 are in most cases somewhat under-
estimated. Besides the limitations inherent in averages in general, average
earnings are affected by both the decline in employment and the reductions in
basic wage rates.  In order to get a true picture of conditions, therefore, account
should be taken of all the factors enumerated above.

The defects inherent in averages in general do not, however, seriousty detract
from their utility in comparing social and cconomic phenomena. These defects
are more or less common to the statistics for all industries, and average figures
become, therefore, convenient and substantially correct measures of the changes
in one industry as compared with another,

2, NEEDLE TRADES

The first industry to whieh reference will be made, and which occupied
much of our {ime and attention, is one which has always constituted a problem
to those interested in the welfare of the worker, the needle trades industry.

Characterized by economic instability and excessive competition, with
“gontract shops” and “ home workers ” alongside the usual type of manufac-
turer, this industry, though it includes many progressive and socially minded
members, has had on the whole a doubtful record. The evidence we have taken
shows that in many cases this record is only too well deserved. More especially
ig this true of the small contract shops, where the contractor has no investment
in raw materials and little in equipment, because space is rented and machines
may be hired or bought on instalments. :

In these small contract shops, one individual often tries to perform
the funections’ of production manager, accountant, salesman, and, as might be
expected, his standard of achievement is low. Elementary record-keeping is
exceptional; cost accounting, unheard of; personne! management, unknown.
Intense competition is reduced to a pricc-cutting basis which, in the absence
of cost records, results in either business {ajlure or the exploitation of labour,
or frequently both. ’ : :

Through price- and wage-cutting, these small firms maintain a precarious
and temporary existence for themselves at a heavy social cost. Their low
wages tend to reduce the level of wages elsewhere, to impair general purchasing
power, and ‘to increase rclief costs. Their uneconomically, low prices eagerly
sought, if not dictated, by mass-buyers, endanger the solvency of more reputable
an(tii stable establishinents and contribute to the genecral disorganization of the
industry. o
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Normally, therefore, in the needle trades,, even before the depression,
employers suffered from unfair competition, low profits and frequent failure;
employees, from irregular employment followed by rush periods of long hours
and, in the absence of cffective legislation or trade union control, from undesir-
able working conditions and low wages. All these conditions have been intensi-
fied by the depression,

The absence of adequate records of wages and hours, alihough the keeping
of these is generally required by law, and the frequent falsification of suel
records as were kept, made it impossible for our investigators to present their
results in any uniform fashion, or for this report to summarize the conditions
of the industry ag a whole in a brief statistical statement.

Ample evidence was secured, however, to support the following summary
contentions: —

(1) Therc are extreme variations in wage rafes; ranging from less than 5
cents per hour in a Quecbec country home-work contract shop, to 65
cents in a Toronto union factory. These variations are of two main
types; variations between factory levels and, even more important,
variations between provineial levels.

(2) There gre therefore catreme and unfair differences in cost, “ unfair ”
becausc they do not result from differences in efficicncy of manage-
ment. For cxample, the making of boys’ pants cost 25 cents per
dozen in a Quebec country home workshop, $1.50 in a union shop;
men’s suits of comparable quality varied in direct labour cost from
$220 (Quebee country factory) to $4.71 (Toronto non-union). Dif-
ferences resulting from efficiency are desirable and healthy. Differ-
ences that result from exploitation cannot eontinue to be tolorated.
Humane consideration for labour’s welfare, and economiec consideration
for the success of business enterprise alike eondemn them. They pro-
duce intolerable conditions of employment and life, and ereate intoler-
able industrial chaos. In the long run, they profit not even tho
exploiter.

(3) Wage rates and earnings are often exceedingly low. Quebee country
home-workers probably cannot average 50 cents per day. Male piece-
workers in one large Montreal factory averaged 16 cents per hour,
less than the minimum of 18 cents for inexperienced females. One man
of. ten years’ experience worked 70 hours per week in a Montreal
contract shop, to earn 7 at 10 cents per hour. One man of four years’

© experience earncd $3 per weck, or 5-5 cents per hour in a Quebec
country factory. In one Montreal factory, all workers, men and women
together, averaged 25 cents per hour. In 1932, out of 115 men in two
thoroughly good Toronto union shops, 57 earned for the year, less than
$800; 88, less than $1,000; only 27 over $1,000; and only 2 over $1,600.
It is bad enough to pay such wages as these. Tt is adding insult
to injury to hand them to the workers, as is often done, in pay envelopes
which, thoughtfully provided by banks, bear such eneouraging advice
as:
Think of to-morrow,
Divide your pay in two,
Take what you need to live,
Put the balance in safety.

If the clothing worker takes advantage of this helpful suggestion
and “divides his pay in two,” his thoughts of to-morrow” would
gardly be such as to recommend him to the consideration of a bank

irector,
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(4) Hours of employment are often oppressively long. Thirteen hours a
day, 60 hours a week, are not uncommon in rush periods. One man
in a Toronto ladies’ cloak contract shop, for nine consecutive wecks,
worked over 16 hours per day; in this same shop, a woman often worked
till midnight, 2 am. or 5 am. FKEighteen, out of one group of 26
Toronto factorics, reporied frequent overtime.

(5) Frank exploitation of labowr’s weakness has been common. Evidence
has followed evidence with monotonous regularity before the Commis-
sion to show that, in many cases, the welfare of the worker is alnost
the last consideration that enters into the minds of employers in this
industry. . '

(6) There are frequent and continuous violations of the laws about employ-
ment conditions, hours and wages. This, in spite of the fact that the
loopholes in and unsatisfactory administration of the laws themselves,
would scem to permit a sufficient opportunity for legal avoidance of
their obligations, Where the law is not actually broken, these loop-
holes are uilized to flout its intent and purpese. This was especially
noticeable in respect to the * twenty per cent exemption” clause, the
exceptions for “inexperienced” workers, and the obligation to keep
adequate records, Factories which, by their ownership, management
and resources, should have given the lead in the intelligent and broad-
minded acceptance and enforcement of minimum wage regulations, have
not been above evading, or in some cases, actually infringing these
regulations. Kspecially is this true in respect to the clothing factories
investigated in Victoriaville, Quebee.

(7) Even where the physical working conditions were reasonably satis-
factory, evidence was given to show that the female operatives were
sometimes foreed to work at such high pressure for continuous hours
that the result on healtl and morale was deplorable.

With a full recognition of the problems that this industry has to meet,
problems whieh have existed for years and which have only been intensified by
mass buying and depressed conditions, and, without eondemning every unit in
the industry, we cannot, in frankness, refrain from stating that the labour and
wage conditions in this branch of Canada’s industrial activity are such as to
merit the most emphatic condemnation. They should not be tolerated in any
state that claims to call itself civilized.

To iMustrate econditions in the industry.gencrally, evidence might he given
from that division of it which manufactures men’s clothing. Because it'is one
of the better organized and less sweated of the needle trades, we ean hardly
be accused of scarching for the most lurid evidence for purposes of illustration.

The statistics that have been made available have shown us that the
worker in the clothing industry can expect neither ecomfort nor security; in
many cases, he can, indeed, expect only hopeless poverty.

The following paragraphs taken from evidence received and describing
typical “home work ? conditions in this industry, prove the validity of the
above assertion:

(1) Four women, with husbands helping at night, making men’s pants for
L’Amoureux at 60 cents per dozen, out of which they paid for thread
at a cost of 5 cents per dozen, making net earnings of 55 cents per
dozen. The daily output of these workers was from 2% to 3 dozen.

(2) Woman with daughter making hoys’ short pants for L’Amoureux at
30 cents per dozen, less 5 cents per dozen for thread. Output one
dozen per day. These garments made under the union scale would cost
at least $1.50 per dozen in labour,
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(3) Woman making riding breeches at $1.15 per dozen. Output, five gar-
ments per day. Men's four-pocket pants at 65 cents per dozen, making
one dozen per day.

(4) Woman making short panis for Blumenthal at 35 cents per dozen.
Output one dozen per day.

(8) Sub-contractor for Blumenthal receiving 80 cents to $1.05 per dozen
for men’s pants. His wife and daughter were working at those gar-
ments and they stated that the work was let out to adjacent farm-
houses at from 40 cents to 60 cents per dozen.

Low wage rates in this industry are accompanied by long and irregular
hours. In Ontario, the legal limit is 60 hours per week, which can be exceeded
by permit from the Department of Labour. The legal maximum in Quebec,
for women and children, 1s 50 hours per week, but in the busy season hours range
from 55 to 70,

In both provinces, indeed, by permission in special circumstances, workers
may be given the privilege of working 72 hours per week. Although these laws
arc “relies of the dark ages of industrialism,” and perinit longer hours than
any modern standard would sanction, they are often violated (especially by
contractors, more especially by those in country districts) with impunity or at
the cost of a slight fine. The laws do not apply to home workers, whose low
rates encourage even longer hours than those above. .

Summing up, we regret the necessity of reporting that wage and labour
conditions in certain sections of the clothing industry can only be described
as altogether deplorable, For this condition, fundamental weaknesses in
the structure and methods of the industry are primarily responsible. These
weaknesses have been revealed and intensified in some degree at least, by the
pressure on the small manufacturers of mass buying and in a very large degree
by general conditions of economic depression.

3. LEATHER Boors AND SHOES.

‘This industry employs about 13,000 wage-earners; about 60 per cent male
and 40 per cent female; about 60 per cent in Quchee and 37 per cent in Ontario;
about 34 per cent in Montreal and 7 per cent in Toronto. In 1931 the average
annual wage was §764, $100 less than the average for men’s clothing, $200 less
than the average for all manufacturing.

By its inquiry into price spreads in boots and shoes, we were led to
investigate cight Quebee faetories, from whieh department-store records showed
large purchases to have been made. Results from such a limited number of fac-
tories may not necessarily apply to the industry as a whole; but they so effec-
tively confirm the suspicion of low wages suggested by the average annual wage
figure given above that it is impossible to avoid the conclusion that a significant
part of the industry is of the “ sweatshop ¥ tyye. )

In these cight factories, employing over 1,800 workers at the time of the
investigation in March and April, 1934, female workers carned from 13 cents to
26 cents per hour, or from $6:34 to $12.34 per 48-hour week. In those factories
from which it was possible to secure information, the carnings of male workers
ranged from 11 eents to 16 cents per hour, or from $5.09 to $7.68 per full time
week. In one factory, as many as 86 per cent of the adult inen carned less than
%9, and 58 per cent earned $4 or less per week. In three factories, many “ boys,”
aged 14 to 20 vears, were employed at 24 cents to 6 cents per hour. In fact,
there was a noticeable tendency for'male workers to be paid less than female and
perhaps to displace them. In six of the factories, from 2 per cent to 20 per cent
of the females, but from 2 per'cent to 64 per cent of the males, were paid 10 cents
or less per hour. In one factory, over 50 per ¢ent of tlie 180 nialé workers received
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less than the lowest minimum for apprentice females. It may have been a
decent respect for the opinion of mankind on the part of thesec employers that
made them compel their workers to sign their wage receipts in blank.

It is no surprisc, in the light of these facts, to learn that the Minimum Wage
Law is flagrantly violated. Out of the eight factoues six classified an illegal pro-
portion of their workers ag © 1nexpcr1enccd " and ﬁve paid a large proportion
of them (35 per cent to 83 per cent), even then, less than the minimum rate.

4. FURNITURE.

This is one of the industries that have suffercd most heavily during the
depression.  Partly because of this fact and also because of the number of small
competing plants in the industry, it provides onc of the best examples of an
Industry peculiarly susceptible to mass buying pressure,

We investigated 26 factories in the industry, which together aceounted for

. more than 40 per cent of the total output. Of the empioyees in these factories,
84 per cent were craployed by firms where average actual weekly earnings were
313 or less. The average weekly earnings in each factory ranged from $3.64 to
$14.42 and averaged about $10. This means that the average worker could
carn only about $500 in the year 1933. Twenty-four of these 26 plants employed
a total of 224 “boys,” generally aged 18 to 19 years, of whom nearly 25 per
cent were In factories paying $3 or less, 55 per cent in factories paying $5 or less.
Their figures ranged from $1.68 to $6.44 per week and averaged aboui $4.50.

Part of the explanation of these low earnings lies, of course, in short-time.
Although 6 plants worked from 51 to 60 hours per w eck and 5 others over 40
hours, the 26 plants averaged for six months only 37 hours per-weeck.

Lven on & full-time basm earnings would still have been very low as the
figures below for hourly rates ‘show.

Hourly rates averaged 27 cents per hour, ranging from 18 cents to 45 cents.
Forty-four per cent of the cmployees averaged less than 25 cents, and 78 per
cent averaged less than 30 cents per hour. ““ Bovs’ " rates were, of course,
still lower.

5. Baxixc.

The baking industry, in general, combines the functions of both manufactur-
ing and distribution, as many companics deliver their produets dircctly to the
consumer. The industry is also characterized by having a number of large cor-
porations operating in g field in which the majority of the plants are relatively
small-scale. An analysis of persons employed in mill-controlled and large
independent bakeries in June, 1933, showed that 55 per cent of the employees
were classed as delivery workers and 8 per cent as wrappers, packers or shippers.
It will thus be seen that for the larger companies the majority of the employees

are engaged in distribution. |

i During the periodrof 1929-32, average annual wages paid in this industry
were $1,015. The highest average wage for all employees in the companies
investigated by the Commission’s auditors, was $24.68 per week for a company
in Hamilton, while the lowest was $16.70 for a firm in Montreal. An analysis of
classes of workers for which the average wage was less than 815 per week shows
that such classes formed 47:6 per cent of the total emplovees of companies
. investigated in Quebee City, but not over 15 per cent for any other locality.
Employees paid on the average less than $15 per week formed less than 6
per cent of the total number of workers in all comnpanies investigated.

A special analysis of the pay-rolls for August, 1934, of a number of inde-
pendent bakers in Ontario was made by our investigators te determine the num-
her of emplovees receiving less than $15 per week. It was found that the pro-
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portions ranged from 12-5 per cent of all employees in bakeries in Toronto to
37-2 per cent in cities and towns under 100,000 population. It would appear,
therefore, that the independent bakers in-the smaller cities and towns have the

worst wage record.

6. Frour MiLLiNG.

The average annual wage in this industry in 1933 was $905. The average
rates of wages of employees in the plants of the larger milling companies were
found to compare favourably with the general level of wages in industrial
undertakings. The average weekly earnings of full-time employees in one Eastern
mill were found to range from $18.40 to $33.96 during a period of full time opera-
tions. Unskilled employees such as sweepers, oilers, helpers, etc., generally
received at least 25 eents per hour. Tt is understood that in many cases these
employees are apprentices. A number of girls are employed in some mills for the
packing of small sizes of cartons of flour. The minimum rate paid to female
employees is based on $12.50 for a 60 hour week or approximately 21 cents per
hour. ~The regular rate is 26 cents per hour, or $15.60 per week.

All mills in Western Canada were found to be operating on three shifts of
eight hours each, when on a 24 hour schedule. The Eastern mills, however,
generally operate on a two-shift basis of twelve hours each. Under this schedule
the mill employees work the full twelve hours, but warehousemen and packers
work ten hours per day. In view of the current movement toward a shorter
working week it would appear that hours of labour in Eastern flour mills are
considerably out of line with accepted standards of a reasonable working day.

7. MEeAT PAacKING,

Though this industry, which ranks third among the industries of Canada,
has been one of the most successful in the Dominion in weathering the depression,
the average annual earnings declined 16-9 per cent befween 1929 and 1933,
from §1,123 to $933.

Our auditors investigated hours worked and wages paid in 6 of the largest
meat-packing companies: The result of this investigation showed that the
highest average wages were paid in the Toronto plants with Swift Canadian
Company leading with an average weekly wage of $22.52. The lowest average
weekly wages found were $15.89, paid in the Hull plant of Canada Packers.
Tn this plant 39-2 per cent of the employees were paid below the legal minimum
for women in Ontario, while in the Toronto plant of the same firm, ‘only 0-7
per cent were paid below this figure. This in line with the practice of many
firms of paying only such wages as are current in a locality, even though they
may be operating at a profit on higher wages paid in other centres.

On the whole it may be said that while in some cases wages paid in this
industry are extremely low, yet in general the workers, most of whom are male,
are more fortunate in respect to wages than they are in many other industries;
there is, however, no excuse whatever for any concern paying even a minarity
of its workers wages as low as some that were found in one plant of the largest
and one of the most profitable members of the industry.

8. FruiT aND VEGETABLE CANNING.

Hours of labour in this industry are regulated by the highly seasonal nature
of the work in which packing quotas and quantity of available produce to be
canned are the governing factors. Exclusive of certain jam factories the term
of employment seldom runs over six weeks.

Pay-roll tests made by the investigators showed that both piece- and time-
work were common, and that in each type there was wide variation in rates
paid and number of hours worked.
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In-1933, both male and female time-workers were paid as low as 10 cents
an hour, and their hours of labour frequently ran over the maximum limit set
by the Factory Act “as permlsmble exemptions on matters of customs or
exigencies of trade.”

Prior to our investigation, no records were kept of hours worked by piece-
workers, and it was therefore impossible cither to estimate their hourly earnings
or to form any idea of the relationship between piece- and time-work earnings.
Piece-work was done almost exclusively by females and rates were frequently
established on the basis of the quality of produce after the operation. Examina-
tion showed in one instance that the supcrintendent who determined such rates
discriminated against the workers with the result that many workers earned
only a few cents an hour.

Although the Minimum Wage Board of Ontario detected a number of
illegally low wapeg, and compelled restitution, infringements have not ceased
and laxity continues with regard to the proper keepmg of required records of the
hours of picce-workers, .

Home-canning presénts another problem, in that employees in this branch
of the industry are classed as farm labourers, to whom the Minimum Wage
Acts do not apply. Among these workers the prevailing wage is 10 cents an
hour or less. '

Finally it should ‘be noted that wages form a relatively small part of
canning costs, and, therefore, a still smaller part of the consumer's dollar which
is spent for canned goods. A break-down of the latter revealed that direct
labour costs amounted to only 4 cents out of the dollar. Consequently, any
increase in wages would have only a slight effect on the ultimate price paid by
the consumer. In fact,*direct labour and raw material costs together amount
to less than the cost of the tin can itself.

9. Tosacco.

The most striking fact revealed by our evidence on the tobaceo industry
ig the combination of low wages and high profits.

.In 1930, the average annual earnings of the workers in this industry, $662,
were the third lowest in the forty industries for which the Dominion Bureau
of Statisties published data. Since that date, they have declined to as low as
$555, which can be attributed to a 17 per cent decrease in the volume of employ-
ment and to a decrease in basic wage rates. For the tobacco industry generally
in 1933, wage-earners received an average of $10.67 for a 44-7 hour week. Two
manufacturers hold & predominant position in this industry and must bear the
major share of the responstbility for the low wages which characterize it.

Certain figures for the Imperial Tobacco Company, which is by far the
largest single unit in this industry, are of special interest. In 1931, net profits
were $5,914,079 and factory payrolls were $3,430,952, or 58 per cent of net
profits; in 1933, factory pay-rolls totalled only 52 per cent of net profits.

While workers in thiy company were being paid such low wages, an average
of twenty-cight chief executives received in salary and bonuses $616,318 in 1931
$506,982 in 1932, and $421,388 in 1933. With particular regard to the bonuses

" paid to these executwes the iollowing company by-law should be noted:—

Five per cent of the net profits as above defined shall be avail-
able for distribution among the president, vice-presidents and
directors in such proportion as the president and vice-presidents

) determine.

The extent of the reduction in earnings is shown by the fact that 517
employees in the Granby plant of this company received an average of $10.64
per week during Getober, 1933, or 24 per cent below a similar period in 1931.

In the Macdonald /Tobacco Company, undivided profits at the end of 1933
stood at $594,432, notwmhstandmg the w:thdrawal of 3260 060 annually by the
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president sinee 1930. In 1933, 1,355 male and female employeeé of this firm
received an average weekly wage of $12.80, 8 per cent less than the 1929 average.
Figures such as these tell their own story.

10. AGRICULTURAL IMPLEMENTS.

The depressing eficct of bad conditions in this industry on labour’s welfare
is shown in a decline between 1929 and 1933 of 73 per cent in the total number
of werkers emploved, and of 79 per cent in salaries and wages paid. Average
wages, however, though they have decreased 32 per cent since 1929, compare
favourably with the average for all manufacturing industries.

In this connection, an intercsting fact—onc which shines brightly in com-
parison with certain other industries——is that in ten small companies investi-
gated by the auditors the percentage drop in cxecutive salaries was greater
than that of factory workers. The reverse, however, was decidedly the case in
respect to the four large implement companies investigated, though it should
be added that the wages paid by the four large companies were higher than those
paid by the ten small ones.

Avcrage yearly rates show a great variation, from a high of 52 ecents per
hour in Hamilton to a low of 30 cents in Aurora, Ontario. Bix of the large
firms averaged 40 cents per hour or over, On the whole, hourly rates, in com-
parison with eertain other industries investigated, are quite good.

11, RupBER.

The significance of the rubber industry for this particular section of the
report lies in the fact that, despite a tremendous loss In business, it has been able
to avoid the ruthless price- and wage-cutting that have characterized some indus-
tries previously diseussed.

From 1929 to 1933, the gross value of all products decreased 58 per cent;
the number of employees, 42 per cent; total pay-rolls, 54 per cent. This decline
can be attributed in part to a semi-monopelistic policy of price maintenance and
should be considered as one of the costs of any such system of price-control.

Wage statistics were obtained from seven tire factories, emploving 1,658
men and 127 women wage-carners, and from nine rubber footwear firms employ-
ing 2,327 men, 1,676 women and about 60 youths under 18 years af age. They
show that hourly rates for males ranged from 47 to 60 cents in tire factories and
from 32 to 43 cents in footwear. This would mean weekly wages, on a 44 hour
basis, ranging from $20.68 to $26.40, and $14.08 to $18.92, respectively.

Hourly rates for females ranged from 29 to 36 cents in the tire industry and
from 24 to 34 cents in the rubber footwear, .

In 1933, actual annual earnings for men averaged $1,046 in tires, $811 in
footwear; for women, $610 in tires, $514 in footwear.

12. TEXTILES.

The labour and wage cvidence on this industry was secured through ques-
tionnaires sent to the members of the industry by cur auditors. It was obvi-
ously impossible to examine the records of the hundreds of factories in the vari-
ous branches of the industry. The evidence received by the Commission is
therefore not exactly the same basis as that received in respect to chain and
department stores. Nevertheless, we feel it provides an autheritative and compre-
hensive pieture of wage conditions in the industry. All the various divisions were
covered, e.g., primary cotton, woollens, silk (natural), hosiery, silk (artificial),
knit goods, earpets and rugs, thread and cordage, bags, waste, tents, awnings,
ete., and specialty fabrics.

The average annual wage paid in all divisions of the industry in 1933
amounted to 8674. The highest was paid by the artificial silk industry, $821,
while the natural silk industry had the lowest, $600. Primary cottons, woollens,
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a

artificial silk and thread and cordage were the least effected by the depression,

their decline in average annual earnings ranging only from: 4 per cent to 8 per

cent. Earnings in the carpet industry were the most affected, having declined |
30 per cent. Details for each industry are given in the table following:

TEXTILE WAGES, 193033

(AVERAGE ANKUAL WaGES oF FFACTORY WORKERS, SUPERINTENDENTS EXCLUDED, ALl PROVINCES

Pereentage
decrense in

Group 1933 1932 1931 1930 earnings,

1920-33

$ 3 . 3 3
A, Primary €obton. .ovoovueoiven i 660 G690 680 502 4.0
B, Woollen .. et e 728 719 761 756 - 37
C.Silk, natural. oo 600 636 718 691 13.2
), HoOSIOTY ..o oveooeranamaeanamesmmmenanas 702 725 . 768 791 11.3
. Silk, artifieial. ... oo 821 859 900 885 7.2
P, Knit goods. . oooenii e G458 674 739 772 14.8
G. Carpets and TUES. .. .ooveeeranraminaieirans 733 825 897 1054 30.4
H. Thread and cordage. ... v iaiinens 504 85b 842 B76 8.2
I. Bags, waste, batting and wadding, tonts, 744 754 . 84 885 15.9
awnings, etc. .

J. Specialty fabries. .. oo 767 794 863 1081 21.8

The highest average hourly wages of all the textile industries was 36 cents
paid in the carpet and rug division. However, due to the drop in the physical
volume of production with the resulting short-time employment, this division
stood only fifth in average annual earnings. The lowest hourly wages were
paid by tle natural silk industry, the average being 24 cents per hour. *This
industry paid the lowest wages in all classes from adult males down to girls under
18, whereas, in the earpet industry, both adult males and adult females received
the highest rates of pay, 43 cents and 29 eents per hour, respeetively.  Average
wages in the primary cotton industry, which is the most important of the group,
were only 27 cents per hour as compared with 29 cents for woollens, 30 cents
for hosicery, 29 cents for knit goods, 33 cents for artificial silk, 34 cents for thread
and cordage, 30 cents for specialty fabries and 35 cents for the miscellaneous
division. In conneetion with these wage rates, the proportion of male employees
should be noted. In the primary cotton industry the proportion was 66 per cent,
for woollens 57 per cent, hosiery 42 per cent, and knit goods 39 per cent. The
primary cotion industry employed the highest proportion of male wage-carners
but, despite this fact, paid lower average wages than either the woollen or hosiery
and knit goods industry, where the proportion of male workers was much lower,

Tn Ontario, the artificial silk industry, with an average of 38 ecnts per hour,
paid the highest wages, while the lowest was paid hy the natural silk industry,
with 29 cents per hour. Thiz may result from the different ratios of male to
female employees in these two branches of the industry: in artificial silk 63 per
cent of the emplovees are male; in natural silk, only 40 per cent.

In Quebec, the highest rates were received by the emplovees of the bag,
waste, batting and wadding, tent and awning division. This was 33 cents per
hour as compared with the lowest hourly rate of 23 eents paid in the natural
silk industry. With one exceplion, average hourly wages in Quebee are lower
than those prevailing in Ontario. Average rates in the other provinces were in
some cases higher than these prevailing in either Ontario or Quebee.

A study of the separate auditors’ reports discloses interesting and, at times,
depressing labour and wage conditions in those comparatively profitable branches
of Canadian industry.

The cotton textile division has, it is true, maintained a greater sbability
both in employment and in wage rates, than have most industries, but even
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"liere, the average annuasl wage has fallen from $721 in 1930 to $685 in 1933.

The level in the industry at best has never been a high one; indeed in 1932 it
was 20 per cent below the general level of all industries. It is also interesting
to note that, though there has becn an actual increase in physical volume of
production in the industry since 1930, there has been a decrease, apparently
for technological reasons, of 6 per cent in volume of employment. In the three
largest cotton companies, wage rates in February, 1934, were 5 to 7 per cent
lower than in 1930,

The situation in the cotton industry is not a bad one, but it must be related
to the favourable conditions under which it operates, and to the profits it has
shown.

The woollen division, including carpets and rugs, has been able on the whole
to resist the full force of the depression and this has reflected itself i labour
and wage conditions which are comparatively good. There are, however, some
firms paying wages that are fair neither to their workers nor to the more
progressive members of their own industry.

The silk industries should, at least, have relieved the picture of low wages
that was presented to the Commission. Here, employment, production, profits
and total wage bills had increased through the depression. Notwithstanding,
there was a drop of more than 8 per cent in wage rates between 1929 and 1932,
for which the natural silk industry was primarily responsible. In some natural
silk mills, wage conditions were deplorable,

In an industry with all the advantages that this one possesses, there should
be no room for even a small factory, such as the M. E. Binz Co., Ltd., Mont-
magny, Que,, where in February, 1934, the average wage-rate for all male
workers was 10 cents per hour; where 93 per cent of all male workers in 1934
were paid less than the minimum rate for female workers; where, on a 55-hour
basis, the average full time weckly earnings in 1934 for male and female
employees was $5.72.

Almost equally bad are the conditions in the Associated Textiles of Canada,
Ltd., Louiseville, Que., a United States controlled company, which accounts for
more than 20 per cent of all the natural silk sales in Canada; and over 19 per
cent of the total employment in this group. This company has heen inercasingly
profitable since it began operations in 1929: net profits amounting in 1933 to
11 per cent on sales or 24 per cent on invested capital, Nevertheless, average
weekly wage rates in this company, based on a 55-hour week, in the two weeks
ending February 25, 1934, were male employees, $13.43, female cmployees, $9.73.
Ninety male and 130 female workers were paid at rates below 88 per week.

Of the female workers, 101 out of 265, were paid below the legal minimum,
though the margin of under-payment was usually slight. Another apparent
infraction of the law was found in the fact that at the time of investigation,
the number of inexpericnced fomale workers was 137 out of 265, though the legal
limit iz 50 per eent.

As compensation for the above conditions, the employees have a social club
which they support by their contributions.

The record of certain silk factories in Quebec, in respect to violations of
the minimum wage laws is not unworthy to be put alongside the worst examples
in the clothing industry. One profitable factory showed apparent infractions in
February, 1934, for 101 out of 265 female workers.

The natural silk industry also provides a graphic illustration of the general
condition of wage-level variations between Ontario and Quebeec. In spite of the
fact that 40 per cent only of the workers in Ontario are male, as against 60
per cent in Quebee, the average wages of all employees in the former province
are -18 per cent higher than in the latter. - ‘

In the hosiery and knit goods section, labour conditions, in view of the
general economic situation, are probably not much worse than could be expected,
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‘with an average hourly:rate for all employees in February, 1934, of about 29 or
30 cents. There is, however, a more than usually striking variation between
mills, to be accounted for only partly by the difference in the nature of their
production. For instance,-the lowest. rate per hour in-the group was 12 cents;
the highest, 40 cents. -The. record. was, as usual, worse. in Quebec than in
Ontario. Average weekly. full-time earnings in several firms where a special
analysis of earnings was made, ranged. from. $6.16 to.$13.15. All of these firms
operated on a profitable basis. - In the case of the lowest paying mill, The
Butterfly Hosiery Co., Ltd., annual earnings dropped from $668 1n 1932 to $349
in 1933, By a permission of the Minimum Wage Board of Quebec, dated
August 11, 1933, this company was enabled to classify most of its female
employees as inexperienced and pay them, with two exceptions, princely sums
of $3 and %4 per week. ‘

Miscellaneous textile industries present mueh the same picture. Conditions
in the thread and cordage division were somewhat better than the average in
other divisions, with an average wage-rate for all employees for all provinces
of 34 cents per hour, The company in this group which paid the second highest
average wage had also the second highest net profit. In the bags, waste, tents,
ete., division the only unusual, indeed unique result disclosed was a higher
average rate for all workers in Quebec than in Ontario. The specialty fabrics
group, though employing much the largest proportion of male help, showed only
the third highest average rate, :

13. DEPARTMEST AND CHAIN STORES.

The Commission, through its auditors, made a thorough investigation into
the wage and labour situation in department and chain stores. The results of
that investigation are analysed in detail n Annex V, Tables 53-90, but some
general observations may be made.

a. Department Stores

The department stores and mail order houses are among the largest
employers of labour in the retail field. Slightly more than 10 per cent of the full-
time male employees and almost one-third of the female employees covered by
the Census of Merchandising of the Bureau of Statistics, were reported by
department stores or mail order houses. These cstablishments employ experi-
enced and inexperienced workers, youths and adults. -

In the two Toronto department stores, as was perhaps natural under pre-
vailing ronditions, the wages of the female employees in April, 1934, tended to
group around the legal minimum of $12.50 per week, In Eaton’s 54 per cent,
and in Simpson’s 53 per cent of the female store employees received over $10
but less than 813 per.week. At that time more. than 50 per cent of the male
store employees in both firms received more than $19 per week.

In the Montreal stores, wage rates were considerably below those in Toronto,
Witill{ the following percentages of female employees receiving less than $13 .per
weck.

. . . Per cent
DUPUIS TIBIES. ¢« evvvvm e miaa e aa o1
TAbOIVE ot ovvereie e e 659
Simpson’s e, B0
OilVYS oot . 56
Morgan’s (less than $50 per mo.)........ e e 73

In Freiman’s, Ottawa, only'é per cént of the .female.employees received less
than $12 per week. . .
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The proportion of male help in Monireal stores receiving $18 or more per
week wag:—

Per cent
Eatorw's ... .. 39
Ogilvy’s . oo 48
Dupuis Fréres ... i 48
SIMPSon's ... 56
Morgan’s (more than $80 per mo.)................... 40

In Freiman’s, 79 per cent received §15 or more per week. Wage levels in
both Winnipeg and Vancouver were somewhat better than in Toronto.

Average earnings in the large stores, as in their mail order houses, while not
high enough to warrant any particular satisfaction are, it would seem, at least
ag high, and probably somewhat higher than the average prevailing in retail
distribution generally. They have, of course, decrcased during the depression.
Reductions between 1930 and 1834 ranged from less than 1 per cent in the case
of female sales clerks in Dupuis Fréres to 25 per cent for Simpson’s in Montreal.
The reductions for male sales clerks during this period ranged from 3 per cent
for Dupuis Fréres to 26 per eent for Simpson’s in Toronto.

The department stores employ many part-time employees, some of whom
work regular hours cach day or week, while others are used at rush periods or
for sales. There seems, however, to have been little tendeney for the proportion
of such employees to increase during the depression. In fact, in some stores
their relative number decrcased in recent years.

Generally, the nominal hours of labour for department store and mail order
employees average 48 hours per week. In addition, however, emplovees are
expected to be on hand from 10 to 20 minutes before the store opens and for
about the same length of time after the store eloses. The practice of having
shorter store hours during July and August was becoming fairly well established
prior to the depression, but during the past three years, some stores abandoned
some features of this policy, such as all-day closing on Saturday. On the other
hand, department store employces are requtired to work long hours during the
Christmas rush. It would seem that, by common agreement among the depart-
ment, stores in each city, the hours of labour of their employees could be pro-
gressively shortened without seriously affecting sales volume, A progressive
policy of this character would serve as an admirable guide for other branches of
retail trade.

Efforts seem to have been made by several of the larger companies to
establish scales of minimum carnings for married and unmarried men and to
effect reductions in carnings in such a way that those with the higher earnings
have borne the greater share of the decreases. On the other hand, the past four
years have demonstrated that greater protection should be afforded workers in
department stores against the too rigorous application of policies designed to
maintain business profits or to avoid losses. The decline in business from 1929
to 1933 has caused quite large reductions in the staffs of most department stores
and mail order houses, and many of the employees who were retained have
not: been able to secure a full year’s employment. Thus, while conditions of
employment are as good or betier than those which prevail generally in retail
trade, this is far from saying that they conform to any advanced standards
of employee welfare,

b. Chain Stores

We secured evidence on wages and labour conditions in a number of the
leading chain store companies. The typieal chain store system of operation, with
centralized control on the one hand and multiplication of branches on the other,
has frequently given rise to serious labour problems. The manager of the branch
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store has been held responsible for the efficient operation of his unit but has
been given no power to determine merchandising policies. His responsibilities
for store inventories and operating ratios are generally so onerous that, when
pressure is brought to bear by the central management, the store cmployecs
oiten suffer.

{1) Food Chains

Food chains are the most important group in the chain store field. The
-average weekly earnings of full-time male employees (including managers) in
the Ontario division of the companices investigated ranged from $15.16 per weck
in the company with the lowest average, to $23.99 per week in the company
with the highest. Excluding managers the average wage was from $9.31 per
week to $16.48. The average weekly wage of female employees in the same
divisions ranged from $10.64 to $15.38, and was to a great extent determined
by the scales set by the Minimum que Board of Ontario. In three of the
larger companies the' average weekly carnings of female elerks were higher
than those for male grocery clerks,

Average weekly earnings of emplovees in the Quebec divistons of food chains
were considerably lower than in the Ontario divisions, While three companics
operating in Ontario had more than 48 per cent of their male grocery L!erks
receiving less than $10 per week, only ane company had more than 20 per cent
of its female employees in this class. In the Quebec divisions three companies
had 50 per cent or more of the male grocery clerks receiving less than $10
per week, but three companies had also 25 per cent or more of their female
employees in thig class

As the following table shows male wages ranged from $16.48 per week in
Loblaw’s down to $7.65 in the Quebee division of Dominion Stores; female
wages from $15.38 to $9.01 in the same firms, respectively.

FOOD CHAINS, AVERAGE WEEKLY WAGE, 1934, BY COMPANY AND SEX

{ALL Evrrovees, Excruping MaxvaceRrs, SELECTED WEEKS 1x SPRING oF 1034}

Ontario Quebec
Name of Store
Male Temale Male Female
$ $ 3 3
Great Atlantic and acific Tea Company, Limited.. 11.72 12.57 7.60 ’ 9.33
Carrolls Limnited. .. ... .. o i 8.31 W6 ...
Dominion Stores, Limited. . 9.53 10.85 7.65 9.0L
Loblaw Groceterias......... 16.48 1538 |
Stop and Shop Limited.. 9.78 12.50 8.54 9.59
T, Eaton Groceterias, 12 Reprcsenm,t.n ¢ Stores only . 14.38 11,92 ... o el
Steinberg's Service BEOTES. v vneereeeoeronee oo, 14.55 12.04
Thrift Stores, Limited........oo oo oo T73 9.40

We also received, by replies to voluntary questionnaires, information on
wage rates and hours of labour of employees in a number of the larger inde-
pendent grocery and combination stores in Ontario. While a complete com-
parison cannob be made between chain and independent store figures because of
the differing nature of occupations in the two types of store, and because of
the sclective nature of the ““independent ¥ investigation, it was found that for
oceupations called by similar names the independent stores reportmg were
paying higher wages ‘than chain stores.

Hours of labour of employees of food chains are longer than any worker
should be asked to endure. They commonly exceed 60 hours per week and in
many stores often reach as high as 80 to 84. Fvidence was produced to show
that the food chain with the worst wage record of those we investigated had
also the worst hours record. The store working hours of this eompany averaged
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70 per week, to which considerable overtime should be added. There is no
excuse whatever for conditions such as these. In evidence before us, chain
store officials frankly confessed that these hours were much too long. That
they are unnecessary, is demonstrated in those communities which have early
closing laws and provide for a weekly half-holiday for store employees,

An educational campaign is required to focus public attention on the hours
of labour in retail storcs. If this fails to achieve the necessary reform by
municipal action, then the provineial or Dominion Government should intervene.

(2) Variety Store Chains

Variety store chains employ far more female than male employees and
also engage a considerably higher proportion of permanent, regularly part-time
fernale workers than is common in other fields of trade. This policy is distinet
from that of bringing in a few extra workers during peak periods. It is a
regular employment policy of so staggering hours that a great many workers
are regularly emploved only part-time. For instance, Metropolitan Stores had
only 297 female sales clerks on full-time, but 937 on part-time; Woolworth’s,
1,373 full-time, 936 part-time, Kresge’s, 469 full-time, 527 part-time. This is
the worst feature of variety store operation. Girls are kept on call, uneertain
whether and when they will get work. Although they thus lose the opportunity
of seeking other employment, they receive far from regular work and adequate
earnings. In Metropolitan stores the part-time workers averaged only $4.30 per
week. In our considered opinion this employment policy merits emphatic con-
demnation and should be drastically changed.

The average. earnings of all male employees (other than managers) in four
variety chains ranged from $7.34 per week for the company with the lowest aver-
age, to $19.90 for the company with the highest. While the earnings of such
emplovees were lower in variety chains than in department stores, they were
slightlv above the averages for food chains.

It was found that in three of the larger chains from 65 to 73 per cent of the
female employees received between $10 to $15 per week. T.ess than 10 per cent
received more than $15, and from 22 to 24 per cent received less than $10. One
variety chain, operating almost entirely in Quchee, paid more than 10 per cent of
its female emplovees under $5, and 90 per cent under 310 per week.

When the Commission expressed its feelings about the wage conditions In this
chain, the president could only reply, “ The girls were content.” While girls
were working at these wages, the companv was also content. It declared an
80 per cent stock dividend.

The variety chain evidence showed.in an interesting way the effcct of the
absence of Minimum Wage laws on sweated conditions. One chain operating
across Canada paid 88 per cent of its full-time female elerks in the Maritime
Provinces, and 72 per cent in Quebec below $10 per week. There was no minimum
wage order covering them at that time. In Ontario, the Prairie Provinces and
British Columbia, where there were such orders, only 5, 3, and 0 per cent,
respeetively, of the full-time female clerks received below this ﬁfrure

In one chain 18 female clerks in Ottawa drew an average of | $10.77 per week;

in Quebec, 18 in a similar sized store in the same chain drew an average of $6. 23,
The preSIdent plaintively explained, “ Tt was the minimum wage.”
' The excusc given by most exccutives of chain stores for these low wages was
inability to pay more, much as they desired to. This would hardly apply to the
largest variety chain. In 1932 it made a nct profit of $1,800,000. This money
went to New York. A 10 per cent wage reduction went to thousands of the com-
pany’s employees in Canada.

Employees in variety chains-commonly work about 50 hours per week,
although the auditors’ reports show that some employees are employed after
store hours arranging stocks or displays. In view of the sustained profits
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received by the largest of these chains the continuance of long hours for its
employees must be emphatically condemned. Conditions of employment in
variety chains should be at least as good as they are in department stores, and a
reduction in their hours of cmployment should not be delayed.

(8) Drug Chains.

Only two drug chains were investigated by the Commission. The wage
rates of employces in these two companies compared fairly well with those
reported hy independent drug stores in Ontario from which the Commission
secured voluntary statements, and also with census data on wage-earncrs in the
drug and toilet preparations trade.

In both independent and chain drug stores the hours of employment were
unduly long, generally averaging 60 or more hours per week. In part, this
long working week iz due to the necessity of providing the -public with adequate
drug services, but to a considerable degree it is due to the modern practice of
making the drug store into a convenient shopping centre for all kinds of goods.
The immediate remedy for long hours in drug stores would appear to lic in the
extension of the shift system, so that sufficient employees are available to render it
unnecessary for any worker to remain on duty for long periods.

¢. General Observations on Labour and W, age Conditions in Retail Distribution.

The labour policies of many chain-store companies appear to have heen
characterized by close control in the matter of wage costs but a lack of sympa-
thetic direction in the application of. these wage policies to the conditions of
the workers involved. The excuse that such direction eould be safely enfrusted to
the local management has clearly been shown to be inadequate by the conditions
that the investigations of the Commission have revealed. The inevitahility of the
development of abuses in the circumstanees should have been recognized from
the start hy the central management. That no steps were taken to change these
circumstances and guard against the results that have been revealed must, from a
social viewpoint, be regarded as a dereliction of duty on the part of the execu-
tives of many chain store companies, however profitable the policy may have
been to the shareholders.

. We have found that the positien of the worker in the department and chain
store ficlds is a particularly defenceless one. In both, but especially in chain -
stores, the use of large numbers of relatively young and unskilled persons pro-
vides a labour force that has very little bargaining power.

In chain stores thiz weakness is accentuated by the multiplicity of units,
each of which has only a few workers, and by the efforts of the central manage-
ment to provide incentives for Iocal managers, Wthh divorce their interests
from those of the workers under them.

While the considerations outlined in the precedmg paragraphs apply, in the
main, to workers in independent stores also, the direct relationship between
owner and workers may introduce here a compcnsatory feature into labour
relationships. The close contact between employer and employee often gives
the employer an interest in the welfare of the worker and a desire to do as well by
his emplovees as business conditions will permit. This does not imply that the
independent proprietor will operate his business as a philanthropic institution,
hut that there is an incentive for him to pay his workers more than the minimum
that the depressed state of the labour market would-permit. A partial substitute
for this personal relationship has been provided by the welfare policies of certain
department stores—mutual benefit assoclations, group insurance, sick leave, pen-
sions and other devices of this sort, sometimes at a sizeable cost to the employer,
modify the impersonality of the usu-ﬂ contract between the individual worker and
the large corporation.
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The separation of ownership from management in chain stores and the direct
incentive to local managers to disregard the welfare of store employees in the
interest of higher profits and higher managerial earnings, means that wage rates
oi employeces in chain stores are all too likely to be sct at the lowest level for
which recruits can be secured from the army of job-seckers. In fact, the absence
of any personal relationship between the central management, which determines
operating standards, and the employees in the stores tends to render the centrgd
management oblivious to the human element involved in their policies. This
was made obvious by the evidence given before the Commission by the chief
executive of one of the largest chains.

This lack of appreeiation for the interests of their employees may lead the
central management to focus their attention exclusively on the cost of wages
in monetary terms and thus to pursuc a policy of buying labour in the cheapest
market. This sort of competition by the large ehain companies at a time when
the labour market is over-supplied, would undoubtedly drive down general
wages in the retail field. Indeed, the faect that most cham companies can draw
upon an army of youths and other unskilled workers enables them at almost
any time to dictate the wages they are willing' to pay. The absence of any
organized labour groups among the workers means that these terms will be
accepted by the majority of persons seeking employment.

The evidence presented to us in respect to department stores shows that,
in spite of some shortcomings, the adherence to certain operating ratios can be
combined with at lecast some consideration for the welfare of employees. The
application of striet financial standards is bound to work some hardships on
workers particularly in times of depression, but, pending a more satisfactory
method of determining labour costs, the poliey should at least be administered
with as much sympathy as possible. The absence of such sympathy in many
chain store companies cannot be condoned, and until their empleyment condi-
tions are improved such companics must be viewed as operating against the
public interest. Tt would seem essential that each large retail organization
should have a personnel department, assured of the sympathetic support of the
management, and devoted speeifically to the study and improvement of condi-
tions of work among its employees. Such a department would provide an oppor-
tunity for employecs to present complaints or grievances and could suggest any
necessary adjustments.  This appears particularly necessary in chain stores,
where employees are engaged In units seattered over wide geographical arcas.
In such circumstances, the personnel department would have to send its staff
at intervals to examine conditions in cach locality. In this way, the weak bar-
gaining position of the worker in retail trade could be strengthened and many
of the labour abuses that have been revealed could be removed.

3. PROPOSED REMEDIES
SUMMARY

Some of the startling Jabour conditions revealed by the evidenee and investi-
gations would seem to call for equally dramatic remedies. But sound remedies
are seldom either novel or dramatic. They must be based on experience and
must develop progressively. In fact, to the extent that these problems are
possible of solution at all, the necessary reforms can very largely be found in
the extension and improvement of agencies, policies, and methods already in
some degree now operative.

Although the subject cannot be distributed neatly into unrelated eompart-
ments, it will be convenient to consider it from the following viewpoints:—

1. Recommendations primarily with respect to non-government agencies, whose
activities governments may facilitate and stimulate.
a. Employers’ and Trade Associations, ‘
b. Employees and Trade Unions. "
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2. Recommendations for governmentalq'ét'é'tion. ','
a. Legal regulation of employment conditions, within the traditional .inter-
. pretation of the constitution.
(1) Improved labour law administration.
(2) Amendments to present provincial laws.
(e} Minimum wage laws.
(b) Regulation of hours of labour.
{¢) Employment records..
(3) New provincial labour laws.
(a) Collective labour agrecments cxtension.
(4) Amendments to or extension of present Dominion laws and prac-
tices.
{a} Amendment of the Criminal Code.
(b) Fair wage policy.
{c) Industrial disputes investigations.
(d) Better labour statistics.
{e) A new Division of Research, Standards and Service in the
Department of Labour,

b. National regulation of cmployment conditions requiring either consti-
tutional change or special effort to overcome constitutional obstacles.
{1) The nced for uniformity.
(2) Methods of achicving uniformity.
(a) Dominien legislation, reservations and qualifications.
(b) Interprovincial co-operation to promote uniform “statutes.
(¢) Provincial legislation to enact for each province the terms of a
uniform Dominion Aset.
{3) Recommendations with respect to national uniformity,
(@) Thorough exploration of the possible power of the Dominion
Parliament to enact labour legislation.
(b) 1i necessary, amendment of B.N.A. Act.
{¢) The appointinent of an advisory committee to the Dominion
Minister of Labour.
(d) Regular annual Dominion-Provineial Labour Conferences.

1. RECOMMENDATIONS PRIMARILY WITH RESPECT TO NON-GOVERNMENT AGENCIES,
WHOSE ACTIVITIES (GOVERNMENTS MAY [FACILITATE AND STIMULATE

a. Employers’ and Trade Associations

The revival of business offers an cxcellent opportunity for the larger and
more progressive employers to provide authoritative leadership in personnel
relations policies. The continuance of exploitation of labour is inimical to the
welfare of all business enterprise and should be exposed and fought by other
employers in their own interest. But the informed employer has a wider
responsibility. He should share with the community the benefits of his experi-
ence not only negatively, by discouraging the grosser forms of exploitation and
resisting ill-considered reform proposals, but positively, by encouraging and
stimulating the wider acceptance of sound policies. This can be done most
effectively through employers’ associations, or trade associations.

The whole ficld of personnel practice and employment standards—even
in such apparently simple- matters as record-keeping, for example—requires
extended study, but not many Canadian companies can afford such extensive
personnel research programs as are undertaken by certain American corpera-
tions. The directly relevant functions of trade associations should therefore con-
sist chiefly of education and research into employment problems. Even if the
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associations could not themselves undertake an extensive research program,
they eould disseminate and interpret the results of study and experience else-
where. Much of this, of course, is already being done, but the surface of .the
problem in Canada has hardly been scratched. The associations might also
co-operate at least in setting up, perhaps with university and other assistance,
Canadian counterparts of the (American, private) Personnel Research Federa-
tion, Industrial Relations Counsellors, Inc., and National Bureau of Economic
Research, or of the (British, governmental) National Institute of Industrial
Psychology or Industrial Health Research Board. In Canada scientific research
into the uses and treatment of materials seems to have outrun the equally
profitable investigation into the uses and treatment of men.

Much can be done, also, by trade associations in developing and promoting
adequate accounting, without which business drifts like a ruddericss ghip, and in
the collection and interpretation of statistics, without which, as a compass, safe
navigation is impossible. Very often the real solution to a particular “ labour
problem ” is to be found in some phase of business management far removed
from the employment office.

Special emphasis is laid on the statistical functions of trade associations
because they can supplement, with greater detail, our government statistics
which are necessarily general in character. - ,

In industries where employers and employees are organized, associations can
also facilitate the negotiation of ‘wage rates and other labour conditions by
representing their membership as a whole in collective bargaining. By extending
to trade unions a reasonable measure of recognition and co-operation, they can
go far to avoid unnecessary industrial disputes—at least, they can narrow the
field of contention to those points, if any, where interests and principles come
into irreconcilable conflict, and the dispute can be settled only by force or law.
Before these points are reached there remains a broad field where the possible
community of interest of employers and employees has not been fully explored.

Collective bargaining in Canada has up to the present time been carried on
largely by individual employers and trade unions. But an increasing number of
collective agreements are made by employers organized in associations aceording
to industry, This seems a desirable development, implying as it does the success-
ful negotiation of the terms of employment by the parties themselves without
the intervention of others. In ensuring the observance of such agreements by
its influence on its members, an employers' association is an important factor
in stabilizing employment conditions on a satisfactory plane, thus leaving its
bmelpbers free to devote their energies to other problems connected with their

usiness, .

The pressure of eircumstance and the development of theory alike are
everywhere leading to the extension of social regulation and control not only
over labour conditions but over other economic activities, Tt is difficult to
believe that employers’ associations, trade associations, and trade unions, are not
going to be major agencies in the development of self-government of industry
in its labour relations and important factors in any state regulation that may
be necessary.

b. Employees and Trade Unions

With the development of the factory system, and still more with the general
trend to corporate management and concentration, the disparity in bargaining
power between the individual worker and the typical employer has grown so
obvious that the abstract necessity for collective bargaining is widely accepted.
On this side of the Atlantic, however, practice has not followed this recognition
to the extent it has in older countries. Thig lag in industrial policy has been
duc in large measure to pioneer conditions, free land, unlimited employment
opportunities, and a relatively high wage-level. With the disappearance of these
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conditions, trade-union membership inereased, but some eniployers have been
reluctant to recognize the unions, and, in some industries, for various reasons,
trade unionism has obtained little or no footing. It is unnecessary to recite the
various war and post-war declarations, such as those of the Whitley Com-
mittee in Qreat Britain, the Royal Comrmission on Industrial Relations, Canada,
1919, or of the Treaty of Versailles itself, endorsing this method of negotiation,
but it may be of interest to quote a recent statement from an outstanding
Canadian employer:—

I am sure the time has come when, we, ag employers, should be will-
ing to concede to every worker in our industry the right to bargain, either
on an individual basis or on a collective basis, through the medium of
such representatives as the employee may seleet to represent him. {(Mr.
A. O. Dawson, Pres. Canadian Cottons, Limited, before Canadian
Chamber of Commerce, Sept. 11, 1934.)

The statement does not commit its author to advocacy of trade unionisnt,
of which in many respects he remains critical, but it does exemplify the gener-
ally growing appreciation of the need for improved industrial relations machin-
ery, a need which his been driven home by the results of our inquiries and by
evidence received,

Recent British experience with and attitude to trade unionism is excellently
summarized in the following cxtract from the prefatory note to the British
Ministry of Labour’s Report on Collective Agreements, Volume 1, 1984:—

Colleetive Bargaining between employers and workpeople has, for
many vears, been recognized in this country as the method, best adapted
to the needs of industry and to the demands of the national character,
for the setilement of the conditions of employment of the workpeople in -
industry. Although collective bargaining has thus become established as
an integral part of the industrial system, it has discharged its important
function, on the whole, so smoothly and cfficiently and withal so unch-
trusively, that the extent of its influence is apt to be, if not altogether
overlooked, at least underestimated. It has produced a highly co-ordi-
nated system of agreed working arrangements, affecting in the aggregate
large numbers of workpeople and defining, often with great precision,
almost every aspect of industrial relations.

The method of collective bargaining implies the right of association and the
right of freedom from unwarranted interference with such associations. The
trade union is, thus far, the normal agency in which workers associate together.

To enter fully into the discussion of the problems of trade union policy,
organization, and law would be outside the scope of our present reference but
sufficient evidence of deplorable conditions has been presented to us to suggest
that the Government has a direct responsibility to encourage, so far as possible,
one of the natural and most effective instruments for the protection not only
of labour but also of the fair employer.

The association, on the side of the employer, must be balanced by the
trade union on the side of the employee. It is not contemplated that the
Covernment should initiate the organization of either but that it should recog-
nize fully the important functions which, if wisely and intelligently led, they
may perform in solving the problems presented before this Commission. -

Mere toleration of trade unions is not sufficient. The present emergency
calls for as clear a statement of national policy as that in the War Labour
Policy embodied in P.C. 1743, July 11, 1918,—

That all employees have the right to organize in trade unions, and
this right shall not be denied or interfered with in any manner whatso-
ever, and through their chosen representatives should he permitted and
encouraged to negotiate with employers concerning working conditions,
rates of pay, or other grievances.
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Such a declaration at the present time would go far to overcome some of the
hesitancies and fears that impede effective organization on the part of both
employers and employees,

More adequate recognition of trade unions both by governments and
employers would have a significance wider than that of merely facilitating
collective negotiation of wage contracts. As long as the trade union move-
ment is only tolerated, and we have received cvidence to show that this is often
the case, it will continue to pursue defensive tactics—a prominent official calls
them “ snarling dog ” tactics—which are not likely to be constructive. To the
extent that the trade union is recognized as a necessary instrument of economic
organization and control, to that extent the encrgies and intelligence of the
movement can be fully released for construetive co-operation in the improve-
ment of social conditions. It is the defensive psychology imposed upon unions
by experience and eircumstance that develops those policies and practices to
which objection may sometimes fairly be taken, but which are often utilized
by their opponents to create misunderstanding and prejudiee,

It should also he realized that the enforcement of our present labour laws
depends in large measure upon the assistance of trade unions. For the effective
administration of any such laws, even an army of official inspectors would need
to be supplemented by the day-to-day policing of the jobs by the workers them-
selves. Without an organization to take up complaints and to pratect the com-
plainants, many infractions pass without effective protest or action.

2. RECOMMENDATIONS FOR (GOVERNMENT ACTION

a. Legal Regulation of Employment Conditions within the Traditional
Interpretation of the Constitution

The self-interest of far-sighted employers as well as of workers’ organi-
zations, often, for the maintenance of desirable conditions, require to be supple-
mented by legislation designed, by establishing minimum standards of working
conditions, to make competitive conditions relatively uniform and to foster
certain general conditions of social well-being, But, unfortunately, any dis-
cussion of this phase of the problem must follow two classifications that cut
across onc another—legislative standards and administrative enforcement, on
the one hand, dominion and provingial competence or jurisdiction, on the other,

(1) Improved Labour Law Administration

Even the simplest legislation is not self-enforcing; still less is labour legis-
lation. By the very nature of the problems it is designed to meet, labour legis-
lation must often be complex and technieal and must always be expertly admin-
istered by officials whose competence and understanding compel the respect and
co-operation of those with whom they have to deal. The job is not simply
one of detecting and punishing offences. Tt is primarily one of education. The
factory inspector should he also the factory consultant, willing and able to
spread the knowledge and appreciation of better factory © housekeeping,” better
employment technique, and better labour conditions.

Quite apart from the improvement by new legislation of legal standards
of employment conditions, the first step toward better conditions is the maore
effective administration of those laws now on the books. There is ¢clear evidence
that many of them are not effectively enforced, and cannot be made effective
without some reorganization of both Dominion .and provincial enforcement,
agencies, with more nearly adequate appropriations, and an inereased personnel
of higher qualifieations,

‘This contention is reinforced by our analysis of the expenditures, personnel
and activities of the provincial Departments of Labour.,

The general inadequacy of provineial appropriations for labour law admin-
istration is shown by the fact that all the provinees together in 1933 spent for
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. general factory inspection and minimum wage enforcement only $238,000.1
“This was only slightly more than one-third of the amount spent for comparable
purposes in the State of Illinois,? which has.approximately the same number
“of gainful workers, excluding agriculture, as Canada. While we spent only
2.3 cents per inhabitant, or 8-5 cents per non-agricultural worker, in the United
States? they .spent 4-7 cents or 14'9 cents respectively. In comparison with
our 85 cents, New York, which ranks fourth among the States in its relative
expenditures for those purposes, spent 25-6 cents; and Massachusetts, which
ranks twentieth, spent 14-1 cents; and New Hampshire, which ranks thirty-
fourth, spent 9-7 cents. The -differences in fact are greater than these figures
indicate, for the Canadian figures include the cost of almost all phases of labour
regulation except workmen’s compensation, while the American figures exclude
‘not only workmen's compensation, but also the administration of minimum
wage laws and other labour laws relating to the employment of women and
children. : :

In all Canada there arc only seventy® general factory or minimum wage
inspectors of whom sixtcen at least have bad only an clementary public school
education or less, of whom none seems to have had university training. (It is
not suggested, of course, that every university graduate could qualify as a
factory inspector, or that all factory inspectors should have a university
education). )

It would appear from such facts as these, that labour law administration
in Canada must be improved by the inerease of appropriations and by increased
staffs of inspectors with the energy, education, and practical experience required
for the satisfactory regulation of modern industry. ‘

We urge consideration of the possibility of giving trade association and
trade union exccutives, in industries which are well-organized and anxicus fo
experiment with © industrial self-government,” authority to make official inspec-
tions of employment and wage conditions. The cxtension of any such privilege
should, of course, be surrounded with all necessary protection against its possible

“ abuse. Such authorized inspectors should be required to report regularly, on
approved forms to provincial Departments of Labour, the number and character
of their inspections and full details of any other related activities.

(2) Amendments to Present Provincial.Labour Laws.

We realize that in this section we may secem to transgress the letter of our
order of reference, but we are persuaded that the satisfactory solution of these
common problems calls for the utmost co-operation between all related Canadian
agencies, both Provincial and Dominion. For emphasis and brevity some of
the following recommendations are couched in very positive language, but, while
not in any way desiring to be dictatorial, we should like to see the suggestions
given very careful and sympathetic consideration.

(@} Minimum Wage Laws~—There are seven minimum wage laws now in
force in Canada. In broad outline they are similar but there are important
variations in details and in administrative policies or regulations, and certain
weaknesses scem to have limited their effectiveness. Consideration of the follow-
ing amendments, where not already made, is recommended to the provineial

. governments and minimum wage boards:— .

(i) "The acts must be enforced. This requires a staff of specially qualified
inspectors. Present methods, in some provinces, of reliance on
unskilled co-operation from safety inspectors, on employer’s reports of
wage payments and on employee’s complaints, are quite inadequate.

1 This and similar facts from questionnaires sent to the provincial departments of labour,
for the Commission, by the Domirion Department of Labour.

27).8. Department of Commerce, Financial Statistics of States, Table II, excluding “ regu-
lation of labour—all other.” .

3 Not including boiler or mines inspectors, but jneluding six porsons whose fuli time is
not devoted to this work.

£6068—9
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'(ii) Penalties for violation should be increased. They should be more severe

- (i)

(iv)

(v}

for second and subsequent offerices, should include jail sentenees and
should be more nearly uniform throughout the provinces. Under-
payment of each cmployee in any one week should he a separate offence.
Enforcement by punitive methods should, of course, be the last resort
of the Minimum Wage Boards, but since there is likely always to be
a recalctbrant minority the penalties should be severe enough to make
violation unprofitable.

It should be the duty of Minimum Wage Boards and they should have
power to order restitution when underpayment is discovered and to
bring civil suit when necessary for the collection on behalf of the
aggrieved worker of double the amount of any deficieney in wage pay-
ment which results from a breach of the minimum wage law., The
worker should have a similar right to bring a suit for such collection
with the payment of court costs, ete. To rely, however, for adequate
enforcement on suit by the employee or informal pressure from the
Boards, i not sufficient,

All gencral exemptions to firms for © exceptional conditions ” should
be abolished. To permit them raises problems of insuperable admninis-
trative difficulty, may casily divert the attention of officials from
enforcement to exemption, and tends ultimately to defeaf the whole
purpose of the law. An employer who eannot afford to pay the mini-
mum wage is in the long run a detriment rather than a benefit to any
community. :
Similarly, the eighty per cent elause should be abolished. This recog-
nizes as conformable to law, piece rates under which only eighty per cent
of the workers earn (or are paid) the minimum rate. This permits the
abuses of “special money ” and diseriminatory ‘ bonuses,” facilitates
evagion, and increases the difficulty of detecting vielations. The main
purpose of this provision can be sufficiently secured by a system of
individual permits for handicapped workers, which is provided for in
most of the aets.

{vi) The practice of averaging should also be abolished. This recognizes,

as conformable to the law, wage pavments which cqual the legal mini-
mum when averaged over a given period, often four weecks. The worker
cannot tell, save in retrospect, whether the law is being ohserved,
and a disproportionate amount of any investigator’s time has to be
apent on unneecessary arithmetic.

(vil}) The method of dealing with inexperienced workers should be

revised. For most factory jobs a learning 7 period of two vears is
unnceessarily long. If speeial rates must be set for learncrs, the propor-
tion of them to the total force must be more rigorously limited.
“TInexperienced ” should be so defined—if necessary, new record or per-
mit systems should be devised to prevent any newly hired employees
being classified as ‘“ learners,” despite previous experience in the trade.
Actual experience in the trade, not length of service with anyv one
firm, should be the criterion. The present practice encourages labour
turnover by permitting the employer to replace workers eligible for
the experienced rate by experienced, but new, warkers at lower rates.

(viii} The policy of sctting different hourly wage rates in different

sections of a province or in' communities of different sizes should be
carefully reconsidered. The lower wage costs in country towns are
tending to undermine cstablished rates elsewhere.

The alleged differences in costs of living are not always demon-
strable. Fven if living costs are lower in small places, the diffcrence
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can easily be regarded as compensation for the loss of some of the
amenities of life in larger communities. Alleged differences in the
officiency of labour are irrelevant in setting a wage supposed to be
based on cost of living, are not always demonstrable and may frequently
be offset by differences in such other costs as rent and taxes,

(ix)} Careful and svmpathetie consideration should be given to the possi-
bility of providing for minimum wage laws for men. Otherwise the
practice, so often illustrated in the evidence, will continue of substitut-
ing men and boys for women at wages below the legal rate that must
be paid the latter. Even if minimum wages for men are not established
there should be some gencral provision that no male worker may be
emploved at less than the legal minimum wage for a female worker in
the same class of employment. The recent Quebee amendment of this
sort seems defective in that it applies only to occupations and puts on
the Board the problem of determining which occupations are customarily
restricted to women,

(x) Finally, the administrative personnel] of minimum wage boards showuld,
never include partisan representatives of special interests. Otherwise,
the situation may casily arise in which the personal interest of an
individual, say as a manufacturer, may come into conflict with his
interest and duty as an officer of the Minimum Wage Board.

Minimum wage laws do not attempt to fix wages but only to set levels below
which wages may not fall. Nevertheless, the difficulties of practical administra-
tion are very real. Concessions to and compromises with these difficulties seem to
have led to generally undesirable complexity. When, as in one order, provision
is made for different rates in six classes of eommunities and for six classes of
workers; when the hours for which these rates are payable vary according
to both the size of the community and also the regular hours normally worked
by the firm; when the minimum wage may be averaged over four weeks; when
the minimum wage is pavable only to eighty per cent of the workers; when
the major instrument of investigation and enforcement consists of the employers’
own reports of wage payments for sample weeks, then the law and its administra-
tion begin to develop technicalities which defeat its purpose. Whether the
ABC. firm violated the law by paving Miss Smith 15 cents an hour during a
particular week is not now an easily answerable question. It has become a
question of law, custom, history, geography, accounting and arithmetic. Prob-
ably the ABC firmy does not itself know. Certainly Miss Smith will never know.
Only the most expert and unhurried inspector could ever find out.

Tt may well be that some of these complexities betray an underlying inade-
quacy in ‘“cost of living " as a basis for minimum wage determination and
that the economic purpese of the minimum wage law should be broadened to
include, as in laws passed recently by scveral American states, other criteria of
“fairness.”  Some of these might be the prevention of “oppressive” wage
levels, or of wage levels that engender “ cut-throat competition,” or of wage
rates that are substantially lower than representative firms pay in the same
or similar industrics, or of wage rates that are “less than the reasonable value
of service rendered.” The attempt to differentiate between the experienced and
inexperienced workers and between large and small communitics suggests that
therc may be a real need for the supplementing of minimum-wage determination
with some attempt to fix basic differentials, for skill, ete., above the minimum.
The possibility of such a program, however, despite the apparent tendency in
this direction, iz so uncertain from the point of view both of policy and of
administrability, that exploration of the whole problem should ‘be one of the.
first tasks of the new Division of Standards, the crcation of which in the
Department of Labour, we recommend below,

90088903
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It will later appear that we recommend also the consideration of bringing
minimum wages, as well as other labour laws, under Dominion jurisdiction.
We cannot do so without making passing mention of the standard argument
that the minimum wage will tend to become the maximum.

We are advised that the reports of every special investigation into the
eficets of minimum wage laws, and the regular reports of all established and
reasonably ecffective minimum wage boards demonstrate, first, that minimum
wage laws have raised the wages of the lowest paid workers and, second, that
a substantial proportion of the workers in all affected industries have continued
to receive more than the minimum. This general experience is confirmed hy
certain of our investigations, cven in this period of depression. In retail trade,
for example, it is quite clear that the fixing of a minimum wage rate for women
of about $12.50 per week, has not prevented a substantial proportion of
employees from receiving more thar this minimum. At least 44 per cent of
the female storc employees in T. Eaton Co., Toronto, and 43 per cent in the
Robert Simpson Company, Toronto, are receiving more than the legal minimum.
In mercantile trades generally, in Ontario and British Columbia, 47 per cent
and 32 per cent of the workers, respectively, receive more than the minimum
wage. Furbher, such figures as these do not mean that all of these getting more
than the minimum are getting only a few cents more. In Ontario, for example,
according to the report of the Ontario Minimum Wage Board, 1930, 20 per cent
of the female employees in retail stores rceeived from 50 ceuts to $2.50 per
week more than the minimum wage; 24 per cent received from $2.50 to $5 more;
18 per cent received more than $5 in excess of the minimum. In 1933, because
of generally depressed conditions, the percentages receiving more than the mini-
mum were, of course, much smaller,

The consensus of opinion among students of the subject, appears to be that
the passage of a minimum wage law does not give employers any power that
they would not otherwisc possess to eut higher wages, and that, after the passage
of a minimum wage law, all the usual wage differentials resulting from chance,
skill, bargaining power, etc., continue to be maintained,

It is conceded that, if any given scale of wage rates is being maintained only
by inertia, the injection of any new feature into the Iabour market situation,
might occasion a reconsideration and readjustment of basic wage rates and wage
differentials. The passage of a minimum wage law might be such a new factor,
tending to disturb the inertia of customary rates; but it does not follow that,
after the passage of a minimum wage law, such readjustments would always
take place; or if they did take place, that they would be caused by the law;
or that they would always be downward; or that, if downward, they would
always bring the maximum and minimum together. It is conceded further that,
In times of depression, the minimum may sometimes tend to become the maxi-
mum but this does not seem to be a conclusive argument against minimum
wage laws. This simply means that the pressure of economic forces pushes the
flexible maximum down to the level of the relatively inflexible legal minimum.
This has happened recently in some degree, in certain of our most depressed
industries, but it should be emphasized that, even under such conditions, all
the workers arc still absolutely better off than they would have been without
the minimum wage, although some of them do not continue to enjoy their
usual differential advantage.

Minimum wage laws are not intended to raise the general level of all wage
rates. They are intended to raise wages only of the lowest-paid group of
workers, who are so circumstanced that they cannot help themselves, The
consensus of opinion seems to be that this objective can be accomplished without
impairing the higher carnings of the more skilled or more fortunate workers,

We should like here to stress our opinion that minimum wage laws do not
and are not intended to set wage rates that could be regarded as fair for all
workers, and further that we cannot now regard most established minimum
rates as fair or adequate for workers generally.
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" It is possible that a minimum wage law, unwisely drafted and administered
might, in the long run, adversely affect economic welfare, but any such conten-
tion would have to rest on a much firmer theorctical foundation than the current
fear that minimum wage law would reduce all to a low level of uniformity.

We are compelled, however, to admit that the minimum wage law has been
used by some employers as a whip to speced up produetion beyond the limits
of reasonable tolerance. Lvidence to this effect, especially in the ncedle and
leather shoe industries, was presented to us with monotonous regularity. We
deplore such anti-social industrial relations policy, whether found in the factory
of a large department store or in the sweatshop of an almost bankrupt employer.

But, apart from the defects of the minimum wage administration to which
we have previously referred, we cannot attribute this speeding-up to the law
itself. It could easily be demonstrated that similar speeding-up obtains in indus-
tries for which there are no minimum wage decrees, and that this abuse develops
partly from the ways in which unscrupulous or desperate employers use the
device of payment by piece rates, partly from the general competitive pressure
for lower monetary costs at any price of increased human costs.

(b) Regulation of Hours of Labour—Many provincial hours of labour
laws, such as those in Quebec and QOntario, which permit women to work norm-
ally 55 to 60 hours per week and as much as 72 hours under certain circum-
stances, are 5o obsolete that revision is badly needed. To suggest the neces-
sary changes in the several laws, which vary greatly in coverage, standards
and administration, would exceed the scope of this report. Several general
prli{nciples, however, can be suggested for consideration when revision is under-
taken.

(i) The same ageney that administers the minimum or other wage laws
should have and exercise the authority, as in British Columbis, to
determine both the hours for which the minimum wage is payable
‘and the maximum hours which may usually be worked. Changing
economic conditions demand a more flexible procedure than the ordin-
ary legislative process for the setting of hours and other conditions
of labour. A board of commission which can be trusted with the task -
of translating the general wage policy of the legislature into concrete
and specific regulations, would be equally competent to determine the
hours of labour.

(i) Maximum hours of labour for men as well as for women should be
established by law.

' (iil) The standard hours of labour should be greatly shortened and should
not exceed forty-four per week. The possibility of long hours of labour
in rush seasons encourages hand-to-mouth buying, rush orders, and
other purchasing policies which hamper the regularization of employ-
ment. There is no reasonable excuse for exeessively long hours, fol-
lowed by short-time or unemployment, no good reason for one plant

" working overtime, while many others stand idle.

(iv) Occasionally there do arise special circumstances that require flexi-
bility in the hours of labour, but the system of frequent permits to
work overtime is impossible to administer equitably. It is recom-
mended, therefore, that the laws be amended to state the length of a
normal week, with a provision that time and a half be .paid for all
-overtime up to, sav, 55 hours and double time thereafter. Permit
long hours but penalize them. TUnder such a provision most employers
would discover a means of avoiding the situations which now seem
to necessitate overtime. .Rush orders would be properly more expen-
sive and would decrease. Production would not be limited, but be only
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more orderly. Nevertheless. there would be sufficient, elasticity in the
law to permit the adjustment of hours to any real emergency or very
profitable opportunity.

(c) Employment Records—Minimum wage laws usually require employers
to keep records of the hours worked by, and the wages puid to all female
workers, but it is surprising how many employers, usually in small firms, comply,-
if at all, with the minimumn letter of the law only.

The first requirement of a sound industrial relations policy iz that each

worker should know definitely the terms and conditions of his employment
and should know exactly hew much he has earned in any given period, ete,
Any intelligent employer, of course. would wish this for his own information,
and such information should be readily available noi enly to labour law offi-
cials but, in statistical summary, to all agencies which attempl to formulate
business or industrial policy. Without adequate plant records, there is miss-
ing the whole foundation of factual knowledge, which must support efficient
busincss management, sound industrial relations, effective law eniorcement,
useful business, economic, or soclal research, and intelligent policy.
. The record-keeping provisions of minimum wage laws should therefore,
be generalized to require every employer to keep, in either French or English,
for every employee a simple set of basie records, including such clementary
facts as name, address, sex, age, wage rate, hours worked and carnings. The
provincial departments of labour or perhaps the recommended “ Division of
Standards,” could devise simple record systems for those employers who need
such assistance.

Qther required revisions of our provincial labour laws may perhaps be
sufficiently indicated by the later indication in Annex V, Chart VIIE, of Canada’s
relation to the International Labour Organization. _

At the risk of tiresome repetition, it must be emphasized again that the
first step toward improved conditions 1s better administration of such laws as
we already have. Many of their administrative provisions could be improved,
many of the standards they set could be raised; but no amendinent, however
far reaching, will obviate the basic necessity for improved administrative per-
sonnel—non-political, professionally trained, experienced and permanent—
backed by intelligent public understanding and co-operation.

(3) New Provincial Labour Laws.

The emphasis previously placed on the necessity for improving the stand-
ards in the administration of the laws we already have, docs not exclude the
desirability of new legizsiation.

We have previously recommended the more adequate recognition of trade
unionism as a major agency not only to equalize bargaining power but also
to assist in the development of industrial policy.

Such recognition as indieated sbove could be accomplished by a positive
declaration of public policy. This, in turn, could be supplemented by legisla-
tion patterned after either the British Cotton Manufacturing Industry {Tem-
porary Provisions) Act, 1934, the Quebec Collective Labour Agreements Exten-
“sion Act, 1934, or certain parts of the American Netional Industrial Recovery
Act, 1933.

While the British and Quebec Acts differ in some important details, they
seek essentially the same ends by roughly similar methods, The British Act
makes binding, after hearing by a special Board and an order by the Minister
of Labour, upon.all employers and workers in the cotton-weaving industry,
the wage provisions of any trade agreements entered into by the employers
controliing a majority of the looms. Under the Qucbec Act, the Lieutenant-
Governor in Counecil may, after petition and hearing, order the extension, to the
entire industry in any econcmic region, 6f the wage and hour provisiens of any
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collective trade agreement, which has “ acquired a preponderant significance
and importance for the establishment of conditions of labour in a trade or
industry. . . .” The coniract thus extended is legally enforceable and is to
be administered by a joint-committee set up by the parties to the collective
agreement. Exeept by cxpress proviston and agreemnent, thiz extension, how-
ever, may not modify any exizting contracts to the disadvantage of those
workers who enjoy better terms than those of the collective agreement.

So httle time has passed since these laws have gone into operation that it is
too early to expeet any demonstrable proof of their effectiveness. However,
since they have been developed out of experience and represent only an extension
of ecwrrent practice, there is every reason to anticipate that they may achieve
¢onsiderable success in restraining uncconomie wage-cutting. Their particular-
merit seems to lie in the opportunity they give for genuine self-government in
industrial relations, under government supervision, supported by public law,
but without the development of bureaucracy that more direct governmental
regulation might necessitate. It should perhaps be noted that this method of
extending trade agreements is not unlike that of Scetion 7 (b) of the American
NIRA, which seeems, however, to have been little used, in comparison with
the more usual method of code drafting and approval.

We recommend serious consideration of laws extending collective labour
agreements but we suspect that further experienee will reveal possible undesired
and undesirable results that may follow their carcless drafting or enforcement.
We recommend the adoption by other provinces of laws similar to the Quebec
Law only if they can be drafted to-cover the four following points:

(i} The right to strike must not be impaired in any degree by such a law.

(ii) The ecircumstances in which an agreement would be cligible for

extension and enforcement must be more specifically defined than by
any such general phrase as “preponderant significance.”
{iii} The law must be drafted and enforced in such a way as to avoid, under
colour of an approved agreement, the crystallization or * freezing ”
of low wage rates. A

(iv} The law must further be very carcfully drafted and administered to
protect the public interest against the possible dangers of a mon-
opolistic combination of employers and workers.

(4) Amendment to or extension of present Dominion laws and proctices.

_ Within the traditional interpretation of the eonstitution, our pessible recom-
mendations for Dominion action are limited to the four following:

(@) Amendment to the Criminal Code—Certain industrial relations policies
and practices are so obviously undesirable and so clearly “ fraudulent” that
some remedial action might be dirccted against them through the amendment of
the Criminal Code. Without entering into ecither technicalities or details, we
recommend that the paying of less than a determined minimum wage rate, or
knowingly permitting employees to work beyond the maximum hours fixed by
law, or the falsification of any employment record required to be kept by law,
or the punching of time clocks with intent to deceive, or the putting of the pay
of more than one worker in the same envelope, with intent to evade the pro-
visions of any minimum wage law, or the making of unwarranted deductions
from an employee’s earnings for any purpose not approved by competent public
authority or the illegal employment of children, and other similar practices,
be declared indictable offences punishable by very heavy fines and or imprison-
ment.

{(b) Fair Wage Policy—The Dominion’s present fair wage policy is em-
bodied in a series of Parliamentary Resolutions and Orders in Council supple-
mented by the Fair Wages and Eight-hour Day Act, 1930. The Act applics only
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to Government construction work and the present policy, therefore, with respect
particularly to work other than construction work, seems to be defective in
three respects:— .

(i) “Fair” is defined as * prevailing ” although many currently prevailing

(ii)

‘ (iili)

We

wage rates are clearly unfair, when compared with rates in other
places, cost of living, or the employer’s ability to pay. This defect
is evident in the terms of Order in Council P.C. 3271, December 31,
1934, which seems to give Government sanction to wage rates lower than
we should regard as reasonable.

The inclusion of a fair-wage clause in a contract seems to be not
absolutely mandatory and may sometimes be omitted, cither by mis-
chance or at the discretion of the eontracting department. The policy
also seems not to be automatically applicable to thosc contracts for
relief supplies which are let by provincial administrations but paid for in
part by Dominion funds.

In administering this policy the Department of Labour seems to have
received an excellent measure of co-operation, both from contracting
departments - and from provincial minimum wage boards, but it is
hampered by not having complete initiative and authority to administer
the policy. :

recommend, therefore, that the Act of 1930 be amended:

(i} To cover all Dominion contracts and all contracts to be financed, even

Gy
(ii1)

(€)

if only in part, by Dominion funds;

To authorize the Department of Labour to determine and define “ fair
wages and conditions ” for the industries or oecupation affected;

To restrict the bidding on such contracts to those firms which, after
investigation, are listed by the Department of Labour as regularly
maintaining fair wages and other conditions. The continual prepara-
tion and revision of a list of eligible bidders would be more economical
than our present system of ad hoc investigation and would have the
auxiliary advantages both of publicizing approved employment stan-
dards and of building up in the Department of Labour greatly increased
knowledge of wage rates and conditions. It should be mandatory for
the Department of Labour to place on this list any eligible applicant,
and new firms, which of course have no previous record of employment
standards, should be automatically eligible for inclusion until their
employment conditions prove unsatisfactory.

Industrial Disputes Investigation—If the Government is prepared to

declare a public poliey with respect to the right of labour organization and col-
lective bargaining, as recommended previously in this report, it should implement
this policy by four amendments either to the ID.I.A. and its administration, or
to government policy in setting up boards of inquiry under the Public Inquiries

Act:—
(i)

(i1)

“The appointment of Boards of Investigation'should be encouraged not

only when an industrial dispute threatens but also when complaint is
made that improper intimidation or discriminatory action has been
taken either by employers or workers.

Without extending the restriction of the right to strike as in public
utilities, a wider range of industries and occupations should be brought
within scope of the Industrial Disputes Investigation Act, or some
related Inquiries Act. The Dominion should have authority to investi-
gate any industrial situation which may either endanger general eco-
nomie welfare or create avoidable soecial unrest.
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- (iil) There scems to have developed a policy of appointing as chairmen of
: the boards only persons with judicial expericnce. Such experience and
training, however valuable, is no assurance of effectiveness in negotiat-
ing a settlement. Chairmen should be selected, not for their judicial
capacity to define and emphasize differences of opinion and interest,
but for their ability to strengthen points of agreement and to con-

ciliate the differences.
(iv) The machinery of conciliation should be set in motion, without walting
for a formal request, whenever it is learned that an industrial dispute

impends.

(d) Better labour statistics—It has been emphasized above that labour
legislation is neither self-generating mor seli-administering. Accurate informa-
tion about industrial and employment conditions is necessary, not only as a
guide to the determination of legislative policy, but also as a criterion of the
offectiveness of administrative technique and as a stimulus to administrative .
industry and integrity. Despite the excellent work of the Dominion Bureau of
Statisties, within the range of its authority and the possibilities of its appropria-
tion and staff, all the problems presented to this Commission have been com-
plicated by a general lack of cconomic facts of critical significance. The Com-
mission has had to spend much of its own time and much money on the unearth-
ing of facts which should have been readily available. We have unfortunately,
therefore, had to become more of a fact-finding than of a deliberative body.
Before Canada can act intelligently with respect to most of the problems now
under consideration, it is essential to have more factual information about such
basic cconomic data as wage rates, earnings, cost of living, unemployment,
labour turnover, etc. Accounting and statistics may seem dull and pedestrian
proposals, but they are the only keys that will unlock the first barriers to better
conditions. It is often alleged, for instance, that regional differences in wage
vates are no more than sufficient to offset regional differences in the cost of
living and the efficiency of industrial workers. Such matters should be settled
by the arbitration of fact and not left in the realm of speculative opinion and
belief. .

We recommend that the collection of all labour statistics be centralized in
the Dominion Bureau of Statisties, that such wage- statistics as are now col-
leeted by the Department of Labour be expanded, if necessary, to produce
weighted average wage-rates by industry, occupation, and locality, and that they
be supplemented by the rencwed collection of wage statistics by the Census of
Manufacturing and Distribution.

We recommend also that the present Canadian indexes of retail prices, which
are supposed to provide also an index of changes in the cost of living, be sup-
plemented by a national investigation, such as the Bureau has recently made on
a very small scale for civil servants, into cost of living budgets. These would
provide an estimate of the cost of living in absolute figures for different localities,
would provide a measuring rod for the present adequacy of earnings, would
clarify the problem of regional differences in wage rates, and would facilitate
the determination of wage policy by individual employers or other agencies. It
is perhaps relevant to remark that the same range of problems in the United
States, especially in conneetion with the Recovery program, has created a
recognized need for such a study, which hag alrcady been started in several
representative localities. Such a study further would provide a more adequate
}).asis than any we now have for a periodical index of changes in the cost of
iving, . : :
This special mention of the basic industrial facts of wage rates, earnings
and cost of living, does not restrict the generality of the foregoing recommenda-
tion for extended and improved labour statistics. It should be unnecessary to



138 ROYAL COMMISSION ON PRICE SPREADS

argue the need for similar statistics of labour turnover and labour productivity,
ete. We should set as our objective and should spare no reasonable cost to
achieve, the same volume and quality of fact-finding work that the Statistics
and Intelligence Branch of the British Ministry of Labour has done since 1896.
It is difficult now to realize that in 1900 this was supposed to be the model for
our own Department of Labour!

(e} New Machinery for Publicity and Education—A Division of Service
and Standard in the Federal Department of Labour —T acts, however adequate,
do not always come to public attention or tell their own story in language
intelligible to the average worker, employer, or citizen, Tt is necessary, there-
fore, to supplement the work of fact-finding by education and publicity about
the significance of facts. The publications both of the Dominion Bureau of
Statistics and of. the Department of Labour need to be supplemented by many
more pepular newspaper releases and bulletins.  These. agencies arc dealing with
problems which are of vital importance not only to the national economy of
Canada, but to the life and well-being of every individual resident. Their
publications should be as widely accessible and as interesting as the current
reports of murder and divoree cases.

Publicity and education should not only be directed to the generai public,
to develop an appreciation of existing conditions and problems, but shounld also
be directed to administrative officials and employers to inform them about the
devclopment of new techniques, devices, and standards, Every governmental
labour official, whether Federal or provincial, and every trade association and
trade union officer should, of course, be an agent for sueh education and publicity,
but it is necessary also to have 2 central rescarch and publicity staff,

The logical location for this is in the Federal Department of Labour. The
terms of its original constitution would seem to have conceived this work as one
of its two main functions, but 1t has been so burdened in suceceding years with
miscellaneous administrative duties, that the central purpose scems to have been
Jost, sight of. 1t is not to be expected that over-burdened administrators will have
much time or opportunity for research or reflcctive thinking. All too quickly
they get swamped by the pressure of immediate responsibilities.

We recommend, thercfore, that there be created in: the Federal Depart-
ment of Labour an entirely new division under thoroughly competent super-
vision, adequatcly staffed dnd financed, called the Division of Resecarch, Stand-
ards and Service having the following functions:—

(1) General research into industrial velations problems. If such regearch
should necessitate also statistical investigation, the study should be
planned by this division and done st its request by the Dominion
Burean of Statistics.

(i1) The provision of information, advice, and service to provineial depart-
ments of labour, employers and workers.

(i) The drafting of model labour statutes with explanatory memoranda
for legislative committees, cte,

{iv) The planning and management of Dominion-Provineial Conferences on

matters such as international labour conventions, or uniform provincial
labour laws.

The creation of such s division would multiply many times the present
usefuiness and significance of the Federal Department of Labour, would stimu-
late the work of all Provineial Departments of Labour and would develop &
widespread public awareness of economic conditions and industrial problems.
Incidentally, it might be mentioned that, within the last threc months, such a
new division has been formally created in the United States Department of
Labour, although this Department, like ours, has always attempted to perform
this function in a limited and informal fashion.
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b. National Regulation of Employment Conditions, Requiring either Consti-
tutional Change or Special Effort to Overcome Constilutional Obstacles.
(1) The Need for National ‘Uniformity.

In a federal state, differences in legal standards for employment conditions
under different jurisdictions and, in a large state, differences in actual employ-
ment conditions in different regions, often engender a form of unfair regional
compehision, which prevents any stabilization of the labour market.

., That labour laws differ from province to province needs no demonstration.
Some of the major variations are indicated in Annex V, Table 122. This includes
for comparative purposes also a digest of the laws in four American States, each
roughly comparable with certain Canadian provinces. The dilferences in general
standards are, however, less Important than differences in details, which often
dotermine the exact scope and meaning of each law; and are mueh less important
than differences in the respective cfficiencies with which the several administra-
tions enforce their laws.

Labour legizlation, typieally, sets only minimum conditions. Actual employ-
- fnent conditions may vary even more than minimum standards. Annex V, Table
122, shows some of these variations between the different provinces in hourly
wage rates, weekly earnings and hours of labour.

. Wage rates for common lahour in factorics varied from 88 per cent to 132
per cent of the Dominion average, weekly earnings of all male workers in manu-
facturing, from 59 per cent to 109 per cent of the average; average hours of
labour in factories from 111 per cent to 95 per cend of the average. For purposes
of more detailed comparison, there arc included figures for machinists and
female sewers. The first is a skilled, more or less well-unionized, occupation;
the sccond is gemi-skilled and probably chiefly unorganized. The range of varia-
tion in the first, 93 per cent to 109 per cent, is much less than that in the secord,
72 per cent to 112 per cent.

Since most Canadian manufacturing is concentrated in Quebec and Ontario,
particular attention should be directed to the differing conditions in these iwo
provinces. It has often been alleged beiore this Commission that the generally
lower wage rates and longer hours in Quebec are making it impossible to maintain
the higher levels in Ontario. The same sort of complaint 15 made also about
small-fown competition in both provinces, with the larger cities such as Toronto
and Montreal. We have received some evidence that tends to confirm this
~allegation.

"There can be little doubt that there is growing public recognition of the
need for uniformity in labour legisiation. It is interesting to note that the
advoeacy of Dominion jurisdiction in this field dates almost from the very first
vealization that the British North America Act was interpreted as not providing
for the national regulation of employment conditions. The Ontario Manufac-
turers Association in 1883, the Canadian Trades and Labour Congress in 1887,
and frequenily since then to date, the Royal Commission on the Relations of
Capital and Labour 1889, and the Dominion Commission to inquire into the
sweating system in- 1895, all recommended that the regulation of employment
conditions should be a function of the Dominion Parliament. The National
Industrial Conference, 1919, likewise recognized the advantage of uniformity
in the Labour Laws of the Dominion and passed the following resolution:—

. That the advanlage of uniformity in the laws relating to the
y welfare of those engaged in industrial work in the several provinces
of the Dominion of Canada be brought to the attention of the Gov-
) ernment of Canada and of the Governments of the several provinees,
respectively. ...
., *The Dominion-Provincial Commission, 1920, appointed as a result of this
resolution, represented a uscfu! approach to the solution of this problem which,
unfortunately, has not since been followed up with sufficient vigour,
£



140 ROYAL COMMISSION ON PRICE SPREADS

(2) Methods of Achieving Uniformity.

Uniformity in labour standards can be achieved by one of two methods;
directly, by Dominion Legislation; indirectly, by inter-provincial co-operation
under the leadership of the Federal Department of Labour in the enactment of
uniform legislation, or by the method in which the Dominion Parliament enacts
legislation which goes into force only on the passage of concurrent provineial
legislation.

(a) Dominion Legislation—Reservations and Qualifications—It  would
seem that Dominion labour legislation, if feasible and constitutional, would bhest
achieve the objective of substantial uniformity in labour standards, but we
realize that, even if the constitution is interpreted or amended to give the Federal
Parliament jurisdiction over labour and wage matters, uniform or national
legislation setting minimum standards of employment conditions does not neces-
sarily imply centralization of administration and enforcement and absolute
uniformity of actual employment conditions, In a country such as Canada,
with great geographical distances and significant differences in repional condi-
tions, it will be necessary to reconcile the need for general competitive equality
with the recognition of appropriate, permissible, regional variations.

Under present arrangements, provineial legislatures enact minimum wage
laws in very general terms which minimum wage commissions thereafter
supplement by detailed orders, rules and regulations, applicable to different sec-
tions of the province. In the same way, the Dominion Parliament might, within
the limit of its competence, enact legislation, general in its terms and coverage,
which provincial departments of labour or other decentralized agencies would sup-
plement with particular orders applicable to district or provincial conditions.
These national laws and the orders or regulations thereunder should then be
administered decentrally under Federal supervision and in accordance with
defined standards of administrative cfliciency,

We appreciate a possible danger in that the enactment of Deominion labour
legislation may discourage more progressive provinees from experimenting with
higher lahour standards. If it is constitutionally possible under some arrange-
ment similar to that provided in Scetion 95 of the British North America Act,
we should like to recommend Dominion legislation, with the reservation that any
Dominion law should be so phrased as to permit and encourage the estab-
lishment of higher standards by concurrent Provincial legislation. In other words,
we should like to see any Dominion minimum wage law, for example, first,-
administered decentrally under federal supervision, second, with a reasonable but
not mare than reasonable regional variation in wage rates, and third, with an
express provision that the minimum wage rate in any province should be
either the rate thus provided or the rate set by a competent provincial authority;
whichever is higher.

The constitutional question of the competence of the Dominion Parliament
in this field is one that should be explored and settled by the proper authorities.
If the competence of the Dominion Pailiament is so circumseribed that it is
impossible to enact Dominion legislation, ther we rccommend that the British
North America Act be constitutionally amended as soon as possible to scttle thia
question,

(b) Interprovincial Co-operation—Pending the settlement of the consti-
tutional problem, it may be necessary to seek uniformity by alternative meth-
ods. The first of these is interprovineial co-operation in the enactment of
uniform legislation.

The possibilities of this method have beer demonsirated in Canada to
mention only a few illustrations, by the success of the Dominion Bureau of
Statistics in achieving uniformity in the collecting of vital statistics and by
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the work of the Association of Workmen’s Compensation Boards of Canada,
the Association of Provincial Insurance Superintendents, and the Confer-
ence of Commissioners on Uniformity of Legislation. It has heen similarly
demonstrated in the United States by the work of the National Conference
of Commissioners on Uniform State Laws and by the recent development of
Interstate Compacts -Affecting Labour and Industries.

Mere willingness to co-operate, however, will not of itself draft or enact
uniform laws. Interprovincial co-operation requires continued leadership and
hard work. The machinery for co-operation already exists in the Dominion-
Provineial Conference, but if this work iz to be effective, the agends for each
meeting must be restricted at the most to not more than one or two concrete
-problems, and the work of the conference must be planned in advance with
prior circulation of memoranda of information and tentative draft legislation.
The outcome of the conferences must consist not of resolutions but of uniform
bills drafted, re-drafted, and amended until agreement on their terms is
obtained; and thereafter the delegates should return to their respective juris-
dictions under a recognized obligation to stimulate legislative acceptance of
the bills as drafted.

One essential condition of effective Dominion-Provincial Conferences on
industrial and labour questions is that their personnel should consist not merely
of political heads of departments, but also of technical experts. The work of
such conferences is not so much the determination of policy as the determina-
tion of detailed methods by which generally accepted policies may be put into
effectively uniform operation. The task, therefore, is one for technical experts
in co-operation with their department heads. Unless the provinces are already
in substantial agreement on policy, the subject is not one for a Dominion-Pro-
vincial Labour Conference although it may properly be considered at some
more general conference of this same sgort.

In the very difficulties that confront the achievement of uniformity by inter-
provincial co-operation may be found the greatest value of this method. Tt is
much easier to enact one Dominion law than to agree upon the terms of and enact
nine uniform Provineial laws. It will be correspondingly casier to overlook the
critical problem of administration and to assume that the passage, by itself, of a
Dominion law will solve a problem. The painful process of lnmmcrmg out an
agreement on details by the representatives of nine 111:1‘2dlct10ns is likely to
remind all those concerned with the problem that the law is not operative until
it is effectually enforced. )

The necessary stimulus and leadership for effective interprovincial eo-opera-
tion in these matters can normally be expected to come {rom the only agency
which considers those problems from z national point of view. It is for this
reason, among others, that we have already recommended the crcation in the
Dominion Department of Labour of a new division which would assume the
responsibility for preparatory and technieal swork of this kind.

Another alternative to Dominion legislation iz the delegation of specific
authority to the agencies of the Dominion Government by provincial enabling
or concurrent legislation. This is the method uscd for the creation of uniformity
in employment office legislation, the handling of industrial disputes, old age
pensions and, more reeently, the marketing of natural produets. The problems
presented to the Commission are too complex and intricate to be solved satis-
factorily as a whole by this rather cambersome procedure, but there are undoubt-
edly many individual phases of these problems that, if more adequate treatment
is not now possible, might be partially dealt with by this method.
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(3} Recommendations with Respect to National Uniformity —

We attach such importance to national uniformity in employment standards
and conditions that we regard the following self-cxplanatory recommendations
as the heart of this seetion of our report. In comparison with these, our other
preposals, expressed and implied above, though we regard them asz important,
arce only incidental. We recommend:

{a) Thorough exploration of the constitutional possibility of-the ecnactment
of Dominion labour legislation.

(b} If such legislation is now prectuded by insuperable consiitutional
obstacles, the necessary amendment of the B. N. A. Act,

{c} The creation of an unpaid, permanent, representative, rotating, and non-
partisan, Advisory Council to the Dominion Minister of Labour, for the
following purposes:

(1) To work out the general principles and procedure of cffecting the
necessary readjustments after the Dominton legislation is enacted.

(i) To plan for decentralized but uniformly cfficient administration,
through provineial Departments of Labour, if possible.

(iii) Regardless of the enactiment of Dominion labour legislation, gen-
crally to encourage and promote public understanding of the
problems of labour relations, legislation and administration.

{iv) And for such other purposes as the Governor in Council or Minister
may determine.

(d} Pending the settiement of the constitution question of dominion or
provineial competence, annual convocation of a Dominion-Provincial
Labour Conference to consider:

(i) Methods of harmonizing provineial labour legislation.
(ii) The implementing of International Labour Draft Conventions.

We recommend also in this connection that the agenda for such
Dominion-Provineial Labour Conferences and all memoranda be
drafted and ecirculated by the proposed Division of Service and
Standards of the Dominion Department of Labour.

We suffer no illusions about the difficulty of the task before us and we are
well aware of the limited possibilities of immediate and complete social reform.
We wish to arouse no hopes that even the forthright and complete acceptance
of all our recontmendations will effeet a permancnt solution of the riddle of social
justice. But we urge grave consideration of the possibility that a refusal to take
these first steps on the road we are venturing to point out may have disastrous
consequences. '



