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ESTIMATED CANADIAN BALANCE OF INTERNATIONAL PAYMENTS

Preliminary Statement for 1939

The preliminary statement of the Canadian Balance of International Payments
for 1939 presents provisional estimetes of the current items of goods, gold and services
and the principal capital items in Canada's international accounts for the year. While
complete and final information will not be available until later in the year, suf ficient
data are now available to permit the presentation of the salient features of last year's
transactions.

The Canadien Balance of International Payments for the year 1939 retained the
seme general outline as revealed by statements for a period of years. As has been the
case in each yeer since 1933, the current external income of the Dominion exceeded cur-
rent disbursements in other countries by a wide margin. The balance of credits on cur-
rent account in 1939 was $209 million compared with $180 million in 1938 and $218 mil-
dulion.fin 1937 .

Income from each of the three principal sources of revenue, usrchandise, gold
and the tourist trade was at a higher level than in 1938 but payments to other countries
on account of interest and dividends and freight were also somewhat higher. The three
broad groups of capital movements shown in the capitel account also attained greater
proportions than in 1938 and followed in the same direction as in the preceding year.
For example, the outflow of capital for the retirement of Canadian securities owned
abroed was heavier, while the inflow of capital arising on balance frox sales and pur-
chases of outstanding securities was &81so in greater volume than in 1938, Other capital
movements, including changes in short-term foreign assets and liabilities, continued to
be heavier and reflected debits on balance.

Influences affecting the balance of payments in 1939 were, however, much more
diverse than the above-noted parallel changes in the statement would suggest. Among
the economic influences of significance to Canada in the pre-war months was the higher
level of economic activity in North America compared with the first part of the previous
year, and the greater concentration upon rearmament in Furope. During this period some
of the predominant movement of capital from Eurcpe to New York was diverted to Canada
although on a relatively small scale; while in the first six months of the year there
were appreciable inflows of capital to Canada from the United States. With the ocutbreak
of war an entirely new background was created. The widespread extension of economic
controls and the concentration of effort in belligerent countriss imposed & new economic
framework which is exemplified by foreign exchange control, the regulation of interna-
tional capital movements and the increased importance of public finance. The realignment
of foreign exchange rates that accompanied the war has elso had profound influences
upon the commercial and financial relations between nations. The rapidly sccelerated
pace of business in the United States was another influential factor in the latter half
of the year.

Alterations in the balance of payments statement in 1939 should accordingly
be regarded in the 1ight of changing conditions and special circumstances. The larger
balences of credits from the merchandise and tourist trades esnd from gold reflect in the
main increased external income. An increase in exports of merchandise to the United
States was an important factor contributing to the larger credit balance, as this expan-
sion in exports was more than sufficient to offset the larger imports from the United
States and the contraction in the credit balences from trade with the United Kingdem and
other overseas countries. This reduction in the debit balance on merchendise account
with the United States took place in the pre-war months as both imports end exports be-
tween Canada and the United States were greater after August. The expansicn in the
value of trade in the latter months of the yeer was a reflection of heavier demend for
goods in both countries as well as of the effects of the lower foreign exchenge value
of the Canadian dollar upon the velue of trade in terms of Canadian currency.
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Summary Table

Canadian Balance of Internationsl Payments 1935 - 1939

Ha' Receipts or Credits (+);Net Pesyments or Debits (-)

{in millions of dollars)

1935 1936 1937 1938 1939 (1)
Current Account of Goods, Gold and Services
e MBI GRS R oo v« . erdr e s%m s e e e d i HLO2 7 - OO0 2 +213.3 +181.9 +202.0
TR L e S e T = Pt vers IABLZ T 4131.0 -#145.0 ~+156.5  wlaand
s oumnEt R del s TN ST Moo s e o +11902 +140Q0.9 + 17053 = 1S +165.0
4. Interest and Dividends ........ Con IO -208.6 -233.8 -246.2 -251.0 -260.8
5- Freight @ €8 0 6 0 9 N 6 0% 60 6 s e e e 8B e e m oo-"‘l4vl “17.8 -25.5 -2504 -40.8
6. Miscellaneous SeTVICES tveveesoroesonn e = 29.0. - 32.0 - 38.7 ~ 43 .5 - 40.8
7. Net Receipts or Credits on Current e T
AEROUNG v P b . s ol D 5 o oie 55 A BB T=E0B 5 +218 .2 +180.2 +209 .0
Capital Account

8. New Issues and Retirements of Securi-

51 T e o R TR L - T i ] Rl -154.4 -163.9 - 88.4 - 61.9 - 90.2
9. Sales and Purchases of OQutstanding Se-

o s R e e e e L += Dl =@ LR - 4.8 + 28.9 + T8
10.0ther Capital Movements ......... eI, s TR § - QL0 — 9756 -105.6 ~-102 .0 -144.0
11.Net outward Cepital Movement ......... Al e 5 -198.8 -135.0 -162.1

BIRERREE SN ] THBEML o sirs ramsid B 5 57a e &% oo oue™ o = m G 54.8 184 ASHE 46 .9

(1) Preliminary

(2) In 1939 this item represents "MNet Exports of Non-lonetary Gold" rather than "Net
Credits ."

The exchange factor also had the effect of raising the value of net exports of
non-monetary gold in the months following August, although the main increase in the
value of exports of non-monetary gold is on account of larger production of the metal
in Canada. It should be noted that the figure representing net exports of non-mometary
gold in 1939 includes domestic monetary purchases. The increase in the gold stock of
the Bank of Canada in 1939 due to purchases of gold amounted to $21,152,000. This
credit appearing in the current account is offset in the capital account by an entry of
the same amount.

While preliminary estimates of the tourist trade show a slightly higher balance
of credits, it will be observed that tourist expenditures both in Canada and outside of
Canada declined. The contraction in the expenditures of Canadians outside of Canada
was greater than that in expenditures in Canada. The total expenditures in Canada were
fairly well sustained because of the heavy volume of travel in the swmmer months before
the war. = .

Net payments for interest and dividends are estimated at a higher level in
1939 than in any year since 1932. The change in balance was chiefly due to a sharp
drop in receipts of dividends from some companies operating abroad in which there are
large Canadian interests. Total payments of interest and dividends by Canada to inves-
tors abroad were not much changed so far as can be ascertained from available informa-
tion. While interest payments in recent years have been appreciably reduced because of
the volume of retirements of Canadian bonds owned ebroad, the reduction in 1939 was not
very great, as the premium on United States dollars paid to bondholders abroad in the
latter months of the year was sufficient to cancel part of the reduction due to retire-
ments in 1938 and 1939. Information to hard regarding dividend payments by Cenedien
companies to shareholders abroad is as yet incomplete, but indicates that such payments,
both to portfolic shareholders and to parent compenies outside of Canada, continued to
be heavy. Payments on account of freight were also greater, a reflection in part of
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increased imports from the United States and of a sharp rise in the cost of ocean trans-
portation. Other payments for services remained substantial on balance, even though
some sources of credits furnished larger receipts.

While capital movements in 1939 continued to be predominantly outwards, there
were important counter-movements as well as special circumstances to be considered. The
net retirement of Canadian securities owned abroad was egain an outstanding feature
of the Canadian capital account. The excess of retirements over new issues abroad in
1939 is estimated at $90.2 million as compared with $61.9 million in the previous year.
A major contributinz factor to this large excess of retirements over new issues abroad
was the redemption of part of the Dominion of Canada 3 1/2% Registered Stock of 1930-50,
which was called after the outbreak of the war, since a rumber of the other externally-
owned bonds retired during the year were refinanced by new bond issues sold in the
United States. This repatriation operation,; begun in November, 1s an importent factor
in the Dominion's cecatribution to the allicd war effort. In contrast, the amount of
new issues sold in *the United States before the war was greater than the amownt of re-
tired 1ssues owned there. The net retirements of $90 million do nct represent a net
outflow of funds equal to that entire amount in 1939, as there were oifsetting changes
in short-term banking assets and limabilities in connection with these security trensac-
tions which are taken into account in the ilem "Other Capital Movements."

In contreeh to the outward movement of capital for the retirement of securi-
ties is the large inflow of capital from the internatiocnal trade in outstanding securi-
ties. Sales of securities to other countries surpassed purchases by $72 million. This
capital inflcow was from the United States and other foreign countries, Canada having
repurchased securities from the United Kingdom on balance. The influx, although
heaviest in the first five months, was maintained throughout the year except in the
months of June and September. 1In the months following September the capital inflow was
almost all from the United States. This inflow of capital erising fram the internaticmmal
trade in securitiss was accounted for principally by the trade in Canadian and United
States securities. Canadian securities were, on balance, s0ld to Urited States and
Furopean investors, the United States preference.being for Canadian bonds while most of
the other foreign demand was for Canadian stocks. Sales of United States stocks by
Canadiamns were substantial.

Iess complete information is available at the time of writing resgarding other
capital movements in 1939. Nevertheless, the extent of certain groups of tramsactions
is already kncwn and sufficient data on the trend in others are available to furnish
the basis of & preliminary estimate. This group of capital movements gave rise to a
larger net debit than in previous years. Included in this item are canital movements
connected with international direct investments, insurance companies, changes in short-
term assets and liabilities and accounting adjustments such as a debit entry to offset
the inclusion of damestic monetary purchases in the credit item of the current account
"Net Exports c¢f Non-Monetary Gold."

The long-run effects of the cepital movements in 1939 upon the balance of
international ‘ndebtednes of Canada were varied. British holdings of Canadian securi-~
ties were reduced while United States holdirgs of Canadian bonds and other foreign
holdings of Canadian securities, particularly stocks, increased. At the same time
Canadian holdings ¢i United States stocks were reduced appreciably. The effects of
operations during the yvear upon the value cf direct investments and upon the value of
portfolio holdings cf existing stocks can only be ascertained after a detailed ap-
praisal. Fluctuations in short-term assets and liabilities were considerable and, being
subject to unusual developuments, require special interpretation.

Notes on the Principal Items of the Current Account

Merchandise Trade (Exclusive of Gold)

Statistics shown under this item exclude all gold and have also been altered
for balence of paym:nts purposes by adjustments such as the elimiration of non-commer-
cial items.
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Comparable data on the commodity trade for a five-year period follows:

1. Merchandise Trade Between Canada and Other Countries (Exclusive of Gold),
adjusted for Balance of Payments Purposes 19835-1939,

(In millions of dollars)

Net
Exports Imports Credits
IR colipeh cad) 2 s T oko s 1o & ofisegs 735 .6 542 .9 + 192.7
AROEBIEE 5T% % s oo Mol 947.9 625 .7 + 322.2
B T TR <k ¥enss Tons o (e e~ T OQBRST 796 .4 + 213.,3
SRR o oo T s ¥ (3L T 665.2 + 181.9
HIOBCEF RN, , M, RS o) e 933.6 731 .6 + 202.0

The value of both exports and imports increased approximetely 10 per cent in
1939, The gain in exports was $86.5 million, while the gain in imports was $66.4 mil-
lion with the result that net credits from merchandise during the year increased from
$181.9 million to $202.0 million. Some increase in the Canadian dollar value of trade
in the last third of the year is attributable to the premium on United States dollars.

As is customary there were large ¢redit balances from merchandise trade with
the United Kingdom and other overseas countries and a debit balance from trade with the
United States. Although the credit balances from trade with the United Kingdom and
overseas countries were lower in 1939 than in 1938, the effects of such contractions
upon the balance of trade with all countries were more than offset by a reduction in the
debit trade balance with the United States. For, while imports from the United States
reached their highest level since 1930, exports to that country also were greater than
in recent years and increased more in 1939 than did imports.

Gold

The amount of $184.4 million entered in the statement for 1939 to account for
gold represents the value of "net exports of non-monetary gold" as computed by the Bank
of Canada. This figure is not comparable with those used in the gold item of the
balance of payments statement in previous years, mainly for the reason that it includes
gold purchased for domestic monetary stocks. Such amounts, however, are offset in the
capital account of the balance of payments in 1939 by a debit entry included in the
item "Other Capital Movements®" representing an equivalent import of monetary gold. The
figure used in the gold item for 1938 reflects the net credits received, and consequent-
ly does not include "domestic monetary purchases™ in that year. Net exports of non-
monetary gold in 1938 are computed at $160.5 million, a figure comparable to the #$184.4
million shown in the statement for 1939. Changes in gold held under earmark were taken
into account in caleulating all amounts shown.

Although the principal reason for the larger exports of non-monetary gold in

1939 was the increase in production, another factor was the premium on United States
dollars from August until the end of ths year.

Tourist Expenditures

Preliminary estimates of the international expenditures of tourists and
travellers indicate that there was a balance of credits in Canada's favour of about
$165 million in 1939 compared with $162 million estimated for 1938.

Total expenditures of tourists from other countries are provisionally estima-
ted at $275 million, while the expenditures of Canadians outside of Cenada are placed
at $110 million. Both groups of expenditure were lower than in 1938 when the corres-
ponding amounts were about $283 million and $121 million respectively. While the out-
break of the war affected the tourist trade, the resulting reductions in some types of
traffic appear to have been more than offget by heavier movements earlier in the year.
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A summary of tourist expenditures in recent years follows:

Estimated Tourist Expenditures 1935-1939

(In millions of dollars)

Expenditures in Expenditures of ,
Canada of Tourists Canadian Tourists Net
from Foreign in Foreign Credits
Countries Countries
(Credits) (Debits)
L O] A A 214 .8 95 .6 11952
e s T 251.3 110.4 140.9
PGB =™ e vl s el e 294.7 124 .4 170.3
NGBS Yy, ¢ TRgeh o 283 .0 121 .0 162.0
AROBB =M ewal o1« % v o 2 5n0 110.0 16550

Interest and Dividends

Net payments on account of interest and dividends are provisionally estimated
at $260.8 million campared with #$251 million in 1938.

The most important change was the decline in receipts of dividends from cam-
panies abroad, which had the effect of increasing net payments on interest and dividends
account, as available information indicates that total payments by Cenada in 1939 were
about the same as in 1938. Any reduction in interest on Canadien bonds paid to bond-
holders abroad because of retirements and refinancing was mostly offset by the premium
on United States dollars in the last quarter of the year. Partial data on dividend
payments of Canadian companies, on hand at the time of writing, indicates that dividends
paid to both portfolioc investors and parent campanies renained at a high level in 1939,

Estimated Receipts and Payments of Interest and Dividends by Canada 1935-1939

(In millions of dollars)

Received by Paid by Canada

Canada from on British and Net

Investments Foreign Investments Paymen ts

Abroad in Canada (=)

L S e W = 62.0 270.6 - 208.6
ERORIG e et o5 ome o e . o oz 310.0 - 233.8
R e ehviloke. + oo fono HoNonors oo 78.8 325 +0 - P46.2
L2 E RO G Aol 66.0 317.0 - 251.0

IEBEE o1 ae s reiareie da T 53.2 314.0 - 260.8

Freight and lMiscellaneous Services

Although it is possible to estimate only approximately, so early in the year,
the changes on freight account, sufficient informetion is available to reveal the trend.
A substantial increase in net debits is allowed for in this item on account of larger
payments to United States railways for freight on increased imports and on account of
the very sharp rise in ocean freight rates and the war risk insurance in the last four
months of the year.

Preliminary estimates do not point to much change on balance in the payments
for other services, etec. Included in this group are government expenditures for other
purpcses than merchandise, interest, and principal; charitable and missionary contri-
butions; advertising transactions; motion picture and other royalties; entertainment
services; the earnings of international commuters; immigrants®' remittances; and the capi-~
tal of immigrants and emigrants. Among the more notable changes in this group of tran-
sactions in 1939 were heavier government expenditures on account of the war and substan-
tial imports of capital before the war by refugees and other immigrants fram Europe. In
same instances capital brought by the latter was used to establish new industries in
Canada.
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Notes on the Capital Account

New Issues and Retirements of Canadian Securities Owned
Outeide of Canada

Retirements of Canadian securities owned abroad continued to exceed sales of
newly issued Canadian securities outside of Canada. Net retirements in 1939 are esti-
mated at $90.2 million compared with $61.9 million in 1938. Both new issues and retire-
ments were in heavier volume in 1939 than for several years.

Estimated New Issues and Retirements of Canadian Securities
Owned Outside of Canada 1935-1939

(In millions of dollars)

New Issues Retiremsnts of Net
Sold Abroad Issues Owned Retirements
Abroad
GBS .5 i o 1740 271 .4 - 154 .4
I 1o —— B¥ et ANe 106.1 P70 M0) - 163.9
BCOBNRE ", % oroeracs. ono 89.5 EHUANS - B88.4
1L 21503) gy A e 88.6 15055 - . B9
T i e S 144 .5 234 .7 - 90.2

As the above table reveals, the total of new issues sold outside of Canada
in 1939 was the highest during the past five years. Each group of bonds, Dominion,
provincisl, municipal and corporate is represented in the total, and about one half of
the total is made up by large public utility issues. With the exception of a municipal
issue sold in the Netherlands, practically all of the new issues were sold in the United
States. Most of the bonds sold were for the purpose of refinancing maturing or called
issues owned outside of Canada and a substantial part of the credits shown in new
issues account is offset by debits in the item "Other Capitel Movements" representing
& rise in short-term foreign assets.

O0f the total issues owned abroad which were retired during the year considera-
bly more than half were called for redemption before maturity. Wwhile some of the re=-
tired issues were refinanced by the new issues sold outside of Canada referred to above,
others were refinanced by issues sold in domestic capital markets. Retirements were
heaviest among corporation issues and these, along with that part of the Dominion of
Canada 3 1/2% Registered Stock of 1930-50 which was redeemed during 1939, represent the
bulk of the total retirements of $234.7 million. The Dominion Government, municipali-
tiss and corporations retired, on balance, securities owned abroad, while sales of new
issues of provincial government bonds in the United States exceeded retirements by an
appreciable margin.

Although total net retirements amounted to $90.1 million, there were inflows
of capital on balance from the United States and from overseas countries other than the
United Kingdom arising from sales of new issues. It is estimated that new issues in the
United States exceeded retirements during the year by $26.1 million while net new issues
in "other countries" were about $3.4 million. The net retirement of issues owned in the
United Kingdom, on the other hand, are estimated at about $119.7 million. This inflow
of capital from the United States and other countries took place in the months before
the war while, in contrast, most of the retirements of issues held in the United Kingdom
took place after the outbreak of war. In fact, the repatriation of the Dominion of
Canada 3 1/2% Registered Stock accounts for a large portion of the retirements of bonds
held in the United Kingdom, and this operation is part of Canada's econamic contribution
to the prosecution of the war.

It should be pointed out, however, that some of the amounts discussed above
are offset in the balance of payments statement for 1939 by debits and credits tekem
into account in the computation of the item "Other C~pital Movements" to represent
changes in short-term banking assets and liabilities resulting directly from security
transactions entered in the New Issues and Retirements item.



1 q-t-l'.ﬂh. 1.1&#& -

L_ -h!:l ..'.Ilﬂﬂzm_:*t

90 9 u@ ,-uﬁﬂf'

-‘.n- (ol l 8

< ;’J-Iun:ir ; - r'h- er
m '&;;;. & ECELEE TR LR o
¥ Shwer . "?ﬂwm hnq,l %— .
.52 Gina & LAY

MR Lt &m .-
Liwyi- s 1o ln k
L

1-%1#5 Em l:_;r‘

=
i ﬁ_ﬁ-m-um-L{&
| mvtrmmﬁ'ﬁ
.-. by i a'r'“ m# .
S En -ﬁ-f SRS s "F"-'“- ahar
R lEl, =5 Tt 365 W % 5.9 yaotn otei
£, N 13 1 l.f, S T rll;.b 129w S5 !-‘aﬂ" ""’HF —g-,te
B B8 s 1+ sow R B0 et 30 7 BEE B :
T ol SR S @lun,:;_ -

e ’Yﬁ.:

iH-‘-




) s

Sales and Purchases of Qutstanding Securities

Although the volume of trading in securities between Canada and other countries
was smaller in 1939 than in 1938 the net inflow of capital was much heavier., Sales of
securities by Canada to other countries exceeded purchases by $72.1 million.

Sales and Purchases of Securities Between (Csnada and
Other Countries 1935-193%

(Millions of dollars)

Sales to Purchases from Net Sales (+)
Other Countries Other Countries Net Purchases (-)
SIS e ) S 301.8 250.8 + 51.0
2L e, 422.5 414 .7 + 7.8
SRS 72 e oo R 506 .6 511 .4 - 4.8
R S s i s 369 ,2 340.3 + 28.9
11251 S S s IRl S 238.9 + 72.1

Most of the inflow of capital in 1939 was from the United States., Of the
total net sales to all countries shown above there were %57.4 million originating in
the trade with the United States. The remaining inflow was from overseas countries
other than the United Kingdom, net sales to these countries being $20.2 million, while
in the trade with the United Kingdom there were net repurchases by Canadieans of $5.5
million.

The inflow of capital from the United States arose from sales of both Canadien
and United States securities. Net sales of Canadian securities to that country were
in the trade in bonds, there being small repurchases of Canadian stocks on balence, The
inflow of capital from overseas countries, mainly from continental Furope, was, on the
other hand, mostly for the acquisition of Canadian stocks. Both Canadian stocks and
bonds were repurchased in the trade with the United Kingdom.

Sales and Purchases of Securities Between Canada and Other Countries,
by Groups of Securities, 1939

(In millions of dollars)

Net Sales (+)

Sales Purchases Net Purchases (-)

Cﬂn&dian Bonds se s s e s e e “ e s 0 117.8 78.7 + 3901
Canadim StOCKS R I I I I A 78.0 66.0 + 12.0
Total -~ Canadian Securities ...... 195.9 1447 + 51.2
United States Bonds .....c.cune g 14.3 i 14 P e = [(0)
United States Stocks .eveesveenne. Stk 7a3:0 ol L1745
Total - United States Securities.. - Al =1, <B4 + 18.5
Other Securities - including un-

SpeCified bonds es s s 0 av e u s e v 1215 9.9 + 2-6
Potal .~ ALL-SECOT GBS, svervsves i 811:0 238.9 e

As the above table reveals, foreign holdings of Canadian securities increased
while Canadian holdings of United States securities were reduced as a result of the
trade in securities. Of the total of $372.1 million net sales of securities by Canada
during the year, there were $51.2 million originating from the trade in Canadien securi-
ties, $18.3 million from dealings in United States securities, $1.0 million in United
Kingdom securities, while the remaining #1.6 million was made up of short-term and other
foreign and unspecified securities. Dominion, provincial, Dominion guaranteed and
corporation bonds were all sold on balance. Net sales of all groups of Canadtan bonds
amounted to $39.1 million while net sales of Canadian stocks were $12.0 million, Almost
all of the $18.3 million net sales of United States securities were in the trade in
stocks.

Partially offsetting the net credits of $72.1 million entered in the capital
account of the balance of payments statement under the item "Sales and Purchases of



F i~ o
- —— -y

—ea ST

o
)

-,

P T N
WA
X iRaTR ~ A

R 3 Wl w
L e
. =+ e b

-5 omonpe 1 B o

; :* *:iﬂ* piCuEE &

. ll'lj:‘ L

i

. - ;'I Fl T -ﬁ;

; . <l

; B N ST e

e q_l_r:ﬂ::.‘m:::::.rl:'.:.'; . - Jes3
B

l—: ,‘u’iﬁl 3

ol .
T e e e

| .

N
Jh!-

i



-

Qutstanding Securities" are debits appearing in the item "Qther Capital Movements.t
These debits represent an estimate of the difference between net sales of securities and
net sales of foreign exchange. This difference arises from various factors, including
the reduwe tion of Canadian brokerage balances in New York.

Other Capital Movements

Preliminary estimates of other capital movements in 1939 point to a considera-
bly larger net debit than in 1938. While records of many of the transactions included
in this item will not be available until later in the year, sufficient records of im-
portant parts of the item as well as preliminary data covering other parts are on hand
to permit a tentative estimate, which may be regarded as indicative of the trend rather
then representing the absolute amount involved., It should be pointed out that this
item does not exclusively reflect long-term capital movements, as a substantiel part of
the item represents changes in short-term assets and liabilities end unavoidable ac-
counting offsets to transactions entered elsewhere in the balance of payments statemsnts.

Included in "Other Capital Movements" are estimates of the net remittances be-
tween campanies in Canada and their head offices and subsidiaries in other countries
when these remittances are not entered elsewhers in the balance of payments statement,
e.2. in the interest and dividends item. The operations of a very large group of com-
panies are therefore accounted for by this item, embracing as it does the tresmseaetions
of British and foreign branch and subsidiary companies in Cenada and of the foreign
subsidlaries of Canadian companies as well as ¢f insurence companies and Canadian trust
companies. The heading "Other Capital Movements" also covers the net change in the
foreign essets of Canadian banks and an adjustment to the statistics of sales and pur-
chases of outstanding securities referred to in the notes on that item. In the camputa-
tion of changes in short-term banking assets and liabilities in 1939, allowance was
made for some unusually large transactions partly offsetting entries in the it ems re-
presenting new issues and retirements of Canadisn securities owned outside of Canada.
Purchases of gold for domestic monetary stocks have been entered as debits here to off-
set their inclusion in the current account item "Net Exports of Non-Monetary ¢old."

Residual Item

This is a balancing item measuring the difference between the balancing items
0f the current and capital accounts. Theoretically, in a perfect balance ¢f payments
statement, the net balances in the current aeccount and capital account would exactly
offset one another. The residual item, therefore, is a measure of the accuracy and com~
Pleteness of the statement and may reflect either errors or omissions. In & preliminary
statement such as the present it is not usually possible to draw very definite comnclu-~
sions regarding the character ¢f transactions or estimetes affecting the residuel item.
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Estimated Canadian Balance of International Payments

Freliminary Statement for 1939

(In millions of dollars)

Credits Debits

Exports Imports Net

Visible Visible Credits (+)
and and (0)y3)

Invisible Invisible Debits (-)

Current Account of Goods, Gold and Services

Merchandise Trade (Adjusted) ..... e T 933.6 NG 6 + 202.,0
T e Pt B e, Do . . 184.4 = + 184 .4
O E AL EHTeT L7, oo, eherd-o B e 275.0 pilio o + 165.0
imuereEteandiilvidends, ~omn Fram. o o b, ot 53.2 314.0 - 260 .8
Freight Transactions n.o.p. ..... P e P 86,0 126 .8 - 40.8
Miscellaneous Services etC. v.vevicevasonenos 29l 69.9 - 40.8
Total Credits and Debits as Above ,....ivvees 1,561.3 T BaES + 209.0
Balancing Item - Difference between (redits
ARAEBeRNIS, SIOME |y mrare oo oioe s siotere 5T 0 B0 5 o i 209.0
=561l eD 5561 %3
Credits Debits
Capital Account

New Issues of Canadian Securities sold

aheeads (Cineclnding refinaneing ) . ve. v oiseco v o 144.5 )

Retirements cf Canadian Securities owned ) -~ 90.2

IO rews s W) LT - Rk s e Skl e T e 234.7)

Sales and Purcnases of Outstanding Securi-

1 28 . 8 oo o b i || IO S Sl 311.0 238.9 e
Other Capital Movements (Net) ...ccecvevrnons - 144.0 - 144.0
Total Credits and Debits as Above .......... S 455.5 617,.6 - 162,1
Balancing Item ~ Direct Estimate of Net Out-
swesdsiovementy of Capitel ..t v v, T L2 .

61756 617.6

"Residual Item - Difference between the
balancing items of Current and Capital Ac-
COTTIIS - % _ansei oo d L b 0 Ol T, - 2 o 46 .9

(1) "Net Exports of Non-Monetary Gold" - Includes Domestic Monetary Purchases.
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REVISED STATTMENT 1938

Geographical Distribution of Canada's Tuternational Payments in 1638

A revised statement of the Canadian Balance of Internatioral Payments in 1938
showing the geographical distribution of transactions is presented in a table at the
end of this report. While the geographic:l distribution of some importent groups of
transactions is a matter of record, that for others is estimated. Although the distri-
bution of transactions by countries is based on less well-defined data than the totals
for all countries, the analysis does provide a delineation of the main outlines of
Canadsz's commercial and financial dealings with the United Kingdom, the United States
and other countries. It throws light upon the scurces of demand for Canadian goods and
services as well as on the distribution of Canadien purchases of goods and services. It
also reveals the direct source and destination of movements of cepital although the
beneficial cwnershin or ultimate destination of capital may not always be disclosed. In
geroral, it chould be noted that transacticas are classified in the statement by country
of residence of the participants rather than by the currency in whicn they are executed.

The geographiczal distribution of the Censdian Balancs of Pcyments in 1938 re~
veals the fcllecwing bread outlines. Net credite were derived from current account
transactions with the United Kingdom and from both current and capital account transac-
tions with "other countries® while there were net debits on capital account with the
United Xingdom and on both current and capital accounts with the United States. The
principal changes betwesn 1937 and 1938 in ths current account balances consisted of
larger net credits with the United Kingdom and "other countries” and a larger balance of
debits with the United States. The main charges in the capital account were: an in-
creased outward capital movement to the United Kingdom, a sharp contrection in the out-
flow to the Uaited States, and a heavier infiow from other countries. Total net pay-
ments on current and capital account to the United States were smaller, while total net
receipts from the United Kingdam were lower and those from other countries were higher.

In current trading with the United Hingdom in 1938 merchandise and gold pro-
vided the sources of large balances of credits which were partly cancelled by substan-
tial payments of interest and dividends to investors in the United Kingdor and by appre-
ciable payments for other groups of services. The balance of credits on current ac-
count was greater than in 1937. Capital movements in each of the three groups shown
were predominantly tcwards the United Kingdom, with the result that the net outflow of
capital of $53.2 million from Canada to the Unitedl Kingdom in 1938 was the highest in
the twelve years (1927-1938) for which statistics are available. Tctal net credits on
current and capital account combined were accordingly slightly lower in 138 than in
1937, being $143.1 million as against $152 .5 million.

In the current account with the United States the tourist trade and gold con-
tinued to be the main sources of credits on balance, while the merchandise trade and
interest and dividend payments to United States investors gave rise to the bulk of the
debits. The balance of debits in the current account with the United States rose
sharply in 1938 as a result of increased debits in the merchandise trade and decreased
credits from gold and tourist expenditures, end was higher than in any year since 1933.
The net movenesnt of capital from Canada to thzs United States was much smaller than in
1937 or other recent years. Whlle retirements of (anadian securitiec owned in the
United States and "other capital movemecnts” were somewhat smaller, the main reason for
the reduced net outflow was the net inflow of capital arising from the trade in out-
standing securities in contrast to an opposite movemsnt in 1937. Tctal net payments on
current and capital account with the United States in 1938 were $233.8 million compared
with $240.2 nillion in 1937, the reduction in capital outflow being mostly of fset by
increased net paym:nts on current account.

The current account with "other countries," i.e. countries other than the
United Kingdom and the United States, :© ows larger net credits than in eny ysar since
1929. A rise in net credits from merchandise, and unusual exports of gold to Europe,
were responsible for the increase. The capital inflow to Canada from “other countries®
was also larger than usual. Most of this inflow came from sales of Canadian stocks to
investors in continental Europe. The net credite on current and capital account combined
amounted to $135.9 million compared with 4$:27.. million in 1937 and are larger than in
any ‘year since 1¥&a9.
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Balancing Items of Current and Capital Accounts Between Canada and the United
Kingdom, The United States and Other Countries 1934-1938

Net Receipts or Credits (+); Net Payments or Debits (-)

(In millions of dollars)

LSS —————————
Balancing Item of Current Account between Canada and

All United United Other
Countries Kingdom States Countries

ST + 74.8 + 93.2 - 93.5 + 75.1
HLE L 5 R MRS +176.9 +113.9 (045 + 62.7
MRGRIE Y - o o +308.5 +228.7 - 10.7 + 90.5
OB s Sivene +218.2 +176.8 - 558.3 F=96%7
O s -« +180.2 +196.3 =133 .4 +117 .3

Balancing Item of Cepital Account between Conada and

All United United Other
Countries Kingdom States Count ries
JLEI5 e - -115.8 + 98.9 -213.0 o =l
L) 55 e e -173.5 - 44.1 ~1.39%9 + 10.5
ISEbe i .. -253.7 - 28.8 ~226,2 + 1.3
11215 . -198.8 ' - 24.3 -184 .9 + 10.4
AL CHE A -135.0 - 53.2 ~-100.4 + 18.6

Total Net Current and Capitel Transactions between Canada and

All United United Other
Countries Kingdom States Count ries
(Residual Item)
1)) e - 41.0 +192.1 -306 ,5 + 73.4
9S8 + 3.0 + 69.8 ~139.6 + 73.2
HOBE-... . . .. + 54.8 +1:99,.'9 -236 .9 + 91.8
QEERE. . ... . + 19.4 +152.5 -240.2 +107.1
iR + 45.2 +143.1 ~233.8 +135 .9

Long-term changes in the balance of international indebtedness of Caneda,
insofar as they are the result of security transactions during 1938, were in the fol-
lowing directions:

Holdings of Canadian bonds and stocks in the United Kingdom were reduced by
both retirement operations and repurchases of Canadian securities by Canada. On the
other hand, the holdings of Canadian securities in other overseas countries increased.
Most of this demend from Europe was for Canadian stocks., While considerable changes
took place in the holdings of Canadian securities in the United States, there were im-
portant divergent movements of capital. The amount of Canadian bonds held in the United
States was reduced by redemptions but a balance of sales by Canada to the United States
in the trade in securities cancelled part of the effects of the retirements upon total
holdings. United States holdings of Canadian stocks were also increased by the trade in
securities during the year. In the same period Canadian purchases of United States
bonds were appreciable, while there was a small balance of sales of United States and
United Kingdom stocks and slight purchases of other foreign securities. Other changes
in international indebtedness in 1938 are more obscure and, being often the result of
internal changes, will be completely revealed only at = later date.
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Estimated Canadien Balance of Intermnational Payments
Revised Statement for 1938
(In millions of dollars)
Net Credits (+); Net Debits (-)
n "7 Transactions Between Cansda and ‘i
A1l Countries | Uni ted Kingdau United States other Countries
Credits Debits Net | Credits Debits Tet Credits Debits Net Credits Debits Net
A. Current Account of Goods, Gold and Services
1. Merchandise Trade (Adjusted) ....... 847 .1 B6i.2 SNSRI | | i3Iy, gL2 0 Y/ +220 .4 M0 411.8 -134.1 2881.5 13259 4419546
2. Gold (Estimated Net Credits)(l) 15§ 5 LY HIERE N | ey - + %99 64.2 IR 12.4 2 AiEg
5. "Bourcist: Meendibtures 13008 L Aiasll 2827 W23120! | LG4 , (o845 1disb = 6 B T IzaRA0 10 #1507 10 6.6 ot [ 5 )2
1. | Smiteresitl andWlividends | Hdets - (M sm 1 e 66.0 S || L2EW L CH6 82.9 - 82.3 28,140 Sy’ Aei piehONs 14¢ 40.4 APt 523 L
5 1 + B eio T, I BEARSACH 1ONSRITA0ND) i Tordie V5Tt |- » 79.6 LeE 0 - 25| 23.9 o T - 6.2 $902 @5y, = 1160 6., S 7 =l O
6. Miscellaneous Services etc. ........ 5 (2o Vil B89 1z 48,5 ‘ A DL 7 24 190 114635 23 6un 13130 2k A 1T I L
7. Total iwedits and Debits as above .. | 1,455,3 1,275.1 +180.2 | 458.3 262.0 +196.3 | 690.8 824 .0 -133.4 306 .4 189 A11W.%
8. Balancing Item - Difference between
Credits and Debits above .......... ' 202, l 196.3, 133.4 LW S
INABELE T{RES {4588 458.3 824 .0 824.0 306 .4 306 4 i
ro
B. Capital Account i
1. New Issues of Canadian Securities
sold abroad (including refinancing) 88 .6 - ) | (0%, - ) 38.3 - ) - - )
2. Retirements of Canadian Securities ) - 61.9 ' )= | = B3 8 ) - 40.0 i Q.
GURedNEDBOBA: 11t sicjelthn « o s Hors 2 5 - 150,51 ‘ - 71.6) - 8k5) - 0.6)
3. Sales and Purchases of Outstandlng i I
Scum Niics r i3 L I s S g i h Lo ek & S R s B gD 340.3 + 28.9 l St 1 64.3 =~ 12.2 283.5 SEINZN 3 22 33.6 A A7 4t LIS
4. Other Capital Mbveuents R Y - 10250 21021105 - T8 75 - 19.7 - B245 1118256 O'S - 05
5. Total Credits and Debits as above... h o eve s B2l aT F18Es0 102 4 B0 ~ 53.2 S2N$.8 422 .2 ~100.4 35..9 AT LR ER 0= N5
6. Balancing Item — Direct Estimate of |
%ot Capital Movement ......c.ecicees 135.0 8.8 100.4 1836
592 .8 592.8 A 15516 422.2 422 .2 33 .9 S3L9
7. Residual Item - Difference between
the balancing items of Current and
Capiitalf Accoun'ts .l ticele s docn®s siabione 45.2
—_— —— — L"‘—"_"""'* e ——e —————

&5

Includes earmarked gold.
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