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ESTIMATED CANADIAN BALANCE OF INTERNATIONAL PAYMENTS

Preliminary Statement for 1940

While the tesk of analyzing Canada‘’s internationel receipts and payments
was much more complex in 1940 than in previous years and information is not yet complete
for oome groups of transactions, the preliminary statement jJust released dby the Dominion
Bureau of Statisticse 1s belleved to be sufficiently complete to reveel the broad outlines
of the balance of payments during 1940. The statement reveals the fact that the underly-
ing strength of Canada’s balance of payments with the rest of the world as e whole was
even greater than before the war. Her net surplus on current account transections with
all other countries was $176 million in 1940 compared with $137 million in 1939.

As was to be expected, many of the component items werc profoundly influen-
ced by the war.  “standing, of course, wac the enormous increase in Canada's exports to
the Unlted Kingdom, and an even greater rise in imports from the United States. The
latter was due to requirements Zor the Dominion's own war programme, to the substantial
Uhited States content in terms of matorials end new capital equipment of British war
parchases in Canada, and to the increased domestic demand for consumption goods from the
United States caused by sherply rising national income.

Financial developmonts arising from the war have made it necessary to con-
dider Cancda's total balence of payments position in terms of two separate divisions;
viz., transactions with the sterling area,and transactions with the rest of the world
with which Canada‘s dealings are on a U.S. dollar basis. In more normal periods, Caneda
has had a deficiency in current transactions with the United States, which has been
covered by her considersbly larger surplus with storling countries. The war has greatly
increased both the sterling surplus and the defici ncy of United States dollars, while
nt the seme time it has interfered with the normal process of offsetting one egainst the
other, since, because of the United Kingdom®s exchenge position, eterling is no longer
freely convertible into United States dollars. Consequently, this preliminary report
includes separate statements for Empire (i.e., sterling areas and Non-Empire (i.e.,

U.S. dollar area) countries as well as for the United Kingdom and the United States.
Such regional statements, however, are subject to a wider margin of error than the general
statement of the balance of internatbnal payments.

The first table in this etatement compares the current account items for
All Countries and scparately for the United Kingdom and the United States in the years
1939 and 1940. It should be noted that all amounts are given in Co:~dian dollars. Com-
parisons between 1939 and 1940 should, of course, take account of differing exchange rates
in the two years.

Current Transactions with the United Kingdom

There was & net credit balance on current account with the United Kingdom
.+ $347 million in 1940, campared with $126 million in 1939, the increese being accounted
for e¢hiefly by the rise in exports from $332 million in 1939 to $551 million in 1940.
These figures include exports to the United Kingdom on Cenadian account, as, for example,
cquipment for the Canadian forces in England. Commodity imports from the United Kingdom
were higher then in 1939, but they include goods owned by the Government of the United
Kingdom and brought into Canada for ite own use, (e.g., equipment for air training echools
in Canade). Thus, the value of both export and import trade with the United Kingdom is
overetated and has bcen offset by corresponding debit and credit entries under the heading,
"A11 Other Current Transactions."

The decrease in net payments of interest and dividends ie explained by
ropatriations of Canadlan gecurities formeirly held in the United Kingdom.

In 1940, there were credit balances for the freight and tourist items
which contrast with debits in 1939. The war, of course, led to the curtailment of tourist
visits to the United Kingdom.
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The change in the freight item reflects heavier expenditures in Ccnadian
ports by British ships, enhanced revenues of Canadian transportation companies due to
increased exports, and the inclusion of some inland freight in export valuations in 1939,
whereas in 1940, due to better statistical data, the inland freight could bde segregated.

Figures in 1939 and 1940 for "All Other Current Transactions” are not
comparable. Ip 1940, in addition to the normal service items, this category includes
substantial amounts on government account; e.g., Dominion government expenditures in the
United Kingdom in connection with the Canadian Active Army and United Kingdom expenditures
in Canade in connection with the war. There are also included certain offsetting
credite and debits in oconmection with terchandise trade, which are mentioned in the first
paragraph of this section.

The statement showing transactions between Canada and the United Kingdom
ih 1940 does not cover all transactions on United Kingdom account. For example, some
merchandise exported on U.XK. account was shipped to Egypt and Other Empire Oountries
and 18 thus included in the "Other Empire" section of the balance of payments statement.

Current Transactions With Other Empire Countries

A larger credit balance is shown in the current account with Other
Empire Countries in 1940 than in 1939. The net balance of approximately $76 million in
1940 is largely attributable to commodity trade, but freight receipts and current govern-
ment expenditures were also important. As mentioned in the preceding paragraph acme of
the transactions which are included in the statement for Other Empire Countries are, in
fact, on United Kingdom account.

Current Transactions with the United States

Cannda's debit balance on current transactions with the United States
rose from $39 million 1in 1939 to $269 million in 1940, due mainly to greatly increased
net cormodity imports. Imports from that country increased from $472 million in 1939 to
$717 million in 1940, while exports rose from $34L4 million to $424 million.

The value of net exports of non-monetary gold rose from $184 million to
$203 million, mainly because of the premium on the U.S. dollar. In terms of guantity,
the increase was from 5.1 million ounces in 1939 to 5.3 million ounces in 1940.

Net receipts from tourist trade were $82 million in 1940 ms compared
with $80 million in 1939. Although there was a sharp drop in receipts from United
States towrists, this was offset by the lower expenditures of Canadians visiting the
United States due to governmental restrictions on pleasure travel in that country in the
latter half of 1940.

There weas a small increase in net interest and -dividend payments, which
vas accounted for by the premium on payments of U.S. dollar bond interest. Net interest
and dividend payments were $201 million in 1940 as compmred with $197 million in 1939.
Freight paymente to the United States were naturally heavier because of increased imports.

The figures shown in the item, "All Other Current Transactions" are not

comparable in the two years because of certain credits which are included in 1940 as an
offget to commodity imports from the United States into Canada which were British owned.

Current Transactions with Other Foreign Countries

Net credits from current transactions with OtherForeign Countries were
mich smaller in 1940 than in 1939, declining from $63 million to $22 million. A con~-
traction in net credits from merchandise trade accounts for most of the reduction. The
curtailment of trade with continental Furope and Japan was largely responsible, as this
trade formerly produced & substantial credit balance. At the same time, imports from
South American countries increased more than exports to that area.

Capital Account Transactions with Empire Countries

Gross capital receipts by Canada from Empire countries totalled $116
million. This amount was made up chiefly of capital expenditures by the United Kingdom
on war plants in Canada, but also includes capital receipts by Canada in respect of
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securities, mortgages, real estate, estates and trusts, insurance transactions, ete.

Apart from $248 million paid for gold which was bought from Great Britain
in part settlement of her deficiency with Canada, and which was used in turn to settle
part of Canada's deficiency in the United States, Canada's gross capital payments to
Empire countries totalled $334 million. A reduction in Empire balances held in Canada,
which repatriation operations late in 1939 had left at an unusually high level at the
end of that year, plus sales of British-owned securities in Canada, plus private retire-
mente of Canedian securities held in tho United Kingdom, plus capital payments to Empire
countries in respect of direct investments, mortgages, real estate, estates and trusts,
insurance transactions, ete., accounted for $111 million of this total.

The remaining amount of $223 million represents the United Kingdom's
residual requirements for Canadian dollars on current and capital account - vhich were sumlsd
by the Dominion govermment., Of the total, $141 million was provided by official repatria-
tion; i.e., by redemption in advance of maturity of certain Dominion and guaranteed
C.N,R. bond issues held in the United Kingdom. The rest, amounting to $82 million, was
provided through accurulation of sterling belances by the Foreign Exchange Control Board,

Capital Account Transactions with Non-Empire Countries

Capital payments by Cenada to non-Empire countries in 1940 were, of course,
subject to the restrictions imposed by foreign exchange control. In general, payments
wore allowed only in the case of maturing contractual commitments, although certain other
speclal types of capital transfers were permitted in minor emounts.

Gross capltal payments by Canada to non-BEmpire countries were, therefore,
unusually low in 1940, amounting to $141 million. This includes redemptions of securities,
mortgages and other types of obligations, and the estimated reduction of non-Empire
balances held in Cunade, as well as capital payments in connection with real estate,
estates and trusts, inswrance transactions, etc.

Apart from the $248 million of gold received from Great Britain in part
settlement of her deficiency with Canada which was used in turn to settle part of Canada's
deficlency with the United States, gross capital credits in respect of non-Empire coun-
tries amounted to $167 million. This was accounted for in part by sales of foreign
securities (and some domestic securities) in the United States market, and by capital
receipts in connection with direct investments, mortgeges, real estate, estates and trusts,
insurance transactions, etc. The rest was accounted for by a reduction in Canadian hold-
ings of gold and U.S. dollar balances, and represents the means by which Canada covered
her residual deficiency on current and cepital account with non-Empire countries.

Notes on Items in 1940 Statement

Merchandise Trade

Recorded statistics of merchandise trade have been adjusted for balance of pay-
ments purposes to make them conform more closely to financial receipts and payments. De-
duotions were made from both exports end imports to remove normal non-commercial items.
Adjustments are also made on account of wheat movements for storage purposes, overvalua-
tions of imports, and certain unrecorded exports.

It should be noted, however, that statistics of merchandise trade include certain
non-revenue items on government account; e.g., exports of equipment to the Canadian forces
abroad. Corrections zre made for such items by offsetting entries under the heading,

"All Other Current Transections."

Net Exports of Non-Monctary Gold

This item is the value of "Net Exports of Non-Monetary Gold" as computed by the
Bank of Canada," and explained on page 152 of the September, 1939, Bank of Canade Statis-
tical Sumary. Roughly speaking, this figure corresponds to the value of current pro-
duction in Canada,






Tourist Expenditures

The estimate of touriet expenditures is based upon a much greater volume of
information than in previous years; this was made avallable through the cooperation of
the Custons Division of the Department of National Revenue and the Immigration Branch
nf the Department of Mines and Resources. Some 1dea of the improvement in the data for
estimation may be gathered from the fact that whereas in 1939 the expenditure sample
for motor tourists constituted a fraction of 1 per cent of the numbers, the sample in
1940 was over 80 per cent for Canadian motorists and over 50 per cent for some groups of
American motor tourists. The additional information which was obtained in 1940 indicates
that previous eatimates of the receipts and expenditures on account of tourist trade were
20 hign. Revised estimates for 1939 are shown in the accompanying 1939 statement. These
estimates were made by spplying 1940 expenditures to the count of tourists for 1939.

Intorest and Dividends on Securities

Income received by residents of Canada from foreign securities has been calcu-
lated for 1940 from improved records of security holdings. Amounts representing income
from British securities are somewhat larger than formerly estimated, while amounts repre-
senting income from foreign securities are lower,

Revenue accruing to residents of enemy occupied and proscribed territory from
investment in Canada is entered as a debit in the interest and dividend item, and offset
by a credlt entry in the capital account.

It should be noted that some remittances of income on investments other than
socurities, for wnhich data were avallable in 1940 for the first time, have been included
in the item, "All Other Current Transactions."

Freight and Shipping

Thie item includes estimates covering ocean shipping operations, freight paid
te Unitod States rallways on imports, inland freight earned by Canadian traneportation
companies carrying exports to the United States border or Canadian ocean ports, revenue
recelved by Canada from intransit traffic, and payments of premiums for marine and
wer-risk insurance on goods imported to Canada from overseas countries.

The estimate of inland freight to Canadian ocean ports is based on data avail-
able from April to December only. Prior to April some freight was included in the
merchandise export valuations.

Ocean shipping transactions covered include: freight paid to British or forcign
ships for imports, expenditures abroad on account of Canadian ships, payments by Canadian
companies for the charter of British or foreign ships, eearnings of Canadian ehips on ex-
ports and on traffic between foreign ports, revenue of Canadian companies from the charter
of' ships and expenditures in Canada on account of British and foreign ships.

It should be noted that the freight item of the balance of payments represents
the entire international exchange of transportation services since statistics of mer-
chandisc exports and imports exclude freight charges, with the exception noted above with
respect to exports prior to April, 19L0.

A1l Other Current Transactions

This item includes government expenditures, certain entries offsetting move-
monts of merchandise on government account and a wide range of miscellaneous transactions
mostly in the field of services.

The cash expenditures of governments in Canade which have been entered as
credits in the current account include: pensions pald to residents of Canada by British
and foreign governments, normal expenditures of consular, diplomatic and commercial
representatives in Canada, external revenue of the Dominion Govermment, and disbursements
in Canada by the United Kingdom and Allied Governments on account of current war expendi-
tvres. This latter group of expenditures excludea, of course, paymenta for merchandise
exported from Canada as these credits already appear in the item of merchandise exports.

Cash expenditures of the Dominion Government outside of Canada which appear as
debit entries include: payments to pensioners resident outside of Canada, normal external
expenditures of various departments, and the expenditures outside of Canada of the Depart-
ment of National Defence on War Account, other than for goods imported into Canada which
arpeey as merchendise Ilmports.
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This item does not include government transactions belonging to the capital
account such as official repatriations, changes in official balances, capital expenditures
by the United Kingdom Government, etc,

Besides the cash expenditure of governments, this item includes substantial
offgets to merchandise movements on government account which appear in merchandise
statistlics of imports and exports., For example, as a credit entry there i1s included
an amount to offget the import of goods owned by the United Kingdom or Allied Governments
for use or processing in Canada. In the case of guch imports, an offsetting credit, which
is a purely statistical entry, 1s included. Similarly, to offset the value entered in
export statlstics of merchandise exported on Canadian Government account, a debit entry
has been placed in the statement of transactions with Empire Countries,

This item also covers & heterogenesous range of transactions, which have been
consolidated for simplicity in presentation. Whille & considerable amount of new data on
some of these transactlons have been secured, the balance of paymente for these services
as a group in 1940 is not very much different from estimates in previous years, although
some have been affected by war eonditions. Included in this group are: Immigrant remit-
tances, advertising transactions, motion pilcture royaltlies, religlous and benevolent
remittances, including remittances by individuele and orgenizations connectsd with the
wvar, and a debit entry offsetting remittences in kind which are recorded in export
statistics, capital of irmigrants and emigrants, earnings of Canadlan reasidents employed
in the United States and United States residents employed in Canada, commercial and
financial services, telegraphs and cablee, artist and entertaimment services, other pro-
feesional, technical and management services, copyrighte, royalties, etc., dues to trade
and professional associations, operating expenses of offices and agencies, and other
sundry services. This item also ineludes certain currency adjustments and railway ex-
ponditures in the Unlted States of a current character, and new data on remittances of
income made available from sources developed in 1940, These romittaunces cover interest
on mortgages and loans, rents, crop share rentals, profits from speculetion and certain
types of business, income received by Canadians from foreign estates and trusts, etc.

Balancing Itenm

Thie is the balancing item between the current and eapital aceounts, and 1s a
reflectlion of errors or cmissions in the statement asince in a perfect balance of payments
statement, the net balances In the current aeccount and the capital account would exactly
offset one another. Owing to incomplote returns at the time the statement was drawn up,
some transactions, malnly intercompany, have not been entered in the statement. There are
other factors influencing the statement, which cannot be measured statistically, and,
therefore, have not been accounted for. Among these are the changes which have teken
prlace in the manner and period of payment for merchandise. Due to changes in practice
since the war, the normal “lag" in international trade betwsen shipments of goods and
recelipts of payments has been 8ltered to an indeterminable extent.

Revised Statement, 1939

Table 3 presents a revised statement of the balance of payments in 1939, Among
the more important revisions are new adjustmentas to statistics of merehandise exports and
importsand revised estimates of tourist expenditures.
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Teble l.--Canadian Belance of Internationcl Payments
Current Account Transactions, 1939 and 1940

(Millions of Canadian dollars)

1939 | 1940 | 195G ] 1940 | 1939, 1940
I. Canada and All Countries -
Merchandise trade-adjusted ....... 906 | 1,212 713 | 1,046 | + 193] + 166
Net experts of non-monetary gold . 184 203 - - + 184 | + 203
Tourist oxpenditures .......ee..e- 164 128 86 3 1+ W+ 8
IIltereﬂt md diVidendB PRI SCRCEY SN Y 57 52 311 306 ol 25h ¥ 25h
Freight md Bhip‘piﬂg LR IR B I . 87 138 119 132 £ 32 + 6
All other current transactions ... 36 113 68 43 | - 32| - 30
II. Cancde and the United Kingdom -
Merchandise trade-adjusted ....... 332 553 106 158 | + 2261 + 93
Tourddt cXBONAIRRECE .o 0 suswivs . v 5 11 2 1- L}j+ 3
Intereﬂ'b mld diVidend.B essepr oo 2 2 79 70 - 77 > 68
Fredgh' and SRAPBABE . ..cconeensns 24 60 36 32 |- 121+ 28
All other current transactions ... 6 52 13 o-1-- 7= 3
TOTALS--Current Account ...... 371 670 245 323 | + 126 + 347
TTY. Canada and the United States -
Merchandise trade-adjusted ....... 34k 42y y72 717 | - 128} - 293
Net exports of non-monetary gold . 184 203 - 3 + 184 + 203
Tourist expenditures ...eceeveee.e 152 122 72 o | + 80|+ 82
Tntgrost and GINIGENAe. o . .. sumie s 27 29 224 230 | - 197 - 201
Freight and shipping ..... . k6 ) 61 78 | - 15{ - 29
All other current transactions ... 22 42 35 w1~ B~ N
TOLALS--Current Account ...... 75 869 864 11,138 | - 89 - 269
IV. Cenada and Other Empire Countries -
Merchandise trade-sdjusted ....... 104 157 71 103 |+ 33|+ 5S4
TNOURHITTt -CXEPERUENENRCE) 5 dtes o o o b es-e 2 1l 2 o - -
mtereet O.nd. diVidendB 25 esenorncece 3 1 2 2 + 1 2 1.
Freight and shipping .ecceveeeecoss 7 16 9 8 T U+ 22
All other current transactions ... (1) 11 i E - o1 ¥ X3
TOTALS--Current Account ...... 116 186 79 120 | + 371+ 76
V. Cenade and Other Foreign Countries -
Merchandise trade-adjusted ..,..... 126 80 64 68 |+ 62+ 12
Tom‘ist Bxpenditures S 6 8 00" E g0 eae 3 (l) 1 (1) + 2 =
Intercat and d1vidends ....eeces.. 25 20 6 8 4+ 10¢+ 16
Fr'eight mld. Bhippirlg ----- cenorvrn 10 13 19 18 e 9 1a 5
All other current trensactions ... 8 8 19 § o = g
TOTALS--Current Account ...... 172 121 109 99 |+ 6314+ 22
o g |

(1) ZLese than $500,000.
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Teble 2.--Estimated Canadian Balance of International Payments

Preliminary Statement, 1940

(Millions of Canadian dollars)

e . o

Credits Debits Net
I. Canada and All Countries -
Current Account
Merchendise trade-after adjustment ........ocoe. 1,212 1,046 | + 166
Net exports of non-monetary gold ......eyecevenan 203 - + 203
POUFLEARN ORPETIEIERG - . L) o s samssrasaseopsadrrioss 128 43 + 85
TS B LI |« 'l s v s ons av e sy ge el 52 306 - 254
TRt SR SICIEEIN . ..o loiceoe v o oo oo on odng ok g aie o 138 132 + 6
ALl othér current trensagtiond .........oveedfieo 1P 143 -
T B T T T e S R DA 1,846 ;670 1 + 08
Seaial (ol d TRaREac EImMALR) 1. s 5.0 o 0 50 s v Hummimrsiie + 248 248 -
T S ETECE T R R SN PR PRy 283 475 - 192
TR T R S e - - 16
IT. Canada and Empire Countries -
Current Account
Merchandise trade-after adjustment .....co.ovs00s 708 261 + W7
g SRR R e e R o P 6 L] * 3
o G Y P e - A N 3 72 - 69
IR BREEGRE & & s on oo o5 0004 ofier ¥ glasbomn s 76 36 +
All other current transactions ......pceveseseses 63 61 + B
TOTALS--Current Account - United Kingdom ......cesees 670 323 1 + 347
Other Fmpire Countries .... 186 110 + 76
All Empire Countries ...... 856 433 + 423
S R BTG . . oi o o o s R s s 5a) 4o Boini 35 4 Piemind MESOR & 116 - + 116
T S S s TP R e e 972 433 + 539
Bl "Gl TransoctanBllild . oi.. oo oois o opmestes o - 248 - 28
DR DRBAE ..o - o vn v 5o M EIEPT o s s s RsdPH s 0 g ws s ey - 334 - 334
SRR SRR ... oo cocnini pd [T Btped s gnems o 50 ol hcasians o-sne - - + U3
IIT. Canada and Non-Empire Countries -
Current Account
Merchandise trade-after adjustment ....ccocecvsas 504 785 - 281
Net exports of non-monetary gold ....seevececvene 203 - + 203
T B R A T R T S S S PR 122 Lo + 82
Tntercli anl Al ARNEs - . 5 e is e i oo idvioiieane 49 234 - 48
o T, MR ST T R S 62 96 - 34
A1l other citpent tHEENBAGLIONS ...« ..o ooppootnrasne 50 82 - BN
TOTALS- -Current Account - United States ......cocevee 869 1,138 - 269
Other Foreign Countriles ,.. 18 99 + 22
All Non-Empire Countries .. 990 1,237 - 247
Copittel Dol o o abib »oav b dalbal PR S0 Hingod e - 141 - 14
T YR T R R R S e (U SRR e e 990 1,578 - 388
Spenlal Gold ‘TraNaabiiGRElL) v ovooinsosonsmespaos 248 - + 248
ORI G| oo oo o oo eooee #R. s 0kakd & o onped Fueles hnrtisa) o nik 167 - + 167
BRGNS TIREUR) « e os o is o S RRT 0000 b b OV, SRR - - - 27

15— 0 8 s 0 o A et e i~ o —— o —

(1) This represents gold received from the United Kingdom in part settlement of her
deficiency with Canada, and used in turn to settle part of Canada's deficiency

(2)

with the United States.

This balancing item reflects possible errors and the omission of certain factors
which cannot be measured statistically such as changes in the timing of payments

for goods and services.,
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Table 3.

Canodian Balance of Internctional Payments

Revised Statement, 1939

(Millions of Canadian dollars)

e ————

L%, CONFTRIES FMPIRE COUNTRIES NON-EMPIRE COUNTRIES
Credits Debits Net Credits Debits Net Credits Debits Net
Current Account

Merchandise Trade--ofter adjustment ........cece.- 906 T3 + 193 436 177 ¥ 299 k70 536 - 66
Net Exports of Non-Monetary Gold{l) .......ccecec.. 184 - 4+ Wk - - > 184 . + 184
Mol Tat TN . . ... .0 0.0 cins el aseie 164 86 + 78 9 13 . 15% 73 + 82
Inboncat ARG SIEVIIENOB . |, ... ... 5000 oless ioge.e o otefilode o bty asn o )i 311 - 254 ) 81 - 76 92 2% - 179
el ol SIEERRERRE ;. . . .. sibosasinis.sies o s sl she dure s as 87 119 - 38 3 39 = 8 56 8o - 24
Otiller 'Cirreont BEORBECELIONS .. i ..o onvesios s ot sos 36 68 = | BN 6 14 - e 30 5k - 24

R -CRrvaRE ACOOUNE. i sadohioss cbnis spelssas oms 1,434 1,297 + 137 487 32k + 163 k7 973 = 86

Capital Account

New Issues of Canadian Securities ......eeeeveee.. 155 ) - ) 155 )
SRR Te - ST WA & o & 1 o beies e B o B e b | g g ;
Retirements of Canadian Securities ........eeceoe.. & N ) - 120 )|+ 2k
B CubElde o WERNRAER .. .o did i oo siobeldoms i ot s | 120 151
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(1) "Net Exports of Non-Monetary Gold" includes domestic monetary purchases.

(2) Included in this item are the net movements of funds resulting from the operations of the branches, subsidiaries, etc., of British and foreign
companies in Canada; subsidiaries etc., of Canadien companies operating outside of Canada and the net movements of funds resulting from the

international transactions of Canadian trust companies.

Although the more Ilmportent current transactions of these concerns, such 28 dividends,

have been included in the cwrrent eccount, various small items of current transactions that are difficult to segregate remain in this {tem.
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