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EDITORIAL FOREWORD  

Professor F. A. Knox of Queen's University was 

retained by the Royal Commission on Dominion-Provincial Relations 

to assist Dr. Mackintosh in his work for the Commission (The. 

Economic Background of Dominion-Provincial Relations) and to 

make a study of Dominion monetary policy from 1929 to 1934. The 

purpose of this study is to give a detailed account of the 

development of the monetary policy which Canada followed in this 

period as a background for consideration of the relationship 

between federal monetary policy, regional incomes, and provincial 

finances. Particular attention is given to the contention that 

an alternative policy of deliberate depreciation would have 

alleviated conditions in the exporting regions with corresponding 

benefit to the public finances of the provinces concerned. 

The method of presentation and any expressions of 

opinion are solely the responsibility of the author, and not of 

the Commission. 

Professor Knox analyzes the Canadian balance of payments 

with particular attention to the features which are significant 

in determining exchange rate movements and to those which may be 

affected by Dominion policy. Canada's dependence on exports of 

primary commodities, which are subject to wide fluctuations in 

demand and price, and on spasmodic borrowing, to meet the 

relatively stable amount of interest payments due abroad and the 

irregular volume of foreign debt maturities is emphasized. This 

composition of the balance of payments, in common with that of 

other raw material exporting, debtor countries, contained obvious 

elements of instability. Professor Knox notes that the operation 

of the Canadian monetary system added to this instability and 

tended to intensify both booms and depressions. Nevertheless 

the exchange value of the Canadian dollar recovered from the 

weakness it had shown in 1929, and instead of depreciating 
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further in company with the currencies of Argentina and Australia, 

as the depression gathered momentum, was brought back to par 

in 1930 mainly by unusually large net capital imports. Prior 

to England's departure from the gold standard neither official 

nor public opinion showed any particular interest in monetary 

policy, although the tariff increase of 1930 was noted as a 

factor in helping to support the dollar. 

In spite of the great fall in imports, and the sale of 

gold and liquidation of foreign assets by the banks, the 

depreciation of sterling in September 1931 found the Canadian 

dollar in a weakened foreign exchange position. Depreciation, 

roughly half that of sterling, immediately followed, and made 

exchange policy a live issue. Exporters selling in terms of 

sterling found the already serious price deflation intensified, 

and whole industries and areas were threatened with bankruptcy. 

Their proposals for further depreciation of the Canadian 

dollar to the level of sterling were rejected, however, because 

public opinion was not prepared to take the then unprecedented 

step of deliberate depreciation, and because of fear that the 

credit of the country would be destroyed and foreign obligations 

could not be met. In addition it was felt that the increased 

cost of foreign debt service and essential imports wotld offset 

the increased gain of exporting groups. On these grounds the 

government expressed its most resolute and emphatic opposition 

to putting the dollar on a sterling parity base, and adopted 

a policy of exchange independence. The mid-way position of the 

Canadian dollar between sterling and the United States dollar 

was accepted as a "not unsatisfactory compromise" between the 

various Canadian interests concerned. 

During 1932 an alternative policy of price raising 

crystallized, and was pressed at the Ottawa Imperial Conference, 

An increased cash basis for the banking system and low interest 

rates were envisaged as a positive line of attack on deflation, 

Although there was doubt whether it could be carried out to a 
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useful extent by even the Empire as a whole, acting without the 

co-operation of the United States. However, Canada followed 

this policy, the chief manifestations being the $35 million 

Finance Act transaction of November, 1932, and the attempts 

to secure lower interest rates by putting through conversion 

loans. 

The depreciation of the United States dollar in '1933 

was accompanied by further depreciation of the Canadian dollar, 

and roughly the former exchange relationships were restored. 

Thereafter there was no particular pressure for further 

depreciation of the Canadian dollar, and the government felt 

more free to proceed with its easy money policy. The latter 

culminated (as far as concerns the period under discussion) in 

the $522 million note issue in 1984 and the organization of 

the Bank of Canada. 

Professor Knox then briefly reviews the history of 

currency depreciation in Australia and Argentina, finding that 

in both cases serious depreciation occurred much earlier than 

in Canada because of the virtual cessation of capital imports 

and the sharp fall in exports at the beginning of the depression, 

and that far from deliberately adopting such a policy, 

depreciation was resisted until banking and other resources for 

the maintenance of the currency were exhausted. 

Part II discusses the merits of the case for depre-

elation to the sterling level in 1931-33. Professor Knox 

briefly considers the theoretical effects of such a policy on 

the major exports, on general confidence, on the volume of 

investment and thus on the economy and national money income. 

His conclusion is that such a policy would have brought benefits 

of greatly varying importance, to the major exporting industries 

and areas in the country; that investment, then already at a 

very low level, would not likely have been further reduced; 

that certain price and cost disequilibria, and regional stresses 

and strains would have been corrected, and that the national 
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income would have been increased. Professor Knox believes 

that such a policy was both mechanically feasible, and, at the 

time of England's departure from the gold standard, 

psychologically feasible. 

This study attempts nothing more than a description 

of the monetary policy actually followed, and discussion of a 

selected alternative. It is left to more general studies to 

consider the relaticnship of monetary policy, in the light of 

all other federal policies, to regional incomes, and to 

provincial finances and fiscal policy. 

The first draft of this study was completed in 

August, 1938, and after having been circulated to the Dominion 

and provincial governments for comment, was revised where 

necessary and put in its present form in the spring of 1939. 
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PART I 

The Influence of the Monetary Policy of the 
Dominion i- overnmant on the Foreign Exchange 
Value of the Canadian Dollar, 1930-1934. 

Introduction 

The discussion in this, the first part of this memo-

randum, is an attempt to answer three questions: Why did the 

Canadian dollar not depreciate as early or as much as did the 

Australian pound and the Argentine peso? In what way, if at 

all, did the Canadian government actually support the Canadian 

dollar? Why did the government reject the suggestion that the 

Canadian dollar be depreciated? 

The information required to discuss such topics is 

set down in the tables. Table I gives the average monthly and 

yearly price of New York funds and the pound sterling in Montreal. 

The basic facts as to the supply and demand of foreign exchange, 

of which use must be made in explaining these exchange rate move-

ments, are set out in detail in the table, "Can da's Balance of  

International Payments, 1900-1937", in the Appendix. The chief 

items are summarized in a somewhat different form, better suited 

to the present purpose and for the years under discussion, in 

Table II, "Canada's Balance of International Payments,1928-1934". 

Because of their particular significance for the analysis of 

exchange rate movements, monetary gold movements, defined as 

changes in the actual stock of monetary gold held by the Depart-

ment of Finance against the Note Issue and by the commercial banks, 

have been separated from other gold movements in this table. 

Non-monetary gold exports are put in the current account along 

with merchandise exports, and the monetary gold movement is in-

cluded with changes in the foreign balances of the commercial 

banks under the title, "Balancing Items". 

The exchange rate movements of the years 192S-1934 as 

given in Table I show two distinct periods. During the years 
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TABLE I 

MONTHLY AVERAGE PRICE OF NEV YORE FUNDS IN MONTREAL, 1929-1935 

(In Dollars) 

Month 1929 1930 1931 1932 1933 1934 1935 

January 1.00 1,01 1.00 1.17 1.14 1.00 1.00 
February 1.00 1,01 1.00 1.15 1,20 1,01 1.00 
March 1.01 1.00 1.00 1.12 1,20 1,00 1.01 

4211 1,01 1.00 1.00 1.11 1.18 1.00 1.00 
May 1.01 1.00 1.00 1,13 1.14 1,00 1.00 
June 1.01 1.00 1.00 1.15 1.11 .99 1.00 

July 1,00 1.00 1.00 1.15 1.06 .99 1.00 
Augast 1;01 1.00 1.00 1.14 1.06 ,98 1.00 
September 1.01 1.00 1.04 1,11 1.04 .97 1.01 

October 1.01 1.00 1.12 1.11 1.02 .98 1:01 
November 1,02 1.00 1.12 1,15 .99 .98 1.01 
December 1.01 1.00 1.21 1.15 1.00 .99 1.01 

Average 1.008 1.001 1.043 1.136 1,092 .990 1.005 

0 O 0 0 0 0 0 0 0 • 0 0 • 0 • 0 • • 0 0 • 0 . . •  0000000000 

MONTHLY AVERAGE PRICE OF THE POUND STERLING IN MONTREAL, 1929-1935  

(In Dollars) 

Month 1.929 1930 1931 1932 1933 1934 1935 

January 4.86 4.92 4.86 4:03 3.85 5,07 4.89 
February 4,87 4.89 4.86 3.96 4.10 5.08 4.88 
March 4.88 4,87 4.86 4.06 4.13 5.11 4.82 

April 4.89 4.86 4.86 4.17 4.23 5.15 4.86 
May 4.88 4.87 4.86 4.16 4.50 5.10 4.90 
June 4,88 4.86 4.88 4.21 4.61 5,01 4.94 

July 4.87 4.85 4.87 4.08 4.93 4.99 4.97 
August 4.87 4.86 4;87  3.97 4,79 4.95 4.99 
September 4,88 4.85 4.69 3.85 4.84 4,86 4.97 

October 4,92 4.85 4.38 3,72 4.79 4.84 4.98 
November 4.95 4.85 4.19 3.76 5.08 4.87 4.98 
December 4,92 4.Q6 4.09 3.79 5.10 4.89 4.98 

Average 4.888 4.866 4.689 3.979 4.586 4.993 4.929 

Source: Dominion Bureau of Statistics, Internal Trade Branch. 
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1930 and 1931 the prices of the pound sterling and the United 

States dollar in Montreal varied little from par: this was 

a period of stable exchange rates. In 1932 and 1933 following 

the abandonment of the gold standard by Great Britain, the 

prices of those two currencies on Canadian exchange markets 

fluctuated greatly. Only in late 1933 was the former relation-

ship between the Canadian dollar, the pound sterling and the 

United States dollar restored. The year 1934, the last of 

the years here under review, was again one of currency stability. 



Chapter I. The Foreign Exchange Value of the Canadian 
Dollar prior to Britain's abandonment of the 
Gold Standard in September 1931  

(a) Canada's Balance of International Payments - high 
variability of money income from exports and from net capital 
imports contrasted with relative'stability of the large interest 
and dividend payments due abroad. 

The situation from which Canada was launched in 1929 

into the greatest depression of modern times was, when viewed 

from the present, an ominous one. The high annual variability 

of most of the main items in Canada's balance of international 

payments will strike anyone who glances at the detailed table of 

our balance of payments since 1900 given in the Appendix. During 

upward swings of the world business cycle, Canada has shared, 

with other economically new countries, periods of heavy capital 

imports and expanding merchandise trade; during depressions 

she has been subject to all the readjustments which must be made 

when drastic declines occur in the income derived from the sale 

of goods abroad and the import of capital. In recent years this 

variability has been accentuated by a growing but irregular 

burden of foreign debt maturities. So continuous and heavy has 

been the import of capital since 1900 that the annual debits in 

our balance of international payments because of interest payments 

and the meeting of maturities are now large. The annual amount 

of interest and dividend payments due on balance to other 

countries does not vary much from year to year. This steadiness 

accentuates the pressure on the balance of payments in years of 

depression. A given and but slightly diminished liability has 

to be met at such times out of a rapidly declining income from 

the sale of goods and services abroad and the import of capital. 

Since maturities of previously-issued securities 

became a considerable factor in Canada's balance of payments 

about 1924, their annual amount has varied between a high of 



$270 million and a low of $104.7 million; in four years since 

1924 the variation from the year before has been almost $100 
(1) 

million. This bunching of maturities in particular years is 

due to the issuing of larger numbers of securities in good bond-

market years; to the fact that the market often favours bonds 

of a particular term; and to the custom of issuing bonds for 

periods of ten, twenty or some other round number of years. If 

a year of heavy maturities happens to coincide with business 

depression, the country may suffer seriously from the lack of 

attention to such possibilities when the securities were being 

issued. 

(b) The working of Canadats monetary system accentuated 
the boom and led to the abandonment of the gold standard early in 
1929. At the onset of the depression it appeared that the 
foreign exchange value of the Canadian dollar would decline. 

Since debtor countries are peculiarly dependent upon 

international transactions which have this high variability 

throughout the several phases of the business cycle, their national 

money incomes show much wider variations than do those of more 

mature countries. Unfortunately this variability may be accentuat- 

ed by the inflationary and deflationary tendencies of a competitive 

commercial banking system uncontrolled by a central bank. In 

times of business prosperity the commercial banks of capital-

importing countries acquire increased cash reserves readily. This 

cash from abroad becomes the basis for a considerable addition to 

the volume of bank deposits; the national money income grows 

rapidly. When good times turn into bad, the inflow of cash may 

turn into an outflow. The consequent reduction in bank cash 

reserves may, if it be severe, force the banks to refuse their 

customers some of the accommodation they desire. If this occurs 

the banks become active agents of monetary contraction. The 

reduction of money income, inevitable in depression, is increased, 

(1) See table in the Appendix, Column X1X. 



Central banks attempt to prevent this sort of contraction by 

providing the commercial banks with adequate cash reserves. But 

in 1929 Canada had no central bank. Borrowing under the terms 

of the Finance Act was, it is true, a possible way of increasing 

cash reserves. But experience has shown that banks are reluctant 

to borrow during depressions. It was probable therefore that 

the national money income in Canada would be sharply reduced upon 

the onset of depression by the inevitable drop in the value of 

exports, by the reduction or cessation of a net capital inflow 

and also by a shrinkage in bank lending because of a fall in bank 

cash reserves. 

The severity o: this reduction in money income was 

likely, in the circumstances of 1929, to be particularly serious 

because of the unusually high level to Which the boom in Canada 

had attained. In 1928 the level of business and the national 

money income were already so high that a large adverse balance of 

international payments had led to an outflow of monetary gold 

(Table II). Normally such a loss of cash reserves by the banks 

would have forced a reduction of bank lending and moderated the 

current expansion of business. But the banks replaced their 

lost reserves by borrowing under the Finance Act (Chart I). 

They thus shifted the drain of gold to the government's reserves 

and were able to finance further business expansion. The buying 

of foreign goods and the investing of money abroad by Canadians 

went to such lengths that the Dominion government's gold reserve 

against the Dominion note issue Was brought to a low level by tha 

go'd drain. The government therefore ceased to provide gold for 

export early in 1929. Thus Canada abandoned the gold standard 

well before the onset of the depression. If such action was 

necess&ry before the boom broke, the prospects of a resumption of 

gold paymants after the crisis haa set inn wore „poor indeed. 

Apparently then, in 1929 Canada was headed for currency 

depreciation as surely as was Australia, Argentina or any other 
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primary-commodity-producing, capital-importing country. The 

pressure on her foreign exchanges had already sadly depleted the 

Dominion government's 'stock of gold. The balance of payments 

was sure to suffer further deterioration from the fall in export 

prices already under way. Unless net capital imports rose to 

unprecedented heights the large interest and dividend payments on 

foreign investments in Canada would bear heavily upon a diminishing 

amount of foreign exchange available from net exports of goods 

and services. Since the resumption of monetary gold exports was 

improbable, a rapid rise in the value of foreign exchange seemed 

the likely outcome. 

(c) The sharp increase in the net inflow of capital, 
partly tie result of fortuitous circumstandes, prevented the 
deprediation of the Canadian dollar in 1930. Dominion government 
borrowings in New York and higher tariffs were contributory 
factors. 

But the Canadian dollar did not depreciate. In the early 

months of 1930 both New York funds and sterling funds returned to 

par and even went to a slight discount. Not until mid-1931 did 

that rise in the price of foreign exchange to which all signs 

pointed in 1930, at last appear. The Canadian dollar fell little 

in value until after the United Kingdom abandoned the gold 
• 

standard and the pound had declined sharply. In the writer's 

opinion this behaviour of the Canadian dollar is the chief reason 

for Canada's choice of a "sound money',  policy. Had the Canadian 

dollar gone the way of the Argentine peso and the Australian pound 

the Dominion government would have accepted its depreciation. No 

government would have dared to subject the country to the deflation, 

that would then have been necessary to restore the dollar to par. 

The explanation of the Canadian &oiler's failure to 

depreciate is simple. Canada's net import of capital in. 1930 

rose to $315.7 million, the highest net capital import of any 

year since 1914 by over $100 million and, what is more significant, 

$249,6 million larger than the net import of capital for the year 

1929. The summary of the balance of payments position shown in 



Table 11 reveals the fact that this additional credit of $249.6 

million in 1930 enabled us to pay the highest current account 

deficit of the whole period 1928-1935 and yet have a surplus 

of credits by which our banks were enabled to import just under 

$20 million of gold without reducing their foreign balances. The 

Canadian dollar returned to par because, through a rise in not 

capital imports, Canadians got possession of a volume of foreign 

exchmnge in excess of the demand for it at any higher price. 

The effect of this very large not capital import in 

1930 on the foreign exchange value of the Canadian dollar was 

enhanced by the fact that the current account deficit was only 

slightly larger in 1930 than in 1929 (Table II, item 9), One 

would have expected a sharp increase in the current account 

deficit because the prices of exports of foods and raw materials 

tend to fall more rapidly in the early stages of a depression 

than those of imported manufactured commodities. But the fall 

in value of imports actually exceeded the decline in the value 

of exports. Although export prices fell more than import 

prices, the fall in the latter was an important cause of the 
(2) 

shrinkage in the value of imports. A 'reduction in the number of 

new construction projects probably reduced the import of industrial 

raw materials. The decline in the physical volume of production 

and the reduction in the money income of exporters both tended 

to a reduction of imports. 

The large net capital import of 1930 is to be attributed 

not only to borrowing by the Dominion government but also to two 

fortuitous developments. That the volume of new issues of 

securities by governments and private borrowers reached a peak 

of $426.3 million in 1930, as shown in Table III, was the natural 

result of uncompleted projects, unimpaired credit and easier 

conditions in the New York bond market. _Even apart from the X104 

million Dominion government loan of 1930, the total net borrowings 

'would have exceeded those of 1929 by over X50 million (Table III).  
(2) In 1929 the index number of the wholesale prices oT imported 
commodities stood at 94.2 (1926 = 100); in 1930 it had fallen to 
83.7. The change in the index of the wholesale prices of exported 
commodities was from 92.2 in 1929 to 77.4 in 1930. 
(Canada Year Book, 1936, p. 821) 
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That maturities of securities formerly issued should have fallen 

to $99,2 million (Table III), the lowest amount for any of the 

years 1927-1936, was the first of the accidents of the year. The 

small volume of maturities abroad was the result of the maturity 

dates given securities issued in former years and the proportion 

estimated to have been taken outside Canada at the time of issue. 

As a consequence the netacapital import through new issues of 

securities, less maturities and redemptions, reached 
(3) 

exceeded only twice since 1900. The other important 

be noted here, though hardly an accident, is not the 

the foresight of any government. The rising incomes 

a total 

change to 

product of 

of Canadians 

during the boom years 1926-1929 led them to participate heavily 

in the international trade in Canadian and foreign securities. 

The Dominion Bureau of Statistics estimates the net movement of 

securities to have been heavily inward in each of t ese years 

(See table in Appendix, Column XXI). The mounts were largo 

enough to make Canada a net capital exporter in the years 1925* 

1927 and 1928. In the latter year the net purchase of securities 

rose to $188 million (Table II, item 11); in 1929 the net purchase 

stood at X105 million; in 1930 it fell to almost nothing. The 

significance of this new item in our balance of payments is two-

fold. During the boom years the stimulating effect on the national 

money income of capital imports arising from the continued heavy 

issues of securities abroad, was partly offset by this capital 

export. As a consequence the adverse balance on current account 

did not rise to the heights it might have attained. In the second 

place, when the depression began this outflow of funds ceased with 

the fall of the security markets, thus greatly reducing the demand 

for foreign exchange and easing the strain on the rate. Not only 

did this new net capital export mitigate the boom and so lessen 

(3) The differences between the totals shown in Table III and 
those of Table II are due to minor revisions Which have been 
incorporated in the latter table. 
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the readjustments to bo made later but also, its cessation. 

relieved the foreign exchange markets of a considerable pressure. 

Thus the lapse of maturities to their low, the cessation of net 

purchases of previously-issued securities from residents of other 

countries and the rise of new issues to their peak, combined to 

produce that extraordinary net import of capital which brought 

the Canadian dollar back to par in 1930 in opposition to the trend 

common to debtor countries. 

The actions of the Dominion government bear directly on 

these changes in Canada's balance of international payments for 

1930 at two points. In, the first place the higher tariff duties 

imposed at the special session of Parliament in September 1930 

operated during the last quarter of the year as an additional 

restriction upon the volume of imports. The second point is 

probably of more importance however. Without the $100 million 

loan floated by the Dominion government in New York late in 1930, 

the net capital import for the year might have been insufficient 

to meet the deficit in the balance of payments on current account 

(Table II). In that case the lessened supply of foreign exchange 

would probably have caused a rise in its price; the dollar would 

have depreciated. 

The Dominion government's need for funds during the 

fiscal year ending March 31, 1931 arose from a current account 

deficit of $71 million, requirements of the national railways 

of $70 million, and public =irks $22 million. In the Budget 

speech on June 1, 1931 the Minister of Finance in discussing 

the loan, mentioned the needs of the railways, a $45 million. 

domestic maturity on December 1, 1930, and $25 million falling 
(0 

due in New York on April 1, 1931. In view of the pronounced 

.onsing of the New York bond market during the year, it is probable 

that the government was induced to borrow there rather than in 

Canada by favourable terms. Such action, moreover, would ease,  the 

strain on. the domestic bond market leaving.its resources available  

(4) House of Commons Debates, Session 1931, Vol. II, pp. 2149ff. 
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to other borrowers whose credit did not stand so high in New York. 

Though the support given the Canadian dollar by borrowing abroad 

rather than in Canada is obvious, there is no evidence that this 

aspect of the transaction was an important motive in inducing the 

Dominion government to borrow abroad rather than in Canada. Through-

out the year the supply of foreign exchange was so abundant that its 

price fell; the Canadian dollar returned to par after having gone tc 

a discount in New York in 1929. The government would have-been 

surprised had anyone suggested that the Canadian dollar neoded 

support. Yet it is clear that the added supply of foreign exchange 

provided by Dominion government borrowing in New York was an 

important factor in maintaining the value of the Canadian dollar on 
(5) 

foreign exchange markets in late 1930 and early 1931. 

(5) The very intimate relation between the-capital markets in 
Canada and the United States has led some to regard the North 
American capital market as in effect one, from which any particular 
North American region might draw up to the limits set by the opinion 
of investors. They believe it possible therefore that had the 
Dominion government not borrowed 400 million in New York in 1g30- 
other borrowers might have been able to borrow more in the United 
States than they in fact did. If this be true then the borrowing 
by the Dominion government cannot be regarded as supplying addition-
al foreign exchange to the amount of $100 million and this act of 
the Dominion government had in fact much less significance •it 
supporting the foreign exchange value of the Canadian dollar than 
is commonly supposed. 

But even if this possibility be ignored, there are 
important offsets to the deflationary pressure undoubtedly exercised 
by the continued high value of the Canadian dollar to which Dominion 
government contributed. The national money income was raised 
directly by the proceeds of the loan as these were spent by the 
Dominion government. A yet more important result of the favourable 
balance of payments position of 1930 to which this loan contributed 
was the improvement in the cash reserve position of the Canadian 
commercial banks. A reference to Chart I will show that the banks 
were able to pay off practically all their borrowings under the 
Finance Act and at the same time to raise "Chartered Bank Cash" 
almost to the levels of the boom years. Part of this improvement 
Was due to the return of cash from circulation in Canada. But an 
important part of it was provided from the net credits shown in the 
balance of payments for 1930. From the foreign exchange thus 
obtained, the banks wore able to meet all demands for foreign 
exchange at current rates, to maintain their not foreign balances 
(Table II, item 15) and to import - on balance $19.6 million of 
monetary gold (Table II, item 16). Such a remarkable improvement 
in bank cash reserves is unusual in the first year of depression, 
It sufficed to postpone any "scramble for cash" amongst the banks 
and the monetary contraction which might otherwise have arisen 
from a fall in bank cash reserves, Whether or not the banks 
voluntarily restricted their lending in an effort to improve 
their cash reserve ratio is quite a different matter not hero 
under discussion; the point is that so far as their cash reserve 
position was concerned there was little excuse for restriction° 
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(d) Canada's foreign exchange position weakened steadily 
during 1931. Depreciation of the dollar was prevented until Britain's 
abandonment of gold by the fall in imports and the sale of gold and 
foreign assets by the banks. The restrictive effects of higher tariffs 
were important but the Dominion government's borrowing abroad, was less 
than its own maturities abroad. 

That so favourable a position in Canada's dealings with other 

countries as that of 1930 would not continue was to be expected,but the 

change for the worse in 1931 was very severe. Total income from exports, 

other current items, and capital imports fell to 58.9% of its 1930 level, 

a loss of almost X550 million in one year (Table IV). This is accounted 

for by the virtual disappearance of net capital imports and a great fall 

in merchandise exports. Non-monetary gold exports increased and net 

tourist income was well maintained. That the excess of outward payments 

was not greater is due to a further drastic curtailment of the value of 

merchandise imports. So great was this fall indeed that the balance of 

trade, including non-monetary gold, became favourable for the first time 

since 1928 (Table II). The fall in the Canadian national money income 

resulting from the cessation of net capital imports and the drastic 

decline in the value of exports was probably the chief reason for this 

startling decrease in imports, though higher tariffs undoubtedly played 

an important part. 

TABLE IV 

Canada's Balance of Payments 1930 and 
(a) 

1931 

Change 

(in millions of dollars) 

Income: 	 1930 1931 

From merchandise exports in- 	 896.e 
eluding non-monetary gold 

637.1 -259.8 

From tourists and other current items net 121,5 128.8 f 	7.3 

From net long-term capital imports 	315.7 19.4 -296.3 

Total income  	1,334.1 785.3 -548.8 

Outgo: 

Net interest and dividend payments 
to other countries 	 288.6 279.8 - 	8.8 

Payments for merchandise imports 	996.7 611.1 -385.6 

Total outgo  	1,285.3 890.9 -394.4 

Excess of income  	48.8 
Excess of outgo  	 105.6 
(a) For details see Table II and the table in the appendix. 
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The Canadian commercial banks made up roughly three-

quarters of the deficit in the 1931 balance of payments by the 

export of $46.7 million of monetary gold and the sale of foreign 

assets to a net amount of $27.7 million (Table II, items 15 and 
(E) 

16). As a result of the export of monetary gold, the cash 

reserve position of the commercial banks deteriorated steadily 

through 1931 (Chart 1). By the last quarter of the year some of 

the banks had recommenced borrowing under the Finance Act. It 

is clear then that there was pressure on the foreign exchanges 

which increased as the year Wore on. Actual depreciation of the 

Canadian dollar in New York did not occur however until September 

when Britain abandoned the gold standard. By December, the 

premium on New York funds in Montreal stood at an average of 

21%, the high point for any month during the depression. The 

additional foreign exchange provided by the banks from their 

foreign balances and the export of monetary gold was thus shown 

to have been insufficient to meet fully the demand for exchange . 

at or near par; the prices of foreign currencies therefore rose. 

The direct effect of the actions of the Dominion 

government on the exchange rate in 1931 is to be seen most 

clearly in the influence of higher tariffs in restricting. imports 

thus tending to support the dollar. Dominion borrowing abroad, 

however, was loss than its own maturities abroad by $46.1 million 

(Table III). New issues of securities abroad by the provinces 

and other nuthorities were so much reduced in 1931 that the total 

of new issues taken abroad was smaller by almost $200 million. 

At the same time maturities abroad were unusually high, over 

$100 million higher than in 1930, The loss of roughly $300 million 

of income from capital imports in 1931 (Table IV) in comparison 

with 1930 is thus accounted for. The unusual feature of the 

(6) The remainder of the deficit is a discrepancy unaccounted 
for. It indicates the presence of errors and omissions in the 
estimates themselves. 
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balance of payments for these two years is not, however, the 

low level of net capital imports in 1931, the second year of 

depression but rather its particularly high level in 1930. 

The high level in 1930 is, to repeat, due to the sale abroad of 

the largest volume of Canadian securities of any year since 1914 

(cf. table in Appendix, Column XVIII) combined with an unusually 

low volume of maturities. In 1931 new issues were sharply down 

and maturities higher than ever , before with the single exception 

of the year 1919. 

The fall of the Canadian dollar to a discount in New 

York in the last quarter of 1931 brought the period of exchange 

rate stability to an end. Canada's more favourable balance of 

payments position explains the failure of the dollar to-dew-eviate 

as early in the depression as did the currencies of our chief (7) 

competitors in the wheat export trade, Australia and Argentina. 

This more favourable position was due primarily to a very large 

net capital import in 1930 the like of which had not been seen 

since the early 1920's. The net capital import for the two 

years 1930 and 1931 of $336.1 million is to be contrasted with 

a net capital export for the years 1928-1929 of $102.5 million 

(Table II). Even had the Dominion government not borrowed abroad 

in 1930 and 1931 the net capital raised abroad by the sale of 

securities in 1930-1931 ($213.2 million) would still have 

exceeded the net capital import through such security sales in 

1928-1929 ($210.6 million) (Table III). It is true that other 

items in Canada's income from abroad were well maintained, 

particularly the tourist trade; the sharp reduction in the value 

of merchandise import also eased the strain on the available 

supply of foreign exchange. But that supply would have been 

quite inadequate to meet the demand fci foreign exchange at the 

prices which actually prevailed in 1930 and 1931 apart from the 

heavy import of capital. 

(7) The reasons for the deoline in these currencies are discussed 
briefly in Chapter IV. 
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(e) The government's "sound money" policy, based on 
opinion widely held in Canada, encouraged the stream of capital 
imports which did more than anything else to hold up the dollar 
during 1930-31. The alternative policy of deliberate depre-
ciation urged by a group of western members got little support 
either in Parliament or in the country. 

Canada's ability to borrow in foreign money markets, 

so much longer than such countries as Australis: and Argentina, 

is due to the fact that she had borrowed much less on balance 

than they in the years before the depression and to the continued 

confidence of United States investors in Canadian securities. A 

most important element in this confidence of investors was the 

orthodox, "sound" money views generally held by those in authority 

in Canada and by the people at large. Critics of the monetary 

policy of the Dominion government err in attributing the continued 

high level of the dollar in 1930 and early 1931 to its direct 

support of the exchanges by borrowing abroad and raising tariffs. 

Aside entirely from the fact that neither tariff increases nor 

borrowing abroad were undertaken with their probable effects 

upon the rate of foreign exchange in mind, these actions of the 

government had much less influence on the balance of payments 

than its careful abstention from any actions which would have 

injured the credit of the country's securities abroad. A brief 

examination of the monetary opinions of the Dominion government 

in 1930 and 1931 must now be undertaken in support of this view. 

The main question before the Canadian public in the 

election campaign of July 1930 and the special session of 

Parliament which followed it, was unemployment. Monetary 

remedies for unemployment entered the discussion only at the 

instance of a group of independent members of Parliament from 

the western provinces. They criticized the government's pro-

posals to finance a public works programme by taxation and 

borrowing from the people, on the ground that consumer purchasing 
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power would not thereby be increased, and the hoped-for stimulus 

to employment would not follow, To increase consumer purchasing 

power they suggested that the public works be financed by the 

amendment of the Dominion Notes Act so as to permit the issue 

of more Dominion notes. As the Act stood no more notes could 

be issued unless the gold held by the Minister of Finance against 

Dominion notes was correspondingly increased. 

It is significant that the Prime Minister rejected the 

proposal not so much because of possible fallacies in the 

economic reasoning by which it was supported as on the ground 

that to expand the Dominion note issue without adding to the 

gold reserve -mould damage the country's credit abroad and lead 

to the depreciation of the dollar. 

The Prime Minister said, in part,, 

"...The suggestion which my honourable.--friend has made 
is one of which I was not_ enamoured when first it was 
proposed and which at this moment I do not think is sound. 
Unless the paper money of this country has behind it an 
adequate reserve of the only commodity that passes.Lin the 
settlement of international exchanges namely, gold, I would 
suggest that it is of very little value; and to the extent 
to which the reserve may be depleted or the ratio decreased' 
by the issue of legal tender or of Dominion of Canada bills, 
to that extent is there a possibility of the money of this 
country becoming debased and not of par value in the 
countries of the world... (the use of the printing press)... 
would hardly serve as a palliative in the present situation. 

"...In BO far as the question of the emission of paper 
money by this country without reference to the gold reserve 
is concerned I Certainly am not prepared to take any action" 
at the moment.,., so far as the present moment is concerned, 
having regard to the position that this country must 
take amongst the countries of the world I certainly would 
not be prepared to ask parliament to agree to the emission 
of legal tenders by the Dominion without having behind it 
the ratio of gold reserve which is essential to give it 
value in the market places of the world", (8). 

The drastic fall of wheat prices in 1930 had not 

sufficed to restore the competitive power of the Canadian wheat 

exporter which had been undermined by the fall of the Australian 

(81 House of Commons Debateso  Special Session 193.0 p. 78 and 
p. 114. 



- 20 - 

pound and the Argentine peso. The independent members therefore 

suggested in the 1931 session of Parliament that the Canadian 

dollar should be depreciated also. This would occur of itself, 

they argued, if the government were merely to withdraw the support 

which it was giving to the dollar. The gold standard should be 

abandoned and borrowing abroad curtailed. If this were done 

the unfavourable balance of trade would soon lead to the fall of 
(9) 

the Canadian dollar. 	Though oft repeated throughout the session, 

these proposals got small attention. The official opposition 

joined the government in condemning any action which might have 

opened the door to inflation. It would have been easy to offer, 

in the circumstances of the time, weighty considerations against 

deliberate depreciation. But it was not deemed necessary, so 

general was the support of the government's position in the 

country. 

(9) House of Commons Debates, Session 1931, Vol.I, pp.92ff. The Prime 
Minister's insistence that the statutory gold reserve against 
Dominion notes be carefully maintained and the return of the dollar 
to par were probably responsible for the common view at the time 
that Canada was still "on the gold standard", In fact this was not 
so. The redemption of Dominion notes in gold on demand had ceased. 
It was no longer possible to get gold for export except by arrange-
ment with the Department of Finance, The price of foreign exchange 
was free to vary according to conditions in a free market. The 
return of the dollar to par in 1930 in spite of an adverse trade 
balance (Table II, item 3) arose from an offsetting heavy capital 
import of the size and significance of which contemporary observers 
were ill-informed. Had the Dominion government not borrowed abroad 
the dollar might have depreciated a little sooner in 1931; it is 
unlikely that its value in 1930 would have been much affected. 
Certainly there was no possibility of a considerable depreciation 
apart from deliberate and positive action to force the dollar down. 
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Chapter II - The abandonment of the Gold Standard by Great 
Britain and the Decline of the Canadian dollar price of Sterling. 

(a) The abandonment of the gold standard by Great Britain 
Made the question of the deliberate depreciation of the Canadian 
dollar a practical issue. A group of western members urged that 
the dollar be tied to sterling. Popular scepticism of the ad-
vantages of monetary experiment, uncertainty as to the future 
value of sterling, fear for the credit of the country, and the 
heavy foreign debt obligations caused the government to reject 
such a policy and to follow one of monetary independence. 

The shock felt all over the world at the abandonment 

of the gold standard by Great Britain on September 21, 1931 was 

fully shared at Ottawa. Not only was there consternation at so 

early an abandonment of the international monetary standard to 

which the whole world had returned but a few years before, under 

the leadership of Great Britain herself; there was also uncertainty 

as to the probable extent of its reactions upon Canada. Fears 

were held that the confidence of foreign investors in Canadian 

securities might suffer. The government therefore immediately 

announced that Canada would not follow Great Britain's example. 

During the course of a debate in the House of Commons early in 

1932 the considerations which were uppermost in taking this 

action were clearly indicated by the Prime Minister. Relating 

"what we had to do" when. Britain abandoned the gold standard, he 

said in pprt: 

"... I said it was for the people of Great Britain 
to determine what they would do but we'would contrive to 
meet our obligations in gold where we had promised to pay 
in gold. We had to do that or our credit was gone. We 
were deprived of the market for our securities. England 
being no longer in a position to meet any requests we 
might make for assistance, having failed to maintain her 
position as a free gold market despite the advances made by 
France and by the United States in the form of gold 
credits, we were thrown upon one market and one market 
only -- the market of New York. And not only that. Upon 
what we said that night depended the credit of the country. 
Let us have no misunderstanding about it. The international 
bankers of that city knew fax better than some of the 
members of this house the terms of our Finance Act, our 
Currency Act, our Dominion Notes Act, our Bank Act. It is 
not necessary for me to do more than make that statement. 
They were aware therefore, that technically since 1929, the 
country had been off the gold standard as the honourable 
gentleman has defined it, but we were still working under 
the provisions of the Currency Act which provided gold 
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coverage in the terms enacted for our .ominion 
note issue. I said we proposed to meet our obli-
gations in the terms of our promises, and we have 
done so ... That is the position in connection with 
the application of the gold standard to our country. 

... I say frankly that but for Great Britain 
going off the gold standard and but for the depreciation 
of the pound and the difficulties the pound has experienced, 
the dollar of this country would be worth par or practically 
par in New York. About that there need be practically no 
difficulty. That is the reason why this Government has 
laboured day after day and week after week first to create 
and then to maintain a favourable trade balance: because 
We could not face the possibility of having to pay in the 
only medium that would be accepted universally, gold, an 
adverse balance which a year ago, Mr. Speaker, was $103,000,000. 
We have converted that into a favourable balance where the 
gold due to us is between $10,000,000 and $15,000,000."(10) 

The fall of the pound sterling had serious repercussions 

in Canada particularly in the export producing regions, The ex-

change rate question was thus brought forcibly to the attention 

of many members of Parliament. It was raised in the House of 

Commons quite early in the 1932 Session (February 15) by a 

puzzled member whose constituents had suffered fromtefall of 

the pound. He moved that "If the British Empire is to become an 

economic unit, the stabilization of the currency within the Empire 

is very important" and should be on the agenda for the coming 

Ottawa Conference. His remarks were received by the House in 

silence. It would have passed to other business had not the 

independent members seized upon the occasion to precipitate one of 

the most important debates of the session on monetary policy. 

They noted that world opinion was swinging rapidly 

to a belief in currency management and away from that "unmanaged 

accident of stupidity known as the gold basis". Since inter-

national management of money was impossible under the conditions 

of the time, an attempt should be made to have Empire management. 

The larger the area under one management the better. In reply, 

the Minister of Trade and Commerce came out flatly against managed,  

ment and in favour of automatic currency systems because of the 

danger of entrusting management of money to any one group and 

(10) House of Commons Debates, Session 1932, Vol, 1, p, 648. 
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because of the international clash of interests involved. He 

moved an amendment instructing the Canadian representatives at 

the coming Ottawa Conference to "Initiate and support measures 

for the stabilization of the currencies of all British countries 

in such manner as to facilitate trade between the component parts 
(11) 

of the Empire and to promote economic unity therein". He admitted 

under questioning that the government had already initiated studies 

on this topic preparatory to the conference, 

Participating in the debate the Prime Minister em-

phasized the importance of stabilization of currencies. 

... Few things have done more injury, using that 
word in a broad sense, than the action taken in-
Great Britain in going off the gold standard. .P.,s 
a matter of fact, it wrecked the financial structure 
of practically every country in the world except two 
and the loss sustained by Canada and by other parts of 
the empire was very;  very great." (12) 

In answer to questions, he showed that he thought exchange rate 

stabilization 1,Ns the primary requirement; raising of price levels 

would come later and be facilitated by stabilization. A U.F.A. 
4 

member following the Prime Minister challenged this idea of great 

damage done by Britain's abandonment of gold. Signs that the 

deflation had been halted in England and recovery begun were not 

wanting. Already the stimulus of this change had been felt outside 

Great Britain. He thought Canada should go off gold at once, dis-

sociating herself from the gold standard groups of countries where 

deflation was still the rule and should tie the dollar to the 

pound because in Great Britain price level stability had been 

achieved. After a time both exchange rate and price stability 

would thus be attained in Canada. Stabilization should be at 

least at the old par for the pound. 

Very soon after the conclusion of this debate 

independent members raised both the domestic and the international 

aspects of the monetary question by moving a double-barrelled 

514.  House of Commons Debates;  1932, Vol.1, 	p. 
 House of Commons Debates, 1932. Vol.1, p. 525. 
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resolution. Its first section called for an inquiry into the 

banking system by the House committee, the second for stopping 

redemption of Dominion notes in gold. The burden of their 

argument again was that the deflation inevitable in a depression 

was being aggravated in Canada by continued adherence to the 

gold standard. The deliberately deflationary monetary policy 

of the gold bloc countries was being imposed upon us by our 
(13) 

continuance upon the gold basis. 	The export of gold was re- 

ducing commercial bank reserves and forcing them to reduce their 

lending to the public or their purchase of securities. 

Against the suggestion that the conditions LIf Dominion 

note issue should be altered, the government was adamant, 

basing its objections mainly upon the disastrous effects it was 

believed such action would have on the country's credit and its 

ability to borrow both at home and abroad. 

But the reform of the monetary system, particularly 

with respect to the Finance Act, the Prime Minister thought 

well worthy of consideration. The important defect of this act 

was that under its provisions Dominion notes might be issued without 

any gold reserve whatever. The time to consider it however would 

come next year when the periodical revision of the Bank Act would 

have to be made. 
1.111•11•0111,  

(13) See footnote (9) on p. 21 above as to the confusion between 
being on the fully-operating gold standard with the currency 
redeemable into gold which might be freely exported and being 
on what was vaguely called the "gold basis". Since the redemption 
of the currency into gold had in fact been suspendie4 and since 
the export of gold except by licence of the Depart r4-mt  of 
Finance had been prohibited by Order-in-Council on October 19, 
1931, we could no longer be said to be on a complete gold standard*  
It could not validly be contended therefore that the monetary 
policy of the dominant gold standard countries was being 
automatically forced upon Canada. In so far however ao the 
government chose to observe the provisions of the Dominion Notes 
Act limiting the issue of currency closely to the countryts gold 
stock, it was true that monetary expansion by the issue of more 
Dominion notes was not possible. Other methods of monetary 
expansion were at hand however, whenever the government should 
choose to use them. (See below p. 33 for discussion of the action 
of Noember 1932). 
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In his review of the events of the year on the 

occasion of the Budget speech later in the session, the Minister 

of Finance covered much the same ground. He explained that 

since the export of gold had been prohibited on October 19, 1931, 

the government had been able by the purchase of the current gold 

output to meet the obligations of the Dominion and to provide 

funds at times for the provinces and the national railways. All 

obligations for principal and interest had been met. The nearest 

the financial critic of the opposition came to monetary policy 

in his address was his criticism of the exchange dumping duty as a 

method of restricting the flow of imports into Canada. 

During the same debate the independent members came 

out with a more radical proposal than any they had yet made. 

Their amendment to the opposition amendment called for the issue 

of enough money "to bring the value of the dollar as speedily 

as possible to that point at which the major part of our debts 

were incurred during the war; stabilize the dollar at this point 

internally and thereafter manage credit and currency issues to 

secure and maintain a stable price level in Canada". The only 

new feature of the wide-ranging debate which ensued, was the 

argument put forward by the independents that the strenuous efforts 

of the government to maintain the value of the Canadian dollar 

were not at all necessary to enable us to pay all our debts 

abroad. In support of this contention they appealed mainly 

to the experience of Great Britain since its abandonment of gold. 

The loans raised abroad to help maintain the pound had been met 

in full, they noted, and the price of British bonds had risen to 

a very high level in New York. Canada's experience would have 

been similar had she depreciated the dollar along with the 

pound in 1931. As it was, prices and the volume of business in 

Canada had been restricted more than they need have been. The 

revenues of exporters were being reduced to keep up the rate of 

exchange, i.e., to subsidize those with foreign debts to pay. 
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(b) During 1932, the Canadian dollar stood at a 
premium with respect to sterling and at a discount with 
respect to the United States dollar. Imports, partly as a 
result of increased restrictive measures, continued to fall 
more rapidly than exports. A favourable balance of merchandise 
trade appeared and the net long-term capital movement turned 
outward. 

Two factors dominate the balance of international 

payments in 1932, world depression at its worst and the new 

position of the Canadian dollar in terms of the United States 

dollar and the pound sterling (Table I and Chart II). The 

renewed decline in world business which began with the European 

financial crisis of the summer of 1931 was accentuated during 

1932 by its spread to the United States. As a consequence, the 

value of our export trade further declined; net tourist income 

showed a long-delayed shrinkage; and for the first time since 

Table V.  

Canada's Balance of International Payments 1931 and 1932. 

( in millions of 

Income 

dollars ) 

1931 

637.1 

128.8 

19.4 

1932 

553.0 

92,7 

Change 

- 84.1 

- 36.1 

- 19.4 

From merchandise exports 
including non-monetary gold 

From tourists and other 
current items net 

From net long-term capital 
imports 

Total Income 785,3 645.7 -139.6 

Outgo 

Net interest and dividend 
payments to other countries 

Payments for merchanise im- 
279.8 261.8 - 18.0 

ports 611.1 418.7 -192.4 
On account of net long-term 
capital exports - 49.1 49,1 

Total Outgo 890.9 729.6 -161.3 

Excess of outgo over 
income 105.6 83.9 - 21.7 

For details of Table V, see Table II and 
the Table in the Appendix. 
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1928 the net long-term capital movement was outward. The 

new low price of the pound sterling in Montreal accentuated 

the effects of world depression on the value of certain Canadian 

exports; but the higher price of gold standard currencies, 

especially the United States dollar, tended on the contrary to 

raise the value of others. As in 1931 so in 1932, imports 

showed a much greater decline in value than did exports. The 

imposition of exchange dumping duties late in 1931, high tariffs, 

the fall in the national income, and the high price of New 

York funds brought a sharp curtailment of imports. From these 

movements a favourable balance of merchandise trade resulted for 

the first time since 1928 (Table II). Despite a rise in the net 

borrowings of the Dominion government abroad to $56,2 million in 

1932 (Table III), total sales of new securities abroad were at 

their low point for the depression and fell slightly short of 

meeting the maturities abroad, though these were at an unusually 
(14) 

low level also. 

(14) A more detailed analysis of the balance of payments in-
formation available does not throw much additional light on the 
behaviour of the individual items of the balance in 1932. The 
restrictive effect of deepening depression and falling prices 
is everywhere evident. That the balance of payments deficit shown 
in Table V is smaller than it was in 1931 must be attributed in 
part at least to the exchange rate movements of the year. But 
it is quite impossible to distinguish in the movements of the net 
balance of particular items the effects of exchange rate move-
ments from those of other factors. Nor does this information 
throw much light on the exact timing or the extent of the de-
preciation of the dollar in terms of New York funds. That the 
depreciation of the pound sterling was mainly responsible for the 
fall of the Canadian dollar in New York was widely assumed at the 
time. That our difficulties in meeting United States obligations 
were increased by this event is obvious. But the balance 
of payments affords slight support for the view that a heavy 
flight of capital from Canada when the British pound fell was 
the main cause of the Canadian dollar's decline. Deterioration 
in our balance of payments position began early in 1931, as 
has been noted above, and the Canadian dollar would probably 
have declined somewhat in 1931 or early in 1932 even had the 
pound remained on gold. 
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(c) At the Ottawa Conference opinion was against 
deliberate currency depreciation but the Conference recommended 
as an alternative that Empire countries endeavour to raise 
prices by promoting "easy money". Thereafter, the Dominion 
government took practical steps to implement this recommendation 
as appropriate occasions arose. In November 19321 the cash 
reserves of the banks were increased by Dominion action. 

The British Empire Economic Conference held in 

Ottawa in July and August 1932 gave most of its time to trade and 

tariff matters. The deliberations of its monetary and financial 

questions committee are nevertheless significant because they 

mark an important change in the monetary opinions of the Dominion 

government. The Prime Minister confessed, at the autumn session 

of Parliament which followed the Conference, that he had discovered 

there that not even the whole British Empire together was very 

important in determining the world monetary system whilst countries 

such as the United States remained outside the deliberations. In 

assenting to the Conference report he concurred in the view that 

intra-imperial exchange rate stabilization was not then possible 

and that a considerable rise in the price of the chief export 

commodities of the Dominions would have to take place before it was 

to be considered. This position is in -striking contrast with the 

view hitherto professed by the Prime Minister especially in his 

comments on Britain's departure from the gold standard. Conference 

discussions had made it clear, however, that it was neither possible 

nor desirable to stabilize exchange rates under any and all cir-

cumstances. The Dominions, particularly New Zealand, came to the 

Conference determined to stress the fact that they could not main- 

tain their present rates of exchange with the pound sterling unless 

there was a very early rise in the sterling prices of their chief 

export commodities. New Zealand was trying hard to maintain her 

exchange at a discount of 10% in terms of sterling. Australia's 

depreciation to 20% below sterling was giving her butter producers 

for instance, a considerable advantage over those of New Zealand 

in the British market. Unless this situation was rectified by a 

considerable advance in sterling prices it would be impossible to 
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(15) 
prevent a further decline in the value of the New Zealand pound. 

Since opinion at the Conference was still against deliberate 

currency depreciation as a solution, nothing was left but to 

approve of an attempt to raise prices by governmental action. The 

Conference therefore, considered "what action can be taken by the 

nations of the Commonwealth to help towards raising prices". 

"As regards monetary factors, the Conference recognizes 

that the central position of the United Kingdom, not only among 

the nations of the Commonwealth but in world trade and finance, 

makes the United Kingdom a main factor in anything that can be 

done. The Conference, therefore, welcomes the following state- 

ment made on behalf of the United Kingdom by the Chancellor of the 

Exchequer: 

'His Majesty's Government desire to see wholesale 
sterling prices rise. The best condition for this 
would be a rise in gold prices and absence of a 
rise in gold prices inevitably imposes limitations on 
what can be done for sterling, 4 rise in prices 
cannot be effected by monetary action alone, since 
various other factors which have combined to bring 
about the present depression must also be modified or 
removed before a remedy is assured. His Majesty's 
Government nevertheless recognize that an ample 
supply of short-term money at low rates may have a 
valuable influence, and they are confident that the 
efforts which have successfully brought about the 
present favourable monetary conditions can and will, 
unless unforeseen difficulties arise, be continued.' 

The Conference recommends the other countries of the Commonwealth 

represented here to act in conformity with the line of policy 

as set out in the statement of the Chancellor of the Exchequer, so 
(16) 

far as lies within their power." 

The extremely cautious character of the Conference 

recommexdation is emphasized by the further warning that the ',low 

interest rates and abundance of short-term money" desired were 

not to be achieved "by the inflationary creation of additional 

"The Monetary Problem at Ottawa" The Economist (London) 
August 6, 1932, p. 261. 

Imperial Economic Conference, 1932; Report of the Conference. 
(Ottawa, King's Printer, 1932) pp. 37ff. 
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means of payment to finance public expenditure, but by an 

orderly monetary policy safeguarded, if the necessity should 

arise, by such steps as will restrain and circumscribe the 

scope of violent speculative movements in commodities or 
(17) 

securities". 	The doubts of the government of the United Kingdom 

about the possibility of raising sterling wholesale prices in 

the face of the continued decline of gold prices and their 

scepticism about the inflationary financing of public expenditure 

especially that on public works are clearly reflected in the 

conclusions of the Conference on monetary policy. By its assent 

to these conclusions the Dominion government gave the first hint 

of any departure in its thinking from the strictest canons of 

monetary orthodoxy. 

That financial circles in Canada looked for no significant 

change in the policy of the government as a result of the Conference, 

is indicated by the surprise with which its action to increase the 

monetary base taken in November 1932 was greeted. The issue of 

Dominion notes under the Finance Act was increased by 05 million 

through the compulsory discount by the banks of that amount of 

Dominion two-year treasury bills which they had been forced to buy 

from the government. Both the government bond market and the 

exchange market reacted adversely apparently under the impression 

that the government had succumbed to the pressure of those within 

Canada who urged inflation, despite assurances from Ottawa that no 
(18) 

change in monetary policy was contemplated. 

In the debate on the government's motion for the approval 

of the Ottawa agreements made at the autumn session of Parliament, 

1932, an independent member moved an amendment to approve the 

agreements provided that the Canadian dollar be brought to its 

former par rate with the pound sterling. He argued that such a 

proposal was no longer an idle dream; the experience of Australia 

and Argentina with depreciation of their currencies proved the 

Ibid., p. 38. 
The Economist (London) November 12, 1932, p. 877. 
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suitability of this policy to a country such as Canada. 

Important critical comments on the views of the 

advocates of inflation and depreciation were made in the House 

a few days later by a Liberal member. He noted the great danger 

that such action by Canada would merely provoke her competitors 

in world wheat markets to carry their own currencies to a yet 

lower value. There was thus some likelihood that isolated action 

by particular countries would precipitate a "race for the bottom", 

tending to world unsettlement and a further fall in prices rather 

than the rise of prices desired. Britain's abandonment of gold 

had in his view accelerated considerably the world-wide fall in 

prices. 

Late in November depreciation was brought once more to 

the attention of the House. An independent member moved that the 

Canadian dollar be depreciated, not merely to the level of the 

pound, but to that of our chief competitors in British wheat 

markets, i.e., to the level of the currencies of Australia and 

Argentina. During the discussion, the government's recent forced 

sale of 35 million two-year notes to the banks and their obligatory 

rediscount for Dominion notes was brought up in the House for the 

first time. This action was said to be definitely inflationary by a 

U. F. A. member and not in accord with the "sound" money professions 

of the government. He predicted however, that it would fail of its 

intended price-raising effect as under present depressing circum..,  

stances the banks would make no use of the additional reserves 

thus obtained. Before they could find borrowers for the new money 

the business sentiment of the community must be improved. The 

most effective method of bringing this about was to depreciate the 

Canadian dollar. The resultant rise in the money income of the 

major export regions would immediately be felt throughout the 

Country as a stimulating influence. By the use of this additional 

income domestic business would be improved and the approach to a 

balanced budget in the Dominion and the provinces accelerated. 

Nothing would more surely raise the national credit than such a 
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step. Only so could the country be released from the paralyzing 

grip of the deflationary influences which seemed to be increasing 

their hold over the whole continent. 

The effect of the Dominion government's action of 

November 1932 was to increase the volume of commercial bank cash 

reserves by $35 million. The importance of such an increase may 

be seen clearly on Chart I. The steady decline of "Chartered 

Bank Cash less Cash obtained under Finance Act Advances" which had 

begun with the balance of payments deficit of 1931 had continued 

in 1932. In that year there was an export of monetary gold by 

the banks amounting to $12.5 million; at the same time the net 

foreign assets of the banks fell $37.7 million (Table II, items 

15, 16). 

That this deterioration in the cash position of the banks 

fell more heavily on some banks than on others is indicated by the 

resumption of borrowing under the Finance Act in late 1931. Some 

of the Dominion notes so obtained went through the clearing house 

to swell the cash reserves of banks which did not borrow. Others 

were retained by the borrowing banks to improve their cash positions 

so that pressure on their customers to repay loans might be mitigated. 

Total Finance Act borrowings in January 1932 averaged $30.9 

million; by May the average had fallen to $13.8 million; in July 

it had risen once more to $28.8 million, but this figure was cut 

to $13.0 million by the month of September. Clearly the borrowing 

banks were making strenuous efforts to keep the borrowings as 

low as possible. United action by the banks to increase the volume 

of cash reserves by borrowing under the Finance Act was not to be 

expected, Bankers as a whole were unbelievers so far as the 

virtues of an "easy money" policy were concerned. With such an 

opinion general, borrowing by any one bank in an effort to relieve 

the situation was sure to be met by the suspicion that its own 

position was not quite sound. It was in these circumstances that 

the Dominion government intervened with its first striking action 

to promote the Empire policy of monetary expansion agreed on at the 
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Ottawa Conference. Deflationary pressure exercised by the banks 

in the interests of their reserve positions had slight excuse 

thereafter. 

(d) During 1932 and early 1933 the government accepted 
the mid-way position of the Canadian dollar between the United 
States dollar and sterling as a "not unsatisfactory compromise" 
between the various Canadian interests concerned. It continued 
its efforts to promote easy money and lower interest rates by 
putting through conversion loans and taking steps to set up a 
central bank by means of which such policies could be safely 
carried out. 

When the House of Commons met in February 1933 the bank-

ing crisis in the United States was moving to its climax and the 

depreciation of the United States and the Canadian currencies was 

yet to take place. An extended debate on banking reform took 

place on the government bill to extend the charters of the 

commercial banks for another decade. A conspicuous feature of the 

debate was the somewhat heretical speech of a leading member of 

the official opposition. He pronounced himself sceptical of 

"sound money"; 

... I am sure if my right honourable friend (the 
Prime Minister) would give up his attachment to the 
fallacy and fiction of '*sound money,  and deal 
immediately and fearlessly with the tremendous problem 
of meeting our debt and interest obligations, he would 
have the grateful regard of the Canadian people." (19) 

The government did not accept the suggestion to abandon 

its monetary views. In his Budget speech on March 21st, 1933, the 

Minister of Finance reaffirmed the position of the government in 

the midst of these uncertainties and hesitations of opinion; 

Much has been heard in recent months about 
inflation. Some of the advantages claimed for inflation 
may seem alluring to industries harassed by falling 
prices and declining turnover. But let the sponsors of 
inflation never forget that apart from the other 
dirficulties and dangers involved in their program, one 
inevitable result would be a flight from our dollar, a 
withdrawal on a large scale of the capital invested by 
foreigners in this country in the form of se- urities 
and bank deposits. There are also to be considered 
internal reactions to any steps which might impair 
confidence in a country's currency. Against policies 
which might lead to such dangers, this government has 
resolutely set its face." (20)  

(19 House of Commons Debates, Session 1932-1933; Vol.II,p.20550  
(20) House of Commons Debates, Session 1932-1933, Vol.III,p.32080 



- 34 - 

He thought the position of the Canadian dollar "half-way between 

the United States dollar and the English pound" might be "working 

out a not unsatisfactory compromise between those of our national 

interests which would be benefited by close and stable relations 

with sterling and those on the other hand which would be seriously 
(21) 

harmed by a heavy and fluctuating discount in terms of New York". 

As an alternative to "unsound" methods for dealing with the weight 

of the national debt, he announced that the government would 

follow the accepted path of conversion loans and would make every 

effort to get interest rates down. The expansion of the monetary 

supply made possible by the forced Finance Act advances of November 

1932 had already prepared the way. Realizing the dangers of even 

the "easy money" policy agreed on at the Ottawa Conference and 

the necessity of better instruments of banking control, the 

Minister announced the government's intention to appoint a Royal 

Commission to investigate the advisability of the setting up of a 

central bank of Canada. 

In the course of the same debate further indication of 

the serious consideration now being given the monetary question 

by members of the House was afforded when two prominent members of 

the official opposition asked the Minister why it was thought to 

be inflationary, and thus unwise, to, finance a public works 

programme by an issue of more Dominion notes without additional 

gold backing, but was not thought to be inflationary to finance 

such public works by borrowing from the banks on security of 

treasury bills. So unsatisfactory and confused as the debate 

on this point that the Prime Minister intervened with a long 

speech on the Canadian currency situation, the Finance Act and the 

pros and cons of a central bank. At the end of his speech he 

returned to the specific question of gold backing for a country's 

currency. Gold, he said, was the "universal measuring yardstick" 

by which values were measured. A currency without backing in gold 

would be without that value. 	  

(21) Ibid. 
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... This is the experience of the commercial world at 
any rate - that if within a country you have fle such 
common standard, no such universal measuring yardstick, 
you are bound to have a greatly depreciated currency, 
depreciated from the value of the standard and 
depreciated in terms of the currency of your creditor 
if you have to pay him in accordance with the terms of 
the standard. That looks so reasonable as not to 
require much argument..." 

As to why the national credit should be injured by the absence 

of gold cover behind an issue of currency for purely domestic use 

such as the financing of public works, the Prime Minister 

continued; 

... I cannot answer that; I do not know anybody who 
,can. But we know what the experience of mankind has 
been when you use a currency in your own country that 
has no convertibility into any standard that is useful 
in aischarging your obligations in other countries. 
Your currency can then only be used in your own country 
and what it is worth in any other country is a matter 
of conjecture and guess..,"(22) 

The final debate of the session on monetary matters 

occurred in May, Meanwhile Mr. Roosevelt had taken office in the 

United States and had acted vigorously to end the banking crisis. 

In April the United States had astonished the world by suspending 

the gold standard while the country's stock of gold was still very 

large. Independent members noted with satisfaction this abandon-

ment of gold and remarked that the President had "come out frankly 

for a policy of controlled inflation". They urged that Canada 

now abandon "sound money" and imitate United States action. 

The suggestion that the United States has deliberately 

departed from the canons of "sound finance" was vigorously chal-

lenged by the Prime Minister . "Some people fancy", he said, 

"that this was a deliberate act... That step was taken because of 

cold necessity and nothing e lse." Noting that the delegates of 

France and Great Britain coming to confer about monetary matters 

with the President were astonished at such action whilst they were 

still on the high seas;  he reports that, "When the facts were dis- 

closed to them they understood that t 
(23) 

done for the moment".  
House of Commons Debates;Session 
House of Commons Debates;Session 

here was nothing else to be 

1932-1933,Vol.III,pp.3420f. 
1932-1933;Vol.IV,p.4448. 
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Chapter III The Devaluation of the United States dollar and the 
Restoration of the Former Relationships between sterling, the 
United States dollar and the Canadian dollar. 

(a) The depreciation of the United States dollar in 1933 
was accompanied by a further depreciation of the Canadian dollar 
and sterling rose slightly above par in Montreal. This restora-
tion of former relationships, which came about without any action 
on the part of the Dominion put an end to the agitation for the 
depreciation of the Canadian dollar. 

It is an ironical circumstance that the fall in 

the value of the Canadian dollar in New York in 1931 brought fag, 

of the benefits of depreciation to the western farmer for whose 

relief depreciation of the currency had been most persistently 

advocated; the pound sterling in terms of which our wheat is 

mainly sold, depreciated yet furtherthan the Canadian dollar. 

Wheat exporters suffered from the appreciation of the dollar in 

terms of the currency with which they were most concerned. They 

did not suffer as much as did exporters in the United States who 

sold in sterling, for in Montreal sterling averaged almost $4.00 

as against $3.50 in New York during 1932. So the depreciation 

of our dollar in terms of the United States dollar and gold cur- 

rencies, mitigated somewhat the loss of the wheat exporter from 

the fall of sterling. To exporters who still found markets for 

their products iri the United States and other gold standard 

countries, the rise of the price of New York funds brought positive 

gain. 

The serious depreciation of the pound sterling in 

terms of gold in late 19 31 and 1932 (Chart II)-a possibility 

which few had contemplated - demonstrated forcibly to 

Canadians the peculiar significance of the United States 

dollar-pound sterling rate of exchange to the economic 

prosperity of Canada and the relative incomes of its several 

regions. Some regions gained from'the premium which appeared 

on New York funds in Montreal (Table I) while other regions 

lost heavily from the fall in sterling. The exchange rate 
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movements of the year 1933 made the demonstration yet more 

impressive. The depreciation of the United States dollar 

during 1933 to a point in terms of gold below that to which the 

pound had already fallen brought the pound back to par and above 

in New York (Chart II). At the same time the Canadian dollar 

again fell in terms of gold stopping at a degree of deprecia-

tion roughly equal to that of the pound and the United States 

dollar (Chart II). As a result of the fall of the three 

currencies to about the same degree in terms of gold, the 

former relationships between them were restored. In Montreal 

the United States dollar fell to par and the pound sterling rose 

to par and above (Table I). These dramatic exchange rate move-

ments did much to restore the position undermined by the events 

of the years 1931-1932. Once more pounds sterling obtained 

from the export of Canadian goods and services had their old 

weight in paying our debts in New York and yielded in Canada 

more dollars to the export producer. 

Most people accepted this restoration of former 

relationships between these currencies as a natural return to the 

pre-1931 situation requiring no particular explanation. One may 

see from Chart II th.at the depreciation of the United States 

dollar would, apart from the depreciation of the Canadian dollar  

at the same time, merely have reduced the United States dollar 

to a low price in Montreal, along with sterling. In other words, 

two distinct currency changes were necessary to restore the 

former relationships, the fall of the United States dollar to about 

the same degree of depreciation in terms of gold as the pound 

sterling and a second depreciation of the Canadian dollar in 

terms of gold greater than that which took place in late 1931: 

The policies of the administration at Washington perhaps explain 

the depreciation of the United States dollar; but why did the 

Canadian dollar resume its decline at the same time? No positive 

measures were taken in Canada to further such an end and Canada's 

balance of international payments actually improved in 1933 over 
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1932 (Table VI). Moreover this movement of the Canadian dollar 

was against the trend of the major currencies of the world as the 

United States dollar fell. Most currencies rose in New York 

roughly by the amount of the depreciation of the United States 

dollar. The rise of the pound sterling in New York, for instance, 

from an average value for December 1932 of $3.28 to $5.12 in 

December 1933 was a rise of 56%. But during the same period 

the disappearance by the end of the year of the premium on 

New York funds, which had stood at an average of 20% in March 

1933, was a rise in the value of the Canadian dollar in New 

York of but 17%. Thus while other currencies rose rapidly 

in New York the Canadian dollar rose but little; in terms 

of other currencies it fell. 

This eccentric behaviour of the Canadian dollar 

evoked little comment at the time; few people seem to have 

realized that anything peculiar was happening. To most Canadians, 

and perhaps also to many in the United States, the restoration 

of par between the two dollars seemed the most natural of events. 

It had always happened in the past and the presumption seemed to 

be that it would always so happen in the future. Indeed some 

commentators offer this feeling as perhaps the main force tending 
(24) 

to keep the two currencies together. 

That the balance of international payments for 

1933 should throw much light on the reasons for this 

(24) When the Canadian dollar is low in New York, as in 1932, 
funds such as branch plant profits which would normally flow 
back to the United States steadily are allowed to accumulate 
in Canada pending a return of the dollar to par. The fact 
that the Canadian dollar rarely rises above the American 
dollar for long is said to be due to the fact that such a 
relationship is widely believed to be unnatural and not likely 
to last. Hence funds are hurriedly moved to the United States 
while there is a profit on exchange; this brings the Canadian 
dollar rapidly back to par. The month-by-month details of the 
movements of funds necessary to check the validity of such 
an argument are not available, 
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depreciation of the Canadian dollar is hardly to be expected. 

It states the net results of international dealings of 

Canadians in a year which saw not only violent,exchaage rate 

movements but the transformation of business conditions in the 

United States from the culmination of depression in the banking 

crisis of the early part of the year to the first spurt of 

business revival in the autumn. At the same time steady progress 

to recovery was made in the sterling area and depression grew 

worse in gold bloc countries. The separation of the effects of 

these many forces on the various items of the balance of payments 

is almost impossible. 

Table VI  
(a) 

Canada's Balance of International Payments 
1932 & 1933 

(In millions 

Income 

of dollars) 

1932 	1933 Change 

553.0 611.7 +58.7 

From merchandise exports 
including non-monetary 
gold 

From tourists and other 
current items net 92.7 9.9 -82.8 

Total income 645.7 621.6 -24.1 

Outgo 
Net interest and 

261.8" 224..3 -37.5 
dividend payments to 
other countries 

Payments for mer- 
chandise imports 418.7 385.7 -33.0 

Net long term capital 
49.1 50.4 + 1 exports 

Total outgo 729.6 660.4 -69.2 

Excess of outgo 83.9 38.8 -45.1 

(a) For details see Table II and the table in the Appendix. 
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In general the changes were smaller than in earlier years 

and improved the position on balance, the excess of outward 

payments being reduced by $45.1 million. 

As in 1932, so in 1933, the direct influence of 

exchange rate movements is most clearly to be distinguished 

in the capital account. Almost all of the 51.0 million of 

outstanding securities sold on balance during the year 

(Table II, item 11) went to other countries than the United 

States. Pounds now went further in Canada in the purchase 

of securities (or anything else for that matter) and the 

United States dollar went less far than in 1932. On the other 

hand the net outflow of other funds from Canada of 875.3 million 

(item 12) was entirely to the United States where the value of 

funds held in Canada had risen and profits made on investments in 

Canada might be withdrawn without exchange loss. The desire 

of many corporations with branches in Canada for liquid 

funds in the United States during the banking crisis of early 

1933 led to considerable withdrawals of branch plants and 

other balances even while an exchange loss had to be taken. 

The net effect of these two opposed results of the exchange 

rate readjustments of 1933 was an export of capital of 024.3 

million (Table II, item 11 and item 12). The increase in 

our capital export to meet the excess of maturities over new 

issues (item 10) would have been greater than it was but for 

the rise of the pound. This rise made it possible for the 

Dominion government to borrow in the London market where 

conditions were much more favourable to our securities than 

in New York. An excess of maturities in the United States 

over new issues amounting to $68.0 million was reduced to the 

$26.1 million shown in Table II, item 10, by the use of an 

excess of new issues in London over maturities there amounting 

to $41.9 million. On the whole it is probable also that the 

foreign exchange to be purchased by Canada to service debts 

abroad would have been greater than it was but for the 
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movements of the pound and the United States dollar during 1933. 

Evidence of the effect of these exchange rate move-

ments is more difficult to discover in the current account. The 

slight rise in our exports to the United States in spite of the 

fall in the premium on New York funds reflects the economic 

recovery in that country which was to become of increasing impor-

tance to our exporters, as the months passed, whether they sold 

in the United States or other countries. Recovery in Britain and 

the Ottawa agreements must be held to account for some part of the 

rise of $32,0 million in our exports to countries other than the 

United States. But the rise in the value of the pound in Montreal 

must have been an important cause of that increase also. Deipite 

the improvement of the purchasing power of the Canad ian dollar 

in New York, however, imports of American goods fell by 42.3 

million or 17% of their value in 1932; and imports from other 

countries grew somewhat in spite of the fall in the purchasing 

power of our dollar in sterling bloc countries. The rise in the 

price of gold in the United States more than offset the loss to 

Canadian producers from the disappearance of the premium on 

New York funds. The fall in the national income of the United 

States during late 1932 and early 1933 was doubtless chiefly 

responsible for the great loss of tourist income amounting to 

almost $100 million (Appendix Table, Col.VI) , though the dis-

appearance of a "cheap" Canadian dollar may have played a part. 

The current account balance in 1933 showed a small 

credit for the first time since 1928. But it was so small that 

most of the net long-term capital export of $50.4 million . 

(Table II, item 13) had to be met in other ways. A further net sale 

by the commercial banks of almost $24 million of their foreign 

balances supplied most of the exchange necessary (item 15). There 

was also a very small export of monetary gold (item 16). The 

rise in the value of the pound permitted the Dominion government 

to borrow in London. Provincial governments were not in a position 
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to borrow abroad. The Dominion government borrowed $64.1 million 

in excess of the maturities of its own securities in other countries 

(Table III). Continued high tariffs played their part, doubtless, 

in the shrinkage of imports to the low point for the depression. 

The rise of the pound sterling to a premium in 

Montreal put an end to the agitation for the depreciation of 

the Canadian dollar. Rarely had anyone suggested that the 

dollar should be depreciated more than the pound sterling and that 

suggestion had obtained no hearing even in the worst months 

of the depression. Support for the deliberate depreciations of 

the. dollar to the level of sterling had grown- considerably however. 

Lt is not surprising therefore that the session of Parliament 

which opened in January 1934 heard little of the old controversies. 

In the Budget speech, the Minister of Finance, noting the change 

with satisfaction, claimed that the government's action in pro-

hibiting the export of gold in October 1931 had left the dollar 

free to respond to these favourable changes at once, and announced 

that the exchange rate would be left free to move in response to 

market forces till the relationship between the pound sterling and 

the United States dollar should be clarified,. 

77 iT 

(b) At the World Economic Conference in 1933, the 
Emp8re countries reaffirmed the policy laid down at Ottawa 
with respect to "easy money" and price raising. To this end 
the Dominion hastened the organization of the Bank of Canada 
and in 1934, when it felt it could do so without loss of credit, 
expanded the cash reserves of the banks by increasing the 
Dominion note Issue by $52,5 million, 

The World Economic Conference of June 1933 was 

called to secure the removal of obstacles to international 

trade of which the chief were high tariffs and exchange rate 

instability. It broke up without dealing effectively with 

either topic because of the sane clash of views on the exchange 

rate stabilization problem that occurred at the Ottawa Conference, 
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As South Africa had urged, at Ottawa, the restoration of the 

gold standard as the best method of securing exchange rate 

stability, so the gold bloc countries, led by France, now de-

manded similar action. When it becare clear that restoration of 

the gold standard was thought premature by Great Britain and 

the United States, the gold bloc countries refused to consider 

giving up the weapon of high tariffs for use against countries 

which would not surrender the right to manipulate the foreign 

exchange value of their currencies at will. 

That Great Britain was averse to any attempt to 

restore an international currency standard until the obstacles 

to its successful operation had been removed, was well known. 

But the surprise of the Conference was the refusal of the United 

States to enter any agreement for the stabilization of exchange 

rates. Washington had now shifted to the view that economic 

recovery could be secured most rapidly by each country setting 

its own house in order. "The sound internal economic system 

of a nation is a greater factor in its well-being than the 

price of its currency in changing terms of the currencies of 
(25) 

other countriesP 	In particular, commodity prices had to 

be raised. In order that this and related measures might be 

carried through promptly and effectively the United States 

proposed to retain its freedom of action. 

After the World Economic Conference had adjourned 

a declaration on British Empire monetary policy was issued 

by the delegates from Commonwealth countries. The policy laid 

down at Ottawa was reaffirmed. Despite the continued decline of 

gold prices, a rise in the sterling prices of primary products 

of 20% was noted with satisfaction. Commonwealth governments 

were urged to persist in their price-raising policies "by all the 

means in their power whether monetary or economic within the 

(25) From the text of Mr. Roosevelt's Message of July 3rd, 
1933, as quoted in The Economist (London) July 8, 1933, p.64. 
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limits of sound finance". Prices were to be raised to such 

a level as would "restore the normal activity of industry and 

employment, ensure an economic return to the producer of primary 

products and harmonize the burden of debts and fixed charges 

with economic capacity". The Canadian delegate signed this 
(26) 

declaration. 

The government took no conspicuous measure of monetary 

expansion following the reaffirmation of the 'price-raising 

by easy money' policy by the Commonwealth delegates to the 

World Economic Conference in August 1933. As an alternative 

it hastened the organization of a central bank by which an 

expansionist monetary policy might be more effectively carried out, 

On the basis of the favourable report of a majority of the 

Macmillan Royal Commission in September 1933, legislation for 

the establishment of the Bank of Canada was introduced and 

passed at the 1934 session, 

Since the organization of the Bank of Canada would 

take some time the government decided late in the 1934 session 

that. a further measure of monetary expansion would be.necessary 

in the interim. The Dominion Treasury was in need of funds to 

finance a proposed public works programme and there was need 

also to provide ample reserves to enable the commercial banks to 

finance the hoped-for expansion in the volume of business. This 

time the volume of Dominion notes was not increased through 

the use of the facilities of the Finance Act. Legislation was 

passed amending the Dominion Notes Act to permit an expansion 

of 252.5 million in the Dominion note issue without additional 

gold cover. In introducing the legislation the Prime Minister 

moved at once to counteract the impression that he had altered his 

views on the necessity of gold cover for the currency so emphatically 

set out at previous sessions. Replying to the query of a member of 

the opposition as to why a measure of controlled inflation of this 

sort which the government had roundly condemned for the past three 

T26) The declaration is printed in The Economist (London)August 
5, 1933, p.271. 
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years should so suddenly have become proper, he said in effect: 

"World monetary authorities have altered the rules of the 

gold standard game". Hitherto the customary minimum gold 

coverage held by central banks had averaged 35% to 40%. Actual 

reserves were of course much higher. At the World Economic 

Conference of 1933, it had been agreed by the governmental 

and central banking authorities present that it would be ex-

pedient if the recognized minimum should come to be 25%. While 

no suggestion was made that actual reserves should be reduced, 

the world-wide agreement that a minimum of 25% rather than 40% 

was adequate, would tend to lessen the scramble for gold which 

had been going on amongst central banks. The government was thus 

acting, said the Prime Minister,"...in accordance with the prudent 

recommendations of the World Conference. In fact we are providing 

a margin of reserve in excess of that deemed sufficient by the 

conference. I offer this comment in advance to dispel any possible 

doubt of those who may regard the proposed action as unorthodox or 
(27) 

as a departure from the accepted canons of sound monetary practice". 

Since this change had been agreed upon internationally Canada could 

make the change in the gold reserve held behind Dominion notes 

without loss of credit in the eyes of the world. 

In reply to the query as to why he had waited so long 

before making this additional issue, the Prime Minister said, 

"When I tried it with $35,000,000 what was the result? We issued 

v35,000,000 of money under the provisions of the Finance Act and 

what happened? Exchange dropped eight per cent. That demonstrated 

that we were not ready to do this, that confidence had not been 

created and that the foreign balances of this country were not 

sufficient to sustain our position. Confidence has returned, and 

with our foreign balances as I have indicated, this country finds 

itself in a position where the bill as brought down the other day in 

(27) House of Commons Debates (Canada) Session 1934, Vol.IV,p.4085. 



-46- 

this house was received with approval in the monetary centres 

of the world, whereas my little effort to deal with the 

situation a couple ofyears ago met with a fall of exchange 
128) 

of eight per cent.". 

The Dominion government took no further action of 

importance with respect to monetary policy before the 

establishment of the Bank of Canada.' 

(c) The. improvement in world business conditions 
and the rise in the price of sterling after 1933 greatly 
eased Canada's balance of payments position in 1934. 

Canada's balance of international payments in 1934 

clearly indicates the stimulus of general business recovery 

abroad and the higher pound sterling in Montreal (Table VII). 

Both total income and outgo increased, income increase exceeding 

that of outgo enough to reduce the balance of payments deficit 

by $16.7 million. With the rise in the world gold price of 

late 1933 Canada's non-monetary gold exports increased by 

$30.2 million over 1933. Other m .7handise exports and tourist 

income also rose. Expansion of imports is inevitable also in 

a period of business recovery. The increase in our capital 

exports reflects in part transactions consequent 

(28) Ibid., p.4273: 
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TABLE VII  

Canada's Balance of International Payments 
1933 & 1934 (a) 

Change 

(In millions 

Income 

of dollars) 

1933 	1934 

From merchandise exports 
including non-monetary gold 611.7 762.5 +150.8 

From tourists and other 
current items net 9.9 28.7 + 18.8 

Total income 621.6 791.2 +169.6 

Outgo 
Net interest and dividend 

224.3 211.6 - 12.7 payments to other countries 

Payments for merchandise 
imports 385.7 504.8 +119.1 

Net long-term capital 
50.4 96.9 + 46,5 exports 

Total Outgo 660.4 813.3 +152.9 

Excess of Outgo 38.8 22.1 - 16.7 

(a) For details see Table II and the table-in the Appendix. 

(29) 
upon the readjustment in the rates of exchange. Net  Dominion 

borrowings abroad were small, but maturities of all Canadian 

securities abroad exceeded the new issues by $58.0 million thus 

contributing substantially to the increased export of capital. 

During 1934 the cash reserves of the commercial banks 

were greatly increased (Chart I). The banks imported $18.9 

million of monetary gold but the increase is mainly due to 

an expansion of the Dominion note issue by .4)52.5 million which 

began in mid-1934. The authority for this increased issue 

was obtained by the amendment of the Dominion Notes Act dis-

cussed above (p.44).. This action of the Dominion government 

(29) A revived international trade in previously issued securi- 
ties brought net purchases from the United States of $68.3 	1. 
million and net sales to all other countries of $77.2 million, 
The latter at least was clearly influenced by the recovery 
of the purchasing power of the pound sterling in Canadian secur-
ity markets. The net outflow of other funds from Canada was 
less than for 1933 (Table II, item 12). 
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was the second conspicuous step in implementing the easy money 

policy agreed on at the Ottawa Conference of 1932 and reaffirmed 

at the World Economic Conference of 1933. Renewed business 

activity and a great revival of confidence in the future of 

business made such an issue possible and necessary. Adequate 

cash to finance business recovery without putting any strain 

on the bond market was imperative, pending the establishment 

of the Bank of Canada, 

The behaviour of the Canadian dollar in 1935 and 

later years is hardly relevant to the controversy over monetary 

policy during the depression and will not be discussed here,' 

The record of the years 1930-34 has been surveyed in an attempt 

to explain the main reasons for our exchange rate variations and 

the manner in which action by the Dominion government influenced 

the rate. 
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Chapter IV Currency Depreciation in Australia 
and Argentina was  not deliberate. 

(a) Australia's balance of payments position was 
more vulnerable than the Canadian because of the high net 
capital imports which fell off abruptly in 1928-29. Strenuous 
efforts were made to maintain the exchange and depreciation 
was only accepted when these efforts had failed. 

The claim was made early in the depression and has 

been repeated, that Australia and Argentina provided an 

example of deliberate currency depreciation which Canada 

might well have followed. But this argument ignores the fact 

that depreciation was not undertaken deliberately by either 

of these countries. It is the purpose of this chapter to 

substantiate this view. 

Australia's economic situation at the onset of de-

pression was more typical of debtor countries than was that 

of Canada. Our balance of payments in 1928 suffered strain 

largely because of an undue inflation of the money income of 

the country permitted 'by the Finance Act borrowing and the 

consequent increase in the demand for imports which worsened 

our balance of trade by over $250 million in 1929 in comparison 

with 1928. In 1929 the fall in the price of agricultural 

exports played an important part as well. In Australia the 

inflation of the national income which produced an excess of 

imports in most of the post-war yearn arose from a heavy net 

import of long-term capital. In Canada the import of capital, 

while substantial, was relatively much smaller and its effect 

upon the national income was lessened by that outflow of 

funds for the purchase of securities abroad which made us a 

net capital exporter in the late 1920's. Thus, when de-

pression began, Australia had to make up a deficiency of 

foreign exchange arising from the abrupt cessation of the 

inflow of foreign long-term capital and the drastic fall in 

the prices of her chief exports. Because of her heavy 

interest payments and unfavourable balance of trade the 



n0c-cOna0 t no 0%14  Ott) nu) .0 WmcDW0 
.0nOn.OH 0 nc- OOH no 00 0 cD.ON0W 
Onc-n0H H Nn .0n Hn -iin w 000Waln a a - a OS IN 	n 	w w 	 Is a 	 a 	w w 	 a 

0 tO V) V.- r-I r-I 	C‘1 CO tC) 	H al 	a] 	al H 	LO 	al 	r-IWCs 
M OH W CQ al 

rA 

+1++++ +.J1 .JI ++ ++ I .J1+14. 

wnimH0.0 .0 00 n./4  0M mu) 0 001 WHn 
CD CQ CD CQ CO OD U.) C.- 	OM NM *001 	N 	LOWWnN .14 c-N0D0c- n woD 	-41 	ma2 ..440) 	0 	(P0 n001 a 	a a 

n.0cOnti 	In 0W 	cv 	.44  e) up 	0 	con nup coN H H wr-.1 	 H H 
+ t++++ 	+ . 11 	. 1+ 	++ 	++ 	. 1 	+ I++ I 

1 
VD cQ ,4-1  rA In CD U) C- oD 	: UP N 	OD 0 In 	CO 	co u) 00 tO c) .44  n rA c- aD c-- 	ri 	.0 VD 	.41  V) 	m 	ne.0 	CD 	Cs V) Cs VD c.C3 CD V) VD VD al V) CD al 0 	00 	to c\i 00 	00 	00cDtgoD a a IS a a 	 a 	a a 	 w w 	I a 	a n 	a w, 	a a 

HHon0 	0 m0 	al r--I 	H H 	n 	1-1H m n ol to tr) te') 	CI) c\I 	 w 	HH 
,.I+++ I 	+ . 1+ 	. .11 	. I 	+ I 	+ 	I++ 1+ 

HcOn0mw H WH 	cD ce) 	to Hc- 	c0 	Nnw0w 000)0000H 0 mal 	no 	0 0H 	0 	CD Cs CD N) Cs Cs Cs CD VDU) r-I Cs CO H 	ON 	H .14 H 	r) 	00na10 
Is a a a V. as 	a 	w w 	 n w 	I 	 a 	 a a is a " 

01  CO CD .44 10 r-I VD CD Y) 	CQ n 	 VD ca 	n 	.0Hwno Nnw w w w 	 Hw w 	HHH 
1++++ 	+.11 	11 	+ . 1 1 	I 	+ I.+++ 

CD CO Ca On I-A 1-4 CQ UP to 	CD OD CD H n co 	00 	H MU) cp w H cp 0 cp r-I rA CQ .0C` 	c- n HC- 000 	up 	aD up c- n c0 rA rA CD tr) VD VD CQ CD al 	0 cm C'] 	,4i w 	o 	ctinwon 

	

a 	n a 	a " 	Is 	 w w 	 n 	 is 	la is 

Cs VD r-I V) .41  CQ NCD C- 	ca H HVD U) 	H 	N UD r-I C.- .0 n n 	Y) a/ 
I+ + + + 	+ . 1 + 	.JI 	+ + .11 	+ 	1 + + I + 

aD n n c- CQ Cs CD H CQ 	Coo NOD CD cQ 	.0 	40 CD U) UD CD mHcOn.On N r-tn 	mco nto wr-1 	.41 	CD CD <:71-1 n 0 vD CD VD H co Cs UD V) Cs 	C4 U) Ca Cs OD c- 	.0 	0 Y) Cs Cs Cs 4-I 

	

... .. • • al " w 	. ... 	 I. is 	 a a   

c- Y) -41  w co ce) 	CD 	Le to 	CQ 1.0 	OD 10 	al 	r-I VD lo-  c- .41 	WI; • C.- VD rA H 	w e) r-I 	 H 	nH • +1++++ + 11 	1+. 1+ .11 	I 	+++++ fal 
H 

plio 
.14 upw.00H N HO tot') c-.0 nH c- cOns4InW NroH  
wc-nc-c-m 0 00 	nto mH 0c- 	m 	r-I CQ 0 di 1.0 L) cd 

	

CQ U) ti) CO .0 N Q3 CD c- 	VD CD CD to cp n 	t') 	OD UD N C3 Y) CD E4 a a a a a a 	a 	a a 	a a 	a 	a a, 	 " 	 la a IS is a H cID q) C) rA a) W 	1.0 	Cs CQ 	CQ OD 	CQ 	.0 aD 	.0 cD n .0 ep 	r) n c- 	ca 	 rA rA 	U) 	rTI H  t,?4 ' cd 8 H 
• a) +.1 1 + 1 + 	I . .1 1 	++. 1+ 	1+ 	t 	+++++ 	0 to 
a) 0 
04 Ni--1.4iNwo W Coo con nW 00 o Nnc-c-n -1-D 

	

oa2Hc--.0n H nN 	NH Hc0 00 	c- 	o0 cD up .1.1 W 

	

rA .0 ep ciD -41  .0 0 c) cp 	In m ep al al CQ 	OD 	Co r) c- o Co tiD 4 Is is a S. a a 	a 	a is 	a a 	a 	a a 	 n 	 a la 	a a V) +3 

W H 
00 C' 01  H Cs 1--1 	UD 	CQ C.-- 	C'] 	HrA 	

0 	
VD CQ CD CD 3 st1t4 	 e) .14 	 H 	H Hr-1 

(1) + I I + I + 	I I. .1 I 	++ 	1 + 	1 + 	. I 	+ + + + + 	4-) (-I 
mr..,••••••••• 

rC$ 	 U/ 

	

*cc at 	 00 b.0 0 qi 
0 	

00 0 

	

g 	1:1 	 CM 	
PL4 P4 

40 
rda) 	 H 	k a) -H 	 H 	ci_ri 3) d 	 4a 	 rd 	 + 	0 al .,-1 	a) 	al 	rd 	..--1 	d 	

--1
i-,-1 

d  
o 	

o 	
0 	 0 

	

rd rd- H 	0 t-- 	d 	o 	0 	•H ---- CD 	
.1-1 	N 	0 +3 	d 	 H 	m (1) 

	

1--4teg 	°., 
A ri) +) 	0 	H a) 	g 	4-) 	

o rA 
i•-• 

	

+3 	 + H 
0) 	 +),1 lowo (00 

g 
	g g 0,-..- 

	

d r-A 	al 
0 _0 

-Pk 	o rd0 	a) U) Z +3  -P 0 a) 11-lopom 	00-1-3 	-Pm 	-r-I cf) 	43 	Pi  -og 	C.) . r I 	of $ M 0 	0 	54 cH 	Pi a) 	co 	f-i 	 0E-Id 	Opti 

	

Ordgrd 	›ao 	00E-10 	cci 	o 	0 	03 0 0 	11/1 gl 

	

WCI10 0 1-1Ctig 	4.3  CtS PI 	o FA a) 	00 	0 	H+3 a) 	0 +,4-1 010Hd drlif-i 0o+,
N 

..--1 0 PF-1000d4m0 	0 	o 	
-p 	di  

	

.,-i 	00 	rg g H 	Ul 

	

00W0 MOONVU '4 -1.).#-I .1-/P1 	0 0 	0 	OW 

	

salPiiHgrd 	koop 	tlokrid 	td td 	0 

	

imas-gdo„-1-1-10H H0OH ,.1-1 	•c..) SOW Od 
I mi---m 	CO) 	1 	H 	m040m.,-Ir-I 	a) 	Po 	Et) ai 	.,-.4 0 	4-) ra -P 	09 	o 	F-i H co cd +3 	to rg o r-i d El 04 	u) a) k m c) o 	d PA 

	

Oa) o 0 -P a) 9-1 	a) 	4-D 	.r.I 	.v4P14-1M 	 004-3 0-1-1 	r 0 OcOMMFiMcvirOcr4Plei-1 000A-) -Pdr1.0 ki--1 00AF-idH o 

	

0.,--1.,-t,-tofl-A;-40 0.,-10 corA,-Id„--10mo0 cpd A-1 012101--I 	k ordrcirctrairdo k o o 
-1  

	

o000H0moomdo 	u) to  .r 	t  .4 F..fri) C3 	P 	I-1  • -r-I 	Hat a) 
Pa 

	

4d Hal 	0 404d 0 ai fil 03 	c.) rg 0 a) 0a) a) CO 0 -P 	a) 	Pi P4 	,SD 	a) 	0 	0 0 444 4k0-P00 k N.  faDk0 F-1,--I Ad 0 k Hrci ..t-,  -P000rdoodod-d o gA-adwood 0 .rAMoirld-ri WO 
Okkkr-Ik4,--1 rj .--1 pdolm 04 -1-1 4-D 

	

a) a) a) a) 0 a) +) co 	al 	4 0 	0+3 	o 	a) 	2 -8 4::3T.) 	g' 

	

;-I cbcpimi m m 	0.:4 40 El Z dmo0E-4 4 k 	 0 	 .--1 

	

0 • • • • .. • • 	• 	0 • • • 	• • 	• 	• 	al 0 • • • • 

	

CD (-A CQ Y) .0 up up c- 	a;01 14 	n ‘44 	U) 	VD 	pq r- op CA CD r-I of 

	

1--1 1-4 rA 	ri ri 	rl 	H 	rA r-I r-I Ca Ca 

T
h
e
  
i
t
e
m
s
  
o
f
 
t
h
e
  
o
r
i
g i
n
al
  
t
a
bl

e  
h
a
v
e
  
b
e
e
n
  
c
om
b
i
ne
d
 

• 

U) H 

H 

 
 

I 

VD 
CM 
H 

41 

. 	I 
r) 
t') 
rn 
H 

VD 

CQ 

CD 
H 

H 

H 

H 

CD 
V) 
CD 
H 

CD 
CQ 
rn 
H 

CD 

cm 
H 

(
e
n d
in
g  
T
u
n
e
  
3
0
)
 

F
i
s
c
a l
  
Y
e
a
r
s
  

-50-- 

T
A B
L E
 V
I
I
I
  

H 

O 

OD 
ca 
H 

CD 

E4 

P4 
C3 

1=1 
ti 

pg 

OD 

E; 
0 

( I
n
  
T
h
o
u
s a
n d
s
  
o
f
  
P
o
un
d
s
  
S
t
e r
l
i
n
g )
 



-51- 

current transactions in Australia's balance of payments had 

resulted in a considerable net deficit for years. Canada's 

only turned against her in 1929. The adjustments to be 

effected in Australia were thus considerably greater and the 

probability of serious currency depreciation apparent. 

In such a situation the Australian government might 

have been pardoned had it abandoned the parity of the Aus-

tralian pound with sterling and deliberately promoted 

depreciation as a powerful weapon in effecting the adjustments 

demanded. But understanding of the situation in Australian 

official circles was apparently no greater than elsewhere and 

the fear of inflation, if the gold standard were to be 

abandoned, just as acute. The attitude of the banks, including 

the Commonwealth Bank, the country's rudimentary central bank, 

was most conventional and their desire to maintain the value 

of the Australian pound was strengthened by the prestige of 

an investigating commission from the seat of authority in 

London itself. 

"There was great reluctance on all sides to admit that 
the Australian pound was not identical with the English 
pound. All the force of tradition was behind the view 
that the two currency units were one. The governments 
were anxious, too, that no serious disparity hetween 
the two pounds should arise, because a higher rate of 
exchange meant, immediately at least, higher taxation 
to meet overseas interest. It seemed to many people 
that any serious depreciation of Australian currency as 
compared with sterling, would lead directly to un-
controllable inflation and precipitate a flight of 
capital, of which there was already some evidence" (i.e, 
in October 1930). (30) 

The proof of the sincerity with which this conventional 

opinion was held lies in the vigour with which action was taken 

to support the value of the Australian pound. As in other 

countries tariffs were raised primarily in the hope of helping 

domestic employment; but their effect in retarding purchases 

abroad, thus releasing exchange for more pressing obligations, 

(30) Commonwealth of Australia, Report of the Royal Commission  
appointed to enquire into the Monetary and Banking Systems -
July, 1937, p. 50. 
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was well understood. Of far more importance was the extra-

ordinary abandon with which the country's gold reserves and 

London bank balances were thrown into the breach to balance 

the international accounts. This of course is the purpose 

for which such reserves are accumulated in good times; and 

the Australian banks had acquired large London balances. But 

it is a most unusual thing to see currency and bank reserves 

expended with such completeness. In most instances, gold 

payments are stopped long before the reserve is exhausted. 

Moreover, the possibility of greater profit from the sale of 

their reserves was open to the banks at any time had they 

chosen to let the rate on London rise, And these reserves 

in gold and London balances amounted in 1929 to roughly 90 
(31) 

million pounds sterling, of which the balance of payments of 

Australia shows that almost 75 million pounds tterling was 

disposed of in the fiscal years ending 1929, 1930, 1931 (Table 

VIII). This far exceeds the sacrifice of gold reserves and 

bank balances made in Canada during the years 1928 and 1929, 

our period of strain on the foreign exchanges. 

So heavy, however, was the sudden deficit in the 

Australian current account because of the fall in the value of 

exports, that even these huge additional supplies of foreign 

exchange were insufficient to meet the demand at the par rate 

of exchange. The banks therefore resorted to rationing the 

supply available amongst buyers. The service of the debt 

abroad was made a first charge on the supply through an exchange 

pool formed in September 1930 in which the Commonwealth Bank 

and the trading banks participated. Each bank 'jut a certain 

percentage of its London balances at the disposal of the 

government annually thereafter for this purpose. Despite these 

efforts to maintain the rate a slight prmium appeared on 

(31) D. Copland, Australia in the World Crisis, 1929-1933, 
(Cambridge University Press, 1934), p. 31, 
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sterling in late 1929 (Chart II). By December 1930 the banks 

themselves were paying 82% premium, but outside the banks, 

trading in sterling proceeded at a premium of 10%. Lack of a 

legal monopoly of foreign exchange dealings by the banks made 

it impossible for them to peg the price of sterling at a level 

below that which would have ruled in a free market. Under 

such circumstances holders of sterling balances found channels 

through which they could be sold at a higher price than that 

agreed upon between the banks. 

"In December, 1930, when the banks' buying rate of 100 
pounds sterling was 108 pounds lOs Australian, the out-
side market was offering 110 pounds Australian. The 
disparity between the two prices increased in the early 
part of January, 1931, when the outside market rate was 
116 pounds Australian. On 6th January, the Bank of New 
South Wales altered its rate to 115 pounds Australian, 
the other banks followedsuit„and the outside market 
rose still higher. The banks then vigorously competed 
with the outside market by raising the official rate 
within three weeks to 118 pounds, 125 pounds and, on 
29th January, to 130 pounds. The 'outside market then 
became quiescent, and the last rate remained unchanged 
until December 1931." (32) 

In late 1931 an improvement in Australia's trade 

balance coincided with the departure of_Rngland from the gold 

standard and gave rise to the opinion that the rate on London 

would improve. The outside market rate fell "in November to 

127 pounds as compared with the official rate of 130 pounds 
(33) 

and forward exchange was being quoted at 126 pounds". 	Fear 

of loss on exchange, for which they had been paying 130 pounds, 

led to conferences between the banks looking to the maintenance 

of the rate. But they were abortive and in December 1931 the 

Commonwealth Bank settled matters by offering to buy and sell 
(34) 

exchange at 125 pounds. 	After the elections the new federal 

government declared it would leave the management of the rate 

of exchange entirely in the hands of the Commonwealth Bank. 

Monetary Commission Report, p. 51. 

Ibid. 

Op. cit., pp. 52f. 
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Indeed in April 1932 when the Wallace Bruce Committee appointed 

by the gcvernment to explore means for the promotion of 

recovery included a further measure of exchange depreciation 

amongst its recommendations, the Prime Minister said that he 

agreed, but the matter must be left to the Commonwealth Bank. 

The idea that the Australian government made an early and 

deliberate attempt to exploit the possibilities of currency 

depreciation in the interests of her exporters is clearly not 

in accord with the facts. 

t I 

(b) The sharp drop in the value of Argentina's exports 
during 1929 and 1930 resulted in a shortage of foreign exchange 
and the peso depreciated. Efforts were made to maintain it but 
these failed. Finally the government took control of the 
exchange market. 

Before the depression Argentina was a mature debtor 

country having, normally, interest and dividend payments 

abroad greater than the net inflow of long-term capital. This 

excess of debits was met by a favourable balance of merchandise 

trade. In 1929 the capital inflow was very small and exports 

were greatly reduced (Table IX). Export prices had begun to 

fall and the harvest of 1929-1930 had been poor. Despite a 

very heavy export of gold (Table IX,item 13), the Argentine 

peso therefore fell slightly at the end of the year (ChartII), 

convertibility of the paper peso into gold at the Conversion 

Office having been suspended on December 16, 1929. The shrinkage 

of exports was so severe in 1930 that the balance of trade 

turned adverse. This excess of imports, together with the 

usual debit in the other items of the current account, raised 

the current account deficit to its peak for the depression 

(Table IX, item 7). This deficit the government met in part 

by large short-term loans abroad (item 8). Bank balances 

abroad were sold and a small amount of gold exported. But 

these sources of supply were inadequate t, meet the demand for 

foreign exchange at par and so the peso depreciated rapidly 
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during 1930 (Chart II). The shrinkage of the national income 

in 1930-31 consequent upon the poor returns from exports, and 

the increase in the price of imported goods brought about by 

the depreciation of the peso, reduced the value of imports 

drastically in 1931. Exports were maintained by good crops 

in spite of low export prices. The balance of trade became 

favourable once more. This reduced the debit balance on 

current account considerably. But the situation was made 

worse than it had been in 1930 by a flight of capital (Table IX, 

item 9k To meet this huge debit (Table DC, item 11) the 

government exported larger quantities of gold in 1931 than the 

banks had exported in 1929 (Table IX, item 13). But even this 

was insilfficient to prevent the further decline of the peso 

(Chart II). In October 1931 the government established 

controls in the foreign exchange markets in Argentina to 

prevent the further depreciation of the peso. An official rate 

of exchange was fixed at about 60% of previous gold parity. 

But the accumulation of "blocked" pesos in Argentina during the 

nest two years shows clearly that in a free market so high a 
(35) 

rate could not have been maintained. 

Far from having deliberately depreciated the peso, 

the banks supported the exchange in 1929 by e large export of 

gold; in 1930 the government supported the exchange by raising 

a large loan abroad; in 1931 it used the gold stock behind 

the local currenay to support the exchange once more; and 

finally the government took control of the exchange market 

entirely to prevent depreciation going to the lengths that 

it must otherwise have reached. 

(35) In November 1933 accompanied by a further measure of 
depreciation a system of dual rates was established (Chart II). 
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(c) A comparison of the foreign 
Canada, Australia and Argentina. None of 
any deliberate action to depreciate their 
latter two tried to maintain the exchange 
Indirectly all three governments acted to 
by supporting the general credit of their 

exchange policies of 
these countries took 
currencies. The 
as long as possible. 
support the exchange 
securities. 

The analysis of this section is not intended to be 

taken as an adequate treatment of the monetary policy of the 

central government either in Canada, Australia or Argentina. 

The point here in question is the behaviour of the exchange 

rate in each of these countries and the part played by the 

governments in determining that behaviour. The depreciation 

of the foreign exchange value of the Australian pound and 

the Argentine peso is sometimes aaid to have been caused, or 

at least encouraged, by government action. The monetary 

policy pursued by the Dominion government in Canada is said 

to have maintained the dollar at or near par in the years 

1930-1931 and to have kept it at a higher level thereafter 

than it would have found of its own accord. The bearing of 

the analysis of this section on these contentions may now be 

summarized. 

All three countries'abandoned the gold standard early 

in the depression. In Canada, the convertibility of the 

Dominion notes into gold for export was ended, in fact, in 

early 1929 before the depression began, though the export of 

gold was not forbidden until October 19, 1931 and the 

convertibility of the Dominion note was not formally ended until 

April 10, 1933. By legislation in November 1929 the Common-

wealth Government of Australia ended the private export of 

gold and provided for the transfer of the gold held by the 

commercial banks to the Commonwealth Bank. Argentina left the 

gold standard by ending the convertibility of her 'currency into 

gold in December 1929; the private export of gold was not 

prohibited. Before the end of 1929 the gold standard, in the 

sense of the convertibility of the local currency into gold 
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which may then be freely exported, had come to an end in all 

three countries by the action of their governments. There is 

no difference between them in this respect. All started the 

depression with a currency divorced from gold and free to move 

in response to shifting economic conditions. Neither in 

Canada nor in Australia did the government take any further 

direct action concerning the rate of exchange. In Canada 

the market remained a free one; in Australia the rate was 

determined first by the trading banks by agreement, modified 

by an outside or "black" market, and finally by the Commonwealth 

Bank itself. The government did not interf:In with this 

practice of the Bank even when it disapproved. In Argentina 

the government took complete control of all dealings in 

foreign exchange in October 1931, not to encourage but to 

prevent the further depreciation of the peso, In no one of 

these three countries was the behaviour of the exchange rate 

interfered with by governments during 1930-October 1931, and 

only in Argentina thereafter, 

Indirectly all three governments acted to support 

the rate of exchange by supporting their general credit abroad. 

This they did by the pursuit of a policy of ".sound"finance - 

with varying degrees of success, it is true, Foreign debt 

payments on all federal government securities were successfully 

maintained in each case, Tariffs were raised in an attempt to 

propiyte employment and restrict the volume of imports, 

Government deficits appeared in all three countries and to 

varying degrees were financed by the sale of government 

securities to commercial banks - a definite measure of monetary 

expansion. But they were kept as small as possible, Argentina 

being least successful in this respect, 

The ?bandonment of gold in 1929 had been occasioned 

by the Argentine government's habits of financing the customary 

budgetary deficit by borrowing from the commercial banks in 
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anticipation of funding issues. Being unable in 1929 to float 

a long-term issue abroad, the government was forced to suspend 

the export of gold. Otherwise the restriction on the cash 

reserves of the banks while they held large amounts of treasury 

bills would have forced them to put the whole burden of 

deflation following gold exports upon their private customers. 

That the Canadian dollar maintained its foreign 

exchange value so much longer than the currencies of Australia 

and Argentina is due primarily to the very heavy flow of 

capital into Canada in 1930 and 1931. This inflow must be 

attributed to two factors. Canada had not exhausted her power 

to borrow abroad in the years before the depression began. At 

the same time the inflow of capital was larger than it might 

have been but for certain fortuitous circumstances. One of 

these was the unusually low volume of maturities in 1930 of 

previously-issued Canadian securities; the other was the 

existence since 1925 of a large outward flow of capital for 

the purchase of securities whose cessation in 1930 increased 

the net capital inflow notably. 

Borrowing by the Dominion government abroad made an 

important contribution to the inflow of capital from 1930 on. 

The ability of the government to borrow throughout the de-

pression was due alike to the favourable position of the 

Canadian economy, which was reflected in the maintenance of 

the rate of exchange, and to the orthodox views on monetary 

policy held by those in power. One need look no further than 

Ottawa's pronouncements on monetary policy, the government's 

rejection of the suggested deliberate depreciation of the 

currency or its adulteration by the use of the printing press, 

and the apparently impressive vindication of this policy by 

the return of the Canadian dollar to par - in contrast with 

the behaviour of the currencies of other exporting debtor 

countries - for the reasons for the high standing of Dominion 

securities in New York. 
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One must conclude therefore that both the opinions 

and the actual practice of the Dominion government tended on 

the whole to support the value of the Canadian dollar on the 

foreign exchange market, particularly in the years 1930 and 

1931. Whether the high value of the Canadian dollar reduced 

the national money income of particular regions below the 

level at which it would have stood had the Canadian dollar 

depreciated, is another and a different problem which must 

now be discussed. 
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PART II 

Currency Depreciation as an Alternative 
Monetary Policy for Canada,  1930-1933.  

The advocates of depreciation urge three points in 

its favour. The gross money income of the producers of 

export commodities would be immediately and considerably in-

creased. Since the cost of production would not at once rise to 

the same extent, their net money income would rise also. Before 

long the stimulus of the improvement in the export industries 

would spread over the whole country bringing an increase in the 

national money income. The following discussion attempts to 

appraise the validity of these contentions as applied to Canadian 

conditions since 1929. 

(a) The lack of a central bank was no insuperable:, 
obstacle to the adoption of a policy of currency depreciation. 
At least two methods were available with the existing machinery, 
(a) deficit financing on a large enough scale, accompanied by 
monetary expansion (b) adoption of a sterling-exchange standard. 

Before this discussion is undertaken a preliminary 

objection must be considered. It is sometimes argued that Canada 

lacked the financial machinery - a central bank - by which 

depreciation might have been effeoted. This difficulty was never 

considered a serious one by the parliamentary advocates of 

depreciation in the early stages of the depression. Some of them 

thought that merely to cease government borrowing in the United 

States or to "abandon" the gold standard would have depressed 

the dollar. But the gold standard had already been abandoned 

as completely in Canada as anywhere else, though no legal action 

had been taken. That the absence of the Dominion government 

from the international market as a borrower would have depressed 

the dollar much, is unlikely for the reasons discussed in 

Part I. Had all foreign borrowing ceased, the fall of the 

dollar would have been considerable, but the Dominion government 

had no power over other borrowers. Had the Dominion government 

announced an entire reversal of its policy of "sound' finance 

and indicated its intention to sustain the national money 
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income by a heavy programme of public works and similar projects 

to be financed, not by increased taxes and borrowing from the 

public, but by monetary expansion, the effect would assuredly 

have been of the order desired. There would have been no doubt 

about the seriousness of its intention to inflate or of its 

ability to do so. The upshot of such a programme - a fall in 

the purchasing power of the currency - is so well attested by 

experience, that a flight of capital would probably have occurred; 

This extra demand for foreign exchange would have driven down 

the price of the dollar at once; and the long-run effects of such 

a policy would have kept it down, 

But it would not have been necessary to fly in the face 

of world opinion by embarking on such a policy in order to effect 

the desired fall in the external value of the dollar. A scheme 

which was widely discussed at the time would have beer, quite 

effective and would have carried no such Lmplications of 

extravagant expansion in the volume of money, Had it been 

desired to depreciate to a given level below the pound sterling, 

say 20%, the government need only have announced its intention 

to devalue the dollar to that level 

and sell sterling in any quantities at roughly 

$4.86. Canada would thus have gone 

6.00 instead of 

and to offer at once to buy 

on a sterling-exchange standard 

at a new and lower value of the dollar in terms of sterling. At 

this price the dollar could have been kept convertible into 

sterling. As long as Great Britain stayed on the gold standard, 

the price of the United States dollar in Montreal would have re-

mained at about 1'1..23. When sterling depreciated, the Canadian 

dollar would have been carried down with it automatically. The 

premium on United States dollars in Canada in that case would 

have increased in proportion to the depreciation of sterling, 

Such a scheme would have most of the advantages and 

disadvantages of the gold standard itself. It will be recognized 

that its operation would have been made much smoother had Canada 
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had a central bank. But it must be insisted, contrary to much 

current comment, that the absence of a central bank was no 

insuperable obstacle to the carrying out of such a plan. Had 
(36) 

there been a will to depreciate a way would have been found. 

Whenever it is necessary in the following argument to 

deal mith the method as well as the results of depreciation, it 

will be assumed that a sterling-exchange standard was the method 

chosen. Being quite as "automatic" as the gold standard, a 

sterling-exchange standard would have been the easiest method 

to work without a central bank. In contrast with deficit 

financing by borrowing from the banks, it would have directly 

lowered the exchange rate; the monetary expansion resulting would 

likely have been less; and after the exchange rates had been 

altered they would have been invariable with respect to sterling. 

(b) The gross incomes of exporters would not necessarily 
have risen in proportion to the amount of depreciation. The 
increase in each case would have depended upon the particular 
market circumstances affecting each commodity. An assessment of 
such circumstances indicates that the primary producers of the 
Western Provinces would have gained less, relatively, than those of 
other regions. 

The first question to be discussed is the contention 

that depreciation would have raised the gross money incomes of 

the producers of export commodities by raising the price in 

Canada per unit produced, and by increasing the number of units 

sold abroad. Circumstances favour such an outcome where domestic 

prices are set by export prices and the volume of exports is a 

small part of total world supply. Then prices are likely to 

rise initially by the amount of the depreciation and yet any 

probable expansion in export volume would not much depress 

world prices subsequently. Gross income of producers might 

then expand almost in proportion to the depreciation. If, on 

the contrary, the volume of exports is a large part of world 

supply, the expansion of export volume would tend to depress 

(36) Monetary policy can, of course, be carried through more 
effectively when financial machinery is modern and complete.The 
absence of a central bank in Canada was undoubtedly one of the 
important factors in the mind Of the government weighing against 
the depreciation of the dollar. 
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world prices and rob the exporters of some or all of the 

increase in their gross income which they expect from 

depreciation. 

Wheat is usually cited as the major beneficiary. Yet 

throughout this period the Canadian Co-operative Wheat Producers 

Ltd., with Dominion backing, was supporting the price of Canadian 

wheat in Winnipeg and Liverpool above normally competitive world 

prices. The probable net effect of exchange depre6iation on the 

prices and income of Canadian producers is particularly obscure 

because of the interposition of the government wheat selling 

agency. This introduced an arbitrary and unpredictable factor in 

the situation. All that can be said is that exchange depreciation 

alone would not have automatically produced benefits for the 

wheat grower, but that gains might have been secured had appropri-

ate government wheat selling policies been combined with exchange 

depreciation. This assumes, in part, a policy of restricting 

volume of sales to the amounts which were actually made, and by 

holding the sterling price securing a higher return in Canadian 

dollars. Presumably this is the most favourable alternative, for 

had an attempt been made to reduce sterling prices and expand 

volume, there was no surety in the conditions then prevailing 

that the Canadian competitive position would in fact have been 

improved, or that there would have been any result other than 

still cheaper wheat to consumers: 

Meat and dairy products on the other hand were in the 

sort of situation most favourable to an increase in gross income 

of producers. The bulk of the sales were in the domestic market 

yet the price was set at times by that portion of the supply sold 

abroad. In neither of these commodities was Canada so important 

a factor in the export market as in the case of wheat. Lumber 

producers were not in quite so favourable a position, Canadian 
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exports being a larger factor in the overseas market; a 

reduction in the world price was probable had sales been expanded 

much. Competition from Scandinavia and Russia was keen- 

Pulp and paper exporters were in a poor position to 

gain an increased price per unit from depreciation. Most of the 

production was marketed in the United States and during the 

depression the potential supply greatly exceeded the demand. In 

a buyers' market of this sort it is probable that price-cutting 

would have robbed the Canadian producer of any rise in prices 

from depreciation. But at the new lower American price Canadian 

producers would have been able to sell more in the American market 

in competition with United States producers and competitors from 

overseas. A very welcome expansion in the volume of production 

might thus have been secured without any serious decline in the 

Canadian price. That would have been a very considerable benefit 

to an industry where overhead costs are so large a percentage 

of total costs: 

Canadian base metal producers, having consistently 

maintained an independent position in relation to the varLous world 

cartels, were in a strong position to obtain from depreciation a 

higher return in Canadian dollars, a larger market, or both. 

Unfortunately they were heavily stocked with inventories and it 

is unlikely that even a 20% increase in the low prices then pre-

vailing (e.g. copper from five cents to six cents) would have led 

to a great expansion of operations or the opening of many new 

properties. 

Gold stands out as the one commodity which would have 

received the full benefit of any depreciation. The market abroad 

is unlimited as long as any country remains on the full gold 

standard. Since Canada possessed in the early years of the 

depression important marginal resources capable of rapid exploita-

tion, the stimulus to the industry and the increase in the gross 

money income of gold-producing regions would have been certain. 
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Some expansion. in the export sales of Canadian manu-

factured products, particularly those manufactured in branch 

plants of American concerns, might have been expected in 

preferential Empire markets an4 in Latin America even in com-

petition with the parent companies. 

One of the most likely sources of benefit from the 

depreciation of the Canadian dollar was the tourist traffic. 

The diversion of even a small percentage of the normal. American 

tourist traffic from Europe or the United States itself to 

touring in Canada under the attraction of a cheaper dollar would 

have meant an important increase in the income from this source. 

Even this brief consideration of the matter should make 

it clear that no generalization can be made about the effect of 

depreciation on the gross money income of Canadian export-

commodity producers. Only a close study of the particular circum-

stances of each industry at the time of depreciation would reveal 

the probabilities in each instance. One may perhaps venture the 

generalization, however, that the likelihood was that depreciation 

would have benefited the primary producers of the western pro-

vinces less, relatively, than those of other regions of the 

Dominion. It would seem true also to say that advocates of de-

preciation were too ready to assume a substantial rise in the 

gross money income of exporters as a consequence of depreciation. 

11 

(c) The increase in incomes of exporters resulting 
from depreciation would be offset to varying degrees by the rise 
in costs of production and living. The degree of rise in such 
costs depends upon the nature and importance of imports, the 
amount of debt service due abroad and the increase in the national 
money income. In any case the burden of taxes and debts on 
primary producers would be lessened, 

Amongst the arguments against depreciation none is more 

common than the contention that the increased gross income which 

depreciation might bring to export-commodity producers would be 

offset by the increased cost of doing business and of consumable 
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goods and services. There would be slight, if any, increase 

in net money income or in the producers' standard of living. 

To the extent that the export producer buys goods abroad or has 

debts to meet in other countries his costs will rise roughly in 

proportion to the depreciation. His prospects of gain depend 

therefore on these payments being a small proportion of his 

total expenditures. The larger the proportion of his costs 

which are unaffected by the depreciation, or which are raised 

less than in proportion to the depreciation, or which at least 

rise more slowly than his income grows, the greater his chance 

of a net gain in his money income. If the rise in costs does 

not lag behind the rise in fmconedepreciation has little point, 

One of the most burdensome elements in the cost of 

doing business and of living in export regions, especially in 

the western provinces, in the early years of the depression, 

was debt and taxes. As prices fell an undiminished load of 

private and public debt charges had to be met from a rapidly 

diminishing gross money income. Depreciation would have increased 

the weight of this expense slowly if at all. Any rise in gross 

income would have been all to the good here. To the degree that 

gross income grew, depreciation would have tended to restore the 

taxable capacity of the export producers and would thus have 

lessened, or at least postponed, the financial difficulties of 

the governments and private financial institutions dependent upon 
_(37) 

them, 

(37) Some have argued that in the light of our present knowledge 
of the character of the depression which was ahead in 1930-31, such 
a postponement of an inevitable readjustment of this burden of in-
debtedness would have been pointless. Inevitably mortgage and 
bond interest would have been defaulted and tax arrears wouldlhave 
accumulated much as they actually did, though at a later time, 
Such an argument assumes however that the depression in Canada 
could not have been mitigated by depreciation. This its advocates 
would vigorously deny. Just to have postponed such events as 
defaults and tax arrears they believe would have kept the economic 
machine in operation till the curative effects of depreciation on 
the whole economy had a chance to appear. This argument will be 
assessed below in considering the probable effects of depreciation 
on the national money income as a whole. 
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The effeets of depreciation upon commodity prices in 

Canada depends upon much the same considerations as were adduced in 

discussing its probable effects upon the prices of exports. Goods 

of which the Canadian consumption was mostly imported would rise 

in price roughly by the amount of the depreciation unless the 

Canadian demand, was a considerable part of world demand. In that 

instance foreign producers might think it wise to absorb part of 

the cost (e.g., coal from the United States). Canadian prices 

would then rise less than in proportion to the depreciation. Com-

modities manufactured from imported raw materials, or which compete 

closely with imports (e.g., as substitutes), would probably show 

some price rise. Goods made from raw materials predominantly ex-

ported would rise in price, if the depreciation raised export 

prices. Tariff changes and the existence of monopolistic or semi-

monopolistic conditions would also have their effects on price 

behaviour. In short, no generalization can be made about the 

probable behaviour of particular prices. Where the purchases of 

export producers are concentrated on a rather narrow range of 

commodities, the probability of their gaining from depreciation 

depends upon the relative rise in their gross money income and in 

these particular prices and costs, Even a net loss is not 

inconceivable. 

Whether or not prices will rise, on the average, is not 

to be determined merely by an analysis of conditions in particular 

industries. Rather it will depend upon whether depreciation re-

sults in a larger national money income. Should it do so, wages 

and other costs would tend to move upward; and such an increase in 

costs of production would produce eventually a general rise in 
(38) 

prices. 	The probability of a general rise in prices has been 

sometimes scouted in recent years on the basis of actual experience 

following depreciation, particularly that of Great Britain. 

(38) See the discussion of the effects:of depreciation on the 
national money income below at pp.72-82. 
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The remarkable stability of British prices after the fall of the 

pound was a great surprise to those who looked for an immediate 

inflation as the sure result of the abandonment of the gold 

standard. The explanation of the apparent anomaly lies for the 

most part in the fact that the trend of prices in other countries 

was still downward; the stability of prices in Great Britain was 
(39) 

in fact a relative rise, 	And that is the only sort of rise in 

prices - a movement upward relative to the world-wide trend - that 

can be said to be a likely result of depreciation. This is equally 

true, it should be borne in mind, of the behaviour of the gross 

money incomes of exporters. If the trend of world prices and 

money incomes be sharply downward, depreciation is likely to do 

no more than lessen the rate at which both prices and incomes fall. 

Of the three questions raised for discussion at the 

beginning of this section, two have now been discussed, The effect 

of depreciation, upon the gross money income from the sale of 

export-commodities, upon the cost of production and upon the price 

of the commodities which enter into the standard of living of the 

producers of the primary export commodities has been seen to vary 

from product to product. No general statement can be made as to 

the net gain in money incomes which would result. Unless the 

gross money incomes failed to increase at all there would be some 

gain in the servicing of debt and other fixed charges due in 

Canadian dollars. Some part of the increased incomes of exporters 

will be lost at once in paying higher prices for remittances to 

other countries and for imported goods. How far the rest of their 

added income will go in meeting the costs of production and of 

living depends in the first place upon whether exporters spend 

their money upon those products whose prices rise most or upon 

those which rise least, and secondly upon the average rise in all 

(39) Much more would have to be said of course in an extended dis-
cussion of this problem. Of particular importance is the difference 
in the probable reaction of prices when the depreciation is a 
deliberate one rather than a revaluation of the currency te0ing 
to correct a previous state of international disequilibrium. 
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prices and costs. Since the behaviour of prices upon the average 

depends primarily upon the effect of depreciation upon the national 

money income, it may be considered together with the third of the 

questions proposed at the beginning of this section. Would the 

stimulus of depreciation to the export industries bring an increased 

volume of business and a rise in the national money income? 

(d) Prior to September 1931, deliberate depreciation 
would have been detrimental to the national income. 
However, deliberate depreciation coincident with Britain's 
abandonment of gold would probably have increased the 
national income and would have been beneficial to exporting areas. 

In discussing this question it will be assumed that the 

producers of export-commodities experience a net gain in their 

money incomes because of depreciation, i.e., that there is an 

increase in their power to buy or to save. The advocates of de-

preciation contend that this improvement in the economic position 

of the producers of primary commodities is, in such a country as 

Canada, a prerequisite to recovery. The fall in the prices of 

agricultural products which began in 1928 was, they believe, a 

powerful factor in bringing on the depression the world over. In 

Canada it so reduced the purchasing power of a large part of the 

population that a decline in the volume of production soon followed. 

Poorer business prospects caused new investments to be postponed; 

the production of capital goods shrank severely. Not until the 

outlook brightened in agriculture or some other industry would in-

vestment relive. Neither "easy money" nor public works would bring 

more than temporary relief in a country where the volume of private 

investment of both domestic and foreign capital depends so closely 

upon the. prosperity and future prospects of its primary producers. 

Depreciation, its advocates would admit, could not keep those 

prospects at their brightest in the face of world-wide collapse. 

But it would tend to maintain the national money income, they 

contend, and so to mitigate the severity of depression and promote 

early revivals 
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The difference between a period of prosperity and one of 

depression arises not so much from variations in the volume of 

employment in the production of goods for current consumption as 

in the much greater fluctuations in the volume of employment in 

the production of capital goods. In good times confidence in the 

future of business is high, savers invest their money willingly, 

business men are in a mood to risk their own and borrowed capital 

in new ventures. In such a period investment continues to grow 

in amcuat until the Irospoct of making profits from owning capital 

goods fades, 1hen this change of sentiment as to business pros-

pects occurs the demand for capital goods suddenly disappears, 

depression begins. Recovery from depression will occur only when 

some measure of confidence in the future of business has been 

restored. If the effect of depreciation on the national money 

income is to be assessed the main point to be attended to, then, 

is its effect on the volume of investment, through its impact on 

the business man's confidence in the future. 

The depression of the years 1930-1933 displays two well-

marked phases which might be called mild or "normal" depression 

during the years 1930 and early 1931, and severe depression in 

1932 and early 1933. Whatever be the causal relationship between 

them, the transition from mild to severe depression was associated 

with the outbreak of the European financial crisis of the summer 

of 1931 0  The high point of this crisis was the abandonment of the 

gold standard by Great Britain. That event may be taken as a 

convenient landmark dividing these two phases of the depression. 

The writer believes that to have depreciated the Canadian currency 

during the earlier or mild phase of the depression would have been 

unwise; it would probably have reduced the national money income. 

But depreciation at any time after September 1931 would have tend-

ed to increase the nations], money income; and the probability of 

this favourable result increased as the depression wore on. No 

one now denies that the depreciation of the Canadian dollar which 

actually took place in 1933 helped to lair the basis for recovery 

in Canada, The reasoning on which this conclusion as to the 
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probable effects of deliberate currency depreciation is based, must 

now be stated briefly. 

The characteristic feature of the early stages of any 

depression is a steady deterioration in the confidence felt by 

business men in the future of business. As evidence accumulates 

that the tide has definitely turned, optimism turns into 

pessimism. Past experience warns that things are likely to be 

worse before they are better. As this conviction gains in 

strength borrowing is checked, inventories are reduced and 

projects of expansion postponed. Investors respond to these 

deqelopments by refusing to buy new securities and by unloading 

their present holdings. Everywhere there grows a desire to 

improve cash positions. Cash is least costly to hold when its 

purchasing power is increasing through falling prices; its 

possession puts investors and business men in a position to 

seize favourable .)pportunitlee-when-they occur, This-scramble 

for cash tends to spread out from the centres of greatest 

pessimism or greatest financial strain, and to become cumulative. 

In the early stages of a depression therefore a general struggle 

for greater liquidity occurs. Unless there is an absolute increase 

in the volume of cash available in the country, the process of 

"cleaning-up" outstanding lines of credit cannot go far without 

producing bankruptcies. These ih turn unsettle confidence 

further; thus the "vicious spiral of deflation" sets in. The 

national income is reduced not, it is to be noted, by any 

shortage of cash since its volume has not been reduced, but by 

its gravitation into the hands of those who do not propose to 

use it for investment in projects which will employ the factors 

of production; they intend rather to 'hoard' it. As a conse-. 

quence there is a decline in the frequency with which a given 

unit of the countryAs cash passes through the hands of an 

employee as income; the "income velocity'? of money falls, 



- 73 - 

In Canada as in other countries confidence in the 

immediate future of business waned in late 1929 and in 1930. 

Yet the feeling that the depression would be a short one was 

general, especially on this continent. There had been no 

prolonged depression since the twentieth century began except 

that of 1921-1922 which was obviously a natural aftermath of the 

War and post-war boom., The recessions in the United States in 

1924 and 1927 had been readily ended by the "easy money" policies 

of the Federal Reserve system, It was generally believed that 

the 1930 decline would yield to similar methods of control. 

In Canada the difficulties which had been,experienced in 1929 

had apparently passed. Though gold payments had not been resumed, 

the dollar had returned to par of its own accord. Public opinion 

was almost unanimous in believing that to follow the rules of 

"sound" finance was the only safe course for an economically 

young country like Canada. Rates of exchange should be kept as 

stable as possible in the interests of our large foreign trade 

and the future borrowing of capital for the exploitation of our 

abundant natural resources. To encourage the influx of this 

capital once more when business should revive, the credit of 

both public and private borrowers should be kept as high as 

possible. Payment of contractual obligations must take precedence 

over all other expenditures. National policy should facilitate 

these payments rather than make them more difficult. Budgets 

must be kept as near in balance as possible and inflationary and 

unsound "short-cuts" to prosperity avoiled. 

Strict adherence to such principles was deemed 

particularly necessary in 1930 because of the huge increase in 

both public and private indebtedness which had taken place. 

Borrowing to open up the country, to finance the War and to pro-

vide all the new services demanded of governments since the War, 

had been very heavy. Not only did a greatly increased annual 

interest charge have to be met but maturities of some of the 
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earlier issues were to occur shortly. In the years 1931-1934 

the Dominion government alone faced the prospect of maturities 

totalling almost $1,200 million. Clearly the state of the 

market for Canadian securities was a very significant matter 

to all governments and the larger private corporations in 

Canada. And that market was continent-wide. So intimate were 

the relationships between the security houses and financial 

institutions on both sides of the border, so large was the 

volume of securities readily marketable on either side, so 

sensitive were prices to influences originating in either 

country, that it behooved all borrowing authorities in Canada 

to behave circumspectly. Not only would the price of Canadian 

securities suffer from any false move, but the foreign exchanges 

might be disrupted by the relatively large capital movements to 

which small changes in security prices tended to give rise. 

In the light of such considerations it is small wonder 

that the Dominion government summarily rejected suggestions made 

in Parliament to depreciate the dollar in the years 1930-1931. 

As a motive in this rejection the debt situation was undoubtedly 

to the fore; but in the background was the general opinion that 

the proper policy for Canada was that of 14sound'finance. Only 

by following such a policy would either governments or private 

businesses be able to pay their way. Granted adherence to such 

a policy, prospects that the ,depression might not prove a serious 

one seer4ed good. This confidence in the essential soundness of 

the situation would have been profoundly shocked had the Dominion 

government deliberately depreciated the Canadian dollar without 

a shadow of excuse in the balance of payments situation itself. 

The general opinion was that the situation in the western 

provinces had not yet become so serious as to be beyond cure by 

less radical and disrupting measures. The unfortunate reaction 

of investors and those in charge of business policy to such action 

would in a11 probability have outweighed the stimulating effeets 
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arising from an increased gross income to some export-commodity 

producers. The national money income and the tax-paying powers 

of the Canadian people as a whole would have been worse not better. 

The government's rejection of the suggested depreciation of the 

currency must therefore be deemed wise in the circumstances of 
(40) 

1950 and early 1931. 

Had depreciation been carried out in 1930 or early 1931 

the confidence of business men in the future would not only have 

been undermined by the act itself, but its early effects would 

probably have depressed business sentiment yet further. The 

stimulating effects of depreciation appear more slowly than do 

some of its disturbing consequences. Some of the increased 

income of exporters goes to pay taxes and keep up debt payments 

rather than to buy goods; a further part of it may go to repaying 

commercial bank loans in the export regions; some of it would 

probably be hoarded by the wealthier producers or business men 

in these regions. Only a part of the increase would find its way 

to the central provinces soon after the depreciation. Since the 

trend of agricultural prices in the early years of the depression 

was sharply downward, it is not impossible that a moderate 

depreciation would merely have arrested the downward movement of 

farm income rather than have increased it. Were that the case 

the business men dealing with farmers would find it difficult to 

discover the stimulus to business arising from depreciation, 

Against this problematical stimulus to the business of 

the nation there must be set certain definite and conspicuous 

additional costs of doing business arising from depreciation. 

(40) It is to be noted that the writer is not arguing that depre-
ciation would have made it impossible for the country to meet its 
debts abroad, as some argued. Such debts are paid for in the 
foreign exchange obtained by exporting goods and services and 
there is no reason to believe that on the whole the yield of our 
exports in terms of foreign currencies would have been diminished 
by depreciation; it would probably have increased. The argument 
is that within Canada the money normally put "into circulation" 
by investors would have been reduced by more than the increase in 
the money income of the exporters. Taxable income would thus have 
fallen and governments would have had to meet an increased cost of 
servicing the foreign debt from a diminished revenue from taxation. 



- 76 - 

Foreign payments for the servicing of external debt and the 

purchase of necessary imports of raw materials may add more to 

the costs of particular firms than they obtain from the added 

expenditures.of exporters. Indeed the sudden imposition of 

these additional costs of operation may cause the collapse of 

firms whose position is already precarious. If the number and 

importance of such firms is considerable a rapid succession of 

bankruptcies might ensue. Fear of almost panic proportions 

might be induced by the sudden and almost simultaneous collapse 

of these firms, whereas their more "orderly" liquidation in the 

course of the depression would have been much less disturbing to 

confidence. Some important Canadian industries were likely to 

find their costs of doing business raised much more than their 

income. The added cost of the foreign exchange required to 

maintain the bond interest of electric power companies for instance, 

would have raised their costs of production almost in proportion to 

the depreciation with no likelihood of any early increase in 

income. The financial centres of the country would have had 

cause for increasing concern as the consequences of the additional 

burdens imposed by depreciation made their appearance. The 

continuance of debt payments from the export regions upon such 

things as mortgages would not have alleviated this growing 

concern much; indeed the "sound finance" predilections of 

financiers would have led them to reject the view that but for 

depreciation their receipts from the export regions would have 

been worse. The probability then is that the shock to confidence 

from the act of depreciation would have been accentuated by its 

near-term effects. At any time before the abandonment of the 

gold standard by Great Britain the net effect of depreciation 

upon the national income of Canada would have been bad. 

The chances that depreciation would have resulted in a net 

relative increase in the national money income improved with 

Britain's abandonment of gold, and became still better as time 

passed. The growing severity of the European financial crisis 
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during the summer of 1931, of which the British action was the 

culmination, and the spread of financial strain to the United 

States seriously worsened the outlook for business in all 

countries. The shock to confidence from this collapse of one 

of the leading financial powers was immense. Thereafter the 

volume of investment in Canada as in other countries shrank 

rapidly to its minimum for the depression. Had the Canadian 

dollar been forced down on the exchange markets below the levels 

to which it in fact fell in terms of New York funds monfideme 

would have been further worsened. But there is no reason to 

believe that this worsening would have been a significant factor 

in reducing the actual investment of money in Canadian enterprises 

much below its already low level. This is the chief respect in 

which the situation differs from 1930; at that time the volume 

of investment was still considerable and would have been sub- 

stantially reduced by the shock to confidence depreciation would 

have produced in the circumstances of the time. In 1931-1932 

however the reduction of the money actually in circulation in Canada 

from a further shock, 	aoaolfidenae 	probably have been slight. 

If this be so a strong case can be made out for the 

view that the national money income would have been relatively 

larger had the Canadian dollar been forced down to the level of 

the pound in New York in late 1931 following the depreciation of 

sterling. The actual exchange movements (Chart II and Table I) 

favoured exporters selling in the United States and increased 

substantially the cost of New York funds to those who had payments 

to make there. Both the advantage and the disadvantage of the 

premium on United States funds fell for the most part on the central 

provinces; whether there was a net advantage it is impossible to say. 

But of the severity of the damage to the export regions whose pro-

ducts had to be sold overseas, there can be no question. To an ex-

portr the appreciation of his own currency relative to that in 

which he must sell is a disaster. That the currency of an export-

ing country should have been allowed to appreciate with respect to 

that of its chief market was an anomaly the correction of which 
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should not have been found astonishing. That we should have re-

fused to permit the very serious aggravation of the situation in 

the western provinces through a series of events over which we 

had no control might have been expected. The depreciation of the 

Canadian dollar at least to the level of the pound might surely 

have been regarded as little more than an anticipation of the in-

evitable. Had Ottawa given Canadian opinion a lead in this 

direction the domestic reaction to such a depreciation might have 

been unimportant. 

But at Ottawa the opinion was strongly held that the 

fall of the pound was a disaster to Great Britain and all other 

British countries. Deliberate depreciation by Canada was regarded 

as an unthinkable aggravation of an already bad situation. 

Despite the heavy refunding operations already carried out, the 

Dominion government's demands on the domestic and United States 

bond markets were likely still to be large. Deliberate depre-

ciation by tying the Canadian dollar to sterling would moreover 

have been to have accepted as satisfactory for Canada such 

fluctuations in the premium on New York funds as the future 

course of the pound in New York would have produced, There were . 

sound reasons for hesitating before adopting such an arrangement. 

As events turned out the only serious result of the adoption of 

a sterling exchange standard at the old par, would have been a 

somewhat larger premium on New York funds until the devaluation 

of the United States dollar should have brought it back to par 

also. But the uncertainties of the future of sterling and the 

financial orthodoxy of public opinion and of the government led 

to the choice of other instruments to promote recovery, In 

common with the other nations of the Empire an "easy-money" 

policy was adopted in the hope that the rise of prices in 

Great Britain would ease the position of exporters in the 

Daminrions, 
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As the depression deepened in 1932, the halting of the 

fall of the gross money income of the exporting regions especially 

the western provinces became imperative. At the same time the 

disadvantages of depreciation as a method of providing that aid 

grew appreciably less. Contrary to the general expectation of 

disastrous price inflation in Great Britain and great economic 

disturbance after the fall of sterling, the price level merely 

ceased to fall and became stable at current levels; business 

conditions showed positive improvement. In gold standard 

countries, particularly in the United States, the situation grew 

steadily worse. Doubts grew as to the expediency of financial 

policies whose soundness had hitherto been regarded as axiomatic. 

The Minister of Finance gave it as his opinion that the actual 

degree of depreciation of the Canadian dollar in New York was a 

good "compromise", thus recognizing the altered situation. In 

the country at large the opinion that something new should be 

tried became widespread. Deliberate depreciation would probably 

have produced much less shock in 1932 than in 1930. 

Depreciation tends not only to increase the gross money 

income of the producers of export commodities but improves also 

the cash reserve position of the commercial banks, thus easing any 

strain which may arise from the cash drains which usually occur 

in depressions. This improvement arises from two sources. The 

rise in the price of foreign exchange increases the Canadian 

dollar value of the cash and other liquid assets held abroad; 

gold held in Canada rises in value similarly. This effect of 

depreciation was not an important argument in its favour in 1930 

as net capital imports then enabled the banks to improve their 

cash balances very considerably. The resumption of borrowing 

under the Finance Act in late 1931 is evidence that the steady 

drain of cash from the banks in 1931 (Chart I) had made serious 
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inroads on the cash of at least some of the banks. Total bank 

cash was only brought back to the level of late 1931 by the X35 

million borrowed under the Finance Act at the instance of the 

Dominion government in November 1932. Depreciation at any time 

during late 1931 and 1932 would have sensibly improved the cash 

position of the commercial banks. And this would have been 

effected without putting the banks in debt, a position most of 

them disliked. It would probably have been a more effective 

stimulant to "easy money" (dollar for dollar that is) than the sums 

borrowed under the Finance Act were. 

But the government's attitude toward depreciation 

remained unchanged in 1932, and in 1933 the Canadian dollar fell 

to the level desired by most of the advocates of depreciation -

parity with the pound sterling. The return of the United States 

dollar to par at the same time probably brought a net gain also. 

Payments to be made in New York funds now cost much less; the 

loss of the premium on exports to the American market was 

mitigated by the rise in the price of gold to $35 an ounce and 

the commencement of business recovery. With these events 

depreciation of the Canadian dollar became a dead issue. 

(e) Summary.  

The argument of this section may now be summarized. 

Lack of a central bank was not an insuperable obstacle to 

depreciation, though its absence increased the government's 

doubts as to its advisability. The possibilities of raising 

prices and of increasing substantially foreign sales of Canada's 

exports by currency depreciation varied from a certainty in the 

case of gold to a .all chance in the case of wheat°  Its effects 

on gross money income would have varied markedly from region to 

region. The probability that costs of production would rise also 

varied according to the elements of which cost was composed in 
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the several regions. The net gain in money income to producers 

of export commodities would therefore depend on the increase in 

gross income which would be reduced to a varying degree according 

to the proportions of the gross income which were spent on the 

purchase of imports, on domestic goods raised in price by deprecia-

tion; and in payment of obligations, such as debts and taxes, re-

latively fixed in terms of Canadian dollars. No statement is 

possible as to the general effect for Canada as a whole. But it 

seems likely that export producers in the central provinces would 

have received relatively a larger net gain than those of other 

regions. 

The effect of depreciation on the national money income 

is yet more difficult to assess. Apart from changing receipts 

from exports, variation in the volume of domestic and foreign 

capital currently being invested in Canada is the chief source of 

the rise and fall of the national money income. Since confidence 

in the business future determines Investment, the effect of 

depreciation upon confidence ie the matter to be appraised, 

In 1930 and early 1931 the economic situation in Canada 

was not more serious than in past depressions of similar duration. 

No events had occurred likely to raise question as to the 

expediency of a "sound" monetary policy. Deliberate depreciation 

of the Canadian dollar below the pound sterling and the United 

States dollar would have been a profound shock to business 

confidence. The uncertainty of the future would have been greatly 

increased and investment curtailed. This reduction in investment 

would probably have decreased the national money income by an 

amount not likely to be offset by the added income of exporters. 

By late 1931 and 1932 however, the financial crisis 

in Europe and the United States had so undermined confidence that 

investment was at a very low level indeed. Any shock to confidence 

which depreciation in this period might have produced would there-

fore have been less serious in its effects on the national money 

income. The additional income gained by exporters would probably 

have exceeded any loss of income from a further reduction of 
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investment in capital goods. The shock to confidence arising 

from depreciation would probably have been. much less in 1931 and 

1932 than in the earlier period. A revolution of public opinion 

on monetary policy was well underway, stimulated alike by the 

unexpected contrast between the economic situation in those 

sterling bloc countries where currency depreciation had taken 

place and in the countries remaining on gold, and by the extra-

ordinary depth of depression in 1932. The expediency of continued 

adherence to orthodox policies was being widely questioned. 

Because of this change of opinion and of the low volume of current 

production of capital goods, it is likely that depreciation would 

have raised rather than lowered the national money income anytime 

after September 1931. 

The general conclusion then is that.  deliberate currency 

depreciation would have.reduced the national money income if 

carried out before Britain's abandonment of the gold standard, 

but would have increased the national money income thereafter'. 

In evaluating these conclusions the reader is asked 

to bear in mind the character of the analysis in this section of 

the memorandum. Economists can set out the factors likely to 

operate in a given situation. Despite a common opinion to the 

contrary, they do agree as to what these factors are and how each 

would work in isolation. But there is as yet no means available 

to estimate the relative weight in a particular situation of such 

forces as those considered here. Yet conclusions must depend upon 

judgments as to the importance from time to time of this factor 

and that. Opinions are therefore bound to differ. Others have 

already come to conclusions at variance with those reached here. 

The factors which the writer thinks relevant have been set out in 

this section to indicate the reasoning by which his views have 

been reached and to aid the reader in forming his own. 
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APPENDIX 

NOTES ON CANADA'S BALANCE OF INTERNATIONAL PAYMENTS 
1900 - 1937 

Estimates of Canada's balance of international 

payments are currently compiled by the Dominion Bureau of 

Statistics and revised by the latest methods back to 1926. 

The estimates for the years 1900-1913 have been made by 

Jacob Viner in his book "Canada's Balance of International 

Indebtedness 1900 to 1913" (Harvard ;University Press, 1924). 

The writer has made estimates to fill the'gap between 1913 and 

1926. All these estimates have been assembled in one table 

for the years 1900 to 1934 togetheri with a brief explanation 

of the methods used in arriving at ,these estimates and of 

their comparability, in Marshall, Southard and Taylor "Canadian-

American Industry" (Ryerson Press, 1936). 

Two circumstances have made it inadvisable merely 

to bring that table up-to-date in providing a balance of 

payments for use at the present time. The Dominion Bureau of 

Statiatics has recently made a thorough revision of its 

estimates involving important changes on the basis of new 

information available since 1934. (see the Canadian Balance of 

International Payments 1926-36, Ottawa, 1937). It is now 

possible also to make certain important improvements in the 

estimates in the years 1914 to 1926, and some minor changes 

in Viner's calculations to make them comparable with the way 

in which the Bureau now sets up its estimates. For a detailed 

explanation of method the user of these tables is referred 

to Marshall, Southard and Taylor for the years 1900 to 1926, 

and to a forthcoming bulletin of the Bureau of Statistics for 

the years 1927 to date. The following notes are intended 

merely to indicate the important revisions here made. 
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Commodity and Gold Trade  

The exports and imports and trade balance figures 

have been revised to exclude all gold both monetary and non-

monetary; to exclude previously recorded imports and re-

exports of foreign products in transit across Canada; and to 

eliminate certain small types of exports and imports for which 

no receipts are obtained or payments made. The figures in 

columns I, II and III are thus made comparable from 1900 to 

date, and consequently differ somewhat from the Marshall, 

Southard, Taylor tabulation. Column IV estimates the net 

export or import of all gold. A separation of this amount 

into monetary and non-monetary gold is to be found in the 

Bureau's bulletin; in Marshall, Southard and Tayl'r, at page 

314, the trade in gold coin and bullion is separately stated. 

Column V summarizes the commodity and gold trade balance. 

Tourists  

Nc change has been made in the estimated tourist 

receipts and payments. 

Interest and Dividends  

Small changes have been made here because the estimated 

capital infl'w has been changed as explained below. 

Other Current Items  

The only important change here from the Marshall, 

Southard and Taylor compilation is to be found in the treat-

ment of the business of British and foreign life insurance 

companies in Canada, and Canadian insurance companies operating 

abroad. For the years 1900 to 1926 the method is unchanged -

that is, the estimated payments and receipts for insurance 

services are included in "all other current items", and the 

capital movements arising from the investment activities of 

insurance cQmpanies are included in column XXII. 
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The Bureau has abandoned this method using instead a net 

figure of cash payments or receipts on all business of 

insurance companies, both of the service and of the investment 

type. Unfortunately the two types of transactions are not 

separable in the return of the companies to the Bureau, but as 

they appear to be largely capital movements the Bureau enters 

them all in column XXII. Therefore no entry for insurance 

services is included in columns XII, XIII, and XIV after 1926. 

Thus the estimates in these columns are not strictly comparable, 

the break occurring at 1927. 

For the years 1914 to 1920 a debit on account of the 

cost of the Canadian Expeditionary Forces has been included 

in "all other current items" for the first time for reasons 

stated below. The amounts are those given in the Canada Year 

Books for fiscal years roughly adjusted to calendar years. 

These debits total $595 million distributed over the years 

1914 to 1920 as follows, in millions of dollars: 5, 30, 100, 

175, 170, 95, 20. 

Total of all Current Account Items  

For the years 1900-1926 the amounts in columns XV, 

XVI and XVII are found by the additions indicated at the head 

of each column. For the years 1927-1937 the totals are as these 

are given by the Dominion Bureau of Statistics. They differ 

from those of the earlier years by the inclusion of total 

exports and imports 'of gold, both monetary and non-monetary, 

in the receipts and payments columns respectively. In the 

earlier years the gold trade appears only in column XVII. 

Capital Imports and Exports  

The estimates for the years 1900 to 1926 have been 

recast from the form given in Marshall, Southard and Taylor to 

conform to the set-up now used by the Dominion Bureau of 

Statistics. Changes in British and foreign holdings of 

Canadian securities are estimated still substantially as before. 
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Viner gives only the nat caloital movement. For the-years 1914 

to 1926 compl6te new issue an& maturity figures aro not 

available; some small net amounts are included in column XX 

thus explaining the apparent-arithmetital-orrors in these 

columns during these years. Column XXI States separately the 

net capital movement arising from the international trade in 

securities already issued. These amounts are known definitely 

since 1933 from returns being made to the Bureau; for earlier 

years'their probable amount has been estimated. Necessarily 

such estimates are less trustworthy for the earlier years. 

Such account as Viner took of the international trade in 

securities is already included in his capital movement 

estimates. (column  Da) ;_ther,efore,---no- entry- is made here for the 

years 1900 to 1913, in column XXI. 

The Dominion Bureau of Statistics now obtains very 

complete returns of the cash transactions -between branch and 

controlled companies in Canada and their head offices abroad. 

The dividend payments and receipts so reported are included 

in columns IX, X and XI, and for the years 1927 to 1937 the 

net capital estimates of column XXII is derived largely from 

those returns. This information is much more accurate than 

that on which all previous estimates of direct capital imports 

have had necessarily to be based. It appears, on the basis 

of these returns, that the estimates of direct capital movements 

included in the earlier calculations by the writer for the 

period 1914 to 1926 were very probably much too high, and a 

new and smaller estimate of this direct capital inflow has 

therefore been made and forms the larger part of the amounts 

given in column XXII for the years 1914-1926. For the years 

1900-1913 Vinerrs estimates of alt forms of investment, other 

than those made through securities, are given here without 

change. 



In his estimates for the years 1914-1926 as published 

in Marshall, Southard and Taylor, Canadian-American Industry  

the writer entered no debit in the current account for the 

expenses overseas of the Canadian Expeditionary Force. It 

appeared then that the net balance owing by or to the Dominion 

government, because of its war-time dealings with the British 

and other governments, as stated in the Public Accounts, was 

a sufficient reflection, for balance of payments purposes, of 

Canada's war finance-in all its, aspects. As a result of a 

review of the Dominion government's financial transactions 

with other governments during the War and the way these 

transactions are summarized in the Public Accounts, made with 

the help of officers of the Department of Finance, it is now 

clear to the writer that, this procedure was insufficient. The 

earlier estimates have therefore been revised to give a more 

accurate reflection for each calendar year of the net flow of 

capital between the Dominion and the British and other 

governments and a new debit item for the expenses of the 

Canadian forces outside the country has been,included, as noted 

above, in the current account. 

The effect of this revision is to reduce materially 

the very,  large credit balance shown in the earlier estimates 

for the balance of payments as a whole. For the war years a 

large part of the debits formerly needed to balance the account 

have been obtained. While the revised inter-governmental 

capital movement calculation is markedly different for particular 

years, it agrees substantially with the earlier estimate for the 

years 1914-1918 as a whole, the difference being only $20 million. 

The current account debit item for the cost of the overseas 

forces, however, totals $595 million for the years 1914-1920. 

The amount still required to balance the account as shown in 

column XXVI is of quite modest proportions for the years 

1914-1919. The exception to this statement in the years 1917 
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and 1918 is just the sort of offsetting credit error in one 

year and debit error in the next which is very apt to occur 

in balance of payments calculations because of the difficulty 

of allocating transactions near the year-end to the year in 

which they properly belong. During the War when the transactions 

themselves were large and when many of the annual totals had to 

be obtained by rather arbitrarily converting data from a fiscal 

year to a calendar year basis,such an error is not at all 

surprising. 

The writer is still unable to throw any light on the 

very large errors and omissions which remain /n the estimates 

for the years 1920-1926. 

7. Canadian Bank Balances Abroad  

A complete revision of all former estimates of the 

net foreign assets of Canadian banks is the basis of the 

debits and credits entered in column XXV. For the years 

1927-193? the estimates are those of the Dominion Bureau of 

Statistics. For the earlier years estimates have been made 

on the basis of the most recent information. This information 

makes it possible to estimate with a fair degree of accuracy 

the probable amount of some foreign asset and liability items 

which could not formerly be segregated. Furthermore, by 

contrast with the method formerly used both by Viner and the 

writer, the holdings of foreign securities by the Canadian 

banks are now included in estimating the "bank balances abroad", 

i.e., the net foreign assets of the Canadian commercial banks. 

The calculation is made on the basis of the situation as at 

Dece.mber 31st of each year. 
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CANADA'S BALANCE OF INTERNATIONAL PAYMENTS 1900 - 1937  

(In Millions of Dollars) 

Year 

Commodity Trade 
Gold Trade 
Balance 

Commodity and 
Gold Trade 
Balance Exports Zaports Balance 

I II 

I - II) 

III IV 

(III + IV) 

1900 156.0 176.5 20.5 + 16.0 - 	4,8 
1901 170.2 182.6 - 	12.4 + 23.2 10.8 
1902 190,4 203.4 - 	13.0 + 11:6 1..4 
1903 201.9 251.8 - 	49.9 + 6.5 43.4 
1904 176.1 249.2 - 	73.1 + 7.1 - 	65.2 

1905 205.2 263.6 '58:4 + 14.0 44;4 
1906 254.0 312.3 58.3 + 6.1 - 	52.2 
1907 253.8 363.0 109.2 + 3.8 - 105,4 
1908 249,3 282.6 33.3 - 13.9 47.2  
1909 269,0 339.6 - 	70.6 - 1.1 71.7 

1910 280,8 429.0 148.2 6,1 - 154.3 
1911 284,1 506.3 .- 222,2 -19.4 - 241.6 
1912 351.7 626.0 274.3 12,8 .- 	261.5 
1913 442.9 65',I9 212,0 - 4.6 - 216.8 
1914 369,1 470,8 101,7 + 23.0 78.7 

1915 613.9 447.2 + 16657 14.6 + 152.1 
1916 1,072.4 762.4 t310.0 + 11.6 
1917 1.555,2 996.5 + 558.7 - + .9  +g'3i:: 
1918 1,209,4 922.4 + 287.Q + 16.0 + 303,0 
1919 1,261.7 951.4 t1- 	310,3 + 13.9 + 324.2 

1920 1,267.1 1,428,7 ,_. 	161.6 + 35.0 - 126.6 
1921 600.4 827.8 - 	27.4 + 42.0 + 	14.6 
1922 884.1 744.6 + 139.5 - 46,0 + 	93.5 
1923 1,003.9 885.1 + 118.8 + 80.3 + 199.1 
1924 1,032.6 789.9 .+ 	242.7 + 7.0 + 249.7 

1925 1,241,1 872,4 + 368.7 + 19 .9 + 388.6 
1926 1,266,5 989,1 f 277.4 + 38.0 + 315.4 
1927 1,222;4 1,083,5 + 138.9 + 25.5 + 164.4 
1928 1,355;4 1,224,4 + 131.0 + 89.2 + 220.2 
1929 11169.3 1,300,6 - 131.3 + 74,5 56.8 

1930 874.6 996,7 - 122,1 + 2.7 - 119.4 
1931 593.7 611,1 - 	17,4 + 90.1 + 	72,7 
1932 492.4 418,7 + 	73.7 + 73,1 + 146.8 
1933 532;3 385.7 + 146,6 + 87,8 + 234,4 
1934 652,9 504.8 + 148,1 + 109.6 + 257.7 

1 1935 735,6 542,9 + 192.7 + 116.7 + 309,4 
1936 947,9 625,7 + 322,2 + 131,0 + 453.2 
1937 1;009,7 796,4 + 213.3 + 145.0 + 358.3 
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CANADA'S BALANCE 	INTERNATIONAL PAYMENTS 1900 - 1937  

(In Millions of Dollars) 

Tourists  	Interest and Dividends  

Year Receipts Payments  Balance Receipts Payments Balance  
VI-VII) 	 (IX - X) 

VI VII VIII IX X  XI 

1900 7.1 5,9 + 	1.2 4.0 36.0 - 	32.0 
1901 8.0 6.4 + 	1.6 3.9 37;4 33.5 
1902 11.0 7,5 + 	3.5 5.0 39.4 - 	34.4 
1903 10.5 7.4 + 	3.1 5,2 40.7 35.5 
1904 12.8 8.9 + 	3.9 4.5 43.0 - 	38.5 

1905 13.3 11.4 + 	1.9 5.3 47.4 42.1 
1906 16.8 15.4 + 	1,4 6.0 51.7 45:7 
1907 16,2 15.8 + 	0.4 5.5 56.6 51,1 
1908 19,2 18.1 + 	1.1 4.6 75.9 71.3 
1909 19.6 19.6 - 8.3 83.9 411•0 75,6 

1910 24.7 25.0 9.6 92,1 82,5 
1911 26;2 28.6 2.4 8.6 101.5 92.9 
1912 29,4 33.0 3.6 8.7 117.5 - 108.8 
1913 30.5 37.2 6.7 8.7 137.2 128.5 
1914 34.8 41.8 7.0 16.6 180.9 - 164.3 

1915 37,2 29.2 + 	8.0 13.1 173,3 160.2 
1916 45.8 29,3 '+ 	16.5 23.6 190.5 166,9 
1917 55.1 31.5 23.6 28.3 204.1 -• 	175.8 
1918 66.8 34.7 + 	32.1 32.4 214.0 -• 181.6 
1919 75.9 52.4 + 	23.5 39.6 211.5 - 171.9 

1920 91.4 62.5 + 	28.9 46..8 212.9 - 166.1 
1921 98;2 57.5 + 	40.7 47.3 234.3 - 187.0 
1922 110.5 56.8 + 	53.7 39.9 230.3 - 190.4 
1923 130.7 61.8 + 	68.9 40.5 254.0 - 213.5 
1924 149.4 68.3 + 	81.1 40.3 242.3 - 202.0 

1925 170,4 69.7 + 100.7 40,2 250.7 - 210,5 
1926 182.2 79.1 + 103.1 45.3 263.4 218,1  
1927 238.5 108,7 + 129.8 46,5 257.3 210.8  
1928 275,2 107.5 + 167.7 52.9 273.9 - 221.0 
1929 309,4 121.6 + 187.8 61.7 321.8 - 260.1  

1930 279.2 100,4 + 178,8 59,5 348.1 - 288,6 
1931 250.8 76.4 + 174.4 50.3 330.1 279,8 
1932 212.4 57,4 + 155.0 39.4 301.2 261.8  
1933 117.1 50.9 + 	66,2 39;0 263.3 . 224;3  
1934 146.0 63.6 + 	82.4 55.4 267.0 - 211.6 

1935 214.8 95,6 + 119.2 62.0 270.6 - 208;6 
1936 251.3 110.4 + 140.9 76.2 310.0 - 233.8 
1937 294.7 124.4 + 170.3 78.8 325.0 - 246,2 
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CANADA'S BALANCE OF INTERNATIONAL PAYMENTS 1900 - 1937  

(In Millions of Dollars) 

Other Current Items Total of all Current Items  

Year Receipts Payments Balance Receipts Payments Balance 

XII XIII XIV 

(I+VI+IX+ 
XII) 

XV 

+XIII) 

XVI 

(V+VIII+ 
XI+XIV) 

XVII 

1900 14.5 15.8 1.3 181.6 234,2 36.6 
1901 17.0 19.0 2.0 199.1 245.4 23;1 
1902 26.4 26.1 0.3 232.8 276.4 32.0 
1903 30.7 29.0 1.7 248.3 328.9 74;1 
1904. 29.4 27.1 2.3 222.8 328,2 97.5 

1905 38.0 40,7 2.7 261.8 363.1 87.3 
1906 43.8 49.3 5.5 320.6 428.7 102.0 
1907 48.7 59.5 10.8 324.2 494.9 166.9 
1908 46.0 63.0 17.0 319.1 439,6 134.4 
1909 55.2 66.2 11.0 352.1 509.3 , 9- 158.3 

1910 63.1 77.3 14.2 378.2 623.4 251.3 
1911 65,9 92,7 26.8 384.8 729.1 363.7 
1912 65.1 112.5 47.4 454.9 889.0 421.3 
1913 65.1 121.3 56.2 547.2 950.6 408.2 
1914 73.2 111.4 38.2 493.7 804.9 - 288.2 

1915 91.0 148.2 57.2 755,2 797.9 57.3 
1916 114;5 262.8 148,3 1,256.3 1,245.0 22.9 
1917 110.7 340.3 229.6 1,749.3 1,572.4 + 176.0 
1918 108.6 343.9 235.3 1,417.2 1,515.0 81;8 
1919 122.0 247.5 125.5 1,499.2 1,462.8 50,3 

1920 159.9 219,.5 59.6 1,565;2 1,923.6 323.4 
1921 124.7 150.2 *ON 25,5 1,070,6 1,269.8 - 157.2 
1922 116.9 121.1 4,2 1,151.4 1,152.8 4704 
1923 135,3 139.7 4.4 1,310.4 1,340.6 50.1 
1924 131.3 122,6 8.7 1,353.6 1,223.1 + 137.5 

1925 140.2 145.8 5.6 1,591.9 1,338;6 + 273;2 
1926 167.5 156.7 10.8 1,661.5 1,488,.3 + 211,2 
1927 171.6 191.8 20.2 1,733.9 1,670.7 + 	63.2 
1928 163,1 198.3 35,2 1,962.1 1,830.4 + 131.7 
1929 150.6 217.3 66.7 1,766.6 1,962.4 - 195.8 

1930 1211,6 178.9 57.3 1,375.2 1,661.7 286;5 
1931 96.;6 142.2 45.6 1,081.5 1,159.7 78.2 
1932 75.2 137.5 62.3 892.5 914.8 22,3 
1933 67,9 124.2 56.3 844.1 824.1 20.0 
1934 72.2 125.9 53.7 1,036.1 961.3 74.8 

1935 88.3 131.4 43..1 1,217,4 1,040,5 + 176.9 
1936 101.9 153.7 51.8 1,509,3 1,200.8 + 308;5 
1937 136.9 201.1 64.2 1,665.2 1,447.0 + 218.2 
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CANADA'S BALANCE OF INTERNATIONAL PAYMENTS 1900-1937  

(In Millions of Dollars) 

Capital Imports and Exports arising 
Changes in British and Foreign Purchases and 
holdings of Canadian Securities Sales of out-

standing' 
Canadian, 
British and 
Foreign 
Securities 

Balance  

from  
All other forms 
of private in-
vestments in 
Canada and 
Canadian invest-
ments in other 

countries 

Balance 

By Maturities, 
By New Redemptions, 

Year 	Issues 	etc. 	Balance  

XVIII 	XIX 
	

XX 
	 XXII 

1900 6,4 23.4 
1901 11.3 23.8 
1902 15.8 24.5 
1903 27.5 24,2 
1904 33.6 25.3 

1905 + 69,5 40.0 
1906 + 62.6 39,7 
1907 + 51.7 39.4 
1908 +173.3 44,8 
1909 +209,0 40.4 

1910 +202.0 + 106.2 
1911 +255.5 87.9 
1912 +236.1 80.0 
1913 +463.2 78.5 
1914 197.1 4.5 +298.1 3,0 1.2 

1915 236.7 54.0 +179.0 5.0 0.4 
1916 315.0 56.3 +254.2 8.0 8,2 
1917 196.2 68..7 +126.9 10.0 12.4 
1918 56;4 66;5 - 12.8 10.0 6.3 
1919 239.4 216.2 + 25.1 40.0 30.9 

1920 221,5 61.0 +153.7 55.0 13.5 
1921 246.3 113.9 +123.6 40.0 26.1 
1922 292.6 80.4 +210.3 20,0 .01 
1923 156.3 51.0 +109.6 40.0 9.0 
1924 280.6 146.2 +143.0 50.0 0.4 

1925 239.8 231.4 + 13.0 80.0 14.6 
1926 326.2 165.9 +161.0 ••-• 	135.0 26.3 
1927 300.6 160.0 +140.6 184.0 12.6 
1928 207.3 200.0 + 	7.3 188.0 6.1 
1929 282.6 150.0 +132.6 105.0 34.0 

1930 400.3 110.0 +290.3 13.0 31.9 
1931 216.3 207.0 + 	9.3 24.0 32.8 
1932.  103.7 104.7 1.0 16.0 32,1 
1933 137.6 163.7 26.1 51.0 75.3 
1934 111.0 169.0 - 58.0 8.9 47.8 

1935 113.1 267.5 -154,4 51.0 70.2 
1936 106.1 270,0 -163,9 7.8 100.2 
1937 89.5 177.9 - 88.4 4.8 - 	92.6 
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CANADA'S BALANCE OF INTERNATIONAL PAYMENTS 1900 - 1937  

(In Millions of Dollars) 

Capital movements 
arising from net 
change in Canadian 
bank balances in 
other countries 

Residual item: 
amount required 
to balance 
because of errors 
and omissions 

Capital Imports and 
Exports arising frau  

Dominion 	Total net 
Government's long-term 
dealings 	capital 
with other 	movement 
governments 
on account of 
war finance 

Year Net 
(XX+XII+ 
XXII+TXIII) 

(Errors and 
Omissions4CVII + 
XXIV+XXV) 

1900 
1901 
1902 
1903 
1904 

XXIII XXIV 

* 	29.8 
35,1 
40,3 
51.7 

+ 	58,9 

XXV 

12.1 
24.6 
2.0 
20.4 
23.4 

XXVI 

5.3 
12.5 
6.3 
2,0 

62.0 

1905 + 109,5 10,4 11.8 
1906 + 102.3 13.3 13.6 
1907 91.1 25.9 49.9 
1908 + 218.1 99.0 15.3 
1909 + 249,4 31,8 59.3 

1910 + 308,2 + 	33.5 90.4 
1911 + 343,4 + 	8,7 11.6 
1912 + 316,1 8,4 96.8 
1913 + 541,7 15.9 - 117.6 
1914 + 	24.3 + 320.6 + 	21,2 53.6 

1915 60,4 + 234,8 - 113,4 64,1 
1916 52,6 + 201.8 - 129,4 95.3 
1917 113.1 16,2 + 	10.8 - 203.0 
1918 - 119,3 - 135.8 28.5 + 246.1 
1919 25.6 9.6 21.7 - 	19.0 

1920 31.0 + 143.2 + 	42.4 + 137.8 
1921 27.9 +137,6 + 144,4 124.8 
1922 46.8 + 237,1 + 	27;0 216.7 
1923 63.8 + 142;4 ' 	12.7 179.8 
1924 20.7 + 113.3 - 	15.7 - 235.1 

, 
1925 1,9 - 	50,5 92;8  - 129,9 
1926 2,3 + 	54;6 - 	51.8 214.0 
1927 10,5 20,3 + 	16.1 59;0 
1928 6.0 - 168,6 + 	86,6 49.7 
1929 4,5 + 	66,1 + 	87,8 + 	41.9 

1930 
1931 

+ 	6.5 
+ 	1,3 

+ 315;7 
+ 	19.4 

- 	0.4 
+ 	27.7 

28;8 
31.1 

1932 
1935 
1934 

49,1 
50.4 

- 	96.9 

+ 	37,7 
+ 	23;9 
- 	18.9 

33;7 
6;.5 
41.0 

1935 - 173,6 0.1 3,4 
1936 
1937 

256.3 
- 185.8 

+ 	2,6 
- 	13.0 

54;8 
19.4 


