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Foreword
The mounting troubles that we face in Canada today are only too well
known to bear recounting once again. But they take their toll, not only on
our pocketbooks (as inflation and unemployment do), or on the health of
our political system, but also on our morale and on our inner sense of well-
being. Troubled waters may run even deeper than still ones, and there are
growing signs of demoralization and of atrophy in our courage and
imagination. These fall into the category of things everybody feels today
in Canada, yet few care to talk about.

Our disorientation in a "runaway" world is growing. A biological
analogy may make the point: just as our new and superior drugs now tend
to produce a breed of even more powerful viruses that defeat them, so in
the social sphere our cherished rules of thumb for modern society are
being defeated by unanticipated and intractable phenomena. In regard to
the joint problems of inflation and unemployment, our Keynesian text-
books on economic policy are being put away on the upper shelves of our
bookcases. Our massive expenditures on social welfare programs in
Canada seem to have made hardly a dent in our uneven pattern of income
distribution. The poor are as great a proportion of our population as they
ever were. Even the pristine Canadian love affair with the landscape is
going awry. Who would have imagined that we could bring the marine life
of several of the largest fresh water lakes in the world so close to a
lingering death?

For want of better guidelines, the old virtues of laissez faire have
become a renewed mandate for doing even less than we have tried to do,
and for reaffirming a strained and tattered faith that the social world and
its perplexities had best be left to themselves. Tinkering, it is argued, has
only made things worse.

Sooner or later, however, we must come to realize that the blind
momentum of modern life rides onward in the institutional vehicles of our
own design. And nothing symbolizes so truly as the multinational cor-
poration the inexorable global grip on our lives by anonymous institutions
and technological processes.

Harry Antonides offers a thoroughly researched study of the
background and growth of the multinationals. His analysis is as com-
prehensive as can be found in any single volume published in Canada. He
charts for us the social terrain of the last two decades.

Among the leading industrialized countries of the world, Canada
harbours more multinational corporations in its midst than any other.
Canadians are now beginning to tally up the costs, both political and
economic, after the first rush when they were bedazzled only by the
benefits. Slowly we have begun to recognize the economic distortions and
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difficulties, from the ongoing drain on our balance of payments to the
overdeveloped place of the resource sector and the accompanying erosion
o f our manufacturing base.

Meanwhile other sides of our social existence are likewise affected. In
the cultural sphere—books, magazines, films and television—our modes
o f self-awareness and self-expression have been blurred if not dimmed
a together. A pervasive sense of political dependency, of the growing
restrictions on our freedom of action and self-determination haunts the
body politic. For Canadians, as Northrop Frye once remarked, "the head
office is always elsewhere."

Some would reply, rather fatalistically, that we in Canada are in the
"vanguard" or front line of global industrialization. With this must come
it evitably the standardization and homogenization of life and culture.

Antonides, however, takes a different view. This is a book that comes
not from an academic or a politician, but from a trade unionist—one who
h is worked on the farms and in the factories of this country. He brings us
a comprehensive and sustained analysis of our major dilemmas, but not in
ti a usual antiseptic vein of the social sciences. Antonides offers us the very
opposite of moral neutrality or the current fatalism. His work is explicitly
imbued with certain deep-seated moral premises.

Antonides shows that we are reaping the fruits of a modern lifestyle that
rc suits from a sea change in our basic values and outlook. It is this change,
at bottom, that has spawned institutions such as the multinational
cor-poration and paved the way for their easy and uncritical acceptance in
Canada.

The helter-skelter flight into modernity has unfortunately left behind
the past as a piece of excess baggage. We need urgently to be reminded
th at the pinions of our society rest on those moral premises which bind our
sc cial existence into a coherent whole. The question that Antonides puts to
u is: What is the vantage point on which we stand when we seek a way
out? The economy, for example, cannot be reorganized without an in-
dustrial strategy—a more comprehensive perspective on our immediate
goals. But how can these goals be defined without specifying the values to
which our society is committed? "The real issue," Antonides reminds us,
" reaches down to fundamental questions about the Canadian nation, the
nature of industrialization and the very meaning of our lives."

Antonides' critique is radical insofar as it seeks to trace these phe-
nomena to their roots: the uncritical faith in technological "salvation,"
ti e compulsion to human self-realization through the domination and
abject conquest of nature, and the Enlightenment faith that all these blind
forces will converge to some benign culmination of secular "perfection."

The way out for Antonides is nothing less than the invocation of that
original spiritual endowment through which Western society was once
created. The primacy of ethics over mechanics, of purpose over inertia, of
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social renewal over a resignation to moral neutrality or indeed moral 

oblivion. 

His own answer is not entirely a fashionable one today. He suggests that 

the moral fibre we will need to see us through these difficulties involves a 

return to basic Western values rooted in biblical religion. This is not a 

fundamentalist tenet designed to narrow our perspective, but rather to 

widen it. Antonides tells us that as men are inevitably driven to the root 

questions of their existence they are all religious. And it is these root 

questions that we now must face up to. 

Far too few wish to be reminded today of first principles.::._that the 

matrix of our society grows out of the moral parameters of biblical 

religion-however differently they have been coloured, repackaged and 

attenuated in secular doctrine. Freedom, equality and community are the 

values with which we have been indelibly imprinted in the definition of 

what it is to be a Western society. Antonides is right to take us back to the 

moral origins of our community. 
For anyone who has ever taken part in the battle to preserve something 

of a meaningful social structure in Canada, who has tried to live up to the 

promise of our history, there is no lack of awareness of how great the odds 

are against winning such a battle. There is no more timely moment to 

listen closely than now. 

ABRAHAM ROTSTEIN 

Department of Political Economy 

University of Toronto. 
29 June 1978 
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A Personal Preface
Canadians ask themselves whether they have become free of
Britain's colonial influence only to fall under the spell of the
United States economic imperialism. 1

—Walter L. Gordon

But this cultural effect is not peculiarly American. This is
imagined only because so many of the multinational cor-
porations have their origins in the United States.... Those who
react to the American multinational corporation are reacting,
in fact, to the cultural power of the planning system whatever
its national identity. 2

—John Kenneth Galbraith

...those who are in the forefront of protest must combine with
their action the deepest and most careful thought. The central
Christian platitude still holds good. `The truth shall make you
free.' For in the long pull freedom without the knowledge of
reality is empty and vacuous. ³

—George Grant

In terms of material resources and living space Canada is one of the most
privileged nations in the world. This has been underscored by the
mounting concern over critical world shortages in essential resources,
especially energy resources.

Consider these facts: Canada's population is a mere 23 million, barely
0.6 per cent of the total world population. Yet we have 7.3 per cent of the
world's land surface, nearly 300,000 square miles of fresh water supplies
and 17,860 miles of coastline. Canada is a major producer and exporter of
asbestos, silver, nickel, zinc, forest and agriculture products, and has an
abundance of other minerals, including iron, copper, uranium, cobalt,
potash, lead and gold. Furthermore, this country has considerable oil and
gas resources in Alberta and the Canadian Arctic Islands. Canada is also
richly endowed with swiftly moving rivers whose power can be harnessed
to generate vast amounts of electricity.

Canada is indeed privileged, 4 but that is precisely one of the major
reasons why the problem of foreign, and especially U.S., ownership of
Canadian industry has developed. Another obvious reason for the
inordinate extent of U.S. ownership and control of major segments of the
Canadian economy is the close proximity of the two countries. We share
some four thousand miles of undefended borderline; moreover, Canada's
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population is concentrated in a narrow belt of scarcely a few hundred
miles along that border. The historical forces favouring a north-south
flow of people, capital and commodities are numerous and powerful.

V/hat has given the controversy surrounding foreign ownership a
sharpened edge of late is the shrinking supply of the U.S. domestic
resources needed for the insatiable American industrial machine.
Canadians are wary of merely serving as the suppliers of raw materials for
the U.S. Americans are enviously looking towards that rich storehouse
north of the forty-ninth parallel. According to one economist, writing in
1961, this is how Americans have regarded Canada:

Canada's new northern frontier is Canadian only in a geographic and political
Ssense; economically, it is a frontier of United States resource investment. The
emerging pattern of resource depletion in the Untted States is fundamental to
inn understanding of the forces working to integrate the two nations into a
continental economic system. 5

The arguments of the "continentalists" are rather straightforward.
They support their position by pointing out that Canada needs outside
investment, know-how and markets to realize its potential. Without that
outside help Canada would not have reached its present stage of economic
development characterized by a high standard of living. In other words, if
Canadians want the benefits of industrialization, they have to be prepared
to s acrifice a measure of their national independence. Economic growth is
a universally accepted goal. Therefore the argument is closed.

At the other end of the spectrum, the nationalists see nothing but evil
emanating from U.S. investment in Canada. They want to end all foreign
investment by means of outright nationalization. The moderate
nationalists can be found somewhere in between these two extreme
positions, advocating measures that over time would increase Canadian
ownership and control of the economy.

Of particular importance was the emergence in 1969 of a vigorous group
of socialists to the left of the New Democratic Party, called the Waffle
Group, who produced a number of publications denouncing foreign
ownership and the American way of life. They were obviously much in-
fluenced by the Marxist concept of class. James Laxer, one of their leading
spokesmen, wrote that the issue of nationalism versus continentalism has
divided Canadians along class lines. "The majority of Canadians who
work for a salary or wage want national independence; the minority, the
na; ion's businessmen, are locked into support for continental economic
integration." 6

The controversy surrounding the issue of foreign ownership in Canada
ha; led to an upsurge of nationalism. This issue is undoubtedly of
paramount importance to the Canadian nation. While many on both sides
of the debate want to reduce the argument to a matter of dollars and cents,
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the real issue reaches down to fundamental questions about the Canadian
nation, the nature of industrialization and the very meaning of our lives.

In assessing the arguments about foreign ownership we need to trace the
emergence and growth of foreign direct investment in general, and the
extent of this kind of investment in Canada, as well as the main reactions
and proposals emanating from a number of sources. In doing so, we also
have to pay particular attention to the nature of the corporation,
especially the multinational, and to the outstanding characteristics of
technology.

The issue of foreign ownership in Canada is complex and must be seen
in conjunction with the global reach of the large corporations, a
phenomenon made possible by sophisticated technology and the con-
centration of massive amounts of capital. Canada is in a unique position.
On the one hand, it resembles the developing countries with respect to the
significant segments of its industry that are owned and directed by non-
Canadian (mostly United States) firms; on the other hand, it is very much
unlike the poor countries in that it enjoys a high standard of living.
Furthermore, Canada has some multinational companies of its own,
including Brascan, Massey-Ferguson and MacMillan Bloedel.

It would be a mistake to think that Canada's problems related to foreign
ownership can be solved in isolation. For that reason, I have attempted to
place the discussion in a broad framework leading naturally to a three-fold
division. Part One concentrates on a few of the historical highlights; Part
Two deals with certain major responses to the multinational corporation;
and Part Three is an attempt to probe into a number of fundamental
questions surrounding the nature of technology, including the major
beliefs that have shaped our society.

A special effort must be made to come to grips with the underlying,
often unarticulated, religious—some prefer to speak of ideological
—presuppositions of individuals and groups. This is important for two
reasons. In the first place, the idea that men and women can be value-free,
"neutral" and purely "rational" is a myth. Every person is partial, makes
certain choices with respect to the ultimate questions of life, and is
therefore not neutral in his commitment and analysis. Much would be
gained if this were generally acknowledged; it would facilitate a more open
and fruitful exchange among differently-motivated people and it would
tend to generate a greater measure of tolerance and generosity of mind.

Ultimately, all men are religious, that is, all men are forced to answer
the basic questions of their existence. We are all confronted with the
questions about the origin and destiny of life, and each one of us attaches
ultimate meaning to something or someone in our attempt to make sense
out of the world and our place within it. It is therefore erroneous to believe
that some people are religious whereas others are not. The difference lies
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in 1 he way we answer the questions concerning creation and our own
existence.

In the second place, it is helpful to realize that words assume their in-
ten Lion only in terms of the perspective in which they are used. Words such
as i reedom, justice, equality and democracy are often meaningless because
they receive entirely different contents, depending on the author's
presuppositions. For example, when the term democracy is used to
describe a relatively open as well as a dictatorial society, it obviously loses
all significance. We are therefore forced to inquire into a person's per-
spective, that is, their underlying belief or Weltanschauung, before we can
adequately evaluate their particular position.

This book is undergirded by the conviction that the Christian faith is
nor mative for the entire spectrum of human life. This conviction flies in
the face of popular wisdom. The latter holds that religion is but one area
or aspect that at best ought to be restricted to the "private" life of in-
div [duals and at worst must be vigorously opposed as a dangerous illusion.
Mr those who take the Word of the Lord (the Bible) seriously cannot
accept this premise. The Word of God addresses a person in the fullness of
the r being and it makes all encompassing claims. 7

The Scriptures enlighten us about the reality of creation and man's place
wit fin it. They explain that evil results from man's rebellion and
disobedience, but they also reveal that in Christ man is again restored and
renewed. The message of the Scriptures is one of hope and life; it affirms

the meaningfulness of creation, but it also clearly indicates that this world
is not unlimited and will not last forever. All things are made by God and
upheld by his Word, that is, His power.

Man has been given a very special place, a place of honor within
creation (see Psalm 8). But man is a finite, limited creature who utterly
der ends on God's faithfulness in maintaining the structures of
creation—as the fish is dependent on the water for its life. Therefore, the
Ch istian faith is not a constricting and confining force—as it often is
represented—but a life-giving, liberating power. Christians are called to be
positive toward the world and toward their fellowmen. As Peter L. Berger,
professor of sociology, has written:

Let me conclude with what t regard as the root insight of Jeremiah's
per-spective: The transcendence of God and the worldly mission of humanity are

not in contradiction. On the contrary, the worship of the God who is utterly
beyond the world is deeply, inextricably linked with the most passionate
engagement in the moral struggles of this world. Nor is the refusal to worship
the creation instead of the Greater a denial of the good things of life. On the
contrary, it is precisely in the celebration of the world as creation, and not in
Its worship as something divine, that we taste its hauntingly vulnerable
sweetness. 8

he Christian position runs radically counter to the major premises of
Western culture, especially the belief in human reason as the source of
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truth. The Scriptures are very clear at this point and confront us with the
paradox of man's fulfilment in his dependency, his strength in weakness.
Such Biblical themes are anathema to most of our contemporaries. But
unless Christians again dare to take their stand on the "foolishness" of the
Gospel,9 they will be unable to speak and act prophetically—that is, with
insight and power.

Christians who wish to take their place and task in society seriously
must come to grips with the alternative faith of humanism, which can be
summarized as the belief that man and his powers are primary enabling
him to chart his own course through history (human autonomy). It is
evident that this belief clashes at the most fundamental level with the
Scriptural revelation regarding man's creatureliness and the God-ordained
and upheld order of creation. By and large Christians have not been
successful in responding to the faith of secular humanism. They have fled
in panic, or else they have chosen to arrive at a synthesis between
Christianity and humanism. This attempt at synthesis has assumed many
faces, but one outstanding embodiment is the social gospel movement.

It must be acknowledged that the social gospel adherents were
motivated by a genuine concern for human need and social inequity. It
was in one sense a healthy reaction against a theology and a church which
uncritically sanctioned the free market and the capitalist spirit, turning a
deaf ear to the cries of those who were the victims of a system that
glorified self-interest and a ruthless individualism. But in another and
more fundamental sense, the social gospel involved a compromise that
struck at the heart of the Christian faith. It must be viewed as an attempt
to provide a Christian veneer to the spirit of modernity characterized by
the belief in human autonomy.

Those who attempt to work out a synthesis faith via the social gospel
contribute to the decline of Biblical Christianity. 10 This thesis requires
elaboration, but suffice it here to mention the influence of J.S. Woods-
worth (1874-1942) and the branch of socialism he represented. He
identified religion with human solidarity and the quest for the infinite, but
this is couched in language devoid of Biblical content. In discussing the
nature of religion, he stated:

Religion in this broad sense is simply the utmost reach of man—his highest
thinking about the deepest things in life; his response to the wireless
messages that come to him out of the infinite; his planting the flag of justice
and brotherhood on a new and higher level of human attainment and purpose. ¹¹

Another leading figure on the Canadian scene was Salem G. Bland
(1859-1950) who advocated a new kind of Christianity founded on the
ideals of brotherhood and democracy. In his The New Christianity
published in 1920, this Protestant spokesman approvingly cited a
description of what he called "American Christianity," clearly indicating
its synthesis and non-Biblical nature, as follows:
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American humanism has received from Christianity all the traditional, sen-
timental, and poetical elements which distinguish a religion from a
philosophy. American positivism is only a Christianity which has evolved...
The American religion may be called a Christian positivism or a positive
Christianity. tt has received from the past the traditional and the evangelical
spirit. Traditional, it preserves the names and the forms of the Churches even
when it changes their customs; it develops them from the interior.
Evangelical, it keeps the figure of Jesus Christ before all, even when it does
not recognize his divinity. 12

This same author also wrote in optimistic terms about the "passion for
freedom" which seized Germany in the years 1517 to 1524 and France in
17,39. He somehow linked this "passion" with the prospects of "the new
C) ristianity." 13

'This attempt at synthesis between two conflicting startingpoints is in
sharp contrast with a revival of Biblical thought which took place in the
Netherlands beginning in the nineteenth century. The names of the
statesman-historian Guillaume Groen van Prinsterer (1801-1876) and the
statesman-theologian Abraham Kuyper (1837-1920) must be singled out.
Groen van Prinsterer, who at one time served as secretary to the Dutch
Cabinet, developed a profound critique of modern political thought by
taking his startingpoint in Biblical revelation. In his Unbelief and
Revolution, 14 this Christian statesman argued that the French Revolution
must be seen—despite the justified grievances of the revolutionaries
against despotism—as an attempt to impose an arbitrary political order
an i to eradicate all recognition of a divinely given norm for human
society. He called for a radical reformation of politics in terms of the
Gospel imperative. Abraham Kuyper, who served as Dutch Prime
Minister from 1901-5, continued and deepened the work of Groen van
Prinsterer.1 5

[t is within this tradition that the significant scholarly work of the two
Dutch philosophers H. Dooyeweerd and D.H.T. Vollenhoven must be
placed. Beginning their teaching careers at the Free University of
Amsterdam in 1926, they developed a new philosophy taking its star-
tin gpoint in Biblical revelation and concentrating on the themes of
creation, sin and redemption. This philosophy involves a significant at-
tempt to construct a framework of thought in which all of life is seen as
set vice of the living God and all reality is understood to find its meaning in
the Creator. Hence the name: the Philosophy of the Cosmonomic
Idea.16 This philosophy has profound implications for theoretical
in-vestigation but also for socioeconomic and political life since it seeks to
work out a normative concept of man and all societal relationships. It
provides a frame of reference in which other theories about reality can be
analyzed and evaluated.

The influence of this revival of Biblical thought has also been felt in
North America. Dr. H. Evan Runner is one of the most important and
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articulate spokesmen of this new philosophical school in the U.S. and
Canada. He played a major role in establishing the Association for the
Advancement of Christian Scholarship and the Institute for Christian
Studies in Toronto. This Institute, staffed by a handful of scholars,
provides a linkage with the Christian philosophical movement centred at
the Free University of Amsterdam.

The insights used throughout this book have been shaped by my
acquaintance with this particular movement. Immigrating to Canada in
1948 from the Netherlands, I continued to be influenced by this Biblically-
oriented thought. While not pretending to be an authoritative spokesman
for this philosophical school, I wish to indicate my spiritual roots and to
acknowledge my debt to what I consider to be a most significant stream of
thought within contemporary Biblical Christianity. To be sure, the views
expressed in the following pages have also been influenced by my years of
experience in farm, factory and trade union work in Canada.

One of the destructive phenomena of our time is the systematic un-
dermining of the human person. People are viewed and treated as objects
of manipulation and control despite the lip service paid to human dignity
and social justice. Guided by the Biblical notion that man is a spiritual and
responsible person, we can effectively counter the antihuman forces loose
in the world today. Insofar as Christian philosophy helps us to deepen our
insights into the God-ordained norms for human life and their effect on
societal structures, it can be an aid to the renewal of personhood within
the multiplicity of societal relationships. There is no doubt that this
renewal is of decisive significance for the future direction of our culture.

This book is not written with any pretension of providing detailed
answers and a finished blueprint. It is intended to help clarify the real
problems that beset Western society and hence to assist others in their own
orientation.
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This mood [depicted in Edward Hicks' painting "The Peace-
able Kingdom"] is closer to the haunting vision of a serenity
that is both human and natural which we have been struggling
to identify in the Canadian tradition. If we had to characterize
a distinctive emphasis in that tradition, we might call it a quest
for the peaceable kingdom. *

Northrop Frye

* Northrop Frye. The Bush Garden: Essays on the Canadian
Imagination. Toronto: House of Anansi Press Limited, 1971.
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PART ONE:
THE RISE OF A NEW
ECONOMIC ORDER

Chapter 1
The Corporation in a

Global Setting
The multinational corporation, precisely because it is a threat
to the sovereignty and independence of the nation state, may
well be the harbinger of further evolution of human society out
of barbarism towards a more humane, equitable and non-
discriminatory civilization. 1

Harry G. Johnson

I have long dreamed of buying an island owned by no nation,
and of establishing the world headquarters of the Dow
Company on the truly neutral ground of such an island,
beholden to no nation or society. ²

 Carl A. Gerstacker

The multinational corporations are now at the centre of an ongoing
controversy. On the one hand, they are viewed as the channel of prosperity
and peace on a global scale. On the other hand, they are met with hostility
and distrust because they are seen as the instruments of exploitation and
domination.

In Praise of a New World Order

The late Canadian economist Harry G. Johnson, at a conference on the
multinational corporation in 1971, contended with his customary candor
that to place the discussion in terms of nationalism versus the
multinational enterprise would encourage the adoption of "a static and
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unhistorical framework for the discussion and analysis of an evolving
situation." He acknowledged that the national state which gradually
emerged out of the wars of the feudal lords was "on balance a force for
economic and social progress in the world economy; but it has been
in-creasingly a barrier to further progress and the improvement of world
civil zation, precisely because it rests on discrimination between nationals
and non-nationals and carries the imminent danger of catastrophic armed
conflict. " 3 This former spokesman for global economic integration cited
two reasons for the beneficial effects of the multinationals. In the first
place, the multinational facilitates—in the face of impeding tariff
restrictions, immigration laws and balance-of-payments restraints—the
inter national diffusion of advanced technology and managerial methods.
In the second place, the multinational is eminently suited to lower the cost
of new productive technology for nations that otherwise would be con-
dem ned to a permanent position of stagnation and poverty.

Frank Tannenbaum, the late American professor and author,
con-cluded that all efforts to organize the world for peace have failed and will
continue to flounder given the present format of international relations.
He located the main functions of the nation-state in the protection of its
citiz ens from external attack and in the maintenance of internal order. He
asserted that the notion of national sovereignty inevitably leads to conflict
and that world peace must therefore have a different basis than the nation-
state . Tannenbaum believed that if a new basis could be found to eliminate
the incentive for, or the fear of, aggression, the external role of the nation-
state would gradually disappear. This alternative basis can be provided by
the extranational corporate organization, because it is supranational in
existence and purpose. Tannenbaum was convinced that when an
in-ternational company builds an airport, opens up an oil field or constructs
a steel mill in a developing country, it sets in motion a process that is more
sign ficant than anything that a national government may do. The in-
tern itional corporate body performs an international function; it will
continue when governments change or fall. He therefore viewed the
ex-tranational corporation as "the logical basis for the contrivance of non-
military supranational order." 4

Tannenbaum questioned whether the transition from reliance on the
nati 3n-state as the locus of international relations to reliance on the new
extr inational corporation can be made before a catastrophic war erupts.
He ,finned much of his hope on the industrialization of the U.S.S.R. and
Chi la and predicted that this industrialization would pave the way for a
new world order. He concluded: "It is a question of time and no one can
say whether man will allow himself the mercy of surviving long enough to
find a way of transferring international political powers to the corporate
bodies that have come into being unwittingly and whose commitments are

I 	 1 I
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primarily functional, to render service where it is needed—indifferent and
untroubled by the issues of national security and sovereignty." S

George Ball, former U.S. Undersecretary of State, also looks hopefully
to the growth of international corporations as the new vehicle for world
prosperity and peace. Writing about the phenomenal growth of these
corporations, and the parallel use of the world's resources "with
maximum efficiency," Ball warns that this development is well in advance
of the prevailing political ideas. He continues: "While the structure of the
multinational corporation is a modern concept, designed to meet the
requirements of a modern age, the nation-state is a very old-fashioned idea
and badly adapted to serve the needs of our present complex world. Most
nation-states are totally inadequate as economic units, too small to
provide efficient domestic markets." 6 To avoid a destructive clash be-
tween these two centres of power, Ball advocates the modernizing of
political structures so that the new, worldwide corporations can get on
with their task of efficient production and distribution.

Arnold Toynbee, the late, renowned British historian, added his voice
to the chorus in praise of the multinational corporations. In an interview
published in Forbes, Toynbee described the corporation as the new
structure suited to bridge the gap between the archaic political
organizations of the world and the new facts of economic life. Toynbee
elaborated: "The ideal situation would be to have a world government
with a world department of economic development, including oil, and
have it done by public means. But as there is immense resistance to
anything like a world government, then the international corporations are
a necessity." 7

The Growth of Foreign Direct Investment

When considering investments across national boundaries, one must keep
in mind the distinction between equity capital (direct investment) and debt
capital. Equity capital involves control of investment through reinvested
earnings, and therefore perpetuates and enlarges indefinitely the claim on
a country's wealth. It also constitutes a drain on a country's balance of
payments because profits and various charges are remitted to the home
country. Debt capital on the other hand consists of fixed interest securities
that over time can be paid off and thus not lead to an ever-enlarging
growth of foreign investment. The payment of interest to the lender of
debt capital in another country also constitutes a drain on the national
account, but this debt will in many cases be reduced and eventually paid
off.

As it is often more advantageous in the long run to purchase a house by
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means of a mortgage than it is to be a tenant in the same house, so it is
more advantageous for a country to be the recipient of debt capital instead
of equity capital. At least, it is obvious that if the proportion of equity or
direct investment by foreign companies leads to extensive foreign control,
then a danger point has been reached because a nation is faced with loss of
control in a significant area. This is the main reason why recipient (host)
countries often develop a love-hate relationship towards foreign direct
investment. Countries welcome foreign investment because it results in
accelerated industrial activity, but they resent this kind of capital because
it reinforces their dependency.

The first instances of multinational direct investment occurred in the
late eighteenth and early nineteenth centuries. International trade was of
course well established much earlier. But direct investment formed a
different kind of international exchange. Mira Wilkins reports that
between 1800 and 1860 the ventures begun by Americans in foreign
countries numbered more than five hundred. Among the early businesses
established by Americans in Canada, she lists a paper mill in St. Andrew,
Quebec (1804); a small bank in Montreal (1820); tanneries, foundries and
earl iage works in Ontario (1830s and 1840s); and companies making
agri cultural implements and sewing machines in Ontario during the
1851)s. 8 Americans were involved in the construction of a railroad in
Par, ama, Mexico and Nicaragua beginning in the 1840s. The Panama
Rai road Company, operating a 48-mile railroad, proved to be an ex-
cep' ionally profitable investment for American entrepreneurs. From 1852
to 1905 a total of $36,377,068 in cash and $2,146,772 in stock was returned
to tie stockholders. 9

1 he forerunners of the modern multinational corporation began to
invest in foreign countries in the 1860s. Among these were the German
drug company of Friedrich Bayer and the Swedish explosives plant of
Alfred Nobel, the inventor of dynamite. The first American company
locating overseas was the U.S. Singer Sewing Machine Company which
built a factory in Glasgow in 1867. Other American companies that
followed suit were General Electric, National Cash Register, International
Harvester and Westinghouse Electric.

American companies were involved from the outset with the
con-struction and operation of telegraph lines. In 1881 the Western Union
system was linked up with Europe and Latin America; it also controlled
holdings in Canada. The telephone invented by Alexander Graham Bell in
18ï 6 became another important basis for international investment. For
example, in 1880 the American Bell Telephone Company started and at
first controlled the Bell Telephone Company of Canada. The Inter-
national Bell Telephone Company built a factory in Antwerp in 1882.
United States chemical and drug companies became involved in foreign
cot ntries. In 1876 the Windsor and Hamilton Powder Mills were taken
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over by an American trust. In 1879 John D; Rockefeller's Standard Oil
made its first foreign investment. By the 1890s American companies were
involved internationally in the sale of insurance and in the production and
sale of sewing machines, harvesters, typewriters, elevators, printing
presses, boilers, electrical equipment, drugs, explosives, film and
petroleum.'°

The era of the multinational had begun, stimulated by the companies'
search for new markets, closer control over distribution and other cost
advantages. Protectionist measures of home countries often served to
encourage direct foreign investment because imports of goods were
discouraged but not the establishment of branch plants behind the tariff
walls.

American companies were not alone in establishing subsidiaries abroad,
but they were the most aggressive. Especially after the 1890s, American
companies pushed ahead with their drive for world markets. J.P.
Morgan's purchase of an old British company, the Leyland Shipping Line,
in 1901 shook the British self-confidence. In 1901 and 1902 three
publications appeared in London with the following titles: The American
Invasion, The American Invaders and The American Invasion of the
World. 11

Raw material sources became an important area of American foreign
direct investment alongside the manufacturing industries. Investments in
oil production and marketing as well as in copper and aluminum were
significant. By 1901 Standard Oil was the largest oil company in the world.
When this company was broken up in the antitrust action of 1911, nine of
its thirty-four separate companies had extensive overseas operations. By
1908 Standard Oil controlled fifty-five foreign enterprises with a
capitalization of about $37 million. ¹²

The American automobile industry quickly and aggressively expanded
beyond the borders of its home country. Ford began operations in Canada
in 1904. In 1908 General Motors Corporation entered Canada by
associating with the McLaughlin Motor Car Company Ltd. which
manufactured Buicks in Canada. In 1912 Ford built an assembly plant in
Britain and in 1914 it obtained a small assembly plant in France. At the
same time it began selling automobiles in Argentina. By 1914 Ford
produced a quarter of all cars manufactured in Britain.

Compared to the foreign investments of other countries, the U.S. stake
was not large in 1914. Total U.S. foreign investments were $3.5 billion
compared to $18.3 billion for Great Britain, $8.7 billion for France, $5.6
billion for Germany and $5.5 billion for Belgium, the Netherlands and
Switzerland combined. 13 Yet, comparisons are deceiving. The fact is that
American business leaders, especially those in the new industries, were
keenly aware of the immense possibilities for producing and marketing in
other countries. Within a few short years after 1914, the U.S. changed
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from a debtor to a creditor nation and was on the way to becoming the
first mass consumption society.

Ir, the inter-war years, companies expanded their international holdings.
In addition to American companies, those from Britain, France, Ger-
many, the Netherlands and Switzerland appeared on the scene or
strengthened their international bases. Among these were Shell Oil,
(Dutch/British), Unilever (Dutch/British), Philips (Dutch), I.G. Farben
(Ge-man) and Nestle (Swiss). But the international climate was not in-
viting. Some companies withdrew to concentrate on their domestic
ope -ations.

Actually, the figures for U.S. direct investment in Europe declined
between 1929 and 1946. 14 A number of forces were at work during this
period to discourage foreign direct investment, including the fear of
another war, the rising tide of nationalism, inflation and above all, the
outbreak of the depression in 1929.

The outstanding form of international business during the inter-war
yea] s was the cartel, which ranged all the way from a mere exchange of
infcrmation to agreement on pricing and marketing. Cartels had existed
pric r to this time. Christopher Tugendhat reports that one of the earliest
documented instances of a cartel arrangement occurred in 1896 between
the Swiss AIAG and the Aluminum Company of America.1 5 But it was
especially after World War I that cartels came into vogue. The intent was
to avoid over-capacity and ruinous competition. However, numerous
agreements broke down under stress, including the first steel cartel in 1926
involving German, Luxembourg, Belgian, Saar and French companies. A
second, more successful steel cartel was established in 1933, in which the
British, American, Czech, Polish and Austrian companies were also in-
cluc ed. This cartel strictly allocated exports and sales. An oil cartel was
offi:ially formed in 1928 and operated with some success. Cartel
arrangements were established in nearly all other product lines, but often
the lure of sales and profits proved stronger than the desire to promote the
conimon interest. Christopher Tugendhat, author of The Multinationals,
describes the significance of the cartels during the inter-war period:

I:or all their deficiencies the cartels were a step in the evolution of today's
multinational companies. They gave industrialists a training in international

cooperation. They also gave them an understanding of national differences
and of the need to modify business practices to take these into account.

nstead of thinking primarily in terms of supplying their home markets, and
exporting surpluses, they became accustomed to approaching the problems
)f their industries on a world basis. These lessons were to prove extremely

useful in the changed conditions of the post-war world, especially to the
Americans. 16

• 	 !NMI i 	 I • 	 I !
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The American Challenge

After World War II there was a veritable outburst of activity on the part
of business leaders in search of new markets. The war had left much of
Europe's industrial capacity in ruins, whereas American industry had been
tuned up to peak performance. A host of new products and techniques
had been introduced and Americans were anxious to switch over to peace-
time production. The Marshall Plan poured $17 billion of aid into Europe
from 1948 to 1952, speeding up recovery and the transition to mass
consumption in Europe. With the birth of the European Economic
Community (EEC) in 1959, production within this newly-formed huge
market became an added attraction for American industry. Until 1956
European direct investment in the U.S. exceeded that of U.S. investment
in Europe, but after that the ratio began to change rapidly. In 1957 the
Americans were ahead with direct investment in Europe at a value of
$4,151 billion versus European direct investment in the U.S. to the tune of
$3,753 billion. 17 The modern means of transportation and communication
played a crucial role in the development of the international, or
multinational, business enterprise. The convergence of a number of these
developments added up to a favourable position for American companies,
and they exploited their position to the full.

A 1973 United Nations report, Multinational Corporations in World
Development, providing 1971 figures, indicates that the total foreign
direct investment in the noncommunist countries (the market economies)
amounted to $165 billion, with an estimated annual production valued at
$330 billion. The U.S. share of this investment was $86 billion or 52 per
cent, compared to $59.4 billion in 1966. Over four-fifths of this total was
owned by the United States, the United Kingdom, France and the Federal
Republic of Germany. 18 (Total U.S. direct investments abroad climbed to
$137.2 billion in 1976.)

The Fortune list of the fifty largest industrial corporations in the world
(1976 figures) shows that twenty-two of them are American, while the list
of the twelve largest multinationals includes eight American companies.
An outstanding feature is their immense size. The twelve largest
multinationals had a sales volume of $320 billion in 1976 (up $79 billion
from 1975). Table 1 provides details on the twelve largest industrial
corporations in the world. Table 2 presents a list of seventy-five of the
largest countries and corporations in the noncommunist world in terms of
Gross National Product (GNP) and Sales for 1976.

One of the characteristics of the multinationals is their tendency toward
oligopoly, that is, the control of a market or industry by very few com-
panies. The 1973 United Nations report reveals that about 250 to 300 firms
account for over 70 per cent of the U.S. total foreign direct investment;
for the United Kingdom, about 80 per cent is concentrated in 165 firms; in
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TABLE 1 	 THE LARGEST INDUSTRIAL COMPANIES IN THE WORLD (ranked by sales)

1976 Figures (in thousands of dollars)

Rank Company Headquarters Sales Assets Net tncome Employees

1 Exxon New York 48,630,817 36,331 ,346 2,640,964 126,000
2 General Motors Detroit 47,181,000 24,442,400 2,902,800 748,000
3 Royal Dutch/Shell Group Neth./Britain 36,087,130 29,645,758 2,347,766 153,000
4 Ford Motor Dearborn, Michigan 28,839,600 15,768,100 983,100 443,917
5 Texaco New York 26,451,851 18,193,818 869,731 72,766
6 Mobil Oil New York 26,062,570 18,767,450 942,523 199,500
7 National Iranian Oil Teheran 19,671,064 6,544,991 17,175,182 57,331
8 Standard Oil of California San Francisco 19,434,133 13,765,397 880,127 38,397
9 British Petroleum London 19,103,330 14,925,935 324,615 78,000

10 Gulf Oil Pittsburgh 16,451,000 13,449,000 816,000 53,300
11 IBM New York 16,304,333 17,723,326 2,398,093 291,977
12 Unilever Britain/Neth. 15,762,219 7,793,812 517,614 317,000

Source: Fortune, May and August 1977



TABLE 2 GROSS NATIONAL PRODUCT OF COUNTRIES AND SALES OF
tNDUSTRIAL COMPANIES tNTERSPERSED: TOP 75,
BY RANK 1976 (in billions Can. $)

Rank Country or
Company

GNPor
Sales

Rank
Country or
Company

GNP or
Sales

1 U.S.A. 1,732.1 40 Gulf Oil 16.7**
2 Japan 568.7 41 IBM 16.5**
3 West Germany 483.4 42 Thailand 16.4
4 France.' 294.0 43 Unilever 16.0*
5 United Kingdom 210.3 44 General Electric 15.9**
6 Canada 190.0 45 Chrysler 15.8**
7 Italy 129.4 46 China(Taiwan) 15.1
8 Spain 103.5 47 Pakistan 13.6
9 Netherlands 97.6 48 International Tel. & Tel. 11.9**

10 India¹ 84.5 49 Standard Oil (Indiana) 11.7**
11 Brazil 83.9 50 Philips' Gloeilampen-
12 Mexico.' 77.0 fabrieken 11.7*
13 Australia 76.8 51 Colombia 11.6
14 Belgium 74.6 52 Peru 11.1
15 Sweden 70.3 53 Israel 10.8
16 Switzerland 61.2 54 EN! 10.1*
17 Exxon 49.4** 55 Française des
18 Argentina.' 48.0 Pétroles 10.1*
19 General Motors 47.9** 56 Renault 9.5*
20 Irani 46.8 57 Hoechst 9.5*
21 Austria 44.1 58 Shell Oil (Houston) 9.4"
22 Turkey 40.8 59 BASF 9.3*
23 Denmark 40.5 60 Petroleos de
24 Indonesia 37.2 Venezuela 9.2*
25 Royal Dutch/Shell 61 Morocco 9.1

Group 36.6* 62 Daimler-Benz 9.1*
26 Saudi Arabia 35.4 63 Malaysia 8.9
27 South Africa 32.3 64 U.S. Steel
28 Ford Motor 29.3** (Pittsburg) 8.7**
29 Finland 28.8 65 Egypt 8.6
30 Norway 28.7 66 Volkswagenwerk 8.6*
31 Texaco 26.8** 67 Atlantic Richfield 8.6**
32 Mobil Oil 26.5** 68 E.I. du Pont de Nemours
33 Venezuela 26.4 (Wilmington, Del.) 8.5**
34 South Korea 25.7 69 Bayer 8.4*
35 Greece 22.9 70 Nippon Steel 8.2*
36 National Iranian Oil 20.0* 71 Siemens 8.2*
37 Standard Oil of 72 Continental Oil 8.1 **

California 19.7** 73 Thyssen 8.1*
38 British Petroleum 19.4* 74 Toyota Motor 7.8*
39 Philippines 17.9 75 Ireland 7.7

* Company **American company 	 ¹1975 GNP figures
Number of companies 35 Number of countries 40

SourCes: Fortune, May and August, 1977; International Financial Statistics,
Volume xxx, no. 12, December 1977; Currency Bulletin no. 161,
Revenue Canada, Customs and Excise Department.
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the Federal Republic of Germany, eighty-two firms control more than 70
pei cent, while the nine largest foreign investors control 37 per cent of the
total.19 A 1967 study estimated that 40 per cent of all U.S. direct
in-vesment in France, West Germany and Britain belonged to Standard Oil
(now Exxon), General Motors and Ford. Two-thirds of the total U.S.
investment in Western Europe in that same year was in the hands of
twenty companies. 20

Despite the preponderant position of large corporations on the in-
te national (multinational) scene, there are also many small- to medium-
si; ed firms. Thomas Aitken, a British author, describes a number of these
small-sized companies, including the Computer Machinery Corporation
of Los Angeles, California, which had a capital investment of $6 million in
1970, and Kudelski of Cheseaux, Switzerland, a recorder production
company with 300 employees and 1972 sales of $25 million. The qualities
giving the small company an edge on its giant cousins, he says, are
specialization, technological lead, financial and managerial independence,
and aggressive marketing techniques, all contributing to greater flexibility
while maintaining a low and much less offensive profile in host
coun-tries.²¹ Writing on the same subject James K. Sweeney summed up the
advantages of the small multinational company as follows:

A small U.S. company operating in Europe has some advantages over a larger
one. Because the little fellow has far less impact on the host country, he is
more likely to be left alone by the government than is the giant whose every
move generates economic repercussions. Understandably, labor untons, too,
pay little attention to the small company, probably viewing it as being not
worth the effort. ²²

Nevertheless, the giants set the pace and wield the most power and for that
re ison they deserve the most attention when we attempt to evaluate the
rc le and power of multinational corporations in our time.

The definitions of a multinational company differ considerably. In the
w dest possible sense, a multinational corporation is one that operates a
number of directly controlled affiliates in two or more countries. 23 An
AFL-CIO report of 1973 states that U.S. multinational operations around
the world numbered about 12,000. 24 The U.S. office of Foreign Direct
Ir vestment lists over 3,00() U.S. companies operating abroad. 25 Others use
a much more restrictive criterion. For example, Judd Polk of the Inter-
national Chamber of Commerce estimated that 150 companies, roughly
half of them American, belong to the category of international companies.
Raymond Vernon, author of a book on the spread of the multinationals,
singles out 187 U.S. companies as multinationals, excluding those in
banking, trade and transportation. He includes all U.S. companies having
manufacturing subsidiaries in six or more countries. For the purpose of
focusing on the largest and most important U.S. multinationals, Vernon's

+411 1! 	 I 	 I ,.
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definition is obviously useful. For example, in 1966 these 187 companies
accounted for 39 per cent of sales and 45 per cent of assets of all U.S.
manufacturing enterprises. 26 Nonetheless, there are numerous smaller
companies, operating in fewer countries and on a much smaller scale, that
can still be considered multinationals in terms of a broad definition.

The preponderance of American multinationals is an obvious fact,
although the trend is changing. (The 1976 figures indicate that of the 50
largest companies in the world, U.S. companies accounted for 56 per cent
of total sales compared to 60 per cent in 1973.) The proportionate share of
foreign investment by other countries is increasing, particularly as
England, Germany and France are deliberately embarking on a program
of consolidating companies in certain industries to present a stronger front
to the American "invaders." For example, in 1966 the British established
the Industrial Reorganization Corporation to facilitate a more efficient
structure of British industry through mergers and reorganization with the
aim of making it more competitive internationally. 27 The Japanese share
of foreign direct investment has increased substantially in recent years.
Also, the Middle East oil companies have altered the picture drastically as
a result of price increases and nationalization. The National Iranian Oil
Company shot to the number seven position on the list of the largest
corporations in the world. Despite the trend towards a growing non-
American influence, it is the American multinationals that are by far the
largest and most powerful today. A number of crucial factors have
contributed to the primacy of American companies on the international
scene. Most commentators agree that the combination of advanced
technology, aggressive marketing techniques and superior management
qualities has given the American companies their leading position.

An outstanding characteristic of the multinational corporation is the
integration of management, which provides these companies with a
decided advantage in exploiting production and marketing capabilities.
There is much evidence to suggest that central management at head office
exercises tight control. Raymond Vernon has pointed out that this control
need not always be spelled out in every detail or be ensured by direct
management interference. Rather, he suggests that such centralized
control takes place in more subtle ways:

Enough conditioning, it is assumed, will breed the necessary conformity
while allowing for local initiative and local adaptation.... But, as a rule,
discipline and coordination are maintained much more by common training
and conditioning than by a stream of commands from the centre. This style of
control reduces the need for continuous consultation with the centre and thus
puts off the day when diseconomies of scale may drag the system down. 28
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The Crucial Role of Advanced Technology

Obviously, the phenomenal rise of business activity across national
boundaries would not have been possible without the modern means of
transportation and communication. Multinationals are adept at exploiting
the latest breakthroughs in the area of communications. Ford has linked
its engineering centres in Britain and Germany to Detroit by telephone
cables so that the main computer at head office can be utilized by British
and German engineers. IBM has over 300 international communication
cer tres handling more than 10,000 teletyped messages daily. 29

'here is evidently a direct relationship between the prominence of
American multinationals and their reliance on advanced technology.
Chemicals, machinery, electrical products and transport equipment ac-
count for nearly 60 per cent of all foreign manufacturing investments of
the United States. Research and development play a major role in all these
industries, which explains to a large extent the prominent role of U.S.
companies. (It should be pointed out that research and development are
nol isolated factors. Many observers have underscored that the large U.S.
home market also played an important role, for it gave U.S. companies an
opportunity to discover the marketability of their products and to absorb
the initial high cost of innovation.)

Rainer Hellman has estimated that in 1966 the U.S. controlled 33 per
cer t of the refining capacity of the EEC; 25 to 27 per cent of the European
automotive industry; 10 to 12 per cent of the European chemical industry;
an 1 16 per cent of electronic production. Hellman also found that in 1967
27 per cent of new investments in the machinery industry (including
electrical) within the EEC was accounted for by U.S. companies. 30

Evidence of the prominence of U.S. firms in high-technology industries
is provided in their receipts of royalties, and of licence, rental,
management and service fees. Admittedly, these figures, supplied by the
U.S. Department of Commerce's study of 1972, probably understate the
position of U.S. firms, but they do provide us with a helpful comparison.
TI is 1972 report indicates that total receipts for the period of 1960-70
involving direct foreign investments amounted to $17,029 billion, whereas
to al payments made by U.S. firms were only $1,584 billion (see Table 3).

This same report affirms that "national technological advantages
depend not upon a particular technology, but on the continued
development of new technologies and the rate at which new technologies
become available for use in foreign countries." 31

As the modern, science-based industries developed in this century, the
lead in innovation shifted from Europe to the U.S. The emphasis
in-creasingly came to be placed on basic and systematic research. One in-
dication of the growing position of the United States in this area is the
increase of students enrolled in science from about 30,000 in 1911 - 15 to

n, I
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TABLE 3 	 U.S. BALANCE OF PAYMENTS, RECEIPTS AND PAYMENTS
OF ROYALTIES AND FEES — 1960-1970

Non-Affiliated Firms and Affiliated Firms - millions of dollars

Receipts Payments Differences between
Receipts & Payments

1960 837 75 762
1961 906 89 817
1962 1056 101 955
1963 1163 112 1051
1964 1314 127 1187
1965 1534 135 1399
1966 1682 140 1542
1967 1845 167 1678
1968 2007 187 1820
1969 2205 221 1984
1970 2480 230 2250

17,029 1,584 15,445

Source: The Multinational Corporation - Studies on U.S. Foreign Investment,
Vol. 1. U.S. Department of Commerce, 1972, section 3, p. 17.

100,000 in 1951-53. In Germany the comparable figures are about 10,000
and 16,000. The U.S. share of the world's "inventions and discoveries"
climbed from about 37 per cent during the last two decades of the
nineteenth century to 54 per cent during the 1930s and to 88 per cent
during the 1940s. The U.S. stepped up its scientific lead after World War
II. From 1951 to 1969 the U.S. took twenty-one of the thirty-eight Nobel
prizes in physics, nine of the twenty-seven prizes in chemistry and twenty-
three of the forty prizes in medicine and physiology. U.S. gross ex-
penditure on research and development during the mid-1960s was about
fifteen times that of Germany, ten times that of the U.K., and three times
that of all Western Europe combined. 32 Needless to say, there was a
corresponding development in technology and industry.

About two-thirds of the cost of research and development in the U.S.
was financed by public funds 3 3 It is also of interest to note that most of
the scientific discoveries giving rise to industrial innovation have come
from universities rather than from industry or the government. One study
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of the origins of five major U.S. innovations during the 1950s indicates
that the universities accounted for three-quarters of the scientific projects
that led to industrial innovations. According to a 1970 report of the in-
ternational Organization for Economic Cooperation and Development
(OECD), 51.2 per cent of the total research and development undertaken
by U.S. business enterprises during 1963-64 was financed by defence,
space and nuclear agencies. Comparable figures for other countries were
as follows: U.K. 32 per cent (1964-65); Sweden 25.8 per cent (1964);
France 24.9 per cent (1964); Federal Republic of Germany 13.5 per cent
(1964); Austria 10.7 per cent (1963). 34

During the nineteenth century, breakthroughs in new technology could
be achieved by the lone genius or tinkerer. Increasingly, major innovations
today require the amalgamation of expertise in different branches of
science. Consequently, large-scale organization and high cost have become
associated with research and development and especially with the ap-
plication of the results of that research and development. The develop-
ment of the supersonic jet, the Concorde, is reported to have cost $2
billion; the development of an engine for the Tristar airbus cost Rolls-
Royce about $400 million;; in a four-year period IBM spent $5 billion on
th, development of the third generation computer, the 360 system. There
is r direct relationship between large-size and high-technology industry. In
1954, 28 out of more than 2,000 firms engaged in research and develop-
ment in the U.S. accounted for 63 per cent of the total research and
de velopment expenditures; in France, 16 out of 440 firms accounted for 43
per cent of such total expenditures. 35

Concentration is particularly evident in the computer industry, one of
tit; most science-based industries. IBM manufactures about 65 per cent of
all computers sold in the noncommunist world. Only in two non-
communist countries, Japan and the U.K., does IBM have less than 50 per
cent of the market. The largest non-American computer firm,

Inter-na tional Computers Ltd., controlled somewhere between 1 and 2 per cent
of the world market in 1970. 36

The Power of Money

One area of controversy surrounding the multinational companies is the
exploitation and transfer of capital. A quick look at the enormous assets
and sales of the large corporations, in many cases dwarfing the Gross
National Product of a nation, makes it obvious that there is good reason
for concern. This controversy centres around several main problems:
(2) the multinationals' drain on the local money market through

borrowing;
(I,) the pressure on the host country's balance of payments as a result of

■1n.,, 	 ion
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the outflow of capital in the form of interest payments, dividends,
royalties, service charges and management fees;

(c) the effect of the multinationals' use of transfers aimed at benefiting
from fluctuations in exchange and tax rate differentials; and

(d) the uncontrollability of this flow of funds due to internal transfers
that can easily be manipulated.

These problems have given rise to the fear that countries are-placed in a
position of dependency vis-à-vis the multinational corporation. This
phenomenon is most severe in the case of developing countries which are
obviously the most vulnerable. (See Chapter Two.)

The complaint that the multinational corporations drain off a large
share of domestic loan capital is consistently heard in Canada. This places
domestic firms, especially the smaller and capital-short companies, in a
more difficult position. Servan-Schreiber has voiced a similar complaint
with respect to the situation in Europe.

Profit Maximization Through Speculation

A former official of the European Economic Community estimated in
1970 that the liquid assets in the hands of U.S. companies and banks with
international operations ranged from $30 to $35 billion. The movement of
even a fraction of such funds can play havoc with a nation's policies
related to exchange rates, balance of payments and credit availability. By
the same token, devaluation of a country's currency can cost a company
dearly—at least in terms of accounting procedures. For example,
Firestone Tire and Rubber Company is reported to have lost $6.5 million
in 1967 and $4.2 million in 1966 through devaluations. 37 To forestall such
losses, companies transfer as much money as possible in various forms
(e.g., dividends, royalties and the prepayment of accounts) out of a
country where currency is in trouble. This is what took place in 1964, 1965
and 1967 when the pound sterling was in difficulties and its devaluation
anticipated. When the French currency was under pressure in 1968 and
1969, a number of multinationals in France resorted to the same tactics. 38

It is self-evident that such moves further undermine the position of an
already troubled currency. It is also obvious that these measures, if un-
dertaken on a large scale, make obsolete all conventional wisdom
regarding international trade, balance of payments and inflation.

An even more ominous practice is the transfer of funds largely, or only,
for the sake of benefiting from currency revaluation (upward valuation).
Charles Levinson reported that on May 4, 1971, $1 billion was transferred
to West Germany in anticipation of a rise in the German mark in relation
to the dollar. Most of that amount belonged to the giant multinational
corporations. Large German multinationals, including Volkswagen,
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S emens, Bayer, Hoechst and BASF, sold hundreds of millions of
Eurodollars for German marks on the same day. 39 This is how Charles
Levinson, Secretary General of the International Federation of Chemical
and General Workers' Union, describes this new phenomenon that alters
drastically the functioning of international business and consequently cuts
deeply into the role of the nation-state.

Corporate money management has become an important feature of modern
finance. Some companies like Ford, GM and the oil giants such as Shell and
the Standards, have top executives in Charge of placing their 'mise' on the
grand prix hot money circuit. The function of the corporate money manager is
to follow markets and determine the best optimal mix for placing and recalling
funds, and borrowing and investing short-term assets. These managers in
effect put disposable money to work to earn the best yields until its number is
called for the long-term input. An international gulf-stream of hot money,
billions of dollars long and wide, is coursing around the national money
markets of the world in the direction of low to htgh interest rates, raistng and
lowering them continuously usually in a contrary direction to domestic
policy. 40

However, some observers of the multinational corporations insist that
most multinationals are not adept at manipulating their funds to benefit
f . om changes in exchange and interest rates. Two such experts are Sidney
Robbins of the Columbia Business School and Robert B. Stobaugh of the
Harvard Business School. Professor Stobaugh spent eighteen years
v orking for three multinational companies, Exxon, Caltex and Monsanto.
I 1 their study of 187 multinational companies, accounting for about three-
c uarters of U.S. direct investment abroad, Robbins and Stobaugh paid
special attention to the finances of these firms. With the aid of a model of

hypothetical multinational enterprise, they drew a number of con-
clusions that run counter to generally held opinions. For example, they
concluded that many of the multinationals scrutinized did not exploit the
opportunities in currency speculation that were available to them. They
ascribe this failure to a lack of expertise and the difficulties associated with
large size and cumbersome operating regulations and controls by head
office. They admit that some speculation does take place. "We don't want
to suggest that the multinationals don't speculate. Indeed, I feel they are
compulsory speculators. They have to decide on a daily basis whether to
collect a receivable from, say, Germany, or to wait, hoping to profit from
a rise in the value of the mark." 41

Manipulation Through Internal Transfers

Robbins and Stobaugh have also concluded that manipulation of
com-pany funds with the aim of escaping high tax rates by means of (in-
ercompany) transfer payments is not taking place as extensively as is
often assumed. They point out that, in any case, there are increasing
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restraints on this kind of action through pricing regulations and other
controls. For example, France has instructed all French affiliates of U.S.
multinational companies to collect their receivables from other affiliates
elsewhere when the franc comes under pressure. Also, the U.S. govern-
ment imposes a (higher) revised tax on declared income by multinational
companies if the Internal Revenue Service judges that taxable income has
been channeled outside the U.S. by means of underpricing or overpricing.
According to the study by Robbins and Stobaugh, if U.S. multinational
companies had been more adept at manipulating their finances, they could
have increased their 1972 earnings from an estimated $12 billion to $15
billion—an increase of 25 per cent. They do give high marks to the in-
ternationally integrated oil companies for maximizing their profits
through a sophisticated system of internal transfers of funds, which they
call "masterful techniques for controlling international `float.' "

Stobaugh tells of his experience with the oil companies that overcharged
for the sale of crude oil to their refining and marketing affiliates to achieve
a more favourable tax position in the home country. These inflated prices
caused some affiliates to show a loss. He writes: "These losses were en-
tirely fictitious, but when I worked in the oil industry some years ago,
many executives said with great seriousness that the marketing end of the
business is unprofitable. Such is the power of self-delusion." 42

Complaints about this practice of over- or undercharging for goods and
services transferred among affiliates, with the aim of benefiting the parent
company, consistently occur in the literature on multinational cor-
porations. Most often the purpose is to escape tax payments, but it can
also be used to assist an affiliate in a competitive struggle by underpricing
its supplies. Again at other times a company may wish to create the im-
pression with the host government that it needs more concessions. It is a
practice that is very difficult to control because the companies are not
dealing with each other at "arm's length" but their pricing practices are
centralized and can be set arbitrarily, at least within certain limits.

The method used to gain tax advantages is to overprice the goods sent to
affiliates in countries with high tax rates, so that the profits of these af-
filiates are low or nonexistent. Conversely, goods sent to affiliates in low
tax areas are priced low so that these affiliates show high profits.
Obviously, no country looks with indifference to the drain on its potential
revenue. Not only tax revenue stands to be lost, but underpricing of ex-
ports and overpricing of imports have an adverse effect on a country's
balance of payments. Therefore, the practice of manipulating transfer
prices is a real bone of contention between governments and the
multinationals. Some countries have concluded agreements on taxing
policies eliminating certain loopholes. In some instances parent companies
are required to pay the difference between the tax rate in the host country
of its affiliate and that of its home country, if the former is lower.
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A: so, revenue departments are becoming more adept at comparing the
performance of different companies, and they will impose an extra tax if
they find that pricing policies of certain subsidiaries have unrealistically
low( red their taxes. The Germans have done this with the oil companies.
Sim larly, the revenue department of a multinational's home country can
real] ocate income among the members of a group and assess a higher tax
rate In 1972 Du Pont sued the U.S. Internal Revenue Service (IRS) for the
recovery of taxes on profits that according to the IRS were made in the
U.S and not in Switzerland where the tax rate is considerably lower. The
IRS charged Du Pont with reducing its export prices to its affiliates in
Swit zerland. 43

L tton Industries was charged with undervaluing imports from Mexico
to e iade $216,000 in custom duties. This company pleaded guilty to forty
counts of violating the statute against fraudulent imports and was fined
$3,000 on each count. Four of its officers also pleaded guilty and were
fine I $2,000 each. Another American company with subsidiaries in
Mexico paid $3 million as a settlement to escape prosecution for falsified
invc ices. 44

Although there is a growing awareness that countries must coordinate
their taxation policies, self-interest plays a dominant role and causes
foot-dragging and the continuation of loopholes. As one official of the British
Inland Revenue Service put it: "When a company is engaged in a practice
which lessens its tax liability here, while increasing it somewhere else,
albeit at a lower rate, it is expecting too much to suppose that the foreign
revenue authority will draw the matter to our attention. It is a case of one
man's meat being another man's poison." 45

Tax havens further complicate the flow of capital among nations. These
havens include, according to Charles Levinson, "not only the deviant
specialists, but also authentic protestant-ethic, tax-paying countries, such
as Canada [and] Holland, and parts of the United States (state of
Del aware)." 46 Among the countries commonly thought of as tax havens
are Panama, Puerto Rico, the Bahamas, the British Virgin Islands, the
Dui ch Antilles, Switzerland, Luxembourg, Liechtenstein, Malta, Monaco,
and Liberia. For instance, over four thousand holding companies are
domiciled in Switzerland.

Not only do the companies "based" in these countries escape taxes, but
mo -e serious are the outright fraudulent and even criminal activities
carried on below the cover of secrecy. An outstanding example of such
fraudulent behaviour was provided by Bernard Cornfeld and Robert
Vesco, connected with the Investors Overseas Services (I05), a one-time
large—more than $1 billion in its mutual funds—and fast-growing
in-vestment fund. Its managers placed the company's investments on a
worldwide market, taking advantage of all possible tax loopholes. In 1966
it t aid $375,000 on profits of $6 million. 47 After Robert Vesco and his
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International Controls Corporation took control of the floundering IOS
in 1970, he proceeded to bilk the latter's richest funds of millions of
dollars. This looting took place via a number of dummy corporations and
shell banks in the Bahamas, Costa Rica, Luxembourg and Panama. 48

Money of dubious origin can be sheltered under the lax or nonexistent
regulations in these "havens." Richard J. Barber has pointed out that the
ten biggest stockholders of the Pennsylvania Railroad just prior to its
merger with the New York Central included two Swiss banks which
together owned 550,000 shares. Nobody knows who the owners of these
shares are since the Swiss banks act on behalf of "representatives" of
numbered accounts. 49 We are left to speculate about their real identity,
and that of other behind-the-scene owners, although we are not entirely in
the dark about the identity of some of them.

Misuse of foreign aid is another facet of the problem. Louis Turner
writes that U.S. authorities are increasingly concerned about this misuse
by the recipient countries' officials. He indicates that "businessmen
dealing with some developing nations find that they are asked to make
large payments to numbered Swiss bank accounts in order to get key
contracts; the Cosa Nostra (the Mafia), with a turnover estimated by U.S.
Government officials at $30 billion ..., is alleged to smuggle money out
of the U.S. into anonymous accounts in places like Switzerland and the
Bahamas, and thence back into legitimate businesses serving as covers for
large quantities of `hot' money." 50 Turner reports that the U.S. Depart-
ment of Justice has named persons who are alleged to be assisting the
Mafia in switching money from the American rackets into Swiss accounts
and thence into the Caribbean. From that base, these companies are
beginning to buy their way into the U.S. market. In one case, the Justice
Department limited the stake of a Bahama-based company in Pan
American Airways.

Obviously, there is a difference between the multinationals' shuffling of
funds and prices and the criminal activities of the Mafia. Yet these tactics
are taking place within the same international world of business and
finance under the cloak of secrecy. There is an urgent need to remove that
cover and to establish international agreements with respect to the in-
corporation of businesses, the flow of money and the payment of taxes.
But the structured and organized barriers of greed and self-interest
provide a stubborn obstacle to genuine reforms.

A New International Currency

Since the 1960s a new capital market has arisen outside the regulatory
arm of any government: the Eurodollar and Eurobond market. 51 A
Eurodollar is an ordinary U.S dollar deposited with a European bank. The
growth of these deposits resulted from the U.S. trade deficit with the rest
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of the world, which led to an increase of dollar holdings by non-
Americans. In addition, U.S. restrictions on the outflow of private
capital, especially the 1963 Interest Equalization Tax, made it much more
difficult for foreign governments and corporations to sell stocks and
bo ids in the U.S. Consequently, foreign banks were able to offer more
attractive terms than those available in the U.S., and U.S. loans to foreign
bo -rowers increased rapidly. It would be more technically correct to speak
of Eurocurrency since the U.K., French and other currencies have also
achieved Euro status, but because the U.S. dollars account for about 80
pei cent of the total deposits, the word Eurodollar has become accepted as
a general term.
Begun in the late 1950s after the British Government imposed restric-
tions on the use of sterling as an international trading currency, the
Eurodollar market amounted to about $1 billion in 1959. By the end of
1967 it was estimated at $17 billion; by 1970 it had tripled to about $53
bil ion, of which $45 billion were Eurodollars in the strict sense of that
term. By mid-1978 this market had climbed to $400 billion! Loans are
arranged with a minimum of delay—that is, if the borrower has a good
credit rating—and these may be large amounts ranging from $500,000 to
over $100 million. A loan to the Pan American Airways in 1970 amounted
to $168.8 million and was arranged by a consortium of twenty-six banks
led by the British Bank of London and South America.

Alongside the Eurodollar market has arisen the Eurobond market for
lor g-term financing. Advantages are unrestricted flow of funds among
different countries and the absence of withholding taxes. One expert has
defined a Eurobond as "an international bond issue, which is

un-der written by an international syndicate and sold to purchasers who are
ab e to pay in funds not subject to exchange controls with the result that
the proceeds can be freely remitted by the issuer." 52 After the 1965
program of voluntary restraints on the outflow of capital from the United
States, American companies also began to tap this source of funds. Mobil
Oi was the first U.S. company to raise a Eurobond (in 1965).

The enormous Eurocurrency market has greatly facilitated international
trade and investment, but it has also raised concern on the part of
governments and bankers because of the lack of control and recording
procedures. This money market is also used to profit from currency
revaluations. It is reported that half of the $4 billion which flowed into
Ge rmany during a ten-day period in the 1969 German mark crisis
originated in the Eurodollar market. For these reasons this huge capital
market further aggravates the worldwide inflationary pressures. A book
on this subject by Jane Sneddon Little, an economist with the Federal
Reserve Bank of Boston, begins with this statement:

A latter-day specter is haunting Europe—haunting the entire world, in fact.
That specter is the vision of $100 billion on the loose in the Euro-dollar
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market, free to rush with next to no restraint from one nation to another,
scattering well-ordered government poltcies and exchange-rate systems in its
path. Not even the wealthiest nations in the world have been able to protect
their economies from the meddling of the phantom. The crises that tore the
dollar, the pound, the mark—indeed all the major currencies—loose from their
official moorings were fed with Euro-dollar funds. 53

The Power of the Bankers

The worldwide money market is characterized by a high degree of in-
tegration between the largest banks and corporations. The 1968 report of
U.S. Representative Wright Patman's subcommittee on domestic finance
concluded that the 49 largest U.S. banks held 5 per cent or more common
stock (often sufficient to ensure control) in 147 of the 500 largest cor-
porations in the U.S. A 1967 Fortune article claimed that the core of free
world capitalism is comprised of about 60 firms, partnerships and cor-
porations, owned and controlled by some 1000 men. These men are in
charge of investment-banking houses in New York City, merchant-banks
in London, Banques d'Affaires in Paris and similar organizations in
Belgium, the Netherlands, Italy, Germany, Sweden and Australia. A 1971
article in Der Spiegel claimed that private banks control and administer 70
per cent of all the voting shares of German industry. There are closely
interlocking relationships among the major Italian banks and large
companies, including Fiat, Montedison, SNIA, ENI and TRI. The large
Japanese enterprises, such as Mitsui, Mitsubishi, Sumitomo, Kawasaki
and others, operate their own banking chains. These large companies are
guaranteed a supply of funds because of their close relationship with the
financial institutions. The latter are involved in many joint ventures with
each other giving rise to what Charles Levinson calls "one vast, closely
interrelated power block." He describes the effect of such concentration
of power as follows: "Instead of raising more funds and contributing to
greater liquidity, these institutions, by soaking up funds for the growing
appetite of their capital hungry clients, induce scarcities elsewhere and
make it more difficult for the smaller firms to acquire long-term capital
except at exceptionally high interest rates." sa

A look at the Canadian scene shows that similar integrating and con-
centrating forces are at work here. In 1976 the five large Canadian banks
(Royal Bank of Canada, Canadian Imperial Bank of Commerce, Bank of
Montreal, Bank of Nova Scotia and Toronto Dominion Bank) had assets
of $110 billion. The combined assets of the five largest industrial com-
panies (Canadian Pacific Ltd., Bell Canada, Inco Limited, Imperial Oil
Limited, Alcan Aluminum Ltd.) reached nearly $23 billion in the same
year. 55

R.G.D. Lafferty, a Montreal investment counsellor, charges that "the
banking system is a highly concentrated, monolithic structure with in-
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terlocking interests that employs restrictive practices to prevent new
in tiative and enterprise from challenging its dominant position." 56 The
figures certainly bear out his comment about concentration. For example,
the Bank of Montreal, according to a 1972 article by Peter Newman, had
5: boardmembers who together held 455 corporate directorships,
representing total holdings of $124.9 billion. He wrote that the 261
directors of Canada's eight chartered banks held a total of 3,152 company
directorships. One director of the Bank of Nova Scotia sat on 49 corporate
boards, which placed him at the top. On a list of 100 bank directors, 44 sat
on the board of directors of the Commerce, 36 on the board of the Royal
and 16 on the board of the Bank of Montreal. Sixty-seven bank directors
sat on the boards of the 17 largest Canadian insurance companies.

Newman wrote that Canada is one of the most successful capitalist
societies run by a "cluster of interlocking elites." This elite core of 261
directors is drawn from "a self-perpetuating and enormously powerful
sc cial enclave" who "put their mark not only on banking policies but on
just about every significant business decision in the country." 57

The position of the banks is undoubtedly affected by the phenomenal
jump in the price of oil from around $3 per barrel to $12. The oil-
p^ oducing countries associated in the Organization of Petroleum
E porting Countries (OPEC) have put immense economic pressure on the
industrialized countries—the result for the developing countries is even
w )rse. There is now a general feeling of alarm and even near-panic about
th e ramifications of the drain of capital from the oil consuming to the oil-
producing countries.

The amount of new money available to the OPEC countries is enor-
mous. A spokesman for the European Economic Community reported in
Ja nuary 1975 that the oil-exporting countries had invested between $43
billion and $47 billion abroad in the first ten months of 1974. One quarter
of this money was placed in the U.S. while one third went into the
E irodollar market. The overnight amassing of immense fortunes by the
OPEC countries has thrown the international bankers, as well as
governments and the entire business community, into a state of confusion,
if not shock. Previously arranged channels of international trade and
cooperation are now under severe strain.

The Balance-of-Payments Controversy

One of the increasingly controversial effects of foreign direct investment
concerns the relationship of the inflow to the outflow of capital. The
initial foreign direct investment constitutes a transfer of capital from the
home country to the host country. However, over time this initial in-
vestment results in an outflow of capital from the host country to the
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home country in the form of dividends, royalties, management and service
payments. This return flow in many cases exceeds the amount of new
investments flowing into the host country from the home country. The
profits generated by foreign direct investments and not repatriated but
reinvested add to the foreign investment and do not become a drain on the
home country's balance of payments in the short run. But in the long run,
these reinvested (retained) earnings will increase the claim of the home
country on the host country, and in effect will cause the outflow of capital
to the home country to increase. New foreign direct investment is generally
financed largely from retained earnings and other domestic sources of
capital, with only a small percentage derived from direct capital transfer
from the home country-15 per cent in the case of U.S. multinationals
during recent years. This is what causes Canadian critics of foreign direct
investment to say that we are financing our own takeover. J.J. Servan-
Schreiber made a similar point in connection with the European
situation. 58

It is obvious that the inflow and outflow of capital generated by foreign
direct investment has a significant bearing on a country's economic well-
being. The cost is high when such investment results in a serious drain on a
country's balance of payments. However, it is impossible to look at the
inflow and outflow of capital by itself and decide whether foreign direct
investment is advantageous for a host country. The situation is more
complex because the benefits of such investments often include the import
of new technology, more employment, spin-offs for local enterprises, the
opening of new markets, regional development and especially import-
substituting, domestic production and exports. 59 To evaluate the true
advantages or disadvantages, one must know what would have happened
if this investment were not made, which is an impossibility.

Furthermore, the ratio between domestic and foreign investment,
between debt and equity capital must be taken into account as well as the
branch of the economy in which foreign direct investment is located.
Moreover, it makes an important difference whether profits are
reasonable and fair or exorbitant. There are a host of additional and
intangible results that have to be evaluated. Nonetheless, it is helpful to
look at the inflow and outflow of capital as a result of foreign direct in-
vestment. The figures do tell us something as long as we remember that
they do not tell the whole story.

The discussion about foreign direct investment is further complicated by
the differing viewpoints brought to the subject by those in home countries
and host countries. Within each country one finds pro and con positions.
This is quite evident in Canada. The U.S., which is largely a home
country, is also divided about the benefits of its role. Especially during
recent years, there has been an increasing demand for restraining the U.S.
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multinationals and curbing imports, culminating in the Burke-Hartke bill
(first introduced in 1971)„ which was vigorously promoted by the U.S.
labour movement.

Evaluating the balance-of-payments impact of foreign direct investment
on the host country, Raymond Vernon asserts that its most important
offect concerns the trade accounts of the host country, that is, imports and
exports. He concludes that if the production resulting from the foreign
direct investment (of U.S. firms) would have taken place anyway, the
balance-of-payments effect is trivial; if the goods produced would
otherwise be imported from the U.S., the effect on the balance-of-
payments position of the host country is positive. He summarizes: "There
is nothing to indicate that the advanced countries receiving U.S.-
controlled subsidiaries in their economies have much to risk in balance-of-
payments terms, at least as regards long-run effects." 60

The 1972 U.S. report on multinational corporations agrees that
evaluating the impact of multinational corporations on the balance of
payments of host countries is complex. However, it points out that if we
compare the capital inflow of new direct investment to the host country
with the capital outflow in the form of generated earnings, the balance of
payments is generally negative for the host country. Between 1965 and
1570, net foreign direct investment inflow into forty-three developing
ccuntries was 30 per cent of the investment income outflow.

The income generated by U.S. foreign direct investment for the parent
firms amounted to more than $10 billion in 1972. It is estimated that this
ariount could easily double by 1980. ó1 The total amount earned from
direct investments and remitted by U.S. affiliates to their parent firms
during the 1960-1970 period amounted to $57.2 billion, 62 an amount that
substantially aided the U.S. in obtaining a balance-of-payments surplus.
Br the same token, countries like Canada that have a high level of foreign
direct ownership from which this capital outflow takes place must devote
large sums to finance this cost. It is self-evident that this drain on
developing countries is especially serious.

The level of profits generated by the multinational corporations is an
important consideration in evaluating the balance-of-payments issue.
Where profits are high, resentment against multinational companies is
bound to arise in the host countries. Oil companies have made very high
returns on their investments. What is of particular interest is the fact that
the profits of these companies were twice as high in the developing
countries as in the developed ones. A 1972 study by the U.S. Department
o Commerce reports that the yields on all U.S. foreign direct investments
over the 1960s averaged 12.6 per cent. For all industries combined in the
developing countries it was 21 per cent, which is a reflection of the high
yield of the petroleum affiliates. For example, the 1970 yield in petroleum
was 15.6 per cent in all countries and 33.1 per cent in the developing
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countries. This high rate is blandly explained as a partial result "of the
pricing agreements with the governments of producing countries." 63

The U.S. government's determination to improve its balance of
payments by means of restricting the outflow of capital and stimulating
the inflow through the multinational corporations is a major source of
friction between host countries and U.S. multinational corporations.
Beginning in the 1950s, the U.S. experienced an increasing deficit in its
balance of payments. To stem the tide, the U.S. government imposed a set
of restrictions in 1963. The Interest Equalization Tax, aimed at reducing
the foreign use of U.S. capital markets, in effect increased the cost of
borrowing long-term capital by foreign borrowers. This in turn stimulated
the emergence of a new capital market outside of the U.S. or any other
jurisdiction: the Eurodollar market (see above).

To counteract the deteriorating U.S. balance-of-payments position in
1965, President Johnson imposed the Voluntary Capital Restraint
Program which was aimed at increasing the flow of capital from the host
countries to the U.S. by 15 to 20 per cent over the previous year. A variety
of means could be used to accomplish this: increased exports, greater
returns on earnings, reduction of capital outflow, return of liquid assets
abroad, and more borrowing from foreign sources. In 1968 this was
followed by mandatory controls setting quotas for individual companies.
Quotas for new investments were set at different rates in three major
categories, with the highest quotas for developing countries (110 per cent
of the 1965-66 level of investment) and the lowest for Western Europe (35
per cent). The U.S. measures have greatly increased the reliance of U.S.
multinationals on the capital markets of host countries, placing added
strain on those markets to the detriment of domestic firms. Critics insist
that the U.S. is exploiting its power to export its balance-of-payments
deficits.

Another important phase in U.S. policy affecting its multinational
corporations was the incorporation into the Revenue Act of the Domestic
International Sales Corporation (DISC) in 1971. Under this legislation, a
U.S. firm can establish a DISC which will allow it to defer taxes on its
export profits and to set its intercompany prices more advantageously.
Proponents agreed that these incentives would result in better export
performance of U.S. companies and thus improve the U.S. balance of
payments. The U.S. Treasury Department forecast an increase in export
sales of between $1.5 and $2 billion per year and 80,000 new jobs when
this scheme would be in full operation. Special care was taken that the new
legislation would not lead to the expansion of U.S. production abroad.
The American labour movement nevertheless objected to DISC on the
grounds that it would lead to "tax avoidance through bookkeeping
gimmickery between the DISC and its parent corporation." 64

These defensive measures of the U.S. had a direct effect on those
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countries in which American affiliates were established. This held
especially for Canada because of its heavy reliance on American direct
investment. In effect, parent companies of Canadian (and other) affiliates
were encouraged to shift production away from these affiliates to the
U.S .-based operations. These and other measures aimed at shoring up the
U.5.. balance-of-payments position served to underscore the dependency
of the host countries on U.S. government policy, and such measures have
dore much to reinforce antagonism toward that dependency in those
countries.

Describing the effects of the U.S. balance-of-payments controls on host
countries, Jack Behrman observed in 1970:

.. it is evident that the existence of the multinational enterprise alters
significantly the impact of international capital controls. tt does so in ways
that impinge directly on the authority and responsibilities of host govern-
ments. Given the U.S. multinational enterprise, the imposition of capital
controls by the U.S. government challenges the sovereignty of the host
country by dampening the economic growth of the capital-importing country,
which otherwise would have had an inflow of capital, or by preventing or
reducing reinvestment of earnings by U.S. affiliates, thereby altering the
investment projections in the host country. Monetary policies of the more
advanced countries are tied more tightly together than would be the case
without the multinational enterprise. The imposition of capital controls by one
country affects locally generated funds in the capital-importing country. The
U.S. multinational enterprise has become clearly and unequivocally an in-
strument of foreign economic policy. Its existence provides the means
whereby unilateral action by the United States is transferred tnto host
countries, through the affiliates. 65
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Chapter 2
Crossing Ideological

Boundaries
Throughout the cold war, the Third World has been a bat-
tleground for ideological confrontation between East and
West, to its own detriment and that of the two contending
blocs.... As the intense ideological rivalry between com-
munism and capitalism recedes into the background, the Third
World has mixed emotions: hope for strengthened peace, and
apprehension of being neglected.... There is, however, a
brighter side to the picture. Following years of universal
disenchantment with trade and aid relations between the
poorer and the richer nations, the concept of coexistence and
commerce between East and West offers the Third World a
chance to become the theater of meaningful economic
cooperation and development.'

Samuel Pisar

Most of the investment of multinational corporations is located in the
developed countries of the West. But substantial investments are also
made in the Third World, and the multinational corporations are in-
creasingly active in the Soviet Union and its satellites. Each of these blocs
of countries involves a very different set of conditions than that prevailing
in the Western democracies and the multinationals have shown a
remarkable ability to adapt to quite different environments.

Multinationals and the Communist Bloc²

An increasing flow of equipment, products and technology between the
noncommunist and communist worlds is breaching the Iron Curtain. The
extent of this exchange is rapidly building up in recent years and even
includes some joint-venture projects in Hungary, Romania and
Yugoslavia, as well as barter-like arrangements between American,
German, Japanese and other companies to unlock the vast Siberian
reserves of oil, gas, coal and timber. In 1975 the industrial countries of
Western Europe, Japan, Canada and the U.S. sold more than $22.8 billion
worth of goods to the U.S.S.R. and its six East European partners in the
Council for Mutual Economic Assistance (Comecon) . 3 Western corn-
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panies, including U.S. corporations, are eyeing the large potential
con-sumer market in Eastern Europe and they are working hard to obtain their
share of that market. They are quite willing to adjust their methods to the
demands of the centrally-controlled regimes. In 1972 there were some
twelve hundred cooperative arrangements between Western companies
an socialist states.

Yugoslavia is seen as an important bridgehead between the East and the
West because of its relatively open-door policy to both sides. 4 U.S.
co npanies, as well as others, have shown a keen interest in the potential of
this bridgehead. They can use a variety of arrangements from
co production, subcontracting and licensing to fifty-fifty joint-venture
op :rations. American companies operating in Yugoslavia include Printing
Developments Inc., National Distillers and Chemical Corporation,
Bechtel Corporation, Coca-Cola, General Electric, Control Data,
Remington Rand, RCA, Ford Motor, International Business Machines,
General Motors, Dow Chemical and Chrysler.

'oland, Romania, Hungary, Bulgaria and Czechoslovakia are also
becoming increasingly important partners with Western companies in the
production and marketing of goods and services. For example, Hilton
International, and U.S. Intercontinental Hotels are operating under
various arrangements in Eastern Europe. But at the top of the list are
aut- omobiles, petroleum, chemicals, machinery and other such basic in-
du ;tries that are essential for a modern, industrialized nation. The East is
anxious to obtain all the technical skills and capital needed for its own
development and for strengthening its balance of payments.

West Germany's Lurgi group has built a large petrochemical complex in
Re mania and one in Czechoslovakia. The British Pilkington Glass
Company has built factories under license in the U.S.S.R., Romania and
Poland. The French Société Nationale des Pétroles d'Aquitaine and two
Polish firms concluded a coproduction agreement for building production
an I distribution facilities for synthetic rubber. A Swedish firm supplied
machinery and the designs for furniture production in Poland. The
Swedish machine-tool industry is assisting in the reorganization of the
So viet pulp and paper industry, with equipment and technical expertise.
Israel and Romania reached an agreement on the construction of two
chemical plants and a petrochemical complex in Romania. Simmons
Machine Tool Corporation of the U.S. buys equipment from Skoda
of Czechoslovakia on a made-to-order basis. Japan's Toyo Engineering
was awarded a contract to construct four big petrochemical plants in the
So viet Union, incorporating U.S. technology. Italy's Pirelli Company has
butt rubber factories in the U.S.S.R. and one in Romania and has
coproduction contracts with other East European countries. This list
could go on and on.

n addition to the various forms of coproduction and joint ventures,
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some Western European companies are producing clothing, furniture and
appliances in communist countries and finishing them in the home country
before final shipment. Thus Swedish furniture or Dutch clothing may be
largely produced in Poland, Hungary or Romania where wages are much
lower than in the home country. Shipped to the U.S., these goods enjoy
much-favoured-nation status and are therefore subject to lower import
duties.

The U.S.S.R. is the most formidable receiver of Western technology
and equipment, but this importing takes place without foreign direct
investment. In many cases, the U.S.S.R. contracts with Western firms for
the building of entire factories. An outstanding example of this policy is
Fiat's contract for the construction of a 600,000 unit automobile plant in
Togliatti. Fiat supplied the design and equipment, supervised construction
and trained Soviet engineers and technicians at a cost of $900 million. The
total project, including the construction of a brand new city, cost $1.5
billion. After completion, the plant was turned over to the U.S.S.R. (a
"turnkey project") and is now producing the Fiat-124 (the Zhiguli) for the
East European market.

The most spectacular current project, heavily dependent on foreign
equipment and know-how, is the $5-billion truck plant and city now under
construction on the Kama River, six hundred miles east of Moscow. It is
the largest industrial project in the world and is designed to produce
150,000 three-axle, heavy-duty trucks and 250,000 diesel engines a year.
When completed, this plant will cover forty square miles of land and
incorporate equipment from twelve different countries, the latter at a cost
of more than $1 billion. The Soviet government has signed contracts with
some forty U.S. companies to the tune of more than $500 million worth of
equipment for the Kama truck plant alone.

In addition, there is a great deal of capital and equipment involved in
other joint projects, which are small in comparison to the Kama truck
plant but very large-scale by normal standards. These projects, involving
the exploitation of the vast oil, gas and timber reserves of the U.S.S.R., as
well as the construction of large industrial complexes (steel and
chemicals), are cooperative arrangements between the U.S.S.R. and West
European, Japanese and American firms. In 1972, the U.S.S.R. spent $2
billion on Western technology alone. Moscow relies heavily on long-term
credit or on barter deals, using oil, gas, lumber, ammonia and other raw
materials to pay for new installations. Despite this, the Soviets now use
more than 20 per cent of their foreign exchange earnings per year on loan
repayments. 5 By 1978 the total Soviet debt to the West had increased to
$19 billion: this immense debt, the sluggishness of the Soviet economy and
the shortcomings of Soviet industry have considerably lowered the ex-
pectations of Western businessmen who had hoped to capture a new
lucrative market in the Soviet bloc countries. 6
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1 he traffic is not all from West to East. East European countries are
venturing into Western Europe and other noncommunist countries. Soviet
barks operate in London, Paris, Zurich, Beirut and Teheran. Scoldia
Volga, 95 per cent owned by the U.S.S.R., assembles Russian cars in
An twerp. The Anglo-Soviet Shipping Company of London operates a
Soy iet merchant fleet around the world. Nafta oil companies, wholly or
partly owned by the U.S.S.R., operate in Britain, Belgium and
Liechtenstein. A Soviet trucking company has established routes to six
West European countries. The Nafta oil group has entered into an
agreement with British Petroleum for the supply of oil products.
Romanian contractors are building apartment projects in West Germany.

The old antagonism between Marxism and capitalism has not even
prevented joint ventures in banking. The London-based International
Investment Corporation for Yugoslavia was founded in 1970 to promote
joint ventures between foreign companies and Yugoslav enterprises. Its
charter shareholders are fifteen Yugoslav and forty Western European,
U.S. and Japanese banks. Another East-West banking consortium is the
multinational "Centropa" venture formed by banks from seven countries
in [971. Included are banks from Italy, Spain, Japan, France, England,
Au aria and Poland. Its aim is "to promote technical cooperation,
in-vestment and trade between Eastern and Western countries." 7 Eurodollars
are finding their way into Eastern Europe. A banking syndicate, including
the Moscow Narodny Bank and the Manufacturers Hanover Trust
Company (U.S.), has granted a $7.8 million Eurodollar loan to the
Romanian Foreign Trade Bank for financing aluminum-manufacturing
technology from the U.S. Led by the U.S.S.R., the Eastern countries have
established the Comecon Investment Bank for the express purpose of
making profits in the Western capital market. Its primary aim is to raise
money for promoting Eastern development.
Samuel Pisar, an authority on East-West trade, has pointed out that the
détente between East and West will greatly benefit the Third World. He
vie Ns the joint ventures between the two sides, which he has dubbed
"transideological corporations," as an ideal channel for helping the Third
World on the way to development. Instead of getting caught between the
two contending world forces, Pisar believes that the Third World will
benefit from the new partnership on which the transideological cor-
poi ation is based. The Third World is aware of the industrial potential of
the communist countries; conversely, the latter increasingly need the
primary products of the developing countries.

Among the cooperative ventures, Pisar mentions Hungarian and
Czechoslovakian enterprises which have recently joined with Austrian
firms to build thermal power stations in Lebanon, India and Egypt.
French and Czechoslovakian companies have jointly built textile plants in
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Iraq. West-German equipment has been used in Morocco with Hungarian
know-how.

Pisar writes that East-West cooperation in building an industrial in-
frastructure (irrigation schemes, energy resources, transportation systems
and other basic projects in the Third World) offers a unique combination
of safeguards and mutual benefits. He observes: "By its inherent nature, a
transideological corporation assures recipient countries against the risk of
domination or subversion from abroad. While pursuing its own com-
mercial interest, it assumes negotiated economic obligations with no
ideological or political strings attached, since Eastern and Western part-
ners effectively neutralize each other. 8

It is a moot question whether Pisar's optimistic evaluation conforms to
reality, but certainly shifts on a world-wide scale are occurring that affect
East-West relations. A wider exchange of people, ideas and goods between
East and West is of course to be welcomed, as a means of facilitating an
opening-up process. Part of the explanation for the new trends, however,
must be sought in the fact that both capitalism and communism have
common origins in the Enlightenment with its emphasis on human reason,
science and progress. It is also well to keep in mind that this cross-
fertilization is taking place at a time when there is growing disenchantment
with the role of the multinational corporations in the West, whereas in the
East there are still high expectations that the mass-production system, now
increasingly turning toward the production of consumer goods, will usher
in a better future.

Furthermore, even Marx himself had high praise for capitalism's ability
to change the face of the earth through its technical mastery over nature.
None other than Lenin spoke glowingly of the Taylor system (scientific
management) and he was anxious to copy this system from the Americans
for the sake of raising production in Russia. 9 This system of organizing
work, aimed at maximum efficiency, has cut work into meaningless
fragments, thus reducing the worker to an extension of the machine in the
U.S. and in the other industrialized nations. Before uncritically rejoicing
over the lifting of the Iron Curtain, we should take a hard look at the
underlying similarity between a preoccupation with production and
consumption in the East and in the West. At least, before concluding that
the Soviet system is undergoing liberalization, we do well to consider
Hedrick Smith's observation:

Indeed, change is taking place in the Soviet economtc system, but so far it is
change within parameters that preclude any fundamental transformation.
Foreign techniques are transplanted wtthout generating any basic alteration of
the Soviet economic or political system. The current Communist leadership
seems as capable as tts czarist predecessors of making adaptations for the
sake of world CommerCe while managing to Contain the germ of change. 10
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In a perceptive article by Robert Scheer on the operations of PepsiCo,
the cynicism and banality of this company's approach are aptly described.
The author details the company's effort to market its products in the
Soviet Union and other communist countries. He pictures the board
chai -man Don Kendall as an ardent advocate of international trade. In his
contacts with the communist leaders, Mr. Kendall discovered that they
wen very decent fellows similarly interested in expanding international
trade and buying PepsiCo products. Pepsi's chairman who was a frequent
visitor to the Soviet Union managed to reduce the awesome dimension of
communism to manageable proportions as follows: " `General Secretary
Brezhnev is a very warm, very outgoing person, he's an extrovert, not an
introvert. I've got some pictures taken in June and you can see it [em-
phai ically]. He's a warm person. He's very outspoken.' "11

Pepsi pays a great deal of attention to its advertising in order to per-
suade the public that its product induces sociability and "thinking
young." The 1974 jingle selected in the company's advertising campaign
was "Feelin' Free." At first it was feared that some nondemocratic
countries might object to this theme for fear that people would take it
literally. Alan Pottash, Pepsi's senior vice-president for creative services,
explained:

"This was quickly washed away when we analyzed for ourselves the double
meaning of the word or the sense of feel in' free, because if you substitute the
word carefree for the word free you're getting closer to what we're really
saying—feeling carefree, not feeling free in the sense of breaking the chains
teat bind you, but feeling free in spirit, and feeling free in thinking and in-
cependent enjoyment. So feeling carefree was the best way to explain what we

meant in foreign languages and that's what we've done." 12

o much for feeling free the Pepsi way. The contemporary leaders of the
U.S.S.R. need not fear that the Pepsi invasion will stimulate their subjects
into entertaining dangerous thoughts. Advertising is all about creating a
ma ce-believe world where the consumption of goods reinforces the
illusion of freedom. Thus the "free-enterprise" West helps to bolster the
prison walls of the communist regime. The campaign to restore "truth" in
advertising is irrelevant and totally ineffective over against this un-
mitigated perversity.

Multinationals and the Third World

The re is a great deal of disagreement about the role of multinationals in
the Third World. Some view the multinational corporation as the most
suitable channel for upgrading the economies of the developing nations,
including professional economists and company directors. They insist that
the ;e nations need technology and capital to develop their potential, and it
is tie multinational corporations that can supply those needs most ef-

■ .r 	 11 11111 !1 I 	 I



Crossing Ideological Boundaries 33

ficiently. On the other hand, critics of the multinational charge that these
companies have enriched themselves at the expense of the poor nations.
They can indeed point to many instances of exploitation, especially during
the early days when one company, United Fruit for example, could
ruthlessly dominate an industry (bananas) in Central America. The more
recent events in Chile and ITT's role in that country's coup against the
Marxist regime of Dr. Salvador Allende is eagerly used to bolster the
antimultinational argument.

In view of the statistics, the argument that the multinationals are able to
help close the gap between the rich and the poor nations is not convincing.
That gap is widening steadily, leaving three-quarters of the world
population in the developing (or underdeveloped) nations further behind.
In 1900 the per capita income in the poor countries was about half of that
in the rich countries. According to one estimate, this ratio had declined to
one-fortieth by 1970. 13

Two hundred million people in India are struggling to survive on in-
comes that average less than forty dollars a year. Nine hundred million in
the developing world earn less than a hundred dollars a year. By the same
token, the supreme test for multinational corporations is their record in
helping to bridge the gap between the rich and the poor. They have per-
formed poorly on that score. The fact that the gap is widening is of course
not by itself proof against the multinationals. Other elements enter in as
well. The situation might have been worse in the absence of the
multinational corporations. But this deteriorating relative position of the
Third World should make us especially attentive to the transfer of wealth
and resources between the poor and the rich nations.

A United Nations' study of multinational corporations provides a
statistical overview of foreign direct investment in the developing coun-
tries in 1967 figures. Total foreign direct investment in these countries
amounted to $33,134.6 million of which 50.4 per cent was of U.S. origin
(19.9 per cent from the U.K., 8.1 per cent from France, 5.1 per cent from
the Netherlands and 4.4 per cent from Canada). 14

The share of production and sales by the U.S. corporations is sub-
stantial in a number of countries: for example, 17 per cent of the gross
value of industrial production in Mexico; 13 per cent in the Philippines;
and 11 per cent in Argentina and Brazil. In Central America the output of
foreign affiliates is estimated at 30 per cent of the manufacturing sector.
The share of these companies in some industries is, however, much higher,
as in the case of rubber products in Mexico in 1970 where it reached 100
per cent. The export share of U.S. affiliates accounted for 87 per cent of
the exports of manufacturers from Mexico in 1966; U.S. affiliates in
Argentina and Brazil from 1965-68 accounted for 14.5 per cent and 42 per
cent, respectively, of the total exports. 15

Proponents of multinationals are eager to point to the unique ability of
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these companies to provide both capital and technology—the two essential
elements for industrial development. A close look at the multinationals'
performance on these two counts in the Third World reveals some startling
and disconcerting facts.

A fundamental requirement for economic and industrial development is
the creation of wealth beyond that needed for subsistence. When surplus
capital is created as a result of savings, this capital (finance) can be put to
u ;e in building the infrastructure of a modern society, including roads,
tr ansportation and communication networks, schools, and banks. For this
reason it is crucial for developing nations that newly generated capital be
used to step up this process of development by means of additional in-
vestments. But a very large part of the capital generated by the
n ultinational corporations in developing countries has not been used for
strengthening and expanding the economic base of these countries.
Instead, this capital has been remitted to the parent company, depriving
the host country of much needed capital and deteriorating its balance of
payments.

The earlier caution against regarding the transfer of capital by itself is
relevant here. The figures showing the inflow and outflow of capital tell
only part of the story. But when the figures are consistently and ex-
cessively high on the outflow side, there is reason to be concerned.

In discussing the drain on the national resources of the Third World, the
11)72 United Nations report shows the discrepancy between inflow and
o itflow related to foreign direct investment in a selected group of
developing countries for the five years from 1965-1970. The outflow is
nearly always, with very few exceptions, higher than the inflow. For the
year 1970, the outflow from the selected developing countries in all
categories amounted to $5,341.8 million; the inflow was $1,612.7 million.
The net outflow in all categories for the year 1970 was therefore $3,729.1
million according to this U.N. report. 16

Louis Turner, author of Invisible Empires and Multinational
Com-panies and the Third World, observes: "Multinational investments are an
e:pensive bargain for the Third World if one merely looks at the inward
a Id outward flows of foreign exchange. This is a serious drawback at a
time when the majority of these countries are struggling with massive
foreign debts, which are probably the main check on development in the
Third World." In 1965-67, 87 per cent of all aid to Latin America was
required for debt repayments; in the case of Africa the figure was 73 per
cent; East Asia 52 per cent; and the Middle East 40 per cent. 17 The total
debt burden of the Third World had climbed to a staggering $180 billion
b ✓ 1977. 18

As these figures indicate, the multinationals are not a plentiful source of
capital for the developing countries. They aggravate the problems of hard-
pressed local businessmen by soaking up much of the domestic loan

p I 1 , 1.1 a^N 	 p 	 ^.. 	 I 111 1 II 	 I', 	 L



Crossing Ideological Boundaries 35

capital. These large-scale and financially secure outside corporations are
attractive borrowers to local bankers and other investors. A study by
Fernando Fajnzylber, published by the U.N. in 1970, shows that during
the years 1957-65 American-based multinational corporations financed
83 per cent of their Latin American investments by means of reinvested
earnings. He also showed that between 1960 and 1968 American-based
corporations, on the average, sent 79 per cent of their net profits out of
Latin America. Another study has indicated that from the years 1960-70
about 78 per cent of the manufacturing operations of American-based
corporations were financed with local capital. 19 These figures clearly
indicate that instead of being a major source of capital for the developing
countries, multinational corporations are a severe drain on a scarce
supply.

There are numerous other ways in which multinationals can, and do,
exploit their power to their own advantage but to the detriment of the
developing countries, including manipulating internal cost and prices,
overpricing of goods and equipment, destroying local competition and
curtailing exports.

The reported profit figures of multinational corporations in one country
do not mean much by themselves. It often "pays" a company to declare a
high profit in one country and a low one in another. This can be achieved
via transfer pricing, whereby a company in effect sells to and buys from
itself (see above). It speaks for itself that this practice is especially
detrimental to the developing countries. The reported yields on all U.S.
direct investments in the developing countries were twice as high as in the
developed countries during the 1960s. 20 But a closer look at the profit
figures reveals an even worse picture.

Constantine Vaitsos, a Latin American economist, has examined the
pricing policies of a number of multinational corporations in Colombia.
In comparing the prices charged by Colombian affiliates of multinational
corporations with world prices in the pharmaceutical, rubber and elec-
tronics industries, Vaitsos found overpricing of 185 per cent in the
pharmaceuticals, 40 per cent in the rubber industry and from 16-60 per
cent in electronics. Comparing prices for certain imported popular drugs
with world market prices, Vaitsos discovered that the Colombian prices
for the tranquilizers Valium and Librium were 82 and 65 times their
average world prices. The antibiotic tetracycline was sold for 10 times the
world price. Transistors sold in Colombia cost 11 times their U.S. price; a
certain television amplifier cost 21/2 times more in Colombia than in the
U.S. These prices are charged in a country where per capita income is
about $300 per year. 21

In Chile, Vaitsos reported that overpricing ranges from 30 per cent to
more than 700 per cent. Pedroleón Diaz, Vaitsos' colleague, has shown
that the pricing policies of the multinational corporations result in
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overpricing in Peru, from 50-300 per cent, and in Ecuador, from 75-200
per cent. Vaitsos estimates that in 1968 alone overpricing in the drug
industry cost Colombia $20 million in foreign exchange and $10 million in
tax receipts.

Richard Barnet and Ronald Muller in their Global Reach explain that in
order to get an accurate picture of the profits of a multinational's sub-
sic iary, one must calculate the overpricing of imports and the un-
de -pricing of exports as well as reported profits, royalties and other fees,
an divide that into the net worth of such a company. Obviously, such an
exercise is exceedingly difficult to perform in view of the lack of accurate
information. All findings must be accepted in this awareness and it must
be recognized that accurate results are difficult to obtain. A person's bias
wi 1 no doubt influence the conclusions to some extent. Nonetheless, it can
be enlightening to look at such findings.

Vaitsos made a study of fifteen wholly owned U.S. and European drug
manufacturing subsidiaries for the year 1968. He found that the annual
rate of return ranged from 38 per cent to 962 per cent with an average of
16 per cent. But the average declared profit for that year was 6.7 per cent.
The actual profit in the rubber industry was an average of 43 per cent; the
declared profit was 16 per cent. Other studies have confirmed these fin-
dings. Economists at the University of Lund, Sweden, examined sixty-four
mi zing operations of American firms in Peru, and they found that bet-
ween 1967 and 1969 the companies reported profits to the local govern-
ments of $60 million but profits of $102 million to the U.S. government. A
commission established by the Peruvian government in 1966 investigated
the double-accounting methods of the American-based Southern Peru
Ccpper Corporation. It discovered that this company had reported two
en irely different amounts in profits to the Peruvian and the U.S.
governments, $69 million and $135 million respectively, for the years 1960
to 1965. These manipulations go a long way to explain the animosity
toward multinationals in host countries.

A practice reported by several observers is the overcharging by parent
co npanies for used machinery. Louis Turner reports that a U.S. textile
firm, Indian Head Mills, contributed $170,000 in cash, and forty-year-old
machinery valued at $1.7 million in return for 70 per cent of a $5.7 million
venture. It is true that the risk factor is high in these cases since many of
thy° projects undertaken in newly-independent Third World countries are
unsuccessful. But this kind of practice is wide open to abuse. 22

Barnet and Muller describe one case of a company that sold machinery
to its subsidiary at a 30 per cent higher price than it sold the same item to
an independent Colombian firm. Another similar case involved the sale to
a s ubsidiary in Colombia of used machinery that was valued at more than
$1 million by the parent company. When a government agency solicited
bids for the same equipment, it found that the going price for new
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equipment was half of what the parent company was charging its sub-
sidiary for used equipment. 23

Multinational corporations have often driven out local competition.
The Chilean and Brazilian economies included thriving commercial and
manufacturing sections during the nineteenth century, but the impact of
foreign capital via direct investment all but destroyed a number of
domestic enterprises, such as the merchant fleet, copper mines and flour
mills of Chile. The same thing has happened more recently to the Peruvian
fish meat industry, which is now dominated by multinational companies
able to buy out the local businesses. More credit restrictions in Brazil since
1966 have led to the takeover of many local firms by the multinationals,
especially in drug manufacturing, textiles, plastics and electronics. Turner
writes that a slowdown in the economy often meant the sale of the local
company to a multinational corporation because the latter had no trouble
weathering the storms. "The multinationals caught cold, while their
Brazilian counterparts died of pneumonia." 24

Barnet and Muller claim that the counterpart of what was called the
American challenge in Europe a few years ago is now a fait accompli in
Latin America. Local entrepreneurs often welcome the penetration of
their countries by the multinationals, for it gives them a chance to sell their
businesses for a good price. Others are "persuaded" by ruthless com-
petition that it is better to sell. One report shows that, of the 717 "new"
manufacturing subsidiaries in Latin America established by the top 187
U.S. multinational corporations during the years 1958 to 1967, 331 or 41
per cent were the result of takeovers. The Brazilian government's antitrust
agency claims that the Swiss-based company Brown Boveri, and other
multinationals in Brazil, including G.E. and Toshiba, formed a cartel for
the purpose of "the systematic destruction of Brazilian national en-
terprises" through pricecutting. Documents used at anticartel proceedings
against Brown Boveri revealed that the cartel was out "to destroy Cemec
[a Brazilian transformer producer] and another fifty firms." Government
prosecution claimed that dozens of local firms were eliminated. 25

The multinational corporation's superiority in technological expertise,
financial strength and managerial ability often leads to oligopolistic
conditions. In pre-Allende Chile, 51 per cent of the 160 largest companies
were in the hands of multinational corporations. In each of seven key
industries, one to three foreign companies controlled at least 51 per cent of
production. The pattern is the same in developing countries around the
world. In Argentina, more than 50 per cent of the total sales of the fifty
largest companies is handled by multinational companies.

Multinational corporations in many instances place restrictions on the
exports of their subsidiaries. A study by the United Nations has revealed
that agreements between parent companies and their subsidiaries, or joint-
venture partners, in Bolivia, Colombia, India, Peru and the Philippines,
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often contain clauses limiting or prohibiting exports. Out of a total of
1024 agreements in these countries, the percentage of agreements con-
taining such restrictive provisions for one year or more during the period
of 1968-71 was as follows: Bolivia, 90.4 per cent; Colombia, 70.6 per cent;
India, 47.3 per cent; Peru, 96.1 per cent; Philippines, 25.2 per cent. 26

One study in 1955 revealed that sole-supplier agreements between
American and Swiss firms and the Indian firm Atul Products Limited
caused the latter firm to pay up to double the market price for its raw
material. Constantine Vaitsos has shown that out of thirty-five contracts
in the chemical and pharmaceutical industries in Colombia, only two
contracts permitted a free choice of suppliers. 27

1 t is self-evident that these restrictions are harmful enough for the
developed host countries; but they are all the more damaging for the
developing countries because of their need for precious foreign exchange
and a manufacturing base.

Even greater in importance are the patterns of trade between the rich
and the poor nations. The present patterns reflect the earlier ties between
the major Western nations and their former colonies. 28 Much of the
agr iculture of Africa, Asia and Latin America is geared to produce cash
crcps for the Western nations, including tea, coffee, cocoa, bananas,
pet nuts, cotton, sisal. Prices of these cash crops, with one or two
ex-ceptions, have declined. Many of the high protein foods are exported from
countries where people are starving. Even fish, desperately needed in Latin
America, is shipped to North America and Europe, where it often ends up
as 1 rattle and poultry food.

Food and other raw materials shipped from the developing to the
developed countries is mostly exported in unprocessed form. Tariffs and
various arrangements between exporting countries and multinational
corporations are effective barriers against processing in countries where
the raw materials originate. The World Bank estimates that the poor
na ions would earn an extra $30 billion a year (in 1975 prices) if the rich
nations would drop their trade restrictions. 29 In adopting a deliberate
po icy of locking the developing countries into a perpetual state of un-
derdevelopment, the multinational corporations have been utterly selfish
ani cruel. This is one area where drastic change is imperative.

The technology exported by multinational corporations to developing
countries is often an imitation of the home country technology. However,
in nany instances this is not the kind required by developing nations. The
sel F-interest of multinationals is obvious. They can realize a quicker profit
by transferring the production and consumption pattern already accepted
in North America and Europe rather than attempting to tailor their
product to the needs of the developing countries. Advertising via radio
and television plays a powerful role in conditioning the poor to spend on
lug ury items.
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An international advertising specialist claimed that we must change our
ideas about a poor man's physical needs. He continued: "The
psychological significance of his spending his money on a transistor radio
may be more important than the physical benefit generated by spending
the same money for basic foodstuffs." 30 This theory may be good for a
multinational producing transistor radios, but it spells nothing but harm
in those parts of the world where malnutrition, with its dreadful physical
and mental retardation, is the major scourge. A 1973 Brookings
Institution study of world nutrition estimated that about one billion
persons suffer from the effects of malnutrition. Yet it has been found that
dietary habits of the poor in the developing countries have changed for the
worse. Joaquin Cravioto, a specialist in pediatric nutrition, found that the
two products most wanted by Mexican peasants as soon as they encounter
the advertising message are white bread and soft drinks instead of their
own simple but nutritious staple foods. 31

The transfer of technology from the mass consumption countries to the
developing countries has been accompanied by the transfer of a con-
sumption ideology that has had disastrous effects. There is plenty of
evidence to suggest that the multinational corporations have not been
successful in overcoming the problems of inequality, hunger and
unemployment—the three major plagues in developing countries. On the
contrary, they have in many instances aggravated the problem. The
consumption ideology spread abroad by the multinational corporations is
harmful enough in North America and Europe, but it is devastating in the
developing countries.

Manpower, the one resource always in plentiful supply in developing
countries, is not utilized for the benefit of the people by the multinational
corporations 32 Importing high-technology industry has not improved but
aggravated the unemployment situtation in the Third World. These
capital-intensive projects have drained away scarce capital from
agriculture and other less expensive but more labour-intensive projects.
Consequently, unemployment remains a most serious and worsening
problem in the developing countries.

A 1960 United Nations report estimated that 27 per cent of the workers
in the Third World were unemployed. By the end of that decade, this
figure had risen to 30 per cent. Erik Thorbecke, a professor of economics
at Cornell University, has estimated that 43 per cent of the Peruvian
workers are not needed for that nation's production. The unemployment
rate in Colombia is 36 per cent. The last survey done in 1960 showed
unemployment in Latin America ranging from 22 per cent in Argentina,
Brazil and Mexico to 42 per cent in Central America and the Caribbean. 33

Even in agriculture, the trend toward large, highly mechanized farms has
destroyed jobs. The same decline in employment is seen in construction
because of the introduction of labour-saving machinery. This machinery
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was introduced in the developed countries partly in response to high
lat our cost. It makes absolutely no sense to transfer the same labour-
saving technology to the developing countries where the need for em-
ployment opportunities is desperate. But that is the policy followed by
pr fit-maximizing companies. A more equitable policy would be to
maximize employment and to provide many more opportunities and
incentives for training the unskilled in the developing countries. That
would require a different kind of technology than the one developed in
capital-intensive and sophisticated industries.

The late E.F. Schumacher, a British economist and specialist on
developing countries, held that the straight transfer of Western technology
to developing countries does more harm than good 3 4 He insisted that two
major problems in the developing countries must be overcome: mass
unemployment and mass migration to the cities. He described the growing
ins;quality within the developing countries between a small elite that is
irritating the high-consumption pattern of the developed countries and a
la, ge majority of desperately poor flocking from the countryside to the
cities where they cannot find shelter or jobs. This "dual economy" effect
is dangerously disruptive and must be attacked as a priority task. In that
context Schumacher persuasively argued that primary attention must be
given to an agro-industrial base from which development can proceed.
Needed are millions of (small) workplaces using simple technology and
concentrating on the first needs of the developing countries: building
materials, clothing, household goods, agricultural implements, trees, and
water and crop storage facilities. More ambitious programs can be
developed once a sound basis has been laid.

Schumacher called for an "intermediate technology," that is, a
technology that exploits local resources for local uses, is small-scale,
simple and non-destructive. He believed that less stress should be put on
production for export and more on production aimed at greater self-
sufficiency at the local level. He was a strong critic of the maximum
consumption ideology so prevalent in the West, and of those economists
who have turned economics into an abstract, mostly quantitative science
rather than viewing it as a "branch of wisdom." Schumacher called for
bridging the three-fold gap in the developing countries—between rich and
poor, educated and uneducated, urban and rural—with imagination and
cc mpassion.

It is that combination of imagination and compassion that one en-
cc unters in Schumacher's views and insights that has been notably absent
in the activities of the multinational corporations in the Third World. This
is not to suggest that these activities have only been evil. A few companies
have taken some steps to adjust their methods to the needs of the Third
World. One such company is Philips, the Dutch-based electronics firm,
which has a special experimental team at work adapting its production to
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local resources and needs in the developing world. Philips has a small
research team working on simplifying production, management and
accounting procedures to fit conditions in the Third World. Production is
kept as flexible and simple as possible. Tools and equipment are utilized to
serve various purposes. For example, sewing machine motors are used to
drive other equipment, and irons are used as hot plates. Trainees from
various countries work in this pilot plant and their findings are used by top
level management to decide on production methods, materials and end
products for different parts of the developing world. 35

A few other companies are moving in this direction, but by and large the
multinational corporations cannot lay claim to outstanding performance
in this respect. On the contrary, their oligopolistic position has driven out
local businesses, their sophisticated technology has aggravated unem-
ployment, their mass-consumption ideology has led to harmful eating and
working patterns and their drain on scarce resources has added to the debt
burden of developing countries. They have locked these nations into a
trading pattern that stymies proper economic and industrial development.
Repeatedly, the interests of profit-maximizing corporations and poor host
countries have been seen as incompatible. The three major plagues of the
Third World, unemployment, inequality and hunger, are spreading. The
gap between the rich and poor nations is widening. In the face of this, it is
obvious that drastic structural changes are required if the developing
countries are to achieve a level of economic health that will enable them to
overcome their present distressing plight.



Chapter 3
The Growth of Multinationals

in Canada
In building the Canadian nation, Canadians have always been
keenly conscious of their gigantic and growing southern neigh-
bour.... The tug of war between the desire to be like the
United States and the desire to be separate from it has confused
Canada's sense of national purpose and thwarted the
emergence of distinctly Canadian qualities in the nation's
economic and cultural life. 1

William C. Hood

All the data confirm that foreign control now constitutes a very
high proportion of Canadian corporate activity and that it is
particularly concentrated in resource exploitation and
manufacturing. Within manufacturing, foreign control is
concentrated in particular industries, including most of the
science-based industries, such as transport equipment,
chemicals, machinery and electrical products. In 1968, ac-
cording to CALURA, close to 35 per cent of the assets of non-
financial firms were non-resident controlled. 2

Gray Report

The most bitter harvest of increasing dependence and
diminishing control may yet be reaped in the form of the in-
ternal political balkanization of Canada and its piecemeal
absorption into the American imperial system. The final
outcome of a branch-plant society is a merging of value
systems and a meshing of corporate and technocratic elites
which must ultimately call into question English Canada's
willingness to pay the price of continued independence. 3

Kari Levitt

The Staple Theory

The staple theory, usually associated with the Canadian economist Harold
A. Innis (1894-1952), holds that Canada's economic development has been

1
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determined by the production of staple goods such as codfish, furs,
lumber and wheat. Some economists persist in viewing Canada as a
perpetual producer of staples, despite the fact that modern-day staples
have changed from food staples to those needed for a modern industrial
economy, such as iron ore, nickel, lead and oil. Melville H. Watkins, a
political economist at the University of Toronto, wrote in 1963: "The
basic determinants of Canadian growth are the volume and character of
her staple exports and the ability to borrow, adapt, and marginally
supplement foreign technology." 4

Economists, including Watkins, have criticized this theory as a con-
spiracy to perpetuate the role of Canadians as hewers of wood and
drawers of water. David W. Carr, author of Recovering Canada's
Nationhood, points out that the so-called staple theory, applied to the
early and somewhat static phase of economic development, is not uniquely
Canadian but is applicable to the early stages of economic development in
all countries. He writes:

In the critical 1930s, the staple theory made it easy for tts dtsciples to suggest
that a national policy would be of little benefit to Canada because her future
was clearly determined by these few staple natural resources, by the
limitations imposed by geography and by her dependence on export markets.
tnterpreted as it was tn this way, the staple theory tended to be backward-
looking, deterministic and negative. It was thus appropriate perhaps for a
country wtthout national objectives: approprtate to encourage support for
United States enterprise to exploit these unfavourable conditions in Canada.
But tt was remarkably inappropriate as a view of Canada's economtc prospects
and as a rattonal interpretation of her economic growth potential whtch by that
time was becoming clearly evident. 5

A more scathing attack against the staple theory has come from the side
of those who employ a class analysis of Canadian history. Watkins now
belongs to that group. He criticizes his former—though still ad-
mired—teacher Innis for failing to recognize Canadian liberalism for what
it was, although he admits that Innis did discern the "imperialistic"
character of American liberalism. 6

R.T. Naylor, also an adherent of the socialist view of Canadian history,
is convinced that "Canadian history since then [1503] reveals little more
than a struggle between various imperial powers to determine whose
dominion it shall be." 7 Thus, the emphasis on the staple theory in
Canadian economics has nothing to do with geography or the stage of
technological development but is solely attributable to the nature of what
Naylor calls the "metropole," its stage of development and its structure of
capital. The metropoles (France, Britain and now the United States) have
determined the economic development of the "hinterland" (Canada). It
was in the interest of the metropoles to use Canada as a cheap source of
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staple commodities, assisted by an accommodating core of Canadian
merchant capitalists. Another spokesman for the socialist interpretation
of Canadian history expressed it thus:

Canada's dependency is a function not of geography and technology but of
the nature of Canada's capitalist class. The Canadian business class has been
dominated historically by financial capitalists who have made their profits on
the exchange of Canadian staple products in return for manufactured goods
imported from metropolitan countries. 8

In summary, whether looked at from the side of continentalists or
nationalists, there is a certain unanimity about the importance of the
"staple theory" in Canadian history despite the diversity of opinion on the
meaning of this theory.

The NationaI Policy

The National Policy was a series of measures undertaken to safeguard
Canada's existence especially over against its colossal neighbour to the
south. This is how the American economist Hugh G.J. Aitken sum-
marized Canada's attitude toward the United States: "If we wish to
understand present-day Canadian sentiment, therefore, it is vital to bear in
mind the fact that resistance to absorption or domination by the United
States is the very essence of Canadian history. If there is any such thing as
a Canadian nationality, it can be defined only in terms of the ways in
which Canadians regard themselves as being different from Americans." 9

The National Policy is most commonly associated with the nation-building
efforts begun with Confederation in 1867 and spearheaded by Canada's
first Prime Minister, Sir John A. Macdonald, who served in that capacity
from 1867-73 and again from 1878-91. This policy, inaugurated in 1879,
contained three main ingredients: (1) a program of railroad building; (2)
industrialization protected by the tariffs; and (3) settlement of the West.

The National Policy was adopted after two other options—namely,
integration with the British empire or absorption into the American
one—were rejected. "The collapse in quick succession of hopes for closer
imperial co-operation and for a satisfactory measure of continental in-
terdependence made increasingly urgent the need for a national economy
as the one adequate instrument of economic survival." 1°

Writing on the National Policy, Craig Brown, a Canadian historian,
raises the question why Canadian nationalism was expressed in such
predominantly economic terms. He argues that other nationalist themes
such as a common language, a common cultural tradition or a common
religion were simply unavailable to the young nation in view of the
existence of the two cultural groups. What were regarded as deeds of
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heroism and victory by one were interpreted as humiliation and defeat by
the other. It is this predicament plus the lack of Canadian politicians who
were political theorists or philosophers, writes Brown, that gave Canadian
nationalism an overriding economic content. Brown also asserts that this
was an age in which Darwinism and industrialism coincided with the great
age of nationalism. Industrialization was seen as the key to obtain power:
"... power to withstand the pressures from the south and power to
expand and consolidate the Canadian nation. And a political programme
that emphasized expansion and industrialism had the added advantage of
ignoring the potentially divisive issues that would disrupt a `political
nationality.' In sum, then, the National Policy, a policy for a `Canadian
economy' and a `Big Canada,' a materialistic policy for a materialistic
age, was the obvious policy to give expression to Canadian national
sentiment." 11

Canadian socialists are much more critical of the National Policy. They
describe this policy as a sellout to Americans by the Canadian "merchant
class." James Laxer, prominent Canadian author and political science
professor at York University, writes: "The primary purpose of the tariff
then was not to protect Canadian industrialists but to guarantee the
monopoly of the trading system of the Canadian merchants and to force
American industrialists who wanted part of the Canadian market to
establish factories in Canada." 12

R.T. Naylor makes a similar point. The National Policy, he writes, was
not really intended to protect a burgeoning manufacturing industry. On
the contrary, it was a scheme designed by merchant capitalists who were
more interested in finance, transportation and utilities than in industrial
development. They favoured short-term risk investments and were
therefore preoccupied with the extraction of staple products. Capital was
thus drained away from industrial undertakings. Moreover, the tariff
attracted foreign branch plants, presenting another obstacle to the
establishment of Canadian-owned industries.¹ ³

American branch plants established in Canada enjoyed the benefit of
operating behind the Canadian tariff wall and within the preferential
system of the British empire. This dual advantage is generally
acknowledged to be the main stimulus for the beginnings of American
ownership of Canadian industry. The socialists see no surprise here, since,
according to them, it was all planned that way by the capitalist class in the
metropole. Those who are unwilling to accept such neat logic are faced
with a real paradox: namely, a tariff system designed to protect Canadian
industry that nevertheless paved the way for foreign—mostly
U.S.—ownership in Canada. "The funny thing about tariff walls," writes
Michael Bliss, "was that we always wanted the enemy to jump over them.
Some walls!" 14
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The Extent of Foreign Ownership in Canada

Canada has always had to import capital from outside, at first chiefly
from Britain. These funds were needed to finance early waterways and
railroads (the infrastructure) as well as the early industrial enterprises.
After World War I Britain became less important as the provider of
capital for Canada. lts place was taken by the U.S. But what is important
to keep in mind is that whereas British capital was largely in the form of
loan or debt capital, tine flow from the U.S. was increasingly in the form
of equity capital (direct investment), thus providing Americans with
control and a perpetual claim on the fruits of their investments in
Canada. 15 This control over major segments of the Canadian economy,
particularly the resource and manufacturing industries, has become a
source of deep concern and spirited debate in Canada.

This is a brief overview of the statistics. 16 In 1867 there was a total of
$200 million foreign investment in Canada, of which $105 million was in
the form of British debt capital. By 1900 this amount had increased to
$815 million in British bonds and $160 million in U.S. direct investments.
In 1913 there was a total of $3,850 million foreign capital in Canada. Of
this amount, $3,080 million was in the form of fixed interest securities,
nearly all of it British. The American share of the remaining investment
was mostly in direct U.S. investment ($520 million). Total foreign in-
vestment in Canada climbed to $6,003 million in 1926, of which 53 per
cent was American and 30 per cent was in the form of direct investment.
From 1926 to 1939 the rate of foreign investment in Canada slowed down
and total investments increased by only $910 million. Canada imported
little capital during the war years and the trend of declining British in-
vestment and increasing American investment in Canada continued.

The greatest expansion of foreign investment in Canada occurred after
World War II, especially after 1950. United States investment in Canada
rose from $4,990 million (1945) to $10,275 million (1955). By 1965 it had
more than doubled to $23,305 million. 17 In 1976 U.S. direct investment in
Canada amounted to $33,927 million according to the U.S. Department of
Commerce. 18

From 1948 to 1963 the proportion of Canadian industrial assets con-
trolled by foreign investors rose from 20 to 34 per cent. in many sectors,
U.S. ownership was well over 50 per cent. In 1966 most of the $32,092
million in foreign investment in Canada was in the form of direct in-
vestment ($22,853); the remainder was in government securities, public
utilities and miscellaneous investments. 19

The federal government issued an extensive report on foreign direct
investment in Canada, the Gray Report, in 1972. This study provided up-
to-date statistical information on foreign investment and considered a
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number of measures to cope with this issue. In 1968 nonresident -owned
firms controlled 34.2 per cent of all Canadian corporate assets. The Gray
Report ventured that $30 billion was a reasonable estimate of the book
value of all foreign-controlled firms. Foreign control of Canadian in-
dustry is concentrated in manufacturing and natural resources, estimated
at 57 per cent in manufacturing with $11.8 billion of the $20.5 billion total
capital employed controlled by nonresidents. Of that segment, $9.4 billion
or 80 per cent was in the hands of American residents in 1967.

Of the $9.7 billion capital employed in the petroleum and natural gas
industry at the end of 1967, $7.2 billion or 74 per cent was controlled by
nonresidents. U.S. residents controlled 81 per cent or $5.8 billion of that
proportion.

In mining and smelting, 65 per cent ($3.4 billion) of the total capital
employed ($5.2 billion) was controlled by nonresidents. U.S. residents
controlled $2.9 billion or 85 per cent of the capital controlled by
nonresidents.

The Gray Report pointed out that, within manufacturing, foreign
control is concentrated in most of the science-based industries, such as
transport equipment, chemicals, machinery and electrical products. In
geographic terms, Ontario has received a proportionately larger share of
foreign-controlled investment than any other province. 20

More recent statistics on foreign investment in Canada are supplied by
the Corporations and Labour Unions Returns Act (CALURA), Report for
1974, issued by Statistics Canada under the auspices of the Minister of
Industry, Trade and Commerce. This report provides a wealth of detailed
statistical information on the activities of foreign-owned corporations in
Canada. It should be kept in mind that the Act applies only to cor-
porations with gross revenues in excess of $500,000 or assets in excess of
$250,000. Crown corporations, and a number of other corporations
operating under different Acts, such as the Radio Act, are also excluded.
Some 6,103 foreign-controlled nonfinancial corporations are covered in
the 1974 Report. It is estimated that the additional foreign-controlled
firms which do not report under the CALURA number about 2,500. Some
of the highlights of CAL URA, Report for 1974 follow.

Assets of foreign-controlled nonfinancial corporations rose by 17.4 per
cent to $74.8 billion in 1974 representing 34 per cent of the total assets of
all nonfinancial corporations in Canada compared to 34.4 per cent in
1973. There were 474 foreign-controlled corporations with more than $25
million in assets holding a total of $55 billion in assets or 74 per cent of the
assets of all nonfinancial foreign-controlled corporations. In all non-
financial industries except storage, primary metals and public utilities, the
average asset size of foreign-controlled corporations was much larger than
that of Canadian owned corporations. The average asset size of all
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foreign-controlled nonfinancial corporations was $12.2 million whereas
the average asset size of Canadian-controlled nonfinancial corporations in
this category stood at $2.4 million.

Table 4 provides certain percentages on the extent of foreign control in a
number of industry groups.

A Threat to Independence

Those concerned about Canada's independence are quick to emphasize the
disadvantages associated with foreign control over large sectors of
Canada's economy. Because the United States is by far the major source
of outside capital in Canada, foreign ownership is often equated with
American ownership. The mounting clamour for loosening the hold of
foreign corporations in Canada is accompanied and invigorated by a
renewed interest in Canadian nationalism. There are those who picture
Canada's choices as extremely critical. Either Canadians soon assert
themselves and become masters in their own economic house or they will
not survive as a nation. Walter Gordon, one of the leading Canadian
nationalists, warned his fellow Canadians in 1972 that there was only "one
last chance" and very little time left to tackle the two major problems
confronting Canada—Quebec and economic independence. He wrote: "If
we do not resolve these problems during the life of the next parliament, it
may very well be too late to do so. This means, at least in my opinion, that
the outcome of the election will more or less determine whether Canada is
to survive as a separate independent state. "21

Criticism of foreign-owned corporations in Canada arises because many
people are convinced that the real interests of these corporations and of
Canada do not coincide. Corporate policy is concerned with self-interest,
growth and profit of the corporations—not with the interest of the host
country. Policies designed and controlled by an American head office do
not give sufficient weight to Canadian interests. What is more, because of
the size and power of large-scale corporations, their decisions regarding
research, production, marketing, capital flow and a host of related
matters directly affect our environment and our very lifestyle. The ex-
tensive control exercised outside Canada has deprived Canadians of an
opportunity to experience a measure of economic and national in-
dependence without which Canada cannot thrive as a nation.

Professor Hugh Aitken has described the Canadian dilemma,
represented by the two-way pull of national autonomy and economic
growth, as follows:

The basis of Canadian anxieties is the conflict between two national
aspirations: the desire for rapid economic development and the desire for
cultural and political autonomy. There is nothing novel about either of these
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TABLE 4 DEGREE OF FOREIGN OWNERSHIP OF CORPORATIONS IN
SELECTED INDUSTRY GROUPS IN CANADA

Percent
Assets

1973 	 1974

Percent
Sales

1973 	 1974

Major Industry Group

1. Agriculture, Forestry and Fishing 10 10 8 7
2. Metal Mining 45 45 43 44
3. Mineral Fuels 75 75 87 88
4. Other Mining 55 57 60 59
5. Total Mining 58 59 61 64

Manufacturing

6. Food 48 49 38 39
9. Rubber Products 93 94 91 91

11. Textile Mills 60 60 57 56
14. Wood Industries 29 28 23 24
16. Paperand Allied Industries 45 44 45 45
18. Primary Metals 16 15 20 19
19. Metal Fabricating 44 52 45 41
20. Machinery 70 68 71 70
21. Transport Equipment 81 80 90 89
22. Electrical Products 65 65 68 65
23. Nonmetallic Mineral Products 66 66 54 56
24. Petroleum and Coal Products 99 100 99 99
25. Chemical and Chemical Products 79 78 84 83
26. Miscellaneous Manufacturing 50 48 52 49
27. Total Manufacturing 56 57 57 57
28. Construction 15 14 12 12

Utilities

33. Total Utilities 10 9 11 11
34. Wholesale Trade 32 30 29 29
35. Retail Trade 19 18 17 16
36. Finance 12 11 11 11
37. Services 26 25 24 23
39. Total nonfinancial Industries 34 34 37 36

Source: CALURA, Report for 1974, pp. 106, 111, 130, 136.
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desires; each of them is characteristic of all cultures that have stemmed from
the Western European root.... What is relatively novel about the con-
temporary situation is that Canada now finds itself so placed that the two
aspirations are in conflict. 22

The controversy surrounding foreign investment crystallizes around a
number of key issues.

Resources Versus Manufacturing

The concentration of foreign investment in the nonrenewable resource
sector has led to an. "unbalanced" development and a neglect of second-
ary industry. It tends to reduce Canada to a "hinterland" and to retard its
economic growth. A number of effects stand out.

Firstly, resource development is capital-intensive but creates few jobs in
comparison to secondary industry.

Secondly, resource development results in depletion of nonrenewable
but essential materials for a modern economy. Rapid development of
natural resources, most of which are exported, squanders the life blood of
future generations. This argument has grown in importance since the
"energy crisis."

Thirdly, resource development involves integration with the U.S.
economy, thus making Canada vulnerable to changes in U.S. policy and
trade patterns.

Fourthly, an overemphasis on resource development, mostly for export
by U.S. corporations, retards a vigorous growth of secondary industry.
This is extremely important since secondary industry is essential to
economic well-being and a healthy measure of independence. Without a
viable manufacturing industry, Canada must import a relatively large
amount of finished products, straining its balance of payments and
reducing domestic job opportunities. A study undertaken for the Science
Council of Canada concludes that Canada is in an unenviable position
with respect to the import of sophisticated finished products. The Report
asserts:

For example: we are the world's largest producer of nickel, but we are net
importers of stainless steel and manufactured nickel products, includtng
"cold climate" nickel-cadmium batteries; we are the world's second largest
producer of aluminum, but we import it in its more sophisticated forms, such
as etched and formed foil for use in capacitors and precision aluminum parts
for use in aircraft; we are the world's largest exporter of pulp and paper, but we
import much of our fine paper and virtually all of the highly sophisticated
paper, such as backing for photographic film and dielectric papers for use in
electronic components; we are one of the world's principal sources of
platinum, but it is all exported for refining and processing and reimported in
finished forms; we are large exporters of natural gas and petroleum, but we
are net importers of petrochemicals; and, although we are the world's
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foremost exporter of raw asbestos fibres, we are net importers of manufac-
tured asbestos. The above is not a selected list of products in which our
performance is particularly bad. With the exception of platinum, each of them
can be found among the ten products in which our export performance, in net
terms, is the best. 23

The heavy reliance on the exploitation and export of resources has
helped to shield us from the effects of our poor performance in the
manufacturing sector. Though Canada's overall balance of trade has been
mostly in our favour, the trade deficit in manufactured goods reached $10
billion in 1976. Canada is the world's leading importer of manufactured
goods. Its per capita import of such products amounted to $463.75 in
1969; the figures for the EEC countries were $239.17; the U.K. $149.46;
the U.S. $116.23; Japan $38.31. 24

This heavy emphasis on raw materials export has had a devastating
effect on job opportunities in Canada and is to a large extent responsible
for the high level of unemployment in Canada. Furthermore, the service
sector in Canada is proportionately too high—about two thirds of all
workers—which also serves to underline Canada's vulnerable position.
Thus, a three-fold weakness of the Canadian economy with reinforcing
tendencies is obvious: dependence on nonrenewable resources to close the
trade gap in manufactured goods; a weak manufacturing base resulting in
a lessening of employment opportunities; and too high a proportion of our
workforce in the service industries, including government services.

The socialists have been scathing in their criticism of this phenomenon,
which they have labelled the de-industrialization of Canada. They argue
that capitalist development is by definition unbalanced. Watkins asserts:
"The role of the hinterland, to export staples and import manufactured
goods which embody their own staples, is pre-determined. The metropolis,
then, develops—or over-develops—while the hinterland is locked into a
pattern of underdevelopment." 25 (It is this conviction which has given
added impetus to the socialists' opposition to the massive resource
development projects, such as the construction of the Mackenzie Valley
pipeline—now abandoned.)

Another consistent complaint against foreign ownership of Canadian
plants concerns the lack of efficiency of those manufacturing plants and
their failure to pursue export possibilities with enthusiasm. Branch plants
fail to do that because their operation fits within the scheme of a
multinational firm that may find it more profitable, for example, to
produce in different countries 2 ó Inefficiency results from the so-called
"miniature replica" format of Canadian branch plants, i.e., too many
producers in too small a market leading to high unit costs. An example of
such inefficiency is the production of refrigerators. Fewer producers
would lead to greater productivity and lower costs. 27

It would be wrong to attribute all these distortions of the Canadian
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economy to the high level of foreign ownership. What is first of all needed
is a reappraisal of our lifestyles and priorities, for these have to be given
shape in long range policies governing our economic and industrial
development. At the same time, it is quite clear that foreign ownership in
important ways has contributed to the problem of a vulnerable economy
marked by the structural distortions discussed here.

The Favourite Treatment of the Resource Industries

Among those who have vigorously opposed foreign domination of
Canadian industry is Eric Kierans, professor of economics, McGill
University, former president of the Montreal Stock Exchange, and former
member of the Quebec Cabinet (1963-66) and of the Trudeau Cabinet
(July 1968-April 1971). In particular Kierans has emphasized that the
corporations involved in resource development, mining, gas, oil and
refineries are not pulling their weight in the payment of taxes. Instead,
they are receiving unwarranted favourite treatment through government
policy. A series of tax concessions to the resource-based industries (in-
cluding depletion, accelerated depreciation, investment allowances,
capital cost, exempt mine income, exploration and development costs
allowances, plus other adjustments and allowances) result in a remarkably
low rate of taxes. [n 1969 the corporations engaged in metal mining
reported pretax profits of $611 million, but paid taxes on only $111
million because of a host of exemptions, reducing their actual tax rate to
only 11 per cent. However, corporations in the manufacturing sector are
taxed the full amount 2 8 (In 1973 Kierans prepared a report on the mining
industry in Manitoba in which he recommended public ownership of that
industry.)

The editors of Getting It Back point out that if the taxes were equalized
over resource and manufacturing industries, the tax rate could be lowered
substantially. They continue:

The elimination of these special tax concessions would also help to correct
the distortion of investment flows which has held back capital expenditure for
new plant and equipment in the manufacturing industrtes in favour of ex-
ploration and development in the petroleum, natural gas and metal mtntng
industries. This lower pace of growth in the resources industries would
conserve more of our natural wealth for future generations of Canadians; at
the same time, it would assure a higher rate of return on the sale of the more
carefully rationed supply of resources. 29

During the past few years, the federal government and various provincial
governments have substantially increased royalties and taxes imposed on
certain corporations active in resource development.
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Entrepreneurship and Technology

Direct foreign investment in Canada represents a package of technology,
management skills and markets. It is often asserted that this package is
needed because Canadians lack the entrepreneurial skills to develop their
industries on their own.

There appears to be general agreement that the level of Canadian en-
trepreneurship is inferior to that of Americans. The Gray Report con-
curred with that conclusion, attributing the inferiority of Canadian
management skills to the fact that Canadian managers of American
branch plants merely execute the major policy decisions made at headoffice.30

The critics of foreign investment insist that such Canadian inferiority is
not inherent but is just another one of the heavy costs associated with
foreign investment. Kari Levitt in this connection distinguishes between
managerial decisions by executives of Canadian branch plants and en-
trepreneurial decisions made by the parent company executives. The latter
set the framework in which the former must operate. She sums up: "An
economy composed of branch-plant industry must of necessity lack the
self-generating force which characterizes successful entrepreneurship. To
the degree that Canadian business has opted to exchange its en-
trepreneurial role for a managerial and rentier status, Canada has
regressed to a rich hinterland with an emasculated, if comfortable,
business elite." 31

It is self-evident that there is an intricate relationship between en-
trepreneurship and the level of technology. In that area, too, the American
firms enjoy advantages accruing from large size, an early start, and heavy
investment in research and development. Again and again, Canadian-
owned companies have found the advantages provided by American firms
irresistible when takeover offers were made by Americans. This is how one
manager of an American-owned firm sizes up the advantages of a direct
link to American technology:

We couldn't exist as an all-Canadian company at our present stze," Wtlkes,
who's a Canadian, told me. "It just wouldn't be economic. We couldn't afford
the engineering, and that's really the base. We take advantage of our parent
company's engineering. We sell a lot of automatic control valves for
automated systems. tt's a constantly changing field, and, tf you're not
spending tremendous sums on engineering to continually come out wtth
better designs, you're just not in the business." 32

Research and development is the key to new and more sophisticated
technology without which industry faces stagnation. The branch-plant
operations of American-owned firms are reported to have an adverse
effect on the development of new technology. Often research and
development conducted in Canadian foreign-owned plants is of a
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secondary nature, fitting within multinational operations of the cor-
porations. A study undertaken by the Science Council of Canada centred
on the type of research operations of a company (or industry) "where
global or continental manufacturing rationalization has been established.
The conclusion was that research would be either present or absent: if
present, it would be very sophisticated and tied in with the global research
program of the entire corporation; in the case of the Canadian auto in-
dustry, research is conspicuous by its absence." 33 This report notes that
the little design and research capability that did exist in Canada was
transferred back to the U.S. after the Auto Pact was concluded in 1965,
resulting in the loss of "advanced automobile expertise" to Canada. Thus
Canada finds itself in a position of being a major auto-producing nation,
yet it does not have one design team that could design and produce a
complete automobile .34

The Science Council report explains that increasing rationalization (and
centralization) of research and development by the multinationals
diminishes opportunities for innovation by Canadian subsidiaries. The
Auto Pact is a good (or bad) example of the results of centralization by a
parent company. Professor Harold Crookell has remarked that if other
rationalized industries behave like the auto makers and rationalize
operations from a production standpoint only, then Canadian branch
plants will lose their managerial and professional staff and with them any
hope of innovating in the future. He summed up the problem this way:
"To lose the power to innovate in a changing environment is to yield
control of the future to those who retain that power. "35

Another report by the Science Council of Canada concludes that the
Canadian record at innovation in key sectors of manufacturing is a "cause
for national concern." This report points out that American branch plants
are not the best training ground for managers and it also asserts that
technological capability of secondary manufacturing in Canada does not
present a bright picture. "The achievement of this country in basic
research in medicine, in nuclear energy and in many other areas indicates
that there is no fundamental lack of creativity. We have rather failed to
utilize this creativity for the achievement of economic objectives." 36

Canada's vulnerability is also evident in the data processing industry. It
has been said that in the latter twentieth century Canada's continued
independence from the U.S. depends as much on the East-West flow of
information as it depended in the nineteenth century on the East-West
flow of people and goods. That is why the Canadian Pacific Railway was
essential in the 1880s; similarly, Canada's need to obtain control over the
computer data field is critical for its independence today. According to
some commentators, the picture here is highly disturbing. 37

The Science Council of Canada observed in 1968 that "the electronic
computer may well be the basis in the 1970s of the world's third largest
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industry, after petroleum and automobiles. . . ." 38 But Canada's
prospects in this area do not look well. Again we encounter the adverse
effects of a branch-plant economy. Canada's computerized data
processing systems are exceedingly vulnerable. Canadian firms operating
in the data processing sector experience rough going and some have gone
out of business. Why? American-owned firms send their data south of the
border for inclusion in their home-based continental system. This has an
accumulative damaging effect on supportive industries and their personnel
in Canada. They will simply not be needed.

There is a further and even more damaging prospect, writes Richard
Liskeard.39 The trend in the computer data industry is toward interlinking
of massive data banks with a corresponding access network to those
banks. If Canada does not develop its own banks and its own network, it
will have to link up with American ones, and that is exactly what is
happening. The large American computer data-centre networks are in-
vading the Canadian market and offering their sophisticated services in
Canada at prices against which the less integrated Canadian concerns
cannot compete. The Science Council report warns against far-reaching
and adverse effects of the alienation of a crucial industry and asserts:

There is the further possibility that the creation of source material for services,
such as informatton banks and computer-assisted learning, would mtgrate to
the points of supply of these services. Thus much of the informatton and
many of the ideas and values which underptn our society would eventually
become largely alien. The Science Council, as a group of concerned and tn-
formed Canadians, constders these trends to be unacceptable.

The One-Way Flow of Canadian Capital 41

Though it carries certain costs, foreign investment in Canada is often
thought to be justified on the basis that Canada has insufficient capital of
its own and is therefore dependent on outside sources. However, recent
analyses and reports suggest that present Canadian savings would be
adequate for investment purposes if they were rightly diverted. (This of
course was not always so.) Moreover, by far the greatest share of capital
now invested in Canada does not come from parent companies but is
generated right here in the form of retained earnings or depreciation
allowances, or is supplied by Canadian financial institutions.

Cy Gonick, university professor and editor of the Winnipeg-based,
Marxist-oriented Canadian Dimension, distinguishes three phases in the
capital flow resulting from foreign investment in Canada. Until the mid-
1950s Canada received more investment from outside than was paid back.
After that the capital from abroad (mostly U.S.) was about equal to what
we paid out. In the third and current phase, the flow of funds to parent
companies has been greater than the amounts received from them. Be-
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tween 1960 and 1967 Canadian subsidiaries and affiliates sent $1 billion
more to their parent companies in the form of profits than they received
from them in new investments. 42 The CALURA, Report for 1971 shows
that the total amount paid by foreign-owned reporting corporations to
nonresidents in the form of dividends, interest and service charges was
$2,239 million, which was equivalent to about one-tenth of Canada's total
receipts from the exports of goods and services in 1971. 43

Kari Levitt reports that, from 1957 to 1965, 85 per cent of the funds
used to expand U.S.-controlled industry in Canada were provided by
Canadian sources. For example, in 1964, of a total investment of $2,557
million by U.S.-owned corporations, $1,244 million was financed from
retained earnings, $764 million from depreciation allowances, $423 million
from Canadian and third-country sources and only $126 million directly
from the U.S. The Dominion Bureau of Statistics estimated that during
the years 1946-64 retained earnings mentioned above added $5.2 billion,
or 40 per cent, to the increase in Canadian external indebtedness. 44

The preceding indicates that Canada's own capital supply has much
improved over the past decades. The Gray Report concludes that "in an
aggregate sense, domestic savings should be sufficient or nearly sufficient
to meet capital investment requirements at or near full employment. In
practice, since there is a relatively free flow of capital into and out of the
country, large amounts of Canadian savings are invested abroad and
substantial proportions of foreign savings are invested here." 45

A substantial amount of Canadian funds is invested outside the country
because American corporations refuse to offer equity shares in their
Canadian subsidiaries for sale on the Canadian capital market. Their
reasons for refusing to do so are obvious, but the result is that Canadians
are denied opportunities for investment and for participating in creating
new wealth, although that wealth is derived from Canadian resources.
Proposals for dealing with foreign ownership invariably include the
request that foreign-owned corporations be compelled to offer equity
shares to Canadian investors. The lack of sound investment opportunities
in Canada is said to be responsible for the substantial amounts of foreign
investment by Canadians. This places Canada in a most disadvantageous
position, summed up by Kari Levitt: "Not only are Americans buying up
Canadian industry with Canadian savings, but they have in effect
mobilized Canadian savings to assist in the expansion of the U.S.-based
multinational corporations." 46

Alexander Ross, a former Financial Post columnist, has pointed out
that, in order to obtain maximum returns, Canadian institutional in-
vestors place a large percentage of their capital in the U.S. These funds
then go to create new jobs and businesses in that country. "This is how a
colonial economy works. This is how our existing structure of our capital
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market tends to reinforce Canada's role as an economic handmaiden to
the American empire." 47

Concerning the availability of capital for Canadian business enterprises,
the obstacles at least partly arise from the large size and greater security
provided by American-owned firms in Canada. Canadian businessmen
persistently complain about their difficulties in borrowing funds from
Canadian lending institutions. This holds true especially for small and
struggling businesses since they are considered to be much less secure
borrowers than the powerful American-owned corporations. But it is
exactly the availability of capital that is needed for the development of
Canadian entrepreneurship and Canadian enterprises.

Many small and promising, yet cash-short, Canadian businesses are also
selling out to American owners because of a shortage of funds and the
inability to obtain them from Canadian sources. An example of such a
predicament involved the publishing company McClelland and Stewart. In
early 1971 Jack McClelland, owner of the company, announced his in-
tention to sell the company. One of the reasons he gave was shortage of
working capital and his inability to obtain such capital. No Canadian
company was interested in buying and the prospect of another publishing
company being taken over by an American company was imminent. (Two
other large Canadian-owned publishing companies, W.J. Gage Ltd., and
Ryerson Press, Canada's oldest publishing house, had just recently been
bought by American companies.) In the midst of a growing public concern
about American takeover of Canadian publishing companies, the Ontario
government interceded and provided a $1 million loan to keep this
company under Canadian ownership. 48

Mel Hurtig, Edmonton publisher and leading Canadian nationalist,
suggests that the Canadian banking system has placed itself in the service
of foreign-owned corporations and he offers this explanation: "It's in-
teresting to note that many of our Canadian bank presidents and vice-
presidents are paid directors of foreign corporations operating in Canada.
The presidents of our five leading Canadian banks hold among them
about seventy corporate directorships, approximately half of which are
with foreign-controlled corporations and, of all these corporations, not
one has its head office west of the city of Toronto." 49

The favourite treatment enjoyed by the large foreign-owned cor-
porations extends to the receipt of grants and special advantages aimed at
stimulating economic growth. Hurtig refers to the payment of $10 million
to Imperial Oil by the Department of Regional Economic Expansion
for building a fertilizer plant near Edmonton. Other similar grants have
been paid to Canadian subsidiaries of giant American firms such as
Westinghouse, IBM, and Proctor and Gamble. A $13 million grant was
given to International Telephone and Telegraph (ITT), one of the largest
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multinationals in the world 5 0 D.W. Carr asserts that more than half of all
federal and provincial grants and assistance to industries in Canada was
given to foreign-owned corporations, although he adds that the Canadian
International Development Agency has given priority to Canadian-owned
corporations. 51

Obviously, the policies of governments and of those in control of the
capital market in Canada are in need of drastic change, for it makes no
sense to throw all kinds of roadblocks in the way of Canadian en-
trepreneurs and then blame them for poor performance. As Professor
A.E. Safarian of the University of Toronto has repeatedly stated, much of
the trouble lies within Canada and with Canadian policy makers. They
have the opportunity to bring about changes that will encourage the
growth of Canadian entrepreneurship. Safarian says: "One of the major
gaps in entrepreneurial capital in this country can only be closed by some
type of public-private agency. But I would not let that blind me to the fact
that we have shamefully hamstrung domestic entrepreneurship in this
country, while heaping scorn on it for `selling out.' " 52

Federal-Provincial Relations

There is good reason to believe that foreign ownership of large sections of
key industries tends to contribute to the tension between Ottawa and the
provincial governments. This is not to suggest that all we need is to
repatriate our industry in order to solve the federal-provincial problem.
Nonetheless, the foreign presence is a disturbing factor, as Mel Watkins
asserts.

It is inherent in the nature of foreign power to divide and rule, and American
corporations are not able to escape from this compulsion. Regions within
Canada are understandably concerned to get their fair share of foreign-
controlled industry and hence to compete among themselves to the extent of
their laissez-faire policies. Only a national policy is feasible, and to make
common cause against foreign encroachment can be a satisfying component
of nationalism. 53

The provinces control the resources within their borders. Their gov-
ernments are interested in rapid economic development and the natural
resources within their boundaries are the basis for such development. That
is why there is such a heavy emphasis by the provinces on resource
development and the import of foreign capital. There are a large number
of critics who complain about the pursuit of short-term interests by the
provinces at the expense of a unified, national policy. Foreign investors,
wooed by the various provinces, are able to play off the one province
against the other Professor Aitken has summarized this major dilemma
as follows:
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If continental economic integration is in any sense a threat, it is a threat to
Canada as a nation. tt ts not a threat to the provinces as such, many of whom,
dependent as they are on American capital and the American market, would
find it easier to defend thetr regional economic interests If they had two
senators apiece in the United States Congress than they do at present, when
all pressure on the United States government must be exerted through
Ottawa. 55

The solution to regional disparity and provincial competition for
foreign capital obviously lies in a more commanding and unifying role by
the federal government. This solution is, however, made more difficult by
the peculiar tensions between English Canada and Quebec, especially since
November 15, 1976, when the separatist Parti Québécois led by René
Lévesque came to power in that province. At the same time, Quebec's
concern for retaining its own identity, and its suspicion of foreign cor-
porate control could work as a unifying element if firm and courageous
leadership were provided by the federal government in reclaiming the
economy and protecting Canadian industry.

Kari Levitt warns that it is superficial and erroneous to focus on Quebec
as the troublemaker in the current discussion on national unity. She
writes: "The unique resistance to linguistic and cultural assimilation on
the part of Canada's Quebec-based population of French origin could be a
decisive factor working for the continued existence of Canada." She also
describes the alternative possibility and its destructive consequences: "The
alternative to the explicit recognition that Quebec is not a province like
any other is the continued fragmentation of the federal structure, as all the
other nine provinces claim the fiscal and other powers which Quebec
requires." The key to this issue, says Levitt, is to recognize that the major
national problem is not Quebec separatism, but "the problem of main-
taining political sovereignty at a time when economic sovereignty is so
gravely threatened." 56

Extraterritoriality

The extension of American jurisdiction over American-owned cor-
porations in Canada is referred to as extraterritoriality. This extension of
jurisdiction is centred on three main areas: (1) balance-of-payments
regulations; (2) trade with communist-controlled countries; (3) antitrust
legislation. The attempts of American legislators and courts to apply U.S.
regulations to Canadian operations has at times erupted into a public
controversy. Especially, the restriction of sales to communist countries has
occasionally emerged as a rallying point for the anticontinentalists. The
Watkins Report describes the problems of corporations faced with
conflicting jurisdictions as follows:
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tf the content of the law conflicts with the policy of the host Country, the
situation simply becomes more tense. The corporation itself is confronted
with two peaks of sovereignty: it must choose and might be expected to defer
to the higher peak. In the nature of the case, the higher peak will typtcally be
the home country. 57

Balance of Payments

Every nation aims at a favourable balance of payments. Of vital im-
portance is the relationship between exports and imports and between
inflow and outflow of capital. Because of the magnitude of foreign
ownership in Canada, the balance of payments is greatly affected by the
flow of goods and capital between the subsidiaries in Canada and their
parent companies outside the country. American policy leans heavily on
the multinationals to achieve a favourable balance of payments. But, as is
readily perceived and often highlighted at critical periods, America's
interest in this respect does not coincide with Canada's. A few incidents in
recent years have amply demonstrated that reality and underscored
Canada's position of dependency.

The volume of trade between Canada and the U.S. carried on by the
multinationals is significant. The report Foreign -Owned Subsidiaries in
Canada, 1964 to 1971, covering all nonfinancial companies with assets of
more than $5 million, of which more than 50 per cent are owned by
nonresidents, indicated that the sales figures of these companies reached
$28.1 billion in 1971. The exports of this group represented 40.7 per cent
of all Canadian nonagricultural exports. The American-owned companies
sent 85 per cent of their exports to and received 80 per cent of their imports
from their parent organizations in the U.S. 58 About two-thirds of
Canada's merchandise import and export trade is with the U.S.

It should be kept in mind that a major source of concern with respect to
the flow of capital between Canada and the U.S. results from the high
level of U.S. direct investment in Canada. This kind of investment, even if
no additional capital is imported from the home country, will increase in
volume as a result of retained earnings. Therefore, the cost of servicing
direct investment, through dividends, interest and other service payments,
has risen sharply and looms large in any consideration of Canada's
balance-of-payments position. Thus, Canada is placed in a double
predicament. Where earnings of foreign-owned companies in Canada are
retained, they add to Canada's indebtedness and to the long-term burden
on the balance of payments. Where those earnings are remitted to the
parent company, they constitute an immediate drain on our balance of
payments. Canada's balance of payments has been placed in serious
jeopardy at critical times during the past fifteen years as a result of the
U.S. measures to improve its position.

In July 1963 the U.S. balance of payments was critical and the U.S.
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government placed restrictions on the outflow of capital by imposing an
interest equalization tax, increasing the cost of borrowing capital by about
15 per cent. This move, coming in the wake of a serious balance-of-
payments crisis in 1962, was a severe blow to Canada.

Another critical run on Canada's foreign exchange reserves ensued. In
response to urgent pleading, Canada was exempted from the interest
equalization tax, which provided immediate relief—but at a cost. Canada
agreed not to allow its exchange reserves to rise above $2.7 billion. In 1965
and 1968 Canada was again exempted from further U.S. controls on the
flow of capital in return for additional restrictions on Canada. These
special arrangements with the U.S. provided short-term benefits but the
long-term costs were substantial and served to "lock" Canada into a
continental monetary system as a junior partner to the U.S.

The carefully-worded Gray Report expresses concern about the high
cost attached to the benefits of exemptions from these U.S. regulations. It
refers to the limited opportunities for Canadian financial firms resulting
from the restrictions on capital exports. Then it states:

Much more importantly, during the period of the ceiling on exchange reserves
and the matntenance of a fixed exchange rate the choices avatlable to the
monetary authorities in regulating credit conditions were reduced. In par-
ticular, the level of interest rates had to take account of the need to mintmize
capital tnflows. While the inflows could, up to a point, be offset by Canadian
government purchases of non-marketable Untted States securities when
excess exchange reserves were being accumulated, thts did not constitute an
entirely sattsfactory response. Thus, the exchange reserve limitation involved
some restriction on the use of monetary policy as an instrument to fight

in-flation.59(Emphasis added.)

Kari Levitt expresses the same problem in less restrained language:

Evidently, Canadian monetary and fiscal policies have both been harnessed to
serve the U.S. Treasury in their efforts to close the U.S. balance of payments
gap and protect the value of their dollar. Thts ts tndeed the classical posttion
of a colonial economy.

The cost of spectal status has been very high. Deal by deal, beginning in
1963, Canada has moved towards a colonial monetary system whereby surplus
foreign exchange earnings are automatically lent to the metropolis.

The latest development began with President Nixon's new economic
policy in 1971 aimed at curbing inflation, reducing the growing deficit in
the U.S. balance of payments and increasing U.S. industrial production.
A surcharge of 10 per cent was applied to imported manufactured goods,
and American multinational companies were given tax incentives to buy or
produce in the U.S. rather than import from abroad. The Domestic
International Sales Corporation (DISC) was established to facilitate this
program. About two-thirds of Canada's export trade is with the U.S.;
consequently, Canada stood to lose a great deal, especially since the new
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surcharges would hurt our manufacturing industry. A substantial section
of Canada's exports were again exempted from the new regulations, but
not the critical manufactured products. A government survey of Canadian
firms predicted that Canada would lose $900 million in export trade and
90,000 jobs within one year. It was hinted that the U.S. government would
consider deleting the surcharge on Canadian goods in exchange for
dropping the Auto Pact safeguards and for a continental energy policy.
Subsequently, the U.S. lifted its surcharge in return for an international
agreement to devalue the dollar.

Canada's balance-of-payments figures of recent years show a disturbing
trend. Despite a favourable overall balance-of-trade picture over the past
twenty-seven years--with the exception of the $795 million trade deficit in
1975—Canada's current account deficit has grown alarmingly. Averaging
about $1.2 billion in the period between 1965 and 1973, it grew to nearly
$5 billion in 1976. (The favourable trade balance must be evaluated in light
of the fact that Canada's trade deficit in manufactured goods has in-
creased from $2.5 billion in 1970 to more than $10 billion in 1976.)

A number of factors contribute to current account deficits including the
outflow of dividends, interest and other charges, borrowing by cor-
porations and governments in foreign money markets and tourism.
Canada's indebtedness represents a staggering figure and places Canada in
an extremely difficult dilemma. Some economists are deeply worried and
warn that soon Canada may find itself in the same position as the non-oil-
exporting, underdeveloped countries, such as Brazil, Mexico and Chile.61

For obvious reasons Canada's balance-of-payments predicament is
immediately related to our dependence on foreign-controlled capital and
technology. Furthermore, this predicament raises fundamental questions
about the basis of our high standard of living, and suggests that we would
be foolish to imagine that we can continue at our current rate of spending.
This is one reason why restraint rather than a mad pursuit of an ever-
growing standard of living is now demanded.

Trade with Communist Countries

The U.S. Trading with the Enemy Act of 1917 forbids all American
companies and their subsidiaries to trade, directly or indirectly, with an
enemy country. Specifically, trade with Cuba, China, North Korea and
North Vietnam is forbidden. In 1969 and again in 1971 these provisions
governing China were relaxed to some extent. Nonetheless, on a number
of occasions American-owned subsidiaries in Canada were barred from
selling materials to Cuba, Vietnam and China.

In 1965 the Canadian government concluded a wheat sale with Russia,
tied in with the shipment of flour to Cuba. The three largest milling
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companies in Canada—Robin Hood, Quaker Oats and Pillsbury
(Canada) Ltd.- are all subsidiaries of American companies. Complying
with U.S. law, they could not fill the order. A solution was found by
transferring the sale to Canadian-owned companies. Further incidents
involved the shipments of medical aid to North Vietnam, trucks to China
and locomotives to Cuba.

Because this particular issue is rather straightforward and easy to grasp,
it has caused strong public reaction whenever similar restrictions on
companies operating in Canada hit the headlines. They usually result in a
flurry of editorial comment and public indignation—soon to be forgotten
except by those who are aware of the underlying reason for the long arm
of the U.S. reaching into Canada. Mel Watkins writes in this connection:
"When an incident occurs, it evokes a response that is hot, because U.S.
policy is so obviously illiberal. But the response is ephemeral, because,
after a moment's thought, it is clear that the problem inheres in the
situation. s b2 (Emphasis added.)

Antitrust Legislation

U.S. antitrust legislation applies to subsidiaries of American companies in
Canada. Under provisions of the Sherman Act and the Clayton Act— the
two most important U.S. statutes against restraint of trade—the U.S.
government has initiated action against parent companies in the U.S.
involving their subsidiaries in Canada. U.S. courts have asserted
jurisdiction over firms in Canada; they have sought to secure evidence
from the files of Canadian companies and they have ordered corrective
action to be taken by American-owned companies in Canada. 63

In addition, U.S. antitrust law has so influenced the behaviour of
Canadian companies that inefficiency has resulted. At least, a consistent
complaint is that the existence of too many U.S. companies in one branch
of the industry in Canada has led to inefficient production and, con-
sequently, to higher costs. It is argued that American-owned firms would
be able to produce more efficiently if they were not hampered by U.S.
antitrust legislation.

It would appear that the last two problems—namely, the extension of
U.S. laws governing trade with enemy countries and those regulating
restraint of trade (antitrust)—do not belong to the most serious effects of
foreign ownership. Although some instances of the intrusion of U.S. law
into Canada have at times provoked considerable public resentment, it
should not be too difficult for the Canadian government to counteract
U.S. legislation and to ensure that companies doing business in Canada
are subject to Canadian law. It is probably correct to describe the
problems in this area as the tip of the iceberg.
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Cultural "Cocacolonization"

Foreign influence in such culturally sensitive areas of activity as book
publishing, newspapers, magazines, entertainment, advertising and higher
education presents a most difficult challenge to Canada. Certain
restrictions have been placed on foreign ownership in "key sectors," for
example, communications and finance (see below), yet the American
impact from cultural "spillover" and American ownership is immense in
Canada.

The Gray Report devotes a section to the impact of foreign control on
Canadian culture and society. The Report takes issue with the notion that
Canadians need not worry about U.S. ownership of Canadian businesses,
but should get on with developing cultural and political integrity. "There
is no way of leaving the `economic' area to others so that we can get on
with the political, social and cultural concerns in our own way. There is no
such compartmentalization in the real world. " 64 The Report ascribes the
lack of Canadian heroes and distinctive symbols, as well as the Canadian
diffidence toward nationhood, to Canada's colonial past. It is also of
interest to note the Report's assessment of Canada's elite in the process of
cultural homogenization. It offers this opinion: "The fact that Canadian
society has tended, particularly in the past, to be dominated by an
establishment based more on social connections than ability and providing
only limited scope for social mobility has contributed to the failure of
Canada to develop entrepreneurs at the same rate as the United States.
Social rigidity has induced the expectation and mentality of working for
others." 65

The publishing industry is one of those key links in shaping a national
consciousness. It is dominated in Canada by American-controlled firms
and by American books. The plight of the Canadian publishing industry
came dramatically to the fore in 1970 when two Canadian companies,
W.J. Gage Ltd. and the Ryerson Press, were sold to American companies.
McClelland and Stewart narrowly escaped a similar fate.

A large number of American firms set up branches in Canada during the
1960s. The competition for the smaller and poorly-funded Canadian
publishers became tough. Canadian firms sold out and the Canadian
publishing industry became an extension of the U.S. industry. In 1969,
according to a report published in 1970 by the Department of Industry,
Trade and Commerce, 80 per cent of imported books were American;
American firms produced 59 per cent of Canadian books; and about 60
per cent of all books sold in Canada were American publications. Forty-
two per cent of all imported books (that is, $62 million worth) bought in
Canada were sold directly from outside Canada. Only 29 per cent of the
textbooks sold in Canada in 1969 were of domestic origin. 66

The distribution of newspapers and magazines reveals much of the
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same—a preponderance of American influence. Though the newspaper
industry is largely Canadian owned, the spillover effect from south of the
border tends to further the Americanization of Canada. Think in this
connection of the popularity of American columnists such as Ann Landers
and Art Buchwald. Canadian news services rely heavily on American
services. The Canadian (English) newspaper industry is dominated by
three major chains owning a total of about 55 of the 107 dailies in Canada:
Southam Press, Sifton-Bell (F.P. Publications Ltd.) and Thomson News-
papers. Because of heavy reliance on advertising, and therefore on large-
scale, often American-owned corporations, newspapers tend to reflect the
business-oriented outlook that predominates in the U.S. 67

The facts regarding the (now discontinued) special treatment granted to
Reader's Digest and Time magazines are well known. In the early 1960s
Canadian magazines were finding it difficult to survive over against their
American counterparts. The Report of the Royal Commission on
Publications (the O'Leary Commission) in 1960 advocated that ad-
vertising in Canadian editions of foreign-owned publications no longer be
allowed as a tax-deductible expense. In the first quarter of 1964 Time and
Reader's Digest obtained 52 per cent of all advertising in Canadian
consumer magazines, compared with 47 per cent in 1963. 68 When the
Pearson government intended to impose the new rule on all foreign
publications, intense lobbying resulted with reported pressure from the
highest echelon of the American government. The Cabinet, with Walter
Gordon reluctantly consenting, gave in and passed legislation in 1965 to
exempt Time and Reader's Digest.

In explaining his role, Gordon refers to the threat that the U.S. would
not agree to the Auto Pact if the Canadian government would not exempt
Time and Reader's Digest. He wrote: "I was quite aware of the power and
influence of Mr. Luce [publisher of Time] and of the difficulties being
encountered in getting the U.S. Congress to approve the automobile
deal."ó9 Thus, another Canadian industry failed to get a measure of
protection which it sorely needed over against much stronger foreign
competition. This trade-off clearly demonstrates how easily the long-run
interests of the nation may be sacrificed for short-run advantages in terms
of dollars and cents. (In 1975, the Canadian government passed new
legislation which ended the special status of Time and Reader's Digest,
and as a result Time discontinued its Canadian edition.)

The influence emanating from American entertainment and radio-TV
broadcasting is obviously of great importance in the shaping of Canadian
minds. To mention one manifest reason, radio and TV signals do not
respect the border along the forty-ninth parallel.

In a 1972 submission it was reported that about 37 per cent of all ad-
vertising revenue went to subsidiaries of U.S. companies. Thirty of the top
fifty advertisers in Canada were owned or controlled by U.S. parent



66 The Rise of a New Economic Order

corporations. The 1970 Senate Report on the mass media warned that in
ten years more than half of the Canadian advertising industry would be in
the hands of foreign-owned corporations. 70

A look at the country of origin of Canadian university teachers indicates
a high proportion of U.S. citizens in this group. It is inevitable that
American professors are influenced by their own background in teaching,
course structure and selection of textbooks. 71



Summary

International trade was not begun by the modern multinational cor-
porations. But what is new in their operations is the existence of sub-
sidiaries in many different countries coordinated by a central management
located in the home country.

The U.S. multinational companies occupy a commanding position in
the world because of their superior technical, financial and managerial
performance. This in turn is directly related to the fact that the U.S. is the
most industrially advanced, mass consumption society in modern times.

The rapid growth of the multinational corporation is viewed with
optimism by those who believe that this kind of large-scale enterprise will
help overcome the limitations of the nation-state. Others regard the
multinational corporation as a threat to national wellbeing because its
interests, especially its preoccupation with profits and technological
advance, are seen to be in conflict with those of the nation-state.
Ambivalence results since economic growth and national autonomy are
desired simultaneously.

The multinational corporations play an important role in the expanding
flow of goods and services between East and West. The U.S.S.R. and
other European communist-bloc countries are eager to benefit from
Western technology, but they prefer to keep majority control in their own
hands by means of joint-venture undertakings or they rely exclusively on
the so-called turnkey arrangements. Some are hopeful that the extension
of the operations of the multinationals into communist-bloc countries will
dampen the ideological hostility in the world. But there is little evidence to
suggest that the communist leaders are prepared to relinquish their
totalitarian control.

Proponents of the multinational corporation insist that this type of
business enterprise is able to provide the capital and technology the Third
World countries need to escape their poverty and position of dependency.
It would be incorrect to blame all the problems of the Third World on the
developed countries and particularly on the multinational corporations
based in these countries. Nonetheless, a relationship of dependency and
even exploitation exists between the developed countries and the Third
World, marked by extreme disparity in standards of living. Multinationals
play an important and often ambiguous role in this context. On the one
hand, these corporations are able to provide a stimulus towards the needed
industrialization. On the other hand, because of their preoccupation with
profits and technical sophistication, they are often at odds with the real
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needs of the Third World, especially the need to overcome the problems of
hunger and unemployment.

The ambivalent role of foreign direct investment and multinational
corporations is also evident in Canada. This kind of investment, mostly by
American companies, is more extensive here than in any other Western
country (responsible for 34 per cent of all nonfinancial industries). A
complex of factors have contributed to this phenomenon, notably
Canada's proximity to the U.S., its rich storehouse of natural resources,
and a pattern of political and economic policies inspired by a shared belief
in the virtue of an ever-rising standard of living. A number of structural
weaknesses and distortions (such as the extensive reliance on the ex-
ploitation and export of nonrenewable resources, a weak manufacturing
base, a high level of unemployment, a large service sector and a serious
balance-of-payments problem) are at least in some ways related to this
high level of foreign direct investment in Canada.

In the centre of the controversy surrounding multinational corporations
is the question about the nature of the nation-state and the corporation. It
is a matter of importance and even urgency that the interrelationship
between the two structures be clarified in such a way that both can
properly perform the functions required of them.



PART TWO:
RESPONSES TO THE

NEW ECONOMIC ORDER

Chapter 4
Warning Voices

The multinational is a problem precisely because its decisions
are based on economic rationality and divorced from political
sovereignty. There is no solution. The multinational is a
political problem not because of anything it does or does not
do. It is a problem because political sovereignty and economic
reality no longer coincide. 1

 Peter F. Drucker

Paradoxically, the precondition for effective international
regulation, in our view, is the restoration of certain powers to
national governments and local communities to manage their
own territory. 2

Richard J. Barnet, Ronald E. Muller

There are important differences in the way countries have responded to
the presence of multinational corporations. That response is invariably
marked by the recognition that foreign investment brings benefits but also
poses a threat to the host country. Hence there is an uncertainty on the
part of many nations in their dealings with the multinational corporations
in their midst.

Increasingly, host countries are devising ways to monitor and control
the spread of foreign investment. In France and England, for example, a
foreign investor must obtain permission for new investment from
governmental agencies. Japan has traditionally been reluctant to allow any
foreign investment but has relied heavily on the import of foreign
technology through licensing agreements. More recently, Japan's tight-
fisted policy has been relaxed somewhat in response to the demand of its
trading partners. Six Latin American countries—the Andean Pact
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countries—have imposed extensive restrictions on foreign investment
coupled with mandatory joint ownership, technology transfer and even
divestment arrangements. The European Economic Community is now
struggling to achieve a measure of harmony in its policies with respect to
multinational corporations.

J.J. Servan -Schreiber Sounds the Alarm

In 1968 the Frenchman J.J. Servan-Schreiber issued one of the most
noteworthy warnings against the inroads of American companies in
Europe. His description of this phenomenon struck home and his book,
The American Challenge, became a bestseller. (It was first published in
French in 1967.) Since there are certain parallels between the French and
the Canadian situation—apart from the extent of foreign ownership in
both countries—it is worthwhile to review Servan-Schreiber's arguments.

He described the growth of American investment in Europe, which at
that time amounted to $14 billion in fixed assets, and predicted that fifteen
years hence the world's third largest industrial power, after the U.S. and
the U.S.S.R., would not be Europe but American industry in Europe.
Servan-Schreiber informed his readers that the source of new American
investment capital in Europe was mostly European. Only 10 per cent of
new investments in 1965 came directly from the U.S.; the remainder
consisted of retained earnings, subsidies and loans from the European
capital market. In the 1965-66 period, American investment rose by
17 per cent in the U.S. but 21 per cent in the Common Market. 3

Furthermore, Servan-Schreiber noted the strategic character of the
American investment since it was concentrated in the fast-growing high
technology industries. For example, a 1963 report showed that American
firms in France controlled 40 per cent of the petroleum market, 65 per cent
of the production of film and photographic paper, 65 per cent of farm
machinery, 45 per cent of synthetic rubber. The author singled out the
electronics industry as the most crucial one for future developments.
American corporations in Europe controlled 15 per cent of the production
of consumer goods in that industry—radio and TV, recording devices, and
so on-50 per cent of semi-conductors, 80 per cent of computers and 95
per cent of the market for integrated circuits. He underscored the im-
portance of the last-named figures by stressing that electronics is not an
ordinary industry but "is the base upon which the next stage of in-
dustrial—and cultural—development depends." 4 He stressed that the
secret of the American success story is not in money, nor even in
technology, but in the American flair for organization and management.

The American lead, Servan-Schreiber claimed, is derived from a better
educational system, more confidence in human capabilities than is
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prevalent in Europe, and closer cooperation between American industry,
universities and public agencies. He contrasted the American flexibility
and readiness to innovate with the inflexibility of European industrialists
and politicians and especially their lack of forging an aggressive and
united, or European-wide, industrial policy.

This French author envisioned three options for the French and the
other Common Market countries:
1. Continuing the present trend, which would result in further decline and

eventual "industrial annexation."
2. Playing a complementary role to the American giants concentrating on

those areas where Europe still has an advantage; but this would
permanently reduce Europe to a second-rate position, or "sa-
tellization."

3. Choosing competition, calling for European businesses, especially
those in the science-based industries, to enter the global market. This
strategy would require government assistance, "particularly in such
areas as electronics, data processing, space research, and atomic
energy." 5

Servan-Schreiber opted for the third choice and proceeded to discuss the
manner in which this could be achieved. It would require a shake-up of
deeply rooted habits and structures in France, as well as in the rest of
Europe, aimed at greater mobility, better and more education, more
efficient and larger industrial firms, more cooperation between industry
and governments and, above all, more integration of efforts among the
Common Market members. He called for a determined effort to con-
centrate on research and development, which is the key to industrial
progress. What is required to give more life to the Common Market
members is nothing less, wrote Servan-Schreiber, than the building of a
unified scientific and industrial policy. The members of the Common
Market have failed because they have been preoccupied with their own
narrow interests. Therefore, what is needed is a revitalized Common
Market with strong central powers and the financial and administrative
means to back up that power. Servan-Schreiber suggested replacing the
original confederal organization of the Common Market, which makes
decisions by unanimous vote, with a federal organization that would make
decisions by majority rule instead. At the same time he stressed the need
for such a federal authority to be limited to a specific area, and ac-
companied by the decentralization of authority and power in all other
areas, so that national identity and effort could have full sway.

The aim of growth and progress is justice, Servan-Schreiber insisted,
and he appealed to the Left in Europe to make good on its "capital of
confidence" rather than on its "capital of discontent." He described the
Left's ambiguity and internal divisions, and called on the labour leaders
and politicians of the Left to cooperate in the effort of rebuilding
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Europe's industrial and scientific capabilities so that Europe could suc-
cessfully meet the American challenge.

The American Challenge is not an "anti-American" book. It does not
even offer a critique of American capitalism. The author cautions against
a negative and restrictive response to American investments in Europe. He
acknowledges that American investments bring important, and even
irreplaceable, benefits. The responsibility for the European lag lies with
the Europeans. Servan-Schreiber's book is a warning against European
dependency on the U.S. and an urgent appeal to meet the Americans on
their own ground. The author maintains that this challenge can be met
only by intensive development in science and the science-based industries,
accompanied by innovation in organization and management. All of this
must be done, he says, within the framework of a genuinely cooperative
and unified Europe.

What Can the United Nations Do?

The United Nations has become a forum for the study and discussion of
the role and power of the multinational corporations. In July 1972 the
Economic and Social Council requested the Secretary-General to appoint
"a group of eminent persons ... to study the role of multinational
corporations and their impact on the process of development, especially
that of the developing countries, and also their implications for in-
ternational relations, to formulate conclusions which may possibly be used
by Governments in making their sovereign decisions regarding national
policy in this respect, and to submit recommendations for appropriate
international action." (Emphasis added.) Out of this recommendation
came the appointment of twenty persons who presented their report in
May 1974: The Impact of Multinational Corporations on Development
and on International Relations. A previous study published by the United
Nations Department of Economic and Social Affairs in 1973,
Multinational Corporations in World Development, served as a basis of
discussion and source of information. The twenty-member group of
eminent persons (hereinafter referred to as the Group) held two plenary
sessions in New York and Geneva where it heard testimony of fifty leading
persons from government, business, trade unions, special and public
interest groups, and universities. This testimony is published in condensed
form in another UN publication. 6

The Report of the Group contains two major recommendations: (1) to
set up a twenty-five-member commission on multinational corporations,
and (2) to establish an information and research centre to assist this
commission and other bodies in gathering information and formulating
policies. It emphasizes the overriding need to obtain sufficient and reliable
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information about controversial issues, such as restrictive business
practices, transfer pricing and taxation. The Report represents the con-
sensus of many divergent viewpoints ranging from those who underline
the positive contribution of multinational corporations to those who
emphasize the negative effects. As a result the Report lacks consistency
and clarity. Nine members, although they endorsed the contents, added an
appendix listing a number of reservations and qualifications. The core
problem was summarized succinctly by one of the Group in these words:

There is a clear case to be made today for accelerated economic growth
among developing nations, coupled with slower and restrained growth among
the developed (high consumption) nations, but co-operation and self-restraint
are not the characteristics of our day. Rather we see everywhere reductions in
the flow of aid, reluctance to remove trade and monetary impediments, and
continuing import restrictions imposed by developed nations upon third world
products. A growing need for co-operation is being met wtth increased
competitton.

The single most important action which the United Nations might take
concerning multinational corporations today, therefore, is that of persuading
developed nations to reacttvate and to fulfill their early commitment to
developing nations for improving their legitimate access to wealth, food,
education, research, and other resources. 7

The Group asserted that the underlying reasons for distrust and tensions
surrounding the multinational corporation are actual and potential
divergence between the interests of the corporations and of their host
countries, the glaring inequalities within and among countries, and the
lack of bargaining power on the part of many developing countries. A
number of specific recommendations were put forward to alleviate these
inequalities and to set up a framework in which peaceful and beneficial
development could take place.

In the first part of the Report the following recommendations are
presented: host countries should clearly define the permissible public
activities of the affiliates of multinational corporations, excluding all
subversive political forms of intervention; nationalization should be
accompanied by fair compensation; home countries should not interfere in
disputes between multinational corporations and host countries; and the
possibilities for international agreement on the issue of extraterritoriality
should be explored. The Group sees the long-term objective as "the
conclusion of a general agreement on multinational corporations having
the force of an international treaty and containing provisions for
machinery and sanctions." 8

The main body of the Report deals with key problem areas and certain
recommendations covering such items as ownership, capital flow,
technology transfer, employment, marketing, transfer pricing and
taxation. The recommendations are aimed at achieving a better balance
between the interests of the foreign investor and the host country.



74	 Responses to the New Economic Order

The comments by the late Canadian economist Stephen Hymer,
presented at one of the plenary sessions of the Group, are important
because he attempted to break up the logjam of words by articulating
some specific and hard-hitting counterproposals to the main recom-
mendations of the Group. Since Hymer died shortly after his appearance
before the Group, his written and oral remarks were reproduced in full.

Hymer conceded that the emphasis of the 1973 UN Report on the need
to strengthen the hands of developing nations vis-à-vis the multinational
corporations was valid but "myopic." He faulted the Report for not
analyzing the current structure of the world economy and not confronting
the problem of dependency. He raised two questions that have been
overlooked: (1) Is a world system based on private multinational
capitalism compatible with "our hopes for a peaceful and prosperous
world"? and (2) "Are there alternative systems of organizing the world
economy which rely much less on private multinational capital and are
more promising for reaching these goals?"9  He answered the first question
with a No, and the second with a Yes, and argued that the multinational
system concentrates control and power in a few metropolitan centres
leaving the rest of the world—the hinterland—in a permanent state of
underdevelopment and dependency. He advocated a system of in-
dependent socialist countries "in which information and technology flows
freely between countries, but capital, i.e., power, does not."

Arguing that the chief defect of the 1973 Report was its lack of
historical perspective on the multinational corporations, Hymer referred
to John Maynard Keynes (1883-1946) who, in a 1933 article on national
self-sufficiency, suggested that world peace, prosperity and freedom could
best be achieved by emphasizing national self-sufficiency rather than
international market capitalism. Keynes wrote:

I sympathize, therefore, with those who would minimize, rather than with
those who would maximize, economic entanglement among nations. tdeas,
knowledge, science, hospitality, travel—these are the things which should of
their nature be international. But let goods be homespun whenever it is
reasonably and conveniently possible, and above all, let finance be primarily
national. wo

Keynes supported his position with these arguments: the world market
does not create peace; modern technology makes local production easier;
and private competitive capitalism is not a sound basis for human society.

Hymer proceeded to contrast Keynes's views with those who believe that
industrial capitalism, spearheaded by American business with its unrivaled
technical achievements, will usher in an international New Deal. He
referred to a 1942 Fortune article which proclaimed: "American im-
perialism can afford to complete the work the British started; instead of
salesmen and planters, its representatives can be brains and bulldozers,
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technicians and machine tools." 11 But, Hymer pointed out, this same
imperialism vigorously pursued by American business has given rise to the
"law of uneven development" at work within the hierarchical structures
of corporations. Moreover, this law is also reflected in the corresponding
uneven development of urban and rural areas—the dichotomy between
metropolis and hinterland. The result is not conducive to peace, prosperity
or freedom because of the internal strains and contradictions, the uneven
division of labour and the loss of capacity for people to plan their own
future.

Searching for alternative insights, Hymer proposed two kinds of
research projects. In the first place, we should try to project the
multinational corporate system into the future, and this, he predicted,
would give us an unsatisfactory picture in terms of status, income
distribution and employment. Secondly, we should attempt to find an
alternative goal for the developing countries, one that does not involve
development in the traditional sense—integration into the world
economy—"but rather the removal of misery." In this context, Hymer
advocated setting fifteen or sixteen targets to remove misery, for example,
to make penicillin and other necessary drugs available to everybody in the
world, and to have minimum standards of food, clothing, housing and
communications that would give everybody a basic standard of living.

Such a plan would not call for a large role by the multinational cor-
poration, he said, because it would only involve the use of the technology
required for producing basic goods, "and the multinational corporation's
strength does not lie in basic goods for minimum standards of living, but
rather lies usually in very highly advanced products for the consumption
of the middle class and the upper middle class.... " 12 As an example of
basic goods production, Hymer mentioned the need for poor people to
have shoes. A target of two pairs of shoes per year for everybody would
result in large production runs and call for special machinery and
techniques that could utilize the unskilled labour so abundant in poor
countries.

In the question-and-answer session Hymer reiterated the conviction that
we must look for alternatives to the dominant role of multinational
corporations and to the international market. In reply to a question about
the political influence exercised by multinational corporations, Hymer
revealed insight into the deceptive character of the headline-creating
sensational events such as the so-called Watergate affair. He stated:

t do not think that is the most serious or most important thing to concentrate
on.... The real thing is what goes on every day, in every-day life. And there it
is much more important to notice that most of the government officials of the
United States assoCiated with foreign policy or other poltcy do in fact come
from a background of corporate executives: their friends and their training.
And that gives them a certain perspective of the world, a certain idea of what is
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right and a certain idea of the way to do things. And it gives them one-
dimensional thinking. 73

Hymer's appeal for open alternatives and his specific suggestions to help
the poor people of the world with the kind of production that suits their
own circumstances deserve careful consideration.

Third World Responses

The exorbitant oil price increases since October 1973 have drastically
altered the relationship between some developed and developing countries.
Suddenly it seems that the erstwhile helpless and impoverished countries,
at least the oil producers, have discovered that they have the power to
drive up prices and literally dictate to the industrialized world. The
Organization of Petroleum Exporting Countries (OPEC), for the first
time in history, organized the major oil producing countries of the
developing world into an effective cartel. Almost overnight prices
skyrocketed and the oil embargo imposed after the 1973 Arab-Israel war
shocked the world into the realization that the tables were turned. Because
of their utter dependence on energy resources, the industrialized nations
found that the very source of their power—advanced technology—was
their Achilles heel.

The vulnerability of the West showed up starkly in another area as well,
namely, in the supply and use of capital. The tripling of oil prices has
poured immense wealth into the producing nations. But that wealth has
been drained from the consuming countries at an alarming rate. The
drastic change in the world flow of capital resulting from the price in-
creases imposed by the oil producers has put severe strains on a number of
countries, notably England, Italy and Japan. Every consuming nation is
hard hit, including the U.S., which saw its annual bill for oil imports jump
from $3.9 billion in 1973 to $24 billion in 1974. Japan's increase for the
same years was from $3.9 to $18 billion.

This capital drain on the industrialized world is seriously aggravating
the already difficult problem of inflation. However, the effect on the poor
countries is considerably worse. The sharply increased cost of oil will
make it even more difficult, if not impossible, for these countries to reach
that state of economic health that will provide a source of independence
and prosperity. The cost of oil for the developing countries rose to a
staggering $15 billion in 1974 from $3.7 billion in 1972. Fertilizers,
crucially needed to improve agricultural yields in the developing countries,
have become much more expensive as a result of the rise of oil prices. The
cost of other imports is also rising, draining off scarce foreign exchange
and tightening the grip of starvation and hunger on the poor nations. The
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term Fourth World has been coined to describe those- developing nations
which do not own oil reserves or other significant resources.

Economists and bankers are at a loss how to cope with the recent and
abrupt shift in the flow of capital. Meanwhile, the fabulously rich Arab
countries are eyeing the industrialized world for investment opportunities
and there are many who are fearful of what might be called a takeover in
reverse.

The oil exporting countries are not the only ones grouping together for a
more effective bargaining position vis-à-vis the industrialized countries.
Other nations exporting strategic raw materials are beginning to follow
OPEC's example. The four major copper exporters in the world, Zambia,
Chile, Peru and Zaire, have organized along similar lines. (Fluctuations in
the prices of copper and other minerals indicate that the measures taken by
these countries have not been as effective as those of the oil producing
countries.) Resource-supply countries are coordinating their activities
across product lines. Copper and aluminum producing countries are
cooperating in their efforts to oppose substitution. Coffee and tea
producers are also closing ranks. In 1973, thirty African countries agreed
to coordinate their trading policies. Developing countries are inviting
competitive bids from different companies and they are turning to more
portfolio instead of direct foreign investment.

The Latin American countries, perhaps because their development is
ahead of African and Asian countries, have gone the furthest in co-
ordinating their policies. The Andean Pact is an agreement formulated by
Bolivia, Chile, Colombia, Ecuador, Peru and Venezuela to coordinate
their policies with respect to tariff barriers, foreign direct investment and
industrial development. It assures that the multinationals will not be able
to play off one country against the other. (Chile has dropped out of this
group.) These countries have established a central data-collecting agency
that will aid them in exchanging information quickly. The major provision
of their Pact is the requirement that all foreign companies must divest
themselves of majority interest within fifteen or twenty years. Several
American affiliates have been nationalized in the Andean Pact countries,
including mining and oil companies. Foreign investors are banned from
key areas of these economies, such as banking, insurance, domestic trade,
communication and transportation. These Latin American countries have
served notice to the U.S. that they are determined to loosen their
dependency on the U.S. Japanese and European investors are helping to
dislodge the U.S. companies from their prominent position.

The winds of economic independence are blowing through Latin
America, least so in Brazil where continuing cooperation with American
policy is desired. Brazil has been described as a country "impelled by its
vision of one day joining the ranks of the world's great powers (as futurist
Herman Kahn and others think it will). It has elevated economic
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pragmatism to the status of a state religion, with the planners as priests." 14

Despite these recent changes in the relationship between the rich and the
poor countries, especially affecting the role of the multinational cor-
porations, the developing countries are faced with incredible difficulties.
Their historical role of raw material suppliers to the rich countries has led
to structural underdevelopment. Unemployment and hunger are difficult
to erase and the mounting debt load of the Third World is like a millstone
around its neck. The developed nations cannot deny their responsibility
for this misery in the Third World. Furthermore, the effect of cooperative
moves, such as the Andean Pact, among developing countries has been
much less than initially anticipated. is

The most important question now is whether the new relationship
between developed and developing countries will be cultivated in a climate
of revenge and confrontation or in such a way that the earth's resources
will be distributed and enjoyed by all rather than by a privileged few. The
latter would require either a changed role for the multinational cor-
porations in the developing countries or their elimination. But more than
that is needed. A redistribution of the necessities of life, that is food,
clothing, shelter and employment, will require a shift of resources from
the rich minority to the poor majority. That entails a willingness to accept
a lower standard of living in the industrialized countries. An immediate
beginning must be made by tackling the injustice of the present pattern of
trade and capital flow between the rich and poor countries. That would of
course fundamentally undermine the obsession with economic growth as
an end in itself in the developed countries. Yet nothing less than that is
now required and the time to make such a switch is quickly running out.

One thing is sure. Unless the West is willing to relinquish its present
neocolonial ties with the poor countries, it has absolutely no moral basis to
accuse the Arabs of price gouging. The Arabs' mentors are the
businessmen and diplomats of the industrialized countries!

Reforms in the U.S.

A discussion of the major proposals for reforming the multinational
corporation logically includes a look at the reform efforts in the U.S.,
since this study is especially concerned with the power and role of U.S.-
based (multinational) corporations.

The Rise of Anti-Corporate Action in the U.S.

The climate in the U.S. affecting the position of the corporations has
undoubtedly been altered by the spectacular events surrounding the so-
called Watergate affair. The aftermath of this sordid episode has un-
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covered instances of collusion between government officials and cor-
porations. At the centre of this collusion there were the political parties
hungry for funds, especially at election time, and the corporations, willing
and able to supply large amounts of money. U.S. courts have contributed
to an exposure of this practice.

A number of large U.S. companies have admitted giving funds to
former President Richard Nixon's 1972 reelection campaign, contrary to
legislative restrictions. One of the companies is Northrop Corporation, the
California aerospace company that made illegal political contributions
from a slush fund built up by kickbacks. In an unprecedented decision,
federal Judge Warren J. Ferguson ordered the restructuring of Northrop's
board of directors and the introduction of new stockholder prerogatives.
The judgment also deprived Thomas V. Jones of the presidency while he
remained chairman and chief executive officer of the company. The court
furthermore ordered that the board of directors be enlarged by four
persons, all named in consultation with Judge Ferguson and New York
lawyer Jay Springer, the stockholder who initiated the class-action suit.

Sixty per cent of the directors must be genuine outsiders and these in-
dependent directors will dominate the company's executive, audit and
nominating committees. Springer, who only owns two shares of Northrop
stock, will continue to play a watchdog role over the company. In case he
detects any departures from the settlement, he can complain to Judge
Ferguson, who retains jurisdiction.

Corporate legal scholars cannot recall any similar case in which
minority shareholders imposed permanent organizational changes on a
company. Some observes consider the Northrop settlement a major
breakthrough on the way to making management more responsible to
shareholders and society. Sceptics, however, contend that it is
questionable whether, for example, even Northrop's new independent
board would have discovered the company's slush fund. 16

The judgment against Northrop is only one among many. By mid-1975
seventeen American companies and fifteen high-ranking business
executives had pleaded guilty to the charge of making illegal political
contributions. Among them were American Airlines, Goodyear Tire &
Rubber, and Gulf Oil. A company that received a great deal of publicity
was Minnesota Mining and Manufacturing Company (3M) employing
over 80,000 employees, with sales of nearly $3 billion in 1974. Evidence
uncovered by federal agents found 3M had a $500,000 slush fund. Funds
were laundered in Switzerland, then passed on to political fund raisers in
the U.S. Top officials of the company pleaded guilty and consequently
resigned. One of them explained that what business was seeking with
campaign contributions was a chance to "open some doors to be heard." 17

The system of bribe payments engaged in by the Lockheed Corporation
involved millions of dollars and reached into the highest echelons in Italy,
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Japan and the Netherlands. It caused the resignation of top government
officials who had accepted millions of dollars in return for certain
favours.

The prosecution of these companies is indicative of a new sentiment in
the United States. In addition, the heightened awareness of corporate
abuses has also given new impetus to the antitrust activities of the U.S.
Department of Justice. For example, the Justice Department has sued
American Telephone and Telegraph, the world's largest private cor-
poration, for its alleged monopoly over telecommunications in the U.S.
A.T.&T was ordered to divest itself of Western Electric, its manufacturing
arm. Similarly, IBM has been confronted with a demand to divest itself of
some of its subsidiaries. The struggle in the courts is expected to be long
and costly. 18

A third area of renewed activity concerns the shareholders' efforts to
exert influence on company policies by means of policy statements and
proposals submitted to the annual meetings of companies. Various
organizations and individuals are active in promoting social responsibility
on the part of shareholders. In 1975 the Council on Economic Priorities, a
nonprofit organization doing research on corporate practices for the
purpose of encouraging social responsibility, estimated that eighty-four
shareholder actions would take place that year at fifty-nine corporate
annual meetings.

A number of church groups figure prominently in the current renewal of
shareholders' interest. Fourteen Protestant church groups and Roman
Catholic orders of nuns and friars, representing $9 million worth of IBM
stock, submitted a proposal to IBM management in 1975 for ending the
sale, lease or service of computers to the South African government
because they believed this equipment was being used for military and
strategic purposes in support of white supremacy policies. The Interfaith
Center on Corporate Responsibility, a movement affiliated with the
National Council of Churches, is concentrating its efforts on a number of
large corporations. Six orders of nuns asked the Bristol-Myers Company
to report on their sales of infant formula products in developing countries.
They suspected that such products might be linked to rising rates of
malnutrition and infant mortality by undermining breast feeding. A group
called Clergy and Laity Concerned has aimed its guns at corporate in-
volvement in military production.

This is how one official of a large accounting firm summed up the
present climate in the U.S.: "Shareholders are going to get in depth into
what used to be the sacred ground called management decision. There will
be questioning of business decisions and management will be put on the
spot to come up with a lot of answers." 19

Neil H. Jacoby, an American economist, argues that the boards of
directors of large corporations must become more independent to perform
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their main function of auditing the performance of management. He
points out that many directors do little more than rubber-stamp
management's decisions. Outside directors often lack the necessary in-
formation for effective supervision, whereas inside directors, although
they have the knowledge, are reluctant to challenge their superiors. Jacoby
also underscores the need to limit the number of directors coming from
financial institutions to avoid conflicts of interest. He asserts: "The key to
better corporate government is to increase the power, the independence,
the range of competence, and the compensation, of outside directors in
public corporations." 20

Ralph Nader Versus Corporate America

Ralph Nader, the self-appointed watchdog of corporate behaviour, has
done much to bring into the open the corporations' abuse of power in
American society. He has tirelessly devoted himself to the revelations of
corporate fraud, corruption and privilege. Testifying before a Senate
subcommittee investigating automobile safety, Nader gave this account of
himself:

As t became more and more aware of the tremendous gap between what was
possible and what was actual, t became, in a sense, incensed at the way there
can be a tremendous amount of injustice and brutality in an industrialized
society without any accountability, without any responsibility. That people
sitting in executive suites can make remote decisions which will someday
result in tremendous carnage, and because they are remote in time and space
from the consequences of that decision, there is no accountability. 21

The book Unsafe at Any Speed, published by Nader in 1965, rocked the
automobile industry when it was under heavy fire on account of the rising
public concern about U.S. traffic accidents. (In 1964 there had been
48,000 traffic deaths in the U.S.) Nader's bestseller was a scathing attack
on the Corvair, a compact car produced by General Motors, which he
described as unsafe and dangerous. At this time, irate owners of the
Corvair had lodged more than one hundred lawsuits against GM. The
company fought back by putting detectives on Nader's trail in order to
find damaging information that could be used to discredit him. James M.
Roche, chairman of the board of directors of GM, subsequently
apologized for this action. Nader sued the company for invasion of
privacy and obtained a $425,000 settlement. This money launched his
career as an irrepressible critic of the corporations.

To expose numerous areas of corporate abuse, Nader has sent teams of
investigators into government agencies and corporations. His name has
become synonymous with a consumers' revolt against shoddy products
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and other forms of exploitation of the consumer and worker. He has been
acclaimed a hero, and denounced as a dangerous subversive out to destroy
the American free enterprise system.

Nader's investigations have uncovered a host of malpractices by
companies and government regulatory agencies alike. He is unsparing in
his criticism of government agencies that do not regulate but serve as
umbrellas for corporations. His in-depth investigations of various in-
dustries have led to more extensive regulations and reforms. The food and
drug industries have come under Nader's scrutiny and have been forced to
discontinue some harmful practices. For example, after Nader unearthed
shocking, unsanitary conditions in the meat-packing industry, the federal
government stepped in with new legislation and tighter controls. Nader
and his team have turned out a rash of well-researched reports and books
that have lifted the corporate veil and resulted in corrective action. His
books include one on the Du Pont operations in the State of Delaware
(The Corporate State) and one on the Food and Drug Administration (The
Chemical Feast) .

In addition to heading the Center for the Study of Responsive Law,
Nader is channeling his investigative work through the Auto Safety Center
and the Public Interest Research Group. He has been instrumental in
establishing research groups and consumers' organizations across the U.S.
But consumer protection in the form of exposure, litigation and legislation
(Nader works closely with several congressmen) is not the only avenue
employed by Nader. He has turned his attention to corporate law and the
need to open up the closed circle of the corporate elite. The book Cor-
porate Power in America is the product of the Conference on Corporate
Accountability held in 1971. This book contains contributions from
various authors who address themselves to the problems of corporate
power and their remedies. Writes Nader in the preface: "Our large cor-
porations are unparalleled as buffers shielding their executive decision
makers from public inquiry and accountability. A supposed democracy
should not suffer the exercise of such uncontrolled power." 22

In his own contribution to this collection, "The Case for Federal
Chartering," Nader argues for federal incorporation of companies
because the states have failed to establish a unified and fair system of
incorporation. As a matter of fact, the existence of many different in-
corporation powers (vested in the individual states) has given rise to rivalry
and competition which in turn have created a host of loopholes and
unequal advantages. The State of Delaware has the worst record and has
served to attract a disproportionate number of corporations. As long as
there is even one state that continues to give a virtually free hand to
corporations looking for easy tax laws as well as a great deal of leeway for
their boards of directors, no reforms are possible. Hence, Nader argues
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for exclusive incorporation at the federal government level, at least of all
major corporations engaged in interstate business.

He advocates the adoption of a "corporate bill of obligations"
providing for a measure of control over management by shareholders,
consumers and employees, and removing the veil of corporate secrecy
(over such details as earnings by subsidiaries, the identity of the real
owners, safety testing procedures and product control standards). In
addition, this suggested bill of obligations would contain antitrust
restrictions, for example, by limiting to 12 per cent the share that any one
corporation may own in an oligopolistic industry. Other provisions would
protect consumers against shoddy and dangerous products.

There is always the danger, as Nader points out, that a federal char-
tering agency may become as unresponsive and inefficient as some of the
present regulatory and enforcement agencies. But he is hopeful that the
pitfalls can be avoided if we can learn lessons from the past.

The American professor and author Andrew Hacker, another con-
tributor to the same series, takes issue with the federal charter solution
because he is convinced that the question is not so much which govern-
ment charters a corporation but whether such a government is determined
to exact accountability from the corporations and to exercise its power
when the corporations evade their responsibility. He points out that some
of the most notorious corporations, particularly some of the railroads,
were incorporated by the federal government. 23

Generally, the proposals for reform centre on ways to impose restraints
from the outside or on ways to democratize the corporation from within.
A number of specific proposals were put forth by various participants in
the Conference on Corporate Accountability. For example, John J. Flynn
advocated that employees of the large corporations be nominated as the
"constituency" and given a voice in management, which would provide a
meaningful check and balance upon corporate power. He said this would
change the position of the worker from "seller of his labour" to owner of
the enterprise and would drastically change the function of labour unions.

Robert Townsend, former chairman of Avis Rent-A-Car and author of
Up the Organization, presents a "modest proposal" in the form of ad-
vocating the appointment of a "public director" to all manufacturing
companies with over $1 billion in assets. This would cover approximately
110 U.S. companies in the industrial sector. Townsend recommends that
each public director have a budget of $1 million a year of the company's
money with which he would be able to hire all the staff needed to examine
the performance of the corporation. Directors should be appointed from a
pool that is created especially for that purpose and assigned to cor-
porations by lot. They furthermore should be rotated every four years.
Townsend recommends an ad hoc legislative committee of representatives
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and senators which would serve as the authority overseeing the per-
formance and appointment of the public directors. He is hopeful that his
recommendation would avoid coopting and corruption, since he believes
that his proposals would lead to maximum independence of a highly
competent group of people assigned to oversee the large corporations.

Others are more pessimistic about the possibilities for reform. They do
not believe that the government nor the public at large is prepared to make
the necessary changes. Andrew Hacker writes that "government does not
even deserve to be called the executive committee of the bourgeoisie.
Rather, as indicated, it is a subsidiary branch of the corporate com-
munity." 24 He describes a number of specific areas where priorities have
to change, but he is doubtful that the government is prepared to insist on
the changes. For example, there is the need to command General Electric
to stop manufacturing refrigerators in sixteen different colours, which he
calls a "scandalous waste of resources"; to tell General Foods that it must
cease putting crinkle cuts on its french fried frozen potatoes; to instruct
Western Electric that it must find better use for its capacities than making
Princess telephones. He is doubtful that a government would be prepared
to tell companies that they cannot make and market snowmobiles or
electric pencil sharpeners until other more pressing needs have been met.
He points out that the issuing and enforcement of such directives would
require men and women to be

impervious to the threats and blandishment of the business community. They
would have to survive without campaign contributtons, not only from cor-
poration executives but also from local businessmen who ftnance candidates
of all major parties. Moreover, they would have to pitch thetr appeals to voters
who are employees of corporations, whose livelihoods depend on producing
our cornucopia of superfluous products, ranging from overstzed airplanes to
under-nourishing cereals; they will certainly be aware that official tnterference
will jeopardize their jobs. To elect such a Congress would require the per-
ceptions of politics quite different from those now held by the majority of
American voters. 25

The route of strengthening the shareholders' position is discussed by
some of the contributors and is mostly found wanting. What one author
calls the "renaissance of shareholder dissent" is a disappointment. A
number of attempts to influence company policy by shareholders at an-
nual meetings are evaluated. These reform efforts often ran aground on
the invincibility of management and the apathy of shareholders.

An outstanding example of this type of reform attempt is Campaign
GM. Begun in 1970, it was an effort to open up GM's board of directors
and its annual meeting to the shareholders in order to impose reforms. Its
first proposals included an expansion of the GM board from twenty-three
to twenty-six directors and the formation of a special shareholders'
committee for corporate responsibility. Other attempted changes con-
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cerned amendments to the corporate charter forbidding GM to undertake
activities inconsistent with the public interest, imposing certain policies
related to air pollution, minority employment, product warranties, public
transit and employee health and safety. Only two items were ordered to be
placed on the proxy statements mailed to every shareholder. In 1971
Campaign GM tried to introduce further improvements in terms of
corporate disclosure, shareholders' rights and placing workers, dealers
and consumers on the board of directors.

Campaign GM achieved a certain amount of success. A public policy
committee was set up. A new vice-president in charge of environmental
activities was appointed, and Leon Sullivan, a distinguished black activist,
was appointed to the board of directors. Yet, it is acknowledged that no
concrete results have been attributed to any of these reforms. Where
Campaign GM and similar movements have attempted to mobilize the
shareholders in opposition to established company policies, they have
often met apathy, or even opposition, from the side of shareholders who
do not want to be deterred from reaping maximum returns on their in-
vestments.

Corporate Power in America focuses on the evils of vast concentrations
of power in the large corporations. It pinpoints many facets of the
disharmony resulting from such power, including misallocation of
resources, unequal distribution of wealth, pollution of the environment,
and even fraud and crime. It proceeds to list a host of specific re-
commendations for reform. Many of these recommendations are un-
doubtedly important, particularly those that focus on the need for opening
up the closed elitist structures of the corporate decision makers, spreading
responsibility and income, curtailing the inordinate size of some cor-
porations and removing the veil of secrecy that now often beclouds
corporate conduct, all of which are aimed at bringing the public interest
and corporate behaviour into harmony. But somehow the suspicion
lingers that most of these efforts concentrate on symptoms and largely
ignore underlying causes.

Other Voices

There are now numerous critics, inside as well as outside the U.S., who
seek new methods, other than those derived from socialism, for chan-
neling the resources of the multinational corporations into more con-
structive ways. Peter F. Drucker, in discussing the appropriate form and
behaviour of the multinational corporation, asserts that we are still in a
transition stage, because the nineteenth century multinational is doing the
twentieth century task of a transnational. He describes four types of
multinational structures that he considers unacceptable.

One of these is what he calls "the Canadian pattern," which is marked
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by the failure to build the multinationals into the political reality of their
host countries. Furthermore, Drucker considers the nineteenth-century
pattern of foreign domination and control of infrastructure businesses
(electric power, transportation and telephone) unworkable in our time.

He also singles out as untenable the near-monopoly position of a
company such as IBM simply because it goes beyond the limits of what
any company should be allowed. He suggests that a totally new way of
resolving IBM's dilemma may be to convert it into the first truly trans-
national public utility that might continue enjoying worldwide leadership
but be "anchored in the economic and even political structure of the host
countries, through partnership with local government, local part
ownership, and local regulation." 26

Finally, Drucker observes that the wholly-owned subsidiary does not fit
the developing countries because it discourages rather than encourages
what these countries need most: "native investment and capital for-
mation, and native managers and entrepreneurs." 27 He is convinced that
multinational corporations need to have a flexible approach and use
different forms of relationships suitable to the needs and interests of the
host countries.

It has become quite obvious of late that the wholly-owned subsidiary in
the host country is becoming increasingly unsatisfactory. 28 Various
recommendations have been made to facilitate the transition from foreign
ownership to partial or complete local ownership. The divesture
arrangement, whereby a company is ordered to sell all or part of its shares
to local investors, is incorporated by the Andean Pact countries. This
seems to be a suitable method to bring about the transfer of ownership
over a stated period of time. Raymond Vernon has suggested that
divesture arrangements, which are optional and renewable periodically,
could be made part of the agreement under which foreign investment
enters the host country. 29 The parent company could then plan for
eventual divesture, but the flexibility built into such arrangements would
be conducive to a less strained relationship.

A number of authors concerned about the disadvantages of foreign
direct ownership, especially the loss of sovereignty in the host country,
have advocated strengthening domestic industry. J.J. Servan-Schreiber's
book was an appeal to his fellow Europeans to match the American
companies in size and competence through cooperation and mergers.
Britain, via its Industrial Reorganisation Commission, attempts to meet
the "American challenge" by reinforcing its domestic companies through
streamlining and mergers. Members of the EEC seek to move in that
direction, but self-interest and nationalism have stood in their way.
Professor Behrman's remarks about the European response point to a
dilemma faced by those who want to compete with the Americans:
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A stronger competitive position of the nationally or regionally owned en-
terprtses in Europe would reduce the fear of the foreign-owned elements. And
success in building European-owned entities in key sectors would reduce the
fear of strategic dependence on the foreigner. To build such corporations may
require that Europe emulate the American pattern, emphasizing U.S.
management techniques, U.S. selling tactics, and U.S. business behavior—a
concept of capitalism they have not wanted. 30

Richard Barnet and Ronald Muller, authors of Global Reach: The
Power of the Multinational Corporations, do not believe that multi-
national corporations as presently constituted are suitable vehicles for a
balanced development within either the developed, or the developing,
world. "Driven by the ideology of infinite growth, a religion rooted in the
existential terrors of oligopolistic competition, global corporations act as
if they must grow or die and in the process they have made thrift into a
liability and waste into a virtue." 31 These authors warn against expecting
reforms from self-correction or self-policing on the part of multinational
corporations. Nor do they believe that all the focus must be on in-
ternational regulations although they do not discount the need for in-
ternational coordination and cooperation. They write that "the
precondition for effective international regulation, in our view, is the
restoration of certain powers to national governments and local com-
munities to manage their own territory." 32 They emphasize the right to
know what multinational corporations own, what they are doing and what
they plan to do. Therefore they advocate the opening of the corporations'
books. In this context they point to the need for harmonizing disclosure
requirements among the major countries in which multinational cor-
porations operate.

Another major step advocated by these two authors is to establish
clearly articulated national priorities arrived at through open debate and
democratic procedure. A national development plan is needed that sets out
a number of basic goals which will contribute toward opening up
possibilities for living. They are critical of the drift toward over-
specialization and disharmony, calling for variety and a "holistic" ap-
proach, that is, a way of life in which the social, ecological and the
psychological balances are maintained. That requires participation, ex-
perimentation, a more equitable distribution of wealth and income, the
strengthening of public institutions and local interests, and more self-
reliance in terms of raw materials. Futhermore, they pay special attention
to those policies that will assist the developing countries, such as
preferential trade agreements with the poor countries, divestment of
foreign ownership, stimulating locally-owned industry and paying higher
prices for raw materials from the developing countries.

Barnet and Muller are convinced of the urgent need to undertake
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remedial action especially in view of the gross inequalities between the
poor and the rich countries. They assert: "Whether there is enough
statesmanship and true international spirit in the rich countries to
recognize that changes in bargaining power and resource pricing (in-
cluding human labor) are long overdue in the interests of global justice
and global stability will determine the character of world politics in the
coming generation." 33

John Kenneth Galbraith—Canadian-born, American professor of
economics, former ambassador to India, prolific writer and critic of his
colleagues—has done much to demythologize economics and challenge
conventional wisdom. He accuses his colleagues of engaging in theorizing
about a world that no longer exists. He holds that neoclassical economics
is still preoccupied with the workings of a free market whereas in reality
the market is successfully brought under control by the "planning
system," whereby he means the large-scale, technically advanced
oligopolistic corporations. Galbraith's The New Industrial State (1967)
and Economics and the Public Purpose (1973) develop this theme and
have been widely debated.

In these works Galbraith describes the new "industrial system" and
enumerates its six outstanding features. The system exhibits an increasing
time span between the initial concept of the product and the completed
task, it is highly capital-intensive, it is inflexible as a result of the
foregoing, and it requires specialized manpower, complex organization
and planning. Hence the modern industrial system aims at removing
uncertainty by controlling the entire range of activities from the initial
stages of production to the final marketing process. Galbraith calls this the
"imperatives of technology" and argues that the shape of economic
society is determined by those imperatives and not by the images of
ideology.

The "planning system" is not subject to the market because of its
control over capital, technology, supply and demand. The core of this
system is the "technostructure," that is, the managerial and technical
experts on whose knowledge and organizational talents the corporations
depend. The primary goal of the corporation, says Galbraith, is not
maximum profits but maximum growth aided by innovation and ad-
vertising. This has led to socially and ecologically damaging production
and consumption. On the other hand, useful services such as housing,
medical care and education suffer from chronic underdevelopment.
Galbraith argues for restoring the balance between the planning and the
market system (i.e., small-scale nonoligopolistic business enterprises)
through government controls, monetary and fiscal policies, public
ownership of the large oligopolistic and monopolistic corporations and
through strengthening the market system, thus balancing the "coun-
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tervailing powers" more evenly. He advocates price and wage controls in
the planning system.

Galbraith's analysis and critique of neoclassical economics and the
"technostructure" is refreshing on many counts. He discerns the
dangerous and manipulative role of advertising as a means to stimulate
demand for an ever-rising GNP which has been elevated to a priority goal.
He also perceives that economic growth has been promoted to a new
religion. "That social progress is identical with a rising standard of living
has the aspect of a faith." 34 Galbraith explains that the imbalance in
development on a national scale because of the preponderance of the
technostructure is transposed on the international scene by the
multinationals. "What has been called the American challenge is not
American; it is the challenge of the modern planning system.... Those
who react to the American multinational corporations are reacting, in
fact, to the cultural power of the planning system whatever its national
identity." 3s

Yet in the end, Galbraith's proposals, though they may appear to be
radical, do not help us very far along. He addresses himself to the symp-
toms of a distorted economy. Many of his suggestions are undoubtedly
valuable, but he does not come to grips with the underlying cause of
distortion. He refers to that cause when he describes the obsession with
growth and technology as a faith, but he fails to show how that deceptive
faith can be confronted with true faith. That explains why Galbraith's
proposals for reform are contradictory and half-hearted. In The New
Industrial State the author belabours the fact that the technostructure
draws into its sphere of influence and subordination all sectors of society,
including the state and the educational institutions. "Modern higher
education is, of course, extremely accommodated to the needs of the
industrial system." But he pins his hope for breaking free of this
stranglehold on the educated elite. The resulting predicament is evident in
the following statement:

The industrial system, by making trained and educated manpower the decisive
factor of production, requires a highly developed educational system. If the
educational system serves generally the beliefs of the industrtal system, the
influence and monolithic character of the latter will be enhanced. By the same
token, should it be superior to and independent of the industrial system, it can
be the necessary force for skeptictsm, emancipation and pluralism. 36

A similar contradiction is found in Galbraith's Economics and the
Public Purpose. Here the author refines the case presented in The New
Industrial State. He describes the similarity of the goals of the public and
private bureaucracies. This tendency toward a common purpose is
referred to as the "bureaucratic symbiosis." Yet Galbraith turns to the
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state as the source of emancipation. Again the conflict is obvious in the
author's prescription for reform:

The role of the government, when one contemplates reform, is a dual one. The
government is a major part of the problem; it is also central to the remedy. tt is
part of the problem of unequal development, inequality in income distribution,
poor distribution of public resources, environmental damage and bogus or
emasculatory regulation. And it is upon the government that reliance must be
placed for solution. 37

But how can the patient be the doctor? To put it in Galbraith's own
inimitable terms: "No one can appeal with confidence for vital therapy to
the local doctor if he serves even more devotedly as the local un-
dertaker."38 There is little in Galbraith's prescriptions that can help us out
of this dilemma because he does not confront the underlying cause for the
distortions he describes. Galbraith thinks that if we can only muster
sufficient courage and intellectual stamina and restore the relative balance
of the various power centres in society, we will be emancipated. That
involves an underestimation of the seriousness of the human condition. It
cannot be emphasized too strongly that the inequality and distortions
which are the subject of Galbraith's books are directly related to the
deepseated, spiritual crisis affecting Western culture at its very foun-
dation. By the same token, any critique that does not come to grips with
this crisis merely deals with symptoms, no matter how novel and brilliant
it may appear to be.

The Position of the AFL-CIO

Looking at the U.S. from the outside, we see an immensely powerful,
highly industrialized nation which is the envy of many others. Its far-flung
corporations dominate business in the noncommunist world, often
bringing about drastic changes in living and working patterns that cause
serious dislocations. These adverse effects are also felt within the U.S.
itself.

The American Federation of Labor and Congress of Industrial
Organizations (AFL-CIO), the joint voice of organized labour in the U.S.,
has shown increasing antagonism toward the U.S. multinational cor-
porations. In 1973 it issued a report, U.S. Multinationals: The Dimming
of America, in which it demanded a series of restrictions on U.S.
multinational corporations. These demands were incorporated in the
controversial Burke-Hartke bill which would curtail imports through
mandatory quotas, increase the tax burden on multinational corporations
and invest the President with power to prohibit the export of technology
and capital. These restrictions were inspired by labour's major grievance
against the multinational corporation: it is an exporter of jobs. American
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labour partly shares the views of the critics of multinationals in host
countries, but partly the attitudes of these two groups are exactly opposite.
U.S. labour is inclined to support the U.S. multinationals (e.g., with
respect to exploiting their technological dominance) exactly on those
counts where host countries focus their harshest opposition.

The opening statement of the AFL-CIO report claims: "Proud
countries are losing the power to shape their own destinies, to guide their
economies, to collect their taxes, to better the lives of their people. They
are increasingly at the mercy of stateless, soulless, anonymous
multinational corporations." 39

After this salvo, it points out that U.S. corporations have grown to
immense size and power but in this process they have undermined the
power and integrity of the U.S. itself. The report warns "This greatest
industrial power in the world's history is in danger of becoming nothing
more than a nation of hamburger stands ... a country stripped of in-
dustrial capacity and meaningful work ... a service economy ... a
nation of citizens busily buying and selling cheeseburgers and rootbeer
floats. " 40

The Dimming of America describes the process of change from in-
ternational to multinational, transnational and finally supranational
corporations, which in turn has given rise to a new manager whose loyalty
to the corporation precedes his loyalty to the nation in which his company
happens to operate. The reason for "runaway" plants is said to be the
company's desire to locate in countries where wages and taxes are low and
regulations lax.

Carborundum Company is a relatively small multinational, but its
worldwide operations allow it to shift production to those countries where
labour is cheapest. It has production facilities in the U.S., Britain, Ger-
many, Mexico, Brazil and Argentina. If all companies were to follow
Carborundum's policies, American industry would become dependent
upon non-American manufacturers for this vitally important product used
in the production of a wide-ranging scale of goods from roller bearings to
contact lenses. Interruption of this supply could bring American industry
to a "grinding" halt, the AFL-CIO report warns.

The AFL-CIO report aims its guns at a list of practices of the U.S.
multinationals that hurt the U.S. economy. These include resorting to the
Eurodollar to escape U.S. controls, undermining the U.S. dollar, tax-
dodging, exporting American technology and speculating on the in-
ternational money market. In the report, the latter practice is tagged as
"sinister" since it holds "the potential for creating worldwide financial
chaos."41 The AFL-CIO is especially incensed over the export of jobs to

low-wage countries, such as Mexico, Taiwan and Hong Kong. It claims
that at least a million Americans are unemployed because their jobs have
been shipped overseas. In this context, the report asserts that currency
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speculation and tax avoidance are only a "reflection" of the basic
problems. Those problems are "decreased production and employment,
decreased merchandise exports and increased imports." 42

American labour views the export of technology as a powerful stimulant
to overseas production in such items as shoes, textiles, clothing, steel,
autos, ceramic tiles, radios, TV's, leather goods. America's share of the
world's auto production declined from 76 per cent in 1950 to one third in
1970. America's mills produced 47 per cent of the world's raw steel in
1950; in 1970 this had dropped to 20 per cent. After World War II, the
U.S. was the world's foremost shipbuilder; now it produces less than 2 per
cent of the world's merchant ships. Traditionally, America was the
world's leading machine tool builder; today it is only in fourth place.

In its report, the AFL-CIO describes an impressive list of instances to
back up its charge that the U.S. multinationals are creating unemployment
and hardship for American workers and introducing new problems for
workers in the host countries. For example, 50,000 new jobs were created
in Mexico. These new employment opportunities in Mexico were ac-
companied by increased social tensions reflected in a rise in delinquency
and prostitution, family breakdown, overcrowding and overloading of
existing facilities. Numerous case histories are cited to demonstrate the
culpability of the multinationals.

It is claimed that American-based multinationals earned $17.5 billion in
overseas profits in 1970 but paid only $900 million in taxes, an effective 5
per cent tax rate. In 1971 United States Steel had profits of $154.5 million
but did not pay anything in federal income tax. A U.S. Oil Week study
revealed that eighteen major oil companies had a combined income of
$10.2 billion but paid only $683 million in federal income taxes, a rate of
6.7 per cent. The case of U.S. Gypsum Company reveals an extra-
ordinarily imaginative method of tax evasion.

The case involved rock mined in Canada by the Canadtan affiliate of the U.S.
Gypsum Company. While the rock was on a dockside on a conveyor belt tt
belonged to Canadian Gypsum. However, for shipment the rock was to be
dropped from the conveyor belt into the hold of a waiting ship. During the split
second the rock was falling from the conveyor into the ship, it was bought, in
mid-air, by U.S. Gypsum Export and instantly resold to the parent, U.S.
Gypsum Co., at a profit of 50 cents a ton. Because first the mid-atr buyer, U.S.
Gypsum Export Co., did not buy the rock until it had left the turf of Nova
Scotia, it paid no tax on its profits to Canada. But Gypsum Export Co. was a
"Western Hemisphere" trading corporation and entitled to be taxed at 14 per
cent below the domestic corporate rate, under a law designed to promote
trade. Therefore, U.S. Gypsum Export received a preferential tax rate on its 50
cents a ton profit. This arrangement saved U.S. Gypsum more than $700,000
in U.S. taxes. No figures are available on the amount of Canadian taxes U.S.
Gypsum avoided because of the maneuver. 43
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The AFL-CIO dislikes the dilution of American technological
dominance and therefore opposes the export of technology by the U.S.
multinationals, through joint ventures, licensing or other forms of sharing
knowledge with non-American firms. In short, the AFL-CIO wants to end
tax breaks and other privileges of the multinationals and to replace these
with stringent restrictions and protectionist measures against the import of
goods and the export of technology. That is why it was opposed to the
DISC legislation but aggressively supported the Burke-Hartke bill. (It
speaks for itself that the restrictions on U.S. imports would have serious
repercussions for Canada. A U.S. Commerce Department study estimated
that if the Burke-Hartke bill had been in effect in 1971, Canada would
have lost $3.6 billion in exports to the U.S.)

A Response to the AFL-CIO

U.S. labour's assessment of American multinationals no doubt grates on
the nerves of non-Americans who already resent the overwhelming
presence of U.S. affiliates in their own country. American labour argues
that the power of the U.S. multinationals is waning—at least insofar as
their dominant position as world producers is no longer secure—and
advocates measures that would make other countries even more dependent
on the American ability to innovate and produce.

Although the AFL-CIO position is essentially selfish, reflecting the
narrow interests of this organization, it is valid and appropriate in at least
two important areas. In the first place, the AFL-CIO's criticism is justified
insofar as it condemns the deliberate efforts of the U.S. multinationals to
evade the scrutiny of host as well as home countries for the sake of
maximizing their own growth and profits. The companies' adroit use of
every possible loophole to escape their obligations and to benefit from
currency and transfer pricing manipulation deserves to be condemned.
The multinationals' aim of transcending national boundaries and thereby
placing themselves beyond the reach of any other jurisdiction—
particularly that of the nation-state—needs to be challenged. Multi-
nationals should not be entrusted with that kind of prerogative.

In the second place (although this may be difficult to accept by those
who resent the U.S. dominant position in world trade), the real hardships
encountered by American workers who are unemployed because U.S.
production is shifted to other countries should not be underestimated. It is
true that, when looked at through macroeconomic glasses, the U.S.
position is impressive. But the microeconomic realities, that is, the
shutdown of a specific plant in a particular community leading to
unemployment of long-term and semiskilled blue collar workers, and to
regional underdevelopment, are a real scourge in the U.S.
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Imports have cut heavily into U.S. jobs. In 1971, imports from Japan,
Korea, Taiwan, Singapore, Mexico and elsewhere supplied 54 per cent of
black and white television sets in the U.S., 18 per cent of colour sets, 32
per cent of phonographs, 91 per cent of radios and 96 per cent of tape
recorders. Growing imports in other industries also led to more plant
closures and unemployment. Steel imports rose from 1.15 million tons in
1957 to 18.3 million tons in 1971. Several unions, including the Inter-
national Association of Machinists, the United Shoe Workers of America,
the International Ladies Garment Workers' Union, and the International
Union of Electrical, Radio and Machine Workers, have declined in
membership during past years. The laid-off workers are often middle-aged
people, women or members of minorities—all groups difficult to retrain
and relocate. Irwin Ross points out that it is easy for economists such as
Paul Samuelson to advise that American resources should move out of
cheap textiles and shoes into more efficient lines of production, but ex-
tremely difficult for a fifty-nine-year-old unemployed woman textile
worker to find other work 44 Behind the statistics and graphs in the U.S. as
in other countries, there are real, living human beings to be considered,
men, women, children, families and communities, experiencing genuine
hopes, fears, pain and joy.

Barnet and Muller, writing in Global Reach published in 1974, also
describe the wrenching changes that are created by these corporations in
the U.S. They speak of the "Latin-Americanization" in the U.S. during
the previous five years accompanied by a reduction in the standard of
living among the American middle class and, even more seriously, among
those below that category. These authors characterize the drastic changes
as follows: the globalization of oligopoly capitalism; world profit
maximization, which may be accompanied by profit minimization in some
countries; the shifting of principal sites of new production to the poor
nations of Asia, Latin America and Africa, traditionally the hewers of
wood and the drawers of water for the international economy; and a new
concentration of political power in private hands.

These authors also claim that the managers of the multinational cor-
porations are creating a system which will change the U.S. from a
producer of industrial goods to a "service economy" and producer of
"software," the know-how for others to use. In this process heavy
reliance is placed on exporting staple goods such as agricultural products
and timber to maintain a positive balance of payments. These authors
claim that the change in employment patterns in the U.S. "has led to a
redistribution of wealth and income which, once again, is more in the
tradition of the underdeveloped world than in that of the Affluent
Society." 45 Workers are earning a decreasing share of the national in-
come.

How closely the views of Barnet and Muller reflect reality will be a point
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of dispute for a long time, but there are some weighty reasons to take their
assessment seriously. For the truth is that there is more than one America.
There is also "the other America," visible beyond the Affluent Society.
This realization will prevent us from wholesale denunciation of the
American "system" and the prescription of solutions that overlook the
complexity of reality. The dislocating and harmful effects of a ruthless
pursuit of growth, profits and technical innovation, engaged in by the
multinational corporations on a global scale, is cutting through national
boundaries in many ways. What may be in the short-term interest of a
U.S. multinational, and of those who reap the "rewards" at the top, is
often not in the interest of the American people and particularly of those
at the lower-income levels. This complicates the situation, but an
awareness that the harmful effects of the globalization of business extend
across national boundaries and also cut through the U.S. itself could
stimulate cooperative and constructive reform measures on an in-
ternational scale. The alternative is that each nation look out for itself
only and resort to a negative and harshly protectionist stance, pitting one
nation against the other 46 The AFL-CIO report centres, unfortunately, on
the latter approach. Three major elements of the AFL-CIO position
deserve further attention.

The AFL-CIO position is inspired by a static concept of international
trade. It is assumed throughout that if the U.S. companies had not moved
investment and production abroad, that production would have taken
place in the U.S. and the goods would then have been exported, much to
the benefit of U.S. employment and the balance of payments. As it is now,
production is moved abroad where the goods are produced more cheaply,
adding to the profits of the multinationals but increasing imports,
unemployment and pressure on the balance of payments in the U.S.

On the other hand, the proponents of U.S. foreign investment insist that
it has increased employment in the U.S. and that, in the absence of such
investment, the goods that result from it would not have been supplied by
American firms but by non-American competitors. They argue that
foreign investment by the U.S. corporation is largely for defensive
reasons.

In 1971, the Harvard University Graduate School of Business Ad-
ministration, on behalf of the U.S. Department of Commerce, undertook
a study of foreign direct investments by U.S. multinationals, and their
effects on U.S. employment and on the U.S. balance of payments. Nine
case histories were examined, including a new paper mill in Canada. The
assumption underlying the study was that in the absence of this foreign
direct investment, the market would have been captured by non-American
competitors.

This study concluded that the U.S. foreign direct investments resulted in
an additional 600,000 jobs for U.S. workers and the positive effects of
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investments in foreign manufacturing plants on the U.S. balance of
payments amounted to at least $3 billion, including net trade effects,
dividends, royalties and management fees. 47 To prove that U.S. export
performance has been improving in certain sections (thus countering the
AFL-CIO's criticism regarding the loss of U.S. exports), the study lists a
number of product lines that show an increase in exports (see Table 5).

TABLE 5 	 EXAMPLES OF PRODUCT LtNES tN WHtCH U.S. TRADE
PERFORMANCE HAS BEEN tMPROVtNG

U.S. (Exports Minus U.S. tmports

Industry
(StC No.)

Absolute
($ millions)

1963 	 1970

As a Per cent of
U.S. Production

1963 	 1970

Plastic materials and
resins(2821) 295 550 10.6 11.2

Construction machinery
(3531) 826 1,530 31.5 36.9

Mining machinery
(3532) 81 210 24.2 32.5

Oil field machinery
(3533) 135 225 23.6 25.7

Pumps and compressors
(3561) 131 276 11.4 13.5

Electronic computing
equipment (3573) 181 1,001 9.0 26.3

Electrical measuring
instruments (3611) 59 175 7.8 12.7

Electronic systems and
equipment (3662) 362 480 6.0 6.6

Aircraft and parts
(372) 1,305 2,985 10.0 16.3

Measuring and controlling
instruments (3821) 183 309 18.6 20.6

Photographic equipment and
supplies (3861) 66 188 4.0 4.9

Source: The Multinational Corporation, Studies on U.S. Foreign Investment
Abroad, Vol. 1 . U.S. Department of Commerce, March 1972,
section 2, p. 33.
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The AFL-CIO's opposition to, and the U.S. Department of Com-
merce's defense of, U.S. foreign direct investment, together with their
estimates of either negative or positive effects on employment and the
balance of payments, are not convincing. These two conflicting positions
and findings are based on the assumption that it is known what would
have happened if history had been different. That is a very shaky
assumption—and the conflicting findings bear this out. The AFL-CIO's
assumption that the products would have been exported from the U.S. if
American-based corporations had not built their branch plants overseas is
unrealistic. It suggests that non-American firms would not have been able
to produce these goods. That is underestimating the capabilities of other
nations and the possibilities for knowledge transfer. (The AFL-CIO
opposition to transferring technological know-how through joint ventures
and licensing is related to this underestimation.)

The U.S. Department of Commerce study contains much food for
thought, especially for critics of U.S. direct investment in Canada. It has
shown in the case of the Canadian paper mill that U.S. direct investment
in Canada results in a heavy drain on Canadian resources 4 8 The irony in
this is that the arguments and evidence produced to persuade the AFL-
CIO that U.S. foreign direct investment is good for U.S. workers reveal
the disadvantage of such investment to the host countries. (A note of
caution: It would be wrong to conclude that there were only disadvantages
for Canada. There are also some benefits, for example, in the form of
employment opportunities. But the emphasis should be placed on the
heavy cost to Canada and, above all, on the need to rely more—which
does not mean exclusively—on Canadian-owned and managed
developments.)

It seems to have escaped the AFL-CIO that their position is also con-
tradictory in the sense that they demand of other countries what they
themselves reject. If imports from other countries to the U.S. must be
warded off and be replaced by exports to those countries, why should
those other countries not feel the same way as the AFL-CIO does and
oppose imports from the U.S.? In other words, the AFL-CIO says what's
bad for us is good for you, and vice versa. But that is a most unconvincing
argument. If other countries were to assume the same posture, a trade war
would be inevitable with ruinous results for everyone.

This brings us to the second major point of the AFL-CIO report. The
AFL-CIO laments the declining position of the U.S. in a number of im-
portant industries, such as automobiles, steel, shipbuilding and machine
tools. These figures underscore the fact that the U.S. has enjoyed a very
favourable position for a long time. But why should that disparity between
nations continue? There is no logic to that continuation—only self-
interest. This matter is especially urgent in view of the stark contrast
between the rich and the poor nations. The only way in which that contrast
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can be leveled off is by a more equal distribution of wealth, but the key to
that is a country's productive capacity and its supply of capital. This is
why the AFL-CIO's opposition to the transfer of technology from the
U.S. to other countries through joint ventures and licensing agreements is
grossly unfair to those countries that so desperately need new technology.
A comparison, for example, in 1974, of per capita income in the U.S.
($5,486) and in Bangladesh ($70), as well as a look at the phenomenally
disproportionate use of resources in the U.S. (with 5.7 per cent of the
world population it consumes about 40 per cent of the world's production
of natural resources), drives home the reactionary and selfish stand of the
AFL-CIO.

Finally, the AFL-CIO position is unconvincing because it does not get at
the source of the dislocation and injustice caused by the multinational
corporations. That source is the overriding commitment to the goals of
maximum economic growth, profits and unlimited technological in-
novation as ends in themselves. The elevation of such ends has played
havoc with justice, social and ecological harmony, and the opportunity for
meaningful and enriching work. The AFL-CIO does not come to grips
with this at all. It only wants to ensure that it will continue to benefit from
the actions of American corporations. It wants to keep them at home so
that from that home base they can all the more effectively pursue their
goals and perpetuate their dominant role in the world, and thus enrich the
American workers.

The AFL-CIO reaffirmed its dedication to the free enterprise system 49

That system, in its present form as well as in its underlying assumption, is
based on the belief that individual man pursuing his self-interest is the
motor of "progress." The AFL-CIO acts consistently with that picture of
man and for that reason is unable to make a fundamental and lasting
contribution to the vitally needed redirection of the multinationals'
behaviour and to the more equitable distribution of the world's resources.
That is most unfortunate, even tragic; for, given its power and role, the
AFL-CIO could have been a real force for renewal had it determined its
priorities in a different manner.



Chapter 5
The Canadian Response

When virtually every other nation in the developed and in-
dustrialized world follows a policy of conserving and reducing
the drain on its natural resources, we encourage their con-
sumption by outrageous tax concessions accorded to no other
sector of our economy. ¹

Eric Kierans

I wrote this book because I'm fed up with the nonsense I read
about our supposed enthusiasm for our glorious new
nationalism. I think this spurious patriotism has hurt the
average Canadian in his pocketbook, his opportunities, and
most of all in his morale. ²

Alan Heisey

For however incoherent in its expression, this country
has a rage to live. 3

Abraham Rotstein

In 1958 the Royal Commission Report on Canada's Economic Prospects
(the Gordon Report) dealt briefly with foreign ownership of Canadian
industry. A decade later there was an upsurge of interest in this Canadian
problem. Between 1968 and 1972 the three following studies were
published under the auspices of the federal government:
1. Foreign Ownership and the Structure of Canadian Industry: Report of

the Task Force on the Structure of Canadian Industry, 1968 (the
Watkins Report)

2. The Eleventh Report of the Standing Committee on External Affairs
and National Defense, Respecting Canada-United States Relations,
1970 (the Wahn Report)

3. Foreign Direct Investment in Canada, 1972 (the Gray Report)

The Gordon Report 4

In June 1955, during the heyday of C.D. Howe, the crusty czar of the
Department of Trade and Commerce, a Commission chaired by Walter
Gordon was appointed to study Canada's economic prospects. Gordon
had turned down an offer to serve in the St. Laurent Cabinet because of
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his disagreement with Howe's policies. He was becoming concerned about
the "open door" policy of the government and its long-range adverse
effects on Canada's political independence. This is how Gordon's
biographer describes that time:

While Canadian politicians paid lip-service to the independence of Canadian
interests, this notion was unconventional in 1955 for someone close to the
Liberal party. All federal political parties were loyal adherents of the Western
alliance with its Cold War assumptions and its presumption of American
righteousness. The progress of mankind, and Canada, was almost universally
seen to rest with the unimpeded leadership of the American colossus. Within
that mental framework, it was difficult to conceive of separate Canadian in-
terests. Canadian resources were needed to fire the furnaces of the American
economy; the exploitation of these resources would bring prosperity to
Canada; expanding American economic power was needed to hold the
frontiers of the Free World; and Canadians, among others, were all citizens in
that Free World. A thousand speeches since 1948 had reminded Canadians of
their privileged position in that scheme of things. If Canada were to adopt an
independent stance in relation to the United States, it would have to be within
the very narrow margins allowed by this overriding community of interest
recognized by all parties. For the Liberal party, with its continental economtc
perspective, the margin for manoeuvre seemed even smaller. 5

The preliminary Report was presented in December 1956 and the final
Report was published in April 1958. In the meantime the government had
changed hands; the Diefenbaker years had begun. Both governments
ignored the moderate proposal for change in Gordon's Report. C.D.
Howe called the views expressed in the Report "some of the greatest rot"
he had ever heard. 6

The Report dealt with a wide spectrum of economic matters and ven-
tured a number of forecasts up to the year 1980. They dealt with
population increase, economic growth, national energy, tariff and
commercial policy, wheat marketing, regional development, manpower
and educational policy. The Commission's forecasts were predicated on
the assumption that there would be no major wars, recessions or mass
unemployment.

Although the policy recommendations regarding foreign investment
were modest, they nevertheless stirred up controversy. The Commission
stated that foreign investment had brought advantages to Canada and
would continue to do so. But it suggested that investment from outside
Canada should not continue without some corrective measures. Other-
wise, the Commission warned, concern among Canadians "could lead to
actions of an extreme kind being taken at some future time." With this in
mind, it recommended more foreign investment in the form of debt rather
than equity capital; at least 20 or 25 per cent of Canadian equity
ownership in foreign-owned companies; more Canadian personnel in
senior management positions; use of Canadian engineering services and
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Canadian-made goods by foreign-owned corporations; public disclosure
of their financial operations; incentives for more Canadian participation
in foreign-owned companies via changes in the tax laws; control of
Canadian banks and life insurance companies by Canadians; greater
flexibility in the investment policies of life insurance companies and other
financial institutions.

The Commission did not set a timetable and did not recommend that
these measures be made mandatory. Rather, it counseled reliance on
goodwill and, at the most, on tax concessions. Altogether, the recom-
mendations did not add up to a drastic change in policy and no action was
taken on the Report. Nevertheless, it marked the beginning of a growing
awareness among some Canadians that there are costs as well as benefits in
foreign ownership.

The Watkins Report

In 1967 Melville H. Watkins, an economist at the University of Toronto,
was appointed chairman of the Task Force assigned to study the structure
of Canadian industry with special reference to foreign ownership. (Walter
Gordon was at this time in the Pearson Cabinet where he enthusiastically
favoured this inquiry—but quite a few of his colleagues were opposed.)
The Task Force also included Abraham Rotstein, another professor at the
U. of T., who occupies an important place in the ranks of Canadian
nationalists.

The Task Force presented its Report entitled Foreign Ownership and the
Structure of Canadian Industry in January 1968. 7 This exhaustive study
details the extent of foreign ownership in Canada. It indicates that by 1963
foreign ownership in the Canadian manufacturing industries had in-
creased to 54 per cent, in the mining and smelting industries, to 62 per
cent. Total foreign investment in Canada had grown to $33 billion in
assets by 1964.

The Report states at the outset that national independence and
economic growth are uppermost goals in the minds of Canadians. It
reviews and considers a large number of elements of foreign ownership
and their effects on Canada. The Task Force cautions that Canadian
policy toward foreign investment has been piecemeal and gradual within a
policy framework provided by a "favourable attitude on the part of
Canadian governments at all levels toward foreigners who wish to invest in
Canada." The Report asserts that "the major deficiency in Canadian
policy has not been its liberality toward foreign investment per se but the
absence of an integrated set of policies, partly with respect to both foreign
and domestic firms, partly with respect only to foreign firms, to ensure
higher benefit and smaller costs for Canadians from the operations of
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multinational corporations." s The Report insists that new policies aimed
at greater benefits from foreign investment must take "full account both
of the constitutional rights of the provinces and the property rights of
foreign owners." 9

The Task Force recommended the establishment of a special agency to
coordinate policies governing multinational companies. Its tasks would
include gathering of data on foreign-owned firms, facilitating inter-
national cooperation and examining taxation procedures to ensure that
Canada would get its just share of taxes. Furthermore, it was recom-
mended that multinational companies be required to file returns with the
government and make them available to the public; that the provisions of
the anticombine legislation be strengthened while still allowing suboptimal
firms to merge; and that the Canada Development Corporation be created
as a large holding company "to assume a leadership role in Canada's
business and financial community ... ," with special emphasis on
resource development and the rationalization of Canadian industry.

To deal with the so-called issue of extraterritoriality, the Task Force
recommended that a government export trade agency be created with
power to ensure that export orders are filled. Where an American sub-
sidiary would refuse to fill the order (in compliance with U.S. legislation
governing trade with enemy countries) the agency would assist in having
the order filled with a Canadian-owned firm. Failing that, the agency
would purchase the item for resale to the customer. It would be a criminal
offense to refuse to sell to the agency.

Tax incentives were recommended to encourage foreign-owned sub-
sidiaries to offer shares to Canadians. The Task Force also favoured
measures to exempt the subsidiaries from antitrust orders and balance-of-
payments guidelines originating in foreign countries.

When the Report was tabled in the House of Commons on February 15,
1968, it was presented significantly as "an expression of the views of the
members of the Task Force and not those of the government."

The Wahn Report

The Wahn Report, named for Ian Wahn, the chairman of the Committee,
was presented in July 1970, and covers much the same ground as the
Watkins Report. The major recommendations of this Report centre on:
improving the efficiency of Canadian-owned firms; more Canadian equity
participation in foreign firms (51 per cent of voting shares in important
sectors); counteracting American jurisdiction over U.S. subsidiaries in
Canada; establishing a Canadian Development Corporation; forbidding
takeovers in "key sectors" of the economy; and establishing a Canadian
Ownership and Control Bureau that would provide information on
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foreign-owned firms and supervise takeovers of Canadian firms. In case
foreign-owned firms refuse to sell to certain countries, the Report
recommended that they be compelled to comply with the public utility
regulations applicable to railroads and telephone companies.

Although this Report did not come with any drastic new proposals, it
reflected a mounting concern on the part of Canadian parliamentarians
about the effect of foreign ownership in Canada. Abraham Rotstein
commented on the Wahn Report in The Canadian Forum and issued this
warning:

This is probably the last chance we will have for an all-party endorsation of a
foreign investment programme. In a country already sharply divided on the
issue, the government can only expect more dissension rather than less if it
fails to move. More radical solutions than the Wahn Report will undoubtedly
receive greater impetus if all we get is more foot-dragging by the government
in the fall. 10

The Gray Report

Foreign Direct Investment in Canada (the Gray Report), published in
1972, further elaborated the disturbing figures on foreign ownership in
Canada. It reiterated the sentiment that Canada has benefited from im-
ported capital and technology but that there are also definite dis-
advantages in the form of increased dependency on the U.S. and a con-
sequent loss of Canadian identity.

This Report, prepared under the direction of the Minister of Revenue,
Herb Gray, dwelt at some length on the dangers to the integrity of a
Canadian culture resulting from foreign, and especially U.S., ownership.
After reminding the readers that a distinctive indigenous Canadian culture
will depend on domestic talent and creative capabilities, rather than the
creation of barriers to foreign influence, the Report warned:

But it must also be recognized that the creation and development of such
Canadian capacities can be stifled if Canada is inundated with influences from
other countries which are much larger or much more developed than Canada.
The large volumes of United States direct investment in Canada constitute an
important part of the massive American influence on Canadian society,
although certainly not the largest portion of it. Prohibiting further United
States investment would by no means ensure the emergence of a viable and
attractive Canadian culture. Some further capacity to control such investment,
however, may contribute to the creation of a strong national identity and a
stimulating and distinctive culture. 11

The main recommendation of the Gray Report was the establishment of
a screening agency which would be given extensive power to supervise the
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operations of foreign-owned firms and to review all foreign direct in-
vestment in Canada. The agency would be empowered to block in-
vestments that contribute nothing to the Canadian economy. The Report
favoured this somewhat flexible approach over the "key sector" or "fixed
rules" approach, since it was feared that the latter might well block in-
vestments in certain areas that would result in considerable economic
benefits.

The Report was leaked to the editors of The Canadian Forum who took
the unprecedented step of publishing a major portion in the December
1971 issue of that publication. The editorial committee explained: "Our
purpose is to induce the Government to release the full text and, we hope,
to act on its recommendations." The same committee offered this
evaluation of the Gray Report: "The policy proposals are feasible and
straightforward. The report is an excellent document of its kind. It should
prove a sound guide to those who are concerned with the level of foreign
ownership in this country and to those who are seeking furtherin-formation."¹²

The bill introduced in May 1972 did not meet the expectations of the
nationalists. It was an innocuous piece of proposed legislation that applied
only to new takeovers and not to internal expansion or new developments
of foreign-owned firms. The new measures died on the order paper with
the dissolution of parliament in September 1972.

Legislation to govern certain aspects of foreign ownership in Canada
was again introduced by the succeeding Trudeau government, and on
April 9, 1974, the Foreign Investment Review Act became law. This
legislation set out a number of criteria by which takeovers of Canadian
firms and the establishment of new businesses by nonresidents were to be
judged. Such takeovers and new businesses would only be allowed if they
were considered "of significant benefit to Canada." A special Foreign
Investment Review Agency (FIRA) was established to administer the Act.

Patching the Fence

The rapid growth of foreign ownership in Canada, especially since the
1950s, does not mean that the Canadian government did not take any
action in protecting certain segments of the Canadian economy against
foreign domination. Government policies focused on certain key sectors,
such as finance, communication and transportation. Crown corporations
were established, including the Canadian Broadcasting Corporation, Air
Canada and the Canadian National Railway. The Canadian Transport
Commission, the National Energy Board (NEB) and the Canadian Radio-
Television Commission (CRTC) are among the major government
agencies supervising certain sectors of the Canadian economy. For
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example, the CRTC has established certain restrictions on imported
programs and minimum quotas for Canadian-content broadcasting. 13

In the mid-1950s, six Canadian life insurance companies were purchased
by foreign-controlled firms. Subsequently, amendments in 1957 to the
Canadian and British Insurance Act provided for the "mutualization" of
Canadian insurance companies and stipulated that a majority of directors
be Canadian residents. In 1965 the limit of foreign ownership of banks
and insurance companies was placed at 25 per cent. In 1967 the maximum
ownership by any one shareholder was set at 10 per cent by amendments to
the Bank Act. Mercantile Bank, the only foreign-controlled bank, was
given time to comply.

The Broadcasting Act of 1958 set a ceiling on foreign ownership of any
broadcasting undertaking at 25 per cent. Applicants for licences were
required to be Canadian citizens. Oil and gas leases in the Yukon and the
Northwest Territories were to be granted only to Canadian citizens or to
corporations of which at least 50 per cent of the shares are owned by
Canadian citizens. In 1965 amendments to the Income Tax Act and the
Customs Act effectively prevented the takeover of newspapers and
periodicals, as well as the establishment of new newspapers and
periodicals, by foreign-controlled firms.

On March 31, 1966, Robert Winters, the Minister of Trade and
Commerce, issued a set of guiding principles of good corporate behaviour
for Canadian subsidiaries of foreign firms. The guidelines encourage these
subsidiaries to pursue sound growth potentials, maximum com-
petitiveness, market opportunities in and outside Canada, and a pricing
policy that will provide a fair return for the company and for Canada.
They admonish the subsidiaries to procure more Canadian supplies; to
engage in more research and development in Canada; to process more
Canadian resources; to retain a sufficient share of earnings; to include
more Canadian citizens in management; to provide for more equity
participation by Canadians; to divulge more information; and to give
support to national objectives and Canadian institutions. These guidelines
were voluntary and amounted to nothing more than the expression of a
pious wish. 14

Further measures affecting taxation policy, research and development,
and the establishment or expansion of Canadian businesses and designed
to enhance Canadian ownership and entrepreneurship are scattered
throughout a number of federal and provincial pieces of legislation. The
Canadian Development Corporation (CDC) was established in 1971 with
the aim of helping to develop strong Canadian-controlled firms and to
provide greater opportunities for investment by Canadians. Other
programs aimed at assisting Canadian-controlled firms are administered
by the departments of Industry, Trade and Commerce, and Regional
Economic Expansion, and the Bank of Canada. They are: the Industrial
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Research and Development Incentives Act (IRDIA); the Program for
the Advancement of Industrial Technology (PAIT); the Defence Industry
Productivity Program (DIP); the Shipbuilding Assistance Program;
the General Adjustment Assistance Program (GAAP); loans by the
Industrial Development Bank (IDB); and regional incentives grants.

In 1970 the Trudeau government blocked the sale of a substantial share
of Denison Mines Ltd., Toronto, to a U.S. firm. Denison Mines Ltd. is a
major producer of uranium at Elliot Lake, Ontario. The government
based this action on the crucial importance of uranium. Subsequent new
regulations restricted foreign ownership of Canada's uranium industry to
about 33 per cent; no single foreign investor is allowed to hold more than
10 per cent of the total shares.

Despite these protective measures, Canadian policy with respect to
foreign ownership is one of the most liberal in the world. The expansion
of foreign control over the resource and manufacturing industries in
Canada and the strong cultural pull from the United States continue
unabated. This is how A.W. Cockerill, a British observer, describes the
effects of Canada's position of dependency:

... Canada has already been cast in the American economtc mould and there
is simply nothing Canadians can do to extricate themselves from it. Canada's
governments, both provincial and federal, appear too preoccupied wtth the
wheeling and dealing domestic issues of federalism, who has dominion over
off-shore oil and mineral rights and the like, to pay much attention to the
emerging continental resources policy of the U.S. Government.

The same author offers little hope for the future of a viable, independent
Canada. He gloomily predicts:

Hope may spring eternal, but the harsh fact becomes clearer as time passes
that Canada, as a sovereign nation, has about twenty years left—thirty at the
most—before it will be effectively submerged in the pea soup of the American
dream. One is prompted to suggest that one nation's dream is another's
nightmare. At that time Canada will no longer be distinguishable as a separate
and independent nation except, perhaps, in name only. 15

Since it would stimulate competition, the Canadian Development
Corporation was seen by many as a means to counter the inroads of
foreign investors. At the end of 1976 the CDC had assets of over $1.5
billion, had direct or indirect interests in approximately 150 companies
and ranked 16th by assets and 36th by sales on The Financial Post's list of
the top 200 industrials. Among some of its holdings are Polysar
Ltd.(100%)—a company that makes rubbers, latex and plastics in North
America and Europe; Connlab Holdings Ltd. (100 %)—a pharmaceutical
and biological company with branches in Canada and Denmark; and
Texasgulf (30.3 % )—a natural-resource company operating in Canada, the
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U.S., Mexico and Australia in the field of base metals, oil, gas, potash
and sulphur. In 1975 CDC Oil and Gas Ltd. was formed following the
acquisition of 60 per cent of the Canadian oil and gas holdings of Tenneco
Inc. CDC also owns 60 per cent of Petrosar Limited, which in the fall of
1977 completed construction of a $650 million refinery/petrochemical
complex near Sarnia.

CDC's shares went on sale to the public in August 1975. To the critics
who say that CDC has done nothing to stop foreign takeovers or create
new jobs, the CDC's spokesmen point out that these were not among the
government's goals . 16

It is obvious that Canada's prospects for reclaiming a large share of its
economy through competition are bleak in light of the extent and
characteristics of sectors now under foreign ownership. There is a major
difference between the Japanese policy of limiting foreign direct in-
vestment from the outset and the Canadian position which has a long
history of outside control. Historical trends cannot easily be changed. To
be sure, Japan's closed-door policy is now changing. Furthermore, Japan
is much more dependent on foreign resources than Canada, making it
more difficult to maintain its independence. Yet the results of its
deliberate policy compare favourably with the Canadian situation.

A significant area of public concern is the high level of foreign
ownership in the resource sector, particularly that of fossil fuels. The
renewed concern about energy costs and foreign ownership has resulted in
stronger demands for more Canadian control and ownership in this sector.
Provincial governments and the federal government have recently moved
into this industry. The federal government has a share in Panarctic, a
consortium active in the Arctic Islands. Together with the Alberta
government, it has invested $600 million in the Syncrude project, a
consortium established to develop the Alberta tar sands. The Alberta
government is pouring an additional $200 million into the Syncrude
development for supportive facilities. The federal government has also
established the new crown company Petro-Canada. When Donald
Macdonald was still the Minister of Energy, Mines and Resources, he
stated that the government did not plan to use Petro-Canada as a vehicle
for nationalizing the Canadian petroleum industry but as a supplement to
existing exploration and development.

By October 1976, FIRA had resolved 245 applications of which 173
takeovers were allowed, 34 were disallowed and 38 were withdrawn. It has
negotiated with applicants for more favourable conditions for Canada in
terms of local production, research, employment, exports and other
benefits. Some believe that these negotiations have led to important
concessions adding to the benefits accruing in Canada. However, others
have argued that many companies do not live up to their commitments and
that the Agency has failed to enforce such commitments.17
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Presently the Act applies only to new acquisitions of Canadian firms; it
does not apply to new direct investments by foreigners, nor to the ex-
pansion of foreign-owned firms. The section of the Act applicable to new
investments and expansions was initially scheduled to go into effect
shortly after the Act became law. But nothing happened, reportedly
because of provincial opposition to restraints on foreign investment. The
provinces are reluctant to see their opportunities for attracting capital
restricted on account of federal regulations. Furthermore, the federal
government is wary of scaring off any of the foreign capital much needed
by corporate and governmental borrowers in the face of a massive current
account deficit. Obviously, this area too is fraught with pitfalls for federal
and provincial politicians, but equally obvious is the fact that Canada
must face the issue squarely; and that opens a Pandora's box of problems
related to regional disparity and federal-provincial disagreements.

Kati Levitt has correctly pointed out: "In the absence of effective
federal initiatives to provide the means of mobilizing and directing
Canada's resources towards the elimination of regional disparities, the
provinces will reinforce the continentalist trend by joining the competitive
scramble for foreign investment." 18 This puts the finger on a sore spot in
Canada's political existence, and it is unfortunate that the long-range
vision required to assess the needs of Canada as a whole is largely absent.
This lack of vision results in continuous jockeying for position and petty
squabbling in federal-provincial relations.

The Auto Pact

The Canada-U.S. Auto Pact negotiated in 1965 is interpreted in con-
flicting ways by the continentalists and the nationalists. One side points to
the increase in jobs and incomes, whereas the other side emphasizes the
heavy costs in terms of further dependence on foreign-owned cor-
porations.

In 1962 Canada's balance-of-payments deficit with the U.S. amounted
to $850 million of which the trade deficit in automotive and truck parts
accounted for $580 million. In 1964 Canadians bought 7.5 per cent of cars
produced in North America, but only 4 per cent of the total was produced
in Canada (in foreign-owned plants). The producers were hampered in
their desire to rationalize production because of tariff and other re-
strictions. To meet both Canadian and American needs, Prime Minister
Pearson and President Johnson signed a new agreement providing for a
free flow of automobiles and parts across the Canada-U.S. border, which
took effect in January 1965 and was to be reviewed in 1968. The
safeguards of the Pact are these three provisions: (1) a minimum annual
level of Canadian automobile production, based on the value of
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automobiles and parts produced in Canada in 1964; (2) as sales increased,
so would production increase in Canada by at least 50 per cent of sales; (3)
the four major automobile producers agreed in a "letter of commitment"
that production in Canada would increase during the next three years by
$240 million over the minimum levels provided in the Pact.

In June 1967 the Canadian government announced that 16,000 new jobs
were created, new plants had been established and existing ones expanded.
Production increased dramatically. Canadian hopes for more employment
and an improved balance-of-payments position with the U.S. were
realized. In 1970 Canada's balance-of-payments position in automotive
trade showed a surplus of $200 million, although the net deficit for
Canada during the six years the Pact had been in effect was still $2 billion.
The 1970 Canadian surplus caused consternation in Washington and
started a discussion about dropping some of the safeguards. But the
situation soon turned in favour of the Americans again.

Between 1973-76 the total Canadian auto deficit with the U.S. climbed
to $4.3 billion. But in other ways too, the results of the Auto Pact were not
without costs. Streamlining by the auto makers and the loss of the
protective tariff put heavy pressure on independent Canadian-owned parts
manufacturers. Many went out of business or were taken over by
American firms. By 1971 American firms owned half and controlled 80
per cent of the Canadian automotive parts industry. The Liberal govern-
ment proudly points to the impressive rates of increase in Canadian car
production and employment resulting from the freer flow of cars and
parts between Canada and the U.S. However, others emphasize the
further loss of Canadian independence in a major branch of manufac-
turing. Jim Laxer writes:

Had the Auto Pact not emerged, Canada would have been forced to take
protective steps to guarantee the reservation of Canada's market for the sale of
cars produced in this country. Considering that Canada's auto industry is
almost entirely foreign-owned, there would have been long term pressure in
favor of producing a Canadian car, either with government assistance or
public ownership. The Auto Pact had the effect of preventtng pressure to
follow the Swedes and other Europeans, who have produced their own cars. 19

The various positions on foreign ownership in Canada can roughly be
divided into these three categories: continentalists, nationalists and
socialists. Needless to say, these distinctions are somewhat arbitrary and
not everyone can be categorized in terms of them.

In Defence of North American Integration

The continentalists have had the most influence in the past, which is
obvious from the extent of foreign ownership in Canada. Those who hold
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this position are mainly adherents of a free market economy with its
emphasis on efficiency, competition and maximum economic growth.
This laissez-faire outlook has greatly accommodated foreign-owned firms
in buying their way into the heartland of Canadian industry. The con-
tinentalist adheres to the position that national boundaries should not
inhibit the free enterprise system.

It is safe to venture that most Canadians identify the good life with
economic growth stimulated by a sophisticated technology. The good life
and a rising standard of living are generally considered to be synonymous.
This drive for economic growth underlies the eagerness to serve as the
junior partner to the U.S. Hugh G.J. Aitken has summed it up thus:

The frontier of development in Canada is no longer a frontier of settlement
producing agricultural staples for Europe; it is a frontier of capital-intensive
resource industries producing raw materials for the United States.
Development, therefore, to the extent that it is based on these staples, must
be in the direction of continental integration along north-south lines. This
would still be true even if all the capital required for the development of these
resource industries came from within Canada. tn fact, however, the pull of the
American market is reinforced by the corporate linkages that result from heavy
dependence on American capital and technology. 20

The U.S. government has consistently viewed Canada in terms of a
continental economy. Testifying before the Wahn Committee, George
Ball, U.S. Undersecretary of State, advised that we should "recognize the
imperatives of an evolving world and the increasing obsolescence of the
nation state as an economic unit." 21 The U.S. government has various
ways of bringing pressure to bear on Canadian officials, many of whom
appear anxious to please our neighbour to the south. When the Pearson
government in 1965 and 1966 introduced legislation to curtail foreign
ownership of Canadian banks, a great deal of pressure was put on the
Canadian government on behalf of the First National City Bank of New
York (the owners of the Mercantile Bank of Canada). The U.S. govern-
ment sent this note to Ottawa on April 7, 1966:

The Embassy has been instructed to remind the government of Canada of the
concern with which the United States government viewed certatn aspects of
the banking legislation introduced in Parliament last year but not
executed... , and express the hope that the banking legtslation to be tn-
troduced this year will not contain provisions discrtminating agatnst
American-owned banks. 22

Another source of pressure in favour of Canadian-U.S. integration
consists of a number of agencies aimed at smoothing the flow of capital
and goods across the border. The National Industrial Conference Board
and the Arctic Institute have provided information and services to
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facilitate U.S. investment in Canada. The Canadian-American Committee
was established in 1957 to study the interrelationship between Canada and
the U.S. It did much to encourage the expansion of U.S. investment in
Canada.

John Fayerweather, Professor of International Business in the Graduate
School of Business Administration, New York University, favours the
continentalist approach. He writes that the evidence gathered by those
who have studied the matter extensively "fits a generally perceived
Canadian view that there is a trade-off between economic benefits of
foreign investment and loss of control of national affairs." ²³  Professor
Fayerweather has undertaken a study of Canadian opinion and predicts
that the long-run prospect is for Canada's economic integration with the
U.S. since that will meet the desire for a higher standard of living. He
concludes:

My reading of past history and current influences leads me to expect that the
main economic and government policy decisions will be governed by the
second basic trend: the evolution toward integration. The attitudtnal
pressures for national identity would be satisfied to a large degree, as they are
today, by measures which protect cultural and national tdentity, along with
limited economic measures by which Canadian identity can be preserved with
a minimum sacrifice to the standard of living. 24

The most outspoken supporter of continentalism among academics was
the late Canadian economist Harry G. Johnson. Professor Johnson did
not mince any words. He referred to the issue of foreign ownership as a
"spurious problem." He further asserted: "Insistence that it is a real
problem seems to me a piece of hypocrisy perpetrated by commercial
greed aiming to exploit the Canadian inferiority complex under the guise
of patriotism. . . ." 25 He was not in the least afraid that the identity and
independence of Canada would be undermined should its political
leadership decide that the best interests of Canada and the U.S. were
identical.

The tariffs imposed to protect Canada's secondary industry lead to
inefficiency, Johnson claimed. He favoured abolishing the tariffs so that
Canada's manufacturing products could be sold on the much larger
American market. He called the fear that the removal of tariffs would lead
to a decline of Canadian manufacturing "part of the mythology of
nationalism," which assumes that a large manufacturing sector protected
by tariffs is essential to economic development and national in-
dependence. He continued: "Independence, to my mind, and according to
both the empirical evidence and the best tradition of the English novel,
comes from the enjoyment of a high income; it is hard to see how a nation
can be made more independent by lowering its citizens' standard of living
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and forcing them to earn their livings in occupations at which they are
inefficient." 26

Dismissing two main causes of the nationalists' concern, namely, a high
level of imports from the U.S. and the growing U.S. investment in
Canada, Johnson argued that "neither imports of American goods nor
imports of American capital acquire voting rights in Canada, so Canadian
independence as embodied in the sovereignty of Parliament can hardly be
threatened that way...." He suggested that what he called the "anti-
American sentiment" among Canadians is "closely connected with a
certain immaturity in the Canadian national character, expressed in the
unwillingness to accept the fact that Canada is, except from the
geographical point of view, a small country. Unlike the citizens of other
small countries bordering on large countries, Canadians are not prepared
to content themselves with the advantages that can be derived from small
size, but set themselves the impossible aspiration of equalling the United
States, and, still more impossible, of getting the United States to treat
them as equals." 27

Johnson asserted that "far from contributing to the growth of a
stronger, more independent, and identity-conscious nation, Canadian
nationalism as it has developed in recent years has been diverting Canada
into a narrow and garbage-cluttered cul-de-sac." 28

He rested his defence of complete integration on economic liberalism.
Within that context the free market is elevated to the highest authority,
economics is viewed as a science where the criterion of efficiency is ab-
solute and a high standard of living becomes the overriding goal. Given
this laissez-faire framework, it is not surprising that Johnson considered
Canadian nationalism a threat.

Johnson expressed these views in the early 1960s. Since that time our
accommodation to U.S. interests has continued in the context of Canada's
own commitment to a growing standard of living. Nonetheless, a small but
determined band of Canadians has become more vigorous in their op-
position to what they call the Canadian sellout.

In Defence of Canadian Autonomy

A number of persons deserve specific mention in terms of their ef-
forts—sometimes against terrific odds—to awaken their fellow Canadians
to the danger of losing their nationhood. Notable among these are Walter
L. Gordon and Eric Kierans, who have centred their attention on the
economic area, and Abraham Rotstein, George Grant and Bruce Hut-
chison, who have raised searching questions about the very foundation of
Canadian society. One could say that the first group is preoccupied with
repatriating the Canadian economy, while the second group is aware that a
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much more fundamental shift of priorities in our entire lifestyle is
demanded.

Repatriating the Economy

After World War II, Walter L. Gordon, a Toronto businessman, was one
of the first to speak out against the harmful effects of foreign investment
in Canada. In the mid-fifties he headed the Royal Commission studying
Canada's economic progress. The final report of this Commission
hesitantly pointed to some troublesome aspects of foreign ownership and
hinted at ways in which the tide might be turned (see above). Gordon
joined the Pearson Cabinet in 1963 and as ill-starred Minister of Finance
introduced a number of unpopular measures aimed at slowing down the
takeover of Canada's industries and resources by Americans. He in-
troduced a controversial 30 per cent tax on the sale of Canadian com-
panies to nonresident firms, which was soon withdrawn in a crossfire of
opposition and ridicule. Gordon left the Pearson Cabinet in 1965 and
rejoined it in April 1967 until March 1968. He was instrumental in
establishing the Watkins Task Force in 1967, which advocated a number
of measures to safeguard Canadian industry from foreign ownership.
However, he proved to be quite ineffective in persuading Prime Minister
Pearson and the other Cabinet members that foreign ownership was an
urgent problem.

Gordon wrote three books, Troubled Canada: The Need for New
Domestic Policies (1961), A Choice for Canada: Independence or Colonial
Status (1966) and Storm Signals: New Economic Policies for Canada
(1975), in which he urged the Canadian government and the Canadian
people to regain control over their economy. He warned in A Choice for
Canada:

Too much of Canadian industry is controlled abroad. Because of thts,
foreigners, with the help of their Canadian friends and agents, wield far too
great an influence, both directly and indirectly, on public policy in Canada.
This control and this influence will not be changed by exhortation or by
speeches. We have had our fill of both. What is required is not more speeches
but action of a specific kind.... We still have a choice. We can do the things
that are necessary to regain control of our economy and thus maintain our
tndependence. Or we can acquiesce in becoming a colonial dependency of the
United States with no future except the hope of eventual absorption. 29

Writing in the September 1972 issue of Maclean's he stated that Canada
had only a last chance to survive as a distinct nation. He spelled out his
proposals for specific steps to encourage Canadian ownership of
Canadian industry. As a long-time member of the Liberal party, he
cautioned the government: "If Pierre Trudeau does not announce some
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major changes in his policies, I expect some of us will decide, on the day of
the election, that we must put the future of our country first. " 30

In his book Storm Signals, Gordon presents a plan for recovering
control over major sectors of the Canadian economy by buying out the
owners of the largest foreign-owned companies. He insists that the method
chosen must be fair to the investors, and suggests that as a first step
members of parliament adopt a resolution stating that the foreign owners
of the larger Canadian subsidiary companies should, over a period of
years, sell out to Canadians. He writes that "larger" Canadian subsidiary
companies be defined as those with assets of $250 million. At the end of
1973 there were 32 of them. All other foreign-owned companies would be
left alone until they reached the $250 million mark.

Gordon outlines a five-stage procedure for buying out the foreign
owners of the 32 largest companies, as follows:
1. Buying up the companies in the resource sector with assets in excess of

$2 billion, over a period of one year or eighteen months. Only Imperial
Oil would qualify.

2. The next stage is spread out over three years and applies to companies
in the resource sector with assets over $1 billion. This category
would include Gulf Oil Canada and Shell Canada.

3. Stage three takes place within five years and applies to companies in the
resource sector with assets exceeding $500 million. Six companies
would be included.

4. The next step starts within seven years and involves all foreign-owned
manufacturing and commercial companies with total assets exceeding
$1 billion. This would apply to General Motors, Ford and Anglo-
Canadian Telephone.

5. The final stage is spread over ten years and takes in all other foreign-
controlled companies with total assets of more than $250 million.
This would involve 20 companies.
Gordon estimates that the total cost of this procedure would reach

about $15 billion, a figure well within Canada's capabilities. He fur-
thermore wants to restrict foreign share ownership of these companies in
the future to 25 per cent with the added stipulation that not more than 10
per cent may be owned by any foreigner or associated group.

In addition, Gordon recommends that Canadian-owned companies be
given the advantage of a tax rate 10 per cent below that of other companies
and that all government grants should only go to Canadian-controlled
companies. He asserts that if his suggestions were implemented, the
Canadian economic independence issue would be settled within a decade. 31

When Gordon introduced the 1963 budget containing a proposed 30 per
cent takeover tax on sales of Canadian businesses to nonresidents, Eric
Kierans, then Montreal Stock Exchange president, joined the chorus of
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condemnation. However, in 1966 Kierans reacted angrily to the new U.S.
guidelines for American subsidiaries abroad aimed at improving the U.S.
balance of payments but jeopardizing Canada's position. In his capacity
as Quebec's Acting Minister of Revenue, he wrote the U.S. Secretary of
the Treasury, Henry Fowler, protesting the new guidelines. Kierans took
strong exception to a speech in which Fowler had argued that U.S.
national interests and those of multinational corporations should be
reconciled and that the latter had an important role to play in U.S. foreign
policy. He concluded his letter: "I am not questioning your right to reduce
new direct investment to Canada but I do not believe that you can justify
your efforts to direct the reinvestment, dividend and financial policies of
Canadian firms. We hope that international companies, unlike armies of
occupation, will always have a role to play. To accomplish this, they must
conduct themselves as true citizens of the host country." 32

Speaking to the Toronto Society of Financial Analysts on February 1,
1966, he said in his forthright manner that the American guidelines
represented a tightening of the American grasp on our economy that
threatened the attainment of our own economic objectives, and they were
therefore an infringement of our political sovereignty.

In a discussion of multinational corporations, Kierans described the
characteristics of the corporation and particularly its continuity and in-
dividuality. Having mastered the limitation of time, the corporation now
wishes to overcome the limitation of space and range all over the globe.
Kierans mockingly wrote:

A self-respecting, self-existing, self-acting, self-propelling corporation
should be able to go anywhere without being tmpeded by national govern-
ments that may have their own idea about the development and priortties of
their economies.... Wtth immortality and extension, the corporation would
be complete unto itself. tts continued existence everywhere would be assured.
Beholden to no other authortty it need only get on with the job. ³³

Kierans contests the notion that the interests of the "cosmo-
corporation" and the national community are identical. He points to the
corporation's primary concern with market control and profits, citing
from case histories to show that American foreign direct investments have
been immensely profitable for these corporations but that this has given
rise to serious problems of dependency for the host countries. The
developing nations need new technology and capital, but the conditions
under which the cosmocorporation transfers them are in many instances
harmful and an increasing source of hostility, writes Kierans. In this
connection he refers to the U.S. surpluses in merchandise and returns on
investments in Latin America, Asia and Africa, to the tune of $4 billion
inflow per year from 1968 to 1971. 34 He concludes:
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The cosmocorp thrust will eventually deprive it of any friends —and no tn-
stitution can continue to exist in an environment of increasing hostility and
distrust. Unless the industrialized economies of the world reassess their
economic and commercial policies and attitudes toward the less advanced
nations, the environment in which the cosmocorp operates will become in-
creasingly unstable. 35

A man of such strong convictions about American ownership, Eric
Kierans encountered rough sailing in the Liberal Cabinet like Walter
Gordon before him. He grew more and more disenchanted with the
continued and stepped-up exploitation of Canadian resources by
American companies for the benefit of Americans, short-changing future
generations of Canadians. He wrote:

A generation that deliberately squanders a nation's natural wealth to enhance
its own standard of living, to live high off the hog, will have much to answer
for. A government that deliberately pursues a policy of selling off the natural
wealth of its people to achieve short-run gains in GNP breaks faith wtth its
own future. 36

In April 1971 Kierans left the Trudeau Cabinet because his views about
foreign ownership and economic policy collided with Trudeau's and those
of the majority of the Cabinet members.

The Committee for an Independent Canada

By the late 1960s the concern over the continuing expansion of American
ownership of major segments of the Canadian economy had become more
prominent. Abraham Rotstein vigorously pursued this theme on the pages
of The Canadian Forum. Out of this renewed sense of uneasiness over
Canada's nationhood a new organization emerged in 1970, the Committee
for an Independent Canada (CIC). Walter Gordon, Peter C. Newman,
Jack McClelland, Eddie Goodman, Mel Hurtig and Abraham Rotstein
were among the founding members.

The Committee is nonpartisan and seeks to create public awareness of
the threat to Canada's independence resulting from the takeover of
Canada's industry by foreign—mostly American—multinational cor-
porations. It addressed a petition to Prime Minister Trudeau with 170,000
signatures in support of a more Canadian-oriented policy respecting
development and ownership of Canada's economic resources. In 1972 the
Committee presented its first publication to the Canadian public,
Independence—the Canadian Challenge, edited by Abraham Rotstein and
Gary Lax. This collection of articles centres on the extent and effect of
U.S. power and influence in Canada. As the editors put it: "Taken
together they are the prime illustrations of our main theme: that
Canadians have lost the power to make key decisions over a significant
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and growing sector of our economy. If independence is defined as the
power to make decisions in the vital areas with which we are concerned,
then clearly we have been losing this independence at a rapid rate." 37

In September 1972 the CIC held a four-day policy conference in
Edmonton where a number of policy papers were discussed and adopted
dealing with various aspects of foreign influence over Canadian society.
The topics included an industrial strategy for Canada, technology, en-
trepreneurship, energy policy, ownership of land, trade unions, book
publishing, televison and radio, film industry, non-Canadian university
faculty members and the visual arts. The papers endorsed the recom-
mendations of the Gray Report aimed at reversing the trend toward in-
creasing American control over the Canadian economy.

These papers were published in book form in 1974 under the title
Getting It Back: A Program for Canadian Independence, again edited by
Abraham Rotstein and Gary Lax. 38 The editors explained that the
proposed policies were deliberately geared to the mainstream of public
opinion in Canada, avoiding appeals to sectarian philosophies or special
interests. "We lean to the pragmatic rather than the doctrinaire," wrote
the editors. 39 They concluded with this somber warning: "We find the
question `Do you want an independent capitalist Canada or an in-
dependent socialist Canada?' somewhat premature. Unless all of us
mobilize our energies, there is no assurance that we shall have a genuinely
independent Canada of any kind." 40

The Sellout of Natural Resources

Others have added their voices of discontent over the loss of Canadian
initiative and independence in economic matters. This discontent has
focused especially on the rapid development of Canadian resources by
American-controlled corporations and the export of nonrenewable re-
sources from Canada to the U.S. Major development projects, including
the James Bay hydroelectric project and the now abandoned Mackenzie
Valley pipeline, have come under vigorous attack. In his book Sellout: The
Giveaway of Canada's Energy Resources (1973), Philip Sykes, a former
Toronto journalist and editor, castigated the Canadian government for
failing to protect Canada's long-term interests.'"

Sellout discusses a work entitled Economic Development with
Environmental Security 42 which was written by four Dalhousie University
professors who assembled a mass of evidence to back their conclusion that
Canada's bountiful natural resources of water, gas and oil were being
squandered for the sake of short-term gains at the expense of future
development in Canada. They studied a proposed development in the
Maritimes and five case histories of proposals for the development of
Canada's energy resources. The five projects were the Columbia River
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treaty of 1964; the sale of Alberta's natural gas; the Alberta plan to reverse
the flow of rivers from north to south (now abandoned); Manitoba's
hydro development on the Churchill River; and Quebec's multi-billion
dollar James Bay hydroelectric development. The author of Sellout
summarized the conclusions reached by the Dalhousie Four as follows:

Canada, said the Dalhousie Four, is almost always the loser in big energy
deals, which are generally undertaken for short-term ends and with get-rich-
quick motivations. They are often launched on provincial initiative without
serious consideration of the environmental Costs or the damage to the
national economy. The usual purpose is to service industry in the United
States. The involvement of the federal government, the professors found, is
"consistently unimposing," even when the constitution provtdes a clear
mandate for action by Ottawa. 43

Until the summer of 1977, a twenty-seven-member consortium of
corporations (Arctic Gas) was preparing to build a huge pipeline
(estimated cost $10 billion) to transport Arctic gas along the Mackenzie
Valley to southern markets. Mr. Justice Thomas Berger, who conducted a
three-year impact study, had recommended to the National Energy Board
that no pipeline be built along the Northern Yukon, and that the
Mackenzie Valley pipeline construction be delayed for ten years. The NEB
rejected Arctic Gas's application, and instead approved a rival pipeline
from Alaska through the Yukon to the south. The proposals for these
large-scale resource projects and the resulting Berger hearings and report
have done much to focus public attention on the destructive nature of
resources development, in terms of the lifestyle of the native people as well
as the ecological effects. Whether this will result in any fundamental
changes in present consumption and industrial development patterns is
unclear. Much will depend on those who have to make the decisions, but
just as great is the responsibility of the "average Canadian." If there are
any still ignorant of these issues—as unfortunately many are—it is not the
fault of a number of articulate, concerned and hard-working Canadians
who have spelled out the critical dilemma Canada now faces.

Rotstein and the Precarious Homestead

Abraham Rotstein has made an important contribution to the debate on
Canada's nationhood. His book The Precarious Homestead (1973) is a
collection of his speeches and articles, many of which first appeared in The
Canadian Forum.

In 1964 Rotstein entered the debate with a critique of Professor Harry
Johnson's liberal economics. Johnson wrote that American capital in
Canada did not threaten Canada's political independence since economics
and politics are separate. Rotstein replied:

fl
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In the last analysis, it is the market mentality of the economic liberal which is
at the core of his political outlook: the market is impersonal and its par-
ticipants are anonymous buyers and sellers of the factors of production.
These factors, even if they are foreign, have no nationality since the market
recognizes only quantity and price and the only criterion for judgment is ef-
ficiency. Are American capitalists different from Canadtan capitalists? Of
course not. Are American workers different from Canadian workers? Is anyone
in Canada different from anyone in the United States? Not as long as he is
regarded merely as a factor of production on the market. But there is no
reason to mistake an economic abstraction, useful in analyzing market
behaviour, for a political reality. 44

In the opinion of Rotstein, the Canadian middle class is responsible for
selling out much of Canada's resources to the Americans. He writes that
no other business class "has presided so gracefully over its own
liquidation." He describes the contemporary businessman's mentality in
terms of the early homesteader's defence of his plot. "The truculent
posture of the Canadian business community when confronted by
reformist social and economic legislation is, we would argue, still rooted in
the proprietary imperatives of a homesteading mentality." 45 The question
is, How can we overcome this mentality and rezone the homesteads
without a paralyzing collision? To begin with, suggests this spokesman for
Canadian nationhood, a decentralized form of economic planning should
take place through the creation of industry councils for each sector of the
economy. Rotstein hopes that these councils would become fresh avenues
for business thinking in national terms and provide for the coordination of
public and private planning. 46

Rotstein also takes issue with the other side of this controversy, the
Left, which seeks the solution in wholesale nationalization. Rather,
Rotstein suggests, we should learn from the Swedish experiment. The key
to that understanding is the distinction between the title to property and
the functions (or powers) of this property. In other words, the political
structures should provide the framework within which economic activity
takes place. Therefore, struggle for independence must come first. In the
second phase, function should not be transferred from the corporation to
the state, but from the corporation to its members. "The critical issue is
the devolution of control, the attempt to institute greater democracy at the
work place and in the community, " 47 Rotstein asserts.

For this reason Rotstein disagreed with the Waffle Manifesto, a
statement adopted by the radical wing of the New Democratic Party
(NDP).48 Furthermore, he took issue with the Manifesto's reaction to the
United States. He insisted that there is another America than the one of
"militarism abroad and racism at home." He wrote: "A Manifesto which
pivots on a reaction to America at a low point in its history is, in my view,
not an enduring basis on which to construct the edifice of Canadian in-
dependence." 49
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"Americanization" is a worldwide process, Rotstein argues, in the sense
that it represents Western man's obsession with industrialization. The
multinational corporation has become of paramount significance because
it carries the process of industrialization forward on a massive scale.
Rotstein writes that the vital national interest is rooted in the major
features of twentieth century life; namely technology, the computer and
electronics. The new technology exerts great pressure on institutions and
human values, but Rotstein counsels against premature despair:

The essential ingredients of a mature approach to our new environment in-
volve both a fundamental shift in our political values in recognition of the
inexorable nature of technological interdependence, and a more conscious
and deliberate attempt to protect the human character of our institutional and
cultural endowment. No doubt the cost will have to be paid in terms of some
technological efficiency. 50

He sees the multinational corporation as an obstacle to national
existence because of the great web of decision making exercised in favour
of the home country and not of the host country. He warns that Canada,
with more than half of its manufacturing industry under foreign
ownership, is losing control in its own house. Therefore, he advocates
regulation of the multinational corporation of a kind that goes beyond the
traditional scope. "Instead, the aim should be to restore national control
over a much wider range of functions, from research and development
policy through to assuring the presence of Canadian personnel at the
operating and management levels. The objective of this regulation should
be to restore Canadian priorities on a broad front." 51

In writing about the massiveness of our society, its loss of personal
relations even in the teaching situation at the university, Rotstein gropes
for certainty in the human condition. Obviously, these are the searchings
of a deeply concerned man who senses that despair is just around the
corner. He writes:

The anonymous society must evoke from us a morality and a response ap-
propriate to its complex character, so that meaning and significance can be re-
defined in the new setting. The mass society is not amoral and certainly not,
in my view, immoral. But the nature of a new faith required to sustain our
activities in society, to give them meaning and purpose, has to be boldly
examined and re-defined. We will have to create, in this new "tribal world,"
new myths to sustain us, as ethos, as attitudes, as roads to the future.

Seeing a connection between the fast pace of modern living and the
distress of our times, he continues:

A fear sets in, and a peculiar kind of courage is required. We are bombarded
with impressions which the new media of communication fire at us in endless
salvoes. We must sort these more quickly, respond instantly, decipher the
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urgent from the trivial, the manipulations from the genuine pleas, and pursue
the moral intuitions which we cannot relinquish. tn an immediate sense we are
all, in this new era, unknown students. 52

Even if we fault Rotstein for seeking refuge in the creation of new
myths, we can nonetheless sense and appreciate his deep concern, the
compassion, the truth in much of what he writes about Canada's
surrender to the get-rich-quick approach. Rotstein does us all a service
when he tells us to slow down, to think again, to question the wisdom of
blindly worshipping "progress" à la technique and economic liberalism.

Marx Revisited

The nationalists of the Left are not plagued by the unsettling questions
raised by Abraham Rotstein. In their view, the choice is quite simply
between Canada as a socialist nation or Canada as a colony of the United
States. They view Canada's history in terms first of British, then of
American, exploitation of Canada's people and its vast resources. They
have amassed a wealth of evidence to suggest there is a great deal of truth
to what they say in criticism of traditional and current economic and
industrial development in Canada.

Within the past few years these defenders of Canadian nationhood have
worked hard to alert Canadians to the dangers lurking in continentalism.
Kari Levitt's Silent Surrender (1970) has been gratefully used by the
socialists. Melville Watkins, chairman of the Task Force that wrote the
Report on foreign ownership and the structure of Canadian industry in
1968, has played a prominent role in this movement. He coauthored the
book Gordon to Watkins to You in 1970. James Laxer has focused on the
energy resources development in his The Energy Poker Game (1970) and
Canada's Energy Crisis (1974). Close the 49th Parallel, etc.: The
Americanization of Canada, edited by Ian Lumsden (1970), and [Canada]
Ltd.: The Political Economy of Dependency, edited by Robert Laxer
(1973), also fit within this category. The last-named book contains a
collection of speeches on Canadian economic issues in the context of
American ownership and influence in Canada. In addition, members of
this group have published material in Canadian Dimension, The Last Post
and other periodicals.

The picture that unfolds from these writings is a Marxist critique of
capitalism. Capitalism is founded on individual liberty and laissez faire.
The "open door" policy was the result, and this evolved into a continental
system, with the U.S. as the metropolis in charge of the vital controls
(capital, management, markets) and Canada as the hinterland peopled by
"hewers of wood and drawers of water." This "sellout" was aided and
abetted by the Canadian business class anxious to enrich itself and in-
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different to the real and long-term welfare of its own nation. The
proposed solution of the socialist defenders of Canadian independence:
eliminate American ownership and control in Canada and nationalize all
industry—at least the "commanding heights" of the economy.

The Waffle Manifesto became the centre of debate at the 1969 Winnipeg
convention of the New Democratic Party. The opening statement
proclaims: "Our aim as democratic socialists is to build an independent
socialist Canada." The authors of the Manifesto consider the very survival
of Canada the most urgent issue facing Canadians. This survival is
threatened because corporate capitalism is the shaping force in Canada
reducing it to a "resource base and consumer market within the American
empire." All economic and social ills derive from this basis. "Capitalism
must be replaced by socialism, by national planning of investment and by
the public ownership of the means of production in the interests of the
Canadian people as a whole. "53 The Canadian working class and the trade
union movement must play a central role in building an independent
socialist Canada. The Manifesto predicts:

A socialist transformation of society will return to man his sense of humanity,
to replace his sense of being a commodity. But a socialist democracy implies
man's control of his immediate environment as well, and in any strategy for
building socialism, community democracy is as vital as the struggle for
electoral success. To that end, socialists must strive for democracy at those
levels which most directly affect us all—in our neighbourhoods, our schools,
our places of work. 54

The Manifesto was introduced at the 1969 convention by Mel Watkins
as an appeal to the NDP for a more radical kind of politics. David Lewis,
then national leader of the NDP, opposed Watkins and defended a more
moderately-worded resolution. Watkins and his Wafflers lost by a vote of
499 to 268. For a few years, this group played a prominent role as the
radical wing of the Canadian socialists. In 1972 it was expelled from the
Ontario NDP and since then its collapse was accelerated by serious in-
ternal divisions. 55

The Marxist concept of the crucial linkage between the productive
system and culture plays an important role in this camp. Writing in
[Canada] Ltd., a collection of articles by socialist authors, Professor John
Hutcheson of York University states: "Since social consciousness is
primarily determined by `social existence,' social consciousness in Canada
today has been readied for a study of Marxism by the crisis of imperialism
and de-industrialization we are now experiencing." 56 Another contributor
to this same collection sees the liberal ideology as one that fragments social
response, for it asserts the primacy of the individual and his rights. "It
creates the wholly self-regarding individual and the despotic social or-
der." 57
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The antidote to liberalism in Hutcheson's words is "a Canadian state
controlled by the working people which would serve as an instrument of
national liberation." 58 Mel Watkins called for taking control of the state
for the purpose of taking power away from the owners of the means of
production and giving it to the producers. He summed up his views:

To do this would be to release the creative energies of the people. We could
then begin to move to that humane and democratic soctety where the working
people themselves will directly control the conditions under which they work.
Then work, rather than being the oppression that it now is, would become an
expression of our humanity. 59

In discussing the nature of democratic socialism, the authors of Gordon
to Watkins to You assert that power must be redistributed to ordinary
people. They then quote the 1968 May Day Manifesto of the British New
Left. Since this statement unequivocally reveals the secular humanism at
the heart of modern socialism, it is worthwhile to consider it carefully:

Our own first position is that all the issues—industrial and political, in-
ternational and domestic, economic and cultural, humanitarian and
radical—are deeply committed; that what we oppose is a political, economic
and social system; that what we work for is a different whole society. The
problem is one of whole men and women who are now habitually relegated to
specialized ... fields, where the society offers to manage or adjust them by
this or that consideration or technique. Against this, we deftne socialism
again as a humanism: a recognition of the social reality of man in all his
activities, and of the consequent struggle for the direction of this reality by
and for ordinary men and women. 60

According to the Waffle Manifesto, a socialist transformation of
society "will return to man his sense of humanity, to replace his sense of
being a commodity." But how is that to be achieved? In Marxist fashion,
by wresting the power from the capitalists and giving it to the people. This
assumption is exceedingly crucial, for it involves the belief that man's
place in society is dependent upon his relationship to the means of
production. His social consciousness is determined by his "social
existence." Man is master and servant at the same time. He is master when
he owns the means of production; yet those means of production are
determinative. How can he then be the real master? The Marxists are
caught here in the old dilemma of humanism which results from the
assumption of human autonomy: man is thought to be autonomous and
competent to control nature, but he himself is part of that nature. That is
the core of the problem of modern technique. Technique is the means of
control (mastery) over nature, but in the process man, too, is tyrannized
by his own technique. Even Marx recognized this dilemma and searched
for avenues to "the realm of freedom" beyond "the realm of necessity"
(technique).
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Socialism is an effort to escape oppression by striving for real humanity.
To achieve that one must understand the core of man. Who is he? What is
he here for? Socialists answer those questions within the same frame of
reference from which liberalism emerged. As Bruce Hutchison put it, both
systems have "faith in wealth as the universal panacea." Charles Taylor,
professor of political science and philosophy at McGill University, has
expressed this dilemma as follows:

Socialism in its present definitions is closely tied up with the economtc self-
image whiCh it has borrowed from capitalist Civilization. Perhaps it would be
truer to say that both visions spring from the same civilization, born of the
Enlightenment and the growth of industrial society. 61

The socialists' faith—for that is what it is—makes them overlook the
fundamental problems of technique. Their solution is therefore far too
simplistic: expel the demon by expelling the Americans. They do not
concern themselves much about what is to happen after ownership is
restored to Canada and then centralized in the state. All the difficult
problems of "humanizing" techniques would still be there. Life cannot
be "humanized" by good intentions. Most importantly, the socialist
"solution" would eliminate certain significant distinctions between the
political and the economic—something which is bound to create other
serious distortions. Moreover, a long and tiresome succession of liberating
"revolutions" that turned sour should make us suspicious of grand and
sweeping solutions.

The foregoing is not to deny that Mel Watkins and his fellow socialists
have made many important contributions to a better understanding of our
situation. Their critique of the present course of industrialization in
Canada, dominated by the goals of American and Canadian business
interests, often deserves our support. Particularly, their warnings against
the reckless exploitation of our resources need to be heeded. The socialists
have brought into relief a real problem that calls for an alternative and
long-range industrial strategy.
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Summary
Since the 1960s the need to impose certain restraints on the operation of
multinational corporations has become more obvious to a growing
number of people. Central to this issue is the predominant role of
American-based multinationals in the world. An important contribution
to this discussion came from the French socialist author J.J. Servan-
Schreiber. In his book The American Challenge he warned against the
dangers of the American corporate presence in Europe and prescribed an
aggressive series of counter measures aimed at strengthening European
industry. He emphasized the imperative of staying in the forefront of
technological development and the need for a great deal more cooperation
within the European community.

A vigorous debate about this topic took place within the United Nations
organization in 1974 on publication of a commissioned report on the
multinationals. There appeared to be a consensus among the participants
that something in the way of an international agreement on multinational
corporations was required. This agreement would cover the most con-
troversial features of these corporations, such as ownership, capital and
technology transfer, taxation, marketing and employment. Third World
countries underscored the importance of bringing about a more equitable
balance of development and wealth in a world now marked by staggering
inequalities, but little progress was made in devising an international code
of corporate behaviour.

The economic ties between the West and the Third World were
profoundly affected by the dramatic price increase imposed by OPEC in
late 1973. This altered the capital flow in the world, placing severe stress
on the developed countries, but often having repercussions of a tragic
nature for the developing countries. The multinational corporations,
especially the giant oil companies, were at the centre of the new con-
troversy. The efforts of raw material suppliers in the Third World, for
example, the Andean Pact countries, to form a common front against the
developed countries did not meet with outstanding success. The con-
tention that multinational corporations are an excellent means of trans-
ferring the needed ingredients for industrialization to the Third World has
not been convincing in the face of the growing disparity between the
developed countries and the Third World.

Within the United States itself, there emerged a growing demand for the
introduction of restraints upon the large corporations, many of whom
belong to the multinational club. These efforts were further stimulated by
startling exposures of corporate illegal activity involving kickbacks, bribes
and other corrupt practices. The recommended reforms focused on the
imposition of governmental restraints on corporations from the outside,
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as well as on building a greater measure of accountability or
"democratization" into the corporate structure itself. Another set of
widely debated policies governing American-based multinationals was
aimed at improving the U.S. balance of payments, the national em-
ployment picture and export opportunities. Invariably, these protectionist
measures would work to the detriment of those countries in which
American subsidiaries are located.

The Canadian response to the overwhelming presence of multinational,
mostly U.S.-based, corporations has become more critical and articulate
since the mid-1960s. Three major reports on foreign ownership in Canada
were produced under the auspices of the federal government. All three
emphasized the mixed character of foreign ownership and recommended
new policies that would enhance Canada's economic and cultural identity.
A number of policy changes, aimed at reducing the relative size and im-
portance of foreign-owned corporations, were recommended, but the
response of the federal government was lukewarm and resulted in no
major changes in policy or direction.

In the private sector the debate about the issue of Canadian nationalism
versus our dependency on the United States was stepped up. The Com-
mittee for an Independent Canada, established in 1970, played a major
role in focusing the attention on Canada's unenviable position and the
need for drastic changes. The recommendations emanating from this
source centred on ways to repatriate important sectors of the Canadian
economy and to recover a greater measure of Canadian cultural
autonomy.

The socialists were the most outspoken opponents of what they termed
Canada's "hinterland" status. The left wing of the New Democratic Party
stridently demanded radical measures via nationalization. They placed the
dilemma in the perspective of the class struggle and the need for the
working class to assert itself and to attain political power.

Despite this renewed concern about the high level of foreign ownership
in the Canadian economy, the measures invoked by the federal govern-
ment brought about little change, the establishment of the Foreign
Investment Review Agency notwithstanding. Where efforts were made to
improve Canada's position vis-à-vis the U.S., as in the auto industry, they
proved to be less than a complete success.

The recurrent theme in the controversy surrounding multinational
corporations concerns their potential and real power to undermine the
integrity of the nation-state. It has become quite obvious that a fun-
damental critique of the very foundations of modern industrial societies is
needed.
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PART THREE:
PROBING FOR THE

ROOTS OF THE PROBLEM

Chapter 6
The Power of Technology
Nationalism can only be asserted successfully by an iden-
tification with technological advance: but technological ad-
vance entails the disappearance of those indigenous differences
that give substance to nationalism.'

George Grant

The argument against modern tools like the computer is, in the
end, an argument against reason itself. Not that a computer is a
substitute for reason. Quite the contrary, it is the product of
reason and it assists us in the application of reason. 2

Robert S. McNamara

... the natural tendency to think of only one thing at a time is
a chief reason why we have failed to understand the en-
vironment and have blundered into destroying it. 3

Barry Commoner

The fresh wave of nationalism, and its attendant criticism of trends in
Canada's economic and industrial development, focuses on a number of
urgent problems. The domination of important industries by U.S. in-
terests and the accumulative network of U.S. influences that have
narrowed the scope of Canada's decision-making possibilities in
significant areas do not contribute to a healthy national existence. Such
foreign domination limits the freedom of Canada in reviewing its national
priorities and in reordering the economic sector in accordance with
priorities different from those of the U.S. The fact that these harmful
effects have been highlighted in recent years provides a basis for some
hope.
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Concern about Canada's economic and industrial dependency centres
on several major issues. First, the outflow of Canadian wealth (capital) to
other countries, mostly the U.S., now seriously impairing Canada's
balance of payments; second, the lack of opportunities for initiative and
entrepreneurship in Canada; third, the dependence of Canada on U.S.
political and economic objectives; fourth, the depletion of nonrenewable
Canadian resources, condemning Canada to a perpetually inferior
position; fifth, the "under-development" of secondary industry and the
"overdevelopment" of the service sector, contributing to high unem-
ployment rates.

All of the recommended reforms attempt to come to grips with these
main problem areas. Consequently, the emphasis is invariably on more
opportunities for Canadian equity investment, more research, develop-
ment and entrepreneurship by Canadians, loosening the ties of U.S.
political and economic forces and a drastic reduction in the exploitation
and export of Canada's natural resources, as well as a stronger
manufacturing base.

Closely related to this controversy is the question of the direction and
control of technology. Some view the problem of regaining greater control
over the Canadian economy in optimistic terms. Others, who probe deeper
into the nature of modern society and the central role of technology in
such a society, take a much more pessimistic position. In this context it
will also be helpful to pay attention to a few non-Canadian authors who
have critically analyzed technology and its power in modern society.

The Optimists

A number of nationalists are extremely optimistic about Canada's
potential. They harbour no doubt about the possibilities for economic and
cultural growth if only Canadians succeed in becoming masters of their
own house. They view the U.S. influence in Canada as the roadblock to
Canada's independence and greatness. Once that obstacle is eliminated,
Canada will be a truly great nation. Walter Gordon speaks in that vein in
the introduction to A Choice for Canada: "There can be no doubt that
coming generations of Canadians have a tremendous future to look
forward to, both in the short term and in the decades and centuries ahead,
provided we retain our independence." 4

D.W. Carr, author of Recovering Canada's Nationhood, describes
Canada's economic potential and holds out the prospect of becoming an
example to the rest of the world if only we will assert our initiative and
determination. "Such a new Canadian initiative can be supported also by
the recent and now increasingly urgent need to break out of the stagnant
economic thinking into which many advanced countries of the world have
fallen recently—a stagnation which in the past has always led to war at this
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stage. Canada is one of the few nations which could, by grasping the
challenge, not only save herself from being overrun but also lead the world
out of an alarmingly dangerous paralysis in economic philosophy. s 5

The group of optimists, which includes the Committee for an
Independent Canada, stresses the need for repatriating the Canadian
economy. The proposals they put forward are filled with glowing
predictions of Canada's future in terms of an ever-rising standard of
living, full employment, a favourable balance of payments, and so on. But
such predictions betray a lack of appreciation for the depth of the
problems that Canada now faces. They are misleading and give rise to
great disillusionment if the predicted "progress" does not materialize.

It is unrealistic to assume that Canada can painlessly pull itself free
from its deeply rooted entanglement with the U.S. economy, because that
entanglement involves much more than many billions of dollars. It
concerns an intricate network of management, entrepreneurial and
marketing ties, as well as a complex of monetary arrangements and fiscal
policies that are quite vulnerable. One does not have to be an expert
economist to sense that such a deeply entrenched skein of interdependence
cannot be drastically altered without certain hardships and sacrifIces—at
least in the short run. Even if the U.S. were willing to accept gracefully a
full-scale repatriation by Canada, there would be plenty of problems.
However, it is quite unlikely that the U.S. government and corporate
leadership would react to such a move in the spirit of cooperation.

It would be more realistic to tell the Canadian people that their in-
dependence, or better, their national integrity, is at stake, that this in-
tegrity is essential for Canada's survival and that we must be prepared to
accept, at least initially, a measure of hardship for the sake of maintaining
that integrity. There is no doubt that Canada is in a very favourable
position because of its immense resources, but if we seriously wish to alter
current trends, we had better prepare ourselves for a difficult time. As
George Grant writes: "Canada's survival has always required the victory
of political courage over immediate and individual economic advantage." 6

If we are unwilling to muster that kind of courage, we may as well
reconcile ourselves to more and more integration with the U.S.

The Pessimists

There is a second and even more compelling reason why it is unrealistic to
assume that the proposals for asserting Canada's independence can be
realized without a drastic change in our lifestyle, and this brings us to a
discussion of the position held by those who may be called the pessimists.
This position is articulated by George Grant and other critics. These in-
dividuals recognize that the earth's resources and, therefore, man's
potential are finite and, more fundamentally, that it is an illusion to think
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that happiness can be found in economic and technical progress. It is
important to keep in mind that the growing concern about Canada's
nationhood in the light of the overpowering influence of the U.S. coin-
cides with the dawning realization that the god of economic and
technological growth has fallen on its face.

George Grant on Progress

George Grant has announced the death of Canada, because, like other
Western countries, it has succumbed to worshipping the god of our age:
progress through technology. ? Consequently, "the aspirations of progress
have made Canada redundant." 8 He writes that Canadian society ac-
cepted the dynamics of technology characterized by rationalism and ef-
ficiency. "The dynamism of technology has gradually become the
dominant purpose in western civilisation because the most influential men
in that civilisation have believed for the last centuries that the mastery of
chance was the chief means of improving the race." 9 He calls the pursuit
of this dynamic technology a "world-wide religion" and describes Canada
as a "state capitalist" satellite of the "broader imperial system," meaning
the U.S. 10 He blames Canada's surrender to this system on the new world-
wide religion and on Canadian politicians and civil servants who super-
vised the post-war reconstruction. This reconstruction, writes Grant, was
carried on "within the assumption that government action never
questioned the ultimate authority of business interests to run the
economy.' It was not in the interest of the economically powerful to be
nationalists after 1940. "Most of them made more money by being the
representatives of American capitalism and setting up the branch plants."
This should not surprise us, Grant asserts, since capitalism is "a way of
life based on the principle that the most important activity is profit
making. That activity led the wealthy in the direction of continentalism.
They lost nothing essential to the principle of their lives in losing their
country. "12

Nor is it the politicians, businessmen and civil servants alone who are
responsible for Canada's collapse. Grant claims the idea of progress
underlying that collapse must be seen in the context of man's striving for a
universal and equalitarian society, which will be achieved by means of
science and its conquest over nature. But this conquest extends over
human nature as well as nonhuman nature. The scientists' victory in
biochemistry and psychology will give the politicians the power to
homogenize and universalize. Man will yet conquer and perfect himself.
Grant then gives this perceptive summary:

Modern civilization makes all local cultures anachronistic. Where modern
science has achieved its mastery, there is no place for local cultures. tt has
often been argued that geography and language caused Canada's defeat. But
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behind these there is a necesstty that is tncomparably more powerful. Our
culture floundered on the aspirations of the age of progress. The argument
that Canada, a local culture, must disappear can, therefore, be stated in three
steps. First, men everywhere move ineluctably toward membership in the
universal and homogeneous state. Second, Canadians live next to a society
that is the heart of modernity. Third, nearly all Canadians think that modernity
is good, so nothing essential distinguishes Canadians from Americans. When
they oblate themselves before "the Amertcan way of life," they offer them-
selves on the altar of the reigning Western goddess. ¹³

Grant clearly sees the significance and consequence of man's obsession
with technique and mastery over nature. He understands enough of the
dilemma of our age to realize that superficial nationalism versus
Americanism is a deception. He writes that we do not realize the ways in
which technology has deprived us "because technique is ourselves." 14

Grant perceives that the Canadian situation is aggravated by the nearness
of the American empire, but the foremost responsibility lies with the
Canadian people and especially their leaders. The choice was made in
favour of what Grant calls "the religion of progress" and it is ultimately
that choice which dooms Canadian nationhood. He observes: "Indeed our
involvement in the American empire goes deeper than a simple economic
and political basis; it depends on the very faith that gives meaning and
purpose to the lives of western men. To most Canadians, as public beings,
the central cause of motion in their souls is the belief in progress through
technique, and that faith is identified with the power and leadership of the
English-speaking empire in the world." 15 Grant had hoped for years that

... our ecclesiastical organisations (being the guardtans of the beauty of the
gospel) might conttnue to be able to permeate this soctety with something
nobler than the barrenness of technical dynamtsm. t hoped for this when every
piece of evidence before me was saying that it was not true. t could not face
the fact that we were living at the end of western Christianity. I could not
believe that the only interpretation of Christianity that technologtcal liberalism
would allow to survive publtcly would be that part of it (e.g., the thought of
Teilhard) which played the role of flatterer to modernity. 16

At the core of modern technology lies man's obsession with the
preeminence and the autonomy of human reason. Related to that is the
notion that man can rationally arrive at the truth, which in our time has
turned into the belief that man's power over his environment can be
achieved through the rational use of his technical ability.

Jacques Ellul on Technique

In his book The Technological Society Jacques Ellul has painted a sombre
picture of modern society. He defines technique as "the totality of
methods rationally arrived at and having absolute efficiency (for a given
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stage of development) in every field of human activity. Its characteristics
are new; the technique of the present has no common measure with that of
the past." 17 Ellul views reality as "a combination of determinisms, and
freedom consists in overcoming and transcending these determinisms."
He asserts that in the modern world "the most dangerous form of
determinism is the technological phenomenon. " 18

This author warns us not to think only of machines when we think of
technique. Machines are necessary for technical development, but in our
time technique has become much more than the use of machines. It has
extended into our entire lives as an integrating process. He writes:

But when technique enters into every area of life, including the human, tt
ceases to be external to man and becomes his very substance. tt is no longer
face to face with man but is integrated with him, and it progressively absorbs
him. tn this respect, technique is radically different from the machine. This
transformation, so obvious in modern society, is the result of the fact that
technique has become autonomous.19 (Emphasis added.)

Technique in the modern age has become an all-pervasive force af-
fecting every feature of our lives, Ellul asserts. Modern technique has
exchanged ends for means; it has become an end in itself. Technique is
characterized by rationality, universality and efficiency. In the process of
storming the world, technique has destroyed genuine communities and
individuality, for the latter stands in the way of an efficient ordering of the
world. Ellul displays insight into the fact that the development of
technique, subject only or mainly to the criterion of efficiency, un-
dermines the quality of human life as it comes to expression in the variety
of social structures and relationships such as the work community, the
political community, the home and the school.

Nowhere does Ellul see any real alternatives and he provides very little
hope for the possibility of renewal. His book offers an impressive array of
arguments in support of the position that technique has become
autonomous and destructive. The author ranges over every important
segment of modern life to show the deadening effects of modern
technique. He elaborates on the use of technique in economic, social and
political life, including education, medicine, leisure, the media and work,
picturing the inexorable march toward a future of well-adjusted robots.
Ellul perceptively scrutinizes the so-called human techniques aimed at
adapting man to an alien environment. He has harsh criticism for the
scientists who tinker with man, yet refuse to assume any responsibility for
the whole man, or pretend that they know how man can be "happy" and
"well-adjusted."

All modern societies, whether capitalist, fascist or communist, claims
Ellul, share the fundamental aspiration of the "good life." All pin their
hopes on technique for a solution to current problems in the context of
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adjusting man to the machine. Every problem is seen as a technical
problem demanding an efficient technical solution. It is this necessity that
lurks at the centre of the technological society described by Ellul. Even
revolt serves as an integrating force in this process of building a completely
technicized society. The magazine Krokodil serves as the official mouth-
piece for criticism of Soviet policy. But it does not provide any possibilities
for an alternative lifestyle; it merely functions as a safety valve and thus
further reinforces the system.

Ellul shows that the elevation of technique to a commanding role in
society has profoundly affected work. Work has been made subservient to
the production-consumption cycle. Thus the role of advertising is to create
needs and to condition men for their role in what has become a technical
process. "The important concern is not the psychic and mental structure
of the human being but the uninterrupted flow of any and all goods which
invention allows the economy to produce,"20  Ellul asserts. He agrees that
labour unions arose as a great human protest against exploitation, but in
all countries they have lost their original character and now are purely
technical organizations.

He is aware of the great damage done to workers by the predominance
of technique in the service of efficiency and maximum production. Ellul
understands that work is an expression of our humanity and that there are
no substitutes for meaningful work which puts men in touch with each
other and with nature. But everything done within the modern work
situation serves to strengthen the bonds of technique and isolate men from
each other and from nature. All the contemporary emphasis on man
within the work situation has as its aim his adaptation to the machine.
"Man is doubtless made more comfortable by techniques of human
relations; but these techniques are wholly oriented toward compelling man
to submit to forced labor. Machine and productivity are in the driver's
seat." 21

Ellul discusses the utopian dreams about a "golden age" to come,
dreamt by those scientists who continue to rely on man's technical powers.
They boast of their ability to manipulate and control man's genes and
personality. The author scorns the folly of such dreams:

None of our wise men ever pose the questton of the end of all their marvels.
The "wherefore" is resolutely passed by. The response which would occur to
our contemporaries is: for the sake of happiness. Unfortunately, there ts no
longer any question of that. One of our best-known specialtsts in diseases of
the nervous system writes: "We will be able to modtfy man's emotions,
desires and thoughts, as we have already done in a rudimentary way with
tranquillizers." It wtll be possible, says our specialist, to producea conviction
or an impression of happiness without any real basis for tt. Our man of the
golden age, therefore, wtll be capable of "happtness" amtd the worst
privattons. Why, then, promise us extraordinary comforts, hygiene,
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knowledge, and nourishment if, by simply manipulating our nervous systems,
we can be happy without them? The last meager motive we could possibly
ascribe to the technical adventure thus vanishes into thin air through the very
existence of technique itself. 22

Robert L. Heilbroner on the Human Prospect

Robert Heilbroner, one of America's outstanding authors on economics
and the history of economics, recently added his voice to the chorus of
dark forebodings about the future. In 1968 Heilbroner could still write in
his book The Economic Problem that prospects for a future of abundance
and thus a radically altered economics looked very promising. He pinned
this hope for ending the age of scarcity on man's technical mastery over
nature although he still raised the question whether men "will use their
triumph over nature to achieve a much more difficult victory over
themselves." 23

A mere six years later Heilbroner's optimism had vanished. By that time
he had written An Inquiry into the Human Prospect which is an attempt to
explain man's predicament. Therein he ascribes the pall that has fallen on
America to the confidence-shaking events of our time, including the
Vietnam war and other forms of violence, terror and cruelty that have
been crowding in on us. The generation gap and the general loosening of
all moral and social restraints have added to the disquieting mood of our
times. Furthermore, the loss of assurance in man's rational and technical
ability to solve social problems has added a new dimension to modern life,
writes Heilbroner. Then there is the growing awareness that man's en-
vironment is deteriorating and no longer able to sustain economic growth,
long considered to be the basis of all solutions. These disconcerting
features are underscored by yet another one which he calls the
"civilizational malaise." This civilization which is based on the pursuit of
material improvements fails to provide the motivating force for the human
spirit. It is this complex of changes in our generation that has brought on
Heilbroner's pessimism. He writes:

The outlook for man, t believe, is painful, difficult, perhaps desperate, and the
hope that can be held out for his future prospect seems to be very slim indeed.
Thus, to anticipate the conclusions of our inquiry, the answer to whether we
can conceive of the future other than as a continuation of the darkness,
cruelty, and disorder of the past seems to me to be no; and to the question of
whether worse impends, yes. 24

Distinguishing between the external threats and our internal capacity to
cope with them, Heilbroner lists three major sources of external threats to
our existence.First of all, the outlook of a rapid increase of the world
population within the next two or three generations presents us with in-
soluble problems. World population in 1974 was roughly 3.6 billion.
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Population growth rates are uneven with faster increases in the un-
derdeveloped world. At the current rate of growth, the total world
population will be more than 40 billion one hundred years from now. The
Malthusian check of famine and disease will likely intervene, but that only
underscores how desperate this situation really is.

In the second place, Heilbroner foresees the threat of nuclear warfare,
particularly in the form of blackmail by underdeveloped nations against
the industrialized nations.

Thirdly, the modern world is confronted with the prospect of a
collapsing environment and depleted resources. Even if the search for new
resources were to be successful for a long time to come, and this is very
doubtful, mankind would be up against one irremovable ob-
stacle—thermal pollution. All forms of industrial production require the
use of energy and all energy emits heat. The limit of our environment for
the absorption of heat will be approached within a relatively short time at
the present rate of growth. According to one study, the earth's tem-
perature will rise by about 50° centigrade in approximately 250 years. The
implications of this phenomenon are staggering.

Heilbroner, like Ellul, asserts that science and technology are the
"driving forces of our age." It is "their fusion in a civilization that has
developed scientific technology in a lopsided manner, giving vent to its
disequilibrating or perilous aspects without matching these ill effects with
compensating benign technologies or adequate control mechanisms." 25

In a discussion on the relative importance of the controversy between
socialism and capitalism, Heilbroner concludes that both isms are equally
beset by the overriding threats of our age. In words reminiscent of Charles
Taylor, he reminds us that below the surface differences there is "a
substratum of common problems that spring from the industrial
civilization of both systems." He continues:

For industrial civilization achieves its economic success by imposing com-
mon values on both tts capitalist and socialist variants. There is the value of
the self-evident importance of efficiency, with its tendency to subordtnate the
optimum human scale of things to the optimum technical scale. There is the
value of the need to "tame" the environment, with its consequence of an
unthinking pillage of nature. There is the value of the priority of production
itself, visible in the care both systems lavish on technical virtuosity and the
indtfference with which both look upon the aesthetic aspects of life. All these
values manifest themselves throughout bourgeois and "socialist" styles of
life, both lived by the clock, organized by the factory or office, obsessed with
material achievements, attuned to highly quantitative modes of thought—in a
word, by styles of life that, in contrast with non-industrial civilizations, seem
dazzlingly rich in every dimension except that of the cultivation of the human
person. The malaise that I believe flickers within our consciousness thus
seems to afflict industrial socialist as well as capitalist societies, because it is
a malady ultimately rooted in the "imperatives" of a common mode of
production. 26
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We need to strive for a static economy, he says, but this would demand
of both capitalist and socialist systems that they achieve a just income
distribution. In an expanding economy, the income of all can rise, but in a
stationary one the lower income population can only raise theirs by
diminishing the share of the higher income receivers. Such a redistribution
would engender serious social and political conflicts, within either a
socialist or a capitalist society.

A radically different future awaits us, Heilbroner predicts. "In place of
the long established encouragement of industrial production must come its
careful restriction and long-term diminution within society. In place of
prodigalities of consumption must come new frugal attitudes."27  The
question is whether such a drastic change will be achieved voluntarily. In
Heilbroner's opinion it will take dictatorial power, the kind now used in
China, to bring about these vast transformations. He writes:

Thus in all likelihood we must brace ourselves for the consequences of which
we have spoken—the risk of "wars of redtstribution" or of "preemptive
seizure," the rise of social tensions in the industrialized nations over the
division of an ever more slow-growing or even diminishing product, and the
prospect of a far more coercive exercise of national power as the means by
which we will attempt to bring these disruptive processes under control. From
that period of harsh adjustment, t can see no realistic escape.

tf then, by the question "ts there hope for man?" we ask whether tt Is
possible to meet the challenges of the future without the payment of a fearful
price, the answer must be: No, there is no such hope. 28

Heilbroner admits that before this prospect "the spirit quails and the
will falters," but he has "no intention of sounding a call for moral
awakening or for social action on some unrealistic scale." 29 Yet he does
not advise us to adopt an attitude of passive resignation. This applies
especially to the intellectual elements of Western nations. He admonishes
his readers to view these immense problems and threats as challenges that
must be overcome. If they are overcome, and only if, the surviving society
will be totally different from the present one; scarce resources will have to
be carefully husbanded and production will be drastically reorganized. It
will be a transformation that seems to imply the end of the grand factory,
the huge office and perhaps the urban complex.

What is Heilbroner's ultimate source of confidence—if such it may be
called? Not the spirit of Prometheus—the spirit from which modern man
has obtained his driving energy and nervous will. That is what has landed
him in his present predicament. Instead Heilbroner turns to another figure
of Greek mythology, that of Atlas,

bearing with endless perseverance the weight of the heavens in hts hands. tf
mankind is to rescue life, it must first preserve the very will to live, and thereby
rescue the future from the angry condemnation of the present. The spirit of
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conquest and aspiration will not provide the inspiration it needs for thts task.
tt is the example of Atlas, resolutely bearing his burden, that provides the
strength we seek. If, within us, the spirit of Atlas falters, there perishes the
determination to preserve humanity at all cost and any cost, forever.—But
Atlas is, of course, no other but ourselves. 30

Is There a Way Out?

It has become somewhat fashionable today to write in the vein of Ellul and
Heilbroner. This marks the beginning of a new era. The erstwhile con-
fidence in the onward march of progress in terms of man's mastery over
nature is gradually being replaced by new attitudes of caution, doubt and
even despair.

The Club of Rome and the Limits to Growth

In 1972 the Club of Rome, a group of experts in both the natural and
social sciences, produced The Limits to Growth, a book that has been
widely discussed. It contains the results of the Club's study on the earth's
resources versus the rate of their depletion. This report constitutes a
scientific study—with the aid of a "world model" and computers—of five
major trends of global concern: accelerating industrialization, rapid
population growth, widespread malnutrition, depletion of nonrenewable
resources and a deteriorating environment.

The startling conclusion was that if the present growth rate in these five
areas continues unchanged, the limits to growth on this planet will be
reached within the next one hundred years. The only way to avoid the
resultant collapse will be to reduce growth and even establish a condition
of ecological and economic stability. This raises profound questions about
existing relations between rich and poor nations, for in a stable environ-
ment the need for an equitable distribution of income and resources is
much more compelling than in a growth-oriented setting. The major
problem, as explained by the Club of Rome, lies in the tendency for
growth in population to take place exponentially rather than in a linear
fashion. (For example, the world population at the present rate of increase
will double in a mere thirty years!)

The warning contained in The Limits to Growth strikes at the roots of
the beliefs underlying our society. The changes required are revolutionary
and traumatic. The Club of Rome places the major responsibility for this
change on the more developed nations, "not because they have more
vision of humanity, but because having propagated the growth syndrome,
they are still at the fountainhead of the progress that sustains it." 31



138 	 Probing for the Roots of the Problem

E.J. Mishan and the Costs of Economic Growth

Another warning against making technological and economic growth the
number one aim comes from the eminent British economist E.J. Mishan
who published The Costs of Economic Growth in 1967.32 Mishan proceeds
to attack the myth that economic growth and human welfare are syn-
onymous. He points to the mounting social costs or "external
diseconomies" that have accompanied our headlong rush into an ever-
expanding gross national product. He argues that we have many more
choices than the present race for more and more. But such an alternative
choice demands a break with "growthmania." It requires nothing less
than what Mishan calls "a new vision of the purposes of life." 33 He
disputes that we are locked into the need for expanding output:

It is quite possible to arrange things as to produce a good deal fewer gadgets
and instead to enjoy more leisure. And, although blasphemous to utter, it is
also possible to train fewer scientists and engineers without our perishing
from the face of the earth. Nor do we need to capture world markets in the
hope of being able to lower costs; or to lower costs in the hope of capturing
world markets. We can, while acting as rational beings, deliberately choose to
reduce our foreign trade and in some lines, therefore, to produce smaller
quantities at a somewhat higher cost. We can even decide to reduce the
strains of competition and opt for an easier life. All these choices and many
others can be translated into perfectly practicable alternatives whenever
public opinion is ready to consider them. 34

In The Costs of Economic Growth, Mishan ranges over many ways in
which modern life is restricted and genuine humanity smothered despite
fantastic strides in technical achievements—or because of them. In
describing these "unmeasurable consequences of economic growth," the
author is aware of the central role played by the belief that mankind can
find salvation in science. Mishan describes modern science as "some
ponderous multi-purpose robot that is powered by its own insatiable
curiosity. s 35 He understands that there is a direct connection between a
repudiation of our faith in God and the growing estrangement among
men. By the same token, he believes the revival of faith in God will help
people to come closer to one another. The faith in a personal God that
enables man to open his innermost heart to his Maker also enables him to
open his heart to his fellowman. 36

Discussing the effects of the modern means of transportation and
tourism, Mishan draws the conclusion that "the invention of the private
automobile is one of the great disasters to have befallen the human race."
He sees that "the motor industry has come to dominate the economy as
brazenly as its products dominate our physical environment." 37 He does
not despair of the possibilities of an alternative lifestyle, but such would
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have to be accomplished by a fundamental change in our concept of
welfare and our attitude toward economics and technology. It would call
for measures that would halt the ruthless encroachment on men and
nature. This would involve a "rejection of economic growth as a prior aim
of policy," a recognition of "the individual's right to amenity," and "a
substantial diversion of investible resources from industry to the task of
re-planning our towns and cities." 38

E.F. Schumacher and an Intermediate Technology

Any discussion of authorities who have spoken against the worship of
economic growth and technical progress must include a reference to the
late E.F. Schumacher who in 1973 published his Small Is Beautiful: A
Study of Economics As If People Mattered. 39

This economist, long associated with the National Coal Board of
England as an economic advisor, wrote and lectured extensively on the
impact of technology on developing nations. He perceived clearly that the
resources of the world as well as man's own nature do not allow a con-
tinuation of the present trends in economic and industrial activity that
dominate industrialized nations. The root of the current crisis, according
to Schumacher, lies in man's preoccupation with production and his
attempt to consider as worthless anything that cannot be expressed in
monetary values. The result is estrangement among men and between man
and nature. He sums up his evaluation of the present situation as follows:

First, human nature revolts against inhuman technological, organizational,
and political patterns, which it experiences as suffocating and debilitating;
second, the living environment which supports human life aches and groans
and gives signs of partial breakdown; and, third, it is clear to anyone fully
knowledgeable in the subject matter that the inroads being made into the
world's non-renewable resources, particularly those of fossil fuels, are such
that serious bottlenecks and virtual exhaustion loom ahead in the quite
foreseeable future. 40

Changes are needed in two fundamental ways, Schumacher insisted.
First of all, we need to turn away from a materialistic lifestyle and to
appreciate the true needs of man and his right relationship to nature.
Secondly, this new awareness, which Schumacher advised must be derived
from the Christian faith, must also lead to "a technology with a human
face." This technology, which he defined as "intermediate," must break
with the inherently violent and ecologically damaging methods of the
technology of mass production. Instead, technology must be as simple as
possible, conducive to decentralization, compatible with the laws of
ecology, gentle in its use of resources, and designed to serve the human
person instead of making him the servant of machines. Schumacher
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asserted that this intermediate technology is of special importance for
developing nations, but it is equally necessary for industrialized nations to
adopt this new approach to technique.

This author also made a number of important suggestions regarding the
restructuring of the large-scale corporation, something which he con-
sidered essential in the needed transformation. He suggested that
ownership rights traditionally reserved for the holders of capital be
dispersed among many people by the issuance of what he calls shares of
the "public hand." Under this plan all privately-held shares would be
matched by shares of the public hand, purchased with funds derived from
company taxes.

Schumacher was convinced that more than merely technical ad-
justments must be made. He argued that man's imagined mastery and
ruthless exploitation of nature have been challenged by the events of our
time. He wrote that instead of man's independence and power, these
events proclaim this message:

"Seek ye first the kingdom of God, and all these things [the material things
which you also need] shall be added unto you." They shall be added, we are
told, here on earth where we need them, not simply in an after-life beyond our
imagination.... It is becoming apparent that there is not only a promise but
also a threat in those astonishing words about the kingdom of God—the
threat that unless you seek first the kingdom, these other things, which you
also need, will cease to be available to you. 41

Human Responsibility Versus Technological Necessity

The problem of the power of technology outlined above is directly related
to the issue of Canada's integrity versus integration with the U.S. Those,
such as George Grant. and Abraham Rotstein, who emphasize that we
must come to grips with technology as well as with Canadian nationalism
are right. The question is whether we need to share Jacques Ellul's
negative evaluation of technology or whether there are grounds for a more
hopeful outlook.

There are many reasons why Ellul's discussion of technique needs to be
taken seriously. Technique has indeed become an all-pervasive force in our
society and it has contributed to artificiality and to the restriction of life.
Ellul's writings demonstrate a keen grasp of the problems of modern
society. But his assumption that technique is inherently restricting and
damaging to genuine human relationships must be disputed.

Ellul is a Christian, and he believes in the possibility of overcoming the
necessities of technique, but it appears that he thinks this is only possible
by "transcending" technique and finding one's refuge in faith. He does
not seem to believe in the possibility of redirecting and restructuring
technique itself.
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It is imperative that we clearly perceive the way man's beliefs have
shaped our modern society, dominated by technique. The major belief of
Western society is faith in man as a rational and autonomous being who
can use his scientific and technological powers to control nature and in
that way find his fulfilment. Raymond Aron has described this charac-
teristic as follows:

The exploitation of natural resources has to be recognized as a major
characteristic of modern society, without precedent at least as regards
quantity. At the same time, thts technical mastery expresses a new attitude:
the will to dominate the natural environment instead of being dominated by it
and, in additton, a concern for measurement, rational organizatton, and
forecasting the future. 42

Aron perceives the effect of the new attitude on the organization of
labour as follows:

Modern societies are defined first and foremost by their organization of labor;
that is, by their relationship to the external world, thetr use of machinery, the
application of scientific methods, and the social and economtc consequences
of the rationalization of production. 43

The essential characteristic of modern faith is its assumption of human
independence (autonomy). This assumed independence has led to a
strange paradox. We have created our own gods but these gods have
turned on us and enslaved us instead of liberating us. Commenting on the
structure of our society, which he describes as "economistic, rationalistic
and technocratic," Bob Goudzwaard, a Dutch economist, shows that it
has been determined by a religious choice. He writes:

We, in our western civilization, have first gtven our trust to the powers of
economic growth, science and technique to lead us in all our ways—and we
are still following these powers as our infalltble guides. But, correspondingly,
we have turned ourselves into images of these gods, and find these traces of
ourselves back in the structures of our present-day, growth-possessed
society. For it cannot be denied, that our soctety displays a powerful belief in
the full self-sufficient autonomy of economic development as the source of
both private and social happiness. Human reason, technical progress and
autonomous economic development—behold your gods, who are able to
deliver you from any house of bondage and bring you tnto the promised land
of welfare! And now, in our modern cultures, we are confronted with the
consequences of this religious choice. 44

Whereas Ellul places the emphasis on the "necessities" of technique, it is
more correct to place the emphasis on man's responsibility and to see that
technique is not an autonomous monster but the product of man. In other
words, the problem begins with man's imagined autonomy. 45

It should be obvious that the present trend in our society is destructive.
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We have mentioned a few outstanding spokesmen who have drawn that
conclusion, hoisted the warning flag and either despaired of any solution
or issued suggestions for finding a way of escape from the looming
disaster. But very few point to the need of thoroughly reassessing man's
underlying belief in his self-sufficiency. Yet that is where a genuine
alternative has to begin.
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Chapter 7
Roadblocks to Renewal

Continentalism had divorced Canadians from their history,
crippled their creative capacity, and left them without the
power to fashion a new future for themselves. Even the will to
defend their independence and protect their national identity
had been weakened; they seemed scarcely to be aware of the
danger in which they stood. ¹

Donald Creighton

Our social order today is suffering from a sense of futility and
insecurity born of the intellectual confusion of a fragmented
and largely secular society. We represent the paradox of the
wealthy who may be empty; of the learned whose knowledge
may bring no enlightenment; of the masters of society who may
be timid and afraid. 2

Vincent Massey

As we have seen in the previous chapter, George Grant darkly predicts the
disappearance of the Canadian nation because the people have surren-
dered to the modern notion of progress and freedom. This perceptive
Canadian has understood that man's imagined mastery over nature is self-
destructive.

A Cry for the Beloved Country

Another outstanding Canadian who must be mentioned in this context is
Bruce Hutchison, longtime journalist-author-historian, who has written
extensively, with feeling and insight, about the Canadian people. He has
consistently admonished his countrymen for mismanaging their resources
and failing to ask themselves some urgent questions.

Two pieces of Hutchison's writings on this subject stand out. In July
1971 Maclean's published an "Open Letter" from Hutchison to Prime
Minister Trudeau. Here he expressed concern over Canada's future,
saying that the country was facing the most wrenching times in its history.
Hutchison warned that Canadians are miscalculating their assets and
liabilities and inclined to lose themselves in "a queer reaction of combined
inferiority and superiority." He wrote: "According to the conventional
wisdom, the danger lies mainly in the United States and its latest north-
ward surge of Manifest Destiny. As a final proposition, I venture to assert
that we are ignoring the true source of danger and baying off, like
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bewildered bloodhounds, on a false scent." After reviewing the various
layers of upheaval taking place in the United States, Hutchison pointed to
the fact that we must face the fundamental questions of our existence.

What, after all, is life intended for? What is the human Creature's appotnted
place and function in the universe? Why has he distorted and defaulted them?
To the truly ultimate questions no answer can come from the politicians, the
eConomists, the scientists or the men of business. None from the practiCal
men of any kind, only from the philosophers.

Hutchison stated that the whole world is being Americanized "in style
of living, in uses of gadgets, in hunger for goods and easy, predigested
ideas." Yet our nationality is not destined to disappear if we are able to
distinguish the gloss from reality. We can take certain measures to retain
ownership of our resources and in other ways remain master in
our own house. But all these measures will only succeed if we can achieve
"broad national agreement within Canada." Hutchison asserted: "The
decisive question is clear and simple: How much are we prepared to pay in
work, money, goods, and, above all, in wisdom for the privilege of being
Canadian?" 3

In September 1972 Hutchison directed a more urgent message to his
fellow Canadians, again in the pages of Maclean's. In "The Storming of
the World" he called for a drastic change in our attitude toward our
environment and its resources. Discussions with leading scientists during a
visit to the Massachusetts Institute of Technology impelled Hutchison to
alert us to the impending collapse of our environment unless we change
our way of life. This truth "makes sad gibberish of our economic folklore,
our smug ideologies and, in fact, just about everything we have been
taught to believe." Hutchison is convinced that this dilemma is not
primarily economic or political, but spiritual, in nature. "The test ahead
of us is not a test of our social apparatus but of ourselves." The limits to
growth now confronting man "mean that the entire economic imperative
and, far more importantly, the psychic foundation on which all societies
are built must be demolished, the wisdom and central axiom of the ages
reversed." He continues:

All our plans for a brave new world of peace, abundance and justice are sheer
moonshine, since they are built on the assumption of steady, rapid and
unlimited economic growth. We have always believed it would perpetually
raise our living standards, our consumption of goods, our leisure time. It
would abolish poverty, unemployment and inflation. It would dissolve the
conflicts of class, end the violence of our Western societies, feed the hungry
nations, even give them an affluence like ours, and eventually, under a world
government, lead us to the promised land.

But all these assumptions, he adds, have turned out to be dangerous
illusions. He wonders how people will react to the new realities and how
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governments will adjust if they can no longer continue to promise an ever
soaring standard of living. Before the new predicament, the ideologies of
communism and capitalism fade into irrelevancy. Both systems are
committing assault on the earth's limited resources—both embrace the
"faith in wealth as the universal panacea." Mankind is experiencing
punishment for his crime against the earth. Man must find a new
"course," but what is it? Hutchison answers: "This is the transcendent
question, as practical as it is moral, and now suddenly more urgent than it
has ever been in the past. It asks man to reconsider not merely his routine
workaday methods but his place, purpose and destination in a universe of
harsh penalties and earned rewards stretching from his terrestrial speck to
the farthest star." 4

Grant and Hutchison deserve much more attention than they have
received from their fellow Canadians. They exhort us to discontinue
worshipping the god of progress in the mantle of technology and a higher
"standard of living." They perceive that this idol, like all idols, has a way
of devouring its worshippers. Yet they realize we cannot cast out the
demon by expelling the Americans. If these two eminent Canadians
provide very few answers, their unsettling questions are a healthy antidote
to the suffocating complacency and the easy answers that are still all too
common.

Donald Creighton, Canadian historian, long-time professor of history
at the University of Toronto, must also be mentioned among those who
are deeply troubled about Canada's future. Creighton's switch from an
early heady optimism to current despair is remarkable. Writing in 1957
about Canada's postwar evolvement into a self-confident nation taking its
place among the free nations within the Commonwealth, the United
Nations and the North Atlantic Treaty Organization, Creighton asserted
that "the same robust feeling of confidence in the future found expression
in Canada's words and deeds as a North American power. Nobody
troubled any longer to give serious consideration to the old fear of an-
nexation to the United States."5  This historian pointed out that Canadian
public opinion also showed itself unanimously opposed to the project of a
North American commercial union. According to Creighton, a multitude
of associations between the two countries "did not weaken Canada's
consciousness of her own identity or her belief in her own standards and
values." Discussing the growth of Canadian literature and the arts, he
confidently claimed that the country "was slowly ceasing to be a sub-
missive province of a larger cultural empire." 6 Canada had come of age,
thought Creighton.

However, this same author has since become appalled at the prospect of
continentalism. What is worse, Canadians are not even aware of the
threats to their existence. Provincial and federal governments alike are
often addressing themselves to bogus issues. The federal government,
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"too intimidated to raise the vital issue of the redivision of legislative
powers and too cowed to urge the need of wider federal jurisdiction,
busied itself mainly with individual and group rights, language guarantees,
and changes in the composition and functions of the Senate—`Senate
reform' being one of the stalest and most fraudulent of all exercises in
Canadian politics." 7

All the while, Creighton detects the breakdown of the body of political
theory and social and moral philosophy that at one time was common to
the whole of British North America. The final disintegration came as the
price Canadians paid for rapid economic development: the loss of national
identity. Continentalism divorced Canadians from their history and
sapped their will to fight for their independence. They became indifferent
to their glorious British heritage of constitutional monarchy and
representative institutions, wrote Creighton in 1967:

Canadians were almost incapable of realizing that their great nineteenth-
century creations had been lost or destroyed and that they had literally
nothing of their own to replace what had irrevocably vanished. They had
permitted their government to turn its back on their past and to repudiate their
history; and in the bankruptcy of their own national philosophy, they turned
instinctively to the nearest available creditor, the United States.... Imitation
and plagiarism had become deep-seated Canadian instincts; economic and
political dependence had grown into a settled way of life. It was only through a
great collective effort, in which both English Canadians and French Canadians
fully participated, that the nation could have escaped from its mental
vassalage and recovered its independent powers of creation and self-
determination. But the new dominance of ethnic values in Canadian domestic
politics and the resulting outbreak of cultural conflict had destroyed nattonal
unity at the moment when it was desperately needed. 8

In a 1975 article in Maclean's, 9 Creighton focused on the far-reaching
effects of the energy crisis triggered by the huge increases in the price of
crude oil. Too long Canada had turned a blind eye to reality. Canadians
had unthinkingly joined the race for an ever higher standard of living and
a greater dependence on the export of resources. Creighton wrote that the
Canadian people and their governments have been afflicted by "growth-
mania." This has resulted in a rapid depletion of readily available
resources, a grossly expanded government bureaucracy and a swift in-
crease in the supply of money. Short-run policies have left Canadian
governments hesitantly limping between fighting the twin evils of inflation
and unemployment. In the process, Canadians have sold their birthright to
the Americans. Creighton said: "Canada was like a spendthrift who had
run through his own inheritance and had engaged himself as a per-
manently indentured servant to a very hard-up master." In the face of this
dependency and the loss of national vigour, he predicts a difficult road
ahead: "A very grim future awaits the elaborate urban civilization which
has grown up in Canada during the past 30 years. "10
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Though we might like to dismiss these dire predictions as undue
pessimism, it would be folly for us to disregard the warnings of this noted
Canadian historian.

Canada's Vertical Mosaic

Since it first appeared in 1965, The Vertical Mosaic, John Porter's study
of Canadian society, has been hailed as a milestone in Canadian
sociology." James Heap, a Canadian sociologist, claimed that with this
volume "sociology fully arrived as a major discipline in Canada.... It
has become more than a major text in sociology. Its wide and continued
use by political scientists and historians marks it as the major social
scientific work of the sixties." 12

Canada is not a genuine democracy for there is no true equality of all
people, Porter insists. On the basis of extensive statistical information and
his concept of class and power, he concludes that power in Canadian
society is concentrated in a relatively closed and small group of elite. This
group maintains its privileged position by means of ready access to
superior education, a disproportionate share of income and wealth,
kinship and friendship ties and by means of an interlocking web of func-
tions in business, politics, higher education and the media. "Canada
... has a long way to go to become in any sense a thoroughgoing
democracy." 13

Porter demonstrates that income distribution in Canada is grossly
unequal. 14 In 1955, 74 per cent of all income recipients received less than
$4,000 per year while 2.2 per cent received $10,000 and over. Higher
education was much more readily available to those in the top income
levels. He found a heavy concentration of corporate power in a few hands,
singling out 183 "dominant corporations" which controlled a dis-
proportional share of the country's wealth. At the head of the cor-
porations were 985 men whom Porter designated as the country's elite.
Through interlocking directorships and a self-perpetuating power base,
this elite has access to the vital areas including politics and the media.

Using a pragmatic concept of value systems, this sociologist describes
beliefs and values in terms of an evolutionary social process. He is a
vigorous advocate of equality of opportunity but is pessimistic about the
prospect of change in the face of opposition on the part of the elite, and
apathy and withdrawal on the part of the disadvantaged. He concludes his
lengthy book with this essentially pessimistic finding:

Given the complexities of modern societies it is unlikely that wtdespread
participation can develop without very great changes and institutional ex-
perimentation. If power and decision-making must always rest with elite
groups, there can at least be open recruitment from all classes into the elites.

Canada ts a new society, and should have had great opportunittes for in-
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stitutional innovation, but so far it has been incapable of taking a lead in the
changes and experimentation necessary for more democratic industrial
societies. A fragmented political structure, a lack of upward mobtlity into Its
elite and higher occupational levels, and the absence of a clearly arttculated
system of values, stemming from a charter myth or based in an indigenous
ideology, are some of the reasons for this retardation. 15

In 1975 Wallace Clement of Carleton University, Ottawa, wrote The
Canadian Corporate Elite: An Analysis of Economic Power, in which he
continues and deepens the theme of Porter's earlier study. 16 The basic
values underlying the book "are contained within the idea of democracy."
He is critical of the freedom of liberal democracies "which must, however,
be set within the context of basic inequalities," but he is hopeful that the
inequalities now present can be removed in the future society. 17

Focusing on the existence of elites, Clement defines them as "a set of
uppermost positions within any given institutional sphere that is arranged
in a definite hierarchy." An elite to be a social group "requires that its
structure be specified, that members of the group interact and are related
to one another sufficiently to say they exhibit solidarity, cohesiveness,
coordination and consciousness of kind." 18 Clement holds that the
Canadian corporate elite meets these conditions of class on the basis of
ownership and control of capital and other resources. The perpetuation of
this class is accomplished by accessibility on the part of members of the
same class and the lack of such accessibility on the part of others. Clement
distinguishes among national or indigenous elites, comprador elites who
operate the branch plants of foreign-based corporations and parasite elites
who are the heads of multinational corporations outside the host country.

Clement classifies corporations as dominant on the basis of assets
greater than $250 million and annual income in excess of $50 million.
Within this group there is a high degree of oligopoly. In 1972 there were
113 such dominant corporations with a total of 1,454 directorships held by
Canadian residents and another 301 held outside Canada. 19

The criteria for dominant size used by this author differ from those of
Porter; hence the categories chosen by each are not comparable. But the
trend toward larger size through mergers is obvious-41 of the 183 cor-
porations identified by Porter as dominant had been reduced to 17 by 1972
through mergers and acquisitions.

The Canadian Corporate Elite contains a wealth of statistical in-
formation to demonstrate the close integration of the Canadian elite,
indicating the continuous growth of concentrated power among those in
the corporate and media elite as well as those in other leadership positions,
including the political. Clement underscores the importance of the banks
and other financial institutions in the decision-making processes related to
investment, production and even lifestyle. He detects a direct relationship
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between the Canadian elite and the threat to Canadian nationhood, since
the existing elite is subservient to U.S. interests.

In discussing the role of the Canadian financial elite, Clement writes:

... the Canadian component must commtt itself to the continental context to
remain strong. In the meantime, indigenous industrial forces are restrained,
their mobility limited, and the independence of the Canadian nation-state by-
passed. The power of the indigenous commercial elite and the foretgn in-
dustrial elite reinforce one another in the continental context. 20

Clement argues that the pluralists' defence of Canadian democracy is
spurious because the state allies itself with the interests of the dominant
groups thus perpetuating existing inequalities. Arrangements between
public and private power result in benefits to those who are able to
demand the benefits, that is, the already powerful. He concludes,
therefore, that Canada has not fulfilled its promise of equality and will not
do so as long as corporate power is allowed to remain in its current
concentrated stage.

It should be kept in mind that Clement is guided by an essentially
Marxist concept of class in his evaluation of Canadian society.

A third book dealing with the elite in Canada is The Canadian
Establishment, Peter C. Newman's bestseller. 21 Although Newman's style
is much more casual than that of Porter and Clement, he also takes issue
with the concentration of wealth and power in Canada. The author
provides fascinating background information on the most important
members of Canada's elite, who have cheerfully assisted in undermining
Canada as a viable national community. He pictures a smug and wealthy
establishment lost in the pursuit of money and power, committed to what
Newman calls "the theology of free enterprise." 22 He elaborates on the
interlocking ties between the corporate elite, singling out some 1000
persons as those who dominate our nation's development often behind
closed boardroom doors.

Newman does not present a simple black-and-white dilemma of
capitalism versus the working class. He detects changes in the wind. The
old bastions of power and privilege are swaying. Newman envisions the
rise of new forces and a shift in the old demarcation lines, for example,
with respect to the conflict between labour and management and the
traditional alliance between big business and government.

It is obvious from the findings of the three authors mentioned above
that certain characteristics of Canadian society, particularly its often
hidden elitism involving great disparities of money and power, stand in the
way of a wholesome and open development of that society. These ob-
stacles to a just society are reinforced by the preponderant place of the
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become political in the best sense of that word," and therefore politicians
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large (multinational) corporations committed to the narrow goals of
commercial aggrandizement.

The New Technocrats

Canada, like other industrialized nations, is increasingly recognizing the
central role of science, and its application, in politics. The Science Council
of Canada was established in 1966 as a Crown corporation charged with
assessing Canada's scientific and technological resources, requirements
and potential, and acting in an advisory capacity to the federal govern-
ment. It is involved in research and development and concerned with the
use of science and technology in respect to Canada's social and economic
problems.23 The latter task reflects the phenomenon so well described by
Jacques Ellul, who has argued that the integration of science and society
inevitably leads to uniformity and a loss of freedom. The question we
must consider is whether Ellul's pessimistic evaluation applies to Canada.

The attitude of those involved in the Science Council of Canada reveals
a certain shift in emphasis on the surface but a continuation, and even a
deepening, of the traditional faith in science as the avenue of liberation
and hope for mankind. In 1967, a special committee on science policy was
formed "to consider and report on the science policy of the Federal
Government with the object of appraising its priorities, its budget and its
efficiency in the light of the experience of other industrialized countries
and of the requirements of the new scientific age." This committee was
headed by Senator Maurice Lamontagne. Its findings are contained in a
three-volume report, A Science Policy for Canada. Chapter Two is
devoted to a discussion of the challenges and opportunities for science and
technology. In that context, the report draws attention to the dark side of
technology and its threat to man and his environment. The various aspects
of that threat, in terms of pollution, depletion of resources, inequality on
a world scale and human life itself, are described to underscore the point
that early optimistic expectations of unlimited growth and innovation
were deceptive. A reassessment of technology and innovation is ad-
vocated.

The report speaks of the need to "invent our future," and it asserts that
we "must learn to design and manage the public institutions associated
with science and technology more effectively; we must overcome the time
lags and inertia that characterize almost all institutions, these factors that
conspire to deflect institutional concern from the problems of today and
tomorrow to problems that are already embalmed by history. " 24

In considering the relationship between scientists and society at large,
the report rejects the notion that scientists should be left completely free,
but it argues for the need to establish close links between scientists and
politicians. Scientists have to accept that "most research activities have
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affluent society and the permanent technological revolution themselves
must not be fundamentally challenged?
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become political in the best sense of that word," and therefore politicians
and scientists must learn to become partners. The report describes this
partnership as follows:

They must not only live together but work together and help each other to
serve society better. It can be a most rewarding challenge for the scientist with
his new responsibilities to integrate himself into society. The researcher will
of course have to remain a true scientist but he will also become a servant of
the public with important social functions. 25

In the concluding part of this discussion on the role of scientists and
politicians, 26 the report simply states that "it has become a major
responsibility of government in this age of the scientific revolution to
ensure that society gets the maximum benefits from science and
technology at a minimum cost." Therefore, the report argues, the
government needs not only science policies by sectors, but also "the
macroscopic approach that only a coherent overall science policy can
provide." This general science policy is said to require a system of control
calling for the application of systems analysis. This is urgent because there
are still problems to be solved resulting from our earlier failure to meet the
initial objectives of our national research and development effort; at the
same time we must meet new objectives and new needs arising from "the
challenges and opportunities of the affluent society and the permanent
technological revolution."

The report then describes the "first generation of science policy" in the
Western world as being centred around national defence and industrial
innovation to promote economic growth. The new direction in science
policies, the "second generation science policy," must be centred around
the good life rather than the "goods life." Our national science efforts
must be so reorganized that science can make "its full contribution to the
solution of the social problems that will otherwise soon cripple our
society." The report lists a number of serious social problems, including
student unrest, inadequate housing, overcrowded cities, poverty and
disease, and acknowledges that we do not even understand the true nature,
and the real dimensions, of most of these difficulties. But the hope of
overcoming this failure is placed in research and development activities in
these crucial sectors, so that we can meet our economic objectives more
effectively and also face our mounting social problems.

The uncritical acceptance of a number of key assumptions in this report
is striking, including the assumptions of the affluent society and the
permanent technological revolution. Both of these assumptions are
fraught with unanswered questions and inherent contradictions. Further,
if we do not understand the true nature of most of the difficulties now
facing us, then how do we know that the presuppositions underlying the
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affluent society and the permanent technological revolution themselves
must not be fundamentally challenged?

A second organization involved in analyzing the direction of Canadian
society is the Economic Council of Canada (ECC), established in 1963 for
the purpose of assessing medium- and long-term economic prospects in
relation to the growth potential of the Canadian economy. In its Ninth
Annual Review it published a revised set of what it calls indicative targets.
The Council increasingly turned to a more integrated system of analysis
assisted by the Canadian Disaggregated Interdepartmental Econometric
project (CANDIDE) which enables economists to construct different
computerized models of the Canadian economy for the purpose of
predicting future trends.

The Council's Eleventh Annual Review (1974) is entitled Economic
Targets and Social Indicators. It explains that previously the measures
most frequently used to gauge the state of our society have been economic,
such as growth, real output per person employed and price indexes. But
the Review continues by pointing out that these measures do not
adequately reflect many of the major dimensions of our society. The
concerns of society have greatly broadened and now include the concept of
overall well-being. The Review states:

To take account of these other concerns, there is a need for a broader
framework within which it should be possible to say something concrete, from
the viewpoint of overall well-being, about the ultimate ends of the socio-
economic activity of the nation, the means to achieve these ends, and the
degree to which they are being achieved. Ideally, one would like to be able to
treat the social system in an integrated way. However, the capacity to do this
implies the existance of an overall model or theory of the social system. tn
fact, although there are a number of approaches to conceptualizing a general
social system theory, none of these has yet been developed to a level that
would permit a simultaneous comprehensive examination of the impact of
particular activities on all facets of the social system. Such a model—which
would make possible a form of "social accounting"—cannot even be said to
be on the horizon, in any practical sense. 27

Despite the absence of an "overall model or theory of the social
system," the Council believes that a wider (than the economic) perspective
is needed and it suggests that this can be approached via "social in-
dicators." This broader framework, or conceptual approach, involves
first "a delineation of society's basic goals and the division of the system
into areas of social concern." These areas may be considered individually,
for the purpose of better understanding the internal processes and of
developing indicators that measure both the state of, and the changes in,
these areas. The major areas of concern are listed as follows: 28

1. individual rights and responsibilities (legal rights, including security of life
and property; and participation in public decision-making)
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2. social rights and national identity (domestic social rights, including the
protection of group rights; and international relations, including defence)

3. health (positive health, morbidity, and mortality)
4. command over knowledge and skills (basic and higher education, other

training, artistic creativity, research and development, and informa-
tion networks)

5. the natural environment (air, water, and soil)
6. the man-made environment (social, including leisure; and physical, both

rural and urban, the latter including housing, land use, and transportation)
7. employment (market for labour, labour-management relations, job security

and satisfaction, and occupational mobility)
8. the production and consumption of final goods and services
9. financial status (income and assets)

In considering society's basic goals, the Review asserts 29 that "each
individual has certain needs, and these range from the most fundamental,
such as survival, to the more complex psychological ones, such as self-
realization." These needs can be restated in terms of two basic goals, well-
being and equity. "Well-being" refers to the extent to which the various
needs are met; "equity" refers to an appropriate distribution of well-being
among members of society. Because these goals are considered to be too
general, a more detailed discussion of the social system and its objectives is
required. In the absence of an operational social system theory, all
socioeconomic activities cannot be treated in an integrated fashion; hence
the need to subdivide the social system into the main areas of concern
shown above.

It is not the intent to deal extensively with the conceptual framework of
the Economic Council or with its findings, but rather to draw attention to
the terms and concepts, such as social system, a model or theory of such a
system, processes, measuring, the ultimate ends of society's activities,
interactions, inputs, outputs, feedbacks, all of which are generously
sprinkled through the Council's Review. This terminology bespeaks a
mechanistic concept of human society that involves the reduction of man
and society to objects of quantifiable measurement and analysis. Inherent
in this is an attempt to squeeze society into a model that can be understood
and guided in terms of an automated (self-contained and self-adjusting)
mechanism. It is the language of the social engineer who wants to "plan
the future" and program the kind of society that Jacques Ellul, George
Grant and others have warned us against.

The approach of the Economic Council involves the acceptance of
systems analysis, a methodology that grew out of the operations research
work during World War II. The following definition of this method is
provided in a special study prepared for the ECC in 1968 by Andrew H.
Wilson:

The systems Concept is primarily a way of thinking about the job of managing.
It provides a framework for visualizing internal and external environmental



154 Probing for the Roots of the Problem

factors as an integrated whole. It allows recognition of the proper place and
function of subsystems. The systems within which business must operate are
necessarily complex. However, management vta systems concepts fosters a
way of thinking which, on the one hand, helps to dissolve some of the
complexity and, on the other hand, helps the manager recognize the nature of
the complex problems and thereby operate withtn the percetved envtronment.
tt is important to recognize the integrated nature of spectfic systems.

... But it is also important to recognize that business systems are a part of
larger systems—possibly industry-wtde, or including several, maybe many,
companies and/or industries, or even society as a whole. 30

Two things must be discerned. In the first place, the systems concept as
defined here is an attempt to create a model of society after having already
discarded the belief in a created and orderly structure of reality subject to
the law of the Creator. Any concept of a given normativity, that is, one
that comes from outside of man, is lost.

In the second place, systems analysis has a number of major parallels
with the older and less ambitious scientific management methods. It, too,
seeks to construct a technique of control on the basis of rational analysis
and efficient organization. It is the old elitism in a new garb; and because
of its inclusive and systematic character it is even more liable to move us
into the direction of a collectivistic society whose outlines are vividly
pictured by George Orwell in his 1984. 31 Because of its essentially elitist
and scientific character, systems analysis stands in the way of genuine
personhood and wholesome, open interpersonal relationships.

The question is whether this trend can be headed off by counter forces.
Regrettably, such counter forces are not powerfully present in our midst.
Further, the "scientific method" at the core of the systems approach has
its own built-in defence. The prevailing notion of science and the manner
of its integration in society will not allow for setting limits to the scientists'
ambition. How can the nonexpert question the wisdom of the expert,
especially when the former has been deprived of a coherent, alternative
perspective that provides him with the needed conviction and courage to
stand against a powerful current. This is how Andrew Wilson views the
relationships between engineers and scientists on the one hand and
nonexperts on the other:

While engineers and scientists may now have a new and unaccustomed duty
to make known the hopes, opportunittes and challenges of their work, they
also have a duty to explain their past work in ways intelligible to non-expert
but interested members of the general public. By the same token, however,
these same non-expert but interested people must become increasingly
familiar with the background to the problems involved in the generation and
application of science and technology. On the other hand, the non-experts
should become involved as little as possible in what are essentially scientiftc
or technical judgments. 32
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Thus engineers and scientists are spared the trouble of meddling by
people who do not know what they are talking about. Note that this is
done in the name of "essentially scientific or technical judgments," that
is, judgments that are value-free and neutral. But the presuppositions and
consequences of technical and scientific decisions are not neutral and
value-free. Moreover, what happens in this scheme to the old ideal of
democracy, and the distinctive political responsibility of the politician?
The latter's task of governing can never be reduced to scientific and
technical expertise.

Some of the answers to the question of the relationship between the
politician and the technical expert are provided by Walter Stewart,
contributing editor of Maclean's, in his 1972 book entitled Shrug:
Trudeau in Power. 33 Stewart gives a critical account of the
"Trudeaumania" that swept Canada in 1968. He shows that the grand
promises of participatory government and all the other slogans of the
campaign amounted to window dressing. There was little participation by
the ordinary citizen, and the promises of a more accessible government did
not materialize. According to Stewart, Pierre Trudeau set out to
downgrade the role of parliament, and he deliberately replaced those
advisers, like his cabinet minister Eric Kierans, who were seen to disagree
with his policies. Trudeau's biting style and short temper gave rise to this
outburst against critics of a government proposal, Rule 75, that provided
for setting a time limit on debates in the House of Commons:

t think we should encourage members of the opposition to leave ... every
time they do, the I.Q. of thIs House rises considerably.... When they get
home, when they get out of Parliament, when they are fIfty yards from
Parliament Hill, they are no longer Honourable Members. They are just
nobodies. sa

Under Trudeau's leadership, the work of the members of parliament
may have been streamlined and reorganized with a view to efficiency and
speed. But the overall impact of the changes is a transfer of power from
parliament, and even the Cabinet, to an in-group of the Cabinet, in
association with another circle of powerful advisers whom Stewart calls
"the Supergroup." The result has been a loss of morale among the career
men who do not fit within this close-knit and powerful circle. Trudeau at
times has even ignored Cabinet members and deferred to the advice of the
Supergroup. Stewart quotes a number of bureaucrats who describe the
transfer of power to the new advisers. One who left his government
position put it this way:

You get this feeling of why should you knock yourself out on this or that
subject, beCause somebody else will make the deCision anyway. tt's a soul-
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destroying kind of thing. You didn't come to Ottawa for this. tt's not just the
job, the feeling you get is not that we're developing a bad government, but a
tough, hard, ruthless, heartless government that doesn't seem to be weakened
by any streak of humanity.... tt's the de Gaulle fist in the Kennedy glove. 35

Stewart's book also describes the new trend toward sophisticated
decision making by the Prime Minister and his advisers. Marc Lalonde,
formerly the Prime Minister's Principal Secretary and Minister of
National Health and Welfare, is pictured as the most powerful man within
the group of Trudeau's advisers, whose job amounted to being Assistant
Prime Minister. He once told a Time magazine reporter, "Technology
means the systematic application of scientific or other organized
knowledge to practical tasks. That's what we are trying to achieve: the
ability to apply reason to broad social and economic problems." 36

Trudeau's commitment to rationalism and a functionalistic approach to
politics was unequivocally expressed in a speech presented in 1964.
Contrasting emotionalism with rationalism in a discussion about
nationalism, he stated:

In the world of tomorrow, the expression "banana republic" will not refer to
independent fruit-growing nations but to countries where formal in-
dependence has been given priority over the cybernetic revolutton. tn such a
world, the state—if it is not to be outdistanced by its rivals—will need
political instruments which are sharper, stronger, and more finely controlled
than anything based on mere emotionalism: such tools will be made up of
advanced technology and scientific investigation as applied to the fields of
law, economics, social psychology, international affairs, and other areas of
human relations; in short, if not a pure product of reason, the political tools of
the future will be designed and appraised by more rational standards than
anything we are currently using in Canada today.

Let us hasten to add that I am not predicting which way Canada will turn.
But because it seems obvious to me that nationalism—and of course I mean
the Canadian as well as the Quebec variety—has put her on a collision course,
t am suggesting that cold, unemotional rationality can still save the ship. 37

In predicting the outcome of the 1972 election, Stewart put his finger on
a sore spot when he explained that Trudeau would win not because he had
done well in office "but because of other factors, including his own strong
image in an age that clamours for strong men, the lack of a viable alter-
native, and a general and lamentable ignorance about exactly what has
happened to government in Canada since June 1968." 38

Stewart's critical evaluation of Pierre Trudeau's leadership and per-
formance during his first years as prime minister needs to be balanced
against later developments. A more favourable evaluation of Trudeau
after the 1972 and 1974 elections by a number of observers, especially
George Radwanski in his 1978 book Trudeau, should be taken into ac-
count. Trudeau has changed in some ways, particularly with respect to his
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reliance on a broader base of advisers and assistants. Furthermore, when
criticising Trudeau, we should also keep in mind that he forcefully warned
against the pursuit of an ever-rising standard of living. In this connection
his Duke University speech of May 1974 and his subsequent speeches
dealing with the need for wage and price controls are important.

Stewart, who spent seven years in Ottawa as a political journalist, gives
low marks to the media men who report the political events and
developments. To anyone who still harbours some illusion about an alert
and independent press as a bulwark against an all-powerful state,
Stewart's description of an intimidated and dependent Ottawa Press
Gallery is, to say the least, discomfiting. All the trends of news
management, including friendly chats, subtle threats, opening or closing
the sources of information to keep reporters in line, are employed to make
the government look favourable. Unfortunately, in Stewart's opinion, the
watchdogs of democracy have happily colluded in this taming of the
press .39

Stewart fails to deal with the underlying reasons for these trends,
because he considers them primarily in terms of personalities and style. He
does not seem to appreciate that at bottom these phenomena are related to
the crisis of meaning that has occurred in Western civilization as a result of
the hammerblows of an insistent rationalism. What began as rationalism
has increasingly turned into a cynical pragmatism that systematically
attempts to strip down all issues to details of technique and expediency.
The breakdown of Canadian politics can only be understood and
challenged on the basis of a radically different view of reality from the one
now underlying Western civilization. Although he treats the sickness of
Canadian politics in a somewhat superficial manner, Stewart alerts us to
certain destructive features of modern politics.

Donald Smiley, Professor of Political Science at Erindale College,
University of Toronto, has also raised his voice against the direction of
Canadian politics. In "The Managed Mosaic," 40 an article written in
response to George Woodcock's defence of the anarchist position, Smiley
asserts that the evidences of the new direction, that is, viewing politics in
terms of cybernetics, are everywhere. He refers to the influence of those
with a systems-management orientation among Trudeau's advisers; the
emphasis on rationalized procedures for policy making in the Cabinet and
the federal bureaucracy; the centralization of information functions in
Information Canada (now disbanded); the government-sponsored survey
research in popular attitudes; and federal sponsorship of public policy
research. Smiley detects in current trends a shift away from a genuine
Canadian pluralism; he describes the emerging society as a managed
mosaic. He calls for rethinking the limits of legitimate state power, and he
laments the scarcity of philosophic treatments of human rights.

Smiley shows insight into both the deceptive nature of what today
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passes for freedom, and the manner in which hedonism can become a
correlative of tyranny—although that possibility may strike some as
absurd. He writes: "We are concerned with individual privacy, and
strident expressions of `possessive individualism' call for a lifting of the
restrictions on our freedom to bemuse ourselves with alcohol or drugs and
for abortions on demand. But such privatization is no barrier to tyranny,
and a rational tyrant would work towards assuring that his subjects were
so satisfied with the purely private aspects of their lives that they would be
dissuaded from autonomous social and political activity challenging his
power." 41

The traditional symbiotic relationship between government and private
economic enterprise is now being supplemented by a similar relationship
between the political and the social, Smiley argues. "The euphemism is
`partnership' but in such a relation, government, almost by its nature, is
dominant." He then sketches three areas where a program of pluralist
reform must begin.

First, there is the need to redress the balance of power between the
House of Commons and the government. Smiley warns that when the
House is true to its task, it cannot be "part of a feedback loop in a
communications system." He views the role of the House in terms of an
obstructive role because "in some critical circumstances resistance to
government is the ultimate safeguard of freedom." Second, Smiley pleads
for the destruction of the monolithic nature of provincial systems of
public education. "Education must be high on the pluralist agenda."
Third, the role of the private family farm must be safeguarded against the
encroachment of corporate-type, integrated agricultural enterprises. The
three areas he singles out are important in the fight for establishing a
pluralist society—something which must be done if Canadian society is to
escape the pitfalls of collectivism and tyranny. 42

The drift toward a homogenized society, the loss of distinctions between
the political, social and economic, the emergence of a new breed of
pragmatic and systems-oriented "managers" in governments as well as in
all other major areas, the general loss of integrity and morality are all very
much evident. There is reason to fear that the kind of society described by
Erich Fromm is also emerging in Canada:

A specter is stalking in our midst whom only a few see with clarity. tt is not the
old ghost of communism or fascism. tt is a new specter: a completely
mechanized society, devoted to maximal material output and consumption,
directed by computers; and in this social process, man himself is being
transformed into a part of the total machine, well fed and entertained, yet
passive, unalive, and with little feeling. With the victory of the new society,
individualism and privacy will have disappeared; feelings toward others will be
engineered by psychological conditioning and other devices, or drugs whtch
also serve a new kind of introspective experience.43
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Even more serious is that there appears to be little critical awareness of the
real condition, and even less insight about a concrete, radical—in the sense
of going to the root of the malaise—and viable alternative. It is in the
context of the phenomena discussed here that we must take a fresh look at
the question of Canadian nationhood.

If we are to regain our independence in relation to the U.S., the
Canadian government must obviously play an important role, especially
with respect to the development of science and technology and the framing
of an overall economic policy. At the same time, we are confronted with
the danger of a dominating government aided by the tools of modern
technology. Is this a vicious circle from which we cannot escape? Is
George Grant right after all when he sums up this terrible dilemma of our
time: "Nationalism can only be asserted successfully by an identification
with technological advance; but technological advance entails the
disappearance of those indigenous differences that give substance to
nationalism"? as

It should be abundantly evident that foreign ownership in itself is
unimportant compared with the other, more fundamental issues that
concern the meaning, direction and content of our lives. In terms of
priorities, it is the assumption regarding the purpose of our lives, so widely
accepted both in the U.S. and Canada, that must first of all be challenged.
As long as we continue to operate on this assumption, even regaining
complete independence from the U.S. would make little difference to us.
If we recover more control, yet blithely continue in our current way of life,
our society will remain unchanged. That is George Grant's message, and
unless the dilemma he poses is confronted courageously and with insight,
we will find ourselves compelled to join him in his lament for Canada.

The Crucial Role of Labour

It is self-evident that any attempt to reform the corporate structure
requires vigorous government action as well as the participation and
cooperation of the labour movement. In evaluating that possibility it is
helpful to review the state of collective bargaining structures and practices
in Canada.

The most important characteristic of "collective bargaining" is the
assumption that labour and management are adversaries. They are seen as
two opponents who slug it out with each other, while the collective
agreement describes the terms of a temporary armistice. Management is
anxious to show as high a profit as possible on behalf of the shareholders,
whereas union leaders try to get as high a wage rate as possible for their
members. What the one gains, the other loses in this zero sum game. In
keeping with the spirit of capitalism, the dollars-and-cents side of the
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labour-management relationship has become dominant. Consequently,
the even more important underlying issues surrounding work itself are
neglected.

Labour unions generally are not bothering to explore ways to overcome
the curse of fragmented and boring jobs, nor does management show
much interest in that approach. As a result, labour-management relations
are conducted within the context of an economic power struggle. The 1968
Report of the Task Force on Labour Relations, compiled under the
chairmanship of Professor H.D. Woods of the McGill University School
of Industrial Relations, boldly stated: "One cannot assume a correlation
between the results of collective bargaining and any particular concept of
equity. Collective bargaining is basically a power struggle; the outcome is
more a reflection of the relative economic positions of the protagonists
than of the merits of their claims and counterclaims in terms of some
standard of equity." 45 In 1972, Ed Finn, public relations director of the
Canadian Brotherhood of Railway, Transport and General Workers
Union, sounded a similar note in the Toronto Star when he stated that it
would be foolish for unions not to exercise their power through the strike
weapon, because "power, after all, is really what collective bargaining in
Canada is all about, not justice, or ability, or merit, but naked power."

Unfortunately, this diagnosis is by and large correct and forms the most
important reason for the worsening crisis in labour-management relations.
To reduce human relationships to mere power struggles inevitably leads to
a loss of realistic perspective despite the illusion of being hard-nosed and
practical. Real practicality begins with wisdom, humility and justice.

It is obvious that reducing labour-management relations to a cynical
struggle for power has aggravated the problems surrounding work within
the confines of modern corporations. Union leaders who view their role as
"managers of discontent" have no time and energy left to apply to the
difficult task of restructuring fragmented and meaningless, that is,
demeaning, jobs into meaningful and rewarding tasks in which a sense of
community can be experienced. What is worse, these union leaders soon
have a vested interest in perpetuating the adversary style. The Task Force
on Labour Relations commented on this phenomenon and pointed out
that collective bargaining is not suited to deal with the problems of job
dissatisfaction and alienation from work. The Report refers to the rigidity
of the collective bargaining rules as one reason for this failure. It asserts
that unions have failed to recognize the magnitude of this problem.
Furthermore, it states that increased wages to provide for "a good life off
the job" will not adequately compensate for the emptiness of many jobs 46

A more damning analysis of collective bargaining in Canada could hardly
be given, but little attention was paid to this part of the Report and there
certainly was no determined effort to tackle the problem areas singled out
by the Task Force. 47



Roadblocks to Renewal	 161

The symptoms of the crisis in labour relations—which must be seen as
part of the fundamental crisis of our society in general—are:
- the increasing resort to strikes with the resulting interruption of essential

public services
- fragmentation of the collective bargaining system
- monopoly control over jobs through compulsory unionism
- a disregard for law and defiance of the courts
- exorbitant wage increases gained by strong unions, while nonorganized

workers or those employed in economically weak sectors are receiving
low wages

- inflation
- corruption and violence

The problem of violence in labour relations again surfaced a few years
ago in the Cliche Commission's investigation of the construction industry
in Quebec and, on a smaller scale, in the Waisberg Commission's in-
vestigation into violence and corruption in certain sectors of the con-
struction industry in Ottawa, Toronto and Hamilton. These investigations
uncovered an alarming degree of corruption involving union officials,
employers and, in the case of Quebec, government officials, with incidents
of bombings, shootings, beatings, sabotage, blackmail, loansharking and
payoffs on a staggering scale. The Canadian strike record is deplorable. In
1976, more than 11 million man-days were lost due to strikes and lockouts,
giving Canada the worst record of all industrialized Western countries. 48

Fortunately, statistics for 1977 showed a 70 per cent decrease in time lost
in Canada due to strikes and lockouts.

On October 14, 1975, the federal government imposed a framework of
price and wage controls, administered by the Anti-Inflation Board, in an
effort to reduce inflation, which had climbed to 11 per cent in 1975. In
defending this new policy, Prime Minister Trudeau called for a drastic
reappraisal of values and a lessening of our collective demand on the
economy. Both labour and managment reacted with hostility to the Prime
Minister's appeal and began an unrelenting campaign against the controls
program. Labour depicted it as a frontal attack on free collective
bargaining and a step towards the corporatist society 4 9 Management
opposed the controls as a violation of the free market.

The Canadian Labour Congress staged a one-day general strike on
October 14, 1976, and called for a tri-partite redistribution of equal power
among government, business and labour. 50 In the face of increasing
disagreement about tri-partism within the CLC and strong opposition
without, the CLC quietly dropped this ambitious program. In November
1977, the federal government announced the phasing out of the wage and
price controls. This took effect on April 14, 1978, after which the task of
"monitoring" changes in wages and prices was given to the Economic
Council of Canada. Previously, the government had unsuccessfully at-
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tempted to arrive at a consensus about self-imposed restraints among the
major sectors of the economy. While the controls program was being
dismantled, inflation edged upward again. (It had been reduced to 6 per
cent in 1976, but it rose again to 9 per cent by the end of 1977.)
Nonetheless, while admitting that inflation had not been beaten, the
federal government insisted that the restraint program had helped to
generate new anti-inflation attitudes.

A more normative development of labour-management relations would
entail rejecting the adversary method and accepting the notion that the
enterprise is a work community consisting of different participants who
are involved in a cooperative venture in providing goods and services for
the well-being of others. The activities of unions, grabbing monopoly
power and using this at the expense of other sectors, should be curtailed by
law. Workers and unions, who are now excluded from responsibility
within the enterprise and treated as outsiders, should be recognized as
participants within the enterprise and included in decision making at the
highest level. To put it boldly: unions should relinquish their adversary
role and assume a more positive and coresponsible role within the en-
terprise, as well as within the economy as a whole.

Furthermore, fragmented collective bargaining must be replaced by
industry-wide agreements. As collective bargaining now functions, this
change would give unions a complete monopoly over jobs. That would be
undesirable in a society striving for greater distribution of responsibility;
therefore, industry-wide bargaining would have to be accompanied by
provisions for the participation of alternative unions and for freedom of
choice among the workers. The public interest must be represented by
other than the spokesmen for management and labour in the settling of
collective agreements. A labour court, or its equivalent, should be
established to settle disputes for the same reason that civil disputes are
settled in courts. A coherent and unified incomes policy must be adopted
with the aim to raise incomes of those at the bottom of the scale through
wage increases, tax cuts, minimum wage legislation and public assistance.
Perhaps most important of all, drastic changes must be introduced to
improve the organization of work so that it can provide challenge,
satisfaction and fellowship for the workers.

It is obvious that these proposed reforms would require more than mere
structural changes. They require different priorities and a different goal
for our economic activities. Economic growth must be downgraded from
the predominant place of influence to a place of secondary importance,
and a profoundly different understanding of the task of management,
labour unions and the government is needed.

Many will consider the reforms so cursorily mentioned here hopelessly
"idealistic" and naive. 51 They are ready to give in to the trend toward
more confrontation, more breakdown, more inequity and more ruthless
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manipulation of power S2 There are others who believe there is no way to
avoid the complete collapse of our democratic society. Simply repeating
these predictions is an empty exercise. It is more constructive to un-
derscore the possibilities for renewal and restructuration through an
imaginative approach to the problems.

The Dilemma of Democracy

There are many who conclude that democracy is doomed because it is
beleaguered by a host of conflicting pressures that cannot be reconciled.
Among others, Arnold Toynbee, the late British historian, warned that
Western democracies cannot survive because of the collision between the
revolution of rising expectations and the limits of the world's resources.
He predicted a period of unprecedented social and political conflict that
will be followed by an authoritarian regime in all developed countries. 53

It is obviously impossible to do justice to the subject of democracy in
this chapter, but it is possible to comment briefly on some of the problems
underlying modern democracies, especially with respect to the notions of
freedom and equality. The term democracy is largely meaningless because
it implies many different things to different people. It is used to defend
individual freedom, as well as dictatorship (by the majority or the
minority), and the two are mutually exclusive. Because of the confusion of
tongues, it is necessary to spell out the intended interpretation by ar-
ticulating one's perspective and commitment.

The roots of modern democracy are varied. They include Christian and
non-Christian influences. But it is safe to say that at present the non-
Christian influences are all-powerful, especially the belief in man's
autonomy. In the context of this major premise all the minor ones can be
understood. This notion of human autonomy or freedom gives rise to a
number of internal contradictions, especially when it is paired with the
other pole of democratic thought; namely, equality. For if I am
autonomous and free, the free pursuit of my interests may well lead to
great inequality. This is one of the inherent contradictions of political
liberalism. To be sure, it is sometimes argued that equality should apply to
equality in conditions and not to equality in results. However, inequality
in results will sooner or later lead to inequality in conditions.

Perhaps the most profound problem faced by the believers in human
autonomy concerns the basis of political authority; for if man is free, why
should he acknowledge any authority over him? A number of different
attempts have been made to square authority with freedom, including
those of Locke and Rousseau with their concept of the social contract. But
the tensions between the two poles remain. The most drastic resolution of
this problem in this century was undertaken by Lenin. Once he obtained a
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position of mastery in the Russian revolution of 1917, he pursued only one
aim—power—and he did it with a ruthlessness equalling that of the
cruelest despot of any age. Stalin and Hitler followed in Lenin's footsteps.
Thus millions of people were sacrificed to the ambitions of men who
understood that the time was ripe for the coming of the man of power
predicted by Friedrich Nietzsche (1844-1900), that great German
philosopher who announced the death of God and the advent of nihilism.

The liberal democracies have pursued a different road by emphasizing
individual liberty and reason as the basis of democracy. But at one fun-
damental point they do not differ from the dictatorships, namely, with
respect to the belief that social reality is a result of man's autonomous
action S4 This in turn has led to the notion that social reality can be or-
dered by man's rational power—the latter increasingly has come to mean
man's scientific, technical power over the world, and over other men as
well. Democracy was identified with rationality. These sentiments were
succinctly expressed by Pierre Elliott Trudeau in a paper presented to the
Canadian Political Science Association and the Association of Canadian
Law Teachers in 1964:

Thus there is some hope that in advanced societies, the glue of nationalism
will become as obsolete as the divine right of kings; the title of the state to
govern and the extent of its authority will be conditional upon rational
justification; a people's consensus based on reason will supply the cohesive
force that societies require; and politics both within and without the state will
follow a much more functional approach to the problems of government. If
politicians must bring emotions into the act, let them get emotional about
functionalism!

The rise of reason in politics is an advance of law; for is not law an attempt
to regulate the conduct of men in society rationally rather than emotionally? It
appears then that a political order based on federalism is an order based on
law. And there will flow more good than evil from the present tribulations of
federalism if they serve to equip lawyers, social scientists, and politictans
with the tools required to build societies of men ordered by reason.%

Three things have happened that have profoundly affected modern
rationalism. In the first place, contemporary humanism—or that segment
of it that has maintained its rationalist basis—has undergone a deepseated
crisis of certainty. Existentialism is a powerful counterforce over against
the old, self-assured humanism priding itself on its scientific and universal
basis. The existentialists understood that this worship of science would
mean the destruction of the individual and of freedom. Hence their new
emphasis on individual experience—even if that means a confrontation
with nothingness and absurdity.

In the second place, humanism has experienced so many shattered
dreams and broken promises that the early optimism has evaporated. The
faith in progress was smashed by the violence, brutality and ignorance of
the twentieth century, epitomized by the gas chambers of Auschwitz.
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More recently, men have starkly encountered their own finitude in that of
nature. Both realities have contributed to the dawning realization that the
old aspirations of progress have to be abandoned. But since that belief in
progress based on unlimited scientific power was the mainstay of an entire
culture, its abandonment has created a vacuum that has not yet been
filled.

A third phenomenon in this context is the rise of a new pragmatism that
asks no questions as to the why of things but is totally absorbed in the
how. The new powerholders, backed by organization and technology, are
the bearers of this pragmatism. But their power is devoid of a moral basis
and leads to the inner collapse of politics.

The three phenomena briefly mentioned here are evident in Canada,
especially the third. Politics, for example, has been largely reduced to
techniques—techniques of winning at the polls, of administration, and of
gaining popular support by exploiting the modern mass communication
media in the same way that advertisers of automobiles and cornflakes do.
This is how the Canadian party system has been described:

The parties deceive the public, but so do propagandists of every kind. The
deception does not often arise from cynicism but rather from zest for the game
itself, a general human trait. It may be said generally in conclusion that the
evils in the party system are not peculiar to it but are the outcome of general
human frailties. Indeed, it ts hard to see how the parties that must woo the
electorate wtth success can do other than reflect its vtrtues and its vices.
Perhaps it is people as much as institutions that need to be reformed. 56

The dilemma of modern democracy is centred on its lack of a moral
basis, that is, the absence of norms, giving rise to a remarkable paradox.
On the one hand, we detect evidence of dissolution all around us, for
example, in the crisis of authority, the decline of integrity and trust, and in
the rise of corruption and violence. On the other hand, a growing number
of restraints are imposed on people's range of choices in ordering their
own lives. Thus we see the two poles of license and compulsion at war with
each other in our society. There is nothing new about the existence of these
extremes. What is new is their magnitude, and our failure to cope with
them in terms of a coherent and trustworthy norm for political life.

The anarchists have discerned the dark side of the nation-state and their
response is total rejection. They believe that the nation-state is evil per se
and must make way for loosely-joined cooperative relationships,
preferably in small, local communities. The case of the anarchist ideal has
been eloquently made by George Woodcock, the acknowledged Canadian
spokesman for that position. In his "A Plea for the Anti-Nation,"
published in Nationalism or Local Control, Woodcock argues that the
new nationalism, in a Canada striving for independence from the U.S.,
contains the seed of a narrow and dangerous chauvinism. 57 He advocates
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that Canada become the "anti-nation," that is, a federation of decision-
making groups in which a minimum of remote control would be coupled
with the maximization of responsibility through participation. He asserts
that "any decision of any kind that affects only a local group must be
reached by that group alone, and by consensus if possible."

Woodcock is hopeful that participation and the socialization of the
sources of wealth would reduce conflicts of interest. He writes: "Today we
conduct political life by means of coercion and confrontation. In a post-
national world we shall have to conduct it by co-operation, consensus, and
participation, and to devise the means to make this possible involves a
profound reconsideration of political structures and political goals
alike." 58 He knows that there is a close relationship between the modern
nation-state and technology, between bureaucracy and technology, and he
welcomes a lessening of our reliance on the nonrenewable resources and a
consequent lowering of our material prosperity. He also believes that
Canada must follow the anarchist course of a loose federalism for Quebec
to remain within the Canadian nation.

Woodcock's concept of the anti-nation is based on a shaky foundation
and characterized by certain inconsistencies. For example, he writes that
any decision that affects only a local group must be reached by that group
alone and by consensus, if possible. In the first place, decisions that affect
only local groups are likely to be the most trivial ones. Many individual
and group decisions have consequences that extend beyond the bounds of
that particular group or individual. For example, the decision by Van-
couver grainhandlers to strike for higher wages deprived starving people in
Bangladesh of desperately needed wheat. Someone must make the de-
cision about the price of oil in Canada, but that decision affects all
Canadians. Life is made up of a host of such interdependent situations
where decisions are not limited to local effects. Secondly, Woodcock
hopes for consensus if possible, but he does not spell out what happens in
the absence of such consensus. Yet, provisions must be made for such
eventualities, or stagnation will result. The latter can just as well give rise
to social tensions and injustice as the wrong kind of dynamic develop-
ment. Furthermore, Woodcock depends on the "socialization of wealth,"
as a means to reduce social conflict. But this kind of socialization
presumes the existence of a powerful and determined central government.

These and other inconsistencies have been articulated by various
respondents to Woodcock's article, and many of them score significant
points against the proposal to change Canada into an anti-nation.
However, none of the contributors to Nationalism or Local Control
question the central idea of anarchism. This same idea is found in
Marxism and liberalism. Underlying all three philosophies is the belief that
people can order the structures of their society as they see fit without any
reference to a transcendent norm and that the only criterion for such a
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structure is its practicality. Mao Tse-tung was expressing the radically
secularized view of life that underlies both the democratic and communist
cultures with this terse statement: "There is no `ism' in the world that
transcends utilitarian considerations." 59



Chapter 8
Prospects for Renewal

Behind the problem of politics, in the present age, lies the
problem of man, and this is what makes all thinking about
contemporary problems so thorny and difficult. The in-
tellectual collapse that occurred in this country after the decade
of the 1930's, when our intellectuals had been able to submerge
themselves totally in a program of political action, shows that
philosophy can no longer be considered a mere appendage to
politics. On the contrary, anyone who wishes to meddle in
politics today had better come to some prior conclusions as to
what man is and what, in the end, human life is all about. I say
"in the end" deliberately because the neglect of first and of last
things does not—as so-called "practical" people hope—go
unpunished, but has a disastrous way of coming in the back
door and upsetting everything. The speeches of our politicians
show no recognition of this; and yet in the hands of these men,
on both sides of the Atlantic, lies the catastrophic power of
atomic energy. 1

William Barrett

Everywhere in the industrialized world one detects an atmosphere marked
by uncertainty, tension and violence. Confusion about the true nature of
our humanness lies at the core of that crisis. This lack of insight cannot be
compensated for in any way. The current attempts to remould man and
society in terms of a preconceived model, derived from a mixture of the
physical and the social sciences, in no way escapes that vacuum but
violates the true nature of man.

A Plea for an Open Society

The nation-state is a significant institution in our time, and politics plays
an important role in the shaping of our society.

The Scriptures are very clear in showing that the authority of govern-
ment—which concretely means the current Canadian government—is
instituted by God for the purpose of doing justice to all the people (see, for
example, Romans 13). The state therefore always has a specific focus and,
because it is called to do justice, it must seek to establish those conditions
in society within which persons and social structures can function ef-
fectively. The Bible teaches that every person is an image bearer of God
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and all societal relationships are God-given structures, or channels, for the
unfolding and opening up of life.

In this context, Bernard Zylstra, professor of political theory, said in a
1973 magazine article that human rights are not founded in an inherent
dignity of human personality but in the dignity with which man is en-
dowed by the Creator:

This dignity, first and foremost, is to be God's imager on earth. This divinely
endowed dignity requires a recognition of man's unique place and respon-
sibility in society. In the light of this dignity as God's imager we can say that
man transcends all social structures. He may not be enclosed in or enslaved
by any institution.

Elaborating on the Biblical concept of justice, Zylstra continued:

. . the norm of justice requires a social order in which men can express
themselves as God's imagers. To put it in different words: the norm of justtce
requires social space for human personality. By personality t then mean the
human self whose calling lies in love of God and love of fellowman. That
calling entails the realization of a multiplicity of tasks in history. Justice
therefore also requires societal space for man's cultural tasks. Moreover, the
realization of man's central calling also entails the establishment of social
institutions, like marriage, the family, schools, industries, and the like. Hence
justice requtres societal space for these institutions as long as they contribute
to [a] meaningful, [a] harmonious, and an opened up human existence. 2

In light of the state's inclination to seek power for its own sake, and
therefore to side with the powerful, it is very tempting to oppose the state
per se and to side with those who insist that the best government is the least
government. But the only effective antidote against the wrong use of
political power is the renewal of politics by subjecting the use of political
power to the realization of justice. In this perspective we can accept
political authority as legitimate. In a democratic state, citizens have the
opportunity and duty to help shape the political life of the nation in a
normative direction. They cannot perform their duty properly if they have
no viable norms by which to judge political action.

Democracy is invariably linked with equality. But this concept is beset
by a host of conflicting interpretations. The Bible teaches that there is a
fundamental equality of all men before the face of God (e.g., see Gal.
3:28); at the same time it shows that there is immense variety in all of
creation, also in terms of the variety of tasks that must be performed in
society. Inequality is therefore not evil per se although it often results from
the abuse of power. It can and does result from differentiation and variety
in tasks, authority, responsibility and positions that reflect the richness
and multifaceted character of God's creation in its historical unfolding.
This variety is clearly demonstrated by Paul in his letter to the Corin-
thians. In I Corinthians 12 he compares the community with the human
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body that is made up of different parts, yet all function to advance the
well-being of the whole—each making its own distinctive contribution
such as that of the eyes, ears, hands and feet. This is a beautiful
description of how mankind is to function. Immediately after this Paul
points out that the most important requirement for human relationships is
that they be cemented by love.

Much of the inequality we encounter today, in Canadian society as
elsewhere, does not reflect the variety Paul refers to but, instead, results
from a selfish use of privilege and power. The prevailing stark inequalities
in income, wealth, authority, responsibility and opportunities for opening
up our lives are unjust and must be opposed. Specifically, it is unjust

that, in 1973, 11.4 per cent of Canadian families had incomes below
the poverty level (Economic Council of Canada figures), whereas the
rich received a grossly disproportionate amount of income;
that many workers are forced to perform boring and demeaning jobs
whereas all of the important decisions are made by a handful of people
at the top;

- that some live in squalor while others inhabit extravagant homes and
wallow in luxury;

- that the economy is dominated by a relatively few giant corporations,
whereas most people are forced into a position of dependency with
respect to this power;

- that some have ready access to an education, which sometimes they don't
even value, whereas others are deprived of an education although
they have the ability and desire for academic work;

- that some get rich on land speculation, whereas others consequently
cannot buy a house of their own and are forced to live in apartments
not designed with an eye to the needs of families.
There are any number of instances of inequalities that are patently

unjust and demand action by the state as the administrator of public
justice. The state must take action not to make itself the dominant in-
stitution, but to ensure that persons in their societal relationships (e.g.,
families, schools, business enterprises, unions and associations of artists)
are better enabled to perform their respective tasks.

How can state dictatorship (or any other kind of dictatorship sometimes
under the umbrella of majority rule) be avoided? In exploring this
problem, Kenneth D. McRea, professor of political science at Carleton
University, observes:

The ultimate source of these shortcomings lies not so much in any specific
institutional arrangements as in attitudes rooted deeply in the Canadian
political culture, attitudes that fail to comprehend the meaning of a plural
society.... As long as English Canadians remain majority-minded, many
FrenCh Canadians will find thetr most effective response in an increasingly
autonomous Quebec. This majorttarian attitude on both sides, I suggest, is
the Achilles heel of the Canadian political system. tt is the damnosa hereditas
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of the Anglo-American democracy and Lockean political theory and liberal
society. . . . 3

McRea puts his finger on the trouble spot; at the same time he suggests
that this problem can be overcome in an open society. An open society is
one that has a plurality of religious communities and societal structures.
Pluralism then is the crucial issue with respect to the future of our society.

A free society can only flourish in an atmosphere where differences are
freely acknowledged and respected, that is, where there is social, economic
and political space for the development of different lifestyles. For this
reason we must be alert to others who also favour a plurality of social
structures, whatever their perspectives may be. Gad Horowitz of the
University of Toronto comments on this issue in a review of John Porter's
The Vertical Mosaic:

The development of an Engltsh Canadian national identity does not require
that we impose a single set of social and political values on our society. The
United States is not the only model of a nation. Most countries manage to
combine national identity with ideological diversity. Our terrified equation of
nationality with uniformity is trrational. 4

In this context, the comments about "the dialogue society" by Charles
Taylor are significant. Taylor detects a decline of "public meanings," that
is, firmly held convictions of reality, commonly accepted, and warns
against an artificial substitute (totalitarianism). He envisages that a
dialogue society would offer hope of ending the tyranny of technique and
what he calls "the fetishism of the machine." He writes:

This society would start from the fact of pluralism, from the fact that we are of
many different faiths, beliefs, and moralittes; but tt would also start from the
fact that we are all less satisfied and dogmattc in our possesston of the truth;
that we are all therefore in some way searChers; and that the fact of pluralism
has entered into the very content of our varied beliefs so that we are already tn
dialogue within ourselves with the ideas of others. 5

We need a new definition of toleration that goes beyond John Locke's
conception of a rationality that binds men together in the social contract.
The state is called upon to establish a unity that can accommodate a
variety of religious and cultural influences in the social fabric—also in the
representation organs of the state itself. We should have no illusion about
our present situation. It will require a conscious and determined effort to
reverse the current trends. We must be on our guard against the new
tyranny, a tyranny that is nourished by the belief in a common rationality.
This faith has provided a massive blind spot on the part of its adherents
who in the name of neutrality impose their concept of a social order on
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everyone. This phenomenon is also related to the problems surrounding
the structure and role of the business corporations.

But there are two additional areas where the same thing is immediately
evident, namely, education and employment. The public school is con-
sidered to be the school for all people because it is thought to be religiously
neutral. The equal rights of parents who choose to nurture their children
on a different basis from the one underlying the public school system
—and that basis is at bottom religious in nature—are not recognized.
Similarly, all workers covered by a closed or union shop agreement are
forced to belong to a union despite the fact that some of them cannot in
good conscience endorse the beliefs underlying that particular union.

In a 1967 ruling on a worker's refusal to support the United
Steelworkers of America because his Christian belief clashed with the
beliefs and practices of the union, Mr. Justice Bora Laskin of the Ontario
Court of Appeal stated:

I find nothing admirable in the applicant's stand. Our society secures to every
one the right to adhere to a religion of his choice and to hold to a self-
determined political creed. tt does not, however, give liberty to insist on
religious convictions or political creed or both in contexts which the law does
not regard as relevant to their free enjoyment and as a ground for thwarting
agreements binding on all irrespective of religious or political persuasion. 6

Mr. Justice Laskin here speaks in the tradition of the majoritarian
principle. But the assumption underlying his opinion, namely, that society
decides what is relevant to the free enjoyment of religious conviction, is
clearly related to the faith in the universality of the rule of reason.? The
only way the compulsion inherent in this position can be overcome is to
substitute the principle of plurality for the majoritarian one. This means
the state when involved in cultural spheres that are not political in nature
(family, school, university, trade unions, professional organizations, and
so on) must respect and create legal space for the different basic com-
mitments that shape the direction of these spheres.

The acceptance of this principle of plurality is indispensable for an open
society. This requires a recognition of the equal legitimacy of various
communities held together by a bond of faith, whether that faith be
Christian, Marxist, socialist or liberal democratic. Such recognition would
call for an admission that one's own commitment cannot be considered
valid for everyone. In other words, it would require the recognition that all
men are ordering their lives around some central belief about the nature of
reality, a belief that is religious insofar as it pertains to man's innermost
conviction regarding himself and his relationship to the rest of reality.

Everyone has to make some decision about the core questions of his
existence. In making those decisions, no one is purely rational and value-
free. Before the rationalist embraces rationalism, he has to make some
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prescientific assumptions about himself and the "light of reason" within
him. This is an act of faith—as much as the Christian's acceptance of the
reliability and authority of the Scriptures. Our society is closed in one
important respect because those who do not accept the "light of reason"
as their final guide are dismissed as sectarians whose "peculiar" beliefs
may be adhered to in church and synagogue as long as they do not affect
the public order—that is, an "order" in which production and con-
sumption are given preeminence. Only the rationalists are allowed to carry
their beliefs into the public arena. The limits to "toleration" in our society
are therefore clear. These limits are not constitutionally spelled out; they
are the underlying, often unspoken, assumptions of our "closed" society.

Over against the "closed" society we propose an "opened" society, on
these fronts. In the first place, we suggest that a variety of religious and
cultural convictions within a single nation should be given room for self-
expression in the social order. To be sure, this will require compromises.
Therefore, within the political process, a new system of representation is
needed, so that our legislative bodies will more adequately represent the
citizenry.

In the second place, we propose that in the borderline area between the
state and the nonstate sectors of society the religious or commitment
plurality within the citizenry be recognized by the state in its expenditure
of public funds. For instance, the monopoly of the public school in most
provinces should be abolished, to make room for a plurality of school
systems, all justly supported by tax monies.

In the third place, we suggest that the symbiosis between the state and
the industrial sector, notably the giant multinationals, is today the most
significant violation of the principle of societal plurality. In addition the
non-industrial spheres of our culture are either commercialized (for in-
stance, the media) or monetized (for instance, the professions). Therefore,
a third step toward a more open society will require a limitation of the
impact of the corporate sector upon the rest of society. This limitation can
only be accomplished if the present symbiosis of special cooperation and
privilege between state and industry is dismantled.

A new view of man must give rise to a new view of the social order, and
that, in turn, must give rise to a new politics and economics.

Is There a Normative View of the Corporation?

In evaluating the multitude of proposals put forward for reforming the
corporation, it is essential to keep in mind the driving, culture-shaping
belief that now undergirds economic activity in general and the corpor-
ations in particular.

The driving force of the corporations is derived from a secular, that is,
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non-Christian, motive that was introduced into Western society via the
Renaissance and the Enlightenment. The core of this belief is the notion
that man is in effect his own lawgiver. Crane Brinton, an American
historian, describes the faith of the modern era as a rationalism that
"tends then to banish God and the supernatural from the universe. It has
left only the natural, which the rationalist holds to be ultimately un-
derstandable, almost always by what most of us know as the methods of
scientific investigation. Historically, the growth of scientific knowledge,
the ever more skillful use of scientific methods, is closely tied with the
growth of the rationalist attitude toward the universe, with the rationalist
cosmology." 8

Science and technology became the means to mastery over nature. The
Industrial Revolution was the beginning of a relentless assault on nature
and, in the 1920s, led to the emergence of the first mass-producing and
mass-consuming society in the U.S. The large joint stock companies were
designed to amass capital, labour and managerial skills and they now
dominate the economy of the developed countries—often in overpowering
ways. The corporations, however, have by and large pursued their am-
bition with single-minded devotion to growth, technical innovation and
profits. They have become organizers of human effort on a vast scale, but
in doing so they have had little or no regard for man as a servant of God,
made in His image for fellowship with his neighbour, enjoying and using
the resources of the world as possibilities for human development and
enrichment.

One of the first things that we notice about the large business cor-
poration is the contradiction between its internal discipline and rigidity,
and the belief in self-realization and autonomy so powerfully at work in
our society .9 More and more it is accepted that all restraints and norms are
obstacles to freedom and, therefore, to genuine humanity. Freedom is to
do as you please; anything goes. Modern advertising is an expression of
that all-pervasive belief, and it has perfected the art of subtle manipulation
and suggestion for the sake of increased sales and economic growth. The
message coming through advertising (and other media) is that happiness
consists of consuming and enjoying the vast array of goods and services
made available by the mass production system. Politics and economics are
now firmly hitched to the wagon of an endlessly rising GNP because that is
the way to greater happiness.

The freedom of "the good life" promised through consumption
contrasts sharply with the discipline exacted in production. Here the
worker experiences control, rigidity, uniformity and often utter boredom.
This disjunction between work and the rest of life has been a major source
of confusion and even disintegration. Many attempts are made to bridge
this gap, but these attempts are bound to fail as long as the very foun-
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dations of "the good life" and the modern system of production are not
radically altered.

A Christian critique and evaluation must begin with the acknow-
ledgement that man is created to serve God and that God has given
His revelation so that men might know how to perform that service. To be
sure, sin has entered the world and has caused disharmony, injustice and
oppression. But in Christ man is again restored to a place of responsibility
in creation. Another word for that responsibility is calling, or office. Man
holds an office in relation to his Maker that requires of him a life
dedicated in its entirety to joyful service. Furthermore, man is related to
his fellowmen in a multiplicity of ways ranging from the intimate ties of
kinship (family and marriage), to the much looser ties of voluntary
organizations, down to the fleeting encounters of everyday life such as
those that happen on a train. Finally, man is directly related to the rest of
the created world in the sense that God made the world for mankind's use.
The earth's resources must therefore be seen as a means for human
development. In this threefold relationship, namely, man to God, to his
fellowmen and to the world, man is first of all a responsible being, subject
to the command to love God above all and one's neighbour as oneself.

The foregoing implies that man's relationship to God is all-embracing
and absolute. Therefore, man's primary and all-inclusive allegiance is to
his Creator. From this follows that all interhuman relations are limited
and defined. No one societal relationship may claim a person's life in its
entirety. On the contrary, men are involved in a variety of relationships
simultaneously but in different ways. For example, a person is a father or
mother (or child) of a family, a member of a church, teacher (or pupil) in a
school, citizen of a nation, employee of a corporation, member of a
labour union and a political party.

Within all these societal structures we experience internal relationships
of an authority-subordinate character. Parents have authority over their
children, managers over employees and governments over citizens. This
authority relationship deteriorates into oppression and abuse, unless those
in authority are guided by the norms that hold for the exercise of that
authority. These norms have to be realized in different ways in the various
structures but they must all aim at providing maximum opportunities for
exercising responsibility on the part of everyone. In other words, those in
authority must respect and reckon with the calling or office of those under
authority. There must be a proper balance between authority and freedom
within each societal structure with a view toward opening up and enriching
the lives of all people within such structures.

The external relationships of the various societal structures are coor-
dinate and not subordinate in character. Although in the everyday affairs
of people there is much interaction and a great deal of interdependence
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among the various structures, there is something specific, something that
is unique to each societal structuration. (For example, while the church
may have a legal side to its existence, it is the one structure that functions
as a community of worshippers.) Each structure has its own sphere of
competence, its own inner makeup that cannot be reduced to that of
another. This principle is usually referred to as the principle of spheresovereignty.10

This term is subject to misunderstanding in that it may give the im-
pression that each sphere is completely autonomous. On the contrary,
while each structure is sovereign within its own sphere, this sovereignty
must be understood as subject to certain God-given norms for the
maintenance of life. The recognition of the principle of sphere sovereignty
provides a bulwark against all forms of anarchy and tyranny.

Sphere sovereignty implies that freedom cannot be adequately
safeguarded on the basis of individual freedom alone, but must be an-
chored in the freedom of societal structures. As Hendrik Van Riessen,
Dutch professor of philosophy and author, has pointed out, the struggle
against totalitarianism is nearly always hopeless from the outset without
such anchorage."

With respect to both the proper balance between authority and freedom
(internal relations) and sphere sovereignty (external relations), it is safe to
say that modern society has not developed in keeping with Christian
norms. Obvious distortions and abuses have resulted and these in turn
have given rise to two conflicting views of society.

First, there is the position of those who tend to consider individual
freedom in an absolute manner. To them freedom means especially
freedom to engage in economic life, that is, the freedom of the market-
place. This one-sided view has led to freedom on the part of those who
managed to get hold of, and keep, the reins of power. They were "
suc-cessful" and came to the top. On the other side were those who had very
little or no economic power and they suffered the consequences. The
strange thing is that those who proclaimed individual freedom did not
worry much about the fact that many had no freedom at all but were
subordinated to powerful economic forces over which they had no con-
trol. To square theory (individual freedom) with practice (a loss of
freedom on the part of the powerless and the propertyless), men resorted
to the theories of evolution and the survival of the fittest.

These ideas became especially influential in North America and served
to justify an immense concentration of economic power and wealth. Vast
economic empires, that is, large-scale corporations, evolved rapidly, and
economics and profits were elevated to all-consuming goals. Con-
sequently, people were reduced to factors of production, to objects that
can be subordinated to the interests of the corporations. This has had
devastating effects on the manner in which work has been organized and
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resources exploited. A system of ever-growing production was considered
the sure way to achieve the abundant life, and both men and natural
resources were simply seen as factors of production.

Progress was identified with an increased control over nature and a
rising level of material goods. Because they enabled men to exercise more
control, science and technique came to be seen as the keys to progress and
genuine emancipation. It should be noted that this concept of human
progress is entirely founded on the things of this world; it is fundamentally
secular. Unfortunately, Christianity's response to this powerful culture-
shaping force has been largely confused, ineffective or absent. By some
strange reasoning, one segment of Christianity began to identify this
liberal ideology, or capitalism, with the Christian way of life. 12 But it
could only do so after the Scriptural revelation regarding man's place in
creation as God's servant became thoroughly beclouded by the forces of
secularism, particularly scientism and materialism.

In the second place, there are those whose reaction to liberal ideology
and concentrated economic power has been prompted by Marxist thought.
Labour unions also arose in reaction to liberal ideology and practice.
Although Marxism has not flourished in Canada and the U.S., in some
ways the reaction from this side is most important. Both of these responses
will be considered in the section on authority.

A third phenomenon must be mentioned. Public policy in Canada has
adopted the goal of balancing various countervailing forces. Welfare
economics has become the tool in the hands of governments to bring about
a redistribution of wealth and a measure of economic security. Full em-
ployment and social security are the objectives ardently pursued. In this
process a host of administrative agencies and programs are established.
Bureaucratic power has proliferated, but poverty and insecurity are not
eliminated. 13

There are numerous forces at work that tend to reduce persons to
objects to be categorized and moulded for the sake of an efficient and
orderly administration. Though there is much talk about democracy and
participation, a trend toward uniformity, anonymity and, consequently,
personal insignificance prevails. Meanwhile, the propaganda machine
grinds on, elections are held with much fanfare, but politics is largely
devoid of debates about clearly articulated political options and genuine
involvement. The influence of pragmatism is prominent in this
development. The result is that significant distinctions between govern-
ments, business enterprises, political parties and labour unions—to name
four significant entities—are blurring. Particularly with respect to the
state and the business enterprise, crucial distinctions are erased. We are
more and more drifting toward what Bob Goudzwaard calls "economic
corporatism." He signals the transition from the conventional capitalism
to the new form of corporatism
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in which industrial concerns themselves are the Controlling supplters and
owners of their Capital resources; where these concerns can choose their own
goals in an autonomous manner beyond the effective control of any outstde
influence; and where they are sufficiently powerful to shift competition to the
safer areas of technical innovation and consumer management. Thts system
can be described as economic corporatism because it has the support of
political power. There is here a co-partnership with the state which conforms
to and financially supports the major goals of economic growth and
technological progress. A monolithic structure is rising in our midst. 14

A renewal of society requires maintaining the crucial distinction be-
tween the state and the business corporation. The task of the state is to
administer public justice so that life can unfold harmoniously and that
people are enabled to open up their lives in response to their office as
image bearers of God. In case one sector of society obtains too much
power so that other sectors or persons are hindered in their life
possibilities, the state has the task to intervene. It is self-evident that in a
modern, complex society it is no easy matter to define exactly what the
state must do in a given situation. But it does help immensely to un-
derstand that the norm for the state is public justice aimed at furthering
the possibilities for a normative unfolding of the various societal
relationships. For example, if the business corporations usurp power, the
state is called to restrain that power and push it back to its legitimate
boundaries. That is why economic corporatism is a dangerous and anti-
normative phenomenon.

The norm for a business enterprise as an economically qualified societal
structure is stewardship. This must be the key guideline in all its activities.
The realization of the norm of stewardship entails a careful use and
allocation of natural resources, labour, managerial talent, capital, etc., so
that an economic surplus is attained as a result of economic productive
activity. This economic surplus can be measured in a financial manner in
terms of profit. But as soon as we mention the word profit, a warning is in
order because of the loaded history of that term. A business enterprise
must respond to a broader variety of social norms than merely the
economic; it must take into consideration a broader variety of interests
than merely the financial yardstick of profit. A business enterprise—also a
multinational corporation—must take into account the interests of in-
vestors, but also the interests of the suppliers of natural resources, of the
workers, of the consumers, and of persons and social struc-
tures—especially families—that are directly or indirectly affected by the
enterprise's productive activity. An economic enterprise is never closed off
from its social environment and the slogan of "free enterprise" should not
blind us to this fact. An economic enterprise must display its own nor-
mative structuration—"sphere sovereignty"—in the context of societal
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interdependence and intertwinement. This complexity constantly calls for
a normative weighing or balancing of various possibilities that demand a
choice.

A long-range pattern of choice reveals the underlying value-system of
the decision makers in industry and the economy. For example, saying
that industry exists for profit reveals a specific value-system: it indicates
the absolutization of the monetary aspect of industry. To be sure, profits
are necessary in industry, for without profits an industry cannot continue
to exist. This is the case in both a capitalistic and a communistic social
order. But making a profit is, by itself, not at all indicative that an en-
terprise is guided by the norm of stewardship, and the other social norms
that are to structure industrial production. For making a profit can simply
mean the accumulation of capital for the benefit of the particular industry
itself, or for the investors, or for excessively salaried management per-
sonnel. Such a profit may well have been made at the expense of the
suppliers of natural resources (especially when these come from the un-
derdeveloped world), of the workers at the assembly line or the con-
sumers. The singleminded pursuit of profits and economic growth
jeopardizes the well-being of suppliers, workers and consumers—who are
reduced to economic objects, "things," whose value is determined by
profit-maximization or economic growth.

Profits must always be related to other legitimate interests; that is,
profits have a relative significance. Maximum profits can therefore be very
uneconomical because they involve a distorted concept of production. In
other words, a normative restructuring of the enterprise requires
stewardly, economizing activity in conjunction with the realization of a
number of different norms at the same time. Such restructuration must
occur within the internal life of a business enterprise. Renewal does not
result when the state takes over the control of the enterprise but when the
enterprise is called back to its proper task delineated by the norm of
stewardship. When for legitimate reasons the state must assume ownership
or control of an enterprise, it does not thereby have the right to operate
this enterprise as an extension of the state, but it must even then accord the
enterprise room to obey the norm of economic stewardship.

A struggle is now going on between two contrasting forces—the left and
the right—over the control and makeup of the business corporation. The
one believes that primacy must be accorded to the individual (but many
individuals are trampled on); and the other believes that primacy must be
accorded to the collective (but genuine community does not result). Is this
a meaningful dilemma and can this struggle be resolved? In light of these
questions, the following issues are crucial: ownership, authority,
production and consumption.
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Ownership

The Scriptures clearly show that the modern view of ownership—namely,
the notion that individuals have absolute property rights and can do with
their property what they want—is erroneous. Instead, ownership must be
understood in the context of the Creator's absolute claim on His creation.
All ownership, therefore, must be seen in terms of stewardship, that is, a
person may own a certain property (the Old Testament term is
inheritance), but the "rights" in that property are weighted with the
obligation to serve God and one's fellowmen. People are to give an ac-
count of the use of their possessions, for the Lord God of heaven and
earth is the only absolute owner. When the people of Israel were given the
promised land, they were instructed that no one's possessions might be
permanently estranged from them. In case a person would encounter hard
times and was forced to sell their property, the sale could only be effective
until the year of redemption—the year of Jubilee which occurred every
fifty years. Then it had to be returned to the original owner. The Lord
instructed His people as follows: "The land shall not be sold in perpetuity,
for the land is mine; for you are strangers and sojourners with me. And in
all the country you possess, you shall grant a redemption of the land." is

This rule was designed to prevent the emergence of gross inequalities in
possessions, yet the Lord's law for economic life provided for develop-
ment and a dynamic unfolding of life. That is evident, for example, in the
distinction the Lord made between property in the walled cities and in the
open country. The latter was the source of food and income, and
therefore, was essential for a family's livelihood. However, life in the
walled cities already began to show a measure of differentiation;
therefore, the sale of houses in the cities was allowed without the provision
of redemption in the year of Jubilee. 16 Despite this "openness" in the laws
for economic exchange—and the unfolding of economic life since the
Lord gave his laws to the people of Israel has made fantastic strides—the
underlying norm revealed in the Old Testament law against the sale of
property in perpetuity still holds today: gross inequality in possessions is
condemned by the Lord. He demands that justice be done also in property
relations. It is up to us to obey that norm in ways that are suitable for a
much more differentiated society than Old Testament Israel.

The Biblical norm for property has often been disobeyed in our society.
Under the influence of major thinkers, particularly John Locke (1632-
1704) and Adam Smith (1723-1790), property rights are considered to be
absolute. With respect to the corporate form of ownership, all power has
been vested in those who supply the capital, by virtue of their property
rights. The business corporation is a cooperative arrangement whereby
large amounts of capital are supplied by many investors. Such con-
centration of capital is not necessarily wrong; but a business enterprise
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cannot be defined in terms only of its source of capital since its internal
structure encompasses other elements as well, especially the work force.
Therefore, today extra safeguards against abuse are needed, because the
more power people have—and concentration of capital involves
power—the more damage can be done through abuse of such power.
Corporations, under the influence of the capitalist credo, have concen-
trated their efforts on the narrow goal of profits and self-aggrandizement.
They have been very successful and grown to a place of dominance in our
society. In this process the goal of profit making has crowded out all other
objectives and life has become oriented toward the purposes of business.
Especially in North America, business interests have become dominant
and have led to a distorted development. To overcome that distortion, the
goals of business must be broadened so that genuine well-being is
promoted.

A reform of the corporation must therefore begin with a new vision of
ownership. Property rights must be relativized. Various forms of sharing
and spreading responsibility within the corporation are to be sought. That
should be done by shareholders and especially by those who work within
the corporation—the employees. It is helpful here to distinguish between
the corporation as a legal entity and the enterprise as a community of
people. The latter cannot be owned by anyone. As Goudzwaard has
pointed out:

What is an enterprtse? It ts ftrst of all a relationshtp in which people live and
work together, people who, tn this economtcally qualified co-operation, use
means of production which have been financed by the provtders of capttal.
Now we can generally say of the Christian view of ownership of property that it
regards ownership of persons, living persons, as princtpially objecttonable;
slavery is a dental of the principial equality of all people before God. This, of
course, is true not only of individual persons, but also of persons who con-
stitute a societal relationship. For that reason, those who provtde the money
can never and may never be the owners of the enterprise, which is a societal
relationship of living people. Providers of capttal are merely owners of the
capital goods, of the means of production of the enterprise. Their ownership
right is a limited one which can never apply to the enttre enterprise and the
activities of its members.

An implication of the foregoing is that the rightful claims of shareholders
do not go beyond a fair return on investments and that their involvement
within the enterprise is minimal.

Authority

The prevailing ideas about ownership are closely related to the issue of
authority since authority within the enterprise has historically been derived
from the property rights of the investors. The corporation has developed
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in keeping with an exaggerated notion of these rights and with profit as an
end in itself, in accordance with the dominant conception of self-
fulfilment. Consequently, authority is executed in such a manner that the
freedom and responsibility of those subject to this authority are
jeopardized. (We can here leave aside the fact that ownership rights are
now mostly vested in institutional, large-scale investors—thus discon-
necting the direct link between ownership and control—since this
phenomenon has not affected the theory that managerial rights are derived
from property rights.)

The exercise of authority within a (work) community of people must
aim at the fulfilment of a common task of the community and must
therefore contribute to the well-being of those subject to authority—so
that they can better fulfill their task and office. As Bernard Zylstra has
written: "Authority is office, that is, a channel for the realization of
divine norms in a social relationship." 8 Those in authority may not
selfishly use their authority (power) to enrich themselves at the expense of
their subordinates. Whenever they do, relationships become distorted and
injustice and disharmony set in. Much in human history indicates that
authority often deteriorates into naked power and is used to exploit and
oppress. This is all too evident in the history of the Industrial Revolution
and the manner in which corporations have assumed a dominant place.

Early forms of abuse of power were obvious and resulted in oppression
and degradation. Working people were helpless in the face of cruel and
oppressive working conditions. Much has changed since the nineteenth
century, and living and working conditions have tremendously im-
proved—at least in the Western world. But in other important ways, the
situation has not improved much. As a matter of fact, there are powerful
forces at work in our society that increasingly stand in the way of genuine
human fulfilment and the establishment of meaningful human re-
lationships within the work community.

Reactions against selfish use of authority have not been lacking. One of
them is the modern trade union movement. Another has been political
action in the various forms of Marxism and socialism. Often the two
streams interact and overlap. A few words about each are in order.

The North American trade union movement arose to protect the
workers against the power of corporations. It resulted in a bitter struggle,
and even today the relationship between unions and management is
characterized by the adversary spirit. The unions opposed the power of the
corporations in order to safeguard and defend the interests of the workers
and in that they accomplished much. However, the trade union movement
was, and is, infected by the same fundamental belief that so powerfully
helped shape the corporations, namely, the belief that man is autonomous
and able to find fulfilment in achieving mastery over nature for the sake of
material abundance. The struggle between the two sides is often severe,
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but it centres on the division of the economic pie since unions do not find
themselves in fundamental disagreement with the goals of the corporation.
(The term business unionism, often used to describe North American
unions, is revealing in this regard.) Consequently, problems related to
abuse of power within corporations are not attacked except in a pragmatic
way. Hence the underlying cause of distortions within the enterprise is not
removed. This is why the problem of meaningless, oppressive and
dehumanizing forms of work, which is a major problem of the cor-
poration, is being largely ignored by the unions. 19

In the second place, and in a more radical way, opposition against
corporate power has come from the Marxists. They view modern history
as a struggle between two contending classes and they anticipate the
victory of the working class over their enemies. This will then, according
to their belief, usher in the classless society in which the means of
production will be owned by the workers via the state. The state eventually
is to wither away. Man's relationship to the means of production is the key
relationship. Under capitalism, the means of production are privately
owned; under Marxism they are publicly owned. This element is central
because the Marxists view man essentially as a producer (homo faber). In
other words, man's relationship to his tools is determinative. Marx came
to this conclusion because, as a child of the Enlightenment, he too believed
in man's autonomy and freedom in terms of his mastery over nature. At
this fundamental point, there is no difference between capitalism and
Marxism and this explains why the latter is unable to overcome the
distortions and contradictions of the former.

Much of the current talk of workers' control is inspired by the Marxist
belief. But all Marxist movements are plagued by the immense propensity
for disagreement and schisms. In the light of the history of the Marxist
movement, it takes an extraordinarily stubborn belief to hold fast to the
notion of a homogeneous working class. This so-called class is constantly
torn apart by internal disagreement and rivalry. A unified class simply
does not exist except in ideology, and unity is only achieved through
strong-arm tactics. The belief in the existence of a single "proletarian"
class is contradicted by history.

The adversary approach of labour-management relations seeks to
sabotage authority within the enterprise; 2° the Marxist solution aims at the
total elimination of the current authority structures within the enterprise.
But in both instances the problem of authority is not resolved. That
resolution can occur only within the context of a true vision of a business
enterprise as a genuine work community. The Biblical vision of man as a
responsible being before the face of God suggests that the reform of
authority does not lie in the elimination of authority but in rechanneling it
in such a way that the calling of those under authority is respected and the
opportunities for fulfilling that calling are safeguarded. This implies that



184 Probing for the Roots of the Problem

the concentration of authority in the top echelons of the corporation and
the subsequent loss of freedom in the ranks below must make way for an
"open" structure.

Employees within an enterprise should be recognized as responsible
beings who must have maximum opportunities to make decisions with
respect to their own immediate work situation and to the general direction
of the enterprise as a whole. That calls for a restructuring of the cor-
poration so that employees are able to share in decision making. The
object must be to change the corporation from a battleground of con-
flicting interests—which now seeks to maintain itself by a ruthless
usurpation of power in the hands of management—to a genuine work
community in which the contributions of shareholders, management and
workers are combined to provide goods and services that serve the
meaningful unfolding of life. The foregoing requires the reorganization of
work so that it can be experienced as an integrated and meaningful part of
life. And that confronts us with the need to come to grips with the
production process itself. In that connection, the role of modern technique
is of crucial importance.

Production

The modern method of production can be understood by viewing it within
the context of a generally prevailing ideology concerning man's self-
realization through his mastery over nature. That perspective sets the tone
and provides the driving spirit. Technology is the key ingredient in the
modern production process. Not only is it the key; it has a nearly over-
whelming tendency to assume a life of its own. The "one best way" of
performing a task is predetermined technically and thereafter it is the only
way.

To understand the modern method of production, we need to reflect on
the essential features of "scientific management," a term associated with
the pioneering work performed in this area by Frederick Winslow Taylor
(1856-1915). Scientific management endeavoured to control human ac-
tivity in the workplace with the aim of attaining maximum efficiency in
terms of unit output. Taylor devised a system of rational (scientific)
analysis of work. He accomplished this by breaking any given task down
to its simplest fragment and then reconstructing the actual work process in
a logical (that is, in terms of the end product) sequence. Because Taylor's
emphasis was on scientific analysis, abstraction and efficiency, the
resulting work process was completely fragmented as far as workers were
concerned. This was not considered to be a problem in view of Taylor's
original intention (maximum efficiency) and his concept of the worker
(shared by management in general). Taylor, like many of his con-
temporaries, endorsed the concept of economic man, which entails the
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belief that people are motivated by economic self-interest. Consequently,
if scientific managment were to succeed in raising productivity and wages,
it was believed that harmony and general well-being would be realized. 21

Thus the foundation of the modern mass production system was firmly
put in place and contributed mightily to the arrival of the mass production
and mass consumption era.

The objective of scientific management was to raise efficiency and
reduce costs. However, the real cost in terms of the human situation was
extremely high. Scientific management attempted as much as possible to
eliminate the human element because it involves unpredictability, in-
dividuality and lack of control, whereas the aim was rationality and
control. This is very much evident from Taylor's own observations. He
explained that what is required of the worker "is not to produce more by
his own initiative but to execute punctually the orders given extending into
the smallest details." 22

Peter Drucker has described what has happened to the worker in the
modern industrial system as follows:

Dental of the existence of an indtvtdual with social status and function is really
the essence of the new approach. tn mass production technology the worker ts
only one sloppily destgned machine. To bring this human machtne to the full
mechanical and automatic efficiency which its Maker apparently failed to
achieve is the main aim of the new science of "human engtneering." That
means, however, that the tndividual must cease to exist. The new technique
demands standardized, freely interchangeable, atomic labor without status,
wtthout function, without indtvtduality. 23

Drucker understands that the result of this attempt to fit man to the
machine will lead to intolerable tensions and conflicts. He views the power
of the corporations and their ability to "legitimize" their power as the key
issue of modern society. Such legitimization requires what he calls the
integration of the individual member of society. Drucker asserts that we
have the choice "either to build a functioning industrial society or to see
freedom itself disappear in anarchy and tyranny. " 24

The scientific management method attempts to push division of labour
to its technical limits. The result has been fragmentation and isolation, not
only with respect to the work to be done, but also among the persons who
perform the fragmented jobs. It isolates workers from their work and thus
downgrades the significance of real workmanship, and it also isolates
workers from each other. The effect of this method of work is a loss of a
sense of participation and responsibility. When one cannot see the overall
context of work and the end product is far removed, it is impossible to
maintain a sense of importance about one's work. The term alienation is a
much-used word to describe this result of the fragmentation of jobs.
Especially the Marxists and neo-Marxists have popularized this theme.

Another phenomenon has aggravated the problems surrounding
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The trouble starts with the belief that technique can solve all human
problems, and that it is an end in itself rather than a means to an end. This
is evident within the corporate structures, where rationalized efficiency is
supposedly indispensable. Right at this point reform is imperative in order
to make work human once more. Production must be so organized that
fellowship, responsibility and concern can be expressed, even if that
violates quantitative production criteria. Resources must be so used that
the natural environment is not permanently destroyed. Undoubtedly, this
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production. Increased complexity in production methods has raised the
capital requirement of equipment. This in turn has given rise to ever larger
industrial units. In the technologically advanced sectors, oligopolies
dominate the scene. Their immense size further minimizes the possibilities
of establishing meaningful human relations. Instead, the technique of
social organization is further relied on to provide the integration among
large numbers and countless separate functions. The triumph of technique
is ensured, but men are reduced to expendable and interchangeable units
of production and organization.

There are two more ways in which the blind pursuit of efficiency in
production, aided by the scientific approach to management, has led to
serious structural dislocations. The first is the damage inflicted on the
natural world through the pollution of air and water, and through the
destruction of the landscape. Secondly, an emphasis on economic growth
and an ever rising standard of living, especially since it is accompanied by
much waste and built-in obsolescence, has resulted in rapid depletion of
nonrenewable resources. Thus a threefold crisis has arisen at the heart of
the modern productive system, intimately affecting man in his relationship
to his work, his neighbour and his environment. All three are bound
together and are directly related to the worship of science and technique in
man's quest for mastery over nature and for material abundance. They
also underlie the structural distortions of our economy, especially high
inflation and unemployment levels. 25

Because belief in progress, coupled with the materialistic vision of man
and the world, is deeply imbedded in modern culture, it will require a
principled change of direction and even a change of heart for us to find
our way out of the present crisis. Some are extremely pessimistic about the
human prospect. They are particularly negative toward the role of
technique since they view it as a necessarily enslaving and homogenizing
force in modern history. Jacques Ellul has convincingly argued this point
of view. But the question remains whether his evaluation and prognosis
are correct.

The decisive issue is whether Western man chooses to continue wor-
shipping science, technique and material abundance, or whether these will
be viewed in terms of man's response to the Creator's mandate to develop
and unfold the potentials of creation. Man's scientific and technical
abilities are not something outside of God's good creation. 26 The main
question therefore concerns the direction of technology. Will science and
technique help men to "open up" and develop their lives, or will the
present trend continue? Technology undoubtedly can help to lighten the
burden of work, to overcome some of the limitations of time and space
and to facilitate human interaction. Electricity can and does serve men to
develop their talents and it can help them to relate to one another in
countless ways. And one could go on and on.
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and marketing techniques. The new is held up as the superior simply
because it is new. Billions of dollars are spent in research and development
aimed at staying ahead in the race for novel products, but little or no
attention is given to quality and meaning. As a matter of fact, quality is
purposely deemphasized so that the products will have to be replaced
sooner. 30

The revolution of rising expectations, assiduously cultivated by the
advertisers, works in the interest of consumption. The underlying theme is
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The trouble starts with the belief that technique can solve all human
problems, and that it is an end in itself rather than a means to an end. This
is evident within the corporate structures, where rationalized efficiency is
supposedly indispensable. Right at this point reform is imperative in order
to make work human once more. Production must be so organized that
fellowship, responsibility and concern can be expressed, even if that
violates quantitative production criteria. Resources must be so used that
the natural environment is not permanently destroyed. Undoubtedly, this
calls for a halt to the relentless pursuit of new products and techniques for
their own sake.27 It calls for simple methods of production, for whole jobs
in which workers can achieve a sense of fellowship and fulfilment, and it
calls for deemphasizing high income and an ever rising number and variety
of consumer goods. Obviously, this requires a fundamental reorganization
and reorientation of the corporate structure, for which the participation of
the entire work community is needed—both managers and workers. Such
reforms would thoroughly alter the corporation and the work en-
vironment. Those who are quick to say that these alternatives are naive,
idealistic and unrealizable should remember that the current trend cannot
be maintained. Those who say that nothing can be done, that history is
determined, should remember that culture is man's responsibility.

Consumption

Consumption and production are obviously two sides of the same coin.
Once economic growth has become the end-all of corporate existence and
the sure road to happiness, then consumption, too, tends to become an
end in itself. John Kenneth Galbraith has convincingly argued that one of
the ways in which "the planning system" (big, oligopolistic business)
achieves security is by the management of consumer demands. He writes:
"The individual serves the industrial system not by supplying it with
savings and the resulting capital; he serves it by consuming its products." 28

The message incessantly beamed at consumers in North America is:
"We have the goods that can add to your happiness, self-esteem and social
status; therefore buy our products." The irrelevance of the advertising
message is striking; the intent is not to inform but to cajole and
manipulate. Credit buying has been devised to stimulate today's spending
with tomorrow's earnings. Galbraith explains that this system makes for
reliable workers. "Ideally, his wants are kept slightly in excess of his
income. Compelling inducements are then provided for him to go into
debt. The pressure of the resulting debt adds to his reliability as a
worker." 29

The rise of the mass production corporations has been accompanied by
an absence of price competition and an emphasis on product dif-
ferentiation, often in minor details, such as packaging, style, brand name
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and marketing techniques. The new is held up as the superior simply
because it is new. Billions of dollars are spent in research and development
aimed at staying ahead in the race for novel products, but little or no
attention is given to quality and meaning. As a matter of fact, quality is
purposely deemphasized so that the products will have to be replaced
sooner. 30

The revolution of rising expectations, assiduously cultivated by the
advertisers, works in the interest of consumption. The underlying theme is
hedonistic and destructive, for it plays on man's greed and views the
purpose of life as an incessant pursuit of pleasure. Here is where the
contradiction between the rigours imposed on men and women in
production on the one hand, and the consumption ethic on the other hand
has contributed to the loss of coherence so evident in our time. Richard
Barnet and Ronald Muller have summarized this aspect of the current
emphasis on consumption as follows:

By marketing the myth that the pleasures of consumption can be the basis of
community, the global corporation helps to destroy the possibtltties of real
community—the reaching out of one human being to another. The decline of
political community and the rise of consuming communities are related. Each
TV viewer sits in front of his own box isolated from his neighbor but sym-
bolically related through simultaneous programmed activity and shared
fantasy. How much the pervasive sense of meaninglessness in modern life
can be attributed to the organizational strategies and values of the huge
corporation we are only beginning to understand, but for the longer run the
psychological crises associated with the emerging socioeconomtc system are
potentially the most serious of all, for they undermine the spirit needed to
reform that system. 31

The management of consumer demands has assumed grotesque
proportions and methods. The cost of advertising in the U.S. and Canada
climbed to $21 billion annually by 1973. 32 But advertising is also used in
Latin America and other poor countries to persuade people with a very
low income that their status will improve if they spend their meagre
resources for goods produced by Western technology. Advertising is
popular in poor countries because it creates a make-believe sense of
prosperity. Large, multinational corporations are constructing what
Barnet and Muller have called a "Global Shopping Center," complete
with the technology to spread the advertisers' message that happiness and
consumption are interdependent.

Inequality is an obvious characteristic of current income and con-
sumption patterns. To some extent it is present within our own country,
although a large segment of the population has obtained mass con-
sumption status. But inequality is starkly present on the international
scene where the rich nations consume many times the resources used in the
poor countries.
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There is a huge gap between the lowest and the highest 10 per cent of
income receivers. At the top of the scale there is immense wealth and much
conspicuous consumption, whereas at the bottom there is poverty and
deprivation. In between the two extremes, at least in the developed
countries, is a large segment of income receivers who participate in the
mass consumption market. But as inflation takes hold, the percentage
of those who must spend all their income for basic necessities rises.
Consequently, those groups who are able to muster bargaining power step
up their demands for a larger share of the economic pie. This is a vicious
circle with wage and salary increases chasing inflation and vice versa.
Meanwhile, social and political tensions build up which, if not deflated,
may well result in the destruction of society on the rock of individual and
group selfishness.

The restraints advocated by the corporate elite with respect to wage
demands is drowned out by the voices of their paid propagandists extolling
the virtues of consumption. The two kinds of advice conflict but are
addressed to the same people except that in the first instance they are
producers, whereas in the second they are consumers.

While there is still much disparity in the distribution of wealth in
Canada (and in other developed countries including the U.S.), the con-
trasts on a world scale are staggering. The poor of Latin America, Asia
and Africa are falling further behind the developed countries. In his 1977
annual address to the Board of Governors of the World Bank, Robert S.
McNamara, the president of the Bank, reported that the growth rate of
per capita income in the poorest countries was the lowest in the world (1.1
per cent). He referred to the one billion people who make up the world's
"absolute poor" as "those trapped in conditions so limited by illiteracy,
malnutrition, disease, high infant mortality and low life expectancy as to
be denied the very potential of the genes with which they were born. Their
basic human needs are simply not met." 33

There is good reason to assume, in view of the limits of the earth's
resources, that as long as the rich countries continue to enjoy the current
high standard of living, the poor countries are condemned to a perpetual
position of dependency and poverty. Conversely, what is obviously and
urgently needed is a structural realignment between rich and poor
countries, whereby the former transfer some of their wealth to the latter.
This will require a lower material standard of living in the rich countries,
or at least a drastic reduction in the rate of economic growth as we have
conceived it in the past, that is, based on an ever-increasing consumption
pattern.

As long as economic growth of a conventional nature is the overriding
goal of the developed economies, there is no prospect for an equitable
distribution of the world's production, and many more of the world's
poor are condemned to starvation or a brief life of hunger and despair. A
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drastic reappraisal of our own approach to income distribution on a
national scale is required, but no less important is the need to redress the
imbalance among nations. That may well be the most significant issue
before us in the last quarter of the twentieth century.

God has given the world to all mankind and we are responsible for
seeking a just redistribution of income, so that all men have an op-
portunity to develop their lives. It is ironic and tragic that at a time when
technology has expanded man's abilities to exploit the earth's resources,
and has facilitated consumption of an endless array of often useless and
even harmful goods, large segments of the world's population are
deprived of even the most basic necessities. There is absolutely no
justification for this glaring injustice.



Summary
Men believed that their technical powers would enable them to master
their environment, but this has not happened. On the contrary, we are
beholding the strange paradox of human helplessness over against the
forces he himself has set in motion—the automated process.

Space travel and moon landings have been made possible through men's
scientific and technical power. But the astronaut is totally dependent on an
artificially constructed system in which he functions as a minutely
programmed and monitored technical operator. Nothing is left to his own
choice and he must train himself to be completely at one with the machine;
there is no room for variety and spontaneity. All direct, human interaction
with fellowmen is suspended and contact is maintained only through a
purely technical system of indirect communication. He is in a hostile
environment that tolerates no deviations from a carefully predesigned and
controlled series of manipulations. The astronaut is in that sense a perfect
and advanced prototype of modern man in surroundings where technique
has assumed a power of its own. He represents power in every sense that
men have come to worship power, but he also bespeaks powerlessness and
dependency. William Barrett has aptly described this contradiction as
follows:

Every step forward in mechantcal technique ts a step in the direction of ab-
straction. This capacity for ltving easily and familiarly at an extraordtnary level
of abstraction is the source of modern man's power. With it he has trans-
formed the planet, annihilated space, and trebled the world's population. But
it is also a power whtch has, like everything human, its negative side, in the
desolating sense of rootlessness, vacuity, and the lack of concrete feeling
that assatls modern man in hts moments of real anxiety. 1

It is this paradox that lies at the centre of the problematics surrounding
large-scale business corporations.

The corporation is nourished by man's desire for power and control
over nature. But power is also exercised over men within the corporate
structure; they are made subservient to the organization's interests. That
power is increasingly realized through the process of automation un-
derstood in the broadest sense. Not only have mechanical processes been
automated but society itself is being organized in the same way. This
automation in turn reinforces those qualities which serve the organization
but stand in the way of genuine, human interactions. Lewis Mumford,
writing on*'the self-enforcing discipline of the automated system, asserts
that its smooth operation requires "equally underdimensioned men,
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whose values are those needed for the operation and the continued ex-
pansion of the system itself. The minds that are so conditioned are in-
capable of imagining any alternatives. Having opted for automation, they
are committed to flouting any subjective reaction and to wiping out
human autonomy or indeed any organic process that does not accept the
system's peculiar limitations." 2

The machine that man built now threatens man himself. Conversely, a
way out must be found through reestablishing man's relationship with his
fellowmen and with nature. That requires a shift from ever more and ever
bigger to the simple, the direct, the nonviolent, and the small-scale. That
does not require the elimination of all technique, but it requires pushing
technique back to a position where it extends, rather than frustrates and
stifles, human capabilities. This is not so much a matter of all kinds of
different and detailed reforms, but first of all a decision regarding the goal
of our lives. Christians know that they need the redeeming power of their
God to find their way. This conviction does not, however, relegate them to
passiveness and hopelessness but spurs them on to strive for the renewal of
human relations and societal structures in concrete ways.

Suggestions for Corporate Reform

With respect to the business enterprise, its internal structure and its role in
society, a number of major reforms are needed. Among these the
following stand out:

All persons employed within an enterprise must be considered participants
entitled to such a status in law and in fact. This would, among other
things, call for representation of workers on the board of directors. At all
other levels provision must also be made for participation and joint
decision making by those who perform the work. Because of the
radicalness of this proposal and the danger of failure, it is advisable that
these changes be phased in gradually over a certain period—but with a
definite timetable—beginning with the largest corporations. This will
provide time for adjustments and retraining on the part of unions and
management. Care must be taken that the independence of day-to-day
management is respected.

Production processes and work methods must be simplified and
restructured so that teamwork and workmanship can be experienced by
workers. All built-in obsolescence must be discontinued. Violent and
harmful production techniques must be phased out.

Holding companies designed to provide a shield of secrecy and to
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dominate markets must be disallowed, and all oligopolistic corporations
must be broken up.

The number of directorships held by any one person should be limited to a
small number, say three. Crossing over of directorships between financial
and nonfinancial corporations must be disallowed.

Advertising must be drastically curtailed, especially that which stimulates
wasteful and damaging consumption, for example, the use of liquor,
tobacco and automobiles, deodorants and nonnutritious foods.

Products from underdeveloped countries must be imported without tariff
barriers—to be phased out gradually—and for a fair price. Multinational
corporations should use their superior know-how and power to stimulate a
balanced economic development in the poor countries, especially with an
eye to the need for labour-intensive technology, a healthy agricultural
base, local entrepreneurship, ownership and production.

International cooperation is needed to establish a uniform system of
information gathering, taxation policies and incorporation regulations.

The much-needed resetting of production and consumption patterns will
undoubtedly cause changes in employment patterns. Governments, and
representatives of labour and management, and other groups as well will
need to cooperate in developing other employment opportunities in
keeping with genuine human needs and ecological balance.

The key elements in these suggestions are: the acceptance of the need to
lower the aggregate standard of living in the rich countries; the preser-
vation of scarce resources; a more even spread of income; the introduction
of nonviolent and nonalienating methods of work; and assistance to the
poor countries to achieve a balanced and wholesome economic develop-
ment.
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CONCLUSIONS
It would be spiritually so much more valuable, and
psychologically so much easier, to adopt the principle of self-
limitation—and to achieve it through prudent self-restriction. 1

Alexander Solzhenitsyn

We must face reality. Unless we are prepared within the next
eight to ten years to change our way of life, to develop new sets
of values, to create a less materialistically oriented society, and
to find new ways of growing as a people, other than by an ever-
increasing consumption of our natural resources, we will have
missed perhaps the last chance open to us. Have we the
wisdom—have we the courage? 2

Alexander B. Campbell

The expressions of the Christian paradox are so familiar that it
is easy to forget their elemental power and their almost start-
ling relevance to our age. It is nothing new to say that a society
with a frantic desire for security needs to learn that the saved
life is the lost one; those who have no longer any joy in work
would find a deep satisfaction in the conception of the service
which is perfect freedom; and the anxious self-expressionists
might even be glad to hear that it is the meek who inherit and
the humble who are exalted. Only through the acceptance of
these noble paradoxes can, in the Christian view, the present
chaos, insecurity and weakness in the social scene be turned to
order, peace and strength. 3

Vincent Massey

The issues surrounding foreign direct ownership in Canada are complex
and difficult, but they are part of a much more fundamental problem. It is
imperative that we gain insight into the interdependence of our society. At
the same time nothing makes much sense unless we perceive clearly the
outlines of the underlying beliefs that give shape to Western culture. The
major premise of that culture is the belief in human autonomy, which has
given rise to the radical secularization of society and man's notion of
progressive self-realization through the mastery of nature leading to
material abundance. This belief has confronted modern man with the
hollowness of his existence so starkly evident in the prevailing moral and
ethical collapse—the "transvaluation" of all values. Only if we discern the
radical nature of the current malaise can we have a grasp on what is
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happening around us. As Daniel Bell has pointed out, the crisis of our time
is first of all a crisis of belief.

The real problem of modernity is the problem of belief. To use an un-
fashionable term, it is a spiritual crisis, since the new anchorages have proved
illusory and the old ones have become submerged. tt is a situatton which
brings us back to nihilism; lacking a past or a future, there is only a void. 4

There are many reasons to join George Grant and Jacques Ellul in their
descriptions of a decaying civilization. They are right in their analysis of
current trends. However, we need not, and should not, despair of the
possibility for change and renewal. There is no shortage of doom-
sayers—and in their defence it must be said they understand better what is
happening than the superficial optimists—but it is also necessary to un-
derscore that side of the Gospel which speaks to us of renewal and
reconciliation. It should never be forgotten that the Lord of heaven and
earth is able to blow the breath of life into dead bones so that they become
living beings again (see Ezekiel 37).

We cannot pin our hopes on the Christian church in its present form.
That church is seriously divided and marked by impotence and irrelevance
because it has lost its prophetic perspective. It has become what George
Grant calls "flatterer to modernity"—at least its liberal wing. The fun-
damentalist segment tends to abandon the world for a private religion. In
both instances the renewing and redeeming power of the Gospel has been
muted. Fortunately this is not the whole story; there is still faith in
Canada, but the emphasis today must be on our stirring up that faith, on
self-criticism and on a total reliance on the Lord's power to redeem our
lives and the structures of our society again.

Os Guinness, British author and lecturer, in his The Dust of Death has
presented us with a prophetic and highly readable account of the Christian
faith and its promise for our time. After offering a lucid and fair
description of the "establishment" and the counterculture, he then argues
for the third way, the way of the Gospel. This book is not another of the
many shallow and moralistic revivalist exhortations. It has a refreshing
and stimulating ring to it because of its Biblical outlook. Guinness un-
derstands that to choose the Christian alternative is not to choose against
man and this world. He asserts that the Biblical view of man calls for a
defence of his humanness over against the low Eastern view of man, over
against the determinist view of man which saps human significance, as
well as over against the humanist view because the latter does not account
for the aberrations of man. "When a man is guilty, he needs to be con-
fronted with the guilt; when he is weak, he needs help; when he is in
sorrow, he needs comfort." In this perceptive summary he catches what
may be the central truth about the human condition in the world:
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The Christian community must affirm that human identity is valuable. tt must
affirm that human aspirations are valid and that a substantial fulfilment of
them is possible. It must affirm that man's dilemmas are real and that a
substantial resolution is possible. As they build homes, administer hospitals
and run their businesses, Christians must struggle for human environments in
cities and communities. tn every area, from integrity in advertising to morality
and justice in national defense, humanness in living must be demonstrated.
The effects of this will be cultural, social, moral, political, educational and
aesthetic; they will permeate the fabric of society at every level. tf any new
order is achieved, any "re-formation," then it will be important to recogntze
that these new forms are themselves not final and that, however closely they
approxtmate Christian principles, they must not be made into absolutes. 5

There is a basic similarity between the roots of the liberal as well as of
the Marxist ideology. However there are important differences between
the Soviet Union, China and their satellites on the one hand and Canada
on the other. We have not yet arrived at a complete convergence, and
before this happens we would be wise to use the relative openness of
Canadian society to help redirect that society. There are many areas sealed
off, but there are still others that show openness and possibilities for
variety and freedom. Christians should learn to make much more effective
use of opportunities that are still available. Their failure to act lies not in
the first place in the opposition from without but in the Christian com-
munity's own lack of prophetic vision. It is here that renewal must begin.

Moreover, with respect to the multinationals, the fact that the inroads
of foreign ownership into Canada are so extensive is the fault of the
Canadian people and especially their policy makers. Therefore, we must
begin with self-criticism. Charles Pachter, painter and graphic artist, in his
contribution to Getting It Back, a publication of the Committee for An
Independent Canada, rightly points out:

We cannot go on blaming "foreigners" for our failures; we must look to
ourselves for the sources of positive change.... By greeting exploiters with
open arms, by exchangtng the more dtfficult role of tnnovator for the passtve
role of follower, Canada took the easy way out. tt is more expedtent and less
risky to copy than to produce something origtnal. Burdened wtth an outdated
Oedipus Complex towards Britain and a colonial dependence on American
capital, we were loathe to endure the growing pains of awkward adolescence. 6

To build up our sense of nationhood by being anti-American will not get
us very far. An example of this kind of anti-Americanism was presented
by Heather Robertson in the April 1975 issue of Maclean's.7 She informs
us that anti-Americanism is a Canadian tradition which built this country
and keeps it together. Such a negative base is a poor foundation for any
nation. What we should not forget is that there are Americans, too, who
are disenchanted with the direction of their society. Some of them are
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Christians, for example, Senator Mark Hatfield 8 and New York attorney
William Stringfellow. 9 There are many others, including Barry Com-
moner, author of The Closing Circle and Science and Survival, and
Ronald Muller and Richard Barnet, authors of Global Reach. These men
have strongly opposed the trends in American life and they have called for
abandoning the glorification of success in terms of materialistic goals. We
would do well to seek out those Americans who are critical of the
materialism of their own country and to extend them the hand of friend-
ship.

Politically, Canadians will have to decide on an economic and industrial
policy, including a policy with respect to foreign investment. This is no
easy task, considering the critical and complex national and international
economic problems, but it must be given priority in light of our need to
downgrade the importance of the economic side of life so that the
noneconomic sides can develop more fully. We must aim for more
responsible and less wasteful ways of developing our economy. For that
reason alone, there is an urgent need for more political and economic
leeway to make our own decisions—not so that we can reap more
economic reward ourselves, but so that we can make those decisions
necessary to redirect our national priorities. While emphasizing that our
first priority must be to discern the secular faith undergirding our culture
and to challenge it on the basis of the Scriptural view of man and the
world, we must simultaneously focus on concrete problem areas where
change and renewal are needed.

To summarize the foregoing, the following are priority items within the
context of a redirection of our national goals:

Plurality in education and employment. A pluralist structure of society
must be undergirded by free choices in education and employment.
Differently motivated communities—not in the first place ethnic com-
munities, but rather faith communities—must have full and equal rights
and opportunities to establish the kind of schools and labour unions that
are in harmony with their own convictions.

Internal reform of corporations. The reform of corporations as advocated
in the previous chapter will serve to remove, or at least lessen, friction. By
spreading responsibility and providing greater opportunities for par-
ticipation, also at the board of directors' level, suspicion and secrecy will
be allayed and a broader range of concerns and interests will be in-
corporated in company policies.

Industrial policy. The emphasis must shift to the kind of industrial
development in which human needs receive prior attention. That will
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require more emphasis on rewarding work, the conservation of non-
renewable resources, simple technology and a greater emphasis on local
production for local use. There must be less emphasis on the expansion of
imports and exports. The federal government must assume respon-
sibility—with full cooperation and participation from the provinces—for
formulating a cohesive industrial development policy that takes special
cognizance of the priorities mentioned here and of the need to combat
what has been called "the law of unequal development."

In all major industrial sectors, including petroleum, automobiles,
chemicals, rubber and electronics, Canadian-owned corporations
—whether public, private or joint—must be established or expanded. The
reason for this is not only to enhance Canadian economic independence
but also to provide more room for developing alternative technologies in
these areas. This is especially pressing in the case of automobiles and
energy resources.

Corporate size and power. In keeping with the earlier suggestion that
oligopolistic corporate structures be eliminated and holding companies
restricted, mergers such as those contemplated a few years ago between the
Argus and Power corporations should be prohibited.

Energy policy. The emphasis must be on conservation and on alternative,
less-damaging sources of energy. The example of the former NDP
government of British Columbia in deciding not to use nuclear energy
should be followed by the federal and all provincial governments, in view
of the extreme hazards connected with nuclear power production and
waste disposal.

Energy revenues. Private oil and gas companies should be restricted to a
fair return on investments. The excessive surplus profits, created by the
increase in the price of oil, should be channeled into a fund—an Energy
Security Fund for Canada—along the lines suggested by Premier Allan
Blakeney of the Province of Saskatchewan at the April 9-10, 1975,
Federal-Provincial Conference of First Ministers. 10 Premier Blakeney
suggested that this fund be placed under the direction of the federal
government and that it be used to make Canada self-sufficient in energy.
In this connection priority should be given to finding alternative energy
sources.

Inflation. The federal government must provide leadership in this area by
continuing its effort to establish agreement among the various sectors of
the economy about the limits of price and wage increases, especially in
view of real productivity increases, our relationship to the Third World



200 	 Multinationals and the Peaceable Kingdom

and a meaningful incomes policy. This must be done within the
framework of the proposed reforms of the corporation and the collective
bargaining system as a whole.

Incomes policy. An incomes policy is required that will distribute the
rewards more equally and serve to oppose inflation. Speculation in land
and food must be eliminated as much as possible.

Foreign direct investment. An overall industrial policy must incorporate
measures to stimulate the channeling of Canadian savings into Canadian
investments. Alternatives to the wholly-owned subsidiary, such as joint
ventures, licensing arrangements and technology purchases, must be used
more extensively. Positive steps must be undertaken to reduce the overall
level of foreign ownership, while strengthening our manufacturing base.
Special grants should not be paid to foreign-based multinational com-
panies. The Canadian financial institutions must give priority to chan-
neling finance capital into Canadian-owned businesses. The federal
government must take the lead in formulating and enforcing a long-range
policy regarding foreign direct investment.

A public forum. We must search for new ways to facilitate public debate
and interaction. A nonpartisan orientation is needed. Therefore a body
should be established to serve as a forum for public debate, and to offer
advice with respect to the major socioeconomic issues now facing us.
Priority attention must be given to inflation and unemployment and a
long-range industrial strategy, including the establishment of investment
priorities, development of energy resources and major technologies. This
body must be made up of a broad range of persons with expertise who
would help to bring into the open the decision making that is now often
done in the privacy of corporate and government boardrooms by a small
number of persons, despite the farreaching effects of these decisions.

The issue of foreign ownership in Canada must be approached in the
context of a fundamental review of economic and technological ex-
pansion. We should not merely reject American domination in Canada,
but we should attack head-on the larger problems of technology and
industrialization. In this connection it is important to realize, as George
Grant has observed, that Canadians, like the Americans, have embraced
the god of progress. This aggravates the problem confronting us, for our
efforts must be expended on two fronts simultaneously.

In view of the fact that there appears to be a great deal of lethargy in
Canada with respect to our national existence vis-à-vis the U.S., one may
understandably be doubtful of the possibilities for arousing interest in the
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even more fundamental issues raised here. How will we ever succeed in
persuading our fellow Canadians that we should be prepared to repudiate
the gods of our age? Yet, it is somewhat encouraging that among those
who are concerned about Canada's national integrity there is an awareness
of the need to come to grips with technology and the assumptions un-
derlying Western culture in general. It is also encouraging that there is a
growing sense of urgency among deeply concerned men and women of
other countries.

The Christian community is obligated to involve itself in the problems
surrounding Canada's nationhood because the Christian faith opens up
real perspectives for individuals, families, communities and nations. We
need to become thoroughly acquainted with the issues, including the
forces and ideas that have given shape to our nation and to the world. We
have to interact with others who are concerned about the same issues,
albeit from a different perspective than our own. In some instances we will
be able to agree; in others we will have to take an alternative position.
What must come through persistently in our participation is the conviction
that our nation needs the healing power of our God who long ago told His
people:

Therefore, you shall keep the commandments of the Lord your God, to walk in
Hts ways and to fear Him. For the Lord your God is bringtng you into a good
land, a land of brooks of water, of fountains and sprtngs, flowing forth in
valleys and hills; a land of wheat and barley, of vtnes and fig trees and
pomegranates, a land of olive oil and honey; a land where you shall eat food
without scarcity, in which you shall not lack anything; a land whose stones
are iron, and out of whose hills you can dig copper. 11

One more thing remains to be said, especially in view of our inclination
to rely on blueprints, models and systems. There is something mysterious,
something intangible about the core of human existence. Exactly what
happiness really is can never be fully defined because of the mystery at the
centre of our being. The delineation of "the good life" escapes us. The
good life is a gift that occurs when the Lord blesses His creatures. These
words of Christ reveal how that blessedness can be experienced:

For this reason t say to you, do not be anxious for your life, as to what you
shall eat, or what you shall drink; nor for your body, as to what you shall put
on. ts not life more than food, and the body than clothing? ... And why are
you anxious about clothing? Observe how the lilies of the field grow; they do
not totl nor do they spin.... Do not be anxious then, saying, "What shall we
eat?" or "What shall we drink?" or With what shall we clothe

our-selves?"... But seek first His kingdom, and Hts righteousness; and all these
things shall be added to you. 12
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