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INTRODUCTION
When the rresent war began in September 1939,
the evils of inflation so typical of the first world war
induced the werring nations tc adopt the principle of vprice
contrcl. Germany had established an cver-all price ceiling
in Nctevber 1936, which indicates how long ago Germany had

begun to prepare her economy to withstand the shock of war.

An actual price inflation constituted no
sericus threat to Canada at the start of the war because we
had idle capital and idle labour. The amount of economic
nglackn arising from developments prier toe the outbreak of
war 1is survéyed in Chapter I. Briefly. it may be described
as the result of the ri<ing reriod of preogperity which
culminated in 19729 and the depression which followed in the
1930tg, Although it appeared in 1937 that we were at last
climbing out of the depression, we had ancther zetback in
1938, Thus Canada entered the war with an industrial output

far below her capacity.

Due to the leisurely nature in which re vaged
war for the first nine months, (Cznadi~n industrv w2s not called
upon to exert itself to rrcduce materials for war. It is true
that economic activity was increasing, but not a3t 2 rate here

the economic ©"sla~k" was being taken in to any degree. The
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movement of the price level during this reriod ie dealt with

in Chapter II.

with the fall cf France in June 1940, the
urgent demands for w=r equipment ~f 211 types vrevided the
incentive Canadian industry needed. Industrie= began working
two and three shifts znd o gigantic plant extension rrogram
was begun. By the spring of 1941, the rising tempo of war
had swallowed up the reserves of idle equivment, idle laheur

and zurplue materials.

The rapid expansion in the war progrsm
reaulted in a rising firw of income payments -nd, 2t the
same time, diverted men and materials owav frem civilian
pursuitse. ~n the other hond, the expanding civilien
nvrchasing power increased the demand for consumer goods.
war industry cnd civilian industry began to bid for *he very
same factors of production. Both bid high, for many war
contractors were on a "cost plus five® basis, and civiliean
industry knew that a rrespercus public would be willing to
vay the higher costs.

Thus, it was nct until the zpring of 194l
that civilian production began to fall behind civilian demand.
The spiral of inflaticn started in March or April and many

prcblems may have been avoided had action been tzken then.
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Commodity prices and living costs, whieh cside from the
initial upturn after the cutbreak of war had been rising
slowly, turned sharply upward and began to show an inflation-
ary pattern. The cost of living index rose by seven per cent
in the seven months frem Arril to November 1941 - as much zs

the entire increase in the nineteen months fror August 1939

to April 1941,

Taxatien and borrewing were fichting a lesing
battle in the attempt to siphon off rising incomes. In August
1941, the Government decided that price contreol woz an essential
weapon in the fight against the pctent forces cf inflaticen.

The Tartime Prices and Trade Board was made the supreme
authority in the field of price ~nntrol and civilian preduction.
The criterion which it set for itself was the contrecl of
production of goods and cervices for 2iwvili~n use with a view
to achieving a maximum war effort and, at the same tire,
enzuring the maintenance of the minimum cutput eszential to
health and efficiency on the hceme front. As events have
unfolded, the efforts of the Board have fallen short of this

goal as yet.

The task of the Board =w2: and is a tremendous
one. The immediate precblem in 1941 was that of adjusting the

many individual anomalies and time-lag problems embedded in

viii



the nfrozenn price structure of the basic period. This
problem, and many others arising out of rrice and wage
control, will be dealt with in this werk. The ramifications
of price and wage control are very —vide indeed. The theor-
etical aspects of economic contrel in wartime have been
investigated to some length in research work already. The
purpose of this thesis is twofold - firstly, to investigate
the application »~f nrice and wage control in Canade and,

secondly, to determine how guccessful it has been.

The growth ~f eccnomic contreols has

z2ssumed major prcportions in Canada as well as in the

rest of the world. Many regard it 2s temporary expediency,
others feel it should be here to stay. It woe with this
theught in mind that the work was undertaken - to throw
some light, however weak it mzy be, ~n the zpplication and
results of central planning as 2 rnssible method of the
adjustment of inequities and the =2ssurance of o better way

of life.
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CHAPTER 1

LABOUR AND CAPITAL UNEMPLOYED

AT THE START OF THE WAR

Mobilization of a country?!s resources for war
may develop in two principal ways. Firstly, unemployed
capital and labour is put to use. This is accomplished with
little disturbance to the rest of the economy. Secondly,
labour and capital already in usse may be diverted to ﬁar
purposes. In a total war such as we are fighting now, idle
resources of men and materials at the start of the conflict
are quickly used up, leaving the country faced with inevitable
curtailment of civilian supplies, or, war and civilian
industry bidding for the very same factors of production.
The latter alternative means price inflation and eventual

dislocation and disorganisation.

For more than two years Canada had more butter
as well as more guns. The decisions to curtail consumerst
supplies should have been made at some earlier date. Therefores,
a knowledge of the capital and labour idle at the start of the
war will give us a clue to the behaviour of prices in the
jnitial stages of the conflict. Then we shall be able to see

the effects on wages and prices in the nrzone of full employmentr,

Labour unemployed at the start of the war

No complete statistics of labour are available

in Canada and for our purposes those statistics which are



available are most inadequate. The Dominion Bureau of
Statistics set the total number of unemployed as at August
1939 at 332,000 or 12 4 of a total wage earning population
of 2,793,000.(1) The Bureau has defined wage earners to be
those individuals who have worked at some time in the past
&g a wage earner. By this definition five types of people
are not represented in the official unemployment figures.
They are, 1, people who never could find a job; 2, workers
who worked on their "own account" because they couldn't make
a living at their trade; 3, employers who went bankrupt, as
many did during the great depression; 4, prefessional men,

fishermen, farmers and all non-wage earning workers; 5, those

who arrived at working age.

It is not therefore surprising that this
restricted definition gave an estimate of unemployed far
below the actual nunber of workers in Canada who were seeking
employment. The estimate of the total number of workers,

taking into account the four classes outlined above, was set

at 4,335,000 as at September 1939 by the Bank of Canada. This

estimate prepared in the fall of 1942 is the more realistic
picture and gives us a hint to the mass unemployment existing
at the start of the war and which was disguised in official
(2)

government flgures.

(1). sSee Table 1 in the Appendix.
(2)« A. F. W. Plumptre in his work "Mobilizing Canada's

2

Resources for War® recognizes the n"disguised unemploymentn

and after making allowances for it estimated total unem-

ployment at 600,000 or 20 4 of the wage earning population.

Even this figure he admits to be an underestimate in the
light of the subsequent increases in the Canadian working

foroo;



There is no doubt that the veolume of employment
1s a function of the business cycle and shows a positive
relation to it. when times are generally good thrcughout the
economy, when we are in a period of prosperity, employment will
increase with the increasing economic activity, and unemployment,
of course, will fall. The converse is unfortunately true also.
Such has been our experience during the 1920's culminating in
the crash of 1929 and the subsequent unemployment in the
depressed 1930'5.(}) Moreover, producers' goods industries and
the durable consumers! goods industries react to the business
cycle more readily and fluctuate more violently than any other
industries. It is therefore believed that after 1929 it was
these two sensitive industrial groups that a relatively larger
proportion of the unemployed came frem. The significance of
this lies in the fact that it is these very industries which are
mainly responsible for the materials of war, Although this
available source of labour had seriously deteriorated in
quality through years of being unemployed, it was originally
from this source that our growing war industries drew upon for

(%)

its increasing labour demands.

(3). see Graph I in the Appendix.

(4) The Statistical Summary of The Bank of Canada for February
and March 1940 report that in Sept.1939 13 4 were on relief
for more than five years. Similarly in nCanadians in and
out of work® L. C. Marsh reports that in 1939, 10 % on
relief had been on relief for at least nine years, It is
therefore not surprising that many unemployed had lost a
good deal of their former skill and abllity.



Although many of our unemployed were losing their skill and
many who became of working age during the trough of the
depression had little or no techmical skill at all, most of
them had a good mechinal sense and took to their new found

occupations with surprising ease and growing adeptness.

Employment in Manufacturing and Construction and Maintenance

1929-1939.

The burden of unemployment for the ten year
period immediately prior to the war fell largely on the
manufacturing and construction industries. The downward trend
of employment in manufacturing began immediately after the orash
of 1929 and continued until 1933, a year in which the value of
output was lowest since the annual census started in 1917.

The index turned upward in the latter half of 1933 and
continued upwards to 1939 marked only by the recession of 1938,
As we can see on Graph II, however, the 1939 level of employment
in manufacturing was still slightly below that attained in 1929
and 1937. (5)

In construction and maintenance the index of
employment, as shown in Graph II in the appendix, was subject %o
wide fluctuations which is indicative of the sensitive nature of
this industry. The disaster of 1929 did not apparently curtail
the completion of unfinished capital construction which took

(5.) For a fuller description, see the Canada Year Book 1941,
pages 306-313 on the nEffects of the Depression on the
Manufacturing Industries of Canada. "
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until 1931.(6) After 1931, construction suffered a most severe
collapse and after the short lived revival of 1934, collapsed
again. The government, anxious to stimulate confidence,
éncouraged the construction industry by extending loans under
the ®Housing Act" and the "Héme Improvement Plan®"., The index
of employment rose steadily after 1936 to the outbreak of war.
At that time the index was 18 points below the 1931 level which

meant that a considerable slack in employment still existed,

Employment in Mining 1929-1939.(7)

Of all the basic Canadian industries, mining
was the only one that flourished after 1929, Although the
index of employment fell from 120 in 1929 to 97.5 in 1933,
this fall was completely overshadowed by the unbroken rise
to 163.8 in 1939. Employment of labour in mining was
practically the only bright spot in the unemployment situation
prior to the war, and at the outbreak of war in 1939, there

were no surplus of mine labour to draw on,

Employment in Legging 1929-1939,

The logging industry, dependent upon the
demand for lumber products and pulp and paper, reflected the
activity of the two latter industries. The index of employment
fell rapidly after 1929. The increase demand for paper after

1932 stimulated employment in logging and the encouragement

(6). This fact is particularly interesting in that it is
inconsistent with the widely held trade cycle theory
of F. A. von Hayek as expounded in Prices and Production
and Profits, Interest and Investment.

(7). See Graph III - Index of employment for mining and logging,
1929-1939.



and financlal help of the government to the construction
industry, carried the index of employment for logging in
1937 to 189,.3, the highest in Canadian history. As shown
on Graph III, the subsequent recession caused the index to
fall to 119.1 in 1939, just 6.7 points below the 1929
average. The high level of employment attained in 1937
would support the belief that Canadian logging found itself

at the start of the war with a small surplus of labour.

Employment in Services and Trade, 1929-1939.

The index of employment for services and
trade both moved in the same direction s¢ they may be
considered together. It is seen on Grarh IV that the indexees
fell from 1930 to 1933 after experiencing a small rise after
1929, From the low of 1933 the indexes of employment rose
without any recession to a new high level in 1939, It 1is
apparent that the two industries had absorbed all of its
unemployed by 1939 and therefore entered the war with no

surplus of labour,

Employment in Communicaticns and Transportation, 1929-1939,

The index of employment (Graph V) fell after
1929 and never experienced any trends towards a recovery.
These industries entered the war with a large percentage
of unemployed and as we shall see later they were able to

respond quickly to the increasing business caused by the

walr.



Plant and Equipment Unemployed at the start of the war.

Canada, in the 1920's, was caught in a swirl
of rapid industrialization. The subsequent financial
collapse of the United gStates in 1929 was immediately
followed by a collapse of the boom in Canada because oOf
the intimate tie-up between the two countries. We continued
to suffer severe depression until 1932-1933, The situation
was indeed very serious for our index of physical volume of
production had dropped from 125 in 1929 to 79 in 1932 -
in other words, our production in 1932 was only 63.2 % of
that in 1929.(8) The downward trend broke and & slow and
painful recovery set in., After the speculative fling of
1937 we again experienced a slight recession in 1938, This
was the condition of our economy when war again engulfed the
world. It 1s logical to assume that we had a great deal of
idle industrial capacity at the start of the war, for Canada
never recovered fully frem the crash of 1929. Moreover,
some very important shifts had occurred in our economy, for
those industries which were hardest hit by the depresgsion
were not the ones that experienced the greatest recovery
after 1933. The industrialization of Canada during the 1920's
wag directed to increase the production of pulp and paper,
slaughtering and meat packing, flour and feed mills. Wheat,

newsprint and aluminum represented the main exports of the

(8). See Table II.
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country and production for export constituted over one quarter
of the total production in Canada. 9 1n 1937-38 when the
value of exports was almost double that of the year 1932-33,
the most depressed groups of exports did not recover to share
in the high level of exports, The disastrous failure of the
wheat crop all but removed Canada from the international wheat
market. Forest products expanded to meet the increasing
demand for newsprint, planks and board. However non-ferrous
metals rose to great importance during the 1930!'s and in

1937 Canada was 8upplying about 4O 4 of the world market.

The recovery from 1933 depended largely on the mining

industry and non-ferrous smelting and refining. The latter
industry rose from ninth place in 1929 to first in importance

in 1938 of all the manufacturing industries.(lo)

This shift in Canadian industry 1is significant
because a great deal of slack existed in those industries
which did not share in the recovery after 1933, This fact 1is
obscured in the Physical volume of Production index because
our potential output in 1939 was greater than that of 1929,
Table III shows that of the manufacturing group, automobiles,
railway rolling stock and sawmills in particular had large
idle capacity at the start of the war.

(9). See Canada in World Affairs - The Pre-war Years.
oxford University Press, Toronto, 1941, gection on
Foreign Trade, by J. F. Parkinson,

(10). See Table III.



Steel,

Steel capacity before the war was estimated to
be twice the 1937 production of 13 million tons.(ll) Far from

being an independent and compact unit, our steel industry
depended for most of its iron ore and coal from the U. S. A.
Alloy steel, so vital in the manufacture of artillery, was
being produced in one small plant in negligible quantities.
Even working at maximum capacity the steel industry, with
much of its equipment long in disuse, promised to be one of

the bottlenecks of Canadian war industry.

Mining.

The steady growth of the mining industry during

the depression was due to the rise in the price of gold and

the increasing importance of non-ferrous metals in our export

trade., Ironically enough, we were supplying the war industries

of those nations we are fighting now. No unused capaclty
existed at the start of the war, except that with the halt of
exports to Japan our own war industry in the initial stage of

expansion had enough of the vital non-ferrous metals,

Railway Rolling stock.

Completely dependent upon the rallways, the
rolling stock industry reflected the fall in freight traffic

(11.) Plumptre, Op.Cit., p.ll.
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and the consequent lean years for our rallways after 1929.
Our two major railways had more than enough rolling stock
and therefore replacements were largely curtailed. At the
start of the war, much of the rolling stock capacity was

idle and it was this industry which turned to the production

of tanks and planes.

Munitions and Explosives.

No idle capacity for munitions and explosives
existed at the outbreak of war for there were no plants of
any size to deal with war demand devoted to such production
in our pre-war economy. Our arsenals during the 1914-18
conflict had long been converted and abandoned and it
remained for our construction industry to put up the plants

to start our armament industry working.

Construction,

Despite government aid to civil housing and
increasing construction in mining areas, construction had a
great deal of idle capacity in 1938. Contracts awarded in
1938 were less than 1/3 of the total awarded in 1923 indicating
about 2/3 idle capacity.(lz) Thus construction was in a
position to meet the demands for the needed plant in the

armaments and munitions industries.

(12). See Table II in the Appendix.



Agriculture.

Agriculture was the hardest hit industry in
1929 and remained depressed until well into the war. The
decline of the export market and the disastrous failure of
the wheat crop in 1937 contributed to the depression of our
most important industry. The surpluses existing at the
gtart of the war were enormous and the problem then was how
to dispose of all our farm products and not how to grow more.
A8 in the last war, Canada promised to be the "bread basket"
of the Empire because of her enormous potential agricultural

production.

Automobiles,

Capacity in excess of civilian requirements
existed at the start of the war in the motor car 1ndustry.
The peak of production in 1929 realized 263,000 cars and
trucks. In 1938, 166,000 were produced. However without
plant expansion the production of 1929 could not be

exceeded by very much,

Logging capacity can only be estimated on
the available supply of lumbermen. At the start of the war
the surplus of lumberjacks was small, With the enlistment
of many lumbermen in the Canadian Forestry Corps, the forest
products industry was facing increasing demand with an ever

decressing supply of logs.

11,
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Machine tocls were being manufactured in small
Quantities at the start of the war. Even in our pre-war
eccenomy, most of the machine tool requirements were supplied
by the U, S. A. The vast amount of re-tooling from civilian
to war industry could be accomplished by United States industry.

The power facilities to supply industrial
centres in Canada was more than sufficient in our peace time
economy. At the outbreak of war, few people could foresee
the vast preduction of Canada after three years of war. Power
facilities have preven to be inadequate and constitute a

gserious bottleneck which cannot be cleared in the space of a

few months.

Canada depended for 90 % of her crude oil from
foreign countries, mainly the U. S. A. The remaining 10 %
came from the Turner Valley. However, no great increase in
crude o0il preduction could be expected from the known wells.
The necesgssities of war‘could be expected to induce an intensive
gearch for new oil fields. The immediate increased demand,

though, would have to be met by the U. S. A.

In summary, Canada entered the war with confidence
jn her industrial and agricultural industries. A maturer

economy than in the last war, Canada was ambiticus to produce

ships, planes, guns and tanks, the finished precducts of
jndustry and not merely the agricultural products and basic

minerals as in the last war. Our desire and struggle to



become an industrial power is the story of Canadatls

mobilization into an arsenal and the problems it entailed.

13.
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CHAPTER II

THE EMPLOYMENT OF CAPITAL AND LABOUR
SEPTEMBER 1939 - JUNE 1940

Canada declared war on September 10, 1939,
Until the fall of France in June 1940 we were complacent
and unalarmed. Thus ended the ®phoney war® with a stark

realization that Britain would almost certainly be invaded.

"For six months Canada marked time......
The simple fact is that Canada didn't have a war economy
because it didnt't have a war..... It was England's war.
It belonged at that time tc the political-industrial group
that is best represented by Mr. Chamberlain and his umbrella....
They fought it believing that Germany could be worn down via
the British Navy and the Maginot Line..... England had no
intention of permitting Canada t¢ build an industrial machine
for the war effort, because that machine would be a threat
to its industry when peace came..... Toronto industrialists
went tc London, but got only a few educational orders for
shells, military clothing, and powder. They were pointedly
told that the production of planes, tanks, and guns was well
provided for in England.n(l)

There was little adjustment in the Canadian
economy for the first nine months of the war because the

demands of Great Britain and France were mainly for large

(1). Fortune (New York), November 1940, p.57.
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Quantities of agricultural products and raw materials. Of
these Canada had sufficient to supply froem the excess capacities

existing in the agricultural, lumbering and mining industries.

Several governmental agencies were set up to
deal with similar organisations in England to control the
import and export of required commodities. Such were the
purposes of the Bacon Board and the Dairy Products Roard.

Cther agenclies were organised to cushion Canada from the effects

of war, to preserve the status quo and promote business as

usual.(z)

The Defense Purchasing Board was established
three months before the outbreak of war. Its purpese was to
call for tenders on general equipment required by the armed
forces. It was superseded by the War Supply Board and this,
in turn, by the Department of Munitions and Supply. Although
ncost plus fivenr tenders were authorized, most of the contracts
made with Canadian manufacturers were on competitive tenders.
This meant that much of our capital and labour remained idle,
for only those firms whose tenders were accepted actually did
war work. Secondly, 1t meant that contracts were for products
similar to what the industries were producing in pre war days;
for no manufacturer was going to convert his plant at a great
expense to himself for the sake of a competitive tender which
he might get. Thirdly, the profit motive was relied on as

gsufficient incentive to persuade entrepreneurs to supply the

(2). Two such boards were the Wheat Board and the Foreign
Exchange Control Board.
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necegsary war material. All this is indicative of the
leisurely war we were waging. Moreover, the popular belief
that the war would be over in six months or so, stopped many

manufacturers who might have converted their plants to turn

out war products from doing so.

The Wartime Prices and Trade RBoard

The Wartime Prices and Trade Board was formed
on geptember 3, 1939 under the War Measures Act. It was
given the responsibility of drastically curtailing civilian
output, safeguarding the essential needs of the civilian
population and preventing hoarding and profiteering. It
was recognized that this entailed the control of production
of goods and services for civilian use with the view to
realizing our maximum war effort, and at the same time
ensuring the maintenance of a minimum output essential to

the health and efficiency of the home front.

From its inception, the Board realized that
price control involved the problem of maintaining an adequate
supply of goods and services which were in demand. 1Indeed,
until the price ceiling policy was adopted in ®eptember 1941,
this was a guiding principle of the Wartime Prices and Trade
Board. Its problems during the first stage ¢f the war were
confined to a limited number of commodities and were usually

of a temporary nature.

The price problems which arcse immediately

after the outbreak of war were mainly those which inevitably
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arise in a rapid change from a peace time to a wartime
economy. Quick action was taken to meet the shortages
which developed in the supply of certain goods and
unwarranted price increases were prevented. The immediate
task of the Board was t0 reassure the public that they need

not fear shortages of various commodities.

wool

The Board came to an agreement with the Wool
Contrcl Board of the United Kingdom in January 1940 to obtain
the shipment to Canada of wools for manufacturing purposes
for the whole of 1940. In November 1939 the Board fixed the
maximum price of quarter-blood wools but rescinded the order
in January 1940 after the agreement was reached with the
English wool Contrel Board. Thus the initial attempt of the
Board was successful in moving the remainder of the pre-war
stocks of wool in Canada into use by forcing its sale under

a maximum price.

suga.r

Rumours regarding a possible increase in the
price of sugar created an excessive demand in metropoclitan
areas towards the end of December. The buying spree continued
well into January. The Sugar Administrator and refineries
decided to maintain civilian supply and limited the sale to
jndustrial users to the amount purchased in 1939. Adequate

shipping space was secured to ensure the supply of raw sugar
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to be purchased at the pre-war price, thus ensuring no change

in the wholesale price of refined sugar in Canada.

Hides and Leather

A Hides and Leather Administrator was appointed
to supervise price movements in the raw stocks and finished
leather products. Domestic production and import of hides
was gufficient to meet all military and civilian demands .
Arrangements were made in conjunction with the Leather
Controller of the United Kingdom for co-ordinate purchases

of hides in foreign countries.

Coal

A Coal Adminigtrator was appointed soon after
the inception of the Board. Arrangements were made with the
Canadian Shipping Board for the movement of a maximum tonnage
of coal from the Maritimes into Quebec and oOntario. All coal
dealers were licensed in November 1939 and in March of the
following year no coal or coke could be sold for further

resale except to the holders of licenses issued by the Board.(3)

General Price Level

After nine months of war, the initial upturn
in the price level had run its course. After a sharp advance
in September, wholesale prices rose, but more gradually, and

in May and June have fallen off slightly. The upward movement

(3). wWartime Prices and Trade Board Order No. 4,
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was motivated by a rise in the prices of primary products and
was later followed by smaller increases in the price of finished
goods. A partial equilibrium had now arisen because most

adjustments to the initial increase in the costs of primary

commodities had been made.

The general level of wholesale prices advanced
15.1% from August 1939 to March 1940 - a rise in the official
index from 72.3 to 83.2‘4) Prices rose 8% in the first war
month and in the following four months the monthly increase
in the price level was apprcximately 1% to 13%. In March
the upward movement was halted and then fell 1.8% to the June
index of 8l.7. The total increase in the wholesale index for

the first nine months of war is therefore 13.3%.

An increase of 13.3% is a substantial one, but
in consideration of the large demands upon us from Great
Britain and our other allies for basic commodities, the 10%
depreciation of our dollar in American currency, an expanding
industrial output, and no government control of any substantial
nature, the price rise was no greater than could be expected.
As yet no indication of oumulative inflationary trends has
appeared, for, after allowance for the change in the rate of
exchange, our wholesale prices were in line with those in the

United states.(5)

Apart from exchange fluctuations, the clue for

the price rise lay in the demand for leading raw materials and

(4). see Graph VI in the Appendix,

(5). See Graph VII -~ The Index of Wholesale Prices in Canada
and the United States 1939-l2.



20.

foodstuffs. Prices of essential raw materials and foods rose
from 1/5 to 1/3 in the first two months of the war. International
prices rose generally and our imports of cotton, wool, rubber

and tin advanced 18% in price. Our exports averaged a 1/5

increase in price.

In the first nine months of the war the price
of farm products rose about 20 percent while forest products
and non-ferrous metals rose approximately 10%.(6) While the
upturn in agriculfural prices was large, the rise came to a
very depressed industry and was gtill depressed in comparison
to the other basic and the manufaoturing industries. The
inorease in the prices of non-ferrous metals, excluding gold,
was limited by the contracts negotiated by the Canadian
government on behalf of the British with the producers of
base metals. However, these contracts assured the market
for Canadian base metals at a fairly high price, but lower

than those prevailing during the speculative extremes of 1937.

The price of manufactured goods advanced 12%
since the start of the war, the chief reason being the higher
cost of the raw materials, The advance in prices was greatest
in the rubber, leather, textile and milling industries, and
moderate in the chemical and meat packing industries., Another
factor which had an upward influence on prices was the genseral

protective buying wave as soon as the war started., Everybody =

T - —rp—— —

(6). Canada Year Book, 1942, The War and Canadian Agriculture,
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manufacturers, wholesalers, retailers and consumers strove to
build up inventories. It was motivated by two reasons;
firstly, that goods would become scarce as a result of the
war, and secondly, that prices were bound to rise because of
the increasing demands as a result of the war. Although this
inventory accumulation was of a temporary nature only, it

had a strong influence on prices and pushed them higher than
the rise caused by the genuine demand for manufactured products

with the growth of export trade, Canadian war orders and

rising consumers incomes.

The increase in the price level has resulted
in a better state of balance between farm prices and the
prices of manufactured goods. On the basis of 1926 = 100,
the farm price index is still lower by 15% than that of
manufactured goods. Farm prices could not have advanced
much further than they did because of the abundance of food
products, particularly wheat, all over the world at the start

of the war, and the careful buying of foodstuffs by our Allies.

The advance in the retail price index was less
pronounced than that in wholesale prices. The 15.1%. advance
in wholesale prices was accompanied by a 4,14 rise in the

average of the retail price of food, clothing, shelter, fuel

and other household neseds.

United States, Great Britain and Canadian Prices

The Canadian price level is influenced by the
level of price in the countries with which we do the bulk of
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our export and import trade - The United States and Great
Britain. 1In the ten month period from August 1939 to June
1940, the United States general wholesale price index advanced
44 while the upturn in Great Britain was 37.7%. There was a
sharp increase in prices during the first month of the war in
all three countries. However, in the United States the index
then fell off slightly. British prices continued to rise
sharply until February, and then moderately without any
recessions. Prices in Canada also continued to rise more

moderately but showing a growing divergence from the United
States price level.(7)

The main reason for the divergencies in the
price level in the three countries is found in the rates of
exchange. The decline in the value of sterling and the
Canadian dollar in terms of United States funds has forced
English and Canadian prices to rise. One effect of this
depreciation in value of our currency has been the increasse
in price of our imports, and the rise of our domestic prices
has inoreased the price of exports. The drop in sterling
had much the same effect in Great Britain.

Aside from exchange movements, the rise in
prices at the staixt of tne war hinged on the behaviour of
sensitive raw materials and foodstuffs. The Moody's index
of spot commodities advanced more than 20% in the first month
of the war. After a decline in October and November, the

index rose in December and began to fall off after January

(7). See Graph VII.



1940. This decline in the United States price of leading
raw materials softened up Canadian prices which started to
slope downward after March. Prices would have continued to
rise sharply in Canada had there not been a great deal of
nslack" in our agricultural and basic industries ready to
meet an almost immediate increase in demand. Those who
rushed to cover future requirements and build up large
inventories for legitimate and speculative reasons had in
mind the development of wholesale prices in the last war.(g)
What they forgot, however, was the large idle capacity which
we had after the depression in 1939 and which did not exist
in 1914,

Index of Physical Volume of Business (9)

The index of physical volume of business

after advancing from August 1939 declined in February 1940.
The decline continued until March when 1% finally broke and
then continued rising until June after a slight setback in
May. The index as at June 1940 was 121.8. The decline in
the index in February and March was due to declining exports
of nickel, zinc, canned salmon, lumber and wood pulp, and
declining imports of crude peiroleum and bauxite. Shipping
arrangements at this time were in a confused state and our

trading figures were erratic. The fault probably lies with

(8). See Graph VIII and IX.

(9). See Graph X..
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the seasonal correction of the index itself for some industries
were close to their immediate capacity and no usual deasonal
rise could occur. However, viewing the nine month period as a
whole, the index rose 16.2%. The greatest advance was recorded

by forest agriculture, iron and steel and textile industries.

Three definite phases in the development of
business since the outbreak of war are distinguishable. The
first was the speculative upswing at the start of the war, the
main characteristics being inventory accumulation and rising
prices. As 1t was pointed out in previous sections, it
reflected the course of events in the United States which was
experiencing a "boomletm on prices. The second phase wag the
slight relapse during the winter months. This too can partly
be traced to a relapse in the prices of U. S. A. sensitive
raw materials and the fall in steel production. Although a
strong upward trend on our production was halted because of
this, increasing pressure of wartime demands were exerting
pressure in the upward direction making the fall less
pronounced than in the United states. The third phase started
in April and was one of business expansion. The increasing
pressure of the war orders halted a downward movement 1in the
physical volume of business and the slump in the United gtates
had proved to be one of short duration and was being followed
by increasing industrial production in that country. Canadian
exports assumed greater importance now that European sources

of lumber, pulp and paper were being cut off from use by the
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British. The Department of Munitions and Supply had placed
approximately one hundred and fifty million dollars in contracts
%o be spent in Canada, while the British government had
contracted for about forty million dollars. These expenditures
influenced the level of manufacturing activity to rise.
Canadian exports during April, May and June were three hundred
million dollars, not including gold, and were roughly one
hundred million dollars more than in the corresponding period
in the previous year. Our exports to Great Britain increased
by simty million dollars, the bulk of the increase represented
by agricultural, mineral and forest products. The growing
incomes of the people as a result of the rising tempo of
wartime activity caused a secondary expansion of business

at the end of the period under discussion. Retail trade
increased sharply in May and June. Automobile sales to
consumers showed wide gains over the prsvious year along

with other ®semi durablen consumers! goods. The seasonally
adjusted index of retail sales rose from 102.9 in August 1939
to 116.6 in June 1940 - a gain of 13-3%~(10)

Labour

The index of employment in all industries
reflects the course of industrial activity. After a rise
in employment from August to December 1939, the index fell
steadily until April 1940 and then showed an upward trend to

June. The general advance was small for, from August 1939

——a

(10). gSee Graph XI in the Appendix.



to June of the following year the gain was but 3%.(11)

Manufacturing_(le)

For the eight leading industries of which
employment Graphs are compiled in the Appendix, manufacturing
exerted the strongest pressure for an upward movement. The
Canadian manufacturing industries in the spring of 1940 were
beginning to work at higher levels than ever before because
of the increasing flow of war orders. The shipbuilding,
textile and clothing industries were the chief recipients
of war orders and had to increase their labour force to
meet the demands made of them. The automobile industry
under the stimulus of increasing demands for passenger and

commercial vehicles hired increasing numbers of workers.

Apart from the heavy industries, the lighter
industries such as textiles felt a marked stimulus . Over
the second quarter of 1940, employment in woolen and cotton
factories were about 2%, greater than prior to the war.
Garment factories, busy with orders for military and civilian
clothing, were employing on June 1 20% more workers than

Sseptember last.

Consumer buying increased particularly in
furniture and radios and these industries too increased

their working force substantially.

(11). gee Graph XII.
(12). see Graph XIII.
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Construction (13)

The sharp curtailment in highway construction
work was responsible for the decline in the employuent index
from Octeber 1939 to March 1940. In the second quarter of
1940, the index began to rise steeply. This was due to
construction contracts being awarded for the erection of
explosives, chemical and shell-filling plants, military
buildings and airperts. Total contracts for this quarter
amounted to ninety-three million dollars - the largest amount
for any similar period since 1931. However, the index at
June was still far below that of the last September ~ a fall
of 61.7 points or 60% in employment.

Forestry (14)

Unlike most other manufacturing industries,
neither war contracts or larger domestic purchasing power
accounted for the great activity in the forest product industry.
Nevertheless, the war was largely responsible because, by
preventing trade with the Scandinavian countries, it had
concentrated a large part of the world demand for lumber,
pulp and paper upon Canada. Because of this, exports
increased rapidly and Canadian logging companies were very
active over the winter months. The unusually low level of
activity in April and May was due to the fact that a shortage

of ocean carriers led to a sericus accumulation of stocks and

restricted lumbering activity. Apart from the larger export

-

(13), gee Graph XIV.
(14). gee Graph XV.
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market, domestic demand in the second quarter of 1940 from all
producing areas has been larger due to military construction
and from mines. On June 1, employment in sawmills was 264
greater than a year before and there was increased employment
in the woods for summer cutting. This was being undertaken
throughout the industry and it promised to reduce the highly

seasonal nature of employment as evidenced on the graph.

Mining (15)

Canadian mining industry employed more men
over the autumn and winter months than at any similar period
from 1927 to 1938 for which statistics are available. Base
metal mining was busier than ever producing for the wartime
demands of Great Britain and the increasing industrial demand
for nickel by the United States. Gold mining continues to

increase as well as coal, petroleum and asbestos.

services and Trade (16)

The Index of Employment in services displays
a strong seasonal trend along with a general rise in the
level of employment. The same situation also is shown in the
index of employment for trade with the seasonal peak in
January. The growth of industrial employment, wage increases
in some industries, and improved farm income resulted in a
considerable rise in consumer spending power which is clearly
seen is the increasing volume of retail trade (Graph XI).

This has led to the lncrease in employment in services and

trade.

- a— -

(15). See Graph XVI.
(16). See Graphs XVII and XVIII in the Appendix.



Transportation and Communication (17)

The sharp rise in the employment index of
transportation in November is due to the seasonal movement
of freight, especially wheat, during the autumn months .
During the winter employment fell off but rese sharply in
May and June. Although this rise is partly seasonal it is
in the most part due to the increased shipments of lumber,
pulp and paper, ore and miscellaneous freight. The
communication industry requires but little increase in
employment to handle increased business. After the seasonal
high in November, the index fell slightly off to March and
then rose until June. However, it is seen that the index
rose to higher levels as the physical volume of production

increased.

The period was one in which it is estimated
1C0,000 new workers had found employment, mostly in
manufacturing. However, the percentage of unemployment
reported by trade unions was still high. In February 1940
11.7% were reported unemployed. In June the index had fallen
to 7.6, still indicating a very large reserve of unemployed.(ls)

The rapid industrialization of Canada was to come later.

(17). see Graph XIX.
(18). see Graph XX.



30.

CHAPTER III

THE APPROACH TO FULL EMPLOYMENT
June 1940 - March 1941

During the first eighteen months of the war
the danger of inflation lay chiefly in the possibilities of
confusion, panic, irregular supplies and lack of confidence.
consequently, the controls employed during this period
exercised steadying influence in specific cases only. An
actual price inflation was no serious threat because, with
but few exceptions there were no real shortages of manpower
or material supplies. We entered the war with the large
jdle resources we have discussed in Chapter I, so that the
early efforts of Canadian industry was to get these idle
resources into production. By the spring of 1941 very
1ittle of our idle resources remained unemployed for the
accelerating tempo of war had used up vagt reserves of
gsurplus materials, idle equipment and jdle labour. Expanding
civilian purchasing power was swelling the demand for
congumers'! goods, and since we had reached the zone of full
employment, frictions of a serious nature were appearing in
our eccnomy. War industries anxious to fill their contracts
and commitments or even to exceed them were bidding for
materials and labour on the open market. The consumers'

goods industries, however, with demands pressing upon them

from a population with a growing purchasing power, were



31,

bildding higher with the knowledge that a prosperous public
would be willing to pay the increasing costs. In an attempt
to preserve our peacetime standard of living we were
beginning to injure our war effort. we had more butter as
well as more guns for a year and a half, but we now were
forced to decide which we wanted more, guns or butter. We

no longer could have both. This was the situation as it

existed at the end of March 1941,

The terrific shock of the fall of France
followed by one disaster after ancther jolted the democratic
nations intec reality. We realized now that unless everything
we had was thrown into the fight, we could not beat our
enemies. Indeed, we had passed from the "phoney war" into
ntotal war®. This was evident in a pronounced expansion in
industrial activity which began in June and continued with a
gathering momentum. The Dominion Bureau of Statistics
Seasonally Adjusted Business Index increased 22.7 pvoints freomx
June 1940 to March 1941, an increase of 18.6 per cent in ten
months. Canadian industry was determined to go "all out" in
the production of the many types of equipment needed for war.
The retreat from France had left the British Empire with almost
no first line military equipment. Anything that Canada could
produce for war was now urgently required. Throughout the
winter of 1941 the trend of production continued upward.
Normally the winter is a slack season, but unlike the previous

year there was no declinse. The total of war contracts passed



the fifteen hundred million dollars mark on March 31, with
fifty-six per cent on the Canadian account and forty-four
per cent on the British account. This gum included the
plant extension program begun in the preceding spring which
was now estimated at approximately three hundred and ninety
million dollars. The plant extensgion program was designed
to expand the manufacture of chemicals and explosives, guns

and their mountings, shells and ammunition, and aircraft.

Manufacturing Industries

The centre of the economic stage is being held
by the manufacturing industries, for the demands of war have
been concentrated upon them. Many industries, including most
of those in the chemical, machinery and metal-working group
are at or near capacity. An increase in production could
come only from the huge wartime program of plant construction.
When the large plant construction program is completed,
production may be expected to increase by one billion dollars.
In the meantime, the raplidly mounting demand for stesel and
steel alloys is beginning to present the mbottleneock" problem.
For no material are the demands of war so heavy as for stesel.
Canadian production has for months been almost at capacity.
Only the growing imports from the United States avoided an
inevitable "bottleneck" in our industry at the time. The
automobile industry has also been exceptionally active
especially in the output of military vehicles. The shortage

of machine tools is now the most serious bottleneck in

32.
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Canada's war production. Domestic output has always been
widely dispensed and small. The United states which has

been supplying us with many of the needed machine tools was
extremely busy on her own growing production and was unable
to meet our growing needs. BRecause of this one of the first
curtailments in the production of consumers! goods was
necessitated. A bhan on all new models of automobiles, radios,
refrigerators and washing machines was passed making 1t
possible for many industries to divert machine tools and

expert workmen from domestic lines to war production.

Development of production in the lighter
industries has been less spectacular than in the heavy and
war equipment industries. However, a high level of preduction
is being maintained. In the textile industry activity has
continually increased especially in artificial silk production.
The import of raw silk was placed under a license system and
this has increased the demands placed upon the rayon industry

in Canada.

Forest Industries

Reflecting the large orders for lumber
from England and the increased market for pulp and paper
in the United States, the forest industries were very active.
The degree of stimulus may be judged from the gain of

seventeen per cent in employment in logging from March 1940

to March 1941.(1) As to the outlook of forest industries,

(1). see Graph XV in the Appendix.



the future may not see g continuance of the factors which
made for the expansion since the outbreak of war. The
growing shortage of lumbermen looms ag & greater bottleneck
than it did during the firgt pPhase of the war. However, the

anticipated reduction in newsprint production might ease the

timber situation slightly.

Mining Industries

Canadian mining, working very close to
capacity, recorded a net increase in employment of 1.2 %
during the ten months ending March 1, 1941. Wartime needs
have been increasingly heavy, with the industry unable to
meet most of the new demands made upon it. Cold production
continues to increase but it has become apparent that the
production of base metals must be increased, and this could
only be done by transferring miners from gold mines. Such

action was taken later.

The growing requirements of war industries,
not to mention military needs for o0il and petroleum prcducts
threatens to cause a major bottleneck. Reflneries were
already endeavouring to obtain the maximum recovery of fuel
0il from crude, and the rising demand was necessitating

larger imports, thus adding to the problem of foreign exchange.

Construction Industry

Stimulated by the pressing need for increased

industrial capacity, activity in the construction industry
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galned steady momentum under the plant extension program.

Civilian construction, acoording to Maclean Building Reports,

was cut down very little. The construction of large plants

has reduced the seasonal nature of employment in the
construction industry.(g) The seasonal trough of January,
February and March was less pronounced in 1941 than in 1940.
Employment in March 1941 wag 27.6 points above the preceding
March, or a gain of 49.8 ner cent. Moreover, with a growing
shortage of housing in war nreduction areas and rising
consumers?! incomes, no voluntary curtailment of private
housing construction is likely even with rising construction
costs. Construction materials, however, are becoming less
and less plentiful making their allocation on a priority

system necessary in the near futurs.

Distribution

A considerable increase in retail trade has
been engendered by the pronounced expansion of industrial
activity, despite growing personal income tax and a sharp
decline in tourist trade. The seasonally adjusted index of
retail sales continues to rise.(3) Part of this rise is the
result of higher prices but more than half the gain in retail
sales 1is represented by the larger purchases of goocdse. The

index advanced from 116.6 in June 1940 to 129.3 in March 1941 -

(2). See Graph XIV.
(3). See Graph XI.



an increase of 10.9 %,

General Price lLevel

The index of wholesale prices in Canada
(Graph VI) rose slightly more than 5.4 per cent in the
ten months from June 1940 to March 1941. The cost of
living index increased 3.2 % in the same period. Keeping
in mind that this was a period of rapid industrialization
and approaching a zone of full employment, the rise in
prices is indeed moderate. The outstanding feature of
the period was the ability of industry to meet the heavy
increases in demand from both the armed forces and the
civilian population. Shortages of certain key materials
did occur but the United States helped us over most of the
threatened bottlenecks.

Price Control

Sugar

As & result of a tendency towards heavy
buying in anticipation of a possible increase 1n the excise
tax on sugar in the Budget for 1941, the price of sugar at
the refineries was increased by one cent a pound on March
31, 1941. The whole of this increase in the refinery price

was collected by the Sugar Administrator for the Dominion

Government.

wool

Canadian stocks of wool have been reported
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by the Controller to be adequate for both military and
civilian needs. The agreement made last year with the
United Kingdom to assure Canadian manufacturers a supply

for 1940 had not been renewed for 1941. From now on

imported wool will go directly to the importer without the

assistance of the Wartime Prices and Trade Board.

Hides and Leather

The Hides and Leather Administrator reported
that in spite of large exports of calf skins to the United
States, stocks of hides in Canada continue to be well
maintained. The prices of hides fell of slightly in
December 1940 and January 1941, but strengthened in March
with a rise of 24 cents, increasing the cost of cow hides
to 15 cents per pound. Sole leather jumped 3 cents per
pound in Nowember 1940 forcihg the price of leather footwear

upward,

Coal

Although Canadian coal production is reaching
new wartime peaks, we leaned more heavily on the United
States for increasing supplies of bituminous coal. Although
at this time adequate supplies were available in the United
States, the lack of adequate transportation facilities
threatened to cause a shortage. Therefore the Coal
Administrator made estimates of the coming year's requirements

and has arranged for shipping facilities, guch plans have
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proven successful in bringing adequate coal to Canada for

the last two winters (1943 and 1942).

Several investigations in reported price
increases by coal dealers in the Kirkland Lake and Flin
Flon districts were found by the Board to be undue. Price

decreases were ordered and carried out by the dealers.

Butter

The maximum wholesale price of butter was
fixed at that prevailing on December 12, 1940. Butter prices
have been mostly below this 1lsvel however. In January 1941,
the Dairy Products Board of the Department of Agriculture
was given the authority to set the minimum price of butter
and control the amount of butter that could be held in storage.
Although butter production has been steadily increasing, butter
stocks has been steadily decreasing. However no shortage of

butter appeared to be threatening in the spring of 1941,

Milk

puring the winter of 1941 the Board received
complaints of increases in milk prices from geveral munici-
palities. Although the Board had the powers it hesitated to
step in and take action on the grounds that 1%t would be
duplicating the work which is within the scope of Provincial

authorities,



Rents

For the first time since itgs establishment,
the Board found it necessary to control and stop the upward
movement of rents especially in war production areas. This
necessitated the drafting and enforcement of many regulations
designed to plug the loopholes through which the intentions
of the Board were being circumvented. Consequently, elaborate
orders pertaining to eviction and the termination of leases

were published in Novenber 1940 and revised in March 1941,

Wage Control

The wartime wages policy of the government
centers around Order in Council number 7440 of December 1940.
It expresses the pious wish that P. C. T440 was to prevent
price inflation by preventing wages from rising unduly.
The Order in Council was not mandatory but set out a number
of principles for the guidance of conciliation boards under
the Industrial Disputes Investigation Act. The most important

sections are ag follows:

(2) wage rates established and in effect at the
date hereof are not to be reduced by reason of any principle
herein set out.

(3) wage rate levels established by agreement or
practice in any industry or trade, nationally or lccally
during the period 1926-29, or higher levels established
thereafter but prior to the date hereof, shall be considered
generally fair and reasonable except that where it is clearly
shown that exceptional circumstances during that period
resulted in depressed and sub-normal or duly enhanced or
abnormal wages in a particular industry, trade, or locality,
a board may adjust such rates to what it considers fair and
reasonable under such circumstances.

39.
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(4) 1In cases where it is shown to the satisfaction
of a board that the wage levels of 1926-29 if restored would
be out of alignment (in being higher than the present prevailing
rates) it shall be accepted as reasonable by such board that

increases in wages granted in any calendar year shall be
limited to 5 % of the prevailing rates.

(5) To aasure the workers that, while they are
called upon to share in such sacrifices as the war may make
necessary for the whole nation, their basic standard of living
will not be impaired by any unavoidable increages in the cost
of living, a war-time cost of living bonus, independent of
basic wage rates, may be properly paid. In the determination
of such a bonus, the following points should be observed:

i. Changes in the cost of living should be measured
by the new Cost of Living Index prepared by the
Dominion Bureau of Statistics in co-operation
with the Department of Labour and the Wartime
Prices and Trade Roard, with such adjustments

as reglonal requirements might indicate to be
justified.

ii. The bonus should be determined at intervals not
more frequently than quarterly and paid in the
first instance only if the cost of living has
risen by as much as 5 % since August, 1939, or
since the time of any wage increase subsequent
to that date; thereafter the bonus should be
adjusted only if the cost of living has risen
by 5 % or more since the last previous deter-
mination of a bonus payment; the bonus should
be decreased only in case the cost of living
has decreased by 5 % or more since the last
previous determination of a bonus.

jii. Bonus should be a flat amount per hour or per
week uniform for all workers and calculated to
protect the worker against increases in the cost
of basic necegsities of life,
The principles enunciated above were made to
conform to those of P. C. 2685, which stated that employees
nshould" (not "shallw) be free to organise in trade unions

and bargain collectively through their reprsesentatives,

Finally, if the Minister of Labour does not agree with the
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findings of a conciliation board he may reconvene them to
reconsider their decisions. For each rise of one per cent
in cost of living the amount of the bonus is twenty-five
cents per week, Amended by a further Order in Council on
June 27, 1941, P. C. 7440 was extended to cover all war
industries and set forward a recommended policy to be

followed by all other industries.

Although P. C. 7440 is a most important
document on labour policy, it is not altogether clear.
Whether wages in one industry was to be considered nationally
or locally promised to be a main bone of contention. P. C.
7440 was weak on several important points. Firstly, the
findings of the conciliation boards are not compulsory. The
alternative for the employees is to strike while the employers
cannot be forced to raise the wage rates. The only gain to
labour in this connection is that the employer who refuses to
accept the decision of the conciliation bcard cannot hide
himself behind the scenes. The publicity of the dispute may
shame him into a more reasonable frame of mind. However there
is nothing to guarantee the fact that publicity works for the
employees. Unfortunately, in the most impertant labour
disputes of the war, effective and favourable publicity was
secured by the employer. The strike at Kirkland Lake 1is one
instance of this. The mine operators refused to grant union

recognition even after the conciliation board unanimously

reported in favour of union recognition. The only argument
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they gave was that ths Mine, Mill and Smelter workers Union

wa3 an international union, and a C. I. 0. unien at that,

Because ¢f this, the union was untrustworthy! They charged
that foreigners should not be in control of our workers,
Apart from this charge being ridiculous it came from the
Globe and Mail, the owner being w. H. Wright who is also
vice-president of Wright-Hargreaves Mines Ltd., the president
of Wright-Hargreaves is E. L. Miller of Buffalo, N.Y.(u) Surely
1f people from the United States can own Canadian resources,
they themselves cannot possibly have a legitimate objection

to having fellew citizens ( even if it were true) come in and

organise their labour.

Yet with all the pious wishes of P. C. 2685
that labour be free to organize and P. C. 7440 made mandatory
by amendment in June 1941, the government refused to step in

and assert the rights of labour.

Secondly, other objections to P. C. 7440 are,
that the cost of "necessities of lifen have to rise by 5 %
before the cost of living bonus may be paid. This means that
real wages may be falling for quite a long time befére there
is any upward adjustment. Wages are only one cost among many,
80 that there is no assurance that by stabilizing wages, prices
will cease to rise. The sharp rise in the cost of living index

between April and December 1941 is adequate proof that P. C.

- - - —

(4). Toronto Globe and Mail editorial, December 2, 1941,
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TH40 was unable to stop 1nf1ation.(5)

Wage control up to the end of the period
(March 1941) has proven itgelf ineffective. Organised

labour described government wage policy as dilatory and

weak with 1lip service but no action to uphold their rights.

‘ lly accepted it will
. "If the policy of P. C. T44O is genera
3) help to stop or limit inflation"., The Department of
Labour, Canada's Wartime Wages Policy, 1941, (Ottawa:
The King's Printer, 1941), p.2.
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CHAPTER IV

SIGNS OF INFLATION

April 1941 - November 1941

The spiral of inflation started in April 1941.

Before that, prices had risen moderately, accompanied by a
great expansion in production for both war and civilian
purpeseés. For Canada had been able to turn out an increasing
flow of war materials and at the same time provide a rising
standard of living for the civilian ropulation. It now
became apparent that such a happy state of affairs could no
longer continue. The general index of wholesale prices rose
8.3 % in the eight months from April to November 1941, while
the total rise in the 19 months from September 1939 to March
1941 was only 9.7 %. 1In other words, wholesale prices had

suddenly begun to rise more than twice as fast ag previously.(l)

Similarly the cost of living rose after April 1941 at an
accelerating rate. The official cost of living index rose
7.4 points in the first nineteen months of war. TIn the
following eight months, the index rose 7.7 points. (2)

wWe were now faced with the alternative of
restrioting the rate of individual spending or distributing
the burden of war partly through a process of inflation. The

threat of inflation did not arise earlier because of the large

S . e vt~ - S s . - - -

(). sese Graph VI - The Index of Wholesale Prices in Canada
1939-1942,

(2). see Table V.
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reserves of productive capacity which existed at the start of
the war. Moreover, the United States had been ever ready to
relieve our shortages of essential equipment and supplies, and
apart from our difficulty of obtaining sufficient foreign

exchange, we could buy these materials in almost unlimited

quantities.

By April 1941, the large idle reserves of
capital and labour were almost all employed. Entrepreneurs
bid for the same factors of production. The United States
were becoming more and more concerned about their own defence,
so that supplies of essential war materials were becoming

increasingly difficult to obtain from themn.

Obviously, the heavy taxes, war loan and war
saving certificate drives, selective price control and
P.C. 7440 were now insufficient to hold the wartime rise in the
cost of living within reasonable bounds. While much of the
consumers! incomes was being drained away by taxation or
deferred by loans to the govermnment, fiscal contrel by itself
was inadequate to prevent inflation. Many people were quick
to compare the movement of wheclesale prices and the cost of
living index in this war with the last. A most striking
aspect of such a comparison is the broad similarity in price
movements between this war and the last, (3) There was no

marked rise in the price level or the cost of living until

well into the second year of the first World War. Similarly,

PR -

- —-— - I

(3). See Graph VIII - Index of Cost of Living and Wholesale
Prices in Canada 1914-1922 and 1939-1942.
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in the present war, for the first nineteen months the net
increase in the cost of living and wholesale prices was
fairly small and of a non inflationary character. 1In the
last great war, a sharp and inflationary upturn began 1in
1916 and continued until 1920. The government felt that a
pronounced inflationary advance in living costs and prices
had started in the spring of 1941, and it would develope in

s gimilar nature to living costs and prices in 1916 and 1917

jf the economy were to be left uncontreclled.

In August 1941, the government passed
P.C. 6834 and P.C. 6835, The Orders in Council, significantly
enough, gave the Wartime Prices and Trade Board the powers 1t
later needed to administer the over-all price ceiling. The

gscope of the Wartime Industries control Board and the Wartime
prices and Trade Board were both clearly stated. The former
was made responsible for the supply and allocation of all
materials needed for the war industries, while the latter was
made the supreme authority in the field of price control.

The Wartime Prices and Trade Board could control the sale of
any goods and services with power to issue licences and to
sugpend them. Jurisdiction over consumer credit through loans
or deferred payment sales was gpecifically given to the Prices
Board. Moreover, a close liaison between the Wartime Prices
and Trade Board and the Wartime Industries Control Board was
agsured by a system of interloeking members. All controlling
orders made by the Department of Munitions and Supply now had

to be approved by the Chairman of the Wartime Industries

Control Board and also receive the concurrence of the Prices
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Board. Thus, between the Wartime Prices and Trade Board and
the Wartime Industries Control Beoard rested the power to

control the supply, allocation and price of all goods and

gervices.

In comparison with the last war, we were in
a stronger position to control inflation. In 1914, the
machinery to divert money income to the government was in
its infancy. In the field of taxation, custom and excise
taxes produced the greatest revenue, while income taxation
was not introduced until the later stages of the conflict.
The organization for public borrowing was small and simple
prior to the last great war for Canada had never attempted
to float an internal l1loan of any size. In the present
conflict, a highly developed financial machine, including
the Bank of Canada, existed at the start of the war. As the
war progressed, the government leaned more and more heavily

for its revenue upon current taxation and borrowing.

Wage Control

On September 16, 1941, an order in council
wes issued stating that after a board of conciliation under
the Industrial Disputes Investigation Act has reported,
employees must not go on strike (if the minister of labour
says that the strike would interfere with the efficient

prosecution of the war) until a strike vote was taken. The

vote must be taken
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runder the supervision of the Deparitw
_ ent o
Lebour upon and subject to such provisions, congitigns, '

i;:ggifii%ﬁﬁ or stipulations as the minister may make or
The secret ballot had to be taken of all those who, in the
opinion of the Minister of Labour, were likely to be affected
by the strike., After the majority of those eligible to vote

had declared in favour of it the strike is legal. This means,

in other words, that those who are nreligiblen to vote and did
not, their whole weight is thrown on to the side of the
employer. Commenting upon this, Mr. M. J. coldwell, M.P.
said:

nLet me apply a similar test to the Liberal
party. In the last election 66% of those entitled to vote,
voted. The Liberal government received H54 % of the votes
cast. That is to say, they received 34 % of the votes of
those entitled to vote. Therefore, under their own order
in council if they applied it to themselves, they could not
govern this country.n"

Labour has been unanimous in labelling

P.C. 7307 as undemocratic in procedure and aimed at
procrastination and frustration of the rights of labour.
So long as labour feels this way, and rightly so, the
government can only be regarded by labour with suspicion,
making the enlistment of the fullest support of the

organized labour for an 211 out war effort impossible.

pgriculture (5)

gince the fall of France, the agricultural

sltuation in Canada has completely changed. In the early

-

(%), order in Council P.C. 7307.

(5). For a more complete history see The War and Canadian
Agriculture, Canada Year Book, 1942, p.133.
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days of the war, Canada had large surpluses of many of her
farm produce and the problem then was where to find a market
for them - not to produce more than before. Now the problem
is not to find the markets for bacon, eggs and dairy produce
but to increase our production to fill the demand. Apart
from wheat, which is still a surplus product, we can sell
everything we can produce. This is because Britain depends
upon Canada for a large share of her food reguirements.
Althocugh her European sources of supply had been ocut off,
England had ample stocks of many foods, such as cheese and
bacon. However, with shipping space being used more and mors
for war materials and shipping losses mounting with time, the
food situation assumed very gserious proportions in England in
1941, The burden fell upon Canada to send all she possibly
could for we were the nearest available source of supply.

At the same time, the domestic consumption of food products
due to the steady rise in employment and income, has added to
the demands for agricultural produce. Finally, the rising
level of agricultural prices in the United gstates has tended
to increase our exports to the U. S. A. (especially livestock).
nder such influences the price of agricultural products has
rigen. The greatest rise has been in livestock and dairy
products prices, bringing them in line with the price of
manufactured goods. The rise in price has provided a strong
stimulus to the greater production of livestoock and dairy
products. However, a shortage of farm help already exists

and the wages paid must be higher to induce help to remain

on the farm and not seek employment in the city. Coupled
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with this, is the rising price of farm machinery, fuel and
other rising costs. These factors are working to restrict
agricultural output. This, in turn, has the secondary effect
of further increasing the price of farm products and, of course,
the urban cost of living. Food, the most important item in the
cost of living index has shown the greatest increase in cost.

At November 1, 1941, the food index has increased by 26 % since

the start of the war.

Manufacturing

The employment figures provide the most
comprehensive and reliable measure of business activity
month by month.(6) Employment in manufacturing can be seen
to run in twelve month cycles, of which two are clearly shown
on graph XIII. The index of employment at November 1, 194l
is 187.5, the highest in our history. It represents an incrsase
of 62.6 4 in employment since the outbreak of war. The greatest
increase in employment are in the war industries, such as,
chemicals, explosives, shipbuilding, aircraft and guns.
Twenty-three out of twenty-four new explosives plants wers
completed in 1941 under the Plant Extension Programme. Motor
vehicles, tanks and guns are being precduced in ever increasing

numbers.

Fbrestrz

Employment in lumber mills is approximately

20 % higher in 1941 than in 1940, Lumber exports to the

- - - -

(6). See Graph XIII
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United Kingdom declined but this was offset by increased
shipments to the United states.(7) The increasing demand
by chemical pulp along with the large demand for all forest
products is making the industry busier than ever before.
However, the difficulty of obtaining men for logging is the

most serious restricting problem,

The index of employment in mining continues
to rise steadily indicating an ever increasing production.
The index at 185 in November 1941 meant an increase in 17
points since the start of the war. Gold mining prodrction
fell off slightly due to the labour dispute at Kirkland Lakse.
Base metals, however, continue to expand. Tungsten and
mercury are belng produced in small quantities on a commercial

basis.

Indicative of the high level of activity, the
construction industry employed 70 4 more labour in the first
eleven months of 1941 than in the corresponding pericd for
1940, (Construction materials are becoming scarcer, making
necessary the restriction of non-essential building. In this
connection, the licensing system has been tightened by reducing

the limit for unlicensed projects from $10,000 to $5,000.

The estimated tctal of employed as at September
1941 was 5,184,000 people, representing an increase of 1,296,000

since the war began. Our expanding labour force, in no small

(7). See Graph XV.



way responsible for the rising national income, was in the
eight months from April to November 1941 obviously spending
in excess in relation to the available supply of goods and
services(B)This 1s inflation. So long as increased spending
can be met by industry with more production of the requisite
type, inflation could not arise. However, production was
approaching its maximum in the spring of 1941 and the
productive machine could no longer meet all the demands that
were placed upon it. The following chapter deals with the

measures taken to meet this threat.

52.
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(8). Table IV - Estimated Canadian Labour Force Including
Armed Forces, 1939-42,
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CHAPTER V

THE DEVELOPMENT OF PRICE CONTROL

The spiral of inflation sgtarted in March
and April 1941. Had action been taken then many problems
would have been avoided. It was not until August that the
government considered sericusly the measures which had to be
taken to meet the serious threat to the economy by an
uncontrolled rise in the cost of living and cut-throat

competition for the available supply of material and labour.

On October 18, 1941, the Prime Minister
announced that the Government had decided upon a pelicy which
represented -

nan experiment hitherto untried on this continent

and, perhaps, having regard to its breadth and variety, hitherto
untried by the will and consent of any free people anywhere."

This policy was the adoption of an overall price
ceiling on goods and services and a ceiling on wages and salaries.
The control of all prices of raw materials and finished goods
and services was entrugted to the Wartime Prices and Trade Board.
The administration of the wages and salary ceiling (Order in
council P.C. 8253) lay under the direction of the National War

Labour Board.

Under the price ceiling order (Orders in Council
P.C. 8527 and 8528) no person on and after December 1, 1941
may sell goods or supply services tc the consumer at a price

or rate higher than the maximum price which he charged for the



sales of such goods or services during the basic four-week
period between September 15 and October 11, 1941, Retail

prices are free to fluctuate below the ceiling, except where

minimum prices may be fixed,

In announcing the policy of stabilizing wages
and salaries the Prime Minister stated that,

"It is obvious that the prices of finished
goods cannot be controlled successfully unless the cost of
production is also contrclled, Wages are a large element
in the cost of precducing the manufactured goods required by
consumers. That is why the cost of living cannot be
controlled unless wages are also gstabilized.n

Therefore any subsequent rise in the official
cost of living index, which is compiled by the Dominion
Bureau of Statistics, would be offset by the issuance of a
general order for the payment of a Cost of Living Bonus by
all employers at the rate of twenty-five cents a week per

point,

The onus of guarding the ceiling on prices was
placed equally upon the seller and buyer. The Order 1in

Council promulgating the regulations states that,

mno person shall buy or pay for or offer to
buy or pay for any goods or services at a price which he
knows or has reason to believe is higher than the maximum
price which may lawfully be charged by the geller or supplier
of such goods or services pursuant to these regulations."

To facilitate the administration of the price
ceiling policy over fifty new administrators were appointed

to control prices in the various industries and trades, and
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regional offices of the Board were established in thirteen
major areas across Canada. The immediate job of the Board
to convince themselves that the administration and implement-
ation of the price ceiling could be made to work, and then
to convince the veople. For without the co-cperation of the
public such a broad scheme of price control would surely fail.
Therefore elaborate plans for the distribution of informetion
in answer to enquiries from consumers and the trade and new
rulings were made. The policy of the Board was to keep the
public as well informed as possible as to the function of the
Board, for they alone, through complaints to the Board, could

be effective guardians against price evasion.

During the early months of price control the
main job for the Board was to held the retail price ceiling
firmly and at the same time carry out the many individual
price adjustments so that an uninterrupted flow of goods was
agssured. A number of exemptions from the ceiling had been
included in the original maximum price regulations and several
additional ones of a minor nature were subsequently made.
Adjustments were made to level out the retail ceiling as in
the case of individual retail price anomalies. Adjustments
to take care of the time-lag in prices were made at the
manufacturing and wholesaling level by what became to be
known as "rolling back the squeeze" or by other various
methods. Allowances were made in many cases for nermal
seagonal fluctuations in prices, as in the case of meats,

butter and potatoes. Provision had to be made for setting



prices on goods offered for sale at certain seagons of the
year only, for example, spring and summer clothing. In the
agricultural field, it became necessary to adjust the price
structure and provide subsidies with a view to assuring a
steady supply and a regulated preduction., In the case of
new and substitute goods, the Board has had to lay down

baslc principles in establishing maximum prices.

soon after the retail price ceiling was
established, i1t became apparent that in many industries
manufacturing costs were rising to a point where the ceiling
must be broken or substantial subsidies be extended. To
avoid either of these alternatives, the Board established
an Economies and Simplification division in civilian
production and distribution. Provision was also made for
the payment of subsidies on imports of essential consumer
supplies. In other cases, and increasingly so, the Board
has embarked on a program of bulk purchasing rather than

pay subsidies to private importers.

The Board took steps in 1942 to allocate and
ration supplies of consumers goods which are part of the
cost of living index., Consumer rationing became necessary in
the case of sugar, tea, coffee and butter. Allocation of
scarce materials was undertaken among manufacturers and

distributors as soon as the ceiling was fixed.

Finally, on August 19, 1942, in a broadcast

on the manpower question, the Prime Minister announced that
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the Board was directed to take the necessary steps to curtail
all non-essential civilian production with a view to
releasing manpower for the armed services and war preoduction.
The manpower soO released was to be directed to their new

occupations by the National Selective Service.

Retall Price Rdjustments

The policy of the Board has been to hold the
price ceiling st the retail level and to merke whatever
ad justments were necessary below that level. Anomalies in
retall prices were corrected in various ways. For example,
the prices of those retail commodities which were proved to
be abnormally low in relation to the prices charged by other
comparable retailers were adjusted to higher levels, the
individual ceiling, however, still being held. 1In other
cases, notably beef and eggs, the individual price ceiling
was replaced by general formula ceiling. Flexibility has
also been striven for in the recogniticn that some goods have
a seasonal price structure, and in several instances the base
period ceiling was substituted by prices prevailing in a
corresponding period in 1941 or by some other seasonal

schedule (e.g. coal and coke and railway freight rates).

Many special price problems arcse in connection

with seasonal goods. For example, many products used
principally in the spring and summer had not been sold during
the basic period or, were sold at levels which did not reflect

higher costs of preduction because they were the previous
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geasons' leftover stocks. To meet this situation, the Board
ruled in the case of a long list of spring and summer goods,
that the increase in the price of goods which occurred betwsen
the spring or summer and the fall of 1941, might be added on

to the 1941 selling price in determining the 1942 selling price.
However, before a manufacturer could mark-up his goods
accordingly, he had to file the proposed selling price of his
geasonal goods, together with a statement of the 1941 maximum
price and the cost records for 1942 with the appropriate
administrator with whom the decision rested. Retailers, in
turn, were allowed to price such goods at a mark-up not greater
than the percentage on cost in the price of similar goods

during the last season in which they were sold.

The Board has also made allowances in certain
cagses for ™ormaln seasonal variation of prices. 1In the ocase
of veal, lamb and beef seasonal differences in quality and
production costs made it necessary for the Board to allow
retailers to sell higher grades of meats at higher prices
than those prevailing during the bagsic period.

Rent control had been exercised mainly in
military areas before the over-all price ceiling came into
effect. It was later extended to all real property and
business premises in Canada other than farm land. It was
necessary in the opinion of the Board to increase maximum
rentals in special cases because of individual anomalies,

seagonal variations, and legitimate increases in coats.



With the housing shortage becoming more critical in many
areas, the Board has drafted special provisions for security

of tenure and rigid rent control.

Agricultural Price Policy

The Board did not attempt to anchor the
celling price of most farm products upon the selling prices
of individual farmers. Consequently after the price ceiling
was announced, instead of a farmerts individual ceiling on
prices, a market ceiling for the commodity or a ceiling over
the manufacture or processed product was introduced. In the
cases where controls established at a later stage in the
marketing of the product was deemed sufficient the latter
procedure was adopted. Where increased production was deemed
necessary, maximum prices higher fhan those prevailing during
the base period were set. Three main examples of such action

were taken in the case of fish, fish products and feed grains.

Especially in the case of agricultural products,
the Board attempted by fixing the price structure to assure
the correct proportions of the war and civilian requirement

for individual commodities. In pursuing this policy, the

Board found it necegsary to raise the price structure of milk
and dairy product3 so as to assure a more adequate and balanced
supply of milk, butter and milk products. In order to avoid
any appreciable increase in the price of milk and milk products
to the civilian population, the Board provided for the payment

of subsidies in certain cases. During the summer of 1942,
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fluid milk and butter production was subsidized in the hope of

overcoming a threatened shortage of these two vital food

products.

"Battle of the Squeezen

Not all battleg are fought on the battlefront.
A very sericus problem inherent in establishing a general
price ceiling simultaneously over manufacturing, wholesale
and retall levels when prices are rising is that the price
relationships between the different levels may be out ¢f line.
when the price ceiling was superimposed upon the economy,
many base-period manufacturing and wholesale prices were
higher than those reflected in base-period retail prices.
It was just this usual time-lag in prices which produced what
the Board has named the n"squeeze", In the majority of cases,
the Board arranged for importers, manufacturers and distributors
to share the "squeezem" between themselves. Where it was
impossible to "roll back all of the squeezem" in this way,
the Board has reduced manufacturing and marketing costs by
simplification of design and conservation of material throughout
the trade and not reducing the maximum price by the amount
thus saved. Where such action has proved inadequate to absord
the squeeze, the government has assumed the responsibility for
maintaining a flow of essential supplies through the Commodity
Prices Stabilization Corporation. This Crown company under
the direction of the Board has acted in three main ways:

(1) payment of subsidies; (2) modification and remission of



61.

duties; and (3) government bulk purchasing.

The assistance provided in any of these three
ways 1s given, as the Minister of Finance, Mr. Ilsley, has

said of subsidies,

"in the interests of the consumer....when there
is no other way of ensuring adequate supplies of a particular
product for the consumer at prices permitted by the price
ceiling. In principle, these subsidies are paid to the
consumer to keep down the cost of living. 1In practice,
because consumers are so numerous, they are paid to producers
or dealers on condition that they maintain supplies and carry
out the policy of the price ceiling....The subsidy in
conjunction with the special conditions attached to it,
should leave the industry in a worse, not a better profit
position than before the price ceiling was imposed." (1)

The subsidy is designed to give the industry a very small
margin of profit - usually much smaller than what they had
before the price ceiling was imposed., To the problem of
time-lag has been added that of rising costs since the price
ceiling was imposed. The sharp increases in costs have
occurred chiefly in the importation of goods due to rising
shipping rates and insurance charges, and rising prices in
the countries from which we import. More recently, such
factors as reduced volume, the high rate of labour turnover
and the employment of inefficient personnel have increased

costs in civilian industries as a whole,

Imports

Imports of esgsential materials have been

maintained with the assistance of gubgsidies, reduction or

P M EK a3 T e A

(1). Hansard, April 23, 1942.
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elimination of duties and bulk purchasing. With respect to
subsidies, the important questions which arise are the degree
of essentiality of the import and whether or not a sufficient
domestic supply is procurable, As time goes on the conditions
under which subsidles are payable have been made more difficult.
An increasling number of commodities are being excluded from
subsidy payment because they are no longer considered essential.
Furthermore, subsidies have been reduced or completely refused
because the cost of the import is considered excessive or
substantially similar goods are available at home at reasonable

prices.

In a number of cases, import duties and taxes
have been cut down or completely suspended so as to make
subsidy payment unnecessary or to reduce them. The effect 1s
the same as if the subsidy were being paid because the maximum
price for the goods is not reduced in most cases. On
recommendation of the Board, the Department of Finance has
suspended special or dumping duties temporarily in some cases.

In other instances specific tariff changes have been made.

where importation of necessary goods through
private enterprise has threatened to break down because of
difficult shipping conditions and dislocation of the normal
supply presenting great business risks, the Board through the
Commodity Prices Stabilization Corporation has made bulk

purchase abroad. The corporation in marketing the goods have



reduction of styles of footwear was successful in reducing
costs to the industry. Therefore, on July 1, 1942, the rate

of the subsidy was reduced to 4 per cent.

Where subsidies are paid on a uniform basis
throughout any industry it is impossible to adjust the

ngqueeze® to the individual capacity of each firm to absorbd
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it. Accordingly, a profit limitation scheme has been devised.

In brief, it provides that in the industries to which it is

applied, subsidies are to be regarded as accountable advances,

to be pald in whole or in part to the extent to which the
recipient is in the excess profits tax category. Or to put
it another way, no recipient of this type of subsidy can earn
any net income in excess of standard net profits as defined

for excess profits tax purposes.

Bulk purchasing of domestic supplies i3 now
being undertaken in addition to bulk purchasing of imports.
An example of this is the purchase of the entire Canadian

wool clip through the Canadian Wool Board Limited, a

government owned corporation. The formation of this company

has encouraged sheep raisers by providing them a stable

market at fixed prices. An increase of domestic wool is

therefore expected. However, 1if domestic supplies will be

less than expected, the Wool Board will also buy imported
wool to maintain the necessary supplies.

Another special government agency, wartime

Food Corporation was established in an attempt to solve the



peef problem. The Board believed that the main problem in
the marketing of beef could be solved if the Corporation
would regulate beef supplies in the face of heavy export
and domestlic demands. The Corporation was made the sole
exporter of beef. In addition, the price of beef was set
on a seasonal basis, The Board then expected that an
crderly supply of beef cattle throughout the year would

be maintained and cattle prices kept in proper relation

to maximum wholesale prices for meats. Their hepes did
not materialize and we shall see why in a later section

on the beef problem.

Economies and Simplification

The Bcard embarked upon a preogramme of
economies and simplification in the production and distributicn
of civilian goods in order to cut down on the payment of

subsidies. The price ceiling itself has been a strong incentive

towards eliminating unnecessary prices and other wasteful

practices. The civilian trades have in most cases gladly

co-cperated with the knowledge that their competiters had to

de the same as themselves. Not only did simplification of

practice help to keep prices below the ceiling but also

conserved metals and other scarce materials for their use in

war production. The Board has set three prime objectives of

the simplification programme, They are,
(1) to reduce manufacturing and distributing

costs in such a way as to maintain the supply of egsential grods



end services at ceiling prices, and to reduce or eliminate
subsidies where they have been or might become payable;

(2) to conserve materials and labour, and

(3) to make the most efficient use of the
materials and labour which remain available for the productisn

of essential consumer goods.

An 1llustration of where this policy has been
applied with marked success is the leather footwear industry.
The reduction in the subsidy payment to 4 per cent from 7
rer cent was in the most part made possible by standardization

in the manufacture of shoes. The many different styles,

66.

colours and sizes, which were responsible for high manufacturing

costs, have been reduced in number. Many other consumer
goods have been subject to simplification and conservation
orders with a view to conserving scarce materials as well as
reducing costs. <ceveral examples of this are tinplate and
other metal and glass containers, various types of machinery,

and a variety of wearing apparel which includes, of course,

the mvictory suitr" known to all men.

The Board will lean heavily upon their
programme of economies and simplification with the increasing

diversion of materials and labour to war production, to

maintain essential civilian supplies. With this in mind,

the Board has organized a new Industrial Division which will

include and expand the work of the former Division of

Simplified Practice.



Rationing Controls

At the time the price ceiling came into being,

the necessity for price control arose from the crowing

shortages of many civilian supplies. That did not mean that

goods which are scarce will be fairly distributed among the

population. This can only be done by some form of rationing

In January, 1942, the first formal rationing was applied to
gsugar. It is believed that although sugar stocks in Canada
were not seriously depleted, future receipts of sugar were
affected by the necessity of diverting shipping space to more
egsential needs, and by the intensification of submarine
attacks along the Atlantioc Coast. Supplies of tea and coffee
were threatened both by shipping necessities and by the loss
of sources of supply to Japan. With three commodities to
ration, i1t became necessary for the Board t¢ establish a
coupon system of rationing. The Board, by the end of August
1942, had completed the establishment of a permanent rationing
organization. 1In addition the Board has almost completed
organizing losal rationing boards throughout Canada tc assist
in the administration of the rationing of other commodities

when the need arises.,

Board Organization

By order-in-Council, the Wartime Prices and
Trade Board wae made the central authority in the field of
price control. Because of 1its wide ramifications, the Board

found 1t necessary to co-crdinate 1ts controls with those of
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other government agencies. However, no other federal or
provincial authority can make =ny order touching on maximum

or minimum prices without the agreement of the Board.

Liaison between the Wartime Prices and Trade
Board and the Wartime Industries Control Board of the Departrent
of Munitions and Supply is very close. The Chairman of each
Board sits as a member of the other, and all actions by the
Controllers and the Wartime Industries Contrecl Board affecting
price require the concurrence of the Wartime Prices and Trade
Board. §So as to aveid duplication and overlapping of
administrative machinery, fontrollers have agreed to extend
their duties to deal with price matters within the jurisdiction
of the Wartime Prices and Trade Board. To this end, all
Controllers were appointed administrztors under the Prices

Board.,

In administrating its wide powers over prices
and civilian supplies, the membership of the Wartime Prices
and Trade Board was enlarged to include officials of other
government agencies closely affected and concerned by the
policy of price contrcl. The adoption of an over-all price
ceiling required the appointment of a great many administratcrs
covering every major industry in the country. Among the most
important appointments have been the Administrators of Retail
Trade, Wholesale Trade, Foods and Services and Rentals, and
Co-ordinators of textile, pulp and paper and metals. Adminis-

trators have the power to revise maxXimum prices within the
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price celling, control of the methods and ways of production

and distribution of civilian commodities, full powers of

investigation of individual firms in the industry assigned
to them and, adjustment of retail price anomalies. However,
every order of an administrator must be countersigned by the
Chairman of the Board, for the Chairman is responsible for
the actions of his subordinates. To administer rent contrel,
local rental committees were established in all Canadian
cities. The committee consists of one person - the Judge of
the County or District Court, except in Quebec where the
district magistrate is the member.

To facilitate the administration of the Board,
thirteen regional offices were opened across canada. (2)
Under these thirteen offices are the many specialized smaller
offices. The head of the regional office is known as the
Prices and Supply Representative. He is the senior officer
and is responsible to the Wartime Industries Control Board
as well as the Wartime Prices and Trade Board at Ottawa., The
function of the regional office is to enforce the orders of
the Board by conducting investigations, answering the many

inquiries and disseminating information.

A Gonsumer Branch has been set up as a clearing
house for problems arising out of price contrcl measures and

to build up a close liaison between consumers -nd the Board.

B ———— ——

(2). The thirteen regional offices are in Brockville,
Charlottetown, Edmonton, Halifax, London, Montreal,
North Bay, Quebec City, Regina, saint John, Torcnto,

Vancouver and Winnipeg.
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In April 1942 the Women's Regional Advisory Committees were
set up in the thirteen main centers across Canada. Thesge
Ccommittees were elected from amongst women's clubs and groups.
Their job 18 to organize their region for the purpose of
interpreting the new regulations to all consumers, and to
represent consumer opinion to the Prices Board. To this end,
the Committees have appointed local woment'!s liaison officers
to make contact with hundreds of smaller communities. The
Board has also announced a plan to organize five hundred local
ration boards with a view to bringing consumers in closer
contact with the consumer rationing system and to deal with

many problems and complaints on the spot.

Under the general licensing plan of all business,
the necessary machinery for policing prices and for securing
information for the allocation of materials in case of
shortages has been established. Moreover it has preovided »
mailing list of manufacturers, wholesalers and retailers who are
gsent Trade Bullétins and Administrators' Orders. Investigation
of pogsible infractions ia made from the Regional O0ffices but

the central office at Qttawa reserves the power of license

suspension.

The headquarters of the Wartime Prices and Trade
Board at Ottawa is organized in four main divisions. They are,

(1) prices and Supply
(2) Distribution and Rationing

(3) Industrial

(4) Research.
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The new Industrial Division has been given the responsibility
of planning the curtailment of mon-essentialr civilian
activities and, as mentioned above, is in charge of the work
carried on by the former Division of Simplified Practice.
Plans for drastic curtailment and concentration of civilian

industry are now being formulated by the Industrial Division

in conjunction with the various administrators. Thls appears

to be the next big job in store for the Board.
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CHAPTER VI

THE OFFICIAL COST OF LIVING INDEX

W - a———

The life of all Canada ig intimately tied
up with a cost of living index, for it repregents a standard
of living for the Canadian people. Speculation is rife as
to exactly what standard of living this index represents.
Most of the assertions that this writer has heard, is that
the index is based on a living standard below that of the
"average" Canadian. However one may define the word naverage",
the fact which stands out is that most of us really don't know
what is considered in the index and what is not. This secticn
13 a detailed description of the index and is included in the

hope that some clarification may result,

Prior to September 1940, two cost of living

indexes were being kept by government agencies, one by the
Department of Labour and the other by the Dominion Bureau of

gtatistics, The Bureau was then charged to establish an index

which would reflect a most up to date standard of life.

Purpoge of the Index

The purpose of the index was to provide a

record of the cost of living of the Canadian urban wage

earner and his family. The index is baged on a fixed budget

and no account is taken of income changes due t0 direct taxation,
In other words, all indirect taxes, such zs sales taxes, are

considered where they change the price for commodities or
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services under the index,

Establishment of the Index Budget

Firstly, a study of the 1931 census data was
undertaken so as to determine the chief characteristics of
urban families and to arrive at standards which the Bureau
could call rtypicaln", As a result of that study, the Bureau
in 1938 set out to obtain expenditure records from families
which satisfied the three following conditions:

(1) Husband and wife living at home as joint
heads over a family of from one to five children.,

(2) Self-supporting during the survey year with
the family income ranging from $450. to $2500. for that year,

(3) Living in self contained housing units and

not sharing their kitchen or bathroom and lavatory facilities

with other families.

secondly, the Bureau made a preliminary canvass

0f twelve Canadian cities in 1938 to find families which fell

into the three classifications stated above.(l) In this

Preliminary survey about 50,000 homes were investigated by

the Bureauts field staff. The case histories which satisfied

the three main requirements were picked out and from this list

a random group was asked to submit a complete record of incone

and expenditure for the year. Each family provided a detailed

account of expenditures in the year ending September 1938,

- - - -
-

- — - ———— .

lifax
ities included Charlottetown, Ha s
- gg:n:wgigg,cQuebec, Montreal, Ottawa, Toronto, I.ondon,

Winnipeg, Saskatoon, Edmonton and Vancouver.




The families then kept a record of individual purchases of
food for three separate weeks. The first week was in the
period October to November 1938, the second in February 1939
and the third in June 1939, 1In this way differences in food
purchases during three gseasons were noted. From these records

the Bureau computed the food index budget quantities.

These detailed records were received from
1,439 families. The average number of persons per family
was 4.6, the majority of families having two and three children.,
Most of the incomes ranged between $1,200 and $1,600 for the
year, One out of every three families owned a car and there
were about two tenant families to one home-owning family.
Every principal racial group was represented among the 1,439
families. The distribution of living expenditures totaling
1,413,9 dollars is directly represented in the cost of living
index. The general distribution of expenditures for all the

families is shown in the following table.
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AVERAGE ANNUAL LIVING EXPENDITURES
FOR 1,439 URBAN WAGE~EARNTNG FAMILIES
(Year ending gSeptember 30, 1938),

T M e T R .. S——— e w2 T T A . T ———— 0 .o w

BUDGET GROUP EXPENDITURE AVERAGES PERCENTAGE DISTRIBUTION

TR Y -

- . v v

$

Food u43.0 31,3

Shelter 269.5 19,1

Fuel and Light 90.5 6.4

Clothing 165,8 11,7

Home Furnishings 125,7 8.9

Miscellaneous 319.4 22.6
Health 60.8 g.}
Personal care 23.9 .Z
Tranaportation 79.3 g's
Recreation g2.1 5.2
Life Insurance 13.7 .
Total 1,413.9 100.0

The Bureau chose the Base Period of 1935-1939

100 to replace the 1926 base. The Bureau wanted to find a
recent twelve month period to serve as the base, but none

could be considered mmormalwr, the criterion being the indexes

of employment, industrial production and car loadings. The

1935 to 1939 period, however, was one of recovery, moomlet"

and mild recession. The rise and fall tended to minimize ths

differences in the base levels of many series relative to prior

reriods Similar research in the United Statea in the revision

of their index had previously been carried on and the 1935 to
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1939 period was chosen as the base for the United States cost
of living index. This further confirmed the opinion of the
pureau's staff that the base was representative of pre-war
conditions and a fair standard of living for a country which

was recovering from a depression.

The Bureau found wide differences in the
character of price movements for commodities and services in
the price coverage of urban areas. In some cities, certain
foods, rentals and car fare local prices waried substantially
from those prevailing in other areas. oOther prices, such as
tobacco, movies and periodicals were much the same throughout
Canada., Because of the stability of certain prices and the
fluctuations of others, more cities had to be covered in the
determination of an average price for some commodities than
for others. Not only that, but our largest urban areas had
to be broken down into communities and reports made from
them, because the prices of various commodities varied within
the city itself. For example, 1in Montreal and Toronto one
report of car fare from each city 1s gufficient vhile in the

case of foods, many reports are required from each city -0

that the average may be representative. 1In the summary

immediately following is » 1list of the number ¢f urban =reas

from which reports are received for each budget group in the

cost of living index as it exists today.
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PRICE REPORTING BASTS OF CANADIAN COST OF LIVING INDEX
1935 - 1939 = 100

Budget Groups Frequency Number of Approximate
and of Cities Number of
Sub=Groups Reports Represented Reports
L _ Received
1. Food Monthly 69 1,600
2. Rentals May & Oct. 61 200
« Fuel - Coal Monthly 58 230
) Coke " 26 200
Gas " 16 w16
Electricity " 109 109
4. Clothing Monthly 11 24
5. Home Furnishings and gervices " 11 o4
+« Miscellaneous -
Medicines Quarterly 23 ?g
Car Fare Monthly ég °
Theatre Admissions n
Insurance Annually All ganada l%
Tobacco When Prices All Canada
change 25 43
Newspapers Monthly
Periodicals pnnually Allzganada 1o§
Doctor . 37 &1
Dentist . 23 5
Hospital ' 2 72
Laundry u
Cleaning Supplies Monghly gg 38%
Barberst! Fees &5
Toilet Articles Quaigirly gg >z
Telephones M°n"* y 23 15

Motor Operating Costs

It is seen from the above summary that the new
index is divided into six main groups of living expendi tures,

foods, rentals, clothing, home furnishings and services, fuel

and light and miscellanecus.



78.

Foods

The food index is compiled from the prices of
forty-six items. There are fourteen meats and fish, ten fruitas,
seven vegetables, six dry greceries, five cereals, three dairy
products and eggs. 1In pricing the forty-siz foods, the
quotations are made for the normal sales unit and not the odd
amounts computed in the index. The Bureau then converts the
price to apply to the particular quantities called for in the
index, 1600 reports are received from sixty-nine cities at the
first of each months Independent stores prices are weighted
2 to chain stores prices 1. The average price of the forty-six
items is multiplied by the budget quantity and the resulting
aggregate is totalled to give the total food budget. The tectal

food budget is divided by a corresponding aggregate for the
base period 1935 - 1939 tc get a Dominion index each month.
In our new index foods are alletted 31 per cent of family

living costs as compared to 30 per cent in the 1926 base index.

Rentals
Rental cost for workmen's houses, flats and

apartments are ascertained every May and October. In addition,

rental agents are asked to report upon the current rental

situation relative to that at the preceding leasse date. Befcre

reporting forms are issued, rent data and descripticns of

property reported by each agent for the last period are copled

out in the new schedule in order to be consistent frem periocd

to pericad 200 reportcs are received from sizty-one cities to
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calculate the rent index. The average rentgls of houses,

flats and apartments are compared with bage peried rentals

to form & sub indexes. The sub indexes are then weighted

70,15 and 15 for houses, flats and apartments respectively.

They are then combined to form the shelter index. Rent accounts
for 19 per cent of the expenditures in our rresent index

compared with 20 percent in the old.

Clothing

The clothing index is based on a long list of
men's and women's apparel, No annual replacement allowance
for children's clothing appears in the index. Also omitted
are women's afternoon and evening wear, women's hats, men's
hats and gloves. Due to style and seasonal changes in
clothing, the Bureau flinds it difficult to maintain a
continuous price series on the same quality of goods. Those
items which to make up the clothing index are, in the opinion

of the Bureau, representative of the basic materials entering

into clothing in almost the same proportions as they would

be in a complete clothing budget. How can they reconcile

this opinion with the fact that children's clothing 2nd

certain men's and women's clothing which are commonly worn

(hats, gloves) are not in the index? The new index contains

thirty-cne items of clothing, piece goods and footwear, the

prices of which have been followed over a pericd of years to

test their reliability in an index. ©on the assumption that

the thirty-one items will measure fairly accurately changes

in the price of clothing, the Bureau has not used a larger



14st. Department stores are the main scurce of the Bureau
clothing prices, and the monthly retunns of the prices of

the various items. The clothing index accounts for twelve

per cent of the cost of living budget compared to eighteen

per cent in the 0ld index. The method of computation is the
multiplication of the average nrices by the estimates of
consumption. The total aggregate is compared with the
corresponding base aggregate to form the total clothing index.

Home Furnishings and Services

Home Furnishings and Services 1s composed of
eight sub=-groups, furniture, floor covering, furnishings,
hardware, dishes and glasses, laundry charges, cleaning
supplies and telephone charges. Prices are received
Principally from department ztores on twenty-five commodities

in eleven cities on the first of each month. Laundry reports

&0.

are received annually from ninety-five laundries in twenty-three

clties, and reports of telephone charges for twenty-three cities

every month. The average prices ~re multiplied by the budget

estimates of consumption, and the average charges for the
Each group =zggregate is compared
The final

services are determined.

with the base period to ascertain the sub-indexed.

step is the weighting of the sub-indexes and their combinaticn

to form the Home Furnishings and Services Index.

Fuel and Light

Ccoal, coke, gas and electricity ate the four

divisions of the Fuel and Light Index. Prices are noted the
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first of each month for each sub-index. The coal index covers

fifty-eight cities with approximately four rervorts.from each
gource accounting for the type of coal used. Reports on coke
prices come from twenty-six cities in Ontaric and Juebec. The
reports on electricity come from all of the 109 urban communities
in Canada. The average prices are compared with the base pericd
to form sub-indexes, which in turn are weighted and combined to
form the final index, As in the old index, the cost of fuel and
1light is 6 per cent of the total budget.

Miscellaneous

The price information of the miscellaneous
group of commodities and services is collected almost entirely
from the twenty-three largest Canadian cities. The group 1s
divided inte five sub-indexes, health maintenanes, personal
care, transportation, recreation and life insurance premium
charges. Information on thegse expenditures is used in the
determination of the five sub-indexes. The sub-indexes are
weighted and combined to form the Miscellaneous index. The
index is weighted twenty-three per cent of the total cost of
living as compared with twenty-six per cent of the old 1926
base index. This is not a decrease in importance since home

furnishings has now a quarter of the weight of the old index.



CHAPTER VIT

CANADA UNDER THE PRICE CEILING

Fifteen months have gone by since the price
ceiling came into effect. During the first few months of
price control, the main problem was to maintain an orderly
flow of consumers! goods. Therefore most of the early price
adjustments were made with this in mind. s time progressed,
however, more direct controls over consumers' goods became
necessary. Typical of the eé~rly price adjustments were
allowances for individual price anomalies, time-lag problems
and seasonal variations. The recent and direct controls
include consumer rationing, introduction of gimplified
practice and standardization of production, government bulk
purchasing through the Commodity Prices Stabilization

Corporation and allocation of scarce materials.

The Board has encountered ten major price

pProblems covering every se=son of the yezr. The price

problems and the methods of adjustment are listed below.

(1) Exemptions from the price ceiling are
made in those cases where administrative difficulties are
excessive in relation to the importance of the particular
commodity. Numerous difficulties were encountered in the
administration of newspapers, magazines and all other
periodicals(l)upon recommendation of the administrator of

printing, publishing and allied industries the price ceiling

AW T G W TP M el W e e P . ——
—-———-
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(1), wartime Prices and Tr~de Becard Order No. 167, pugust 2z,

1y42,



was removed. Increasing costs of publications and the
declining revenues in many cases made such action necessary.
It was impracticable to introduce a yrogram of siﬁplification
or standardization or'pay a subsidy to those publishers which
were operating under the price celling at a loss, without
facing criticism for attempting to control a wfree presan,
The only alternative was to permit publications to breach

the former ceiling. Up to the preaent time publications
imported from the United States are the only ones which have

increased in price.

Exemptions from the price ceiling are few and
far apart. 1In several instances, exemption has been allowed
because the extremely wide seasonal fluctuations which the
price normally undergoes makes price control very difficult.
Such is the case in the price of fruit and fresh vegetables.
In the case of luxuries, exemption from the price ceiling
was chosen tc be the most practicable method orf =llowing
continued supplies in the face of heavy increases in costs.
The Board has exempted from the maximum price ceiling most
products sold by primary producers, farmers in particular,
to all marketing outlets except the consumer. The price
control appears in the wholesaler .to retailer to consumer
stage. In several instances, this formula has m