THE BUSINESS OFPOWER
Canadian Multinationals in the Postwar Era

JORDANBRENNAN

A dissertation submitted to the Faculty of
Graduate Studies in partial fulfilment of the requirements
for the degree of Doctor of Philosophy

Graduate Progranm Political Science
York University, Toronto, Ontario
August2014

© Jordan Brennan, 2014



ABSTRACT

The modern corporation is the dominant institution of the Canadian political economy.
Does this imply that ©6cor piotheGamadigncontext?d i s
What role has globalization played in restructuring the corporate sector? Are large firms
controlled by salarnpriented managers or profseeking proprietors? Do mergers and
acquisitions fuel the expansion of large firms? Why®@asada experienced slowéDP

growth in recent decades? And how can we account for the level and pattern of Canadian
income inequality? These and other questions are probed in this dissertation using tools
from a variety of heterodox politicelconomic pespectives, including Nitzan and
Bichlerds ©Ocapital as powerd framewor k,
reader will be introduced to some of the assumptions, concepts and theoretical claims
that steer the research. The history of Canadianiass will be reinterpreted and
scholarship on the modern corporation surveyed. This will set the stage for an
examination of large firme r 6 d o mi nia Ganada avgy thd padtwar period. This
study provides the first longerm estimates for aggratg concentration andor
corporate amalgamation. dtevises metrics to capture the distributive struggle between
capital and labour and for the globalization of merger activity. The structure of corporate
ownership is laid bare, linkages between amalgémnatand concentration are
established and the association between the growth of large firm&Bfbtagnation is
charted. The dissertation closes by establishing points of contact between the

amassment of corporate power and income inequality.
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PREFACE

On the eleventh of September, 2001, the scales fell from my eyes and | awoke into
political consciousness. As a North America born under the protective blanket of
postwar security, the carnage of that historic dags emotionally and psychologically
destabilizing like nothing | had ever experienced. In hindsight, it was not so much the
fact that airplanes were deliberately steered into the World Trade Centre and the
Pentagon that shook me; it was the meaning ofethent that | could not comprehend.
Why would human beings be motivated to undertake such a horrendous act? Nothing in
my experience prepared me to assimilate that event into a broader map of meaning.

The terror of that fateful day demonstrated to me nedearly than any scholastic
lecture ever could how little | understood about the world around me. As a consequence |
became determined to learn how the world works, but as a major in economics,
accounting and finance my studies did not seem to adequatehare me to understand
human activity outside of business. | began to read the newspaper as a way of getting in
touch with broader events, and this helped somewhat, but even the language used in
ordinary news reporting was outside my grasp. People 'tsedmns | i ke &6 gl obal i
6solidarityad, spoke regularly of Ol iberaldi
Bank and IMF, but | had great difficulty navigating the torrent of information that was
coming my way. | soon realized that if | wasunderstand something as straightforward
as the daily news | needed a broader intellectual frame within which to view the micro

activity of daily events.
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| started expanding the scope of my readings to include scholarship in a broad
array of fields, iduding philosophy, politics, history and psychology. After receiving my
B.A., | took a job as a researcher at an economic policy think tank. Even though | felt
fortunate to have secured such a stimulating job, the most exciting part of my day was
the timespent outside the office, voraciously reading whatever | could get my hands on.
One short year after completing my undergraduate studieglmer ol | ed i n a ye:
of political science coursefi a field | had managed to entirely avoid as an
undergradiate. | was unsure of what | wanted to learn, but politics seemed to be a broad
enough area to hold my interegt.course in the history of Western political thought
seemed particul arl y Republipad a profogind effee andmenity P11 a
was captivating and beautiful. It asked big questions about justice and the meaning of
human life. It blended philosophy with politics by exploring the linkages between
knowledge and power. It advertised a life of virtue and packaged its message in a
compel i ng di al ogue. I had found what | was |
me want a future that included contact with big ideas.

The following year | enrolled in Maste® programin political science,
specializing in the history of political thought, witthe objective of graduating to a
doctoral program and then, more distantly, a career in academia. My early years in the
doctoralpr ogram brought me to Professor Jonath
economy was a subject that | found mildly interestibgt | could never get overly
stimulated about trade agreements and i ndu

his writings with Shimshon Bichler brought the subject to life for me.
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Instead of inflation being mysteriousprocess pertaining to imeases in the price
level, Nitzan and Bichler argued that inflation could be a power process nouashed
social conflict which systematically redistributes income between different groups.
Instead of mergers and acquisitions beirduh activity pertainng to the combination of
businesses, Nitzan and Bichler claimed that corporate amalgamation could play a key
role in restructuring broader social institutions. Instead of warfare in the Middle East
being a phenomenon out si den dand Bichler onade the o f
accumulation of capital and mechanized warfare aspects of a broader social process. In
short, instead of political economy being a subject whose historical significance resided
in the past, when the Cold War struggle between capstal and socialism raged,
Professor Nitzan made the subject deeply contemporary in its significance.

Despite the appeal of his approach, | was apprehensive of working with Professor
Nitzan. His ideas seemed extreme and yet | could not deny their appsal hothing of
their explanatory power. As a way of resolving this intellectual tension I made an
agreement with myself: I would wutilize Ni
Institutionalist and Post Keynesian thinkers) for my dissertation reseawithout
committing myself to them. The ideas would have to demonstrate their usefulness to me
in practice. I n a | oose sense | woul d o6te
work and seeing what they could help me uncover. | decided to prabdistory of
Canadi an capitalism from t hi onetofathedqorei nt (o

concepts in Nitzan and Bichlerdés tool ki t.

XViii



This study explores the postwar development of large Candshaerd firms from
the standpoint of institutional powerExamining business behaviour and performance
from a power perspective is unorthodox, but it is not without precedent. Thorstein
Veblen, Gardiner Means, Adolf Berle, Michal Kalecki, J.K. Galbraith and other heterodox
political economists in the twentieth o¢ury incorporated power into their explanatory
picture. Nitzan and Bichler, of course, put power at the centre of their analysis. In what
follows, | will utilize some of the ideas of the thinkers mentioned above, but | do not
claim any allegiance to thefor do | endorse any normative vision or political program
that may be associated with these ideas.

Over the past decade, my academic life has been largely devoted to studying
intellectual systems. As a consequence, | have grown cautious of commitramnt to
particular ideological belief. This is not to say that epistemological relativism, ethical
relativism or nihilism is an endorsable position. Rather, ideological and utopian thinking
itself can be a dangérhis study is a dual exploration: the exjiobject of inquiry is the
development of large firms, but the implicit object of inquiry is the validity of the
multiple heterodox politicaleconomic perspectives that are employed. To my mind,
there is explanatory utility in studying the development lafge firms from the

standpoint of institutional power, but this is a judgement best left to the reader.

Jordan Brennan

May, 2014
York University, Toronto
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CHAPTER 1

Introduction:

Probl emati zing Canadads Fi scal Fi e
It i sndt onferal gi thet obat gwaedre consid
| uxurious cityé [So] |l etds study a c

- Socrates in Plato (1992)

In their joint investigation of the nature of justice, Socrates and his intddox@agree
that they should first look for it in an ideal ciff a &6 ci t y ikallipoispeecho
because, given its larger size, it will be easier to find there than in the human soul. The
first step in this rather strange undertaking is to identify tteeinding principle of the
kallipolis lacking seksufficiency, individuals are compelled to cooperate in order to
survive. From there, Socrates claims that the city in speech will require agricultural
surplus and a division of labour in order to meet tbguirements of life (only later will
they speak of thgood lije After adding a few other categories of employment, namely
tradesman and merchants, Socrates suggests the ideal city is complete. Each individual
has an occupation which contributes to tharmonious working of the whole and the
kallipoliss structured to meet its material needs.

Content to begin searching for the feature of this city which makes it just,
Socrates is interrupted by Glaucon, who objects to the Spartan structure of Socrates
linguistic metropolis. Glaucon protests that, lacking delicacies, Socrates has created a

1



city o6fit for pigsod, as it i's al most enti.
i fe. Socrates absorbs the crobjection,ibgmot and p
before qualifying the nature of t heir und
investigating, but the origin oflaxuriousity, a citywith a fevé@Plato 1992: 448).

Modern people normally attribute the observation thauaterial surplus and
social conflict are necessary complements to that most famous of political pamphlets.
When Marx and Engels cl aimed that ©6the his
class strugglesd (1848: 2 Tlain, ,at ldast drgm awer e 1
analytical point of view. Plato recognized that the ceaseless pursuit of material wealth
begets soci al pat hol ogy ( 6f edclimadvas.thatithe br i
wasndt just a heur i st iical trghtciim wiian ¢ supported t ; it
by contemporary anthropology (Diamond 1999) and interpretive history (Wright 2006).
Before a society can have a recorded history it requires a class of people who have been
freed from direct food production and can dvtheir time to literary pursuits. Societies
without materi al surplus cannot sustain a
in the literary sense of the term.

Contemporary scholars are thinking and writing in the imposing shadow cast by
Plato not least because most researchers are stationed in his Academy. As the inventor of
political philosophy, Plato was the first to write of the political world in a systematic

way, fusinglogoswith mythgsa practice which has since been instituted in our

"Historical sociobgists like Mann (1986: 216) claim that economic power has existed in all known civilized
societies. Domination of one group by another through control over the production, distribution or
exchange of resources is a civilizational universal. However, stoamy in Classical Greece that class
struggle is first observed as a stable featupmbfical life.

2



civilization. Part of the task of political philosophy is to fashion intellectk@dmasut of
political khaosPerhaps unsurprisingly, many of the great works of political philosophy
have come at a time of crisis and disintegration. As the establistdets @f meaning
begin to whither and the major institutions of society rupture, a great thinker emerges to
explain, critique and occasionally rebuild the political world.

If institutional decay and disintegration have tended to attract the attention of
political thinkers, institutional growth and development requires explanation as well.
This study will explore the evolution of the largest corporate units in Canada, treated as
a bloc, over the postwar era. This is an unusual object of inquiry. As@alidesgoolitical
science tends to confine its attention to the state and government, political parties and
el ections, citizens, their rights and
Economics includes business performance and markets in its domanuafy, but it is
very rare for economists to examine business development from the standpoint of
institutional power. If power is probed by mainstream economists at all it is often treated
as residing outside the ordinary functioning of markets andrimss. Even Canadian
political economy, for its part, has tended to concentrate its efforts on the transformation
of the Canadian State and public policy. Few Canadian political economists have
examined corporate development, even fewer from the standpbinstitutional power.

This study will explore the growth of one of the most important institutions in
contemporary Canada: the large corporation. It will chronicle its origins and chart its
development. Given the centrality of the corporate form irpsigasocial and political

life, other institutions and processes (aside from large firms) will also be examined. By

ot



the end of the study it is hoped that the reader will have a clearer picture of the evolution
of postwar Canadian capitalism.

The presentlcapter has three parts. The first outlines some of the key questions to

be addressed in this study, the second provides a condensed version of the argument and

the third outlines the path that the argument will follow.

1.1 The Questions

The overarching quesin to be addressed in this study is whether corporate power is a
meaningful category in the Canadian contesfthis question presupposes another: is
corporate power a valid concept to begin with? Some would argue that putting the two
words togethe 6 cor pt e & afnid noisgnsicaleAftdr alifategenerate laws

and enforce compliance in a given territdyatebave a monopoly on the legitimate use

of violence Stateproject military power abroad. Corporate institutions do not have the
authority to legislate, nor can they compel obedience through the use of force. Corporate
units operate through voluntary contracts, not coercive laws. Given this consideration, it
is not obvious that ©o6corporate podastaod i S
to be bound up with rulenaking, ruleenforcement and the lawful use of violence.
Accordingly, before we explore the meaning of corporate power in Canada we will have

to explore the meaning corporate power as such. Once corporate power hazfieed d

2 Americanbased multinational corporations played an important role in the development of Canadian
capitalism. However, their inclusion in this studyowld significantly expandts scope, pushing it to
unmanageable proportion8ccordingly, the focus will be dhe universe of Canadidmsed firms.

4
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and analyzed, we will be prepared to explore the evolution of this form of power in
Canada.

Jonathan Nitzan and Shimshon Bichler (N&B hereafter) have forged new
concepts and developed new measurements to better understand the-pmesiness
ofcontemporary capitalism. 0 Dhavadenetopet toc api t
capture an entity encompassing the largest firms and key government organs that stand
at the centre of the political e conoemy. I n
largest Canadiaibased firms, thus retaining a more conventional notion of the state.

Large firms developed in historical time, so can we put an approximate date on the
emergence of 6dominant capitald in @Ganada?
Canada, does it make sense to separate economics from politics? Can state power be
easily distinguished from corporate power? Did the development of large firms bear any
relationship to the development of the Canadian State? And what role did large firm

play in shaping the development of Canadian society more generally?

Liberals, Marxists, Institutionalists, Managerialists and scholars working in other
schools of thought tried to make sense of the development of the modern corporation in
the twentieth century. How have the various schools of thought defined corporate
power? What measurements have been developed to quantify corporate power and what
is their explanatory utility? The growth of large firms in Canada has attracted the
attention of historians journalists, sociologists and political economists. There is a
sizeable literature in the economic sociology of Canadian corporate power, debating

subjects as broad as the role of fordigsed firms (mainly American) in steering



Canadian industrial deveo p me nt to subjects as focused
business class. How have Canadian scholars understood the development of large firms?
What remains to be understood?

If dominant capital is a meaningful category in Canada, how many units cEmpri
this entity? If differential accumulation is the generative process of the modern political
economy, as N&B maintain, how has it unfolded over the postwar era? Managerialists
would have us believe that large firms are controlled by sal@pted managrs as
opposed to profiseeking proprietors. Is this true for Canada? Who owns and who
controls the largest firms in Canada? And how globalized is Canadian corporate
ownership?

At this point, an important caveat must be stated. Corporate power manifests
itself in multiple domains. The power of large firms is (perhaps) most visible in the
direction and pace of industrial development, but another forum in which corporate
power is apparent is public policy. At various points in this study we will explorg ho
large firms have shaped (and benefitted from) Canadian public policy, but this will not
be the focus of the research. The impact of dominant corporations on the evolution of
Canadian public policy resides in the background of the analysis; rarely gty the
foreground. The cohesiveness of dominant corporations as a public policy bloc is a
subject sufficiently expansive to warrant its own study.

Large firms have multiple accumulation pathways open to them. N&B (2002;
2009) specify four: gredreld investment, mergers and acquisitions, engting and

stagflation. Which accumulation pathways have large firms historically traversed in



Canada? More specifically, what does the history of corporate mergers and acquisitions
tell us about the developaent of large firms? Intuitively, we would suppose there to be a
linear relationship between firm size and market power. Is this true for Canada?

Legislators, policy makers, economists and many other groups in Canada
(including the citizenry at large) hawexpressed concern with the level and trend of GDP
growth. Why did the Canadian political economy grow at a relatively rapid pace
between 1940 and 1980 only to grow at a sluggish pace in subsequent d&metedte
slower growth of recent decades bear eglgtionship to the development of large firms?

Relatedly, inflation has been relatively low and stable in Canada for two decades.
However, previous decades witnessed relatively high levels of inflation. Does the history
of Canadian inflation shed anyglit on the development of large firms? Numerous
heterodox scholars would have us believe that inflation is generated through distributive
conflict between competing income groups. Does Canadian inflation tend to appear
alongside social conflict? If yesed® Canadi an i nflation producd
and Ol osersd? In short, can Canadian i nf/
systematically redistributes income between different income groups?

J.K. Galbraith (1952) would have us believe thaiour unions act as a
6countervailing powerd to |l arge firms, at
true for Canada? Has the institutional strength of organized labour played a role in

mitigating income inequality? Relatedly, can the ettoh of Canadian corporate power

3Canadads growth path has not been unique. As we st
the early postwar decades only to grow at a slower rate in recent decades. Despite this fact, we will
concentrate on the Canadian growth experieace examire domestic causes, bearing in mind that there

may be an international aspect@a n a grawth sate.



help explain the distribution of factor and personal income? And finally, if corporate
power has grown in recent times does this threaten Canadian democracy in any way?

These and other questions are addressed in the atsapi follow.

1.2 The Argument

An attenuated version of the argument, schematically represented in Diagram 1.1, runs as
foll ows. U @904 §92Rpacedtual sahesne, the modern corporation should

be viewed as a business institution, not an industa | uni t . OBusiness?®
from 6industry®d in the same way that the |
of the political economy is distinct from its material, productive and technological
apparatus. Business centres on disttibn and is institutionally embodied in the

modern corporation. Industry centres on production and is most clearly manifest in the
Omachine process?o. I ndustry involves the wu
knowledge to control natural prosses for the purpose of efficiently satisfying human

needs. Business involves the utilization of social power to organize and control industrial
activities for the purpose of private pecuniary gain. From this theoretical vantage point,

the modern corporatin isnota productive unit; it is a legal and organizational vehicle

that enables proprietors toontrol productifam the purposes of distributiohN&B build

on Veblen to tell us that capital is finanaed only finance6 Capi t al acyumul at
does not entail the amassment of machi ner

Instead, it involves the growth of capitalization.

* This conceptual scheme impliesttathe t er m 6émanufacturing cwhieital 6 i
6financial camapitald is redundan
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Diagram 1.1
A Schematic Representation of the Argument

Heightened Income Share of Globalization of
Stagnation Dominant Capital < Corporate Ownership

- DIFFERENTIAL -
e —
2 ACCUMULATION

Differential Distribution of Aggregate
(Commaodity) Prices Personal Incane | < Concentration
Organized l
Violence DepressedDemocratic K
Engagement Markup
Redistribution within \L
Dominant Capital
National Capital-Labour
: _>
" _—7 IRUERCEL Redistribution
Institutional Strength

of Organized Labour /]\
L

Labour
Disobedience

® At the centre of this study is differential accumulatidnthe drive by large firms to beat the average. The

twoman 6regi mes of di fifbeadthmandidepifi farro thel twin tips df the study.

Processes that grow out of differential accumulation are shadgcein processes that pertain to labour

unions are shaded in red and processes which origmatide Canada are shaded in black (ignoring the

fact that many of the processes thatasawel 6internal d

Hourly
Earninas
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oDi fferenti al accumul ati ond, N&B contin
political economy and it il nvolves | arge fi
averaged®6 and exceed some f i nan dalendblesbus nc hma
to view the development of Canadian capitalism from an alternative perspective.
Changes in technology, innovation, productivity and the like are important, but they are
decidedly secondary to the way such changes are controlled and harihgssemjor
social organizations, including large firms, labour unions and the Canadian State. From
this perspective, the development of Canadian capitalism is not primarily about the
growth of the Ocapital stockodo t(lae fofcande o
productiond (whi ch has i ttl e t o do with
institutions (and other competing or complementary organizations) strategically control
shifts in production, technology and broader social processes.

Viewing @pital from the standpoint of institutional power alters the meaning of
key junctures in Canadian history. Whether we examine the Act of Union in 1841,
Confederation in 1867 or the North American Free Trade Agreement (NAFTA) in 1994,
we find that state powr and governance institutions were often generated by and for
dominant commercial interests. Take Confederation, for example. It is customary to view
Canadiabased corporations as emerging out of
defensible to ue that the Canadian State itself was the offspring of Canadian business,
with the British Crown and British capital markets playing a partnering role.
Comparable turning peeconodmg and govethangeasthuctdres p o |

were often initiatel by, and served to bolster, dominant commercial interests.
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Moving from the deep history of Canadian business to the postwar evolution of
Canadads | argest firms, we find that, when
a valid concept; it is an dispensable tool to help us understand contemporary
capitalism. O0Dominant capitald Iis a meanin
numerically small, the top 60 firms dominate and drive the Canadian political economy.
Using numerous metrics, includy the profit share of national income, aggregate
concentration and differential accumulation, the power of these firms was low and/or
lessening in the Keynesian era (1945 to 1980, roughly) and soared in the neoliberal era
(1980 to the present). To a rerable extent, the largest Canadimased firms have
controlling owners, contrary to managerial suppositions. This means that what is
someti mes referred to as the ©6capitalist ¢
a coherent social entity inabada. The relative growth of the largest corporate units in
Canada implies that capitalist power has reached a historic extreme in recent times.

The main pathway that large firms take in their quest for differential
accumulation is mergers and acquigitso Corporate amalgamation has been a key driver
of both asset concentration and differential accumulation. The merger waves of recent
decades appear to have played a role in globalizing Canadian corporate ownership to a
historically unprecedented exterEvidence also suggests that Canadian firms have been
acquiring foreign firms faster than the Developed Country average, thus challenging
Arthurso (2000) claim that corporate Cana
corporate concentration associatedtivmergers and acquisitions appears to have led to

increased market power amongst large firms (as registered in the profit markup).
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The four decades to 1980 witnessed rapid GDP growth and the three decades
since 1980 brought comparatively slower grovith Canada. The shift from robust
growth in the Keynesian era to the stagnant growththe neoliberalerabears some
proximity to the development of large firms. Both employment and business pending on
fixed assets among the largest firms grew at a rppitk between 1950 and 1980 and
slowed considerably in the decades that followed. This may be part of the reason for
sluggish growth after 1980. The income share and cash held by the largest firms remained
relatively low in the Keynesian period and soanedhie neoliberal period. Part of the
slowdown in GDP growth may be due to the fact that large firms stockpiled cash on their
balance sheet instead of investing it in grovetthancing industrial projects. The
motivation to 06hoar dtdnofeasmihgs and dividend pagmentdh e st
which reduces risk and elevates equity market capitalization, and the enhanced ability to
make strategic acquisitions.

Evidence suggests that as firms grew in relative size, their earnings margins
increased and theincome share deepened (as a percent of GDP). With a greater share of
national income, large firms increased the extent of their control over private investment
decisions. And because growth is driven, in part, by gfiethinvestment, and the latter
drastically fell in the neoliberal era as a consequence of heightened merger activity, it is
logical to suppose that an increase in the relative size of the largest firms is associated
with the deceleration of GDP growth. In other words, sluggish GDP gromdki be the

60flip sided to greater aggregate concentra
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This dissertation offersraalternative understandingf Canadian inflation. Over
the longhaul and in the aggregate, the rate of inflation tends to accelerate with global
warfarefuelled sociakrises. Inflationary episodes in Canada also tend to appear with
social conflict of another kind, namely domestic worker revolts against proprietors. Long
waves of labour disobedience appear to produce two outcomes: higher average wages and
a higher rate fo consumer price inflation. The institutional growth of labour
organizations in tandem with the extent of workplace action appears to shape the
average rate of worker compensation. Changes in the latter, in turn, help shape the
overall price level. Canadidabour disobedience and worker wage gains are strongly
inflationary.

When we shift from absolute to differential terms (and in so doing, embrace
N&B&6s approach), we find that Canadi an i
from large firms to smafirms, from large firms to labour groups and from segments of
capital to segments of labour. The 1970s may be an exception to this trend. In that
decade, inflation tended to redistribute income from labour to capital and to dominant
capital. Canadian infition appears to be the product of a power struggle that is
nourished on social conflict and which systematically redistributes income between
di fferent il ncome groups such that we <can
and Ol oserso.

Base comnuity and producer price inflation also tends to increase with
outbreaks of internationally organized violence. This type of inflation has systematically

redistributive consequences within the corporate sector: because the Canadian equity
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market is overepresented by firms operating in the base material and energy sectors,
inflation of this kind has tended to redistribute profit and equity value to energy and base
materials firms. This type of inflation has also tended to redistribute equity value
between mtional equity markets, such that the Canadian corporate universe
outperformed global benchmarks during episodes of global violence and underperformed
during outbreaks of peace.

This interpretation of Canadian inflation has a number of public policy
implications. Beginning in the late 1970s, the Canadian State and the Bank of Canada
embraced an antnflationary monetary policy. If inflation is good for the working and
middle classes and for smaller firms, and if inflation is harmful to large firms atapthe
income group, then one way of understanding the shift towards-iaftionary
monetary policy is to view it as the use of state power (presumably on behalf of large
firms and the Canadian Establishment) to redistribute income from labour to capital,
from small to large firms and from the lower to the upper echelons of the social hierarchy.

This dissertation measures factor income in a way that takes account of the class
based distribution of personal income. Corporate profit is divided bgdgunstdnational
wage bill. The latter is measured as national wages and salaries less the wages and
salaries portion of the top percentile income share. Using this metric, and in the light of
J. K. Gal braithos 6countervai |l indgersiptentve r &
relationship between the distributive struggle among capital and labour over profits and
wages and personal income inequality. Corporate power and income inequality declined

together from the 1940s through the 1980s. This was a period irh vdaoadian
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unionization expanded rapidly. All three processes went into reverse after the 1980s:
unionization declined, corporate power increased, and as a partial consequence,
Canadian income inequality surged.

Finally, the growth of large firms in redetiecades in tandem with the decline of
labour unions has not only led to an increase in income inequality, but there is evidence
to suggest that the overall level of Canadian income inequality plays a role in shaping the
extent of democratic participationsuch that higher levels of inequality are associated
with lower levels of political participation and vice versa. If this is correct, then the
growth of corporate power in recent decades not only exacerbates income inequality; it
depresses the quality @anadian democracy by lessening political participation.

These research results offer usumconventionalway of interpreting the broad
political-economic meaning of neoliberal globalization in Canada. Rather than
characterizing the neoliberal programa an o6unl eashing of market
of the stated, the evidence suggests that
about the utilization of state power by dominant business groups to reconfigure the
political economy. The alteriain of corporate ownership and investment rules, the
generation of ardinflationary monetary policy and the reduction in personal and
corporate income taxes, all amidst the institutional decline of labour unions and erosion
of the fiscal and redistributer aspects of the Canadian State, have served to transfer
national income from labour to capital and from the lower the upper echelons of the
income hierarchy. Far from reducing the application of power, neoliberalism in Canada

has involved a concurrent irease in corporate power alongside the instrumentalization
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of state power for corporate ends. This shift in power is registered in greater income

inequality and reduced democratic participation, or so it is argued.

1.3 The Roadmap
The argument is built ughrough ten chapters, delivered in three sections. Section |
comprises Chapters 2 to 4 and it lays the theoretical, historical and literary foundations
for the researclbased chapters in Sections Il and Ill. Chapter 2 reviews, analyzes and
elaborates somef the guiding assumptions, concepts and theoretical claims that inform
the research. Because this research draws extensively on the institutionalism of Thorstein
Vebl en and N&BOGs approach to political eco
respetive thinking on capital. The chapter begins by presenting the reader with the
neocl assical definition of capital. 1t the
neocl assical definition, Vebl en d sganzihgt er nat
concepts that Veblen deployed to make sense of the specifically American capitalism that
was maturing in his lifetime. The latter half of the chapter introduces the reader to some
aspects oN & B approach to political economy. Becah&& B @rii ngs are relied upon
extensively, subsequent chapters will review other aspects of their approach where they
are relevant.

Chapter 3 reviews the development of Canadian business, examining how key
transformations in Canadian society were driven by chamgebe organization and
behaviour of dominant commercial entities. The chapter explores the growth of

Canadi an busi ne s-alonfalstatms, tireughaitd eofbrsal ipcarreations
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A including Canadian State formation and finally the ascent ofhé modern
corporation in the twentieth century. It argues that a sharp separation of economics from
politics is an analytical hindrance if we are to understand key junctures in the
development of Canadian capitalism. Crucially, it maintains that an ethiztyycould be
classified as o6dominant capitaldé emerged
institutions in the latter half of the nineteenth century. Relatedly, the chapter argues that
the emergence of the Canadian State can be understood, inagathe offspring of
Canadian business, with the British Crown and British capital markets playing a
partnering role.

In Chapter 4 we assess how various schools of thought have understood the
evolution of the modern corporation. The chapter begins trgdiicing the reader to the
various approaches to Canadian political economy. This acts as a prelude to a review of
how corporate power has been defined, analyzed and measured by scholars working in
competing theoretical traditions. The chapter closes kyiewing what questions
Canadian scholars have asked about the evolution of corporate power, what is valid in
their answers and what remains to be understood.

Section Il comprises Chapters 5 through 7 and it maps the growth of large firms
in Canada overhe postwar period. Chapter 5 begins to add substance to the concept of
6dominant capitald by chronicling the stru
performance of the largest Canadiamsed firms. The chapter provides the first
continuous, log-t er m esti mates for Canadads aggreg:

aggregate and disaggregate history of corporate profitability in Canada and the United
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States. Importantly, Chapter 5 addresses the managerial thesis by determining who owns
and who contols the largest firms in Canada. The chapter closes by benchmarking the

performance of Canadian equities globally and by determining the extent of Canadian
corporate ownership abroad.

Chapter 6 explores one of the main accumulation pathways that lange fiave
historically navigated: mergers and acquisitions. This chapter provides the first
continuous, longerm estimates for Canadian corporate mergers and acquisitions. It also
explores the history of gredield investment. These processes are intergsin their
own right, but the objective is to understand what role (if any) amalgamation has played
in fuelling the growth of large firms. The chapter establishes linkages between
amalgamation, concentration and market power. The history of Canadiastmoger
amalgamation is explored and alternativemeasure is developed 6 di f f er ent i al
bor der amdltglelmaddriess thé question of whether corporate Canada is
being O0holl owed out 6.

The early decades of the postwar era in Canada egHilb#pid growth while the
decades since 1980 exhibitedmparativelysluggish growth (stagnation). Chapter 7
maps the history of Canadian GDP growth and examines some of its determinants. Three
variables are emphasized: the unemployment rate, diedn investment and
government spending. The chapter questions whether rapid growth in the aggregate is
somet hing that |l arge firmds shoul d, t heor
made by Nitzan and Bichler, Veblen and Kalecki, an argument is devespgedwhy

moderate stagnation is optimal for large firms. While Chapter 7 tries to understand some
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of the longterm drivers of growth, the primary objective is to sort out what role large

firms have played in propelling growth/stagnation in postwar Canddaee aspects of

large firms are highlighted: first, their size and income position; second, their decision to
6hoarddé <cash; and third, what bearing chart
have had on the first two aspects. There is evidencedggestl that stagnation may be a

partial consequence of increasing corporate concentration.

Chapters 8 through 10 make up Section lll and they provide a conceptual and
empirical investigation of income and asset inequality in Canada. Chapter 8 builds on th
research of others, notably that of Wilkinson and Pickett (2010), to argue that income
inequality is of great importance in determining the overall delhg of a society. Using
the data generated by Emmanuel Saez and Michael Veall (2005; 2007), Ghalster
maps the history of income inequality in Canada and tries to establish connections
between inequality and democratic engagement. With the broad sweep of facts in the
background, the chapter interrogates some of the main hypotheses advanced in recen
times to account for the heightened inequality in some OECD countries. Using the ideas
of Aristotle, Veblen, Kalecki, Galbraith, N&B and others, Chapter 8 also tries to
conceptualize how an alternative explanation for the distribution of Canadian income
might be generated. This alternative explanation emphasizes how shifts in the
institutional environmentii especially (but not only) the relative size of the largest
firms, governmental organs and labour organizatigns shape the conditions of

exchange, andltimately, the distribution of income and assets.
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Chapter 9 probes some of the history of Canadian inflation and tries to determine
what role increases in the price level may have had in redistributing income between
different income groups. While thdtumate causes of inflation loom in the background,
the focus of the chapter is on the intersection between social conflict, rising prices and
the redistribution of income. This target is reached in a series of steps. The reader is given
a tour of some dhe thinking done on inflation by contrasting how some of the major
schools of thought responded to the overt appearance of stagflation. Rather than power
operating at a distance from market prices, the chapter argues that broad power
processes have a biegron price formation and on inflation. The chapter concretizes the
relationship between power and prices by zeroing in on one commiddigbour power
in Canadafi to see if, or in what wayits price relates to power. The chapter also
explores the point®f contact between the internationally organized violence embodied
in regional and global wars and various measures of inflation. Importantly, the chapter
probes what role inflation has played in the development of large Canrlaalszal firms.

Whereas Chpter 8 lays out the problems to be solv@dthe distribution of
factor income and personal income inequality and tries to forge an interpretive
framework, Chapter 10 empirically demonstrates that increasing corporate power is
associated with a redistridion of factor income from labour to capital and from the
lower to the upper echelons of the personal income hierarchy. Conversely, the
institutional growth of labour unions is historically associated with the redistribution of
factor income from capitalot labour and from the upper to the lower echelons of the

personal income hierarchy. The chapter unpacks the relationship between
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unemployment and income inequality by exploring the dramatic redistribution of
personal income during the Second World War. @tes 10 closes by honing in on the
top income share to discern if there are any J4mmm patters which govern the
distributive gains made by the superrich in Canada.

The objective of this dissertation is to empirically map and quantitatively
document tle postwar rise of largeCanadianbasedfirms. A variety otheoreticaltools
are used in the service of this objective, most importantly the capital as power framework
developed by N&B. It being a relatively new approach, we may wish to know how useful
it is. N&B have used their theory to explore the power underpinnings of capital in Israel
and the United States; does their theory hold in the Canadian settimg2[€venth and
concluding chaptereflectsont he aspects of N&B)amfimegbpr oach
the Canadianevidence As we will see, theapital as poweframeworkis useful inthe
study of corporate power and while some crucial hypotheses survive refutation in the

Canadian case, others do not.
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CHAPTER 2

Theory andMethod:
A Power Approach to Political Economy

The modern corporation has wrought such a change in the free market system t
concepts must be forged and a new picture of economic refationships created.
- Gardiner C. Means (1983)

In 1955 AdoiiBer |l e posited that 0 n ecentary eagitalianh e st u
existsd for the singular reason that conve
a satisfactory account of the modern corporation (1955: 1). Instead of economic activity
being coordinated through the push and pull of market forces, and instead of business
decisions unfolding under conditions of fundamental uncertainty, Berle claims that large
firms plan supply and demand, shield themselves from market discipline through internal
financing, make decisions under fairly predictable conditions and administer prices. The
modern corporation, he comdlandess, pohouli ¢ ab
(1955: 44).

Berle goes on to issue a series of questions to politimaicsg the discipline
nominally concerned with power: first, what is the relationship between property and
power; second, what are the main elements of power; and finally, which institutions

organize power and how are they related to the state (194271 Mainstream political

Y In this passage Meansis partially quoting the conclusion he and Adolf Berle reachllire Modern
Corpaation and Private Pro&882 351). Qoted in Means (1983: 469).
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science has not offered a response to the questionscliakenydBerle posed. Half a

century later, Chandler and Mazlish (2005: 11) echoed Berle when they claimed that the
mul tinati onal corporatiiomed sarnd ey é&tnemvo ILietvii
systematically managed to 6ignore the subj
they say, when we consider that multinationals are beginning to personify core political

ideas such as sovereignty and transpeyend while Chandler and Mazlish claim that
multinationals do not pose a threat to the authority of states, they recognize that they are
contesting state control over politicaiconomic development (200518).

The reason for tolmatienypiosvielwidl ii tny mafi n&d o re
articulated by Robert Gilpin (1975: 5), who argues that economists are unwilling to
concede the reality of power while political scientists tend to ignore markets. In other
words, those who study the corporatiao not believe that power is germane to their
domain of inquiry, while those who study power think the corporation is outside the
boundaries of ©6époliticsd. There exists an
unit, verticallyintegrated, globdy-scaled corporation is simultaneously a power
institution that often operates through markets. As a consequence of this blind spot, we
understand very little of the ways in which large firms develop.

It appears that we are in something akin to unchdrterritory in the endeavour
to study the corporate form of power. Accordingly, we will need to begin with some
basic questions. What is corporate power? Can corporate power be measured? If it can,
what do the various measures tell us about the developwietitis form of power in

Canada?
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This inquiry wil!/l direct itself to the

in Canada. 0Domi nant capitald iIis a concept

Bichler (2002; 2009). Although they are not thelyoscholars to have examined
contemporary capitalism from the standpoint of power, Nitzan and Bichler (N&B) have
done some of the clearest thinking on the subject. Through decades of joint research, they
have developed a framework for understanding capitdievelopment that puts power
at the centre of the analysis. Because this inquiry will draM @&nB posver approach to
political economy, the present chapter will sketch a broad outline of some of the main
aspects of their thinking. The review will beiteer comprehensive nor argumentative;
instead, it will survey some of the elementdNo% B @pproach that are utilized in this
study. Subsequent chapters will unpaldk& B filesas in greater detail.

In building their approach, N&B draw on the ideas of atliginkers, including
Michal Kalecki, Gardiner Means, and perhaps most importantly, Thorstein Veblen. Some
of the assumption and concepts developed by Veblen, Kalecki and Means will also be
used in this research, though not necessarily in the same wagyare used iIN& B 0 s

framework. Because his ideas will feature heavily in this study, the present chapter will

also review and elaborate some of main assumptions and concepts developed by Veblen.

Subsequent chapters will articulate and explore some oidbas generated by Means,
Kalecki and others.
The chapter will begin by briefly summarizing the neoclassical definition of

capital. This wildl act as a springboard

economy. This, in turn, will set the staggefo a r evi ew of the broad

approach to political economy.
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2.1 Capital as a Gateway to Political Economy

The capital as power (CAP) framework grows out of a dual dissatisfaction, one
theoretical (philosophical) the other practical (politica)N&B would have us believe

that mainstream and radical approaches to capital are deeply flawed. This is significant
because without an adequate understanding of capital we are liable to fundamentally
misconstrue contemporary capitalism. Capital is at thatree of capitalism and our
in/ability to accurately define this single institution has a bearing on other important
theoretical and practical matters such as the price system and the distribution of income,
for example. This study will explore the develaggmh of the Canadian political economy
through an investigation of the largest Canadimm s ed f i r ms (6domi ne
Accordingly, it will be impossible to understand the development of dominant capital in
Canada if we do not have a clear idea of wlagital is. So why not accept the
mainstream conception of capital?

The most common understanding of capital today is neoclassical in origins.
Rooted in the ideas of John Bates Clark (1891; 1899) and Irving Fisher (1896; 1906; 1930),
for three generation®aul Samuelson was among its most influential exponents. For
Samuelson and the neoclassicists, capital is produced means of production, or artefacts
(output) used in the production process (as inputs). This definition has been revised to

include intangibleassets such as software, patents and brand names, so the materiality of

2 N&B claim that the dominant approacli neoclassical economic8 is inherently ideological.

Neocl assical economics is O6an i deol ogylass nsestitlnpe ser vi
6conceal its own powerd from plain view. The suppo:
as its social function, for it legitimizes the institutions underpinning capitalism. The essentially political

function of Capital # Powés to tear down the veil, laying bare relations of power so that people may act to
bring about 06 a(2069 3)The rornatiad andrpelitichl urtderténes Gapital as Poweil

be dissociated from the socially scientific ideas z#iti in this study.
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capital has been broadened to include immaterial items as well (Samuelson and
Nordhaus 2010: 352). When we push this idea to its end point we find that something is
deemed o&capi thelldpsi produce goods and servi
pleasure (Nitzan and Bichler 2009: 13H.

But this is only one 06sided of capital
other side consists of financial assets, which represemetary claims by one party
against another. The former kind of <capite
form of materialbroductive entities that have the capacity to augment output and satisfy
human desire. The | atohoeyanddoraes ith the form of pigces 6 n o
of paper or electronic records that facil
capital. I n other words, financi al assets
6Capital goods & easniphygsiedalbyt icragps tal val
|l atter conceived as a stream of future ea

wrong with this understanding?

2.2 Veblen on Neoclassical Capital

Veblen is among the earliest political economistgenerate both a rigorous criticism of

the neoclassical definition of capital and a substitute definition. Veblen begins by
indicting the neoclassical orthodoxy on methodological grounds. The objective of
neoclassical thinkers, he says, is to arrive elassificatory and taxonomic scheme of
economic | i fe through pure ratiocination

met aphysical postul atesd (1908d: 150). Veb
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way of arriving at a definition of capltanstead, he works towards a definition from
observation of its usage by modern business people. At a minimum, this method has the
chance of passing the test of usefulness because any definition of capital should be
measured against how the term is adiyiased.

This methodological difference leads Veblen to make an important observation
about capital: when one looks at its usage in business practice, one finds that it is not a
physical category and cannot be specified in matpnadiuctive terms. Insgad, it is a
pecuniary term pertaining to investment (1908d: 151). But his criticism goes deeper than
this. Veblen makes two arguments which shake the neoclassical definition of capital to
its core. First, the assertion that capital is a matepraductive entity breaks down
when we face the fact of O6capital mobil ity
Omovesd from one | ocation in the industria
movement of physical objects. The continuity of calpi not predicated on a transfer of
stuff, but is derived from the maintenance of ownerdhipsomething which is not a
physical fact. The continuity is of ammateriatharacter, for it centres on legal rights and
control (1908c: 19B). The second argue n t centres on the recoc¢
goods 0, understood as physically abiding
because they lack a homogeus quality. Capital as a monetary magnitude may be
homogeneous, but physical equipment is hetemeges. This fact makes the aggregation
of capital impossible. This indictment is very serious, for if it is true it undermines much

of the thinking of political economists since Adam Smith.
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Political economists have conditioned themselves to think oftalags a stock of
physical goods used in the production process. Neoclassical economics goes further
when it posits that this stock of physical equipment is measurable in majgodlctive
units. Veblends i ndi ct me n tassicaf definitioe of capitalc | a s s
as tools, machines and factorig@s materiatproductive equipmenfi might have had
some validity in the eighteenth and early nineteenth centuries, but by the early twentieth
century capitalists no longer think or act as if daphas a materigbtroductive basis. He
estimates that the usage of the term had changed fifty years prior, a fact which his
contemporaries failed to note and which made their notion of capital as material
productive entities outdated (1908d: 161).

Beyondvebl ends damning criticism of the ne
(2009: 77/83) argue that the Cambridge capital controversies made apparent the very
serious technical difficulties associated with the neoclassical conceptibhat the
controverse s s howed is that i f O6economic outputd
production and plugged into an aggregate production function, we need to be able to
guantify and aggregate capital in matepabductive terms. Without a material
guantum of capital we have no production function, no convincing way of explaining
(and for some, justifyind)returns to capital and no marginal productivity theory of
di stribution. And because 0distribution th

Samuelson and Nordhaus (2010: 288) say, we lose other concepts that are central to

% Initiated by Robinson (19584) and named by Harcourt (1969), the Cambridge capital theory
controversies unfolded from the mi®50s through the miti970s and encompassetheoretical debate
between economiststationed in Cambridgertgland and their opponents in Cambridge Massachusetts.

* Moseley (2012a2012b is anexponent of this position
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mai nstream economi cs. A survey of t he Cam

theoretical l evel, the OEnglishod Cantabri

g

funhct i ons (Cohen and Harcourt 2003: 206) .

aggregating heterogeneous capital goods in physical units led economists since Wicksell
to use capital valuation, an untenable move, the writers claim, because of its circularity.

If the neoclassical definition of capital is invalid for the reasons that Veblen
spelled out, and if its measurement poses insurmountable technical obstacles as the
Cambridge Capital Controversies showed, is there an alternative conception of capital

that does not exhibit these limitations?

23 Vebl ends Conception of Capital

Veblen not only dismembers the neoclassical definition of capital; he outlines an
alternative conception in the form of a speculative histdfie starting point for this
story builds onthe recognition that, from an economic standpoint, human beings have

never led a solitary, setfficient existence. The phenomenon of human life always

unf olds within communities. Vebl ends ques

coherence and develment of community life possible? His answer: the conditions of the
possibility of group continuity, now or at any time in the past, restimmaterial
foundations. What does this mean?

One interpretation runs as follows: Veblen would have us believetthate 61 i f

activityodo of a community is made wup of

®6Specul atived because Veblen never documents his
course of a thought experimenthe folbwing account is extracted from Vebl€h908a1908bh.
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individuals and the world of objects. In order to satisfy the requirements of life, human
beings must transform natural objects and processes to suit human néedsniing of
brute nature requires knowledge, mainly practical and habitual, but eventually

theoretical and abstract. This knowledge technologyhich Veblen refers to as

60i mmateri al equi pment &, is the cumensati ve

the accumulated wisdom of previous generations (1908a: 525).

Part of this o661 mmateri al equi pment o i
human nature into socially useful objects, but another part is the making of social needs
in the first placesomething which varies over time. Mobile phones, for example, would
be about as useful for securing group continuity in a huréindgathering society as a
spear would be for securing comforts in a modern city. Both objects are of human
invention and bothare technological achievements, but their usefulness comes in relation
to what Vebl en calls the Oo6state of t he
wisdom of previous generations. From a Veblenian perspective, it is community life or
0 ¢ u | whighrmal@s something an instrument of needs satisfaction to begin with.

Veblen did not develop a theory of valuation even though he was deeply critical of
neocl assical conceptions of wvalue. But i
satishction we are effectively speaking about the domain of values. Peterson (1999: 33)
would have us believe that the positive or negative valence associated with an object is
generated through culture, not just nature. Modern people are accustomed to thatking

needs and their satisfaction in biophysical terms, i.e., as having a transcultural basis.

Using the methods of science, Peterson tells us, we can gain an understanding of what an
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objectis, i.e., we can examine its sensory apprehensible qualitiesth&utoes not
address the question of value. From a phenomenological standpoint, Peterson continues,
the motivational and emotionadignificancaf an object is a consequence of cultural
devel opment . Di fferent cul t uraense 6c aonb jeescs i g(
think of the cow in contemporary Canada a farm animal, a mammal, a commaodity, etc.
A versus a cow in Hindu India). The cultural significance of an object cannot be reduced
to its sensory apprehensible qualities, i.e., physical factberédas Veblen roots
knowl edge in the 6life historyd of the com
economy still lacks, is a more encompassing understanding of human values, both how
they are generated and why they evolve over time. What @@ toeunderstand, for now,
is that appraisals of value are culturally mediated.

Veblen tells us that all knowledge is created as a result of the life activity of the
community and all invention and innovation add to the immaterial foundations which
suppot the group. This knowledge is beyond the capacity of any one individual to
master or acquire and the history of its growth is the history of the development of
material civilization (1908a: 52%1)As the immaterial equipment grows in size and
complexityfi here comes the speculative pérta larger unit of material equipment is
required to carry on productive activity. Private ownership of material equipment,
Vebl en says, effectively enabl es an I ndi v

knowl|l edgse aonfd Omweaayn s 6 t hat become embodi ed i

® When it comes to technological chandiamond (199: 2456) argues that itdevelops cumulatively
rather than in i sol at édclaidshtieat thei adoptiarc df seiv.techidiogigss 6 s mo r «
depeneknt upon many factors, includifgc o mpat i bi | i t y §amdoshVeblepiaatsertbn!i nt er e s
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One of Veblends core contentions is the
and | and effectively enabl es a me mber of
technological inheritance through the litation of access. An institutional arrangement

of this kind gives a small portion of the community effective control over the @roup

i ndustrial possibilities. In Veblends word
éany person who has a | egal ri ghtustrllo wi t h
apparatus or materials from current use will be in a position to impose terms and exact
obedi ence, on pain of rendering the communi
that extent. Ownership of industrial equipment and natural resourcedgere such a right
|l egally to enforce unemployment, and so to

that extent. This is the Natural Right of Investment (192366
In a similar vein:

éunder the regime of capi titaknowletigh ef waypamdnuni t y
means to account for a livelihood except at such seasons and insofar as the course of prices
affords a differential advantage to the owners of material equipment. The guestion of
advantageoud which commonly means risirfgy prices for the owners (managers) of the

capital goods is made to decide the question of livelihood for the rest of the community
(1908b: 108).

Veblen supplies the example of rent to clarify the meaning of his contention before

dealing with capital proper.

Rent |, he says, i's a pecuniary concept ba
6di fferenti al advantaged (1908a: 529). The
productive efficiency of the | and. twe shou

efficiencyd as being synony md uhe acaumtildiedt he ©6
wisdom allowing individuals to convert natural objects and processes to human need.
The |l andlordds sociological posi tlandis as a
conditioned by his legal right to decide if, to what extent and on what terms other people

will employ the communityds i mmaterial equ
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land. It would be a near impossibility, Veblen says, to assertthadtthen d | or dds pr i
position rests wupon expert knowl edge or p
elevated social position relies upon his relation to the property regime. The latter is
rooted in the coercive apparatus of society.

If we transpoe t hi s ar gument ont o what neocl a
goods 0, Vebl en continues, we arrive at S i
equipment is the product of individual labourers. But the productivity of any individual
labourer is condibned by the immaterial technological equipment, which is
accumul ated over the communityods Meblehe exp

notes that when Adam Smith was writing it could safely be assumed that the person who

owns the physical equipmén ( 6 capi t al goods 0) had a hanct
Vebl ends time this assumption no | onger k
6captetmpll iogyter 3, who no |l onger plays an indu

but who shapes the @ustrial process through the ownership and control flowing from
business enterprise. With business consol i
technological knowledge is effectively controlled by fewer people. Capitatigioyers
become de factoowrer of t he communityds aggregate st
Control over access to this knowledge is secured through business institutions and
practice, which puts the business owner in a position of power in relation to the

industrial community.

"One reason Veblen rejedlar x 8s noti on that |l abour is the ulti ms
businesspr of i tabil ityuctiisvittlydt of heen§prgodven | abourer [
industrial arts, which belongs to the community as a whdlgst as a piece of industrial equipment is

6productived in relation to the c¢ommugvéntlapdurerisi mmat er
O6productived in relation to that same i mmaterial eq
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Ift hi s i s true t hen t he 6returns on i N

withdrawn from the aggregate materi al pr o
wor kmanship. Veblen argues that we cannot
invesamdntée industrial productivity of o6c¢c

the habit of doing (1908b: 106). The use of physical equipment contributes to the creation
of goods and services, but the extent of this contribution cannot be determinghbrit)

the outcome of the industrial process is not a direct consequence of the owner. Instead, it
is a product of the workmanship of the industrial community. The latter, however, grows
out of the immateriatechnological situation, i.e., the accumulatpdactical and
theoretical wisdom of previous generations.

This assertion is in stark contrast to the neoclassical doctrine espoused by one of
Vebl ends teacher s, J. B. Cl ar k. Cl ar kods t !
conditions, the distributonof nc ome bet ween the various O0f a
income of any agent of any factor is in proportion to the marginal productivity of that
factor or agent. I n Clarkds words:

éthe distribution of the i nconeadthafthisdawci ety
if it work[s] without friction, [will] give to every agent of production the amount of wealth
which that agent creates (1899: 1).

The marginal productivity theory of distribution, as it came to be known, contends that

capital goods @ productive and that a portion of earnings are therefore attributable to

the capitalist. This theory offers both a positive explanation for distributional reality and

a normative theory of distributivessigausti ce
thinkers as key in the development of the neoclassical theory of income distribution

(Samuelson and Nordhaus 2010: 302, for example).
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But if Veblends claims have validity th
ownership of physical equipmens not an industrially productive activity. Indeed,
inhibition and withdrawal of access to physical instruments may generate an income
which can be capitalized. Vebl ends seemin
industrial efficiencyfi the withdrawal of access or restriction of outpiit may alter the
flow of income to the owners of physical equipment in a way that can be capitalized, and
indeed, elevate capitalization. But Veblen warns that the curtailment of industry would
only be expedient on paniary grounds, never on industrial grounds. The retardation of
industry might confer a differential business advantage to the owner of physical
equipment, but this comes at the expense of the industrial serviceability and efficiency of
t he ¢ o mmukmanshy §veblew b908b: 107).

A simple example drawn from an ordinary reporting of business affairs will
il lustrate. The headline reads ©6Potash proc
that potash prices could collapse, major potash firms likesRsi ads OAO Ur al k
Canadads Potash Corporation are cutting oL
view that more fertilizer wildl be needed c
popul ati ond. An execut i v gis that price idnuehl mora | | n Q
i mportant than vol umesd (volueleade:subordindte ®©t r i a l
business considerationpiic¢ ) adding 06itds a strategy fo
mar ket 0. Skased Rotagh ICerpo@ationish e wor | dds | argest
(read:controlleof potash production). It announced that, despite doubling its dividend

and maintaining its earnings power, the company was temporarily shutting down some
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of its Canadian mines, the total of which repent approximately 10 percent of its
operating capacity. For reasons | i ke this
di sciplinariand since O0it wild.l bear much
industry fundamentals and mitigate theade of inventory gains which could otherwise
occurdo (Bouw 2012).

In this example we get a taste of what Veblen had in mind. Production is
becoming too efficient and must be curtailed in order to defend the ymacing
structure that serves the differgal business goals of the owners. Industry is restricted
by management (in the name of owners) not because farmers do not need the product
projections are that farmers will need even more potash in the futatteer, Potash
Corporation wants to dischge the product at higher, more profitable prices. Too much
industrial efficiency leads to larger inventory, which puts downward pressure on prices.
From the farmerds point of view and ¥rom t
But fromtheo wner 6 s point of view, too much ef fi
pecuniary goals. Through management, owners curtail industrial efficiency with a view
to price inflation and enlarged profits (read: redistribution).

According to Veblen, the caplist-e mpl oyer sd quest for o6di
wins out over the O6economic advantagedo of
sharp contrast to J.B. Clark and the entire neoclassical edifice of capital and distribution

theory, Veblertontends hat:

éthe substanti al core of all/l capital i's i mm
6natural é distribution of incomes between c
returns actwually accruing to [theldiferetipi t al i

80n this pointwe ignore thepotentially negativeenvironmental impact dhcreasegotash production.
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advantage held by him by virtue of his having become legally seized of the material
contrivances by which the technological achievements of the community are put into effect
(Veblen 1908c: 200).

If this is true then we do not have reasimn assuming some proportionality between
gains from investment and the industrial serviceability flowing from physical equipment.
The link between production and distribution is tenuous at best and-existent at
worst. Instead, the distribution of ineoe is shaped by (and so partially manifests) socio
institutional power.
N&B agree with Veblen when they argue that capital is finamcen@terial weglth
but before we review their approach we needdgiewt wo mor e aspects o0
approach to polical economy because they will play an important role in the

organization and interpretation of this research.

2.4 The Business Regime and Modern Political Economy

The study that brought Veblen scholarly repute and popular fame washeisry of the
Leisur€las$1899). In it, Veblen not only set out to establish the manners and motives of
the leisure class in America; he also explored the broader conditions which make a leisure

class possible as well as the general interplay between the class structumeatanthl

civilization. In the course of his inquiry he generated potent analytical categories that

were developed in subsequent studies, notdllilg Theory of Business Ent&gdd3eand

Absentee Ownershlp9 2 3 ) . Vebl ends un oaretcloselyg elatedroo t i o n-
two analytical distinctions: first, workmanlike and predatory motivations; and second,

industrial and business institutions. We will deal with each in turn.
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Neocl assi cal orthodoxy begins i ts i nq
individuals are thought to face a perpetual deficit between unlimited desire and the
limited capacity to satisfy desire. The legitimate purpose and driving motivation behind
work and acquisition is presumed to be consumption of the goods produced or acquired.
Desires may be physiological, psychological or aesthetic, but the ultimate end of
economic activity is understood to be dessadiating consumption. As Veblen saw it,
the pleasure pursuit/pain avoidance vision of human motivation was incomplete. Besides
being narrow, it misses the effect that a stratified, hierarchical society has on human
motivation. People are moved to acquire and consume not only for the sake of hedonistic
gratification, but for the sociological sake of status differentiation.

Veblen contrasts the motivational energy on the upper and lower ends of the
social hierarchy to demonstrate the mixed motives at work. Work and acquisition by
those on the upper end cannot meaningfully
t abl e d. tidnal energyplieyonda certain point, has more to do with emulation,
status, envy, honoufi and we may add, powet than it does with bodily need.

Pecuniary wealth confers these social affects (18986R%eople look above themselves

in the social hierchy to see how the stratum directly above themselves conducts itself

and they try to mimic the behaviour they see. But they also look down the social

hi erarchy and try to put as much distance
This is the brod e r meaning of Veblends ter ms, Opec

consumptiond.

° On the latter point, ecall what Thomas Hobbds oneof the foundersf modern political thoughfi
saysabout human motivation: 01 put for a generall ir
desire of Power after p@®6®46L, that ceaseth only in D
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What motivates those on the low end of the social hierarchy? Veblen tells us that,
at a minimum, sustenance and physical comfort compel people to work. However, those
lower down the social hierarchy operate on the basis mixed motivations because they
will not entirely sacrifice conspicuous consumption. Veblen observed that people will
undergo material discomfort and deprivation before they sacrifice the modes of
consumptionthat confer status (1899: @85). In other words, people are thrown into

6economicd action on the basis of sociolog

éthe end sought by accumul ation is to rank
community in point of pecuniary strength. So long as the comparison is distinctly
unfavourable to himself, the normal, average individual will live in chronic dissatisfaction

with his present lot; and when he has reached what may be called the normal pecuniary
standardof the community, or of his class in the community, this chronic dissatisfaction

will give place to a restless straining to place a wide andwideming pecuniary interval

between himself and his average standard. The invidious comparison can newss beco
favourable to the individual making it that he would not gladly rate himself still higher
relatively to his competitors in the struggle for pecuniary reputability (1893231

Different motivational energies manifest themselves across the saeialchy. The
invidious comparisons attached to wealth predominant on the upper end are
distinguishable from the physical comforts attached to things on the lower end. When it
comes to accumulation and acquisition, differential status appears to be thedmaar,

at least from a Veblenian point of view.

These counteracting motivations are | oo
Obusiness® from 6industryd, terms which mo
were becoming closer to antonymadustry is the domain upon which the economic
welfare of the community rests. This mateqabductive domain contains the inherited

knowledge of previous generations and is calibrated through heterogeneous material
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units. For Veblen, an activity is indugl insofar as the end sought is the expansion of
human comfort and the means utilized are #mman things. Control over nature, not
over other human beings, characterizes industry (1899: 10). Insofar as industry is directed
at the efficient and innovatie ser vicing of the community
synchronization are the requirements of success. Business, by contrast, centres on
investment for profit. The language used is that of accounting and the units of measure
are universal pecuniary valuegshe immateriafinancial business system is driven by
capitalists competing for 6di fferenti al a
unfolds through acquisition, ownership and the extension of control. This, in turn,
presupposes conflict amongstoers and between owners and rowners.

If these two domains are inherently distinct, how are they related? In a word:
hi erarchically. Vebl en argues t hat t he 0i
principles and for pecuniary ends [with the] busises man [ at ] the center
modern ti mes, 6the | arge business man coni
community |livesd (1904: 8) . Conceptually s
i's not coter mi nous len wohld have us bélibve thét dusimssr e ,
activity cannot |l egi ti mately be placed unoct
done. Instead, he postulates that it belongs under the theoretical auspices of
6distributiond (1919b: 296) .

If Veblen gives us gd reason to doubt the neoclassical theory of capital and
distribution, and if he provides some of the building blocks to understand contemporary

capitalism, N&B supply an overarching framework within which to conduct research.
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2.5 The Conceptual Infrastructure of Capital as Power
N&B begin their construction of the CAP framework by tearing down two of the major
di chotomies of pol itical economy: t he sepe:
consumption from the 0nomi tthe bréademnseverarde 0db f pr
the polity from the economy. They argue that these dualisms are hindrances to our
understanding of capitdf They propose thatthe accumulation of capitals the
6generatived process of cont ecalpaod Marxign capi t
conceptions of accumulation rest on these probtedden dichotomies, both approaches
to accumulation are unworkable (2009: 153).

The major problem comes with the basi
particlesd, a s ndtNhzany200p)uTo unddrstafidRapitahaindetine price
system we require a theory of vafdé. theory of value rests on a set of metaphysical
assumptions about how market prices are formed. Neoclassical economics relies upon
the O6util & and yMarexiesmaony adaesctciralt l abour
Here is where the dualisms come in: N&B tell us that both approaches conceive of the
0real 06 processes of pr o dudenomirmated in glantdative i b ut i
terms of utils or abstraclabouri t o be mirrored by a 06nomi
Furthermore, these O6real & quantitative prc
sphere of the economy, at a distance from the power processes of the polits N&B
criticism is that utils andabstract labour have never been scientifically demonstrated to

be workable or even logically consistent units. And the dualisms that they rest upon are

YseeBichler and Nitzan (2006; 2012) ahitzan ard Bichler 000; 2002; 20Q%or a discussion dhese
dualities
"Robinson (1962) elaborates on {ilace of metaphysics and value theory in political economy.
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difficult to sustain. The result: neither approach arrives at a satisfactory account of
accumulation.

At this poi nt it shoul d be not ed t hat
neoclassical and Marxian approaches is not the main issue. There has been plenty of
criticism levelled at both frameworks, includinguestions oflogical consistencyand
empirical valdity. In short, we need notrely oN&B &6 s cr i t i neoclassicalt o r e |
and Marxian approaches The purpose of recounting N&BOS
reason awayfrom these established frameworks and how they reaswwardsan
alternative frameork. Much of the scholarship that is reviewed and contested in the
chapters to follow is rooted in neoclassical and Marxian traditions, which implies that
these approachesust betakenseriously And while this research is guided by numerous
heterodox thnkers, at this point in the dissertation i necessary to remain agnostic
about which framework is the most usefual the study of &rge firms. By the end of the
dissertationwe will be prepared to comment on the usefulneithe CAP framework

Considerthe polity/economy duality. Modern people, insofar as they embrace
liberal presuppositions, tend to approach the political in terms spelled out by John
Locke. For Locke, political power <centres
(1690: 8). Huics is institutionally defined through the state and government, governors
and governed, coercive laws and obedient citizens, political parties and voters, rights and
entittements, etc. This conceptual arrangement of human association means that
economes is functionally and institutionally separated from politics. Economics deals

with the aspects of associational reality that are defined through markets and business,
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employers and employees, voluntary exchange, the price mechanism and a host of other
caegories such as production, consumption, trade and investment. And capital, of
course, is habitually placed in the latter domain. In the two domains agents pursue
different goals, utilize different means, face differing incentives, manifest differing
motivational energies and are embedded in different institutional environments.

The parcellization of associational reality into multiple domains might be
theoretically tidy, but N&B claim (2009: 10) that it is an obstacle to understanding
contemporary capitéism. In claiming that capital is a power institution, N&B seem to
posit an unconventional understanding of 0
conceives of the O6politicald as something
but this is a wholly modern innovation. It appears thidt& B $ &nception of the
political has more in common with the ancient Gregxlitikéywhich may be thought of as
the collectively intended institution of society, or the totality of collective life. This
broader definition of the political encompasses laws, institutions, conventions, customs
and ideology. Under this latter conception, capital is a creature of a broader human
culture and thus is a political institutio’® Contemporary academic usage has the
political scientists concerned with power and economists with wealth. Drawing

i nspiration from N&B, t his research wi | |

2The modern habit of thinking giolitics asj ust one aspect of et ybdr omidgeht eme
traceable to Hegel ds distinction between the state
is a Latin notion. For thA&ncient Greekghere wasno distinction between thgolitical and the social.&®

Sartori (1973 for adiscussionThe wor d & soci et y &ocietasndsocigsseaning mm t he L.
Roman ally (Mann 1986: 14). This temad no meaning in Ancient Greglarlance and would have been

redundant anyway.
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6economicsd with the much ol der term, Opo
integrated systm of wealth and powér.

Anot her dual ity which N&B <challenge is
production and consumption from the O6nomin
that the architecture of prices (an inherently quantitative systemj the broader socio
legathistorical institutions of society (which are inherently qualitative) are part of the
same power processes (20009: 149) . Il nstead
from power (O6politi cs 0 wagrk prices canpnamfest ppwett h a t |
They further posit that all historical societies involve a mixture of social struggle and
cooperation, and that, in capitalism, the pattern of (qualitative) conflict shapes exchange
and the quantitative world of relative mes.

So the quantitative world of relative prices does not reflect another quantitative
world of production or consumption, as mainstream economics supposes. Instead, it can
partially reflect the qualitative world of sociastitutional power. Methodologsally
speaking, this means that analysis should unfold on two parallel levels: the quantitative
world of business performance should be investigatedtsjede the qualitative world
of power processes, thus making the fusion of quantity and quality porient method
in this research.

Rejecting these dualities enables N&B to approach capital in a new way. As they

see it, the organizing ritual of contemporary capitalism is capitalization and the

3Many of the canonical thinkers of classical pickl economy from Smith thlarx did not drawa clear

line of demarcation separatifgh e 6 e ¢ o n drom thed p v § 1 € mdMahy, Iclyding NG .
incorporated power into their analyses of2008)hi ngs t
positing of the embeddedness of thikosn the broader institutions of thpolisseems an apt metaphor for

the relationship between wealth (6éeconomicsd) and p
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accumulation of capital entails the growth of capitalizatid o study capitalization is to

study Othe algorithm that generates- and
rootedness of accumulation, they tell us, is apparent when we consider the centrality of
private ownership in the definition of capital. Thew d o6 pri vated i s deri
privarewh i ch means 0t o depr i v e privafugviniagh vimeans o n , C
6restrictedd (2009: 228) . To 6deprived or
opposite, namely access, opennessandihtat ch i s common. To 6own:¢
Englishownen i s to have O6power 0, 6aut horityad, 0
understanding conceives of private ownership as an institution which is useful because it
enables those who own. But as Bé&ee it, the overriding purpose of private ownership

is to disable those who do not own. And institutionalized exclusion, they assert, is
always a matter of organized power (2009: 228).

Rooting accumulation and relative prices in power has a numbédneafretical
consequences. Power is an inherently relational category and thus has no meaning apart
from its relativity. This feature entails a significant shift in our thinking. Instead of
examining the O6corporate seaamdor AN&@Bs (20@Bol
urge us, as a first step, to disaggregate and focus on the largest firms at the centre of the
political economy or what they catlominant capit@hey do not confine the category
6domi nant capitaldé to learigte tfor emBc ampas®s
corporateg over nment coalitionsd (20009: 315) . F ¢
conventional notion of the state wild/ be r

be used to denote the largest publically trddiems.
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I n terms of business behaviour, N&B c | ai
the O6fairy tale of perfectly competitive e
to accumul ate in absolute teromsnalidngtae &d,of
by beating some benchmark, which means thiifferential accumulatghould be
understood as the driving force behind contemporary capitalism. Dominant capital and
differential accumulation are the twin operational concepts whictkenap the core of

N & B fiasnework. These concepts will be put to work in the Canadian context.

2.6 Capital and Institutional Power

If power is the theoretical centre around which other concepts orbit, we should be clear
about what N&B mean by the term. Aseth see it, capital is the symbolic representation

of power that appears as finance, the equity and debt of a corporation, or its
capitalization (2009: 7). The relative value of capitalization, computed as the expected
future profit and interest payments psted for risk and discounted to present value,
represents t he power of t he corporationo
opposition. This means that the distribution of capitalized values doubles as the
distribution of capitalist power amongst owre (2009: 1-18).

Capital is a vendible or commodified form of power insofar as it is available for
purchase and sale on the stock and bond markets. Its meaning, when understood as a
singular owned entity, is a pecuniary capitalization of the capacityetoerate earnings
and | imit risk (2009: 8, 231). I n the broa

they say, is the capacity to tame, harness and subjugate creativity (2009: 218, 231). Insofar
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as 0i ndustryd i s suboratcumuatioa of tcapitalécanutei ne s s
understood an amassment of the capacity to incapacitate.

Power is a metaphysical category in the Aristotelian sense that it is not directly
accessible to sensory perception, which means that it is difficult for any dexfirtdi
satisfy all our intuitions about it. If human knowledge is dependent upon the
identification of limits or boundaries (such that concepts like infinity or God, because
they are boundless, lie outside human understanding) then the demarcation of
boundaies through definitions is of great importance. So how can the distribution of
income or the distribution of corporate ownership or the relative price of oil, for example,
be a manifestation of power? One way of dealing with metaphysical categories, like
power, is as they manifest themselves or through their effécts.

According to Karl Popper (1963: 119), the notion that the visible is explainable
with reference the invisible stretches back to the Ancient world. Modern people
regul ar | y s pataeknotwifible @rid yet these forces are thought to govern
the behaviour of physical objects. Pop physics posits the existence of gravitation, for
example, but no one has ever seen, smelt or heard gravitation. What we experience are
the effects or mafestations of gravitation. Gravitation exists and we can know it, but
not because it is directly accessible to our sensory apparatumly its effects are
disclosed to our senses. Thus, differential accumulation, an increase in the relative price

of oil o an increase in the ifAntheomaasurablk behagiouo f t h

Y This insight is traceable toeBedict Spinoza, who | a i mshe polwea of andeffect is defined by the
power of its cause, insofar as its essence is expl a
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of pricesii are manifestations of underlying, metaphysical, -n@asurable political
economic processes, and power may be understood as part of those précesses.

Now that we have reviewed how Veblen and N&B approach capital, some
clarification should be added as to how, and to what extent, these ideas will be utilized.
Following Veblen, capital will be used to denote financial wealth, which means it is
pri mar i | ycatgory that lselomgeis thedpecuniary domain of distribution. And
following N&B, this starting point means that capital will be understood as
capitalization. Insofar as we can validly speak of corporate power, N&B have developed
some of the most innovat ways of measuring it. However, even though capital should
be thought of as financial wealth aradthough there is a power aspect to capital,
business activities are not reducible to power alone, nor can power be validly posited as
the sole purpose or pnary motivator of business behaviour. This dissertation
intentionally shies away from notions of 0
through the lens of the institutional and organizational structure of the political
economy.

Business institutbns play an organizing and regulating role in the political
economy that may not be O6productived in t
business shapes the processes of production and coordinates p@edwaimic
behaviour. The richness and imnce ofN&B@s i t i ngs on Ocapital

clarity, empirical grounding and analytical rigour. Insofar as business behaviour, relative

SEven though N&B point to Hegel (through Marcuse) for this concepfiorforce being nothing apart

from its effectsii it stretches (farther) backo Spinoza.lt is possible that this conception predates

Spinoza by many centuries. Scruton (208Rpgests h a t much of Spinozads thinki
imminence may have bedearived from the Kabbalaldewish mysticism)
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prices, investment, trade, accumulation and similar polte@nomic phenomena can be
spoken of in powererms, N&B offer the most convincing contemporary account. But no
socially scientific theory is (or can ever be) complete. No theory can fully encompass the
entirety of individual or collective (politicatconomic) experience. This means that the
assumptiors, concepts and measurements of a given framework should be utilized with a

degree of caution.

2.7 Regimes of Differential Accumulation
If differential accumulation by dominant capital is the generative process of the
contemporary capitalism, how does ibfold? N&B answer this question theoretically
and historically by decomposing the capitalization formula. Capitalization consists of
four o6el ementary particlesd: future earnin
return.’® Quantitatively spaking, dominant capital can differentially accumulate by (1)
raising differential earnings, (2) raising differential hype or (3) lowering differential risk.
They suggest that raising differential earnings is the most potent pathway and has
primacy over théong-haul. We can further subdivide earnings into its constituent parts,
namely (1) the number of employees multiplied by (2) earnings per employee. The former
designates the for mal size of the organi za
oforgani zationd (N&B 2009: 328).

On the basis of this decomposition, differential earnings can increase (and by

extension, differential accumulation can unfold) through a combination of the following:

*The following synopsis is derived from Nitzan and Bichler (20093327
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expanding employment faster than the average, which N&B8 b e | Obreadt hd,
raising earnings per empl oyee faster than
diving breadth and depth into 6internal d a
presented in Table 2.1. At the level of an individual, fthe four pathways towards
differential accumulation include: the creation of new industrial capacity through green

field investment (external breadth); the purchase of existing capacity through merger

and acquisition (internal breadth); cosutting (internal depth); and raising prices

amidst stagnation or stagflation (external depth). At the aggregate level, these pathways
become broad regimes of differential accur
cases they studied, breadth and depth hawelée to move inversely to each other over

the past century and that the most potent pathway towards differential accumulation is
through mergers and acquisitiohSDominant capital and differential accumulation are

the twin operational concepts whichmakep t he core of N&BOs res

they will be put to work in this study.

Table 2.1
Nitzan and Bichlerds O6Regi mes of Diff
External Internal
Breadth GreenField Investment Mergers and Acquisitions
Depth Stagflation CostCultting

SourceNitzan and Bichler (2009: 329), Table 14.2.

This brief summary was meant to introduce to the reader some of the

assumptions, concepts and measurements that will be utilized in subsequent chapters.

Y The implications of this taxonomy are spelled out in greater detail in Nitzan and Bichler (20e8): 331
and Nitzan (9982001).
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The explication was brief, but core assumops and concepts will be revisited as we
proceed through the dissertation. Now that some of the theoretical tools have been
specified, the next thing to sort out is some of the relevant historical background. Does
the term 06domi na nadricacneaning ia thedCaradian eontext? \Havé i s t
large firms played an important role in the politiea@onomic development of Canada

and, I f s o, can the wutilization of Opower
Canadads uni qgue dewasomeahtbasd cBnceps to warklinlorder o

to uncover an aspect of Canadian history that, until now, has remained undisclosed.
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CHAPTER 3

From Contact through Confederation to Continental Integration:
A Brief History of Canadian Business

Theat ual , functioning nationalismé th
triple alliance of federal government, Conservative gaugmestitigrests:
government of the people, by lawyers, for big business.

- Frank Underhill (1963)

Our investigation into dominant capital in Canada is focused on the present and how it
grew out of the recent past, namely the quarter century since the Gah&d&ree Trade
Agreement was signed in 1988. However, dominant capital at the time GUfREA
grew out of events that stretch back to the Second World War, the First World War,
and indeed, to Confederation. As we trace the history of large firms in Canada we find
that they have colonial origins. Extending the historical picture back evehefartve
find that Canadian business predates Cane
present, then, we need to have some understanding of how it grew out of the deep past.
To that end, this chapter will provide a brief history of Canadian businesstfremery
beginning to the 1990s. Covering 500 years of history is a daunting task and we will have
to be content if, by the end, the image we have is little more than an outline, clear enough
to perceive the overall shape, but missing in all the detaalsnhake for a rich canvas.

In surveying the historical development of Canadian business, a number of

themes continually arise. First, a sharp division of economics from politics is an analytical
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hindrance, especially if we are to understand importantdnisal junctures. The line
separating business from governméntcorporate power from (imperial) state powBr
cannot be drawn with great precisidnSecond, the toleration, if not outright
encouragement of oligopoly and monopoly are consistent featurdise o€Canadian
political economy from the very beginning. And third, the development of Canadian
capitalism is nested within, and dependent upon, international commodity markets,
international financial markets and global empire, whether French, Britigtmarican.

So while Nitzan and Bichler (2002: 96) see the relationship between the Israeli
State and dominant capital as one of a 0co
out of the Israeli State, in Canada it makes more sense to invert thishoetagther
than dominant capital emerging out of the state cocoon, the Canadian State can be
understood, in part, as the offspring of Canadian business, with the British Crown and
British capital markets playing a partnering role. Whether we examine ttefAUnion
in 1841, Confederation in 1867 or the North American Free Trade Agreement (NAFTA) in
1994, state power and governance institutions were generated by and for commercial
interests.

EventhouglN&Bds approach to pol i thé istoly ofec on ol
Canadian business as captured in the Canadian political economlgusntksshistory
literatures isbroadly supportive of many of their arguments. In order to understand
particularities of Canadian development, capital must be viewed as ecsaf social

power. Furthermore, many scholars argue thaparating economics from politids

!Naylor (1987) argues that the state in all its forms played a leading role in shaping commenstaictife
means that it does not make sense for us Il ook at o&e
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divorcing business activity from state powerobscures rather than clarifies many of the
key events in Canadian histgry whi ch i s al so iaah | i ne with N

The chapter is organized into six sections and it will explore the development of
Canadian business in chronological fashion. The first section sets the stage by recounting
some of the early facts about European exploration of the New World. Thadseco
explores the roots of Canadian business and teases out some of the connections between
business activity and state power. The deep historical facts suggest that the size, shape
and politicakeconomic structure of modern Canada grew out of the centrchfipsver of
the Hudsonds Bay Co mmadary Canatiahwillsthem senvd aswa o f
backdrop to the third section, which will unpack the complicated relationship between
the political unification of the Canadas and business crises.

The fourth seco n  wi | | argue that the origins o
with the formation of the Canadian State and the associated creation of a national
political economy. More specifically, the major railway corporations of the mid to late
nineteenth centuryin Canada exhibited the requisite size, structure and poliical
economic power to justify wuse of the | abel
on the growth of dominant capital in the twentieth century by exploring, first, the major
international crises of the first half of the century, namely the two World Wars and the
Great Depression, and second, by outlining the passage from a Keynesian welfare regime

to that of neoliberal globalization.
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3.1 Worlds Collide

The historical development of Canadanarkedat every significant point by the imprint

of commerce. Few contemporary societies have a history so bound up with the norms,
needs and activities of business enterprise. Business institutions and practice were slow

to develop in Canada, but treeeds were planted by the first Europeans in the late
fifteenth century. We are accustomed to think of European explorers like John Cabot,
Jacques Cartier and Samuel de Champlain as founding Canada on behalf of European
monarchs, but as Bliss (1987: 17htsoout, the first people to sail westward across the

Atl antic were not explorers, but Opracti c
operating out of Bristol, England who first sent mariners across the Atlantic in search of

fish from the 1490s onwargderhaps earlier.

Henry VII of England only sent the Italian explorer, John Cabot, across the
Atlantic in 1496. In 1534 the French mariner, Jacques Catrtier, sailed to the Gulf of St.
Lawrence and claimed Canada for Francis |, but he was already folloéngvelt
established routes laid out by Norman, Breton and Basque fishermen (Bliss 1987: 19).
Seafaring men headed for the O6new founde |
business in Canada. The fur tralie Canadads i cfio mnlycdevébped a ne s s
century and a half later, after Europeans established relations with Aboriginal peoples.

Cartierds proprietary claim to Canada o
Francis |, betrayed the fact that Aboriginal and Inuit peoples had inhabitethda for

thousands of yeafslt took Europeans several centuries to make contact with all the

The name 06CanadaNlohawkwodd Ka yradlardir rognCartibriedlayea the riame
to European mapmakers (Ray 2002: 62).
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peopl es of Canada. It wasnot unt il the ea
mariners made contact with the peoples of Hudson and James Bay and uintddke

latter half of the eighteenth century for the Spaniard, Juan Perez, to make contact with

the people of Haida Gwaii off the west coast of British Columbia (Ray 2002: 55). The

three hundred thousand or so individualho inhabited present day Canadspoke

twelve major languages, were geographically dispersed and culturally unique.

The Algonquinspeaking hunters of the Boreal forest led a highly mobile life while
the Iroquoianspeaking people of the St. Lawrence had developed farming methods that
erabled complex political formations encompassing thousands of people. The Cree,
Ojibwa and Assiniboine of the Plains exhibited deeply patriarchal customs while the
Huron of Southern Ontario traced descent on the female side and organized family life
outoft he mot herds home. The fishermen of t he
stratified way, with a system of inherited rank dividing nobility from commoner and
slave (Ray 2002: 45).

For all the cultural complexity of Aboriginal peoples, there are taajor features
amongst the disparate societies that are relevant to this study. First, trade was an
established feature of human life on the North American continent prior to European
arrival. Even though Europeans were looking for water passage tothesiafound in
Aboriginal peoples new trading partners. Canada is, and always has been, a trading
nation. That said, the institutions and practices associated with capitafisrprivate
ownership, private enterprise, the price system, investment for a,pnafge labour and

an international commodity markét were unknown. And while capitalist institutions
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were only in a gestational stage in Europe at the time of Contact, they would be brought

with the Europeans and firmly planted in Canadian 3oil.

3.2 Corporate Activity and the Birth of a Colony

For nearly two centuries Canada was a colony dedicated to the extraction of resources,
not the settlement of a European population. The English victory over Spain in 1588
combined with the decline of Portugal as a riitae power meant that the
Newfoundland fishery and the continental fur trade would be contested by the French
and English. Samuel de Champlain, the French explorer and diplomat, founded New
France in 1608. His political program blended business witmaaton and conversion
(Morton 1997: 226). The way Bliss recounts it, the major problem facing European fur
traders was how to reduce competitive pressures. The French Government had
complementary objectives: it wanted some traders to prosper in the tiad settlers
would be lured to New France (1987: 40).

Champlain facilitated both objectives by overseeing the first merger in the history
of Canadian business. In 148614, he consolidated the activities of the merchant traders
of the St. Lawrence intthe royally chartered Company of Canada. A short time later,
Cardinal Richelieu, the chief advisor to Louis Xlll, used his Compagnie des Cent
Associés (a successor to the Company of Canada) to govern New France and settle
hundreds of feudal peasants eadar in exchange for a permanent fur monopoly and

limited monopolistic privileges in other Atlantic trades (Morek. al2005: 73). By 1663,

¥See Beaud (2001) for a concise history of capitalism.
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after a succession of companies failed to enlarge the settler population, the Crown
converted New France into ayal colony. Although the earliest monopolies were a
product of royal power, two things should be noted: first, the limitation of competition
through the entrenchment of monopoly was an established part of Canadian business;
and second, corporations playadeading role not only in controlling the trade, but in
advancing settlement and governing New France.

The development of British North America was influenced to an even greater
extent by corporate activity. In 1610 Henry Hudson claimed the land around 8o n & s
Bay for Britain, and in 1670 Prince Rupert of the Rhine drew up the royal charter
establishing the Hudsonds Bay Company ( HBC
organization had on the evolution of (politieatonomic) life on the North Ameaa
continent. In terms of duration, the HBC is the longest running multinational
corporation in existence (Micklethwait and Wooldridge 2005: 17). In terms of spatial
expanse, the tract of land the HBC acquired from the King was the largest real estate
gran i n human history. Rupertds | and was eq
well as northern parts of the United States, which meant thattoee | f t h of t he
land surface was under HBC control (Newman 2005:%xii).

The HBC was a centralizedhierarchical organization with the directors in
London demanding unquestioning obedience from their employees (Taylor 2009: 6). It

administered much of North America in between the Atlantic and the Pacific, but trading

* It was in honour of Prince Rupert of the Rhine that this portion of North America was nameul &r t & s
Land. The HBC&6s second governor, the Duke of Yor k,
the King of England as James Il. Other notable chieftains of the HBC include Sir Winston Churchill, who
accepted the position @frand seignatter retiring from politics in 1958 the only corporate appointment

he ever accepted (Newman 2005: xiii)
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posts were as far afield as Hawaiid t he Arcti c Ocean. I't 1 snd
(1930: 392) tells us, that the geographical borders of modern Canada are very close to the
fur trading areas of the northern part of North America. The presence and settlement
activities of the HBGire what kept Western Canada in Canadian hands instead of falling
under the control of Americans, who were trying to push their settlements northward. In
1870 the sale of HBC territory to the nascent Canadian State greatly expanded the
geographical spacef Canada, filling in western and northern portions, with three
provincial capitalsii Winnipeg, Edmonton and Victorid@ growing out of old HBC
trading posts.

The geographical and political borders of modern Canada grew out of this
singular corporate entyt, and when we consider the fact that the HBC minted its own
coins, had its own army and navy, conducted its operations according to a calendar
dating from its inception, drafted its own laws and ruled the territories, we realize that
the tidy analyticald st i ncti on of 0 efic corparatei povedandastaté O p o |
powerfi cannot be easily imposed on the historical facts (Newman 2005).

Shortly after the HBC was incorporated, all jeBtbck companies were banned
by the British Parliamenton accoumtf t he specul ative manias a
Sea Bubbled and O6Mississippi Bubbl ed. The
1858 and a short time later ceased to operate as aggwasnment. Besides bequeathing
to Canada its gepolitical shape, the profits of the fur trade amassed by the HBC would

make Montreal the business capital of Canada, until Toronto inherited the mantle in the

mid-twentieth century (Taylor 2009:-3).
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For the first few centuries of its existence, Canada reatha sparsely populated
colonial outpost. In 1663 the population of New France totalled three thousand people
(Bliss 1987: 43) and as late as 1791 Upper Canada (now Ontario) only had fourteen
thousand inhabitants (Morton 1997: 41). And while businessremsée continued to
develop from the seventeenth through the nineteenth centuries, from fish through fur to
timber, wheat and minerals, a thinly populated territory combined with harsh climactic
conditions made the pace of development mot#sh a t 6 s impedal rvalry and
colonial resentment led to constant warfare on the North American continent. In the
Seven Years War, Britain dispossessed France of much of her holdings and became, in
effect, sole proprietor of North Ameri€&ut the Treaty of Parisn 1763 di dndt
lasting peace. Britain lost much of her holdings in North America shortly thereafter when
a tax revolt snowballed into a revolutionary War of Independence, with the Thirteen
Colonies of British America aligning themselves agaesBritish Crown.

For the century after the American Revolution, the development of the Canadian
political economy unfolded in the shadow of the American goliath to the south, with
threat of voluntary annexation or forced absorption remaining latentipoises. The
initial British response to the loss of the Thirteen Colonies was the Constitution Act of
1791, which reconfigured governance in British North America. The two Canadas would

be ruled by a governor, executive council and elected assemblgeéaugse taxation had

® We should remember that industrial capitalism only emergedCenada inthe latter half of the

nineteenth century. In 1867, at the time of Confederatn , the Domini oumbegsed3grfopul at i
million, 80 percentof whom wereengaged in agriculturéEasterbrook and Aitken 1956: 38©anada

remained predominantly rura@nd agriculturain many parts well into the twentieth century

® Elite consenss in France at the loss of her holdings to the British suasinctly captured by Voltaire,

who di smissed Canada as Oseveral acres of snowd ( Mo

60



led to the American Revolution, government in the Canadas would be financed by
reserving oneeventh of all land for the Crown.

Some did not see absorption into the American Republic as entirely negative.
Upper Can ad adalizedithatlthe large swalthestofdand they controlled would
be worthless unless it was flanked by prosperous farms. However, attracting pioneers to
Upper Canada was difficult given the fertility of the soil to the south of the Great Lakes
and the thrivhg cities and industries that were forming in the northern United States.
The American attack on British North America in response to the British blockade and
seizure of American ships during the Napoleonic Wars eliminated the last remnants of
the idea opeaceful incorporation into the American polity (for the time being). The War
of 1812 and the ensuring victories racked up by Tecumseh and Brock gave the colonists a
sense of national identity and united English and French Canadians, if only momentarily
(Morton 1997: 445).

The warfare that plagued the North American continent between 1775 and 1815
generated a steady stream of war contracts and war profits. The merchant aristocracy of
Central and Eastern Canada that was fed by these lucrative contmaetted a new

vision once Perpetual Peace replaced Napoleonic WarhénCommercial Empire of the St.
Lawrencea book that shook the orthodox vision of Canadian history, Creighton (1937)

argues that it was the merchant elite of Montreal that sketchedew picture of

Canadian commerce and nationhood. This sketch centred on the St. Lawrence River and

" Another seventh would form the fiscal base of the Protestant Glengythoughthe Crown flirted with
the idea of establishing a titled aristocradywas eventually decided that legislative councillors would
hold a maximum of six thousand acres of land, thus entrenehiagdedyentry (Morton 1997: 40).
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Great Lakes as major transport links connecting the interior of the North American
continent to markets in Europe. The task was to create a canal systenwaoingd
simultaneously enable the Montreal merchants to dominate commercial life in Upper
Canada by controlling the distribution of staples to European markets, while beating out
rivals in New York City who were also vying to mediate the trade between thezidan
interior and overseas markets. The actions undertaken to execute this vision would lead

to the Act of Union in 1841 and then, in 1867, to Confedefation.

3.3 From Agricultural Colony to Commercial State

In 1824 construction of the Welland Canal beghnt large overhead costs combined
with lengthy delays led to the amassment of huge debts for the investors controlling the
process. Upper Canada lacked the revenues to assume responsibility for the waterway
improvements, so in 1841 the Province of Canadafevmed through a merger of Upper
and Lower Canada. This new, larger entity had the fiscal capacity to sell its bonds to
investors in England and the new government promptly seized control of the canal
building program. By 1848, with the St. Lawrenceatdimished, the waterway system

was completed (Easterbrook and Aitken 1956: 351). Historians (Morton 198¥,: ot
example) will normally cite the Rebellions of 1837 as leading to the Act of Union in 1841,
and though this insurrection culminated in tiv&nning of Responsible Government in

the late 1840s, it is noteworthy that constitutional adaptation and political unification

8 Innis (1930)was the first to make thergument that it was capital expenditures on canals that led to the
Act of Union in 1841 and capital expenditures on railways that led to Confederation inL286B967).

In 1937, Creighton would develop a similar argument when he claimed that it waSttH.awrence
merchants who established the Canadian commercial state.
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was preceded by a business crisshe can all system was Montr eas
the Great Lakes, to staples productiom the interior. For Upper Canada, the canal
system was the bridge connecting its staples products, through the St. Lawrence, to
markets in Europe. One way of understanding the political unification of the Canadas in
1841, then, is to see it as a consbidi response to a business crisis.

The politicakeconomic vision of the Montreal merchant aristocracy might have
been realized had the British not radically reversed their policies in 1846. Canadian
wheat, flour and other staples were granted prefaetraiccess to British markets from
1815 onwards. The repeal of the Corn Laws in 1846 vaporized this arrangement and
changed Canadads position in the British i
export their industrial goods abroad (duty free,cafurse) which meant that duties on
imported inputs would have to be lowered. Canadian business had already managed to
avoid those duties and would now have to compete with others in something akin to a
free market.

Easterbrook and Aitken (1956: 354) tedl that the commercial system of Canada
was predicated on preferential access to British markets and with this policy change the
ruling elite in Canada went into o6full s h
system had absorbed much of the capitaCanada for an entire generation and much
government revenue too. Would Canadian business be able to locate other markets for
their goods? Some doubted it. Caught between a British imperial system that was

reconstituting itself and an emerging Americanwago to the south, a manifesto

° Responsible government was culturally and politically significant for Canadians, but it also had great
financial significance. It meant that Canadians would control their tariffgyolihus making it possible for
colonial governments to finance and oversee development (Easterbrook and Aitken 1956: 350).
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circulated calling for the annexation of Canada to the United States, with some
prominent Montreal merchants adding their signature (Easterbrook and Aitken 1956:
3514).

The alternative to outright annexation was a free tratgeement with the
Americans. And by adding railway transport to the canal system and by modifying the
tariff system, the pathway to an independent Canadian nationhood could remain open.
The Reciprocity Treaty of 1854 secured less onerous access todhieainmarket for a
time, but a variety of factors led to its cancellation by the victorious Northern States in
1866, who were industrialist and protectionist in orientation and who were hostile to the
British for their perceived support of the Southerat8s during the American Civil War.
Besides facing higher barriers to the American market, the conclusion of the American
Civil War posed a serious military threat to Canada. The War of 1812 was still in living
memory (American bitterness at the failuredonquer Canada surely endured) and the
Northern States toyed with the idea of seizing Canada as compensation for the loss of the
Southern States (Morton 1997: 61). Besides, the Northern armies were armed, battle
tested and could be sent northward to ovéaeim the modest Canadian defences should
the command have been issued. Whatds mor e,
threat by American settlers. Confederation in 1867 was the institutional response to these
commercial, political and military presse

The creation of a railway running on an eastst axis would enable the young
Dominion to transcend the climactic and geographical barriers that had done so much to

regionalize British North America. The beginnings of a national political economy would
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be established in the linkage of staple producing areas in the West and East to the
manufacturing and financial areas of Central Canada. Agricultural immigrants would be
shuttled along the railway to help populate Western Canada and a tariff would be used
to encourage lateral, as opposed to horizgntainmerce. The formula for Canadian
nationhood and independence, enshrined in the National Policy of 1879, was this:
transcontinental railway, protective tariffs, land settlement and immigration
(Easterbrookand Aitken 1956: 383j.

Historians have long argued that mainstream economic assumptions about
unhindered enterprise and government docility do not hold in the context of early
Canadian capitalism. Aitken (1964: 110) sees political power and natiomaneco
development as complementary activities. In the late nineteenth century the Canadian
State actively used its power to steer industrial development. In this period especially, he
argues, it is questionabl e whpertihveart ewee nctaenr f
(Aitken 1967: 209). The financial resources of the state were even delegated to
corporations to further national economic policies. In this way, Aitken claims, private
enterprise was the O0chosen i pnGnadianmpditcdal 6 o f
and economic elites were so closely associ
them separatelyd (Aitken 1964: 110).

Nayl or (1993: 129) echoes these senti me
years businessandgoy n ment wer e i dentical 0. Fowke (1

claims that ©6the national policy predated

°Some historians seke in the National Policynot just a set of policy decisions but a broafled e c | ar at i on
of economic indepermdn c e d ( Und3r hi | | 1963: 2
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and envisaged the establishment of such a government as one of its indispensable
i nstr umen t(1VW: 209 & aekd aalistinctive historical relationship between
state and capital in Canada and argues tha
public policy. However, we could invert this entire line of causality and say that the
Canadian Sit e was the chosen Ovehicled for dor
thinking of 1867 as a constitutional adaptation leading to state formation with the
National Policy of 1879 as the destination, we could see the national policy as creating the
Federd Government through the BNA Act of 1867, with dominant business interests
working in tandem with the British Crown to forge a new nation. Is there any reason to
believe that dominant commercial interests created the Canadian State, not vice versa, in
orde to accomplish things it could not manage on its own, namely tariffs, railroad
financing, immigration and land settlement?

Letds consider this question in the |1
corporations. Railways were the first large scalsibesses in Canada and their activities
were crucial to the formation of the Canadian State. In 1849 the Government of the
United Canadas began promoting railway construction by introducing the Guarantee
Act. The interest on railway bonds would be paidtbg government, if necessary, as a
way of inducing investors to overlook the riskiness of such large scalefelomg
projects. The costs of financing railway construction proved onerous. By th&86@s,
45 municipalities in the Canadas effectively défdion debts acquired in the service of
railway construction. The province absorbed these debt obligations and doubled its debt

load in the process. By 1864 half of all provincial revenues were earmarked for the
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servicing of corporate railroad debt and 1885 the Canadian Government had provided
$25 million in cash grants, 25 million acres in land grants and $27.5 million in emergency
loans, all to railroad corporations (Taylor 2009: 21656

One interpretation of the relationship between capital art tstate would
suggest that governance institutions at al
nati onal i nterest 0. But these facts also
interests created and then instrumentally utilized the stedefurther their differential

business goals.

3.4 The Emergence of Dominant Capital
Whatever interpretation one may prefer, the period between 1850 and 1900 not only
witnessed the creation of the Canadian State and a national political ecoitcatgo
brought with it the beginnings of firms that
capital d. The industrial scale of the pro
enormous, but these firms managed to offload the financial risk onto governments, pre
and postConfederation. Governments were regularly asked to service corporate debt
and the magnitude of the profit or loss associated with the railways was directly tied to
the level of the state tariff: an increase in the tariff increased the comnteffialeast
west and led to higher profits; a decrease in the tariff led to increased commercial traffic
north-south, thereby reducing profits (Easterbrook and Aitken 1956: 376).

And given that some of the key personnel in Canadian governments were also

investors or managers with the railways and other large firms such as the Bank of
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Montreal and the HBC, the picture that emerges is a close penetration of dominant
business interests and the Canadian Staey aspects of modern Canada, then, from its
ge@olitical shape to its public finances, its constitutional evolution through to its
governance structuresvere created in response to and on behalf of dominant business
interests. And while Canadian business was often dependent upon financing from
London,Glasgow and New York, at the turn of the twentieth century a sophisticated
network of financial institutions made the business class a cohesive social entity.

The national political economy that began to take root in the 1850s would begin
to blossom kg 1885 with the completion of the Canadian Pacific Railway. The- state
corporate arrangements created during this period would remain fairly stable until the
1930s. The financial architecture of the country, for example, was entrenched in the Bank
Act of 181. This legislation authorized the banks to establish branches throughout the
country and restrained competition through high capital reserve requirements. At the
time of Confederation, 35 banks were in existence (Newman 1975: 140). Between 1890
and 192@he number of chartered banks fell from 41 to 18 and by thd 9Bids, after a
few high profile mergers, the 'YHtween Fi ved
Confederation and the turn of the century, the major insurance firms would also

establish themselge And because the Canadian financial market was quickly saturated

“The railwaycorporationscontributed to the development of Canadian capitalism in other notable ways
too: theywere among the earliest businessequiring a permanent and substantial waged labour force
(Gree and Radforth 198 5).

“The o6Bi g Fi v eidcludeha Raya Baakdof Gamadak the Bank of Montreal, the Canadian
Imperial Bank of Commerce, ToroABmminion Bank and the Bank of Nova Scotia. Theye created
between 1817 (B®) and 1867 (CIBCNewman (197535) claims that the executive board of the Big Five
represent the greatest source of rgwvernmental power in Canada.
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by a few large players, many expanded their activities abroad, making the banks and
insurance firms among the earliest Canadian multinationals (Taylor 20€#6)22

According to Taylor (209), by the first decade of the twentieth century a cluster
of forty or fifty men in Montreal and Torontd t he earl|ly o&cidrporat
dominated Canadian finance. And while foreign ownership and foreign credit played a
large role in the development ofodern Canadian capitalism, it was these corporate
raiders who consolidated Canadian business in the greater merger movements of the
early 1890s, 190912 and 19229, by which time most of the major industries were
dominated by a small number of lafigens.*In terms of foreign ownership, by the First
World War a distinctive pattern had emerged: financial institutions and utilities were
under Canadian control while mining and industrial firms, which were more heavily
reliant upon foreign direct investent, had higher levels of foreign ownership (Taylor
2009: 2829, 33).

It was also around this time that large integrated firms were beginning to
restructure the Canadian political economy. Amalgamation in tandem with heavy foreign
direct investment fromthe United States led to the creation of new corporate forms to
manage both scale and scope. Labour unrest and outright political conflict followed as
the struggle to control the workplace and whole communities unfolded. Skilled
craftsmen resisted the ne@sci enti fi ¢ managementd techni

workplace while the small and mediusized firms began to organize into trade

31t is noteworthythat two of these merger waves wéatlowed by legislative asthat inquiredinto, and
recommended restraints precaporate power. Theanerger wave that peaked in 1910 ledh® Combines
Investigation Aantd the merger wave that peaked in 192% followed by theRoyal Commission on Price
Spread49d).
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associations to defend their interests. A
was being subjected to the diptine of corporate rules and procedures. Farmers, too,
formed cooperatives and mar ket Opaiethsd® t 0
giant firms controlling the trade. Gender roles were shaken up as women entered the
paid workforce in large mabers. In the late nineteenth century women only made up 10
percent of the labour market; by 1930 they held nearly half of all clerical positions (Taylor
2009: 9@92).

The emerging conflict required new social responses and new institutions. For
the labour movement, the period between 1890 and 1920 was of great import, with
struggle boiling over into outright conflicf. The business response to unionization and
worker control was best captured by the American industrialist, Samuel Insull, who
believedhe most sensible | abour relations arra
at the gated (quoted in Tayl or 20009: 96) .
collective bargaining to be formally accepted by the Canadian State: worker participation
in the direction and pace of industry and in remuneration was soundly rejected by small
and large firms alike prior to 1945. And while W.L. Mackenzie King would become
Canadads first Mi ni st éndustraalf Disputed Iovestigation Actt r o d |
190, the Canadian State was on board with business in its hostility to labour. At the
close of the First World War, the RCMP devoted an entire unit to the surveillance of the

Canadian labour movement (Taylor 2009:995.

“The Winnipeg General Strike of 1919 was a bloody affair,allithree layers of government combining
with the city6s breglihatysar tielBordee Goveonment hostetbnfaremato
discusshe findings ofthe Royal Commission on Industrial R@laisifsleron 1996: 54).
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The question of foreign ownershitsa grew up around Confederation. The tariff
system instituted in the National Policy appears to have encouraged foreign ownership of
Canadian industry in the service of increased growth and new technologies. The tariff
shielded Canadian business from fgre competition and simultaneously encouraged
American firms to hop over the tariff wall and establish operations in Canada. The Patent
Act of 1872 contained a o6wor ki nmercd arutsieldi, st
requiring foreign firms tosablish operations in Canada within two years, thus inviting
new technology into the Canadian political economy. Between 1879 and 1887, 37
American branch plants set up shop in Canada, increasing to 66 by 1900 (Taylor: 2009:
84-85). On the eve of the RirgvVorld War there were 450 American branch plants in
Canada and at the onset of the Great Depression the value of American direct investment
was one and a half times that of Europe (Laxer 1988 13).

The Great Crash of 1929 devastated the corporatersétte dollar value of total
corporate profit fell 94 percent from its 1929 high to its 1932 low (calculations from the
aut hor @&dchivegdMotcket. al(2005: 112) tell us that the top 50 stocks lost 85
percent of their value between their Octobe29%ighs and their May 1932 lows. Despite
this drop, there was not to a single bank failure in Carfada stark contrast from the
experience in the United States, which saw more than five thousand banks disappear
between 1930 and 1933 (Newman 1975: 148mployment climbed from 2.5 percent in

1928 to more than 20 percent by 1933.

5 By 192 Ameican inflows of capitalinto Canadahad eclipsed those of Britain with the activity
concentrated in automotive, energgdpulpwood (Taylor 2009: 845, 182.
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The Bennett Conservatives responded by steering a course between policies that
would counteract the depression and those that would conserve the free enterprise
system. And whgé many of B e natyke tpropbsals Weeevstru€kedawlin as
unconstitutional by the JCPC in Britain, one important measure stuck: the creation of the
Bank of Canada (Taylor 2009: #)d°The Bennett Conservatives were swiftly removed

from office in @35 and were replaced by the W.L. Mackenzie King Liberals.

3.5 The Experiment with a Welfare State

The Second World War transformed the Canadian political economy in five significant
ways: government control of industrial processes, the closer integratmormdrate and

state elites, thedeeperintegration of Canadian and American political economies, the
creation of the Cooperative Commonwealth Federation (GClprecursor to the NDP)

and the reconstitution of capitddbour relations. Each transformationlbe discussed

in turn. First, governments at all levels influenced or commanded the industrial process
to a historically unprecedented degree, largely through the use of crown corporations.
However, state direction of industry, price and currency cdsfrthe resort to crown
corporations and the levying of corporate and personal income taxes were all remnants of
the First World War!'The difference between the two Wars was this: in 1919 the federal
government reverted to its pmwear stance, whereas aftd945 some of the changes

enacted to prosecute the war were entrenched.

®The didicial Committee of thePrivy Councilwas Canadads hi ghest wherthert of
Supreme Court of Canada was created.

YThe Canadiaritate experimented with crown corporations innaajorway for the first timein 19191923

when it merged the Canadian Northei@rand Trunkand other railways to form th€anadian National

Railway (privatized in 1995)
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Clarence Decatur Howe, the savvy and sometimes authoritarian MIT graduate
was made Minister of Munitions and Supply
everyt hi ng o6tgd erormdus powves to gut thenCanadian political economy on
awart i me footing. Hi ring -ayeatr wemé,6K Kk Howe 3
many of the Canadian business elite to Ottawa to help command the Canadian political
economy. Wage ceilings for lalr, price freezes for consumers, government loans and
subsidies for favoured contractors (and seized factories for others), tax credits,
accelerated depreciation and administered profits (at a handsome 5 percent) for business,
exchange rate controls fomporters and exporters and a roster of twenty eight new
crown corporations were part of his political program (Taylor 19399137

Approximately $28 billion was spent on the Second World War, during which
time the unemployment rate shrank from 12 per¢eni939) to 2 percent (by 1945) and
GDP surged from $5 to $12 billion. In 1945 Howe proceeded to discharge war plants to
capitalists for 35 cents (or less) on the dollar in the first major privatization effort of the
twentieth century (Newman 1975: 472)he intellectual capstone to the war effort
activity was theWhite Paper on Employment anq1946mevhich codified the idea that
government should play a key role in wealth creation and distribution through the
maintenance of high levels of employineNewman (1975: 44p) tells us that this
document represented the first overt signal from a government of acceptance of

Keynesian principle&®

18 Campbell (1991: 4) contests the view that the 19fite Papeaignalled a more active role for
government . Il nstead, he sees it as signalling a gov
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Second, state and corporate eli{f@o were never at a great distance from each
other in Canadp became evemore tightly intertwined during the war. The way
Newman describes it, the network of individuals comprising the highest echelons of
business and government that were organized by Howe during the Second World War
would emerge at its conclusion as the CaaadEstablishment. After 1945 this group of
men would determine the countryds destiny
Ottawa as individual sd, he says, and o0l eft

Third, the Canadian and American political eoaries became even more tightly
integrated. Closer trade relations and a return to foreign investment by Americans
interested in Canadian resources signalled the beginning of a continental, as opposed to
national, political economy.

Fourth, the Great Depreson led to a new political party, the Cooperative
Commonwealth Federation (CCF), which held great sway over legislatures across the
country during and after the Wadr. And while this party never held the reins of
government at the federal level, the pressui put on the governing Liberals was
significant. In the postwar period, the Mackenzie King Liberals would institute a
number of social welfare policies, including family allowances, old age pensions and a
more activist stance, largely to peenpt the CCF& popularity (Taylor 2009: 144).

Fifth and finally, capitalabour relations were reconstituted during the War.
Federal legislation in 1940 appeared to accept collective bargaining and the right of

workers to form unions. By 1944, with the CCFs peapity surging, the King Liberals

91n 1943 the Canadian Labour Coesg endorsed the CCF as the political party of organized labour. That
year a Gallup poll indicated the CCF was the most popular political péyagrarian populist roots
helped it come to power in Saskatchewan in 1944 and remain there for twenty(@zarpbell 1991:.1)
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drafted | egislation, sometimes referred to
the Wagner Act of 1936 in the United States. It created the framework within which
unions rights to collective bargaining were entcaed (Taylor 2009: 142).

The decades following the Second World War brought peace and historically
unprecedented prosperity to Canadiarisrge firms flourished during this period. The
chartered Canadian banks had specialized in international exchanggsraaand were
well positioned to continue expanding their operations across the entirecoormunist
world. Dominant Canadian mining and resource firms like Inco, Falconbridge, Alcan,
Cominco, AbitibiPrice, MacMillanBloedel, Hollinger and Noranda rodewave of high
prices and growth (Bliss 1987: 4871 A merger wave in the late 1960s further
consolidated many businesses and elevated a new corporate form, the conglomerate, to
the apex of the Canadian political econoffy.

A series of global changes retearly 1970s led to a reconfiguration of corperate
state relations in Canada. By 1971 the United States faced deficits in both its trade and
payments balances, inducing President Nixon to take a series of steps to devalue the
currency. The United Statesas Canadads | argest trading p
exempted from the protectionist measufé$helessorfor the Trudeau Government was

t hat Canadads trade and investment depend

2 |n March of 1975, Paul Desmarais tBenchairman of Power Corporatiggought a controlling interest

in Argus Corporationtwo of the dominant conglomerates in Canada at the.tifiés jostling for position

in the corporate power gme quickly caught the attention of Ottawa. Pierre Trudeau responded by
establishingthe Royal Commission on Corporate Conc€t@é)do study the effects ofncreasing
concentration on the Canadian political economy.

ZDevaluation can be thought afrotectionistiinsofar as it ist governmentameasuremeant to make
foreign imports more expensive relative to domestic prodyaengch would have the effect, in principle if
not practice, of reducing the current account deficit
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precarious position. Accordinglyt, announced that it would seek trade and investment
partnerships outside the United States to shelter Canada from American protectionism
(Taylor 2009: 185).

The vulnerability of Canada to forces outside its borders was amplified when the
1973 Israehrab War coincided with a global energy crisis and a (seemingly) new
phenomenon: stagflation. According to official accounts, OPEC flexed its oligopolistic
muscle and the price of oil rose nearly 300 percent in a few short months. The Trudeau
Government, agai on the defensive, took steps to generate increased energy
independence and to capture some of the energy dollars flowing into the coffers of OPEC
governments, multinational energy firms and the Alberta treasury. Price controls would
shield Canadians frorthe higher global price of energy, export controls would keep
more energy in Canada, export taxes would augment the flow of funds to the national
treasury and ownership restrictions would encourage Canadianization of energy
resources (Bliss 1987: 583

These nationalist manoeuvres had been in the making for more than a decade.

Chaired by Walter Gordon, thRo y a | Commi ssi on onl9%7ahach d ad s

warned of the threat of excessive foreign direct investment from the United States. The
result of too much foreign investment, thReportwarned, would be continental
integration and an accompanying loss of politeebnomic independence for Canada.
Gordon would later incite Prime Minister Pearson to commission a series of studies on
the roleof multinational corporations in Canada to assess the opportunities and threats

posed by foreign ownershiplhe Watkins Repd@68) advocated greater domestic
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ownership in key sectors ariche Gray Re{d@Q72) called for a screening agency to assess
to benefit of new foreign direct investment.
The outcome of these studiéand the nationalist sentiment that fuelled thgm
was the Canada Development Corporation in 1971 and the Foreign Investment Review
Agency in 19734. These and other measures, inclgdihe creation of a new crown
corporation in 1975, Pet®@anada, outraged some of most powerful people in Western
Canada. The way Bliss (1987: -240ecounts the events of the late 1970s, the Joe Clark
Tories deposed the Liberals in May of 1979 and sbsexwers took this to signal a shift
away from energy nationalism and state activism. However, geopolitical turmoil in the
Middle East, including the Iranian Revolution in 1979, coincided with sharp increases in
the price of ail (in the spring of 1979 tréce of oil went from $14 to $28 USD).
Clarkdés minority government was toppl ed
who sold the electorate on lower energy costs and greater energy nationalism. The
National Energy Program (NEP) was launched later tteatr. Bliss (1987: 520 tells us
that the NEP was a complicated political package that included prices, taxes, grants,
charges and domestic ownership. Some of the objectives included reduced energy costs
for Canadian consumers and attaining 50 percemadan ownership of oil and gas
assets within a decade. Despite these measures, the padtimabmic winds were

blowing rightward.
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3.6 Neoliberal Globalization: Restoring the Corporate State

One week after the Trudeau Liberals introduced the NEP, RdRakban was elected
President of the United States on a program of laissez faire liberalism. The Reagan
administration strenuously objected to the NEP, especially the provisions which sought
to restrict exports to the United States and which discriminatg@iast Americarbased

energy firms (Taylor 2009: 188). By the-iB@0s the geopolitical developments that had
generated fear of foreign ownership and el
iron tight grip on the price of oil appeared to loosen asgsitumbled. American direct
investment in Canada, which began to fall in the 1970s, continued to fall throughout the
1980s (relative to GDP). So when the Mulroney Progressive Conservatives came to power
in 1984, energy nationalism did not seem a pressattgr.

The recession of 1982 had been the most severe since the Great Depression and
Trudeau responded by forminghe Macdonald Commigsio® 8 5 ) to consider
economic future. The final report was released shortly after the Mulroney Toriestcam
power? Seizing on the changing political climate, they embraced its central
recommendati on: greater reliance on Omarke
ties with the United States through a free trade agreement. From the 1970s onward the
Business Council on National Issues had been pressing the Canadian and American

governments for a trade and investment liberalization (TAIL) reditii@e opponents of

#2The NEP was scragp by the Mulroney Tories, as promised, and the Foreign Investment Review Agency
wasrec hri stened 6l nvestment Canadad6, signalling that
% Since1976 the BCNI (since rebranded the Canadian Council of Chief Executives (Cl3HE)gen the

policy arm of the CEOs of the largest corporations operating in Caiaes. spent$20 millionlobbying

for a TAIL agreementvhich made it the largest lobbying effort in Canadian history (Newman: 1998: 156)
SeeMcBride (2001: 583) for someelevant historical background.
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TAIL secured a majority of the popular vote in 1988 free trade election (52 percent) but
split them between the Liberals and New Democrats, which meant that thel tb
Progressive Conservatives, although in a popular minority, had a mandate to implement
the agreement (Laxer 1989: 3).

For Canadian firms, the FTA represented protection from eAcan
protectionism. For American investors it spelled the restraint of Canadian restrictions on
foreign investment in energy and financial areas (Taylor 2009: 237). The agreement was
|l egally expanded to i1incl ude eapandeditovnelsde or ODb
Mexico in 1994 with the North American Free Trade Agreement. At its inception in 1994
the NAFTA was the largest trading bloc in the world. The TAIL regime took the better
part of a decade to secure and represented the biggest shitin&da ds- pol it
economic direction since Macdonal dés Natio

Even though a North Amerieaide TAIL regime was the crowning feature of the
neoliberal program, the shift away from Keynesianisaad begunmuch earlier. Ta
conventional story about the shift from Keynesianism towards neoliberalism (or in
monetary matters, monetarism) is as foll®¥Rising inflation in the late 1960s had
transformed into severe stagflation by the early 1970s. Tighter monetary policyatethe
1960s in response to rising inflation led to the suspension of the fixed exchange rate

regime in 1970. The stated intention of the Bank of Canada was to have the Canadian

% \Whether this story is analyticallpr theoretically sound is nahe primary concernThere are probably
many historians who would contest the narrative constructedhis chapter.The intention is to begin
with what is generally accepted as true about Canadian history, and then in the following rebaaech
chapters, tell alightly differentstory about Canadian politicabconomic development
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dollar float temporarily while the Canadian State got inflation under contnati,by 1973
the Bretton Woods system of pegged currencies had unravelled.

As early as 1975 the Bank of Canada embraced monetarism and that same year the
Trudeau liberals imposed wage and price controls in an effort to slow the growth of
prices® Despite the more restrictive monetary policy, high levels of inflation did not
subside. By the end of 19 Bank Rate had reached 14 percent and by 1981 it would
crest 21 percent (Powell 2005:7A). Inflation remained high throughout the 1980s and
in 1991 thd&ank of Canada embraced inflation targeting (Laidler and Robson 2004). The
1990s saw a lasting reduction in inflation, which led some (Ragan 2005, for example) to
believe that the targeting worked.

By the mid1990s, inflation in Canada (and in many ot®&CD countries) was
much lower. The attention of the Government of Canada at that time appeared fixated on
budget deficits and the national debt. The (infamous) budget tabled by then Finance
Minister Paul Martin in 1995 aggressively cut social spendinthe@sCanadian State
began to reverse a six decddeg trend by shrinking its share of GDP. The way the
official story is told (see Tindal 2005, for examp#e)hat, once high inflation was slain,
deficits eliminated and the national debt reduced, the tjoedecame how to spend the
budget surpluses. The Canadian State proceeded to cut taxes on corporations and the

wealthy and to shift part of the tax burden from business to consumers. For example, in

ZThe a uundewstandisg is that, after 1975, officials in the BankCahada no longer saw
unemployment and inflation as policy tradéfs. Under Keynesiarsuppositions inflation and
unemployment could be counteracted usiagnmixture ofmonetary and fiscal tools. After 1975, officials
understood inflatiorreduction to be heir core policy challenge and monetary policy their main tool.
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1991 the Mulroney Tories converted the busitaeggeted Manufacturers Sales Tax into
the consumetargeted Goods and Services Tax.

Accompanying monetari sm, 6sound?® fisca
liberalization was a massive privatization drive. In 1986, 22 percent of the largest 500
firms (ranked byrevenue) were government owned. This meant that equity ownership in
Canada was divided into three groupings: (1) a small clique of powerful families and
conglomerates, (2) subsidiaries of foreign multinationals and (3) state enterprises. By
2007, only 8.percent were state controlled (Francis 2008: 4, 16). Canadian National
Railway, Potash Corporation, Air Canada and other prominent Canadian enterprises
were put on the neoliberal chopping block. C.D. Howe had sold off many state assets
after the Second Wddt War in the first major privatization drive. Mulroney initiated the
second privatization drive, which has not yet subsided.

On the matter of competition, the Trudeau Liberals set out to strengthen
Ca n a d adanopealynaws, which dated back @ombindsvestigation Axft1916° By
1981 Ottawa had drafted a new competition
piratical instincts in check®d (Newman 19938
years the BNCI spent $1 million, hired a team ofa%yers and produced a 236 page
document that would eventually become Cansa
only time in the history of capitalism, N
allowed its antimonopoly legislation to be written by éhvery people it was meant to

policed.

% The Act prohibited monopolies, pricéixing, bid-rigging, misleading advertising and other anti
competitive behaviour
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Refl ecting on Canadad6s 15 year attempt
schol ar concluded: 6corporate interests <ca
pressure put by the BCNI on the government in Carddanged the legislative process
by o6virtually transform[ing] consulrrative
Newman summarizes the relationship between the corporate elites and competition:

Despite their unqualified allegiance to free enterpnis® st Canadi an busines
in fact, like to compete. When they extol the virtues of capitalism, they are really
describing and oligarchic economy with little scope or need for competition (197%). 218

The 1967 Bank Act prohibited the Chartered ksafrom owning more than a 10 percent
stake of other firms, but in 1987 the Mulroney Progressive Conservatives liberalized
financial markets and the Big Five banks quickly absorbed all the major investment
banks and mutual fund companies (Houten 1991: 96).

Despite the liberalization of financial markets and the successful attempt by
business interests to block competition promoting legislation, the 1990s saw the
displacement of some of the most dominant corporations and established families in
Canada.Cartha 6 s ri chest family at the time, the
were hammered in the global property recession of-298%ven though the Big Five
banks have (so far) been shielded from foreign competition, Francis argues (2008: 9) that
they mght have failed in that recession had special woife privileges not been
orchestrated by the federal government. The 1990s saw one business dynasty after
another succumb to the pressures of t he

Mol sonosf, manmés Bamdh t he Sout hamds were all (
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of dominance for generatiohsA st ake was driven through th
Establishment in February of 1997, Newman (1998: 75) tells us, when the Eaton clan were
deemed commeri al | vy 6insolventd. Their decline
establishment that had dominated Canadian life for 130 years.

Data on the processes described here are presented in Table 3.1. Decade averages
for Canada, the United States and the’ @Greincluded so that we may contextualize the
changes in Canada. Inflation in Canada increased markedly in the 1970s and 1980s, but
was significantly lower by the 1990s. The inflationary experience in Canada does not
appear to deviate from that in the Unit&lates and the G (Central Bank interest rates
also took a similar course in Canada and the United States). On the matter of total
government spending there are some notable differences. Total governmental outlays in
Canada rose from the 1950s through1B80s before declining dramatically in the 2000s.
The shift to neoliberal governance in Canada has, in fact, meant shrinking government.
This is not true of the United States or the7Gas a whole, where total government
outlays (relative to GDP) eitheroatinuously rose throughout the neoliberal period or
remained constant.

The o6official d purpose of the neolibera
cuts and trade and investment liberalization was the enhancement of prosperity. We
might wish toknow if this political program delivered on its promise. When we contrast

GDP growth, unemployment and hourly earnings in the three decades spanning 1950

The ter m cardbe sasilgnisundedtdod. Wenmust distinguish the fact of corporate hierarchy
(6struct uingvidyals ind éamiliesvio edxccupythe top positions I'n this instance,
means that some of the oldest and most established families fell down the corporate dominance hierarchy,

not thatthe hierarchy itself was challenged or reduced.
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through 19801 the Keynesian welfare efa with the last three decades of neoliberal
globalization, wecan safely conclude that neoliberalism has not, in fact, meant more
rapid growth or the creation of shared prosperity. GDP growth was robust in Canada for
the first three decades of the postwar era and this was matched by the growth in hourly
earnings. Ad while unemployment climbed throughout the first three decades of the

postwar era, it remained relatively low.

Table 3.1
Performancelndicators for Canada, the United States and the & (Decade averaggs
Measure 1950s 1960s 1970s 1980s 1990s  2000s
Canaa
GDP Growth Rat ¢ 4.8 51 4.1 3.0 2.4 2.1
Unemployment Rate 4.2 51 6.8 9.4 9.6 7.0 (10)*
Growth Rate of 3.30 2.35 2.78 -0.02 0.63 -0.49
Consumer Price Index
Annual percent change 2.4 25 7.4 6.5 2.2 21
Central Bank Interest Rate 30 5.0 8.1 11.3 6.2 3.2
Total government spending
Percent of GDP 23 26 37 44 47 40
United States
GDP Growth Rat ¢ 4.2 4.4 3.3 3.1 3.2 1.7
Unemployment Rate 4.5 4.8 6.2 7.3 5.8 55
Growth Rate of 3.07 1.55 0.64 -0.66 0.08 0.18
Consuner Price Index 2.2 2.5 7.4 51 2.9 2.5
Central Bank Interest Rate 2.4 4.1 6.9 8.8 4.9 2.7
Total government spending -- -- 33 36 36 37
G-7
GDP Growth Rat ¢ -- -- 3.6 2.9 25 1.4
Unemployment Rate -- -- - 6.5 6.5 6.3
Growth Rate of - -- 2.53 0.38 0.52 0.24
Consumer Price Index -- -- 8.3 55 2.7 2.0
Total government spending -- -- 34 39 41 41
AAdjusted for inflation * Includes discouraged and involuntary pdirne workers

Sources for CanadaGDP from Historical Statistics of Cada, Series FI13 and Cansim Table 38016; unemployment rate from the

OECD (discouraged and involuntary pdime workers from Cansim Table 28286); hourly earnings from the IMF through Global

Insight; Consumer Price Index from Global Insight; Bank afiatia Interest Rate from the Bank of Canada Review and Weekly

Financial Statistics, both through Global Insight; total government outlays from Historical Statistics of Canada, Seriend-116

National Economic and Financial Accounts, Table-8807 throudp Statistics Canada Fiscal Reference TableS88rces for the

United States:6 Real 8 GDP growth rate from Gl obal I nsight; unempl oyment
and CPI from Global Financial Data; total government spendarg the OECD Economic Outlook through Fiscal Reference Table
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53, Statistics Canad8ources for the G7:6 Real 86 GDP growth rate from OECD Statistics;
rate and CPI from OECD through Global Insight; total governmspending from the OECD Economic Outlook through Fiscal
Reference Table 53, Statistics Canada.

The neoliberal era has brought higher unemployment, slower growth and the near
total stagnation of wages. The official unemployment rate was almost always higher
Canada than in the United States, but the pattern between the two countries is not
markedly different. Hourly earnings began to stagnate in the United States in the 1970s
and the experience of labour in Canada from 1980 onward is similar to the Stated
and the G7. An important question emerges from this data: how can we account for the
slower growth (heightened stagnation) in terms of GDP and wages? We will address this
guestion in Chapter 7.

To conclude: amid the sometimes spectacular corpdagieres of the posETA
period, the corporate state was-established and dominant corporations grew larger
and more powerful than they had been at any point in the postw&?f eiav should we
understand the modern corporation and what does its emeryand evolution mean in
the context of Canadian capitalism? In Chapter 4 we will review how the various schools
of thought have tried to make sense of the development of Canadian capitalism. We will
also survey how the various perspectives have underst@odmergence and evolution
of the modern corporation. Once this theoretical and historical groundwork has been
laid, we will be prepared to examine the structure, composition and performance of the

largest firms in Canada.

BThe term 6c dsusedoleguialyasdtinacongast to théd we | f a.rTke carporate staie
captures an approach to governance that seeks to reverse or undermine the Keynesian welfare sta
replacing it with prebusiness policies and institutions
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CHAPTER 4

The Political Ecoromy of the Modern Corporation:
Surveying the Literature

As for the lfeatnousr 0sheugigme berng it
proved. It happens, but as the exception; the overallrmd@estadé Idé need
and hungert mstead, wealth, bounty, even absurd sguemdeerigere is a
struggle it is a struggte dow eOneéshould not confuse Malthus with nature.

- Friedrich Nietzsche (1889

Our investigation into the evolution of dominant capital in Canadarggets with three
overlapping literatures: it bears close proximity to studies on corporate power in Canada,
but it also has points of contact with Canadian political economy as such as well as
studies on the modern corporation. This chapter will reviemMihake areas with a vieto
setting the literary context and framing the questions that will be addressed in
subsequent chapters. At this point in our inquiry we should wish to know what
guestions have been asked by others, what answers have been aifierelow
satisfactory these answers are, both analytically and empirically. Once we have an
understanding of how others have framed questions, we will we be able to appropriately
reframean alternativeset of questions.

The present chapter will be delivetein four sections, the first three
corresponding with a particular literature. The first section will survey the various

perspectives on Canadian political economy that have developed over the past century.
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Some of these perspectives have tried to maksesef corporate power, others have

ignored the subject altogether. However, all of the approaches have tried to come to
terms with Can aeecodomic demelogmerd, wipiah is why itheyadeserve

a O6hearingdé in this rseviewkdow diffefert sechosleof thbought s e c t
haveunderstoodthe modern corporation and itle in twentieth century capitalism.

The perspectives reviewed in the second section all agree that the modern corporation
changed twentieth century capitalism, but @l disagree as to how capitalism has
changed and the politicaconomic significance of those changes. The third section will
explore what others have argued about the development of corporate power in Canada
and the fourth section will close with a serigsquestions that will serve as the basis for

subsequent chapters.

4.1 Perspectives on Canadian Political Economy

Efforts to explain the development of Canadian capitalism are commonly categorized
into broad theoretical perspectives, some competing and smmmglementary, some
having roots outside Canadian intellectual life and some indigenous to Canada. These
perspectives raise different questions, utilize different methods, hold differing
suppositions, privilege certain explanatory principles and genetteative narratives.

In what follows we will briefly review five broad approaches to Canadian political

economy (CPE): the Old Canadian Political Economy (OCPE), the New Canadian
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Political Economy (NCPE) and neoclassical, Marxist and feminist perspstiach
perspective has raised iIimportant questions
political-economic development. Studies on corporate power in Canada are a subset of
CPE, so before we review what others have said about the development eof larg
corporations in Canada we need to understand how the various perspectives have framed
Can ada 8 seconamic developnaeht.

The OCPE grows out of the work of Mackintosh (1923) and Innis (1930; 1954;
1956) and lasts from the 1920s through the 18&lk. Mackintosh and Innis object to a
conception of Canadian development that privileges monarchical and constitutional
considerations above CahmadradésheagmocGahadad
trajectory is most clearly disclosed when one consitezscentrality of staples exports.

Canadian development was fuelled by the production of exportable goods from raw

resources to developed markets in the i mpe
requisite of colonial prosperity is the coloniadlapl ed (1923: 4) . Il nni
views the entirety of Ca Amstduiodad dewlopmemani ¢, p

centering on staples production. But staples production can only be understood once one
comes to grips weogrdphyChmate dna the corapiex tcposport gnd

communications systems required to connect the staple producing hinterland to the

! Easterbrook and Watkins (B) edit a volume dedicated to the OCPElement and Drache (1978)

Drache and Clement (1988)lement and Wiliams (1989), Clement (1997) and Clement and Voskdj200

onthe NCPE. Laxer (199ahd Watkins and Grant (1993dit volumes that include submissions fronall

five persgctives.

2 This reviewadopts the taxonomy df a x e r & s rvefy af th® vharjousperspectives on CREd in some

instances, draws on hassessment of the various perspectives

® According toDr ache (1995: XVv), Il nni s t hougnghe egafmminedi msel f
economics in the light of the political and the saocial
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markets in the imperial centre. The history of successive staples exports, Innis (1930)
argues, i s t he romis, potiticayandsbcioGtautioaad groivih. e ¢ o
Watkins (1963) contends that the staple
most distinctive contribution to economic history, though he is careful to stress that it is
not a general theory of economiowth. Instead, its applicability is confined to newly
formed, resource intensive, export driven political economies. These societies have
unique institutional relationships and scholars working within the OCPE recognize that
the conventional understandingf statebusiness relations, in which the former is
presupposed to be static and secwtyented while the latter is dynamic and wealth
oriented, cannot account for the peculiar relationship between the Canadian State and
industrial development.Easterls ook and Aitkends (1956) text
perspective and posits that Canadads indus
succession of staples exports: first fish, then furs followed by timber, v@heatinerals.
Instead of subordiating historical facts to the logic of abstract market forces or
mathematical models, the OCPE emphasizes historical development and the integration
of numerous explanatory factgiscluding geography, climatand technologythe role
of elites, externigmetropolitan) markets and geopolitical locatiuring the 1950s the
writing of economic history would be transformed by the gradual adoption of
neoclassical techniques. Norrie, Owram and Emery (2008:ixii ) tell us t ha

economi c olpipsetdortyhde dérpol i ti cal & from O6pol it

* Fowke (1952pndAitken (1964) aretwo prominent exampés

*Norrie, Owram and Emery (2008: X i Xx) contest the i
because itannot be disproverall explanations ar@ost factudescriptions.They contend thatt is more

appropriate to call it @&taples thesid
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privileged quantification, model building, countictuals and hypothesis testing over
history. The new economic history textbooks gradually supplanted the old staples
perspective and th© CPE was soon eclipsed by neoclassical econ8mics.

The NCPE grows out of the counter culture of the 1960s, and in so doing, rejects
the neoclassical orientation towards econometrics and modelling. NCPE is eclectic in
terms of organizing concepts andeimbraces the political orientation of the New Left,
particularly its antiStalinist Marxism and its artimperialist dependency theofKari
L e v iStlentdarrend@®70) would be among the earliest manifestos embodying this
new approach, though Mel Vtkins is also credited as a seminal figure in the
development of the NCPE (Laxer 1991xwy.®

As Levitt sees it, there is an inherent tension between foreign ownership and
national sovereignty. The higher the degree of foreign direct investmenetysamgepts,
the lower its degree of economic and political-determination (1970: 9). Canada was
the preeminent example in this regard, for it had the highest levels of foreign ownership
in the world and was, i n h epedceunte’C.a ntalle dwo r
lack of freedom in economic and political matters was rooted in its brplactt status
and the process that generated this condit

of the new mercantilism is straightforward: large Aroan firms need to expand their

® Exampleof the latterinclude Marr and Paterson (1980) and Pomfret (1981)

"Although I nnisds work remains aneopMantismalso pajed @ he NCI
supporting role. See Clement and Williams (198808for a discussion.

8 A colection of Watkingwritings are compiledn Staples and Bey2dd6).

? Kellogg (2005) contests the idea that Canada is best understood as a rich underdevelopedAsobiety.

sees it, bft nationalistslike Levitt overstated the degree of foreign owigpsand so misinterpretedéey

aspects o€anadian capitalism. Watkins (2006lo mes t o Levittds defence, and
approach generally, by claiming tH&tlloggmisuses and misinterprets the data
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operations in order to secure their profits, and they need greater profits to secure their
expansion. So as powerful states like the United States export ownership titles, weaker
states like Canada become recolonized. Tiiteame for weaker states is a loss of policy
autonomy, politicaleconomic dependerand a fractured national culture (1970:25).

The dependency and underdevelopment line of inquiry was followed by Naylor
(1972; 1975) and Clement (1975; 1977a; 18AWhati became known as the Nayor
Clement thesis. Together they argue that the brittleness of Canadian sovereignty is
attributable to the Canadian bourgeoisie, who never developed an independent industrial
base, but were content to service the industrigdlpductive sectors of the economy
which were Americarowned® As Naylor views it, Canadian underdevelopment and
dependence is rooted in the 06i mperi al I i nk
of the capitalist class from the imperial centretihe Canadian hinterland (1972: 2). The
dependent character of the Canadian ruling class and the material benefits that secure
t hat dependence are responsi'fiheeNCREomouldCa n a d ¢
blossom in the 1980s and cover a broad arraylgécts including labour, gender, the
Canadian State, communi cations, regionali s

order, to name a few topics (see Clement and Williams (1989)).

19 Carroll (1986) contests this claimrguing that domestic capitalists developed a diversified industrial

base and, as a consequence, Canadads de Wllilamsp ment al
(1979;1983)r oot s Canadads relative i n d uesatpolicyaof impenrt a k ne s s
substitution industrialization and in its heavy reliance on foreign technolbgyer (1989} r aces Canadadc
high | evels of foreign ownership to the relative we
Smardon (2010; 20iDntess much ofthe NCFE literature by suggesting that Fordist techniques were

utilized in Canada much earlier than previouscognized. One implication, he argues, is thahadian

and American industrialization followed parallel, not diverging, paths.
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The NCPE exhibits many topical and methodological continuitiesawis the
OCPE. Like the OCPE, the NCPE tries to sort out why Canada remains heavily reliant on
staples exports, why its industrial base remains relatively weak and why important
political-economic decisions about its future often seem to be made outsiderders.
Like the OCPE, the NCPE privileges historical explanation over model building and
hypothesis testing, and it focuses on the intersection between the material context of
Canadian life and ideological suppositions that guide elites in their idaamsaking.
Perhaps the most notable break between the
Marxist and anttiimperialist ideas, which helps explain why the NCPE was more
politicized than the OCPE (Laxer 1991:xx).

Neoclassical efforts to explainaCn a d a & s -ecpnonhid development have
tended to come from those working within or near the staples school. Mackintosh
(1923), for example, appears to have accepted neoclassical assumptions about economic
decisions coming in response to market prict®e latter produced through the
intersection of equilibriurrseeking demand and supply. In generating a staples theory of
economic growth, Watkins (1963) modifies some aspects of the staples approach to make
it compatible with the neoclassical theory otemational trade. Neoclassicists tend to
emphasi ze t he 6economi cd aspects of Cana

behaviour in response to market signals. By trying to explain how an open trading
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environment is influenced by geography and climdte,rteoclassical school downplays
6the politicald or treats it asxid®¥ i mpedi m
The for mal breakup of political economy
that a large literature on Canadiatonomaevelopmat has been generated since the
1960s by economists. However, these authors (which are too numerous to name) no
|l onger see themselves as working within o
looking at state power, the class structure, the role itésebr other similar matters that
have occupied the attention of OCPE and NCPE, neoclassicists concentrate on the
(supposedly) autonomous sphere of the market and business. Inflation, trade,
i nvest ment , debt , consumpt i crpresappaked aotbh er 06 ¢
separate from the power processes of the polity. But in a world with huge multinationals,
powerful states and international institutions like the World Bank, IMF and WTO, the
explanatory utility of quarantining politics from economiasr (power from business) is
low to nil.
My e rAdidtory of Canadian W&th) represents the earliest study undertaken
using a Marxist framework, Laxer tells us (1991: xviii X ) . Myersd task i
deep interconnections between businessl politics and to help expose the corruption
and exploitation that lay behind the amassment of great Canadian fortunes. The way
Laxer (1991: xviKix) recounts it, Marxist analysis in Canada was either dormant or
undertaken by people connected to then@uunist Party of Canada until academic

Marxism was revived in the 1970s. Many of the scholars working within the NCPE were

12 McCallum (1980) and mmmond (1987gare examples of scholars working within the neoclassical
school
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Marxist in orientation, but Laxer credits Pentland (1959; 1981) as among the earliest to
utilize Marxist tools to uncover aspects &@anadads dfe \nadblyp thene n t
formation of a market for labour and a class of people to occupythat had been
neglected.

The dependencynderdevelopment theme was also taken up by Marxists, but
instead of trying to explain why Canadian capitatistemained dependent upon
capitalists in the imperium, they drew attention to the internal class relations of
Canadian capitalism. Panitch (1982)8s one such example insofar as he takes Leuvitt
(1970) and others to task for neglecting the relationsbgnadian capitalists have to
other classes in Canada and the role this relationship plays in characterizing Canadian
dependency. Panitchds <criticism of Levitt
approaches: while the OCPE and NCPE both focus orrdieeelites play in shaping
development, they largely neglected other social classes in Canada. Marxists stepped in
to fill this gap by examining the working class and its relationship to the capitalist class.
Like the OCPE and NCPE, Marxists have sowggglanations in the light of history, but
they do not put as much emphasis on geographical or technological factors (which is
surprising, given their materialist bent). For them, the exploitation of wage labour by
capital and the struggles created thereaveal the developmental direction of Canadian
society (Laxer 1991: xvkix).

Feminist perspectives began to take shape in the 1980s and have continued to
develop into the present. Maroney and Luxton (1987) and Brym and Fox (1989) draw

attention to the nvisibility of women in Canadian politicaconomic history. The focus
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on state and business in social development ignored the role women played in building
Canada. Cohen (1988) utilizes the work of Pentland (1981) in order to unzip the interplay
between@t r i ar c hy a n-dconamsiomaen Eeministsdiave ot only explored
those aspects of Canadian development that have been overlooked by scholbes/@ho
beenpreoccupied with the state and business, but have also tried to sort out the way
genderegpower relations infuse households and markets (Laxer 199%xxix

As Vosko (2002) sees it, feminist CPE has unfolded through four overlapping
phases. The first phase brought attention
political economy. The sesaad phase took the form of a d
anal ysisd6 (2002: 60) i's most appropriate i
subordination: some argued that material relations are the determining factor, others that
ideological consideratns are paramount and yet others incorporated both into the
causal picture. The third phase, according to Vosko, saw theoretically grounded case
studies and the fourth shifted the terrain slightly to study the intersection of race, class
and gender, all uter the spotlight of domination (2002: &5).

Methodologically, feminist CPE follows the OCPE and the NCPE in turning to
history to make sense of current problems, and similar to Marxism it takes class
domination and power relations to be of supreme ingrace. Its major addition to
political economy has been to make subsequent research in other schools sensitive to
gender and to considerably widen the scope of scholarly questions. Whereas the OCPE

and, to a greater extent, some of the early NCPE ovexdotitie socieeconomic role of
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women and ignored patriarchy as a form of social power, feminist CPE has increased the
resolution with which questions are posed and problems framed.

The purpose of this review has not been to tear down any of the writensrvg
within the various schools of thought. Each perspective adds to our understanding of
Canadads undacapamic dgveodpmenti Howeler, there is a wide chasm in the
literature. None of the studies reviewed here have tried to measunap thestructure
and performance of the largest Canadimsed firms over the entire postwar era. It goes
without saying that none have looked at the development of Canadian capitalism in the
light of differential accumulation (it being a new approach). We syrg® not have some
of the most basic facts at our disposal, such as: how concentrated is the Canadian
political economy in terms of equity market value, assets, profitability and ownership?;
has the level of concentration changed over time, and if so,dsikas concentration?;
more specifically, what role do mergers and acquisitions play in fuelling the growth of
large firms?; and finally, what are some of the distributive consequences of larger relative
firm size?

One reason these questions have nonlpeesedis they are intimately bound up
with power, and none of the approaches comes to a satisfactory understanding of the
place (socianstitutional) power occupies in modern political economy. Instead of
focusing on markets (like the neoclassicistspgraphy and climate (like the OCPE), the
subordination of Canadian elites to foreign elites (like the NCPE), the internal class
relations of Canada (like the Marxists) or the role of gender in Canadian capitalism (like

feminist CPE), this study will takets cue fromN & B &heory of capitalist development
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as well as other heterodox approachesd examinethe development of the largest
Canadianbased corporations from the standpointindtitutional power.

Now that we have surveyed how the different schabithought have made sense
of Canadian political economy, we turn our attention to the modern corporation and

how scholars in the twentieth century have understood its emergence and evolution.

4.2 The Modern Corporation as an Object of Inquiry

If we definethe modern corporation as a joistock, limited liability company infused by
the state with permanence and a legal status that distinguishes it from its oviners
6arti fi d&iteehwepranrdatoits 8mergence to the latter half of the nineteenth
century’® A series of legislative initiatives in the British parliament culminated in the
1862 Companies Act. Hereafter, firms no longer needed to acquire a speciaj ttiearter
act of registration was sufficient, and limited liability was automaticallyanged
(Micklethwait and Wooldridge 2005: 524!

In the United States, a series of judicial decisions gradually removed the
restrictions on corporate activity and simultaneously invested them with new rights.

Among the most important legal rulings was thectsion by Supreme Court Justice

13All private corporations are companies, but not all companies are corporaftemsvord company, from
6compagni ad, fuses t wo whiehtniears 6 wankeidrsg rcauand tamgle tohpearn
roots in medieval It31 and is associated with the creation of doulaletry bookkeeping in the mid
fourteenth century (Micklethwait and Wooldidge 2005: 8)

4The premodern corporation has a long and bloody histdiy centuries there was no formal separation

of commercial activity fronorganized violence. The East India Company, for example, ruled India for
generationsand, at one point, hadn army of 260,000 troogs twice the size of the British army. Early
charteredcompanies helped develop the slave trade and acted as subcontfactusopean imperialism
(Micklethwait and Wooldridge: xvi, 3435). Moore and Lewis (1999) trace the history of the corporation to
the ancient world but notet hat t he t el @midleading tnithis Zdntexs lmleeausiee term

60 nat i onrertirelpddfetrentaconnotation.
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Stephen J. Field in thganta Clara County v. Southern Pacifio Fe8Bhadho ruled that
corporations are persons and so are entit/l
6equal protect i on 6005u9363¥)e Eimilar hudicial nmamoeugeNrgsc e 2
followed and by 1914 the corporation was the dominant business institution in America
(Micklethwait and Wooldridge 2005: 59).

The library housing studies on corporate power is large, making this review, by
necesity, highly selective. Studies on the corporation have dealt with numerous topics
and from many angles, including the relationship between the corporation and: power;
private property; the state, namely what role each plays in shaping development and
what role each should play in shaping development; foreign investment and national
sovereignty; and social stratification, to name a few prominent topics. We will review
some of the major studies in each topic area.

Veblen (1904; 1923) is among the earliesbte the broad cultural significance of
the corporate form, especially the role it played in reorganizing power in America. As he
sees it, the historical stature of modern Western civilization is the product of the
industrial system and the industrial 9gsn is under the controfi through the large
corporationii of business (1904: 8). His examination of the corporate form leads him to
conclude that there is a disjuncture betw
communi tyd® and sttlse odv etshtee d@a bisnetnetreee owner s
served by a smooth, uninterrupted interpla
enhance business gains through 6l arge and

unemployment (1904: 19,24 Owner ship of i ndustri al equi
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of sabotaged, as he describes it, and all
out put in order to O6bring the | a@7)l€os t net
Veblen, then, theorporation is an instrument of control in the service of private fain.

Berle and Means (1932) view the emergence of the-sgmiok company as
ushering in a 6corporate revolutiond insof
ascent of theorporation drove three important developments which changed the socio
institutional fabric of America in so profound a way as to render traditional economic
theory obsolete: first, an increasing concentration of corporate assets; second, an
increasing diusion of stock ownership; third and consequently, an increasing separation
of ownership from control (1932: xx#«xi). The managerial or separation thesis, as it
has come to be known, spawned an entire literature that has since addressed a series of
quesions°If concentration is increasing what are the consequences for competition and
price formation? If salargollecting managers as opposed to profiented proprietors
control the corporation, will they steer it in a profit maximizing direction orshhe
incentive structure been fundamentally altered? And if the corporation has become a
bureaucratic machine run by professional manag#oes this mean that the capitalist
class has been dislodged from its position of dominance, and consequentlyodiaht
power has been dispersed? Furthermore, why did the corporate form emerge in the first

place?

15A point Nitzan and Bichler (2009: Chapter 12) stress and build upon.

% The first and most obviouset of questiors: is it true that concentration is increiag, that stock
ownership is dispersing and that ownership is delinking from cortWe will elaborate on, and try to
answer, these questions in Chapfer
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On the subject of concentration, competition and price formation, Means (1935)
went on to wuncover a new histori dah phen
extensive statistical evidence, Means asserts that an administered price is one which is
set for a period of time and across many transactions. In contrast to competitive prices,
which are flexible and change frequently, an administered price is, raidnges
infrequently and is inflexible (1935: 4Pl Means (1972a) tested his hypothesis four
decades later and found that it had not been refuted. The increase in corporate power
after the Second World War led Means to develop two additional corscept
6administrative competitiond and-76hdmemi ni st
former is a noftlassical form of competition in which a small number of large firms have
a high degree of pricing discretion. The latter is a new type of inflatiarhich prices
rise sharply in recession.

It appeared to Berle that concentrated corporate power had led to a planned
political economy, with the large corporation shaping the life activity of entire
communities. Berle neatly summarizes the new theordfitehma:

In a system of corporate concentration the result of competition is some sort of planning;
and planning does not reduce power but incr
a nonstatist political institution (Berle 1955: 38, 44).

Berle (1955: 13) maintained that American capitalism was more efficient and humane
than Soviet communism, but both he and Means recognized that the essential difference
between the two systems was not that the latter was controlled by a small group of

powerful men while the former was controlled by market forces. Instead, both systems
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were controlled by power institutions; the difference lay in who made wdeaisions
(Berle and Means 1932: xxxWif).

In his Concept of the CorporabDamcker contends that # emergence of the
corporate form was O0the most i mportant eve
worl ddé (1945: 9). As he views it, the corp
emerging from society which is not dependent on theamati state. As a consequence of
his detailed case study of General Motors, Drucker concludes that the essence of the
corporation is social and organizational; it exists to efficiently organize human effort in
the service of economizing output (1945: 40).

Like Drucker, Chandler (1977) recognizes that the modern corporation led to a
reorganization of power, but he also posits that it came into being to increase efficiency.

The corporation absorbed activities that had previously been coordinated by markets an

this means that a new class of professional, salaried managers control the allocation of
resources. The O6visible handd of the manac
the horizontal market, he argues, when administrative coordination wasroatited to

increase output, contain costs and enlarge profits. But this could only happen once the
volume of economic activity made managerial hierarchy more efficient and profitable

than market coordination (Chandler 19773)1 The emergence of manaajehierarchy

created a new source of social power. Chandler agrees with Berle and Means that

ownership and control were daking, but Chandler also argues that professional

"Stigler and Friedland ( 19 8sBparatioretisesiFamaahd Jers¢h988)st Ber |
argue that the separation of ridlearing (ownership) and decisiemaking (control) is common across
many organizational forms and that it can be attributed to the benefits of specialization.
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managers pursued policies that increase {mwgn firm stability, growth and
enmployment (1977:-60). So for Chandler, new technology and enhanced efficiency
simultaneously explain and justify 6émanage
Williamson (1981) roots the modern <cor
i nnovationsd t ha tzingitransatioradostseah argumentnderived,mn
part, from Ronald Coase. Coase saw a basic division between resource allocation through
the price mechanism andottdroagbran( 5ed7rebp
on markets to coordinate humarnfed r t |, Coase posits, i nvol ves
include: information gathering costs, bargaining costs, enforcement costs, etc. Firms
emerge to economize on these costs by absorbing them and continue to grow in size until
the cost of an additionaransaction within the firm is equal to the cost of the same
transaction through the market (Coase 1937: 96). Wiliamson recognizes that
corporations emerged for other reasons as well such as technological imperatives and the
guest for monopoly gains, buitimately the firm is an instrument in the service of
efficiency (1981: 153%).
Scholarly attention has not been confined to explaining the emergence and
growth of corporations, nor has it been restricted to the relationship the corporate form
has to thke property regime. International corporate expansion after the Second World
War created new practical and theoretical problems. As Gilpin (1975: 5) views it, the

intersection of states, multinationals and foreign investment created an academic blind

B For a similar view of multinational corporation seev€sa (2000).Jones (2005: 289) asserts that the

historical evidence supports the argument that multinationals have grown to economize on transaction
costs while admitting that Oprecise measur ement of
unclka what the ©6historical evidenced6 could be.
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spot for the simple reason that economists are unwilling to admit the reality of power
and political scientists tend to ignore markets. Out of this academic blind spot came a
series of competing paradigms to account for the tension between the foreign investment
conducted by multinational corporations and the national planning done by states.

Working from a | iberal i ntSovemigntyiatoBay | i st
(1971) argues that there is a tension between the autonomy of nation states and the
foreign investment of multinational corporations and that the former would have to yield
to the latter for the sake of national prosperity and global efficiency. Vernon would also
have us believe that the threats posed by multinationals to states are overstaddss
of national policy autonomy has more to do with the revolutions in communication and
transportation that are leading to a more interconnected world than it does with
corporate hegemony. The evidence? When we consider all the social ills asaribed
multinationals i inequity, waste, pollution, etdd we realize that these problems are
also found in the Soviet Union and other societies where multinationals are either
banned or restrained (1977:-3p1f the threats posed by multinationals are ctated,
so are the options presented for dealing with such threats. Vernon insists that neither
states nor multinationals are going to disappear. The challenge for policy makers is to
reduce the conflict between these institutions (1998: ix).

Marxists, like Hymer (1979), working in the dependency paradigm have been less
inclined to see the activities of multinationals in such sanitized terms. Hymer sees in the
multinational corporation the culmination of a process that began with the industrial

revolutionTher e has been a tendency, he says, f.
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size from the workshop to the factory to the national corporation to the ruiNisional

and now the multinational corporation (1979:-58). This growth path has brought bot
guantitative and qualitative changes. As t
the national and then international economic order are remade in the image of the
corporation.

Hymer argues that two laws govern the interplay between the matitbmal
corporation and international economic ord
decentralized market exchange will be dislodged as a small number of large firms
centrally plan world production; t hee O aw
international economic order will produce growth and development for the core
countries while simultaneously producing poverty, underdevelopment and dependence
for the periphery. The danger in leaving multinationals unregulated, Hymer argues, is
mademai f est when capital crosses national b
political fabricé of a society and YHerodes
So as corporations grow in size and internationalize their operations thréargign
investment, a fundamental conflict emerges between the national planning done by
territorial-bound states and the international planning done by traasder firms

(Hymer and Rowthorn 1970: 90). This tension diminishes nationaids&dfmination

and undermines the possibility of a coherent public policy.

90ther critics of multinationals such as Barnet and Muller (19844 and Barnet and Cavanagh (1994

1419 note that the multinational corporation is the first secular institution in human history that has th

power tocentrally plan and manage on a global scale. This creates a distressing témsjosaybetween

international firms and national governmentksor Korten (2001: 22), 06economic
practice, Omar kwitt iteggg amfnyru latsi rn ehtei amarcalis render O6dem
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Robert Gilpin contests the beneficial, harmonious corpctateorder posited by
Vernon and the imperial, conflict ridden corpordéel order posited by Hymer. As he
views it, power residesin@oci et yés i ndustri al base. Thi s
from the developed core to the underdeveloped periphery tends to accelerate the
redistribution of industrial power from rich to poor societies. He notes, however, that
foreign investment generes mixed results. In the short term, foreign investment may
strengthen the core, but over the long haul it can only delay (not reverse) the relative
decline of the core (Gilpin 1975: 77). In contrast to Hymer and the Marxists, Gilpin views
the expansion ofcapitalism as leading to development, not exploitation. The
6contradictionsd of capitalism are most a
development: a global capitalist order does not tend to concentrate wealth, industry,
technology and power bubtdisperse it (1975: 260). In contrast to Vernon and the liberal
internationalists, Gilpin sees a positive role for states to play in promoting and steering
global developmerff

Using sociological tools, a group of scholars have examined the modern
coporation through the prism of TeedawerElte st r a
(1956) had a formative influence on later scholars, particularly G. William Domhoff. As
Domhoff (2002: 42) sees it, the American State is controlled by a clageert@nd top

executives from the | argest corporations

2 For an elaboration se®i | pi n (2001: Ghlaegenti realishdis)not theoretically fard s
from a Keynesiainspired mercantilist position The latter viewsnational interests agrevailing over
corporate interests and national politiecatonomic objectivebeingprioritized over global efficiencysee
Gilpin (1975: 233) for a discussion.
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control of investment® Their cohesion as a class is cemented through a common
economic interest and their power is enhanced through their dominance ofsalylen
interwoven policy planning network (2002: 182). Through an examination of
membership in the network of interlocking corporate directorships stretching back to
the nineteenth century, Domhoff posits that the existence of large corporations in
America n the late nineteenthcentuiy | ong bef ore the emergence
i meant that they and their policy planning affiliates could strategically shape the
regulatory agencies, White House offices and the military apparatus that would become
increasngly important in the twentieth century (2002: 191). The corporation, in this
view, is an instrument of class power.

Other sociological studies established connections between corporate power and
the class structure, policy formation and elite controltloé state. Useem (1984), for
example, views the political mobilization of dominant corporate interests as stemming
from the decline in corporate profitability in the United States and United Kingdom in
the 1970s. The int@orporate networks that connect he | ar gest firms «cr
circled that worked in tawdde wenhbaf5thed stk
Schwartz (1987) argues that the corporate elite constitutes a ruling class in America. One
important way in which this class exases power is through its constraining influence
on governmental activity. In contrast, Scott (1997) accepts the separation thesis
advanced by managerialism. Because Scott believes that the link connecting ownership

and control has been severed, he exasinterlocking directorships as the key power

D o mh oWhé Rukes Ameniea®first published in 1967 and is now in its féwimnpressionHis analysis
therein is deepened and extended in Domhoff (1970). Similar analyses are performed in Domhoff (1996) and
Domhoff and Dye (1987).
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relation in contemporary capitalism (1997:>7At a global level, Mazlish and Morss
(2005) contend that there is a O0gl obal el
managers are only one part of it. Thaséding corporate power are flanked by others
whose family background or position within a global organization (such as the World
Bank) also put them in a position of power.

Now that we have reviewed how the modern corporation has been understood by
institutionalists, managerialists, organizaitonal theorists, liberal internationalists,
Marxists, statecentric realists and social stratification researchers, how has corporate

power been understood in Canada?

4.3 Corporate Power in Canada

The major approache® corporate power in Canada have been sociological and
biographical. Studies in economic sociology, social stratification and elite organization
document the linkages between large corporations, the class structure and the state. It
has been left to hist@ns and journalists to document powerful corporate personalities

and how their life activities shape the development of Canadian capitalism. Gustavus
My e rAsHistory of Canadian WéEM) is perhaps the earliest study detailing the
linkages betweenthe class structure, dominant corporations and great Canadian
fortunes. Myers tries to demonstrate the

power in the acquisition and enlargement of private fortunes.

2\/ogel (1989) outlinethe political power of business elites in the United States and GalanmbBratt
(1988) chronicle the historical interplay between American business and public farlicgtion
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TheRoyal Commission on Price §i®8&jiiepresents the first attempt to measure
the level of concentration in the corporate sector. The research was conducted during the
Great Depression and was nominally about @&
prices received for commodities bythepducer € and the price pa
(1935: 1). In effect, though, it was an inquiry into the consequences of the increasing
concentration of corporate power generated by the merger wave of the late 1920s. Some
of its conclusions are startling, hbecause they are false, but because the verbiage was
generated by professional men reporting to the Government of Canada. It is worth
guoting some of the commissionerds basic f

The depression hasé de mo nrgahizeddrecattaininghaa evert he s
increasing position of dominance in our economic life; that power is becoming
concentrated. With this concentration, old theories of economic control are proving

i nadequateé Simple competiti oubthe imuediate er |, C
substitution of monopol y. Somewhere between
price no | onger automatically adjusts it se
producers fix the price they deem most profitable and attempt to adhest production

to sales at that determined priceé under i m
of strong organized groups may |l ead to the ¢

They conclude:

It i s not enough t o ethanestlt of depréssion and wikvarpsh o b | e r
with the depression. It may be true that when recovery is achieved, competition will
become | ess predatory, di scrimination | ess

[However, it is] a tragic delusion that thelsition for these economic problems can be left
to automatic forces, because the conditions which once permitted the easy and equitable
operation of such forces have ceased to elepért of the Royal Commission on Price Spreads
(1935: W)).
This is pehaps the earliest official statement in Canada that the modern corporation has
fundamentally altered capitalism. Subsequent studies on corporate power all unfolded in

the postwar era, but thRoyal Commission on Price Syyealtd the new reality arttie

new problems that had to be addressed.
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In blending Marxism with Canadian nationalism, Park and Park (1962) represent
a precursor to the NCPE. They examine the structure of the corporate sector as a way of
explaining both the heightened stagnation and foreign domination of, the Canadian
economy. As they view it, the instrument of foreign domination is foreign investment,
primarily American, but they also trace the structural features of Canadian dependence
to a small c | i g u evhoadntrobtliei narnancia copargtei sectol i st s ¢
and who, in their submission to the dictates of profit maximization, have led Canada into
the orbit of American capital (1962: 22, 37, 74). In terms of evidence, they note that more
than half of the 64 largesorporations, ranked by assets, are controlled by American and
British investors.

P o r tTeae M@rtical Mogd®@65) is a seminal work in social stratification and has

acted as a touchstone for researchers who examine social power in Canada. Imgketchi
an i mage of the O6economic elited, Porter b
thesis, specifically an assumed increase in corporate concentration and the separation of
ownership from control (1965:-22). Earlier in his career, Porter 89 made an attempt
to measure the concentration of economic power in Canada. For the yeais95948e
pinpointed 159 dominant corporations and estimated that they controlled at least 36
percent of the gross value of production in manufacturing. The8eddminant firms
were controlled, he estimated, by 922 individuals who held the 1,317 directorships,

though he notes that 203 individuals (22 percent) held 598 (45 percent) of the
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directorships (1956: 204, 2¥8)The power wielded by this group had noterestudied
in any detail, he thought, because:

Economics as a science does not seem to have the necessary tools to work at this problem
of overall economic concentration, perhaps because in the long run the question is one of
power and not of markets (196532).

Porterds analysis of corporate power in Ce
because it was among the earliest to argue that managerialism had limited applicability
in Canada.

As Marxists, Park and Park (1962: 11) view the owning clabe agling class
and assume that those who govern do so on behalf of dominant owners. This perspective
makes the Parks disinclined to accept Berle and Means separation thesis. Porter works
from a norMarxist perspective and ends up challenging managsnabn two grounds:
first, he cites studies which indicate that, between the 1930s and the 1960s, there had not
been an appreciable increase in corporate concentration; and second, the relationship
between investors, directors and managers is very cloSanada. As he views it, at the
apex of the class structure we find a tightly interlocked network of corporate directors
who hold o6ultimate powerd and are ©6the re
255). He concludes that Canada is like other indaktsocieties insofar as it has
experienced a high degree of corporate consolidation during the early part of the
twentieth century; however, the relationship between corporate power and the class
structure is atypical insofar as the economic elite in &&nhas greater than normal

power. Managerialism implies a dispersion of economic power as owners lost control

% Ashley (1957) criticizePor t er 86s sel ection on the grounds that
tries to measure corporate concentration Canada andirfds that 53 nonfinancial private firms with
assets over $100 million controlled 25 percent of a
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over the modern corporation, but in Canada Porter argues that power remains highly
centralized (1965: 232).

Cl ement 6s (109 7ib sociall Siratificatipn take as dheie goint of
departure the validity of managerialism. Clement begins by presupposing that corporate
capitalism tends toward increasing concentration (1975: 31) and that the economic elite
is made up of senior managememtd directors instead of proprietors (1975:%5).
Defining the corporate elite more in terms of power (understood as command over
resources) than in terms of wealth, Clement (1975: 98, 128) uses assets and sales together
as the best approximation of corpoegpower. Using this metric, his study examines the
113 dominant corporations whose assets surpass $250 million and whose sales exceed
$50 million. Interlocking directorships, he claims, tend to further concentrate corporate
power?®

In the two decades beeen 1951 and 1972, Clement identifies two processes: first,
an increasing concentration of capital into a smaller number of larger firms; and second,
increasing Americanization of the Canadian economy through heavy foreign investment
(1975: 156, 168). Fpanding his study to North America (1977a), Clement notes that the
Canadian corporate sector is more heavily concentrated than the American. In 1965, for
example, the 100 largest manufacturers accounted for 46 percent of value added in
Canada butonly 3per cent i n the United States. He

concentration exceeds Americads in 50 of 5

2 Clement (1975: 97) would also have us believe that increasing corporation concentration was
accompanied by increasing income inequality between 1948 and 1968, a claim we will contest in8Chapter
and 10

“Brownlee (2005) updat ethatBé corpreateteliesn Oarmmdaks mara whifiedlr g u e
more class conscious and more mobilireshaping public policyn recent timeghan in the past.
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Niosi (1978) laments the fact that most studies of the Canadian economy focus on
corporate concentration in the lighaf foreign control, and in so doing, neglect large
Canadianc ont rol | ed firms. He woul d have us b
bour geoi si @ @ ruling clagda that dsadistinct from American capital and
which presides over the corporate sedimrough its strong equity position in dominant
Canadian corporations (1978: 169, 173). Niosi asserts that Park and Park (1962), Porter
(1965) and Clement (1975) lacked data on stock ownership and, in their reliance on
interlocking directorships, drew erreeous conclusions. In contrast to the Marxian
argument made by the Parks, the chartered banks do not controffimencial
corporations. In contrast to managerial and elite theorists like Porter and Clement, major
shareholders sit on the board of directtegt need to be analytically distinguished from
nonequity board members and nawguity management (1978: 1556

Niosi unpacks the ownership structure of the 136 largest Canadian controlled
firms (ranked by assets in 1976) and finds that 30 percent aj&ity owned and 38
percent minority owned, leaving only 32 percent under management control (1978: 78
79). Thus, there is a Canadian ruling cl as
American capital and distinct from upper tier managenthat exerts control over the
Canadian economy through a strong equity position.

Niosi (1981) goes on to contest the claims of Canadian nationalists who saw
Canada as being under the dominion of Amer
hesuggestf |l ays a dominant role in Cand)Hs and i

examination of Canadian multinationals (1985) finds that Canadian firms, while small in
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comparison to large American firms, are nevertheless on par in terms of sales and assets
with Japanese and European multinationals
operate in stable oligopolistic markets and account for an overwhelming percentage of
Canadian direct investment abroad: 86 percent is attributable to 65 firms and 65 percent

is traceable to just 16 giant firms (1985: 170).

In terms of explaining the growth of large firms, Veltmeyer (1987: 27) draws on
the Monopoly Capital school of Marxism and identifies two processes: first, large firms
have higher than normal rates of fit@nd so grow through internal accumulation; and
second, large firms consolidate competing units through merger. Also working within
the Monopoly Capital school, Houten (1991: vi) tries to measure concentration in the
corporate sector. He identifies 500 the largest firms, ranked by assets, and finds that
they control an additional 3,130 firms and account for 64 percent of assets and 64 percent
of profit (as of 19887). If this level of asset and profit concentration appears high, the
concentration ofownership is far more pronounced. Houten (1991: 94) identifies the
eight largest Canadian conglomerates and finds that they are controlled by nine families.
When the shares owned by the Big Five banks are excluded, he estimates that this small
cligue contolled more than half of the shares traded on the TSE 300 composite index.

Carroll (2010) examines corporate power from the Marxian standpoint of class
power. Corporate power, he states, manifests itself in the highly unequal distribution of
control over resources. This division between those who do and do not control resources
creates unilateral dependence of the latter on the former. This dependence enables the

controllers of resources to 6frame agendas
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wor ker s, communities and states (2010: 2) .
corporate sector in Canadafrom194® 76 and found that the 0si
generated by Levitt (1970) and other Canadian nationalists was false. Likg19id8),
Carroll sees an indigenous capitalist class that preserved and even expanded its
accumulation base across all sectors of the Canadian economy.

In mapping the social network of interlocking directorates, Carroll finds that
Canadiancontrolled firms remain at the centre while Americaantrolled firms sit on
the periphery. Updating and expanding his analysis, Carroll (2010: 55, 104, 125) maps the
inter-corporate ownership of the top 250 Canadian firms across the last quarter of the
twentieth centuryand finds that, contrary to Levitt and the dependency theorists of the
1970s, Canadad6s corporate elite are natior
make up the largest fraction of the elite, with family control increasing in the last quarter
of the twentieth century (albeit through intecorporate ownership), which means that
the depersonalization of control associated with managerialism still does not apply in
Canada (2010: 262).

Blending economic sociology with biography, Newman (1975;; 1195%8)
examines corporate power by chronicling the full life cycle of the Canadian
Establishment, from schooling and upbringing through professional life, home life, club
membership, consumption patterns, business conquests, political exploits, pedgaillo
and finally, death. Newman estimates (1975:-H48at, as of the mid970s, the
Canadian Establishment is made up of approximately 1,000 finea n duntitl e

ari stoowhacpde a Osurppespatgl gt icognpgroeup@| &
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kind of informaljunta | i nked much more closely to eac
power , he says, resides in their o6ability
Apolitical and cul tural as wel | rmemightc o n o mi
guestion the existence of such a social entity. To the skeptics, Newman states:

The existence of an Establishment i s not so

It is the hidden hand behind the hidden hand that organizes the meapoddiction,

decides who gets what and how much, when things get done and why they get vetoed

(1998: 10).

In the first volume, Newman sees the Establishment as differing from its forebears

insofar as wealth and authority used to centre on powerful fasnibet in more recent
times it is to be found in sprawling national corporations. The shift from personal to
institutional power, however, does not signal a shift topéesonalized managerial

capitalism. Newmands r es e aQreahzeslthatdheliseasily m t o

replaceable, that there is no substitute for ownership, that the only real security lies in

establishing a strong equity positiond (19
believe, 6i s a s y s t se lacking fthe pestraintsa bfepublgo v er n
accountabilityd with the | argest firms act

who might think this signals a conspiracy,
need to conspired aftordotthlreey g ihmmateallyhleeyn sscanmet
recognize so few conflicts of interest bec

542)%

% The second volum&@he Acquisitqk981), is essentially an extension of the firish a Westward tilt.
The first volume centred on the commercial and industrial centre of Cama@mtario ard Quebedi
while the second shiédto the newy flush,resourcerich Canadianwest.

115



By the third volumeTitansthings had changed considerably. Newman announces
t hat the OId Eesadad | asd meartat i sCa o dhiioawn h as k
meritocracydo (1998: X 1 @corporéta elite, dodbe sure, arsdtits | | d
members move in and out of federal government cabinet seats, direct cultural institutions
govern universities, and pehaps mo st I mportantly, act as
hidden hand that organizes means of production, decides who gets what and how much,
when things get done and why t?fTeeyTitagseds vet o
he descri bes ptehsmnadcrHeoat unes instead of
perception of what things are worth (Newman 1998:-805

Fleming (1991: 158) also documents the life activities of the powerful and notes
that the O6overl apping ndl gioivemaimemd bhest wee
largely one way flow of emoliticians and bureaucrats into corporate boards and
management teamsd. Take Peter Munk, for ex
of Barrick Gol d, t he wor | dahe largeatrCgmadian g ol d
domiciled firms. Munk appointed former Prime Minister Brian Mulroney, Francis (2008:
195) reports, to the board because he has
both social and business or minkagl ai ms p ur mEts Newhan (1898:c192), d
Munk explained that he put Mul roney on th
contacts® and O6knows everyamecthatsosdi nSub

relationship between dominant proprietors and governing daficin Canada.

#'Clarke (1997:-6) describes the new corporate politics or ¢
coupd and O6hostil e takeovédente juddes bhb hew pdlitRdd &8ty ase c ho e s
involving corpor-attomenatsaamabhiuseg Osuper
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4.4 What are the Questions?

Let 6s sum up. First, Canadi an political
developmental trajectory is unique in many respects and, with the exception of those
working within the neoclassical school, have sougtglanations in the light of history.
Second, international scholars working from numerous perspectives recognized that the
advent of the modern corporation changed capitalism in fundamental ways, especially as
it pertains to the organization and exercisepmwer. Third, the majority of studies on
corporate power in Canada have argued that the corporate sector is dominated by an
elite, but contrary to managerial suppositions this elite is largely comprised of
proprietors with strong equity positions in thi@ms they control.

While tentatively accepting the validity of these studies, there remains much to
be understood. To begin, most of the studies on large firms in Canada are too dated to be
of much use today. The bulk of the studies on the structur@mpiocate ownership, for
example, were conducted prior to the CUFTA and the NAFTA. The two decades since
the trade and investment liberalization regime was instituted may have radically altered
the structure of corporate ownership in Canada. Accordinglyap@dr 5 will (partially)
map the structure of corporate ownership, and in so doing, update the historical picture.
Second, existing studies are insufficiently attentive to how corporate power can and
should be measured. Chapter 5 will also evaluate théaeafory utility of the various
ways of measuring corporate power before exploring what the actual metrics of

corporate power tell us about the evolution of large firms in Canada. Third, if corporate
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power has grown in recent times, we should wish to ustierd the growth pathways

that large firms have historically traversed. One such growth pathway, mergers and
acquisitions, will beprobedin Chapter 6. Fourth and finally, we should wish to know if
there is a relationship between the relative size of éngdst Canadiabased firms and

the distribution of incomdi a subject we will explore in Chapter 8 and 10.

There is yet to be a study that empirically documents and quantitatively maps the
changing structure, composition and performance of the largesadianbased firms
across the entire postwar efla. Chapter 5 we will take up the managerial hypothesis as
set out by Berle and Means (1932) by questioning whether concentration in the corporate
sector has increased and whether control has delinked fiwneship. Addressing the
manageri al hypot hesis wil/ be a first

meaningful concept in the Canadian context.
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CHAPTERS

Maple Leaf Multinationals:
A Profile of Dominant Capital'

In a system agpocate concentration the result of competition is some sort of plannir
and pl anning does not reduce power
essentially, a-statist political institution.

- Adolf Berle (1955)

Is dominant capital a meamgful category in the Canadian context? If it is, how many

firms comprise this bloc? How have the largest firms performed over the postwar era?
Has dominant <capital 6di fferentially accum
universe in Canada drhas it beaten global benchmarks? Is the corporate sector manager
controlled or is wultimately authority wiel
the corporate sector become over the past century? The three chapters in Section |
outlined some congrual tools, furnished some historical context and reviewed some of

the relevant literature as a way of preparing us to deal with the matter at hand: large
firms or 0domi nant capital 0. Capital i s
conspicuous instittional form is the multunit, verticallyintegrated, globallscaled
corporation. The present chapter will identify and map the evolution of the largest
Canadianbased firms over the postwar er a, ar g

meaningful catgory in the Canadian context.

The term o6mapl e fouadirfBlissna98%: 48h)at i onal sd i s
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In making this argument, the managerial view of contemporary capitalism (which
gained a lot of academic traction over the past century) will be challenged. Specifically,
the present chapter will demonstrate that corporate cemtration has increased in
recent decade8 reaching a historic extrenmi@ but the associated increase in corporate
power hasnotbeen mitigated by a separation of ownership from control. To a great
extent, large firms remain under the control of dominpragprietors, whichmeansthat
an increase in the level of concentration has simultaneously served to increase the power
wielded by the small cluster of families and institutional investors that own the largest
firms.

The argument will be delivered in tesections. The first section will sketch an
image of the corporate sector in the aggregate before specifying the bloc of firms that
make up the proxy for dominant capital. The second will demonstrate that, despite the
appearance of high turnover amongst top Canadia#hased firms, the relative position
of the largest firms is remarkably stable over time. Once the longevity of the largest firms
has been established, the third section will review how the various schools of thought
have tried to measure caate power. This review will serve as a backdrop to the fourth
section, which will map the history of corporate profitability in North America.

The fifth section will begin to assess the managerial view of contemporary
capitalism by exploring how measwr®f aggregate concentration in Canada fluctuated
over the postwar era. The sixth will pldt & B differential measures of corporate power
and assess their usefulness. The seventh will explore the history of corporate ownership

in Canada by reviewing sonoé the most important studies on the subject. The eighth
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section will try to add to that literature and update our historical picture by mapping the
structure of ownership for the largest Canadiaased firms. The goal will be to sort out

if dominant capial is manager controlled oruftimate control resides with owners. The
ninth section will contrast the performance of the Canadian corporate sector as a whole
and dominant capital in particular against global benchmarks and assess the extent to
which the corporate sector in Canada has globalized over the past century. The chapter
will close with a summary of the findings and an elucidation of some falfpw

guestions.

5.1 The Canadian Equity Market

Ideally, our study would examine the largest firms in @enadian corporate universe.
However, lack of publically available data on privately owned corporations compels us to
restrict our focus to the universe of publically traded fifm@anadian stock exchanges
date back to the 1830s with the creation of la@king system, but the number of firms
listed remained very small until the twentieth century. At the time of Confederation, for
example, the Toronto Stock Exchange (TSX) only had 18 issues trading and the Montreal
Stock Exchange (MSE) had 64 listings. (e eve of the First World War the TSX had
grown to 200 listings and by 1936 it was the third largest stock exchange in North
America.

During the twentieth century other exchanges were added in Vancouver (1907),

Winnipeg (1909), Calgary (1913) and Ednoont1953). The Canadian equity market was

2 The following historicaloverviewis derivedfrom Forbes and Johnston (198@B)5nd a historicafact
sheeffromt he T MX (ZBi2pcompanyebsite:http://www.tmx.com/en/pdf/TMXHistory.pdf.
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re-configured in 1999: thereafter the TSX would host the trading of senior equities, the
MSE would handle derivate trading and the smaller exchanges would combine to form a
venture exchange specializing in juniaugies. Two years later the TSX absorbed the
venture exchange and in 2007 the TSX and MSE merged to form the TSX Group, a fully
integrated exchange. Because the TSX was the largest exchange throughout the latter
half of the twentieth century (listing thenajority of large firms) and because reliable
long-term data pertaining to the TSX are available, it will occupy our attention.

Ouir first task is to disaggregate the corporate sector with a view to answering the
question: how do we specify the number pftsiin dominant capitaf?There are multiple
ways to answer this question. N&B (2009: 316) note that one way of delineating
dominant capital from the universe of firms is to use a Gini index. Mapping the entire
distribution of the corporate universe wouldnable us to overcome the arbitrariness
associated with selecting a eaff point. The difficulty with this method, they note, is
the lack of available data. In the Canadian context, Krause and Lothian (198%9.23)22
note that the selection of an artary cutoff point can easily obscure the picture. They
use the Gini coefficient to map the concentration of corporate sales, profits and assets
between 1977 and 1986, noting that had they selected the top 25 firms (ranked by sales)
there would have beemancrease in the overall level of concentration, but had they
selected the top 1,000 firms there would have been no change.

Despite the difficulty associated with determining a -aft, the ease associated

with such a method impels us to use it. The & firms ranked annually by equity

® Bearing in mind thathte meani ngful ness of 6domiextacantonlctepi t al 6
assessed at the end of the dissertation.
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market capitalization will be used as a proxy for dominant capital. There are four main
reasons for selecting the top 60 firms. First, the TSX has an indexhe 0 MSX 600
which investors use as a large cap benchmarortee the S&P 500 is one of the main
equity benchmarks in the U.S., and given that the Canadian political economy is
approximately ondenth the size of the American, utilizing 60 firms gives us a
proportionate measure. Third, the Forbes Global 2000 isadrtee most high profile
global equity listing in the world and its selection of the top 2,000 global firms, selected
on the basis of sales, profits, assets and market value, usually contains 60 or so €anadian
domiciled firms (in 2012 66 firms made tre, lup from 60 in 2006). The fourth reason
for choosing 60 firms is practical usefulness, but this can only be demonstrated as we
proceed through the remainder of the monograph. In the final analysis, utilizing the top
60 as a proxy for dominant capital only justifiable if it reveals phenomena that would
otherwise remain undisclosed.

With our proxy for dominant capital identified, how do the top 60 firms fit into
the structure of the Canadian equity market? Table 5.1 presents some basic information
abaut the universe of listed firms as of May 2012. At that point, the entire equity market
was made up of more than 4,000 firms worth some two trillion dollars. However, 98
percent of that value was attributable to the 1,600 or so firms that made up the TSX.
Because the market value of the Venture Exchange is comparatively insignificant and
because data for it are unavailable until recently, our focus will be on the TSX proper.

The top 60 firms on the TSX account for less than 4 percent of the total nund&at) @f,

123



firms, but make up 60 percent of the total market value, thus signalling a very high degree
of concentration.

The average equity value of the top 60 is $20 billion, which puts it well above the
0t ypi cal 0-off dd $10 billion. &y settt@ntof the top 60 is further justified
when we consider the magnitude of the change associated with the top 100 or the top
200 firms. Adding 40 firms to our sample of 60 would only raise the level of
concentration from 60 to 70 percent. Adding 100 maneasfito that sample would only
boost the concentration from 70 to 78 percent. Thus, we can safely conclude that

selection of 60 firms is not too small.

Table 5.1
The Canadian Equity Market: Aggregate and Disaggregate Views (May 2012)

TSX Venture Top 60 Top 100 Top 200 Total Market

Issues Listed 1,587 2,567 60 100 200 4,154
Equity Value

(Billions $CAD) 1,965.5 43.5 1,210.5 1,3979 1,573.4 2,009.0
Percent

Total Value 98% 2% 60% 70% 78% 100%
Average Size

(Billions $CAD) 1.238 0.017 20.174 13979 7.867 0.484
CutoffValue

(Billions $CAD) 7.179 3.010 1.088

Note: A handful of firms were removed from the disaggregate measures (General Motors, for example) because they are not
headquartered in Canada. Values are as of 31 May@fir2e TMX Gr oupds Equity Financing Statistic

Letds turn from the structure of the e
Table 5.2 portrays the decade average share of total market value attributable to the

seven largest sectors: finance, materials, oija®%, industrials, telecom, utilities and
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technology® The first three sectors make up the bulk of the Canadian equity market. In
2010, for example, finance, materials and oil & gas accounted for 77 percent of total
market value, up from 46 percent in 19TGe next four largest sectofis industrials,
telecom, utilities and technology only accounted for 14 percent of total market value in
2010. This is in stark contrast to 1975, when industrials, technology and utilities together

accounted for more tharalf the valuef the total market.

Table 5.2
The Sectoral Distribution of the Canadian Equity Market
(Percentage Shares of Seven Major Sectors: D¢cade Averages
Decade Finance Materials Oil & Gas Industrials Telecom Utilities Technology

1970s  13.0 28.5 159 9.6 0.4 9.8 16.3
1980s 16.8 16.0 24.5 7.2 0.6 4.9 12.7
1990s 21.9 12.0 21.2 5.7 11 4.3 12.0
2000s 294 10.6 22.7 4.6 4.7 3.6 8.3

Note: For the 1970s, the data begins in 1973 for all the sectors except Telecom, which beginsSouté&a.-homsonReuters
Datastream Professional.

The information in Table 5.2 raises two significant issues. In thel®i@s, the
Canadian equity market was distributed between six sectors, so there was a fair degree
of diversification. This sectoral diversificatiorm$ been reduced in recent years, with
three sectors comprising a strong majority of the entire market. Given this, we should
expect the majority of the top 60 firms to fall into finance, energy and materials. Second,
the shift in relative weight between éhvarious sectors might suggest high turnover
amongst the constituent members of the top 60. Does the dramatic change in sectoral

distribution signal high turnover amongst the largest firms?

* The Materials sector includes firms that control the discovery, development or processing of raw
materials This will includethe mining and refining of metals, chemical products and forestry jgtedu
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5.2 Survival and Longevity amongst Large Firms
N&B (2009: 316) arguthat we should not expect corporate membership in dominant
capital to be stable across time given th
accumul ati on. Il n support of their content.i
that a ruling group emains a ruling group so long as it can designate its successors. But
this line of reasoning seems askew. Surely the individuals who control the largest
corporations in Canada do not nominate successorstherfirms. If a corporation is
dislodged from tkb ranks of the top 60 it is a near certainty that its institutional
replacement is not handpicked. In eparty authoritarian states, succession is one of the
primary tasks of the upper echelon of the ruling party and considerable energy is spent
cultivatin g and selecting repl acement me mber s ;
captures the power dynamic in those settings.

In the corporate world, however, nomination happens within firms, not between
them. The absence of competition between political partiea oneparty state confers
enormous power on the top tier of the ruling party. The presence of competition between
large firms, however faint, reduces power at the top of the corporate hierarchy. In short,
power and competition are offsetting, not compkamary. At the top of the corporate
hierarchy we find the nomination of successors within firms and the displacement of
competitors bet ween firms, whi ch makes Or
succession inappropriate.

There is another way of thimkg about the relationship between the stability of a

dominance hierarchy and powdr.n descri bing the process ¢
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Schumpeter (1942: 84) ar gues that <capitalism is a i
6capitalist enndii men® ias lkepcton@iemuence of n
methods of production and transportation, new markets and new organizational forms.
Others have long noted this, Schumpeter admits, but most failed to grasp a more
fundamental fact: capitalism not only mthisters existing structuresit creates and
destroys them. This O6creative destructiond
a corporate hierarchy should be mitigated (potentially, if not factually).

Because the corporate institutions thertves rise and falii are created and
destroyedii the politicakeconomic power bound up with the corporate dominance
hierarchy is less secure than the power associated with governmental or state dominance
hierarchies, which are more permanent. For exantpke,Canadian Government is a
more stable institution than, say, Barrick Gokk far as liberablemocratic societies go,
state power is often assumed to be tolerable if it is constitutionally circumscribed, but
also if the people who wield power do not tianto it for an indefinite period of time.
Governmental power, in other words, is restrained through the competition associated
with regularly scheduled elections. Though the corporate world is not subject to popular
elections, competition has the effe@gain, at least potentially) of dislodging people
from occupying the top of the (corporate) dominance hierarchy indefinitely, thus
mitigating the power found there.

If we are to meaningfully speak about corporate power we should expect to find a
higherdegree of stability amongst the constituent members of dominant capital than we

would find lower down the corporate hierarchy. The greater the power at the top of the
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corporate hierarchy, the more stable it should be as an institutional grouping. Lower
down the corporate hierarchy we would expect to find rapid turnover and even failure as
small and mediunrsized firms succumb to the pressure of changing market conditions.
High turnover and failure amongst small and medsimed firms is one of the features
separating the highly dispersed power of the corporate universe from the highly
concentrated power of dominant capital. Longevity within the ranks of the top firms is
one indirect way of assessing corporate power, so how stable are the largest Ganadian
basd firms?

Boothman and Austin (2005) track the survivaltlbé largest norfinancial and
industrial firms between 1973 and 2003, noting that many disappeared across this period.
The decline of Eat o+#éguson dhd SeagnaimsshHokedald, Mas s
names in Canadd si gnall ed the failure to 6constr
Boothman and Austin quote MationaPostarticle which stated that only 16 of the 40
firms on its 1964 list of large firms made it to hé n a n ¢ 2083 listd? thestopHBO
firms.

Boothman and Austin capture the magnitude of the turnover amongst large
Canadian firms with data reproduced in Table 5.3. The sample is split between non
financials and industrials, with two batches of firms selected for each domeplarger,
one smaller). Their research shows that among the two groups of the largest firms (top
50 nonfinancials andop 25 industrials), only 40 percent of the sample survived from
1973 to 2003. The disappearance of 60 percent of the largest fiome generation
suggests a high degree of turnover. They also note that the wider samples (100-top non
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financials andop 75 industrials) indicate another interesting phenomenon: the lower we

go in the rankings, the higher the turnover, with andour firms surviving to 2003.

Their research demonstrates that approximately half of the firms in the two wider
samples were added since 1988. Despite the seemingly high turnover, they stress that

most firms disappeared as a consequence of merger. Outright p&okwas rare (2005:

34).
Table 5.3
Survival and Longevity among Large Canadian Firms
Percentage from the 1973 Group
Sample 1973 1988 2003

Top 50 ndimancials 100 62 40
Top 100 nbinancials 100 52 29
Biggest 25 industrials 100 68 40
Biggest Wilustrials 100 53 24

Source:Adapted from Boothman and Austin (2005: 35), Table 2.

Some might be tempted to suggest that the decline of large firms is a consequence
of changing consumer tastes or new technological imperatives. This is not so, they stres
Amongst the | argest Canadian fir ms, onl vy
they playedd (2005: 35), meaning the turnce
sectoral rise and decline. Rather, the sectoral distribution of large firms rmedhai
relatively constant. This suggests that the seemingly high turnover amongst the largest
firms, which would have signalled less power at the top of the corporate hierarchy, is
mitigated by the fact that very few large firms actually fail. If firms gisap from the
rankings of the top firms it is far more likely that they do so as a consequence of merger
than of failure. Whatoés more, some firms f

altogether; instead, they slide down the hierarchy to a tqyesition.
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How does turnover amongst large firms compare with turnover in the corporate
universe? Research undertaken by economists at Statistics Canada indicates that the
average yearly exit rate across the private sector is nine percent (Ciobanu argd Wa
2012). The exit rate amongst the | arge sam
roughly three percent. This latter exit rate, recall, included firms that were acquired as
well as those that failed. If large firms disappear, it is far likeliat they do so as a
consequence of merger; if small or medairad firms disappear, it is far likelier that
they do so as a consequence of bankruptcy. Given the much larger size (read: power) of
the top firms, it isnduchbwerpri sing that th

Sability amongst the top firms is reinforced when we consider data in Appendix
A. There, the top 100 firms are listed according to equity market capitalization in 2012
along with their stock market listing date and their effective founditage. The mean
effective founding date for the top 100 firms is 1943. For the top 60 firms it is 1928. The
| argest firms in Canada are generations, n
play amongst the largest firms and if they failed atte of 9 percent (or even close to it),
we would expect the average effective founding date of the largest firms to be
comparatively recent. This is not so. The average effective founding date of the top 20

firms is 1899; for the bottom 20 (of the top 10@ 1972. The larger the firm, the older

® To calculate theaveragee x i t rate amongst the | arger two sampl e
study we can use the following formul&xit Rate = N = | x &lr)". &Ndstands for the perceageof firms

that survive until the end of the perid ( 4 0 pisands &nthe)time sPpan (1973 to 2003, or 30 years)

and ddstands for the initial percentage of frmsn t he sampl &, ( 0O t her exivretr)a;g ed «
rate, is what we are trying to determine. Thus:=00 x (1r)*, therefore the exit ratg, is approximately

three percent. Note that the average annual exit rateongstlarge firms ighree percent which ismuch

lower than the exit rate ofiine percentfound inthe corporateuniverse(the lattertabulatedby Ciobanu

and Wang 2012).
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the vintage. A few higprofile failures/takeovers have done little to dislodge the largest
firms from their position of dominance.

To recap, the Canadian equity market is highly skewed in its sectoral diswibuti
toward finance, energy and materials. It is also highly concentrated in terms of its market
value. The top 60 firms, which we will use as our proxy for dominant capital, account for
60 percent of all market value. Many of these firmsdate the twenteth century
(indeed, some prdate Confederation) and despite the appearance of high turnover,
member ship at the top of the corporate hie
a snapshot of the recent pa s ticlingtWhchanginge 6 r e
power of dominant capital. Has the power of dominant capital increased over time? This

guestion presupposes another: how should we measure corporate power?

5.3 Measuring Corporate Power

In Chapter 4 we saw that institutionalists, manag#ists, Marxists and to a limited
extent, liberals, all agree that the emergence of the modern corporation fundamentally
reorganized power in capitalism. Have these schools of thought tried to measure
corporate power, and if so, how? Berle and Means neeasuporate concentration
(which is understood here to be their proxy for corporate power) by determining the

proportion of manufacturing assets under the control of the 100 largest manufacturing
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firms® Using this metric, they find that concentration ireased from 40 percent in 1929
to 49 percent in 1962 (1967: xxix).

Two related difficulties plague this method. First, comparing concentration at
two points in time ignores everything in between, which might lead to erroneous
conclusions, especially if @adatum comes at a different point in the business cycle.
Second, there is a good deal of ambiguity
corporationd. Wi th the rise of congl omerat
many large firms had mafacturing operations while maintaining financing and other
divisions. This raises a broader questibrone which both Veblen and N&B tackle: why
do we distinguish financial from nefinancial corporations? The relevant distinction is
not between manufaating and financial corporations, but between business and
industrial activities. All corporations are businesses, by definition, so our focus should be
on the corporate universe as such, independent of what (industrial) activities a particular
corporationcontrols.

Institutionalists like Dugger (1985; 1988) claim that power is bound up with size.
I n his view, O6power and size interact in a
to | arger size and | arger s imsefadcaudingdor t o mo
size (power), Dugger employs the IRS classification of large firms, defined as assets above
$250 million. He then compares the proportion of corporate assets, revenues and net

income at two points in time: 1965 and 1982. The shortgpmith this method is that

® Means (1983: 467) later clarified his thinking on corporate power, saying that he was not referring to
O6monopoly tpotwer powbot t hat 0 a r e cengpeatitiom amongraddwllayge f r om  «
independent corporationand is reflected in the pricing discretion in the hands of individual competing
enterprisesd.
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the cutoff of a large firm remains constant over time at $250 million while the general
price level increases, so the increase in concentration (if it is to be found at all) will tend
to be overstated as inflation makes morenfirrise above the size threshold. Dugger was
on the right path, however, in rejecting industry concentration ratios. The rise of the
conglomerate corporation, he suggests, means that many large firms operate in several
unrel ated markehanandl habbpedpuvebsy (L985:
Also working within the institutionalist school, Grant (1997: 453) reviews seven
different ways that corporate power can be measured with a view to determining which
technique can be used to generate testable hypotheseseMen measurements include:
(1) industry concentration ratios, (2) aggregate concentration ratios, (3) the density of
corporate interlocks, (4) the profit share of national income, (5) the ratio of the marginal
product of labour to the real wage, (6) oni density and (7) the proportion of total
government revenue derived from corporate taxes. As he sees it, the latter two represent
the most promising methods for measuring corporate power.
Gr a nasséssment seems unwarranted. In Chapter 9 we will s&euthion
density is a good approximation for the institutional power of organized labour; it is not
a good approximation for corporate power. As for the proportion of government revenue
coming from corporate income taxes, this metric does not adequajeiyre corporate
power for the simple reason that as the corporate profit share of national income grows,
so too does the percentage of government revenue retrieved from those profits (assuming

the fixity of corporate income tax rates). To remedy this defa better measure of
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corporate power vistvis taxation is the effective corporate tax rate differential taxation
(a subject that will be probed in Chapter 7).

Marxists have also tried to develop measures of corporate power. Bowles, Gordon
and Weisskpf, for example, try to connect gyrations in corporate profitability with
Social Structures of Accumulation, highlighting the importance of power and struggle in
determining profitability (1986: 132). They take as their sample the domestic, non

financalor por ate universe (the o6capitalist cor

([@))

profitability. The first they called the
capital income (net profit plus net interest) to the capital stock (net fixeditedystock
plus inventories). The second is Tobinds C(
capital assets to the current net replacement cost of capital assets (1986: 135). As a
political sociologist of Marxian persuasion, Domhoff looks at cotgopmwer through
the lens of class domination and understands this type of power to manifest itself as
di stributive power -10)x In éopt@asv torBowey, &ordon gn@ 0 0 2 :
Weisskopf, Domhoff uses the distribution of personal income and wealth proxy for
corporate power.

Corporate profitability and the top income share will both be utilized as broad
measures of institutional power. However, if N&B and Veblen are correct in their claim
that capital is financial wealth, then tryingtomeasur cor por at e power usi
stockd or O6capital assetsd is an i mpossibi

as they are understood by neoclassical and Marxian economists, are themselves fictional.
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Corporate profitability (benchmar&d against GDP) and the top income share will be
used as broad proxies for power.

Not everyone is persuaded that corporate power can be accurately measured,
much less that it is increasing. Tullberg, for example, argues that many critics of
globalizationexaggerate the power of corporations when they compare corporate sales
to national GNP, which makes the largest global firms appear as big as rszadn
countries (2004: 326). As faddedéstbt natomp
yields a moreaccurate comparison. Roach (2005) would have us believe that the
empirical research used to bolster the claim that multinationals possess huge political
power (or that it is increasing) is thin. The problem, he says, is that we lack a consensus
measure oncorporate power. Industry concentration ratios are a common way of
measuring market power, and by this definition many U.S. industries are oligopolistic,
but he notes that there has been little change in these ratios over the past few decades.
National cancentration ratios are not much better because they fail to capture the impact
of foreign competition and they do not account for conglomeration (Roach 2005: 32).
Aggregate concentration ratios, Roach continues, partially overcome these shortcomings.

By this measure, corporate power in the U.S. increased during the 1990s. Roach goes on
to mention the ©O6countervailing powerd arg
asserted that union membership is one limit on corporate power. Union membership has
declined Roach notes, in 13 of 19 OECD countries, which he takes to mean that corporate

power has increased in those jurisdictions (2005: 33).
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As a preliminary way of assessing the aggregate power of capital, N&B use the
capital share of national income, compdsaf corporate profit and net interest (2009:

2734). This is a much simpler and more straightforward way of measuring capitalist
power. Despite the attractiveness of this measure, this study will begin to analyze
corporate power by charting the corporgpeofit share of national income. This is the
more appropriate metric for two reasons. First, this study is focused on the largest
corporate units in Canada and corporate income comes in the form of profit. Second, if
one of the core aspects of corporateveois control over employment levels, and if the
distribution of corporate revenue between owners (in the form of profit) and workers (in
the form of wages and salaries) manifests a type of struggle, it makes more sense to
utilize profit as a measure obwer than profit plus net interest.

A note about data sources before proceeding. This study utilizes data from
multiple sources, but disaggregate data on the largest Canadian firms are taken from the
Canadian Financial Markets Research Centre (for theopet9501959) and Compustat
through the Wharton Research Data Services (for Z48(®). The completeness of both
databanks diminishes as we go back to the early years of the postwar era. Gaps were
filled using company ann uGColporateédMprualsttrsough bt ai n
Mer gent Webreports and vari ous i ssues of
Companies. The picture that emerges from these sources is undoubtedly imperfect, but is

detailed enough to give us the historical impression we are after.
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5.4 Corporate Profitability in North America

Now that we have reviewed how others have tried to measure corporate power, we begin
with the corporate profit share of national income. Figure 5.1 docunsggeegate
corporate profit and the profit of the topO6firms in Canada (both as a share of GDP)
from 1926 and 1950, respectively. magonal corporate profit share peaked in 19%D
before beginning a secular decline, bottomed out in the early 1990s just as the TAIL
regime came into effect and then surggavard over the past two decades. The profit

share of the top 60 firms took a similar path: secular decline from the 1950s through early

1990s followed by a secular rise over the past two decades.

Figure 5.1
Corporate Profit in Canada: Aggregate and Disaggregate, 1926-2011
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The pattern exhibited by the top 60 firms becomes more reméekahce we
recognize that, in principle, its share of national income should shrink over time. Over
the six decades from 1950, the number of units in the numerator is held constant at 60
while the number of entities that make up the denominator (GDP acaltetonomic
activity) increased many times over. The fact that the top 60 managed to nearly double
its share of national income to 7.3 percent in 2006 from 4.1 percent in 1950 signals an
enormous increase in the power of the largest firms. Both measiggsssuhat the
power of corporations declined during the early decades of thevpasera, only to
rebound in the neoliberal era. But is this pattern unique to Canada?

No, itds not . Figure 5.2 maps the aggre
profitability in the United States. The profit share of the corporate universe, the top 500
and the top 60 firms (all as a percent of GDP) are mapped from 1929 and 1950 onward.
The national profit shareeached a high in 1942 before taking a secular declitterrizal
out in 1982 and rose thereafter to a high in 2010. In the Preface to the 1983 edition of his
Concept of the Corpordiinrcker contends that corporations are primarily run for the
benefit of employees, not owners (1946: »uK). His claim is pedicated on the fact that
the national wage bill in the United States climbed to 85 percent by the early 1980s, up
from 40 percent 100 years beforehand. The-lemg profit squeeze during the postwar
era could be one reason why managerialists concludgdctirporations were primarily
serving stakeholders rather than shareholders. The evidence Drucker marshals is not very
convincing, if only because it fails to explain why the national wage bill increased during
the first few decades of the postwar erat buen by his logic the secular resurgence of
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corporate profit over the neoliberal era suggests that corporate power has increased (and
that corporations, once again, are run for the benefit of owners).

In their investigation of the United States, N&B usee largest 100 firms as a
proxy for dominant capital. In this study, the top 500 firms are used for two reasons: first,
the S&P 500 is treated by investors as the main equity market benchmark in the U.S;
and second, the Canadian political economy is axiprately oneenth that of the
American, so utilizing the top 500 firms gives us a proportionate measure for the power
of the top 60 firms in Canada.

Figure 5.2
Corporate Profit in the United States:
Aggregate and Disaggregate, 1929-2010
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The profit share pathway of the top 500 in the U.S. diffewen the corporate

universe, having risen from the 1950s through 1980 before taking two deep dips in the
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early 1990s and 2000s. In the past decade the profit share of the top 500 surged. Like the
profit share of the top 60 in Canada, the top 500 measuréhe U.S. also rose
dramatically between 1950 and 2006. The profit share of the top 60 in the U.S. is also
included in Figure 5.2 to highlight the scale difference between the top firms in Canada
and the U.S. In Canada, the profit share of the top 60uated for more than 4 percent
of GDP in 1950 and nearly reached 8 percent by 2006. The profit share of the top 60 in the
U.S. began at a similar level, 3.6 percent, but only rose to 4.8 percent by 2006 before
settling at 4.2 percent in 2010. Interestinglpe pattern of the top 60 in both
jurisdictions takes a similar course, moving horizontally for the first four decades before
pushing upward over the last two decades.

Letds turn our attention away from th
aggregate cgwentration, and in so doing, begin to address the managerial view of

contemporary capitalism.

5.5 Aggregate Concentration

The managerial hypothesis advanced by Berle and Means (1932), to restate, posits that
three related processes reconfigured the propeelyime in America: an increasing
concentration of corporate assets, coupled with an increasing dispersion of stock
ownership, resulting in a separation of ownership from control. Despite the widespread
influence of the separation thesis, not everyone faupdrsuasive. Zeitlin (1974; 1989),

for example, contends that the evidence supporting the managerial thesis is thin and that

we should not treat its validity as a social fact. His claim emerges out-examenation
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of the data Berle and Means utilizéeitlin finds that in approximately half of the cases
where they defined a firm as Omanagement ¢
determine the holdings of the | argest stoc
management cZeitlin tabolatds é,dily. 23 pescent of their sample of 200
firms could <clearly be counted as Omanage
evidence for the separation thesis is weak then there is good reason to think that large
corporations continu¢o be controlled by proprietors (1989: 9).

Herman (1981) questions whether the profit motive was ever weakened by the
rise of salamor i ent ed manager s. As he sees It [
managerial interest in profits, which supposedly sk result from the decreased
i mportance of direct owner c¢ontl3oMizruchhas no
(1987) reviews the manageri al debate and
contention. Management never displaced ownerdascontrollers of corporate America;
the structure of the upper class, he argues, remains intact.

In Chapter 4 we reviewed how Canadian scholars responded to the managerial
hypothesis, noting that it was accepted by some and contested by others. Clement
appears to accept manageri al suppositions
capitalism is to concentrated and that I ar
(1975: 31). Despite the high level of corporate concentration in Canada, Pmgethad
the trend from the 1930s through the 1960s appears to be flat, not rising (1948).239
What 6s mor e, ownership has not del inked f

6atypical 8. Porterds skeptici s msear¢thpositsnager

141



that two-thirds of the largest Canadidmased corporations are controlled by individuals
or families, leaving only ofikird under the control of management (1978: 167). Carroll,
too, notes that the corporate sector remains controlled bglthrg families and that this
form of control increased in the latter quarter of the twentieth century (20163202

Has concentration increased in the Canadian corporate sector, as the managerial
thesis implies? Berle and Means focus on assets, buteaemoompassing view would
include revenue, market capitalization and profit. An increase in aggregate concentration
will be interpreted as an increase in power among the largest firms and vice versa. Figure
5.3 displays the share of corporate assets anmbie revenue accounted for by the top
60 firms from 1961 and 1965, respectively. The two metrics are tightly and positively
correlated over five decades and followed an upward, Vikkepattern (despite the
differences in scale).

Asset concentrationnicreased from 27 percent in 1961 to 46 percent in 2010.
Given that there are approximately 1.5 million corporations in Canada, the fact that the
top 60 accounted for nearly half of all corporate assets in 2010 signals a startling degree of
concentration. he concentration of corporate revenue amongst the top 60 firms also
followed an upward tilting wavdike pattern, but its overall level is much lower and the
increase was less pronounced than in the case of assets. Between 1965 and 2010,

aggregate revenwencentration increased from 14 to 24 percent.
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The mttern of asset concentration reveals why scholars in previous decades were

Figure 5.3
Aggregate Concentration in Canada I,1961-2010
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Corporate

Manual s

Business Top 1000 Companies (various issues I@862010); total corporate revenue
from the Dominion Bureau of Statistics (1968%1) and Cansim Tables-0802 (1972

1987), 180001 (1988998) and 180003 (199&010); total corpo
Tables 378052, 378055 and 378072.

rate assets from Cansim

Mer gen

unable to detect increasing concentration. TR@yal Commission on Corporate Concentration

(the Bryce Report) is perhaps the most exhaustive study of corporate power ever

conductedin Canada. The authors state that asset concentration changed very little

between 1967 and 1976 and they were right: it only increased from 26 to 29 percent. They

further speculate that concentration had probably declined in every decade from the

1920s td

he 1970s (1978:11)

6Specul at ed
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not have continuous data in their possession; they relied upon data frorRaye
Commission on Price Spi®883, which compared asset concentration in 1923 and 1933.
The Bryce Report computes concentration ratios for 1966, 1971 and 1975 and so had
insufficient basis to make claims about lelegm asset concentration. The lack of
continuous longterm data has prevented scholars from seeing the pronounced increase
in aggegate asset concentration that took place over the last half century, partially
because the bulk of that increase came between 1991 and 2001 in thetcstasind
merger wavé.

In their study of dominant capital in the United States, N&B map aggregate
concentration over the postwar era, noting that the level and trend for both profit and
capitalization is high and climbing (2009: 318). The picture for Canada is somewhat
different. Figure 5.4 plots aggregate concentration for capitalization antaprprdfit.

The numerator in both instances is the top 60 firms ranked annually by equity market
capitalization. The denominator in the capitalization ratio is the total market value of all
stocks listed on the TSX and for the profit ratio the denominator isl joterttax profit

for the Canadian corporate universe (including listed and unlisted firms).

Surprisingly, the concentration of market capitalization ishaped: it declined
for nearly three decades before gradually rising throughout the 1980s and theg su
upward from the miell990s onward. The level of concentration in the-b880s was

roughly what it was in the early 195@s 34 percent. Given that the concentration of

"Recall: Clement and otherslied uponaggregate asset concentration data for three points in the 1960s
and early 1970s, which led them to believe thdidtnot increase during that timeThat perception was
correct based on the data, but over the half century since 1960 the trend is unmistakably upward.
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equity capitalization declined for a generation, we cannot state that concentretion
perpetually increasing Aggregate concentration for ptax profit is different. It
increased modestly in the 1950s, moved horizontally for three decades and then surged
upward after 1990. At their respective peaks, the top 60 firms accounted forc@htpef

all equity market value and 60 percent of all prdiit a staggering degree of

concentration.
Figure 5.4
Aggregate Concentration in Canada II,1950-2010
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To recap, the corporate profit share of national income and the profit share of the
top 60 firms suggest that corporate power has increased dramatinathe neoliberal

period This claim is bolstered when we consider the four different measures of
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concentration, all of which reached historic highs in recent years. What do other

measures of corporate power tell us about the development of large firms in Canada?

5.6 From AggregateConcentration to Differential Accumulation

Even though aggregate concentration is a commonly used metric to capture the power of
large firms, N&B argue that it tends to understate the actual power of big business. They
explain that this deficiency is to beund in the definition of aggregate concentration.

The formula for calculating aggregate concentration can be expressed, they say, like this:

1.  Aggregate concentration— =— X —

Where (s) stands for the average sizemeasuredn terms of revenue, assets, @tcof a

firm within dominant capital, (n) for the fixed number of dominant capital firms, (S) for
the average size of a firm in the corporate universe and (N) for the number of firms in the
corporate universe.

The level b concentration is dependent upon the differential size of dominant
capital, (s/S), which tends to rise over time as dominant firms grow larger while firms in
the corporate universe remain small, and the ratio of dominant capital firms to the
corporate unverse, (n/N), which tends to shrink over time as new firms are added to the
corporate universe while the number of dominant capital firms remains fixed. The fact
that these two ratios tend to move in opposite directions makes it difficult, they say, to
soit out what the level and trend in aggregate concentration ratios precisely signals

(2009: 3149).
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In addition to the numeric problems associated with aggregate concentration
ratios, N&B add a theoretical dimension. As they see it, the numerator and the
denominator are not only quantitatively different in scale; they are qualitatively different
sociological and politicaéconomic units. The numerator is comprised of dominant
capitalmn a group N&B assert i's cotermi negyus wi t
argue that the owners and controllers of the largest firms that make up this dominant
capital are socially and culturally intertwined, are closely connected to governing
authorities and hold a common world Vview.
Canad a n Establi shment: t hey 6recogni ze S0
themselves] because their broad interests
N&B counter, is made up of people who think and behave quite differently. Individual
units in the corporate universe tend to be small, fragmented and perhaps most
importantly, their activities tend to undermine each other (2009: 319). In short, the
organized power of dominant capital is qualitatively distinct from the disorganized
powerlessness diie corporate universe.

N&B created new measures to capture the power of large firmdifferential
capitalization and differential profiti and these measures have the potential to
overcome the statistical and theoretical limitations alluded to abdvee crucial
innovation appears to be the shift from absolute to relative measures, which may have
grown out of their critique of neoclassical assumptions about business beh&viour.

Neoclassical economics, they explain, assumes that capitalists are l&ke othd e ¢ 0 n 0 mi

® The following explanation is inspired from&B (2009: 30912) and from two courses directed by
Jonathan Nitzan aYork University, whichthe author wasnrolled in as a graduate student.
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actorsod6 insofar as they strive to maxi mize
enough: no upward limit has ever been identified toward which capitalists strive, hence
they are profit maximizers.

This assumption may be deeply iagred in the psyche of economists, they tell
us, but It wonodt help us deal with the r1e:
clue what the maximum profit of a given firm is or what the maximum return on a given

security should be. Second, capgati s t hemsel ves dondt t hink

because they dondt exist in a vacuum. Il n a
manager or gl obal i nvestor I sndt measur
maximization; it is measured againstarelate benchmar k. There exi

return which investors try to beat. Investors are conditioned to outperform rivals and
accumulate faster than the average, i.e., they strive to accunditeentially The
distinction between absolute andifterential accumulation might sound soft, almost
semantic, but it is crucial. In the United States, the main equity market benchmark is the
S&P 500. In Britain, it is the FTSE 100. In Canada, it is the S&P/TSX Composite Index.
Large corporations strive tbeat these averages and this is the broader meaning of the
term 6performanced, they argue.

From a neoclassical perspective, profit maximization relates to human motivation
insofar as economic agents are presupposed to behave in a way that maximizes net
pleasure (the difference between pleasure and pain, or in business terms, profit and loss).

This understanding does not appear to leave any room for power as motivational energy.
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Differential accumulation, on the other hand, assumes that power is a gobéeaase
power is relative the relevant measures should be differéntial.

To illustrate the point, consider Berkshire Hathaway, the holding company
controlled by billionaire investor Warren Buffet. At the height of the financial panic in
2008, B eannkiad teturn vds8 . 6 per cent . Was this the
return that year? If we are unable to answer that question, then how are we to assess the
business significance €3.6 percent? There is not a soul on the planet capable of credibly
answerirg the first question, including Warren Buffet himself. The second question can
only be answeredl indeed, is only intelligibl& by looking at some benchmark, i.e., the
average performance of a comparator group. In 2008, the average performance of the S&P
500was-37 percent . So Warren Buffetds firm ol
main equity market benchmark. Benchmarking, not maximizing, is the only game in
town and the actual measure of corporate performance. Glv&rB 6rifique, what does
the dfferential performance of dominant capital look like in Canada?

In this instance, differential capitalization is a ratio which compares the average
capitalization of a firm in the top 60 with the average of all firms listed on the TSX.
Differential proft is a ratio which also uses the average of the top 60 firms for the
numerator, but the denominator is made up of the average profit of the entire corporate
universe. Both series are plotted in Figure 5.5 (note the difference in scale between the

two axesdue to the different denominators).

° For the purposes of this dissertation, utilizinifferentialmeasures does not imply that power is trdy
motivator in politicakeconomic matters. There appears to be a vaaktyotivations propelling business
behaviour, but when it comes to the activities of dominant proprietors, dominant executives and top state
officials, power cannot be downplayed or ignored as a goal
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Differential capitalization falls fairly steadily from a value of eight in 1950 to a

value of three in 1980. By 1995 an average firm within the top 60 had risen to seven times

the average of the TSX before surging 3oir2 2007 a threefold increase in just 13

years. It is remarkable that, as of 1980, an average dominant capital firm only had 3 times

the capitalization of an average firm on the TSX. The rise from 3 to 23 in just three

decades signals that the top 60nfs have ddinked from the rest of the corporate

universe.

30

20 |

10

Ui

-10

1950-8 1
o

Figure 5.5
Differential Accumulation in Canada, 1950-2010
Ratio Ratio
2007-23
2010-
D,' 13,395
R0
4%
Differential Capitalization ﬂ 3
Ratio of the average of the top 60 firms, ranked a0

amually by equity market capitalization, and
the average of dll stocks on the TSX, Left

.
sose
.
Geosossnet ooy

1950-234
Differential Pre-Tax Profit
Ratio of the average of the top 60 firms, ranked
annually by equity market capitalization, and
the average of the corporate universe, Right
Correlation Coefficient = 0.88 brennanjordan.tumblr.com

1940 1950 1960 1970 1980 1990 2000 2010 2020

20,000

1 15,000

1 10,000

1 5,000

1 -5000

-10,000

Source:Canadian Financial Markets Research Centre and Compustat through WRDS for

common shares outstanding, closing share price and mex pr of i t ;

Moodyds

Manuals through Mergent Wbreports; Report on Business Top 1000 Companies (various
issues from 198%010); total market capitalization and number of listed firms from Global
Financial Data, TSX ReviewsReview and Factbook; total ptex profit from Historical
Statistics of Canaal Series F3 (192060) and Cansim Table 38016 (1962010); total

number of firms in the corporate universe fré&eport of the Royal Commission on Corporate
Concentratigii978: 141, Table 6.1), Cansim Tabk®0D81and the Business Register
Divisionof Statistics Canada.

Corporate

150



How do we account for this dinking? According to N&B (2009: 321), over the
longhaul and for broad enough aggregates or averages, capitalization is driven
principally by earnings, which means that the differential profit of the @0 should help
explain why the capitalization of the largest firms pulled away from the rest of the pack
(note the tight correlation between the two series even though their denominators
differ). Differential profit continuously increadeover the postwaera, but its upward
trajectory was fairly modest between 1950 and the-19i@0s. It, too, took off after the
TAIL regimewasinstituted. In 1950 an average firm in the top 60 hadtgxesarnings
234 times larger than the overall average. By 1994 ti@atcrasted 5,000 and by 2010 it
surpassed 13,000 an enormous jump in the differential size of dominant capital.

The picture that emerges usind & B ddsferential measures is somewhat
different from what we have encountered using more conventional nesadiarge firms
either failed to beat the averafje they differentiallydeaccumulatedi or they beat it
modestly during Keynesian era. Using differential indicators, the pattern began to change
in the 1980s and then reversed entirely in the 1990s jukeaBAIL regime came into
effect. Since 1994, dominant capital firms pulled away from the corporate universe and
now exhibit a historically unprecedented degree of power.

Now that we have plotted differential measures for Canada, we should like to
begin b understand their explanatory utility. How do we know that the selection of 60
firms instead of 100 or 500, for example, as our proxy for dominant capital is appropriate?
And does the use of differential measures, in particular, help explain phenoména tha

would otherwise remain mysterious?

151



When Canadians turn on the television to watch the nightly news, they are
invariably bombarded with information about the performance of the Toronto Stock
Exchange, notably whether todwn&omposmobset | p
this information is irrelevant insofar as their deyday lives go. But the gyrations of the
TSX have a direct bearing on many important decisions made in the Canadian political
economy thatloi mp act p dosdpyllies decighsby businesses about whether
to build new factories or expand the workforce; decisions by the Bank of Canada about
interest rates and the money supply; decisions by commercial banks about acquisitions
and | ending; and deci sli ontss d,y @otviemwmimend sa
the wellbeing of Canadians is tied to fluctuations in the TSX. Given its importance, how
can we explain the pattern of growth of the TSX?

Figure 5.6 plots the closing value of the S&P/TSX 300 Total Returns Index
(adjusted for inflation) and the differential profit of the top 60 firms from 1940 and 1950,
respectively. The first series is the main equity benchmark in Canada and the second
captures the differential performance of dominant capital. There is a very tight a
persistent relationship between the two series over the postwar era. The differential
performance of the top 60 firms appears to explain the inflaaidjnsted pattern of the
composite index, and by implication, the entire Canadian equity market. HBeleetion
of the top 60 firms as a proxy for dominant capital requires justification, and if reliance
on differential measures needs to demonstrate their usefulness, then explaining the level

and trend of the Canadian equity market represents a promisgmning.
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Now that we have plotted a variety of measures of corporate power, what can we

sayabout their evolution over the postwar era? Table 5.4 summarizes the eight measures

of corporate power surveyed so far. During the Keynesian era the story is mixed:

according to some measures corporate power increased, but using other measures it

decrease. The story in the neoliberal era is unambiguous: corporate power increased.

The next matter to sort out is ownership of the corporate sector. We know that

dominant capital firms, treated as a bloc, have become more powerful in the neoliberal

era. The m@agerial hypothesis implies that increasing (asset) concentration when
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accompanied by the dispersion of stock ownership leaves control of corporations in the
hands of management. If the control of corporations is in the hands of senior management
then thepower of dominant capital in Canada might be lessened. However, if control of
large firms continues to flow from ownership, then this, together with the uptrend in

corporate concentration would signal an increase in the power of dominant proprietors.

Table5.4
Measures of Corporate Power and their Respective Trends

Period Trend

Indicator 19501980 19862010
Total corporate profit (share of GI Declines Rises
Top 60 profit (share of GDP) Declines Rises
Aggregate concentration: assets Rises Rises
Aggegate concentration: revenue Rises Rises
Aggregate concentration: capitali: Declines Rises
Aggregate concentration: profit Declines Rises
Differential capitalization Declines Rises
Differential profit Rises Rises

Source:See Figures 5.1 and Figei5.35.5

5.7 Who Owned and Who Controlled Dominant Capital in the Past?

Are the largest corporations in Canada controlled by a cadre of professional managers or
by proprietors? Within the confines of this study, it will not be possible to identify the
individuals thatactuallyxontrol the Canadian corporate sector. Such an endeavour would
require indepth analysis of the micidecisions taken within each firm, something that is
beyond the purview of this study. The control of a given firm can unfold thrangh
number of legal mechanisms including family control, ownership pyramids;ctiss

shares, voting coalitions, etc.
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What we are after is a broader question: is ownership sufficiently diffuse that, by
default, we can assume that management wields atenctontrol, as Berle and Means
argue or is ownership sufficiently concentrated to allow proprietors to wield ultimate
control? Answering this question normally involves determining an ownership threshold
above which firms are assumed to be owner comtolind below which they are
assumed to be manager controlled. There are any number of ways to parse the control
threshold, but many writersi Berle and Means includedl recognize that effective
control may come with less than 50 percent of voting stockO fercent threshold is an
obvious cutoff point, but 20, 10 or even 5 percent may give the largest shareholder
effective control.

What does the literature have to say about corporate ownership in Canada? It has
long been noted that the concentration afrgorate ownership in Canada has led to
highly centralized control by proprietary interests. Newman, for instance, claims that at
one point in the 1950s, nine families controlled nearly half the shares on the TSX (1998:
29). Niosi picks apart the ownershigtructure of the largest 136 Canadlzased firms
(ranked by assets in 1976) and finds that management only controlled 32 percent of such
firms. Minority control (2650 percent) made up 38 percent of the sample, majority
control (50-80 percent) made up krcent of the sample, leaving 9 percent under semi
absolute control (8aL00 percent). Niosi notes that weighing the firm by size rather than
number yields similar results and that this ownership pattern holds across all sectors of
the Canadian economy9a8: 780). Houten argues that in the early 1980s the eight

largest Canadian conglomerates were controlled by nine families. Excluding the shares
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controlled by the Big Five banks, this bloc controlled more than half of the shares on the
TSX Composite Inde(1991: 94). In her study of Canadian business, Francis (1986) notes
that 32 families and five conglomerates together control 40 percent of the largest 500
firms, with families alone owning 31 percent. This fact makes the concentration of
ownership in Caada high relative to the United States, she says.

Until the 1980s, at |l east, itds clear
a small number of powerful families. How does Canada compare with other
jurisdictions? Rao and L&fing contrast corpora&t ownership structures in Canada and
the United States and find that a majority of Canadian firms are legally controlled in all
size classes while widelyeld firms (with top shareholder owning less than 20 percent of
voting stock) are predominant in the rited States. Their sample size includes 766
Canadian firms and 3,000 American firms, selected on the basis of sales and assets in
1993. In the Canadian sample, 56 percent were legally controlled (above 50 percent), 21
percent effectively controlled (280 percent), leaving 23 percent wideheld (1995: 47,
767)1°

The highefthan-normal concentration of proprietor control usually comes in the
form of control blocks held by wealthy families and multilayered holding companies.
Based on data in 1989, Dangid lacobucci report that only 16 percent of the 550 largest
firms in Canada are widely held using a 20 percent threshold (2000: 82). While these
figures might suggest that the managerial hypothesis has no place in the Canadian

context, the authors note #t the CanaddJ.S. FTA in 1988 and the NAFTA in 1994

19 See McNaughton and Green (2006) for an analysis ef aiwnership relations between industry
groupings in Canada for the two decades between 1976 and 1995.
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appear to have added a dose of competition to the Canadian political economy, and
consequently, led to a reconfiguration of corporate ownership. In December 1988, 29
percent of the firms on the S&P/TSR@BComposite Index were widely held (based on a

10 percent threshold), but by December 1997 66 percent were widely held (Daniels and
lacobucci 2000: 93). In her later work, Francis notes this change. By 2007, corporate
ownership had been addjaamescr adandzetdlbe 8&&tr an
banking and politicsd that those 32 famild@

16). As of 2007, only 21 percent of the largest firms (ranked by revenue) were family

controlled, with 38 percent widelpeld™

How does Canada compare with other jurisdictions? A group of researchers at
Harvard mapped corporate ownership patterns across the rich industrialized world.
Using data from the mid990s, La Porta, Lopde-Silanes and Shleifer (1999) construct
a corporate ownership database for the 27 richest countries in the world based on two
samples of firms: the top 20 in terms of m
small est 10 firms with market caipmstiazledzGat i
sample). Their purpose is to determine the proportion of firms that are manager
controlled (the o6Berle and Means <corporati i
ownerso®6. They employ two defini bwnerifthe of co
largest shareholder has direct and indirect voting rights in excess of 20 percent; and in
the second definition they dropped the threshold to 10 percent. Table 5.5 reproduces

some of their data.

“Also worth noting, in the midl980s the 50 largest firms in Canada veemaposed primarily okmerican,
Japanese and European subsidiaries. By 200@rgest 50 firms were overwhelmingly Canadizased
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The results of their research indicate that tBerle and Means corporation is
relatively uncommon, especially in contrast to family control. The 27 country average
indicates that, for large firms at the 20 percent threshold, widely held firms are not much
more common than family controlled firms (3@stes 30 percent). As we move from large
to mediumsized firms and as we drop the control threshold from 20 to 10 percent, the
parity between the two types of control disappears. Widely held firms become the
exception; family controlled firms become the mofThe authors also note that families
tend to have control rights in excess of their cistv rights through the use of pyramids
and that they tend to hold management positions in the firms they control. La &ogh
conclude: f amialtiee so wanree sbheandulwtiiethd contro

sense of the term (1999: 562).

Table 5.5
The Dispersion of Corporate Ownership around the World
Country Control of Large Firms Control of Medium -Sized Firms
20% Craff 10% Cuaff 20% Chaff 10% Groff
Widely Widely Widely Widely
Held Family Held Family Held Family Held Family
Canada 0.60 0.25 0.50 0.30 0.60 0.30 0.40 0.50

United States 0.80 0.20 0.80 0.20 0.90 0.10 0.50 0.30

United Kingdon  1.00 0.00 0.90 0.05 0.60 0.40 0.10 0.60

Germany 0.50 0.10 0.35 0.10 0.10 0.40 0.10 0.40
France 0.60 0.20 0.30 0.20 0.00 0.50 0.00 0.50
Average: Riche

27 Countries 0.36 0.30 0.24 0.35 0.24 0.45 0.11 0.53

Notes:6 Lar ge firmsd are the top 20 ranked by9mmar k&fMecdap ihti almsda tair@n
smallest 10 firms in each country with market capitalization of common equity of at least $500 million at the end ofel9€keSth

27 countries are based on 1993 per capita income (some excluded for lack of sigtofikamarkets)Source:La Portaet. a1999:

492-95), Table 2 and 3.

2Theauthors examine other forms witimate ownership besides families, includirige sate, widely held
financial institutions, widely held corporations and a miscellaneous category (La €0l 999: 476).
These other types of control are not relevant to the argument arngremed
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The data used by La Portd alindicates that Canada stands in between the 27
country average and the American and British models of corporate governance. Among
large firms witha high control threshold, the widely held firm is more common in the
United States and the United Kingdom than it is in Canada, and slightly less common in
Germany and France. The ownership pattern remains consistent across the five countries
recounted inTable 5.4: as we move from large to meesigad firms and as we drop the
control threshold from 20 to 10 percent, the widely held firm becomes increasingly rare
while family control becomes more common. Thus, Canada tends more towards the
dispersion of owership. Nevertheless, the Berle and Means corporation is not the norm
in Canada.

Other studies on corporate ownership around the world tell much the same story.
Gourevitch and Shinn (2005) plot corporate ownership concentration in a sample of 39
countries which together make up 99.5 percent of total world equity market
capitalization. Opting for a 20 percent control threshold, the authors find that Japan has
the highest dispersion of ownership, with only 4 percent of its equity market controlled
by blockhdders, and Chile has the highest concentration of ownership, with 90 percent
of its equity market controlled by blockholders. Based on this sample, Canada tends more
towards dispersed ownership, with 28 percent blockholders, but because Gourevitch
and Shim opt for a higher threshold (20 percent), their argument tends to overstate the

degree of dispersion and understate the degree of concentration. That caveat aside, their
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conclusion is that dispersed ownership structures are relatively uncommon globally
(2005: 1718)*°

Defining a firm as ©O6owner controll edo
stake exceeds 10 percent, Morck, Percy, Tian and Yeung (2005) trace the changing
structure of corporate ownership in Canada across the twentieth cenfury.19@
approximately half of the 100 largest Homancial firms (weighed by assets) in Canada
were widely held, with 10 percent falling
However, by the end of the merger wave that concluded in 1910, only 2% percen
wi dely hel d, with 40 percent falling into
control of corporate assets began during the First World War and rose steadily until the
1990s when an ambitious privatizing program led to a steep declatatenownership.

Interestingly, widely held firms became more common from 1910 through the
1960s and became more anomalous thereafter. Family controlled pyramids followed the
opposite pattern: their prevalence decreased as we move {cemidry and therbecame
more prevalent in the latter half of the twentieth century. Family pyramidal groups grew
rapidly in the 1970s and 1980s, the authors state, at which time the privatization of state
assets led to a jump in widely held firms. While the authors nioét ho clear pattern
emerges across the twentieth century, they also assert that family controlled pyramids

constitute the most common form of ownership at the beginning and end of the

13 An ambitious attempt to map the structure of corporate ownership on a global scpiformed by
Vitali, Glattfelder and Battisto2011). Using network analgsithey find that 147 firnf§ which they call
an O6econemit @ tcgnliob 40 percent of the 43,060 global corporatiohiseir concern is not
with ultimate owners; rather, it is with intecorporate control. However, their study reveals a highly
concentrated network of control that spans the entire globe.

4The following historical summary drawn from Morcket. a(2005: 98110).
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twentieth century. Atmidc ent ury Canadads comeorn &tad ss e vt
freely standing, widely held firms constituting the norm. By the end of the century, the
widely held firm only accounted for ome-four firmsfi a far cry from the managerial
view of capitalism.

The literature on Canadian corporate ownestoes not offer alear responst®
the managerial thesién the decades between the Second World War and the Canada
U.S. Free Trade Agreement (198®8jost researcherggieal that Canadian corporate
ownership was highly concentrated amongst a small ¢krsof familieswhose large
equity stake assured them effective conttddéwman (1975), Niosi (1978) and Houten
(1991) fall into this camprhe trade and investment liberalization agreements put in
place in the late 1980s and early 199@se mo c r a ¢oiparatedséctortby dispersing
ownership according to much of the more recent scholarghmigking the widely held
firm the most common form of ownershipaniels and lacobucci (2000) and Francis
(2008) take ths manageriaposition, while Morck, Percy, En and Yeung (2005) argue
againstthe separation thesis. Which is the correct view of contemporary Canadian
capitalism?ls the Canadian corporate sector under the contropmfprietors or has

ownership been democratizetbaving control in the hands ofreanagerial clags

5.8 Who Owns and Who Controls Dominant Capital in the Present?

The picture that emerges from the research reviewed here suggests that, among large
firms, owner control is more prevalent than manager control. The corporate sector

remains pedominantly controlled by individuals and families through large equity
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stakes. The only shortcoming with existing studies is their date of publication. If we
assume that the TAIL regime that was put in place in 1994 might have reconfigured the
structureof corporate ownership, what does it look like in more recent times?

Table 5.6, based partly on original research performed for this study and partly on
recently published data, presents the structure of corporate ownership for three samples
of firms acrgs seven thresholds of control. The TSX is carved into three blocks of firms
according to equity market capitalization: the top 60, top 100 and the top 200. Even
though this is a much larger sample than the one generated by LaeRPalavho only
examned a total of 30 firms in each jurisdiction), it remains numerically small. Recall:
there are approximately 1,600 firms on the TSX and a further 2,600 on the Venture
Exchange. In terms of equity market value, however, the top 60 sample accounts for 60
percent, the top 100 sample accounts for 70 percent and the top 200 sample accounts for
78 percent of the total. Thus, the numeric shortcomings associated with the three
samples are more than offset by their disproportionately large market value.

Ownership & parsed according to a siay classification scheme: under 5
percent, 510 percent, 2P0 percent, 260 percent, majority owned by domestic interests
and majority owned by foreign interests. A seventh type of control is added wherein the
founder or hisdescendants act as Chairman or CEO. This type of control is found across
all sample sizes and usually appears when the founder has a large equity stake in the firm.
Selecting a threshold to separate manager from owner control is somewhat arbitrary if
we asume that owner control can happen with less than 50 percent of voting rights.

Insisting on 50 percent voting rights seems unnecessarily stringent, but 5 percent might
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not be stringent enough. Accordingly, a 10 percent threshold will be used to separate th
widely held Berle and Means firm from an owner controlled firm.

The research for Table 5.6 came in two parts. The first part involved using the
Bloomberg Professional database to retrieve (in July of 2012) the stockholder list of each
firm, which revead the percent of common shares held by the top shareholder. The
major limitation (for the purposes of this study) with the Bloomberg database is the
inability to distinguish different classes of stock. Many large firms issue two (or more)
classes of shasethose with special voting rights are distinguishable from shares that
either dondét carry voting riYTotresnedpthis carry
shortcoming, theFi nanci al ®PBtS5Magawanedsi | i zed. T

ownership nformation on the 500 largest corporations with operations in Canada.

Published in the April of 2013, t heis FP 50
assumdtomean | ess than 10 percent of wvoting s
intereg 6, including specification of the perceé

If the Bloomberg data provides a rough sketch of corporate ownership in Canada,
use of the FP 500 data increases the level of resolution. For example, Rogers
Communications isone of the top 60 firms in Canada and even though Bloomberg
registered it as having a top shareholder with less than 5 percent of voting stock (Fidelity
Investments in Boston is the largest holder of common shares at 4.65 percent), the
company is effective controlled by the Rogers Family Trust. The descendants of the late

Ted Rogers hold 90.9 percent of the supaing Class A shares. Likewise, Canadian Tire

5 See Brealey, Myers, Marcus, Maynes and Mitra (2006: chapter r1d) discussion of corporate
governance in Canada.
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Corporation is registered as having a top shareholder in th@ percent range even

though itiscontroll ed by the Billes family thr
(Francis 2008: 210). Martha, Freddy and David Hillege children of Alfred J. and John

W. Billes, the founder8 own 61 percent of the preferential shares.

Between Bloomberg and tHeP 500, a fairly clear picture of the structure of
corporate ownership in Canada is obtained. It should be noted that this information
indicates what mi ght be called o6tier |l & o
inter-corporate and pyramidal ownghip schemes that are to be found across the
Canadian corporate sector. Charting the int@rporate ownership and pyramid
schemes would be a dissertation unto itself and is beyond this inquiry, even though it is

what would be reqlut irmat ¢ cowmern ¥y&@. at the 06u

Table 5.6

Tier | Ownership of Canadian Equities
Control Threshold Top 60 % Top 100 % Top 200 %
Top shareholddr 8% 23 38% 30 30% 40 20%
Top sharehold& 3% 9 15% 19 19% 48 24%
Top shareholdet 409% 10 17% 23 23% 57 29%
Top shareholded2®9% 8 13% 13 13% 24 12%
Majority owned: domes! 8 13% 12 12% 25 13%
Majority owned: foreign 2 3% 3 3% 6 3%
Total 60 100% 100 100% 200 100%
Founder or family as
Chairman or CEO 15 25% 23 23% 37 19%
Weighted market value
unde€anadian control 53% 53% 54%
Weighted market value
under American control 36% 35% 34%

Notes: percentages may not add up to 100 due to rounding. Firms that are not headquartered in Canada were removed in order to
maintain consistency (General Motrfor example). The list of top firms is as of 31 May 2012. Ownership data was retrieved from

Bl oomberg Professional in July o fFinabdalP?st Magahpdatan tbaAprie201338osréeng t he O F
ownership figures are cqmited from Bloomberg Professional andfhe nanci al 6Pt FWa gdDDibned®dgggregat e al
data from TMX Groupds Equity Financing Statistics.
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What does the information in Table 5.6 tell us? First, nearly half (46 percent) of
the top 60sample have controlling shareholders (using the 10 percent threshold). The
prevalence of owner control rises above 50 percent for the larger two samples. Second, if
we drop the control threshold from 10 to 5 percent (for arguments sake), the prevalence
of manager control drops considerably; among the top 200 sample, for instance, enly one
fifth of firms would be classified as manager controlled. Third, the proportion of firms
that fall into the 20 and 50 percent thresholds remain constant across the trgses
sizes. Fourth, majority control is comparatively rare, accounting f&6Jercent across
all three sample sizes. Fifth, situations where the founder or his descendants control the
firm through occupation of an executive position are common actbssraples sizes.
Among the top 60 firms, for instance, em#arter of the firms are controlled by the
founders; for the top 200 sample, the proportion is-fiftle. Sixth and finally, across all
three sample sizes, more than half of the weighted valGarmddian equity is owned by
Canadians and orhird by Americans.

The information contained in Table 5.6 suggests that the widely held, Berle and
Means firm is not the norm. Control of the Canadian corporate sector still flows, in large
measure, from theubstantial equity stake of dominant proprietors. Another indirect
way of assessing the concentration of corporate ownership in Canada is presented in
Appendix B, which links some of the richest families in Canada with some of the largest
Canadiandomiciled firms. In every year since 1988nadian Busimeagazine published

a list of the 100 highest net worth Canadian families. If the Berle and Means separation
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thesis were true, there would be no reason to expect that the people populating the
richest 100list would have substantial equity holdings in large Canadlamiciled

firms. However, if the link between ownership and control remains intact, then we
would expect that the richest families in Canada also happen to be significant owners of
dominant cajal firms.

So what does Appendix B tell us? The first column indicates the Rich 100 rank in
the 2012 issue, the second lists the family name, the third indicates family net worth and
the fourth column connects the family to a large Canadamiciled fim. Note that we
have confined our investigation to the universe of listed firms. Some of the richest
Canadians control firms that are not [ i st
some of our measures of corporate power. That said, we are saésumimg that the
differential performance of large, unlisted firms closely resembles the top listed firms.

As Appendix B makes clear, the net worth of the richest Canadians are derived
largely from their concentrated equity holdings of dominant Canadiems. For
example, the Thomson family has | ong been
stake (55 percent) in Thomson Reuters, the eighteenth largest firm by equity market
capitalization on the TSX. The Desmarais family, who descended from &auhEais
one of the great Canadian conglomeratorgontrols four of the top 60 Canadian firms.

And while the Rich 100 list contains a few token celebrities like Hollywood director
James Cameron, it is almost entirely populated by dominant proprietaieedl, 35 of

the richest Canadian families derive their fortunes from ownership of 20 of the top 60
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firms and 38 of the top 200 firms. The link between ownership and control, not to
mention great fortunes, remains strong in Canada.

If the picture we hae painted so far suggests that owner control represents a
common form of ownership in Canada, what is the degree of dispersion/concentration
amongst norcontrolling owners? The image crafted by Berle and Means is of a corporate
sector dominated by a few zien large firms that have stockholder lists that run
anywhere from the tens of thousands into the millions (1967: ix). In Canada, more than
half of large firms have controlling shareholders, so instead of dispersed ownership we
have comparatively high ldgeof ownership concentration. But what about the non
controlling shareholders; how concentrated is this group?

Table 5.7 represents one way of determining the level of concentration amongst
non-controlling owners. For each firm, a list of stockholderskssd from largest to
smallest was generated using data from Bloomberg Professional. From there, the 10
largest shareholders were parcelled off. Some firms had incomplete ownership structures
and for some firms there were technical difficulties in retrigvihe entire ownership
structure such that, in the end, the top 60 sample had 530 shareholders (instead of 600),
the top 100 sample had 930 shareholders (instead of 1,000) and the top 200 sample had
1,921 shareholders (instead of 2,000). The final stepoveietermine who populated the
top ten positions in the shareholder lists and the frequency with which they appear
(without removing the controlling shareholders).

Table 5.7 outlines the following information: the parent company, the investment

vehicle,where the firm is headquartered and then for each of the three sample sizes it
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counts the number of times an owner appears on the list of top 10 owners, irrespective of
firm size or the proportion of shares held. The picture that emerges from this research
interesting. Thirteen large institutional investors dominate the list of top shareholders in

all three sample sizes. The Big Five banks, the five largest asset managers in Canada and
three of the largest asset managers in the United States togetheinadenmon

controlling ownership of the Canadian equity market.

Table 5.7
Top Institutional Owners of the Largest CanadianDomiciled Corporations
Top Top Top
Organization Investment Vehicle HQ 60 % 100 % 200 %
RBC Global Asset
Royal Bank of Canad Managesnt Toronto 58 11% 86 9% 141 7%
Blackrock Inc. New York 54 10% 80 9% 112 6%
Fidelity Investments  Pyramis Global Advisor Boston 45 8% 67 7% 91 5%
TD Bank TD Asset Management Toronto 41 8% 63 7% 90 5%
Bank of Montreal BMO Financial Toronto 30 6% 36 4% 41 2%
Investors Group
Power Financial Corp Mackenzie Financial Montreal 24 5% 48 5% 99 5%
Cl Financial Corp. Cl Investments Inc. Toronto 22 4% 37 4% 71 4%
The Capital Group
Companies Capital World Investors Los Angeles 17 3% 26 3% 35 2%
Jarislowskydser Ltd. Montreal 17 3% 17 2% 24 1%
Bank of Nova Scotia Scotia Asset Managem: Toronto 17 3% 24 3% 35 2%
CIBC Global Asset
CiBC Management Toronto 15 3% 24 3% 35 2%
Industrial Alliance
Insurance and Financ
Services Inc. IA Clarington Investmer Toronto 8 2% 25 3% 54 3%
Goodman and Compan
Dundee Wealth Investment Counsel Toronto 5 1% 17 2% 38 2%
Totals 530 67% 930 59% 1,921 45%

Notes: the top 10 owners of each firm in each sample (top 60, 100 and 200) were retrieved from Bloombeop&rdfessi there,

the above chart documents the number of times each owner appears in the top 10 (irrespective of weighted value ohg®ir holdi

Some firms had incomplete ownership structures (due to a majority holder or technical difficultiesewingtihe entire ownership

structure) such that the top 60 batch of firms had 530 observations (instead of 60 x 10 = 600), the top 100 had 930 200 thack

1,921. Firms that are not headquart er endrdérto mardamawhsstency The list e mov e d
of top firms was as of 31 May 2012. Ownership data was retrieved in JuhB@WT2:ownership figures are computed from

Bloomberg Professional; organizational structures and headquarters from company websites.
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Among the top 10 shareholders of the top 60 sample, the Royal Bank of Canada
(RBC) appears 58 times, which means that it has a significant stake in 58 of the 60
largest firms. The RBC is a top shareholder in 86 of the top 100 firms and in 141 of the top
200 fir ms. Bl ackrock I nc., the worl dds | ar
60 and 80 of the top 100. At the low end of the-camtrolling owners we find Dundee
Wealth, which has a stake in 58 of the top 200 firms. These 13 institutiorestons
account for twethirds of the top stockholder list for the top 60 firms. As we move to the
top 100 and top 200 samples, they account for less of the top stockholder list, but even
amongst the top 200 sample they still account for nearly half. In adnhe many firms
have a controlling shareholder, there is a remarkably high level of concentration amongst
the noncontrolling owners as well. This research challenges the view of Francis (2008)
and others who claim that the Canadian corporate sectorthase n &6 democr at i .
recent decades. On the contrary, effective control of the corporate sector appears to
reside with a remarkably tight cluster of families and institutions.

To summarize, owner control through a large equity stake is a common form of
ownership in Canada. Concentrated ownership of large Candshard firms becomes
even more pronounced when we consider the small group of institutional investors who
dominate the listofnocont rol | i ng owner s. What 6s mor e
Appendix B connect the top 100 firms in Appendix A to dominant proprietors. Thus, the
60separation thesis® advanced by manageri al

Let us shift our attention away from the domestic market to assess how Canadian

equities stackup against global equities. Dominant capital in Canada has managed to
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differentially accumulate over the past three decades in Canada, but how has it

performed against global benchmarks?

5.9 Canadian Capital in Global Context
To begin to unpack this questipmve need to add some context. The past generation not
only saw a politicaeconomic shift in rich industrialized societies away from Keynesian
welfare policies towards neoliberal globalizatipromoting policiesit also brought with
it the relative deche of the rich industrialized societies and the relative ascent of the
devel oping worl d. Bl oc k b uisSowthr Korgar, ldongtKlong,i n t h
Singapore and Taiwai was followed by rapid growth in China, India, Brazil and
Russia,thesocale 60 BRI C6 countries. This has come ;
America and Europe (captured in Table 3.1). The relative decline of the rich
industrialized societies is presented in Figure 5.7.

The proportion of global GDP accounted for by Develdpedntries, Developing
Countries and the United States are presented next to a ratio of Developed to Developing
Country GDP. In 1970, Developed Countries accounted for 69 percent of global GDP,
falling to 62 percent in 2011. The United States has seshaits fall from onéhird to
onefifth. The Developing Countries, in contrast, doubled their share of global GDP
between 1970 and 2011, with most of that increase coming since 2003. The differential
between Developed and Developing Countries is measurebebigroken line, which

approximates the relative decline of the Developed Countries. In 1970 Developed
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Countries had four times the GDP of Developing Countries; as of 2011 they had less than

double, with the bulk of the decline coming in the past decade.

Figure 5.7
The Distribution of Global GDP, 1970-2011
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Source:Developing Country, Developed Country, U.S. and World GDRill in U.S.
dollars at current prices and current exchange fatécom UNCTAD Statistics.

The relative decline of the Developed Countries serves as a backdrop to the global
performanceof Canadian equities. In the postwar era, the United States was not only the
largest political economy, but its equity market has also served as the global benchmark.
The close trade and ownership linkages between Canada and the United States is one
reasm why Canadian equities tend to move in tandem with American equities. As a way
of adding to the historical context, how have American profits and equities performed

globally? Figure 5.8 depicts the performance of American equity market capitalization
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andnet profit as a share of the global total over the past four det3Hes trend is both
unambiguous and revealing. Capitalization of American equities declined sharply
between the miel970s and the late 1980s, rose until the early 2000s and declined

thereafter. This pattern appears to be driven by trends in corporate profitability

0

Source:Thomson Reuters Datastream Professional for world market capitalization, world
net profit, U.S. equity market capitalization and U.S. net profit.

Figure 5.8
American Equities and Profit as a Share of the Global Total, 1974-2012
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If the trend in béh measures is unambiguously downward, the change in the

actual level is also startling. In 1974 American corporations constituteethings of

total global equity market value, falling to etierd by 2012. The profitability of

American corporations nelgrhalved between 1981 and 2012, falling from-fiites of

%See Nitzan and BichleRQ09h for a methodological discussion and empirical investigation of the decline
of U.S-based firms.
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the global total to on¢hird. So the rapid descent in the share of global GDP attributable
to the Developed Countries is matched by the steep decline in the share of American
equities and profirelative to the global total. In the context of this dual decline, how
have Canadian equities fared?

Figure 5.9 maps the equity market value and net profit of Canadian corporations
as a share of the global total. Despite the relative decline of DeVvelmpmtry GDP
(taken as a bloc) and in sharp contrast to the American equity market, which saw a
halving of its share of the global total, Canadian equity market capitalization as a share of
the global total rose from 2.7 percent in 1973 to 4.1 percith The relative increase
in equity market value is only partially mirrored by profit, which declined from 3 to 2
percent, only to rise back to 3 percent of the global total.

What ds al so not abl e -shapeu pdtternF both iseries fe . 9 i
dramatically in the 1980s, moved horizontally through the 1990s before climbing upward
during the 2000s. So the relative ascent of Canadian equities and profit took place since
the late 1990s. We will postpone our explanation of this trend until a latapter, but
for now what we need to understand is the global rise of Canadian capital over the past
decade amidst the global decline of American capital and of the Developed Countries.

If differential accumulation is a measure of corporate power, we éghaish to
know how dominant capital in Canada stacks up against its counterpart in the United
States. Figure 5.10 contrasts the average equity market value of the top 60 Canadian firms

with both the top 60 and the top 500 American firms from 1950 onward.

173



Figure 5.9
Canadian Equities and Profit as a Share of the Global Total, 1973-2012
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Source:Thomson Reuters Datastream Professional for world market capitalization, world
net profit, Canadian equity market capitalization and Canadian net profit.

Contrasting the relative performance of dominant capital in Canada with two
benchmarks irthe United States yields an interesting picture. The first thing to note is
the symmetry between the two serig@sonly the level differentiates them (note the scale
differences on the axes). In terms of differential capitalization, the top 60 Canadian
basel firms trailed the top 500 U.S. average in the 1950s and 1990s and beat the average
in the 1960s, 1970s, 1980s and 2000s. In terms of relative firm size, the top 60 -Canadian
based firms were twthirds the value of the top 500 Americlsted firms in 198, fell to
onequarter their value by 2001 before surging to +#érehs their value by 2010. Over six
decades, the top 60 Canadibased firms outperformed the top 500 AmeritaEsed

firms, with the past decade proving to be the most dramatic.
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Figure 5.10
Differential Capitalization: Canada vs. United States, 1950-2010
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Comparing the performance of the top 60 Canadiasedfirms with the top 60
Americanbased firms yields a similar pattern, but a drastically different level. The top 60
Americanbased firms were nearly 10 times the size of their Canadian counterparts in
1950, rose to 20 times their size in 2001 before fédlifige times their size in 2010. The
pattern, however, is similar: the top Canadian firms trailed the average in the 1950s, beat
it from 1960 to 1990, trailed the average again throughout the 1990s only to beat it during
the past decade. Even though thegest America#based firms remain five times larger

than their Canadian counterparts, they have been dramatically outperformed during the

past decade.
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Now that we have charted Canadian equities as a share of the global total and
documented the differerdi performance of dominant capital relative to international
benchmarks, the last piece of the puzzle is to sort out how globalized Canadian capital
is. If the global movement of capital is not primarily about international production
networks or the crostvorder flow of goods and services, but instead, as N&B claim
(2009: 356), ownership, how globalized is Canadian corporate ownership?

The United Nations Conference on Trade and Development (UNCTAD) has
devel oped a O0transnatconaimi ey Bnderxdo(hHNI)
| argest corporations. Letds *idismade upbfthe t he
average of four shares: (1) FDI inflows as a percentage of gross fixed capital formation; (2)
FDI inward stocks as a percentagé GDP; (3) value added of foreign affiliates as a
percentage of GDP; and (4) employment of foreign affiliates as a percentage of total
employment. The resulting number is a proxy for the extent of globalization.

Where does Canada stand, according to UMDP The value for Canada is 15.5,
which puts it in the middle of the pack. Amongst developed countries, Japan is on the
very low end at 1.1, next to the United States which comes in at 6.4. On the very high end
we find small European countries like HungéBg.5) and at the top, Belgium (65.9). The
wei ghted average of the group is 11. 8, whi
transnational than the average country, given its relative size.

How does the transnationalization of domestic political emaies stack up

against the transnationalization of the largest corporations? Beginning witiVadd

The transnational index is as of 2005, but the data which feeds into it is frori2P083 The data can be
downloaded from http://unctad.org/Sections/dite dir/docs/wir2008 transnationality chart en.xls
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Investment Report 995, UNCTAD has published a TNI for the 100 largesfinancial
corporations in the world. The index is calculated as the aveshd@) foreign assets to
total assets; (2) foreign sales to total sales; and (3) foreign employment to total
employment. In 1993, at the inception of the UNCTAD data, the average TNI for the top
100 firms was 47. This metric climbed to 54 by 1998 antdeéd&s by 2003 (UNCTAD
2007: 15, T a b | eNorfd)investfidnteR¢A0MD CL8, Adbke @.8) notes that
the TNI climbed through the financial crisis, reaching artiale high of 63.4 in 2008. So
nearly twothirds of the operations of the largdgims are globalized. With this context

in mind, how internationalized is Canadian capital?

Figure 5.11 develops a proxy for the globalization of Canadian business
ownership, computed as follows: the sum of dividends on portfolio investment plus
dividends, reinvested earnings and profit on foreign direct investment all as a percent of
total pretax corporate profit® When this metric rises, the profits from the foreign
operations of Canadiabased firms are increasing relative to the profits from domestic
operations and vice versa. This is a | oos
corporate ownership, but it suffers from numerous defects. First, it is an aggregate metric
which will conceal all the disaggregate changes within the corporate séaterare
primarily interested in dominant capital, not capital as such, and this metric buries
dominant capital in the corporate universe. And second, it ignores sales, assets and

employees, which are also good indicators of the extent of globalizatierchiéf virtue

This measure is inspired bysinilar measure developed by Nitzan and Bici#809: 357), Figure 15.6.
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of this proxy is that it is simple and reliable data are available such that we can map its

history over a longer time horizon. What does this proxy tell us?

Figure 5.11
The Globalization of Canadian Corporate Ownership, 1928-2012
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Note: data interpolated between 1928, 1933, 1936 and 1938 (continuous thereafter)
Source:total pretax corporate profit from Historical Statistics of Canada, Series F3
(19261960) and Cansim Table 38016 (1962011); dividends on portfolio investment,
and dividends, reinvested earnings and profit on direct investment abroad frosinCa
Table 378012.

Figure 5.11 clearly depicts the rising significance of the foreign operations of
Canadian corporations. Foreign operations rose rapidly in the 1920s and reached a peak
of 30 percent in 1933. A three declag decline began thereafteuch that, by 1960, the
profits of Canadian corporations were almost entirely domestic in origin. A long term rise
in foreign operations began thereafter, reaching a high of 46 percent in 2011. Recall: the
6host economyo® TNI f o rNI fGratmeatap al00 wmafiancial5 . 5 ar

corporations was 63 in 2008, so it appears that the proxy developed in Figure 5.11 puts
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Canadads corporate sector i n between thes:c¢
more globalized than the entire Canadian politieabnomy but less globalized than the
100 largest nefinancial multinational corporations.
It is probably fair to conclude that the overwhelming majority of firms in Canada
are wholly domestic in their operations, from their assets and sales to thdimyengnt
and profitability. A small cluster of firms, probably ranging in the hundreds, account for
the bulk of the profit associated with Canadian direct investment abroad. This
assumption is corroborated by researchers at Statistics Canada who notastioit] 994,
there were only 1,300 Canadiaased firms operating abroad. At that time there were
approximately 900,000 corporations registered in Canada, which means that less than
0.2 percent of all Canadian firms accounted for the entirety of foreigiptec
What 6s more, there is a very high | evel
the top 159 Canadidmased TNCs accounted for 50 percent all foreign assets, with the
top 20 accounting for 40 percehitTo restate in slightly different terms: agpimately
one percent of one percent of Canadian firms account for nearly half the foreign
operations of the corporate universe, which is a remarkable high level of concentration.
So even though Figure 5.11 depicts the extent of transnationalizationef@athadian
corporate universe, we can safely presume that the top 60 firms account for the bulk of
the foreign operations of Canadian firms.
Two questions present themselves. First, why do we see a secular decline during

the 1930s and 1940s and a seculge rsince the 1950s in the extent of

¥These facts are extramifrom Rao, Legault and Ahmad (19987.
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transnationalization? Second, what accounts for the smmlical pattern of this
measure? In other words, are there identifiable processes that are driving -the de
globalization and raglobalization of Canadian corpoeatownership? This and other

guestions will be addressed in Chapter 6.

5.10 Summary
So what do we know now? Dominant capital can be approximated by 60 firms. This is a
numerically small bloc whose membership is remarkably stable over time. In many
respectsthis bloc of firms dominates the Canadian equity market and drives the political
economy. By some measures, the power of this bloc diminished across the Keynesian era
and by others it increased. During tipast three decades of neoliberal globalization,
however, there seems to be an unambiguous increase in the differential power of capital.

In terms of ownership, the corporate sector remains under the control of a small
clique of proprietors whose large equity stakes assure them control over many large
firms. In terms of performance, the corporate sector as a whole and dominant capital in
particular outperformed global benchmarks during the past decade. And finally, the
corporate sector globalized throughout the 1920sgldbalized from the 1930s to the
1%0s and then rglobalized thereafter, reaching a historic high in recent years.

A few questions follow. First, why do the various measures of aggregate
concentration increase over time and what accounts for their pattern? Second, are there
identifiable pocesses that can account for the differential performance of dominant

capital? More specifically, what role has breadth (amalgamation) and depth (stagflation)
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played in the evolution of large firms across the twentieth century? And finally, what
processeare driving the globalization of the Canadian corporate sector? These and other

guestions will be addressed in Chapters 6 through 10.
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CHAPTER6

Mergers and Acquisitions
The Market-Destroying Enhancement ®Market Power

Gambling is when you roll the dice; business is when you control the dice.
- Peter Munk, Founder and Chairman of Barrick Gold

Exposure to commodities and market exchange is a seemingly inescapable aspect of life
in contemporary cagalism. A new historical subject came into being to capture the fact
that individuals are perpetually engaged
Many Canadians would readily identify as consumers insofar as they regularly engage in
the acquigtion of goods and services. And while market exchange is a common feature of
life in contemporary Canada, there is a type of market exchange which most Canadians
do not directly participate in and yet it has played a central role in the development of
Caradian capitalism: the market for corporate ownership and control.

The acquisition of corporate organizations through merger or acquisition is a
form of market exchange, but it is unlike other markets in a few crucial respects. First,
we normally think ofa commodity as something produced for sale on a market (Polanyi
1944), but corporate organizations are nei

term nor are there established marketplaces for them to be exchanged, at least not in the

!Barrick Gold is the largest gold mining company in the world. Quoted in Newman (1998: 193).
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ordinary sese of t he ter m Setand rcémenbdities rare Hypicaltye 6 .
acquired for one of two purposes: as inputs in a production process or for direct
consumption by the purchaser. The acquisition of a corporate organization, in contrast,

is neither drec | y Oconsumedd nor I's the organiza
production process. And third, the acquisition of a corporate organization has an unusual
property: it has the potential to eliminate markets as the basis for exchange. Corporate
amalgamation is (potentially, at least) a form of markdgstroying market exchange.

These aspects of corporate amalgamation create something of a puzzle. Exactly what is
6acquiredd in a merger or acquisition and
marke exchange? Furthermore, what are the loexgn consequences of this type of

market exchange on the structure and performance of large Caraakaal firms?

Chapter 5 chronicled the postwar evolution of large Canatliased firms and
demonstrated that, bjmumerous metrics, corporate power increased over the past three
decades. Three questions followed. First, how do we account for the secular increase in
aggregate concentration? Second, how do we account for the secular increase in the
transnationalization of Canadian corporate ownership? And finally, what role has
mergers and acquisitions played in fuelling differential accumulation? Provisional
answers to these questions will be supplied through an investigation of the history of
corporate amalgamation i@anada. Large firms developed historically and if we are to

explain their growth we need to understand the role of M&A. In response to the

2 5 BrketsSand dnarket exchanggmay be understootbcations in vrtual or physical space and time in
which owners of property meet prospective buyers of property in order to exchange prapemnpprate
organizations usually control the production of goods and/or services for the purpose of being sold on a
market. Outgde of equity and debt markets, we do not normally think of corporate organizations as being
produced for sale on a market.
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guestions outlined above, this chapter will advance three arguments: M&A play a pivotal
role in increasing aggregat®mncentration; M&A contribute to the enlargement of
differential earnings; and finally, evidence indicates that M&A are a crucial ingredient in
the globalization of Canadian corporate ownership.

The chapter is organized into seven sections. The Bitir maps the history of
greenf i el d i nvest ment (6external breadt hd) é
(6internal breadt hd) . The second revi ews
domestically and internationally and then udés B fosls to unpak the quantitative
history of corporate amalgamation in Canada. The third surveys existing studies of M&A
and the fourth chronicles the role that M&A have played in transforming and enlarging
corporate power. The fifth section uncovers some of the hisibigrossborder M&A
and assesses whether corporate Canada 1 s
political economists fear (Arthurs 2000). The sixth section examines the role global
amalgamation has played in transforming the foreign ownership of Ganaduities and

the seventh closes by providing a synopsis and some corollary questions.

6.1 External Breadth: GreenField Investment

What role has breadth played in fuelling differential accumulation? Before we can begin
to answer this question we need toview how N&B frame the relationship between
breadth and differential accumulation. N&B (2009: 327) suggest that capitalizaipn (

can be expressed as a formula comprised of
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(B), hype H), a risk coefficientgand what they call a o6confic

(rd. They convey the formula this way:

O O

I 1

Differential capitalization DK), by implication, is a ratio of the average capitalization of
dominant capital (which they denote ung the p subscript) and the average of the

universe of listed companies (which they express without a subscript). Because the
normal rate of return is common to both dominant capital and the universe of listed

corporations, they drop it from the equatiaghus arriving at:

N&B tell us that dominant capital can differentially accumulate through a combination
of the following three processes: (1) increasing differential earntagfS) [ (2) increasing
differential hype Hp/H); or (3) reducing differential riskdy/d). It follows, they claim,
t hat in order for us to wunderstand the
differential performance we need to understand the historical power processes, which
are party qualitative, that propel differential earnings, risk and hype (20098327

As they see it, differential earnings are the most potent-femg ingredient of

differential capitalization. They express the level of earnigyshis way:

%
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The level of earnings for a given firm is the product of the number of employees
multiplied by the average earnings per employee. Through equation (3)cMN&B that
a firm can raise its differential earnings by increasing the formal size of the organization
(measured as the number of employees) or b
organi zationd (measured as e agessitheyg labelp e r €
6breadthd and the | atter o6depthdé (2009: 32
the constituent parts of capitalization culminates in the assertion that dominant capital
firms have two broad pathways open to them in their questliiferential accumulation:
(1) increase employment faster than the average; (2) increase earnings per employee
faster than the average (20009: 329) . Addin
the classification scheme relayed in Table 2.19p. 4

Greenf i el d i nvestment or Oexternal breadt
new capacity built and/or adding net new e
from a societal standpoint, it amounts to a net increase in industrial capacity. They
identify two limits to greerfield investment: (1) a dominant capital firm is limited by the
extent of the waged labour force; (2) the more immediate limit is the downward pressure
on prices and earnings per employee resulting from additional capacitthdnweords,
increasing external breadth poses a threat to depth (20093829What does external
breadth look like in Canada?

Figure 6.1 portrays gredield investment in Canada from 192612, measured as

the dollar value of business spending on -nesidential structures, machinery and

equipment as a percent of GDP. Gréiefd investment sharply declined in 1929 and did

186



not rebound in a significant way until the end of the Second World War. The Canadian
Government spent heavily from 19B¥M5 to proscute the war and then radically
retrenched its spending after 1945, which may help explain the patietrat period.
Following the Second World War, business sharply increased ¢ielhinvestment.
Despite the heavy cyclicality the first few decadéshe postwar era experienced an

upward trend in greetiield investmenteven though the postwar peak was in 1957.

Figure 6.1

% Green-Field Investment, 1926-2012
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Sourcegross fixed private investment from Historical Statistics of Canada, Series F23+24
(19261960), Cansim Table 38017 (1961980)and 3840038 (1982012); nominal GDP

from Global Financial Data (192®26), Historical Statistics of Canada, Series F13-(1927
1960) and Cansim Table 38016 (1962012).

Between 1984nd 1993 greefield investment fell dramatically before stabiligin
at a lower level. Whereas Canadian business spent roughly 12.5 percent of GDP on the

expansion of industrial capacity in the Keynesian era, in the neoliberal era that figure fell

187



to just 10 percent of GDP. It is also noteworthy that the trade and ineestm
liberalization (TAIL) regime instituted in 1988 drbthing to increase business spending

on the expansion of industrial capacity. The cyclical peak reached in 1998 was the lowest

peak in the postwar peri od. At , gtebreld ons et

investment was 11.3 percent of GDP. In the subsequent period not a single year reached

that | evel. Even the increased exploitatio

should have been most evident between 2003 and 2008halichcrease greetiield
investment. In sum, when we contrast the experience of the Keynesian welfare era (1945
1980) with neoliberal globalization (192012), we see a move from rapid capacity
expansion to industriatapacitystagnation.

Moving from external bradth to differential breadth yields the two series in
Figure 6.2. The broken line portrays aggregate employment concentration in Canada,
measured as the employment of the top 60 firms as a percent of private’ Sbetahick
black line captures differerdl breadth, measured as a ratio of the average employment of
the top 60 firms and the average employment of all private sector firms. Aggregate
employment concentration varied from year to year, but the secular trend was one of
higher concentration betwae 1950 and 1990 and lower concentration thereafter. In
contrast, differential employment climbed rapidly in the four decades after 1950, rising

from approximately 80 in 1950 to 2,000 by 1990, but only increased modestly after 1990.

% Davis and Cobb (2010: 47) find a negative association between employment concentration and income
inequality in the U.S. and elsdvere The correlation between employment concentration and income
inequality in the U.S. from 198006 is-0.8Q for exampleln Canada, the correlation between employment
concentration and the 0.1 percent income share from2®@B0D is0.62 which lendsempirical support to
Davis and Cobbds broader argument that empl oyment
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Inset within Figure 6.2s a table which suggests why differential breadth slowed

in recent years. It lists total employment for the top 60 firms at different points in time,

rounded to the nearest thousand. In 1950 the top 60 firms employed approximately

429,000 people, risingp 731,000 in 1970 and topping 1.3 million by 1990. By the year

2000, total employment dropped to 1.2 million and in 2006, just before the crisis, total

employment fell to nearly 1.1 million before settling at 1.4 million in 2010.

19
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Figure 6.2
Differential Breadth, 1950-2010
Percent Ratio-
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Aggregate Employment Concentration
Top 60 firms as a percent of the private sector, Left
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Note: Private sector mployment in Canada had to be estimated between 1950 and 1975.
For the years 1960975, an industrial employment index was used (with rebasing). For
the years 1950959, the growth rate of total employment was usmlirce:Common
shares outstanding, clogj share price and number of employees for the top 60 firms from
Compustat through WRDS; total employment and private sector employment in Canada
from Cansim Table 282012 (197@010), industrial employment index from Historical
Statistics of Canada, Sesi D528 (1960975).

Treated as a bloc, the largest firms in Canada effectively ceased to expand

employment after 1990. The private sector, by contrast, increased employmam by
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third over the same period. The total number of corporations in Canadalyrdour
fifths since 1990 (the | i kel-emplaoysnee nbted )n,g s
modest increase in differential employment was not driven by changes in the numerator
(the average employment of the top 60 firms), but by changesinéhominator (the
corporate universe).

Taken together, the facts represented in Figure 6.1 and 6.2 are the beginnings of
an answer to the question raised in Chapter 3. Recall that Table 3.1 documented GDP
growth in Canada across the postwar era. The desdetween 1940 and 1980 witnessed
rapid growth while the decades from 1980 through 2010 witnessed slower growth. We
wanted to know what accounted for the change in growth between the two periods. The
past few decades have seen corporate Canada spencretivgly less on expanding
industrial capacity (Figure 6.1). This period also roughly corresponded with the largest
firms failing to expand employment, even though differential employment has increased
modestly (Figure 6.2). This suggests that the heigéte stagnation experienced in
Canada in recent decades might be related to the retrenchment of external breadth.

From the standpoint of differential accumulation, we should not expect large
firms to continuously increase greéeld employment faster thlmthe average. N&B
assert that such a strategy would be 6suic
the formal size of the organization as such (breadth), but to increase differential earnings
(breadth multiplied by depth) (2009: 335). The #at of excess capacity means that

expanding breadth externally is not the best path towards differential accumulation. As
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they see it, a better route for dominant capital is internal breadth through mergers and

acquisitions.

6.2 Internal Breadth: Mergers ad Acquisitions

Shifting from external to internal breadth brings us closer to dominant capital and
differential accumulation because, as N&B tell us, small and large firms alike expand
industrial capacity and increase employment, but corporate amalgamati@ game
initiated almost exclusively by large firms (2009: 339). Reviewing the historical backdrop
of mergers and acquisitions will help us make sense of the role they have played in
fuelling differential accumulation.

The narrative around the develoent of M&A from the late nineteenth to the
early twentyf i r st centuries is one of a series
using the absolute number of M&A, merger activity was largely confined to the United
States till the latter part of the tentieth century, with Europe and other developed
societies playing a marginal role. Developing societies only began to participate in M&A
activity in a major way in the closing decade of the twentieth century. The absolute
number of M&A in Canada is smatklative to the U.S., but the pattern in the former
closely tracks that of the latter. Accordingly, the history of corporate amalgamation in
the U.S. and Canada will be told sibe-side.

The first merger wave in the United States began after the DepnessiL883 and
lasted until 1904. The major form that M&A took was horizontal, meaning firms

combined with competitors in their own industries to form monopolistic market
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structures. US Steel, for example, was formed when JP Morgan conjoined Carnegie Steel
with his Federal Steel. By the end of the first merger wave, US Steel controlled nearly one
half of the U.S. steel industry, having combined 785 separatarskilg units. Morgan
wanted to dislodge 6aggressive acaaompdeotridteorr|
mar ket &. Gaughan (2007: 33) argues that th
regulators, who drafted the Sherman Antitrust Act in 1890 in an effort to combat the
power of trusts.

The first merger wave in Canada began slightly IeB@urts of M&A activity
(measured in terms of the absolute number of acquisitions) can be seen-8318899
1903 and 19807 before a burst of sustained activity from 119IB. In terms of the
number of acqui siti on s-1913Casmaldreladive toth& B.S.wa v e
but adjusting for relative size, the scale of the activity was significant (Marchildon 1996:
289, 292). Pricée i xi ng had been | egal i antd@QombinesL8W r J o
(1889) insofar as action would only be takenf restrictive activ
dbunreasonablyd reduced competition. From t
endorsed in Canada (Moraht. al2005: 115). Despite this endorsement, the heightened
consolidation of the first M&A wave led to €hCombines Investigatior(1840) which
prohibited monopolies, pricéxing and other monopolistic behaviour.

The second U.S. merger wave lasted from-192% and was christened the
6ol igopoly waved by Nobel luse wertead mezgere or g e
combinations in the same sector amongst firms that stand in a {sejler relationship

A predominated. 't is thought that the U.S
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1914, which made it more difficult to merge for monopoly\s ar@e reason why firms
chose to expand outside their industries (Gaughan 2007* 38).

The second merger wave in Canada was fuelled, in part, by a crisis in the financial
system. The years after the First World War brought deflation, bankruptcy and bank
failures. By the mid920s the Canadian State responded by consolidating financial
institutions, such that in 1910 the Canadian financial system had 30 chartered banks and
by 1928 there were only ten (Morek aR005: 112).

The third U.S. merger waveasted from 1965969 and was baptized the
ocongl omerate waved because | arge firms di
unrelated sectors. A fourth merger wave lasted from -1989. The twin attributes
which characterized it were the prevalenoé megamergers and the role of hostile
takeovers. In the conglomerate wave of the 1960s large firms swallowee amdall
mediumsized firms in unrelated sectors. The merger wave of the 1980s saw large firms
absorb other large firms, such that the numb&®100 million dollar mergers increased
23 times from 1974 to 1986. A fifth merger wave began in the 1990s that was international
in scope. Whereas most merger activity in prior waves had been concentrated in the U.S.,
the fifth wave saw intensive takeavactivity in Britain, Germany, France, Asia and
Central and South America. In addition to being international in scope, the merger wave
of the 1990s was fuelled, in part, by a global privatization push. Another feature of the

fifth wave was the emergencd a developing countrgiomiciled acquirer, whose size

* We will explore N&Bs argumenfi that firms have approached their envelope of their own industries,
sectors and nat i dinkgldw. pol i ti cal economyfs
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was usually a consequence of the privatization of state assets (Gaughan 2007580
55, 6366).

The third merger wave in Canada also unfolded in the 1960s and saw the rise of
conglomerates, whiléhe fourth merger wave in the 1980s brought larger deals and the
beginnings of continental consolidation. In the late 1980s the Mulroney Progressive
Conservatives uncorked ownership restrictions in the financial sector and, over the next
decade GOagfve 8anlks swalBwed the largest brokerage houses, underwriters
and trust companies (Morclkt. a005: 112). The fifth merger wave in Canada brought
many more crosborder deals, but the activity was largely confined, both in terms of
acquirers and taets, to the U.S. A sixth merger wave began in 2003 and lasted to 2007
and its defining feature, for Canada at any rate, was the absorption of some of the largest
Canadianbased firms. Household names like Inco, Falconbridge, Alcan, Dofasco, Stelco,
Algoma , Mol sonds and t hé sdine dfshe oldest an@raogt ic@h mp a n
firms in Canadai disappeared as the largest global players in energy and materials
swept up their rivals.

To the best of the author és kgessvahde dge,
acquisitions does not exist for Canada. Using data drawn from numerous sources, the
evolution of M&A activity in Canada is partially captured in Figure 6.3, which portrays
the number of M&A from 1888012 (see Appendix C for an explanation of\whgous
sources). The peaks of the six merger waves correspond with business cycle peaks and
are observable on the chart. The inset figure maps the type of merger from the first

decade of the twentieth century through to the 1970s. If the story about Mi@Awas
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recounted above is accurate, then we should expect the following: horizontal (monopoly)
combinations should begin as the most common form of merger in the first merger wave
(1910); as we proceed to 1929, vertical (oligopolistic) combinations simocoédise in
prevalence and horizontal combinations should diminish; as we proceed to the third
merger wave in the late 1960s, conglomerate mergers should become comparatively more
important, with horizontal and vertical combinations declining. This isakawhat the

inset figure demonstrates.

Figure 6.3
Internal Breadth: Mergers and Acquisitions, 1885-2012
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Source:See Appendix C for data on mergers and acquisitions.
In their discussion of the evolution of M&A, N&B ask why there are M&A cycles
in the first place and how these cycles relate to the developmentohalat capital. The

metaphor they use in discussing the increasing importance of M&A is the need for large
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firms to O6break their envel oped. The emer
merger wave, N&B tell us. Firms expanded within their origimalustries, eventually
arriving at a leading (and often monopolistic) position. At this point, further expansion
required that large firms penetrate theirdustrial universeh ei r 6envel oped,
outwards across an entire sector. This involvedddirms absorbing firms up the supply
chain towards extraction and down the supply chain towards the ultimate consumer.
The consequence was the formation of verticgtggrated, oligopolistic market
structures. Further expansion required that largenér transcend theisectoral universe
and push up against the universe of nationdiiyniciled firms through the formation of
diversified conglomerates. Once the pool of desirable natiobaigd takeover targets
had been exhausted, large firms neededutoiqpc t ur e t heir o6énati onal
firms in other jurisdictions, hence the ne
toN&Bassertion that the inner | ogic of M& A
6gl obal i zat 8489).%6Thiq iRaDtés@hble claid,Gor it might well be the case
that the trend in crosdorder amalgamation either stays steady or even declines over
time. We will assess this claim below.

Another way of examining the growing importance of M&A isdmntrasting it
with greenf i el d 1 nvest ment. N&B-bR2ODO8: | B8B¢ atpd

captures the basic calculus open to proprietors: the purchase of existing capacity in the

® Evidence suggests that the fourth and fifth merger booms in the two closing decades of the twentieth
century were dominated by horizontal acquisitions, thus leading to renewed industry concentration. Given
the logic laid out by N&B, it seems reasbleato supposethat the movement towardsrossborder M&A

would begin with firms acquiring foreign rivals within their core industri@ge Pryor 2001
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form of M&A or the payment to have it built anew. This ratio depitts relationship

between internal and external breadth and it is plotted for Canada in Figure 6.4.

Figure 6.4
Internal to External Breadth:
Nitzan and Bichler's 'Amalgamation Index', 1914-2012
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Note: data on norresidential structures and equipment only dates to 1926. Values for
1914 through 1925 are estimated using gross fixed private inmegfinoen Urquhart
(1993), Table 1.2, pp-1LH, with proper rebasingSource:See Appendix C for data on
mergers and acquisitions; gross fixed private investment from Historical Statistics of
Canada, Series F23+24 (19860), Cansim Table 38017 (1961980) and 388038
(19812012).

There are three things worth noting. First, the series more clearly demonstrates
the wavelike pattern of M&A over the past century. The second, third, fourth, fifth and
sixth merger waves are more clearly discernibleiguie 6.4 than they are in Figure 6.3.
The second feature to note is the increasing importance of M&A relative to-fieésbn
growth. In the threequarters of a century from 191988, for every dollar spent on
building new capacity, 23 cents was spentM&A (on average). In the quarter century
since 1988, every dollar spent on expanding capacity has seen (on average) 93 cents spent
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on M&A i afour-fold increase. Third, the inset figure shows the proportion of total
M&A (measured by the total number) accoted for by crosdorder M&A. The data

spans 1942012 and clearly demonstrates the accelerated globalization of corporation
amalgamation. It, too, demonstrates a whke pattern with each successive peak
reaching a higher degree of internationalizatiSo.N & B @ssertion that M&A should
show a tendency for o&éspati al integrationo
the Canadian context.

The history of greefield investment and M&A in Canada is interesting in its
own right, but what we ee really after is the developmental tendencies of the largest
firms in Canada, which means that we should wish to know what bearing these
processes have on the institutional and organizational structure of the political economy.
In the next section we wliltake on some of the theories offered to explain M&A. We will
then be prepared to examine the role breadth has played in restructuring the corporate

sector.

6.3 Amalgamation: A Black Box in Political Economy?

At a minimum, explanations for M&A usually tryotaccount for two things: merger
motives Causg¢sand postmerger outcomeseffec)s This seems appropriate insofar as a
merger outcome, an intended effect, will be either incoherent or meaningless unless it is
logically tied to an underlying cause or eomotivation. Though seemingly
straightforward, the identification of motivational energy and postrger consequences

is not easy. Consider the difficulties surrounding motivation. What counts as a valid

198



motive and how can we discover what it is? Aftérrabtivation is not a physical fact; it
is metaphysical and thus has the potential to be unknown even to the person who
manifests it. Will the motivation be the same in all cases and across all individuals or will
there be variation? What happens if then® multiple motivations at play? How do we
determine which are central and which are peripheral?

In terms of posinerger outcomes, what are the relevant measures? Should we
look at stock prices, accounting data or industrial measures? Do we lookiatphaet of
a merger on the participating firms in isolation or do we extend the scope to include the
industry, sector or the entire market structure? And what is the relevant time horizon?
Do the first few days or months after a merger announcement soffisbould we
elongate the time horizon to include years or even decades? Researchers have answered
these questions differently, and as a consequence, there does not appear to be much in
the way of a consensus on M&A, hence the black box analogy.

One of he most extensive studies ever conducted on M&A in Canada was the
Report of Royal Commission on Corporate CoficentrataaThe Bryce Repdft78). In
terms of uncovering M&A motives, thBryce Repagdlied upon evidence captured in

surveys from tB owners of merged firms. The authors begin with an important

admi ssi on: O6we should not expect to find p
public record as a merger motiveo, a seemi
their rather long eabor ati on, the |1 st of mer ger mo
i nvest ment d at a O6reasonable pricebo; (2) ¢

access to a lucrative market, a reliable source of supply or the improvement of product
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quality; @ ) the O6rationalizationd of an industr
expand within it without O6creating excess

tax exemptions; and (7) the desirel98 o6dyn

1503).

The list is deeply revelatoRT he f i r st moti ve, an Oattr
tautol ogy. |t doesnot explain why an inve
6reasonabl e priced. The s ec on dablenbldwevere , I N

efficiency is much more difficult concept to sort out than mainstream economists
assume. After all, we might ask: efficiefmywhorandin what wandhow measu?ethe

third motive, enhanced product quality, cannot be directly tied tagees in the first

place insofar as a merger is a legal combination of business units, not the synchronization
of industrial processes.

Motives four through seven all hinge on business actions to deepen the
distribution and so, in capital as power termspost differential accumulation. The
fourth motive, the Orationalization®d of an
productive capacity and diminishment of industrial serviceability. Plant and equipment
will be left idle and workers will beseparated from their work (i.e., fired). Fifth, the
desire to expand into an industry without changing the price structure speaks wholly to
the desire to redirect income streams while maintaining or deepening earnings margins.

Tax exemption, the sixth mate, is also about distribution, but in this case it centres on

® Brander (1988: 1aBargueghat just because there are private gains flowing from M&A actjvitdoes

not follow that the public interest is being serveldlany who have authored studies on M&A in Canada
appear to hold the opposite assumption, namely that if a merger benefits shareholders it is automatically
beneficial to other stakeholders or to sdgiat large A prioriassumptions about the automatic beneficence

of M&A will not be made in this study
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redistributing the tax burden. In the seventh and final motive, corporate empire, the
allusion to power is unmistakable and does not require elaboration.

Long as théryce Repbst of merge motives is, it is not complete. Growth is the
most common motive cited but feeding out ¢
synergiesd and O6financi al synergi eso. Op e
diminished costs (economies of scalescope) while financial synergies usually come
from a reduction in the cost of capital (Gaughan 2007: 11-5).1Rd4ubley, Krause and
Sadeque (1991) cite geographic and product line expansion, favourable regulations and
cheaper inputs as overarching tiwes. Baldwin, Beckstead, Gellatly and Peters (2000)
find that M&A activity is motivated by diversification strategies. They argue that large
firms which operate in saturated industries have a basic choice available to them: they
can absorb competitors ufne production chain or down the distribution chain with a
view to enhanced efficiency (through cost containméthe second choice is to acquire
firms in unrelated sectors in order to diversify, and in so doing, reduce risk (by insulating
themselvestrm 6demand shocksd, -cuttng ane nslaredpdtian,) . Be:c
another motive includes the acquisition of a strategic asset such as research and
development capabilities, patents, trademarks, etc. The ultimate motivator, for these
researchergppears to be the maximization of shareholder vélue.

Shifting from merger motives to outcomes, the literature on M&A in Canada,

Brander (1988: 111) argues, reveals two broad positions: those who viewed M&A activity

"Caves (1987) and Scherer (E)8@iestion whether amalgamation lestd enhanced efficiency.
8The view advanced by Baldwét. a(2000) is consigtnt with arguments advanced by Penrose (1959) and
Marris (1964) who assert that firms diversify throulgl&A in order to grow.

201



favourably argue that Canadian firmeed to grow larger if they are to compete in global
markets, while their opponents tended to see M&A as creating corporate leviathans that
owi el d enor mous power o and 0 d o mimerget e t h o
performance in Canada document mixed resuBaldwin and Gorecki (1987), Baldwin

and Caves (1992) and Baldwin (1995) find that takeovers have a positive impact on the
combined firm in terms of market share, productivity and profitability. Jog and Riding
(1988) and Tarasofsky and Corvari (1991g fimat approximately an equal number of

M&A succeed or fail. Financial event studies, like those performed by Eckbo (1986; 1988)
and Eckbo and Thorbum (2000) posit that takeovers increase stock prices and fetch
significant positive average announcemenures for shareholdersAndré, Kooli and
L6Her (2004) use a |l onger time frame for
namely that Canadian acquirers significantly underperform. Amplifying the diversity of
results, BenrAmar and André (2006) arguethat Canadian shareholders obtain
abnormally high returns at the date of announcement relative to results in the U.S.

Eckbo (1988: 206summarizes a common viewpoint among merger studies in
Canada by arguing h a t M&A promote therpefédtei epsoalt
which he conceives to be a socially useful
costsd of corporate resource reallocation,
might not pursue shareholder wealth maximization stgiés, thus helping explain why
the (purported) separation of ownership from control has endured as a corporate form

(1986 258).
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Outside Canada, Scherer (1988b) finds that much of the M&A activity of the
1960s and 1970s was later reversed. And while gtmas might have risen at the time of
announcement, he notes, preerger targets usually performed better in relation to their
postmerger form. Agrawal and Mandelker (1992) document negative and significant
abnormal results, Loderer and Martin (1993)dfinegative but insignificant abnormal
returns in the posimerger years and Gugler, Mueller Yortoglu and Zulehner (2003) find
a post crosborder acquisition decrease in the market value of acquiring firms.

Within mainstream thought, the research on M&Altérs into two broad
approaches. The approaches are distinguished primarily by what they seek to explain
and the methodology they use to arrive at ansWéise financial approach looks at
M&A as a market for corporate control that shifts business aswet&rds those who
will most efficiently and profitably employ them. Mergers are evaluated favourably if
share prices rise after a merger announcement relative to a reference group (so called
6financi al event studies 0) .ets wilhjadgeathresughmp t i o n
pre- and postmerger share prices, whether the merger is likely to enhance efficiency and
profitability, thus raising the overall market value of a firm.

The industrial organization approach examines the lergn performance of
mergers, usually using profitability or other accounting data as a barometer of merger

success. This approach concedes that efficiency may play a role in terms of motives and

° The following overviewof the approaches and theories is adapted fidhemani (1991:-8) and
Mcdougall(1995 14).
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consequences, but the drive for monopoly and market power are also taken asniporta
merger motives and posterger consequencts.

There have been comparatively few Marxist analyses of M&A in Canada. The
studies that have been performed tend to take as their point of departure the work of
Baran and Sweezy (1966), among others. Clenfentexample, sees heightened
concentration as an inevitable outcome of the historical development of capitalism (1975:
31). The amalgamation process, he explains, creates fewer and larger corporate units and
cul minates in the créatihan offpdadcmsncpompet
increasingly centralized planning (1977a:-3B82Carroll and Klassen view M&A as
feeding the accumulation process, first by centralizing capital into fewer units and then
by concentrating it (2010: 10). Veltmegaplains how concentration unfolds (1987: 27).
Larger firms have higher rates of profit on average, thus enabling them to grow faster
through 6internal accumul ationd, i.e., by
In the Marxist analysis, thenM&A contribute directly to heightened concentration
through the absorption of other firms and indirectly by increasing firm size, enlarging the

rate of profit and enabling firms to grow through internal accumulation.

9 These tw broad approaches have spawned three theories: internalization theory, technological
competence theory and transaction cost thedngernalization theory presupposes that profitable firms
possess intangible assets that make them desirable takeoverstafdetse intangible assets are hard to
acquire because of barriers to entry, high transaction costs, etc., thus making M&A the least onerous route
for obtaining them. This theory is usually used to explain horizontal mergers. Closely related to
internalization theory is the technological competence theory, which emphasizes the growing importance
of 6technol ogi cal assetsd. These technological ass
they embody can be codified (i.e., recorded as informatiainotiners can easily use) or cannot be codified
(specific learned abilities that are note easy to replicate, practical knowledge, etc.). The latter are thought
to be of supreme importance in terms of business performance, thus inducing firms to try ite écqu
through M&A . Transaction cost theory is predicated on the notion that coordination problems exist
within particular marketsand that frms respond by replacing market transactions between firms with
intra-firm transfers (Williamson 1975). According this theory, individual firms participate iM&A to

cut costs and enlarge profits. From a societal standpM&A are thought taenhanceotal efficiency.
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To summarize, scholars working withithe financial approach view M&A
activity through the prism of enhanced efficiency and wealth maximization.
Amalgamation motivations are thought to derive from profit maximization, which grows
out of the utility maximizing calculus of rational agents. Timancial approach ignores
power as a motivating factor and the amassment of power as an institutional outcome.
The industrial organization approachssumes that firms are motivated by profit
maximization, thus inducing efforts to enhance efficiency. H@xel alsomakes room
for O6market p o we (sée Khemanii 1988:-3e far exampieaDespite n s
this, scholars using the industrial organization approach have not detailed exactly how
M&A fuel the growth of corporate power. It is presupposidt M&A are part of the
drive for monopoly and increased market power, but existing studies have not
empirically documented this assertion. Finally, Marxists have typically seen M&A as
concentrating and centralizing capital, and thus indirectly incorpergbwer into the
explanatory picture. However, their studies suffer from similar shortcomings insofar as
they do not empirically document the linkages between amalgamation and power. So

what is the relationship between M&A and power?

6.4 Amalgamation and Powe

TheBryce Rep¢i978: 156) asserts that there is no-@mm relationship between M&A

activity and corporate concentration in Candd&ckbo (1983) claims thaas far athe

YThis conclusion was challenged by Stanbury and Waverman (1979Rrjée Repatso invited dticism
from Radwanski (1979) and Clement (1979) for wholly embracing a business standpoint in assessing the
relationship between corporate power and Canadian society.
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Canadian evidence goes, enhanced market power neither serves as a mérgaranas
a postmerger consequence. Instead, he claims that-pesger gains are the result of
enhanced efficiency. Eckbo (1985) also asserts that the evidence for mergers in the U.S.
does not support the market power hypothesis. Gaughan (2007: 149 aiges: there
is little evidence that firms are motivated to merge to increase monopoly power. It is time
to test these claims against the historical evidence in Canada.

The first question is whether there is a relationship between relative firm size
(the institutionalorganizational structure of the corporate sector) and profitability
(pricing-distributive power). Lafrance (2012) finds that medismed firms are more
profitable than both large and small firms. In Canada, the relationship between
performance and size, she says, takes an invertgdape: as firms increase in size they
become more profitable, but beyond a certain point increased size is associated with
lower profitability. Firms with 5 to 20 employees tend to be more profitable than their
larger counterparts, thus indicating a ntinear relationship between size and
profitability. The difficulty with Lafran
classifies firm size according to the number of employees and measures profitability
through return on assets (ROA), tabulated as earnings before interest and taxes divided
by tot al assets. Given Lafranceds supposit
that larger firms have lower profitability than do meditsized firms. However, the
puzzle is more apparent than real.

Borrowing tools fromN & B @oalkit allows us to construct a markedly different

picture. First, N&B classify firm size according to equity market value. The advantage
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with this classification scheme is that it embradke vantage point of investors, whose
perception of the flow of future earnings (and thus the present value of listed firms)
shapes politicaeconomic development. Second, in place of ROA, N&B (2002) 50
build upon Kal ecki &8s heyneegsure wsingatfe mandiptloep ol y 6,
percent of profit in sales reveniie and which is understood in this context to be a
guantitative proxy for market power. Kalecki devised the concept to capture -price
formation within semimonopolistic settings. Among theumerous factors influencing
the degree of monopoly, Kalecki (18485 0) tell s wus, are the 0p!
and subsequent 6f or m¥Theé pencentofprofif in sates is acnmrep o r a
appropriate metric in this instance becaus i t contrasts two fl ows
use of earnings against assets contrasts a flow with a stock.

Figure 6.5 depicts four series: the upper part of the figure contains the net markup
for the top 60 firms, the corporate universe as a whole andatp®rate universéesshe
top 60 firms. The differential (gross) markup of the top 60 firms is in the bottom portion
of the figure. Net markups are included because they capture the impact of taxation and
the ability of firms, especially large firms,&woid taxation. Differential gross markups
are also included to capture the more straightforward differences between large and

small firms in terms of pr&ax earnings margins.

12 Other factorsaffecting the degree of monopdiyclude the power of trade unions, vefi will be
examined in Chapte8 and 10Kalecki (1938: 65) assetiat the degree of monopo&ysohas a bearing on
the distribution of income amongst classes, a claim wealstiexamine in Chapter 8nd 9
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Figure 6.5
The Markup in Canada, 1952-2012
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revenue, respectively.

A few things warrant our attention. First, despite heavy cyclicality, the-teng
pattern is \shaped for the top 60 firms and for the corporate universe. Both series
trended downward till the early 1990sended upward thereafter and reached historic
highs in 200708. Second, the overall pattern changes when we remove the top 60 firms
from the corporate universé.The reason for including the natominant capital
corporate universe is to discern what ingpaif any, the top 60 firms has on the average

markup of the corporate universe. The impact is considerable. Instead of reaching a

3The correlation coefficierfor the markupof the top 60 and the corporate universe is B&tveen 1967
and 2010The correlatiorfor the top 60 and the nedominant capital corporate universe falls to OoVer
the same period (all series smoothed as three year moving averages)
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historic high in 200708, the nordominant capital corporate universe reached a series
high in 1975. The overall trend frahe 1960s onward was downward for this group.
Third, the markup of the top 60 firms is higher than for the corporate universe, which is
suggestive of linkages between size and power. Despite the cyclicality and the difference
in respective levels, the dasaiggest that the dominant capital markup reached -half
century highs in recent years. Fourth and finally, the differential markup trended
downward from the midl960s through the miti980s and trended upward thereafter,
which bolsters the claim about heigiited power at the top of the corporate dominance
hierarchy in recent times.

As reviewed in Chapter 4, Means (1935) connected concentration and prices in a

way which indicated that the exi€£itassceécaf 0
price fommt i on or Oadministered prices?o. Kal ecl
corporate units with differences in price

have us believe that the existence of large firms has the effect of reducing competition
because relative differences in firm size gives rise to different competitive behaviour,
performance and market power (see Bowring 1986, for example). As reviewed in Chapter
5, numerous schools of thought understand aggregate concentration to be a@roxy f
corporate power. The question to be addressed is: do increases (decreases) in the level of
aggregate concentration bear any relationship to increases (decreases) in the markup of
the largest firms in Canada? In other words, there is a linear relatobsiieen the

relative position of the largest firms and the extent of their market power.
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Figure 6.6 begins to answer this question by presenting two series. The thick
black line measures the aggregate concentration of equity capitalization and the thin
broken line measures the markup of the top 60 firms. The former may be understood as a
proxy for the institutionatorganizational structure of the corporate sector and the latter
for the market power of the largest firms. The two series are positivelglatad over
the long term. Aggregate concentration declined from the early 1950s to the late 1970s
and climbed thereafter. The markup trended downward till the early 1990s and rose
thereafter. As |l arge firms t ookheiurparkehor e 0
power increased. Concentration and the markup reached historic highs in recent years,
indicating that relative size is closely a
about the norinearity of size and profitability is invalidated veh we measure size
through capitalization and when we benchmark profitability against revenue.

The establishment of quantitative linkages between concentration and market
power is difficult enough; the qualitative mechanicshofvlarge firms increase tire
market power is far more difficult to uncover. In the language of classical and neoclassical
economi cs, Operfect competitiond iIis a conc
sellers, perfect information, free entry and exit and homogenous progigstail. Under
this market structure, sellers do not have the ability to influence price. But as firms

combine and the market structure moves from the competitive end of the speotthen
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oligopolistic and monopolistic end, large firms go from beingegekers to price

shapers and priemakers™*
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Figure 6.6
Corporate Concentration and Market Power, 1952-2012
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Blair argues that as aggregate concentration increases, market behaviour changes.

6 Commuhnes of interestdo form

around

power f L

enables them to coordinate their activities to a greater extent than would otherwise be

possible. Independent (read: competitive) behaviour is lessened, Blair continues, as

dominant proprietors and executives openly or tacitly agree that firms should avoid the

14See Meang1972h) for an elaboration. S&owring (1986¥or a discussion of the dual economy and the
resulting differences in competitive behaviour, performance and market power.
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di sruptions associated with ©&éprice compet.
profit ral)ed (1972: 60

Olson explains some of the mechanics (and impedimehts) individuals and
institutions face in organizing for collective action through the building of coalitions.

The larger the number of individuals or firms that would benefit from a collective good, the
smaller the share of the gains from action in theupgrinterest that will accrue to the
individual or firm that undertakes the acti
group size increases, so that large groups are less able to act in their common interest than
small ones (1982: 31).

The numeic scale of groups like (nemmionized) workers, taxpayers and consumers
makes it difficult to organize for collective action. The incentives, Olson explains, are not
strong enough to pull such groups together. One reason for thisaisthe services
provided by such coalitions are often distributed to every member of the coalition
equally, and among broad coalitions, this
the cost of organizing such coalitions may be large, which acts as an additional
impedment to collective action.

The opposite logic is at play with small groups like dominant capital firms
(operating in oligopolistic markets). In the context of the coordinating activities
between large firm& activities that would include setting markeirices, containing the
rate of industrial expansion or lobbyinfj because they are few in number, the
organi zational bur den I s mu c h smal l er .
disproportionately benefit from collective action. Smaller groups, Olson assestsss
di sproportionate 6organizational power 6 or
imperative to note that the activities of such coalitions will tend to benefit coalition

members, even though said activities may reduce total societaémtff or hamper the
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growth of aggregate income. These negative effects arising from coalitional behaviour
will be felt more strongly by nenoalitions members, i.e., by society at large.

This line of reasoning helps explain why shifts in the relatigsitpn of the
largest firms in Canada (measured through aggregate concentration) are linked with the
changes in the markup of the largest firms. Though qualitative in character and
somewhat messy, we should presume that the reduction of competitive m@essu
resulting from oligopolistic market structures can unfold in any number of ways. The
point is that thequalitativeollusion and cooperation among large firms faantitative
manifestations. This line of reasoning may also prove useful in subsednagérs,
notably Chapter 7, which chronicles the concurrent rise of large firms amidst the
deceleration of GDP growth, ami Chapters 9 and 10, which explore the distribution of
income.

Letds illustrate this thinkinactivivest h an
around capacity utilization and the proffiricing structure (detailed in Chapter 2) is but
one instance indicating that collusion and tacit agreement unfolds even in the context of
gl obalized markets. Recall thati P& asb €p
pricesd® because their O6strategyd was prem
i mportant than volumed. This activity | ed
(Bouw 2012). In this instance, clandestine collusion wats aven necessary; an open
agreement amongst the global players was in place to hedge against the threat of higher
inventories and the associated reduction in prices and profit margins. In the language of

Veblen, industry is subordinate to business in timarket. In the language of Olson, the
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6selective incentivesd were in place to e
And from the standpoint dil & B frasnework, this has plenty to do with power.

Recall: at the end of Chapter 5 we asked whabanots for the cyclical pattern
and secular increase in aggregate concentration over the postwar period. Figure 6.6
establishes a link between concentration and market power, thus heightening the
importance of finding a satisfactory answer to the questitie. are now prepared to
address the question: does amalgamation fuel concentration? Figure 6.7 contrasts the
buy-to-build indicator, measured as mergers and acquisitions as a percent of business
spending on fixed assets, with the concentration of corpossteets, measured as the
total assets held by the top 60 firms as a percent of the Canadian corporate universe. The
two series are tightly and positively correlated over half a century, which supports the
contention that amalgamation fuels concentration.

The amalgamation index appears more cyclical than asset concentration, which
makes sense when we consider that each amalgamation wave serves to concentrate
corporate assetdHowever when the wave subsides firms (more often than not) do not
divest themsele of their newly acquired assétd hus, while amalgamation is walike
in its pattern its consequences for concentration tend to be cumultivesset
concentration increased from the ml®60s through the early 1980s in tandem with the

conglomerate mery wave before declining for a decade. In the 1990s the overall level of

5This is partially explained by the fact thate are comparing a flow with a stock.

®Khemani (1988:19-3@) notes that Canadads | evel of aggregat
over time. Furthermore, he cites empirical research which documents a positive relationship between the

level of aggregate concentration and firm prdiitisy, which is suggestive of links between takeover

activity, high levels of concentration and increased market power. Potential spillover effects, he says,
include higher levels of wealth and income inequality. The findings documented in this anchigtesrs
support Khemani s assertions.
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asset concentration rose by ehalf, fuelled in part by the largest merger wave in
Canadian history. These findings are in contrast toBhgce Reposthich did not find a
relationship between M&A activity and corporate concentration. It is also in sharp
contrast to the scholars reviewed in the previous section who argue that the pursuit and

attainment of enhanced power is neither a merger motive nor anpasgfer consequence.

Figure 6.7
Amalgamation and Concentration, 1950-2012
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Note: total corporate assets are tabulated by subtracting the total assets of government

financial and norfinancial business enterprises from the total assets of government and

business enterprisesSource: Canadian Financial Markets Research Centre and

Compustat through WRDS for common shares outstanding, closing share price and

asset s; Moodyds Corporate Manuals through Mergent
Top 1000 Companies (various issues from-2988); total corporate assets from Cansim

Tables 378052, 378055 and 378072; business spending on fixed assets from

Historical Statistics of Canada, Series F23+24 (19%®), Cansim Table 38017 (1961

1980) and 388038 (1982012). See Appendix C for data on mergers and acquisitions.

But the relatimship between amalgamation and power has other dimensions as

well. Consider what N&B say about the relationship between differential earnomgs

215

We b |



the one hand, and breadth and depih the other (2009: 329). The differential earnings

of dominant capitalthey say, can be portrayed through the following equation:

4, 22— 3

Where (E) denotes the level of earningsetiubscriptp refers to a dominant capital firm

and the absence of a subscript refers to the average. Differential earnings can be boosted

by increasing employment faster than the average (breadth) or by increasing earnings per
employee faster thanthe ava ge ( dept h) . The | atter, t hey
power per uni t of organi zat i ompdoprietorsdto s p e a k
project their indirect power across society as a whole. They summarize:

Seen from a differenti@lccumulation prspective, amalgamation is a power process whose
goal is to beat the average and redistribute control. Its main appeal to capitalists is that it
contributes directly to differential breadth, yet without undermining and sometimes
boosting the potential fodifferential depth (2009: 346).

Letds put this claim to the test. We have
has increased in Canada over the past half century and that this process unfclols side

side the increasing markup of large firidée have also demonstrated that concentration

moves in tandem with amalgamation waves. So are N&B correct in asserting that M&A

also serve to protect and possibly deepen differential depth?

Figure 6.8 maps two series. The #aybuild indicator is plottednext toN & B 0 s
measure of differential depth, the latter computed as a ratio of the average profit per
employee of the top 60 firms to the private sector. In 1950 the average profit per employee
of a firm in the top 60 was 2.6 times that of an averagarfithe business sector. By 2010

t hat ratio increased to 4. 7. Thi s i mpl i e:

216



dominant capital was nearly five times what it was in the business sBctogarly twice

the level in 1950. The statistical strength cf #issociation is weak, but it grows stronger

over time.
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Figure 6.8
Amalgamation and the 'Elemental Power' of the Top 60 Firms, 1950-2010
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Note: Private sector employment in Canada had to be estimated frora19950 For the
years 196A975, an industrial employment index was used (with rebasing). For the years

19501959, total emplayent was used (with rebasinghource:See Appendix C for data
on mergers and acquisitions; business spending on fixed assets from Historical Statistics

of Canada, Series F23+24 (32260), Cansim Table 38017 (1961980) and 388038

(19812010); diffeential profit per employee for the top 60 firms from Canadian Financial
Markets Research Centre and Compustat through WRDS for common shares
outstanding, closing share price, gfrea x pr of i t and tot
Manuals through Mergent Wareports; Report on Business Top 1000 Companies (various
issues from 198%010); total pretax profit from Historical Statistics of Canada, Series F3
(195061960) and Cansim Table 38016 (1962010); total employment and private sector
employment in Canaalfrom Cansim Table 28012 (1972010), industrial employment
index from Historical Statistics of Canada, Series D528 (1986).

al

empl oyees;

The positive correlation between the two series suggests fh&tB @assertion

holds in the Canadian context. However, tlaet that the two series move together, not

inversely, might interrupt another df & B assertions, namely that breadth and depth
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tend to move inversely to each other. Figure 6.8 suggests this is'i8ssoerger waves
contribute to heightened concentian, it appears that the profit per employee of large

firms increases. Recall the end of Chapter 5, which asked how we can account for the
globalization of Canadian corporate ownership across the past century given the pattern

it takes in Figure 5.13. N&Bypothesize (2009: 332, proposition 5) that the logic of

M&A, which grows out of the constituent parts of differential accumulation, points in

the direction of O0spati al uni ficationd and
corporate ownershifpe accounted for by the drive for differential breadth?

According to Figure 6.9, the answer@ie$ The thick black line portraydl & B 6 s
amalgamation index against a proxy for the transnationalization of Canadian corporate
ownership. The two series atightly and positively correlated from the 1920s onward.

The timing and duration of the amalgamation waves in Canada appears to have
contributed to an increase in the foreign operations of Candoléesed firms relative to

their domestic operations. Rec#fle inset chart in Figure 6.4, which showed that cross

border acquisitions have become more prevalent in the decades since 1945. This is
consistent withN& Béads gument t hat amalgamation waves
their envel ope 6rdbon theixgiginal diniverge ofocorpovations, the

final envelope being the universe of nationdlyniciled firms. The amalgamation waves

of the 1990s and 2000s were primarily global and, unsurprisingly, the
transnationalization of Canadian corporate orship sharply increased over these two

decades, reaching a historic high.

' This assertion is qualified by the fact theigure 6.8 contrasts theegimef breadth (M&A) with a
measud depth (profit per employee), whiato not necessarily belong in the saanalyticalcategory.
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The reasons for the strong statistical relationship between the-tdnnuild
indicator and the transnationalization proxy are not obvious, but the fact that both series
aresemicyclical and rise secularly over the postwar era suggests what the answer might
be. Each amalgamation wave in Canada appears to have increased foreign assets relative
to domestic assets, and hence, foreign income relative to domestic income. However,
from Figure 6.4 we know that the level of foreign acquisitions relative to domestic
acquisitions steadily increased since 1945. But why would foreign income decline relative

to domestic income after the merger wave subsides?

Figure 6.9
Amalgmation and the Globalization of
Canadian Corporate Ownership, 1916-2011
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Note: Data on corporate transnatnality interpolated between 1928, 1933, 1936 and 1938
(continuous thereafter)Source:See Appendix C for data on mergers and acquisitions;
business spending on fixed assets from Historical Statistics of Canada, Series F23+24
(19261960), Cansim Table 38017 (1961980) and 388038 (1982011); dividends on
portfolio investment and profits, reinvested earnings and dividends on direct investment
from Cansim Table 37®012; total preax profit from Historical Statistics of Canada,
Series F3 (192860) ad Cansim Table 380016 (1962011).
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Each of the major merger waves in Canada was followed by a deep recession
(1929, 19734, 1981, 1990 and 2@1) and it is possible that large Canadian firms that
built up their foreign assets during the merger walixested themselves of a portion of
those foreign assets in order to cope with the downturn (whether they used their
increased liquidity to reduce their debt load or for some other reason is beside the point).
But it woul dnoét ma kassetsdunng the hoam oalgtglydiveste f or e
in the bust, so the lonterm consequences of foreign acquisitions tend to be a rise in
foreign income relative to domestic income.

Letds review the progression | aid out
market power than their rivals in the corporate universe (Figure 6.5) and this power is
closely tied to the concentration of equity market capitalization (Figure 6.6).
Amalgamation seems to be a factor in the concentration of corporate assets (Figure 6.7
Amalgamation has also contributed to the deepening of differential depth (Figure 6.8)
and helps explain what is driving the globalization of Canadian corporate ownership
(Figure 6.9).

Recall that one dN & B keyg claims (2009: 332, proposition 8) isthhe process
of differential accumulation is driven over the leiegm by M&A. The research
presented here supports their contention for Canada. Some questions follow. What
impact has international investment in general, and clomsler amalgamation in
particular, had on transforming the structure of Canadian corporate ownership? Has the
gl obal amal gamation drive of the past few

Canada, as some scholars (Arthurs 2000, for example) fear?
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6.5 Is Corporate CanadaBei ng o Hol | owed Out 6?

In Chapter 4 we reviewed how some scholars understood the role of multinational
corporations and foreign investment in international affairs. On one end of the spectrum
we find the liberal internationalism of Vernon (1971), who wdiade us believe that the
expansion of multinational corporations abroad through foreign direct investment (FDI)

IS a progressive process insofar as it serves to enhance national prosperity and promote
global efficiency. On the other end of the spectrunfing the Marxiarinspired stance

of Hymer (1979), who asserts that developing societies that play host to large flows of
FDI from the developed world lose their ability to steer domestic development and thus
sacrifice a portion of their national autonontiy.Canada, most of the research on foreign
investment and crosBorder M&A has tended toward the liberal internationalist end of

the spectrum, albeit with a few notable exceptions.

In terms of background facts on foreign investment, Statistics Canad®:(59)
reports that there are roughly 2,000 Canadimsed multinationals, which means that
approximately 0.1 percent of Canadian firms participate in international investment
(calculation based on auth@rarchivesf®The 100 largest Canadian multinatas, they
tell us, account for 80 percent of the total direct investment abfoad figure which
brings us very close to our proxy for dominant capital (the top 60 firms). So the process

of international investment amongst Canadian firms is highly conagedr At present,

3The motvations for FDI are very similar to those /d&A, so we need not duplicate our efforts in this
respect.Globerman (199434) provides a list of FDI motives, whiatan be parsed and condensed as

follows: (1) pursuit of higher revenues or lower costs,d@hanced ability to reach and service customers,

(3) increased market power and (4) risk reducti@tatistics Canada defines a multinational corporation

as a firm that engages in forei gmnraddiirneggodt ahorev evs tt meers
than one country (see Baldwin and Gellatly 2007: 14)

221



there are approximately 70,000 multinational corporations around the world four
fold increase since 1990 and these firms make uphodeof global trade, most of it
intra-firm.*°

In developed countries, 85 percent of FDI inflowsraaele up of M&A (in 2006).
This is in stark contrast to developing societies, where onlytoing of FDI takes the
form of M&A. In terms of inward and outward FDI for Canada, the U.S. is both the top
destination and the top source. The U.K. comes in distant second followed by
European countries (Rao, Souare and Wang 200%:1h terms of the industrial location
of inward FDI, Baldwin and Gellatly (2005) claim that the sectoral mix has stayed
relatively stable over the three decades between 19619&id For the 1990s, the large
inflow of FDI was concentrated in those sectors that already displayed high degrees of
foreign control, Taylor (2001) reports. Likewise, Chow (1997) and Marth (2004) indicate
that most foreign investment has taken place mafice and insurance, energy and
materialsfii precisely those sectors that register as the most heavily weighted on the
TSX. And finally, Acharya and Rao (2008: 6) note that among OECD countries, Canada is
the fifth highest in terms of inward FDI restrictimess and is more restrictive than the
42-country average in all sectors except electricity. It is also more restrictive than the

U.S. in all sectors aside from finance.

The concentration of Canadian direct investment abroad (CDIA) abroad appears extraordinarily high.
Baldwin and Gellatly (20Q73%38) relay research performed Borecki (1990; 1992¥hich indicates that,

as of the midl980s, on¢hird of CDIA was attributable to the eight largest investor fitr@how (1994: 56)
reports that 93 percent of CDIA is held by 10 percent of Canadian multinationals. And globally, Rao,
Legault and Ahmad (1994}sert thaone percent of all multinationals account for nearly 50 percent of the
total world stock of outward direct investment.
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To add further context to our examination consider Figure 6.10, which maps the

history of gross Canadian international investment flows from the late 1920s onward.

The thick black line captures gross direct investment flows and the thin broken line

captures the sum of portfolio plus direct investment flows, both as a percent of gross

fixed private investment. The inset table measures the decade average gross direct

investment flows as a percent of GDP for Canada, Developed and Developing Countries.
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Source:Portfolio and direct investment flows from Cansim Table-8@62; gross fixed
private investment from Historical Statistics of Canada, Series F136-126Qy and
Statistics Canada, National Income and Expenditure Accounts, Table 22098} gross
direct investment flows and GDP for Canada, Developed Countries and Developing

Figure 6.10
Gross Canadian International Investment Flows, 1929-2010
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Direct Investment Abroad plus Foreign

Direct Investment (% of GDP
Decade Developed Developing
Average Canada Countries Countries
1970s 2.8 1.0 0.5
1980s 2.2 1.3 0.9
1990s 3.8 2.9 2.8
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Direct investment moved horizontally for the decades spanning the late 1920s to

the early 1990s, staying within a range of 0 to 20 percent. T8imibal trend broke

down in the early 1990s just as Canada entered into a trade and investment liberalization
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regime (TAIL hereafter) with the United States and Mexico. Direct investment surged in
the 1990s before going into steep decline after the maddwenturn and recession of
200001. It rebounded briefly thereafter, and then after the crisis of 2008 it declined
again. Despite the recent decline, the past two decades stand out as being a period of
intense international investment in Canada. The patteith gross total investmeni

the sum of portfolio and dire¢t is somewhat different. Total investment flows fell off a

cliff after 1929 and do not recover until after the Second World War, at which time it
steadily rose until the takeoff in the eall990s. Again, the 20@Q market downturn and
recession acted as an inflection point.

Distinguishing portfolio from direct investment is useful because, as discussed in
Chapter 5, a 10 percent ownership threshold serves as a reasonable proxy for changes in
effective control. Whereas the sum of portfolio and direct investment captures the overall
change in international ownership, honing in on direct investment helps us make sense of
the changing distribution of corporate control. The inset table indicakes Canadado:
participation in global investment was and is historically high. In the 1970s, gross FDI
flows (relative to GDP) in Canada were nearly triple the level in Developed Countries
and nearly six times the level in the developing world. These ratee declined
considerably, but Canadian participation in global investment remains above the
Developed and the Developing Country averages.

The explosion in international investment in the 1990s sets the context for Harry
Arthurs (2000) question: iscpror at e Canada being O6holl owed

the question is closely related to economic power. Changes in corporate governance, he
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says, led to declining autonomy for the subsidiaries of foreign transnationals. This not
only reduced Canadianepresentation on the boards of foreign transnationals and
diminished the autonomy of local management, but it threatened the market for
specialized professional services in key cities such as Toronto, Montreal and Vancouver.
With large Canadian firms getig swept up in the amalgamation wave of the 1990s, this
effectively meant the hollowing out, not just of corporate Canada, but of entire cities and
regi ons. I n Arthurdés distressed question
heavy inflows of FDinto Canada as undermining national autonomy, something she
considered akin to a O0silent surrenderd.
Arthurs and Levitt stand on the end of the spectrum, near Hymer, which views
foreign investment with trepidation. But on this they are nearly aloneana@a. Most
studies performed tend to draw favourable conclusions from higher levels of foreign
investment, even foreign takeovers of Canatiased firm° On the benefits of inward
FDI, Baldwin (1995) finds that foreign controlled firms have higher lapmductivity,
pay higher wages and perform better than domestic firms. A study by Statistics Canada
(1981) finds that foreign firms are much likelier to engage in trade and that they account
for the bulk of domestic imports into Canada. Olineck and Mchec (1996) suggest

that U.S-controlled firms account for the majority of Canadian exports to the United

W

States. So Canadatdts trade exposure increas

With respect to the hollowing out hypothesis, most researchers agree that the

evidence does not support it. Whereas Arthurs focused on changes in corporate

% Baldwin and Gellatly (2007)provide an overview of the research done at Statistics Canada on
multinational corporations and foreigimvestment The review in this paragraph draws extensively on
their summation.
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governance, the hollowing out debate has tended to centre on net Canadiabanaes
acquisitions and head office activities. Baldwin, Beackstead and Brown (2003) and
Becksteacand Brown (2006) do not find evidence that would suggest that head office
functions were being reduced in the 1990s or 2000s. In fact, Baldwin and Brown (2004)
find evidence from the manufacturing sector which suggests that higher levels of foreign
ownerdip contribute to head office formation and employment.

For the period 1992002, Marth (2004:2) reports that Canadiaivased firms
were net acquirers of foreign firms as a whole and-thd&ed firms in particular. He
notes, however, that the dollar velwf inward acquisitions was greater than the dollar
value of outward acquisitions. Hirshorn (2008: 35) also denies the existence of hollowing
out. Instead, he argues that both inward and outward acquisitions contribute to head
office growth in Canada. Qthe issue of large takeovers, Grant and Bloom (2008130
examine deals in excess of $500 million (in constant dollars) between 1994 and 2007 and
find that Canadian firms were more likely to be acquired by other Canadian firms than
they were by foreignifr ms . What s mor e, Canadian firm
than were acquired by foreign firms. They speculate that the value of the Canadian dollar
may have played a role in fuelling outward Canadian acquisitfddsspite this, foreign
acquisitions teded to be larger than Canadian acquisitions. And in terms of head office
functions, they suggest, Canadian firms are more likely to downsize the head office of a

domestic acquisition than are foreign firms (2008: 49).

2This assertion will be examined $ection 6.7
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Carroll and Klassen (2010: 22) vidwe matter more critically, but still conclude
that the evidence for hollowing out is thin. They note that a number of large Canadian
firms have fallen from leadings positions, but other Canabased firms have taken
their place. They see the periodnftie ns e takeover activity as
reproductiond in North America, not holl ow

The studies reviewed here appear to unanimously agree that hollowing out is not
occurring in Canada. However, the method of arriving at this anssaries and it almost
always excludes what is happening in comparable jurisdictions. Given that the two
decades since 1990 have been a period of intense takeover activity around the world, how
have Canadiabased firms behaved in relation to firms in gamable jurisdictions? The
hollowing out question might become clearer if it is couched in differential terms. Insofar
as the hollowing out metaphor makes sense, it could be said to take place if one or both
of the following were to occur: (1) the averagte of Canadian acquisitions abroad is
slower than in comparable jurisdictions; (2) the average rate of takeovers of Canadian
based firms is faster than in comparable jurisdictions. Given the global nature of merger
waves, is corporate Canada absorbingeifpn firms faster than the average or are
Canadian firms being taken over faster than the average?

Figure 6.11 presents the answer to this question for the yearABBOThe thick
black line tells the story for purchasers. It is a ratio which usesatlegage Canadian
crossborder acquisition (measured as the total dollar value divided by total number of
acquisitions) for the numerator and the average Developed Codatmyciled

acquisition for the denominator. The thin broken line measures the samnitvgs, but
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for sellers. Canadiabased firms acquired foreign firms faster than the Developed
Country average, as indicated by the positive trend line. And on the seller side, Canadian
based firms sold to foreigmsed firms more slowly than the Develdggountry average,

as indicated by the negative trend line. Couched in differential terms, corporate Canada

is not being hollowed out; it is doing the hollowing out.

Figure 6.11
Differential Cross-Border Amalgamation:
Canada vs. Developed Countries, 1990-2011
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Note: differential amalgamation is computed as a ratio of the average transaction value
(total dollar value divided by total number of acquisitions) of a Canad@aniciled
purchaser/seller and the average value of a Developed Gaentigiled purchaser/seller.
Source:numeric and dollar value of total crelserder M&A from UNCTAD Cross
Border M&A Database, Web Tables1® (www.unctad.org/fdistatistics.

We should be careful about drawing conclusions from this data, if only because it
registers changes at an aggregate level. This stugyinmrily concerned with the
activities of large firms, not the universe of firms as such. That being so, what happens

when we increase the resolution and specifically examine large acquisitions? Table 6.1
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contrasts aggregate and disaggregate statisticCanadian crosborder acquisitions.

The three columns to the left register decade averages for the total number, total dollar
value and average size of all ciossder M&A in current dollars. The three columns to

the right capture the same three measul@s billion dollar acquisitions in constant
dollars.

The average number of overall crbssder acquisitions nearly doubled from the
1990s to the 2000s and the average dollar value more than tripled. Whereas the average
acquisition in the 1990s was vatuat $40 million USD, in the 2000s it more than
doubled to $90 million USD. In gross terms there were nearly ten thousand acquisitions
between 1990 and 2009. Corporate Canada was a net acquirer of nearly 500 firms, but
registered as a net seller in ternigdollar value, at nearly $25 billion USD. So Canadian
firms did more purchasing of foreign firms, but the value of Canadian acquisitions abroad

tended to be smaller than the value of foreign acquisitions of Canbdsad firms.

Table 6.1
Cross-Border Amdgamation in Canada

Total CrofRorder Acquisitions  Billion Dollar CreBsrder Acquisitién:

Decade DoIIar\ Averqge Dollar Average
Averages Number ValueA SizA Number Value Size
1980:¢ T T 3 8.3 2.9
1990¢ 345 13.8 0.04 8 27.1 3.2
2000s 606 51.8 0.09 22 79.8 3.6
Total Gross Valt 9,511 656.4 0.07 329 1,135.4 3.45
Total Net Valu 491 -24.4 11 -117.5

ABillions of nominal $U.S. Dollars AData begins in 1982 * Billions of constant (2010) $U.S. Dollars

Note: There is a discrepapdetween the dollar value of all crdssrder acquisitions and of billion dollar cressrder acquisitions,

the latter being considerably larger than the former. It is unclear why this is so, but one possible answer might cohreeviiam t
UNCTAD registes crossborder M&A. Crossborder M&A sales are calculated on a net basis as follows: sales of firms in the host
economy to foreign TNCs minus sales of foreign affiliates in the host economy. The data cover only those deals thaninvolved
acquisition of a equity stake of more than 10 perceSturce:Numeric and dollar value of total creserder M&A from UNCTAD
CrossBorder M&A Database, Web Tables1? (vww.unctad.org/fdistatistic3; billion dollar dels from SDC Platinum through
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Thomson Reuters for the years 198®3 and Financial Post Crosbie Mergers and Acquisitions for the year0D394U.S.
Consumer Price Index from the Bureau of Labor Statistics through Global Insight.

Shifting from aggreda to large (billion dollar) crosborder M&A activity, the
total number and dollar value of billion dollar deals nearly tripled in each decade, rising
from an average of three per year in the 1980s to 22 per year in the 2000s. The average size
in inflation-adjusted terms also rose in each decade. Of the 329 billion dollar deals
between 1982 and 2009, Canadian firms were net acquirers. But even though Canadian
firms netted 11 foreign firms, the dollar value of Canadian acquisitions abroad tended to
be smakr than that of foreign acquisitions of Canadlzased firms. Of the
approximately $1.1 trillion USD in corporate assets that traded hands over the three
decades, Canadian firms netted negative $118 billion. This indicates that, among the large
players, Caadian purchases tended to be considerably smaller than Canadian sales. This
result adds some support to Arthursd claim
Adjusting for size, large Canadipased firms are disappearing at a faster rate than they
are absorbing firms abroad.

Now that we have examined the gross, net and differential aspects global
amalgamation, how has the structure of foreign corporate ownership changed over time
and how does Canada stack up against comparable jurisdictions ins tefmits

international exposure?

6.6 Transnational Canadian Corporate Ownership

Foreign ownership has been a major concern of political economists in Canada from the

birth of Canadi an Political Economy. Scho
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colonial hst ory and questioned why i mportant
future were perpetually being settled outside its borders. Levitt (1970) struck an
intellectual chord with her generation by expressing fear about high levels of foreign
ownership. As Ise saw it, Canada was the richest dependent country in the world and
the chief instrument of its dependence was American FDI. As continental integration
accelerated and American control of Canadian industry intensified, Canada would
become re&olonized andorfeit its politicalteconomic sovereignty, she argued (1970: 9).
It was apparent to Levitt that this
all, large firms were replacing markets with centralized planning. In practice, the fact of

planning meanh that a tension would arise between the policy planning done by

Canadian governments and the business planning done by American corporations (1970:

73, 1189). It was inevitable, she thought, that large American firms would use the
American State to prett their investments abroad. So as American multinationals

exported ownership claims to Canada, Canadians would be pulled more closely into the

pro

American orbit. And as Canadads corporate

the American imperium, ivould become increasingly difficult to defend the very idea of

Canadian independence (1970: 142). Laxer (1989) followed Levitt in trying to sort out

Canadads dependent economic status. Arthur

scholars who havevondered if Canada can maintain its politiadonomic sovereignty
in the face of centripetal forces of Amerid¢ad globalization.

Levitt and others raise a legitimate fear: how can a society consider itself

sovereign when important decisions about i@tional future are made by foreigners? A
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counter argument would run as follows. Multinational corporations, irrespective of their
national domicility, have the same ultimate objective: differential accumulation. For the
sake of this goal they will sacriicproductive efficiency and industrial serviceability.
And while the proprietors and executives who control the organization might embody
nationalist sentiments, at the end of the day if they do not submit themselves to the
requirements of differential asmulation their institutional survival will be threatened.
Many aspects of the corporate organization are geared towards the differential
enhancement of shareholder wealth. This implies, as Veblen recognized and N&B echo,
the subjugation of industry to birsess. Whether the decisions are made by individuals
who carry a foreign passport, the objectives of the firm will be couched in differential
busi ness ter ms, not i ndustri al ter ms. To
busi nessd. So ifafhinyis badguartered in amogherjuasdiction?

As wedve already noted in Chapter 5, Ca
shares traded on the Toronto Stock Exchange, thus ownership of Canadian equities is
already global. The location of corptaowners matters from the standpoint of legal
jurisdiction, of course, but business is not coterminous with industry, so the fear about
foreign decisions (business) controlling the economic (industrial) future of Canadians
might be misplaced. That critigue aside, how has the secular increase in foreign
investment in recent decades transformed the structure of foreign ownership in Canada?
Figure 6.12 maps the history of foreign ownership from the 1920s onward. The thick
black line captures the stock of Cadian direct investment abroad (CDIA) and the
broken line captures the stock of FDI in Canada, both as a percent of GDP. The inset

chart tabulates the share of corporate revenue and assets controlled by foreign interests.
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Figure 6.12
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Note: for CDIA and FDI, datare interpolated between 1926, 1930, 1933, and 1939 and are
continuous after 1945. Foreign control of corporate revenue and corporate assets are
tabulated using two separate series. The years-20@8% come from Baldwin and Gellatly

(2005), Table 1, p. 1Bne second series runs from 1:2840 and comes from Cansim

Table 179004. Data for the years 2001 to 2010 are rebased to reflect the difference
between the two serieSource:stock of direct investment from Cansim Table -80&7;
nominal GDP from Histacal Statistics of Canada, Series F13 (198D) and Cansim
Table 3860016 (1962011).

The stock of FDI hit a historic high in 1933. At that time, for every dollar of CDIA
there were more than five dollars of FDI in Canada. The foreign ownership aflaCan
decreased dramatically in the following decades, but by 1960 the ratio of inward to
outward FDI reached five-one again. Foreign ownership diminished in the 1960s and
1970s, something that puzzled scholars. Matkal2005: 117), for example, cplate

that the nationalist manoeuvers taken by the Trudeau Liberals, particularly the Foreign

Investment Review Agency (FIRA), contributed to the decline of foreign ownership. The

declining significance of foreign ownership is more perceptible in thd fitgee. The

233



percent of corporate revenue and assets that are under foreign control declined from the
early 1970s when the FIRA was instituted to the late 1980s when the Mulroney Tories
signed the Canadd.S. FTA. Both measures climbed throughout the 499€fore
stabilizing over the past decade.

Even though the stock of FDI in Canada has approached postwar highs in recent
years, there has been an even more significant shift with the stock of CDIA. There is
virtually no change in the stock of CDIA for thieee decades after the Second World
War. The outward orientation of Canadian capitalists was almost-existent. That
orientation began to change in the late 1970s as Canadian business expanded abroad. It
took until 1986 for the stock of CDIA to matds 11933 high (relative to GDP), but the
really historic moment comes in 1996 when, for the first time since record keeping began,
the dollar value of CDIA surpassed FDI in Canada. Canadian capitalists have
internationalized their activities over the lashree decades, and while the market
downturn appears to have acted as a stumbling block to international investment, the
level of CDIA remains above FDI.

If the increasingly outward orientation of corporate Canada represents the
maturation of Canadian c#plists, then how does Canada compare with comparable
jurisdictions? Figure 6.13 generates a ratio of the stock of outward to inward FDI for
Canada, the U.S. and the Developed Countries. Historically, the U.S. and the Developed
Countries had outwardo-inwar d r ati ods wel | i n excess 0
figure, Canada was an outlier as late as the 1980s insofar as it had more inward than

outward FDI. As of 2011, Canada is nearer the U.S. and Developed Countries, both of

234



whose ratio of outward tonward FDI was approximately 1.30, with Canada not very

different at 1.13.

Why has the outward orientation of corporate Canada increased in recent

decades? The answer to this question is likely to be complex, but consider the issue of

currency valuation. Té inset chart in Figure 6.13 contrasts the value of the Canadian

dollar relative to the U.S. dollar and the value of the stock of Canadian outward FDI as a

percent

of t he stock of

Amer i

can

out war d

came in the conte of a quartercentury-long depreciation in the value of the Canadian

dollar relative to the U.S. dollar. That depreciation might have induced the fear that

Canadian assets would be forei
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Georgopoulos (2008) asks whether t her e

relative currency valuatioma foreign M&A activity. The results of his research indicate
that foreign M&A activity will increase in response to changes in the relative value of the
currency, but only in high research and development industries (2008: 452). But as the
inset chart clarly shows, the relative value of the Canadian dollar is closely associated
with the outward orientation of Canadian capitalists, as measured by the stock of
outward FDI. It makes sense, at least hypothetically, that a stronger Canadian dollar is
more likdy to induce Canadian capitalists to make acquisitions abroad than they would
if the relative value of the dollar was lower. There are plainly many other factors at play
including corporate profits, credit conditions and, because Canadian equity is sty heav
bound up with materials and energy, commodity prices.

Given that the relative value of the Canadian dollar appears to play a role in the
outward acquisition activities of capitalists, and so the structure of corporate ownership,
what shapes the relaté value of the Canadian dollar? Figure 6.14 stacks the relative
value of the Canadian dollar up against differential commodity prices, the latter
computed as a ratio of the Returns/Jeffries CRB Commodities Total Returns Index and
Canadads c¢ omlexuGommoditp prices #uctuated heavily between the First
and Second World War, reaching a series high in 1946. Over the postwar era, commodity
prices steadily declined, with two significant exceptions: the early 1970s and the period
between 2000 and 200 which saw significant increases. The relative value of the
Canadian dollar, on the other hand, also fluctuated greatly in the first half of the

twentieth century, reaching a series high in 1959 (where it traded at $1.05 USD). The
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Canadian dollar declirteprecipitously between 1974 and 2001, closing at $0.628 USD. By

2007 the Canadian dollar was trading above the American dollar yet again. Given that the

two series stretch back to the First World Watr, it is striking how closely synchronized

their fluctuations are.

Figure 6.14
Differential Commodity Prices and the
Value of the Canadian Dollar, 1910-2012
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index from Global Financial Data.

Thus, the increase in the relative value of the Canadian dollar since 2001 might be

one reason why Canadian proprietors havereased their foreign holdings relative to

American proprietors. The question arises: if Canadian capitalists have gone on a global

buying spree on account of the high Canadian dollar and the high commodity prices that

fuel it, how do we account for difer en t i

al

commodi

ty

proi
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6scarcityd that shapes base commodity pric

Canadian dollar, or is it something else? This question will be addressed in Chapter 9.

6.7 Summary

This chaper hasdetailed some of the history of mergers and acquisitions in Canada.
There appear to be strong linkages between M&A, on the one hand, and corporate asset
concentration and the globalization of Canadian corporate ownership, on the other. In
other words, internal breadth through merger and acquisition has been one of the main
pathways that large firms take in their quest for differential accumulation.

This chapter also contributed to the 0l
concept of &é&ohaf gemaenit onad. The exasdddims e s ug
have been purchasing foreign firms faster than the Developed Country average and
selling out to foreign interestmore slowlythan the Developed Country average. This
pattern suggests that cporate Canada is not being hollowed out; it is doing the
holl owing out. However, di saggregate evi de
hypothesis is not entirely wrong. At the level of billion dollar acquisitions, corporate
Canada has been a netiasein terms of dollar value since the early 1980s.

The history of foreign investment and foreign ownership was also disclosed and
the connection these processes have to currency valuation and differential commodity
prices was outlined. Large Canadibaed firms have matured in recent decades as
evidenced by their heightened acquisition activities abroad, which appear to be a partial

consequence of high commodity prices and a high Canadian dollar.
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Chapters 5 and 6 outlined the structure of the corposstetor and detailed some
of its transformations. Chapter 7 continues the inquiry by focusing on the pattern of
growth and stagnation in Canada. How do we account for the shift from rapid growth in
the immediate decades of the postwar period to the staggranvth in the decades since
19807 What role has the development of large firms played in propelling growth and

stagnation in Canada?
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CHAPTER7

From Robust Growth to Stagnant Growth

For a substantial and very influential pantnadetime industrial population,
recession, stagnation, and the underemployment equilibrium are not adverse phe
and are much to be preferred to the relevant corrective action.

- John Kenneth Galbraith

In the academic and the popular imaginat growth is what lifts nations out of poverty.
Growth is associated with modernization, technological advancement, material security
and mass prosperity. The reasons why nations strive for growth are not far removed from
why individuals desire a growth their personal income: enhanced security, expanded
comfort and a fuller realization of human capabilities. The overt objective of Adam
S mi tWealth of Natidghsperhapsthefoundational text of modern political econoriy

was to determine why some mas are comparatively wealthier than others. Growth, in
short, has occupied a central position in the economic imagination in recent centuries.
Twentieth century political economists were driven to understand the determinants of
growth, too. However, theopposite of growth, namely stagnation, recession and
depression also attracted considerable attention. Linkages between depression, political
upheaval and revolution in the past century made it imperative for political economists

to understand what promote(and what undermines) growth.

'Quoted in Kirshner (1998: 76), footnote 50.
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In contemporary Canada, government officials, business leaders, economists,
policy makers and the citizenry at large seem perpetually concerned with GDP growth.
There are good reasons for this. The rate of growth has actrop tax revenues and
budget deficits, health care spending and education funding, infrastructure
improvements and housing starts, corporate revenue and consumer spending, and more
recently, the realization that human civilization may be trespassing aological
boundari es. Much of the O0economicd phenome
linked with the rate of GDP growth. And, almost as a matter of definition, the quality of
life enjoyed by Canadians is intimately bound up with the growth of tineomes”

The early decades of the postwar era exhibited rapid growth and the decades
since 1980 have exhibitebmparativelysluggish growth (stagnation) in Canada and
other OECD countries. Why has growth slowed in recent decades in Canada? More
specifcally, how do we account for the shift from robust growth in the Keynesian era
(roughly 19451980) to the sluggish growth of the neoliberal era (4888ent)? Is the
stagnation of recent decades related to the development of large firms? The present
chapter will map the history of GDP growth in Canada and explore some of its
determinants. The primary objective will be to sort out what role, if any, large firms have

played in propelling growth/stagnation in postwar Canada.

% Subjective assessments of happiness rise with income, but only up to aKafineman and Deaton

(2010), for example, parse assessments ofbgelhy in the US into two compartments: dayo-day

emotional welbeing and overall life satisfaction. They find that both assessments rise as individuals climb

the income scale. Howevér,d i mi ni shi ng r e tandhappifesspatcaudaroura $15900s et i n
in annual income. Beyond that point, more income does not translate into more happhisssubject

will be revisited in Chapter 8.
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It must be stressed that the pent Chapter will not aim at a complete
explanation of the determinants of GDP growth. The subject is sufficiently complex to
warrant an entire study, perhaps an entire academic career. Urbanization, demographic
shifts, technological change and many otfaetors have a bearing on growth. However,
many of these factors fall outside the purview of this study. Another caveat pertains to
the location of causal mechanisms. While manifesting itself at a domestic level, the
pattern of growth/stagnation in postwaCanada is similar to that found in other
advanced societies. This complicates its study. If the pattern of growth in Canada is also
exhibited by comparable jurisdictions, then putting the explanatory emphasis on
national developments might be misplacedvirtheless, insofar as there are domestic
aspects to growth and stagnation in Canada we can search for domestic causes while
recognizing the limitation of such an approach. With some stylized facts in harwilive
formulate broad generalizations about soof the determinants of growth in Canada.

The Chapter is carved into seven sections. The first section maps the history of
GDP growth and unemployment in Canada as a way of contextualizing the discussion
that follows. The second section explores sonh@ideterminants of growth in Canada
by honing in on three variables: the unemployment rate, ¢fekehinvestment and
government spending. The third section disaggregates the political economy and
contrasts the top 60 firms with the private sector t@ sklarge firms have exacerbated or
alleviated the stagnation tendencies of postwar Canadian capitalism. The fourth section
gueries whether or not rapid growth is something that should be desired by large firms,

theoretically speaking. Assembling argunemtade by Nitzan and Bichler, Veblen and
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Kal ecki , a case can be made that moderate
large firms.

Sections five and six explore what impact the development of large firms may
have had on the rate of growth ira@ada. Three aspects are highlighted: first, the size
and income position of the largest firms; second, the decision by the corporate sector to
stockpile cash; and third, changes in the corporate income tax regime. There is evidence
to suggest that stagnmn may be a partial consequence of increasing corporate
concentration. The seventh section provides a summary of some of the key arguments

and poses some questions to be addressed in Section Il of the dissertation.

7.1 Mapping the History of Growth and Stagnation in Canada

In Chapter 3 (Table 3.1) we learned that the level of growth in Canada was relatively high

in the immediate postwar period (1950 to 1980) compared with the succeeding period
(1980 to 2010). A similar pattern is evident in the United Stared in the OECD as a

whole. The politicaleconomic shift from a Keynesian welfare regime towards neoliberal
globalization has been documented in great detail both inside and outside CaHaela.
program of deregulation, privatization, tax cuts and trahel investment liberalization

was largely sold to the Canadian public as a way of accelerating GDP growth. So why
was the period immediately following 1945 characterized by rapid growth and the period
after 1980 characterized by slow growth (stagnationg?tLd6 s expl ore t hi s

putting the history of growth in deep historical context.

% Two of the bet pieces of scholarshigxploring the shift toward neoliberal globalizatioin Canada are
Clarkson (2002) and McBride(2005). Harvey(2005) supplies a critical take on the neolibegaiogram
globally.
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Figure 7.1 provides a picture of growth and stagnation in Canada using two
measures. The bars represent the decade average rates of afliftisted GDP growth
per @pita from 1870 to 2010. The 1990s and 2000s are shaded in red to remind the reader
that they represent the period after the Canddl®. Free Trade Agreement (CUFTA)
was put in place. The linear series captures the decade average unemployment rate from
192 through 2010. An additional data point was added in the 2000s to capture the rise of
precarity in the Canadian labour market, measured as the official unemployment rate
plus discouraged workers, involuntary pdine workers and the waiting groufdata

are only available for that decade)

Figure 7.1
"Real' GDP per capita Growth Rate and the Unemployment Rate
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Source:GDP from Global Financial Data (18F@25), Historical Statistics of Canada,
Series F13 (1926060) and Cansim Tables 38016 (1961980) and 3886037 (1982010);
unemployment rates from Global Financial B#19201975) and Cansim Table 28286
(19762010). CPI and total Canadian population from Global Financial Data.
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Viewing the facts in deep historical context enables us to see how poorly the
neoliberal era has performed in terms of GDP growth, espethellsec al | ed o6fr ee
era. The 1930s and 1940s were historic extremes in Canada. Stagnation reached a historic
high in the 1930s: the unemployment rate soared and GDP growth was virtually nil. In
the following decade, Canada moved closer to fullleynpent than at any point in its
history and, as a partial consequence, the rate of growth in that decade reached a historic
high* In contrast to the 1940s, one could say gilfpostwar decades exhibited high and
rising stagnation. On the unemploymende of things we see increasing stagnation in
each successive decade from a low reached in the 1940s to a high in the 1990s. The first
decade of the new millennia appeared to have lower unemployment than any decade
since the 1970s, but when we factor ie tise of labour market precarity (not to mention
O0s-empl oyment 0) , unempl oyment remai ned hi
interpretation the neoliberal era exhibitdgtightensthgnation.

Despite increasing unemployment over the postwar decades, gg@Rh was
historically high in the Keynesian era. By way of contrast, the 1980s was the worst
growth decade since the 1930s, the 1990s was worse than the 1980s and the 2000s was
roughly the same as the 1980s. Therefore, we can unequivocally say thgg, rasp
advertisements to the contrary, neoliberal institutions and policies (importantly and

especially the ©6free trade® agreements)

*In Chapter10we will (conceptually and empirically) explore the experiené¢he 1940s in greater detail.
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Canadians have experienced heightened stagnatitow do we explain the sfiifrom

robust to stagnant growth in Canada?

7.2 Some LongTerm Drivers of Growth

To explain slower GDP growth from one period to the nex¢ has tanake an attempt
to explain growth as such. So what drives GDP growth in Canada? Given the complexity
surrounding the determinants of growth, we will restrict the focus to a few basic factors:
unempl oyment , busi ness spenfdialgd oinnv endturméd
government spendinWe begin with unemployment. A simple explanation for the rate
of GDP growth is implied in Figure 7.1: decades with a higher unemployment rate tended
to exhibit lower growth and decades with a lower unemployment rate tended to display
higher growth.

The 1930s and 1940s offer the clearest example of this relatidrtship930s was
the lowest growth decade on record and exhibited the highest level of unemployment on
record. In the 1940s, the Canadian State put people back to work in unprecedented
numbers, pushing unemployment to historic lows and, in the process,chpipeel the
rate of GDP growth a historic high. For the most part, this pattern held in the postwar

decades as well. In very basic terms, it appears that the rate of growth is bound up with

®Brennan (2013a; 2013b) explores some of the distributional impacts of trade and investment liberalization

in Canadaincluding a discussion of the failed predictionsasgs GDP growth

® This short list is not meant tpreclude the recognition that there are other factors which propel growth,

including technological change and innovation, for instance. However, from a Veblenian standpoint,

6i nnovationd and 0t e c hndusttiabategodes, Inobusimessategaids. Thigneansp r i mar i
that such variables reside outside the scope of this study (for theoretical reaBioissjoes not imply that

these variablesra unimportant from a growth standpoint.
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the proportion of the workforce that is able to find paid empleym which makes
intuitive sensé.

Recal |l Vebl ends di stinction of Obusi ne
productive capacity (industry) involves proprietors paying (business) to have new
infrastructure and equipment built. Is there a relationshigtiheen greetfield
investment and GDP growth? Figure 7.2 contrasts the rate of change of business
spending on nomesidential structures and equipment with the rate of change of GDP
per capita. Both series are adjusted for inflation and smoothedyaaifoving averages
to capturethecyclicallmdj ust ed (6secul ardé) trend.

The relationship between the two series is remarkably close over the past
fourteen decades. GreéBld investment soared between the early 1930s and early 1940s,
held steady till theearly 1950s and then fell precipitously in the early 1960s. Despite the
drop, the rate of growth of gredield investment remained high in the 1960s and 1970s in
relation to the decades that came after 1980. The decline in GDP growth since 1980
appears tde closely tied with the decline in business spending on fixed assets. How do
these facts relate to processes explored in previous chdpters?

In Chapter 6 we explored the history of corporate mergers and acquisitions
(6internal b r e @he tndyad Mmergarmwedvesyew i@ size tiunirg and after

the 1980s. Between 1914 and 1988, the dollar value of mergers and acquisitions

"However, one might argue that this just pushes thelatory emphasis back one level because we are
now compelled to explain what determines the unemployment rate. Instead of trying to explain the
unemployment rate, we will proceed with an explanatiofingrowth (while recognizing that the two are
closely asociated)

8 Unsurprisingly, the rate of change business spending on fixed assets (adjusted for inflation) is negatively
correlated {0.41) with the overall unemployment rate from 12@92(and the strength of the relationship
increases te0.51 if we tak the cyclicallyadjusted trend of each series)
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represented roughly 23 percent of the dollar value of giekhinvestment. Between
1988 and 2012, the dollar value ofgmer and acquisitions soared to roughly 93 percent
of the dollar value of gredield investmentii a fourfold increase. If business
investment has three component pafitsthe maintenance of existing industrial capacity
(gross), the creation of new indugf capacity (net) and the redistribution of control of
existing industrial capacity (amalgamatioriy and if the former two processes are
closely associated with GDP growth, then it follows that a surge in the relative value of
mergers and acquisitiorshauld depress the rate of GDP growth. Stated differently, the

acceleration of corporate amalgamation plays a role in decelerating GDP drowth.

Figure 7.2
Green-Field Investment and GDP per Capita:
Cycically-adjusted Rate of Change, 1870-2012
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Note: data for expenditures on nearmesidential structures and equipment only dates to
1926. For the period prido 1926, the inflatiomdjusted rate of change of gross fixed
private investment (includes residential and Rasidential structures and equipment) is
used as a proxyource:inflation-adjusted GDP from Global Financial Data (18%9@5),

?In Chapter 1@ve will probe some of the consequences of amalgamation on the distribution of income.

248



nominal GDP frm Historical Statistics of Canada, Series F13 (1986) and Cansim
Tables 38@016 (1961980) and 388037 (1982012); CPI and total Canadian population
from Global Financial Data; expenditures on gross fixed private investment from
Urquhart (1993: 16)Table 1.2 (181926); expenditures on naesidential structures and
equipment from Historical Statistics of Canada, Series F23+F24-{B&2) and Cansim
Table 3840038 (1982012).

We would be remiss if we neglected the role of government in progair
impeding growth. In conventional economic theorizing, the private sector is deemed to
be productive, dynamic and wealgenerating (and is often deemed the domain of
6freedomd) . The disciplining effectfectof corm
of market signals means, in conventional theory, that resources in the private sector will
be put to efficient use. The public sector, by contrast, is sometimes conceived as parasitic,
staticand wealtr edi stri buting (a O6erenerdisamaongpolyevi | 0
and tax revenués generatedhrough coercive means, the deploymentasf revenue in
the form of government spendimgll tend to be misallocated becauséthe absence of
price signals. This logic implies that the growth of the priskctor through increases in
government spending (generated through increased borrowing or higher taxation) might
|l ead to sl ower GDP growth (by O6crowding ou
What is the relationship between government spendingd agrowth? Do
increases in government spending impede growth? Figure 7.3 contrasts the rate of change
of total government spending and the rate of change of GDP per capita. Both series are
adjusted for inflation and smoothed as 4gar moving averages tghlight the secular
trend. There is a tight and persistent relationship between the two series and the
strength of the relationship increases over time. Government spending soared to a
historic high between 1939 and 1945, largely as a consequence @ir teovt. GDP

growth also reached a historic high during the same period. In the decade following the
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War government spending radically deceleratatdl was negativdor a few years.

Between the midl950s and the miti970s, government spending acceleratese more

before going into lonterm decline after 1975. The pattern of GDP growth is markedly

similar.

10

-5

Figure 7.3
Government Spending and GDP per Capita:
Cyclically-Adjusted Rates of Growth, 1880-2012
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Source:inflation-adjusted GDP from Global Financial Data (389@5), nominal GDP
from Historical Statistics of Canada, Series F13 (1986) and @nsim Tables 380016
(19611980) and 388037 (1982012); CPI and total population from Global Financial
Data; total government spending (all levels) from Urquhart (19988)1 Table 1.3 (1870
1926), Historical Statistics of Canada, Series F116-1968@6and Cansim Table 38022
(19612011).

Canadians built their welfare state in the Keynesian Bratransportation

infrastructure, health care and peseécondary institutions, a social safety net as well as a

modern civil servic@ and these activitieare linked with the expansion of government

spending and rapid GDP growth. Beginning in the 418d0s, both the rate of GDP

growt h

and the rate change

of

gover nment
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information to draw a firm conclusion here, butet evidence suggests that accelerating
government spending may have been a key ingredient in the high rate of growth
witnessed in the Keynesian era, and correspondingly, decelerating government spending
a key aspect of the heightened stagnation experieimctied neoliberal era.

We have to be careful in imputing causality in this instance: it may be the case
that government spending accelerates in periods of rapid growth and decelerates in
periods of weaker growth, so the causal direction may run in thesigdirection.
Despite the caution, the facts in Figure 7.3 suggest that increases in government spending
are not associated with depressed rates
society, it makes intuitive sense that a secular increasevierigment spending should
help propel growth. What role has the development of large firms played in propelling

growth and stagnation?

7.3 Containing Creativity: Large Firms and Stagnation

Thus far, the discussion of growth and stagnation has unfolded omgregate level.

Table 7.1 begins to disaggregate the historical picture by contrasting rates of growth for
the private sector with those found among the top 60 firms. The second column captures
GDP growth per capita (adjusted for inflation). The remainicgumns plot two
variables: the rate of growth of business spending on fixed assets (adjusted for inflation)
and the rate of growth of employment. The information is assembled as decade averages,

with the bottom three rows contrasting the average for theykesian period (1950

1980), the neoliberal period (198012) and the difference between the two periods.
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As alluded to in Figure 7.1, the neoliberal period not only failed to bring
accelerated growth; it witnessed deeper stagnation, with the oveassdl of growth
falling by threefifths between the two periods. If business spending on fixed assets and
employment are two key drivers of growth, how do the largest firms compare with the

private sector? Did large firms lead the shift to heightened stag?atio

Table 7.1
GreenField Investment and Employment:
Aggregate and Disaggregate Rates of Growth

Private Sector Top 60 Firms

GDP per Total Spending Total Average Spendi  Average

Period Capita*  Fixed Assets* Employmeni on Fixed Assets Employmel
1950s 3.0 6.8 1.9 -- 2.7
1960s 3.7 4.8 2.6 10.1 2.8
1970s 3.6 6.8 2.4 8.4 3.9
1980s 1.5 0.8 2.1 3.2 2.2
1990s 0.9 1.9 0.9 3.4 1.2
2000s 1.6 1.0 1.5 6.4 0.3
19501980 3.3 6.1 2.3 9.6A 3.3
19802012 1.4 2.1 1.5 5.1 1.2
% differenc  -1.9 -4.0 -0.8 -4.5 2.1

* |nflation-adjusted A 119800

Note: total private sector employment was estimated between 1950 and 1975 using an industrial composite
employment index, with proper rebasingource:GDP from Historical Statistie of Canada, Series F13 (18260)

and Cansim Tables 38016 (1961980) and 388037 (1982012); consumer price index and total Canadian
population from Global Financial Data; business investment in-resiential structures and equipment from

Historical Statistics of Canada, Series F23+F24 (19560) and Cansim Tables 38017 (1961980) and 388038

(19812012); private sector employment from Historical Statistics of Canada, Series D528929p8nd Cansim Table

2820012 (1978012); employmergnd ©O6capi t al expendituresd for the top 60

Letds begin with businesfsi slpnidnwngstomer
private sector spent heavily between 1950 and 1980, ranging from five to seven percent in
averge annual growth. This rate slowed drastically in the succeeding decades, falling
within a range of one to two percent. The top 60 firms spent at a faster rate on fixed
assets in every period, ranging from eight to ten percent in the Keynesian period and

252



falling to a range of three to six percent in the neoliberal period. Note that business
spending on fixed assets by the top 60 firms doubled from the 1990s to the 2000s. This is
likely due to the fact that materials and energy firms are-mymesented irCanada and

there has been a commodity boom since 2003. Despite the fact that the rate of growth of
business spending on fixed assets among the top 60 firms was higher than the private
sector in every period, the percentage decline between the Keynesiamealiukral
periods wagyreateamong the top 60 firms: the rate of growth fell by 4 percent for the
private sector and 4.5 percent for the top 60 firms.

In the Keynesian period, the private sector expanded employment at an average
annual rate of 2.3 pernt per year, falling to 1.5 percent in the neoliberal period. The
largest 60 firms expanded employment at an average annual rate of 3.3 percent in the
Keynesian period, falling to just 1.2 percent per year in the neoliberal period. The three
fifths declire in the rate of employment growth among the top 60 firms is matched by a
threefifths decline in the rate of GDP per capita growth over the same two periods.

So what does this information tell us? As has already been discussed, it appears
that the rate 6 growth is closely associated with business spending on fixed assets and
with employment. The rate of growth of greteld investment fell over the two periods
for both the private sector and for the top 60 firms. However, the rate of growthded!
for the top 60 firms, which suggests that they led the shift to slower growth. This claim is
bolstered by trends in employment. In the Keynesian period, the top 60 firms expanded
employmentfasterthan the private sector average, but in the neoliberal petteg

expanded employmerglowethan the private sector average. This information suggests
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that the largest corporate units played a key role in accelerating growth in the Keynesian
era and accelerating stagnation in the neoliberal era.

A point of clarifcation is required on the matter of corporate motivation and
business intention. This study has deliberately shied away from an examination of human
motivation, intention and other subjective phenomena, opting instead to focus on the
objective aspects gdolitical-economic development, such as measurable shifts in the
institutional and organizational environment. Whether large firms deliberated slowed
spending on industrial expansion iagfar as this study is concerned) not the primary
issue. Even if iwere, it would not be possible to sort out business intention and
motivation across the universe of corporations (in the aggregate).

It is analytically significant that the various measures of business performance
probed in Chapter 5 and @& the profit share of national income, aggregate
concentration, the markup and differential accumulatidbnwere low and/or falling in
the Keynesian era (a period of rapid growth) and were high and/or climbing in the
neoliberal era (a period of sluggish growth). Mainstne@&conomic thinking might
presume that rapid growth is something that is (or ought to be) desired by business, but
Canadian business performed poorly in decades of rapid growth and performed
exceptionally well amidst sluggish growth. This does not confinat business prefers
sluggish to rapid growth, but it makes the mainstream assumption about business
motivation visaVvis growth more suspect.

Why is it that the robust growth of the Keynesian era occurred with low and

falling measures of business pemfi@nce but the sluggish growth of the neoliberal era
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appeared with high and rising measures of business performance? Do these facts imply

that business prefers sluggish to rapid growth?

7.4 |s Stagnation Good for Business?
A common assumption in contempora@anadai shared by politicians, policy makers,
economists and the broader citizeriy is that business favours rapid growth. After all,
governments undertake all sorts of activit
conditions favourable for growtd . The multiple | ayers of C
reduced regulations, signed trade and investment liberalization agreements, cut
corporate income tax rates, privatized state assets, curtailed budgetary deficits, etc., in
the hope (officially, if not faaally) that business will hire Canadian workers, invest in
expansionary projects, and consequently, the growth process will accelerate. But what if
rapid growth is a threat to business?

Utilizing some of Vebl ends ¢ onboasgss s, N &
fears both excessive slack and full capacity utilization. Glut and maximum growth alike,
they tell us, produce the same outcome: a collapse in profitability. N&B provide a
thought experiment to illustrate their reasoning. What would happen iftladl major
industries in a developed capitalist society were to produce at full $ecimological
capacity rather than at Oowhat the traffic
would flood the market (and accumulate as inventory) would @abrmous downward

pressure on prices and O6undermine the tac
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domi nant firmsao. The end result woul d b e
disintegration (2009: 236).

N&B assert that business profitability requse pr oduct i on, but no
productiond. Corporate institutions need t
they say, but they also need to curtail the expansion of industrial activities below full
societechnological potential. Thissitat i on, whi ch they | abel 0k
proprietors centring their business activities between two extremes: at one pole is
excessive glut and depression, which generates low capitalist earnings, and at the other
pole is find full capacity uization, which also leads to low capitalist earnings.

N&B empirically support their claim that the optimal business distribution
involves a moderate degree of stagnation and ucajgacity utilization by contrasting
capitalist earnings and unemploymeint the United States from the 1920s onward. At
the height of t he Great Depression, unemg
comparatively high and capitalist earnings
and net interest as a percent of imatal income) was historically low. A short decade
later, during and shortly after the Second World War, both unemployment and capitalist
earnings approached historic lows again. In the first instance, there was excessive slack
and in the second instanchdre was not enough slack. The ideal position for business
ownersi the optimal distributionii is between the two extremes, with a moderate
degree of stagnation (2009: 23)/

Il n 6The Political As pect sb) aptureb anbther Emp | ¢

aspect of the countdntuitive relationship between growth and business performance.
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As a consequence of government spending (financed through government borrowing),
Kalecki argued that full employment had become a realistic public policy goal by the
19®s and 1940s. However, he went on to contend that the business class would
staunchly oppose the policy measures required to achieve full employment. Kalecki cited
a variety of reasons, but one stands out: if, through deficits, government could maintain
full employment then

6the sackd would cease to play its role as
boss would be undermined and the self assurance and class consciousness of the working
class would grow. Strikes for wage increases and impmemés in conditions of work

would create political tensioné and [ an i nc
stronger bargaining lpddeier of the workersé (:

Interpreting Kalecki broadly, the control of unemployment by large corporates umdy
be thought of as an institutional weapon insofar as it constrains the aspirations and
demands of the workforce. In the context of relatively high unemployment, the portion of
the labour market that is employed will be less likely to press for highmpensation or
improved working conditions. The threat of unemployment and idle capacity will tend to
temper the demands of workers. But with a government policy of full employment,
labour market precarity would be lessened and the workforce could grdwldened to
demand improved compensation and working conditions. This implies that the sluggish
growth (stagnation) associated with moderate unemployment may be welcomed by
business as a substitute to the full employment potential associated with theci@han
capabilities of the modern state.

This may be why, in the epigraph to the present chapter, Galbraith stated that
there is a portion of the citizenry who are in favour of stagnation and underemployment:
business owners and top executives may favtawes growth because it elevates the
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social position obusinessvhile depressing the aspirations of much of the workforce. So
rather than full employment and rapid growth being something desired by business, it
could pose a serious institutional threatnhoderate stagnation is something that will be
welcomed by business as a substitute for robust growth, then how does the evolution of

large firms fit into the stagnation picture?

7.5 Corporate Concentration and Stagnation
There is another way in which tretivities of large firms may have contributed to the
slower growth of recent decades and it is linked with their relative size and position.
Consider what Mark Carney, former Governor of the Bank of Canada, said in a speech to
the Canadian Auto Workersnion in 2012: he chastised corporate Canada for holding
| arge quantities of what he called 6dead n
activities (Carmichael|, Bl ackwel |, Keenan
norHfinancial corporag sector had stockpiled more than half a trillion dollars of cash on
its balance sheet. Letds explore the meani
activities of the largest firms.

Figure 7.4 contrasts two series. The thin broken line capturegdte of growth
of average employment among the top 60 firms, smoothed-gsdemoving averages to
highlight the cyclicallyadjusted trend (since a rate of change can swing wildly from year
to year). The thick black linp | ot s -tech @darud fbr dre sop 60dirms, measured
asaverage expenditure on fixed assets to cash. Despite contrasting a flow (investment in

fixed assets) with a stock (cash), the ratio is useful in that it captures a basic calculation
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made by all large firms: (1) what propon of assets should be held in the form of cash;
and (2) how much should be spent on the expansion of industrial capacity. By
contrastingactuamoney spent on fixed assets with the level of ¢asimoney thatcould

be spent on fixed assels we get a piture of the growth/stagnation tendencies among

large firms.
Figure 7.4
Growth and Stagnation Tendencies Among the Top 60 Firms, 1960-2012
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From a growth standpoint, Carney was right to chastise corpof@émada.
Among the largest firms, the reduction in expenditures on fixed assets relative to cash is
closely associated with the stagnation of employment growth. Note the trend: in the
1960s and 1970s, employment growth was relatively high and trended dupwar

Expenditures on fixed assets relative to cash were also high and trended upward. In the
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decades after 1980, the rate of employment growth slowed and remained relatively low.
So too did the spending on fixed assets (relative to cash). It appears timodgenade

by the top 60 firms around employment, grdiefd investment and cash were a partial
driver of the shift towards heightened stagnation in Canada.

Carney apparently thought that corporate Canada was too motivated by the
desire for liquidity andnot motivated enough to deploy its considerable resources on
growth-enhancing activities. Why would corporate Canada be motivated to hold large
guantities of cash rather than investing it in new fixed assets? Many factors are at play, so
wedl | ] tew.t First, insat voladle market, prices and profitability may fall
considerably in a downturn. Having more cash on hand helps stabilize earnings by
having the resources to cover fixed costs amidst declining prices. This may be more
applicable for the fins operating in industries with greater price variation, such as
materials and energy firms, for instance.

Second, having large quantities of cash on hand can help elevate market
capitalization by reducing risk. Investors often evaluate a firm basedsodivtdend
payment history (the level and stability of its payments). By holding larger quantities of
cash, firms can stabilize their dividend payments over the business cycle.

Third, possessing larger quantities of cash makes snap acquisition decesars e
to realize. Acquisitions amongst large firms are often financed through debt, but many
small and mediurssized acquisitions are made using cash.

Fourt h, a |l ower | evel of inflation make

less severe. Sittimgn a large pile of cash when annual inflation is 10 percent is far costlier
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than caskhoarding at an inflation rate of 2 percent, which may be one reason why the
proportion of cash declined in the 1960s and 1970s, just as the level of inflation was
ramping up, and grew in the 1990s and 2060ghe period when the annual rate of
inflation was declining and/or low/

The reasons why large firms hold a greater quantity of cash are complex and may
be a consequence of many factors, but why it is that foitan large quantities of cash
in the first pl ace i s, per haps, the more
cashheavy portfolio, what conditions must be in place for that to be an option? Stated
differently, is the growth of larger more profila firms a precondition for the hoarding
of cash? Before we explore that question,
pose a challenge to mainstream macro economists in Canada.

Since the late 1970s, the Canadian political economy has b#entuesd along
neoliberal lines. State assets have been privatized, trade and investment has been
liberalized, corporate income tax rates have been reduced, inflation is low and stable,
government debt is historically low and, apart from the recent cimidget deficits have
been low or in surplus. Corporate profitability has also soared, approaching a historic
extreme and average hourly earnings have stagnated (unionization itself having declined)
since the 1970s. So why have employment growth, -fieddninvestment and GDP

growth stalled? If governments at all levels have restructured the Canadian political

Y Discussion othe interest rate and monetary polity deliberately omitted. Both have a bearing on the
decisions by firms to hold larger (or lesser) quantities of cagbh a discussion would take us outside the
scope of this study.
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economy to create conditions favourable t
employment growth and industrial expansion?

In his General ThgoKeynes argues that the economy can remain in a period of
prolonged underemployment and stagnation in the context of unhindered mariéis.
view was foreign to many economists in the
Ma r k B tagldctrine wich held that the mere offering of a commodity for sale on a
mar ket automatically generates the income
in the aggregate, supply would equal demand. This line of reasoning implied that the
unencumbered markewould tend towards equilibriumfi  full employment and stable
pricesfi thus making the persistence of glut impossible (see Hunt 2002)135

Whereas Say argued that all output was transmitted through to income, that all
income would either be consumed saved, and that savings would be transmitted
through to investment, Keynes argued that some income might be not be spent on either
consumption or investment. A gap might arise between savings and investment and as a
consequence money would fall out ofcalation. This gap created the possibility, in
Keynesd term, of sustained disequilibrium.

So long as it is open to the individual to employ his wealth in hoarding or lentingy

the alternative of purchasingctmal capital assets cannot be rendered sufficiently
attractiveé except by organising markets wh
money (1936: 140 emphasis in original).

Issuing a rebuttal to the conservative economic doctrine of J.BK&ayes argues that

6hoardingd can |l ead to glut and stagnati or

"Keynes offers a variety of reasdosthis,i ncl udi ng t he @)W intgrestelstidityof t r ap &
investmenfan d t he O6sti ckinessd of -Monaaigcussianges. See Bl au
Bl aug not es oryhddsin Skayedesondmg.un a monetary economy there can be a general
oversupply of commodities if there is an excess demand for money 14968

g
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and investment can be exacerbated by a highly unequal distribution of income, since the
rich are far likelier to save and store their money than an&evs (see Hunt 2002: 443
for a discussion)?

Let us take Keynesod6 idea of 6hoardi ngd
factor income amongst | arge firms (since t
seen that the growth rate of emplognt among large firms resembles the level of green
field investment relative to cash (Figure 7.4). It seems plausible to surmise that as a small
cluster of large firms increase in size and market power, they pull away from the rest of
the corporate univese in terms of cohesiveness, business behaviour, political activities,
etc. If this cluster of firms manages to increase its income share through a deepening of
earnings margins, thenwilo bt ai n a | arger proportion of
greenfield spending.

We have already documented that the growth of firm size (concentration) is
associated with enhanced market power (registered in the markup). It follows that larger
firms claimhave a greater income share and, by implication, moresxécontrol over
investment decisions. If these large firms stockpile a larger quantity of cash (to reduce
risk, facilitate snap acquisitions or for some other reason), then it may be the case that
the growth of large firms itself figures heavilydorpratehoarding. And the growth of

corporate hoarding may be a key driver of stagnation.

Bltisnott he a ypurfosertdrehash the intricacies of Keynes argument or to highlight all the

di fferences between the <classical doctrinehisand Key
discussion of hoardindgeven then, theoncept of hoarding was related to the quantity of money, the rate of
interest, ' iquidity preferences, et c. What ds mor e,
in the aggregatehereas the analysis here centres on largest firms in therate sector. And stagnation is
obviously facilitated by more than just the O6propen
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Letds explore this |Iine of reasoning e
thin broken line portrays the relative position of the top 60 firms in the Camadi
political economy by dividing net profit by GDP. The thick black line is total corporate
cash, measured as domestic and foreign currency and deposits as a percent of the total
assets amongst all private néinancial corporations. The two series are htlyg

intertwined over half a century’.

Figure 7.5
Income Share of the Top 60 Firms and Corporate 'Hoarding', 1950-2012
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Source:GDP from Historical Statistics of Canada, Series F13 {1981) and Cansim
Tables 38016 (1961980) and 388037 (1982012); common shares outstanding,
closing share price and net profit from Computstaough WRDS; total corporate assets
and corporate cash from Cansim Tables@84 (1961989) and 378121 (1992012).

Between the early 1960s and the early 1990s, the stockpile of corporate cash

averaged four percent and the band within which isachwas narrow, falling between

14Cash(as a percent of assptamong theop 60firms isalso stronglycorrelatedwith the net income of the
top 60 firms(as a percent of GDP) (the correlation is 0.65) and is also strongly correlatedasithas a
percent of assets among the Farancial corporate univerg4@€.66).
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three and five percent. This pattern broke down in the 1990s, just as the TAIL regime
came into effect, a major merger wave commencedhenchte of inflation dropped
precipitously, stabilizing at a low level. Between 1896 d 2012 (the year
speech), the stockpile of corporate cash nearly tripled from 4 to 11 percent of assets. This
is a significant fact on its own, but it becomes more significant when we plot it against

the income position of the largest firnkr the four decades between 1950 and 1990, the
income share of the largest firms was effectively flat, averaging two percent, and falling
within a range of one to three percent. This pattern broke down after 1990 as well, and
the income share of the tog0 firms more than doubled over the next two decades,
reaching a historic extreme in 2007.

It seems plausible to suppose that as the largest firms claim a larger proportion of
national income through greater size and market power, their capacity to steadgsh
increases. By hoarding cash, they help stabilize dividend payments, thus depressing risk,
and have more liquidity for acquisition activities (and to hedge against downturn). One
consequence of the stockpiling of caslthast fewernational resoures get deployed for
the expansion of employment and industrial capacity. And because the rapid growth
associated with full capacity utilization and full employment will be feared by business
(because of the downward pressure it puts on prices), we see ¢bateptually and
empirically, there is nothing inherently incompatible with large firms improving their
relative position in the political economy even though the hoarding of cash effectively
restrains growth (whether the restraint is the intention orthdt is in this way that the
growth of large firms may indirectly contribute to slower growth, thus making

stagnation the o6flip sided of increasing c
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As previously mentioned, bet ween the K
policy in Canada was reconfigured to create conditions more favourable to business. The
official purpose of the policy shift was to accelerate growth. Is it possible that some of

the policy measures may have contributed to the stagnation of recent decades?

7.6 The Corporate Income Tax Regime and Stagnation

There is another aspect to this story that bears investigation. The income share of the
largest firms captured in Figure 7.5 is net of corporate income taxes. This means that the
effects of changes in corporateome tax (CIT) rate are built into the picture. In recent
decades successive Canadian governments, Liberal or Conservative, have aggressively
reduced CIT rates. CIT rate reductions were often advertised to the Canadian public for

two reasons. First, the were supposed to lead to accelerated GDP growth. In
mainstream theory, reductions in CIT rates mean a reduction in the cost of capital, thus
inducing a greater supply of capital. Cutting CIT rates, so the reasoning goes, leaves firms
with a greater propdion of their profits, and thus with more resources to plough back

into job-creating investment projects. The resultant addition to economic activity is
supposed to create additional tax revenue that more than offsets the lost revenue
resulting fromthe C T rate reducti ons. Thus, CI'T rat
And second, CI'T rate reductions were adver

tax competitivenes$>Canadians were told that if other jurisdictions slashed CIT rates,

de c e s s putnyséareiquotes because it is often those on the political Rigbimake this argument.
This is puzzling because the concept of necessityin direct conflict with freedom and personal
responsibilityfi two of the core values (in principle, if not in practice) heldtbgse on the political Right.
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Canada woud become a less attractive place to invest, and consequently, would lose out
on future investment and growth opportunitie8.

It is outside the scope of this study to examine the investment and growth
consequences of CIT rate reductions in any detail jtoistworth mentioning that, over
the longhaul, there does not appear to be a positive relationship between effective CIT
rate reductions and either employment growth or investment in new industrial capacity.
Whether we look at the effectiviederaCIT rate or the effectiveveralCIT rate, whether
we look at the top 60 firms or the private sector in the aggregate, or whether we look at
employment growth or business investment in fixed assets, there simply is ntetamg
relationship between CIT rate deictions and enhanced growth.

If the hoarding of cash by large firms helps propel stagnation, do reductions in
CIT rates enable firms to acquire a larger stock of cash? According to Figure 7.6, the
answer is§e® The thick black line captures cormaie cash, measured as domestic and
foreign currency and deposits as a percent of the total assets amongst all private non
financial corporations. The thin broken line is the average effective CIT rate on the
largest 60 Canadiabased firms, measured asame tax as a percent of gex income.
Note that the CIT rate is positioned on an inverted scale to facilitate its comparison with

the level of cash.

%Jack MintzoftheUnives i ty of Cal gary i s s o meftCaneadasPublishisgam i be d
annual report orglobaltax competitiveness, Mintz claims thahe reduction ofCIT ratesin Canadahas

led to more investmenand improved economic growtlwith no significart decreases in government
budgetary revenues (because of a corresponding increase in the corporate tax baSe¢nSeel Mintz

(2012) for example
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There is a tight andegativeslationship between the stock of cash held by nhon
financial corporationqrelative to assets) and the effective CIT rate. Average effective
CIT rates trended upward in the 1950s, peaking at 51 percent in 1961, and trended
downward thereafter, reaching a low of 19 percent in 2009. This representstlairago
reduction in just lalf a century. The holding of cash relative to assets in thdimamcial
corporate sector followed the opposite pattern, falling in the 1960s, rising gradually in the

1970s and 1980s before surging in the 1990s and 2000s, just as the government frenzy fo

CIT rate reductions set in.

Figure 7.6
Corporate Income Tax Rates on the Largest Firms
and Corporate Hoarding, 1950-2012
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So there are two mutually reinforcing processes at work here. As large firms grow

in size, their income share in the political economy appears to deepen. And as the tax rate
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on that income share is reduced, corporate income net of tax is enldwgeéacilitating

the stockpiling of cash. Instead of CIT reductions leading to accelerated growth, as is

often advertised, it may the case that CIT rate reductions led to accelerated stagnation.
As already stressed, corporate decisions about the haddiogsh are impacted by

many factors, such that the establishment of a simple causal link here is not possible.

However, it seems plausibie and is empirically supportablé that tax giveaways in

the form of CIT rate reductions leave firms with a largeantity of cash. If that cash is

ploughed into acquisitions, dividends or is simply stockpiled, as opposed to spent on

expansionary industrial activities, then CIT rate reductions may be part of the causal

picture visavis the stagnation of recent deesd

7.7 Summary

Letds summari ze whatodos been argued in this
disclaimers. The pattern of GDP growth in Canada is not unique. It is similar to the
pattern in the United States and to the OECD countries as a whoke piésent study

has largely ignored the international aspects of GDP growth, opting instead to focus on

the national aspects. This constrains what can be said about the determinants of growth

in Canada. The same is true for the pattern of business spemdlifiged assets, which

also appears to track international trends. A second disclaimer centred on the making of
monao-causal claims. Corporate decisions around the holding of cash, for example, are
impacted by many factors that were not probed in this ¢egpthus limiting the

conclusions that may be drawn.
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The disclaimers aside, the present chapter has sought to tell a story about the
national aspects of GDP growth in Canada which bears some proximity to the
development of large firms. The shift from webgrowth in the Keynesian era to the
stagnation of the neoliberal era that we observe in the aggregate political economy is not
only exhibited by the top 60 firm& it appears that their activities have exacerbated
both trends. Both employment and spemglion fixed assets among the largest firms grew
at a rapid pace between 1950 and 1980 and slowed considerably in the decades that
followed. This may be part of the reason for sluggish growth after 1980.

The income share and cash held by the largest femained relatively low in the
Keynesian period and soared in the neoliberal period. Chapter 6 uncovered a surge in
M&A activity in the neoliberal era. As firms grew in relative size, their earnings margins
increased and their income share deepened. Witreater share of national income
under their control, large firms also increased the extent of their control over investment
decisions. And because growth is driven, in part, by gfiethinvestment, and the latter
drastically fell in the neoliberal ems a consequence of heightened merger activity, we
speculated that the growth of large firms helped usher in slower GDP growth. This
implies that heightened stagnation and a deeper corporate distribution (measured in
terms of size and income share) adatezl. Corporate income tax rate reductions do not
appear to have led to accelerated GDP growth. Ironically, CIT rate reductions may have
contributed to stagnation by leaving a greater proportion of income in the hands of large

firms to be hoarded in theifm of cash.
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According to the epigraph of this chapter, Galbraith would have us believe that
some segments of the citizenry prefer stagnation to robust growth. Given the facts
outlined in the present and previous chapters, there is some basis for tereou
intuitive contention. After all, the corporate profit share of national income, the markup,
aggregate concentration and differential accumulation were all low and trending
downward in the Keynesian erd the period when GDP growth was high and
acceleating. In the neoliberal decades, corporate profits began to soar, the markup was
high and rising, and the relative position of the largest firms increased dramatically. This
period corresponded with weak growth. Given this, it is far from-eeiflent tha
dominant capital firms prefer robust growth. Indeed, moderate stagnation may be the
preferred condition.

Section 1l mapped the development of large firms, explored the history of
corporate amalgamation and prodded some of the determinants of GDP g&edtion
Il will explore the distribution of income and assets among firms and households. Some
guestions to be addressed are as follows. How should we understand the distribution of
income in contemporary capitalism? Has the distribution of income ma@a changed
in recent times? If it has, how do we account for the level and pattern of income
inequality in Canada? How does inflation fit into the picture? Is inflation linked with
soci al conflict? I f it i s, Caadianinftatoe?rAad c| ear
what do distributional outcomes tell us about the evolving nature of commodified power

in Canada?
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CHAPTER 8

Conceptualizing the Distribution of Income

The produce of the earthé is divide
determine the laws which regulate this distribution is the principal problem in Pol
Economyé

- David Ricardo (1817)

As the epigraph indicates, Ricardo believed that the primary task of political economy is
to lay bare the underlying patterns amegularities which govern the distribution of
income and wealth. Given the centrality of income and wealth in conditioning human
possibilities on bot h an i ndividual and
imperative to come to a satisfactory accoaohdistribution. This study has probed the
development of large firms by mapping their structure and chronicling their growth
pathways. Some questions follow. Are there distributive consequences associated with
the growth of large firms? Stated differlsmtis there a relationship between the
organizational structure of the corporate sector and the distribution of income?

These questions will be addressed in Chapters 8 through 10. The present chapter
will explore some of the conceptual aspects of distitn as an analytical primer for the
empirical research in Chapter 9 and 10. Why is the distribution of income socially
significant? How have competing schools of thought tried to understand the distribution

of income in general? What explanatory prineplhave been advanced to account for
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recent changes in the level of income inequality in North America? And finally, do the
schools of thought drawn upon in this study (capital as power, institutionalism, Post
Keynesianism) have anything to offer in terofsexplaining why the distribution of
income fluctuates over time and how changes in the level of inequality might be
interpreted?

The argument in the present chapter will unfold over six sections. The first
section will document the evolution of persomatome inequality over the past century,
and in so doing, present the puzzle to be solved. The second section will explore why
income inequality matters by reviewing the work of two British epidemiologists who
have recently compiled a large body of rededsetailing the socially corrosive effects of
heightened inequality. It will also try to make a small contribution to this literature by
outlining the historical relationship between income inequality and democratic
engagement in Canada.

The third sectio will critically review some of the hypotheses generated in recent
times to explain the increasing income inequality experienced in some advanced political
economyds. The fourth section wil!/l use soim
N&B to cornceptualize how an alternative explanation for the distribution of income in
Canada might be generated. This alternative explanation emphasizes how changes in the
institutional environmentii especially (but not only) the relative size of the largest
firms, union density and the extent of governmental activifiesshape bargaining and
exchange. The fifth wildl trace a |line fro

Cornelius Castoriadis to Aristotle with a view to coming to terms with some of the
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philosophical issues that underpin exchange and distribution. The sixth section will
summarize some of the key claims to emerge throughout the chapter.

An important omission must barticulated Any fulsomeanalysis of the
distribution of incomerequiresan examation ofthe size orientation and scope e
State. The various organs of governmecdn dfect the distribution of income in
numerous ways, some directhers indirect. Perhaps the most obvious example of the
St a tirecdimpact on the distributionof income iguse ofthe tax-andtransfer system.
The varioussourcesof taxation, the level of taxation and the extent mbnetary
entittementdirectly shapethe distribution ofpersonalincome. There are manydirect
areas of government activity thatso shapethe level ofinequalityy, s uch as t he
attitude and legal stance towards collective bargaining labdur unions competition
and antitrust policy, monetary policyas well as other areas of regulation, including
public ownership trade andinvestment liberalizatiorand environmental protectiorip
name a fewThe following investigation into the distribution of Canadian income will
bypass many aspects of State power and governance, focusing instead on market
structure and on the broader im@ay between corporate and labour organizations

while recognizing the limits of such an approach

8.1 A Snapshot of Income Inequality in Canada
Personal income inequality is only one aspect of the distribution puzzle. Other aspects
include the distrilution of income between wages, profit and interest and the

distribution of wealth (understood as financial assets and physical assets).
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Concentrating on personal income inequality is the least onerous route into an
examination of inequality and the majaason is the availability of lostgrm data. The
analytical importance of personal income inequality is amplified when we consider the
political attention it has received in recent years thanks in part to the Occupy Movement
and similar popular struggles.

Studies of personal income inequality often begin with the Gini coefficient, which
is a broad measure of inequafigtatistics Canada publishes data on the Gini coefficient
from 1976 onward. Until a decade ago this would have been the most common metric
used in assessing inequality in Canada. However, a group of researchers surrounding
Thomas Piketty of the Paris School of Economics and Emmanuel Saez of Berkeley have
since uncovered the history of the top income share over the past cémikgtty
(2003) and Piketty and Saez (2003) first documented the top income share in France and
the United States over the twentieth century. In France, the top percentile income share
gradually declined from 1920 until the Second World War, fell rapidly during the War
and then continued to decline, albeit at a slower pace, in the decades to follow before
inching upward after 1980.

The story with the United States is different. The top percentile income share was
volatile between 1913 and 1939, fell rapidly duringSteond World War, declined
gradually during the decades following theéar before surging upward around 1980.

Whereas the top income share in France-ghhped, in the United States it isdhaped.

1The Gini coefficient ranges from a low of zero (perfect equality) to a high of one (perfect inequrliiy)
denotes the percent of national income that would have to be redistributed in order to perfectly equalize
incomes.

2 Datasets on more than two dozen countries can be foundhat World Top Income Database:
http://topincomes.gmond.parisschoolofeconomics.eu
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Piketty and Saez note that the latter finding challendes tiew of inequality advanced
by Simon Kuznets (1955), who hypothesized that as societies modernize, income
inequality will take aninvertetl-shape. Kuznets speculated that as more people migrate
from a rural/agricultural economic setting to an urbanfistfial setting, inequality
woul d first rise, eventually stabilize an
United States showed the opposite.

Saez teamed up with Michael Veall to document the top income share in Canada.
Using tax filer data, theyletail the share of national income going to the top income
share from 1920 onward he picture that emerges for Canada is very similar to that of
the United States and other Englispeaking countrie$.Figure 8.1 plots the top 0.1
percent income shar@nd the Gini coefficient from 1920 and 1976, respectively. The top
0.1 percent income share is comprised (roughly) of the richest 26,000 individuals whose
pre-tax income in 2010 was $563,000 or more. Numerically, this number is far too large to
be associad with dominant capital, but we can safely assume that the core of its
membership is comprised of the dominant proprietors and corporate executives who
together make up the Canadian Establishment. The Gini coefficient, by contrast, is a

broad measure aficome inequality.

% See Saez and Veall (2005; 2007) and Veall (2010; RiXEHy (2005), Piketty and Saez (2006) survey

the results of the initial studies on the top income shatijnson, Piletty and Saez (2011) provide an
overview of themethodology andnain empirical findings for the more than 20 countsaslied, Alvaredo,
Atkinson, Piketty and Saez (2013) and Atkinson and Morelli (2012) empirically summarize the top income
share data foR5 countries and Piketty and Saez (2013) unpack why the top percentile income share has
increased in rich Anglo societies while remaining stable in richArglo societies

* Top income share data for Canadad in this chaptetome fronSaezandVeall €007) Veall (2010xnd

Veall (2012)with series updatedo 2010by Michael Veall. Data were retrieved from the World Top
Incomes Database.
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Figure 8.1
Income Inequality in Canada, 1920-2011
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Note: the top 0.1 percent income share excludes capital gains. It splices together
(in 1982) two series that have different methodological and source breaks.
Source:Gini coefficient from Cansim Table 20Z05; top income share from
Sa&z and Veall (2007), Veall (2010) and Veall (2012), retrieved online from:
http://topincomes.gmond.parisschoolofeconomics.eu/

The data indicate that the top income share was halvedduhe Second World
War, declined gradually during the first few decades of the postwar era and then surged
upward from the late 1970s onward. The Gini coefficient moves in tandem with the top
income share, suggesting that the latter is a good proxy éofottmer’

In terms of periodizing the data, we can identify three mmrkess distinct
phases: the quarter century from 19215 is characterized by crises which involve the
eclipse of classical liberalism and its replacement by versions of statigastern and

Western Europe, national and international socialism take route while in North America,

® Leigh (2007) finds that for 13 rich societies, the top percentile income share is a good proxy for broader
measurs of inequality such as the Gini coefficient.
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Great Britain and elsewhere, a liberal Keynesian welfare state begins to emerge. The
second period spans 1945 through the late 1970s and, for Canadaa#t acyrresponds
with the growth and consolidation of the Keynesian welfare state. The third period
begins in the late 1970s and is coterminous with the ascent and consolidation of
neoliberal globalization. The facts surrounding income inequality in Carfd#dthis
periodization scheme. The shocks associatéith the Second World War radically
reconfigured the distribution of income, the Keynesian welfare era saw heightened
equality and neoliberal globalization has brought heightened inequality.

Until recently it was thought that income inequality in Canada was being driven
by the top quintile or top decile (Yalnizy
contrast, shows that inequality is being driven by the top percentile and that the

distribution within this bracket is highly stratified. This finding has led some to claim

(@)

that North Americans have entered into a
seen since the 1920s (see Yalnizyan 2010; Stiglitz 2011).

If personal income inequality Canada fluctuates with the top income share, a
pressing question emerges: how can we account for its level and pattern? The answer to
this question is bound to be multifaceted and complex. Before addressing this question in

Chapter 9 and 10, we needutaderstand why income inequality matters.

8.2 Why Income Inequality Matters
In 2009 two British epidemiologists named Richard Wilkinson and Kate Pickett

published The Spirit Lev@&he thrust of their argument is that rich societies with less
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income inequaty i less relative povertyi do better on a wide range of social
indicators even if they have lower absolute levels of wealth. Their research demonstrates
that in the early stages of development, as societies modernize, there are many broad
based improvemmet s t o peopleds | ives, notably | if
relationship between national income per capita and life expectancy and happiness has
limits. These gains from growth diminish over time and eventually level off. Once a
society crossea threshold, in their research it is GDP per capita of $25,000 USD, the
above gains from growth plateau (2010° 8).

Wilkinson and Pickett note that the social problems in rich societies tend to be
concentrated in the lower part of the social hierarchy:pbedlie sooner, are less happy
and generally fare worse if they are in the bottom income brackets. However, when they
compare across rich societies they find that these social problems bear little or no
relation to levels ofiveragacome. Across a widamge of social indicators such as levels
of trust, mental illness (including drug and alcohol addiction), life expectancy, infant
mortality, obesity, chil drends educati onse

imprisonment rates and social mobility, thégd that all the problems associated with

®To be clear: this is average income per person. This does not imply that individuals who attain this income
cannot be made better off from the standpoint of life expectantyappiness with more incoméstead,

it means that in a society like Canada where national income per capita approaches $40,000 USD,
Canadians have surpassed the point where more economic growth can be expected to contribute to
increasediveragéde expectancy and happine§she &ma acesn of happinessd |iteratu
slightly different. Kahneman and Deaton (2010), for example, parse subjective assessmentweofgnall

the United States into two compartments: diyrday emotional welbeing and overall life satisfaeti.

They find that both assessments of wiadling rise as individuals climb up the income scale. However,
@iminishing return®eventually set in and, for emotional wbllei ng or 6happinessd, it
$75,000 in annual income. Beyond that pombre income does not translate into more happing8se

Holmes (2010) for a discussion. Othéerlture on the economics of happiness suggests that the
relationship betweerGDPper capita and subjective weédking may be more complex than Wilkinson and

Pickett admit. See Easterlin (2001), Easteelina2010), Helliwell and Barringteheigh (2010)Helliwell,

Layard and Sachi2012: chapter 23nd Stevenson and Wolfers (2008), for a small sample.
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being at the bottom of the social hierarchy are more common in more unequal societies.
This is another way of saying there is a positive relationship between income inequality
and social pathology.

This claim umlermines the view that social problems are caused by poor material
conditions. If the latter were true then richer societies would do better than poorer ones.
What matters, they contend, is not absolute poverty, batativepoverty. Their
conclusion: oursis the first generation in the history of humanity for whom
improvements in the quality of life are not tied to increases in material comfort. Rather,
reducing inequality is the best way to improve the quality of our social environment and
social life, ad this even applies to people at the very top of the social hierarchy (2010:
275). If this conclusion is correct then inequality should no longer be thought of as a
O6progressived value; it should bleinmnder sto

The list of social ills that Wilkinson and Pickett generate is certainly long, but
t here might be an i mportant omi ssi on. Con:
|l osing faith in their democracyd (Mackrael
undertaken by Samara, a nprofit, nonpartisan political research organization and it
shows that only 55 percent of Canadians report being satisfied with the quality of their
democracy. This is a historic low point and it represents a 20 percent declimelén a
decade. The discontent appears to be attributable to a divergence between the views and
interests of the citizenry and the responsiveness of elected officials (Anderson,

Hilderman and Loat 2012).
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Samara al so surveyed dfimeoutowmyothey da notal | vy
participate in the political process (Bastedo, Chu, Hilderman and Turcotte 2011).
Disengagement, they find, is not confined to declining voter turnout, but includes party
membership, political donations and protest activitieseTduthors find some surprising
features of the politically disengaged: (1) their unwillingness to participate cannot be
reduced to political apathy or ignoranée many are welinformed; (2) nor can their
disengagement be attributed to a lack of democratituesi many embrace them.

Among the factors unifying the politically disengaged is the perception that politics is an
6insiders gamed and that they stand on th
media are O6wor ki ng f o onsigedotheioneers (Andessetbal. and a
2011: 3).

What 06s more alarming i S t hat many cam
participated in the political process. In other words, thegcameutsiders, which is to
say they did not cynically assume that piektwas the exclusive game of the privileged.
|l nstead, they | earned from experience that
process is unresponsive to their views and interests (Andess@k011: 4).

Heightened political disengagement istnoonfined to Canada. In 2001, the
American Political Science Association created a Task Force on Inequality and American
Democracy (APSA Task Force for short) to study the ways in which trends in
inequalities impacted democratic participation and govec®anThe APSA Task Force
argued that rising concentrations of income and wealth threaten the ideals of equal

citizenship and democratic governance because it amplifies the political voice of the
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privileged while muting the political voice of the underpraged (APSA Task Force
2004: 18). Besides noting that political participation in the United States is highly
stratified along soci@conomic lines and that governing institutions are more responsive
to affluent Americans, the authors of The Report exprles fear that rising inequality
will exacerbate these trends by threatening the values of fairness and inclusion which
underwrite the ideals of equal citizenship (20048)5

The fears expressed by the APSA Task Force are supported by subsequent
reseach. Solt (2008) finds that higher levels of income inequality are positively
associated with lower levels of political participation amongst all income groups except
the most affluent. This finding is one possible answer, Solt asserts, to researcheys (Brod
1978 is the example he uses) who wonder why political participation is declining in
developed democracies. The MeltRichards model presumes that economic inequality
would be mitigated in democracies because broad swathes of the electorate in lower
income groups would support redistributive policies. And while this thesis seemed
plausible (on the grounds that people tend to vote in their -isédfrest), Solt
hypothesizes that redistributive policy can be avoided if the most affluent citizens can
removeit from the policy agenda or if they can depress political engagement by making
the democratic process itself meaningless to lower income groups.

Evidence for t he Uni t ed St ates suppl i
hypothesis. Gilens finds that govenents tend to respond to the interests of the public
in general, but when the public is parsed according to secomomic status, policy

decisions strongly reflect the preferences of the top income group and bear no
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relationship to the preferences lowarcome groups. This might be one reason why all
but the most affluent choose not to participate with the same intensity (2005:'793).

It seems intuitive that as the distribution of personal income and wealth becomes
more unequal, with the rich pulling awdrom the rest of society, government priorities
and behaviour might become more closely attuned to the most affluent members of the
society. Even in the context of democratic institutions, the concentration of corporate
assets and income may have an ichjma the activities and orientation of government
which, in turn, may produce a negative feedback loop on the levels of political
engagement among lower income groups. The question arises: is there a relationship
between the level of income inequality dedel of democratic engagement?

The data in Figure 8.2 suggests that the two phenomena might be related. The
thick black line registers personal income inequality in Canada, measured by the Pareto
Lorenz coefficient, and the thin broken line capturesevatirnout in federal electiors.

The Paretd_orenz coefficient captures the concentration of income among the rich (the
higher the coefficient, the lower the concentration). The two series are tightly and
positively correlated over the past century ane gtrength of the relationship increases
over time’ Income inequality decreased between 1920 and the 1970s and increased

thereafter. Voter turnout in federal elections, which may be taken as broad proxy for

"Kelly and Enns (2010) deny that governments areemmesponsive to rich than poor in terms of their
policy priorities. And while heightened economic inequality might lead to depressed democratic
engagement, Timmons (2010) argues that, from an international standpoint, there is no evidepport

the opposite position, namely that democratic institutions lessen the level of econuenicality.

8 Saez and Veall (200épmputethis coefficientusing the topincomeshare estimates. As a rule they were
estimated from the top Ogkrcentshare within the toplpercentshare: a=1/[ag(S1%/S0.1%)/log(10)].

° The Pearsorcorrelation for the United States is 0.30 between HE2012and rises td).57between
1944and2012for presidentialelectiong. In Sweden, a country with a much lower le\aflinequalty, the
correlation is 0.8®etween1948and2010(for parliamentary elections)
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democratic engagement, trended upward in thstfiralf of the century, peaked in 1959
and then tumbled to a historic | ow in 200¢

election represents a turning point in both metrics; voter turnout dropped precipitously

afterwards while income inequality syed.

Figure 8.2
Income Inequality and Democratic Engagement in Canada, 1910-2011
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Source:ParetaLorenz Coefficient from Saez and Veall (2007), Veall (2010) and Veall

(2012) with series updated to 2010 by Michael Veall. Retrieved fittpn/topincomes.g
mond.parsschoolofeconomics.ewoter turnout from Elections Canada, retrieved from:
http://www.elections.ca/content.aspx?section=ele&dir=turn&document=index&lang=e

It would be unwarranted to argue that heightened income inequality is the
monolithic cause of democratic disengagement. Plainly there are many factors which
influence the level of political participation. And while there is no way to demonstrate
causaliy, it seems reasonable to suppose that there is a relationship between the
concentration of personal income, on the one hand, and the responsiveness of political

institutions to the views and interests of the less affluent citizenry, on the other. This
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finding is compatible with the studies undertaken by Samara (and others) which
indicate that politics is an O0insiders gal
between the ordinary citizen and governing authoriti@s.

The findings of Wilkinson and Phkett in tandem with the potential damage that
inequality inflicts on the democratic process makes the need to find an answer to the
guestion of what drives income inequality even more imperative. If income inequality
proxies as a barometer for social patlgy, and if inequality is a threat to the democratic

process, then how has the level of inequality in Canada been understood?

8.3 Understanding the Distribution of Income

Kaldor (195%6) posits that there are four main theories of distribution: a classical

theory associated with Ricardo, a Marxian theory, neoclassical theories, which he breaks

into two subsetsi the marginalist theory associated with Wicksteed, Clark and

Mar shall and the 6degree of mid @ pirallyyad t h e c
Keynesian theory. Brown (2005) argues that institutionalists such as Veblen, Commons

and Ayres did not construct a systematic model of distribution, but that it is possible to

paste their scattered insights together in a way that would make an instituiginal

theory of distribution intelligible. To critically review each theory would be both long

and redundant given how much academic attention each has received. Instead, we will
concentrate on the neoclassical theory because it informs most of the reloelarsaip

on the distribution of income.

YTilly (2003: 42) argues that democratic regi mes t
capitald or ftreeivdlue praduced drdm it isk deébmodragization.Given the research
reviewed here, it is difficult to overstate the corrosiveness of inequality on the health of the body politic.
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The core claim that neoclassicists make is that both factor income and personal
income are determined by the forces of supply and demand, which in turn, disclose the
underlying productivity of the economic inputgjents (see Samuelson and Nordhaus
2010: Chapter 12 for an exposition). Il n th
under conditions of perfect competition, the distribution of pecuniary rewards reflects
the marginal productivity of the ecomac actors. The marginal productivity theory of

distribution, as it has come to be known, was first articulated by J.B. Clark imhas
Distribution of Wea(tt899), and it draws a causal line running from production to

distribution:
€ t he diobtherincome af sociaty is controlled by a natural law, and that this law,
if it work[s] without friction, [will] give to every agent of production the amount of wealth

which that agent createsé the sociaight proced
of property restsé it assigns to every one

Clark continues:
In the final division that takes place within the sgjpoupsi the division that separates
the gross earnings of each of them into wages, intaresprofitsi  a law of production

rul es. So foar as natur al |l aws are unperver
produces; and capital does the same (1899: 21).

Clark summarizes:
¢ the whole of di stri buti onuldba scluded Within as t h e

the organized process of producing wealth. Unravel the web of the social product, tracing
each thread to its source, and you will have solved the problem of distribution (1899: 21).

As Clark sees it, distribution is a consequent@roduction. The wage rate and
the profit rate are determined by the proportional productive contribution labour and
capital, implying that each class of income and each individual income earner receives as

income the market value of the difference inpputt at tri but abl e to the
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As noted in Chapter 2, the theory advanced by Clark serves not only as a positive theory
of distribution, but as a normative principle of distributive justice insofar as it
simultaneously specifies the condii® under which the world of factg and the world

of value ¢ughtcoincide.

Even though this theory enjoys considerable influence it has been subject to
withering criticism. Recall Chaptepart 2 onc
criticism of neaclassical capital: first, the concept of capital as a stock of physical
equi pment breaks down in the face of o6capi
transfer of ownership titles and legal rights, not a transfer of materauctive entities;
and second, the concept of an aggregate production function presupposes that capital
has a homogeneous property that can be aggregated in its own mpatedattive units,
but no such property is evident in the actual world. If we are prepared to aceeptVe n 6 s

replacement definition, namely that capital is financial weditha pecuniary fact, not a

mechanistic ongi t hen it foll ows, as Veblen right
o0natural distributiond goes Oup in the air
Veblen arguestht t he returns to capital wi || r

that capitalists secure relative to each other and to the industrial community at large. But

this does not imply Marxiasstyle exploitation, for Veblen asserts that the usefulness of

labou t oo, i's dependent upon the 6communi t
and cannot be specified in atomistic ter ms
amounts to saying: 0t he wages paid tiso | abo

287



paid to | abour as wagesd (1908a: 203) . Th
personal income reflects marginal productivity is, under these suppositions, nonsense.

Brown contends that one of the main points of disagreement between
institutio nalists (like Veblen) and neoclassical orthodoxy is the notion that resources
have o6intrinsic wortho. Brown reminds us t
priced of resources wil | be equival ent t o
continues, that direct measurement of the relative productivity of the factors is not
possible, but they presuppose that the competitive market will nevertheless reward
factors in proportion with their intrinsic worth (2005: 919). This leap of faith sHodt
have been possible after Veblen, but if neoclassicists atenidiry could safely ignore
Veblen (who had been in his grave for two decades), the criticism levelled by Joan
Robinson (1953954, 1959; 1970; 1971) and Piero Sraffa (1960) would béohdud&.

And so, perhaps unwittingly, neoclassicists were lured into the Cambridge capital
controversies. The attack on the neoclassical theory of capital and distribution left the
very thing Ricardo insisted we need to understdndthe division of incora between
rentiers, capitalists and workerfs shrouded in darkness.

Even though the Cambridge capital controversies began as a dispute about the
measurement of the quantity of capital in aggregate production functions, Robinson
(1981) concludes that it wdse meaning of capital that was called into question. The
inability to quantify capital in norprice terms was deeply significant, for it meant the
loss not only of the aggregate production function, but of the theory of distribution as

well. And becaus® di stri bution theory is a speci al
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Samuelson and Nordhaus (2010: 288) assert, price formation was also lost. Given that the
major theory of distribution over the past century is in serious disrepair (whether its
proponentsknow it or not), how have scholars tried to explain the distribution of
personal income?

Three decades of increasing income inequality in North America and elsewhere
has spawned a large literature trying to pinpoint underlying causes. In what follows we
highlight three of the main hypothesEsOne explanatory scheme focuses on
technological change and the resulting alteration in demand for certain types of labour.
The skilkbiased technological change (SBTC) thesis, as it is known, suggests that
technologi@al change increases the demand for high skilled workers and depresses the
demand for low skilled workers, thus explaining heightened wage inequality in the
United States (a position endorsed by Moore and Ranjan (2005) and contested by Card
and DiNardo (20Q)).

Ot her s identify 6gl obalizationo as t
(Krugman 2008, for example). Heightened international trade, particularly the import of
manufactured goods by developed societies from developing societies, will have an
impact on the wage distribution in rich societies. As developed countries import more
labourintensive manufactured goods from levage countries, Krugman argues, one
effect will be downward pressure in both relative and absolute terms on the wages of less

educated and/or lower skilled workers.

Hyeall (2012) and Volscho and Kelly (20a&)vide useful literature reviews. Some of the materials aited i
this brief overview were brought .Gordoh dneéDeeBeckdni or 6 s
(2007) provide a fairly comprehensive survey of the mainstream hypotheses.
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A third explanation centres on executive compensation practices. Gabaix and
Landier (2008) argue that surging executive compensation closely tracks firm size, and
because pay is linked with performance, the growth &f thrmer is explained by the
growth of the latter. Bebchuk and Grinstein (2005) argue just the opposite: executive
compensation far outstrips firm size and performance. Bebchuk and Fried (2006)
document the disjuncture between pay and performance, arghiasigthe absence of
armslength institutional arrangements on corporate boards enables executives to
upwardly influence their level of remuneration. Dysfunctional corporate governance is
partially to blame for the surge in top incomes, they say.

These thess suffer from two major difficulties. The fact that top incomes have
surged in Canada, the United Kingdom and the United States while remaining flat in
France, Germany and Jap@anall of which are advanced technological societies whose
political economieshave globalizedi suggests that heightened inequality cannot be
solely attributed to either technology (SBTC) or trade (globalization). A more
fundamental criticism is derived from the untenability of the marginal productivity
theory of distribution, whith appears to backstop all three hypotheses. Attributing
heightened inequality to SBTC, trade or executive compensation practices presupposes
that pecuniary incomes reflect productive contributions, but the causal chain linking the
distribution of income wih production has never been established. Presupposing its
truth is entirely inadequate; each hypothe

Other hypotheses have been offered which do not directly invoke productivity.

Piketty and Saez (2006) identify the rolg@ayed by changing social norms and
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institutional arrangements. This thesis is broad enough to be factually plausible, but it

lacks specificity. They do not detail what the social norms and institutional

arrangements are, nor do they spell out how and Wiey are changing. Without an

adequate exposition of these aspects, the assertion remains too general to be of much use.
Stiglitz (2012a; 2012b) breaks rank from his economic peers when he describes

the impact that politics (read: power) plays in shapingar ket s . What 6s n

di scusses the role O0Omonopoly profitsd pl a;

predicated on the notion of ©&6rent seekingo

is that it presupposes that there is a naturat (i purely market determined) rate of profit

which reflects marginal productivity, whicthen get s 6di stortedd thi

l obbyi ng, skewed regul ations and other 0sj
Onatural o rate edas ever been establish
OQutside the discipline of economi cs, S

(associated with Korpi 1978; 1983 and Stephens 1979) claim that unions and left wing
parties reduce preand posttax-andtransfer inequality (see Bradleyt. al2003; Brady
2009; Brady and Sosnaud 2010; Kelly 2005; 2009; Mallal2003). This claim might
have some historical and institutional plausibility and it will be explored in what follows.

Now that we have seen how othersushave n
the tools laid out by Veblen, Kalecki and N&B to conceptualize how an alternative

explanation for the distribution of income in Canada might be generated.
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8.4 Institutional Power and Distribution

Letds begin by revisit ruotge laadowm by Veblen. Vdblen ¢c onc
would have us believe that 6i ndustryd 1is
productivetechnological apparatus of society is subject to the disciplining influence of

the large corporation and the credit econotigt grows around it. Veblen states:

The economic welfare of the communityé is
interplay of the various processes which make up the industrial system... but the pecuniary
interests of t he bssaslybesswedbyean énbregkenanaimendncen e ¢

of the industrial bal anceé Gain may come to
(1904: 19).
Business aims at O6differential gaind, cal.i

a limitation of industrial processes, namely unemployment. Veblen contrasts the
inhibiting practices of business with the enhancing practices of the engineer and worker,
who enter the picture not from the pecuniary side, but from the material side. The latter
two are oncerned with industriadmechanistic processes, not business processes. Their
concern is use value, not market value. The implication, as Veblen sees it, is that business
activities belong under the theoretatec al h e
aim is the Oalteration of-7the distribution
Where does unempl oyment enter the pictu
Veblen tells us, furnishes the legal right to withhold a part of the industrial apparatus
from urmser.shiOw of industri al equi pment and 1
| egal right to 6enforce unempl oymerb6)d, an
Business aims to limit industrial processes by restricting output to a level thatesilt

in a price that absorbs the entire purchasing power of the underlying population. Recall
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the example of Potash Corporation once more. The Potash executive stated that the
volume of output would be restrictedndustrial limitatipto a level that wuld yield the
target price (ifferential business).g&ilerein we find a link between profit and
unemployment, or pricing and institutional power. The ability to control industrial
processes by enforcing unemployment is one of the core institutionalrp@iveapital.

N&B develop this i1idea conceptull hgaradhd
relationship between business and industry (2009: 232;733%he way they conceive it,
capitalist income lpusinesand capacity utilization ihdustry are msitively related up to

a point, after which the relationship becomes negative. They explain:

I f industry came to a complete standstill,
earnings would also be zero if industry always and everywhere opematkdl socio
technol ogi cal capacityé O6business as usual
hypothetical extremesé When sabotage grows
societal potential, but that too is not good for business, since loss of tonttme ans 6 gl u
and falling capitalist earnings. For owners

between (2009: 238).
The claims made by Veblen and N&B are cert
conception of the business mansadbotg of the industrial system, Heilbroner notes how
bizarre the claim sounds in the light of the history of economic thought. Smith and
Ricardo both put the capitalist at the centre of their story of economic progress. Even
Marx, for all his vitriol over capt al i sti c Oexpl oitationd, st
progressive subject. Veblen, Heilbroner notes, puts the business man at the centre of the
system only to assert that he derives an income by conspiring against industrial

serviceability (1953: 23).
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Il n Vebl enbds scheme, the capitalist is o
and enhance efficiency. The capitalist can also generate earnings by undermining

production and impairing efficiency. These incendiary claims, Heilbroner notesnlyot o

sound wrong, but fooli sh. Despite this, He
hi storical setting, it was not unusual f o
infrastructure O6sabotagedd, i . eo.damageoowe r f ul

destroy the property, plant and equipment of competitors. Heilbroner mounépalogia

for Veblen:
[ Vebl ends] essenti al thesis was all too wel
great barons of business was indeed very differemn fthe functions of the men who

actually ran the productive mechanism. The bold game of financial chicanery certainly
served as much to disturb the flow of goods as to promote it (1953: 238).

N&B wuse the term O6sabot age ductiaonoof indiiswial d e n ot
infrastructure (although that may be 1 nvo
implies the limitation of production and capacity unegilization through
unemployment.

The argument to follow will use these ideas to unpack nimeoinequality in
Canada, but a caveat is appended: although unemployment may validly be thought of as a
partial manifestation of capitalist power, the argument here is not predicated on the
notion that proprietors always consciously collude or collectivieiiend to impair

industrial processes through unemployméfithe absence of evidence of intentionality

12 A personal anecdote to support the poiimt:2013, the authaattended ameeting of unionized railway

workers in Canada. These workarstedthat the CEO of one of the largest private sector railroads (who

will remain nameless) and is known to the workers for his business ruthlessness, had an option in his
contractthatspecit d i f he were t o hi isaratosetwéen pwmuastandreasts,heat i 0 6,
would receivea multimillion dollar bonus. As the fiscal yeand approachedhe CEOlaid off a few
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at a micro level is significant. Despite this, at the aggregate level there may be
redistributive consequences (differential business gain) to higher lawer levels of
unemployment (industrial limitation). So that is one way of linking the specifically
capitalist power to enforce unemployment with the distribution of income. The next
section will drill down further to see how the conditions of excharsf@pe the

distribution of income.

8.5 An Aristotelian Interlude

N&B argue that the two main theories of capital, and by implication, the two main
theories of exchange and distributidh neoclassical economics and Marxian political
economyfi are anchored in @ply problematic suppositionS.Each system assumes
6intrinsic equivalence®d in production and
politics. And each system builds its universe of production and exchange using basic
units or Oel etmeatmegclpagdiiciletsd: buil d thei
unit of pleasure) and the Marxists build t
doing, highlighting the centrality of labour and production in social life). In response to
the question,6 wh a t is capital 6, N&B articulate t
systems this way:
€ the endless diversity of commodi ties [ ca
identical utils or abstract | abouralt?idnmed iTels

in this transformation. Since exchange merely transfers the substantive quantities of
production and consumption, it follows that underneath every ratio of prices there lies a

hundred employees (whose work was vital to the functioningthe railroad) in order to meet his
operating ratio.This example establishes a direct line running from between business gain (salary bonus)
to industrial sabotage (i.e., unemployment).

3Thefollowing discussion isirawn from Nitzan and Bichler (2009: 7-9).
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corresponding ratio of utils or abstract labour. In both cases, dweiary appearance of

capital is merely the mirror image of its material/energy substance. The financial liabilities
ontherighthand si de of the balance sheet derive
on the lefthand side (2009: 148).

The problemwith this formulation, they say, is that mmehaseverbeen able to observe
or measure utils or abstract labour and there is no convincing way to separate economics
from politics. If the (quantitative) world of production and consumption, denominated

in pecuniary terms, cannot be reduced to the quantitative world of utils and abstract

|l abour, i.e., 1f intrinsic equivalence is
and productiono, then they ask: Oitee t her e
guantitative order of prices, exchange and

Their answer i s 0yes?0. N&B read Thar ough

Nicomachean Etf2€©4), arguing that equivalence in exchange cannot be rooted in the
properties of commodities. On their reading of it, Aristotle posits that equivalence in
exchange is made possible through themodi the social, legal and historical
institutions of society create the possibility of equivalence in exchange. There is no
intrinsic property or quality to commodities which makes them exchangeable; social
institutions create the basis for exchange. This much looser formulation, they note,
means that prices and distribution are set somewhere along a continuum with social
struggle on onerel and cooperation on the opposite end. We might interpret their
assertion this way: horizontal, egalitarian social structures will emphasize cooperation
and have a more compressed distribution; hierarchicathanized, authoritarian social

structures empasize power and tend to have deeper distributions. The ratio of prices
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(and by implication, i ncomes) does not re
services; it reflects some combination of cooperation and power struggles in society.

Letosdeonéri stotleds formul ation a bit

interpretation of income distribution that
because none ofusisselt f f i ci ent & (1992: 369b) dctand as
similarly: o6it is exchange tY%PatbantAristals [ soc

claim that political associations are formed because they create the conditions for people

to exchange the goods and services they need to survive. If poditiess into being to

facilitate exchange, how does the former make the latter possible? Here is the line of
reasoning, and the riddle, t hat Aristotl e
[political] association, without equality there would be no é&ange, without
commensurability there would be no equalit
exchange, but exchange cannot take place without political association. For exchange to

take place and human needs to be met, things and people mustdeecommensurate,

which enables them to be equalized (though commensurability does not necessitate
equalization) . I f we accept Aristotleds su
politics?; second, how does politics make exchange possibtethiah how are things

and persons made commensurate and equal?

“'n the Bartlett and Collins translation (2011: 113
exchanged. A friend and coll eague, Iourkolilakosal®d Kour kc
noted that a term used in the adjoiin s ent ence, 0 p r ompeatado8jsmore ackuratelg ci pr oc
captures what blds society together for Aristotle The terms &proportional reci

not substitutable, he argues, and reliance on the latter has the potentiakté miad or di stort A
views on why a political community comes to be and what holds it together.
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On the question of politics, Aristotle asserts that every art and every action aims

at some good (1094a) and Oopoliticsd is th
human beings (1094b5) 6 The goodad, as he sees it, i s
with virtued (1098a 15). On this underst al

virtue and the good. Now, Aristotle discusses all sorts of virfuesioral, intellectual

and othewisefi but justice i s unique among them be
virtue, 6t he whole of virtuedo (1129b 25).
from political association. This is why p
ex hange must be fair, i.e., just, otherwis:

So how does politics (that which aims at the good) make exchange (that which
aims at material sustenance) possible? The short answer is the law, but we coulashbroade
this formulation to include the customs, conventions, norms and institutions that grow
out of the political community (th@omags Aristotle says:

The laws prescribe for all the departments of life, aiming at the common advantage either
of all the citizans or of the best of them, or of the ruling class or on some other such basis.

So in one sense we call just anything that
political association (1129b 15).

Note that Aristotle suggests that the law caimaat different things. It can serve the
ruling class, the citizenry at large or some other group. The significance of this assertion
will be unpacked below.

If need brings people together, then justice (that which the law aims at) holds
them together. Thequestion of distributivejustice, for Aristotle, arises whenever
something is divisible in a political community. Distributive injustice will take place if X
gets too much or too little of the divisible thing in relation to Y or Z (1130b 30). However,
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it is not at all clear what this means ¥@sis exchange. Aristotle clarifies: a just act will
involve at least four term8 two people for whom the act is just, and two shares in
which justice is manifest (1131a20%. But the precondition for exchange, teéls us, is
the equalization of things such that the equality between the shares will be mirrored by
the equality between the people. The problem: how can qualitatively different things and
unequal persons be made ¢ o mmeristetlea angaiets.e and
Money grows out of society and has the capacity to make things and persons
commensurable and, in practice if not in principle, enables their equalization (1133b 15).
Proportional reciprocation is the basis of fair exchange, Aristotls s (1132b
30), and here we come to the rub of the matter because it is negviidht that
proportionality between people and things has an objective basis. Aristotle states:
Everyone agrees that justice in distribution must be in accordance witlit im some
sense, but they do not all mean the same kind of merit: the democratic view is that the
criterion is free birth; the oligarchic that it is wealth or good family; the aristocratic that it

is excellence. So justpcepbstaosors ah eqoa
(1131a 230).

Everyone agrees that Omeritd should be the
there is substantive di s aCArstetlerecognizedthatut t h
the way people eWate proportional reciprocity depends on a prior scheme of values.
The question becomes: where do we locate this prior scheme of values?

There are two answers to this question, one collective and one individual. From a

societal perspective, Aristotleaeo gni zed t hat ©6the | awd can a

%% Mo n engrdismemar es the same rootnomss 6customd or Ol awd,
16 Castoriadis (1984: 310) interprets Aristotle as suggesting thafjtiestion of fairness in proportion
requires what CasvtYaluadi sanc adils ac cooprrdoatnoc e wi t hd s
praises Aristotle for raising this question, but thinks it remains unresolved in his work.
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noted above. And because the law creates the basis for exchange, different political
regimes will produce different distributive schemes. We can interpret this to mean that
democratic regimes wilbroduce flatter distributions and nedemocratic regimes will
produce deeper distributions. How does this play out in practice? Consider two
hypothetical distributive schemes: in Stockholm, lawyers earn, on average, twice as much
as taxicab drivers and iNew York City lawyers earn, on average, ten times as much as
taxicab drivers (ratios of 2:1 and 10:1, respectively). In terms of positive explanation, it is
fruitless to try to root the differing r
pr oduct ioneihasyeder bedw @ble to convincingly do so. What are we left with?
The lawsl/institutions of Stockholm differ from those of New York and these differences
shape exchange.

In terms of normative evaluation, our sense of distributive fairness will be

tracebl e to some prior scheme of wvalues, ev
govern exchange. Aristotle tells wus: o6poli
statesd (1094a 25). The broad sigmnmrefi canc

educated in the political community and their beliefs and values will be shaped by its

l aws, customs and conventions. And Dbecause

(1129b 10), in Stockholm and New York both distributive schemes will be jst, b

definition (so long as they are lawful). So the law/politics shapes education, education

shapes values and beliefs, and values shap
If different political regimes produce different bases for exchange (different

distributive schenes), and thus providefactual explanatafithe differing ratios, why do
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some peopl@ormatively evaluatk e r ati os as ©6justd and ot he
will be just if it is lawful. But lawfulness is not the entirety of justice. Anottrercial

aspect of justicé the distributive aspecii is fairness. This raises a related question: if
everyone in a society is educated according to the same laws (customs, conventions, etc.),
why do some find the ratio of incomes fair and others unfaire® of Ar i st ot !l ed
is his recognition that (1) differing political institutions will produce differing
distributive schemes and (2) within a given political community, even though all live

under one law, there will still be substantive disagreabon distributive justice because

different political typd$ evaluate distributive outcomes differently. Democrats anchor

t heir values in freedom, oligarchs in pos
means different things to each politiggpe’ To say that the ratio of incomes between
physicians and bus drivers in Stockholm is
simply to align oneself with the more egalitarian (democratic) outlook of the Swedes as
opposed to the more hierardail (oligarchic/aristocratic) outlook of the Americans.

I f soci al conflict or str udggahckchere we an 06
need not confine ourselves to conflict over income and wealth, but also power, status,
honour and otthhienrg s@diivni stihbd @ptbeh understanding ¢ o mmu
sociainstitutional power might help us determine why the level and pattern of income
and asset inequality in Canada fluctuates over time. Stated differently, if broad
institutions shape exchange, theunderstanding the relative position of those

institutions in the social hierarchy might help us come to a more satisfactory

Y This recollection of andref | ect i on on Adoéssot imply teab e washaorelagvistt (in
distributive or other matters).
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understanding of the distribution of 1 ncom
and everywhere govern the distribution etonomic resources, under this line of

reasoning, is misguided.

8.6 Summary
The distribution of income and wealth is among the most challenging puzzles to be
solved in all of political economy. This is so, in part, because the distribution of income is
shaped by individual choices and behaviour, on the one hand, and structures, institutions
and norms (6culturedo), on the other. The I
the hope of coming to a 6c dnpelpebdlendardonder st
thought most pressingi very difficult, if only because one can never haveta
understanding of either the entirety of individual (market) behaviour or the entirety of an
institutional environment. We should be content if, by the end of our iinguve have a
skeletal outline of some of the core processes driving the distribution of income and
wealth.

The research conducted by Wilkinson and Pickett (and others) strongly suggests
that higher levels of income inequality exacerbate social probl&msn that income
inequality has surged in Canada over the past three decades, this does not bode well for
the health of the Canadian body politic. The present chapter has also argued that there
may be linkages between income inequality and political pigdtion, such that the
heightened inequality of recent decades played a role in depressing the level of

democratic engagement in Canada.
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Chapter 9 will begin the empirical foray into inequality by analyzing some of the
distributive aspects of inflationnlChapter 10 we will explore the distribution of income
and wealth in Canada by mapping the changing institutional configuration of large firms,
labour unions and governmental organs. If business power is partially manifest in the
capacity to enforce unertgyment, is there a relationship between the exercise of this
power and the distribution of i ncome? Do
capital, and if so, does this countervailance manifest itself in distribution? Has the
growth of corporate powe in recent decade$i measured in terms of aggregate
concentration, the markup or differential accumulatién shaped the distribution of
income and wealth? And are there any laron patterns and regularities which shape

the level and pattern of inequalitn Canada?
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CHAPTER9

Some Inflationary Aspects of Distributive Conflict

It seems that economic science has not yet solved its first problem.
What determines the price of a g@mmodit
- Joan Robinson (1979)

Twentieth century political econorsts exerted considerable intellectual energy trying to
understand the twin problems of unemployment and inflation. For Canadians born in the
postwar period, unemployment and inflation appear to be permanent fixtures of the
political economy insofar as treeis always some proportion of the work force searching
for employment and the price level is always rising, albeit at a different rate in any given
period. Perhaps the reason why so many political economists were driven to understand
unemployment and itdition is each is linked with human suffering. Those unable to find
work suffer from a variety of ills including deprivation, social isolation and shame.
those whose income does not rise as quickly as the overall price level are made worse off
in terms of their purchasing power (their material wéking).

Moving from the individual to the social, extreme episodes of unemployment and
inflation have led to political transformation, sometimes degenerative, sometimes
progressive. The hyperinflation in @Beany in the 1920s destabilized German

consciousness to such an extent that many willingly embraced the totalitarian extremes

! Also included is a long list of more objective ills including violence, mental health crises and substance
abuse, for instance. See Wilkinsand Pickett (2010) for a discussion.
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of Hitlerism as a substitute for the chaotic extremes of rapid inflatidistorically high
levels of unemployment in Canada, theited States and elsewhere in the 1930s led to
New Deal legislation and the formation of a welfare state. These extreme cases illustrate
why unemployment and inflation have garnered the attention of governments, political
economists and policy makers aller the world: if too many people are unable to find
work or if prices rise (or fall) too quickly, outbreaks of violence and even revolution
could be the %popular responsed.
6Stagflationd is a term that cereeqcé 1 nto
of concurrent increases in the overall price level and in unemployment (or falling output).
Stagflation is typically associated with the period spanning the late 1960s through the
early 1980s in Canada and other OECD couritrldewever, it is notclear that the
stagflation label should be confined to that period. In the period spanning Confederation
through the Great Depression, the overall price level in Canada tended to move laterally
from one business cycle to the next, rising in expansion tonigll back to its previous
level in contraction. Between 1870 and the-&880s, for example, the number of years

registering an increase in the overall price level (positive inflation) was nearly matched

by the number of years in which the price levithex did not change or decreased

% This statement does not imply that the rise of National Socialism in Germany did not have causes other

than hyperinflation, of course.

® The linkages between unemployment and inflation have also been a headachendéonists. James

Tobin, the Nobel Laureate, stated that the connection between unemployment and inflation is the
O6principal domestic economic burden of presidentsd
macroeconomicsd (1972: 1).

* Definitions of stagflation vary depending on the scholar or the school of thought. Blinder and Rudd

(2008), Means (1983) and Sherman (1977) all come at stagflation from a different angle, but define it
similarly as &6inflati on a facedfshigh ancerisimgsusempogndentand/ord r i s i r

falling outputd. The starting point for the presen
that o6stagflation is closer to the norm odwtht he eco
l ow unempl oyment and stable pricesd (1980: 279).
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(deflation). The overall price level in 1910 was roughly where it was in 1870. Likewise, the
price level on the eve of the Second World War was approximately what it was at the
onset of the First World War.

A similar patern is exhibited in the United States. Sherman (1977: 270) tells us
that in 23 of the 26 business cycles prior to the Second World War, prices rose in
expansion only to fall in contraction. In the period after 1945, prices almost always rose,
even in thecontext of high and rising unemployméehfThe period after the Second
World War is markedly different for Canada, too. Between 1945 and 2012, there was only
one year in which the consumer price index registered a negative value. These facts
suggest that narly all the downturns in postwar Canada westafjationary, meaning
increases in unemployment and/or decreases in output appeared amidst rising prices.

Chapter 7 explored the shift from the relatively robust growth in the early
decades of the postwareaeto the stagnant growth of recent decades, so the stagnation
backdrop has already been set. The present chapter will explore the experience of
Canadian inflatiorl.Instead of probing the many causes of inflation, we will ask a slightly
different set of gestions. Does inflation tend to appear amidst social conflict? Are there
systematically redistributive aspects to inflation? Putting the two questions together: can
inflation be viewed as a conflictual process which redistributes income between
differenceincome groups, such that inflationary outcomes tend to produce distributive

Owinnersd®& and Ol oser s 0 ?velAghal and toweo fevela nft | vy ,

Data from the authordés archive.

®In both Canada and the United States, higher unemployment in the postwar era may be associated with
lower levels of inflation, but not with outright deflation (itontrast to the preNVWII experience).

"With due recognition given to the fact that much of the experience of inflation in postwar Canada could
be classified as stagflation.

306



inflation played in restructuring the corporate sector? Do large Candidiaed firms
benefit flom inflation? Do workers benefit from inflation? If inflation is harmful/beneficial
to identifiable income groups, then how should we understand the shift in Canada to
anti-inflationary monetary policy??

The path that will be travelled to arrive at thégt of questions is winding. We
will explore some of the thinking done on inflation prior to the overt recognition of
stagflation. This (seemingly) new type of inflation, with prices rising amidst recession,
paved the way for new thinking about prices. tOof the ashes of the Keynesian
explanation grew a new monetarist orthodoxy associated most closely with Milton
Friedman. However, a diverse collection of heterodox scholars began to think of inflation
(and stagflation) in powetaden terms. It is this l&r group that we are primarily
interested in, though we will begin by outlining some of the context within which this
thinking emerged. Surveying some of these heterodox thinkers will help us frame the
guestions that will be addressed in the latter portiof the chapter.

It must be stressed that, like Chapter 7, the present chapter is largely exploratory.
Inflation is sufficiently complex to warrant an entire study. And while it manifests itself
at a domestic level, inflation is a process that is heaskociated with international
developments. This complicates its study. The inflation rate in Canada has closely
tracked the inflation rate in the United States and the OECD in recent decades, so it is
not entirely clear that we can explore domesticatitin developments without studying

their international analogues. Thus, the disclaimers offered in Chapter 7 also apply to this

8 The impact of inflation on debt, though interesting and important from thedgaimt of distribution and
inequality, falls outside the scope of this study.
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chapter: given the complexity of inflation, and granted that it is heavily influenced by
international developments, we will hb@im at a complete or final explanation. Despite
these challenges, some of the domestic aspects of inflation in Canada will be probed.

The chapter is organized into seven sections. The first section explores some of
the thinking done on inflation by cordasting how some of the major schools of thought
responded to the overt appearance of stagflation. Section two hones in on a cluster of
heterodox thinkers who incorporated power into their thinking on inflation. A brief
review of this scholarship will helgrame the questions that will be tackled in
subsequent sections. The third section will explore how prices, and therefore inflation,
may be conceived in powkxden terms. More specifically, section three will examine the
role that institutions and orgamations have played in fuelling inflation in Canada.
Rather than power operating a distance from market prices, it will be argued that broad
power processes have a bearing on price formation.

Section four concretizes the relationship between power andeprby zeroing in
on one commodityi the price of labour power in Canadato see if, or in what way, it
relates to power. Section five probes whether we can meaningfully speak of distributive
winners and losers from inflation in Canada. Section six egpléne points of contact
between the internationally organized violence embodied in regional and global wars and
different measures of inflation. The seventh section summarizes some of the key claims

and raises some corollary questions.
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9.1 Stagflationandthe 06 Gr eat Di vi deo

Kar | Popper, t he Austrian epi stemol ogi st
distinguishing scientific from noscientific activities is falsifiability (1963: 51). An area of

i nquiry earns the moni k ean or@esperimentaltrasidlticand i f
be specified in advance which, if perceived, would refute the hypothesis. Rather than
irrefutability being a sign of explanatory strength, after Popper it came to be understood

as a sign of Opseudod ®Sopepercés Srogpimenyecte
influence on subsequent philosophers of science.

Keynes?d writings di d not analyze t he
unemployment in great detail. It was the empirical investigations of A.W. Phillips (1958)
which demonstrated that, in Britain at least, there was a stable negative association
between inflation and unemployment, such that policy makers faced adfabdetween
them>l n Keynesd analysis, inflation results
aggegate supply in the context of full employment and/or full capacity utilization.
Conversely, unemployment and glut result from a deficiency of aggregate demand relative
to aggregate supply. According to Popperian epistemology, then, the occurrence of high
and rising unempl oyment ami dst high and r
would refute the Keynesian hypothesis. After all, it is illogical to simultaneously argue for
an excess of aggregate demand (generating inflation) and a deficiency afagggre

demand (generating unemployment).

°See Friedman (1977) and Sherman (1983) for a discussion from divergent perspectives.
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This may be one reason why the overt appearance of stagflation between the late
1960s and early 1980s convinced many macroeconomists that the Keynesian explanation
lacked validity in some crucial respects. Stagflatand the accompanying decline of the
Keynesian paradigm opened the door to new (and old) thinking about inflation.
However, it is not clear that stagflation is an episode that can be confined to a collection
of years between the mitb60s and the earl@80s. In postwar Canada, for instance,
there is only one year which registered a decline in the overall price level after 1945 (that
year was 1953). This means that the appearance of high and/or rising unemployment or
slow growth after 1945 waslwaysccanpanied by rising prices. Thus a weak sense,
all episodes of glut in postwar Canada were stagflatiofary.

To understand inflation one must understand price formation. Joan Robinson
once stated: 6i't seems that istpobleemmVhat sci er
determines the piHerobservation saikes acmardo fdriif tvey dd dot
have a solid understanding of mar ket pri ce
into contact with the price system becomes mysterious. Aftelkiiynesian Revolution,
many mainstream economists would have believed that inflation is a consequence of
excessdemandl 6 demand pull & inflation. Given that
rare in countries like Canada and the United States priohtoSecond World War, this
theory might have seemed sufficient. After all, prices tended to rise in expansion only to

fall in contraction (6cyclical infl ationd)

YbWeakd because rising unempl oy me dinflaiomnd/ or sl ow gr o
"This statement was first written in 1942, but was recounted in Robinson (1979: 41). Robinson recounted

her statement in 1979 because, in her view, the stagflationary 1970s had demonstrated to economists that
they lack an adequate understanding of priaenfation (even though the determinants of the price of a

single commaodity are not the same thing as the determinants of the overall price level).
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full employment and full capacity utilizatiorso the thinking went, only to return in
peacetime to previous | evels (Owartime inf
l evel, even in the midst of ri sing unempl
phenomenon that only appeared aft#945 in Canada and the United States (see
Sherman 1983: 184for a discussion of the U.S. experience). The recognition of
stagflation challenged the received view of price formation and inflation.

However, the research results of Gardiner Means shdwdde tested the
confidence mainstream economists had in neoclassical price theory (his results preceded
the recognition of stagflation by four decades). In 1934 Means supplied evidence which
implied the existence of bifurcated price behaviour in the Uni¢ates. In concentrated
mar kets with a few | arge firms, 6admini ste
set for a period of time across a humber of transactions. This rigidity suggested a degree
of pricing discretion on the part of the sellen less concentrated markets, classical
competition and price formation were on display. Classical prices were flexible and
changed frequently, which implied that the seller had little or no pricing discréfion.

A distinction between rigid and flexible mes helped explain what made the
depression between 1929 and 1932 6Greatd.
only changed more frequently than administered prices, but the amplitude of the change
was greater. Means also noted that there wasegative relationship between price and
production declines: large firms in concentrated industries held their pficesd their

profit per unit, by implicationfi relatively steady, opting instead for drastic reductions

125ee Means (1935) for the research results and Means (1983) for a retrospective discussion of what his
findings meant.
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in production and employment. Ithe more competitive sectors, firms lacked market
power and had no choice but to reduce prices. The price reductions meant that they did
not have to cut production volumes nearly as much because demand increased at the
lower price level (so the thinking w). This difference in behaviour implied that the
heavy unemployment associated with the Great Depression unfolded primarily in the
concentrated sectors. Il n Means® research,
from large firms (concentration)nal the attendant market power through to price
rigidity and finally deeper, more prolonged recessions (as large firms sacrifice volume to
defend earnings margin$).

The concept of admini stered pricesd w.
call edtéandti wiosnpeti ti ond and O6administere
viewed it, the growth of large firms and the resulting concentration in the American
political economy ushered in a peculiar situation in which prices rose in the context of
recessionn.Mans called this O6administereidali nfl at
examples of what he termed Operverse prici
(i) arbitrary wage increases; and (iv) the expectation of inflation (1983: 47&)fifBh

three are relevant to the research that follows and will be briefly reviewed.

BA sizable literature developed in the early decade
findings. Ackley (1959) argued that the administration of the price of labour (in the form of money wages)
diminishes the significancef the difference between demand and cost inflation. Blair (1964) contended

that the reality of administered prices (AP) turns the theory of price formation on its head insofar as prices

can no longer be relied upon to equate demand and supply. SheB#@h (sed the concept of AP to help

explain stagflation. Weiss (1977) tested the AP hypothesis against other data and found that it survived
refutation. Goode (1994) argued that Means never demonstrated a connection between the degree
concentration and thextent of AP. Despite all the debate, in more recent times AP appears to have been
relegated to the periphery of academic economics.
(2010) introductory textbook,onepageand APinatatall ed mar ket s
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In the case of full cost pricing, sellers estimate their variable and fixed costs at an
expected production volume and then add their profit target per unit to arrivanat
overall price. A decline in demand, Means tells us, means that if firms are going to hit
their profit target they must increase the profit per unit, which translates into an increase
in unit price amidst downturn. The second source of perverse prigngapacity
utilization amongst a few large firms. In a concentrated market with a high rate of return,
if firms are operating at high capacity utilization (say, 90 percent) the threat posed by a
new entrant i's greater i earmewdénaant penstratesahe h f i r
market will be significantly reduced. If the established firms operate at lower capacity
utilization (70 percent, for argumentods sa
and the firms can aim at a higher target profiys connecting capacity underutilization
(stagnation) with rising prices (inflation). The third source of perverse pricing is what
Means | abelled o6arbitrary raising of wage
increass in real productivity jst i fy an increase in real W &
implication seems to be that wage demands in excess of labour productivity have
inflationary consequences.

Means argued that restructuring in the American economy over the twentieth
centuryledtoalsi ft from cl assical prices to perve
to have meant that as firms continued to grow in size and as the number of sectors
characterized by high levels of concentration increased, the shift from classical prices and
classcal inflation to administered prices and administered inflation grew more apparent.

When the balance between the two types of markets was skewed towards the

competitive end of the spectrum, the overall price level rose in expansion only to fall in
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contradion. Once a critical point was reached, however, and the weight of the sectors

tilted towards perverse pricing, more prices went up in recession than went down and a

new type of inflatiom administered inflatiorfi became the norm. Means baptized this
the6 Gr eat Divided. It was passed, he estimat

Scholars working in numerous schools of thought appear to have seized upon this
difference. Prior to the Second World War, sustained inflation was rare. Cyclical and
wartime inflation seemed to be easily egpblein demand pull terms. However, demand
pull inflation makes no sense in the face of recession. The decline of the Keynesian
explanation for unemployment and inflation opened the door to other approaches. Many
maing r eam economi sts accepted Mi |l t on Fried]
substitute.

As Friedman (1977) saw it, government activity can produce high inflation, not
necessarily as a deliberate policy, but as a result of pursuing other objectives, namely
policies around full employment and welfestyle social spending. By expanding the
money supply to achieve these types of public policy goals, governments helped create
the conditions for inflation, which Friedman argued is generated when the money supply
is increased faster than Oreal d economic &
much money chasing too few goodsd). As Fri
encompassed the original Phillips curve, but as a special case, and wasexplain a

much more expansive set of phenomena, including stagflation (197¥ 470).

“YEor a comparison of Friedmand6s monetarist and th
stagflation, see Colander (1982).
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Not al | economists accepted Friedmanos
demand pull, some scholars began to think
a Osupply shockd phenomendan )s. O0plwbatbastd g $t i o |
Three sources were pinpointed: labour unions contributed to inflation through excessive
wage demands; oligopolistic corporations contributed to inflation through high egsni
margins; and foreign governments/cartels contributed to inflation by limiting the flow of
raw materialsi particularly oilfi in an effort to increase prices. The three causes were
not always mutually exclusive. Some economists viewed the power of uracies to
inflate wages and the power of oligopolistic firms to inflate earnings margins as playing a
multi-causal role in the stagflation of the 1970s and early 1980s.

The point here is not to review all the competing explanations or to assess the
qudlity of the evidence. Such a feat is well beyond the confines of this study. Instead, we
will hone in on a few key ideas and explore their validity in Canada. Keynesian and
monetarist explanations for inflation tended to dominate academic economics ih Nort
America and elsewhere. However, other schools of thought generated useful ideas that

may be put to work in the Canadian context to help unpack aspects of postwar inflation.

9.2 Social Conflict, Inflation, Redistribution
Outside the Keynesian and monetaristainstream, scholars working from divers

schools including institutionalism, Marxism and Post Keynesianism began to look at the

15See Peterson (1980; 1982) for a wage push explanation. Sherman (1977; 1983) and Keg5)1fa82;

into the o6profit p -uasidalexplaratiore @hcompyassingFboth wage demwahds iand
earnings margins, see Eichner (1976) and Dalton an
Blinder and Rudd (2008). Lutz (1981) aBidas (1982) explain stagflation from an institutional perspective

that focuses on the role of power.
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inflation of the 1960s, 1970s and 19B0khe staflation fi as a conflictual process. The
explanatory frameworks differed in @, but what is common to them is the insertion
of power into the causal picture.

Working under the influence of Gardiner
Divided argument, Bl air (196 4; 1974), Ei c
viewed postwar stagflation as a consequence of the increased market power amongst
oligopolistic firms*® These writers argued that postwar inflatiorstafjation) was a
Oprofidt pushod or o6full costd® phenomenon, r
raisepr ces in the context of recession. Bl air
any given line of business sets a market price that encompasses unit costs (at a standard
vol ume) plus a wunit Otarget pr ofconpetingat eo.
firms follow suit!’If, in the context of downturn, these firms face an increase in costs
and/or wage rigidity, then they may engage in an inflationary incddlkeir markup in
order to hit their profit target, hencgtadjation (1964: 80).

Snce larger firms have a higher rate of profit, as Sherman (1983: 201) argued, it is
the monopoly sector that is generative of inflation, even in the context of dowtturn.

Eichner neatly summarized the spirit of this theoretical viewpoint:

®The clustering of these three scholars into the sa&
theoretical/paradigmatic differences betwetbiem.

Over the course of the past century, researchers began to ask business executives how they set prices.

This group included Hall and Hitch (1939), Lanzilotti (1958) and, more recently, Blinder, Canetti, Lebow

and Rudd (1998). Pricing to achieve egé& returnii  with costs and profit goals built into the market

price i on the basis of standard volume was one of the most common answers provided, inducing some
(Downward and Lee (2001: 466)), to cl aiingmthgotyat t hi s
Sherman stressed that there is no evidence to support the notion that the wage demands advanced by
labour unions are inflationary ((1977: 273) and (1983: 191)). This claim will be challenged in what follows.
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Inflationresuls not from any O0excess®6 of aggregate
power f ul groups in society to maintain thei.
the conflict are generally the less organized groups in society (1976: 271).

By Ooplowgrdéwupsd Eichner primarily meant the

though he included labour unions in the casual picture as well. Eichner stressed that, by
6ol igopol yod, h e di d not me an t he 60f ewnes
interdependence to which the fewness of the s
implied a behavioural shift in which the action taken by a single firm could be expected
to engender a response from competitors. T
source of autonomous inflationary pressure
Kotz (1982; 1985) argued similarly, claiming that the combination of monopoly
power and class conflict is generative of
innovation was to shift the explanatory emphasis away from the tension between firms
and the classless category of O6consumer s?o
consequence of the conflict between two factions of capital: monopolistic capial a
competitive capital. Inflation in the midst of losigrm stagnation is initiated when
monopoly capital tries to increase its profit raleThi s tri ggers a o0t hr
between the two segments of capital and the working cfasa battle which mariests
itself as inflation (1982: 11).
Bearing strong similarity to the Post K

power & approaches is the 6conflict theoryo

the product of the excessive claims madedifjerent income groups over national

¥Devine (2000: 399) argued thewe postwar American stagflation was the product of low profitability.
Capitalists, he said, o6punish societyd6 for | ow prof
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income (Rosenberg and Weisskopf 1981: 42). The wage bargain secured by workers and
the pricing policy of business athe potential, so Rowthorn argued (1977:-2)&o
exceed what is available for each group frortional income. The excess of income
claims over available income produces inflation, which Rowthorn asserted would always
transfer oreal i ncome from workers t o c
redistribution was always at the expense of workers7/{t®21%5). In this perspective,
class conflict over national income fuels inflationary spirals. Burdekin and Burkett (1996:
24) tell us that the O6winnersd from infl at
economic and political power d.

By rejecting the real/nominal dualism, and by claiming that prices do not change
at a uniform rate, N&B view inflation as t
struggl ed fought bet ween different groups
that those who raise their price faster than others simultaneously redistribute income in
their favour, thus cf€ati MNg&BO widrn mer skde ya ntdc
power & (20009: 376) . Il n their researtch on
inflation tended to redistribute income from workers to capitalists and from small to
large firms. They are careful to qualify their claims, however, arguing that there is no
Opreset patternd between infl atrioccre sasmd irne d
its consequences depend on the Orelative p
| abour groups?©o. They argue that i f the rel

too can the distributional outcomes (2009: 375).

2 Kirshner (1998) agrees that inflation is inherently distributional, creating winnas lasers, and so
must be understood as a political phenomenon.
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More broady, N&B argue that it is highly significant that sustained inflation only
appeared for the first time in the early part of the twentieth century, making its
appearance concurrent with the emergence of dominant capital as the crucial institution
of contempoary capitalism. And because differential accumulation requires a moderate
degree of stagnation (following Veblen, th
century tended to appear with stagnation and crisis, hence their emphastagation.

I nflation is similar to stagnation in that
but high levels can undermine it. If rapid or sluggish growth and if excessive inflation or
outright deflation are hazardous to differential accumulation, thénseemsthat,
according to N&BOds reasoning, fi anedergte o wt h
stagflationfi would be ideal for dominant capital. We will explore this inference in

what follows.

Rather than attributing causality to the earnings margingaode firms, some put
the emphasis on worker wage -1deM@gndswa gWe ic
mar kup® theory proclaimed that infl ation i
productivity. The pricemaking equation, Weintraub continues, includésth labour
costs and the markup. Weintraub argues that the latter is more stable than the former, so
for us to explain the dramatic change in the level of inflation in the 1960s and 1970s, it
must be viewed as a wage push phenomenon. And because tlué Wagyes and salaries
are what determine societal purchasing power, there is no effective difference between
6demand pull d and O6éwage pushd inflation be

average income of the workforce (19889: 62). Weintrauldid not explore the role
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unions play in enabling worker wages demands, but Peterson (1982: 982) would have us

believe that insofar as wages rise above productivity, power is what explains the gap.

6 Power 6 for Peterson ( 19aBditis der®&é&d)from etherd ¢ o n't

organizations like labour unions (or corporations) or through the pressure put on

government al bodies to shape policies to o
The writers surveyed here often speak of

but what does this mean? What are the sources of this type of power and, importantly,

how are these forms of power limited?

9.3 Power and Prices, |
In terms of business power, some of the writers surveyed link market power with firm

size, such that larger firmmhave greater power and vice versa. However, it is not size

alone that i s determinative of power. Me an
he did not mean Oomonopoly power 0. As f ar
o0naturall ycofmpoemi acbinvebet ween a few | arge

reflected in their pricing discretion. Blair (1974: 468) argued similarly, claiming that

mar ket power resides in firms that have 0s
Kotz (1982: 6)poke of Omonopoly power 0, clai ming
between monopoly power, on the one hand, and collusive pricing and entry barriers, on

the other. N&B, following Veblen, root accumulatién and therefore priced in the
0righttudedexthers from accessing the indu

ability to exact terms for not exercising
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If firms possess these types of power, then what determines the actual level of the
markup, i.e., what are thenlits to this form of power? According to Sherman, the
restraints faced by firms on the size of the markup are tfulele first, the ability of
consumers in the face of a price increase to switch to a substitute product market;
second, the threat posed Ipptential entrants responding to higher earnings margins;
and third, the likelihood that governments will intervene to reduce price gouging (1983:
198200). The combination of these three factors puts a ceiling on how high the markup
can be pushed. We magd that an increase in the markup may lead organized labour to
push for higher wages, thus constraining the overall proportion of firm revenue that ends
up as profit. We will explore this latter possibility in Chapter 10.

Labour unions, too, possessvger. The collective ability of workers to refuse to
work without a satisfactory contract imposes a penalty on employers who fail to meet
worker demands around compensation, benefits and working conditions. The main
institutional 0 w wakpstoppage or fstrikéi asbnoething wihish ist h e
bound up with the organizational capacity of labour unions. Limits on the power of trade
unions are too numerous to list, but they include things like plant closure and state
intervention in industrial disputesn the side of employers, for example.

Perhaps the most important limitation on the institutional power of trade unions
is unemployment. As alluded to earlier in this dissertation, Veblen argued that
unemployment is derived from private ownership of irntdas equipment. The ability of
employers to oOowithhold any part of the ne

position to impose terms and exact obedi e
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6natur al right of i nv erepriatoesthe @bility ta estribtéhe t e r me
industrial activities of the community (1923:-66). As argued in Chapter 7, a moderate
degree of unemployment (stagnation) may be
tempers worker demands, thus creatingnare favourable distribution for business.

In Chapter 6, we explored the linkages between concentration and the markup
and found that larger firms have a higher markup than smaller firms. We also found a
positive relationship between firm size and theent of the markup. So for Canada,
business power appears to be bound up with size. The power of labour unions can also
be measured (and will be measured in what follows). A useful proxy for the institutional
power of organized labour is union density, asered either as the extent of union
coverage or union membership.

While heterodox thinking on stagflation is interesting in its own right, the
purpose of reviewing it is to help us frame the appropriate questions for this study. Once
we specify what wemean by ©6conflictd, can inflatio
conflictual process? Does inflation have systematically distributive consequences? Are
there distributive winners and losers from Canadian inflation? And what impact has
inflation had on the sticture and performance of dominant capital in Canada?

Given these questions, our task is tfadd: if we are to understand inflation we

must understand prices. So what determines the price of a commodity? And if prices are
bound up with power, then doedis imply that inflation has a power aspect to it? We
begin our excursion into prices and inflation by asking a fundamental question: what

determines the price of labour? This too is a price, and a very important one at that. Is the
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price of labour shapedy 6 mar ket f orcesé&, as is so oft

addressed in the following section.

9.4 Power and Prices, II: What Determines the Price of Labour?
Neoclassical economics treats labour power like other commodities insofar as the level of
remuwneration (and employment) is thought to be shaped by the demand for, and supply
of, labour. In this system of reasoning, workers receive as income the value of what they
produce. This means that the level of compensation will be the market value of the
difference in output attributable to the last unit of input added to the production
process. How do unions fit into this picture, according to neoclassical orthodoxy? First,
it is presumed that wandijoursst iinrgtde rnfaerdkesetaniliyh
wages of workers to Oarbitrarilyd high | ev
us believe that if unionized labour manages to raise its wage rate, it does so at the
expense of nomnionized labour. In other words, unions can only redisitdbincome
within a given national wage bill. They are unable to increase the national wage bill as
such? If this set of assumptions and assertions were true, there would be no reason to
suppose that the average wage rate in Canada bears any relatitn#iepinstitutional
strength of organized labour.

The historical facts suggest otherwise, however. Figure 9.1 and 9.2 contrast the
institutional strength of organized labour and the hourly wage rate from 1910 through

2012. Figure 9.1 captures inflat@musted average hourly earnings, indexed to 100 in

#LSee Samuelson and Nordhaus (2010: 321), for example.
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1910. The other series captures union defisity proxy for the institutional strength of
organized laboufi and is measured as total private and public sector union coverage as
a percent of the workforcdhe two series are tightly and positively correlated over the

past century (a Pearson correlation of 0.85).

Figure 9.1 Figure 9.2
Union Density and Hourly Earnings, 1910-2012 Density and Hourly Farnings: Secular Change, 1920-2012
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Note: union density was estimated between 1911 and 1920 by taking total union membership as a percent of the Canadian
population, with propemebasing. Union density is defined as the percentage of thagrizultural paid workforce covered

by a union. Average hourly earnings index is adjusted for inflation using the consumer priceSodese:average hourly

earnings from Historical Statiss of Canada, Series E198 (41948) and IMF through Global Insight (192012); consumer

price index and Canadian population from Global Financial Data; union density from Historical Statistics of Canada, Series
E176 (1921975) and Cansim Tables 2126 (1976.995) and 282078 (1992012).

Union density increased from 8 percent in 1911 to 20 percent in 1920. A deep
recession in the early 1920s reduced union membership from 374,000 to 865 BID
percent decline. Unionization increased modestlythe interwar years, rising from 12
percent in 1924 to 16 percent in 1940. In the generation between 1910 and 1940, inflation
adjusted hourly earnings increased by roughly 40 percent. Things began to change more
rapidly after 1940 when federal legislaticatified and supported collective bargaining
and the right of workers to form unions. By 1944, with the Cooperative Commonwealth
Federationds popularity surging, t he MacKk:eé

10030), someti mesna eGerrtrae df dro laasb o ured ,0 Mahga |
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Act of 1936 in the United States. After the war, with workers agitating to cement gains
made during the war, Justice Ivan Rand made a landmark decision (commonly referred to
as the ORand focrmaeda®lagehcygh sboppdédrmad Cadu
aspects of labour relations in Canada. Between 1940 and 1946, a framework was created
for establishing the right to union security. The result was a surge in unionization, rising
from 16 percent in 1940 ttistoric high of 37 percent in 1975.

How were these changes registered on the remuneration side of things? Between
the Second World War and the late 1970s, average inflatiprsted hourly earnings
tripled This period roughly corresponds with the growah the middle class in Canada
and accompanying creation of a shared prosperity. However, union density declined after
1975, reaching a fraecade low of 32 percent in 2012. Hourly earnings stagnated after
1977, rising a meager 3 percent in inflatidjusted terms.

To recap: in the third of a century between 1910 and 1940, hourly earnings grew
by 40 percent; in the third of a century between 1940 and the late 1970s, hourly earnings
grew by 200 percent; and in the third of a century since the late 18Xd%y earnings
grew by three percent. These facts create a puzzle: why did the growth of hourly earnings
in Canada follow this pattern? A large part of the answer appears to be the changing
bargaining position of wage earners resulting from the growthraatlirity of unions.

Some might argue that the statistical relationship between the level union density
and the | evel average hourly earnings is ©0
determine if there is a statistical relationship betwdbe absolute difference in union

density and the rate of change of inflatadjusted average hourly earnings. If the
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correlation in Figure 9.1 is spurious the
between changes in each variable.

Figure 9.2 demairates that changes in the overall level of unionization are
statistically associated with the rate of change of hourly earnings. One series portrays the
rate of change of average inflatatjusted hourly earnings, smoothed as ayel)
moving average.yBplotting a 16year moving average, we eliminate the effects of the
business cycle and capture the O6secul ard t
in the overall level of unionization, also cyclicaltjjusted.

A correlation of 0.52 is sididant, given the analytical breadth and duration (nine
decades) of the two series. Figure 9.2 demonstrates that when union density increased,
average hourly earnings tended to grow faster. When union density grew less quickly (or
contracted), hourly earmigs grew at a slower rate (or shrank). Note the pattern. The
secular trend in hourly earnings growth was positive and rising between 1920 and 1975.
Unsurprisingly, this is also the period when unionization was expanding. Wage growth
slowed abruptly in thdate 1970s before plummeting in the 1980s and again in the 2000s.

In this latter period, the imprint of unions on the Canadian political economy was fading.

Figure 9.1 and 9.2 demonstrate that when the aggregate size of labour
organizations increased, thrate of growth of average compensation tended to increase.
These facts speak to tleeganizational capagitiabour institutions, but they are silent on
the extent ofworkplace actitiat the Canadian workforce engaged in. Power unfolds on

multiple lewels in contemporary capitalism. Arguably, the crucial power relationship is

those who control the levers of the state and those who must submit to lawful authority
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A the governors and the governed. However, power is built into the relationship
between ownes and workers as well. It may not be the same form of power, but insofar
as some people issue commands and other people are expected to obey, we can
meaningfully speak of power in the workplace.

The main OoOweapond that t hstopphge.drolabour ng c |
negotiations, the employer has numerous bargaining advantages, including outsourcing,
offshoring, lockouts, prdusiness governmental legislation, plant closure and, in some
historical epochs, resort to legal or extemal violence. & c hi e f Oweapon
employees have is their refusal to work. Work stoppages impose a cost on employers: by
halting production, revenues will eventually shrink and profits eventually dry up, thus
leveraging the position of employees in bargaining. A estitk an act of workplace
disobedience, but its ramifications can be felt outside the workplace insofar as it signals
to the broader society a challenge, however temporary, to the authority of employers.
Strikes are among the clearest manifestation of aggte between different income
groupsii namely proprietors (or their surrogate managers) and workers.

Workers strike for reasons other than wages, of course, but does the extent of
work stoppages help explain the average level of labour compensationadd?aFigure
9.3 and 9.4 contrast the extent of strike activity with average hourly earnings and with
the national wage bill. Figure 9.3 captures the inflatimadjusted rate of change of
average hourly earnings, plotted against the extent of strikeigtimeasured as days

lost as a percent of total work time. Thdjustedational wage bill in Figure 9.4 equals

total wages and salaridessthe wages and salaries paid to the top percentile of the
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population divided by GDP (all series in Figure 9.3 @rlare smoothed as thrgear

moving averages to ease the visual assessment). By removing the wages and salaries
portion of the top percentile income share from the national wage bill, we more closely
approximate the clasbased distribution of income. #d, because most people in the top
percentile income group are not in a union, but may be either owners or managers, we
will be able to determine if there is a relationship between labour disobedience and the

share of national income going to the workimgianiddle classes.

Figure 93 Figure 94
Labour Disobedience and Labour Remuneration, 1903-2012 Labour Disobedience and the National Wage Bill: 1920-2010
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Note: time loss during work stoppages in total work days was used to estimate the extent of strike activity between 1901 and
1918, with proper rebasing. A work stoppage could result from either a strike or a lockout. Adjusted matgmalil is

wages and salaries as a percent of @3fhe wages and salaries portion of the top percentile income sbauece:work
stoppages from Historical Statistics of Canada, Series E1941[A@8)1and E197 (1919/5) and Cansim Tables ZX@® and

2820018 (19782012); average hourly earnings from Historical Statistics of Canada, Series E1984@)98dd IMF through

Global Insight (1942012); wages and salaries portion of the top percentile income share from Saez and Veall (2007), Veall
(2010) and Veall (2012) with series updated to 2010 by Michael Veall; wages and salaries and GDP from Historical Statistics
of Canada, Series-E2 and Cansim Table 38016.

The extent of strike activity is closely associated with both the rate of groth
hourly earnings and with the share of national income going to labour. Over the past
eleven decades, there have been three major strike waves. The first wave began at the
beginning of the twentieth century and peaked in 1919, just after the First Wiald
Over the next decade, the extent of strike activity declined, but a second strike wave
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began in 1930 that peaked in 1946. Strike activity trended downward till 1960 when a
third wave began, which peaked in 1976. For the next third of a centurye sirtkvity
trended downward, and as of 2012, was at a postwar low.

The pattern of wage growth in Canada also goes through three waves. Note that
the strike waves and wage growth coincide with major crises: two World Wars, a Great
Depression and the energyisislinked wars in the Middle East. The rate of growth of
wages climbed: from 1 to 20 percent between 1915 and 1920; from 1 to 9 percent between
1939 and 1943; and from 3 to 16 percent between 1962 and 1975. It is not entirely clear
why domestic laboudevelopments appear to be linked with outbreaks of internationally
organized violence and/or crisis. In the case of the first two waves (corresponding with
the two World Wars), the relative position of labour may have been strengthened in the
shift from noderate or heavy stagnation to full capacity utilization and full employment.

In the context of crisis, workers may have felt emboldened to push for gains. The
experience of the 1960s and 1970s is different, of course. Unemployment did not drop to
historic lows; it rose to postwar highs.

The extent of strike activity is tightly correlated with the rate of growth of
average hourly earnings and the strength of the relationship increases over time. It
follows that if worker wage struggles increase the m@tgrowth of wages, this will be
transmitted through to the national wage bill. Figure 9.4 shows that as labour unions
expanded in scope and as workplace action intensified the share of national income going

to workers increased. The institutional declinélabour unions and the pacifying of the
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Canadian workforce seem to have played a role in the stagnant wage growth and
shrinking national wage bill after 1980.

I n terms of answering the question: 6 wh
p ower ? @encetsthorgly suggests that the institutional growth of labour unions in
tandem with workplace action shapes the average level of labour compensation in
Canada. Not e here that we have not i nvok
0technologgbionglabdlthe | ike. Although th
that shape labour remuneration in Canada, it is starting how much can be explained
without referencing the conventional explanatory variables.

If labour organizations and workplace & increase worker compensation, is

there a link between worker compensation and inflation?

95 I nflationbs Victors and Vanqui shed
We are now ready to explore questions around some of the causes of inflation, some of
the distributive consequences of inflaticand what impact inflation has had on the
Canadian corporate sector. Recall from section 9.2 that some scholars viewed worker
wage demands as a source of inflationary pressure (Weintraub 1978) while others argued
that the evidence for such an assertiomasrexistent (Sherman 1977). Are changes in
Canadian labour compensation associated with inflation? Figure 9.5 and 9.6 contrast
inflation with average hourly earnings and with strike activity. In Figure 9.5, the nominal

rate of change of average hourlgneays is plotted against the annual inflation rate from
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1902 to 2012. Figure 9.6 contrasts the extent strike activity with inflation from 1910 to

2012 (both series smoothed as thyear moving averages to ease the visual assessment).

Figure 9.5 Figure 9.6
Labour Remuneration and Inflation,1902-2012 . Labour Disobedience and Inflation: 1910-2012
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Note: time lossduring work stoppages in total work days was used to estimate the extent of strike activity between 1901 and
1918, with proper rebasing. A work stoppage could result from either a strike or a lo8aurce:work stoppages from
Historical Statistics of @nada, Series E194 (32008) and E197 (191%75) and Cansim Tables ZX and 280018 (1976

2012); average hourly earnings from Historical Statistics of Canada, Series E1984@981d IMF through Global Insight
(19492012); consumer price indenoifin Global Financial Data.

The statistical association between inflation, on the one hand, and hourly
compensation and strike activity, on the other, is visually unmistakable. Average worker
compensation maps onto the rate of inflation very tightlyP&arson correlation of 0.88
over the past century). Note that in the Keynesian era, inflation was relatively high
and/or rising. In the neoliberal &rinflation was relatively low and/or falling. Average
labour compensation followed a similar pattern.figs 9.3 and 9.5 together suggest that
the extent of strike activity by workers (helps) shape labour compensation and labour
compensation (helps) shape inflation. Figure 9.6 bypasses wages and directly contrasts
strike activity with inflation. In deep hisir i c a | perspective, wor K

di sobedienced6d) has an i nflationary aspect
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The evidence suggests that wage gains achieved by workers, which are a partial
consequence of the institutional growth of labour unions and the extent of wackpl
action, are inflationary. To restate an important caveat: the fact that Canadian inflation
mirrors that found in other developed societies suggests that a wholly domestic
explanation will be incomplete. However, the domestic manifestation of inflatiost
have some domestic aspects to it, so we are justified in exploring those aspects. The
caveat aside, the argument here is not that worker wage gains are inflationary when they
outstrip O6productivityd. As arguéeviyin n Cha
neoclassical economics is so doubtful and its measurement so elusive that there is little
basis for supposing that wa3des should o6mat
A common sense approach to wages and inflation would run as follows. When
the bargainig position of workers is improved, either as the result of a social crisis like a
World War (a situation in which society moves toward full employment) or when
labour unions utilize the strike weapon to increase the value of wage settlements, the
result isa higher proportion of firm revenue accruing to workers in the form of wiges.
The resultant increase in worker purchasing power is then transmitted through to a

higher overall price level. Note that inflation is measured using a consumer pricdiindex

2The concept of o6value addedd denotes the differenc
act. The concept implies # the difference in market price from one stage of production to the next

reflects productivity. However, it has never been adequately documented how to separate price increases
attributable to pure productivity from those due to market power. The Cangw@idapital controversy

made another shortcoming clear: conventional economic thinking has not solved the problem of attribution

i what factor/agent i s r easdpdoendsdi?b lles fiotr twhhea to wbnietr ooff
labour that produced porti on X8 of the product? This dil emma
income and assuming that it discloses proportional productive contributioan utterly untenable move

because of its circularity.

% For firms with the requisite market powethe wage demands of workers may be passed along to
consumers in the form of higher prices, with the markup held intact.
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precisely the measure we would expect wage gains to be most closely associated with
(meaning the strength of the relationship between wage gains and producer or base
commodity price inflation should be weaker or rexistent, which they are).

The relationsip between inflation and worker wage demands is more
complicated than the foregoing analysis suggests, however. N&B argue that, insofar as
the American experience goes, inflation has tended to redistribute income from labour to
capital. In support of theiargument they plot a ratio of corporate earnings per share to
average hourly earnings against the annual rate of wholesale price inflation (2009: 371,
Figure 16.2). Using their metric, it appears that postwar U.S. inflation tended to
redistribute income rom workers to capitalists. N&B stress that there is no -pe¢
pattern when it comes to the distributive effects of inflation, given that it is based on
power struggles between different groups. This caveat implies that we cannot assume
there to be a stdé crosscountry relationship between the occurrence of inflation and
the redistribution of income from between different classes of owners. What is needed,
then, is an investigation of the distributive effects of inflation on a-lbgsase basis.

Tothat end, Figure 9.7 and 9.8 outline part of the Canadian experience. Figure 9.7
contrasts inflation with the average earnings per share (EPS hereafter) of the top 60
firms. Figure 9.8 reproduadbeourforrdCanhadauN
meaured as a ratio of corporate EPS for the Toronto Stock Exchange to average hourly

earnings, plotted against the rate of inflation (measured in both figures using the
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producer price indexj?* At first glance, Figure 9.7 indicates that the EPS for the karges

firms is closely associated with producer price inflation, given the correlation of 0.69 over

six decades. The experience of the 1970s is exceptional, having registered two sharp

increases (and subsequent decreases) in the rate of change of the oeerédvpl. Even

though worker wage gains appear as if they have inflationary consequences in Canada,

the per unit earnings of the largest firms also appear to be inflationary (at higher and

lower levels of inflation).

Figure 9.7

Inflation and the EPS of Dominant Capital,1950-2012

30

10

DPercent
25

20
Average Pretax

15 | Earningsper Share
Largest 60 Firms, Right

s e
-ll ik}
H

-

Correlation Coefficient
5 | 1957-2012 - 0.69
1965-1985 = 0.78
-10° | 1970-1980 = 0.81
1957-1970, 1982-2012 - 0.18

15

$CAD

Annual Inflation Rate
Producer price index, Left

-

1940 1950 1960 1970 1980 1990 2000

2010

2020

60

50

40

30

20

10

20

Figure 9.8
Inflation and Capital-Labour Redistribution, 1956-2012

Index
Capital-Labour Redistribution
Ratio of corporate earnings per
share on the TSX to the
hourly wage rate, Lefi /7%
RN

Correlation Coefficient
1956-2010 - 0,24
1965-1985 = 0.50
1970-1980 = 0.77
1956-1970, 1982-2012 = 0.0

Annual Inflation Rate
Producer price index, Right

Percent

1950 1960 1970 1980 1990 2000 2010

2020

Note: aggregate earnings per share for the Toronto Stock Exchange and they were computed by dividing the price TSX

earnings ratio by the TSX composite price index. The top 60 firms are ranked annually by equity market capitalization.
Source:TSX Composite Price Index and TSX pricengays ratio from Cansim Table 1@6847; common shares outstanding,
closing share price and gross income for the top 60 firms from Compustat through WRDS; average hourly earnings from
Historical Statistics of Canada, Series E198 ¢1988) and the IMF tlough Global Insight (1942012); producer price

index from the IMF through Global Insight.

Perhaps this ambiguity is why N&B plot their capii@bour redistribution

metric i a differential measure which captures the per unit income of two different

#“According to the

u. S.

Bur eau
that measures the averagleange over time in selling prices received by domestic producers of goods and

of Labor

Stati

sti

CS:

services. PPIs measure price change from the perspective of the seller. This contrasts with other measures,
such as the Consumer Price Index (CPI), that measure price change¢hgurchaser's perspective. The
PPl universe consists of the output of all industries in the g@odducing sectorfi
manufacturing, agriculture, fishing, and foresfiryas well as natural gas, electricity, etc.

mining,
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clas®s of owners, namely the owners of corporate equities and the owners of labour
power. The positive (albeit weak) correlation in Figure 9.8 suggests that Canadian
inflation tends to redistribute income from labour to capital. When we compress the
time scalen Figure 9.8 to focus on the period many scholars associate with stagfiation
the mid1960s through the mii980sfi we find that the strength of the statistical
relationship increases. When we shrink the time scale further, focusing on thefil970s
the decade most closely associated with stagflafionthe strength of the association
between the two series increases. What is going on here?

It would be easy to draw misleading inferences from the facts in Figure 9.7 and
9.8. After all, the data seems to pag the notion that, over the longaul, inflation is
beneficial to capital. However, when we strip the relationship in Figure 9.7 and 9.8 of the
experience between 1970 and ¥D8the period most closely associated with stagflation
A it turns out that there isnostatistical relationship between inflation and capkal
favouring redistribution. The relationship between 1970 and 1981 is sufficiently strong to
make the correlation between the 1950s and 2012, a correlation which is virtually nil
outside the 1B0s, appear positive. Over the ldmgul and outside the experience of the 1970s
there is no statistical relationship between Canadian inflation eitilethe earnings per
share of the largest firmer the redistribution of income from labour to capital.
Something about the 1970s was unique about the relationship between Canadian
inflation and the differential power of capital.

So where does this leave us in terms of understanding the distributive aspects of

Canadian inflation? Figure 9.9 and 9.10 begiadd some clarity to the matter. In Figure
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9.9, the annual inflation rate is plotted against a metric which captures the distributive
struggle between labour and dominant capital, the latter computed as a ratio of average
hourly earnings to the averageE#ef the largest 60 firms. Note that we have inverted the
ratio here so that when the metric rises, labour is redistributing income from the top 60

firms and vice versa. It turns out that, over the lagl, inflation is systematically

redistributivein fivour of labour

' Fgmedd Figure 9.10
Inflation and Labour-Dominant Capital Redistribution, 1950-2012 ‘Class Struggle'and the Redistribution of Income, 1920-2010
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IMF through Global Insight (1942012); consumer price index from the IMF through Global Insight; work stoppages from
Historical Statstics of Canada, Series E197 (19¥%) and Cansim Tables Z¥X@ and 280018 (1972012);ParetoLorenz
coefficient from Saez and Veall (2007), Veall (2010) and Veall (2012), retrieved Hitpnftopincomes.g
mond.parisschoolofeconomics.eu/

Note: the strength of the correlation in Figure 9.9 is more than twice that of
Figure 9.8. The clarity comes when we examine the episode of the 1970s. Even though the
correlation coefficient in Kgure 9.9 is 0.57 from 1950 through 2012, the correlation is
negativeetween 1970 and 1980 (such that, when we subtract that period, the overall

correlation grows from 0.57 to 0.65). Outside the stagflationary 1970s, Canadian inflation
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tended to redistribte income from dominant capital to labour. During the 1970s,
inflation redistributed income from labour to capital and to dominant capital.

Some of the remaining ambiguity around the distributive consequences of
Canadian inflation can be reduced by loakiat the longerm consequences of inflation
on the distribution ofpersonahcome. If inflation redistributes income from labour to
capital, as the capital as power framework suggests, then we would expect the income
share of the rich to increase in tam with inflationary episodes. On the other hand, if
labour unionbacked, work stoppagkieled wage gains are the principal driver of
inflation A redistributing income from capital to laboui then we would expect
inflation to erode the top income share.

Figure 9.10 contrasts the extent of strike activity with the Pateigenz
coefficient. The latter captures the concentration of income among the rich (the higher
the coefficient, the lower the concentration). The two series map on very tightly to one
another. A correlation of 0.67 over nine decades is strong, indicating that workplace
struggle (which has a demonstratively inflationary aspect to it) contributed to the
redistribution of Canadian income from the upper to the lower income brackets. The two
selies rose together from 1920, peaked in the 1970s and declined thereafter, reaching a
postwar low in 2010. The term is used pejoratively, but insofar as strike action involves
workers revolting against ownersggltados dabe
outcome of this type of struggle appears to systematically redistribute Canadian income

towards labour.
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Let 6s add another | ayer of

additional differential measure which depicts the distributive sfgle between

domi nant

capital and capital as

compl exity

such.

Thei

net profit in sales and it is measured as a ratio of the Fortune 500 to the business sector.

When it rises, large firms are redistributing income fromaBirfirms and vice versa. In

the U.S., this ratio maps on tightly to postwar wholesale price inflation (2009: 373,

Figure 16.3). Figure 9.11 portrays the experience for Canada. Consumer price inflation is

contrasted with the differential markup, the latteneasured as a ratio of the gross

markup of the top 60 firms to the corporate universe. Note: the differential markup is

plotted on an inv

erted scale.

Figure 9.11
Canadian Inflation and Differential De-Accumulation, 1960-2012
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0001 (1988998) and 180003 (199&011); total préax corporate profit from Cansim
Table 3880016; congmer price index from the IMF through Global Insight.

The facts suggest that when inflation was high and rigingrom the mid1960s
through the early 19805 small firms were redistributing income away from large firms.
The disinflationary period from # early 1980s onward was associated with the
redistribution of income from small to large firms. So Canadian inflation not only appears
to redistribute income from capital to labour; it also appears to redistribute income from
large to small firms, genenag differentialdeaccumulation.

Letds summari ze what we have | ear-ned in
fuelled worker wage gains (Figure 9.5 and 9.6) and the earnings per share of the largest
Canadianbased firms (Figure 9.7) are both inflateog. Shifting to differential terms,
and over the longpaul, labour groups are the distributive winners from inflation when
compared with capital and dominant capital, the latter two being distributive losers.
When we plot a differential measure comparithig Canadian corporate universe with
dominant capital, we find that inflation tends to redistribute income from large firms to
smaller firms (differential daccumulation, Figure 9.11). The stagflationary 1970s appear
to be the exception to this trend: that decade (using differential measures), capital and
dominant capital were distributive victors when compared with segments of labour. The
level of personal income inequality (as captured in the Pdmetenz coefficient)
reinforces these findings: ped® of high and rising inflation tended to lessen inequality
and periods of low and falling inflation tended to increase inequality.

The findings contained in Figures 9.5 through 9.11 synchronize with what was

discovered in earlier chapters about the @epment of large firms. Chapters 5 through 8
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documented the declining position of the largest Canathiased firms in the Keynesian
period (as registered in metrics as diverse as the corporate profit share of national
income, differential accumulation, grggate concentration, the profit markup and the
top income share, for instance). In contrast, the social position and relative performance
of the largest Canadiabased firms improved in the neoliberal era. If inflation was good
for dominant capital, thenwe would expect the inflationary Keynesian period to
improve, and the aninflationary neoliberal period to erode, the relative position and
performance of the largest corporate units in Canada. The opposite is true: Canadian
inflation tends to benefitdbour groups and smaller firms at the expense of large firms.
Given the foregoing analysis, it seems that large firms should prefer lower levels of

inflation. In what follows, we will see that this is not an entirely correct inference.

9.6 Power and Pricesll: Organized Violence and Inflation

In Chapter 5 we learned that the Toronto Stock Exchange isreypeesented by firms
operating in the base material, oil & gas and financial sectors (Table 5.2, p. 152). In 2011,
for instance, 24 percent of total etyjumarket value was accounted for by base material
firms, 25 percent by oil & gas firms and 28 percent by financial institutions. The analysis
thus far has focused on dominant capital in the aggregate. In what follows, we will pull
dominant capital aparto examine its energy and base material components. The purpose

is to determine what drives energy and base material price inflation and to sort out what

bearing such inflation has on the structure and performance of the corporate sector.

% This set of findings is contipated by the experience of the 1970s, which (using some metrics) registered
differential gains for capital and for dominant capital.
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Consider the exaples illustrated in Figure 9.12 and 9.13. Figure 9.12 contrasts the
profit share of 6 do mi nadjusted peice efroff Y ® o mi b & ntt h
energyo6 i s defined -bmased firnts@peratingiis thee gil ana fgas Ca n a
market that ae among the largest 60 firms ranked annually by equity capitaliz&tion.

The facts suggest that the profit position of the largest energy firms, treated as a bloc, is
closely tied to the relative price of oil. When the relative price of oil increasedlicsn

the 1970s and 2000s, the profit position of dominant energy relative to the corporate
universe tended to increase and vice versa.

Shifting from energy to base materials firms, Figure 9.13 contrasts differential
producer prices, computed as aioabf the Fisher producer price index to the consumer
price index (both for Canada), with the equity share of base materials fiirrtige latter
measured as the percent of total equity capitalization on the TSX accounted for by base
materials firms. Here a@n, a relative increase in producer prices is closely associated
with an increase in the relative value of base materials corporations and vice versa.

Figures 9.12 and 9.13, though hardly cotinteitive, illustrate that the relative
income position ad organizational value of the largest corporate units in Canada are
tightly bound up with the relative price of the commodities they sell. This suggests that

large firms prefeinflategrices for the commodities they sell. And because the Canadian

equity market is overepresented by energy and materials firms, we should expect base

% This figure is inspired from a similar figure found in Nitzan and Bichler (2004: 304, Figure 11).
"The TSX definesth 60i |l & gasé sector in a -indusyiesswh&gah i ncl u
drilling, oil & gas equipment and services, integrated oil & gas, oil & gas exploration and production, oil &

gas refining and marketing and oil & gas storage and tramaian.
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commodity and producer price inflation to be welcomed by many large firms insofar as it

serves to redistribute income and equity value in their favour.

. , F'igum 912 . } Figure 913
135 Oil Price Inflation and the Profit Share of Dominant Energy, 1950-2010 2% Producer Price Inflation and the Capitalization of Materials, 1972-2011
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Note: both the numbe and identity of the corporate units comprising Dominant Energy changed from year to year, but they

were always among the 60 largest firms ranked annually by equity market capitalization. The Materials sector includes firms

that control the discovery, delopment or processing of raw materials (mining and refining of metals, chemical products and

forestry products). Source:common shares outstanding, closing share price andagrerofit for Dominant Energy from

Compustat through WRDS; total preax corporate profit from Historical Statistics of Canada, Series F3 ¢1986) and

Cansim Table 380016 (1962011); the price of ail in inflatieadjusted U.S. dollars from BP Statistical Review of World

Energy http://www.bp.com/statisticalrevievy; equity value of materials firms and for the entire TSX from Thomson Reuters

Dat astream Professional,; Canadi an producer price index (O6Fish
the Canadian consuer price index from Global Financial Data.

A corollary question: what determines the relative price of a commodity like oil,
or a broad basket of commodities like base commodity prices or producer prices? Is it
60demandd and 0 s up polofteh stated? This is anm expahswe set o s |
guestions that cannot be answered with great precision in the context of this chapter.
However, the broad contours of commodity and producer price inflation will be probed.
Letds begi n wi tnbe thislcenmedityi ptays a pivotal solelin, fuelbng
global capitalism.

In The Global Political Economy ofN#&eael, and Bichler unpack some of the

commercial and political history of the global oil market since the 1960s, arguing that a
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cluster of lage, mainly Americarand Europea#ibased energy, armament, construction
and financial corporations established awidea ngi ng ©6al |l i ance-d with

9). All the parties stood to benefit from an increase in the price of oil, but this could only

bereali zed through ¢l ose €ePedperdatlilanr. Clohild
N&B term it, hel ped foster a O0stylised in
conflictsad. The ensuing outbreak of bener

increases in the price of oil and an associated increase in revenues and profits for the
interested patrties.

N&B supply evidence which indicates that, over the ldragil, the price of crude
oi |l i's not shaped by O6scarxtceyd,demand@noi
suppl yod. The relevant proxy for scarcity,
current production?® However, in the decades since the 1970s, the price of oil often
moved in the opposite direction as the scarcity metriazdamply, rising (in inflation
adjusted terms) when increases in proven reserves were outstripping current production
and falling when current production was outpacing proven reserves. According to Figure
9.12, the price of oil climbed 530 percent betwE®r3 and 1980. This is despite the fact
that, over the same period, proven reserves grew faster than current production (2002:
229).

N&B al so argue that the concept of 0exc

terribly helpful in explaining variations the price of oil. Conceptually, they tell us that

% N&B build their argument around the relationship between the price of oil and scdicithe latter
measured as a ratio of proven reserves to current production. Whether this way of measuring scarcity is the
most appropriate given that oil pricese often set on futures markets (where current production might

not be the most relevant variable) is not the main issue. This is one way of quantifying scarcity.
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6demand and supplyd relate to the desires
observable nor measurable. Even when a conventional ,dikcxyinventory, is utilized
(which is quantifiable), from aohgterm perspective the price of oil often moves
inversely to excesses or shortages in inventory. In the 1970s, as oil inventories were piling
up, the price of oil soared. In the 1980s, the reverse happened: oil inventories were being
depleted, which shdd have sent the price of oil higher, and yet it tumbled. Between
1980 and 1998, the price of oil declined nearly 80 percent in infiatjosted terms
despite the fact that inventory was decliniffg.

So how is the longerm price of oil to be explainedither scarcity nor OPEC
induced oil shortages can be blamed, N&B contend. Instead, they argue that the price of
oil depends on the abilitgft he maj or pl ayers to constrain

t he mar ket <can bear 0.ofthemaja ordarizations torsthge,thet h e

(@}

perceived scarcity®o associated wi t h br o:
6scarcityd dictating the price of oil, it
229). A variety of conditions, they minue, including the militarization of the Middle

East and associated outbreaks of organi ze
prices and anxious buyers to foot up the
Israeli War, the 1979 Iranian R¥ution, the onset of hostilities between Iran and Iraq in

1980s, etc., helped create a climate of crisis and shortage, which helped elevate oil prices

(2002: 232).

®The author followed N&B&s technique of omeomsuring
global consumption as a percent of their average. See N&B (2002: 230).
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Broad power processes, including internationally coordinated violence, have a
bearing onthe price of oil. The market for crude oil may be unique in this respect, but
there may be similarities between oil price formation and base andpseogssed
commodity price formation. Erten and Ocampo (2012) argue thatonion price O0s
cycl esdl otbraac kGD P, whi ch, they argue, me an
determinedd. They note that with oil, caus
to move inversely to global GDP. A commodity super cycle, Erten and Ocampo state, is
often defired as decaddeng, abovédrend variation in a broad range of base material
prices, sometimes lasting as long as 70 years over the entire life of the cycle.

Credit for the development of major analytical frameworks, they continue, often
goes to Nikolai K ndr ati ev and Joseph Schumpeter.
Kondratiev analyzed commodity prices over long waves, but deliberately excluded
6exogenousd factors | ike wars and revol uti
change® There may be somexplanatory utility to engaging in such an exercise, but
discarding organized violence and political transformation on account of it being
6external d to the 6economyd has the effect
Much that is interestingn the movement of prices is their relationship to social upheaval
and political transformation.

Whereas many assume th#te price of oil is differentfrom that of other
commodities insofar as it is not Oodemand

prices are similar to oil in that mechanized warfare tends to send them soaring. Consider

%0 Jacks (2013) studies commodity price super cycles from theeigtitleenth century onward from an
equally norpoliticized viewpoint.
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the two series contrasted in Figure 9.14. The first is differential commodity prices,
measured as a ratio of the Reuters Jeffries CRB commodities price index to @anada
consumer price index. The second is differential producer prices, measured as a ratio of
the producer price index to the consumer price index (for the United States). The grey
shading represents outbreaks of internationally organized violence, inclao@ngirst
and Second World War, major hostilities in the Middle East between 1973 and 1980 and
finally, the 9/11 terrorist attacks and ensuring AmeHeahinvasions of Afghanistan and
Irag.

According to Figure 9.14, over the past century major boorbase commodity
and producer prices were tied to broad social crises and outbreaks of globally
coordinated violence. Differential commodity prices shot up during the First World War
then fell precipitously thereafter, trended upward again from the e&3@4dltill 1946,
declined for a quarter of a century thereafter only to surge again in the 1970s. This was
followed by a two decadeng decline, only to sharply increase yet again between 2001
and 2007. Differential producer prices followed a similar pattEor both sets of prices,
internationally coordinated violence seems to be a precondition for inflation.

It has long been understood that warfare often has inflationary consequences.
Sherman (1983: 184), for example, argues that wartime inflatiorilysesguicablefrom
the standpoint of conventional economic theory (whereas {4846 inflation is not). In
the American experience, prices rose rapidly in all the conflicts between the
Revolutionary War and the First World War, but fell afterwards. Govwaents print or

borrow money, put people to work, procure base and ggotessed commodities to
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prosecute the war, etc. This has the effect, so the reasoning goes, of temporarily inflating

ces. Thi s

pri

type

of i

nfl

at iem However, whad is ma n d

misleading about the frameworks generated to explain base commodity inflation, like

that of Kondratiev, is the exclusion of warfare from the explanatory picture.

Figure 914
Organized Violence and Inflation, 1913-2012
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Figure 9.15
Inflation and the Performance of Canadian Equities, 1920-2011
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the longhaul base commodity and producer prices are linked with internationally

synchronized violence. In other words, the application of political power is strongly

related to price formation across a broad cresstion of commodities.

Given thesedcts, it would be odd for an economist to try to study the pattern of

commodity and producer prices while ignoring the social crises and outbreaks of state
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violence that appear to condition them. Likewise, couching commodity and producer

price inflationint he | anguage of Omarket forcesad, as
from power processes like global warfare, also seems misplaced. Given that inflation has
redistributive consequences, it is deeply significant that commodity and producer price
inflation are both linked with globallhcoordinated violence insofar as it implies that the
application of state violence and political power transfers income and wealth between
different groups (a fact which is largely ignored by conventional economic thinking

Letds review a few pertinent facts bef
Canadads equi-tegresantad by energyiasd base materials firms. Second,
an increase in the price level has been shown to have systematically redistributive
consequences between different income groups. Third, and at a disaggregate level,
relative increases in base commodity and producer prices has redistributive
consequences on the profit and equity position of factions within dominant capital (e.g.
energy andase materials firms). Fourth, and over the kemgn, base commodity and
producer prices appear to be positively correlated with warfasdled social crises.
Given all this, what are the consequences of internationally organized violence on the
relativeperformance of the Canadian equity market?

Figure 9.15 contrasts differential commodity prices and the differential
performance of the Canadian equity marRetthe latter measured as a ratio of the TSX
300 Composite total returns index to the S&P 50@ataeturns index. The two series are
tightly intertwined from the 1930s onward. When relative commodity prices increased,

as they did during the Second World War, during the wars in the Middle East in the
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1970s and during the Americked invasion of Afginistan and Iraq after 2001, the
Canadian equity market outperformed global benchmarks like the S&P 500. Outbreaks
of global peace, by contrast, are associated with the underperformance of Canadian
equities. Power processes on a global scale appear te gt@pelative performance of
large Canadian corporations. These facts also imply that commodity and producer price
inflation, like consumer price inflation, has systematically redistributive consequences on
the relative value of national equity markets.

The foregoing discussion is not meant to imply that dominant Canadian
proprietors helped instigate global conflict. It can safely be assumed that these processes
unf ol d independently of t he motivation a
However, tke picture presented here casts a rather different light on matters such as

price formation, business performance and distribution. Instead of speaking of prices

being the result of ©6demand and supplybo, a
andthedi stri bution of income as being deter mi
deep history of Canadaods political econom

commodity and producer prices. The consequences of this type of inflation have a direct
bearnhg on the profitability and equity value of large Canadian corporations. Power
processes on a global scale, including internationally coordinated violence, shape
Canadian business performance.

Some questions foll ow. | f ssaciatedavithabdse e q u i
commodity prices, and if the latter is shaped by global warfare, what does this mean for

income inequality in Canada? More specifically, if consumer price inflation redistributes
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income from capital to labour, does commodity and prodpciee inflation elevate the

relative income position of the Canadian Establishment?

9.7 Summary

Vebl en argued that ©6a differential advant a

carries a more than equal disadvantage to some other class or pestimeorommunity

at |l arged (1908b: 361). From the standpoin

in the context of distributive struggl e,
carries near axiomatic weight. For one organization augrto improve its relative
position, others must be made relatively worse off. The question arises: is there a
systematic pattern at play such that we can meaningfully speak about inflation making
some groups better off and, by implication, others wof§2 lo Canada, such a pattern
exists. Let us try to summarize it.

Canadian inflation tends to appear amidst social conflict. Over thehanfand
in the aggregate, the annual inflation rate tends to accelerate with global whrédiles
social criseslnflationary episodes in Canada also tend to appear with social conflict of
another kind, namely worker revolts against business owners. Long waves of labour
disobedience appear to produce two outcomes: higher wages and a higher rate of
inflation. The insitutional growth of labour organizations in tandem with the extent of
workplace action shapes the average rate of Canadian labour compensation. The latter, in
turn, plays a key role in shaping the overall price level. The evidence strongly suggests

that labour disobedience and worker wage gains are inflationary. When we shift from
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absolute to differential terms, we find that Canadian inflation tends to redistribute
income from large to small firms, from large firms to labour groups and from capital to
labou. The 1970s may be an exception to this trend. In that decade;)i(gtatjon
tended to redistribute income from labour to capital and to dominant capital.

Base commodity and producer price inflation tends to increase with outbreaks of
internationallyorganized violence. This type of inflation has systematically redistributive
consequences within the corporate sector, redistributing profit and equity value to
energy and base materials firms. This type of inflation also tends to redistribute equity
value between national equity markets, such that the Canadian corporate universe
outperformed global benchmarks during episodes of regional or global warfare (and
tended to underperform during outbreaks of peace).

The evidence presented in this chapter strgrgiggests that: Canadian inflation
is nourished on social conflict; Canadian inflation systematically redistributes income
between different income groups; and lastly, Canadian inflation produces distributive
winners and losers. These findings have a remalb implications for understanding the
development of large Canadibased firms and for our understanding broad shifts in
Canadian public policy. The Canadian middle class was largely built between 1940 and
1980. This was a period of relatively high asihg inflation, driven partially by worker
wage struggles. This period also witnessed the relative decline of large firms (as
registered in the corporate profit share of national income, differential accumulation and

the profit markup, for example).
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Baginning in the late 1970s, the Canadian State and the Bank of Canada embraced
an anttinflationary monetary policy. If inflation is good for the working and middle
classes and for smaller firms, and if inflation is harmful to large firms and the top income
group, then one way of understanding the shift towards -aritationary monetary
policy is to view it as the use of state power (presumably on behalf of large firms and the
Canadian Establishment) to redistribute income from labour to capital, from gmall
large firms and from the lower to the upper echelons of the personal income hierarchy.
Far from neoliberalism implying the o&6with
instance, the broader meaning of neoliberalism is the utilization of state rptawe
restrain the wage demands of the working class and to the strengthen the social position
of dominant <capital. Under this interpreta
monetary policy®d 1is, I n  pesteioing) bsieess classr ki n g
promoting, state policies that have the effect of upwardly redistributing income.

Given the inflationary backdrop spelled out in this chapter, what are some of the
long-term drivers of income inequality in Canada? Does the developmenge®ffilans

help explain changes in the level of Canadian income inequality?
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CHAPTER 10

Some LongTerm Drivers of Inequality in Canada

Wherever there is great property, there is great inequality. For one very rich mar
must be at Idast hundred poor, and the affluence of the few supposes the indiger
the many.

- Adam Smith (1776)

In Chapter 8 we mapped the history of personal income inequality in Canada, discussed
its socioepolitical significance, reviewed how others havederstood the increasing
income inequality of recent years and explored what an alternative explanatory
framework might involve. Chapter 9 began to unpack the processes driving distribution
through an examination of inflation. The present chaptél contrast the evolution of
some of the major institutions in th@anadian political economy, notably large firms,
governmental organs and labour unions with a view to understanding what bearing these
changes have on the distribution of income and wealth. Thetehasks: are there
patterns and regularities which shape the relative gains made by different income
groups? If so, are these patterns reducible to shifts in the institutional and organizational
environment in Canada?

The core argument to be defendedthis chapter is that increasing corporate
power is associated with the redistribution of factor income from labour to capital and

from the lower to the upper echelons of the personal income hierarchy. Conversely, the
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institutional growth of labour unionss historically associated with the redistribution of
factor income from capital to labour and from the upper to the lower stratums of the
income hierarchy. The growth of the middle class in Canada unfoldeebys&lde
diminishing (or steady) corporate pa@v and increasing unionization. The -de
unionization of recent decades in tandem with the surge in the relative size of the largest
firms has meant the erosion of a shared prosperity and growing income inequality.

The argument will unfold over six secti®nThe first section will unpack the
relationship between unemployment and inequality by exploring the dramatic
redistribution of personal income during the Second World War. The second section
establishes points of contact between factor income and patsortome before
explaining how corporate power has shaped both types of income over the postwar
peri od. This sets the stage for the third
played by unions in distributive outcomes. The fourth section niapsorganizational
structure of the corporate sector with a view to understanding what role (if any) relative
firm size has played in shaping income inequality.

In the fifth section we increase the level of resolution by honing in on the top
income sharén Canada to discern if there are stable patters which govern distributive
gai ns among Canadads mo st affluent - inhab
representation in energy and base materials, the focus will be on the role of energy and
base materigbrice inflation. The sixth section redeploys some of the quantitative history
around amalgamation and stagflation to discern if {ergn trends in these two

processes have distributive consequences. The seventh section summarizes the findings
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and providessome closing remarks on the intersection of corporate power and

democratic citizenship.

1001 Unempl oyment and the O6Natur al Ri ght
A cautionary note is in order before proceeding to an explanation. Given that the
distribution of income is such eomplicated phenomenon and given that the historical

and socianstitutional environment in Canada has changed so dramatically since 1920
(when the data begin), we have no good reason to suppose that a single overarching
principle will be discovered thatagisfactorily explains inequality over the entire century.

At different points in time one or another politieatonomic factor may prove paramount
while at another time the explanatory emphasis mightduend elsewhere.

The first half of the twentieth agury was characterized by prolonged and severe
crises, namely two World Wars separated by a Great Depression. And while the income
inequality data stretch back to the end of the First World War, reliable disaggregate
equity data are unavailable until 19%thich means that we will have to look elsewhere
to empirically support our assertions about income inequality in the period prior to 1950.
Letds begin with the most dramatic episode
in Canada: why was personatome inequality more than halved between 1939 and 1945
and did the radical reduction in inequality have anything to do with the reorganization of
power?

Figure 10.1 documents the relationship between unemployment and personal

income inequality. On thdeft side of the chart, the thick black line captures the
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unemployment rate and the thin broken line captures the top 0.1 percent income share
from 1919 to 1950. The inset chart on the bottom right measures the absolute difference of
each series, smoothed five year moving averages. The inset chart on the top right plots
the unemployment rate (thick black line) against the absolute difference of the Gini
coefficient (thin broken line) from 1970 to 2012 (Gini coefficient data only begins in
1976). What ddhe facts tell us? During the three decades after the First World War,
income inequality was tightly and positively correlated with the unemployment'rate.

The rate of change of each series is also tightly correlated, as evidenced by the inset figure
on the bottom right. The period from 1939 to 1945 is especially significant because it
represents the greatest redistribution of Canadian income on historical record.

The statistical relationship between the top 0.1 percent income share and the
unemployment ree breaks down after 1950 for reasons that are not clear. However, it
seems plausible to assume that the growth of the welfare state through crown
corporations, government agencies, health care servicessquustdary institutions, etc.,
might have mitigeed the power of corporations to enforce unemployment insofar as a
| arge and growing portion of the workforce
Given the data between 1919 and 1950, it appears that sharp increases in unemployment
redistributed inmme upward while reductions in the unemployment rate redistribute

income downward.

LA correlation coefficient of 0.86he sane two series over the same time spam strongly correlated in
the United Kingdom(0.77) and weakly correlated in the United State28
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Figure 10.1

Unemployment and Inequality in Canada: 1919-1950, 1975-2012
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Source:top income share from Saez and Veall (2007), Veall (2010) and Veall (2012) with series updated to 2010 by

Michael Veall, retrieved online fronhttp://topincomes.gmond.parisschoolofeconomics.pwnemployment rate
from Global Financial Data (191950) and the OECD through Global Insight (320802); Gini coefficient (market
income) from Cansim dble 2020705.
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say he neoclassicists. This is inadequate. Something much more fundamental than a shift
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in O0market forcesd occurred in Canada betw
the Canadian political economy was altered.

Until 1939 employment irfdustry was firmly under the control of private
proprietors pusinessThe Second World War partially changed that. As Minister of
Munitions and Supply, C.D. Howe presided over the shift towards a centrally planned
political economy. Business considerations, alttongt totally eliminated, were greatly
diminished visavis industrial considerations. Capitalists lost some control over
(un)employment and pricing. The consequences for them were devastating, as evidenced
by a collapsein the top income share. In termd price formation, wage ceilings were
imposed, producer and consumer prices were frozen, exchange rates were controlled and
the rate of profitvas capped at five percenh terms of unemployment, restrictions were
lifted when Howe put Canada on a wame footing. Ottawa demanded that production
increase in everything from raw materials to manufactured goods to military hardware. If
Howe <coul dndt find a business to provide
corporation (Taylor 2009: 13j.

The consquences? Unemployment shrank from 12 percent in 1939 to under 2
percent in 1945. Gross domestic product grew by more than 15 percent annually, rising
from $5 billion in 1939 to $12 billion in 1945. Without exception, the 1940s represents the
most rapid gravth decade in Canadian history and the closest Canada ever came to full
employment. In the process of shifting control of production and prices from business to

government, the Canadian political economy moved towards full ¢ecimological
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potential. The capitalist power manifest in unemployment was severely curtailed and one
consequence appears to bedical reduction irthe top income share.

The relationship between unemployment and personal income inequality appears
to break down after 1950, but @garances can be deceivirithe inset chart in the top
right portion of Figure 10.1 shows a significant relationship between unemployment and
the absolute difference of income inequality, the latter measured using the Gini
coefficient. Sharp increases imemployment ifidustrial limitatipncorrespond with
increases in the absolute difference of income inequaliffefentigbecuniary ggifhe
reasons for this are not entirely clear. However, the fact that unemployment and
inequality are positively aesc i at ed serves t o N&tBrassertgph hen V
that capitalist power is manifest in the subjugation of industry to business and that the
exercise of this power has a bearing on the distribution of income.

If unemployment shapes the distributio o f per sonal i ncome p
deepen our analysis by exploring what role broad shifts in the institutional and

organizational structure of the political economy have on the distribution of income.

2 The correlationbetween the unemployment rate and the top 0.1 percent income share isefi@en
1950 and 2010

3 Kalecki (194B: 1461) hints at a relationship between unemployment and capitalist power. Full

empl oyment policies, he tell s ushesaekiwbuld ceasetoplaye e mbr e
i ts rol e as a di stchiep | I[bpogtiony ef the dosu worlld beanndde r mi ne d d .
Unempl oyment prevents workers from feeling confide

assertion is correct, then the weakened bargaining position of labour resulting from unemployment would
not orly hold the level of wages down, but would also serve to increase income inequality.
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10.2 Factor Income, Personal Income and Commodéd Power

The Canadian political economy was transformed during the early decades of the
postwar era just as income inequality began a three ddoadedecline. Why did
personal income inequality decline between 1945 and the late 1970s? Before addressing
this question, let us review a few conceptual matters. Instead of thinking of income
formation in atomistic and absolute terms, and instead of assuming that market income
reflects proportional productive contribution, let us suppose that the political ecgno

is partially a terrain of conflict between different soeiconomic groups and that the
distribution of income partly manifests soeistitutional power. Relative, not absolute,
income gains are what matter using this line of reasoning. The questengesnis there

a systematic relationship between personal income inequality and the distributive
struggle between capital and labour?

To answer this question let us survey the national accounts and extract three
metrics: corporate profit, wages and saarand GDP. Step one is to divide the first two
measures by the third to arrive at the share of national income going to capital in the
form of profit and the share of national income going to labour in the form of wages. The
national wage bill is alteredo reflect the clasbased distribution of income by
subtracting the wages and salaries portion of the top percentile income share (thus
making it an 6adjustedd national wage bill
second to arrive at a piote of the distributional struggle between capital and labour

over profits and wages. When this ratio rises, capital is redistributing income from
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labour and vice versa. This ratio is plotted in Figure 10.2 against the top percentile
income share from 19452010.

The reasons for adjusting the national wage bill in Canada are analytical. The
classical political economists of the eighteenth and nineteenth centuries utilized social
class as an important analytical tool. Indeed, analysis of the distribatitactor income
between wages, profits and rent/intere$t workers, capitalists and landlords/rentiers
i and the corresponding distribution of personal income makes little sense apart from
social class. Beginning in the late nineteenth century an eme@ent ocl assi ¢
economicsd emptied the political economy

popul ating the ©O6political economy 0, t he an

(@]}

6economy
The removal of class as an analytical categorgecat the expense of an
appreciation of the role of institutions in organizing exchange and shaping distribution
exchange. What was gained in the process, however, was ideologically appealing. By
failing to distinguish the mass of people who sell theiolatpower on the market from
the much smaller number of people who own the major businesses, neoclassical
economics shifted the discussion away from the apparent conflict between the income
groups over wages, profits and interest/rent to the much moraiyssihough partially
distorted, picture of a socially harmonious society in which the work of individuals is
rewarded in proportion to productive contr
which the individual owns, since it is unclear how mer@nership of physical

equipment or land is an industrially productive activity). This manoeuvre bypassed some
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difficult questions about how wealth is generated and what role policainomic
institutions play in shaping its distribution.

As Figure 10.2 rkas apparent, personal income inequality closely tracked the
distributive struggle between capital and labour over profits and wages. As workers
mad e di stributive gains t HL®80)u galrawing thet h e
distribution of income, capitaduffered distributional losses along with the top percentile
income group. This process went into reverse in the 1980s, with capital redistributing

income away from labour and the top percentile income share increasing.

Figure 10.2
Capital-Labour Redistribution and the Top Income Share, 1945-2010
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Note: the adjusted national wadeill is wages and salaries as a percent of GDP less the
wages and salaries portion of the top percentile income siBangrce:top percentile
income share (including the wages and salaries portion of the top percentile income
share) from Saez and VealD(Z), Veall (2010) and Veall (2012) with series updated to
2010 by Michael Veallhttp://topincomes.gmond.parisschoolofeconomics.gulGDP,
wages and salaries and corporate profit frorstétfical Statistics of Canada, Series1B1

and Cansim Table 380016; total government expenditure from Historical Statistics of
Canada, Series F16 (193&5); total government outlays (including Canada Pension Plan
and Quebec Pension Plan but excludiimgergovernmental transfers) from Fiscal
Reference Table 33 (198@10).
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Who is a part of the O0one percentaod, bey
large grouping that is bound to include many people who would not be considered
capitalists. This sgares with the observations made by Forin a2012), who examine
the composition of the top percentile based on the 2006 Canadian Census and find that
most people within it are neither executives nor financiers. A sizeable proportion of the
top percatile income group are health professionals, for example. We would also expect
to find accountants, lawyers, athletes and entertainers in this income bracket. Despite
these caveats, we are safe in presuming th
sector resides somewhere within the top percentile, though it is probably a very small
fraction that effectively controls the corporate sector.

The inset chart in Figure 10.2 documents the relationship between government
spending and the distribution of ¢tor income over the postwar era by presenting two
series: the thin broken line measures laboapital redistribution, tabulated as a ratio of
the adjusted national wage bill to the corporate profit share of GDP and the thick black
line is total governmdnspending as a percent of GDP (smoothed asyfiae moving
averages). The growth of government spending, which could be interpreted as a
democratization of the political economy, closely mirrors the redistribution of income
from capital to labour and @& versa.

Public sector pay scales tend to be more compressed than the privatefisesctor

higher floor and a lower ceiliny so as public sector activities form a larger proportion

* The correlationcoefficientover six and a half decades is 0.61. The correlation coefficient for the rate of
change of each serjedso smoothed as fiweear moving avagesis 0.46.
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of GDP, one consequence might be a reduction in income inequality. Tételretive

aspect of government spending in Canada is mirrored internationally. Examining 64
countries over a quarter century, Lee (2005) finds a strong interaction between
democracy and public sector development on the one hand, anecomirdry income
inequality on the other. Increasing public sector size in the context of democratic
political institutions, he hypothesizes, may serve to redistribute income insofar as
governmental agencies are more responsive to demands of lower classes and more
committed to equitable distributive outcomes.

Recall: Figure 6.6 establishes a link between aggregate concentration and market
power; Figure 6.7 shows that corporate concentration is fuelled, in part, by corporate
amalgamation; and Figure 10.2 uncovers the oelstiip between the top percentile
income share and the distributional struggle between capital and labour. What role does

corporate power play in shaping the distribution of factor income?

Kal ec ki argues that t he deguaeeforthe mono
di stribution of income between workers and
O6seminopol i sticd settings not only tend to

(1935) shows, but they tend to have deeper earnings marginskifaisits:

Thelongr un changes in the relative suntends of wa
in the degree of monopolyé The degree of mo
the long run and thus to depress the relative share of wagesanmreé [ al t hough]
tendency is much stronger in some periods than in others (1938: 65).

® In the context of nordemocratic political institutions, the growth of the public sector is positively
associated withincreasingnequality, Lee notes.
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For t he

purposes of this dissertat

i o

guestion: is it true that the degree of monopoly (measured using the markupgatime

largest firms) has a bearing on the relative share of wages, and in so doing, shapes the

distribution of income between workers and capitalists?
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Figure 10.3
Market Power and Capital-Labour Redistribution, 1940-2011
Percent Ratio
Gross Markup of the Top 60 Firms
Pre-tax profit as a percent of revenue
3-year moving average, Left
Capital-Labour Redistribution
Ratio of the pre-tax corporate profit share of
GDP to the adjusted national wage bill (total x
wages and salaries less the wages and salaries
portion of the top percentile income share)
3-year moving average, Right
Correlation Coefficient - 0.69
1940 1950 1960 1970 1980 1990 2000 2010 2020

and salaies portion of the top percentile income sh@eurce.wages and salaries portion

of the top percentile income share from Saez and Veall (2007), Veall (2010) and Veall
(2012) with series updated to 2010 by Michael Veall; Compustat through WRDS for
sharesoutstanding, closing share price, revenue andt@xencome; Canadian Financial
Markets Research Centre; Moody's Corporate Manuals through Mergent Webreports;
Report on Business Top 1000 Companies; GDP, wages and salaries and corporate profit

from Historical Statistics of Canada, SerieslBICansim Table 38D16.
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Figure 10.3 plots the markup of the top 60 firms against cdphalur

redistribution (smoothed as thregear moving averages to ease the visual assessment).
The two series are tightly intertimed over six decades. In the Keynesian era, the

distributive power of the largest firms, registered in their earnings margins, declined.
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This process went into reverse inthes@a | | ed O6free traded er a,
from the 1990s onward. If ¢hmarkup is measure of corporate power, and if the
distributive struggle between capital and labour shapes the distribution of personal
income, it is highly significant that the former moves in tandem with the latter, because it
suggests that corporate p@wshapes the distribution of income in Canada.

Letds | ook at this from a slightly dif
between capital and labour between the owners of corporate equities and the owners
of labour powerfi help explain the ledeand pattern of top income share? In other
words, if the top income group owns the corporate sector then does it follow that the
distributive struggle between this group and the workforce shapes the proportion of
income accruing to the former? One wayan$wering this question is to contrast the
price of corporate equities with the price of labour. Figure 10.4 juxtaposes the top 0.1
percent income share against a ratio of corporate equity prices to the price of wage
labour. The latter is measured as aaaff the inflationadjusted TSX 300 price index to
the inflationradjusted average hourly wage rate.

Over the longhaul it appears that relative prices of different income groups
closely resembles the clasased distribution of income. The price of cagte equities
relative to labour reached a historic high just prior to the Great Depression and again just
prior to the Second World War. This ratio reached a historic low in the late 1970s before
surging upward, touching a historic extreme again priothe 200809 financial crisis.

The share of national incomeigg to the top 0.1 percent followed a similar pattern.

Historic highs were reached just prior to the Second World War and the Great
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Recession of 20089. A historic low was reached in 197 the same year as the ratio of

equities to wages bottomed out.

Figure 10.4
Distributive Conflict between Owners and Workers and the Top Income Share, 1914-2010
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Source:top income share from Saez and Veall (2007), Veall (2010) and Veall (2012) with
series updated to 2010 by Michael Veall, retrieved online fhiipz//topincomes.g

mond.parisschoolofeconomics.gwgtock price index and consumer price index from

Global Financial Data; average hourly earnings from Historical Statistics of Canada, Series
E198 (1910948) and IMF through Glob#nsight (19492010).

If corporate power shapes the distributional struggle between capital and labour

(Figure 10.3), and if this struggle is manifested in the top income share (Figure 10.2), then

what are the institutions and processes that mitigatepooate power and lessen income

i nequality?

Mor e

specifically,

institutional strength of capital and dominant capital?

do

|l abour
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10.3 The Countervailing Power of Organized Labour
In his study on American capitaim, J.K. Galbraith (1952) utilizes the term
6countervailing powerd to denote an insti:
corporations is offset by the power of labour unions and governments. To use familiar
|l anguage, | abour dunoronébalcdncasd aag@c mesdk t |
corporations. During the 0g9go0-1980 taboargnad® of
distributive gains relative to capital and lower income groups made distributive relative
to the top income group. How cave account for this?

Unions represent workers at the bargaining table with employers and, because
they are able to negotiate as a collective unit, their bargaining position is enhanced
(hypothetically, if not actually) in relation to what it would be ifaeh individual
bargained in isolatioA.An enhanced bargaining position (often) enables unions to
increase their compensation and benefits to a greater extent than would otherwise occur.
Furthermore, by increasing the remuneration of organized workersnarserve to raise
the social expectations around the compensation of work in society more broadly. This
has spillover ( or -oriionized Wwdrkplaces @dWell (eehde ¢he t s |
increase iraverageourly earnings documented in Figure 9.1).

Recall from Chapter 9: neoclassical economics argues that that unionized labour
can only redistribute income within a given national wage bill, not raise it. Is this true?

Figure 10.5 contrasts union density and the adjusted national wage bill in Canada fr

®1n all likelihood, there would e anyoneon-one bargaining betweemany workersand their employer
in the absence of a unioMany loowage empl oyers (the McDonal doés, Ho m¢
imposea labour contacon their workers with little or no negotiation
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1921 to 2010. The level and pattern of union density was already described in Figure 9.1.
The adjusted national wage bill is the total wages and salaries divided by GDP less the
wages and salaries portion of the top percentile income $Hdre.two seies are tightly

and positively correlated over the past century. The surge in unionization from 1940 to a
historic high in 1975 corresponded with an increase in the adjusted national wage bill,
which peaked in 1977 (shortly after union density peaked).dE@ionization of recent
decades corresponds with a reduced national wage bill, which has fallen to a level not
seen since the 1940s.

Figure 10.2 tells us that the distributive struggle between workers and capitalists
over wages and profits has broashsequences for the top income share and personal
income inequality. Figure 9.1 and 10.5 indicate that the institutional strength of organized
labour shapes the level of earnings and the aggregate sum of labour income, which
implies that unions play a rola redistributing factor income from capital to labour. The
growth of labour unions also appesato downwardly redistribute personal income,
lessening the level of personal income inequality.

How are the facts portrayed in Figure 9.1 and 10.5 relaggowter? Both figures
crystallize the successes and failures of one of the largest social movements in Canadian

history: the labour movement. The process of unionization required -$a@ae

"The Saez and Veall tapcomeshare is comprised of diffeerategories of income: (1) wages and salaries,

(2) professional income, (3) business income, (4) dividends, (5) interest income, (6) investment income
and (7) capital incomérheadjustedational wages total wages and salaries divided by GB$the wages

and salaries portion of the top percentile income shahe latter only has data running from 1946 through
2010, so to estimate the period from 199285 | used the wages and salaries portion of the top percentile
income share in the United Statesagroxy (with rebasing). The wages and salaries portion of the top
percentile income share in Canada and the United States have a correlation coefficient of 0.74 between
1946 and 2010, which is sufficiently strong to accurately impute the wages anesspéation of the top
percentile income share in Canada.
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community activism and social mobilization. It was initially a moeat of ordinary
people rising against the power elite who
agedod, Canadians were witnesses to increasi
the ranks of the middl e cl asswentintorrevarsh.e 0 ne
Whereas surging unionization over the first three postwar decades appears to have
redistributed income downward, deunionization since the late 1970s has effectively

meant an upward redistribution of income.

Note: adjusted national wge bill is wages and salaries as a percent of GDP less the wages
and salaries portion of the top percentile income sHgwoarcewages and salaries portion

of the top percentile income share from Saez and Veall (2007), Veall (2010) and Veall
(2012) with series updated to 2010 by Michael Veafijon density from Historical
Statistics of Canada, Series E176 ¢1925%), Cansim Tables 20026 and 282078 (1976

1995) and (1992010), respectively; wages and salaries and GDP from Historical Statistics
of Canada, Series AB and Cansim Table 38016.

If Kalecki was correct in asserting that the degree of monopoly shapes the
national wage bill (Figure 10.3), then how do we account for the level and pattern of the
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