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Précis

A partir d’interrogations sur la motivation et le succés d’entrepreneurs,
’article examine la carriére de deux hommes d’affaires canadiens, William
Mackenzie et Herbert Holt. Les deux hommes, aprés avoir partagé certaines
entreprises au début de leur carriére, ont développé au cours des années des atti-
tudes et des stratégies complétement différentes. L’expansioniste Mackenzie et le
conservateur Holt avaient des attitudes divergentes quant a leurs relations avec
les gouvernements et leurs modes de financement. Ces différences aident a pro-
jeter un certain éclairage sur les relations entre les régions frontiéres et les centres
métropolitains.
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A Backwoodsman and an Engineer

in Canadian Business: An Examination of a
Divergence of Entrepreneurial Practices

in Canada at the Turn of the Century

In 1895 an unemployed railway contractor tried to interest several of his
friends in a modest western Canadian railway project. One of these friends
responded very enthusiastically; the other categorically refused to have anything
to do with the project.

There is, of course, nothing new or unusual in the fact that a business
proposition which appeals to one entrepreneur might fail to interest another. The
business historian must, however, try to understand and explain how and why
the businessmen he writes about make important decisions. This task is made
difficult by the fact that most business records, such as minute books, contracts,
stock registers, and official correspondence rarely include detailed and forth-
right explanations of the decisions made. Personal correspondence, evidence
given before inquiry commissions, and recollections and reminiscences of
businessmen, if they are available at all, are often so coloured by self-interest
that they are less than impeccable sources of information. The questions never-
theless remain. Why does a businessman become involved in one project and not
another? Why does one businessman favour one particular form of financing
while another chooses to raise money in a very different way? Why does one
entrepreneur agree to particular arrangements with governments while another
vehemently rejects such arrangements? What factors determine that one
employer experiences stormy and difficult relations with his employees while
another enjoys comparatively happy employer-employee relations?

This paper does not provide any general or conclusive answers to these ques-
tions. It merely examines a few aspects of the careers of two Canadian business-
men; these being William Mackenzie and Herbert Holt. The careers of these two
men ran along parallel lines for more than two decades; indeed the two were
partners in a series of railway contracting ventures for nearly a decade. In the
1890’s, however, the careers, business policies and practices of these two men
diverged sharply. Herbert Holt established himself in Montreal and adapted his
practices to that environment while William Mackenzie’s most important
business undertaking was a railway described as ‘‘the West’s Own Product to
meet the West’s own need.”’

This paper attempts to explain how, in several important respects, the
policies of Holt and Mackenzie diverged. 1t seeks to demonstrate that William
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Mackenzie, a product of the Ontario backwoods, remained essentially a frontier
entrepreneur with a recklessly expansionist backwoods developmental strategy.
Herbert Holt, a professional engineer and a product of Dublin’s Protestant
middle class, became a very cautious and rather unimaginative business
technocrat, guided above all by the philosophy of laisser-faire.

Brief Outline of the Careers of Herbert Holt and William Mackenzie

William Mackenzie was born in 1848 at Kirkfield, Ontario.! He saw and
participated in the construction of the first railways into that part of Ontario.
His early undertakings in a small lumber business and as a railway tie cutter and
sub-contractor were typical Ontario frontier undertakings. Mackenzie had a very
limited education and no financial resources when he began cutting railway ties
for the Credit Valley Railway, but he was ambitious, energetic, and able to com-
plete work he had undertaken to the satisfaction of the railway’s construction
engineers.

The construction of the Credit Valley Railway was supervised and con-
trolled by a small two-man engineering staff.? A young Scottish engineer named
James Ross was construction manager. He was assisted by Herbert Holt, a nine-
teen year old Irish immigrant who had just completed his studies at Trinity
College, Dublin. Holt was hired as a draftsman and general office boy, but when
difficulties with financiers and contractors led to a consolidation of all con-
tracting work on the railway in the hands of the railway’s technical staff his
responsibilities quickly increased. When the promoters of the Credit Valley
Railway became involved with another frontier railway, the Ontario and Quebec
Railway, Ross and Holt were given engineering responsibilities on that railway
as well. Construction of the Credit Valley and of the Ontario and Quebec
railways nevertheless proved disappointing since the railways depended heavily
on government assistance and that assistance was not always available as quickly
as the promoters and the construction engineers wished.

In 1883 the recently chartered Canadian Pacific Railway acquired the Credit
Valley and the Ontario and Quebec Railways.? When the Canadian Pacific
encountered financial and practical difficulties with its American contractors
and sub-contractors on the mainline between Winnipeg and the Pacific coast, the
two young engineers from the Credit Valley Railway were given general
responsibility for the completion of the C.P.R. mainline. James Ross and
Herbert Holt soon found construction contracts for several former Credit Valley
contractors, including William Mackenzie.

By all accounts Ross and Holt were effective, albeit often ruthless, construc-
tion managers. They certainly worked to General Manager Van Horne’s entire
satisfaction, but in 1885 they encountered difficulties in obtaining bids from
contractors for several particularly difficult sections in the mountains. They
found it mecessary to negotiate open ended contracts under which contractors
would be paid for any costs incurred and a fixed percentage above that which
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would be their profit. These contracts guaranteed an adequate financial return.
They entailed difficult work, but little or no risk whatever for someone
technically competent. Herbert Holt, who had helped negotiate the first of these
contracts, found them personally attractive and in 1885 he resigned his salaried
position as Superintendent of Construction to take up one of these difficult con-
tracts which offered large and entirely safe returns.*

After completion of the C.P.R. mainline James Ross and Herbert Holt
joined with contractors William Mackenzie and Donald Mann in a series of
railway construction contracts. One of these contracts ended in scandal, the
defeat of a provincial government, and serious financial losses for the contrac-
tors. Other contracts proved very lucrative. In the early 1890’s, however, rail-
way construction in Canada came to a virtual standstill and each of the above-
mentioned contractors looked elsewhere for work. James Ross and Herbert Holt
went to Montreal, Ross to become involved in coal and steel ventures and in the
construction and promotion of Montreal Street Railways; Holt in the promotion
and management of gas and electric companies and of the Royal Bank of
Canada, Mackenzie went to Toronto where, with assistance from Ross and
others, he reorganized and expanded that city’s tramway system. Mann went
abroad looking for railway construction projects in Chile and Hong Kong.

In 1895 Donald Mann again found railway work in western Canada. He in-
vited both Herbert Holt and William Mackenzie to join him in this new work,
but only Mackenzie responded positively. Mackenzie, like Mann, was convinced
that the future greatness of Canada and opportunity for entrepreneurial success
and profit lay in the opening up and development of the western prairie region.
Railways were the main instrument in that development. As a result William
Mackenzie became, in time, president of a western frontier railway which
expanded to become a transcontinental system but never really lost its frontier
mentality. Herbert Holt, in contrast, rose to positions of power and influence as
President of Montreal Light, Heat and Power Company and President of the
Royal Bank of Canada. In time the decisions made in William Mackenzie’s
private railway car or in the ramshackle offices on King Street in Toronto came
to differ greatly from those made in the executive offices of the Power Building
in Montreal.

Relations with Governmments

Herbert Holt and William Mackenzie were both supporters and members of
the Conservative Party of Canada. Their attitudes and dealings with govern-
ments, and particularly their response to government assistance to and regula-
tion of business, nevertheless diverged sharply.

Herbert Holt was unequivocal in his support of the principles of laisser-

faire, and in his opposition to any government involvement in the affairs of the
business community. In Montreal he found the economic, political and religious
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environment suited to his ideas. He personnified the so-called Cartier or Vic-
torian compromise between church, state and business in the Province of
Quebec. Each of these groups had their separate and fairly well defined interests
and spheres of influence, and it was generally agreed in Quebec that each should
interfere as little as possible in the affairs of the others.>

Economic development and diversification was generally considered a
desirable objective by all three groups in Quebec. These three groups also agreed
on the development strategy to be followed. The natural resources of the prov-
ince should be entrusted to private enterprise for development which would
create jobs for some of the French Canadians leaving the province in search of
work in the United States, and a strong resource and tax base to subsidize and
support impoverished rural communities. Certainly most Quebec politicians
accepted economic development and industrialization as desirable. The clergy,
while beset by occasional misgivings, also gave it their support.

The government and the church were not prepared, however, to become di-
rectly involved in the promotion and regulation of entrepreneurial activity in the
Province. In Quebec, according to one historian, ‘‘Politicians seemed to believe
that their duties to economic development were acquitted provided they satisfied
the whims of English and American big business and generously entrusted to
their benevolent care the rich resources of the Province.’’® Once the resources
were safely conveyed to the entrepreneurs the politicians preferred a hands-off
laisser-faire policy. They provided neither assistance nor regulation if entre-
preneurs were able to handle the situation.

This laisser-faire attitude was deeply rooted in French Canadian concepts of
politics and business. The two were quite simply regarded as incompatible. A
politician dependent on the votes of the people could not make the tough deci-
sions which were needed to bring a business venture to success. Prime Minister
Laurier, for example, was convinced that companies must have and exercise a
freedom and flexibility which governments did not and could not have. Govern-
ment ownership or careful regulation of business would only lead to disaster.’

This laisser-faire attitude was very popular in the executive offices of the
Power Building in Montreal. Herbert Holl was not impressed by the record of
government aid to businessmen, notably to western railway promoters. His
experiences with governments, government subsidies, land grants and contracts,
particularly in connection with his construction contract on the Hudson’s Bay
Railway, had not been happy. That contract had left him and Donald Mann with
virtually useless government bonds as their only compensation.® The direct
involvement of governments in the financing of projects such as the Calgary and
Edmonton Railway and the Qu’Appelle, Long Lake and Saskatchewan Railway
had been wasteful and inefficient.? On these projects the contractors, Holt in-
cluded, had earned very substantial returns, but they left Holt with nothing but
disdain for the business acumen of most politicians. Even that most sacred idol
of Canadian businessmen, the protective tariff, occasionally drew Holt’s wrath,

162



A BACKWOODSMAN AND AN ENGINEER . . .

particularly when it sheltered a less efficient competitor whose business Holt
wished to absorb into his entrepreneurial empire. He certainly feared govern-
ment meddling and interference in business far more than he feared American
and international competition. Once the natural resources of the province were
safely in his control Holt asked no aid, and certainly wanted no government
planning or regulation in developing and exploiting those resources. He thought
the government had no business telling him what prices he should charge, to
whom he should offer preferential power or interest rates, and that the church
had no business telling him what constituted fair business practice or adequate
wages and working conditions. These were business decisions governed only by
the dictates of profit and loss. Leases and taxes paid by the resource industries
provided great economic benefits and helped to subsidize the regrettably
backward agricultural communities in which most French Canadians still lived.
This alone was sufficient justification for the admittedly generous water, timber
and resource leases and concessions. Profits, and hence taxes, leases and
royalties, could only be sustained and maximized if businessmen were left alone
to pursue their interests as they saw fit.

William Mackenzie’s attitude was different.'® He agreed that governments
should grant businessmen resource leases and concessions and allow
businessmen to develop those resources. He too had nothing but disdain for the
business acumen of politicians, but he was convinced that many worthy develop-
ment projects would not be undertaken as quickly as possible if governments
simply granted charters and resource leases. On the frontier development capital
was very scarce. There were no significant local sources of capital and private
investors had grown wary of adventures in the new and unproven regions of
Canada after decades of depression and lost investments. It was therefore
necessary for governments to provide assistance and encouragement for worthy
ventures if the frontier regions of Canada were to be opened up and developed.
Montreal entrepreneurs had access to local sources of capital and the securities
of strong business establishments could be sold internationally, but these condi-
tions did not apply in western Canada.

William Mackenzie, unlike some of his contemporaries, recognized that
additional government assistance would only be available if the assisted enter-
prises agreed to submit to some measure of government regulation and control.
Governments, except in Quebec, simply could not escape some measure of
responsibility for the behaviour of businessmen receiving government aid. The
rates or prices charged by government assisted companies for essential commodi-
ties and services were particularly important. Mackenzie needed and took
government aid; in return he was prepared to yield to government some
regulatory control. Government regulation covering specifically the freight rates
to be charged on his Canadian Northern Railway'! and the power rates to be
charged by his Electrical Development Company'?in Toronto were acceptable to
Mackenzie, provided there were safeguards which prevented governments from
forcing his companies into unprofitable operations.
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The device of government bond guarantees seemed to combine, in a satis-
factory manner, government assistance and government regulation with
reasonable safeguards. Businessmen, whether they favoured government
guarantees or not, were generally agreed that such guarantees greatly expedited
the sale of securities issued by frontier development companies, allowing com-
panies like the Canadian Northern Railway to undertake projects which that
company and its promoters could not have undertaken strictly on their own
credit. The guarantees also seemed to offer protection against unreasonable gov-
ernment demands and regulations which might force the assisted companies into
unprofitable operations. If the assisted companies failed to earn at least
moderate profits governments which had provided the guarantees would be re-
quired to pay interest and principle on the guaranteed bonds. It was thought that
no government would wish to do this and that, in case of real need, such govern-
ments would permit price or rate increases sufficient to ensure reasonable
profits.

Herbert Holt and a number of other Canadian businessmen were not con-
vinced by such arguments. They feared that any government involvement and
regulation would inevitably reduce the assisted company’s freedom of action if
and when the political interests of the government clashed with the business
policies of the assisted company. They were also convinced that, while govern-
ment bond guarantees might indeed compel the government to ensure that the
assisted company succeeded, government regulation might nevertheless lead to
operating inefficiencies and rate reductions which would reduce profit margin
down to levels sufficient only to pay fixed charges on the guaranteed securities
but leaving insufficient profits to pay appropriate dividends on unprotected and
unguaranteed equity capital. Finally, if serious difficulties did develop, govern-
ment meddling would almost certainly increase, eventually leading to nation-
alization. All these fears were in fact well founded, as the history of William
Mackenzie’s companies proved.

In the dark days of the 193(’s a solicitous federal government suggested a
government guarantee of some Quebec power securities. The response from the
Power building was quick and firm. ‘I am entirely opposed to this . . . Should
this method be followed, the Company would be subjected to political interfer-
ence for many years to come, and it would result in a much higher cost to the
Company than if we were permitted to operate on our own.”’!?

This rejection of government bond guarantees was followed with a very sig-
nificant assertion. ‘““We are able to sell our securities without any difficulty, and
political interference from Ottawa is not needed.”’!'* C.P.R. officials had said
exactly the same thing when offered bond guarantees to build western railway
branch lines in the 1890’s. William Mackenzie and the companies he organized
were never in such a position. The prairie and frontier resource development
schemes to which Mackenzie devoted his efforts were regarded in Montreal and
London as high risk ventures. Investors lacked confidence in the securities of
those companies unless they carried government guarantees. In the 1840’s and
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1850’s many Montreal and Toronto companies had been in a similar position
and had demanded and obtained large subsidies, loans and guarantees, but they
no longer needed such assistance in the 1890’s. Herbert Holt was a representative
of a stronger and more mature Montreal capitalism; William Mackenzie
represented frontier capitalism.

Mackenzie’s ideas were not entirely out of step with the times. The docu-
mented abuses of laisser-faire in the United States after the Civil War had con-
vinced a number of very large companies in that country and in Toronto that
public and political pressure could not be entirely ignored or thwarted. Such
entrepreneurs began to think instead of ways and means whereby they might turn
government regulation to their advantage. Professor Gabriel Kolko has demon-
strated that federal regulatory agencies in the United States were often supported
by and tended to serve the interests of big business, particularly in competitive
struggles between large and influential companies and smaller and weaker
business establishments in the same industry.'® William Mackenzie, together
with many North American businessmen, tried to come to terms with govern-
ment regulation on the best available terms. Herbert Holt disagreed, and in time
came to believe the greater freedom he enjoyed in Montreal would ultimately
enable him to beat not only Toronto competition, but also American competi-
tion.'® In fact he very nearly succeeded in establishing several world-wide cartels
in the teeth of American opposition, only to be thwarted by the Great
Depression.

Attitudes towards Equity and Liability Capitalization

The business policies and practices of Herbert Holt and William Mackenzie
diverged most sharply on matters related to capitalization of the companies they
dominated. Mackenzie relied very heavily on the sale of guaranteed bonds. He
preferred government guarantees, but if these were not available for some new
and risky venture Mackenzie cheerfully offered a guarantee by his strongest
company for the securities of his weakest and most dubious ventures. Holt
avoided bond guarantees of all kinds. He was quite prepared to see weak subsidi-
ary or affiliate companies that were unable to make it on their own fail if it came
to a choice between failure and bond guarantees from governments or from one
of his stronger companies.

Mackenzie’s heavy reliance on the sale of guaranteed bonds allowed him
and his associates to retain control of significant portions and, in the case of the
Canadian Northern Railway, of almost all of the equity or capital stock of the
companies he controlled. Herbert Holt, on the other hand, owned only a small
number of shares in the companies he dominated.'” Mackenzie and his associates
said repeatedly that they looked primarily to the capital stock for their entre-
preneurial rewards. Holt preferred a very large salary and generous expense
allowances.
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These attitudes toward capitalization reflected more fundamental attitudes
toward business. Mackenzie was essentially an optimistic builder and developer.
He discovered new and promising situations everywhere, but particularly in
frontier areas where development tended to be very rapid and often reckless. He
saw the promise of gains and profit everywhere and organized numerous com-
panies to take full advantage of these opportunities. '8

Herbert Holt, in contrast, was an inveterate pessimist who saw potential
ruin and loss everywhere. The world was eternally going to the dogs. Only the
greatest degree of caution and managerial skill allowed anyone to escape. At
directors’ meetings he consistently urged caution. Even the announcement of
operating profits of 18 per cent on invested capital could be so hedged about with
warnings that it sounded like a bankruptcy declaration.'® When Holt’s cautious
advice was not heeded he sometimes found himself pushed out of companies by
his more hustling and grasping colleagues, although he often returned when it
became clear that their more speculative endeavours had succeeded.

I have outlined elsewhere in greater detail the policies pursued by
Mackenzie, particularly on the Canadian Northern Railway.?® Some reference is
needed to explain the corporate structure and historical development of the
Montreal companies with which Herbert Holt was associated. In particular the
corporate histories of the Montreal Gas Company, the Chambly Manufacturing
Company, and the merger of all three in the formation of Montreal Light, Heat
and Power Company, provide interesting insights into Holt’s business methods
and his attitudes toward capitalization.

Holt took up permanent residence in Montreal in 1892 when he obtained
some contract work from the C.P.R. on their new line from Montreal to Ottawa.
He quickly acquired a modest number of shares in the Montreal Gas Company
which held a contract with the City of Montreal for the supply of gas for cooking
and lighting purposes,?' and in the Royal Electric Company which was a supplier
of electric power and one of Montreal’s larger manufacturers of electrical equip-
ment and machinery. At the time both companies were paying regular dividends,
but the market for gas and electricity in Montreal was rapidly increasing. Com-
petition from rival firms was feared, and both companies were faced with a need
to expand and to modernize their facilities. As a professional engineer Holt of-
fered very helpful technical and managerial advice and was elected to the Boards
of Directors of both Montreal Gas and Royal Electric. These two companies did
not, in the 1890’s, have other interlocking directorates and were operated inde-
pendently of one another. Both held lighting contracts with the City of Montreal
and several municipalities on the island.

Royal Electric made Holt chairman of its Executive Committee (not Presi-
dent of the Company) in 1893 and under the auspices of this Executive Commit-
tee the company’s factory was ruthlessly reorganized and modernized.?? In order
to reduce costs most of the professional staff, particularly those with seniority
and larger salaries and those nearing retirement age and hence likely to become
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eligible for the company’s rather niggardly pension plan, were fired under one
pretext or another. The factory superintendent was ordered to reduce production
costs by replacing male with female labour wherever possible and to pay wages
on a piece-work rather than on an hourly basis. When the superintendent failed
to find grounds for the immediate removal of some of the more highly paid and
long term employees he was himself dismissed and a man whose thinking was
more in accord with the business principles of the new Executive Committee took
his place.

The resuits proved salutory, at least from a business point of view. Royal
Electric’s profits increased, but there was still a cloud in the sky. Royal Electric
generated most of its power at an old steam plant. A rival manufacturing firm,
Chambly Manufacturing Company, had located its factory at Chambly immedi-
ately adjacent to a very promising hydro-electric development site. Chambly
Manufacturing had installed several small turbines to generate power for its fac-
tory but lacked the resources and perhaps the vision, technology and markets to
develop and fully utilize the hydro-electric potential of the site. If they ever did
50, Royal Electric would be in trouble,?’

The Executive Committee of Royal Electric regarded the Chambly situation
as very dangerous. At Holt’s urging they commissioned feasibility studies on the
transmission of power from Chambly to Montreal and bought up shares in the
Chambly Manufacturing Company. Once the feasibility of transmitting power
from Chambly was established a new syndicate, including entrepreneurs from
both Royal Electric and Chambly Manufacturing, was organized to raise funds,
build a new dam and develop the Chambly site. Both Royal Electric and
Chambly Manufacturing were to get power from the new development. Thus a
potential rival wds transformed into an ally of Royal Electric.

Thereafter Royal Electric earned very substantial profits, estimated by one
shareholder in 1895 to amount to 16 or 18 percent on invested capital. The com-
pany began to pay semi-annual dividends of 5 percent®® but the large profits led
to a demand by some shareholders that the capital stock be increased and the
new stock distributed among the shareholders. The stock needed a bit of water-
ing, lest there arise suspicions that the returns were too rich. A company
manufacturing important machinery and supply power to the City of Montreal
and to private subscribers ought to take care lest some demagogue exploit the 18
percent profit. Also to be considered was the undoubted advantage that a stock
watering operation has for those performing the operation.?®

Herbert Holt, who owned 200 of Royal Electric’s 12,000 shares, together
with a majority of the directors, opposed the demand by several of the larger
shareholders that the stock be increased. The directors eventually agreed that a
small amount of preference stock might be issued, but this did not suit some of
the more daring or greedy shareholders. In a lengthy memorandum to the Board
of Directors Holt and those who supported him urged ‘‘a prudent and conserva-
tive way”’. They argued that “‘the shareholders have reason to be satisfied with
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the policy of the Company which has enabled it to maintain the regular 8 percent
dividend, and that it would be unwise to imperil such dividend being continued.
The history of kindred companies shows that a very large number of them have
been entirely wrecked, or have had their stocks depreciated for want of due
foresight and caution.”’2¢

This advice did not suit the dissident shareholders. They failed to gain a
clear cut victory at a specially called shareholders’ meeting on 17 December
1898, but they were able to defeat the proposal by the directors to issue a modest
amount of new preference stock. This inevitably attracted the attention of
several investment firms, and the firm of L.J. Forget & Sons, with the encour-
agement and support of Montreal Street Railway owner James Ross, began to
purchase Royal Electric shares. This set the stage for a very bitter proxy fight at
the company’s annual meeting held on July 18, 1899. By that time Forget’s
investment firm had acquired 4,432 shares; enough to join with the dissident
shareholders and defeat Holt and his cautious associates, all of whom failed of
re-election as directors of the Company. A new Board of Directors was elected
on 18 July 1899 and moved immediately to increase the authorized capital stock
of Royal Electric from $1,500,000 to $3,000,000.00.%

After 18 July 1899 the focus of conflict shifted from Royal Electric to its
erstwhile rival and now uneasy partner, the Chambly Manufacturing Company.
Chambly was vital to Royal Electric because of the prospective new power
developments at the Chambly dam. Another very bitter proxy fight between
Rodolph Forget, the new President of Royal Electric, and Herbert Holt and his
associates developed. Prior to a crucial meeting of the shareholders of Chambly
Mfg. on 29 September 1899 Holt and his associates, who were still in control on
Chambly’s Board of Directors, managed to increase slightly the amount of
capital stock of that company, issue this to friendly interests, and thus defeat the
Forget forces by a vote of 4350 to 4400.%% The Forget forces denounced the new
stock issued as illegal and initiated a series of lawsuits against Chambly
Manufacturing Company. Royal Electric also withdrew all its technical and pro-
fessional staff which had formerly served both Royal Electric and Chambly
Manufacturing. When, as a result, Chambly fell behind in the delivery of electric
power as stipulated in its contract with Royal Electric, the latter launched a
$234,000 damage suit. In addition personal damage suits against Holt and other
Chambly directors were initiated because of some contracts which led to serious
losses.?®

At the same time the Forget interests negotiated financial arrangements
under which the recalcitrant directors of Chambly eventualy submitted without
costly court battles. Each of the Chambly directors was offered $30,000 in bonds
and coupons if they would cease their opposition to the new owners of Royal
Electric. In addition, Herbert Holt was invited to assist in the organization of a
new company. As a result, on 20 November 18993° L.J. Forget & Sons gained
effective control of Chambly Manufacturing Company and the pending lawsuits
were dropped.
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The events of 1899 seemed to throw Holt and his more cautious fellow direc-
tors out of both Royal Electric and Chambly Manufacturing. Holt, however, did
not remain out in the cold for long. His managerial abilities were well known to,
and appreciated by, the new owners of those two companies. Holt’s influence
with another Montreal company, the Montreal Gas Company, also interested
and worried the new owners of Royal Electric and Chambly Manufacturing. It
was clearly in everyone’s interest if Holt joined his erstwhile opponents and
brought the Montreal Gas Company into a partnership with Royal Electric and
Chambly Manufacturing.

The Montreal Gas Company provided gas to the City of Montreal and to
private subscribers for lighting, heating and cooking purposes. It was a very
profitable company, thanks in large part to a lucrative ten year contract with the
City of Montreal, negotiated in 18843! and renewed in 1895 in a highly contro-
versial manner.??

Herbert Holt was elected to the Board of Directors of the Montreal Gas
Company in 1892, just as negotiations for the renewal of the company’s contract
with the City were about to begin. The prices charged by Montreal Gas in the
early 1890’s were very high at $1.46 per 1,000 cubic feet of gas, and the services
poor,?? but the company’s profits exceeded 12 percent per annum on invested
equity capital. The City, understandably, demanded lower rates and improved
services; the company’s negotiators were unwilling to accept the terms and con-
ditions demanded by the City. As a result, when the Montreal Gas Company’s
contract expired the City gave a notice of termination, that termination to take
effect at the end of May 1895. At the same time the City opened negotiations and
came to an agreement with a rival firm, the Consumers’ Gas Company, which
was a new company promoted by a syndicate of London financiers and under-
writers and American oil interests. In 1894 the City authorized Consumers’ Gas
to construct mains, lay pipes and also enter into contracts with private citizens
for the supply of gas. The municipal authorities of St. Henri, St. Cunegonde and
the Cote St. Antoine also negotiated new contracts with Consumers’ Gas.*

The ensuing battle was not an edifying spectacle. In July of 1894 worried
directors of Montreal Gas authorized their President, Jesse Joseph, to “‘take
necessary steps to secure contract with the City for Public Lighting and the sup-
ply of the citizens with Gas for another term and to defray expenses
in connection therewith.””?* The President later reported expenses of between
$10,000 and $12,000 in the unsuccessful attempt to block a City contract with
Consumer’s Gas. After authorizing these expenditures the references to the con-
tract are only referred to in the minute books as ‘‘irregular conversation’’. The
President later referred to and claimed compensation for expenditures in connec-
tion with the Montreal municipal elections. He claimed he had been called upon,
in the interests of the company, ‘‘to subscribe to the expenses of the municipal
election.””3

While the company was in the midst of this struggle it elected a new presi-
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dent; Herbert Holt was elected president in April of 1894. Holt quickly trans-
ferred 40 of his own shares to N.A. Hurteau, whose political influence was ex-
pected to help the company. At the same time negotiations were opened with
John Coates & Co., the London promoters of Consumers’ Gas. Coates & Co.
were offered the underwriting of new Montreal Gas debentures and also a par-
ticipation in the underwriting of some Royal Electric securities if they would
agree to a merger between Montreal Gas and Consumers’ Gas.3” Holt explained
the matter in a fairly forthright way in his first annual report to the shareholders.
““There has been issued $500,000 new stock, of which there was paid (in stock)
for the plant, mains, franchises, etc., to St. Cunegonde and St. Henry, of the
Consumers’ Gas Company, the sum of $389,480,000 which your Directors
decided to purchase from the Consumers’ Gas Company in self-defence, as that
Company secured the right to supply gas in the City of Montreal and the
Municipalities of Cote St. Antoine, St. Cunegonde and St. Henry, and under-
took to sell gas for ninety-five cents, which they soon found was under cost
price.”

With the acquisition of its rival, Montreal Gas thought itself in a position to
negotiate a new contract with the City and the three municipalities. The City
demanded terms consistent with those negotiated with Consumers’ Gas, but
Montreal Gas would have none of that. When the City proved difficult Montreal
Gas launched a lawsuit against the City and the municipalities, alleging that
Consumers’ Gas had been allowed to lay pipe and construct mains before the ex-
piry date of the Montreal Gas Company’s contract. At the same time consumers
were visited and threatened with a cut-off of services unless they agreed to new
long term contracts with Montreal Gas at rates which were higher than those of
Consumers’ Gas. To the City Montreal Gas offered some reductions which
would bring their rates to $1.00 per 1000 cubic feet of gas used for heating and
cooking, and $1.20 per 1000 cubic feet for gas used for lighting. Consumers’ Gas
had negotiated a flat rate of 95¢ per 1000 cubic feet. Thus with the stick of a pen-
ding lawsuit and the carrot of promised, albeit minor, rate reductions, with the
memory of the recent municipal elections still fresh in the minds of grateful
counsellors, and with the disappearance of Consumers’ Gas, the Light Com-
mittee of the City of Montreal recommended that a new contract be signed with
Montreal Gas at the prices offered by that company.

The happy outcome of the affair was a very profitable ten year contract
with the City, which could be extended an additional five years if, during those
five years, Montreal Gas also returned to the City 3% of its gross earnings. The
grateful directors of Montreal Gas voted Herbert Holt, their new President, an
annual salary of $10,000 and issued new shares and bonds to defray expansion
costs and the cost of taking over Consumers’ Gas. Holt did not acquire any of
the new shares. After 1895 the capital stock of Montreal Gas consisted of 30,000
shares, held by approximately 650 shareholders. While the exact number of
shares held by Holt varied somewhat from year to year, his holdings ranged be-
tween 400 and 412 shares.?°
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Until Holt’s removal from the management of Royal Electric and Chambly
Manufacturing those companies had generally worked in cooperation with
Montreal Gas.** The former promoters of Consumers’ Gas underwrote many of
the securities of both companies. The takeover of Royal Electric by the Forgets
threatened this harmonious and profitable relationship. A conflict was averted
when, through the good offices of James Ross, an attractive offer was extended
to Herbert Holt. Holt was invited to participate in the formation of a new and
greatly enlarged company which would enjoy an effective monopoly in the sup-
plying of light, heat and power in Montreal. The proposed new company was to
issue enough stocks and bonds to take over the assets of Royal Electric, Chambly
Manufacturing, Montreal Gas and several other smaller companies. $100.00
shares (par value) of Royal Electric and Montreal Gas were to be exchanged for
$250.00 (par value) shares in the new company. As an additional incentive
Herbert Holt was offered the presidency of the new company, and with it
managerial responsibilities and a salary tailored to his taste.*!

In the face of such an attractive offer principles and old friends were quickly
abandoned. Holt broke with his fellow directors who had opposed the Forget’s
takeover of Royal Electric and assisted in the merger of Royal Electric, Chambly
Manufacturing and Montreal Gas into the new Montreal Light, Heat and Power
Company. Montreal Light, Heat and Power immediately issued $17,000,000 in
capital stock and $7,500,000 in bonds to acquire the old companies and expand
their facilities. The transaction netted the promoters and shareholders a very
substantial paper profit, but that profit could only be realized if the new com-
pany proved its ability to pay interest and dividends on all its securities. It was
Herbert Holt’s responsibility to ensure that the company succeeded. He person-
ally held only 522 shares when the company was organized. His holdings rose in
the next two years to 1,932 shares. L.J. Forget & Sons originally held 70,000
shares and James Ross 15,000 shares in Montreal Light, Heat and Power.*

James Ross was only interested in the new company because he needed
cheap power for his Montreal Street Railway, and once a suitable contract was
signed he gradually reduced his holdings in the Montreal Light, Heat and Power
Company. L.J. Forget & Sons were underwriters and stockbrokers and devoted
themselves to the profitable business of huckstering Montreal Light, Heat and
Power securities in England, Europe and the United States. Holt managed the
company very efficiently and profitably, and for his efforts was voted the prince-
ly salary of $25,000 per annum, a figure that was substantially increased when
Holt arranged an accommodation between Montreal Light, Heat and Power
Company and the Shawinigan Water and Power Company. Everyone involved
in the transaction, except of course the ordinary consumers, was happy. Ross got
the cheap power he needed for his street railway, the Forgets had plenty of
securities to manipulate and sell, and Herbert Holt had a very important
managerial position with a very attractive salary.

While the organization of Montreal Light, Heat and Power proceeded
Herbert Holt also became involved in another very important venture. In 1902 a
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new bank was organized in Montreal, the Sovereign Bank. It was backed by the
firm of J.P. Morgan and Company in New York and by several German finan-
cial interests. Holt owned only a few of the bank’s shares, but was elected its first
President. He soon discovered, however, that Morgan and one of the German
bankers wanted to participate in various speculative developmental ventures.
Holt particularly opposed a speculative Alaskan adventure, and when it became
clear that his cautious advice would not be heeded he resigned as President and
Director.®

The Sovereign Bank collapsed in 1906, the Alaskan venture having turned
sour, but by that time Herbert Holt had established himself with another bank.
In 1905 he was elected a director of the Royal Bank of Canada. This was a
Halifax based bank, known until 1902 as the Merchant’s Bank of Halifax. The
bank had extensive business dealings in Cuba and other Carribean countries, but
was anxious to strengthen its position in the City of Montreal. Holt became
chairman of the bank’s Montreal Credit Committee in 1905. Two years later he
was elected Vice-President and in 1908 President of the Royal Bank of Canada; a
position he held until 1934, when he resigned to become Chairman of the Board
of Directors. During this period the Royal Bank of Canada became Canada’s
largest bank.*

The dual positions as President of Montreal Light, Heat and Power and of
the Royal Bank of Canada gave Herbert Holt enormous power and influence in
the Montreal business community. Virtually every successful entrepreneur,
sooner or later, had need of additional power or capital or both. Such a need
brought many an aspiring entrepreneur to the doors of Holt’s executive office in
the Power Building.

Getting either money or electricity at preferred rates from Holt was never
easy, but if particularly promising propositions came along Holt not only
helped, he requested and sometimes demanded participation by the power com-
pany or the bank. Where a substantial participation was involved Holt often
demanded a seat on the assisted company’s board of directors, ostensibly to pro-
tect the interests of the bank or the power company. Holt himself rarely went out
to the backwoods or the frontier in search of new and promising projects. He left
that to entrepreneurial bushwhackers like the Forgets, Max Aitken, J. Aldred,
and any other aspiring entrepreneur willing to risk his neck and fortune in
speculative ventures.*® If any such ventures proved successful he always had the
means to bring them into his own empire. The frontier entrepreneur might make
a quick profit; Holt was after something more substantial and durable. He
cherished the kind of control that his administrative and technocratic positions
with Montreal Light, Heat and Power, with the Royal Bank and with a rapidly
increasing number of promising companies to whose boards of directors he was
elected, gave him; not the kind of power and control that ownership of capital
stock in speculative developmental ventures offered.
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Conclusion

The business careers of William Mackenzie and Herbert Holt followed a
parallel course for almost two decades, but then their business practices di-
verged. William Mackenzie was the son of an Ontario pioneer and, despite
attempts to establish himself in Toronto, he remained a frontier businessman all
his life. Herbert Holt, despite a term of service on the frontier, became a
business technocrat in one of the oldest business centers on the continent. Both
men were perhaps influenced more by the environment in which they operated
than by the circumstances of their birth, although these circumstances probably
influenced each in the kind of business ventures he undertook.

William Mackenzie’s Canadian Northern Railway was quite accurately de-
scribed as ‘‘the West’s Own Product.” The Power Building in Montreal was
similarly a product of that environment and community. The very different poli-
cies and practices adopted by the two men offer some specific insights into the
relationships between frontier regions and the metropolitan centers of the St.
Lawrence and, as a result, relationships between Canadian businessmen and the
government.

The development of the prairie West and of the resources of other Canadian
frontier areas required very large amounts of investment capital which had to
come from outside the region. Influential businessmen in Montreal, particularly
Herbert Holt and Montreal capitalists associated with the Canadian Pacific
Railway and the Bank of Montreal, were cautious and unimaginative in their ap-
proach toward new and speculative ventures. They generally showed little inter-
est in, or understanding of, frontier development projects until someone else had
demonstrated their profitability. They viewed the Canadian economy in
pessimistic hues of grey and black; a sharp contrast to the rosy views conjured up
by frontier entrepreneurs like William Mackenzie who saw and became wildly
enthusiastic about the promise of frontier development, but was often inclined to
throw all caution to the winds and follow reckless expansionist policies until,
even with government support, he could no longer beg, borrow or steal new
investment capital.

Most Canadian politicians, other than those from Quebec, also viewed the
Canadian economic world through rose coloured glasses after 1896; their enthu-
siasm for speculative development ventures equalling and often exceeding that of
the most optimistic and venturesome entrepreneurs. Even William Mackenzie
found it necessary to decline offers of government bond guarantees for projects
he thought were clearly moonstruck. He certainly encountered few difficulties in
persuading governments to underwrite substantial risks when conventional fi-
nancing was unavailable. Governments, however, were compelled to demand
greater control and regulatory powers over companies which received substantial
government subsidies and guarantees. As a result Canadian Northern officials
believed they had in fact embarked on a partnership with the government in pur-
suit of economic development.

173



HISTORICAL PAPERS 1977 COMMUNICATIONS HISTORIQUES

The companies promoted by William Mackenzie, together with many other
speculative ventures assisted by government, failed after 1914. Such failures
often forced the Canadian government to choose between nationalization and
the surrender of an embattled frontier venture to a takeover by cautious Mont-
real businessmen. Such takeovers, however, were only possible if governments
agreed to withdraw from many of the regulatory powers they had negotiated
with the development companies. Montreal and Toronto business technocrats
demanded the power to institute operating and rate policies which emphasized
immediate profitability rather than development and expansion. Most western
Canadians regarded such a surrender as disastrous and intolerable. The Cana-
dian government concurred. It is, therefore, not surprising that the chairman of
the Canadian government’s most important regulatory agency, the Board of
Railway Commissioners, became a strong and very influential advocate of
railway nationalization. He and many other members of the Canadian govern-
ment had done too much business with men like William Mackenzie. They found
Montreal business magnates like Herbert Holt and Thomas Shaughnessy too
cautious and unimaginative to permit the return of complete control over essen-
tial industries and services to these individuals.

It is interesting to speculate what might have happened if Herbert Holt had
accepted the invitation extended to him in 1895 to participate in a new western
Canadian railway promotion. Perhaps, had they once again become partners,
Herbert Holt and William Mackenzie would have developed a more balanced na-
tional business strategy. In fact their careers diverged in 1895. Much more work
needs to be done before the significance of that divergence can be assessed accu-
rately. It is sufficient to emphasize here that big business in Canada was not as
monolithic or simplistic as some economic histories and most speeches to
Chambers of Commerce or to discontented prairie farmers suggest.
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