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' Orrawa, May 3, 1940.

Rt. Hon. W. L. Macrenzie King, P.C., M.P,,
Prime Minister of Canada,
Ottawa.

Dear Mr. King,

I have the honour to transmit, herewith, the Report of the Royal Commission on
Dominion-Provincial Relations, pursuant to the Order in Council of August 14th, 1937,
P.C. 1908.

As noted in the final Chapter, the decisions underlying the recommendations of the
Report were reached before the outbreak of war. The Commission has since reviewed
its recommendations and, in spite of the great and relative changes in the financial
outlook for Canadian governments, it believes its recommendations to be appropriate

to meet the new strains and emergencies of war conditions.
I have the honour to be,
Sir,

Your obedient servant,

CHAIRMAN.
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ROYAL COMMISSION ON DOMINION-PROVINCIAL RELATIONS

TERMS OF REFERENCE

Privy CounciL
CANADA

CerriFiED to be a true copy of a Minute of a
Meeting of the Committee of the Privy
Council, approved by The Deputy of His
Excellency the Governor General on the 14th
August, 1937.

P.C. 1908

The Committee of the Privy Council have had
before them a report, dated August 5th, 1937,
from the Right Honourable W. L. Mackenzie King,
the Prime Minister, submitting,—with the con-
currence of the Minister of Finance and the
Minister of Justice:—

1. That, as a .result of economic and social
developments since 1867, the Dominion and
the provineial governments have found it
necessary in the public interest to accept
responsibilities of a character, and to extend
governmental services to a degree, not fore-
seen at the time of Confederation;

2, That the discharge of these responsibilities
involves expenditures of such a magnitude as
to demand not only the most efficient admin-
istrative organization on the part of all
governments but also the wisest possible
division of powers and functions between
governments. That particularly is this the
case if the burden of public expenditures is
to be kept to a minimum, and if the revenue-
raising powers of the various governing bodies
are to possess the adequacy and the elasticity
required to meet the respective demands upon
them; :

3. That governmental expenditures are increased
by overlapping and duplication of services as
between the Dominion and provineial govern-
ments in certain fields of activity. That in
other respects the public interest may be
adversely affected by the lack of a clear
delimitation of governmental powers and
responsibilities;

4. That representations have been made on.
behalf of several provincial governments and
by various public organizations that the
revenue sources available to provincial govern-
ments are not in general adequate to enable
them to discharge their constitutional respon-
sibilities, including the cost of unemployment
relief and other social services and the pay-
ment of fixed charges on their outstanding
debt; that, consequently, if they are to
discharge their responsibilities, either new
revenue sources must be allotted to them
or their constitutional responsibilities and
governmental burdens must be reduced or
adjustment must be made by both methods;

5, That representations have been made by
provincial governments that municipal gov-
ernments which have been created by, and
derive their powers and responsibilities from,
the provinces, are confronted with similar
problems; that, in particular, necessary muni-
cipal expenditures have placed an undue
burden on real estate and are thereby
retarding economic recovery;' also that the
relations between provinces and municipalities
are an essential part of the problem of
provincial finances;

6. That, finally, it has been represented that
unless appropriate action is taken the set-up
of governmental powers and responsibilities
devised at the time of Confederation will not
be adequate to meet the economic and social
changes and the shifts in economic power
which are in progress without subjecting
Canada’s governmental structure to undue
strains and stresses.

The Prime Minister, therefore, with the con-
currence of the Minister of Finance and the
Minister of Justice, recommends:—

1. That it is expedient to provide for a
re-examination of the economic and financial
basis of Confederation and of the distribution
of legislative powers in the light of the
economic and social developments of the last
geventy years;
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2. That for this purpose the following be
appointed Commissioners under Part I of the
Inquiries Act:—

The Honourable Newton W. Rowell, LL.D.,
Chief Justice of Ontario;

The Honourable Thibaudeau Rinfret,
.Justice of the Supreme Court of Canada;

John W. Dafoe, Esquire, LL.D., of the
City of Winnipeg, Man.;

Robert Alexander MacKay, Esquire, Ph.D.,

- Professor of Government, Dalhousie

University, Halifax, N.8.; and

Henry Forbes Angus, Esquire, M.A_, B.C.L,,
Professor of Econornies, University of
British Columbia, Vancouver, B.C.

3. That, without limiting the general scope of
their inquiry, the Commissioners be instructed
in particular:— _

(a) to examine the constitutional alloeation
of revenue sources and governmental
burdens to the Dominion and provineial
governments, the past results of such
allocation and its suitability to present
conditions and the conditions that are
likely to prevail in the future;

(b) to investigate the character and amount
of taxes collected from the people of
Canada, to consider these in the light of
legal -and constitutional limitations, and
of financial and economie conditions, and
to determine whether taxation as at
present allocated and imposed is as
equitable and as efficient as can be
devised;

(c¢) to examine public expenditures and
public debts in general, in order to
determine whether the present division
of the burden of government is equitable,
and conducive to efficient administration,
and to determine the ability of the
Dominion and provincial governments to
discharge their governmental responsi-
bilities within the framework of the
present allocation of public functions and
powers, or on the basis of some form of
reallocation thereof;

(d) to investigate Dominion subsidies and
grants to provincial governments.

4. That the Commissioners be instructed to
consider and report upon the facts disclosed
by their investigations; and to express what
in their opinion, subject to the retention of

the distribution of legislative powers essential
to a proper carrying out of the federal system
in harmony with national ‘needs and the
promotion of national unity, will best effect
a balanced relationship between the finaneial
powers and the obligations and functions of
each governing body, and conduce to a more
efficient, independent and economical discharge
of governmental responsibilities in Canada.

The Prime Minister, with the concurrence of
the Minister of Finance and the Minister of
Justice, further recommends that the Honourable
Newton W. Rowell, LL.D. Chief Justice of

‘Ontario, beé Chairman of the said Commission.

The Committee concur in the foregoing recom-
mendations and submit the same for approval,

E. J. LemAIrg,
Clerk of the Privy Council.

CeErRTIFIED to be a true copy of a Minute of a
Meeting of the Committee of the Privy
Council, approved by His Excellency the
Governor General on the 1Sth November,
1037. :

P.C. 2880

The Committee of the Privy Council have had
before them a Report, dated 18th November, 1937,
from the Right Honourable W. L. Mackenzie King,
the -Prime Minister, stating that the Honourable
Thibaudeau Rinfret, Justice of the Supreme Court
of Canada, has, owing to ill health, tendered his
resignation as a Member of the Commission on
Dominion-Provincial Relations, appointed by Order
in Council of 14th August, 1937—P.C. 1908.

The Prime Minister, with the concurrence of the
Minister of Finance and the Minister of Justice,
recommends:-—

1. That the resignation of the Honourable Mr.

Justice Rinfret be accepted; and

2. That Joseph Sirots, Esquire, LL.D., of the
City of Quebec, Notary Public, Professor of
Constitutional and Administrative Law at
Laval University, be appointed a Member of
the said Commission, in the place of the
Honourable Mr. Justice Rinfret.

The Committee concur in the foregoing recom-
mendation and submit the same for approval.

E. J. LeMAIgg,
Clerk of the Privy Council.




CerTIFIED to be a true copy of a Minute of a
Meeting of the Committee of the Privy
Council, approved by The Deputy of His
Excellency the Governor General on the 22nd
November, 1938.

P.C. 2946

The Committee of the Privy Council, on the

recommendation of the Right Honourable W. L.

Mackenzie King, the Prime Minister, advise that

Joseph Sirois, Esquire, LL.D. of the City of

Quebec, a Member of the Commission on Dominion-
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Provincial Relations established by Order in
Council P.C. 1908 of the 14th August, 1937, be
appointed Chairman of the said Commission vice
the Honourable Newton Wesley Rowell, LL.D.
resigned.

E. J. LEMAIRE,
Clerk of the FPrivy Council.

A. 8krrrow, Esq.,
Secretary, .
Commission on Dominion-Provincial Relations.






HISTORY OF THE COMMISSION

The Commission was appointed by Order in
Council (P.C. 1908) dated 14th August, 1937,
printed immediately preceding this section. "

On August 31, 1937 Mr. Alex Skelton, chief of
the research department of the Bank of Canada,
was appointed by Order in Council (P.C. 2113)
as Secretary of the Commission and Director of
Research. Subsequently Miss M. K. Rowland was
appointed as Assistant to the Secretary to aid in
administration. Mr. Adjutor Savard was appointed
French Secretary with particular responsibility for
correspondence and relations with French-speaking
Canadians. Mr. Savard acted as Secretary during
the hearings at several provincial capitals and,
in the later stages of the Commission’s work,
became responsible for the important task of
supervising translation of the Report, appendices
and other published studies. Mr. Wilfrid Eggleston
was appointed Assistant to the Secretary with
particular responsibility for supervision of reporting
and travelling arrangements. After the public
hearings Mr. Eggleston was transferred to the
research staff of the Commission. Mr. R. M.
Fowler of Toronto was appointed Registrar and
Legal Secretary to the Chairman, Chief Justice
Rowell, and after the retirement of the Chief
Justice Mr. Fowler continued on the Commission’s
secretariat. Mr. Louis 8. St. Laurent, K.C, of
Quebec City and Mr. James MecGregor Stewart,
K.C., of Halifax, were appointed Counsel to assist
the Commission in its public hearings, but except
during certain sittings in Ottawa only one counsel
was present at each hearing of the Commission.

Terms of Reference—The Order in Council
appointing the Commission imposed upon it a task
of great complexity and magnitude. But wide and
comprehensive as the terms of reference were, they
were primarily concerned with one great problem,
viz., the relations between the Dominion and the
provinces. The Commission accordingly directed
its inquiry strictly to this main problem. Many
representations made to the Commission were
concerned with other matters and, therefore, fell
outside the scope of the inquiry.

The recital in the terms of reference set out
nertain conditions on which presumably the Com-
mission was expected to report: the enlarged
responsibilities of government due to economic and

social developments; the need for “the widest
possible division of powers and functions between
governments”; the allegation that expenditures
were increased by overlapping and duplication of
services as between the Dominion and the prov-
inces; the complaint of the provinces that their
revenue sources were inadequate to enable them to
fulfil their constitutional responsibilities; the
representations of the provinces that their muni-
cipalities were confronted with similar financial
difficulties and, particularly, that conditions were
such as to place an undue burden on real estate;
and finally, the representation that unless appro-
priate action were taken, the governmental
structure would be subject to undue stresses and
strains in meeting the economic and social changes
and the shifts in economic power which are in
progress. o

The operative clauses of the Order in Council
more precisely instructed the Commission to make
“a re-examination of the economic and financial
basis of Confederation and of the distribution of
legislative powers in the light of the economic
and social developments of the last seventy
years,” Without limiting the broad scope of such
an inquiry the Commission was instructed in
particular:— - :

(@) “to examine the constitutional allocation of .
revenue sources and governmental burdens
to the Dominion and provincial govern-

. ments, the past results of such allocation and
its suitability to present conditions and the
conditions that are likely to prevail in the
future; :

(b) to wmwvestigate the character and amount of
tazes collected from the people of Canada,
to consider these in the light of legal and
constitutional limitations, and of financial
and ‘economic conditions, and to determine
whether taration as ot present allocated and
imposed is as equitable and as efficient as
can be devised;

(¢) to examine public expenditures and public
debts in general, - in order to determine
whether the present division of the burden
of government is equitable, and conducive
to efficient administration, and to determine
the ability of the Dominion and provineial
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governments to discharge their'governmental
responsibilities within the framework of the
present allocation of public functions and
powers, or on the basis of some form of
reallocation thereof;

(d) to investigate Dominion subsidies and grants
to provincial governments.”

The Order in Council appointing the Commis-
sion clearly indicated that its task was two-fold:
the Commissioners were instructed to consider and
report upon the facts disclosed by their investiga-
tions; and “to express what in their opinion, subject
to the retention of the distribution of legislative
powers essential to a proper carrying out of the
federal system in harmony with national needs and
the promotion of national unity, will best effect a
balanced relationship between the financial powers
and the obligations and functions of each governing
body, and conduce to a more efficient, independent
and economical discharge of governmental respon-
sibiities in Canaeda.” In short, the Commission
was intended to be both a fact-finding body, and
a body to make recommendations.*

Research Program.—In view of the many highly
technical problems posed by the terms of reference
the Commission decided in its first private meetings
in September 1937, that it was impossible to fulfil
its obligations by public hearings alone and that
an extensive program of independent research
should be carried on contemporaneously with the
public hearings. This decision to engage research
assistants was authorized by Order in Couneil
(P.C. 2281) dated 15th September, 1937.

A comprehensive research program was accord-
ingly organized and placed under the direction of
Mr. Skelton, with Mr, J. J. Deutsch as Assistant
Director. Broadly speaking, the program was
grouped about three general heads: economics,
constitutional matters, and public accounts.

The economic inquiry included such subjects of
research as the economic background of Dominion-
provincial relations, the national income, the
financial history of Canadian governments, the
economic effects of the Canadian taxation system,
the role of municipalities and their relations to
provincial governments, transportation, develop-
ments in Canada of services for social welfare,
labour legislation. “The following participated in
research in economic matters:—

Stewart Bates, formerly Secretary of the
Economic Council of Nova Scotia; Prof. George
Britnell, Dept. of Political Science, University of

* Italics in above paragraphs added.

Saskatchewan; J. J. Deutsch, Research Depart-
ment, Bank of Canada; H, Carl Goldenberg,
Economist, Canadian Federation of Mayors and
Municipalities, Montreal; Prof. A. E. Grauer,
Director, Dept. of Social Science, University of
Toronto; Prof. Paul-Henri Guimont, Dept. of
Social Secience, Laval University; R. A. C. Henry,
formerly Deputy Minister of Railways and Canals;
Joseph Howes, Assistant Director, Citizens’
Research Institute of Canada, Toronto; Lawrence
B. Jack, M.A.; Prof. F. A, Knox, Dept. of Political
and Economic Science, Queen’s University; C. T.
Kraft, Ph.D.; Henry Laureys, formerly Director.
Ecole des Hautes Etudes Commerciales, Montreal:
Prof. Paul LeBel, Ecole Supérieure du Commerce,
Quebee; J. C. Lessard, Economies Branch, Cana-
dian National Railways, Montreal; Prof. W. A,
Mackintosh, Head of Dept. of DPolitical and
Economic Science, Queen’s University; Prof. Esdras
Minville, Director, Ecole des Hautes Etudes Com-
merciales, Montreal; Prof. D. C. MacGregor, Dept.
of Political Science, University of Toronto; Prof.
Robert MecQueen, Head of Dept. of Political
Economy, University of Manitoba; Prof. J. L.
McDougall, Dept. of Political and XEconomic
Science, ‘Queen’s TUniversity; Stanley Nixon,
specialist in public finance, Montreal; J. B.
Rutherford, Dominion Bureau of Statistics; S. A.
Saunders, Ph.D., author of several studies on the
economic problems of the Maritime Provinces;
J. C. Thompson, formerly Provincial Auditor of
Alberta; Prof. Francois Vézina, Ecole des Hautes
Etudes Commereciales, Montreal; Prof. W. J.
Waines, Dept. of Political Economy, University of
Manitoba; J. A. Walker, economist, Toronto;
W. H. Wynne, Ph.D., formerly engaged by the
Citizens’ Research Institute in a special inquiry
on taxation.

Research in constitutional and historical matters
included studies in the legal interpretation of
the British North America Act, certain aspects
of other federal systems, the historical background
of Confederation, the growth of governmental funec-
tions since federation, ete. The following partici-
pated in research in constitutional and legal
matters:—

W. A. L. Anglin, K.C., Saint John, N.B.; Prof.
D. G. Creighton, Dept. of History, University of
Toronto; Prof. J. A. Corry, Dept. of Political and
Economic Science, Queen’s University; Harold IE.
Crowle, LL.B., Calgary, Alta.; Brooke Claxton,
Montreal; L. M. Gouin, K.C., Montreal; Miss
Kathleen Kearns, Ottawa; Prof. W. P. M. Kennedy,



Head of Dept. of Law, University of Toronto; and
Vincent C. MacDonald, Dean of Law, Dalhousie
University. o

The Commission was fortunate in securing Mr.
J. C. Thompson, F.C.A., formerly Provincial
Auditor of Alberta, as Director of the Public
Accounts Inquiry. Under Mr. Thompson’s diree-
tion a financial questionnaire was prepared and
sent to the treasury department of the Dominion
and of each province. In general the Commission
received whole-hearted co-operation from these
departments, and comprehensive reports on a
comparable basis of public finance for each prov-
ince and the Dominion over the past twenty-five
years were compiled. The Commission wishes to
emphasize that this is the first oceasion on which
the statistics of public finance of all the provinces
and the Dominion have been compiled on a
comparative basis. These statements accompany
the Report as Appendix 1.

Certain research studies which the Commission
considered to be of permanent value and general
interest have been printed as appendices to the
Report. Other studies which were of less general
interest have been published in mimeographed
form. A number of special studies, many of them

dealing with constitutional and legal matters, were.

prepared for the assistance of the Commissioners
and not for publication. Copies of these will,
however, be filed with the records of the Commis-
sion. It must, however, be understood that for
facts or opinions stated in these reports, whether
these reports are published or unpublished, the
authors and not the Commission, assume full
responsibility. A list of the printed and mimeo-
graphed studies appended to our Report is set out
at the end of Book I.

Retirement of Mr. Justice Rinfret.—Unfor-
tunately, before the first public session of the
Commission, the Hon. Mr. Justice Rinfret was
compelled to resign from the Commission on
account of illness. The Commission desires to
express its great sense of obligation to Mr. Justice
Rinfret for his valuable advice and assistance in
organizing the work of the Commission and in
aiding in the selection of members of the research
staff. His retirement from the Commission was a
source of deep regret to his fellow Commissioners.
Mr. Justice Rinfret’s place on the Commission was
taken by Dr. Jos. Sirois of the City of Quebee,
Notary and Professor of Constitutional Law in
Laval University, Quebec.
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Public Hearings—With regard to the public
hearings, it was decided at the organization meet-
ings of the Commission that public hearings should
be held at Ottawa and at the provineial capital in
each province unless some other city were desig-
nated by the province concerned. Publiec repre-
sentations were to be limited to Provineial and
Dominion Governments and to recognized public
organizations, but the Commission reserved discre-
tion to ecall any individual witness, if it saw fit. If
municipalities desired to present submissions to the
Commission it was stipulated that they should
make arrangements-through their provinecial gov-
ernments which would decide whether the muni-
cipal representations should be made by the
government of the province or by the municipalities
themselves. Conditions were laid down as to the
form in which briefs were to be prepared and as
to the time within which they should be filed. A
general announcement in the press concerning the
procedure at public hearings was made.

It was decided that before holding any public
hearings the Chairman (Chief Justice Rowell),
accompanied by the resident Commissioner wher-
ever possible, and by the Secretary, should wvisit
each provincial Premier and explain the general
program and methods of procedure planned by
the Commission. These visits were made in
September and October, 1937, and all provincial
Premiers without exception agreed to give to the
Commission their full co-operation.

Public hearings were opened at Winnipeg on
the 20th November, 1937. Between this date and
the 1st December, 1938, hearings were held at all
provincial capitals and at Ottawa, as follows:—

Place of Hearing ‘Dates No. of

Days
Winnipeg......... Wov. 29, 1937 — Dee. 8 9
Regina...........| Dec. 9 — Dece. 17 8
Ottawa. ......... Jan. 17,1938 — Jan. 31 10:
Halifax.......... Feb. 3 —Tecbh. 8 4.
Charlottetown....] Feb. 10 —Feb, 12 3
Ottawa.......... | Feb. 15 — Feb. 16 g
Vietoria,......... Mar. 16 — Mar. 25 8.
Ydmonton........ Mar. 28 — Apr. 2 6.
Ottawa*.......... Apr. 21 1
Toronto..........| Apr. 25 — May 9 11
Quebec........... May 12 — May 16 : 4.
Fredericton....... May 18 — May 23 -5
Ottawa.......... May 25 — June 2 7
Ottawa**, ... ... Aug. 8 1
Ottawa.......... Nov. 24 —Dec. 1 6.
Total.............. 85.

* vidence Dr. 1. Jennings,
** Evidence Prof. L. F. Giblin.
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In" the course of its public hearings the Com-
mission recorded over ten thousand mimeographed
pages of evidence, and 427 exhibits were filed.
The Commission arranged for duplication and
distribution of the evidence by its own staff in
co-operation with the reporting staff, and by this
means made its evidence available to the publie
at a lower cost than has hitherto prevailed, and
succeeded (after supplying all the governments
concerned with copies free of charge) in covering
the total cost of reporting.

In addition to the briefs prepared by provincial
governments, evidence of many departmental
officials was taken for the purpose of investigating
the alleged existence of overlapping and duplication
between the services of the Dominion and
provincial governments. One hundred and fifty-
four briefs were received from municipal bodies
and from public organizations. A list of exhibits
indicating all governments and organizations which
appeared before us is printed elsewhere.l The
Commission also called a number of witnesses to
deal with special phases of the inquiry. These
witnesses include Dr. Heinrich Briining, formerly
Chancellor of Germany; Dr. Ivor Jennings, Reader
in Law in the University of London, England;
Dr. Gunnar Myrdall, Professor of Political Economy,
Stockholm University, Sweden, and member of the
Senate of Sweden; Graham Towers, Esq., Governor
of the Bank of Canada; Dr. Roswell Magill, Under-
Secretary of the United States Treasury; D. W.
Bell, Esq., Acting Director, Bureau of the Budget,
United States Government; Prof. L. F. Giblin,
Professor of Economics, University of Melbourne.
formerly of the Australian Grants Commission; and
Bryce M. Stewart, Esq., Director of Research,
Industrial Relations Counselors, Ine.,, New York
City. Some of these witnesses were heard privately
for the purpose of presenting confidential infor-
mation. The Commission also consulted privately
a number of other private individuals and officials.

Although in the preliminary visit made by the
Chairman and the Secretary in September and
October, 1937, the Premiers of all provinces
expressed their willingness to co-operate in the
work of the Commission, it was found that full
purticipation by all provincial governments was
not forthcoming. The Government of Alberta
subsequently declined to appear before the Com-
mission or to participate in its activities. The
position of the Government was set forth in a
letter from Premier Aberhart to the Chairman in
reply to a request for the Government’s views on
various questions:—

—ae ey

A Hee Book III,

. )
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OFFICE OF THE PREMIER

ALBERTA
: EpmonToN, March 30, 1938.
Dear Sir,
Owing to the fact that the legislature has decided
. against presenting a brief to the Commission on the
grounds already outlined to the Federal Government,
we would respect{ully suggest to you that it would be
inconsistent and contrary to the decree of the legis-
lature to answer the questions you have directed to us.
It is our intention to present a comprehensive brief
directly to the Federal Government, a copy of which
will be sent o each of the provinces.

Yours truly,

(Sgd.) WiLLIAM ABERHART,

Premier.
Hon. Newtox W. RowrLL, Chairman,
Royal Commission on Dominion-Provincial Relations,
Edmonton, Alberta.

The Commission also inquired if the Government
had any objection to its summoning various
officials to appear before it to give evidence on the
matter of overlapping, but the Premier objected in
view of the resolutions of the Legislature.2 At the
hearings in' Edmonton the Edmonton Chamber of
Commerce, however, presented a comprehensive
survey of the position of the Province within
federation, and thereby a serious gap in informa-
tion was avoided.

The Province of Quebec was represented at the
opening session of the hearings in Quebec City by
counsel who welcomed the Commission and
presented a memorandur setting forth its reasons
for not participating. The memorandum declared
in part:—

“. .. nous devons déclarer que le gouvernement de la

province de Québec ne comparalt devant cette Com-

mission, i en qualité de demandeur, ni en qualité de
défendeur; et qu'il n'entend &tre lié en aucune fagon
par les conclusions de votre rapport.

Si le gouvernement de Quéhec a cru devoir se faire
représenter & cette séance initiale, c’est qu'll n'a pas
voulu manquer de courtoisie envers la Commission;
¢'est aussi parce que son silence aurait pu étre con-
sidéré comme un acquiescement au principe qu’a posé
le gouvernement jéderal, en eonfiant & une Commis-
sion nommée par lui seul la mission de faire enquéte
en vue d’amender 'acte fédératif de 1867.3

2 Ev. pp. 662526,

2 Ev. pp. 8120-31, Provineial translation—" . . . we bheg to
state that we are not appearing before your Commission either ag
an applicant, nor as a defendant, and that we shall not feel bound,
in any way whatsoever, by the opinions contained in your report.

The Government of this Provinee is appearing before you
because, in the first place, it did not wish to be lacking in courtesy
towards this Commission, and also because its silence might have
Leen construed as an acquiescenee in the principle laid down by
the Federal Government, in appointing, of its own accord and
without consulting the Provinces, a Commission whosa report might
form the basis of possible amendments to the Constitution. . . .”



The Government of Ontario co-operated fully in
supplying the Commission with statistical informa-
tion, and in public hearings at Toronto, with the
exception of answering a number of questions
addressed to the Government by the Commission,
but later declined to co-operate further, alleging
that there had been a breach of faith on the part
of the Dominion Government which had changed
the gift tax section of the Income War Tax Act
prior to the Report of this Commission.4

Retirement of the Chairman, Chief Justice
Rowell.—To the great regret of his fellow Commis-
sioners, the Chairman of the Commission, Chief
Justice Rowell, became seriously ill in the early
part®of May, 1938, and was unable to attend the
public hearings in Quebec and Fredericton. For a
time it was hoped that the Chief Justice would
recover sufficiently from his iliness to permit him
to resume his work with the Commission. When
it was found that this was impossible the Chief
Justice’s resignation as Chairman was tendered to
the Dominion Government. After a lapse of several
months the Dominion Government felt compelled
to accept Chief Justice Rowell’s resignation and
Dr. Jos. Sirois was appointed Chairman, but no
new member was added to the Commission.

The illness and retirement of the Chief Justice
was to each of us a great personal loss, and we
bear tribute here to his fineness of mind and
character, his courtesy, patience, and consideration,
which made working with him a pleasure and a
privilege. As Chairman he guided the planning of
the research program and arrangements for final
. hearings, and he took an active part in the super-
vision of the research program up to the time of
his iliness. He presided at the public hearings in
seven of the nine provinces. His great knowledge
of Canadian affairs and of constitutional law, his
long experience in public life and private business,
his courtesy, tact and precision of mind, were of
inestimable value both in the conduct of the public
hearings and in the private deliberations of the
Commission. We deeply regret that it was impos-
sible for Chief Justice Rowell to participate in the
preparation of our Report, and he is not in any
way responsible for the eonclusions which we have
reached.

Final Hearings.—During our hearings in provin-
cial eapitals it had been indicated to the provinces
that an opportunity would be given to them to
make supplementary representations replying to

4 Letter, dated July 13, 1938, from Hon, M. F. Hepbura,
Premier of Ontarie, to the Seeretary, enclosing correspondence
hetween Mr. Hepburn and the Prime Minister of Canada.
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the contentions of other provinces and of reviewing
the research studies. Arrangements were made for
final hearings in Ottawa after the provinces had
time to consider each other’s evidence and the
research material prepared for the Commission.
With regard to the research studies the Commis-
sion wished to give the provinces and the Dominion

~ full opportunity to examine and criticize them

before they were put in final form or used for
purposes of the Report. Accordingly, draft copies
of the research material as completed were sent fo
the Dominion and all provinecial governments which
signified their desire for them (among them
Alberta). Final hearings were held in Ottawa from
November 24th to December 1st, 1938. The
Governments of British Columbia, Manitoba, New
Brunswick and Prince Edward Island were repre-
sented, and various supplementary representa-
tions were made on their behalf. (The representa-
tions of Manitoba were supported by Saskatchewan,
while Nova Scotia made certain comments to the
Commission in writing.) In addition, some of the
research material was discussed at length. Com-
ments on the research material, whether during
these hearings or by correspondence later, were
given careful consideration.

The fact that the Dominion Government and
several provineial governments did not appear at
our final hearings somewhat altered the character
of our inquiry. Qur task was, however, to some
extent simplified though not abbreviated. We
were obliged to continue with our inquiry without
having to consider how far our proposals would be
acceptable to any of the ten governments.

Form of the Report—The form of the Report
was naturally of much concern to the Commission,
but after due consideration it has arranged its
Report to correspond roughly to the nature of its
task. As already pointed out, the Commission was
both a fact-finding body, and a body to make
recommendations. For convenience it has accord-
ingly kept its recommendations separate in the
main from the detailed data on which they are
based. Book I of the Report represents a “pooling”
of the research work of the Commission’s expert
staff into the economic and social developments of
the past seventy years and their bearing on the
working of the federal system. Book II consists
of recommendations based upon the evidence sub-
mitted in public hearings and the facts disclosed
in Books I and IIT and in special research studies.
Book I1I consists largely of relevant statistical data
including summary statements of the Commission’s
exhaustive inquiry into Dominion and provincial
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public accounts, summary statements of municipal
finances, and statistical statements illustrating in
detail the Commissions’s financial proposals con-
tained in Book II. It should be fully understood,
however, that all three Books are part of a single
report which has been bound in separate volumes
merely for convenience. In addition to the Report
proper, for which the Commission must take full
responsibility, it may be noted again that the
Comiission has published in addition a number
of its special research studies which it believes to
be of general interest and relevant to the Report.
For these research studies the Comimission, of
course, does not assume responsibility.

»* * * »*

Although the Commission did not have the
benefit of any representations from the Dominion
Government it received full co-operation and
assistance from every official of the Dominion
services from whom it requested information. At
the request of the Commission a number of deputy
ministers, assisted by members of their staffs,
appeared at public hearings in Ottawa and gave
valuable information concerning the work of their
departments. In addition, much information,
statistical and otherwise, was prepared for us by
these and other officials in answer to private
inquiries. To all these officials we express our
appreciation for their patience and co-operation, and
it will not be inappropriate to mention the following
who gave us special assistance: Dr. R. H. Coats,
Dominion Statistician; Mr. C. Fraser Elliott, X.C,,
Commissioner of Income Tax; Mr. H. Marshall,
Dominion Bureau of Statistics; Miss Margaret
Mackintosh, Department of Labour; Dr. A, K.
Eaton, Department of Finance; Mr. V. C. Phelan,
Department of Labour; Mr. J. R. Beattie and Mr.
d. K. Coyne of the Research Department of the
Bank of Canada.

Particular mention must be made of the able
and willing co-operation which the Commission
received from the staffs of the Bureau of Trans-
lation and the King’s Printer, who were required
to work under great pressure and for long periods
of overtime in the final stages of the preparation
of the Report.

We desire to express our appreciation as a
Commission and as individuals for the courtesy
and hospitality which we have received in all parts

of Canada. We thank especially those organiza-
tions which submitted briefs, and those officials and
individuals who gave generously of their time and
ability to provide information which the Commis-
sion required from them. The arrangements made
by all provinces for the conduct of the hearings
left nothing to be desired, and the general spirit
of co-operation shown by provincial governments,
municipalities and organizations which appeared
before us was of great help to us in our difficult
task.

The Commission also wishes to record its
appreciation of the services and the fine spirit
of co-operation of its - secretariat, its research,
reporting and clerical staffs. In particular it would
mention the work of Mr. Skelton, who carried the
dual load of administration and direction of
research; of its other secretaries, Mr. Savard, Mr,
Eggleston and Mr. Fowler; of Mr. J. C. Thompson
who directed the Public Accounts Inquiry and Mr.
J. A. Brennan, C.A., his principal assistant; of
Miss Rowland and Mr. Deutsch who acted as Mr.
Skelton’s principal assistants in administration
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CHAPTER I

CONFEDERATION

1. TeE Forces LEaDING TO CONFEDERATION

Canadian Confederation was a great political
achievement. It was made possible by a remark-
able conjuncture of events which brought each of
the separate colonies to a crisis in its affairs at the
same time and pointed to political union as a
common solution of their difficulties. Great Britain,
for the time being disillusioned with empire, had
reversed the military and commercial policies which
had sheltered and nourished the colonies in the
past. The loss of the imperial preferences had
compelled all the colonies to face drastic readjust-
ments. In the Province of Canada, this disaster
coincided with the final failure of the costly St.
Lawrence transportation system designed to tap the
trade of the Middle West. The public finances of
the Provinee were seriously involved in the failure
of this ambitious venture at the very moment when
the strife between Upper and Lower Canada had
led to a political impasse. In the Maritimes, the
nicely balanced economy based on the sea was
threatened by the new agents of steel and steam;
an onerous public debt had been incurred for rail-
ways and the loss of the imperial preferences was
a heavy blow. These circumstances provided
tribulations enough for colonial statesmen; in addi-
tion there was the hostile attitude and aggressive
expansion of the United States.

The territorial aggrandizement of the United
States impelled a defensive political union of the
British colonies in North America. The loss of
imperial preferences and probable withdrawal of
trading privileges by the United States gave point
to arguments for economic union. The railways,
lately come to North America, provided for the first
time a means of uniting vast continental areas under
a single government. In a larger union, there might
be not only an escape from present and impending
misfortunes but also a brighter future. Out of the
failures of the past, the perils of the present and
the hopes for the future, there emerged a new
purpose and design for British North America. It
not only required that there should be union but
also decided largely the form it should take. . The
purpose, the original structure and much of the
subsequent history of the Canadian federation find
their explanation in the very factors which brought
union about.
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The American Revolution left half the continent
with two tiny pockets of settlement under the
British flag. These two pockets had developed into
four self-governing colonies, and struggling settle-
ments had gained footholds in the western wilder-
ness and on the Pacific Coast. The older colonies
had matured greatly, both politically and economi-
cally, but, being essentially dependent on water
transportation, they had remained isolated from
one another. As British dependencies, their
economic development had been shaped by the
imperial commercial system. They thought in
terms of external rather than British North
American trade.

The Maritimes looked to the sea. They con-
centrated on their timber and fish, their ship-
building and their carrying trade. Their own
hinterland and the vast continent hehind them
were little in their thoughts. The Canadas had
developed a thriving export trade in timber and
wheat. The most active spirits, however, took
these outlets for granted and faced inward on the
continent. For them, the St. Lawrence water
system was not so much a political boundary as
a great highway leading into the heart of the
continent. From the beginning, the Canadians had
dreamed of a future when a trade of continental
proportions would pour along their highway.” The

_other British colonies had little place in their plans

for the St. Lawrence as one of the great trade routes
of the world. And the concerns of the Red River
and Pacific Coast settlements were entirely foreign
to those of Canada and the Maritimes. The -
separate pre-occupations of the colonies had led
them in opposite directions emphasizing, in social
terms, their physieal isolation from one another.
Thus, in spite of their growth, the British
colonies in North America had remained small and
isolated pockets of settlement. They had grown
up in reliance upon the mercantile privileges
supplied by the British navigation laws and trade
preferences. This was their world and they would
be compelled to find an entirely new scheme of
existence if it disappeared. And disappear it did
in the two decades before Confederation. By
adopting free trade at home, Great Britain swept
away the privileges on which the provinces had
relied. With the grant of responsible government,
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imperial control over colonial fiscal policy was
relinquished. The imperial authorities insisted that
responsible government carried with it the respon-
sibility for defence and the colonies were notified
that the garrisons would be withdrawn. The
threatened recall of the legions marked the end of
the sheltered world the colonies had known.
Accustomed to shelter, the first reaction of the
Province of Canada was to seek a new privileged
relationship with the United States. This move-
ment which resulted in the Eigin-Marcy Reci-
procity Treaty of 1854 met with some .short-lived
success but the permanence of any such solution
soon became open to the greatest doubt. Unfor-
tunately for the peace of mind of the colonies, the
change in British imperial policy coincided with
the rise of continental imperialism in the United
States.l During the fifties and sixties, the far
west was rapidly organized into territories under
the aegis of the United States. The projection of
transcontinental railroads by American promoters
aroused deep alarm in the minds of British North
American statesmen.2 Aided by new methods
of settlement3 and transport, settlers were swarming
westward and eddying northward towards the
domain of the Hudson’s Bay Company.¢ This
quick advance across the continent was accom-
panied by hymns to “ manifest destiny” and by
repeated, though largely irresponsible demands for
the annexation of the British colonies to the north.
Even if Canada and the Maritimes were not
seriously threatened, it became increasingly doubtful
whether the United States could be prevented
from swallowing the rest of the continent, including
the territories of the Hudson’s Bay Company and
the feeble British settlements on the Pacific Coast.
The American Civil War with its border inei-
dents and its Anglo-American disputes intensified
the alarm, and anger at Great Britain ensured that
the United States would abrogate the Reciprocity
Treaty at the earliest opportunity. The “Alabama
claims” were translated into a demand for terri-
torial compensation. Various threatening gestures
were made by the American Union which emerged
from civil war as one of the great military powers
in the world. In the early sixties, the era of
peaceful political relations and advantageous
commercial arrangements with the United States

t Texas was annexed in 1845, Oregon in 1848, and Alaska
purchased in 1887.

2The Union Pacific was chartered in 1862 and the Northern
Pacific in 1864, the latter being frankly planned as an interna-
tional transcontinental road.

8In 1862, the Free Homestead Act opened the American West
on most advantageous terms to incoming settlers.

£ Minnesota, which lay Blst south of the tiny Red River settle-
ment, was admitted to the Union in 1858.

appeared to be definitely over. The political
independence of the colonies was insecure and their
material prospects were discouraging in the
extreme. They had lost their most valuable
commercial privileges in the retreat of one empire
and they had no hope of countervailing advantages
from the threatening advance of another.

The abrupt reversal of British policy and the
rapid expansion of the United States were events
of world-wide significance. Either of them taken
singly would have been a heavy blow to the prov-
inces. Their coincidence intensified this pressure
and gave it an urgency it might otherwise have
lacked. Had Britain retained the old ecommereial
system, the provinces might have remained uneasily
passive in the face of American expansion. If their
southerh neighbour had shown herself pacific and
eager to trade on advantageous terms, they might
have permitted themselves to be drawn quietly and
separately into her orbit. As it was, these events
were loosed upon them in the same period, forcing
them to contemplate radical measures. They began
to see solid advantages in a political union which
had never hitherto been seriously entertained.
Through a united front, they might hope to resist
the northward expansion of the United States. By
organizing trade among themselves, they might
compensate for the loss of their valuable commercial
privileges.

There were a number of factors in their domestic
situations which urged drastic action and also
pointed to the same solution. The long efforts to
draw the trade of the mid-continent down the St.
Lawrence had met with final failure. The public
debts incurred for railways and other improvements
of the St. Lawrence transportation system had
almost destroyed the credit of the Provinee of
Canada in the London money markets. The possi-
bilities of further expansion within the Province
were severely limited and vigorous commercial
groups in Montreal and Toronto, disappointed over
the failure to tap the Middle West, were looking
for new fields for enterprise. In these circumstances,
attention turned increasingly to the possibilities of
the North-West. The imperial authorities were
willing for Canada to take over Rupert’s Land.
As long as everything depended on water trans-
portation, it had not been commercially accessible.
But the coming of the railways seemed, for the
first time, to open the way for its development.
South of the boundary, the United States was
showing how railways could be used to organize
a continental domain. With the aid of this new
technique, Canada might duplicate the impressive




expansion of the United States. As an escape from
the disappointments of the past and the hampering
limitations of the present, the attractions of a
national transcontinental system became ever more
compelling. :

The pressure for expansion to the West came
mainly from Upper Canada, seething with the
typical urges of frontier America. This fact had a
disturbing influence on the unstable political union
of Upper and Lower Canada. In spite of the
unitary form of the constitution established in 1841,
the Province of Canada had taken on the main
features of a federal system. The Act of Union had
awarded each section an equal number of repre-
sentatives in the provincial assembly, and the
practice of dividing ministerial posts and votes of
public money fairly equally between them main-
tained an uneasy political balance between French-
speaking and English-speaking Canadians. The
instability of this equilibrium became more marked
as the population of Upper Canada outgrew that of
Lower Canada and the former demanded increased
representation which would reflect its decisive
superiority in numbers. The union thus endangered
the cultural heritage of Lower Canada. Annexa-
tion of the Northwest, leading to further British
settlement, would involve a westward transference
of the provineial centre of gravity. Lower Canada
would be doomed to political subordination, and
the threats to its cultural values were intensified.

French Canada would not acquiesce in the
swamping of its own way of life and the collapse
of the Taché-Macdonald Government in June, 1864,
after only three months of office, clearly revealed
the impasse to which Canadian politics had been
brought. The coalition which succeeded 1t was
frankly formed to explore the possibilities of federal
union, either of the Canadas alone or of British
North America as a whole. In the Province of
Canada, internal political deadlock and financial
stringency intensified the pressure for a sweeping
adjustment.

At the same time, the vision of transcontinental
expansion had begun to have some attraction for
the Maritimes. They were suffering from the loss
of their protected markets and the new techniques
of the indusirial revolution were disturbing their
habitual pursuits. Steam-driven vessels were over-
hauling the famous clipper ships and cutting
into the carrying trade of the Maritimes. These
circumstances led them to consider seriously the
possibility of closer relations with Canada. Here
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again it was the railway which brought this possi-
bility within the realm of the practical. New
Brunswick and Nova Scotia had strained their
public finances to build railways which were
as yet incomplete. But the completion of the
Intercolonial would, it was thought by many, bring
the commerce of Canada into the ice-free ports of
Halifax and Saint John. With a little optimism
they could see the trade of a transcontinental
British North America canalized in the same way.
And for the Maritimes too, the growing belligerence
of the United States darkened the horizon, and
imtensified the Maritimes’ recognition of their own
inability to protect the fisheries,

Thus the pressure for union grew out of the
circumstances of the colonies. The nature of these
circumstances, both economic and political, deter-
mined the character of the union. The political
conditions are familiar and need no further discus-
sion. The economic conditions influenced greatly
much of the framework and detail of the federal
scheme, To grasp the design of the architects of
Confederation it is therefore important to look
more closely at the economic and social eonditions
of the time. :

2. Tar EcoNoMY AT CONFEDERATION

About three and a half million people lived in
the British North American colonies at the time
of Confederation, three-quarters of them in the
Province of Canada. Four-fifths of the total
population was rural. Montreal, much the largest
city, had about 100,000 population.5 Most people
were engaged either in cultivating the socil or
extracting raw products from the forest and the
sea. These principal occupations supported a small
group of manufacturing, handicraft and service
industries, widely scattered through the settled
areas. These industries were sheltered from foreign
competition, partly by natural advantages such as
local abundance of cheap raw materials and the
lack of transportation facilities and partly by the
incidental protection of a revenue tariff. The
percentage distribution among the various occupa-
tions is shown in Table 1 on the following page.

5 Quebec with 60,000 and Toronto with 50,000 were the only
other towns boasting more than 30,000 population. Barely 12 per
cent of the total population lived in towns exceeding 5,000,



22

TasLe 1.—O0cCUPATIONS OF THE PEOrLE, PERCENTAGE
DisrriBuTioN, 18716

4
2
— [ = —
1% silss| 2
1 & |zf g2 &
% % % % %
Farmers, lumbermen and fish-
(=3 0111 1 U 51 52 51 52 51
Manufacturing and handi-
crafts................. ..., 14 i1 12 10 13
Construction and unskilled
Iabourers................. 18 17 18 15 18
Miners. . .ooovvnnvnnnnedoen oo ol 20......
Sub-total........... 83 80 81 79 82
Services*. . .ooverieiinnnnn... 7 20| 19| 21 18
Total . ovvniiiiii 100 { 100 100 | 100 | 100

* Includes wholesale acd retail trade, transportation and communicn-
tion, government and education, finance, the professions and personal
services.

The self-sufficiency of separate families and of
small isclated communities—in short, the rural
and frontier nature of the economies as a whole
—is illustrated by the relative unimportance of
the service occupations. A complex, highly special-
ized, metropolitan society requires a highly
developed system of services.7 In the Canada of
today, about forty per cent of the gainfully occu-
pied are engaged in supplying services rather than
in producing goods, compared with eighteen per
cent at the time of Confederation. The extraction
and crude processing of natural products then
absorbed the energies of most of the population.

The Maritimes—dependence on wood, wind and
water techniques

The economy of the Maritimes was based on the
forest and the sea. Fishing, lumbering, shipbuilding
and the carrying trade were the principal oceupa-
tions. Table I indicates that farming, lumbering
and fishing accounted for over half of those gain-
fully employed in New Brunswick and Nova Scotia.
As the numbers who made farming a full-time
occupation were not large, the overwhelming
importance of the forest and the sea is clear, The
Maritimes had grown up as a part of the old
British commercial systern which sought to make
the Empire a closed trading unit, and they had
responded to the demands of that policy. Fish had
long been one of the great staples which the
colonies were encouraged in various ways to

¢ These percentages are derived from the census of 1871 and
may be taken as approximately correct for 1867,

7 That is, occupations which are pot concerned with the direct
production of goods, such as wholesale and retail trade, transporta-
tion, banking, the professions, ete. .

produce. Indeed, the rise of Nova Scotia was, in a
measure, due to the protected markets for cod in
the West Indies which were partly lost by the
New England fishermen after the Revolution.
Accustomed to the sea, the Maritime fishermen
naturally undertook to carry their fish to their
markets and thus “Bluenose” ships first ventured
into deep-sea carrying. The markets of the West
Indies were many, small and scattered which
prompted the Maritime captains to diversify their
cargoes to facilitate ready disposal of them. Thus
the production of lumber, potatoes and miscel-
laneous gmall manufactures was stimulated at home
and these articles were added to the cargoes which

_ cleared for the West Indies.

In the same way, the large-scale exploitation of
the forest got its first stimulus from the establish-
ment of colonial timber preferences during the wars
with Napoleon. A large trade with Great Britain
in square timber grew up and reached its peak
about 1850. As the stand of large trees suitable
for this trade approached exhaustion, a demand
arose for lumber, particularly in the United States.
Saw-mills sprang up at the mouths of the rivers
in the Maritimes and exports of sawn lumber and
deals began to replace square timber. In the
sixties, the Bay of Fundy lumber trade was one of
the chief world staple trades in terms of volume.
The carrying of these bulky timber products always
made large demands on shipping and the Maritimes
were early drawn into building their own wooden
ships for the purpose. Most of the rough ships
used in this trade were sold in the same market as
the timber and lumber which they carried.

The shipbuilding and carrying trades sprang
from the basic Maritime occupations but soon grew
beyond them. At the middle of the last century,
the Maritimes were one of the world’s great
commercial maritime powers, holding fourth place
in registered tonnage of shipping. They had begun
by building ships to carry their own produce and
this still provided the backbone of the business. In
addition, however, the vessels of Nova Scotia and
New Brunswick were engaged in the trade from
Europe to the United States, to South America,
the Kast Indies and Australia. They carried coal
from England to the East, guano from the Chincha
Islands to England and France, petroleum from
the Gulf ports to Europe and South America and
wool from Australia to Europe. The “Bluenose”
vessels were to be seen In every great port in the
world.

The principal industries of the Maritime colonies
were thus closely allied and in large measure



complementary. It was impossible to think of the
Jumber or fishing industries apart from the ship-
building and carrying trades and, on the other
hand, anything which threatened the carrying trade
would compel fundamental and sweeping readjust-
ments in the other occupations. It was a highly
unified and integrated economy. In a personal and
more intimate sense, several of these occupations
were often unified in a single enterprise carried on
by one individual or trading group.®

Thus the Maritimes had mastered the techniques
of the wood-wind-water era. On the basis of forest
products and fish, they had made a place for them-
selves in world industry and trade. All their minor
and subsidiary occupations were nicely geared to
support and develop these leading industries. This
balance in their economy and the perfection of their
skills signified a confident maturity which enabled
them to compete on even terms in the deep-sea
carrying trade. :

Nova Scotia was the most diversified of the
Maritime Provinces. Its exports were of a greater
variety and spread over a wider range of markets.
Nevertheless, in 1866, fish accounted for over 40
per cent of the value of total exports.? The trade
in fish was almost entirely with the West Indies
and the United States, the former outlet in 1866
being only slightly more important than the latter.
The Reciprocity Treaty, which gave free entrance
to the American market, and the Civil War had
greatly stimulated the fishing industry in Nova
Scotia. Between 1860 and 1866, the value of Nova
Scotia fish exports rose by almost one-half and
about three-quarters of this increase was ahsorbed
by the expanding market in the United States.

It is difficult to state precisely the relative
importance of the principal occupations since so
many worked in several industries at the same
time. The schooners employed in fishing in the
spring participated in the West Indies trade during
the fall and winter. Most of the fishermen com-
bined farming and lumbering with their fishing.
A highly individualistic and resourceful people used
their farming operations to establish a marked

8 The following account brings this out clearly. “The lumber
for these assorted eargoes came from small local mills. Many of
these mills would be owned and managed by men who had farms in
the neighbourhood and whose interests a{so extended to the sea
and shins. The Blucnose farmer, proclaimed the handiest man in
the world, was commonly eredited with raising the potatoes for his
cargo, felling and sawing the lumber for it, building hia own
scheoner in his spare moments and finally sailing her down to the
Islands where he turned merchant and disposed of his wares.”
A. R. M. Lower, The North American Assault on the Cunadian
Farest, p. 70.

% Minerals made up 16 per cent of all exports, forest products
11 per cent, agricultural products about 20 per cent, and a miscel-
laneous group of products, including all manufactures, accounted for
only about 12 per cent,
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degree of self-sufficiency while they secured supple-
mentary cash income from fishing and lumbering.
A great many of them were, at one time or another,
engaged in the carrying trade. In addition to those
who made it a part-time employment, the carrying
trade provided full-time occupation for about 13
per cent of the gainfully employed in Nova Scotia
in 1866.

Mova Scotia built her ships for her own purposes
rather than for export. In the period between 1863
and 1866, the annual value of ships built was as
much as one-third of the total value of all exports.
The vessels owned by Nova Scotians in 1865 repre-
sented an investment of about $9 million compared
with a total capital investment in manufacturing
of $6 million. The available statistics do not
suffice to give a distinet and complete picture but
they do indicate that the life of Nova Scotla was
dominated by the sea.

The economy of New Brunswick had a much
simpler pattern than that of Nova Scotia. It was
virtually a vast lumber camp. In 1866, forest
products (excluding ships) made up nearly 70 per
cent of the total exports of New Brunswick.
Apart from subsistence fishing and farming, lum-
bering with its allied shipbuilding and carrying
trade made up practically the entire economy.
Great saw-mills were located chiefly at the mouths
of the St. John and the Miramichi Rivers giving
employment to three or four thousand men while
half as many again were occupied in the logging
activities which fed the mills. Thousands of
farmers derived a substantial part of their income
from logging and from growing hay, oats and
potatoes for the lumber camps.

The ships built to carry the lumber to foreign
markets were the most specialized product of the
New Brunswick cconomy. Between 1862 and 1865
the value of ships built in New Brunswick varied
from three-quarters to one-half of the value of all
other exports.10 Shipbuilding thus had a major
place in the economy. It was the one manufac-
turing activity (aside from the simple processing
of the saw-mill) in which the Province had a
differential advantage, providing an alternative to
mere extraction and export of raw materials. Most
of the towns were greatly dependent on the employ-
ment it offered. It brought in a relatively large
amount of income from abroad as about half the
output of ships was exported. The carrying trade
was not nearly as important as it was in Nova

10 They easily cxceeded by one-third the walue of ships built
in Nova Scotia during the same period.
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Scotia,11 yet about seven per cent of the gainfully
occupied inhabitants of the Province obtained full-
time employment in it. ‘The lumbering, ship-
building and shipping industries of both provinces,
but particularly of New Brunswick, prospered on
the demands of the American Civil War. With the
coming of peace, the American markets declined
sharply.

Prince Edward Island was neatly integrated in
this Maritime economy. Its people had retired
largely from the sea and taken up farming.12 It had
already become a highly developed and specialized
agricultural community. In 1867, it had approxi-
mately the same population, number of farms,
occupied acreage and grain production as at
present.13 Its considerable agricultural surpluses
went mainly to supply the exporting industries of
the neighbouring colonies. These, however, were
not adequate to the needs of Nova Scotia and New
Brunswick which imported large quantities of food-
stuffs annually from the United States.14

The Last Phase of the “Golden Age” of the
Maritimes—the coming of the steamship and
the railway

The very substantial prosperity of the three
Maritime Provinces in the pre-Confederation years
rested upon their fish and lumber exports, wooden
shipbuilding and their carrying trade. The main-
tenance of this “Golden Age”, as it has since come
to be known, depended on the continued stability
and prosperity of cach one of this set of closely
allied and related industries. By the middle sixties,
there were plenty of indications that it rested on a
precarious base. The best as well as the most
accessible of the timber resources had been cut off.
The commercial privileges contained in the colonial
preferences and the navigation laws were gone.
The provinees had to face the competition of New
England in the fish markets of the West Indies,
and with the abrogation of the Reciprocity Treaty
in 1866, they were compelled to forgo (temporarily,
as it turned out) their free market for fish in the
United States. The Civil War had stimulated
exports and provided new opportunities for the

carrying trade. It brought a lush, though temporary

1 In the sixties, New Brunswick had only about half the
registered tonnage of Nova Scotia,

12 There was some fishing and at times an important ship-
building industry, but farming was by that time by far the most
important occupation.

13 In the present century there has been s considerable shift
toward the production of agricultural specialties such as dairy
products, potatoes, eattle and foxes.

14 A large proportion of these imports from the United States
cPonsilsteg of wheat and flour, trans-shipped from Upper Canada, via

ortland.

prosperity and masked, for the time being, the
long-term factors which were operating against the
Maritimes. Once the War was over, the full weight
of these factors began to be felt and the “Golden
Age” soon became a memory.

It was the coming of the steamship which most
surely foreshadowed the decline of this balanced
economy of the Maritimes. By 1860, the holds of
steamers already supplied about ten per cent of
the ocean tonnage of the world and sailing vessels
were being forced into longer and less profitable
hauls. Steamships were regularly making better
Atlantic passages than the fastest sailing ships.
The age of steel and steam was ousting the wooden
sailing ships and undermining the foundations of
the economy of the Maritime Provinces.

The implications of steel and steam were as yet
only vaguely realized. Scaremongers might forecast
their significance but, as in most human affairs,
only a demonstration would carry conviction. The
opportunities arising out of the Civil War had
carried Maritime prosperity to its highest peak
and it was not realized that the assurances given
by this bustling activity were superficial, or even
false. The Maritime people believed in the sea.
They were confident of their power to make any
necessary adjustments and maintain their enviable
position in the commerce of the world.

If they were not alert to the threat of the steam-
ship, they were becoming very much alive to the
promise of the raillways. It was seen that railways
would improve their communications and open up
their own hinterland for development. Many were
confident that railways would open markets for
coal, fish, and manufactures in the Canadas and
draw the expanding commerce of the interior to
their seaports. The coal interests of Cape Breton,
for example, were strong supporters of the Con-
federation scheme. For almost the first time, the
Maritimes began to feel the pull of the continent
behind them.

For upwards of twenty years before Confedera-
tion, they had tried to secure the building of a
railway to connect Canada with the Maritime
winter ports. But projects for the Intercolonial
had always collapsed. It was not attractive to
private capital. The governments in the colonies
were never able to agree on the terms on which
it should be built as a joint project. The British
Government, whose guidance and assistance alone
could have surmounted these obstacles, wanted a
military and strategic road, hugging the east shore
of New Brunswick, while New Brunswick, in
particular, disdained a railway which failed to



connect Saint John and Fredericton with the
.Canadas.

An equally ambitious scheme which failed of
fruition was the “European & North American
Railway”, designed to connect Halifax and- Saint
John with Portland, Boston and New York and to
. deliver trans-Atlantic passengers, mail and express
freight in record time. The hopes of an imperial
guarantee were disappointed and New Brunswick
and Nova Scotia could not finance either line them-
selves. They did, however, build pieces of railways,
designed to fit into the larger schemes but insuffi-
cient to give them the external connections they
desired. Thus by the time of Confederation, the
two Provinces had built 379 miles of railway which
improved their internal communications but harmed
their own coasting trade. The most impressive
result obtained was the addition of some $10%
million to their public debt.

On the eve of Confederation, then, the Mari-
times had a mature and prosperous economy,
dependent on a wood-wind-water technique fast
becoming obsolete. They were beginning to feel
the pressures of the revolution in transportation.
Their tentative efforts to apply the new technique
of steel and steam and to integrate their economies
with those of the United States and the St.
Lawrence Valley had been unsuccessful, and they
were debating the question whether the promise of
an intercolonial railway was worth the obligations
and the risks of political union with Canada.

The Canadas—their concern with transportation
—common and conflicting interests

Upper and Lower Canada, although divided by
cultural and sectional cleavages, had never been
intended by nature to form separate economic
systems. The St. Lawrence, with its access to the
sea ‘and its ingress to the continent, was bound to
unify its drainage basin economically. There are,
therefore, better reasons than the political union
of 1841 for discussing the pre-Confederation Canada
as an economic entity.

The St. Lawrence basin contained a considerable
area of fertile land lying south of the Laurentian
plateau. This available land had been largely
filled with settlers in the years before Confedera-
tion. Along with this rapid agricultural develop-
ment had come a flourishing pioneer industry,
laying the foundations for a diversified economy of
modest yet substantial proportions. Under the
conditions of the time, it was naturally becoming
a community of settlements, devoted to internal
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trade and commercial intercourse with the United
States.

At the same time, there was an aggressive
and ambitious commercial group in Montreal,
supported in the later part of the period by the
growing commercial interest in Upper Canada,
which thought of the St. Lawrence as primarily a
trade route and which had vigorously endeavoured
to have the whole political and economie structure
accommodated to that conception. From the days
of the fur trade, the commercial group in Canada
had seen the St. Lawrence as an integral part of
the old British commercial system and had striven
to make the trade of a continent flow through their
hands instead of through New York. Successive
colonial governments had been inspired by this
dream with the result that government policy and
public finance had been harnessed to the grandiose
conception of the St. Lawrence as a trade route.
In ambitious but always futile efforts to realize this
great plan, the Province had accumulated a set of
public works and a crushing public debt, both too
massive for an economy limited by its own
boundaries.

New York had challenged the St. Lawrence trade
route, first by the Erie Canal and then by the
railways. Canada had countered, first, by the canal
system of the St. Lawrence, built as a government.
project, and second, by the Grand Trunk Railway,
undertaken by private capital but relying heavily
on government loans. Both Canadian ventures
failed to attract the trade of the American Middle
West. In 1862, soon after the completion of the
road, the Grand Trunk Railway Company was in
serious financial difficulty.

The Government of Canada had gambled heavily
in railway development through the fifties and early
sixties. By 1866, it had loaned $33 million to
railway companies while municipalities had con-
tributed $7 million. Virtually the whole of the $40°
million, which made up forty per cent of the total
provincial and municipal debt, was uncollectible.
If canals are included, the government investments
in transportation amounted to almost six{y per cent
of the provincial and municipal debt. Altogether,
about one-third of the current expenditures of the
Province and the municipalities were incurred on
transportation. The attempt at commercial inte-
gration with the interior of the continent had
irretrievably failed and left behind it a burden of
debt which weighed oppressively on the economy.
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The railway development of the preceding decade
had opened up the country for settlement and for
exploitation of its great timber resources remote
from the river valleys. The flow of immigrants
had filled up the most promising parts of the
Provinee and almost all the good agricultural land
had been occupied. By 1866, forty-one out of the
fifty-one million acres surveyed had been disposed
of. The pioneer type of community must expand
outwards and the substantial limits of that type
of expansion in the Province had been reached.

Despite the concentration of public expenditures
on the development of the trade route, agriculture
had become the most important source of liveli-
hood in Ontario and Quebec and it had displaced
the forest as the chief source of exports. The
latter, however, retained much of its old import-
ance. Lumber had succeeded fur as the great staple
emerging from the St. Lawrence. The industry
prospered, first, on the British colonial preference
and then on the expanding markets of the United
States. Farming communities grew up around
and depended on it. The coming of the railways
increased the available supplies and general expan-
sion and the American Civil War stimulated
demand. The building of wooden ships flourished
at and near Quebec and the lumber trade made
this city one of the great shipping centres of the
world at the time.15

Over half of those gainfully occupied in the
Province of Canada were employed in farming and
lumbering. In the period, 1860-65, agricultural
and forest products provided over four-fifths of
the exports. The combined stimulus of the
Reciprocity Treaty and the Civil War had greatly
increased the exports of both groups of commodities
to the United States.1® The abrogation of the
Treaty threatened very serious consequences,
particularly for agriculture the exports of which
were almost double those of the forest industry
during the period 1860-65.

The Rise of Manufacturing in the Canadas

The manufacturing industry had grown rapidly
and was becoming diversified after 1850. The
new industrial methods spreading out from
England were attracted by local supplies of raw
materials and the natural shelter arising from lack
of transportation facilities. The revenue tariff
afforded some incidental protection. Under such

15 Almost half the population of the City of Quebec was directly
supported by the shipbuilding industry alone.

16 Total exports to the United States, which had averaged
scarcely $9 million for the period 1852-54, had grown to an average
of about $19 million for the period 1860-65.

circumstances, local production of some articles
was more economical. Accordingly, most of the,
manufacturing industry was scattered in small
units through the towns and villages of the agri-
cultural settlements. Generally, it was of a kind
which required little capital and little highly
specialized skill. As the railways spread, there was
a tendency toward increase in size of unit and
concentration m strategic centres. There had long
been 4 large flour-milling industry in Montreal,
catering to the export trade, and industries
began to concentrate in Hamilton and Toronto.
In general, however, manufacturing enterprise
remained small, simple and decentralized. Almost
every town produced agricultural implements and
the other tools used by a pioneer community.
Machinery and tools requiring a high degree of
gkill for their production were almost entirely
imported. Woollen mills, boot and shoe factories,
furniture factories, breweries and distilleries thrived
on local raw materials and the incidental protection
of a revenue tariff. But in such commodities as
cotton and linen textiles, dependent on foreign raw
materials, no progress was made toward local
production.

In spite of the rapid development, the total
industrial factory production was small. This was
by no means entirely due to the economic
advantage of buying cheap foreign manufactures
with exports of raw materials. To a degree which
we now find hard to realize, individual households
were self-sufficient. There was also a large group
of craftemen who lived largely by barter. The
blacksmith, carpenter, shoemaker, tailor and dress-
maker produced a variety of the basic necessaries,
often in return for produce or a share of the raw
materials used. In the census of 1871, this group
of eraftsmen reported an output equal to one-fifth
of the total of all manufacturing establishments,
excluding saw mills and flour mills.

Cheap and improved transportation had already
begun to draw industry from the farm and the
village to the city. But the huge concentration of
industry into large units in the relatively few great
industrial centres of today had. to await further
developments in transportation, the improvement
of old and the invention of new techniques, the
extension of markets and the perfection of the joint
stock company as an instrument for collecting large
pools of capital. At the time of Confederation,
small enterprise still ruled the field. In 1870, the
average capital invested per establishment was
81,900 compared with $217,000 for 1930. In 1870,
the three leading urban centres contributed about



one-quarter of the total net value of manufactures
while today they contribute nearly one-half. In
. 1867, there were not more than 50,000 labourers
employed in all the cities of the four provinces.

Self-Sufficiency—the importance of the family as
an economic and social umit

Seventy or eighty years ago, material income
was, for most, limited to the basic requirements
of food, clothing and shelter. These were chiefly
the product of local industries, geared to local
consumption, and in which individual enterprise
was predominant. To a great extent, they were
secured without passing through the money
exchange system at all. Thus the sharp and
frequent trade fluctuations of the period did not
cause profound dislocations. The simplicity and
decentralization of factory industry and the ease
with which the worker could retreat to the self-
sufficient farm gave to the economy a capacity for
adjustment which it has largely lost in later years
with the shift to large-scale organization and urban
congentration.

In Lower Canada, agriculture was on a more
nearly self-sufficient basis than in any of the other
provinces. Very little was produced for sale and
the farmer was absorbed in the manifold activities
necessary to make the family a self-sufficient
economic unit. In Upper Canada, on the other
hand, newer soil and larger holdings yielded con-
siderable surpluses for sale. The surpluses in the
early days were mainly wheat; and relentless
cropping provided large exports in the days of the
colonial wheat preference, and later during the
Crimean War. In the sixties, decline in fertility
of the soil, the Reciprocity Treaty and the American
Civil War resulted in a greater diversity of products.
By 1866, exports such as barley, rye and cattle
had become important. Exports of cheese were
stili small and the sale abroad of commodities
such as tobacco, fruits and vegetables had to await
improvements in transportation and the develop-
ment of a more intensive and specialized agri-
culture. Although agricultural exports increased
greatly in the decade before Confederation, the
return from this market provided a relatively small
part of total farm income, the average income per
farm from this source being from sixty to seventy-
five dollars per year.

The increase in cash income and the high
prices for many products during the American
Civil War were coaxing many farmers away from
self-sufficiency and into specialization. This move-
ment, however, was just beginning and the farm
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household in Upper Canada was still a basically
self-sufficient unit. Food was grown and processed
at home. The raw products of the farm were
turned into articles of wear with the assistance of
the local shoemaker and tailor who would take
produce in return for their services. Such neces-
saries as tea, sugar, hardware and certain articles
of clothing which could not be produced at home
were generally obtained by barter from the local
general store. Tallow was turned into candles,
fatty refuse into soap, and the tools which were
beyond the ingenuity of the farm workshop could
generally be eontrived by the local blacksmith.

What was true of the Upper Canada farm was
even more true of the agricultural communities in
Lower Canada and the Maritimesl? where such
things as furniture, carts, and carriages were
frequently made on the farm. The farm of the
period was a miniature factory or combination of
factories. Much of the work of the large indus-
trial army of today, concentrated in highly
specialized factories in the cities and towns was,
in that early period, performed in a multitude of
rural households. ’

However prices might fall and cash income from
other sources might melt away, the farm household
always produced enough to prevent abject poverty.
This fact had its importance for other industries
as well. The farm was often a base of operations,
on which individuals could fall back when other
projects and occupations ended in disaster. In the
Maritimes, agriculture, fishing and lumbering were
closely allied. Everywhere the family and its
relatives were a close economic unit; the various
members helped one another when new enterprises
were started or old ones failed. The material basis
for this mutual welfare association was the family
farm.

The Economic Outlook of the British North
American Colonies—the coincidence of un-
favourable developments

The closely inter-related activities of the Mari-
times dependent upon the wood-wind-water tech-
niques, and the agricultural, forestry and commercial
economy of the Canadas had achieved a considerable
prosperity in the decade before Confederation.

17 In 1870, seven and a half million yards of woollen cloth
were produced on farms in Conada. This was nearly equal to the
total value of the output of the numerous woollen mills and the
imports of woollen cloth combined. In a gpeech at Halifax in
1865, A. G. Archibald referred with pride to the Maritime agri-
culturalists, “the great body of settlers in the country whose backs
are covered with woollens of their own production, whose feet are
shod with the hides of their own cattle, who sleep between blankets
of their own wool and their own weaving—on feathers from their
own farmyards.” Euvening Ezpress, January 4, 1863,
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However, in each of the British North American
colonies the basis of that prosperity threatened to
disappear as the 1860’s drew to a close. The
Province of Canada had a transportation system
which had been conceived for a continental
commerce rather than for its own needs as an
economic unit. The commercial dream had
evaporated and left a paralyzing burden of public
debt. Further industrial expansion depended on
expanding markets. Unfortunately, the limits of
great agricultural expansion had been reached. The
best land was occupied and profitable exploitation
of the poorer land depended upon buoyant foreign
markets for agricultural exports. The outlook for
such export demand was gloomy. Hopes for
renewal of the British preferences had been extin-
guished. Most threatening of all was the loss of
American markets for agricultural products, fore-
shadowed by abrogation of the Reciprocity Treaty
and the agricultural expansion of the Middle
Western States. For five months of the year,
Canada had no outlet to the sea and there was
constant fear that the United States would make
good its threat to withdraw the bonding privileges
for Canadian trade. The factors which had made
for expansion in the past had practically played
themselves out.

The full significance of this is clearly revealed
by the movements of population. From 1851-61,
the British North American colonies are estimated
to have held the equivalent of their own natural
increase and a net balance of 175,000 immigrants
over emigrants. From 1861 to 1871, there was a
net emigration of over a quarter of a million,
involving the loss of about one-third of the esti-
mated natural increase for the period.18 Canada
was failing to attract immigrants and losing her
native sons. The prospects indicated decline
rather than expansion. And on a declining rather
than an expanding prosperity the burden of the
large public debt would become intolerable.

The economic outlook compelled the Province of
Canada to search for a means of escape from
hampering burdens and limitations. Judging from
the spectacular progress of the United States, the
coming of railways had made practicable the
hitherto vague project of acquiring Rupert’s Land
and of linking up with the colony on the Pacific.
They would also furnish winter access to the sea
through the Maritimes. By bringing this area,

18 These figures are for sll the provinces, But the Province of
Canada had threequarters of the total population and there was
little movement of population in the Maritimes, articularly in the
latter decade. The figures, therefore, give a substantially correct
picture for the Province of Canada.

stretching from sea to sea, under a single govern-
ment, vast new possibilities for expansion would
be opened. The trade of the Orient would be -
tapped and a great internal market, integrating
the occupations and resources of ail the colonies,
would be established. With some reorganization,
the transportation system of the Province of
Canada could be transformed into an important link
of a national transcontinental system. It would
cease to be a burden and become a valuable asset
which Canada could contribute to the joint capital
needed for the new venture. It is significant that
the Grand Trunk Railway Company, whose
fortunes were as much at stake as those of the
people of Canada, reached the same conclusion.
The president of the company, Edward Watkin,
came to Canada in 1862 to investigate its difficul-
ties. He decided that the only hope of salvage
was the launching of a larger venture and thence-
forth he was a powerful and effective advocate of
union of the British North American colonies.

The opening up of the Northwest had had a
romantic appeal in the eastern colonies for two
decades. Its possibilities were imagined to be great,
but there was little on which to base an estimate
of its solid possibilities. The Red River Settle-
ment contained scarcely ten thousand people. Most
of these were half-breeds. The manner of their
livelihood had been fixed by the activities of the
Hudson’s Bay Company and they were indifferent
to any intensive cultivation of the soil. However,
the isolation of the Settlement was over. Hundreds
of carts were employed in overland transport
between Fort Garry and St. Paul. There were
steamboats on the Red River and American settlers
and railways were pushing toward the ill-defined
lands of the Company, The new methods of trans-
portation were threatening the Hudson Bay route
and disposing the governors of the Company to
consider the future closely. Inside the settlement,
the settlers were dissatisfied with the Company
Council’s rule.

Beyond the mountain barrier, on the Pacific
Coast, the two colonies of Vancouver Island and
British Columbia were united in 1866. Union had
been brought about largely by the staggering public
debt and repeated budget deficits. These colonies
had just experienced a mushroom growth, due
almost entirely to the gold rush which began in
1855 and which collapsed suddenly about ten years
later. In the first year of the gold boom, it is
estimated that some 25,000 people entered the two
colonies. The feverish search for gold produced a
rapid but precarious expansion. Trade and con-




struction flourished and the subsidiary industries
of lumbering and agriculture sprang up. The
Government piled up large debts in promoting
developments such as the Cariboo road. Then
suddenly the rich gold diggings petered out and
population fell sharply. In 1866, the total immi-
grant population of the new Province of British
Columbia was little more than ten thousand. The
credit system built up to serve the new mining
enterprises crashed and buoyant optimism was
replaced by gloom and depression. The public
debt mounted to more than one hundred dollars
per white inhabitant and the budget could not
be balanced. British Columbia, depressed and
discontented, was concerned to extricate itself from
isolation and the burden of the public debt.

Union—a common means of escape and renewed
exrpansion

Thus, for diverse reasons, the economic outlook
of all the British North American colonies on the
eve of Confederation had many alarming and
depressing features. It was a significant coin-
cidence that all the colonies, travelling their
separate and well-nigh independent paths, reached
an economic cross-roads at the same time. The
Canadas, burdened with the failure of their two
great bids for western expansion, and dispirited
by the closing of their own frontier, were in need
of a new outlet and stimulus. The Maritimes,
tied to a dying industry, were in even greater, if
less conscious, need. The tiny Red River Settle-
ment was beginning to find its feet, but was
toddling into the arms of the United States in the
process. The Pacific Coast gold rush had fostered
some basically sound development, but its reces-
sions had left a small population stranded with a
large debt.

Isolated as were the colonies from one another,
the Maritime colonies and the colony of Canada
were brought together by certain common char-
acteristics in their external relations and the effects
of technological changes on their economies. All
had been deeply affected by the radical change in
imperial commereial policy; all had turned hope-
fully to the United States and had established
profitable but precarious relations; all were deeply
alarmed at the prospect that these might be rudely
terminated. The impact of the steamship, the
railway and the industrial revolution had affected
them all profoundly, if variously. The new means
of transportation made possible a union of con-
tinental proportions in which all hoped to find
escape from existing difficulties and stimulus for
renewed expansion and prosperity.
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3. Tae NaTture oF CONFEDERATION

Principal Objectives

‘onfederation was conceived as the solution for
a number of political and economic difficulties and,
therefore, had both political and economic aims.
Politically, it was designed to establish a new
nation to meet the changed conditions of British
policy and to brace the scattered provinces against
possible American aggression. Economically, it
was intended to foster a national economy which
would relieve dependence upon a few industries
and lessen exposure to the effects of the economic
policies pursued by the United States and Great
Britain. -

Political union was expected to promote strength
as against the external world. The triumphant
Northern States appeared a threat to territorial
integrity. Other interests needed protection too.
Nova Scotia felt her deep-sea fishery interests
threatened, and the special institutions and culture
of Lower Canada would not long have survived
absorption of the colonies by the United States.
Political union was designed to defend navigation
rights on the St. Lawrence and its canals, and
fishing rights at sea. A single united authority
could use both these and access to its extended
internal market as bargaining counters for advan-
tages in international trade. A stable political
authority would restore the public credit, so badly
damaged by the accumulation of debt and political
dissension. In the money. markets of the world,
the credit of the whole would be greater than that
of the parts and would provide a broader base for
the government expenditures necessary to attain
new and difficult economic objectives.

Federal union was a plan whereby, through
mutual concession, cultural and local loyalties could
be preserved and reconciled with the political
strength and solidarity of the whole. These
separate loyalties were strong and their existence
was keenly realized. They existed not only in
Canada but also in the Maritimes where they had
helped to frustrate projects for Maritime legis-
lative union. Mutual concession required the
English-speaking elements of Lower Canada to
relinquish their integral union with the English-
speaking people of Upper Canada while the French-
speaking Canadians abandoned their objections to
a superior political authority in whose councils
they would be in a minority. In compensation, the
broad questions of trade and commerce which so
intimately concerned the English-speaking people
of Lower Canada were to be given to the federal
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authority, thus securing the benefits of single
control in these matters of general interest while
French-speaking Canada was to be secured in sole
control of the cherished values it so tenaciously
held. Equally, this solution offered security for the
historic traditions firmly rooted in the Maritimes.

Economically, the first objectives of Confedera-
tion were to establish a free-trade area comprising
the five old provinces and to develop inter-
provineial transportation facilities. The resources
and industries of the several provinces, it was
thought, would prove complementary to each
other, and would increase prosperity and self-
suficiency. To make this a reality, the Inter-
colonial Railway was to link the Maritime Prov-
inces with the St. Lawrence Valley and to give
Canada winter access to the sea.

Another great economic objective of Confedera-
tion, to be realized as soon as circumstances
permitted, was the opening up of the Northwest
and the inclusion of the Pacific province. For the
Province of Canada, in particular, this westward
expansion was to provide an escape from a
cul-de-sac and the threatened economic stagnation.
New frontiers and new resources would provide
opportunities for settlement and development. It
was recognized as an immense undertaking for
which no specific detailed plan could be made under
the urgencies and limitations of the moment.

This project had to await the acquisition of the
lands of the Hudson’s Bay Company. It required
the building of a transcontinental railway. This,
in turn, depended upon attracting new capital and
capital, at that time, had become shy of Canadian
ventures. Collective effort and resources on a scale
which only government could secure were necessary
and, at the same time, conditional on the restora-
tion of the public credit.

Although these plans were necessarily vague in
1867, they were nevertheless resolutely held. The
new political framework was designed to give the
Federal Government ample powers for the
prodigious task of opening up the West. The
Federal Government was intended to give a
vigorous lead in the development of the new
national transcontinental economy and in matters
relating to that development there was to be no
doubt, such as had recently arisen in the United
States, about its authority,

There were some among the Fathers of Con-
federation who favoured a unitary state as an
instrument for realizing these plans. As is well
known, John A. Macdonald had a strong prefer-
ence for a unitary state and Galt accepted the

federal scheme with reluctance and hoped it might
later coalesce into a legislative union.l® But
legislative union was not acceptable to the French-
speaking Canadians or to the Maritime Provinces.
Furthermore, municipal institutions had not yet
been established in the Maritimes, and they were
still in the early stages of development in Lower
Canada. The centralization of all governmental
powers under one government was, therefore,
impracticable from an administrative point of view.
The distractions of local administration might well
have diverted some of the energies of the central
government from its larger creative tasks. Thus,
for various reasons, the builders of the new nation
planned a federation comprised of a central govern-
ment with authority over matters of general and
common interest and provineial governments with
authority over matters of local concern.

The Division of Legislative Powers

The British North America Act was the final
embodiment of their scheme. The acknowledged
necessity of a federal type of union was recognized
by the preamble to the Aet which recited the desire
of the Provinces of Canada, Nova Scotia and New
Brunswick “to be federally united into One
Dominion”. The vital core of a federal constitu-
tion is the division of legislative powers between
the central authority and the component states or
provinces. This division represents the compromise
between the forces which make union possible and
those which inhibit the formation of a closer
union. It marks the limits of what can be done
by common agreement and the extent to which
the separate states must be permitted to differ
and work out their own destinies. In sections 91
to 95 of the British North America Act, the main
lines of this division were set forth.

In section 92, certain classes of subjects were
enumerated and the provinces were given exclusive
power to make laws in relation to matters coming
within these classes of subjects. These classes
included such things as the administration of
justice, municipal institutions, the establishment
and maintenance of prisons, hospitals, asylums and
charitable institutions and control over the public
Jands of the province. The provinces were also
given control over local works and undertakings.
But an exception reserved international and inter-
provincial lines of transport and communication to
the Dominion and authorized the Dominion to take
legislative power over any local work at any time

19 Speech on the Proposed Union of the British North
Anaezrican Provinces, delivered at Bherbrooke on Nov. 23, 1864,
P.



by declaring it to be for the general advantage of
Canada or for the advantage of two or more prov-
inces. A power of direct taxation to raise revenue
for provincial purposes was given, although it was
thought that expanding revenues from the public
lands would make it generally unnecessary for the
provinees to exercise this power.20

The classes of subjects in section 92 included
two of vague and general reference, viz., “Property
and Civil Rights in the Province” and “Generally
all Matters of a merely local or private Nature in
the Province”. Section 93 gave the provinces
control over education, subject to certain clauses
designed to protect the rights of Roman Catholic
and Protestant religious minorities. By section 95,
the Dominion and the provinces were given eon-
current powers- over agriculture and immigration,
federal legislation to prevail in case of conflict.

The opening paragraph of section 91 gave the
Dominion power “to make Laws for the Peace,
Order and good Government of Canada, in rela-
tion to all Matters not coming within the Classes
of Subjects by this Act assigned exclusively to the
Legislatures of the Provinces”, That s to say, the
residue of powers not expressly given to the prov-
inces was reserved to the Dominion. The section
then proceeded with a specific enumeration of
twenty-nine classes of subjects, illustrating but not
restricting the scope of the general words used
earlier in the section.

This enumeration included such classes of
subjects as defence, criminal law, naturalization
and aliens, and the postal system. It also included
regulation of trade and commerce, fisheries, bank-
ing, currency and coinage, commeicial paper,
weights and measures, bankruptey and insolvency
and certain other topics of primarily economic
reference. It also gave the Dominion unlimited
powers of taxation. The concluding paragraph of
section 91 provided against these enumerated topics
being “deemed to come within the Class of Matters
of a local or private Nature comprised in the
Enumeration of the Classes of Subjects” assigned to
the provinees by section 92. An exception to
section 92 gave the Dominion control over all
interprovincial and international transportation and
communications.

The Problem of Interpreting the Division of
Legislative Powers

No amount of care in phrasing the division of
powers in a federal scheme will prevent difficulty
when the division comes to be applied to the

20 Speech by Galt, Confederation Debates, p. 68,
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variety and complexity of social relationships. The
different aspects of life in a society are not insulated
from one another in such a way as to make possible
a mechanical application of the division of powers.
There is nothing in human affairs which corre-
sponds to the neat logical divisions found in the
constitution. Therefore, attempts to exercise the
powers allotted by the constitution frequently raise
questions as to its meaning in relation to particular
circumstances.

The British North America Act has not escaped
this difficulty. Manifestly, it would be difficult
for the Dominion to make any law for the “Peace,
Order and good Government of Canada” without
affecting, in some way, one or other of the specific
subjects in relation to which the provinces were
given exclusive powers. On the other hand, laws
made by the provinces under the heads of juris-
diction given by section 92 would frequently have
direct implications for the “Peace, Order and good
Government of Canada” or would bear in some
unexpected way upon the enumerated classes of
subjects in section 91 over which the Dominion
was given exclusive power. The implications and
sometimes the express provisions of legislation
would seem to cross the line which, in theory,
divided the spheres of legislation assigned to the
provinces and the Dominion. In a variety of
circumstances, the problem of what amounted to
an invasion of the field of one by the other would
raise difficult questions of interpretation.

The task of interpretation was complicated by
the existence, in sections 91 and 92, of several
general descriptions of the ambit of legislative
power given to the Dominion and the provinces
which lacked a clear, legal meaning. “Peace,
Order and good Government”, “Regulation of
Trade and Commerce”, “Property and Civil Rights
in the Province” do not convey precise signification.
Since 1867, the Privy Council has had the last word
on the meaning of the British North America Act
and has laid down rules of construction for deter-
mining when section 91 was to have primacy over
section 92. By a process of textual criticism, it
has given some concreteness to the general phrases
just mentioned. In this way, it has elucidated the
legal meaning of the constitution and imparted
greater certainty to the division of powers than
could have existed when the Act first came into
operation. This legal meaning is binding on all
other courts and on the Dominion and provineial
legislatures.

The British North America Act was a statute
of the British Parliament and the Privy Council
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brought to its task of elucidation an elaborate set
of rules binding on the courts in their interpre-
tation of all statutes. These rules required the
Privy Council to consider the literal meaning of the
words used without any conjectures as to the inten-
tions of those who framed the Quebec and London
Resolutions. The Privy Council as a court was
not free to consider historical evidence about inten-
tions but was bound to restrict itself to a considera-
tion of what may be called, by contrast, legal
evidence—the intention actually expressed by the
words used in the Act.21 Much controversy, past
and present, has centred on the question whether
the intention which the Privy Council has found
to be expressed in the Act accords with the actual
intention of the Fathers; in short, whether we now
have the constitution which they intended to give
us.

Some are satisfied that the Privy Council has
merely made explicit what the Fathers intended.
Others dismiss the controversy on the ground that
we cannot now know what they intended. Others,
again, hold that the’ constitution today is vastly
different from what its framers meant it to be and
seek to support their contentions from certain
historical evidence. The interpretation given by
the Privy Council will be considered in later
chapters. In an account of the forces behind Con-
federation and of the nature of the constitution
established in 1867, it is important to note the
historical arguments which form the basis of many
current criticisms of the Privy Council.22 For
purposes of record, we summarize these arguments
here but, as we shall indicate later, we do not
accept them as conclusive upon certain points,
some of them of considerable importance. The
critics of the Privy Council do not appear to have
fully substantiated their case but, at the same time,
they do marshall an impressive mass of historical
evidence in support of their general conclusions
and their arguments cannot be dismissed as mere
hypotheses. Confederation being relatively close
to us in time, and the records of its achievement
being relatively ample, it is argued we have no
reason to assume that it is inherently impossible
to determine now the intentions of the Fathers,
although it may well be admitted that it is difficult
to establish with conclusive finality the meaning of

21In interpreting the British North America Act, “the question
is not what may be supposed to have been intended but what has
been said.” Lord Sankey in Edwards v. Afiorney General of
Canada, [{1330] A.C. 124 at p. 137.

2 Eyg., C. H, Cahan, The British North America Act, 1867, an
address delivered before the Canadian Club of Toronto, September
15, 1937; ¢f. Report pursuant to Resolution of the Senate to the
Honourable the Speaker, by the Parlicmentary Counsel relating to
the Enactment of the British North Americe Act, Ottawa, 1939.

some of the phrases which they employed. The
historical case presented by the critics of the Privy
Council has not been accepted by all authorities
but it merits the attention and consideration of
serious students of the problem.

Historical Interpretation of the Intentions of the
Fathers—arguments supporting a broad view
of Dominion powers

Some historians urge that the Fathers intended
to give wide, sweeping powers to the Dominion and
to restrict the provinces to a narrow range of
functions, in the exercise of which they were to be
subject to the control and supervision of the
Dominion.24¢ They claim that the general phrases
in section 91, “Peace, Order and good Govern-
ment” and “Regulation of Trade and Commerce”,
to which the Privy Council has given a restricted
meaning were intended to have a broad interpre-
tation and that the general phrase, “Property and
Civil Rights in the Province”, in section 92, to
which the Privy Council has given an extended
meaning, was intended by the framers to have a
much more limited interpretation.

Some of the leading figures among the framers
of the federal scheme evidently intended the
general government, as it was called, to have hroad
and far-reaching powers. John A. Macdonald
explained that “all the great questions which affect
the general interests of the Confederacy as a whole,
are confided to the Federal Parliament”.25 Galt
declared that among the subjects given to the
general government would 5z found “all that could
in any way be considered of a public and general
character”.26  Lord Carnarvon, the Colonial See-
retary, introducing the scheme to the House of
Lords said it proposed to give to the central
authority “those high functions and almost
sovereign powers by which general principles and
uniformity of legislation may be secured in those
questions that are of common import to all the
provinees”.27

¢ For historieal interpretatione in general supporting this
view, see Appendix 2—D. G. Creighton, British North America at
Confederation; R. G. Trotter, Canadian Federation (Toronto, 1034} ;
“The Coming of Contederation,” Qambridge History of the British
Empire, Vol. VI, pp. 438-62; Chester Martin, “British Policy
in Canadian Federation,” Canedian Ifistoricel Rewiew, Vol. XIII,
pp. 3-19; W. M. Whitelaw, The Maritimes and Cenade before
Confederation, (Toranto, 1934}; W, P. M. Kennedy, FEssays in
Constitutional Law, p. 85f; V. C. MaeDonald, “Judicial Interpre-
tation of the Canadian Constitution”, University of Toronto Law
Journal, Vol. I, No. 2, p. 260ff. ¥or careful description of the
Quebec Conference see W. M. Whitelaw, “Reconstructing the

%z;b;c Conference”, Canadian Historical Review, Vol. XIX, pp.
-37.

25 Confederation Debates, p. 40. See also pp. 30, 33, 41.
26 Speech on the Proposed Union, p. 10.

27 Quoted by V. C. MacDonald, “Judicial Interpretations of
the Canadian Constitution” (1936), University of Toronte Law
Journal, p. 263,



Some of the opponents of the scheme criticized
it on much the same grounds. A. A. Dorion
claimed that it “gives all the powers to the Central
Government, and reserves for the local governments
the smallest possible amount of freedom of
action,”28 and J. B. B, Dorion opposed the scheme
“because we are offered local parliaments which
will be simply nonentities, with a mere semblance
of power on questions of minor importance”.2$

Supporters of this historical interpretation urge
that this view of the relative importance of the
Dominion and provincial governments in the new
scheme is borne out by various sections of the
constitution. They point to the power of the
Dominion to appoint the Lieutenant-Governors of
the provinces and emphasize the fact that while
the provinces -were given power to amend the
provinelal constitutions, they were forbidden to
alter in any way the office of Lieutenant-Governor.
They contend that the intention to give the
Dominion a dominating position is confirmed by
the power to reserve and disallow provincial legis-
lation which was given to the Dominion.

In support of this general position, they place
great importance on the opening paragraph of
section 91 which gave the Dominion power to
make laws for the “Peace, Order and good Govern-
ment of Canada” in relation to all matters not
exclusively assigned to the provincial legislatures.
This phrase had acquired a wide, though not very
precise, significance in the legislative history of
the British Empire before 1867.30 “Peace, order
and good government”, and the variation, “peace,
welfare and good government” were the phrases
habitually used by the British colonial authorities
in vesting colonial legislatures with the full range
of their legislative powers.

In conferring these powers on colonial legisla-
tures, it was not customary to enumerate specific
powers; it was customary merely to grant, in one
or other of these well-worn phrases, the entire
measure of jurisdiction deemed compatible with
imperial control. As imperial control in the
internal affairs of the colonies was mainly exer-
cised through the power of disallowance, these
phrases carried complete internal legislative com-
petence. In fact, they are the title-deeds of the
legislatures of the self-governing Dominions, not
again added to by imperial legislation until the
Statute of Westminster., The exponents of this
historical interpretation, emphasizing the breadth

28 Confederation Debates, p. 250.
2% Jbid., p. 859.

30 (0. H. Cahan, ep. cit,
83353
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of Dominion powers, infer from the insertion of
this phrase in section 91, that the framers must
have intended its full historic neaning to prevail,
saving only the powers expressly given to the
provinees in section 92!

It is similarly urged that the Fathers meant an
extended signification to be given to the phrase
“Regulation of Trade and Commerce”, in section
01, At the time of Confederation, Canada was
just beginning to emerge from the commercial into
the industrial age. The distinguishing feature of
the commercial age was its pre-occupation with
exchange, the trading of raw or crudely processed
products on a world-wide scale. This required an
extended organization, interprovincial and inter-
national in its scope. 1t was a delicate system, for
its life-lines were everywhere exposed. Prosperity
depended on its maintenance and its maintenanée
and development, in turn, depended on the
sympathetic consideration, if not the positive
assistance, of governments. Nothing showed this
more cléarly than the British imperial trading
organization of the 18th and early 19th centuries.
British North American statesmen had lived with
this system and had seen .what control over
extended trading relationships by a single govern-
ment, could achieve. Trade and commerce, because
of their nature and scope, were inevitably public
matters of great import and it is argued that the
phrase “the regulation of trade and commerce”
had a very wide significance both historically and
in the current usage of the Confederation period.*

In addition, it is contended, they must have
been acutely aware of the confusion which arises
when control over such matters is parcelled out
among several governments. During the fifty years
in which the Provinces of Upper and Lower Canada
maintained their separate existence, the control of
the St. Lawrence and its commerce had been divided
between two distinet and independent governmetits.
This division led to conflicts between Upper and
Lower Canada and to bitter struggles between the
cornmercial and agrarian parties in each.31 Upper
Canada had disagreed with Lower Canada and the
commmercial interests in Montreal had quarrelled
with the leaders of the Patriot party over many
economic matters of common concern to the whole
8t. Lawrence. Valley.

"Fhe impossibility of arriving quickly at a vigorous
cornmon policy in these matters had hampered
Canada in its bid for the trade of the mid-continent.

* Appendix 2—D. G. Creighton, British North America al
Confederation, pp. 534. )

21 These conflicts are examined in detail in D. G. Creighton,
The Commercial Empire of the St. Lawrence. 1760-1850.
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The frustrations engendered by divided authority
formed part of the living memory of public men
at the time of Confederation and this appeal to
history for a broad interpretation of Dominion
powers argues that the Fathers, who wanted fo
create a robust national economy, must have
intended the control of such matters to be placed
in the hands of a single government,

In support of this thesis, they draw attention to
the reluctance among the ecommercial element in
Montreal to give up the Union of 1841 which had
established a common government to deal with
these economic matters. The confederation plan
asked them to abandon this union and one of the
tasks of the advocates of a wider union was fo
convince them that the establishment again of two
provinces in the St. Lawrence Valley would not
mean & return to the old econfusions. John Rose
agsured them that they had nothing to fear because
the general legislature would have control over the
post office, trade, commerce, navigation:—*“all the
great and important interests . . . that affect the
minority in Lower Canada .. .”.32 Galt reiterated
that “the interests of trade and commerce .
would be taken out of the category of local ques-
tions . . .”.33 Cartier, stating that he could under-
stand the concern of the commercial minority of
Lower Canada lest there should be a return of the
old difficulties, said these fears were groundless
because “it would be for the General Government
to deal with our commercial matters”.3¢ On the
basis of these statements, supporters of this
historical interpretation argue that the words
“Regulation of Trade and Commerce”, were in-
tended to transfer a wide range of economic
matters to the control of the central authority.35

A historieal interpretation which would magnify
the scope of Dominion powers by attaching a
limited special meaning to the phrase, “Property
and Civil Rights in the Province” has also been
urged. This phrase has had a long history in
British North Ameriea, rising out of the relation-
ships of French and English in the valley of the
St. Lawrence. British statesmanship sought a
solution of this raecial problem which would
preserve to French Canada the institutions which
were vital to its way of life. The Quebec Act of
1774 secured “His Majesty’s Canadian subjects
within the Provinee of Quebec” in the enjoyment
of their property and civil rights and provided

82 Confederation Debates, p. 409.

8 Speech on the Proposted Union, p. 20.

84 Qonfederation Debates, p. 61,

85 See Appendix 2—D. Q. Creighton, British North America
at Confederation, pp. 50-52, . :

that “in all matters of controversy relative to
property and civil rights, resort shall be had to the
laws of Canada as the rule for the decision of the
same”,

In the constitutional and legislative enactments
of both Upper and Lower Canada, there were a
number of references to the law “relating to
property and civil rights”. In these references, the
phrase was used to signify either the common law
of England or the French customary law. That is
to say, it denoted the set of laws and customs
which were at once the expression and support of
the distinctive ways of life of the French-speaking
and English-speaking Canadians. The phrase
found its way into sections 92 and 94 of the British
North America Act.

Supporters of a broad view of federal power
argue that the sole purpose of introducing the
phrase “Property and Civil Rights in the Prov-
ince” into section 92 was to protect the unique
institutions and ways of life of the Provinee of
Quebec, They lay strong emphasis on section 94
which contemplates certain conditions under which.
the federal authority may secure unrestricted power
to make uniform laws “relative to Property and
Civil Rights in Ontario, Nova Scotia and New
Brunswick”. To them, this section suggests that,
the phrase had reference only to matters on which
these three provinces were in fundamental agree-
ment and that regional differences of interest were
not involved. Ontario, Nova Scotia and New
Brunswick, with their acceptance of the English
common law, were in agreement on precisely those
matters in which each differed so completely from
Quebec. Thus it is argued that the inclusion of
this phrase in section. 92 was not designed to
express genuinely local as against national interests.
nor to fix the spheres of the different levels of
government but rather to protect regional interests:
only in so far as they were specifically cultural in
character,

This historical interpretation, therefore, main-
tains that the phrase, “Property and Civil Rights
in the Province”, as used in section 92, was
intended to cover only what was necessary for this
limited but important purpose of safeguarding the
cultural autonomy of Quebec. It appeals to state-
ments of British officials prior to the passing of the
Quebec Act of 1774 and to the instructions of the
British Government to the Governors of Quebec
after 1774 as showing what were long understood
to be the essential laws for safeguarding the
fundamental institutions and ways of life of Quebec.
These instructions to the Governors repeatedly




commanded that the Canadians were to enjoy the
“benefit and use of their own-Laws, Usages and
Customs in all Controversies respecting Titles of
Land, and the Tenure, Descent . . . of Real Istates,
and the distribution of the personal property of
Persons dying intestate . . .”.36 Accordingly, the
phrase in question would include matters of eivil
law concerning the relations of citizen and citizen,
such as ownership, transfer and various dealings
in property, inheritance and succession by will,
rights arising from personal status, such as minority
and capacity to make contracts, and from the
intimate domestic relations of the family. It would
include a variety of other matters of private law
but it would not include a number of matters
inextricably bound up with the public law such as
nation-wide regulation of industry and trade. Still
less could it include social insurance which had
formed no part of either French or FEnglish law
and the idea of which was unknown to those
who framed the British North America Act. In
this way, it is sought to infer from historical
evidence an intention to give the phrase “Property
and Civil Rights in the Province” a much more
restricted meaning than that given to it by the
Privy Council.

Historical Interpretation of the Intentions of the
Fathers—arguments supporting a broad view
of provincial powers

These historical arguments as to the intentions
of the Fathers of Confederation and the meaning
assigned by them to general phrases such as
“Peace, Order and good Government”, “Regula-
tion of Trade and Commerce” and “Property and
Civil Rights in the Province” have not gone
without challenge on historical grounds.37 For
example, it is urged that the expression “property
and civil rights” has always had a very wide
meaning in our constitutional history.

By Royal Edict in 1663, Louis XIV of France
created a Sovereign Council at Quebec giving it
the power “de connaitre de toutes causes civiles et
criminelles, pour juger souverainement et en dernier
ressort selon les lois et ordonnances de notre
royaume”,38 thus, it is claimed, establishing in
Quebec the entire French law which ruled New
France at the time of the conquest.

A — hl

88 V. P. M. Kennedy, Stefutes, Treaties and Documents, p. 156.

87 P, B. Mignault (formerly Mr, Justice Mignault of the
Supreme Court of Canada), “Nos Problémes Constitutionnels”
(1928), 16 Revwe du Droit, p. 577; V. Evan Gray, “The O’Connor
Report on the British North America Act” (1838), 17 Caradian
Bar Review, 309, .

88 ity deal with all civil and criminal cases, to judge finally
and in the last resort according to the laws and ordinances of our

kingdom”.
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The Royal Proclamation of George III of
England in October, 1763, which proposed to
introduce the English common law into the con-
quered territory in North America was naturally
resented as a grave injustice by the people of
Quebec. The Quebec Act of 1774 which was passed
to meet this grievance, repealed the proclamation
of QOctober, 1763. Section 8 of the Act declared
that “His Majesty’s Canadian Subjects, within the
province of Quebee . . . may also hold and enjoy
their Property and Possessions, together with all
Customs and Usages relative thereto, and all other
their Civil Rights, in as large, ample, and beneficial
Manner, as if the said Proclamation . . . had not
been made” and then continued to provide, as
quoted above, that the laws of Canada should
provide the rule of decision in controversies
“relative to Property and Civil Rights”. This
section of the Quebec Act has never been repealed.

The French law in its entirety was in force in New
France at the time of the conquest and the people
of Quebee desired to retain it. This was the ground
of their objection to the Proclamation of 1763 and
the Quebec Act was passed to meet this grievance.
On the basis of these facts, it is argued that the
Quebec Act was intended to meet the grievance
fully and that the expression, “Property and Civil
Rights”, as used in the Act, was intended to com-
prise the entire French civil law and not merely
certain selected portions of it. The only thing
which is important for understanding the scope of
the Act is the purpose for which it was passed.
The statements of British officials and the instruc-
tions of the British Government to colonial
governors merely reveal their opinions. They do
not give clues to the meaning of phrases used in
the Quebec Act.

This argument attributes a very wide meaning
to the expression “Property and Civil Rights” as
used in the Quebec Act, and holds that when used
in later statutes, the expression bears the same
extended meaning unless an' express limitation is
introduced. No express limitation on the meaning
of the phrase occurs in the British North America
Act and therefore it is concluded that the broad
meaning given to it by the Privy Council is in
accordance with its original historical meaning.41

#1 For thig argument, see P. B. Mignault, op. cit.
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The Limitations of the Historical Arguments

All the historical interpretations go far afield for
their arguments. There is no final certainty as to
what the framers meant by the use of these phrases.
The records of the time have not preserved all their
opinions on all points. Clear statements of the
views of some on particular points have come
down to us; of the views of others, nothing is
known.42

All that is certainly known is that the framers
had large plans for the new Dominion and they
proposed a strong central government with ample
financial powers to carry the program through.
The financial settlement which gave the Dominion
the unrestricted taxing power, and the exclusive
use of the most important revenue sources of the
time (nearly four-fifths of the former provineial
revenues were given to the new Dominion Govern-
ment) 1s the most significant evidence of the leading
role cast for the new Federal Government and of
the responsibilities which it was expected to assume.
In the provisions for reservation and disallowance
of provineial legislation, the Fathers gave the
Dominion legal power to supervise and control the
legislatures of the provinces. At the same time, it
was agreed that the state should be federal with
exclusive spheres of power reserved to both the
provinces and the Dominion. But the exact
meanings intended to be given to the general words
used in outlining these exclusive spheres of legis-
lative power remain a matter for speculation.

There is no doubt that some of the framers had
wanted a legislative union. Those who expected
to be members of the new Federal Government
naturally wanted a large stage on which to exhibit
their capacity as statesmen.43 But whatever their
intentions, they could not overcome the . limita-
tions imposed by physical conditions. They could
not ignore the social forces rooted in the history
of the colonies any more than they could presume
to bind the future indefinitely to the past.

There is a further limifation inherent in all
historical interpretation of political constitutions
which are to govern the distant future. The
framers of the constitution could not foresee the

42 The agreement reached by delegates to the Quebee Con-
ference is acknowledged to have been a compromise and it is
unlikely that the delegates, in the subsequent discussions, always
distinguished clearly between the compromise and their own con-
ception of what Confederation should have been. TFer a clear
statement of the difficulties attending historical inter retation, see
V. Evan Gray, “The O'Connor Report on the British North
America Act”?, (1939), 17 Oanedian Bar Review, 309 at pp. 315-8.

48 John A. Maedonald probably had the possibility of a Breat
future in mind when he said, “We are all mere Epett}" provineial
politicians at present; perhaps by and by some of us will rige to
the level of national statesmen” Quoted by A. R. M. Lower in
“Sir John A. Macdonald”, (1939}, 19 Dalhonsie Review, p. 86.

revolutionary economic and social changes that
have since taken place and therefore could have
no intention at all concerning them. Whatever
powers Confederation was intended to confer on
the Dominion, these intentions ecannot provide
answers for many of the questions which agitate
us now for the simple reason that the conditions
out of which present difficulties arise were not even
remotely considered as possibilities. The inten-
tions of the founders cannot, except by chance,
provide solutions for problems of which they never
dreamed.

4. PuerLic FINANCE AT CONFEDERATION

The Sphere of Government in 1867

The character of a public finance system depends
on what governments are expected to do. What
governments are expected to do depends on the
prevalent political opinion and stage of develop-
ment of the economy of the time. The statesmen of
Confederation did not anticipate any radieal change
in the functions of government, but the adoption
of a federal union required an alloeation of respon-
sibilities and sources of revenue between the
Dominion and the provinces. In making a financial
settlement and in fixing the future financial rela-
tionships of the provinces with the new Federal
Government, they assumed that the sphere of
governmental action would remain essentially what
it had been in the past. Therefore, they were
primarily concerned to transfer to the Federal
Government the responsibilities and the financial
resources which would enable it to carry out the
political and economic objectives of the union.

Since 1867, there have been sweeping economic
and social changes and no less important changes
In opinion as to the appropriate functions of
government, none of which could have been
anticipated at the time. It is necessary to recall
the social conditions of the day and the limited
scope of government activities in order to appre-
ciate the financial arrangements with which the
federation was equipped and to realize that the
division of responsibilities and revenue sources
which was made at Confederation contemplated
a much smaller sphere of government activities
than exists today. The manner of life in British
North America has already been briefly outlined.
It will suffice to recall here the scattered rural
character of the population, the decentralization
of industry in small towns and villages, the self-
sufficiency of families and communities, the impres-
sive solidarity of the family, and the open frontier
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of the continent which afforded individuals a variety
of means of adjustment to economic crises. While
economic conditions did not offer great material
prosperity to the many, they provided a modest
security for the frugal and industrious and an
almost frictionless adjustment to business fluctua-
tions without any intervention by governments.

The role which governments were called upon to
play was one peculiar to the conditions of the
time. An individualistic outlook, which relies on
the family as the unit of mutual welfare, is
nourished in a pioneer society and people readily
agree that governmental action should be con-
fined to the narrowest possible limits.45 Accord-
ingly, the principal functions of the state followed
the preseription of Adam Smith. Government was
thought to have met its purpose when it provided
for adequate defence, the enforcement of the general
law through the equal administration of justice and
the maintenance of a few essential public works.
Within this framework of order provided by publie
authority, individuals were expected to work out
their own destiny unrestrained and unassisted by
governments. There was a general conviction,
widely confirmed by contemporary example, that
Providence helps those who help themselves.

British North American governments did not
concern themselves with regulation of the daily
pursuits of the people. Nor did they assume any
significant responsibility for social welfare. They
took seriously their responsibilities for maintaining
defence and internal order but they carried them
out with frugal care. Thus far their interpretation
of the doctrine of laissez faire was in harmony with
current British precept and example.

But the application of the doctrine was modified
by certain conditions peculiar to the colonies.
The United States and all European eountries at
the time had incurred huge burdens for defence.
European governments were spending as much as
half of their current revenues on military purposes,
and the United States had just emerged from a
costly civil war. The colonies, relying on Great
Britain, escaped most of the costs of military and

4 Tn the sixties of the last century, the philosophy of laissez
faire was at the height of its influence upon public poliey through-
out the world.
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naval defence. Had they been able to stop at
this point, their burden of public expenditures
would have been extremely low. However, release
from expenditures on defence gave them resources
for other tasks and all the colonies took on heavy

-commitments in aiding economic development.

Pioneer communities in North America were
always hampered in realizing their dreams of
progress by the tremendous difficulties of trans-
port and communiecations. The scarcity of capital
and the scattered nature of settlement added to
the difficulties. As a result, the task of securing
the provision of community equipment such as
canals, harbours, roads, bridges and railways was
saddled on government. Of all the agencies of the
community, it had the broadest command of
meang, Until this equipment was provided,
development was slow and individuals could not
reap the rich promise of a new country. The
colonial interpretation of laissez faire did not forbid
strenuous government activity for developmental
purposes.#6 The state was required, by general
consensus, to help people to help themselves,

The Burden of Debts incurred for Development—
the necessity for centralization of finance

The urgent demand for transportation facilities
had playved havoc with the otherwise careful public .
finances of the colonies. In particular, the Province
of Canada had gambled heavily in developing the
St. Lawrence route as a means of tapping the trade
of the Middle West. The coming of the railways,
with their fabulous promise, intensified this con-
centration of public finance on development.
Canada put in another expensive bid for commercial
greatness by extensive railway loans. The Mari-
times were stirred to link themselves to the
continent behind them and the governments
undertook ambitious railway programs as public
works. By the eve of Confederation, transporta-
tion had overshadowed everything else in the
budgets of the colonies and had seriously strained
the public finance systems of Canada, New Bruns-
wick and Nova Scotia.

48 Appendix 2--D. G, Creighton, British North America at Con-
federation, pp. 67-70,
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TapLe 2.—DEBTs o THE B.N.A. ProviNces oN THE EvE oF CONFEDERATION (2
{Millions of Dollars )

Prince
Canada New Nova Edward British
_ T 1“330 Brunswick Scotin Island ‘Columbia Total
ulSeﬁ7 ! June 30, June 30, June 30, Dec. 31,
1867 1867, 1873 1869
Gross Debb. ... s 79-8 79 9-3 4.1 1-5 1026
Less Cash, Marketable Investments, Sinking Funds,

[ 5-4 0-1 0-3 0-2 0-4 6.4
NetDebt. ..o, 74-4 7-8 9-0 3-9 1.1t} 96-2
Net Debt accounted for as follows:

Railways—Direct Investments and Loans........... 33-3@ 4.5 6.3 1-2 — 45-3
Commitments re construction of Railways........... — 1-9 1.0 2.0 — 4.9
Canals.......oovni i 18.7 — — — : — 18.7
Sub-total.............. ... ... .. ... 52-0 6-4 73 3.2 — 68-9
Loans and Investments on which partial or no Interest,
voowaBPAId. .. 14.7 0.2 - — — 14-9
Other Publie Works.......................oaiL, 0-8 &) &) ®) — 9.8
Other Commitments................c.oovinen..... 13-0 — e — — 13.0
Deficit or Surplus (). ........... ... ... ... 15-14 1.2 1.7 0-7 — 1154
Bub-total.............. ... .. ... ... L, 22-4 1.4 1.7 0-7 1.1t} 27-3
Total Net Debt......... ettt e e, . T44 7-8 9.0 3.9 1-1@ 96-2

® Compiled from the Public Accounts of the B.N.A. Provinees.

® Tn the Maritime Provinces, roads, bridges, lighthouses, harbour improvements and other public works were charged to current account.

(& Approximate.
@ Ineluding unpaid interest of $13-1 million.

Fully three-fourths of the total debt of the
British North American Provinces had been
incurred for transportation.47 Most of it had been
piled up rapidly after 1850 and while it was repre-
sented by much new and valuable community
equipment, it was not directly productive from the
point of view of public finance. The Canadian
canals had failed dismally as an attempt to tap
the Middle West and most of the Canadian rail-
ways were in finaneial trouble soon after they were
completed. The Government of Canada had
assisted .them with large loans which quickly fell
into default.48 In the Maritimes, practically the
entire provincial debts had been incurred on

47 0f the Province of Canada’s net debt of $74 million, over
$18 million had gone into the canal gystem and $33 million into
loans to railways. In addition, the Province had shouldered
municipal obligations (which, with arrears of interest, amounted to
$14 million) arising mainly out of rash municipal support of
railway development, The Maritime Provinces had a direct invest-
ment in publicly owned railways of $11 million., With the excep-
tion of a small amount in Nova Scotir, the capital commitments
of the Maritime Governments consisted exclusively of obligations
contracted for roads and railways,

43 $13 million out of the total loans to railways of $33 millien
consisted of unpaid interest.

publicly-owned railways, the interest charges on
which had to be met by the governments out of
general taxation. In 1866, the service of the
provincial debt absorbed 21 per cent of the current
revenues of Nova Scotia, 28 per cent of those of
New Brunswick and 30 per cent of those of Canada.

These dead-weight debts, which had accumulated
so rapidly, seriously endangered the credit of the
provinces in the London money market. They
resulted in repeated budget deficits and it became
increasingly difficult to secure loans at rates the
provinces could hope to bear. Deficits had driven
home the necessity for the union of Vancouver
Island with the mainland and the infant Provinece
of British Columbia was struggling with a public
debt which amounted to over $100 per white
inhabitant.49 The situation was only less severe
in the other provinces. They were being obliged
to fall back on temporary loans from local banks
and from English banking houses.50 All the

4 Howay, British Columbia, The Making of ¢ Province, p. 183,

5¢In 1866, Canadn was paying 8 per cent interest on one of
these temporary advances.



provincial governments had overplayed their roles
of promoting development.51 They were seriously
embarrassed in carrying their existing obligations
and their separate public finance systems could.not
hope to undertake new burdens. Yet there was a
powerful demand for new and greater develop-
mental projects. These could not be achieved
without the centralization of finance.

Public FExpenditures before Confederation—the
importance of development

The restricted role of governments and the nature
of public functions in the society of British North
America are most clearly demonstrated by the
magnitude and distribution of the government
expenditures. The figures are relatively insig-
nificant when compared with those-of today. In
1866 less than one-twentieth of the income of the
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population flowed through government channels
and the total public expenditures amounted to less
than $6 per capita.52 The major factor in this
striking contrast with the present timne was the
relative unimportance of the cost of education and
publie welfare; less than 14 per cent of the total
expenditures were devoted to these services in 1866.
The elemental responsibilities of government (ie.,
the administration of justice, legislation and general
administration), were conducted with frugality.
The cost of defence which had been assumed by
the Imperial authorities left no heavy burden on
the colonies. All the traditional functions of
government absorbed less than 40 per cent of the
total outlay. The remainder of the expenditures
(including debt charges), which comprised nearly
one-half of the total were devoted to development,
This purpose dominated the public finance of the
provinces, .

TapLE 3.—EXPENDITURES ON CURRENT AccouNT—FIscAL YEARS Enpep 1866
(Thousands of Dollara)

Province of Canada Nova Scotia New Brunswick Total
_— - - ota
Provincial Mul.gfipal Provincial | Municipal | Provineial | Municipal
() )
Development: i
Net Debt Charges @ . .....ooovevn. - e 3,214 1,400 306 40 349 50 5,359
Transportation, including roads and bridges........ ves 0952 g50(e 490 20@ 213 25« 2,650
Public Domain and Agriculture........coeeviiaaiaann 256 —_ 85 —_ 16 — 357
Sub-total. .o e e i e 4,422 2,350 881 60 578 . 75 8,366
Tradilional Functions:
Justice, legislation and general government............ 3,235 1,850 351 65 217 60 5,778
National Defence.....cccvvvrinivnnnrrarisaraanaes 1,641 —_ 145 — 151 . — 1,937
BUB-LOAL. .+ eeeeer et e 4,876 1,850 496 65 368 60 7,715
Welfare and Education: )
Public Welfare. . ... vvvvnreeenesrrinramcssserinsrs- 340 300 101 10 44 10 805
T AUCRLION. o v v v oee e vnnrernam i e 583 900 156 35 116 30 1,820
Sub-total. .. oiiirir e e 923 1,200 257 45 160 40 2,625
Miscellangomus. . .o ovvreeeranr s e 350 — 26 — 58 —_ 444
L e Y R R 10,571 5,400 1,670 170 1,164 175 19,150

) Compiled from the Public Aceounts of the B.N.A. Provinces.

® Estimates baged on Municipal Returns for Upper and Lower Canadn, Sessional Papers {1867-8) No. 7.

(@ Estimated.
) CGross interest charges less intereat received.
) Excluding value of statute labour.

51 This wag not true of Prince Edward Island in 18€86, but by
1873, that Province had also incurred paralyzing debts in aid of
railway construction.

02 Tn 1937, total government expenditures in Canada amounted
to §90 per capita and were equal to ome-fourth of. the national
income. »
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There were no marked differences in the total
.government expenditures of the three provinces.
The current expenditures of the provineial govern-
ments in the Maritime Provinces on roads, educa-
tion and public welfare were significantly higher
than those of Canada. This was mainly due to
the fact, that in the Maritimes, municipal institu-
tions did not exist outside the principal cities and
public expenditures on roads and bridges, education
and public welfare became items in the current
expenditures of the provincial governments. On
the other hand, the existence of more fully
developed municipal institutions in Canada, partic-
ularly in Upper Canada, upon which a great part
of the burden of maintaining roads and supporting
education and public welfare had been placed,
resulted in a corresponding reduetion of provineial
expenditures on these items.

The Maritime Provinces relied almost entirely
on a simple customs tariff of a revenue nature and
made practically no attempt to levy excise at all.53
As Table 4 indicates, each of them derived 80 per
cent or more of its revenues from this source in
1866. The taxation system in Canada was some-
what more advanced. In 1866, customs duties
provided 66 per cent of the provincial revenue
while 17 per cent was derived from exeise. With
a more diversified economy, Canada did not import
so wide & range of articles of general consumption.
Local production had developed in many lines and
there were considerable elements of protection in a
tariff which ranged around 20 per cent on articles
of general consumption.

In both Canada and the Maritimes, the customs
rates were considerably higher on luxury ifems.

TasLe 4. —RevENUE—CURRENT AccoUuNT-—FiscalL Years Expep 1866
{Thousands of Dollars)

Provinece of Canada Nova Scotia New Brunswick Total
—_— ota
’ Provincial | Municipal | Provineial Mur:icipal Provincial Mux:i;:ipal
) o o
Taxes:

L T ¢ T 7,328 — 1,226 - 1,037 —_ 9,591
EXeise. .ot e e e 1,889 — 6 —— —_ _— 1,865
Realty. .o e e i —_ 3,800 —— 120 —_ 125 4,045
Other. . o e e et 107 700 — 10 — 10 827
Subtotal. ... e 9,324 4,500 1 ,232 130 1,037 135 16,358
Licences, Permits, Fees, ete............cooiiunnn.. 281 500 7 30 9 30 857
Public Domain. .. ..o iniin it 903 — 129 — 108 — 1,140
Sales of Commodities and Serviees..................... 509 —_ 84 — g3 — 686
A Other. .. i ettt . 35 400 18 . 10 7 10 480
Total..... B e eanesmeseat et a sttt 11,052 5,400 1,470 170 1,254 175 19,521

= Compiled from the Public Accounts of the B.N.A. Provinces.

® Estimates based on Municipal Returns for Upper and Lower Canada, Sessional Pepers (1867-8) No. 7.

(e} Egtimated.

The Principal Sources of Public Revenue—the
dependence upon customs duties

The revenue systems of the three provinees were
markedly similar and chiefly notable for their
simplicity. The provinces relied almost entirely
on indirect taxation with scarcely any effort to
impose direct taxation. They did not have any
elaborate tax machinery for the nature of the
economy and its modes of distributing income
made it useless to attempt a more complex system
of taxation. Hence their principal revenues were
derived from customs duties and excise which lent
themselves easily to assessment, collection and
enforcement.

However, the simple, frugal society of the time did
not consume any great quantity of the heavily
taxed luxuries and the gradations of the tariff
rates did not provide any significant measure of
progressive taxation. The duties on articles of
general consumption produced the great bulk of
the revenues of the provinecial governments. Table
5 shows the per capita burden of the principal
taxes in the three provinces and reveals the
complete dependence on these indirect taxes.

53 The import duties on commodities of general consumption
ranged around 10 per cent in Nova Scotia and 15 per cent in New
Brunswick. .



TasLe 5—Prr Carira CURRENT REVENUES,
Fiscarn Years Envep 1866
{Dollars)

Province of Nova Scotia | New Brunswick

Canada
Pro- | Muni- | Prov- | Muni- | Pro- | Muni-
vineial | cipa! | vineial | cipal | vincial| cipal
Customs............ 2.77 —_— 3:37 — 3:B3 _
Excise...ovovverennn. 071 — 0:02 — - —
Realby......oooooun — 1-44 — 0-33 — 0-46
Licences, Permits,

Fees, etc........... 0-11 0-18 (-02 0-083 | 0-03 0-11
Public Domain...... 0-34 — 0-35 e 0-40 —
Al Other............ 0:25 0-41 0-28 0-06 0-37 0-07
Total...ooeeeniionn 4-17 2-04 4.04 0-47 4-03 0.64

Combined Provinces
and Municipalities. 821 4.51 5.27

Except for two or three leading cities, muni-
cipal organization was virtually non-existent in the
Maritimes. Thus the income from import duties
carried the burden of practically all local expendi-
tures as well. In Canada East, municipal develop-
ment was well under way but it was still consider-

ably behind that of Canada West. In the Province

of Canada the revenues of the fully organized
municipal system were nearly equal to half the
total revenues of the provincial government.
Municipal institutions had enabled the provincial
government to transfer very substantial responsi-
bilities from its own shoulders without materially
cutting down its own sources of revenue. Thus
Canada could face the difficult and rather unpre-
dictable adjustments of a major change with more
equanimity than could the Maritimes.

This was the public finance structure which the
architects of Confederation had to remodel to suit
their new purposes. It included large debts
incurred almost entirely for public works such as
canals, harbours and railways as well as heavy
current expenditures for developmental purposes.
The traditional functions of government absorbed
a substantial part of the revenues but only very
modest sums were allotted to education and public
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welfare. Apart from the direct taxes levied by
the municipalities of Canada, these various burdens
were almost entirely supported by indirect taxation
consisting of ecustoms duties and excise. These
debls and functions of government and these
sources of revenue were now to be allotted between
the provinces and the new Dominion.

The Division of Responsibilities and Revenues
under the British North America Act

The new financial settlement was in part deter-
mined by the legacy of debts and the character of.
the economy. It was guided by the prevailing
philosophy of the functions of government and the
fisenl experience of the past. But within these
conditions, the actual shape of the revised system
of public finance was dictated by the purposes
which the new political structure was designed to
serve. In the future, the Federal Government
was to provide for defence and have jurisdiction
over interprovincial communications. It was
required to build the Intercolonial railway; expected
to deepen and improve the canal system of the St.
Lawrence; pledged to open up communication with
the West; in short, it was to take the major respon-
sibility for national security and national develop-
ment. The transfer of these costly functions would
greatly reduce the burdens on the provincial
governments. '

Because the Dominion was to assume the respon-
sibility for development, the massive community
equipment and assets of the provinces, which could
be adapted to its purpose, were to come under
Dominion control and it was to assume the debts
which the provinces had incurred in acquiring them.
Harbours, lighthouses, steamboats, canals and rail-
ways were to be brought within its jurisdiction
and where owned by the provinces, to become the
common property of the Dominion. With minor
exceptions, the public debts of the provinces were
completely assumed by the Dominion. This is
indicated in.detail in Table 5A on the following
page. :
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TaABLE 5A.—PROVINCIAL ASSETS AND LIABILITIES AssUMED BY DoMINION AT CONFEDERATION
( Thousands of Dollars}

A Total 4 Pri Total
. ssets an s rince
_ Province | o Novn | Linbilities | coritish | pagorg [Assetsand
c o d Brunswick Scotin | assurned by J(iol;(r]nl;g;l Island ;ggh;gﬁ'?)s
anada Dominion [VU1Y <% July 1, 1873 Dominiony
July 1, 1867
Debt gnsumed by Dominion:
Drrect Debb. o oyeurnnen i i e 59,621 5,148 8,062 70,829 1,168 1,088 73,685
Guaranteed Debt......iiuuriiiiiii i iiiaienr s 150 — - 150 —_ - 150
Bavings Bank Deposits.........covviiuiiiriinrannnnan.. - 77 645 1,422 - 250 1,672
Treasury Notes in Circulation..............oiiiiirrninns. 3,114 - 806 3,720 — ) 3,720
Temporary LOans. .ovvvsrir it ie i e ieeeinnannnns 3,087 108 342 3,547 310 - 3,857
Capital Linbilities. . ......ooiiririiins e, 8,212 1,869%2 975 11,068 — 2,021(0 13,077
Current Liabilities. ....o..vuiieiiiiin i, 21 —_ 404 425 10 140 575
Trust Funds. . ..ooveir it 1,045 —_ —_— 1,045 —_— - 1,045
Gross Debt assumed by Dominion. .......ovvverriiiiirerinans 76,160 7,900 9,034 93,004 1,488 4,099 08,631
Asasels taken by Dominion as Ofsels to Debt:
B, e e 1,461 20 303 1,784 42 — 1,826
Binking Funds........ ... . .. i 1,880 — _ 1,889 442 _ 2,331
Asseta re Guaranteed Dobt..oo..ooooeiinnr e, 37 - - 37 - —_— 37
Investmenta.. . ... e e 380 87 — 477 — — 477
CUFTERE ABSOLA. 11t teeieiessiiasennraersnssenrennnnrnnsns 321 - — 321 4 — 325
Total Assets taken by Dominion ns Qffsets to Dobt............ 4,098 107 g3 4,508 488 — 4,006
Net Debt Assumed by the Dominion...........ovvverrvinvnnss 72,062W 7,793 8,731 88, 586 1,000 4,009 93,685
Debt Allowance as per B.NLA, Act. oo o, 62,500 7,000 8,000 77,500 1,666 4,701 £3,8687
Assels transferred to Dominion:
Investments,..... e e e e e aaa e, 807 — — 607 —_ —_ 607
Loans, Advances, ete., excluding railways, on which partial
orno interest wag paid.. ... ... ... e 1,150 240 - 1,390 - — 1,390
Public Works and Loana to Railways:
Railways—Direct Investments and Loans.............. 33, 256 4,514 8,123 43,803 —_ 1,213 45,106
Canals and Harbour Improvements. .............c.ve.s 21,206 © @ 21,296 () (o) 21,290
Roads and Bridges...,..ooouvinn e, 1,703 (o (o} 1,703 (o) () 1,703
Public Buiidings snd Miscellaneous Works.............. 4,607 (o) (o 4,607 (e} (e 4,607
Total Public Works and Loans to Railways................. 60,862 4,514 4,123 71,499 — 1,213 72,712
Current ABSeta. ..oouiieee it 144 —_ - 144 - _ 14
Total Assets transferred to DoOMINIon. ..ca.vy'ervrererrerseennns 62,763 4,754 6,123 73,040 _ 1,213 74,853

@) Bubsequent adjustments, due largely to capitalization of annuities, increased the net debt of the Province of Canada to $73,000,088.84 at June 30, 1872,
) Commitments for subsidics to railways in the course of construction. At June 30, 1868, $465,764.57 had been paid on this account.
) Light Houses, Harbour Improvements, Roads and Bridges and other public works were transferred to the Dominioa but as they were charged

originally to current revenue, they do not appear in the statement of assets.

@ Except for $21,437.47 for provincial pensions capitalized, this comprises commitments for aubsidies to the Windsor and Annapolis Railway.
) Treasury Notes in circulation on June 30, 1873, amounting to $37,311.10, were called for cancellation by the Province.

) Balance due on commitments for construction of the Prince Edward Island Railway.
&} Lonans and unpaid interest, Grand Trunk Railwny, Great Western Railway and the Northern Railway. Unpaid interest amounted to $13,060,000,

Debt allowances, in round sums but calculated
roughly on an equal per capita basis, were allotted
to all provinces; it was provided that provinces
whose actual debt fell below the allowanee should
receive interest at 5 per cent per annum from the
Dominion on the difference, and the provinces
whose debts exceeded the debt allowance should
pay interest on the excess at the same rate.

The magnitude of the hurdens, actual and
prospective, which were being transferred to the
Dominion, called for commensurate fiscal resources
and powers. Therefore, it is not surprising that

many of the Fathers spoke as if all the significant
powers of taxation were to be given to the
Dominion. At Sherbrooke, Galt declared, as if
speaking of an undivided power, that “the power
of taxation had been confided to the General Legis-
lature”.55 Both the Quebee and London Resolu-
tions stated that subsidies were to be paid to the
provincial governments “in consideration of the
transfer to the General Parliament of the powers
of taxation”.56 Although it was expected at the

53 Speech on the Proposed Union, p. 11,
58 Quebec Resolutions No. 64; London Resolutions No. 62,




time that the Federal Government would rely
upon the accepted and well-tried devices of indirect
taxation, such as customs and. excise, for raising
the necessary revenues, the possibility. that unfore-
seen circumstances might compel it to extend its
levies to direct taxation as well persuaded the
framers to give the Dominion unlimited powers
of taxation.

National security, national development and the
fostering of trade and commerce by appropriate
regulation were regarded by the Fathers as the
great functions of government. They were also
the functions which they thought likely to expand

in the future. When these had been transferred.

to the Federal Government, the provinces were
left with functions, the burden of which was
not expected to grow. They would be required to
support a civil government establishment; to
maintain a number of local public works and to
undertake the administration of justice. But the
heaviest duties of civil government and the onerous
burden of the great public works would be lifted
from their shoulders. The support of education
was to come within their sphere and their control
over “Generally all Matters of merely local or
private Nature in the Province” and over “the
Establishment, Maintenance and Management of
Hospitals, Asylums, Charities and KEleemosynary
Institutions in and for the Province” implied
responsibility for social welfare problems which got
beyond the resources of charitable and municipal
organization. _

Of the functions remaining to the provinces, the
support of education bulked the largest financially.
Tt took the form of financial assistance and did not
require extensive administrative machinery. More-
over, the assistance was of a modest character. The
nature of the economy explains the small per capita
expenditure on education. In the self-sufficient
rural or village society of the time, education in a
broad sense was obtained without much benefit of
formal schooling. There was a farm and fishing
apprenticeship in fact as well as a craft apprentice-
ship, none of which involved the expenditure of
public funds, Schooling was not compulsory. The
professions afforded few openings and parents
wishing to prepare their children for such oppor:
tunities were expected to pay for their education
at private schools.57 The technical complexity of
our society in more recent times, which has
revolutionized educational methods and costs lay
far ahead and unforeseen.

. 5" Bome grants were made to colleges but they were insignificant
in amount.
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Provincial payments for public welfare were
even smaller than those for education ranging in
1866 from 6 per cent of total current expenditures
in Nova Scotia to 3 per cent in Canada, the latter
percentage indicating that a considerable share of
this burden had been unloaded on the munici-
palities. In fact, most of the provincial expendi-
tures on public welfare took the form of assistance
to municipal institutions and private charities.

New Brunswick alone of the provinces had
established a permanent board of public health in
1866. When the cholera epidemic startled Canada
into establishing a temporary central board of
health in 1849, there was considerable objection to
assisting private misfortune out of the general
public funds.58 This spirit was still dominant in
matters relating to public welfare. All provinces
were contributing to the care of the insane but the
amounts were small. The poor and the disabled,
the aged and the orphans, were left to the care of
municipal and private organizations, assisted, if at
all, by small government grants.

The self-sufficiency and solidarity of the family
carried a great deal of this burden of providing
social security for the unfortunate. Periodic
unemployment generally meant no more than a
temporary retreat to the family homestead. There
was nothing in the experience of the Fathers to
suggest serious defects in this pattern of social
security. Indeed, there was a disposition to speak
hopefully of a time when private charity would
relicve the governments of their existing commit-
ments for public welfare.3® Personal responsi-
bility was the ideal of the time and many looked
forward to a society where it would be perfectly
realized. ‘

The functions which were left to the provinces
were important but their cost was not large. The
minor financial role which was conceived for the
provinces in the federation is emphasized by the
frequent equation of them to great municipalities.
Galt, in his speech at Sherbrooke declared that
the local legislatures would be “municipalities of a
larger growth”6¢ and members of the Canadian
legislature from Upper Canada frequently spoke
of them in the Confederation debates as “local
municipal parliaments” and as “large municipal
deliberative bodies”.61 Tupper, at the Quebec
Conference, said it was proposed “to preserve the
Local Governments in the Lower Provinces because

88 Ognadian Public Health Journal, 1929, p. 140.
0 Speech on the Proposed Union, p. 13.
80 Ibid., p. 15.

6t Appendix 2--D. G. Creighton, British Norih America at
Confederation, p. 83. Bee also p. 79.
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we have not municipal institutions”.62 In the
Prince Edward Tsland Assembly, George Coles
complained that “in this House, scarcely anything
should be left for us to do, but to legislate dog
taxes, and the running at large of swine”.62 There
was repeated reference to “how insignificant are
the matters, agreed . . . to be left to the Local
Governments” .64

The calculations of the amounts required for
the operation of the provincial governments after
Confederation on which the financial settlement
was based show the extent to which functions were
to be transferred. Tupper estimated that Nova
Scotia, which had had an outlay in 1863 of over
& million dollars, would be ahle to meet her
responsibilities after Confederation with $370,000.
Similarly, the New Brunswick delegates to the
Quebec Conference undertook to perform the local
services for 353,000 after Confederation, in com-
parison with an expenditure of $885,000 in 1363.
Canada had spent almost $11 million in 1863 and
the new Provinces of Ontario and Quebec were
expected to reduce their annual expenditures to a
combined total of something over $2 million.65

The Federal Government was to assume virtually
all the provincial debts and the large expanding
functions of government. With greatly reduced
responsibilities, the provinces could have no need
for access to the great sources of revenue of the
day. Accordingly, section 92 limited the provinces
to direct taxation within the province. The
provinces were given the public domain with its
incidental revenues and a power to impose a
variety of licences and fees. These were the
sources from which the provinces were expected
to finance their activities. The customs duties and
excise taxes which provided the great bulk of the
revenues were reserved exclusively to the Federal
Government.

€ Pope, Confederation Documents, p. B5.
% P.E.L Assembly Debates, 1865, pp. 65-7.

84 Genr%e Brown, at the Quebec Conference. See Pope, Con-
federation Documents, p. 77.

8 The figures for the three provinces are those given by Galt
in his Sherbrooke address,

TaBLE 6—PERCENTAGE DISTRIBUTION OF COMBINED
ProviNciaL anp MuNiciPAL REVENUES—
Fiscar Years Enpep 1866

Province New
—_— of Novn Bruns- Tota]
Canada | Scotia wick
Toxes:
Customs. .....oeovvniinnen.. 45 75 72 49
Exelse..........occvvuunn.. 11 — _— 10
Realty..................... 23 7 9 21
Other...........oooia.. 5 1 1 4
Sub-total.....,... 84 83 82 84
Licences, Permits, Fees, ete.. . 5 2 3 4
Public Domain,,............. b 8 7 i)
Al Other @ ... . .. ....... 6 7 3 6
Totalooooooi i io0 100 100 100

) Revenue from goat office and from sales of other commodities and
services are excluded. These are offset by corresponding expenditures,

Revenues Left to Provinces Fall Short of Require-
ments—gulf bridged by federal subsidies

The transfer of customs and excise to the
Dominion left the provincial governments with less
than one-fifth of their former revenues, Modest
as were the responsibilities they retained, these
revenues fell considerably short of meeting them.
They were given the power to levy direct taxes
but the discussions of the Confederation period
indicate that the provincial governments were not
expected to use it.86 Direct taxes were extremely
unpopular; they had never been levied by the
provinces, and, as already pointed out, the nature
of the economy made the administration of direct
taxation except by municipalities very difficult.

In these circumstances, the Fathers felt obliged
to seek other means of meeting the prospective
deficits of the provinces. The task was compli-
cated by the fact that the deficiencies were much
more serious in some provinces than in others. The
relatively mature municipal system in the Prov-
ince of Canada carried a large share of what would
otherwise have been provineial responsibilities.
Practically all the municipal revenues were raised
by a -direct property tax. In 1866, the munici-
palities of Canada collected nearly a third of
the total provincial and municipal revenues. The
surrender of customs and excise to the Dominion
and the provincial power of direct taxation left
this municipal revenue system intact. In the

88 “Tt was expected and intended, and for a full generation
it was a fact, that the federal subsidies and revenues of the public

domain would provide a sufficient revenue for the provinces.”
Ex. 297, Brief of Ont., p. 15.




Maritimes, on the other hand, municipal develop-
ment had scarcely begun and public expenditures
in the localities were being financed largely out of
general taxation—from customs revenues which
yielded considerably more per capita than in the
Province of Canada and which would be handed
over to the Dominion at Confederation.68 Thus
prospective deficiency of provineial revenues under
the settlement’ varied inversely with the degree of
municipal development. While Ontario and Quebec
were to retain, between them, almost half of the
total provineial-municipal revenues collected in the
old Province of Canada,6® Nova Scotia and New
Brunswick were to retain only about one-fourth.

TaBLE 7.—DEFICIENCY OF PROVINCIAL REVENUES AFTER
CONFEDERATION AS ESTIMATED BY GALT

—_ Local Local Deficit
Revenues Outlay
Canada............| $1,207,000 | $2,260,000 | 963,000 or 38
cents per capita
Nova Scotia....... 107,000 667,000 | $560,000 or $1.7
per capita
New Brunswiek, ... 89,000 424 000 | $335,000 or $1.33
per capita

In his speech at Sherbrooke, Galt presented
estimates of what the expenditures of the provincial
governments on their reduced responsibilities would
be and of the income to be anticipated from the
revenue sources left in their hands. These esti-
mates were based on the financial position of the
provinces in 1864 and as they provided the basis
of discussion for the subsidy calculations, they are
set out in Table 7. They show prospective deficits
ranging from $1.70 per capita in the case of Nova
Scotia down to 38 cents per capita for the new
Provinces of Ontario and Quebee. The Table shows
the extent of the gap which somehow had to be
bridged if the main lines of the proposed financial
settlement were to be retained intact.

68 Thus New Brunswick and Nova Seotia would lose 72 per
cent and 75 per cent respectively of their combined provincial-
municipal revenues while Canada would lose only 56 per cent. The
realty and other miscellaneous taxes collected almost e_ntlre]fy by
the municipalities in Canada amounted to mearly a third of the
total public revenues (municipal and provineial) in 1868. In the
Maritimes, these direct taxes yielded less than 10 per cent of the
total revenues. See Table 6. Developed municipal institutions
accompanied greater urbanization which was presumably an indi-
cation of higher taxable capacity. -

% The position of Ontario was considerably better than that
of Quebec where municipal development was still in its early stages,
It is impossible to disentangle the municipal revenues attributable
to the two separate areas of Canada before Confederation and no
accurate statement of the relative position of the two new prov-
inces can be made.
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There was a strong desire to avoid the device of
annual subsidies from the Dominion to the prov-
inces. However, the framers of the settlement
refused to give the provinces a concurrent power
of indireet taxation lest it be used to establish
interprovincial ftrade barriers and they did not
believe it was politically possible to impose direct
taxation.70 Thus there was no real alternative
and subsidies were introduced to bring provincial
revenues to a level with minimum estimates of
future expenditures.

The Quebee Conference found considerable
difficulty in reaching a subsidy formula which
would satisfy the demands of equity, and meet the
wide variation in the anticipated deficits of the
different provinces. The prevailing individualism
which enforced representation by population in the
political sphere assumed without question that the
first principle of equity in the financial settlement
was per capita equality. However, a per capita
annual payment which would bridge the gap for
Nova Secotia or New Brunswick would give
Ontario far more additional revenue than appeared
necessary. Moreover, it would require total annual
subsidies in excess of 85 million a year. This was
too large a deduction from the prospective annual
revenues of $12 million to be collected by the
Dominion which was undertaking such great
responsibilities. Accordingly there was pressure to
reduce the estimates of . provincial needs. Nova
Scotia, where the greatest deficit was expected,
revised its estimate of expenditures to a figure
which would require an 80 cents per capita subsidy
to bridge the gap. This standard, which brought
the total annual subsidies below $3 million, was
adopted as the basis of settlement.

‘This arrangement was.still open to the objection
that it gave Ontario more than was necessary while
it was a very tight fit for Nova Scotia. New
Brunswick, pleading special need, was granted an
extra $63,000 for a period of ten years. The 80.
cents per capita subsidy was modestly supple-
mented in the final settlement by lump sum grants
for the support of general government, and the
provinces were launched with these subsidies as
the solvent for their financial weakness.

Although the financial settlement quickly proved
to be intolerable for Nova Scotia—a revision being
necessary in 1869—its principal features stood for
many years and, with minor modifications, it was
applied to new provinces as they joined the
Dominion. Its terms were written into the British

70 Appendix 2—D. G. Creighton, British North America af
Confederation, p. 85,
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North America Act and the subsidies agreed upon
were declared to be “in full Settlement of all
future Demands on Canada”. If the provinces
chose to increase their expenditures materially, it
was intended that they should obtain their addi-
tional revenues entirely from the revenue sources
allotted to them.

Summary—the great responsibilities and the
dominant financial position of the Federal
Government

The financial settlement underlines the various
statements of the Fathers as to the great functions
of the new Dominion and relatively minor financial
role to be played by the provinees. The important
responsibility for national defence was transferred
to the Dominion and the provincial treasuries were
relieved of the incalculable burdens which it might
entaill. The largest single item of public expendi-
ture in the colonies had been the promotion of
economic development. One of the major purposes
of Confederation was to apply still greater energies
to this task and to provide still larger financial
resources for the purpose, In effect, the Dominion
was & great holding company designed to unify
the efforts of the colonies in realizing the oppor-
tunities of a transcontinental domain. All the
provinecial assets which could be adapted to that
purpose were transferred to the Dominion as were
the debts which the provinces had incurred in
acquiring them. The burden of the functions left
with the provinces was expected, in per capita
terms, to grow lighter rather than heavier. In the
economic and social conditions of the time, the
cost of education and public welfare was not

expected to increase disproportionately to the
growth of population. It was anticipated that
rapid extension of municipal institutions would
carry any additional burdens which these services
might involve in the future and would reduce the
outlay of provincial governments upon them.
The transfer of the dynamie, expanding func-
tions of government to the Dominion while the
provinces retained those which were thought to
be static or likely to decline explains the lop-
sided division of the revenue sources of the time.
The Dominion was given an unlimited power of
taxation to enable it to meet the growing as well
as the unpredictable responsibilities of the State.
The provinces were left with but fractions of their
former revenues. The power of direct taxation
had to be given to the provinces in order that
they might confer that power on the municipalities
which they were expected to create. But all the
circumstances of the day seemed to indicate that
direct taxation could not be fruitfully employed by

"1 The per capita aubsidy was based on the census of 1861,
Ag agreed at Quebec, this basis was not subject to change with
rising population. owever, at London, a concession was made
to Nova Scotia and New Brunswick, allowing a decennial revision
in their cases until a population of 400,000 was reached.

other than municipal governments. It was expected
that any additional revenues which a province
might need would be found in the growing receipts
from the public domain rather than in direct taxa-
tion. Subsidies were introduced to make it barely
possible for the provinces to balance their budgets.
These subsidies were conceived to be final and,
subject to a minor exception,7l were not intended
to grow with the growth of population.
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THE FIRST THIRTY YEARS

1. Tae EcoxoMIic AND CONSTITUTIONAL
BacEGrOUND

The enactment of the British North America Act
did not of itself assure that balance between
national loyalties and interests and provincial
loyalties and interests which an effective federal
system requires. The Act merely provided a frame-
work within which such a balance might be
established. During the first thirty years, Canada
had to search for an equilibrium bétween these two
sets of forces. In the early part of the period, the
internal and external influences which brought
about Confederation continued to operate and their
momentum carried the nation-builders through to
the main objectives of the union. The Dominion
Government vigorously attempted to bring into
being the centralized federalism which it recog-
nized as the intention of the Fathers of Confedera-
tion. In the later part of the period, provincial
loyalties arose in the new provinces and reasserted
themselves in the old. Provincial governments con-
tested the dominance of the Dominion and won
a signal victory for “provinecial rights”. The
optimism and buoyaney of the first years fixed
men’s eyes on the broader horizons. In the con-
tinued depression of the later years, the visions
faded and Canadians were compelled, in the urgent
need for adjustment, to turn to the older and more
obvious realities of provincial and local community
life.” In the tug of these forces, the relative strength
of national and provincial sentiment gradually
became clear and the working principles of Con-
federation began to emerge.

Rounding Out the Union—Dominion’s aggressive
program to build a transcontinental economy;
all-Canadian trensportation and western settle-
ment

The Fathers of Confederation were the agents of
the unifying forces. It was they who had the
visions of expansion and they who took the helm
of government in 1867. As federal cabinet ministers
and lieutenant-governors of provinces, they pressed
on without serious challenge to round out the union.
The attitude of the United States was still aggres-
sive and no settlement of its serious differences
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with CGreat Britain had been reached. In the
face of these alarming circumstances, the Dominion
Government was foreced prematurely into the race
for the West. In 1870, the lands of the Hudson’s
Bay Company were acquired and the new Province
of Manitoba was created. The burden of debt in
British Columbia was, by this time, more oppressive
than ever and the final collapse of the gold boom
made it difficult to hope for or to justify the con-
tinued separate existence of the colony. Thus the
promise of a railway easily brought British Columbia
into Confederation and the Dominion from sea to
sea became a reality in 1871.

In the meantime, Prince Edward Island had
succumbed to the lure of railway building.  In
1863, the public debt of the Province had been
little over $250,000. Ten years later, the total
provineial liabilities including the commitments for
the construection of the Prince Edward Island Rail-
way were more than $4 million. This was a
paralyzing load and the island province which had
resisted persuasion in 1866 now accepted the
promise of salvation through the remission of debts
and entered the Dominion in 1873,

Economic conditions were favourable to the
completion of these political objectives. The new
Dominion was launched on a rising tide of world
prosperity and the assumption of the debts of the
new provinces was no excessive burden to the
federal treasury. In Great Britain, economic
activity was stimulated by easy money and a
booming foreign trade; in the United States, by
tremendous railway expansion and post-war recon-
struction. Between 1868 and 1874 Canadian
exports to Great Britain were doubled and, with
growing demand and higher prices, a 30 per cent
inerease in exports flowed into the United States
over the trade barriers which had replaced the
Reciprocity Treaty. Larger markets for lumber
benefited New Brunswick and the Ottawa Valley.
Nova Scotia greatly increased its exports of fish
and recovered its markets for coal in the United
States. Shipbuilding in the Maritimes approached,
in 1874, the high peak attained during the Civil
War. Agriculture, the most important industry in
Ontario and Quebee, nearly doubled its exports in
this period.
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In this atmosphere of general expansion and
prosperity, the Federal Government undertook
without hesitation the territorial rounding out of
the Dominion, and the transportation develop-
ments which were to promote trade between the
separate regions. The Intercolonial was built and
the canal system of the St. Lawrence was deep-
ened. Ixpenditures on public buildings, harbours
and wharves were greatly increased. With the
entrance of British Columbia into the Union in
1871, the building of the Pacific railway became
a definite commitment and by 1873 the Dominion
had pledged generous assistance to Sir Hugh Allan
and his associates in building the railway over an
all-Canadian route.

The decision to build the railway entirely
through Canadian territory was of fundamental
significance. Before Confederation, the colonies
had been faced with two broad alternatives. One
was to be drawn into the economic orbit, and
probably also into the political system, of the
United States. This would have led to integration,
in each area according to its particular character-
istics, with the common neighbour. The economie
development of each region would have been deter-
mined by the relationships it managed to establish
with the country to the south. On the eve of
Confederation, it seemed that the price of such
relationships would not be less than political
assimilation. This eonsideration turned the colonies
to the other alternative which was to ensure
‘political independence through a union of their own
and to seek strength and prosperity by a national
economic integration based on an expanding inter-
regional trade. The pull to the south was strong.
'The establishment of an east-west integration
‘would require bold and far-sighted policies of
national development.

The first of these policies was to provide east-
west channels of trade independent of the United
‘States by building a transcontinental rallway wholly
over Canadian territory. Such a railway would
open the undeveloped lands of the West for settle-
1nent and fix the political and -economic destiny of
the area. But the construction of such a line over
empty distances and forbidding mountains could
not be undertaken without extensive public assist-
ance, This fact pointed to the second policy which
was indeed an essential complement of the first.
‘The public lands of the Northwest were to be
used by the Dominion to promote railway expansion
and rapid settlement. Land grants would provide
the greater part of the public assistance required
by the railways. The railways, in turn, would make

the lands valuable and a free homestead system
would attract a rush of settlers. The decisions to
build an all-Canadian railway and to establish a
vigorous Dominion land policy were basic national
decisions which, together with the adoption of the
protective tariff which was soon to follow, fixed the
pattern of subsequent economic development in the
Dominion,

The technique of combining railway construction
and settlement had already been devised and
demonstrated in the United States where Cana-
dians had observed the results with envy. Its
main features were raillway land grants and the
free homestead systemm. The Dominion assured
the application of these to the Canadian frontier
by the Manitoba Act of 1870. This statute with-
held the public lands from the control of the
Province and provided that all “ungranted or
waste lands” in the entire Northwest should be
“administered by the Government of Canada for
the purposes of the Dominion”. These purposes
were made manifest” by the free homestead
provisions of the Dominion Lands Act of 1872
and the grant of 50 million acres of western lands
to the Pacific railway syndicate in 1873.

By 1873, in the short space of six years, the
framework of the new transcontinental economic
and political system had been erected. The con-
tinued rapid expansion of the United States had
given the enterprise an urgency it might otherwise
have lacked. The “race to the Pacific’ had been
won and the vital railway and settlement policies
had been launched. These were ambitious policies
for a small and scattered people but the nation-
builders were undeterred by such reflections. “We
must not be dribblers in this matter”, said the
Minister of Finance in 1869. “The opening up of
that territory [the Northwest] must be accom-
plished in a large and comprehensive way.”1 The
charge of dribbling could scarcely be laid against
them. In six years the Federal Government had
committed itself to capital expenditures of almost
$100 million,2 as compared with the total debt of
$93 million accumulated by all the colonies in their
century of existence before Confederation. But
the Government was confident of the ability of
the country to carry this burden with ease once
the magic of its policies began to work.3 In the
meantime, the rising prosperity of the country
made the Initiation of these policies immediately

1 Budget Speech, May 7, 1869, p. 34,

2$30 million for the Canadian Pacific Railway, $143 million
more for the Intercolonial and Maritime railways, almost 344
million for eanals and $8 million for miscellaneous worka,

8 Budget Speech, April 1, 1873.



possible. Between 1868 and 1874, Dominion
revenues nearly doubled, most of the increase

coming from customs duties.. This buoyant-

financial condition enabled the new Federal Govern-
ment to consolidate the union and assume the
dominant and aggressive role which the Fathers of
Confederation had assigned to it. The greatness
of its enterprises caught the imagination and
evoked the beginning of a national consciousness.

The Dominion’s Paternalism toward the Provinces
—ts claim to dominance

The Dominion Government not ounly asserted its
leadership in economic development; in its attitude
toward the provinces, there was much of the old
paternalism which had marked the actions of the
Imperial Government in colonial days. It main-
tained that the Lieutenant-Governor was a
Dominion officer whose duty it was to reserve bills
according to instructions from the Governor General
in Council.4 In 1868 Sir John A. Macdonald, as
Minister of Justice, declared that the Federal
Government would be called upon to consider the
propriety of allowance or disallowance of provincial
enactments much more frequently than the Imperial
Government had done in the recent past.5

In accordance with this policy, 51 bills were
reserved® and 65 acts disallowed7 in the first thirty
years and, of these, 39 were reserved and 29
disallowed in the first ten years of assertive
Dominion leadership. The federal authority pro-
posed to refuse assent on reserved bills and to
disallow legislation on several grounds. Thus, it
claimed the substantially judicial funection of
deciding whether provincial legislation was ultra
vires. It stood ready to invalidate provincial
enactments which it thought unjust or contrary
to sound principles of legislation. It was prepared
to veto legislation which, according fto its view,
conflicted with imperial treaties or policies, or with
Dominion interests and policy.

1t was quite in harmony with this theory of its
.superior position that the Dominion maintained its
sole right to supplement the original financial
arrangements of 1867 or to fix the terms of admis-
sion of new provinces. In 1869, the Dominion
Parliament itself increased the subsidies to Nova

4 Qee Deminion-Provincial Legislation, 1867-95, pp. 104-5 per
Sir John A. Macdonald in 1873 and pp. T7-8, Report of the
Committee of the Privy Council in 1882.

& I'bid., pp. 61-62.

6 Memorandum on the Office of Licutenani-Governor of a
Province, Department of Justice, Ottawa, 1937, pp. 51-60.

7See Mcemorandum on Dominion Power of Disallowence of
Provineial Legislation, Department of Justice, Ottawa, 1937, pp.
62-69.
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Scotia. A protest by the Ontario Legislature to
the Imperial Government against this unilateral
action of the Dominion was of no avail, drawing
from the Colonial Secretary a reply that the
Dominion Parliament had power to make such
adjustments. In 1870 and 1871, Parliament, of

ity own motion, gave Manitoba and British

Columbia a larger representation in its councils
than the principle of population would have
warranted. Arguments that these modifications
were contrary to the constitution and required the
consent of the provinces were brushed aside and
the request for imperial legislation to validate the
Iarge scheme of the Manitoba Act of 1870 was
made, in accordance with the proposal of the
Opposition, by joint address of both Houses of
Parliament without consulting the provinces.

However, the forces which made this Dominion
leadership and predominance possible waned
rapidly after 1870. In that year, the Red River
Rebellion ended and the last Fenian Raid failed.
In 1871, with the entrance of British Columbia,
the Dominion tightened.its hold on the West. The
outstanding disputes between the United States and
Great Britain were settled by the Washington
Treaty.in the same year and the Republic accepted,
by implication, the accomplished fact of a trans-
continental Dominion. It is significant that the
departure of the last imperial troops® from Quebec
in 1871 did not bring any sudden and vigorous
measures for Canadian defence by the Dominion
Government. The Dominion was not compelled,
after all, to battle for its existence. The political
and military purposes which had helped to justify
its creation slipped from the minds of a pacific and
unapprehensive people.

The Great Depression—check to the Dominion’s
aggressive program of development and the
adoption of the National Policy of protective
tariffs.

At the end of 1873, the boom broke and was
followed by world-wide depression. In the United
States, it involved a sharp contraction in railway
and building construction; in Great Britain, a
severe contraction of credit and a steep decline in
foreign trade. The fall in prices and international
lending brought an abrupt check to economic
expansion in new countries. In Canada, the first
effect of this general depression was a decline in
the demand for lumber. Between 1873 and 1879,

8 Britain continued to man military stations at Halifax and
Esquimalt and the last garrison did not leave Halifax until the
beginning of the twentieth century.
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exports of forest products fell by one-half. The
prices of manufactured goods fell more rapidly than
those of agricultural products but by 1876 the
country was generally enveloped in depression
which grew slowly worse until 1879. In the latter
year, both the price level and the physical volume
of exports had fallen by 20 per cent from the peak
of 1873.

The depression was rapidly translated into
falling public revenues while the public debt
continued to mount. The Federal Government was
driven to serious reconsideration of the extensive
projects which had been launched in the preceding
prosperous period. Boundless optimism was
succeeded by unrelieved gloom. The Government
had reaped but little reward for its huge expendi-
tures and it could see no hope of generous returns
for years to come. Alarmed at the mounting burden
of debt, the Federal Government retreated from its
aggressive program of development. The Inter-
colonial, the Prince Edward Island railway and
the canal improvements were carried to comple-
tion. But no new projects were undertaken and,
following the Pacific scandals, the agreement for
the construction of the Pacific railway was dropped.
The new government of Alexander Mackenzie
announced & policy of building the railway as a
public work but only as the resources of the
country would permit.

The Great Depression, which continued almost
unrelieved for over twenty years, had serious con-
sequences for the entire country. As time went on,
the national policies of the Dominion,? which were
to have brought abounding prosperity through
western expansion and settlement, were diseredited
by failure. The men, money and markets,
necessary for the successful operation of the
expensive national machinery, failed to materialize.
The great community equipment lay almost
unused, an oppressive burden on the country.

As the depression continued, the old agitation
for a policy of protection to domestic industries
gathered increasing force and acquired a wider
appeal. The tariff policy during the first twelve
yvears was primarily designed for revenue purposes.
There was much resentment and dissatisfaction
over Confederation in the Maritimes. Among other
things, the Maritimes feared an upward revision of
tariffis and the Federal Government was anxious to
conciliate them by removing any ground for such

¢ The expression “national policies” as used throughout this
Report refers to federal economic policies such as western
settlement, all-Canadian transportation and protective tariffs., In
the capitalized singular form, the “National Policy” refers solely
to the policy of protection adopted in 1879.

(3.

fears. Furthermore, the Dominion was anxious not
to provoke tariff retaliation by the United States
with which Canada enjoyed a growing trade in this
period.10

Thus the early Canadian tanff structure retained
the main features, though not the exact rates, of
the pre-Confederation tariffs in the provinees.
Luxuries paid high rates, the great bulk of finished
manufactures paid 15 per cent, raw materials and
most semi-finished goods entered free. The only
general change in the tariff before 1879 occurred
in 1874 when the 15 per cent schedule was raised
to 174 per cent in an effort to maintain revenues
in the face of falling imports.

The main object of policy through the period
was to get a renewal of the Reciprocity Treaty
with the United States. However, the persistent
advances to Washington were of no avail. The
Washington Treaty of 1871 did not include a
renewal of reciprocal trade relationships and the
treaty which George Brown negotiated in 1874 was
not ratified by the United States Senate. The
Washington Treaty gave the Americans free access
to Canadian Atlantic fisheries, free navigation of
the St. Lawrence and the use of the canals on
equal terms. Canada had hoped to bargain for
reciprocity with these privileges but the British
Government used them to advance the general
interests of the Empire. All efforts to secure closer
trade relations with the United States failed and the
rebuffs aroused in Canada a desire for retaliation.

“Reciprocity of trace or reciprocity of tariffs”
became the slogan. There was still no doubt,
however, that the former alternative was prefer-
able. Amerlean Industry had not yet grown up
to the protective tariff. It had not yet achieved
the special advantage of mass production, and it
was handicapped by the high cost of iron and steel
and by the inflated wage levels inherited from the
Civil War. Canadian manufacturers were agreed
that they could compete successfully with the
United States producers on the basis of a North
American market.11 If however, they were to be
denied this wider market, they insisted that they
could not share the limited market at home. If
Canadian industry could not develop in relation
to an industrial integration of North Ameriea, then
conditions must be created to enable it to develop
in relation to the opportunities of an economic
integration of Canada.

10 Thig policy was announced in 1868 by the Minister of
Finance in his speech on the Budget,
1 8ee Canada, Journals House of Commons, (1876), Appendix



The price decline which began in 1873 was much
more pronounced in manufactured goods than in
raw materials. Between 1873 and 1879 the price
level of Canadian imports (mostly manufactures)
dropped 26 per cent while the price level of exports
fell by 8 per cent. This, together with the loss of
natural shelter resulting from the decrease in trans-
portation costs, bore heavily upon domestic indus-
try and commerce. Declining inventory values
inflicted heavy losses upon the distributive trades.
The pressure of falling prices and increasing
competition led to a general outery against what
was called the “slaughtering of goods” by the United
States and Great Britain. Higher tariffs were
urged to maintain the balance between imports
and the local manufactures. And, of course, there
was a more general demand for a protective policy
as the panacea for depression.

The high hopes for rapid development of the
country and for the commercial and industrial
benefits expected to flow from such development
were frustrated, While the previous Federal Gov-
ernment had been aggressive in the work of
development, the new Ministry was now timid and
out of sympathy with the program. In the face of
this apparent failure and hesitation, the policy of
industrialization by means of the protective tariff
was offered as the way out of stagnation, and as
a new basis for economic expansion. Under
existing conditions, this proposal had a wide
popular appeal.

After Confederation, attempts were made fo
foster a Canadian national spirit, and industrializa-
tion by high tariffs was vigorously advocated as an
important step in this direction. This particular
aspect of the policy was expressed by the Minister
of Finance when he submitted the new tariffs to
Parliament in 1879. He insisted that ‘“the time
has arrived when we are to decide whether we
will simply be hewers of wood and drawers of
water; . The time has certainly arrived when
we must consider whether we will allow matters
to remain as they are, with the result of being
an unimportant and uninteresting portion of Her
Majesty’s Dominions, or will rise to the position,
which I believe Providence has destined us to
occupy . . .”12 The policy which wasg to trans-
form the economy and make a great nation was
impressively labelled “The National Policy”.

These various factors combined to bring about a
vigorous policy of tariff protection in 18v9. The
upward revisions of the tariff were comprehensive
and were designed particularly to promote domestic

12 Budget Speech, March 14, 1879, pp. 22-3.
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production where 1mports were large. “We have
endeavoured. to meet every possible interest .
said the Finance Minister. In general, if luxurms
be excluded, the highest duties were imposed on
finished consumers’ goods of widespread consump-
tion, the rates being in the neighbourhood of 30
per cent. The typical rate on fully manufactured
industrial equipment and machinery was 25 per
cent. Semi-finished goods and industrial materials
paid from 10 to 20 per cent. The fact that many
of the duties, particularly the most protective,
were specific rather than ad valorem reflected the
recent experience with falling prices.

Textiles, which made up nearly 30 per cent of
total imports and in which domestic manufac-
turing, with the exception of coarse woollens, had
made virtually no progress, were specially singled
out for a substantial measure of protection.13 The
added protection given to iron and steel and their
products, the domestic production of which was
appreciable only in the case of farm implements
and the sheltered items (foundry produects, certain
rolled products and heavy machinery) was con-
fined chiefly to the finished and highly fabricated
articles.14 In the case of primary iron and steel,
where imports were heavy, the duties imposed were
small.15 Important items such as furniture, manu-
factures of glass, chinaware and boots and shoes
were given considerable inereases in duties.16 While
the bulk of miscellaneous manufactures paid 20
per cent there were many cases of rates equivalent
to 30 per cent or over.

The increases in tariffs were also extended to .
agricultural products but in this case were largely
ineffective, because, in most items, the country was
on an export basis. A duty of 50 cents per ton was
placed on coal and coke to enable. Nova Scotia
coal to reach the markets of Central Canada which
were then being supplied entirely from the United
States.

It is clear from this brief analysis that the
National Policy tariff of 1879 would be a powerful

18 Cotton was given protection at all stages of manufacture
with duties ranging from 20 per cent on yarns to 34 per cent on *
pieco goods. The tariffi on woollens ranged from 29 per cent on
yarna to 34 per cent ready-made clothing. 8ilk piece goods and
clothing paid 30 per cent.

1 Carriages, wagons and railway cars, as well as miscel-
laneous hardware and tools paid 30 per cent. A rate of 25 per
cent wag imposed on machinery, farm implements, boilers, tanks
and engines, locomotive engines, bridge and structural steel, stoves
and castings of all kinds. The duties on equipment and semi-
finished articles such as chains, wire, galvanized sheet irom, tin
plate and tubing ran from 10 per cent to 20 per cent.

1B Pig iron paid 12-5 per cent, the principal rolled items
{except steel rails) 17-5 per cent, but steel ingots, rails, bars and
fish plates remained free.

18 Turniture and clocks paid 35 per cent, refined petroleum 38
per cent, manufactures of glass 30 per cent, chinaware 23 per
cent, woodenware 25 per cent, boots and shoes 25 per cent.
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instrument for promoting domestic production in
a wide range of articles and for diverting trade
from international into interprovincial channels.
With the extension of the protective principle to
primary iron and steel by the introduction of
bounties in 1883 and higher duties in 1887, the
application of the policy was complete. The
protective system thus established during 1879-87,
although modified and refined, and from time to
time changed in its emphasis, has never since been
basically altered. It was a drastic change in the
conditions under which the economies of the British
North American colonies had grown up, and subse-
quently was a major factor affecting the develop-
ment and structure of the transcontinental economy
which Confederation had created. It became, in
truth, a national poliey.

Stagnation—unfavourable external influences and
the disappointing results of the national
economic policies

During the years 1867-79, the three basic national
economic policies were adopted. By settlement of
the Northwest, transcontinental transportation
through all-Canadian terrifory and industrializa-
tion by protective tariffs, the Federal Government
planned to bring about economic expansion and
complete the unification of the country. Because
of the dependence upon exports, foreign capital
and immigration, they could become effective only
if stimuli came from abroad. For over two decades,
however, the external factors were unfavourable.
The collapse of the boom in 1873 brought on the
‘Great Depression which continued for twenty-three
years. A persistent decline in prices, a sharp
shrinkage in international lending and a low level
of investment caused general economic stagnation.
The Canadian economy, strongly afiected by these
influences, virtually stood still, although there were
many internal shifts and changes.

TapLE 8. —CanapiaN Price Inpices, 1871-96
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The price level, which fell about 35 per cent
between 1871-73 and 1806, was a continuous
damper upon enterprise. The relatively greater
drop in the prices of manufactured goods than in
those of raw materials such as lumber and agri-
cultural products was a striking feature of the
decline. Thus import prices fell more rapidly than
export prices and the terms of trade became
increasingly favourable. However, the stimulating
effects of this factor upon the exporting groups
was largely nullified by the tariff inereases of
1879-87.

Domestic production in many lines could not
take advantage of the new tariff overnight and
thus the most immediate effect of the tariff
increases was a substantial rise in Dominion
customs revenue. The improvement in Dominion
finances coincided with a short period of general
economic revival throughout the world from 1879
to 1883. Encouraged by these favourable signs,
Sir John A. Maedonald, on his return to power in
1879, took up again the project of a transcon-
tinental railway. The half-hearted policy of
building it piecemeal as a public work was
discarded and in 1880 a group of capitalists agreed
to undertake an all-Canadian railway to the Pacific
as a private enterprise.

The Canadian Pacific Railway Company was
promised substantial cash subsidies and grants of
western lands. A monopoly clause in the agree-
ment practically freed the Company from compe-
tition in the area between its line and the American
border across Manitoba and the Northwest Terri-
tories. Surmounting stupendous difficulties, the
railway to the Pacific was completed in 1885.
During and after its construction, the Dominion
tried to encourage the building of local lines in
British Columbia and the Eastern Provinees by
means of land grants and cash subsidies. The
provinces and the municipalities also gave con-
siderable assistance to railways in the same period.
By 1896 this combined public assistance had
secured the construction of some 3,300 miles of
branch lines and about 1,700 miles of colonization
railways.

Under these stimuli, the railway mileage of the
country mounted rapidly, despite unfavourable
economic conditions. By 1896, there were 16,270
miles of line (one mile per 312 persons, a proportion
not much different from that of the present day).
In the Maritimes, all the principal lines had been
built and a fairly dense network of railways had
been laid over the settled portions of Ontario and
Quebec.
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Provinees.. .. vv vr ve th vh e es ee an e e 33.0
Mummpahtles Ce ke e e be et e ea e s 16.9
B e 7 1 214.9
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*In addition the Dominion gave net land grants totalling
31-8 million acrea.

An extensive system of branches had been built
in southern Manitoba. Slow progress in the North-
west Terrifortes had placed lines between Regina
and Prince Albert, Calgary and Edmonton and
links with the American border ran from Moose
Jaw and Medicine Hat. The important role played
by governments in the provision of these facilities
is indicated in Table 9. A

Two generations of North Americans had believed
that railways were the unfailing cause of general
prosperity. But railway expansion did not bring
prosperity to Canada in the period under review.
The brief irade revival of 1879-83 faded away
and the general world improvement of 1888-90 was
offset in Canada by poor crops and bank failures.
The Great Depression did not lift until 1896 and
it was not until 1897 that the per capita volume
of exports reached the level attained in 1873.1%
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The changes in the composition of exports reveal
some of the internal shifts in occupations that
took place under the downward pressure. Lumber
declined in relative importance while agriculture
continued to expand. But here there was a shift
from grains, which met the rising American tariffs
and stiffer competition from the American West,
to live stock and dairy products which, with cheaper
transportation, found larger markets in Great
Britain. Increasing exports of fish reflected the
development of the salmon fishery in British
Columbia and the lobster fishery in the Maritimes.
Particularly after 1886, they also reflected the
pressure of people crowding into the industry
as a means of livelihood owing to the virtual
disappearance of shipbuilding and shipping.

TaBLE JA —Exrorts oF CanNapiaN ProbpUce, 1868-1896
(Afillions of Dollars)

Agricultural )

Products Pro- Manu-
Years : ducts : factures

ending | Total| Animals G‘; ains, of Fish M;:;:r- and
June 30 and mg%e- the Miscel-
Their Fruicti' Total | Forest laneous

Produce| "0

1868..... 485 5.9 12.9 | 19-8 i8-7( 34 1-3 5-3
1874..... 767 147 15-6 | 34-3- 272 §-3 3-8 G-1
1879..... 62-4 14-1 19:6 | 33.7 13-3 7-1 3-2 a1
1882..... 94-1 20-5 31.0| 615 24-01 7-7 3-1 7-8
1886..... 77-8 22.1 17-7 1 39-8 21-0) 6.9 4-1 6-0
1891..... 88-7 26-0 13.7 | 36-7 24-31 99 6-0 §-8
1894, ., .. 109-7 36-5 14-1 [ 50-6 27-2 | 11-2 8-4 12-3

The effect on Canada of the adverse economic
conditions between 1874 and 1896 is most clearly
revealed by the population figures. The principal
policiés and expenditures of the Federal Govern-
ment were designed to fill the empty spaces with
people. Yet for thirty years Canada was a land
of emigration helping to people the frontier and
cities of the United States.

TaBLE 10.—Canapian PoruraTiON MOVEMENTS,

1871-1901
{ Thousands)
et Natural E
ation at atura . migra-
p Actual Immi-
- begin- Increase : tion

nin% of Incrense (Est.) gration (Est.)

Decade
187181...0.e. 3,630 836 | 799 342 505
1881-01......... 4,325 508 686 886 1,084
18911901 ....... 4,833 538 612 321 395
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In each of the three decades, 1871 to 1901, as
indicated by Table 10 the increase in Canadian
population was less than the estimated natural
increase. While slightly more than one-and-a-half
million immigrants intending to settle entered
Canada, almost two million people left the country.
Between 1881 and 1901 over 600,000 native
Cenadians moved across the border and in 1801
about one-fifth of all the Canadian-born lived in
the United States. So heavy was the emigration
in the early nineties that the population was
virtually stationary,

The disappointingly slow growth of population
between 1871 and 1901 was accompanied by
significant changes in its distribution. Owing to
improvements in transportation and growing
industrial development, Canada was losing its
predominantly rural character. The urban popula-
tion rose from 20 per cent of the total to 38 per
cent. The towns and cities absorbed 77 per cent
of the total inerease in population. At the
beginning of this period, Montreal and Toronto,
serving the hinterland of the St. Lawrence Valley,
had 5 per cent of the total population. In 1901,
with a greatly extended hinterland, the proportion
had risen to 10 per cent.

Regional and Provincial Discontent—the challenge
to the dominance of the Dominion

A bald statement of the length of the depression
gives little hint of its effect upon the lives of the
people. Federal policies had burdened them with
debt and failed to bring prosperity. The only
large-scale remedy which the Dominion had been
able to offer was the National Policy of 1879.
In these circumstances, communities had to do what
they could to help themselves, looking to the prov-
inces for the help which the Dominion failed to
give. The provineial governments attempted to
promote expansion on their own frontiers by rail-
way building and immigration policies. Buf most
of them quickly discovered the strait jacket in
which the financial settlement of Conféderation
had placed them. The agitation for better terms
gathered strength and led to differences with the
Dominion. The failure of the Dominion’s economie
policies, which formed such important elements in
the new national interest, discouraged the growth
of a strong, national sentiment; and local loyalties
and interests began to reassert themselves.

Indeed, there had never been any large transfer
of loyalty from the older communities to the new
Dominion created for urgent common purposes.
The achievement of Confederation and the

spectacular activity of the Federal Government in
the early years had merely overshadowed or, at
most, temporarily subordinated the separate
interests of the distinet regions and communities.
From the very date of the union, there had been
a widespread and burning conviction in Nova Scotia
that it had been manoeuvred into a bargain
prejudicial to its vital interests, In the provineial
election held late in 1867 thirty-six out of thirty-
elght members elected to the legislature were
anti-Confederates. The new Government tried
desperately to extricate the Province from the
bonds of the union. Although these efforts were
unavailing, the sentiment against Confederation
remained strong in Nova Scotia and was significant
in New Brunswick.

Confederation had not succeeded in eliminating
the clash of racial and religious differences which
had agitated the Province of Canada in the past.
It had been hoped that the creation of two prov-
inces, allowing free play to these cultural differ-
ences in separate spheres, would remove these
antagonisms from deliberations on matters of
common interest in the federal councils. When the
western insurrections of 1870 and 1885 raised a
racial and religious conflict in the wvalleys of the
Red River and the Saskatchewan which disturbed
the peace in the new federal territories, the opinions
of the dominant groups in Ontario and Quebec
clashed over the action taken by the Federal

.Government. Quebec’s deepest feelings were out-

raged by the execution of Louis Riel and a wave
of resentment against the Federal Government
swept the Province. It became eclear at once that
there were federal issues in which conflicts of
opinion might follow in the main provineial lines.
In such circumstances, any solution was bound to
create Dominion-provineial frietion.

Such  Dominion-provineial friction was not
limited to cases of the resurgence of loyalties
antedating Confederation. The problems of the
Pacific railway embittered the relations of British
Columbia and the Federal Government during the
seventies; and in the eighties the requirements of
federal railway poliey brought Manitoba and the
Dominion into sharp conflict. The appropriation
of western lands “for the purposes of the Dominion”
deprived Manitoba of its natural resources and the
monopoly clause in the charter of the Canadian
Pacific Railway Company prevented the Province
from promoting a competitive transport system.
Repeatedly the Provincial Legislature chartered
railway companies to build lines to the international
boundary and repeatedly the Dominion Govern-



ment disallowed them on the ground that the
projected lines would divert traffic to the United
States and thus conflict with the settled transport
policy of the Dominion. Dominion policy was
hard to reconcile with the interests of the settlers
in Manitoba and the Provincial Government became
the spearhead of local demands. -

British Columbia was_irritated by federal tariff
policy and its long controversy with the Dominion
over Oriental immigration began in this period.
Large sections of opinion in the Maritimes were
antagonized by the introduction of the National
Policy in 1879. In 1886, & series of resolutions
was introduced in the Legislature of Nova Scotia
advocating secession on the ground that the
commercial and financial interests of the Province
had been vitally injured by Dominion policies. By
1887, agricultural and lumbering interests in Ontario
were straining against federal tariff policy and
urging commercial union with the United States.
Ontario clashed with the Dominion over the
location of the Ontario-Manitoba boundary and
the ownership of its northern natural resources.
Mowat, as Premier of Ontario, fortified the prin-
ciple of “provincial rights” when he claimed and
won the right of the provinces to regulate the sale
of liquor within their boundaries and for years he
eonducted an unwearying attack on the federal
power of disallowance.

These various grievances culminated in the
provincial conference held at Quebec in 1887. The
five provincial premiers who attended included all
the leaders of provincial protest. The procedure
of the provincial premiers seems to indicate that
they claimed the right to examine and correct the
operation of the federal system. Although their
interests differed widely, they were able to agree
that a considerable curtailment of federal power
would be desirable. They proposed to increase the
subsidies to the provinces, to abolish the federal
power of disallowance, and to make the right of
the Dominion to declare public works to be for
the general advantage of Canada conditional on
the approval of the provinece concerned. Lieutenant-
Governors were to be acknowledged to be repre-
sentatives of the Sovereign rather than of the
Dominion, and each province was to nominate half
of the Senators from the province in the Senate.

The conference challenged the view that Con-
federation was designed to set up a highly central-
ized and pervasively dominating government at
Ottawa. In its swing to the other extreme,
emphasizing the primacy of the provinces, it was
no doubt employing a theory of federalism similar
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to the doctrine of “states’ rights” in the United
States. But the strength and diversity of provineial
interests shown by the conference indicated that,
under the conditions of the late nineteenth century,
the working constitution of the Dominion must
provide for a large sphere of provineial freedom.

The policies of the Federal Government were in
discredit and the Government itself was embar-
rassed by its difficulties in the late eighties. Ixcept
for a short interval between 1874-78, the Federal
Government throughout this period had been
identified with Sir John A. Macdonald and his
associates. Sir John’s views of the nature of
Confederation, so clearly stated both before and
after the union, are well known. It is not known
how many of the other framers of the British
North America Act shared his views. But it is
important that, for nearly thirty years, Macdonald
and those who thought like him were the Federal
Government of the new Dominion. The views
which they took of the functions of the Lieutenant-
Governor and the use to be made of the powers of
reservation and disallowance have already been
discussed. Their practice in revising the financial
arrangements with the provinces and securing con-
stitutional amendments has been noted. Their
actions reveal clearly their conception of -the
primagey of the Dominion and the subordinate
position of the provinces.

Tt is highly significant that the realities of the
later years of the period forced a modification of
this conception on the very men who held it most
strongly. Their interpretation of the general
interest failed to command widespread assent in
the different provinces. The ineradicable, partic-
ularist interests, always associated with different
regions and ways of life, demanded free expres-
sion. In face of the formidable provinecial protest,
the Government was foreed to retreat. In 1884,
the Ontario Rivers and Streams Act, already thrice
disallowed by the Dominion, was re-enacted by
the Provincial Legislature and the Dominion
acquiesced. Later, the Dominion abandoned its
policy of protecting the Canadian Pacific Railway
Company from competition through the power of
disallowance and finally repealed the monopoly

" clause itself. During the early nineties, it began

the downward revision of the tariﬂ’:

Provincial Rights and the Constitution—the
interpretations of the Privy Council widen the
powers of the provinces. :

It is a matter for speculation what would have
been the ultimate issue between the Dominion
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and the provinces if the conditions of the eighties
had’ continued. The equilibrium was becoming
very unstable. On the one hand, there was the
conception of federal dominance which the
Dominion Government tried to enforce and which
was strongly supported by powers of reservation
and disallowance. There were the sweeping words
of the opening paragraph of section 91 which, it
might be argued, gave to the Dominion those “high
functions and almost sovereign powers” which at
least some of the framers intended it to have. The
power to tap all the really productive sources of
revenue was in the hands of the Federal Govern-
ment.

On the other hand, there was the patent failure
of the great general projects of the Dominion to
meet what the provinces deemed to be their
particular interests. There was the provineial
revolt, focused by the provineial eonference of
1887, which significantly demanded a drastic reduc-
tion of federal powers. There were straitened
provincial governments representing large bodies
of opinion and demanding greater revenues.

The preamble of the British North America Act
announced the formation of a federal union, but
it was not clear how far this was consistent with
the wide general powers conferred on the Dominion
by the opening words of section 91. Dominion-
provincial friction was not lessened by these
seeming obscurities in the constitution. It was
becoming vital to know what the constitution
meant and whether it could be harmonized with
the realities which had appeared. In this crucial
decade, the Privy Council began to give its first
important decisions on the British North America
Act. By the end of the period under review, the
main lines of the working constitution had emerged
through these decisions. It is therefore necessary
to turn to them to see how the constitution was
moulded by their influence.

It would be difficult to say how far these
decisions influenced the concessions made by the
Federal Government. At any rate, some of the
earliest of these cases bore on the nature of the
provincial governments and their relation to the
Dominion and to the Crown. In particular,
decisions in 1883 and 1892 denied some of the
main tenets of the Macdonald school. In Hodge
v. The Queen, in 1883, their Lordships, by impli-
cation, denied that the provincial legislatures
were inferior bodies. They held that, within the
limits of subjects and areas as prescribed by
section 92, “the local legislature is supreme and
has the same authority as the Imperial Parliament

or the Parliament of the Dominion, would have
had under like circumstances’2¢ to confide powers
to bodies of its own creation.

In Liquidators of the Maritime Bank v. Receiver-
General of New Brunswick in 1892, it was
necessary to decide how far the provincial Executive
was entitled to exercise the ancient prerogatives
of the Crown. In answer to the argument that
the British North America Act had severed all
connection between the Crown and the provinces
and reduced the latter to the rank of Liverpool
or Manchester, the Privy Council replied that the
provinces were not subordinated to the Federal
Government or depreciated to the level of muni-
cipal institutions. The supremacy of the province
in its field of jurisdiction was reiterated. Their
Lordships were pressed to say that, as the
Lieutenant-Governor was appointed by the
Dominion, he was purely a creature of the
Dominion. Lord Watson denied this conclusion
saying that the Governor General, in appointing,
was acting for the Queen and that a “Lieutenant-
Governor, when appointed, is as much the repre-
sentative of Her Majesty for all purposes of
provincial government as the Governor-General
himself is for all purposes of Dominion govern-
ment”.22

These decisions magnified the provinces and
struck at the theory that they were merely a
superior kind of municipal institution. They also
raised acutely the question of how far the enact-
ments of a legislature endowed with the same kind
of supremacy as the Imperial Parliament should
be subject to an unrestricted power of disallow-
ance. These decisions, at least, made it harder for
the Federal Government to maintain its positions
and foreshadowed the steep decline in the use of
the powers of reservation and disallowance which
came in succeeding years,

A detailed review of the Privy Council deeisions
of this period would be out of place here. But
there were several cases of historic importance in
determining the lines of constitutional develop-
ment which must be considered. In 1882, the
Privy Council had to decide whether the Canada
Temperance Act was within the powers of the
Dominion. This Act forbade the sale of intox-
icating liquor under penalty of fine and imprison-
ment in those municipalities which exercised the
“local option” of applying its provisions.

Naturally, it was argued that this prohibition
would interfere with property and ecivil rights in

20 (1883) 9 A.C. 117, at p. 132,
22[18902] A.C. 437, at p. 443,



the local areas where 1t was adopted. However,
the Act recited the desirability of uniform legisla-
tion promoting temperance throughout the
Dominion and the Privy Council concluded that
the traffic in liquor was being dealt with as a
matter of public order and safety and not in
relation to the aspects of property and civil rights
which were admittedly involved. They decided
that general liquor legislation so conceived was
exelusively within the general power of the Federal
Parliament “to make laws for the peace, order
and good government of Canada”. General
legislation, genuinely “deemed to be necessary or
expedient for national safety or for political
reasons” or “designed for the promotion of public
order, safety or morals”, was held to fall within
the general power of section 91. Of course, in
almost every case, such legislation would “in some
incidental way, affect property and ecivil rights”.
Thus, “the true nature and character of the legis-
lation in the particular instance under discussion
must always be determined in order to ascertain
the class of subjects to which it really belongs”.24

This decision asserted the clear primacy of the
“peace, order and good government” clause over
section 92 and argued the validity of all federal
laws dealing with general and national aspects of
any subject matter even though that subject
matter, in its local aspects, might be within the
enumerations of section 92.29 However, it left
the criterion of what might be ‘“necessary or
expedient for national safety or for political
reasons” and of what might be “designed for the
promotion of public order, safety and morals”,
vague and unsettled. Such questions as these could
only be determined by reference to the political,
economic and social conditions of the time and to
certain broad considerations bearing on the problem
.as to what it is proper for governments to try
to do.

The decision did not explain how “the true
nature and character of the legislation in the
particular instance” was to be determined. There
were only two alternatives. Either the existence
of that urgent general or national aspect which
was to justify untrammelled federal legislation
under the “peace, order and good government’
clause should be decided by the court before which
tHe validity of the legislation was raised, or it would
have to depend on the simple assertion of national
urgency by the Federal Parliament.

21 Ruseell v. The Queen (1882) 7 A.C. 529, at pp. 838-40.

2¢ Although Russell v. The Queen is frequently ecited in the
courts, the gemeral principle which it lays down has not been
gollgvyed and it must be regarded as virtually over-ruled by later
ecisions.
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In the first event, the court would be required
to say whether the federal legislation in question
had such a general or national aspect—in short,
whether, in view of all the circumstances, the
legislation might conceivably be desirable in the
national interest. But this is a question which the
courts always dislike to answer on the sound ground
that it is not a question of law at all. The answer,
if given, would inevitably depend upon the temper-
ament of the judge and his personal views on public
policy. Judges, like other people, differ profoundly
in their views on public policy and their decisions
would become essentially unpredictable. The hope
of drawing a clear line between the legislative sphere
of the Dominion on the one hand, and that of the
provinces, on the other, would disappear. More-
over, because the principal test of the validity of
provincial and Dominion legislation would be the
judgment of the court on large issues of expediency
and public policy, the final court of appeal would
become the arbiter of public policy rather than the
guardian of the constitution and, therefore, the
storm-centre of Dominion-provincial disputes.

The court might escape from this invidious task
by limiting itself to the question of whether the
Federal Parliament had decided, in good faith, that
general and national aspects were involved. Careful
reading of Russell v. The Queen gives some reason
for thinking that the personnel of the Privy Council
in that case conceived its duty to be discharged by
this limited serutiny. In the nature of things,
it would be a rare case where bad faith on the part
of the Federal Parliament could be established and
therefore the first alternative might, in practice,
come to little more than the second, which is now
to be considered.

The second alternative would be that the bare
assertion by the Federal Parliament of a general or
national aspect in the subject matter of the legis-
lation would, of itself, justify the legislation under
the “peace, order and good government” clause.
That clause would then confer tremendous power
on the Federal Parliament, giving it, as Macdonald
had proposed, “the general mass of sovereign
legislation”,31 The exclusive sphere ensured to the
provinces by section 92 might, if the Dominion so
desired, become very small indeed. The power of
the Dominion Parliament under the “peace, order
and good government” clause would become so
overwhelming that the federal character of the
constitution would be open to grave doubt. Indeed,
under these conditions, the constitution in its
working, would approach the legislative union which

81 (onfederation Debates, p. 41.
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some of the Fathers desired but which, as they
recognized, they could not secure by agreement.

These implications of Russell v. The Queen must
be kept in mind and related to the growing revolt
of the provinces against the paternalism of the
Dominion when considering the case now to be
discussed. “The Local Prohibition Case”,32 as it
has come to be called, which was decided in 1896,
is the most important case in the period, and one
of the most significant of all interpretations of the
British North ‘America Act by the Privy Council.
In it, the Privy Council upheld the validity of
the Ontario Temperance Act which provided for
Ontario a structure of regulation of the liquor
traffic similar to that which the Canada Temper-
ance Act provided for the Dominion as a whole.

The technique of interpretation used to reach
this result need not be discussed here. It is suffi-
cient to say that while Lord Watson held that the
Dominion, relying on the enumerated heads of
section 91, could validly enact legislation which
affected subjects enumerated in section 92, he also
declared that the Dominion, when legislating under
the general “peace, order and good government”
clause, “has no authority to encroach upon any
class of subjects which is exclusively assigned to
the provincial legislatures by s. 92”. He stated
that the exercise of legislative power under the
general clause of section 91 must be “strictly
confined to such matters as are of unquestionably
Canadian interest and importance”, admitting that
“some matters, in their origin local and provineial,
might attain such dimensions as to affect the body
politic of the Dominion and to justify the Cana-
dian Parliament in passing laws for their regulation
or abolition in the interest of the Dominion”.34
Under the authority of this decision, the general
clause of section 91 has come to be regarded as
justifying little more than emergency legislation
in the stress of great national crises.

While not challenging the correctness of Russell
v. The Queen, this decision struck directly at the
reasoning on which it was based. It denied the
primacy of the “peace, order and good government”
clause of section 91 over the enumerations of
section 92 and as a result Dominion jurisdiction
became, for most purposes, restricted to the specific
heads enumerated in section 91. In the main,
interpretation of the legislative powers of the
Dominion and the provinces settled down to a
competition between the specific enumerated heads

82 Aitorney-Generel of Ontario v. Attorney-General of the
Dominion, [1896] A.C. 348,

3 Ibid., pp. 360-61.

of sections 91 and 92. In this competition, the
provinces enjoyed an advantage because section
92 contained two heads capable of a general and
inelusive signification, wviz,, “Property and Civil
Rights in the Provinece” and “generally all Matters
of a merely local or private Nature in the Prov-
ince” while section 91 econtained only one such
head, “the Regulation of Trade and Commerce” and,
as will be pointed out below, it received a restricted
interpretation. Thus the stage was set for the
subsequent course of interpretation which has
provoked the comment, in recent, times, that the
residuary powers under the constitution are now
to be found in section 92.

There are some who believe that the Local
Prohibition Case involved a textual violation of
section 91 of the British North America Act35
Logical exposition, limited to sections 91 and 92,
might lead to that conclusion. But it must be
remembered that, according to the preamble of
that Act, what was desired by the provinces was
& federal union. It has been pointed out that the
decision in Russell v. The Queen, which, in practical
effect, was over-ruled by the Loeal Prohibition Case,
would have imperilled the federal character of the
union if it had become the ruling decision. There
seems to be no doubt that this consideration
weighed heavily with Lord Watson. In an earlier
case, he had pointed out that “the object of the
Act was neither to weld the provinces into one, nor
to subordinate provincial governments to a central
authority, but to create a federal government . . ,
each province retaining its independence and
autonomy”.36 In justifying his construction of
sections 91 and 92 in the Local Prohibition Case,
he made the following significant statement:—

“To attach any other construction to the general
power which, in supplement of its enumerated powers,

is conferred upon the Parlisment of Canada by s. 91,

would, in their Lordships’ opinion, not only be

contrary to the intendment of the Act, but would
practically destroy the autonomy of the provinces.

If it were once conceded that the Parliament of

Canada has authority to make laws applicable to

the whole Dominion, in relation to matiers which in

each province are substantially of local or private
interest, upon the assumption that these matters also
concern the peace, order, and good government of

33 The most cogent and complete statement of this view is
to be found in the Report pursuent io Resolution of the Senate
to_the Honourable the Speaker, by the Parliamentery Counsel
relating to the Fnactment of the British North America Act,
Ottawa, 1939, For criticism see V. Evan Gray, Canadian Rar
Review, 17, p. 309. .

3¢ Liquidatfors of the Maritime Bank v. Receiver-Gleneral of
New Drunswick, [1802], A.C. 437 at pp. 441-2,




the Dominion, there is hardly a subject enumerated
in 8. 92 upon which it might not legislate, to the
exclusion of the provinecial legislatures.’37

It may be that the insight which guided his
decision was solely derived from a theoretical
analysis of the requisites of a federal state. It
may be that he was also aware of the growing
provincialism, then assailing the pretensions of the
Tederal Government. At any rate, he perceived
and stated the lines of what he regarded as a
tolerable compromise between Dominion power and
provincial claims in the Canada of his day. And
compromise is always the essence of the federal
state.

It is necessary to notice briefly a foreshadowing
in this period of the limited interpretation later
given to the Dominion power under head 2 of sec-
tion 91, “the Regulation of Trade and Commerce”.
In a case before the Privy Council in 1881, the
question of the meaning to be attached to this
phrase was considered. Their Lordships pointed
out that the words “regulation of trade and com-
meree”, in their unlimited sense are sufficiently wide,
if uncontrolled by the context and other parts of
the Act, to include every regulation of trade . .
down to minute rules for regulating particular
trades”.38 By a process of textual criticism for
which the enumerated heads of section 91, taken
as a whole, give some warrant, they reached the
conclusion that the words were not used in their
unlimited sense,3? and suggested limitations which
were later adopted and pushed still further by the
courts. The case also made a significant contribu-
tion to the interpretation of head 13 of section 92,
holding that, in the phrase “Property and Civil
Rights in the Province”, the expression “eivil rights”
includes rights arising from contract as well as
rights directly maintained by the law itself such as
the status of persons.

‘87 Atorney-General of Ontario v. Attorney-General of the
Dominion, [1896], A.C. 348 at p. 361

Lord Watson assumes, it is to be noted, that, if Russell v. The
Queen remained the ruling decision, the Privy Council would
ghrink from deciding whether particular Dominion legislation
might be “necessary or expedient for the national safety or for
political reasons” and would in practice, leave that question to
the discretion of the Dominion Parliament—in other words, the
second alternative discussed above would rule. In these eircum-
stances, it is not surprising that the Privy Council exerted itself
to make the specific and more concrete enumerated heads of section
91 the main test of the validity of Dominion legislation,

12 ;; Citizens’ Insurance Co. v. Parsons (1881), 7 A.C. 06, at pp-

49 Thair reasons for thinking so are given in Bank of Toronto
v. Lambe, (1887) 12 A.C. 575 at p. 588, where it is said that in
Parsons Case, “it was found absolutely necessary that the literal
meaning of the words [“regulation of trade and commerce”] should
be restricted in order to afford scope for powers which are given
exclusively to the provincial legislatures.”
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One other case, relating to the taxing power of
the provinces, requires to be considered. Section
92 gave the provinces a power of “Direct Taxation
within the Province in order to the raising of a
Revenue for Provincial Purposes”. In 1882, the
Quebec Legislature passed a statute imposing on
certain commercial corporations, a tax the amount
of which varied with the paid-up ecapital and the
number of places of business. A number of
corporations resisted collection of the tax and an
appeal was finally taken to the Privy Council.0
Their Lordships were obliged to decide whether
or not it was a direct tax.

“Direct taxation” is a phrase which lacks precise
signification. From an economic point of view,
it is impossible to say that any particular tax is
direct in its final incidence because of the oppor-
tunities which may exist for shifting its burden.
Economists would agree that a corporation tax
generally is an indirect tax because of-the ease
of shifting it. However, the Privy Council felt
bound to find a ecriterion for the wvalidity of
provineial taxation which would not involve the
impossible task of trying to find out, in each case,
whether the burden had, in fact, been shifted.

Adopting from John Stuart Mill a statement
that “a direct tax is one which is demanded from
the very persons who it is intended or desired
should pay it”, they inferred from the legislation
itself that the legislature must have intended it
to be finally borne by the very corporations from
whom it was demanded and held it to be “direct
taxation” within the meaning of section 92. The
decision was one of great significance. From the
point of view of the provincial governments it
made available an important and increasing source
of revenue sinece corporate enterprise was expanding
rapidly. From the point of view of the economy
as & whole it was the legal basis of the growth of
much of the duplication, confusion and uneconomic
types of taxation which today weigh oppressively
on the national income.

9. PupLic FINANCE, 1867-06

" The Financial Settlement on Trial—an extremely

tight fit for the Maritimes and revisions of
the formula

Confederation began auspiciously for the publie
finance operations of the Dominion. World
prosperity spurred on a large program of develop-
ment. Imports rose rapidly and the taxation
system, geared so sensitively to import trade,

4 Banl: of Toronto v. Lambe, (1887), 12 A.C. 575.
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responded in an impressive manner. Customs
receipts rose from $9 million to $14 million, and
excise revenues, from luxury consumption, from $3
million to $5% million between 1867 and 1874.
This increase of more than 60 per cent in taxation
revenues in a short period of seven years made
possible the “rounding-out” of the Confederation
scheme already discussed. The Dominion Govern-
ment was proving to be a magnificent financial
instrument for creating the new British North
America of which the Fathers had dreamed.

On the other hand, there was a wide variation
in the financial condition of the provineial govern-
ments in the early years after Confederation. At
first, Quebec was in a relatively easy, and Ontario
I an even more comfortable position, while New
Brunswick, and particularly Nova Scotia, were,
from the beginning, in very straitened ecircum-
stances. The allocation of functions and revenues
discussed at Quebec in 1864 meant roughly that
the provinces would be left with $14 million of
local revenues to meet an estimated $4 million of
local outlay while the Dominion was to be given
$12 million in revenue to meet less than $9 million
in outlay. It was proposed to balance the
provineial budgets by transferring $24 million to
the provinees in the form of federal subsidies. The
total amount of the agreed subsidies was sufficient
to bridge the estimated gaps but the current con-
ception of equity which required caleulation of
subsidies on a per capita basis glossed over real
differences in need arising from disparate circum-
stances, unconnected with differences in population.
The result of the settlement was that Ontario and
Quebec got subsidies greater than their needs at
the time. For several years, Ontario had consider-
able surpluses while the position of Nova Scotia
became intolerable as early as 1368,

As already mentioned, Tupper had promised
at Quebec that Nova Scotia would make ends
meet somehow on a subsidy of 80 cents per capita,
yielding $264,000. Even when supplemented by
the grant of $60,000, in support of legislature and
government, agreed on at London, Nova Scotia was
still unable to honour Tupper’s promise. The
“better terms” agreement of 1869 gave the Prov-
ince an additional $140,000 of which 883,000 was
for a ten year period only.

In 1873, the Dominion assumed the “excess debt”
of Ontario and Quebec. The consequent propor-
tionate increase in the debt allowances of the other
provinces afforded some further relief to Nova
Scotia. However, with the expiry of the temporary
grant in 1877 and the withdrawal by the Province

of capital sums on debt allowance account, Nova
Scotia’s subsidy, in spite of other minor additions,
had fallen to $433,000 by 1884, at which figure it
remained until 1906. The revenues from public
domain did not expand as expected, municipal
organization lagged and political considerations
discouraged the introduction of direect taxation.
Appeals to Ottawa for further subsidy increases
were fruitless and throughout the period under
review, Nova Scotia was seriously cramped by its
inelastic revenue system.

New Brunswick had made a rather better bargain
at Confederation and also improved its position
slightly when it commuted its export duty on
lumber for a subsidy of $150,000 a year. But
apart from these minor reliefs and particularly
after its special temporary grant expired in 1877,
its position was on all fours with that of Nova
Scotia. Indeed, it was more heavily dependent on
the Dominion subsidy for its revenues than was
Nova Scotia.

The impossibility of dealing fairly with dissimilar
areas and conditions by use of a common formula
was revealed again in the financial settlements
with the new provinces which entered the union
early in this period. The Red River Settlement
which had chafed under the rule of the Hudson’s
Bay Company but lacked experience in managing
its own affairs suddenly blossomed into the Prov-
ince of Manitoba in 1870. In substance, it was a
creature of the Dominion Government without a
will of its own and consequently the formula used
in calculating the amount of subsidies for the four
original provinces was strictly applied to it. As a
result of the arrangement with Nova Scotia in 1869,
the debt allowance had been raised from $25 to
$27.77 per capita. Manitoba’s population of
12,000, of whom less than 2,000 were whites, was
generously assumed to be 17,000. Thus the Prov-
ince was given the subsidy of $67,000 to which it
was entitled according to the formula.

Other provinces were expected to supplement
their revenues from the public domain but Mani-
toba’s lands were reserved by the Dominion to aid
the federal policy of development. Yet the Prov-
ince was not compensated for their retention.
Lacking taxable capacity and having virtually no
other revenue, the province was unable to support
its governmental structure and it is not surprising
that the annual subsidy was increased on four
separate occasions during the next fifteen years.

Actual need and political expediency brought a
considerable modification in the application of the
formula to British Columbia and Prince Edward



Island. Strict application of the formula to British
Columbia in 1871 would have given a subsidy
wholly inadequate either to replace the customs
revenue which was being surrendered to the
Dominion or to meet the financial needs of the
Province. British Columbia contended that its
customs collections were equal to the amount of
customs revenue derived from 120,000 people in
the Tastern Provinces and suggested that the 9,000
whites and the 25,000 Indians and Chinese in the
Provinee be regarded, for the purpose of subsidy,
as a population of 120,000 and that the subsidy
be caleulated accordingly. This was not acceptable
to the Dominion but another device was invented
which served much the same purpose and British
Columbia was brought into the union with a
" subsidy of $216,000 a year instead of the $75,000
which a rigid application of the formula to the
actual population would have given.41

In 1873, Prince Edward Island secured a settle-
ment involving a more radical revision of the
formula. The public debt of the Province had
rushed upward between 1867 and 1873. In order
to lift the burden of debt charges from the Prov-
ince, it was necessary to calculate the debt allowance
at $50 per capita. In addition, the fact that the
Province had no public lands induced the Dominion
to give a further subsidy in lieu of lands. The

original formula would have yielded a subsidy of

only $45,000 but with these modifications, the Prov-
ince secured an annual grant of four times as much.

Within a short peried of time, these settlements
in turn proved inadequate. In the eighties, Quebec
also got into financial difficulties and, by 1887, all
the provinces except Ontario were clamouring for
an increase in subsidies. No further alterations
were made during this period. The reasons why
these adjustments and concessions, which had
seemed adequate at the time, failed to meet the
fiscal needs of the provinces will be considered

later when the provincial revenues and expenditures -

are reviewed.

The Finances of the Dominion—concentration on
economic development

The Federal Government had taken over the
pre-Confederation debts of the provineces and was
expected to finance the new program of develop-
ment, to provide for defence and to assume the
major burden of general government and legisla-
tion. The budgets of this period show that these
expectations were being substantially realized.

41 For extended discussion of subsidy arrangements with
British Columbia see Book II, Section F, Ch. IL
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Virtually all the Dominion debt accumulated -
between 1867 and 1896 was incurred for develop-
ment. By paring expenditures on general govern-
ment and taking advantage of its freedom from
large expenditures for .defence which weighed so
heavily on European governments, the Dominion
was able to concentrate its efforts on this single
activity. In 1874, at the end of the first spurt
of development,- debt charges and current outlay
on transportation, agriculture and public domain
accounted for half the current expenditures. The
building of the Canadian Pacific in the early
eighties added considerably to the total liabilities.
In the general depression which descended again
after completion of the road, the Dominion found
its debt charges embarrassing and did not under-
take any further large developmental program in
this period. Nevertheless, in 1896, these same
items still absorbed almost half the current outlay,
while defence and general government accounted
for only 6 and 28 per cent respectively. The
traditional role of government in British North
America as an agency for creating conditions in
which private enterprise might thrive had been
assumed by the Dominion. In this respect at least,
the Dominion was living up to the original con-
ception of its purpose.

But the ability of the Dominion to ecarry
through the developmental program fluctuated
greatly because of its heavy dependence on customs
revenue. Until the Great War (1914-18), the
financial fortunes of the Federal Government were
directly and completely linked to the ups and
downs of international trade and investment. As
revenues rose with rising imports, the Dominion
embarked on large developmental expenditures.
This involved the investment of foreign capital,
which entered the country in the form of goods.
The increase in imports at once swelled the customs
revenue. Meanwhile, investment stimulated in-
ternal activity, increasing employment, raising
wages and consequently improving domestic trade.
This increase in domestic trade boosted excise
revenues.

Therefore, one of the first effects of a program
of development was to fill the Dominion treasury
and the government tended to forget that it
increased the debt as well. In an optimistic mood,
it raised its commitments for development still
further. As long as investment funds were forth-
coming, this procedure could continue almost
indefinitely. Iowever, because the flow of invest-
ment was certain to be checked at some time, a
thoroughly false position was being built up.
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The moment the inflow of capital ceased,
imports fell sharply, customs revenue slumped,
employment declined, the consumption of liquor,
tobacco and other luxuries fell away, excise
revenues collapsed and the Dominion suddenly
found itself with a heavy deficit. Meanwhile, the
outlays on development had substantially inereased
debt charges, thus adding to the rigid and uncon-
trollable expenditures. In the sequel, it became
more difficult to balance the budget by the familiar
methods of retrenchment and higher taxation..

The embarrassing stages of the first of
these cycles coincided roughly with Alexander
Mackenszie’s tenure of office. The Ministry of Sir
John A. Macdonald experienced a similar eycle
in the eighties, which was initiated by the
expansion attending the construction of the Cana-
dian Pacific railway. In the years 1881, 1882 and
1883, the Dominion enjoyed remarkable surpluses
on ordinary account.#3  Relying on these
temporary surpluses, the Government devoted a
larger sum than ever before to public works
(including buildings and harbours) in 1883-84 and
embarked on a scheme of cash subsidies for railway
construction. Then the flow of investment
slackened, the peak surplus of over $8 million
reported in 1884 was wiped out by rising expendi-
ture a year later and by 1886 was converted into
- a substantial deficit.

The public finance system was still sufficiently
flexible to enable Ministers of Finance, by increased
taxation and economy, to balanece their budgets in
a short period. Deficits reappeared in the early
nineties which were more difficult to wipe out.
The persistent fall in prices due to economie
stagnation affected seriously the yield of ad valorem
customs duties. In 1895, customs receipts were
854 million below what they had been in 1883,
while debt charges and other government expen-
“ditures were slowly but stubbornly rising. Under
such circumstances the enthusiasm for an aggressive
program of development disappeared. The results
of past efforts were disappointing in the extreme
and now the Dominion could do little more than
carry the commitments it had already undertaken.

The Straitened Circumstances of the Provinces—
the growth of expenditures and the slowness of
municipal development

The financial settlement at Confederation had
left the provineial governments almost entirely

43 An increase in customs receipts of $520,000 on a single
group of commodities was largely attributed by the Minister of
Finance to imports of locomotives, railway carriages and coal for
the Canadian Pacific Railway.

dependent upon federal subsidies and the revenues
from licences, fees and the public domain. It was
expected that the receipts from the public domain
would expand sufficiently to enable the provinces to
extend their existing services to a growing popula-
tion. Direct taxation was held to be impracticable
and thus the expansion of activities would be
restricted.  Municipal organizations, it was
expected, would assume an increasing share of the
governmental burdens,

Municipal development lagged, however, except
in Ontario. The Maritimes were slow to introduce
a system to which they were not accustomed.
Some progress was made in Quebec and Manitoba
but very little in British Columbia. Failure to
make rapid progress in this direction increased the
financial difficuities of these provinces. In Central
Canada, where urbanization was rapid, where the
number of ecities of over 10,000 in population
doubled and the population of Montreal and
Toronto doubled and trebled respectively in this
pericd, municipal activities and expenditures
expanded greatly. The provincial government of
Ontario, and to a certain extent that of Quebee,
derived considerable financial relief from the growth
of local governments which provided a large share
of the necessary services out of levies on real estate.

Although in most provinces municipal develop-
ment was slow, provincial governments confined
by their narrow revenue systems did not increase
their expenditures greatly. Between 1874 and 1896,
the total per capita outlay of all the provinces
rose only from $1.69 to $2.20. This restraint on
provincial outlay during a long period of depres-
sion was made tolerable by the nature of the
economy of the time. The relative self-sufficiency
of the family and local communities enabled indi-
viduals to weather the depression somehow with-
out reliance on governments. Those who were
unable to make adjustments in this way were
forced into the stream of migration to the south
where they were absorbed by the rapid industrial
development and the expanding frontier of the
United States. In the 1930’s, when self-sufficiency
had sharply declined and emigration was stopped,
it proved to be no longer possible to hold down
governmental expenditures in face of a prolonged
major depression.
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TaBLE 11 ~—GoversNMENT EXPENDITURES 0N CURRENT AccouNnT(®), 1874 anD 1896
(Thousends of Dollars)

Provinces Dominicvm . Total Provinces and
Dominion
1874 1806 1874 1896 1874 1896
Net:Debt Charges. .....c.vvereinrerrrrnrrnennarernne -— 1,526 5,373 9,483 5,373 11,009
Justice, Legislation and General Government.......... 2,564 4,274 4,651 8,024 7,215 12,2908
Defence. . uor it i — —— 1,331 1,627 1,331 1,627
Public Welfare..........oooii it i 657 1,472 213 946 870 2,418
Edueation....... .. iiiiiiii i eiiaianaan, 1,421 2,003 — — 1,421 2,003
Agriculture and Public Domain...... et 726 a51 430 990 1,656 1,041
Transportation. .. ...t ii i i 1,222 924 3,390 1,927 4,612 2,851
Subsidies to Provinees. ... ... ... it — — 3,753 4,238 — —
(18,1 2. 1,369® 2 5291 1,141 1,808 1,143
b 10 1 O A O 7,959 11,152 20,170 28,376 24 376 35,290
Total Per Capita (Dollars).........cooviinnenn, 1-69@ 2.20 5-18 5-59 5-91@ 6-96

) Compiled from the Public Aceounts of the Dominion and the Provinces. .
® Includes a distribution of surplus to the municipalities in the Province of Ontario of $1,361,000. o
) The post office revenues were netted against the post office expenditures and only the net operating deficit is included.

@ Excludes Ontario surplus distribution to municipalities.

While the provinces were not greatly burdened
during this period by their responsibilities for
public welfare, there were other significant develop-
ments which began to place a strain on their
revenue structures. The most important of these
was the growth of debt charges. When the debts
of the provinces were taken over by the Dominion
in 1867, it had been thought that the provinces
would not again ineur any econsiderable public
debt. But all the provincial governments except
that of Ontario had got into debt before 1896
mainly as a result of developmental expenditures
of their own. The topography of Nova Scotia,
New Brunswick and British Columbia led to
capital expenditures on railways, roads and bridges
which could not be met out of restricted current
revenues, and the slow development of municipal
institutions in these provinces prevented any
large shifting of burdens to municipalities. The
Dominion curtailed its developmental program
after the building of the Canadian Pacific railway
but the depression did not prevent Quebec and
Manitoba from assisting railway construction.
Quebee, 1n particular, attempted a vigorous railway
and colonization policy. By 1896, its debt charges
amounted to two-thirds of the debt charges of all
the provinces at that date. As the weight of debt
charges increased, it pressed against the confines
of the revenue system. _

On the other hand, Ontario took advantage of
its freedom from debt charges to expand other
services. With an adequate network of railways
and a mature municipal system which carried

much of the cost of local roads and public works,
the provincial government was able to increase
considerably its assistance to education and publie
welfare. In the early nineties when the increased
outlny on these services threatened to raise total
expenditures above the yield of the existing revenue
sources, the Province moved into the field of direct
taxation.45 However, for all the provinces taken
together the amounts spent on education and publie
welfare during this period did little more than keep
pace with the rise in population.

Total current expenditures of the provincial
governments on transportation fell slightly between
1874 and 1896 and the only marked increase, aside
from debt charges, was in the cost of the adminis-
tration of justice and general government. This
was due, in part, to the extension of government
services to a wider area as well as to an increased
population. The general government overhead
varied widely as between provinces. It rose more
steeply in Quebec than in Ontario and expendi-
tures of Manitoba and British Columbia on this
item more than trebled in this period. British
Columbia with one-fifteenth of the population of
Ontario was spending two-thirds as much as
QOntario on general government and administration
of justice. To a considerable extent, this disparity
was due to the obstacles of topography and the
lack of a developed municipal system in British
Columbia.

45 The preamble of the statute which first imposed succession
duties in Ontario recited the heavy burden of expenditures for
public welfare ag the reason for the levy. See Statufes of Ontaerio,
1892, c. 6. :
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The Provinces embark on Direct Tazation—
corporation tazes and succession duties

In each of the seven provinces, despite the
smallness of the increases in expenditure, the total
requirements exceeded the yield of the revenue
sources on which they had relied at the time of
entering the union. Total provincial revenues
from public domain doubled and those from
licences and fees almost trebled between 1874 and
1896 but, in absolute terms, these additions were
small.  Even when supplemented by the modest
increases in subsidies to some provinces, they did
not suffice to meet the demands for expenditure.
Before the end of the period all of the provinces
had resorted to direct taxation of some kind, In
1896, corporation taxes, succession duties, property
and income taxes were already providing about 10

and Prince Edward Island attempted to supple-
ment their revenues by an income tax and, lacking
a developed municipal system, both imposed
provincial taxes on real property. Most of these
ventures into new fields of taxation date from the
early nineties, after unsuccessful demands for
subsidy revision.

Behind the search for revenues lay the fact that
the provineial governments had turned out to be
more important agencies for collective action than
the framers of the financial settlement had
anticipated. Their per capita expenditures in-
creased and their revenues from public domain
did not expand sufficiently to bridge the gap. In
efforts to combat the depression, they tried to
push development on their own frontiers, thus
incurring debts and debt charges. Tailure to

TaBLE 12.—GOVERNMENT RuvENUES oN CuURrENT Accounm®), 1874 anp 1896
{Thousands of Dollars)

Provinces Dominion Total Provinees and
e . Dominion
1874 1896 1874 1896 1874 1806
Federal Subsidies.........c.covvuriea .. ceen 3,842 4,301 — — — —_
Taxes: .
CUSBOIMIS. . v vae ettt e et ee e e e e e 1 — 14,443 19,479 14,444 19,479
Exeise. ... e, — — 5,617 9,170 5,617 9,170
Corporation Taxes..........ctinaieinvnnnennnn, — 156 — — — 156
Succession Duties. . ............. S — 498 — —_— — 428
Income Taxes on Persons......... ... .. v ian, — 13 — — — 13
Taxes on Real Property..... .. .. ... . ..o ol.. 42 180 — —— 42 180
Taxes on Personal Property................... ..., — 108 — — - 108
Poll Taxes, .. ovirivannneerriinnreinrnncnns PR — 65 — —_ —_ 65
Other TaKES. ..o vit ittt aeans — 4 213 — 213 4
Sub-total................. e 43 954 20,273 28,649 20,316 29,603
Licences, Permits, Fees, Fines and Penalties ®.,....... 651 1,756 14 266 665 2,022
Public Domain............... e 1,413 2,801 351 299 1,764 3,100
Sales of Commodities and Serviees.................... 97 63 738 543 835 606
Other. e 619 97 225 201 544 298
Y 7 6,665 9,972 21,601 29,958 24,424 35,629

®} Compiled from the Public Accounts of the Dominion and the Provinces.

&} Including Ligquor Licences.

per cent of total provincial revenues. Beginning
in" 1873, British Columbia pioneered the field of
direct taxation, trying real and personal property
taxes, poll tax and income tax as well as succession
«duties before the end of the period.46 Quebee, in
1882, was the first province to attempt to levy
a corporation tax, and New Brunswick followed
shortly afterwards. All seven provinces were
levying succession duties in 1896. British Columbia

secure a generous revision of subsidies led to a
general introduction of direct taxation. This was
the most significant development in public finance
in this period. The movement of the provinces
into the fields of corporation taxes and succession
duties was later to have far-reaching and unfor-
tunate effects upon the whole structure of Canadian
publie finance.

46 Ex, 172, Brief of B.C, Pt, V, Table 124.



Summary, 1867-96

In the first thirty years of Confederation, the
physical framework of the Dominion had been
completed and the basic national economic policies
for the future had been adopted. Despite these
achievements, the period was one of trial, dis-
couragement and even failure. The national
economic expansion failed to materialize. The
long depression naturally weakened the newer and
more tenuous loyalties and the Federal Government
which, at first, undertook its appointed task of
national leadership with vigour and assurance
floundered and seemed to have lost its way. Its
hesitations helped to undermine its claim to
dominate the provinces. Provincial loyalties, on
the other hand, showed an unsuspected strength
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and Privy Council decisions confirmed the prov-
inces in possession of a large sphere of action
beyond the reach of the Dominion. But the
provinces were caught in a financial strait jacket
from which they laboured, as yet unsuccessfully,
to free themselves. The provincial governments
lacked financial resources, while the Dominion
failed to evoke a spirit of national loyalty. In
these circumstances, it was by no means clear, at
the end of the period, that the equilibrium
necessary to a working federalism could be reached.
It was not clear whether room could be found for
the free play of provincial aspirations without

denying to the Dominion the confidence and

loyalty it needed for the advancement of common
national purposes.
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THE WHEAT BOOM, 1896-1913

1. NationaL EconoMIic EXPANSION AND
INTEGRATION

For twenty-five years the new nation had
languished and even the most sanguine were
troubled by forebodings about the success of
Confederation. Then a fortuitous conjuncture of
world ecircumstances brought with a rush the
fulfilment of hopes long deferred. Life began to
stir in the. frame erected years earlier for a trans-
continental economy. Directed by the national
policies of all-Canadian railways, western settle-
ment and protective tariffs, it grew with a rapidity
surpassing all expectations. A vast and sudden
transformation was wrought by the magic of
wheat. The wheat boom brought a flood of settlers
into the West and created two new and flourishing
provinces. It precipitated a new era of railway
development and spurred on the industrialization
of Central Canada. Immense capital expenditures
were necessary to equip the West and the growing
urban and metropolitan areas of the East. Wheat
worked a new integration of economic life and
linked together the fortunes of the different regions.

In the optimism and prosperity of the day, the
Federal Government recovered the initiative it had
lost in the stagnation of preceding years and
plunged again into the work of national develop-
ment which the Fathers had assigned to it. The
boldness and success of its new enferprises stimu-
lated national pride. The development of the West
was a national achievement and the participation
of all areas in a common effort fostered a new
sense of nationhood. Sons and daughters of the
Maritimes and Central Canada migrated to the
plaing and built up the West, thus forging
innumerable links between the older Canada and
the new. Expansion on the distant frontier either
solved or postponed the problems of provineial
adjustments and regional interests. The Federal
Government did not resume the attempt to
dominate the provinces which had marked its
earlier period of leadership and Dominion-
provincial friction died almost completely away.
Local and cultural diversities were partly recon-
ciled and partly overshadowed in the dazzling
success of the western development.
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Success at Last—the turn in world circumstances
brings a settlement boom on the Prairies

The Great Depression and the long period of
economic stagnation in Canada came to an end
in 1896. Prices, which had fallen 40 per cent
(Statist Index) since 1870-75 began to rise. This
reversal of trend was primarily due to economie
factors operating throughout the entire world.
The early nineties marked the beginning of a
remarkable increase in the world’s output of gold.
During 1896-1914, as a result of the discovery of
the deposits of the Transvaal and improved mining
processes, world production was over three times
as great as that of the eighteen preceding years
and the world’s stock of gold rose by 50 per cent.
The absorption of this large increase in supplies
by monetary systems in the days of the freely
operating gold standard, and the rapid expansion
of banking institutions, were important factors in
the persistent and world-wide rise in prices.

The prices of raw materials, including foodstuffs,
rose more rapidly than those of manufactures,
especially iron and steel. This fact had immense
significance for Canada. After 1896, the indus-
trialization of Western Europe and the United
States proceeded at a pace which amounted almost
to a second industrial revolution., In the United
Kingdom, France, Germany and the United States,
the output of pig-iron and coal doubled between
1895-99 and 1910-14. The rapid growth of popu-
lation, combined with the crowding of people into.
large industrial cities, created a rising demand for
foodstuffs, particularly cereals. The full impact of
this demand was felt in Canada. Hitherto the
American West had been the granary for the
expanding industrial ‘population of Europe. But
most of the good American lands had been taken
up and it was natural that further demands for
grain would push the frontier into the open plains.
of the Canadian Northwest.

The economic circumstances were unusually
favourable. Selling prices were rising and costs.
were either falling or rising more slowly. Between
1896 and 1909-13, as is shown in Table 13, the
average of the prices of all Canadian exports
increased 32 per cent, that of grains and flour




TasLe 13.—CuaNees 1IN Price axp Cost TrENDS,

1870-1913
Percentage | Percentage
Decrease Incrense
1870-75 1896
Average to 1909-13
to 1896 Average
General Level of Canadian Wholesale,
Pricess ™ ... ... ... ... ... — 35 + 48
Canadian Selling Prices—
Exports ®. .. ... .......... - 4 + 32
Grains and Flour ®, ,,,........... — 40 + 62
Wheat-Liverpool.................. — 46 -+ 33
Canadizn Costs—
Imperts ® .. ... @i — 35 + 24
Imperts of Iron and Steel Products & — 34 + 6
Prices of Manufaciurers .. ....,... + 20
Ocean Freights @, ... .....,...... — 47 + 7
Interest Rates @, ... ... ........... - 23 + 28

@ Michell, H., “Statistics of Prices,” Stalislical Contributions lo
Canadian Economic History (Toronto, 1931).

® Taylor, K. W., “Statistics of Foreign Trade,’ Ibid.

© Dominion Bureau of Statistics.

@ Isserlis, L., “Tramp Shipping, Cargoes and Freights,” Journal
of the Royal Statistical Society, Part 1, 1938, p. 122.

® Yield on U. K. Consols.

increased 62 per cent and the price of wheat at
Liverpool increased 33 per cent. On the other hand,
the average of the prices of Canadian imports rose
only 24 per cent and that of manufactured goods
.20 per cent in the same period. A development
of probably more far-reaching significance was the
phenomenal decline in ocean freight rates. In 1896
ocean rates were only about half of what they had
been during 1870-75 and they continued to fall
until 1908, while wholesale prices were rising.

The great decline in transportation costs, the
increase in the prices of cereals and the relative
cheapening of the factors which entered the costs
of production, i.e., manufactured goods and imports
in general, suddenly brought the virgin resources
of the Prairies within the scope of the international
market and within the range of profitable exploita-
tion. Capital and capital goods, the essential
means for making this exploitation possible, were
cheaper than ever before. The prices of iron and
steel, which largely determined the cost of rail-
ways and of the implements of production, were
falling steadily in relation to the values of the
products of the farm. Interest rates were the
lowést, in recorded history and the British investor
was willing to lend overseas mIn unprecedented
volume, “At last Canada’s hour had struck.”

The favourable conjuncture of events after 1896
suddenly made the vast Canadian Prairie attractive
to settlement. Another set of circumstances made
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it available almost as soon as its attraction was
felt. The comparative uniformity of conditions,
the concentration on a single crop and the ease
with which transportation facilities could be
provided and cultivation begun in & grassland
terrain, meant that practically the whole region
became at once profitable and open for develop-
ment. Homes did not have to be hewn out of
the forest nor clearings widened by slow and
tedious stages. The ready assistance of govern-
ments and the painfully acquired experience of
the early settlers had by 1900 largely solved the
problems of production. The spring wheat culture,
fall ploughing, and summer fallowing, were the
major adaptations of farming methods to the semi-
arid conditions and the short growing season of the
Prairies. Henceforth, the speed of development
depended upon the availability of men and capital.
The Federal Government threw its energies and
resources into the provision of both.

All the unoccupied lands in the Northwest
were under the control of the Dominion. Hence
the occupation of them was directed by the national
purpose of rapid and unhampered settlement.
With the termination of the railway land grant
system in 1896, the free homestead became the
mainstay of Dominion land policy. Out of a total
of about 140,000,000 acres available for settlement,
nearly 60,000,000 were set aside for free home-
steads. In a period of rising prices, rising land
values and cheap credit, the lure of these free lands
in the “last, best west” was irresistible. The
vigorous immigration policy of the Dominion, the
efforts of the railways and “enterprising” land
companies accelerated the rush from Europe and
the United States to seize the new opportunities
of the Canadian Prairies. The inflow of settlers
began in earnest soon after the opening of the
century and during the subsequent years of the
period, the land was taken up with amazing
rapidity. “An area larger than Vermont was
‘entered’ in free homesteads in 1909; twice the
area of Connecticut in 1910; more than Delaware
and New Hampshire in 1911; nearly the area of
Maryland in 1912; and more than Massachusetts
in 1913....”1 By the end of 1913, the rapid phase
of western settlement was over. In so short a
time, the frontier was pushed to its limits in almost
all directions.

The occupation of the Prairie lands proceeded
with little discrimination. There were no classifi-
cations of resources, no soil surveys, no climatic

H

1 Chester Martin, “Dominion Lends” Policy, p. 519, (Cana-
dian Frontiers of Settlement Series, Vol, I1.}
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records to guide either the government or the
unwary settler. The policies and methods of the
Dominion were mainly designed to serve the
national purpose of filling the Northwest at once
with as many people as possible. The selection
of land was left largely to chance and to the
devices which colonization agents, railways and
land companies employed in their own immediate
interests. The sectional survey, the railway land
grant scheme, and pre-emptions illustrate a system
designed for indiscriminate mass colonization? and
1t worked with almost mechanical perfection.
Adjustment to the vagaries and failings of nature
was left to time and bitter experience.

Prior to 1908, all the odd-numbered sections
over the entire Prairie region were reserved for
railway land grants. The railways were allowed to
select their lands in areas “fairly fit for settlement”.
Under this clause nearly all the grants were taken
up in the brown soil zone and in the wooded
country of the Park Belt.

In 1908 when the location of the grants was
completed, the whole area comprising the “dry
belt” (southwestern Saskatchewan and eastern
Alberta) which the “land-grant railways” had
avoided was thrown- open for free homesteads and
pre-emptions. Up to that time settlement was
largely confined to the park country and the tall
grass plains. After 1908, the settlers induced by
the pre-emption and deceived by a period of super-
normal rainfall, swarmed into the dry area.

The ranching leases in the territory long thought
to be fit only for grazing were terminated and the
lands put under cultivation. “Instead of warning
off the homesteader from areas of submarginal
agriculture, it was thought necessary to warn off
the.rancher from encroaching upon the range of
the free homestead, and to give the homesteader
right of way in case of conflict between the two.”3
The flatness of the country, and the absence of
forests and other obstructions facilitated extremely
rapid settlement. Between 1910 and 1915, some
860 miles of railway were built south of the South
Saskatchewan River. In the short space of about
seven years, virtually the whole of the Dry Belt
was occupied.

Whatever mistakes may have been made and
resources wasted, the settlement of the Northwest
was largely accomplished by 1913, and for the time
being, at least, both the dry and the more humid

2For a discussion of this indisecriminate settlement and some
of its results, see Hix. 236, Brief of the Edmonton Chamber of
Commerce, pp. 19-22.

8 Chester Martin, op. ¢it., p. 528,

areas had been brought into profitable production.
Between 1896 and 1913, one million people moved
into the three Prairie Provinces and the population
increased from 7 to 20 per cent of the total popu-
lation of the Dominion. The area of occupied land
inereased from about 10 million acres to 70 million
acres and the production of wheat from approxi-
mately 20 million bushels to 209 million bushels.
At the end of the period, the value of agricultural
production reached a total of $300 to %400 million
annually.

Settlement Boom makes National Economic Policies
Effective—general expansion and national
economic integration

The development of the Northwest within so
short a time brought prosperity and rapid economic
expansion to the rest of Canada. The settlement
of the Prairies took place within the framework
of the national policies of all-Canadian trans-
portation and protective tariffs. The resolute
application of these policies directed the growing
demands for capital equipment, for manufactured
goods, for distributive and commercial services into
Canadian channels, thus bringing expansion in other
parts of the Dominion.

The construction of the railways, the deepening
of the canals and the improvement of the harbours
necessary to transport the increasing volume of
Western grain over Canadian routes, stimulated
economic activity in the East and gave it a large
share in the moving of western products to the
markets of the world. The building of towns
and cities on the Prairies, the equipment of the
farms and the consumption demands of the popu-
lation required a large quantity of manufactured
goods. The protective tariff enabled Canadian
manufacturers to capture the greater share of this
new market, thus giving a tremendous impetus to
industrialization in Ontario and Quebee, to the coal
and steel industries of Nova Scotia and to the
lumber industry of British Columbia.

The two national policies of all-Canadian trans~
portation and protective tariffs, were closely
related. The former made direet economic inter-
course between the separate regions possible: the
latter promoted Hast-West traffic; and, under the
stimulus of Western expansion, the two together
produced a remarkable degree of interdependence
among the widely scattered and diverse communi-
ties of which Canada is made up. An economically
loose transcontinental area was transformed into a
highly integrated national economy.




All-Canadian Transportation—the great policy of
national development and the foremost object
of federal finance; unbounded optimism and
the birth of the railway problem

The Dominion’s railway policy played a signifi-
cant part, both in promoting the settlement of the
Northwest and in making that settlement the
basis of expansion in other regions of Canada.
“Railways and continually improving transporta-
tion were as essential as rain and sun to progressive
settlement on the Canadian prairie.”¢ Prior to
1896, railway transportation in Western Canada
was virtually controlled by the Canadian Pacific
Railway. After the abandonment of the monopoly
clause in the Canadian Pacific Railway charter in
1888, other lines were built and projected in
southern Manitoba, principally those of the
Northern Pacific; but there was little competition,
In 1896, Mackenzie and Mann obtained their first
railway charter and established the nucleus of that
phenomenal enterprise, later to become known as
the Canadian Northern. With the liberal guar-
antees offered by the Province of Manitoba which
was ever anxious to encourage the construction of
independent lines, the Canadian Northern rapidly
acquired a network of railways on the Prairies. In
1902, it had 1,200 miles of line including a connec-
tion with Port Arthur.

While the relation between settlement and
rallway construction in Western Canada was
immediate and direct, the influence of western
settlement upon the transportation system in other
parts of Canada was indirect but of far-reaching
importance. The mounting volume of grain moving
outward to the markets of the world and the
increasing quantities of manufactured goods and
equipment moving into the Prairies taxed the
capacity of the existing facilities connecting the
East with the West. This aroused the concern
of the Dominion Government and inspired the
imagination of railway promoters.

In the East, this growing traffic brought to the
Grand Trunk its first period of real prosperity. In
the West, the well-placed and economically-built

lines of the Canadian Northern yielded increasing

profits. Both systems were anxious to improve
upon their good fortunes; the former by securing
a direct connection with the western source of its
expanding traffic; the latter by building a line to
the Fast. The Dominion Government, alert to
turn the commercial benefits of Prairie settlement
to national advantage, was anxious to retain the

+W. A. Mackintosh, Prairie Seitlement: The Geographical
Betting (Toronto, 1934), p. 486.
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flow of Western traffic within Canadian channels.
Neither company could realize its ambition with-
out the assistance of the Dominion, The nature
and extent of the assistance given ensured that
the extension of railway facilities would be in
accordance with the aims of national policy and
not necessarily in accordance with the conditions
of economical and efficient transportation. As
events later proved, the optimism of the period,
the political exigencies and rival ambitions of the
time made these two aims incompatible.

The increasingly rapid rate of settlement after
1902 spurred both the Dominion Government and
the two railway companies into action. During
the railway debates of 1903, Sir Wilfrid Laurier
stated the Government’s policy and the necessity
of carrying it out immediately:—

“, . we cannot wait, because at this moment there is a
transformation going on in the conditions of our national life
which it would be folly to ignore and a crime to overlook;
we cannot wait, because the prairies of the North-west . . .
are now invaded from all sides by the white race. They came
last year 100,000 and still they come in still greater numbers.
Already they are at work opening the long dormant soil;
already they are ab work sowing, harvesting and reaping . . .
We consider that it is the duty of all those who sit within
these walls by the will of the people, to provide immediate
means whereby the products of those new settlers may find
an exit to the ocean at the least possible cost, and whereby,
likewise, a market may be found in this new region for these
who toil in the forests, in the fields, in the mines, in the shops
of the older provinces. Such is our duty; it is immediate and
imperative. . . . Heaven grant that it be not already too late;
heaven grant that whilst we tarry and dispute, the trade of
Canada is not deviated to other channels, and that an ever
vipgilant competitor does not take to himself the trade that
properly belongs to those who acknowledge Canada as their
native or their adopted land.”d

In 1902, both the Canadian Northern and the
Grand Trunk asked the Dominion for authority to
carry out their plans to build a transcontinental
railway. Attempts were made by the two com-
panies and the Government to reach an agreement
which would avoid the duplication involved in the
construetion of two additional lines across the
continent, but they were without success. Under
the prevailing optimism and political pressure, the
Government did not insist and in the end gave
generous assistance fo both. |

The original proposal of the Grand Trunk was
to construet a line from Winnipeg to the Pacific
Coast and then to link Eastern Canada with
Winnipeg through the United States, via Chicago.
When a charter for this route was refused by the
Dominion, the Company proposed to build from
North Bay and asked for assistance amounting

' 8 Debates, House of Commons, 1903, pp. 7859-60,
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roughly to half the land and three-fifths of the
cash subsidy paid to the Canadian Pacific Railway.
The Government, however, feared this scheme
would result in the diversion of the western traffic
over the Company’s lines to Portland rather than
to Canadian ports. The expressed willingness of
the Grand Trunk to connect with the Intercolonial
was not taken seriously and the Government finally
took the initiative to protect its own policy of
all-Canadian transportation. The Dominion Gov-
ernment proposed to build a line (the National
Transcontinental) from Moncton to Winnipeg and
to lease it to the subsidiary of the Grand Trunk
(The Grand Trunk Pacific) which was to construct
& railway from Winnipeg to the Pacific Coast,

The National Transcontinental was to be located
and built in accordance with the two-fold object of
providing an all-rail outlet for western grain to
Canadian ports and of opening “. . . to colonization
the rich hinterland of Ontario, Quebec and New
Brunswick”. The agreement with the Grand Trunk
Pacific in 1903 declared the purposes of the Govern-
ment:—

“It is hereby declared and agreed between the
partles to this agreement that the aid herein provided
for is granted by the Government of Canada for the
express purpose of encouraging the development of
Canadian trade and the transportation of goods
through Canadian channels. The Company accepts
the aid on these conditions and agrees that all freight
originating on the line of the railway, or its branches,
not specifically routed otherwise by the shipper, shall,
when destined for points in Canada, be carried
entirely on Canadian territory, or between Canadian
inland ports, and that the through rate on export
traffic from the point of origin to the point of destina-
tion shall at no time be greater via Canadian ports
than via United States ports, and that all such traffic,
not specifically routed otherwise by the shipper, ghall
be carried to Canadian ocean ports.”s
Private capital would not undertake the venture

under the conditions imposed by the Government.
In order to secure its objects of all-Canadian trans-
portation and development, the Dominion had to
provide virtually all the capital required for the
entire transcontinental project. The line from
Moncton to Winnipeg was to be built wholly out
of government funds. From Winnipeg to the
Pacific Coast three-quarters of the cost (not exceed-
ing $13,000 per mile in the Prairie section) was to
be met by Dominion guaranteed bonds.

During 1902, the Canadian Northern obtained
authority to build a railway from Port Arthur to
Montreal. In 1911, when the Company was ready
to go ahead with this plan, the Dominion Govern-

8 8tatutes of Conade (1903), 3 Edward VII, c. 71, sec. 42 of
the agreement. : . ..

ment was prepared to furnish the necessary assist-
ance. Bonds to the extent of $35-5 million were
guaranteed for a line from Port Arthur to Ottawa.
The preamble to the Act providing for aid to the
Company set out the aims of the Government and
indicated the optimism with which still another
transcontinental projeet was undertaken:—
“Whereas, having regard to the growth of popula-
tion and the rapid development of the production and
trade of that portion of Canada lying west of the
Great Lakes, and to the rapidly expanding trade and
commerce of Canada generally, it is in the interests
of Canada as a whole that another line of railway
designed to assist in the direct and economic inter-
change of traffic between the eastern and western
portions of Canada, to open up and develop portiong
as yet without railroad facilities, to promote the
internal and {oreign trade of Canada, to develop
commerce through Caradian ports, and to afford the
Government system of railways in Quebec, New
Brunswick, Nova Scotia and Prince Edward Island
an interchange of through traffic, should be constructed
from the Pacific Ocean to the city of Montreal ’7

While the Federal Government was assuming
these extensive commitments to link together the
separate regions, promote national development and
keep Canadian traffic flowing over Canadian routes,
the provinces, particularly those in the West, were
energetically securing the construction of local lines
both by guarantee and direct investment. Total
railway mileage increased from 18,140 in 1901 to
30,795 in 1914. During the same interval, the
railway mileage in the Prairie Provinces rose from
4,141 to 11,709. In 1914 there were more miles
of railway in Canada per 1,000 inhabitants than
in any other country in the world. Three railway
systems (at 1914, two were not quite completed)
spanned the continent. There were three lines
through the wilderness of Northern Ontario, three
lines, two of them running side by side, through
the Rocky Mountains and three connections
between Central Canada and the Maritimes, two
of them through Canadian territory.

The extent of these costly duplications over
long stretches of unproductive country shows the
optimism of Dominion railway policy and the
grandiose schemes of the railway promoters which
this policy supported. Whether or not this optimism
was pardonable in the spacious days of 1900-13,
the burdens which it ultimately imposed on the
Federal Government must be regarded as the cost
of promoting the national purposes of development,
national economic integration and political unity.
It is true that many regional, provincial and local
interests were served, but only incidentally to the

¥ Btatutes of Conada (1911-12), 12 George V, c. 6.



prosécution of larger purposes. The cost was
heavy. The aid given and commitments under-
taken by the Dominion Government for railways
up t0.1914, are set out in Table 14.

TapLs 14—DomMINION GOVERNMENT ASSISTANCE
T0 RAILWAYS
{Millions of Dollars)

To March 31, 1914
Cash Subsides— ‘
Canadian Pacific Railway Systema.. .. .. . 48.5

Canadian Governmeni Railwaya.. .. .. .. 3.2
OLRBE. . «v s to se sr a0 2o o0 a8 x5 22 o= 48.5
‘ 100.2 .
Direct Investments on Construction and
Advances—
Canadjan Pacific Railway System.... .. ... 39.7
Intercolonial and Prince Edward Island
Railways.. «o -o o v oe wn an 0 antee -+ 115.1
. National Transcontinental and Quebec
Bridge.. v vv se sv ne we tr oae an ee an 155.
Hudson Bay Railway.. .. . - 8.1

Other Canadian Government:. Raxlways . 13.7

Grand Trunk System.. .. o wo oo oo ev oo 2.5
Canadian Northern System.. . +o «o e o+ .8
Other.. «. oo v sv v oo on on o &
S 403.3
Bonds Guaranteed—
Grand Trunk System.. .. .. o0 oo ou ov os 35.0
Canadian Northern System.. .. .. .. .. .. 59.7
_ _ 94.7
*¥Total.. vr cr ch ch b ae e we we es 598.2

*In addition the Dominion gave net land grants amounting
fo 31-8 million acres. :

During the rising prosperity of 1900-13, these
onerous burdens were not galling and, in any case,
it was thought that the rapid growth of the country
would quickly justify the gigantic undertakings.
As long as these were still in the construction stage
and the interest on the mounting railway debt
was capitalized and as long as the increasing capital
imports due to the building of the railways swelled
the Dominion revenues, there was no strain on
the public finances. Almost all of the heavy capital
expenditures of the Dominion Government during
1900-14 were met from current surpluses and the
net debt rose by less than $70 million. In 1911,
the:Minister of Finance stated that: “Twenty years
ago it would have taken six years’ revenue to. pay
the net debt; ten years ago it would have taken
five years’ revenue to pay the net debt; today less
than three years’ revenue would pay the whole net
debt of Canada”.8 The lavish railway guarantees
had not yet come home to roost, and of course it
was thought they never would. It was during this
period of buoyant revenues and high confidence
that the Canadian railway problem was born. .

s Budget Speech, April 4, 1911, p. 8.
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.The provision of national transportation facilities
was but one aspect of Dominion railway policy.
To attain the objectives of that costly policy it
was necessary to secure a level of rates which
would counteract the North-South pull of geog-
raphy and of possible alternative routes and draw
traffic over the East-West lines instead. Hence the
Dominion played an important part in shaping the
railway rate structure (by legislation and by rulings
of the Railway Committee of Privy Council and
later of the Board of Railway Commissioners).
The nature and extent of its intervention were fixed
by its determination to encourage inter-regional
traffic and all-Canadian transportation.

The objectives of the Dominion appear clearly
in the Crow’s Nest Pass Agreement of 1897. Under
this agreement, the Canadian Pacific Railway, in
return for a subsidy for the construction of the
Crowsnest Pass line, undertook to reduce rates
on grain and flour moving from the Prairies to
the Head of the Lakes by 3 cents per 100 pounds
and to reduce the rates on a considerable list of
settlers’ household and building supplies moving
westward from Fort William and points east by
10 per cent. In the Manitoba-Canadian Northern
Agreement of 1901, the Railway Company, in con-
sideration of a provincial guarantee of its bonds and
the lease of the Northern Pacific lines in Manitoba,
agreed to reduce its tolls on grain from points in
Manitoba to Fort William and Port Arthur by 4
cents per 100 pounds or to reduce all other rates
to and from the Head of the Lakes by about 15
per cent.?

Following this agreement, a reduction of 2 cents
per 100 pounds on grain and 74 per cent on other
freight was granted to points in Saskatchewan and
Alberta. The decision of the Board of Railway
Commissioners in the Western Rates Case (1914)
lowered the Saskatchewan and Alberta rate scales
approximately to the level of those of Manitoba.
The agreement with the Grand Trunk Pacific in
1003 stipulated “that the through rate on export
traffic from the point of origin to the point of
destination shall at no time be greater via Canadian
ports than via United States ports.” The net effect
of these reductions was to make Canadian .grain
rates the lowest in the world. While' these redue-
tions were being made in Western rates the Kastern
Export Rates Case in 1905 and the International

9 A reduction of 2 cents per 100 pounds on grain was Fut
into effect on February 1, 1902 and a further reduction of 2
cents on October 7, 1803. In addition, the reduction of about
15 per cent on all other freight was put into effect on June 1,
1802. This agreement was not the result of Dominion policy but
the condition established by the agreement resulted in reductiona
elsewhere later ordered by the Board of Railway Commissioners.
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Rates Case in 1907 resulted in a decrease of about
10 per cent in export rates from Ontario and in the
merchandise class rates in Eastern Canada. The
rates between the Maritimes and Central Canada
were directly under the control of the Dominion
through its operation of the Intercolonial. Because
of the location of the line and the desire to promote
traffic, the tolls were kept far below the level of
profitable operation.10

It is impossible to relate here all the detailed
effects of Dominion poliecy on the Canadian freight
rate structure, but sufficient of the important cases
have been cited to indicate their influence in the
considerable lowering of rates that took place
during this period. The broad decline in the level
of rates was accompanied by a narrowing of
regional differentials, This, together with the
special concessions to certain commodities encour-
aged inter-regional trade and promoted the
development of new areas, particularly Western
Canada where the farmer was greatly benefited
by the low rates on grain. The Dominion was
bending the railways to its dominant purposes.

A Booming Market for Manufactures—protective
tariffs direct demands of railway expansion and
western settlement into Canadian channels

The third national policy which was a factor in
directing the course of development during 1896-
1913 was the tariff policy. Although it was inspired
by other motives and originally adopted to deal
with different problems, it was nevertheless closely
related to the Dominion’s transportation policy.
The two together released a set of complementary
influences which buttressed the transcontinental
political union with an integrated transcontinental
economy. Under the dynamic and expansive foree
of western settlement, these influences were effec-
tive. During the stagnation of the Great Depres-
sion, the “National Policy” tariff of 1879-87 had
not produced any notable results. The disappoint-
ment gave increasing force to the complaints of
the Maritimes and of the exporting industries of
Central - Canada. ‘These complaints were strong
enough to bring about some tariff reductions in
the early nineties. However, the effect of the
reductions was limited because the price decline
made many specific duties increasingly protective.
On the other hand, the burden of the tariff tended
to decline due to the relative fall in the prices of

10 Prior to 1913 the Maritime freight rategs were about 20
per cent below those of Central Canada. The first of the inereases
which by the end of the War (1814-18) brought the Maritime
yat:lzsglgp to the level in Ontario and Quebec was put into effect
in A

manufactured goods, and the great decreases in the
costs of transportation,

The period of expansion which began in 1896
brought an entirely different set of conditions. The
development of the West created a new and
powerful interest in low tariffs while the growing
demands of the settlers made the protective prin-
ciple all the more desirable to the industrial East.
Furthermore, a new competitive situation emerged
with the rise of the United States as a great manu-
facturing nation. The Canadian tariff policy during
1896-1913 was a compromise between these opposing
interests and also an attempt to make western
development the basis of a general expansion.

The agitation for lower duties brought a
significant innovation in the tariff of 1897. Instead
of the almost traditional offer of a reciprocity treaty
with the United States, a reciprocal clause offered
a reduction in duties of one-eighth, and after July 1,
1898, one-quarter, to all countries adjudged on the
whole to have given equally favourable treatment
to Canada. Great Britain was immediately granted
this reciprocal tariff. In 1898, the general offer of
reciprocity was replaced by a British Preferential
Tariff of one-fourth lower than the ordinary duties.
During 1900 the differential was increased to one-
third.

In 1904, an anti-dumping clause was inserted in
the tariff giving added protection against extremely
low-priced imports, particularly iron and steel,
without a general increase in duties.

A complete revision of the Customs Tariff Aect
was made in 1907, introducing an Intermediate
Tariff in addition to the British Preferential and
(General Tariffs. Apart from the establishment of
these three schedules, the changes in duties were
few. The uniform one-third differential in the
British preference was removed and a separate
preference was given for each item. The Inter-
mediate Tariff which was approximately 10 per
cent below the General was to become effective
only as commercial treaties were negotiated. These
general changes were the main adaptations of the
Canadian tariff to the changing circumstances of
the 1896-1913 period.

None of them resulted in any important altera-
tion in the level of protection to Canadian industry.
There were numerous reductions in individual
items but they were made mainly at the expense
of the treasury, without much modifying the degree
of effective protection. In a few cases, however,
considerable decreases were granted, particularly
on articles entering into the cost of production of
western agriculture, such as farm implements and



tools, binder twine and barbed wire. The duties
on primary iron and steel were reduced but the
loss in protection was offset by increase in and
extension of the bounties.

The changes in the structure of the Canadian
tariff after 1896 were, in the main, attempts to
placate the low tariff interest of the growing
exporting industry of the West while at the same
time maintaining protection against the rising
competition from the United States. The strategy
of national policy was to bring about an East-
West economic integration, an East-West inter-
dependence and an East-West flow of traffic over
the costly transcontinental transportation system;
the tariff policy was part of this strategy. In
addition to other considerations, the British Pref-
erential and the Intermediate Tariffs were devices
to cheapen imports from Britain and Europe which
would move over the East-West route without
lowering the barriers which restricted the South-
North flow from the United States. The com-
mercial and industrial opportunities of the western
development were not permitted to be seized by
the “ever vigilant competitor” to the South but
were reserved to “those who toil in the forests, in
the fields, in the mines, in the shops of the older
provinces”’ 11

Under the circumstances, the moderate degree
of tariff protection was a practical compromise
between the various interests concerned. The
settlement of the Northwest took place with the
tariff as one of the given conditions. With rising
prices and rising land values, it did not impose
any immediate burdens. The rapidly increasing
demands for manufactured goods brought great
industrial expansion in the East without the
shelter of a higher- level of protection. The
Government pursued its announced policy of
“moderation and stability”, and countered the
insistent demands from certain quarters for in-
creased duties with the reply that: “The best way
you can help the manufacturers of Canada is to
fill up the prairie regions of Manitoba and the
Northwest with a prosperous and contented
people, who will be consumers of the manunfactured
goods of the east”.12 In the political arena, the
tariff was a ‘sleeping dog’ that was allowed to lie.
Laurier wrote to Tarte: “The question of the tariff
1s in good shape if no one seeks to force the issue”.*

The industrial expansion of Canada after 1896
was remarkable. Between 1890 and 1910, the net

11 Bee p. 69.
12 Budget Speech, April 16, 1903.

* January 27, 1903, O. D, Bkelton, Life end Letters of Bir
Wilfrid Laurier, Vol. II, p. 183.
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value of manufacturing produetion increased by
nearly three times. In spite of an increase “of
nearly 200,000 farms in the Prairie Provinces
during the period, the proportion of the total
gainfully occupied engaged in manufacturing
remained about the same. Although a wvast
agricultural region was added to the economy, the
ratio of urban to total population increased from
32 to 45 per cent. While the value of agricultural
production rose by leaps and bounds—the value
of the exports of wheat and flour alone in 1913
was greater than the value of all exports in 1896
—the value of the manufactured goods produced
for the home market increased at an even faster
rate.

TasLE 15~-THE NET VALUE OF PRODUCTION OF
MaANUFACTORES—CANADA (®)

{Millions of Dollars)
Totals for
Establishiments with
—_— Five Hands and
*Over
1500 1910

Textiled, .o vvieenvinineinnemrenneennas 32-9 67-3

Clothing. . ... vcorveneiiiiainnenannss 20-0 43.7

Wool Textiles.........oovivivnnneanns, 4.0 4.4

Cotton Textiles............covvmnnnen. 6-5 13.0
Iron and Steel and their Products......... 35-0 106-3

Agricultural Implements............... 55 107

Railway Rolling Stock................. 5.2 25-2

Boilers, Tanks and Engines............. 2.8 76

Bridge and Struetural Steel Work....... 0-7 2-8

Wire and Wire Goods.................. 08 2.2

Primary Iron and Steel. ............... 3-1® 14-9®
Rubber Produeta. ............... e 0-6 3.4
L0 o T 1) TR 8-1 13-2
Bootsand Shoes. .............ooian. 7-6 16-0
Furniture. . .o vt iir e e i ha 4-3 80
LiQUOL. .. oot i 53 18.7
Flour and Grist Mill Produets............ 5.5 25-3
Glass Produets.........ccoviiianeian, 1.0 3:1
Chemicals. . ..... oo ieii e 3.9 12-2
Electrie Light and Power................. 2.0 12-9
Total of above Manufactures............. 106.2 286-4
All other Manufactures.................. 108-3 2781
Grand Total. ... 214-5 56445

® The Census of Canada, 1901, 1911.
@ Excludes iron smelting.

Manufacturing expanded in most of the
important categories: the provision of capital
equipment, consumers’ goods of general consump-
tion and the processing of natural products for
export. The program of railway construction, the
growth of cities and towns, the equipping of
western farms and the extension of community
facilities in both East and West gave a great
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impetus to the production of capital goods. The
iron and steel industry particularly made rapid
progress. Although imports were large, the tariff
and the bounties diverted a substantial portion of
the growing demand to the Canadian producer.
Between 1896 and 1913, the Dominion paid nearly
$17 million in bounties. Although, during the
same interval, Canadian consumption of pig iron
increased tenfold, Canadian manufacturers managed
to increase their share of the domestic market from
67 to 80 per cent.

The duty on steel rails ($7 per ton), which
reserved the market mainly to the domestic
producer, was the principal basis of two large steel
enterprises, one in Nova Scotia and the other at
Sault Ste. Marie. Under the tariff of 30 per cent
on cars and 35 per cent on locomotives, the
production of railway rolling stock became a major
secondary industry. The new demand for the
equipment of western farms brought a 250 per
cent Increase in the output of agricultural imple-
ments. The boom in construction generated a
great expansion in the production of machinery,
structural steel, wire and nails.

The rapid increase in the population and the
addition of a large specialized agricultural group
in Western Canada greatly broadened the market
for consumers’ goods. The rise in the demand for
such items as boots and shoes, clothing, cotton
textiles, rubber goods, furniture and tobacco, was,
by means of the tariff, directed very largely to
Canadian sources. Between 1900 and 1910, the
net value of the output of this group of produects
more than doubled. However, little progress was
made in the production of luxury goods and articles
of finer quality and imports were large. In the
case of woollen textiles, linens and silks, upon
which the duties were relatively low, the domestic
industries lagged.

The improvements in {ransportation, new
discoveries, increased foreign demand, and techno-
logical developments opened new opportunities for
the exploitation of Canada’s natural resources and
in turn encouraged the growth of processing
industries. Important beginnings were made in
non-ferrous metal smelting and the manufacture
of pulp and paper while the older saw-milling,
flour-milling, meat and fish packing industries
expanded considerably. Between 1896 and 1913,
the exports of flour rose from $700,000 to $20
million, planks and boards from $8'5 million to
‘$20 million, wood-pulp from $700,000 to $6 million
and the exports of printing paper reached over
$11 million in the year ending March 31, 1914.

The settlement of the Prairies dominated the
Canadian economic scene, but there were significant
stirrings in the forests and mines of Northern
Ontario and Quebec and British Columbia.

The most striking feature of the industrial
expanston was its concentration in Ontario and
Quebec. Seventy-eight per cent of the increase in
the total net value of manufacturing between 1890
and 1910 oceurred in these two provinces. If the
production for export (lumber, wood-pulp and
preserved fish), iron and steel and loeal industries
such as baking, printing, buttermaking, are
excluded, the Maritimes made very little progress.
In these three Provinces, the numbers employed
in manufacturing increased but there was a decline
in the proportion of these to the total of gain-
fully occupied persons. With the cheapening
of transportation and the growing advantages of
large-scale production, industry was drawn nearer
to the rapidly increasing populations of Western
Canada and the Central Provinces; and nearer to
the centre of United States’ industry which
financed and controlled so many of the Canadian
manufacturing enterprises. The tendency toward
concentration in the St. Lawrence Valley was
particularly strong in the case of consumers’ goods.
Table 16 shows that the concentration was not
only great but that in many important manu-
factures it was increasing during this period.

"~ TapLe 16—TuHE Nrr VALUE O0F MANUFACTURING
PropucTioN—PERCENTAGE OF ToTAL FOR CanaDA
IN ONTARIO AND (JUEBEC(®}

—_— 1890 1910

To %

Textiles and Textile Products............. 84 90
Clothing.. ... ..ccniiir i, 86 95
Cotton Textiles................oou... 77 30
Bootsand Shoes...........oiieeiienien, 88 94
Furniture..............cciiviinnnnnnan. . &1 a7
Tobaceo. ..o iie i it i e .. 92 95
Rubber Products. ..................o.t 93 91
LiQUOTS. . o vt iie e ceee e 88 83
Glass Produets..............coveeinnen.. 90 73
Chemicals and Chemical Produets......... 88 75
Iron and its Products. ................... 85 81
Agricultural Implements............... 99 98
Hardware and Tools................... 93 92
Railway Rolling Stock................. 97 67
Wire and Wire Gooda.................. 91 02
Total of Industries listed................. 85 85
Grand Total Manufactures............... 81 80

@} Compiled from the Census of Canada. 1891 and 1911.



The manufacturing industries of the Maritimes
not only failed (with the exception of iron and
steel) to derive any substantial benefits from the
western development but they also lost ground
in their own markets. The small industries and
the handicrafts which filled many of the needs of
the local communities declined under the com-
petition of the mass-produced articles of Central
Canada. The processing of many household

requirements moved from the self-sufficient family -

and the village-artisan to the factories of Ontario
and Quebec.

On the other hand, the iron and steel industry
in Nova Scotia was directly dependent upon
western settlement and the railway building and
construction boom associated with it. The iron
and steel tariffs and bounties enabled the Nova
Scotia industry to participate extensively in the
expansion. Rails and railway rolling stock were
among the items of principal importance. The
output of pig iron rose from 32,000 tons in 1896
to 425,000 tons in 1912, the latter constituting
about one-third of the Canadian consumption.
However, the rapid growth of the iron and steel
industry did little more than make up for the
decline In manufacturing that was experienced in
certain fields.

The national transportation and tariff policies
which did not produce any significant results during
the Great Depression were manifestly successful
under the impetus of western settlement. The
wheat from the Prairies moved over Canadian
railways, along Canadian waterways and partly
at least through Canadian ports to foreign
markets. The income from exports was spent
largely on manufactured goods and equipment
supplied by the Canadian producer. The steel
mills and coal mines of Nova Scotia, the
manufactures of Ontario and Quebec, the lumber
mills and fruit farms of British Columbia were no
longer restricted to the limited local demand or to
the small and uncertain foreign market, but became
increasingly dependent, either directly or indirectly,
upon the expanding and protected market on the
Prairies. The hitherto isolated and almost -self-
contained regions were united with an increasing
volume of inter-regional trade. In the growing
inter-relationships and inter-dependence, there was
a- common basis for prosperity and expansion.
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The Inrush of Foreign Capital—its great import-
ance in the rapid provision of capital facilities;
the rising but vulnerable prosperity

The pace of economic development during 1896-
1913 was made possible by a huge investment of
capital. The expansion took place in the centre
of a country of vast distances. It was based on
the exploitation of the natural resources of an
immense area. These facts, combined with the
bulky character of the products and the scarcity
of labour, made necessary a'large physical equip-
ment. The required capital could have been
obtained at home only very slowly. One of the
important factors in this rapid growth was the
ease with which money could be borrowed abroad.
Soon after the turn of the century, Great Britain
began to lend overseas in greater volume than ever
before and Canada became a favourite field for
investment. In 1897, interest rates had fallen to
the lowest levels in modern history and during
that year the Dominion Government floated a
long-term loan in London at an ‘effective rate of
2-88 per cent compared with 4-5 per cent in 1879
and 3-25 per cent in 1888. In 1900, the securities
of the Dominion Government were placed on the
Trustee List in England. Throughout the period,
British money was available for public and private
borrowing in Canada at low cost.

The boom in investment, although comprising
a wide range of industries and activities, was most
marked in the field of transportation. Between
1900 and 1913, nearly $1,400 million were invested
in railways, canals and harbours. These were the
main instruments of development and the necessary
means for the promotion of internal trade. The
policy of all-Canadian transportatmn greatly added
to the demand for equipment. If ‘the connections
between the different regions, and from each to
the seaboard had been made via the more
economical routes through the United States, or
via the existing railways, waterways and ports of
that country, the transportation overhead on the
Canadian economy would have been very much
less. However, in view of the evident progress of
the country and the great optimism about its
future, the costs of achieving the national objec-
tives were readily assumed. Where private credit
was not sufficient, the pledging of the public credit
easily brought forth the quant1t1es of capital
requ1red



76

TaerLe 17—ToraL CariTAL INVESTMENT IN
SELECTED INDUSTRIES

{Millions of Dellars)
By By By
_— 1900 1910 1913
Farm Buildings and Farm Working
Capital........... ..o ... 780 | 1,705 —
Capital Employed in Manufacturing. . 447 | 1,248 —_—
Mining, value of Buildings and Plant, 43 109 -
Capital Employed in the Fisheries. . .. 11 17 24
Sub-total................ 1,281 3,079 | —
Capital Invested in Railways......... 950 | 1,700 2,200
Dominion Investment in Canals. ... .. 79 a7 107
Capital Invested in Electric Railways, 39 102 141
Sub-total................ 1,068 | 1,809 2,448
Total. oo, 2,340 | 4,078 —

The equipping of western agriculture in so short
a time also involved a heavy investment of capital.
During this period nearly 200,000 farms were
established on the Prairies. All the buildings,
machinery, live stock, etc., had to be newly created
or brought in, and between 1901 and 1911, the
value of such property increased by nearly $500
million. While a large proportion represented the
capital of immigrants and the savings of the
settlers, a substantial part was borrowed from
mortgage and implement eompanies, banks and
merchants,

Although the growth of western agriculture over-
-shadowed progress elsewhere, there were important
developments in other primary industries. The
spectacular but, in many cases, short-lived activities
in the gold fields of the Yukon, the silver mines
of Ontario and the lead-zinc-copper ventures of
British Columbia, and the less dramatic but more
continuous progress of coal mining in Nova Scotia
and Alberta attracted considerable amounts of
capital. The rising Prairie demand for lumber
stimulated the saw-mill and logging enterprises of
the Pacific Coast. The pre-War years also saw in
Ontario and Quebec the beginnings of the hydro-
electric and pulp and paper industries which
require heavy investments of fixed capital.

The expansion in the production of natural
products for export, the inerease in population and
the directing influence of the national policies
promoted a rapid growth in manufacturing. Small
factories supplying a limited local demand grew
into mass-production establishments producing for
the national market. As the demand for all kinds
of manufacturing expanded, many new industries
were launched. The transformation and extension

of manufacturing facilities required a large invest-
ment and between 1900 and 1910 capital employed
in manufacturing increased by about $800 million.

The growth of the industrial equipment of the
country was accompanied by an equally remark-
able addition to what may be called community
equipment. The population was not only growing
rapidly but was becoming more and more concen-
trated in urban centres. In the Prairie Provinces,
the urban population rose from 103,000 to 469,000

-in ten years; in Central Canada, the population

of the leading cities doubled; and Montreal and
Toronto became metropolitan centres. This growth
involved large expenditures not only on buildings
but also on the many facilities (roads, streets,
waterworks, sewerage and electric light systems,
street railways, etc.) which are necessary in urban
communities. Between 1900 and 1913, municipal
debts which were mainly incurred for these purposes
rose from about $100 million to nearly $540 million.

During the fourteen years prior to the War
between $4,500 and $5,000 million was invested in
capital goods. The expenditure of this vast sum
was the chief basis of the rising prosperity of the
time. In striking contrast to the stagnation of the
eighties and early nineties this prosperity brought
economic fulfilment of the high hopes of the
Confederation scheme, so sorely disappointed in the
earlier period. The expanding frontier in the West
and the development of internal trade under the
influence of the national policies was accompanied
by a great investment boom. The many political,
social and economic problems engendered by the
long depression found at least a temporary solu-
tion. The high rate of construction activity
financed from foreign borrowings created a large
demand for domestic commeodities and labour.
Industries formerly dependent on the export outlet
found profitable markets at home. Workers in
depressed areas and occupations readily obtained
employment elsewhere. The surplus population of
the Maritimes and of the rural counties of Ontario
along with a great tide of immigrants found new
homes on the Prairies and in the cities of the St.
Lawrence Valley. Between 1900 and 1913, well
over a million immigrants came and remained in
the country;.these, together with the large inflow
of capital, built a greater, more prosperous, and
more economically interdependent Canada, In the
success of these common efforts, the foundations
for a stronger political unity were laid.

By 1913, the country was equipped with
magnificent capital facilities. About half of what
had been added since 1900 was obtained by



borrowing abroad. These foreign obligations placed
a heavy fixed charge upon the economy, the price
of the rapid development that the borrowings made
possible. The export capacity of the economy,
which had to provide the interest due the foreign
lenders, was greatly increased. Exports rose from
$156 million in 1900 to $443 million in 1913 but
in the latter year about one-third was absorbed
in the payment of interest and dividends abroad.

While the justification for these large commitments

lay in the rapid rise in exports, the character of
the latter was such that they were subject to wide
fluctuations. During this period, the productive
capacity of the country was tremendously enhanced
but it also became more vulnerable to external
influences. The economy which was so highly
geared to large foreign borrowings and rising prices
would encounter a severe dislocation when faced
with a cessation of capital imports and falling
export values.

Effect of Wheat Boom on the Regional Economies
—Prairies the main exporting region,; Ontario
and Quebec the industrial and financial centre;
slow progress in the Maritimes

In a few years between 1896 and 1913, the
structure of the Canadian economy was basically
changed. The settlement of the Prairies, the great
importation of capital and the direction given by
the national transportation and tariff policies
transformed the isolated and depressed regions into
an integrated and prosperous transcontinental
economy. The most important factor in the
development of the new situation was the rise of
the Prairies as the important export region. This
area, which in 1913 had one-fifth of Canada’s
population, was almost exclusively concerned with
the production of wheat and its sale on the inter-
national market. Nearly 60 per cent of the gain-
fully occupied were directly engaged in agriculture
which was dominated by this one crop. The
remainder were chiefly employed in the commercial
and distributive trades serving the farming
community. Only about one-third of the popula-
tion lived in urban centres. The large volume of
wholesale and retail trade, and the financial, trans-
portation and other services required by a highly
specialized agriculture, were virtually the only
support of the few cities that had rapidly. grown
up. Winnipeg became the Chicago of the Canadian
West. '

The economy rested almost completely on wheat.
This one erop appeared to justify the large amount
of capital borrowed abroad and invested in Western
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Canada, and it was the chief justification for most
of the heavy investments of foreign money in the
other sections of the Dominion. The Prairie region
provided the principal economic contact of the
country with the external world; one-third of
Canada’s exports out of which the external debts
would have to be serviced consisted of wheat and
flour. The rise to predominance of this commodity
toolk place during the rapid development of inter-
national trade and investment which characterized
the pre-War period. The exchange of European
manufactures for foodstuffs grown overseas raised
standards of living and greatly extended the
productive area of the world. Hoping to become
the granary of Europe, Canada became deeply
committed to the continuance and further develop-
ment of this international economic specialization
and took the heavy risks involved in so great a
dependence upon a single industry.

Along with the dramatic expansion of the
Prairies which focused attention during this period,
new export areas began to develop in British
Columbia and Northern Ontario and Quebec. The
extension of the railways and technological progress
made possible a significant beginning in the
exploitation of the resources of the Pre-Cambrian
Shield. Befween 1896 and 1913, the exports of
nickel and silver rose from $2 million to $26 million
and those of pulp and paper increased from less
than $1 million to $18 million.

In British Columbia, the production of non-
ferrous metals reached $17-1 million and exports
of canned salmon $6:6 million in 1913. However,
the chief factor in the economic progress of the
Pacifie Coast Province was the rise of the lumber
industry. The Dominion’s transportation policy
linked British Columbia to the Prairie market
which took about 70 per cent of its lumber. While
exports were important, the expansion which
brought a trebling of population was heavily
dependent upon the wheat boom.

On the other side of the continent, the Maritimes,
although profoundly affected by what was going
on elsewhere in Canada, did not share equally in
the buoyant prosperity of the period. Their golden
age had reached its peak with the Reciprocity
Treaty and the American Civil War and its decline
coincided with the achievement of Confederation.
Shipbuilding, the carrying trade, the self-sufficient
agriculture, the small local manufactures and the
flourishing fisheries, which were the cornerstones
of the economy, declined with technological changes
and unfavourable circumstances in foreign markets.
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During the eighties and nineties, the iron steam-
ship all but ousted the sailing vessel from the world
carrying trade. Many thought that the coming
of the railway would bring new opportunities
compensating for this blow to their commerce by
linking a large hinterland to their ports. The
Federal Government had earlier built the Inter-
colonial and its transportation policy later resulted
in the extension of the Canadian Pacific (the
“Short Line”) to Saint John, and the National
Transcontinental to Moncton.* However, with the
higher cost of railway over ocean transport and the
larger capacity of steamships, traffic was irresistibly
drawn to the inland St. Lawrence ports and the
great American ports to the south. Nearness to
Europe which was an advantage in the days of the
sailing ship was no longer so. Nevertheless, there
was some progress in the development of the Mari-
times, as outlets for inland commerce, and in this,
federal assistance and policy played a large part.
However, between 1891 and 1911 the combined
population of Saint John and Halifax rose but
slightly (78,000 to 89,000) and part of this growth
was at the expense of the smaller outports which
declined.

With the rise of grain production in the
American and Canadian West and the fall in the
costs of transportation, Maritime agriculture was
forced to undergo a substantial readjustment. The
relatively poor soil, the small fields and scattered
farms could not compete with the cheap imports
of grain and live stock. It became necessary to
specialize in the production of crops where there
was the least disadvantage, namely roots and fruits
for export, and fodder for the lumber camps and
the sheltered dairy industry. This specialization,
however, did not permit expansion and the gain-
fully occupied in agriculture decreased from 134,000
in 1891 to 114,000 in 1911,

The difficulties of manufacturing in the Mari-
time Provinces during the period have already been
deseribed.13

" The fisheries, Nova Scotia’s most important
export industry, likewise encountered unfavour-
able circumstances. With the development of
meat packing, canning and refrigeration, the fish
markets were more and more limited to the sugar
islands of the Caribbean where economic condi-
tions were depressed. The encouragement of beet
sugar production by Kuropean countries greatly
curbed the markets for cane sugar and thus

* For fuller discussion of transportation polieies in relation to
the Maritimes see Book II, Section F, Ch. V.,

123 See pp. 74-5.

severely restricted the purchasing power of the
West Indies. Although there was a rise of nearly
50 per cent in the general price level, the value
of Nova Scotia’s production of fish increased only
22 per cent between 1896 and 1913. The quantity
of dried cod exported fell, and the number of men
engaged in the fishing industry declined.

Throughout this period, the Maritimes were
forced to undergo difficult readjustments. These
readjustments had to take place within the frame-
work of the national policies which, in some
respects, hampered them and, in others, provided
alternative occupations. The tariff policy imposed
a drastic change in the conditions under which
the Maritimes had developed. It curtailed the
growth of new exporting industries and hastened
the decline of the old. On the other hand, the
tariff and the federal transportation policy linked
these provinces with the expanding regions to the
west and enabled them to share in some of the
demands created by the wheat boom. The rise of
the Nova Scotia steel and coal industries was
directly dependent on the protective duties, steel
subsidies and the great program of railway con-
struction. On the whole, however, the forces which
tied the Maritimes to the continental interior
failed to induce an expansion sufficient to offset
the changes which had destroyed their dependence
upon the sea and weakened their relations with
foreign markets. The Provinces languished and
their men and capital sought opportunities else-
where. However, by migrating to the scenes of
greater opportunity many shared in the benefits
of the expansion. During 1896-1913, the popula-
tion of the three Provinces increased a mere 9 per
cent compared with an increase of nearly 60 per
cent in the rest of Canada.

At the beginning of this period, Ontario and
Quebee, although sheltered by a protective tariff
and connected with the Northwest by a trans-
continental railway and with the Maritimes by
the Intercolonial, had few relations with the rest
of the country. They had their own contacts with
foreign markets. The scope of their commercial
and industrial activities was confined mainly to
their own areas. In the early nineties, Canada’s
leading exports were lumber, cheese, fish, cattle
and barley, and of these all but fish came chiefly
from the two Central Provinces. Forest and agri-
cultural products were the principal staples and
the fluctuations in their sales in foreign markets
determined the ebb and flow of prosperity. At the
end of the period in 1913, this condition had entirely
changed. Exports had become a relatively minor




factor in their economy. The Canadian, and more
particularly the Prairie market for manufactured
goods, transportation, commercial and financial
services had become the main support of the
economic life of the St. Lawrence Valley.

The western settlement and the national policies
induced a rapid expansion, a great investment of
capital and a measure of prosperity not experienced
in the Central Provinces since the 1850’s. With the
highly specialized export production in Western
Canada and the decline in the competitive posi-
tion of the small Maritime manufacturers, Ontario
and Quebec became the manufacturing centre of
the country. The growing volume of traffic from
the Prairie region moved over the railways, the
waterways and out through the ports of the Central
Provinces. The banks, insurance companies,
mortgage companies and other financial institu-
tions of these older communities quickly extended

their activities to the expanding West where they

came to occupy virtually the whole field. This
commercial and industrial concentration was
accompanied by a rapid urbanization and the
growth of metropolitan centres in Central Canada.
Tt was accompanied also by the rise of great
national business organizations having their head-
quarters in Montreal and Toronto. Manufacturing,
finance and transportation came to be dominated
by a few large corporations whose operations
extended across the entire continent. This period
saw the development of a remarkable centraliza-
tion in a country of such widely separated and
varied regions. '

The wheat boom had finally brought the realiza-
tion of the economic objectives of the Confedera-
tion scheme. The Northwest was settled and the
Federal Government was able, through its policies
and projects, to ensure expansion in the older
communities of Canada on the basis of that settle-
ment. These communities, restricted by the
exhaustion of their own frontiers and confined to
a precarious dependence on their own foreign out-
lets, received a new stimulus from the highly
specialized exporting industry on the Prairies which
had become the country’s principal economic
contact with the external world. Wheat trans-
formed the static and isolated regions into an
integrated and expanding national economy. The
rising prosperity which accompanied this growth
in interdependence fortified the political structure
of Confederation with a common material interest
and a national spirit such as had never existed
before.
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Growth of National Unity and Rise of Canadian
Nationalism—success of Dominion policy and
common basis of prosperity alleviate regional
and provincial discontent

In this atmosphere of large plans and their
successful execution, Canadians began to believe
themselves to be a great people. Their work in
creating the West gave them that sense of common
achievement which marks a nation. They were
proud of what they had done and this gave them
confidence in the future. Sir Wilfrid Laurier
merely echoed a widespread conviction when he
proclaimed that the twentieth century belonged
to Canada.

This pride and optimism was manifested In
several ways during the period. The Alaska
Boundary Award was greeted in 1903 by an out-
burst of indignation throughout Canada. It was
felt that the diplomatic bargaining of Great Britain
and the United States had ignored the rights of a
nation. This humiliation was a sharp reminder of
Canada’s dependent colonial position and it rein-
forced the movement for autonomy.

The autonomy movement itself was the product
of a national consciousness. The desire for a
privileged and sheltered position inside the Empire
which had moved the colonies before Confederation
was largely spent. A spirit of national exclusive-
ness struggled with older loyalties and with
undoubted pride in the Imperial connection. The
period was marked by the see-saw of these forces.
Under the Laurier Government, the various pro-

- posals for closer relationships within the Empire

were coolly received. Autonomy was more to be
desired than Empire federation. Canada elected
to establish its own navy rather than to contribute
directly to a system of centralized imperial defence,
and was not disposed to participate in the framing
of British foreign policy. The Borden Govern-
ment, after 1911, set out to modify this policy.
But its naval bill was rejected by the Senate and

- overtures for some share in the framing of British

foreign policy were coolly received by a British
Government conscious of the difficulties of divided
responsibility.

The growing national consciousness and eonfi-
dence also contributed to the defeat of Reciprocity
in 1911. For years after Confederation, both
parties had attempted to secure a renewal of
reciprocal trade relations with the United States.
It was in despair of such a desirable arrangement
that the National Policy had been adopted in 1879.



80

After many doubts and disappointments, the wide-
spread prosperity of the first decade of this century
appeared to vindicate the policy of industrialization
by protective tariffs. The conviction that the
nation could work out its own destiny, imperialist
sentiment, resentment at the United States and
the pressure of special interests combined to
turn down Reciprocity when it was at last offered.

Nationalism had a potent influence on external
relations. Internally, it worked hand in hand with
other favourable circumstances to promote political
harmony. Western expansion brought prosperity
to the older provinces and eased regional difficulties
which might otherwise have sought political
expression. The bold leadership of the Federal
Government seemed everywhere to be creating
opportunities rather than imposing restrictions.
The impressive results secured won a new respect
and loyalty for federal policies.

There was no revival of the centralizing
tendencies which had marked the leadership of the
Federal Government in earlier days. The decisions
of the Privy Council had undermined the theory
of federal dominance. The Liberal Party, which
was in power during 1896-1911, had recruited
much of 1its strength from the elements which
combatted the Macdonald conception of Con-
federation and struggled for provineial rights. Its
policy was greatly influenced by the personality
of Sir Wilfrid Laurier who consistently tried to
promote a closer harmony between the French and
English through mutual tolerance and under-
standing. The prevailing philosophy of Canadian
federalism in this period, therefore, aimed at
national unity through voluntary co-operation of
an acknowledged diversity of elements. The
Dominion was alert to avoid policies which would
cut athwart provinecial interests.

Dominion powers of reservation and disallow-
~ance were much more sparingly exercised. The
power of reservation was exercised in the sole
instance of a British Columbia bill relating to
Oriental immigration.14 While there were 29
disallowances of provincial acts in the period, 19
of these were accounted for by the repeated enact-
ment in British Columbia of discriminatory
and restrictive measures against Orientals. ‘The
Dominion considered these to be either beyond the
legislative power of the Provinces or contrary to
Dominion or Imperial policies and interests. On
these grounds, it was prepared to act firmly but
it abandoned the earlier practice: of disallowing

14 M emorandum on the Office of Lieutenant-Governor of a
_Province, Department of Justice, Ottawa, 1937, pp. 60-61.

provincial statutes on the ground that they were
inequitable, confiscatory or contrary to sound
principles of legislation.15 The ecompetence of the
provincial legislatures to decide such issues was
acknowledged.

The Dominion also began te consult the prov-
inces on matters of common concern. Dominion-
provincial conferences were encouraged as instru-
ments of co-operation and through them the
Dominion tried to secure a satisfactory final
revision of subsidies. In face of this conciliatory
attitude of the Dominion, the provinces were less
inclined to be aggressive. They pressed strongly
for a revision of subsidies but in the conferences
of 1902, 1906 and 1913, they did not seriously
criticize federal policies or demand radical con-
stitutional changes. They were mainly concerned
with their fiscal difficulties and not with funda-
mental adjustments in Dominion-provincial rela-
tions. The general prosperity was a powerful
solvent of political as well as economic difficulties.

2. Pusric Finawce, 1896-1913

Rapid Rise wn Government Expenditures—exten-
sive assistance to development, the occupation
of the frontier and urbanization

Between 1896 and 1913 there was an immense
growth in public expenditures. Total Dominion,
provineial and municipal current outlay was multi-
plied four times, rising from $63 million to $253
million. The growth in population naturally
involved additional outlay by governments but the
per capita expenditures almost trebled. The forces
which brought about this extraordinary jump in
the costs of government were all-pervasive, exerting
roughly equal pressure on all three levels,
Dominion, provincial and municipal.

The principal causes of this multiplication of
expenditures was the enormous expansion of the
economy and the important role which govern-
ments played in that expansion. The rapidity of
economic development in the early years of the
century was only made possible by the whole-
hearted efforts and lavish assistance of govern-
ments. The bringing of the western wheatlands
within .reach of the international market in less
than a decade involved large additions to trans-
portation facilities which private enterprise could

15 Memorandum on Dominion Power of Disallowance of
Provincial Legisiation, Department of Justice, Ottawa, 1937,
pp. 70-73. :

1 The Dominion raised its percentage share of the total outlay
from 38 per cent in 1858 to 42 per cent in 1913, the provinces
increased their share from 17 per eent to 19 per cent while the
municipal share declined from 45 to 39 per cent.



not have supplied so quickly, and indeed would
not have' dared to embark on, without public
assistance.

Moreover, the general expansion generated by
the wheat boom led to new developmental expen-
ditures everywhere. The new mining areas in
British Columbia and Ontario were opened up.
Provincial governments began to make grants for
highway development. The Federal Government
gave bounties on iron, steel, lead, petrolenm and
imports of manila fibre in order to encourage
domestic production.2  Various industries were
assisted by provincial subsidies and both Dominion
and’ provincial governments allotted increasing
sums to encourage and improve agricultural
production.

During the boom, two new Provinces were
created and two others grew to maturity in the
West. In Saskatchewan and Alberta, the entire
community equipment and all the physiecal
apparatus by which governments perform their
social role had to be provided almost overnight.
Transportation and communication facilities, public
buildings and equipment of every kind were
required. The foundations and superstructure of
an éducational system had to be built. Towns and
villages sprang up everywhere, needing a wide
variety of municipal services. People in haste to
realize a goodly heritage found private enterprise
too slow in providing some of the services commonly
left to its care in older communities and they easily
agreed in asking governments to furnish them.
What was true of these two Provinces was only
slightly less true of the rapidly growing Provinces
of Manitoba and British Columbia.

The largest increases in government activity in
Eastern Canada were due to the rapid urban
development of the period. The wheat boom
brought great industrial expansion, particularly
in Cenfral Canada. Towns grew into industrial
cities and cities into metropolitan areas. As
people were drawn from the farms and villages to
the cities and towns; the problems of urban
crowding required a large extension of public
services. Streets and street railways, gas and
electric systems, sewage systems, water supplies,
schools, hospitals, libraries, ete. were required. The
greater the concentration of population, the greater
is the number of services which can be supplied
most economically in a collective manner. Also,
in the case of some services, concentration brings
a rapid rise in per capita costs. This tendency

3
2 For ﬁéures showing amounts expended on bounties in this
gperiod, see Canada Year Book, 1915, pp. 459-61.
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toward a geometrie rathier than a simple arithmetic
progression of government expenditures in growing
urban and metropolitan areas was an important
factor in the increase in munieipal expenditures
in the period under review.

Finances of the Dominion—booming customs
revenues spur on aggressive program of
development; the lavish assumption of railway
commitments

In the Confederation scheme, one of the prin-
cipal functions of thée Federal Government was to
be the promotion of economic development, and
for' two brief periods (1867-1874 and 1879-84) it
confidently undertook this task. Then the Great
Depression dried up its revenues and sapped its
initiative. When prosperity reappeared at the end
of the century, the Dominion became once more
the chief instrument of new and larger programs
of development. With expanding revenues, its
operations gained a new magnitude and sweep
surpassing all its previous efforts. Doubts as to
its capacity to play the role intended for it
suddenly vanished.

The development of the West was under way by
the beginning of the century and Canada was
attracting large quantities of foreign capital. As
this capital poured into the country in the form
of goods, the familiar public revenue cycle of the
Dominion was repeated but on a scale hitherto
unknown.® Customs,” and Ilater excise, receipts
from which it drew over 90 per cent of its revenue
shot upward, and as early as 1800 produced a
surplus of $8 million on ordinary account. With
two or three exceptions, the Dominion piled up
surpluses of increasing size each year throughout
the remainder of the period. In 1912-13, despite
considerable capital expenditures charged to eurrent
account, the surplus was nearly double the total
gross revenues of the Dominion in 1896,

At the same time, the rapid increase of popula-
tion and low interest rates were reducing the per
capita burden of debt charges. In 1914, the per
capita interest charges were slightly less than they
had been in 1875, despite the addition of $393
million to the direct public debt of the Dominion.
Such facts make it easier to understand the
boundless optimism of the time and the assur-
ance with which the Federal Government increased
its expenditures and piled up contingent liabilities.
As long as the expansion continued, past commit-
ments appeared trivial in the face of mounfing

5In the first decade of the century the value of imports rose
from $190 million to $420 million.
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revenues and surpluses. As the conditions which
would bring expansion to a halt were nowhere
apparent, the dire predictions of the eautious and
the timid seemed ludicrous and the unfolding of
events throughout the period reinforced this super-
ficial judgment.

Between 1896 and 1913 the current expendi-
tures of the Dominion were multiplied four times.
Expenditures on developmental projects accounted
for over half the total increase. The promotion
of western settlement and general expansion by
lavish outlays on transportation and public domain
were the principal concern of Dominion finance.
It is not necessary to recount the well-known
history of the liabilities incurred for the National

extension of the occupied area and the rise in
salaries and wages, The Dominion undertook no
new services of importance. It assumed no respon-
sibilities and gave no assistance to the provinces
for public welfare and indeed no need for this
appeared. Development, particularly the railway
program, overshadowed all the other functions of
the Dominion.

The enormous additional burdens which the
Federal Government assumed in connection with
development were not onerous in the days of
rapidly expanding revenues. The full weight of
them was not felt until the contingent liabilities
arising out of the railway guarantees became hard
realities and the operating deficits of the insolvent

TABLE 18.—GovERNMENT EXPENDITORES ON CURRENT A CCOUNT,(® 1896 anxp 1913
{ Thousands of Dollars)

. .. Total Provinces ®
_ Provinces Dominion and Dominion
1896 1913 1896 1913 1896 1913
Net Debt Charges. ... ins 1,626 | 2,304 9,483 12,213 | 11,009 15,081
Defence. . e e e e —_— — 1,627 | 13,781 1,627 13,781
PublicWellare. ... .. ... 1,472 4,343 946 2,617 2,418 6,960
BEducatlon...... ... 2,003 | 9,600 — 215 | 2,003 9,815
Agriculture and Public Domain......................... 951 | 7,434 990 | 10,985 | 1,941 18,403
Transportation............... [P e 924 | 8,631 1,927 | 35,467 | 2,851 | 41,964
Subsidies to Provinees. ... i — — 4,238 | 11,280 — —
General  Expenditures—Justice, Legislation, General
Government and Miscellaneous...................... 4,276 | 15,069 | 9,165 | 31,736 | 13,441 | 46,805
B 0 N 7 11,152 | 47,381 | 28,376 118,294 | 35,290 | 152,806
Total per Capita (Dollarg)....... ... ... .. ... ... ...... 2.27 6-22 5-59 | 15-50 6-96 20-02

& Source: The Public Accounis of the Provinces and the Dominion and the Public Accounts Inquiry of the Royal Commission on Dominion-

Provineial Relations.
® Inter-governmental transactions eliminated.

Transcontinental, the Grand Trunk Pacific and the
Canadian Northern. In 1913, virtually the whole
of the direct and indirect debt of the Dominion,
amounting to $521 million, had been incurred for
railways, canals, harbours and river improvements.

Aside from development, the only significant
increase in expenditure was for defence, the cost of
which, due to uneasiness in Iurope, rose from $2
million to almost-$14 million. The creation of two
new Provinces in 1905 and the general revision of
subsidies in 1907 added some $7 million to the
federal subsidies. The outlay on general govern-
ment and administration rose by over three times
due mainly to the increase in population; the rapid

railways were saddled on the Dominion at a time
when revenues were falling. In this period, the
seeds of a perennial public finance problem were
sown.

Finances of the Provinces—pre-occupation with
development; the rapid increase in debts and
expenditures of the Western Provinces

Between 1806 and 1913, the per capita current
expenditures of the provinces increased nearly
three times, their per capita debts nearly four
times. At Confederation the provinces were vested
with important functions but their finanecial



responsibilities were not great. Their revenues
were narrowly restricted and it was not thought
they would again incur any substantial debts.
However under the circumstances of the wheat
boom they rapidly enhanced their role as agencies
for collective expenditures, By 1913, the total
debts of the provinces were more than half, and
their eurrent expenditures nearly half those of the
Dominion. The provinces had evolved from a
relatively minor to an important position in
Canadian public finance.

As in the case of the Dominion, the dominant
factor in the rise of debts and expenditures was
the pre-occupation with- economic development.
While the Dominion was spending lavishly to
promote expansion on a national scale, the prov-
inces were encouraging the construction of railways
and facilitating settlement on their own frontiers.
In 1613, 80 per cent of the total provincial debts
and 40 per cent of the current expenditures were
incurred for development.

The largest outlays for development were
naturally made on the frontiers of the expansion,
namely the four Western Provinces. In 1913 the
average per capita debt of these Provinces was
nearly six times as great as that of the rest of
the country. In the same year, Alberta, British
Columbia and Manitoba each had larger total
liabilities than the Provinece of Ontario. Three-
fifths of the western provineial debt had arisen
out of expenditures on railways or consisted of
guarantees of railway obligations. The latter
included some $85 million of bond guarantees
granted to hasten the construction of branch lines
. by the Grand Trunk Pacific and of the mainline
and branches of the Canadian Northern. The
Prairie Provinces had also incurred considerable
debts for the provision of general community
facilities. In many instances it was thought that
private enterprise was too slow, and that the rich
natural heritage might well be mortgaged to
encourage rapid settlement and to lighten the
rigours of the pioneer life with a few common
~amenities. All of the three Provinces estab-
lished provineial telephone systems, Manitoba and
Saskatchewan made investments in grain elevators.
Public buildings, court-houses, normal schools,
universities, hospitals, roads, ete., had to be supplied
almost overnight. These would fill not only the
needs of the present but also those of a much
greater future. Hence it was felt that they should
not wait until they could be paid for out of current
revenues. At 1913, the per capita debt Incurred
for public buildings, institutions and roads by the
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Western Provinces was four and a half times as
large as that in Eastern Canada. ‘

In addition to the provision of capital facilities
the Western Provinces were spending appreciable
amounts on development out of current revenues.
Debt charges however were still small since the
railway guarantees did not as yet have to be
implemented. Later, most of these were assumed
by the Dominion. British Columbia, heavily
dependent upon lumbering and mining, was making
large outlays on public domain. Manitoba,
Saskatchewan and British Columbia were already
spending considerable amounts on highways. The
last Province, -with its difficult topography and
its policy of meeting capital costs out of current
revenue, was spending nearly twice as much on
roatds and bridges as all the other Canadian
provinces combined. ,

The developmental programs of the Dastern
Provinces were relatively on a much smaller scale
than those in the West; nevertheless they were
important and almost wholly accounted for the two-
fold increase in their per capita debts between 1896
and 1913. New Brunswick and Quebec expended
considerable amounts in -extending railways to
their undeveloped frontiers. Ontario built the
Temiskaming and Northern Ontario Railway,
guaranteed $7-9 million of Canadian Northern
Ontario railway bends and launched the Hydro-
Electric Power scheme. The Maritime Provinces
concentrated mainly on the construction of roads
and bridges which was responsible for the major
portion of the increase in their debts. Net debt
charges however did not rise substantially. Quebee
which had fallen into serious difficulties in the
eighties was wary of again assuming such burden-
some liabilities and its per capita debt, thanks to
current surpluses, actually declined during this
period. The debt of Ontario was still completely
self-supporting. The current expenditures on
public domain and agriculture however bulked
relatively large in Ontario and Quebec where the
northern resources were beginning to become
valuable. Nearly one-fourth of the current outlay
of the Maritimes was expended on roads and
bridges. .

Aside from the concentration of public resources
on development, there were no important changes
in provincial expenditures during this period. JIn
1913, legislation, justice and general administration
constituted 32 per cent of the total current outlay,
education 20 per cent, and public welfare but 9 per
cent. The average per capita cost of general
government for all provinces was slightly more
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than doubled. Salaries and wages had risen, the
society 'had become more complicated and the
regulatory and administrative functions had' in-
creased. The greatest rise had taken place in the
Prairie Provinces and' British- Columbia where the
per capita expenditures on general government
overhead were respectively three and six times
those of the Fastern Provinces. The lag in
municipal development, the thin scattering of
population and the rapidity with which govern-
ment services had to be provided added greatly to
costs. Education also called for larger outlays.
The economy was becoming more specialized and
the provinces responded to meet the more exacting
requirements by fostering more complete and better
standards of instruction. Iowever, during the
great expansion and prosperity of the time, most
of the problems of social welfare, which have since
become crushing responsibilities of the provincial
governments, found their solution inside the
private economy. The growth of specialization and
urban concentration were rapidly breaking down
the former self-sufficiency of households- and local
communities but the social implications of this
change were almost unnoticed in this period of
spacious opportunity for all. Added costs of public
welfare were mainly due to improved care for
limited classes of unfortunates:

The Rise of Municipal Expenditures—rapid urban-
tzation in the East, and the establishment of
new cities and towns in the West

Total municipal expenditures during this period
rose in three dimensions. Firgt, there was the
growth in population and the establishment of
many new cities and towns, particularly in the
West; second, the growing concentration of the
population in large urban centres with their heavier
per capita costs of providing the same services;
third, the extension in the wvariety of collective
services which accompanies the increasing size of
urban centres.

One of the striking social changes of this period
was the crowding of people into towns and' eities.
By 1911, over 45 per cent of the population was
classed as urban. One-third of the population
lived in cities and towns of over 5,000 and: almost
one-fifth in cities of over 50,000. The general
decline in self-sufficiency and the industrial expan-
sion stimulated by the wheat boom and the
national policies brought a sharp increase in
urbanization.

The self-sufficiency of the farm household and
the village community, which: had marked Cana-
dian life' throughout the nineteenth century, largely
disappeared with the rapid development of a
specialized exchange economy in this period.
Higher prices for agricultural produce led the
farmer to specialize and concentrate his efforts on
a few products. Improvements in transportation
wiped out the “natural shelter” under which the
village craftsman had flourished. These factors,
combined with improvements in manufacturing
technique, enabled the farmer to exchange more
of his specialized products advantageously for his -
various requirements which were processed or
manufactured in urban centres. The assembling
of farm and other natural products for distant
markets and the distribution of manufactured
goods for farm and village consumption required
an intricate financial and commercial mechanism
which concentrated in a few great cities. The
rapid centralization of control in industry, com-
merce and finance in the period speeded up this
development.

Urban concentration involves large additions to
municipal services and, with a rising standard of
living, it leads to collective provision of many
comforts and conveniences. The cost of fire and
police: protection, health services and education,
streets and sewers increases in a much higher ratio
than the numbers of the population. Urban muni-
cipalities undertake water, light, power and trans- .
portation services. The skills required in a complex
specialized society can only be secured through a
more expensive educational system. The amenities
of parks, libraries, recreation centres, free bathing
facilities, among other things, are demanded. In
the result, a greater proportion of the urban income
is spent on collective services which add to muni-
cipal costs but, on- balance, need not decrease and
may even increase the real income of the community.

Municipal expenditures and debts, as in the case
of the provincial governments, rose most steeply
in the Western Provinces and for much the same
reasons. Between 1901 and 1911 the urban popu-
lation of the West grew from 193,000 to 673,000,
a rate- of increase six times as great as that’in
Eastern Canada. The speed with which services
and facilities had to be provided added substan-
tially to the costs. In addition many western
municipalities undertook ambitious schemes which
far exceeded existing requirements and were based
on the most optimistic estimates of the growth in
population. Per capita municipal expenditures in
the Prairie Provinces and British Columbia were



approximately double those of Central Canada.b
The Maritimes were the least urbanized region in
the Dominion and the provincial governments bore
a relatively higher share of the total costs of
education and roads, particularly in the rural areas
where municipal organization had made little head-
way. These factors, together with the slow increase
in population, held down the total per capita outlay
of local governments to about half that in Ontario
and -Quebee,

The rapidly rising municipal expenditures in
Central and Western Canada were financed without
difficulty in this period. Almost all municipal
revenues were derived from a direct tax on real
property. The pre-War boom was marked by a
steep and sustained inerease in land values which
easily carried the mounting burden of taxation.

Ezpansion of Provincial Revenues—inelastic federal
subsidies intensify development of provincial
revenue sources; the growing importance of
taxation

The provincial .governments could not have
added to their expenditures as they did between
1896 and 1913 without access to more fruitful
revenue sources. The fact that they were exploring
the possibilities of the unpopular direct taxes in
the early nineties testified to the tightness of their
fiscal positions at the opening of this period. They
continued to be more or less cramped for nearly
a decade after 1896, Dominion revenues improved
at once with rising customs receipts. It was almost
ten years before the expansion and rising capital
importations permeated the economy sufficiently
to affect substantially the provincial sources of
revenue. During the first few years of the century,
therefore, the provinces pressed for a substantial
revision of subsidies.
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The Provinces of Alberta and Saskatchewan
which came into existence in 1905 were given the
advantage of previous revisions and liberal inter-
pretations of the subsidy formula and the sums
they received showed a considerable change in the
conception of provincial responsibilities. Each was
given a subsidy in excess of $1 million of which
$375,000 was in lieu of the public lands retained by
the Dominion. The 80 cent per capita subsidy
was to be calculated on the actual population
increase until a population of 800,000 was reached
in each case.

Meanwhile, the older provinces continued their
agitation and the Provincial Conference of 1906
was called to effect a final revision of subsidies. The
settlement, which was accepted by all governments
except British Columbia, added about $2-3 million
(an increase of about one-third) immediately to
the total annual subsidies paid to the nine prov-
inces and provided for automatic increases with
the rise in population.

About the time that the subsidy revision was
under discussion, however, the boom began to
have a marked effect on the sources of revenue on
which the provinces had relied in the past with
such disappointing results. -Accelerating business
activity boosted the income from licences and fees.
Expansion of lumbering and mining brought a
sharp increase in the revenues from public domaimn.
As rising prosperity quickened the accumulation of
wealth, succession duties began to bring in con-
siderable sums. As corporate organization spread
rapidly, the corporation tax became fruitful. This
buoyancy temporarily relieved the financial strains
of the provinces but when the boom broke they
were once more in difficulties. Manitoba and
Prince Edward Island got a further increase in
federal grants in 1912 and at the Inter-Provineial
Conference in 1913 the provinces again urged a
general revision of subsidies.

TABLE 18A —PER CAPITA MUNICIPAL GOVERNMENT EXPENDITURES, CURRENT ACCOUNTW, 1813

Prince New - . i
—_— C'l;?lg%l a Edward El!\i g’g; Bruns- | Quebec | Ontario Manitoba fﬁ:];%tn Alberta C‘Ioaflit;sgia
‘ Island wick
$ § $ $ $ $ $ $ $ '$
Net Debt Chargesa........ooveviiennenaans 2.59 0.27 0.98 .69 2.15 2.28 3.67 2.73 5.12 6.87
Public Welfare, ................ooieoiiatn 1.07 0.05 0.87 .59 0.92 0.81 2.38 0.89 1.16 2.89
Education..........ioiiiiiiiiiiiiiei i 3.64 0.69 2.14 1.69 2.43 4.26 4.88 4.66 7.38 +3.44
Transportation........co.ceev v ian s 1.93 0.26 0.61 0.79 1.59 1.97 1.76 2.79 2.80 4.47
General Expenditures—Justice, Legislation,|"
General Government and Miscellancous. 3.85 0.31 1.22 1.14 2.83 3.72 7.52 6.57 4.63 9.03
BOTAL. e e e 13.18 1.58 5.82 4.90 9.92 13.04° 20.01 17.84 21.09 26.50

@) Source: Public Accounts Inquiry of the Royal Commission on Dominion-Provineial Relations.
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By the end of this period, federal subsidies had
become a relatively minor part of total provineial
revenues, namely 28 per cent, compared with 43
per cent in 1896 and 58 per cent in 1874. At the
same time, the proportion of federal revenues thus
transferred to the provinces had dropped by one-
half.6 On a number of oceasions the provinces
had suggested a formula which they hoped would
keep the subsidies more in line with their growing
expenditures and enable them to reap some of the
benefits of the expanding revenues of the Dominion.

this resolution would be acted upon, disappeared
when less than nine months later Canada was
plunged into the Great War.

Federal subsidies provided less than one-fourth
of the increase in provincial revenues ($35 million)
during this period. The sources from which the
provinces were originally expected to meet expand-
ing requirements, namely, licences, fees, ete., and
public domain, took ecare of only about one-half of
the increase in their needs; the remainder, $8-4
million, was obtained from direct taxation.

TanLE 19.—GoveRNMENT REVENUES ON CURRENT ACCOUGNT,® 1896 axp 1913
{ Thousands of Dollars)

. . Total Provinces ®

_ Provinces Dominion and Dominion

1896 1913 1896 1913 1896 1913
Federal Subsidies................. ... ... ... .. ... .. ... 4,301 | 12,851 - — — —
Taxes— . '

Custormns Import Duties..................0...''u... — — 19,479 (104,691 | 19,479 | 104,691
Execise Duties...... ... . ... ... . . . . i, — — 9,170 | 21,452 | 9,170 | 21,452
Corporation Taxes......................... .. ...... 156 | 3,490 — — 156 3,490
Succession Duties............... .. ... ........ ..., 428 | 3,611 — — 428 3,611
Income Taxes on Persons........................... 13 119 — — i3 119
Real Property Taxes................. v .. 180 1,753 — — 180 1,753
Other Taxes............. . ... . 177 347 — 1,335 177 1,682
Sub-Total—Taxes......................... 954 | 9,320 | 28,649 | 127,478 | 29,603 | 136,798
Motor vehicles, automobile licences, ete................... — 470 — — — 470
All other Licences, Permits and Fees, Fines and Penalties. .| 1 ,756 | 6,678 266 | 1,516 | 2,022 8,194
Public Domain.......................cooveir 2,801 | 11,046 200 | 3,420 | 3,100 | 14,466
Liquor Control....... ... ... ... .. . . . . . . . . . . ... ... —_— 2,248 — — — 2,248
Sale of Commodities and Services........................ 63 815 543 | 1,513 606 2,328
Other.... ... ... ... ... ... ... ...... .. e 97 1 1,507 201 1,276 208 2,392
TOTAL. ... 9,972 | 44,935 | 29,958 (135,203 | 35,629 | 166,896

) Source: The Publie Accounts of the Provinees and the Dominion and the Public Accounts Inquiry of the Royal Commission on Dominion-

Provincial Relations. .
) Inter-governmental transactions eliminated.

The proposal that a part or all of the subsidies
should consist of a constant ratio of the Dominion’s
receipts from customs and excise, which was
advocated in Parliament in 1884 and at the Inter-
Provinetal Conference in 1902, came up again at
the Conference in 1913. This time a formal resolu-
tion was passed asking the Dominion to give the
provinces an extra grant “equal to 10 per cent of
the Customs and Excise Duties colleeted . . . from
year to year”. Whatever likelihood existed that

& Between 1874 and 1813, the percentage of provineial sub-
sidies to the Dominion’s revenues fell from 18 to 9 per cent.

As the expenditures rose, the disparities in the
ability or ease with which the various provinces
and regions could meet them became more con-
spicuous. Also, in the provinces where the expan-
sion was most rapid, the population was more
willing and more able to bear heavier taxes for
the purpose of encouraging further development
and of providing collective services which private
enterprise was slow to undertake.

Next to federal subsidies, public domain was the
largest single source of total provincial revenues
and here the disparities between provinces were



particularly great. The Prairie Provinces did not
have control over their natural resources but
received a small annual subsidy from the Dominion
in lieu of them. 'In British Columbia, where
lumbering and mining were the principal activities
and where the expenditures on public domain were
large, the revenues therefrom were ten times as
great per capita as in the Eastern Provinces. The
other traditional method of raising provincial
revenue, i.e., the imposition of licences, fees, etc.,
was used most intensively in the Prairie Provinces
where, after federal subsidies, it constituted the
main source of income. In the Maritimes the
receipts from this item were almost negligible.

The largest reserves of provincial revenue lay in
the power of direct taxation. The growing demands
upon expenditures and the inelasticity of federal
subsidies forced the provinces to make more and
more use of such taxes despite their unpopularity.
The extent to which they were levied in each of
the provinces depended upon the nature of the
economy and the magnitude of the total outlay.
In British Columbia where the level of expendi-
tures on & per capita basis was many times as
high as in the other provinces, the per capita
receipts from taxation were nearly six times those
in the rest of the country. While British Columbia
had & highly developed system of taxation, includ-
ing taxes on personal incomes, real and personal
property, the levies in the other provinces were
confined almost exclusively to corporation taxes
and succession duties.” The two latter imposts
were most productive in Ontario and Quebec. The
industrial and commercial expansion stimulated by
the wheat boom and the national economic policies
was accompanied by a rapid concentration of
corporate activity and of large private fortunes in
Central Canada. The receipts from corporation
taxes and succession duties, therefore, rose steeply
and by 1913 yielded 26 per cent of the total
provincial revenues compared with but 9 per cent
in the Prairie Provinces and 8 per cent in the
Maritimes. The per capita revenue from succes-
sion duties in Ontario and Quebec was twice as
high as the average of the other provinces.

A number of significant changes in the financial
position of the provinces from that intended at
Confederation, had already begun to emerge at
the opening of this period. The demands and
opportunities of the wheat boom, and the growing
specialization and interdependence of society greatly

7 At 1913, British Columbia and Prince Edward Island were
the only provinces levying personal income taxes. However, in
the latter Province the tax was meore in the nature of a tax on
real and personal property than a true income fax,
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accelerated this development. Despite the cramp-
ing financial settlement of .1867, the provinces
became in fact mueh more than large municipalities.
When. other revenues became insufficient, they
entered the field of direct taxation which in 1913
was already producing over one-fifth of the total
revenues. However, the implications of large
uncontrollable expenditures and heavy debts, of
the great inequalities in taxable capacity, and of
the attempt to use what are In reality national
taxes for provincial purposes, were not yet evident.

Summary—1896-1913

The common efforts of all regions in building up
the country between 1896 and 1913 cemented the
political union of 1867 and Canadians became
conscious of themselves as a nation. The growing
senge of community was accompanied by increasing
economic interdependence. The national policies
of all-Canadian transportation and protective tariffs
were effective in making the wheat boom the basis
of a general economic expansion in which the
manufacturing industry of Eastern Canada became
heavily dependent on the agricultural export region
of the Prairies. With the exception of the Mari-
times, which were affected by but did not share
generally in the expansion, the wheat boom brought
prosperity to the whole country but it was pros-
perity which remained conditional on the profitable
production of wheat. A high degree of economic
integration had been achieved but it required a
sustained world demand for wheat to make it a
lasting success.

As Canadians on the prairies specialized in
growing wheat for the international market and
Canadians in the older parts of Canada specialized
in providing a wide variety of goods and services

for the national market, the old self-sufficiency of

pioneer days passed from the scene. By 1913, the
open frontier had almost disappeared. With the
coming of a highly specialized interdependence, the
capacity of individuals to overcome economic
reverses and mischances by their own efforts was
greatly impaired and the material conditions which
force governments into costly expenditures for
social security were begun. With intensive indus-
trial development came the shift from the country
to the cities, bringing in its train a greater demand
and a greater need for collective provision of
various services.

The general expansion was accompanied by the
multiplication of the expenditures at all levels of
government. In part, this was due to the growth
of population and the extension of the area
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requiring governmental services. In part, it was
due to the undertaking of many collective services
by urban municipalities. Despite these factors, the
traditional preoccupation of British North American
governments with economic development continued
to dominate public finance and reached its greatest
intensity during this period. Federal and provincial

governments spent lavishly to open the doors of
opportunity for private enterprise. In so doing,
they encouraged the growth of a new economy,
more productive and diversified but also more
vulnerable in times of adversity. Its tribulations
at a later date were to alter the character as well
as the emphasis of Canadian public finance.



CHaPTER 1V

THE WAR PERIOD 1914-21

Introduction—the general economic, political and
social effects of the War

One of the immediate effects of the War upon
Canada was to provide relief from accumulating
economic difficulties. By 1914 the investment
boom based on foreign borrowing had come to an
end. It then became imperative to turn from the
construction of capital works to greater production
of exportable products in order to pay the interest
on the large investments of the preceding decade.
This major shift and readjustment threatened to
be painful and prolonged, but under the stimulus
of war demands the Canadian economy turned the
corner with ease and expanded its production
immensely in a very short period of time. By
force of circumstances, Canada’s foreign borrowings
dwindled until they disappeared in 1917. In the
later years of the War, the great expansion in
production combined with the policies of the
Federal Government enabled Canada to become an
important lender, financing British purchases of
Canadian goods.

In addition to stimulating expansion, the War
gave the Federal Government a decisive role in
directing the employment of the country’s resources.
Canada’s war effort involved a massive concentra-
tion—in many respects, a consecration—of man-
power and resources for a single over-riding
purpose. The Dominion Government interpreted
this purpose and co-ordinated the efforts of the
country. It was the appropriate agency for driving
towards this single objective, but in so doing it
exhibited elements of a totalitarian technique
inseparable from modern war. General enthusiasm
for the Allied cause produced a remarkable
unanimity among Canadians of all regions and
classes in the early days of the conflict. Supported
by this unique expression of national unity the
Government threw all its power and authority into
the prosecution of the War, and as the struggle
deepened it redoubled its eﬁorts and commitments.
Its v1gorous policies hastened and intensified the
expansion of production which was made profitable
by altered world conditions. The development of
the economy as well as the occupations and interests
of the people were directed, and considerably
distorted, by the demands 1mposed upon the
country by the War.
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The first flush of enthusiasm waned as the War
dragged on and became a trial of collective
endurance’and capacity for sacrifice. Lacking the
tremendous unifying influence of a direct and
immediate threat of foreign invasion, Canadians
began to differ radically on the means best caleu-
lated to reach the results desired by all. This
difference about means threatened the effective
pursuit of ends and broke the party truce which
marked the early years of the War. During the
later years, the effects of the economic and financial
policies, which the Federal Government had
adopted to facilitate the maximum war effort,
permeated the social structure with unexpected
and unfortunate results. The economic cost of
prosecuting the War pressed more and more
unevenly on particular groups. The contrast
presented by the beneficiaries of inflation and war
prosperity caused hot resentment. The inevitable
and appalling inequality of burdens and sacrifices
involved in modern war became manifest.

The War provided at least a partial solution of
the economic problems which faced Canada in 1914
but replaced them with political and social
problems of a very disturbing kind. Prolonged
concentration on the single purpose of winning the
War put severe strains on political unity. The
“conscription issue” and its aftermath ruptured
both federal political parties. The War was a
great strain on Dominion statesmen and it
burdened the Dominion ireasury with an enormous
debt. Old sectional cleavages were revived and
decpened and immediately after the conflict
Canada was disrupted for the first time by class
conflict. In the minds of many, the conduet of
the War had denied and disproved the basic
community of interest upon which federal initiative
and leadership must always rest. The war effort
of the Dominion was magnificent but it was at the
price of temporary exhaustion and serious internal
antagonisms.

In Canada, as in other countries, the War had
revolutionary effects. XEconomically, there was a
vast increase in productive capacity and a rapid
development toward economic maturity. But the
most profound changes were broadly social in
character. A society which prided itself on equality
of opportunity found itself being divided into
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classes. The inequality of burdens and benefits
arising out of the War promoted stratification. On
the one hand, large government borrowings from
the proceeds of war prosperity created a rentier
class while, on the other hand, class consciousness
appeared in the growing industrial population
harassed by the steep rise in the cost of living.
Their distress led to demands for government
intervention. The success with which the Dominion
Government had organized a peaceful society for
combat showed how governments could alter the
conditions of economic and social life. If govern-
ments could organize so effectively for destruction,
they should be able to organize the conditions of
the good life for their citizens. Under the pressure
of social inequalities which became more and more
evident, this changing philosophy of the appro-
priate sphere of state activity led straight to
extensive government intervention in economic life
and to the provision and further extension of a
variety of social services. As will appear later, post-
War intervention came mainly from the provinces.

From Wheat Boom to War Boom—major depres-
sion averted; Canada pays for War by swift
rise in export production

The extravagant boom which attended the
opening of the western wheatlands broke in 1913.
It had been based on the inflow of foreign capital
which financed a huge program of construction.
This foreign capital was attracted by the confidence
that wheat could be profitably grown for export
on the Canadian prairies. In 1912, interest rates
rose sharply in the London money market and,
in 1913, the general price level, including the prices
of Canadian exports, began to fall. The stream of
capital imports which fed the growing prosperity
of the country was checked. The prospects for
profitable production of wheat became less rosy.
The boom, which had been prolific of frantic real
estate speculations, optimistic corporate mergers,
and many rash enterprises of a public and private
nature, suddenly collapsed.

The Canadian economy was at once faced with
severe difficulties. It had been geared to a high
rate of investment and construction. Between 1913
and 1914, the value of construction contracts
awarded fell 37 per cent. Much of the labour and
resources employed in the building of railways,
harbours and canals, factories and rapidly growing
towns, became idle. The slackening of construc-
tion brought a sharp curtailment in the Nova
Scotia iron and steel industry, unemployment in
the industrial cities of Central Canada and a steep
decline in the production of lumber in British

Columbia. The fall in export prices was aggravated
by drought on the Prairies which cut-short the
crop of 1914. Caught between decreasing capital
imports and falling export values, the economy
which the wheat boom had brought into existence
revealed its alarming vulnerability to external
influences.

Adjustment to this situation required the diver-
sion of idle labour and resources into the exporting
industries to obtain employment and also to enable
the country to meet the interest charges on its
large external debt. Under normal conditions, this
process would have been slow and painful involving
a deflation of costs and prices and 4t least a
temporary decline in industrial activity—the prin-
cipal elements of a major depression. The first
effects of the War were to intensify the adverse
external influences and to deepen the depression
which was settling down upon the country. The
dislocation of normal international intercourse cut
Canadian exports still further. The inflow of
foreign capital came almost to a standstill because
borrowings in London were being permitted only
for war purposes. Unemployment was widespread
in the winter of 1914-15.

After the middle of 1915, however, the disloca-
tion of international economic intercourse became
a great advantage to Canada. Britain and her
Allies required vast quantities of supplies. The
high cost of shipping and the readiness of the
United States and Canada to supply credits
directed a large part of the demand to North
America. The principal requirements were food-
stuffs and munitions. The former was Canada’s
main export and the production of the latter was
quickly undertaken by the depressed manufacturing
industry. From 1915 to 1918, the intensity of the
demand grew ever greater and Canadian production
reached new heights. The capital equipment built
up during the wheat boom displayed a remarkable
productive capacity and the labour force which
built it was absorbed, either in the overseas forces
or in the production of goods and services.

The insistent demand for foodstuffs brought a
swift rise in the price level of Canadian exports.
The prices of agricultural exports, in particular,
rose much more rapidly than those of imports
and of manufactured goods. As in the pre-War
period, this gave an immediate and powerful
incentive to the expansion of agricultural produc-
tion. In the period between 1913 and 1919, the
absolute increase in the area devoted to field crops
was equivalent to the total increase which took

" place in the twenty years prior to 1913. In the



Prairie Provinces the acreage under wheat in 1919

was almost 80 per cent greater than it had been:

in 1913. In this short period, the number of cattle
on Canadian farms increased by one-third. ‘A wide
variety of farm products received a less vigorous
but nevertheless pronounced stimulus from the
demands created by the War.

This expansion in the productive capacity of
agriculture provided very substantial increases in
the surplus available for export. The bumper
wheat crop of 1915 with its record yields per acre
and its large export surplus was the principal factor
in attaining a favourable -balance of merchandise
trade and did much to extricate the economy from
the doldrums of the two preceding years. Although
the wheat yields during the remainder of the war

period were disappointing and in 1918 and 1919

extremely poor, the average value of exports of
wheat and flour during the 1917-19 period was more
than double that of 1913.

While wheat was by far the most important
export, the exports of other agricultural commodi-
ties showed even greater proportionate inereases.
Between 1913 and 1918, the exports of meat rose
in value from %6 million to almost $85 million,
live stock from %10 million to $35 million, and
cheese from $19 million to $35 million. The exports
of hay, oats, butter and eggs expanded greatly.
Except where afflicted by drought, agriculture
prospered. The increase in the value of its exports
during 1914-19 over the immediate pre-war level
was equivalent to fully four-fifths of the total
Canadian money cost of the War.

Among other raw materials affected, non-ferrous
metals enjoyed a sharp increase in demand. Despite
progress in the development of mining, the
problems of treating low-grade and complex ore-
bodies had not been satisfactorily solved prior to
the War. The high prices due to the War encour-
aged ingenuity in the search for methods of
extracting the metals from these ores. Several
important refining processes were discovered. High
prices made the working of low-grade deposits
profitable. Between 1913 and 1918, the quantity
of copper produced rose 54 per cent, lead 36 per
cent, nickel 86 per cent and zine from a negligible
quantity to 35 million pounds in 1918. The value
of the output of these four metals rose from $29

million in 1913 to $74 million in 1918. This stimulus

advanced the Canadian mining industry. The high
prices disappeared after the War but the growth of
interest in mining, the improved techniques, and
the greater resources accumulated by mining com-
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panies out of profits were permanent gains to the
industry. ,

On the other hand, the lumber industry made
little headway. The decline in construction and
the high cost of ocean shipping bore unfavourably
upon it, and ‘production fell off. It was not until
a demand arose for wooden ships and for sitka
spruce in the airplane industry toward the'end of
the War that the industry in the Maritimes and
British Columbia received any special stimulus.
Cirecumstances only indirectly connected with the
War did, however, give a great impetus to the pulp
and paper branch of the forest industry. The
United States tariff had been removed before 1914
and the relative exhaustion of the forest resources
of the United States, the exclusion of Scandinavian
supplies due to the circumstances of the War, and
the war-time growth in the circulation and size of
newspapers gave the Canadian newsprint industry
its opportunity. The exports of pulp and paper
rose from $19 million in 1913 to $105 million in
1919.

There was an even greater rise in the output of
manufactures. The favourable influences, derived
from the national economic policies, which had
brought about a rapid growth of the manufae-
turing industry during the wheat boom, were
continued by the war-time expansion of western
agriculture and the increases in the tariff in 1915
(74 per cent in the General and Intermediate
schedules and 5 per cent in the British Prefer-
ential). The disruption of imports from Central
Turope, the decline in British exports, and the high
cost. of ocean shipping enabled domestic industry
to secure a larger share of the home market. The
increase in production of commodities of general
consumption between 1915 and 1918 is indicated
by the 10 per cent increase in employment in the
textile, boot and shoe, tobacco, and furniture
industries.

While the growing share of the domestic pro-
ducer in the home market was a feature of the
period, the greatest stimulus to manufactures came
from British orders for munitions and war equip-
ment. The decline in construction and the
depression prevailing in 1914 had severely affected
the manufacturing industry, particularly iron and
steel. Immediately after the War opened, Cana-
dian industrialists, whose plants were idle or
operating below capacity, began to press for British
munitions orders. From late 1914 to 1917, these
orders were given in increasing volume until exports
of shells and explosives rose to almost $390 million
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in 1917. In the years 1916, 1917 and 1918, muni-
tions made up about one-quarter of total exports
and, for a econsiderable time, Canadian manu-
facturers were producing between one-quarter and
one-third of the artillery ammunition being
currently used by the British armies. Approxi-
mately a billion dollars worth of shells and
explosives were shipped overseas and Canada
supplied the Allies with ships and airplanes valued
at more than $100 million. At the peak, about
one-third of the Canadian manufacturing capacity
was employed on war orders from other countries.
Between 1915 and 1918, the total employment in
manufacturing rose by 32 per cent. The iron and
steel industry which had been hit very severely
by the depression in 1914, reached a new record in
volume of output. '

Thus, during 1914-18, there was a remarkable
expansion in the total production of goods and
services. It was this increase in production which
paid for the cost of the War. It also met the
interest charges on the external debt which could
no longer be financed by further foreign borrowings,
and made possible (in contrast to European coun-
tries) the maintenance of a relatively high
standard of living. Under the circumstances, this
was the only way the War could be financed. A
soclety which cannot borrow abroad and employ
foreign industry to produce the material sinews of
war is obliged to pay for its war expenditures out
of the current production of its own economy.
During 1914-18 Canada was unable to borrow
abroad in any significant volumel and the country,
taken as a whole, was compelled to pay for the
War as it went along.2 Table 20 shows the nature
and extent of the extraordinary rise in exports.

TABLE 20.—~MERCHANDISE EXPORTS
Millions of Dollars

Prod- Pro- Pro- | Manufactures

- ducts
Fiscal ucts : duets Y .
Years |of the| Fish of the joiAgri Mise. | Total

: o cul- | Muni-
Mine Forest ture | tions Other
1913 57.4 16.3 43.3 [ 194.9 — 43.7 0.2 355.
1914........ 59.0 20.6 42,8 | 251.5 0.2 57.2 0.3 431.6
1915........ 61.7 197 42.7 | 209.1 0.5 85.0 0.7 409.4
1916........ 66.6 | 22.4 1 51.3(352.6| 81.0 | 161.0 6.7 | 741.6
1917........ 85.6 | 24.9 ! 55.9|501.2 | 281.2 | 196.2 6.4 |1,151.4
1018........ 73.81 32,6 51.9|740.4 | 386.3 | 250.5 4.5 (1,540.0
1919........ 77.5 ) 3.1 70.5| 469.7 | 250.9 | 304.5 6.2 |1,216.4
1920........ 62.3 42.3 | 105.3 | 624.4 12.1 ; 391.0 2.1 {1,239.5

1For total Federal Government horrowings abroad during the
War period, see p. 103,

2 For forther discussion of the means which made this possible,
gee pp. 99, 100.

In a very short period of time, the Canadian
economy was delivered from a heavy dependence
upon capital imports and showed its capacity to
produce a large surplus of goods to be shipped
abroad for war purposes and to provide, in this
way, during the last two years of the War, sizeable
capital exports. This quick transformation was not
wrought by magic. Goods and services had to be
diverted from the usual channels of investment and
consumption to meet the requirements of the War.
This large diversion was mainly accomplished by
the financial and economic policies which the
Federal Government was able to carry through.
The character and effect of these policies deter-
mined the nature and extent of Canada’s participa-
tion in the War and also, in a great measure, the
impact which the War was to make on the political,
social and economie structure of the country. To
understand these policies and account for the
vigour with which they were applied, it is first
hecessary to recall the political atmosphere created
in Canada by the War in Europe.

1. TeEE WaR anND Natiowar UniTy

A United Nation Enters the Conflict—War efforts
evoke a strong spirit of unity and nationalism

There is no need to emphasize the unanimity of
conviction with which Canada threw itself into the
struggle. It is true that, from the very beginning,
there was a latent difference of opinion as to
whether Canada was involved as a principal and
committed to the totality of its powers. But as
no one had at that time any conception of the
colossal scale of the struggle and the sacrifices it
would entail, this difference was passed over and
did not emerge for discussion until the later years
when it was driven into the open by the logic of
events.  Citizens of all occupations, political
persuasions and religious beliefs pronounced the
cause to be just and Canada’s participation
unquestionably necessary. Even one as openly
critical of British impertal policy as Henri Bourassa
declared that it was “Canada’s national duty to
contribute, within the bounds of her strength and
by the means which are proper to herself, to the
triumph, and especially to the endurance, of the
combined efforts of France and England.’3

Canada had never before seen such a demonstra-
tion of national unity. For some time, the
solidarity of national sentiment was the dominant
feature of Canadian life. Personal interests were

8 Le Devoir, Sept. 8, 1914; quoted by Elizabeth Armstrong
in The Crigis of Quebec, 1915-18, p. 78.



subordinated to the demands of a united effort and,
for the great majority of people, the winning of
the War became the prime objective of national
existence. The evidence of a single national
purpose was unmistakable and sufficed to give to
the Federal Government immense moral authority
in keeping with its sweeping legal powers.

The crisis brought a truce in party strife which
was Inaintained, in essentials, for over two years
and which enabled the Parliament elected in 1911
to prolong its life (with the approval of the
Imperial Parliament) until the fall of 1917. In the
Speecial Session of Parliament in August, 1914, the
War Measures Bill which gave sweeping emergency
powers to the Government was quickly and unani-
mously enacted. The Opposition did not entirely
give up the right to criticize the Government, as
its strictures upon war contracts, fiscal policy and
the' conduct of the Department of Militia and
Defence showed, but frankly partisan obstruction
disappeared..

Although the party truce broke down in later
years, the spirit which enforced it in the early
years was strong enough to bring about the forma-
tion of the Union Government in 1917.

The crisis- also imposed a truce on Dominion-
provincial contention. In 1912 and 1913 the
provinces had again begun to demand further
increases in subsidies. With the coming of the
War and its great financial responsibilities for the
Dominion, this claim went into abeyance. So also
did the federal power of disallowance which was
used on only one oceasion during this period.
Provincial political leaders did not challenge the
drastic policies pursued or the far-reaching powers
exercised by the Dominion during the War. On the
contrary, they played a large part in the formation
of the Union Government. Family bickering was
stilled in the presence of larger issues. Provincial
politics and provincial interests were overshadowed
by the magnitude of the common national purpose.
The efforts of the Dominion absorbed the atten-
tion of the people and commanded for the time, at
least, the overwhelming support of public senti-
ment. Despite the range of the activities of the
Federal Government and the degree to which its
actions affected the lives of the people in every
part of the Dominion, there was no organized or
systematic protest by the provinces. When protest
came, it came in the sphere of federal politics, out
of the discontent of cultural, class and sectional
interests and not through provineial governments.
For a time, Canada exhibited the essential features
of a unitary state.
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The conscious nationalism which accounted for
the temporary eclipse of provincialism made itself
felt in external relations. It disposed the Dominion
Government to regard Canada’s participation’ in
the War as that of a principal combatant and not
merely as that of a satellite of Great Britain. The
Canadian Army Corps was maintained ag a
separate unit in the field and was ultimately
commanded by a Canadian. In 1816, the estab-

‘lishment of a Ministry of Overseas Military Forces

in London brought the Canadian troops directly
under the control of the Dominion Government.
Where independence of action was not possible, the

~ Dominion bid for a share of control in centralized

effort, The Imperial War Cabinet provided, in an
indirect but substantial way, for participation of
the Dominions in the direction of the War and the
Imperial War Conference of 1917 recognized “the
right of the Dominions and India to an adequate
voice in foreign policy”, to be made effective
through machinery for consultation and concerted
action. After the Armistice, when the urgency
for unified effort declined, the stress shifted to
autonomy. While the all-absorbing sense of
national unity did not survive' the War, some
elements of the conscious nationalism evoked by
it retained their strength. With Canada leading
in the demand, the Dominions got separate repre-
sentation at the Peace Conference and in the
League of Nations. And however much the
Dominion Government may have receded from
leadership in internal affairs in the post-War period,
it found sufficient support for vigorous pursuit of
Pominion status.

The Conscription Issue—the disruption of national
unity, the political isolation of Quebec, the
unfortunate effects on Canadian federalism

It was generally agreed at the outset that it
would be a short war and that there was no doubt
about its conclusion. The first plans for military
participation involved only the sending of a single
contingent of 25,000 men. It gradually dawned
upon people that there was no assurance of an
early decision and the military contribution was
repeatedly increased until, at the beginning of 1916,
the Government announced the desirability of
raising the overseas forces to half a million men.
The struggle became one of the endurance of
peoples, as well as of armies, with all their material
and spiritual resources engaged in it. Food
supplies, munitions and every kind of materials
became as vital to the success of the conflict as
goldiers, The Government directed the production
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and arranged the financing of supplies for the
Allies on a great scale. By 1917, it was reluctantly
seen that even the issue was in doubt and that an
Allied victory could only be ensured by a supreme
effort. It also became eclear that the Federal
Government saw Canada’s most vital interests at
stake in the struggle and that there were no
reservations or limitations on its willingness to
pledge Canada for the sake of victory.

As the Federal Government called for greater
effort and sacrifice in pursuit of this supreme
objective, the vague differences of opinion about
Canada’s relation to the struggle became practical
questions. Was it engaged as one of the prineipal
combatants or merely as a voluntary helper of
Great Britain? If engaged as a prinecipal to the
full extent of its powers, in what way could the
country make the most effective contribution to
the common cause of the Allies? Differences of
opinion always exist as to the means of reaching
an agreed objective. Because there was no over-
powering sense of immediate peril such as is raised
by foreign invasion or the direct threat of it, many
people were not readily convinced of the urgency
to subordinate differences to the prime necessity of
united action. As the commitments became deeper
month by month, public discussion of and dissent
from the policies of the Federal Government became
inevitable. The practical issue upon which these
differences of opinion began to widen into cleavages
over policy was the question of the extent of the
military contribution which Canada ought to make.

Discussion of conseription and other issues which
were so disturbing to national unity over twenty
years ago is a delicate matter even at this late date.
But the political issues of the war period left so
enduring 2 mark upon the Canadian federal system
that they cannot be ignored. At the risk of being
misunderstood we have, therefore, felt it imperative
that these issues should be recalled and set out as
objectively and fairly as possible.

Before conscription became a burning political
question, there had been marked differences in the
ratio of enlistments among the different elements
of the population. Naturally enough, the response
of the British-born had far exceeded that of the
nattve-born. In the early stages, recruiting had
been particularly brisk in the towns, although it
fell off when the great increase in industrial activity
created conditions of full employment. It was
never so marked in the countryside which lacked
contaet with military traditions and never felt the
organized social pressure for enlistment which
operated in the towns. These factors which

affected the rate of recruiting in all areas of Canada
might be expected to manifest themselves in a
more pronounced way in the Province of Quebec.

There was a difference between English-speaking
Canada as a whole and French-speaking Canada in
the response to voluntary recruiting. There has
been much controversy as to whether any significant
difference existed after the adjustments necessary
to provide fairly comparable conditions are made.
In answer to reproaches made against Quebec, it
has been maintained that if allowance is made for
the much higher proportion of British-born in the
English-speaking parts of Canada and for the
predominance of rural conditions in Quebec—
conditions which materially affected the rate of
recruiting in English-speaking areas—the response
of native-born Canadians did not differ significantly
in Quebec from the rest of Canada. On the other
hand, the validity of this explanation has been
denied. Data to test these contentions are not
available and probably can never be secured.

Even if there were marked differences, not to
be explained by making these adjustments, it need
not cause surprise. There were several immediate
and some underlying factors making for difference.
Among the official spokesmen of the Dominion
Government in Quebec were men who had fought
with Bourassa against Laurier and the Naval Bill
and they could scarcely be expected to rouse
enthusiasm for a vigorous war policy. There were
serious and exasperating mistakes in the manage-
ment of reeruiting in the Province, mainly through
lack of sympathetic appreciation of how a sensitive
people cherished their distinctiveness.

There were basic factors which lay much deeper.
The French-speaking Canadians had been estab-
lished in Canada for centuries. They were the
oldest Canadians of European stock and they
were much more firmly rooted in North America
than their English-speaking fellow-citizens. Their
political connection with France had been severed
150 years before and they had never formed a
close sentimental attachment for republican France
with its anéi-clerical associations. Their undoubted
loyalty to Great Britain was a reasoned rather
than an instinctive loyalty. It lacked the emotional
pull which was essential to command deep sacrifices
in a remote European war. While the rest of
Canada was deeply affected by living or remembered
links with the British Isles and by United Empire
Loyalist and Imperial tradition, their experience
and memories were essentially North American.
It was not unlikely, therefore, that the attitude of
the French-speaking Canadians toward a prolonged



war in Europe would differ from that which
prevailed in the rest of Canada.

Before the War, Ontario had limited the use of
French, both'as a language of instruction and a
subject of study, in the schools of the Province.
French-speaking people of Ontario had vigorously
resisted the enforcement of this regulation. They
contested its constitutionality and the case dragged
through the courts until its validity was finally
upheld in 1916. In that year, Ontario enacted
further legislation in support of its separate.school
policy and the Federal Government declined to
disallow it. The dispute over the bilingual school
question, as it was called, went on with increasing
hitterness, revealing the gaps which divided French-
speaking citizens, in feelings and interests, from
English-speaking Canada and emphasizing again
the difficulty of tolerable accommodation between
the two races. On the instance of Sir Wilfrid
Laurier, a resolution was introduced in Parliament
deploring the action of the Ontario Legislature.4

The Conservatives of Quebec with Nationalist
tendencies joined the Liberals from that Province
in voting for the resolution; the Western Liberals
voted against it and 1t requ1red the full exercise of
Sir Wilfrid’s prestige and authority to hold the
Ontario Liberals in line. The disruptive poten-
tialities of the old racial issue even in face of the
national emergenecy were clearly shown. The split
"over the bilingual question foreshadowed the much
more serious division on the issue of consecription.
The prineiple of the political co-operation of the
two races in the two federal parties had already
begun to break down in 1916, because one of the
races was being rapidly consohdated behind one of
the political parties.

The dispute over the separate school policy of
Ontario embittered the debate on conscription. The
French-speaking Canadians of Quebec were deeply
roused by the action of Ontario. Their language
was one of their most vital interests. The majority
of the political leaders in Quebec strove to prevent
the bilingual issue from diminishing Quebec’s
support of Canada’s war effort. .But the issue led
many into bitter opposition of Canada’s participa-
tion in the War. They insisted that the English-
speaking leaders of thé Dominion were saerificing
the real interests of Canada to British Imperialism,
They maintained that no further sacrifices for the
preservation of British civilization in Europe should
be made at a time when a British attack was being
made on the culture of French Canada at home.

4 The resolution was actually introduced by Mr, Lapeinte and
ig commoenly known as the “Lapointe resoluation”.
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The Nationalist agitation in Quebec aroused both
extremist and moderate groups in other parts of
Canada. 1t was assumed that the Nationalists
spoke for Quebec as. a' whole and Nationalist
propaganda was cited as the reason for the lower
ratio of enlistments in Quebec. These charges of
disloyalty, which multiplied rapidly, caused resent-
ment among the French-speaking Canadians who
had supported participation in the War and
provoked recriminations which, in turn, drew
furiher retort from Enghsh Speaklng Canadxans It
was a vicious circle in which mutual misunder-
standing and mutual reproach seemed to be
endless. When this stage was reached, it inevitably
diminished the support which Quebec gave to the
supreme objective of the Federal Government. -The
bilingual issue loosed & chain of consequences
which helped to prepare Quebec for united resist-
ance to conscription,

Quebec was not alone- in its opposition to
conscription. Organized labour and agnculture by
this time alarmed and burdened by" rising prices
and roused by the glaring inequality in the distri-
bution of war profits, raised their voices against it.
Late in 1916, the Government established a
National Service Board to. take an inventory' of
man-power. Despite disclaimers by the Govern-
ment, this scheme was widely regarded as a
precursor, of conscription. The Trades and Labor
Congress recorded its disaiproval of both national
service registration and conscription. Some spokes-
men’ for agriculture lashed out at profiteers and
demanded that any census or conscription of men
should be accompanied by similar treatment of
wealth. This demand was reiterated in the public
debate on the conseription issue itself.

At the time the policy of conseription was
announced, the Government was urging the
maximum effort at food production. As the
reserves of agricultural labour were depleted, the
Government made repeated promises of liberal
exemptions from military service to farmers’ sons.
These promises did something to calm the agita-
tion in rural Ontario against the introduction of
conscription. But cancellation of these exemptions
in the spring of 1918, owing to the unexpected and
desperate situation on the Western Front, brought
an immediate and determined protest. A huge
deputation of Ontario and Quebec farmers made a
profitless visit to the Government at Ottawa and
returned home angry and resentful at what it
regarded as a breach of faith by the Government.

When the Government announced that conserip-
tion would be imposed, trades and labour councils
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across the country voted resolutions condemning
the conscription of men and demanding the con-
seription of wealth. Although the annual eonven-
tion of the Trades and Labor Congress in 1917
gave qualified approval to the conseription policy
of the Government, it significantly gave its blessing
to a resolution approving the formation of a labour
party for political purposes. In its view, the
interests of labour were failing to find expression
in the Federal Government’s interpretation of the
supreme national purpose.

In Quebec, the proposal of conseription met with
general opposition. Popular agitation against it
throughout the Province deepened into mass
demonstrations in Montreal in the closing days of
August, 1917. Within Parliament itself, the issue
revealed to the full its disruptive force. It com-
pleted the disintegration of the federal political
parties. Among Liberals from the English-
speaking provinces, devotion to their old party
leader was overborne by what was conceived to
be the inexorable demands of the War, and close
friends and personal lieutenants of Sir Wilfrid
spoke and voted for the military service bill. On
the other hand, the erstwhile Quebec Nationalist
supporters of the Government voted against the
measure. Within the walls of Parliament, the
Liberal Party was becoming identified with the
Province of Quebec and Parliament itself was
dividing on racial lines.

Despite passionate opposition the policy of
conscription commanded the support of a majority
of the people of Canada. They accepted it as vital
to the supreme national objective of winning the
War. The most critical phase of the struggle
which was reached in 1917, combined with the
serious threat of internal dissension, led to & closing
of the ranks. Although the idea of a coalition for
the purposes of the War was- not new, the con-
seription issue brought the agitation for a union
government to a head. The existing Government
had no mandate to introduce it and a drastic
measure certain to arouse resistance could not very
well be enforced except by a national non-partisan
government.

With several leading Liberals sharing in the
initiative, the Union Government was formed and
the ensuing election was fought on its interpreta-
tion of the means necessary to make the greatest
possible contribution to the Allied cause. During
the election campaign, racial passion reached a
climax of bitterness. In the result, the Union
Government swept English-speaking Canada while
Quebec gave solid support to Sir Wilfrid Laurier’s

opposition to conseription. Out of the 143 candi-
dates elected who were endorséed by Union Gov-
ernment, all but three were returned in English-
speaking Canada; 60 out of the total of 77 elected
candidates endorsed by Sir Wilfrid Laurier were
elected in Quebec. However, the popular vote was
not so one-sided. The Liberal Opposition (exclud-
ing all the minor parties and independents)
received about 42 per cent of the total civil vote.
Outside of Quebec the Government elected 82 per
cent of the members with 62 per cent of the total
civil and military vote; the balance was split
between the Liberal Opposition and a seattered
number of independents, many of whom supported
the Government on the conscription issue.

TaBLE 21 —Vores CasT IN THE 1917 FEDERAL
GeNERAL ErLeCTiON(®)

(Thousands)
For For
Candidates | Candidates
Officially Officinlly All
—_— Endorsed Endorsed Other
by Union by
Government | Sir Wilfrid
Laurier
Civil Vote—
Quebec—Urban ® ., _, 38 106 7
—Rural ®,,,,..... 24 232 19
Other Canada—
—Urban ®,,,..... 351 156 62
—Rural ®_, .. ... 496 306 110
Total Civil Vote............ 909 800 168
Military Vote.............. 215 14 5
TOTAL.....\\eeeenn. ... 1,124 814 203

@ The potential vote in constituencics where acclamations occurred
was estimated on the basis of results in other provincial constituencies.
) Urban-rural division only approximate.

The long standing quarrel between the National-
ists and the Liberals in Quebec was healed at last.
The old Liberal Party was shattered in Parliaments
and in Quebec it became temporarily identified
with the racial interests of the majority in that
Province.

In the breakdown of old party lines, new political
movements began to appear. Labour hastily con-
structed a political organization and ran a number
of candidates, many of whom were opposed to
conscription. The various farmers’ movements
took no separate part in the campaign. However,

5It was the organization and leandership of the Liberal Party
that suffered most. As later events showed, there was no
permanent disaffection of its rank and file supporters,



resentment at the manner in which the Military
Service Act was applied in the following year gave
an impetus to political action by farmers’ organiza-
tions and immediately after the close of the War
they took advantage of the confusion and weakness
in the Liberal Party to enter the political field.

Canadians .are reluctant to recall the events
which reopened old antagonisms and renewed
distrust and bitterness between the two races. It
is imperative that the distrust and the bitterness
should be forgotten but it has been necessary to
recall the events which provoked them because
they have had a deep influence on the subsequent
history of Canadian federalism and because they
point to certain general lessons about the operation
of the federal system in Canada.

The united effort required of a nation by modern
war places a great strain on the political unity of
any people. But the events of the Great War
provide the most striking illustration of the peculiar
character and the limitations of the Canadian
political system. The War gave predominance to
the Federal Government and set a single objective
for all Canadians. In a sense, the War was 4a great
national enterprise, a corporate endeavour by the
whole country. The instinctive diversity of Cana-
dian life did not long remain constant to a single
conception of ends and means. Compromise and
co-operation broke down into dissension, and
coercion was resorted to as the only means of
driving on to the chosen objective.

It must be emphasized again that collective
action through the agency of democratic govern-
ment implies a common purpose and an agreed
method of achieving it. If the common endeavour
is one with respect to which deep impulses in the
community arouse differing conceptions, it is likely
to break down and the consequent disharmony
will embarrass all the common enterprises which
have been entrusted to the government. A popu-
lation of common origin and traditions, deeply
habituated to think alike on fundamental issues,
may be readily able to maintain the agreement
necessary for collective action affecting the whole
range of community life. Canada lacks that
homogeneity and this, in turn, limits the extent
of collective endeavour which can be effectively
organized under Dominion control.

This 1s why Canada is a federal state and must
remain so. Deep underlying differences cannot be
permanently overcome by coercion. There are, of

course, many matters in which there is sufficient
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community of interest and purpose for them to be
entrusted to the Federal Government and they are
increasing. Modern transportation and communica-
tion and the integration of the economy lift many
matters to the level of general interests which

might, if agreed upon, be cared for by the Federal
Government.

The illumination thrown upon the federal system
by the events of the War period strengthened
tendencies and opinions already evident in Quebec.
To those who believed in the largest possible powers
for the provinces, it seemed to confirm the policy
which had commended itself to them in the past.
Here was a demonstration that where the interests
and ideals of French-speaking and English-speaking
Canadians did not run side by side the federal
powers were at the disposal of the majority. The
importance to them of section 92 as a protection to
their institutions and cherished values was thereby
increased. Because government action is always
laden with unforeseen and unexpected result,
Quebec became still further disposed to question
any increase in federal power.

Although this view was not universally accepted
in Quebec, its influence reinforced earlier tendencies
and gave Quebec a deeper distrust of federal power.
Quebec became, more than before, a watchful
guardian of provincial rights. In this way, the
political experience of the War has had a pervasive
influence on the subsequent history of Dominion-
provineial relations. In other ways too, it has had
far-reaching results. In its calamitous effect upon
the federal political parties, it seriously damaged
federal initiative in internal affairs in the post-War
period and thus added to the political strength of
the provinces without increasing their financial
resources.

2. TrE WAR anDp THE Canapian EcoNnoMy

War Finance—war costs met by internal borrowing;
loan funds made available by inflationary credit
policy

It has already been remarked that the political
unanimity with which Canada greeted the War
enabled and even ‘compelled the Dominion Gov-
ernment to embark on a vigorous use of the
constitutional powers of the Dominion in direct-
ing the war effort.8 The pledge of Canadian
lives was backed by the pledge of Canadian

8 The War Measures Act of 1914 authorized it to employ a

wide range of powers, many of which were beyond its peace-time
constitutional capacity,



98

economic resources. To ensure the most effective
use of these resources, the Dominion Government
employed the powers at its command throughout
the war period. Through. the use of them, it
launched and enforced a number of economic and
financial policies which governed the public finance
operations of the Dominjon during this period and
enabled the country to become a great source of
essential supplies for the Allies. These policies
also had a profound permanent effect upon the
economic and social structure. Therefore, they
must be considered in some detail.

The outbreak of the War found Canada in a
deepening depression. The financial upheaval and
uncertainty further aggravated the situation. The
large current surpluses of the previous years had
disappeared. The Government was faced with the
necessity of obtaining large loans to complete its
capital program and to meet the huge war expendi-
tures which loomed shead. Abroad the money
markets were virtually closed; .a run on the banks
threatened at home.

"The exigencies of the War at once forced the
Federal Government into an aggressive role. Early
in August, 1914, the redemption of Dominion notes
in gold was suspended, bank notes were made legal
tender, the banks were permitted to use the excess
circulation privilege? the year round and finally
the Government was empowered to make advances
of Dominion notes to the banks upon the pledge
of approved securities. While these measures
averted the immediate danger to the banks, they
also provided the mechanism for inflation. The
restrictions thus abolished and the devices set up
provided the machinery for an expansive eredit
system and placed it at the disposal of the Federal
Government.

The financial requirements of the Dominion for
the fiscal year 1914-15 were met in various ways,
The customs duties on coffee, liquors, sugar and
tobacco were raised and special excise taxes were
imposed on liquors and tobacco. These increases
in taxation, however, were expected to yield only
$15 million. Approximately $156 million (%61
million for War, 893 million for capital and %2
million current deficit) were required in addition
to the total current revenues for the year. It was
not thought advisable or possible to pay for the
whole cost of the War out of taxation or borrowings
at home. Arrangements were made with the
Imperial Government to finance the Canadian cost

" Hitherto the banks had been permitted to issue their noteg
in excess of their combined paid-up capital and rest or reserve
funds up to 15 per cent during the crop moving season from
September to February inclusive,

of the War and in the fiscal year 1914-15 almost
the entire borrowings needed for the purpose were
obtained from that source. The ecapital expendi-
tures were met by $40 million of loans in London,
& $39 million fiduciary issue of Dominion notesS
and a short term loan from the Bank of Montreal.
The early period of the War thus occasioned no
immediate strain on the economy. Aside from the
issues of Dominion notes and a small amount of

- temporary loans, the whole of the war cost and the

capital disbursements were borrowed abroad.

Early in 1915, the first special war taxes were
imposed. Taxes were placed on bank note circula-
tion, on the gross income of loan and trust
companies, on the premium income of life insur-
ance companies, on telegraph and cable messages,
on railway and steamship tickets and on sleeping
and parlour car accommodation. Postage rates
were increased and stamp taxes placed on cheques,
bills of exchange, ete. Imposts were made on
patent medicines, perfumery and non-sparkling
wines. An additional 74 per cent was levied on
imports under the General and Intermediate tariff
schedules and 5 per cent on items under the British
Preference. These taxation increases which were
expected to yield about $25 million went, however,
only a small way toward meeting the Government’s
financial needs of $166 million during the fiscal year
1915-16.

The arrangement with the Imperial Government
to finance the Canadian costs of the War broke
down in the summer of 1915 when sterling exchange
went to a large discount. Henceforth Great Britain
could do no more than finance the Canadian war
expenditures made overseas. The Federal CGovern-
ment was faced with the necessity of itself raising
the money for its war costs incurred at home and
for making advances to Great Britain to meet an
increasing share of the British war purchases in
Canada, if these purchases were not to be sharply
curtailed. With the London money market closed, -
New York was the only other possible source of
foreign funds. A loan of 845 million was obtained
there in July, 1915. For the remainder of its
requirements, the Government was obliged to turn
to the Canadian investor,

Before the War, the Federal Government had
never raised as much as $5 million in Canada by
way of a long term loan. In 1914, less than
$700,000 of the entire federal debt was payable in

8 The amount of Dominion notes that eould be issued against
a 25 per cent reserve of gold was increased from $30 million to
$50 million, $16 million of Dominion notes were issued againat
guaranteed railway securities and $10 million were issued for
general government purposes,



Canada. However, the remarkably large crop and
the war orders of Britain and her Allies had brought
a return of prosperity by the autumn of 1915.
With the low level of private investment and the
expanding profits induced by the rising price level,
there was a considerable accumulation of funds.
The domestic loan offered in November, 1915,
produced $100 million subsecribed almost wholly by
financial institutions and other business organiza-
tions.

During 1915-18, Canada’s war effort was rapidly
increased. The growing burden had more and more
to be supported by Canada’s own resources. The
Imperial Government provided the funds for the
war expenditures overseas. The Canadian Govern-
ment paid the costs incurred at home and made
advances to Great Britain for a considerable part
of her purchases in the Dominion. During the
last two years of the War, the Canadian advances
to Great Britain (including those made by -Cana-
dian banks) far exceeded those of Great Britain to
Canada. Canada was, in effect, buying a large
part of her own exports and shipping them abroad
where they paid for the cost of the War. The
extent of Canada’s contribution to the conflict,
therefore, depended upon the ability of the Federal
Government to obtain money to finance the exports.
The more money it could raise at home, the more
exports and production could increase and the
more extensively the country could engage in the
struggle.. Three methods were available to the
Government for the acquisition of funds: taxation,
borrowing, and the issue of Dominion notes.
Although special war taxes were imposed they
produced but a relatively small part of the amount
required. The issue of Dominion notes could be
used only to a limited extent. The bulk of the
funds had to come from borrowings.

The amount of money which was obtainable by
means of domestic loans depended upon the savings
of the community and the extent to which private
investment was reduced.  As ordinary savings
became insufficient, the Government adopted the

only policies then open to it, which had the effect,

of both increasing and of redistributing the national
money income in a manner which gave a larger
portion to business organizations and wealthy
individuals whose profits or surpluses could be
borrowed in large amounts by the Government.
This expansion and redistribution of money income
was brought about by the expansion of bank credit,
le., inflation. Prices and the cost of living (selling
prices) rose more rapidly than average wage rates
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and interest on old debts (costs).? The profits of
industry and property incomes, therefore, increased
while the real income of wage earners and indi-
viduals receiving interest payments at fixed rates,
declined or rose less rapidly. It was this relative,
and in some cases absolute, reduction in the real
income of one section of the community, and the
creation of large surpluses in the hands of another
(which would lend these surpluses to the Govern-
ment) combined with the great increase in gross
production that made the surprisingly large war
loans possible.

During the fiscal year 1916-17, the Canadian
war expenditures rose to $307 million. Ordinary
capital expenditures absorbed another $82 million.
In that year the Federal Government required
nearly $400 million in funds. To increase the
revenue from taxation and to reduce the net profits
derived from war activity, a business profits tax,
retroactive to the beginning of the War, was
imposed early in 1916. One-fourth of all net
profits (except in life insurance and agriculture) in
excess of 7 per cent on the paid-up capital of
incorporated enterprises and in excess of 10 per
cent on the paid-up capital of unincorporated
enterprises was taken in taxes by the Government.
Businesses with a paid-up capital of less than
$50,000 were exempt, excepting those engaged in
the production of war supplies and munitions.
The return of prosperity and the special war taxes
produced a current surplus of $84 million for the
year ending March 31, 1917, which slightly more
than covered the ordinary capital requirements.
The war expenditures had to be met by borrowing,
Fifty million dollars were obtained in New York.
The remainder was raised in Canada.

During late 1916 and early 1917, the expansion
of bank credit got under way in earnest. The
banks advanced $100 million to the Imperial
Munitions Board for expenditures in Canada and
established a revolving credit of $20 million for
the Imperial .Government for the purchase of
wheat. They supplied the Canadian Government
with $100 million by the purchase of its treasury
bills. Current bank loans to business rose by 373
million between March, 1916 and March, 1917,
These increases in purchasing power were an
important factor in bringing about a swift rise in

9 Wages in certain war industries and of certain unskilled
groups rose more rapidly than the cost of living, but the wage
rates received by a lurﬁe section of labour, particularly the
skilled trades and the white-collar class, fell behind the rise in
the cost of living. The Dominion Department of Labour index of
the pgeneral movement of wage rates (excluding professional
workers and the white-collar class) rose 25 per cent between
1913 and 1917, while the Dominion Bureau of Statistics index
of the cost of living rose 31 per cent,
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prices and a rapid expansion of production, money
incomes and profits. In September, -1916, and
March, 1917, the Federal Government floated with
ease domestic war loans totalling $250 million.

In 1917 and 1918, Canada’s participation in the
struggle became more and more extensive and the
costs of financing it increasingly burdensome. In
each of these years the Federal Government
required between 8500 and $600 million. The
credits granted to Great Britain for her purchases
in Canada reached large proportions.

During 1917, the banks made further advances
to the Imperial Government amounting to $150
million for the purchases of munitions and wheat.
They continued to finance the Dominion for short
periods by taking large amounts of its treasury
bills in anticipation of the war loans. Current
loans to business rose $38 million in 1917 and 8217
million in 1918, In these two years the quantity
of money (paper notes in the hands of the public
and bank deposits) available in the country rose
by nearly 40 per cent. This expansion of credit was
made possible by the increase in the cash reserves
of the banks brought about by the action and
policies of the Federal Government. In 1917 there
was another fiduciary issue of Dominion notes of
$50 million bringing the total to $30 million since
the beginning of the War. In addition, large
amounts of Dominion notes were issued to the
banks by rediscounting their securities under the
Finance Act. Imperial Government treasury bills
held by the banks were rediscounted at 3% per cent,
a rate considerably below the market rates of
interest. With the machinery provided by the
Finance Act, the banks could increase their eash
reserves to any extent that their lending oppor-
tunities made profitable. At the end of 1918,
bank cash was more than double, and deposits

nearly double of what they had been at the end of
1913.

The rapid expansion of credit both in Canada
and abroad produced a swift rise in prices. Between
1916 and 1918, the Canadian wholesale price level
and the cost of living rose 51 per cent and 34 per
cent respectively. The rate of earnings of a con-
siderable section of the community, however, rose
more slowly. Real wage rates of large groups of
labour (principally the skilled trades and the white-
collar class) were appreciably below 1913. The
decline in the real income of many wage-earners
and of investors in pre-War bonds and mortgages
resulted in a rapid increase in business profits,
which, together with the rise in the national money
income, the war-time increase in thrift and the

reduction in private Investment made available
large funds for the Federal Government. During
the fiscal years ending March 31, 1918 and 1919,
the Dominion obtained (net) by means of domestic
loans $516 million and $589 million respectively.
The relative, and in some cases absolute, decline in
the standard of living suffered by certain groups,
the increase in savings, and the postponement of
needed capital facilities helped to make these war
loans possible and represented the sacrifices
necessary for the conduct of the War.10 The effects
of the inflation spread these sacrifices unequally.
During the War, the taxation imposed by the
Dominion was rapidly extended in scope but the
inereased returns did little more than meet the
ordinary current and capital requirements and the
interest on the sharply mounting debt. In 1917
the business profits tax was raised and a Dominion
income tax was levied for the first time. In 1918
the exemptions for the business profits tax were
lowered and the income tax increased. Ixcise taxes
were imposed on a number of luxuries, including
motor cars. During the fiseal year ending March
31, 1919, the special war taxes yielded $56 million
or 18 per cent of the total current revenues.
Although the War ended in November, 1918,
the heavy cost of demobilization and soldiers’ eivil
re-establishment kept Dominion expenditure at
war-time levels for another year and a half. The
expansion of bank credit and the precipitous rise
in prices continued into the first half of 1920. In
the autumn of 1919, the final domestic war loan,
which produced about $600 million, was floaved.

The transition from war to peace was accom-
plished with remarkable ease. Half a million
soldiers were re-absorbed into civil pursuits without
much unemployment or industrial disturbance.
The large gap left by the abrupt stoppage of
munitions orders was quickly filled by new demands.
Exports to war-torn Europe continued at a high
level on the basis of large American loans. The
Dominion advanced $46 million to foreign countries
which was used to buy goods in Canada. There
was a strong demand not only for foodstuffs but
also for manufactures. The exports of the latter
rose to $391 million in the year ending March 31,
1920. Much of the slack due to the cessation of
war orders, particularly as it affected the steel
industry, was taken up by the shipbuilding

16 The huge amount of material goods and services required
for the prosecution of the War was largely provided by the
increase in production. The problem, however, was to divert thig
production from private consumption and investment into the
hands of the Government. The policies followed to bring about

thlils diversion caused some groups to give up relatively more thar
others.

-




program for the Dominion and foreign govern-
ments. .

The stimulus from abroad was reinforced by
internal developments. The cessation of the War
was followed both by an upsurge of consumer-
buying and a sharp inerease in construction
activity. The provincial and municipal govern-
ments quickly began to provide the community
facilities and the developmental projects which the
War had postponed. The Dominion increased its
outlay on public works, made large expenditures
in consolidating and equipping its railway system
and granted loans to provinces for the econstruction
of houses. Private industry expanded its equip-
ment and built up inventories. There was an
inrush of American branch plants. These activi-
ties, capped by the Dominion’s heavy outlay on
demobilization and the ecivil re-establishment of
soldiers, maintained the post-War boom until the
summer of 1920, when the world-wide deflation
forced its collapse.

War-time ERegulations of Business and Industry—
its effects on social philosophy and the post-
War expansion of government responsibilities

The beginning of the post-War depression marks
the end of an important phase of Canadian
development. The War had wrought many pro-
found changes in public finance, in the economic
structure of the country, in social conditions, and
in the public conception of the role which govern-
ments ought to play in society. Before summar-
izing the transformation made by the War in the
financial position of the Dominion, it is important
to note the extent of government intervention
in economic life which the War-effort involved
because it was a significant factor in changing
the popular view of the appropriate sphere of
governments.

The first objective of the Federal Government
was to win the War and it tried to order all effort
to that end. Where it seemed imperative for its
purposes the Government undertook to direct the
employment of the economic resources of the coun-
try. It encouraged in every possible way the pro-
duction of munitions, and exhorted Canadian farm-
ers to increase their production of food as greatly
as possible. But many of its efforts went beyond
encouragement to active intervention and control.
The scarcity of certain vital supplies led it to under-
tale the rationing of them in a way calculated to
assist its efforts. When the inflation connected with
the financing of the War drove the cost of living
steeply upward, the Government sought to limit its
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unequal effects by imposing further economic con-
trols on business. By the conclusion of the con-
flict, the Federal Government was in possession of
far-reaching powers over economic life. The fact
of an unprecedented emergency ensured the con-
stitutional wvalidity of the measures of economie
regulation which were adopted.11 '

Yrom the very early days of the War, the
Government exercised a number of unusual powers
such as the censorship of the press and cable
despatches. However, it was not until the later
days, when the inflation had manifested itself in
the cost of living, and serious shortages of essential
materials began to be felt, that extensive economic
regulation was undertaken. In November, 1916, an
Order in Council forbade hoarding and accumula-
tion of the necessaries of life. Persons with exces-
sive stocks of these articles were required to sell
them at reasonable and just prices and the Govern-
ment was given wide power to investigate and
punish violations. In 1918 housing rentals became
subject to the same regulations as other necessaries
and municipal eounectls were authorized to establish
Fair Price Commtttees to investigate the prices of
necessaries and publish their determinations of a
fair price.

In 1917 the Government assumed control of the
marketing of Canada’s prineipal product. The
Allied Governments had become virtually the sole
foreign buyers of Canadian wheat and they needed
it at any price. Thus with the prospect of a short
crop in 1917, it became probable that the normal
market mechanism would result in famine prices.
The Canadian Government intervened on behalf of
the Allies by establishing a Board of Grain Super-
visors with power to investigate all sources of
supply and to ration the available grain between
domestic millers and the Wheat Export Company,
which was the North American purchasing agency
for the Allies. This Board fixed export and
domestic prices and controlled the marketing of the
1917 and 1918 crops. It was succeeded in 1919 by
the Canadian Wheat Board which acted as an ex-
clusive marketing ageney for the crop of that year,
superseding the normal marketing facilities of - the
Canadian grain trade.

As the prices of the necessaries of life, particu-
larly food, continued to rush upward, the Food
Control Office was established in 1917 with powers
to inquire into available supplies and the reasons
for high prices, to determine Canada’s food require-
ments, and to facilitate the export of surpluses. It

1 Qf. Fort Frances Pulp & Paper Co. v. Manitoba Free
Press. [1923] A.C. 696, with In re Board of Commerce Act,
[1622] 1 A.C. 191 and see pp. 97-8, infra.



102

was also given power to fix prices and to regulate
consumption. In 1918 its powers were transferred
to the Canada Food Board which was authorized to
direct the production, conservation and distribu-
tion of foodstuffs.

The Board licensed, and imposed a variety of
restrictions on, processors and dealers in foodstuffs.
Although, with a few exceptions, it did not at-
tempt to ration consumption, it did ration the bulk
distribution of various commodities among pro-
cessors and dealers. Importers and exporters were
licensed and the use of grain in distilling liquor
was prohibited. Public eating houses were sub-
jected to close supervision.

Although the Food Board did not attempt to
fix retail prices, it established, in eo-operation with
the Board of Grain Supervisors, a fixed spread
between the price of wheat and the price of flour.
It also fixed the price to be paid to the British
Columbia fishermen for salmon. Separate Orders
in Council fixed the price of newsprint for Cana-
dian consumers and limited the profits of the pack-
ing industry by providing that profits in excess of
a fixed rate should become the property of the
Government,

The coming of the Armistice did not reverse the
upward trend in the cost of living. In the face of
public clamour over high prices, many of the
powers which the Government had exercised under
the authority given by the War Measures Act were
conferred by Parliament on the newly -created
Board of Commerce. The Combines and Fair
Prices Act of 1919 continued the former prohibi-
tions against hoarding and undue enhancement of
the price of necessaries. It gave the Board of Com-
merce power to make exhaustive investigations
and to determine a fair profit and a fair price.
For a period in 1919-20 the Board exercised its
powers vigorously, fixing prices of a wide variety
of commodities. But this intense activity was
short-lived and price-fixing came to an end before
the legislation under which it was exercised was
held to be unconstitutional by the Privy Counecil
in 1922.12

This review of the economic regulation under-
taken by the Federal Government is not exhaustive.
It is designed rather to illustrate the extent to which
the Government took power to direct the economy
during the War. The dislocation of normal activity
and the concentration of economic resources for
War purposes drove it from one intervention to
another. For example, the entry of the United
States into the War in 1917 threatened an acute
shortage in Canadian ecal supplies. Accordingly,

12 I'n re Board of Commerce Act, [1822] 1 A.C. 191.

a Fuel Controller was appointed and comprehen-
sive regulation of the coal trade was set up. The
Fuel Controller allotted available supplies among
the separate provinces, Provincial coal adminis-
trators distributed it among communities while
local coal committees tried to allot it equitably
within each community. Attempts were made to
control prices by fixing margins of profit,

The failure of wages in many occupations to keep
pace with rising prices was reflected in a great
increase in industrial strikes in 1917 and 1918,
These seriously hampered production at a time
when every effort was being strained to increase
production. Consequently strikes and lockouts
were forbidden in 1918. Finally, the establish-
ment of the War Trade Board in February, 1918,
revealed the full logic of the War economy. The
Board’s sweeping powers authorized it to carry out
“such supervision as may be necessary of all indus-
trial and commercial enterprises. . . 718 It was
given power to direct the use of the economic re-
sources of the country and to discriminate between
“essential” and “less essential” industries by estab-
lishing priorities in the right of access to scarce
materials among the different industries. Although
many of the powers with which the Government
armed itself were exercised sparingly and some
were not used at all nevertheless, as the War went
on, the economy was steadily being geared to a
single purpose.

This dominating purpose disappeared at the
close of the War, and with a few temporary ex-
ceptions, the unusual economie controls went with
it. During the post-War reconstruction period,
however, the Federal Government was obliged to
undertake new responsibilities. After the long con-
centration on the War, the return to normal eco-
nomic activity was in itself a dislocation and it was
complicated by the necessity of re-absorbing the
citizen army into civilian life. The Government
organized a system of pensions for the disabled
and for the dependents of those who lost their
lives in the struggle. It provided a variety of ser-
vices to assist in the re-establishment of soldiers
in ecivil life. Through the Soldier Settlement
Board it sought to encourage, on a large scale, the
settling of returned soldiers on the land. It or-
ganized a Dominion Employment Service to co-
ordinate the efforts of the provineial employment
exchanges. The purpose and the technique of the
modern social services became familiar,

As in other countries, the great range of gov-
ernment action during the War had important

18 pP.C. 337, February 9, 1918,



social effects. People saw how governments could
mould their lives and civil servants learned how to
do it. Statistical and other information necessary
for effective intervention in economic affairs was
accumulated. The belief grew that governments
could and should use their powers to improve social
conditions. The War-time experience with the
regulation and direction of enterprise was an
important factor in bringing on the wide extension
of government control which economic and social
chaos seemed to make desirable.

War-time Increase in Federal Debt—war and rail-
way nationelization add 83 billion to liabili-
ties,; revenue system greatly expanded to sup-
port burden

With the coming of peace, the War-time economic

controls were liquidated. For a considerable period,-

the Dominion refrained from extensive government
action for peace-time purposes. It was inhibited
by the burden of debt imposed upon it by the War,
demobilization and the railway débacle. The War
and demobilization had cost $1,680 million. In
addition, between March 31, 1914, and March 31,
1922, the Federal Government had spent on capital
account, excluding the assumption of the guaran-
teed railway liabilities, about $1,100 million.14
During this pericd the Dominion was required to
raise, over and above its ordinary current expendi-
tures, between $2,700 million and 82,800 million.
Taxation (ie, the total of surpluses on current
account) provided only $440 million of this amount.

Canada, like the other belligerent countries, met
the major portion of its War costs out of borrow-
ings and credit expansion. The imposition of a
weight of taxation suffictent to pay for the whole
cost of the War was too revolutionary a step to
take. The Federal Government had hitherto relied
almost exclusively on customs revenues and a few
excise taxes. It had no system of general taxation;
no machinery for directly taxing the net incomes,
profits and wealth of individuals. The sudden in-
troduction of such taxing measures on the scale
required was too drastic to be either politically or
economically practical. Since Canada was unable
to borrow abroad to any great extent, the country
as a whole paid for the War while it was being
fought. The food, equipment and munitions used
by the armies had to be obtained, either directly
or indirectly, from current production in Canada

1143640 million were spent on railways and ecanals, $116
million on public works, $80 million on soldiers’ settlement, $155
million net on advances to the United Kingdom and foreign
ggvernments, ard about $110 million on miscellaneous works and
advances.
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and the producers had to be paid. There was no
way of obtaining these materials from posterity.
It was, therefore, imperative to increase production
and it is doubtful whether that increase would have
taken place under the load of taxation necessary
to yield the sums required. Individuals and indus-
try are more ready to raise output and produce a
surplus (i.e., amounts in excess of current consump-
tion) to be lent to governments at favourable and
tax-free rates, than to produce surpluses which
governments simply take away by taxation.

Aside from $135 million (the amount of new
issues, less redemptions, floated abroad between the
outbreak of War and March 31, 1922) the whole
of the loan requirements, amounting to over $2,100
million, were raised in Canada. The extent to
which this money came out of business profits and
the incomes of the well-to-do (the increases in
which arose, in considerable part, out of the effects
of the inflation) is indicated by the fact that from
80 per cent t6 85 per cent of the War-loan bonds
were purchased by business organizations, financial

institutions, and individuals with substantial
incomes.

The War costs and other capitalized expenditures
resulted in an increase of $2,300 million in the
debt of the Dominion. The assumption of the
guaranteed and other liabilities of two transecon-
tinental railways added a further $700 million. At
the outbreak of hostilities, the Canadian Northern
and the Grand Trunk systems had not been com-
pleted. It had, however, become increasingly clear
that these gigantic projects which the Federal and
Provineial Governments had assisted liberally with
subsidies and guarantees were doomed to failure,
The duplication of expensive lines through unpro-
ductive territory could only be justified on the basis
of a continuation of the 1900-13 boom far into the
future. The 1913-14 depression was a significant
warning that this would not happen. The War,
which almost completely shut off immigration and
capital imports, brought an end to rapid frontier
expansion. The situation was further aggravated
by the rise in prices and the inability to borrow
in the London money market. The inereased cost
of construction added still more to the heavy fixed
charges and the rapid rise in operating expenses
enhanced the distressing deficits. Unable to borrow
abroad, even on their government guaranteed securi-
ties, the companies were entirely dependent upon
temporary loans and advances from the Dominion.

By 1916 the situation had become critical. The
Dominion was faced with three alternatives. The
first was to allow the companies to go into bank-
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ruptcy and thus, after a long legal battle and a pos-
sible deterioration of service and equipment,
secure a reduction in their fixed charges. The
second was to continue making advances to keep
them going, and the third, to take over the roads
and assume their liabilities. The Railway Inquiry
Commission of 1916 recommended the last course.
The bankruptey of the companies and default on
their securities, it was feared, would be ruinous
to the credit of the country. Furthermore, there
was danger that the freezing of the temporary
loans made by financial institutions to the Cana-
dian Northern would ecause a financial panie in
Canada. Thus, between 1917 and 1922, the Cana-
dian Northern and the Grand Trunk Pacific were
taken over together with the Grand Trunk and
consolidated with the Canadian Government rail-
ways into one system, the Canadian National. All
the debenture liabilities of the companies, including
as well those on which there had been no guarantee
and those guaranteed by the provinces, as well as
those which the Dominion had guaranteed, were
assumed by the Dominion.15 Practically the whole
of the capital expenditures on the newer roads had
been financed by the sale of these fixed-interest
securities. There was virtually no equity Invest-
ment. The entire cost of these misguided private
ventures was, therefore, loaded on the shoulders of
the taxpayer with very little loss to the private
investor. Thus a heavy overhead on the economy
undertaken at private risk was converted into fixed
charges of government,

The total direct and indirect debt of the Federal
Government (accounted for almost entirely hy the
War and the railways) rose from half a billion in
1913 to three-and-a-half billion in 1021, During
the same period expenditures on current account
rose from $118 million to $354 million. Of this
increase, 56 per cent was due to debt charges, 22
per cent to War pensions, and the remainder largely
to the higher price and wage levels at which the
ordinary services of government had to be pro-
vided. Prior to 1914 the entire current expendi-
tures of the Dominion were devoted to supplying
services to the community. About 50 per cent
(including all the debt charges) were for develop-
mental purposes, about 40 per cent for general
government and defence and 10 per cent for
subsidies to provinces. In 1921 almost half of the
total outlay consisted of transfer expenditures
which yielded no immediate services, Nearly $100

. 18The securities guaranteed by the provinces and those on
which there was no .guarantee were not technically or legally
asaumed by the Dominion, but were agsumed in fact since the

Dominion paid the interest and met the maturities ag they
became due.

million of interest payments was on debts for
which there were no productive assets, and $54
million was expended on soldiers’ pensions and
aftercare. These two items constituted a mere
transfer of income from the taxpayers to the
holders of bonds (largely tax-free War loan bonds)
and to pensioners. They neither added to, nor took
away anything from, the sum total of goods and
services enjoyed by the country as a whole,

The new transfer expenditure was the principal
factor which forced the War-time and immediate
post-War widening of the Dominion’s revenue base.
In 1913, 78 per cent of the total receipts came from
customs duties, and the remainder largely from
the excise on liquors and tobacco. In 1921 the
proportion from customs had fallen to less than s
third; a sales tax, income taxes on corporations
and persons, a business profits tax, and a miscel-
laneous series of taxes on financial institutions,
transportation tickets, cheques, ete., had been added
to the revenue system. Virtually the whole of the
two-and-a-half fold increase in revenue since 1913
was obtained from the new taxes.

The $150 million of transfer expenditures were
very largely a legacy of the War costs to which wage-
earners and others with low incomes had been called
upon to contribute more than their share. The
Dominion tax system now forced wage-earners and
other low income groups to carry the major part of
the post-War burden. The progressive taxes (taxes
on the incomes of persons and on business profits)
yielded but $63 million. The remainder of the new
revenue was mainly derived from sales taxes and a
proportionate tax on the net incomes of COrpora-
tions. The imposts on consumption not only fell
heavily on the poor but were a deterrent to industry.
The taxation measures adopted by the Dominion
to meet the obligations inherited from the War
were a revolutionary change from the simple
system of pre-War days. They were, however, far
from being the most equitable and efficient that
could be devised.

Provincial-Municipal Finance—the War-time re-
straint on expenditures; sharp increases in

debt and expenditures on public welfare during
1918-21

The steep increase in provineial and munieipal
debts and expenditures, which had been character-
istic of the 1896-1913 period, had already been
checked by the depression which set in shortly
before the outbreak of hostilities. During the War
the difficulty of borrowing abroad, the diversion of



domestic investment funds into Federal channels
and the search of the Dominion for additional
revenues, effectively restrained the expansion of
provineial and municipal aectivities. For several
years after 1913, the latter governments marked
time or fell back. As soon as hostilities ceased,
however, they rapidly embarked upon new expen-
ditures, and by 1921 the upsurge which marked the
early years of the century had been resumed.

TasLE 22 —GovERNMENT Drprs, Dmmrcr ANDp INDIRECT
—1913 axp 1921

1913 1921
Per Per
Total Capita Total Capita
. $mm $ Smm $
Dominion of Canada and
Canadian National Railways 520.8 68 3,520.0 400
Provinees............oeunn... 285-0) 37 633.3 72
Municipalities................. 504-6 66 803-7 o1
Sub-Total.............. 1,310.4 4,957.0
Leoss Inter-governmental
Debts—
Dominion-Provineial, . ... 11.5 49.7
Provincial-Muricipal..... . 0.9 24.5
Total..ooveeeeniinn... 1,205.0 170 4,882.8 556

The most striking feature of the public finance
of the provinces and municipalities during this
period was the rapid increase in debts immediately
after the close of the War.16 This rush of capital
expenditures was in response to far-reaching tech-
nical, economic and social changes. Already in
1914 the effects on provineial-municipal finances of
the motor car, the development of eleetricity and
the long distance transmission of electric power
were beginning to be felt. The heavy capital out-
lays demanded by these changes had been post-
poned by the War, but were undertaken with great
vigour once hostilities ended. The increasing use
of the automobile necessitated an almost complete
reconstruction of urban streets and traffic facilities.
The provinces began to build trunk highways and
to assist in the improvement of roads generally to
motor car standards. More than one-fourth of the
$650 million increage in provincial-municipal debt
during 1913-21 was incurred for capital expendi-
tures on highways, streets and bridges.

Publie utilities (execluding railways) aceounted
for some 40 per cent of the rise in total provincial-
municipal liabilities. Ontario spent more than $100

16 Between 1013 and 1921, the total per capita provincial
and municipal debts rose by over 60 per cent; practically all of
the increase was incurred during the three years following 1918.
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million on Hydro. Provincial power commissions
were established in Manitoba, New Brunswick and
Nova Scotia. The three Prairie Provinces doubled
their investments in telephones. Many municipali-
ties expanded and improved their water systems.
The cities of Saskatchewan, Manitoba and Ontario
expended considerable sums on electrie power facili-
ties and In some cases on street railways. While
the extension of public utilities added substantially
to gross debts, these did not increase the burdens
on the taxpayer since they were virtually all self-
supporting.

The greatest increase in deadweight debt arose
out of the large ocutlays on public buildings and
miscellaneous works. The industrial expansion and
urbanization stimulated by the War, together with
the new responsibilities - for social welfare, added
considerably to the size and variety of buildings
and mmstitutions required for publie purposes. These
demands fell most directly on the municipalities.
In the rapid extension of such faecilities, together
with the large expenditures on streets, sewers and

. waterworks, many urban centres practically rebuilt

their entire capital equipment during the few years
after the War. The expenditures were largely
financed by 12 to 15-year debentures, a period much
shorter than the life of the assets if they were fully
maintained. Thus, while debts rose rapidly during
1918-21, they were scheduled to decline rapidly
during the thirties when the bonds would mature.

The provineces, in addition to the demands for
highways, buildings and public utilities, had to
cope with the problems of the post-War depres-
sion and drought. British Columbia, Manitoba and
all of the Eastern Provinces undertook housing
programs financed by loans from the Dominion.
Prairie agriculture, hampered by short yields, high
interest rates and sharp price declines (after 1920)
called for special assistance. The provincial govern-
ments attempted to relieve the situation by the pro-
vision of agricultural eredit, seed grain loans, loans
to farmers’ co-operatives and by advances to an
trrigation project in Alberta. Thirty-four million
dollars were advanced for these purposes, and most
of this sum soon proved to be uncollectable.

The rapid increase in the new:commitments by
the Western Provinces was greatly facilitated by
the Dominion’s assumption of $85 million of their
railway guarantees. The relief from this threaten-
ing load gave scope to the provinces for response
to many demands which, however, quickly substi-
tuted other heavy deadweight burdens.
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TaBLE 23.—GoverNMENT EXPENDITURES, CURRENT AccounT, 1913 anp 1921
(Thousands af Dollars)

Municipal Provincial Dominion Totall®
T 1913 1921 1913 1921 1913 1921 1913 1921
Net Debt Charges. .........oovveenno.. ... 19,713 | 36,044 2,304 | 14,384 | 12,213 | 152,488 [ 34,794 | 202,475
Defence......ccoovivviininiinnnnnn. ., — — —_ — 13,781 17,249 13,781 17,249
Pensions and Aftereare.................... — — — — 94 53,688 94 53,688
Public Welfare............ocvvveuno. ... 8,161 | 18,786 4,343 | 12,437 2,617 4,011 | 15,121 36,134
Edueation.................. o . 27,700 66,280 9,600 20,850 215 924 37,515 88,057
Agriculture and Public Domain............, L — — 7,434 9,174 10,985 17,556 18,403 26,722
Transportation...............oo.eeven.... 14,659 30,962 8,631 8,119 35,467 41,666 56,663 80,747
Subsidies to Provinees..................... — —— — — 11,280 12,212 — —_
General Expenditures—
Justice, Legislation, General Government

and Miscellaneous. . .................. 80,125 | 51,911 | 15,060 | 25,680 | 31,642 | 053,733 | 76,836 | 131,333

TOTAL. ..o i 100,398 | 204,883 47,381 90,653 118,294 | 354,467 | 253,207 636,405

() Inter-governmental payments eliminated.
@ Includes Post Office doficit of 4,045,

Between 1913 and 1921 the current expenditures
of the provinces and municipalities were each ap-
proximately doubled, In the interval however,
the price level had risen by about 70 per cent and
the population by about 15 per cent. Making
allowances for these factors, there were no signifi-
cant changes in the total real per capita outlays.
The War, which had added about 70 per cent to
the real per capita expenditures of the Dominion,
curbed the activities of the other levels of govern-
ment. In the last three years of the period, the
provincial and municipal response to the demands
which had accumulated during the conflict took
the form of large expenditures on capital rather
than on current account. Although net debt
charges had more than doubled, the full burden
of the new liabilities was not felt until later when
many of the provineial advances and investments
failed to be self-supporting,

While the total per capita real outlay of the
provinces and municipalities on ordinary account
did not increase, significant shifts occurred in its
distribution among the various services. Publie
welfare expenditures were nearly trebled, reflecting
a new attitude concerning the appropriate fune-
tions of government resulting from the impact

of the War and the changing economy on social
conditions, There were new services such ag
mothers’ allowances and child welfare; there were
enhanced expenditures on mental hospitals, a joint
Dominion-provincial compaign against venereal
disease, and, by 1921, a new and ominous item
arising out of the brief but severe post-War depres-
sion, direct relief for the unemployed. Current
expenditure on education was also higher. Here, as
in public health, the Dominion Government had
stepped in to inspire and direct new provineial
schemes by the use of conditional grants. By 1921
these extended to employment service, the control
of venereal disease, technical and agricultural
education, and highways. Contributory payments
were also being made by the Dominion to meet
unemployment relief.

The expansion in these branches made relative,
and in some cases absolute, reductions necessary
elsewhere. The outlays on general government,
justice and legislation declined in the eight years
when allowance is made for the rise in wages, prices
and population. Public domain, agriculture and
transportation had to wait their turn until revenues
again became more buoyant, as they did in most
provinces early in the twenties.
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TapLE 24 —CGovERNMENT REVENUES, CURRENT AccOUNT, 1913 AND 1921

{Thousands of Dollars )
Municipal Provineial Dominion Totall=
.1913 1921 1913 1921 1913 1921 1913 1921
Federal Subsidies............. ... ... ..., — — 12,851 11,865 — — — —
Taxes—

Customs Import Duties.................. — — -— — 104,691 105,687 | 104,691 105,687
Excise Duties. .. ....cocuuniiinriinroanans — — —_ — 21,452 36,755 21,452 36,755
Manufacturers’ Taxes............oivennnn — — — —_ — 6,639 — 6,639
Sales Taxes. . . oovvviiieuannrsirrerneenns — — — — — 61,273 — 61,273
Corporation Taxes. ... .....viviiiiinenn- — — 3,490 11,162 — 64,008 3,490 75,170
Succession Duties. .......oovveiiiininan.n — — 3,611 9,724 — — 3,611 0,724
Income Taxes on Persons.................s 38 73 119 485 — 39,821 157 40,379
Real Property Taxes.........oovveiivnenn- 90,314 | 189,656 1,753 9,720 — — 92,067 169,376
Amusement Taxes......... e — — —_ 3,032 — — — 3,032
Other TaXes. .. .ot iiannrneen, - 6,517 17,958 347 1,199 1,335 6,140 8,199 25,205

Sub-Total—Taxes............... 96,869 | 207,685 9,320 35,322 | 127,478 | 320,323 | 233,667 563,330
Motor Vehicles, Automobile licences, ete.. .. — — 470 8,381 — — 470 8,381
All Other Licences, Permits and Fees, Fines

and Penalties................cooiiint, 5,004 8,010 6,078 8,360 1,516 2,860 13,198 19,230
Public DOMAIn. ..o v et — — 11,046 | 14,786 3,420 3,542 | 14,466 18,328
Ligquor Control............ ... . ..iiivinn, — — 2,048 7,850 — — 2,248 7,856
Sale of Commodities and Services........... 305 1,155 815 747 1,513 2,358 2,633 4,260
Other. ..o s 7,697 13,537 1,507 3,083 1,276 3,425 10,089 18,679
TOTAL. ..ottt ieie s iniiaaaaneenns 109,875 | 230,387 44,935 00,400 | 135,203 | 332,508 | 276,771 640,064

() Inter-governmental receipta elimicated.

The growth in population and the rising prices
and wages which added substantially to the total
money cost of government did not, however, pro-
duce an equivalent increase in the receipts from
the existing revenue sources and tax rates. Dut
new and additional revenues were readily found.
Owing largely to the rise in land values in the
medium-sized industrial cities of Eastern Canada,
the municipalities were able to double their aggre-
gate income from real property taxes with relative
ease. In the case of the provinces, a number of the
factors which were adding to their burdens also
extended their sources of revenue. The growing
concentration of control in industry and finance
and the large profits made by individuals and cor-
porations out of the War-time prosperity, enlarged
the pools of wealth which could be tapped by cor-
poration taxes and eventually by succession duties.
Total receipts of provincial governments from these
taxes rose from $7 million to $21 million during the
period. As before, however, some provinces had
a much greater access to these sources than others;
Quebee, Ontario and British Columbia received
more than three-quarters of the total. The grow-

I

ing motor traffic which was forcing the provinces
into large expenditures on highways also opened
up new sources of revenue. Motor licences, which
provided a paltry sum in 1913, were yielding more
than $8 million by 1921. In the Prairie Provinces,
where high prices for wheat and other agricultural
products inflated land values, the provincial gov-
ernments levied taxes on real property which in
1921 brought in over $7 million. Quebec and
British Columbia, which by the end of this period
had abandoned the War-time experiment of pro-
hibition and made the sale of liquor a government
monopoly, were already collecting substantial
amounts from liquor control.

The federal subsidies, which remained unchanged
throughout this period, had by 1921 fallen in rela-
tive importance to only 13 per cent of total pro-
vincial revenues. New and increased government
responsibilities, and technical and social changes
had, by the end of the War, advanced the publie
finances of the provinces a long distance from the
simple dependence upon licences and fees, publie
domain and federal subsidies.
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Basic Effects of the War on the Canadian Econ-
omy—large increase in export production, and
development toward financial and industrial
malurity

Canada’s part in the War had cost her great
sacrifices in men and money. However, the very
necessities and demands of the conflict had re-
vealed, and speedily developed, a wealth of re-
sources and capacities which, notwithstanding the
enormous waste of the struggle, brought very sub-
stantial and permanent gains to the economy.17
In 1914 the country was confronted with a painful
adjustment from a prosperity dependent upon
capital imports and a construction boom to a large
expansion in export production. The requirements
and circumstances of the War made the transition
easy and rapid. The resources and men threatened
with prolonged unemployment were quickly drawn
into industry. The productive capacity of the
country was greatly increased.

The expansion in its main features took place
within the pattern laid down by the national eco-
nomic policies during 1896-1913. The develop-
ment of an integrated transcontinental economy
was continued on the basis of a predominantly
exporting region in the West and an industrialized
East dependent upon the home market. In the
Prairie Provinces the acreage in field crops in-
creased 84 per cent between 1914 and 1920. Dur-
ing these years the population of this area rose
19 per cent compared with 9 per cent for the coun-
try as a whole. Canada’s main economic contact
with the outside world, its principal stimulus to
expansion, grew greatly in importance. This pro-
gress of Western agriculture, however, was not
achieved without the creation of problems. In the
later years of the period crop yields were poor and
as prices were relatively high the incentives to
expand were great. Much of the increase required
in equipment, land and buildings was obtained at
high prices by means of borrowed money. Con-
siderable land which was later to prove sub-
marginal was brought under the plough. The debts
were to become difficult to carry and the sub-
marginal farms unprofitable when prices fell.

While the Prairie Provinces retained their posi-
tion as the dominant exporting region, there were
important developments in other areas based upon
foreign markets. The War gave a considerable
impetus to the production of non-ferrous metals.
Improved processes were developed for the treat-
ment of ores and their conversion into refined

17Tt is not suggested that a greater gain might not have been
made had Canada not been engaged in the War.

products, The production of pulp and paper be-
came a major industry, (The output of pulpwood
nearly doubled and the value of the exports of
pulp and paper increased five-fold.) Hydro-
electric power played a significant role in these
developments. Capital invested in central electric
stations rose 80 per cent. The natural resources of
northern Ontario and Quebeec and British Col-
umbla gave rise to important new export areas
which found their outlets chiefly in the United
States. The simple East-West structure of the
Canadian economy was becoming complicated by
new economic frontiers and new external relations.

The influences of the War enhanced the position
of Central Canada as the source of manufactured
goods, and commercial and financial services for
the exporting regions in the other parts of the coun-
try. The decline in exports from Europe and the
high cost of shipping enabled Canadian manufac-
turers to obtain a larger share of the home market.
Although the munitions orders came from overseas
and were but a temporary factor, they had impaort-
ant long-run effects. The demands imposed and
the facilities required to meet them resulted in a
considerable increase in technical and mechanical
efficiency. The demand for munitions produced
also a much needed diversification, particularly in
the iron and steel industry which had been highly
specialized to supply the demands of railway build-
ing and heavy construetion. This progress in
efficiency and diversification was greatly facilitated
(as was the case in the production of munitions)
by the availability of skilled labour, tools, machinery
and supplies from the United States. The Cana-
dian manufacturing industry emerged from the War
with & more dominant place in the domestic market,
with an enlarged productive capacity, and with
much improved and diversified facilities.

The financing of the War promoted a rapid
development of financial institutions. The sale of
over $2,000 million of War lean bonds stimulated
the growth of security underwriting and distribut-
ing organizations. Fxperience was gained in the
technique of mobilizing the savings of the country
and Canadians generally became more familiar with
the investment market and accustomed to the pur-
chase of securities. By the end of the War the
Canadian economy had acquired an extensive and
quite a mature financial equipment.

The growth of manufacturing and finance accen-
tuated the concentration of national secondary and
service industries in Central Canada. Between 1911
and 1921, the urban population of Ontario and
Quebec rose from 50 per cent to 57 per cent of the



total population of these provinces. During the
same period, the population of the metropolitan
areas of Montreal and Toronto grew by 38 per cent
compared with 22 per cent for the country as a
whole. The integration between the various parts
of the transcontinental economy was increased and
the dependence of the St. Lawrence-Great Lakes
area upon the other regions of the country became
more complete.

The War brought significant changes in Canada’s
external economic relations. Prior to 1914 the rela-
tions were mainly with Great Britain, which took
slightly more than half the exports and was the
principal source of the capital imports. In the
post-War period the relative position of Great
Britain, as a market for our products and as the
source of both capital and merchandise imports,
had declined. This change was chiefly due to the
growing importance of the United States, whose
share in the Canadian import and export trade rose
from about 50 per cent to 60 per cent of the total.
When the War made it impossible to borrow in
London, Canadian industry, provinces and muniei-
palities turned to New York. Between 1913 and
1921 the total United States investment in Canada
roge from $780 million to $2,300 million while the
total British investment fell slightly. Both with
respect to Canadian banking and investment con-
nections, New York surpassed London in import-
ance.

The development of Canada’s natural resources
during the War had greatly increased her capacity
for export production. On the other hand, the
higher price level made it easier to carry the exter-
nal debts contracted at pre-War prices and interest
rates. While the country’s economie position with
respect to the outside world was improved, the
economy remained highly sensitive to external
fluctuations. The ebb and flow of prosperity was
more than ever dependent upon the factors which
affected foreign trade and capital movement.

3. THE Wag, PoriTicaL AND Sociar CHANGES

Weakening of Old Political Parties—political
revolt of farm and labour groups; reaction
against inequalities in War sacrifices and
profiteering

The War had a profoundly unsettling effect upon
the whole western world which was only less marked
in North America than in Europe. The War up-
get the habitual routine of people, replaced their
normal pre-occupations with exciting distractions
and altered the customary relationships between
different groups within the community. Canada
participated vigorously in the struggle and was
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exposed to most of its disturbing influences. The
opposition .of farmer and labour elements to con-
seription was symptomatic of deeper discontent.
This discontent spread through the farmer and
labour groups during the later days of the War and,
on the cessation of hostilities in Europe, it broke
into open political revolt in Ontario and the Prairie
Provinces, resulting in the temporary disintegration
of the federal political parties in these provinces.
The federal political parties had been based upon
the common acceptance, with varying interpre-
tations and emphasis, of certain general policies.
The alliance of powerful groups of agriculture and
labour in the progressive movement was based on
the view that the old line parties had become
organizations to further class interests prejudicial
to the general public interest. It involved reliance
upon class political organizations as a means of
redressing the balance in their favour. The denial
that the national policies of the two old parties
furthered common national interests was a new
political doctrine. The two federal parties had
tried to unite elements from both races and all
classes around particular interpretations of the
national interest. The new movement assumed
the contradictory and opposed character of group
interests and saw federal politics as an arena where
these antagonistic forces struggled for mastery.
There were a number of reasons why this expla-
nation of the nature of the political process made
such a wide appeal at the close of the War. In
part, it followed from the diversification of the
economy which had made such rapid progress
since the beginning of the century. This devel-
opment had increased the number of economic
interests and had sharpened contrasts in the rela-
tive position of different groups. Differences in
relative position were extended, and contrasts were
emphasized, by the War. Canada’s participation
in it brought rewards as well as sacrifices, and both
were unequally distributed among the population.
Inflation held down the real income of large sec-

tions of the labouring and white-collar groups.

Although agriculture had prospered where crops
were good, there were large areas In the West
where crops were poor, or had failed, in the later
years of the War period.

There was no general or steep reduction in the
standard of living during the War and the position
of some labour and agricultural groups improved.
However, prosperity and good fortune are always,
to a great extent, relative. Psychological factors
played a large part in the revolt. There was general
alarm and resentment, as well as actual suffering,
over the steep and continuous rise in prices. There
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was widespread evidence of large profits having
been reaped from War prosperity. Popular belief
magnified both the size of these profits and the
number of people who had shared in them. The
profiteer was seized upon as the cause rather than
the effect of rising prices, and fierce indignation
was levelled at those who conspired to profit from
human suffering and misery. The inequality of
rewards and sacrifices was real and striking,
Popular indignation at these inequities and mis-
understanding of the causes behind them made the
inequalities seem ever greater and more sinister
than they really were.

The Growth of Organized Labour

Labour organization made great strides during
the War. Trade union membership inereased from
166,000 in 1914 to 374,000 in 1919. Labour was
the most directly affected by the rise in the cost
of living. The Trades and Labour Congress, after
protesting against conscription, finally acquiesced
in its imposition. But during 1918 the impatience
of the Western wing of the labour movement with
the conciliatory tactics of the Eastern section of
the movement became very marked. The Western
labour leaders, in particular, were indignant over
the banning of radical literature by the Dominion
Government, and there was considerable resent-
ment over Canada’s participation in the “capitalist
intervention” in Russia. Having failed to win
the Trades and Labour Congress from ecraft
organization to industrial unions at the convention
of 1918, the more radical of the Western leaders
launched the One Big Union early in 1919 as an
industrial union for direct action in the industrial
field.

Although the One Big Union had contemplated

a general strike, to begin June 1st, it was not
officially connected as an organization with the
sympathetic general strike which broke out in
Winnipeg in May. This struggle raised passions
everywhere and stirred the sympathies of labour
organizations in other parts of the country. It
was followed by a number of strikes elsewhere and
seemed to threaten a general crisis in Canadian
industry. Then the Federal Government inter-
vened, arresting a number of the leaders. It sought
to crush this kind of protest through amendments
to the Immigration Act and the Criminal Code.
Its action enabled the strike leaders to say that
they had been defeated by the Government, and
lent impressive weight to the argument that
independent political action was necessary to
protect the interests of labour. The incident gave
impetus to the farmer-labour movement.

The Rise in the Political Power of Organized
Agriculture—the election of farmers’ govern-
ments in Ontario and Alberta and the rise of
the Progressive Party.

Farmers’ organizations also grew rapidly during
the War. The United Farmers of Ontario, first
organized in 1914, had secured a membership of
43,000 by 1919. Farmers' organizations on the
Prairies had enrolled 75,000 members by that year.
Their co-operative commercial enterprises had met
with success, and the Canadian Council of Agri-
culture opened permanent offices in Winnipeg in
1916 from which it began to press vigorously the
point of view of the farmers in national affairs.
It constructed the so-called “Farmers’ Platform”
in 1916 and, in November, 1918, an amended form
of it was published under the significant title of
“The New National Policy”. The political revolt
was a direct challenge to the older national policies.

The manner in which the Federal Government
dealt with the deputation of farmers who protested
against the cancellation of exemptions from
military service helped to precipitate the United
Farmers of Ontario into politics. In June, 1918,
a convention was held in Toronto for the purpose
of ventilating grievances. Speakers demanded
independent political action, and a proposal for an
official journal for the movement later resulted in
the purchase of the Weekly Sun. In October, 1918,
a farmers’ candidate won a provincial by-election
in Manitoulin Island. A spontaneous movement
for political action began among the local farmers’
clubs. The leaders of the United Farmers of
Ontario gave the movement direction and in the
gutumn of 1919, a farmers’ government gained
power in Ontario.

Farmers’ candidates began to score successes in
federal by-elections and, in January, 1920, the
National Progressive Party was formed for con-
certed action in the federal field. Fourteen farmer
candidates were elected in the Manitoba elections
of that year. In 1921, the United Farmers of
Alberta won an overwhelming vietory in the
provicial elections. In December of that year, the
Union Government was defeated disastrously and
sixty-five Progressives were returned to the House
of Commons.

The Progressive movement, led by the farmers’
organizations and strengthened by support from
labour, was in the scale it assumed an entirely
new phenomenon in Canadian politics although in
pre-War years there had been periodic manifesta-
tions of desire for independent action. It was
remarkably successful in the three years imme-
diately following the War. Previously, movements



of protest from agricultural groups had generally
tried to secure expression by supporting and
exerting influence upon the Liberal Party. At this
time, however, the Liberal Party was completely
disorganized in the Federal field and considerably
weakened in several provinces by the support given
by some provincial leaders to the Union Govern-
ment, But in a great measure, the prevailing

discontent could not have found expression through

the Liberal Party because it was directed against
the political system of which the Liberal Party was
an intimate part. It was a direct reflection of the
corrosive social effects of the War.

Summary, 1914-21

The permanent effects of the War upon Canada
have not yet been fully realized but some of them,
at any rate, have become obvious. It stimulated the
economy in various ways. KFeonomie and financial
inter-relationships with the United States were
multiplied. The necessity of financing the War
effort at home brought a quick development of
financial machinery, giving the system a maturity
it had hitherto lacked. The insatiable demand for
supplies advanced the economy rapidly along the
main lines projected by the wheat boom. With the
rise of new exporting regions and industries and
the expansion of wheat growing on the Prairies,
the dependence on export markets was greatly
deepened. Domestic industry committed itself still
further to supplying the needs of the exporting
groups. At the same time, the long-range effect
of the War was to hamper international trade
and to make the grip on foreign markets more
precarious. The Canadian economy hbecame still
more vulnerable to external influences.

While the struggle lasted, the Federal Govern-
ment monopolized publi¢ attention. The national
effort led to a concentration on national issues and
finally to bitter division on the national interest.
The cleavages on this question followed cultural,
class and occupational lines rather than the familiar
party division or the alignment of some provinces
against the Dominion. The immense authority,
born of a common aim, which the Dominion
Government exercised during the struggle - disin-
tegrated with the return of peace. It became very
difficult to combine the group interests, which more
and more found expression in Federal politics, for
the support of a vigorous policy by the Dominion.
Thus, in the event, the partial eclipse of the prov-
inces was short-lived. In the twenties, the prov-
mmeces were to take a more important place than ever
before while the Dominion followed a mainly
negative policy.
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At the beginning of the period, most of the
varied and exciting opportunities which came with
western expansion suddenly vanished with the
collapse of the boom. Economic diversification
continued and people were obliged to apply them-
selves to highly specialized occupations. As they
became less adaptable and less able to make sudden-
shifts in occupation, the economy lost much of the
flexibility and capacity for automatic adjustment
to changed conditions which had marked it in the
days of the open frontier. Many of the material
conditions which had already led the advanced
industrial countries of Europe to make public
provision for social security were emerging in
Canada. The War accelerated this significant
change in the economy and contributed to the
decline of laissez-faire as a soecial philosophy. It
exacted Innumerable individual sacrifices for the
community and thus suggested reciproeal obliga-
tions of the community toward individuals. The
common folk who bore the brunt of the struggle
were encouraged to expect that victory would usher
in a new era. The new era did not come, but
instead the inequality of individual rewards and
sacrifices which marked the prosecution of the War
sharpened social distinctions. This combination of
circumstances stimulated a growing concern for the
socinl welfare of those who must fight the country’s
battles. Recalling the War-time activity of govern-
ments, many were led to hope that governments
could organize for social welfare as they - had
organized for War. The War hastened consider-
ably the acceptance of the philosophy of the social
service state in Canada.

The whole burden of the War expenditures fell
on the Dominion at a time when it also had to pay
the full consequences of the rash railway policies
launched during the wheat boom. In seven years,
the public debt of the Dominion increased seven-
fold. The Dominion was reluctant to undertake
new responsibilities, and this paralyzing debt
became the financial counterpart of the political
weakness which fell upon the Dominion. On the
other hand, the War had been a damper on
expenditures by provincial governments. After
its conclusion, the provinces began without hesita-
tion to make large expenditures to meet accumu-
lated demands. They at once inereased their
expenditures on social welfare and, although they
secured some federal financial assistance through
conditional grants, the events of the first two or
three years after the War indicated that it would
be the provinces, and not the Dominion, which
would meet the growing demand for social services.



CraprEr V

THE POST WAR PROSPERITY 1921-30

I'mpact of Economic and Social Changes on Federal
Relations—decline in unifying influences of
national policies and growing diversity of
regional interests

In the twenties, the world made a substantial,
though temporary and superficial, recovery from
the disruption caused by the War. In Canada, the
era of reconstruction led to new and impressive
expansion. The economic integration based on
wheat reached a new peak of productivity which
tended to obscure, for the time being, the more sig-
nificant features of the expansion. The age of steel
and steam within which Canadian economic devel-
opment had hitherto taken place had to make way
for the age of alloys, hydro-electric power and the
internal combustion engine. The new techniques,
the development of which had been forced by the
War, opened up vast new Canadian resources for
development and heavy investments were made for
their effective exploitation. The impact of these
developments brought rapid changes in the pattern
of the Canadian economy. The national integration
(achieved through wheat), which tied the country
together by East-West bonds of trade and oppor-
tunity was weakened as Central Canada and British
Columbia felt the direct and competing tug of
export demand on their regional resources. New
economic frontiers, the exploitation of which was of
primary interest to Ontario and Quebec, developed
on the Pre-Cambrian Shield,—where water power,
base metals and pulp and paper came into their
own,—and began to usurp the place of the old
national frontier in the West. In the suceessful
development of these new frontiers, the importance
of a national economic integration for some regions
declined and the material basis which had bolstered
political unity in the past was measurably weak-
ened.

In the past, the Dominion had been able to prose-
cute with vigour certain national policies which
promoted national integration because of the
common interest of all regions in the result. As
these national policies lost some of their unify-
ing power, the common agreement necessary for
resolute political action by the Dominion became
more difficult to secure. Still more important, with

the opening of the West finally and fully accom-
plished, it seemed that many of the national
economic policies had been carried to completion.
No obvious and pressing challenge to action pre-
sented itself in the federal sphere in this period.
To many it seemed that the time had come when
the Federal Government might rest from its arduous
labours and muse over how it had justified the faith
of the Fathers. For other reasons, the Dominion
was much digposed to rest. The War had strained
the federal political system and set various groups
at odds over the national policies. The national
debt had been increased several-fold, In seeking
to reduce its old obligations and to avoid new ones,
the Dominion yielded the initiative {o the provinces.

By contrast, the provinces, which had suffered
enforced restrictions on their activities during the
War, were not unwilling to undertake leadership on
their own account. The natural resources which the
new techniques opened up for exploitation were
under their control and this gave the provincial
governments an enhanced importance in the eyes of
private enterprise.

Several factors combined to give a new political
importance to the provinces, Highway construc-
tion and developmental projects on the provineial
frontiers began to take the place which railway
construetion and national projects of development
had occupied in the past. In the jobs and contracts
which were thus at the disposal of the provineial
governments, there were substantial increments of
political power. Moreover, in the twenties, the
social and political implications of the change from
a simple rural and village economy to a highly
spectalized, predominantly industrial economy could
no longer be ignored. The mischances which befall
individuals in such a society could no longer be
cushioned by the family and voluntary charity.
The constitution threw the responsibility for public
welfare on the provinees (and municipalities) and
within the limits of their resources they tried to
meet it. These activities brought the provineial
governments into a closer relationship with the
people. In their intimate contact with the move-
ments and tendencies of the time, the provincial
governments added greatly to their economie and



~ social importance and thus to their political power
and prestige. Those which could ‘carry their obliga-
tions manifested a new independence of the Federal
Government and those which could not became
more importunate as they focused on the Federal
- Government regional protest against the operation

of the national policies. In the endeavour to meet .

their growing obligations or to take full advantage
of rising economic opportunities, provineial demands
of various kinds were made on the Dominion, and
the Federal Government, unable lo deflect these
demands by a vigorous policy of its own, made
important concessions to the provinces. The rise of
regionalism gave an altered direction to Dominion-
provineial relations. ’

Regionalism reflected differences in interests and
opportunities which had become quite pronounced
in different parts of Canada. The various regions
had always differed in resources and geographical
advantages. These promoted economic specializa-
tion and made for disparities mn the fortunes of
separate areas. The national policies, which had
both hastened and deepened specialization, played
continuously on the regional disparities, sometimes
counteracting, but often exaggerating, them. With
so large a dependence on exports, fluctuations and
shifts in international trade capriciously moulded
regional fortunes. A long lag in recovery from the
post-War slump revealed serious weakness in the
Maritimes which was met, in some measure, by an
increase in federal subsidies. The decline in export
values in the early twenties, and again at the end
of the period, made clear the overwhelming depend-
ence of the whole structure of Prairie government
finance .on wheat. On the other hand, Central
Canada forged ahead rapidly without interruption
throughout the period. At the same time, the in-
creasing need and demand for certain minimum
public services bore little relation to the capacity
of the governments in a region to supply them.
The great disparities in the strength of the regiohal
economies were temporarily obscured by the surge
of prosperity which carried provincial and muni-
cipal expenditures and obligations to new heights
in the later twenties. At the same time, the very
factors which brought prosperity made the economy
more vulnerable than ever before to economic fluc-
tuations. With the coming of depression at the end
of the period, these new conditions were fully ex-
posed to view and some of their implications became
ineseapable, Federal action became necessary to
maintain a tolerable equilibrium between the re-
gions in the federation.
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1. ProsPERITY AND THE CHANGING STRUCTURE OF
THE EcoNoMy

World Influences—short post-War depression; re-
construction and revival of internationdl trade
and investment bring renewed expansion to
Canada. - :

At the end of the Great War Canada found
herself in an economic world which was utterly
disrupted. International trade was hampered by a
maze of national restrictions and controls. The
international exchanges were in a state of desperate
confusion and instability. Important industries,
particularly shipping, coal mining, iron and steel,
and heavy engineering had expanded beyond peace-
time requirements. Large masses of Kurope's
population suffered from grave shortages of food-
stuffs and raw materials. The staggering load of
internal and external debts, and the heavy expendi-
tures on social services and rehabilitation, forced
a continuance of unbalanced budgets which, in
many cases, resulted in uncontrolled inflation. The
intricate mechanism of money and exchange which
was the basis of the world’s economic life seemed
broken almost beyond repair. The passions of the
conflict, deep underlying grievances, and revolu-
tionary tendencies enhanced the difficulties of
reconstruction.

In 1920 these far-reaching dislocations brought
about a collapse of the short post-War boom. The
liquidation of the world-wide inflation of credit
had an immediate effect upon Canada through the
steep decline in export prices and demand.

TapLt 25.—INDICES OF PRIcES AND ExporTs(®)

Al | Manu-| Vol-

— Whole-Jixport| Farm { Wheat|{izctur-| Cost | Value | ume

sale |Prices| Pro- | Prices! e of |of Ex-|of Ex-

Prices, ducts Goods|Living| ports | ports

. Prices

1920........ 100 1060 100 100 100 100 100 100
1921........ 71 4 64 66 74 88 64 87
1922........ 62 60 55 49 64 81 71 118
1923........ 63 59 51 43 66 81 80 136

&) Dominion Bureau of Statistics price indices.

The movement of prices had drastic effeets upon

" the Canadian economy, not so much because of the

extent of the fall (although it was one of the most
severe ever experienced following an almost equally
abrupt rise) but because of the great disparities
which developed. Selling prices (wholesale prices)
fell more rapidly than costs (cost of living, wages,
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freight rates, interest rates, etc.). Agricultural
prices, particularly that of wheat, fell far out of line
with the prices of manufactured goods and the cost
of living. During the rapid expansion of the War
years, Prairie farmers had incurred heavy debts,
purchased much machinery, equipment and land at
the high War prices.t When the value of wheat
fell by more than 50 per cent, it became virtually
impossible to carry these overhead costs and com-
mitments. The situation was further aggravated
by the United States tariff increases of 1921 and
1922 which sharply restricted the substantial ex-
ports of livestock and livestock products to the
United States.

The decline in the purchasing power of Western

agriculture, combined with rigid costs, brought a.

sharp curtailment of demand for manufactures from
Central Canada. Considerable unemployment
emerged in industrial centres, In Nova Scotia,
where the high level of activity was heavily de-
pendent upon War requirements, the contraction
was particularly severe,
slump the national real income had fallen 14 per
cent. During 1921-23 the far-reaching effects of
unfavourable foreign influences on the Canadian
economy were fully revealed.2

The post-War depression, however, was short-
lived. By 1923, notwithstanding the many serious
dislocations inherited from the War which had not
been overcome, world economic activity had re-
sumed its upward course. Between 1920 and 1926
there was a general and concerted effort to restore
the conditions of international exchange as they
had existed prior to 1914, Currencies were stabi-
lized on gold, many of the more onerous restrie-
tions on international trade were removed, and in-
ternational lending was resumed. The reconstruc-
tion of devastated areas was quickly accomplished
and financially weak countries were bolstered up
with international loans. These efforts achieved only
a superficial restoration of pre-War trade conditions
without bringing a solution to fundamental prob-
lems, but they permitted the forces of economic

1For example, the settlement of returned soldiers on the
land was undertaken at a time 'of peak prices.

2The extent of the depression in Canada is indicated by the
14 per cent drop (1620 to 1921) in the national real income, the
11 per cent drop in the physical volume of business, the 13 per
cent drop in the volume of exports, the 30 per cent drop in the
gross value of agricultural production and the increase from 4-9
per cent to 12:7 per cent in the percentage of trade union unem-
ployment. The foreign exchange value of the Canadian dollar
during 1921-24 when it moved at an appreciable discount below
United States funds and at a premium over sterling—added to
the burden of debt charges paid in the United States and put
increased pressure on exporters to the United Kingdom, although
giving some advantage to domestic producers, and exporters com-
peting with United States interesta.

expansion to become effective. The requirements
of war had greatly increased productive capacities,
particularly in new countries, and stimulated the de-
velopment of industrial techniques. With the re-
establishment of orderly international relations,
the new facilities brought an increase in material
welfare. By 1925, world production of primary
commodities had risen 17 per cent over the 1913
level and the volume of world trade had risen 5
per cent. Canada was quickly affected by the rising
tempo of world economic activity.

TasLE 26.—Price CHANGES

At the bottom of the

1813 = 100
Per cent Per cent
Change Change
—_— 1922 | 1926 1926 1929 1929
from from
1822 1828
Canadian Selling Prices— % %
All Export Prices........ovvvuvne. 152 | 156 | + 3 49 — 4
Wheat........covviveviiinaennen 140 170F +21 152 - 10
Newsprint, . .......vvevevancriras 190 | 176 — 8 148 | — 15
Lumber and Timber............. 160 | 148 — 71 154 | + 4
Non-ferrous metals............... @i 1wz + 3 101 -1
Canaedien Costs—
All Import Prices........ 137 — 1201 — 8
Manufactured Goods Pric 154 — 44| - 7
Iron and Steel Products.. . 45| — 4 136| — 8
Railway Freight Rates........... 48| — 3| 46| — 1
Tramp Shipping Freights ®),..... 130 | 17| =10 97 | —18
Interest Ratea ® ... ..........00 125 m|{ -1 ‘113 4 2

& Economist Index,
® Yield of Province of Ontario Bonds.

After 1923 the prices of the leading Canadian
exports bhecame increasingly favourable in rela-
tion to costs.? These circumstances, together with
improved wheat yields, brought a rise of 43 per
cent in the value of Canadian exports between 1922
and 1926.

The rising export values which provided the
basis for the growing prosperity in Canada in the
twenties were due to a number of far-reaching
changes which were affecting the Canadian econ-
omy during this period. The shortage of food-
stuffs in Europe, the application of new techniques
to virgin resources for whose products there was a
rising world demand, the low cost of ocean trans-
portation resulting from the excess capacity in
shipping, and the opening of the Panama Canal,
launched a new era of expansion in Canada.

8By 1026 the average of the prices of all exports of wheat,
newsprint, and lumber were 58, 70, 70 and 48 per cent respec-
tively, above those of 1813, compared with increases of 37, 54,
45 and 48 per cent respectively, in the prices of all imports,
manufactures, iron and steel and railway freight rates.




Continued Rise in Wheat Ezxports—increasing de-
pendence of Prairie agriculture on temporary
markets

Canadian wheat production had expanded rapidly
in response to the new European demands created
by the War. These demands were not imme-
diately abated with the renewal of peace. The
devastation and dislocations caused by the struggle,
agrarian reforms and the Russian revolution pre-
vented the immediate attainment of the pre-War
levels of production. The overseas exporting
countries, particularly Canada, were called upon
to supply the deficiency.

TaprLE 27.—WorLD (Excruping CHINA) WHEAT
Propverion
(Millions of Bushels)

25 Argenting
Annual | European | Russia |[Canada] United and All | Total
Averages |Countries : States | Australia |Other

18089-13... 1,355 757 112 682 238 | 665 3.800
1922-25. .. 1,197 521 383 78| . 335 614 3,820
1926-20... 1,340 w 440 861 397 | 640 4,484

For a few years after the War, European tariff
restrictions against the imports of wheat were con-
siderably lower than they were prior to 1914. This
liberal policy arising out of the condition of scar-
city, and the foreign exchange made available
by United States lending, created an expanding
market for wheat, of which Canada obtained a
growing share, at profitable prices. During 1922-26
Canada supplied 38 per cent of the world’s wheat
exports, compared with 12 per cent during 1909-14.

TaBLE 28.—NeT EXPORTS AND IMPORTS OF WHEAT
aND Frour
(Millions of Bushels)

Ner Exrorr: Ner IMPORTS
Averages
Crop Years Bix France, | Other
World | European| Russia [Canada|Italy and | European
Total | Exporters Germany| Importers
1909-10 to 1913
)L 636 114 164 86 184 3381
10622-23 to 1925«
28........... 759 34 ] 256 186 394
1026-27 to 1929-
0. 810 44 14 304 203 41

After 1925 however, the favourable circum-
stances in the export wheat market began to dis-
appear; 1925 was the first year in which European
production exceeded the pre-War levels. It was
the year in which Germany regained her freedom

8335~8%
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to impose customs duties and thereupon re-enacted
high tariffs on foodstuffs. In 1925 Italy began the
“battle of the grain” and Austria and Czechoslo-
vakia imposed sliding scale duties on imported
wheat, Between 1925 and 1929 the increasing
European protection against foodstuffs arising out
of the desire for self-sufficiency and the growing
industrialism of new countries, together with the
continued expansion of European production which
was, at least in part, a “spontaneous recovery” from
the effects of the War, greatly weakened the inter-
national wheat situation. For some time, how-
ever, the effects of these basic changes were ob-
scured. The failure of Russia to re-enter the ex-
port market on any substantial scale, large United
States loans to Europe, speculative holding of sur-
plus stocks, and the high rate of business activity
enabled overseas exporters to ship an increasing
volume of wheat until the end of the boom in
1929. Wheat prices remained at profitable levels
although they had been sagging since 1925. With
the satisfactory prices and high yields of 1926-28
Prairie agriculture was prosperous and resumed
a rapid rate of expansion. Thus there were serious
underlying weaknesses at a time when Canada
became even more deeply committed to the profit-
able sale of wheat which continued to make up
nearly a third of her total exports.

The Investment Boom—-arge investment in trans-
portation facilities and development of north-
ern resources; effects of hydro-electric power,
improved mining techniques and the gasoline
engine

While the expanding market for wheat was a
major factor in the economic growth of Canada
during the twenties, other forces were perhaps
more important. Prior to 1914 the basic elements
of industrialism were steam power, coal and iron.
The War and post-War development of hydro-
electric power, the gasoline engine, and the use
of new industrial metals shifted the balance of
industrial advantage. These technological changes
were of immense significance to Canada, first, be-
cause they brought into economical exploitation
large virgin resources, and second, because they
decreased the handicaps suffered under the old
techniques. The resources of British Columbia
and of the northern areas of Ontario and Quebec
became the basis of large staple industries. In
addition to the agricultural frontier on the prairies,
Canada acquired new frontiers on the Pre-Cam-



116

brian Shield.4 The exports of pulp and paper and
non-ferrous metals rose to 30 per cent of total
exports in 1929 compared with 19 per cent in 1920.

The expansionary effect of these rapidly growing
industries, however, was due not so much to the
new export incomes which they created, as to the
heavy capital expenditures which accompanied
their development.

TABLE 29 CapPITAL INVESTMENT

(Millions of Dollars)
..... Net New
—_— Total to | Total to | lavestment
1920 1830 during
1920-30
Primary Industry—
Agriculture—buildings, implements|
and livestock...................... 2,334 2,817 — 87
Mining @, ..., .. 560® 887 + 337
Pulp and Paper .. 348 704 + 356
Sawmills, ...... .. 200 181 - 19
Fishing (o, . 50 64 + 14
Seb-Total.............c.vuts 4,042 4,653 + 611
Manufacturing, ........ocoivi e 2,188 2,868 -+ 680
Central Electric Stations.............. 448 1,138 -+ 600
Transportation and Communication—
8team Railways @ ... ........., 2,650 3,330 4+ 680
Canals and River Improvements (., 168@® 280 + 112
Harbours, Harbour Improvements,
Docks and Terminala—Dominion
Expenditure and Guarantees (0, 107 231 + 124
Blectric Railways 170 224 4 54
Telephones............, Cees 145 319 + 174
Highways—Provinces (0_,,,,....... 118®) 387 + 269
Highways and Strecta—
Municipalities (0, .................. 240 350 + 110
Sub-Totak................... 3,508 5,121 +1,528
Public Buildings and Municipal
Works ®, ../, ... .. P 522 801 + 279
GRAND TOTAL.........coveviva 10,788 14,581 3,783
Residential Building @,..,.,.......... —_ — +1,082

@ Excludes ore resorves or other unmined material. Includes non-
ferrcz;;x)s metal smelting and refining.
1921,

@ Includes fish canning and curing establishments.

W@ Capital invested in Road and Equipment.

(o) Estimated,

0 Public Accounts Inquiry, Royal Commission on Dominjon-Pro-
vincial Relations,

&) Construction Contracts awarded, MacLean Building Reports, Ltd.

In Canada, as elsewhere, the rising economie
activity of the twenties was dependent upon a high
rate of investment. The expansion of Western agri-
culture and the growth of the new staple industries
on the new northern frontiers required a heavy
expenditure on fixed equipment. The northward
extension of wheat growing on the prairies required

*Between 1920 and 1929, the developed water power in
Canada rose from 2.5 million horse power to 5.7 million horse
power, the gross value of production of pulp and paper (which
was closely dependent upon electric power) rose from $151 million
(1921} to $244 million and the value of production of non-ferrous
metals roge from $78 million to $154 million.

a substantial increase in costly transportation facili-
ties. New branch lines were built, main lines
improved and canals and harbours enlarged in
accordance with the national poliecy of all-Canadian
transportation. In response to the new demands,
the requirements of national policies and the
optimistic outlook on the future, the railways
engaged in unwise competition and invested during
1920-29 nearly $700 million in road and equipment
and a further $150 million in hotels, telegraphs,
and steamships. During the same period the
Dominion spent $236 million on waterways and
harbours.

The improved technical facilities and new
demands, which opened up the natural wealth of
the Pre-Cambrian Shield, involved a particularly
heavy investment of capital. The large fixed equip-
ment represented by central electric stations, pulp
and paper factories, smelters and metal refineries
was the major factor in the exploitation of these
resources. The expenditure of nearly $1,400 mil-
lion on the construction of such equipment during
the decade of the twenties contributed greatly to
the prosperity of the period.

Another technical innovation which called forth
large capital outlays in the post-War years was the
automobile. It gave rise to new automobile fac-
tories, petroleum refineries, service stations, repair
shops and, what was most important, a greatly
extended and improved system of highways and
streets. The last two items alone involved an
investment of some $380 million during this period.

The heavy capital expenditures involved in the
development of the primary industries and trans-
portation stimulated investment in manufacturing,
in distribution facilities, in community equipment
and housing. During 1920-30 the amount invested
in all forms of capital goods reached a total of at
least $6 billion. Near the end of the period, the
amount of construction far exceeded the Ievels
attained at the height of the pre-War boom. The
amount of foreign capital which eame in during the
twenties was, however, much smaller than that
which was associated with the expansion prior to
1914. Between 1920 and 1924 capita] imports were
substantial but in 1925, 1927, and 1928 there were
net capital exports. During the decade net long-
term ecapital imports were between $300 million and
$900 million, of which about two-thirds eame from
the United States, The investment boom of the
twenties was very largely financed out of Canadian
savings,



The increase in export incomes resulting from the
expansion of Western agriculture and the exploita-
tion of hitherto unused resources by the application
of improved techniques, together with the heavy
capital expenditures which arose out of these devel-
opments, brought rising prosperity and a very sub-
stantial improvement in material welfare. The
average per capita real income rose by fully one-
third during the decade,

TapLe 30—Inpices oF CawapiaN Ecowomic PROGRESS,

1920-29
1920 = 100
. Efficiency
Real I{%’{:}flal Volume | of Pro- Index
—_ %’opu— ?ational of ¢ E of duf{tion in onV Real
ation ncome p xports anu- ages
Buasiness facturing
(s) b {o) [cH (s) (n
1920..... 100 100 100 100 100 100
1922..... 104 100 106 118 130 115
1926..... 110 125 133 161 142 114
1928-29 '
average 116 148 162 172 146 120

) Estitnates of the population by the Dominion Bureau of Statistics.

® Computed from estimates of the national income by the Dominion
Bureau of Statisticsfor 1920-26 and from the Bank of Nova Scotia estimates
for 1926-20. The index of the real national income was computed hy
dividing the indices of the national money income by the Dominion
Burean of Statistics index of the cost of living.

(e} Dominion Bureau of Statistics Index,

W Index of the value of exports divided by the Dominion Bureau of
Statistics index of export prices.

(o} Volume of manufacturing production per employece, Canada Year
Book, 1934-35, p. 480.

() Dominion Department of Labour index of wages divided by the
Dominion Bureau of Statistics index of cost of living.

Maritime Provinces—foreign markets and techno-
logical changes unfavourable; prolonged post-
War depression and federal assistance.

The external forces and the technological changes
of the 1920’s, while favourable to0 Canada as a
whole, were adverse to the Maritime Provinces.
During the thirty years prior to the War, the
decline of the old techniques destroyed the pros-
perity based upon the sailing ship and the sea,
while the rise of coal, iron and the railway brought
a growing dependence upon the continental interior.
The development of the coal and steel industries
which resulted from the “wheat boom” and the
national policies provided alternatives to the declin-
ing occupations. In this manner, parts of the
Maritimes had participated in the great expansion
of 1896-1913. The post-War expansion, however,
which was not so much associated with railway
building as with the rise of new sources of power
(electricity and oil) and the newer industrial
metals, passed them by. As in the former peried,
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the long-term trend in their foreign markets was
downward. Under such circumstances, the depres-
sion which set in during 1921 continued in these
provinces long after it had been overcome and
expansion renewed elsewhere. In this decade they
made virtually no progress.

TasLe 31.—THe EconoMic PROGRESS OF THE MARITIMES,
1920-29

Indices 1820=100

Population Capital Invested®| Net Value pf | Average per Capita
_ i i Producbion&) Incomaglp

Maritimes|Canada|Maritimes|Cansda|{Maritimes|Canada|Maritimes|Canada

] ]

1920... 100 100 100 100 100 100 —_ —
1926... 101 11¢ 08 118 T4 99 269 432
1929,,, 102 117 109 138 74 107 313 470

{a) Total capital invested in the primary industries (agriculture, mining, fishing
and foreatry), manufacturing, central electric atations, and provincial and muaici-
pal publio works.

(' Net value of “‘goods'* production.
) Calcnlated from the estimates of national income prepared by the Rescarch

Staff of the Commiesion,

Between 1920 and 1929 the populations of Nova
Scotia and Prince Edward lsland remained prae-
tically stationary while that of New Brunswick
rose but slightly, compared with an increase of 18
per cent in the two Central Provinces. During
the decade, there was a considerable emigration
to the United States. In none of the years of
the period 1921-29 did the net value of (goods)
production in the Maritimes approach the high
figure of 1920, whereas, in each of the other prov-
inces of the Dominion, it had been.surpassed by
1928.

The War had beeh a powerful stimulus to the
Maritime economy. The cessation of the exports
of dried fish from Europe, the heavy demand for
West Indian sugar, and the growth of the fresh
fish trade to Central Canada greatly extended the
markets of the fishing industry. The demand of
the munitions industries for iron and steel, the
shipbuilding orders of the Canadian and Allied
Governments, the high prices for lumber and the
decline of the competition of other regions with
local agriculture, brought prosperity to the other
principal industries, The Halifax disaster brought
about a temporary building boom. At the begin-
ning of the post-War depression, all these fav-
ourable influences disappeared suddenly and simul-
taneously.

During the War Brazil, Porto Rico, Cuba, and
the British West Indies drew virtually the whole
of their supplies of dried fish from Nova Scotia
and Newfoundland. The high meat prices and the
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Government transportation subventions brought
a large increase in the sales of fresh fish to Quebec
‘and Ontario, The removal (as a War measure,
in 1918) of the shipping restrictions which had
partially nullified, for the Maritimes, the Under-
wood Tariff of 1913 permitting free entry of fresh
and frozen fish into the United States, gave the
fishing industry profitable access to the markets
of that country. These advantageous circum-
stances, however, quickly disappeared. After 1920
production of dried cod from competing sources
inereased rapidly. European importing countries
became self-sufficient behind tariff walls. Gov-
ernment subsidies and technological improvements
enabled Norway and Iceland to increase production
greatly and to capture important markets. The
steep decline in sugar prices sharply curtailed the
purchasing power of the principal consumers in
the West Indies. Finally, dried cod was being
gradually replaced as an article of diet by other
foodstuffs. The fresh fish trade grew but slowly.
In 1919 the subventions for the transportation of
fresh fish to Central Canada were stopped. In
1921 the United States Government withdrew the
War-time privileges accorded to Canadian fishing
vessels and reimposed tariffs {(which were increased
in 1922) on fresh and frozen fish. Confronted
with such an array of obstacles, Nova Scotia’s
highly important fishing industry declined.

TasLg 32.—INDIcES oF PRICES AND THE VALUE oF FIsH
ProbucTioN IN THE MARITIMES

Prices Total
of Dry All Cost Value of
—_ . Shore Wholesale of Fish
Codfish Prices Living | Production
at Maritime
Halifax Provinces
b1 B 100 100 100 100
1918-20 average....... 192 217 168 152
192125  “  ....... 118 159 153 112
1826-2¢ *  ....... 109 152 152 130

The resources hitherto employed in the fish-
eries sought opportunities elsewhere, Some own-
ers of fishing vessels turned to rum-running for
8 new source of income. Despite the fact that
alternative employments were few and the prob-
lems of readjustment difficult, the number of per-
sons employed in the fishing industry in Nova
Scotia declined from 26,000 in 1919 to 20,000 in
1929,

Lumbering, the principal industry in New
Brunswick and an important one in Nova Scotia,
faced growing difficulties during the twenties. The

depression in British building restricted the
sales in the English market while the opening of
the Panama Canal and low ocean freight rates
intensified competition in the Eastern United
States and Canada. During 1921-29 the produc-
tion of lumber in New Brunswick never recovered
the pre-War peak of 1911 and remained far below
the levels of the War years, The average annual
output in Nova Scotia in this decade was less than
half of what it had been during 1908-14. The
depressed conditions in lumbering encouraged the
utilization of forest resources for the manufacture
of pulp and paper. Between 1920 and 1929 the
production of pulpwood in the two Provinces was
doubled. The manufacture of paper, however,
was slow in getting under way. It began in 1923
in New Brunswick but not until 1930 in Nova
Secotia. Despite this development the total net
value of forestry production in the Maritimes for
1929 was less than for 1922,

The rise of the Nova Scotia iron and steel indus-
try was directly linked with the railway expansion
of the “wheat boom.” In the post-War period
the demand shifted from steel rails and other heavy
forms to lighter materials and structural steels such
as are used in motor-car manufacturing and build-
ing construction. The Nova Scotia industry was at
a disadvantage compared with that in Central
Canada which was closer to the market, had access
to larger supplies of scrap metal, and whose com-
petitive position was improved by the dispropor-
tionate War-time increases in freight rates from the
Maritimes. In Ontario the production of pig-iron
in 1928 and 1929 far exceeded the levels reached
during 1916-20, but in Nova Scotia output re-
mained considerably below both the immediate pre-
War and War-time peaks. In 1913 Nova Scotia
produced 43 per cent of Canada’s pig-iron; in 1929
this ratio had fallen to 29 per cent.

Coal mining suffered at once as a result of the
difficulties of the iron and steel industry.5 Further-
more, the market in Central Canada, which took
one-third of the output in 1913, was lost during
the War. The recovery of this market was assisted
by the 20 per cent reduction in Maritime freight
rates in 1927 and the federal subventions for the
transportation of coal to Ontario and Quebec which
were established in 1928. With these rail freight
reductions and the low water rates which prevailed
during this period, the Central Canadian market
was more than recovered by 1929. A further
attempt was made to help the industry by the

5 The consumption of coal in Nova Seotin (used very largely
by the iron and steel industr{) was 2.8 million tona in 1913
and 1920 but less than 2.2 million tons in 1999,



offer of federal bonuses (started in 1927) to gas
and coking plants using Canadian coal. These
various methods of assistance were in part respon-
sible for a considerable revival of production but
in 1929 the total was still 12 per cent below the
output of 1913.

The relative, and in some cases absolute, decline
in Maritime manufacturing which began at the end
of the last century continued during the twenties.
The disadvantages of these Provinces arising out
of their isolation from the large markets of Central
Canada and the West, their distance from the in-
dustrial centre of gravity of the continent situated
in the Mid-Western United States, the unfavour-
able circumstances affecting the local exporting in-
dustries, and the adverse railway freight rate situa-
tion (as compared with pre-War levels) prevented
them from sharing in the expansion of manufac-
turing which took place in Ontario and Quebee.
They were unable to benefit from the new develop-

ments which stimulated the remarkable growth in -

the lighter industries, in the production of packaged
consumers’ goods, new textiles and durable con-
sumers’ goods such as motor cars, radios, electrical
appliances and other household furnishings. How-
ever, some progress was made in the processing of
local natural produets and also of certain imported
raw materials such as sugar and oil. A number of
specialty manufacturers held their position, the
most important - being specialty textiles, shoes
and candies. Nevertheless, manufacturing in the
Maritimes declined during this period. In 1929
employment in manufacturing was greater than
in 1920 in every province except Nova Scotla
and New Brunswick. For Canada as a whole,
manufacturing employment during the decade rose
14 per cent but fell 6 per cent in the Maritime
Provinces.

With the disappearance of War-time demands
and prices, the competition of other regions with
Maritime agriculture was intensified. Consequently,
the acreage devoted to field crops decreased
steadily (there was a small rise in Prince Edward
Island) during the twenties. However, there was
some progress in the production of dairy products
for the sheltered local market and of agricultural
export specialties, although circumstances were
not favourable. The Nova Scotia apple industry
encountered increasing difficulties with diseases and
pests and was confronted in the depressed English
market with stiffer competition from British Colum-
bia and a better graded product from the United

6 These were silver foxes in Prince Edward Island, potatoes
in Prince Edward Island and New Brunswick, and apples in
Nova Scotia. )
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States. During the War and the immediate post-
War years, valuable markets for potatoes were
built up in the United States and Cuba. The
Underwood Tariff of 1913 had admitted potatoes
free subject to a small countervailing duty. In
1921 the United States potato tariffs were re-
imposed and, in 1922, raised to 30 cents per bushel.
The Cuban market became less attractive as the
sugar prosperity disappeared, and in 1927 tariffs
were sharply raised. However, the great progress
in the development of seed potatoes 'in Prince
Edward Island and New Brunswick kept them in
the market despite tariffs and depressed conditions.
In the face of the many unfavourable factors, Mari-
time agriculture failed to prosper. The number of
gainfully occupied engaged in the industry fell
slightly during the decade.

The difficulties of the widespread economic read-
justment which the Maritime region had to undergo
during the twenties were enhanced, particularly dur-
ing the first half of the peried, by the effects of the
national policies. The isolation of these Provinces
from the markets of the rest of Canada was intensi-
fied by the War and immediate post-War rise 1n
freight rates. In the Maritimes these rates had
risen approximately 20 per cent more than in
Ontario and Quebec. The policy of protective
tariffs, although it was not altered in any important
respect, bore with increasing weight upon the
depressed and marginal exporting industries. How-
ever, during the latter part of the decade, the
national policies were somewhat modified so as to
apply more favourably to ihis region. In 1927,
following upon the recommendation of the Duncan
Commission, the railway rates within the territory
east of Levis and Diamond Junction, and on traffic
moving westward out of this territory were reduced
20 per cent. Thus the pre-War relationship
between Central Canadian and Maritime rates was
restored.

The changes in the tariff and trade regulations
did not significantly alter the general level of pro-
tection, biit a number of new provisions were
adopted which were calculated to Increase traffic
through Maritime ports. In 1923 a reduction of
10 per cent on preferential rates in excess of 15 per
cent was granted where imports were shipped direct
to Canadian ports. In 1926 the application of all
preferential rates was made dependent upon direct
shipment to Canadian ports. A new Canada-West
Indies Trade Agreement providing for reciprocal
preferences became effective in 1927. Although the
effects of this Agreement upon exports were dis-
appointing to the Maritimes, the establishment of a
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regular and adequate steamship service to the West
Indies subsidized by the Dominion yielded distinet
benefits. .These modifications in the national trans-
portation and tariff policies, the Dominion sub-
ventions to coal, large Dominion expenditures (by
direct outlays and guarantees) for the improvement
of the harbours of Halifax and Saint John, together

with the sharp rise in economic activity in Canada -

and elsewhere, brought a substantial recovery to
this region during the latter part of the decade.
Between 1926 and 1929 the total income of these
Provinces rose slightly more rapidly than that of
the rest of the country. By 1920 some of the
unfavourable circumstances had disappeared and
the major readjustments required by the remainder
had ‘been accomplished. At the end of the period,
the Maritimes had less of the feverish activity of a
boom than other parts of Canada but they were
better prepared to withstand the shock of the
depression,

Prairie Provinces—renewed expansion following
recovery of wheat prices; diversification in
Manitoba and increasing dependence upon
wheat in Saskatchewan and Alberta,

The collapse of wheat prices after 1920 coupled
with rigid costs placed a severe strain on Western
agriculture,

TasLe 33—~Tue PRICE oF WHEAT As PERCENTAGES OF
CerraiN Fanm Costs, 1913-25

Manu- Farm Wages
—_— factured Cost of of ¥arm

Goods Living Help
I3, 100 100 100
020, 118 135 104
1921 104 111 86
2 60 83 76
1923, 7 81 89
1924 ... . 82 07 80
1925, 116 126 103

The decline in agricultural income was intensified
by poor yields, and by the fall in cattle prices to
which the United States’ tariffs of 1921 and 1922
contributed. The difficulties of the Western farmer
found expression in the agitation for the re-estab-
lishment of the Wheat Board, in the growth of
farmers’ organizations, and finally in the establish-
ment of the voluntary wheat pools during 1923 and
1924. The Provincial Governments of Manitoba
and Saskatchewan endeavoured to relieve the situa-
tion by making available agricultural credit at
lower than open market rates, and Alberta by heavy
expenditures for irrigation and advances for seed
grain, purchase of live stock, ete.

During the depressed farm conditions of 1921-24
economic expansion in the Prairie Provinces virtu-
ally ceased. In this period, however, certain impor-
tant readjustments were made. A reduction of 7°5
cents per bushel in the freight rates on wheat
(Regina to Fort William) was effected in 1922 by
the re-establishment of the Crow’s Nest Pass Agree-
ment rates on grain and flour moving eastward from
the Prairies. A large area of the wheat-growing
region was enabled to benefit from the opening of
the Panama Canal by the decreases of 20 per cent
in 1922 and a further 10 per cent in 1923 on grain
rates from Prairie points to the Pacific coast.
Between 1920 and 1924 the total cost of shipping
wheat from Regina to Liverpool fell from 67 cents
per bushel to 33 cents per bushel. In this period
also, the national policy of protective tariffs was
somewhat modified in the direction of reducing the
costs of the primary producer. The War-time
increases in the tariff (7% per cent on the general
and intermediate rates and 5 per cent on the prefer-
ential rates) were abolished in 1919 and 1920. In
1919, 1920 and 1924 substantial reductions were
made in the duties on farm machinery. In 1924
the general and intermediate rates on tillage imple-
ments stood at 74 per cent compared with 173 per
cent and 20 per cent under the 1907 tariff. The
reduction of costs and the sharp recovery of wheat
and livestock prices in 1924 and 1925 opened a
period of renewed expansion on the Prairies.

TaBLE 34—TuE PrICE OF WHEAT A8 PERCENTAGES OF
Certaty Farm Costs, 1913-29

Manu- Farm Wages
— factured Cost of of Farm

Goods Living Help

1913 = 100 1913 = 100 1313 = 100

1924............ 92 97 80
1925.. ... .. 116 126 103
1926............ 110 ny 92
1927. ... ........ 113 116 59
1928............ 104 107 81
1929.....,...... 106 109 81

The relation of wheat prices to costs was favour-
able and yields were abnormally high. The Prairies
once more became a magnet for immigrants. In
the occupied areas, the improved acreage was
rapidly increased and another wave of frontier
settlement spread out over northern Alberta and
Saskatchewan. The northward thrust of settle-
ment was encouraged by the development of new
early maturing wheats and the extensive provision
of railway facilities, Between 1926 and 1931 the



occupied acreage rose 24 per cent and the improved
acreage 21 per cent. Agricultural prosperity and
frontier expansion in Western Canada operating
within the framework of the national policies once
more set in motion the stimuli to the national
economy made familiar by the “wheat boom”. The

. construction of railroads, the building of towns and
“villages, the growth of cities and the provision of
community facilities brought a high rate of economic
activity to the region and gave a strong impetus to
production in Eastern Canada and British Columbia.
Between 1920 and 1930 railway mileage in the
three Provinces increased by nearly 2,900 miles,?
compared with virtually no inerease in the remainder
of Canada. By the end of 1930 practically every
part of the area of the Prairies on which agricul-
ture is feasible had been brought within 10 miles
of the railway. Also, in response to regional pres-
sure, a new transportation outlet (the Hudson Bay
Railway) for grain was constructed at a cost to the
Dominion of $50 million.

At the close of this decade the settlement of the
Western plains was virtually completed, and the
area wag provided with the capital equipment and
the community facilities adequate for a high stand-
ard of living. The great national purposes, which
led to the acquisition of the Northwest and to the
attempt to build a transcontinental economy on
the basis of the settlement and the economic growth
of this empire, were now fulfilled.

While the same broad forces played upon each
of the provinces during the twenties, there were
significant differences in the nature of their develop-
ment.

TaBLE 35.—AGRICULTURAL EXPANSION IN EACH OF THE

Prariz Provinces, 1920-30
Indices 1920 = 100

e Manitoba Saskatchewan Alberta

1920 1930 1920 1930 1920 1930

Population........... 100 118 100 124 100 125

Area of Occupied
land,............. 100 104 100 126 100 133

(s DU 100 106 100 134 100 151

Percentage of Aren
of Field Crops in
Wheat............. 45 36 58 63 49 57

Percentage of Urban
to Total Population 43 45 29 32 38 38

Percentage of Num-
ber Engaged in
Agriculture to
Total Gainfully
Ocecupied...,...... 40 35 65 60 53 51

" "10f this mileage, 1,600 miles were added in Saskatchewan,
1.200 in Alberta and 100 in Manitoba. :
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In Alberta and Saskatchewan, where land for
frontier settlement was still available, expansion
was much more rapid than in Manitoba. The
economic growth in the latter Province was largely
confined to the westward extension of the hydro-
electric, pulp and paper and mining development
of Ontario and Quebec. The application of new
and improved techniques to the resources of the
Pre-Cambrian  Shield which crosses northern
Manitoba was a replica, on a much smaller seale,
of what was taking place in Central Canada. Be-
tween 1920 and 1930 the developed water power
in Manitoba increased from 85,000 horse power to
312,000 horse power. The manufacture of paper
-began in 1927. Gold output became significant
in .1928," The production of zine-copper-silver in
the Flin Flon area did not get under way until
1930, but the capital expenditures in connection
therewith were made during the latter part of
the twenties.

These and other developments introduced an
important element of diversity into Manitoba's
economy. The net value of production of mining,
forestry and electric power rose from 5 per cent
of the total in 1920 fo 12 per cent in 1930. Con-
siderable progress was also made in manufactur-
ing and the contribution of this industry to the
total net value of (goods) production increased
substantially. - The dependence upon agriculture
declined and agriculture itself became less depen-
dent upon wheat. The percentage of the area of
field crops in wheat was 45 per cent in 1920 but
only 36 per cent in 1930. The farm income from
feed grains, live stock and dairy products now sur-
passed that obtained from wheat. Manitoba had
attained an important degree of maturity and had
come a long way from the pioneer stage with its
overwhelming reliance upon a single staple. How-
ever, the metropolitan area of Winnipeg continued
to be heavily dependent upon the wheat economy
of Saskatchewan and Alberta.

The economic growth of Saskatchewan and Al-
berta during this decade was due almost entirely
to the expansion in the production of wheat. There
was some development of oil in Alberta but the
coal mining industry lagged. The importance of
this one grain was partly the result of the rela-
tively greater rise in the price of wheat than in the
prices of live stock and dairy products, and partly,
the result of the rapid mechanization of farms
which displaced a large acreage of feed grains.®

8 The increase from 38,000 to B2,000 in the number of tractoras,
from 73,000 to 155,000 in the number of motor cars and trucks
and from practically nil to 9,000 in the number of combines on
farms in the Prairie Provinces between 1921 and 1931 shows how
the horse was beéing displaced by mechanical power.
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During 1926-28, 81 and 70 per cent respectively of
the total cash receipts from the sale of farm products
in Saskatchewan and Alberta came from wheat,
compared with but 43 per cent in Manitoba., In the
same period, the two former Provinces derived 62

and 50 per cent of their total incomes directly from .

agriculture while in Manitoba this percentage was
only 25 per cent. The prosperity of Saskatchewan
and Alberta was almost completely dependent upon
the production of a single commeodity of which the
volume of production was determined by the
extreme variations of a hazardous elimate and which
was sold on a precarious foreign market.

British Columbia—rapid economic expansion; the
stimulus from the opening of the Panama
Canal, low ocean freight rates and rising
demand for non-ferrous metals

The rate of economic growth of British Columbia
during this decade exceeded that of any other
Canadian region or province.

TasLe 36—Tur Economic PROGRESS oOF
Brrmisa Corumeria, 1920-29
InpicEs 1920=100

Capital Invested'®)| Net Value of
Production{t)

Per Capita

Population
Incomne(c)

British 10| British Yoo | British (oo | British (e a0

. |Columbisa, Columbia Columbia Columbia,
$ $
1820... 100 100 100 100 100 100 — —
1028. .. 120 110 133 116 126 299 554 432
1929. .. 130 117 163 138 145 107 600 470

&) Total capital invested in the primary industries {agriculture, mining, fishing
and forestry), manufacturing, central electric stations, B.n(‘i; prmmcml and municipal
publie works,

() Net value of “goods” production.

{e) Caleulated {rom the estimates of naticnal income prepared by the Research
Stafl of the Commission.

The development of the new sources of power
(electricity and oil), the rise of the new.industrial
metals, and the growing demand for wood-pulp and
paper suddenly brought a large heritage of natural
resources within the range of economic exploita-
tion. The opening of the Panama Canal and the
abnormally low ocean freight rates immensely im-
proved British Columbia’s general competitive
position, and in particular opened large interna-
tional markets to her bulky exports. The improved
techniques and greatly cheapened transportation
produced a rate of economic expansion in British
Columbia during the twenties equalled by few other
areas in the world.

The problems of treating the complex non-ferrous
metal ores of the Kootenay district were largely
solved during the War, but production in any great

volume was not attained until the post-War period.
Between 1920 and 1929 the output of copper
more than doubled, of silver increased by three
times, of zinc by over four times, and of lead by
nearly ten times. In 1930 British Columbia pro-
duced nearly one-tenth of the total world production
of lead and zine. The production of pulp and paper
which had begun before the War expanded consider-
ably during the twenties in response to demand from
the United States Pacific Coast and the Orient.
Both mining and pulp and paper were closely
related to the availability of hydro-electric power.
In 1929 the developed water power per capita in
British Columbia was higher than that in any other
provinee.

The opening of the Panama Canal was an event
of first importance to the leading industry on the
Pacific coast, lumbering. Prior to the War, the
high cost of transportation practically excluded
British Columbia lumber from foreign markets and
less than one-fifth of the output was exported. The
industry was almost entirely dependent upon sales
in the Prairie Provinces. In 1920 (when the
Panama Canal was not yet in full operation) the
cost of shipment of Pacific coast lumhber to New
York was $27.30 per thousand feet. In 1929 this
cost had fallen to $10.11.2 During this period, the
output of British Columbia lumber was almost
doubled. About one-half of this increased produc-
tion was exported, over 60 per cent of the exports
going to the United States where lumber had had
free entry since 1813. The signifieance of the Panama
Canal to British Columbia and also to the lumber
industry in KEastern Canada is further illustrated
by the fact that nearly one-fourth of all the sales
of lumber in 1929 from the former Province con-
gisted of water-borne shipments to the Atlantic
Coast of North America.

One of the most important results of the favour-
able circumstances which promoted a rapid expan-
sion of the primary industries was the capital
expenditures to which they gave rise. Much of the
exceptional prosperity during this period had its
basis in the large investment of capital. During the
twenties the volume of new construction in British
Columbia was nearly equal to that in the three
Prairie Provinees combined.

Prior to the War British Columbia was closely
dependent upon the transcontinental Canadian
economy and the -national transportation and

9 The great importance of this decrease in traneportation
charges and its revolutionary effects upon the industry are indi-
cated by the comparison of this decline with the total mill eost
of British Columbia lumber of $22.50 per thousand feet in 1929,



developmental policies.10 During the post-War
period this dependence upon Canadian markets and
policies declined. In the twenties the primary indus-
tries expanded almost entirely in relation to foreign
demands. About half the lumber, virtually the
whole of the mineral production, nearly all of the
fish, and a large part of the apples were sold in
external markets. British Columbia continued to
be deeply affected by the national policies but she
,derived her income mainly from sales abroad.

The modifications in the national transportation
policy during the twenties, however, enabled her to
benefit extensively from her improved position. The
Panama Canal greatly extended the potential
hinterland of the port of Vancouver. The freight
rate reductions on grain in 1922, 1923, 1925 and
1927 increased the area in Alberta and Saskatche-
wan from which wheat could be profitably shipped
via the Pacific coast. 'The large program of railway
branch lines speeded up the development of areas
tributary to Vancouver.ll Of considerable impor-
tance, also, was the regional equalization of railway
freight rates that took place during the post-War
decade.l2  These rate reductions, together with the
opening of the Panama Canal and the rapid growth
of the local exporting industries, were particularly
helpful to Vancouver which grew to become the
third largest metropolitan centre in Canada. Dur-
ing 1921-31 its population rose by over 50 per cent.
The capital expenditures involved in this expansion
contributed greatly to prosperity of the Pacific coast
region.

Central Provinces—technological changes and
favourable foreign markets induce rapid devel-
opment of forest and mineral - resources;
increasing industrial and financial concentra-
tion in this region.

The economic developments of this decade were
highly favourable to Ontario and Quebee. Agricul-
tural expansion in the Prairie Provinces and the
rapid growth of the exporting industries in British
Columbia within the framework of the national

1¢ Seventy per cent of her total production of lumber waa
sold in the booming markets of the Prairie Provinces.

11 Between 1921-22 and 1928-20 the shipments of wheat to
Europe through this port rose irom 4.5 million bushels to 41.1
million bushels.

12 This may be illustrated by a comparison of Fifth Class
Maximum Standard Mileage Rates for a distance of 400 miles,
(This class and distance is selected merely to show the direction
of the changes.) In 1914, Pacific rates were 77 per cent;
Saskatchewan-Alberta rates 49 per cent; and Manitoba rates 37
per cent above those of Ontarin and Quebee (Central rates}. In
1923, Pacific rates were only 32 per cent and DPrairie ratea 14
per cent above the Central rates, In 1922, the Pacific Standard
rates were lowered from a level 1% times the Prairie rates to
a level 11 times the Prairie rates,
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policies widened the opportunities of the commer-
cial and industrial enterprises concentrated in the
‘central region. The progress of this area along the
old lines was greatly supplemented by the rise of
their own new frontiers and by new direct external
contacts which resulted from the application of
improved techniques to.the resources of the Pre-
Cambrian Shield. Ontario and Quebec recovered
quickly from the 1921 depression and thereafter
enjoyed increasing prosperity until 1930.

TasLe 37.—TuE EcoNoMmic Procress oF ONTARIQ AND
(QQuesec, 1920-29
Indices 1920=100 ~

Topulation Capital Invested®| Net Value of Per Capita
Productiontt) Incomele
Ontario Ontario Ontario Ontario
an| Caradal ond |Canadal] and |Canada| and Canada
Quebec Quebec Quebec Quebec
- ) 3 $
1629... 100 100 100 100 100 100 _ —_—
1928... 112 110 118 116 95 99 430 432
1029... 118 117 142 138 114 107 485 470

() Total capital invested in the l;;primm'},' industries (agriculture, mining, fishing
and forestry), manufacturing, central electric stations, an provineial and municipal
public worka,

b Net value of “'goods” production.

(s} Caleulated from the estimates of national income prepared by the Research
Staff of the Commirsion.

Prior to the War the economic growth of the
Central Provinces was closely dependent, upon their
ability to sell manufactured goods and services to
the exporting industries in the other regions of
Canada, principally the Prairie West. The foreign
outlets for their products had become of minor
importance. It is true that the attack on the Pre-
Cambrian Shield began before 1914, but large-scale
developments had to await the new conditions of
the War and post-War periods. The lack of coal
and iron ore was a serious obstacle in the age of
steam and steel. The development of electricity,
the gasoline engine and the rising demand for the
newer industrial metals now greatly shifted the
position of comparative advantage. These changes,
together with the improvements in metallurgical
processes and the increasing consumption of pulp
and paper brought the resources of northern Ontario
and Quebec into their own.

Aside from the existence of mineral deposits and
unexploited timber resources, the central factor in
the new developments was the availability of hydro-
electric power.13 Because of the interior location
of Canada’s mineral resources and the low grade

13 [ts great importance is indicated by the fact that anro;ri-
mately 100 horse power of energy are required per ton o daily
output of newsprint.
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character of many of the ores, economic exploita-
tion would not be practical were it not for the
avallability of cheap electric power with which to
mine and to treat the ores on the spot. Between
1920 and 1930 the developed water power in Ontario
and Quebec rose from 2-0 million horse power to
48 million horse power. In the latter year, nearly
30 per cent of this power was utilized by the pulp
and paper industry and 12 to 15 per cent by the
mining and metallurgical industries. The produc-
tion of hydro-electric energy in the two Central
Provinces during 1930 was equivalent to approxi-
mately 13 miilion tons of coal, or about twice the
total annual average output of coal in Nova Seotia.

The abundance of cheap hydro-electric power
and the favourable markets for wood-pulp, paper
and non-ferrous metals were the bases of the rapid
expansion in the exploitation of the resources of
the northern areas. During this decade, the pro-
duction of non-ferrous metals in the Central Prov-
inces was almost doubled and the output of paper
increased by nearly three times.1* The manufae-
turing of pulp and paper became Canada’s leading
manufacturing industry and newsprint paper the
second largést Canadian export. In 1930 the net
value of production in mining, forestry and electric
power made up one-fifth of the total net value of
(goods) production in the two Provinces. The
population of the northern districts, which was
almost entirely dependent upon these activities,

became about equal to the population of the whole
of Alberta.

The development of large exporting industries
and the growth of the new communities dependent
upon them constituted a significant change in
economic structure of the Central Provinces. It
lessened relatively the importance of the other
regions as markets for the manufactures and ser-
vices of Ontario and Quebec. Secondly, it was
the basis of heavy capital expenditures which
added greatly to the prosperity of these Provinces
during this period. The rapidly expanding indus-
tries which obtained their income from abroad and
spent it mainly in the protected domestic market
more than took up the slack which resulted from
the declining rate of growth (as compared with
the pre-War period) of Prairie agriculture. The
investment of over one billion dollars in central
electric stations, pulp and paper factories and
mines during this decade provided ample outlets
for activities formerly dependent upon the railway
and building boom of Western Canada.

M Gold output rose from $12 million to $39 million and other
non-ferrous metals from $43 million to $59 million.

Another technical innovation, which during the
twenties brought a large increase in the income of
the central region from external sources, was the
automobile. This new means of transportation,
besides giving rise to important new manufacturing
and service industries and to heavy capital expend-
itures on roads and streets, was the principal factor
in the rapidly growing tourist trade from the United
States. In 1929, the expenditures of foreign tour-
ists in Canada reached an estimated total of $300
million, a figure greater than the value of any'
Canadian commodity export. At least 80 per cent
of this amount was spent in Ontario and Quebec.

While the basis of the economy of Central Canada
was substantially broadened by the new develop-
ments, manufacturing continued to be the pre-
dominant activity, This industry received a con-
siderable stimulus from the new export incomes of
both this region and Western Canada which the
national policy of protective tariffs effectively
directed to the domestic producer. Furthermore,
Ontario and Quebec were able to benefit most from
the technological changes of this decade. The pro-
duction of automobiles, electrical apparatus and
supplies, the new textiles, radios, etc., was confined
almost entirely to these Provinces. The concentra-
tion of manufacturing in Central Canada became
even more complete,

TaBLE 38.—PERCENTAGES OF THE NET VALUE oF MaNUy-

FACTURES IN ONTARIO AND QUEBEC TO THE
CanapiaN Torars, 1910-29

Ontario and  [Ontario [ Quebeo
_ Quebec
1919 1929 1929 1929

Total Textiles..... P 90 91 47 44
Cotton Textiles..................... B0 94 21 73
Wool Textiles....................... 90 94 50 14
Totalfron and Steel Products. ........ 81 86 66 20
Primary Iron and Steel........ ..., — 75 56 19
Agricultural Implements. ......,.... 98 98 5} 3
Railway Rolling Stock.............. 67 76 23 53
Automobiles................. ... ... 100 95 96 —
Electrical Apparntus and Supplics.. ... 99 99 77 22
Chemicals and Chemical Products. . .. 75 90 59 31
Rubber Produets................ ... .. 91 99 74 25
Boots and Shoes...................... 94 97 36 61
Furniture............o.oiviiieenan.,, 97 05 70 18
Glass Produets....................... 73 92 53 39
Tobaceo.........o.ovviie . 95 10¢ 11 ]
Pulpand Paper....................... 93 86 32 54
Flour Mills........................... 82 58 45 13
Saw-Mills........,............. ..., 61 38 22 18

Non-ferrous Metal Smelting and Re-
ARIng, oo e e — 78 54 23
Fruit and Vegetable Canning.......... 93 75 65 10
Meat Produets........................ 68 66 51 15
Liquors.........c..ooooiiiiinnaa 83 81 40 41
Petroleum Refining................... B3| . 54 41 14
Central Electric Stations.............. 63 75 42 33
Total of Listed Manufactures, ......... 80 84 51 33
All Manufactores...................... 80 82 Bl 31




"~ In Quebee, although considerable progress was
made in the processing of natural products with
the use of hydro-electric power, manufacturing
continued to be mainly dependent upon consumers’
goods {(clothing, cotton textiles, boots and shoes,
tobacco) requiring a large supply of labour. On-
. tario, on the other hand, specialized in the rapidly
growing, mechanized industries producing durable
consumers’ goods and machinery. For a number
of these (automobiles, farm implements and rub-
ber products)} important export markets were built
up on the basis of Empire preferences, and care-
fully contrived loopholes in the tariff which gave
access to United States techniques, tools and parts.

The concentration of manufacturing in Central
Canada was accompanied by an increasing concen-
tration of the financial, commercial and distribu-
tive services in this region. The fact that Canada
was able to finance a very large part of the post-
War capital investment out of its own savings
opened large opportunities to Canadian financial
institutions. The increasing amount of capital re-
quired was gathered together from all over Canada
and allocated to investment purposes throughout
the entire country by the finaneial houses and pro-
moters of Montreal and Toronto. Furthermore,
the business boom of 1926-29 brought another
wave of corporate mergers and consolidations which
centralized industrial control and the location of
head offices even more completely in the metro-
politan centres of Ontario and Quebee. This in-
dustrial and financial centralization had the effect
of canalizing a very large part of the profits, net
incomes, and wealth which arise from activity
over the whole country, into the central region,
In 1930, 80 per cent of the total net corporate in-
comes subject to the Dominion corporation income
tax and 77 per cent of all individual incomes over
$10,000 subject to Dominion income tax appeared
in the two Central Provinces. In the same year,
four-fifths of all the dividends from stocks and
interest from bonds paid to Canadian individuals
were received by residents of Ontario and Quebee.

The growing concentration of manufacturing,
commerce, and finance was reflected in the increas-
ing urbanization and the rapid expansion of the
metropolitan centres of the two Provinces. Be-
tween 1921 and 1931 the urban population rose
from 58 per cent to 61 per cent of the total in
Ontario, and from 56 per cent to 63 per cent in
Quebec. In Ontario agriculture declined relatively,
and in Quebee, absolutely. In the latter Province,
where the migration from the country to the city
was greatest, the number of farms and the area
of improved land actually decreased, despite the
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encouragement to colonization given by the Pro-
vincial Government and the Church, Quebec be-
came the most highly urbanized Province in Can-
ada. The principal urban areas, Montreal and
Toronto, which became the metropolitan centres
for the entire Canadian economy, increased their
populations during-this decade by 39 per cent.and
33 per cent respectively, compared with an in-
crease of 18 per cent in the population of the coun-

"try as a whole. Montreal continued to be heavily

dependent upon the transcontinental economy
established by the “ wheat boom” and the national
policies, while Toronto became more closely asso-
ciated with the rapidly expanding industries on the
Pre-Cambrian Shield.

Significant Changes in the Canadian Economy—
rise of new export areas and decline in unifying
influence of wheat; growing vulnerability to
external fluctuations, increasing rigidities and
specialization

The impaect of technological changes and fav-
curable foreign markets upon Canada’s undevel-
oped resources brought, during the twenties, an-
other period of expansion and prosperity. How-
ever, the uneven distribution of the resources
which were now drawn into exploitation meant
that the various Canadian regions were affected
very differently. The old economy of the Mari-
times languished; good prices (during the latter
half of this period) and agricultural settlement
of the remaining fringes, produced 2 consider-
able, though not a spectacular, expansion in the
Prairies; Central Canada and British Columbia
surged ahead on the basis of new and rapidly
growing export industries. The nature of the
development during this decade modified the
simple unity of the Canadian economy which
rested on the rising production and exportation
of wheat. Prior to the War, there was one pre-
dominant export area, the Prairie West, whose
growth under the influences of the national
policies built an integrated transcontinental
economy. During the twenties new important ex-
port staples emerged in two other regions. Form-
erly the economy had but a single important
external contact; now there were several. One
promoted KEast-West cohesion; the others em-
phasized North-South relationships and regional
economic independence.

The national economic policies were continued
without any significant changes. The specific
applications of these policies during the twenties
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were largely attempts to round out the great na-
tional purposes for which they had been adopted.
The settlement of the Northwest was virtually
completed. The national transportation system
was consolidated and improved, and branch lines
were added to encourage the development of the
few remaining areas of unsettled agricultural land.
No new and sweeping projects were launched and
the Dominion rested on its past accomplishments.
However, with the unequal levels of prosperity,
the restrictive effects of the national policies upon
certain regions became more burdensome and much
dissatisfaction arose. No new policies were ini-
tiated but a number of modifications were made in
the old for purposes of regional appeasement, The
alterations in the tariff consisted mainly of a much
greater use of certain devices (drawbacks, special
exemptions, ete.) which tended to reduce the costs
of the primary producer without changing the gen-
eral level of protection, The influences of the
Dominion on the freight rate structure, as exercised
by statute, orders in council and the decisions of
the Board of Railway Commissioners, tended to de-
crease regional differentials. The rising incomes
of the twenties made it relatively easy to get ac-
ceptance of the adjustments necessary to main-
tain a national economic integration.

While the circumstances of this decade were fav-
ourable to Canadian expansion they also increased
the vulnerability of the economy. The new export
staples were the result of highly specialized activi-
ties. Large areas of the country, where it was
either wheat or nothing, pulp and paper or nothing,
Iumber or nothing, non-ferrous metals or nothing,
became dependent upon the exportation of a single
or a very few commodities. If the foreign prices
of these fell to unprofitable levels there would be
no alternative occupations. On the Pre-Cambrian
Shield and over a large part of the Prairies self-
sufficiency even for a bare subsistence would be
impossible, The principal products consisted of
raw materials, and hence the probability of extreme
fluctuations was great. In a number of cases Can-
ada supplied a large portion of the total world
requirements;15 therefore, she would feel the full
impact of any external disturbances. The weak
condition of the international market for the two
most important commodities, wheat and newsprint,
rendered the situation all the more precarious.

The growth of the specialized exporting indus-
tries was associated with very heavy expendi-

15Tn 1930 Canada supplied 32 per cent of the world's exports
of wheat. 83 per cent of the world’s exports of newsprint, 14 per
cent of the world’s exports of copper, 12 per cent of the world’s
exports of lead and zine, and 31 per cent of the world’s exports
of aluminium.

tures on fixed equipment. The economy became
geared to a high rate of capital investment; if any-
thing curtailed this investment, a serious problem
of unemployment would arise. Furthermore, these
investments in capital facilities were financed in
a way which greatly increased the overheads and
rigidities. The large fixed interest costs of private
industry and governments would make adjust-
ments to falling export incomes extremely difficult.
Added to these rigidities were those which arise out
of increasing urbanization, industrial concentration
and centralized financial control.

The rapidly increasing per capita real income
during the twenties both in Canada and in other
countries was another source of instability. The
more income rises above the requirements of bare
subsistence, the more unstable the economic sys-
tem tends to become. The expendifures on per-
sonal services, comforts and luxuries may be sharply
reduced or postponed when confidence is shaken
by economic disturbances. The higher the propor-
tion of income devoted to non-essentials and the
more specialized the productive resources, the more
severe and far-reaching is the contraction which
results from the curtailment of such expenditures.
In 1929 the average per capita real income in
Canada was one-third higher than in 1920. In the
latter year large sums were spent on automobiles,
radios, household appliances, new houses, and on
other semi-luxuries or postponable items. A sharp
reduction in these outlays would create difficult
problems of uremployment and readjustment.

At the end of this decade Canada had attained
a high level of prosperity, but the increased speciali-
zation, the great dependence upon raw material
exports, large overheads, stubborn rigidities, and a
relatively high per capita income greatly enhanced
her vulnerability to economie fluctuations. These
fluctuations might arise from external develop-
ments, or from geographical and climatic factors
in Canada, or as a result of errors of policy in the
past and the limitations inherent in the Canadian
economic and political structure, but all had the
common characteristic of being, at the time, uncon-
trollable by any means then at the command of
Canadian governments.

2. PusLic FiNawce

The circumstances of the twenties included no
spectacular changes such as those which brought
the steep increases in government liabilities and
expenditures associated with the wheat boom, the
War and the immediate post-War conditions. Be-
tween 1920 and 1930 the total per capita debts and
expenditures of all governments rose but 13 per



cent and 9 per cent respectively. During this
period, however, there were significant changes in
government responsibilities and in the problems of
Canadian public finance. Public welfare and high-
ways occasioned the most rapidly inereasing costs of
government and these fell almost entirely on the
provinces and the municipalities. Thus, while the
total per capita debts and expenditures of the
Dominion declined, those of the municipalities rose
by over 20 per cent and those of the provinces by
over 70 per cent. The provinces, which were re-
quired to finance and administer the major portion
of the expanding public functions, acquired a
greatly enhanced importance in the governmental
structure of the country.

Cautious Policy of the Dominion—consolidation of
past developmental projects and avoidance of
responsibility for expanding services

Throughout the period, the Dominion resisted
the temptation to embark on new services and until
the later years of the decade it enforced a rigid
economy on all controllable expenditures. By 1926
a substantial reduction in current outlay had been
effected. However, in the boom prevailing after
1926, expenditures rose slowly through diffused
expansion of existing services. The only significant
new obligation assumed was the assistance to pro-
vineial old age pension schemes. The cost of
general government rose substantially and there
were moderate additions to the expenditures on
agriculture and national defence. Offsetting these,
the position in 1930 showed a substantial decline
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in current payments on transportation, due mainly
to the reduced deficits of the national railways.
Although the outstanding debt of the Dominion
rose by $250 million, owing to the expenditures
necessary to round out the national railway prop-
ertics and for the extension of branches in the
Prairie Provinces, the total interest charges de-
creased, partly because of refunding at lower rates -
of interest and partly because of the improved
earning position of the Canadian National Rail-
ways.

In its endeavour to ease the burden of taxation,
the Dominion at least managed to simplify the tax

.structure by reduction and elimination of special

War taxes. Rising imports and rising prosperity
boosted customs and excise receipts thus making
it possible to cut the special levies. The business
profits tax and some minor taxes were entirely
abandoned. By successive cuts the sales tax was
whittled down from 6 to 1 per cent. The corpora-

_tion income tax was lowered. The income tax on

persons was cut and the exemptions repeatedly
raised. In this way the indirect taxes of customs
and excise resumed some of their former importance
in the federal revenue system. In 1913 virtually all
Dominion revenues came from these two sources.
In 1921, with the yield of special taxes at its peak,
customs and excise produced little more than one-
third of total revenues. In 1930 they produced a
sum approaching two-thirds of total revenues. In
its whole fiscal policy the Dominion was labouring
for a return to pre-War “ normaley "—although it
was no longer dealing with the pre-War economy.

TaBLE 39.—CovERNMENT EXPENDITURES, CURRENT ACCOUNT, 1921 axp 1930
{Thousands of Dollars)

Municipal Provincial Dominion Total®
T 1921 1930 1921 1930 1921 1930 1921 1930

Net Debt ChArges. . ..ooovennnrvrareenns 36,044 | 55,740 | 14,384 | 20,476 | 152,488 | 149,008 | 202,475 | 232,522
Defenee. .. cvivee i iiin e, — — — — 17,249 23,256 17,249 23,256
Pensions and Aftereare.......ovvevnneen e — — — —_— 53,688 55,341 53,688 55,341
Public Welfare. .. .. ......... 18,786. 31,510 12,437 34,678 4,911 17,698 36,134 83,882
BAUCAHON . « 1+ evvreereeeeeennnianeeeess ..| e6,280| 84,705 | 20,850 | 33,775 924 702 | 88,057 | 119,101
Agriculture and Public Domain............. — - 9,174 21,241 17,506 23,208 26,722 44 484
Transportation.......ovviiiinenenreaansn. 30,962 42,159 8,119 28,328 41,666 29,083 80,747 99,570
Subsidies to Provinees. ....oovviieirannian- — —_ - — 12,212 19,036 — —
General Expenditures—

Ju:t;)igem};%iﬂitggﬁé. (.‘.:‘r'eln.e.r a.l . Government. 51,911 71,614 25,689 35,902 | 53,733 | @70,332 (131,333 | (177,849
TOTAL. .t e iaea e 204,883 | 285,728 90,653 1 183,400 | 354,467 | 387.844 | 636,405 836,085

(s} Inter-governmental paymants eliminated.
) Includon Post Ofice deficit of 4,045,
&) Includes Post Office deficit of §,081.
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Rapid Exzpansion of Provincial-Municipal Expend:-
tures~—provinces assume major share of cost of
expanding services; public welfare and high-
waoys

Of the $200 million increase in current expendi-
tures at all levels of government between 1921 and
1930, the Domirion accounted for only $33 million.
Of the 814 billion increase in total outstanding debt
of all governments in this period, only one-quarter
billion dollars was incurred by the Dominion (in-
cluding the Canadian National Railways). The
reluctance of the Dominion fo embark: on new
services or to give assistance in financing them
meant that the weight of the new demands fell on
the provinces and municipalities. Moreover, the
demands which loomed up in the twenties were for
services falling primarily, if not solely, within the
constitutional powers of the latter governments.
Thus there was a marked rise in both provineial and
municipal debt and current expenditures. The
$1 billion addition to the debt of the provinces and
municipalities was largely incurred for public utili-
ties, highways and various projects of development.
The greater part of the $173 million increase in the
current expenditures of provincial and municipal
governments in this period was due to increased
debt charges arising out of these capital investments
and to increased current expenditures on public
welfare and highways. The provineial and local
governments had either special interests or special
respongibilities in these fields.

With the virtual disappearance of the agricultural
frontier, the increasing specialization of oceupations,
and the continued drift from the country to the city
which accompanied greater industrialization, the
self-sufficiency of individuals, families and com-
munities continued to decline. The risk of indi-
vidual misfortune which had formerly been carried
by the individual himself, the family, or by
informal community assistance and charity, was
throughout this period assumed to an increasing
extent by governments. At the beginning and
again at the end of this decade the provinces and
the Dominion, as well as the municipalities, made
payments for the relief of unemployment. Through
the initiative of the Dominion a provineially-
administered old age pensions scheme was launched
during the twenties, which involved the provinces
entering the scheme in the responsibility of provid-
ing half the rapidly mounting cost. The provision
of mothers’ allowances was extended. A growing
realization of the vital public interest in public

health led to the extension of free curative and
preventive services and to enlarged support of
hospitals and similar institutions.

Despite the economic and social changes which
manifested themselves in a pronounced manner in
the twenties, Canadians adhered to the belief (quite
appropriate in a simpler society) that the munici-
palities were the proper agencies to bear any neces-
sary public responsibility for social welfare. Pro-
vincial governments through their assistance to
welfare activities made many amendments to this
doctrine. But the Dominion was barred from
accepting any responsibility except, as it proved,
when a public welfare problem overwhelmed both
the municipalities and the province. Thus the
greater part of the growing burden of these
services fell upon the latter governments.

Between 1921 and 1930 current public welfare
expenditures of all governments rose 130 per cent.
The Dominion share of this increase was confined
almost entirely to the financial support given to
provineial old age pensions schemes and relief grants
which reappeared again in 1930. Three-fourths of
the added outlays were borne by the provinces and
municipalities. However, at the end of this period
public welfare still absorbed less than one-fifth of
the provincial-municipal revenues. Buoyant eco-
nomic conditions throughout the greater part of
the twenties kept public welfare needs at a mini-
mum and masked the fundamental social and
economic changes which had taken place. There
was no cbvious indication of the potential magni-
tude of the financial responsibilities which the
provinces and municipalities had assumed.

Traditionally, roads and highways were a provin-
cial and local responsibility in Canada. In a
smaller, more compact and more evenly settled
country, the coming of the motor vehicle would
have precipitated a national highway program.
Because great distances and natural obstacles
divided the areas of settlement in Canada, the motor
vehicle was at first used only for inter-urban and
short-haul purposes. The demand for national
highways was long in emerging and the Dominion,
struggling with its railway problem, limited its con-
tribution to highway development in this period to
temporary grants-in-aid to the provinces between
1919 and 1928. The reconstruction of local roads
into a network of highways capable of carrying the
ever-growing motor traffic fell to the lot of the
provinces and the municipalities. The automobile
promoted the growth of suburban areas around the
larger cities, thus extending the areas which required




new community equipment and various municipal

services. The rapid increase in the use of the auto- .

mobile throughout the twenties made suburban
development, as well as highway construction and
maintenance, an ever heavier burden.

Current outlay on highways by all Canadian
provinces and municipalities was nearly doubled
between 1921 and 1930. Capital investments in
streets, highways, bridges, andferries rose from
$364 million to $743 million. Owing to the enforced
restrictions on capital expenditures during the War,
relatively little progress was made with highway
construction until the twenties. In most provinces
ambitious programs were launched early in the
period. But the increasing speed, weight and num-
ber of vehicles rapidly pushed even new roads into
obsolescence. Main highways were soon costing as
much as railway lines of high standard. The
demand throughout the period was much higher
than the capacity of most provinces and municipali-
ties to provide them.

The British North America Act secured the prov-
inces in control of education. During this period a
number of factors contrived to increase the cost of
this function. An equalitarian philosophy demanded
the widest possible extension and constant improve-
ment of educational opportunities. The growing
complexity of the economy required an increasing
variety of skills which ecould only be supplied by a
more specialized and more expensive educational
system, Moreover, the predominance of younger
people among the immigrants who flowed into the

country after 1900 altered the normal age distribu-.

tion of the population and brought a sharply
inereasing number of children to the schools in the
twenties, The possibility of relieving the conse-
quent growing burden on the provinces and muni-
cipalities through substantial federal aid to educa-
tion was limited if not entirely excluded by latent
racial and religious issues. The Dominion made
special temporary grants-in-aid for agricultural
instruction and technical education which were of
. some assistance in this period, but these were not
renewed when they expired. In the result virtually
the entire burden of ‘mounting educational costs
remained with the provinces and the munieipalities.

During this period the provinces were more than
ever concerned with promoting the development of
their natural resources. Added attention was given
to the proteetion . of valuable forest reserves against
fire and inseets. " Conservation of fish and game was
linked with active/promotion of the tourist trade.
Roads were built” and geological surveys under-
taken to encourage mining development. Various
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"+ ‘expenditures weré'made to encourage immigration
~and settlement in new areas. Consequently, be-

tween 1921 and 1930, the current outlay on publie
domain and agriculture rose from $9 million to
$21 million.

The public utility projects pushed forward by the
provinees during this period were closely allied to
their interests in public domain and development.
Ontario invested heavily in hydro and Saskatche-
wan, Manitoba, New Brunswick, and Nova Scotia
made capital outlays on provincial, electric-power
systems. The Prairie Provinces extended and im-
proved their telephone facilities. The total pro-
vincial capital investment in public utilities (ex-
cluding railways) rose from $172 million in 1921 to
$330 million in 1930. These investments, however,
were almost entirely self-supporting and while they
added substantially to total governmental debts,
they did not add (with the exception of tele-
phones in Alberta) materially to the burden of
debt charges.

The Doubling of Provincial Revenues—appearance
of new sources; liquor control, gasoline tazes
and motor vehicle licences.

While the Dominion pursued a negative policy,
avoiding new obligations and striving to cut down
existing ones, the provineces and municipalities,
taken as a whole, extended some of their old activi-
ties in a marked fashion and assumed new responsi-
bilities of an undefined scope. Greatly increased
revenues were necessary to meet some $173 million
inerease in annual expenditures of 1930 over 1921,
Municipalities provided for their added costs by
increased returns from existing sources of revenue,
while the provinces relied partly on the inereased
yvield of old' sources and partly on new sources
which they discovered.

The tax on real property remained the mainstay
of municipal revenue. In 1930, as in 1921, it pro-
vided over 80 per cent of the municipal reeeipts.
The post-War slump which drove down property
values caused many municipalities acute embar-
rassment in the early years of the decade. More-
over, the increased use of the automobile had a
gerious and adverse effect upon the tax base in
many of the larger urban centres. At the very
time when it was compelling large expenditures
on the improvement of streets, it promoted the
rapid growth of new residential districts outside
the boundaries of the city. This flight to suburban
arcas had a depressing effect upon property values
within the central municipality. However, the
economic expansion of the twenties, combined with
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TaBLE 40.—GovERNMENT REvenues, CurrENT AcCCoUNT, 1921 anp 1930

(Thousands of Dellars)
Municipal Provincial Dominion Total™
1921 1930 1621 1930 1921 1930 1921 1930

Federal Subsidies.........c.oieirvinnnenn. — —_ 11,865 14,276 — — -— -
Taxes—

Customs Import Duties.........cevvuunn. — — —_ —_ 105,687 131,209 105,687 131,209

Excise Duties. ......ovevniineerinnnenes —_ —_ — —_ 36,755 57,747 36,755 57,747

Manufacturers’ Taxes.....covveerrnnesrs — — — — 6,639 10,474 6,639 10,474

Sales TaXe8. ., . cvvvrerirerieerrnnneennnns — — _ — 61,273 20,147 61,273 20,147

Corporation Taxes..........coveevernnnn —_ —_ 11,162 18,520 64,008 45,961 75,170 64,481

Succession Duties......covicniiinvinnn. — — 9,724 20,780 — — 9,724 20,780

Income Taxes on Persona................ 73 3,896 485 2,122 39,821 26,624 40,379 32,642

Gasoline Taxes.........coveveearnnann. — — — 23,487 — — — 23,487

Real Property Taxes.......oevvvnereinnn 189,656 | 257,118 9,720 6,708 — —_— 199,376 263,826

Amusement Taxes..........coocvinnn. — — 3,032 4,525 — — 3,032 4,525

Other Taxes..ocoeveninv i ieiineinanes 17,956 21,760 1,199 1,534 6,140 4,531 25,295 27,825

Sub-Total—Taxes............... 207,685 | 282,774 35,322 77,676 320,323 206,693 563,330 657,143

Motor Vehicles, Automoebile Licences, cte.. .. — b 8,381 19,907 —_ —_ 8,381 19,907
All Other Licences, Permits and Fees, Fines

and Penalties...... ettt e, 8,010 11,294 8,360 10,024 2,860 3,703 19,230 25,021
Public Domain............. ... .ot — —- 14,786 17,037 3,542 2,207 18,328 19,334
Liquor Control........................... — —_ 7,856 30,985 — — 7,856 30,985
SBale of Commodities and Services........... 1', 155 3,171 747 1,159 2,358 2,745 4,260 7,075
Other. .ot e 13,537 19,916 3,083 2,759 3,425 8,605 18,679 29,457
TOT AL, . o oot eiaeaareriianennens 230,387 | 317,155 90,400 | 173,823 | 332,508 | 314,043 | 640,064 788,022

{a) Inter-governmental receipts oliminated.

& Particulars not available; included with All Othet Licences, Permits and Fees.

rapid urban growth, came as an important counter-
acting influence, supporting property values and
strengthening the tax base for the time being.
While all other sources of municipal revenue yielded
$20 million more in 1930 than in 1921, the tax on
real property yielded an additional $67 million.
Anything which had an adverse effect on real estate
values would wundermine Canadian municipal
finance,

The capacity of the provinces to discharge the
responsibilities they had assumed in the fields of
public welfare, education, highways and public
domain rested very largely on the remarkable in-
crease in revenues derived from liquor control,
motor vehicle licences and gasoline taxes. Total
provincial revenues in 1930 were nearly double
those of 1921; more than two-thirds of this in-
crease was derived from the additional yield of
these three items. Provinecial revenues from motor
vehicle licences and liquor control rose by 811
million and $23 million respectively during the
period. Most important, the provincial gasoline
taxes, which had not yet been imposed in 1921,
were yielding more than $23 million in 1930, Total

provincial revenues from corporation taxes, and
succession duties doubled during the period but the
total increase derived from these sources was con-
siderably less than the increase provided by the
profits of liquor control alone. The provinces,
which had once been expected to rely almost en-
tirely on revenues from public domain and the un-
conditional federal subsidies, drew only 10 and 8
per cent respectively of their revenues from these
sources in 1930.

The Vulnerability of the Provincial Fiscal Sys-
tems—the reluctance of the Dominion to re-
lieve or assist the provinces and to compen-
sate for the great regional disparities

During the twenties the provinces, relying on
new-found sources of revenue, increased their ex-
penditures very considerably. Much of their cur-
rent outlay was on fixed charges and, therefore,
uncontrollable.  The responsibility for publie
welfare was laden with contingent commitments,
and their weight would vary inversely with the
ability to carry them. During a depression their




total expenditures were certain.to rise, Their rev-
enues were, to a considerable extent, drawn from
semi-luxury “ consumption taxes” which were

equally certain to give a decreased yield when -

there was a contraction in incomes. The economy
would reveal, under the stress of economic reverses,
great disparities in the width and adequacy of the
different revenue bases and in the vulnerability of
fiscal systems. The combination of falling rev-
enues and rising costs would affect the different
regions very unequally, The inherent weaknesses
in the position of the Maritimes were clearly ex-
posed early in the decade. The whole structure
of provincial and municipal government on the
Prairies was highly vulnerable, and almost entirely
dependent on the maintenance of the favourable
export position of a single commodity: wheat.
British Columbia too was heavily dependent upon
favourable prices for its exports. Relatively speak-
ing, the Central Provinces, with a more diversified
economy and with their access to the national pools
of wealth, had much the most secure and advan-
tageous position.1® In times of prosperity these
disparities, even though disturbing, were still toler-
able. In any period of sharp distress some kind of
equalizing action by the Federal Government would
be inevitable.

During the twenties the Dominion Government
took the lead in launching a system of old age
pensions and agreed to match provineial appro-
priations for that purpose under certain specified
conditions. At the beginning and again at the end
of the period the Dominion made emergency grants
to the provinces to assist in the relief of unem-
ployment. When the serious plight of the Mari-
times became an unmistakable fact, the Dominion
took steps to assist them and increased subsidies,
in accordance with the findings of the Duncan
Commission, sufficiently to cover the current
deficits. This was an admission that when a prov-
inee had demonstrated in a painful way that it was
unable to fulfil its responsibilities, the Dominion
was prepared to extricate it from its immediate
difficulties. Only in extreme cases was the Federal
Government willing to undertake equalizing. action.
In all other circumstances the Dominion shied away
from new financial burdens and studiously resisted
suggestions that it should aid the provinces to carry
their mounting obligations.

18 Ontario and Quebec in 1930, with 60 per cent of the total
population of the Dominton, were collecting 87 per cent of the
total succession duties. These Provinces had large reserves of
revenue in their ability to make levies on national business
orzanizations whose principal offices and property” were located
within their borders.
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There were a number of reasons for this attitude
on the part of the Federal Government. Its own
burden of debt and the costs of reorganizing
the government railways were acutely inhibiting
influences. Intent upon retrenchment and reduc-
tion of debt charges, it insisted that the British
North America Act laid the responsibility for
meeting the new demands at the doorsteps of the
provinces and the municipalities. For the same
reason it was little disposed to assist the prov-
inces by making conditional grants-in-aid for
specific provincial services. Moreover, the condi-
tional grant was far from being generally approved
as an appropriate device in the hands of the
Federal Government.

Conditional grants were first used in 1913 when
federal assistance to the provinees for agricultural
instruction was granted for a ten-year period. As
part of the reconstruction program at the close of
the War, similar grants were provided for assist-
ance to highways, technical education, control of
venereal disease, and maintenance of employment
offices. These grants were either experimental or
were given under extraordinary circumstances.
Most of them were given for but a limited period
of time. However, there was a body of opinion
which favoured vigorous federal initiative and
leadership for national purposes, even in fields
where the primary responsibility rested with the
provinces. It supported the further extension of
the technique of the conditional grant as an instru-
ment of national policy. The opponents to the
use of sueh grants objected on the ground of the
well-known argument that a government which
spends public funds should bear the full responsi-
bility of levying the taxes necessary to provide the
money. They also emphasized that a harmonious
federalism depended on the Dominion respecting
the untrammelled independence of the provinces
in their own sphere. They argued that attempts
to ensure careful spending of federal funds would
involve the Dominion in a dangerous interference
with the autonomy of the provinces. This latter
view was dominant in federal polities throughout
the greater part of the twenties. Thus theory
supported practical considerations of economy in
rejecting conditional grants, The system of ecoh-
ditional grants was not extended and the subven-
tions for agricultural instruction, highways, and
technical education were allowed to lapse. Apart
from exceptions already noted, the Domirion was
bent on avoiding new obligations in the post-War
period. - The general prosperity of the later years
of the twenties made this possible without any
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immediate repercussions in the provinces, but it
did not prevent the provinces getting into seriously
exposed positions.

Signs of approaching difficulties were not
wanting. The distress of the Maritimes was met
temporarily by the award of the Duncan Commis-
sion which nearly doubled their subsidies, At the
Dominion-Provinecial Conference of 1927, when the
award was approved by the other provineces, all
the provinces except Ontario and Quebec gave
notice of further claims. They complained that
their fiscal resources were not adequate to their
obligations, and proposals ranged from the assump-
tion of new services by the Dominion to the
withdrawal of the Dominion from certain fields of
taxation. The reply made by the Dominion
Minister of Finance to these various claims and
suggestions mirrors faithfully the attitude of the
Dominion throughout the twenties. If the obliga-
tions of the provinces were heavy, so were those
of the Dominion. The Dominion was anxiously
concerned over its heavy debt and the importance
of maintaining Canada’s credit so as to encourage
the flow of investment into the country. The
‘Dominion could neither undertake large new
responsibilities nor relinquish fields of taxation.
The suppliant provincial premiers had to derive
what solace they could from the reminder that
Dominion policy in lowering taxation helped to
clear the field for heavier provineial taxation.

Despite the anxiety of the Dominion to reduce
its obligations the total annual sum iransferred by
way of subsidies and conditional grants to the
provinces was higher in 1930 than in 1921. The
award of the Duncan Commission, along with the
payments on account of old age pensions, more
than cancelled the savings secured through the
lapse of several conditional grants. In 1930 a
federal grant of $3 million for relief made its
appearance. Dominion payments to the provinces
which had stood at $18 million in 1921, amounted
to almost $24 million in 1930. However, their
relative importance declined. Dominion subsidies
and grants which had covered 20 per cent of the
expenditures of provincial governments at the
opening of the period covered only 13 per cent of
those expenditures at its close. In their assumption
of new responsibilities, the provinces had to rely
almost entirely on their own resources. Depression
was soon to show the common vulnerability of their
fiscal systems and the great disparities in the
abilities of the different provincial governments to
carry their increased burdens.

3. DominNioN-ProviNciAL RELATIONS

Eclipse of Federal leadership—completion of
developmental program, reluctance to assume
new financial burdens, and lack of new national
objectives

The post-War period marked the end of an era
in Canadian federalism. Up until the War,
Dominion Governments had pursued, subject to
minor hesitations and wvariations, a number of
national policies which brought about an economic
integration of the country and helped to make
political unity a fact instead of merely an aspira-
tion. The War and the problems of demobilization
served to continue into the twenties the federal
leadership to which the country had become
accustomed. But after the liquidation of the War
policies a new situation presented itself. The
policies of all-Canadian transportation and western
settlement had been brought to fruition. The
tariff, though revised downwards to some extent,
was a bone of regional contention rather than a
unifying influence. During the period the con-
summation of Dominion status and the securing
of a measure of international recognition brought
the principal external policies of the country to a
successful conclusion. The Dominion had ecom-
pleted the concrete, positive tasks which the
Fathers had set it to do and no broad new national
objectives emerged to unite people behind federal
leadership. Indeed, the discussions over national
policies were much more concerned with assessing
their past effects than with charting a national
course in the post-War world.

The social and political chaos loosed in the world
by the War was manifested in Canada by the
disorganization of the federal political system.
During the first half century of Confederation,
Canadian polities had been distinguished by the
solidity of party loyalities and by the duration and
stability of party administrations. But the Liberal
Party was disorganized by the conscription issue
and the Union Government disintegrated rapidly
after the conclusion of the War. Federal politics
in the first five years of the period showed the
stultifying effect of this change. In the election of
1921 the Liberals got a nominal majority of only
a few votes over all parties. The 65 Progressives,
representing a revolt against the old national
policies, held the balance of power in the House of
Commons. From 1921 to 1926 the composition of
the House of Commons in which there were three
parliamentary groups, none of them constituting a



definite and stable majority of the House,
discouraged the forming and carrying through of
consistent and vigorous government policies.

There were other reasons why the Dominion did
not embark on vigorous action.. The public demand
for increased government services In the twenties
mainly concerned things which were, in the first
instance, at least, the constitutional responsibilities
of the provinees. A compulsory national wheat
board was beyond the peace-time powers of the
Dominion. While the Government seemed gener-
ally sympathetic to a national scheme of unemploy-
ment insurance, it was unable to embark on it
without the co-operation of the provinces.* More-
over, the heavy debt charges of the Dominion
which, by 1921, were one-and-a-half times the total
Dominion current expenditures of 1913, were a
matter of anxious concern to the Government and
tempered any regret it may have felt that the
initiative in most current problems rested with the
provinees.

The only important thing the Dominion did in
this decade to overcome the constitutional obstacles
to federal action was to encourage the establish-
ment of provineially-administered old age pensions
schemes with offers of financial assistance. This
assistance recognized a social problem which was
reaching serious proportions. The wave of immi-
grants which reached the country in the early years
of the century was bound to produce at a later date
a wave of persons reaching the end of their active
working lives. Those of mature age who had come
to Canada in the early days of the wheat boom were
ending the working period of their lives in increas-
ing numbers in the late twenties. A greater propor-
tion of these than of the younger immigrants or of
the native born were unable to lay by a provision
for their old age. They swelled seriously the ranks
of the aged poor at a time when changes in the
economic and social structure were intensifying
generally the problem of old-age dependence. The
heavy war casualties also contributed to the sudden
emergence of the problem since many aging parents
had lost the source to which they would normally
have looked for support. The burden of the care
of the aged poor over-taxed the resources which
had supported them in the past and, with other
problems of public welfare making increasing
demands, the provinces were reluctant to assume
such a heavy charge alone. The Federal Govern-
ment modified its principles and came to their
assistance. ' '

* Debater House of Commons, 1922, Vol. II, pp. 1073-4.
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With this important exception, the Federal Gov-
ernment did not wrestle with the social problems
of the new age. Indeed, during the rising pros
perity of the twenties few were aware of their
existence. ‘‘Normaley”, pursuit of wealth, confi-
dence in high wages as the road to social security,
definite expectation that “normalcy” meant a very
rapid advance in material prosperity and that the
full utilization of new techniques would not be
retarded by economic conditions such ‘as mass
unemployment, represented in Canada, as in many
other countries, the prevailing temper of the time.
Given these beliefs there seemed less need for
federal controls. There was no broad public support
for a vigorous policy .of the Dominion in the field
of social welfare. In domestic affairs it contented
itself with detailed modifications and amplifications
of old-established national policies.

Ascendancy of Provincial Governments—develop-
ment of provincial resources, aggressive high-
way programs and extension of welfare services
greatly enhance their importance and strengthen
their political support

The provinces were not affected by war weariness
and there were many things to be done in the
provincial sphere which solid majorities would
support. The War had put a damper on provineial
expenditures and many needs had accumulated.
Each province proceeded to meet them in so far
as its resources permitted. The national develop-
mental policies, expressed in railways and canals,
were at a standstill, while new provincial programs
of development, expressed in highways and water-
power, were in the ascendant,.

An immediate result of this extended range of
activity was to add to the prestige and power of
the provincial governments. The provinces owned
the natural resources which had become immensely
valuable through the development of new tech-
niques. A tribute to their new importance was
the determination which the Prairie Provinces
displayed in this period to get econtrol of their
natural resources. Labour and capital began to
depend on provincial highway and other develop-
mental programs for jobs, contracts, and various
industrial opportunities as they had formerly beer
dependent on railway construction and the schemes
of development initiated by the Federal Gov-
ernment. - “The “new men” of the period, the
adventurous figures who discovered and developed
the wealth of the Pre-Cambrian Shield, exhibiting
all the vigour and self-confidence of a rising class,
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associated themselves, as a rule not with federal
politics but with those of the provinces where the
key to their interests and aspirations lay.

Moreover, provincial governments assumed a
larger importance in the daily lives of the people.
At the Dominion-Provineial Conference of 1927
Premier Taschereau pointed out that “the prov-
inces were more in contact with the people,
educating them, building their roads, and looking
after their health.” ¥rom the point of view of the
recipients, they became also the donors of old age
pensions; they provided mothers’ allowances and
minimum wage legislation. The popular basis of
provineial political power was being solidly laid at
a time when the Dominion was losing its intimate
touch with the people, and when its developmental
projects no longer gripped the imagination and no
longer gave increasing employment to labour and
capital. Instead the Dominion was intensively
engaged in making vexatious levies for the payment
of old debts.

The combined effect of these factors was to
elevate the provinces to a new position in Dominion-
provincial relations. The control over the public
domain, the jurisdiction over public welfare, and
over those economic matters in which the courts
had sustained them, toock on new content and
significance. The provinces, which had once been
compelled to struggle to escape complete domina-
tion by the Dominion, had come into a goodly
heritage of their own.

Federal Concessions to Provincial Claims—Mari-
time claims, natural resources question, water-
power, Dominion-Provincial Conference, 1927

The common interest in western development
“had, for twenty-five years, continuously strength-
ened East-West bonds of unity. In the twenties
a variety of regional interests began to compete
seriously with this common interest. British
Columbia and the Central Provinces acquired
important direct contacts with external markets
which lessened their dependence on internal
markets, The political revolt in the immediate
post-War years of western agriculture against the
old line political parties has already been noted.
The continuance of the post-War depression in the
Maritimes up until 1925-26 seemed to argue that
the national economic integration was of little
advantage to the Maritimes and they attacked
rather than supported the operation of the national
policies on which it was based.

The severe economic difficulties under which the
Maritimes laboured in the early twenties aroused
profound dissatisfaction, particularly after the
contrast of marked recovery in the rest of Canada
became apparent. By 1924 these adverse condi-
tions produced a formidable movement for the
vindication of “Maritime Rights”, led and directed
by the business interests of the region. Feconomic
conferences called at Moncton and Charlottetown
in 1925 studied a wide range of economie problems
and gave extended publicity to their final resolu-
tions. While the formulated demands ealled for a
solution through federal action, there were some
who advocated secession from the Dominion as the
only escape from an intolerable situation.

The economic and financial distress of the region,
combined with the vigour of the agitation, led in
1926 to the appointment of the Duncan Commis-
sion to investigate Maritime claims. The Province
of Nova Scotia filed a comprehensive brief, dealing
in detail with the whole range and history of
Dominion-provincial relations as they affected the
Maritimes. New Brunswick and Prince Edward
Island accepted it as the basis of their case. All
this material was marshalled together in a single
volume for the purpose of proving that the Mari-
times had never obtained the substance of the
benefits promised them at the time of Confederation
and that consequently they had never enjoyed a
welfare and prosperity comparable to those of other
parts of Canada. The brief maintained that the
Maritimes had never received their promised share
of the internal commerce which the union was
designed to promote and that this failure fowed
from the fact that the national transportation and
tariff policies of the Dominion had been framed
and enforced in callous disregard of the rights of
the Maritimes.

It is not the present purpose to consider the
justice of these claims nor to discuss the measures
of amelioration which the Commission proposed.
It is rather to draw attention to the political
significance of the agitation. An entire region of
the Dominion, moved apparently by a common
sense of injustice, protested against the inequitable
operation of the national policies. Whatever rights
may have been involved, the plight of the Mari-
times was serious. A region, suffering from these
difficulties and animated by a sense of injustice,
found that its most immediate interest in national
affairs was to secure some recognition of its
regional troubles.



By the time the Commission on Maritime claims
had reported the long-continued agitation of the
Prairie Provinces for control of their natural
resources had become very insistent. It is signifi-
cant that at the Dominion-Provincial Conference
of 1927 where both questions were considered, the
Maritime Provinces and the Western Provinces
supported each other's claims. The older provinees
had retained the ownership of the natural resources
within their boundaries but the Dominion, under
the Manitoba Act, had reserved the western lands
“for the purposes of the Dominion”. Dominion
control of these lands had been the foundation of
the national policy of western settlement and as
well of the policy of a transcontinental railway.
As settlement was now well 'advanced, it was
plausible to argue that the purpose of the
Dominion had been achieved, and that the lands
might now be transferred to the provinces. How-
ever, the Prairie Provinces were not content merely
to secure control of the public lands. In this period
of regional demands on the Federal Government,
they insisted that the retention of the western
natural resources had always been a violation of
certain inherent “provincial rights” which ante-
dated and were in no way abrogated by Confedera-
tion. Accordingly, they claimed that the provinces
were entitled to ask the Dominion to account for
all the material advantage it had derived from the
lands after 1870. They, therefore, sought an
accounting from the Dominion on this basis.

The Dominion Government conceded the sub-
stance of these claims in 1928, when after a confer-
ence with representatives of the Government of
Manitoba it agreed that Manitoba should be
“placed in a position of equality with the other
provinces of Confederation with respect to the
administration and control of its natural resources,
as from its entrance into Confederation in 1870”.
The Turgeon Commission was appointed to “inquire
and report as to what financial readjustments should
be made to this end”. The Commission interpreted
this as an instruction to estimate whether “Mani-
toba is in as good a financial position as she would
probably have been in had her right to the admin-
istration and control of her natural resources been
conceded from the beginning”. The inquiry was
directed toward reaching some kind of an estimate
as to whether the alienation of Manitoba lands
“for the purposes of the Dominion” as set out in
the Manitoba Act had caused loss to the Province.
Alienation of lands for public purposes within the
Province was regarded by the Commission as afford-
ing but a slight basis for claims for compensation.
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“We are placing”, said the Commission in its
report, “a light 'appraisal on the loss to the
Provineial Government in respect to homestead
land.” There was, it was held, no basis for a
claim of compensation for land given to aid the
construction of branch lines within the Province.
¥or lands allotted to the Canadian Pacific Rail-
way for the construction of its main line outside
the Province, compensation was held -to be due.
The Commission, by an intricate and ingenious
calculation, estimated the cost of these alienations
to the Province and made an award. A similar
procedure was followed with respect to the claims
of Saskatchewan and Alberta:17 and Commissions,
headed by Mr. Justice A. K. Dysart, made awards
to these Provinces upon the precedent set by the
Turgeon Commission in the case of Manitoba.
The transfer of the natural resources to the Prairie
Provinces had important symbolie significance. Tt
marked the completion of the great effort of
the Dominion to achieve nation-wide expansion
through national direction of western settlement.
The success of the Western Provinces in getting
the Dominion to account for its stewardship as
well as the recognition of the claims of the Mari-
times announced a new era in Dominion-provincial
relations, an era in which regional disparities,
regional difficulties, and regional ambitions became
a principal concern of federal politics.

Another Dominion-provincial issue of import-
ance in the latter years of the decade was that
of the development of the St. Lawrence Seaway
Canal. Proposals for development for navigation
and- power purposes were under consideration as
early as 1920. Quebec, however, opposed the
development of navigation lest it prejudice the
port of Montreal, while both Ontario and Quebec
opposed development of power by the Dominion,
claiming that water power within the province,
even in navigable waters, was a2 matter of
provincial ownership and jurisdiction. Requests
were made at the Dominion-Provincial Conference
of 1927 for reference of the question of jurisdiction
to the Supreme Court of Canada, and the following
year the Dominion referred ten stated questions
to the Court, but owing to the generality of the

17The Dominion Government’s proposal was that there
should be, with respect to Saskatchewan and Alberta, an Inquiry
“in order that the provinees might be placed in a position of
equality with the other provinces as from September 1. 19057,
the day upon which the provinces came into being. The Bas-
katchewan government contended that the adjustment should go
back to 1870, the date of the transfer of Rupert's Land to Canada.
A stated case was submitted to the Courts and in 1931 the Supreme
Court held that the provinee had no claim to_the natural resources
of the area priot to September lst, 1905, In the following year
fé)is jqiigment was upheld by the Judicial Committee of the Privy

ouncil.
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questions the answers were far from conclusive. In
the meantime the Quebec Legislature had granted
a.private corporation a charter for a power canal
on the Soulanges section of the proposed seaway
development.  Although the company subse-
quently had to apply to the Dominion for permis-
sion to divert water from Lake St. Francis, the
undertaking was begun and, after the opinion of
the Court was delivered, permission for the diver-
sion was given by the Dominion. The discussion
in Parliament on the permit indicated that, despite
the inconclusiveness of the opinion of the Supreme
Court on the matter of jurisdiction, the Dominion
had substantially conceded the provincial claims to
ownership and control of water power in navigable
waters.

During the twenties the method of amending
the Constitution for the first time became an issue
between the Dominion and the provinces. The
method of amending a federal constitution is
always difficult to work out, but the problem had
been finessed in 1867 by omitting from the British
North Ameriea Act all reference to amendment and
thus leaving amendment to the enacting authority
—the Imperial Parliament. The change of status
of the Dominion during and after the Great War
gave rise to a widespread demand in the twenties
for the transfer of the power of amendment to
Canada, This inevitably raised the question of
method and at the very time that the prestige of
the provinees was in the ascendancy. The British
North America Act had been amended six times,
but on one oceasion only—that of 1907 which
concerned provincial subsidies—had the provinces
been consulted. At the Dominion-Provincial Con-
ference of 1927 the Dominion Government raised
the question and recommended that Canada should
have power to amend her own constitution, that
the provinces should in all cases be consulted, and
that for the amendment of a number of specified
matters deemed fundamental the consent of all
provinces should be required, but that in other
matters the consent of the majority would be suffi-
cient. Despite the consideration given to provineial
sentiment, the proposal failed to carry, because of
disagreement as to method and because certain
provinces were opposed to any change in procedure.

A significant contribution was later made to the
literature of constitutional theory (and hence to the
controversy over methods of amendment) by the
Government of Ontarioc when the Statute of West-
minster, which was to formalize certain of the
findings of the Imperial Conférences of 1926 and
1929, was under discussion. Ontario opposed

adoption of the Statute by the Dominion without
consultation with and approval by the provinces
on the ground that the Statute was in effect an
amendment of the British North America Act, and
that this Act was a compact between the provinces
and as such could not be amended without their
consent, Following the election of 1930 the new
Government called a conference of the provinces
and secured their approval of the Statute, thereby
seeming to admit the validity of Ontario’s argument.

No less significant than the apparent retreat of
the Dominion on various constitutional matters
were the growing demands for the expansion of
provincial revenues at the expense of the Dominion.
The Duncan Commission, as already noted, found
that the Maritime Provinces were in a serious
condition of fiscal need and recommended on one
ground or another substantial increases in subsidies
to these Provinces. The demands of the Prairie
Provinces for the return of their natural resources
were obviously aimed not only at establishing the
constitutional equality of these provinces but at
increasing their revenues as well. The Dominion-
Provincial Conference of 1927 was the occasion for
warnings from British Columbia of its difficult
financial position, as well as for general! demands,
from virtually all provinces, for increased subsidies
and for grants for such matters as highways and
technical and agricultural edueation. The Confer-
ence also heard demands for enlarging the provincial
tax base, British Columbia urging that the
Dominion should withdraw from the income tax
field, Manitoba that the provinces should be
granted a fixed percentage of customs and excise
taxes. All these incidents and demands were
symptomatic of the narrow margin of safety in
which the provinces were finding themselves, and
indicated that any serious renewal of economic
difficulties would increase their demands upon the
Dominion.

Conclusions

Throughout this period the provinees were
politically aggressive in undertaking new activities,
in advancing their own affairs, and in securing
concessions from the Dominion. In their diffi-
culties, in their ambitions and opportunities, as
well as in the disparities between them, several
sets of common interests of a regional character
emerged. These regional forces served to weaken
the common interest in a national integration based
on wheat. In the general prosperity of the twenties,
which provided an expanding national income, the
regional interests were harmonized amicably with-



out serious frietion or serious sacrifice and the
provinces were able, with more or less difficulty,
to carry the new responsibilities they had assumed.

But the great depression which began at the end
of the period, and which will be described in the
next chapter, was to widen greatly the disparities,
and to reveal both the insecurity of the foundation
on which prosperity had been based, and differences
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of interest which were extremely difficult to recon-
cile under conditions of sharply falling revenues.
These differences of interest were to assume a new

‘gignificance in an era of depression, when weaker

provinces, overwhelmed in the struggle to carry

' new and old responsibilities, were to become financial

wards of the Dominion, and the strongest prov-
inces stood to gain by enlargement of provincial
autonomy. ’



