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Order in Council
P. C. 1957-257

Certified 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 21st February, 1957 .

The Committee of the Privy Council have had before them a report
from the Prime Minister recalling that Section 29 of The Terms of Union
of Newfoundland with Canada provides that :

"In view of the difficulty of predic ting with sufficient accuracy
the financial consequences to Newfoundland of becoming a
prov}nea_ of--Canada,, the .Covc:rnmeut--of _.Canada will appoint aRoyal Commission within eight yeais from the date of Union to
review the financial position of the Province of Newfoundland and
to recommend the form and scale of additional financial assistance,
if any, that may be required by the Gov ernment of the Province
of Newfoundland to enable it to continue public services at the
levels and standards rea ehed subsequent to the date of Union,
-without-_ resorting _ to- taxat-ion- - inore- burdensomei- hav}ng- regard
to capacity to pay, than that obtaining generally in the region
comprising the Maritime Provinces of Nova Scotia, New Bruns-wick and Prince Edward Island. "

The Committee, therefore, on the recommendation of the Prime
Minister, ad vise that

The Honourable John Babbitt McNair,
The Chief Justice of New Brunswick,. _6&F __---------rctôn NÏB:_,

The Honourable Sir Albert Joseph Walsh ,
Chief Justice of the Supreme Court of Newfoundland ,

St. Jahn's, Newfoundland, -and
Mr. John James Deutsch,

Vancouver, B.C.

be appointed Commissioners under Part I of the inquiries Act (Chapter 154
of -The Revised Statutes of Canada) to review-the financial position of the
Province of Newfoundland and to recommend the forr.l and scale of-

_â .. dltiônaI firi~ïïci~I âs~i~tâncë; ii ~n~r, thât~a~ be- requirecrtytihe- -Gavern=
naent of the Province of Newfoundland to enable it to continue public
sc,wices at the levels and standards reached subsequent to the date of
Union, without resorting to taxation more burdensome, having regard to
capacity to pay, than that obtaining generally in the region compi7ising the
Maritime Provinces of Nova S+cotia ; New Brunswick and Prince EdwardIsland.



The Committee further advise that :

(1) the Commissioners be authorized to exercise all the powers set out
in c io qtrrrres*ct;

(2) the Commissioners adopt such procedure and methods as they may
from time to time deem expedient for the proper conduct of the Inquiry,
and sit at such times and at such places in Canada as they may decide ;

(3) the Commissioners be empowered to engage such counsel, staff
and expert assistance as may be required, notwithstanding the provisions
of the Goveriinient Contracts Regulations, for the proper conduct of their.
Inquiry,__to_~et (-rmine the rates of expenses to be paid to persons so engaged
and to make regulations governing conditions of

.
employment -which- will

be applied to their staff ;

(4) the Commissioners be granted travelling expenses and living allow-
ances in such amounts as may be approved by the Treasury Board while
absent from their places of residence and engaged in the conduct of th e
Inquiry ;

(5) all government departments be directed- to--afford- td--thé --C o-ffv-
missioners such assistance and co-operation as may be required in the
Inquiry ;

(6) the Commissioners submit their report to the Govexnor in Council ;
.(7) the Honourable John Babbitt McNair be Chazrman ôf -the--Cüm-' _

mission, and Mr„ A . S. Abell of Ottawa, be Secretary .

R. B. BRYCE ,
Clerk of the Privy Counc i.l .



Commission of Appointment
GREAT S EAI.

OF

CANADA

-__ ___CANADA-_

(Sgd .) 'IF . P . varcoe "
DEPUTY ATTORNEY GENERAL

ELIZABETH THE SECOND, by the Grace of
God of the United Kingdom, Canada and Her othe r
Realms and Territories QUEEN, Head of the

--Comrnonwealtii , Defender of the Faith .
TO ALL TO WHOM these Presents shall come or whom the same may

in anyw ise concern ,

required by the Government of the Province of Newfoundland to enable
it to continue public services at the levels and standard3 reached subsequent
to the date of Union, withou t resorting to taxation more burdensom .e,
having regard to capacity to pay, than that obtaining generally in the region
comprising the Maritime Provinces of Nova Scotia, New Brunswick and_ _

GREETINr :

WHI±:REA ,F , arsuacit t o the provisions of Part I of the Inqui . -ies Act,
Chapter 154 of t ►.e Revised Statutes of Canada, 1952, His Excellency the
Governor General in Council , by Order P.C. 19571 -257, of the Twenty-firstday-of _Eebrua-ry; --in--the- yea-r- of _(~ur- Lord- -one---thousand - nin e iiundred and
fifty-seven, a copy of4hich-is h'erctô annexed ; -has authorized the appoint=
ment of Our Commissioners therein and hereinafter named to review the
financial position of the Province of Newfoundland anri to recommend the
form and- scale of aclditional . financial assistance, if any, that may_ be

_ K-N-OW YD '.hs t, by and--wâth--tlie- ..advice._of ._ .Gur....Privy__Cstuucil-
for Canada, We do by these I'resents nominate, constitute and appoint the
Honourable John Babbitt McNair, Chief Justice of New Brunswick, the
Honourable Sir Albert Joseph Walsh, Chief Justice of the Supreme Court

.PL.,Newfoundland, and John James Deutsch, Esquire, of the City of
Va,ncouver, in the Province of British Columbia, to be Our Commissioners
0 conduct such inquiry .

_Princo E.ldward -Island , . _



TO HAVE, hold, exercise and enjoy the said office, place and- trust
unto the said John Babbitt McNair, Albert Joseph Walsh and John James

report their findings to Our Governor in Council .

AND WE FU .I?,THER, appoint the said J ,,,,)hn Babbitt McNair to be
Chairman of Our said Commissioners .

by the Commission .

AND WE DO hereby authorize Our said Commissioners to adopt such
procedure and methods-as they--may -from time to-time deerrn- expedient-for. .
the proper conduct of the inquiry and to sit at such times and at such places
in Canada as they may decide from time to time .

AND WE DO hereby require all Departments of the Government of
Canada to furni sh such assistanc o and co-ope ration as may be required

section of the said Act.

Deutsch) tPagetonuiv ~th~-the- -ri$} t, ; Powe`r~-~~u~~ oltimpntiinto
the said office, place and trust of right and by law appertaining, during
Our pleasure .

AND WE DO hereby authorize Our si aik :i Commissioners to have,
exercise and enjoy all the powers conferred upon them by the Inquiries Act,
and the powers and authorities mention ed and described in the elev )nth

IN TESTIMONY WHEREOF We have caused these Oûr LetterS - to
.be mâde- .Pâ,terït anrl_ .the Great . Seal---of--Cannda--to~--be - hereurrto---afLrxed .-_. . . .

WYTNESS : Our Right Trusty and Well-beloved Coun-
sellor, Vincent Massey, Member of Our Order
of the Companions of Honour, Governor
General and Cornmander-in-Chief of Cana da.

_ ÿëar ef f)ür I :~~$ f1ne.. . t bousa,nd, nine .-3nundrE1 . and--
fifty-seven and in th e Sixth year of Our Reign .

AT OUR GOVERNMENT HOUSE, in Our City of
Ottawa, .__-this__T_xtienty-first day, of February~_ in the

BY COMMAND,

(Sgd .) "C. Stein"
ÜNDER SECR.ETAR`Y" OF STATE
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To His ExcEuENC Y

THE GovmNoa C .FNmL Is Covxcu,

4

financial assistance, if _ any, that may be reqv..ired by the Govern-

ing 3R,Q#: .

mënt of" thë Provimo ._of-Newfoundland- - to--enable--it.-ta-eontinue
public services at the levels and standards reached subsequent
to the date of Union without resorting to- taxati8n more -burtien---

some, having regard to capacity to pay, than that obtaining

generally in the region comprising the Maritime Provinces of
.Nova Scotia, New Brunswick and Prince Edward Island.."

We now beg leave to submit to Your Excellency the follow-

xi

May it please Your Excellenay ,

The Letters Patent bearing date the 21at daÿ of-Febrüâ~i~Sr
1957, issued under the Great - Seal of Canada, appointed us Com-
missioners "to review the financial position of the Province of
Newfoundland and to rc,commend the form and scale of additional



The inquiry authorized by Order in Council P .C. 1957-257 of February
21st,, 1957, and which we the Commissioners were directed to conduct,
resu_lted _ from certain provisions of the Agreement of December ~.1th, 1948_ _
known as "The Terms of Union of Newfoundland with Canada" wh :ich, on

. reçeiving statutory confirmation by the Imperial Parliament validating the

constitutianal---chapnes--involved,-_-reeulted- on--April - Ist,__1849 - in . ..the . incor_-
poration of Newfoundland, as a tenth province, into the federal union known
as Canada .

The provisions of the Agreement of primary concern to us, and which
have determined the scope of our reference, are contained in Term 29 which
is part of the financial arrangements under which Newfoundland became a
province of Canada . Among o-ther things, it p rovided for the appointment

the Government of Candâ, witFiin éÿéars a itër ~ië c~~ë o niôn, Y~by
of a Royal Commission to review_ thc . fin.ançia.l . p.o~i .tiQn_ of _the ._Provinçe and

to recommend the form and scale of any additional financial assistance the
Government of the Province might require to enable it to continue public

oervices at the levels and standards- reached subsequent to the date of
- - Union without -resorting to taxation -more burdensome; }3aving-_regard _lo the- _

capacity to pay, than that obtaining generally in the Provinces of Nov a

Scotia,New . Brunswick and Prince Edward Island . _
We met, in private session, in the City of Otta -v . a on April 23rd and 24th,

1957 to consider the scope of the reference and the methods and procedures
that might advantageously be followed in the pro gecution of our studies .

As the questions submitt c t' for determination involved the Governments of

Canada and Newfoundland, it was decided they should be invited to make

-f ormal subm issions, to -wb ieh proposal Ahey-readily__agi'eerl : - It was known
that, in anticipation of this inquiry, the Government of Newfoundland had,

some time previoucly, appointed a Riyal Commission to prepare a case fo r

the Prov inct - .t;) ha . . .' .mitted to us-and- that the report of the Newfound-

land Commission would shortly be completed . Recognizing that such
report would be the result of extensive expert studies and would doubtless

contain much basic factual information which might prove acceptable to all

concerned, we „further decided that the inquiry mi ght be facilitated by

having the G o vernment of Newfoundland first make its submission, a cours e

to - which both- Gevertirnents readily aGceded .
_ . ._ __ __ ._Af ter- f3ome dela-ys--e onsequept -upon-the -intervention-4 a- f ederal . ge.neral .

election the Commission on July 22nd opened public hearings at the City

of St. John's at which the submissions of the Province were received . On
August 2nd the hearings were adjourned to the City of Ottawa where on
October 7th and 8th the Government of Canada was heard an d the public



Royal Commission on New f oundland Finances

hearings concluded . Subsequently, in continuance of our studies we met
in private sessi on at Ottawa in the months of January ,~ rlMarch and _

4A 470 •,
It is with a sense of deep appreciation that we acknowledge the

cooperation received from the Governments of Canada and Newfoundland
and the assistance given throughout by them and their representatives ..
The many acts of courtesy on the part of counsel, advisers and all others
engaged in the inquiry have made our work boti~, pleasant and memorable .

We are grateful to the officials of the federal departments of govern-
ment, the Dominion Bureau of Statistics and the Queen's Printer, all of
whom were painstaking in their efforts to be of assistance ; to the various
departments of the Provincial Gove rn ment and their officials who spared
no efforts to make available any information required by the Commission ;
and to members of the Newfoundland Royal Commission who j oined in the
presenta tion made on behalf of the Province ; and to the NewfoundlandBoard of Trade which made a separate submission to us . We ' are particu-
larly_.ind.ebted to--Mr:- James--C: Th-ompson-,-l,rnancial- adviser to_-the _ G6vi rn-
ment of Newfoundland, for his full and painstaking analysis of the finances
of the Province which we found of inestimable value in our studies .

We would also express to the Premiers and other members of the
Governinents, of Nova Scotia, New Brunswick and Prince -Edwardllsland
appreciation for the many courtesies extended .._a n_ ._d assistat~ ce .rP____ ndered_by-_
t~~ em 'And 'thé ôffiëials of theiar various departments whereby much valuable
information essential to the comparative studies our work entailed wa smade availa le .

We wish to acknowledge the efficiency of the work of the reporting
staff and to commend our secretariat, all members of which were diligent
and painstaking in the performance of the tasks assigned ro them. Special
mention is due Mr. Abell, the Commission Secretary, who in addition tohis other administrative responsibilities, played in ou r westigPaians._ : ama jor role in research, statisticaI stud ies end the marshalling and analygis
of data . He carried out his important duties with marked %pal and ability
and assisted the Commission greatly in its task .

2



C~IARTVIR i

The Economic Background

-i-

ad b
r__

. o_ught into thé twentieth centûiÿ a 8ir► gular iieritage a7 prob ems

and difficultiee: The majority of the population was scattere d among

small isolated aettiements along -6 ,000 miles of coastline . Only rarely did

the industry afford an ample iYieans -f livelihood . The main product ,

striking , disparities in the story of Canadian n~~tionb.ood. In 1949 the

average personal income of the people of Newfoundland was less ,than
one-half that of Canada and was one-third smaller than that of the

Maritime Provinces. On the basis of real incomes th e%e differences were
even greater. `rhe economy of Newfoundland was more highly dependent
upon external warkets than any Canadian region . It was one of the most

economically exposed and least self-sufficient areas in the world. The

éconorriÿ based alrnost wholly on three -primary industries : fislii-ng ;

forestry and mining whose entire commerc ial output had to be sold abroad ..

Leas than one-third of one percent of the area of the Island was occupied

by farms and only about one-tenth cf the requirements of agricultural
produce was locally produced . Secondary manufacturing industries pro-

vided jobs for no more .than -three or f our percent of the gainf uEy employed .

The principal economic and social features of the Island had . been

c.?etermined very 'argPly by the historical circumstances which had affe cted

thedevelopment of a sing le industry-the fisheries . This industry which

for hundreds of years had bo.en almosi, he sole basis of econonllc actlVlty

) The new provincial govern ment of Newfoundland which was estab-
lished on April 1, 1949, was confronted f rom the outset by formidable
and long-standing economic proble ms. Union with Canada— had taken.

place against a background of rapid and far-reaching changes in the
economic circumstances of the people of Newfoundls , nd. The impact o f ____
the Great Depression of the nineteen-thirties had been particularly severe .
It had struck a crippling blow to the public finances of the old self-
governing Dominion . The developments of World War II brought economic
recovery and rising prosperity which carried on. into the immediate post-

w ar years. The public finances were restored sufficiently to make possible
a continued effort to improve public -services and to build up - as - well a
sübst~nt ia,l büdgëtazy surp-~ius. ~ôweve~; by --4$49--th-u - ndered__

prosperity had begun to wane . Fundamental economic weaknesses aw."
uncertainties were becoming apparent once more .

The tranc ition to a Canadian province was accompanied by rising
vneïn`ployment and falling incomee :- - The forces nf--history-and- the- cireum-

_ $tances -flf --the-_-time---had-eulminated--in--a--unk4n .whieh:_ mbraced - .the - moat_ ..-- --- -

3
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~ a I t coci, h a rl to be ovorte(I to low-incoine markets . The mai n 'group of
f1 sl wrm e» we re engaged in A type of fishery for which the season wasa l«'ays sl i ort and n ot iilfi '('+lii('11tl y uncertzcin . Consequently the history of
the industry had been, with few exceptions, a long history of low produc-
tivity, under-employment and poverty. At the date of Union the salt codfishery had been in decline for more than a quarter of a century. The
inclctst ry had not been able to keep abreast of modern technology and
had fallen bellinci its c hief foreign competitors . These disabilities weregreatly aggravated by post -war exchange problems w hich were particularl.y
severe in the Southern European area, where Newfoundland had long
found its prin o i pa l ou tle t . However, by 1949 the fishery, where one out
of every four of the working force sought to obtain a livelihood , remained
the ltirt;c7 s t ~s ]11 g le industry from the standpoint of gainful employment.

For `o ine dec :i.dc3s the chief preoccupation of government policy in
NeNvfoundl and had been to cleveto p alternatives to the inadequate and
c ;lcyclining opportunities in the fishery. To this end governments had com-
IT11ttCd their credit and much of t.heir revenues. Considerable progress wasachieved in the exploitation of forest and mineral resources during the
nineteen-twentics and fortie s, but these developments had neveT been
suffic ient to relieve entirely the chronic under-employment and low produc-
tivity of the Island's principal industry. The need to find a solution tothis basic p rol,lc>m ren l lL ilned the foremost and nlost, urgent task of govern-ment when N('w follndl and became a province, of Canada .

The fi na llc ia l ternis of I1nicn had provided considerable scope for a
new start . The new provincial g overnment came into existence virtually
free of d ebt and -vitii $40 million in its treasury . These substantial
rosources were available for the improvement of public services and thepromotion of econon i ic developtnent . However, these tasks had to beassumed ux ; der a nuun ber of serious handicaps . Unlike the rest; of Canada,
Netivfouncllanrl had not received the benefits of over eighty years ofaggressive federal policic , s designed to assist econom ic development and
to foster c c ononiic ex pans ion. Newfoundland had been outside the greatnational structure of transport ation facilities, higlily-developed govern-inent services, and extensive regional and industri~.~l supports . New-
founclland was without a modern systenl of transportation. In the greater
part of the popld fited area there were no roads whatever and in the
remainder only a few miles were up to modern standards. The naturalresources w ere argely unsurveyed and unexplored . Very few intensive
investigations had been carried out. Little or no research had been
applied to hro~.~ leli'l ,,s of utilization and markflting, even in the ftheries .



Econo rrai.c, Background

"Newfouncllancl has had a long history of poverty ; and this poverty
meant the neglect of the public services ."* The deficiency in the public
services was strong ly evident in- the lH.ck of social--ca,pital ._.and_in _tlte_ liinit,éd
development of the social services . Aside from St. John's and a few oth er
centres the Province was without municipal organizations or municipal
facilities. In this respect Newfoundland was at about the saine stage as
the Maritime Provinces were in 1867. Tbe proportion of homes equipped
with water and sewer services was only about one -third of the, Canadian
ratio. The death and . disease rates were consicierabl y, higher t han those
in any other Canadian province, which indicated, among other things, a
serious deficiency in health services . The physical facilities for education
were generally inadequate .

In these circumstances the task of promoting economic development
was costly, difficult and slow. The modernization of the fisheries required
the concentration of many of the scattered settl ; ments into larger and
fewer centres . The implementation of such a programme depended upon
a) the provision of transportation facilities, b) the availability of capital
for the improvement of f Ql ling methods, for procr..ssing plants, for housing,
and for community facilities, and e) the availability of entre preneurial and
administrative skills. These prerectuxsites were inadequate or entirely
lacking . The diversification of economic activity and the expansion of
priv4;f,e enterprise in the development of natural resources were hampered
by a paucity of information and by the high over liead costs which had to
be assumed because of th e absence of basic facilities and government
services .

The need to improve soci a l services and health and educational facilities
laid a heavy claim upon th e provincial revenues . This claim was always in
conflict with the need to achieve economic betterment . Under these condi-
tions the Provincial Government sought out and resorted to short cuts . A
confiiderable attempt was made to achievE►, a quick increase in employment
opportunities through the establishment of secondary manufacturing indus-
tries with the aid of provincial loans and credits. Financial assistance was
also given for the construction of a number of plant s to process oeal
natural resources. Substantial credits were made available to achieve a
rapid increase in fish-processing facilities . To a considerable extent these
ciirect financial commitl»ents were undertaken at the expense of greater
progress in the provision of basic facilitie s and services . Apparently, in
the face of immediate employment problems, it was thought that there was
no time to wait for longer-run but more lasting results . In the event, these
measures h ave met with a mixed and sometimes transitory success .

" Submission of the Government of the Province of Newfoundland to the Royal Com-
mission on Canada's Economic Prospects, 19 55 , p .11 0 .
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In the field of natural resource development an attempt wto find a method which w ould be cffective quickly in overeomin as mad

e
handi-caps on private initiative resulting from high overheads and lac ~ the
h_.çion~ __ • __---.-- k of informa-

was invested in the existing mines to im rove e able amount of capita l

of sThis ~t#,cm~; ~hte}~had. -xriAnyprécdënts in tTé past took thspecial large-scale con~cessionary arrangements with priva
~ e form

These arrangements were undertaken in the hope that they would groups.

and important emplo~rmer,t opportunities and obviate yield new
necessity for heavy government expenditures . Here

the the immediate
search

results entailed on the one hand undertakings for the speedy
for early

and investigation of natural resources and on the other exploration
ons whichdiscounted the future possibilities of provincial revenuenCe Exploratoryactivity was stimulated and some preliminary work donc butachievements are still awaited. , substantial

The problems inherited from the past tahe practical li 'provincial ~governlnent policy placed n 1:1n mitatlons on
rapid rate of econolltic progress . Nevcrthe

serious obstacles in the way of a
CCOIlollly of Ne~vfuundlancl accolli ~lish le~s'

during the t~eriod 1949-56 the
1 ed some signi ficant adjustlnents andprovicled it rising standard of life . In particular, the initial adjustmentshich were necessary to fit the island economy into the continenta l~ ~ental frame-work of the (`anadïan Collfedertttion were made more easily frame-

have been expected . Over the seven years the rate of increase
nligllt

t)opulz~tlon was one of the l :irgcst in Newfoundland's history .
Ïase in the

par with the rapid rate of increase for Canada as a whole and was
was on a

great as that of the Maritime Provinces . For the fi,rst time in Ina~s twice a s
c« 'folllldllLl]C~ «'as n. ►)lc to reti iin i},e full equivf~lent of tll Y

decades
I~' increasein its j~oi,t,l il t.ion, wllile the I~-1~~I'1t11I1C:i COIlt inued to lose th

e Ilatural

por-tion of t.licirs . The rise in the Ne~vfotlndlan (l population wns ~~nsiclerable por-
rising production and an increase in averr ge per capita income by

ncolne which keptpace with the high rate of growth in the Ca adian averag .During the 1949-56 period in the neighbourhood of 10 e
the fishery to find more productive employment elsewhe e~Wit h p

ersons left

and provincial government encouragement some noticeable •`vfederal
were made in fishing equipment and techniques . Substantial p

~ 1lnr`, °,vements

achieved in the development of a higher~-value fishery rod e$s was
higher-income markets . The output of frozen groundfish w

p uct for higher-

and at the end of the period Newfoundland supplied about e than doubled
the United States imports of this commodity. The d

one
-ependenc

ehalf of all

industry upon salt cod and its uncertain markets was inaterlally of the
The forest and mineral industries made significant advances

reduced.
pro-vided a rising level of earnings for a larger number of workers .

and pro-
forest output rose by more than one-half. A consider kers

. The value of

- i -ron deposits in the Labrador were brough tp ~ciency and output. Large
mcnt work was carried forward on se,,int0. production and develop-

~ erAi deposits of other minerals .
6



Economic Background
The introduction of the federal social servic os following Union did

much to remove the edge of poverty and to supplement and stabilize incomes
i~n-thnlmaner =irrcome._group~: -ho--pr~~cially-"$nxm,~--he~t~t-~~ ather -social services were extended and made more widely available to the. scat-
tered population . Health and nutritional standards wer e considerably
improved . In 1956 the so-called "transfer" payments to individuals from
the federal and provincial govermmn ts constituted 16 per cent of total
personal disposable incomes in Newfoundland compared with 9 per cent
for Canada as a whole .

The improvement and support of the lower incomes together with
the general rise in earnings had a stimulating ef fect upon the merchandising
and service trades. The index of employment in trade rose by 14 per centbetween 1951 and 1956.

Among these developments there were some significant and permanent
advances in the basic structure of the Newfoundland economy . However,
it is necessary to direct, attention to the important role of special an dtransitory factors . By far the most dynamic influence on the economy
came from the rapld rise in construction activity . The index of employ-
ment in construction rose from 100 in 1949 to 802 in 1953 and 534 in 1956.
These striking increases resulted mainly from the opportunities afforded
by the development of l a rge military b~lses, aviation fac i lities, and to a
lesser extent itlineral and forest resources . The construction industry
provided the principal outlet for the rapidly growing working force and
for th e many thousands who left the .ashery .

The military bases made a vital contribution to the security of
North America and the free world, but by their very nature, they have
contributed relatively little to the productivity of the economy. The
local employment and expenditu Ms resulting from the operation and
maintenance of the military inst allations have been considerable and
important, but these have been subject to the inevitable uncertainties of
changing military necessities and plans .

The heavy dependence in recent years upon the construction industry
has introduced a further source of instability . In the best of timec, it
is a highly seasonal industry. Consequently seasonal unemployment and
under-employment have continued to be major problems and important
factors in the low level of annual incomes. Furthermore the rate of
construction activity is subject to wide fluctuations in accordance with
business conditions and market developments as they affect an export
economy. Throughout the period 1949-56 the magnitudes of the construc-
~ion programmes in Newfoundland, whether for military purposes , or
resource development, have from year to year dominated the economic
scene to a greater extent than in other regions of Canada .
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The construction programmes have included si ni ficanthe Yro~•incï~~l (I overnlnent on industrial projects for econom outlays byment, on ror~cis , o[1 I~luni * )z~1 ~1•~~a,~_~~~~~~~ ~c develop-
~~ô~~•~'~•er, the c"x penciitures on t.hese items of social capital~~~~~I~es

'

largely to kE~ep up with the pace of a rapidly growing have served

have been few really major improvements in the levels
Population . ''he,,;

services . The clc~ficicllcïcs of the
and standards of

cotlle. p
ast ll 1 ve not been substantially over-I'l lcfcilitics rcc1 uired for Most services remain below the standards'a any other prc.W ince . The per capita outlay in Newfoundland on educ -tion in 1 9,155 was about 20 per cent below that of Nova Scotia . The roa doutsystelll co11t II1Ut~s to be «'oefully inadequate and is almost com

p

lete lof phase with Illo(~E`rIl ~(~C~'('l0~))1]Cnt-fi and I)os$ib1l1t1CS in n'lotor transport .
of

w it }1 its more scattered and mucll slnaller density ofpopulation coluparecl with the Maritime Provinces, only about one-half the mileage of motorable roads per capita . "'r~c; quality of the roadsalso much inferior . The Newfoundlan~i portion of the Trans-Canada
'~s

way is not more than a quarter cornpleted in ternis of total es tl
' It~gh-

Thel•e is no tI'aIls-provincial road whatever. The majority of th
e lnate,d cost .

small settlements in the Province are still without an numerou
s

The lack of an adequate road systc'I~1 is in th
e any road `~^nrleetions .

, present -lay, one ofthe outs t :tnclint ; handicaps to econom ic dcvcloplnent a nd social iIn )rovelncnt .From te rCOIlolllle st,tinclpuiut this basic cle ficicncy is it serious obstacleto a better concentration of popula tion ; it, hinders the develop ment ofnatural resourcvs, raises the costs of distribution, restricts the diversificationof Industry and limits the growth of local enterprise . From the socialstandpoint the l ack of ro .Lcis adds subst
'a
ntlally to the cost and difficultyof proviclin g a Ilccess;cry and desirable standard of public services . Inshort, Newfou .ld lzinci is con f ronted Nv it 11 the urgent tasks of modernization ,is without the modern incanti of mobility and coInn~llIllcatiopAt10n

~

The notable increases in Newfoundland production and incomes inrecent years have not measurably reduced the disparities with the restof the country whi0h h ad previously ex isted. In the generally prosperousyc ; t r of 1956 the ave nage per cap ita personal income after acl '
,
ustmfor diffcrences in the cost of living was still sotnewh.~t less than half thetCanadian average and about

one-third less than that of the 11!iaritimProvinces. This , comparison of a.ver; ges, however, obscures a number esignificant variations within Newfoundland itself . While the rate of ofearn-ings in the Newfoundland forest and mineral industries are comparable tothose in similar industries in other parts of Canada, the net income of
most fi sllcrnlen has remained at no more than a few hundred dollars peryear. The average per capita incomes in Newfoundland are further affectedby the more limited opportunities for fenlale workers and by the fact thatthe proportion of the population of working age is significantly smalle r
8



Economic Background

than elsewhere in Canada . In 1956, 41 per cent of the population of
Newfoundland was under 15 years of age as compared with 32 per cent

---for- Canada --as- a-_-whola,--Th6- . uu-cr.age,-numbcr-oî--pr.rsons-pe~-
Newfoundland in 195 6 was 4.6 compared with 3 .9 in Nova Scotia and 3.8
for Canada . The larger proportion of children in Newfoundland has a
pronounced effect on the relative per capita incomes, on the costs of
education and social services, and on the taxable capacity of the population .

The provinces and regions which comprise the Canadian federation
exhibit a wide range in their economic development, and in their levels of
wealth and income. By virtually every criterion Newfoundland remains
well down at the bottom of this range . This position, however, does not
measure the contribution of the people of Newfoundland and its resources
to the Canadian entity . The national significance of the extension of the
geographical boundaries to the ultimate limits on the eastern ocean, and
the importance of this historical development for Canadian defence and
aviation do not require elaboration. Union in 1949 brought another
important exporting region inside the Canadian economic structure. The
product s; of Newfoundland were and continue to be expo rted abroad to it
greater extent than in any other province . Under the influence of the
Canadian commercial, transportation, and fiscal policies this export income
has flowed, along with that from other export areas, into the great stream
of purchasing po wer which has been the basis of much of the growth and
prosperity of the industrial and commercial centros of the nation . This
new source of opportunities has helped to str engthen the central core of the
national econoiny. The addition of Labrador to Canadian territory has
added also another frontier rich in minerals and water power . Labrador
is already making its contributi on to the vital role which undeveloped
frontiers have played in the history of national economic expansion .

Newfoundland with its heavy dependence on specialized export indus-
tries and its large areas of undeveloped frontier is strongly affected by
outside influences over which it has little or no control . The Newfoundland
economy was, and continues to be, highly vulnerable. In the past this
circumstance has often broûght privation to many and sometimes financial
ruin . Since 1949 the social and economic dangers inherent in this vulnera-
bility have been notably lessened by federal social services and other federal
programmes. Indeed, this has been the outstanding and most far-reaching
result of Union. However, the capacity of the Provincial Government to
cope with the effects of adversity and to deal with the more basic and
longer-run problems of economic development is seriously handicapped by
the pronounced lack of social capital, by the high costs associated with a
scattered population, and by the deficiencies and difficulties inherited from
the past . The undoubted resources in people and natural wealth stand in
contrast with the local means available to promote a desirable rate of
economic and social betterment. .,



CHAPTER II

Rev 're v- ô#-~he F. innïïciHl position of
the ProvinceThe financial arr

angements under which the Province of Newfound-land came into being on April 1, 1949, are set forthvisions of the Terms o f Union . These~ in the financial pro-provisions are as follows :
Financial Ternn a

Debt23 . Canada will nssume nnrl provide for the servicing and rr.stock issued or to be issued on the security of Newfotndlftncj pur tirement of the

t
.Act, 1J33, of Newfoundland rtrid will take over the Sinkin Ft nd suant to the l',oanthat

Art, K cstublished, under

Fi>ia n c•izl Su rplzcs24. (1) In this Term the expression "financiiil surplus" meansto the ct•eclit of the Newfoundhtncl Exchequer at the (la te oonT •such surnç be s the balances81111's as may bc. rertuirecl to riisclrarRe rlccounts paytt})le at the datenof Un~o~
in respect of nt ) t>ropriations for thepublic re~~erltre (includinR lo,ins and a ivu nces r fer cd tod•

any ion
respect of any n~ntter, public

moneys or
thing, or period

prior to the dntelrof~Union~renty-Sve) i nthe GovFrnment of the Province of Newfoundland subse tre covered byUnion .
Q nt to the date af

(2) Newfoundland will retain its financial surplus sub'ectconditions :
1 to the following

(a) ane-thirii of the surplus shRll, be s e t aside during the fir-q .the cliitc~ of Union, on deposit, with the Governnient of Canada, to be~vithdrRwn by the Government of e1Rht yearrs from

ex}) enditurc~s on current account to f
the
RCilitatertl l~ ~l;iNtcvfoundland only forr~ic~nt of Newfoundland public services, and any n:ince and improve-of the surplus rernaining unsl~ent at the end of theo~2~l~t-°earhis ane-thirdbec•ome ati•ailuble to the Province of Newfoundland with

lo period shailrestr;ction; t the foregoing
( b) the remaining t W o-thirds of the surplus sl iall be availabl ement of the Province of Newfoundland for the development olf r .e overn-Rnd for the estt~.bli q l iment or extension of eources

Province of Newfoundland ; and public set-vices within the
(c) no part of the surplus sh a ll be used to subsidize the r oproducts

of the Province of Necvfoundiand in unfair com10e , or sale of
similar product,s of other provinces of Canada, but nothing p t~tion withgraphgraph shall preclude the Province of Newfoundland from a1$tn thie para-

developmental loans on reasonable conditions or b~ardi ~~dus}~y
administrative services. Y nary provincial

(3) the Government of the Province of Newfoundland wi
lwithin one year

from the date of Union to deposit with the Governmen t1 havë the rightall or any part of its financial surplus held, in dollars an of Canada
of March and the thirtieth (lay of September in each ~,►ea

r
t o on

the ~i~y-flmt daythereto interest at the rate of two and five-eighths per ce treceive with respecta maximum
period of ten years from the date of Union onthe per annum duringoutstanding at, any time during the six-month minimum balanceinte rest, period preceding payment of

10



Loans

25 . (1) The Province of Newfoundland will retain its interest in, and any
securities arising from or attaching to, any loans or advances of public funds made

--by-thn -61o%fernment -vf -NewfettndlKn4- .prior- to--the--cla ie a€- Union ,

(2) Unless otherwise agreed by the Government of Can ada, paragraph one
of this Term shall not apply to any loans or advances rela ting to any works,
property, or services taken over by Canada pursurwnt to Term thirty-one or
Term thirty-three .

• Subsidies

26 . C 11 nacla, w ill puy to th e Province of Newfoundland the following s ub -

sl(lies :

(a) an annual slll)slcly of $ 180,000 and an annual subsidy equal to 80 cents
per head of the po- " r ig the Province of Newfoundland (being
taken a t 325,000, tlntli i oe first decennia l census after the (late of Union),
subject, to be in creased to conform t o the scale of grants authorized by
the B;'iti sh North America Act, 1907, for the local purposes of the
Province and the s iippo rt of its G o vernment and Leqicalr► ture, but in no
year sha ll sun is payable under this paragraph be less than those payable
in the fi rs t year after the date of Union, an d

(b) an additional annual subsidy of $1,100,000 payable for the like pur poses
as the various fixed alillu :il a llo wr k nees and subs iclirs p roviclccl by ytritutec
of the Pa rliilmc .ant. of Canada from unie to time for the Provinces of
Novi t Scotia, New 13cun s~ : i v k, and I'l'lnc~c I;.cl~~•~lyd Island or any of them
and in recognition of the special prob l ems of the Province of Newfound-
land by reason of Reogra pihy and its stia rs'- and sca ttered population .

7'ax Au rc- e nl c n t

27. (1) The Govcrnulen t of Canada w ill for tl ► w ith : ► ft vr thc clntr of L1n1011 11171k r
an offer to the Government of the Province o f Newfoundland to enter into it tax
agreement for the rental to the Governnlent, of Canada of the income, corporation
income, and corporation tax fields, and the succession duties tax field .

(2) The offer to be made under this Terln w ill be similar to the offers to enter
into tax agreements made to other provinces . necessary changes being made to
adapt the offer to circumstances arising out, of the L : .iion, except that the offer
will provide that the a ir-ce mcnt may be entered into either for a number of fiscal
years expiring at the end of the fiscal ~• e tlr in 1952, as in the case of other provinces,
or for a number of fiscal years e xpiring at the end of the fiscal year in 1957, at
the option of the Government of the Province of Newfoundlitincl, but if th e
Government of the Province of Newfoundland accepts the latter option the agree-
ment will provicae that The subsequent entry into it tax agreement by the Govern-
ment of Canada with any other province will not entitle the Government of the
Province of Newfoundl and to any alteration in the ternis of its agreement .

(3) The offer of the Government of Canada to be made under this Term may
be accepted by the Government of the Province of Newfoundland within nine
months after the date of the offer but if it is not so accepted will thereupon expire .

(4) The Government of the Province of Newfoundland shall not by any
agreement entered into pursuant to this Term be required to impose on any person
or corporation taxation repugnant to the provisions of any contract entered into
with such person or corporation before the date of the agreement and subsisting
at the date of the agreement .

(8) If the Province of Newfoundland enters into a tax agreement pursuant
to this Term the subsidies payable under Term twenty-six will, as in the case of
similar subsidies to other provincea, be included in the computation of tax agree-
ment payments .
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7'rcrn,,ilionczl GrnnC s28 . (1) In order to facilitate the adjustment of Newfoof a Province of Canada and the developruent by the p~tlnclvlnce lr'nd to the statuaof revenlle-producinR services, Canada will pay to the p of Newfoundlandeach Year during the first twelve ~ rovince of Newfoundlandgrant as followA S'caI'g after the date of Union :i, PaYment in eaçl)~ T.

.

ng-t~~ié-°~rst driy of April, namely, li quarterly inStaltnenta
First yearSecond . . . . . . . .. ,
~ Year . . . , •

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$8 05 00,000
Third year ,

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,500, 0()QFourth year •
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • 615W'000Fifth yea r . . . '

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51650,000. . ,
Sixth year . . . . ., "

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,800,000
Seventll yr.rlr

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,950 l~
Eighth year . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,100~(M00O1.E~ar •
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~ 2,250 000Nintr,

T
. . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . .
enth Year . . . . . . . 1,900,000h;levent

h '
•c~tir

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . '
. . . •

11050 .000Twelf t h yc ;Ir . . . . : .
.

.
.

.

.
.
.

. . . . . . . . . . '
. . . . . . . . . . . . . . . . . . . . 700,000
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enabl ethe date of Union, wïthaut ~ (~~orting to taxation more k )r •, to

i t

to

to

raprtcit,y to }~;iy, th yi,, that ol,tilinink~ gc,ncr:illyr in ththedc ns
reKiut l

~~me,
cp

havirr~ regardMt~rit.i ►ne Prov
the

ittc ey i f Nova Scotia, I1'r.w lirunswick mJ.~ri~in~q, and Prince E' clward Isl ;lnd,The Gavernm,,lit of the Province of Newfot
used for the establishment, eXtension or znainte .3 million which could be~40
for the clevelopmcut of resources in accordanc el~ance of public services and
in Term 24 of the Terms of Union. In a with -conditions set out
interest in pro-Union loans and other financial addition, the Province retained itsof $11 .0 million on March 31, 1949, 011 l

assets having a book value
realized. The net Amount of NewfouIll~c hdland

$4 .5 million was subsequentlyunder Term 23 was $47.6 million. The debt assumed by Canada
ind irect debt outstanding on March 31, 1~g alndcr of the net direct and
«'as çarried forward as an obligation of~ the I'rovincla

lunt~ ng to $10'3 million
amount included $4.2 million of net direct funded rovernnlc;llt, This

debt and $6 .1 milli ;,,i of
12
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- Priur, _ .~..~Utiun .t
since redeemed by the Company as it matured.

indirect debt arising out of a guarantee of securities of Bowaters (New-
foundland) Pulp and Pap er Mills Limited, all of the latter debt being

60 per cent of its revenues f rom customs duties and excises . Upon the
establishment of the Province these revenue sources pa Bsed to the Federal
Government and the Province begun with an undeveloped and very limited
revenue system. The gap was filled mainly by federal payments under
the tax rental agreeme nt, the statutory subsidies, and the special 4ansi-
tional grant in accordance with the Financial Terms of Union . However,
a substantial deficit was encountered in the first year which was covered
from the aecumulatecl surp lus . During the first fiscal year of operations

total federal payments constituted more than 75 per cent of total pr•ovincial
revenue . This contrasted with a percentage of fed eral payments of slightly
less than 40 per cent in th e case of the Maritime Provinces .

Furthermore, berause of the very limited devulopment of municipal
institutions, the provincial revenues in Newfoundland were required to
cover the cost of services which in other provinces are generally paid for

out of municipal taxv, , . I:)uring the first fiscal year following tJ'nion the
combined provincial-munic.ipal net revenue from provincial sources in
Newfoundland amounted to $ 15 per cap ita compared with $57 per capita
in the Maritime Provinces . If federal payments are included the total

revenues which were available in Newfoundland for provincial and munic-
ipal purposes were $54 per capita, compared with $79 per capita in the
Maritime Provinces .

'I l ie preceding paragraphs cic .,,eri be the highlights of the fin an cial

position of the Provincial G overnmcl.lt, of New frninc?land at the outset of

Union . The subsequent developments during the period 1949-57 are set
out in detail in Appendices I, II, and V. 7.`A ►e main trends in the provin-

cial-municipal rev enues and exp eniiitures are indicated in the table below :

Provincial and Municipal Net Revenues and Expenditures for fiscal years
ended nearest Dec . 31st .

Not Ordinary

Provincial Municipal Prov.-Mun . combined

Rev. E'xp . 1 Itov. I:xp .l Rev . Exp . 1
(millions of dollars) (dollars per capita )

1949 17.4 21 .0 1.1 1 .0 5 4
19 50 21.0 20.7 1.3 1.3 6 3
1951 25 .2 23.9 1.9 1 .2 74

1952 31 .7 24.7 2.2 1 . 5 90
19 53 31 . 0 27 .2 2.5 1.8 88
1954 32 .9 31.0 2.8 1 .9 90

1955 33 .5 33 .4 3.0 2 .1 89
1958 36 .8 35.5 3.7 2.7 97

836269
7075
83
87
9 1

Excludes debt retirement a tid capital g rants for school s and hospitals .
~ Includes capital grants for schools and hoypit a l s .

13

Capital Exp©nditur e

Prov . 2 Mun .

(millions of dollars)
4.9 1 . 36 . 7
5.9

. 6
. 8

4.1 1.3
4.7 1 .2
8.5 1.9

9.0 1.8
8.8 3 .3
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A noteworthy feature of the publie finances of1949-56 is the relatively small share of munici Newfoundland duringthe period . Almost the whole of the rise in pal expenditure throughoutoutlays theProvincial Gc►vernment . Total ordinary. was borne directly byi
40 Per vent; 13D A
ncreased by nearly 70 per cent between Provincial eXperiditures

per capita basis
. There were considerable differences uthe rates of increase of ordinary eXpe1ditttr ,- in

services ; the increase per capita on health services v
the, various provincia l

on education, transportation, and natural resources s about one-half,on general administration cliglitly more than oeabout three-quar~ters,
per capita cost of welfare services declined . However ,

third. The provincial
of the riyc~ iri ec~çts ci uu•ing this periocl (lite to raises f account is taken
' ~in wages, salaries andprices, the increases in per c apita real outlays on ro ' •much smn,ller. Indeed, after making due allo~v

p ance vrnclal services vyere
total provincial per capita outlay on ordinary t~c , for rising costs the

c ount showed no slgnlficantincrease between 1949-1 .956 .
Per Capita Provincial Net Ordinary E x pendittires on Certain ~Constant (1956 ) Dollars services' in

1949 1950 1951 19 5 2 1953lfrnlth nnd h o ~l) ittil rnrr . . . 17 .?0 16-54
1954 19b,5 1956

19-03 18 .64 18,73 18-04I~:duc~utian . . . . .. .. . .. . . . . 18 . 79 18.771 S . 60 18 .12 18.23 18 .62 18 .69 15)'9 0Tran,qx,rtation and rcin~- 20 . 24 19,69rnuni c nti o n s .. . . . . . . . . . . . . . . . S .17 7.85 M, 80 0 8 .58 9.38 A . 86 10.67Other rx pe ncliturQ (c►xrlucl-ina welf:tre luuJ' ► n (~nt s tciindivid uiil s ancl debtrhargc►.s ) . . . . . . . . . . . . . . . . . . . . . .. . . . . 20 . 3 6 ~?0 .1 ti J9 .88 19 . 69 21 .(}4 19 .7 5' 21 . 2
Lxrludin,q feryerNl qrt~nt~-in-Kicl . For total out1

.`1 22 .16

ayR on thoso services se© Tahla 10, Appendix IThe provincial government expenditures and~such as roads grants for capital facili-, hospitals, schoo 13 , public buildings, etc .1949-56 period, ranged between $4 million . , during the
amounted to an average of and $9 million per year, and
the expanded facilities re •$6'6 million annually . After taking care ofqurred for a population which increased by nearlone-fourth during this period , not a great deal was yof this limited size to overcome past de~iciene' available out of amountsExcept for one year, ordinary revenues les and to improve standards .
expendittlres and grant s for capital facilities .ere

insufficient to cover theThe most significant developrr,ellt i n the provincia l1949-56 period was the increase in the ro or revenues over the
sources from slightly less tha.i one-fotl p~1 p tlon obtained from provincial
of the total ordinary revenues available to

somewhat more than one-halfthe province.
14
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Net Ordinary Revenue
For Fiscal Years En.lad Nearest December 3 1

1949 195u 1951 1952 1953 1954 1955 1956

Ger.eral sales tax. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - .7 3.2 4.5 5 .7 6 .3 6 .1 7 . 8
-Motor fuel taxes and . inotor voliicl elicences . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . .. .. . . .. . . 1 .4 1 .8 2.1 2.0 3 .1 3 .7 4.6 5 .4
Liquor control . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . 1 .8 2.2 2.5 2.8 3 1 3 .1 3.2 3 .8

.Natural resources. . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .0 .4 .7 .8 .5 .'? .4 .8
Other provincial sources .. . . . . . . . . . .. . . . . . . . . . .3 .6 .8 . 9 .8 1 .2 1 .2 1 . 2

Total provincial sources . . . . . . . . . . . . . . 4 .1 5 .7 9 .3 11 .6 1 3 .2 14 .6 1 0.1 19.0
Payments from Federal Uovern-

nient. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 .3 15 .3 15 .9 20.1 18 .4 18 .3 17 .4 17 . 8
Total net ordinary provincial rev-

enue. . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17 . 4 21 .0 25 .2 31 .7 31 .13 32 .9 :33 .5 36 .8
Municipal not revenue. . . . . . . . . . . . . . . . . . . . . . . . . . 1 .1 1 .2 1 . 6 r 2 .0 2.3 2.5 2.8 3 .3

_._.__... .~... .
Provincial-municipal comb inaa:i . . . . . . . . 1 8 . 5 22 .2 2 6 .8 33.7 33 .9 35.4 30.3 40. 1

The expansion of the provincial revenues was accomplished very largely
by the adoption, early in the period, of a general retail sales tax an d by
higher rates of taxation on motor vehicles . Aside from these a ild the
steadily rising yield f rom liquor control, no other source broughc in any
substantial returnÇ. An outstanding feature of the prov3ne;a1 revenue
system is the narro w scope of the revenue sources . Corporation taxes,
personal income taxes and succession duties were rentyd to the federal
government under Tax Rental Agreements. Revenue f rom natural

resources was severely limited because of the tax concessions given i n
agreements which w ere entered into «'ltll companies to encourage develop-
ment. The lack ci roads restricted the possibilities of revenue from motor
vehicles. Under these circumstances the 3 per cent general retail sales
tax became the predominant sour c e of expanding income for the Provincial
Government . The heavy dependence upon this levy caused the tax to be
imposed upon a wide range o f transactions including virtually all purchases
of the necess iti a- â of life .

Furthermore, throughout the period, the provincial revenue had to
cover the cost of both the provincial services and all but a small part
of the cost of local services . During the fiscal year ended March 31, 1957,
total municipal collections constituted only 8 per cent of the combined
provineial-municipal revenues . During the same year municipal collections
cor.frihuted 30 per cent to the combined provincial-municipal r ovenues in

the Maritimes .
The payments from the Federal Government under the Tax Rental

Agreements, the statutory subsidies and the transitional grant arrangement
continued to provide a large though declining share of total provincial
revenues. The payments under the Tax Rental Agreements rose f rom
$7.2 million in the fiscal year ending March 31, 1951 (the first fiscal year
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in which the full annual

paylnent was receivecl } to $14 . 0 million- in thefiscal Year ending March 31, 1957, but over the sametional grant paid in accordance with the Financial interval the transi-
from $6.5 million to $2 .25 million. The total Terms of Union fell
cornprlsed 73 per cent of total hrovincial net r,

of the federal payments
ending March 31 , 1_1951 An _, eriue in the fi scal year~$_._per_ centr--i-n--the-fiscal-y~eNr-ending March 311S5?:--7ri thé same years, the federal payments to tfoundland calculated on a the Government of Nt~w ~

per capita basis amounted to $44 and 443respectively, co;nparecl w ith $21 and $35 reksp ective lMaritime Provinces, Y in the case of theOver the whole period beginning April 1, 1949 ,
1957, total revenues on ordinary account fell short '

and ending March 31 ,
.for ordinary e.t 1~enditiires of the total requirements(including sinking fund instalm, a ts) by $1 . 1million. Surpluses on ordinary account were realizedfiscal years ending in 1952, .1953 1054 arl,, `rin each of the four

The total fi nancial requirements o f arnountobtained from ordinary revenu
the Province, over and above th e

account occurred in the fiscal 1 1955 . Deficits on ordinaryyears encling in 1950, 19,51, 1956 a a d 1957.In each of the last three fi sc,_ ; y, trs irlclud i nthe fiscal year ending Mltrch 31, 195$ deficl' the est1111Ated out-turn for
encountcred on a rising ccalc, amountin

g
to $2

ts on orc?`nary account rcvere
an estimated $4.5 million respectively . In

million, ~$2 .4 million and

three years the revenues of the Prov' In other words, during the past
IYlore and more short of flic recliriremc nts°n ordinary ac .r,ount have fallen

fülordinary cxpcncitures .
es, are shown in the table on oppositepage for each of the years in the period he ginnin A, .11~1'arch 31, 1958 , T}lese requirements for the g I~rll 1, 1949 , and ending

amounted to $101 million of which $6 millio n•
whole of the nine-ye~,r period

defcits, $50 million for capital ex pendit
. wrt c ;c,r ol•dinary account

advt~nt,~es . The total of $101 million
lres, and $4 .5 milliorl for loans and

million from the pre-Union surplus and as financed to the extent of $46
and to the extent of $56 million from the

realization of pre-Union assE! ts,
During the first three b0rrowings,years of the perlocl the financial requirementswere met entirely from the two-thirds portion of th

eafter which this portion was virtually used 11 p, pre-Union F,urplt,s,
of the period the requirements were met hut In the remaining 'six ye,~rs
remaïni~►g one-third portion of the re_ Uni of borrowings and from the
the Financial Terms of Union, became on surplus which, according toavailable April 1, 1 f,57, In themcst recent fiscal year ending March
requirement was nearl 31, 1 958, the estim: i ted fi nancial
borrowed .

y $16 million, all of which would have ha(; t o be
The deta:ls concerning the sunl exhended onamounting to $45 million over the nine-year erio loaps and advances

' p d are shown in Appendix V,
16



Financial Requirements, Sources of Funds and Increa$es in Debt For Fiscal
Years Ended Neareit December 31

Subject
to Esti-Audit mated

1 949 1950 1951 19,52 1953 1954 1955 19.56 1957

li'equireme ►its--
De ficit or surplus (-) on ordinary

ac count . . . .. . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. . . . . . . 5.0 .4 - .5 -6 .0 -1 .7 - .5 2 .0 2.4 4 .5
Capital expenditure . . . . . . . . . . . . . . . . . . . . . . . .. . . 4 .1 6 .2 5 .2 3 .2 3.7 c . "A 7 9 7 .1 5. 1

gub-total . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .~ 9.1 6 .6 4 .7 -2 .8 2.0 6.9 9 .9 n.5 9 .6

Loans and advances . . . . . . . .. . . .. . .. . . . . . . . . . . . . .3 2.6 9 .6 7.6 4 .4 7 .3 3 .5 3 .5 6 . 3

Total requireinente . . . . . . . . . . . . . . . . . . . . 9.4 9.2 14.3 4 .8 6.4 14 .2 13 .4 13.0 15 . 9
Sources of Funds---

From financial surplus. . . . . . . . . . .. . .. .. . . . . . . . 9 .4 9.2 14 .3 . 1 . 1 .2 . 1 11 .1 --
From t o rrowing. . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . -- --- --- 4 .7 6.3 14,n 13 .3 1 .9 15 . 9

Total . . . . . .. . . . . . . . . . . . . . . . . . . . . . , . ., . . . . . . . . . . 9 .4 0 .2 14 .3 4 .$ 6 .4 14 .2 13 .4 13,0 15 . 9
Inr,rease in 1)ek~ -

Ro rrowina .. . . . . . . . . . . -- --• 4.7 6 .3 14 .0 13 .3 1 .9 15. 9Loss a inkina fund instalticente an d
earningy . . . . .. 1 .i .2 .2 .4 .5 .9 1 .4 1 .4

Net borrowing. . . . . . . . .. . . . . . . . . . . . . . . . . . - .1 - .1 - .2 4 .5 5 .9 13 .5 12 .4 .5 14 .5

.increase or decrease (-) in quzir-
antoes . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . -1 .1 .8 .1 1 .5 2 .4 3. 8 -- .1 4 .1 -1 . 6

Incrmse or decrease ( - ) in net direc tand indirect debt . . . . . . . . . . . . . . . . . . . . . . . . . . . -1 .2 .7 - .1 6.0 8 .3 17 .3 12 .3 4.6 12 . 9

Statement 9. Of this total, the net amount lent or advanced for fish plants
and fisher•y development was $11 million, for industrial plants and indus-
trial development $30 million, for land settlement and agriculture $j million ,
for socia l welfare, education and municipal purposes, $1 ~ million, and for
housing dcvelopments nes,rl ;; $2 million .

In addition to loans and advances the Provincial Government pledge d
its credit in guarantees amounting to $16 million outstanding on March 31 ,
1958 . The net increase during the nine-year period was $10 million because
$fi million was outstanding at the date of Union . The details of these
guarantees are shown in Appendix V, Statement 3 . Out of the total net
increase of $10 million in guarantees, the amount guaranteed for fish plants
and fishery development was nearly $3 million, for education, municipal
and housing purposes $11 million, for industrial plants and industrial
development $2 million, but. $6 million outstanding at the date of Union
was retired, leaving a net decrease in this category of about $4 million .

To sum up, durin ; the nine-year period ending March 31, 1958, th e
Provincial Government utilized financial resources, from the pre-Union
surplus and the use of its credit through direct borrowings and guarantees ,
amounting altogether to $111 million . Roughly one-half of this amoun t

was used for capital expenditures on public works and for deficits on
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ordinary account, and the remainder was devoted to industr ial development, fishery develop ment and to guarantees for municipal and other locapurposes .

The effect of these operations on the d ebt of the Provincial Gove rnmen-is shown in the table below .

mated

(inillions of dollars)
Fun~lE~~l debt . . . . . . . . . . .. 5.0 S .II ~L~~~.~s sinkin~q fund

.
. . . . . . . . . . .~ . . . . . . . .~ . . . .. 3 ~.0 5.0 1 .5 .U 15 .0 27.0 43.0 43 .0 54 .51 . 1 1 . ;. 1 .4 1 .8 2 .3 3 .2 4.6 5 .4Net fw.~ded debt . . .. . . . . 4.2 4 .1 3 .9 3 .S 13 .6 13 .2 24.7 39.8 38.4 49 .1Unfun~i~,~ debt or un:~pc+nt ûur-

rowinKg (-) . . . . . . . . .. . . . . . . -- -- -5 .4 1 .0 3 .0 .2 2 .1 6 .0Total net direct debt . . . . . . . . . . . . . . . . .
. . . . . 4 .2 `l .1 3 .0 3 .8 8 .2 14 .2 27 .7 40 .0 40.5 55.1Guarantc~c~s . . . . . . . . . . . . . . . . . . . . . . . .
. ". . . . . . . . . . . . . 6 .1 5 .0 5 .9 5 .9 ~ .5 9.8 13 .6 13 .6 17.6 15 .9Total net direct and indirec tc el~t. . . . . . . . ... . .

""""' . ' . . . . . . . . . . . . . . . . . . . . 10 . ;i 9.1 9 .8 9 .7 15 .7 24 .0 41 .3 53 .6 58 . 1
'-1~ppenclix V, Statement 2 .

In the early years the debt position of the Provincial Government was
very favoarabl.e . At the outset the Provincial Government had in ~h n
substantial net cash surplus and was virtually free of any net deb a d aS ince 1952 the provincial debt has increased steadily . In the fica

l charges .

ending March 31, 1958, estimated net debt charges including th
e fis.ca l

ments for. interest and debt retirement had risen to ;3.4 million .
ec~uire

this cost constituted no more than 9 per cent of the total ordinary
r°wever,

compared with about 20 per cent for the similar ratio in the Maritim
e evenues,

Provinces combined
. The total estimated net direct and indirectthe Government of Newfoundland outstanding debt of

$71 .0 million . This total amounted to $163 ~~r ~Iarch 31, 1958, was
about twice this amount per capita for the go

per compared with
Provinces ci,mbliied. These comparisons woa~ld a earl to

s of th
e indicate

Maritime
debt position of the Government of Newfot~ndland continues that the
able in relation to the Maritime Provinces . However, n consi

deto be favour"

significance of this relative position regard must be ll~,d t o the er i fac
t ng the

the Government of Newfoundland has been encountering r i that
ordinary account over the last several years. Also, considerationde

fi cits on
given to the vu lnerability and uncertainties of the Newfoun lan

d tlon must b e
and the significantly lower per capita personal incolne .

In d

economy
stancesstances special problems and limitations arise re ardil these

circum-
g Ig the support offixed charges .

Net Funded, Unfunded and Guaranteed Debt' as at March. 31

flubj©ct
to Esti-

1949 1950 1951 1952 19 ;i3 1954 1955 1956
Audit
19571958---------~-

21_.0_
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CHAPTER II I

The Levels and Standards of Public Services in Newfoundland
4.

One of our first tasks, and a most importan ~ one, was to determine the
levels and standards of public service reached in Newf ,oundland subsequent
to the date of Union . . This task is explicit in the T.erin ; ; of Reference which
state in part "and to recommend the form and scale of' additional financial
assistance, if any, that may be required by the Government of the Province
of Newfoundland to enable it to continue public serv i ces at the levels and
standards reached subsequent to the date of Union, without resorting to
taxation more burdensome, having regard to capacity to pay, than that
obtaining generally in the region comprising the Maritime Provinces of
Nova Scotia, New Brunswick and Prince Edward Island". Before it is
possible to judge what will be required to continue public services at the
levels and standards reached subsequent to the date of Union it is necessary
to know what those levels and standards were . Further, before the levels
and standards of public services can be meas ared, certain . problems of
concept and de finition must be settled .

It must be assumed that the phrase "the levels and standards reache d
, subsec: j~ent to the date of Union" means the highest levels and standard s

reached. Otherwise Terrr. 29 has little meaning . It w ,)uld appear that the
purpose of this clause in the Terms of Union was to ensure that levels and
standards of public servic e reached in Newfoundland during the periu d
under review would continuo to be feasible for the Province if its taxatio n

the highest levels and standards of public service reached subsequent to
Newfoundland in support of additional financial assistance assumes that

were no less burdensome than that obtaining in the Maritime Provinces
generally .

The Brief presentod ' on behalf of the Government of the Province o f

to the date of Union were reaÛhed in the fiscal year 1956-57. We felt that

basis . On the face of it this definition seems reasonable and fairly clear-cut .
in certain instances, from government agencies operating on it -commercia l
available at marl . 4A prices f rom th e private sector of the ccmmunity, or,
charge and paid for through general taxation as distinct from service s
services which are provided by governments, either free or for a nomina l

The second matter of definition for settlement is the mcaning of the
expression "public services" . Public services can be defined as those
calculation of the. additional fi nancial assistance required .
to 1956-57, these earlier levels and standards should form the basis o f our
It seemed clear that, if higher levels and standards had been reached prio r
this assumption should be clo"el,y examined since much might turn on it .
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I?pon eM llllrllatloll, however, it will be seen certain of the public
services are hardly dlstrnglllshat)l(' from certain services provided to the
community by associations of in(liviclunls acting on a voluntary basis .
This is true in all provinces of Canada in the field of social welfare . In
NewfounclIand however it is also true for eciu eation, because the educa-
tional s .y stenl i ., to a very large extent, c}perated by the chu rches and a
substantial part of the cost of building, I11Iillltall11I )g and operaflng schoo ls
is borne by the citizens throu gh their religious nrganlzatlons .

Because of t h e di fference in the operation of schools in Newfoundland,
the contribution made locally to e(IL1cat1oI1 outside the tax system is rela-
tively larger than in the -Maritime Provinces . In place of a system of local
taxation to s upport schools as in the 11a1'rtlme Provinces, there is in New-foundland a sy titcnl of voluntary contributions by the public and financing
by religious (lenominati( ► ns. In both flre tls, there is direct assistance fro m
provincial governments to wards carrying on the educational services .'W ithout these contributions and church assistance, local taxation or highe r
provincial government expenditure would be necessary in Newfoundland,
It «-as decicled, th crefore, that the de fi nition of public services should
inclucle education paid for through clrurch organizations as well as thatwhich was financed from the public tre asury . In other words, it wasdecided to start from the basic fig ires of prov incial and municipal finance,an(] to add to th('Ill the es tilllflted p l'iZ'ate contribution for ('dllcatlon .

The tl :ird matter for settlement is the meaning of "levels andstandards", aarticularly as it affects the unit of measurement to be adopted .
The Shorter Oxford English- D ictionary defines level as "position, plane,standard in social, moral or intellectual matters" and standard as "a
definite level of excellence, attainment, wealth or the like, or a definite
degree of any quality viewed as a prescribed object of endeavour or as
the measure of what is adequate for some purpose" . To some extent, there-
fore, the words "level" and "standard" are synonymous, each reinforcing
the meaning of the other . It seems clear that the expression "levels and
standards" has quantitative and qualitative meaning . We are concerned
with the probl em of measurement and, therefore, for our purposes quality
is, viewed as an aspect of quantity. A higher quality service is taken simply
to mean znov-, service, whict ., in practice, is achieved by larger expenditure
on men and Yn ;io rŸf0c! .

Since ou r comparisvns of levels and standards must reflect quantitative
change, they must run in real t-.rms-- in terms of the real level of service
rather than in terms of the currerrt, dollar cost of that service . lHence, in
a period of rising prices the financial (1~~ f,-1. of government expenditure and
cost of services will only be relevant to our discussion of changes in the
levels and standards of these services if these financial data have first bee n

20



Levels and Standards of Public Services

14

adjusted to a constant dollar basis or corrected for price changes . Further-
more, siiice the standard of service may also be affected by the number
to be served, it may be necessary to adjust the constant dollar fi nancial
data to per capita terms or to other terms deemed suitable for the purpose .

It should be made clear, at this point, that we have decided to proceed
upon the assump tion that the lcvels and standards of public service are
inclicated by their cost . For example, if $100,000 is spent on the salaries
of doctors and nurses to provide a health service, we assume for the pur-
pose of our study that $ 100,000 is the measure of the flow of service which,
rerults from that expenditure . We know of no other practical method of

measurcm ent .
Iï<tv ing definecl le vels and standards of public service and decided

that changes in thcm are indicated by the changes in the expenditures
upon them, acijusteci fo r p rice v,ariations, we proceed to deal with the
techniques of mcasurcment . Here we are confronted with an important
matter of concep t: inv olv ing the relationship between current and capital
expenditure . We. know that, the flow of public services is partly the result
of current expenditure and partly the result of previous expenditure for
the construction and acquisition of physicaL assets. This is the same as
for the incliviclwa l who, in addition to his current income, may enjoy a
flow of income or service f rom previously acquired assets such as his

house and furnish ings . The problcnl is to measure and relate these two

flo«:s so that they may be added together .
We have a lreacly liote ,:l that as far as ord inary expenditure is con-

ccr»cci the cost of service will be taken as indicating the level of service
subject only to the fact th ; i t if we are comparing t wo or more years, an

adjUstn]ent will have to be made for price changes . In calculating the flow
of service from capital assets, however, and thus assessing their contribu-
tion to the levels and standards of public services, we must make a
somewha t clifferent, t`'pe of calculation . Unlike ordinary expenditure, the
services of capital expenditure are not delivered in one year but are spread
over the life of the asset . Hence, in seeking to measure the levels and
standards of public service attributable to capital assets we look not to
capital expenc iture itself but to the annual costs which it involves. As
w ith ordinary expenditure, we make the assumption that the value of the
services rendered by physical flsset ,; is measured by the cost of providing

those asse ts .
In any one ye~zr the re rd costs of providing capital assets are the

interest costs necessary to obtain the assets, the depreciation allowance
which inuct, be made to assure their repl acement, and the annual mainten-
ance charges . To measure the flow of service from a capital asset, there-
fore, Ave must first know the interest cost involved, imputing a rate of
interest if no debt is outstanding ._ In the second pkace, we must make
some judgment its to the probable life of the risset or in other words fix t,
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rate of deprecizition . In the third place, the flow of services from an asset
must be great enough to cover maintenance costs . This amounts to saying
that if a rational decision has been 'made regarding the construction or
acquisition of a capital asset, the asset will yield a flo w of service at least
equal to the sum of the interest, depreciation and maintenance charges .

The decision to spend money for public purposes is, of course, apolitical as well . as an economic one and in that sense it may be inaccurate
to attach a rate of interest to all capital assets as measuring the flow of
services from thein . However, we have no other adequate method of inea-
:► tiring the flow of services . Iience, we as`uine that if money is borrowed to
lm ilc.l hospit als or roads, these liostiitzils or roads will prov ide --an annual
flow of ser v ices su fficient to cover the interest charges, the appropriate
annual depreciation charges and the annu al costs of maintenance .

In meas-urint; the lev els and standards of public service we can start,
therefore, with e :tipendittires on ordinary account and add to them the flow
of service from capital assets . This latter flow of serv ice will be calculated
as bein g equal to interest on capital plus depreciation but will not makeany allowance for m a intenance which in practice is charged to ordinary
expenditure . We could not make an allowance for maintenance in corn-
puting the flow o f serv ice f rom capital assets without giving rise to double
counting .

The above does not, of course, solve the problem of how to determine
the amount of capital existing at a particular time or of how to determine
the correct rate of interest and the correct rate of depreciation . It does,
however, give us a conceptual frannework for measuring the level of
services .

We have now arrived at a method of combining the flow of service
from ordinary and capital expe nditure and have concluded that, because
of the very considerable price ri se in the period under consideration, it
will be necessar3~ to deflate the purely financial data or, in other words,
to express them in constant dollars . We have also noted that it is neces-
sary in relating year-to-year changes in the levels and standards of public
services to take account of the changing population .

The foregoing disp oses of the general p : oblenl of calculating the levels
and standards of public services in Newfoundland. The details of this cal-
culation and the detailed results are show n in Appendix I . In brief, the
method used consists of combining ordinary expenditure with the flow . of
service from existing capital as measured by the application to existing
capital of an interest rate and a depreciation charge. These amounts are
expressed in constant dollars per capita .

Although the calculation of the flow of services is discussed at greater
length in the Appendix, some general comments should be made here
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about how the methods used and the nature of the data limit the con-
clusions which can be drawn. As we have seen above, it is necesssary to
place the expenditures of all years on a constant dollar basis . The
practice adopted was to use 195 6 as the base period with 1956 prices equal
to 100. It should be borne in mind that the price indices used for this
purpose are not perfect and do not give precise results . Not only is there
the difficulty of the changing composition of public expenditures, but in
fact there are no actual price indices based on the goods and services
bought by all governments in Canada or by the Government of New-
foundland. All that the price indices can do in these circumstances is to
provide a me cui s for determining, rather broadly, an allowance or changes
in the value oi the dollar . Certainly, they bring the financial data into
much better relationship for cur pur poses ; but the trends and the absolute
amounts which our ca lculations yield - will not be accurate enough to make
precise comparisons .

In particular, the price index used for government salaries and wages
was simply a calculation, based on payroll information, of the change in
the average salary and wage. This amounts to measuring the change'
in the levels and standards of service by the change in the number of civil
servants with no allowance for improvement or deterioration in the
average quality of public servants or for any change in hours worked .
In short, it is assumed tti~,t a cross-section of the civil service at two
points of time would include the same proportions of the different types

of skill . We know that this is not quite accurate for the educational
service in Newfoundland, where there has been some improve ment in the
qualifications of teachers . From evidence presented to the Commission,
we have also gained the impression that it may not be true of health and
hospital services, where the proportion of nurses and doctors to the total

numbers employed may have risen in the later years. However, there is

no satisfactory way of allowing for the effect of the changing composition

of the civil service . Moreover, since the practice here adopted probably
produces a bias which underestimates improvement in the levels and
standards of public services in Newfoundland, its use in our calculations
cou ld not be prejudicial to the interests of the Province .

Sonie qualification should also be made with respect to the use of per

c apita expenditure and the per capita flow of services . The per capita

presentation is not. a perfect measu Te of the change in the levels and

standards of service but it gives a useful preliminary indication . Its

limitations are obviouu when we come to measure the change in the levels

and standards of highway service . A road built f rom one point to another

will normally be capable of carrying much more traffic than exists at that
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t ime . Hence, a rise in population and a consequent reduction in the per
cap4a flow of service from highways need not mean a reduction in the
level of highway service . Conversely, with a decline in population an
unchanged per capita flow of service fro m highways would mean a lower
aggregate flow of service and could actually mean a decline in the levels
and standards of highway service to the reduced population . - Similar
objections to using per capita figures as indicative of the change in the
level of public services w ill ar ise wherever the public service flows from a
~-tpital asset or a unit of organization which is not being used to capacity .

There are other objections to defining the levels and standards of
particular public s erv ices in per capita ternis . When we use t>>é per capiia
presentation we assume th a t a constant fraction of the population uses
the service . This is clearly not correct in every circumstance as the pro-

portion of the population using a particular service may vary over a period
of years . Tllus, the proportion of the population which is of school age
may rise or decli ne. A fall in the per capit a level of education set-vice
could, therefore, occur while pe r pup il expenditure on education wa s rising
rap idly . Similarly, the health service of tul)crculosis prevention will
decline in per capita ternis, as the service beconles more successful and
smaller nutllbers require it, In certain of the welfa re pa,Vments, particularly
tlie,vari :tb le one,.; such a s rclief, it , might be more useful to define the levels
and standards of public service in terms of the entitlement of individuals
qualifying for assistance, rathc r than in per capita terms . Despite thé
atloc 'C l1n11tf1tlon s , it. is reasonab le to use the trend in per "capita cxpenditur e
in constant dollars, including the flo xi of service f rom capital assets, as a
genoral ovcr-all ind ication of ch an ges in the levels and standards of public
set, 'ce. As we slh .lll see, it is poss ibl e to check the per capita results by
~~:~~~~r~ ;A ± ion of conditions :I t l il to suI)p1e111cnt thc~il) by the opinion Of thos~~
with first-11 a nd l:no«•lcclgç of cil ta ll;;es in the services and facilities .

I3efore discussing the actu,ll results a furthcr point nced` clarification
and cmpllnsis. lrt•e l of pub lic services provided by the Province to
its ritizcns depends not . onl y u pon the lnoncy : ; dent by the Province from
its Own resources, but upon the c\tcnt of federal grants-in-aid for provln-
ci ;cl services. Federal grants-in-aid for provincial serv ices have, therefore,
been incluclcci in the calculation of the levels and standards of public
services in New fcnlndl and . This procedure is necessary to avoid undcrsta,t-
ing t ilo level of provincial and municipal services and to ensure the validity
of ye:ir-to-yc,tr colllp,trisons ret; :trdlcss of changes in the division of
respoilsi b ility between the Province and the Federal Governinent . Services
prov ided directly by the Federal Government or payments made di rectly
by it to indivi (Iuals are not of course included .
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The -results of the calculation of the levels and standards of publie
service in Newfoundland are sm lnniarizerl in the ta b le below . Greater
detail is shown in Appendix I .

1 ENF()tlN DLA N I)

Per Capita Levels of Provincial and Municipal Services

Including Federal Orant 4-iu-Ai d
In Constant ( 1 0 56) Dollar s

1949 1950 1951 1952 1 953 1954 1955 1956

IIeiilth
'~l) .RO _ 26.61 23130 22 .t3tT E37 _ 121-10 . . 22 .55 22 .71Pros i'-and Municipal .. 20

Federal'. . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . 55 6)2 .06 1 .88 - .07 2 . 07 2 .44 2.61 2 . 5 :3

Total . . . . . . . . .. . . . . . . . . .. . . . . . . . . . . . . . . . . . . 21 .35 22 .G7 25.18 24 .67 24 .74 24 .20 25 .1 6 25 .2 4

Transportation
P rovincia l and Municipal . . . .. . . . . . 2:3 .66 24 .38 25 .02 23.92 24 .75 25 .80 26, 95 28 . 89
Feclernl i . .. . . . . .. . . . . . . .. . . . . . . . . . . . . . . . . . . . . . .. . . . . . -- .24 .5 21 . 66 .$ 5 1 .23 1 .67 1 .90

Total. .. .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23 . GG ''' . u z 25 . 44 24 .58 25 . GO 27 . 03 28 .62 30 .79

Education
Provincial and M unicipal . . . . . .. . . 2:3 .8G 23 .50 23. r 24 .19 24.44 26 .17 26 .74 26 .57
Fe d eral , .. . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - .16 .18 .21 22 36 .41 .3 9

Total . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23 .SG 23 .66 23 .82 24 .43 24 . 66 26 .53 21 7 .15 26 . 9 6

Welfare payments
Provincial . . . ... . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . .. . 12 .95 14 .89 13 .07 11 .58 11 .79 13 .17 11 .44 10 .53
L'ederal ' . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .06 .39 .30 2 . 5% 2 .72 2 .62 4 .81 6.93

Total . . . 13 .01 15.28 13 .43 14.16 14 .51 15 .79 16.25 17.46

Other services
l'rovincial ,anci Municipal . . . . . . . . . . 22 .41i 22.71 22 .38 22 . 62 23 . 97 22 .70 24 .75 26 .1 3

Federal l . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . - - ~-- -- .02 .16 .29 .3 1

Total. . . . . . .. . . . . . . . . . .. . . . . . . . . . . . . . . . . . 2 2 . 4 6 22 .71 22.38 22 . 62 23 .99 2 2.86 25 .04 26 .4 4
.

All services
Provincial, 'and Municipal . . . 103 . 73 106,09 107 . 41 104,91 107 .62 109-60 112 . 43 114 .83
P'ederal ' . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . 6 1 ' 2 . 85 2.94 5 . 53 5.88 6 . 81 9 .79 .12 .06

Tota l. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . 104 , 34 108 . 94 110 .35 110 .46 113 .50 11 G . 41 122 . 22 126 . 89

I Grants••in-aid for provincial services only .

The calculatiens show that there has been a fairly steady improvement

in the per capita levels and 5tandards of public service over the period

1949 to 1956 although half of that improvement was due to increased

federal grants - in - aid. The level of service in 195 6 was about 22 percent

higher than in 1949 . Although a 5 percent rate of interest was used in

measuring the flow of service from capital assets, the absolute results

would - not be significantly different if a 4 percent or 6 percent rate had

been used instead, and the trends would have remained unchanged .
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The greatest in crcase in the per capita flow of services was in trans-

portation, communications and public works where the inerease was from
$24 per capita in 1949 t o $31 per capita in 1 956, an increase of about 30
percent . The calculation of the levels and standards of service in health
and hospitals shows little change after 1952.

The per capita lev els and standards of the education service appear to
have changed relatively little from 1949 to 1952, but there was a somewhat
greater improvement between 1952 and 1954 . As noted above, however,
the index of average salaries paid to teachers takes no account of the
improvement in the qualific ations of teachers . Since the salaries of
teachers are th e larger part of education expenditure, this may mean that

__.the standard of service for- edueation --has--irnproved .-significantly although
in a way w hich would not be reflected in these figures . On t, :e other hand,
it should be noted t hat school enrolment has risen at a slightly faster rate
than pc ►pulation so that if education service were expressed in terms of
the flow of service per pupil instead of in per capita terms, the series
would show a slight decline , for the period .

As noted earlier, we are particularly concerned with determining the
highest levels and standards of public service reached subsequent to the
date of Union, since these are the levels and standards which must be
assured for the future. On balance, it appears reasonable to conclude that
the highe st levels and standards were those reached in the year 1956-57 .
Th is v iew is supported by our calculations of the levels and standards of
public serv ices as outlined above . It is supported as well by exper t
testimonv given before this Commission by senior civil, servants of the
Province and by the observations of members of the Commission .

The conclusipn that 1956-57 marks the highest levels and standards
of public service sul,se q,;ient to the date of Union carries certain implica-
tiors. The estimate of depreciation of capital assets, used in determining
the highest levels and standards reached, becomes a prime factor in deter-
m ining what will be required to continue those levels and 'standards. As
noted above, there are two factors which must be considered when calculat-
ing the cost of maintaining a given level and standard of public service,
the flow of service from ordinary or current expenditure and the flow of
service from capital assets . This is true of any given level of public
service although it will be noted that any particular level of service might
be achieved by varying the proportions of or dinary and capital expenditure .
Whatever the level of service that obtains, its continuance will require
not only ordinary expenditure but the maintenance of the stock of capital
as well . The an iount of ordinary expenditure in 1956-57 is known . The
amount: of expenditure necessary to maintain the stock of capital is not
known and is not capable of such exact determination . However, an
estimate of depreciation is necessarily a by-product of the calculations
used above to trace the changes in the ]evels and standards of public
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servi+ce over the period 1949 to 1956 . These calculations indicate that
the annual depreciation necessary to maintain the stock of provincial and
municipal capital at the 1956 level was of the order of $5 .6 million, of
which $4.8 million was provincial. This incîudes the depreciation on
schools, hospitals, roads and other public facilities . The calculation was
based upon a number of assumptions and cannot, of course, be defended
as being completely accurate. Nevertheless, it indicates the probable and
reasonable cost of maintaining public assets in the Province as nearly as
we can ascertain it. It is interesting to note that in the Brief presented to
this Commission on behalf of the Government of the Province of New-
foundland depreciation and obsolescence is estimated at $5.0 million for
the fiscal year 1956-57 .

By adding to the ordinary expenditure of 1956-57 the estimated de=
preciation allowance of that year, we obtain an estimate of the total eost
of the levels and standards of public service reached in 1956-57 . This total
cost consists of a number of elements and can be set out as follows :

Provincial net ordinary expenditure excluding debt retire-
ment, subsidies to municipalities and capital grants for
schools and hospitals, Appendix I, Table 1 . . . . . . . . . . . .

Estimated depreciation on the stock of provincial capital,
Appendix I, Table 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Municipal net ordinary expenditure, Appendix I, Table 2 . . . .
Estimated depreciation on the stock ôf -mub icipai capital ,

Appendix I, Table 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Estimated voluntary contribution to maintenance and

operation of schools, Appendix I, Table 5 . . . . . . . . . . . .
Estimated depreciation • on that part of the stock of schools

built by voluntary contributions, Appendix I, Table 9 . .

Total requirements iu 1956-57 . . . . . . . . . . . . . . . . . . . .

$000

35,099

4,838
2,678

395

ï,0o;
360

44,370

Having established the total annual expenditure necessary, on the
basis of 1956-57 figures, to continue the level s and standards of public
services reached subsequent to Uniony we tur n next to the problem of
whether revenue suffic ient for these n eeds will be available to the Province
of Newfoundland without resorting to taxation more burdensome than
that obtaining in the Maritime Provinces generally .
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CHAPTER IV

The Burden of Taxation
In the last chapter we calculated, on the bas is of 1956-57 expenditures,

how much would be required to continue public services at the levels and

standards reached subsequent to the date of Union. In this chapter our

task will be to determiné how much Newfoundland could raise from its

own revenue sources "w ithout resorting to taxation more burdensome,

having regard to capacity to pay, than that o btaining generally in the

region comprising the M aritime Provinces of I~~ova Scotia, New Brunswick
and Prince Edward Island" .

The concept of burdensomeness in relation to cap acity to pay is not

easy to come to grips with in this instance . The real di fficulty is that

a large part of provincial and municipal taxation is, in fact, payment for
serv ice and that we cannot speak of burden without relat ing it to what

it 1>uvs . Where a large element of redistribution is involved in a`ax system
or «•here the benefits received by the taxpayer are eith e; remote or small

in relation to Cie t L~x paid, the concept of burdensomeness has greater

app licauility . Ilowever, over a wide range of provincial and municipal
finan ce, this is not the case .

If, for example, a tax of twenty cents a gallon on gasoline takes 10
per cent of all iiicoine but, buys a network of super high ways in one province,

who is to say that this tax is more burdensome than a five cent a gallon tax
on gasoline which takes 5 per cent of all income in a province of poor
roads2

In so far as provincia l and municipal taxes are really payments for
services, we must be careful, therefore, lest we fall into the error of apply-
ing t he word `'burclen " to t he price which a free people impose upon them-
s e lves for the coll l~ctive provision of goods and services, while making
no suchj udgtn_ent ab out the prices paid for goods and services in the free
niarket . For example, E ) eot ) l :; with low er incomes pay the same ' pri&, for-
ii loaf o f bread as th ose with higher incomes. Again, is it more burden-
some for a man to pay a tax of fi f teen cents a gallon on gasoline so that
lie may have a road to travel on than it is for hinl to p ay fifteen cents for
any gocïcl or serv ice_purchased from the business community ?

We have seen that it is hardly accurate to applv the word "burden-
sonue" to the part of provincial and municipal levies which is really a
paymcnt for ser v ices. Apa rt f.rc,m this there is the further prob lem of
deciding at what point taxes represent equ a l burden on incomes of different
size . 't.'here is no agreement among authorities on this. It will also be
nwcessary to know how far we «•ish .to recognize the basic requirements o f

28



The Burden of Taxatio ii
subsistence in a calculation of tax burden . We can examine these questions
f rom the standpoint of th eory and we can see how they have been met
in our own tax system .

If we seek the answer to these problems in the actual working of the
Canadian tax system, federal, provincial and municipal, it is very dif-
ficult to reach a conclusion . The progressive income tax is combined with
other types of taxation, some of which are regressive in relation to income
and some of which are proportional . There is evidence that the Canadian
tax system as a whole, federal, provincial and municipal, is progressive
at higher levels of ir► crnne because of the importance at these levelq of the
progressive income tax. However, the range of income at wh ; r,h progressive
taxation is known to apply in this country would take in a relatively small
part of the income distribution of Newfoundland. Moreover, the pro-
gressive features of the Canadian t ax system are confined very largely

to the federal field, and balance to some extent the effect of prov incial
and municipal levies . In general; it may be said that the very poor are
not exempt from taxation in the 6anadi a n tax system but that the taxes
they pay are small in relation to the tran sfer pflyments they receive . At

slightly higher levels of income, lic•yever, but before. the progressive income
tax takes eflect;, there is probably i qignificant net tax payment .

Our problcn: is also complicated by the fact that we are not to relate
the burden and tax-paying capacity of individuals as such but of the
entire group of individuals in Newfoundland with the entire group of
individuals in the M aritime Provinces, As mentioned above, this is hardly
possible because the services of the two areas are different, unless we
assun ie that p,iytucn t for services is a negligible part of provincial and
municipal levies . AVe will not concern oursel ves with how the load of
taxation is distributed w ithin er ^li of the regions-although this affects
burden-but only w ith the relationshi p of t axation to aggregate regional
1ncUme .

Desp ite these d ifl-iculties, we are faced with the problem of relating the
tax burdens of the tvu regions to their capacity to pay . In a simple and
ree.sooa4le . vievc*, ç apacity• to pay varies chiefly with income . W hether
we are assessing the tax-paying cap acity of an i udividual or a règiot ;

shall have to start w ith income. The more income an individual receives,

the more he can pay in taxes . The important quest ion is, how much

more can an individual pay as his income rises without affecting his tax
burden? This iicstidri is obviotislÿ- rel'6ted_t_a__our-view- about-the require-

ments for subsistence . Most , of the discussion about the correct basis on
which to measure burden w ill, therefore, centre about two matters : the

question of allowing a minimum of income below which no taxation should

apply, and the question of whether taxation beyond the exempted m inimum

should he at proportional or progressive rates . We decided to treat the

'29



Roy~rl Commission on Newfoundland Finance s
problem in a partly theoretical, partly practical manner and worked out
the relationship between burden and tax -paying capacity on several dif-
ferent bases .

Before making the actual co mparisons of burden in relation to capacity
to pay, certain elements of provincial and municipal revenues were ex-
cluded. It has, been argued that the alienation of Newfoundland's resources
in earlier times very considerably restricted the future revenue possibilities
and that the Province cannot, therefore, expect the same amount of revenue
from natural resources as is obtainable from comparable resources in the
M aritime Provinces. More important, it seemed to us, was the considera-
tion that revenue from the bounty of nature should not be confused wi th
tax burclen. Accordingly, in calculating the tax burden, the revenues from
natural resources were remcved from the combined provincial and municipal
revenues. At the same time, amounts received from the Government of
Canada were excluded sir.ce these are not part of the burden imposed by
provincial taxing authoriAes. One further adjustment was made to pro-
vincial and municipal rovenues. As mentioned in the previous chapter,
it was decided that the level of public services in Newfoundland should
include th at part of educational expenditure financed by voluntary con-
tributions. In calcu ltating the total amount of taxation below we have,
therefore, included esti mates of the voluntary contributic,n to the operation
and ri iaintenance of estab;ished schools as well as the capital contribution
to the building and ec ,uipping of new schools . These estimates were made
on the basis of evid f ,nce presented to the Commission on behalf of the
Government of Newfoundland.

It is reasonable at the outset to l oo. : for some simple and uncomplicated
general measure of capacity to pay . Perhaps the simplest or all such
n1('asures is aggregate personal income . The use of this measure of capacity
to pay as a basis for determining burden can be defended if the average
income and the income distri bution of the two regions are not greatly dif-
ferent. It may be d e fended also on the general grounds th a t, as mentioned
above, a great part of provincial and municipal taxation is not really
taxation at all but payment for goods and services . The method has, of
course, certain limitations which we Nvill deal with later.

The following ta ble indicates the comparable burdens of taxation, using
the simple aggregate personal income method as the measure of capacity
to pay. It can bc - seen from this table that the Mariti me Provinces, taken
as a group, collected 9.4 per cent Of their aggregate personal income in
the form of provincial and municipal taxes in the ye ar 1956, while New-
foundland collected 7A per cent of aggregate personal income . If New-
foundland had collected the same percentage of total personal income as
the Maritime Provinc es, namely 9 .4 per cent, Newfoundland's tax collections
would have been $5,954, 000 greater.



The Burden of Taxation
Calculation of Capacity to Pay and Tax Burden on Basis of Aggregate Personal

Income, 195 6

P.E.I. N.S. N.B. Maritimes Nfid .

Total personal income, 1956 (S million) 76 6%, 509 1,279 305
Population ( 000) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99 6. 555 1,349 415
Per capita personal income ( i) . .. . . . . . . . . . . . . . . . 768 999 917 948 735
Total provincial and munic ipal revenue ,

1956 ( $000 ) . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,684 85 .753 79,9W 175,341 40,070
Deduct revenue from :

natural resourcc,.i. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 17 1,641 4,289 5,947 830
Government of Canada. . . . . . . . . . . . . . . . .. . . . 3,816 25, 55" 20,241 49,614 17,884

5,851 58,555 55,374 119,780 21, 3 5 6
Add : estimated voluntary contribu-

tion s to building, operation and
maintenance of sc,hools . .. .. . . . . . . . . . . . . . . . . . . . 1 .360

Total revenue from provincial source s
(excluding natural resources) ($000) 5,851 58,555 55,374 119,780 2 2,71 6

Per capita revenue from provincia l
sources (excluding natural resour-
ces) ($) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59 .10 84.25 99 .77 88.79 54 .74

Percentage of per capita revenue from
provincial sources (excluding natur-
al re :wurce s) to per capita personal

9.4 7. 4inc:oine . .. . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . .. 7.7 8 .4 10 . 9
Yield from Newfoundland tax sources

(excluding natural resources) at
Maritime rate of 9 .4% of personal
income ($000), . . . . . . . . . . . . . . . . . . . 28,670

Actual Newfoundland collections i n
1956 ($000) . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . .. 22 , 716

._.._ _,...

Increased yield at Maritime rates . . . . . . . .. . 5,954

The use of aggregate personal in ►me as a basis for comparing burdens

of taxation has, in this instance, in .,, iked limitations . The proportion of
persons in the low-income group is considerably higher in Newfoundland
than in the Maritime Provinces and the average per capita income in New-
foundland is substantially lower. This means that the average Newfound-

lander, after meeting the needs of subsistence, has less income left with

whic;l to pay taxes than the average Maritimer .
Because of the limitations of the aggregate personal income method we

decided to construct a second method of comparison, applying a basic
exemption to the income distributions of Newfoundland and the Maritime

Provinces . As mentioned above, the needs of su bsistence must be recog-
nized as having a bearing upon tax-paying capacity . But how much the

exemption ought to be to give proper weight to the needs of subsistence is

a matter of judgment. The particular level of subsiste- ice, to be allowed

before taxation, will change over the years just as other social concepts

change. The exemption chosen is usually a compromise between the prac-
tical needs of raising revenue for public purposes and the desire to ease
the burden on the lower-income groups . Having in mind prevailing Ca-

nadian practice as well as what would seem to serve the ends of social
justice, the Commission felt that an exemption of $500 per capita for
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persons seventeen years of age and over and an exemption of $150 per
c apita for children sixteen years of age and unde r would be reasonable
exemptions to use in comparing, for provinci a l and mu nicipal purposes,
the tax-paying capacity of Newfoundland with that of the Maritime
Provinces. We believe that the exemption should be lower for children
beca use certain family costs do not rise in dir cct , proportion to the numbers
in the Ltw ily . We have Aosen seventeen• ,ye.irs of age as the age at which
to a pply the a(lu lt exemption because a go od proportion of the youth will
be worl: in g at this age. The family allowance payments stop at age six-
teen . Such exemptions lnean that ,in average fa inily in Newfoundland
woul(1 have an exemption of $1,588, being made up of $1,000 for man and
w ile, $160 on aCCOUnt• oÎ children seventeen years of age and over, and

$328 for children sixteen years o f age and under. The comparable Maritime
exemption would be $1,471 . bcing made up of $1,000 for man and wife,
$210 for c hildren se venteen years ar:cl over, and $26 1 for children sixteen
years and under .

The se exemptions do not represent a high standard of living. But
we cons:der that. , lla v i n- g regard to the general level of incomes in the
area and the necessity of c arrying on certain public ser v ices by co-operative
endeavour through pro %~- inci,ll and municipal t;overnments, it is impractie-
Ale to use higïler exemptions for this purpose .

There has beon a good deal of discussion about the effect on tax-paying
ca pncity of the hi gher cost, of living in Ne«-foundland . We have accepted
t he view t ha t. liv ing costs are higher in Newfoundland by a bout 10 per cent
Imid have accordingly rRised the \'etivfounciland exem ptions by that amount
in the example below. This means that the Neivfound land exemptions of
$1,588 are raised by 10 per cent to $ 1,747 for the average family of two
a dults, 2.19 children sixteen years and under, and .52 children seventeen
years and over. This allowance for the higher cost of living in Newfound-
land is designed to allow the Newfound lander the same level of subsistence
as the AIaritimer before attempting P . measurement of taxable capacity .

In order to apply a basic exemption to the incomes of Newfoundland
and the Maritime Provinces w ith complete accuracy, we would need more
reliable information on the income distribution of the two regions than at
present availablè . The statistical information on the income distribution
of Newfoundland and the Maritime Provinces is sketchy, being based on
a sample survey of rather small size. The actual income distribution in-
dicfdt.ed by this sample survey does not conform to what might be regarded
as th e normal or expected chape of such distributions and can only be used,
therefore, with caution and for limited purposes . However, it does give a
general inciication of the inco me distribution, and we have taken it as the
bcast available indication of the approximate proportion of the population
below the exemption level which we have chosen .



The Bvrdey; of Taxation

The Dominion Bureau of Statisti cs sample survey of 1954 showed that
36 .1 per cent of the unattached indivicodals in Newfoundland had an income
of less than $500 per annum and 33 .9 per cent of families had an income
of less than $1,500 per annum. These two groups together comprise about

31 per cent of the population and earn about 10 per cent of the inconie . or
the three Maritime Provinces, 31 .9 per cent of the unattached individuals
had incomes of less than $500 while 25 .7 per cent of 'iamilies had incomes of

less than $1,500, and together these two groups made up about 26 per cent

of the population and earned 8 per cent of total income . -
Since we decided on exemptions of $500 for each person seventeen

years and over and $150 for each person sixteen years and under, the

effect, as we have seen, is to exempt all income of single pers ions who make
less than $500 per annum and all family income of less than $1,717 in New-

foundland , and $1,471 in the Maritime Provinces . For practical purposes,
therefore, we exe mpt all income of less than $500 per annum for unattached
individuals and all income of less than $1,500 for families because the.
amount of this income and the number of people involved can be derived

from the D .B .S . sample survey . For those whose in comes are above these

amounts the total . exemption is simply calculated on the basis of $500 per

person seventeen years of age and over and $150 per person sixteen years

and under . In the case of Newfoundland these exemptions were increased

by 10 per cent to allow for the higher cost of living .

The general conclusion indicated by the D.B .S . sample survey of

1954, that there i s a somewhat greater proportion of Newfoundland's popula-
tion in the income brackets under $1,500 per annum, is supported by t h e

results of a sickaaes ; survey conducted by the Health and Welfare Division

of the Dominion Bureau of Statistics in . 1950-51 and quoted at page 115 of
the Newfoundland Brief . The results of that survey ~show that in 1951,

47 per cent of the families of the three Maritime Provinces had incomes

of less than $1,500 per annum while 57 .per cent of Newfoundland families

had incomes of less than $1,500. These percentages are much higher than .
the results indicated by the 1954 D .B .S. sample survey . However, between

1950 and 1954 personal income per capita in Newfoundland rose by more
than 30 per cent so that the two sets of data are not inconsistent . Although
it is almost certain, that the income advance since 1954 will have again

reduced the proportion of families with less than $1,500 income p er annum,

we have decided to use the 1954 percentages for want of more u p-to-date

data .
The exemptions were applied in the following manner . For New-

foundland 10 per cent of aggregate personal income was deducted and for

the Maritimes 8 per cent was deducted . For those with incomes nbove $500

per individual and $1,500 per - family the calculation was on a per capita

basis w ith an allowance of 10 per cent for the higher cost of living in the
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case of Newfoundland. If we accept the fact that there are 34 per cent
of the people in Newfoundland below the uxemption. limits, then 66 per cent
are above the exemption limits and these are divided into 121,544 persons
sixteen years and under and 152,405 persons seventeen years and over.
Similarly, the 74 per cent o f the population above the exemption limits in
the Maritimes is comprised of 386,827 persons sixteen years and under and
611,150 persons seventeen year3 and over . The exemptions for these persons
are calculated as shown in the table below.

Calculation of Capacity to Pay and T vi x Burdens on Bas is of Aggregate Personal
Income, 1956 , after exemptions

Maritimes New founcilancl

Population, 195 6 (000) . . . . . . . . .. . . . . . . .. . . . . .. . . . . . . .. . . . . . . . .. . . . . . . . .. . . . . . . . . . . . . . .. 1,349 415Personal income, 1956, (S i ;cillion) . . . .. .. . . . . . . .. . . . . . . . . . . . . . . . . . . . .. . . . .. . .. 1,279 305
Deduc t :

all income of unattached incliv ,i cluaL earning unde r
$500 and families e arning under 41,500. . . . . . . .. . . .. . . . . . . . . . . . . . .. 102 30
exemptions--artult s at E500. . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . .. . . . . . .. 306 7 6-children a t $15 0. . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . .. 58 18
acljustment for cost of living at 10%n. . . . . . . . . . . . . . . . . .. .. .. . . . . . .. 10

~_ _ ._. _ ._...
Taxable personal inrome, 1956 ($ million) . . . . . . . . . . . . . . . . . . . . . 813 171
Per capita taxab le personal income ($) . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . 603 412
Per capita revenue fro m provinrial sources (excluding

natural resources) ($) .. . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 88 .'i A 5 4 .74
Per rflpit a revenue from provincial sources (ex c ludingnatural resources) as a percentage of per capita tax-

ible income . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . ., . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .. . . . . . .. .. 14.7 13.3
Yield L 1) rn Newfounciland tax sources (excluding natural

re source s ) at Maritime rate of 14 .7% of taxable per-
sonal in v orne ( S {?00) . . . .. . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,137

Actual Newfounciland collection .,, 1956 ($000) . . . . . . . . . .. . . . . . . . . . 22,716
Inc•reaseci yielcl at Maritime rates ($000) . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . 2,42 1

It w ill be seen that the per capita taxable income as calculated above
is $603 for the Maritimes compared with $412 for Newfoundland . New-foundland's per capita revenue from provincial sources amounts to 13 .3
per cent of taxable personal income, while Maritime tax collections amount
to 14.7 per cent of taxable personal income as calculated above . This means
that if Newfoundland had collected the same p e rcentage of personal tax-
able income in 1956 as was collected in the Maritime Provinces, a further
$2,421,000 would have been raised. Because of the li m itations of the data
this cannot be regarded as indicating a significant difference between the
tax burdens of the t wo regions .

The above method for calculating relative tax burdens is based upon
the use of proportional rather than progressive rates above the exemption
limit . It, may be contended by some that the income remaining after
exemption should be subject to progressive rates, i .e. the percentage
taken should rise as income rises. In our view the progressive feature is
not applicable in comparing the provincial revenue systems under review .

34



The Burden of Taxation

Under the existing federal-provlnclal tax arrangements the provinces have
rented their progressive t ax fields to the Federal Government and con-
sequently do not have these sources available for their own purposes .

The above methods of relating tax burdens to capacity to pay are
both general comparisons based upon some measurement of income . There
is another method for testing the severity of taxation and that is to com-
pare the actual taxes and rates in existence in the Maritime Provinces with
those used in, Newfoundland. There are many limitations to this method .
The major fault is that unless the two ëconômies are identical in structure,
the same rates of tax will not produce the same results . For examp)e, a
tax on gasoline may yield very well in one province where the highway
system is highly developed whereas the sarr ►.e rate of tax would y ield very
little in a province where roads are v irtua lly non-existent . To some
extent, this difficulty is encountered irt comparing the I\Tewf oundland gas-
oline tax with the gasoli ne tax in the Maritime Provinces . The fact
that the two rates are almost the same does not in this instance tnean
equal burden since the application of the rate is quite different . Because
of such variations, each jurisdiction tends to develop the taxes which meet
its needs and which are most productive in the -circumstances in which it
must operate . A reflection of this can be seen i n the fact that Newfound-
land has a 3 per cent sales tax which applies over a very wide range of
retail transactions . This sales tax compensates to a very great extent for
the fact that real property taxation in Newfoundland is a relatively minor
source o f revenue, a fact which can be tr,aced to the lack of municipal organ-
ization. In the Maritimes, by contrast, substantial revenues are collected
from real property taxation and a general sales tax is used only in New
Brunswick .

Pespite the adm itted limitations of this method, it was _ tllought
desirable to try to apply the Maritime rates of taxation to the New-
foundland tax base to see ho TAr the results would compare with what
Newfoundland collects under its own tax system: The results of this
comparison are given below . ' A description of the methods used is given
in Appendix III .

The xesults of this comparison indicate that the application of Mari-
time rates to the Newfoundland tax base could be expected to produce
revenue of $2,141,000 less than Newfoundland's own revenue structure
produced in. 1956-57 . This is after making allowance for an estimated
voluntary contribution to education of $1 ,360,000. The chief reason for

this result is that there is no ready niethod of making up the revenue

loss which results f rom reducing the Newfoundland sales tax to the
Maritime -rates. Because of the lack of municipal organization in New-
foundland, we have no adequate idea of the tax base for real property
and this revenue was quite conservnti vely estimated . Apart from the
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Estimated Newfoundland Tax Yields at Maritime Rates Compared with Actual
Collections in 1956-57 .

Sales taxe, . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,343 2,440 5,103
Motor fuel taxes . . . . . . . . . . ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,959 3,717 -242
Motor vehicle licences. . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,418 1,518 +100
Liquor control . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . 3,829 5, 506 + 1,678
Property taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . 2, 268 5,306 +3,038
Poll taxes. . . . . . . .. .. . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. 110 658 +548
Other taxes , licences a nd fc*~s . .. . . . . . . . . . . . . . . . . . . . . . . . . . 1,430 1,430 --

Sub-tota l taxes and licences (e!c c luding
~___ .___

natural re. )u rces) . . . .. .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,356 20,575 -781
I .~timatecl local volun+,ary contributions

to building, operation and maintenanc e
of schools . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . 1, 360 nil -1,360

Tota l revenue from Newfoundland sources
(excluding natural re~c)urces) . . . . . . . . . . . . . . . . . . . .. 22,716 20,575 -2,141

Inrrease (-}- )Newfoundland Yield at or Decrease (--)
1t1 5Cr57 Maritime at Maritime

Collections Rate..,4 Rates
( $000) ($000 )

possibility of increased I'e ,%'entre from re:l property taxation and a Con-
siderable increase in mvenue from liquor control if profit margins were
raised to the Maritime levels, other rates seem con lpa,rable . But, as we
have suggested, the fact that the taxes are at the same specific amount
or percentage rates does not necessarily mean that they produce the same
burden since di ffergnces between the two regions may render their
applicability and effects qu ite different.

Conversely we can test the severity of the Newfoundland rates by
attempting to apply them to the Maritime tax base. The same limitations
naturally apply here as applied to the application of Maritime rates to the
Newfoundland tax base . The method of calculating the possible yield of
the sales tax is a good example of the limitation .s . Since the - actual value
of sales on which retail sales tax would apply is not known, the yield o f the
sales tax was related to personal il:come. This assumes a constant relâ-
tionship between taxable sales and personal income. The assumption is
quite critical because of the diffe rence in sales tax rates in the two areas.
A similar problem arises in real property taxation which is at considerably
highcr rates in the Maritimes than in Newfoundla nd . Despite these many
obvious limitations, the results are shown below for comparative pûrposes .

As we have seen, compari sons of the burden of taxation, having regard
to capacity to pay, may be attempted in any one of several ways. The
comparison made above on flic basis of personal income without exemp-
tion would indicate that Nec,Joundland is at present less heavily taxèd
than the Maritime Pr ovinces but as we have pointed out that method is
subject to marked limitations . On the other hand, the comparison made
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The Burden of Taxation

Calculation of Maritime Provinces' Tax Yields at Newfoundland Rates
Compared with Actual Collections in 1956-57

. _.--

M~~.riticnc lnrrea3e (-}-)
Provin-es Yirlcl fit or llecreaRe (-- )1956-57 Nllci , at NNd .(,c) llec . t i on' ; RitteT~q - .Rate s

($000) ( $000) (~QUO)

Sales taxes . . .. . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Motor fuel taxes .. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . .
Motor vehi c le licence5 . . . . . . . . . . . .. . . .. . . . . . . : . . . . . . . . .. . . .. . . .
Liquor control . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Property taxes . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . .
i'o l l taxes . . . . .. . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . .. . . . . . . . . . .. . . . . . . . . . . . .
t)ther taxes, licences and 1 c► rmits . . . . . . . . . . . . . . .. . . .

10,274 35,045
25, 469 27,1299,4(X) 8,780
1 9,514 14,872
45,244 24, 3 62
2,584 431
7,295 7,295

Total revenue from provincial sources
(excluding natura l resources) . . . .. . . . . . . . . . . . 11 9,780 117, 9 1 4

Voluntary contributions t o education e s ti-
mated at $3 .28 per capita as in New-
foundlancl . . . . . .. . .. . . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. nil

-1,866

4,425 , +4,425
Total revenue from provincial sourc es

(excluding natura l resour c e;c) . . . . . . . . . . . . . .. . . . . . . . 119,780 122,339 +2, 559

on the basis of personal lllcollle after the deduction of a b~~sic exClrl p tion

and an allowanc .- for differences in the cost of living indicates no signi-

ficant difference in tax burdens . This latter contparison is based on fairer

and more reasonable assulnpt ions than the first , and its rc:stllts appear to

be borne out by the calculation of what existing Maritime rates would

yield if applied to the Newfoundland tax base as well as by what existing

Newfou ndland rates would yield if applied to the I'VTaritinie tax base .

None of these methocls of colnparison shoiilcl be puslied to extremc lengths .

The results all follow directlÿ from our assulnptions as to what is a fair

methoii of comparison, rtnd the choice_ of the method of conlparison lntlst

rctnain a nlatter of jud g ltlent .

With the above considerations in mind, we have come to the conclusion
that the burdens imposed by the present tax systems of Newfoundland and
the Maritime Provinces are of the same order and that, for the purposes
of our Inquiry, we should regard the burdens as approximately equal . We

have b ased our decision on the two comparisons which we believe to be
most reasonable for relating provincial and municipal tax burd 'ons and

caparcity, namely, the comparison based on personal income with a modest
exempt ion and the comparison based either on the application of exi 8ting

Maritime tax rates to the Newfoundland eeonomy or of existing Newfound-

land tax rates to the Maritime economy .
Although we judge these burdens approximately equal in a . mathe-

matical sense, .tlllere is in our view an element , of burden not measurable in
this w qy and for which . same allowance. should. be made. This element
involves special factors, which will be dealt 'with later.



CHAPTER V

Findings and Recommendations
We shall now p roceed to examine whether the pre -sent tax system in

Newfoundland w ill At existing rates produce revenuc sufficient to continue
public services at the levels and standards i~~ aehed in 1956-57. The table
below sets out the total provincial and municipal requixeme:its for the year
1956-57 as well as the provincial and municipal revenues of that year .

Newfoundland Expenditure Requirements, 19,56--5 7
Provincial net ordinary expenditure excluding debt retirement, su b -

sidies to municipalities and capital grants for schools and
hospitals, Appendix I, Table 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,099

Estimated depreciation on the stock-cf provincial capital, Appendix I ,
Table 7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,838Municipal net ordinary expendit i irn, includi og the estimated voluntarycontribution to maintenance and operation of schools, Appendix I ,
Tables 2 and 5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,678

Estimated depreciation on the stock of municipal capital, i ncluding
that part of the stock of schools built by voluntary contribu-
tions, Appendix I, Table 9 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 755

Total provincial and municipal requirements I956-57 . . . . . . 44,370

Newfoundland Revenue, 1956-~57
Provinc ial net ordinary revenue, Appendix If, Table 11 . . . . . . . . . . . . 36,794

ï7ecluct : transitional grant . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,250
Municipal net ordinary revenue excluding general subsidies fro m

the Province, Appendix 11, Table 12 . . . . . . . . . . . . . . . . . . . . . . . . . . 3,276
Estimated voluntary contribution to building, maintenance and

operation of schools . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,360

Total provincial and municipal revenue, 1956-57, excluding
the transitional grant of 2,250 . . . . . . . . . . . . . . . . . . . . . . . . . . 39,180

. .~
Revenue deficiency, including the transitional grant of 2,250 5,190

It will be seen from the above table that the total requirements for
1956-57 exceeded the total revenue,* exclusive of the traneitional grant, by
$5,190,000. In other words, on the basis of 1956-57, the Province would
require additional revenue of $5,190,000 less the transitional grant of
$2,250,000, or $2,940,000, to continue public services at the levels and
.standards reached . The transitional grant has been separated becau$ e its
amount will be reduced from year to year and revenue from this source will
disappear entirely in the fiscal year 1961-62 .



Findings and Recommenda tions

The- Terms of Reference require the determination of the additional
fin~ . : .cial assistance necessary to continue public services at the level s
and standards reached subsequent to Union . In our view the words "to
continue" involve consideration of the future at least as far as to make
some assessment of the probable course of revenues and expenditures .
While it is impossible to project the expenditure requirements and revenues
of the Province into th ,1% future, we feel that we should give consideration to
the financial position of the Provincial Government as indicated by the
estisnates for the year 1957-58 furnished to us by the Financial Adviser to
the Province. The ee estimates are set forth in Appenc' :x V and are used
in making the calculations shown in the following table .

Newfoundland Expenditure Requiren)ents, 1957-58
Estimated provincial net ordinary expenditure excluding debt retire-

ment, subsidies to municipali -i, ies, and capital grants for school s
and hospitals, Appendix V, Statements 6 and 8 . . . . . . . . . . . . . . . . 41,284

Estimated dRprecia tion .on the stock of provincial capital . . . . . . . . . . . . 4,958
Estimated municipal net ordinary expendit»rF, including the e s timated

voluntary contribution to maintenance and operation of schools 3,935
Estimated deprecinA ion on the stock of municipal capital, includin g

that part of the stock of schools built by voluntary contributions 800

Estimated provincial and municipal requirements in 1957-58 . . . . 50,977

Newfoundland Revenue, 1957-58
Estimated provincial net ordinary revenue, Appendix V, Statement 5 39,30 7

Deduct : transitional grant . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,400
Estimated municipal revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,538
Estimated voluntarY contribution to building, maintenance and opera-

tion of schools . . . . . . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,430

Es!imated provincial and municipal revenue in 1957-58, excludin g
the transitional grant of 1,400 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,875

Estimated - revenue deficiency, including the transitional gran t
of 1,400 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,102

The revenue deficiency indicated by the above table amounts to an
estimated $8,102,000 inclusive of the -transitional grant of $1,400,000 or
$6,702,000 excluding the transiti onal grant.

It must be borne in mind that the above calculations are based, in
so far as they relate to provincial revenues and expenditures, o -a estimates
made early in the last quarter of the fiscal y1ar 1957-58 . These are the
latest figures available to us. The actual out-turng may be somewhat dif-
ferent. The estimates indicate an increase in revenue over that of the
preceding fiscal year but that increase was smaller than tha t which would
have occured had more normal conditions--prevailed. The current recession
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began to be felt in Ne wfoundland early in the fiscal year and we do not
know how long it will continue. However, we must assume that the reces-
sion is no more than a temporary condition . Whether or not, under normal
conditions in the future, the revenues will rise sufficiently to meet the ex-
penditures necessary_to continue public services at the levels and standards
reached is a question which cannot be answered with any degree of certainty
on the basis of information now available .

In addition to this uncertainty there are other imponderables which
cannot be measured but which affect the burden of taxation and the
adequacy of revenue in the future . The economy of Newfoundland is
highly vuln erable and is somew lhat more dependent upon export industries
than is the econoiny of the, Maritime Provinces . For this reason the
provineial a nd municipal revenues in Newfoundland may be subject to
greater vari a ti on, The amount of accumulated capital and wealth is
noticeably smaller in New foundland than in the Maritime Provinces .
Average per capita mon ey incomes, after the exemptions we have allowed
in our c:t.lc~iil :1t10Ils, .are .lo« .cz~. This tl_2fierEnÇe ln lncomes is greater in real. . ,terms because of the higher cos o t of living in Newfoundland . The special
factors concerning accumulated capital and real incomes affect tax-paying
capacity and tax burden, but these effects cannot be measured statistically .

After giving consideration to the de fi ciency in revenue indicated by our
calculations for the fiscal years 1956-57 and 1957-58 and after attempting
to make a fair and equit:al .le as sessment in respect of the uncertainties and
speci al factors mentioned above, we find tb.at the Government of the
Province of New foundland requires, as from April 1957, addit ional financial
assistance of $8 ,000,000 per annum, less the transitional grant while it
applies, "to enable it to continue public services at the levels and standards
reached subsequent to the date of Union, without resorting to taxation more
burdensome, having regard to capacity to pay, than that obtaining gener a lly
in the region coniprising the Maritime Provinces of Nova Scotia, New
Brunswick and Prince Edward Island" . Accordingly we recommend ad-
ditional financial assistance as follows :

(a) for th o ±isc•al 3 , c -ir beginning April 1, 1 957, $ 8 ;000,000 less the
t••zns itional g rant of $1,400,000 or . . . . . . . . . . . . . . . . . . . . . . . . $6 ,600,000

(b) for the fisc a l year beg inning April 1, 1958, $3,000,000 less the
transitional grant of $1,050,000 or . . . . . . . . . . . . . . . . . . . . . . . . . . $6,950,000

(c) for the fiscal year be g inning April 1, 1959, $8,000,000 less th e
transitional grant of $700,000 or . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7,300,000

(d) for the fiscal year beg innin g April 1, 19 60, $3,000,000 less th e
tran~it ional gran t of $350,000 or . . . . . . . . . . . . . . . . . . . . . . . . . . . . $7,650,000

(e) thereafter,$,000,000 per annum .
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ALL OF WHICH WE RESPECTFULLY SUBMIT

FOR YOUR EXCELLENCY'S CONSIDERATION .

Secretary

Chairman

MAY 31) 1 958.




