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Financial History of Canadian Governments  

EDITORIAL FOREWORD 

Stewart Bates, then Secretary of the Economic 

Council of Nova Scotia, and now Professor of Commerce at the 

University of Dalhousie, was retained by the Royal Commission 

on Dominion-Provincial Relations to make a study of the 

financial ihistory of Canadian governments. Professor Bates 

was asked to include a review of the public finance history 

of the Dominion and of each provincial government with 

particular emphasis on the relation between fiscal policy, 

economic policies, and underlying economic developments. It 

was expected that his analysis of revenue powers, governmental 

functions, and debt growth would indicate the points in the 

Canadian public finance system at which important strains have 

developed. 

A large part of Professor Bates' material was 

supplied by the returns to the financial questionnaire cir-

culated by the Commission's Public Accounts Inquiry under 

Mr. J. C. Thompson, and by the regional and general economic 

studies made under the direction of Dr. W. A. Mackintosh, 

although it was not possible to complete these studies in time 

to permit their fullest utilization. The method of presentation 

and any expressions of opinion are solely the responsibility 

of the author, and not of the Commission. 

Professor Bates finds a clear cut objective in the 

fiscal policy of both Dominion and provincial governments prior 

to the War. This was the development of the country's 

resources by extension of its frontiers and assistance to 

private enterprise. Freedom from other burdens and responsibili-

ties, partly as a result of the orthodox laissez-faire policy 

of governments in other activities, and partly as a result of 

the young structure of the country and of the general 

prosperity accompanying the 1896 to 1913 expansion, put the 
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governments in a financial position to pursue this policy 

aggressively. Although this fiscal policy was related to 

such national economic policies as western settlement, railway 

construction, and tariff, Professor Bates finds a notable 

lack of co-ordination between the governments concerned, and 

points out that the combined actions of ten independently 

operating governments was not likely to be a well integrated 

programme, or the most appropriate one for the economy. 

Over expansion was likely, and occurred in some fields, and 

neglect in others. The rapid expansion of the period, however, 

obscured the bad effects of non-coordination of capital 

programmes, tax systems, and current expenditures. 

The War saddled the Dominion with a heavy debt and 

heavy railway obligations, and by marking the end to further 

frontier expansion (with a few exceptions), ushered in a 

period of economic readjustment and social philosophy change 

which had important implications for fiscal policy. Provincial 

governments were not initially as hampered by debt in the 

post-war period, and were to some extent able to step into the 

gap left by the Dominion and pursue intensive developmental 

policies. In the thirties, however, the cumulative effect on 

their debts of their taxation policies and capital programmes 

in the twenties, and of their depression burdens, handicapped 

positive policies. 

Throughout the post-war period, when adjustment had 

to be made to basically changing economic conditions and trends, 

and when the proportion of the national income which passed 

through governments' hands mounted to unprecedented levels, 

the need for a coherent fiscal policy increased greatly. 

Co-ordination of government investments, taxes, and expenditures, 

and integration with tariff, transport, monetary and other 

economic policies were necessary to minimize the cost of 

government on industry and to maximize its efficiency. The new 

importance of public finance operations and fiscal policy was 
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not recognized; even in recent years, when one-third of the 

national income is directly redistributed by governments 

fiscal policy has been considered as something determined by 

prevailing economic conditions rather than as a governing 

factor in itself. 

As a result of thi s traditional attitude, of the 

accumulated debt burdening all layers of government and of 

the economic outlook, Canadian governments are now faced with 

two major problems. One is the dilemma which must be faced 

in the next depression. Then, (particularly in view of the 

present inability of governments to balance budgets even in 

"normal recovery" years) reliance on a negative policy as in the 

last depression will probably result in deficits, cuts in ex-

penditure, increases in taxation, further unemployment 1  larger 

deficits, and increasing debt. On the other hand, an attempt at a 

positive policy of increasing expenditures and reducing taxation 

will also increase debt. As in the past, but on an ever increas-

ing scale, lack of co-ordination between governments' fiscal 

policies will aggravate the cyclical swings, and prevent any 

constructive use of the powerful weapon of public finance action. 

This leads to consideration of the second major 

problem peculiar to federal organization 1  which is whether a 

compromise can be found to preserve local autonomy and 

provincial rights without completely hamstringing effective 

fiscal action and involving costs and waste which the 

Canadian economy can no longer afford. There are many related 

problems, made more complex by the federal structure, such as 

the policy which should be adopted for the chronically 'needy' 

regions. Of basic importance, Professor Bates suggests, is 

the economic outlook, and the need for policies appropriate 

to the altered economic circumstances, and to the political 

and social structure which exist in Canada today. Throughout 
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he emphasizes the need for an integrated fiscal system and 

coherent policy for effective action, and the disabilities 

which will result if it is lacking. 

Following a brief introduction which discusses 

some general considerations of Canadian public finance 

development, Professor Bates reviews seriatim the financial 

history of tI Dominion and provincial governments. 
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Financial History of Canadian Governments 

Introductory Summary 

At the beginning .7f this study on the fiscal policy 

and financial position of Canadian governments it might be 

helpful to single 7ut some of the factors that have dominated 

the history of Canadian public finance, and to note their 

relevance to present-day budgetary pr7dblems. 

1. Character of Canada's Financial Histcy 

Contract between pre-war and post-war fiscal  policy in Canada  

The Great War stands out as the major turning-point 

in Canada's financial history. Before that time the fiscal 

policy of the Dominion government, as dis,.:losed by the nature 

and extent of its expenditures and tax methods, was directed 

in a positive way at one central purpose, namely,the extensive 

expansion of the Canadian economy. Since the War, however, 

for reasons to be given later, the Dominion government has 

taken a more negative attitude towards fiscal policy: fiscal 

action came to be smething dictated to the Dominion by the 

economic and financial characteristics of the post-war period. 

The provincial governments, from the War to 1930, tended to 

follow up the pre-war Dominin policy of using public finance 

as an active means of economic expansion, but they too, after 

1930, have considered it expedient to take a passive attitude 

towards public finance. In short, it might be said that 

Canadian governments as a whole were traditionally committed 

to the active pursuit of econ2mic development through public 

finance, but that since the War, and especially since 1930, 

they have passively accepted the public finance position as it 

has been determined for them by the economic exigencies of the 

time. 

It is necessary to expand this summary statement, and 

to examine its implications. 



-2- 

Nature of pre-war fiscal relations between Dominion and 
provincial governments. 

From Confederation up to the Great War the dominant 

purpose of Dominion fiscal policy was to develop the resources 

of the country by extension of the "frontiers" and by assistance 

to private enterprise. This end was pursued more vigorously 

at some times than at others as succeeding parties in power 

found expedient opportunities and means, but the aim remained 

fairly constant. The policy took the form of pushing settle- 

ment, supplying an all-Canadian transportation system, and 
(1) 

encouraging home production by tariffs and other means. 	In 

Canada, as elsewhere, the pre-war concept of good government 

was theminimum of government, but in Canada the minimum was 

a very different thing from that in older countries. From 

Confederation Canada's 'ainimum" included positive governmental 

action to stimulate settlement and private enterprise. 

But while the Dominion government, in its relations 

with private enterprise, thus generally adopted a positive 

attitude towards development, it did not, in its relations 

with the provincial governments, adhere so positively to the 

same principle. 	The provinces were not then regarded as agents 

directly concerned with the stimulating of economic development. 

(1) The methods by which Canadian governments (Dominion and 
provincial) have encouraged private enterprise at one time or 
another are many. Some may be enumerated: (a) Direct subsidies 
to industries, (b) Tariffs, (c) Building of railways and 
subsidies to transport, (d) Alienation of natural resources, 
(e) Monopoly licences, or special privileges, (f) Direct loans 
or cheap credit, (g) Relief of some enterprises from special 
imposts laid on others that compete with them, (h) Collateral 
aid to certain industries; e. g. to the coal, steel and railway 
equipment industries by railway construction; to the automobile 
industry by road building; to the construction industry by 
housing loans, (i) Government orders. 

The extent' to which many private enterprises have always 
been dependent on government intervention has not been incon-
siderable in Canada. 
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Before the War discussions of Dominion-provincial relations 

were concerned more with the size of the Dominion subsidy to 

the provinces than with their mutual concern over economic 

development. The subsidy question was not, of course, 

unconnected with the question of economic expansion, because, 

as the provinces undertook greater responsibilities and served 

growing populations, they required larger revenues. But the 

statutory subsidy from the Dominion government was not 

f:%exible, and as provincial expenditures increased, the subsidy 

became a constantly diminishing proportion of the provincial 

revenue requirements. In 1870 the subsidy had provided 60% 

of the total provincial revenues: by 1890 the proportion had 

fallen to about 35%: by 1920 it was less than 15%, and by 

1930 less than 10%. Faced with an almost static grant from 

the Dominion government, and with expanding expenditure needs, 

the provinces sought, sometimes singly and sometimes collec-

tively, readjustments of the sllbsidy arrangements. And the 

Dominion government did make revisions of the si:bsidy at 

various times, sometimes to single provinces and sometimes to 

the provinces as a whole. In this indirect way, the Dominion 

still adhered to its policy of national economic development, 

for the subsidy revisions were made to remove political 

disputes that might, among other things, have impaired economic 

progress, and they were also made to counteract what seemed ta 

be a comparative weakness in the financial status of some 

province. But, it is important to note, the statutory subsidies 

to the provinces have not increased significantly since 

Confederation. The Dominion's realization that financial 

concessions to the provinces might be made at too great a price, 

and that they could be made only when the Dominion had ample 

revenues of its own, reduced the potential variability of the 

statutory subsidies. Indeed it was not until 1930 that Dominion 

grants to the provinces began to rise with any significance, 

firstly in the expansion of conditional grants, like those for 



-4- 

old age pensions, and secondly, in the increased assistance to 

the provinces to meet the special problem of relief in the 

depression years. These latter relief grants alone have 

exceeded any previous inter-governmental transfers in Canada. 

Accordingly, while Dominion-provincial discussions on the 

subsidy question have been relatively important in Canada's 

political history since 1867, the actual amounts of revenue 

involved did not change significantly in Canada's financial 

hist:pry until after 1930. 

Lack of co-ordination of fiscal actions in Canada before 
the War 

While the pre-war discussions on Dominion-provincial 

relations emphasized the subsidy question, a more fundamental 

relationship between the governments was implicit, because 

both the Dominion and the provincial governments were 

directly interested in the problem of economic expansion. The 

provinces, as well as the Dominion, were involved in aids to 

railways. And the provinces' concern with economic development 

required them to make expenditures on colonization, to provide 

the equipment of settlement (government, justice, roads, schools, 

hospitals), and to stimulate the utilization of their provincial 

resources by other methods. These expenditures of the provinces 

(including their municipalities) rose very rapidly in the 

pre-war boom period (1896-1912). But since there was no 

conscious or explicit recognition of their mutual concern in 

the matter of economic progress, the Dominion and the several 

provinces, each within its cwn sphere, pursued their own 

particular developmental policy without much reference to the 

policies being followed by other Canadian governments. 

There was danger, which now seems obvious, in this 

lack of co-ordination. The danger arose not only from the 

fact that.the Dominion and the provincial governments divided 

jurisdiction on certain matters (e.g. agriculture, etc.), and 

that therefore some areas in the field of their mutual concern 
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might receive overlapping attentions while other areas suffered 

some neglect. That danger has always been present under 

divided rule, but it was dwarfed by the more important economic 

problem of federalism in a growing country - the fact that the 

combined result of the economic aims of ten independently 

operating governments might not be the one at which a well-

integrated national economic programme would aim. There was 

the danger that each government, especially when it subscribed 

to the Gladstonian lesson that the budget was a means of 

civilization and progress, would regard these ends from a 

local, and not from a national, standpoint, that it would 

extend its institutional equipment (schools, hospitals public 

buildings, works, etc.) according to its own hopes concerning 

the future of its territories, that it would engage in capital 

works, government enterprises, and aids to local industries in 

order to hasten its economic expansion or to try to keep up 

with the pace of expansion being established in other regions 

of the country. In short, the lack of co-ordination in fiscal 

policies and their pre-occupation with local rather than 

national economic development, were likely to exert varying 

pressures on the distribution of settlement and industries 

throughout the country. Sometimes these pressures exerted by 

fiscal actiens would reinforce the pressures being exerted by 

natural factors, like the distribution of natural resources, and 

would thereby intensify the "pull" of that locality on certain 

industries, and sometimes these local fiscal pressures would 

strengthen the power being exerted by national policies, like 

the tariff, and would thereby help to speed up development in 

the particular area. But occasionally local fiscal encouragement 

applied a pressure opposite to those being exerted by natural 

forces and by Dominion national policies, and thereby helped to 

maintain or even encourage local industries which would otherwise 

have proved to be uneconomic. Since provinces could not 

encourage local economic expansion by erecting tariffs around 



-6- 

their local economies, they were likely to try to reach the 

same end by more direct forms of industrial encouragement, 

and this, in turn, was likely to reflect itself later in their 

debt structures. And since their fiscal actions were not 

integrated, there might result over-expansion of certain 

equipment, e.g. in railways. And since fiscal actions were 

aimed at securing the maximum local expansion, there was little 

chance that the ultimate distribution of industries and 

settlement would be the most economic from the national standpoint. 

Indeed the fiscal actions of the several governments were more 

likely 	further the economic regionalism which nature seems 

to have decreed for Canada when selecting her geography. 

But these dangers do not seem to have been considered 

in the pre-war period. Questions of racial and regional 

particularism had, it must be recalled, come to the surface 

during the depression in the 80's and early 90's, but the 

emergence of the world trade boom after 1896 communicated so 

great an economic stimulus to Canada that these questions 

rapidly gave place to the new confidence that the 20th Century 

belonged to Canada. And during the boom (1896-1913), the 

Canadian economy was expanding so rapidly that in financial 

matters the projects of most of the governments seemed quickly 

to justify themselves, and the need for securing efficient 

co-ordination of the capital works of the different governments, 

and of their tax systems and current expenditures, was never 

very obvious. In the post-war period, however, when new 

frontier expanSion was confined to only a few wheat and mining 

territories, and when Canada's economiQ vulnerability in 

depending on a limited number of great exports became increasingly 

evident, it became also apparent that the pre-war unco-ordinated 

economic policy had in itself resulted in two signifioant 

difficulties. On the one side, the volume of transport equipment 

that had been provided in the pre-war boom became inAtself a 

problem. On the other, the great extension of frontiers that 
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had been made, and that enclosed the areas specialized to 

yield the great expqrts, were economically sensitive to the 

vagaries of international trade which in itself began to exhibit 

new instabilities. A question now began to arise: whether the 

extensive development of the country had been pushed to the 

neglect of intensive development, whether the economic actions 

of the independently operating governments had been directed 

too much at frontier expansion, and too little towards making 

the best use of already developed resources, too little towards 

the encouragement of industrial innovations and adaptations, 

towards the search for new commodities or new products that 

might be derived from the natural resources, towards the 

stimulation of new or more efficient processes of production. 

New significance of uniform, fiscal policy for post-war 
problems 

The post-war economic conditions called for government 

economic policies at least as positive as those of the pre-war 

period. But further frontier expansion (and the provision of 

the equipment of settlement and communication by governments) 

could no longer be looked to as solvent to all economic 

difficulties. The rate of economic progress was slowing down, 

although the consequent changes in the structure of the Canadian 

economy were difficult to disentangle from the short-period 

disturbances that arose out of the post-war international trade 

position. Ideally what was wanted tas a national policy whicb, 

would overcome, or at least mitigate, the observed weaknesses of 

the Canadian economy; and which, to that end, would use in a 

so-ordinated way all the financial powers and instruments of 

the various governments. 	But in fact no such integrated 

national economic policy was forthcoming. 

The difficulty of formulating an appropriate policy 

arose, first, out of the complex nature of the economic problems 

that confronted the country and the nnsequent lack of precise 

ideas about the objective and t4e technique of attaining it; 
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and secondly, because of debts, on a scale unknown and unimagined 

before 1914, which have hampered Dominion action ever since the 

War, and provincial action especially aince 1930. Some attention 

should be given to each of these difficulties that confronted 

Canadian governments as a whole. 

Dominion fiscal action since the War  

So far as the Dominion government was concerned, both 

difficulties were present. At the conclusion of the War, its debt 

had risen from $521 million in 1913 to $3,520 million in 1921, the 

War and the railways having been the main contributors to the 

change. As a result, its current budget had a large uncontrollable 

sector of expenditures after the War. Net  debt charges, pen-

sions, and transport subsidies had formed 38% of the pre-war 

budget, but after the War the proportion was nearer 65%, and it 

increased in the depression after 1929. The new level of the 

Dominion's commitments, and the large proportion of necessary 

expenditures in the ordinary budget, reduced the Dominion's desire 

to make new expenditures: the tendency was rather to await buoyant 

economic conditions that would increase revenues and help to 

reduce the debt, as happened in 1926-8. Consequently, the 

Dominion's concern with national equipment involved mainly the 

rehabilitation of the railways it had taken over and the rounding 

out of the pre-war programme - in itself a very substantial under-

taking. Contributing also to the unwillingness to indulge in new 

works was the recognition that the economy probably required little 

more extensive equipment. That had been the principal means 

adopted before the War to encourage national and regional develop-

ment. But after the War, further extensive expansion did not 

appear to be appropriate; intensive development of industry within 

Canada seemed more desirable. The post-war economic conditions and 

the changing nature of international trade called for some 

readjustment in the Canadian economy, not so much in the direction 

of further extension of frontiers and exploitation of resources, as 

in the search for methods of increasing the utilization of already 

developed resources, the search for methods of deriving new 
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commodities and new qualities of products, the search for more 

intensive manufacturing methods to be applied to Canada's raw 

materials. But this post-war problem called for a clear-cut, 

coherent national economic policy. And that was difficult to 

provide because public opinion had no precise views about either 

the end or the means. Canadian governments had never tried 

integrate their investments, their current expenditures and taxes, 

as a means-of reaching a national objective, nor had they ever 

attempted to -L'elate any such fiscal action to tariff, transp,-)rt and 

monetary policies in order 	provide a coherent natial economic 

policy. Public opinion interpreted national (economic) policy as 

tariff policy, while the other elements, and their inter-relations, 

were not considered, 	Since public opinion was inert, it is not 

surprising that the Dominion's economic policy, in face of the new 

problems, was a negative one in the post-war perid. The Dominion 

felt it necessary to be cautio.,:s about adopting even a dynamic fiscal 

policy because it was already committed to a high level of necessary 

expenditures, In these conditions, the Dominion tended V': wait for a 

boom in external trade, because that mu)uld raise the Canadian national 

income, would encourage the sort of intensive development that was 

necessary, would add to the revenues and tend to reduce the debt 

burden in the Dominion budget. Unfortunately, in the post-war 

period, the number of booms in internatilnal trade has been dis-

appointingly small; and the present position of international trade 

does little to encourage the belief that the trade position of the 

next few years will be greatly improved. 

Provincial fiscal actions since the WIT 

So far as the provinces were concerned, the developments of 

the post-war period raised their debts and their current expenditures. 

On the one side, the change in opinion on social questions, coupled 

with the change in the rate of economic progress, involved the pro-

vincial governments in new welfare expenditures. Even if the economic 

position remained fairly satisfactory, the gradual social stratifi- 

cation of Canada,and the example of growing social services in other 

countries,were in themselves likely to lead to new levels of social 

service in the future. Welfare and similar services are in their 



-10- 

infancy in Canada.But if the economic position were disturbed,the 

provinces were likely to encounter a sudden increase in their 

relief and welfare costs. If the depression were a large one, 

this would affect not only the current expenditures of the 

provinces, but als3 their debt structure, as happened from 

1929 onwards. The provincial debt picture was coloured also 

by anryther circumstance. All the provinces, in greater or less 

degree, were affected by the change in the long term rate of 

economic progress in the post-war period. In only a few areas 

was further frontier expansion possible: in most provinces 

some need was felt for encouragement to local industry, for 

further intensive development, and this tended to become a 

provincial problem. In contrast to the Dominion's negative 

attitude towards development, the provinces, because of the 

constitutional distribution of powers, and because of their 

close contact with local resources and local needs, felt it 

necessary to expand investments that seemed likely to strengthen 

their economic position. Between 1920 and 1930 provincial debt 

was doubled, some 44% of the increase going to highways, 25% 

to utilities, 12% to public works, about 10% to advances to 

local industries (from which little interest was received)), and 

the remainder to miscellaneous purposes, including deficits 

on current account. During this period therefore, the 

economic aims of the provinces tended to be more positive 

than those of the Dominion: but there was still little or no 

co-ordination of effort between the provinces. Indeed there 

is some evidence of inter-provincial competition for both new 

and old industries during this period. Attempts were made to 

expand local road transport, power and other undertakings, 

(notoriously in the case of pulp mills), without much regard 

for the effects of these actions nn the country's existent equip-

ment in transport, coal and other affected industries. Such 

inter-provincial competition was not without advantages, but 

some consideratj'ns suggest that these advantages were subject 
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to qualification. In Ccnada, with its economic regions and 

its regional loyalties, the competition of industrial 

innovations, whether due to public or private investment in 

some area, do not always drive older and less efficient 

industries out of business: it often leads to demands for 

government support of the industries that are adversely 

affected by the new developments, and thereby induces the 

government in the affected area to try to maintain its local 

industry or to call for help from the Dominion government in 

the form of a direct industrial subsidy, or alteration of 

the freight charges in the affected commodities, or an 

increased subsidy t(:,  the provincial government sc,  that it may 

directly supprt the area affected by the new developments 

elsewhere. In this way, technical progress in one industry 

or region des not always represent a net economic gain to the 

country as a whole. Before the gain can be calculated, it is 

necessary to ask whether the technical change in some region 

has provoked new government support of some competitive 

industry or region, and whether the governmental action is 

thereby hindering the occupational, industrial or regional 

readjustments necessitated by the initial technical change. 

In another way also the inter-provincial competition created 

Some disadvantages. In their labour legislation the provinces 

revealed some unwillingness to make advanced legislation lest 

that might penalize the industrial prospects of the province. 

In the welfare services as a whole, the lack of c.:-ordination 

was very marked. There was little recognition that the 

several provincial policies in matters of public health, 

welfare and labour legislation were each phases of the general 

problem of poverty which in turn, depended on national more 

than on local economic conditions. The form of administration, 

and the consequent lack of co-ordination were leading to  

dangerous policies. 
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Fiscal Actions of all Canadian governments in the de-
pression after 1929 

After 1929, the need for industrial encouragement 

and for a coherent national economic policy was greater than 

before, especially in those areas dependent mainly on external 

trade, but most prlvinces then considered it necessary to 

raise their taxes, to curtail their capital and even current 

expenditures, and to devote most of their new borrowings and 

revenues to direct relief and to certain types of welfare 

expenditure. 

In the depression the Dominion also had to devote 

large sums to relief financing and to special "depression" 

expenditures. And so, after 1929, Canadian budgets, which 

had always to some extent been instruments for stimulating at 

least local economic development, became largely instruments 
(2) 

for transferring income ti rentiers and to those requiring 

relief. On the expenditure side, the great curtailment of 

new capital works, the failure to maintain existent equipment, 

the reduction in current expenditures on health, education, 

public domain and highways, and the increased charges for 

debt and relief, all reflected the passive role of government 

expenditures in face of the depression. On the taxation side, 

the increases in tax rates, almost regardless of the effects 

of this action on depressed private enterprise, and almost 

regardless of the equity or justice of the tax system as a 

whole, also reflected the negative attitude towards economic 

development. There was little or no co-ordination of Dominion 

and provincial revenues and expenditures, no general, uniform 

fiscal policy. 

(2) The attempt of the Dominion government to lower interest 
rates after 1932 was aimed at reducing the burden of the 
transfer to rentiers. 
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Yot since these budgets began to absorb one quarter 

of the national income (or more than a third if municipal 

governments are included), they were presumably affecting 

private enterprise. But there was no conscious fiscal policy 

that aimed at prod acing the most desirable (or the least 

undesirable) group 	effects. Fiscal action was still 

"accidental", not viewed as a whole, nor in relation to monetary, 

transport, and tariff pulicies. indeed in the "timing" of 

their fiscal actions, the different Ccnadian governments tended 

to aggravate rather than smooth the disturbances imposed on 

the Canadian economy by the movements in external trade. When 

external trade was prosperous, and the Canadian national income 

rose, most governments tended to lower tax rates and to 

increase capital expenditures, thereby giving an extra impetus 

to the boom that was in progress(1925-8). With the depression 

and the decline in external trade, the governments increased 

their taxation, cut capital works, and added to the forces 

creating depression. Since the fiscal actions of the 

different governments were n t co-ordinated, either with each 

other, or with other government economic policies, fiscal 

policy was not envisaged as an instrument of control over 

economic conditions. Each government regarded its fiscal 

action as something determined for it by the economic conditilns 

of the time. 

The most skilfully unified fiscal  policy on the part  

of the Canadian 7.vernments, can not, of course, prevent such  

depressions as that after 1929 but it might do much try  

mitigate their severity. Fiscal action is now significant in 

the Canadian economy, and if it is treated as a policy it 

becomes an additional instrument of c : ntrol, to be used along 

with the other policies. Since fiscal action was regarded as 

an accident, and not as a policy, we cannot presume that the 

deficit financing of the past years (1.8 billion between 

1929 and 1936) was dire3ted at the objects most likely to 
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stimulate recovery. Canadian governments •as a whole, it has 

been already shown, are spending one-third of the national 

income. This sum, if directed by ene supreme authority, or 

by co-ordinated fiscal actions on the part of all governments, 

would represent a great power for influencing the movements 

of the national income. But since it is spent by different 

authorities, with local as well as national aims, and with 

the presumption that their fiscal actions are decreed for them, 

the power of this sum to influence the course of the national 

economy is greatly reduced. Nor can we presume that the 

deficit financing of the depression years even remotely 

harmcalized with the varlous--goocre'rnmeat—e-conoraic policies 

(tariff, monetary, etc.) 

It should not be implied that the failure to-devle.e 

a fiscal policy on a national scale necessarily- indicated a 

lack of statesmanship. The absence of a national fiscal 

policy may indicate rather that regional divergences in Canada 

are very real, and that accordingly people are willing to pay 

a high price for having ten governments, each independently 

trying to pursue what appearsto be its own ends. 

It would be an error of analysis tc underestimate the 

importance of regional divergences in Canada, the different 

regional economic interests, the racial,religious, historical 

and philosophical cleavages. But these divergences are not 

constant, and they are apt to find new expression and new 

emphasis in times of economic difficulty. The first great 

depression in the 80's and early 90's brought them to the 
(3) 

surface, but they were submerged in the subsequent boom from 

1896 to 1913. The second great depression after 1929 fostered 

a recrudescence of the regional movement in Canada, as it did 

the nationalist movement in many countries. At present, 

however, it would be optimistic to hope that an external trade 

(3) See G. Smith "Canada and the Canadian Question", 1891 
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boom was around the corner to resolve regional divergences, 

as happened before. On this occasion, the economic progress 

necessary to reduce the divergences may require some concerted 

effort within Canada itself, in the formulation of a national 

economic p::ogramme. In reaching this end, it may still be 

possible, however, for people to have the satisfaction of 

possessing ten governments to which they can attach their 

various loyalties without the country having to forego the 

important weapon of unified fiscal control, a weapon that 

promises to become increasingly necessary in the future as 

Canadian governments as a whole have to try to achieve a 

balance between social progress and reform on the one hand, 

and encouragement to private enterprise on the other. 

As a result of Canada's financial history, by 1936 

about 25% of both Dominion and provincial expenditures went 

to charges on the deadweight (i.e., non-self-supporting) debt. 

Apart from the factors which tend to increase the debt steadily, 

the interest burden tends to remain high for two reasons: 

(1) Conversion to lower rates is not easy since so large a part 

of the debt is not callable in Canada, about 44% being callable 

elsewhere; 12% is callable in any of three centres, and the 

remainder in one or two centres. (2) The bulk of the debt 

carries interest between 4% and 5%. Although precise information 

is lacking, it is open to doubt whether even the Dominion has 

succeeded in borrowing at a lower average rate on bonds than 

private industry has through common share financing. Furthermore, 

the government debt represents the costs of war, settlement, 

communications and utilities, as well as the costs of aiding 

private enterprise and of conducting undertakings which private 

enterprise considered too risky: as such the government debt 

service has to be met mainly from taxation, and since the 

government debt contains within it no automatic adjustment to 

the varying fortunes of the economy, it becomes particularly 

burdensome in times of depression. As distinct from this 
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question, there is also another. Experience indicates that 

the volume of public debt is likely to continue its growth, 

perhaps sufficiently so as to make the proportion of public 

to private investment increase. If this should happen, the 

real costs of the debt would prove more, or less, burdensome 

according as the increase in public investment was, or was not, 

bidding away capital from private enterprise. This is another 

reason why, with the present public debt level and more 

especially if that level rises, public investment should be 

"timed" so as not to conflict but rather to move inversely to 

the ups and downs of private investment. 

If the proportion of public to private investment 

increases steadily, and if that public investment is not 

nationally co-ordinated to secure maximum efficiency in its 

use and is not "timed" to compensate for fluctuations in 

private investment, then the consequent growth in the proportion 

of fixed interest to equity debt and the periodic bidding away 

of capital from private enterprise, might render it increasingly 

difficult for government debt to preserve its gilt-edge 

character. In other words, if Canadian governments continue 

their post-war policy of having their fiscal position (and 

therefore their debt growth) dictated to them by the fluctuations 

that external trade conditions impart to the economy, it will 

be necessary for them to make a determined effort to strengthen 

the sinking fund position, perhaps by building large funds in 

times of boom, as an alternative to periodic downward revisions 

of the interest rate (or to its counterpart of moderate 

inflation). 

2. Present Budgetary Position and Future Prospects  

Unique viewof public finance by business at present  

There is no Canadian historical parallel to the 

present budgetary position, or tc the position in which private 

enterprise finds itself in relation to public finance. At the 
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conclusion of the War, the sudden increase in the fiscal burden 

represented a major problem, but expectations were that the 

"natural" rise in productivity, and an increase in population, 

would lower the war debt burden just as England had recovered 

from the effects of the Napoleonic War debt. And in Canada, 

the boom that began after 1924 seemed to indicate the 

beginning of the fulfilment of these expectations. The 

depression after 1929 was a setback, but, it was hoped, of 

merely a temporary nature. It was only during the recovery 

from 1933 onwards that increasing realization of the new 

situation became widespread. The persistence of deficits up 

to 1936, the changed nature of international trade, the 

recognition that depressions as well as wars now add greatly 

to the debt burden, the tendency for tax rates to increase 

rather than to decrease in the recovery years, all served to 

bring home the fact that high taxation is likely to become 

the normal condition in Canada. While it would be unwise to 

read too much into any sudden change of business men's 

expectations, it would be equally unwise to neglect the basis 

on which these new expectations have been founded. In 1936, 

which was an advanced year of recovery, the national income 

was still some 30% below the 1929 level. But meanwhile the 

gross funded debt of the Dominion and the provinces had risen 

by over 36%, from $4.4 billion to $6.0 billion, the revenues 

raised had increased by 8%, many of the necessary capital 

expenditures of the governments that had been postponed in the 

depression had not yet been renewed, and the stubborn relief 

costs were not proving readily reducible. While the drought 

had been an important factor preventing recovery and adding 

to government charges, the changed nature of international 

trade was such as to suggest that a sound and lasting recovery 

in export trade would not be easy to achieve. And if there 

were any slump in England after the cessation of the armament 

programme, Canada's export position might be further disturbed. 
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Even now (August 1938) it seems unlikely that the 

1938 national income (in terms of dollars) will rise above 

that of 1937, and the 1937 level was only midway between that 
4 

of the depression botom (1933) and the previous peak (1929). 

In view of these conditions, there is strong evidence that 

expectations of fairly high taxation in the future are well 

founded. 

Need to envisage future budgetary problem  

It might be felt that any reference to future 

Canadian budgets should be deferred until some of the more 

pressing and immediate economic problems have become less 

acute, or at least until the economic situation that is likely 

to confront this country in the future is more clearly defined 

than it now is. But it is not impossible that the questions 

of financial policy which will arise in the next few years will 

be at least as difficult as those that are present now, and so 

there may be some value in trying to foresee the future 

budgetary problem. Furthermore, any solution that is offered 

for the immediate fiscal and financial problems must imply some 

assumptions or pre-suppositions about the long-distance outlook, 

so that even the discussion of the present-day position requires 

that some attention be given to the probable future position. 

Any inquiry into the probable future position has to 

be made in the light of the financial history of Canada in the 

years of economic recovery after 1933. The forces affecting,  

the financial position were such in these years that the 

Dominion and the provincial governments increased their 

outstanding debts by $616 million: their combined current deficit 

in 1936, an advanced "recovery" year, was still above 73 

million despite a 44% rise in revenues between 1933 and 1936: 

many expenditures (both capital and current) that had been 

postponed in the depression, had not been renewed by 1936. Even 

in the year 1937, which was more prosperous than 1936, there was 

only a little closer approach to budgetary balance. 



-19- 

If the economic position that existed in 1937 were 

maintained for some years, and if the expenditures kept near 

their present levels, it might be expected that taxable 

capacity would increase somewhat, as people become adjusted 

to the idea of higher taxation. In these conditions there 

might be some small surplus available for capital works, or 

perhaps even for debt redemption: and if Canadian governments 

increased their efficiency in expenditure and in revenue 

raising, the surplus might be larger. But Canada's financial 

history suggests that certain strong resistances will have to 

be overcome before the governments will co-ordinate expenditures 

and taxes in order tr,  improve their efficiency, and that 

equally strong resistances will have to be overcome before any 

surpluses that happen to emerge will be used for debt 

redemption. But given a maintenance of the 1937 conditions, 

and no tax remissions (although possibly tax readjustments), a 

position approaching balanced budgets would emerge, with little 

surplus available for capital expenditures or new services. 

It would be an equilibrium that would appeal to the tight-rope 

artist. 

Probable future growth of government expenditures  

But the above result presumes that there will be no 

change in expenditures in the next few years, and no significant 

change in the country's productivity. 

It is likely,however, that certain expenditures will 

tend to rise in the near future. Whether their rise will be 

counterbalanced by declines in other expenditures is a matter 

for conjecture. 

It is clear that some expenditures that were reduced 

or postponed during the depression years, have not yet been 

renewed. On capital account it is to be expected that 

expenditures on certain public works, including highways in 

some provinces, will increase in the future and that a sub- 

stantial amount of deferred depreciation will have to be made good. 
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In current account, especially in some regions, expenditures on 

highways, health, education and domain, are still below their 

former levels, and it is likely that increased attention to 

natural resources, both human and physical, will require at least 

the restoration of expenditure on all these items. In addition, 

for the country as a whnle, it is likely that the growing demands 

for social insurance, particularly for unemployment and for sick-

ness, will tend to provide a new upthrust to the expenditure 

level. Again, the state of international confidence suggests 

that Dominion expenditures on defence may be subject to forces 

that call for an increase. Also, it is not inconceivable that 

the steady growth of road competition with the railways, 

especially in some regions, may affect the level of Dominion 

expenditures on transport. Furthermore, if it should prove to 

be true that Canada has some redundant capacity in certain of her 

great export trades, this also would affect the level of 

Dominion and provincial expenditures, probably cn both current 

and capital account. If the governments met any such situation 

with their previous policies in this regard, the new expen-

ditures would show themselves as maintenance expenditures 

(particularly relief), but if they attempted the more positive 

(and more difficult) policy of industrial and regional 

transference, the transition would again cause an upthrust 

to expenditures, probably of greater magnitude in this case 

as attempts were made to encourage more intensive economic 

development as compensation fcr the decline in export trade. 

The latter policy, although causing greater expenditures in 

the short run, would however provide some positive stimulus to 

the growth of national income (e.g. by encouragement to the 

further working-up of natural resources, etc.) and would tend 

to be more economic than the mere maintenance of those men 

and resources that seem to be suffering from more than a 

temporary unemployment. 
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"Economies" in gcvernmont expenditure  

Such increases in expenditure as may be expected in 

the early future, may be compensated by declines in other 

expenditures so that in fact total expenditure would remain 

near its present level. 	And several possibilities exist for 

securing reductions in certain expenditures. It is not 

impossible to envisage each Canadian government making efforts 

towards economy, such as have been made in the United Kingdom 

on two occasions since the War. It is true that in the United 

Kingdom these efforts proved to be little more than a temporary 

check to the steady growth of expenditure. But in Canada it 

may be presumed that a determined effort by each government 

to maximize the efficiency of its services would lead to not 

insignificant economies in expenditure. If the government of 

the United Kingdom, which has some reputation for efficiency 

of administration, still considered it worth-while to "take 

up the slack" on two occasions since the War, it may be 

presumed that Canadian governments could secure same reductions 

in expenditures by similar methods. In some Canadian 

governments, the lack of any efficient method of budgetary 

control would in itself suggest that possible economies are 

available. As distinct from this, it is possible that some 

economy in government expenditure as a whole, some increase in 

the efficiency of total government expenditures, may be effected 

by a new co-ordination of services as between Dominion, pro-

vincial and municipal governments. If individual or collective 

governmental efforts at increasing ggvernment efficiency were 

made in the next few years, they might suffice to counterbalance 

many of the likely increases in expenditure that were enumerated 

above. Of course, if international trade were to become more 

profitable in the next few years, one might hope for such a 

reduction in relief and other "depression" expenditures that 

total expenditures might even be reduced, for a while at least, 
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even if the new expenditures contemplated above were made. But 

any such hope has to be tempered with the knowledge that relief 

costs proved highly intractable in the recovery years after 

1933: and it is well to remember that even with improved 

international trade, many rehabilitation expenditures on 

equipment and on people may prove to be necessary. Even given 

a rise in the national income, some regions may continue to 

show evidences of distress, and their need for social services 

and rehabilitation services may be great. In short, an 

increase in international trade nay not yield as great a 

reduction in the so-called "depression" expenditures as is 

suggested at first sight, although any improvement in trade 

would provide some relief to budgets. 

Future budgets and future economic position. 

It is clear that Canada's future economic positi,n 

would be greatly affected by an outbreak of any European war. 

If Canada were not amcng the belligerent nations, a war would 

probably affect an illimense improvement in her economic and 

fiscal position (including a reduction of external debt). If 

Canada were outside the fringe of the actual combat, she would 

likely make the same sort of gains as accrued to the United 

States in the early part of the Great War, and as accrued to 

the United Kingdom in the early part of the Napoleonic wars. 

Canada's economy, and its financial institutions, are fitted to 

provide many of the sinews of war to the combatants. If 

Canada were numbered nmr,ng the belligerents, the effont of a 

war on her long-term economic and financial position is 

impossible to envisage. 

Apart from the pase of war, the future budgetary 

position will be greatly dopendent on the future state of 

international trade, and particularly so if Canadian governments 

do not integrate their fiscal policies and add them to the 

armoury of economic weapons to be used to fend off the onslaughts 
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that changes in international trade make on the level of 

Canadian incomes. If international trade suffered fewer 

restrictions in the early future, some significant increase 

in the national income might be hoped for. But at present, 

politics and economics are appearing to become inseparable in 

more and more countries, and international trade shows little 

evidence of enjoying increasing freedom in the world as a 

whole. Indeed the evidence is mainly to the contrary, and 

the growth of new devices of trade management is already 

beginning to make the old techniques of tariff adjustment and 

commercial treaties appear to be rather immature methods of 

affecting the flow of trade. If these devices extend in 

operation, the effects on Canada may be far-reaching. But if 

international trade suffers no mere restrictions in the next 

few years than it now does, Canadian governments still have 

two distinct sets of problems confronting them, one concerning 

the shifts that have already occurred in Canada's trade position 

and which have created more than temporary distress in some 

regions, and one concerning the problems that would arise in 

the event of an early recurrence of depression. These 

difficulties seem to resolve themselves into two dilemmas. One 

arises in this way. At present, Canadian governments try, so 

far as they can, to support needy regions. While this course 

is economically justifiable if the industries or regions are 

suffering only temporary difficulty, it is less economically 

justifiable if they are suffering from a decline in resources 

or a permanent loss of markets. For such conditions wisdom 

dictates not mere maintenance, but the difficult process of 

gradual industrial and population transfer. In so far as this 

problem is not faced, a future depression would further 

complicate the matter, and add to the number of uneconomic 

positions that would have tc be maintained. 
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If a trade recession should occur in the next few 

years, Canadian governments will face a further dilemma. If 

they act in a negative way, as in the previous depression, 

there will be deficits, cuts in expenditures, increases in 

taxation, further unemployment, and further deficits. The 

downward spiral will be enc)uraged by the governments' budget-

balancing efforts, and their actions will again tend to 

increase unemployment, add tn relief costa and to debts, and 

to smaller chances of balance, If on the other hand, the 

governments try to pursue a mare positive policy, maintaining 

or even expanding capital expenditures, refusing to increase 

tax rates despite declines in revenues, they will again 

encounter debt increases, probably even on a still greater 

scale, for a while at least. 

Either the negative or the positive policy will 

result in debt increases. The success of the positive-attitude 

in alleviating the severity of depressions when they occur 

would depend on the proper co-ordination of fiscal action as a 

whole, and on the integration of this policy with foreign 

exchange, banking, and tariff policy. In view of the lack of 

fiscal co-ordination between governments at present, in view 

of the failure of their remedial policies to differentiate 

between permanently and temporarily distressed areas, in view 

of the fact that Canadian governments have never in the past 

made enough out of the trade booms (either by way of debt 

redemption or by the building up of extra-budgetary funds) to 

assist their financing in the subsequent depressions, and in 

view of the unbalanced budgets of the advanced recovery years 

(1936-7) some people may feel uneasy about the probable 

success of any positive policies. 

In the more remote future, the budgetary position may 

be of considerable significance in this economy, as in others. 

In the future, demands for social progress and reform are 
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likely to increase, and budgets will presumably have to try to 

achieve some balance between social reform on the one hand, 

and encouragement to private enterprise on the other. Put in 

other words, the task of governments is likely to become 

increasingly the task of getting higher revenues without 

causing undesirable repercussions on the skill and initiative 

of those who motivate private enterprise. This task may 

resolve itself into two broad movements. 

In the first place, Canadian governments have always 

found themselves undertaking those works which private 

enterprise would not or could not undertake. In only a few 

instances do Canadian governments operate undertakings that 

yield revenue, notably in the case of liquor control, some 

power commissions, etc. In the future, governments may have to 

search for the control of a greater number of revenue-producing 

undertakings, so that new sources of revenue will be available 

for meeting the growing expenditures of social reform without 

involving too heavy taxation on households and firms. Such a 

movement may prove to be of great importance, for it may be 

the only compromise which can at once yield the revenues to 

meet the growing expenditures, and yet hold down, or even 

reduce, the taxes that are distasteful to private enterprise. 

In Canada such a movement would involve no change in principles: 

Canadian governments have always owned enterprises. The only 

change involved would be that they controlled some more 

profitable enterprises, as an alternative to the maintenance, 

9r perhaps the steady increase of,taxation. 

The second movement that may be expected is the 

gradual acceptance of high taxation by househlds and firms. 

Governments can do much to win the confidence of those on 

whom the dynamics of the economic system depend, so that they 

will continue to give their intelligence and determination to 

enterprise, even if they do have to share the rewards. Pro-

bably this confidence can best be won by a determined effort, 
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on the part of governments, to increase their own efficiency. 

Future fiscal action as part of national economi_c_policy 

For as long as one cares to look ahead, the Canadian 

national income is likely to be affected by changes in external 

trade. In the past, the regionalism (f the Canadian economy, 

and the division of power and lack of co-ordination of fiscal 

policy inherent in federalism, resulted in an aggravation of 

the movements communicated to Canada from the outside world. 

When overseas trade boomed, the governments followed fiscal 

policies that intensified the boom, and when overseas trade 

declined government action again tended to increase the oscilla-

tion. But a properly co-ordinated system of government ex-

penditures as a whole, and a properly co-ordinated tax system, 

can if skillfully used, act towards "damping" and reducing 

the variations in the national income caused by changing 

conditions in the outside world. And if fiscal policies are 

used appropriately with other national policies (Monetary, 

tariff, etc.) then the resultant national economic programme 

could go far towards insulating the Canadian national income 

from the far-reaching effects of disturbances in the world of 

trade. At present, external trade conditions communicate wide 

changes to the volume of private investment and of consumption 

within Canada. But shifts in the volume of (co-ordinated) 

public investment can be used to offset changes in private 

investment, and shifts in the methods of taxation (e.g. as 

between taxes that mainly have their source in consumption, 

like sales, excise, etc., and those that affect largely the 

volume of savings, like income tax, and especially sur-tax). 

can be used to offset the changes in consumpti:n initiated by 

alterations in the external trade position. Acc,:rdingly changes 

in public investment and changes in tax methods, if used at the 

proper time and to the proper extent, are important weapons 

for combatting the changes in private investment and consumption 

consequent cn the international trade position. In the same 
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way, fiscal policy can provide compensatory adjustments for 

regional (or industrial) "discriminations" caused by the 

distribution of natural resources, or by the effects of other 

national policies, like the tariff or the monetary policy. 

Today, in most countries, fiscal controls have entered 

the stage of trial and inquiry. But their use in the Canadian 

federal system is perhaps impossible at present. It is 

extremely important however, to recognize that Canada is now 

the only remaining political federation that is attempting to 

operate a completely unco-ordinated fiscal system. In the 

United States, and in Australia, such fiscal readjustments 

have been made (by financial centralization, loan council,etc.) 

that these countries now possess in great measure, co-ordination 

of fiscal actions in the economy as a whole. Canadian 

federalism alone remains completely disintegrated in its 

fiscal policy. It may be possible to state the consequences 

of the Canadian position both in terms of regional loyalties 

and in terms of standard of living. If the Canadian people 

require ten independently operating governments in order to 

satisfy their regional loyalties, then a large part of the 

price to be paid will be the difficulty of formulating a 

national economic programme, and the lack of such a programme 

may be an important determinant of the future standard of 

living in the country as a whole. Already there are evidences 

that the Canadian economy will not manage itself. The wisdom of 

having a coherent economic policy, with also some reserves 

of policy, to meet the economic and financial problems of 

today, and what may be the greater ones of tomorrow, is 

perhaps obvious. 

Problems during period of evolution of national economic 
programme  

The views of the Canadian democracy on issues of 

economic policy are not particularly precise at present, and 
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the ends of policy cannot be formulated without decisions 
(4) 

being reached on a number of questions. Among these, one of 

the most important is whether Canada wishes to try to continue 

her great dependence on exports as the dominant method of 

providing the national income, or whether she would prefer 

deliberately to increase production for home markets at the 

immediate price of perhaps a lower standard of living. These 

questions are for the people and the governments to decide, 

but since the objectives are not likely to be clearly 

formulated for some time the period of evolution will be 

important. During this period, it is hoped that greater 

clarity can be found on two issues: (1) The economic loss that 

arises when either private enterprise or government enterprise 

is trying to do something which it is not competent to do: the 

extent to which inceiupetent privr-te enterprise is being 

supported by the tariff, or other state props, is not known, 

but it may be important. With respect to state activities, 

the quality and efficiency of their service, the competence of 

the civil servants, and their freedom from domination by 

privileged groups, are impc)rtant considerations On which 

additional knowledge is necessary before any judgment can be 

made about the competency of governments as a whole, and their 

efficiency relatively to business. 

(4) Some of the more important questions on which decision is 
required, may be mentioned. Are regional interests in Canada 
more fundamental than national ones? Is a low, relatively 
stable income preferable to a high but fluctuating one? Is a 
large or small population wanted? How far is the democracy 
willing to go in order to improve its economic position, or is 
effective action against depression incompatible with the 
Canadian view of government? What sort of lack of balance in 
public finance will public opinion willingly accept? Will it 
perlait disequilibrium in the provinces so long as the Dominion 
balances its budget? Or will it permit disequilibrium in some 
special extraordinary budget so long as the ordinary budget 
balances? Will people allow the government to borrow cheaply 
from the banks, but shrink at exchange depreciation? Does 
public opinion envisage an economic policy (tariff, currency, 
fiscal, transport) that would benefit the world at large, or 
one that would mainly aim at hoisting Canada on the shoulders 
of other countries? 

These are some of the important issues on which there is 
little precision at present. 
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(2) The wastes that arise when private enterprise 

and government are both competent, but are not pursuing the 

best social ends. Additional knowledge is required about the 

wastage of resources, the extent to which uneconomic industries 

(or localities) are being maintained, and the use of privilege 

for limiting the investment opportunities of others. These 

issues are far beyond the scope of this paper, but they have 

nevertheless an important bearing on the present, and the 

future, financial position. The decision as to economic 

policy and the scientific study of the most efficient methods 

of negotiating that policy in the light of the available 

resources are particularly important in view of the difficult 

job that now confronts the governments. And it is necessary 

that people should become aoaustomad to differentiating more 

clearly between economic policy, which is a political issue, 

and the art of co-ordinated administration, which is a matter 

for experts, boards and the like, acting in collaboration. 

These questions were less important when frontier expansion 

was creating general prosperity and apparent progress, when 

the great dependence on a few exports allowed a high standard 

of living (that might have to be propped in depression once 

at least by a 40% increase in national debt), when the 

resources seemed extensive and the debts involved in preparing 

for their utilization seemed likely to be productive, and 

when the different attempts to enjoy the same standard of 

living as in the United States were more justifiable than at 

present. The propinquity of the United States has been 

important in creating a desire among Canadians for a standard 

of living comparable to that in America - a desire for 

multiplication of those things that Americans buy, like 

automobiles, American amusements, air-conditioned trains, to 

select only a few items from the beginning of the American 

alphabet. But it is generally recognized that there is a 
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great economic disparity between the resources and the 

entrepreneurial capacities of the two countries. And the 

Canadian attempt to maintain an American standard of living 

by the sale of natural resources - at best only partially 

worked-up within Canada - tends to lead to new debt levels on 

occasions when resources become thin or when external sales of 

natural products decline. Deficit financing of Canadian 

governments in such periods has been aimed primarily at 

maintaining income: seldom has it aimed at promoting new 

methods of providing national income, at stimulating new 

entrepreneurial activity, or at encouraging necessary readjust-

ments within the economy. But the present debt levels and 

the present economic position, considered with the future 

prospects, seem to call for reconsideration of the habits that 

have created the present debts, without having at the same 

time created some more sound income stabilizers than now exist 

in Canada. 

While these matters lie beyond the narrow confines 

of public finance, they are the ultimate determinants of the 

financial position. And they have relevance also to the 

question of the subsidy relationship between the Dominion and 

the provinces. The provinces' need for revenues cannot be 

segregated from the question of the whole economic policy, 

irrespective of how powers and revenues are constitutionally 

distributed between the governments. If public opinion 

dictates that economic policy has to maintain all regions in 

Canada, whether economic or uneconomic, then a subsidy based 

on the "need" of the region can probably fit easily with the 

other matters that secmre this end. But if opinion is be-

ginning to feel that an economic policy should aim at raising 

the national income of Canada, rather than concentrate only 

on raising the national debt, the subsidy then becomes an 

integral part of a co-ordim ted fiscal policy. And if the 
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Conadian people feel that national economic ends are more 

fundamental than regional loyalties, then all matters of 

Dominion-provincial relations can be considered in the light 

of efficiency alone. The distribution of constitutional 

powers between the governments would then be based on a purely 

pragmatic test - on what the most efficient distribution of 	
(5) 

power is to permit the pursuit of a national economic prlgramme. 

(5) At the time of writing, the public accounts' investigation 
that was made for this Royal Commission had not reached 
completion. The studies for the single governments were 
available, and these have been used in the sections that 
follow. But the consolidated accounts of the provinces taken 
together were nct completed and to that extent, it has been 
impossible here t-1,' give precision to some of the matters that 
concern interprovincial, or Dominion-provincial, questions. 
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Dominion Government  

1. Initial Stage 1867 to 1896  

At the close of this early period, the foreign 

investment in Cvnada - accumulated since before Confederation 

was about $1.2 billion of which $1 billion was British funds. 

About nine-tenths of this investment was in government and 

public securities, and the remainder in railways. This large 

proportion of government borrowing was both cause and effect 

of the phase of economic growth through which the country had 

been passing. The initial requirements for developing a 

national economy were mainly those public works that would 

assist the production of Canadian goods and services, and 

this involved the provision of transport and the equipment of 

settlement. Such works were technically large, and therefore 

fitted for government undertaking, or at least government 

guarantees. Such works were, moreover, a necessary condition 

for the expansion of private enterprise within the economy, 

and for the encouragement of home and foreign investment in 

such enterprise. But until the end of the 19th Century, 

economic conditions within Canada, and in the world at large, 

did little to stimulate foreign investment in Ct-Inada. Within 

Canada itself, the history of the Grand Trunk investment created 

no preference in the minds of international investors for 

lending to Clinada. And in the period from 1873 to 1896, the 

conditions of world trade as a whole did little to provide 

either the means, or the will, to promote international invest-

ment anywhere, except perhaps in the United States, on any 

worthwhile scale. That period - known abroad as the Great 

Depression - was a rigorous one for a new Confederation, more 

especially since its territories were large in relation to its 

equipment of communicatioft. An increase in production and in 

new sources of supply, required an extension of the market 

(home or abroad), and a preliminary to that was an increase in 

internal transport and settlement. The limitation of the 
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overseas market in the depression after 1873 turned attention 

to the possibilities of expanding the home market in 

particular. Accordingly, in this initial stage of development, 

Dominion economic policy was directed first at the provision 

of transport, and later at the increase of tariffs (the 

Notional Policy). 

The transportation development was directed mainly 

at railways and canals, and between 1867 and 1896, these 

accounted for 83% of the Dominion's capital expenditure, the 

larger portion being on railways (61%). This expenditure was 

not spread evenly over the period, but was concentrated in the 

earlier part, making two peaks of capital expenditure, one in 

1873 and one in 1884. 

The former peak coincided with the end of a boom in 

world trade that had pushed up Canada's exports from X53 

million in 1867 tc) $86 million in 1873. 	The major object of 

capital expenditure at this time was the Intercolonial Railway, 

the peak expenditure being in 1873, after which the Inter-

colonial expenditures tapered off. Between 1867 and 1875 the 

Intercolonial accounted for over $22 million of the debt 

increase, or almost 60%. 	Tne remainder of the debt increase 

was attributable mainly to the increased debt allowance to 

provinces, and to the opening of the North-West Tcrritories. 

As the Intercolcnial railway expenditures de?•lined 

after 1873, new expenditures were undertaken on canals and on 

the Canadian Par.,ific Railway, but capital expenditures as a 

whole remained steady, and on a lower level until 1882, the 

increases on canals being offset by a decline in the expenditures 

on the Intercolonial Railway and on the North-West Territories. 

In these years after 1873, ordinary expenditures rose only 

slightly, the rise being attributable to the increase in 

provincial subsidies in 1873, and to the increased maintenan9e 

and operation expenses on the expanding railways and canals. 
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The period after the break of the world boom in 

1873 was a difficult one folt the new Dominion, as its export 

trade declined. Imports fell even faster and since customs 

duties formed a large proportion of Dominion revenues 

(approximately 70%), covernment revenues also declined. The 

contraction of capital expenditures, as compared to the level 

of 1873 (the expenditures in 1875 were only one-third of those 

in 1873) was designed to check the growth in debt, and to 

reduce the unfavourable commodity trade balance. The con-

traction of borrowing reduced imports and further emphasized 

the fall in customs revenues. 

The Dominion tariff policy was altered in 1879, and 

this produced the second wave of capital expenditures. As 

remedial measures to meet the depressed conditions, the so-called 

Nrtional Policy was adopted and new emphasis was given to 

railway construction, the Canadian Pacific Railway being the 

main project that required completion. As a result of the 

railway policy, capital expenditures reached a new peak in 

1883, and the westward extension of the railway resulted in 

some speculation, and ashort-lived boom. Inports rose signifi-

cantly as against exports until 1883, as a result of the 

expansion of Dominion debt after 1879 and the purchase of 

equipment, and as a result of the boom associated with the 

railway extension. This rise in imports took place despite 

higher tariffs; and revenues rose to a peak in 1883. As the 

capital expenditures tapered off after 1883, and as new 

Dominion borrowing fell annually to 1887, imports declined again, 

and tax revenues fell with them. From then until 1896, capital 

expenditures tended to decline with some regularity, the canals 

and the St. Lawrence harbours remeininb es the main items of 

expenditure. Although the policy of granting railway subsidies 

was begun in 1884, the amounts involved were not sufficiently 

large to counterbalance the decline in capital expenditures. 
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Tne provious capital expenditures had doubled the 

public debt charges, and by 1887 debt charges amounted to 

$9.7 million while the tax revenues were $28.7 million. The 

growing burden of the debt charge, coupled with the desire to 

maintain the credit of Canada in the London market, impressed 

opinion with the advisability of checking new borrowings for 

government capital expenditures. In keeping with this change 

of sentiment, there was a fall in the rate of growth of gross 

debt, and a more modest rate was maintained until new railway 

undertakings required financing after 1907. From 1867 to 

1887 (i.e. to the completion of the early railway building 

programme) gross debt increased by an average of $9 million 

per year: for the next 20-year period to 1907, the increase 

averaged only $6 million per year. After the completion of the 

Canadian Pacific Railway, total expenditure (ordinary and 

capital) changed little until the economic recovery after 1896 

had increased the buoyancy of revenues, and allowed new 

ordinary and capital expenditures to be undertaken - without 

significant increases in debt until after 1907. 

The history of Dominion finance during the Great 

Depression reflected the condition of the economy and the 

attempts of the government to expand that economy. The stag-

nation of export trade prevented any significant rise in the 

level of Canadian incomes, although some expansion of manufactures 

was apparent under the stimulus of the National Policy. The 

proportion of labour employed in manufactures had increased 

from 5% to 8% between 1870 and 1890, but this apparent increase 

in new investment in manufactures was hardly sufficient to offset 

the effect of the depressed export trade on the level of the 

Canadian national income. The two short-livold trade booms of 

1873 and 1884 had been connected with the Dominion capital 

expenditures, and although the consequent rise in imports had 

increased Dominion revenues, the booms had quickly petered out, 

and seemed to have done little to increase permanent revenues. 
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It appeared as if the debt charges were tending to become 

burdensome, and since the good-will of the London money market 

was desired in order to hold down interest rates, now 

borrowing was limited after 1887. But the capital expenditures 

that were undertaken over the period from 1867 to 1896, while 

they doubled the old provincial debts that the Dominion had 

taken over, did something to mitigate the effects of the Great 

Depression on Canada, and did extend equipment and communications 

in the country as a basis fcr future expansion. 

The fiscal position of the provinces tended to be 

even less favourable in this period. Their expenditures tended 

to outrun revenues, and at the Inter-provincial Cniference of 

1887, it was indicated that a new subsidy arrangement was 
(6) 

desirable. 	In the 90's almost all provinces tried to widen 

their revenue basis by the introduction of corporation taxes 

and inheritance duties. The source of most of their revenues 

(apart from subsidies from the Dominion) was in crown lands, 

royalties and fees, and the buoyancy of these revenues was 

dependent on the expansion of staple exports like minerals 

and lumber. This expansion was not possible until after the 

recovery from the Great Depression. The new sources of revenue -

corporation taxes in particular - depended chiefly on an 

expansion of home industry, but the National Policy and the 

Dominion capital expenditures had so far done little more than 

prepare a good basis for such expansion. And the revenue 

weapons for catching available rising incomes, like the corpora-

tion taxes and succession duties, were still new, while more 

direct taxes like the income tax were not yet countenanced. 

2. The Boom Period, 1896-1913  

The sharp rise in international prices that began in 

/896 was preceded by a rise in wheat prices in 1895, a circumstance 

(6) In 1870 the Dominion subsidy had been sufficient to cover 
almost 60% of provincial expenditures: by 1890 the subsidy 
covered only about 35%. 
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that foreshadowed the significance of the ensuing boom for the 

Canadian economy as a whole. In its early phase, the boom 

was characterized by a steep rise in exports that produced, 

almost for the first time since Confederation a surplus of 

exports over imports, and therefore a favourable commodity 

trade balance. The rise in Canadian incomes consequent to the 

increased exports left some surplus available for investment 

(including debt redemption) and for purchasing more imports. 

Despite the reduction in import duties in 1897, a reduction 
(7)  

which Fielding calculated at 10*%, imports did not exceed 

exports by sizeable amounts until 1903 when ftreign lending to 

Canada (i.e. to firms and governments other than the Dominion) 

became significant. In the earliest phase of the boom, (i.e. 

1896-1902), the rise in Canadian exports did allow Canadians to 

put.chase more imports, and since Dominion revenues depended 

largely on customs duties, the rising imports produced rising 

federal revenues. After 1903, when imports began rising faster 

than exports as a result of the growth of foreign lending to 

Canada, Dominion customs duties rose sufficiently to yield 

substantial budgetary surpluses. This connection between the 

level of Dominion revenues and the level of imports, and the 

dependence of these imports on the volume of Canada's borrowing, 

express the fiscal characteristics of the boom period. Ultimately 

the buoyancy of Dominion revenues depended largely on the 

foreign borrowing of Canadian governments and industries, and 

as the borrowing increased, Dominion revenues became sufficiently 

buoyant to yield surpluses, and to permit new Dominion expendi-

tures (e.g. increase of subsidies to provinces, new capital 

works, etc.). This sensitivity of Dominion revenues to changes 

in the value of imports was both the strength and the weakness 

of the Dominion financial system. So long as the boom advanced 

steadily to its peak in 1912-13, Dominion revenues became 

(7) Budget Speech 1900, p. 18. 
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increasingly buoyant. But, when imports slackened, as happened 

whenever there was financial stringency abroad (1904, 1907, 

and 1912-3), Dominion revenues fell proportionately, and the 

weakness of the Dominion financial system revealed itself just 

when people thought strength was most required. 

The following chart shows the connection between 

customs duties and imports in the 1900-13 period, and since 

customs duties were about two-thirds of total Dominion revenues 

at this time, the sensitivity of Dominion revenues to changes 

in imports is obvious. 

CHART I. 

I Percentage change in annual imports. 
II Percentage change in annual customs duties. 
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This chart illustrates the fact that any circumstance 

that changed the volume and value of imports would change 

proportionately the main source of revenue of the Dominion 

government. But this fact was not particularly troublesome 

in the pre-war boom, and even when the financial stringency of 

1907-8 reduced the amounts that Canada could borrow, lowered 

Canadian imports, and therefore led to a fall in Dominion 

revenues, no particular reference was made in the budget speeoh 

to the narrowness of the tax base, or to the closeness of 

connection between the level of Dominion revenue and the level 

of imports. The outstanding feature of the period as a whole 

seemed to be the buoyancy of revenues, and a temporary decline 

invited no special comment in 1908. 

But this buoyancy of revenue was due to two happy 

circumstances: the fact that foreign lending kept increasing 

with some progressiveness through the period as a whole, and 

particularly after 1908, and secondly the fact that although 

the funds were lent mainly by the United Kingdom, the import 

goods were purchased mainly frorA the United States and thus 

paid the maximum tariff rates But even if foreign capital had 

still been available, these happy circumstances were being 

removed by the very nature of, the Canadian boom, which was 

increasing Canada's equipment and productive capa-ity,making 

more and more Canadian goods available to Canadian buyers, and 

reducing the necessity of importing certain goods. As the 

process of investment in Canadian primary and secondary indus-

tries continued, there was less need to import original capital 

equipment and primary consumption goods for settlement and 

settlers, and this was likely in time to affect Dominion customs 

revenues. But before this Affect emerged, the world financial 

stringency of 1913 caused 4 sudden drop in international lending, 

leading to financial stringency for Canada and to a fall in 
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imports, and these in turn furthered the collapse of the land 

booms in Canada, reduced inflated capital values, and further 

reduced Canada's effective demand for imports. The customs 

revenues immediately reflected the changed circumstances, and 

the Dominion revenue system indicated the narrowness of its 

basis. By depending so much on customs duties, and therefore 

on imports, the revenues were open to wide shifts with every 

change in the amount that Canada spent on imports. The weakness 

was revealed therefore befDre the outbreak of the War, and it 

was clear that a more satisfactory revenue system would be one 

that would capture income, as in the income tax, or one that 

got revenues from what Canadians spent on all goods, as in the 

sales tax, and more excise taxes. The costs of the War made a 

broader revenue basis increasingly necessary, and also provided 

the opportunity for making the change. 

The buoyancy of the Dominion revenues in the boom 

period, and the size of the surpluses to which these gave rise, 

were important factors in determining the Dominion's willingness 

to undertake additional expenditures. Accordingly, an attempt 

has been made here to measure the connection between foreign 

borrowing, customs revenues, and federal budgetary surpluses in 

the pre-war period. The excess of commodity imports over 

exports began rising sharply after ,1903 and reached its peak 

in 1912. This excess may be taken as a rough indicator of the 

imports that were paid for by borrowed funds. If to this excess, 

the average tariff rate of the time be applied, the result may 

be taken as a rough measure of the amount of Dominion revenues 

that were secured from imports paid for by borrowed funds. The 

amount so calculated is shown in the chart below. It is 

interesting to compare this amount with the annual federal 

budgetary surplus, from 1900 to 1913. 
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CHART II 

I Amount of Dominion surplus on ordinary account. 
II Calculated amount of customs revenue due to imports bought 

by government and industrial borrowing abroad. 

There seems to be a fairly close relationship between 

the absolute amount of surplus-and the amount of revenue that 

came from imports that were bought with borrowed funds. The 

absolute connection between the annual changes in "borrowed" 

imports and in the Dominion surpluses, is close. In turn, the 

extension of Dominion surpluses, especially after 1906, was not 

unconnected with the expansion of Dominion undertakings at 

this time. The extension of settlement that was then occurring 

required additional railways, canala, and post offices anyway. 

But the size of the surpluses after 1906 was also important in 

determining the ability and the willingness of the DoW„nion to 
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undertake new works. The possibility of meeting new capital 

works out of surpluses, without appreciably adding to debt, 

must have affected the Dominion's willingness to extend its 

public works and its railway programme. Out of the imports 

that were being "borrowed" by other Canadian governments and by 

industries, the Dominion was able therefore to secure additional 

revenues, and to add to the national capital. But in so far as 

certain new Dominion undertakings, particularly the National 

Transcontinental Railway, cost far more than expected, the 

Dominion itself had to borrow to make up the balance. And when 

international lending declined in 1907-8 and after 1913, and 

caused a sudden,reduction in imports, and therefore in Dominion 

revenues, the Dominion debt was increased pro tanto, in order 

to continue and complete the works in progress. The federal 

capital expenses that had been largely met from customs revenues 

that were buoyed up by the "borrowed" imports of other 

governments and of industrial borrowers, were transferred in 

depression entirely to the Dominion, and were met directly by 

Dominion borrowing. 

The peculiar character of the Dominion government's 

fiscal and financial position in this pre-war period is 

emphasized by contrast with the provincial position. In the 

early stage of the boom (1896-1902) provincial revenues rose 

slowly. Although the Dominion had cheoked its debt growth 

after 1884 in order to maintain Canada's credit, and although 

the grant of imperial tariff preferenCes in 1897 and Canada's 

ready assistance in the Boer War had all improved Canada's 

credit and secured the placing of Canadian government securities 

on the Trustee List (1900), foreign lending to Canada was still 

modest at the turn of the century, and the Canadian economic 

indices like construction,. bank advandes, and immigration, did 

not show any marked advfnce until after 1902. The failure of 

provincial revenues to respond to the initial business upswing 



-43- 

and the growing improvement of the Dominion financial position, 

were among the topics of the Interprovincial Conference of 

1902, which repeated the request of the 1887 Conference for a 

readjustment of the Dominion subsidy on the basis of population. 

This request was not granted until the boom had progressed 

further,until Dominion revenues had become more buoyant, and 

the constitution of the new western provinces had been settled. 

By that time, provincial revenues as a whole were beginning 

to reflect the internal expansion of the Canadian economy. 

These revenues, apart from the subsidy, came from the domain, 

from licences and fees, and from corporation taxes and 

succession duties. The level of provincial revenues, unlike 

those of the Dominion, was less directly connected with 

imports, and more directly dependent on the exploitation of 

resources and on the growth of home industries. The 

exploitation of resources (timber, minerals, etc.), whether 

for use in Canada or for export, raised the domain revenues, 

the royalties, and the licence revenues of the provinces. The 

expansion of the economy, the growth of railways and other 

institutions, and the rise in the levels of corporate and 

private incomes, increased both the corporation taxes and the 

succession duties. As compared with the Dominion government 

which found its main source of revenue in customs duties, 

on what Canadians bought from abroad, - the provinces found 

their source of revenue in the volume of business in Canada, 

and in the income that was derived from the exports of 

resources and commodities. Of course the provincial revenue 

systems did not at that time use taxes that would make the 

revenues vary in direct propc,rtion to Canadian internal 

economic expansion and to Canadian exports. Nevertheless the 

following chart shows a close correspondence between changes 

in total revenues raised by the provinces, and changes in a 
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(8) 

measure that may be taken roughly to represent the growth of 

Canadian business and of exports. The changes in revenues lag 

one year behind the changes in the business condition. 

I Percentage change in 
II Percentage change in 
Investment years. 
1900 1  2 3. 4 

25 	  

CHART III  
annual home investment plus exports; 
annual revenues raised by provinces. 
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(8) This measure, called "home investment and exports" was 
constructed by A. Cairncress "Die Kapitaleinfuhr in Kanada". 
Welt. Archly. Nov. 1937, p. 609. While this measure of the 
level Qf CaAadian income is subjeet to qualifications, its 
rate of change may reflect approximately the rate of change in 
economic conditions during the period. 
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Dominion revenues, being dependent on imports, were 

sensitive to the Canadian spending on foreign goods, and their 

high level at this time was dependent on the fact that much of 

the spending was dune on foreign loaned funds. Provincial 

revenues on the other hand, were more closely connected with 

the income that was being derived within Canada, from its 

home industries end from its export trade. Since provincial 

revenue systems were not directly based on income taxes at 

this time. it is not surprising that the relation between 

provincial revenues and "home investment and exports" (Chart 3) 

is not more close. Of course, while the provinces as a whole 

tended to have a broader revenue basis than the Dominion at 

this time, the financial position of each individual province 

was dependent very much on its own particular economic position, 

on its natural resources and en its own fiscal policy, (in 

particular the form of its tax system). 

While the characteristic of the pre-war revenue 

system was the Dominion's dependence on customs duties, the 

characteristic of Dominion (and provincial) expenditure was the 

volume of government investment. This was mainly in the 

provision of national equipment, principally railways, but 

also in public buildings and institutions, roads, harbours, 

and in some provinces power, telephones and other utilities. 

The nature of the economic expansion, and the nature of the 

system of federation combined to give the total government 

investment of the period certain characteristics. Each 

government, Dominion, provincial, and municipal, within its nwn 

sphere, had to reach a decision about the prospects of settlement 

within its boundaries and about the capital equipment necessary 

to round out that settlement, and as the boom progressed they 

became less able to take a "commercial view" of the probable 

returns from such investment. From the beginning of the boom, 

the governments' decisions to invest were not always made in 
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the same way as commercial decisions. The need was to open 

new areas and tc expand the economy, and decisions were 

ostensibly based on expectations of future "profits" or 

commercial possibilities. The factor that tended to make the 

probability of error great was the presumption that the 

unopened areas contained large resources, able to maintain 

very large populations, if only the equipment of communication 

and settlement were provided. And the nature of the economic 

expansion that was taking place did much to enlarge these 

long-term expectations about Canada's future. In the early 

stages of the boom, if over-investment or improperly directed 

investment did occur, the rapidity of the expansion of the 

whole economy soon seemed to justify the investment, and 

created the view that the previous decisions had been made 

on a sound basis. Since the boom was a long one, and a great 

one as booms go, more venturesome and bolder investment 

decisions were taken, and often seemed justified, until in the 

last phase (1909-12), the nature of the governments' investments 

was such that the probability of error in the decisions was 

large. And this was perhaps equally true of private investment 

at this phase of the boom. 

In the pre-war period therefore, there were several 

strong forces tending to expand the scale of government 

investment and services as a whole. 

Optimism about the resources of the country, which 

increased in the later stage of the boom (1908-12), led 

to the desire for a rapid provision of communication and 

settlement (e.g. railways, telephones, agricultural aids, 

roads, harbours, schools, hospitals and aids to immigration).  

Some of these responsibilities rested on the Dominion 

government and some cn the other governments. 

The fact that private enterprise could not provide 

the means to this expansion rapidly, and sometimes n't at 
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all, justified government action on a large scale, on the 

ground of social necessity. 

The fact that the governments were independent, with 

real differences of interest, induced them to pursue the 

expenditure policies that seemed best fitted to meet their 

own requirements. T he net result might, or might not, 

yield a co-ordinated public policy. The investments of 

one government (e.g. in a railway) might render uneconomic 

the investments of another government (e.g. in another 

railway, or competitive highway). 

The nature of the government investments als created 

special conditions affecting the scale of investment. 

The cost of necessary equipment (railways particularly, 

but also roads, harbours, institutions, etc.) was very 

large. In such instances, the choice was between the 

making of a big investment in the particular work, or 

the making of practically none at all. The nature of the 

works made a middle way difficult. And since the 

economic expansion of the country was rapid, there was a 

good chance that the new lump of investment would be 

worth while. And since the alternative - the leaving of 

the work undone - was politically difficult, such jobs 

were more often done than left undone. 

Then when underlying conditions changed and depression 

set in after 1913, there was little choice but to complete 

works in progress. The governments did not have a clean slate 

to work on. They had to take into account the costs to which 

they were already committed and the communities established 

in areas served by the projects half-completed. These con-

siderations dominated the establishment of the national railways 

during the War, and also affected certEin purely provincial 

undertakings. 
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By 1913 the Canadian economy had greatly increased 

its capacity for export: indeed in certain directions the 

capacity had probably increased faster than the exports 

themselves. From 1896 onwards, the external debt payments 

made by governments and private enterprise had increased more 

rapidly than exports, as a result of the scale of borrowing. 

Government finance had contributed to this expansion in the 

manner described above. Buoyant revenues whenever they arose, 

as they did for the Dominion government after 1906, had not 

been used to wipe off developmental (or unproductive) debts, 

but had been "ploughed back" into the Canadian economy, as when 

the Dominion surpluses were used for new railway construction. 

By 1913 the Dominion government's balance sheet indicated the 

extent to which the government had been concerned with 

developmental expenditures. The outstanding debt was then 

over $520 million as against 285 million for the provinces as 

a whole. The significant Dominion expenditure up to 1913 had 

been on railways, the amounts being as follows: 

Railways 

($000) 

Canadian National and Canadian 
Government Railways 496,266 

Hudson Bay Railway 6,087 

Canadian Pacific Railway Subsidies 48,496 

Canadian Pacific Railway Advances 39,749 

Other Railways 7,639 

Total 598,237 

Of which written off to 
Consolidated Fund 91,538 
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The second item in 1913, much less important, was 

for public works. 

Public Works 

WOO) 

Canals 105,009 

Harbour Improvements 21,600 

River Improvements 19,836 

Docks and Terminals 2,725 

Public Buildings 13,278 

Miscellaneous 2,487 

Total 164,935 

The third and remaining item of any size was the 

expenditure on Harbour Commissions, which in 1913 totalled 

00 million. 

Other items, like loans (good or bad), were negligible. 

It is true therefore that at this time the Dominion balance 

sheet indicated that the major capital expenditures had been 

almost entirely directed at development, especially extensive 

development through provision of communications, and that a 

comparatively large amount of these expenditures had been 

written off to the consolidated fund. The annual net debt 

charges were not large, amounting to over 9% of total expenditures. 

In the ordinary budget moreover, about 29% of the current 

expenditures went to transport and steamship subsidies; 

administration of justice, legislation and general government 

took 21%, defence 10%, post office 10%, provincial subsidies 9%, 

and the remaining 12% went to domain, agriculture, public 

welfare and miscellaneous. 

Since a comparatively large part of Canada's equipment, 

especially in communications, had been provided or guaranteed 

by governments, and since a considerable part of the equipment 

was only in process of construction in 1913, the breaking of 
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the boom was bound to involve the implementing of government 

guarantees, and to impose on governments the costs of 

maintenance of the new undertakings, which cost might prove 

large if the previous expectations as to Canada's needs had 

been over-optimistic. In short, gross expenditures were liable 

to increase, especially Dominion ones, But the Dominion 

revenue system still had a narrow base. Customs duties yielded 

71% of the total revenue, but their yield was liable to 

considerable reduction with the decline in borrowing and in 

imports. Excise duties yielded 14% of the total revenues but 

they were not elastic. The need for increasing revenue 

possibilities, for enlarging the revenue from Canadian incomes 

or from the spending of these incomes in Canada, was revealing 

itself as the government expenditure requirements increased, 

and as the capital import boom that had buoyed up customs 

duties broke down, 

3. War Finance 

The war period in every country was abnormal, from 

the economic point of view, and the accompanying change in 

social outlook was great, so that the ability and the 

willingness of private enterprise to bear new burdens of taxes, 

and of households to make great savings for war purposes, 

permitted a scale of government taxing and borrowing almost 

impossible in a peacetime economy, even in conditions of boom. 

In Canada, as in the other belligerent countries, the government 

was slow to raise the tax levels after the of 	of the War. 

This was partly because Canadian opinion did not yet feel 

that the War would be of long duration, and partly because 

Canada entered the War in a period of depression that made new 

tax efforts difficult. For these reasons alone, a significant 

change in the Dominion revenue system was difficult to achieve 

at the beginning of the War. Furthermore, any attempt of the 
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Dominion to pluck more revenues almost certainly involved some 

poaching on the revenue sources that had been the provinces' 

preserves. And any such attempt seemed likely to involve new 

tax instruments that would prove costly in a short war. 

Accordingly in early 1915, the most obvious meth,Jd of increasing 

Dominion revenues was to raise customs duties (72%), and to 

borrow from the United Kingdom for essential war purposes and 

for the completion of the Canadian railways. 

As the War advanced, however, all the factors that 

affected taxation and borrowing in Canada altered their 

bearing. As Canadian war expenditure increased and as war 

debts mounted, it seemed likely that the Dominion would require 

larger revenues in the future, so that the establishment of 

new tax machinery would fill a permanent rather than a temporary 

need. Again, as the War continued, the trade depression gave 

way to recovery which increased national income and therefore 

the amounts available for taxation or government borrowing, 

The War served to increase the demand for Canadian exports, 

mainly of food and munitions, and by the autumn of 1915 orders 

for munitions reached $600 million, almost half the pre-war 

capacity of all Canadian manufactures. This, combined with a 

good wheat crop, brought a substantial measure of recovery. 

As the economy as a whole was moving on to a war basis, and as 

the War itself quickened, psychological change was increasing 

the citizens' willingness to make sacrifices. These conditions 

made the prospects of a Canadian war loan brighter as the 

year advanced and the first loan was floated with success in 

November, 1915. 

The success of this loan was important psychologically 

in England as well as in Canada. 	It was floated in the period 

of recovery after the 1913 depression, and the Canadian national 

income was still low as compared with the levels to be reached 

at the peak of the war boom (1917) and in the post-war boom 
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(1919). But in November 1915 income was rising with the 

favourable export position; prices wore rising more rapidly 

than costs; the Canadian government met the overseas costs of 

the War by borrowing in London, and American lending was 

beginning; all these conditions increased investment in Canada, 

while the enthusiasm for sacrifices and thrift allowed a higher 

proportion of the income to be saved and devoted to war loans. 

These factors were all present to make this first Canadian 

loan a success. As the time passed, British lending ceased, 

and when the United States entered the War borrowing from that 

source also ceased. But by that time, the rise in Canadian 

incomes was great enough to allow still larger government-loans, 

and in 1917 and in 1918 the favourable merchandise balance 

was sufficiently- great to allow Canada-even-to-export small 

amounts of capital. 

The first loan (1915) paved the way for the great 

Victory Loans that were to follow during the critical years of 

the War. They educated the Canadian public to the use of 

investment securities, extended the machinery for investment 

within Canada, and indicated the possibilities of Canada's 

reliance on her own resources for borrowing. Indeed so rapid 

was the change from Canada's pre-war borrowing position, and 

so surprising was the realization that Canada possessed 

appreciable investible funds of her own, that the emphasis on 

a loan rather than a tax method of war finance may have been 

pushed too far. The government's early financial policy was 

mainly to promote and foster national savings in the war boom. 

Resort to increased taxation was not really made until the 

public indicated its desire for heavier taxation during the 

year 1917. It is true that a Business Profits War Tax had 

been imposed in 1916, but it covered only large firms and 

absorbed one-fourth of all profits in excess of 7%. In 1917, 

however, the government gave expression to the public sentiment 

for increased taxation by making the profits tax more drastic, 

and by imposing the Income War Tax Act. Had the early war lean 
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been less successful, the government might have found it 

necessary to be a little ahead of public sentiment in the 

matter of increasing taxation. The rise in national income 

from 1915 onwards had increased the taxable capacity of the 

country as well as its ability to save. 

By the spring of 1917 the growth of expenditure 

needs also helped to induce a change in Dominion financial 

policy. The prospects of Amepica's entry into the War 

indicated the probable closing of the remaining source of 

Canada's external borrowing. The Canadian railway problem was 

beginning to emerge, because, although traffic was still 

increasing, railway costs were rising, and the Dominion was 

faced with the responsibility of taking over half of Canada's 

railway equipment. In the March budget, it appeared that war 

costs then amounted to more than $533 million, while the public 

debt increase in the same war period was $543 million. The 

Dominion was entering the fourth year of the War with few of 

the war costs yet met by taxation. Accordingly, the Business 

Profits War Tax was steepened, but the Finance Minister 

indicated that the institution of the income tax seemed 

inadvisable. But within three months' time, the crisis that 

was developing in British finance indicated that the Dominion 

would have to extend all its financial operations, both in 

taxation and in Canadian loans, and accordingly the Finance 

Minister stated that the time had arrived when "we must resort 

to this measure". By thus introducing the income tax, a 

significant step was taken towards the broadening of the 

Dominion's tax base, and the government was preparing to take 

fuller advantage of the public's willingness to make sacrifices. 

With respect to borrowing, methods were also improved: treasury 

bill financing increased, and a thrift campaign was pushed to 

try to ensure that the first Victory Loan (November, 1917) 

would have a more popular appeal than the previous loans. The 

introduction of the $50 bonds, and more instalment payments 

were also designed to have this effect. Both in size and in 
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distribution this lo-an was a success, almost one person in ten 

in the population subscribing. The bulk of the loan, as of 

previous ones, was taken up by large interests., particularly 

insurance companies and industrial companies. 

In this critical year also, the Dominion increased 

its note-issue by $50 million, reducing the gold backing of 

the issue from 62% in January tc 42% by December. This 

currency dilution was justified later by Sir Thomas White on 

the grounds of financial necessity, and also on the ground that 

the steep rise in the price-level could absorb this increase 

in currency. 

The subsequent financial history of the war period 

involved a furtherance of the new tax and loan policies 

instituted in 1917. On the taxation side, the Business Profits 

War Tax had its rates increased by the lowering of exemption 

levels in 1918, and by alteration of rates in 1920. In 1921 

it was removed. In 1918 the income tax was altered by 

reduction in exemptions, and by increases in rates in the 

higher income brackets. The income tax was amended considerably 

in 1919 by steeper rates, and in 1920 a surtax was added on 

incomes ever $5,000. In that year also the sales tax was 

introduced at 1%9  On the borrowing side, the second Victory 

Loan was launched in 1918, and the volume of small bonds 

($50 and $100) was comparable to that in the first Victory 

Loan, but since the second loan was larger than the first, the 

proportion of small bonds declined. The third and last-

Victory Loan was floated in 1919, and the amount subscribed 
(9) 

was somewhat similar to that in the previous year. By then, 

the proportion of small subscriptions had fallen still further. 

(9) The amounts subscribed in the three Victory Loans were 
$546 million in 1917, $681 million in 1918, and $620 million 
in 1919. 
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The third Victory Loan is distinguishable from the 

two earlier ones mainly by the fact that it was made subject 

to income tax, whereas the earlier ones had possessed tax-free 

privileges. These privileges had been given on the grounds of 

expediency - it was a case of no tax on the bonds or else a 
(10) 

higher interest rate, according to Sir Thomas White. 	On the 

other hand, since the war boom had created many large private 

incomes, and since the recently instituted income tax was 

graduated so as to tap these incomes, there was a distinct 

possibility that owners of such incomes would turn their wealth 

into these securities to escape the tax. And the possibility 

of such legitimate tax evasion would remain, in greater or 

less degree, according to the relative level of the income 

tax and the rate of progression, until the last of the tax-free 

issues were recalled. In the second place, the issue of tax-

exempt government securities made "government" investment 

especially attractive to those investors who could best afford 

to invest in equities. Those persons whose wealth is sufficiently 

great to allow them to diversify their equity holdings and 

thereby spread risks, could not afford to invest in equities 

so long as tax-exempt bonds could be bought. 

The War, by improving Canada's export trade, had 

greatly added to the national income. Had Canada been neutral, 

and had the increased income been used, not to purchase more 

imports, but to repay the debt incurred in the pre-war boom, 

there would have resulted a considerable improvement in Canada's 

external debt. position. But the war boom did not permit a debt 

reduction; its stimulus went to war consumption purposes almAst 

entirely. Accordingly, at the end of the War, the Canadian 

economy was faced with the need for repaying most of its 

pre-war (especially railway) debts abroad, and with the need for 

making money transfers within Canada from producers to those 

(10) Monetary Times, August 31, 1918. 



-56- 

who held claims on the state for their war sacrifices: in 

addition, since certain Canadian outputs had been enlarged to 

meet exceptional war demands, scae agricultural and industrial 

readjustment would be necessary. Agricultural and industrial 

equipment, much of which had been enlarged to meet a temporary 

war demand, carried a particularly high rate of depreciation. 

(The period of readjustment in agriculture was likely to be 

longer than in manufactures. The demand for many manufactured 

goods would cease with the close of hostilAties but it was 

likely to take some years before Europe restored her agricultural 

acreage to pre-war levels, and until that occurred, the European 

demand for the agric-Iltural products of other continents was 

likely to be temporarily high) 

The significant change in the Dominion financial 

position as a result of the War, is to be found in the new 

level of debt charges. Net  debt charges by 1921 exceeded the 

total expenditures of 1913: pensions alone amounted to about 

40% of the 1913 expenditure level. The outstanding changes 

in the balance sheet were as follows: 

1913 
(.707) 

War - 1,684,513 

Government shipbuilding - 57,288 

Soldiers' Land Settlement - 78,293 

Loans to foreign governments 
(part-interest bearing) 7,578 

Canadian National and Canadian 
government railways 496,266 1,830,012 

Hudson Bay Railway 6,087 20,624 

Public Works 164,935 258,363 

Total outstanding debt 520,837 3,520,039 

1921 
000) 
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The changed debt situation (exactly $3 billion increase 

between 1913 and 1921) was attributable mainly tc the War, but 

the railway problem now reflected itself in the Dominion 

balance-sheet, the Dominion having been compelled during the 

War to take over and operate the two bankrupt systems. The 

above changes in the balance sheet illustrate, therefore, not 

only the effect of the War itself, but also the effects of 

pre-war railway policy and war-time fiscal policy. As we have 

seen, it was not until 1920 that the Dominion tax base was 

fully broadened, and by that time economic conditions were not 

such as to permit large tax yields. As a result, war financing 

had been very much a matter of government borrowing, mere so 

than if it had been possible to take full advantage of people's 

willingness to bear sacrifices. In wars, governments tend to 

ask of some citizens full sacrifice of their physical strength, 

but of others they ask only small sacrifices of financial 

strength, and this fact is not unconnected with post-war demands 

for pensions, social services, etc., on the part of those who 

have risked more than wealth. As a result of delay in requiring 

financial sacrifices during wars, governments in post-war 

periods are heavily indebted to bondholders, and find it difficult 

to justify moderation in grants of social and other services. 

These conditions were not peculiar to Canada. But they were 

added to other peculiar Canadian conditions that created 

budgetary as well as economic difficulty. The war boom had 

done little to reduce pre-war indebtedness, and in part this 

showed itself in the railway indebtedness in the Dominion 

balance sheet. But the budgetary difficulty was unlikely to be 

only a matter of the new Dominion debt structure. The necessity 

of economic readjustment within Canada was likely to add to the 

budgetary problem. In Canada, as in other countries, it was 

post-war, rather than war finance, that was troublesome, and 

this difficulty only emerged when the period of borrowing or 
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inflation ended. The subsequent deflation which appreciated 

the holdings of the new mass of rentiers, at the same time 

increased the frictions that were present as the economy tried 

to adjust itself from war to normal requirements. The more 

difficult this readjustment, the greater was the budgetary 

problem, for not only was taxable capacity lowered by declines 

in employment, but new expenditures emerged in increased 

railway deficits and relief. Some of these costs of industrial 

readjustment were likely to lead to demands for new services 

for which provincial governments were responsible, and if their 

revenue possibilities were limited, they also might seek 

federal aid. On several sides, therefore, the Dominion 

financial position was likely to be rendered_difficult at the 

end of the War. Moreover, its expenditure needs were likely 

to grow and its revenue possibilities to decline as deflation 

proceeded and the Canadian dollar appreciated in terms of the 

pound sterling. The broadening of the base of the Dominion 

revenue system towards the end of the War was not likely to 

prove only a temporary necessity. 

4. Post-War Dominion Finance 

As already indicated, the post-war financial position, 

was dictated largely by the pre-war one (debt position of the 

economy as a whole and over-expansion of railways) and by the 

war finance (its extent, and the emphasis on loans as against 

taxation). But the post-war period was characterized by more 

than a mere enlargement of the scope of government finance. It 

was characterized by significant changes in overseas countries 

as buyers of, and.competitors-with, Canadian goods, and by 

changes in the framework within which the Canadian system of 

private enterprise operated. 

The extent to which government finance had increased 

its importance in the economy is evident by the fact that by 

1921 20% of the national income was taken in taxation for 
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government services (i.e. all Canadian governments), and well 

over 5% of the national income went to debt transfers, somewhat 

over half of this amount being for external debt. 

The extent to which other countries had been affected 

by the War did not reveal itself immediately. The decline in 

England's financial position, in her ability to import goods 

and export capital, and the strengthening of the United States 

position in the same respects, was evident fairly soon after 

the War. But the full extent of *:.-ale financial weakness in 

Europe, the growth of industry in non-European countries 

(including the U. S. A.), the desire of these latter to protect 

their new industries, and the eventual counterpart of this in 

the growth of European protectionism, especially in the rush 

for cover from the 1931 depression, were all factors affecting 

Canada's export position, although their full significance was 

not revealed until the second Great Depression (i.e. after 1930). 

The change in the framework within which the Canadian 

system of private enterprise operated may be indicated by 

considering the framework as of three parts. 

The psychological factors that determine the house-
hold demand for goods, the prevailing ideas about 
the functions of the state, international economic 
relations, etc. 

The technical factors that determine the productive 
methods available, and applicable to the country's 
resources. 

The institutional factors, including the nature of 
the state, the nature of the principle of private 
property, the monetary and banking mechanism used. 

Each of these factors was modified to some extent by 

the War, its costs and its effects. There was a change in the 

social organization, and that change affected the operation of 

the economic system, which in turn affected the expenditures 

of all governments as well as their tax possibilities. But 

while most countries experienced similar changes, the effect 

in Canada was heightened by a special circumstance. In Canada 



-60- 

after the War, the slowing down of the rate of economic progress 

was an important contributor to the change in social philosophy 

that was taking place. The War had increased the number of 

private Canadian fortunes, and the decline in the rate of economic 

progress had aided the process of social stratification. The 

rate of economic progress was no longer the solvent to most 

social problems. Indeed the pre-war rate seemed to have added 

to social and economic problems, partly by its provision of a 

volume of equipment sufficient for a very large population, 

and partly by the addition of the young immigrant "block" to the 

population. The consequent distortion of the Canadian age 

structure led to different sets of social problems at different 

times. As the children of the immigrant "block" came to school 

age, the educational equipment (particularly in certain 

provinces) had to take care of this peak, and there were unused 

educational facilities in certain regions as the children moved 

into occupations. Then occurred a period when employment 

opportunities for young people were insufficient to meet the 

demand. The 1931 census indicated the emergence of this problem, 
(11) 

and the form it was taking. 	In the future, the age-distribution 

of Canada's population will result in an old age "block", with 

effects on the volume of old age pensions. 

But the effects of the post-war change in the rate of 

economic progress became apparent only slowly before the depression. 

The war boom had concealed the fact that other countries were 

likely to increase their output of competitive goods (particularly 

wheat), and that Canada's conjectural resources, rather than 

those that were known and exploited, had been important in 

creating optimism with respeot to her economic future. Nevertheless 

the gradual emergence of certain social problems in the post-war 

period indicated a change in Canada's rate of economic progress. 

(11) Census 1931, Vol. 1, p. 278 for age-distributions in 
occupations; p. 201 for age-distributions in provinces. 
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This change combined with the effects of the War to alter the 

psychological, technical and institutional factors in Canada's 

economy. 

On the psychological side, the War quickened the 

growth of the social conscience, reflected in the enlargement 

of the social and welfare services of the state. New services 

came into existence and older ones were enlarged. In Canada, 

these lay mainly on the provincial (and municipal) governments, 

and affected their debt and tax levels during and after the War. 

As already mentioned, there is some indication that the 

enlargement of social services is connected also with the 

increasing stratification of society: that because of the 

nature of the distribution of wealth, citizens near the margin 

of subsistence have come to be considered deserving of special 

state aid, or services free or at less than cost. Anyway, in 

the post-war period, Canadian governments devoted increased 

expenditures to the main risks to which labour is prone - risk 

of destitution through unemployment, sickness or old age - as 

well as to the provision of certain other services et less than 

cost. In the depression, the provision of these services and 

Of relief became a national problem, and had to be met from 

Dominion as well as provincial and municipal revenue sources. 

But apart from depressions and the deficit financing associated 

with such periods, the tendency towards expansion of social 

services raises at least two important problems in financing. 

(1) If social services are financed by taxes that increase the 

costs of producers, this increase, even if slight, may affect 

the volume of output, or even the competitive position of 

producers, especially in international competition with countries 

that do not have such services or that for other reasons are in 

a stronger position than Canada. If taxes for social services 

do produce this result, there is danger of a vicious circle 

being created - new services adding to taxation, which may 
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curtail output and employment, and require further extension 

of services. (2) If the social services lie mainly on local 

governments (provincial and municipal), then the less prosperous 

the region, the more are local industries affected by the 

additional taxation. Only a few areas have sufficient control 

over prices of their goods to enable them to pass taxation on 

to consumers in other areas. The less fortunate economic regions 

are seldom in this position, and social services, growing with 

their economic misfortunes, may add a cumulative handicap to 

their local industries. 	Thus if economic retardation is very 

marked in some regions of a country, it may happen that the 

areas most needing social services are those least able to 

provide them. 

On the technical side, the War altered the framework 

of the Canadian economy, mainly by the enlargement of output 

for war demands - wheat, munitions, certain manufactures, lumber, 

etc. In addition, the War served to prep certain industries 

that had expanded to meet the pre-war boom, 4ndustries that 

were threatened with cnllapse•when.that boom ended. Their 

crllapse was postponed until the post-war depression (1921). 

In all these cases, readjustment was necessary, and_Domlnion and 

provincial financial aid to the localities and individuals 

affected was somewhat analogous to war pensions. But in some 

industries, particularly wheat growing, readjutmenI took_tim-a. 

European wheat acreage did tot recover its pre-war level tit. 

1926, and even then the accident of poor Euxeark yields and 

the stimulation of consumptipn, by the world. boom through 1927 

and 1928 hid the necessity of" full Canadian readjustment of 

acreage till after 1929. 

On the institutional side the War had striking effects 

on the state, the banking system and private property. It pro-

duced greater intervention by the state in the economic system, 

more centralized banking management, and a modification of the 

individual's right to full use of the fruits of his labour and 
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wealth. (In general, the larger the income the greater the 

modification.) 

Changes in the Canadian monetary system (i.e. re-

laxation of currenv and banking restrictions) began on the 

first day of the War. Although the banking system restrained 

itself in investing in government securities, the emergence of a 

domestic bond market, the institution of the Finance Act, and 

the growing mass of governmental obligations all affected the 

structure and the operation of the monetary system. In the 

post-war period in Canada, as in the other belligerent countries, 

there remained a mass of governmental financial obligations that 

represented, not internal or external trade indebtedness, but 

largely the claims of those who had lent their labour or capital 

for war purposes, claims for an annual share- of the current 

returns from industry and trade. Finance was no longer the 

handmaiden of industry alone. It had to serve both government 

commitments and industrial needs. And there are signs in Canada, 

as elsewhere, that there has been a decline in the demand for 

that type of service which banks formerly delighted in - the 

provisin of working capital by short-term loans. Hence banks 

as a whole have been free to take up.more of the government debt 
(12) 

than they might have otherwise, while the .general public and 

industrial companies, the latter having grown in average size, 

have provided more of the working capital of industry and 

commerce. As a result of the new levels of government activity, 

particularly the new government function as an agent of transfer 

of funds to creditors (home and abroad), the post-war banking 

systems have had to give new attention to management of 

currency and to governmental requirements, and consequently new 

banking techniques have been evolved (open-market policy, short-

term balances and latterly exchange equalization). In most 

countries that lacked a central bank, the need for one was 

indicated at the Genoa Conference (1922). The creation of the 

(12) Since public opinion has apparently accepted the new level 
of government financing that has been done by banks in the past 
few years, it would be interesting tf-) know what further gpvern-
ment interventions would be sanctioned in the same why. 
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Canadian central bank, however, did not ocour until financial 

difficulties in the depression after 1929 further emphasized 

the importance of government finance and monetary policy in 

the Canadian economy. Since the creation of the central bank, 

the Canadian monetary mechanism has so changed that monetary 

policy has become a causal factor of new significance in 

future economic change. 

The fact that government debts, expenditure, and taxes 

took an increased share of the national income in the post-war 

period involved some change in social organization that is not 

without significance in the operation of private enterprise. 

Of the total tax system of the Canadian governments as a whole, 

only a part - although an increasing part - is proportioned to 

incomes and profits. But the total tax system, whether it lies 

on costs, or whether it is in-,part shifted to prices, tc lower 

wages, or even to reduced employment of labour, has in the last 

few years, become increasingly regarded by producers as a burden. 

The additional taxation that arose during the war period was 

regarded largely as an emergency measure, and in the good business 

years from 1925 to 1929 the reduction of Dominion and most 

provincial tax rates seemed to bear out the hope that the war 

taxation levels had been temporary. The increases in taxation 

in the depression years (1931-3) created further disturbance, 

but then again, this period was considered abnormal. But now, 

after several years of economic recovery, tax rates have 
(13) 

increased rather than diminished, and since a further 

depression might involve still higher rates, households and 

firms now generally realize that high taxes are likely to 

persist and perhaps even to become "normal". Accordingly, the 

question of the present and future influence of taxation on 

the incentives to investment is of more importance than at any 

(13) e.g. Dominion surtax and corporation taxes raised in 1935: 
corporation tax and sales tax further raised in 1936. 
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previous time. It is true, of course, that governments transfer 

large parts of the taxes levied to bond-holders, to those 

receiving services free or at less than cost, and to other 

government purposes, so that a large part of the state expendi-

ture again enters the income stream of private households and 

firms. (The question of how large a part of taxation re-enters 

the income stream, and particularly the incomes of those on 

whom the volume of investment depends, is of fundamental 

importance, and will be discussed later.) It is true also in a 

liberal-democratic state that governmental financial action as 

a whole must have some dependence on the desires of the people 

as a wholt. Nevertheless, the individual taxpayer (whether 

household or firm) regards state action, not as being determined 

by him, but as a determinant that, among others, affects the 

cost of the goods or services he buys, and also' the level of 

income remaining to him for consumption and saving. And these 

considerations increase in importance if the economy is in a 

condition of recession or depression. The modification of the 

principle of private property, towards the idea that the state 

can absorb an increasing share of the returns of labour and 

enterprise, can be accepted willingly by the taxpayer only when 

he agrees that the post-war social organization necessitates 

this sharing of current income with the state. Accordingly, 

the task of getting higher taxation out of a community, without 

causing repercussion on enterprise, is in part the task of 

managing human nature so that those on whom the dynamics of the 

economic system depend will continue to give their intelligence, 

determination, and skill to enterprise, even if they do have to 

share the rewards. 

Unfortunately wars, and now also major depressions, 

carry gJvernment expenditures and taxes to new levels comparatively 

quickly so that there is not always time for willing acceptance 

of the new government action by taxpayers. The immediate reaction 
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to a sudden raising of the level of state action, particularly 

in taxation, may induce firms to try to bolster existent 

economic positions by regulation of prices and quantities, or 

by attempts at such regulation. 

By 1921 the Dominion revenue system was broader and 

deeper than before the War, particularly 

following table indicates the 

in taxation. 	The 

change: 

1913 	 1921 
($000) (TOU) 

Customs duties 104,691 105,687 
Excise 21,452 36,755 
Sales Tax - 61,273 
Manufactures, stamps, etc. - 12,383 
Corporation Income - 38,864 

Other - 2,328 
Business Profits - 22,816  
Income Tax on persons - 39,821  
Miscellaneous 1,335 396 

Tax Revenue 127,478 320,323 

Total Revenue 148,101 359,386 

Both before and after the War, the tax revenues 

amounted to about 86% of total revenue. In the tax revenues, 

the change from the pre-war dependence on customs duties is 

marked. These duties varied little in amount as between the 

two depression years 1913 and 1921. There was a slight increase 

in the yield of excise duties, but the remainder of the tax 

system was due to the innovations during the War; in 1921, the 

new taxes yielded 55% of the tax revenues. 

On the expenditure side, 

indicated in the following table: 

the significant changes are 

1913 	 1921 
($000) ($000) 

Net Debt 12,213 152,488(a) 
Pensions 94 53,688 
Transport 37,851 42,772(a) 
Government 27,237 47,235 
Defence 13,812 17,381 
Subsidies 11,280 12,212 
Domain 7,707 11,914 
Post Office 12,822 30,447 
Welfare, Education and 

Agriculture 	 8,176 	 13,208  

Total Expenditure 	 131,192 	 381,345 

(a) Interest on Canadian National Railway issues, included in 
net debt charges, $36,337,000. 
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The growth in debt, pensions, and transport is signifi-

cant. The transport and net debt charge items include the 

railway deficit of *50 million in 1921, but this item was liable 

to decrease with economic recovery. Net  debt, pensions, and 

transport had formed 38% of 1913 expenditures, but 65% of 1921 

expenditures. Although all items of expenditure had grown, the 

old Dominion functions (government, defence, subsidies to 

provinces, and domain) had fallen in importance: in 1913 they 

combined to account for 46% of the expenditure, but by 1921 

they amounted to only 23%. 

As compared with provincial and municipal expenditures, 

the Dominion outlay had grown more rapidly after 1913, as a 

result of the War and the transport costs. But expenditures by 

other governments also grew appreciably between 1913 and 1921. 

While the Dominion outlay rose by 191%, the provincial rose by 

87%, and the municipal by 131%. As a result, by 1921, the total 

tax collections of all Canadian governments amounted to an 

appreciable part of the national income, calculated at 

approximately 20%. 

The actual distribution of this expenditure of government 

is difficult to summarize, but it may be roughly indicated. In 

the depression year 1921, the Dominion and provincial expenditures 

might be summarized as follows: 

(1) Payments to those Canadians to whom the governments were 
indebted (internal bondholders and pensioners). This 
item was probably the largest, of the transfers from 
taxpayers to other Canadians, and may have amounted to 
one-quarter of the total government expenditure. 

Expenditures on behalf of all citizens through certain 
services of government (governing, legislation, justice, 
post-office and defence). This took probably one-quarter 
of total expenditures. 

Expenditures directed mainly at the benefit of citizens 
in certain areas by means of public works and transport, -
about one-fifth of total expenditure. 

Expenditures for the benefit of future citizens, in 
education and natural resources management, - less than 
one-tenth of total expenditure. 

Payments to those getting social services, - less than 
5% of the total. 

(2) 
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(6) Payments to foreigners to whom Canada was indebted: 
the amount of debt being paid externally may have 
amounted to about 15% of the Dominion and provincial 
expenditures. This amount represented a real deduction 
from Canadian incomes, whereas the preceding items 
represented a transfer of national income within Canada. 

The above distribution characterized a depression year 

just at the end of the War. In the boom years, the transport 

payments would be smaller by reason of the smaller railway 

deficit. In depression years, as social philosophy moved on 

towards greater diffusion of welfare services, the significance 

of that item would also change. 

The new level of government expenditures as a whole 

was not likely to remain unchanged after 1921. Apart from the 

effects of depressions on expenditures and revenues, the trend 

of expenditure as a whole was likely to be upward. The change 

in the rate of economic progress, the necessity for taking 

greater care of both human and physical resources, the .need for 

capital works, in railroads, highways, utilities and other 

physical forms that might appear likely tostimulate regional 

enterprise, all indicated that expenditures would tend to rise 

for governments as a whole. Between 1921 and 1930 provincial 

expenditures on current account increased by 106%, and Dominion 

expenditures by 10%. In the Dominion, however, the trend had 

tended to be downward until 1926. In the provinces, which 

had incurred new debts for highways, utilities, and public works 

during the 20's, net debt charges rose; at the same time new 

public welfare services, and additional attention to provincial 

domains, tended to push up provincial expenditures with some degree 

of regularity after the War. The Dominion however managed to 

reduce its debt charges: the expenditures on railway deficits fell 

rapidly, especially in the 1925-8 boom years: pensions declined 

to 1926, and the general financial position permitted some steady 

decline in Dominion taxation after 1924, beginning with a 
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reduction in the sales tax from the 6% level to which it had 

been stepped up in the post-war depression years. But although 

Dominion expenditures appeared t© be more amenable ta con-

traction than those of the provinces as a whole, and although 

the Dominion did manage to secure a small reduction in its 
(14) 

outstanding debt between 1925 and 1928, 	its financial position 

was dominated by much the same forces as were affecting the 

provincial budgets. 

The expenditure needs and the revenue possibilities of 

all governments were associated with the level of national 

income. If it rose, expenditures on railway and other utility 

deficits declined and welfare needs tended to fall, while at the 

same time revenues became more buoyant. But the level of 

national income depended in turn very much on the Canadian export 

position. Thus when foreign trade improved between 1925 and 

1928, the increase in Canadian employment improved the railway 

position, lowered certain other government expenditures, 

improved revenues, and even permitted new expenditures on public 

works of different sorts. The latter tended to add to the 

magnitude of the boom. When foreign trade was depressed, as in 

1920-1 and 1929-30, the opposite condition held. The reduction 

in trade and employment added to railway and ether utility 

deficits, added to welfare expenditures, led to increased 

taxation, and tended to reduce expenditures on public works. In 

the post-war depressions, therefore, Canadian governments as a 

whole, by their fiscal actions, tended to reduce their own 

investments, and to spend more on utility deficits and on welfare. 

Because so large a part of the natian's physical capital was 

owned (or guaranteed) by governments, depressions added 

increasingly to the normal post-war budget problem: and since 

social philosophy was changing, depressions added to welfare 

costs and introduced a further element of budgetary difficulty. 

(14) It fell from $3,575,419,000 in 1925 to $3,491,648,000 in 
1928. 
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If governments met these difficulties by contracting their own 

investments in Canada, or by creating tax systems that did 

anything to hinder private investment, they were likely to 

discourage the exchange of goods and services within Canada - 

an activity which is something of an alternative to exports as 

a provider of national income. Accordingly, in the post-war 

period, when new levels of government activity were reached and 

showed a tendency to rise further in depression, any failure to 

recognize the influence of fiscal policy on Canada's home trade 

might nullify the other national efforts that were being made 

to try to maintain income by strengthening the international 

trade position, (e.g. by tariffs, trade agreements, or exchange 

pol'cy, if resorted to). 

The importance of fiscal action as a factor affecting 

the extent of private investment in Canada, may be roughly 

indicated by the fact that government expenditures as a whole 

amount now to about one-third of the national income. The 

direction of these expenditures, their distribution to different 

purposes and localities, is important in directly affecting the 

direction and the volume of home trade. The method of raising 

the funds by taxes (or taxes plus deficits) is both directly and 

indirectly important in affecting the level of investment. So 

far as deficits involve new bank credit, they are directly 

expansionist in their influence. So far as taxes are raised in 

the ways least likely to add to costs, they are indirectly 

important as creating the least possible disturbance to private 

enterprise. If the revenue methods are ill-considered, their 

adverse effects on private investment may offset whatever. 

beneficial effects accrue from the governments' expenditures as 

incentives to investment. 

The question of the effect of taxation on investment 

is not readily answerable, but several features of the relation 

of high taxation to enterprise have to be borne in mind. At 
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any particular time, it is not easy to define a 'high' tax. 

Some taxes which were considered onerous in the pre-war period 

are no longer thought so: others that appear heavy in depressions 

become unimportant in booms. And this raises the question of 

the psychological effect of taxation, a matter which tends to 

be of prime importance at present, since, as we have argued 
(15) 

earlier, 	there has been some recent realization that the 

present tax levels are liable to persist. The expectation of 

the maintenance of the present tax-levels, or even the fear 

that recent additions to government debts are likely to increase 

future taxes, may prove to be more effective in delaying 

private investment than the fact of the taxation itself. Un-

fortunately, the present tax method; and recent tax history, 

do little to minimize the effects of taxation. The loosely 

knit nature of the tax system as a whole, the tendency for much 

of the structure to be on industrial costs rather than on 

returns, and the habit of raising these taxes without discrimina-

tion in depression periods, suggest that the Canadian tax 

system as a whole is not calculated to produce the least dis-

turbing effects. In depression, or in areas suffering economic 

retardation, the additional taxation created by these adverse 

economic conditions, discourages investment. As a factor 

amplifying the periodic swings in the Canadian economy, reducing 

its burdens in booms, and adding to them in depression, the 

Canadian tax system is no longer insignificant. 

With respect to expenditures, it has been already 

indicated, that the post-war tendency has been to reduce the 

governments' expenditures on investments (public works, capital 

maintenam3e, conservation of res/Dux'ces, etc.) in depressions, 

and to add to them in booms. Like taxes, this part of fiscal 

action has also tended to exaggerate the swings in the economy, 

and to make the latter more than ever dependent on a favourable 

export position. It is a commonplace that the Canadian 

(15) p. 44. 



-72- 

economy is dependent on exports. But the extent to which the 

fiscal action of the governments has added to the Canadian 

booms that a favourable expert trade created, and deepened the 

depressions that ensued from international trade dislocation, 

has not always been given proper emphasis. 

With respect to another group of expenditures, a 

similar unfortunate circumstance may arise. That p,:rtion of 

the taxation which goes to internal debt holders (individuals, 

banks, etc.) has usually been assumed to re-enter the income 

stream immediately, so that the transfer from taxpayers to 

bondholders, and from them back to business, is quickly effected 

without economic disturbance. But since taxpayers give up 

certain consumptions (or savings), it will be necessary for 

bondholders to utilize the funds for consumption or savings in 

order to prevent internal trade disturbance. Some of the 

internal debt payments are probably spent when received, and 

re-enter the income stream without creating disturbance. The 

remainder, which is saved, is the part that may create distur-

bance. If the external trade condition is favourable, and is 

stimulating Canadian industries, the funds that are transferred 

to government bondholders are then readily available for use in 

the investment opportunities in both home and foreign trade 

industries. If, however, external trade seems to be declining, 

and Canadian home trade is lagging or depressed, the funds that 

are transferred to bondholders may be saved, pending new 

investment opportunities. In these conditions, the funds 

transferred to the bondholders are likely to be available only 

for credit-worthy borrowers, and in view of the economic 

. conditions, only governments may appear credit-worthy. In such 

conditions, when trade seems to be declining, the transfers to 

bondholders who save, will in themselves do nothing very 

positive to stimulate investment, or to compensate for any 

reduced consumption that has resulted from the payment of taxes 
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to meet this debt interest. Thus the post-war level of 

internal debt has been another important factor contributing to 

the swings in the economic system. Canadian governments as a 

whole made no positive, concerted effort to expand public 

investment, on those occasions in which private investment 

began to lag, occasions in which the investible funds became 

more available for governments than for private enterprise. 

In depression, it is true, the money rates of 

interest may be lowered directly by banking policy, or indirectly 

through the actions of the private investors. But if private 

investment is lagging, this action will result mainly in raising 

the prices of gilt-edged securities, in revealing the willingness 

of investors to invest only in government securities. And even 

if there is some reduction in money rates for private borrowers 

in depressions, this reduction may :- ot be sufficient to 

counteract the business man's low estimation of the profit 

possibilities, until some evidence exists that the depression 

is about to give way to recovery, 

Accordingly, in the post-war period two sets of forces 

impinged on the Canadian economy. On the one side was the 

long-term change in position due to the change in eoonomic 

progress, and coupled with this was the new level of government 

debts and welfare services. The economic structure required 

gradual and careful remedy, and the financial structure, with 

its new level of commitments and of taxation, also merited 

readjustment. On the other side was the short-term position 

dictated primarily by the profitability or otherwise of the 

export trade. When that trade was satisfactory many of the 

long-term factors ceased 	exert their influence. The upswing 

that good overseas trading produced was a solvent to both 

economic and financial difficulties: revenues became buoyant, 

tax rates became unimportant, debt transfers encouraged the 

boom and deficits declined. But when ovels as trade was 

depressed, then the long-term factors renewed, and sometimes 

even increased, their influence. 
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These conditions suggest that appropriate government 

action would have been directed at the twin elementals; the 

gradual improvement of the long-term position and, since that 

position was sensitive to disturbance, the taking of measures 

that would at least try to prevent short-term movements of 

external trade from creating too extreme fluctuations within 

Canada itself. These two problems were different in kind, the 

former calling for careful improvement of the efficiency of 

both the economic and the financial system, and the latter 

requiring expansionist measures to meet temporary external 

trade disturbances. Since some discussion of these matters 

was raised in the Introduction, it is sufficient here to 

indicate that an economic and fiscal policy to meet either the 

long-term or short-term disturbances was not forthcoming, for 

reasons already given. Indeed no conscious fiscal policy 

existed, to meet either the structural or the cyclical needs. 

The governments as a whole regarded their fiscal position, not 

as a determinant of investment and intensive development of 

resources, but as something dictated to them by the economic 

position of the moment, and that position in turn was dependent, 

in such circumstances, on the export trade. Expenditures, 

taxes, and deficits varied in response to eiernal conditions. 

When these conditions yielded prosperity (1925-8), certain 

deficit expenditures fell (on utilities, etc.) , revenues became 

buoyant, and governments felt able to make new expenditures or 

to reduce taxes. In depressions, the opposite held. But 

although governments seemed to regard their fiscal position as 

being determined for them, it was nevertheless directly -

although not as a conscious policy - affecting the level of 

investment. In booms, new government investments and reduced 

taxation stimulated the incentives of private enterprise to 

invest. In depressions, the curtailment of governments' direct 

investments, and the raising of taxes without discrimination, 
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did nothing to encourage private investment, or to maintain 

total investment. Fiscal policy, it must be emphasized, has a 

new importance in the economic system when government activity 

as a whole forms so large a part of the national income. In 

short, the fundamental problem of Canadian government financing 

in the post-war period was rather a question of the relations 

between government as a whole and industry, than a question of 

financial relations between the Dominion and provincial 

governments. If any region suffered retardation in its export 

trade, its government financing wr:uld prove difficult, and 

might lead to claims for assistance from the central government. 

But if foreign trade as a whole suffered, all governments were 

likely to find expenditures increasing and revenues decreasing: 

in such a case the fundamental question related to the cause 

of the general difficulty, namely the fall in national income. 

In the present recovery from the depression, with the further 

disturbances to international trade that have followed from 

the emergence of "war economies" overseas, the maintenance of 

Canadian income may prove to be largely a matter of inducing 

home investment. If that be so, an important function of public 

finance is to direct government expenditures as a whole so as 

to stimulate investment, and to re-allocate taxes in a way that 

will least deter private enterprise. Dominion-provincial-

municipal financial relations form a part of this wider issue. 

And it has to be asked whether the constitutional distribution 

of powers and revenues as between the different governments 

ought, or can, be so arranged as (1) tc increase the efficiency 

of expenditures and taxation (i.e. yield maximum benefit for 

the given expenditures, and raise the revenues with the minimum 

of disturbance to enterprise), (2) to provide when necessary a 

national fiscal policy as an additional instrument of economic 

control, to be used together with banking, tariff, and transport 

policy when severe disturbances are about to affect the Canadian 
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economy. To the extent that this is possible, fiscal policy 

may be another de;ice (or compromise) by which public authority 

can co-operate with private enterprise,  But if there is no 

conscious fiscal policy on a national scale, then at the present 

levels of government costs, the fiscal practices of the 

different governments may hinder, rather than aid, private 

enterprise, and may offset whatever economic advantages accrue 

from other policies that aim to increase the returns from 

foreign trade or home trade. 

The history of Dominion expenditure and tax changes in 

the post-war period indicates that the Dominion fis3a1 position 

was dictated mainly by the economic conditions ruling from year 

to year, and that fiscal action was limited to what prevailing 

economic conditions seemed to permit. On current aocount2  the 

post-war depression produced a series of deficits, The 1925 to 

1929 boom a series of surpluses, and the years from 1930 another 

sequence of deficits. In the boom years the surplus rose (16) 

steadily to a peak in 1928 (year ending March 1929) 	
There- 

after, as a result of the new depression expenditures on railway 

deficits, unemployment and farm relief, wheat bonus and relief 

advances, the deficits rose rapidly in 1930 and 1931 and remained 
(17) 

high to 1936. 	The capital account indicated the tendency to 

enlarge investments in the boom years and to contract them in 

the depressions. When revenues and surpluses were buoyant in 

good years, new unTertakings were more readily undertaken, and 

unfortunately tended to reach their maxima just near the peak of 

the boom. Dominion capital expenditures rose from 0 million 

in 1925 to $190 million in 1929. This public investment 

added to the magnitude of the boom. When the boom broke, the 

The current surpluses from 1925 to 1929 were approximately 
45 million, $78 million, $84 million, $112 million and 
67 million in 1929. 

Me current deficits, including depression expenses, from 
1930 to 1936 inclusive, were approximately $74 million, 
151 million, $145 million, $124 million, $108din million, 1937). 
152 million and $75 million in 1936 (year en_, March  
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the government had to resort to borrowing for the investment 

being undertaken, aiming to contract these works as quickly 

as possible. Capital works were reduced from $190 million in 

1929 to less than 440 million by 1934, thus reducing the 

government investment in the critical period of decline in 

private investment. The tax history revealed the same passive 

fiscal policy, tax rates being increased in the post-war 

depression, reduced in the boom years and increased from 1931 

onwards, Taxes were raised (by all governments) in the years 

that were difficult for private enterprise, and reduced in 

the years when private enterprise was optimistic. In its 

fiscal activities, the Dominion tended to intensify, nct to 

effset, the fluctuations that external trade was imposing on 

the economic system. It was still true, of course, that the 

total financial requirements of the Dominion government varied 

inversely with economic conditions. In the boom years borrowing 

was unnecessary: indeed there was a slight reduction in 

outstanding debt. From 1929 onwards, the volure of deficit 

financing was large, and to some extent this offset the factors 

making for decline in the economic system by maintaining the 

consumption of those on relief, or in distressed areas. But 

while deficit financing in the depression helped to sustain the 

national consumption (especially of necessities), the fact that 

all governments rushed for new revenues, and curtailed their 

public investments, was probably as great a deterrent to 

private enterprise as the increased government spending on 

consumption was a stimulus. As such, fiscal policy as a whole 

was not unified, while the relation between fiscal policy, and 

other national policies (e.g. exchange policy, tariffs, etc.) 

was only dimly considered in their common bearing on home trade. 

Considering post-war Dominion finances in more detail, 

and considering first the tax history of the period, the 

outstanding characteristic was perhaps the tendency in the 
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decade after the War, to return to increased dependence on 

customs duties. As we have seen, the effect of the War was to 

necessitate a broader revenue basis for the Dominion. In 1913, 
(18) 

of the tax revenues 82% had come from customs duties, while 

by 1921 only 33% of the tax revenues came from this source. 

But from 1922 onwards, customs duties became mere significant 

again, until by 1928 they produced almost half the tax 
(19) 

revenues (475). 	In the recent depression, their proportion 

fell again, and in 1936 they accounted for only 22%. The 

mounting proportion of customs duties to total tax revenues up 

to 1928 is partly attributable to the fact that the economic 

recovery from the immediate post-war depression involved 

increased purchases of impurts. The recent depression involved 

a curtailment of imports, and in 1936 the value of dutiable 

imports was about $500 million below the boom level: consequently 

there is a ready explanation of the fact that customs duties 

in 1936 were about $100 million under their 1928 level. To 

some extent, then, customs were a changing proportion of tax 

revenues according to economic conditions. 	But changes in 

Dominion tax rates after the War also contributed to the growth 

in the proportion of customs to total taxes up to 1928. In 

1922 some changes were made in income tax exemptions. In 1924 

the sales tax was reduced from 6% to 5%. As the boom progressed 

through 1926 to 1928, the tax reductions were even greater in 
(20) 

the non-customs tax group. 	In 1926 the income tax exemptions 

In 1913, tax revenues were $127 million, of which over 
$104 million were provided by customs. In 1921 tax revenues 
were $320 million, of which 4106 million came from customs. 

In 1928 of the total tax revenues of $396 million, $187 
million came from customs. In 1936 customs amounted to only 
$84 million out of a tax revenue of $387 million. 

The taxes other than Customs Duties were, in order of 
importance (1925), the Sales Tax, Excise Duties, Corporation and 
Personal Income Taxes, and miscellaneous taxes on manufacturers, 
importations, stamps, etc. 
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were raised and rates cut: the corporation income tax fell from 

10% to 9%. In 1927 the sales tax was reduced to 4%. In 1928 

it was again reduced from the level of 4% to 3%, and the 

income tax was reduced. Corporation taxes were lowered from 

9% to 8%. In 1929 the sales tax went from 3% to 2%, and 

certain minor taxes were repealed (taxes on cables, railway 

tickets, etc.,). In 1930, the sales tax reached 1% and 

certain adjustments were made in income tax allowances. The 

net result of all these reductions in the non-customs group 

was to counterbalance the effect of the boom on the buoyancy 

of these revenues. Despite the boom, all the revenues, except 

customs, remained very constant, as this table of Dominion tax 

revenue shows. 

1925 1926 	1927 1928 1929 

( $000,000 ) 

All taxes except 
customs 200 205 	209 209 200 

Customs duties 127 142 	157 187 179 

Total taxes 328 347 	365 396 379 

As a result of the tax reductions, especially in 

sales tax, income and corporation taxes, such buoyancy as the 

Dominion revenues showed in the boom was entirely due to the 

customs revenues. The other revenues were remarkably stable, 

despite the fact that the national income rose by some 20 

between 1925 and 1929. Had the taxes on sales and on income 

not been reduced, their yield would probably have increased in 

something the same proportion as national inc=e, perhaps by 

00 million between 1925 and 1929. 

The result of this growing dependence on customs 

duties was the same as in the pre-war period. When depression 

came and imports fell, revenue tended to fall in proportion. 

Accordingly, in 1929, the cessation of the growth of imports 

and the fall in customs duties was immediately reflected in 
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total revenues. The reduction in the sales tax in 1930, and 

the fall in imports pushed tax revenues still lower, so that 

in 1930 they were 25% below the 1928 level. The upward 

revision of taxes began in the latter half of 1930, and in 

1931 the sales tax was raised from 1% to 4%, and special 

excises imposed. In 1932 the income tax was raised, the sales 

tax increased to 6%, and some miscellaneous taxes imposed. In 

1933 the corporation tax was again raised, this time from 11% 

to 120, and exemptions removed; in the income tax on persons 

also, certain exemptions were removed. Despite these changes, 

it was not until 1933 that total tax revenues ceased their 

decline, so significant was the effect of the constant fall in 

customs duties on the total tax revenues. By 1934, however, 

the effect of rate increases in other taxes, and the measure 

of economic recovery, combined to increase the revenues from the 
(21) 

taxes other than customs. by 37% over their 1930 level. The 

increases in surtax in 1935, the raising of the corporation 

tax rate to 132%, continued this process and the 1936 increase 

in sales tax to 8%, along with the increased corporation rate 

of 15% further developed the non-customs revenues. In 1936, 

these taxes produced about one-half more revenue than in the 

1929 boom, whereas the national income was almost 30% below the 

boom level. 

With respect to expenditures in the post-war period, 

the distinctive characteristic on Dominion current account 

was the new level of net debt charges (41% of total expenditure 

in 1925) and of pensions (14%). The proportion of expenditure 

that was controllable in the post-war period was small. Net  

debt charges, pensions, subsidies, and other small uncontrollable 

(21) 	 Dominion Tax Revenues 

4000,000) 

1930 1932 1934 1935 1936 

All taxes except customs 166 184 228 244 303 
Customs duties 131 70 77 74 84 

Total Tax Revenues 297 254 305 318 387 
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expenditures, had formed only 18% of total expenditure 

before the War, but averaged between 50% and 60% after the 

War, becoming much higher when the depression added to net 

debt charges, railway deficits and relief costs. Apart from 

these, certain other expenditures were so difficult to control 

as to be virtually in the uncontrollable class. The railway 

deficit was determined by economic conditions, as were also 

relief costs. In short, the "normal" Dominion budget in the 

post-war period had within it so large a proportion of 

necessary, or uncontrollable expenditures, that parliamentary 

sovereignty might be said to have been confined to the dis-

tribution of'only a small residue. And in the background 

stood always the threat of new necessary expenditures if 

economic conditions proved unfavourable; railway deficits 

would automatically increase, and, according to the nature 

of the unfavourable conditions, other new expenditures might 

also be necessary. 

In capital spending, the position was similar. The 

government had always been concerned with the provision of 

national equipment, and the establishment of the national 

railways increased this concern. The capital requirements 

of an extensive railway system, apart from, modernization, 

are fairly large and stable from year to year. The capital 

equipment for canals, harbours, docks, rivers, etc., is in 

the same category although smaller in amount. But unlike 

many of the ordinary expenditures, these "investment" 

expenditures could be postponed for a short time if the 

government wished to reduce its total expenditure, the wisdom 

of such postponement being a matter of policy. Accordingly, 

the fixity of so large a section of the ordinary expenditures 

left the "investment" expenditures, and a small part of 

ordinary expenditures (like go ernment, etc.,) as the only 

controllable items. If revenues remained fair, all 
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expenditures could be handled: if revenues rose, extra 

expenditures could be made on investment, or on debt 

reduction: if revenues fell, attempts to balance the budget 

would require a cutting of the controllable items (mainly 

capital expenditures, and a part of ordinary expenditures). 

But the fluctuations in the controllable expenditures 

were likely to be even greater than the fluctuations in 

revenue, because as national income rose and yielded more 

revenue, the rise was accompanied by smaller railway deficits 

so that more funds would be available for capital expenditures 

or debt redemption. In depression, as national income fell, 

the uncontrollable expenditures increased (by railway deficits, 

welfare, etc.,) so that the controllable expenditures 

("investment" particularly) had to be greatly curtailed. 

In the 20's, ordinary expenditure tended to 

contract until 1926 as a result of reductions in debt charges, 

in railways and canals, in pensions, and in defence costs 

(to 1925). At the same time, expenditures on railway deficits 

were contracting as the economy recovered from the post-war 

depression. However, in the boom period ordinary expenditures 

rose, partly as a result of enlarged expenses on government, 

on welfare (introduction of old age pensions), on public 

works, canals and marine, on defence, and on the special 

grants to the Maritimes. Net  debt charges continued to fall, 

as did the railway deficits. As a result expenditures (excluding 

railway deficits) which had amounted to $331 million in 1921 

($381 million including railway deficits) had fallen to 

$314 million by 1926, and had risen again to $336 million by 

1928. By 1929 however, the "depression" expenditures began, 

showing themselves first in the increase in the railway 

deficit. As the same time, some new commitments on public 

works, agriculture, marine, and the Maritime Freight Rates 

Act were tending to push up the level of ordinary expenditures. 
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In 1929 and 1930 special payments on reparations and on the 

Manitoba subsidy raised the year's current total. But 

ordinary expenditures were cut from 5378 million in 1930 to 

$341 million in 1933. During these depression years, the net 

debt charges rose by $41 million, so that the reduction in 

other expenditures was somewhat greater than the fall in 

total indicated. At the same time (1930 to 1933) old age 

pensions rose by almost $7 million, the police service by 

$2 million, and mines service by $2 million. Despite these 

increases, total ordinary expenditure fell by $37 million 

between 1930 and 1933, the chief reductions being in defence 

($10.4 million), public works ($7.8 million), post office 

(07.0 million), and maintenance of government buildings 

($6.4 million): in short, the main reductions were in the 

postponable expenditures (particularly renewals and replace-

ments of capital works). Between 1933 and 1936, expenditure 

rose again by what it had fallen in the three previous years 

(i.e. by $36 million) but the increase did not restore to 

their former level the services that had been cut. Defence 

alone increased to near the 1930 levels. Public works, 

government buildings, etc., remained only a little above the 

depression low. The increases in total expenditure were due 

to a new level for old age pensions, for defence, as indicated, 

and for small additions to many items - pensions, agriculture, 

post office, legislation, buildings, etc. 

But while total ordinary expenditures were in 1936 

near their 1930 level, the expenditures made on "depression" 

services raised the actual current expenditures as a whole 

considerably above the 1930 level. The following table 

indicates the position. 
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Fiscal Years ending nearest Dec. 31st. 

1930 1931 1932 	1933 	1934 1935 1936 

(5000,000) 

Ordinary expenditures 378 364 344 	341 	349 362 377 

"Depression" 41 111 100 	95 	109 151 140 

Total current expenditure 419 475 444 	436 	458 513 517 

The special expenditures associated with the de-

pression have kept high since 1930, In 1933 they reached 22% 

of the total current expenditure, and in 1936 were 27% of the 

total. Their significance lies in the fact that they have 

tended to rise with the economic recovery from 1934 onwards. 

These "depression" expenditures may be broken down 

as follows:- 

Fiscal Years ending nearest Dec. 

1930 	1931 	1932 

31st. 

1933 	1934 1935 1936 

($000,000) 

Unemployment and Farm 
Relief 4,4 38„3 36,7 35.9 60,7 79.4 78.0 

Wheat Bonus and Stabi- (a) 
lization - 10.9 1.8 - - 22,6 - 

Write-off to Relief Advances 
to Provinces - - - - - 18.5 

C. N. R. Deficit(b) 35.7 61.0 60.8 59.0 48.4 47.4 43.3 

Steamships, etc.Deficit 103 .8 .6 ,5 .2 1.3 .3 

Total special expenditunm 41 111 100 	95 109 151 140 

In the following year the Wheat Board refunded $8 million. 

Including debt charges. 

In the earliest phase of the depression, the C. N. R. 

deficit was the outstanding special expenditure. It has tended 

to decline with the economic recovery. But the effects of the 

drought, the agricultural depression, and certain special cir-

cumstances affecting the numbers unemployed, have tended to 

keep up, and even increase, the relief expenditures during the 
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recovery years. These special circumstances compelled the 

Dominion government, despite its cuts in ordinary expenditure, 

to continue its financing by means of deficits, even in the 

economic recovery years. 

The following table indicates the deficit position 

in the depression years. 

1930 1931 1932 	1933 1934 1935 1936 

$ Million 

Revenues 345 324 299 312 349 361 442 

Expenditures 419 475 444 436 457 513 517 

Current Deficit 74 151 145 124 108 152 75 

Capital Expenditure 102 53 17 -1 9 17 6 

Over-all Deficit 176 204 162 123 118 169 80 

The increase in current expenditures, as already 

indicated, was rapid after 1933, mainly by reason of the 

depression and drought expenditures. Revenues rose fairly 

steadily, and with some rapidity in 1936 as a result of changes 

in the sales tax and in corporation income taxes. In 1936 

customs revenues were still about $100 million below the boom 

level. The 1936 rise in revenues managed to reduce the current 

deficit, which except in 1934, had kept fairly near the 1931 

level. 

This table indicates the reduction in capital expendi.. 

tures during the depression years, a reduction which exceeded 

that in the provinces. The main constituents of the capital 

expenditures were: 

1930 1931 1932 1933 1934 1935 1936 

$ Million 

Railways 69.6 30.5 7.4 -9.3 -1.1 9.6 2.8 

Public Works 22.0 10.8 7.3 5.8 6.6 6.2 3.1 
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Among public works, capital expenditures on canals 

were cut from 9.8 million in 1930 to negligible amounts by 

1936. Docks and terminals were cut likewise from $3.1 million, 

public building expenditures from $2.7 million, harbour 

improvements from $1 million and miscellaneous from $1 million. 

The only service still receiving attention in 1936 was river 

improvements. 

The Dominion financial history since 1030 has shown 

certain inherent chaacteristics that are worthy of notice. 

These may be summarized as follows:- the large proportion of 

uncontrollable expenditures in the normal post-war Dominion 

budget: the tendency up to 1929 to rely increasingly on customs 

duties for Dominion revenues: the rapid transition in the 

financial position when boom gave place to recession, necessi-

tating new levels of Dominion expenditure on railway deficits: 

as recession gave place tc depression, additional commitments 

were necessary to help governments in the exposed areas: these 

new expenditures greatly curtailed the Dominion's investment 

expenditures on capital works. 

The events of the depression have removed some of the 

inherent difficulties, but have added others. The events of 

the depression have helped to strengthen the tax machinery, 

particularly in the matter of income taxes, and have increased 

the proportion of revenues that have their source in income, 

rather than costs, although increases in the sales tax have 

served to maintain the share of total revenues that lie directly 

on costs. Again, the depression involved considerable reductiens 

in the demand for durable and postponable goods - houses, 

equipment, etc., - and directed attention at the part played 

by such expenditures in the revival of home investment. The 

question of government policy with respect to investment has 

been more clearly formulated than before. 



-87- 

The events of the depression have however induced 

certain long-peTiod economic changes that seem likely to add 

to the budgetary difficulties of the Dominion government. On 

the one side, thE, depression has created forces making for 

increased economic nationalism abroad, and as an exporting 

country, Canada is likely to be affected by these changes over 

a fairly long period. Certain resultant regional distortions 

in the Canadian economy may persist for some time, and may 

necessitate larger expenditures in certain areas, or for 

certain purposes (e.g. expenditures on welfare, education, 

labour transference, or government investment, according to the 

particular policy adopted). Again, certain expenditures that 

are regarded as special "depression" expenditures are likely to 

persist, even if national income rises considerably. It is 

likely that certain welfare expenditures will persist (e.g. 

unemployment insurance), and if such insurance schemes be 

formulated, not only for unemployment, but f.:r old age, sickness, 

etc., expenditures may be permanently affected, and the 

financing of such schemes, if it is carried out by special 

taxes on payrolls, might add to the already high taxes on 

marginal costs. In addition, it is likely that road competition 

with railways will increase in the future, so that the railway 

deficits of the past few years cannot be regarded as entirely 

due to depression; given full economic recovery, road and rail 

transport competition may be intensified, and this will affect 

not only railway operating costs and returns, but also railway 

investment for modernization, etc. Again, the events of the 

depression, with the growth of nationalism, have affected 

armaugant costs in many countries, and this may react on the 

future level of Canadian expenditure on national defence. 

Given the fact that future export booms a:e likely 

to prove spasmodic, maintenance or partial stabilization of the 

Canadian national income would necessitate some expansion of 
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activity for the home rather than the foreign market in or-der 

to insulate the Canadian national income from the full effects 

of external disturbances. If, because of unco-ordinated 

policies of the different governments (i.e. competition in 

services, in provision of public investments, or in search 

for revenues), or because of lack of business confidence, no 

expansion of home investment is possible, except, as in the 

past, on the basis of an export boom, the future fluctuations 

in national income are likely to be considerable, with 

depressions involving shifts of financial responsibilities 

from exposed areas or persons to the federal government. The 

fact that consumption was maintained in the recent depression 

by government relief, and works financed by credit and borrowing, 

and by the spending of the savings of individual households 

and firms, suggests that future resort to such sources may be 

increasingly difficult. Aggregate government policies, with 

respect both to the ends of expenditures, and to the various 

methods of financing these (particular taxes, credit and 

borrowing) are closely connected with the state of business 

confidence, the incentives to invest, and the undertaking of 

new ventures. 

SUMMARY  

Since the War the Dominion financial position has 

been dominated by uncontrollable expenditures, and by the 

tendency of its revenues to depend considerably on customs duties 

and of its expenditures to increase in depression by reason 

of railway deficits and other special items. 

The years following 1929 reinforced these ten-

dencies. The fall in customs revenues was so great as to 

necessitate considerable widening and deepening of the revenue 

structure. The rise in special "depression" expenditures - 

drought relief, assistance to certain provinces and industries, 

and the railway deficits - was considerable, and their 1eve1 

proved comparatively constant during the years up to 1936, By 
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1936 ordinary expenditures were back to their 1930 level, so 

that total current expenditure was still well in excess of 

revenue, despite the tax changes and the fair degree of economic 

recovery in 1936. The current deficit was $75 million. 

The size of the current deficit from 1930 onwards 

it averaged almost $120 million a year in the 1930-6 period -

was sufficient to induce a great contraction in Dominion 

capital expenditures. They had been at a peak of $190 million 

in 1929, but had been cut to $9.4 million in 1934. They were 

$5.6 million in 1936. 

The finance characteristics of the Dominion in 

this period may be contrasted with those of the provinces, by 

showing their total deficit (including capital expenditures) 

for the years 1930 to 1936 inclusive. 

1930-6 (inclusive) 

Dominion All Provinces 
$ Millions 

Current Deficit 829.5 290.3 

Capital Expenditures 203.3 358.4 

Over-all Deficit 1,032.8 648.7 

The special depression expenditures that lay on the 

Dominion served to push it further than the provinces froma 

position of balanced budgets. And the Dominion's concern with 

its current deficit compelled it to reduce its capital expendi-

tures quite far below those of the provinces. In the boom years 

(1925-9), the Dominion's capital expenditures ($340 million) 

had exceeded those of the provinces, ( 212 million). But of the 

Dominion and provincial capital expenditures from 1930 onwards, 

the Dominion's share was only 35%. 

Of the debt increase between 1930 and 1936, in 

both the Dominion and the provinces, the Dominion's share was 

68%. The Dominion's outstanding debt rose from $3.8 billion in 

1930 to $4.8 billion in 1936. According to the balance sheet, 

this debt increase of one billion dollars went largely to 

railway advances (over $358 million), relief (over $345 million), 

to special loans to provinces for relief, to the farm loan board, 



-90- 

and to other active assets (over $164 million). Harbours and 

works received less than $80 million between them. 

Despite the debt increase, the Dominion's annual net 

debt charges have been held down, principally by conversion 

operations. Treasury bills have been cheap, but only a tiny pro-

portion of the debt is represented by this form: their importance 

has been in their value as market manipulators- The Dominion's 

debt charges (less interest received) formed about 35% of net 

expenditure in 1936, as against 20.0% for the provinces as a 

whole. 

In the revenue system, all taxes except customs and 

excise were in 1936 above their 1930 level. Of the taxes, the 8% 

sales tax was the biggest revenue producer yielding almost 30% 

($112.8 million), with customs duties yielding 22%, the corporation 

income tax 15%, the excise duties 12%, the personal income tax 

11%, and the manufacturers, importations, stamps, etc., 10%. In 

view of the fact that the customs duties were still $100 million 

below their 1928 level, any recovery of national income to the 

level of the late twenties would probably considerably increase the 

yield of these duties, as well as the yield of the income and sales 

tax. It is unlikely, however, that the national income in 1938 

will exceed that of 1937. A recovery of national income to the 

boom levels, or even beyond the 1937 level (which was only midway 

between the previous depression and boom extremes) is not 

immediately in sight. (August 1938). 

The expenditure system is not likely to alter 

considerably in the immediate future. Declines in the special 

"depression" expenditures, which might be hoped for in the 

event of greater economic recovery, are likely to be counter-

balanced by some expansion in capital and other expenditures 

which ware reduced in the depression (1930-3) and have not yet 

been fully restored. Furthermore, the level of defence 

expenditures, transport expenditures, and perhaps welfare 

expenditures, may be influenced for some time by forces tending 

to raise them. 
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Financial Position of Prince Edward Island 

According to the measures of debt and taxation 

commonly used for comparing the financial positions of governments, 

Prince Edward Island's statistical standing appears favourable. 

Her provincial (plus municipal) debt per head is only about 

one-third that of the provinces as a whole. Her taxation per 

head is about one-quarter of the general average, In relation 

to the net value of production, taxes and debts appear to be 
(1) 

less onerous than in most provinces. 

While the statistical and accounting position of the 

government is not unfavourable when compared with that of many 

other Canadian governmental units, some care must be exercised 

in applying these measures to Prince Edward Island's situation, 

and deductions made from such comparisons must take into 

consideration the special circumstances that dominate the 

Island's economy. 

The geography of the Province (i.e. its position with 

respect to the other parts of Canada, its smallness of size, 

and its suitability only for agriculture and associated pursuits, 

including fishing) resulted in a group of conditions that were 

unique in the federation. The Island's lack of a public domain 

was another distinctive characteristic. These factors underlay 

the discussions that preceded the entrance of the Province into 

Confederation, and the financial relations then established 

with the Dominion, combined with the conditions imposed by 

geography and history, have dominated the provincial expenditure 

and tax system since that time. These circumstances suggest 

that a review of Prince Edward Island's financial position 

ought to be mainly concerned with its special features, and less 

(1) The debt charges (less interest received) took only 17% 
of the Island's net expenditures in 1936, as against 21% for 
the provinces as a whole; and as against 28`0 in Nova Scotia 
and 40% in New Brunswick. 
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with comparisons between it and other provinces. Its financial 

history is very much the history of its relations with the 

Dominion government. 

The Island's position, its almost complete isolation 

in winter, and its need for subsidized transport, were com-

pelling considerations in Prince Edward Island's entry into 

Confederation, although at the time (1873), the need of credit 

to finance the railway (begun in 1871), and of funds to buy 

out the remainder of the absentee landlords, were influential 

in shifting provincial opinion towards Confederation. But the 

economic need for continuous communication was permanent and 

urgent, and the alleged non-fulfilment of the Dominion's promise 

to maintain continuous criamunication was a major issue from 

Confederation onwards. From Confederation on, the provision of 

transport was out of the Province's hands, the Dominin taking 

over the P. E. I. railway in 1873, and accepting responsibility 

for communication with the mainland. Thus, if the Province 

desired to improve its communications in order to expedite 

economic development, it had to proceed, not by giving provincial 

subsidies or bond guarantees to transport concerns, as most 

provinces did, but rather by pushing its "transportation" claims 

at Ottawa. The frequency of its claims for better communication, 

and for damages for delay in provision of communication, was 

thus the measure of the Province's estimate of its transport 

needs. The fact that communication was a Dominion responsibility 

was important in relieving the Province of new commitments 

with respect to transport, and was one reason for a small 

debt growth in the Province. 

Another reason was the size of the Province. The 

need for communications (telephone, road, etc.) in the Island 

was small compared to the need in other provinces where such 

equipment had to be laid down to encourage settlement. In 

Prince Edward Island, as in the older sections of some other 

provinces, the provision of suoh equipment tended to follow 



-93- 

rather than precede settlement. In newer western areas where, 

especially during the pre-war boom such equipment was often 

provided in order to hasten settlement, the government 

investment might later prove to have been in error if settlement 

did not proceed according to expectation. This factor adding 

to debt burdens was absent in Prince Edward Island. Again, 

the Island did not face the communication problem of pulling 

together widely separated areas, or connecting settlements 

across regions where roads were expensive because of the need 

for grading, levelling, and bridging. In short, the size and 

the nature of the Island's terrain tended to keep down the 

per capita costs of roads and other communicative equipment. 

In addition, the smallness of the area relieved the government 

of costs of co-ordination, which tend to increase rapidly as 

the size of a territory increases. 

The smallness of the area was not however an unmixed 

advantage in public finance. Some costs (legislation, justice, 

and to some extent, administration) are in the nature of 

overhead costs, and the minimum possible size of this framework 

of government may be larger than that required by a small 

community. It is noteworthy that in 1871 Prince Edward Island's 

expenditures per head were higher than those of other provinces, 

but as the population increased to 1891 and little change in 

the technique of government was necessary, government expenditures 

per head fell, and thereafter remained almost unchanged until 

the post-war period saw the addition of new services. Since 

this addition of new government services, the percentage of 

Prince Edward Island's revenue that is spent on general 

government, administration of justice and legislation has risen 

and in 1936 amounted to overlOof the revenue as against 8% 

in Nova Scotia, and this despite lower average salaries on the 

Island. In short, while smallness of area has limited capital 

expenditures, not only absolutely but relatively, it has tended 

to make certain costs of government comparatively high despite 
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The agricultural nature of the Province limited the 

need for municipal government, and the provincial government. 

undertook to administer certain services usually entrusted to 

municipalities, particularly education. Moreover, certain 

local services given in larger municipal areas elsewhere were 

given only modestly in Prince Edward Island. The requirements 

and the costs associated with urbanization on the Island were 

amall. Thus if it is shown that provincial expenditures per 

head were approximately equal in Prince Edward Island, Nova 

Scotia, New Brunswick, Ontario and Quebec, at the beginning 

of the War, this meant that the total government (provincial 

and municipal) expenditures per head were probably smaller in 

the Island than in the other provinces mentioned. 

These circumstances of geography, size, and industry 

have combined to dominate the fiscal history of the Province. 

Its lack of diversity in resources and of a frontier, 

prevented errors of o ►timism about expansion. The smallness 

of its area and Dominion responsibility for transport also 

prevented debt growth, so that Prince Edward Island entered 

the post-war period with a small debt, just over qa million. 

In December 1921, the total outstanding debt was represented by: 

Assets. 

4000  

Investments 	 4.5 
Public Works 	 1,234.2 
Other Expenditures 	 1.4 
Current Deficit 	 232.8 

1,472.9 
Less Sinking Fund Reserve 	232.8 

1,240.1 

Before the War, the Dominion subsidy formed a very 

large proportion of total provincial revenues: in 1913 it was 

71%. Up till then, therefore, total revenues were comparatively 

insensitive to local conditiens, and to agricultural 
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fluctuations in particular: revenues expanded mainly in step 

with the subsidies. Of the total revenue, 20% came from 

provincial taxes which did respond to agricultural variations. 

Since there was little diversification in industry, and no 

public domain, the Province did not enjoy many increments of .  

wealth. Regional income was dependent mainly on agriculture. 

Consequently there could be no great dependence on corporation 

taxes, succession duties, or domain revenues. Of the taxes 

raised by the Province, the general land taxes were the most 

important (although in 1913, the boom in the fox industry 

yielded special fox tax revenues). There was an income tax 

on persons, and at this time it produced as much revenue as 

the corporation taxes, which lay mainly on banks (deposits and 

loans) and on fire insurance companies (flat rate). In 1913 

the revenues were as follows: 

1913 Revenues 

$000 

Subsidy 382.2 
Taxes 105.2 
Others 48..5 

Total 535.9 

In the expenditure system, education was the out- 

standing item, taking 33% of the total: government, legislation 

and justice combined took 22%, highways 21%, welfare 11%, 

debt charges (ex sinking funds) 8%,and agriculture 4%. 

While the Province lacked opportunities for large 

increments of wealth, and so for extensions of its tax system, 

there was some compensation in the stability and gradual 

expansion of the Dominion subsidy. 

Prince Edward Island's unique financial position in 

the federation in the pre-war period is perhaps indicated by 

the fact that its expenditures, even up to 1916, were still 

less than 30% above the 1873 level. Up to the War, the financial 

history of the Province had been mainly aa attempt to keep 
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expenditures in line with revenues that depended greatly on 

the level of the federal subsidy, During the War, however, 

and in the post-war period, Prince Edward Island was affected 

by the new trend of expenditure growth that was common to all 

provinces, and this indicated that revenue possibilities would 

have to be further explored. Since then the proportion of 

total revenue raised within the Province has increased. Subsidy 

readjustments, like those following the Duncan and White 

Commissions, have been upward but the steady increase in total 

revenues and their annual variations are attributable largely 

to the Province's own taxing efforts. Between 1913 end 1921, 

current expenditures rose by over 50%, welfare and education 

showing the most pronounced growth. By 1921 these two items 

accounted for half the total expenditures. Debt rose from 

$962,000 to ,,',)1,240,000, partly as a result of increased current 

deficits, but mainly because of new public works, the investment 

in which increased by 29% between 1913 and 1921. In these 

conditions additional revenues wore necessary, and as a result 

of the expansion of the revenues raised within the Province, 

the subsidy, which in 1913 had yielded 71% of revenue, by 

1921 yielded only 48%. Property and income taxes, which 

together had given 8% of revenue in 1913, yielded 21% by 1921. 

Corporation taxes provided 4% of total revenue in 1921 as 

against 3% in 1913. Amusement taxes were added but were not 

important. Liquor control and automobile licences, which 

yielded small sums in 1913, together formed 11% of total 

revenue in 1921. 

Subsidy 
Taxds 

The revenues in the 

1913 

two years 

1921 ...--- 

382.2 
303.9 

were as follows: 

Increase 
$000 

198.7 
382.2 
105.2 

Licences 19.1 56.3 37.2 
Liquor Control 1,4 49.5 48.1 Others 28.0 4.6 -23.4 

Total 535.9 796.5 260.6 
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Revenues, buoyed up by the post-war boom, declined 

with the 30% reduction in the net value of production that 

occurred in the post-war depression. The increased use of the 

motor vehicle did give new returns from gasoline taxes and 

automobile licences, but these were still not important revenue 

producers in 1925, yielding only over 10% of the revenues. 

The yield from general land taxes tended to contract, and there 

was a considerable fall in the returns from Miscellaneous 

taxes, partly due to the repeal of the poll tax in 19234  

Although revenues fell in the depression of 1921, 

expenditures proved intractable, and indeed tended to rise as 

a result of new expenditures on highways, agriculture, and 

education grants. The resultant deficits induced the Province 

to widen part of its tax system, by the introduction of 

gasoline taxes,by some changes in corporation taxes, the most 

productive of which was the flat rate tax on railway companies. 

The yield from income taxes on persons (including the tax on 

personal property) was also stepped up. By 1926, the federal 

subsidy was yielding 43% of the revenue, the new gasoline taxes 

4%, the enlarged corporation and income taxes 13% and 8% 

respectively. Tax revenues had increased by 12% over the 1921 

level, mainly by readjustment of the tax system. By 1926 also 

liquor profits and automobile licences were beginning to prove 

more buoyant, and a surplus emerged on ordinary accounts. Between 

1921 and 1925, outstanding debt had increased by 8859,000, account• 

ed for mainly by current deficits. The surplus in 1926 was great 

enough to permit a slight reduction in debt (by '18,000). 

In 1927 a deficit emerged again. The additional 

subsidy recommended by the Duncan Commission was paid first 

in that year, and involved an extra $125,000, But revenue 

rose by only $20,000, the new subsidy being almost offset by 

tax reductions (land taxes fell by 22,000 between 1926 and 



1927, and income tax fell by W.6,500), and by a fall in liquor 

revenues. The effect of the increase in subsidy, and of the 

fall in taxes, was to make the Dominion subsidy again the 

outstanding revenue producer. In 1926 the subsidy had yielded 

43% of revenue and taxes 39%, but in 1927 the subsidy provided 

56% of the total revenue, and taxes only 29%. In 1928 taxes 

increased their yield again, and contributed 36% of the 

revenue, but land taxes still were 11% below their 1926 level. 

In 1928 also a road tax was added, and gasoline and income 

taxes were up slightly, The road tax was imposed as a result 

of the new level of highway expenditures, there being a 48% 

rise in highway costs between 1926 and 1927. Highways 

continued to absorb a larger share of the expenditure until by 

1931 they took 34% of the totals  

Up till 1931 welfare and debt charges increased no 

faster than total expenditures, while education, which had 

formed the major provincial expenditure up until 1925 (when it 

was 35% of total), had expanded only a little, and by 1931 was 

only 23% of the total. The highway costs were beginning to 

dominate the current expenditures of the government, and the 

other expenditures, particularly those on welfare and education 

(which together had formed 49% of the total in 1925) were 

being checked, although demands for their enlargement were 

fairly insistent. The highway programme was adding slightly 

to debt also, and therefore affecting the level of debt charges. 

From 1928 to 1930, there was a surplus on current 

account, but the annual capital expenditure on highways 

increased annually, necessitating additions to debt each year, 

addition' that were snail absolutely (averaging only $197,000 

in each year) but important in relation to the Island's 

previous debt history. However, by 1930, the Province's out-

standing debt was 32.8 million only, represented in its 

balance sheet as follows: 
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Assets 

i000 

Debenture Discount unamortized 12.7 
Advances 36.5 
Buildings 40.3 
Roads 942.6 
Other Public Works 1,447.2 
Other capitalized expenditures 15.6 
Current Deficit 1,033.5 

3,528.4 

Less Sinking Fund Reserve 	568.2 
Capital Surplus 	130.4 698.6 

Total Outstanding debt 2,829.8 

By 1930 the economic position of the Island revealed 

the difficulties arising from almost complete dependence on 

agriculture. As the Province had a fairly well balanced 

agricultural economy, the depression did not produce widespread 

destitution, but the loss of potato markets, the great fall 

in potato prices, and the contraction of the dairy product 

markets in the Maritimes reduced cash income and contracted 

provincial revenues. The subsidy, however, was a stabilizer 

which prevented total revenues from falling to the sane extent 

as the land taxes or income taxes. Land taxes fell by 37% 

between 1929 and 1932, and income taxes by 25%: between 1930 

and 1933 motor licences fell by 35%. But revenues as a whole 

remained stable until 1931, after which they rose, mainly by 

increased yields from corporation taxes (from the new tax on 

the capital stock of miscellaneous companies), from gasoline 

taxes, and from the road tax. 

Expenditures rose in 1931, mainly on projects begun 

earlier (principally in highways, but also in welfare and in 

education), and a large deficit resulted in that year. The 

deficit was $232,000, the capital expenditures $282,000, and 

after other adjustments, debt rose by $547,000 in that year. 

Capital expenditures on highways had fallen by $100,000 below 

the 1930 peak (y$239,000), but relief works absorbed $113,000, 
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Expenditures were cut in 1932, but by 1934 they were 

back at the 1931 level, and after a rise in 1935, were in 1936 

again near the 1931 

altered in the interim. 

level. 	The distribution of expenditure had 

Increases between 	Decreases between 
1931 and 1936 	 1931 and 1936 

$000 $000 

Net Debt Charges 77,3 
Welfare 102.3 
Education 24,6 
Government 11.9 
Domain 1,7 
Other 5.3 
Highways 197.4 
Justice 32,8 
Legislation 10,1 
Agriculture 7.33 

Increase 223.1 Decrease 247.6 

There was, therefore, a 24,500 decrease in 

expenditure between 1936 and 1931, Additional debt and welfare 

costs were offset mainly by a reduction in outlay for highway 

maintenance. Expenditures had been raised in 1935 by 

restoring outlay on highways, arriculture, justice, legislation 

to an earlier level, and by increases in government and 

education, but this so far raised the deficit in that year 

that cuts were again made in 1936, bringing total expenditure 

back to the level of 1934 and 1931, In short, the rise in 

the debt and welfare charges has caused competition among the 

other services for the remainder of the expenditure. This 

competition has occurred even within the welfare group as the 

costs of relief, charity and old age pensions have limited 

the amounts available for mental institutions, public health, 

hospital grants and other welfare services. Apart from relief 

costs, however, welfare increased from $158,000 in 1931 to 

$231,000 in 1936. 

The fact that the budget was balanced in 1936, when 

revenues greatly exceeded previous levels by means of large 

expenditure cuts, especially on highways, suggests that 
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expenditure needs are likely to prove strong in the near 

future, That the low level of highway charges will be 

difficult to maintain is evident from the increased allocations 

in the 1937 accounts. It is likely also that certain welfare 

expenses will increase, especially those that are still below 

their previous levels. 

As a result of the new and growing expenditure needs, 

the accumulated current deficit.increased by 036:1000 during the 

years 1931 to 1936, inclusive, and this occurred despite a 

broadening of the revenue basis. The federal subsldy increased 

in 1935, following the recommendations of the White Commission. 

In 1934 it had yielded 41% of the revenue: it was increased so as, 

once again, to form approximately half the revenue. But by 1936 

it was again nearer 40% than 50% of total revenues. The tax 

basis was also widened during the depression. After the large 1931 

deficit, the corporation taxes were raised both in 1931 and 1932, 

and as a result these taxes doubled their yield between 

1930 and 1936. The increase was due almost entirely, however, 

to the new tax on domiciled companies and not to any enlargement 

of the number of companies doing business in the Proyince. This 

new tax yielded $70,000 in 1936, and the other corporation taxes 

91,000, only $9,000 above their 1930 level. The main increase 

in tax revenue came from the gasoline taxes, but these cannot 

be increased indefinitely, or even perhaps beyond the present 

high rate of 10 cents per gallon without appearing burdensome 

to tourists accustomed to cheaper gasoline. The land taxes have 

also increased, and the renewal of liquor control has added a 

amall amount to the total revenue, 

The debt of the Island is still low, and its sinking 

funds are very well maintained. Nevertheless its outstanding 

debt doubled between 1930 and 1936. The following table shows 

the yearly debt charges over this period: 



- 102 - 

1930 1931 1932 1933 1934 1935 1936 
$000 

Current Surplus(+) or +39.9 -231.9 +17.7 +9.5 -111.0 -209.7 +164.2 
Deficit 	(-) 

Capital Expenditures 
Buildings 29.3 10.3 79.1 227.4 80.1 48.4 49.7 
Roads 239.4 139.9 74.8 50.8 64.1 95.0 54.6 
Relief Works 112.6 114.0 - 98.2 563.1 217.6 
Other 8.7 19.4 4.9 5.6 7.6 25.0 41.2 

Total Capital 
Account 277.4 282.2 272.8 283.8 250.0 731.5 363.1 

Overall Deficit 237.5 514.1 255.1 274.3 361.0 941.2 198.9 

Debt Increase 221.1 547.4 289.1 278.2 357.9 1,254.2 214.7 

Capital expenditures remained fairly steady up to 

1935, although the various items changed in 1930-4. Road 

work tapered off to 1934, but relief works, mainly on highways, 

tended to offset the decline in highway expenditures. In 1933 

public building expenditure reached a peak, the Province then 

having under construction a new hospital and school. In 1935 

and 1936 capital expenditures were above the previous levels, 

primarily because of relief works. In 1935 also the rise in 

ordinary expenditures, already discussed, led t^ a considerable 

deficit, and thus added greatly to the debt increase in 1935. 

In 1936 ordinary expenditures were cut, revenues were up so 

that a surplus emerged, and the debt increase, though back to 

the 1930 level, was still considerably above the pre-depressien 

average. 

Outstanding debt rose from $2.8 million in 1930 to 

$5.6 million in 1936, an increase of $2.7 millian,cr nearly I9Q%. 

SUIV/IARY 

The debt of the Island is still low, and the 

sinking funds are well maintained, so that its accounting 

position is good. But the recent rate of increase in debt 

has been high, in the light of the Province's history, and 

the forces that have made for this change may prove persistent 

for some time. 
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(2) Expenditure needs have tended to grow, partly 

because of the demand for social services and partly because 

of the economic position which has been affected by fundamental 

as well as short-period "depression" conditions. The 

contraction of the Cuba and U.S.A. potato markets, the 

cessation of emigration on the previous scale, and the in-

creased intensity of competition in dairy products by the 

other Maritime Provinces have reduced the cash income in Prince 

Edward Island, and this decline affects the government's 

expenditure needs and revenue possibilities. The demand for 

welfare and educational services is unlikely to contract. 

The attempt to encourage the tourist trade to help to maintain 

cash income may also lead to a continuance of highway and 

other expenditures. 

(3) 	Although subsidies still form over 40 % of the 

revenues, the amount of revenue that has to be raised within the 

Province tends to increase. The possibilities here depend 

on returns from the trade in potatoes, and from the side lines 

of dairy and fox farming. Although the subsidy acts as a 

stabilizer on revenues, especially in depression years, the 

revenues cannot be said to be elastic. Furthermore, the 

budget now contains more uncontrollable items than in the pre-

depression years, and this increased rigidity indicates that 

future expenditure needs will have to be met rather by increased 

revenues than by readjustments of expenditure or savings. 
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FINANCIAL POSITION OF NOVA SCOTIA 

After Confederation there was for Nova Scotia, as 

for other Canadian governments, a short period of comparative 

financial smoothness. Certain functions had been transferred 

to the Dominion government, as had also been the debts of the 

Province, and the grant of better terms to Nova Scotia in 1869, 

with the additional debt allowance of 1873, gave the Province 

a reserve of spending power. Expenditures, however, advanced 

by 90% between 1869 and 1876. The main upthrust to the 

expenditure level came from the government's assistance to 

railway construction, and expenditures on roads. Since the 

municipalities did little road building, this cost fell heavily 

on the provincial government. Thus expenditures tended to run 

ahead of revenues, and the reserve of spending power dwindled. 

At this time the revenue system of the Province was fairly 

narrowly circumscribed, for two reasons. On the one side, 

the electorate was strongly averse to direct taxation, so that 

the Province had to rely largely on the federal subsidy and 

on its territorial revenue. On the other side, the people of 

the Maritimes were suffering rather more than people elsewhere 

in Canada from the changing technique of industry, especially 

in shipping. The economy of the Province had to adjust itself 

not only to new national policies adopted within Canada, but to 

a world-wide change in industrial techniques. 

Attempts were made to secure further subsidy readjust-

ments, and when these failed the Province resorted to borrowing. 

Only one direct tax was applied in this period - succession 

duties in 1892, and it proved a minor source of revenue for 

some time. 

The revival in world trade after 1896 gave temporary 

relief to the provincial government. The formation of the 
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Dominion Coal Company, and the expansion of the coal trade 

in Canada's great development up to 1912, led to buoyant 

revenues from coal royalties. By the time of the general 

subsidy revision in 1907, mining royalties provided about 

half the total provincial revenues, and the subsidy about 

30%. In these conditions of growth, the fiscal system needed 

little alteration, and the increased subsidy of 1907 made 

possible certain additional expenditures, especially on 

technical education. It seems also to have played a part in 

inducing demands at this time for old age pensions. 

From 1896 to 1910 there was no financial strain. 

In Nova Scotia, as elsewhere, the period was one of development 

and optimism. The provincial government encouraged a small 

railway boom, spending over 05 million between 1896 and 1912 

on 40Q miles of road, and securing $2 million from the Dominion 

for the same end, while the Dominion government also assisted 

in dock and harbour building. This coincided with and en-

couraged the investment of private capital, particularly in 

iron and steel, but also in wool, ships, fisheries, tanning etc. 

In the light of later experience, this appears as a period of 

boom conditions, especially in Halifax and Sydney. yet the 

nature of the urban construction boom served to emphasize 

economic difficulties in the rural areas. Agriculture was 

lagging noticeably in development, and was unable to withstand 

the competition of other provinces in wheat, grains, meats, 

certain fruits, and certain dairy products, particularly butter, 

eggs, and poultry. Special government assistance was necessary, 

as it was also in New Brunswick, to encourage land settlement 

and promote the raising of products in which external competi-

tion would be less severe. Despite this encouragement, the 

rural areas remained fundamentally weak in all but a few 

districts suited for specialization in certain products (apples, 
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dairy, etc.) At the same time there was evidence that the 

timber resources in certain localities were being worn out 

as compared with the resources in some regions, particularly 

British Columbia, that were about to compete in the overseas 

markets. 

The economic difficulties facing the rural areas 

led to new demands for roads to round out these areas, and 

link them to the more quickly growing urban centres. The 

Province had already spent money on railways to this end 

(1906-1912): the same objective was sought in the new road 

programme of 1911; in 1914 a commission was established to 

consider the possibilities of hydro-electric power development, 

and it was to be concerned at a later date with improving the 

amenities of the rural life. But by 1911 the government, which 

had been spending half its revenues on debt charges, education, 

and hospitals, found it necessary to enlarge its public works 

programme for road purposes. At the same time, the demand for 

further hospital accommodation was becoming acute, and in 1912 

additions to special departments were made. 

Despite the optimism of the period, (and partly 

because of it), the government had to improve its revenue 

position in 1912 by the adoption of certain corporation 

taxes, by motor vehicle taxes, and by attempts to apportion to 

municipalities certain costs of reconstructing bridges, etc. 

The constantly growing costs of debt, of education, hospitals, 

and roads, necessitated the change. 

By 1913, the outstanding debt was $11.7 million, 

represented in the balance sheet as follows: 

Assets 
(Thousands of $) 

Taxes Receivable, etc. 282 
Halifax & S.W.Railway 4,447 
Roads and Buildings 5,893 
Advances 4 
Current Deficit 1 381 

12,007 
Less Sinking Fund Reserve 326 

11,681 
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At this time, the revenues depended greatly on the 

domain and the subsidy, the former yielding half the total, and 

the subsidy 38%. Taxes provided only 8%. The main expenditure 

then was on debt, (19% of the total) with education taking 24%, 

and roads 20%. The expenditures already indicated the special 

circumstances that affected the economy. Road expenditures 

seemed likely to increase considerably, and debt charges, which 

were due largely to developmental projects, were already taking 

a not inconsiderable part of the total expenditure. By 1913, some 

of the inherent difficulties in the Province's economy were re- 

flected in the financial position, Expenditure needs were increasing 

for communication equipment, for agricultural aid. (training, 

demonstration work, clubs), for assistance to the railway serving 

these areas. And since the revenue depended largely on returns 

from the natural resources, the yield began to decline as a result 

of the collapse of the hoom. Halifax alone continued its boom 

right into the war period, and that was partly because of the 

federal programme of constructing docks and railway terminals. If 

existing expenditures were to be maintained, and still more if new 

developmental ones were undertaken, some broadening of the revenue 

basis was desirable. 

In these conditions, the position of the Province 

within the federation began to receive increased attention, 

Complaints about the financial arrangements had not been 

absent in the past, but the passing of ti:re was clarifying the 

Province's position. Before the War, there was concern about 

the political status of the Province within the federation and 

its loss of members in the federal house. Its territorial status 

also became an issue. It began to be increasingly clear that 

the increments in capital values (both industrial and agricul- 

tural) accruing to other provinces were very largely the result 

of 'frontier" development (wheat,minerals) and that the readjustment 
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of frontiers for all provinces except the Maritimes greatly 

affected their relative chance of obtaining capital increments. 

This position was clearly stated by Premier Murray in 1913 in a 

letter to the federal Prime Minister. A third issue in federal-

provincial relations did not become crystallized until the post-

war period; it concerned the economic status of the Province. 

The full implications of Nova Scotia's lag in development were 

not appreciated until after the immediate post-war depression. 

In all provinces except the Maritimes, the immediate post-war 

depression (1921) was comparatively short-lived, and in the 

Maritimes it became obvious by 1925 that deeply-seated influences 

were affecting the situation. When the issue of economic in-

equality was crystallized, the ground was laid for the Maritime 

rights movement, and for the ensuing Royal Commission (Duncan 

Commission). The lag in Maritime economic development, apparent 

in some sectors of the provincial economy before the War, was 

generally hidden during the war-time boom, which brought lucrative 

prices to farmers, especially to the fairly large group of 

farmers with wood-lots, and with timber to sell to the English 

market. The war boom served also to maintain the output of some 

urban centres, and to give opportunities for manufacturers for 

war purposes._ The break of this boom in the post-war period, 

and the difficulties of recovery, revealed some inherent economic 

disabilities in the provincial economy. To some extent, the post-

war economic position of Nova Scotia (and in. New Brunswick) was 

more like that of' the United Kingdom than that of the other 

Canadian provinces. The post-war period was one of slow adjust- 

ment to a new Situation that did not encourage optimisn, and 

this condition left its imprint on the public finance system 

of the Province. 

During the war period, the Province had to extend.  the 

basis of its tax system, but not importantly until 1919. It 

was in that year also that a new rate of increase in debt began 
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and that rate has continued steeply upward until the present, 

with a slight fall in the rate of increase from 1926 to 1928. 

The beginning of this debt movement is traceable to the extension 

of highways, in co-operation with the Dominion government, and 

to hydro-electric development. Alongside this were the new 

demands, common to all provinces, for improved education and 

hospital services, for better housing, and for the assistance of 

returned soldiers. As a result, corporation taxes wore increased, 

succession duties altered, and increases made in motor licences 

and fees. In 1913, the combined taxes and licences had provided 

only 10% of the provincial revenue, but by 1921 they formed 

56% while subsidies and domain, which together had accounted 

for 89% of the revenue in 1913, by 1921 yielded only 41%. This 

new revenue basis altered little until 1926, taxation tending 

to become more significant and the domain and the subsidy less 

so. But between 1921 and 1926 ordinary expenditures increased by 

almost one-third. Expenditures rose by over a quarter of a million 

dollars per year, and the bonded debt by about three million 

dollars a year. 

Since Nova Scotia had no income tax as in some 

provinces, and no assessable property tax as in some others, 

and since its provincial government assumed functions that 

sometimes lay on municipalities elsewhere, certain services 

were bound to be on a smaller scale in Nova Scotia than in other 

provinces. Furthermore, the slowing down of economic progress 

after the War and the lack of buoyancy in public revenues, 

affected not only the total amount of the revenue available 

but also the direction of its distribution. Up to 1925, now . 

expenditures were largely directed at public works and roads, 

In 1921, debt and highways accounted for 47% of the current 

expenditures: and this proportion grew to 57% by 1926. The 



- 110 - 

debt had been doubled between 1913 and 1921, principally 

by an additional investment of $7,8 million in public works, 

and of 1.6 million in the new power commission. Between 1921 

and 1926 the debt rose from $21.8 million to $38.6 million, 

another $10 million having gone to public works, and another 

$2.7 million to the power commission. Debt charges, less interest 

received, were rising fairly rapidly, from 18% of total expenditure 

in 1921 to 26% by 1926. And current expenditures on highways rose 

from 29% to 31% of the total expenditures. These two items, there- 

fore, dominated the expenditure system. 

But the revenue system did not prove readily ex- 

pansive. Domain revenues in 1925 were only half their 1913 

level (to some extent because of the coal strike in 1925) 

indicating that domain revenues were not buoyant, The tax 

basis, which had been broadened during the war years was still 

inadequate Corporation taxes provided half the tax revenues, and 

the property taxes more than one-third. The remainder came 

from succession duties and amusement taxes. In 1926 the tax 

basis was broadened by the yield of the new gasoline tax. The 

lack of revenues, and the necessity for directing 71% of the 

available revenues into debt charges and highways, left com- 

paratively small amounts for government, social services 

(including education), agriculture, and conservation of the 

domain. Accordingly, there was little additional expenditure 

on education and welfare during this period. In 1921 only 28% 

of Nova Scotia's expenditures were on these services, while the 

provinces as a whole spent 36%: and up to 1926, Nova Scotia 

did not add much to these services so that by the latter year, 

only 21% of expenditure went to education and welfare. According- 

ly it is accurate to say that expenditures on social services 

were lagging considerably behind the growth of such services 



elsewhere in Canada, a circumstance that drew forth the 

sympathy of the Inter-Provincial Conference in 1926, and 

evoked special consideration from the Duncan Commission 

(p.19 report). The interim payments recommended by this 

Commission were intended to allow the Province to undertake, 

among other things, a more extensive programme of such services. 

The post-war financial history of Nova Scotia 

(and New Brunswick) is important in revealing the first notable 

example in Canada of regional economic retardation that was 

sufficiently persistent and widespread to indicate the need for 

remedial action. The retardation reduced the revenue possibili-

ties of the provincial government, and at the same time increased 

its expenditure requirements. The circumstances called for 

capital expenditures that would increase investment in the 

region, and implied also that social needs would tend to be 

greater than in a region enjoying a rapid increase in wealth. 

But retardation rendered such government expenditure policies 

difficult. 

Economic conditions did little to increase the 

taxable capacity within the area. The Province could either 

apply current revenue (and new borrowings) to what seemed to be 

productive expenditures, or could concentrate on social and other 

services that would mitigate the effects of the economic position. 

Up to 1926, Nova Scotia relied mainly on the former policy, and 

extended public works, and the power undertaking. But this 

policy left less than half the revenues avail&:le for govern-

ment, welfare, etc., and anyway the government investment was 

not sufficient to offset the factors causing retardation. In so 

far as the Maritime economic position was due to lack of resources 

comparable to those of other regions in Canada;  7)r to the loss 

of ability through emigration of many enterprising persons, or 

to lack of a national economic policy designed to profit this 

area as a whole.  the developmental expenditures of the Province 
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could hardly offset the direct and indirect effects of all 

these factors. These factors had operated for some time, and 

their effects had sunk into the economy. To that extent, 

their influence was strong, and the investment expenditures of 

the Province did not counterbalance them. The government 

investment helped to maintain households and firms, but created 

no spectacular increase in private investment in the region. 

And at the same time, the level of debts and of public works 

expenditures left little revenue available for other services. 

But other provinces, not affected by underlying difficulties 

that severely curtailed their revenue possiblities, were 

improving their standard of social services, and the Nova Scotia 

government was therefore confronted with a popular demand for 

services on standards comparable to those maintained by other 

provinces. In view of the economic difficulties, especially 

in certain districts, the need for government social services, 

free or at less than cost, seemed to be greater in the Maritimes 

than in areas of Canada where income levels were higher. 

Welfare expenditures lagged up to 1927 in Nova Scotia, 

as did also expenditures on education and agriculture, but 

thereafter the broadening of the tax base by the introduction 

of gasoline taxes, the increased Dominion subsidy, extension of 

Dominion help in transport rates, public works, coal movements, 

port development, and the renewal of optimism that followed 

these undertakings enabled the provincial government to give 

increased attention to social and other services. It estab-

lished a training school for defective children in 1927, it 

considered again the possibility of paying old age pensions, it 

increased teachers' salaries, gave credit to farmers on long 

time mortgages, granted mothers' allowances, and made larger 

grants for hospitals and nursing, etc. In short, the history 

of the 1926-36 period is largely the history of the attempt to 

raise the standard of social services to levels comparable with 
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those elsewhere in Canada. This did not involve any reduction 

in development expenditures. They still continued to expand, 

even more rapidly than before. The consequence was that the 

increase in debt was much faster between 1926 and 1936 than in 

1916-26, despite the widening of the revenue base. Between 
(1) 

1926 and 1936, outstanding debt increased by almost $46 million. 

As a proportion of this total, the direct relief payments in-

volved by the depression were comparatively small, amounting to 

over $2 million. But in addition to this, the Province provided 

relief work on roads, which, according to the balance sheet 

amounted to $5,2 million, and relief work grants to municipalities 

of 0.5 million. In all, however, the relief costs did not 

form a large proportion of the debt growth. Direct relief 

payments declined after 1933, although not with any rapidity 

until 1936 when the new government highway programme was well 

advanced, and general economic recovery was more pronounced. 

In short, relief costs proved fairly intractable until the 

Province had established a new level of government investment, 

a level that will remain until the hard-surfacing of highways 

is completed (i.e. at least until the end of 1938). The fixity 

of relief costs until 1936 is not unconnected with the fact 

that after 1930 opportunities for emigration to the U.S.A. and 

central Canada were reduced and the working population grew 

beyond what appears to have been the normal absorptive capacity 

of the Province. Government investment in highways since 1934 

has helped to take care of this problem, just as it helped 

to lower the maintenance costs of roads charged to current 

oxpendituresI but after completion of the highway programme 

further works may be needed to create employment, just as there 

will be a need for high maintenance costs on highways as the new 

roads suffer wear. In other words, the low level of direct 

(1) From $38.6 million in 1926 to $84.5 million in 1936. 
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(2) 
relief costs in 1936 was due, in large measure, to the 

government investment policy, as was also the level of current. 

maintenance costs on roads. The level of total current ex-

penditures of 1936 cannot therefore be taken as a measure of pro-

bable current expenditures in the near future, unless some new 

set of government capital expenditures follow on after the com-

pletion of the highway programme. In 1935 and 1936, the govern-

ment investment in the new provincial building also served to 

maintain the construction industry. 

In Nova Scotia the depression was met by the government 

by the provision of now equipment, as in highways, and by in-

creased aids to industry, especially agriculture, fisheries, and 

mining. These aids are revealed in both capital and current 

creased by 

loans (e.g. 

in all in- 

1.5 million since 1929, the government control of 

account. They have taken the form of advances and 

Land Settlement, Fishermen's Loans etc.) that have 

the Inverness Coal Mine, and more intensive work on agriculture 

out of ourrent account. These expenditures for intensive 

development are still comparatively modest, but they appear to 

be a corollary to the expenditures on the extensive equipment 

like roads, rural electrification, etc. So long as the trend 

of labour and capital has been away, rather than to, the Province, 

intensive development may need to be fostered, partly to maintain 

the present economic position, but also to utilize the extensive 

equipment already provided. After completion of the road pro-

gramme in the near future, this intensive development, already 

aimed at certain industries - the fisheries, agriculture, gold 

mining, etc. - may prove to be necessary on a somewhat wider 

scale, in order to secure a more balanced economy, and in order 

to offset the influence of certain long-time factors that create 

economic difficulty. 

(2) 
	

95,000 as against $674,000 in 1933. 
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The expenditure system in Nova Scotia, which re- 

flects its needs with respect to public works, and which was 

dominated by debt charges and highways works in 1926, still 

reveals these characteristics. By 1936, however, debt charges, 

less interest revenue, accounted for 28% of the expenditures, as 

against 26% in 1926: ih the interim, the proportion of ordinary 

expenditure absorbed by highways had diminished, as a result of the 

capital improvements on the roads. But even in 1936 net debt 

charges and highways absorbed 50% of the expenditure. The items 

that had grown in relative importance during this period were 

welfare and education, particularly welfare, which rose from 9% of 

expenditure, to 2 . In the provinces as a whole, welfare was by 

1936 absorbing 35% of the total expenditure. The main upthrust to 

the welfare costs in Nova Scotia cane with the introducing of 

mothers' allowances in 1931, and of old age pensions in 1934: By.  

1936 these two services formed over half the welfare expenditures. 

The remaining expenditures on welfare (health, institutions, 

hospitals, etc.,) are still at their 1928 level, It is likely 

that the health services will increase in the future. On no 

point was the Provincial Economic Commission (1934) more impressed 

than the need for extending medical services to areas unable to 

meet the costs of such facilities. Rural depopulation involved 

the breakdown of the system of medical attention (Report p.203), 

and so far, the Province had been unable to take any major steps 

to remedy this position. Any buoyancy of revenue would probably 

mean therefore a still greater expenditure to meet this obvious 

need. The preservation of at least some  of the rural regions 

probably requires an increase in health services to implement 

the other maintenance expenditures (i.e. for the utilization of 

whatever opportunities for development may be created by highway 

improvement, rural electrification, aids to agriculture, 

fisheries, to general and technical education, etc.). 
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After welfare, education was the second growing 

expenditure in the 1926-36 period. In 1926 it absorbed 

13%, and in 1936, 14% of the total expenditures, the actual 

education expenditure having risen from $636,000 to $1,210,000, 

Almost half of the increase went in aid to teachers, school 

grants and free school books making up most of the balance, 

Despite the aid to teachers, their salaries are still compara-

tively low. There are over 1,700 school units in the Province, 

each levying its own tax rate. Because of the needs of the 

backward areas and their small school units, there has been 

an inevitable growth in the proportion of provincial to total 

expenditure on education, but the need for still further outlay 

and reorganization is evident. While the grant for free school 

books gives relief to individuals, it does little to improve 

the system as a whole. The Province has still no vocational 

school, 

The proportion of expenditure that goes to general 
(3) 

government is lower than that of most provinces. The same low 

proportion of expenditure on government is found in New Brunswick, 

To some extent, the difficulty of improving the standard of the 

civil service may be due to the "frugality" of the Maritime 

administrations. Civil service salaries were cut during the 

depression years. 

The Provincial Economic Inquiry (1934), following 

on the investigation and recommendations on the civil service 

by Professor Dawson, placed at the "fore front of its recommen-

dations" (p.87) the suggested reform of the civil service, 

So far as the future development of the provincial economy 

requires skilled investigation and supervision, the Province 

may find it necessary to increase expenditures on general 

government. 

(3) For general government, 6% in Nova Scotia as against 7% 
for the provinces as a whole. For general government, legislation 
and administration of justice, 8% for Nova Scotia as against 
12% for the provinces as a whole, 
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Expenditures on public domain are small and 

have been kept fairly constant. Expenditures on agriculture 

have increased, but those on forests have fallen, perhaps 

below the minimum necessary in a region where conservation and 

protection are imperative. This 

in the future, 

Total expenditures on 

item is likely to increase 

current account have risen 

fromi.0 million in 1926, to $8.8 million in 1936, and there 

are indications that the rate of growth is likely to be main-

tained for some time. 

The revenue system in 1936 depended to a considerable 

extent on taxes, which yielded 45% of the total revenue. The 

federal subsidy produced 20%, licences 15%, liquor control 12% 

and the domain 8%. These proportions had changed somewhat over 

the last decade, The proportion contributed by the federal sub-

sidy increased as a result of the Duncan and White Commissions" 

recommendations. Liquor control profita also increased, 

In an economy where the level of the regional income 

tends to be low and the number of taxable subjects is not large, 

taxes have to be raised without adding much to the costs of 

enterprises, otherwise they may offset whatever beneficial effects 

emerge from the government's expenditure policy, and may even . 

create further expenditure needs in the Province, for welfare, 

etc. This characteristic of regions suffering economic difficulty 

necessitates a careful adjusLment of their revenue systems. 

Thus, while Nova Scotia has no income tax, it has high gasoline 

taxes, high licence fees for gasoline stations, comparatively 

high corporation taxes of certain sorts, and comparatively high 

succession duty rates. There is an attempt to secure the 

revenues in ways that will be least harmful to the local 

economy. 
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It is not surprising, therefore, that the revenue 

raised by the Province has depended more and more on gasoline 

and automobile taxes. In 1926 these together formed 18% of 
(4) 

the 	revenue raised by the Province, but in 1936, they formed 

31%. It is to be noted, however, that the gas tax rates are 

now very high, and that it is undesirable to have too large 

a spread between the Nova Scotia and New England gasoline 

prices, lest tourists should begin to resent the high rates. 

The other notable increase in revenue raised came from liquor 

control, which yielded $50,000 in 1926, and $1,105,000 in 1936. 

Over the period under review, the corporation 

taxes increased in amount, following the increased rates on 

banks, insurance companies, etc., in 1932, and the new taxes 

on chain stores and small companies, but these changes produced 

no marked increase in yield. 

In 1926, corporation taxes produced p779,000 and 

in 1936 $1,118,000 due mainly to the increase in taxes on 

banks, insurance companies and miscellaneous companies' 

capital stock. Succession duties showed no marked change in the 

period. 

With limited revenue possibilities and expanding 

expenditure needs, the Province did not find it easy to es-

tablish a favourable accounting position at any time during 

the period. On ordinary account deficits were more frequent 

than surpluses, and capital expenditures were fairly constant 

until raised in 1935, so that the overall deficit and the 

increase in outstanding debt was fairly constant until the 

depression. Between 1926 and 1930, the debt increase was due 

(4) In 193&, provincial revenues, after deduct1ng the subsidy, 
were $7,579,000, of which $1,730,000 came from gasoline taxes 
and $1,249,000 from motor licences, 
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mainly to capital works. Debt rose by almost $17 million, 

$8 million of which went in advances to the power commission: 

the remainder went largely to public works, principally roads 

up to 1928, and in 1929 to mining development in the Inverness 

Mine. 

Nova Scotia's capital expenditures, unlike those 

of other provinces, did not vary much in size between the boom 

and the depression years. In the three boom years (1927-9 

inclusive) the capital expenditures amounted to $6.6 million: 

in the three depression years (1930-32 inclusive) they were 

slightly higher at $7.1 million. In the recovery years, 

they reached higher levels, and were $7.7 million for 1936 

alone, the highway programme then being the outstanding work. 

The maintenance of capital expenditures in the depression, and 

their enlargement after 1934 probably were significant elements 

in the process of recovery, especially since the highway works 

touched most areas of the Province. 	The following table indi- 

cates the position after 1932. 

1933 1934 	1935 1936 
(14E7F.) 

(millions of $) 

Current deficit (-) 
or surplus (+) -1.9 -1.7 	-1.1 + 	.7 

Capital Expen-
diture 3.2 2.1 	5.7 7.7 

Over-all deficit 5.1 3.7 	6.8 7.0 

In 1933, the current deficit was at its peak. All 

revenue items (except the subsidy) reflected the depression 

conditions. The main declines between 1932 and 1933 in 

revenue were in taxes ($391,000) licences ($63,000), liquor 

($303,000) and domain(S99,000). The year of lowest revenue 

after 1929 coincided with the peak of direct relief payments, 

and a current deficit of X1.9 million resulted. Expenditures 

continued to rise a little, although 1936 expenditures were 
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very little above the 1934 level. In the interim, direct 

relief costs had fallen, but the introduction of old age 

pension payments in 1934 raised the welfare costs. Debt 

charges were up by 1936, and education had also risen. After 

1933 revenues proved more buoyant. The revenues from gasoline 

tax and motor licences rose by l million, or nearly one-third of 

the total revenue increase. The increase in liquor profits, 

federal subsidy (White Commission recommendation) and domain 

revenues made up the remainder, As a result of the revenue in- 

creases, current deficits declined rapidly after 1934, and a surplus 

emerged in 1936. In 1935 and 1936, however, the capital 

expenditures rose to new levels for Nova Scotia. In 1934, 

public works had involved $1.6 million of government investment, 

but by 1936 the total was $7.4 million, ($6.5 million going 

to hard-surfacing of highways, and $0.7 million to the new govern- 

ment building in Halifax.) The increase in outstanding debt was 

6.0 million in 1936. , In 1933, the debt increase was $6.8 

million, but in that year the current deficit was an important 

contributor,,  

Summary 

(1) Economic difficulty confronted certain parts of the 

Province in the pre-war period, but it was not until after the 

War, when other provinces were recovering from the post-war 

depression while Nova Scotia (and New Brunswick) were still 

experiencing some economic stagnation, that the special 

economic problems of the region were evident. 

In Nova Scotia, the revenues were limited, and the 

expenditurc, system became increasingly dominated by debt charges 

and highway works, aimed at the development of the Province, 
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(2) 	The effect of the Duncan Commission recommendations 

was to remove some of the difficulties, and with improved 

revenues the Province was able to give increased attention 

to welfare and other services that were tending to lag in 

expansion as compared with other provinces. 

43) 
	

The depression from 1930-3 which impinged on an 

already comparatively weak situation, limited revenues 

further, and added to expenditure needs, particularly for 

direct relief . 

(4) 	The increased government investment in the recovery 

period, coupled with small aids towards intensive development 

of certain industries, yielded a measure of economic improve-

ment that helped to reduce direct relief costs, and to stimulate 

certain revenue, particularly gasoline taxes and automobile 

licences. The "White subsidy" also helped the improvement 

of revenues. 

( 5 ) 
	

Capital expenditures in the past few years have 

been directed largely at road building. As already indicated, 

this investment has probably gone far to aid recovery and 

to provide employment for the increased working population. 

It has probably also encouraged the growth of the tourist 

trade, and this in turn has affected the yields of the gasoline 

taxes in the past few years. The successful operation of a 

tourist industry probably requires more than the laying .down 

of highways, and some additional government expenditures on 

the national park, and perhaps on equipment, and towards 

training in tourist service may prove necessary. The value 

of this industry to the government is not to be measured only 

by the direct returns received in gasoline or other revenues, 

but also by the provision of small cash incomes to households 

in rural districts. A successful tourist trade might not add. 

greatly to revenues, but it would reduce the expenditure needs 
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of the government if it yielded cash incomes in rural or 

partially distressed areas. Road building may also encourage 

road transport and may ultimately affect transportation costs 

within Nova Scotia and between the Province and other regions, 

an end which would be just as important in reducing the future 

expenditure requirements of the Province as in raising its 

revenues. 

(6) 	The revenue basis is still narrow and the recent 

sources of increase are unlikely to provide a steady uptrend 

into the future. Furthermore, the expenditure needs on welfare 

and education tend to,be long-term. The needs are greater 

than in some other regions, the taxable sources are fewer . 

Lack of economic resiliency reduces the number of taxable 

subjects, and a cessatiOn of government investment might again 

indicate the limited possibilities for expansion in the region. 

Even with the recent levels of government activity, there are 

still certain pockets of unemployment within the Province, 

and these areas have all the characteristics of so-called distres-

sed areas. 
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The Financial Position of New Brunswick 

New Brunswick in common with Nova Scotia encountered 

economic difficulty in the confederation period on account of 

the change in the technique of production, and the abrogation 

of the reciprocity treaty with the United States of America. 

The New Brunswick economy was based mainly on lumber, ship-

building, and fishing. These industries met competition from 

steamships and railways, while cheap accessible supplies of 

timber within New Brunswick ware becoming more scarce, and new 

supplies were being opened elsewhere. These conditions affected 

the fiscal position in two ways, restricting revenues within 

the Province, and necessitating new expenditures on roads and 

railways to promote development. Like Nova Scotia, but not to 

the same extent, New Brunswick enjoyed a period of some financial 

ease after 1873 (i.e. after the general increase in allowance at 

Ottawa, and the special allowance for liplber duties). New 

Brunswick, however, did not use up its Ottawa reserve so rapidly 

as did Nova Scotia. Nevertheless, at the end of the century, 

expenditures tended to outstrip revenues, and debt increased 

by the building of roads and railways. In the Maritimes the 

railroad problem was especially difficult, because water compe-

tition was keen, the railway facilities were idle for long 

periods in the year, and government assistance was pro tanto 

increased. In these conditions the Province had to extend its 

tax system in 1892, by the introduction of some corporation taxes 

and small succession duties, and at the same time pursued its 

claims against the federal government for arrears on the sale of 

the Eastern Railway Company (sold to the Dominion in 1884). 

Then, as after the Great War, the burden of uneconomic railways 

was a major issue in the New Brunswick economy. 

At the turn of the century, New Brunswick was receiving 

64% of its revenues from the Dominion grant, 23 from Crown lands 

and 11% from taxes (corporation, succession duties and liquor 



- 124 - 

(1) 
licences). 	On the expenditure side, education was the 

largest item, followed by public works, interest, and bridges. 

These accounted for almost two-thirds of the expenditure, the 

remainder being on government (justice, legislation, government 

and assembly), agriculture and health. 

The improvement in world trade after the turn of the 

century led to increased lumber prices, and at the same time 

improved communications within. New Brunswick gave access to some 

new timber sources, so that the revenue from the Crown lands 

increased greatly, and by 1911 formed 39% of the total revenues, 
(2) 

almost as high a proportion as the Dominion subsidies. 

The period from the opening of the century to the be-

ginning of the War was important in the financial history of 

New Brunswick. The government was inclined to pursue a double-

headed economic policy that was not usual among Canadian provinces 

in the pre-war period, but has become more common in the depressed 

provinces in recent times. It was the policy of providing both 

extensive uapital equipment (railways, roads, public works, etc.) 

and of providing also more intensively directed aids to certain 

industries to help them to increase their utilization of this 

extensive. equipment. Before the War, the emphasis in most 

provinces was mainly on the provision of extensive equipment, 

and private enterprise invariably proceeded, in greater or less 

degree, to develop within that framework of transport, public 

works, and institutions. In New Brunswick, however, the 

spreading of capital equipment had to be implemented by aids 

directed at intensive development in certain industries and 

places. On the one side, since other Canadian governments were 

providing what seemed to be the basic conditions of expansion 

In 1900 the total revenues were 3758,988, of which the 
Federal Subsidy yielded 3483,491, Public Domain $175,818, 
Succession duties 339,522, Corporation taxes 325,352 and Liquor 
licences 321,628. 

By 1911, total revenues were 31,347,077, of which the 
subsidy yielded 3621,360 and the public domain 3529,660, between 
them amounting to 85% of the revenue. 
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by the extension of transport facilities and public works, it 

appeared that if New Brunswick were properly equipped with such 

works, Saint John might become 3the New York of Canada3. The 

decision to undertake the Saint John-q,uebec Railway (1912), so 

that Saint John would become the terminus of all transcontinental 

lines, was base& on. expectations of such developmental possibili-

ties, and on the need to integrate the railway system begun before 

Confederation and extended by the construction of many short 

stretches of line. But on the other hand, the opening of the West, 

and the shift to dairy-farming in Ontario, were already creating 

competitive difficulty for New Brunswick agriculture, so that 

support had to be given in an intensive way to this industry. 

Encouragement was given to immigration, and attempts were made to 

improve the attractiveness of rural life (farms for settlers, 

improved roads, and an extension of the agricultural education 

programme after the Agriculture Aid Act of the 'Federal Government 

in 1913). At the same time, attention was given to the expansion 

of the potato trade with Cuba, to the development of gas and oil 

in Albert, and to the coal industry in ,leen's. To further such 

intensive aid, new capital works were sometimes necessary (e.g. 

railway into Queen's and roads to farm areas). 

As a result of this expenditure policy, and of the tardy 

development of manufactures, even as compared with Nova Scotia, 

the provincial revenues failed to keep pace with expenditures, 

despite, new succession duties (1905), new taxes on banks and 

insurance companies, new taxes from the Highways Acts of different 

years, a change in Crown land policy with respect to timber and 

pulp licences, and a new tax on municipalities to assist the 

hospitals. The debt grew steadily from 1900, so that by 1913 the 

New Brunswick debt was about equal to that of Nova Scotia, while 

her economy was less diversified.. General economic conditions 

served to encourage claims against Ottawa, claims for a share of 

the Halifax Award, claims for compensation for the liberal 
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subsidies given to the new provinces, claims for compensation 

for the extension of boundaries in Ontario and '2uebec (that 

might contain "many Cobalts"), and general resentment at the 

loss of federal seats and at the implications of this loss. 

New Brunswick entered the war period with a debt burden that 

was gradually becoming heavy, especially in view of the fact 

that economic progress was not so rapid as in other regions in 

Canada. By 1913, the outstanding debt of the Province was 

$11.5 million., Of this total X4.1 million was indirect debt 

covering railway guarantees, the largest of which was the Saint 

John and quebec Railway Company, that was later assumed by the 

Province (1917), $3.2 million had been directly incurred for 

highways and bridges, and 02.2 million for railway subsidies. 

The direct bonds amounted to t6 million and the treasury bills 

to just less than $1 million. The main source of revenue was 

still the subsidy, with public domain yielding the second item: 

between them they produced 81% of the 

yielded 11%, succession duties being 

expenditures were as follows:- 

total revenue. 	Taxes 

the main element. 	Current 

Expenditures 1913 
V)00 

Highways, Bridges 356.8 
Education 277.1 
Debt charges (less interest received) 257.1 
Government (including Tustice and 
Legislation) 200.8 

Public Welfare 99.8 
Public Domain 75.8 
Agriculture 58.5 
Other 28.0 

Total 1,353.9 

At the outbreak of the War, then the province still 

depended mainly on the revenues that had been apportioned at 

Confederation, viz., the subsidy and the territorial revenue. 

Direct taxes were still insignificant. But the expenditure 

system was beginning to reflect the special needs of the Province, 

as well as the general trend of growth that affected education, 
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highways, etc. in all provinces. The debt charge in 1913 

had grown to 19% of the expenditures, reflecting the extent 

of provincial developmental undertakings. 

The War however served to reveal the factors that were 

dominating the economic, and therefore the financial, position 

of the Province. The War boom and high lumber prices encouraged 
(3) 

that industry and this reflected itself in the domain revenues. 

At the same time, the boom stimulated certain other revenues. 

The special tax on insurance premiums proved buoyant. New taxes 

on amusement and on wild lands, and new basic rates of succession 

duty, also served to raise the level of taxes from $159,000 in 

1913 to $611,000 by 1921. The same boom stimulated the revenue 

from licences, particularly motor licences which rose from 

11,100 to $274,400 by 1921. Revenues as a whole rose from 

$1.4 million in 1913 to $2.7 million in 1921. The new level of 

revenue permitted new government commitments, both on current and 

on capital account, As a result, by 1921 expenditures had grown 

by 151% over the 1913 level, as against 87% for all provinces, 

and outstanding in this growth was the new level of debt charges. 

In New Brunswick, as in other parts of the country, the rise in 

costs during the War had burdened .the newly constructed railways, 

and railway liabilities which had been only indirect before the 

War, had tended to become direct. In New Brunswick, the Saint 

John and Quebec Railway Company was the main example: its bonds 

were assumed directly by the Province in 1917, and by 1921 the 

government investment in railways totalled $8.9 million, apart from 

the railway subsidies of $2.3 million. The other main capital 

expenditure during the War period was on highways. The Province 

had 11,000 bridges to maintain and renew, and a new road programme 

was begun to improve the highways for the growing motor traffic. 

Between 1913 and 1921, $8 million were spent on highways from 

capital account. Furthermore, the potentialities of hydro power 

were considered by a commission in 1918, and a power commission  

(3) Domain revenues were $502,200 in 1913: $1,107,000 in 1921. 
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was established in 1920, with plans for developing power for 

Saint John. The government advanced 41?2 million for this in the 

first year, %l.6 having been spent by 1921, 

As a result of these undertakings, a new level of 

debt charges emerged during the war period. The revenues 

however were buoyed up by the war boom, especially the domain 

revenues, but as a whole, the revenue basis was comparatively 

narrow, the subsidy and donsin revenues still forming nearly 

two-thirds of the total. While the subsidy proved stable enough, 

there was no such assurance about the domain revenue, which 

depended largely on the lumber market, and on the state of the 

province's lumber resources in comparison with the resources of 

other areas at home and abroad, And the remainder of the revenue 

system from taxes and licences was limited by the buoyancy of the 

regional income. These tax revenues, as well as the domain 

revenues, had been pushed up by the war boom, and new commitments 

had been undertaken, If revenues failed to be sustained, the 

new level of debt charges would prove burdensome, and might 

lead to contraction of other current services. By 1921 net debt 

charges formed 31% of the total expenditures, as against 19% in 

the 1913 period, In addition, the new work on highways and 

bridges required increased maintenance charges, as did also 

the public domain, particularly for forest services and for 

fire ranging. Given these conditions, other services, like 

education and welfare, would have to be kept in check, unless 

revenues proved buoyant. A comparison of the 1913 and 1921 

current expenditures (excluding sinking fund payments) follows: 

EXPENDITURE 

1913 

$000 

1921 

Highways, Bridges, etc, 356.8 834.0 
Education 277,1 442.2 
Debt charges(less interest received) 257,1 1,057.7 
Government (including Justice and  

Legislation) 200.8 471.7 
Public Welfare 99.8 231.8 
Public Domain 75.8 277.0 
Agriculture 58;5 72;5 
Other 280 6;8 

Total 1,3637 31393.7 
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But forest production did not maintain its war-time 

values. Since 1920 there has been a steady decline, with some 

revival in 1924, and in 1928, and a deep depression in 1933. 
(4) 

The revenue producing ability of the Crown lands has contracted, 

not quite to the same extent as the net value of production, but 

since the costs of fire ranging tend to increase, the net surplus 

after deducting forest expenditures from forest revenues, fell 

by 57% between 1921 and 1936, and the net government returns in 

the depression years were less than 3% per annum of the value 

of forest production. 

While forest revenues declined in the post-war period 

from their war boom levels, other revenues did not prove buoyant. 

The post-war depression affected not only the lumber trade, but 

also agriculture and shipping, and the regional income in New 

Brunswick, as in Nova Scotia, began to indicate the peculiar 

conditions that were affecting the Maritime economy. These 

conditions had been present in the pre-war period, but the 

general Canadian boom at that time promoted some economic progress, 

in the Maritimes, even if slower than elsewhere. The war boom 

again tended to hide the operation of adverse factors. In the 

post-war period, these factors became more apparent, and even 

when the Canadian economy as a whole began its recovery from the 

immediate post-war depression, the Maritime Provinces lagged in 

this recovery. Throughout the post-war years up to the time of 

the Duncan Commission, New Brunswick experienced growing expendi-

ture needs, but no particular expansion of the revenue possibili- 

ties. 	In the post-war period the extent to which the government 
(4) 

1913 1921 	1928 	1933 	1936 
----$ood----  

Forest Revenues 4067 972.9 1,042.1 374.9 546.2 
Wild Lands Tax 55.4 	54.2 55.8 59.1 
Total Revenue 76677 1,028.3 1,096.3 430.7 605.3 

Forest Expenditure 31.5 214.9 	141.1 149.5 191.8 
Forest "surplus" 375.2 813.4 	955.2 281.2 413.5 

Ratio of "surplus" 
to net value of forest 
production 3.5% 	4.3% 2.9% 2.210 
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has been affected by economic difficulties is indicated by its 

expenditure policy on capital works and on highways. In regions 

in which economic progress is being adequately pushed by private 

enterprise, governments need not expend so much on developmental 

projects. In New Brunswick, the pressure of economic retardation, 

and the attempt to provide works that would encourage enterprise 

(and tourist trade), have been perhaps the main concern of the 

government since the War. The extent to which the government 

has pushed these works is reflected in the fact that since 1921 

net debt charges and highway expenditures on ordinary account have 

consistently absorbed at least 55% of the total expenditure. 

In the depression years after 1930, when most expenditures 

(except welfare) had to be pared down, and when highway 

expenditures on current account were also cut, the proportion 

still remained high because increases in net debt charges approximated 

the reductions in highway expenditure. The following table indicates 

the 

[et debt 

extent of these two services: 

1921 	% of 	1925 	% of 	1930 % of 
Total 	Total 	Total ,m••••••••=ff Maga 	 wamg man 

1933 % of 
Total 

1937 % of 
Total 

000 

)harges 1,057.7 31 1,379.3 35 2,011.4 32 2,767.7 48 2,784.0 39 
[ighways 
)tc. 834.0 25 986,5 25 1,894.0 30 700.2 12 1,154.1 16 

'otal 
urrent 
:xpendi- 
,ure 3,393.7 100 3,908.5 100 6,382.2 100 5,792.3 100 7,185.3 100 

For the provinces as a whole, these two services in 

the post-war period absorbed less than one-third of the total 

current expenditures. The dominance of these two itmms in 

New Brunswick current expenditures limited the funds available 

for other services, especially as the lack of real revenue 

possibilities prevented a rise in revenues. 

The capital expenditures which were giving rise to 

new debt levels, were mainly on highways, new electric power 

undertakings, and the Saint John and Quebec Railway. 
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The highway expenditures on capital account had grown 

with the emergence of motor traffic; and the provision of bridges 

in what has been called the "best-watered country in the world" 
(5) 

tended to exceed that of highways until 1926. 	Between 1921 

and 1925 the expenditures on these items amounted to $5 million. 

The other capital expenditure that advanced was for government 

utilities, there being an increase of $3 million between 1921 and 

1925. These two (highways and utilities) accounted for the 

increase in outstanding debt from $28.6 to $36.2 million. In 

utilities, $2 million of the 3 million spent went to the electric 

power commission, and $1 million to railways. By then, investment 

in railways had cost the Province over $9.5 million. Many other 

provinces had by then been relieved of their railway obligations by 

the Canadian National Railway, and provincial opinion in New 

Brunswick indicated that a similar transaction would be just in its 

case. 

While the above capital expenditures were the important 

ones in adding to the provincial debt in the post-warperiod, 

small amounts were involved in certain other projects. 

By 1925, the financial position revealed the difficul-

ties with which the Province was faced. In that year there was a 

current deficit of over half a million dollars. The budgetary 

difficulties were fairly acute, despite the recent buoyancy of 

lumber revenues, the rapid rise in revenues from licences 

(particularly the automobile), and the rise in succession duty 

revenues from 1922. In his 1925 Budget Speech, the Provincial 

Secretary indicated that there would have to be increases in 

corporation (and amusement) taxes, and new taxes on gasoline and 

(5) ,According to the provincial balance sheet, bridges accounted 
for $;6.9 million in 1921, and highways for $4.2 million. By 
1926 highways had advanced beyond bridges, accounting for 
$8.8 million as against $8.7 million for bridges. Since then,,  
the highway expenditures advanced much more rapidly, especiall y 
after the inauguration of the hard-surfacing programme in 1934. 
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on real id personal property and income, based on municipal 

assessment. In view of the weakness of municipal administration, 

the inequality of assessment as between municipalities, the 

incompleteness of returns, the great discrepancies between the 

municipal assessment and the federal census returns on farm 

values, it did not appear as if the new income tax would be very 

equitable. It was not imposed, but other proposed changes were 

made. A gasoline tax of 3 cents per gallon was introduced, and 

there was an increase in certain of the corporation taxes, and in 

the amusement tax. An increase in tax revenues in 1926 resulted 

as may be seen in the following 

1925 

table: 

Revenues 

Increase 1926 

$000 

Corporation taxes 244 644` 400 
Gasoline Tax 118,  118 
Amusement taxes 49 54 5 

The tax changes yielded $523,000 additional revenue 9  

It happened also that succession duties increased in 1926, so 

that total taxes rose by $544,200 in that year, while revenues 

as a whole rose by 8693,300, and a small surplus emerged on 

current account. In 1927, however, the Duncan Report was im-

plemented by an additional federal grant of $600,000, and some 

of the new corporation taxes were remitted. They fell from 

$644,000 in 1926 to $413,000 in 1927, the fall in bank taxation 

and insurance premium taxes accounting for the bulk of the 

decline. This decline was of course more than offset by the 

increased federal subsidy, which had been equivalent to a 15% 

rise in revenues. Whereas the subsidy in 1926 had represented 

only 16% of the revenue, it rose to 24% in 1927. Despite the 

reduction in corporation taxes, revenues as a whole rose by more 

than the additional subsidy. 
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The implementing of the Duncan recommendations 

coincided with some improvement in New Brunswick trade, and a 

period of some optimism lasted till 1929. 1926 was a comparative-

ly good year in production, and in addition the Duncan Commission 

had made special recommendations with respect to freight rate 

reductions, port development, and further inquiry into the Saint 

John - Quebec Railway situation. The boom that affected the 

whole Canadian economy occurred on a smaller scale in the 

Maritimes, and some buoyancy of revenues resulted. Public 

domain revenues rose by 19% between 1926 and 1928, but turned 

downwards again in 1929. Other revenues however continued to 

expand till 1930, and a surplus on ordinary account resulted in 

each year from 1926 to 1929. The main changes in the revenue 

position may be seen in the following table: 

1926 1930 Increase or decrease x 
$000 

Liquor Control 417.3 1,544.3 1,127.0 
Federal Subsidy 6668 1,266.8 600.0 
Licences 622.5 965.8 343.3 
Domain 1,045.9 880,0 165.9 x 
Taxes 1,255.8 1,600.2 344,6 
Miscellaneous 56.6 46.9 9.7 x 

Total 4,064.7 6,304.0 2,239.3 

About half of the increase in revenue came from liquor, 

a new form of liquor control having been established by 1928. 

One quarter of the increase was due to the "Duncan subsidy", 

and the remainder cane principally from taxes and motor licences. 

The revenue system was still narrow however, The increase in 

liquor profits, which vary directly with public spending could 

not be regarded as permanent. The federal subsidy increase was 

due to a special investigation, and would prove stable. The motor 

licence increase was aim likely to have fairly definite limits. 

Taxes increased by 27.4% but public domain revenues declined by 

15.9%. Corporation taxes had fallen by the remission of 

taxation after the increased subsidy: But these declineshad been 
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just more than offset by the increased yield of gasoline taxes 
(6) 

( 528,000). 	By 1930, taxation was yielding only 24% of the 

revenue. 

The increased buoyancy of total revenues permitted 

again new expenditures on both current and capital account. 

The current expenditures rose as follows: 

ExIoenditures  

Highways 
Net debt charges 
Government (including 

1926 1930 Increase 

000 

872.0 
1,510.5 

1,894:0 
2,011.4 

1,022,0 
500.9 

Justice and Legislation) 467.0 729.6 262:6 
Welfare 270.0 440.4 170.4 
Domain 177:2 353.4 176:2 
Education 539.9 693:2 153,3 
Agriculture 107.0 243,2 136.2 
Miscellaneous 14.1 17.0 2.9 

Total 3,957.7 6,382.2 2,424.5 

Highways, debt, and government absorbed three-quarters 

of the increased expenditure. Highways received the main benefit 

of the new expenditure level, accounting for 42% of the increase. 

Debt was next taking 21%, then government with 11%. The growth 

of provincial police costs, and of government departments, accoun-

ted for the increased expenditure on government. Debt and high-

ways dominated the level of expenditure, and absorbed most of the 

increases: debt accounted for 32% of the total and highways 30%. 

Education accounted for 11% as against an average of 18% for all 

provinces, and welfare for less than 7% against an average of 

20% in all provinces. But in New Brunswick new demands were 

emerging with respect to welfare and education, demands for the 

establishment of social services on levels comparable to those 

in other provinces. The Province increased its expenditures 

1-67--Th-.6-Triereased yield of-gasoline taxation was partly due to 
the growth of road traffic.., and partly to the increase in tax 
rate to 5 cent's per gallon in 1929. 
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on public health, and on provincial institutions during this 

period, but the demand for additional hospital grants, child 

welfare services, old age pensions, and mothers' allowances was 

insistent. In 1930 it was decided to institute old age pension 

payments, but the advent of the depression caused a postponement 

of payments until 1936. The other welfare services are still 

on a very modest scale. In education, in 1928 and 1929, the 

increased expenditures went largely to free school books, but 

by 1930 this particular expenditure was smaller, and the new 

education expenses were going also to school grants and teachers' 

superannuation. Highway expenditures and debt charges, however, 

so far dominated the expenditure system that concessions to welfare 

depended almost entirely on the emergence of further revenues. 

During the boom, the debt rose by another $15 million. 

In 1921, 1925 and 1926, the total expenditure (current and 

capital) had averaged over $5 million but in 1927 it 

rose to $6.6 million, then to $9.0 million, then to $11.6 million, 

and in 1930 to $13.9 million, a level not reached again until 

1937, when the 1930 peak was exceeded, and the total expenditure 

reached $17,0 million. The 015 million increase in outstanding 

debt occurred despite the sale of the Saint John and Quebec 

Railway to the Canadian National Railways in 1929. The railway 

was sold for 06 million, of which $2.7 million were paid by the 

assumption of bonds outstanding. The Province wrote off $2.96 

million of the railway investment as a capital loss. The main 

expenditure contributing to the debt increase was the highway 

expenditure which approximated $17 million in the boom period, 

the annual outlay increasing as the boom years advanced, and 

reaching a peak in 1930 ($6.6 million). In the boom years 

also, additional investment was made in the power commission, 

the expenditure beginning to rise in 1930. Even in the boom 

period, then, the Province was subject to financial pressure 

in two ways. On the one side, the expenditure needs were 
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growing; first, through the necessity of maintaining development 

expenditures and, second, through the new demands for social 

services that would be comparable in standard to those given 

by other governments. On the other side, the revenue possibilities 

were limited, despite the increased Dominion subsidy. Some 

previous Dominion grants-in-aid (subventions) were tapering off, 

and the Province's own revenue-raising powers were inherently 

weak by reason of the lack of diversity in its economy. The 

need seemed to be to lighten tax burdens, because of the citizens' 

strong antipathy to direct taxation and because of the apparent 

lack of an income level among the mass of voters that could 

provide a taxable sarplus. At the same time, the proportion of 

revenue going to net debt charges (32%) was much higher than in 

any other province (general average 17%), so that the debt 

history of the Province was already threatening to dominate the 

public finance system, and its future direction. 

The effect of the depression has been to hasten the 

forces making for enlargement of the public finance system. 

It involved a new level of borrowing, mainly for public works, 

for deficits, for the power commission, and for relief: as a 

result debt charges rose still higher. At the same time, the 

costs of welfare in the current expenditures were pushed up: 

highway maintenance chRrges have not recovered to their 1930 

levels, but in part this was due to the new road programme on 

capital account. Since 1930, current expenditures have risen 

by 13% and outstanding debt by 56%. The debt increase may be 

indicated broadly. 

$000 
1930 1931 1932 1933 1934 1935 1936 1937 

;urgent Surplus (+)- - - 
or Deficit 	(-) T79 +13 -189 -785 -361 -432 - 48 +357 
3apital Expendi- 
ture. 7 492 4 358 1,823 942 1,w4 031 4 198 9,g11.9_ 

)ver-all Deficit 7,571 4,345 2,012 1,727 1,701 4,463 4,246 9,462 

Debt Increase 6,446 5,786 1,236 1,815 1,404 4,412 5,625 9,145 
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The difference betweeh the over-all deficit and the 

debt growth was due chiefly to changes in advances to utilities, 

and to instalments received for the sale of the Saint John 

Railway. The debt growth was attributable, therefore, mainly 

to the capital works and only about 5% to deficits on 
(7) 

ordinary account. 

The above table indicates that capital expenditures 

were contracted greatly in the depression years to 1933, but 

have since recovered to a new peak, In common with most provinces, 

New Brunswick felt it necessary to rush for cover in the depression, 

by cutting expenditures that could be postponed and by raising 

new revenues. 

In 1932 it was decided to attempt to balance the 

budget, even if that would "impair the efficiency of the services 

of the province", as the provincial secretary then said. Both 

ordinary and capital expenditures were curtailed, and taxes were 

raised in an effort to offset a decline in liquor profits, domain, 

and licences. The gasoline tax was raised from 5 to 7 cents, and 

to 8 cents in 1933. Succession duties were raised, and corpor-

ation taxes of certain sorts (e.g. banks, insurance) were also 

added to. The current deficit declined from 1933, and a surplus 

emerged in 1937. The capital expenditures also expanded greatly 

from their depression low, 

The reduction of capital expenditures from $7.5 million 

in 1930 to $942,000 in 1933 must have had considerable effect on 

the economy of New Brunswick. The decline and recovery in capital 

works occurred as follows: 

$000 

1930 
6,593 
598 

301 

7,492 

Highways 
Buildings 
Other'Advances 
etc. 

Total Capital 
Account 

1931 1932 1933 1934 1935 1936 1937 

	

3,222 1,616 
	

690 1,031 4,732 4,022 9,733 
856 
	

165 
	

143 
	

55 
	

46 
	

67 
	

55 

280 42 109 254 -747 109 31 

	

4,358 1,823 	942 1,340 4,031 4,198 9,819 

(7) Between 1930 and 1937, outstanding debt grew by $20;41 million: 
the current deficits during this period amounted to $1.4 million. 
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New Brunswick, like other Canadian governments, 

apparently extends its capital works in the good years. The main 

highway expenditures of the past three years have been for hard-

surfacing. Apart from the above expenditures, advances to the 

power commission were necessary, these reaching their peak in 

1931. In 1932, 1933 and 1934 net losses on exchange involved in all 

$441,000. From 1931 to date direct relief required financing, with 

also small amounts for municipal relief up to 1934. 

Over the period 1930 to 1937, the government investment 

in highways was by far the most outstanding capital commitment, the 

investment increasing by $25 million in these years. The power 

commission accounted for $3.1 million, and current deficits for 

$1.4 million, Relief, and investment in buildings, each accounted 

for $1.4 million, and exchange for O.5 million. Allowing for the 

change in surplus account, the write-offs and change in current 

assets, the outstanding debt rose by $29.4 million. By October 

1937, the assets in the provincial balance sheet were as follows:- 

,43000 

Current Assets 
Utilities 
Public Works 
Relief, (non-self-supporting) loans, etc. 
Capital losses 
Current Deficits 

5,321 
8,154 
61,796 
5,159 
2,591 
6,940 

89,961 

ass Surplus Accounts - 
Sinking fund reserve 	7,532 
Capital surplus 	 354 
Deferred Revenue 	 112 	 7,998 

Total Outstanding Debt 	 81,963 

In the depression years, the most significant change 

that has occurred in the revenue system has been the growth of 

importance of taxation in the yielding of revenues, The changes 

in gasoline taxes, corporation taxes on banks, insurance and 

extra-provincial companies, and succession duties have increased 

their yields beyond the pre-depression levels. Taxes now produce 



-139 - 

37% of the revenue as against 25% in 1930, and 22% in 1921. 

Taxes increased their yield by over $1 million between 

1930 and 1937. The other revenues that are now above the 1930 

level are licences and subsidies, while liquor profits have 

failed to recover their previous levels. In the new level of 

revenue, the outstanding growth has been in gasoline taxes and 

motor licences, which between them give now 33% of the revenues. 

The following table shows the main revenue changes in the period 

1930-37: 

Revenues  

Increase or  Decrease 	 Increase 
1930-3 	 1933-7 

$000 

Subsidy + 30.7 + 	269,1 
Taxes +109.0 +1,050.9 
Licences -117.2 + 	130,9 
Domain -322,9 + 	530:2 
Liquor -999.0 + 	559.4 

The above table indicates the sensitivity of the 

liquor and domain revenues in the depression period: the 

taxes however kept up in this period. In the recovery years 

(1933-7) all items expanded, the subsidy by reason of the 

White Commission's recommendations and the tax revenue mainly 

by reason of the increase in the yield of the gasoline tax, a 

result of growing use of the highways and an expanding tourist 

trade. The licence revenues also reflect this change. The 

public domain reflects the increase in the lumber business in 

1936 and 1937., Liquor profits have not recovered to the 1930 

levels, despite the fact that 1937 may prove to have been a 

good "recovery" year. The fact that the recent buoyancy of 

revenues has been due very largely to new yields from gasoline 

taxes and automobile licences should indicate that continued 

expansion of this source of revenue can hardly be expected. 

In short, the revenue history of the last two years does not 
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indicate that revenue possibilities have expanded in the province, 

The revenue basis is still narrow, as it probably must be since 

the economy is not highly diversified, and since persistent 

economic difficulty tends to limit the taxable capacity of the 

people, And to leave few taxable reserves for meeting future 

needs, 

Up to 1936 current expenditures continued to out-

strip revenues. Net  debt charges continued to dominate the expen-

diture system, reaching 39% of expenditures by 1937. Other expen-

ditures showed as much growth as the burden of debt and the narrow 

revenues would perait. Significant was the expansion of welfare 

expenditures, which formed only 7% of total expenditure in 1930 

but rose to 17% by 1937, This growth was due largely to relief 

expenditures: between 1930 and 1933 welfare services excluding 

relief fell by $66,000 but then rose again, and the addition of 

old age 1-,ension payments in 1936 raised their total, If relief 

costs ale added to welfare, by 1937 this item had risen to 17% 

of current expenditures. As a consequence of the increase in 

debt and welfare, and in keeping with the limited revenues, many 

other services were contracted, In 1930 highways had accounted 

for 30% of expenditure, but by 1937 they accounted for only 16%. 

But since debt, welfare and highways accounted for 72% of the 

new expenditure level in 1937, it is clear that little increase 

could be afforded to other services like education, agriculture 

or domnin. There was however a slight increase in domain expendi- 

tures. 	The following 

changes in the depression 

table indicates the extent of 

and recovery years: 

Expenditures 

expenditure 

Increase Increase or Decrease 
1930-3 1933-7 

$000 
Net debt charges + 	756.3 + 	16.3 
Welfare 4 	409,4 + 357:3 
Education 94;6 + 132;5 
Justice - 	154.0 + 	49,2 
Legislation - 	32,0 + 	5.4 
Government - 	53.6 -, 	93:8 
Agriculture - 	129.6 + 104;7 
Domain - 	86.8 + 170;9 
Highways -1,193,8 + 453,9 
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Debt and welfare have increased throughout the period. 

Of those cut in the depression, only education, domain, and 

government have been restored above their previous levels. 

SUMMARY 

The New Brunswick economy showed even less 

resiliency than that of Nova Scotia in the post-war period. 

The great dependence on forestry and agriculture, neither of 

which was fitted for any notable expansion, meant that recovery 

from the 1921 depression was difficult, and in. fact in 1928 and 

1929, the net production was still near the 1921 level. There-

after the depression caused contraction. Agriculture tended 

to decline progressively, and forestry failed to recover to its 

War levels. The growth of the pulp industry, which was late 

in the Maritimes, did not provide rural employment opportunities 

comparable to the lumber industry. The Province has not, as 

compared with Ontario and Quebec, been getting a high rate of 

return from its forest resources, and there are indications 

that conservation and protection costs may be increased.:intha 

future. 

The debt problem in New Brunswick had been present 

before the War, and it was attributable largely to the costs 

of roads and bridges, and to the extension of railway develop-

ment. The Saint John Railway was sold out to the Canadian 

National Railways in 1929, and to that extent the burden was. 

lightened. But in the post-war period, the need for highway 

expenditure, and more. recently for the hard-surfacing of high-

ways, and for attention to electric power development, all 

added to the debt burden. Governments elsewhere, by expenditure 

on roads, railways, bridges, public works, and by encouragement 

of agriculture and farm settlement, secured some measure of 

progressive development, but in New Brunswick the same policy 

failed to increase income appreciably, and the burden of debt 

charges has progressively increased, until now the debt charges 
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account for a very appreciable part of the ordinary expenditures. 

Next to Saskatchewan, New Brunswick has the heaviest dead-weight 

debt of all provinces, in relation to revenues. In relation to 

provincial production, the debt is almost twice as heavy as that 

for the provinces as a whole. 

On education, the Province spends a smaller pro- 

portion of its revenues than do others. In 1926, it spent nearly 

as large a proportion of its revenue as did Nova Scotia, but it 

has not been able to expand this service, and evidence suggests 

that any increase in revenue would probably be utilized for 

the extension of education. Failing further increases in revenue, 

f;A• may be found necessary to increase this expenditure anyway, 

as one method of improving the mobility of populations in 

distressed areas 	On public welfare also, the amount spent tends 

to be a smaller proportion of revenues than in most provinces, 

and, with the debt burden as heavy as it is, there is a 

presumption that social services are lagging. The 1936 increase 

in welfare service was due to the undertaking of the long post-

poned old age pensions. Rural health services are still lagging, 

however, and further increases in public health services, as also 

education, will probably be necessary in the near future. 

The revenue system, like that of the other 

Maritimes, is considerably dependent on the Dominion subsidy. 

The history of the tax system, also like that of Nova Scotia, 

has been dominated partly by dislike of direct taxation, and 

largely by the lack of taxable objects due to economic 

retardation New Brunswick, reseMblins Nova Scotia in not 

collecting an income tax, fails to impose any general tax on 

corporate capital, as do Nova Scotia and some other provinces 

Accordingly, of the corpora or taxes, New Brunswick is 

greatly dependent on those on insarence and railways 	These 

between them make over 50% of the corporation taxes, the remain-

der coming from taxes on extra--provincial companies, banks, and 

telephones, Again New Brunswick, like Nova Scotia, does not 
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impose succession duties as low in the scale as do the western 

provinces, but New Brunswick fails to impose the same heavy 

rates on the high brackets as does Nova Scotia. Accordingly, 

among the taxes raised, New Brunswick is greatly dependent 

on the gasoline tax, which forms almost half of the tax 

revenue. Although the gasoline tax rate is high, the yield is 

comparatively small, and the same difficulty with respect to 

yield has been found in the corporation taxes, on which higher 

rates were imposed in the depression years. Higher licence 

fees also failed to show any marked buoyancy, except for 

automobiles. It should be noted also that in 1935 and 1936, 

the revenues profited from succession duties on two unusually 

large estates, and that the return from these duties is unlikely 

to be maintained in the near future. Despite the higher tax 

rates, the accident of high succession duty yield in 1936, and 

the advanced stage of economic recovery in 1937, the revenues 

just covered expenditures in 1937, and some expenditures had 

not regained their former level. So far, economic conditions 

permitting an enlargement of certain expenditures have not 

emerged, the technical position of the budget has not improved, 

and the debt growth has tended to be persistent. 

(5) The long run financial position in New Brunswick 

is unlikely to be easy, partly because, as in Nova Scotia, there--

is little likelihood of there being any marked "frontier" 

expansion, and partly because the economy is even more narrowly 

circumscribed than that of Nova Scotia. The existent burden 

of debt, due only in small part to the recent depression and 

bound up more with the long-term fundamental needs of the 

province, is already onerous, and its existence may limit the 

Province's ability to encourage more intensive development of 

existent resources, Ordinary expenditures on education, 

welfare, and public works may also require to be increased for 

social, as well as developmental, reasons„ 
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The Financial Position of Quebec  

Certain geographical, historical, and institutional 

features of the Province of .Quebec have proved significant in 

the course of the provincial finances. 

The geographical factor of most significance is the 

9t. Lawrence river. As a trade route between the Great Lakes 

and the Atlantic, the main stream determined the entrepot 

position of Montreal, and even in the pre-Confederation period 

lines of development tended to converge there. After 

Confederation, the provincial government encouraged railway 

building in the settled regions of the Province, while Dominion 

expenditures on railways, canals, and harbours in later periods 

further strengthened Montreal's position. The river, by provid-

ing trade routes, was important in determining the original 

areas of settlement, of agriculture, and of forest exploitation, 

while its tributaries, especially in the later period of hydro-
(1) 

electric energy, 	have helped to bring about a fairly large 

range and volume of manufacturing in this region. Easy transport 

facilities and cheap motive power have combined with satisfactory 

labour conditions, and the stimulus of tariff policy, to increase 

the volume of manufactures. While the main stream of the 

St. Lawrence river provided sites for the commercial and manufac-

turing activities of the Province, its tributaries provided the 

means of exploiting and exporting the Province's natural resour-

ces - forests, pulp, power and agriculture. And the Gulf gave 

rise to the Gaspe fisheries. 

As Winnipeg became the entrepot of the prairies, 

Montreal tended to become the entrepot of the whole Canadian 

economy. Its prosperity depended on the home and foreign trade 

of Canada as a whole, a condition that sometimes added greatly 

(1) Quebec now leads all provinces in potential and developed 
water-power, having 39% of Canada's potential horse-power, and 
49% of the existent Dominion turbine installation. 
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to the revenues of the Province. In periods of economic dislo-

cation, however, the responsibility for the maintenance of this 

commercial and manufacturing "overhead" of the whole economy 

would tend to fail on the provincial institutions, (provincial 

and municipal governments;  charitable institutions, etc.), a 

cost that became increasingly onerous as the entrepot character-

istic developed, and as social philosophy began to dictate new 

ranges of governmental expenditures in depression periods. The 

ability of provincial institutions to meet these costs depended 

on their inherent resources (in funds., revenue possibilities, 

credit, etc.), and on the frequency of serious dislocations 

involving them in new debt 

The commercial and manufacturing activity of R,uebec 

increased rapidlY in the 20th Century, and has been accompanied 

by a large transference of people from the country to the town. 

Growth of the pulp and paper industry and intensive utilization 

of the Province's waterpowers drew workers to certain rural areas, 

and both government and church have always been concerned with 

colonization and rural development. Nevertheless, in the last 

forty years, there has been on balance a marked transference of 

population from rural to urban areas, and a growing concentration 

in the Montreal region, In 1891 urban areas accounted for only 

335 of the total population, but by 1931 they held 635. This 

migration affected both rural and urban organizations, institu-

tions and services(education costs, charity, church, as well as 

housing, road programmes, etc.). Even more significant than 

the population shift itself was its centralizing character. 

Over 40 of the people of the Province are now found in the twc 

cities of Montreal and quebec. In relation to the size of the 

settled part of provincial territory, this urban centralization, 

and its economic dependence on the total Canadian income, creates 

a population structure that has no counterpart elsewhere in 

Canadian provinces. 
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The second determinant of the region's economic 

expansion was the distinct racial and religious character of the 

majority in the Province. This determined the nature of the 

institutional structure, and the place of the government in 

economic development. In both these respects Quebec has been 

unique among the provinces. Since these characteristics bf 

race and religion were regarded as fundamental in themselves, 

it was to be expected that the provincial government of ,,liebec 

would be less concerned than most provinces with matters of 

economic change, taxes, and finance. 

And broadly the financial history of the Province 

bears out this expectation. From the distribution of provincial 

government expenditure at the outbreak of the War it is evident 

that the. Province was concerned primarily with the functions 

considered 'necessary" by John Stuart-Mill. Quebec spent more 

of her revenue on justice, legislation and general government 

than did the other provinces. At that time also Quebec tended 

to spend more on debt, being concerned with the reduction of the 

debt that had been incurred for railway-building in the last 

quarter of the 19th Century. Quebec was not, at this time, (1913) 

embarking on new undertakings, supplying utilities or loans, as 

were the other provinces. In 1913 Quebec spent less than other 

provinces on welfare and on education, but this was due, in large 

part, to the fact that these services were also provided by the 

Church in Quebec. At this time also, Quebec's expenditures on 

highways were small but the inauguration of the good roads 

policy in 1912 indicated that Quebec's highway expenditures 

were likely to expand. Nevertheless, through the late 19th 

Century, and up to the War, when other provinces were undertaking 

new enterprises of various sorts, :',uebec confined itself primarily 

to the traditional necessities of government, and did this in a 

conservative way. Economic development was left to private 

enterprise, and welfare and education largely to non-government 
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institutions. 

The financial history from the late 19th Century 

onwards may be contrasted with that of the '70's and '80's. 

In that earlier period, Quebec gave much attention to the works 

that seemed necessary for developing the territory adjacent to 

the St.Lawrence river, and a very positive policy of railway 

encouragement was followed.. That policy was in contrast to that 

of Ontario at that time. Unlike Ontario, Quebec did not lie 

directly between the seaboard and the western states (both U.S. 

and Canadian), and the privately provided railway mileage in 

Quebec tended to be small. ;uebec therefore, aided private 

construction by subsidies, and when the railway being built 

through Quebec, Montreal and Ottawa encountered financial 

difficulties, the Quebec government took over construction of 

the line (1875). It was completed by 1879, and the government 

operated the railway until 1882 when it was sold in part to the 

Canadian Pacific, and in part to the North Shore, Railway Companies. 

The following indicates the extent of the railway 

encouragement by the government in the decade following 1875. 

Subsidies to 	Subsidies and 	Total 
various 	costs of construc- 	for 
railways 	tion of Quebec, 	Year 

Montreal and 
Ottawa Railway.  

)000 

1875 359 651 1,010 

1876 196 1,322 1,518 

1877 279 3,203 3,482 

1878 464 2,146 2,610 

1879 403 1,901 2,304 

1880 233 268 501 

1881 216 2,206 2,422 

1882 74 837 911 

1883 99 583 682 

1884 137 438 575 
Total 1875-1884 2,460 13,555 16,015 

Total 1874-1900 12,221 13,956 26,177 
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Of the $14 million spent on the :4,uebec, Montreal 

and Ottawa Railway, the Province recovered $10.4 million, 

consisting of $7.6 million from the sale, $2.4 million from 

the Dominion government as a grant for the construction, and 

0.4 million from construction refunds. These proceeds. were 

subsequently applied to the redemption. of provincial debt. (2) 

As a result of this policy of railway encouragement, 

Quebec had to resort to borrowing from 1874 onwards, and debt 

charges rose, accounting for over 505 of the increase in current 

expenditures between 1869 and 1900. By 1900 most of the then 

outstanding $35 million of Direct 7unded Debt had been incurred 

for railway purposes, although few other expenditures - such as 

public buildings, bridges, etc., which grew with the 405 expansion 

of population between Confederation and 1900 - were also financed 

by loans. Deficits that arose from the failure of revenues to 

keep pace with the new expenditures also required financing by 

loans. 

In 1873 jiebec had no debt commitments; by 1880 debt 

charges accounted for 235 of her total expenditures: by 1900 the 

figure had risen to 335. This growing burden was heavy in this 

last quarter of the century, especially when revenues did not seem 

buoyant. Accordingly, only necessary capital works (public 

buildings, bridges, and colonization roads) were permitted, and 

the revenue basis was widened by the adoption of corporation taxes 
(3) 

in 1882, 	which began to produce revenue in 1888 after their 

constitutionality had been upheld by the Privy Council. But 

debt charges and economic depression continued to produce deficits 

even after. Q,uebec followed Ontario in the adoption of succession 

duties in 1892. A new revenue basis, however, was present, and 

was able to yield buoyant returns in the boom that began after 

1896. Until then, receipts from the public domain and the federal 

(2)Quebec's railway mileage rose from 575 in 1867, to 3,400 in 
1900c 

(3) Quebec was. the first province to resort to direct taxation in 
this form. 
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subsidy had constituted the main part of the revenue system 

although their importance was declining. Together they formed 

84> of the total revenue in 1869, but by 1900 only 55%. 

Quebec Revenues 1869 and 1900 

000 
1869 1900 

Public Domain 391 1,311 

Federal subsidy 980 1,087 

Liquor control 70 537 

Interest, 	etc. 12 514 

Licences, 	fees, etc. 156 384 

Miscellaneous 14 44 

Direct taxation 459 

Total 1,623 4,336 

After the adoption of the policy of railway encourage-

ment, quebec, like the Dominion and some other governments, 

altered its expenditure policy. No new commitments that would 

lead to new debts were undertaken, and the revenue basis was, 

widened to try to curtail the deficits that had become too 

frequent, according to the opinion of the time, and had tended 

to be large from 1877 to the end of the century. Unlike other 

Canadian governments, however, Quebec persisted in this policy 

even in the peak years of the boom before the War and even in 

the post-war booms. The result was, as Quebec industry developed 

in this period and revenues were buoyant that after the turn of 

the century and during the boom Quebec enjoyed a long series of 

surpluses unique in Canadian public finance. The other side of 

this policy - the avoidance of importantthbt growth - was also 

unique., so that Quebec, which had been heavily burdened with 

debt after her railway policy in the last quarter of the 19th 

Century, had by 1930 a debt charge that was insignificant as 
(4) 

compared with the other Canadian governments. 	This transition 

(4) In June 1937, 7.,uebec's outstanding debt reached A36 million, 
but almost 60% of that was added after 1930. 
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in Quebec's fiscal policy (and financial position) after the 

"railway period" is explainable largely by the government's 

unwillingness to embark again on enterprises that would create 

debt. This unwillingness was partly due to ;;uebec's particular 

interpretation of the place of the state in the life of the 

community, and partly to favourable circumstances that produced 

economic expansion by private enterprise and so gave rise to no 

demand for an active government policy. In the era of expansion 

the Dominion government was attending to the provision of equip-

ment (National Transcontinental Railway, Harbours, etc.) and 

private enterprise was developing the manufacturing and commercial 

activities of the Montreal district. Private capital and enterprise 

supported also the development of the forest industries, and the 

concomitant pulp and power industries, the state concerning itself 

only with regulation (e.g. in 1910 the imposition of restrictions 

on the export of unmanufactured pulpwood cut on Crown lands). 

In these conditions, ;uebec's financial position was unique at 

the beginning of the War, with its tendency to failing debt, its 

conservative method of finance, its connections with the Church 

for education and welfare services, and its unwillingness to 

reduce direct or other taxation in the expansion, preferring to 

apply excess revenues to necessary capital works and so to reduce 

the volume of loan operations. 

In the pre-war boom therefore, economic conditions 

rendered more easy the government's adherence to its Gladstonian 

financial policy. Between 1900 and 1914 capital invested in 

Q1uebec's manufactures trebled,field crops doubled in value and 

there was a rapid growth of trade through Montreal. Of outstand- 
(5) 

ing importance was the expansion of hydro-electric undertakings, 

and the new importance of the pulp and paper industry with the 

growth of American demand. This new industry received an extra 

TT—Prom 83,000 h.p. in 1900 to 664,000 h.p. in 1914. 
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stimulus through the removal in 1913 of the United States tariff 

on newsprint. As a result of economic development, revenues 

became more buoyant, particularly the new direct taxes on cor-

porations and on inheritance, as the following table shows: 

Year ended June 30 
1900 1914 

$000 

Direct Taxes: 
Corporations 187 943 

Succession Duties 271 1,605 

Other 1 54 

Total Direct Taxes 459 2,602 

Federal Subsidy 1,087 1,969 

Public Domain 1,311 1,866 

Licences, etc. 384 1,114 

Liquor Control 537 794 

Interest 514 145(6) 

Miscellaneous 44 274 

TOTAL REVENUE 403 8,764(6) 

Revenues doubled in the boom period, but the main 

growth was in the yield of the direct taxes. These had in-

creased almost six-fold, and ascended to first place in the 

revenue picture. The other large increase came from licences, 

fees, and fines. Federal subsidies had been increased as a 

result of the 1907 and 1911 revisions and public domain had 

yielded more as a result of the new exploitation of forests. 

Nevertheless these two items, which had yielded 84% of the 

total revenue after Confederation, by 1914 yielded only 44%. 

The expenditure position at the outbreak of War also 

indicated changes due to economic development, and the Gladstonjan 

policy of the Quebec government. The following table indicates 

the expenditure position: 

(6) Includes interest receipts of $87,000 which were deducted from 
Debt Charges in the statistics prepared by the Director of the 
Public Accounts Inquiry. 
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Year ended Tune 30 
1900 1914 

$000 

Justice 682 1,257 

Government 492 1,029 

Legislation 200 424 

Domain 339 738 

Education 471 1,488 

Welfare 343 515 

Debt 1,538 1,053(7) 

Highways 5 893 

Agriculture 174 421 

Miscellaneous 73 413 

TOTAL 4,317 8,231(7) 

The greatest percentage increase in expenditure had 

been in highways, as a result of the new road programme;of 1912, 

although the amount spent on this item was not yet important. 

Before 1912, the provincial government's interest in highways had 

been confined mainly to colonization work. In 1914, education 

was the largest single item, and its increase was due partly to 

the increase in school population, and partly to the improvement 

of educational standards. Justice, government and legislation 

absorbed 33% of total expenditures. 

But Quebec's ability to maintain its budgetary policy 

was threatened in several ways. Continuance of economic expansion 

at a high rate was unlikely: even more important, the nature of 

20th Century expansion was creating its own problem of rural-

urban transference of population. These conditions alone were 

likely to create new expenditure needs in the Province. Further-

more, changes in techniques (e.g. road transport) and the stimulus 

given to these changes by road programmes in other provinces were 

likely to induce similar works in Quebec. Lastly, the changes in 

social philosophy which were common to all countries, and which 

would be hastened by any change in the rate of economic progress, 

(7) In the statistics prepared by the Director of the Public 
Accounts Inquiry interest receipts amounting to $87,000 were 
deducted from Debt Charges in this year. 
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were not likely to leave Quebec unaffected. Some.of these 

factors began to affect the budgetary position at the outbreak 

of War, others more noticeably in the dislocations that 

followed the War, while all gained in importance in the depression 

after 1929. It is after 1929 that the budgetary position shows 

most clearly a tendency to move in the same. direction as those 

of other provinces, the signal changes in the Quebec position 

being the growth of debt and the provision of new or enlarged 

services. But it is important to recognize that the factors 

making for change have been operative since the War  at least. 

Up to the War, the expenditures had followed well-

defined trends, in keeping with the government policy. The 

costs of governing (justice, government and legislation), which 

have always been relatively high in Quebec, responded to the 

growth of population and economic expansion, the rate of increase 

becoming greater after the pre-war boom gained impetus (i.e. after 

1905), and maintaining itself into the recent depression (1933). 

Debt charges, as already indicated, rose rapidly to 

1900, but government aversion to borrowing had made them a 

relatively small item by 1930. Provincial expenditures on 

education rose at about the same rate as the costs of general 

government, legislation and administration of justice. Public 

domain expenditures also rose at the same rate until after the 

War when they grew more rapidly as a result of new expenses 

incurred in handling the natural resources. Public works and 

welfare expenditures both grew more rapidly than other services, 

particularly after 1914, and deserve somewhat more detailed 

mention. 

The enlargement of the scope of provincial government 

activities may be timed from the emergence of the good roads 

programme in 1912. Up until then, especially after 1905, the 

various services - government, education, domain and welfare - 

had all moved together roughly in response to the general economic 
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expansion and the growth of population. It was public works 

expenditures, however, that indicated the new line of expenditure 

growth. The capital expenditures on public works rose from 

about 200,000 in 1910 to over $7 million by 1930. Before 1912 

the Province had done little more than attend to colonization 
• 

roads, most of the road work being done by the municipalities, 

and in June, 1914, only 3.3 million of the total public works 
(8) 

assets of 14.3 million had been invested in highways. 	It was 

not until the Good Roads Act of 1912 that the provincial govern-

ment admitted the necessity of aggressive development and co-

ordination of the highway system. This Act allowed the Province 

to construct new roads, and to make grants to municipalities to 

induce them to improve local highways. The municipalities were to 

pay 2% per annum to the Province on the amount of the grants. 

(This charge was raised to 3% in 1916, reduced to 2% in 1928, then 

to 1% in 1931, and then abolished.) 	The government was originally 

authorized to borrow $10 million for the purpose of this Act, 

an amount subsequently increased. As traffic increased, and 

road mileage expanded, the poor standard of municipal road 

maintenance became an important issue. The Province in 1916, 

by another Act, gave subsidies to municipalities for maintenance 

and authorized the provincial department to maintain improved 

roads at the cost of the municipalities should they neglect to 

do so. In 1917 there were 2,000 miles of improved roads in 

Quebec. While the department made every effort to get municipal-

ities to maintain their improved roads, it is estimated that not 

more than half of them performed the standard maintenance work. 

In 1921, the legislature tried further to improve the system by 

creating regional highways et the joint expense of Province and 

(8) e.g., in the Act of 1907 which permitted grants to municipal-. 
ities of yearly subsidies equal to one-half the expenses incurred 
on roads made and improved, 
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municipalities. In 1922, the entire cost of these regional roads 

was taken over by the Province, and this went far to solve the 

question of road maintenance. By June 1922, the provincial 

investment in roads reached $31 million (as against $3.3 million 

in 1914), and roads had become the outstanding government invest-

ment. The final solution to the road maintenance question was 

reached in 1927, when the Province took over the maintenance of 

all roads. By then the improved mileage was approximately 8,000 

and the provincial investment reached 49 million. The next 

step in the provincial highways policy was towards the moderniza-

tion of roads, begun in 1929 and involving heavy capital expendi-

tures for widening and paving. Annual government investment in 

highways has been particularly high since June 1929. About 

$50 million, or about one-third of the total new debt accumulated 

in 1928-36 was spent on highways. Part of the expenditures on 

relief works, toll bridges and colonization undertaken in this 

period also improved the highway system. By 1937, there were 

over 17,000 miles of improved roadway in the Province, 97% of 

which were maintained by the provincial government. The follow-

ing table indicates the annual government investment in roads 

from 1929, with the current expenditures, and current revenues 

from licences and gasoline. 

HIGHWAYS  

Year ending 
Tune 30 

Capital 
Expenditure 

. 
Current 

Expenditure 

Revenue from 
Gasoline Tax and 
Motor Licences 

000,000 

1930 6.0 8.2 9.2 

1931 5.2 9.5 9.8 

1932 9.7 6.6 10.4 

1933 5.7 5.0 9.9 

1934 3.6 5.4 10.0 

1935 2.9 5.4 10.6 

1936 7.2 7.1 11.7 

1937 5.8 6,0 . 	13.0 • 
Total Provincial Highway Asset 1937: $10045 million. 
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From the above table it is clear that the expenditUres 

(capital and current) reached their peak in the year ending 

Tune 30, 1932, declined in the depression, but have recovered 

in 1936 and 1937. The policy of modernization has been resumed, 

the latest appropriation for a special roads programme being 

passed by the legislature in 1938. This appropriation, supple-

mentary to normal expenditures, amounts to 850 million, and is to 

be spent over a four-year period. In 1912, when the Province was 

faced with the choice between possible economic retardation through 

inadequate roads, or possible economic advancement through a 

vigorous highway programme, the latter line of action was taken. 

But the same question faced the Province again on the eve of the 

present depression, when road modernization seemed necessary for 

economic advancement. A still more vigorous policy was then 

adopted, only to be relaxed in the depression. Now it is apparently 

being pushed to its logical conclusion. 

As a result, highway expenditures after 1912 tended 

to take a larger proportion of current revenues. In 1913 they 

absorbed less than 11% of the current expenditure, by 1925 they 

took 15%, by 1929 24%, and by 1930 24%. 

Quebec is breaking with tradition in a second policy 

designed to promote technical progress. Previously the Quebec 

government concerned itself in rural development, and in 

utilization of mineral and forest resources, only so far as to 

provide facilities for private enterprise. At present the 

government is taking a more positive line. It has acted 

vigorously to assist mining and colonization, appointed a 

provincial electricity board and expanded the public works 

programme. These policies, as well as the highway programme 

indicate how the depression has changed the place of the govern-,  

meat in the Quebec economy. 

While some of these government activities are of 

recent innovation, some had their roots in events that occurred 
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before the depression. The peculiar features of the Quebec 

economy had been emphasized by the developments of the War and 

post-war periods. The War promoted unusual activity in certain 

industries, stimulating the production of articles previously 

imported, creating a financial as well as a commercial centre in 

Montreal, and providing considerable impetus to the rural 
(9) 

industries of the Province. Agriculture was expanded to meet 

War demands, and post-war readjustment to more normal requirements 

created considerable economic distress in rural areas. At the 

same time certain other industries, especially the pulp and 

paper industry, expanded rapidly, even after the War. By 1926, 
(10) 

the pulp and paper industry was the largest industry in Quebec. 

Hydro-electric development roughly paralleled the pulp and 

paper industry, and by 1926 the turbine capacity had reached 

1.9 million horse power, about three times the pre-war capacity. 

In sharp contrast to Ontario, the Quebec government at this 

time made no attempt to enter the power industry. 

The net result of the economic development in the War 

and post-war periods in Quebec was to enlarge certain industries 

greatly. Quebec's outstanding industrial characteristic is not, 

however, diversification but rather dependence on a few important 

manufactures, such as pulp and paper, cotton and cloth, cigars 

and cigarettes, boots and shoes, and railway rolling stock. 

Industrial growth thus meant great concentration in certain 

localities, while new centres grew near power developments. One.. 

industry towns appeared and urban population began to outnumber 

rural. These characteristics of the economy did not appear 

as disadvantages in prosperous times, but in depression they 

created difficulties. Serious problems of relief and maintenance 

arose not only in the one-industry to,Ans, always liable to 

dislocations, but in the large manufacturing centres as well. 

Areas seeded to field crops had been less that!. 5 million 
acres before the War but reached 8 million by 1921. 

Its gross value of production had increased from $45 million 
in 1917 to $107 million by 1926, and its investment and its pro-
duction of paper had increased by 200% in the same period. 
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Thus the depression revealed the effects of migration from the 

country to towns, and the apparent need to encourage rural 

development as an offset to urbanization. In these conditions, 

the emergence of a more positive policy of rural development, 

extensive colonization, highway work, and mineral development in 

the north-west, were to be expected. 

The government and the Church have always been concerned 

in colonization, but the government tended to concentrate its 
(11) 

efforts on colonization roads in the pre-war period. 	After 

1914, however, the Province undertook to encourage rural settle-

ment by publicity, sale of lots at low prices, distribution of 

seeds, and grants for roads and school chapels. The extent to 

which this policy was successful was hidden by the events of the 

War, which not only stimulated industry but induced a great 

extension of agricultural acreage. High agricultural prices that 

ruled until 1920 encouraged rural life, but the subsequent collapse 

of prices, the agricultural depression and the revolution in 

farm methods that took place in the specialized agricultural 

provinces, all intensified agricultural difficulties in Quebec, 

except for those communities that found markets in the growing 

cities of the Province. In the post-war period, the ordinary 

expenditures on colonization were supplemented by expenditures 

of $7 million on capital account. These funds were used for 
(12) 

colonization roads, and for aids to schools in such areas. 

In addition to these grants, the government encouraged coloniza-

tion after 1923 by premiums for clearing the land and for its 

first ploughing. By 1931, however, it was obvious that the 

previous boom had intensified the transference from rural to 

urban areas, and when the boom broke, the need for redressing 

From Confederation to 1914, the provincial government 
colonization grants amounted to $5.5 million, and were charged 
mainly to current expenditures. 

The areas of new settlement in the 20th Century were mainly 
in the north-west of Abitibi and Temiscamingue, the Saguenay 
regions of Lake St. John and Chicoutimi. 
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the population balance was more evident than ever. It was 

necessary to relieve both rural and urban unemployment, and in 

any case rural development appeared a desirable end in itself. 

From 1925 to 1930 no colonization work was financed by loans, 

although ordinary expenditures on colonization rose by 78%. 

The events of the depression, induced some changes in provincial 

colonization policy. "We have sat out on new trails' according 

to the report of the Minister of Colonization in 1936. A series 

of Acts mark the new direction. In 1932 the Minister of 

Colonization was authorized to purchase municipal property at 

tax sales, if the property could be used for colonization. It 

was in 1935, however, that the major steps were taken,and 

colonization came to be regarded as a partial solution to the 

permanent problems arising from lack of balance in the rural-

urban distribution of population. Expenditures on colonization 

of over $5 	capitalized by the Province, were made in. 

year ending June 1936, and almost $6 million in year ending June 

1937. 

Coupled with the colonization work at present is 

new expenditure to assist agriculture (e.g. distribution of 

seed grain) in the ordinary account. More significant was the 

innovation_ in 1936 of the Q,uebec Farm Credit Bureau. The Bureau 

was authorized to borrow up to $10 million to finance loans to 

farmers and if necessary purchase property. Loans are secured 

by a first mortgage on farms, are limited to $6,000, bear interest 

at 21-% per annum, and are repayable either over 30 years, or over 

391 years. The Bureau may advance funds also on security of 

second mortgage. The 6uebec Farm Credit Bureau.'s borrowing 

authority was raised. to $15 million in 1937, and to $25 million 

in 1938. In March 1938, the Provincial Treasurer announced that 

26,000 applications for farm loans had been received, that 

$9 million had been lent, and $6 million more. of applications 

accepted. 
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Development of other natural resources, particularly 

hydro-electric power, has hitherto been almost entirely in the 

hands of Private enterprise. But there is evidence that the 

government has recently given its natural resources attention 

beyond conservation, and that development of resources is 

beginning to receive new emphasis. The legislature has passed 

Acts that would permit public authorities to embark on the 

operation of hydro-electric undertakings. The establishment of 

the Provincial Electricity Board, with full authority to regulate 

all phases of that industry, is probably significant. The recent 

announcement that the government intended to promote the Noranda 

power development is further evidence of the emergence of a more 

positive government policy towards hydro, 

With respect to mineral development, which has been 
(13) 

perhaps the most significant of the recent economic changes, 

the provincial government's policy has been confined mainly to 

colonization work, and assistance towards communications. The 

colonization work in the Abitibi-Temiscamingue area was originally 

for agricultural purposes, but since 1926 this area has become 

one of Canada's new frontiers. The Province contributed to 

colonization projects and road building in the Noranda region. 

These mining developments are reflected already in the provincial 

revenues, by rising yields from the levy on mining profits. 

From (;)90,000 in 1925, this levy reached $1 million in 1936, so 

that the present and future development of this frontier is 

important not only for economic progress in general but directly 

for provincial revenues. The need of the mining and metallurgical 

industry for motive power and roads may therefore be connected 

with the crystallization of government policy towards roads, 

202E.J-ar1911149Y91°Rnnt.__ 

(13) 	 Q,uebec Mineral Production  
000 

Year Gold Asbestos 222per 	Silver 	All Minerals 
1926 76 10,095 
1929 1,877 13,172 
1933 10,950 5,211 
1937 24,913 14,505 

	

'369 	. 233 	—25;740 

	

10,02E 	431 	46,455 

	

5,214 	178 	28;164 

	

12,379 	' 408 	65,044 



-161 - 

The change in Quebec developmental policies in recent 

years has been accompanied by a change in policy with respect 

to public welfare. Before 1921 the Province made annual grants 

to mental institutions, and to certain health and charitable 

purposes, but the main stream of provision for indigents was 

directed by the religious communities. The enlarged scale of 

expenditures on welfare in all Canadian communities during and 

after the War, and the economic dislocation subsequent to the 

War, so far strained the operation of the Quebec welfare struc-

ture that the Province in 1921 had to give special attention to 

the question. The Bureau of Public Charities was created to 

assist the indigent sick kept in public charitable institutions. 

The -government was to pay one-third of the patient's costs, and 

the remainder was to be left to the municipality and the 

institution concerned. No allowance was made for the capital 

requirements of such institutions, but this defect was remedied, 

in 1924. The fund was originally derived from the amusement 

taxes. In 1927 an additional tax on meals in hotels, etc. was 

added to supplement the fund. Up to 1929, the fund accumulated 

an operating surplus, but it was then apparent that when all 

subsidized bond issues became outstanding the fund would require 

additional resources. .The government then enacted legislation 

making an annual grant to the fund of $1 million from the Liquor 

Commission. This has been granted in each year since 1929, with 

the exception of 1932 when X300,000 was given. In the depression, 

however, when the fund encountered financial difficulty, the 

amusement and meal taxes had to be raised, and assistance had 

also to be given from the consolidated revenue fund of the 

government. In 1935, the consolidated revenue of the Province 

became liable for capital grants chargeable against the fund. 

By June 1937, the accumulated deficit of the fund amounted to 

$7.8 million, and advances from the consolidated, revenues totalled 

$9 million, In June 1937 the Province's indirect liability to 
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pay interest and provide sinking funds on the bond issues of 

hospitals and charitable institutions was $15.6 million. The 

rate of interest on these was probably at least 1% above that 

payable on the Province's own bonds. As 1935 legislation.made 

the government responsible for the fund's commitments, the 

segregation of the operations of the, fund from the other 

financial activities of the government may be only temporary 

until the full transition is completed. 

Other welfare services - public health, labour 

department, and mental institutions - have expanded and in 1936 

the old age pensions were added, Quebec being the last province 

to undertake this service. Although the character of the 

religious institutions in Quebec had always modified the need 

for state welfare service, the change in social philosophy in the 

War period, the extensive centralization of urban populations, 

and the tendency in depression for the real costs of the urban 

structure to become money costs for relief have made the welfare 

question so important as to call for provincial government 

action. Welfare costs other than relief have risen fairly rapidly 

in Quebec so that the proportion of its net revenues that the 

government spends on welfare is becoming more closely comparable 

with that of other provinces. If relief costa are added to 

welfare, Quebec at present tends to spend relatively more on 

this item than do the provinces as a whole. Neglecting relief 

costs, however, the welfare expenditures have grown as follows: 

Welfare 

1921 1929 1933 1936 

Health 197 521 695 727 

Mental Institutions 341 979 937 1,311 

Charity 387 1,529 4,102 4,402 

Old Age Pensions - - - 1,828 

Labour 80 379 479 694 

Other 52 161 291 387 

Total 1,057 3,569 6,504 9,349 
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Between 1921 and 1929 welfare expenditures grew only 

slightly more quickly than total current expenditures: in 1929 

they formed 10% of the total current expenditure, but by 1936 

(excluding relief) they had risen to 16%. The main items con-

tributing to the growth were the expenses on charities, and the 

innovation of old age pensions in 1936. The other items, health, 

labour and institutions, all reveal an upward tendency. 

Despite the changes that the War and the post-war 

period had involved for Quebec in the extension of developmental 

and welfare policies, it is still accurate to say that, at the 

advent of the depression after 1929, Quebec's financial position 

was particularly strong. The outstanding debt of $96.9 million 

(June 1930) had not increased in the boom period, as had the 

debt of all other provinces; - in fact, it had declined a little. 

The debt charges (less interest received) were only 6% of the 

expenditures, a percentage much below that in any other province, 

and only one-third the percentage for all provinces. The govern-

ment had undertaken only what seemed absolutely necessary invest-

ments, and most of the debt represented public works, with small 

amounts for the charities fund and colonization, and the univer-

sity grants. The Province had enjoyed a long and, for Canada, 

a unioue series of budgetary surpluses, 

The depression after 1929 imposed a double set of 

disturbances on the economy of Quebec. On the one hand, the 

exports of the Province saffered - forestry, paper, and power, 

in i?articular, and on the other, tiie commercial and manufacturing 

activities of the urban population were restricted. For Quebec, 

therefore, the relief question was a question of supporting 

rural as well as urban unemployed. From 1930 onwards, over 

million have been spent on relief, two-thirds of this 

being for direct relief and the remainder for relief works and 

grants to municipalities. The annual expenditures were as 
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(14) 
follows: 

Relief 

000,000 

Year ending June 1931 1932 1933 1934 1935 1936 1937 

Direct Relief and 
Municipal Works .3 4.0 4.7 7.2 10.0 9,2 10.3 

Provincial Relief 
Works .7 5.02.2 1.3 1.2 -ate 1.3 4.2 

Total 1.0 9,0 6.9 8.5 11.2 10,5 14.5 
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Between 1930 and 1936 the relief expenditures amounted 

to $61.6 million, all of which was capitalized. Relief, there- 

fore, accounted for 47% of the debt increase between 1930 and 

1936, the increase having been approximately $131 million. 

Highways accounted for another 27% of the debt increase, and 

the remaining 26% went to colonization, grants to charities, 

the Farm Credit Bureau, building, etc, As a result of the 

very rapid debt growth since 1930, net debt charges (excluding 

sinking fund requirements), which had formed only about 6% of total 

expenditure in 1930, had by 1937 (June) increased to about 9%, 

despite a considerable reduction in interest rates. This 

proportion is still small compared with most provinces, but 

nevertheless it has grown fairly rapidly, and seems likely 

to continue growing for some time, as a result of the more 

vigorous policies now being pursued by the government. 

In the depression years, revenues fell from their 

1929 peak to a low in 1933, and last year had not recovered 

to their 1929 level. Expenditures on the other hand rose 

comparatively steadily, resulting in a series of deficits on 

ordinary account that reached 15.6 million in 1937 (Tune); 

Expenditures on capital account were reduced to low levels in 

1933 and 1934, but have again risen so that the over-all deficit 

has increased in the last two years. 
.••••••••74..: 

(14) This table omits agricultural relief in the form of 
distribution of seed grain. 
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Over-all Deficit  
$000,000 

Year ending 3une 	1931 1932 1933 1934 1935 1936 -1937 

Current Deficit X 	3.0(s) 5.2 12.2 15.3 13.9 15.3 15.6 

Capital Expenditure 	12.? 	16.2 	8.7 	5.7 	3.8 	8.5 10.3 

Over-all Deficit 	9.7 	21.4 20:9 21.0 17.7 23.8 25.9 

(s) Surplus 
x Includes colonization expenditures capitalized. 

The steep rise in capital expenditures in the last two 

years was due, mainly, to an expansion of public works, especially 

on highways. Highway expenditures had been $9.7 million in 1931, 

had fallen to $2.9 million by 1934, but by 1936 were up to 

5.8 million. Relief works showed the same characteristic, falling 

from $5.0 million in 1931, to $1.2 million in 1934, and rising 

again to $4.2 million in 1936. The expenditure on public 

buildings is still far below the pre-depression level: 

In the ordinary expenditures the significant recent 

changes have been in welfare (including direct relief) and in 

debt charges. The following table indicates the extent of the 

change: 

Public Welfare 	- 
Net Debt Charges - 

Ordinary Expenditures 

Percentage 
Increase 

$000 
 

Year ending June 30 
1931 

5,511 

1937 

19,627 256 

Interest 2;087 5,577 167 
Highways 9,537 6,022 37 (d) 
General Government 3,902 4,734 21 
Education 4;965 4,602 7 (d) 
Public Domain 6,126 9,834 (a) 61 
Justice 3,737 3,399 9 (d) 
Agriculture 2,616 3,103 19 
Legislation 869 1,191 37 
Miscellaneous 743 976 31_ 

Total 40 &093 .--- 59,065  47 

(d) Decrease 
(a) Includes capitalized expenditures on colonization. 
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The outstanding increases were in welfare and debt 

charges, but a significant decrease occurred in highways. 

The highway expenditures in the pre-depression period were met 

largely from current account, but by 1937 the capital expendi-

tures on highways, including the relief works, meant that the 

government was spending considerable sums on this item, although 
.(15) 

the current highway expenditures were below the 1931 peak. 

The decrease in public domain was due largely to a reduction in 

fire-ranging expenditures: the current expenditures on coloniza-

tion had also contracted, but as in the case of highways, this 

was counterbalanced by increased capital expenditures. 

In response to the changes in policy that began during 

the War and have been significantly advanced during the recent 

depression, the public finance system of Quebec is in a period 

of transition, although its previous characteristics are still 

clearly discernible. The percentage of net revenue spent on 

government as a whole is still considerably higher than in other 

provinces. The percentage of net revenue spent on domain and 

agriculture still tends to be higher than in other provinces, 

as does also the public works current expenditures. At the 

other extreme, the cost of debt is still a lower percentage of 

net revenue than elsewhere, as is also the cost of education. 

Public welfare apart from relief costs still tends to be below 

the general average, although it is rising. But if the more 

positive policies of capital works and development of natural 

resources continue to be pushed as they have been recently, the 

growth of debt charges alone will probably necessitate some 

readjustnent of the expenditure items in the budget, and even 

perhaps of the tax system. Even given full economic recovery to 

levels comparable to those of 1928-29, many of the recently 

(15) A noteworthy aspect of the decline in highways current -
expenditure was the discontinuance of highway grants to munici-
palities from 1932' to 1936. In the year ended June 30, 1931 these 
had amounted to t11.3 million. In 1937 they were resumed on a 
limited basis. 
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instituted governmental services (including the servicing of 

larger debts), will remain to create an ordinary expenditure 

level considerably above that of the pre-depression years. 

The full extent of the expenditure changes, and the future level 

of expenditures, depends on the direction taken in this rapid 

transition period in Quebec's developmental policies. 

On the revenue side, there was a steady increase in 

the boom period after 1925. In 1930 ordinary revenue was 61% 

above the 1925 level. In the depression, however, revenues fell 

by 29% between 1930 and 1933, although the 1933 level was still 

15% above that of 1925. In the recovery period after 1933, the 

upward trend was resumed, and in 1936 revenues were 42% above 

the depression low of 1933, In 1936 they were 62% above the 
(16) 

1925 level, 

In the 20th Century, Quebec's revenue system reflected 

the growth of manufacturing activities in the Province, direct 

taxes becoming an increasingly important contributor to total 

revenues. While some part of the increased return from 

corporation taxes and succession duties was attributable to 

changes in rates, especially during the War, the main factor 

contributing to the rise of these taxes, up to the depression, 

was the expansion of business and corporate enterprise. In 1900, 

direct taxes formed only 10% of total revenues, but by June 1937 

they yielded about 43% of the new levels of revenue, the dominant 

yield coming from the corporation taxes. The tax on the capital 

stock of companies formed the largest part, although since the 

profits tax was imposed in the depression , it has become an 

important contributor to corporation taxes. No striking changes 

were made in the corporation taxes in the boom years after 1925. 

These, like the succession duties, expanded their yield chiefly 

in response to the growing concentration of corporate enterprises 

in the Ontario and Quebec regions. The growth of Canadian 

manufactures, and of financial and commercial institutions, 

(16) In Ontario the increase in the same period was 150. 
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combined with their tendency to become centralized in these 

provinces in corporate or trustified forms, yielded a persistent 

increase in corporate capital, and in income liable to inheritance 

duties. In the post-war period and particularly in the years 

from 1924 to 1928, the percentage annual increase in Quebec 

manufactures was paralleled by an almost equal percentage annual 

increase in the yield of corporation taxes. However, in the 

post-war period, the most significant change in the revenue 

system in Quebec was in the Liquor Control profits. The govern-

ment monopoly of retail liquor sales, initiated in 1921, and the 

imposition of a 5% tax on purchases of beer from brewers, gave 

new importance to liquor revenues. In 1913 they yielded only 

9% of the total revenue, but by 1925 the proportion had risen 

to 22%, the percentage rise in liquor "profits" being steady and 

high until 1929. Again the introduction of the gasoline tax 

(2 cents per gallon) in 1924, along with the imposition of special 

taxes for the public charities fund, all added to the revenue 

growth. 

In this period, the tax history of the Province of 

Quebec was probably unique in Canada. The rise in revenues was 

faster than in other provinces, due partly to the rise in 

provincial income which reflected itself in increased corporate 

investment and therefore larger corporation taxes, partly to 

the increased utilization of resources and therefore larger 

revenues from Crown lands, licences, fees, etc., partly to the 

increased motor traffic and therefore larger returns from motor 

licences and gasoline taxes, and partly to the increased general 

spending and therefore larger revenues from liquor sales and 

amusement taxes. But while the growth of income was rapid, the 

noteworthy feature was the maintenance of tax rates in face of the 

buoyancy of revenues. In similar conditions most Canadian govern-

ments, including the Dominion, tended to lower tax rates. In 

contrast Quebec, in which provincial taxes per head were very 
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low, tended to maintain tax rates, and to continue obtaining 

annual current surpluses as had been the practice from 1899. 

Thus, although the expenditures were rising, (by 82% between 

1925 and 1930), the Province was able to keep her small 

debt stationary, and to strengthen the already comparatively strong 

sinking fund provisions. Gasoline taxes were raised by 66-2/3% 

in 1928, the security transfer tax raised, and a tax imposed on 

restaurant meals to strengthen the public charities fund. The 

trend of tax receipts as a whole tended to keep up until June 

1931, the increases in the gasoline tax and succession duties 

being sufficient to offset the declines that were already 

occurring in other taxes, as a result of the depression. 

The effect of the growth of direct taxation yields in 

the boom period (by almost 157% between 1926 and 1931 fiscal 

years) was to reduce still further the proportion of total 

revenue that came from the federal subsidy and from the domain. 

In 1925 these together had yielded 33% of total revenue, but by 

June 1931 they produced only 18%. The decline in their propor-

tion was due, not only to the rising yields of other sources, 

but also to the decrease in domain revenues from $6.5 million 

in 1925 to $5.4 million in 1930. The decline in domain revenues 

resulted principally from the contraction after 1927 in payments 
j(17) 

by parties exploiting the forests. 	Apart from domain 

revenues, all others increased from 1925 to 1930, and by then 

direct taxes and liquor "profits" produced 61% of the total 

revenues. 

The extent and the severity of the depression affected 

the different revenue items at different times and to different 

extents. As already indicated, the revenues from public domaini, 

connected as they were with the forestry and pulp and paper 

industries, declined from 1927 onwards, their level in 1930 being 

(17) The contraction of the lumber trade, followed by the collapse 
of the pulp and paper industry, resulted in a fall in the timber 
cut on crown lands from 1.6 billion feet in 1927 to 900 million 
in 1931. 
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17% below that of 1925. In other sources, the downtrend 

was less marked at this stage. Motor vehicle licences and 

gasoline taxes combined, showed a smaller rate of increase 

in 1929 than in 1928, but their total yield was also still 

rising in 1929. The same was true of the liquor sales. 

Accordingly during the year ending June 30, 1931, in all 

revenue items, except public domain, the total yield was 

above that of 1925, the main increases being in succession 

duties and gasoline taxes. However the change in the 

rates of increase after 1928 pointed to the situation that 

was emerging, and in 1931 the government took steps to try 

to prop revenues. The gasoline tax was raised from 5 cents 

to 6 cents, the amusement and meal taxes were raised to 

aid public charities, and the corporation tax was altered 

in February 1932, to be effective in 1933, a profits tax 

of li% being imposed by this measure. Nevertheless total 

revenues declined till June 1934, the main revenues 

(except motor licences and amusement taxes) being at their 

lowest point of yield in that year. (The two exceptions 

touched their low points in the previous years.) 

Revenues from direct taxation decreased from 

$17.3 million in 1930 to $14.4 million in 1933, but 

expanded in the recovery, and with the new taxes and rates, 

to $18.8 million in 1936. 

In the recovery period from 1933 to 1936, the 

increase in revenue has been produced mainly by corporation 

taxes ( including the new profits tax) and succession duties. 

Total taxes accounted for 45% of the increase. Liquor and 
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(18) 
public domain accounted for 34% between them, and the 

remainder of the increase came from other items, chiefly 

licences, permits and fees. The large increase in corpora- 

tion taxes was aided by the new rate of profits tax (20) 

imposed in 1935, and the increase in succession duties by 

the important rate alterations in the same year. The rate 

of expansion of domain revenue after 1933 reflected the 

improvement in the demand for newsprint and for sawn lumber, 

as well as the higher stumpage dues imposed in 1934. The 

larger liquor profits reflected the improved purchasing 

power in the recovery period, and also the effect of the 

special stamp duty imposed in 1933 on sales of bottled 

alcohol or spirits. The rapid growth of metal mining in the 

Province showed itself in the increased yield from the level 

on the profits of mining companies, the levy rising from 

390,000 in 1925 to $1 million in 1936. If mining 

continues to expand, government revenue from this 

new field of production would become a relatively 

item among the corporation taxes. 

The provincial revenue systc.ft in quebec still neglects 

certain taxes adopted by some other provinces, in particular 

taxes on income, on real and personal property, and on retail 

(18) Non-tax Revenues 

ending June 30th 
0000 
Fiscal years 
1931 1934 1937 

Liquor Control 9,180 2,367 6,312 
Public 	Domain 5,411 2,897 5,328 
Motor Licences 5.410 5,205 6,484 
Federal Subsidy 2,256 2,592 2,592 
Other 3 589 3,243 398 5 

Total Non-tax 25,846 16,304 24,701 

Total Revenues 43111 30,722 43;489 

activity 

comparatively 

important 
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sales. But these taxes have been used by municipalities in 

.4,uebec, particularly in Montreal. The extent of urbanization 

in ;uebec, and the degree to which these municipalities meet 

necessary services, has involved a high debt level for municipal-

ities. In 1936, the gross funded debt of Q,uebec municipalities 

amounted to 517 million, as against X246 million in 1926, the 

increase having been due mainly to the effects of the depression. 

This condition may affect the provincial government both in 

expenditure and revenues. The exhaustion of municipal financial 

resources might necessitate grants to municipalities. The fact 

that municipalities. have to use their revenue possibilities so 

far as possible, in turn affects the revenue possibilities of 

the provincial government. 

SUIVIUARY 

The outstanding feature of the Quebec financial 

position at present is the transition from a negative to a 

positive developmental policy in expenditures, particularly 

capital works. The main emphasis in expenditure tends to be 

towards highway improvement, and towards works and methods 

that will increase the utilization of the provincial resources. 

These measures give expression to fundamental aims concerning 

the proper balance of population between town and country, and 

concerning the proper extension of certain types of welfare 

services. 

The transition is more evident in the expenditure 

than in the tax system. This is partly attributable, however, 

to the incidence of the depression which increased the urgency 

of relief and added emergency responsibilities to the provincial 

government. Relief forms 	almost half the recent debt growth. 

The remainder of the debt went mainly to developmental works, 

and the existent emphasis on positive policies is likely to add 

to the "active assets" and debts of the Province. 
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3. Since 1930 Uebecis ability to meet emergency expen- 

ditures, and to undertake more vigorous public programmes, was 

largely determined by her previous financial policy, during the 

pursuit of which spending was kept in line with revenues, 

and new debt growth was minimized. This history strengthened 

cuebeo's credit, and gave also some reserve of revenue-raising 

powers. Recently, however, the growth of expenditure has tended 

to outrun the use of the revenue powers, the tax base being still 

comparatively narrows  Even in 1936 the bulk of the taxation came 

from the long-established corporation taxes and succession duties, 

and the comparatively new gasoline tax. Considering the debt 

levels and tax systems of other Canadian provinces, Quebec 

appears still to have some latent reserves of credit and 

taxation with which to pursue her new policies. However, a 

speedy rise in debt or taxation to a given level tends to carry 

disadvantages that would be absent in a more gradual increase. 
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Financial Position of Ontario  

In the 19th century, both before and after Confederat 

the province and the municipalities in Ontario had directed 

some efforts at developing and expanding the economy, in parti-

cular by assistance to the building of railways. But after 

Confederation, the main jobs of development - the extension of 

the frontier, and the further expansion of Canadian trans-

portation, - were mainly Dominion undertakings, the completion 

of which, it was expected, would quadruple the trade of the 

city of Toronto, as Tilley said in the 1873 Budget Speech. The 

decision to undertake the national tariff policy in 1879 

also seemed likely to encourage private enterprise, and 

accordingly the Ontario government gave most of its attention 

at this time to the provision of the current services of govern-

ment - justice, education and welfare - rather than to capital 

works. Quebec's venture into government ownership - the operation 

of the Quebec, Montreal and Ottawa railway - seemed to increase 

Ontario's traditional dislike of that form of government 

activity, and this example, combined with the fact that railway 

mileage in Ontario was continually expanding, seemed to suggest 

the unwisdom of Ontario's undertaking further provision of 

capital equipment of this sort. Although towns were growing, and 

some diversification of manufactures gave promise of further 

urbanization, the costs of municipal works - roadways, waterworks, 

lighting, transport - reflected themselves in the municipal 

rather than in the provincial debt picture. Ontario's expenditures 

on developmental projects were thus comparatively modest in the 

last quarter of the 19th century. Small sums were spent on 

agriculture, this industry being in process of readjustment 

as a consequence of the opening of the American west, which 

increased wheat supplies, and as a result of the growth of small 

urban centres in Ontario, which provided markets for mf.xed 

farming. Small amounts were spent also on colonization roads, 
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but significant highway expenditures did not begin until the 

passing of the Highway Improvement Act of 1901. The main con-

cerns of the provincial government were education, public 

charities, the liquor traffic, and court and law reform. 

In the last quarter of the century current expendi-

tures increased five-fold. This was partly due to the in-

crease in population, which rose from 1.6 million in 1870 to 

2.2 million in 1900, and partly to the growth and the improve-

ment of governmental services. In education, expenditures 

had amounted to only $315,000 in 1870, but had reached $1.1 

million by the turn of the century. In the interim the number 

of children had increased, a school age limit had been set, and 

new standards for teaching schoolrooms, secondary school pro-

vision and grants for higher learning, had combined to raise 

costs. Public welfare costs rose by about the same amount 

in the last quarter of the century, due again to the increase 

of population, to improved methods of sanitation and hospitali-

zation, and to the differential treatment of mental and other 

diseases. The increasing complexity of the economy involved 

steady increases in the costs of administration and in the 

specialization of administrative departments. 

Growing expenditures had tended to outrun provincial 

revenues, despite increased returns from the public domain. 

Timber export was an important phase of the economic life, 

especially the export to the growing New York and Chicago area, 

and the concomitant growth of large-scale saw-mill development 

in the province encouraged the government to display some 

ingenuity in devising new levies on timber. Towards the close 

of the 19th century new timber licence conditions were imposed, 

and the export of logs and pulpwood was discouraged in favour of 

the manufacture of lumber and pulp. But the doubling of domain 

revenues and the increase of Dominion subsidy in 1884 were not 
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sufficient to counterbalance growing expenditure needs and in 

1892 direct taxation was imposed in the form of succession 

duties. In 1892 the Act applied only to property in Ontario, 

but in 1895 it was made applicable to all property held by 

residents. But further increases in expenditures necessitated 

the raising of additional revenues and in 1899 the Supplementary 

Revenue Act was passed, taxing banks, insurance, loan, trust, 

railway, telegraph, telephone, gas, electric, express and 

sleeping car companies. By then had appeared the first evidences 

of the trade improvement leading to the long boom that lasted 

until the War. In the early 20th century, as the Canadian west 

was opening and as America was indicating further economic 

expansion, the Province of Ontario took a more positive position 

with respect to development. Expansion of Northern Ontario, 

and connection of that region with Toronto and the south, seemed 

necessary to prevent the trade of the Temiskaming country being 

diverted to Montreal. In addition, it seemed desirable to have 

a railway into Northern Ontario that would connect with lines 

penetrating the new and promising prairies, and perhaps later 

construct a branch of its own to James Bay and a northern seaport. 

At the turn of the century this aim seemed to be settled and 

the main quetion was whether the government should subsidize 

a private line, or construct a line of its own in order to 

exercise control over rates and to expedite development. The 

latter course was decided upon, and in 1902 the Temiskaming and 

Northern Ontario Railway Act was passed providing for the con-

struction of a line from North Bay to a point on Lake Temiskaming 

near Haileybury and New Liskeard. 

The second developmental policy initiated in this 

first decade of the 20th century, which concerned the growing 

hydro-electric industry, appeared somewhat less positive in its 

inception. In the budget speech of 1910, several years after 

the scheme had been in operation, the Provincial Treasury was 
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able to emphasize the fact that the Province was not manu-

facturing power: it was simply regulating the transmission of 

power. Nevertheless, the conditions existing at the initial 

formulation of the scheme suggest that a somewhat more positive 

scheme of government control was envisaged. The asset of the 

Niagara Falls was an obvious one and American capital, besides 

developing power on the American side, was beginning to be 

invested on the Canadian side. Patriotic considerations, and 

the prospect of cheap power in a region requiring imported fuel, 

combined to motivate the provincial Acts of 1906 and 1907. In 

the beginning the Hydro Commission purchased power from privately- 

owned generating plants, and attended to the establishment of a 

comprehensive system of power supply to a large territory through 

control of power distribution. In 1908 the Commission began 

operations, acting on behalf of the municipalities that had 

contracted with it for a supply of electricity, and it entered 

into a contract with the Ontario Power Company for the purchase 

of electricity. The Commission did not engage in the generation 

of power until 1917. But although the . Hydro policy in the pre-

war period seemed the less positive of the new governmental 

projects of development, it was destined to become a unique 

organization in the field of economic effort. "In years to come 

it will be the tool-case of a rational state socialism";says 

Mr. C.R. Pay. But in the pre-war period this prophecy would 

have had nothing to support it. 

Up to the War the railway undertaking was more im-

portant from the point of view of provincial liabilities. And 

the opening of the mining areas around Cobalt and the newly 

found Porcupine district already seemed to justify this pro-

vincial railway venture. These areas seemed likely to expand 

and to counterbalance the loss of traffic that would come when 

the work of transporting the supplies far the new National 

Transcontinental Railway ceased. By 1916 the Hydro was still 
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a relatively small enterprise, while in that year the railway 

was able to pay one million dollars into the provincial treasury. 

(A payment of this amount, however, did not become an annual 

custom.) But the Hydro had already expanded from serving 

10 municipalities in 1910 to 191 in 1916 and the 'war boom and 

the concomitant demand for increased power, especially in in-

dustrial regions, was urgent. Given this demand, and given 

the forceful leadership that characterized the Hydro Commission, 

the probability of a change in policy from mere distribution 

to distribution and production, was a considerable one, and the 

change was initiated by the acquisition in 1917 of the plant 

and transmission lines of the Ontario Power Company. In the 

next few years, with the emergence of the war and post-war 

17.oms and the need for enlarged power, the Commission acquired 

further enterprises (e.g. Toronto Power Company), and also 

embarked on pioneer construction (e.g. Queenston-Chippewa 

development). No further notable acquisitions of private con-

cerns occurred until 1930 but the activities of the Commission 

in the war years indicated that the logical conclusion of its 

policy would be sufficient control over the Ontario power in-

dustry to allow sale of power in both rural and urban areas at 

rates satisfactory to the community as a whole. 

Up to the War, therefore, the Province of Ontario was 

following a double-headed policy of development. On the one 

side, like the Dominion government and like some other provinces, 

it was encouraging a further extension of its frontier by a 

railway expansion calculated to open new areas and to develop 

new supplies of resources. On the other side, like those pro-

vinces that were encouraging a more intensive economic growth 

(e.g. telephones, agricultural aid, etc.) Ontario was heralding 

a new form of intensive development calculated to cheapen power, 

and aiming rather at providing a new power method for utilizing 

resources than at the discovery of new sources of supply which 
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was the objective of most pre-war development in Canada. The 

Ontario Hydro plan, with its municipal attachment, was directed 

at reducing costs of power, and both directly and indirectly 

was likely to stimulate the production of new goods and services, 

and to encourage more efficient methods of industrial production - 

in short to encourage development of an intensive rather than 

an extensive kind. 

By 1913, the Ontario balance sheet showed an out- 

standing debt of $41.5 million. The capital investment in the 

Temiskaming and Northern Ontario Railway was at that time 

$19.7 million, and the government investment in Hydro only 

$6 million. A guarantee of $7.9 million was outstanding in respect 

of the Canadian Northern Pacifio Railway. Active assets covered 

the bulk of the remaining debt, cash on hand amounting to $2.4 

million and advances to $3 million. Of the latter indirect lia- 

bilities, $900,000 were for the Niagara Parks Commission and 

approximately the same amount for the University of Toronto: 

At that time, Ontario revealed a condition that has 

been unique in Canadian public finance: the interest received 

by the province exceeded the debt charges, a position partly 

due to the receipt of special interest from the Dominion subsidy 

on the government railway. But that special grant, which 

raised the interest received in 1913, must not dim the fact 

that Ontario was already pursuing a policy uncommon in Canada - 

the gathering of a profitable enterprise within state control. 

Generally, governments found it necessary to engage in enter- 

prises on which the margin of profit, if any, was small. In 

Ontario, however, the Hydro undertaking, even by 1921, was able 

to yield sufficient interest to make the Province's net debt 

charges, as a percentage of expenditure, low as compared with 

other provinces (9.5% as against the general level of 15.7%). 

In the pre-war period also the provincial government 

attended to intensive development in its ordinary expenditures. 

The opening of the west and the expansion of western agri- 

culture necessitated some readjustment within the agricultural 
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economy of Ontario. The Canadian pre-war boom (1896-1913) 

brought new agricultural supplies into competition with the 

Ontario output, while the urban and manufacturing expansion 

within Ontario itself also affected local agriculture. The net 

effect was a definite trend towards mixed farming and certain 

specializations in Ontario agriculture, To some extent con-

ditions arising out of the War interfered with this agricultural 

adaptation. There arose profitable markets in Europe for 

Ontario farm produce, so that export trade was stimulated. 

But the main trend in the early 20th century was the adaptation 

of Ontario agriculture to new and growing urban needs. This 

adaptation was aided by the provincial administration. The 

activities of the Ontario Agricultural College were extended and 

the government assisted agricultural and dairy schools, experi-

mental and demonstrative farms, fairs, the work of rural 

institutes and the work of soil survey. The appointment of paid 

agricultural representatives was another manifestation of the 

government's desire to encourage scientific methods in this 

industry. Under this heading should be added the special grants 

made for the development of Northern Ontario after 1912, 

In another direction also, the Province of Ontario 

adopted a more positive policy that had long-term ends in mind, 

mainly the expansion of the educational system. It was in the 

first decade of the 20th century that the present system of 

provincial grants for schools was established, although sub-

sequent modifications have been many. Before that time grants 

had been made on the basis of population of districts and 

average attendance at schools within the districts. But a desire 

to improve education, coupled with a realization that in the pre-

war boom teachers' salaries were not attractive and that Ontario 

teachers were migrating westwards, encouraged a change in pro-

vincial policy. It was felt that grants would have to be made to 

improve r!tandards and to ensure that inequality of wealth between 
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different school districts did not impede educational progress 

in the less wealthy areas. These principles along with others 

that crept in later (e.g. the improvement of equipment, the 

attempt to raise teachers' standards by making grants on the 

basis of their qualifications) were restated in the legislation 

of 1931 which established five factors as the determinants of 

legislative grants. At the outbreak of War, however, education 

was the most significant item in the general expenditures of 

the Province. In 1913 the expenditures were as follows: 

1913 

$000 

Education 	 2,653 
Domain 	 2,510 
Welfare 	 1,522 
Net Debt 	 122 	(cr.) 
Government 	 1,151 
Justice 	 910 
Highways 	 565 
Agriculture 	 393 
Legislature 	 370 
Other 	 572 

Total 	 10,524 

In 1913, the domain expenditure was only 1881,000 but $1,629,000 

was spent on lands and forests and public works. This item 

has been added to the domain expenditure. Following education, 

welfare was the second important item of expenditure, most 

of this expenditure going to provincial institutions, of which 

the mental institutions were the most important. Education, 

welfare, and general government (including legislation and 

justice) accounted for 63% of the expenditures, the remainder 

of the expenditure going to debt, highways, agriculture, etc, 

In 1913, therefore, despite the developmental policies that had 

been instituted, the pattern of the expenditure system was a 

simple one. But the introduction of more vigorous policies in-

dicated that the province was entering a period of transition 

from a simple to a complicated budget pattern. Some measure of 

the changes that were beginning or imminent may be got by 
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contrasting the 1913 and the 1921 expenditures. They rose 

from $11 million to 3'22 million in the period. Interest 

receipts exceeded gross debt charges by $122,000 in 1913; in 

1921 net debt charges were 2,131,000. 

In 1913, however, both the revenue and the expenditure 

systems were fairly simple. The revenue system still depended 

greatly op. the subsidy and on the domain revenues. The 

revenues were:- 

1913 
675 

Domain 2,887 
Subsidy 2,396 
Taxes 2,083 
Liquor Control 902 
Licences 866 
Others '235 

Total Revenue 9,369 

Oteoll••••••••••••••••••••• 

Already, however, taxes were beginning to prove pro-

ductive. Succession duties began to reflect the rise in private 

incomes that followed economic expansion, and corporation taxes 

were also becoming more important as manufactures grew and as 

banks, insurance and other taxable companies expanded to meet 

the new economic conditions. In 1905 succession duty rates and 

corporation taxes had been revised upward. 

But although the domain revenues and the subsidy were 

still the outstanding revenue items in Ontario in 1913, the 

transition of the revenue system to a broader basis was also 

well advanced. The domain and the subsidy which had formerly 

produced 80% of the revenue yielded less than 60% in 1913. The 

subsidy, despite the 1907 readjustment which was not unfavourable 

to Ontario, was too stable to prove significant in the face of 

growing needs, while the public domain revenues were also likely 

to have definite limits, even if the decline in the saw-mill 

industry were compensated by the growth of a new pulp industry. 

In view of these conditions, and in view of the dynamic nature 
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of the budget, it was likely that an increasing portion of the 

revenues would have to be sought from taxes that would be 

expansive under the dynamic forces of industrial.growth and 

large-scale enterprise, 

The war experience seemed to act as a forcing- 

ground for the developmental policies that had been already 

seeded. Of the rapid growths that took place the most significant 

was in the Hydro scheme, But the creation of the Department of 

Public Highways in 1915, the establishment of the Toronto-

Hamilton Highway Commission, the advancement of housing and 

agricultural projects, the expansion of education and the new 

undertakings in public welfare, all served to effect a rapid 

change in the budgetary picture between 1913 and 1921, This 

rapid rate of expansion of governmental activities continued up 

to the depression after 1929. These changes reflected themselves 

in an extremely rapid growth of direct and also indirect 

liabilities. The main indirect liability was the guarantee of 

bonds of the Hydro Commission, this one item accounting for R1/0 

of the indirect liabilities by 1936, the remainder being mainly 

guarantees of railway bonds, and small obligations of univer-

sities, park commissions and municipalities, The guaranteed 

bonds are large in amount, being more than one-fifth of the 

amount of the direct liabilities, but their significance lies 

in the fact that they cover mainly Hydro operations, 

In order to see the continuity of the development of 

certain provincial programmes, it has been thought worth-

while to give a brief outline of the more important provincial 

investments as they developed from the war period up to 1936, 

The government investment in Hydro rose from 

06 million in 1913 to $113.7 million in 1921, (including 

guarantees of 	million), By 1929 the government investment 

had risen from its 1921 level of $113.7 million to $203.5 million, 

and by 1936 the investment was U54,4 million, including guarantees 
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of $112.8 million. (Since 1934, new capital borrowings of the 

Hydro Commission or issues from refunding have been effected 

through the obligations of the Commission under provincial 

guarantee, rather than through direct provincial bonds.) 

As power shortage threatened the Hydro Commission in 

the early phase of the war boom, and as it had already acquired 

several years' experience in the power business, the Commission 

entered the generating side of power production by the 

acquisition of the Ontario Power Company's plant at Niagara, 

the undertaking of the Queenston-Chippewa development and the 

purchase of the Toronto Power Company's plant and transmission 

lines in 1920. These wore the initial outstanding schemes of 

power generation, although subsequent purchases of a smaller sort 

furthered this movement (e.g. acquisition of Georgian Bay System 

plants). 

The more recent Hydro developments were probably 

hastened by the 1925-9 boom. In response to increasing demand, 

the Commission tried to ensure adequate power, especially in 

Southern Ontario. There was and still is undeveloped power on 

the St.Lawrence river. But the development of power from the 

river is connected with navigation development and the inter- 

national questions to which these considerations gave rise have 

involved extended negotiations. The Commission had. therefore, 

to revert to an alternative source of supply through lOng-term 

contracts with four Quebec companies. These contracts are still 

in force though amended. The Commission acquired in 1930 the 

Dominion Power and Transmission Company at Hamilton, and in 1933 

the Ontario Power Service Corporation at Abitibi Canyon. Further 

extensions were made in the Thunder Bay system. In the past 

few years there has been some extension of rural lines by legis.• 

lative grants - the only monies provided by the province at the 

general cost of the taxpayer for the construction of Hydro plant. 
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It is possible that increased demands may be met in 

the future by new power developments particularly on the St, 

Lawrence and Upper Ottawa regions, and any such expansion would 

involve a considerable addition to the capital structure of the 

Commission. In that event, ownership of the Commission's assets 

will tend to rest more and more with the people of the province 

as a whole, rather than the municialities, which also have an 

equity in the system. 

This state enterprise, owned by province and munici-

palities, is unieue in its history, organization and policy, 

Its history has been the emergence of a state enternrise that 

pushed back from distribution to production of power by the 

acquisition of private firms, by trustifiaation, and by its own 

capitalistic expansions. Its organization in the form of a 

Commission that built a valuable and self sustaining asset with 

provincial and municipal funds, and used these funds to serve 

large-scale technique and large-scale control, is perhaps a 

unique example of the apt reconciling of a socialized financial 

unit with capitalistic technical, managerial, and marketing units. 

Its policy of maintaining reasonably low rates and of providing 

reserves for depreciation along ',rith reserves for retirement of 

the capital debt standing against the plants is also unique, 

The success of the venture in which potentialities of additional 

earnings are great, led other provinces to attempt similar power 

development. But the success of the Ontario schene was due to 

a combination of factors that cannot often occur - forceful and 

independent management in the formative period, the existence 

of a natural asset of Niagara Falls, and the presence of an 

extensive demand for power for manufactures and for households. 

The second important provincial investment to be 

discussed is highways. By 1936, the provincial investnent in 

highways, including relief works on highways, was y 254 million 

the largest single balance sheet item, or 32% of the outstanding 
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expansion of the pre-war boom, the province having passed the 

Highway Improvement Act of 1901 to assist the counties in road 

construction, and having given attention to colonization roads 

and to northern road development in areas that lacked county 

organization. The main impetus to road expansion however 

coincided with the intensive economic development that took 

place in the war boom. The newly instituted Department of 

Public Highways (1918) and the new experimental road commission 

that undertook the construction of the Toronto-Hamilton road, 

were confronted not only with the problems of road building 

but with those of regulation of the new form of transportation. 

An important phase of the highway question that was 

reflected in other provincial concerns (e.g. Hydro, education, 

welfare etc.) was the problem of ensuring a fairly comparable 

rate of development in different areas of the province. In 

1916 the provincial grant for county road construction was in-

creased from 33-1/3% to 40% md grants .1.f 20% in aid of main-

tenance were initiated. In 1917 certain county roads were 

designated provincial roads and on these the provincial govern-

ment provided 60% of the construction and maintenance. In 1918 

the maintenance grant on the county roads was raised from 20% 

to 40%. In 1925 the county road system was revised. For 

township and Indian Reserve roads, provincial assistance was 

also given, 20% for general work and 50% for superintendence 

after 1920. In 1925 the grants were increased to 30% and 50% 

respectively, in 1930 to 40% and 50% respectively and in 1937 

to 50% for all approved highway expenditure. 

At present the provincial government's road expen-

ditures are as follows: 

(1) The province bears the full cost of King's Highways. 
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On county highways, the provincial government con-

tributes 50% of the amount of the county's expendi-

ture on improvements, as well as the ordinary main-

tenance grant. 

In townships the province pays 40% of the expenditure 

on roads and 50% of the expenditure on supervision. 

The former percentage may be as high as 80% if the 

Minister deems that necessary. 

In cities, the province joins with the county in 

assisting suburban roads, giving 50% of the cost, the 

city and county dividing the remainder between them. 

Since the beginning of the 20th century, the province 

has contributed almost two-thirds (60%) of the total road expen- 

ditures, but recently 

rise according to the 

increase of grants to 

stances indicate that 

provincial government 

tho provincial proportion has tended to 

extension of King's Highways, and the 

counties and townships. These circum-

the future highway expenditure of zhe 

is likely to increase as a proportion of 

total highway expenditure, and since at the same time total 

highway expenditure is also likely to rise, provincial expendi-

tures on both capital and current account are likely to reflect 

this trend. The grounds for the expectation that total highway 

development is likely to proceed apace are indicated in the 

statements of the Provincial Treasurer in the 1938 budget 

speech. Road traffic on the Windsor-Quebec route has already 

reached proportions that suggest the need for larger arterial 

roads. 

Highways expenditures in Ontario have been determined 

mainly by the geographical location of the province and by its 

industrial characteristics. The province required an intensive 

expansion of highways within its urbanized areas to link them, 

and to provide a route to industrial America. At the same time, 

the nature of the province and the advancing of its northern 
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frontier required an extensive system of roads. Accordingly 

since the War, while the main highways of southern Ontario have 

been extended with some rapidity, it is important to note 

that the proportion of total highway outlay spent in Northern 

Ontario has tended to increase steadily, The proportion of 

government road investment in the North has increased from 13% 

of the total road investment in 1921 to 22% in 1936. 

Ontario's road development since the War, being both 

cause and effect of industrial progress, has had developmental 

effects in the province not unlike those produced for Canada 

as a whole by the railway expansion in the pre-war period, 

except that Ontario's road building seldom appeared to be 

creating unused capacity, or capacity large enough to serve some 

conjectural future demand. Road improvement has been accomplished 

in response to existent demands for linking urban areas, and as 

such it has widened the Ontario internal market, has lowered 

the costs of competitive transport, and affected the volume of 

the tourist trade. In this way it has affected the income of 

households and firms within the province. Provincial finances 

have also been affected by the increases in motor licences and 

gasoline tax revenues which, together, cover the province's 

current expenditures on maintenance and interest on the highway 

investment. In Ontario, however, it is noteworthy that while 

the municipalities are required to provide for the retirement of 

their highway debts, no such provision is made by the province 

itself. Provincial highway debt shows a marked tendency to rise 

and highway investment becomes increasingly dominant in the 

direct liabilities of the province, 

As already indicated the Hydro and highways accounted 

for about two-thirds of Ontario's outstanding debt in 1936. The 

remainder was attributable to the railway, to lands and buildings, 

to agricultural loans, to the accumulation of deficits, to the 

capitalization of direct relief, to the bonus on rural power 

transmission, and to numerous lesser items. 
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At the outbreak of the War, the Temiskaming and 

Northern Ontario Railway was the major commitment of the 

province, accounting for over 45% of the total liabilities 

of the province at that time. The government made capital 

expenditures on this railroad in the hope that they would 

be recovered, not necessarily from the railroad itself but, 

like the highway investment, from other sources provided by 

the opening of the new frontier. There was thus an indeterminate 

relationship between the government investments and subsequent 

government revenues. In this case it was true that the con- 

struction of the line, and the rate policy followed, hastened 

the exploitation of the resources of the region, particularly 

in minerals and pulp, but it is equally true that speedy 

exploitation of resources of this sort may prove to have long-

run costs that tend to lie on the government as such regions 

suffer exhaustion of their resources. 

In the post-war period, the Temiskaming and Northern 

Ontario was expanded with branches into the growing mining areas, 

and with an extension as far as James Bay. The construction of 

branches into the mineral properties soon justified itself from 

the Railway's point of view, especially in the depression years 

after 1929 when mineral expansion compensated in part for the 

decline in the newsprint freight. While the northward con-

struction could, for part of the way, assist the development 

of mineral, power and lumber resources, the recent (1932) 

extension to James Bay has not yet been justified. Up to the 

present the railway as a whole has called for an investment of 

$30 million by the provincial government plus S11 million in 

guaranteed bonds and bank loans, in all some 5% of the total 

direct and indirect liabilities of the Ontario government. 

The line has not been directly self-sustaining; deficits 

were at their lowest in the boom (1925-9) but increased 

again in the depression. Up to 1937 the investment cost the 

province over 37 million in interest. Since over 16 million 
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was received in revenue from the line, the net money cost to 

the province may be measured at 	million. It has to be 

remembered however, that the province received a lump sum pay-

ment from the Dominion government as a subsidy for the building 

of the line. In 1913 the province received a subsidy of 241 

million. The revenues that accrued indirectly from the existence 

of the line have been considerable, but their precise relation-

ship to the cost of the line itself is indeterminate. The 

development of the northern country, the direct 

from mines and lumbering activities, as well as 

raised from dividend receivers are, however, of 

to the government of Ontario. 

After this outline of the history of  

revenues received 

the revenues 

prime imp ort anc e 

the major govern- 

ment undertakings from the War onwards, it is necessary to con- 

sider the financial conditions during these years, The War and 

the post-war booms involved a considerable expansion of income 

to the households and firms of Ontario, agriculture, lumber, 

minerals, and manufactures all having expanded, and there was 

likewise an expansion of services, not the least important of 

which was the growth of financial houses, and the centralization 

of large-scale undertakings in Ontario. The counterpart to this 

expansion of private enterprise was to be found in the expansion 

of government enterprise. The growth of the Hydro undertaking 

durin3 this period has already been discussed, By 1921, the 

outstanding debt of the province was $219 million. The increase 

over 1915 is shown in the following table. 

1913 	 1921 	Increase 

Active Assets 
Hydro 
T. & N.O.Rly. 
Canadian NorthemOntario 

Railway (a) 
Public Works 
Advances - 
Surplus (-) or 

deficit (+) 

5,502 
6,023 
19,696 

7;860 

56 

 

	

35,319 	29;817 

	

113,674 	107,651 

	

23,600 	3,904 

(a) 

	

51,987 	51,987 

	

6,280 	6,224 

	

11,906 	-14305 + 2,399  

    

      

8 000 

Outstanding Debt 	 41,536 	.18..„,2.1 	177,418 
(a) Later assumed by the Canadian National Railway  
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Of the 177 million dollar debt increase, the Hydro 

was the outstanding cause. The increase in public works (on 

capital account) was not shown in the 1913 accounts but by 1921 

highways had accounted for 	million of the subsequent in- 

crease, and buildings for 026 million, The increase in active 

assets was due mainly to an increase in cash, and to a $6 million 

dollar advance to municipalities. The increase in advances (on 

which partial or no interest has been paid) went to municipal-

ities (03 million) and to the Sandwich Windsor and Amherstburg 

Railway (02.5 million). 

By 1921 the revenues and expenditures of the province 

also revealed the growing complexity of the Ontario economy. 

Net debt charges, education, welfare and government formed over 70% 

of total expenditures. 

1913 1921 Increase Decrease 
7575 $000 .,000 *000 

Net Debt Charges 122(0r) 2,131 2,253 
Education 2,653 7,021 4,368 
Government 1,151 3,490 2,339 
Welfare 1,522 3,514 1,992 
Justice 910 1,624 714 
Highways 565 1,173 608 
Agriculture 393 835 442 
Other 572 892 320 
Legislation 370 388 18 
Domain 2,510 1 	66 1144 _-_-_ - 

Total Expenditure 10,524 22,434 11,910  

It will be noted that the domain expenditure is re-

corded as having fallen. Forest and other services increased 

during the -.1ar, but the 1913 figure had included within it a sum 

spent on public works and on forests, 

The rise in the net debt charge was due to the debt growth 

which was discussed above, The rise in education expenses was 

due largely to the increased grants to schools and universities, 

the rise in government costs to increased personnel and expansion 

of government services, and the rise in welfare to the expansion 

of institutions (mental, tuberculosis, deaf and dumb, and homes 
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for infirm), the new level of grants to hospitals, and the new 

labour department. Mothers' allowances were only beginning in 

1921. 

The expenditure system of the province was therefore 

indicating the growing complexity of the government service, 

as economic expansion induced the government to undertake new 

capital works, and as the demands for improved education and 

welfare services raised the levels of these items. The revenue 

system indicated also the growing diversity of the economy and 

the increasing dependence on taxation for revenue. 

Dominion Subsidy 

1913 1921 Increase Decrease 
,000 

2,396 

$000 

2,396 

$000 

- - 
Taxes 2,1)83 9,824 7,741 
Licences 866 4,313 3,447 
Domain 2,887 3,725 838 
Fines 37 672 635 
Sales 18 332 314 
Refunds 69 191 122 
Liquor 902 349 - 553 
Other 111 105 

wIm••. 011 
6 

Total Revenue 

_ 	. 

21,907 9,369 12,53e 

Almost two-thirds of the increase in revenue care from 

taxes. Among the tax increases the most significant was in suc-

cession duties, and after that in corporation taxes, the race track 

companies yielding the largest single company increase, but all 

companies revealed the effects of the economic expansion, and the 

changed tax rates. New amusement taxes also aided considerably 

the rise in revenues. The rise in licences came mainly from 

increased ownership of motor vehicles, and the increase in domain 

from forest royalties, forest fire tax, and fur licences and 

royalties. The increase in fines accrued from the Ontario 

Temperance Act, and the fall in the liquor licences resulted also 

from the change in the liquor laws, By 1921 taxation was yielding 

45% of the revenue and licences 20%. The subsidy and the domain,the 
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original "Confederation" revenues, together yielded only 28%. 

The financial history of the years up to 1929 was 

mainly a reinforcing of the trends of capital works, expenditure 

and taxation that had emerged in the War and post-war booms. 

There was some slight change of emphasis, however, in that the 

rate of increase of expenditures on highways, and on loans that 

paid partial (or no) interest, was greater than the rate of 

increase of investment in interest bearing projects. Among the 

advances which have borne little or no interest, the most im-

portant were those to the Agricultural Development Board estab-

lished in the post-war depression, when Ontario agriculture 

was trying to readjust itself to more normal conditions after 

the war boom. Theoretically, the funds for this farm credit 

were to be raised through the new Ontario Savings Offices, and 

the province was to advance these as loans to the Development 

Board in return for debentures carrying a slightly higher rate 

of interest than that paid by the province to the Savings Offices. 

The Board placed the loans with farmers at 50 for an amount 

to be not more than 50% of the valuation. In time, however, the 

financial relation of the agricultural Board and the Savings 

Office became less apparent, particularly in the depression 

after 1929 when the demand for agricultural loans increased at 

the time that savings deposits were being withdrawn and reduced. 

In these conditions the province's interest in the Loan Board 

increased rapidly. The loans to the Biard doubled between 1928 

and 1936, and since the Board's payment of interest to the 

province fell behind, the provincial equity in the Board more 

than doubled over the period and now amounts to about 7.5% of the 

direct liabilities of the province. The agricultural depression 

affected the soundness of many of the mortgage loans made by 

the Board, and despite adjustments more than half the accounts 

were in arrears in 1936. The unsatisfactory position of these 

assets is evident from the opinion expressed by the Provincial 
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Treasurer in the 1938 Budget Speech to the effect that 50% of 

the loans are in such a position that even if all the outstanding 

interest on them were forgiven and some discount on principal 

allowed, they still could not be liquidated because the amount 

originally loaned exceeded the real loanable value of the 

property. The effect of the Agricultural. Development Board on 

Ontario's debt structure is one measure of the effect of the 

post-war agricultural revolution on the economy of Ontario; 

In the post-war period, the Agricultural Advances, 

alon3 with the much larger extension of Hydro investment, and 

the still larger capital expenditures involved by the transport 

revolution, dominated Ontario's 

pression (after 1929). 	The 

post-war period was:- 

debt increases up to the de-

change in the balance sheet in the 

1921 	 1930 	Increase 
($ millions) 

Active Assets 353 38.2 2.9 
Utilities 137,3 271.6 134.3 
Public Works 520 187.4 135.4 
Advances 6.3 39.7 33.4 
Deficit 12.3 24.2 
Other Expenditures 

capitalized 4.6 4.6 

219.0 553.8 334.8 

Less Sinking Fund Reserve 1.1 1 1 

Outstanding debt 219,.0 552.7 333.7 

During this period the investment in public works slightly 

exceeded that on the utilities. Of the $135 million increase in 

public works, the new road activities accounted for 8120 million,and 

public buildings for $15 million; In the utilities, 0121.6 million 

of the $134.3 million increase was attributable to the power com-

mission; and $12.6 million to the railway extension (i.e. branch 

lines and main line from Cochrane to Island Falls and on to Coral 

Rapids). Of the 33 million dollar increase in advances, $30 million 

went to the Agricultural Development Board. Although there was little 

change in the total active assets between 1921 and 1930, there 
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was considerable change in the items making up the total. 

There were increases in advances to municipalities, in the liquor 

control board surplus, and in inventories, etc. The post-war 

depression, and the growing charges for debt (i.e. apart from 

Hydro) for welfare, edudation, maintenance of the rapidly growing 

highways, had all served to increase the deficits on current 

account. From 1927 to 1929 however, surpluses emerged, 

The rise in current expenditure was fairly steady be-

tween 1921 and 1930, and it affected all items of expenditure. 

The following table arranges the services in the order of their 

increase in this period. 

1921 1930 Increase 
p000 ,40o0 poo 

Net Debt Charges 2,131 9,659 7;528 
Welfare 3;514 12,851 9;337 
Education 7,021 12,895 5,874 
Highways 1;173 6,836 5;663 
Domain 1,366 4,595 3,229 
Justice 1,624 3,128 1,504 
Government 3,490 4,328 838 
Legislation 388 1,024 636 
Agriculture 835 1,357 522 
Other 892 2,756 1,864 

Total Expenditures 22,434 59,429 36,995 

The growth of debt charges for public works and other 

purposes was becoming a significant item. In 1921, Ontario's net 

debt charges were only 9.5% of annual expenditure, while the 

provinces as a whole spent 15.7% of their total on this item. But 

in the post-war period, with the expansion of highways, etc. Ontario's 

percentage rose towards the general average, and by 1930, Ontario was 

spending 16.3% of her total expenditure on net debt charges,as against 

the 15.7% for the provinces as a whole, Ontario by 1930 spent 59.6% 

of the total expenditures on net debt charges, education and 

welfare. 
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Education had always been the outstanding charge in 

Ontario, but by 1930 welfare expenditures had grown rapidly and 

were about to overtake education. The significant jump did not 

occur until 1930, old age pensions being the important contri-

butor to the latter rise. Before that time the growing factors 

under this heading were public institutions, particularly mental 

institutions, the introduction of mothers' allowances in 1920 and 

the gradual enlargement of hospital grants. The growth in 

pure public health services was modest by comparison. The effect 

on the budget of the introduction of new items like the mothers' 

allowance and old age pensions is evident. The growth of 

institutional and hospital grants is, however, worthy of some 

notice. In Ontario, the direct administration of health devolves 

largely upon the municipalities, the revenue being provided 

mainly by fees and municipal grants, a part coming also from 

donations and provincial grants. Mental institut.,ons on the other 

hand are mainly a provincial responsibility, the municipal con-

tribution to these being only a small part of their total cost. 

The provincial grant to general hospitals expanded as the costs 

of hospitalization increased, and in the last decade the pro-

portion of the total general hospital income derived from the 

province increased from 8,6% in 1927 to 11.3% in 1936. In 1937, 

however, the provincial grant was reduced. In the homes for 

incurables the proportion of income derived from the province 

also tended to rise until the reduction of the grant in 1937 

reduced the proportion paid by the province from 23% to 20%0 

In sanatoria for consumptives the provincial responsibility has 

also tended to increase. The main provincial expenditure is, 

however, on mental hospitals and the total expenditure has 

risen steadily, the province providing almost 70% of the income 

of these institutions. Apart, therefore, from the recent 

relief payments made under the head of welfare and apart from 

the effects of the depression in adding to mothers' allowances 
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and old age pension payments, the rise in hospital grants, the 

high level of expenditure on institutions, and the tendency for 

free public health services to increase have contributed to a 

new trend of welfare services. Although certain beneficiaries 

from mothers' allowances and old age pensions might appear on 

relief rolls if these services were absent, it is noteworthy 

that actuarial calculations indicate that old age pension costs 

are likely to become increasingly significant in the next decade. 

Certain other services (e.g. preventable disease control, 

tuberculosis etc.) will likely reflect the trend of changing 

public opinion on these matters. To the extent that relief 

costs fall, the government will find it easier to meet the 

growing public welfare costs on the basis of its present 

budgetary position. 

Before the War, education which absorbed about one-

quarter of the total disbursement, was the outstanding 

expenditure of the provincial government. By the end of the 

boom, (1930) it accounted for almost 22%, but the reduction in 

education costs and the expansion of other services, leaves 

education now as the third item in the budget, taking about 

14% of expenditure. The reduction in the provincial costs of 

education have been marked since 1931 (22% between 1931 and 

1936): since teachers' salaries formed almost three-quarters 

of the total education costs in Ontario it is clear that the 

reduction has been due mainly to the fall in salaries. The rise 

in Ontario's total education cost since the beginning of the 

century has been associated with the increase in the number of 

children, and with the improvement in the standards of education. 

This has reflected itself in the increasing relative importance 

of secondary and vocational schools: in 1900 only 12.5% of 

municipal education expenditure went to high schools and 87.5% 

to public schools, but now only 69% goes to primary, 20% to 

high and 11% to vocational schools. Since the average cost per 
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pupil is higher in secondary schools, this change has been 

important in raising total costs. At the same time, the general 

educational standards in personnel and equipment were raised 

and the average cost per pupil in primary schools rose from 

$17.8 in 1900 to $74.1 in 1930, since when it has been reduced 

to $606, the lowest since 1921. So far as provincial grants to 

schools are concerned, the existing method was introduced largely 

in 1931. The grants are based on five factors - a measure of 

the wealth of districts, the ratio of teachers' salaries to this 

assessment measure, the equipment, especially in rural districts, 

the basis of maintenance and capital expenditure on equalized 

assessments of schoolrooms, and teachers' certificates in rural 

and separate schools. These form the main method of grants 

although special grants and aids may be given to especially needy 

areas, or for special projects (kindergartens, manual training, 

etc.). These school grants (including grants to technical schools 

which rose rapidly from 1928 to 1930) have tended to become an 

increasing portion of the total provincial expenditure on education, 

and now average around 50% of that total. The remainder of the 

provincial expenditure goes mainly to universities (21% of the 

total education costs to the province), and the smaller part to 

agricultural and veterinary colleges, school inspectors, super-

annuation, etc. The university grants began in 1906 and have 

been enlarged with the extension of universities and the College 

of Education in Toronto. The total provincial education ex-

penditures were lowered after 1931, mainly by the reduction of 

grants to primary schools, but the expenditure began to risQ 

again in 1936. 

Over 75% of Ontario's expenditures go on the three 

services described above - net debt, welfare and education. Of the 

remainder of the expenditure, the largest single item is the 

highways maintenance. This service reached its peak in 1930, 

42% of the highway expenditure going to the maintenance of main 

roads and 40% in grants to municipalities, thesb grants being 
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mainly for construction. The remainder of the highway expen-

diture went to secondary roads and administration. The highway 

expenditure was severe in the depression, particularly the 

expenditure on main roads, although this reduction did not 

necessarily involve much reduction in road servicing since 

capital expenditures on roads, directly and through relief works 

were increasing at the time. Since 1933 the expenditure on 

maintenance of main roads has recovered, but in 1936 they still 

received a smaller percentage of the highway expenditure than 

in 1930: 

Of the remaining services, justice, legislation and 

government have expanded in response to the enlargement of 

governmental functions but their growth has been checked since 

1930. Public domain and agricultural services have also con-

tracted since the advent of the depression, although in the 

public domain the provincial attention to forest services has 

expanded, but this expansion has been more than offset by the 

declines in attention to other sections of the domain. 

On the revenue side, the main trend in the post-war 

period up to 1930 was the growing importance of taxes and of 

liquor profits in the revenue system. Tax revenues became a 

significant proportion of total revenues during the war period, 

and this significanoehgs tended to increase. In 1913 taxes 

yielded 22% of the revenues, in 1921, 45%, and in 1930, 50%. 

The tax history of the later period, especially after 1934, 

further reinforced this trend, and by 1936 taxes yielded 60%,  

of the revenues (as against 51% in the provinces as a whole). 

During this period, Ontario's share of the total revenues raised 

by all provinces has tended to increase. In 1921 Ontario's 

revenues were 24% of all provincial revenues: in 1928 29%, 

in 1930 33%, in 1933 36%, and in 1936 39%. This trend towards 

higher tax revenues advanced with the growing economic maturity 

of the province during and after the War. The shifts in the 

revenue system between 1921 and 1930 are shown in the following 

tablet 
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1921 1930 
T5-00) 

Increase Decrease 

Dominion Subsidies 2,396 2,642 246 
Taxes 9,824 29;446 19,622 
Liquor Control 349 10;285 9,936 
Licences 4,313 7,682 3,369 
Refunds: Municipalities 100 2,577 2,477 
Domain 3,725 4,300 575 
Refunds: Other 91 537 446 
Other Revenue 105 135 30 
Sales 332 360 2 
Fines 672 434 238 

Total 21,907 58,398 36,491 

About half of the rise in taxes resulted from the 

introduction of gasoline taxes (1925) which were yielding 

010.8 million by 1930. In 1930 succession duties were unusually 

high, $6 million above the 1921 level. The corporation taxes 

had shown little increase up to 1930, but the adjustments of 

corporation tax rates that took place later in the depression 

indicated their potential yield. 

The increase in liquor profits followed on the estab-

lishment of the trade as a government monopoly, The legis-

lation establishing the Liquor Control Board was passed in 1927, 

and the sales rose rapidly in the boom years, but by 1933 liquor 

profits were only about half their 1929 level. 

The increase in licences followed mainly on the ex-

pansion of the motor industry, Domain revenues in 1930 were still 

above their 1921 level, but forest revenues had fallen considerably 

below their 1929 level. The diversity of the revenue system, how-

ever, prevented a decline in any single item of revenue from having 

a great effect on revenue as a whole, As a result of industrial 

diversity and level of income, the revenues in Ontario fell by only 

00 between 1930 and 1934, a large increase in motor licence revenues, 

and increases in corporation and gasoline taxes offsetting to a 

large extent the declines that were occurring in liquor profits, 

domain revenues and interest (other than hydro). 
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Although revenues were well maintained, they were not ,  

sufficient, in the depression, to cover expenditures and relief. 

There resulted large deficits on current account up to 1936, 

and since capital. expenditures (except in 1933) had kept high, 

the over-all deficit was large until 1936, when an over-all sur-

plus emerged. The position was as follows (omitting year 1935, 

which because of the change in fiscal year, was a seventeen 

month period, and apt therefore to confuse the significant 

changes that occurred between 1934 and 1936):- 

1931 1932 

(Millions 

1933 

of 	) 

1934 1936 
e•••• 

Revenue 57.1 55.0 54.8 54.6 86.9 

Expenditure 65.3 693 67,8 80.4 76.9 

Deficit 	(-) or 
Surplus (+) -8.2 -14.3 -13.0 -25.8 +10.0 

Capital expenditure 28 9 27 4 13 35.5 7.5 

Over-all deficit 
(-) 	or surplus(+) -37.1 -41.7 -26.7 -61.3 + 2.5 

The current deficit which had reached a peak of over 

25 million in 1934 was eliminated by 1936 as a result of the 

59% increase in revenue ,and the reduction in expenditure. The 

capital expenditures which had kept high (except in the low 

depression year 1933) were cut in the advanced recovery year 

1936, and there was a reduction of ?11.6 million in outstanding 

debt in that year. 

The capital expenditures kept high until 1934 because 

relief work reached its peak in that year: the advances to the 

Agricultural Development were also high until 1934. As a result, 

capital expenditures on buildings (which had been ,?4.2 million 

in 1932) gradually fell to 2.,1.91,000 in 1934 and 'w 468,000 in 

1936. Highway work, which had reached c.p 17.6 million in 1931, 
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fell to $4.3 million in 1933, rose to $12.2 million in 1934 and 

fell again to 5.8 million in 1936. The reduction in . highway 

expenditure was largely compensated by the increased relief work 

on highways, and the expenditure on this item rose from X1.4 

million in 1931 to .4)19.2 million in 1934, and fell to $2.5 

million by 1936. 

As shown in the above table, both revenues and expen-

ditures were by 1936 considerably above the 1931 level. With 

respect to expenditures, only the net debt charges and the welfare 

services had increased during the period, and even within the 

group of "welfare" certain services had been cut (e.g. public 

health, provincial institutions, child welfare, labour depart-

ment). The welfare increase was dueprimarily to the relief 

payments which cost the province $13.3 million in 1936, but 

during the period there had been also sane increase in mothers' 

allowances. The debt charges rose with the increase in the 

outstanding debt from $553 million in 1930 to $784 million in 

1936. This increase was due in large part to depression 

financing. Of the debt increase of 231 million in these years, 

$50 milli*n had gone to relief work on roads, and $73 million to 

current deficits including 14 million of direct relief. Of the 

remainder of the debt increase, 65% was attributable to public 

works, mainly roads, and the remainder to the hydro, the railway 

and the agricultural loan board. As a result of this increase, 

net debt charges absorbed 25% of the 1936 expenditure, and welfare 

(including relief) 37%. 	The expenditures were as follows: 

1930 	1936 	Increase 	Decrease 
000) 

Welfare 12,851 28,230 15,379 
Net Debt 9,659 19,397 9,738 
Education 12,895 10,564 2;331 
Domain 4;595 2,787 1,808 
Highways 6,836 5,397 1,439 
Other 2,756 2,422 334 
Legislation 1,024 339 685 
Agriculture 1,357 872 485 
Justice 3,128 2,715 413 
Government 4,328 4,191 137 

Total expendi ture 59,429 76,914 17,485 
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This table indicates the extent to which services, 

other than debt and welfare (including relief) have been re-

duced below the 1930 level: 

Summary - 

(1) By 1937, 41% of the total provincial gross funded 

debt was attributable to Ontario, Ontario's funded debt includ-

ing guarantees being $748,1 million at that time. Of the 

growth of total outstanding provincial debt since 1929, Ontario's 

share was also about 41%, Ontario's outstanding debt having 

risen by $297 million from 1929 to 1936. In 1936, Ontario suc-

ceeded in reducing its outstanding debt by 11:6 million but by 

1936, as a result of the growth of non-interest producing debt, 

Ontario's debt charges, less interest received, as a proportion 

of total expenditure, were higher than in the provinces as a 

whole, Ontario spending 25.2% of its expenditure on net debt, 

and the provinces as a whole 21.2%. 

By 1936, Ontario with 41% of the total provincial 

debt, raised 38% of the total provincial revenues. It got 

more revenue from taxation than other provinces, 60% as against 

51%. It received asmaller proportion from subsidies, domain, 

liquor and licences. 

By 1936 Ontario was able to meet relief charges from 

revenue, and to lower its debt. But in 1936 all services 

(except debt charges and welfare) had been cut by X7.6 million 

under their 1930 level. In 1936 capital expenditureswere 

exceptionally low. Tax revenues had increased by 77% between 

1934 and 1936, and certain other revenues, licences, liquor 

profits and domain revenues were stimulated by the economic 

recovery, but in 1936 only licences had exceeded the boom 

peak. The significant revenue increase cam from taxes, from 

the new rates, and from the economic recovery that increased 

income. Tax revenues rose by 23 million between 1934 and 1936, 

succession duties producing 42% of the increase, corporation 
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taxes 15%, gasoline tax 12%, income tax 22%, amusement tax 6%, 

and the security tax 3%. Succession duties, which had yielded 

half of the tax revenues in 1921, yielded one-third in 1925 and 

one quarter in 1933. The extensive changes in the Succession 

Duty Act in 1934, with the further amendments in 1935 and 1937, 

have tended to restore succession duties to their 1925 place in 

the tax picture, that is, to the production of one-third of the 

total tax revenues. Up to 1930 corporation taxes had been com-

paratively stable, but the capital stock and the new taxes on 

net income by 1936 restored these taxes also to their 1925 

position, to the production of about one-fifth of the tax revenues. 

Given no further economic recession, the corporation taxes may 

prove to be on a more stable revenue-producing basis than the 

1936 succession duties. The other significant tax change was 

the introduction of the income tax in 1936. If the province 

pursues the policy of raising tax rates, and therefore revenues, 

in the recovery years, and. if it holds down its capital works 

and reduces its debts in these years, it will be pursuing a 

fiscal policy that has had no counterpart in Canada's public 

finance. But final comment on the precise nature of Ontario's 

fiscal policy would have to be reserved until the nature of the 

policy pursued in any future depression was revealed. 

(4) The revenue position of the province reflects the 

economic maturity of Ontario. Its economic position as the 

s'Workshop" of Canada, as an important exporter, as a mining 

area and as a provider of services (tourist and other ), 

indicates a certain balance that is important from the point of 

view of revenues. The number and kind of firms and their 

corporate organization, and the number of households and the 

sort of living standards established by the economic produc tivity 

combine to produce a provincial economy that has considerable 

taxable capacity. The number of firms and their organization 

affects the level of corporation taxes, while the productivity 

of these firms, as reflected in the income of households, 

affects the levels of succession duties, incane tax, amusement 
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taxes, automobile licence fees and gasoline taxes, etc. These 

sources provide about three-quarters of Ontario's total revenue. 

As a revenue-producer Ontario's economy is important 

also to the Dominion government, which derives a very signifi-

cant proportion of its total revenues from this mature region. 

This circumstance is of prime importance to the province of 

Ontario as well as to the firms and households located there. 

It is important to the province because t1 Dominion revenue 

methods affect the province's revenue possibilities. To the 

households and firms in the region the resulting fiscal situation 

is important since two major tax authorities compete for revenues 

in the region, and there can be noiresumption that their com-

bined revenue methods will yield a tax system that is just, or 

least harmful to enterprise. This situation confronting the 

households and firms of Ontario (and to a lesser extent of 

Quebec) is worthy of attention, especially since the expenditures 

of both the Dominion and provinc ial governments are likely to 

continue moving upwards, and since any depression tends to add to 

governmental responsibilities, and presumably governmental re-

venue efforts. A fall in national income or even a fall in 

the income of any region of Canada adds to Dominion respon-

sibilities., tends to expand the Dominion's revenue efforts, and 

therefore tends to limit the Province of Ontario's revenue 

possibilities. And as the Dominion tax system becomes increasingly 

direct and increasingly graduated, the concern of the government 

and taxpayers of Ontario is increased, since these changes tend 

to increase the burden on incomes of Ontario households and firms, 

In short, Ontario is greatly concerned in the level of national 
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income, and in the effects of that level on Dominion fiscal 

action. Firms and households of Ontario are perhaps more 

deeply concerned than the provincial government, because the 

division of powers between governments tends to hide the fact 

that the provincial and Dominion governments compete for 

the available revenues. It appears on the surface as if their 

fiscal requirements are determined by economic conditions. 

Depression adds to their responsibilities, raises debts and 

requires new tax efforts: the boom works in the opposite direction; 

and so it appears that the fiscal policy of independent governments, 

acting separately, is largely determined for than, yet it is 

unquestionable that fiscal policy as a whole affects the level of 

national income, and the trend towards boom or depression. Fiscal 

policy as a whole, especially at the present levels of expenditure 

and taxation, affects the behaviour of households and firms, and 

this behaviour in turn affects the trend of economic progress. As 

a force on the economy, fiscal policy is probably of more importance 

than banking or exchange policy. Since a wise co-ordination of 

fiscal policy can aid the forces that make for reduced expenditure 

needs, and increased revenue buoyancies for all governments, and 

since the future of Ontario is so closely connected with the 

future of the Canadian national income, this question of the co-

ordination of fiscal policy affects the future of the firms in 

Ontario to an exceptional degree. 

(5) But the extent to which the Dominion or Ontario 

government can pursue any fiscal policy designed to counteract trade 

fluctuations, or to encourage home industry, is determined 

partly by the actions of the other government. If Ontario should 

wish to hold up tax rates in boom periods and reduce capital 

expenditures and debts, as she did in 1936, and if then 

the Dominion also raised its tax rates, this would involve some 

limitation on the expansion of the province's revenues, since 

the Dominion gets so large a share of its revenues from this 

province. Oppositely if the Dominion reduced its taxes in the 
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boom , then it would leave more spending power and more taxable 

capacity to the province. In depression, if the province 

wished to reduce taxes to try to encourage local industry, the 

beneficial effect of such action would be lost if the Dominion 

government raised its taxes. In such a case the province would 

be merely transferring taxable capacity to the Dominion govern-

mnt. 

The fact that so much of the national income is 

derived from this province, and that so much of the federal 

revenue has its source there, is sufficient to decide that no 

Canadian fiscal policy is likely to be successful in smoothing 

out trade fluctuations - unless there is careful integration 

of the expenditures and the taxes of the Dominion and the 

Ontario governments. 
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Financial Position of Manitoba 

Up to the end of the 19th century, Manitoba's financial 

history reflected the growth of the province. For detailed study, 

this early formative stage could be further subdivided, but for 

general purposes it seems sufficient to indicate the conditions 

that characterized the period up to the end of what was tanned 

abroad the Great Depression (1896), 

During this period the features of Manitoba public 

finance were absence of any significant debt charge, great 

dependence on the Dominion subsidy for revenues, inability to 

keep expenditures in line with revenues, and a great preponderance 

of costs of government and of public works in the distribution of 

total expenditures. All these indicate the youthful stage. The 

preponderance of government and equipment costs could be compared 

to the education charges of the individual in the same stage 

of growth, and the dependence on the subsidy is comparable to 

the youthful individual's dependence on the family. But Mani-

toba's formative history was affected by the fact that she did 

not grow into the responsibility of government, but had that 

responsibility imposed on her in her earlie st pioneer stage. 

She had still to acquire institutions, roads and the equipment 

of settlement, and since her revenues were supplied largely 

from the Dominion (e.g. as high as 88% in 1875), and since she 

lacked territorial revenues, the process of acquiring govern-

mental equipment was largely a process of readjusting financial 

relations with the Dominion. Thus the frequent changes that 

occurred in the Dominion subsidy to Manitoba, almost from the 

creation of the province up to 1913, were to be expected. That 

the experience had some value to the Dominion may be judged 

from the subsidy arrangements made with the new prairie provinces 

created in 1905. That the responsibility of government, and 

the pains of growth, were creating a positive opinion within 

Manitoba was evident from the provincial government's attitude 
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(.1) 
toward transport. It has been said that the natural resources 

question, opened in the 80!s, the complaints about the federal 

tariff, and the grievance against the Canadian Pacific Railway 

monopoly, were weapons found to fight the subsidy case with 

the Dominion. But the fact that the weapons did exist, and 

were used, indicated that ideas of development, and of the forces 

that hindered development, were being shaped in the province, 

and these turned largely on the transport issue. Dominion 

plans and regulations concerning land holdings were extensive, 

and the plans were altered periodically to suit the construction 

needs of the Canadian Paoifie Railway at this time; but this 

uncertainty was not favourable to settlement in the .)rovince. 

Where settlement was well advanced and the fertility of the coun-

try was reflected in increase(' wheat production, the lack-of 

effective means fnr marketing the grain proved a deterrent. 

These needs became more apparent after the Canadian Pacific line 

reached Winnipeg in 1883. The railway monopoly and the needs of 

the economy for branch lines and cheaper rail rates provided a 

target and ammunition for the govern vent that was growing 

into fiscal responsibility. Winnipeg was by then thinking of 

its possible future as the commercial entrepot of the West, and 

for its promotion, as a distribution centre transport was a vital 

issue. Accordingly, Manitoba's fii4st bond issue ($787,000) in 

1885:  was for a construction subsidy to the Manitoba and North-

western Railway. Others followed for the Brandon and South-

western, for branch lines, and for a railway to Hudson Bay. The 

municipalities were given permission to give railWay. subsidieo, 

exemption from provihcial and municipal taxation, was offered 

as an inducement to railwaY cwnstruption and, most important of 

all, the meth.os of guaranteeing railway bonds was adopted. In 

1888 the :Province gtlarunteed bands Of the Nctrfacom Pacific 

(1) Maxwell, J. A.' Federal Subsidies to the Provincial 
-0overnmento, p. 810 
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and Manitoba Railway, and in 1889 and 1892 bond guarantees were 

offered to the Hudson Bay and to the Lake Manitoba Railways. The 

presence of MacKenzie and Mann aided the province in pushing 

this railway policy still further, and in 1901 guarantees were 

given to the new Canadian Northern Railway to complete a line 

from Winnipeg to Port Arthur. 

The adoption of the railway policy is some indication 

of the growth of responsibility towards the end of the century. 

The change in the ordinary budget also reflected the end of the 

formative stage in the province's financial history. On current 

account, new expenditures on education, public domain, and welfare, 

began to compete with the costs of government and public works for 

the available revenues. On the revenue side, corporation taxes and 

later succession duties and railway taxes were imposed, the 

revenue from fees was increased and so also were the returns re-

ceived from interest. By 1900 just less than 50% of the revenues 

came from the Dominion subsidy, and the remainder was secured by 

the province's own revenue efforts. Revenues wore not buoyant 

in the last decade of the 19th Century, and the general depression 

in agriculture was an important contributor to the province's efforts 

to broaden its revenue base, During the depression the debt 

charges and public welfare tended to absorb an increasing share 

of the available revenue, but total expenditures were kept in 

check, and they were smaller per head in 1901 than in 1891. 

The rise in world prices after 1896 and low freight 

charges increased the profitability of grain production. Railway 

expansion, and readily available supplies of capital provided the 

means for fuller specialization in wheat. The rise in prices con-

tinned through the pre-war and war years, The expansion of wheat 

acreage and elevator capacity turned sharply upwards in 1901, and in 

1902 Manitoba's revenues reflected the sudden change in wheat 

income after the 1900 drought. Half the prairie population was 

then in Manitoba, and she had already 1500 miles of railway, so that 

the returns that were apparent from her pioneering soon encouraged 
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the westward expansion of settlement, railways, and new wheat 

acreage. After this, Manitoba's rate of growth was slower 

than that of the other two provinces, but the boom period up to 

1912 consolidated Winnipeg's position as the commercial and 

manufacturing centre of the new prairie region, and the fact 

that Manitoba had inaugurated her railway policy early, and had 

some governmental experience, permitted her to adjust her 

economy to expansion with less difficulty. Expansion of 

revenue and consistent surpluses on ordinary account from 1901 

to 1912, were evidence of stability. 

Significant borrowing on direct bonds did not begin in 

Manitoba until after the creation of the two other prairie 

provinces, but once started it reached comparatively high peaks 

in 1907, 1910, 1915 and 1920. The 1907 peak was due almost 

entirely to the initiation of government telephones: the 1910 

peak was associated with grain elevator purchases and construc- 

tion of judiciary building: the 1915 one with the building of 

the agricultural college, insane hospitals, and the new 

Parliamentary Buildings: and the 1920 one with new government 

enterprises connected with agriculture, the power commission, and 

certain patriotic expenditures, including relief of taxation 

to soldiers. As a result, between 1907 and 1921 the gross 

debt of Manitoba grew more than in Saskatchewan, and about as much as 

in Alberta and British Columbia. 

The telephone policy began with a bond issue of 

$1 million in 1907, followed by another of $3.4 million to buy 

out the Bell system. There were then about 15,000 subscribers 

in the province. Administration was entrusted to a Commission, 

and for the next four years capitalization increased, although 

the Commission found it difficult to expand quickly enough to 

keep up with the demand:. The state of the telephone accounts 

during this period did little to reveal the financial condition 

of the enterprise, and the telephone commission felt that some 

rate adjustment was necessary in 1911 to add to revenues. The 



- 212 - 

suggested change was unpopular and investigation by a royal 

commission suggested the need for removing the telephone system 

from political interference. No important changes were made, 

although sane flat increases in rates were sanctioned by the new 

rate controlling body, the Public Utilities Commission, but these 

changes were not sufficient to meet the revenue needs of the 
(1) 

system, 	Dur ing the war pe ri od , the system was handle d with 

more attention to economy, and in 1918 comprehensive depreciation 

tables were constructed. Wages and other costs climbed high at 

the end of the War but no changes were nude in rates and from 

1919 to 1921 considerable financial losses were incurred. In 

1921 rate increases were allowed, the greatest being on the 

rural lines. 

By 1920, the system had 69,000 subscribers as against 

15,000 in 1907. This may indicate that government ownership 

did spread the system quickly, but considering that in this 

period the economy rapidly expanded and that there was a fairly 

well established private telephone system in Manitoba in 1907, it 

is impossible to know whether government ownership did in fact 

speed. up the system more than private enterprise cculd or would 

have done. The question is whether private enterprise could 

have been efficient and could have provided service at lower 

rates than the -government did, when the government took over 

ownership. Manitoba had the foundat ions of a system better 

laid than Alberta and a more favourable ratio of urban to rural 

service - extensive rural systems being costly. These two 

conditions rendered somewhat easier the economic expansion of 

Manitoba's service. The tendency to over -expand the rural part 

of the systems was sooner checked in Manitoba, and the existence 

of a metropolitan area and metropolitan opinion may not be 

...6,1•401:41•!•• 

(1) By 1913, the province had invested over 
telephones, 

'11 million in 
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unconnected with Manitoba's earlier attentions to more economic 

management and more care over depreciation. Nevertheless, the 

influence of telephone policy on the growth of.Manitoba's debt 

was important from 1907 to 1913, and at the latter date the govern-

ment investment in telephones accounted for about half of the gross 

debt, 

The other factors contributing to the pre-war debt 

growth seem to have been directly associated with the frontier 

expansion, The birth of the Grain Growers' Grain Company. in 

1906 was associated with the apparent insignificance of the 

individual producer in the new economy, and was dixected at co-

operative efforts that would strengthen the farmer in his 

marketing. The Association urged among other things, the con-

struction of a Hudson Bay railway, and government ownership of 

terminal and internal elevators, and in 1910 the latter question 

became a political issue in Manitoba. Without making investi-

gations, such as wore undertaken by Saskatchewan, the Manitoba 

government adopted the proposal and started off with a purchase 

of 75 elevators. When the scheme came into operation after 

the election, difficulties arose. The growers desired a reduction 

in the elevator commission from 1 cent to one-half cent, and at the 

same time demands for new government elevators were strong. 

These were more expensive than telephones, from the government's 

point of view, and they were not yielding adequate revenue. By 

1912, it was decided that the policy was a mistake and 172 elevators 

were leased to the Grain Growers' Company at 6% on the government's 

investment. The experiment, though not pushed very far, convinced 

opinion that co-operation rather than government ownership was 

the right moans of overcoming the isolation of the producer from 

markets. The capital advanced to elevators was given as 

$1 million in the 1913 balance sheet, but since the revenues 

and expenditures'of the elevators have been incorporated in the 

main provincial accounts, it is not easy to discover.  their later 

operating deficits. The "capital" loss has been shown 
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as 005,000, in the balance sheets from 1927 onwards, 

The other works that added to the 1910 paak in 

borrowing were judicial buildings. Thereafter expenditure on 

the drainage districts and new public buildings became the most 

significant, especially the latter. These were projected when 

the pre-war economic expansion was nearing its maximum, and 

when Winnipeg was rapidly becoming the metropolitan area for the 

new prairie economy. Some of the public works were large, es-

pecially the Parliamentary buildings, but the new mental in-

stitutions, law courts and agricultural college buildings were 

also conceived on the grand expectations of the boom period. 

Thus while the 1913 gross debt figures showed a total 

for Manitoba that was below Alberta's, and about 15% higher than 

Saskatchewan's, the conditions that were increasing the rate 

of Manitob a' s debt as compared with Saskatchewan's were already 

in existence. And the recession of trade before the outbreak of 

War, the slowing of immigration, and the approach of the com-

pletion of the railway boom were not likely to be factors that 

would check the expansion of governmental activities. Indeed the 

apparent thwarting of pre-war expectations was more likely to 

increase the demand for government activity. The exigencies 

of the War itself furthered this movement, especially in the 

relations of government with agriculture. The pre-war adminis-

tration had directed its attentions to the provision of general 

equipment (buildings, encouragement of railways, etc. ) . Its 

attempts to assist agriculture had proved less satisfactory. 

In the early war period, when the equipment boom had fulfilled 

its purposes, and agriculture was encountering dif ficulties, 

the shift of government attention to agriculture's needs was to 

be expected, 

The most important government assistance to agriculture, 

from the point oC view of debt growth, was the establishment of the 

Farm Loans Association in 1917, aimed at the provision of loans 

at reduced interest rates. It obtained capital by issuing bonds 
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carrying the guarantee of the province and the pledge of farm 

mortgage as security. Up to 1921, the interest to the mortgagor 

vas 6% per annum, combined with a subscription to the capital 

stock of the Association, to the extent of 5% of the loan. In 

1921 the latter requirement was withdrawn, and interest charges 

raised to 7%, until in 1925 the Association began financing through 

the treasury of the province and managed to lower rates on now 

borrowing to 60. 

This governmental assistance in the form of farm loans 

vas superimposed on a government building programme that was to 

continue large until 1920. In 1918 a good roads policy was added, 

then in 1919 a housing policy, and in 1920 a power policy. As a 

result, the investments of the Province of Manitoba in equipment 

(housing, buildings, roads, telephone expansion, power commission), 

as well as the agricultural aids, added together significantly in 

the 1918-20 period, the latter year representing a peak in the 

province's issuing of bonds. 

The effect of all these government policies was to make 

the rate of debt increase between 1913 and 1921 particularly high 

in Manitoba as compared with other provinces, the steep upthrust 

occurring just at the end of the War when all the policies (public 

works, telephones, power, roads, housing, agriculture) required 

funds, and the general post-war boom was pushing up prices. The 

Manitoba government's investment in this period probably accelerated 

the local boom, When the general boom broke in 1921, the govern-

ment's building policy probably helped to account for the main-

tenance of the local construction industry in 1921, but with the 

decline in government building in the following year, the con-

struction industry contracted and failed to recover its 1921 level 

until 1926. The power industry expanded slowly throughout the 

period. 

The effects of the various policies, and their 

quantitative significance are evident frunthe balance sheet. 
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Between 1913 and 1921, the assets expanded 

t million 

as 

1921 

follows:-

Increase. Decrease 1913 

Active Assets 1.7 10.4 8.7 
Utilities (a) 36:1 20.2 15.9 
Public Works 9.2 27.5 18.3 
Advances 3.4 17.5 14.1 
Current Deficit - .8 .8 

50.4 76.4 26.0 

Less Sinking Fund 
Reserve .4 1.2 
Capital Surplus 4;4 2.7 
Deferred Revenue 4.8 .3 4.2 

Outstanding Debt 45.6 72.2 26.6 

(a) Includes $24 million Canadian Northerri Railway guaranteas latarassum-
ed by theCanadian National Railways, 

The $27 million increase in debt was due largely 

to the public works and the advanoes, the utilities and the 

active assets together having added less than the public 

works. In the public works expenditures, highways were com- 

paratively unimportant, the main outlay having been on public 

buildings. The most significant single expenditure under this 

head was the new parliamentary building, although as already 

shown, expenditures on the agricultural college and the mental 

hospitals at Selkirk and Brandon, when combined, fonmed a part 

of the total increase in public works. 

As the above table shows, the second important con- 

tributor to the debt increase was the t14 million increase 

in advances. In this disbursement, the Farm Loan Association 

had received the largest share ($5.6 million by 1921), the 

housing scheme was next at $3.4 million, then the rural credit 

societies (42.6 million), soldiers tax relief and patriotic 

purposes ($1.3 million), and the remainder on miscellaneous 

advances, including the investigation of public buildings, seed 

grain and fodder loans, drainage, etc. 

An additional investment of t6 million went into tele- 

phones, and $1.8 million into the recently established power 

commission in the 1913-21 period. This equalled nearly half the 

expenditure on public works. The decrease in the total investment in 
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utilities was due to the assuftption of $24 million Canadian Northern 

Railways bonds by the newly formed Canadian National Railways. 

As a result of this large debt increase the net debt 

charges, which had amounted to $604,000 in 1913, had in- 

creased to over $1,217,000 in 1921, and at the latter date net 

debt absorbed 15% of the total expenditures. The other 

important increases in current expenditures were in public 

welfare and in education. Welfare rose from $406,000 to 

$1.9 million, partly as a result of the Mothers' Allowance 

Act in 1915, and partly as a result of the levels of cost of 

maintenance and operation in the new hospitalss. Other welfare 

activities (e.g. public health, and labour) took insignificant 

sums. In education, the increase was comparable to that on 

welfare, the expenditure having risen from 037,000 to 4i)2 million. 

In 1921 it absorbed 20 of the total expenditure, and most of 

the increase went to school grants, with colleges and universities 

taking the remainder. These three items, net debt charges, educa-

tion and welfare, absorbed 62% of the expenditure. Government, 

legislation and justice absorbed 25% so that amounts spent on other 

services - highways, agriculture, domain - were very small. The 

expenditure system was already dominated by expenditures that were 

difficult to contract, if depression made that policy appear de-

sirable. 

During this period of rising expenditures, the revenue 

basis had been gradually broadened. In 1913 revenues were largely 

dependent on the Dominion subsidy, licences, and the public 

domain: In that year, however, corporation taxes were in- 

creased, and in 1915 automobile licences were doubled. Thereupon 

followed further attempts to widen the tax base by the addition 

of amusement taxes in 1915. In 1916 the Municipal Commissioner was 

authorized to make a levy for mothers' allowances, In the following 

years furthbr levies were made, notably the supplementary Revenue 

levy in 1918, which was increased in 1919 and 1920, and which was 

levied on all municipalities and on property in school districts. 

In 1918 a tax was imposed on unoccupied land. As a result of this 

broadening of the tax basis, in 1921 the Dominion subsidy formed 

only 20% of the total revenues, and was less important than the 



- 218 - 

taxes on real property (i.e. supplementary revenue tax, and un-

occupied land tax) as a producer of revenue. The corporation 

taxes were now yielding a larger part of the revenue, especially 

the railway and insurance companies. The motor vehicle licences 

were becoming productive, and the government capital expenditures 

were yielding new levels of interest. The following table shows 

the increases in revenues between 1913 and 1921:- 

1913 

REVENUE 

Increase Decrease 1921 

Taxes 645 3,751 3,106 
Licences 596 1,176 580 
Subsidy 1,451 1,471 20 
Domain 427 256 171 
Liquor 162 80 82, 
Others 813 644 169 

Total Revenue 4,094 7,378 3.284 

The revenue changes revealed the extent to which the 

tax basis had been broadened, as a result of the new scale of 

government activiti es during the War andpost-war years. In 

1921, the debt charges, less interest received, still formed 

only 15% of Manitoba's expenditures, while the figure for all 

provinces was 16%. 

In the depression of 1921 however, tax returns fell, 

especially the corporation taxes, amusement taxes and succession 

duties. This contraction continued through 1922. At the same 

time the government encountered defic its on sane of its enter-

prises, as well as a certain fixity in ordinary expenditures 

that rendered their reduction difficult. The necessity for 

having a proper sinking fund provision for debt redemption 

became obvious, 

During the depression, certain readjustments were made 

in the subsidiary enterprises of the government, aryl in the 

tax system. The telephone system. was placed on a fairly sound 

footing, the power commission was reorganized, and a certain 
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amount of liquidation occurred in the Faim Loans Association, 

the Rural Credit Schemes, and. the government elevators, 

The telephone system entered the post-war period with 

considerable need far rate increases, which rates, despite the 

post-war ri se in costs, had remained unchanged from 1912, The 

rates were raised by an average of 28% in 1921, the rural in-

crease being above this. The ensuing depression in agriculture 

contracted the rural demand for telephones by 25%, and at the 

same time the provincial exchanges, i.e. the urban communities out-

side Winnipeg, also revealed a decline in demand. Fortunately, 

however, the Winnipeg exchange kept up, and the telephone system 

devoted most of its new capital expenditure to the modernizing 

of this urban plant from 1922 to 1928. (During this period, the 

automatic service was installed, and by 1928 two new exchanges 

were required in Winnipeg, The City's demand for telephones re -

fleeted its strong economic position in the good "wheat" years from 

1925 to 1928). At the same time, any tendency to over-expansion 

of the rural system was the  checked, and as a result deficits di sap-

peared. In the boom years from 1925 on to 1929, the deficits gave 

way to surpluses even after a proper allowance for maintenance and 

replacement of plant. The government telephone investment had 

been *17 million in 1921, but by 1929 the figure had reached 

almost 022 million. 

The Power Commission which had been conceived in the 

post-war boom days -- a period that was often regarded as the 

natural continuance of the boom that had been shortened by the 

outbreak of War -- had been projected on optimistic expectations 

of future development, and therefore of demand for power, The 

post-war depression confounded these expectations, and the 

Sullivan Commission, appointed in 1923 to study the difficulties 

that were being encountered by the provincial power company, 

found that the enterprise had been commenced before the population, 

or the demand for energy, was sufficient to justify the ex-

penditure -- a circumstance that had been true of many of the 
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prairie government enterprises in the early 20th Century, but in 

many cases the rate of economic expansion had "taken up the 

slack" -and had reduced excess capacity. The post-war depression, 

however, had thwarted the expecttions as to power demand in 

Manitoba, and in 1923, even if the contracts had been doubled, 

there would still have been a deficit, The fact that the 

system had been built in a period of high prices added to the 

cost difficulty. Following the Sullivan recommendations, the 

government in 1925 reduced the capitalization of the I.ower 

Commission, the province assuming the difference between the 

old and new appraisals in its own debt, transferring part of 

the advances to a suspense account, on which part no interest 

was charged to the Commission, and reducing the rate of 

interest charged to the Commission from 6% to 5%. The 1925 

Act also established a sinking fund and reserves for the 

Commission. In 1921 the capital advances to the Power Com-

mission had been 01.8 million. In 1925 they were 2 million, 

and $0.6 million had been transferred to capital losses. 

The Farm. Loans Association had made considerable loans 

in the prosperous agricultural boom from 1917-20, and these 

had been used either to pay off prior mortgages held by 

private mortgage companies, or for agricultural expansion. In 

1921 further loans were sought, and in view of the agricultural 

depression, it is probable that these were intended more to 

maintain the position of the borrowers than to expand their 

undertakings. By 1923, over $8 million had been advanced, but 

thereafter loans were smaller .,up to 1930, when new loans 

were stopped. The advent of the 1921 depression had revealed 

certain inherent weaknesses in the schemes. It revealed the 

fact that, with the wide fluctuations in agricultural income, 

mortgagors were liable to fall sharply into arrears when 

depression hit them, and the more severe the depression the 

greater the likelihood of arrears. In such a case the association 

had either to foreclose, or capitalize the arrears and give new 
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mortgages on the basis of the principal and the arrears, In 

principle, therefore, the Association showed some tendency 

towards (a) relieving private mortgage companies of risk, 

especially bad "risks", who consolidated their debts in a loan from 

the Association (b) feeling the necessity of maintaining its 

borrowers in event of stress. To some extent, the latter con-

dition arose from the technique of repayment, which required 

borrowers to repay the principal and interest of their loans 

in 30 equal instalments. This period was long, and was more 

suited to a borrower who was assured of a steady income than to 

agriculturalists who faced the vagaries of crop and market 

changes. In these conditions also, it appears as if the interest 

rate charged to borrowers was insufficient to leave the 

Association a wide enough margin for risk, while at the same 

time, it was sufficiently attractive to encourage a fair demand 

for loans. By 1925, the advances to the Farm Loans Association 

reached kp9.5 million, and in 1929 when the federal farm loan 

scheme began operations in Manitoba - after which the provincial 

Association ceased to issue new loans - the province had advanced 

$10.2 million to its own Association. 

During the post-war depression therefore considerable 

headway was made in writing-off the losses involved by the War and 

post-war investments. But the outstanding debt continued to.  

grow, rising from 02 million in 1921 to $88 million in 1925, 

As mentioned above, the Farm Loans Association advances had 

increased from $5.6 million to $9,5 million in this period: that 

represented the largest single item. The investment in tele-

phones, buildings, and highways added approximately i2 million 

to each of these services. Although this involved an increase 

in net debt charges from $1.2 million to $2.3 million, 

current expenditures were kept in check and their lsvel in 1925 

was only a little above that of 1921. At the same time, the 

province made marked changes in its revenue system in this re-

adjustment period, and revenues, which had failed to cover 
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expenditures in 1921, rose from $7.4 million to $9.6 million by 

1925 and since expenditures had varied little, the $888,000 current 

deficit of 1921 had become a $509,000 surplus by 1925. The 

most significant changes in the revenue system were the 

imposition of the gasoline tax and the income tax in 1923. In 

1921 and 1923 the automobile licences were increased, and in 

1924 additions were made to the corporation taxes and to 

succession duties. A "betting" (or pari-mutuel) tax was 

imposed, and a grain futures tax, which was later declared 

ultra vices. With these changes, and with the improvement in 

trade after 1924, revenues began to rise steadily. The 

revenues in 1925 were as follows: 

MANITOBA ALL PROVINCES 

Revenues Lof Total /0  of Total 
$000 

Subsidy 1,502 16 10 
Taxes 4,827 50 39 
Licences 1,246 13 18 
Liquor 1,315 14 13 
Others 706 7 20 

Total 9,596 100 100 

Manitoba was receiving a larger proportion of its 

revenues from taxes and interest than the provinces as a whole, 

In 1926 Manitoba's revenues continued to rise more 

than the 5xpenditures, and a larger surplus emerged. About 

this time, there was evidence of a transition from public 

"economy" to public spending, not on the scale of the post-

war boom years, but nevertheless, in contrast to the policy 

in the post-war depression years. The transition showed itself 

in three ways, in the rise of current expenditures, in 

rise of capital expenditLres, and in the reduction of tax 

rates. The boom was not sufficiently great to hold up revenues 

in face of the tax reductions, and deficits resulted, as 
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follows:- 

$000 

1926 1927 1928 

Revenues 10,290 9,401 10,255 

Expenditures 8 987 .9 4.2P 10,187 

Surplus (+) - or 
Deficit 	(-) k 1,303 -, 	19 + 	68 

Capital Expenditures 1,257 1 123 3 033 
...PM.' ,N.,.•P.• ..., 

Over-all Surplus (+) 
or Deficit (-) 	 + 	46 	-1,142 	- 2,965 

The fall in revenues in 1927 resulted from the fall 

in tax returns, which in turn resulted from the 20% reduction• 

in income tax, and the reduction from 2 mills to li in the 

supplementary revenue (land) tax. In addition it had been 

decided that future surpluses should be used to reduce the 

land tax, and in small part, the income tax, As a result, 

tax revenues declined from $5.4 million in 1926 to $4.4 million 

in 1927, and the current surplus of 1926 had been transformed 

into a deficit, The province then cancelled the 1922 rebate to the 

municipalities of 50% of the liquor profits. In consequence 

liquor profits rose from $1.3 million in 1927 to 2.0 million in 

1928, and revenues as a whole rose by about the same amount, 

and a small current surplus appeared in the boom year of 1928 

(i.e. fiscal year ending April 1929). The decline in the 

Importance of the land taxes was then becoming marked. At the 

end of the War, these taxes (the sApplereiltary revenue and the 

unoccupied land) had formed about 20,10 of total revenues: by 1928 

they formed about 3%. There had been strong rural opposition 

to these taxes, and in 1929 the province abolished the 

supplementary revenue tax, and the revenue system was depending 

more and more on non-land revenues. Later other minor land 

taxes were abolished -- the Health Levy, Child Welfare and 

Soldier.' Taxation Relief Levy. These changes benefited real 

estate, but even more so, they reduced the specific provincial 

taxes paid by the fanner. The province had only about one-third 
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of its population in agriculture (as compared with two-thirds 

in Saskatchewan), and it was building a revenue system that was 

appropriate to an urbanized province. But the urbanization in 

Manitoba was due, not to a diversification of industry, but to the 

fact that Winnipeg was the entrepot of the prairies. As such 

its income depended primarily on the agricultural income of the 

prairies as a whole. And it was only in conditions of boom in 

the prairies as a whole, that Manitoba could afford to make tax 

concessions to its own agriculturalists, or to give them special 

services at low cost (e.g. telephones, power), if the province 

wished to pursue an orthodox financial policy. In the event 

of depression in the prairies as a whole, the urban income in 

Manitoba was liable to severe contraction, and the commercial 

"overhead" of the prairie region, which was centred in 

Winnipeg, was liable to become a burden on the province, the 

costs of the overhead translating themselves into relief costs 

that would have to be borne by the province (including the 

municipality). In short, in depression, Winnipeg had to bear 

some of the impact of the decline in agricultural income in the 

prairies as a whole, and not merely the decline of Manitoba's 

agricultural income, and this in turn affected the expenditure 

requirements and revenue possibilities of the provincial govern-

ment and the City. So long as the boom progressed, however, 

dependence on the extended hinterland was an advantage. 

In the boost period also there was some rise in 

ordinary expenditures, particularly after 1928. The main 

increases were in welfare and highway expenditures, with smaller 

ones in debt charges and in education. In 1928, public 

welfare charges began to increase, mainly through introduction 

of old age pensions, and partly by expansion of public health 

services: in 1929 this upward movement continued, and welfare 

which had accounted for only 21% of total expenditure in 1925, 

amounted to 30% by 1929. The other expenditure that turned 

sharply upwards at this time was that on highways, the new 
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direction of expenditure being on main highways. The other 

expenditures were kept in check, the two above items accounting 

for over two-thirds of the expenditure growth in 1928 and 1929. 

The increase in debt charges followed on the expansion 

of capital works that the boom seemed to encourage. These 

began with an expansion of highway services in 1927, and from 

1928 to 1930 these averaged about $2.8 million annually. The 

continuance of the boom, however, led to other minor capital 

expenditures on public works, in 1928 to new investments in the 

telephones, and in 1929 and 1930 further investment in the 

Power Commission. For all its purposes, the province had 

required .$10.1 million in 1926, but by 1929 its rise in current 

and capital expenditures had. raised its total requirements to 

$16.2 million, and since its revenues had not risen to the 

same extent, the increase in outstanding debt was almost $5 million 

in each of t1  -; years 1928 and 1929. By 1929 the outstanding 

debt was ip101.1 million, and Manitoba's annual debt charge 

(less interest receipts) began to take a higher proportion of 

its total expenditures than in the provinces as a whole (18% as 

against the general average of 17%, in 1929). 

While agricultural incons fell in 1929, it was not 

until the following year that other parts of the Manitoba 

economy began to feel the effects of the decline in commerce 

and manufactures that were consequent on the prairie depression. 

The extent to which Winnipeg depended on the prosperity of the 

whole prairie region became clearer as the depression progressed 

and the only provinc ial industry that withstood the dislocation 

was the small mining industry. 

Such conditions were likely to contract revenues al-

most irrespective of the kind of taxes utilized. At the sane 

time, the land taxes were in process of withdrawal, as already 

indicated, and this contracted provincial revenues further, 

although it yielded some relief to farmers, leaving them wi th 

only a few taxes on spending (e.g. gasoline), and the few 
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remaining levies for old age pensions and sanatoria. In 

addition, some indirect subsidies were given to the people of 

the rural areas in both telephone and power services, the rates 

on these being below cost. 

The government was faced, therefore, with contracting 

revenues, almost stable ordinary expenditures, and considerable 

capital commitments which the depression was rendering onerous. 

In such conditions adjust nent of the financial position was 

rendered particularly difficult. 

The income tax was widened to include corporations in 

1930, imposing a 2% tax on income of corporations exceeding 

$1,000: in 1932 the rate was raised to 5% and the exemption 

removed. In 1931 the personal income tax was raised, and in 

1932 the exemptions were lowered and surtax added. The gasoline 

tax was raised from 3 to 5 cents in 1939, and to 7 cents in 

1932. In 1932 corporation taxes were increased. There was 

therefore, little delay in trying to catch more revenues, but 

most of the changes were more fitting to a highly industrialized 

economy: the rural areas were not directly affected by the in-

creased rates, although of course they were greatly affected by 

reduced income. Despite the changes, revenues could not be 

maintained, and they fell considerably from 1929 to 1931, and 

remained on that level until 1933. 

On its ordinary expenditures the province showed the 

same rush for cover quite early in the depression,cuts in 

some services being made in 1931, 1932 and 1933. By the latter 

year, current expenditures outside debt and relief charges, had 

been cut by 25% below their 1930 peak. 

million 

The position was as follows:- 

1930 	1931 	1932 	1935 
Total expenditures 12.5 14.4 15.4 14.6 
Debt charges 1.8 3.2 5.0 4.4 
Direct Relief and Provincial 
Share of Municipal Works .5 2.1 2.0 2:5 

All other Services 10.2 9.1 8.4 7.7 

Among the other services, between 1930 and 1933, the 
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biggest cuts were in highways, ($733,000), welfare, excluding 

relief, ($874,000), all government ($568,000), and education 

($503,000). 

In 1929 public welfare, excluding relief, and education 

had together accounted for 48% of the total expenditures but by 1933 

they had bees cut by almost 21%, and absorbed only 30% of the total 

expenditure, there having been a paring down of expenditures on 

health, tuberculosis institutions, hospitals and pensions, and in 

education a large reduction in grants to schools. Highways, how-

ever, showed the biggest reduction, being cut by 44%, Apart from 

relief and debt the only service that showed even a slight increase 

between 1930 and 1933 was the public domain, some increase follow-

ing the grant of natural resources in 1930. 

The significant increase in debt charges followed 

on the fEnancing of the early incidents of the depression. As 

we have seen, the province entered the depression carrying new 

commitments, and expanding capital works (roads, telephones, 

and power). In the early depression years, the position was 

as follows:- 

Millions of Dollars 

1930 1931 1932 

Highways 2:6 106 
Relief Works .1 .8 .4 
Other Public Works .9 .5 .1 
Co-operative Wheat 

Products 1,3 
Other advances net 04 .5 .9 

Total Capital Expenditures 4,0 4.7 1.5 

In 1930 the public works expenditure was directed 

mainly at highways, with small amounts on public buildings and 

on the university. In that year the deficit on ordinary account 

was $1.2 million, the capital expenditures (as shown above) $4.0 

million so that the over-all deficit was $5.2 million. In 

addition to the ,:covering of this deficit, funds were required 

also to continue the Hydro development that had been begun in 

the boom, and '1.8 million went also to the Power Commission. 

The telephone expansion required $0.8 million to complete it. 
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In that year however, the province received the settlement on 

the transfer of the natural resources from the Dominion, an 

amount of $4.6 million. Nevertheless in 1930 the outstanding 

debt rose by $6.5 million. In 1931 the financial position was 

affected by the deepening of the depression. The current 

deficit rose to 4.8 million, current expenditure being pushed 

up by direct relief (capitalized) by relief works of municipal 

authorities (provincial contribution), and by losses on ex- 

change. These combined with the rise in the net debt charge 

raised the current expenditure from $12.5 million to $14.4 

million in 1931, and since revenues fell by $1.6 million, the 

current deficit was high. Public works were down slightly from 

the previous year, but the over-all deficit rose to $9,4 million. 

In that year also the Provincial Savings Office was wound up, 

the Power Commission required another $1 million investment and 

advances were made to Manitoba Pool Elevators, Accordingly the funds 

required exceeded those of the previous year, and $8,4 million were 

added to debt. The province also had to implement its guarantees on 

the Farm Loans Association and the Co-operative Wheat Producers, In 

1932, however, the province cut its capital expenditures and again 

in 1933, since when capital expenditures may be said to have ceased. 

By 1933 the cuts in ordinary expenditure were becoming effective, 

the losses on exchange were smaller, and new tax adjustments raised 

revenues so that the current deficit was cut from 4134.9 million to 

$2.5 million between 1932 and 1933. The tax adjustnerts were far- 

reaching. They were raised in 1933 by the addition of a 

special inc one tax of 2% on all income of single persons receiving 

$480 or more (or married $960). This tax became straightway one 

of the most important revenue producers at the province's command,  

approximately equal to the corporation taxes, and just below the 

most important tax - the gasoline tax, the latter yielding about 

14% of total revenue in 1936, and the corporation and wages taxes 
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each about 13%. Special income tax along with the former income 

tax totalled about 20% of revenues in 1936 whereas before the 

depression such direct taxes were comparatively unimportant, 

(and the special income tax non-existent). This is some indi-

cation of the increasing directness of the revenue system, and . 

a measure of the attempt to tap whatever incomes were produced. 

The taxes on spending (e.g. liquor) fell greatly in the de- 

pression and have been slow to recover, indicating the shift in con- 

sumption under the reduced income-levels. The amusement taxes 

showed the same characteristic, although they never were highly 

significant. The net result was that while total revenues in 

1933 were slightly greater than those of 1929, the liquor profits, 

land taxes, motor vehicle duties and succession duties had been 

the main producers in 1929, but the main 193 3 sources were income 

taxes, corporation and gasoline taxes. 

The history of the years following 1933 was the result 

of a continuation of the fiscal policy adopted in the depression 

years. Current expenditures were held down, tax rates were 

kept high and capital expenditures were practically eliminated. 

Nevertheless the over-all deficit averaged about $2 million per year, 

and outstanding debt rose from $119 million in 1933 to $125 million 

in 1936. 

The extent to which expenditures were affected by the 

retrenchment is indicated by the following table:- 

000  

1930 	1936 	Increase Decrease 

Net Debt Charges 1,782 3,896 2,114 
Relief 498 3,433 2,935 
Public Domain 452 742 290 
Legislation 187 271 84 
Highways 1,416 704 712 
Education 2,199 1,552 647 
Welfare 3,494 3,054 440 
Justice 890 666 22.4 
Government 1,163 998 165 
Agriculture 271 162 109 
Others 109 71 38 

Total Expenditure 12,461 15,549 3,088 
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The table emphasises the extent to which expenditures, 

other than relief and net debt charges, were in 1936 still below 

the 1930 level. They had been cut by 25% from 1930 to 1933, but 

in 1936 they were still 19% below the 1930 level. Since 1933 the 

only service that has shown any substantial recovery has been wel-

fare (old age pensions and medical services). 

In tbo revenue system, the outstanding change was the 

shift of the emphasis on taxation. By 1936 licences had just 

recovered to the 1930 level, liquor control was still below 

the previous level, there had been slight increases in the subsidy 

and in the domain revenue, but taxes had risen from $5.2 million to 

$7.9 million, from betmg 46% of the revenue to almost 56%. 

Despite the tax efforts, the reduction of normal 

expenditures and the cutting of capital expenditures, the 

province was unable to prevent the steady increase in outstanding 

debt, even after 1933. The evidences of economic recovery have not 

been striking, the relief costs have kept fairly stable, and the 

increases in the liquor and licence revenue indicate only the slow 

recovery of spending-power in the province. 

Between 1930 and 1936 inclusive the Province had 

expended $15.5 million on direct relief. By 1936 the balance sheet 

showed $3.1 million as a provincial contribution to the relief works 

of municipalities, relief advances of $3.9 million to the City of 

Winnipeg, $3.0 million for relief work on provincial highways, 

buildings, etc. and $1.2 million advanced to other relief accounts: 

in all approximately '27 million have been spent for relief purposes 

by the provincial government. This represents only part of the de-

pression expenditures: the expenditures on the Farm Loans 

Association, the Co-operative Wheat Producers Ltd. and the 

exchange losses also represent depression costs. The extent 

of the deficit financing is iudicated in the growth of the 

province's liabilities to the Dominion, the treasury bills held 
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by the Dominion having increased by over $20 million since 

1930. The treasury bills held by banks also increased, but 

of the X12.8 million outstanding in 1936, an amount of $7.1 

million was hold by the Bank of Commerce following its 

assumption of the liabilities of the Savings Office in 1932, 

and this was guarapteed by the Dominion government. 

Summary  

The increase in debt in Manitoba in the 1929-36 

period was below that in any other province (Prince Edward 

Island excepted). This increase was due mainly to relief, 

and occurred in spite of a severe cutting of ordinary 

expenditures, and in spite of the existence of a tax system 

that was comparatively heavy, as compared with other provinces. 

In addition, the receipt of the Dominion grant concerning the 

transfer of natural resources has to be considered as a source 

of revenue that helped to hold down the debt increase during 

the depression years. 

All services (except relief and debt) were in 1936 

still below their 1930 level, and capital expenditures were still 

negligible. The replacement of provincial equipment cannot 

be unduly deferred. 

The tax level was lowered slightly in 1936. To some 

extent this reduction has to be construed in the light of 

the changed financial position of the City of Winnipeg under 

the constant impact of depression. The metropolitan area 

entered the depression with its own finances in a not unsatis-

factory condition, but the fairly constant relief expenditure, 

and the growth of taxation as a whole (provincial and Dominion) 

have tended to involve fairly full utilization of its taxable 

capacity. An increase in the taxable capacity of the City 

depends primarily on the economic future of the prairie 

region as a whole, but in view of the changed debt position of 
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the municipality and of the province, it cannot be 

assumed that a small recovery would greatly enhance 

the taxable capacity. The new level of debts and the 

need for replacement expenditures not merely in physical 

but in human resources (welfare and education), are likely 

to absorb whatever revenues would be available after a 

slight recovery in regional income, and a reduction in 

relief costs-0 
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Financ4l Position of Saskatchewan 

In Saskatchewan, the main feature of the financial 

history has been the trebling of the outstanding debt since 

1928. 	In the post-war period, from 1921 to 1928, the province 

had apparently reached a condition of some equilibrium after 

its initial formative stage, and the debt was relatively low 

and stable. The events of the years following 1928 went far 

to alter that position. Accordingly, in Saskatchewan there 

are two stages of importance in the financial growth, the 

first in the formative period of provincial policy, (up to 

1921), and the second, and more important, in the drought-

depression period after 1928. 

The early financial history of the province revealed 

the influence of factors that were affecting the whole prairie 

region, but it showed also that the methods of meeting needs 

in Saskatchewan were in some instances distinctive, and quite 

different from those adopted in the neighbouring provinces. 

The frequent reference of debatable matters to the investigations 

of royal commissions, before the formulation of practical 

policies, was in contrast to the usual methods adopted in Alberta. 

The period up to 1908 especially, was one of such intellectual 

gestation with respect to fundamental policies, although during 

this initial period, the educational, judicial, and public works 

requirements of the province were all begun. The appropriate 

methods of handling the telephone needs, and of the organization 

of rural communities, were under consideration by commissions, 

and the need for spreading the railway system was striking enough 

to merit full government attention. Up to 1908, however, the 

government managed to meet both current and capital expenditures 

from the ordinary revenues. By then the scale of government 

commitments was beginning to be enlarged to the growth of 

(1) In 1928, the outstanding debt was $63.8 million: in 
1936, $180.5 million; 
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population, and need for provincial institutions and equipment -

roads, buildings, schools, hospitals, etc. The latter requirement 

alone necessitated some resort to borrowing. There was also 

growing a clearer formulation of opinion with respect to government 

investments. At this time, agricultural opinion (as voiced through 

the Grain Growers' Association) expressed their requirements as 

(1) seed grain assistance and hail insurance; (2) need for railway 

extensions, removal of the railway car shortage problem, and 

consideration of the advantages to be gained from a Hudson Bay 

Railway; (3) government ownership of elevators; and (4) difficulties 

of securing credit advances on wheat. Each of these issues became 

an integral part of provincial interests within the next decade. 

In 1908, however, the government was concerned mainly with the 

question of railways and telephones, and with the organization of 

municipalities. 

With respect to the encouragement of railway building, 

Saskatchewan was in a different position from either Manitoba or 

Alberta. Manitoba had pushed railway building through the last 

decade of the 19th Century, and as the west opened under the 

impetus of capital import and immigration, railway building pro-

ceeded westwards. Saskatchewan, finding railway growth steady, 

but slow, was able to confine its railway policy to the giving of 

guarantees ($13,000 per mile) to the Canadian Northern and the 

Grand Trunk Pacific, and although vocal opinion demanded a Hudson 

Bay Railway, the province regarded that venture as a federal 

responsibility, and confined its railway policy to guarantees. 

The policy began in 1908, and later, guarantees were given both 

for railway building and for construction of terminals in the 

provincial cities. By 1920, the guarantees amounted to about 

$28 million. By confining its activities to guarantees, 

Saskatchewan did not encounter the upthrust of debt that Alberta 

experienced from its more positive railway policy. 
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With respect to telephones, in 1907, with the example 

of Alberta before them, the conservative opposition, the Grain 

Growers' Association, and the Boards of Trade pressed for govern-

ment ownership of telephones, while the Union of Municipalities 

recommended municipal ownership combined with government trunk 
(2) 

lines. The commissioner appointed to study the matter recommended 

government ownership of long distance lines, but thought that the 

rural service should be left to rural municipalities, with some 

financial help from the province. These recommendations were 

embodied in the government legislation, the government undertaking 

long distance connections, and encouraging rural development by 

delivery of poles at the nearest railway station. The Rural 

Telephone Act allowed five or more persons to organize into a 

co-operative company under the Department. In 1909 the Bell 

system was purchased, and afterwards the Saskatchewan Telephone 

Company. Thereafter the system expanded rapidly to meet the 

spread of settlement and the increase of population, and by 1913, 

the government investment in telephone plant amounted to $5.4 

million, while the capitalization of rural companies probably 

exceeded $l million. In 1913 the rural system was reorganized, 

and rural companies, with the approval of the minister, were 

allowed to issue debentures to a maximum of $350 per mile, the 

funds for repayment of these to be raised by a tax on all lands 

within 100 yards of the line. This method forced the absentee 

landlord to meet some of the cost, and by securing the independent 

financing of the rural systems, increased the traffic on the 

government lines without adding proportionately to the government's 

expenditure on rural systems. 	But this same device, by 

separating part of the actual costs to subscribers in taxation, 

and by allowing rural systems to borrow, may have encouraged over-

expansion in many districts. The great increase in incorporation 

of rural companies, following the 1913 Act, and the especially 

(2) Saskatchewan selected as its commissioner the man who had served 
as expert before the Select Parliamentary Committee on the 
telephone question in 1905. 
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great increase in the rural system following the good 1915 crop, 

indicated that rural expansion was apt to be rapid so long as the 

market for telephone debentures was good, despite the rising costs 

of materials during the War. In the 1917 report of the Telephone 

department, misgivings over the rapid increase in rural telephones 

were expressed. In the six years ending April 1919, 32,000 miles 

of new rural pole line had been constructed, and rural debenture 

issues exceeded $8 million. In keeping with this expansion, the 

provincial government had to enlarge its undertakings on capital 
(3) 

account. 	In the post-war boom, after the removal of federal 

restrictions on debenture issues, the rural system crowded a $7 

million expenditure into the 1919-22 period, and again the pro-

vincial government had to expand its trunk and exchange systems. 

By this time, the provincial demand for telephone mileage was 

almost satisfied, and thereafter it was hoped that while mileage 

would alter little, subscribers might continue to increase. In 

1915 the telephone tax levy was $92,000: in 1922, $1,835,000 for 

the province as a whole. Thus, although the system as a whole had 

expanded more rapidly than in the other provinces, the compromise 

between government and rural co-operative ownership was ensuring 

a repayment of telephone debentures, and this repayment continued 

so long as the area was economically stable (i.e., up to 1929, 

when some 70% of the rural debentures had been repaid). 

With respect to elevators, which to many farmers in both 

Saskatchewan and Manitoba seemed a matter for government ownership, 

the Saskatchewan government, unlike that of Manitoba, appointed a 

commission of investigation. This commission recommended co-operation 

among the farmers, and thought that the government should give 

financial assistance in the form of mortgage-secured loans for the 

construction of elevators. In 1911, when the Manitoba government-

owned elevators were in difficulties, the Saskatchewan Co-Operative 

Elevator Company was incorporated, to do all things incidental to 

(3) The government te.lephone investment rose from $5.4 million in 
1913 to $11.2 million in 1921. 
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the marketing of grain. It had 050 shares, sold only to agricul-

turalists, who could hold not more than 10 shares. The government 

was authorized to loan not more than 85% of the cost of company 

elevators. This company provided competition in the elevator field, 

just as the Grain Growers' Association did in the 'commission' field, 
(4) 

and the government stimulus to railways in the transport field. 

By 1913, the provincial government had invested $1.3 million in the 

elevators. 

The total assets in the balance sheet in 1913 were as 

follows: 

Millions of 

Active assets 4;3 
Telephones, 5;4 
Railways (a) 17.9 
Buildings 7;4 
Roads 4.4 
Advances ;8 

40.2 

Less Current Surplus .2 
Capital Surplus and 

Sinking Fund Reserve .8 1.0 

Outstanding Debt 39.2 

(a) Consists of guaranteed issues of the Canadian Northern and 
Grand Trunk Pacific Railway Companies, later assumed by the 
Canadian National Railways. 

The active assets were mainly cash and the elevator advance. 

Buildings and roads comprised over half the debt, the buildings 

covering mainly the new parliamentary building, the university 

and the hospitals. Some expenditures on building and roads had 

been met from ordinary revenues in the early years of the 

administration. 

During this period of growth, which was exceptional 

even for Canada at this time, the revenue system of the provincial 

government was not broad, or elastic. The municipalities had the 

exclusive privilege of collecting taxes from real estate, while 

the provincial revenue system depended largely on the Dominion 

subsidy, with licences and fees, corporation, and railway taxes  
(4)Gradually the outstanding needs of the'farmers with respect to 
organization and transport were being met. The railway policy had 
still to be completed, '.and the question of farm credit and interest 
charges still remained, 
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making up the balance of the revenues. In 1908 about 70% of the 

revenues came from the subsidy, but as settlement proceeded rapidly, 

the other sources of revenue rose, especially after 1910, so that 

by 1913, the subsidy formed nearer 35% of revenues. The fees 

increased rapidly during the development period, especially those 

from land titles, but the railway, corporation, and inheritance 

taxes together formed only about 5% of the revenues. In 1913, the 

revenues were as follows: 

Thousands of 	(a) 

Subsidy 2,115 
Supplementary Revenue Tax 572 
Other Taxes 332 
Licences 1,778 
Sale of Commodities 461 
Liquor 218 
Other 588 

Total Revenue 6.064 

(a) 1913: 14 month period. 

The dependence of the revenue system on the subsidy and 

on licences (particularly land titles and law transfer fees) was 

obvious. The tax system was very simple, with a supplementary 

revenue tax levied at a flat rate per acre, with some other taxes 

mainly on corporations, and with an insignificant amount from 

succession duties, 

The ordinary expenditures reflected the growth of the 

province, particularly after 1908 when debt charges were added to 

the expenditure system. By 1913, however, .net debt charges were 

still low. At that time, the outstanding single expenditure item was 

on education, but the amount of the expendi ture absorbed by govern-

ment, justice and highways, indicated the youthfulness of the pro-

vincial economy, and its concern with the primary requirements of 

settlement. In order of importance, the expenditures in 1913 were 

as follows:- 
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Thousands of ) (a) 

Government (including justice 
and legislation) 	 1,813 

Education 	 1,201 
Highways 	 661 
Agriculture 	 653 
Net Debt Charges 	 482 
Welfare 	 467 
Other 	 356 

Total Expenditure 	 5 635 

(a) 1913: 14 month period. 

The sudden change in the rate of expansion after 1912, 

the poor wheat crop in 1914, and the drying up of immigration, all 

led to considerable contractions in revenue ?  especially from land 

fees. Defic its on current account followed. 

The expansion of acreage and the good crop of 1915, and 

the upturn in wheat prices during the War, helped to restore the 

revenues from fees and from taxes, but even by 1916, the proportion 

of revenue from. taxes (corporation and inheritance) was still very 

small, amounting to only 7%. In that year , a Patriotic Revenues 

Act was passed to assist in meeting the new expenses incidental to 

the War. In the following year, this was superseded by the Public 

Revenues Act, and the tax raised from one to two mills on the 

dollar value of all rateable municipal property, with 1 cent per 

acre on land in the local improvements districts. In this way, the 

tax became available for general, as distinct from War, expenses. 

Although the province was adding to its revenue system by this 

increase, it was not significantly broadening the basis, but was 

rather adding to the land taxes, and encroaching on the real 

property taxation hitherto reserved for the municipalities, 

However, in view of the agricultural natum of the community, any 

provincial tax had to be near the value of land, or near the income 

from land. The province at this time took the former in preference 

to the latter alternative. In 1917 also, the province followed 

Alberta's example by imposing a tax on wild lands (at rate of 1% of 

assessed value on lands which owner has not cultivated to a certain 

degree). This Act repealed the "surtax" on uncultivated land 
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imposed in 1913 by the Rural Municipality Act. These new taxes 

(collected for the province by the rural municipalities) increased 

the proportion of revenues that came from land, and by 1921, these 

new property taxes alone yielded 33% of revenue. Inheritance and 

corporation taxes had responded to the war boom, and taxes as a 

whole produced 42% of the revenue as against 15% in 1913. 

Taxation of land was still regarded as the most appro-

priate form of taxation in Saskatchewan, but the conditions which 

gave rise to the new land taxes in 1916-18, and the increased 

burden that resulted from these taxes, both indicated the im-

probability of finding a steady source of income from this source. 

The collapse of the land boom after 1912 had shown that steadily 

rising land values could not always be expected, and the increases 

of taxes on land (Opublic revenues and wild lands taxes) were be- 

coming sufficiently burdensome to induce some change in public 
-(5) 

opinion. 	It was not until depression recurred in 1921-4, that 

departmental documents (Report of Department of Municipal Affairs, 

1923-4, p.8) voiced the changing opinion, and suggested that taxes 

must be less on land, and more on improvements and on other forms of 

wealth. The effects of the depression produced the realization that 

a constant rise in land values was unlikely, and that since certain 

expenditures (e.g. ,debts) were likely to become fixed charges on 

the budget, new forms of taxation would be necessary. 

The ent ry of the provincial govvrnment into the field of 

taxes on land and on improvements also made the question of the 

equality of assessment, as between municipalities, an important 

issue. Municipalities that had formerly had high assessments and 

low mill rates, tended to have to pay an unduly large share to the 

province in the new taxes. The need for equalizing the basis of 

assessment soon roused complain ts, and in 1921 a commission was 

appointed to study equalization. The recommendations were imple-

mented by the Saskatchewan Assessment Commission Act (1922), which 

(5) A surplus in 1920 permitted the government to repeal the older 
supplementary revenue tax which had been imposed at a flat rate per 
acre ,and had been used in part to make grants to education. 
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appointed a permanent commission to supervise and equalize 

assessment, with adjustments to be made from time to time. 

In the period after 1916, the new taxes increased the 

importance of tax revenues, and they took first place as revenue 

producers, while licences took second. The subsidy fell to fourth 

place in the War and post-war period. 

In 1921, the chief revenues were: 
(a) 

Thousands of 	Increase over 1913  

Taxes 	 4,008 	 3,104 
Licences 	1,968 	 190 
Subsidy 	 1,753 

Total Revenues 	9 460 	 3.396  

(a) 1913: 14 month period. 

The increase in licences was not great: the expansion of motor 

licence revenues had been considerable, but it was partly off set 

by the decline in revenue from land titles and law fees on trans-

fers. 

During the War and post-war boom, revenues had tended to 

keep ahead of expenditures. But expenditures were influenced by 

rising costs, and by the growing needs of the young community. 

The expenditures on government , on road, and on welfare , tended to 

rise quickly. The extension of government activi ties increased_ the 

costs of administrati on and of maintaining departments. The need 

for additional roads as settlement spread, the need for road 

improvement , for enlarged grants for mental and other hospitals, 

and for mothers' allowances, all tended to push up total expendi-

tures. Net  debt charges and education absorbed over 36% of the 

expenditure. The expenditures, and their changes between 1913 and 

1921 are shown in the following table: 
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(a) 
1913 1921 Increase Decrease 

Thousands of $ 

Education 1,201 2,854 1,653 
Government 1,812 3,127 1,315 
Welfare 467 1,570 1,103 
Net Debt Charges 482 1,243 761 
Highways 661 1,236 575 
Other 359 882 523 
Agriculture 653 602 51 

Total Revenue 5,635 11,514 5,879 

(a) 14 months. 

The education expenditures took a comparatively large 

part of the total, the Saskatchewan government making larger grants 

to schools than the other Prairie Provinces. These grants were 

associated with the land taxes which were raised by the municipali-

ties, and in part returned to then as school grants, a method that 

tended to distribute education grants according to the needs of 

school districts rather than their ability to pay. 

The gross debt charges had increased more than any other 

expenditure in the War and post-war years, by reason of the new 
(6) 

government commitments, and the increase of X29 million in the 

direct debt from 1913 to 1921. In 1921, however, Saskatchewan 

still spent less than 11% of her net expenditure on debt charges 

(less interest receipts), a proportion that was bettered only by 

Ontario and Prince Edward Island in that year. The increase in 
(6) 

debt between 1913 and 1921 amounted to $14 million, 	and the 

balance sheet showed an increased investment of $12.7 million in 

public works, 010.6 million in advances, 5.8 million in telephones 

and $5.3 million in active assets, the bulk of the latter being an 

increase in inventories and taxes receivable. The increase in 

telephone investment during the War period has already been mention-

ed. The increase in public works went largely to hospitals (04.4 

million), to government buildings 
	

2 million), to highways ($3.9 

million) to the university (41.2 million), and to relief works on 

(6) From 1913 to 1921 direct debt increased by 429 million while 
the indirect debt decreased by 0.5 million due largely to the 
assumption of $18 million guaranteed bonds of the Canadian NorthOrn 
and Grand Trunk Pacific by the Canadian National Railway Company. 
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highways during the post-war depression ($1.1 million). Relief 

accounts ($2.0 million) also helped to account for the 4010.6 

million increase in advances, as shown in the balance sheets between 

1913 and 1921. But the main reason for the increase in advances 

arose out of the establishment of the Foam Loan Board. By 1921, 

37.9 million had been advanced to the Board, and 41.0 million 

to the Co-operative Creameries. The extension of government 

activities in these agricultural undertakings had been hastened by 

the breaking of the pre-war boom after 1912. The resultant 

depression led to demands for government assistance in different 

directions, and in 1913 Saskatchewan had a "commission year". 

One commission studied the feasibility of diverting the waters of 

the South Saskatchewan river to supply water and power to the 

province: the drought question was already under consideration. 

Another commission studied the local government situati on, the 

municipalities feeling the effects of tightness in the financial 

markets, The Board of Highway Commissioners was under review in 

order to adapt it to the new road needs of the province. And 

most important of all were the agricultural commissions, one 

studying hail insurance, and another studying the wheat markets 

and the ways of establishing agricultural credit. This involved 

not only a study of European markets, but also of European methods 

of agricultural aid, land banks, etc. The breaking of the boom 

was turning attention to one of the fundamental farming difficulties, 

others concerning transport, elevators, seed grain assistance, etc„ 

all having been tackled in greater or lesser degree in the pre-war 

period. The question of markets and. of credit remained for initial 

consideration. With respect to markets, nothing very positive could 

be done by the prairie governments (apart from the work already done 

to aid internal transport, grading of the pioduct, etc.), but with 

respect to credit, the commission found that Saskatchewan farmers 

already had to pay interest on their private debt of t)150 million 

(365 to mortgage companies, $50 for land purchases, and $40 for 

machinery). The growth of this debt had been associated with the 

pre-war boom, but the boom had not created conditions that pennitted 
full repayment of the debt. The question that confronted 
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this commission appears to be fundamental to agricultural regions, 

and in Saskatchewan several circumstances characterized the debt 

position. (1) The pre-war boom had been part cause, and part 

effect, of the private borrowing (and also of the government 

borrowing and debt guarantees). (2) The boom enlarged wheat output 

and helped to P'-fop the price rise, from 1909 onwards the Liverpool 

price tending to alter its trend, until rocketted upwards again by 

war shortages. (3) The debt associated with the boom, both 

agricultural and governmental debt, was difficult to adjust down-

wards, partly because the purposes to which the loans were devoted 

did not always yield returns adequate to permit their repayment, 

and partly because agriculturists (and governments), unlike joint 

stock companies, cannot secure a large part of their capitalization 

from ordinary equity shares, but have to resort to fixed interest • 

loans. In times of falling income, these fixed charges become 

relatively heavy, and may provoke further debt growth. 

To meet some of these difficulties, and to help to reduce 

the interest charges to farmers, the Farm Loan Board was established 

in Saskatchewan in 1917, to make loans to farmers. In 1918, 80% 

of the interest due to the Board was collected, but in the 1921 

depression only 37% was collected. It appeared as if private loans 

were being repaid first, and government loan payments postponed. 

The effect of the 1921 depression on the Farm Loan Board was 

perhaps inevitable, irrespective of the particular details of its 

policy. 	In Saskatchewan, the Board had aimed at lending in new 

districts, and at establishing new farmers. These people had 

little time to establish themselves when the war boom broke, and so 

the interest arrears seemed comparatively high in the 1921 

depression. The Board, however, had entered into competition with 

the mortgage companies, and the effect of this competition on 

interest charges generally may be the measure of the Board's 

work, rather than its own accounting position. 
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Despite the provincial debt growth between 1913 and 

1921, it was still much below that of the neighbouring provinces. 

On a per head basis, in 1921, the debt was only about half of that 

in the neighbouring provinces, and the scale of taxation reflected 

that fact. The smallness of the public debt charges moreover, 

permitted the province to distribute its ordinary revenues with 

more emphasis on education and public health than in the other 

Prairie Provinces, the welfare services having increased compara-

tively rapidly in the previous few years, with the grants to mental 

and other hospitals, and with the introduction of mothers' allowances. 

Education grants to schools and to the university had also expanded. 

The period up to 1924 was not one of prosperity, although 

wheat acreage kept near its 1921 peak, and rose to a new peak in 

1925. Agricultural income fell sharply in 1921, and although it 

recovered somewhat, it did not establish a new upward surge until 

1925. The economy was marking time, and milking readjustments to 

the conditions created in the short post-war boom. The government 

aided this policy of readjustment in so far as it announced its aim 

of trying to maintain the revenue system unchanged, and of trying to 

abstain from those taxes on income and property that were being 

contemplated or adopted in the other western provinces. This aim, 

however, could be fulfilled only by rigorous control over ordinary 

and capital expenditures, and this retrenchment was undertaken 

throughout the period to 1925. The rate and the amount of debt 

growth from 1921-26 was smaller than in any other province (Prince 

Edward Island. excepted). Capital expenditures were cut in 1922, 

and maintained low. Ordinary controllable expenditures were also 

cut, but the rising costs of education and public welfare were 

making it difficult to keep expenditures in line with revenues that 

were not particularly buoyant. The construction industry kept low 

throughout the period, as compared with its 1921 level, when 

telephone and other government and business construction had been 

at their postwar boom peak. The ordinary expenditures were kept 

down until 1925, legislation, attorney-general's department, public 



-246 - 

works, highways, and agriculture, all being subject to curtailment. 

In that year, which was a good agricultural year, some expenditures 

rose, particularly on education, public works, and public health, 

By 1925, the increase in debt over 1921 was only $5 

million, and the outstanding debt stood at 58.1 million. Almost 

all the debt increase had been involved for public works, 

partioularly highways. 

Gross agricultural income rose sharply in 1925. It 

reached a peak in that year and kept high and fairly stable right 

through 1928. This degree of prosperity gradually broke through 

the policy of retrenchment that had characterized government, 

expenditures in the post-war depression. The rise in agricultural 

income increased the desire for new government services, while the 

same prosperity, by increasing the buoyancy of revenues, seemed 

likely to provide the revenues for meeting new services. Under the 

impact of the boom, therefore, both current and capital expenditures 

expanded, and the province was just reaching new high levels of 

expenditure when the depression came. The following table shows 

the growth of the over-all deficit in the boom period: 

1925 	1926 	1927 	1928 	1929 

Thousands of $  

Revenue 	 12,411 12,782 13,273 15,694 14,048 
Expenditure 	11,045 1.1.1.198 11,551 14 509 16,398.  

Surplus 	 1,366 1,684 1,722 1,185 -2,350 

Capital Expenditure 1,487 	1,614 	2,379 	3,710 	8,935 

Over-all Deficit(-) 
or Surplus (+) 	- 121 	+ 70 	- 657 - 2 525 -11,285 

It was not until 1927 that the capital expenditures began 

to move ahead. Up until then the current surplus had been fairly 

stable, but it fell in 1928, and in 1929, when revenue fell and 

expenditures increased, there arose a fairly large current deficit, 

and this coincided with larger capital expenditures for highways, 

hospitals, and the newly created power commission. In 1930 these 

capital expenditures on public works continued to increase, and trey 
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coincided with growing relief expenses, so that capital expenditures 

rose from $8.9 million in 1929 to $14.3 million in 1930, and debt 

which had risen by $12.6 million in 1929 rose by another 023.2 

million in 1930. The debts of the provinces as a whole rose fairly 

steadily from 1926 to 1929, but Saskatchewan's contribution to the 

annual rise was only 1.8% in 1926, whereas in 1929 20% of the total 

provincial debt growth in that year was due to Saskatchewan. 

In Saskatchewan, the total revenues rose in the boom 

years (1925 to 1928) but the rise was concentrated on a few revenue 

items. The revenue rose from $12.4 million to $15.7 million, but 

this rise of over $3 million came mainly from liquor profits ($1.2 

million), licences, particularly motor licences ($1 million), and 

taxes ($0.6 million). The rise in tax revenues was slight, con-

sidering the new levels of agricultural income. The revenue 

adjustments during these years did little to take advantage of the 

buoyant agricultural incame. The taxes on real property had been 

the major revenue producer in 1925 (25% of total revenue), but their 

yield declined, and by 1928 they yielded only 14% of revenue. 

Following the entry of the province into liquor control in 1925, 

and following the improved fiscal position, the Public Revenue tax 

was reduced from 2 to 1 mills. The government was then (1927) 

under pressure from the municipalities, asking for a share of the 

liquor profits, which the province had intended for debt redemption, 

Instead of meeting this request, the government lowered the public 

revenue tax, and decided that only 10% of liquor profits should be 

earmarked for debt reduction. At this time most of the municipali-

ties were in a comparatively healthy position4 the arrears of 

taxation being reduced as well as their debts. The reduction of 

the tax, and the size of the educational grants from the province 

combined to put the Saskatchewan municipalities in a more favourable 

fiscal position than many other western municipalities, and from 	. 

1927 the municipalities devoted larger expenditures to public works, 

particularly highways (in line with provincial policy). There were, 

however, wide variations in the needs, and the taxable capacities 
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of the municipalities in different parts of the province, and 

these variations were liable to be revealed if general income 

(or sectional incomes) moved downwards. But up to 1928, the 

rate of debt reduction and the reduction of the tax rates all 

indicated a situation of financial fortune. 

The only significant change in the provincial revenue 
(7) 

system was the adoption of the gasoline tax in 1928 and this 

was associated with the new upward direction of debt taken in 

that year. Demands for improvement of the highway system were 

becoming insistent, and the economic and financial position of 

the provincial government seemed to suggest that the time was 

ripe for highway improvement. The three years (1926-28) had 

produced the most stable total agricultural incomes in the 

history of the province; building (including railways) was active, 

and secondary industries (packing and milling) were expanding. 

Between 1926 and 1929 ordinary expenditur es rose, the rise becom-

ing steep in the later stage of the boom. Between 1926 and 1930, 

welfare, excluding relief, had risen by $1.7 million, largely for 

old age pensions, education by 	million, net debt charges by 

$1.1 million, highways by $0.9 million, and in addition by 1930 

relief charges were beginning. 

As a result of the growth of capital and current 

expenditures, the Saskatchewan provinc ial government entered the 

drought-depression period with many new commitments. To some 

extent these commitrre nts had arisen out of Saskatchewan's 

previous "economy" in expenditures, and they might be in large 

part regarded as the fulfilment of needs that had been postponed 

in Saskatchewan while they had been carried out steadily 

in other provinces. The effect of theee commitments and the 

emergence of thedrought-depression factors affected the 

financial position as follows: 

(7) Saskatchewan was the last province to impose a gasoline tax, 
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Revenue 
Expenditure 

1929 1930 1931 

$ Thousands of 

14,048 
16 398 

13,307 
19,059 

10,066 
28,291(a) 

Current Deficit 2,350 5,752 18,225 

Capital Expenditures 1021 14,265 5,437 

Over-all Deficit 11,285 20,017 23,662 (a) 

Debt Increase 12,583 23,227 37 914 (a) 

(a) Includes $5,339 of relief expenditures subsequently 
assumed by the Dominion. 

As a result of these changes, debt rose from $63.8 million 

in 1928 to 4137.6 million in 1931, an increase of 115%. 

It will be noted that in 1931 the debt increase ($37.9 

million) far exceeded the over-all deficit. The difference was 

due to the necessity of implementing the province's wheat pool 

guarantee ($13.3 million) in that year. 

The above table indicates the circumstances that 

surrounded Saskatchewan's transition from an apparently sound 

economic and financial position into one that was considerably 

less so. The main characteristics were the fall in revenue, 

the rise in expenditures and deficits, and the cutting of capital 

expenditure after 1@30. These characteristics may be regarded 

in some detail. 

(1) The fall in revenue was as much as 28% between 1929 and 1931*  

During this period there was little change in the revenue system, 

except for an increase in the gasoline tax (2 cents). The largest 

fall was in the liquor profits ($1.5 million), the second in 

licences ($1.4 million), and the third in taxes ($1.1 million). 

The fall in property taxes, in motor licences, and gasoline taxes 

(1930 to 1931), along with the fall in liquor profits, was evidence 

of the great contraction in agricultural income, as the drought and 

the depression combined to reduce spending power and taxable capa-

city. Nevertheless, some new revenueaefforts were made in 1931-32; 

the public revenue tax was raised, the gasoline tax again raised, 
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motor licences increased;  corporation taxes on banks, insurance, 

trust and mortgage companies increased, and an income tax intro-

duced with a low exemption. The effect of these taxes was to raise 

total revenues by 20% between 1931 and 1932, just when the cash 

income of agriculture was being forced towards what seemed to be 

a minimum. And. despite the low level of net agricultural income 

in 1932 and 1933, the revenue then raised was only 23% below the 

revenue raised in 1928, the peak year of agricultural income in 

the province. 

The rise in current expenditure between 1929 and 1931 was from 

$16.4 million to $28.3 million, en increase of $11.9 million. 

Relief charges alone had accounted for almost all the increase. Net  

debt charges had increased by $2.4 million, and education and other 

welfare had increased. But these smaller increases had been approx-

imately balanced by the reductions on highways expenditures ($1.5 

million), and the cuts in expenditures on legislation, justice, 

agriculture, etc. The main reductions in expenditure, like the 

main increases in taxes, were not evident until the following year 

(1932), when every service (except net debt charges) was lowered. 

In short,current expenditure s on education, welfare , general govern-

ment, etc., tended to continue increasing right into 1930, some were 

reduced in 1931, and all (except net debt) were reduced in 1932. 

With the cut in 1932, and with the increased taxation, the current 

deficit, which had reached a peak of $18.2 million in 1931, was 

reduced to $8.5 million in 1932. 

The capital expenditures, like the ordinary current expenditures 

rose to a peak in 1930. Then they fell from $14.3 million in 1930, 

to $5,4 million in 1931, and. in 1932 there were no capital expen-

ditures. The peak in 1930 had been due mainly to highway building 

(0.3 million), to advances to the Farm Loan Board ($2.5 million), 

to other public and. relief works ($1.6 million), and to relief 

accounts ($2.8 million). The over-all deficit reached $20 million 

in 1930, and with the advances to the power commission ($3.3 

million) the debt rose by over $23 million in that year. 
In 1931, however, the highway and other works 
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were cut to negligible levels, and the $5,4 million spent on 

capital works in that year went mainly to relief works and the Fa= 

Loan Board, By 1932 these were also cut, and capital expenditures 

may be said to have ceased, not to be restored until 1935 when they 

reached $2.2 million. 

The history of the years from 1929 to 1932 went far to 

change the whole financial position of the province. The fall in 

prices, and fall in yields both contributed to the changed economic 

position. In such conditions, the financial history of Saskatchewan 

after 1929 is really- the history of an attempt to finance wide-

spread relief in a province where there were no large reserves of 

private wealth. In these conditions, considerable support from 

the Dominion government was necessary, both directly, and indirectly 

through assistance to the province in financing its share of special 

expenditures. 

During each of the years fran 1929 to 1936, the drought 

and the depression factors shifted their relative importance as 

determinants of the economic and financial position,In 1929, 

the drought factor caused a fall in income, which fall was smaller 

than it would have been had wheat prices not kept up. In 1930, 

however, the yield was higher than in the previous year, but the 

wheat price had fallen by over 50%, so that agricultural income 

was pushed dawn further. In 1931, both price and yield were lower, 

so that income fell still further. In 1932, however, the yield was 

much better, but price touched bottom, so that income improved little. 

From 1933 to 1936 price improved fairly steadily, but yields kept 

low, so that the recovery of agricultural incane as a whole from 

the low point of 1931 has not been encouraging, 

It seems clear that even if there had been no drought, 

the depression would have caused a serious dislocation in the 

economic and financial position; and the price recovery after 1932 

might have been smaller than it in fact was, had drought not kept 

down the supplies of Canadian wheat. But with drought added to 

depression, the question of feed became more difficult, and the 
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cessation of production in the drought region led to intense 

economic disturbance to households, and to the necessity for 

increased relief charges. Thus the total relief expenditure 

(Dominion, provincial and municipal) did not ease with the 

recovery in pricesafter 1932, but increased according to the 

ravage of the drought, being particularly high in 1934, and only 

a little less so in 1935. The relief expenditures of the govern- 

ment of the province were as follows: 

1931 1932 1933 1934 1935 1936 

Thousands of 0  
Direct Relief, Agricultural 
Relief and Public Works, 
Provincial Share and 
adtances to Municipali- 
ties 	 15,833 5,567 

Less: Proposed Dominion 
write-off of Relief 
Loans (a) 

6,135 18,864 13,137 10,874 

5,339 643 2 239 14,164 3,746 	549 

1.9t514 4,924 LAS391 2122.2 9  
use•••••••eawn.!. dimmikom••••••••••••• •••••••••!....0 

(a) Proposed Dominion write-off of relief loans, $5, 
$3,000 in 1935,and $17,682 in 1937-38 applie 
to years in which expenditures were incurred. 

998 in 1934, 
d retroactively 

The above total for relief during these years amounted 
(8) 

to approximately 00 million, and in 1936 the treasury bills held 

by the Dominion government reached '63. 4 million. Of this amount 

the proposed write-off is $26.7 million° 

The increase in outstanding debt from $99.6 million in 

1930 to $180.5 million in 1936 was attributable almost entirely to 

the depression-drought circumstances, by far the major part of the 

cost being represented by direct relief, and the remainder by the 

wheat pool guarantee, the relief works, the seed grain and other 

relief loans of the province. But the full extent of the depression 

effect is not evident by consideration only of the relief payments. 

The failure to maintain capital works will lead to future provincial 

expenditures on replacement: the cutting of ordinary expenditures 

may have somewhat similar repercussions,  
(8))The total revenues of these years amounted to $73 million so that 
relief payments alone were equivalent to over 96% of the total 
revenues through this period. 
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The change in the ordinary expenditures between 1930 and 

1936 is worthy of note: 

1930 1936 Increase Decrease 

$000 

Relief 1,633 7,439 5,806 
Net Debt Charges 2,842 5,758 2,916 
Welfare 3,482 3,355 127 
Education 4,257 2,841 1,416 
Highways 2,076 920 1,156 
Government 3,135 2,578 557 
Other 1,634 1,104 530 

Total 19,059 23,995 4,936 

In view of the fact that 1936 was among the most 

favourable of the financial years after 1930, with relief charges 

well below the 1934 level, and with some expansion in welfare, 

education, government and highway expenditures, the above table 

does not indicate the full extent to which the provincial 

expenditure system had been directed at relief financing, but 

oven in 1936, the domination of the relief financing is unmistake-

able, the relief and net debt charges absorbing 550 of the total 

expenditures. 

The level of the agricultural income in Saskatchewan 

severely limited the taxable resources of the region. New revenue 

efforts were made in 1932 by an increase in the public revenue 

tax, in gasoline and motor licences, in corporation taxes and 

in the imposition of an income tax. An increase in the gasoline 

tax was made again in 1935. As a result of these measures, the 

tax system has changed somewhat from the relatively simple system 

that existed in the boom days. But since corporations are few, 

these taxes are not lucrative, and since private incomes are not 

high, and are fairly evenly distributed, there is little to be 

expected from income taxes and inheritance taxes at present. 

For these reasons, the change in the tax system from 1932 onwards 

has increased only slightly the importance of taxation in the 

revenue system. 	In 1928, when revenues aqua: led „-315.7 million, 

taxes yielded 310 of that total. By 1936, when revenues were 144.0 
million, taxes yielded only 40% of the total. The significant 
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changes in the production of revenue between 1928 and 1936 were 

as follows: 

Increase 	 Decrease 

$000  

Taxes 
	 811 

Licences 
	 1,147 

Liquor Control 
	

1,645 

The increase in the taxation was small, therefore, 

and was attributable mainly to gasoline, and partly to the 

income and corporation taxes. The decline in licences came 

largely from the fall in motor licences. This fall, and that 

in liquor profits, are indicative of the contraction of 

spending power in the province. 

SUMMARY 

The financial position in Saskatchewan has to 

be considered mainly in terms of the events that have occurred 

since 1929. Since then, debt has risen 136% to the 1936 level 

of $181 million. But revenues in 1936 which amounted to $14 

million were 11% below the 1928 level. Net  debt charges alone 

were $5.8 million in 1936, and relief $7.4 million. Tqgeth 

they equalled 94% of the revenues. 

A rise in revenues at the disposal of the province 

is dependent almost entirely on a rise in agricultural income. 

And it cannot be assumed that a small rise in agricultural income 

will necessarily increase the taxable capacity. The depreciation 

of equipment in households and farms has to be allowed for, and 

so also have the increased private debts. A small rise in 

agricultural income would presumably serve these purposes, and do 

little to increase taxable capacity. Government equipment has 

also deteriorated and any reduction in relief charges, or any 

slight increase in government revenues, would presumably go to 

the renewal of services that have been excessively reduced. 
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(3) But the drought, and the depression have led to 

certain conditions that may render difficult an improvement in 

the financial position. 	The depression induced certain changes 

of agricultural policy in the wheat importing countries. Wheat 

yields were rising in Europe before the depression occurred. The 

depression served to encourage greater self-sufficiency in some 

importing countries, while later events have induced some to put 

their agriculture on to a war-economy basis, In such conditions, 

their desire for imports, now and for some time ahead, is not 

dependent mainly on the price or the quality of the wheat offered 

by exporting countries, The drought also produced certain long-

term charges, this time affecting the supply of Saskatchewan 

wheat. The productivity of certain areas within the province 

has been affected and even given a good wheat market, certain 

expenses of rehabilitation may be necessary before any rise in 

income can be secured in these areas. 
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Financial Position of Alberta  

The economic and financial position of Alberta in 

the last three decades has been influenced by factors that 

were common to the other Prairie Provinces - the significant 

rise in world prices from 1896 to 1913, the flow of labour 

and capital into the region in the boom years, the rapid 

scattering of settlement, and the concomitant transport and 

institutional construction. While these conditions and 

characteristics affected the financial position of the 

prairie region as a whole, each province within that region 

encountered its own peculiar needs for expansion, and pursued 

its own methods of development accordingly. The special 

conditions that dominated the financial history of Alberta 

might be summarized as follows:- 

Alberta was the last virgin frontier to be settled, 

and many of the settlers were trained in the technique of 

exploitation. Many of them possessed capital of their own, 

and were familiar with American standards of living. And 

originally they were racially somewhat more homogeneous than 

the Saskatchewan population, so that the initial demand on 

the Alberta government for a rapid extension of settlement 

equipment (railways, roads, telephones, and institutions) 

tended to be stronger and more insistent than in the 

neighbouring province. Given this demand, and the ready 

supply of capital, the main conditions for rapid settlement 

were present. 

Rapid settlement could be achieved only by the pro-

vision of an adequate system of transport and communication. 

With respect to road-making, the nature of the 

country tended to raise highway costs above those in the other 

Prairie Provinces, because of the special needs in levelling, 

grading and bridging. In addition, the haphazard method of 

settlement, and the spreading of settlement, involved Alberta 
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in higher costs for the construction of roads across its 

wide, barren areas. 

With respect to railways, certain underlying cir-

cumstances tended to make the railway question in Alberta a 

mere pressing one than in the other Prairie Provinces. For 

two decades, settlement in Alberta was confined to the narrow 

belt contiguous tc the Canadian Pacific Railway, and to its 

branches northward to Edmonton and southward to Macleod. Even 

by 1911, Alberta still had a comparatively large section of 

its occupied territory far removed from railways, whereas by 

that time only the west, and south-west parts of Saskatchewan 

were in that position. Furthermore, with the knowledge of 

available good lands in northern Alberta, settlement was 

tending in that direction, and the opening of that area of the 

province depended on its accessibility to railroads. And 

lastly, Alberta was at the peak of the transcontinental freight 

costs, so that competition in railway transport was a relatively 

important factor, from the point of view of the export 

possibilities of the province. Accordingly, whereas conditions 

in Saskatchewan allowed the provincial government to confine 

its railway policy to the giving of guarantees, in Alberta the 

desire for rapid settlement, and the special transport needs, 

led the provincial government into a more ambitiou railway 

policy, begun after 1909, and aimed at the building of railways 

in the more northerly parts. 

With respect to other communications, particularly 

the provision of telephones, somewhat the same factr4rs prevailed. 

Immediate connections were required, and in contrast to the 

highly competitive low-price telephone service south of the 

border, the Bell system in Alberta held a monopoly, and was 

unwilling to provide lines into areas that appeared unprofitable, 

i.e., into villages or thinly settled communities. The re-

sentment of the west on these matters was voiced in 1905 before 

the Select Parliamentary Committee that considered the methods 

of furnishing telephones. When the Province of Alberta was 
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established, the policy of government ownership of telephones 

was immediately pursued, without opposition. Construction of 

long-distance lines began in 1906, with little preliminary 

inquiry or consultation with technical experts. The rapidity 

of government activity in this "union of the province with 

cords of copper" was not unrelated to the way in which the 

growing population was spreadLng itself over the territories. 

(5) The population of Alberta vas, and still is, spread 

more unevenly than that of Saskatchewan or Manitoba. From 

this point of view, Alberta is the newest, or youngest, of 

the Prairie Provinces. 	This distribution, and the movement 

of the population within the province, affected the needs of 

the province in utilities and in institutions, and thereby 

affected the total costs of the extensive equipment required 

for settlement, making it comparatively high per head of the 

population. 

(4) Since rapid expansion was desired in Alberta, the 

province undertook, so far as it could, the policies consti-

tutionally open to provinces, namely the guaranteeing, or the 

direct provision, of equipment in railways, roads, and 

institutions. In the provision of certain services (9.g., 
telephones, and social services) Alberta has tended to be an 

innovator among Canadian provinces. 

The policy of provision of equipment in a new area, 

even if it is carried out with all the teohnioal efficiency and 

foresight at the government's command, is open to not incon-

siderable risks of error. And if the policy has to be fulfilled 

in a short time, the dangers of error in the spatial or 

economic distribution of equipment are increased. Furthermore 

new techniques may emerge to compete out the old ones, as in 

the case of road transport versus railways in certain areas. 

The ohances of encountering high rates of depreciation on 

government investments in new areas are, therefore, great, and 

so far as that depreciation is encountered, the government is 
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left with deadweight debt. The more the government of a new 

province is involved in capital expenditure on utilities, 

roads, and institutions, the greater is the possibility of a 

part of its debt being deadweight; and if the region is subject 

to severe cyclical forces which affect its economic structure, 

the greater the chances of a comparatively large part of the 

debt being deadweight. 

In the period before the War, so great was the rate 

of economic expansion that almost any government investment in 

equipment seemed soon to justify itself. (The measure of 

success in such investments in a new country is not their 

immediate return to the government in revenue terms, but rather 

their ability to expedite private investment in provincial 

resources, which in turn, will tend to increase the population 

and the revenues of the province. If private development 

proceeds as is hoped for, the government investment may prove 

self-sustaining, or even revenue-producing). 

As a result of the operation of the factors discussed 

above, the outstanding debt in Alberta tended to rise more 

quickly than in the other new provinces. By 1913, Alberta's 

outstanding debt was $52.1 million, while Saskatchewan's was 

$39.2 million: between 1913 and 1921 Alberta's debt rose by a 

further $44 million, while Saskatchewan's rose by $14 million. 

By 1913 Alberta had a direct investment of $14.7 million in rail-

ways whereas Saskatchewan had made no direct investment: Alberta 

had spent $7.5 million on telephones as against $5.4 in Saskatchewan: 

but on public works, Alberta had spent only $9.3 million as 

against $11.9 million in Saskatchewan. By 1921, however, 

Alberta had overtaken Saskatchewan in its public works, had 

spent four times more on its utilities, but lagged behind 

Saskatchewan in its expenditures on agricultural "investments", 

Alberta having no Farm Loan Board. It was its expenditure on 

railways in particular that caused Alberta's debt to be above 

that of Saskatchewan at this period. 
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Some considetation 4ay be given to the particular 

factors that contributed to Alberta's debt growth in the 

pre-war and War periods. 

Alberta's developmental expenditures began in 1906 

with a modest vote to construct long-distance telephone lines. 

This equipment was -expeoted to improve communications, speed 

up colonization, and thereby provide returns that would expand 

and would later be adequate-to cover the telephone costs. 

Competition with the Bell Telephone system led to its purchase, 

and new construction was also pushed ahead to expedite the 

completion of the system. By 1913, when economic recession was 

beginning to reveal its effects, the government's telephone 

investment exceeded $7.5 million. During the recession, 

telephone development slackened, but with the War and post-war 

booms, additional investment was made. By 19n, deferred 

costs of maintenance had to be met, and the rates, which were 

lower than those in Saskatchewan and Manitoba, were raised by 

one-third. A special investigation was made of the system, and 

it was concluded that it had suffered from the burden of high 

costs. . These had been inflated by the shifting of settlers 

and the emergence of unused capacity, by the fixity of charges 

in face of the increase in prices and costs during the War, 

and by the failure to set ut proper depreciation reserves 

and proper accounting methods. The report recommended that 

exchange rates be raised by 20%, toll rates by 25%,, and rural 

rates by 100%; or that a telephone tax be considered. 

The only recommendation to be fully implememed 

concerned the necessary improvement in accounting method 

By 1921, the government investment in telephones apprcximated 

$20 million, as against $11 million in Saskatchewan. 

The policy of railway investment began in 1909, with 

a guarantee of $7.4 million of bonds of the Alberta and Great 

Waterways Railway. TItis guarantee was intended to assist 

railway building in the northern part of the province, but as 
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a policy, this did not receive the same popular support as did 

the telephone investments, this line in particular appearing 

to have only remote potentialities of productivity, since 

the area to be tapped by it was still largely unknown. An 

almost equivalent guarantee ( 7.0 million) was given to the 

Edmontcn, Dunvegan, and British Columbia Railway, and a small 

one to the Lacombe and North-Western Railway. When the boom 

broke in 1913, these lines were at various stages towards the 

process of completion, the Alberta and Great Waterways line 

commencing operations in 1916. By 1920, the province had 

assumed the management of this line, having been called on to 

pay defaulted interest, and to make capital advances. By 1921, 

$3,4 million had been advanced to this line. By then also, 

$2.9 million had been advanced to the Edmonton, Dunvegan and 

British Columbia line, $2.3 million to the Central Canada 

Railway, just under $1 million to the Lacombe and North-Western 

Railway, and $155,000 to the Grand Trunk Pacific . In all, 

capital advances to railways reached $9.8 million, and the 

total government railway investment was $26.9 million. By 

1921, railways and telephones accounte d for $46.7 million in 

an outstanding debt of $95.8 million. The amounts advanced to 

railways were to expand by another 39% before the railways 

were sold in 1028-9. But in 1921, the railway construction was 

not yet completed: it was hoped that the post-war depression 

was only a temporary sag in the upward incline of long-term 

progress, that the existence of good lands in the north would 

attract the next wave of immigration, and would therefore help 

to justify the railway expenditures, 

After utilities, public works were the main con-

tributor to the rise in outstanding debt during the War, 

Between 1913 and 1921, the investment in works expanded as 

follows: 
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million 

Public Buillings 4.5 
University 4.0 
Highways, Bridges 5.8 
Irrigation 6.0 
Others .6 

Total increase 20.9 

The largest single item accounting for the increase 

was irrigation. The dry years towards the close of the War 

involved the province in this outlay, which even on the basis 

of optimistic expectations, seemed unlikely to be of more than 

narrow municipal significanee. It was directed at areas that 

had been opened by the Dominion government in the pre-war years, 

and the size of the works, having regard to the populations 

resident, were comparatively large. In 1921, a full provincial 

guarantee was given to bond issues for such purposes, the 

largest scheme being the Lethbridge Northern Listrict, with a 

$5.4 million bond issue. Additional populations in these 

districts appeared to be necessary to justify these works, and 

at a later date additional costs were involved far that purpose. 

The drought years at the end of the War involved the 

province in other guarantees with respect to Seed Grain, Relief 

and Livestock Encouragement advances, and Hail Insurance. The 

Alberta loans involved in these projects amounted to over $7 
(1) 

million by 1921, and only a small part of this sum was repaid. 

In conclusion, it can be said that in 1921 the policy 

of rapid development was already involving the province in 

comparatively heavy charges, and that this was reflecting itself 

in the relative inflexibility of a large portion of the ordinary 

expenditures. The telephone undertaking was almost completed, 

but the railroad work had still to be finished. If the rate of 

economic expansion proceeded as in the pre-war years, these 

policies seemed likely to round off the expansion. A continuance 

(1) Seed grain and relief $4.6 million: Hail Insurance Board $1.2 
million: Livestock Encouragement Act $1.4 million. 
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of prosperous conditions might permit the provincial government 

to share in the returns, and to reduce, or repay, the loans 

that had been incurred to expedite the expansion. On the 

other hand, if the rate of development slowed dcwn, the costs 

and the burden of debt on the proving e would b e comparatively 

heavy, and the deadweight debt would be great or small 

according to the extent of difference between the realized 

and the expected conditions. And if actual decline occurred 

in any areas, not only would the equipment there be used 

unproductively, but in addition, the province might be 

involved in new costs of relief and so far as these could 

not be met from the ordinary budget, further debts might be 

incurred, Given rapid economic development , then appropriate 

provincial action could. make -considerable readjustments in 

the debt position: given economic decline, or even stability, 

provincial action could do little more than improve the 

technical posit ion of the debt, e ,g . , by raising sinking fund 

provisions, and by altering the existent policy of selling 

savings certificates payable on demand without having adequate 

reserves, and by ensuring as broad a revenue basis as was 

compatible with the economic posit ion. 

As a, result of Alberta's capital commitments, net debt 

charges by 1921 were already forming 24% of the expenditure. 

In Saskatchewan, only 11% went to debt charges at this time, 

and since the total expenditures of the two provinces were 

then about equal, it followed that Saskatchewan was able to 

devote larger amounts to welfare, education, and highways, 

than was Alberta. In view of the change in soci al psychology, 

and in view of the demand fo r highways in the post-war periods  

it was unlikely that Alberta would lag behind Saskatchewan in 

the provision of social services, and in the highway expenditures. 

In short, it was likely that Alberta's current expenditure 

would tend to exceed Saskatchewan's by the excess of the debt 
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charges, By 1927, Alberta spent '9.6 million on expenditures 

other than debt, and Saskatchewan $9.8 million. The higher 

total expenditure in Alberta in that year was attributable to 

its debt position. In 1928, the debt charges were lowered 

somewhat by the sale of the railways. 

The growth of Alberta's expenditures between 1913 

and 1921 was mainly attributable to the debt growth, but 

education and welfare combined to add almost as much to the 

total. Debt, welfare, and education accounted for 69% of the 

increase. Government (including justice and legislation) 

accounted for another 20%, and the remainder went mainly to 

highways. The expenditures were as follows: 

1913 	1921 Increase 
Thousands of $ 

Debt Charges 563 2,599 2,036 
Welfare 270 1,274 1,004 
Education 731 2,314 1,583 
Justice 503 1,188 685 
Legislation 368 500 132 
Government 835 1,356 521 
Agriculture 330 420 90 
Public Domain 81 121 40 
Highways 82 839 757 
Other 392 205 -187 

Total 4,155 10,815 6,660 

The distribution of ordinary expenditure was 

therefore tending more and more to services that were 

relatively difficult to adjust downwards - net debt charges, social 

and education charges, which by 1921 accounted for more than 

half the total expenditures. By then, government and legis- 

lation, also something of the nature of an overhead in a 

budget, accounted for 28%, so that remaining services received 

comparatively little, highways only 8%. With this growth in 

the amount of comparatively inflexible expenditure, there was 

need for a revenue system that would at least yield somewhat 

stable totals, and would, if necessary, prove elastic. A 

system to achieve both these ends was difficult to find, even 

with gradual adaptation. The original revenue system, 
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established with the province, did contain stability, the 

Dominion subsidy up to 1910 forming over 50% of the revenues. 

But the growth of the Dominion subsidy could not, in view 

of the expenditure growth, provide adequate elasticity. And 

the attempt of the province to adjust its other revenues was 

not entirely successful, partly because the necessary 

broadening of the tax base was only slowly achieved, and 

partly because almost any tax, or group of taxes, would be 

sensitive to some extent, to any change in agricultural income. 

The lag in adjusting the tax base was evident up to 1913. 

The original revenue system comprised the subsidy (over 50%), 

fees, fines, etc. (about 33%), corporation taxes, guccession 

duties, railway and education taxes (about 10%). By 1909 

it was clear that this system could not cope with the growing 

expenditures, and deficits continued till 1912, when the new 

automobile licences, and increased education tax returns 

sufficed to yield a small surplus. Then in 1913 the tax base 

was broadened, by receipt of the new unearned increment tax, 

and in the following year by receipts for new taxes on wild 

lands, timber areas, education tax on leased land, and 

amusement tax. But unfortunately they were all imposed, just 

when the land boom was beginning to. deflate. This made 

evident to Alberta (as it did to Saskatchewan) that revenues 

were closely dependent on the level of agricultural income, 

the fall in revenues from 1914 to 19/7  reflecting the 

agricultural conditions of that period. The fact that the 

Alberta revenues fell less than those of Saskatchewan during 

this period was partly attributable to Alberta's attempt to 

broaden its tax base in 1913. This did not indioate,however, 

that a province subject to,  wide fluctuations in the main 

producers' incomes could always meet falling revenues by 

increased taxes (or new taxes). Apart from the question of 

the wisdom of increasing taxes in depression, this 1914-17 

experience indicated rather that there was some advantage to 
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a province, subject to wide fluctuati ons in income, in 

having some unused taxable sources to fall back on in 

depression. But if the normal expenditure level tended to 

abscrb most available sources, then this "slack" would not 

be available. This question was not important in 1914, but 

it was very important in the recent depression, not only by 

reason of the great fall in agricultural income in that 

depression, but equally important, because of the gradual 

utilization of many of the revenue sources in the period 

from the War to the depression. At this point in the inquiry, 

it need only be indicated that the addition to Alberta's 

tax base in 1913 was not suff icient to prevent a fall in 

revenue, and a recurrence of deficits. In 1918, additional 

breadth was given to the revenues by the returns from the 

new supplementary revenue tax, and by the new coal mine 

owners' tax. These changes, coupled with the agricultural 

revival after 1918 that increased returns for all land taxes, 

were sufficient to yield budgetary surpluses until 1921. By 

then revenues were almost twice their 1913 level: the 

Dominion subsidy accounted for only 20% of revenues, and the 

taxes on real property (land taxes, wild land tax, unearned 

increment, and supplementary revenue tax) accounted for 25% 

of revenue as against 2% in 1913, This change measured the 

broadening of the tax base, but in so far as this part of the 

base lay directly on land values, which were subject to 

extreme fluctuation, and in so far as the expenditures were 

becoming increasingly inflexible , it was clear that this 

great dependence on land taxes would have to be replaced by 

dependence on a more diversified revenue system, so fax' as 

that could be found. By 1921, however, Saskatchewan was 

receiving more of its revenue from taxation than was Alberta, 

particularly from the taxes on land and improvements, And 

the tendency for Alberta' s expenditures to outrun its 

revenues added considerably to its accumulated current 
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deficit. The depression in 1921, and the government commitments, 

particularly with respect to utilities, led to a considerable 

increase in outstanding debt in that year, an increase of $25 

million. 

The depression that set in during the latter part 

of 1920 was particularly unfortunate both for producers and 

for the provincial government. Because it was world-wide, it 

was not thought to have any particular connection with the 

great increase in wheat acreage and farm mechanization in 

Canada, and so the possibility that new agricultural methods, 

and. new output, might tend to glut future markets was not 

fully realized. And because there had been abnormally low 

wheat yields for 1916-1920, the effects of the agricultural 

revolution had been hidden. When these effects did reveal 

themselves with 	improved yields of 1922 and 1923, the 

low prices were attributed almost entirely to the depression. 

And it was particularly unfortunate that the depression 

occurred just after a series of agricultural innovations, 

because it reduced the possibility of clearing off the private 

debt incurred on machinery. Private overhead became burden-

some, and. there was less opportunity for the government to 

widen its tax base in such conditions, and a series of 

deficits ran throtgh the period until 1924. The agricultural 

depression reduced the provinci al revenues, especially since 

they were largely based on land taxes. But in Alberta the 

total provincial inc one was ms  de up of a fair share from 

manufactures, and from mining, and the returns from Alberta 

taxes on corporations and mines did not fall till later in 

the depression. Nevertheless, Alberta feund it necessary to 

search out new revenues, and in 1922 both corporation and 

mine taxes were increased, as well as amusement taxes, and a 

new tax was imposed on gasoline (2 cants) and new revenues 

secured from liquor control. This represented some shift in 
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emphasis in the tax base, new weight being placed on taxes 

on industries, and on the spending of the people (amusements, 

liquor, gasoline). The shift to taxes on spending generally 

acts as a revenue stabilizer for governments in depression 

but only significantly so, if the economy is highly diversified, 

and if the households and firms are able to indulge in some 

"dissaving" in bad times, so that the spending of income falls 

less than the receiving of income. Taxes on spending are of 

rather less value as revenue stabilizers, to governments in 

agricultural communities, where there is little economic 

"balance", and where depression usually involves little 

"dissaving", (unless in the sense of failure to maintain capital), 

but rather tends to emphasize the burdensome nature of the 

private and public debts incurred in the previous boom. 

In these conditions the Alberta government made 

considerable contractions in the expenditures between 1921 and 

1924. the expenditure, both on capital and on ordinary 

account, had reached a high point in 1921, and it was therefrom 

contracted on both sides. In 1921, on capital account $9.0 

million were spent on public works, '2.5 million on loans and invest- 

ments, $4.7 million on railways, 0.7 million on telephones, 

and these, combined with the funds required on current account 

for a deficit of over $2.8 million, necessitated an increase 

in debt of over $25 million. The capital expenditure on 

utilities was reduced by one-third in 1922, and again in 1923, 

and the expenditure on public works was also curtailed, 

especially as between 1922 and 1923. This curtailment in 

capital expenditure on railroads, and on public works 

(especially bridges and highways), must have contributed to 

the contraction in the construction industry in Alberta during 

this period, as would also the fall in public works' main- 

tenance charges on ordinary account. Nevertheless, the 

issues of new Alberta bonds kept high in 1922 and 1923, while 

the total for the provinces as a whole was declining rapidly 
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and the costs of Alberta's bonds began to increase their 

"spread" above the general average, while Saskatchewan kept 

below the general average. 

On ordinary expenditures reductions were also made. 

But the debt charges increased rapidly. The expenditure on 

health also increased slightly, while all other expenditures 

suffered outs, especially those on public wolvs, and on oasts 

of government; even education was curtailed slightly. But 

despite these changes in expenditures and in revenues, 

deficits continued until the trade recovery after 1924. 

During this period certain changes had occurred 

in the international wheat situation. After the War increase 

in acreage and in mechanization, and with the good yields 

after 1922, Canada had become the leading wheat exporter, and 

was thereafter prone to the vulnerability of being important. 

The agricultural revolution had just begun in Europe after 

the war losses, and European acreage was only beginning to 

recover to pre-war levels, but the effects of this were 

hidden by the short world crop in 1924, and by the gradual 

revival in world trade,that increased world consumption. 

Although the per capita utilization never reached its pre-war 

levels, and although world production kept increasing, the 

general revival in trade permitted good "wheat"years from 

1924 to 1927. In Canada, the effect was to increase wheat 

specialization still further, tractor sales mounted steadily, 

and mechanization affected also farm transport (and rendered 

much cf .-the lately established railway mileage uneconomic, 

it being no longer necessary to have a railway at least within 

20 miles of every farm). In Alberta the good "wheat" years 

reflected themselves in the manufacturing industries, and 

the total net value of production rose from 100 in 1921 to 245 

in 1927, a rate much beyond that of the other Prairie Provinces, 

Under these conditions, the few adjustments that had been made 

in the revenue system in the 1921-3 depression were able to 
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reduce the current deficits. But there was no surplus until 

1928. 

The revenue from the real property taxes declined 
(2) 

from 1925 to 1929. 	The tax on lands under grazing lease 

was reduced in 1926, the wild lands tax had been reduced in 

1922, and the unearned increment tax in 1921; and the 

assessment for supplementary revenue tax in 1926. Of the 

group of real property taxes only one, the unearned increment 

tax, increased its yield under the boom conditions from 1925 

onwards, and the yield of the group fell by 33% so that while 

these taxes had formed 21% of the revenue in 1925, in 1929 

they farmed only 11%. Under the stimulus of the boom con-

ditions, the yield from the taxes on spending increased 
(3) 

rapidly, especially the returns from the gasoline tax and 

from motor licences, with some increase also in liquor profits. 

The same impetus that was raising private incomes tended to 

raise the succession duty yield. The only tax charges made 

in the period were an increase in gasoline taxes from 2 to 3 

cents in 1927, (in order to meet part of the expense for the 

new dem-1nd for highways), and a 5% tax on bets made under 

the pari-mutuel system. The se incre ases we're made in face 

of requests for tax reductions, and in all the budget speeches 

from 1925 to 1928, the government reminded the citizens that 

Alberta' s taxation, in relation to its net production, was the 

lowest of all western provinces. 

During the boom period up to 1928, the revenues were 

fairly buoyant, but the expenditure growth was such that 

a current surplus did not arise until 1928. In the early 

years of the boom, the capital expenditures had been kept 

constant, but as the boom advanced so did the volume of 

From $2.3 million to $1.5 million: 

The gasoline tax yield rose from $0.3 million in 1925 to 
$1.8 million in 1929 and motor licence fees from $1.0 million 
to ?''2.0 million: Liquor profits increased from 51.6 million 
to 526 6 million. 
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government investment. In the early phase of the boom, the 

deficits on the public utilities were tending to diminish, 

the private indebtedness of farmers was declining rapidly, 

and all these conditions suggested a resumption of the economic 

expansion that the War had delayed. In these conditions, the 

demand on the government for new services (especially on 

highways) was insistent, and the buoyancy of revenues encouraged 

it. 	In the budget speeches, however, the government revealed 

some unwillingness to add to borrowing. 	The growth of 

revenues, expenditures, and capital works during these years 

may be indicated as follows:- 

1925 1926 1927 	1928 1929 
(Millions of dollars) 

Revenue 
Expenditure 

10,7 
11,4 

11,1 
110 9 

	

14.6 	14.1 

	

15.5 	13.1 
14.5 
14.4 

(-) 	(+) 
Deficit 	or Surplus - 0,7 - 0.8 - 0.9 	+1.0 +0.1 

Capital Expenditure 2.7 3.8 	3.8 4.8 

Over-all Deficit 3„5 4.7 	2.8 4.7 

'Yifteen month periodd  

This table indicates the growth of revenue in the 

boom years, the considerable growth in expenditures that 

prevented any surplus emerging until the peak year of the 

boom, and the tendency for capital expenditures to increase 

as the boom advanced. The capital expenditures expanded 

despite the frequently expressed unwillingness to add to 

borrowing. Before 1928, it appeared that if the railways 

could be sold to the Canadian National, and the Canadian 

Pacific Railways, and if the natural resources were given 

to the province, these changes, combined with the expanding 

revenues, would provide the means for the "legitimate 

development of the province in other directiongf, A further 

expansion of frontiers seemed desirable. And the statement 

made by Dr. Charles Saunders, that Canada had reached its 

maximum of specialization in wheat, the government thought 

applicable to Canada as a whole, but definitely not to the 
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Peace River Country. (Budget Speech 1929). 

Between 1925 and 1929, ordinary expenditures rose 

by 27%, The net debt pharge was the major item, and it 

rose by less than the total, accounting for 39% of expenditure 

in 1925 and 32% in 1929. The main increases were in public 

welfare and in highways, and these reflected the trend in all 

provinces. In public welfare, old age pensions began only in 

1929, so that the main services that expanded were in public 

health (control of diseases, travelling clinics), in mental 

and tuberculosis institutions, hospital grants, and mothers' 

allowances. In highways, the work on main roads increased 

greatly, and grants to municipalities doable d, Expenditure 

on education also increased, especially the school grants. 

The main increases were as fo:aams: 

1925 1929 

(Thousands of 

Increase 

Net Debt charges 4,,484 4,639 155 

Public Welfare 1,544 2,526 982 

Education 2,088 2,708 620 

Highways 235 1,187 952 

All Others 3 005 3,529 324 

Total 11,356 14,389 3,033 

Throughout the boom period to 1928, the investments 

in railways, telephones etc. continued to be burdensome, but 

the increase in outstanding debt proceeded and for the boom 

years (1925 to 1928 inclusive), exceeded the debt increase in 

any other province, except Ontario. The increase was due 

partly to the deficits of 1925-7 and to the additional invest-

ment in public works, particularly lighways and in utilities. 

The boom period it is true, was tending to increase the 

potentialities of certain investments and the deficits'in some 

of the subsidiary enterprises of the government were declining. 

In telephones, the number of rural subscribers increased and 

this reduced the unprofitability of this part of the service, 
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which had :always proved a drag on the eXchange and toll 

systems. In railways, the expansion of the Peace River 

district suggested new possibilities, and railway traffic on 

that sector of the system reflected the changed conditions. 

Even the irrigation undertaking appeared to have some 

beneficial results in the encouragement of the sugar beet 

industry. Despite the boom conditions, however, the debt 

burden already exceeded that of any other province. As a 

percentage of expenditures, Alberta's annual net debt charges, 

less interest received, consistently exceeded 37% in the 

boom years as against less than 20% in the provinces as a whole. 

Some relief to this position was forthcoming in 

1929 when the _government disposed of its railway lines to the 

Canadian Pacific and the Canadian National Railways. The net 

capital loss on realization was $11.4 million, but the receipt 

of an instalment on the purchase price in 1928 ($1.5 million) 

and in 1929 ($6.1 million) and the transfer of bonds (0.3 

million in 1928, and 09.4 million in 1929) to the Canadian 

Pacific and Canadian National Railways, all owed a reduction 
(4) 

on the outstanding debt in 1929. 	The debt position may be 

shown as follows for 1927 mnd 1929. 

1927 	 1929 
$ million 

Railways 

Telephones 

Public Works 

Other Advances, etc. 

Capital Losses 

Deficits 

Active Assets 

Less Sinking Fund 
Reserve 

37.3 

21.0 

44.3 

10.4 

.4 

4.7 

14.6 
132.7 

21.9 

534 

10.3 

12.1 

2.9 

29.8 
130.4 

	

1.6 
	

2,6 

	

.8 	 .9 3.5 
FA•11,,Gratz...•• 

Capital Surplus 

Outstanding Debt 
(4) Another reduc 
possible in 1933, 
way purchase pric 

130.3 	 126.9 
tion in outstanding debt,smaller this time, was made 
When the second instalment ($5 million) of the rail-
e was paid to Alberta. 
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The capital losses rose by the amount of the loss 

on railway realization. 

Apart from the railway transacti on , the main changes 

in the balance sheet in the boom years are shown by the 

increases in active assets and in public works. Active 

assets rose by $10.6 million as a result of the balance due on the 

sale of the railway. Public works expanded as a result of 

highway,, public building and irrigation investment; 

The history of Alberta's financial posit ion in the 

post-war period turned on the growing significance of the 

debt burden. Even in the boom years, the debt charges (less 

interest received) never absorbed less than 37% of the net 

expenditure. Even in 1929 with high revenues and with some 

debt reduction, 32% of the net expenditures went to debt 

charges. And the advance of the boom seemed to reduce the 

"unwillingness" to add to debts. There had been some tax 

changes in the period, with a shift in emphasis from taxes 

on land to taxes on spending, and the latter (including liquor 

profits) became quite productive in the boor. years. But their 

level was just sufficient to cover the growing current 

expenditures, and as the boom progressed, the demand for new 

current and capital expenditures seemed to indicate that a 

broader revenue basis would be desirable even if the boom 

were to continue . The great significance of the 

burden and the expansion of social and other services that 

were also difficult to check, were creating in the budget 

a large sector of inflexible expenditures. In such conditions 

Alberta required a broader and if possible a more elastic 

revenue systm, And the history of the War and the post-war 

period was indicating that the more a provincial government has 

relied on exterisive capital borrowings to expedite development, 

especially by the undertaking of risky ventures, the greater 

is the difficulty of resorting to this medium again: 
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The decline in agricultural income between 1928 and 

1929 affected some of the revenue items in the latter year, 

the fall in licences and fees, in liquor profits, and in real 

property taxes reflecting the first effects of the changed 

agricultural situation. Manufactures, mining and construction 

trades did not contract until the following year, and their 

more prosperous conditon helped to hold up revenues as a 

whole. But as the depression became general, revenues as a 

whole suffered, and by 1931 were 15% below the 1930 level, 

This fall was relatively smaller than that suffered by 

Saskatchewan. Nevertheless, the whole revenue revealed its 

sensitiveness to economic change. The fall in land taxes 

reflected the changed agricultural situation; the fall in 

gasoline taxes and in passenger automobile licences reflected 

the lowered spending power, as did also the fall in liquor 

sales from $6,5 million in 1928 to 3.6 million in 1932, and to 

'2.4 million in 1933, 

the telephones. The 

as follows: 

and the growth of the operating deficit in 

revenue changes between 1929 and 1931 were 

1929 	1931 	Increase 	Decrease 
TTFousands of $) 

Public Domain 166 	988 822 
Subsidy 1,577 	1,743 166 
Refunds & Sales 429 	511 82 
Taxes 5,518 	3,951 1,567 
Liquor Control 2,586 	1,424 1,162 
Licences 3,245 	2,448 797 
Fines & Other 968 	633 335 

Total 14,489 11,699 2,790 

In 1932, corporation and gasoline' taxes were raised 
I. 

and an income tax imposed, and this helped to raise the 1932 

revenues, but in 1933 the gain was barely held and further 

revenue efforts were necessary, only the returns from the 

gasoline tax, from motor licences, and from tho public domain 

showing any buoyancy in 1933. 
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The revenue system was therefore in process of 

change, under the impact of the depression. Increased returns 

were being received from the public domain, as a result of 

the grant of the natural resources in 1930. The royalties 

and rentals from coal, gas, and timber, which were to increase 

after 1933, represented a shift in the revenue system that 

was independent of the depression. But as the depression 

persisted, the changes in corporation taxes, and the intro-

duction of the intone tax, represented attempts to widen the 

tax base to secure revenue, and also to widen it in a way 

that would pennit the province to get some more stable 

revenues, particularly from corporations that operated 

nationally. In the same way, the later resort to a retail 

sales tax may be described. as a search for a tax on spending 

sufficiently broad as to give stability to the revenue. On 

special commodities of heavy demand, old-taxes_itzere -inareased, 

e.g. gasoline in 1933, and 1935, and in 1936 the province 

took over the dis-tribut ion of neer. Although the retail 

sales tax was suspended later, there is evidence in the 

whole period of attempts to widen the revenue basis from 

specific taxes on spending, on land, corporations, etc., to 

more general taxes on spending. 

The revenue changes, and the economic recovery after 

1934 yielded some recovery of revenue. The signific ant 

increases were as follows:- 

1933 	1936 	Increase 
(Thousands of ;) 

Taxes 4,909 7,393 2,484 
Liquor Control 1,251 2,400 1,149 
Domain 972 1,541 569 
Total Revenue 12,609 17,048 4,439 

Some of the revenue increases were partly offset 

by a decrease in the revenue from licences (particularly motor 

vehicles). The increase in tax revenue came mainly from the 

short-lived retail sales tax (accounting for 38% of the increase), 

the gasoline tax (31%), the real property and corporation taxes 
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(each 11%), the income tax(4%) and the remainder from the 

succession duties and amusement taxes. 

On the expenditure side, some reductions were made, 

especially in 1932, but by 1935 expenditures as a whole had 

increased again. The net debt charges remained high, and by 

1933 absorbed over 37% of the expenditures: for this reason 

alone, expenditure reductions were rendered difficult. The costs 

of government were reduced by salary cuts in 1932, but this method 

of securing economy in expenditure was of limited use. Public 

welfare was reduced slightly, but the main reductions between 1930 

and 1933 were in education and highways. In so far as these are of 

the nature of "capital" or development expenditures, the depression 

was causing the province to reverse its former policy of investing 

in the future, and by the cuts in expenditures on its physical and 

human resources, the depression revealed that the province had to 

concentrate on immediate, rather than on long-term, needs. To some 

extent, however, these expenditure contractions on highways were 

made by the reduction of grants to municipalities. By 1936, there 

was a considerable increase in highway expenditure, a trend that is 

likely to continue for some time into the future, given available 

revenues. 
The significant expenditure changes between 1931 and 

1935 were as follows: 
Change 

1931 	1933 	1935 	1931-3 
---Tthousands of 

Change 
1933-5  

 

Net Debt Charges 
Welfare (excluding relief) 
Education 
Highways 
Government (including 

Justice and Legislation) 
Total Expenditure 

6,377 6,027 6,112 - 350 + 85 
2,884 2,410 2,695 - 474 + 285 
2,661 2,438 2,469 - 223 + 31 
1,620 781 726 - 839 - 55 

2,790 2,305 2,585 - 485 + 	280 
18,846 16,429 17,151 -4117 + 	722 

By 1935, total current expenditure had recovered to 91% of 

its 1931 level. The only services that had increased were relief, 

legislation and general government. 

Despite the cutting of debt charges in 1936, the totalex-

penditure in 1936 was still slightly in excess of the 1930 level. 

The attempt to meet relief requirements from the budget (by an 
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increase under the heading of welfare) rather than from borrowing, 

has, despite the debt default, considerably curtailed the funds 

available for education, agriculture, and highways, (the total of 

which in 1936 was 25% below the 1930 level), as well as the funds 

available for the services usually covered by public welfare, 

like public health, child welfare, etc. The inclusion of 

over 4,2.6 million of unemployment relief in the ordinary 

budget in 1936 went far to absorb the revenues that would 

have gone to meet the normal debt charges. 

The decision to reduce the interest rates, reduced 

the net debt charges from $6.1 million in 1935 to $3.8 million 

in 1936. 

Despite the adjustments in revenues and expenditures, 

deficits on current account persisted, reaching a peak in 

1931, and remaining stable on a somewhat lower level from 

1932 to 1935. The cppital requirements were high in 1930 

as a result of the expansion of public works and telephones 

in the later phase of the boom, and as a result of new 

depression expenditures for relief work on highways, and for 

additional advances to the Hail Insurance Board, the Co-

operative Credit Societies, etc. In 1931, the current 

deficit reached its peak of over $7 million, so that although 

the capital requiremen is were smaller than in the previous 

year, the over-all deficit continued to rise. The public 

works and telephones were considerably curtailed, but to 

some extent the reductions were offset by increased capital 

expenditures on relief, and. by a special loan of $5,6 

million to the Alberta Wheat Pool. In all the total funds 

required were still at the 1930 level, and since revenue s 

were down in 1931, additional borrowings had to be made, so 

that the increase in outstanding debt was high in 1931. 
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Revenue 
Expenditure 
Deficit (-) or 
Surplus (+) 

Capital Expen- 
diture 

Over-all Deficit 

1930 1931 1932 1933 
Millions of 

13,8> 11.7 1249 12.6 
16.3 18,8 16.6 16.4 

- 2.5 -7.1 -3.7 -348 

8,3 4.7 2.5 .9 

10,8 11.8 6,2 4.7 

1934 1935 1936 

13.9 14.3 17.0 
16.7 17.1 16.6 

-2.8 -2.8 + .4 

2.7 4.4 1.5 

5.5 7.2 1.1 

Increase in out 
debt 	11.4 16.3 4.7 -1.0 6.6 6.9 -1.4 

The cuts in capital expenditure after 1930 continued 

up to 1933, and the current deficit after 1932 was stable. With 

the snail over-all deficit in 1933, and with the receipt of $5 

million from the instalment of the railway purchase price, a small 

reduction, in outstanding debt was made possible. The increase in 

debt was resumed in 1934 and seemed likely to persist, until the cut-

ting of interest charges in 1936. By thus leaving $2.7 million of 

interest unpaid, Alberta was able to effect a small debt reduction 

in that year. The rise in capital expenditure for the low level in, 

1933 was due partly to a slight resumption in public works, partly to 

the distribution of seed grain (1935), and other expenditures con-

nected with the irrigation districts, loans to improvement districts, 

and expenses on the movement of settlers. 

In the financing of its debt growth after 1930, the 

partial reliance on direct issues that characterized the depression 

years (up to 1932) gave way to treasury bill financing, placed 

with the Dominion government, the banks having held few bills since 

1931. The steady withdrawal of savings certificates on demand 

from 1930 onwards made  the financial position even more difficult, 

and although the province managed after 1932 to transfer part of 

these savings to a term basis, the withdrawals of these also from 

1935 onwards has increased the government's need for funds. The 

reduction in liquor revenues, and the losses on the Alberta 
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telephones, were so large as to demand changes in policy. The 

reduction in liquor revenues induced the province in 1936 to take 

over the distribution of beer, which increased the revenue by 

half a million dollars. With respect to telephones, the rural 

losses became much too heavy for the system, and after a special 

investigation in 1934 the province cut its losses on the rural 

lines, either by selling them at nominal prices to mutual companies, 

or by scrapping them. 

By 1935 the net debt charges accounted for 36% of the 

expenditure as against 22% for the provinces as a whole. (The 

arbitrary reduction of interest paid on Alberta bonds in 1936 

lowered the proportion of expendit=e that went to net debt payments 

to 23%, almost the level that held for the provinces as a whole.) 

By 1935, the budget-balancing efforts had not been particularly 

successful, the current deficit having remained almost unchanged 

from 1932 onwards. The revenue system had been broadened, but new 

efforts appeared to be necessary, although the burden of private 

indebtedness within the province seriously limited the taxable 

capacity. Expenditures on almost all items had been reduced, but 

debt and relief stood out as the two inflexible factors, while many 

services formerly considered essential (highway, education, and 

welfare) had been seriously curtailed. Although the debt growth 

from 1930-5 had been at a very much lower rate than in Saskatchewan, 

this debt growth in Alberta was superimposed on a debt structure 

that was already very heavy, and with its great need for funds in 

1930 and 1931, the costs of borrowing had risen steeply against the 

province. This burden, combined with the fact that most of the 

debt was held. outside Alberta, was rendered especially heavy with 

the fall in income, and the turning against Alberta of the terms of 

exchange between it and the debt-holding areas at home and abroad. 

The balance sheet for 1932 and 1935 indicates the 

steady worsening of the f inan ci al posit ion. 
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1932 
(Millions of 

1935 
$) 

Active Assets 32.7 27.6 
Telephones 24.5 16:1 
Public Work s 66.8 72.3 
Other Advance s 16.4 24.5 
Deficit s 11.9 17.5 
Capital Losses 13,1 23.3 

165.4 181.3 

Less Sinking Fund Reserve 5.3 7.5 

Capital Surplus 	.8 1.2 

Deferred. Revenue 	- 61 .8 9 . 5 

Total Outstanding Debt 159.3 171.8 

The active assets were reduced by the payment of 

the railway instalment in 1933. In 1933, 1934 and 1935 a total of 

8.9 million were written off the telephone system. The deficits 

had grown., and so had the non-interest bearing advances and 

the capital losses. 

The decision to default on the payment of full interest 

on the bonds altered the financial picture considerably, by 

cutting the debt charges in half. The transference of relief 

to income account largely compensated this decrease in debt 

charges in 1936, as already indicated. At the same time, con-

siderable revenue increases, especially from the new sales tax, 

(that has since been removed), permitted an approximate current 

balance in 1936. There was also a areat reduction below the 

1935 level in the capital expenditure s on public works, and on 

loans and advances so that in 1936 only $1.1 million were 

required for current and. capital accounts, (i.e. over-all deficit). 

By 1937 the province was already making tax efforts 

that are fairly comparable to those of Saskatchewan, and if the 

short-lived sales  tax be considered, probably comparable with 

those of Manitoba, But the contraction of borrowing, and the 

meeting of relief from income account, has reduced the amounts 

available for capital expenditures , as well as for developmeth 

and maintenance services within the ordinary budget, (e.g. high- 

ways, education,etc. ). In other words, the change of emphasis in 
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the government activities (as reflected in expenditures) is 

now directed very largely at income transfer within the 

community rather than at development. If relief charges 

become smaller, this position will improve, by increasing 

the portion of revenues available for development expenditure. 

But unless borrowing can be resorted to, capital expenditures 

for developmental projects will be limited to the buoyancy 

of the revenues. 

Summary 

The present financial position of Alberta has to be 

considered in the light of the pre-war and War periods, during 

which the province engaged in increasingly extensive capital 

commitments. By 1921, the debt qharges, (less interest 

received)) absorbed about one-quarter of the net revenue, a 

proportion considerably above that for the provinces as a 

whole (16%). 

The investments had been largely based on optimistic 

expectations with respect to the future economic potentialities 

of the region, and since the region was new, the danger of 

error in the investment was not inconsiderable. The post-war 

period saw some further pursuit of this investment policy, 

along with the expansion of services that were common to all 

provinces, particularly the social services, and highway 

construction. During the post-war period, there was some 

little broadening of the revenue basis, but in view of the 

fixity and the size of the debt charge, the revenue system 

barely managed to cover expenditures until the peak of the 

boom (1928). 

The depression following l929 revealed the rigidity 

of the expenditure system, and the prepQnderating influence 

of the debt position. As in other provinces, the depression 

also tended to raise certain welfare expenditures. In view 

of the fall in regional income, revenues could not prove 

buoyant, and since debt and welfare absorbed so large a share 
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of the exPenditures, euts had to be made in other directions. 

By 1936, the revenue efforts were comparable to those in. the 

other Prairie Provinces. Since interest was reduced in that 

year, and since there was some economic revival and some 

expansion of revenues, relief expenditures were met from, the 

ordinary budget. Capital works remained low however, and 

developmental activities in the budget were mostly below the 

previous boom levels. 
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Financial Position of British Columbia. 

While British Columbia resembles the Maritimes 

in being on the circumference of a protected area in which 

the forces that make for centralization are strong, and in 

being dependent for its regional income very largely an 

external trade, yet its public finance system has been in 

the main determined by factors not found in the Maritimes. 

Of these factors, the geographical one is, and has been, 

the most important determinant of British Columbia's financial 

history. The presence of gold provided the initial force 

towards settlement, and the abundant timber, fisheries, and 

diversity of minerals, added impetus to the initial movement 

of population to the west coast. The geography, however, .dic-

tate& also the direction of the settlement within the colony 

itself, and made the region as a whole difficult to traverse 

and probably expensive to administer, as population. spread 

fanlike from Vancouver. The historical development of British 

Columbia has also contributed towards creating .a public finance 

system that differed from that of the Maritimes. The comparative, 

ly recent settlement, the impact of the almost revolutionary 

opening of the west in the early 20th Century, achieved a boom 

and a rate of economic progress that the Maritimes never encoun-

tered. The effect of this growth, and the sudden penetration 

of the large pioneer fringe of British Columbia, led to costs 

of frontier expansion in. new roads and railways. It led also 

to costs of administration in the wide areas of unorganized 

territory, and these costs of development and administration may-

have been high per unit of population because of the geographical 

nature of the country. 

From union up to 1905, British Columbia encountered 

a series of budgetary deficits that were unique in size in 

Canadian history, followed from 1905 to 1912 by a series of 

surpluses, that. were equally unusual in amount, and these in 
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turn were followed, by another series of deficits to 1918 that 

were also unusually large. Since then, a more normal relation-

ship has existed between the rate of expenditure and revenue 

increases. But this history of deficits is worthy of comment. 

As with all governments, part of the deficit was attributable to 

the difficulty of forecasting expenditures and revenues: and in 

British Columbia, especially in the pre-war boom, and the early 

war depression, the difficulty of correct forecasting was increased 

by reason of the nature of the economic change that was taking 

place. But the deficit financing in British Columbia at this 

time was much more a matter of fiscal policy than financial mis-

calculation. While other provinces elected to meet their 

capital works by the orthodox method of borrowing, British 

Columbia chose to meet them largely from current account. 

The government estimated for deficits, and in the period of 

expansion, there was much justification -for such fiscal 

policy in British Columbia. So rapid was the economic develop-

ment that only very approximate calculations of expenditure 

needs could be made. And the size of revenues was also 

difficult to gauge. Furthermore, since so large a part of 

the revenue in the pre-war period came from the utilization 

of resources, particularly lumber, revenues did largely 

represent capital utilization, and the meeting of capital works 

from such revenues had good economic justification. Accordingly, 

by 1921, when the reported accumulated current deficit reached 

)29.5 million, which was high as compared with other provinces, 

the real deficit was approximately )4 million, after allowing 

for the )10.2 million ''deficit" that had been spent on highways 

and communication equipment, the 310.9 million that had been 

spent on public buildings, and the change that had been made 

in current assets, etc. Similarly the reported accumulated 
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current deficit of g3.4 million in 1936 (i.e. fiscal year 

ending March 31, 1937) could be adjusted downwards to A6.3 

million by allowing for the capital expenditures that have 

been charged to current account, (and for some of the 	
(1) 

capital receipts that have been credited to current account). 

In British Columbia it was in the pre-war period 

that, the practice of meeting capital works out of ordinary 

account was general. The transition from the depression at 

the end of the 19th Century to the boom in. the early 20th 

had an unusually marked effect on the buoyancy of British 

Columbia's revenues. The unfavourable condition at the end 

of the century showed itself in the fact that five governments 

held office in the five years following 1898. It showed 

itself also in the case made by the Province at the inter- 

provincial conferences in 1902 and 1906. Revenues had not 

been buoyant in the 90'a, unintentional deficits emerged, 

as already indicated, and the cost of administering the 

Province, the cost of :providing its reads, schools, buildings, 

and hospitals, tended to be fairly high because of the physical 

configuration of the country and the spreading of settlement. 

In 1902 and in 1906, the Province emphasized this special con-

dition before the inter-provincial conference. The effect 

of the tariff policy on the west was also raised, and the 

(1) While these accountants' adjustments (Appendix K, Schedule 
10X) concern mainly physical capital expenditures that have been 
charged to current account, and include also allowance for 
certain capital receipts, that were credited to current account, 
no adjustment can be made to indicate how far certain current 
revenues (e.g. from lumber or other natural resources) involved 
also an element of capital utilization. From an economic point 
of view, revenues that involve depletion of resources are also 
an instance, of capital receipts that are being credited to 
current account. 
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necessity of buying from the east at sheltered prices, and 

selling in the world market at exposed prices was indicated. 

In addition, British Columbia in 1902 raised an issue that 

has since been emphasized more in other confederations than 

in this: the fact that when the Province secured immigrants 

(or imports), it had to contribute to Dominion customs 

revenues; in the case of immigrants it contributed indirectly 

by having to maintain immigrants, whose purchases raised 

Dominion customs revenues: in the case of imports, which 

were often purchased by borrowing, the Province had to pay 

an enhanced price which went to the Dominion revenues. In 

1902 British Columbia raised the point with particular reference 

to immigrants. 

The advance of the boom however tended to make the 

geographical position an asset rather than a liability. The 

presence of timber, the beginning of shipbuilding, the con-

struction of the Panama Canal, made the geographical factor 

an important contributor to the optimism of the period. The 

possibilities of mineral development seemed great: the 

opening of the Prairie Provinces provided both a construction 

and a railway boom that increased the immediate demand for 

British Columbia's resources, and indicated new long term 

possibilities. The buoyancy of conditions began to be marked 

by 1907. So far as they affected government revenues, land 

sales and timber royalties formed the significant increases, 

but under all heads, increases were so greet that it was 

difficult for expenditure to keep abrsast of the expanding 

revenues. Some tax reductions were made in personal taxes 

and bridge tolls, some loans paid off (e.g. the 1903 loan 

of 41 million), but despite this, a considerable surplus 

was left in the bank, amounting to $6 million in 1908 and to 

$9 million in 1911. The total funded debt, after deduction 

of sinking funds, amounted to $9.2 million in 1909. In the 
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Budget Speech, the treasurer decided to keep the surplus 

for a "rainy day". In these buoyant conditions, considerable 

increases in expenditure were made, anft although the govern-

ment budgeted for ddficits, so expansive were the revenues 

that deficits did not emerge until 1913. 

The large expenditure increases began in 1909. Ex-

penditure, as reported by the Province, had amounted to X3.6 

million in 1908, and by 1913 it reached 15.8 million. Out of 

this current expenditure, however, a large amount went on capital 

works. From the accounts it is clear that $1.1 million were spent 

on general government buildings, $0.5 million in gaols, $0.3 

million on mental and other institutions, $0.2 million on schools 

and $0.2 million on debt amortization. In all, at least $2.3 

million of the $15.8 million went to capital works. But the 

amount spent on capital works in that year was certainly more 

than that which can be calculated from the public accounts. 

On highways $3.6 million were spent on maintenance, and on 

bridges $1.0 million; the amount that went on construction is 

not indicated, but it probably was significant. Neglecting 

highways, however, it is clear that the 15.8 million expen-

diture involved capital expenditures to the extent of $2.3 

million, and debt amortization of $0.2 million. In addition, 

interest revenue, which is a deduction from debt charges, amounted 

to $0.2 million. Consequently current expenditures were 13.3 

million. Since it is impossible to separate out the capital works 

being done on highways, this item appears to dominate the current 

expenditure system in 1913, accounting for 40% of the current 

expenditures in that year. The second expenditure item was 

education, amounting to 15% of the total, then government 13%. 

domain 12%, justice efo, welfare 7% and net debt only 1.1%. The 

total outstanding debt was $25.6 million, excluding $25 million 

contingent obligations in respect of guaranteed bonds of the Canadian 

Northern Pacific Railway. 

In this period, the developmental expenditures were 

considerable, and they were being financed very largely by public " 
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domain revenues, by timber revenues and land sales. In 1913 they 

yielded 37% of the revenues, or 0.7 million. In the previous 

year, however, at the peak of the boom, their yield had been 

4.9 million. By 1913, therefore, the first year which the public 

accounts inquiry of this Commission covers, the full importance 

of the timber and land revenues during the boom, is not indicated. 

It had been the constant rise in these revenues that had permitted 

the new developmental expenditures, and that had built up cash 

reserves. Their buoyancy also had helped to create long term 

expectations that were optimistic: the most optimistic expectations 

of 1906, with respect to both economic expansion and domain 

revenues, had been far exceeded by 1910. The law of acceleration. 

was such that expectations had no base from which to project them- 

selves. In such conditions, the cost of widening the frontier fringe 

seemed unimportant: revenues existed and surpluRonounted, and new 

frontiers seemed likely to add to this progress. New commitments 

on roads and buildings seemed necessary, and since railways were 

also a necessary condition for settlement, especially in the 

northern hinterland and towards the Peace River country, the 

government undertook obligations with respect to the Canadian 

Northern Pacific Railway, and the Pacific Great Eastern. 

The rate, and the nature, of the expansion of govern- 

ment undertakings at this time were typical of a great boom: 

the growth of optimism and the cumulative additions to con- 

struction that come when a,  certain project seems justifiable, and 

when the very process of constructing that work so adds to income 

(and consumption) that additions to the project, and even new 

projects, seem called for: the not inconsiderable amount of 

haste, strain and overwork that accompany booms, and that make 

rational decisions more difficult, and careful supervision 

more perplexing: the apparent unimportance of the question 

of cost in face of the financial smoothness, 

In British Columbia, when the boom broke, the 

costs of social services and of debt were unimportant. But 
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the surplus which the treasurer had been saving for a rainy 

day had been spent in part, it having been considered wise to use 

the surplus for development purposes "rather than to wait until 

this want should constitute a grievance". Furthermore, 

following on the recommendations of a commission on taxation, 

it was indicated in 1913 that the tax system would be altered, 

that the poll tax would be abolished, and that "improvements" 

would be exempted from taxation. 

The tax reduction coincided with the first real 

curtailment of economic expansion, the revenue falling from 

$12.4 million to 10.2 million between 1912 and 1913. The 

land boom was breaking, and land sales fell by over one million 

dollars, immigration was slacking off, the Chinese Restriction 

Act revenue alone showing a fall of over half a million 

dollars, and economic conditions generally were revealing 

the effects of the ending of the world boom, coal royalties 

being down and lumber returns contracting . At the same time , 

the provincial government felt the loss of interest that had 

dwindled as a result of spending its "rainy day",surplus. The 

deficit on ordinary account was over 3 million during the 

fiscal year ending in March, 19141-  the over-all deficit almost 
(2) 

$20 million. 	The sudden change in conditions in 1913 was 

unexpected, and the general financial stringency occurred just 

at the point when British Columbia had entered the maximum of 

commitments. There were over 3,000 miles of railways under 

construction, as well as other works on roads and buildings. 

The following table shows the funds required, and how they 

(2) 1913 
$000 

Cuit•Irent Revenue 10,154 
Current Expenditures'  13,310 

Current Defic it 3,156 
Capital Expendi turn 16,517E 

Over-all Deficit 19,667 

$4 million in that year, The decrease in the cash balance was over 
and the addition to debt wl5.9 million. 
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were provided in 1913. 

000 

Current Expenditure 13,310 Current Revenue 10,154 
Capital Expenditure Borrowings 15,919 

Buildings 2,115 Decrease in 
Railways 14,235 cash in bank 4,110 
Other 161 

Other Expenditures 362 

Total required 30,183 Total provided 30,183 

The large government capital undertakings begun in 

the boom period were not all amenable to rapid curtailment: 

railroads, roads, and buildings, in process of construction, 

had to be completed, so that these expenditures could be tapered 

off only gradually. Accordingly, public works (including high-

ways and buildings) were gradually reduced from $7.4 million in 

1913 to $2.2 million by 1918, and total expenditures (i.e. 

current plus capital expenditures on buildings, etc.) from 

$15.7 million in 1913 to $12.1 million in 1918, the fall being 

almost entirely due to the contraction in public works. The 

railroad expenditures continued, however, and exceeded the 

Province's estimated costs, especially on the Pacific Great 

Eastern Railway. The road had been conceived in the later 

boom days, and had been intended to tap the full resources of 

the Canadian North West. The government in 1912 unddrtook to 

assist a company established for the construction, by payment 

of subsidy and guarantee of the company's bonds. The government 

was lax in supervising the paying out of the trust fund, and 

the company quickly exhausted the fund, and suspended work with 

only a short distance constructed. The government had to take 

over the line in 1917, cover the defaulted bonds, and proceed 

with the construction. This ceased in 1921 with the r/uesnel-

St. George section incomplete, and the first train ran from 

Squarnish to Quesnel in that year. The government found it 

necessary also to try to increase the utility of the line by 

adding further equipment, (wharves, cattle corrals, light and 

power systems, housing at Squamish, etc.). 
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The result of the change in financial fortunes in 

1913-14 was to drive British Columbia into the capital market 

and the government resumed borrowing in 1914, after a ten 

years' lapse. It had to borrow heavily in 1914, and again 

during the War and post-war years. While outstanding debt 
(3) 

in 1913 had been w25.6 million, 	the figure in 1921 was $80.3 

million. There was therefore a significant change in the 

public finance system in British Columbia during this interval, 

a change that reflected itself, not only in the growth of the 

outstanding debt, but in the structure of both the expenditure 

and revenue systems. 

The effect of the breaking of the boom was to create 

a marked contraction in revenues. They fell by 50% between the 

last boom year 1912, and the depression year 1915. The decline 

in revenue was about $6 million, and the major contributors to 

this decline were land sales, and timber licences. They fell 

by 3.3 million in this period. It became clear, as the depres- 

sion advanced, that the buoyant revenues had been associated 

with special boom conditions, and with the sale of the domain of 

the Province. The need for a wider revenue basis was obvious. 

Land sales have never again reached the 1912 level, although in 

the post-war boom (1919-20), timber revenues again reached the 

1912 levels. In sub sequent booms, they also got back to this 

peak. But as the Provinc e' s conunitments expanded in the early 

years of the War, and as domain revenues contracted, the search 

fora wider revenue basis began. In 1917, as large deficits 

continued despite the cuts in expenditure, particularly on public 

Works, a change was made in the tax system, and new emphasis was 

given to the income tax, land tax, and personal property tax. 

The latter was repealed later, but the income tax and land tax, 

particularly the former, achieved new significance in the tax 

system. They were made to yield about 60% of the tax revenues, a 

proportion which they still hold, despite later tax changes. In 

1917 also, other tax changes were made :the poll tax that had been  
(3)Excluding $25 million contingent liability in respect of guaran-
tees of Canadian Northern Pacific Railway bonds ,subsequently assumed 
by the Canadian National Railway Company. 
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repealed was re-instituted, taxes were laid on amusements and liquor 

profits were tapped. These tax changes happened to coincide with 

the war boom (1917), and tax revenues proved buoyant till 1921; 

indeed revenues as a whole passed their 1912 peak by 1919, and the 

rate of increase was again comparable to that of the pre-war period. 

Revenues increased from $6.9 million in the fiscal year ending 

March 31, 1917, to $15.2 million in the fiscal year ending March 

31, 1920; about half of this increase came from income tax, and 

from the natural resources revenues, and the remainder from motor 

licences, amusements, succession duties, school tax and fees. 

As revenues expanded after 1917, so also did ex-

penditures. Debt charges, however, had increased steadily from 

1913 to 1917 as a result of the deficit financing, and although 

they steadied in 1918, they resumed an upward trend again because 

of new government commitments undertaken at the close of the 
4) 

War. 	Between 1917 and 1920, expenditures as a whole were 

doubled, the main increases being in public works (roads and 

generals buildiags), education, and debt, with smaller additions 

to hospitals, justice, natural resources, and pensions. 

It has been indicated that the outstanding debt rose 

rapidly from 1913 onwards. Excluding the guarantee of Canadian 

Northern Pacific Railway bonds, it increased by almost $55 million 

between 1913 and 1921. The increase in outstanding debt in this 

period 	(1913-21) was accounted for in this way: 

Increase in 
Current Assets 

$000,000 

12.5 
P.G.:0E. Advances 20.5 
Public Works 22.2 
Other Loans and Advances 9.9 

65.1 
Decrease in current deficit 5.3 
Increase in Sinking Fund Reserve 5.7 

11.0 
Decrease in capital surplus 

10.4 10.4 
Increase in outstanding debt 54.7 

(4) In 1913 interest on direct debt had accounted for less than 
3% of expenditures, but by 1917 debt charges reached almost 30%. 
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The increase in debt was in large part attributable 

to the railway situation, which compelled the provincial 

implementing of the Pacific Great Eastern Railway guarantees 

from 1916 onwards, and to the rapid increase in many commitments 

towards the end of the War. 

The railway advances between 1913 and 1921 amounted to 

over $23 million but over $3 million were met from current revenue. 

The public works investment in 1921 showed $13.4 million in 

highways, and an increase of $8.6 million in public buildings. 

The University investment expenditures were beginning in 1921. 

The increase in current assets reflected a series of commitments 

that really began towards the end of the Ar. The Better Housing 

loans began in 1919, and by 1921 (i.e. March 1922) reached $1.6 

million. The Vancouver and District Joint Sewerage and Drainage 

Board investment by the government, mounted to $3.2 million in 

1921, and assistance to municipalities was $0.9 million. The other 

factors adding to current assets between 1913 and 1921 were changes 

in the cash position, the amount of taxes receivable, etc. 

The increase of $9.9 million in other loans and advances 

was attributable to several policies: the Land Settlement Board 

advances amounted to $3.6 million, the Soldiers' Land Act advances, 

begun in 1919, amounted to $2.4 million in 1921, the Dyking 

district advances to $1.4 million (of which $0.7 million had 

been written off), the conservation fund, begun in 1919, had 

absorbed $1.4 million by 1921, and the Agricultural Credit 

Commission $1 million. 

The breaking of the post-war boom, and the emergence 

of depression in 1921 created again a financial position not 

unlike that of the period after 1913. Although the revenue 

system was broader in 1921, the commitments were greater, the 

volume of debt and welfare larger, and the financial position 

of the municipalities more precarious than before. The 
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municipalities, which included three-quarters of the population, 

but covered less than 1% of the area, had failed to recover 

from the over-expansion of the boom period. The local im-

provements and public utilities tended to exceed local needs, 

and this led to large debts, failure to meet sinking fund pay-

ments, and heavy arrears of taxation. In 1921-2 the provincial 

government gave aid to the municipalities to help with relief, 

education, and mothers' pensions, and shared with them the 

laiotor vehicle taxation and liquor licences. The grant from 

provincial revenues rose annually, and by 1928-9 amounted to 

$2.0 million: the advent of the depression after 1929, and 

the .reduction of provincial revenues, then called for a change 

in the amount and method of grants. 

The ordinary expenditures indic ated the growth of 

certain provincial commitments between 1913 and 1921. 

1913 1921 Increase 

000 $000 S000 

Net Debt charges 151 3,198 3,047 
Welfare 873 2,364 1,491 

Education 1,968 3,358 1,390 

Miscellaneous 173 1,245 1,072 

These represented the outstanding increases in current expenses, 

The increase in "miscellaneous" arose from the new grants to 

municipalities. The education increase arose from an increase 

in school grants (mainly primary schools), from the new level 

of current expenses in the university, and from miscellaneous 

education expenses. On welfare the two main additional expenses 

were on provincial institutions and on the new service of 

mothers' allowances. Unemployment relief also added to this 

charge. In 1921 British Columbia's expenditure on welfare and 

education absorbed about the same proportion of total expendi-

ture as in the provinces as a whole, but her net debt charges were 

higher. The fixity of debt charges and the tendency for wel-

fare and education costs to rise, meant that a fair proportion of 
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the province's expenditure system was comparatively uncon- 

trollable. The revenue system on the other hand, was liable to 

fluctuation because the source of the province's regional in- 

come was mainly from exports. The revenue structure was broader 

than in most provinces, since it was composed of many different 

tax and non-tax revenues, but the source of all the revenues 

was an income that depended primarily on export trade, 

The width of the tax structure is indicated by the 

fact that the province employed (1921) taxes on both real and 

personal property, corporation taxes (including net income), 

income tax on persons, poll tax, succession duties, and a tax 

on entrance to places of amusement: that these taxes were im- 

portant in content as well as in form is indicated by the fact 

that they yielded 42% of the revenues in 1921. The second 

important source of revenue was the public domain: the timber 

revenues were down in 1921, after their post-war peak, but 

in 1921 the domain yielded 24% of the revenue. The third 

source, and a more recent one was from liquor control, which 

gave 16% of total revenue. Licences were the next important 

item, yielding 10% of total revenue, half of the licence fees 

then coming from automobiles. These four sources yielded 91% 

of the revenue: federal subsidies, and other revenues were already 

of very minor importance in British Columbia's broad revenue scheme. 

The breadth of the revenue system was such that it 

tended to catch the income that was available, and revenues 

held up well in the post-war depression. British Columbia did 

not suffer to quite the sane extent as Canada as a whole in the 

1921 depression, but sane quick recovery in mining, manufactures, 

and construction, produced sane balance in the economy, and 

established a rate of economic growth from 1922 on to 1929 that 

probably exceeded that of Canada as a whole. By 1922, although 

the provincial government suffered reduced returns from its 

timber licences, the recovery in the secondary industries 
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increased the yield on income tax, on personal property taxes 

and on motor licences, so that the revenues of the fiscal 

year ending in March, 1923, showed a considerable increase. 

This buoyancy prompted in 1923 a new policy of tax reductions 

that continued, with annual concessions to taxpayers, almost 

to 1929. The revenues did not fall, because as had been indi-

cated, this period was one of considerable growth in wealth, but 

the effect of the tax reductions was to offset the increased 

buoyancy of yield, so that in effect tax revenues increased 

little in the four boom years from 1925 to 1928. Their yield 

increased only from $9.7 to 10.0 million, the increased yield 

in corporation taxes and the slight additional yield from 

gasoline, personal income tax and succession duties, being large-

ly cancelled by reduced yields from personal and from real pro-

perty taxes and from poll tax. Indeed in the boom years to 

March 1929, the only buoyancy that revenues showed was in liquor 

profits and automobile licences. Liquor profits increased by 

$883,000 and licences by $781,000, but the latter was offset 

by declines in other revenue items, revenues as a Whole rising 

only by the added amount of the liquor returns. The tax changes 

which tended to prevent the rising regional income from causing a 

proportionate rise in revenues may be indicated as follows. 

In 1924 the tax on farm lands was reduced from 1% 

to one-half of 1%, and so also was the tax on personal property. 

Motor licences were cut by 25%, and amendments were made to the 

Succession Duty Act, giving exemption to bequests. The amuse-

ment tax was cut from 10% to 7%. As against these reductions, a 

3 cents per gallon tax was imposed on gasoline, and a tax on 

fuel oil, which was later declared ultra vices. It was with-

drawn in 1926 but re-enacted in 1932. In 1925 and 1926 further 

reductions were made , this time in income tax rates, and increased 
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rebates were given to married persons, and for dependents. 

The personal property tax was again reduced, and later abolished. 

In 1927 a tax on gross income was substituted, graduating 

amounts payable according to trades, professions and business. 

Again amusement taxes were reduced now from 7% to 5%. A 

change in the Succession Duty Act increased exemption, made 

allowance for insurance, and tried to cope with the double- 

taxation question. The coal lands tax was reduced from 4% 

to 2%. As against these reductions, a new tax was laid on 

banks. Over all, however, the concessions granted in these 

years meant a considerable loss of revenue, despite the new 

taxes, and when expenditures began to get ahead of revenues 

in 1928, new revenue sources had to be sought. 

There was a current deficit in 1928, and it happened 

to coincide with an extension of capital expenditures (mainly 

for highways, begun in 1927) and this led to a considerable over- 

all deficit in 1928. 

during those boom years. 

The 

1925 

following table indicates 

1926 	1927 

the position 

1928(i.e.March 
1929) $000 

Revenue 21,204 21,884 22,832 23,116 

Expenditure 19,069 20 L058 21,195 23,933 

Surplus 2,135 1,826 1,637 -817 

Capital 
Expenditure -472 2,708 4,_297_ 5 249 

Over-all Deficit -2,607 882 2,660 6,066 

It will be seen that there was a rise in both current 

and capital expenditures in these years. On current account 

the main increases were in welfare, education and net debt, these 

accounting for 76% of the increase. The remainder went mainly 

to highways and government. The increase in welfare expendi-

tures arose from the introduction of old age pensions in 1927, 

and from the increased expenditures on institutions and hospitals. 

The increase in educ at i on came from the enlargement of s choo 1 
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grants, particularly for buildings, from new expenses on 

industrial education, and from increases in advances of rural 

school district taxes. The net debt charges rose as a result of 

the growth of debt from $94.9 million to $105.6 million. The 

growth of debt was due mainly to the extension of the investment 

in highways (from $20.7 million to $29.7 million), and also from 

new work on buildings (from a level of $12.5 million to $13.8 

million in the assets). 

The expansion of the over-all deficit in 1928 was met 

by a considerable increase in revenue in the following year. 

The increase came mainly from taxation, but liquor and auto-

mobiles continued to rise very much as they had done throughout 

the whole boom period. The 1929 increase in tax revenues came 

largely from the corporation taxes, principally the tax on 

gross income of miscellaneous companies. This increase in revenue 

allowed again a surplus on current account, but in 1929 the 

capital expenditures were larger than in 1928, so that the over-

all deficit continued to grow. Capital works had been enlarged 

after 1927, and this investment reached its peak ($9.3 million) 

in 1930, after which it declined gradually to 1931, and then 

ceased until the period of economic recovery after 1934. As a 

result, the debt increases tended to become greater in the 

boom, reaching a peak in 1930, and then diminishing with the 

decline in private investment. 	The over-all deficit 

Columbia since 1930 was as follows: 

in British 

1930 1931 1932 1933 1934 1935 1936 
0000 

Current Deficit 2,175 4,701 4,552 3,067 1,849 988 104 
Capital Expen-

diture '9,305 4,930 730 132 1,317 3,266 3,551 
Over-all 

Deficit 11,480 9,631 5,282 3,199 3,166 4,254 3,655 

In 1932 the capital works on highways ceased almost 

entirely9  Since 1934 relief work on highways and in 1936 

customary and capital works on highways, rave increased the 

capital expenditures. The annual increase in debt, however, has 
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not resumed its boom levels. 

The size of the current deficit during the period 

was affected by the relief expenditures. The contraction in 

world trade from 1930 to 1932 greatly affected British Columbia's 

export trade, but as a result of the later recovery in forestry, 

mining, and manufactures, British Columbia tended to suffer 

over the period from 1930-7 no more than Canada as a whole (i.e.not 

so much as those export areas that depended largely on single 

crops). The depression problem, as in most other provinces, was 

mainly a relief problem and British Columbia had been involved 

in direct relief payments amounting to $24.2 million. Since 1931, 

the annual payments have been $1.9 million in 1931, 63.6 million in 

1932, X3.6 million in 1933, 4.6 million in 1934, $5.1 million in 

1935, and $4.4 million in 1936. In addition almost a quarter of a 

million has been spent on grants for municipal works, $5.4 million 

for relief work on highways, and $0.9 million for other relief 

work, most of it in 1935. Although almost all these relief payments 

were capitalized, only those spent on works are covered by assets. 

The direct relief (of which $21.7 million was capitalized) has been.  

a consumptive expenditure and has been added to the welfare charges, 

As a result, welfare charges have tended to rise annually since 1930, 

the only check being in 1933, when hospital grants and mothers' 

allowances were lowered: The relief expenses, however, rose 

annually to 1935. Net  debt charges also rose steadily until 1935: 

the volume of debt rose throughout the period, but the fall in inter-

est rates and the increased volume of short-term financing in 

1936, allowed the total interest charge to decline slightly in 

that year. Nevertheless in 1936, net debt charges accounted for 

23% of expenditure, as against 19% in 1930, and welfare, the largest 

single item, accounted for 32% as against 21% in 1930. The ser-

vices that had been cut to allow these increases were mainly 

the domain services, the grants to municipalities, highway 

maintenance, agriculture , and education. Only welfare 
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debt, and justice (police) received larger expenditures in 1936 

as against 1930. The cuts in other services were made mainly to 

1932, since when most of them have recovered some of their 

losses. In the depression, the significant cuts were made in 

domain (reduced by 1  1.6 million between 1930 and 1933), highways 

(reduction of 1.4 million), edueation ( 1.2 million) and muni-

cipal grants (p1.1 million). In the recovery years after 1934, 

highways, education and domain each received increases, but in 

1936 none were back to their pre-depression level. In short, 

the incidence of the depression lay largely on the municipal 

grants, and public domain, with education suffering also, and 

some public works being postponed. 

On the revenue side, even before the boom broke 

there were indications that the province would have to reverse 

its tax reduction polity and in 1929 it was decided that the 

gasoline tax would have to be raisers from 3 to 5 cents per 

gallon; a new fuel oil tax was also proposed, partly to• reduce 

the margin in cost between coal and fuel oil as motive power, 

and to enlarge therefore the coal production within the province. 

In 1931 further changes were necessary to meet the situation 

imposed by the world depression. In order to distribute the 

costs of education more equitably, the grants from consolidated 

revenue were to be increased, and a reduction in taxation of 

real property was to be made. The Taxation Act was altered, and 

a tax of 1% was imposed on all classes of income, except on those 

below 15 per week, and S25 in the case of married persons. At 

the flame time the corporation taxes were increased from 2% to 

2i% df gross income, and the licences on banks were increased by 

20%. In 1932 further adjustments had to be made, emergency 

imposts had to be sought,and a three years,  retrenchment policy 

was announced.A major change was made in the income tax,the gross 

income tax on trades,professions and businesses,and the income and 

special revenue taxes,being consolidated into one tax on a gradu-

ated scale,new exemptions were made as follows:to single persons 
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no exemption, to married $500, for dependents $200, for life 

insurance premium up to 4'?300. The new rates were 1% on taxable 

income up to $1,000, and increases of 1% up to $19,000: above 

that income to be taxed at a flat rate of 10%, Corporations and 

joint-stock companies were subject to those rates without oxomp- 

tions. 

In addition, a new education tax of 5 mills was i-

posed on lands outside school districts. The fuel oil tax was 

imposed at one-half cent per gallon, and the gasoline tax raised 

from 5 to 7 cents per gallon. The amusement tax remained un-

changed at 5%, but previous exemptions on admission charges up to 

65 cents were removed, and the tax applied to all sports. The 

tax on pari -mutual bets was to be raised from 5% to 7%. A tax 

of 5% was imposed on liquor sales. The municipalities were to 

take over a share of certain services that lay on the provincial 

government - mothers' pensions, hospitals, industrial schools 

and sanatoria. 

In 1933 a surtax was added to income tax, 1% on first 

$2,500 over $5,000, to 18% on incomes over $50,000. An additional 

levy on succession duties, in the form of 25% surtax was imposed, 

and heavier rates imposed on legacies to strangers. The province 

also discontinued certain grants to municipalities (share of liquor 

profits and pari-mutuel tax). These changes in municipal 

revenues coincided with their new expenditure requirements on 

unemployment, so that they found themselves in financial diffi-

culties, and were unable to meet sinking fund payments. In 1934 

a department of municipal affairs was established to study the 

position, the•real property tax being inadequate to meet the 

municipal needs. In 1936, as the provincial budgetary position 

improved, some hid was given to the municipalities by the province 

relieving them of charges imposed on them in 1932„ 
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Despite the tax changes, revenues fell by 22% 

between 1929 and 1933, the most significant declines being in 

liquor profits ($2.5 million) and in domain revenues ($1.8 

million), the decline in forest revenues being the main con-

tribution to the latter. The yield of taxes and licences also 

fell during this period, taxes by almost 0850,000 and licences 

by over $575,000. The decline in tax revenues as a whole 

occurred despite the increase in gasoline taxes ($1 million) 

income tax on persons ( 0.8 million) and fuel oil tax ($0.5 

million). These increases were more than offset by the big 

fall in corporation taxes, that exceeded $2 million, the 

decline in real property taxes ( 0.4 million) and in succession 

duties ($0.5 million). In the recovery period, the tax 

revenues reached new levels, the main increase between 1933 

and 1936 being in corporation taxes, particularly in taxes on 

the inc one of metal mining companies, The total corporation 

taxes rose by $2.6 million, the gasoline tax by another $0.7 

million, the succession duties by 0.5 million, and small 

increases were recorded in real property, amusement and fuel 

oil tax. The income tax on persons remained below its 1933 

level as a result of rate adjustments. On balance tax revenues 

have tended to become more important in the total revenue system, 

having yielded 45% of revenue in 1929, and 52% in 1936. Li—

cences also recovered from the depression, aid their total 

yield in 1936 was above the 1929 level: But domain revenue and 

revenue from liquor control failed to recover their depression 

losses, and in 1936 they yielded only 27% of the total revenue 

as against 37% in the boom days. 

In the depression years, the contraction of revenues, 

and the new expenditure s directed attention again towards 

British Columbia's relationship with the Dominion. On the one 

side, the expenditure burden of the Pacific Great Eastern 

Railway loomed large. In 1934 the province contended that the 
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railway had been built originally as a branch line to the 

Grand Trunk Pacific, and that "elementary principles of justice 

and fairness should compel the government (Dominion) to take 

over the Pacific Great Eastern as part of the national system 

of Canada". On the other side the provinc e pushed its claims 

against the Dominion for increased grants, particularly with 

respect to retroactive payments for provincial expendi tures on 

the Railway Belt and Peace River Block that had been given to 

the Dominion at union, and reconveyed in 1930 to the province, 

and also with respect to the special geographical and fiscal 

situation of Briti sh Columbia in the federation. In 1934, the 

province was given an additional interim grant of 750 0 000. 

Even with this addition, British Columbia was receiving only 

5.7% of its revenues fran Dominion grants in 1936-7, Ontario 

alone receiving a smaller share of its net revenue from this 

source. 

With respect to debt history from 1930 to 1936, the 

significant item has been the cost of unemployment. The de-

pression hit British Columbia severely, and the net value of 

production fell from 100 in 1929 to 45 in 1932, whereas in the 

Dominion as a whole, the fall was fro* 100 to 52. Since then, 

the recovery in British Columbia has been faster than in the 

The amount of relief paid in 1936 (Dominion, provincial and 

municipal) in British Columbia was comparatively high, and. on 

a population basis was exceeded only by Saskatchewan. The 

Dominion as a whole, but Ls° )als o has been the growth of 

population. The net effect has been a steady rise in direct 

relief costs from 1932 to 1935 with same decline in 1936, but not 

enough to get below the 1 933 level. The mildness of winter has 

added to the numbers of unemployed transients in the province. 

outstanding debt now stands at 41717.9 million, almost $62 

million above the 1929 level. 
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Summary 

Geographical conditions have greatly affected 

British Columbia's expenditure needs. The mountainous areas, 

and scattered distribution of part of the population over these 

areas, affect the costs of government institutions, and 

transport. Further utilization of this equipment would lower 

its "overhead" cost, and on the other hand, further widening of 

frontiers would add to the equipment needs. 

The diversity of resources, and absence of serious 

seasonal disturbances, create a presumption of fairly steady 

economic development. These favourable factors are partly 

offset by the position of this province with respect to its 

markets, and the importance of rail and water freight rates 

in the prices at which it can offer its commodities in these 

external markets. 

The tax system of British Columbia has since 1917, 

depended largely on the use of the personal and corporation 

income tax. The early ina,titution of the income tax in British 

Columbia was partly associated with the nature of the region, 

which produced a certain pooling of wealth and population in a 

comparatively small area ®f the province. The psychological 

atmosphere was not averse to this form of taxation, and with 

improvements of tax machinery, and the need for revenue, this 

form of taxation continued, and was enlarged as one of the main 

forms of revenue. The income tax on corporations, mining com-

panies and persons gives over one-third of total taxes; the 

steady expansion of the gasoline tax has raised its importance, 

and after the various income taxes it is now the second largest 

source of tax revenue. 

The liquor profits and the domain revenues are still 

outstanding items in the revenue scheme although they have 

failed to recover their pre-depression levels. 

On the expenditure side, British Columbia makes a 
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distribution that is closely comparable with that for the 

provinces as a whole. The net debt charges in 1936 were 23% 

of total expenditures for British Columbia and 21% for all 

provinces; the welfare charges were 32% in British Columbia 

as against 35% in all; in British Columbia 14% goes to 

education, as against 12% in all provinces. The distribution 

on highwayS was the same (8%, and on domain (5%). With 

respect to its expenditure distribution, British Columbia is, 

in a statistical sense only, the average province. 

(5) With respect to debt growth, the permanent factors 

affecting it have been factors of settlement and development. 

The outstanding items of highways, and the Pacific Great ,  

Eastern Railway, represent investment for these purposes. 

Since 1930 the relief problem has injected a third factor 

into the debt growth, but apart from that, government invest-

ment has been directed particularly at the peculiar needs of 

the region with respect to transport, to institutions (includ-

ing the university) , and to more intensive industrial and 

settlement aids (e.g. loans to Land Settlement Board, Soldiers 

Land Act, Conservation Fund, agricultural credit, etc.)4 On 

an accounting basis, the capital losses on investment have 

been not inconsiderable: 

1 
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APPENDIX I.  

TABLE I.  

$ Millions.  

Imports  
Percentage 
change from 
previous year 

Customs Duties 
Percentage 

Calendar change from 
Year  previous year  

Fiscal 
Year 

(a) (C) 

1900 176.5 28.2 28.3 
1901 182.6 3.5 28.3 30.1 + 	6.4 
1902 203.4 + 11.4 31.9 34.2 + 13.6 
1903 251.8 + 23.8 36.7 38.6 + 12.9 

1904 249.2 1.0 40.5 41.0 + 	6.2 
1905 263.6 5.8 41.4 43.8 6.8 
1906 312.3 + 18.5 46.1 49.4 + 12.8 
1907 363.0 + 16.2 39.7(b) 55.8 + 13.0 

1908 282.6 - 22.1 57.2 49.7 - 10.9 
1909 339.6 + 20.2 47.1 56.7 + 14.1 
1910 429.0 + 26.3 59.8 68.7 + 21.2 
1911 506.3 + 18.0 71.8 81.6 + 18.8 

1912 626.0 + 23.6 85.1 105.2 + 28.9 
1913 654.9 4.6 111.8 106.6 1.3 

(a) Imports of merchandise (ex. gold) for consumption, 
compiled for calendar years by Professor F. A. Knox. 

(h) Nine months. 

(c) Customs dutie s by fiscal years,, Canada Year Booh, 
1937, p. 826. Recalculated on calendar year basis. 
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$ Millions  
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Subsidies Home Investment 
+ Exports  

Percentage Provincial from 
change from 
previous year Revenues Dominion  

(b) 	(c) 

1900 	304,3 13,3 4.3 9,0 
1901 	332,3 9,2 14.1 4,3 9.8 8,9 
1902 	369.0 + 11.0 14.8 4.4 10.4 6.1 
1903 	411,2 + 11.4 16.4 4.4 12,0 + 15,4 

1904 	405.9 1.3 17.8 4.5 13,3 + 10.8 
1905 	476.2 + 17.3 18.8 5,0 13,8 3.8 
1906 	582,0 22.2 23,8 7,5 16 3 + 18.1 
1907 	602.1 3,5 28,0 8.2 19.8 + 21,5 

1908 	603,6 0.2 31.7 9.1 22.6 + 14,1 
1909 	667.8 + 10.6 34,5 9.2 25,3 + 11.9 
1910 	773.2 + 15.8 36,4 9.3 27.1 7.1 
1911 	856.2 + 10,7 42,8 9,7 33,1 + 	22,1 

1912 1,021,4 + 1903 50.0 11.7 38,3 I- 	15,7 
1913 1,117.6 9.4 

) A. Cairncross, Die Kapitaleinfuhr in 
November 1937, Table 14. 

Canada Year Books, Provincial fiscal 
into calendar years, 

Fiscal years recalculated into calendar years. 

(a) 

Revenues raised 
by Provinces 

Percentage 
change from 
	 previous xear  

Kanada, Welt Archiv. 

years recalculated 
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TABLE II.  

$ Millions.  

Dominion 
Ordinary 
Surplus 

Balance of 
Merchandise 

Trade 

Customs 
Duties 

Collected 

Duties pai 
by borrowe 
imports 

(a) (b) (c) (d) 

1900 + 	5.6 - 	20.5 28.3 3.3 
1901 + 	7.3 - 	12.4 30.1 2.0 
1902 + 14.3 - 	13.0 34.2 2.2 
1903 + 15.1 - 	49.9 38.6 7.6 

1904 + 	7.9 - 	73.1 41.0 12.0  
1905 + 12.9 - 	58.4 43.8 9.7 
1906 + 21.8 - 	58.3 49.4 9.2 
1907 + 19.4 - 109.2 55.8 16.8 

1908 + 	1.0 33.3 49.7 5.9 
1909 + 22.1 - 	70.6 56.7 11.8 
1910 + 30.0 - 148.2 68.7 23.7 
1911 + 37.9 - 222.2 81.6 35.8 

1912 + 56.6 - 274.3 105.2 46.1 
1913 + 35.8 - 212.0 106.6 34.5 

Dominion Public Accounts. Consolidated Fund Surplus. 
Fiscal Years nearest the Calendar Years. 

From Professor F. A. Knox's Estimates of Canada's 
Balance of International Payments, 1900-1937. 

Table I, Column 4. 

Calculated by applying the average rate of duty 
collected on all imports, to excess of merchandise 
imports over merchandise exports. 


