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Dominion-Provincial Subsidies and Grants

EDITORIAL FOREWORD

Dr. C. T. Kraft was retained by the Royal Commission
on Dominion;Provincial Relations to prepare a history of the
subsidies and grants given by the Dominion government to the
provinces since Confederation. Dr. Kraft prepared an account
of the subsidy history of each province, which is given in
Part II of this study, but time did not permit him to complete
the work, and Mr. Wilfrid Eggleston wrote Part I which gives
a general review of the subsidy history and system, and its
part in the fiscal structure of Canadian governments. The
method of presentation and any expressions of opinion are-
solely the responsibility of the authors, and not of the
Commission. _

The genesis of Canadian subsidies is found in the
fact that virtually the only developed source of governmental
revenue at the time of Confederation was that of customs and
excise, It was clear that to have a federation at all, and %o
achieve the economic objectives of the movement, the central
goverment had to be given exclusive authority over tariff
and excise matters. On the other hand the funecti ons left with
the provincial governments would cost substantially more than
all the remaining governmental taxes and revenues which then
existed or could be practically considered. In these circum-
stances the Fathers of Confederation reluctantly accepted the
device of a Dominion subsidy to the provincial governments as
a necessary evil. The subsidies were deliberately set at the
bare minimum estimated as essential and were to remain fixed
at that level, It was thus planned to make it necessary. for
the provinces to meet the normal growth in their expenditures
which would follow increases in population by developing their
own revenues, It was expected these would come largely from
their public domain, although direct taxes might be resorted

to in cases of emergency.
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Minor adjustments in the subsidy amounts were quickly
claimed and made. The total amount of the adjustments made in
the first forty years was quantitatively unimportant, but the
development was of significance in establishing certain new
principles and undermining the constitutional inviolability
of the 1867 terms.

The Dominion's own financial position until the turn
of the century had been a very practical consideration in
limiting the increases to modest amounts which could be justified
as simply a more accurate interpretation of the original terms.
The rising tide of prosperity, however, cleared the way for
the more substantial revisions of 1907,

Conditional grants began to play a part in the system
from 1912 on, but after a temporary spurt in the early 1920°'s,
policy changed and they rapidly tapered off. Rising provincial
revenues and the relatively static level of subsidy payments
continued the almost unbroken downward trend in the ratio of
subsidies to provincial expenditures up to 1930.

The basis for a reversal in trend had been established
before the depression when the Dominion, enjoying buoyant
revemues, embarked on a scheme of conditional grants for old
age pensions, and implemented the Duncan Commission recommenda-
tions for increased subsidies to the Maritimes. The
circumstaneces of the depression then brought wave after wave
of increase in unprecedented proportions and with great
rapidity. The collapse of the important new element in
provincial revenue systems of liquor trading profits, the
large capital commitments in which most provincial goverrments
were involved, the tremendous burden of relief, and the
drought disaster in the west threatened to overwhelm provincial
finances and provincial credit. Several special subsidies,
the assumption of a larger proportion of unexpectedly rapidly

rising old age pension payments, and the huge unemployment



iii
relief grants-in-aid and agricultural relief disbursements
increased subsidy transfers six-fold in less than a decade,.
The proportion of total Dominion revenues transferred to
provincial governments rose above the immediate post-
Confederation ratio, and the proportion of subsidies and
grants to total provincial expenditures recovered to pre-war,
although not to nineteenth century, levels.

Mr . Eggleston traces these developments, examines
the different types of subsidies, and their appropriateness in
the Canadiam fiscal gsystem, and notes some of the more general
considerations raised by intergovernmental transfers,

Dr. Kraft, in Part II, then gives a detailed history
of the subsidy relations of each province with the Dominion.

The first draft of this study was completed in
August, 1938, and after having been circulated to the Dominion
and provincial governments for comment, was revised where

necessary and put in its present form in the spring of 1939,
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Introduction

A system of financial transfers from the federal to
the provincial governments was reluctantly incorporated into
the terms of union by the Fathers of Confederation., The records
of the Quebec Conference make it cleaf that, sensible as many
of them were to the desirability of matching responsibilities
with revenue sources so that each authority would have financial
independence, they were driven by the circumstances to make a
choice between subsidies and indirect provincial taxes, and
elected the former as the less pernicious of the twé%)

The chain of reasoning which led to this decision can
be readily followed, Canada West and Canada East, Nova Scotia,
New Brunswick, Prince Edward Island and Newfoundland, were alike
in this, that they relied on customs duties to provide the
ma jor part of their revenueé}a) Indeed, apart from excise duties
in the Province of Canada and small sums from land taxes in
Prince Edward Island, receipts from customs constituted the
entire taxation revenue of the provinces at that time. The
transfer of this all~-important current source of income to the
Dominion government was essential to the scheme of federation
then being contemplated. Assuming such a transfer, how were
the new provinces to finance their obligations? It is true that
Confederation involved simultaneous assumption of the heaviest
of provincial burdens by the new federal govermment, The point
was, would the revenue sources still accessible to the provinces
enable them to meet the responsibilities they retained?

There was a sharp difference of opinion on this
matter, The delegates from Canada West thought the remaining

sources could be made to serve (and therefore that subsidies

could be avoided), They proposed to empower the provinces to

—r i .

(1) See Confederation Debates, espec1ally explanation of Hon, Geo,
Brown, p. 93; Maxwell, rfederal Subsidies to the Provincial Govern-
ments in Canada, PD. 7- 8; Creighton, D, G,, British North America
at Confederation, Sectlon LIT,

(la) See Creighton, D. G., Ibid., Section X. In the fiscal years
ended 1866, the Province of Canada derived 60% of its revenue from
customs, Nova Scotia 80%, New Brunswick 78%, and Prince Edward
Island 75m. 10¢ oomblned prov1n01al and municipal revenues are
considered, the reliance in the case of the Maritime Provinces
stands out more markedly as a contrast with the Province of Canada,
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colleet direct taxation if necessary, to supplement their
income from fines, licences, fees, and the public domain,
(The delegates from Canada West were able to contemplate the
loss of customs revenue with greater equanimity than their
fellows because Canada West already possessed a well-established
municipal system financed largely by direct local taxation,
upon which a considerable part of the burden of local government,
such as education, had been shifted, or could be, if the
province found post-Confederation financing difficult., Moreover,
they relied to a smaller extent than the other provinces on
customs receipts to finance provincial services.)

The proposal of Canada West was unacceptable to the
other delegates, Nova Scotia and New Brunswick had no
municipal institutions and Canada East had few, Direct taxation
was practically unknown except in the primitive form of
statute labour for roads, and the delegates from these parts
of British North America urged the political impossibility of
introducing ii%b) Municipal organization might be desirable
for the future, but it woauld take time, and meanwhile there
was no prospect of shifting responsibilities to local government s,
Nor did these delegates believe that their non-taxation revenues
(domain, fees, licences, etc,) could be expanded sufficiently
to meet even their diminished obligations,

The delegates from Canada West had to give ground..
It appeared that the revenues of the provinces must be
supplemented in some other way than by direct taxation,
(Though it was agreed to give the provinces the concurrent power
to levy direct taxation,} Bubt rather than incorporate a scheme
of subsidies into the financial terms of Confederation, some
authorities in Canada West were prepared to leave certain
specified powers of indirect taxation with the provinces,
However, when the implications of such a step were discussed

(e.g. the power it would give provincial goverments to

(1b) For the prejudice against direct taxation in this period,
see Skelton, O, D,, Life and Times of Sir A, T, Galt, p, 270,
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interfere with interprovincial trade), it too was abandoned,
That ruled out two of the proposed solutions and brought

the delegates face to face with the third, namely, supplementa-
tion of provincial receipts by grants from the federal treasury,
The difficulty of reconciling the sharp cleavages of opinion

on these financial arrangements nearly broke up the Conference,

and it is clear now that subsidies became the sine qua non of

an agreement at Quebec, Canada West delegates were prepared to
explore every possibility of avoiding them, the others insisted
that they were essential; and in the compromise that followed
they were accepted on the understanding that they would be

made small and kept static,

When the details of the subsidies were being settled,
an attempt was made to reconcile the principle of "equality of
treatment™ with the peculiar needs of certain provinces, The
former was deemed to be satisfied by basing the proposed

subsidy on a per capita division, The practical problem given

to the finance ministers assembled at Quebec was this, what
should the per capita sum be?

The method adopted in calculating it throws light
on the determination of the Fathers that the grant should be
set at the lowest adequate level, Each of the finance
ministers present was invited to draw up a hypothetical
post-Confederation budget of his own province, showing
prospective expenditures after redistribution of obligations,,
prospective revenues from sources remaining to them, and the
gap between which must be bridged. When these budgets were
compared, Nova Scotia's was adopted as a foundation because,
as Sir Alexander Galt explained afterwards,‘it provided a
lower subsidy basis than the otheré%C) Dr., Tupper (later Sir
Charles) who prepared it, estimated that provincial services
which had required $667,000 in 1863 could, after the transfer

involved in Confederation, be discharged for only $371,000,

(1¢) Galt, Speech on the Proposed Union, at Sherbrooke, p. 18,
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However, prospective provincial revenues from taxes, licences,
and the public domein would, after Confederation, be reduced to
only $107,000. This left a deficit of $264,000 to be met by a
transfer from the federal government, Calculated on the
population of Nova Scotia in 1861, this came to 80¢ per hea(uis
the figure ultimately adopted as the basis for the subsidy.z

Delegates from the Province of Canada and from Nova

Scotia accepted the 80¢ per head subsidy as adequate, but

New Brunswick was not content, An examination of the latter's
hypothetical post-Confederation budget showed a deficit of
$63,000, even after allowance for the proposed subsidy, In
spite of the desire to treat all provinces alike, the delegates
were not prepared to raise the subsidy all around so as to give
New Brunswick an additional $63,000, as this would have increased
the total transfer to all provinces by more than three quarters
of a million dollars, The delegates chose rather to give

New Brunswick a special grant of $63,000 for a pertod of ten
years, during which the province was to develop its revenues,

or curtail its govermment costs,

The treatment of provincial debts also gave rise 1o
financial transfers between the federal government and the
provinces, All provincial debtéza)were to be assumed by the
federal government, (as were most of the assets) bubt in
keeping with the principle of equal treatment, a method of
"debt allowances™ was evolved whereby the provinces with
relatively lower debt should benefit accordingly. The debt
of New Brunswick and Nova Scotia was calculated to be roughly

$25 per capita, and that of Canadadout $27, An allowance

(2) Col, J, H, Gray's account of this episode indicates that
the prospective deficits originally reported by all provinces
would have required a subsidy of about five million dollars,
and that the adoption of Tupper's more modest figures reduced
this to about one-half, See also Confederation Debates -
(Hon, George Brown) p. 93. '

(2a) Minor obligations of a specially local nature were not
transferred by Ontario and Quebec,
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was settled upon in round figures not materially different
from $25 per head, except in the case of New Brunswick, which
(apparently with the idea of giving it a little additional
assistance) was granted an allowance of $7 million instead of
$6.3 million, or $27.77 per head instead of $2é?) The
provinces were to receive 5% per annum on the sum by which
their actual debt fell short of their allowance, and to pay
5% on the sum by which it exceeded it, The actual debt of
Nova Scotia and New Brunswick at Confederation was only slightly
larger than their allowanceé%) but Quebec and Ontario conjointly
were responsible for over $10 million of excess debt, (It is
interesting to note that a transaction devised solely for the
equitable assumption of provincial debts at Confederation, and
which so far from adding to provincial grants then involved
their reduction by about $600,000 a year, should have later
undergone a metamofphosis into a major type of federal subsidy,
through which over $6O million net has passed to the provinces
since Confederation,)

This was the subsidy system, then, reluctantly_
adopted by the delegates to the Quebec Conference in 1864,
At the London Conference, two years later, it was judged to
be somewhat inadequate, and was supplemented in a manner
which again departed;from the simon-pure principle of "per capita
equality", (The special grant to New Brunswick was the other
exception.,) The Maritime Provinces, still somewhat dubious
about the adequacy of the original financial arrangements,

were favoured (on a per capita basis) by special grants for

(3) The records of this phase of the financial agreement are
complex because there are no less than four sets of figures to
consider: (a) the estimates of provincial debt made in 1864;
(b) the actual debts as ascertained on the eve of Confederation
in 1867; (¢) the allowances which would have been made using a
figure of $25 per head; and (d) the round figures actually
settled upon, To illustrate; these figures in the case of the
Province of Canada were: (a) $67,264,000; (b) $73,006,000;

(c) $62,666,000; and (d) $62,500,000,

(4) See Creighton, D, G., op, cit., Appendix, Table V,
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the support of governments and legislatures, $80,000 for
Ontario, $70,000 for Quebec, $60,000 for Nova Scotia and
$50,000 for New Brunswick, while the provision was added to
the earlier agreement that the per capita subsidy of 80¢
should increase according to each decennial census, in the

case of Nova Scotia and New Brunswiek. but not in the case

of Ontaric and Quebec. (until each of the Maritime Provinces

should attain a population of 400,000). This involved some
yvielding from a principle dear to the hearis of several
delegates at Quebec, that the subsidies as agreed upon should
not be subject to any type of automatic or other increase,
but the delegates at London epparently believed they had
protected the federal government against further revisicns
by the insertion in the B. N. A. Act of the woerds: "Such
grants shall be in full settlement of all future demands
on Canada."

The annual subsidies with which the prnvinces were
provided at Confederation were therefore as follows:

Per Capita Grants in support Special

Subsidy of government Grants Tctal

$000 $000 $000 $000

Ontario 100 1L s) 80 1,196
Quebec 890 70 960
Nova Scaotia 264 860 324
New Brunswieck __202 __ 50 83 315
2,472 260 63 2,795

(These totals were subject to a reduction re-
presenting interest on excess provincial debt at 5% per annum.
Ontario and Quebec conjointly were responsible for over
$500,000 annually in a proportion to be settled later by
arbitration. The net payments to all provinces in 1867-8
were $2,230,000 and in 1868-9 $2,605,000. The obligations

for excess debt were el minated in 1873).
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The story of financial transfers from the federal
to the provincial governments since Confederation may con-
veniently be examined by periods into which it naturally falls,
as follows:
1. Post-Confederation Adjustments and Accessions, 1867-73
. & Long Period of Relative Stability, 1873-1906
. The General Revision of 1907

. Experiments with the Conditional Grant, 1912-28

. Grants for 0l1d Age Pensions, 1927-38

. Depression Transfers, 1931-38 (5)
5

2
3
4
5. A New Series of Special Grants, 1927-37
6
7
8. Current Subsidies and Grants, 1938-39,

N . s

(5) The following are the principal authorities referred to in
the text of this study:

Maxwell, James A,, Federal Subsidies to the Provincial Govern-
ments in Canada, 1937,

Creighton, D, G., British North America at Confederation.
(Study prepared for the Royal Commission on
Dominion-Provincial Relations).

Gettys, Luella, The Administration of Canadian Conditional
Grants, 1938,

Department of Finance, Ottawa - Federal Subsidies and Grants to
Provinces of Canada, 1937,

Grauer, A, E,, Public Assistance and Social Insurance,
(Study prepared for the Royal Commission on
Dominion-Provincial Relations),

Corry, d. A., The Growth of Govermment Activities since
Confederation, (Study prepared for the Royal
Commission on Dominion-Provincial Relations).

Difficulties of Divided Jurisdiction, (Study
prepared for the Royal Commission on
Dominion-Provincial Relations),

Mackintosh, W, A,, The Economic Background of Dominion-Provincial,
Relations. (Study prepared for the Royal
Commission on Dominion-Provincial Relations).

Bates, Stewart, Financial History of Canadian Governments,
(Study prepared for the Royal Commission on
Dominion-Provincial Relations),
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The charts attached to this study present in graphic
form the development of the subsidy system sinee Confederation.

Chart I, in terms of dollars, shows the uneventful
character of the first 37 years of subsidy history, during
which total grants rose and fell by relatively negligible
amounts. Twc substantial upward steps in 1905 and 1907
raised them tc a new level, and the intrecduction of conditional
grants in 1912 contributed to an upward trend which reached a
first peak in 1923, when total subsidies passed the $20 million
mark focr the first time. There was a short recession there-
after, as conditicnal grants expired, but beginning in 1931
the levels were suddenly raised to a zone far above any
earlier experience. It toek 55 years to attain the $20 million
mark, but in two years the total of subsidies and grants
climbed from less than $20 million to the $60 million zone,
and in ancther five years beyond the $100 million mark.

This graph also makes clear the relative importance
of the several types of subsidies. Until 1912 the unconditional
subsidy was exclusively employed. Conditional grants played a
relatively minor part between 1912 and 1930, the peak being
reached in 1923, but after 1930 they rose steadily in
importance and by 1937 were exceeding the total of the older
statutcry and special subsidies. Depression grants, emerging
in a relatively unimportant manner in 1921 for a brief period,
disappeared in 1926, but commencing again in 1931 they rapidly
dominated the subsidy scheme.

Chart I, however, gives an inadequate (and misleading)
notion of the real significance of subsidies in Canadian public
finance. It has therefore been supplemented (and corrected)
by Chart II, in which the ratio of total subsidies is shown
(a) to Dominion government tax revenues, and (b) to provincial

crdinary expenditures.
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The impression given by the first graph is that
subsidies were at first relatively small and astonishingly
stable, that they began tc grow sharply in 1905, and
thereafter accelerated in importance frem 1907-12 tc the
present day.

Actually their relative weight in Canadian public
finance was very different. They began by representing a
substantial percentage of Dominicn tax revenues and a much
higher prcportion of provineial ordinary expenditures. In
both respeocts they fell irregularly but very markedly over
the first 65 years of Ccnfederatisn and then rose very
sharply again, one rati- Trising as much in the next six years
as it had fallen in the former 65.

In terms of Dcminicn taxation revenues, subsidies
represented about 20% at Confederaticn, fluctuated between
15% and 20% for the next few years, gradually working down to
lower levels until by 1905 they had fallen below the 10% line.
The general revisicn of 1907 elevated them again intc the
15-20% zone, but they resumed their decline after a souple of
years and by 1921 they absorbed less than 5% of the revenues
derived by the Dominion from taxation. The ratio again rose
slightly, affected by the new éonditional grants, but scen
declined and again, during the pericd 1927-30, they represented
less than one-twentieth of Dominicn taxation revenues. In
1931, however, there % s a sudden sharp reversal, and the ratio
shot quickly upward to levels comparable with those at
Confederation. In the period 1932-37 total subsidies and
grants absorbed hetween one-fifth and one-fourth of Dominion
taxaticn revenues.

Measured againét provinecial ordinary expenditures,
subsidies fellowed the same bread trend, declining irregularly
from 1867 to 1930, and sharply rising thereafter. At
Confederation, subsidies equalled about 60% cf provinecial

ordinary expenditures, fell t~ the 40-50% zcne quite rapidly,
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were temporarily raised by the subsidy revision of 1884, again
declined sharply, until by 1890 they represented about 35%.
The decline ccntinued more slowly to 1905, when the ratio was
27%. The revision of 1907 temperarily raised the ratio to the
30-35% zcne but the downward trend was rapidly resumed and
continued steadily to 1930, when subsidies covered less than -
10% of provincial ordinary expenditures.

At that point, affected bj the steep rise in
unemplcyment relief grants, and the growing importance of old
age pensions, it shct sharply upward to 20% and by 1937 total
subsidies again represented one-quarter of provincial erdinary

expenditures, the highest level in a quarter of a century.
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Chapter 1. Post-Confederation Adjustments and Accessions: 1867-73

During the first seven years of Confederation numerous
adjustments and additions were made to the subsidy system. They
were important at the time to the provinees affected, and some
of them set precedents or established principles which had an
important bearing on later developments. Seen in historiecal
perspective, however, the revisions did not materially depart
from the proportions or the principles adopted at Confederation,
and the net cffect in dollars was simply to raise the tota}
transfers from $2,750,000 (among four provinces) to $3,750,000
(among seven), As Dominion revenues from customs duties rose
by $8 million during the same period, and Dominion revenues
from all sources by $11 million, the relative weight of subsidies
in the Dominion fiscal system was in reality alrecady declining,

The first revision was made only two years after
Confederation, and was designed to place Nova Scotia on an
equal footing with its sister province, New Brunswick, and,
incidentally, enable Nova Scotia to balance its budget. The
idea that the purpose of a subsidy was to fill in the gap between
provincial revenues and provincial expenditures had been implanted
at the very beginning by the methods used to arrive at the per
capita subsidy in 1864, Bechind the eloquent "Better Terms"
campaign of 1, Joscph Howe and the carefully prepared
claims of Hon., A, W, McLelan, (1867-1869) the blunt fact
that Nova Scotia was unable to balance its budget seems to
have weighed most heavily both with the petitioners and the
Dominion govermment. In 1864, Tupper had thought that a
subsidy of $264,000 would be sufficient to cnable Nova Scotia
to meet its provincial outlays; an additional $60,000 was
agreed upon at London; even so, the Province had a deficit of
about $70,000 in 1868, and the remedies suggested by the federal
government (the imposition of direct taxation or the organization

of municipalities) werec unpalatable or impracticable. To make a
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long story short, the Dominion government agreed in 1869 to
place Nove Scotia on an equality with New Brunswick by a
gspecial ten-year grant at the same per capita rate (which

gave Nova Scotia $83,000 -~ to New Brunswick's $63,000), and
an increass in her debt allowance to $27.77 per capita (the
same as New Brunswick), thus adding about $1.2 million to the
capital sum and the equivalent of $60,000 a year to the annual
subsidy. Ly these means Nova Scotia's subsidy was raised from
$325,000 to $465,000 a year,

In 1870, 1871 and 1873, the provinces of Manitoba,
British Columbia and Prince Edward Island were added to the
Confederatiocn, The financial terms provided for each one were
attempts ©o reconcile fiscal need with the principle of
equality of treatment adopted at the Quebec Conference., To
meet peculiar needs and satisfy political considerations, it
was necassary to interpret Mequality of treatment" in a broad
and flexible way,

Manitoba was converted from private territory into a
full-fledg=d province without any intervening stage, The step
was taken prematurely, in the opinion of many students, before
either population or experience with democratic institutions
justified it, but there were predominant political reasons why
it should be created, and before the first Riel Rebellion had
been quelled, the Manitoba Act was introduced into the Dominion
Parliament, There were apparently no dependable statistics
of population, and the figure was assumed to be 17,00056) On
this basis, Manitoba was entitled to $13,600 a year (at 80¢,
per head) and a debt allowance of $472,000 (at $27.77 per head,

the allowance given to Nova Scotia and New Brunswick) which

(6) Maxwell, op., cit., p. 33, The population of Manitoba in 1871
(as now reported by the census tables) was 25,228, but this is
based on the area since 1912, which is nearly 20 times the area
of 1870, The figure includes Indians and half-breeds, ZExact
figures do not exist, but the authorities agree that the white
population was under 1600 at Confederation (1870),
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yielded an additional $23,600, The grant in support:of govern-
ment was set at $30,000, and the three items came to $67,200
per year, It was not a large sum with which to launch a new
province, and there were no other sources of revenue of any
importance that could be developed, Because of the railway and
land-settlement policies which the Dominion was contemplating,
the public domain was not conveyed to the new province, and so
it could not anticipate revenues from that source, The Manitoba
representatives did not ask for a grant in lieu of domain, and
Ottawa did not offer to give one, The inadequacy of provincial
revenue sources soon became apparent, however; and on four
occasions in the next 15 years (1875, 1879, 1882 and 1885) the
subsidies were revised upward to meet budgetary requirements,

When British Columbia entered Confederation, another
difficult reconciliation of principles and facts had to be
made, The Pacific Coast Province was in a strong bargaining
position because of the ambition of the Dominion government to
extend its territories "from sea to sea"™, but the Province's
own growing fiscal difficulties prepared the way for negotiation
and a speedy settlement, The delegates to Ottawa in May, 1870,
were instructed to ask for a subsidy of $213%,000 a year, and
although they did not obtain it on exactly the terms of cal-
culation they had prepared, they did not fail in their mission,

A subsidy based on the actual population of British
Columbia in 1871 (9,000 whites, 25,000 Indians and Chinese)
would have been quite inadequate to meet provincial needs, The
Province had been collecting over $300,000 a year from customs
revenue, or nearly four times the per capita yield in Canada,
and as this revenue source was now to be surrendered to the
Dominion, the Province contended that it should be treated as
though it had 120,000 persons (i. e, to equalize its position
with that of other provinces as a contributor to customs revenue),
A subsidy calculated on a population of 120,000, plus a grant
for government of $35,000 annually would'total $213,000, and

this sum was asked,
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The Dominion authoerities, however, were not prepared
to calculate the subsidy on a fictitious population so far
above the actual number. The best they would do was to assume
a population of 60,000 and this, worked out on the usual basis,
yielded only $116,000 a year, a sum quite unacceptable to the
British Columbia authorities. The Dominion was, however, pre-
pared to supplement this by a special grant. In return for a
transfer to the Dominion of a belt of land running for 20 miles
each side of' the proposed transcontinental railway, the
Dominion would pay $100,000 per year. This brought the sum
to approximately what British Columbia had originally asked, and
the terms were accepted.

Prince Edward Island had been represented at the
Quebec Conference, and the majority of its delegates had gone
home supporters of the plan. But they found public opinion over-
whelmingly against it, and a last-minute effort of the delegates
from the other Maritime Provinces at London in 1866 to include
Prince Edward Island in Confederation failed. The new Dominion
government after 1867 kept the door open and the Imperial
Government used its influence to encourage union., It was not,
however, until the Island began to run into difficulties in the
financial merket (it had committed itself heavily for railway
guarantees and its debt had soared) that the advantages of
entering the Dominion became apparent.

When negotiations did get under way, the formula of
"equality of treatment” had to be abandoned in respect to one
item so as to make the terms acceptable to the Island, and a
new kind of subsidy devised to solve the Island's land problem.
In 1873, the public debt of the Island (which in 1864 had been

(7)
less than $3 per capita) had risen to $41 per head or $3,850,000,and

(7) About $2,250,000 of this was prospective, and was later
assumed by the Dominion as it became due. In the meantime
Prince Edward Island drew interest on the difference between
the actual debt and the allowance of $4,230,000.



a debt allowance of only $27.77 (as grantecd to Nova Scotia,
New Brunswick, Manitoba and British Columbia) would have resulted

in the Island paying'the Dominion government over $60,000 a year

in interest. The Island negotiators were able to make a much
better deal than that. The figure finally settled upon was $50

a head giving the Island a net income of $43,000 a year interest
on this itcm, (For a couple of years, until the prospective
portion of the railway debt became actual, the sum was much
larger: in 1874 it was $130,000 and in 1875 $78,000. See Footnote ' 7)
and in addition to the usual 80¢ per capita (on the census of
1871) which amounted to $75,000, and the allowance for govern-
ment and legislature of $30,000, a special grant of $45,000 a

year was given as a recognition of the land problem of the Island.
Prince Bdward Island thus started its provincial career with a
subsidy of $193,000 a year. (The land grant was in lieu of a
capital sum, which had been offered in 1869 so that the Province
could buy out the "absentee landlords"”, who still owned about
two-fifths of the Island as the result of a settlement-lottery
held at London in 1767(8) and from whom the Island government

had been seeking to free the tenants for many years.)(sa)

Meantime one of the original provinces had begun to find
itself faced by deficits, and this indirectly led to a revision of
the debt allowances which benefited all provinces. It will be
recalled that the debt allowance granted to Canada West and Canada
East (conjointly) was $62.5 million; when the debts of these pro-
vinces (assumed by the Dominion) were calculated at the time of
entering Confederation it was discovered that they exceeded the
allowance by some $10.5 million. Interest at 5% on this sum
was to be paid to the Dominion government. It had been ex-
pressly written into the British North America Act that the
division of responsibility for this "excess debt™ was to be

settled by a board of three arbitrators, one chosen by the

government of Ontario, one by the government of Quebec and one

(8) See The Case of Prince Edward Island, a brief presented to

the Royal Commission on Dominion-Provincial Relations in February,
1938,p.8,

(8a) This grant could, at the will of the Province,be capitalized at
5%(up to $800,000) and the capital sum be withdrawn for the purpose

%g Bgy%géugg %%gggg«%oégggigfds,ln which event the annual grant was
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by the Dominion, the latter not to be a resident of cither
Ontario or Quebec (Sec. 142) and in 1870 this board was named.
It had only begun to sit whem the Quebec representative
resigned because of failure to agree on the basis of division,
Meantime the Quebec government had complained that the Dominion
appointec had resided in Ontario for some time and consequently
could not qualify. But the remaining two members continued
to sit and brought in a report proposing a division of the
excess debt as follows: Onfario, $5,544,000, Quebec $4,962,000.
The acceptance of these figures would have meant annual interest
payments by each province to the Dominion of around $250,000,
Ontario was prepared to accept the award, but Quebec, not so
prosperous, puzzling how to find the additional quarter of a
million, and relying on the much more favourable division which
its own appointee to the arbitral board had submitted, showed
signs of making an issue of the matter. The Dominion government,
whose revenues had risen sharply since Confederation, shied
away from the political consequences of a sharp break with
Quebec on the eve of a federal election, and decided to assume
the excess debt itself and thus end the controversy. Sir John
A, Macdonald explained the step as a means of correcting an
error of the Confedération(g§reement and of restoring harmony
between the two provinces; it had the auxiliary value of in-
creasing the subsidies to the other four provinces by $150,000 a
year, since it was necessary to raise their debt allowances by a
proportionate amount, (Prince Edward Island, having just been
granted a special allowance of $50 per head, did not partici-
pate in the revision).

One more adjustment completes the narrative of this period.
New Brunswick having found étumpage dues on lumber expensive
and difficult to collect in pre-Confederation days had employed
an cxport duty instead, and its right to collect such a duty was

confirmed in the text of the British North America Act. (Sec.124),

(9) Maxwell, op.cit., p,55.
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Negotiators of the Washington Treaty in 1873 found this clause
embarrassing, and the Dominion government offered a grant of
$150,000 a year if New Brunswick would waive its right to collect
the duty. The offer was considerably greater than the current
receipts (or the prospective receipts) from the tax, and was
readily accepted, the explanation of the excess being that the
decal enabled the Dominion to assist a province im difficulty
without involving itself in a series of demands for parallel
treatment from the other provinces.

Thus at the end of seven years, subsidy payments had
been arranged for three additional provinces, the general level
of subsidies had been increased by an adjustment in debt
allowances, and several special grants to meet local hardships
had been made, all at an additional cost of about $1 million a
year, o

An examination of provincial balance sheets in 1874
brings out two startling features:

1. The federal subsidy had become, not the minor (and
perhaps only temporary) supplement to provincial revenues
envisaged by some delegates to the Quebec Conference, but
the mainstay of provincicl income in several provinces,
New Brunswick in 1874 drew 92% of its revenues from
the Dominion subsidy, Nova Scotia 81% and Prince Edward
Island 75%.(11) Manitoba, a new province, depended on Ottawe
for 88% of its revenues, and British Columbia 62%,
Ontario and Quebec, able to collecct more from public
domain, licences, fees, ete., rglied on subsidies to a
much smaller cxtent (40 to 50%).

2, In spite of a series of revisions amd additions which
had increased the annual total distribution of subsidies
by more than $1 million in 1867-78, Ontario was the only
province in a comfortable financial position in 1874.(12)

Quecbeec, having just been relieved of a potential burdem

(103 See Creighton, op.cit., Appendix Tables LIl end 1V,
Ibid., p.221
(12) 1bid., p. 217
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of $250,000 a yeer intercst on pre-Confederation debt,
was in second best position. All the other provinces
were running deficits and were faced with the need of
developing local sources of revenue fairly rapidly or
of securing more help from the Dominion, As the next
section shows, appeals to Ottawa for aid in the next
three decades werc less fruitful, and, allowing for a
comparatively minor upwaerd rcvision in 1884, the sums
distributed in subsidies in 1904 were of the same order
as those distributed in 1873, although in the meantime

(122a)
Canada's population had riscn by £0%,

(12a) The high percentage of provincial revenues derived from
Dominion subsidies in the early yvears of Confederation provides

a test of the maxim widely quoted that it is always courting waste
and maladministration for one government to provide funds for
another government to spend. There does not appear to be evi-

dence of gross extravagance by provincial governments during those
ycars, The fact that even with such large transfers from the
Dominion government there was often not enough money to provide
current provincial Services no doubt acted as an effective restraint
against undue waste.
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Chapter 2. A Long Period of Relative Stability (1873-19053)

The static character of subsidy levels between 1873
and 1905 was not unconnected with the economic and financial
trends of the period. The year 1873 ushered in "The Great
Depressign", the full severity of which was felt in Canada
by 187%%0) Declining costs moderately increased the real level
of subsidies. Meantime the Dominion had become much less
capable of coming to the aid of the provinces. It had commi tted
itself heavily to transportation ventures in the period 1867-73,
and the drying-up of the investment market entailed serious
difficulties for Dominion Finance Ministers. A period of retro-
gression set in. The decline of British investment in Canada
reduced imports and, in turn, customs receipts (the chief souroce
of Dominion revenue), so that a series of federal deficits
followed. The provinees had their own grave problems also, but
in the main they were compelled to meet them by economy of
administration or the exploitation of new sources of revenue,
rather than through enlarged grants.

Therc wWere, in the period under review, two provincial
conferences to seek larger subsidies, numerous petitions and
memorials on the subject presented to Ottawa, and one historiec
threat of secession. However, aside from a number of minor
adjustments and'increases granted to individual provinces on
various grounds, and a small upward revision of the debt-allowance
basis in 1884, there was no significant development until the new
economic era beginning in 1895 had created a situation which
called for a major change,

Politieal factors also played a part in moulding federal
resistance to appeals in the early years of this period. The
government of Alexamder Mackenzie (1873-78) was opposed to any
T4i-koring" with the subsidy provisions incorporated into the

British North America Act, and not only was it impervious to the

(13) Seec W, A, Mackintosh, The Economic Background of Dominion-
Provinecial Rclations, Ch. 5.
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frequent petitions from the provinces for new subsidies, but
when the special ten-year grants givén to New Brunswick and
Nova Scotia expired in 1877, no plea of "fiscal need" or
submission of other cmnsiderations availed to secure an
extension of the;%4) In 1878, when the Mackenzie government
retired, the annual subsidies to provinces had fallen to
$3,450,000 - a figure $300,000 below the 1873 level, (of
which about half represented the termination of the special
grants to New Brunswick and Nova Scotia amd the romainder
the effecct of withdrawals from capital sums credited to debt
allowance account),

Attempts, successful and otherwise, to secure the
enlargement of provincial grants during 1873-1905 may now be
reviewed by provinces in chronological order:

In 1876 Manitoba was given aAmodest increase
(626,750 a year) in its annual subsidy, payable from July lst,
1875, until the end of 1881, when the next decennial census would
automatically increase its grants, This was the only concession
made by the Alexander Mackenzie government in five years and
to earn it Manitoba demonstrated its desire to co-operate by
abolishing the Legislative Cpuncil and creating county
municipalitieé%éa Even so, the revenues available to the
Manitoba govermment were inadequate to finance the developmental
programme then being launched, and a new series of appeals was
made to Ottawa. Another small concession was madc in.18795
when the temporary grant of 1876 was raised to $42,400, the
same time limit being imposed, Three years later, foilow-

ing further negotiations, and with the census figures of 1881

before them, the Dominion authorities increased the grant for

(14) Maxwell, op. cit., ps 66,

(14a) Organized in 1883 but abolished again in 1886, See Alan
C. Ewart, The Municipal History of Manitoba: in Wickett,
Municipal Government, University of Toronto Studies, 1907,
P. 137. Rural municipalities were organized in the latter
year,




21~

support of government and legislature from $30,000 to $50,000,
based the popglation subsidy of 80¢ per head on 150,000
ingtead of 17,000 (the 1881 census showed 64,800 and gave a
new grant of $45,000 annually as "indemnity for want of public
lands". The enlarged grants were given for 10 years only,
i.e,, until another decennial census should havg been taken.
They raised the total subsidy to about $230,000, (as compared
with a sum of $67,000 at the creation of the Province 12 years
before) and the authorities at Ottawa eXpected the settlement
of 1882 would be adequate for a decade. But Manitoba was in

a difficult transition stage from Indian territory into a full-

fledged province, the Canadian Pacific Railway had arrived

in 1883, new settlers were podring in, there were roads,
bridges, institutions of various kinds to provide. It was
difficult in the pioneer stage to extract much in taxation or
fees from the newcomers and Manitoba had no public domain on
which to draw. In these circumstances further appeals were
made to Ottawa, and in 1885 another substantial revision was
enacted, giving Manitoba a grant in lieu of lands of $100,000

a year (instead of $45,000), increasing its debt allowance

so as to raise the annual interest by $148,000, rcpealing the
earlier ten-year time 1limi$s, and providing for a quinquennial
census thereafter, with statutory estimates at intervals of

2% years between each census. As a result, Manitoba’s subdidy
was once more doubled, the Province receiving $443,000 in the
fiscal year 1885-86. Apart from its share in the general
revision of debt allowances of 1884, a lump-sum payment of half
a million dollars on account of Manitoba's public buildings

in 1898, and the automatic inereases in the per capita grant

as the bopulation rose, this completes the account of revisions
in the Manitoba subsidy up to 1905, at which date the —rovince

was drawing about $650,000 a year from Ottawa,
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As the net increase in Dominion subsidies to all
provinces between 1873 and 1905 was only $750,000, it will
be seen that Manitoba (gaining $580,000 in the same period)
obtained the lion's share. The explanation may lie partly
in political and personal factors, but a pertinent fact of
another sort was the abrunt organization of a province out of
fur-trading territory, under the farced draft of railway
construction and heavy immigration, compelling the authorities
to embark on extensive developmental works without the benefit
of those sources of revenue (customs and the public domain)
on Which other political entities in Canada had relied in
their pioneer days.

(Nearly all the remainder of the $750,000 net
increase between 1873 and 1905 is explained by the revision
of debt allowances in 1884, of which an account is given below.
Nova Scotia and New Brunswick, partly due to loss of their
special ten-year grants in 1877, partly due to withdrawal of
capital sums from their debt allowances, were receiving less
in subsidy in 1©04-5 than they were in 1874-5. Prince Edward
Island was also drawing less, solely due to reduction of its
debt allowance through withdrawals. British Columbia was
drawing $75,000 more, Ontario $142,000 more and Quebec $127,000
more. )

In 1877 the famous "Halifax Award” was made by a
tribunal set up under the Washington Treaty (1873). Of the
$5.5 million paid over to Great Britain, $1 million went to
Newfoundland and the remainder to the Dominion govermment. The
three Maritime Provinces and Quebec made claims to a share of the
$4.5 million, Prince Edward Island being especially tenacious
about it, and although the Dominion has steadfastly refused

to admit the liability, the claim was renewed in the brief
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presented to the Royal Commission on Dominion-Provincial
Relations on behalf of the Province of New Brunswick in May,&ég%.

In 1879 the government of Pgince Edward Island,
under Premier W.W.Sullivan, began a series of successful
Petitions for additional help. One of these demanded compensa-
tion for the failure of the federal government to maintain
"continuous communication" as pledged in the Act of Union in
1873, Resolutions were passed by the Legislaturc at Charlotte-
town, lengthy communications were sent to Ottawa, the premier
and one of his ministers carried the request eventually to
Downing Strcet. Fora long time Ottawa was obdurate, although
Premier Sullivan succecded in obtaining a lump sum prayment
of $20,700 to indemnify the Province for maintenance.of
penitentiary inmates in the period from 1873 to 1878, and
another $76,000 as a repayment of sums spent by the Province
on wharfs and piers in public harbours (a federal responsibility,
according to the court in the case of Holman v. Green). These
transfers, in 1882 and 1884 respectively, were succeeded by an
additional annual grant of $20,000'made in 1887, This was
augmented in 1901 by a further $30,000 a year, which was
described as being in "full settlement" of all claims arising
out of the alleged failure on the part of the Dominion to
maintain continuous communication with the Island as promised
at the time of Union.

British Columbia’s first successful negotiation in
the period under review came in 1880, when a lump sum of
$250,000 was granted toward the construction of the Esquimalt
graving dock. The background of this period reveals on the onc

hand an optimistic ambitious province spending freely on

(15) Scoc -Submission by The Government of the Provinece of
New Brunswick to the Royal Commission on Dominion-Provincial
Relations, April, 1938 , pp.65-9.
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frontier expansion, borrowing when it could not tax, finding
administration and development costs unusually heavy because
of topographical and geographical features, and on the other
a Dominion government encountering serious difficulties in its
attempt to live up to the letter of its agreement (in Clause 11
of the Act of Union) to begin the construction of the Canadian
Pacific Railway within two years and to finish it within ten.
Lengthy negotiations between the two parties terminated for the
time in the settlement of 1884. The Province therein agreed to
waive all claims it might have by reason of the son-fulfilment
of the railway clause, and to deed over to the Dominion 3%
million acres of land in the Peace River Belt (to compensate for
inadequacies and alienations in the bel? of land - 20 miles on
each side of the ;nteroceanic railway line - conveyed to the
Dominion in 1871}. 1In return the Province was to receive a
grant of $750,000 for the construction of a railroad between
Nenaimo and Esquimalt, and the Dominion took over from the
Province the responsibility for completing and operating the
Esquimalt dock. In 1901 the Province launched a new series of
claims based on the alleged disproportionate comtribution of its
residents toward Dominion customs revenues and on its geographic
and topographic disabilities, but this campaign did not beay
fruit until just after the close of'the period under review,

Meantime, Nova Scotia had begun in 1878 to advance a
group of varied claims for further help., The lack of municipal
organizations in Nova Scotia supported by local direct taxation
had laid a peculiarly heavy burden on the provincial govermment
in its efforts to provide its citizens with adequate roads,
ferries and bridges, and railway extension was also absorbing a
large part of provincial income. Within the Province am economie
transition, especially in shipping, was in ~rogress and the
aversion of the electorate to direct taxation restricted the

efforts of provincial treasurers to uncover new sources of Trevenue.
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The upshot was an appeal to Ottawa for help, and when this
failed, a separatist movement grew up. The Fielding government,
committed to secession by the election of 1886, nevertheless
participated in the Provincial Conference of 1887 and the
agitation for secession gradually subsided. It was not until
1901 that Nova Scotia obtained any supplementary revenue from
Ottawa, and then it took the form of a lump sum award of
$662,000 to refund to the Province money it had paid to private
contractors to build the Eastern Extension Railway.

Two more items complete the recital of individual
increases. In 1884 Quebec was credited with $2.4 million as
a federal subsidy on the cost of the railway between Quebec
City and Ottawa, which had been built by the Province, and
which, it was contended, was as much entitled to form the basis
of a government subsidy as the portions of the Canadian Pacifioc
Railway (and the Canada Central) built between Pembroke and
the Pacific.

In 1884, New Brunswick was paid $150,000 as a refund
of expenditure it had made on the Eastern Extension Railway.
Eighteen years later it successfully presented the claim that
this $150,000 had been owing since 1869, and that the Province
should have received interest on the sum in 1884, By 1902
there was, of course, a considerable sum of interest due in turn
on the interest unpaid in 1884, The claim was submitted to
arbitrators, and a total of $275,600 was awarded, being arrears
of interest on the original $150,000 and interest on the interest.

Fiscal embarrassment in Quebec, which had indirectly
brought about the first debt allowance revision in 1873,
similarly led to the second revision of 1884, In both cases

all provinces benefited. 1In 1873, the Dominion absorbed
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$10.5 million "excess debt" (over the allowance of 1867)

which had been conjointly owed by Ontario and Quebec, the
other provinces being credited proportionately. In the early
eighties Quebec was faced with rapidly mounting debt charges
(largely due to railway subsgéggs) and other expenditures, and
no prospect of enhancing its revenues materially. The sale of
the Quebec and Ottawa railway (incidentally at only 3/5 of its
cost) reliceved the province of part of its burden but expendi-
tures were still rising and retrenchment or higher taxes were

looming. There were political reasons why Quebec's appeal to

Ottawa for help should be answered, and the device which was

adopted enabled the Dominion government at the same time to
supplement its grants to other provinces, several of which had
been secking additional aid.

Quebec's contention was that the adjustment of debt
allowances in 1873 should have been retroactive, that the_sums
it had paid to the federal treasury between 1867 and 1873, as
interest on its excess debt, should have been returned at that
time, with interest on the interest so paid. What the Domin;on
government had thought it was giving as a concession in 1873,
to avoid an embarrassing political controversy, was treated
as the partial rectification of an error, Now Quebec wanted
the error to be completely rectified. WVhatever the merits of
this argument it was accepted by the Dominion government in 1884,
The revision of that year provided that the interest which had
been charged Ontario and Quebec in 1867-73, together with
interest at 5% on each instalment of intercst from the time
it fell due until July 1st,1884, was to be treated as a capital
sum, and credited to the provincial accounts. The capital sum

was $5.4 million and was to be divided in the proportion 52 «8%

(16) Sec Stewart Bates, Financial History of Canadian
Governments. Section on Quebec.
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for Ontario and 47.2% for Quebec (the division of the
Maclrherson-Gray Board of 1870)., At 5% this addition to the
capital sum gave Ontario a further annual grant of $142,000
a year, and Quebec $127,000,

It was necessary to augment the debt allowances of
the other provinces in an equitable fashion and some rather
complicated arithmetic was required.

For Nova Scotia and New Brunswick, it was necessary
to calculate the annual sums they would have received as
interest between 1867 and 1873 had the upward revision of 1873
been made retroactive, and add to that interest on each instal-
ment of interest from the time it became due until July 1st,
1884. TFor Nova Scotia the result was $793,000 and for New
Brunswick $605,000. As with Quebec and Ontario these wWere
treated as capital sums and hgd the effec? of inereasing their
annuall subsidies by about $40,000 and $30,000 annually.

The other three provinces were given increases that
would bear the same proportion to the increases of the four
original provinces, as their population bore to the combined
population of the four original provincegfsa) Thus Ontario,
Quebec, New Brunswick and Nova Scotia, with a combined populatiop
of 4,048,000 had received $6.8 million or about $1°70_per capita,
On that basis Prince Edward Island would receive $183,000
($9,150 per annum), Manitoba $111,000 ($5,550 per annum) and
British Columbia $83,000 ($4,150 per annum). The revision of
1884, to sum up, increased the debt allowances held at credit at
Ottawa by $7.2 million and the annual subsidybby $360,000.

Quebec continued to take the lead in demanding more
adequate financial relations between the Dominion and the
provinces. In 1887, Hon. Honoré Mercier, newly elected
Premier of Quebec, called a conference of all the provincial

leaders at Quebec to discuss provincial autonomy and federal

(16a) As ascertained in the Census of 1881,
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subsidies, the invitation being accepted by four other premiers
and rejected by two. Sir John A. Macdonald declined to attend.
Though there was no immediate outcome in the form of increased
subsidies, the conference of 1887 and a similar one called by
Premier Parent of Quebec in 1902 had an important bearing on
the conference and subsidy revision of 1906, and for thgt
reason will be considered in detail in the next section,

"The Great Depression" which began in 1873 was
prolonged through the late seventies and the eighties, bearing
heavily on pioneer capital-importing countries such as Canada,
but about 1895 there came a turn in the tide and the beginning
of an cire of great expansion for the Dominion, Renewed
immigration, on a vaster scale than before, renewed imports of
capital, the settlement of the prairies, the growth of mining
in Ontario and British Columbia, the beginnings of the pulp
and paper industry, the general rise in prices, rapidly al tered
the complexion alike of Dominion finamces and provincial
responsibilities, and incidentally paved the way for the next
major change in financial tramsfers.

The rapid settlement of the west after 1896 soon
emphasized the demand in the North West Territories for
provincial status, and in 1905 the provinces of Alberta and
Saskatchewan were created, They had acquired much larger
populations than Mamitoba or British Columbia at the time of
their accession, and were launched with much more substantial

subsidies. The latter were as follows:

Grant for Government $ 50,000

Population subsidy at 80f 200,000
Interest on debt allowance 405,375
Subsidy in lieu of land 375,000
Building allowance (5 years

only) 93,750

$1,124,125
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Two items call for an oxplanation. It will be seen that

cach province was treated (in regard to debt allowance and

80¢ subsidy) as though it had a population of 250,000, This

was approximately correct for Saskatchewan (where the 1906
census showed 257,763) but moderately excessive for Alberta
(1906 census 185,195). The sum granted in lieu of land was

of nccessity an arbitrary figure, but an attempt was made in

the resolution presented to the House of Commons to place it

on a mathematical basis by estimating the arable land in each
province and setting a nominal value per acre on it, an@ then
applying a rising scale of interest to this capital sum, as the
population of the provinces grew, The caleulation was attacked
by Hon. Clifford Sifton and the basis of it was deleted from the
Act of Union, leaving the subsidies in lieu of lands as |
arbitrary figures rising with population. As in Manitoba, two
sections of land in each township were set aside for "school
lands" and receipts from their disposal were invested in a trust
fund for the provinces, the net proceeds (after dcduction of
administrative costs) to go to the provincial government

concerned,



- 30 -

Chapter 3, The General Subsidy Revision of 1907.

If the story of Dominion;Provincial financial relations
from 1873 to the end of the century smacks of a constant wrangle
between mendicant provinces and a stingy federal government, each
haggling at times over a few thousand dollars in grants, the
explanation is partly (perhaps largely) to be found in the
econcmic and financial cenditions of the period, which were
difficult for both of them. Between 1873 and 1895 Dominion
revenues rose only Ffrom $20 million to $33 million, and an
ambitious developmental programme had to be supported and even
extended all the while. Export trade was stagnant, the national
debt was rising (its weight ameliorated somewhat by falling
interest rates), borrowing was deliberately restricted to keep
credit sound and refunding costs low. Deficits were the rule
and all proposals involving additiopal expenditure had to be
scrutinized sharply. The provinces, With heavy debt charges and
relatively inflexible revenue sources, were in an even more
uncomfortable position, The Dominion situation began to improve
shortly after 1895. The relatively large subsidies provided for
Alberta and Saskatchewan (compared with the sums other provinces
had received at accession) and the revision of 1907 suggests
that the Dominion government was not unwilling to increase its
disbursements to the provinces once its own income had begun
substantially to exceed its outgé}eb)

The provincial conferences of 1887 and 1902 were, in
fact, political expressions of fiscal need on the part of certain
provinces. The former, called by Mercier, and warmly supported
by Fielding, then riding the crest of a "secession” wave in
Nova Scotia, proceeded to pass resolutions calling for sub-
stantially increased grants, One of them urged that the

arbitrary sums granted in support of govermments and i iladures

(16b) This condition did not occur until 1903 - see Stewart Bates,
Financial History of Canadian Governments, Section on Dominion
Government, sub-section 2,
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(ranging from $30,000 to $80,000), should be enlarged and made
responsive to population increases, beginning at $100,000

(where the populétion was less than 150,000 persons) and rising
by stages with the population to $240,000 (where the population
exceeded 1.5 million). Another resolution urged that the annual
grant of‘80¢ per head should increase with the population of each
province, as ascertained from time to time by the decennial
census, until such population exceeded 2.5 million; on the excess
population the rate to be 60¢ per capita.

There were both political and financial reasons why
these requests were not granted then. Sir John A. Macdonald
treated the conference as an affront to the Dominion government
and as inadequately representative of the provinces. Besides,
there was no surplus to distribute. The Dominion budget had
reported heavy deficits on ordinary account in 1885 and 1886
and a policy of limiting borrowing from the London market had
been inaugurated in 1887 to keep Canada's credit sweet, and her
interest rates low,

The provincial conference of 1902, called by Premier
Parent of Quebec, was able to reiterate the demands of 1887 with
greater force., The financial situation meanwhile had changed.
Dominion revenues between 1887 and 1902 had risen by $22 million
8 year, whereas the subsidies to the provinces had risen less
than $250,000 in the same period. The contrast between enhanced
Dominion revenues and steeply rising provincial responsibilities,
unrelieved by increased subsidies, was one which the delegates
were inclined to emphasize., The resolutions of 1887, re-
confirmed in 1902, were carried back to the provincial
legislatures and ratified, The premier of British Columbia,
who because of the recent date of the provincial election
could not be present at the 1902 Conference, wrote Premier

Parent that he concurred with the proposals for increased
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subsidies, but that he would like to call attention to the
peculiar handicaps of British Columbia, which merited a special
grant above and beyond what was given the others. The
conference of 1902, like its predecessor, failed to obtain
immediate tangible results.

However, as its revenues rose, indirectly enlarged
by the development policies of provinces and municipalities,
which increased imports and therefore customs receipts, the
Dominion showed greater willingness to listen to the requests
of the provinces for enlarged subsidies. Inquiries were made
in the House of Commons, and Sir Wilfrid Laurier, then Prime
Minister, replied that discussions with the provinces over
increased grants would be held soon, though he was not prepared
to say when. A similagr statement was made when the acts
creating the new provinces of Alberta and Saskatchewan were
under debate in the House of Commons (1905). The Dominion
government still failed to take the initiative, however, and in
October, 1905, the provinces despatched a joint requegt to
Ottawa for a conference to discqss enlarged subsidies, ZEleven
months later, (September, 1906), Sir Wilfrid Laurier invited all
the provinces to come to Ottawa for that purpose,

The Provincial Conference of 1906 revived and endorsed
the two subsidy recommendations of 1902, which in turn repeated
the original proposals of 1887, and this time the Dominion
government accepted them and promised to petition the Imperial
Parliament for the necessary amendment to the British North
America Act. British Columbia's delegate, Premier Richard McBride,
asked for the appointment of a royal commission to investigate the
peculiar needs of his province arising out of its terrain, its
scattered population, its isolation, and other adverse facto?s.
Sir Wilfrid Laurier wanted an agreement at once, if possible5
and was clearly afraid that if one sectional claim was formally

examined, there would be further demands of the sort, As an
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alternative, he invited the conference to recommend what sum
should be paid to British Columbia as a supplementary grant
to the increases already agreed upon. The Conference thereupon
endorsed an additional $100,000 annually to that province, for'
ten years. This was rejected by Premier McBride as inadequate,
and after fruitless negotiations with Ottawa, he carried his
protest to Downing Street, but the British government declined
to intervenéisC)and the necessary amendment to the British North
America Act was passed and became law on July lst, 1907.

The effect of the revision, which comprised:
(a) substantial increases in the grants in support of government
and lczislature, (b) the removal of population limits on the .
allowance of 80¢ per head (except that the excess above 2,509,000
was to be at 60¢ per head) and (c¢) the special grant of $100,000
annuallly for British Cslumbia (for a ten year period), can best
be seen by comparing the actual subsidies paid to all provinces

in 1906-7 with those in 1907-8:

1906-7 1907-8 % increase
$000 $QOO
Ontario 1,339 2,129 8%
Quebec 1,087 1,687 55
Nova Scotia 433 610 41
New Brunswick 491 621 26
Manitoba 621 751 21
British Columbia 307 522 70
Prince Edward Island 212 ‘282 33
Saskatchewan 1,130 1,218 8
Alberta 1,124 13212 8
Total $6,745 $9,035 34

S e ar S

(Source: Federal Subsidies and Grants to Provinces of
Canada, 1937, p. 16,)
The revision was of greatest assistance to Ontario gnd
Quebec, and next in order to British Columbia and Nova Scotia,
these four provinces obtaining 3/4 of the net increase of

$2,288,000. (In subsequent years the revision naturally proved

(16c) Except that the House of Lords tramsferred a "final and
unalterable”" clause from the body of the bill to the
schedule,
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to be of greatest value to those prqvinces with rapidly
expanding populations, i.e.,‘Quebec, the Prairie Provinces,
British Columbia and Qntario. The per capita annual subsidy ]
to Quebec is now $900,000 a year higher than it was in 1907-8,
to Ontario $800?000 higher, to Saskatchewan $540,000 higher,
to Alberta $420,000 higher, and to British Columbia $4l5,900
_higher, whereas the per capita subsidy has only risen $69,000
in the case of New Brunswick, and $43,000 in Nova Scotia, while
Prince Edward Island getsthe same per capita grant as in 1907,)
There has been no general revision of’ the statutory
subsidy system since 1907. The statutory subsidies of 1938-39
(to distinguish them from interim, special, conditional and
unemployment grants) amounglﬁd%o $13,735,000, a sum greater by
$4.7 million than those of 1907-08. But $3,£550,000 of this
increase is due solely to the automatic increases provided by
the revision of 1907. In other words, the statutory subsidies
of 1938-39 are essentially unchanged (in terms of dollars)

from those of 1907-08, allowing for increases due to population,

(led) 1938-39.
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Chapter 4. Experiments with the Conditional Grant, 1912-28,

The next convenient period in which to examine the
growth of the subsidy system is the 20 years following the
revision of 1907, during which the most significant development
was a series of experiments with the conditional grant.

There was little change in statutory subsidies in
the two decades. They rose from $9,035,000 (1907-08) to
$12,520,000 (1926-27), the increase of $3,485,000 being due
to four factors: (a) the rise in population, reflected in the
automatic increases adopted in 1907, which accounted for nearly
$2,5 million of the increase; (b) an adjustment made for
Menitoba in 1912, accounting for another $512,000 a year;

(¢) increases due to rising population raising the subsidies

in lieu of land, for Alberta and Saskatchewan (as provided in
the Acts of 1905), by $375,000, end (d) an additional special
grant of {100,000 a year mede to Prince Edward Island in 1912,

The schedules of 1907 were to be "final and un-
alterable™, (though in debate Sir Wilfrid Laurier admitted the
futility of such a clause), but the new scale was hardly in
effect before Manitoba had developed another claim, based on
the financial arrangements given to Alberta and Saskatchewan in
1905, several features of which were held to discriminate
against Manitoba. The boundaries of Saskatchewan and Alberta
had been extended to the 60th parallel of latitude, and their
areas made three times that of Manitoba, Their subsidies
“min lieu of land" had been set at $375,000. (with provision
for increases as population rose) whereas Manitoba was getting
only $100,000 a year in land grant. Their debt allowances had
been set at $8,107,500. whereas Manitoba's was only $4,055,000,
Manitoba asked the Dominion government to place her on an
equality with the other Prairie Provinces in all three respects.
Sir Wilfrid Laurier was prepared to discuss a larger subsidy in

lieu of land, but would not admit that the terms granted Alberta
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and Saskatchewan entitled Manitoba, any more than any other
province, to a revision of other grants,

The years 1907-1911 constituted a buoyant period for
provincial revenues generally, and the Laurier government did
not find it expedient to supplement its revisions of 1907.
British Columbia, dissatisfied with the treatment accorded its
plea for special terms in 1907, was biding its time for a further
protest. Until 1911, however, enjoying as it was & series of
substantial surpluses on ordinary account, British Columbia
would have found it difficult to make out a convincing case at
Ottawa. Meantime the province was engaged in an ambitious
developmental programme, investing heavily in public bgildings,
schools, highways, institutions, bridges and railroads, A
considerable portion of the money was coming from current account,
but the funded debt was rising also. Surpluses on current account
ended in 1912,-and in 1913 the province reported anm overall deficit
of $20 million,(lv)

About the time these fiscal difficulties began to ripen
in British Columbia, the political scene at Ottawa turned more
favourable, Sir Richard McBride had whole-heartedly supported the
federal Conservative campaign in 1908 and again in 1911, and when
Sir Robert Borden came into power in the latter year, McBride made
a pilgrimage to Ottawa to ask agaim for what he had been denied
at the 1906 Conference, -- a royal commission to investigate
claims of the province for special treatment because of exceptional
physical features of the province, alleged disproportionate con-
tributions to federal revenues, and other considerations. This time
the request was granted, and the province immediately began the
preparation of a case. Two of the three members of the commission
had Been appoipted, when War broke out in 1914, and the inquiry

was never held,

(17) Bates, op. cit. Section on British Columbia,
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The acdession to office of the Borden government was
‘also the signal for a renewal of Manitoba's claims. They
‘were now urged with success, and in 1912 Manitoba was placed on

the same basis as Saskatchewan and Alberta, with the following

changes:
Increase in subsidy in lieu of
land (formerly $100,000) $309,000
Increase in annual interest on
enhanced debt allowance 203,000
Total increase $512,000
The arrangement(wa? made retroactive to 1908, and arrearages
18
of $2.2 million were paid over to the province in a lump

sum,

Prince Edwerd Island was the third province to
approach Ottawa in the early months of the Borden regime.
Menitoba (like British Columbia) had been able to plead the
heavy burden of providing services for 2 rapidly expanding
population, -- the acquisition of a ﬁelephone system and a chain
of grain elevators, and the erection of public buildings having
been largely responsible for Manitoba's financial embarrassment
in 1912. The problem in Prince Edward Island was of a different
neture. Lack of public domain and a <declining population, the
absence of .new mining or manufacturing ventures, gave 2l (o
narrow and inflexible revenue base, Overhead costs of govern-
ment weré relatively high, new services were being demanded,
the purchasing power of the dollar had been declining since
1907 (the date of the last subsidy revision)a~ Despite frugality,
the Island government reported small deficits in 1910, 1911 and
1912, In its approach to Ottawa it was able to revive the
historic complaints about inedequate communication, neglect in
regard to public works, etc, and these served to support an

additional grant of $100,000 a year, which was equivalent to

(18) TFederal Subsidies and Grants to Provinces of Canada
p.14, footnote to Schedule 3. ‘
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an increase of 27% of ordinary revenues, and which raised
subsidies to 70% of total government receipts.(lg)

By 1913 the period of large provincial surpluses =~
which began in 1904 -- had come to an end. Provincial revenues
had risen sensationally from the beginning of the century
($13 million to $52 million in 1913) but expenditures were
climbing even faster. It was im this setting, with the sub-
stantial increases in grants recently awarded to Manitoba and
Prince Edward Island fresh in mind, and the Province of British
Columbia working on its case for increased subsidies, to present
to the royal commission, that the provincial conference of
1913 was held. It had not been called for the exXpress purpose
of renewing subsidy requests, but the matter came up immediately,
and a resolution was subsequently endorsed asking the Dominion
government to give the provinces an extra grant "equal to 10%
of the Customs and Excise Duties collected...from yvear to
year”, This was roughly equivalent to a request to double the
existing subsidies, as the $13.2 million distributed in
statutory subsidies in 1913 would have béen supplemented by
$13.3 million, representing 10% of the collections of customs
and excise in the same year. The conference proposed that this
additional sum be distributed first, by increasing the scale
of grants in support of government and legislature by 50%,
and dividing the remainder according to population. (Had this
broposal been adopted, the provinces would thereafter have
enjoyed a substantial, but highly fluctuating, addition to
their revenues. Thus in 1914 they would have received ar -
addition of $12.6 million and in 1915 only $9.7 milliomn. They
would have been dependent upon the uncertainties of externel
trade and the fashions in fiscal policies. The depression
beginning in 1929 would have severely cut their revenues at
the very time when other sources were drying up and heavy new

expenditures were being incurred. In 1929-30 their “customs"

(19) Stewart Bates, op. cit.Section on P.E.T.
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grant would have egqualled $25 million, but by 1933-34 it would
have dropped to $10 million. Chart III shows what would have
been the course of subsidy payments if this procedure had been
adopted, as compared with the actual history.

There was general expectation that the Bordemn govern-
ment would act on the suggestion, but less than nine months
later the world was plunged into war, and the Dominion's
Tevenue sources were soon strained to breaking point to care for
its own responsibilities,

Meantime, in 1912-13, the ﬁominion government had
embarked on the first of a series of experiments with the
conditional grant, a scheme of assistance to the provinces in
agricultural education,

It would be possible to treat the Agricultural In- _
struction Act as merely the fulfilment of an election promise,
without historic significance, but the gradual extension of
the device to other fields, and the permanent adoption of it
(if one so classify grants for old age pensions and grants-in-
aid for unemployment relief) in the federal subsidy system,
indicate that the phenomenon is rather to be explained as an _
attempt to meet a new problem in federal-provincial relations,.

What was the new problem in 1912 and subsequent years?

The nature of it can, perhaps, best be seen by con=~
trasting the financial relationship as envisaged by the Fathers
of Confederation in 1864 with the actual §ituation that developed
in the early years of the present century,

The Dominion was (in 1864) to be the taxing powerﬁzo,
the provinces were to be "of a completely subordinate and muni-

(21)
cipal character for the administration of purely local affairs”.

(20) Confederation Debates, p,67: Sir A.T.Galt; "Having the power
of taxation in their own hands, it will be the fault of the General
Legislature if any embarrassment is felt in meeting the expenditure
of the General Government.”

(1) W.M.Whitelaw, Reconstructing the Quebec Conference (Canadian
Historical Review, vol,19,June, 1938, p.136). There were, of
course, concessions and modifications of these intentions in the
final terms of Confederation,
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The Dominion was to carry the heavy load and consequently was
entrusted with the predominating fiscal power. ©Small subsidies
were provided to tide the provinces over until such time as
they developed local revenues.

Things did not turn out exactly as the Fathers had
anticipated. The transformation of a relatively simple economy,
based on the farm, the forest and the sea, into a complex,
integrated, highly urbanized society, had conseguences which
could not then be foreseen. Government intervention, at first.
for development, later for regulation and the provision of
various services, grew prodigiouslySBZ) In this process the
growth of towns and cities was no small factor, since collective
(i.e. state) activity is much more feasible and in general more
- advantageous for persons living in a closely-knit community than
for isolated trappers, hunters, farmers and fishermen, This
expansion of communal activity made even greater demands on
municipal and provincial govermnments than it did on the
Dominion, and in the early years of the‘present century pro-
vincial expenditures(zza) were growing at a much greater rate than
federal ones (provincial inerease, 1900-1914, 326%, Dominion
increase, same years, 200%). The War distorted the comparison
for a time, but it may be added that by 1930 the provinces
were spending nearly 14 times as much as at the beginning of
the century, while the Dominion (with war legacies representing
at least 1/3 of its ordinary expenditure) was spending about
8 times. |

The financial provisions for the provinces at Con-
federation were naturally inadequate to meet the strain imposed
by the undertaking of these extensive new services, Many of
them seemed to call naturally andllogicaily for provincial and
municipal assumption, and, in the main, Privy Council inter-

pretations of the British North America Act confirmed the

(22) See Corry, J. A. Growth of Government Activities since
Confederation, passim,

(22a) The comparison is between ordinary éxpenditures of
Dominion and provincial governments.
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authority of the provinces in controversial fields,

Thus by 1912 provinces were finding themselves
expected by the public to provide vast new services, but
puzzled how to obtain the necessary revenue, The Dominion
government was also being pressed to provide some of the same
services, and while it undoubtedly possessed fiscal reserves
and could have financed additionel undertakings, it found it~
self without the constitutdonal authority to undertake them
directly. It was out of thi; situation that the conditional
grant appears to have arisen.

The enactment of the Agricultural Instruction Act in
1913 (which repealed the earlier experimental act of 1912, _
the Agricultural Aid Act) illustrates the foregoing statement.
For some years a convietion had been growing that due attention
was not being given to the training of young men and women for
farm life. The potentialities of “"scientific agriculture"
were beginning to be realized, but they had not yet found ex-
pression im school curricula. %*he "drift to the city™ was be~
lieved to be largely due to the failure to make agriculture
an interesting career, Young men and women plaaning to enter
professions were getting far more academic and cultural attention
than those who preferred to stay on the land.

These impressions began to be voiced by parlia-
mentary representatives, and when they became sufficiently
vocal and influential they were incorporated into a political
platform, Sir Robert Borden promised in 1911 that if elected
he would do something about it. There were, of course, con-

stitutional obstacles. While agriculture was a federal field

of activity (concurrent with the provinces) agricultural

education was (it would appear from judicial rulings) likely
to be treated as education, and therefore as a provincial field.
The Dominion was thus barred from direct action .

but it could offer financial z2id and provide leadership.
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The War intervened before the device had been ex-
tended to other fields, but the immediate post-war years saw
four similar efforts by the Dominion to initiate and encourage
activities which it could not directly undertake, By 1929
three schemes had expired and another was expiring but meantime
new activities were requiring similar aid.

Federal experience with t?gg? early conditional

grants will now be briefly reviewed:

(a) Agricultural Instruction.

The Agricultural Aid Act was passed in April, 1912,
and $500,000 voted for one year as a trial grant, to be divided
among the provinces in proportion to population, This act was
succeeded in Jumne, 1913, by the Agricultural Instruction Act.
The latter provided for the distribution of $10 million over a
period of tem years, in the following manner: $20,000 annually
to each province; $20,000 annually to recognized veterinary col-
leges; the re@ainder to be divided among the provinces according
to population., Im order * : launch the new policy gradually,
$700,000 was to be distributed the first year, rising annually
by $100,000 a year to $1.1 million, at which figure it was to
remain during the life of the Act. When the ten years were over,
a further $900,000 was voted in the following year. Thms in all
a sum of $11 million was paid over to the provinces between 1912
and 1924 for agricultural education and promotion.

Annual agreements were entered into with the pro-
vinces, which were required to submit a schedule indicating what
expenditures they proposed to make in the coming year. The
agreements contained regulations governing the expenditure of
the sums, and the Dominion carried on a certain amount of

inspection of the provincial projects.: Expenditures were

(23) See Gettys, op cit.; Grauer, A.E., Public Health; Grauér,A.E,
Public Assistance and Social Insuran¢e; Corry, J.A.,
Difficulties of Divided Jurisdiction,
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audited by Dominion officials and the federal govermment had
the authority to withhold payments if not satisfied with the
way im which expenditures had been made. The provinces were
given considerable latitude in planning projects, the chief
stipulations being that they must conform to the aim of the
Act, and that the grants were not to be used merely to yeplace
the customary expenditure of the province in this field,
Conflicting appraisals of the accomplishments of this
Act have been expressed., It is of interest, in view of adverse
Judgments, that a resolution accepted by the Dominion~-Provincial
Conference of December, 1935, declared that "the most effective
assistance which the Dominion Department of Agriculture can render
to agricultural education would be by restoring the former grant-
in-aid of agriculture of $1 million a year for a period of ten
years..."

(b) Employment Service

The Public Employment Offices Co-ordination Act,
which received royal assent in May, 1918, was intended to en-
courage provincial (public) employment of fices, co~ordinate
their activities by providing a federal clearing-house of in-
formation as to labour supply and demand, and aid in the de-
mobilization and re~employment of returned soldiers., Since 1921
the annual appropriation for this Act has been $150,000, which
is divided among the provinces in the proportion that the expen-
diture of each province bears toward fhe total expenditures of
all provinces, Each year a new agreement is signed with the
participating province (all provinces but Prince Edward Island
have signed agreements since 1924) in which the province agrees;
(a) to submit statements of expenditure; (b) to maintain a
provincial clearance system; (c)} to refrain from issuing licences
to commercial employment agencies; (d) to give free service to

employers and employees; (e) to provide certain facilities to
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aid in placing in employment handicapped ex-service men;
(f) to supply the Department of Labour at Ottawa with standard
statistics; (g) to meet certain other requirements. The
Dominion has the right to inspect, and to withhold payment of
the grant. The Act provides that a province may not receive
a grant in excess of 50 per cent of the total provinc@al
expenditure, in each province, for employment service,

This is the only conditional grant inaugurated in
the years under review which is still being paid. This does
not necessarily mean that it has been the most satisfactory.
The existing employment service was criticized severely in the
interim report of the National Employment Commission.(24)
Steps were taken to . @bolish the existing system of federal-
aided provincial offices and set up a national system in 1935
(as part of the scheme for employment insurance), but the statute
was ruled invalid by the courts and pending further efforts to set
up an insurance scheme the Qld arrangement regarding employment
offices is being maintained.,

(c) Highway Construction

The growth of urban centres in Canada and the in-
creasing interdependence of the economy gradually drew attention
to the importance of a good highway system. Roads ceased to be
purely of local or municipal concern, Good Rodds Associations
had begun in the nineties. The advent of the automobile
heralded the day when roads would become of national concern.(ZS)
As early as 1911 the Conservative Party promised federal aid
for highway improvement, and kept its pledge by introduecing a
bill in the session of 1911-12. The measure was twice defeated

in the Senate, and then the War intervened, but the proposal

was revived in 1919 and an act passed under which the sum of

(24) Interim Report, National Employment Commission, p.l7.

(25) Corry, J.A. Growth of Government Activities Since Con-
federation, Sectiom IX,
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$20 million was to be distributed over a period of five years,
beginning in the fiscal year 1919-20.

The purpose of the Act was to encourage the con-
struction of a connected system of highways across Canada. To
earn the grant, the profinces had to provide at least 60% of the
cost of a highway, the Dominion contributing the remainder.

They were invited to submit five-year programme - of construction,
federal aid being limited to main highways. The Dominion
government set up @ new branch of the Department of Railways
and Canals to supervise and inspect the work, and a careful
audit was mede of expenditures. A flat sum of $80,000 was
allotted to each province, the remainder of the $20 million
being divided according to population, Some provinces were
more prompt *than others in undertaking construction that would
earn them their share of the grant. By 1924 less than

$14 million had been earned, and the Act was extended twice.
The total sum had been distributed by March 31, 1928, the allo-

cation being as follows:

$000
Prince Edward Island 603
Nova Scotia 1,469
New Brunswick 1,164
Quebec 4,748
Ontario 94877
Manitoba 1,602
Saskatchewan 1,806
Alberta 1,478
British Columbia 1,252

About 8,700 miles of highway was built under the scheme,
Students of conditional grants appear to agree that the highway_
grant was one of the more successful experiments of this period,
The nature of the project simplified federal inspection,
Dominion engineers were able to lay down specifications which
must be met to qualify for the grant. The criteria employed
were objective, the accomplishments tangible., Inspection could

(26
be effective and audits were simple,

(26) See Corry, J.A., Difficulties of Divided Jurisdiction,
Chapter VI,
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(d) Technical Education

Like the grant for highways, the grent for technical
education had its roots in the pre-war period, a royal com-
mission having been appointed in 1910 to inguire into "the
needs and present equipment of the Dominion as respects indus-
trial training and technical education®. The commission,
having studied vocational education in several other countries
as well as Canada, brought in a report in 1913 recommending,
among other things, a federal grant of $3 million annually for
ten years for the promotion of industrial and technical training.
War intervened, and it was not until July, 1919, that an act
for the purpose (somewhat more modest than the commission's
proposal) received royal assent.

The measure resembled in some respects the act on
agricultural administration. A sum of $700,000 was voted for
the first year, rising by $100,000 a year until a figure of
$l.1 million was reached, at which it was to remain until ten
years had expired. Ten thousand dollars was allotted to each
province, and the remainder of the annual grant divided according
to population. The provinces were required to match the federal
contribution in order to qualify. As a portion of the grant was
still unearned at the expiration of ten years, the Act was
twice extended for five year periods. The annual federal dis-

bursements under the act have been as follows:
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Fiscal Year Federal disbursément

$000

1920 187
1921 581
1922 720
1923 648
1924 880
1925 830
1926 944
1927 1,048
1928 966
1929 1,152
1930 413
1931 391
1932 283
1933 202
1934 129
1935 91
1936 .99
1937 76
Total, to

Mar. 31, 1937 $9,949

A Technical Education Branch was established in the
federal Department of Labour to supervise provincial activities
under the Act. ZExpenditures were audited by the Dominion govern-
ment. Agreements were entered into with the provinces year by
year, setting forth the type of activity for which the grant
could be expended. Considerable latitude was given provincial
officials because of the great variation in industrial con-
ditions in the several provinces, and in 1935-36 certain expen-.
ditures on agricultural instruction were accepted as legitimate.

(In May, 1931, a bill was introduced in Parliament
providing for an ennual grant of $750,000 a year for 15 years
to aid the provinces in vocational education including agri-
cultural education., The bill became law but because of the
condition of the treasury at the time no appropriations were
made under it. The Liberal party, then in opposition, opposed
the legislation and since coming into power in 1935 has takem
no steps to make the Act of 1931 operative, Considerable sums,
however, have been voted for youth training in the present

(26a)
Parliament).

(26a) The Eighteenth,
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(e) Campaign Against Venereal Disease

In 1919 the Dominion government undertook to encourage
a campaign against venereal disease by grants-in-aid to the
provinces. A similar technique was employed to that of earlier
conditional grants. In order to earn their share of the grant,
provinces were required to sign an annual agreement, match the
expenditure of the federal government, and meet the conditions
and regulations laid down by the Dominion Department of Health,
Sums varying from $200,000 to $100,000 were voted from year to
year by Parliament. The grants werec permitted to lapse in 1932,
Meanwhile over $1.7 million had been distributed to the pro-
vinces. As with other grants, the division was on the basis of
population, but there was no flat sum given first to each
province. The campaign resulted in provincial expenditure of
about $2,750,000 in addition to the Dominion grants. Students
of conditional grants rank this as one of the more successful
experiments with the device. While the ﬁrecise results were
not easy to evaluate, and the stimulus of federal aid may have
been withdrawn too soon, there is general agreement that the
Dominion government achigved the aims laid down in the initial
plan, at reasonable cost,

In 1927 the Dominion government began making grants
to the provinces for old age pensions. Distinguishing it from
the five conditional grants just reviewed, this new venture
obviously involved a permanent federal obligation , and its
potential magnitude justifies separate consideratiom in the
next section.

Meantime, before picking up the narrative thread of
subsidy developments, the relative financial weight of the five
experimental grants may be noticed. All five were in operation
in the period 1921-24, and the peak of transfers was reached in
the fiscal year 1922-23, when over $8 million was paid to the

provinces in connection with them, Statutory subsidies (non~-
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condi tional) amounted to $12.2 million in the same year, the
grand total thus being over $20.2 million (which was double the
figure for 1911-12, and five times the 1900 total). As con-

di tional grants expired, there was a subsequent decline in
subsidies to 1926-27, when the total was a little over

$14 million. Thereafter, the special subsidies paid to the
Maritimes (on recommendation of the Duncan Commission) and the
rising cost of old age pensions offset declines in earlier
conditional grants, and from 1929 on, aggregate transfers

soared steadily and rapidly.
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Chapter 5. A New Series of Special Grants, 1927-37

From 1912 to 1927 the pattern of unconditional
subsidies was unmodified except by automatic increcases due to
gains in population, but meantime economic changes and political
negotiations were under way which werc to find financial ex-
Pression in the following decade in a series of important
additions to thc subsidy system in the form of "annusal grants",
(being voted cach session, and not made statutory). Six
Provinces arc now receiving these speeial greants, and the total
sum voted for them in the current year (1938-39) was $5,475,000,

Also, in the decade following 1927, a lump sum
settlement as compensation for alienation of natural Tesources
was made with onc province (Manitoba), and progress achieved
toward a similar settlement in the case of three others,
Saskatchewan, Alberta and British Columbia.

The retention by the Dominion govermment of the
natural resources of the three Prairie Provinces provided a
good talking point for elections for a number of years, but the
issue could not be carried much further without embarrassment
for the govermments of the Prairie Provinces, since they were
already receiving substantial annual grants "in lieu of lands",
énd the resources were costing the Dominion gnrverment more for
administration than it was receiving as revenue. The loss of
their grants in exchange for an unprofi table trusteeship would
have been disastroﬁs politically and fiscally, and so for many
years there was an air of unreality about the provincial
representations. The matter was relatively guiescent from
1905 to 1911, showed signs of life from 1911 to 1914, was dropped
during the War, and revived again in 1920, when Rt. Hon. Arthur
Meighen told the provinces plainly that a request for both the
return of the resources and the continuation of the annual grants

could not be considered.
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Mr. Meighen was replaced as Prime Minister by Rt.
Hon. Mackenzie King in December. 1921, and shortly after
accession to power the latter suggested that the simplest
solution would be for the provinces to take over their resources
in return for a discontinuation of the grant., The federal
government, he added, was 20t averse to an accounting of the
Dominion trusteeship, provided the decision of a tribunal were
to be binding on all parties. Negotiations were continued
for several years without much progress, although in 1926 an
agreement was concluded with Alberta, under which the resources
were to be conveyed to the province and the land subsidy con-
tinued for three years only. However, another issue, that of
educational rights for Catholiec minorities in Alberta, was
raised when the proposal was before the House of Commons and
the two governments in some alarm let the agreement lapse.

Meantime the recommendations of the Duncan Commission
in 1926 for new grants for the Maritime Provinces (outlined
below) had stiffened the demands of the prairie premiers for
a settlement of the resources issue. The prairie members of
the Dominion Cabinet were a*t first opposed to concessions to
the Maritimes, but at the Dominion-Provincial conference of
1927 there was "cordial reciprocatioéﬁV)betWeen the Prairies
and the Maritimes, and "es a result the government (Dominion)
feld that it was free to reopen negotiations with the
western provinces on a btasis more liberal than it had
theretofore found possible to adop%”. In the following summer
Manitoba and the Dominion government came to an agreement on

the method of settlement. A royal com?iss%on under the chair-
27&;

manship of Mr., Justice W. F. A. Turgeon of the Saskatchewan Court

of Appea’ . was appointed to report as o0 what financial

readjustments were necessary to place Manitoba on am equality

(27) MaXWG‘ll;\ Opo Cit.:y ppc 14:6"7.

(27a) Later Chief Justice of the provinces.
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with the other provinces of Confederation "with respect to the
administration and control of its natural resources as from its
entrance into Confederation in 1870", This commission made its
report in May, 1929, recommenﬁing that the sum of $4,584,000 be
paid to Manitoba as compensation, and the.subsidy "in lieu of
lands" be continued at the exXisting level,

A‘similar agreement was reached for the settlement of
the natural resources question in Alberta and Saskatchewan -
(though the inquiry in these provinces was delayed pending
Judicial determination of the right of the Dominion to hold land
in any other fashion than as "administrative trustee”) and in
1935 the commissions recommended lump sum settlements of §$5
million to each province. (Mr. Justice Bigelow, one of the
members of the Saskatchewan commission, in a dissenting report,
recommended a payment of $58 million for Saskatchewan.) The
Dominion government was preparcd to fulfil the recommendations
of the commissions but the disseﬁt of Mr. Justice Bigelow
influenced Saskatchewan to reject the settlement, and under
the circumstances Alberta decided to walt and see what terms
were given to the ﬁeighbouring province. As a result, neither
negotiation has yet been concluded.

British Columbia also had a natural resources question,
arising out of the conveyance of the belt of land on each side
of the Canadian Pacific Railway and the Peace River Block (the ’
latter having been added to make up for deficiencies and aliena-
tions in the railway belt), In 1927, after comsiderable corres-
pondence between Vietoria and Ottawa during the pos t-war years,
Mr., Justice W, M. Martin of the Saskatchewan Court of Appeal was
appointed to examine British Columbia's contentioms. His rgport
recommended the return of this land, which was done in 1930, the
land subsidy being continued as in the case of the Prairie
Provinces, Subsequeatly (1934) the provincial government asked
for an investigation to see whether any additional compensation
was due the province for the lands alienated during federal

Jurisdiction,



- 53 -

The events which gave rise to the special annual
grants to siXx provinces between 1927 and 1937 will now be
related in sequence:

The Maritime Provinces were faced by difficult
economic adjustments in the post-war years. The collapse from
the war boom was severe, and recovery very slow. Markets for
lumber, fish, agricultural products, coal and steel were highly
competitive and prices unsatisfactory. Pqpulation in other
parts of Canada was rising satisfactorily, but in Prince Edward
Island and Nova Scotia it was declining and the gain in New
Brunswick was small., The value of prdduction in the Maritimes
fell from 8.8% of the Dominion total in 1920 to 6.6% in 192&%8)

These factors were reflected in public finance and
the provincial budgets of Nova Scotia and New Brunswick reported
deficits almost continuously through the early post-war years.

The spectacle of some provinces forging ahead while
others languished gave rise to complaint that the Maritime Pro-
vinces were not getting their due share of the benefits of
Confederation., Though fiscal need had clearly been at the root
of most subsidy revisions since Confederation, the provincial
leaders appeared to need some other basis on which to approach
Ottawa, and a number of specific claims were advanced., For
example, it was contended that discrimination had been shown
against the Maritimes in the treatment of debt allowances for
the Prairie Provinces - that whereas the(%gr%times had turned

= a

over revenue-producing assets in exchange, the Prairie

Provinees had possessed no assets to turn over. Attention was

(28) Mackintosh, W. A., op. cit., Ch, 5.

(28a) The railways, however, comprising the major item in the
assets turned over by Nova Scotia and New Brunswick in
1867 had reported average earnings of léss than 1% of
construction costs in the years 1860-67.
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called to the vast areas added to the territory - and therefore
to the potential wealth - of Ontario and Quebec, whereas the
Maritimes were not in a geographic position to benefit from

any revision of boundaries. Another argument cited the
principle of compensation for Dominion impairment of provincial
revenue (e.g. the grant of $150,000 a year to New Brunswick for
the loss of export duties on lumber) and asserted that the
Maritimes were now entitled to claim compensation for such
national policies as the tariff, which, they contended, had
reduced the taxable capacity of their citizens.

"Maritime Rights" naturaliy became an issue in both
provincial and federal policies, It was a factor in the pro-
vincial Conservative victory of 1925, and in October of the
same year the fe@eral Liberal party los% considerable ground
in the Maritimes. ZEarly in the following year, a royal com-
mission under the chairmanship of Sir Andrgw Rae Duncan was
appoihted to investigate Maritime problems,

The Duncan Commission, reporting September 23rd, 1926,
made a number of recommendations for the improvement of t@e
economic and financigl position of the Maritime Provinces., It
found that they had a "genuine claim to a readjustment of the
financial arrangements between the Dominion and themselves, and
that in any readjustment their terri?orial limitations entitle
them to still further consideration",

Without attempting to assess precisely what the re-
adjustment should be, the Duncan Commission recommended

"immediate interim lump-sum incrcases™ in annual subsidies as

follows:
Nova Scotia $875,000
New “runswick 600,000
Prince Edward Island 125,000

The Dominion government voted this sum ($1,6 million) in the
fiscal year 1927728 and each year subsequently until the further

revision of 1935,
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The "readjustment" in the financial relations of the
Maritimes with the Dominion was not undertaken until the fisecal
problems arising out of the depression had become acute in
the Maritimes as elsewhere. In the autumn of 19324 a commission
of three under the chairmanship of Sir Thomas White was appointed
for this purpose. It recommended that the interim subsidies of

1927 be replaced by the following annual grants:

Nova Scotia $1,300,000
New Brunswick 900,000
Prince Edward Island _275?000

$2,475,000

(Mr, Justice Mathieson of Prinée Edward Island wrote a minority
report rejecting the majority award as sufficient only for
"partial and temporary relief".)

The enlarged special subsidies to the Maritimes were
first paid in the fiscal year 1955-56 and have been voted by
parliament annually since,

British Columbia continued to urge recognition of its
special disabilities. It had been promised a royal commission
in 1911, but the war had intervened, and post-war governments
had taken no steps to redeem the promise. Repeated repre-
sentations to Ottawa on this and other matters had produced no
tangible result except the Martin Commission mentioned above.
British Columbia, in 1935, was still receiving only $875,000
a year in subsidies, whereas the White recommendations had
brought even Prince Edward Tsland up to $656,000, and Nova Scotia
with a population only 70% that of British Columbia, was now
receiving nearly $2 million annually, Comparisons with other
western provinces were also striking, the total agnual grant
for Saskatchewan being $2,145,000, Alberta $1,776,000 and
Manitoba $1,703,000,

Under these circumstances British Columbia, which was

emerging from the depression saddled by a greatly enhanced
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public debt, made another appcal to Ottawa, The rosult woas

an interim spccial grant of $750,000, votecd for the first

time in thoe federal scssion 1935-36 to apply to the provincial
fiscal ycar 1934-35, and continucd since. That the rclatively
low subsidy then being reccived by British Columbia was a ma jor
factor in determining the increase is clecar from the statement
made in the House of Commons by Rt. Hon. R.B. Bennett. B9

There remain, in this series, the special grants to
‘Saskatchewan and Manitoba provided after an investigation of
the financial position of the Prairie Provinces by the Bank of
Canada, made early in 1937,

The world-wide economic depression beginning in 1929
had been charply accentuated on the prairies by a long series
of crop failures dve to drought, grasshoppers and rust. The
provincial governments, faced by declining revenues and rising
expenditures were soon experiencing difficulty in meeting their
obligations, and aiter 1930 had to be assisted by extensive
loans from the federal treasury which, for the four western
provinces, amountied to $127 million on February 15, 1937,
Matters reached a crisis in 1936-37. The statutory authority
of the Dominion government to make further advances expired,
and Alberta was unable to meet a maturity of $3.2 million on
April 1lst, 1936. Saskatchewan and Manitoba staved off default
but were getting more deeply involved every month. Saskatchewan
again bore the brunt of a devastating drought in 1936, and
Manitoba was still going behind at the rate of sbout $3 million

(30) in spite of drastic reduction of services and new

a year
taxation. A call went up for a "Duncan Commission" for the
prairies. The federal government was not disposed to initiate

any more regional surveys of that nature, but early in 1937, in

(29) *Only last year ....we made a special grant to British
Columbia, for onc had only to compare the amount received by
that provitice from the Dominion with the amounts payable to the
other three western provinces to realize that even the $750,000
paid did not put them on a basis of equality.” House of Commons
Debates 1936, p.28350,

(30) See Bank of Canada'’s Report on the Financial Position of
Manitoba, pp. 22~3.
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response to an invitation by the Premiers of Saskatchewan and
Manitoba and the Department of Finance, the Bank of Canada
undertook»an examination of the financial position of those
provinces,

The Bank's reports, made public on February 15th and
March 15th, 1937, recommended a "comprehensive cnquiry into
the financial powers and responsibilities of all our governing
bodies" and expressed the view that pending the report of such
a commission the Dominion government would be Justified in
extending to Mamitoba and Saskatchewan temporary financial aid.,

This was done shortly afterwar@s by a special grant
of $1.5 million to Saskatchewan and $750,000 to Manitoba, approved
by Parliament in the 1937 session and again voted in 1938,

The summer of 1937 brought to southern Saskatchewan
the most widespread and destructive drought of the entire eyele,
and the federal government provided an "additional temporary
grant" of $2 million to that province to enable it "to continue
essential services" pending improvement in crop conditions amd
pending the report of a royal commission on financial powers
and responsibilities. '

(The Bank of Canada also undertook, at the request
of Premier William Aberhart, an investigation of the financial
position of Alberta. It reported that Alberta was in a position
to maintain its governmental services "on as favourable a basis
as Manitoba or Saskatchewan without receipt of additional
assistanggea)and accordingly found no basis for reoommend;ng
the extension of temporary financial aid to that province- }

The special grants included in the estimates for the

fiscal year 1938-39 were therefore as follows:

(30a) The report state: that had the province met its interest
obligations in full "its position would be a little worse
7.:an that of Manitoba, but distinetly better than that of
Saskatchewan". However, "interest payments havc been re-—
duced by 50%, or $2,400,000, and, other things being egual,”
its cash requirements have been recduced by the same amount",
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$000

New Brunswick 900
Nova Scotia 1,300
Prince FEdward Island 275
Manitoba 750
Saska tchewan 1,500
British Columbia 730

25,475

(The pattern of these grants indicates that it was
the outlying provinces during this period which had to appeal
to the federal government for special assistance. Only the
two central provinces were able to get through the depression
without help of this nature. Alberta secured temporary relief

by forced reduction of intercst charges.)



- 59 -

Chapter 6, Grants for 0ld Age Pensions, 1927-1938

Since 1927 the Dominion government has co-operated
with the provinces in providing old age pensions. These
grants differ from the series initiated in 1912-21 in
(a) their assumption of what must be g permanent burdegsob)

(b) their actual and potential magnitude and (c¢) the basis
of contribution, which is a fixed percentage of provincial
expenditure rather than a flat-rate or per capita sum.
Several of the earlier conditional grants were attempts,
through federal direction and aid, to launch services which
the provinces alone were competent to establish, the
expectation being that when they were well established, the
Dominion government would be able to reduce_or withdraw its
assistance without jeopardizing the service.

Grants for old age pensions were undertaken as a
Joint effort to provide what federal leaders believed to be
a desirable social service. ZFach province was expected to
take the initiative to the extent that it would pass legis-
lation, sign an agreement and set up administrative apparatus.
The Dominion's part consisted of a contributiop of 50% (later
75%) of the sums actually paid out in pensions, together with
some supervision and auditing of the disbursements. Early
estimates of the prospective cost of these contributidns to
the federal treasury have been invalidated (a) by the subsequent
assumption of 75% of the cost, and (b) by the experience that
@& considerably larger percentage of the population over 70 than
was expected applies and qualifies for the pensiog?l) The
dates at which pensions became payable in the several provinces

are as follows:

(30b) The agreement can be terminated by the Dominion only
after ten years' notice,

(31) 44% by 193:-37; now nearly 50%, House of Commons Debates,
1937, (unrevised), pp. 1978-80.
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British Columbia, September 1, 1927;
Saskatchewan, May 1, 1928;

Alberta, August 1, 1929°

Ontario, November l 1929' )
Prince Edward Island July 1, 19533
Nova Scotia, March 1, 1934;

New Brunsw1ck July 1 1956-
Quebec, August ih- 1936, (52)

Total annual contributions of the federal government

to 1937 have been as follows:

ﬁOOO
1928 (fiscal year) 181
1929 ‘833
1930 1,537
1931 5,658
1932 10,032
1933 11,511
1934 12,312
1935 14,941
1936 16,763
1937 21,148

-

The adoption by three provinces of the pension scheme in 1936757
substantially increased payments in the following fiscal year.
Parliament voted $27.5 million for the purposé in 1937-38 and
$30,540,800 in 1958:59. The Minister of Finance has estimated
that by 1941 the present scheme, if continue@ in its present form,
Will cost the federal government $46 million, and $62 million by
1951.

Financial transfers from the Dominion to the provinces
for this one purpose have thus rapidly assumed a leading place in
the subsidy system. By 1936 the grant for old age pensions had
reached a figure equivalent to the combined statutory and special
subsidies, and by 1937 exceeded them by over $4 million, VThe
excess in the current year (1938-39) is about $10 million. In
one decade this single grant has far outdistanced the whole complex
scheme of unconditional subsidies painfully built up since _
Confederation, to the accompaniment‘of royal commissions, pilgrim-

ages to Cttawa, and appeals to Downing Street.

(82) Gettys, op. cit., p. 122,
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Chapter 7. Depression Transfers, 1930-38

The depression threw a bombshell into federal-
provinecial financial relatiogs. Nothing remotely like it
had been encountered beforé?U) It is true that provinces
had sometimes found themselves in temporary financial
difficulty, and had been forced to go into debt while
exploring new sources of revenue. Revisions of the subsidy
system had hitherto proceeded in a reasonably orderly and
premeditated fashion, a few hundred thousand dollars
additional to this province after a royal commission, or a
general revision involving a couple of million dollars for
all after an interprovincial conference and lengthy
negotiations. When new governmental obligations had
gradually arisen which provinces, although constitutionally
competent, seemed either unwilling or unable to meet, the
Dominion government had, after careful consideration,
inaugurated a series of conditional grants to stimulate and
assist such services. It is only necessary to review these
earlier procedures to see how vastly differept was the
situation which rapidly developed after 1929,

The onset of the economic depression coincided with
the first years of a disastrous drogght cycle in western
Canada, and under the combined load, the normal technique of
government in the worst areas broke down completely,
Municipalities and provinces were being required .to assume
unprecedented new loadsAat the very time when their revenues
Were speedily vanishing, and the traditional remedy of
borrowing only availed for a short time, The day came for
many municipalities and several provinces when the necessary

sums could no longer be borrowed even at prohibitive interest

(33) The aggregate sums contributed by the federal treasury
toward unemployment relieff in the first post-war depression
and the recession of 1925-26 came to less than two million

dollars, i.e., about what was needed every two weeks in the

depth of the last depr ession.,
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rates. Municipalities sought aid from provinces, and the
latter, when their credit had been exhausted, appealed to the
federal government. The principle of financial independence
had to be neglected for a while, The Dominion government
not only stepped up its actual grants at a precipitous rate,
but feund it necessary to make, in addition, large advances
tc those provinces whonse credit had faileé?4)

At cne bound these depression transfers su.’passed
previcus high levels in federal grants. In 1931-32 the
total ($33.5 millicn) exceeded the sum of statutory subsidies,
special grants and old age pensions sombined. The following
year unemployment relief grants amounted to $33.8 million.
In 1933-%4 there was a recession to $28 million but the
total rapidly shot upward again to pass the $50 millicn
mark in 1936-37 and reach $55 millien in 1937-38. 1In
additicn to these outright grants, it was necessary to advance
some prcvinees their share of unemployment relief, and
eventually loans were needed even for the ordinary administra-
tive expenses of government in the hardest-hit province.
These advances, which totalled $38 million by March(glst,

5)
1933, had risen to $127 million by March 31lst, 1937.

(34) The depression caught the provinces in a vulnerable positiom
They were engaged in ambitious public utility prcgrammes
(highways and hydro-electric systems), which were adding
substantially to debt charges frocm year toc year. In the early
stages ¢f the depression, public works were deliberately
expanded tc provide employment, adding further to debt levels
and annual charges. It was not until the depression was well
advanced that drastic adjustments began and by that time
rising debt-service charges and the steeply increasing costs
of unemployment relief and scoeial welfare offset economies on
capital works and administration cocsts. The depression also
showed up the inadequacy and inflexibility of scme new
revenues upon which provinces had come to depend. Motor
revenues stood up surprisingly well and responded to higher
rates but trading profits, especially on liquor sales, fell’
off sharply and could not be restored by inocreasing prices,

(35) Nearly $19 million of this total is in process of being
written off by the Dominion government and will swell the
totals of grants for earlier years by that amount.

See Dominion budget speech, Feb. 25, 1937.
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The magnitude of relief transfers may be illustrated
by another comparison, By March 31lst, 1938, aggregate unem-
ployment grants to date were equal to one-half of all statutory
subsidies paid to all provinces since Confederation.

Relief grants differed from earlier conditional
subsidies in a number of respects. They were hastily devised
to meet an emergency which, it was confidently expected,
would soon pass. The original emergency basis was, in the
main, continued from year to year, At first they were to

bi direct relief.

Later they came to embrace agricultural relief and rehabili-

cover (a) works to provide employment or (

tation, the care of transients, the placing of unemployed
persons on farms, agricultural settlement, training camps,
and other projects. The grants were usually "conditional"
in the sense that conditions were attached to their use,
although when percentage grants for direct relief were
abandoned in favour »of monthly grants;in—aid the latter sums
lost their identity by being merged in the general receipts
of the province,

The conditions attached to the grants varied
according to the year and the region. In the drought
stricken area the federal government began by assuming 50%
of the cost of direct relief and later assumed 100%. In
other parts of the country it was usually shared equally
between municipality, province and Dominion. Later monthly
lump sums Were paid to the provinces, which then made their
own arrangements with the municipalities. The cost of
relief works was shared in a variety of ways. A chronological .
account of these provisions, and an appraisal of government
experience in administering the grants will be found in two

(36)
other studies.

(36) See Corry, J.A., Difficulties of Divided Jurisdiction,
Chapter VI, and Grauer, A,E., Public Assistance and
Social Insurance.
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RELIEF EXPENDITURE

($000 omitted)

Dominion Payments to Provinces (Net)

1930/1 1931/2 1932/3 1933/4 1934/5 1935/6 19:36/'7x
Alberta 187 2,566 2,605 1,452 1,646 1,805 3,639
British Columbia 259 3,428 4,079 3,368 3,175 2,274 3,545
Manitoba 306 3,320 2,832 2,469 2,159 3,318 5,060
New Brunswick 250 745 404 606 439 1,121 947
Nova Scotia 62 904 1,377 1,072 796 1,336 1,233
Ontario 1,219 9,351 9,514 11,936 15,538 15,482 15,119
Quebec 519 5,110 5,845 4,669 11,307 7,891 10,363
Saskatchewan 536 7,915 7,104 2,427 8,087 7,154 11,295
Prince Edward Island 22 183 49 21 221 286 316
Total 3,160 33,531 35,809 28,020 43,368 40,667 51,507

XIncludes $200,000

1,162,000

93,000

(Vote 314).

facilities into mining areas.
(Vote 342).

Aid in re-establishment of needy fishermen

Assistance in provision of transportation

Improvement of main tourist routes from

International Boundary to National Parks.
(Vote 324).
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Chapter 8., Current Subsidies and Grants

Subsidies and grants for the latest fiscal years

are as follows:

1937-38 1938-39
Statutory Subsidies $ 15,740,00? 13,735,000
a
Speciel Grants 7,475,000 5,475,00? )
b
Conditional Grants (b) 30,750,000
(other than relief) 27,750,000
() (a)
Unemployment grants 55,000,000
$103,965,000 (a)

(a) This includes a special grant of $2 million for Saskatchewan
included in the further supplementary estimates of 1937-38.

(b) These figures are drawn from the estimates of 1937-38

and 19%8-39 and are subject to revisisn. They include the
$150,000 annually for employment service, $100,000 in 1937-38
for technical educaticen and $50,000 in 1938-39 fcr the same
purpose. The remainder is for old age pensions.

(¢) Preliminary estimate made by the Department of Finance., It
includes over gzo millicn for drought relief in the west, the
entire cost being borme by the federal treasury but administered
through the province.

(d) Not yet available.

Chart I and the foregoing table make it clear that
federal grants show a tendency to become established on a level
(in terms of dellars) far above that which prevailed up to
1930. The sums distributed for unemployment and drought
relief in 193%6-37 and 1937-38 may be regarded as exceptional,
and the current year's figures may be substantially lower.
Barring a catastrophe, they should continue a downward trend
through gradual elimination of drought relief, even without a
decline in the cost of unemployment. But the growth of other
grants indicates that reductions in relief transfers will be
largely offset by concurrent increases in old age pensions.
Even if unemployment relief were wiped out by 1941, the total

subsidies and grants payable in that year (assuming no change
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meantime in the basis of statutory and speecial subsidies)
would still be at a level over four times that of 1929-30,

since by then old age pensions will be costing the Dominion

government $46 million annually.
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Chapter 9. Conclusion

Federal-provincial subsidies should be regarded
as a special type of a broad range of financial transfers
"which are constantly being made in a federal state. The
form which the transfers take from time to time will depend
on federal policy, constitutional allocation of powers,
economic developments, and other factors. A change in these
factors will alter the level of provincial subsidies by
moving the emphasis from one category of transfers to another.

The federal government, faced by need for rendering
financial assistance, may deal with it in a variety of ways:

(a) a grant to the provinces, (b) a subvention to the leading
industries of the affected area, (c) direct federal action
through its own departments, (d) employment of monetary,
fiscal or other broad policy. All these ways involve
financial transfers, and the division between them may be
regarded to a considerable extent as accidental and artificial.
It is quite common for a federal government to consider
alternative methods of assistance and to combine two or more
of the four, For this reason federal subsidies to provinces
must be considered in the light of the whole financial and
economic operaticns of the state,

Of these several types of transfers, the subsidy to
the provincial governments possesses a geographical definiteness
not found in the others (i.e. the grant to a province is for
the benefit of the residents living within a political boundary).
It is a visible transfer in the sense that the sums are reviewed
by parliament and set forth in the public aceounts. It is
indirect in that it must pass through another government channel
(two others in the case of rclief grants-in-aid shared with

municipalities) before reaching the ultimate recipient.
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Less definite are those federal subsidies to
regional industries such as sums voted under the Maritime
Freight Rates Act, wheat bonuses, coal subventions, grants
in aid of fishermen. To the extent to which these subsidies
reduce the cost of production, enable marginal industries
to survive or even expand, reduce welfare costs, or increase
tax resources, they may be rcgarded as an indirect subsidy
to the provincial governments affected. (For the moment,
this ignores the obverse side of the operation, namely, the
burden on industry and individual effort involved in the
collection of taxXes to pay these subventions. To deal with
the matter thoroughly it would be necessary to conside;
net benefits to the industries and provinces concerncd. )

If a depressed industry is co;extensive with a necdy group

of provinces it may be a problem of somec nicety whether tho
federal government will mcet the situation by this form of
assistance, or a provincial grant, or both. The direct
provincial grant in turn indirectly benefits thc area by
reducing provincial taxation, increasing provincial cxpcnditure
on scrviees, or both.

Another alternative to provincial grants or sub-
ventions to private industry, is dircect cxpenditure by'the
federal government through its own departments. Again, in
practice the three may be combined. The drought-stricken
area of the prairic has been assisted by increased provincial
grants, by wheat bonus schemes, and by a federal rchabilitation
scheme, all at the same time. Thoy should be considered as
integral parts of one process.

A federal government may attempt to assist depressed
areas by a fourth mecthod, namecly, the usc of tariff, monetary,
fiscal, or transportation policy., Though less tangible than
the other modes, these policies probably account in practice
for more extensive transfers from areca to arca, industry to
industry and individual to individual than all other methods

together,
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PART II

Chapter I. The Subsidy Relationship Between
Prince Edward Island and the Dominion

The plan for Confederation drafted at Quebec in 1864
contained provision for the inclusion of Prince Edward Island.
The ma jority of the Prince Edward Island delegates were
favourable to union, although the rejection of a resolution
(which they presented) for an annual subsidy equivalent to
interest on a sum sufficient to buy out the "absentee landlords"
of the Island was a sore point. The people of the Island were
wholeheartedly opposed to union at this time, as the delegates
discovered when they returned home. The Quebec Resolutions,
rresented to the legislature in the spring of 1865, were
decisively defeated.

Both the Imperial government and the provinces
rlanning to enter Confederation were keen to see Prince Edward
Island incluced, ané several efforts were put forth between
1865 end 1873. The Maritime delegates, waiting at London in the
autumn of 1866 for Sir John A. MacDonald and his colleagues,
sought to draft a proposal that would bring Prince Edward Island
in: they were prepared to grant $800,000 toward buying out the
landholders, but the Carnadian delegates were not prepared to go
so far and nothing was accomplished. Lieutenant-Governor
Dundas, acting on instructions, did what he could to bring the
Island government around. In addition, the Imperial government
showed no enthusiasm when it was given an opportunity to assist
the Island in solving its di fficult problem of land ownerthip
The Island was advised, moreover, in 1867, that the salary of
the Lieutenant-Governor would no longer be borne by the Imperial
government bu: would become a liability of the cclonial govern-
ment. The Island, however, continucd to hold aloof.

Friends of Confederation in Prince Edward Islahd

believed in 1869 that the time was propitious for another effort.
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In December of that year the Dominion govermment offered the
following terms: a subsidy in support of government of $25,000,
a debt allowance cf $25 per head based on the census of 1861,
a population subsidy of 80 cents per capita on the same basis,
$800,000 to buy out the sbsentec proprietors, and efficient
steam communication winter and summer between the Island and
the mainland,(l) The government of the Island, however, re-
Jected the offer as inadcquate.

Mecantime, the fiscal affairs of the Island entered
a troublesome period. The colony's debt was rising steeply
as a result of railway construction, and her credit began to
suffer. When an attempt was made to float a badly needed loan
in the Cemnadian market in the fall of 1872, the Island was able
to secure only $26,000 fcr four months at a rate of 7% per cent.
Friends of unicn made the most of the argument that Confederation
would greatly strengthen the Island's position; bankers added
fhat it would improve her credit. After several months of
correspondencs, a2 delegation headed by Premier R.P. Haythorne
proceeded, in February 1873, to the Dominion capital. The terms
now offered were materially better than those of 1869: $30,000
a yeaf for government, $45,000 a year on land account (a sum,
which, when capitalized at 5 per cent, represented an increase
of $100,000 over the eariier offer, a debt allowance of $45
per head on the census figures of 1871 (that is, $4,231,000
instead of $2,021,000) and continuous steam communication between
the Island and the mainland.(Z)

The Haythorme ministry had undertaken to submit the
proposals to the electorate. J.C. Pope, his opponent, promising
if elected to obtain better terms, was successful in the sub-
sequent elections, and shortly afterwards left on a pilgrimage
to Ottawa. At first the Dominion refused to consider any
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(1) Prince Edward Island, Journal of Assembly, 1870, Appendix F.

(2) Ibid, 1873, Appendix O.
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revision of the earlier offer, but eventually it permitted one
change in the agreements reached by Haythorne and the Dominion:
the per capita rate of the debt allowanece was inecreased to

$50; this rate provided an allowsnce of $4,701,000 in contrast
to the former $4,231,000, In eddition, the Dominion agreed to
provide any sum up to $800,000 for the purchase of public land,
but the annual subsidy in lieu of land would be decreased pro-
portionately with the sum advanced.(g) The Prince Edward Island
legislature approved this arrangement and the Island became a
rart of the Dominion in the same year, under the terms outlined
above,

(Several considerations affected the decision to set
the debt allowance at $50 Per head: Prince Edward Island
stressed the point that it could not benefit like the other
Provinees from the heavy Dominion expenditures on railways and
canals, a general upward revision of the debt allowance was
being worked out for the other brovinces, and finally, the
Island's actual debt exceecded $40 per head.)

During the first year of union, the Island received
the following grants:

Population subsidy $ 75,200

Interest on debt allowance 130,600

Grant for government 30,000
.Subsidy in lieu of lang 45,000
TOTAL $280,800

Since entering Confederation, Prince Edward Island
has put forward a series of claims (a) secking a share of the
Halifax Fisheries award (b) rrotesting non-fulfilment of the
terms of Confederation and (c) pleading fiscal disability.

The first of these claims was advanced in 1879, Two
years earlier, the United States had paid over to the British

government a sum of $5,500,000, as awarded by the Halifax

(3) Ibid.,
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tribunal in compensation for fishing privileges in British
North American waters. The Imperial Government allotted
$1,000,000 to Newfoundland and turned over the remainder to
Canada. Prince Edward Island now made a bid for a portion of
this sum. It submitted the following case:
The fisheries had always been & major source of
provincial wealth. Inasmuch as the Island had ceased to
be a colony of Great Britain when it united with Canada
on July 1, 1873, (the date on which the fisheries con-
cession became effective), reimbursement had to be sought
from the Dominion. Although the terms of union did not
cover the Halifax Award, the Island had every reason to
expect a share because the fishing privilege was territorial;
if Prince Edward Island had remained outside the Dominion,
i1ts claim would have been recognized along with that of
Newfoundland. As it was, Prince Edward Island had given
its approval to inshore fishing by a legislative act in
1872; thus, at least, the Island was entitled to the amount
of the award whieh had accrued before July 1, 1873, when it
had joined the Dominion. If the Dominion retained the
entire sum, all the provinces would benefit at the expense
of those provinces in which the concession operated. Since
Newfoundlend was entitled to $1,000,000 as its share, Prince
Edward Island could not take a cent less than $1,250,000,
The Province indicated also the mammew in whieh the sum
was te be received:
"They further submit that no appropriation of our
share of the award by the general government for
the construction of public works would be Just or
satisfactory; that the decision which best recom-
mends itself, as most just, would be the funding
of the amount by the Dominion government, for the
benefit of the Island, and the payment thereto,

semi-annually, of the interest for the purpose of
its local administration." (4)

(4) Dominion Sessional Papers, 1885, Vol,10, No.34, PDP . 384385,



The Dominion made no effort to satisfy this claim.
Petitions from Nova Scotia and New Brunswick in a similar vein
were treated 1ikewise.(5)

In June of the same year, the Island sent the Dominion
another communication which repeated the arguments of the
Previous presentation with particular emphasis upon a claim
for the period prior to July 1, 1873, After an examination
of the petition, the Dominion Privy Council reported on
December 10, 1879, that the Washington Treaty did not go into
effect until July 1, 1873, the day upon which the Province be-
came a member of the union, and since compensation was computed
for the twelve years after July 1, 1873, Prince Edward Island
was "not entitled to make any claim upon the money awarded to
be paid for the use of the fisheries b& the United States which
the other provinces of the Dominion would not be equally
entitled to put f‘o:c'v\raatrél.(‘6 Accordingly, this claim was also
rejected.

When the Dominion Parliament, on April 7, 1880,
enacted legislation to consolidate the Halifax Award with the
general revenue fund of the Dominion, Prince Edward Island
immediately asked the Governor-General to transmit its claim
to the Imperial Government. Consequently, in October, 1880,
copies of the Island Memorials, the Dominion rejection of the
claim for special treatment, and the Dominion statute were sent
to the Colonial Secretary. The Imperial Government through the
Colonial Secretary, Lord Kimberley, replied on December 18 of
that year that sinece Prince Edward Island had become a part of
the Dominion as of July 1, 1873, the Dominion had entire regu~
lation of its fisheries from that date and the Imperial
authorities could not "interpose and Tequire the Domig%@n govern=—

ment to apportion it among the different proVinces," This

(5) Ibid., pp. 380 ff.
(6) Ibid., p.398,
(7) Ibid., p.413.
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(8)
decision definitely closed that avenue of approach. The quest

for a jortion of the fisheries award was settled to the satis-
faction of the Island in 1682, when the Dominion Parliement
passed an act to encourage the developmerit of deep sea fisheries
and the building of fishing vessels through the yearly distri-
bution of $150,C00 as bounties to Fishermen and to the owners
of vessels; details of the a%location were to be decided each
year by an Order in Council,‘g)

Another type of claim was begun in April, 1881, when
the Island legislature forwarded an address to the Dominion to
call attention to the non-fulfilment of the terms of union. The

address cited the engagement by which the Dominion agreed to

maintain continuous steamship service for the conveyance of mail

and passengers beitween the Island and the mainland. The Island
complained that there had been no winter service, and the service
which had been provided had bheen very irregular. As a result,
the trade and manufacturing of the Island had experienced great

loss. The Province asked that it be compensated for this failure
(10)
to provide communication. The Dominion government completely

ignored this claim,

In the following two years, 1882 and 1883, Prince
Bdward Island rcnewed its complaint. The Province protested
that the Dominion had made no reply to its pebtition of 1881, nor
had any attempt been made to improve the service. The dispatch
of 1883 stated:

"Nearly ten years have now elapsed since that event
(union with the Dominion) and but an abortive attempt
has becn made by the general government to carry out
the solemn engagcment with which they entered.

"To carry out the terms of Confederation with British
Columbia the Dominion is expending an immensc sum of

money in the construction of the Pacific Railway; yet
to provide the means of communicalion between two Pro-
vinces, over a distance of scarcely 9 miles, and thus
fulfill an obligation equally as heavy as that with

British Columbia, the general goverrment had displayed
a marked #indifference." (11)

e w— i e AR e e e L A S AU R A v

(8) Ibid., pp.399-414

(9) 45 Victoria, c.18.

(10) Dominion Sessional Papers, 1885, Vol,10, No.34, pp.415-417,
425-424,

(11) Ibid., p.431.
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The Province demanded an immediate reply to this communication,
otherwise it would be compelled to approach Her Majesty the
Queen concerning this "most serious violation of the terms of
Union."™ a2

In February, 1883, the Dominion Parliament referred
the matter of communication between the mainland and the
Prince Edward Island to a committee for investigation. The
report of the committee exonerated the Dominion from any
blame for the lack of service because at certain times during
the winter ice prevented the passage of a steamer to the Island.
The Dominion apparently had done all in its power to fulfil its
obligation as the terms of union were manifestly impossible to
execute, Therefore, the committee recommended that no compen-
sation was due Prince Edward Island. As & consequence, the
Dominion ignored the petition of the‘Island.(IS)

The decision of the Parliamentary Committee did not
terminate the efforts of Prince Edward Island for in 1884
a further address was sent to the Dominion. The Island asked
compensation of $5,000,000 for faulty communication and threatened
to carry. the matter to the Imperial Government if the Dominion
failed to reply to its communication. After waiting for almost
a year, the Island decided to give the Dominion one more
opportunity. In March, 1885, a joint address of the Houses
of Legislature was dispatched to the Dominion; they demand
immedi ate negotiations and a settlement of the controversy.
When the Island received no reply from the Dominion, it sent a
delegation in February, 1886, to lay its case before the
Imperial Government. Lord Granville, the Colonial Secretary,

received the delegation but asserted that, although he would

be pleased to act as a mediator, the Qﬁeen had no power under

(12) Ibid., pp.431-432. |
(13) Ibid., 1886, Vol.13, No.76, pp.1-29.
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(14)
any statute to intervene in Canadian affairs. With this

statement, Prince Edward Island had to be eocntent. Neverthe-
less, the Imperial Government directed the attention of the
Dominion to the subject and, although it disclaimed any judg-
ment of the claim, it expressed the hope that something would
be done about the matter by the Dominion. ZLord Granville re-
ferred the Dominion to the proposal for the construction of a
tunnel between the mainland and the Island contemplated at
that time. The tunnel plan was soon dropped, as not being
practicable.(ls) As a result of the Imperial reminder, a new
steamer was placed in service by the Dominion, but no compen-
sation for past failure of communication was awarded, There-
after, trade and manufacturing on the Island increased greatly
in volume and profit.

In 1884, the terms under which Prince Edward Island
entered the Dominion underwent one revision. The debt allow-
ance of the Island was increased by $185,OOO;(16) this change
resulted from Dominion action to antedate to 1867 the increases
in the debt allowances of all the provineces made in 1873 when
the excess debt of Ontario and Quebec was assumed by the
Dominion. Prince Edward Island had not participated in the re~
vision of 1873 because that was the year in which the Province

(17)
entered the Union.

(14) Ibid., Pp.s2-34. )

(15) House of Commons Debates, 1901, p.4675

(16) 47 Victoria, co.4.

(17) At this time, several minor claims against the Dominion were
settled to the satisfaction of Prince Edward Island. Although the
control of penitentiaries in all provinces rested in the Dominion,
Prince Edward Island bore all prison charges from 1873 to 1878 be~
cause there was a delay in defining a penitentiary and in the ex=-
tension of Dominion criminal law to the Island., The Dominion
readily agreed to indemnify the Island, but the sum claimed
appeared excessive, After continual bickering, Prince Edward Is-
land accepted $20,700 in 1882 in full settlement of the obligatiomn.
(Dominion Sessional Papers, 1885, Vol.1l0, No,34, Pp.463 ff.)

The Province also requested a refund of $124,200 for expendi-
tures upon wharves and piers which were declared to be within
Dominion jurisdiction by the case of Holman v. Green, 6 S.C.R.707
(1882). A Dominion survey in 1884 set the indemnity at $64,200,
but this sum the Island rejected as inadequate. Finally, the
Province accepted $76,200 in settlement for all expenditures upon
wharves and piers. (Prince Edward Island, Journal of Assembly,
1884, Appendix H.)
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In 1886, Prince Edward Island made a third type of
claim: equality of benefit in the Union. In a petition to
the Dominion, the government of Prince Edward Island pointed
out that since 1882 the Dominion had subsidized local
railways in various provinces, but Prince Edward Island
had none to develop and could not share in this aid. In
addition, the Island, because of its jinsular position could
not benefit from the Dominion railway systems as did the
other provinces, When the Island joined the Union in
1873, its debt allowance had taken into account an esti-
mated sum to he spent by the Dominion upon the Canadian
Pacific and Intercolonial Railways but this estimate had
been greatly exceeded., Therefore, as compensation for its
inability to secure local railway subsidies, to partioipate
in the Dominion railways, and as reimbursement for the
excess sums spent upon these Dominion lines, the Island
urged that its subsidy be increaséd. |
After examination, the Dominion government found these claims
justifiable and introduced a bill in Parliament to grant the
Island an extra subsidy of $20,000 as compensation for these dis-
advantages. A Prince Edward Island representative in the House
of Commons, William Welsh, stated that although this sum would
be accepted by the Island it could not be considered as full
compensation for all the disabilities suffered by the Province.
He listed claims totalling $5,000,000 and insisted that the
$20,000 was sufficient for only the excess expenditure upon the
Intercolonial Railway. He declared, "I maintain this is only
a drop, a measure of justice."(la) Despite his plea, Parlia-
ment enacted the Bill in its proposed form.(lg)
The Provincial Conference of 1887 did not find Prince

Edward Island in attendance, partly because it had recently

received an extra subsidy from the Dominion, and partly -

(18) Ib‘id. ’ 1887, Po8l7v
(19) 50-51 Vietoria, ¢.8.
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because of the political friendship between the Premier and
Sir John A. MacDonald. After the grant of 1887, the Island was
satisfied with its relationship with the Dominion for nearly
ten years, In April, 1897, the Province dispatched to the
Dominion a memorial which renewed several of the earlier claims,
The first claim concerned the non-fulfilment of steam communi-
cation: the Island conceded that the Dominion had made efforts
to provide satisfactory service but continuous communication
was a pledge which should have been fulfilled; the Province
asked a reasonable sum for this violation of twenty years
duration. The second claim involved Dominion railway subsidies
and the Camadian Pacific and Intercolonial Railways estimates
made in 1873: the Province considered the $20,000 awarded in
1887 inadequate indemnity for the disadvantages suffered and,
inasmuch as additional Dominion expenditures upon railways and
canals had been made since 1887, further compensation was due.
The memorandum closed with the statement:

"Our claims are either just or unjust; they either

ought to be paid or they out to be refused ...

We are willing to submit these claims to an inde-

pendent Commission consisting say of three men,

one to be appointed by the Province; one by the

Dominion government, and one in any other way that

may be agreed upon." (20)
The Island suggested that the report of this Commission need
not be binding but could serve merely as a basis for agree-
ment between the Province and the Dominion. The Dominion
refused to give any consideration to this request.(Zl)

In March, 1898, the Province submitted another

memorial in which the same claims and a request for a Com-

mission were again renewed. The Island's claims may be

summarized as follows:

(20) Dominion Sessional Papers, 1897, Vol.1l3, N0.56, p.28.

(21) Ibido, Pp026"'280
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The estimated expenditure upon canals, the Inter-
colonial Railway and the Canadian Pacific Railway was to
have totalled $65,000,000 but $75,000,000 actually had been
expended., Therefore, the per capita debt figure of the
Island at Confederation should have been $61.72 instead of
$50 or a debt allowance of $5,800,000, i.e. $1,100,000
more than allowed in 1873, The estimated sum for buildings
and subsidized railways in other provinces in 1873 had been
$14,000,000 but $41,100,000 had been spent by 1898, If
this excess were also included the Province should have
entered the Union with a debt allowance of $6,900,000, or
$73.13 per capita, Therefore, the Province demanded that
its debt allowance be increased by $2,200,000. In addition,
Prince Edward Island renewed its claim for a share of the
Halifax Award but upon different grounds than had been
advanced previously. The Province asked reimbursement for
the entire sum which the Dominion had received for the use
of Island fisheries during the period from July, 1871, when
the Province, by Order-in-Council, had admitted American
fishermen to its waters, amd July, 1873, when Prince Edward
Island had entered the Union. The Province contended that
the Halifax Commission had taken this period into account
in its award.(zz)

In March, 1899, the Dominion Premier, Sir Wilfrid

Laurier, replied to these claims in a letter to the Island

Secretary, the Hon. D. Farquharson. He announced that the

Dominion Parliament had appropriated $180,000 for the con-

struction of another steamer, so constant service could be main-

tained between the Island and the mainland; inasmuch as service

(22) Dominion Sessional Papers, 1898, Vol.l3, No.84, pp.2-8,

Dominion Sessional Papers, 1899, Vol.1l4, No,1l04, pp.l ff.
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had improved since 1890, as the Province admitted, and inasmuch
as compensation had been awarded for the period prior to 1890
no claim remained to be settled. Since the Island was con-
templating the construction of a railway from Charlottetown to
Murray Harbour with Dominion aid, the Prime Minister intimated
that the Dominion could not give a definite answer to the
complaint against railway expenditures in excess of the 1873
estimates. Laurier asserted that the Halifax Commission had
made no award for the period prior to July 1, 1873, and i%

mas the misfortune of Prince Edward Island that it had granted
this concession prematurely.(ES)

The Dominion communication did not satisfy the people
of Prince Edward Island because the main purpose of the claims -
to enlarge the annual subsidy - had not been achieved. The
Island government elected in 1900 was pledged to‘sécure some
financial aid from the Dominion. Consequently, a deputation
visited Ottawa in March, 1901. 1In addition to the demands
advanced previously, the delegation claimed credit for the
$3,250,000 which the Province had spent upon the Prince Edward
Island railway befere Confederation. The deputation pleaded
that Prince Edward Island was in an anomalous situation because
it was an island and lacked forest and mineral resources; the
falling value of the Island's products had impoverished the
Province; the people could not bear the introduction of suf-
ficient direct taxation to meet the annual deficits, but the
government would inerease taxes to some extent if the Dominion
would compensatelthe Island for its laeck of mines, forests, and
fisheries.(24) Since the Dominion failed to act upon this
presentation, the Island again approached the Dominion govern-
ment in April. The Provinee blamed the Dominion for its

(25) Ibido, qug-ll-

(24) .The Canadian Annual Review of Political Affairs, 1902,
Toronto, 1902, pp.474-475.
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financial difficulties beeause thc non-fulfilment of the
communication pledge had resulted in a severe loss of trade
and commercc. Prince Edwerd Island demanded that justice be
sccured either by arbitration of its claims or by an agreement
between the Governments for the payment of & lump sum or an
annual subsidy.(ZS)
On May 8, 1901, the Dominion Finance Minister, the

Hon. W.S. Fielding, in his budget speech stated that the
Dominion Government had decided to establish an annual extra
subsidy of $30,000 (representing interest at 3% on $1,000,000)
to compensate the Island for the lack of communication service
from 1873 to 1888, No damages would be allowed for the period
subsequent to 1888 for the Province admitted that the service
had improved since then. He explained the condition upon
whieh this sum would be awarded:

nsuch allowance should be paid and accepted in full

settlement of all claims of the said province against

Dominion of Canada on sccount of alleged non-fulfil-

mont of the terms of union." (26)
Several members of the Dominion Parliament expressed the
opinion that the Dominion could remove the liability cheaply
bgeause the Province had earlier claimed $5,000,000 damage.
Parliament ﬁroceeded to enact a statute authorizing the
$30,000 subsidye. dl The Island govermment announced that
it was very pleased to accept this sum, but as the settlecment
of only one claim; the Island had other elaims which could be
pressed upon the Dominion. dd

Prince Edward Island did not take an active part

in the Provinecial Conference of 1902; but it did approve the

resolution for increased subsidies. The Island also particiﬁated

(25) Ibid.

(26) Housc of Commons Dgbates, 1901, p.4675.
(27) I Edward VII, c.3. .
(28) House of Commons Debates, 1901, pp.4675-4738.
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in the Dominion-Provincial Conference of 1906 which drafted a
revision of the subsidy relationship under the British North
America Act. When Parliement was considering an address to
His Majesty for the enactment of these revisions, members from
Prince Fdward Island sought to have the terms include an extra
sum of $100,000 yearly for the Island. However, the other
members of Parlisment refused to make this concession and the
original scheme was approved.(zg) Under the terms of 1907,
Prince Edward Island's allowance for government was raised from
$30,000 to $100,000. The removal Of the 400,000 limit for the
population subsidy did not benefit the Province because its
population was not and never has been above 110,000. The
total incrcase in the Islamd subsidy in 1907 was 33%.
After the award of 1901, Prince Edward Island did
not approach the Dominion again until late in 1911 when a
deputation visited Ottawa and submitted a memorial. The dele-
gation ssserted that the Island had joined the Union upon the
promise that it would have sufficient revenue that it would
never have to resort to direct taxation, although there is no
evidence of such a promise. The claims now mede may be
summarized as follows:
Prince Edward Island had been very economical but it could
not avoid deficits: governmental expenditures had in-
creased by $179,000 but its subsidy had been enlarged by
only $81,000; thus, $98,000 had to be raised locally by
direct taxation. The fiscal troubles in the Island had
been caused by two factors: 1. Fallure of Canada to provide
continuous steam communication; and 2., The insufficiency
of subsidies to meet the needs of the Province. As a
result of the former, the Island lost $5,000,000 but this
claim had been sold out in 1901 for $30,000 a year. The

(29) 6-7 Edward VII, c.ll.
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deputation asked reimbursement for the non-fulfilment .of
steam communication since 1901; for example, in 1902-03,
there were forty-five days when no trips had been made and
thirty-three days when only half-way service had been
provided. Thus, if continuous steam navigation had been
promised, this obligation had still not been fulfilled by
1911. The Province also asked compensation for the publiec
land about to be transferred to the Prairie Provinces,
for the Island had contributed to the Dominion revenue which
had purchased and equipped these lands; in the United States,
new lands were distributed to all the States and the same
principle should have been adopted in Canada. The Island
demanded indemnity for the sums spent on canals and railways
by the Dominion since 1887, when $20,000 a year had been
awarded on this account. The Provincial government urged
that an extra subsidy be granted for education because
the Island could not benefit from the terms of 1907 inasmuch
as its population was decreasing. The memorial requested
that the basis for the per capita subsidy should be 80,000
persons, the estimated population employed in reference to
other provinces. (There appear to have been no grounds for
this argument, because the estimated population of the
other provinces had been placed at various figures according
to the sums the Dominion had desired to grant to the
provinces.) Finally, the Island pleaded that its people
could not support increased taxation. The memorial con-
cluded:

"It is further submitted that Canada with its

abounding revenues can now well afford the necessary

relief, but cannot afford to permit the smallest pro-

vince to be crushed under the burden of debt which

now lies upon it.

"The elaim of the province to a share of the Fishery

Award is presented separately. Other claims are
reserved for future presentation. (30)

(30) Dominion Sessional Papers, 1913, Vol.27, No.l24 p,.8,
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Sir Thomas White, Minister of Finance, who handled
the matter for the Dominiﬁn, was impressed by these claims,
and in 1912, the Dominion government sponsored the passage of
a parliamentary act which awarded the Island an increased extra
subsidy of $100,000 yearly.(Sl) This grant was not in settie-
ment of a particular claim but was granted because Prince Edward
Island had not benefited from membership with the Union. The
extra subsidy more than satisfied the desire& of Prince Edward
Island at that time.

The efforts of Prince Edward Island to obtain increased
subsidies in the years following 1912 WGre taken in conjunction
with Nova Scotia and New Brunswick. In addition to concurring
in the claims put forward by the other Maritime provinces to
the Duncan Commission as previously noted, Prince Edward Islénd
argued that it had spent $990,000 for the purchase of public
land; this sum was $190,000 more than the Dominion had allowed
for this purpose in the terms of union. The provinces claimed
that the Dominion was responsible for their lack of prosperity
and was liable for aid which would bring them at least balanced
accounts.

(The accompanying table shows the conditional sub-
sidies received by Prince Edward Island since they were in-
stituted in 1912.)

The interim payment suggested for Prince Edward
Island by the Duncan Commission was $125,000, The Commission
suggested that the proposed revision of subsidies should take
into account the excess sum spent by Prince Edward Island upon

(32)
its public land.

(31) 2 George V, c.42.

(32) Report of the Royal Commission on Maritime Claims, Ottawa,
1926, pp.l11-17.

In addition, the Commission recommended a reduction of 20% in
freight rates to the Maritime Provinces. This recommendation
was made effective by the Maritime Freight Rates Act, 1927,
There were other recommendations of minor importance which were
not concerned with the subsidy relationship,




9Ts‘2T1S$

828 T9T

L00 ‘8T T
968°82T
G2T‘vL4 §

- 85 -

SUC TSUSJ
83Y PTO

LL6 TS

646
6T9
g0z
4T &

soseesiq
[BOIOU3)\ JO
UOTABOTPBIH

88T‘86T$ Ge¥‘209¢

SHe 2T

14262

668° 12

064°0%

LTI @2

04202

286°TT

LGS 4 9GT‘CT

[o{s -2 G20°08T

TG6‘T B6CT %2

1669 640 ‘2T

8G8°g LL2 90T

3¥2 L ¥6% 20T

1042 § Ggoz‘ov ¢
10Y 1.0V

uoT3eOoNpy sAemy3TH

TeoTuyos] epBRURY)

S80TJJ0
quoukoTduy JO
UO0T1eUIpPIO-09

ONVIST QUvIdd ZONISd Ol SININAVA AQISENS TWNOLLIANOD

820 ‘8egd$ sTelol

890° 42
6%L TS

6¥%4°Tg
6L TS
6%L TS
6%L TS
6VL TS

¥ 0
geT 62
ee8* 42
0¢G ‘92
0gc‘9 ¢

10V
UO TR ONIFSUT
TeaIn3 TnOTI3Y

LE-9¢6T
9¢-Ce6T
Ge-¥¢6T
Ye-226T
@g-326T

32-Te6T
T2-026T
0g-626T
62-826T
82-436T

43-936T
92-G26T1
G3-926T
¥2-226T
¢3-336T

22-T2e6T
T2-026T
02-6T6T
6T-816T
8T-4T6T

LT-9T6T
9T-CGT61T
ST-¥T16T
vi-ctlel
ST-3T6T

IB8O%



- 86 =

In 1934 in its submission to the White Commission,
Prince Edward Island asserted that it had an annual deficit
of $165,000, and if mothers' allowances and o0ld age pensions
were instituted, the Province would require $600,000 more
than it could produce.

In reference to Prince Edward Island, the Commission
concluded that the Island should be credited with the cost of
the Prince Edward Island Railway which had been turned over to
the Dominion in 1873. The excess of $190,000 spent for public
land was deemed to have been covered by the award of $100,000
in 1912 and therefore rejected. The Commission proposed an
annual sum of $275,000 to supersede the temporary grant allowed
the Island by the Duncan Commission; this sum has since been
paid annually to the?rovince° e

There remains one other subsidy relationship between
Prince Edward Island and the Dominion which requires con-
sideration. Beginning in 1930. the Dominion has provided the
provinces with grants to aid in meeting relief costs. Prince

Edward Island has obtained the following payments:

Year Amount
1930-31 $ 22,000
193%~32 183,000
1932-33 49,000
1933-34 21,000
1934--35 222,000
1935-36 292,000
1936~-37 291,000

Total to March 3L, 1937 $1,080,000
At the present time, Prince Edward Island obtains

the following annual subsidies:

(33) Ibido, ppa17_189



- 87 =

Population subsidy $ 87,300
Interest on debt allowance 38,800
Grant for government 100,000
Land subsidy 45,000
Extra subsidy (awarded 1887) 20,000
Extra subsidy (awarded 1901) 30,000
Extra subsidy (awarded 1911) 100,000

White subsidy (awarded 1935) 275,000

Total $ 696,100
Less interest on

land advances 39,100

$ 657,000

To March 31, 1937, the amount received by the Island from the
Dominion totalled $21,600,000, which represented subsidies of
$18,900,000, conditional subsidies of $1,600,000, and
$1,100,000 from relief grants.
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Chapter II. The Subsidy Relationship Between

Nova Scotia and the Dominion

As an original member of the Dominion, Nova Scotia
obtained the regular allowances and grants established by the
British North America Act, 1867. These terms provided Nova
Scotia with: |
1. An annual subsidy of 265,000 calculated at
the rate of 80 cents per head on a population
of 330,900 in 1861 - this subsidy was to be
revised every ten years until the population
of the Province exceeded 400,000;

2. Interest upon a debt balance, after deduction
of the debt of Nova Scotia from an allowed
debt of $8,000,000;

3. An annual allowance of $60,000 for the aid of
government and legislature.

The fir?t)annual subsidy received by Nova Scotia totalled
1
$325,000.
Nova Scotia suffered from an economic depression
during the first few years of union partly due to the loss
of markets in the United States. The Nova Scotians, led by
the Hon. Joseph Howe, were inclined to blame their fiscal
difficulties upon the financial terms under which they had
entered Confederation., This feeling finally became so intense
that a delegation was sent to London in 1868 to seek repeal
of the Act of 1867, Although the British government heard
the complaint concerning the economic condition, it refused
to take any action for repeal., However, it suggested to the
Dominion government that the complaints of Nova Scotia might
bear investigation,.
As a consequence of this, the Dominion Prime Minister,
Sir John A. Macdonald, who was anxious to bring harmony within
the Union, wrote to Howe on October 6, 1868:
"The Canadian governments are not only ready but
anxious to enter upon a frank and full discussion
of these points, and are prepared, in case the
pressure of taxation should be shown to be unequal
or unjust to Nova Scotia, to relieve that pressure
by every means in their power. They are also ready
to discuss any financial or commercial questions
that may be raised by the Nova Scotian Government

(1) This total did not include any interest on the debt allowance
¢ because the balance had not been definitely calculated at that date,
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“or yourself and representatives of Nova Scotia
in the Parliament of the Dominion,...." (2)

The Hon, Joseph Howe and the Hon, Ay W, McLelan, under orders

of the Nova Scotian Legislature, submitt?d)memorials on behalf
3
of Nova Scotia to the Dominion govermment, These representa-

tions were referred for examination to the Hon, John Rose, the
Finance Minister of the Dominion, The following claims and
protests were raised on behalf of Nova Scotia:

"That population should not have been admitted

as the sole basis, either of establishing the debt
or payment of the subsidy, but that the extent of
previous contributions by each province to the
revenue should also have been considered; that even
if the basis of population were just, the estimates
of the number is unfair to Nova Scotia, because the
percentage of agsured increase to her number since
the census of 1861 is less than allowed to Ontario
and Quebec and below what it should have been;

"That Ontario and Quebec, forming the old
province of Canada, possessed productive assets,
which were retained by them, as their own property;

that these assets represented their debt per head,
and being affected by the stipulated deduction for
an excess debt, but were actually available as
sources of additional income beyond the amount con=-
tributed by the dominion treasury; that Nova Scotia
possessed no corresponding class of assets, or if
she did, that they were by the union act taken
possession of by the dominion;

"She further contends that apart from these
considerations of relative injustice, the practical
effeet on her has been that whereas her tariff on
imports from which nearly the entire revenue was
derived, and which was the only burden on the people,
was on an average less than ten per cent ad valorem,
it has now been raised to upward of 15 per cent;
"that there have been super-added: 1lst,Duties of
Excise; 2nd, A Stamp Tax; 3rd, A tax on bank
circulation; and 4th, Additional postage on news-
papers;

%It is further urged that notwithstanding this
increase in her burdens, the total amount to be
received by her from the dominion treasury, and
from the provincial sources of revenue, and the
assets reserved to her fall far short of what she
formerly had, and are less indeed than is necessary
to carry on the Government, and provide for the local
services which the new constitution has assigned to
her®.(4)

(2) Dominion Sessional Papers, 1869, Vol,5, No, 9, p.3;
Ibid,, 1885, vol,.1l0, No,34; Journal of the House of Nova Scotia,
1886, Appendix 12, pp.=2-3.

(3) The correspondence between Macdonald and Howe is reproduced
in the Dominion Sessional Papers, 1869, Vol,5, No,9.

(4) Journal of the House of Nova Scotia, 1869, Appendix No.l1,
p.lso




After a careful examination of these arguments, the
Hon. Mr. Rose drew up a Report dated November 10,1868, concern-
ing the "Financial Conditions of Nova Scotia"; he concluded
that there had been some unfairness in the Nova Séotia debt
allowance, but if the amount of revenue contributed to the
Tederal government had been used as a basis for the calculation
of the Nova Scotia subsidy instead of the population of the
Province, Nova Scotia would have been entitled to only slightly
more., As for the second point, the Hon. Mr. Rose reported
that as a result of the division of property and assets at
Cconfederation, Nova Scotia was not so competent to meet its
expenditures as the other provinces, but this financial debility
was attributable to conditions in Nova Scotia and not to any
inequitable distribution of the original property of the
provinces. He asserted that the railway assets and public
works contfibuted by Ontario and Quebec were as valuable as
those relinquished by Nova Scotia and the retention of local
assets by these two provinces had not been unjust to Nova Secotia.

(At the Quebec Conference, both Tupper and Tilley
called attention to the "productive" nature of the assets
which they would turn over to the Dominion. Both Nova Scotia
and New Brunswick had undertaken railway construction directly,
which was not done in Upper or Lower Canada. These railways
in the Maritimes were responsible for the major part of the
debts which were to be assuméd by the Dominion. Both then and
since they have been referred to in terms which suggest that
they were profitable by ordinary commercial standards. The
accounts of the Nova Scotia Railwgys show the following
earnings: year ended December 31,1859, operating deficit of
$8,397; December 31,1860, operating surplus $20,271; December 31,
1861, operating surplus $26,803; December 31, 1862,operating
surplus $21,712; September 30, 1864 (nine months), operating

surplus $23,512; September 30, 1865, operating surplus $25,883;



=01

September 30, 1866, opcrating surplus $34,168; June 30,1867
(nine months), opcrating surplus $22,700. As at July 1,1867
accumulated advances by the Recciver General for railway
construction and expenditure were $6,382,966. In none of the
above years did the railways earn as much as one ber cent

of the capital employed in constructing them.,)

The Finance Ministcr agreed that the Dominion customs
duties, which were higher than thec former ones of Nova Scotia,
pressed more directly upon Nova Scotia than upon any other
province, but that this pressure would be greatly decreased
as goods produced in Canada (which were free of duty) were
substituted for those imported from abroad, He concluded
his report with the statement:

"The local sources of revenue at present

possessed by Nova Scotia are inadequate to

carry on the service devolving on the

Provinee", (5)
However, thg Finance Minister made no suggestions as to what
remedy should be taken to correct the financial difficulties
of Nova Scotia for he believed that such action was "beyond
his provinéglo

The Dominion government examined with care the
report of its Finance Minister and subsequently determined
that Nova Scotia should be granted relief, The Hon., Mr. ROse
was commissioned to suggest either the grant of additional
sums or a revision of the subsidy. In a subsequent report
to the Privy Council of January 24, 1869, the Finance Minister
concluded that the most equitable solution would be to place
the Province of Nova Scotia on the same footing as New Brunswiek

since conditions in Nova Scotia were analogous to those which

had resulted in the grant of the extra ten-year subsidy.of

(5) Dominion Sessional Papers, 1885, Vol.10,No.54,p.19. .
(6)The Report is ineluded im Dominion Sessional Papers,1885,Vol,10,
No .34 ,pp.8-19 .Rose drew heavily upon a Memorandum of the Auditor
General, John Langton, who made a study of the case presented by
Nova Scotia. The latter suggested as a remedy that direct taxa-
tion be employed in Nova Scotia to meet local expenditures,or the
municipalities undertake the ocxpense of the educational system,as
was done in Ontario and Quebec.Rose did not seec fit to adopt these

recommendations.,Langton®’s Mcmorandum is in thc same source as
Rose's Report,pp.l19-38.
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$63,000 for New Brunswick in 1867. His recommendations were:
"l, That Nova Scotia would be entitled to enter
the Union with a debt of $9,200,000 and to
be relieved from any charge of interest
unless her debt exceeds that sum,

"2, That she would receive fo; ten years from 1lst
July, 1867, a subsidy of $83,000 annually.® (7)

These recommendations were approved and the Dominion Parliament
enacted legislation to grant an extra subsidy for ten years

and to place the debt allowance of Nova Scotia on a per capita
basis of $27.77§8) No change was made, however, in the basic
rate of Ontario and Quebec, which remained at $24,92 per capita,
On May 25, 1869, the Nova Scotia legislature adopted a Resolu-
tion which accepted the increased subsidy as an instalment

of the amount justly due the Province, but which reserved "the
right to demand from said government such further sum or sums

of money as, upon a full investigation of the statistics in

regard to population,.public property, and increased taxation,
will more fully appear.(g) By this action, Nova 3cotia attempted
to prepare the way for further demands upon the Dominion,
despite the prohibition of additional allowances in the final-
1ty clause of the British North America Act, 1867510)

When the bill dealing with these awards was under

discussion in the House of Commons, representatives from
the Province of Ontario questioned the constitutionality of
the measure, for the settlement of 1867 was to have been final,
The Dominion government consulted the Imperial Govermment, which
in turn sought the opinion of their law officers, The latter
"advised that the Act is one which it was competent for the Parlia-

ment of Canada to pass under the powers vested in it by the 91st

section of the British North America Act, 1867,™ Although Ontario

(7) Journal of the House of Nova Scotia, 1869, Appendix No,1,
Dl 95,
(8) 32-33 Victoria, c¢.3,

(9) Journal of the House of Nova Scotia, 1869, Appendix
No,l, p.44,

(10) Section 118,
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could not prevent passage of the bill, it made an effort to prevent
subsequent readjustments. The Provincial Legislature on December
1, 1869, addressed a Prayer to the Throne asserting that since
the financial arrangements as embodied in the Act of 1867 to be "in
full settlement of all future demands on Canada®™, the new subsidy
for Nova Scotia would re-establish the possibility of future de-
mands upon the Dominion, would engender sectional strife, and would
endanger the Canadian constituion, It further resolved:
“That no such change as is effected by the Nova
Scotia Act should have been made without a general
revision and readjustment of the financial arrange-
ments as between the several Provinces..........
"That in the opinion of this House the interest
of the country requires such legislation as may
remove all color for the assumption, by the
Parliament of Canada, of the power to disturb the
financial relations establiched by the Union Act
between Canada and the several Provinces,"™ (11)
The Governor-General in January, 1870, sent this address to
the Colonial Secretary, Lord Granville, who replied in February
that Her Majesty could not accede to Ontario's Prayer because
the law officers of the Crown had already %et?rmined that the
12
Canadian Parliament possessed this authority, Therefore,
revisionary power of the Dominion Parliament continued unham-
pered, The precedent established in the case of Nova Scotia
has since given rise to constant requests for financial aid,

not only from Nova Scotia, bubt also from other provinces, and

the Dominion in many instances has provided relief,

(11) Journal of the House of Aggsembly of Ontario, 1869, p,40,

(12) Ibid., pp.39-40; Dominion Sessional Papers, 1870, Vol,S5,
No.25: Ibid., 1885, Vol, 10, No,34, pp. 34-48,
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In 1873, when the Dominion inereased the provincial
debt allowances of 1867, Nova Scotia insisted that this increase
should apply to the augmented sum of the Act of 1869, After
a series of resolutions presented by order of the provincial

legislature, the Dominion acquiesced and the increase - was
(13)
allowed. Instead of $1,345,000, Nova Scotia received an allow-
(14)
ance of $1,545,000.

In January of 1877, the year in which the Nova Scotia
special subsidy of $83,000 was to expire, the Provineial
Secretary, Hon P, C. Hill, submitted a plea to the Dominion
government for the continuance of the grant, He stated that
the situation in Nova Scotia was analogous to that which had
existed in 1869 when the grant was originally made, particu-
larly since provincial revenues had not increased but had ac-
tually diminiséégi The Dominion government referred this appeal
to its Finance Minister the Hon. Richard J. Cartwright, who
discovered that over one-half of Nova Scotia expenditures were
for roads and education, services met in thé other provinces
by local dircct taxation., He concluded that Nova Scotia could
pay its own way if it so desired, and therefore he recommended:

"In view of the enormous engagements to which the
Dominion of Canada is now committed and in view
of the inexpediency of disturbing the present
Tinancial arrangements of the several provinces,
the undersigned feels it his duty to recommend,
in the strongest manner possible, that no addition
be made to the fixed annual charges now existing
by a continuance of the sum asked for." (16)

In pursuance of this recommendation, the request of Novg Seotia

was refused, and the special grant expired July 1, 1877,

(13) Journal of the House of Agsembly of Nova Seotia,l874, :
pPp. 16-17; Dominion Sessional Papers, 1885, Vol.10,No.34 ,pp.102-3, "

(14) 36 Victoria, c¢,30, .

(15) Journal of the House of Assembly of Nova Scotia,1877,
Appendix No, 9, pp.l-4

(16) 1Ibid., p. 8
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This refusal did not deter Nova Seotia, for in
January, 1879, the Provincial Sceretary, the Hon. S.H.Holmes,
submitted a memorial to the Dominion government in which
various legislative resolutions were reproduced. He wrote
that despite the greatest economy re-
venues were insufficient, particularly as the two
major sources of recvenue, royalties on coal and the yield
of Crown lands, had greatly decreased in the past few
years. There had been doficits cach year since 1874;
that of 1877 was $26,000, while that of 1878 - tho year
after the cessation of the special grant - was $118,000,
This fact, he said, "proves in n moro convinc;ng manner
than any words can, thet the allowance of $83,000 granted
as additional subsidy to Nova Scotia for ten years should
not have been withdrawn last yeé%zz In answer to the
previous statement of the Dominion Finance Minister, that
Nova Scotia should pay flor roads and education by local
taxation, the Hon. Mr. Holmes claimed that Nova Scotia
raised more revenue per capita for education than Ontario,
Nova Scotia also made a bid for some portion of the Halifax
Award. Since Nova Seotia was a peninsula and possessed_
about one-half of the entire fishing industry of Canada,
the Provincial Secretary urged that the greater portion
of this award should bec assigned to Nova Scé%?ga '
Two memoranda dated Dgcember 29, 1879, and January 7,
1880, were prepared by the Dominion in reference to these
requests of Nova Scotia. TIn essence they pointed out that
an accurate estimate of the situation was impossible because

the Nova Scotia public accounts had been kept poorly, and that

(17) Dominion Scssional Papers, 1885, Vol. 10, No. 34, p,115.

(18) 1Ibid., pp. 107-122, and 126-129. (One minor contention was
settled in 1878. The Dominion had made a refund of $59,000 for
railway stores and supplics taken over at Confedcration, Nova
Sgotia's request for intercst on this sum was allowecd in 1879,

and $33,000 was paid over. 1In addition, several items outstanding
against Nova Scotia since 1867 were charged against the debt
allowance of Nova Sgotia,)
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there was no doubt but that if the provincial revenues were
"husbanded with greater frugality™ the apparent deficit would
in time disappear, The Dominion rejected the plea for re-
adjustment upon interesting grounds:

"But the question is not, after all, whether Nova

Scotila gets more or less than its sister Provinces,

It is an undoubted fact that with all said and done,

the Province will be barely able to pay its way,....

The question is one of granting better terms and if -

the principle is conceded in the case of Nova Scotia

it will have to be conceded all around,........," (19)
The Dominion realized that although Nova Scotia needed financial
aid, any alteration of terms with one province would create the
basis for never-ceasing demands on the part of all the provinces,
Evidently the Dominion intended to consider the terms, as
revised in 1869, final, no matter what situation might exist in
any province, In reference to the claim for a portion of the
Halifax Award, the Dominion government pointed out that fisheries
fell within the Dominion jurisdiction and the Award belonged to
the Dominion as a whole and not to the individual provinces,

During the years 1882-1886, the Province of Nova

Scotia deluged the Dominion with memoranda, memorials and
letters, which beseeched the Dominion for an increased subsidy
to relieve the financial distress of the Provincé?O) An epitome
of the various presentations with their arguments and claims may
be appropriate at this point:

"Nova Scotia contributed more in revenue to the federal

government than the other provinces; an error had been

made in 1869 for the Province should have been credited

with an increased debt allowance of $1,188,756 instead of

$1,186,756, (this difference plus interest should be added

to the credit of Nova Scotia); the Dominion should relieve

(19) Ibid, p. 139

(20) Ibid,, No,34a ., pp,1-16; Ibid, 1886, Vol,13, No,786
Pp.1-41,



the coal producecrs of the duties paid tc the Province;
the speeial allowancc of 1867-77 should be restored;
the Provinee had reduccd expenses to the lowest point,
but Aeficits constantly occurrcd; and a point had been
rcached where either a Dominion grant had to be secured or
more direct taxation had to be imposed, the latter being
decmed inexpedient because of the financial condition of the
Province. The Government of Nova Scotia complained that
the promise of the Hon. John A, Macdonald in 1868 that the
Donminion would 4o all in its power tc corrcet any injusticc
had not been fulfilled, for prior to federation Nova Scotia
had been in the best financial condition vhile cach of the
other provinces barely paid its way, vwhereas in 1884 the
situation was reversed. The Province argued that Dominion
taxation since Confederation had increased by at least 51%
and that the provinecial subsidy should have been incrcased
in the same ratio. This argument was of particular signi-
ficance; inasmuch as the provineial revenues in 1867 were
surrendered to the Dominion in return for an annual subsidy,
Nova Scotia expected that the same ratio between the subsidy
and the Dominion revenue would be continued, However, this
claim carriedmw weight with the Dominion. The Province
asserted that it had been treated unjustly when its claim
to part of the Halifax Avard had been denied.
One of the communications recapitulated the situation
in the following words:
"That an additional revenue had become an absolute
nccessity to this Province, and the only available means
of sccuring it is through the Federal Government, as our
people will not submit to dircet taxation for loeal
purposes, while they believe that if justice were done,

Nova Scotia would have ample means to provide for her
local works."(21)

(21) Journal of the House of Nova Scotia,1886,Appendix No,12
DeDe
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Although the Dominion refused. to také any action which would
provide Nova Scotia with an extra subsidy, the Province did
benefit from the revised debt allowances made by the Dominion
in 1884, At this time, the Dominion government revertéd the
increases of 1873 to 1867 and added the interest which would
have been paid during that period upon these sums. Nova Scotia
obtained an increased debt allowance of $800,000 which yielded ™

(22)
an extra annual sum of $40,000,

After conéistent refusal on the part of the Dominion to
make any adcditional grants to ova Scotia, the Provincial
Secretary, the Hon, W. 3. Fielding, wrote in July 1885 that if
some extra aid were not soon forthcoming serious consequences
would occur. During the legislative session of 1884 a resolution
had been introduced in the Nova Scotia Assembly to the effect
that if the Dominion denied a readjustment of financial terms
"it will then become the imperative duty of the government of
Nova Scotia to demand a repeal of the British North America Act,
1867, in so far as it felates to the Province of Ifova Scotia,
carrying the appeal for justice, or separatJ'.Otg9 if necessary,
to the British government for adjudication.“(ws) The government
of Nova Scotia did not wish to seek repeal until it had exhausted
all efforts to obtain relief from the Dominion, and therefore
secured the withdrawal of this resolution pending further
negotiations with the Dominion. The Provincial Secretary
warned the Dominion that unless same ?%2)were soon granted,

gsecession from the union would occur.

(22) 47 Victoria, c.4.

(23) Journal of the House of Nova Scotia, 1886, Appendix No.1l2,p.7.

(24) Ibid., pp. 1-14; Dominion Sessional Papers, 1886, Vol.l3,
No. 76, pp. 7-14.
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After an cxamination of all thesc protests and claims,
the Dominion government replied in the following velin:

There was no justice in the complaint of inequality, for
Nova Sc@tia had received subsidy increases from time to
time which had maintained the Province on an equal footing
with the other provinces; Nova Scotia contributed less
proportionately to the federal revenue than any other pro-
vince with the exception of Prince Edward Island; the
Province had only itself to blame for its small subsidy,
for if Nova Scotia had not made withdrawals from its debt
allowance it would receive $163,000 annually instead of
only $50,000; and Nova Scotia had received and was re-
ceiving morg than its share of the Haliféx Award in the
form of bounties to fishermen. The error of $2,000 made
in 1869 when the debt allowance had been increased was ro-
cognized and rectified by a Dominion Act in 1885; interest
of $3,400 on this sum was also awarded. The Dominion
could find no reason to justify further allowance, for if
Nova Scotia had not indulged in extra expenditures, it
would have had sufficient sums for local purposes and would

have ?Sg? in as strong a financial position as any other

provinece, The Dominion  Deputy Finance Minister, J. M,
Courtney, emphasizcd the crux of the problem in his
report to the Dominion government:

"T beg to point ous that throughout the whole of the
Documents submitted, whether in the original communicae
tion from the Provinecial Secretary, or whether in the
scparate addwesses from both branches of the Legislatire,
or whether in the subsequent correspondence, is this
inadmissible argument that because the province is
financially embarrassed the Dominion must come forward
and rescue it from the unfortunate position." (26)

(25) 1Ibid,, pp. 8-14.

(26) Ibid., p. 9.
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Although discouraged by these refusals, the Province
submitted several more resolutions to the Dominion in 1886,

The Provincial governmeont reviewed the whole situation and
threatened to withdraw, along with the other Maritime Provinces,
from the federation. If the latter action were found to be
impossible., Nova Scotia asserted it would ask the Imperial
Government to reinstate 1t as a Colony of Great Brita§§?) When
the Dominion made no effort to satisfy Nova Séotia, the govern=-
ment of the Proviunce, under the Hon, W,S,Fielding, secured
iezislative e2pproval of secession resolutions which provided
for withdrawal from the union if supported by the peoplc at the
proposcd election. The rcsults of the election held in June,
1886, overwhelmingly indicated approval of secession. However,
action was postponed and in a subsequent election for the Dominion
Parliament held in February, 1887, the opponents of secession
werce returncd to power, Undoubtedly, the government had hoped
that a threat to secede would force the Dominion to grant

aid, but the strategy had been unsuccessful.

The debacle of the secession movement stilled the
efforts of Nova Scotia to ohtain special aid from the Dominion.
However, the government of the Province took an active part
in the first Provincizl Conference which convened in Quebec
on October 20, 1887, and which was summoned by the Premier of
‘Quebec to consider the subject of provincial autonomy and
federal subsidies, Represcntatives from Nova Scotia participated
in the sessions only after there had been included in the
minutes a statement that the rights of the Nova Scotia Legis-
lature, government or pecople to take any action necessary to
fulfil a resolution reccntly passed in Nova Scotia for with-

drawal from the Dominion were in no menner prcjudiced through

association with the Conference. Nova Scotia gave full support

(27) Journal of the House of Nova Scotia, 1886 ,Appendix No.l2a,
pp e 1“5 ]
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to a series of resolutions which urged the Dominion to treble
the allowances for government and legislatures, and to revise
the per capita subsidy so that 80 cents would be paid on a
population up to 2,500,000 and 60 cents on any population in
excess of that figure. Thewe resolutions were not accepted
by the Dominion,

During the period 1887 to 1901, Nova Scotia dropped
all claims upon the Dominion except one which concerned pro-
vincial subsidies paid to private contractors for the con-
struction of the Eastern Extension Railway which had been sold
to the Dominion in 1884.(28) After persistent entreaties for
consideration, the Dominion submitted the claim to arbitration.
The Board brought in an award not only for the $612,000 paid
in subsidies, but also for 360,000 to oover a payment to con-
tractors for the settlement of a suit against the Province.

This wes a welcome award, but, of course, it added nothing to
the annuval income of the Province., However, the reyenues

of the Province expanded extensively in the late 90's and
early 1900's, due in a large measure to the development of the
coal industry.

Nova Scotia received further aid through the general
revision of the subsidy system in 1907. A second Provincial
Conference had been called in 1902; this body approved the
resolutions of the earlier assembly. Although the Dominion
government recognized that the provinces were badly in need
of increased subsidies nothing was done until after the creation
in 1905 of Alberta and Saskatchewan with subsidy terms above the
earlier level. Then a Dominion-Provincial Conference was convened
by the Dominion government. The resolutions of the Conferences of
1887 and 1902 were reaffirmed and the Dominion secured an amend-
ment of the British North America Act to put these provisions

into effect. A finality clause was included in the schedule of

128)" In 18688, Nova Scotia obtained a refund of $72,000 from the
Dominion for expenditures upon piers and wharves which were de-

clared to fall within Dominion jurisdiction by Holman v, Green,

6 S.C.R., 707 (1882).
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the bill With the intent that no future subsidy rovisions would
be made. The Nova Scotia subsidy was increased by 36.4%; this

included $130,000 for government and the logislature and
468,000 onaccount of its population which had rcached the
400,000 limit before {22{,

Another Provincial Conferecnce was held in 1913, Nova
Scotia was anxious to secure an increased subsidy and supported
the proposal that the Dominion set aside 10% éf the annual
customs and excise collections for distribution among the
provinccs., No immediate action by the Dominion rcesulted and
the costs of ?he World War soon made incrcascd subsidies an
impossibility.

Althoush Nova Scotia did not secure any subsidy
revisions during the period 1908 to 1927, it obtaincd the bene-
fits of the conditional.subsidies established by the quinion
to aid the development of specific provincial scrvices. The
first of these subsidies - for agricultural instruction - began
in 1912; then followed:  employment offices, 1918; highways,1919;
technieal cducation, 1919; venereal diseéses, 1919; and old
age pensions, ggg;. All of these subsidics, except that for
agricultural instruction, required expenditures by Nova Secotia
upon thesc services - in general, it had to provide a sum equal
to the amount received from the Dominion. The Table on the
following page indicates the sums received by Nova Scotia, the
Years aid was accepted or available, and the total payment under
each serviec up to March 31, 1937,

The cconomic difficulties which impoverished the
Maritime Provinces after the World War gave rise to another
movement for "Better Toerms", This culminated in the appointment

by the Dominion of the Dunecan Commission in 1926 to inquirc into

(29) 6-7 Edward 7, c.ll.

(30) An Act of 1931 for vocational education never became
operative, '
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the complaints of the provinces. The government of Nova Scotia

took a leading part in the presentation of arguments before

this body. A brief resume of the important grievances follows:
the customs and excise duties surrendered to the Dominion
in 1867 had yielded the federal government a constantly
increasing revenue, while no general revision of the
subsidy had been made until 1907 and even that adjustment
had not restored the relationship befween subsidies and
Dominion revenue which had existed in 1867, Since 1907,
this relationship had grown less satisfactory to the
provinces because Dominion revenues continued to grow,
In contrast to this growth, the subsidies had decreased in
actual value due to the falling value of money and the
increased cost of government. The growth of population
in the Maritimes had been very slight, and since actual
provincial expenditures were not proportionate to popula-
tion, the subsidies were much too small. The efforts to
take advantage of Dominion sub¥entions which required
that the provinces match Dominion contributions had re-
sulted in expenditures beyond the means of the Maritime
Provinces. Provinecial revenue from taxation had been very
limited because there were no large businesses to tax and
because the Dominion had invaded the field of direct taxa-
tion granted to the provinces under the terms of the
British North America Act, 1867, Shipping by way of the
eastern ports had greatly decreased because the railway
freight costs from the industrial interior of Canada were
so high that it was advantageous for manufacturers to ship
all the way by water, or by rail through the United States, -
The debt allowances to the Prairie Provinces had been
given gratuitously, whereas those of the Maritime Provinces
had been in exchange for assets turned over to the Dominion.

The public land about to be surrendered to the western
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provinces and the land already granted to Ontario

and Quebec had been purchased with Dominion revenue contri-

buted in part by the Maritimes, but no land or compen-

sation had been awarded the Maritimes. A similar

objection was raised in reference to the water power

rights along the St. Lawrence River, which, although

developed by the Dominion, had been turned over to

Ontario and Quebec., The major argument was based upon

the financial and economic condition of the Maritimes -

they had not prospered under Confederation as had the

other provinces. Therefore, the Dominion was liable

for aid which would bring them at least balanced budgeté?l)

After protracted study, the Commission decided that the
financial troubles of the Maritimes were due to their geo-
graphieal isolation and the trend of centralization in industry,
and not to the fault of Confederation or of the Dominion., Never-
theless, special aid was warranted to provide these provinces
with a measure of prosperity. The Board indicated that the
claims concerning the public land and debt allowances were real
grievances., The Commission recommended the appointment of a body
to revise the subsidies of the Maritimes and, in the meantime,
it proposed interim payments to the three provinces - for Nova
Scotia, $875,000. This sum was paid annually by the Dominion
from 1927 to 19%2?)
No action for a study of the Maritime subsidies occurred

until September, 1934 when the Dominion appointed the White
Commission, composed of the Hon. Sir Thomas White, Mr.

Justice Mathieson, and Edward Walter Nesbitt. Two months

(31) Report of the Royal Commission on Maritime Claims, Ottawa,
1927, pp. 9-19.

(32) In addition, the Commission suggested a 20% reduction of
freight rate to the Maritimes; this revision was implemcnted by
the Dominion Parliament in 1927. There were -other recommendations
which were not concerned with the subsidy relationshipe.
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earlier, Nova Scotia had instituted an inquiry into its
economic condition (the Jones Commission). Inasmuch as the
general claims of the Maritimes were similar to those presented
in 1926, it s unneceséary to oxamine them. However, attention
should be called to the fact that the provinces relied heavily
upon an appeal based upon fiscal nced.

The White Commission acknowledged that the Maritimes
were in an unusual situation because of their smaller wcalth
and area, stationary population, heavy per capita over-head
expenscs, isolated economic position, and lack of benefit from
- Confedcration, The Report rejected the plea of fiscal need as
a basic claim though Mr. Justice Mathiesoh dissented from this
conclusion. The Board did not accept the arguments bascd upon
debt allowances and non-addition of territory as outright in-
stances of inequality, but thesc claims were given consideration
in the final recommendation. ZExtra subsidies were proposqd for
the Maritimes, that for Nova Scotia being $1,300,000. Mr.
Justice Mathieson held that the proposed subsidies were too
small to provide permanent reﬁfz%. Although the additional annual
subsidy was accepted, Nova Scotia is not convined& that its claims
have received adequate compensation., Almost all of the com-
plaints remain active issues.

There remains one other subsidy relationship between
the Dominion and Nova Scotie. During the depression of the 1920¢s,
the Dominion undertook to bear a portion of municipal relief
costs. Municipalities in Nova Scotia received the followiné

payments directly from the Dominion:

1920-21 $ 831
1921-22 1,955
1922-23 1,235
1926-27 6,720

Total $10,741

(33) Report of the Royal Commission on the Financial Arrange-
ments between the Dominion and the Maritime Provinces, Ottawa,
1985, pp.2-14,
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The depression which began in 1929 brought to the fore again
the problem of unemployment relief, The Dominion came to the
aid of municipalities by establishing relief grants, this

time makiné all payments through the provinces. Thus, a new
subsidy relationship was established betwzen the Dominion and

the provinces. Nova Scotia obtained the following relief grants:

1930-31 # 62,000
1931-32 904,000
1932-33 1,381,000
1933-34 1,072,000
1934 -35 802,000
1935-36 1,345,000
1936-37 1,139,000

Total 4 6,705,000

Under the present financial terms, Nova Scotia rececives
the following subsidiecs:

Population subsidy &% 410,000 (34)
Interest on debt

subsidy 53,000

Grant for government 190,000
Thite Award 1,300,000
Total 1,953,000

The subsidy payments obtained from the Dominion by Nova Scotia

to March 31, 1937, aggregate $46.411,000; this sum does not
(35)
include conditional subsidies of $8,126,000 and rclief payments
(36)
of $6,705,000. The grand total of all subsidics as of that

date is $61,242,000,

(34) The population subsidy increased as follows:

1881 $46,000
1891 10,000
1907 48,000
1911 26,000
1921 25,000
1951 : 9,000 (reduction).

(35) This total does not include $22,000 for payments made by
the Dominion to municipalities for the co-ordination of labor
offices.

(36) This total does not include $11,000 paid by the Dominion
to municipalities during 1920-23% and 1926-7.
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Chapter III. The Subsidy Relationship between

New Brunswick and the Dominion.

When New Brunswick joined with Nova Scotia,
Upper and Lower Canada to establish the Dominion of Canada,
it had to be assigned a definite revenue so that it might
be enabled to meet its governmental expenditures. Almost
kpe entire revenuc of the Province was to be obtained from
the Dominion - throughltho regular subsidies cestablished for
all the provinces, plus an extra grant. New Brunswick was
assigned the following: ,
1. A population subsidy of $202,000 calculated at
80 cents per head on the population of 1861 (252,000)
with revision every ten years until the population
reached 400,000; . _

2. A debt allowance of $7,000,000 upon which
interest would be paid after deduction of the
provincial debt assumed by the Dominion;

3. A grant for government of $50,000;

4, A special subsidy of $63,000 for a period of
ten years, during which taxation was to be
developed to replace the extra allowance or
expenditures curtailed.

The Dominion payment to New Brunswick during the first year
of Confederation totalled $515,OOO.(1)

When Novg Scotia was awarded a special subsidy for
ten years in 1869, thec pcople of New Brunswick became dis-
satisfied with their terms. In 1871, thec government of New
Brunswick dispatched a delegation to Ottawa for the pre-
sentation of a memorandum containing claims for better terms.

It was argued that if Nova Scotia required an additional

(1) This sum did not include any interest on the debt
allowanee because the balance in favour of the Province had
not been calculatecd at that datec.
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subsidy one year after Confederation, not only should New
Brunswick receive further aid, but also the special subsidy
of $63,000 should not be discontinued at the end of the ten-
year period. If Nova Scotia obtained $85,000 as a special
grant, New Brunswick should receive more than $63,000, for the
provinces were to be in a position of parity within the Con-
federation. There was no need for Nova Scotia having an allowance
for government of $10,000 more per year than New Brunswick,
for the former was smallcr and had the same type of administration.
An increased subsidy was imperative because New Brunswick was
unable to meet necessary local expenditures from its revenue,
If New Brunswick had remained outside the Union and raised its
tériff to the rates levied by the Dominion, the revenue yielded
would be more than enough to meet all expenses., Upon this
argument alone, a larger share of the Dominion customs receipts
was demanded. The debt allowance of New Brunswick was unjust
because it was based upon the population of the Province,
whereas New Brunswick had relinquished to the Dominion public
works on which it had spent large sums and for which it received
no credit. In addition, the population subsidy was unfair to
New Brunswick because Ontario and Quebec obtained an allowance
based upon populations of over 1,000,000, whereas the largest
population upon which New Brunswick could receive a subsidy
was limited by the British North America Act to 400,000 persons.
he Memorandum concluded with the following asse¢rtion:
"They humbly submit that Ontario has attained
under Confederation a revenue unequalled by that on any
previous year in her history, and is accumulating millions
of dollars for local development and interest improvement;
that Quebec¢ is yearly and substantially harvesting the ripe
fruits of the general Union; that Nova Scotia has received
terms far in advance of and more advantageous than those
conceded to her by the Act of Union, and accepted by her
Legislature when the compact was sealed; that Manitoba has
secured a local constituion and Gcvernment property less
burdensome and more remunerative than New Brunswick has
received; that Newfoundland and Prince Edward Island will
occupy a similar state with Manitoba in this respect, or
have none of the agreement; while the covenant entered into
: with British Columbia, financially and constitutionally,
} is such as the most sanguine New Brunswicker could ever have

expected or demanded for his Province, New Brunswick stands
conspicuously and severely 8lone......." (2)

(2) Dominion Sessional Papers, 1885, Vol. 10, No.34,pp.201-202,
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Although the Dominion acknowlcdged thc rcceipt of this
petition, no reply was ever given to the precscntations and
New Brunswick rccoived no additional Dominion aid.

In 1872, New Brunswick sent anothcr delegation to
press a demand upon the Dominion for an enlargcd annual grante.
In addition to the eforemcntioncd gricvances, thec Province
olaimod'damage from the lax and inefficient administration of
the Dominion immigration officers who permitted diseased
immigrants to intermingle with the populace and spread illnesse.
New Brunswick pointed out that the publiec works turned over
to the Dominion yielded larger and larger sums(S%hile the provincial
subsidy continued at the same ratc, The Provincc requested that
the Dominion take over the administration of public health,
railways and penitentiarics; that the debt allowance ©2 placcd
at $8,000,000 with interest at 6% from July, 1867; that the
400,000 limit of thc per capita subsidy be removed; that the
special grant of $63,000 be made pcrmancnt, and that the subsidy

(4)
for govermment bc placed on a parity with that of Nova Scotia.

(3) The most important asset of New Brunswick turned over to

the Dominion at Confedecration was the "European and North American
Railway" on which advances amounting to $4,761,979.30 had been
made by the provincial treasurer as of Junc 30th, 1867, Operation
figures of this railway for cight years prior to Confederation
show operating surpluses as follows: (year endcd October 31 in
each case): 1859, $23,181; 1860, $41A885; 1861, $36,443;

1862, $20,006; 1863, $41,738; 1864, $41,427; 1865, $38,502;

1866, $51,760; 1867 (8 mos. to Junec 30) $18,691. In only one

year (1866) did this railway carn as much as one per cent of the
capital employed. When operating surplus was applied against
interest at 6 per cent (not compoundecd on deficits) the annual
deficit in this period ranged from $102,841 (in 1859) to

$253,361 (in 1862).

(4) Dominion Sessional Papers, 1885. Vol. 10, No. 34, pp. 152-170
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As in the previous year, thc Dominion took no action to fulfil
these demands.,

Although nc definite action was takcn upon these
claims by the Dominion, the Province was awarded an extra
subsidy in 1873. Thec portions of the Washington Treaty (1873)
which applied to the United States and Canada madc prqvision
for the abolition of dutics upon the export of lumber, New
Brunswick had been entitled under the Act of 1867 to continue the
export duties on lumber it then lcviod.(S%hcrcfore, when this
duty was eliminated, the Dominion deemcd it equitable to com-
pensate the Province for the loss of revenue., At the same time,
the Dominion took adventage of this opportunity to provide New
Brunswick with badly necded extra income. Accordingly, an annual
subsidy of $150,000 was instituted in 1873, thq loss in revenue
from the lumber duties being approximated 370,008?) In the same
year, New Brunswick reccived an additional debt allowancc of
#1,180,000. This increase resulted from the assumption of the
excess debt of Ontaric and Quebec by the Dominion when all
provincial allowances were raised proportiona£21y.

Despite these additional grants, New Brunswick con-
tinued to press various claims upon thc Dominion during the
years immediately aftcr 1873, particularly for an additional
subsidy and the continuance of the special grant of $63,000,.
However, the Dominisn remained immovable. In 1877, when the latter
was due to expire the Province sent a delegation to Ottawa to
urge that it be continued. The delegates assertecd that Ncw
Brunswick was in a worse financial condition than it had becn in
1867. The Province madc the request for an extra subsidy because
it believed that the Dominion Parliament had reccognized the
justice of special aid for the smaller provinccs through its

concessions to Manitoba, British Columbia, Princc Edward Island

i

ey

(5) B. N. A, Act, 1867, Sec. 124,

(6) 36 Victoria, c. 41.
(7) 36 Victoria, c. 30.
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anc¢ Nova Scotia=(zlgg the scctions on each of these provinces).
The Dominion Finance Minister, the Hon. Richard J. Cartwright,
submitted a réport upcn the New Brunswick subsidy to the Dominion
government on February 12, 1877. -Hc stated that to increasc the
subsidy of New Brunswick would compel the inhabitants of the
Province to pay more to the Dominion than they would receive in
the form of a subsidy snd that it would be less costly for the
people of the Province to raise the amount needed by direct
taxation. He revealed that New Brunswick spent $365,000 of its
$500,000 annual expenditure upon roads and cducation, services
which Ontario and Quebec supported entirely by local taxation.
He .concluded:

"In view of the enormous engagements to which the

Dominion of Canada i now committed, and in view of

the inexpedience of destroying the present financial

arrangements Jf thg several Provineces, the undersigned

feels it his duty to recommend in the strongest manner

possible, that no addition be made to the fixed annual (8)

charges now cxisting by a continuance of the sums asked for."”
On the following day, thc Dominion government adopted this
report and the special subSidy expired in July ~f that year.
It is of interest to note th@f the special grants to both
Néva Scotia and New Brunswick werec terminated for the same
reason: the Dominion éid not desire to upset the existing
financial arrangemcntse.

When the Dominion received its sharc of the Halifax

Award in 1878, New Brunswick (with Nova Scotia) made a request
:for a portion of that sum because of its interest in the fishing
,coasts to which Amaricans were admitted. Thc Dominion refused

(9)
%o acknowledge the claim or distribute the award.

!

(8) Dominion Sessional Papers, 1885, Vol. 10, No. 34, p. 245.

(9) Ibid., 1879, Vol. 9, No. 73, p. 2.
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In the same year, Necw Brunswick began to press a new
claim upon the Dominion. Shortly after Confecderation the Province
had sold to the Intercolonial Railway the Eastern Extension
Railway which it had built at a cost of $1,044,000 including sub=
sidies of $4OO,OOé%O)Tho sale price of the Intercolonial was 24,000
2 mile (the proposcd cost per mile of the Intercolonial) or a
total of $894,000, Necw Brunswick, thorofore, had rcceived $150,000
less than it had spcnt and it claimed that the Dominion should
pay this sum. After prolongecd ncgotiations, the Dominion agrecd
to rcimburse the Province and the $150,000 was turncd over in 1884,

In 1884, the Dominion government rcvcerted to 1867 the
increase in provincial dcbt allowancgs made in 1873. New Brunswick
obtained a further allowanece of $605,000, which provided an
additional énnual sum of over $30,000%l)

In 1885, New Brunswick raised a further claim con-
ccrning the Easteorn Extension Railway. The Province argued that
since in 1884 the provincial'dcbt allowances wcrec reverted to
1867 with interest, the $150,000, which should have becen added to
its debt allowance in 1869, at the timc thec sale of the
Eastern Extension occurred, should bear interest at 5% from 1869
with interest upon this interest. The claim was ignored for
many years, until finally, in 1900, it was submitted by the
Dominion to arbitration; the full demand of the Province was
approved. Therefore, the Dominion paid New Brunswick $276,000
as interest arrears on the $150,000 and as interest upon unpaid
interest. This payment did not add to the annual subsidy of
the Provincefla)

New Brunswick participated in the Provincial Conferences

of 1887 and 1902 which approved resolutions for increased provincial

subsidies. The Province also scnt representatives to the

(10) The Eastern Extension was not a necessary part of the Inter-
colonial for it was some miles longer than the surveyed route through
New Brunswick. In fact, Senford Fleming, the chief engineer in charge
of construction objected to the purchase of the Eastern Extension but
was overruled by the Dominion Railways Commission who made the pur-—
chase and set the sale price.

(11) 47 Victoria, c. 4.

(12) During the period 1885-1901, New Brunswick pressed other claims
upon the Dominion., Nearly all were repetitions of former presentations
and none were acceptede. '
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Conference of 1906 which prepared the way for the subsidy
revisions of 1907; however, New Brunswick made no particular claims
at any of these assemblies. The Act of 1907 placed the subsidy for
government upon a population basis and increased the limit of the
population subsidy. Only the former was of immediate benefit to
New Brunswick, for its population subsidy had not reached the
original limit. The subsidy for government was increased from
$50,000 to $180,000; this addition made an absolute incTeE?e in the
total subsidy receivable by New Brunswick of 30 per cent% New
Brunswick also attended the Provincial Conference of 1913 which
proposed further subsidy incregses in the form of a share of the
customs and excise collections. As a result of the Duncan Com-
mission's recommendation interim special grants of $600,000
annually were paid to New Brunswick from 1927 to 1935, The White
Commission in 1934 recommended that the sum should be raised to
$900,000 and this sum has been voted annually since, beginning
in the Dominion fiscal year 1935-36.

The amounts which New Brunswick has received in
respect to conditional subsidies sipce their institution in 1912
are shown in the accompanying table,

During various years in the 1920's, the Dominion bore
& share of municipal relief costs., Municipalities in New
Brunswick obtained $5,000 in 1922-23, After the beginning of
the depression of 1929, unemployment relief became a serious
problem. The Dominion again undertook to aid municipal costs,
but payments were made directly to the provinces for distri-
bution rather than to the municipalities as during the previous
period. Under this system, New Brunswick has received the
following relief grants from the Dominion:.

1930-31 $250,000

1931-32 745,000
1932-33 404,000
1933-34 606,000
1934~-35 442,000
1935-36 1,126,000
1936-37 910,000
Total Z, 483,000

(13) 6-7 Edward Yii; ¢, 1ls
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As of March 31, 1937, New Brunswick sccurcs tho

following annual subsidics:

Population subsidy $ 327,000.(14)
Interest on debt allowance 26,000
Grant for government 190,000 (15)
Lumbcr duty subsidy 150,000
Whitc award 900,000
Total 1,593,000

In all, New Brunswick had obtaincd (at thet datc) $52,339,000

from the(Do?inion; this represents $44,525,000 fr?m ?ubsidies,
16 , 17

$3,331,000 from conditional grants, and $4,483,000 from relicf

contributions.

s

(14) Since 1867, the population subsidy increascd as follows:
1871, $27,000; 1881, $29,000; 1891, $245 1901, $8,000;
1910, $17,000; 1921, $29,000 and 1931, $16,000,

(15) The grant for government was raised automatically in 1931
from $180,000 to $190,000.

{18) This total docs not include $43,000 paid by the Dominion
to municipalities for cmployment offices.

(17) This total does not include $5,000 paid by thc Dominion
to municipalities for uncmployment relicf in 1922-23.
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Chapter IV. The Subsidy Relationship between Quecbec

and the Dominion

The British North America Act made the following
financial provisions for Quecbec:

1. A fixed population subsidy of $889,000
determined at the rate of 80 cents per head
on the population of 1861 (1,110,600).

2. A debt allowance of $62,500,000 to be shared
by Ontario and Quebec - since the debt of the
0ld Province of Canada was morc than that
amount, these provinces would pay interest
at 5% to thec Dominion on the debt assumed by
the Dominion in cxcess of $62,500,000. The
proportion of excess intercst to be borne by
each province was to be detcrmined after
Confecderation by a Board of three arbitrators.

3. A grant for government of $70,000.

The first annual subsidy payment obtained by Quebec was
L ]
$913,000,

The amount of excess debt to be adjudicated was
finally referred to the arbitrators, Charles D. Day of Quecbec,
D. Macpherson of Ontario, and J. D. Gray, as Dominion reprc-
sentative, in July 1870. The Board had hardly begun to
function when Qucbce protested that Gray, the Dominion appointee,
who was supposcd to bc neither a resident of Ontario or Quebec,
was disqualified because he had lived for over a year in
Ontario. Shortly thercafter, Day resigned as the Quecbec
nominee because he was convinced that the basis of division
proposed by the other arbitrators would bec unjust to Quebec.
He explained his resignation in these words:

"T do so with rcgret but I am satisfied from the
broad and unconceivable differences of opinion which
exist between my collcagues and myself. on points
of essential importance, that I cannot hope to be of
further scrvice in the business of arbitration, The
course which they propose appears to me nececssarily
to lead to great injustice, and is so entirely con-
trary to my conviction of what the public intcrest

requires that I cannot concur or conscnt to take part
tn it." (1)

(1) Dominion Sessional Papers, 1871, Vol. 5, No. 21, p.l.
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Thereupon, the government of Quebece asked that the Board
suspend hearing until another rcpresentative be appointed.
However, the Dominion took no action to fulfil this request.

The two rcmeining commissioncrs rendercd an
award in September, 1870: They determincd that the surplus
debt should be divided in thc ratio in which the original
debt had been incurred for the benefit of cach province - 52.8%
for Ontario and 47.2% for Quecbec: inasmuch as the surplus debt
was $1Q,400,000, Ontario'é share was $5,500,000 and Quecbec's
$4,900,000. In its argument beforc the arbitrators, Quebec
héd urged that thc dcbt incurred during the period in which the
pfovinces were united (1841-67) should bc divided equally,
whereas the previous debt of cach province should rcvert to
that province. Upon this basis, Ontario would have assumed
$8,200,000 of the excess and Quebece $2,200,000,but the Board
refused to accept this proposal.

As soon as the award was announccd, thc Quebec legis-
lature resolved that the determination was "unjust, illegel, null
and void" b¢cause the decisidn had been made by only two
arbitrators, onc of whom was disqualifiodEZ)Ontario expressed
satisfaction with the proposcd distribution. With these two
provinces at cross-purposes, the Dominion government was placed
'in a delicate situation; an opinion as to the possibilities of
enforcement was rcquested from the Minister of Justice, Sir John
A. Macdonald. He concluded that the Dominion had no authority
to intervene and if either province wished to enforce or rcsist
the award resort should be had to the courts, with a final
appeal to the Judicial Committee of the Privy Council, While
the legality of thc award was pending in the courts, members

of the House of Commons from Qucbec proposcd in 1871 that the

(2) An important undcrlying causc of Quebec's opposition can be
traced to the fact that the intcrest payment of $250,000 could
not be raised without additional taxation or rcduced eoxpendi-
tures; Ontario at this time had an abundance of revcnue.
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Dominion assume thc cxcess dcbt of Ontario and Qucbhec.
Although this proposcl was dcfecated on the ground that the

matter was sub judicc, a similar motion in 1873 rcccived the

support of the government. The Dominion concluded that the easiest
escape from thc dilemma was to increasec thc debt allowances
of Ontario and Qucbece by the amount of the cxcéss debt and
thus eliminate the nccessity for a division. This action was
taken by the Dominion Parlisment in 1873, and to preserve
cquality within the Union, the debt allowances of the other
provinces wecrec incrcascd proportionaté%%.

Quebec was in none too strong a financial condition during
the early years of Confedecration. During the pcriod 1874-823,
Quebec borrowed over $15,000,000 for expenditurec upon railways,
thereby increasing its interest charges. The condition of the
Province grew worse and it finally turned to the Dominion for
aid, In March, 1883, the Provincc submittcd a pctition to the
Dominion governmcnt stating that Quebec did not dispute the
fact that the terms of 1867 Woro'to have been final, but that
these provisions had becn basecd upon thc belicf that subsidies
wouldibc sufficicnt to meet local cxpenditures. Expcrience had
shown that a portion of the cxpenscs imposed upon the provinces
was uncontrollable and increased as rapidly as the population;
among items of this typec were the administration of justice and
the maintenance of lunatic asylums. Quebce mede the humble
prayer to the Dominion that "thec provisions of the British
North Amcrica Act, 1867, be amended, so that thc annual subsidy
paid to this Province by thc Dominion government be calculated
for each decade, according to the necw consus"£4)Thus, indircctly,
Quebec urged that the restriction upon the population limit be

~ (5)
removed, The Dominion todkno action upon this proposal,

(3) 36 Victoria, c. 30.
(4) Dominion Sessional Papers, 1885, Vol. 10, No, 34, p. 579.

(5) Ibid., pp. 557-586; Ibid., 1885, Vol. 12 No. 94, pp. 1. ff;
Ibld., 1884, Vol. ll S No. 70, pp. N (A o o
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In addition, the Province raised a protest against the
federal railway policy which had subsidized the Canada Central
Railway at the rate of $12,000 a mile for the line between
Lake Nipissing and Pembroke on the grounds that it was of national
importance. Quebec insisted that the Quebec, Montreal, Ottawa
and Occidental Railway, which had been built by Quebec and sold
to private companies, was also of national importance and should
have been subsidized. At the same time, Quebec insisted that )
the 1873 settlement of the debt allowances had been incomplete,

The revision should have been made as of 1867, and the sum

charged on interest to the provinces during the period 1867-1873
should be restored, The Dominion paid@ no attention to these claims
and arguments at the timef6)

In 1884, a delegation from Quebec visited Ottawa to
press these claims upon the Dominion. At first the Dominion govern-
ment was recalcitrant but eventually it yielded. The Province was
allowed a credit of $2,400,000 for railway subsidies, at the
rate of $12,000 for the 120 miles between Montreal and Ottawa,
and $6,000 a mile for the 159 miles between Montreal and Quebecf7)
At the same time, the Dominion restored the sums deducted from
the Ontario and Quebec subsidies for interest on the excess debt
from 1867 to 1873; in addition, interest was allowed upon these
sums. A total of $5,400,000 was to be divided between Ontario
and Quebec upon the ratio determined in 1870 for the surplus debt
Quebec obtaining an addition of $2,500,000 to her &ebt allowancé?
Although Quebec received interest upon this sum until 1888, con-
troversy arose between the two provinces and the Dominion concerning
various claims to be included and the method of calculating the in-
terest due. In 1890, an agreement was concluded between the Dominion

and the two provinces for the reference of these questions to three

arbitrators. By 1894, these contentions were adjudicated, and

(6) Ibid., 1885, Vol. 10, No,34, pp.557 ff., and Vol, 12, No.94,
pp. 1 ff,

(7) 47 Victoria, c. 8,

(8) 47 Victoria, c. 4,
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thce same intercst payments werc begun again.

In 1885, the Qucbec government repeatcd its complaint
that increases of population werec producing grcater costs of
government without corrcspondingly increascd subsidics. It
suggested a revision of the population subsidy cvery ten years
and thercby the abolition of the limit bascd upon the popdlation
of 186{?) The Dominion, however, refused to take any action on
this request.

Therecupon, in 1887, thc Hon. Honors Mercier, the Premier
of Quebee, called a conference of provincial representatives to
Ciscuss: 1, provincial autonomy, and 2., federal subsidies. An
effort was to be made to check the growth of strong central
government and to remedy the inadequate and unjust finsgincial
arrangements of 1867. Although all the provinecs did not partici-
pate, the Confercncc drafted a plan for constitutional and
financial reform. The demand for incrcascd subsidics was based
upon the argument that the provinces were in nced and the
Dominion revenues wcre expanding while subsidy payments laggcd.

It was suggested that the per capite subsidy be paid at 80 cents per
head on a population up to 2,500,000, and therecafter at 60 cents;
the grants for government were to vary according to the population

es follows:

Population : Grant
Under 150,000 $ 100,000
From 150,000 to 200,000 150,000

" 200,000 to 400,000 180,000

* 400,000 to 800,000 190,000

" 800,000 to1500,000 220,000
Over 1,500,000 240,000

The Conference proposed that these revisions bec approved by the
Dominion Parliament and be cnacted by the Imperial Parliament
"in a final and unalterable form as an amendment to the British

North America Act, 1867, Although thcse recommendations were

(9) Dominion Sessional Papers, 1885, Vol. 10, No. 34b., pp. 1 ff.
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pressed upon the Dominion government it evinced no interest
in the proposal.

Although the revenues of Quebec were adequate in the
1890's, they were not abundant, and the demand for inereased
subsidies persisted. Premier Parent called another conference
in 1902. At this meeting, the resolutions of 1887 were again
approved, with the elimination of the finality clause. In addi-
tion a subsidy of 20 cents per head was urged to cover the cost
of administering justice in the provinces. At first the Dominion
government made no response to these proposals but in 1906,
after continued sgitation by Quebec and after the creation of the
provinces of Alberta and Saskatchewan, the Dominion convened a
conference to discuss the subsidy relationship. After several
days of discussion, the provinces approved the subsidy proposals
of the former conferences, with the subsidy for the cost of
administering Jjustice eliminated. The Dominion government
acquiesced in the recommendation and agreed to put them into
effect, the British Parliament being petitioned to amend the
British North America Act for this purpose. The alterations
made in 1907 raised the Quebec grant for government from $70,000
to $240,000 and the per capita subsidy from $900,000 to
$1,500,é%8{ The total subsidy payable to Quebec was increased
by 55.2%.

In 1912 by an Act of Parliament, the boundary of Quebea
was extended nérthward adding approximately 178,000 square
milgé%) In 1913, Quebec participated in a provincial conference
which proposed that the Dominion set aside 10% of the customs
and excise duties for the provinces - this sum was to be dis-

tributed as follows: government allowances to be increased by 50%,

(10) 6-7 Edward VII, c. 11.
(11) 2 George V, c. 45.
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the remainder to be allotted in the ratio of provincial popu-
lation. However, these proposals never received serious considera-
tion by the Dominion.

In 1912-1913, the Dominion instituted a new policy
when it began the payment of conditional subsidies. The payments
to Quebec are shown in the accompanying table.

In the 1920's the Dominion provided a share of municipal
relief costs. Various municipalities in Quebec received the
following sum directly from the Dominion: 1920-21, $6,200; 1921-22,
$%2,800; and 1922-23, $38,600 - a total of $77,600. The depression
which began in 1929 intensified the relief problem throughout the
Dominion. The federal government again assumed a share of
relief costs. However, the system of payment was altered and
grants were made directly to the provinces for distribution among
the municipalities. Thus, a new subsidy relationship was
inaugurated between the provinces and the Dominion. Quebec

has obtained the following relief grants:

1930-31 $ 319,000
1931-32 5,110,000
1932-33 5,849,000
1933-34 4,707,000
1934-35 11,401,000
1935-36 8,067,000
1936-37 10,017,000

45,470,000

As of 1937, Quebec obtains the following regular subsidy

payments from the Pominion:

' (12)
Population subsidy . $ 2,225,000
Interest on debt allowance 127,000
Grant for government 240,000
Total 2,592,000

Up to March 31, 1937, the total payments to Quebec from the

(12) After 1907, the population subsidy had automatic increases
every ten years as follows: 1911, $283,000; 1921, $287,000;
and 1931, $336,000,
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Dominion approximated $163,417,000, consisting of $104,684,000
(13)
from subsidi?s, $13,262,000 from conditional subsidies, and
(14
$45,471,000 from relief grants.

(13) This total does not include $59,800 paid by the Dominion to
the School of Comparative Medicine and Veterinary Science,

Montreal, for agricultural instruction.

(14) This total does not include $76,600 paid by the Dominion to
municipalities for unemployment relief in 1920-23.
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Chapter V., The Subsidy Relationship between Ontario

and the Dominion.

The British North America Act provided in reference
to Ontario:

1., A fixed subsidy of $1,117,000 calculated at
80 cents per head on the population of Upper
Canada in 1861 (1,396,091),

2. A joint debt allowance with Quebec of $62,500,000,
Since the existing debt of Upper and Lower Canada
exceeded this allowed sum, Ontario and Quebec
were to share interest at 5% on the surplus. The
proportion of interest to be borne by each
province was not designated in the British North
America Act, but was reserved for decision by
three arbitrators to be appointed after Confederation,

3. A grant for government of $80,000,

During the first year of Confederation, Ontario received
$675,364 from the Dominion. |

Ontario with its excellent system of local taxation,
together with the federal subsidy, was in a comfortable
financial position, and the Province did not need to approach
the Dominion for an increased subsidy. The only claim which
Ontario ever pressed upon the Dominion was in reference to
the payment of interest upon its share of excess debt which
the Dominion had assumed. The Finance Minister of the
Dominion, Hon. John Rose, decided that interest payments by
the provinces to the Dominion were payable in advance because,
by the terms of the British North America Act, subsidies and
interest on debt allowances were to be paid in advance to
the provinces, The Dominion government proceeded to deduct
the interest payment of Ontario from the federal subsidy six
months in advance., E. B. Wood, the Treasurer of Ontario,
protested, and insisted that interest was not due until it had
accrued. Ultimately, the controversy was submitted to the
Dominion Minister of Justice, Hon. J. A. Macdonald who, after
investigation, accepted the view of Ontario., Imn accordance

(1)
with this opinion, the Dominion revised its practice,

(1) Dominion Sessional Papers, 1869, Vol, 5, No.46, pp.46 ff,




~127-

In 1869, whcen the Dominion Parliamcnt instituted
better terms for Nova Scotia, mcmbers from Ontario sought to
prevent thcir cnactment because thd original tcrms were supposcd
to be final and unalterable. However, their action was dcfeated
by the government on thec grounds that the Dominion Parliament
had the authority to spend its revenue as it saw fit. Ncver-
theless, the efforts of Ontario did not cease for its legis-
lature addressed a Prayer to the Throne in December, 1869, with
the complaint that the new subsidy to Nova Scotia would
create the possibility of future demands upon the Dominion,
would engender sectional strife, and would endanger the
Canadian constitution. The address asserted that if a change in
the financial rclationship between the Dominion and Nova Scotia
. were necessary, it should entail a general revision for all
the provinces, In addition, Ontario requestecd that the British
Parliament enact a measure which would prohibit future revision
of the subsidy or subsidies by the Dominion Parliament., The
British government in rcply stated that it could not accede to
the Prayer because thec Law Officers of the Crown had cxpressed
the opinion that the Dominion Parliament had authority to pass
the statute increasing the subsidy to Nova Scotia. Thereupon,
Ontario pursued its opposition no furthergz)

In 1870, by the award of the arbitrators, Ontariowas assigned
$5,500,000 of the $10,400,000 cxcess debt. While this arrange-
ment was satisfactory to Ontario, objections from Qucbec
led to a settlement in anothcr fashion, the Dominion increasing
debt allowances sufficiently to absorb the excess debt (3%n 1884,
again at Quebeec's insistence, the interest deducted by the
Dominion from 1867 to 1873 and intcrest thcreupon was credited

(4)

to the provinces. The sum obtained by Ontario was $2,848,300.

(2) Ibid,, 1870, Vol. 5, No. 25, pp. 1 ff,
(3) 36 Victoria, c. 30.

(4) 47 Victoria, c. 4.
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Ontario took an interest in the Provincial Confercnces
of 1887, 1902, and 1906, During thc carlicst of thesc assem-
blies, the Ontario govcrnment advocated various constitutional
reforms, but it was only slightly concerned over the proposals
for better financial terms urged by the other provinces, However,
both types of proposals were incorporated in the final
resolutions of the Confercnce. Although Ontario was unable to
participate in the Conference of 1902, it submitted a memorandum
which expressed its views upon the subsidy system:

The increase in population had greatly increased the
revenue of the Dominion, but had merely added to the
expenses of Ontario because the population subsidy re-
mained stationary at the figure established in 1867; the
per capita subsidy should be readjusted every ten years,
and the 80 cents per head should be paid upon a population
of any size; and the allowance for government should be
set at $200,000 a year for a population of less than one
million and at $500,000 for a population over one million.
Although the Conference did not adopt these suggestions,
it reapproved the resolutions of the earlier Conference
for increased population and government subsidies,

During the meeting of the Dominion-Provincial Conference
of 1906, Ontario presented a memorial in reference to the
granting of subsidies. The Ontario government admitted that a
subéidy revision was necessary, but it urged that any change
made should be in the form of a permanent settlement which
would render periodic alterations unnecessary. The memorial
suggested that, inasmuch as the customs and excise revenues
were taken into account when the original subsidies were
determined, thc same factors should be considered in a new dis-
tribution. Attention was directed to the fact that in Australia
the states reccived three-fourths o? the‘customs and excise
collected by the federal govermment, whereas in Canada in 1905

only 8.5% of collections eventually reached the provinces.
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Ontario conceded that the smaller provinces werc in need of
extra allowances, but it urged that no special grants should

be made in the future to any province. The gencral revision
which was finally agreed upon by the provinces and the Dominion
included a finality clause. Thc Act of 1907 increased the Ontario
2llowance for government from $80,000 to $240,000 and the
population subsidy from $1,100,000 to $1,700,000. with pro-
vision for readjustmcnt according to the population every ten
years.(s)Thesc sums augmented the total subsidy payable to
Ontario by 58.%.

In 1912, thc Dominion Parliament cnlarged the area
of Ontario by approximately 146,400 squarc miles; this cx-
tension of the boundaries was northward and westward and included
a part of the Northwest Torritoryo(6)

Another Provincial Confcrence convencd in 1913, and
Ontario took & prominent part in thc drafting of a suggestion
that the Dominion surrcnder 10% of its annual customs and
excise collections to thc provinces on the following principle -
grants for governmcnt to be increascd by 50% and the remainder
to be allotted to the provinces ona population basis.

In 1912-13, the Dominion began to make conditional
subsidy payments to the provinces for various services. The
amounts paid to Ontario are classified in thc table at the
end of this section,

During the immediate post-war depression municipalities
in Ontario received the following uncmployment relief grants.
directly from the Dominion: 1920-21, $173,000; 1921-22, $162,0003
1922-23, $520,000; 1923-24, $1,300; and 1026-27, $45,000 - a
total of $901,300. The depression boginniﬁg in 1929 produced
another relief problem. The Dominion again assumcd a share
of relief eosts, but payments werc madc dircctly to provinces
for distrbution among municipalitics. Thus, a further subsidy

relationship was instituted betwecn the provinces and the

(5) 6-7 Edward ViL, c. 11.
(6) 2 George V, c. 40
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Dominion. Ontario reccived the following relicf grants:

1930-31 $ 1,218,000

1931-32 9,351,000
1932-33 9,514,000
1933-34 11,987,000
1934-35 15,562,000
1935-36 15,530,000
1936-37 14,796,000

Total $77,959,000

As of 1936-37, Ontario obtained the following
regular subsidics:

(7)

Population subsidy $2,559,000
Interest on debt allowance 142,000
Grant for government 240,000

Total $2,941,000

Dominion payments to Ontario from 1867 to 1937 total

$267,932,009; this includes subsidy paymcntf ?f $125,469,365,
8

conditional subsidy allowances of $63,601,808, and relief

(9)
grants of $78,860,836,

(7) Since the revision of 1907, the population subsidy has
received the following augmentations: 1911, $268,000; 1921, $246,000;
and 1931, $299,000.

(8) This total does not include $160,000 paid to Ontario
Veterinary College for agriculture instruction.

(9) This total does not inelude $900,000 paid by the Dominion
to municipalitics during 1920-24 and 1926-27,
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Chapter VI. The Subsidy Relationship between Manitoba

and the Dominion

The Red River Rebellion of 1869-70 culminated in the
organization of Manitoba as a Province of the Dominion in 1870.
The terms under which Manitoba Joined the Confederation were
hurriedly drafted and lacked adequate provision for growth and
development, as subsequent experience conclusively proved. The
creation of Manitoba was premature, for it was not yet sufficiently
settled and developed to support the various expenditures which
a province is called upon to make.

The new province - the first added to the Dominion -
was admitted under terms set forth in the Manitoba Act, 1870£l)
Although the provisions of the British North America Act, 1867,
were made applicable to Manitoba, there were various financisal
arrangements which had to receive specific attention: l. a
population subsidy; 2. a debt ‘allowance; and 3. a grant for the
support of government. The population of the Province was assumed
to be 17,000 for the computation of the population subsidy and
the debt allowance. Manitoba was to receive an annual subsidy at
80 cents per capita until its population reached 400,000. The
debt allowance was to be calculated at the per capita rate of
$27.77 -~ the figure upon which the debt allowances of Nova Scotia
and New Brunswick were based. Inasmuch as there was no existing
debt to be assumed by the Dominion, Manitoba secured o total debt
allowance of $472,000 upon which interest at 5% was to be paid by
the Dominion. These terms afforded Manitoba the following annual

grants: -

(1) 33 Victaria, c.3.

(2) The population of Manitoba in 1870 is thought to have comprised
about 1,600 whites and 9,850 half-breeds. No exact count appears
to be in existence. The official census figure for 1871,

including Indians, is 25,228. However, it would appear that in
estimating the Indian population of Manitoba in 1871, the census
branch is employing the ares which the province now covers,

rather then that which it covered in 1871 (less than 6% of the
present area),
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Subsidy...’.......‘..... $13’6OOOOO
Debt AllOWﬂl’lOe........oc 25,600000
Grant for Governmehteese 30,000,00

TOTAL —&7,200.00

The terms of admittance also authorized the continuance without
inecrease of the customs duties of Rupert's Land during the
succeeding three-year period, but these receipts were to become
a part of the general revenue of the Dominioh.

In addition to the above arrangements, the Manitoba
Act decreed that all unalienated public land in the Province
should be reteined by the Dominion. Three reasons can be
ascribed for this action: 1. the Dominion government needed
land to compensate the builders of the contemplated
Transcontinental Railway; 2. the Dominion could more readily
undertake the sale of land to provide the E300,000 which the
Hudson's Bay Company was to be paid for the surrender of this
area to Canadea; 3. the Free Homestead policy of the United
States made it imporative that & similar system be employed in
the new province so that settlers might be attracted, and such
a policy was dependent upon Dominion control becsuse a provincial
government might be reluctant to establish free land grants.
Dominion administration of Manitoba public land introduced a new
prineiple in the Dominion-provincial relationship because under
the Act of Confederation the original provinces retained
possession of their public land. This differentiation or ine-
quality of terms established the basis for a controversy between
the Dominion and Manitoba which persisted until 1930 when the
land was returned to the Province.

Manitoba had hardly been created before financial
difficulties made their appearance. In the first year of its
existence - 1871 - the Province spent $95,000 while its revenue
totalled only $70,000 of which $67,000 came from the Dominion.
The Province was able to produce only a small revenue because its
sources of income were confinecd solely to marriage fees, law

fees, and licences for the sale of liquer and with such a small
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population these sources could not be luerative. The persistent
deficits which accompanied the early years of the Province's
history were due chiefly to the failure of the framers of the
Manitoba Aet to provide for future development. They had failed
to realize that with the influx of settlers, the expenditures of
the Province would mount rapidly and yet at the same time these
new people would be in no position to pay taxes for some years.
The inadequacy of revenue caused constant appeal and complaint to
the Dominion authorities and, although the Dominion extended
temporary aid at various times, the Province continued to be in
difficulty until 1885.
The first changes in the relationship between the
Province and the Dominion occurred in the years 1872 and 1873,
In the former year, the Dominion turned over to Manitoba an
area of land, the.sale of which was to provide a trust fund for
the support of provincial education. In 1873, the Province
profited through the inerease of the debt allowances of all the
provinces made by the Dominion to clear up the problem of the
"excess debt" of Ontario and Quebec. Manitoba secured an
additional debt allowanée of $80,000 at that time which increased
the annual subsidy on this accoumt by $4,00é?)
Manitoba pressed claims for financial aid upon the

Dominion in every year from 1872 to 1876, which may be summarized
as follows:

The revenue from the sale of schosl lands had been small, and

Manitoba urged the Dominion to re-assume control of them

and pay interest on the land valuation instead, beginning at

3% with 1/2% increase each year until the rate of 6% had

been reached; the Province asserted that the substitution

of Dominion custom duties for thgse of Rupert's Land in 1873

had weakened the finances of the inhabitants of the Province

and correspondingly increased the Dominion revenue;

(3) 36 Vietoria, c.30,
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compensation in the form of an increased subsidy was asked.
The government of Manitoba argued that since Nova Scotia
and New Brunswick had received extra subsidies Manitoba
should be similarly treated; that for the computation of the
various subsidies, the population of British Cblumbia had
been teken at 60,000 (although actually there were only
11,000 whites) whereas Manitoba's population figure was only
placed at 17,000; th:t Prince Edward Island upon its en-
trance into Confederation had received a debt allowance at
the rete of $50 per capita and an ennual subsidy in lieﬁ
of public land of $45,000, while the per capita basis of
the debt allowance of Manitoba was only $27.77, and it
received no compensation for the lack of land. Another
complaint asserted that & rapidly growing population had
to be sustained by a subsidy based upon only 17,000 persons,
for there would be no revision of the population subsidy
until after the census of 1881, In addition, the Province
had withdrawn sums from its debt allowance, with the result
that the annual interest payments from this account had
decreased from $28,000 to $20,000. The Manitoba government
stated that it had been unable to develop direct taxation
because the inhabitants of the Province were composed mostly
of new settlers who had little money and to tax them heavily
would seriously impair their well-being. The provincial
delegation to the Dominion in 1875 concluded its appeal and
protest thus:

"The only means of revenue are direct taxation or

Dominion @id.eeeeeee If the Govermment of Manitoba

are compelled to resort to direet taxation it is

impossible to foresee the result suech & course

would have, as the public mind is at the present very"(4)

much dissatisfied with the existing state of affairs.,

The delegatiom apparently believed that if argument would not

(4) Dominion Sessional Papers, 1885, Vol.10, No.34, p.275
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(5)
impress the Dominion, threats would produce the desired effect,

After a thorough investigation of these claims and
the financigl situation of Manitoba, the Dominion govermment
agreed to grant temporary relief upon the conditionm that the Pro-
vince reduce its annual expenditure from $107,000 to $90,000,
This was accomplished by the abolition of the Legislative Councgiz
Although the Dominion was of the opinion that the Manitoba deficit
could be met by the imposition of direct taxation, it agreed that
such a move was inexpedient at that time. Consequently, the
Dominion Parliament in 1876 passed a statute wherehy the Dominion
payments to Manitoba were increased by a sum of $26,700. until
1881 when the population subsidy would be revised. In ulaition,
the Dominion took over the management of school land and agreed
to pay the Province interest upon the sums realized from the sale
of this landEV)

However, the voice of Manitoba was not stilled for
long: its population inereased, its expenditures grew, and its
deficits continued. The school land system set up in 1876 provided
only a small revenue and since the school expenditures of the Pro-
vince were large, the Manitoba government suggested in 1878 that
the Dominion advance a fixed sum each year to be repaid from the
sale of school 1and.(8) The Dominionm acquiesced in this propo sal
and supplied $10,000 for the years 1879 to 1881, °

In 1879, a delegation from Manitoba again approached

the Dominion, this time with the plea that the population of

(5) The arguments presented are found in Journal of the Assembly
of Manitoba, 1872, Appendix; Ibid., 1874, Appendix; Dominion
Sessional Papers, 1885, Vol, 10, No.34.

(6) The Legislative Ceuncil was composed of five members, each of
whom received $2,000 a year. This body,which absorbed nearly one-
tenth of the annual expenditure, was not essentisl for the govern-
ment of Manitoba.

(7) 39 Victoria, c.3.

(8) Dominion Secsional Papers, 1883, Vol.l2, No.108, pp,4-8.
(9) 41 Victoria, c.13.
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Meanitoba had increcsed so repidly thet it totalled approximately
70,000 whereas the Province received a subsidy based upon only
17,000 persons. The memorandum deposited by the delegation
intimated that direct taxation was still impossible and that the
federel subsidy alone was not sufficient to meet provincial needs.
The Province also presented & claim for ?1t?er the comtrol of its
10

public land or for a sum in lieu thereof. After an examination
of the provincial situation, the Hon. Samuel L. Tilley, the
Dominion Minister of Finance, accepted the plea of fiscal need
and reported to the Dominion government that:

"Under the circumstences, the undersigned

recommends that the annual allowance of $90,000 be

increased until the end of the year 1881, to

$106,000 being made up as follows, $30,000 cost of

goverment, $56,000 being at the rate of 80 cents

per head on an assumed population of 70,000 and

$20,000 being the interest on balance of capiteal
at 5 per cent." (11)

-

These increases were approved and made effective by a Parliamentary
Act.(lz)At the same time, the Dominion govermment promised to
provide Manitoba with plain but adequate public buildings. The
subsidy revisions of 1876 and 1879 constituted recognition by the
Dominion that the terms of Confederation were ihadequate to meet
the growing needs of the Province.

In February, 1881, a delegation from the Province went
to Ottawa te present memorials for the continuance of the extra
financial aid which was due to expire, for an enlargement of the
Province, for possession of the unelienated public lend in the
Province, and for a readjustment of the subsidy in the following

manner:

1. The debt ellowanee should be computed et the rate of
$32.43 per capita of the census of 1881;

2. The grant for govermment should be increased to $60,000;

(10) Dominion Sessional Papers, 1885, Vol.l0,No.34,pp.295-296,
(11)Tpid., 1885, Vol.l0, No.34, p.296.
(12)42 Viectoria, c.2.
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3. The per capita subsidy should be based on the popu.-
lation of 1881, but revised every thrce years until
the number of inhabitants totalled 400,000; and

4e A esubsidy of $100,000 yearly should be awarded for
the public land @lready turned over to the Canadian
Pacific Railway and the remaining u?al}enated land
should be returned to the Province, (1o
The suggestion thet the per capita subsidy be revised every three
years was desighed to provide for a rapidly increasing population.
The lack of some such arrangement had proved a disability since
1870, A separate Memorial weas deposited in reference to the
administration of natural resources; this statement conteined the
following argument:
Clause 92 of the British North America Act, 1867, assigned
to the provinces the management and sale of their public
lands, but
"The policy of Cancda towards Manitoba stands out in
marked contrast to that pursued towards the last-
mentioned Province by the Dominion, for while we find
British Columbia enjoying all the privileges conferred
on the other Provinces, in reference to its publiec
lands, Prince Edward Island which had no public
domein, when entering Confederation, received an
annual allowance to enable her to acquire the same,
clause 30 of the Manitoba Act provides that all un-
granted or waste lands in the Province shall be
vested in the Crown and administered by the Gover?i :
ment of Canada for the purposes of the Dominion'", (14!
There no longer remained in Manitoba any large tracts of un-
granted public land which the Dominion could colonize, but
there were areas which, if vested in the Province, would
increase the local revenues to such an extent that constant
appeals for revenus would no longer be hecessary. Since loecal
authorities were better acquainted with the values of school
land and were more competent te dispose of trects at the

mo st prof%ta?le price, this land should be reconveyed to the
15
Province.

(13) Dominion Sessional Papers, 1885, Vol.l0, No.34,pp.325-328.
(14) Ibid., p. 336.

(15) Ibid,, pp.337-338; Ibid., 1883, Vol.l2, No.188,
Pp. 1ff, T
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After an cxamination of the various submissions, the
Dominion government promiscd to aid the Province, The boundaries

of th? P§ovince were enlarged by Dominion legislation in March
16
1881, and the Dominion government announced that the financial

requirements of the Province would be dealt with as soon as
information was secured from the census of 1881, After continued
negotiations throughout 1881, the grants to.anitoba were raised
in 1882 from $105,650 to $227,150 by setting the grant for govern-
ment at $50,000 instead of $30,000 by basing the population
subsidy on a population of 150,000 instead of 70,0005 and by
introducing a subsidy in lieu of land of 3’,645,000.(1’7 The se
augmented sums were to be for g period of ten years only; that is,
from 1881 to 1891, The claim for bossession of the unalienated
public land was denied bececause:

" The Committee of the (Canadian) Privy Council are
not prepared to recommend any change in respect to
the Dominion lands lying in Manitoba. The analogy,
which the delegates see between the public lands

in other Provinces and those in Manitoba does not
seem to the Committee of Council to be well drawn,
inasmuch as the other Provinces owned their lands
before Confederation and brought them into the
Union with them as their property, whereas the whole
of Manitoba was acquired by the Dominion by purchase
from the Hudson's Bay Company and thus became the
property of the Dominion, and stand really, as it
seems to the Committee of Council, in the same
position as lands in the territories of the United
States, which are not given to mew States as these
new States are created, but remain the property

of the United States," (18)

The Dominion government also decided that for the best interests of
the Provincej the school land should remain in trust with the
Dominion.(19

Despite the action of the Dominion in increasing grants

in 1882, Manitoba petitioned for aid again in that year and in

1883. The o0ld subjects of complaint were raised again:

(16) 44 Vie toria, c,1l4,

(17) 45 Vigtoria, c.5. Interest on debt allowance meanwhile fell
from $19,653. to $12,153. because of withdrawals, '

(18; Dominion Sessional Papers, 1885, Vol.10, No.34, p.344,
Ibid., 1882, Vol.12, No.108, pp.5-6; Ibid., 1833, Voa.10,

No.82, pp.2-9,
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Dominion retention of the public and school lands was uhe
Just, the Dominion customs and exeise duties fell more
heavily upon the inhabitants of Manitoba than upon those
of any other province: the monopoly of the Canadian Pacific
Railway supported by the Dominion unduly burdened the people
of Manitoba; and the limit of the population subsidy at
400,000 persons would soon prevent any inercase in this
annual sum,
The Dominion refused to take any action upon these complaints,
but it did advance $30,000 during the year 1882-83 for educational
purposes;(ZO)this sum was to be charged against the sale of school
land.

Again in 1884, a delegation descended upon Ottewa, and
this time the Dominion government offered & revision of terms,
Although the request for the provincial public and school land
was refused, all swamp land was to be turned over to provincial
control and 150,000 acres of land was to be held in trust by the
Dominion‘for the establishment of a provincial university. The
population basis for the debt allowance was to be raised to
150,000, but the 400,000 limit upon the population subsidy was not
to be eliminated. (If this revision had been made it would have
upset the whole subsidy basis). These terms would have increased
the annuel grants from the Dominion by about $185,000. To end
-Manitoba demands the Dominiqn government stated that before
Parliament would approve these revisions the provincial legis~
lature would have to accept them as a final settlement for all
claims against the Dominion. Inasmuch as this finality clause
aroused great animosity among the peoplelofManitoba9 and ;ﬁ
order to stem an attack by the opposition, the government of
Manitoba refused to accept the terms.

In the meantime, the Dominion government revised the

(20) 47 Victoria, c,7.
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debt allowances of dll the provinces to make the alteration of
1873 as of 1867. By this section, the debt allowance of Manitoba
was augmented by $110,000 in 1884.(21)This increased the annual
subsidy of the Province by $5,500.

Manitoba could not continue without Dominion aid and
the provincial government sought better terms than those proposed
in the early part of 1884 and pressed for the exclusion of a
finality clause. At first, the Dominion government refused to
alter its offer; however, the provincial government was willing
to accept a similar amount as long as the method of computation
was revised so that a set of new conditions could be placed
before the legislature. Consequently, the Dominion agreed to
raise the subsidy in lieu of land from $45,000 to $100,000 and
calculate the debt allowance of $32.43 instead of $27.77 per
capita upon a population of 125,000 instead of 150,000 persons?z)
In eddition, the census for the population subsidy was to be
taken every five years and c¢m estimate was to be made 2t equal
intervals between each census; no immediate payment would accrue
from this provision beceuse the population of Manitoba was then
smaller than its assumed total. The Dominion government insisted
that thesc terms would only be granted if they were eccepted as
& final settlement of all claims between the Province and the
Dominion. After a stormy session, the Manitoba legislature
submitted to the Dominion condition, and the provisions were
made effective by the Dominion Parliament in 1885.(25) When the
new debt allowance of Manitoba was computed by the Dominion
Department of Finance the previous debt allowances were entirely
wiped out and the new allowance was placed at $4,055,000 less
deductions of approximately $740,000 for advances previously

mede, including $267,000 for Dominion expenditure upon the public

buildings promised the Province in 1879.

(21) 47 Victoria, c.7.
(22) 48 Vietoria, c.50.
(23) Ibid.
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Premier Norgquay was present at the Provincial Conference
of 1887 as an active supporter of the convenor, Premier Mercier of
Quebec, and the resolutions of the Conference were accepted later by
the Manitoba legislature. Shortly afterwards the Norquay government
was replaced by the Greenway government., From 1888 to 1898, Manitoba
was relatively content with its financial status and did not make any
further requests. However, the question of the reduction in the debt
allowance for public buildings was brought sporadically to the atten~
tion of the Dominion. Manitoba asserted that the Dominion promised
to construct these buildings in 1879, and the cost should not be
charged against the Province. Finally, in 1898, this sum of
$267,000 was restored to the debt allowance of the Province, along
with $232,000 to cover interest from 1885 to 1898.(24) During the
period from 1888 to 1898, the Manitoba population subsidy increased
because the population of the Provinece had expanded: in 1893 by
$2,000; and in 1896 by $30,000,

The next period convenient-for consideration is from
1899 to 1907 when a general revision of the whole subsidy re-
lationship was made. In 1902, Manitoba attended the second
Provineial Conference which was held at Quebec; Manitoba acquesced
in the endorsement of the financial proposals of the previous
Conference but presented no spceific demands of its own.

As a result of what was considered to be the generous
terms upon which the Provinces of Alberta and Saskatchewan were
admitted in 1905 the Dominion government deemed it expedient to
increase the subsidies to all the provinces, With this in mind,
the Dominion Premier called a Dominion-Provincial Conference for
October 8, 1906. Manitoba participated in this gathering, but
put forth no special claims or memorials. The Conference decided
to revise the subsidies along the lines laid down by the Con-
ference of 1887 and re-affirmed in 1902, This alteration
provided for larger allowances for government, determinable by
the population of the province cencerned, and for population
allowances of 80 cents per capita on a population up to 2,500,000

and thereafter at the rate of 60 cents. The effect these

revisions had upon the annual income of Manitoba was to increase
(24) 61 Victoria, c.%, ‘
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the grant for govermnment by $130,000, from $50,000 to $180,000,
Inasmuch as the population of Manitoba was less than the former
400,000 limit, the population subsidy of Manitoba was not im-
mediately affected.

Although the terms upon which Alberta and Saskatchewan
were admitted aroused envy and protest in Manitoba, the Manitoba
Premier d4id not raise this issue at the Dominion-Provincial
Conference in 1906 because he believed better results could be
obtained by individual and separate effort. Consequently, as
soon as the general revision of 1907 was completed, the Manitoba
government presented an elaborate appeal for equality with the
two new provinces. It was asserted that the formation of these
provinces with much larger areas and much larger subsidies was
a direct insult to Manitoba, Therefore, similar terms were demanded.
The Dominion govermment offered to extend the boundaries of the
Province but refused to grant the same financial provisions. This
concession was unacceptable to Manitoba.

No further action was taken in reference to the Manitoba
demand until 1912, when thé incoming Dominion government acceded
to the desires of the Province. A Parliamentary Act(zs)enlarged
the boundaries of the Prevince and, in order to establish com-
plete equality with Alberta and Saskatchewan, the swamp land was
to be returned to the Dominion. Manitoba was also granted a
subsidy in lieu of land similar to that of Alberta and
Saskatchewan; the new rate was $562,000 yearly but after deduct-
ion of $138,000 for interest on $2,770,000 which Manitoba had
received from the sale of swamp land, and of $15,000 for interest
on the value of 150,000 acres (at $2.00 an acre) of university
land, the annual sum tﬁtalled $409,000. The.debt allowance of
the Province was also placed upon a parity with that of the two
new Prairie Provinces. Thus, a total of $4,053,000 was added to

the capital account of Manitoba, yielding $203,000 annually.

(25) 2 George V, c32.
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Despite this revision, the Manitoba government was
not satisfied, for it asked that arrears be paid for the subsidies
which would have been paid if these changes had been made in _
1905, At first, the Dominion govermment refused this request,
but finally agreed to grant arrears as from 1908. The land
subsidy due was established at a yearly rate of $346,000, which
was derived by deduetions of $100,000 (the annual land subsidy
actually peaid) and of $117,000 (the interest on the sums secured
from the sale of swamp and university land) from $563,000, the
full annuel rate.(ze) Back interest on the debt allowance was
$203,000 a year. The teotal arrears for the four years amounted
to $2,250,000 which was paid (after deductions of land subsidy,
interest and proceeds of swamp lands amoeunting to about $867,200)
in a lump sum to Maniteba in 1913. There was also anciher item
of arrears, which arose from the fact that Alberta and Saskatchewan
had been allowed $469,000 for the construction of public buildings
whereas Manitoba had only been credited with $267,000 in 1898,
Consequently, the difference, $202,000, was paid te the Province
in yearly instalments in 1913 and 1914.

In 1912, the first of a series of conditional subsidies
was instituted by the Dominion. Manitoba's share is shown en the
accompanying table,

In October, 1913, another Provincial Cenference was
held. Manitoba presented no particular claims at this meeting
and merely Jjoined in the propesal that the Dominion government
assign 10% of the customs and excise revenues colleected each year‘
to the provinces.

Although Manitoba had received a generous subsidy in
-lieu of land in 1912, it readily joined in the request of Alberta
and Seskatchewan that the Dominien restere the provincial public
land t» the provinces and at the same time ceontinue the land sub-

sidies. The Dominion government anneunced its willingness to

(26) 2 George V, c.32.
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return the land, but not to continue the subsidies. The provinces
immediately refused this offer. Shortly afterward, the War broke
out and this question was shelved temporarily, The provinces
reiterated their request in November, 1918,

Soon after Rt.Hon. Arthur Meighen assumed office as
Premier, the Prairie Provinces requested (November, 1920) that
they be given an opportunity to confer with the Dominion govern-
ment concerning the land question. The Dominion government agreed
to discuss the matter but stated beforehand that the Dominion was.
in no position to continue the land subsidies and return the land,
for if this were done the financial relationship of the other pro-
vinces would be out of balance and increased subsidies would have
to be awarded to all provinces., Therefore, the Dominion was in
a position to proffer only the land,

A conference was held but no agreement could be obtained.
Menitoba, at this time, presented a claim based upon a pamphlet
brepared for the Manitoba government by Mr. Chester Martin en-

titled The Natural Resources Question, He contended that possess~

ion of public domain was a part of provincial status under res-
ponsible government,.and the retention by the Dominion was con-
trary to British practice and comparable to colonial conditions.,

At the best, the Dominion merely held this land in trust and there-
Tore the provinces were due an accounting as to how well this

trust had been administered, (Professor A.B. Keith, one of the
foremost authorities on the constitutional law of the British
Empire, subsequently argued that Mr. Martin was entirely incorrect
in his statement of British practioe.)(27) Nevertheless, the
Manitoba government demanded that the Dominion render an accounting

for the land upon a fiduciary basis, Thc¢ Dominion government argued

that an accounting was impossible because there was no adequa te method

f27) Responsible Government in the Dominions. Oxford,1928,p.775,
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whereby the effect of its policies of immigration, railways,
irrigetion, and mounted police in these areas could be computed.,
Again the Dominion offered the land without the subsidy, but this
was refused.

Another conference was held in May, 1921, but progress
was impossible due to the insistence of Manitoba that considera-
tion be given for past policy. Apparently, the Deominion was to
be held responsible for the land from the creation of Manitoba
as a provincc, long before Alberta, Saskatchewan and the boundary
extension of Manitoba were contemplated,

A new government came into power at Ottawa in the dying
deys of 1921. The new Prime Minister (Rt. Hon. W.L.Mackenzie King)
wrote to the govermments of the Prairie Provinces that an account-
ing would prove that the Dominion had spent as much om the pro-
vincial land as it had received in revenue. He proposed that the
provinces take the land and forget about the past: however, he
announced thet the Dominion had no objection to an accounting by
an impartial tribunal, but all money spent on the land by the
Dominion must be deducted and the decision must be binding upon
all concerned. Manitoba replied that it had given up the request
for the continuance of the land subsidies, but it insisted upoh
an aecounting since 1870, A conference was subsequently held
in April, 1922, but no compromise could be reached, although the
Dominion govermment declared it was willing to place the Prairie
Provinces on a basis of "equality" with the other provinces,

Between 1922 and 1927, there were two more conferences,
five or six informal interviews, and continual cerrespcndence
in regard to the Manitoba land. 1In January, 1927, the governmment
of Manitoba implored the Dominion to submit the Manitoba cl aim
to the Judicial Committee of the Privy Council for arbitration.
In November of 1927, a Dominion-Provincial Conference was con-
vened and the various provinces agreed that they hasd no ob-

Jection to Dominion aid for the Maritimes (as suggested in the
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Duncan Report) and to the continuance of the land subsidies to
the Prairic Provinces, if satisfactory terms of reconveyanecc of
the land could be arranged by tuhe Dominion and the provinces
concerncd,

As a result, the Dominion and Manitoba governments
signed an agreement in July, 1928, whereby the Dominion promised
to place Manitoba "in a position of cquality with the other pro-
vinces of Confederation with respect to the administration and
control of its natural resources, as from its entrance into
Confederation in 1870"e€28) A Royal Commission was to be created
to "report as to what financial read justments should be made to
effect this end"g(zg)and the public domain wes to be placed
under the control of Manitoba, Thus, the Dominion admitted that
1ts retention of the land placed Manitoba in a position of
inequality for which compensatiom was due. The Royal Commission
consisted of Mr. Justice Turgeon, Hon. T.A. Crerar and
C.M. Bowman. The Report of the Commission was made public on
May 50,_1929, and 1ts recommendation implemented by Parliament:
in 1930,

The Commissioners reported that it was difficult to
define"equality" and "accounting upon a fiduciary basis". Prior
to 1867, the Imperial Gowernment alienated large areas of land
in the North American provinces for which the colonies received
ho annual grant or any compensation. However, the Commission
finally decided that the fundamental principle of equality
in 1867 meant retention and possession of‘all public land exist-
ing at the time of entering Confederation, and on this reasoning
Manitoba had not received equal treatment. The next task of the
Commission was to determine the alienations of land for Dominion
purposes: 5,500,000 acres of the 20,948,200 dispenscd were withe
out question for provincial purpcses, but of the remainder,

7,508,000 acres fer homegteads, 2,958,800 for railways, and
(28) 20-21 George V, ¢.57, Schedule. T
(29) 1Ibid,
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2,560,500 sold, were all of a debatable category. The Commission
concluded that all three classifications had been for Dominion
purposes except for 575,000 acres of land which had been used to
aid the construction of branch railway lines within the Province.
The Board decided that the Canadian Pacific Railway was a national
line and the Province was under no opligation to contribute to
it in the form of land subsidization,

The next problem which confronted the Commission was
the computation of the value of the land alienated for non-pro-
vineial purposes. It is possible that the Board adopted an ingenious
but illogical system of calculations such as that previously employed

to determine the Alberta and Saskatchewan land subsidy in 1905; the

(30)
calculations have been worked out as follows:
Popu-~- Assumed Value at Annual Sub-
Year lation Area $1.50 per sidy Rate TOTAL

acre

1870~ Under
1880 250,000 8,000,000 $12,000,000 #% $60,000 $ 660,000

?

1881~ Under

1900 250,000 25,000,000 37,500,000 %% 187,500 3,750,000

1901=~ Over

1907 250,000 25,000,000 37,500,000 1% 375,000 2,625,000

1908~ Over

1928 400,000 25,000,000 37,500,000 1%% 562,500 11,812,500
Total 18,847,500

Aftér the Dominion received credit for land subsidies of

$11,193,000 already paid, and $3,070,000 for swamp and university
land previously surrendered, the balance which the Commission
thought the Province was entitled to was $4,584,000. In addition,
the Commission recommended the return of the unalienated land and
the continuance of the land subsidy begun in 1912, It should be
noted that the Commission did not undertake an accounting, for

that would have been an impossible task. In addition, the Com-
mission made no explanation as to why it recommended the continuance
of the land subsidy. Thesc recommcndations were made effective

(31)
by the Dominion Parliament in 1930 aftcr agreements had been

(30) See for a discussion of these calculations James A. Mexwell,
Federal Subsidies to thc Provincial Governments in Canada,Dp. 161.

(31) 20-21 George V, c.29,
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concluded between Alberta and Saskatchewan and the Dominion for
similar treatmc'.t. The $4,584,000 due for back land subsidies was
peid in a lump sum to Manitoba in 1930, with interest at 5% for
slightly over a year. The acts transferring the public lands to
the provinces woere made part of the British North America Acts
by the Imperial Parliament.

Although all controversy between the Dominion and
Manitoba wes terminated by the settlement of the natural resources
question, a further subsidy relationship has been introduced by
the Dominion. In 1920, grants werc begun for the aid of municipal
relief costs in the provinces. These grants are neither con-
ditional or unconstitutional subsidies and form a classification
of their own. In the 1920's, municipalities in Manitoba
recoived the following sums from the Domihnion:-

1920-21 $ 52,000

1921-22 100,000
1922-23 83,000
1926-27 15,000

~$250,000
The depression which began in 1929 produced a severe relief
problem throughout Canada. The Dominion extended aid again, but
all payments were made directly to the provinces for further
distributien. Since 1930, Maniteoba has rcceived the following

relief grants:-
1930-31 $ 306,000

1931-32 3,429,000
1932-33 2,829,000
1933-34 2,476,000
1934-35 2,212,000
1935-36 3,328,000
1936-37 4,851,000 (32)

$ 19,431,000

(32) In addition the Dominion made net loans to Manitoba for
various purposes during the depression period as follows: -

1931-32 $ 2,789,000

1932-33 5,172,000
1933-34 2,273,000
1934-35 2,875,000
1955-36 2,396,000
1936-3"7 4,626,000

Net Balance outstanding $20,131,000
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From 1870, when Manitoba joined the unionm to March 31,
1937, the Province received a total of $95,231,000 from the
Dominion: this aggregate is composed of $61,864,000 in subsidy
payments, $13,9%6,000 from conditional subsidies, and
$19,431,000(55)in relief grants. As of March 1937, Manitoba
secures the following annual allowances from the Dominion:
Population subsidyeeceeccccoccces $569,OOO(54)
Interest on debt allowancGesses.. 382,000
Allowance for govermmenteecsecccees 190,000(55)
Subsidy in lieu of landeceeescses_ 562,000
Total $1,703,000
After an investigation of Manitoba's affairs early in 1937, the
Bank of Canada recommended a special interim subsidy for Manitoba.

The sum of $750,000 was voted by Parliament in the session of

1937 and the same amount in the session of 1938,

(33) This total does not include $250,000 paid by the Dominion

to municigalities durin§ 1920-23 and 1926-27,
(34) Since 1870, the population subsidy has increased by the

following amounts:-

1893 $ 2,000 1918 § 47,300

1896 30,000 1921 2,300 (reduction)
1901 2,700 1923 32,900

1903 49,400 1926 9,700 (reduction)
1905 75,800 ' 1928 8,400

1906 12,500 1929 8,400

1908 76,700 1931 32,100

1911 4,800 (reduction) 1933 11,100

1912 4,800 - 1935 160

1913 56,300 ° 1937 13,400 (reduction)
1916 17,500

(85) The subsidy for government automatically increased from
$180,000 to $190,000 in 1909.
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Chapter VII, The Subsidy Relationship Between Saskatchewan

and the Dominion

The rapid expansion and settlement of the North-
West Territories in the 1890's soon produced a demand for
provincial status. By 1904, this desire could not longer be
neglected and the Dominion Government under Sir Wilfrid Laurier
took steps to grant the request., Consequently, in 1905, the
-Dominion Parliament enac?e? statutes to create the Provinces of

: i B
Alberta and Saskatchewan,

The financial terms under which Saskatchewan éntered
the union were drafted with the intent of providing for a growing
entity and included the following provisions:

1. A population subsidy computed at 80 cents per capita
upon an assumed population of 250,000 -- with re-
vision every two and one-half years by count or
estimation until the population of the Province
totalled 800,000;

2, A debt allowance of $8,100,000 based upon the same
population at $32,43 per capita;

3. A grant for govermment of $50,000;

4, A sum for public buildings of $465,000 payable over
five years; and

5, A subsidy in lieu of land {the Dominion retained

possession and control of the public land in the

Province as it had in Manitoba) which increased with

the population of the Province - under 400,000,

$375,000; bétween 400,000 "and 800,000, $562,500;

bétween 800,000 and 1,200,000, $750,000; and over.

2,500,000, $1,125,000,
The sums payable in lieu of land were determined in the following
manner: the land suitable for settlement was estimated at
25,000,000 acres and its value at $1.50 an acre, or $37,500,000,
Payments were to be made annually at 1% on this valuation while
the population of each province was under 400,000; thereafter
until the pepulation reached 800,000 at the rate of 1%%; similarly
untii the population totalled 1,200,000 at 2%; and thereafter at

3%, These calculations were bascd upon no proven facts and were

(1) 4-5 Edward VII, o, 3 and 42,



- 153 =

employed merely to provide the growing provinces with adequate
revenue. The danger of setting forth a valuation of the land
in a statute was recognized before the Acts were passed and the
estimate of area, value per acre, and percentage rates were
deleted., Only the subsidy amounts varying according to population
were retained in the Acts,
Under the terms set forth in the Saskatchewan Act of

1905, the Province began its first year as a member of the Dominion
with the following annual subsidies:

Population subsidye.esessesesss..$200,000

Interest on debt allowance......., 405,400

Grant for government....psa:vessse. 50,000

Land subgldy...ccossencasesvassey 575,000
Publiec buildings (5 year only)... 93,700

Total.......$1,124,100
This total is an impressive contrast to the $67,200 allowed Mani-
toba during its first year of existence in 1870-71, even after
allowing for the difference in population.,

In 1906, the population subsidy of Saskatchewan received
the first of a number of augmentations due to the rapid expansion
of the population of the Province. In the same year, Saskatchewan
attended the Dominion-Provincial Conference and approved the pro-
posed subsidy increases. As a result of the revision of 1907,
the allowance for government increased from $50,000 to $180,000,
the total subsidy receivable being augmented by 11.5%52)

Since 1912 the conditional subsidies shown in the
accompanying table have been paid to Saskatchewan,

For approximately six years the Prairie Provinces were
content with their lot in the union., However, a definite demand
gradually formulated in the provinces for possession of the
provincial public land. In Saskatchewan, this first took the
form of a legislative resolution (in 1911) which, while affirming
the right of the Dominion to retain the agricultural land in the
Province, rcquested the Dominion to turn over the hinterland to

(3)
the north and all natural resources of a local nature. The

(2) 6-7 Edward VIL, c. 11.
(3) Saskatchewan, Journal of Assembly, 1910-11, p.26,
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Dominion govermment under Sir Wilfrid Laurier replied that to
make such a change'would upset the relationship between Saskat-
chewan and Alberta, thereby necessitating a further revision of
terms, so the request was refused, In the Dominion election
of 1911, the Laurier government was defeated and a Conservative
goverrment With_the Rt. Hon, Robert L, Borden as Prime Minister
came into power, The Conservatives had severely criticized the
Laurier govermment in 1905 when the two new Provinces were creatgd
because the public land had been retained in Dominion possession,
Consequently it was hoped that when the Conservatives assumed
office they Would.convey the public_land to provincial admini-
stration., Accordingly, in December, 1913, the Premiers of the
Prairie Provinces wrote to the Prime Minister with the request
that the Dominion return the land to the provinces and continue
the subsidy in lieu thereof as compensation for the land already
alienatedf4) Sir Robert decided to send a copy of the letter from
the Prairie Provinces to the Maritimes for camment before he
undertook any negotiations, The Maritime Provinces observed
that the Prairie Provinces had received generous treatment at
their inception and if they were to secure their land and the land
subsidy in addition, the whole basis of provincial subsidies
would be upset and a general revision of finmancial terms would be
necessary, Sir Robert Borden later informed the Prairie
Provinces that their request was more than he had ever contem-
plated and to grant it would force the revision of all subsidies
which would place too great a burden upon Dominion revenue., He
offered to trangfer the land on condition that_the land subsi@y
be relinquished, but this proposal was refused. Subsequently,
the World War stilled the land controvorsy, along with other
issues, for several yearss5)

The first post-war move was taken on November 19, 1918,
when the three Prairie Provinces renewed their demand for the

land and the land subsidy, Prime Minister Borden was about to

(4) Debates, 1914, pp.l073-1074,

(5) The Canadian Annual Review of Publie Affairs, 1914, Toronto,
pp. 709-710.
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call a conference to discuss the @atter when he became'ill gnd
decided to retire to private life. Soon after the Rt., Hen,
Arthur Meighen ha¢ assumed the office of Prime Minister (in '
November, 1920) the Prairie Provinces asked for a conference,
He complied, but before the conference convened he reviewed the
whole subject in a letter of December 7 to the Premiers of the
Prairie Provinces, stating that any settlement would have to be
satisfactory to the Dominion Parliament and to the other provinces
as well as to the Prairie Provinces, If the land subsidies were
continued, increased grants would have to be given to the other
provinces and this revision could not be updertaken because the
Dominion was heavily burdened by war debts, He offered the
land without the subsidies,

No agreement resulted from the conference, because
Maﬁitoba insisted that the provinces had a constitutionmal right
to the land, and before it would accept the land without the
subsidy, it desired an accounting of the Dominion administration.
upon a fiduciary basis., Saskatchewan.supported this contention,
not because of the equity of the claim, but becguse the position
of the Dominion could not be accepted, The Rt., Hon, Arthur
Meighen asserted that an acceunting would be impossible because
it would have to take into consideration the Dominion policies of
immi gration, railways, irrigation, and mounted police which were
involved in Dominion control of the land. Finally, he sugges?ed
that the mevinces take the land and forget about the subsidy,
However, the provinces were adamané?) . .

Another meeting was held in May, 1921, but ﬁrogress
was impossible becausg Manitpba insisted that consideration be
given for past pqlicye Saskatchewan and Alberta asked compen-

sation from 1870, long before these two Provinces were

(6) Dominion Sessional Papers, 1922, Vpl.9, No,l142b,pp.l ff,

(7) Ibid., pp, 1-15,
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contempla ted, The Provinces decided to(agt separately in
8
subsequent negotiations with the Dominion,

Shortly after the Rt, Hon, W, L., Mackenzie King came
into office, he wrote the three Prairie governments (on
Februvary 22, 1922):

"The shortest and simplest way of settlement, the one
admitting of quick result, would be to ignore the
transactions of the past and make a fresh start, It
is the opinion of some parties, who have given the
matter careful attention that an accounting for the
transactions of the past would not likely result in
any particular advantage on either side., It is
suggested that whatever sums have been received by
the Dominion Govermment from these lands are prob-
ably balanced by the sums spent by the Govermment-
one way or another in the management of the lands.(9)

He emphasized the fact that if the Provinces woul d accept this
plan they could have the land immediately, However, the
Dominion was willing to permit an accounting by an independent
tribunal but the decision must be binding and all money pre-
Viously spent by the Dominion must be deducted,

In reply, the Saskatchewan government announced that
1t was willing to abandon the demand for the continuance of the
land subsidy, btut it desired compensation for all land alienated
by the Dominion since 1905, This claim was based upon the
grounds that the British North America Act, 1867, assigned each
province its public land and if the Dominion had élienated
half of the land since 1905, should not the Province receive
half of the value as 6f 19052 A conference was held in April,
1922, but no satisfactory canpromise could be reached even
though the Dominion declared its willingness to place the P;airie
Provinces on a basis of "equality with the other Provinces",
Each Provinc? decided again to pursue its own ocase individually

(10
thereafter,

During the period 1922-29, Saskatchewan took no active

part in the land controversy, being content to observe the

(8) Ibid,, pp. 16-29.
(9) Ibid., Vol. 9, No. 1l42a, p. 3.
(10) Ibid., pp. 2-13; Debates, 1922, p, 1018.
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results obtained by Manitoba and Alberta then negotiating
separately with the Dominion. The award in 1926 of the Duncan
Commission, which proposecd increased subsidies to the Maritimes,
openad the way for action upon the Prairie claims. In July,
1928, the Dominion and Manitoba concluded an agrecment whereby
the Dominion appointed a Commission to place Manitoba in a
position of equity with the other provinces in respect to admini-
stration and control of its national resources from 1870, 1In
December, 1928, the Dominion governmcnt offered Saskatchewan its
land and the continuance of the land subsidy at $562,500 without
increase thereafter. This overture was rcfused. In 1929, the
Menitoba Board awarded the Province $4,584,000 for arrears on
land subsidies; in addition, Manitoba was to obtain possession
of all unalienated public land and was to receive in perpetuity
the land subsidy with increases according to population growth.

In March, 1930, an agreement was signed between the
Dominion and Saskatdhewan Governments for: 1, the transfer of
the unalienated resources; 2. the continuance of the land
subsidy without alteration; and 3. the appointment of a Royal
Commission to enguire whether compensation was due Saskatchewan
for Dominion possession. Saskatchewan resérved certain demands
pending a judicial determination of the right of the Dominion
to hold the land except as an "administrative trustee®, - if
this were established the Dominion would have been responsible
for the administration of the land since its:purchase in 1870,
and gompensation would have been due from that date instead of
1905.‘11) i

The Saskatchewan contention that the Dominion was
merely an "administrative trustee™ was denied by both the
Supreme Court of Canada and the Judicia; Committee of the Privy
Council.(lZ) Thereupon, the question of compehsation since 1905
was submitted to a Commission composed of Mr, Justice Dysart, of

the Court of King's Bench of Manitoba, Mr, Justice Bigelow, of

(11) Dominion Sessional Papers, 1930, No.l08a., pp.l ff,
(12) Dominion Law Reports. Vol, IV, 1931, pp.712-720.
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the Court of King's Bench of Saskatchewan, and G, Co McDonald,
Hearings were held in the winter and spring of 1934, and a
report was issued in 1935,

The Commi ssion concluded that under provincial control
the free homestead policy would not have been continued through-
out the whole period from 1905, but therg was no method whereby
this differentiation could be determined, As for the aliena-
tlons, the Commission believed that the 873,000 acres granted
to half-breeds and the 1,850,000 acres given to soldiers were
for the discharge of Dominion pbligations. In addition, the
Dominion was responsible for 2,200,000 acres of land which had
been used to subsidize railways built in Manitoba, Although
Saskatchewan asserted that the Domin;on administratign of
resources - particularly school land, grazing leases, timber
areas, and mineral land - had been lax and inefficient, the
Commi ssion held that some errors were to be expected and re- '
Jjected all claims for eompensation based upon this contention,
In fact, the Commission concluded that the Dominion sales of
school lands had been well executed, Despite the fact that the
Commi ssion believed that Saskgtchewan had suffered some loss
from Dominion control of land, the Board made no estimate of
this amount,

The credits c}aimed by the Dominion were alse reviewed.
Relevant to school land, the Dominion had paid Saskatchewan
$16,350,000 from 1905 to 1930, and in 1930 it had conveyed a .
principal sum of $17,800,000 along with agreements for sales
of $16,350,000, _ The subsidy in lieu of land already paid,
totalled $14,200,QOO,_and_the capital value (at 3%) on future
subsidies was $33,000,000, In additien, the Dominion had
spent $23,000!OOO in the administration of Saskatchewam land
and resqurces,

After consideratinon gf all t@ese.factors, the
Commissicn deeided that an award of $5,000,000 would be fair
compensation fer the reveﬁue which the Province had lost through

the laek of publiec land althaugh no computations were presented
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to indicate how this sum had been obtained., Mr, Justice Bigelow
submitted a dissenting report in which he concluded that
Saskatchewan should receive an award of $58,200,000. He based
his decision upon two approaches: if Menitoba had received reim-
bursement for alienations on a certain area from 1870 ‘to 1909,
should not Saskatchewan receive a proportionate sum for the
period from 1905 to 1930? On this basis, he estimated damages
of $63,000,000. It should be noted that the award to Manitoba
had been not for alienations but for arrears of land subsidy and
Saskatchewan had no claim to the latter. By another method of
approach, Mr. Justice Bigelow concluded that if Saskatchewan had
been in control of its land it would have adopted a revenue policy and
its administration would have been more business—like; on these
grounds, he calculated an award of %58,200,000,(15)

The award of the Commission has not been made operative
because the terms of the agreement whereby the Commission was '
created provided that the report must be accepted by both
governments, The opinion of Mr. Justice Bigelow aroused the
people of Saskatchewan and the $5,000,000 was considered extremely
inadequatg. Consequently, the question of compensation remains
unsettled,

The depression which followed the World War created a
serious problem of unemployment relief. The Dominion under-
took to pay a portion of municipal relief costs. In the early
1920's, the Dominion distributed the following sums to munici-
palities in Saskatchewan: 1920-21, $19,300; 1921-22, $45,200;
and 1922-23, $18,200 - a total of $82,700. The recent
depression and a severe drought in 1931 and 1932 resulted in
extensive unemployment throughout Saskatchewan., The Dominion
assumed a share of relief costs, but all payments were made to

the provinces for distribution among the towns and cities,

(13) Report of the Royal Commission on the Natural Resources
of Saskatchewan, Ottawa, 1935, pp.26-68,
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Thus, a new subsidy relationship was founded between the

Dominion and the provinces,

Since 1930, Saskatchewan has

received the follewing relief grants from the Dominion:

1930-31
1931-32
1932-33
1933-34
1934~-35
1935-36
1936-37

Total

$535 700

7}
7,
2,

8,
s
ll

914,800
114,100
683,400
046,400
*2127 600
255, 600

44,762,600 (16)

following annual subsidies frdm the Dominion:

Interest on debt allowance,.
Grant for gcvernment cecones

Land Subsldy ..‘.........l..

As of March 31, 1937, Saskatchewan obtained the

Population subsidy eeeeveces $ 744,700 (17)

405,400

220,000 (18)

750,000

__._...._—!——-—-

Total ® @ % o 8 00 e oo $21120 OO

(14) Includes $5, 250 000 spent by the Saskatchewan Relief

Commission,

(15) Includes $4,736,000 spent by the Saskatchewan Relief

Commi ssion,

(16) In addition the Deminion made loans to Saskatchewan for
The net amounts

relief,

secured by Saskatchewan were:

1931-32
1932-33
1933-34
1934-35
1935-36

1936-37

Net tetal Gutstandi
March 31, 1937

ld‘gllllll

general purposes, and maturities,

$1o 934,000
71578° 000
5'4691000

10;141;000

14,245,000
6,059, 2000

$54,426,000.

(17) The population subsidy has increased as follows:
--6,000
63,000

124,000

159,000

1306
1908
1911
1913
1917
19018
1921
1923
1926
1928
1929
1931
1933
1935

1937

{183 s, §§n3 535 €274188°

mment
000

$

1n
’

34,000

77,000
11,000
57,000

6,000

15,000
15,000
49000
16,000
16,000

25 000 (reduction
eased with th
and in 1923 to

$280"

(reduction)

(reduction)

ey ation in

0,000,
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The total of payments reoeived by Saskatchewan from the
Dominion by March 31, 1937, approximated $114,488,000; this
sum was camposed of regular subsidies of $55,998,000, con-
ditional subsidies of $13,648,000 and relief grants of
$44,762,000519)

Since that date, acting upon a recommendation of the
Bank of Qanada which followed a survey ofﬁSaSkatchewan's fiscal
position, a special interim subsidy of $1,500,000 was voted by

Parliament in the session of 1937. A similar sum was voted in

the session of 1938,

(19) This total does not include $83,000 paid by the
Dominion to munieipalities during 1920-23,
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Chapter VIII. The Subsidy Relationship Between

Alberta and the Dominion

The financial terms under which Alberta entered the
Unilon were drafted with the purpose of providing for a grow-
ing en?ity and included the following provisions:
1. A population subsidy computed at 80 centg
per head on an assumed population of 250,000 ~-
with revision every two and a half years by
count or estimate until the population totalled
800,000; -
2. A debt allowance of $8,100!OOO based upon
the same population at $52,43'per capitas
3. A grant for govermment of $50,000;' |
4. A sum for public buildings of $465,000, pay-
able over five years;
5. A subsidy in lieu of lanél)which increased
Witp thg popu}ation of the Proyince - undgr _
400,000, $375,000; between 400,000 and 800,000,
$562?500; between 80Q900@ and 12200?000,
$750,000; and over 2,500,000 $1,125,000,
This last was determined in the following manner: the value
of the public land suitable fgr sgttlement in each proviace
was placed at $37,500,000 (25,000,000 acres at $l.$0 per
acre); until the population of Alberta reached 400,000,
the Dominion Woulq pay interest upon this valuation at 1%
per year, or $575,0QO; while the population was between
400,000 arfi 800,000, the interest rate paid would be 13%
for a population between 800,000 and 1,200,000, 2% and
thereafter, 5%. These calculations were based upon no

proven facts, and were employed merely to provide the

(1) The Dominion retained possession and control o6f the
public land in the Province as it had in Manitoba,
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growing provinces with adeguate revenue., The danger of
setting forth a valuation for the land of the Province
was recognized before the statutgs were passed and the
estimate of area, value per acre, and percentage rates
were struck out, Only the subsidy amounts varying
according to population were retained in the Acts.
Under the terms set forth in the Act of creation,

Alberta began its first year as a Province of the Dbminion
with the following annual subsidies: _

Population subsidy eeeoveveso § 200,000

Interest on debt allowance ., 4052000

Grant for govermment .o..eoc0 50?OOO

Land subsldy .:ceesceciscevses 5753000

Public buildings (5 years only) 94,000

To tal $1,124,000

Thig total campares favourably with the $67?OOO granted to
Manitoba during its first year of existence, even after
allowance for the difference in population,

Alberta attended the Dominion-~Provincial Conference
of lgoépand approved the recommendations for sqbsidy in-
cremses, As a result of the revision of 1907, the allow-
ance for government of the Province was increased from
$50,000 to $180?OOO' the total subsidy receivable was
augmented by 11,5%? In 1908, Alberta began to en joy
augmented population subsidies due to the increase of i?s
population beyond the figure assumed in 1905, In 1913,
Alberta joined the other provinces in a Prcvincial Confer-
en¢e which reeommended that the Dominion set aside 10% of
its annual customs and exgise collec?ions as an additional
subsidy for the provinces., However, the Dominion refused

to implement this proposal,

(2) 6-7 Edward VII, c., 1i,
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Since the institution of conditiomal subsidies
in 1912 Alberta hag received the payments noted in the
accompanying table,

A movement gradually arose fo; possession of
provincial lands and eventually in 1910, the Alberta Legis-
lature approved a resolution urging Dominion conveyance of
the public laqd in the north and all resources of a purely
local concern, the Province appeared willing to }et the
Dominion retain its agricultural lands, In 1912, the Pro-
vince went a step further and the Legislature passed a
resoluticn demanding the trapsfer'b the P@ovincg of all
natural resources, Finally, in December, 1913, the
Premiers of the Prairie Provinces addressed a joint
letter to the Dominion government with the request that
the land be placed under provincial authority and the
land subsidy be continued as compensation for the land
already alienateé?)

The negotiations following this and thelr rgsult
are detailed in the section dealing with Saskatéhewan°

‘ At a meeting with the Dominion government held
in May, 1921 Saskatchewan and Alberta asked compensatiaen
fram 1870? - long before these two Provinces were con-
templated, Following the decision of Alberta and
Saskatchewan to agt separately in gubsequent negotiatiens
with the Dominion, on June 6, 1921, Alberta accepted the
principles set forth_in the Rt, Hon, Arthur Meighen's
letter of December 7, and announced its willingness to
negotiate uppn these terms (tragsference af land without
the continuance of the subsidy). However, before any

action could be taken the Meighen goverpment passed from

(3) Debates, 1914, pp, 1073-1074,
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power. 1In 1922, Alberta again expressed =a willingness to abandon
the demand for the land subsidy, but it desires compensation
for all land alienated by the Dominion since 33%5.

In 1926, after four years of separate conferences
and negotiations, Alberta and the Dominion signed an agreement
whereby the Province agreed to accept its land without an
accounting but with the continuance of the land subsidy for
three years., When the Housc of Commons considered ratifieation
of this agreement, members from Quebec insisted that the educa-
tional rights of Catholic minorities in the Province would have
to be safeguarded before the compact was approved, In -order
to avoid a soctarian disputc, the Government immediately dropped.
the entire propéggl.

The award ot the Buncan Commission in 1926, which
proposed increascd subsidies to the Maritimes, opened the
way for action upon the Prairie claims. In December, 1928,
the Dominion government offered Alberta its land and the
continuance of the land subsidy at $562,800 without inerease
thereafter. This overture was rofused.

In December 1929, the governments of the Dominion
and Alberta concluded =n agrcement for : 1. the roturn of
the public land; 2. continuance of the land subsidy; and
3. appointment of a Royal Commission to determine whother
Alberta should rcceive any further compensation, the decision
of this Commission to be aceepted by both governments before
it would become effective, Shortly afterward, an agreement
was made between the Dominion and Saskatchewan; certain claims
Wwere reserved pending a judicial decision as to whether the
Bominion was an "administrative trustee" of the publiec land
since 1870. Alberta asked for a similar provision, and its

(6)

agreement was modified,

(4) Dominion Sessional Papers 1922, Vol.9, No. 142(b),po.1-29.
(5) Dominion Sessional Papers: 1926, No,75, pp.l ff.
(6) Dominion Sessional Papors, 1930, No,108(a), pp.l ff.
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Although the provincial land was returncd to the
Province in 1930, the Royal Commission was not appointed
until lég%. The Alberta Commission comprised Mrf Jugtice
Dysart, of the Courtvof King*s Bench of Manitoba, Mr. Justice
Tweedie, of the Supreme Court of Alberta, and G. C.McDonald
(Dysart and McDonald were also members of thc Saskatchewan
Natural Resources Commission)., In its report, the Commission
determined that Alberta had not enjoyed equality with the other
provinces because it had not secured possession of its land in
1905. The Commission found that if Alberta had controlled its
land, it would have obtained more revenue than it did under
Dominion administration, though the compensation due for this
difference could not be determined. Alberta would have had to
adopt a homestead policy similar to that applied by the Dominion,
therefore, no compensation was due for the 15,800,000 acrcs of
land which the Dominion had assigned., However, there wcre
certain Dominion alienations for which Alberta should receive
reimbursement: 128,250 acres of land granted to half-breeds,
and 1,750,000 acres awarded to soldiers. All assignments of
land to railroads had been concluded before 1905 and therefore
received no consideration. The alienations of under-soil rights
had been large, and the Commission believed Alberta would have
secured a2 larger revenue from these resourccs because the
Dominion had been primarily interested in development. Although
Alberta claimed that the Dominion had been inefficiont in its
administration of school lands, grazing leases, timber sales
and leases, and mineral areas, the Commission held the
Dominion control had been well managed, and no compensation was

warranted.

(7) The establishment of the Commission was delayed peniing the
judieial decision as to whether the Dominion held the land as an
administrative trustee since 1870, This contenticn was denied
by both the Supreme Court of Canada and the Judicial Committee
of the Privy Counecil,
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In addition, there were various claims of the
Dominion which the Commission took into consideration:
$10,570,000 far school land sales paid to Alberta from
1903 to 1920; $9,500,000 in principal and $8,000,000 in
land sale agreement turned over in 1930; $12,750,000 for
land subsidies paid and $29,000,000 for the capitd value
(at 3%) of future subsidies; and $30,000,000 for administrative
costs.

After weighing these various factors, the Commission
awarded a lump sum of $5,000,000 as compensation for land
alicnation, without indicating cxactly how that sum was de-
termined. Alberta has not accepted the decision because it
awaits action by Saskatchewan, where dissatisfaction arose over
a dissenting opinion of one of the members of the Saskatchewan
Commission who found damages of $58,000,000, Therefore, this
question of compensation for Dominion control of land has not
been sgttled, and certain phases of the problem remain moo?b
points.(B)

The depression which followed the World War created
a serious unemployment relief problem, The Dominion undertook
to pay a portion of municipal relief costs. In the 1920's,
the Dominion distributed the following sums to municipalities
in Alberta: 1921-22, $52,200; 1922623, $50,700; 1923-24, $2,900 and
1926-27, $11,400 - a total of $117,200. The recent depression
resulted in extensive unemployment throughout Canada, and the
Dominion again assumed a share of relief costs. However, payments
were made directly to the provinces for distribution among the
towns and cities. Thus, a new subsidy relationship was establish-
ed between the Dominion and the provinces. Since 1930, Alberta

has received the following relicf grants from the Dominion:

(8) Report of the Royal Commission on Natural Remources
of Alberta, Ottawa, 1935, pp.20-41,
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Year Amount
1930-31 & 187,000
1931 -32 2,566,000
1932-33 2,607,000
1933-34 1,453,000
1934-35 1,713,000
1935-36 1,832,000
1936-37 3,657,000

22200200 g)
Total $14,015,000

The regular subsidies obtained by Alberta from the
Dominion under the arrangement in forece March 31, 1937,

consist of:

Population subsidy $ 618,200 (10) s
Interest on debt allowance 405,400
Grant for government 190,000 (11)
Land subsidy 562,500
Total %I,576,150

The Dominion has made payments to Alberta, as of ‘
Maorch 31, 1937, of $73,000,000; this sum consists of $49,000,000

(12)
from subsidy payments; $10,000,000 from conditional subsidies,

and $14,000,000 from relief grants.

{9) In addition, Alberta has borrowed Various amounts during this
period from the Dominion to meet relief costs, ordinary expendi-
tures and maturities. The net sums advenced each year to
Alberta were:

1931-32 & 4,098,000
1932-33 1,902,000
1953-34 4,051,000
1934-35 1,926,000
1935 36 13,104,000
1936-37 805,000

Total $ 25,886,000

(10) The population subsidy was augmented in the following manner:

1908 $ 13,000

1911 87,000

1913 131,000

1917 34,000 (reduction due to correction
1918 66,000 of estimation by a count.)
1921 8,000 »

1925 46,000

1926 30,000 (reduction)

1928 13,000

1929 13,000

1931 73,000

1933 14,000

1935 14,000

1937 5,000

(11) The grant for government automatically increased from
»180,000 to $190,000 in 1913,

(12) This total does not ineclude $117,000 paid by the Dominion
to municipalities during 1921-24 and 1926-27.
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Chapter IX. The Subsidy Relationship between
British Columbia and the Dominion

Federation with Canada became the objective of the
people of British Columbia at the time when the Quebec
Resolutions were drafted in 1864. However, two obstacles stood
in the way; first, the land between the colony and Camada
belonged to the Hudson's Bay Company and therc could be no ling
of communication with the cast until Canada acquircd this area.
Secondly, Governor Scymour of British Columbia and his clique
did not wish to lose their power and federation with Canada
would naturally result in the ostablishmént of responsible
government in British Columbia, Despite thc wishes of the pcople
of British Columbia, Governor Scymour recsisted all efforts for
union; he particularly deprccated this idea in his dcspateches to
the Colonial Sceretary. Howover, Seymour died in 1869, and he
was replaccd by Anthony Musgrave who, as Governor of Newfoundland,
had taken an active part in the.movoment for federation of British
North Amcrica. In the meantime, the Dominion had made arrangcments
for the purchase of the Hudson's Bay Territory and federation of
the Pacific province became a possibility. The Colonial Office
recognizcecd the neccssity for transportation facilitics between
Canada and British Columbia and, since federation with Canada
appeared to offer the best method to secure this link, the quonial
Office instructed Musgrave to promote the proposal for union.
Consequently, in May 1870, a delegation from British QoluMbia left
for Ottawa to negotiate for admission to the Dominion. The
terms desired by British Columbia included a subsidy of
approximately $213,000, a guarantee of a loan of =100,000 to be
used for the construction of a doeck at Esquimalt, Dominion
congtruction of a wagon road from British Columbia to Fort Garry
in three years, and Dominion expenditure of $100,000 a year
upon a railway to the Pacific, The amnual grant was to be
composed of $35,000 for govcfnment, a population subsidy of

$96,000, and debt interest of $82,000; the latter two were to
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be calculated on an assumocd bopulation of 120,000, which was
determincd by comparing the por capita yiel? ?f customs and excise
v 1
in Canada with tho yiold in British Columbia. The actual
population of the colony was 9,100 whites and 25,000 Indians and
Chinese. The Dominion Government was unwilling to acccpt a .
population figure of 120,000 and roduced the estimate to 60,0004
After this rovision, tho subsidy total would have been almost
$100,000 less tham British Golumbia demanded. Therefore, the
Dominion Government decided to allow British Solumbia $100,000 a
year provided it surrendered a strip of lgnd 20 miles wide on
each side of the proposed Pacific railway. The remaindcr of the
terms proposed by the delegation from British Columbia werc
acceptable to the Dominion. Thercupon, an agreement for federation
was drawn up. Subsequently, the Legislature of British Cglumbia
and the Dominion Parliament sanctioned the plan for union,
Consequently, British Columbia became o member of the
Dominion in 1871, only a few years after Confederatiom, The
Order»;n~Council adnitting British Solumbia made provision for:
lo A population subsidy of $48,000 at the rate of 80
cents per head on an assumed population of 60,000 (actually
9,100 whites and 25,000 Indians and Chinese), with increases
until the population totalled 400,000, _
2, A debt allowance of $1,666,200, at $27.77 per capita on
the same population; aftcr deduction for a British Columbia
debt of about #1,000,000, the recmainder Produced annual
interest of $5%,000;
3, A grant of {35,000 for governments
4. A subsidy of $100,000 a year im roturn for a strip of
land extending 20 milcs on cach side of the contemplated
Pacific railway, ~ this land was to bo turncd over to the
Dominion;

5. & Dominion guarantee for ten years of a 5100,000 loan, -
to be employed in the construction of a dock at Esquimalt;

6. A Dominion obligation to begin construction upon a
Pacific railwey within 2 ycars and to camplcte the line
within 10 years,

e S oA A1+ . B9 o v 1A A A . s oyt 0. oo ——t

(1) The terms requestcd by British Golumbia aré to bo found in
Dominion Sessional Papers, 1871, No. 18,

S
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Despite its undertaking concerning the construction
of the Pacific railway, the Dominion Government, attacked in the
House of Commons, adopted the attitude that these terms meant
merely "as soon as possible"., Consequently, when by 1873, no
actual construction had begun, British Columbia protested that the
contractual terms of union had been violated. In reply, the
Dominion Government assertgd that the Pacifiq railway was receiving
all possible consideration., In the meantime, the Dominion sent an
agent "to feel the pulse!" of popular feeling concerning this issue
in British Columbia; after a survey, he offered the Province a
Dominion appropriation of 31,500,000 yearly for the construction
of a railway on Vancouver Island and a wagon trail and telegraph
line to the east whilc work on the Canadien Pacific wes in abeyance,
However, the Province questioned the authority of the agent to
make these proposals and refused the termsEZ)

Eventually the Province took its case to the Imperial
Government, but the Colonial Secretary, Lord Carnarvon, asserted
that he had no authority to intervene. However, the Secretary
intimated that he would be pleased to act as an arbitrator if
requested. Both the Dominion and the Province accepted his
proposal and submitted their arguments. The Dominion insisted
that the terms of union were only directory and not mandatory and,
since surveying had been started upon the line, construction had
begun, British Columbia asserted thap the ?erms of union were not
being fulfiled. Finally, in November, 1874, Lord Carnarvon
suggested that the Dominion build a sectiom of railway on
Vancouver Island immediately, that the surveying parties be
increased, that the wagon road and telegraph line be dropped, and
that the Dominion spend at least $2,000,000 a year on the Canadian
Pacific which should be completed by January 1891. The Dominion
and the Province agreed to this proposal and the Dominion

(3)

Parliament passed legislation to make these terms effective.

(2) Dominion Sessional Papers, 1885, Vol., 10, No. 34, pp, 480-499.

(3) Ibidog PP 4389-5390
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In 1884 a final settlement of all issues was agreed upon
by the Dominion and British Columbia, British Columbia assigned
3,500,000 acres of land in the Peace River area to the Dominion
as compensation for deficiencies in the original grant along the
Canadian Pacific Railway, The Province also definitei¥ dropped all
claims for non-completion of the railway before 1882, Although
the controversy over the railway construction never resulted in
a request for an increased subsidy, it was so related to the
financial terms of union that if it had not been settled it would
have resudted in some financial claim for non-fulfilment. The
settlement of 1884 also included a Dominion subsidy of $750,000
to the Vancouver Island Railway Company for the comstruction of a
branch line from Nenaimo to Esquimalt in return for 1,900,000
acres of land to assist in financing the project.(S)

In 1873, British Columbia urged the Dominion to advance
$250,000 fof further construction upon the Esquimalt dock. |
Instead of guaranteeihg the interest upon the contemplated loan
of £100,000, the Dominion decided to share the cost of the dock up
to a total of $250,000. This provision was embodied in an Act
of 1874.(6) The same Act authorized the Province to borrow from
its debt balance with the Dominion for the econstruction of local
works with the privilege of repayment., British Columbia borrowed
a total of $339,500 in 1874, of which $150,000 was considered by
the Province to be for the Esquimalt dock which the Dominion had
promised to subsidize. As a result, the Province objected when

the Dominion Government deducted this sum from its debt allowanoce

in 1876, After continued controversy as to whether the $150,000

(4) 47 Victoria, c.6.

(5) Ibid, The Dominion had not constructed the railway on Vancouver
TIsland, as suggested by Lord Carnarvon in 1874, the bill having
been defeated in the Senate,

(6) 37 Vic toria, ¢.17,
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had been a grant or a loan, thc Dominion agrecd to provide
$250,000 as the work on the dock progressed£7) However, cven
with this aid the Province could not completc the dock.
Consequently, in 1884, when all issues between British Columbia
and the Dominion were scttled, thc Dominion Govermment agreed
to take over the dock for completion and administration and to
pay the ZFrovince $584,5009 representing a scttlement grant of
$250,000 (authorized in 1874 and 1880) and oxpenditures of
$13495OO by British Golumbia upom the dock prior to 188458)

In 1873, vhen the excess debt of Ontario and Quebec
was absorbed by the Dominion, the debt allowance of British
Columbia was incrcased by $280,OOO,(9And in 1884, whcn those
increases were reverted to 1867 with inﬁcre?gé)British Golumbia
obtained an additiomal allowance of $83,100.

British Columbia did not makg its first appeal to
the Dominion for financial aid until 1901, Although the Province
had been invited to perticipate in the Provinecial Conference of
1887, the Govermment declined becausc it had no difforcnces with.
the Dominion which could not be settled by negotiation, Consc-
quently, the resolutions of the Conferencc did not reccive the
approval of British €olumbia., In 190)}, the first British Columbia
delegation secking "better terms" interviewed the Dominion
Government. The arguments prescnted to the Dominion Govermment
constitute the basic claims which appeared in the memorials

tendered during the period 1901-14 by delcgations in 1903, 1905,

1911, 1914, and beforc the Provincial Confcrence in 1906,

(7) 43 Victoria, co 15,
(8) 47 Victoria, c. 6
(9) 36 Victoria, c. 0.
(10) 47 Victoria, c. 4.
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The complaints which British Columbia cited as grounds for better

torms can bc groupcd in four categorics:
l. The physical character of the Province made the ecost of
government higher tham in other provinccs, for not only was
the arcea sparsely scttled but mountainous districts added to
the costs of administration. Comparative per capita cost of
the various provinces in 1900 Wore: British.Columbia, $ll.62;
Manitoba, $4.00; Ontario, $1.85; Quobec, $2.70; New Brunswick,
$2.40; Nova Scotia, $2,04; and Princo Edward Island, $3.00,
¢ The distance of British Columbia from the commercial,
industrial, and administrative coentres of castern Canada
resulted in a highcr cost of goods consumed in the Province.
3+ The nom=industrial character of the Province caused a
larger percentage of goods to be imported for consumption and
thereby British €olumbia contributed to the fcdoral revenue
at a much grecater per capita ratio than the other provinces.
One-fifty-fifth of the population of Canada had provided one=-
twentioth of the revenuec over a period of thirty years; the
per capita contribution to the Dominion revenuc by all the
provinces in 1897 was {8.93 while that of British Columbia
was $25,67; tho custon revenues from the same sources were
¥6.65 and $21.02 respectively.
4, The disadvantagoous situation of the Province in regard
to markets forced its products to be sold abroad in competition
with foreign goods, while the products of other provinces
received tariff protcetion becausc they were sold within
Canada. British Columbia suggested_that its claims be
arbitrated by a cormission of thrce, one appointed by the
Dominion, one by the Province, and the third by the two
previously nominated, or failing that by thc Colonial
Secretary.(ll)

These claims rececived no attention from the Doninion Government and

the delegation returncd capty-handed.,

(11) Dominion Sessional Papers, 1903, Vol. 13, No., 68, pp. l.ff.
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British Columbia was unable to participate in the
Provincial Conference in 1902 because of a change in government,
When the resolutions of the Conference were circulated for
approval by the various provincial legislatures the Prime Minister
of British Columbia, the Hon. E. G. Prior, stated that his
Province was glad to concur with the proposal, but the geogrephical
difficulties, which resulted in a much greater per capita_cost of
government in Briﬁish Columbia than in any other province, required
special attention, He asserted that a precedent had been estab=
lished when an exira grant had been given Nova Scotia in 1869 and
British Columbia desired the aid of the other provinces in its
quest for special'considerationslg)

In 1903, a delegation from British Columbia approached
the Dominion again. In addition to the claims advanced in 1901,
the Province added the argument that if Nova Scotia in 1869 were
entitled to an increased subsidy, then British Columbia was in
1903, becausc two of the grounds upon which Province sought redress.
wore identical to those recognized in the submission of Nova Scotia,
viz., inadequate sources of local revcnue, and exceptional physical
environmentflz) Aggin the Dominion refused to fulfill the wishes
of British Columbia,

Inasmuch as the Dominion had rejected its appcals,
British Columbia decided to present its'case to the Damipion-
Provinecial Conference of 1906, The Hon, Richard McBride, the
Premier of the Province, submitted a mcmorial to the Confercnce
in which he assc;ted that any changcs similar to thosc proposed
in 1887 and 1902, Whéreby the population subsidy was to be paid
at 80 cents per head up to 2,500,000 inhabitants and thereafter
at 60 cents and the grant for government was to be determined
on a population scale, would leave British Columbia in a more

unfavourabls position than ever because: (1) the Province would

be compelled to pay an undue proportion of the amount of subsidy

(12) Ibid., pp. 13-18.
(13) Ibid., pp. 15-24,
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increases, since the inhabitants of British Columbia contributed
more to the Dominion on a per capita basis than the residents of
any other Province, and (2) the proposed increases in subsidies
were based upon population which took no account of the exceptional
conditions existing in British Columbia. -Thus, British Columbia
was bound to lose unless it were given special consideration,
He attempted to prove that the British Columbia subsidy terms were
inequitable inasmuch as its annual subsidy at the maximum would be
less than $500,000 while those of Saskatchewan and Alberta would
be $2,%50,000. British Columbia urged the Conference to recommend
the appointment of a commission of three to investigate its claims
for special terms. After due deliberation, the Conference decided
that a special commission was unnecessary and instead recommended
an extra annual subsidy of $100,000 for ten years, This award
was insufficient in McBride's opinion and he withdrew from the
Conference after stating that his Province would approach the
Imperial authorities to secure the equitable treatment which the
Dominion denied.(l4)

The Conference, with British Columbia absent, recommended
a revision of all provincial subsidies along the lines laid down in
1887 and 1902 with a special grant for British Columbia of $1003000
for ten years. This settlement was to be final and unalterable,
Every provincial Legislature except that of British Columbie
favoured the proposed plan, British Columbia claimed that
inasmuch as the special sum was inadequate for its disabilities
the finality clause would prohibit the Province from any future
demands upon the Dominion. Despite the non-approval of British
Columbia, the Dominion Govermment proceeded with the revision and
secured parliamentary assent to an Address to the Imperial Govern=
ment for an amendment of the British North America Act. The Hon,

Mr. McBride went to London to protest to the Imperial authorities

(14) Ibid., 1907, Vol. 12, No.29a, pp.l0-38,
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against what he regarded as unfair treatment for his Province. The
Imperial Government, however, enacted the statute forwarded by the
Dominion Government; it did, however, remove the finality clause from
the body of the Act to the schedule. Th? n?cessary legislation was
; 15

passed by the British Parliament in 1907. British Columbia was
gratified at the deletion of the finality clause and the Act was
dealt with by the Executive Council of the Province on March 19,
1908, in the following language:

"Whereas said 'British North America Act, 1907' does

not make final and unalterable said amended scale of

payments to the provinces, and cannot affect the right

of future negotiations between the province and the

Dominion, with reference to said recognized special

claim of British Columbia:

"Therefore, it is resolved, that this house adhering

to the position that said grant of one hundred thousand

ddllars annually for ten years is inadequate, affirms

its right to further urge on the Dominion Government

that steps be taken to bring about a fair and adequate

settlement of the recognized claim of British Columbia
for special treatment at the hands of Canada,......(16)

The revised subsidies of 1907 increased the British Columbia
subsidy for government from $35,000 to $150,000, and added an
extra grant of $lOO,QOO for ten years; thus, the subsidy total
was increased by 70%.

In 1911, a delegation from British Columbia again visited
Ottawa to press the aforementioned claims for special terms upon
the Dominion., After continued communication concérning the matter,
the Dominion decided to accede to the wish of British Columbia for
the appointment of a Commission of inquiry, and in February, 1913,
an Order in Council was issued announcing the selection of Zebulon
A, Lash and Ernest V. Bodwell as representatives of the Dominion
and British Columbia respectively. These two were to select the
third member of the Commission. However, the World War intervened
and the matter was shelved for more important events. As a
consequence, the Commission never functioned and no decision was

(17)
ever delivered, Nevertheless, British Columbia filed the brief

(15) 7 Edward VII, c.ll. )
(16) Dominion Scssional Papers, 1913, Vol. 27, No, 67h, pp. 2-4.
(17) Tbid., pp.1-4; Ibid., Vol. 28, No.191 and 19la, p. 1 ff,
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brepared for the Commission with the Dominion Government in 1914
for purposes of record. In Octobor 1913, shortly after the
appointment of the two members of the British Golumb ia Commission,
a Provincial Conference was held. This body proposed an
additional subsidy amounting to 10% of the annual Dominion customs
and excise collections. British Columbia participated in this
assembly but reserved its particular claims for presentation to
the Commission of inquiry. The Dominion Government took no
action to implemeny the recommendation of the Provincial
Conference of 1913,

Since the introduction of conditional subsidics in 1912,
British Cglumbia has received the amounts stated in the accaompany-
ing tablo,

Although the quest for a settlement of accounts with the
Dominion had been delayed indefinitelyvby the World War, the
Provinee did not desist in its offorts, When thc Prairie
Provinces petitioned the Dominion for the return of their public
land, British Columbia also urged that the land in the Railway
Belt and the Peace River Block which had been given over to aid
the constructiop of the Canadian Pacific Railway be reconveyed
to the Province, There was sporadic correspondcnce concerngng
this matter between the Dominion and the Province from 1918,
Eventually in 1927, after the presentation of a brief for better
terms, fhe question of British Columbia's claim for possession
of the Railway Belt and the Peace River District was submi tted
to a Commission of one, Mr., Justice Martin of Saskatchewan: The
fact that this land had been turned over to the Dominion for a
particular purpose put the claim in a different category from
that of the Prairie Provinces, After an attentive investigation,
Mr., Justice Martin could discover no legal or contractual reasons
to support British Columbia's ownership, but, from the standpoint
of equity, he recommended that the Dominion retum the unalienated
land to the Provincé. Action upon this recommendation was delayed

until settlements had”been arranged with the Prgiric Provinces.
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Finally, in 1930, the land was reconveyed and an agrccment was
made for the continuance of the $100,000 land subsidySIS)
Neverthclecss this issuec is still unscttled, British Columbia
desiring an investigation to détermine whether the Province
should receive compensation for the land alienated by the Dominion.
Since the World War, British Columbia has made various
attempts to have its sub sidy orised by the Dominion. At the
Conferenecc on Taxation held in Ottawa in 1924, the Province re-
itcrated its demands for a special subsidy and rcgistercecd a
complaint concerning the federal invasion of the field of direct
taxation, which, it pointed out, diminished the potentialities of
the provincial tax rcsources., In 1927, a detailed bricf was filed
with the Dominion Govermment concerning the disabilitics of British
Columbia within Confederation., Thesc pyotests were drgwn to tho
attention of the Dominion again in 1934, 1935 and 1936, vhcen the
Province submitted briefs to the Dominion Goveornment outlining
its clairs and protestse
The arguments prescnted in these bricfs can be classified

in fou: categories:

1, The Provinec continucs to suffer from the disabilitics

arising from the topography of tho country,.whereby theo

cost of administration is particularly high.

2¢ In comparison with other provinces, British Columbia

has not received equal treatricnt in the natter of subsidicse

Om the basis of custas end excise revecnuo in 1870, British

Colurbia shou;d have cntorecd thq union with a population

figure of 120,000 instead of 60,000, Under tcrms of this

naturce, the Prqvinco would have rgceived a population

subsidy of $96,000 instead Qf $§8,090 and a debt allowance

of $3,300,000 instead of $1,700,000. When Alberta and

(18) 20-~21 George V, c. 37,
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Saskatchcwan werc adnitted to tho union they werc allowed
populations of 250,000 whilc actually thg populations in
1901 were 91,279 and 73,022 rospectivoly.(lg)Gonorosity
of this type had been refused fo British Columbia in 1870,
British Columbia suffered badly in the matter of special
subsidies and received much less per capita than any of
the other provinces. During the period from 1870 to 1934,
the Dominion collected $442,000,000 from the customs and
excise sources turned over by British Columbia in 1870
whereas the Province itself secured a subsidy of oanly
$27,500,000.
3. The entrance of the Dominion into the field of direct
taxation had brought a great hardship upon the people of
British Columbia because the Province employs an income tax
to raise much of its revenue,
4, When the railway lands in the Peace River Block were
returned to the Province, no Gommiss;on was eppointed, as
in the ecase of the Prairie Provinces, to determine any
compensation which might be due for Dominion alicnation of
land and for provincial expenditurc in the dcvelopment of
the areae(EO)

In 1934 after the presentation of the British Columbia
brief, the Dominion Govermpent decided to award the Province an
interim payment of $750,000 a year pending a complcte examination
of the grievances of British Columbia, When no commission of
inquiry was appointed, the Province approached the Dominion
Government in 1935 and 1936; briefs were filcd reciterating the
various claims and calling attcntion to the promise of an

investigation.

(19) The cchsus of 1906 indicatcd that the 1905 estimate of
250,000 was rcasonably accurate for Saskatchewan, which
had a population of 257,763 in 19063 the Alberta census
of 1906 showed 185,195,

(20) British Columbia's claim for Readjustmont of Terms of Union,
1935, pp. 17-31,
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There is one other factor in the subsidy relationship
between British Columbia and the Dominion which has not yet been
discussed. In 1920, the Dominion began payments to municipalities
for relief purposes; these allowances were neither conditional
subsidies nor unconditional grants. Municipalities in British .
Columbia received the following sums: 1920-21? $9;25OO; 192122,
$103,800; 1922-23, $228,100 - a total of $423,400, The depression
which began in 1929 brought to the fore another problem of une
employment relief. Again the Dominion assumed a sheré of the
cost of relief; however, all Dominion payments were made directly
to the province for distribution. Thus, a new subsidy relapionn
ship was established betwoen the Dominion and the provinces.

Since 1930, British Columbia obtained the following relief grants

from the Dominion:

1930=31.e..iunini o 259,000
1931-32.00.uuneniaee.s 3,428,000 .
1938=384ccicinenniaes 4,079,000
1953—54..a..-s....;.. 5;5985000
1934~35,0000eaeniaes 3,176,000
1935360 i0eeccanens . 2,277,000

1986-37¢dececoensacnan__3,237,000

(21)
Total $19,854,000

As of March 31, 1937, British Columbia rcceived the
following annual subsidies from the Dominion:

Population SUbSid¥esenecesossseesd 555,400 (22)
Interest on debt allowance....... 29,200
Grant for governmenteqesceeees... 190,000 (23)
Land SubSidyooounpds-iaew.oooae.o lOOéOOO
Special o . 750,000

Total.: $1.624. 200

(21) In addition British Qolumbim obtained not loans, particularly
for relief, from the Dominion of:
1931-32s cdnincncunsesed 4,813,000
198D 0 o pjsin 3 v wvem 5 5 913,000
1933~34s ciw g eniasons s 1,322,000
198435, ces.eisan. 7,967,000

1955-560 s seeees ma . e's @ 12, 558’000
‘1956—57QOQOQ000105500 539725000
Total o $31,545.000

(22) The populétion subsidy autqmétically increased in the’
following yearss 1881, $30,500; 1901, $64,400; 1911,
$171,100; 1921, $105,700; and 1931, $135,700,

(23) The grant for govermment was' paised from $150,000 to
g T 9
$180,000 in 1921, ayd to $h90,000 in 1921,
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From 1870 to March, 1937, British Columbia obtained total
payments of $65,200,000 from the Dominion, composed of
$32,300,000 from subsidies, $13,100,000 from conditional

(24) - (25)
subsidies, and $19,900,000 from relief grants.

(24) This total does not include $423,400 paid by the Dominion
to Municipalities during 1920-23,

(25) The amounts paid by the Dominion for the Esquimalt Dock
are not included, -
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STATISTICAL APPENDIX

SUBSIDIES AND GRANTS PAID TO PROVINCES SINCE CONFEDERATION

To Fiscal Year

Table I SUMNARY OF DOMINION-PROVINCIAL GRANTS AND SUBSIDIES
Conditional
Grants: Ex- Unemploy-
Fiscal Statutory Special Unemployment ment Total
Years Subsidies Grants Relief Relief
$000 $000 $000 $000

1867-68 -~ 1911-12 203,521,492 203,521
1912-13 13,211,800 500 13,712
1913-14 11,280,469 700 11,980
1914-15 11,451,673 784 12,236
1915-16 11,451,673 885 12,337
1916-17 11,469,148 974 12,443
1917-18 11,369,148 1,053 12,422
1918-19 11,327,236 985 12,313
1919-20 11,490,860 1,746 13,237
1920-21 11,490,860 2,564 342 14,397
1921-22 12,211,924 5,641 498 18,351
1922-23 12,207,313 8,108 944 21,260
1923-24 12,386,136 6,228 4 18,618
1924-25 12,281,391 4,064 16,346
1925--26 13,375,129 2,882 15,257
1926-27 12516741 1,683 77 14,277
1927-28 12,516,741 1,600 2,593 16,710
1928-29 12,553,725 1,600 2,256 16,410
1929 -30 12,496,959 1,600 2,205 16,301
1930-31 17,435,736 1,600 6,306 3,160 28,502
1931-32 13,694,970 1,600 10,5682 33,531 59,388
1932-33 13,677,384 1,600 11,863 33,809 60,949
1933=-34 13,727,565 1,600 12,591 28,020 55,939
1934-35 13,768,953 2,350 15,181 43,368 74,668
1935-36 13,768,953 3,225 17,012 40,667 74,673
1936-37 1557353196 3,225 21,374 51N517 89,851
1937-38 15 785,331 7,475
TOTAL 533,154,515 27,475 140,740 235,957 916,848

|

(1937-38

(1937-38) (1936-37) (1936-37) (1936-37)
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