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BRITISH NORTH AMERICA AT CONFEDERATION

EDITORIAL FOREWORD

Professor D. G. Creighton of the Department of History at the University of
Toronto was retained by the Royal Commission on Dominion-Provincial Relations
to make the following study. He was asked to include a review of the forces which
brought about and shaped Confederation; an analysis of the economie, social and
financial conditions of the period (with particular reference to the clause in the
Order in Council appointing the Commission which said “that it is expedient to
provide for a re-examination of the economic and financial basis of Confederation
and of the distribution of legislative powers in the light of the economic and social
developments of the last seventy years”); an interpretation of the economic and
financial clauses of the B.N.A. Act in the light of the conditions and anticipations
of that time; and an indication of the nature of the state which the Fathers of
Confederation planned.

In addition to public sources, Professor Creighton has used a collection of
contemporary documents, speeches, memoirs and editorials, and hitherto unpub-
lished compilations of public finance and other statistics made by the Commission
research staff. The method of presentation and any expressions of opinion are the
responsibility of the author, and not of the Commission.

The study portrays a period of violent and critical flux in the life of British
North America, a period in which fundamental economic and political decisions
were made. In the years before Confederation the colonies were gradually ceasing
to be simple economies devoted to the export of raw materials, and were acquiring
diversity. Superimposed on the growing pains of this change, and on the stresses
and strains of the international crises and depressions of 1857-66, were two major
adjustments of almost revolutionary importance.

Abandonment of protection and colonial preferences by the United Kingdom
disrupted the trade of the colonies and caused heavy losses on the St. Lawrence
waterway system, though the Reciprocity Treaty with the United States (1854-1866)
and American markets incidental to the Civil War provided, for a time, com-
pensating commercial opportunities. Of even greater importance was the rise of
mechanized industry and transport. In the period of transition from the wood-
wind-water era to the age of steel and steam, railways became the primary considera-
tion of Canadian business men and public men alike. Railways promised rapid
expansion of frontiers, growth of trade and population, and new prosperity; but
they also threatened established and flourishing regions such as the Maritimes unless
these regions could quickly adapt themselves to the new order of things. Until the
coming of the railway there had been relatively little trade or common economie
interest between the colonies. Railways made them think in continental terms.
Simultaneously, the loss of tariff privileges enjoyed under the old colonial system
made them look for new trading outlets. Common plans and action seemed essential
if the colonies were to make the most advantageous use of the new techniques, to
promote trade effectively, and to acquire the prairie and Pacific territory before it
was absorbed by the American land rush.

Extensive government assistance and strengthened finances were equally
necessary. Developmental expenditure, in the pre-Confederation period, was the
one permitted exception to the traditional laissez-faire theory of governmental
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functions, and the building of canals had seriously strained the credit of the
Canadas. The advent of the railway, in which there was a large investment of
public funds from 1850 on, threatened the solvency of every British North American
government. In union, it was thought, there would be strength, greater financial

power and an opportunity for concerted action impossible while the colonies
remained apart.

These were the economic stimuli of Confederation. The motive of common
military defence was also present. British withdrawal from responsibility for
defending the colonies synchronized with the rise of the United States as a formid-
able and threatening military power.

With this background of Confederation in mind, Professor Creighton examines
the general economic and financial provisions of the B.N.A. Act. He reaches the
conclusion that it was the clear intention of the Fathers of Confederation to create
a strong federal government with all the powers necessary to build, equip, administer
and defend a transcontinental nation; and that the provinces were maintained as
governmental units to preserve certain traditional and cherished educational and
legal systems and were intended to administer purely local affairs. Not only was
provincial jurisdiction limited to matters then considered of only local interest
(though some of these may since have become of national importance) but provinecial
revenues were similarly curtailed, both the Quebec and the London resolutions con-
ferring on the Dominion “the powers of taxation.” Supporters and opponents of
union, Professor Creighton argues, were agreed in thinking that if there was to be
Confederation at all, it must be—with the lessons of the United States civil war
vividly before them—Confederation under a strong central government.

Professor Creighton’s first chapters discuss the influences which, before Con-
federation, affected all the British North American colonies alike. In succeeding
chapters he relates the economic history—roughly for the period 1850-67—of the
Canadas, the Maritimes, the prairies and the Pacific coast settlements. The second
half of the study deals with the economic aims of Confederation; public finance
before 1867; the financial settlement reached in that year; and finally the first
consequences of that settlement.

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.



SectioN I

INTRODUCTORY

The purpose of this study is to provide a survey
of certain important elements in the life of the
British North American provinces on the eve of
Confederation. The economic and social conditions
of the provinces at that time and the public finances
of their respective governments have been selected
for special study; and an attempt has been made to
present an historical analysis of the chief decisions
taken at Confederation, and of the main objectives
which Confederation was expected to realize, so far
as these relate to economic and financial matters.

The Confederation of the British North American
provinces was achieved at a particular time, by a
particular generation and in the midst of a peculiar
conjuncture of circumstances. The conditions of
the period, economie, social and political, consti-
tuted the major premise of the architects of Con-
federation; and in building for the future they
could use only the materials of the present within
certain limits imposed by the traditions of the past.
Their work bears the stamp of their own period,
and the impress of the whole Canadian history, of
which their period formed only a brief part; and
the strength and weakness, the successes and tribu-
lations of the federal structure which they created
are not explicable apart from the circumstances of
its birth.

These circumstances were, in part, peculiar to the
troubled decade of the 1860’s; but in part also they
have been common to all periods of modern Cana-
dian history. The world of post-war Canada and
the world of Mid-Victorian British North America
are linked by many similarities, just as they are
separated by obvious differences. The transition
from water-transport to railways, from frontier
self-sufficiency to industrial diversification, from
colonialism to national autonomy, had passed its
first important stage by 1867; and, indeed, Con-
federation may be regarded as a solution of the
earlier problems of the modern age, and as a device
for the realization of its first promises. The
political settlement of 1867 was the product both
of conditions which have vanished and of others
which have been regularly renewed. Its anachron-
isms and modernities, its inadequacies and virtues,

alike have much of their explanation in the struc-
ture of British North American communities in
the 1860’s.

In the years which immediately preceded Con-
federation, the provinces of British North America
were responding, in their various ways, to the
advent of the new industrialism, the new transport
and the new attitudes of Great Britain and the
United States. The economic bases of the provinces
differed; for generations their political histories had
been distinct. This particularism had encouraged
variations in provinecial growth; but it could not
prevent the development of common problems and
common aspirations. In all the provinces, railways
had bred new commercial hopes and debts created
new burdens; and the approaching abrogation of
the Reciprocity Treaty with the United States
appeared to necessitate re-orientation of the trade
of British North America as a whole. The political
instability of the Province of Canada, which was
the product of fundamental social and sectional
differences, precipitated the impending reorganiza-
tion; and, once the process had been set in motion,
it was carried forward by the weight of all the
ambitions, apprehensions and commitments which
agitated the provinces at the time. The culmina-
tion of strains and difficulties within the colonies
was accompanied by an intensification of pressure
from without. On the one hand were the territorial
expansion, the commercial rivalry and the political
truculence of the United States; on the other were
the decline of the old British imperialism and the
approaching termination of imperial defence. The
concurrence of forces which hastened the achieve-
ment of Confederation was exceptional and transi-
tory; but these ephemeral influences helped to
shape a settlement which was intended at once to
satisfy the claims of tradition and the demands of
the modern world.

It is obvious that, while the excellences of the
Confederation settlement remain as undoubted as
ever, its defects have become more conspicuous
with the passage of time. The Fathers of Con-
federation were not endowed with the prophetic
power which enabled them to anticipate the gov-
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ernmental responsibilities of the future; and, in-
deed, they made no direct reference to the possible
development of new legislative powers. This
reticence may have been due to a modesty from
which succeeding generations have been slow to
profit; and it may be that the constitution which
Macdonald regarded as “a mere skeleton and
framework which would not bind us down ” has
unfortunately been permitted to lose the elasticity
which he expected would be one of its distinguish-

ing characteristics. At all events, whether or not -

the outcome might have been different, the omis-
sions in the Confederation settlement have now
become major defects. The Fathers of Confedera-
tion intended to unite the economies of British
North America in a strong, national integration;
but they naturally judged the wants of this new

economic unity in the light of the conditions of
their own day and milieu. They hoped for the
development of manufacturing and for expansion
to the prairies. But they could not foresee the
modern industrialism of eastern Canada; they had
no experience of the wheat economies which were
to develop in the west; and the legislation respect-
ing marketing and social welfare, which the modern
age has deemed legitimate and necessary, was un-
dreamed of at the time of the Quebec Conference.
The Fathers of Confederation devised a federal
scheme which sufficed for decades to meet the needs
of a relatively simple economy; but its weaknesses
have been exposed, as they never were before, by
the pressure of those burdens which are the inevi-
table accompaniment of a complex and unstable
modern world. ‘



SectioN II

EXTERNAL INFLUENCES IN THE DEVELOPMENT OF THE
BRITISH NORTH AMERICAN PROVINCES

I

On the eve of Confederation, the economies of
British North America were almost as numerous
and distinet as the political units of which it was
composed. This condition of political disunity was
the result both of local centrifugal forces and of
deliberate imperial policy. This economic and
social separateness was the product of prime geo-
graphic factors and of long-established and con-
trasted human enterprises and habits. But the
divisions which kept the northern provinces apart
were not the only, ner perhaps the most important,
feature of their collective history during this period.
The study of British North America on the eve of
Confederation must deal largely in terms of sepa-
rate provinces and differing regional economies;
but it must at least begin with a survey of the
problems which were common to all provinces and

the forces which acted impartially upon all-

economies alike. The burden of these common
problems and the pressure of these outside influ-
ences were largely responsible for the movement
which ended in Confederation. But if there had
been no Confederation, and even if there had been
no federal movement, the forces acting upon the
development of British North America would have
involved the different provinces in common diffi-
culties and spurred them on to comparable efforts
and enterprises. A

The outside influences which affected the north-
ern provinces came inevitably from the two countries
with which they had always been most intimately
associated—from Great Britain and the United
States. The politics, wars and treaties, the fiscal
systems, commercial programs and business cycles
of the two great English-speaking countries invari-
ably had repercussions, either direct or indirect,
upon the life of British North America. Though
these influences were comparable in extent and
profundity, they differed widely in character; and
in large measure the difference was the result of
the contrasted relationships which had developed
between British North America and Great Britain
on the one hand, and British North America and
the United States on the other. Traditionally the

provinces had clung to the political support and
economic assistance of Great Britain. From the
beginning, they had tried to offer competition to
the political and commercial expansion of the
United States. But the years which immediately
preceded Confederation saw the last stages of Great
Britain’s withdrawal from the commitments of her
ancient empire; and this withdrawal coincided with
one of the great eras in the continental expansion
of the United States.

The old colonial system, both political and eco-
nomic, had been wrecked by two revolutions—by
the political revolution in the Thirteen Colonies
and by the industrial revolution in Great Britain.
In the early 19th century, the stunted little colonies
which survived the disruption of the first empire
were judged and condemned in the light of the new
political economy; and England turned in relief
from the burdens of mercantilism to the promises
of machine manufacture and free trade. By the
middle of the century Great Britain had surrendered
the apparent advantages of empire in exchange for
relief from its undoubted burdens. The grant of
responsible government was accompanied by the
abolition of the navigation laws and the removal
of the old imperial preferential tariffs on colonial
wheat and timber. After the middle of the 19th
century, the chief surviving element of the old
imperial system was the burden which still rested
on the mother country for colonial defence.

The effects of this contraction of the old official
imperialism were modified, for a time, by the brisk
movement overseas of British private capital. The
preferences, bounties, monopolies and military
assistance of the past were gone or going; but
heavy British investments in Canadian municipal
bonds and Grand Trunk Railway securities sup-
plied a new and almost equally fortifying influence
in the early fifties. This stream of financial largesse
was dynamic in its effects but brief in its duration.
After many of the municipalities had defaulted in
the depression which followed the panic of 1857,
after the Grand Trunk had reached a state of
chronic financial chaos in the early sixties, the
British investor began to follow the colonial office
in its retreat from the North American colonies.
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Canadian Confederation was preceded by the failure
of Canadian governments to float new loans in the
London market; it was followed by the withdrawal
of the last imperial garrisons from Quebec; and it
was put through in large measure by the British
authorities, who in 1864 decided to give their full
support to the newly formed Quebec scheme.?l
This British assistance might be interpreted as an
effort to assist in the creation of a great holding
company in which could be amalgamated all those
divided and vulnerable North American interests,
whose protection was a burden to the British state
and whose financial weakness was a grievance of
British capital.

At the same time, while their last imperial
supports were failing, the North American provinces
were confronted with the possibility of attack from
the United States. KEven if its intentions were not
actually bellicose, the actions of the American
republic were certainly aggressive. In the past, the
provinces had tried, as best they could to compete
with the United States. The St. Lawrence com-
mercial system had been devised to contend with
New York for the prize of the western trade: the
Maritimes had struggled with New England for
the domination of the fisheries and the control of
the West Indies commerce. But the British repeal
of the Corn Laws and the collapse of the entire
mercantile system produced a violent change in the
economic affiliations of the provinces. They had
always been—and, in particular, Canada—depend-

ent upon a political and commercial metropolis;

and the swing of Canada away from Great Britain
and towards the United States was expressed
politically in the Annexation Manifesto and eco-
nomically in the demand for reciprocity with the
American republic. The Reciprocity Treaty of
1854-66 inaugurated a new era of harmony be-
tween the provinces and the United States. It
facilitated the full development of those closer
trade relations which were a feature of the period.
But, soon after the passing of the treaty, disputes
began to gather about its interpretation;2 and,
finally, the American Civil War, with its border
incidents and its Anglo-American disputes, brought
the period of harmony effectively to a close.3 In
1864, the year of the Confederation conference, the
United States appeared in its old light, a vast and
encroaching organization, politically truculent, eco-
nomically aggressive.

1 Chester Martin, “ British Policy in Canadian Confederation ”
(Canadian Historical Review, vol. 13, March, 1932, pp. 3-19).
2D. C. Masters, The Reciprocity Treaty of 1854 (London,

. 1936), pp. 113-79.

3 Ch_ester Martin, “The United States and Canadian Nationality”
(Canadian Historical Review, vol. 18, March, 1937, pp. 1-11).

The Trent affair had brought Great Britain and

- the United States to the very brink of war; the

St. Albans Raid and the plottings of the Fenian
Brotherhood embittered the relations between the
republic and the northern provinces. On the
border, the United States stiffened its passport
regulations; and it threatened to end the Agree-
ment of 1817 which limited naval armaments on
the Great Lakes. Against this formidable neigh-
bour, which the shock of civil war had made one of
the greatest military powers in the world, all the
provinces stood practically undefended, while some
of them were admitted to be virtually indefensible.
It was only natural that public opinion in the
colonies and official opinion in England should be
largely concerned with the question of defence;
but, at the same time, the problem of American
aggression was by no means merely military or
political in character. Of necessity, it involved
commercial rivalry and territorial expansion.
Long before 1866, the approaching abrogation of
the Reciprocity Treaty by the United States was
first suspected and then known. In the American
Congress, there were threats to repeal the laws of
1845-46, which permitted Canada to import and
export freely, in bond, through the United States,
and which constituted the legal basis for the exten-
sion of the Grand Trunk Railway to Portland,
Maine. All the provinces faced the certain loss of
markets. The Canadas were confronted with the
possibility of the stoppage of their winter communi-
cations to the sea;4 and Nova Scotians were un-
easily conscious that the abrogation of reciprocity
would stop the free entry of their fish into the
United States, without preventing the aggressive
competition of American fishermen in their inshore
waters.’ In the west, the march of American
settlement was already endangering the dream of
a transcontinental British North America. Minne-
sota was admitted as a state in the American Union
in 1858; and the Red River valley was already
economically tributary to St. Paul. This American
aggression, which was the counterpart of the British
imperial retreat, brought the North American prov-
inces to a state of insecurity and apprehension. On
the one hand, was the evident decline of the old
Britannic imperialism; on the other was the ominous
fermentation in the United States. And if the
provinces were to survive as separate North Ameri-
can powers, within the British Empire and outside
the American republic, it seemed inevitable that
they would be forced to assume a new attitude with
regard to both Great Britain and the United States.

4+ Montreal Gazette, Feb, 8, April 20, 1864; Acadian Recorder,
(Halifax), Feb. 4, 1865.
5 Evening Express (Halifax), Jan. 23, March 24, 1865.
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This political and commercial reorientation was
not, however, the only necessary readjustment of
the period. The provinces had to accommodate
themselves not only to the changing policies of
Great Britain and the United States, but to the
new technology and the new industrialism. In
Great Britain, and to a lesser extent in the United
States, the twenty years which preceded Canadian
Confederation formed a stage of importance in the
great transition from commercialism to industrial
capitalism. The revolution in technology, which
had begun far back in the 18th century, continued
without interruption; iron and coal provided at
once the physical expression for human inventions
and the power to drive them; and mechanized land
and water transport carried the productions of
large-scale industry to the four corners of the
globe. The shift from wood to iron, from water-
power to steam, from canals to railways and from
sailing-ships to steamboats became virtually an
accomplished faet. All these changes fell with
jarring force upon provincial economies which were
unprepared to sustain the tremendous and expen-
sive adjustments involved.6

The British North American provinces, for
reasons many and obvious, were not uncomfortably
adjusted to the economiec organization which was
now passing rapidly away. Their economies had
been largely based upon wood, wind and water.
The business organization of Canada had been
built up in relation to the St. Lawrence and the
Lakes; the economic activities of the Maritimes
centred in the sea, its trade, its shipping and its
fisheries. The natural routes of ocean, lake and
river had been improved and extended merely by
canals. Wooden shipping dominated the trade of
the waterways and provided work for the ship-
builders of Quebeec and the Maritimes; and the
trade in timber and lumber still struggled in Canada
for that supremacy which it so easily maintained in
the Province of New Brunswick. For these primi-
tive economies, the coming of machine-driven indus-
try, the advent of the railway and the iron ship, both
posed problems and offered opportunities. It was
through their desperate efforts to realize the advan-
tages of the new transport, that the provinces
acquired that burden of debt which was one of the
chief common denominators of their pre-confedera-
tion troubles. The burdens of public finance were
created by the railways; but, in compensation, the
railways made possible a broad base on which these

SH. A. Innis, Problems of Staple Production in Canade
(Toronto, 1933), pp. 17-23.
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burdens could be borne. In the past, the political
aspirations of British North America had been
limited by the very nature of its water communica-
tions. The building of the St. Lawrence canals had
virtually necessitated the union of the Canadas in
1841. The railways suggested a transcontinental
federation and made it possible.

These long-run changes in the economic organi-
zation of the West-European and American world
were accompanied, moreover, by a series of briefer,
and sharply upsetting movements. In the United
States even more than in Great Britain the business
history of the period 1850-1867 was troubled by
recurrent crises, both economic and political. The
second half of the century opened with a return to
moderate prosperity after the depression of 1847;
and the upward movement was encouraged and
strongly supported by Californian and Australian
gold. “1It is easy to develop the earth with capital
at 2 per cent. The men of the early ¢fifties’ set
about it.”7 Throughout Europe, the period was
one of eager speculation and the export of British
capital to the United States was resumed on a large
scale. “The breeze which propelled the American
ship of business so rapidly forward at this time
came in large measure from across the Atlantic.”8
In Canada, the breeze became almost cyclonic; and
the heavy imports of English capital for the con-
struction of the Grand Trunk Railway helped to
set in motion an over-speculation in land, building
and general development.? The outbreak of the
Crimean War in 1854 stopped the export of Russian
wheat to western Europe; and the bad harvests in
Great Britain forced up the price of breadstuffs.
But the middle fifties were prosperous years for
Canadian agriculture; and the wealth of the staple
industries at once justified and encouraged the
boom spirit.

The year 1857 was the crisis year. The failure
of the Ohio Life Insurance and Trust Company was
the immediate occasion of panic conditions in the
United States. Commodity prices and railway
securities broke sharply; the banks suspended pay-
ments, and discounts, where they were available,
rose suddenly to abnormal heights.10 Almost
immediately the panic was communicated to Eng-
land, where Glasgow and Liverpool were peculiarly
sensitive to any disturbances in the United States;

7J. H. Clapham, An Economic History of Modern Britain,
Free Trade and Steel, 1850-1866 (Cambridge, 1932), p. 363.

8W. B. Smith and A. H. Cole, Fluctuations in American
Business, 1790-1860 (Cambridge, 1935), p. 91.

9K. W. Taylor and H. Mitchell, Statistical Contributions to
Canadian Economic History (Toronto, 1931), pp. 47-49.

10A. H. Cole, “Statistical Background of the Crisis of 1857 ”.
(Review of Economie Statistics, vol. 12, Nov., 1930, pp. 170-80).
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and “almost everywhere the immediate cause of
trouble was some stoppage in anticipated remit-
tances from America.”11 In both Europe and the
United States the financial crisis, though severe,
was relatively short-lived; but the recovery of trade
and industry was exasperatingly sluggish. In
British North America, the boom and the first
period of railway construction came to a halt. In
Canada, the depression coincided with bad harvests,
with the new Cayley-Galt tariff and with Galt’s
desperate efforts to reduce the interest on the debt.

At the beginning of the new decade, when move-
ments were still erratic and uncertain, the whole
course of British and American business was thrown
into difficulties by the advent of the Civil War. The
war reduced exports and brought misfortune to the
cotton manufactures of Lancashire; in the United
States it entailed an increasing inflation and rising
commodity prices. But though the conflict created
all kinds of special demands from which the north-
ern provinces tried to make a profit, it did not
immediately bring those wider opportunities for

11 Clapham, Economic History of Modern Britain, p. 370.

which they had hoped. Bread was cheap in Eng-
land; the wheat of the northwestern states weas
used to satisfy the wartime demands of the United
States; and it was not until the war was virtually
over and the period of reconstruction began that
goods from British North America moved in really
imposing quantities across the international bound-
ary. In Canada, the post-war trade boom was
interrupted by the termination of the Reciprocity
Treaty. In England, the brisk expansion of busi-
ness brought on a financial crisis; the great house
of Overend and Gurney Limited failed in May,
1866, for over five million pounds, and Sir Samuel
Peto’s contracting firm which had built the Grand
Trunk Railway, went down in a resounding crash.12
This contraction of American markets and of
British capital came at a crucial time in the life of
British North America. It came at the very
moment when the provinces were making desperate
efforts to solve their political problems and to
readjust their onerous financial burdens.

12 I'vid., p. 376.



Section III

THE PROVINCE OF CANADA

I

The Province of Canada, which occupied the
drainage basin of the St. Lawrence, was, of all
the British North American possessions, the most
populous, prosperous, ambitious and politically
unstable. In no region of British North America
did the changes of the confederation period come
with greater impact: in none did they produce
more rapid and striking results. When the period
opened, Canada was a relatively undiversified
commercial state, still concentrating largely upon
simple extractive industries and upon the export
of raw staple products to the British market. The
whole life of the Province centred upon the St.
Lawrence and its lakes. Wood had been the chief
article of export, water the main channel of trans-
portation; and it was wind and water-power that
drove the ships, moved the timber-rafts and worked
the grist mills and the saw-mills. Upon this simple
system, developed so easily out of the munificence
of nature, the new industrialism was to have
particularly potent effects. The coming of steam-
ships, railways and machinery, the advent of
English capital and American entrepreneurs, the
opening of new markets in industrial Britain and
war-torn America were to alter the face of the
Province in a few decades.

The new Canadian railways were built to assist
the St. Lawrence in the struggle for the western
American trade. Without achieving their objective,
they piled debt upon the Province; but at the
same time, in recompense, they hastened its settle-
ment and exploitation. The timber industry, which
in the past had existed to supply Great Britain
with square timber and deals, was now reorganized
and turned into the headlong preparation of
roughly manufactured boards and planks for the
American market. In agriculture, the self-sufficient
economy of the pioneers provided the basis for the
commercial production of wheat on a large scale;
and then the repeated difficulties of wheat-cropping
and the new market in the United States encour-
aged farmers to begin the production of coarse
grains, the raising of live stock and the development
of dairying. With a speed which the new economy
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alone made possible, the Province was passing
rapidly towards an industrial diversification which
would have been unthinkable a decade or so before.
In Montreal, Toronto and Hamilton, the new
manufactures were providing consumer’s goods for
the local market, as well as some of the capital
goods required for railways, mills, farming and
building construction.

The zenith of this great period of expansion was
reached and passed in the fifties; and with its
passing came a new sense of limits and a new
consciousness of burdens. The tide of settlement
and exploitation, pressing irresistibly across the
continent, had travelled through and beyond the
Province. The good lands were occupied: immi-
gration from Great Britain had been succeeded by
emigration of Canadians to the United States.
The men of the St. Lawrence had built a great
province by the river; but their heavy expenditures
had merely opened their own territory and had
failed to win for them an inland commercial empire
in the American west. Imperialist ambitions for
western domination had been the driving force of
the Canadian economy since the days of the fur
trade; and when the failure of the railways followed
the failure of the canals there was left in Toronto
and Montreal a feeling of profound dissatisfaction.

This sense of financial burdens and commercial
frustration coincided, in Canada, with a growing
realization of political impasse. Within the limits
of its boundaries and the iron restrictions of its
political system, all the expansive forces of the
Province were held rigidly in check; and in their
state of inactivity and failure the Canadians were
forced to look on while the aggressive expansion
of the United States continued westward across
the continent. The Province was practically
undefended: Canada West was conceded to be
virtually indefensible; and every American diplo-
matic threat and every change in American
commercial policy served merely to strengthen the
forces in the Province which were making for
political reconstruction. It was only natural that
Canada should take the lead in the reorganization
of British North America. From the days of the
French, it had been a colony of grandiose schemes,
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of abrupt reversals of policy, of sudden changes in
fortune; and the rebellions, the Union of 1841,
the Annexation Manifesto and the crusade for
reciprocity with the United States testified to the
energy and the pragmatic realism of its inhabitants.

II

In Canada, the new economic organization exer-
cised its first and most decisive influence upon the
transportation system of the St. Lawrence. It was
only natural that transport should be altered first;
it was equally natural that its alteration should
have serious consequences for the Canadian
economy and the Canadian state. In a very real
sense, the transportation system of the St. Lawrence
was the heart and centre of all Canadian activity.
There had been a time—not very far away—when
Canada was primarily a trade-route and only very
secondarily a community of settlements; and the
St. Lawrence had always been and was still regarded
as the natural basis of a great commercial empire
stretching far into the international American west.1
The transportation system of Canada had imposed
financial burdens: it had hastened political changes.
The desperate efforts of the Canadians to complete
the river route and to capture the western trade
had left their results in the physical property of
the canals, in the mounting obligations of the
provincial debt, and in the drive towards unity
and centralization which had culminated in the
Union Act of 1840. The St. Lawrence transpor-
tation system was the greatest investment of
the Canadian people. Its alteration would entail
further heavy expenditures; its failure could not be
contemplated.

By the middle of the century, the canals, to a
depth of 9 feet, had been completed from Mont-
real to Lake Erie; and the 15 foot ship channel
below Montreal was finished in 1853. Already,
however, and almost from the moment that the
water route was thrown open, its usefulness was
impaired by changes in steam shipping and its
prosperity reduced by the competition of railways.
By 1850, the American railway system had been
brought to the focal points of the international
boundary and stood ready to tap the trade of the
northern Province. On ocean and lake, the steam-
ship was slowly gaining at the expense of the
sailing ship, the propeller was displacing the old
paddle-wheeler and the large iron ship was gradu-
ally supplanting the small, wind-driven wooden
vessel of earlier times. The number of ocean

1D. G. Creighton, The Commercial Empire of the St. Lawrence
1760-1850 (Toronto, 1937).

steamers ascending the river above Quebec to
Montreal rose from 40 in 1861 to 117 in 1869;2
and in 1867, of the total tonnage cleared outward
from Canadian inland ports, 3,056,821 tons was
steam and only 1,065,320 sail.3 In size, the new
steam-driven vessels were regularly and substan-
tially increased. As early as 1860, one-fourth of
the vessels in the grain trade of the lakes could
not pass the Welland Canal; and by 1871 the
proportion had risen to three-quarters.4

These impediments threatened to rob the Cana-
dian system of its last and greatest advantage—
the cheapness of its inland navigation. In the past,
the St. Lawrence had always struggled wvainly
against the low rates for ocean freight and insur-
ance which obtained at New York; and now, as
the increasing competition of rails and steamships
began to carry inland freight rates lower, the last
advantage of Montreal was obviously endangered.
Though, during the period 1850-1867, the traffic in
the Canadian canals increased slowly, the route
definitely disappointed the sanguine hopes of its
supporters. In 1853, the goods carried down the St.
Lawrence canals amounted to 386,945 tons: the
total rose to 750,176 tons in 1867.5 But in the
same year, 1867, the KErie Canal carried 2,226,112
tons of produce to tidewater at New York.6 These
were the years of the phenomenal growth of the
new northwestern American states; these were the
years when the exports of grain from Canada and
the principal western states normally totalled over
100,000,000 bushels a year. But while, in 1867,
shipments of grain to New York port alone
amounted to 36,957,785 bushels, they totalled only
5,915,106 bushels in the same year at Montreal.7

The Canadian railways were planned to
strengthen the St. Lawrence route and to remedy
the deficiencies of its water transport; and like
the canals, they were built in accordance with
that continental strategy which had been for
generations the distinguishing feature of the
commercialism of the St. Lawrence. In the west,
the railways were expected to tap the traffic of the
American grain-producing states; and in the east
—since the project of the Intercolonial Railway
had broken down—it was planned to wuse the
American Atlantic ports as winter outlets for the

2H. A. Innis and A. R. M. Lower, Select Documents in Cana-
dian Economic History, 1783-1885 (Toronto, 1933), p. 445; Montreal
Gazette, March 25, 1864.

8 Dominion of Canada, Sessional Papers, 1867-8, No. 1.

4 Innis and Lower, Select Documents, p. 481.

5 Province of Canada, Assembly Journals and Sessional Papers,
Trade and Navigation Returns.

6 N. E. Whitford, History of the Canal System of the State of
New York (Supplement to the Annual Report of the State Engineer
and Surveyor, Albany, 1906), vol. 1, p. 910.

7 Dominion of Canada, Sessional Papers, 1871, No. 54.



produce carried over the Canadian system. By this
time, the northern American railways, with the
co-operation of Canadian promoters, were beginning
their invasion of Canadian territory. The St.
Lawrence and Atlantic could be regarded as a
northern extension of the New England railway
system, while the Canadian Great Western was
frankly planned as a link in the through line from
Boston and New York to Chicago. The Grand
Trunk Railway—the “trunk line” about which
Canadians had been talking for so many years—was
designed to counteract these centrifugal tendencies
and to focus the new Canadian transportation
system at its historic centre in Montreal.

In the east, in Canadian territory, the system
ended in the air, at Riviere du Loup; and its real
winter terminus was Portland, in the state of
Maine. From Montreal, the line extended west-
ward to Toronto, with branches into the lumber-
producing areas, and from Toronto, it radiated in
three main directions, northward to Collingwood
via the Northern Railway, westward to Sarnia via
the Grand Trunk, and southwestward to Buffalo
and Detroit via the Great Western. These lines
were begun and completed during the 1850’s: all
too rapidly the railway age succeeded the canal
age of the previous decade. In 1850, there had
been some sixty miles of railway in Canada: by
1860, there were more than two thousand.8 Con-
struction was supposedly planned according to
English ideas of high original outlay and low
upkeep; but actually the Canadian railways piled
up capital costs without noticeably achieving
durability. In 1867, there had been expended in
Canada a total of $145,794,853 for 2,188 miles of
railway. operated by sixteen different companies.9

Though some of the private capital used in these
undertakings came from Canada and the United
States, the great bulk of it was imported from
England. In form, the Canadian railways were
ordinary private commercial enterprises; but in
fact, of course, their purpose and the resulting
magnitude of their design made them matters of
enormous public concern. Canadian politicians, in
their private capacity as investors, promoters,
lawyers, contractors and directors, became inevit-
ably associated with the railways; the railways were
succoured by loans of public money and salvaged
by opportune parliamentary legislation. But these
outward and visible connections were, in one sense,
merely the expression of an inward identity of
purpose, shared equally by the transport companies

8G. P. de T. Glazebrook, A History of Transportation in
Oanada (Toronto, 1938), p. 172,
9 Ibid., p. 173.
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and by the state. The railways repeated, in the
new material of iron, the ancient architectural
style of Canadian business life; and the Grand
Trunk, by its very title, reasserted the old claim of
the St. Lawrence to the trade of the American
west. These traditional purposes, held equally by
French and English, by politicians and merchants,
by canal builders and railway promoters, could be
achieved only by the united effort of the entire
people. By June 30, 1867, the provincial govern-
ment had advanced a total of $20,264,799 to the
Northern, Great Western and Grand Trunk Rail-
ways; and upon this sum, interest, amounting to
$13,060,243, was in arrears. In addition, the Cana-
dian municipalities, through the Upper Canada
and Lower Canada Loan Funds, had borrowed
and expended $6,822.840 in aid of railway
enterprises.10  More than ever before the trans-
portation system had become the major expression
of the St. Lawrence state.

Yet the railways failed to achieve their ultimate
objective, as the canals had already failed, and for
much the same reasons. The through traffic of the
American west, which Montreal considered as its
“natural right,” was in fact monopolized by Boston,
New Orleans, New York and the other ports of the
American coastline. Competing not only with
American waterways and railroads, but also with
the St. Lawrence canals, the Canadian railway
system acquired only a small fraction of the western
trade. In 1869, from the port of Chicago alone,
2,339,063 barrels of flour and 13,244 249 bushels of
wheat were shipped east by rail; but in the same
year, only 538429 barrels of flour and meal and
655,966 bushels of wheat and peas were received at
Montreal via the Grand Trunk Railway.l1l The
chronic financial difficulties of the Canadian rail-
ways, and of the Grand Trunk in particular,
proclaimed the failure of the ambitious scheme;
and this last and conclusive defeat of the ancient
plan for western empire had important effects on
the outward thrust of the Canadian system. From
then on, the plan of a national transcontinental
economy began slowly to supplant the old design
of an international commercial empire. And it was
perhaps only natural that Edward Watkin, who
came out to Canada to reorganize the Grand Trunk
Railway, should end up by becoming a major
prophet of Canadian Confederation.12

10 The Municipal Loan Funds and the Hospitals and Charities
of the Province of Canada (Quebec, 1864), pp. 4, 38.

11 Dominion of Canada, Sessional Papers, 1871, No. 54.

12R. G. Trotter, Oanadian Federation, I'ts Origing and Achieve-
ment, a Study in Nation Building, (Toronto and London, 1924)
c. 13; Sir E. W. Watkin, Canada and the States, Recollections,
1851-1886, (London, 1887).
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The railways, however, had a positive as well as
a negative influence upon the Province of Canada.
They failed to realize its external ambitions, but
they speeded up its internal development. “Rail-
roads with us,” said one enthusiastic Canadian to
an inquisitive traveller, “are magic wands, horns of
plenty, from which we scatter the seeds of popula-
tion, and they spring up and fill the place we have
made for them as water does when you dig a canal
in a moist country.”13 Railways were the channels
through which the effects of the industrial revolu-
tion and of North America expansion were brought
home to the St. Lawrence. Railways were the
means by which the exploitation of the Province
was pushed to its limits in the circumstances of the
time.

III

The years 1850-1867 coincide roughly with the
first stage in the Canadian transition from the
pioneer economy of the past to the diversified
industrial production of the future. The period
saw the birth and growth of new enterprises; but
it had effects equally important for the older
industries, and in none was its influence more
conspicuous than in the business of lumbering.
The production of square timber for the British
market had been, since the beginning of the
century, the greatest single commercial enterprise
in the Province; and even as late as the 1840’s, it
was only on exceptional occasions and for special
reasons that the total value of agricultural exports
equalled or surpassed the total value of the exports
of the forest. But in the 1850’s with the increase
in wheat production, the beginnings of the live
stock industry and the greater traffic in coarse
grains, the old supremacy of lumber was threatened.
In the seven years before Confederation, 1865 was
the only year in which the estimated value of
agricultural exports was noticeably lower than the
value of the exports of timber and lumber. If the
category of animals and their products be added to
the category of field crops and bread-stuffs, then
the produce of the farm had definitely surpassed
the produce of the forest in the export trade of the
Province of Canada.l4

Its relative decline in the Canadian economy as
a whole was not, however, the only change of the
period for lumbering. Of equal significance were
the developments within the industry itself. In the
past, the Canadians had concentrated upon the

18 J, &. Kohl, Travels in Canada, and Through the States
of New York and Pennsylvania (London, 1861) vol. 1, p. 239.

14 Province of Canada, Sessional Papers, Trade and Navigation
Returns.

production of square timber; and alongside this
simple and wasteful method of forest exploitation
there had grown up gradually the manufacture of
deals—semi-manufactured boards three inches thick
or over, which were carefully prepared for the
exacting demands of the British market. It was
about the middle of the century that large-scale
changes in the industry became manifest. The
middle of the century saw the opening of the
American market: the new methods of production
and distribution began to have their effects. With
the help of railways and steam shipping, the
industry expanded territorially, along the Ottawa
and its tributaries and into the Trent river valley;
and lumbering had perhaps its most spectacular
advance when, in 1854, the Northern Railway
opened the pine stands of Simcoe county to the
operations of the saw-mill.

The export trade in lumber to the United States,
which began years before the Reciprocity Treaty,
was accompanied by the advent of American capital
and American entrepreneurs to Canada. It was
Messrs. Bronson, Eddy, Perley, Pattee and other
American and Canadian promoters who began, on
a really grand scale, the headlong preparation of
quantities of boards and planks, of all sizes and all
qualities, produced out of any and every kind of
pine timber.15 The use of the circular saw in
“gangs” of increasing numbers helped to meet the
insatiable demand for greater production; and
although the big mills—for example, those at the
Chaudiéere—relied at first upon the cheap and
readily available supplies of water-power, the
mechanization of the industry through steam con-
tinued during the period. In 1851, there were only
158 steam mills in operation out of a total of 2,632;
by 1861, the number had risen to 331 out of a total
of 1,651.16 1In the quarter century from 1850 to
1875, steam came to be the main motive force in
the larger mills which were already beginning to
dominate the industry.

The new methods of transport and of mechanized
mass production had important effects upon the
industry and the regions in which it was established.
The Ottawa valley was marked off from the more
normal agricultural areas of Canada East and
Canada West; and here, as in the Peterborough
district, a “shanty” market developed for the supply
of the lumbermen and their animals. In 1863, it was
estimated that 15,00 axemen were employed in the
Ottawa country; and already the saw-mills had

15 Lower, Carrothers and Saunders, The North American
Assault on the Canadian Forest (Toronto and New Haven, 1938),
pp. 109-15.

16 Qensus of Canada, 1870-71, vol. 3.



become so numerous and capacious that 10,000 men
were said to be employed in them.17 The old
square timber business declined relatively in com-
parison with the rise of the manufacture of deals
and boards and planks. The export of boards and
planks, which were shipped largely to the American
market, showed a steady and almost uninterrupted
increase during the period. In 1851, the total
export had been 120,176 M. feet; it advanced to
533,192 M. feet in 1867.18

With the fall of the forest industries from their
old supreme position in the Canadian economy,
agriculture became the main source of provincial
wealth. The altered position of the industry as a
whole was significant; but its internal changes were
just as important. Before 1850 agriculture in the
Province of Canada was still in the main self-
sufficient. In Canada West it had all the primitive
characteristics of frontier farming; in Canada East
1t revealed the habits of an old and unprogressive
agricultural routine. Wheat was the chief field crop
produced for commercial purposes in Canada West,
as it always had been in Canada East; and the poor
cattle, as well as the coarse grains and dairy
produce, were used and consumed on the farm for
the sheer lack of a market either domestic or
foreign. The hard facts of pioneer life, as well as
its sense of scope and opportunity, still ruled the
lives and coloured the views of Canadians. The
farmlands were mere patches hewn with difficulty
out of the forest; and the forest seemed to stretch
forward interminably over a land of illimitable
possibilities.

All this was changed, and rapidly, by the opening
of new markets, by the influx of men and capital
and machines, by the building of roads and canals
and railways. The introduction of British and
American capital and the construetion of the Cana-
dian railways coincided with the high prices for
breadstuffs which were a consequence of the
Crimean War. Under this multiple stimulus, the
expansion of the Canadian economy became a
speculative race; and the boom which lasted from
1853 to 1857 was marked by a mania for real estate
speculation, town-planning and building construec-
tion.19 Districts, hitherto regarded as inaccessible,
were suddenly reclaimed from the wilderness;
towns sprang into existence along the railway lines;
great hotels and rows of unoccupied town houses,

17 S. P. Day, Hnglish America: or Pictures of Canadian Places
and People (London, 1864), vol. 2, p. 288.

18 Province of Canada, Assembly Journals and Sessional Papers,
Trade and Navigation Returns.

19 Adam Shortt, “Railroad Construction and National Pros-
perity: An Historic Parallel” (Proceedings and Transactions of
the Royal Society of Canada, series 3, vol. 8, sec. 2, pp. 295-308).
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which astonished visitors during the sixties, date
from the land and building boom of the previous
decade.20 Deep in the forest, the pioneers toiled
on to realize the hopes of the promoters and specu-
lators; and for the last time in its history, the
southern part of the province exhibited the entire
drama of settlement—ifrom forest to clearing, from
clearing to stump farm, and from stump farm to
prosperous settlement.21

In 1851, there had been 3,705,523 acres of im-
proved land in Upper Canada and 3,665,167 acres
in Lower Canada; but by 1871 the improved land
had increased to 8,833,626 acres in Canada West and
to 5,703,944 acres in Canada East. “It is a fact,”
wrote the commissioner of crown lands in his report
of 1862, “ that the best lands of the Crown in both
sections of the province have already been sold.”22
The occupation of the Bruce peninsula proceeded
with great rapidity in the late forties and early
fifties. Settlement was brought to the edges of the
Laurentian barrier; and as early as the middle
fifties the provincial government was reduced to
the expedient of opening up the difficult Ottawa-
Huron region by means of colonization roads, in the
hope of providing provisions and communications
for the lumber industry and of attracting a last
influx of settlers.238 But in fact, of course, the
policy of the northern colonization roads was not
a success; and by 1860, the problem was not to
promote immigration to Canada, but to prevent
emigration from Canada to the United States. It
has been estimated that the number of persons
emigrating from Canada between 1850 and 1870
was not less than 345,000 and possibly as high as
440,000.2¢ There was no longer a land frontier in
Canada; the land frontier for the whole continent
lay in the west. And it was significant that the
disappearance of the good lands in the Province
should be accompanied by the first stirrings of
active interest in the territories of the Hudson’s
Bay Company. The partisans of settlement, as
well as the promoters of railways, had already fixed
their eyes upon a Canadian west.

The changes within agriculture itself reflected
the slow transition in the Canadian economy as a
whole. Wheat had been the first great staple pro-
duced for commercial purposes by the self-sufficient
farming which was characteristic of Canada in its

20 G. H. Borrett, Out West: A Series of Letters from Canada
and the United States (London, 1866), pp. 25-30.

2L'W. Chambers, Things as They Are in America (Philadelphia,
1854), pp. 123-4.

22 Innis and Lower, Select Documents, p. 527.

22 A. R. M. Lower, “The Assault on the Laurentian Barrier,
1850-1870 ”  (Canadian Historical Review, vol. 10, Dec. 1929,
pp. 294-307).

2¢Innis and Lower, Select Documents, p. 632.
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pioneer stages. “In the past,” wrote the Hon.
Adam Fergusson, “the great and almost sole object
of serious interest to the Canadian farmer, was to
grow wheat as largely, and to repeat the crop as
frequently, as any decent return could be ob-
tained.”25 The high prices for bread-stuffs which
ruled during the Crimean War encouraged the crop-
ping of wheat; and the threshers, mowers and reap-
ers, which came into general use in the period prior
to Confederation, facilitated large-scale production.
The acreage devoted to wheat in the Province in-
creased until 1881. In Canada West the crop of
1861 was estimated at 24,620,425 bushels, while that
of 1851 had been reckoned at only 12,682,550. But
the census of 1871 showed a crop of only ten mil-
lion bushels for the western part of the Province;
and, as for Canada East, its production declined
from 3,073,943 bushels in 1851 to 2,057,076 bushels
in 1871.26

The fact was that wheat was gradually ceasing
to be Canada’s only agricultural staple for export.
Farmers were turning to other cereals, influenced
in part by the troubles which seemed inevitably to
attend the production of the old staple. The ex-
haustion of the soil due to constant cropping, the
ravages of the wheat midge in the years from 1830
to 1860, and the constant difficulties with rust and
winter-killing all favoured experimentation in other
crops. And in the meantime, while the tribulations
of the wheat growers appeared to be unending, the
market in the United States was opening for cattle
and coarse grains. Like the trade in lumber, the
export of agricultural produce to the United States
had its beginnings before the Reciprocity Treaty of
1854; and the resulting tendency to diversification
in Canadian agriculture was hastened by the special
demands of the American market during the Civil
War. The export of cattle, which went almost
exclusively to the United States, rose from 8,301
head in 1850 to 146,641 head in 1866. In 1850, only
66,514 bushels of barley and rye were shipped out-
ward from the Province; but the export increased,
almost without interruption, to 6,355,191 bushels in
1866. The shipments of oats in 1850 had been only
667,652 bushels. In 1860, the total export reached
3,598,826 bushels, and, in 1864, 5,915,931.27

Some of the special crops, which had been arti-
ficially promoted by the American Civil War, went
largely out of cultivation after 1866. But the agri-
cultural diversification which had been set in
motion was not seriously interrupted. The export

25 R, L. Jones, History of Agriculture in the Province of
Canada (Ph.D. Thesis in the University of Harvard, 1938), p. 40.

26 Oensus of Canada, 1870-71, vols. 3 and 4.

27 Province of Canada, Assembly Journals and Sessional
Papers. Trade and Navigation Returns.

of oats and barley to the United States continued;
and dairying developed, either as a part of the
domestic economy of the farmer or as an element
in the increasing industrialization of the Province.
Cheese factories, which were first established in
1864, increased rapidly in number after the termina-
tion of the Reciprocity Treaty; and by 1871, there
were said to be 348 in operation in Ontario and
Quebec.28 In agriculture, as in so many other
things, thé transition from the simplicity of pioneer
days to the complexity of established settlement
had advanced one long stage by 1867.

The industries of the farm and the forest were
overwhelmingly the most important economic
activities in Canada in the period before Con-
federation. But, as the Province was settled by
its increasing population, as its good lands were
occupied and developed, the various resources of
the country were exploited as they had never
been before. There were certain obvious limita-
tions to this development, for Canada had little
iron and no coal; and it was not yet in a position
to begin a serious attack upon the mineral deposits
of the Precambrian shield. But the very thorough-
ness with which the land between the St. Lawrence,
the Ottawa and the lakes was opened up uncovered
the more accessible non-metallic minerals and made
possible their rapid exploitation. Salt was dis-
covered in 1866; gypsum was mined for plaster and
fertilizer; and clay and stone works increased with
the development of towns. It was, however, the
oil boom in western Upper Canada which really
fired the imaginations of contemporaries and fore-
shadowed most faithfully the intensive mining de-
velopments of the future. Operations in the petro-
leum fields in the Enniskillen district of Lambton
county began in 1857. American miners and
American capital moved in quickly. Towns like
Oil Springs, Wyoming and Petrolia sprang into
existence; and during the ten years prior to Con-
federation “Oily Enniskillen” went through all the
feverish activity of a mining boom.29 Some of the
oil was exported; it was used domestically and for
lighting railway carriages; and production increased
to 2,772,224 gallons in the fiscal year 1868-69.30

It was, however, the development of manufac-
turing in the years before Confederation which
most clearly revealed the strength and the diver-
sification of the Canadian economy. In the past,
in the days when the old commercialism had

28 Clensus of Canada, 1870-71, vol. 3; Ruddick, Drummond,
English,gLattimer, The Dairy Industry in Canada (Toronto. 1937),
DD, 45-48.

29 J. E. H. Skinner, After the Storm: or Jonathan and His
Neighbours in 1865-66 (London, 1866), vol. 1, p. 190.

80 Innis and Lower, Select Documents, pp. 572-3.



dominated the activities of Canadians, it had been
the theory of the St. Lawrence that manufactures
should be imported from England to Quebec and
Montreal; and where theory was contradicted by
fact, the contradiction lay rather in the import of
American manufactures than in the growth of
native industry. The manufacturing enterprises of
Canada had been small affairs either clearly
subordinate to the staple industries of farm and
forest, or closely related to the domestic economy
of a pioneer community. And it was not really
until after 1850 that these -conditions began
manifestly to change. In the years which followed,
the decline of the old self-sufficient farming weak-
ened domestic industry and left an increasing
appetite for manufactured goods. The introduc-
tion of railways and machinery, the increased use
of water-power and steam, at once left an opening
for the start of heavy industry and made possible
the more effective manufacture of consumers’
goods. Industry in its early beginnings was, of
course, a provincial rather than a purely urban
phenomenon; but the railways, which almost from
the start began to depress some of the old
commercial centres, made for industrial concentra-
tion; and cheap water-power and available supplies
of coal thrust forward the industrial development
of Toronto, Hamilton, Brantford, London, and—
above all—Montreal.

The heavier industries, and particularly the basic
iron industries of the new industrialism, made only
a small beginning during this period. Yet the
demand for machinery and implements, the needs
of building construction and requirements of the
railways, all helped to foster enterprises which in
Canada were distinetly novel. The Great Western
Railway, the Grand Trunk and the contracting
firm of Gzowski and Company all founded factories
for making iron rails or for manufacturing and
repairing railway rolling stock.31  Agricultural
implement factories were established at Newecastle,
Beamsville, Oshawa and other places; and by 1860
“so great has the supply become from our home
manufacturers that an American made machine is
now as great a rarity as a Canadian one was a few
years ago.”32 Foundries were scattered along the
north shore of the St. Lawrence and Lake Ontario,
and throughout the western part of Upper Canada;
but the most remarkable concentration was at
Montreal, where before 1867 three puddling and
rolling mills were in operation.33 1In a general

81 Montreal Gazette, Sept. 5, 1864; Innis and Lower, Select
Documents, p. 593.

32R. L. Jones, History of Agriculture in the Province of
Canada, p. 163.

88 8. P. Day, English America, vol. 1, pp. 179-85.
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review of the metal industries of Montreal, pub-
lished in 1864 by the Montreal Gazette, sixteen
factories and shops were listed; and steam engines,
boilers, agricultural implements, mining machinery,
mill gearing, piping and steam-fittings, stoves,
grates, spikes and nails were among the numerous
products.34

As in the past, a great deal of Canadian manu-
facturing was directly dependent upon the chief
extractive industries of the Province—lumbering
and farming. Yet even here the scale of opera-
tions and the use of machinery and steam-power
were novel features. Factories for the manufacture
of staves, shingles, matches, doors, sash and furni-
ture were widely distributed through central and
eastern Upper Canada. The enormous supplies of
the necessary cereals supported an active brewing
and distilling industry; and the production of beer
increased from 1,247,803 gallons in 1858 to 6,925,380
gallons in 1867.35 Flour milling, which was solidly
based upon the prime industry of the country and
catered to its chief staple trade, was still the most
important industrial enterprise. According to the
census of 1871, Ontario had 951 flour and grist
mills, and Quebec 810; and some of the bigger
mills in Montreal, which made effective use of
water-power and elevators, could grind as many
as 500 barrels of wheat a day.36

Though Canada’s main industries continued to
rest upon the solid basis of the staple trades, there
were other manufactures which sought to profit
from the decline of rural self-sufficiency and from
the demands of a higher standard of living. Paper,
paint and candle works, glass factories and sugar
refineries were established during this period. The
growth of towns and the slow decline of domestic
industry in the farmhouse were accompanied by
the development of woollen mills and clothing
factories; and it was estimated, in 1867, that there
were 91 woollen mills in Canada West and 31 in
Canada East.37 The boot and shoe industry,
which was supported by increasing supplies of live
stock and numerous tanneries, made rapid progress
during the period, particularly at Montreal. In
1867, there were said to be 20 factories in the city.
The industry was largely mechanized and employed
about 5,000 hands; and total yearly production,
which had increased 33} per cent since 1863, was
estimated at 2,400,000 pairs.38

3¢ Wontreal Gazette, July 20, 22, 1864.

85 Province of Canada, Assembly Journals and Sessional Papers,
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86 8. P. Day, English America, vol. 1, pp. 185-6.

3TW. J. Patterson, Statements Relating to the Trade, Naviga-
tionélllé[ming. ...of the Dominion of Canada (Montreal, 1867)

pp. 01-2.
38 Ibid., p. 63.
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When the economic activities of the Province
were changing so markedly, it was only natural
that society should be affected in its turn. In the
census of 1851, the population of Canada West
had been set down at 951,004, and that of Canada
East at 890,261; but by 1867, the population of
the whole Province had risen to 2,648,000, with a
total of 1,525,000 in Upper Canada and 1,123,000
in Lower Canada. Amid the simplicity and ignor-
ance of pioneer farming communities, it is not
surprising that the rate of infant mortality was
high; and epidemics, particularly the great cholera
epidemic of 1854, were responsible for heavy losses
of life among all ages of the people.39 Yet the
population grew, regularly and substantially, for
the birth rate was high in both sections of the
Province; and from 1851 to 1857, immigration
added 20,000 to 50,000 people yearly to the total
number of inhabitants.40

The population of the Province was divided into
groups by differences which might be economic,
cultural or racial, or a mixture of all three. In the
Ottawa region and the Trent river valley the
business of lumbering gave society a marked
individuality; in Upper Canada there were homo-
geneous settlements of Germans, Scots and Irish
with distinctive communal characteristics; and in
‘the Eastern Townships the New England back-
ground of the people was reflected in their habits
and pursuits. All these differences, however, were
dwarfed in importance by the prime dissimilarity
which separated the French-speaking from the
English-speaking inhabitants of the Province.
Here there were not merely two races and two
languages; here there were also two types of
economic aptitude, two styles of living and two
philosophies of life. In 1841, when the united
Province was first formed, the French-speaking
part of the population had possessed a numerical
superiority; but after 1850 this preponderance
definitely disappeared. The French were outnum-
bered by the people of other national origins; and
the population of Canada East had been surpassed
by that of Canada West.

The rapid development of Upper Canada was one
significant feature of this period; but it was marked
almost as prominently by the rise of towns and the
growth of industries and habits characteristic of
urban life. It was true, of course, that throughout

39 J. J. Heagerty, Four Oenturies of Medical History in Canada,
and a Sketch of the Medical History of Newfoundland, (Toronto,
1928), vol. 1, pp. 203-211.

40 Tnnis and Lower, Select Documents, p. 631.

the fifties and sixties the Province still remained
solidly agricultural in character. In 1871, in
Quebee, out of a total of 333,608 gainfully em-
ployed, 160,593 were listed as farmers; and in
Ontario the agricultural class formed a total of
228 519 out of 461,114 employed in all occupations.
In a province so dominated by its countryside, and
so imbued with the spirit of its rural population,
the new towns were bound at first to hold a fairly
modest position; but, with the coming of railways
and the beginnings of industrial diversification, the
little trading centres and shipping ports of the past
were growing steadily more complex, populous and
wealthy. Although towns like Kingston and Belle-
ville and some of the older places on the St. Law-
rence showed only a moderate growth or a decline
during this period, Hamilton, London, Ottawa, and
the other newer towns forged rapidly ahead. In
the period 1851-1871, the population of Toronto
increased from 30,775 to 56,092; and that of Mont-
real from 57,715 to 107,225.41 Before 1850 street
lighting had been introduced and flagged or planked
pathways had been laid down in the principal Cana-
dian towns; and during the years before Con-
federation sewage disposal systems were extended,
street railways with horse-drawn cars were built,
and the great hotels and public buildings were
erected which so impressed visitors to Toronto and
Montreal.

The increasing prosperity of the Province, and
its rising standard of living are assumptions which,
though unsusceptible of positive proof, are repeat-
edly confirmed by the records of the time. Travel-
lers like Anthony Trollope, who came from the
United States to Canada, were conscious of passing
from a richer into a poorer country;42 but, on the
other hand, the people of the Maritimes looked on
the progress and prosperity of Canada with an
admiration which was not entirely innocent of
envy.43 In good years, such as 1866, wages for
skilled farm labour in Canada West varied from $10
to $20 per month with board and lodging;44 and
during the construction period of the middle fifties
most trades were paid at the rate of 6s. a day, while
bricklayers and stonemasons received as much as
7s. 6d.45 In both town and country, however, work
was seasonal; employment and wages were imme-
diately and drastically affected by depressions; and
it was during this period that the troubles which

41 Ipid., p. 618.

42 Anthony Trollope, North America (New York, 1862), p. 43.

43'W. M. Whitelaw, The Maritimes and Canada before Con-
federation. (Toronto, 1934), pp. 3, 25-6.

4VW. J. Patterson, Report on the Trade and Navigation of
Montreal, 1866.

45 Innis and Lower, Select Documents, p. 621.



attended the construction of the Grand Trunk
Railway, and the strikes such as that of the Mont-
real carters in 1864 began dimly but ominously to
foreshadow the oncoming disturbances of indus-
trialism.46 In Quebec and Montreal, the over-
crowding, bad housing and inadequate sanitation
of the period were evils so flagrant and so con-
spicuous that they were repeatedly criticized by
visitors; and the plight of the farmers of Lower
Canada was unfortunately all too real, as succes-
sive parliamentary committees of inquiry show.
Calamities, like the cholera epidemic of 1854, the
depression of 1857, and the ravages of rust, the
wheat-midge and the hessian-fly fell heavily upon
a people who had neither the power nor the knowl-
edge to soften the impact of the blow.

v

The prime social division which existed between
the English-speaking and French-speaking in-
habitants of the Province had taken the concrete
form of an obvious sectional cleavage. This cleav-
age had inspired the creation of the two Provinces
of Upper and Lower Canada; it led to their con-
tinuance as two virtually distinet entities even
after the political consolidation of 1841. Canada,
after the union of 1841, was in form a unitary state;
in fact, it was an unacknowledged federal system;
and the division of portfolios, moneys and parlia-
mentary places between the people of Canada East
and Canada West was the inevitable consequence of
inward and fundamental social differences. Minis-
terial places were apportioned with fair equality
between the members from the two sections of the
Province. Certain government departments, such
as that for education, were split into two distinet
divisions, equipped with separate staffs and granted
approximately equal appropriations. Legislation
affecting one section of the Province only was
passed at every session of the provincial parliament:
and even when, as in setting up the Municipal

46 Montreal Gazette, Sept. 29, 1864.
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Loan Funds, no essential differences of treatment
were contemplated, separate statutes were often
passed for Canada East and Canada West. Expen-
ditures in one section of the Province could not go
uncompensated by comparable expenditures in the
other. On the extinction of the seigniorial tenure,
by which the Province was committed to the pay-
ment of substantial sums, efforts had to be made
to recompense the Eastern Township of Lower
Canada and the Upper Canadian municipalities;
and these indemnities increased the finanecial
burdens of the Province and complicated its
accounts, without really satisfying the demands of
the western section.

These administrative difficulties, serious as they
were, were only one aspect of a fundamental
political problem. The political system of the time
was suspended in uneasy balance; but the economic
and social forces of the period threatened disequi-
librium. The straining energies and ambitions of
the western section of the Province could find no
scope within the de facto federalism of the existing
union; and the cultural interests of the eastern
section were thought to be endangered by anything
but a de jure unity. The demand of the Grit Party
for representation by population, and the urgings
of Canada West for expansion into the territories
of the Hudson’s Bay Company, were alike inadmis-
sible for they would alike destroy that rough
political equality by which alone the Union of 1841
had been made acceptable to the French. The
social composition of the country seemed to neces-
sitate a static political dualism; the economic
ambitions of the St. Lawrence appeared to encour-
age an expanding political unity. It was certain
that these two different though equally legitimate
interests could not both find peaceful satisfaction
within the existing political system. Burdened with
debts, inhibited from expansion, and distracted by
its sectional differences, the Province reached the
end of its difficult and erratic course in the min-
isterial crisis of 1864.



Section IV

THE MARITIME PROVINCES

I

In Canada the consequences of the new transport
and the new industrialism had come with dramatic
suddenness; in the Maritime Provinces the effects
were to appear more slowly and to loom less
conspicuously, in the period before Confederation,
than they did further west. The Maritimes had
certainly less immediate need to take advantage of
the opportunities of the new era; and their reliance
upon the industries and techniques of the past
slowed up the rate of economic change. Even
more than the drainage basin of the St. Lawrence,
the Maritime region was based upon the old
resources and powers of wood and water, wind and
sail. The St. Lawrence was a river system draining
an enormous continental area; but Nova Scotia
looked seaward, not inland, for the satisfaction of
its interests, and both geography and political
boundaries interposed barriers to the continental
expansion of New Brunswick. For the Maritimes
the sea and the forest provided the main sources
of wealth, the chief modes of transport and the
great avenues of trade.

All this had helped to create in the Maritimes
a distinctive economy and an unusual way of life.
The products of the sea and the forest—fish, timber,
lumber and ships—seemed almost to dwarf the
importance of the products of the land. In Prince
Edward Island alone, the tiniest of the three Mari-
time Provinces, the inhabitants had forsaken the sea
to become farmers who merely lived beside it. The
limitations which geography had placed upon the
development of agriculture were strengthened by
the very characteristics of the competing industries
of forest and ocean. Fishing and lumbering were
peculiar industries, migratory, seasonal and indi-
vidualistic. They carried men away from the daily
routine of farming and the co-operative enterprises
of settlement; and trade found its most attractive
markets, not in the unpromising areas of the
interior, but in regions beyond the seas. In Canada,
the St. Lawrence was a trunk line which was con-
tinued undeviatingly across the ocean to Great
Britain. In the Maritimes the lines of commerce
radiated outward, from the continent which they
had been unable to penetrate to the many markets
of Europe, America and the West Indies.
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The St. Lawrence had helped, in Canada. to
unify an enormous territory; but the ocean divided
even the small land areas of the provinces by
the sea. The tendency towards centralization in
Canada was expressed in the supremacy of Mont-
real and Toronto, in the canal and railway systems
and in the achievement of political union in 1841.
Among the Maritimes, only the Province of New
Brunswick had a drainage system with a similar
tendency to focus affairs; and this centralization
of economic and political activity in the river
valleys of New Brunswick, and particularly in the
valley of the Saint John, could have only a pro-
vincial, not an intercolonial significance. In the
Bay of Fundy and along the south shore of Nova
Scotia dozens of outports vigorously contested the
ambitions of Halifax and Saint John. Except in
New Brunswick, where lumbering along the big
rivers tended to promote the growth of large saw-
milling enterprises, the business affairs of the
Maritimes were in the hands of individuals, families
and small firms. Canada had developed great
transcontinental companies and transport systems;
she had built the physical structure of nationality
in spite of cultural differences. But the political
division and the economic decentralization of the
Maritimes were in harmony, not in conflict. And
perhaps their greatest common possession was a
provincial loyalty and a rugged independence of
spirit which were the results of the very divisions
of their economic and social life.

For provinces so constituted the effects of the
world economic transition were likely to be serious.
Railways and steamships threatened the business
of wooden shipbuilding and the small commercial
activities of the outports. Dimly the new tech-
nology and the new methods of transport fore-
shadowed drastic changes in the conduct of the
fisheries. The age of commercial capitalism, with
its wooden shipping and relatively low tariffs, had
called forth the best efforts of the Maritime Prov-
inces; but in the near future they would be required
to adjust themselves to the era of modern indus-
trialism, with its steam shipping, high tariffs and
great national economies. For the Maritimes the
pressure of these developments came after Con-
federation; in the period before 1867 the approach-



ing difficulties of adjustment were visible, not so
much in the drastic changes of the old industries,
as in the slow development of the new. The
provinces pursued a course of economic and social
growth which was gradual in comparison with that
of Canada. They could not concentrate, as did
Canada, upon the production of cereals for the new
industrial areas of Europe; and, despite the reliance
of Nova Scotians upon their coal, they had not yet
made any great progress in building up industries
of their own.

II

For provinces which were dependent upon foreign
trade and which had set up a thriving business in
wooden shipbuilding, the consequences of a revo-
lution in transport were likely to be serious. But
while in Canada the problems of steam navigation
had found an immediate focus in the question of
the canals and the ship channel of the St. Lawrence,
the effects of the new transport in the Maritimes
were distributed and less immediately apparent.
Various small lines of steamers, partly supported
by provincial subsidies, plied between the ports of
the north shore and those of the Bay of Fundy;
and on the St. John river, the most important
inland waterway, steamboat services were extended
beyond Woodstock.l These purely provincial
enterprises were dwarfed in importance by the
great trunk-line steamship companies which swept
the Maritimes into their orbit. Halifax became a
port of call on the Cunard Company’s route from
Liverpool to Boston; and there were lines of
Cunard screw steamers between Halifax and New-
foundland and Halifax and Bermuda.2 In the
1860’s a summer service of steamships was estab-
lished between Quebec and Pictou; and the Grand
Trunk Railway Company began to operate a line
of vessels from Portland to Saint John and Port-
land to Halifax. All this implied the distant but
inevitable concentration of commercial activity at
ports like Saint John and Halifax. It meant the
relative decline of the smaller harbours, the smaller
outports, and the hundreds of coasting vessels
which had carried the trade of Nova Scotia up and
down the coastline of North America and over to
the islands of the Atlantic.

It was, however, railways even more than steam-
ships which were revolutionizing the economies of
North America; and though the people of the Mari-
times could see the possibilities of railways, they
found considerable difficulties in attaining them.

1Innis and Lower, Select Documents, p. 669.
2T. F. Knight, Nova Scotia and Her Resources (Halifax,
1862), pp. 58-9.
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It was obvious that railways could open a western
hinterland which always in the past had been
barred to the provinces; and for virtually the first
time in their history New Brunswick and Nova
Scotia felt stirrings of that continental imperialism
which for generations had goaded Montreal.3 All
the lines originally planned in the provinces were
trunk lines, designed to attract the through traffic
in agricultural produce to the ice-free ports of
Saint John and Halifax.4 The Saint Andrews and
Quebec Railroad was to run via Woodstock through
western New Brunswick to the St. Lawrence; and
the European and North American was intended to
follow a route through Nova Scotia and New
Brunswick to Portland, Maine, where it would
connect with the Grand Trunk Railway to Mont-
real. Finally, the Intercolonial Railway, which was
expected to terminate at Halifax, was to strike
through Nova Scotia and New Brunswick and to
meet the Grand Trunk at Riviere du Loup. In
Nova Scotia, Howe was determined to construct a
publicly-owned system; and in 1851 he believed he
had obtained from the imperial authorities the
promise of a guarantee for the financing of the
European and North American as well as for
the Intercolonial. It was railways for colonial
“ defence ” however, and not railways for colonial
“opulence ” that the British government was pre-
pared to guarantee; and although it was ready to
underwrite the Intercolonial, it insisted that the
route should follow “ Major Robinson’s line ” which
hugged the eastern shore of New Brunswick. At
these decisions New Brunswick’s interest in the
ambitious railway scheme died rapidly away. It
was hard enough to lose the European and North
American and its connections with the American
market; but it was absolutely impossible to accept
an Intercolonial which failed to travel through
Saint John and Fredericton.

In the meantime, while negotiations for the
Intercolonial were periodically and unsucecessfully
renewed, the Maritime governments proceeded with
the construction of short provincial roads which
could at least be regarded as sections of the
abandoned trunk lines. By Confederation, Nova
Scotia had built 145 miles of railway which con-
nected Halifax with Windsor, and with Truro and
Pictou, and joined the Atlantic frontage with the
north shore and the Bay of Fundy.’ In New
Brunswick, the Saint Andrews and Quebec had been
pushed as far as Woodstock by 1868; the provincial

3J. A. Chisholm, The Speeches and Public Letters of Joseph
Howe (Halifax, 1909), vol. 2, c. 17.

4 Glazebrook, History of Transportation in Canada, pp. 154-60.
5 Ibid., p. 159.
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government had itself completed the first section
of the European and North American from Saint
John to Shediac; and, by Confederation, New
Brunswick railways totalled 234 miles.6 In their
provincial railway systems, Nova Scotia had in-
vested $6,291,038 and New Brunswick $4,514,080;
but, as Confederation drew near, they went on to
make additional commitments in aid of other
commercial roads. The subsidy which Nova Scotia
agreed to pay the Windsor and Annapolis Railway
amounted, on June 30, 1867, to a capital liability
of $979,500. In New Brunswick, the provincial
government had contracted to pay subsidies for the
eastern and western extension of the European and
North American, and in aid of the Fredericton, St.
Stephen and Woodstock branch lines; and, on
June 30, 1867, the capital liabilities on account of
these commitments totalled $1,869,296. Thus, in
a relatively short time, the railways had substan-
tially increased the provinecial debts; and though
they were only fragments of the ambitious under-
takings which had been planned originally, they
were already creating disturbances in the wood-
and-water economy of the Maritimes. They
threatened the coasting trade of the provinces;
they had annihilated the distances between the
Atlantic frontage, the north shore and the bay.

IIT

The industries peculiar to the forest and the
ocean dominated the economic activities of the
Maritime Provinces; New Brunswick was a lumber-
man’s province just as Nova Scotia was a colony
of sailors, fishermen and small traders. Originally
the three provinces had been covered with the same
types of timber which were now the pride of New
Brunswick; but Prince Edward Island had been
“lumbered out” and lumbering in Nova Scotia was
secondary in importance to fishing and agriculture.
In Nova Scotia title to timber went with the
ordinary title to the land; and its relatively smaller
forests were exploited wastefully by hundreds of
small producers.” Its saw-mill industry, strongest
in Halifax, Lunenburg, Cumberland and Colchester
counties, was organized on a definitely smaller scale
than that of New Brunswick. In 1871, Nova Scotia
had 1,144 saw-mills to New Brunswick’s 565 ; but
while the Nova Scotian mills employed only 2,710
hands, those of New Brunswick employed 6,293.8
Nova Scotia used her forests to build vessels for

6 Ibid., p. 159,

7Lower, Carrothers and Saunders, The North American
Assault on The Canadian Forest, pp. 65-6.

8 Oensus of Canada, 1870-71, vol. 4.

- 27,174 tons in 1865.10

her fisheries and carrying trade: her export of deals
and timber to Great Britain was not compar-
able to that of New Brunswick, and during the
Reciprocity Treaty her wood exports to the United
States were relatively unimportant.®

In New Brunswick lumbering was the dominant
industry and the export of timber, deals and wood
products formed the provincial staple trade. The
pine forests of New Brunswick were as good as
those of Maine or better; and the excellent
drainage system of the Province made possible the
same technique and the same rapid type of exploita-
tion which had been practised in the northern New
England states and in the Ottawa valley. If, in
fact, the Ottawa valley had been torn from Canada
to form a separate province, its general character
would not have differed very greatly from that of
New Brunswick; and the lumbering industry in
both areas was affected by the same trends. The
decline of the old square timber industry was
illustrated in the steady drop in the exports of
New Brunswick pine from 100,000 tons in 1856 to
The saw-mill industry,
particularly at the mouths of the bigger rivers like
the St. John and the Miramichi, expanded for the
production of deals, boards and planks, scantling,
shingles and sugar-box shooks. As in Canada, the
plentiful supplies of water-power tended to delay
the employment of steam; but as early as 1861 it
was stated that the number of steam mills in the
Province was rapidly on the increase.11

In addition, the forests of the Maritimes sup-
ported their chief secondary industry, shipbuilding.
Nova Scotia built more ships than New Brunswick,
but her tonnage totals were lower; and although
large vessels were built for exportation to England,
“the greater proportion of the vessels constructed
in Nova Scotia are of the smaller class, adapted to
the coasting trade of the Province, the sister
colonies and the neighbouring States.”12 In New
Brunswick the north shore ports were largely en-
gaged in the production of ships for export to
Great Britain; and in the Bay of Fundy, particu-
larly at the port of Saint John, a good many large
vessels were built for sale abroad.13 It was the
last great period of maritime shipbuilding, for the
industry reached and passed the peak of production

98. A. Saunders, “The Reciprocity Treaty of 1854; A Regional
Study ” (Canadian Journal of Economics and Political Science,
vol. 2, Feb., 1936, pp. 41-53).

10 Province of New Brunswick, Assembly Journals, 1866,
appendix 16.

11 N.Y. Hind et al., The Dominion of Canada (Toronto, 1869),
p. 599.
12 Knight, Nova Scotia and Her Resources, pp. 46-7.
18 The Morning News (Saint John), Sept. 19, 1864,



in 1864. The demand for shipping to serve the
gold rush to Australia had stimulated the industry
in New Brunswick;14 and the American Civil War,
which played havoec with American shipbuilding
and the American merchant marine, increased the
sale of provincial ships and the operations of mari-
time builders.15 The 148 new ships built in New
Brunswick in 1865 were valued at £524,125 (stg.).16
In a survey of the shipbuilding industry at Saint
John, conducted by the Morning News in 1863, 20
builders were listed, employing a total of 1,267 men
at an average wage of $1 a day.17

The fisheries dominated the economic life of
Nova Scotia in the same way as lumbering did that
of New Brunswick. It has been calculated that in
1865 fish formed 39-3 per cent of the total exports
of Nova Scotia and only 7-5 per cent of those of
New Brunswick.18 The counties of the whole
Atlantic frontage, of the north shore and of Cape
Breton were deeply concerned in the fisheries; and
although the census of 1861 listed only 14,332
Nova Scotian fishermen, this was considered to be
a considerable underestimate since “a large pro-
portion of the farming population are also engaged
in the fisheries.”?® The new means of transport,
the development of refrigeration, the changes in
consumer demand were, in the future, to cause
derangements in the fisheries and to undermine the
security of small ports and fishing villages. The
freeing of the slaves in the southern states and the
relative decline of the importance of the West
Indies trade were to affect the markets for inferior
grades of fish. In the period up to 1867, however,
the changes were not conspicuous; and a conserva-
tive industry pursued its traditional way. The
exports of mackerel, a product of the inshore fishery,
increased substantially towards the end of the
period; but the trade in fresh fish, such as salmon,
did not show any marked improvement.20 The
great staple of the industry was still the codfish,
caught on the banks, on the Labrador coast and
off the Atlantic shoreline, salted and dried, and
shipped to the old-established markets in the West
Indies.

In the Maritimes, agriculture struggled against
the limitations of soil and climate, as well as against

14F., W. Wallace, Wooden Ships and Iron Men (London &
Toronto, n.d.), c. 2.

158, A. Saunders, “The Maritime Provinces and the
Reciprocity Treaty” (Dalhousie Review, vol. 14, pp. 355-71).
16 New Brunswick, Assembly Journals, 1866, appendix 16,
17 Morning News, January 9, 14, 19, 21, 1863.
4818 Saunders, “The Reciprocity Treaty: A Regional Study,”
p. 43.
19 Knight, Nove Scotia and Her Resources, p. 43.

£ P;‘ovince of Nova Scotia, Assembly Journals, Trade and
Navigation Returns.
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the competition of more firmly established indus-
tries. Prince Edward Island, which as a whole was
more favourably situated for agricultural pursuits,
had become a farming province; and oats, barley,
potatoes and other roots made up the bulk of its
export trade. In Nova Scotia and New Brunswick,
fishing, lumbering and agriculture were inter-
related; and there were writers in both Provinces
who considered that the connection was, in certain
ways, prejudicial to the interests of agriculture.
The fisheries carried a large part of the hardy
population away from the land; and in New Bruns-
wick the slow development of agriculture was
attributed to “the universal tendency of the people
to lumbering and shipbuilding.”21 Nova Scotians,
who tried to combine agriculture with fishing and
with trading ventures, were accused of indifferent
husbandry; and the attempted combination of
lumbering and agriculture produced settlers who, it
was suggested, were “neither farmers nor lumber-
men, yet engage in the occupations of both.”22
These associations may have checked the develop-
ment of agriculture; and its growth was condi-
tioned as well by certain important geographical
factors. KEven those Nova Scotians who were most
anxious to improve the agricultural resources of the
Province, were forced to admit that a great part of
the Atlantic frontage was unsuitable for farming;23
and travellers from Halifax to Windsor had the
impression of passing from a desolate wilderness
into a flourishing garden.24 The rich areas around
the Bay of Fundy and the river valleys of New
Brunswick were the chief sources of agricultural
produce in the bigger Maritime Provinces. In
Nova Scotia, Pictou, Colchester, Cumberland,
Annapolis, King’s and Hants were the most produc-
tive counties; and in New Brunswick, farming was
most successful in King’s, Queen’s, Westmoreland
and Albert.

In Nova Scotia improved land under cultivation
increased from 799,310 acres in 1851 to 1,627,091
acres in 1871; in New Brunswick, it rose from
643,954 acres in 1851 to 1,171,157 acres in 1871;
and in Prince Edward Island there were 368,127
acres of improved land under cultivation in 1861.25
Thus a considerable expansion had taken place;
and the experts and publicists of the period insisted
that there were ample opportunities for further
growth. Yet, in the eyes of immigrants, the lower

1863";1 A. 8%' Spedon, Rambles Among the Blue-Noses, (Montreal,
D. 5

22 A. Monro, New Brunswick; With a Brief Outline of Nova
Scotia_and Prince Edward Island (Halifax, 1855), p. 81.

23P, 8. Hamilton, Nove Scotic Considered as a Field for
Emigration (London, 1858), pp. 17-27.

24 Chambers, Things as They are in America, pp. 35-8.

25 C'ensus of Canada, 1870-71, vols. 3-4,
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provinces could not compete with the agricultural
opportunities which were offered by Canada and
the northwestern American states. It was impos-
sible for the Maritimes to imitate the immense
production of wheat which characterized the agri-
culture of Canada. Prince Edward Island, with its
exports of horses, oats and potatoes, helped to
support the lumbering industry in New Brunswick;
but its resources were limited, and the other Mari-
time Provinces—and New Brunswick in particular
—were obliged to import bread-stuffs and provisions
from the United States and Canada. Canada was
growing slowly into agricultural diversification,
persuaded both by the difficulties of continual
wheat cropping and by the opening of new markets
for live stock, coarse grains and dairy produce.
The Maritimes were induced to diversify their
farming even more extensively, because of the
limitations of their soil, the demands of their
lumbering and fishing industries and the competi-
tion of cheap supplies of western wheat. In the
“dyked” and “intervale” lands, the farmers con-
centrated most successfully upon the production of
potatoes, root crops, oats, hay and live stock.26
The effects of the new industrialism were per-
haps more apparent in mining than in any of the
other industries of the Maritimes. In Canada there
was no coal and the moment had not yet arrived
for the exploitation of the metals of the Canadian
shield; but in Nova Scotia the greater accessibility
of mineral deposits encouraged an earlier develop-
ment. In 1861, gold was discovered in Halifax,
Lunenburg and Guysborough counties and there
followed a small boom in quartz mining at various
points near the sea coast. Steam ecrushing mills
were established; in 1863 there were said to be
18,296 men employed as miners;27 and the pro-
duction of gold increased from 7,275 ounces in 1862
to 27,583 ounces in 1866.28 As was to be expected,
the “gold rush ” attracted excited attention; but
it was upon coal, the old mineral of the Province,
that the wiser heads really counted. Coal was
making the greatness of modern Britain; and in
those comparisons which Nova Scotians were
accustomed to draw between their own province
and the mother country their coal mines were put
prominently forward. The inspector of mines
dilated with justifiable pride upon “the growing
importance of the coal fields of the province ”’; and
the total production of coal and the value of coal

26 ITnnis and Lower, Select Documents, pp. 689-94.

27 Province of Nova Scotia, Assembly Journals, 1863,
appendix 6.

28 Innis and Lower, Select Documents, p. 714,

exports increased fairly rapidly during the sixties.??
The United States was, during this period, the
biggest purchaser; in 1863, she imported 263,374
tons, the British North American provinces 58,233
tons, and 75,529 tons were sold for home con-
sumption.30

Although there were people in the Maritimes,
and in Nova Scotia in particular, who looked for-
ward hopefully to the time when their coal would
drive the machines of prosperous manufactories,
the industrial development of the Maritimes during
this period was relatively slight. “ The manufac-
tures of the Province ” wrote a contemporary Nova
Scotian essayist, “ are only in their infancy,”31 and
in New Brunswick another essayist admitted that
“New Brunswick can hardly be called a manufac-
turing country.”32 Wooden shipbuilding and the
preparation of lumber for the British, American or
West Indian markets were the chief industrial
enterprises in the Maritimes. In 1861, there were
only 11 foundries in Nova Scotia; in the same year
the iron castings manufactured in New Brunswick
were valued at $202,500;33 and all the provinces
were largely dependent upon imports from abroad
for their implements, machinery and hardware.
Clothing was imported or was made domestically;
according to the census of 1861, there were 13,230
hand looms in Nova Scotia, and the cloth and home-
made fabrics produced in New Brunswick were
valued at $711,394. Though furniture and car-
riages were manufactured, the secondary wood
industries had not made any very great progress;
but, on the other hand, there were 44 tanneries in
Nova Scotia in 1861 and, in the same year, the
leather, saddlery and boots and shoes produced in
New Brunswick were valued at $750,015.34 Little
by little, as small supplies of capital were accumu-
lated, industries struggled into existence to com-

pete for the domestic trade; and in 1865 the analyst

of the trade and navigation returns of New Bruns-
wick could report that “for years past there have
been great additions to our manufacturies not only
in Saint John, but in other parts of the province.

.’35 In 1864, at the second provineial exhibi-
tlon held at Fredencton agricultural implements,
castings, carriages, stoves, grates, cloth, hats, and
boots and shoes were among the exhibits.?’6

20W. J. Patterson, Report on the Trade and Navigation of
Montreal, 1866, p. 51.

80 Nova Scotia, Assembly Journals, 1863, appendix 15.

81 Knight, Nova Scotia and Her Resources, p. 44.

32J. V. Ellis, New Brunswick, as a Home for Hmigrants,
(Saint John, 1860)

i” Cen;us of O’(mada, 1870-71, vol. 4.
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It has been estimated that in 1867 the population
of Nova Scotia was 364,000, that of New Brunswick
271,000 and that of Prince Edward Island 88,000.
During the period 1850-67—and particularly dur-
ing the fifties—the population was growing; but it
was not growing very rapidly; and the natural
increase had not been augmented by any consider-
able number of immigrants. The stream of immi-
gration which had peopled Canada West and passed
beyond it had avoided the Maritimes almost from
the beginning; and during the period 1850-67, the
yearly total of immigrants arriving in the province
of New Brunswick varied from a high of 3,762 in
1853 to a low of 230 in 1859.37 To a very large
extent, therefore, the people of the Maritimes were
native born. There was growing in them that con-
scious sense of provincial unity which was the
result of common environment, common tasks,
common loyalties and aspirations; but racial and
religious divisions, whose results in Canada were so
severely criticized in Halifax and Saint John, were
not entirely absent from the Maritime Provinces
themselves. In addition to the descendants of New
Englanders and Loyalists, who formed the basis of
the population in Nova Scotia and New Brunswick
if not in Prince Edward Island, there were impor-
tant groups of French and Irish Roman Catholics,
German Protestants and Highland Scots. Religious
animosities were occasionally a factor in politics,
but, on the whole, there was reason for the pride of
the Maritimes in the moderation of their politics,
the sobriety of their peoples and the fundamentally
rugged health of their provinecial life.

Lumbering, mining and fishing were occupations
laborious in the extreme. Their rewards were fluc-
tuating and often meagre; and it was not unnatural
that the domestic life of the inhabitants should be
characterized by a hardy, self-reliant simplicity,
which was honoured by different Maritime leaders
and perhaps most eloquently by Joseph Howe. In
one of his speeches at Halifax, A. G. Archibald
referred proudly to “ the great body of the settlers
in the country, whose backs are covered with wool-
lens of their own production—whose feet are shod
from the hides of their own cattle,—whose heads
are covered with straw from their own fields
—who sleep between blankets of their own wool
and their own weaving—on feathers from their
own farmyards.”38 The wants which could not
be satisfied with the products of domestic crafts

87 Province of New Brunswick, Assembly Journals, 1866,
appendix 16.

38 Hvening Hxpress, January 4, 1865.
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were supplied by imports of manufactures from
overseas; and thus there was comparatively
little opportunity for industry and no great
reason for urban development. Between 1851 and
1871 the population of Montreal had doubled, and
that of Toronto had nearly doubled; but, in the
same two decades, the population of Halifax had
increased only from 20,749 to 29,582 and that of
Saint John from 22,745 to 28,805. In these small
provincial towns the march of progress appeared
often to be extremely slow; and the inadequacy of
civic improvements in such Maritime cities as
Halifax drew forth the criticisms which had been
levelled against similar conditions in Quebec and
Montreal.39

The construction of railways, the activity in the
shipyards and the needs of American markets
during the Civil War all helped to bring a consider-
able degree of prosperity to the provinces during
these years; and the period before Confederation
has often been looked back upon as a “ golden age ”
in Maritime history. Good times must have in-
creased the provincial loyalty of the people and
fortified their belief in the promises of the future;
but the existing prosperity did not satisfy the
ambitions of some Maritimers nor did it end those
unfavourable comparisons which were sometimes
drawn between the progress of the Atlantic prov-
inces and that of Canada. The region had enjoyed
no such boom as had galvanized the Province of
Canada during the 1850’s. There had been little
immigration in the immediate past; there was, in
the present, an alarming emigration of youth and
energy. ‘ Emigration, we are sorry to confess,”
wrote one editor, “ seems to be growing popular
with some of our people. What makes the matter
worse is that the fashion is confined to our young
men, to the very bone and sinew of the country.”40

A

By 1850 the contest for responsible government
had been won in the Maritimes, as it had been
in Canada; and Maritime union became the issue
of greatest intrinsic importance, though not per-
haps of greatest popular interest. The legislative
union of the Atlantic provinces was supported by
governors in both Nova Scotia and New Bruns-
wick; it was endorsed by leading politicians in both
provinces; and up to the autumn of 1864 it was
favoured by the British colonial office.41 Con-

39 Acadian Recorder, August 26, 1865; Hvening FEazpress,
January 9, 1865.

40 Acadian Recorder, September 23, 1865.

41 Chester Martin, “ British Policy in Canadian Confederation ”
(Canadian Historical Review, vol. 13, March, 1932, pp. 3-19).
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federation was, in fact, preceded by regional unions
or attempted regional unions in all parts of British
North America; and the union of the Canadas in
1841, the union of Vancouver Island with British
Columbia in 1866, as well as the abortive effort at
Maritime union, were all parts of a general move-
ment towards consolidation in which the British
authorities actively participated. It was, how-
ever, the fate of Maritime union to be asso-
ciated, almost from the beginning, with the
greater cause of Confederation. The arguments
for and against each of these proposed political
amalgamations were much the same. Even in
the minds of its heartiest supporters, Mari-
time union was seldom welcomed solely on the
grounds of its own intrinsic merits;42 it was often
regarded either as a precursor of British North

42 Debates and Proceedings of the House of Assembly of Nova
Scotia, pp. 179-94,

American union or as an antidote against it.43
Since the union of the Atlantic provinces was in-
tended from the first to be legislative in character,
its immediate result would be the elimination of
the local governments; and against this the opposi-
tion in Prince Edward Island was naturally very
strong. The campaign for Maritime union, against
the realization of which there were likely to be
formidable if not insurmountable barriers, thus
served to foster the growth of the other and com-
petitive union movement; and the strange turn of
events by which the meeting of Charlottetown for
Maritime union was converted into a conference
for the federation of the British North American
provinces was a surprising, but not entirely illogical,
result.

48W. M. Whitelaw, The Maritimes and Canada before
Confederation (Toronto, 1934).



SeEcTioN V

THE WEST

The Hudson’s Bay Company, which in 1850 still
controlled the vast, vaguely defined area of Rupert’s
Land, was exposed to various new hostilities in the
period 1850-67. The company was the last of those
.great monopolistic joint-stock enterprises which, in
the 16th and 17th centuries, had extended the
empire and the trade of England to the continents
of America, Africa and Asia. Its companions of the
brave days of mercantilism had disappeared, or
declined, or surrendered their great territorial and
political pretensions; and the Hudson’s Bay Com-
pany was left in vulnerable isolation, a relic of
mercantilism surviving into an age of free trade, a
monopoly ill at ease in the midst of anti-monopo-
listic sentiment. Trade was the basis of the com-
pany’s territorial claims; but the new expansion
into western North America was conceived in terms
of land and its solid occupation. Settlement had
undermined and was undermining the economic and
social foundations of the fur trade; but the fur
trade was the business of the company. Its slow
and costly method of transport had been dependent
upon the intricate drainage system of Hudson Bay;
but iron and steam were the new powers of trans-
port and the railway was the new track of western
imperialism.

In 1821, when the North West Company sub-
mitted to an amalgamation with its rival, the
Hudson’s Bay Company had won its last great
victory. But the triumph of 1821 was merely the
triumph of one great fur-trading company over
another, of the drainage system of Hudson Bay
over the drainage system of the St. Lawrence. The
York boat of Hudson Bay had conquered that even
more primitive unit of transportation, the canoe;
the long route via the Ottawa and the Upper Lakes
had failed, in the end, to maintain its competition
with the shorter route from Hudson Bay.l After
1821 the far west was lost to the old fur-trading
city of Montreal; the Ottawa route was virtually
abandoned; the chief ocean port of the Hudson’s
Bay Company was York Factory and its chief
inland distributing centre was Norway House at
the head of Lake Winnipeg.

1H. A. Innis, The Fur Trade in Canada, An Introduction to
Canadian Hconomic History (New Haven, 1930), pp. 265-84.
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But while fur traders could defeat their rivals,
they were powerless in the end against the coming
of settlers and the claims of settlement. In the
centre of the continent settlement was flowing
rapidly into the state of Minnesota, immediately
south of the Company’s jurisdiction; settlement
was slowly establishing itself in Assiniboia, in the
very heart of the Company’s chartered preserve.
Numerically, the colony of the Red River was in-
significant; by 1871 it was estimated that there
were 5,720 French-speaking half-breeds, 4,080
English-speaking half-breeds and 1,600 white
settlers in the settlement.2 In the period before
Confederation the economic activities of these
people were extremely simple. They hunted the
buffalo and worked in the transport system of the
Hudson’s Bay Company; but in agriculture, the
hope of the new west, they were indifferent per-
formers. Their racial qualities, their distinctive
land system and their primitive hunting habits
were to make trouble for the new Dominion of
Canada in the very near future. But in the period
before 1867, attention was attracted to the settle-
ment not so much by its peculiarities as by the
mere fact of its existence. Its situation in the
middle of vast tracts of unoccupied land aroused
interest; its rapidly changing relations with the
outside world created apprehension.

The fact was that the old isolation of the settle-
ment was over. By 1860 there were 172,000 in-
habitants in Minnesota; in 1858 it became a state
in the union; and several years before this had
happened the transport and communication system
of the Hudson’s Bay Company had already been
diverted southward, away from the Bay and towards
the newly established American settlements. By
1857 there were said to be 300 carts employed in
the overland journey between Fort Garry and St.
Paul; and, in the same year, a connection was
established with the American postal system which
had reached as far north as Pembina.3 In 1859 the
introduction of steamboats on the Red River
strengthened the southern route; and in 1864 the
Northern Pacific Railway was chartered to build

2G. F. G. Stanley, The Birth of Western Canada, A History
of the Riel Rebellions (London, 1936), p. 13.

208 ;Glazebmok, History of Tramsportation in Canada, pp. 221-2,
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westward from Lake Superior to Portland, Oregon.
It seemed as if the transport system of the United
States might defeat the Bay, just as the Bay had
defeated the St. Lawrence. It seemed as if the new
economic connections might be succeeded by
strange political affiliations, as if the coming of
trade goods from St. Paul might be followed by an
inrush of American frontiersmen from the upper
Red River valley. Outside the Company’s jurisdic-
tion was the pressure of American settlement; in-
side the colony was the disaffection of the settlers,
already sharply critical of the Company’s council
rule.

These perplexities caught the Hudson’s Bay Com-
pany at a peculiarly unfortunate time, for its 21-
year licence for exclusive trade was due to expire
in 1859. The mere question of the renewal of a
trading licence was thus inevitably involved in the
far wider questions of British power in North
America; and from 1857 on there ensued a long
series of investigations and negotiations which only
ceased with the transfer of the territory to the new
Dominion. Apart from annexation to the United
States, there were three ways in which the political
problem of the west could be settled.# The Hud-
son’s Bay Company could be confirmed in its
political control of the Red River settlement; and
its resistance to disaffected colonists and intruding
Americans could be strengthened by imperial mili-
tary assistance. Secondly, the territory might be
erected into a Crown colony, as Vancouver Island
was; or, thirdly, it might be annexed to Canada.
From the beginning, the Company was not unwill-
ing to consider the last two solutions, so long as its
charter was respected and its territorial rights were
bought and paid for. It was, as Edward Ellice
bluntly said, merely “a question of a million of
money.”d

There is no doubt that the prospect of the open-
ing up and settlement of the great northwest had
for years held a peculiar fascination for the people
of the British North American provinces in general,
as well as of Canada in particular. The glowing
prophecies which Howe made to the citizens of
Halifax in 1851, and which Chief Justice Draper
repeated to the British parliamentary committee in
1857, stand out from many others mainly because
of the picturesque vigour of their phraseology and
the prestige of their authors. By 1864 the theme
of British westward expansion had become so com-
mon that the editor of the Acadian Recorder—him-

4 Chester Martin, “ Confederation and the West” (Canadian
Historical Association Report, 1927, pp. 20-8).

5 Glazebrook, History of Transportation in Canade, p. 231.

self speculating romantically about the settlement
of the great northwest—could declare that “the
subject has got to be a hackneyed one . . .
about which glib Colonial politicians prate. . . .”¢
But this interest, while it was widespread and per-
vasive, was stronger in Canada than in the Mari-
times; it was stronger also, and not altogether
unnaturally, in Canada West than in Canada East.
For generations there had been only one Canadian
town with western imperialist ambitions; but now
there were two, Toronto and Montreal.?

The Canadian interest in the northwest was a
mixture of different elements, among which eco-
nomic considerations were conspicuous if not pre-
dominant.8 It was a speculative prospect in which.
politicians, promoters, merchants and newspaper-
men were all concerned. The Globe and the Clear
Grit party looked upon the territory chiefly as a
region for future Canadian settlement; Toronto
speculators were perhaps encouraged by the hope
of competing with the Hudson’s Bay Company for
the fur trade; and from the early 1850’s on, there
were railway promoters in Montreal as well as in
Toronto, who hopefully envisaged a transconti-
nental railway across the northern prairies which
would connect Canada with British Columbia and
with the trade of the far east. It was in the
imaginatively constructive mind of Edward Watkin,.
the visionary and the realist of the Grand Trunk
Railway Company, that this scheme assumed its
most grandiose form. He aspired to connect his
railway system with the Pacific as well as with the:
Atlantic. Though he planned to build and to use
lines south of the upper lakes for the connection
between Sarnia and Fort Garry, his far western
section was intended to run through Rupert’s Land,
just as his eastern section, the Intercolonial, was.
planned to strike through British American terri-
tory to Halifax and Saint John.

All these schemes and aspirations grew naturally
in the contemporary Canadian scene: they revealed
Canada’s expansive powers just as they suggested
its irritating consciousness of limitations and weak--
nesses. It was not without significance that Cana-
dian interest in northwest settlement became vocal
at the very moment when the good lands in
Canada West had been almost entirely occupied.
It was openly acknowledged that Watkin’s western
and eastern railway extensions were designed to-
rescue the Grand Trunk from its accumulating

6 Acadian Recorder, Aug. 27, 1864.

_7F. H. Underhill, “Some Aspects of Upper Canadian Radical
Opinion in the Decade before Confederation” (Canadian Historicat’
Association Report, 1927, pp. 46-61).

8 Stanley, The Birth of Western Canada, pp. 23-7.



financial difficulties. The immigrants who were
already deserting Canada were to be diverted from
the American northwest to British regions on the
Red River and the Saskatchewan: the plan of
attracting the through traffic of the international
American West was to give place slowly to the
design of building a trunk railway westward to the
Pacific through British American territory.

To a greater or lesser degree all these schemes
involved a change in the political and economic
status of Rupert’s Land. The Hudson’s Bay Com-
pany remained, solidly blocking the advance of all
revolutionary changes; and if its chartered rights
could not be overthrown by judicial proceedings,
they would have to be bought up. It was natural
that British statesmen, travelling rapidly and unre-
gretfully along the path of imperial decentralization,
should be unwilling to impose upon Great Britain
the price of the purchase, or the expense of creating
new Crown colonies in the territory. It was, how-
ever, not immediately obvious why the Province of
Canada, which was so ready to advance its own
claims to parts of Rupert’s Land, should be so
curiously reluctant to press them to a conclusion.
The Toronto Globe, which was just as suspicious
of British fur-trading corporations as it was of
Canadian railway companies, assumed that the
Macdonald-Cartier government was paralysed by
the influence of the Hudson’s Bay Company.?
There was, in all probability, a measure of truth
in this accusation; but, apart altogether from the
Company and its influence, there were other
reasons for Canada’s reluctance and delay. When
in 1858-9 the Colonial secretary, Sir Edward Bulwer
Lytton, invited the Canadian government to press
its claims against the Hudson’s Bay Company, the
Province was in the throes of the depression and
the government was passing through a crisis in
public finance. It was doubtful if Canada’s
financial resources could support the charges of
westward expansion; and it was certain that the
Province’s sectional differences would not permit
the incorporation of Rupert’s Land into the exist-

529 Underhill, “Aspects of Upper Canadian Radical Opinion,”
p. 52.
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ing provincial system. The annexation of the west
would upset the unstable political equilibrium of
the Province in the same way as the establishment
of representation by population; and both changes,
for that reason, were unacceptable to Canada East.
Politically, as well as financially, Confederation
was the best possible basis for westward expansion.

In 1858, however, the colonial office through the
mouth of Bulwer Lytton made clear its opposition
to the federal scheme. The Canadian government
probably could not, and certainly did not, respond
to Lytton’s challenge to press its claims against the
Hudson’s Bay Company; and in the early 1860
all thought of an immediate annexation of the
territory to Canada had been temporarily aban-
doned. Yet the inactivity of the politicians did
not by any means imply any decline of ‘nterest in
the problems or possibilities of the west. The
movement toward Confederation advanced con-
temporaneously through different planes of human
activity; and the work of politicians was paralleled
by the enterprises of promoters and railway builders.
To Edward Watkin of the Grand Trunk Railway,
the Pacific and Atlantic extensions of his system
were equally important and necessary. He aspired
to build a telegraph line, a road and ultimately a
railway across the British North American west;
and he began a negotiation which ended only
when the stock of the Hudson’s Bay Company
was acquired by the International Financial
Society, in which Watkin and his friends were
interested.10 The new company entered imme-
diately upon a plan of intensive development. But
it was Watkin’s fate to plan schemes which were
completed by others; in 1869 he was forced to
resign from the presidency of the Grand Trunk
Company; and the Pacific railway which he had
imagined was to be the work of other men. Yet,
in the movement towards Confederation, he had
done valuable and indeed essential work; and his
plan of a transcontinental system of railway trans-
port was the necessary basis of a transcontinental
political union.

10 Glazebrook, History of Tramsportation in Canada, pp. 230-5.



Section VI

THE PACIFIC COAST

The wave of settlement and exploitation had
threatened but not yet actually invaded the eastern
territories of the Hudson’s Bay Company. In the
ultimate west, on the Pacific coast, the course of
events was to be very different; but in the early
1850’s the indications of the approaching Pacific
boom were few indeed. In 1846 the Washington
Treaty had settled the main problems of the west-
ern international boundary between British North
America and the United States. In the years which
followed there were various promoters who showed
an interest in the development of Vancouver Island;
and in 1849 the Hudson’s Bay Company, which
already possessed the trading monopoly on the
mainland, was awarded the island by letters patent
on the express condition that it should promote
immigration and settlement. The obligations of
the Company and the hopes of the empire builders
were somewhat imperfectly realized. The Com-
pany brought out some colonists; but they were its
own servants, rather than bona fide settlers. These
few hundred people, together with the fur-traders
and the Indians on the mainland made up the
population of British North America on the Pacific
Coast. The fur trade, relatively undisturbed, con-
tinued in its ancient courses; and except in
Nanaimo, where a few miners had been brought
over to work the coal beds, it dominated the eco-
nomic activities of the region.

But the California gold rush had created an army
of skilled miners and prospectors; it had infected
the whole population of the region with a restless
eagerness to find the deposits which it was popu-
larly believed must lie elsewhere along the coast.
In 1855, gold was discovered on the Columbia river,
just north of the international boundary; in 1856
it was found on the Thompson and Fraser rivers;
and in the spring and early summer of 1858 the tent
city of Victoria sprang into existence as a result of
the sudden advent of thousands of miners.! The
gold rush transformed the country. The contem-
porary oil boom in western Upper Canada and the
development of quartz mining in Nova Scotia were
no parallels, for they were comparatively unim-
portant occurrences in well-developed provincial

1R. C. Mayne, Four Years in British Columbia and Vancouver
Island (London, 1862), pp. 44-5.

32

economies. But, on the Pacific Coast, the abrupt
and violent effects of gold mining fell immediately
upon a country which was undeveloped and unpre-
pared. Gold forced an artificial, hot-house growth:
it supplied the energy of a powerful stimulant.
For about ten years it galvanized the activities of
the coastal provinces; and then its mesmeric in-
fluence vanished, leaving the provinces with the
population, equipment, burdens and problems
which its presence had created.

Landing at Victoria, Esquimalt and the ports of
Puget Sound, the miners found their way to the
Fraser and travelled up the river, prospecting and
testing every bar of sand. In 1858, Hope and Yale
were the chief centres of placer mining: in 1859 the
industry had shifted northward, above Lytton and
Lillooet. Some of the miners deserted the Fraser
river for the Thompson: others—and there were
many of these—pushed further north to reach the
Quesnel river and Cariboo Lake; and in 1860-1 they
came upon the creeks which emptied into the
Cariboo—the last and most spectacular discoveries
of the great rush. As the miners advanced further
into the interior, as the costs of transport and provi-
sions rose higher, the whole character of mining was
transformed. Down below, on the bars of the lower
Fraser, it had been an affair of rockers and cradles
where poor miners in small partnerships or com-
panies could succeed. These simple methods were
followed by more complex operations on a larger
scale; and by “flumes” or wooden aqueducts a
whole series of sluice-boxes could be supplied with
a current of water to wash away the earth from the
pay dirt. On the Cariboo creeks the system became
even more laborious, complicated and expensive;
and here capital was necessary to sink shafts to
bed rock and to push tunnels far into the earth.2
The Kootenay region and the Big Bend of the
Columbia subsequently attracted another influx of
poor miners in search of shallow diggings; but the
new claims never paid as handsomely as the old.3
In 1861 the mining population of the Province
was estimated at 5,000; but by the end of the 1860’s
it had begun definitely to decline. Total produc-

2 Innis and Lower, Select Documents, pp. 780-8.

8 H. O. Scholefield and F. W. Howay, British Oolumbia from
the Harliest Times to the Present (Vancouver, 1914), vol. 2, c. 14.



tion of gold increased from $750,000 in 1858, to
$3,913,563 in 1863; but by 1870 it had fallen off to
$1,336,956.4

The exploitation of the gold fields brought a
sudden and enormous influx of population. It pro-
vided exhilarating commercial opportunities; it
necessitated a headlong building program: it stimu-
lated subsidiary industries in agriculture, ranching
and lumbering. Some of these subsidiary indus-
tries, based as they were upon the enormous natural
resources of the coast, were destined to grow into
staple industries in the near future; but in the
sixties the economic activities of both Vancouver
Island and British Columbia were so largely de-
pendent upon gold mining, that the momentary
interruption of its stimulus halted development and
the inevitable decline of its potency brought on a
general stagnation and discouragement. It is pos-
sible that some twenty-five thousand people entered
the two provinces in the first year of the mining
boom;5 but in 1866—Iless than ten years later—the
total population of the region was not much more
than ten thousand.6

Agriculture was encouraged by the enormous
costs of transportation and by the consequent high
prices which ruled at the mining camps. On the
lower Fraser, at Sumas and Chilliwack, farming
communities began to produce small quantities of
grain, vegetables and dairy produce: and the first
tentative settlements were established in the grass-
lands of the Thompson and Okanagan valleys.?
But, during the sixties, production was unable to
satisfy even the fluctuating demands of the camps;
and the provinces depended mainly for foodstuffs
upon imports from the more settled and productive
communities in California and Oregon. At Nanaimo
coal was readily available to support the steam-
propelled shipping which crowded the ports of the
island and the mainland; and at San Francisco a
sizeable foreign market existed. Production of coal
increased from 14,600 tons in 1861 to 32,819 tons
in 1865.8

It was, however, the lumbering and saw-milling
industries which showed in this period the most
Impressive independent development, and which
contained the greatest hope for the future. Like
every other activity in the region, lumbering
received its first impetus from the gold-mining

4Innis and Lower, Select Documents, p. 789.
5 Scholefield and Howay, British Oolumbia, vol. 2, p. 18.

. ®W. N. Sage “The Critical Period of British Columbia
History, 1866-71” (Pacific Historical Review, Dec., 1932,
pp. 424-43).

" Scholefield and Howay, British Columbia, vol. 2, c. 34.
8 Innis and Lower, Select Documents, p. 802,
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boom. Lumber in quantities was necessary for the
rapid building construction in the “ecities” of
Victoria, Esquimalt and New Westminster, and in
the towns along the Fraser: lumber was required
for the sluice-boxes, flumes and buildings of the
upper Fraser, Thompson and Cariboo areas. At
the beginning of the boom sawn lumber was
imported from the American saw-milling towns in
Puget Sound; but little by little, under the insistent
pressure of the demands of gold-mining, men turned
to the forest resources of the mainland and the
island, and saw-mills sprang up at New West-
minster, Yale, Lytton and Lillooet. On the ocean
coastline of Vancouver Island, with all the varied
markets of the Pacific beyond, development was
even more rapid and on a greater scale. The ships
which entered the ports of the provinces and which
often sailed away in ballast for want of an outward
cargo, were ready enough to load with sawn lumber
for export; and American saw-millers from Puget
Sound, anxious to avoid the long journeys through
the straits of Juan de Fuca, established saw-mills
in Barclay Sound in 1861.9 These Alberni mills,
together with the mills at Sooke, Cowichan and
elsewhere, exported about 60,000,000 feet of lumber
in the decade ending in 1870.10

On the western coast of British North America,
the problems of transport were difficult and
peculiar. On the one hand, the easy accessibility of
Vancouver Island and the mainland to the steam
shipping of Oregon and California permitted thou-
sands of men and tons of goods to be dumped in
the provinces from the moment the boom began.
But the topography of the country and the nature
of its drainage system made penetration inland
very difficult; and even stern-wheel steamers could
ascend only a short distance up the lower Fraser.
For a time the roundabout Harrison-Lillooet route
served to give access to the interior; and by a
combination of water transport and short stretches
of road the construction costs of this route to the
upper Fraser were kept within manageable limits.
It was only when placer-mining had been pushed
north to the Quesnel river and Cariboo Lake that
the inadequacy of this route, and of the existing
northern trails, was made manifest. Already, in
1860, the government had commenced the con-
struction of the Dewdney trail from Fort Hope to
the Similkameen river; and in 1861 Governor
Douglas began to let contracts for his most
ambitious undertaking—the Yale-Cariboo road. In

® Mayne, Four Years in British Columbia and Vancouver
Island, pp. 228-30.

10 Tnnis and Lower, Select Documents, p. 799.
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1865 it had been pushed as far north as Barker-
ville; along it dashed the express coaches of Billy
Ballou and F. J. Barnard and, almost at once,
freight to the Cariboo was cut from 75 cents to 15
cents a pound. It was estimated that the Cariboo
road cost in round numbers about $1,250,000; but
of this a considerable proportion was paid by con-
tractors who hoped to make a profit on their
expenditure from the collection of tolls.11

Since 1851, James Douglas had been governor of
Vancouver Island; and when in 1858, in the first
months of the gold rush, the mainland Province
of British Columbia was created, Douglas was
appointed to be its governor as well.12 The new
colonies could expect no pampering from an
imperial mother now grown prudent and wary of
commitments; and Lytton, the colonial secretary,
intimated sternly and repeatedly to Douglas that
his governments must pay their own way. So long
as Douglas kept his strict control upon Vancouver
Island and British Columbia, their finances, even
in the midst of the excitements of the mining boom,
were managed with the greatest prudence. It was
no part of the governor’s belief that posterity
should bear the burdens of provincial improve-
ments; but from this policy of pay-as-you-go he
was driven with evident reluctance into the bond
market. Vancouver Island was free-trade and its
revenue was principally derived from sales of crown
lands, a small land tax, trading licences, liquor
licences and harbour dues. On the mainland a tariff
had been established as early as 1858, with specified
rates on most foodstuffs and an ad valorem duty
of 10 per cent on other commodities; and during
the early sixties, when produce poured into the
infant Province for the mining camps, the tariff
gave handsome returns to the treasury. There
were, of course, other sources of revenue—land sales,
head taxes, mining and trading licences and road
tolls—for Douglas was determined that his new
roads should be paid for as soon as possible by
those who used them; but in 1861, customs yielded
£41,177 out of a total revenue of £77,053. Even
the Cariboo road, an enormous undertaking for an
undeveloped province, did not seriously alter the
peasant character of Douglas’s provincial finance.

11 Scholefield and Howay, British Columbia, vol. 2, c. 6.
12W. N. Sage, Sir James Douglas and British Columbia
(University of Toronto Studies, History and Economics, 1930).

At the end of 1863, British Columbia had a bonded
indebtedness of £112,750 and a floating debt of only
£17,000.13

In 1864 the boom, the governorship of Douglas,
and the financial stability of the provinces ended
almost simultaneously. Douglas had been governor
of both the island and the mainland; and this
double authority, largely exercised from Vancouver
Island, had provoked in British Columbia an in-
sistent demand for a separate provincial adminis-
tration. In 1864, on the retirement of Douglas, the
two provinces were each awarded a governor and
each equipped with a distinet government. These
new establishments, which were cumbersome and
expensive, particularly for Vancouver Island, were
set up at the very moment when the mining boom
had reached the highest peak and approached its
inevitable decline. The Big Bend region, which
was popularly expected to succeed the now declin-
ing Cariboo as a great productive gold field, dis-
appointed all hopes during the season of 1866; and
the extensive credit system which had been built up
to serve the new mining enterprise crashed about
the merchants and traders of Victoria and New
Westminster, and plunged the Province in gloom
and depression. In 1864 MacDonald’s Bank had
failed; the Bank of British Columbia was in diffi-
culties from 1866 to 1868.14 The deficits succeeded
each other with mechanical regularity in both Van-
couver Island and British Columbia. At the end
of 1866, the net debt of Vanccuver Island was
$293 698 and that of British Columbia, $1,002,983.
Efforts to continue the developmental program
and to maintain the expensive administrative
machinery proved too great a strain for a declining
economy and a decreasing population. “ The spec-
tacle of two colonies, with a population less than
that of a third-rate city, staggering along with a
debt of over one hundred dollars a head, and with
two governors, two chief-justices, two attorneys-
general, and so on down the list, seems more like a
page from opera bouffe than from history.”15

The union of Upper and Lower Canada in 1841
had been, to a large extent, the result of the finan-
cial weakness of Upper Canada and the need for a

18 F, W. Howay, British Columbia, The Making of a Province
(Toronto, 1928), p. 145.

14 Tnnis and Lower, Select Documents, pp. 805-6.

15 Howay, British Columbia, The Making of a Province, p. 163.



stronger fiscal base to support the completion of the
St. Lawrence canals. It was, even more obviously,
the financial weakness of British Columbia and
Vancouver Island, and the need of combined
strength to support the decline of placer-mining,
which forced the union of the two Pacific provinces
in 1866. In other circumstances the union might
have salvaged the colonies; but the decline in
mining was not compensated by the rise of other
industries; and while Governor Seymour was able
effectively to limit expenditures in British Colum-
bia, it was beyond the power of anybody to arrest
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the fall of the revenue. The deficit in 1867 was
$134,465; and in 1868 the Bank of British Columbia
threatened to charge 18 per cent on the overdrawn
account of the provincial government.16 Gold had
not only created a province: it had also—ironic-
ally enough—created deficits and a debt. British
Columbia was depressed and discontented; and its
people began to examine all possible solutions by
which their isolation could be ended and their
burdens relieved.

16 Sage, Oritical Period of British Columbia, p. 428.



Section VII

THE RELATIONS BETWEEN THE PROVINCES

The inter-relations of British North America on
the eve of Confederation were not provincial but
regional. Canada was an economic unit; the ties
which bound the Maritime Provinces together were
strong and close; but the relations between Canada
and the west on the one hand, and Canada and the
Atlantic provinces on the other, were undeniably
tenuous where they existed at all. The weakness
of these connecting links, as well as the strength
of the regional differences, inspired some of the
most telling arguments of the opponents of Con-
federation. “We don’t know each other,” argued
the editor of the Acadian Recorder in his analysis
of component parts of the “New Nation.” “We
have no trade with each other. We have no
facilities, or resources, or incentives, to mingle with
each other. We are shut off from each other by a
wilderness, geographically, commercially, politically
and socially. We always cross the United States
to shake hands. Our interests are not identical
but the very opposite—they are antagonistic and
clashing. Our political habits and history run in
different channels. Debt and tendency to debt, and
legislative and executive corruption, and misgov-
ernment repel us. Our wants are different. The
laws of the two countries are different, and framed
for a different state of things. 21

This comprehensive indictment, though coloured
by exaggeration, undoubtedly contained a consider-
able amount of truth. Earlier proposals for the
union of British North America, by Lord Durham
in 1838 and by Canadian publicists during the con-
troversy over the Union Bill in 1822, have an
interest which is largely antiquarian; and their
impracticability was made manifest by the condi-
tions of the time. It is true that Acadia and the
region of the St. Lawrence had shown a remarkable,
and not altogether explicable, tendency to remain
together under the control of one imperial suzerain.
It is true that Montreal had built up a transconti-
nental fur-trading system which extended westward
to the Pacific. But in 1821 the St. Lawrence had
lost its control over the west and in the succeeding
decades its contacts with the Maritimes had not
been appreciably strengthened. In the wood-and-
water economy which dominated British North

1 Acadian Recorder, July 27, 1866.
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America up to the middle of the 19th century, the
obstacles to interprovincial union were serious,
where they were not insuperable.

In the west the river system supported the ex-
tensive commercial empire of the Hudson’s Bay
Company; but continuous navigation was possible
only between Canada and the Atlantic provinces.
It was not Halifax and Saint John, however, which
were most accessible to the ships of the St. Law-
rence, but the relatively unimportant ports of the
north shore; and for over half the year the ice-
barrier in the river interrupted this communication.
The overland route between Canada and the Mari-
times via the Temiscouata road was incredibly diffi-
cult, as the imperial soldiers found in 1861 when
they were hurriedly sent to strengthen the defences
of Quebec against possible American aggression.2
The hazards of the “ North-West Passage by Land ”
to the Pacific are vivid still in the pages of Milton
and Cheadle’s account.3 American railways and
the Grand Trunk to Portland in summer as well as
winter supplied communications between the ocean
and the interior, just as the route between Fort
Garry and St. Paul brought the Red River settle-
ment into contact with the east. Only a small
fraction of the mails destined for Canada were
carried over the route between Truro and Riviére
du Loup;4 and the effort made to establish an
extremely infrequent postal service between Colling-
wood and Fort Garry was abandoned in 1860, only
two years after it had been begun.5 The telegraph
line between Canada and the Pacific existed only
in the mind of Watkin and other promoters. Even
the telegraphic communication between Canada and
the Maritimes was carried largely over American
lines.6

In their isolation, which had been much greater
even a few decades before, the provinces had
pursued an independent course of development.
Their economic bases were different. The gold of
British Columbia, the furs of the prairies, and the

2 Trotter, Canadian Federation, pp. 190-2.

. %A, G. Doughty and G. Lanctot (eds.), Cheadle’s Journal of
Trip across Canada. 1862-63 (Ottawa, 1931).

4 William Smith, The History of the Post Office in British
North America, 1639-1870 (Cambridge, 1920), pp. 327-8.

5 Glazebrook, History of Transportation in Canada, p. 226.
;;%hitelaw, The Maritimes and Canada before Confederation,
Pp. Jo-



cereals and lumber of Canada contrasted with the
fisheries, coal and timber of the Maritimes; and
the different economies which resulted had been
nourished for generations by the governments of
distinet political units. Whether in obedience to
the dictates of geography or in pursuance of the
policy of divide-and-rule, the British imperial
authorities had, by the end of the 18th century,
created six different provincial governments in
British North America. From that time on the
provinces had gone their separate ways in a spirit
of jealous independence, which was shared alike
by governors, legislatures and peoples. The efforts
of the British to secure a measure of co-ordination
by the appointment of general governors with over-
riding commissions had, on the whole, been futile;
and the attempts at political amalgamation, such
as the union of the Canadas and the annexation
of Cape Breton to Nova Scotia, had not had alto-
gether happy results. It was true that the political
histories of the different provinces had exhibited
certain strikingly similar features: the conflicts
between the demands of provincial autonomy and
the claims of imperial control had been common
to them all. But, at the same time, there were
important dissimilarities. In Canada, the central-
izing tendency of the St. Lawrence was at war
with the divisive forces of two distinet cultures;
and this had set up serious internal contradic-
tions which were absent in the Maritimes, where
economic decentralization and political particularism
were in harmony.

The first serious inroads upon the early partic-
ularism of British North America began with the
beginning of the railway age. The new transport
and the new industrialism, which had set in motion
such serious disturbances within the separate prov-
inces, were to provide also the means and the
incentives for their union. In 1830 the Quebec
and Halifax Navigation Company was founded to
promote trade between Nova Scotia and Lower
Canada; and within the next two years the famous
steamship, the Royal William, made three trips
between Halifax and Quebec. In 1836 the Saint
Andrews and Quebec Rail Road Association was
chartered by the New Brunswick Legislature; and
in 1844 plans for the Intercolonial Railway began
to take shape. These efforts to improve inter-
provincial transport were indicative of that con-
sciousness of common interests which was growing
slowly in the British North American provinces
during these and the following decades. During
the 1840’s the provinces were all affected by the
revolution in British Colonial policy; and, by the
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Reciprocity Treaty, they were all—with the excep-
tion of the Pacific provinces—brought into closer
trade relations with the United States. The year
1864 has been called the “get-together” year of
British North America; but just as the regional
unions had preceded Confederation, so the confer-
ences at Charlottetown and Quebec in 1864 were
prefaced by a long series of interprovincial meet-

- ings, conferences and joint expeditions to the

colonial office. One of the first of these inter-
provincial conferences, held in Montreal in 1847,
had to do mainly with the postal system of British
North America. In 1851, at Toronto, the prov-
inces agreed to establish a joint protective service
for the Atlantic fisheries. There were other meet-
ings to discuss interprovincial trade and tariffs; and
still others to plan the construction of an Inter-
colonial railway.

From the very beginning of the railway age, the
project of the Intercolonial gripped and retained
the interests of the colonies. But the realization
of the scheme was repeatedly postponed by the
regional interests of the different colonies, as well
as by the British concern for colonial defence and
financial retrenchment. In 1851, Earl Grey’s
promise of a financial guarantee had proved un-
acceptable to the Maritimes since it was not in-
tended to cover the construction of the European
and North American. In 1852, the revised scheme
proposed by the provincial governments was rejected
by the colonial office, since the line was planned to
run via the St. John valley. In 1857 and 1858,
when joint provincial delegations to London sought
imperial financial aid in the construction of the
railway, they were turned away empty-handed on
the ground of other commitments and the urgent
need for economy. It was the adroit diplomacy of
Edward Watkin which revived the dormant scheme
in the early 1860’s; but in 1862, when everything
appeared to be settled, and when the grant of the
imperial guarantee only awaited the final agree-
ment of the provinces, the delegates of the new
Macdonald-Sicotte ministry in Canada effectively
broke up the negotiations by objecting to the im-
perial requirements for a sinking fund. The fact
was that the Reform Party, in Canada West at any
rate, had its eyes fixed westward, not east; and for
the Globe in Toronto the Intercolonial was a
“Grand Trunk job” intended merely for the
gratification of Mr. Watkin and “ a few hermits in
the wilderness which lies between Trois Pistoles
and the New Brunswick line. 2’7 The divided

7Quoted in, F. H. Underhill, “Some Aspects of Upper

Canadian Radical Opinion in the Decade before Confederation ”
(Canadian Historical Association Report, 1927, pp. 46-61).
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interests of the Maritimes, the pull between the
eastern and western thrust of Canadian expansion,
and the cost-accounting methods of the new British
imperialism, had in turn sufficed to block the enter-
prise; and though negotiations were resumed, and
surveys of the route undertaken, it was plain that
completion of the railway would be difficult, if not
impossible, in the existing political system of
British North America.

Along with the negotiations for the Intercolonial
Railway, there ran a parallel series of negotiations
for interprovincial free trade. This project, like the
scheme for the railway, encountered opposition
both in England and in British North America. As
early as 1850, the provinces passed concurrent legis-
lation which established interprovincial free trade
in a list of natural products substantially the same
as that later incorporated in the Reciprocity Treaty
with the United States. In 1858, the Canadian
government went a long step further. It proposed
interprovincial free trade in all produects, manufac-
tured as well as natural, and the assimilation of all
the provincial tariffs in a general customs union.
The Board of Trade in England had had misgivings
about the agreement of 1850; but it had even more
forcible objections to the new proposals, which
would extend the system of differential duties,
which might raise the maritime tariffs to the high
Canadian level, and which would be, in conse-
quence, an even more disastrous evasion of the
sacred principles of free trade. In 1861, the colonial
office brushed aside the academic protests of the
Board of Trade; but when, at the interprovincial
conference in the autumn of 1862, the Canadians
once more brought forward the project of economic
union, it was negatived by the representatives from
the Maritimes, just as the agreement on the Inter-
colonial was to be killed in London a little later by
the Canadian delegates. The proposed free trade
and customs union would, argued the Maritimers,
entail for them a loss of revenue in the face of
increasing expenditures for the Intercolonial; and,
at the same time, they were already concerned at
the prospect of competition from Canadian manu-
factures. William Annand, the Nova Scotian repre-
sentative at the conference, argued that it would
not have been just to existing interests, hastily, and
without sufficient notice, to bring the larger and
more advanced manufactures of Canada into com-
petition with the limited and infant productions of
the Maritime Provinces. . . .”8

8 Quoted in, Whitelaw, The Maritimes and Canada before
Confederation, p. 165.

Thus, up to Confederation, there was no customs
union; there was interprovincial free trade only in
natural products, not in manufactured goods. The
provinces confronted each other, as well as the
world in general, with distinct tariff systems; and
though the differences between them have been
exaggerated, there is no doubt that there were con-
siderable variations in the general levels of the
tariffs. It has been estimated by one authority
that in 1861 the ratio of duties collected to the total
value of all dutiable imports was 19 per cent in
Canada, 133 per cent in New Brunswick, 113 per
cent in Nova Scotia and 103 per cent in Prince
Edward Island. Similarly it has been calculated
that, in the same year, the ratio of duties collected
to the value of all imports, free as well as dutiable,
was 11 per cent in Canada, 94 per cent in New
Brunswick, 8% per cent in Prince Edward Island
and 73 per cent in Nova Scotia.? The higher level
of the Canadian tariff was maintained until the
eve of Confederation; but the changes of 1866,
which increased Canadian excise taxes, reduced
the ad valorem customs duties in a great many
manufactured products from 20 to 15 per cent,
thus leaving the New Brunswick rate of 153 per
cent the highest for a considerable number of com-
modities.10 Tt was customary, during the Con-
federation controversy, for speakers to compare the
taxes which were paid by the peoples of the different
provinces through tariffs; and, on the basis of the
returns of 1865, the New Brunswick analyst of
trade and navigation estimated that Canada paid
$2.37, New Brunswick $2.47 and Nova Scotia $2.90
per capita of population.11

There is no doubt that the trade between Canada
and the Maritime Provinces formed only a small
part of the total commerce of these territories. In
1863, Canada’s exports to the colonies of British
North America were valued at only $935,196 out of
a total outward trade of $39,347,890;12 and in the
fiscal year 1865-6 the total exports, and the exports
to British North America, were valued respectively
at $50,256,852 and $1,571,116.13 Throughout the
duration of the Reciprocity Treaty, these totals did
not, of course, include the value of those natural
products which were shipped from Canada through

9J. C. Hemmeon, “Trade and Tariffs in the British North
American Provinces before Confederation” (Proceedings of the
Canadian Political Science Association, 1934, vol. 6, pp. 51-9)

10 Province of New Brunswick, Assembly Journals, 1866,
appendix 16, p. 28.

11 I'bid., pp. 25-7.
12 Province of Canada, Sessional Papers, 1864, appendix 3.
18 Province of Canada, Sessional Papers, 1867-8, appendix 1



the United States and which eventually found their
way to the Maritime Provinces. The export trade in
bread-stuffs from the United States to the Atlantic
provinces was not inconsiderable during this period.
It was reported that in 1866 the export of flour had
reached a total of 749,736 barrels;14 and in Canada
it was generally, and probably correctly, assumed
that a large proportion of these shipments was
made up of Canadian flour exported eastward via
the Grand Trunk Railway to Portland. Maritime
exports to the Province of Canada were largely
made up of fish, fish oil, and coal, together with re-
exports of West Indian products such as sugar and
molasses from Nova Scotia. The great bulk of

14W. J. Patterson, Report on the Trade and Navigation of
Montreal, 1866, p. 22.
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Canada’s exports to the Maritimes was composed
of flour and other agricultural products; but already
there were small shipments of boots and shoes,
“ haberdashery ”’ and other manufactures.

The trade was admittedly small, but it was
confidently expected to increase. The termination
of the Reciprocity Treaty would, it was argued,
improve interprovincial commerce; and its totals
would be still further augmented by the building
of the Intercolonial and the establishment of free
trade. But the provinces had failed to conclude a
railway or a trade agreement; and the unsolved
problems of their communications and their com-
merce thus remained as factors of considerable
importance in the movement leading to Confedera-
tion.



Section VIII

THE ECONOMIC OBJECTIVES OF CONFEDERATION

The central economic ambition of the Fathers of
Confederation was to increase the production, to
hasten the expansion and to promote the prosperity
of the British North American provinces by the
establishment of a new national economy. The
other economic hopes of Confederation were, in the
main, included within or dependent upon this major
expectation; the other economic decisions taken at
Confederation were meant, on the whole, to serve
this major purpose. The creation of a national
economy was the economic counterpart of the estab-
lishment of a new political nationality. In both
designs there was the same element of grandeur;
both equally were novelties in the history of British
North America; and both, it could be argued, were
made necessary by the exacting conditions of the
time. Thus, in the minds of its authors, the crea-
tion of the new national economy occupied a place
of central importance. It was an enterprise which
was consciously adopted and deliberately put into
execution.

Whether it was implied or explicit, there was in
most of the public utterances of the Fathers a
definite view of the nature of a robust national
economy; and it was one of the chief tasks of the
supporters of Confederation to prove how nearly
the new economy would approximate to this ideal.
It was believed that the resources and industries
of British North America were diversified and
complementary: it was argued that the integration
of these various elements would provide the requisite
basis of a stable economic life. “. . . .It is not so
much,” said Galt, “by the extent of a country that
its power and real greatness are to be estimated,
as by its containing within itself the elements of
different interests, for it is in the diversity of
employment that security is found against those
sad reverses to which every country, depending
mainly on one branch of industry, must always be
liable.”1 Tt was true of at least some of the prov-
inces that they had depended largely upon one
branch of industry. It was hoped that through
economic union they would find the security and

prosperity which they were unlikely, while divided,
to obtain.

1 Canadian Confederation Debates, p. 63.
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The belief that the colonies possessed comple-
mentary advantages, that their resources could
be consolidated in a powerful integration, was
expressed frequently during the period. Canada,
with its vast territories, needed the sea-board which
the Maritimes possessed; the Maritimes required
the “back country” which Canada could supply.
“I need hardly bring to your notice . . .” said
Cartier at a public meeting held in Halifax imme-
diately after the Charlottetown Conference, “that
we in Canada have those two great elements of
nationality—the personal and territorial elements;
but we know our shortcomings—that though great
in territory and population, we want the other
element which is absolutely necessary to make a
nation, that is the maritime element. . . . Nor
must you lose sight of this fact, that though the
Maritime Provinces occupy a sea-board position,
yet if they do not unite with us, they must be for
all time to come only a mere strip of sea-shore.”2
This argument was repeated, with evident approval,
by Tupper and McCully of Nova Scotia, by W. H.
Pope of Prince Edward Island and by several
speakers in the Canadian Confederation debates.3
To speak of the Union of the “ territorial element
and the “maritime element” became a favourite
method of expressing the general idea of the inte-
gration of complementary resources; and, from
the Charlottetown Conference on, it became the
fashion to elaborate this argument by reviewing
the resources of the British North American prov-
inces, by enumerating the gold and timber of
British Columbia, the furs and wheat of the prairies,
the minerals of the Lake Superior country, the
wheat, timber, oil and manufactures of Canada, and
the coal, iron, fish and forests of the Maritimes.
The unification of these diversified resources would,
it was argued, give the new country the desired
stability. “ . . . . In Confederation we should not
be so dependent as now;” said McMillan in the
Assembly of New Brunswick, “if lumber fails, we
could fall back on the crops of Canada. V4

2Edward Whelan, The Union of the British Provinces. ..
(Charlottetown, 1865), pp. 24-5.

8 Ibid., pp. 67, 166; W. H. Pope, Observations on the Proposed
Union of the British North American Provinces. ... (Charlotte-
town, 1865), p. 14.

4315)¢;bates of the House of Assembly of New Brunswick, 1865,
pp. 135-7.



“We may therefore rejoice,” said Galt, “that, in the
proposed Union of the British North American
Provinces, we shall obtain some security against
those providential reverses to which, as long as we
are dependent on one branch of industry as a
purely agricultural country, we must always remain
exposed.”’5

This conception of a national British North
American economy which would make for increased
stability, productivity and expansion was, of course,
subjected to a severe critical attack, particularly
from the Maritimes. It was argued that insuper-
able geographical obstacles would defeat the realiza-
tion of such a scheme. It was maintained that the
resources and industries of the Maritime and Cana-
dian regions were not complementary, but competi-
tive; and that their interests were contradictory
and clashing. It was contended that the proposed
consolidation would rob regions of their old advan-
tages while at the same time it would impose new
burdens upon them. “The territorial shape of our
Confederation,” wrote one editor, “will be some-
thing totally unprecedented in the history of
nations: Never was there before a country at once
so long and so narrow. Confederation is
like a string of beads, not even all in contact, for
wilderness sometimes intervenes between them.
.. . .76 A unity created in defiance of these
distances and barriers would, it was argued, be
essentially unnatural and uneconomic; and the
effort to achieve such an artificial integration would
impose heavy burdens on people whose interests it
could never satisfy. The aspirations of Canada had
always been continental; the historic interests of
the lower provinces had been maritime. Nova
Scotia and New Brunswick could have little interest
in that western development for which, neverthe-
less, they would be forced to pay heavily; and their
true prosperity should be sought overseas, as it
always had been in the past, in the markets of
Great Britain, Southern Europe, the West Indies,
the United States, and Central and South America.
“How would this policy suit Nova Scotia,” asked
Joseph Howe in one of his letters on the * Bothera-
tion Scheme,” “with her noble fleet of ships and
annually extending foreign trade? How would she
like to be hooped around, in an enclosure, with three
or four millions of people, to the injury of her
commerce? . . .’7 “With such boundless fields
before us,” wrote William Annand of Nova Scotia,
“and the open markets of this country (Great

5 Canadian Confederation Debates, p. 63.
6 Morning Freeman (Saint John), Jan. 10, 1865,
7 Yarmouth Tribune, Jan, 25, 1865.
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Britain), what do we care for the consumption of
two or three millions of people who live in the rear,
and why should we permit them, for their own
advantage, to cripple our trade with hundreds of
millions of people who are as much our brethren
and fellow subjects as they are, and with all the
world besides?”’8

Whether it was attacked or defended the national
economy of British North America was a recognized
objective of Confederation. But the territorial
limits of the new economic integration were a
matter of more uncertainty. There is no doubt, of
course, that the Fathers of Confederation and
their contemporaries envisaged a transcontinental
economy. As MecGiverin said in the Canadian
debates, Confederation was intended to be “not
simply a union with the Maritime Provinces, but
a union of all the British colonies in America from
the Atlantic to the Pacific Coast. ’9 George
Brown and the members from Upper Canada re-
garded western expansion as an essential part of
the Confederation scheme; western development
was assumed by Cartier in one of his speeches
following the Charlottetown Conference;10 and the
subject was agitated in the Maritime Provinces by
people who took for granted that sooner or later the
project would be carried out. But while the Fathers
undeniably envisaged expansion to the Pacific,
many of them did so without great clarity and
some with positive apprehension. The opponents
were fearful, and the supporters uncertain of the
steps which would have to be taken in opening up
the west. “Sir,” said George Brown, “the whole
great ends of this Confederation may not be realized
in the lifetime of many who now hear me. We
Imagine not that such a structure can be built in a
month or in a year. What we propose now is but
to lay the foundations of the structure—to set in
motion the governmental machinery that will one
day, we trust, extend from the Atlantic to the
Pacific.”11  In the Quebec Resolutions, the defi-
niteness of the proposals for the unification of the
Maritimes and Canada is in significant contrast
with the indefiniteness of the measures for the de-
velopment of the west. Resolution 68 committed
the general government to the immediate comple-
tion of the Intercolonial Railway; but resolution 69
asserted merely that the “communications” and the
“ improvements required for the development of
the trade of the Great West with the Seaboard ”

8 William Annand, A Letter to the Right Honourable the Earl
of Carnarvon. ... (London, 1866), p. 15.

9 Canadian Confederation Debates, p. 467.
10 Whelan, Union of the British Provinces, p. 25.
11 Oanadian Confederation Debates, p. 86.
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were regarded as matters of the “highest impor-
tance ” and would be prosecuted as soon as “the
state of the finances will permit.” During the
Canadian debates, Holton of the opposition tried—
and failed—to extort from Brown the pledge that
“the opening of the North-West territory should
proceed pari passu with the construction of the
Intercolonial Railway.”12

There were good reasons for the greater definite-
ness of the plans for the integration of the Canadian
and Maritime economies. To a certain extent, the
eagerness of the Canadians for western develop-
ment was checked by the apprehensions of the
Maritimes. The acquisition of the west would in-
evitably increase the financial burdens of Confed-
eration; while, at the same time, it did not hold out
any obvious commensurate advantages to the Mari-
time Provinces, which were already fearful of new
expenditures and taxation. The cost of Union was
a favourite topic with all the anti-confederates in
the Maritimes; and E. B. Chandler in New Bruns-
wick and W. H. Pope in Prince Edward Island
evidently considered the prospect of western ex-
penditures as one of the most serious objections to
Confederation.13 They tried to meet it by arguing,
on the one hand, that the development of the west
was not an immediate necessity of Confederation
and, on the other, that its eventual prosecution
would bring benefits to the Maritime Provinces.

There was another and a more important reason
for the indefiniteness of the program for the
development of the west. The problems of the in-
tegration of the Maritimes and Canada were already
known through a long period of experimentation, of
trial and error; but the tasks to be undertaken in
the west could be only dimly foreseen. “ The pecu-
liar position of the North-West question,” declared
the Globe, “ formed the reason why the Convention
at Quebec could not deal more definitely with it.
No member of that body had any authority to
speak for the North-West. It was one thing to
agree definitely to secure the Intercolonial Railway
through provinces represented in the Convention
and a totally different thing to speak of a road to
pass through a territory for which the Convention
had no sort of claim to speak.”14 Here emphasis
was placed upon the still unresolved legal and
political problem of the chartered rights of the
Hudson’s Bay Company. But the economic and
the political future of the west was still uncertain.

12 I'hid., p. 475-6.

13 Debates of the Legislative Council of New Brunswick, 1866,
pp. 15-8; Pope, Observations on the Proposed Union, p. 5.

14 The Globe, Jan. 3, 1865.

The Fathers of Confederation could not antici-
pate with any great clarity the position which the
west would occupy in the economy as a whole.
They could not foresee in any great detail the steps
which would have to be taken for its development.
It is true that the rapid growth of Vancouver
Island and British Columbia had provided eastern-
ers with a certain amount of fairly definite knowl-
edge concerning the resources and possibilities of
the Pacific; and both in Canada and the Maritimes
there were references to the gold, furs and timber
of the Pacific coast and to the possibilities of trade
with the Orient. George Brown, who, as an earnest
advocate of western expansion, was doubtless ex-
pected by the government to deal with the problem,
spoke, not very successfully, on the profits of the
fur trade, the prospects of mineral wealth and the
hopes of agricultural production on the prairies.19
James Ross, of Red River, who happened to be in
Toronto when the banquet of the Maritime dele-
gates was given, predicted that the western terri-
tories would sustain a great population of farm-
ers;16 and in the Maritimes there were occasional
references to the “vast fertile districts ” of the far
west and to the possible production of “millions of
bushels of grain.” But the value of the west, both
as a productive area and as a market, was usually
estimated in very general terms. Possibly
McGiverin, who argued from the experience of
the United States, came closest to a definition of
the value of the west to commercial and industrial
Canada. “What then,” he asked, “may we not
expect our great North-West to become? If we
had it opened up, Canada would be the carriers of
its produce, as the Middle States are the carriers of
the Western States, and the manufacturers of its
goods as the Eastern States are now the manufac-
turers of the goods consumed by the West.”17
These anticipations, more detailed and concrete
than most of their kind, were yet sufficiently vague.
Canada had staked out a claim; but it could form
no accurate estimate of its value, nor could it yet
map out a program of development. In intention,
the new national economy was transcontinental;
in the actualities of the moment, it was limited to
the regions of Canada and the Maritimes.

The Fathers of Confederation expected great
things of the new economy; and they evidently
believed that its inherent strength made artificial
support unnecessary. The establishment of a free
trade area of nearly four million people and its
integration by means of improved canals and new

15 Qanadian Confederation Debates, p. 104.
16 Whelan, Union of the British Provinces, pp. 184-5.
17 Qanadian Confederation Debates, p. 470.



railways were, in the minds of the Fathers, the
sufficient means for the realization of their ideal.
Apart from Isaac Buchanan and a few others, who
definitely linked Confederation with a national
policy of protection, there were few people who
wished to bind the new economy together with a
tariff. The almost entire absence of any demand
for a new fiscal policy was due as well to the tariff
views which obtained in Canada as to the tariff
apprehensions which agitated the Maritimes. “In
Nova Scotia, from whence I come,” said Jonathan
McCully frankly at the banquet at Toronto, “we
have an ad valorem tariff of ten per cent, and one
of the greatest difficulties we shall have to contend
with in that Province in inducing our people to
come into the Confederation, will be to reconcile
them to the raising of that tariff to any very large
extent. . . .”18 This prophecy was, of course,
fulfilled to the letter; and for Howe, Annand,
Smith and J. C. Pope, for the Morning Freeman,
the Nowascotian and the Acadian Recorder, the
burden of the Canadian tariff was one of the
favourite complaints against Confederation. Though
the tariff of New Brunswick was, in fact, closest
to that of Canada, A. J. Smith in the New Bruns-
wick Assembly was ready to predict that the imme-
diate consequence of Confederation would be the
raising of the rates in New Brunswick ports from 30
to 50 per cent;19 and there were many who asserted
that the building of the Intercolonial, the improve-
ment of the canals and the opening of the west
would inevitably entail an increase in the tariff in
the not distant future. The higher tariff, which
the opponents of union in the Maritimes expected
as the natural consequence of Confederation, would
not only impose additional financial burdens on the
people; it would also give the Canadian manufac-
turers special privileges which the lower provinces,
as maritime and commercial colonies, would desire
to extend without discrimination to the entire
world.

The prevalence of these views, and the vigour
and frequency with which they were urged, had
their influences in the minds of the Canadians and
their results in rates of Canadian customs. The
reductions in the Canadian tariff, which Galt
effected in 1866, were intended, among other things,
to take “from the adversaries of Confederation in
those provinces (the Maritimes) some of the argu-
ments with which they have been accustomed to

18 Whelan, Union of the British Provinces, p. 169.

19 Debates in the House of Assembly of New Brumswick, 1867,
pp. 13, 50-1.
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combat the project.”20  This interesting pre-
Confederation decision to grant concessions to the
sectional interests of British North America was
not, however, the only motive back of the reduc-
tions of 1866. On the whole Galt was probably
more influenced by English than by American fiscal
policy, a point in his disfavour which was noted by
a real protectionist like Isaac Buchanan.21 He was
not in principle a protectionist, still less were the
Conservative and Unionist ministries in which he
held the portfolio of finance; and his tariff policy,
as will be seen later, had rather different objectives.

This new national economy, this relatively un-
protected free-trade area of four million people, the
Fathers of Confederation proposed to unite by
means of certain important public works. Broadly
speaking, there were three great developmental
projects which had been under consideration in the
period before the Quebec Conference. The first was
the construction of the Intercolonial Railway, the
second was the improvement of the Canadian
Canals, and the third was the opening up of the
North-West Territories by means of communica-
tions and transport services the nature of which
had not yet been determined. For the Canadians,
the Intercolonial Railway was most important as a
political and defensive measure. As McConkey
said in the Canadian Assembly, it was “just as
necessary to the proposed Confederation as the
spinal column to the human frame.”22 In excep-
tional commereial circumstances, such as the repeal
of the bonding laws by the American Congress, it
would become an economic necessity; “if,” as the
Globe said, “ it should ever become the only winter
route to the seaboard open to us without heavy
duties, its value would be incalculable.”23 But the
Canadians hoped that the winter outlets through
the United States would remain open, just as they
evidently expected that Montreal would continue
to play its role as a summer port; and, as a result,
they regarded the Intercolonial less favourably than
the roads, improved canals and railways which
would strengthen communications with the Ameri-
can and British North American west. As early as
the banquet given to the delegates at Halifax, Mac-
donald himself declared “ that the Railway, as a
commercial enterprise, would be of comparatively
little commercial advantage to the people of Can-
ada ”;24 and in the Canadian legislature, Brown,

20 Speech of the Honourable A. T. Galt, Minister of Finance of
Canada. ... (Ottawa, 1866), p. 13.

21 Tsaac Buchanan, British American Federation a Necessity
....(Hamilton, 1865), p. 29.

22 Canadian Confederation Debates, p. 890.
23 The Globe, March 2, 1865.
2¢ Whelan, Union of the British Provinces, p. 45.



44

Flint, McMaster, Reesor and McConkey, among
others, were sceptical of the commercial value of
the road. Tilley, on the other hand, expressed what
Canadians understood to be the Maritime position,
when he declared frankly at Quebec: “ We won’t
have this union unless you give us the railway.”25
The Canadians accepted the Intercolonial as a
necessity of Confederation, required both by
political considerations and reasons of commercial
policy; but, at the same time, their attitude implied
that its construction was a special concession to the
commercial interests of the Maritime Provinces—a
concession which ought, in justice, to be requited
by a grant of comparable value to the people of
Canada.

Compensation adequate to reward the people of
Canada for their acceptance of the Intercolonial
was bound, of necessity, to take the form of trans-
port facilities and communications with the West.
For generations, the Canadas had cherished the
ambition of monopolizing the trade between the
international west and the ocean; for years, the
promoters, merchants and publicists of Upper
Canada had advocated the opening up of the
British territories on the western prairies. The
settlement and commerce of the west were regarded
as the special interest of the Canadas, just as the
Intercolonial was accepted as the special concern
of the Maritimes; and it was only natural that the
Fathers of Confederation, in defining their public
works policy, should attempt to deal equitably with
both sections of the projected federation. Clause
69 of the Quebec Resolutions, which committed the
general government to the construction of “com-
munications with the Northwestern Territory ” and
to the “improvements required for the develop-
ment of the trade of the Great West with the Sea-
board ” was interpreted and accepted as a pledge
that these historic aspirations of the Canadas were
to be realized as soon as was financially possible.26
The nature of the proposed ‘“ communications with
the Northwestern Territory ” could not be exactly
determined for reasons which have been already
discussed ; but the clause referring to the “ improve-
ments required for the development of the trade of
the Great West with the Seaboard ” was held at
the time to imply the improvement of the Cana-
dian canals. In his opening speech on the Quebec
Resolutions in the Canadian Assembly, George
Brown discussed the public works program of the

25 Ibid., p. 72.

26 For a different interpretation of this clause, see: Submission
by the Government of the Province of New Brunswick to the
Royal Commission on Dominion-Provincial Relations, Part II;
Royal Commission on Dominion-Provincial Relations, Report of
Hearings, May 23, pp. 9014-9055.

projected federation with specific reference to
clauses 68 and 69 of the Quebec Resolutions; and,
in the course of his remarks, he repeatedly coupled
the improvement of the Canadian canals with the
opening up of the North-West.27 Later on in the
debate, at the conclusion of the speech by Me-
Giverin, the member for Lincoln, George Brown
restated this interpretation of the promise to
proceed with the works necessary for the develop-
ment of the western trade. “ What he said was
this,” said Brown, referring to McGiverin’s remarks,
“ that he understood the Government were pledged,
as a portion of their policy, to the enlargement of
the canals and the opening up of the North-West,
as well as the construction of the Intercolonial
Railway, and that he believed we were sincere in
the earnest determination to go on with all those
works at the earliest possible moment. He was
perfectly correct in making that statement. The
Government are pledged to that. If my honourable
friend has any doubt about it, he will find it there
in the conditions of agreement come to by the
Conference.”’28

This attempt, on the part of the Fathers of
Confederation, to satisfy the different sectional
interests of the projected union, did not, of course,
remove all doubts or quiet all opposition. In
Canada, the advocates of western expansion and
western trade, were suspicious and critical of the
fact that the construction of the Intercolonial rail-
way had plainly been given priority in the Quebec
Resolutions; and, on the whole, the Intercolonial
proved to be a less powerful inducement to the
Maritimes than the members of the Quebec Con-
ference expected that it would. The partisans of
Confederation in the Maritimes naturally took the
line that union would bring the achievement of a
work upon whose value everybody had agreed for
the past decades. “For twenty long years,” said
Tupper, “the ablest public men had combined all
their talents and energies to bring about the con-
struction of this great work but all their efforts
have proved futile.”29 Despite these statements,
however, the Maritime Provinces were not united
in approval of the railway, nor did it receive
unanimous support from any one province. “It
is a matter of indifference to our people,” said
A. A. Macdonald of Prince Edward Island at the
Quebec Conference, “whether the Intercolonial
Railroad is built or not.”30 Edward Palmer, who

27 Canadian Confederation Debates, p. 103.
28 I'bid., p. 476.
29 Debates and Proceedmgs of the House of Assembly of
Nova Scotm, 1866, pp. 219-2
G. Doughty (ed) K Notes on the Quebec Conference,
1864 2 (Otmadmn Hwtorwal Review, vol. 1, March, 1920, p. 46).



was also a member of the delegation to Quebec,
argued later that the construction of the Inter-
colonial would inflict a positive injury upon Prince
Edward Island, since it would bring the agricul-
tural products of Canada into competition with
those of the Island in the markets of Saint John
and Halifax.31 New Brunswick, which brought
forward its old objection to the north shore route,
was if anything more interested in the “western
extension” of its railway system to Portland than
it was in the Intercolonial. The old complaint of
the Nowascotian, that “Hincks sold the North-
eastern Railroad” when he built the Grand Trunk
to Portland, was revived; and it was argued that
the Intercolonial, as a commercial proposition,
could never compete with the route by ship and
rail via the St. Lawrence, or with the route by rail
and ship vie the United States. The Saint John
Morming News, which was strongly in favour of
Confederation, admitted that the Intercolonial was
a slightly dubious enterprise, which nevertheless
had real chances of success.32 There were even
people in the Maritimes who insisted that, in view
of Canada’s dependence on the uncertain favour
of the United States for winter communication
with the sea, the Intercolonial was of greater
importance to Canada than it was to the lower
provinces.33  “I . . . hold as I held in 1862,” said
Annand, “that however valuable the Intercolonial
railway may be to New Brunswick and Nova Scotia,
it involves the existence of Canada.”34

The hope of creating a national economy with
expanding frontiers and improved communications
may be regarded as the central economic aspiration
of the union movement. It was the chief task of
the unionists to canvass all the economic prospects
of the new economy, to indicate all the ways in
which its increasing productivity and prosperity
would be revealed. Among all these particular
expectations, the hope of increased internal trade
was perhaps the chief. The unionists admitted, as
of course they had to, that the trade between the
Maritimes and Canada has been relatively small;
but they insisted that the removal of provincial
tariffs and the improvement of interprovineial
communications would provide the sufficient
stimulus for a large increase. The creation of a
free-trade area of four million people would provide
a compensation for the abrogation of the Reciprocity
Treaty; and security against the caprices of foreign

81 The GQlobe, Dec. 13, 1864.
82 Morning News, Sept. 26, 1864.
33 Acadian Recorder, Feb. 4, 1865,

3¢ Debates and Proceedings of the House of Assembly of
Nova Scotia, 1866, pp. 195-7.
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commercial policy would come with the develop-
ment of inter-regional trade in naturally inter-
changeable goods. “What one thing,” asked George
Brown, “has contributed so much to the wondrous
material progress of the United States as the free
passage of their products from one State to another?
Sir, I confess to you that in my mind this one view
of the union—this addition of nearly a million of
people to our home consumers—sweeps aside all
the petty objections that are averred against the
scheme.”35

The volume and character of interprovincial
trade was a favourite theme of the Unionists.
“You in the east,” said George Brown, “would send
us your fish and your coals and your West India
produce, while we would send you in return the
flour and the grain and the meats you now buy
in Boston and New York. Our merchants and
manufacturers would have a new field before
them. . . .”36 One of the hopes of the Canadians
was to monopolize the market for flour and grain
in the Maritimes; and one of the aspirations of the
Maritimes was to find a new outlet for their coal
in Canada. Both Galt of Canada and Tilley of
New Brunswick prophesied that Confederation
would bring expanding opportunities for the manu-
facturers of their respective provinces,37 and in
Nova Scotia, Lynch answered his own query as to
what Nova Scotia proposed to send over the Inter-
colonial by replying “our manufactures.”3$

These confident expectations of mounting inter-
provincial trade were subjected to a severe criticism
by the opponents of Union. “We could not be
benefited,” said Duncan during the 1866 debates in
Prince Edward Island, “even by free and unre-
stricted commercial intercourse with them. Every-
thing which could be exported from this Island,
Canada produces; and, therefore, no trade of any
importance can spring up between that Province
and this Colony.”89 Many products of the two
regions were not exchangeable, argued the opponents
of Union; and even where they were, as in the case
of Canadian flour and Nova Scotian coal, Canada
could obtain its supplies as easily and cheaply from
Pennsylvania and the Maritimes from the ports of
the New England States. With considerable effect
Annand recalled the fact that Tilley, at the time of
the provincial conference on the customs union, had
agreed with him that the “infant manufactures” of

35 Canadian Confederation Debates, p. 99.
86 Whelan, Union of the British Provinces, p. 37.
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the Maritimes should be protected against the
competition of more mature Canadian concerns.
“. . . .The Canadians,” said Annand, “are largely
in advance of us in manufacturing; they desire our
market, they have much to sell us and we but little
to dispose of in return, and therefore it was their
interest then, as it is now, to have free trade with
this and the other Maritime Provinces.”40 Finally,
there was the argument, urged in all the Maritime
Provinces and particularly in Nova Scotia, that, as
seafaring and commercial colonies with interests
radiating widely over the whole world, their
economies would be endangered by inclusion within
a nationality whose fiscal policy they would be
unable to control.41

Confederation was not merely intended by its
supporters to increase internal trade; it was
expected to promote external commerce as well. In
support of this belief, it was argued, for one thing,
that Union would give to the confederated prov-
inces a place of greater prominence in the com-
mercial world—a chance to bargain more effectively
for commercial privileges as well as to resist
commercial injuries. “May we not then,” inquired
Brown, “when this union is accomplished, fairly
claim to be the third maritime state of the
world. . . .? Will it not strengthen our position
abroad ?—will it not give us a degree of influence
and importance to have it known that British
America wields so large a share of the world’s
commerce?’42 The new Confederation, as “the
very best customer” of the United States, would be
able to bargain more advantageously for the
renewal of the Reciprocity Treaty.43 The privilege
of using the canals, the right to navigate the St.
Lawrence, the liberty of the fisheries—all these
advantages could be defended more efficiently by
the Confederation or granted to foreigners only on
the basis of real returns.

The Atlantic fisheries were frequently referred to
as a resource which could be best defended and
commercially exploited by a united British North
America. Brown’s contention, that it would be
difficult “to poach on our fishing grounds, when
these provinces are united and determined to
protect the fisheries of the Gulf,” was echoed in
the Maritime Provinces. To be sure, the opponents
of Confederation argued that the fisheries would be
sold and sacrificed to satisfy the sectional interests
of Canada, just as they were alleged to have been

40 Morning Freeman, Jan. 6, 1865.
41 Joseph Howe, Confederation considered in relation to the
Interests of the Empire (London, 1866).

42 Oanadian Confederation Debates, p. 102.
48 Whelan, Union of the British Provinces, p. 36.

sold in the Reciprocity Treaty negotiations; and
even Tupper admitted that in all important
matters respecting commercial policy in British
North America, Canada—whether united or not
with the Maritimes—would likely have the decisive
word.44 But, as partners in a common national
economy, would not both Canada and the Mari-
times find the protection of the fisheries to be
equally their duty and their interest? ‘“Indeed,”
declared the Evening Express, “if anything can
open the eyes, especially of our fishermen, it must
be the conviction which cannot fail but force itself
upon them, that as mere units they are helpless—
while, as a consolidated power, representing a
community of interests, they could show a front
which not even Yankee audacity would dream of
trifling with.”45

It was felt, moreover, that Confederation, apart
from its beneficial effects on commercial policy,
would increasingly promote the volume of the
external trade of British North America. The com-
bination of the resources and advantages of the
provinces, and the prospective expansion of their

“united economy, were both relied upon to help in

the realization of this hope. The Confederation
would start with certain obvious commercial ad-
vantages—with excellent Atlantic ports and with
a great river draining the interior of the continent.
In the canals, the railways and the mercantile
marine, about which George Brown and the Mari-
time delegates expatiated so proudly, the Union
would begin life with a considerable amount of
capital equipment. The public works were, so
Galt argued, merely “ parts of one great whole ”’;
and the effectiveness of this system in international
trade would be enhanced by the construction of the
Intercolonial, the improvement and extension of
the canals, and the building of a transport service
to the Pacific. The share of Canada in the trade
of the American west would be combined with the:
share of the Maritimes in the international com-
merce of the Atlantic ocean; and to this would be
added the trade with the Pacific and the Orient
which would follow the completion of the inter-
oceanic railway. The problem of communications,
with the Pacific, like the more general problem of
the economic development and the political reor-
ganization of the west, was barely formulated and
certainly unresolved at this time; but mention of
the Pacific Railway and optimistic estimates of the
trade which might be expected to follow its com-
pletion occurred fairly frequently in the public

44 Debates and Proceedings of the House of Assembly of
Nova Scotia, 1867, pp. 45-7, 54.
45 Fvening Express, March 24, 1865.



addresses of the delegates to the Charlottetown and
Quebec Conferences, in the debates in the different
provincial legislatures and in the newspapers. Both
the Maritimes and Canada hoped to obtain their
share of this increased through traffic. From Galt’s
Sherbrooke speech, it is plain that he expected that
Lower Canada would be “the great commercial
centre for the whole of the Provinces” ;%6 but on
the other hand both Canadians and Maritimers
indulged optimistic hopes for the prosperity of
Saint John and Halifax. “. We form,” said
Lynch at Halifax, “the nearest point to Kurope,
while British America, extending across the whole
continent, is laved by the waters of the Atlantic
and Pacific. Suppose a mighty railroad running
across this great country, it would pass through the
finest of its territory, and bring us in juxtaposition
to the best part of the continent of Asia—China and
Japan. . If made only a place of transit
for the mighty trade which I have portrayed, it
would be of incalculable benefit to us. What made
Venice and Genoa but there (sic.) being situated
somewhat as we are, but without half the advan-
tages.”’47

It was hoped that all the staple industries of
British North America would benefit, at least in
some degree, from this widening of provincial and
international markets. In all these general reviews
of the prospects of British North American produc-
tion there was, however, a place of special impor-
tance given to manufacturing. Business men and
politicians believed that Confederation would pro-
mote the growth of British North American manu-
facturing; and these hopes were based almost
entirely upon that larger market—larger, for the
Maritimes by three million people—which union
would open up. There was no general demand that
Confederation should be strengthened by a national
policy of protection; and so far as fiscal policy was
a factor in the prospects for manufacturing, it was
probably expected to play the part indicated by
Galt, who argued, in the budget speech of 1866,
that light taxation and cheap materials would best
enable the manufacturers of Canada to keep their
own markets and to compete abroad. It was not
upon protection, but upon geographical position,
natural resources and widened markets that the
manufacturing interests of the different provinces
based their hopes.

In the Maritimes these hopes were particularly
high. What Tupper called the “ geographical ad-
vantages ” and ‘ geological attributes” of Nova

46 A, T. Galt, Speech on the Proposed Union of the British
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Scotia appeared to imply that in the new federation
it would play a role comparable to that of Great
Britain in world trade, or to that of the New
England States in the American Union.48 “In
fact,” said Tupper in the debates of 1867, “the
possession of coal mines, together with other natural
advantages, must, in the course of time, make Nova
Scotia the great emporium for manufactures in
British America.”49 It was in British industry that
Nova Scotians usually discovered the presage of
their own success; it was in the United States that
New Brunswickers found a forecast of their future
industrial development. The manufacturers and
mechanics of Saint John believed that they would
manufacture for the “ granary ” of Canada, just as
New England manufactured for the wheat-pro-
ducing western states;%® and Tilley found in
Pittsburgh a forecast of the industrial future of
Saint John.51 “TIt is folly to say,” declared the
Saint John Morning News, ¢ that Canada can ever
compete with New Brunswick as a manufacturing
country.”52 This calm assumption was contra-
dicted by the equally confident, though possibly less
vocal, expectation of Lower Canada, that it would
certainly become the manufacturing centre of the
Confederation.53 On the whole, it was the claims
of the Maritimes which were disputed, while those
of Canada went uncontested. The opponents of
union in the Maritimes ridiculed the aspirations of
their manufacturers. Manufacturing, they argued,
was further advanced in Canada than in the Mari-
times; the Canadians could obtain coal easily from
the United States; their materials, such as iron,
were as cheap as they were in the Maritimes, and
their labour costs less high.54

These rising industries and trades would, it was
hoped, be supported by an increased population.
Union was expected to bring a new influx of immi-
grants. “ We are now,” said Tupper, “a field of
emigration, instead of one for immigration ;55
and this gloomy realization inclined men in Canada
as well as in the Maritimes to emphasize the con-
nection which they thought they found between
Union and a greater population. “On this ques-
tion of immigration,” said George Brown,  turns,
in my opinion, the whole future success of this
great scheme which we are now discussing. Why,
Sir, there is hardly a political or financial or social
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problem suggested by this Union that does not find
its best solution in a large influx of immigration.
I go for a Union of the Provinces because
it will give a new start to immigration into our
country.”56  This belief was uttered not infre-
quently during the Confederation debates in Can-
ada; and it was echoed by Tupper in Nova Scotia
and Chandler in New Brunswick.57 Separated,
the colonies were either unknown to the emigrating
public or poorly regarded by it; but united they
would, so Brown argued, present themselves to the
world in the most favourable light. Union, with
its accompanying program of public works, would
attract immigrant labourers and capitalists. Above
all, union meant the ultimate development of the
west; and thus a great new grain-producing area
would become available to immigrants and to
Canadians now inclined to abandon Upper Canada.
“The North-West,” said MecGiverin, “should be
placed in precisely the same position as regards
Canada that the Western States occupy in relation
to the Eastern. It is a melancholy fact that for the
want of such a country, our youth seek homes in a
foreign land. If we had that country open
to them, to say nothing of the foreign immigration
it would attract, it would afford homes for a large
population from amongst ourselves now absorbed
in the Western States.”’58
Finally, the supporters of Confederation believed
that Union would improve the credit of British
North America and facilitate the flotation of new

56 Canadian Confederation Debates, pp. 102-3.

25(7) Is)ebates of the Legislative Council of New Brunswick, 1866,
pp. 20-5.

58 Canadian Confederation Debates, pp. 469-70.

loans for both public and private developmental
projects. During the early sixties, Canadian credit
had been depressed by the rumours of war between
Great Britain and the United States, by the delays
in the reorganization of the Canadian Militia and
by the evident financial difficulties of the Grand
Trunk Railway. Galt, Brown and Tupper—the
three men who, with Tilley, shared the major re-
sponsibility for the financial settlement of Con-
federation—all believed that Union would inspire
a confidence in British North America which had
not existed before. “There is nothing,” said
Tupper, “ that lowers the credit of a country more
than the insecurity that attends such isolation as
these provinces exhibit at the present moment.”59
But the isolation and obscurity of the past would
be ended with the establishment of the new and
imposing political unity; and, as Galt said, “ the
credit of the whole country would be greater than
that of any of its parts.”60 Brown, Galt and
Tupper all took pride in pointing out that the first
reports of the Confederation scheme had revived
English confidence in Canada and raised the price of
Canadian securities and Brown endeavoured to prove
that the subsequent decline in the quotations had
been due entirely to the news of the St. Albans
raid. The Fathers of Confederation believed that
they were creating a structure which would be
stronger financially, commercially and politically—
a structure which would command the confidence of
investors, as well as the interest of merchants and
the respect of statesmen.

5 Debates and Proceedings of the House of Assembly of
Nova Scotia, 1865, p. 211.

60 Galt, Speech on the Proposed Union, p. 11.



SeEction IX

THE DIVISION OF ECONOMIC POWERS AT CONFEDERATION

I

In conformity with the method employed
throughout this study, the division of economic
powers at Confederation will be subjected to a
purely historical examination. Such an inquiry
differs essentially, in both purpose and method,
from a legal investigation. It is concerned, not
only with the British North America Act, but also
with the forces and purposes which lay back of it;
and it relies for its authority upon contemporary
historical evidence and not upon subsequent judicial
decisions and opinions. For the purposes of such
historical study, there exists a considerable and
varied body of evidence, of unimpeachable authen-
ticity. Confederation was not, as sometimes seems
to be imagined, the result of some mysterious crisis
in the remote dark ages; it was the product of a
period which until very recent times was regarded
by historians as “contemporary history”’; and it has
left materials much more voluminous than those
which support generally accepted interpretations of
events far more remote in the past. This evidence
comprises among other things, the resolutions and
proceedings of the Quebec and London Conferences,
the debates in the imperial parliament and the
provincial legislatures, the official and private corre-
spondence of the time, and the printed matter,
official and otherwise, which was current at the
period. The results of an investigation into such
materials may be regarded as speculative and
debatable; some of the conclusions must admittedly
remain in the realm of inference. It should be
emphasized, of course, that a considerable measure
of agreement exists among historians concerning
some of these inferences; but differences of opinion
do still exist. And there is no final historical court
of appeal whose decisions are absolute and binding.

There can be little doubt that one important
general principle was used to determine and to
explain the division of legislative powers in the
projected Canadian federation. From their speeches
at the time of the Charlottetown and Quebeec Con-
ferences, and from their explanations in the debates
in the different provincial legislatures, it is apparent
that the Fathers of Confederation intended that all

83134—4

49

matters of a general or national importance should
be entrusted to the general legislature, and that all
matters of merely local significance should be con-
fided to the local legislatures.l The second of the
Quebec Resolutions—which, we are told in the
official minutes, was carried unanimously in the
Conference2—declared that: “In the Federation of
the British North American Provinces the system
of government best adapted under existing circum-
stances to protect the diversified interests of the
several provinces, and secure efficiency, harmony, and
permanency in the working of the Union—would
be a General Government charged with matters
of common interest to the whole country, and Local
Governments . . . charged with the control of local
matters in their respective sections. .7 This
clear distinction between a general government or
legislature on the one hand and local governments
or legislatures on the other—between matters of
general or common interest on the one hand and
local matters on the other—was maintained
throughout the Quebec and London Resolutions
and throughout all the explanations of the Quebec
Resolutions which were presented by their principal
authors. In his opening speech on the Quebec
Resolutions in the Canadian Assembly, John A.
Macdonald repeatedly and emphatically stressed
this essential contrast. “In the proposed constitu-
tion,” he declared, “all matters of general interest
are to be dealt with by the General Legislature;
while the local legislatures will deal with matters of
local interest, which do not affect the Confederation
as a whole, but are of the greatest importance to
their particular sections. ... We have strengthened
the General Government. We have given the
General Legislature all the great subjects of legis-
lation . . . any honourable member on examining
the list of different subjects which are to be
assigned to the General and Local Legislatures
respectively, will see that all the great questions
which affect the general interests of the Confederacy
as a whole, are confided to the Federal Parliament,

1'W. P. M. Kennnedy, Essays in Constitutional Law (London,
1934), pp. 85-94; F. R. Scott, “The Development of Canadian
Federalism ” (Proceedings of the Canadian Political Science
Association, vol. 3, 1931, pp. 231-47); V. C. MacDonald, “ Judicial
Interpretation of the Canadian Constitution ” (University of
Toronto Law Journal, vol. 1, No. 2, 1936, pp. 260-85)

2Pope, Confederation Documents, p. 8.
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while the local interests and local laws of each
section are preserved intact, and entrusted to the
care of the local bodies. . . . Besides all the powers
that are specifically given, the 37th and last item
of this portion of the Constitution, confers on the
General Legislature the general mass of sovereign
legislation. . . . We thereby strengthen the Central
Parliament, and make the Confederation one people
and one government, instead of five peoples and
five governments. . . .”3

This clear distinction between a general govern-
ment charged with all matters of general interest
and local governments entrusted with matters of
purely local concern was affirmed by Galt in his
Sherbrooke speech and in his address to the Cana-
dian assembly.4 It was stated by Cartier and
D’Arcy McGee in their speeches in the Canadian
legislature.5 “The real object which we have in
view,” said Lord Carnarvon, the colonial secretary,
in introducing the British North America Act to
the House of Lords, “is to give to the central gov-
ernment those high functions and almost sovereign
powers by which general principles and uniformity
of legislation may be secured in those questions that
are of common import to all the Provinces; and,
at the same time, to retain for each Province so
ample a measure of municipal liberty and self-
government as will allow and indeed compel them
to exercise those local powers which they can
exercise with great advantage to the community. . . .
Just as the authority of the Central Parliament will
prevail whenever it may come into conflict with
the local legislatures, so the residue of legislation,
if any, unprovided for in the specific legislation . . .
will belong to the central body.”6

It is reasonable to assume that, in dividing
between the Dominion and the provinces the
legislative authority to control the economic affairs
of the country, the Fathers of Confederation
attempted to observe this broad distinction between
general and local matters. They may have failed to
appreciate the limitations of their guiding principle,
as applied to economic activities; they may appear
to have made distinctions which were artificial and
ambiguous. But the existing conflicts of jurisdie-
tion are not mnecessarily their responsibility; and,
from the historical point of view, the intelligibility
of their decisions is to be tested solely by reference
to the conditions of British North America at that
time and to the historical forces which had created
-—3_C;nadi(m Oonfederation Debates, pp. 30, 33, 40, 41.

4Galt, Speech on the Proposed Union, p. 7; Canadian
Confederation Debates, p. 70.

5 Oanadian Oonfederation Debates, pp. 60, 145

45,
6 Quoted in, V. C. MacDonald “ Judicial Interpretation of the
Canadian Constitution,” p. 263.

those conditions. To the Dominion the Fathers
assigned a relatively large number of economic
powers, including the important authority to
regulate trade and commerce. To the provinces
they confided the control and beneficial interest in
the public domain, together with the power to
legislate in relation to property rights and civil
rights. Any theory designed to account for the
division of these powers into the two categories of
general and local matters, must admittedly be
tentative in character; but it is suggested here that
the Fathers of Confederation attempted to separate
the affairs and interests associated with commerce
from certain rights and customs dependent upon
land. The former, which covered the great bulk of
the economic activities of British North America
as they knew it, they gave to the control of the
Dominion; the latter, which included matters of
minor economic, or of largely cultural, importance,
they entrusted to the provinces.

As has been repeatedly noted in this study, land
and commerce were the two great economic in-
terests of British North America. From the very
beginning, the basic inducements to settlement in
the new world had been free land and trade; and
trade and land had constituted the economic
foundations of successive stages of European civili-
zation. The political and legal structure supported
by land had come to be termed feudalism, that
based on commerce had been known as mercan-
tilism. The ancient rights of the sovereign in the
land and the basic property rights and civil rights
of the subject were derived historically from feudal
times. The laws, regulations and practices designed
to encourage trade and commerce were the special
contribution of the mercantilist era. These rights
and authorities, transferred across the Atlantic to
the new world, had, if anything, gained rather than
lost in significance. British North America, which
had developed for nearly a century under the pro-
tection of the British mercantile system, was a com-
mercial civilization and so regarded itself; but, at
the same time, it had good cause to appreciate the
importance of the legacies of feudalism. The
presence of the vast natural resources of the new
world enhanced the value of the rights of the crown
in the public domain. The preservation of the dis-
tinctive laws and customs of semi-feudal Quebec
had contributed to the difficulties and disputes
which arose between the two races. The control of
these subjects had been, and remained, a matter of
importance; but how were they to be divided
between the two categories of general and local
affairs?



In the light of the conditions existing at that
time in British North America, the solution of these
problems would not appear to have been excessively
difficult. The affairs of commerce were mobile and
ubiquitous in character; the range of trade was
transcontinental and transoceanic in scope; and the
laws by which it was regulated had an international
origin in the Law Merchant of Europe. Moreover,
the chief economic objective of the Dominion was
the commercial integration of the country on a
continental scale; and, as the authority which was
obviously designed to assume the role of leadership
in material development, the federal government
was naturally accepted as the regulator of the
business affairs of the new, commercial federation.
While this decision could be regarded as relatively
natural and easy, the allocation of the two other
powers might appear, at first sight, to have been a
matter of some difficulty. On the one hand,
natural resources were certainly fixed and localized
in space; but, on the other, the greatness of their
extent and the magnitude of their value could be
taken to justify their inclusion in the eclass of
general, national interests. Property rights and
civil rights might be presumed to be a matter in
which no genuine local or provincial interest could
exist; but, at the same time, the laws by which
these rights were secured differed fundamentally as
between Canada East and the rest of British North
America. Thus, on the application of the Fathers’
guiding principle of division, there followed certain
apparently contradictory results; but these contra-
dictions appear less formidable under a closer
scrutiny of the facts.

At that time, it was only in certain areas of the
projected Dominion that the magnitude of the
domain still awaiting development appeared to
constitute a genuine national interest. In the west,
where settlement and exploitation had barely com-
menced, the lands were significantly appropriated
by the federal government “ for the purposes of the
Dominion ”; but in the four original provinces of
Confederation, where large-scale settlement and
exploitation appeared to be approaching its limits
under the conditions of the time, the natural
resources could be logically transferred to the prov-
inces. The Fathers of Confederation could not
possibly foresee the enormous general importance
which the public domain would acquire in the in-
dustrial Canada of the 20th century; and to them,
therefore, the natural resources of the eastern and
central provinces appeared to have passed from the
category of general to that of local affairs. As for
the laws relating to property and civil rights, they

83134—4}

51

might seem to represent two broad, cultural in-
terests rather than a number of genuine local or
provincial interests. But the use of the distinctive
body of law and custom derived from France had
been historically limited to the territory which was
to be included in the province of Quebec; and, in
so far at least as the cultural autonomy of Quebec
was concerned, the laws relating to property and
civil rights might be regarded as a provinecial
interest.

II

That the Fathers of Confederation should con-
sider commercial matters to be of general interest,
as well as of great importance, is to be expected in
view of the nature and development of the com-
munities in which they lived. Colonial societies are
forced, by the number and complexity of the prob-
lems of physical adjustment which confront them,
to be largely, if not chiefly, preoccupied with
material concerns. The British North American
provinces had been, and remained, intensely com-
mercial in spirit. Their enterprises may appear
now to have been small in size, but they were not
parochial in character. The very structure of the
physical environment of British North America
invited and, indeed, compelled its citizens to
develop commercial systems which were inter-
national as well as interprovincial in scope. The
St. Lawrence was a great imperial trade route pene-
trating far into the heart of the international
American West; the Atlantic coastline was the
centre of a commercial network which stretched to
Newfoundland, the West Indies, South America,
Great Britain, Europe and the Mediterranean. The
Maritimes had competed with New England for the
carrying-trade of the Atlantic; the Canadas had
struggled with New York for the commerce of the
American West. In view of the economic history
of British North America, it would have been virtu-
ally impossible for its citizens to look upon com-
merce as a local affair; they thought of it, and were
habituated to think of i, in terms truly oceanic and
transcontinental. Galt assumed, as a question be-
yond dispute, that commercial matters were matters
of general interest. “ There is one advantage which
I feel that I enjoy on this occasion,” he said in
addressing the Canadian Assembly on the Quebec
Resolutions, “and it is that this House is not
called upon, in dealing with the commercial and
financial interests involved in the proposed changes,
to consider the form or mode of government by
which such interests are to be promoted. It makes
little difference to the consideration of this branch
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of the subject whether the Constitution of the new

.Government be that of a Legislative or Federal
Union—the points with which I am about to deal,
are those which concern the public at large, and
bear no reference to what may be the creed, nation-
ality or language of portions of the people.”7 It
followed that, since commercial affairs were un-
questionably matters of general interest, they
should be entrusted to the control of the general
legislature. “It would have the regulation of all
the trade and commerce of the country,” said Galt,
“for besides that these were subjects in reference
to which no local interest could exist, it was de-
sirable that they should be dealt with throughout
the Confederation on the same principles.”8

The necessity of entrusting the commercial wel-
fare of the country to the control of the general
legislature was the more fully appreciated in Can-
ada in the light of the experience of the past. For
fifty years, during which time the provinces of
Upper and Lower Canada maintained their separate
existence, the control of the St. Lawrence and its
commerce had been divided between two distinet
and independent governments. This division had
not only encouraged conflicts between the two
provinces; it had also exaggerated the rivalries be-
tween the commercial and agrarian parties in
each.? Upper Canada had disagreed with Lower
Canada, and the Montreal merchants had quarrelled
with the leaders of the Patriote party, over many
economic matters of common interest to the whole
St. Lawrence valley. The deadlock which followed
had hampered commercial Canada in a ecritical
phase of its struggle with New York for the prize
of the western trade; and the resulting embitter-
ment of the merchants was a factor of no small
importance in the rebellions of 1837. In 1864, these
events were not remote and forgotten; they were
part of the living memory of many of the statesmen
who made Confederation. Moreover, the moral of
these events for commercial men was plain: the
control of a commercial system which was inter-
provincial and international in character must not
again be surrendered to local political bodies.

In the discussions and debates of the Confedera-
tion period, these commercial difficulties of the past
were recalled with the evident purpose of demon-
strating the impossibility of their recurrence under
the provisions of the new constitution. It was
recognized that the British merchants of Canada
East had vital material interests which they wished

7 Canadian Confederation Debates, p. 62.
8 Galt, Speech on the Proposed Union, p. 10.

9 These conflicts are examined in detail in D. G. Creighton,
The Commercial Empire of the St. Lawrence 1760-1850.

to safeguard, just as the French Canadians had
cherished customs and institutions which they de-
sired to preserve; and it was repeatedly asserted
that, under the new constitution, the control of
each of these classes of subjects had been entrusted
to the very legislative authority which in each case
the interested parties would themselves have
selected. In this connection, the remarks of Galt,
Cartier and John Rose are of considerable interest.
Galt and Cartier were members of the existing
Canadian government and Rose was soon to be-
come Minister of Finance. Cartier and Rose repre-
sented ridings in the city of Montreal and Galt was
member for Sherbrooke. All three men were closely
connected with the business of the country; and
all three laboured to remove those apprehensions
concerning the future of commercial interests which
had naturally arisen in the minds of many of the
British in Lower Canada. “ We could easily under-
stand,” said Cartier, in a passage of great historical
interest, “how a feeling against the Federation
project was raised in the minds of a few of the
British residents of Lower Canada by fears of such
difficulties as those which occurred in the days of
Mr. Papineau, relative to the passing of laws re-
lating to commercial matters. These difficulties had
been of a very inconvenient nature, Mr. Papineau
not being a commercial man, and not understanding
the importance of these measures. He considered
Mr. Papineau was right in the struggle he main-
tained against the oligarchy at that time in power;
but he had never approved of the course he took
with reference to commercial matters, and in oppo-
sition to measures for the improvement of the
country. But this precedent could not be urged as
an objection to Federation, inasmuch as it would be
for the General Government to deal with our com-
mercial matters.”10

It was in very much the same fashion that Galt
dealt with this problem in his address at Sher-
brooke. “ And to speak more particularly,” he said,
“with regard to the British population of Lower
Canada, he would remark that, in the General Gov-
ernment they could have nothing to fear.
Their interests would be safe there. The interests
of trade and commerce, those in which they felt
more particularly concerned, which concerned the
merchants of Montreal and Quebec, would be in the
hands of a body where they could have no fear that
any adverse race or creed could affect them. All
those subjects would be taken out of the category
of local questions, would be taken away from the
control of those who might be under the influence

10 Canadian Confederation Debates, p. 61.



of sectional feelings animated either by race or
religion. . . .11  Similarly, John Rose, who spoke
frankly from the point of view of the British
and commercial minority of Lower Canada, en-
deavoured to quiet the fears of his fellow country-
men. “What,” he inquired, “are you afraid of?
Where is the interest affecting you that is im-
perilled? You have, in conjunction with a majority
of your own race, power in the General Legislature
. to make laws respecting the post office,
trade, commerce, navigation; and you have all the
great and important interests that centre in the
community I represent—all matters that affect the
minority in Lower Canada—within your control in
the Federal Legislature.”12 It may be said that
commercial Canada, whose leadership lay in the
city of Montreal, abandoned its favourite plan of
legislative union on the clearly understood condi-
tion that all the economic matters with which it
was most deeply concerned should be entrusted to
the general legislature of the proposed federation.

IIT

In entrusting commercial matters, as well as all
other general matters to the control of the general
legislature, the Fathers of Confederation made use
of terms of great historical import. The phrases
“peace, welfare and good government” were
phrases of all-embracing significance in the legisla-
tive history of the British Empire.13 They were,
in fact, the phrases habitually used by the colonial
office and the Imperial government in conveying to
colonial legislatures the entire range of their legiti-
mate legislative authority. In the statutes passed
by the British Parliament in respect of the different
colonies, in the commissions and instructions issued
from time to time to the different colonial gover-
nors, it was not customary to enumerate specific
legislative powers; it was customary merely to
grant, in one or other of these accepted phrases, the
entire measure of jurisdiction which was deemed
compatible with imperial control. In the Quebec
and London Resolutions, the Fathers of Confedera-
tion used the phrase “ peace, welfare and good gov-
ernment ” because it was most familiar to them.
It had appeared in the Royal Proclamation of 1763,
in the Quebec Act of 1774, in the Constitutional
Act of 1791, and in the Union Act of 1840.14 But

11 Galt, Speech on the Proposed Union, p. 20.

12 Canadian Confederation Debates, p. 409.

13C. H. Cahan, The British North America Act, 1867, (an
z;géi;)ess delivered before the Canadian Club of Toronto, Sept. 15,

14'W. P. M. Kennedy, Statutes, Treaties and Documents of the

Oanadian Constitution, 1713-1929 (Toronto, 1930), pp. 36, 139,
194, 433.
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though “ peace, welfare and good government ”
was the phrase employed in all the chief Imperial
statutes relating to the Canadian Constitution, it
had not become stereotyped as the only phrase by
which colonial legislative authority might be con-
veyed. In the instructions given to James Murray
in 1763, the governor is required “to make such
Rules and Regulations, by the Advice of Our said
Council, as shall appear to be necessary for the
Peace, Order and good Government of Our said
Province ;15 and it is to be observed that
the phrase “peace, order and good government ”
was here used to describe the same legislative
authority which, by the Royal Proclamation of the
previous October, had been conveyed in terms of
“ Public Peace, Welfare and good Government.” In
the Act for the government of New South Wales
and Van Diemen’s Land of 1842, as well as in the
New Zealand Government Act of 1846, authority
was granted to make laws for the “ peace, welfare
and good government” of these colonies; but, in
the New Zealand Constitution Act of 1852, the
phrase “peace, order and good government” was
used in the same connection to grant similar
powers.16  Thus in both the 18th and 19th cen-
turies, and in both the American and Australasian
Colonies, the terms “ peace, welfare and good gov-
ernment ” and “peace, order and good govern-
ment ” had been employed frequently and, appar-
ently, indifferently, to convey the entire body of
legislative authority which Great Britain was will-
ing to surrender to its colonies. In effect, these
historic phrases are the title deeds of the legis-
lative powers now enjoyed by the self-governing
Dominions of the British Empire.

In the enumeration of specific powers, by which
the Fathers of Confederation sought to illustrate
and exemplify the authority conveyed to the
Dominion under the comprehensive phrase of
“peace, order and good government,” there are a
considerable number of clauses which relate directly
to the economic activities of the new confederation.
The meaning of these clauses, as it was understood
by the men who drafted the Quebec resolutions, can
best be realized in the light of the economic and
political history of the provinces, and of the British
empire as a whole. In the development of the
empire, the phrase “the regulation of trade and
commerce” had come to acquire the greatest import-
ance and the widest amplitude. Even at the height
of the American Revolution, when Great Britain at
length renounced its claim to tax the colonies, it

15 Ibid., p. 44.

NN Bell and W. P. Morrell (eds.), Select Documents on
British Colonial Policy, 1830-1860 (Oxford, 1928), pp. 56, 90, 152.
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reserved the right to impose such duties as might
seem expedient for the “regulation of commerce”;17
and two generations later, Lord Durham excepted,
from the powers which he was willing to assign to the
local colonial legislatures “the regulation of foreign
relations, and of trade with the mother country, the
other British colonies, and foreign nations. . . .”18
From the beginning, the commerce of the colonies
had constituted, for Englishmen, the main value
and the chief justification of an overseas empire;
and up to the time of the American revolution, all
questions relating to the colonies were referred
originally to the imperial Board of Trade. The
duty of the Board was to advise the various depart-
ments of government in their task of maintaining
that great body of laws—called generally the
mercantile system—by which the trade of the whole
empire was regulated.

This system of regulation was both comprehensive
and detailed.1® Back of it lay the design of a
united and self-sufficient empire, in which the
interests of the colonies were to be clearly subor-
dinated to those of the mother country; and this
purpose inevitably necessitated a strict supervision
and control over the economic activities of the
whole empire, so far as this was possible in the
conditions of the time. The course of colonial
trade was directed by means of tariffs, bounties and
total prohibitions. Certain enumerated products of
the American possessions could be shipped only to
England or to other colonies; and all the produce
of Europe could be transported to the colonies only
via the mother country. The exports and imports
of the new world could be carried only in ships
which were built and owned in the empire, and
manned by predominantly British crews; and since
it was intended that Great Britain should be the
financial and industrial centre of the empire, the
imperial government watched the currency, banks
and manufactures of the colonies with a jealous
and scrutinising eye. Great Britain checked infla-
tionary tendencies, regulated the colonial banking
system, and subjected the woollen and iron manu-
factures of the new world to legislative control.
The maintenance of this system was entrusted, in
the colonies, to the colonial governors, and to
imperial customs officials and imperial courts of
Vice-Admiralty; and the customs officials, by means
of “writs of assistance,” were permitted to make

17 Kennedy, Statutes, Treaties and Documents, p. 168.

18 (¢, P. Lucas (ed.), Lord Durham’s Report on the Affairs of
British North America (Oxford 1912), vol. 2, p. 282.

19 C. M. Andrews, The Colonial Period of American History,
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forcible entry into residences and warehouses and
to seize property. The mercantile system, however
imperfectly executed, was ambitious in design. It
involved the control and regulation of tariffs,
shipping, banks, currency and manufactures. The
phrase, “the regulation of trade and commerce”
acquired its comprehensive significance during the
mercantilist age. It was in the light of this
historical experience, that the term was used by the
inhabitants of British North America.

In the seventy-five years which followed the
American Revolution, Great Britain gradually
abandoned its mercantile system and its imperial
controls. Little by little the colonies assumed the
direction of their economic life; but the controls
which they regarded as necessary and advisable
could still be summed up under the traditional
mercantilist formula, “the regulation of trade.” As
has been seen, the economic activities of the
American possessions were changing and develop-
ing; but manufacturing, though it had made
considerable progress in the years preceding Con-
federation, was still definitely ancillary to the main
extractive industries and staple trades of British
America. Contemporaries of Confederation con-
ceived of their economy and its future in commercial
terms. For them, trade and commerce still signified
the general business of the country. In all the
colonies at that time, the export of staple commodi-
ties and the import of manufactured goods were the
dominant forms of economic activity. In Halifax
and Saint John, as well as in Toronto and Montreal,
the most important concerns were the great import-
ing and exporting houses; and everywhere the
words “ merchant ” and ¢ trader ”” were the accepted
equivalents of the modern term “ business man.”

The comprehensive significance of “ trade and
commerce ”’ was apparent in the legal, as well as in
the popular, usages of the time. The contents of
the consolidated statutes of Canada, published in
1859, were divided into eleven titles or chapters,
two of which were directly related to the economic
activities of the country.20 Title IV, which was
called simply “Trade and Commerce,” included
the laws relating to navigation and shipping and
the inspection of lumber, wheat, flour and provi-
sions, together with the legislation concerning
weights and measures, banks, interest, promissory
notes, limited partnerships and other matters.
Title V, which was called “ Trading Companies
and Corporations,” comprised the laws relating
to the incorporation of public utilities, railway,
telegraph, mining and insurance companies, as

20 The Consolidated Statutes of Canada (Toronto, 1859).




well as companies engaged in various manufac-
tures. These two titles, which are among the most
important in the book and which include the great
bulk of the legislation referring to economic mat-
ters, suggest the wide meaning which contempo-
raries ascribed to “ trade and commerce ” and their
adjectival ~derivatives. ~When, therefore, the
Fathers of Confederation entrusted the regulation
of trade and commerce to the general legislature,
without restricting the grant, as was done in the
American constitution, to foreign and interprovin-
cial trade, it was only natural that contemporaries
should have been impressed by the comprehensive-
ness of the clause.

In the subsections relating to shipping, banks,
bills of exchange, interest and bankruptey, certain
aspects of the regulation of trade and commerce
were particularized. It is possible but not certain
that these details were added for much the same
reason that the enumerated powers were included
in section 91 in the first place. In both cases, it
was “ for greater certainty, but not so as to restrict
the generality of the foregoing terms.” There was
a certain amount of overlapping in the enumerated
powers; but since they were all intended to serve
as examples or illustrations of the general authority
to legislate for the peace, order and good govern-
ment of Canada, a certain amount of overlapping
was unexceptionable and might even serve a useful
purpose. In the past, there had been a good deal
of dispute in Lower Canada over bankruptey legis-
lation; and, as was observed during the Confedera-
tion debate in the Canadian legislature, the French
Canadians had held strong views on the subject of
usury and were opposed to complete “ free trade ”
in money.21 The enumeration of these definite
powers did not exhaust the trade and commerce
clause any more than the trade and commerce
clause exhausted the economic powers implied in
the general authority to make laws for the peace,
order and good government of Canada. But the
inclusion of these particular, and sometimes con-
troversial, matters, did presumably make more clear
to the average intelligent Canadian the kind of
authority which was being given up. In view of
the history of British North America and of the
empire as a whole, it must have seemed clear that
the general government was assured of the right to
regulate the business life of the country.

Parliament was given not only the right to regu-
late commerce but also the power to control the
major avenues of trade. By the clauses relating to
navigation and shipping, to railways, canals, steam-

21 Qanadian Confederation Debates, p. 192.

55

ships and ferries, and to postal service and tele-
graphs, the Dominion was charged with the control
of all forms of interprovineial transport and com-
munications which existed at that time. The fed-
eral government was empowered, moreover, to
declare that any public work, though situated
wholly in one province, was for the general advan-
tage of Canada; and such a declaration automatic-
ally brought the work in question under the legisla-
tive authority of the Dominion. Finally, the
federal administration was given the right to dis-
allow any provincial statute; and just as the im-
perial government had used the power of disallow-
ance to defend the provisions of the mercantile
system, so the federal government was likely to em-
ploy it to protect the economic policies designed for
the general interest of Canada. In the first report
on the use of the power of disallowance, which was
dated June 8, 1868, Macdonald assumed, as a matter
of course, that provincial acts would be scrutinized
to determine whether they “affected the interests
of the Dominion generally ”’;22 and since that time
the power has been used to protect, among other
things, the railway and financial policies of the
federal government.

v

While the federal parliament was charged with
the regulation of matters coming under the head
of trade and commerce, the provincial legislatures
were empowered to legislate concerning those rights
and authorities which had their historical origin in
the feudal communities of western Europe. On
the one hand, were the fundamental rights of the
subject, such as those which had been embodied in
the new Civil Code of Canada East; on the other
hand, were the rights of the sovereign, as feudal
lord, in the land and its resources. The control
and beneficial interest of natural resources, like the
control of taxation, fiscal policy, commercial policy,
communications and defence, had devolved upon
the provincial administrations of British North
America with the coming of responsible govern-
ment. The natural resources which remained, after
the wholesale alienations made by the imperial
authorities, could be regarded as national or local
in interest on the basis simply of their extent and
value; and the Fathers of Confederation proceeded
to distribute the domain by applying their general
principle in this very realistic fashion. The vast
unpeopled and undeveloped lands of the west were
regarded by everybody at that time as a national
interest which could only be exploited by national

22 Provincial Legislation, vol. 1, pp. 61-2.
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policies; and accordingly, in strict and significant
conformity with the general principle of division,
the western natural resources were appropriated by
the federal government “for the purposes of the
Dominion.” 1In the eastern and central provinces,
the state of the public domain at that time
appeared to be very different. In 1867, the great
bulk of the good lands in all the original provinces
of Confederation had already been alienated.
Nobody could then foresee the mining, newsprint
and hydro-electric developments of the future; and
the vast areas of Quebec and Ontario which lay
north of the timberline could only be regarded as
a liability rather than an asset. It seemed, there-
fore, that in these provinces the domain had ceased
to form a part of the materials essential for nation-
building; and it was therefore entrusted to the
control of the provincial governments.

In addition, the provincial legislatures were
assigned the authority to make laws in relation to
“property and civil rights in the province.” The
reasons which prompted the grant of this power,
and the contemporary understanding of the signifi-
cance of the authority so conveyed, are highly
debatable subjects; but even a cursory examination
of Canadian history reveals what would appear to
be a probable explanation of these problems. If
there had been, up to that time, a paramount theme
in the cultural history of British North America,
it was the persistent defence by French Canada of
the distinctive laws and customs which formed the
basis of its provincial culture; and it is beyond a
doubt that any federal constitution for British
North America would, of necessity, have included
some provision for the preservation of this legal
heritage. If differences at all comparable in import-
ance had existed between the English-Canadian
provinces, the right to make laws in relation to
property and civil rights could have been regarded
as a genuinely local or provincial interest through-
out the Dominion; but in fact, of course, Ontario,
Nova Scotia and New Brunswick, being common
law provinces, were distinguished by relatively
minor differences in respect of these laws. The
arrangements embodied in the British North
America Act appear to have been devised in strict
conformity with these facts; and accordingly it
was only in so far as the province of Quebec was
concerned that the power to legislate in relation to
property and civil rights was accepted as an unques-
tionable and permanent local interest. By section
94 of the British North America Act, it was
expressly provided that authority to make laws
relating to property and civil rights for the whole

Dominion except Quebec would be transferred to
the federal legislature, so soon as the Dominion
parliament had made provision, with the consent
of the provinces concerned, for the uniformity of
these laws in the three common law provinces of
Ontario, Nova Scotia and New Brunswick. There
were apparently no vital provineial rights involved
which would require the permanent retention of
these powers by the provinces; but obviously there
were practical difficulties of assimilation which
would for a while delay their transference to the
Dominion. The provinces were willing to provide
that the transfer should be effected, once the
uniformity of laws had been achieved; and the
work of assimilation was regarded by Macdonald
as a practical task which it would be one of the
first duties of the federation to perform. It would
appear, therefore, that the fundamental purpose of
the property and civil rights clause was to protect
the cultural autonomy of Quebec by safeguarding
the laws and customs which were most character-
istic of it and most essential to it; and it is arguable
that this power would never have been given to
the provinces if it had not been for the peculiarities
of the basic civil law of French Canada.

If it was the intention of the Fathers of Con-
federation to permit Quebec to preserve the pecu-
liarities of its distinctive legal system, then the
powers conveyed by the property and eivil rights
clause would presumably extend only so far as was
necessary to attain this purpose. Since imperial
and Canadian officials had been preoccupied ever
since the conquest, with the problem of French-
Canadian law and custom, there could be no serious
misunderstanding of its essential and distinctive
elements; and opinion was still further clarified at
the time of Confederation by the opportune pub-
lication of the Civil Code of Canada East, which
was given legislative authority in the very session
which witnessed the debate on the Quebec resolu-
tions. Historically, the new Civil Code was
derived from the Custom of Paris and from a
variety of commercial laws and usages;23 and the
Custom of Paris was, from the point of view of
English-speaking British America, the most dis-
tinctive and peculiar element in the French system.
Commercial law was international in origin, just as
commerce was international in character; and both
English commercial law and the French Code
Marchand were derived ultimately from the Law
Merchant of western Europe. The Custom of Paris,
however, belonged to a different category. It was

23 A, L. Burt, The 0Old Province of Quebec (Toronto, 1933);

H. M. Neatby, The Administration of Justice under the Quebec Act
(Minneapolis, 1937).



the creation of a local feudal community of north-
ern Europe; it became the cherished possession of a
local seigniorial community in North America; and
1t was the chief source of those laws and customs
which most intimately affected the lives of the
French Canadians and to which they had been most
devotedly attached. These were the fundamental
laws and customs which concerned the relations of
citizen with citizen, which regulated the ownership,
transfer and inheritance of property, and which
determined the rights arising from personal status
and family relationships. Such laws were evidently
most essential to the preservation of the traditional
social order in Quebec; and, accordingly, these were
the very laws which the imperial authorities after
the conquest showed the least disposition to disturb
with the rough hand of the conqueror. Their atti-
tude to the problem may be illustrated by the
instructions issued to Governor Carleton in 1775.
Read in conjunction with the Quebec Act, to which
they were obviously intended to act as an explana-
tory guide, the instructions serve to reveal the
nature of the laws and customs whose continuance
was believed to be most essential to the content-
ment of the French Canadians. “. . . On the
one hand ” read the instructions, “it is Our Gracious
purpose conformable to the Spirit and Intention of
the said Act of Parliament, that Our Canadian Sub-
jects should have the benefit and use of their own
Laws, Usages and Customs in all Controversies
respecting Titles of Land, and the Tenure, Descent,
Alienation, Incumbrances and Settlement of Real
Estates, and the distribution of the personal
property of Persons dying intestate; so on the other
hand, it will be the duty of the Legislative Council
to consider well in framing such Ordinances, as may
be necessary for the Establishment of Courts of
Justice, and for the better Administration of Jus-
tice, whether the Laws of England may not be, if
not altogether, at least in part the Rule for the
decision in all Cases of personal Actions, grounded
upon Debts, Promises, Contracts and Agreements,
whether of a Mercantile or other Nature; and also
of Wrongs proper to be compensated in dam-
ages. . . .’24

The evidence already presented in this section
suggests that the Fathers of Confederation at-
tempted to settle the problem of legislative power
along somewhat the same lines as had been contem-
plated in the instructions of 1775 for the solution
of the legal difficulty. Like the imperial authori-
ties, they made a distinction between what was, and
what was not regarded as essential for the preser-

2¢ Kennedy, Statutes, Treaties and Documents, p. 156.
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vation of the cultural autonomy of Quebec. To the
Dominion they specifically confided the power to
amend a substantial portion of the commercial law,
together with what seemed to them the compre-
hensive authority to regulate trade and commerce.
To the province of Quebec they assigned the right
to amend and supplement a body of fundamental
law and custom which at once expressed and sup-
ported the distinctive culture of an agrarian society.
As Rose, Galt and Cartier argued, the business
affairs characteristic of a commercial city like
Montreal were to be entrusted to the federal par-
liament, while the laws which time out of mind had
regulated the traditional transactions of village
society and family life were to be confided to the
safe keeping of the provincial legislature. In the
light of all the disputes and controversies of the
past, this application of the guiding principle which
separated general from local matters, must have
appeared to be a natural, and even an unescapable,
solution; it would seem to have been enjoined by
history as the settlement which alone could satisfy
the historic requirements of both races. To a
people which had lived with the problem for genera-
tions, the meaning and purport of the compromise
would surely have been beyond question; and this
general understanding may well explain what was
not said, as well as what was said, in the documents
and speeches of the time. If the contemporaries of
Confederation had placed upon the property and
civil rights clause a construction even remotely
comparable to that which the courts have now
established, it is reasonable to assume that they
would have given some time to a discussion of con-
flicts of jurisdiction over economic matters; but in
fact, of course, the assurances given by Galt and
Rose to the commercial minority of Lower Canada
that its chief interests would be entrusted to the
general legislature, were not qualified by any refer-
ences whatsoever to subsection 13 of section 92;
and even Christopher Duncan, the voluminous
critic of Confederation who devoted considerable
space to possible conflicts of jurisdiction, never
attempted to set the property and civil rights clause
against the Dominion power to regulate trade and
commerce. If again, the representatives of the
provinces had believed that the subsection on
property and civil rights protected important and
vital local interests which were equally valuable
for all the provinces, they would scarcely have
made legislative provision for the transfer of these
powers to the Dominion; yet this was precisely
what they did do in section 94 of the British North
America Act. In his famous speech at Sherbrooke,
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Alexander Galt presented one of the few explana-
tions of the property and civil rights clause which
were ever given by the Fathers of Confederation;
and he significantly assumed that the fundamental
purpose of the subsection was to confide to the prov-
ince of Quebec the body of distinctive private law
which was essential to the preservation of its cultural
autonomy. “From the peculiar position of Lower
Canada,” he said, “ it was felt impossible to confide
the matter of civil law to the General Legislature.
The principles upon which the civil law of Lower
Canada were founded differed entirely from those
of the English law. Under it property was secured,
and civil rights of every kind maintained, and the
people had no particular wish to see it changed,
especially at this moment, when the work of
codifying and simplifying it was about completed,
and when they knew that within the next three or
four months they would have it put into their
hands in one volume. He thought they
should rejoice that at the moment when they were
obliged to confide to the local Legislatures the ad-
ministration of this law there should have been put
before them, at the start, a volume which would
contain in a succinet, beautiful and simple manner
the whole civil law of Lower Canada. . . .”25

In this section, an attempt has been made to
explain certain particular decisions of the Fathers
of Confederation in relation to the general design
which appears to have governed their work. It is
suggested that this is at least a reasonable method
of procedure. KExplanations of particular decisions
will derive part of their authority in so far as they
can be reconciled with the established historical
facts concerning the general design; and, at the
same time, interpretations of the general design
must find a large measure of their justification in
the available historical evidence concerning a num-
ber of particular decisions and arrangements. The
study of the purposes of Confederation as parts cf
a general Confederation plan has not as yet formed
the subject of any great number of detailed his-
torical treatises; and, as was suggested at the begin-
ning, the argument of this section represents only
one approach to the problem. Objections, both in
principal and in detail, may be lodged against it;
and it should be admitted at once that it depends

25 Galt, Speech on the Proposed Union, p. 15.

in part upon interpretations of particular clauses of
the British North America Act which have not been
accepted by certain authorities on the subject.26

The explanation of the phrase “ property and civil
rights ” must of necessity be an important part of
the interpretation of the purposes of the Fathers of
Confederation: and it is here perhaps that authori-
ties have differed most markedly in their views. It
has been urged, for example, that the expression
“ property and civil rights ”” has always had a very
wide meaning in Canadian constitutional history.
This argument has its basis in an action of
Louis XIV, who in 1663 created a sovereign council
in Quebec and entrusted to it the power “de con-
naitre de toutes causes civiles et criminelles, pour
juger souverainement et en dernier ressort selon
les lois et ordonnances de notre royaume.” It is
contended that this royal edict established in
Quebec the entire French law and not merely por-
tions of it; and that, at the conquest, these laws
were all in force, whether or not they had been
applied. It is therefore, according to this view,
irrelevant to attempt to determine the nature and
scope of the laws which were actually in use at the
time of the conquest; and the statements made by
British officials and the instructions given to
British governors regarding this problem should not
be used as evidence to limit the laws which were
actually in force. The Quebec Act, in determining
that the laws and customs of Canada should pro-
vide the rule of decision in controversies relative to
property and ecivil rights, thus restored without
limitation the entire French civil law to the colony.
A wide meaning is thus attributed to the expression
“ property and civil rights” as it was used in the
Quebec Act; and it is contended that the phrase
retains its significance in later statutes, except
where some express limitation is introduced. No
express limitation was inserted in the British North
America Act; and there is therefore no reason to
restrict the amplitude of meaning which the phrase
originally possessed. This argument is only one of
a number which any survey of the literature of the
subject would reveal; and it has been used to illus-
trate important opinions which are at variance with
those expressed in the body of this section.

26 P, B. Mignault, “Nos Problémes Constitutionnels” (15,
Revue du Droit, p. 577); V. E. Gray, “ The ‘ O’Connor Report’ on
thesog)ritish North America Act” (17, Canadian Bar Review,
p. .



SEcTION X

THE FORCES BACK OF CONFEDERATION

Il

Any brief review of the forces leading to Con-
federation must, to a certain extent, be misleading
through its very abstractions and incompleteness.
Contemporary policy and opinion, expressed in
contemporary language, can alone impart vitality
and authenticity to such a survey; and definition
and qualification must everywhere be necessary to
give legitimacy to its general ideas. But the need
for brevity precludes documentation and makes
generalizations inevitable; and the admission of
these unavoidable defects must form the necessary
preface to any brief study of the movement which
ended in Canadian Confederation. A review of the
chief conclusions already suggested in these pages,
is virtually all that can be attempted here.

In the sense that it involved every major interest
and touched upon every important endeavour,
Confederation was the work of a whole people, of
an entire society. Its origins cannot be found
exclusively in any one order of human activity: its
beginnings lie in the fields of economic enterprise
and social preference, as well as in the realm of
political purpose. To weigh these various and inter-
dependent factors—which can be done only after
an heroic effort at abstraction—would be difficult
at any time; and, in a short study, the task becomes
impossible. In their various ways, all these forces
left their stamp upon Confederation. They did
not merely make a political union possible, they
moulded its character. There was no clean slate
awaiting the inscriptions of the Fathers of Con-
federation. Their work was directed and condi-
tioned by the very influences which had enabled
them to undertake it and to carry it through.

II

The economic factors in the Confederation move-
ment were rooted in the new economy of steam and
machines and railways. The new age gave the
people of British North America novel aspirations
and novel methods by which they might be
attained; and, of all the dynamic agencies for
material conquest and political expansion, the
mightiest was the railway. The Thirteen Colonies,
stretched out along the Atlantic seaboard, had been
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able to form a political union, even in the wood-
and-water economy of the 18th century; but for
the British North American provinces, scattered
across a continent and divided by mountains, up-
lands and prairie, real union was possible only in
a railway age. Intercolonial railways were the
necessary physical basis of Confederation; but, at
the same time, Confederation appeared to be the
necessary political basis for Intercolonial railways;
and those who wanted either the one or the other
were inclined to a plan by which both would be
achieved. The Maritimes, with their ice-free ports,
hoped to monopolize the through traffic to the
Atlantic seaboard. The approaching abrogation of
the Reciprocity Treaty and the threatened repeal
of the American bonding laws made a winter outlet
in British North America seem necessary to Canada
East, if not to Canada West. Watkin, the states-
man of the Grand Trunk, wanted the Pacific Rail-
way as well as the Intercolonial. He supported
Confederation in England, while general manager
Brydges performed the same office in Canada;1 and
for his services in aid of Confederation, Watkin
was warmly praised by Cartier.2 Railways were
not mere adjuncts to Confederation, they were of
its essence; and the moral bases of a transcon-
tinental union were the two solemn engagements to
provide railway communications from the St.
Lawrence valley to the oceans.

The new national economy, which the Fathers
of Confederation hoped to establish, had come to
appear not merely desirable, but also necessary.
The attempt to assimilate colonial tariffs and
the efforts to build intercolonial railways were
symptoms of the transition from the international
commercial strategy of the past to the national
economy of the future; and the need for the com-
pletion of this transition appeared virtually to be
dictated by the conditions of the time. The Nova
Scotians were world traders; and the Canadians
had struggled for generations to grasp the trade of
the international American west. These efforts of
the Canadian people had been in vain; and the
consciousness of the frustration of their ambitions
came home to the Canadians at the very moment

1 Montreal Gazette, August 29, October 17, 1864.
2 Glazebrook, History of Transportation, p. 193.
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when an important change in their commercial
relationships was impending. The abrogation of
the Reciprocity Treaty would mean necessarily a
reorientation of their trade. It would cut their
special commercial connections with the United
States, just as their special commercial connections
with Great Britain had been severed by the repeal
of the imperial preferential system. The supports
of the past were gone or going; but were there not,
in British North America, the elements of an
economic, as well as a political nationalism, by
which some of the disadvantages of dependence
could be avoided in the future? It was not, Galt
claimed, the extent of a country, but the diversity
of its economic interest, which was the real
guarantee of prosperity. The cereals of the west,
the timbers of New Brunswick and the Ottawa,
the manufactures of central and eastern Canada,
the minerals and fisheries of the Maritimes were
to be the efficient elements in a great economic
integration.3
11T

The role played by social forces in the Con-
federation movement was more complicated and
subtle. It was important, however, for significant
cultural differences existed and the public con-
sciousness of these differences was just as unques-
tionable as the fact of their existence. In Nova
Scotia, the opponents of Confederation appealed
to the historic traditions of their Province, to the
local loyalties and the distinet characteristics of its
people.# In Canada East, the arguments both for
and against Confederation centred very largely
upon its probable effects on the religion, language,
laws and cultural values of the Canadian French.
Social distinctions were the most conspicuous
elements in those sectional differences which had
made the impasse of Canadian politics. Sectional
differences had wrecked the legislative union of
Canada; sectional differences had helped to frustrate
the legislative union of the Maritime Provinces.
The preservation of cultural heritages and provineial
identities was a purpose held with strength and
tenacity in British North America.

It was held with tenacity, but not with unyielding
stubbornness. Confederation, as Brown said, was
“necessarily the work of concession”; and perhaps
the most important imponderable in the achieve-
ment of Confederation was the spirit by which
concessions could be made. The union of England
and Scotland in 1707 had been prefaced by national

8 Canadian Confederation Debates, 1865, p. 63-4.

4 Debates and Proceedings of the House of Assembly of Nova
Scotia, 1865, pp. 249-61. :

rivalries and quarrels: the union of British North
America was preceded by sectional differences and
animosities. And if the Canadian differences did
not attain the gravity of those which had divided
Scotland and England 150 years before, the explana-
tion may lie not only in the native disposition to
avoid conflict, but also in the strong impressions
produced by the Civil War in the United States.
“Un exemple terrible,” wrote the editor of the
Courrier du Canada “des maux que peuvent causer
les querelles intestines se déroule depuis quatre ans
sous nos yeux.”5 With the continent in chaos under
the shock of civil war, with their own institutions
and integrity threatened, the Canadians had the
best of reasons to reassemble amicably the con-
trasted elements of their national life.

The federal union was a plan by which, through
mutual concessions, the cultural interests and
sectional loyalties could be preserved without
endangering the solidity of the structure as a whole.
In the eyes of its authors, one of the greatest merits
of the scheme was the satisfaction which it held
out to these divergent interests. The surrender of
legislative union was to be repaid by the abandon-
ment of extreme sectional pretensions. For two
generations, the British of Lower Canada had
struggled to obtain a political union of the St.
Lawrence which would link them with the English-
speaking peoples of Canada West; and the sacrifice
of this ancient ideal required and received an ample
return. “Il faut que nous nous résignions & n’étre
dans le congrés fédéral qu’une minorité” wrote
Le Canadien “comme il faut que de son coté la
population anglaise du Bas-Canada se résigne &
n’étre qu'une minorité dans le législature provin-
ciale.”6  Under the pressure of these sectional
loyalties and cultural interests, the political system
of Canada had been dissolved into its component
parts. The new integration was made possible, and
its character was formed, as a result both of the
concessions and the claims which were made by the
races, religions, languages and cultures of British
North America.

IV

The organization and business of politics were
inevitably affected by the economic and social
changes of the period. The disturbances in the
economies of British North America were shown
in the common problem of public debt, just as the
divisions and conflicts in society were revealed in
recurrent political deadlock. For the sake of a

5 Courrier du Canada (Quebec), October 10, 1864.
8 Le Canadien (Quebec), September 14, 1864.



transportation system which was still composed of
isolated and, in some cases, almost meaningless
units, the provinces had all assumed a substantial
burden of debt; and political union would at once
provide a basis upon which these obligations could
be more easily borne, and a fund of resources out
of which the transport system could be completed
and the existing investments made more profitable.
The difficulty of obtaining funds abroad, the
depreciation of provincial securities in the London
market, and, in particular, the financial discredit of
Canada were all formidable facts; and both Galt
in Canada and Tupper in Nova Scotia argued that
the pooling of resources would substantially enhance
the credit of British North America as a whole.7

Political deadlock was not the mainspring of the
Confederation movement, for political deadlock was
itself the result of the entanglement of social and
regional interests. It was not to make possible a
stable government, but to end the sectional troubles
of Canada that Brown entered the coalition of
1864; but, at the same time, deadlock, if it was not
a prime cause, was at least more than the occasion,
of Confederation. Confederation, which was a
political achievement, could only be realized with
political machinery; and the final breakdown of
Canadian government in June 1864, provided both
the chance and the incentive to form a party union
through which a new political system could be
achieved. The pressure of an inadequate political
system, the uncertainties of government and the
irritating shifts and devices to which in consequence
administrations were reduced, all helped to arouse
an urgency for action which was peculiar to Canada.
The problems of the Maritimes had not found a
comparable political focus; and they did not face
the same necessity for immediate choice among the
different solutions of Confederation, Maritime
union or the status quo.

Political deadlock, in its most distracting form,
was peculiar to Canada; but the problem of defence
may be regarded as common to British North
America as a whole. The international incidents
of the Civil War, the incursions of the Fenians, the
threats, official and semi-official, of the United
States, served to create an atmosphere of tension

-whose influences were potent, if ephemeral. It was
the fortune of the generation which made the Cana-
dian federal union to live through the greatest war
that has ever invaded the North American conti-

7 Canadian Confederation Debates, 1865, p. 67; Debates and
Proceedings of the House of Assembly of Nova Scotia, 1865,
pp. 210-11.
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nent. It coloured the thoughts and nerved the
resolutions of British North Americans. On the
one hand, they saw the apparent disintegration of
the American republic and the rise of a triumphant
bellicosity in the northern states; on the other, they
were clearly aware of the retreat of British imperial-
ism and of the approaching reconsideration of the
military relations between the provinces and the
parent state.8 Nova Scotia, secure in the protec-
tion of the British Navy, could afford to look with
some detachment upon the question of military
defence. But defence did not mean only safeguard-
ing territory: it meant the preservation of economic
interests, of political loyalties, of cultural values.
And Nova Scotia, with its vulnerable fisheries, and
Canada East, with its special institutions and cus-
toms, alike had cause for concern in the integrity
of British North America.?

So far as North America was concerned, Cana-
dian Confederation could be regarded as a foot-note
to the history of the American Civil War; so far as
Great Britain was concerned, Confederation could
be looked upon as an incident of imperial policy.
It is probable that the decade of the 1860’s repre-
sents the nadir of the old British imperialism;10
and yet, at the very moment when the interest of
the British in the settlement colonies was declining,
the American Civil War threatened to lay upon
them additional burdens for colonial defence. In
the autumn of 1864 the colonial office abandoned
the scheme of Maritime union, which it had
favoured for the past few years, and gave its full
support to the grander plan of federation.ll In
British Columbia as well as in the Maritime Prov-
inces, the British exerted their considerable in-
fluence through governors who were required to be
favourable to the federal scheme.12 In part, Con-
federation was an imperial measure; and the sup-
port of the colonial office deserves to be counted
among all those forces, both imperial and North
American, political and economie, transitory and
permanent, by which the Confederation of the
British North American provinces was accom-
plished.

8 Canadian Confederation Debates, 1865, pp. 96-7.

9 Courrier du Canada, March 20, 1865; Ewvening Express,
January 18, 1865.

10C. A. Bodelsen, Studies in Mid-Victoria Imperialism
(London and Berlin, 1924).

11 Chester Martin, “ British Policy in Canadian Confederation ”
(Canadian Historical Review, vol. 13, March, 1932, pp. 3-19).

12D, C. Harvey, “ The Maritime Provinces and Confederation ”
(Canadian Historical Association Report, 1927, pp. 39-45);
(&) Wilson, “New Brunswick’s Entrance into Confederation ”
(Canadian Historical Review, vol. 9, March, 1928, pp. 4-24).



PART II.—PUBLIC FINANCE

SecTION XI

PUBLIC FINANCE BEFORE CONFEDERATION

Il

The systems of public finance which existed in
the different British North American provinces on
the eve of Confederation were the result of a
historical evolution, in which the influence of
several important factors is clearly discernible.
The theory and practice of government functions
and taxation in British America provide one more
example of that combination of British influences,
American influences and indigenous forces which
has so largely determined the course of Canadian
public affairs. The taxation of the American
colonies had naturally been based, in the first place,
on the practices of the 18th century British fiscal
system; but the example of the mother country had
been followed with those modifications which
American conditions and susceptibilities appeared
to make necessary. The functions of government,
as they were performed by the colonies in the first
formative stage of their growth, had been largely
dictated by 18th century British theory and
practice; but these traditional duties of govern-
ment had been gradually supplemented by the
heavy tasks of material development, which were
imposed by the North American environment and
which had been undertaken so vigorously in the
United States. By the middle of the 19th century,
the colonies faced the beginning of that long process
of adjustment by which a simple system of taxation,
derived mainly from 18th century England, was to
be adapted to tasks of 19th century government as
they were understood in North America.

In the process of adjustment, in the slow reor-
ganization of their financial systems, the Canadian
provinces were influenced, to a considerable extent,
by Great Britain and the United States. In the
days when mercantilist principles were the basis of
British colonial policy, the mother country had
largely controlled the commercial and fiscal policies
of British North America. She had regulated
shipping and navigation; she had imposed and
collected customs duties; she had managed the
natural resources and appropriated the casual and
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territorial revenue; and, finally, she had imposed
upon her American colonies the system of civil
government and the standard of public remunera-
tion which appeared to her most suitable. The
practices of colonial finance had developed under
this tutelage; and even after 1850, when Great
Britain had abandoned her mercantilist principles
and renounced her controls, the remnants of the
old connection remained and new financial links
were forged to replace those which had disappeared.
The colonies, whatever the extent of their local
autonomy under responsible government, were still
parts of the empire; and the maintenance of the
imperial tie continued, though in a lesser degree,
to affect the functions of colonial government.
Banking houses, such as Baring Brothers & Com-
pany, and Glyn, Mills & Company, supplied the
guidance and control which the Treasury officials
had once exercised. British investors contributea
the funds for development which had come more
sparingly in the past from the imperial exchequer.
And finally, that respectful admiration for the
mother country, which the colonials retained during
the whole period of imperial disintegration, served
to deepen their regard for the theories of British
public finance.

The functions of government, as they were under-
stood in a mature country like Great Britain, did
not, of course, provide a satisfactory pattern of
action for British North America. But, at the same
time, the imperial responsibilities which Great
Britain continued to perform indirectly affected
the appropriation of colonial funds. The large
totals of the British naval and military expendi-
tures supplied a partial explanation of the rela-
tively small amounts which the colonies had been
accustomed to appropriate for defence. In the days
of the old empire, defence had been regarded as
primarily an imperial concern; defence remained
the chief imperial burden borne by the British
taxpayers after the differential duties on colonial
products had been abolished. It is true that, during
the uncertain years of civil war and reconstruction
in the United States, the northern colonies had been



obliged to spend much larger sums than usual on
their militia; but these expenditures, great as they
were, were not nearly so heavy as those which the
dangers of the period would have persuaded inde-
pendent states to make. In the fiscal year 1866-7,
the garrisons which Great Britain maintained in
the Province of Canada cost the imperial exchequer
£864,000,1 a sum about three times as great as the
$1.4 million which, in the same fiscal year, was
expended by Canada on its provincial militia. So
far as the ancient function of military protection
was concerned, the colonies were dependencies
rather than autonomous states.

The theories of British economists and the
practice of British statesmen constituted an even
more important factor in the reorganization of
colonial finance. When British control had been
removed, the force of British example lived on;
and, for the quarter century before Confederation,
there was every reason why British Americans
should follow the changes of imperial fiscal policy
with the closest attention. From 1842, when Sir
Robert Peel introduced the first of his commercial
reforms, to 1866, when Gladstone presented the last
of his great series of budgets, the whole British
fiscal system had suffered a series of revolutionary
changes. An attempt, by means of a new commer-
cial policy, to increase the productivity and wealth
of the country by cheapening all the essential articles
of its production and consumption may be regarded
as the central purpose of this revolution. Its
objective was the advancement of material progress
and the reconciliation of class disputes. The Glad-
stonian budget, as the Frenchman de Broglie said,
was not “a machine for getting money to pay the
Army, the Navy, the Court, the Clergy and the
public creditor ” but “a means of civilization and
progress.” And, as will be seen, the prestige of this
British program was to have potent effects upon
the minds of some outstanding colonial financiers.

The methods by which the objective was achieved
also provided instruction for the colonies. In
popular estimation, the shift from protection to free
trade involved a shift from indirect to direct tax-
ation; but Gladstone himself declared that “ there
cannot be a grosser delusion than the supposition
that the work of Parliament has been to
destroy indirect taxation.”2 Indeed, the Chancellor
of the Exchequer once likened the two forms of
taxation to two attractive and equally well-dowered

1C. P. Stacey, Canada and the British Army, 1846-1871,
A Study in the Practice of Responsible Government (London,
1936), p. 202. _

2F. W. Hirst, Gladstone as Financier and Economist (London,
1931), p. 209.
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sisters, “ the one being more free and open, and the
other somewhat more shy, retiring and insinuating,”
to both of whom he found it not merely permissible,
but desirable, to pay his addresses. The income tax
had no permanent, inherent value; but it possessed
an immediate and beneficial use, and it was to be
employed to assist the country in its great work of
commercial reform. The protective and differential
duties of the past were removed; but the duties on
foreign articles of general consumption, on sugar,
tea, coffee, wines, currants and spices, were retained.
The revenue from customs was as great in 1866
when Gladstone had completed his labours as it
was in 1841 before Peel had commenced his re-
forms; and the customs and excise taxes, during the
whole period of the changes, produced at least two-
thirds of the tax-revenue of the country.3 The
various means of raising revenue were to be em-
ployed impartially; the burdens as well as the
benefits of the fiscal system were to be impartially
distributed. And the use of empirical methods to
carry through a great program of material advance-
ment possessed, for certain colonists, a remarkable
appeal.

There is no doubt that the reforms of Peel and
Gladstone awakened excited and often indignant
interest in the British North American colonies.
There is equally no doubt that they exerted con-
siderable influence on the best colonial minds. The
repeal of the Corn Laws had aroused almost
unanimous disgust in Canada; but once the old
mercantile system had been abolished, once the
tangle of navigation laws and differential duties
had been swept aside, British North Americans
settled down to a fairly calm and dispassionate
examination of the problems of fiscal change. The
competition between what Galt called the “ Ameri-
can” and the “Xuropean” systems of public
finance, which was only ended by the adoption of
Macdonald’s National Policy, began back in the
1840’s; but for some time the controversy was not
projected into the arena of party politics.4 For
some years, it continued as a rather academic dis-
cussion carried on by the newspapers and a few
associations. Joseph Howe’s speech in favour of
free trade, which he made when the issue was up
in Nova Scotia during the early 1850’s, illustrated
the influence of English policy. But Galt carried
English ideas into the practical conduct of Cana-
dian finance. The flexibility with which he adapted
Gladstonian methods and the steadfastness with

8J. F. Rees, A Short Fiscal and Financial History of England,
1815-1918 (London, 1921), pp. 232-3.

40. D. Skelton, The Life and Times of Sir Alewander Tilloch
Galt (Toronto, 1921), p. 273.
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which he pursued the objective of material expan-
sion and national wealth, earn him the right to
be considered one of the greatest of Canadian
financiers.

The influence of the American fiscal system was
very different. British theory helped to determine
the general objectives of the state in British North
America and its main sources of revenue: American
custom helped to decide the more particular objects
of British North American expenditure. The
American federal government, though its activity
was at first questioned on constitutional grounds,
had expended enormous sums on developmental
projects. The states had built great works like the
Erie canal and had subsidized railways heavily.
It was the completion of the Erie which had in-
tensified the demand for the improvement of the
St. Lawrence; it was the construction of the north-
ern American railways which had forced Canada
prematurely into the vast undertaking of the Grand
Trunk Railway. In all these matters, of course,
American enterprise simply strengthened the de-
mand for public improvements which grew natur-
ally in British America, as everywhere else on the
continent. But even in the methods by which the
state made its contribution to the advance of
material progress, the northern provinces tended
to follow the United States. Like the American
states, Canada built its own canals but merely sub-
sidized commercial railway comipanies. Under the
leadership of Joseph Howe, the Maritime Provinces
departed most seriously from American example in
extending the principle of public ownership to
railways.

The federal American taxing system and the pur-
poses which it was obviously designed to subserve
did not inspire imitation in British North America
to the same degree. Up to 1860, the American
fiscal system differed profoundly from that of the
British. The internal revenue taxes, which formed
such an important element in the British system,
had been abolished in the United States at the con-
clusion of the War of 1812;5 and for more than a
generation excise taxes on spirits and beer, which
were among the favourite items of internal revenue
taxation in KEngland, were entirely unknown in
the republic. Since 1846, there had been no customs
duties on tea and coffee; the duties on sugar were
extremely low; and the articles of common con-
sumption not produced in the country, upon which
free-traders like Gladstone relied for revenue,
escaped taxation entirely in the United States.6

SR Dewey Financial History of the United States (New
York, 1922), p.

6 I'bid., pp. 251 276

These facts had an important, though a negative,
influence on public finance in British North
America. It was impossible for Canada to follow
British practice thoroughly, when its boundary
marched with that of a great republic where
British practice had been largely rejected. The
imposition of adequate duties on foreign articles of
general consumption would have invited both popu-
lar criticism and general evasion of the duties by
smuggling.” It was only during the Civil War,
when the necessity of the struggle forced the United
States to increase its internal revenue taxes by the
imposition of all kinds of excises and sales taxes,
that what appeared to be a virtual prohibition,
imposed by the United States on Canada, was
removed.

The absence of excise taxes and duties on tea,
coffee and sugar increased the dependence of the
United States on the revenue it derived from the
tariff on manufactured goods. The United States
was regarded in Canada—and, on the whole, justly
regarded—as a country which had adopted a
frankly protective system. It is true that the con-
troversy between southern free-traders and north-
ern protectionists had declined during the period
1846-56; it is true that during the same period the
rates of customs duties had been sensibly dimin-
ished. But the Morrill Tariff of 1861, which had
been framed by a protectionist, imposed duties
higher than any which existed in British North
America, as Galt was able to prove with ease; and
the revisions of 1862 and 1864 merely increased the
rates.8 These high tariffs, in which protectionist
influences were conspicuous if not dominant, were
viewed with greater respect by some Canadians
during the depression which succeeded 1857. In
1857, a committee of the Canadian legislature advo-
cated protective principles for Canada.? In 1858,
the Association for the Promotion of Canadian
Industry, with Isaac Buchanan of Hamilton as its
moving spirit, approached the Macdonald-Cartier
government, requesting legislative support for their
program;10 and protective principles may be dis-
cerned in the Cayley-Galt tariffs of 1858-59. But
though Galt was originally a protectionist, his con-
version to principles which were more Gladstonian
in character appears to date almost from the be-
ginning of his tenure of office; and these principles
are exhibited in his fiscal policy as a whole, if not
in his first tariff of 1859.

7 Speech of the Hon. A. T. Galt, Minister of Finance of Canada,
on introducing the Budget of 1862. ... (Quebec, 1862), p.

8 Dewey, Financial History of the United States, pp. 301 4,
9 Province of Canada, Sessional Papers, 1857, appendix 47.
10 Skelton, Life and Times of Galt, pp. 269-70.



In these various ways, therefore, the fiscal policies
of British North America were subjected to influ-
ences from Great Britain and the United States.
But, at the same time, the northern provinces could
not, and did not, follow with exactitude the lines of
development which either of these two great coun-
tries had marked out. Public finance in the colonies
had to serve British North American interests and
cater to British North American prejudices; and,
" in certain ways, these interests and prejudices were
distinctive. Resistance to direct taxation was
almost equally strong in Lower Canada and the
Maritimes; but, on the other hand, the demand
that the state should take an active part in pro-
vincial development was imperative throughout
British North America. Even more perhaps than
in the United States, public finance was looked
upon as the link which would maintain the essential
connection between government on the one hand
and industry and expansion on the other. The
obstacles imposed by geography and political
boundaries, coupled with the insufficiency of popu-
lation and private capital, had placed, and con-
tinued to place, upon the governments of British
North America a peculiarly large part of the burden
of providing communications and promoting pro-
vinecial prosperity.

Yet, though the treasuries of British North
America had assumed comparable burdens, and
though they were all, of necessity, dedicated to the
task of provincial development, the functions of
government differed from province to province.
The geographical setting, the economic and social
development of the various provinces explain, in
large measure, these discrepancies; but they are
also to be attributed, in part, to differences in the
level of political development. Manitoba had en-
joyed no separate political existence at all before it
became a province of the Dominion in 1870. Van-
couver Island had been established only in 1849,
the mainland colony of British Columbia in 1858;
and the united colony of British Columbia had
been brought into existence in 1866, only a year
before Confederation. The sudden creation of top-
heavy administrative systems brought trouble to
these thinly populated communities; but, in the east
as well, there were weaknesses in the organization
of government which help to explain some of the
problems of public finance. The Province of Can-
ada had assumed relatively heavier burdens of
general development; but, in partial recompense,
she was spared some of those parochial tasks which
the provincial governments of the Maritimes were
still obliged to carry out.
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At the end of the 18th century, the local govern-
ment of the Canadas had not differed materially
from that of the Maritime Provinces. In both
regions, the provincial authorities succeeded in im-
posing the more undemocratic of the two systems
which had existed in the thirteen Colonies before
the Revolution. One of these two systems, the
New England type of local government, had been
distinguished by the prominence of the township,
with its town meetings and popularly elected
officials; the other, the Virginia type, had been
characterized by reliance on the county organiza-
tion, with appointed sheriffs and justices of the
peace. In Upper Canada, as in Virginia, authority
in local affairs was for a long time entrusted to the
justices of the peace, meeting in the Courts of
Quarter Sessions; but the demand for more demo-
cratic municipal institutions was strongly voiced,
from the beginning of the history of the province,
by Loyalists who came from colonies where the New
England type of local government had obtained.11
The agitation for municipal self-government,
though its conquests were few in the early decades
of the 19th century, was repeatedly renewed. In
the 1830’s, a number of Upper Canadian towns were
incorporated and their affairs entrusted to the man-
agement of elective boards; and, with the support
of Lord Durham and Lord Sydenham, this system
of municipal self-government was soon extended to
the whole of the new, united Province of Canada.
In 1841, under Sydenham, the District Councils
Bill cautiously introduced the elective, representa-
tive principle; and by the Baldwin Act of 1849, a
complete system of democratic municipal institu-
tions was established in Canada West. In Canada
East, where direct taxation for municipal purposes
was extremely unpopular, the introduction of local
self-government was not quite so rapid; but the
statute of 1855, which differed only in detail from
Baldwin’s act, finally established a democratic
municipal system in the eastern part of the prov-
ince.12 In both sections of Canada the new muni-
cipalities were empowered to levy rates for a
variety of local purposes and to borrow money for
certain specified local works.

In the Maritime Provinces, municipal institu-
tions had not attained this maturity. The two
regions had commenced their history with similar
systems of local administration; but, whereas the
pressure for the elective principle was strong and
persistent in Upper Canada, it was weak and fitful
in the Maritimes. At the time of Confederation,

i; ganada and Its Provinces, vol. 18, pp. 405-28.

Weir, Municipal Institutions in the Province of

evuebeo .(Uliiversity of Toronto Studies, History and Economics,
ol. 2, No. 5).
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there was no system of municipal government in
Prince Edward Island and the needs of the local
communities were a charge upon the provinecial
legislature. In Nova Scotia and New Brunswick, a
few towns and counties had been incorporated and
entrusted with the management of their own
affairs; but the main business of local government
still developed upon the justices of the Courts of
Sessions and the grand juries.13 It is true that
statutory road labour and taxes on real and per-
sonal property for local purposes had been author-
ized in the Maritimes as well as in Canada. It is
true that the upkeep of by-roads, the maintenance
of the poor and the support of education were
recognized, in the Maritimes, as burdens which
ought in part to be laid upon the localities. But
the almost complete absence of municipal institu-
tions left the structure of local government too
rudimentary to bear a very heavy weight of local
business; and there seems no doubt that the Mari-
time governments were obliged to give greater
financial assistance to the local communities than
was customary in Canada. In 1866, municipal
expenditures in the Province of Canada amounted
to about $5-4 million, the bulk of which was
expended in Canada West; and it is evident that
disbursements made by local authorities in the
Maritime Provinces would be very small in com-
parison with this.
II

The costs of the chief functions of government
in British North America on the eve of Confedera-
tion are set forth in the following table:—

TABLE No. 1

Expenditures—Current Account—B.N.A. Provinces—Fiscal years ended 1866
(Source: Public Accounts of the B.N.A. Provinces)

Prov. of Total
—— ol N.S. N.B. PEIL | B.C.(") | proy.
(8 000) (8000) (8000) (8000) (8000) ($000)
Debt Charges....... 3,711 309 358 18 102 4,499
Justice, Legislation
and General Gov-
ernment.......... 3,235 351 217 54 256 4,113
National Defence... 1,641 145 151 £ ) bonoasopos 1,970
Sub-Total....... 8,587 805 726 105 358 10,582
Transportation...... 952 490 213 48 76 1,779
Public Domain and
Agriculture....... 256 85 16 18 boocooeoss 371
Sub-Total....... 1,208 575 229 61 76 2,150
Public Welfare...... 340 101 44 8 11 505
Education.......... 583 156 116 47 ®) 902
Sub-Total....... 923 257 160 55 11 1,407
Post Office and
HeE o cveens 972 105 131 22 35 1,264
Sinking Fund....... D3 e thace) HaaaBo SHOAb0nR00 30 155
Grand Total.... 11,815 1,742 1,246 245 510 15,558

2;) Fiscal year ended in 1869. X
) Education included with Justice, Legislation and General Government.

18' W, C. Murray, Local Government in the Maritime Provinces
I(‘I’Utxii\sersit;y of Toronto Studies, History and Economics, Vol. 2,
0.

Undoubtedly, government services and expendi-
tures had increased during the course of the
century; but public finance had far from attained
the place of importance which it now holds in the
Canadian economy. At the present time, total
government expenditures amount to a little less
than one-third of the national income, while the
proportion in 1866 was probably no more than
one-fifteenth. The total value of the exports of
British North America in 1866, and of the
Dominion at the present time, provide the basis
for another comparison by which the changing
relative importance of public finance may be
illustrated. In British North America, during 1866,
government (including municipal) expenditures
amounted to slightly less than one-third of the $70
million at which the total exports of the provinces
were valued; but, at the present time, total govern-
ment, expenditure in Canada is approximately equal
to the total value of the exports of the Dominion.
Finally, the per capita figures of current government
expenditure supply another method of measuring
the relative importance of pre-Confederation public
finance.

TABLE No. IT
Per Capita Expenditure—Current Acctiggng)?'.N.A. Provinces—Fiscal Years ended
a

Prov.of | ng | NB. | PEL | BC.v | Total

- Canada Prov.
H $ $ $ $ $
Debt Charges....... 1-40 -85 1-32 -20 3:00 1-32

Justice, Legislation,
General Govern-|
ment and National
Defence........... 1-84 1-36 1-36 99 7-53 1-79

Transportation,
Public  Domain

and Agriculture. .. 46 1-58 -85 -69 2.24 -63
Public Welfare and
Education........ 35 71 -59 63 +32 (°) -41
Other Tl n i n. 41 29 -49 25 1-91 42
Grand Total.... 4-46 4-79 4-60 2-78 | 15-00 4.57

(») Based on official estimates of the population for 1867.
(b) Fiscal year ending 1869. .
(¢) Education included with Justice, Legislation and General Government.

Including the disbursements made by municipali-
ties, which were important chiefly in Canada West,
total government expenditure in 1866 may be esti-
mated at $6 per capita; while, at the present time,
total current expenditures of the Dominion, the
provinces and the municipalities amount approxi-
mately to $90 per capita. It is apparent, however
rough the estimates upon which comparisons must
be based, how relatively unimportant was the place
of public finance in the pre-Confederation economy
of British North America.

The functions of government had developed
rapidly in British North America during the 19th
century. They had grown, as has been shown, in
response to local demands and under the stimulus



of external influences. Historically the earliest
duties of government in the northern colonies were
those which had been esteemed legitimate according
to the negative 18th century view of the state.
But with the beginning of the second quarter of
the 19th century, with the introduction of the new
forms of steam transport, the demand for public
works began to increase; and, by the time of
Confederation, the burden of provincial develop-
ment had come to be the chief financial responsi-
bility resting upon the British North American
provinces. The weight of this burden should be
estimated, not only from the payments made on
account of transport, agriculture and public
domain, which were charged to current expendi-
ture, but also from the much greater sums devoted
to canals and railways, which were charged to
capital and constituted the great bulk of the public
debt. The costs of the developmental program
equalled or exceeded the charges for justice, govern-
ment and defence, and completely surpassed the
expenditures for education and public welfare.

TABLE No. IIT

Percentage Distribution of Expenditure—Current Account—B.N.A.
Provinces’ Fiscal Years ended 1866.

Prov. of Total
—_— Chnada N.S. N.B. P.EI | B.C.(®» Prov.

Debt Charges....... 31 18 29 of 20 29

Justice, Legislation,
General Govern-
ment and National
Defence. ......... 41 28 30 36 50 39

Transportation,
Public  Domain

and Agriculture. . . 10 33 18 25 15 14
Public Welfare and
Education. ....... 8 15 13 22 2 (b) 9
Other............... 10 6 10 9 13 9
Grand Total.... 100 100 100 100 100 100

a) B.C. Fiscal Year ended in 1869.
) Education included with Justice, Legislation and General Government.

The administration of justice, the support of civil
government, and the provision of defence were the
three accepted and traditional functions of govern-
ment which, in the early days, had consumed most
of the time and the money of the provincial
administrations. With the growth of the provinces
and the increasing complexity of their economic
and social life, the cost of justice, legislation and
general government had slowly increased. In
British Columbia, where the union of 1866 had not
been followed by a radical reorganization of the
expensive administrative systems of the two united
provinces, the cost of justice and general govern-
ment amounted in 1869 to one-half of the total
current expenditure. In Canada, during 1866, it
did not greatly exceed a quarter of the total ex-
penditure; and in the Maritime Provinces, where
justice was administered much more cheaply, the

83134—5%
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charges of general government constituted a less
severe drain on the provincial treasuries. On the
whole, the expenses of these traditional and essen-
tial services were relatively stationary from year to
year; and it was the augmented cost of defence
which provided the most significant change in this
class of expenditure in the period immediately be-
fore Confederation. In 1862, Galt could assert that
the advantageous position which Canada occupied
“arises in great part from our not having been
required to make provision for the maintenance of
an army and navy.” But, by the middle sixties,
despite the rapid increase in the imperial forces in
British North America, this condition had com-
pletely changed; and in 1866, Galt was endeavour-
ing to explain an expenditure for militia “ which is
very much larger than the Parliament of Canada
has ever before been called upon to vote.” The
bellicosity of the United States, the incursions of
the Fenians and the evident reluctance of Great
Britain to carry on its old role of protector placed
the colonies in a completely novel position. In
1866, the year which witnessed the principal at-
tempts of the Fenians against the provinces, Can-
ada’s charges on account of the militia and volun-
teers amounted to 14 per cent of total expenditure.
In New Brunswick and Prince Edward Island,
though not in Nova Scotia, the percentage of total
disbursements appropriated to defence did not differ
greatly from that of Canada.

Alongside of these ancient duties of organized
civil society, another function of government, of
peculiar importance in North America, had de-
veloped with great rapidity in the British colonies
during the course of the 19th century. To provide
communications and transport services by which
the provinces could be developed and their pros-
perity increased, was a task so great that the pro-
vineial governments were of necessity called upon
to assume a large part of the burden; and, during
the first half of the 19th century, the philosophy of
“public improvements’” made very rapid progress
among colonial populations which were otherwise
still addicted to negative views of the state. The
spheres of government activity might be limited in
number; but, within the field of provincial develop-
ment, the powers and, indeed, the obligations of the
state, were practically without bounds. The gov-
ernment was expected to quicken the pace of
progress, to hasten the business of exploitation, to
throw open the avenues of provincial expansion to
the coming of men and the movement of goods.
The government, in popular estimation, became a
kind of super-corporation, whose expenditures
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could alone set free the energies of innumerable
promoters and subsidiary organizations. Nothing
is more interesting in colonial administrative his-
tory than the manner in which the limited 18th
century systems of administration, set up under
British influence, were gradually altered under the
pressure of this typical North American demand.
During the whole history of the province of Upper
Canada as a separate political unit, the construe-
tion of canals had to be entrusted to committees of
the legislature, for such business did not come under
the control of any department of government then
in existence. It was only following the union of the
two Canadas in 1841 that a provincial board of
works was established; and from that time the pro-
gram of development was carried forward with great
energy.

It was Alexander Tilloch Galt who explained and
justified this new function of government, as it had
developed in Canada, with a conviction of mind
and an amplitude of argument which were almost
Gladstonian. His object was to increase his
country’s production, to augment its wealth, to aid
in its expansion; and public finance, itself a heavy
and unwieldy burden, was to be the instrument by
which other burdens of greater national consequence
might be lifted. The country had put the money
it could collect and borrow into lighthouses,
harbours, canals, ship channels and railways.
“All these improvements,” said Galt, “have been
undertaken with the two-fold object of diminishing
the cost to the consumer of what he imports, and
of increasing the met result of the labour of the
country when finally realized in Great Britain . . .”14
The increased national debt, the heavy interest
charges and the resultant rise in taxation were
legitimate burdens far outweighed by the benefits
which, through their instrumentality, had been
diffused through the whole country and through
every class of the population. “It is thus clear,”
said Galt, “if the productive power of the country
has been largely developed, and the fruits of the
soil realize better prices, the public improvements
we have undertaken have been of the greatest
possible benefit to the country. . .. It is too often
supposed that our canals and railways and other
public improvements cost much and yield nothing
to the public exchequer; consequently, that they
are heavy, unproductive burthens. Sir, there never
was a greater fallacy. It is those improvements
which, in a great measure, have been the source of
the progress of the country.”15

14 Province of Canada, Sessional Papers, 1862, No. 23.
18 Galt, Budget Speech, 1862, pp. 11-2.

In Canada, as in other parts of British North
America, the problem of development, as it was
assumed by the state, really meant the problem of
transportation. The upkeep of the local roads in
Canada was largely borne by the municipalities;
the provincial government limited itself to giving
assistance and to financing transport projects in
outlying parts of the Province, such as the coloniza-
tion roads in northern Upper Canada. The expen-
diture, on current account, for transportation in
Canada was relatively lighter, therefore, than it
was in the Maritimes; and the special features of
the Canadian developmental program were the
enormous sums, charged to capital, which the
government had expended on really national public
works. In the provincial balance sheet of 1866,
there was recorded a capital expenditure of $18.5
million for canals and ship channels and a grand
total of $27.0 million for public works as a whole.
In addition, the Canadian government had heavily
subsidized important projects for which it did not
assume direct responsibility; and the sums granted
to municipalities, to railway and canal companies,
bulked even larger in the provincial balance sheet.
In June 1866, the loans to the Grand Trunk Rail-
way totalled $15.1 million; and on this, and on
the smaller loans to the Great Western and the
Northern Railway, millions of dollars of unpaid
interest had accumulated.

Expenditure on provincial enterprises and lavish
grants to commercial companies did not, however,
exhaust the list of the Canadian government’s con-
tributions to provincial development. In addition,
the Province had succeeded all too well in enlisting
the assistance of the municipalities in the great
work of material expansion and progress. The
municipal loan fund project, which was to increase
the Canadian debt and to bedevil the Canadian
accounts for the next twenty years, was an am-
bitious scheme which originated in the fertile brain
of Francis Hincks. The Municipal Loan Fund of
Upper Canada was established by statute in 1852;16
the Municipal Loan Fund of Lower Canada was set
up two years later, in 1854. The purpose of the
Municipal Loan Funds was, as Galt explained later,
to enable the municipalities “to secure on their
united credit loans on better terms than they could
obtain as individual borrowers ”’;17 and these loans
were to be used for the encouragement of railways
and for the construction of certain public works.
By the Statute of 1852, no limitation was placed
either upon the loans of the individual municipali-
_1“—13-1-. B. Wood, Report on the Municipal Loan Fund, Province

of Ontario....(Toronto, 1872).
11 A, T. Galt, Canada: 1849 to 1859 (London, 1866), p. 34.



ties or upon the total amount of the fund; but the
Act of 1854, which created the Lower Canada
Municipal Loan Fund, limited each fund to
£1,500,000 and restricted the amount which might
be loaned to any municipality to a sum not exceed-
ing 20 per cent of the aggregate valuation of the
property affected, as recorded in the last assessment
roll. The municipalities were required to pay in-
terest at 6 per cent per annum and sinking fund at
2 per cent per annum on the amount of their bor-
rowings; and on the strength of this security, the
fund at first issued its own debentures which were
purchased both in Canada and England. The
Province, in the first place, acted merely as trustee
and did not formally pledge the general revenue for
the payment of either principal or interest. But
the funds were managed by the Receiver General
of Canada; and by provincial legislation he was
empowered to require the municipalities to make
provision for interest and sinking fund payments.
And this provincial sponsorship of the undertaking
was interpreted in London as a virtual guarantee.

It was the boom period and the municipalities
entered into the scheme with more enthusiasm than
discretion. An Act of 1859 practically stopped
borrowing by Upper Canadian municipalities and
limited further loans to Lower Canadian munici-
palities to $400,000; but, long before this, very
heavy sums had been loaned and, in the end, the
total capital indebtedness of the municipalities
amounted to $7-3 million for Upper Canada and
$2-4 million for Lower Canada. The two sections
of the Province differed, not only in the amounts
of their loans, but also in the purposes for which
they had expended them. The Upper Canadian
municipalities, through loans and purchases of
stock, had invested $5-9 million in railways; the
remainder of their borrowings, or $1-4 million, had
been spent in various local improvements. The
Lower Canadian municipalities, adopting a rather
different course, had expended only $955,000 for
railways and $1-4 million for local works.18

It was the depression of 1857 which broke the
back of this ambitious scheme. The municipalities
began to default; and from that day on, a great
many of them continued to do so, despite efforts
of the Province to collect the money. On June 30,
1866, the arrears of interest amounted to $3:2
million for the Upper Canadian municipalities and
$496,000 for the Lower Canadian municipalities.
The Province, though it had originally assumed no
formal obligation, was unwilling to see the credit

18 The tl_r{unicipal Loan Funds and the Hospitals and Charities
of the Province of Canada (Quebec, 1864), pp. 4, 38.
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of the country suffer by the default of the fund;
in 1859 it took over the entire indebtedness and
issued provincial bonds at 5 per cent which were
accepted by the shareholders at par in exchange
for the original debentures. The Province, there-
fore, through municipal expenditures which had been
authorized by provincial statutes, had incurred
additional and heavy liabilities for material
development; and, from 1857 on, it made various
ineffectual attempts to persuade or to coerce the
municipalities to honour their obligations. The
Municipal Loan Fund Act of 1859 imposed
stringent regulations upon the municipalities for
the payment of their interest. In Upper Canada
the defaulting municipalities were punished by the
provision that their share in the Municipalities
Fund (Clergy Reserve Moneys) should be merged
in the general fund and distributed to those muni-
cipalities which had not borrowed from, or had not
defaulted to, the Municipal Loan Fund of Upper
Canada. But, despite these efforts to exact pay-
ment, the Province of Canada ended its existence
in 1867 with about ten millions of dollars worth of
unrealizable assets in municipal loans.

The other provinces had adopted very different
policies for providing improved transport and
hastening development. In British Columbia, as
well as the Maritimes, charges for transportation
constituted a larger percentage of total current
expenditure than in Canada. The Maritime Prov-
inces had not sponsored so many great provincial
undertakings; but, on the other hand, they had
been obliged to shoulder a greater proportion of
the burden for local public works such as roads;
and these outlays had usually been charged, not to
capital, but to current expenditure. In the fiscal
year ending in 1866, Nova Scotia had actually
expended 28-1 per cent of its current revenue on
various transport services; and the corresponding
percentages for the other provinces, though lower
than this, were appreciably higher than that for
Canada. In the Maritimes, these payments con-
stituted a regular, annual charge; but, in addition,
the lower provinces assumed certain special obliga-
tions for transport which grew steadily heavier as
Confederation drew near. They went into the
business of provincial railway building, and, not
content wth this, they agreed to pay substantial
subsidies to commercial railway companies. In
Nova Scotia, $5:3 million had been expended on
the provincial railway at the close of the fiscal year
in 1866; but the Pictou branch, which was then
under construction, would necessitate further large
capital expenditures and the subsidy promised to
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the Windsor and Annapolis Railway, in its
capitalized form, would amount to $1-1 million.
In New Brunswick, the European and North
American Railway, which was a provincial prop-
erty, had cost the Province $4-5 million at the
close of the fiscal year in 1866; but again, as in
the case of Nova Scotia, additional liabilities, on
account of subsidies to various commercial railway
companies, amounted to $1-9 million by June of
the following year. Of all the provinces, Prince
Edward Island was the last to enter an ambitious
program for improved provincial transport. Her
adventures in railway building came after, not
before, Confederation. Her liabilities, which had
been inconsiderable in 1867, amounted, on June 30,
1873, to $4:1 million. Over half her debenture
debt had been incurred for railway construction;
and her capital liabilities, including future pay-
ments under contracts for the Prince Edward
Island Railway, amounted to $2-0 million.

The cause of provincial development and, in
particular, the burden of improved transport, had
thus become the greatest single responsibility of
government in British North America. In impor-
tance, it completely overshadowed the older fune-
tions of justice, defence and civil government; i
almost completely obscured the modest presence of
that novel function, the responsibility for social
welfare. In both Canada and the Maritime Prov-
inces, the activities of government, as an agency for
social welfare, were comparatively new and ex-
tremely limited. These limitations were due in
part to the popular conception of the role of gov-
ernment and in part to the nature and number of
the welfare problems which called for solution. The
economies of British North America were, on the
whole, expanding economies, in which the poverty
and dissatisfaction of the established settlements
could find a temporary solution on the frontier.
This, at any rate, was the conviction of contem-
porary British North Americans; and the faith in
the inexhaustible opportunities of North America
was general and deep-rooted. Joseph Howe was
astonished and distressed by the poverty and un-
employment which he found in England; but, to
him, that poverty was an argument, not so much for
social amelioration in England, as for English emi-
gration to North America.1® North America was
the cure for the ills of Europe; and for the ills of
North America, North America was its own cor-
rective—if only it were properly developed and
amply provided with settlers. It was not direct

A. Chisholm, The Speeches and Public Letters of Joseph
Eowe (Hahfax, 1909), vol 2, p. 85.

expenditure for public welfare, but expenditure for
provincial development which was expected to cure
the distresses of society.

These convictions in respect of public welfare,
which British North Americans derived from their
faith in the new continent, were strengthened by
theoretical considerations as to the nature and pur-
pose of government. The principles of laissez-faire,
though in one important respect they had been
undermined, still governed the political philosophy
of British North America. For most people in the
colonies, good government was little government—
simple, inexpensive and non-interfering govern-
ment. In Canada, the new factories went without
regulation; the new railways were permitted to fix
their own rates.20 And just as government was
reluctant to control these beneficent agencies of
progress, so it showed no disposition to assist dis-
tressed industries or to come to the rescue of a
people disheartened by a general slump. The gov-
ernments of British North America had no remedial
program for the depression of 1857. The troubles
of agriculture in central and eastern Canada, recur-
ring periodically in the decades from 1830 to 1860,
were investigated by different legislative commit-
tees; but nothing material was ever done to provide
relief.

Even in the case of individual misfits and failures,
the governments of British North America were
reluctant to assume burdens. Relying upon private
enterprise, they relied equally upon private charity.
By 1867, all the provinces had established provincial
institutions for the insane, though even in as mature
a province as Canada, the establishment was
scarcely twenty years old.21 New Brunswick,
though not Canada and Nova Scotia, had set up a
permanent board of public health. For the poor
and disabled, for the aged and the orphans, govern-
ment had been content, for the most part, to rely
upon the agencies which private charity had already
created. There were, especially in Canada, a great
number of these institutions, supported by munici-
palities, nationalist societies, religious groups and
fraternal organizations; and the assistance of gov-
ernment took the form of subsidies which in Can-
ada, before Confederation, were paid to over forty
hospitals, orphanages, homes of refuge and houses
of industry. In the fiscal year ending in 1866,
Canada’s payments on account of public welfare
amounted to only 13 cents per capita of the popu-
lation and constituted only 2:9 per cent of total

200G, P. de T. Glazebrook A History of Transportation in
Canada (Toronto, 1938), p. 176

218, P. Day, English Amerwa, vol. 1, pp. 129-34.



expenditure. In British Columbia, the costs of
public welfare in 1869 formed an even smaller
percentage of total provincial outlay; but the
Maritime Provinces, as in everything which touched
the needs of their local communities, were obliged
to pay more heavily for relief.

The reliance upon private charities was so in-
stinctive that people often disputed the right of
government to assume new social obligations, or
looked forward confidently to a time when its
existing social duties would be reduced. In 1864,
there was a dispute in Saint John over the projected
founding of an “ industrial school,” for the reclama-
tion of the “youthful depraved.” “The people,” wrote
the editor of the Saint John Morning News, “‘ seem to
wait for the Provincial authorities, and they in turn
consider that here, as in other places, philanthropy
should take the lead. Though we believe
it to be the business of the state to provide for the
prevention as well as the punishment of crime, still
we think there are cases in which philanthropy
may step in and overcome difficulties which other
agencies find insurmountable. The matter under
consideration is a case in point.”22 Even Galt, in
a reasoned statement such as his Sherbrooke speech
on Confederation, was prepared to anticipate the
day when private charity would take up once more
that part of the burden of relief now borne by the
government. “Indeed he hoped the day would
come when these institutions would find support
from the individual liberality of the people rather
than from the votes of Parliament.”23

In all the provinees, the public support of educa-
tion had been regarded for some time as an impor-
tant and essential function of government. In this
matter, British North America had followed the
American rather than the English system. There
were, of course, privately endowed universities and
schools in both the Maritime Provinces and Can-
ada; but the great bulk of instruction was given
in the free common schools, supported in part by
the localities and in part by the provincial govern-
ments. The Upper Canadian educational system,
under the direction of Egerton Ryerson, had been
organized with systematic thoroughness; and, since
the middle of the century, public instruction in
lower Canada had been very greatly extended and
improved. A large part of the costs of this expen-
sive system could, in the Province of Canada, be
transferred from the provincial government to the

22 Morning News, August 31, 1864.

28 A. T. Galt, Speech on the Proposed Union of the British
?’slgz‘)h Ani%rwan Provinces, delivered at Sherbrooke....(Montreal,
, p. 15.
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municipalities; but in the Maritimes, the local
communities were unwilling and politically unfitted
to relieve the state of a comparable proportion of
educational costs. In 1866, Canada spent only a
little less than 5 per cent of its total disbursements
on education. In New Brunswick, the percentage
was nearly double that of Canada: in Prince
Edward Island, it was nearly four times as great.
Canada’s per capita payments on education and
public welfare were considerably lower than those
in any of the Maritime Provinces and only half as
great as those in Nova Scotia.

11T

In the first decades of the 19th century, the pro-
vincial governments had drawn their moneys from
a few sources, which, with the exception of customs
duties, had not been very remunerative. The fines
and seizures, the legal fees, licences and permits
were not unimportant items; and this fact illus-
trated, in still another way, the prominence of the
judiciary and the bureaucracy in the old provincial
governments. In these early days, the provinces
derived little revenue from sales of commodities
and services, for they had few to sell. The public
domain, the revenues from which were later sur-
rendered by Great Britain to the colonial legisla-
tures in return for the establishment of provinecial
civil lists, gave comparatively little promise of its
future value. The only important tax-revenues
were derived from import duties, which were estab-
lished almost with the constitution of the provinces
and which, right up to Confederation, constituted
the chief source of provincial revenue. The original
tariffs, of which that set up by the Quebec Revenue
Act of 1774 is a good example, bore most heavily on
foreign articles which enjoyed a fairly wide con-
sumption, such as spirits, wines, molasses, sugar,
coffee and tea. Upon manufactured goods, not
specially enumerated, there was at first in Canada
a general tariff of 23 per cent ad valorem; and, as
late as 1841, this general tariff had not been raised
higher than 10 per cent.24

As the provinces were settled, as their resources
were developed and their public works constructed,
the sources of revenue increased slightly in number
and altered perceptibly in relative importance. The
chief provincial revenues, as they stood on the eve
of Confederation, are set forth in the following
table:—

24 Skelton, Life and Times of Galt, p. 268.
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TABLE No. IV

Revenue—Current Account—B.N.A. Provinces—Fiscal Years
ended 1866

(Source: Public Accounts of the B.N.A. Provinces)

. Prov.of | Ng | NB. | PEL |B.C. x| Total

Canada Prov.

Taxes— ($000) ($000) (8000) (8000) ($000) (8000)
Customs.......... 7,328 1,226 1,037 166 345 10,102
15 T TR 1,889 [ branoonooms 1 4 1,899
Other Taxes...... A ononacos] bootmnssos 15 5 127
Sub-Total....... 9,324 1,232 1,037 181 354 12,128

Licences, Permits,
Fees, Fines and

Penalties.......... 281 7 9 4 61 362
Public Domain..... 903 129 108 20 19 1,179
Bales of Commo-|

dities and Services 1,131 153 166 11 94 1,556
Interest, Premium

and Discount..... 497 3 9 (il lbngoonoass 513
Other .o o iaee 36 17 Wi lassonsacses 1 58

Total Revenue ex.

Trust Funda.... 12,171 1,542 1,336 221 528 15,798

(*) British Columbia fiscal year ended Dec. 31, 1869.

It is apparent, from this table, that the provinces
of British North America had developed largely
similar revenue systems. Most of the provinces
had made no effort to impose direct taxation; only
the Province of Canada derived any considerable
revenue from indirect taxes, apart from customs
duties; and all the provinces were very heavily, if
not uniformly, dependent upon the proceeds of
the tariff. Except in British Columbia, where a
financially embarrassed government levied various
kinds of fees and exactions, the revenue from fines
and penalties, from licences, permits and fees, had
become generally insignificant. All the provinces
had established business enterprises and supplied
many more services than in the past; and all were
drawing greater revenues from their properties in
the public domain.

The percentage distribution of current revenues
in British North America on the eve of Confedera-
tion is given in the following table. These per-
centages indicate the relative importance of the
different sources of revenue in each province. They
also exhibit, in part, the differences which existed
between the revenue system of one province and
that of another.

TABLE No. V

Percentage Distribution—Revenue—Current Account—B.N.A. Provinces—Fiscal
Years ended 1866

Prov. of Total
= Conada | NS | NB. | PEL |BC.(® | pie

Taxes—

L Customs.......... 60 80 78 75 65 64
Excige....cco0000s 20 [lbssnsonoad pooonooood feoososoags 1 12
Other Taxes...... el | elelere o 7 1 1
Sub-Total......... 77 80 78 82 67 77

Licences, Permits,

Fees, Fines and
Penalties. ......... 7} lenaonoa06s 1 2 12 2

Public Domain..... 7 8 8 9 4 7

Bales of Commodi-
ties and Services.. 9 10 12 5 18 10

Interest Premium
and Discount..... L e 1 - G o 3

Other e S e oot ot o) Bt o e o ree
Total Revenue ex.

Trust Funds.... 100 100 100 100 100 100

(») British Columbia fiscal year ended Dec. 31, 1869.

Detailed comment on the fines, licences and fees
is unnecessary; but the various divisions in the
revenue from the public domain require some
explanation. Except in British Columbia, the
income from domain constituted an almost equally
important factor in the various provincial revenues.
There were, however, several main classes of natural
resources; and it was already apparent that while
certain provinces would derive revenue from all or
several of these, other provinces would be forced
to rely on one or two. Prince Edward Island, for
example, drew all its domain revenue from lands,
in the fiscal year ending January 31, 1866. The
discovery of gold in Nova Scotia and the growth
of its coal mining industry brought increasing
returns to the treasury in the shape of royalties,
rents and licences; but, on the other hand, Nova
Scotia derived nothing from its remaining forests
and almost nothing, directly, from its fisheries. In
New Brunswick, during the fiscal year ending in
1866, the lands and fisheries were less remunerative,
and the mines noticeably less remunerative, than
they were in Nova Scotia. The forests were the
greatest of New Brunswick’s natural resources; and
the bulk of her revenue coming under the general
head of public domain was derived from the sale of
timber limits and from the export duties on timber
which had replaced the older stumpage dues. In
the fiscal years ending in 1866, Canada drew only
3 per cent and New Brunswick over 6 per cent of
their total revenues from woods and forests.

By 1867, the provinces had considerably more
commodities and services to sell than they had had
in the early decades of the 19th century. From
Great Britain they had gained control of the postal
service; they had built canals, railways, steamboats,
lighthouses, wharfs, bridges and timber slides. These
services and business enterprises were, however, a
cause of loss rather than a source of profit; they
were, in fact, the channels through which the
provincial governments made their substantial con-
tributions to the progress and material development
of British North America. The costs of the postal
service exceeded the returns obtained from it. In
1869, the income from British Columbia’s road tolls
nearly equalled the current expenditure on roads
and bridges; but the revenue from coastal services
in both Nova Scotia and Canada was far from
meeting the current disbursements in aid of marine
transport. Small operating surpluses were derived
from the provincial railways in Nova Scotia and
New Brunswick, and possibly from the Canadian
canals; but these surpluses on operation did not,
of course, begin to pay the interest on the heavy
capital expenditures involved. In Nova Scotia the



provincial railways earned approximately one-
tenth of their interest charges in the eight years
1859 to 1866. The financial history of the New
Brunswick provincial railway, the European and
North American, was very similar; and, from 1859,
when the line was first opened, until the fiscal year
ending in 1866, the average earnings of the rail-
way amounted approximately to one-seventh of the
interest charges. These business enterprises, the
results of the developmental program, were, in
fact, a dead weight upon the provincial exchequers
of British North America.

In all the provinces the tax revenues still made
up by far the greater part of the provinecial income,
just as they had done in the early decades of the
19th century. Virtually all taxation was indirect.
Not a single province in British North America had
yet levied direct taxation upon incomes, and only
British Columbia and Prince Edward Island had
imposed direct taxation on lands. This failure to
employ methods of taxation which both Great
Britain and the United States had discovered to be
indispensable, was due in part to administrative
difficulties, for the provinces had not yet developed
either the machinery or the accounting methods
required for the collection of the income tax; but
it was due perhaps even more to the general preju-
dice which existed against direct taxation in any
form. It is true that, by the time of Confederation,
direct taxes on land and movable property, for
local or municipal purposes, had been applied in
both Canada and the Maritimes; but, except in
Canada West, such taxation was either relatively
new or relatively undeveloped. In the Maritime
Provinces, where local direct taxation had been
legal for generations, the revenue obtained from it
had never been sufficient to relieve the provinecial
governments of the large burden which they bore in
respect of education and local works; and in Canada
East, local taxes had been introduced only with the
establishment of municipal institutions in the
period following the union of 1841. As late as 1840,
when the special council of Lower Canada passed
an ordinance which for the first time established a
provincial system of municipal institutions based
on the elective and representative principle, there
sprang up a party called Les Eteignoirs or “the
extinguishers,” who attempted to render the ordi-
nance inoperative;25 and no small part of their
hostility may be attributed to the fear of the addi-
tional and novel taxes which were expected as a

25 R. 8. Weir, Municipal Institutions in the Province of Quebee
(Unisversig:2y) of Toronto Studies, History and Economics, vol. 2,
0. 3, p. :
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result of the operation of the law. Direct taxation
for municipal purposes had been of necessity ac-
cepted; but direct taxation for provincial require-
ments was still opposed. When they came to
devise their financial settlement, the Fathers of
Confederation discovered that this opposition was
insuperable. “Our friends in Lower Canada 2
declared George Brown in the Canadian Assembly,
“have a constitutional disinclination to direct tax-
ation. . The objection, however, was not con-
fined to Lower Canada—all the Lower Provinces
stood in exactly the same position.”26

Thus, since the imposition of direct taxes ap-
peared to be politically inexpedient, the provinces
were compelled to rely even more heavily upon the
tariff. Canada had, indeed, levied inland revenue
duties upon the manufacture of tobacco, beer and
spirits. British Columbia, Nova Scotia and Prince
Edward Island had imposed similar excises on their
domestic productions. But, except in Canada,
where excise duties returned considerable sums to
the treasury, the revenue from these taxes was
extremely small. The duties on imports were over-
whelmingly the most productive of all forms of
taxation in British North America; and even Can-
ada, which of all the provinces was least dependent
upon customs, derived 60 per cent of its total
revenue therefrom. Both Nova Scotia and New
Brunswick drew about four-fifths of their revenues
from customs duties. The tariff and the export
duty on timber were virtually New Brunswick’s
only sources of tax revenue.

The burden of taxation and the costs of govern-
ment, properties and services are exhibited in the
following table of per capita revenues:—

TABLE No. VI
Per Capita Revenue—Current Account—B.N.A. Provinces—Fiscal Yearsended 1866 (s)
Prov. of Total
— Canada N.S. N.B. PEIl | B.C. (®) i
$ $ $ $ $ $
Taxes—
Customs.......... 277 3:37 3-83 1-89 10-15 2-97
EXCIB0 .. oeeniss -71 1734 bisstonoon oo rostngs .12 -66
Other Taxes...... P et eninn] bmcestots 17 15 <04
Sub-Total......... 3:52 3:38 3-83 206 10-41 3-56
Licences, Permits,
Fees, Fines and
Penalties.......... 11 <02 03 05 1-79 11
Public Domain..... -34 35 -40 23 -56 -35
Sales of Commodi-
ties and Services.. 43 <42 -61 .13 2-76 -46
Interest, Premium
and Discount..... .19 -01 -03 dr 3 s snacoe0s -18
Other............... -01 -05 173 lsannagn] beooosaens 02
Total Revenue ex.
Trust Funds.... 4-60 4.24 4.93 2-51 15-53 4.64

(=) Based on official estimates of the population for 1867.
(?) British Columbia fiscal year ended Dec. 31, 1869.

26 Canadian Confederation Debates, pp. 92-3.
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It is apparent that the total per capita revenue
in Canada did not differ materially from that in
New Brunswick and Nova Scotia. Prince Edward
Island’s total was a little more than half of that in
the three bigger provinces, and British Columbia’s
was more than three times as great. Obviously,
British Columbia presented the most conspicuous
deviation from the general level of per capita
revenues in British North America; and the addi-
tional burdens borne by its inhabitants are to be
attributed to the fact that it was a “gold ” prov-
ince, where high prices ruled and where, in the
absence of local industry, heavy imports were neces-
sary. Per capita taxation in Nova Scotia and New
Brunswick was not markedly heavier than in Can-
ada; but a Canadian paid 60 cents less in customs
duties than a Nova Scotian and $1 less than a New
Brunswicker. It was the higher per capita impor-
tations of the two Maritime Provinces which re-
sulted in these differences; and, as will be seen, they
cannot be explained by the levels of the Maritime
tariffs.

In all the Maritime Provinces, the rates of cus-
toms duties had been altered less frequently and
less seriously than in Canada. Jonathan McCully
spoke truly when he declared at Quebec that Nova
Scotia had a tariff of 10 per cent. The rate of
10 per cent had been maintained for years without
substantial alteration; and it was applied, with few
modifications, to all the manufactured goods im-
ported into the Province. Prince Edward Island,
in most of the duties which it levied on imports,
followed the 10 per cent rate of Nova Scotia; but
in the 124 per cent ad valorem duties which were
imposed on vehicles, wooden manufactures, furni-
ture and clothing, there may be discerned a modest
effort to give some protection to the Island manu-
factures. New Brunswick’s tariff was higher than
any other in the Maritimes; in fact, after the re-
ductions which Galt effected in the Canadian tariff
in 1866, it was probably the highest in existence in
all the older colonies of British North America.27
It imposed a rate of 154 per cent upon a good many
articles of manufacture which were charged at the
rate of 15 per cent by Canada. On agricultural
implements, it levied a duty of 17} per cent ad
valorem; and its rate for castings, stoves, vehicles,
furniture, boots and leather manufactures was 18
per cent. In British Columbia, where the popula-
tion was extremely small and the need for revenue
very exacting, the rates of duty varied and some of
them were fairly high. Duties of 15 per cent ad

27 Province of New Brunswick, Assembly Journals, 1866,
appendix 16, pp. xvi-xlix,

valorem were levied on imports of clothing and
furniture, while 20 per cent was charged on boots
and shoes, harness and wagons and carriages.28
The history of taxation in Canada, during the
decade 1857-67, was more complicated than it was
in any of the other provinces. It is fortunate that
Alexander Tilloch Galt, who acted in obedience to
principles and necessities which he was always able
fully to expound, was the Canadian Minister of
Finance during the greater part of this period.
Galt’s purpose was to achieve for Canada an ap-
proximation to the English fiscal system, as close
as the burdens of the Canadian developmental
program would permit, and as the capacities and
prejudices of the Canadian population would allow.
It was not merely out of a desire to find a popular
argument, or to curry favour with the English, that
he tried to prove, in his pamphlet, Canada: 1849 to
1869, how comparatively little the Canadian system
had in reality departed from the principles of free
trade. His declaration, in the budget speech of 1866,
that he preferred the “ European system” to the
“American protective system” was based not only on
theoretical considerations—on what he called “ the
true principles of political economy ”—but also on
what he considered to be the real interests of the
Canadian economy. It is true that when, mainly
for revenue purposes, he was obliged to establish
customs duties of 20 and 25 per cent, Galt looked
with equanimity upon the ¢ incidental ” protection
which these duties conferred. But protection, as an
end in itself, was no part of his policy; and his
budget speech of 1866 echoes the arguments which
Peel and Gladstone had employed so long. “. .
With regard to all manufactured goods,” he de-
clared, “I have no hesitation in expressing my
individual wish, Sir, that we were in a position now
to abolish Customs duties on all of them.
I think that so far from these changes injuring
them (the manufacturers), as some perhaps may
fear at the start, their position will be greatly
improved by the cheapening of every
article that goes into consumption in the manufac-
ture of their goods. If they desire to
extend their manufactures, it must be by giving
them that position where, by cheap labour, and by
obtaining at a low rate the articles used in their
manufactures, they will be able to enter into com-

petition with the manufacturers of other nations.
”29

28 Dominion of Canada, Sessional Papers, 1872, No. 10,
pp. 220-2.

29 Speech of the Hon. A. T. Qalt. ..in introducing the Budget
(Ottawa, 1866), pp. 24-6.



In 1859, Galt declared that “the fiscal policy of
Canada has invariably been governed by consider-
ations of the amount of revenue required.” This
pressing need for revenue did not arise, however,
from the gradual increase in the general costs of
government; it was the direct result of those
special and enormous expenditures incurred in the
program of development for which the state was
‘directly or indirectly responsible. “ The Govern-
ment,” wrote Galt, “has increased the duties for
the purpose of enabling them to meet the interest
on the public works necessary to reduce all the
various charges upon the imports and exports of
the country.”30 Galt’s taxation was thus an in-
tegral part of a great program of provincial develop-
ment; it was one phase of a national policy designed
to increase the wealth and productive powers of the
country, by cheapening the commodities required
in its consumption and manufacture and by en-
hancing the value of its production in the markets
of the world.

The character of the taxation by which the
country was to realize these objectives was deter-
mined, in part, by factors over which Galt had little
control. Direct taxation, which in Canada had
been imposed entirely for local purposes and which
had been resisted in Canada East, was regarded as
an impossible method for the country as a whole:
“we neither possess the required machinery to do
it,” wrote Galt, “ nor are the people satisfied that
it is the more correct principle.”31 Excises on
spirits, beer and tobacco, and customs duties on
foreign articles of general consumption, such as tea,
coffee and sugar, were very acceptable to Galt, as
they were to free-traders like Gladstone; but, when
Galt first inaugurated his policy, there were felt to
be distinet limitations on the extent to which this
type of taxation could be applied. Galt believed
that it would be politically and financially inex-
pedient for Canada to increase its duties on these
and similar commodities when they went practic-
ally free of taxation in the United States. “ The
past fiscal legislation of Canada,” he said in 1862,
“has necessarily been governed to a very great
extent by the policy of the United States with
regard to their tariff. . . . If we impose taxation
on articles on which they impose no taxation, and
raise our duties to a certain point, the very object
for which the duty is imposed will be defeated by
illicit trade.”32

30 Province of Canada, Sessional Papers, 1862, No. 23.
31 Galt, Canada, p. 48.
32 Galt, Budget Speech of 1862, p. 21.
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The supposed impossibility of certain types of
taxation and the inexpediency of others led Galt
to rely originally upon a tariff on manufactured
goods which was relatively high in British North
America. The tariff, thus selected as the means
to achieve the objective of increased national pro-
ductivity and wealth, was a two-edged instrument,
as Galt recognized; and the sincerity of this con-
viction is attested by the subsequent history of his
public finance. The tariff of 1859, which imposed
duties of 25 per cent ad valorem on clothing, boots
and shoes and harness, and duties of 20 per cent on
woollens, cottons, and their manufactures, was in
operation only a few years when it began to be
altered; and the downward revision of the tariff
was accompanied by the steady increase of excise
and the imposition of stamp duties and taxes on
bank circulation. In sharp contrast with the Mari-
times, Canada was making an energetic effort to
enter the field of domestic manufacture and finance.
The time, as Galt admitted in the Budget Speech
of 1862, was favourable to experimentation, for the
American Civil War, which had vastly increased all
forms of taxation in the United States, removed
some inhibitions from the minds of Canadian states-
men and permitted them “to review our whole
system of Customs Duties and Excise.”” The desire
to conciliate the English manufacturers, the hope
of saving the Reciprocity Treaty against the pro-
tests of the American industrialists and the need
for removing Maritime objections to Confederation
were all factors in the downward revision of the
tariff. The duties on imports were designed to
secure revenue, not to provide protection; and,
when revenue could be secured by other methods,
the tariff on manufactures was reduced. While
stamp taxes were imposed, excises multiplied, cus-
toms on tea, sugar, spirits and tobacco increased,
the general ad valorem rates on manufactures were
lowered; and by the final revisions of 1866, most
manufactured commodities were admitted at a rate
of 15 per cent.33

v
The debts of the British North American prov-
inces, as they stood on the eve of Confederation,
had been built up with increasing rapidity during
the previous twenty-five years. It was during this
period that the program of development had

reached its full amplitude; and it was largely due
to the demands of the developmental program that

88 Galt, Budget Speech of 1866.
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the debts had been incurred. Canada, with its
ambitious canal system, had assumed the earliest
heavy obligations. During the railway building
mania of the fifties, the Maritimes, as well as Can-
ada, had heavily increased their indebtedness; and,
during the middle sixties, when Canada’s capital
outlays had declined in importance, Nova Scotia
and New Brunswick were committing themselves
to substantial subsidies in aid of commercial rail-
way companies. British Columbia, with a top-

heavy administrative system and a declining popu-
lation, had gone into debt with less to show for it
than any of the other provinces; and Prince Edward
Island, though it was the last province to borrow
heavily for developmental purposes, went into debt
with great rapidity in the period 1870-1873. The
debts of British North America, as they were
assumed by the Dominion at the moment of the
entry of the different provinces into Confederation,
are given in Table No. VII.

Tasre No. VI1

Debts of the B.N.A. Provinces on the Eve of Confederation

(Source: Public Accounts of the B.N.A. Provinces and the Dominion of Canada)
(Thousands of Dollars)

Canada, N.B,, N.S, 120800, B.C.,
e June 30, June 30, June 30, June 30, Deec. 31, Total
1867 1867 1867 1873 186
Funded Debt—Direct......ccoveeieeerennnnn.. 62,735 5,145 6,851 1,688 1,164 77,583
Funded Debt—Guaranteed. . (N e S At oot I iy e e B (Ot ey 848
Savings B an ke e osi S T e e e el | ppeparede 77 662 250 40 1,729
Bankiloans. . oo 3,046 108 sl looonoogooons 279 3,784
Other Current Liabilities......cccoeevevenen.. o 1 D e 415 141 |l 740
Capital COmMItments. . . .........oeeueeeeiineee.. 12,976 1,869 (@ 1,002 | 2,021 )|.........o.. 17,868
Gross Debb..o.eeenneeeeeeeeeinaaaanneennns 79,789 7,899 9,281 4,100 1,483 ()[102,552
D aduct——C s e s leleas to sl etere tel ehereyolel aherorotate 1,714 26 311 63 2,104
—TInvestments and Sinking Funds............. 2,886 Q7| I —— 106 347 3,426
—Eurrent ASSeS.: ci.ic . sielasiee o sisiola s v sis oo kereistsle T I 00 000 6 6 o i) G o o o I sl o5 G (30 0 5 v o 776
Net Debb. . v vveveeeeeeeeeeeeeeeeienennnns 74,413 7,786 8,970 3,941 1,136 ()| 96,246
Net Debt accounted for as follows:
Loans and Investments, excluding Railways, on
which partial or no interest was paid.............. 14,742 2400 | e 14,982 (9)
Railways—Direct Investments and Loans........... 33,256 (%) 4,514 6,291 1,213 45,274 (9)
Y 00,0 0000 0 0 06,0 BDGE S ST 55 6 B0 5 BEG G ARaEe 4 ELEGTGY a0t 000000l iban oo B0 Hos| [oans o st 5 o a e G0 o omn 18,676 (4)
Other Public Works. . ......ccoociiieeiinenecnnnn. 9,778 ) ®) W) |socessanoose 9,778 (9)
Deficit or SUrPIUS—+ . -« oo oo 15,015+ 1,163 1,677 707 | 11,468+ (@)
CapitallCommitmen ta R PPty 12,976 1,869 1,002 GAPIL lldcanodssbans 17,868 (9)
O 7 P 74,413 7,786 8,970 3,941 1,136 ()| 96,246

(*) Commitments on account of railway construction with the exception of $22,000 for pensions in Nova Scotia.
() In the Lower Provinces, roads, bridges, lighthouses, harbour improvements and other public works were charged to current account.

(*) Approximate. (9) Exclusive of British Columbia.

(%) Loans and unpaid interest, Grand Trunk Railway, Great Western Railway and the Northern Railway. Unpaid interest amounted

to $13,060,000.

The gross debts of the British North American
provinces amounted to nearly $103 million, the net
debts to a little over $96 million. The debts had
grown rapidly, more rapidly than the population;
and the burdens they imposed on the different
provinces at the time of their entry into Confedera-
tion are indicated in the following table:—

TABLE No. VIII
Per Capita Debt of the B.N.A. Provinces on the Eve of Confederation

Canada, | N.B., NS, PEI, BICH
— June 30, | June 30, | June 30, | June 30, | Dec. 31, | Total
1867 1867 1867 1873 1869
$ $ $ $ $
Gross Debt......... 30-13 29-15 25-50 41.-84 43-62 30-03
Net Debt........... 28-10 28-73 24-64 40-21 33-41 28-18

The per capita debts of Canada, Nova Scotia and
New Brunswick did not differ materially; but the
debt per head in Prince Edward Island and British
Columbia was noticeably higher than that in any of
the original provinces of the Confederation; and in
British Columbia it would have been higher still if
the amount had been calculated on the basis of the
small immigrant population. In all the provinces,
the per capita debt had increased fairly quickly,
though the rates of growth were unequal. Canada
which, according to Galt, had a per capita debt of
approximately $12 in 1852 more than doubled
this amount in the succeeding twenty-five years.
Prince Edward Island, which, at the time of the



Quebec Conference had the lowest per capita debt
in British North America, probably increased its
amount by ten times in the following nine years.

In point of size, the debt was a large burden; in
point of gravity, it was a dead weight. Cash,
sinking funds, investments and other current assets
reduced the gross total of British North America’s
indebtedness by only a little over $6 million, and
the $96 million which remained had been invested
in properties and enterprises which, though of un-
questionable benefit to the peoples of British North
America, were an almost unrelieved burden to the
provincial governments. About $50 million, or well
over half of the net debt, could be accounted for by
government expenditures on railways. The only
public works appearing in the Maritime balance
sheets were the provincial railways, upon which a
total of $12 million had been expended. With the
exception of a small amount in Nova Scotia, the
capital commitments of the Maritime Provinces
were made up exclusively of sums which would fall
due on contracts for provincial railways, and of
subsidies which would become payable in aid of
commercial roads; and of the enormous total of
$47-9 million, which Canada had spent in loans and
advances upon which partial or no interest had
been paid, there were over $33 million of assets in
the Canadian railway companies. The small oper-
ating revenues of the government railways in the
Maritimes did not begin to pay the debt charges
involved. The heavy investments in commercial
railway companies brought in trifling or no returns
to the provincial treasuries; and, in June, 1867,
there were arrears of interest amounting to $10
million on the Canadian government’s $15 million
investment in the Grand Trunk Railway.

The other assets in the Canadian balance sheet
were equally unproductive of revenue. The Prov-
ince had assumed $10 million of municipal debt,
upon which interest amounting to over $4 million
was in arrears. It had invested $18-6 million in a
magnificent canal system, which barely met oper-
ating expenses, and it had assumed capital com-
mitments amounting to $12-9 million for which
there were no corresponding assets at all. To
liquidate the Seigniorial system in Lower Canada
and, at the same time, to provide a money equiva-
lent for the Eastern Townships and the Upper
Canadian municipalities, Canada had incurred con-
ditional and unconditional liabilities amounting to
over $7 million. In short, the liabilities assumed by
the British North American provinces and the
assets obtained, showed clearly the heroic efforts by
which these provinces had tried to wrest from the

v

new continent the full measure of material pros-
perity which it appeared to promise them.

The seriousness of British North America’s obli-
gations is evident also in the yearly financial drain
which they occasioned. At that time, British North
American debentures were usually sold in London;
and the weakened prestige of the empire was
apparent in the money market as well as in the
realm of politics. Colonies could not borrow on such
advantageous terms as independent countries; and
the political and economic history of the American
possessions during the sixties had not strengthened
the confidence of investors. Canada had been able
to borrow a good deal of its capital at 5 per cent;
but the debentures of British Columbia, Nova
Scotia and New Brunswick all bore interest at 6 per
cent, and those of Prince Edward Island, except the
first issue, carried the same rate. As Confederation
drew near, even Canada was finding it very difficult
to borrow in London on reasonable terms; and Galt
admitted in 1866 that he had been unable to float
a long-term loan at a rate which he considered the
Province could bear. The provincial governments
were compelled to fall back upon temporary loans
from the local banks, and from English banking
houses such as Baring Brothers & Company, and
Glyn, Mills, Currie & Company; and Canada, in
1866, had outstanding a sterling loan of $2:5 mil-
lion which drew interest at 8 per cent. By Con-
federation, the service of these debts had imposed
a heavy burden upon all the provineial governments
with the exception of that of Prince Edward Island.
In the fiscal years ending in 1866, interest charges
absorbed 294 per cent of the total revenue in Can-
ada, 26-8 per cent in New Brunswick and 20-1 per
cent in Nova Scotia.

These fixed charges, which had grown out of all
recognition within the brief space of ten or fifteen
years, were a heavy burden upon communities so
constituted as those of British North America; and
the service of the debt was a factor of great impor-
tance in the financial derangement which became
general in the provinces as Confederation drew
near. It was not until 1866 that Canada really
recovered from the fiscal tribulations of the late
fifties and early sixties; and as late as the fiscal year
1864-5, there was, so Galt admitted, a deficit of
nearly a million on ordinary account. Deficits had
helped materially to drive home the necessity for
the union of Vancouver Island and British Colum-
bia; and, for the first few years of its existence, the
united Province continued to run deficits, though
in 1869 it was able to show a surplus. The Mari-
time Provinces, which, at the time of the Quebec
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Conference, had occupied a sounder financial posi-
tion than Canada, had in the meantime got en-
tangled in difficulties. For the fiscal years ending
in 1866, both Prince Edward Island and Nova
Scotia admitted deficits on ordinary account. The
surplus for the fiscal year ending in September,
1864, was apparently the last surplus achieved by
Nova Scotia before Confederation; and John Lang-
ton estimated that the deficits of ever-increasing
proportions which were reported in Nova Scotia
during the period from September 30, 1864, to
June 30, 1867, totalled $562,101.34 It seems un-
likely that the Maritime Provinces, as separate
political units, would have been able to meet their
commitments in respect of railways, without a reor-
ganization of their taxing systems comparable to
that which had been forced upon Canada in 1858-9.
At the time of the Quebec Conference, it was Can-
ada which felt the burden of debt most seriously;
but, by 1867, financial pressure had become severe
in New Brunswick, Nova Scotia and British Colum-
bia; and by 1873, it was affecting the Province
which had so long remained immune, Prince
Edward Island.

Vv

In finance, as in so many other matters, the
Fathers of Confederation were obliged to use the
materials of the present in the light afforded by the
experience of the past. Thus the grand totals of
revenue and expenditure in British North America
as a whole, help to elucidate some of the decisions
taken at the Quebec Conference, while, at the same
time, they provide a general illustration of the
business of government in pre-Confederation days.
In these figures can be discerned the weight of
financial burdens, the relative importance of gov-
ernment responsibilities, the varying pressure of
popular demands and the influence of current
theories of government. These figures distil the
pooled knowledge and experience which Galt,
Brown, Tupper and Tilley brought to the finance
committee of the Quebec Conference; and the pur-
port of their decisions can be best understood in the
light which these figures convey.

The grand totals of expenditures in all the British
North American provinces in the fiscal years ending
in 1866 reveal once again, with clarity and force,
the enormous importance of the developmental
program in contemporary public finance. In British
North America, debt had been incurred almost ex-
clusively for great public works such as canals,
harbours, ship channels and railways; and in 1866,
debt charges amounted to 28-9 per cent of total

34 Province of Nova Scotia, Assembly Journals, 1869, appendix
1, pp. 50-1.

current expenditure. These interest payments were
not, however, the only charges borne by British
North Americans for public improvements. There
were, in addition, current disbursements for trans-
port services which amounted to 11-4 per cent of
total expenditure in British North America; and
thus the effort to span the distances and overcome
the barriers of an undeveloped continent cost virtu-
ally 40 per cent of total public expenditure in the
northern colonies. In comparison with these sums,
the costs of other government functions appeared
relatively small. Justice, legislation and general
government, it is true, accounted for 26-4 per cent
of total expenditure; but education amounted to
only 58 per cent and public welfare to only
32 per cent.

In the revenue totals of British North America, a
number of even more glaring contrasts are revealed.
The income from customs was 639 per cent, and
from all taxes, 76-8 per cent of current revenues;
and this reliance upon the tariff for revenue, this
evident reluctance to develop other forms of
taxation were facts of crucial importance in the
decisions of 1864. The capital equipment which
had been acquired as a result of the developmental
program, the canals and railways together with the
post office, brought in sums which amounted to
9-8 per cent of total revenue; but these revenues
included the gross income of the postal service,
which was more than equalled by its costs, and the
operating revenues from canals and railways, which
did not begin to meet the interest on the capital
sums involved. The sales of commodities and
services, which apparently ranked second after taxes
as sources of revenue, did not in reality provide any
net income. Public domain, the proceeds of which
amounted to 7-5 per cent of total income, stood
third in order of importance; and fines and penal-
ties, licences, permits and fees had declined into
relative insignificance.

These were the functions of government and the
sources of revenue which the Fathers of Confedera-
tion were to divide between the provinces and the
new Dominion. The developmental program, the
great effort to extend and to enrich the provinces
by means of improved transport, stood out as the
dominating factor which had moulded the whole
structure of public finance. On the one hand, it
had left the debts, which were British North
America’s greatest burden: on the other hand, it
had created the capital equipment of canals and
railways, which were British North America’s
greatest property. And finally, from the days of
Galt and Cayley onwards, it had been inextricably
linked with the tariff, which was the greatest source
of British North American revenue.



Secrion XII

THE FINANCIAL SETTLEMENT OF CONFEDERATION

i

Viewed from the point of view of public finance,
the problem faced by the Fathers of Confederation
was essentially the problem of dividing the func-
tions and revenues, and the assets and liabilities,
of the confederated colonies between the new gen-
eral government and the provinces. Conceivably
the division of political powers, of governmental
responsibilities and resources might have been
based upon a purely financial arrangement, de-
signed to secure the solvency of all the governments
in the new confederation. The attempt to solve the
problems of federalism by the touchstone of
finance was never undertaken, of course: and such
a procedure is suggested merely to emphasize the
difference between it and the method which was
actually pursued. No simple and satisfactory
scheme of union could be deduced from the financial
history of the provinces. The kinds of expenditure
they had incurred differed even more radically than
the types of revenue they had collected. Their
debts varied absolutely and in relation to popula-
tion; their properties and assets were of different
orders; and finally, the variations in the organiza-
tion of local governments placed relatively unequal
burdens upon the provincial administrations.

In any case, the division of functions and
revenues at Confederation was dictated mainly by
political considerations. Confederation, whatever
the forces back of it, was a political achievement;
and the political practices and theories of the
period determined its fundamental framework.
There can be little doubt that, as Lord Monck said,
the intention of the Fathers of Confederation was
“to form out of these Provinces a solid and lasting
political consolidation with a supreme central
authority managing all the general interests of the
people of the Union.” The reasons behind this
basic intention were various and strong. The
Fathers hoped that their union would avoid certain
great weaknesses in order that it might undertake
certain great tasks. To sustain the heavy burdens
of defending, developing and integrating the prov-
inces of British North America, the new union
must be immune from the centrifugal tendencies of
American federalism; and thus, when legislative
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union had to be abandoned in favour of Confedera-
tion, the influences making for a strongly centralized
union became dominant. From the evidence
afforded by the discussions at Quebec and the
debates in the legislatures of the different provinees,
it is apparent that the Fathers of Confederation
wished to invest the new general government with
the bulk of those functions which at that time were
regarded as the most important and onerous re-
sponsibilities of the state. It is equally apparent
that the Fathers intended to effect a considerable
reduction of the duties which up to that time had
come within the sphere of the provincial govern-
ments. This interpretation of the intentions of the
period has its historical basis in the contemporary
statements of both unionists and anti-unionists,
who showed a large measure of agreement in their
understanding of the Quebec Resolutions. To be
sure, there were some people who declared them-
selves uncertain as to the real character of the
federal plan which was offered for -their approval.
Christopher Dunkin, one of the shrewdest of all
contemporary critics of Confederation, argued that
the proposed constitution was a new, untried,
mongrel system " operated by “ machinery entirely
unlike that of the United States, and entirely unlike
that of the British Empire,” and exhibiting “ the
disadvantages of both and the advantages of
neither.” On the whole, however, the supporters
and the opponents of the Quebec plan disagreed,
not so much in their conception of its purport and
meaning, as in their estimate of its wisdom and
acceptability. Confederation was both defended
and attacked on the ground that it would raise the
general government to a position of manifest
superiority and that it would reduce the provincial
governments to the level of mere “ municipal coun-
cils.” “It will be apparent,” wrote Lord Monck to
Carnarvon in 1866, “that the intention of the
framers of the Quebec plan was to constitute a
strong central authority the power of which should
be supreme and pervading throughout the Union
with provincial bodies of a completely subordinate
and municipal character for the administration of
purely local affairs.”’1

1Quoted in W. M. Whitelaw,
Conference” (Canadian Historical
p. 136).

“Reconstructing the Quebec
Review, vol. 19, June, 1938,
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These political decisions determined, in the main,
the allocation of powers and consequently the divi-
sion of functions and revenues, of liabilities and
assets. In future, the central government was to
provide for defence and communications; it was to
take over the major responsibility for the promotion
of national development by means of improved
transport, a task which was at that time accepted
as the most serious and burdensome function of
government. The Dominion was required to build
the Intercolonial Railway; the Dominion was
pledged to open up communications with the west;
the Dominion was expected to deepen and improve
the great canal system of the St. Lawrence. All the
vast structure of debts, properties and assets which
had been built up in pursuit of this dominating
scheme of material expansion was to be taken over
by the one government which, above all others, was
expected to carry the plan through. The Dominion
was to become a great corporation upon which
would be piled all the burdens, past and future, of
defence, development and consolidation in British
North America.

1t followed, in the first place, that the Dominion
was to assume all provincial indebtedness, except
certain guarantees and the conditional liability
arising out of the municipal loan fund indemnity
account of Upper Canada. As a result of these
adjustments the liabilities assumed by the Dominion
do not in all respects agree with the debts of the
provinces as set forth in their respective balance
sheets on the eve of Confederation. For the liabili-
ties and assets assumed by the Dominion, see
Table 5 of the Appendix; for the balance sheets
of the provinces on the eve of Confederation
see Table 7 on p. 76. The gross total of the
debt assumed on June 30, 1867, amounted to $93-1
million. Certain deductions from this gross amount
were permitted; but they were permitted only in
virtue of realizable assets which were securities for
definite sums of money. Thus, the cash, sinking
funds and investments, which went with the debt
as its offsets, reduced the grand total to $88-6 mil-
lion; and of this Canada contributed $72-1 million,
Nova Scotia $8:7 million and New Brunswick $7-8
million. The last two totals included certain capital
commitments on behalf of railway construction.
The other assets, the products of the developmental
program, which, as John Langton said later, were
not “ a security for money,” were taken over at the
same time. In this class were included, not merely
the physical properties of the publicly owned har-
bours, lighthouses, steamboats, canals and railways,
but also the loans and advances made to privately

owned commercial concerns such as railway com-
panies, upon which partial or no interest had been
paid. These assets and properties were regarded as
national works; but local works, such as roads and
bridges, for which probably part of the debt had
been incurred in Nova Scotia and New Brunswick,
were not, of course, transferred at the same time.
No attempt was made to exclude from the total
Maritime indebtedness assumed by the Dominion,
that portion incurred for local works to be retained
by the provinces. And similarly no attempt was
made to evaluate the assets which were actually
transferred. These were not accepted as deductions
from the debt.

This decision was contested, at the time of the
Quebec Conference and later, by representatives of
the Maritime Provinces; but it is not clear upon
what principles these assets could have been evalu-
ated and certain of them accepted as offsets to the
provincial debts. As John Langton argued later, it
would have been difficult, if not impossible, to
evaluate them in terms of the money return they
might be expected to yield; and even a valuation
in terms of their original cost would have been
extremely difficult to extract from the public
accounts.2 The Province of Canada, as has been
shown, had charged to capital its expenditure for
public works and loans in aid of railway companies;
and the history of these transactions was recorded
in the provincial balance sheet. The Maritime
Provinces, on the other hand, had paid for many
of their lighthouses, harbours and public buildings
out of current revenue and these expenditures had
been lost to sight in the public accounts. Moreover,
the assets of the provinces varied in character;
their developmental programs, as has been seen,
had been prosecuted by different methods. The
Maritimes, as well as Canada had given subsidies
and loans to commercial railway companies; but,
in addition, the Maritimes possessed the physical
properties of their own provincial railways, while
Canada could bring forward nothing but the
doubtful asset of $34:4 million, which had been
loaned to the Grand Trunk, the Northern and the
Great Western Railways, and upon which interest
was seriously in arrears. It was this evident con-
trast which prompted the protests of Tupper and
Tilley at the Quebec Conference and of A. W.
McLelan in the negotiations of 1869. “It is wrong
to assume assets to be of equal value when they
are not so,” declared Tupper.3 “This scheme . . .,”
said Tilley, “takes over railways which cost us a

. 2I;§o;énce of Nova Scotia, Assembly Journals, 1869, appendix
» PP. 2/-00.
8 Pope, Confederation Docwments, p. 84.



very large sum of money and gives us nothing in
return. The Grand Trunk stock is of no value, yet
we find it put down as an asset. . . .”’4¢ Possibly
the Canadian delegates argued that the Maritime
Provinces had no properties comparable to the
canals, upon which Canada had expended $18-7
million. Possibly they argued, as John Langton
argued later, that the true value of these assets
was to be sought, not in their alleged financial
returns, but in “the benefit which the whole country
will derive from them.” At all events, all these
properties and assets were granted to the new
Dominion upon terms of unconditional surrender.

The Dominion, which assumed the liabilities and
assets of the past and which was expected to under-
take the major developmental expenditures of the
future, was granted financial powers in accordance
with its responsibilities. There is a considerable
body of evidence which suggests that the general
government was regarded as the taxing power of
the new federation. In this respect, as in many
others, the Fathers of Confederation endeavoured
to avoid what were regarded as the mistakes of
American federalism. By the constitution, the
United States was prohibited from imposing duties
on exports; it was permitted to levy capitation or
other direct taxes only on a system of apportion-
ment among the different states aceording to popu-
lation. These and other possible limitations were
disregarded at Quebec. The terms by which an
unlimited right to impose taxation in any form was
assigned to the Dominion, differed slightly as they
were set forth in the Quebec Resolutions, the
London Resolutions and the British North America
Act; but there is no indication that the altered
phraseology was intended or interpreted at the time
to imply any diminution of the grant. The solitary
limitation made in the Quebec Resolutions on the
Dominion’s right to impose export duties was
omitted from the London Resolutions and from the
British North America Act; and the only other
suggested curtailment of the taxing powers of the
general government, proposed at the Quebec
Conference by Tupper, was not accepted by the
delegates. .

The language employed by the Fathers of Con-
federation and their contemporaries suggests that
they regarded the extensive taxing powers of the
Dominion as tantamount to a virtually exclusive,
as well as an unlimited, right to impose taxation.
In his Sherbrooke speech, Galt declared, as if he
were speaking of a single prerogative, that “the
power of taxation had been confided to the General

4Ibid., p. 83.
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Legislature,” and in the Canadian Confederation
debates, Brown referred to the federal parliament
as “the house that holds the purse.”6 This inter-
pretation was not only uttered in speeches: it was
also recognized in the official documents of the
time. In both the Quebec and London Resolu-
tions it was stated that subsidies were to be paid
to the provincial governments “in consideration of
the transfer to the General Parliament of the powers
of taxation.” This phrase did not appear in the
British North America Act; it was not inserted in
the Manitoba Act, nor in the Order in Council
admitting British Columbia into the union. But
in a slightly altered form, it reappeared in the
order in council by which Prince Edward Island
entered Confederation in 1873.

There was a general expectation and, in the
Maritimes, a widespread fear that these unlimited
powers of federal taxation would be fully employed
by the general government. It was, of course,
assumed that the existing taxes, of which customs,
excise, stamp duties and bank imposts were the
chief, were the taxes most likely to be levied by
the Dominion in the near future. It was not
expected that the federal government would be
under any immediate necessity of imposing direct
taxation on lands or incomes. In Great Britain
and the United States, the two countries whose
fiscal policies had exerted most influence upon the
public finances of British North America, the
income tax had been regarded as a special instru-
ment which could be most legitimately employed
in exceptional national -circumstances. “ The
general views of Her Majesty’s Government with
respect to the income tax,” said Gladstone, ‘“are
that it is an engine of gigantic power for great
national purposes. . ..”7 The income tax had been
imposed by Great Britain during the Revolutionary
and Napoleonic Wars, and by the United States
during the Civil War; it had been levied by the
United Kingdom during the commercial and fiscal
revolution which witnessed the abolition of mercan-
tilism and the establishment of free trade. In all
probability, the Fathers of Confederation believed
that the imposition of federal direct taxes would
be justified, and might be necessitated, by political
and economic crises such as these. They confi-
dently hoped that war between Great Britain and
the United States might be avoided; but, at the
same time, they were forced to admit the possi-
bility of a conflict; and, indeed, the whole scheme

5 Galt, 8peech on the Proposed Union, p. 11.
6 Canadian Confederation Debates, p. 92.
7 Hirst, Gladstone as Financier and Economist, p. 148.
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of Confederation was designed, in part, as a protec-
tive measure. On the one hand, therefore, it was
assumed that the Dominion would naturally rely
upon such historic British North American taxes
as customs and excise; but, on the other hand, there
was no disposition to question, or to explain away,
the right of the national government to avail itself
of other modes of taxation, including those which
had been concurrently granted to the provincial
legislatures. When, at the Quebec Conference,
Tupper proposed to limit the taxing powers of the
Dominion to “general taxation,” John A Macdonald
objected that “you could not then tax shares.”’8
In the Canadian Legislative Council, when James
G. Currie inquired whether the general govern-
ment was to have the power of “imposing local
taxation upon the lands of the provinces,” he was
answered by Alexander Campbell, who was a
member of the government and a delegate at the
Quebec Conference, with the simple words, “the
general national power of taxation is to be in the
General Government.”® Beyond a doubt, the
Fathers of Confederation intended that the new
nationality should possess the financial strength to
support the dignity which they hoped it would
attain and to shoulder the obligations which they
expected it to undertake.

II

The establishment of such a powerful federal
structure meant the inevitable reduction of the
functions and revenues of the provincial govern-
ments. In the work of economic expansion and
integration, the provinces were clearly expected to
play a minor role. They would be required to sup-
port civil government and to contribute to the
maintenance of justice within their respective
jurisdictions; but these were relatively stable
charges which it was hoped under Confederation
might be materially reduced. There was, at the
time, not the slightest expectation that the problem
of public welfare would ever become a serious
burden; and the total cost of charitable and social
undertakings, even including education, had not
amounted to more than 9 per cent of total expendi-
ture in British North America during the fiscal
years of 1866. In those days, the need of social
services was small; it was expected, if anything, to
diminish rather than to increase. The British
North American provinces were, on the whole,
expanding agricultural economies. There were no
great industrial centres in which unemploymeént

8 Pope, Oonfederation Documents, p. 80.
9 Canadian Confederation Debates, p. 340.

could find a fixed focus; there was no economic dis-
content which was not expected to find a ready
solution on the frontier. In the relatively decen-
tralized structure of society, public welfare was
necessarily a local problem; and the practice of
coping with it by means of municipal, fraternal and
religious charitable organizations was confirmed by
the prevailing theories of the time.

There was thus no reason for the Fathers of Con-
federation to anticipate any large increase in the
responsibilities of the provincial governments; and
both unionists and anti-unionists agreed upon the
relative unimportance of the functions which had
been entrusted to them. At the Quebec Conference,
George Brown reminded the delegates of “how
insignificant are the matters agreed at Charlotte-
town, to be left to the Local Governments ;10 and,
in his Sherbrooke speech, Galt assumed, as a matter
of course, that they would have “a very insignifi-
cant amount of work” to do.ll1 In the Prince
Edward Island Assembly, George Coles complained
that “in this House, scarcely anything should be
left for us to do, but to legislate dog taxes and the
running at large of swine ”;12 and these complaints
were echoed in the legislatures of the other Mari-
time Provinces. “ Every one knows what the local
legislatures will be under this scheme—very insig-
nificant bodies,” declared Bourinot during the
debate on Confederation in the Nova Scotia As-
sembly.13 And his fellow member, Le Vesconte,
waxed very sarcastic at the expense of the future
local governments.

This general assumption of the relative unim-
portance of provincial functions is clearly reflected
in contemporary discussion of the form and organi-
zation of the provincial governments. By the
Quebec Resolutions, it was left to each province to
determine the constitution of its future local legis-
lature; and this decision, which was the result of
differences of opinion, significantly illustrates the
general state of uncertainty which existed concern-
ing the future status of the provinces. It was
expected, by both supporters and opponents of
Confederation, that the new provincial legislatures
would be inferior legislatures, definitely different
from the provincial parliaments of the past. It was
also generally believed that in consequence, the new
provincial legislatures should be as simple and in-
expensive as possible. But contemporaries of Con-
federation found it very difficult to give a definite

10 Pope, Confederation Debates, p. 77.

11 Galt, Speech on the Proposed Union, p. 18.

12 Debates of the Assembly of Prince Hdward Island, 1865,
-71.

pp. 65-7
18 Debates of the Assembly of Nove Scotia, 1865, p. 266.



institutional form to these general conceptions.
There was, in fact, a contradiction in their ideas,
a contradiction which was implicit in the body of
political doctrines and practices which they in-
herited as members of the British Empire. On the
one hand, was the new and developing custom of
responsible government; on the other, was the far
older tradition of imperial regulation and control.
The lives of the Fathers of Confederation coincided
roughly with the transition from governance to
self-government. They had had living experience
of both the old colonial system and the new colonial
policy. And, saturated ac they were in the tradi-
tions of the empire, they tried to use the legacy of
its political ideas to solve the practical problems
of the new Dominion.

In the laws and customs of the old colonial sys-
tem they found much which seemed eminently
useful for their purpose. The controls and regula-
tions of the old system had been intended to
achieve the mercantilist ideal of a united, inte-
grated and self-sufficient empire. The purpose of
the Fathers of Confederation—to found a united
and integrated transcontinental Dominion—was
comparable with that of the mercantilists; and in
both designs there was the same need that the
interests of the parts should be made subordinate to
the interest of the whole. The Dominion was the
heir in direct succession of the old colonial system.
It was put in possession of both the economic and
political controls of the old régime. On the one
hand, it was given the power to regulate trade and
commerce, which had been the chief economic pre-
rogative of Great Britain; on the other hand, it was
granted the right to nominate provincial governors,
to review provincial legislation and to disallow pro-
vincial acts, the three powers which had been the
chief attributes of Great Britain’s political suprem-
acy. “We propose,” said Colonel Gray of New
Brunswick at the Quebee Conference, “ to substitute
the Federal Government for the Imperial Govern-
ment.”14 In the Confederation debates in the
Canadian legislature, Macdonald made the same
point with equal clarity. “ The General Govern-
ment,” he said, “ assumes towards the local govern-
ments precisely the same position as the Imperial
Government holds with respect to each of the
colonies now.”15

It was in the light of this analogy that many
people instinctively explained the future position
of the provinces. Their status, it was generally be-
lieved, would be an inferior one; and it would,

14 Pope, Confederation Documents, p. 87.
15 Qanadian Confederation Debates, p. 42.
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therefore, approximate fairly closely to that of the
colonies in the old colonial system before the intro-
duction of any large measure of self-government.
In the official theory of the old empire, the colonies
had been regarded as very subordinate govern-
ments. They had been looked upon as inferior
corporations, like the boroughs and counties of
England, and their assemblies had been likened to
municipal councils rather than to the English par-
liament. This old conception of the essentially
municipal character of colonial governments ap-
peared to explain not inaccurately the position
which the provincial legislatures would occupy in
the new Dominion; and it is significant that many
of the contemporaries of Confederation wrote and
spoke of the future provinces in definitely munieci-
pal terms. In the Canadian Confederation debates,
for example, several members, from both Canada
East and Canada West, spoke of the provincial
legislatures as “large municipal deliberative
bodies,” ‘“ municipal councils on a large scale,”
“local municipal parliaments.” Galt assumed that
the local legislatures would have to deal “rather
with municipal than great general questions.”16
Tupper declared that “ we propose to preserve the
Local Governments in the Lower Provinces because
we have not municipal institutions.”17 Finally,
during the debate in the Canadian legislature in the
summer of 1866, when the constitutions of the
future provinces of Quebec and Ontario were de-
termined, Macdonald announced that the “local
parliament would, under the circumstances of the
general legislature, be more of the nature of a
municipal than a legislative body.”18

George Brown, who disliked the patronage inci-
dental to responsible government and who was very
impressed with the working of the county councils,
made the most drastic proposals for a new type of
provincial government. In the debate on the con-
stitutions of Ontario and Quebec, he declared that
“it was exceedingly to be regretted that responsible
government—British Parliamentary Government in
the sense in which we had enjoyed it in this country
—should be applied to the local bodies.”19 Simple
and inexpensive government, based on an elective
system, was what he advocated. At the Quebec
Conference and again during the debate in the
session of 1866, he proposed that each province
should have a unicameral legislature and a small
executive council, each elected by the people for a
period of three years. The executive councillors or

16 I'bid., p. 70.

17 Pope, Confederation Documents, p. 85.
18 The Globe, July 14, 1866.

19 I'bid., August 3, 1866.
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heads of departments would not be voting members
of the legislature, nor would they be politically
responsible to it. As is well known, this plan was
unacceptable to the members of the Quebec Con-
ference and it was not seriously discussed during
the debate in the Canadian legislature in the
summer of 1866. The fact is that it conflicted with
that other political tradition of British North
America—responsible government or self-govern-
ment on the British parliamentary model. “We
must have miniature responsible Governments,”
said Jonathan McCully at the Quebec Confer-
ence.20 In the debate on the constitutions of
Ontario and Quebec, both Macdonald and Cartier
assumed that the executive council of the lieuten-
ant-governor would be responsible to the local
legislature.21

Yet this decision did not really settle the matter.
The idea of responsible government in the prov-
inces was still in conflict with the doctrine of their
subordination to the Dominion. The lieutenant-
governors were to be appointed by the federal gov-
ernment; and, as Langevin admitted during the
Confederation debates and as Macdonald clearly
indicated in his report of August 25, 1873, the
lieutenant-governors were regarded as Dominion
officers, responsible to the federal government and
obliged to reserve provincial bills on federal in-
structions.22 The Dominion, moreover, was 10
have the power of disallowing provincial acts; and,
as Macdonald’s report of June 8, 1868, definitely
stated, it was expected that “the general govern-
ment will be called upon to consider the propriety
of allowance or disallowance of provincial Acts
much more frequently than Her Majesty’s Govern-
ment has been with respect to colonial enact-
ments.”28 These implications of the new system
were realized by a number of people before Con-
federation was carried out. The grant to the
Dominion government—to the government on the
spot—of the old imperial powers, appeared to
revive the type of provincial subordination which
had characterized the old colonial system. Oppon-
ents of Confederation argued that there was no
guarantee of a responsible system and that nothing
could prevent the lieutenant-governors from acting
as their own prime ministers, as they had done in
the past before the introduction of responsible gov-
ernment. In the summer session of 1866, the
opposition introduced an amendment to the gov-

20 Pope, Confederation Documents, p. 76.

21 The Globe, July 14, 1866.

22 Qanadian Confederation Debates, p. 374; Provincial Legisla-
tion, vol. 1, p. 105.

28 Provincial Legislation, vol. 1, pp. 61-2.

ernments’ resolutions on the constitutions of
Ontario and Quebec; and this amendment declared
that the executive authority of the lieutenant-
governor was to be administered according to the
well-understood rules of responsible government,
and specified the number of members of which his
executive council was to be composed.24 This
amendment was, of course, voted down; but its
rejection does not cast any doubt upon the sincerity
of Macdonald’s assurances concerning responsible
government in the provinces. The Fathers of Con-
federation intended that self-government, on the
British parliamentary model, should operate in the
provinces; but it was to be self-government with
limitations not unlike those which Lord Durham
had proposed nearly thirty years before. If, in
certain respects, the lieutenant-governor was to be
the local analogue of the sovereign, in other respects
he was to be a Dominion officer, charged with the
protection of Dominion interests.

All these efforts to clarify the future status of
the provinces—to define their position in terms of
the political thought of the Empire—are clear
indications of the general opinion that, under the
terms of the union, the character of provincial
government would be fundamentally altered. The
consequences of this change, so far as the machinery
of government was concerned, were not as yet
certain; but to contemporaries there seemed no
doubt that the responsibilities of the provinces
would be materially lessened and their political
importance reduced. These generally accepted
views of the place of the provincial governments
in the new federation helped largely to determine
the financial settlement. The provinces were
expected to perform minor functions in the future;
and, at the same time, they were to be relieved of
all the financial burdens of the past. The Dominion
was to assume all provincial debt. But manifestly
the per capita borrowings of Canada were heavier
in 1864 than those of the Maritime Provinces; and
so, in accordance with the principle of representa-
tion by population, which the Fathers of Con-
federation honoured in so many ways, it was
proposed to give to each of the provinces a debt
allowance based on its population by the census
of 1861. Since the per capita debt of Nova Scotia
and New Brunswick amounted to about $25, this
was the figure selected; and, with some deviations,
the debt allowance of each province was obtained
by the simple process of multiplying its population
in 1861 by $25. Actually, the sum of $7,000,000,
which was the debt allowance conceded to New

24 The Globe, Aug. 2, 1866.



Brunswick, was somewhat in excess of what it would
have been according to the $25 rate; while the debt
allowances of Canada and Nova Scotia, $62,500,000
and $8,000,000 respectively, fell a little short of
their real due. If the debt of a province exceeded
the allowance, it was to pay interest to the Dominion
at the rate of 5 per cent on the excess; if its debt
was less than the allowance, the Dominion was to
pay interest to the province at the same rate on the
deficiency.

This method of procedure effected a virtually
complete sweep of the balance sheets of the Mari-
time Provinces. Their cash assets went to reduce
their gross debt; and in this way their net obliga-
tions were brought within measurable distance, one
way or another, of their debt allowances. The
lighthouses, harbours and public buildings, which
had been paid for out of current revenue, and the
railways, which had been charged to capital, were
both transferred to the Dominion, not as offsets to
the debt, but as contributions to the general stock
of the new federation; and virtually nothing
appearing in their balance sheets was retained by
the provinces. With Canada, the case was some-
what different. Her net debt, as recorded on
June 30, 1867, was $72-1 million, her debt allow-
ance amounted to $62:5 million, leaving a balance
of nearly $10 million upon which interest at 5
per cent would have to be paid to the Dominion.
But, on the other hand, Canada possessed a
number of assets, of which the Upper Canada
Building Fund, the Law Society Fund of Upper
Canada, the Building and Jury Fund of Lower
Canada, the Municipalities Fund (Clergy Reserves
Moneys) and the Consolidated Municipal Loan
Funds were the chief; and for these there was
no counterpart in the public accounts of the Mari-
time Provinces. These funds had been established
in connection with legal, educational, municipal and
other local affairs over which the provinces would
assume jurisdiction; and to a considerable extent,
they constituted the excess of debt over the debt
allowance of $62°5 million upon which Ontario and
Quebec would in future be required to pay interest.
For these reasons, these assets, of which the
extremely doubtful asset of the Municipal Loan
Funds made up the bulk, were left with the Prov-
ince of Canada to be divided between Ontario and
Quebec.

Thus, in the main, the provinces were relieved
of their debts and their assets: they were entrusted
with what were regarded as minor functions and
they were expected to practice economy. Still, the
provinces had to assume responsibilities, however
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reduced they might be; and to meet these they
had to have revenues, however economical they
might become in spending them. It was in the
attempt to find a solution for this problem that the
Quebec Conference encountered perhaps its most
serious difficulties. The provinces were to be
permitted to levy licences and permits; they were
put in possession of the revenues from their natural
resources; and, since New Brunswick had estab-
lished an export duty on timber and lumber in
place of the stumpage dues which were found
difficult to collect, it was permitted to continue this
levy. But, in the fiscal years ending in 1866, the
proceeds of licences, permits and fees had only
amounted to 2-2 per cent, and the income from
public domain to only 7:5 per cent, of the total
revenue of British North America as a whole. If,
as Brown and other members of the Quebec Con-
ference hoped, the provinces would be required
to live on the revenues which they themselves
collected, obviously other sources of financial
strength would have to be put at their disposal.

In their attempt to find a solution for this
problem, the Fathers of Confederation appeared,
on the whole, to avoid rather than to copy the
example of the United States. In the American
union, the individual states possessed extensive
taxing powers. They could not, of course, impose
customs and transit duties; but, in addition to
concurrent powers over other forms of taxation,
they came to possess virtually the exclusive right
to property and poll taxes.25 Such extensive
powers as these the delegates at the Quebec Con-
ference were unwilling to concede to the Canadian
provinces. They were prepared to give the
provincial governments the concurrent right to
impose direct taxation, but the value of this
privilege, as estimated by contemporaries of Con-
federation, bears no comparison with the worth
at which it is reckoned in modern times. As has
been shown, direct taxation on incomes had not
even been contemplated in British North America.
No direct taxation on lands and movable property
had been levied by Canada, Nova Scotia or New
Brunswick, the three largest of the northern prov-
inces. Direct taxation, in fact, was regarded as a
taxing method which could be most appropriately
employed by the governing bodies of municipalities.
In Canada West, where the conception of the
municipal character of the provinecial governments
was most widely held, the advisability of direct
taxation by the provinces was vigorously supported;

. 2B. P. Adarkar, The Principles and Problems of Federal
Finance (London, 1933), pp. 70-3.
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and George Brown and other delegates at the
Conference were “earnest advocates” of this method
of meeting the provincial needs.26 But these
proposals met an insurmountable opposition. Both
the Maritime Provinces and Lower Canada insisted
that they would not dare to impose direct taxes
upon their people, who had been unused and
opposed to them in the past.

What were the delegates to do? They must either
give the provinces financial assistance or assign
them further taxing powers. There were some
Canadians, disliking the idea of subsidies, who
argued that if the general government “ could
afford to part with the revenue, it could equally
afford to part with the source of it”;27 but this
suggestion that the Dominion should surrender the
concurrent right to some form of indirect taxation
such as excise, was unacceptable to the financial
experts at Quebec. Deliberately, they made their
historic choice in favour of subsidies. “ Two courses
were open to us,” said Brown, “ either to surrender
to the local governments some source of indirect
revenue, some tax which the General Government
proposed to retain—or collect the money by federal
machinery, and distribute it to the local govern-
ments for local purposes. And we decided in favour
of the latter.”28 Apparently, the Fathers preferred
to preserve the fiscal supremacy of the federal gov-
ernment even though it involved the necessity of
subsidies to the provinces.

- It should be noticed, at this point, that while the
Fathers of Confederation regretfully accepted the
idea of subsidies, they did not withdraw the pro-
vincial right to direct taxation. Subsidies were to
be granted because the provinces had almost
unanimously asserted their inability to levy direct
taxation; and, therefore, it might have been ex-
pected that the right to direct taxation would be
withdrawn. This was not done; and the reasons
for the decision are not entirely clear. The power
of imposing direct taxes was not welcomed as an
important privilege by the defenders of provincial
autonomy; it was, on the contrary, condemned as
an onerous burden. The Fathers of Confederation
had correctly anticipated the public attitude on the
subject; and the arguments in the provincial legis-
latures at the time were concerned, not with the
advantages to be derived from direct taxation, but
with the chances of avoiding it altogether. The
opponents of unions, such as Annand in Nova Scotia
and Smith in New Brunswick, tried to prove that
the deficiencies of provincial income under Con-

26 Qanadian Confederation Debates, p. 92.
27 Bvening Leader, (Toronto), Sept. 30, 1864.
28 Qanadian Confederation Debates, p. 93.

federation would make the imposition of direct
taxes inevitable. The defenders of Confederation
argued that the Dominion subsidies, together with
local revenues, would amply supply the financial
needs of the provinces. Both parties, however,
appeared to regard direct taxation as objectionable;
both parties tried to show how it could be best
avoided.

Thus the opinion formed by the Fathers of Con-
federation of the. possibilities of provincial direct
taxation seemed to be justified when tested by the
popular opinion of the time. Evidently, direct
taxes could not be imposed on a scale sufficiently
high to make subsidies unnecessary; and presum-
ably, if direct taxes were imposed at all, they could
be levied only at very moderate rates. In these
circumstances, it perhaps did not greatly matter
whether the right to impose direct taxation was
left with the provinces or not. Men like Galt
appear to have looked upon the public domain as
the chief expanding source of provincial revenue;
and direct taxation was evidently regarded as a
normally unimportant source of revenue, to which,
in financial extremity, the provinces might be
driven as a last resource. The fear of direct
taxation had made subsidies necessary; but, in
partial compensation, the fear of direct taxation
would help to compel the economical use of sub-
sidies. “If,” said Galt in his Sherbrooke speech,
“ they increased their expenses in proportion to the
growth of population, they would be obliged to
resort to direct taxation; and he thought they
might trust the people themselves to keep a sharp
watch over the local governments lest they should
resort to direct taxation.”29 Galt apparently
attached considerable importance to this idea, for
he restated it vigorously in his speech in the
Canadian legislature during the debates on Con-
federation. “. . . .I do not hesitate to say,” he
declared, “that one of the wisest provisions in the
proposed Constitution, and that which affords the
surest guarantee that the people will take a
healthy interest in their own affairs and see that
no extravagance is committed by those placed in
power over them, is to be found in the fact that
those who are called upon to administer publie
affairs will feel, when they resort to direct taxa-
tion, that a solemn responsibility rests upon them,
and that that responsibility will be exacted by the
people in the most peremptory manner. If the
men in power find that they are required, by means
of direct taxation, to procure the funds necessary
to administer the local affairs, for which abundant

29 Galt, Speech on the Proposed Union, pp. 18-9.



provision is made in the scheme, they will pause
before they enter upon any career of extrava-
gance.”’30

Subsidies, therefore, and not direct taxes were to
eke out the budgets of the provincial governments.
Obviously, it was in the interest of the Dominion
to make sure that the subsidies would be enough,
but not more than enough, to maintain provincial
solvency; but to reach this objective and at the
same time to keep an equality of treatment among
the provinces, was an extremely difficult task. The
delegates at the Quebec Conference were confronted
with the difficulty that the Maritime Provinces had
been accustomed to spend a greater proportion of
their revenue than had Canada on objects which
would remain within provincial jurisdiction by the
terms of the proposed union. All the provinces
would alike be required to surrender over 80 per
cent of their revenues to the Dominion; but, on the
other hand, the Dominion would not assume an
equal percentage of the expenditures of all the
provinces. On roads and bridges, education and
public welfare, three services which would remain
within provincial jurisdiction, Nova Scotia in 1866
had appropriated 31 per cent; New Brunswick 21-1
per cent; and Canada only 9:7 per cent of their
total expenditures. This difference, as has been
seen, is to be explained by the municipal expendi-
tures in the Province of Canada.

The subsidies, evidently, would have had to be
based upon Maritime, rather than upon Canadian,
needs; but the delegates, influenced by the com-
pelling demand for economy and simplicity in
provincial administration, were fully persuaded that
these needs would be less substantial under Con-
federation than they had been before. The dele-
gates from the Maritime Provinces were invited to
pare down their estimates for provincial expendi-
ture under the new regime as closely as possible;
and Tupper, on the part of Nova Scotia, contracted
to perform local services which in 1863 had cost
$667,000 for a total of $371,000 under Confederation
—or, as Galt said, a reduction of 40 per cent.31
Tupper’s estimate was chosen as the basis for the
calculation of subsidies because, as Galt explained
quite frankly, it was the lowest; and this decision
was accepted by the other members of the finance
committee and by the Quebec Conference without
alteration. Certain special grants were demanded
and accorded; but the conference preferred to base
the general subsidy arrangement upon this extremely
economical basis even if it involved a few departures

80 Canadian Confederation Debates, p. 68.
31 GGalt, Speech on the Proposed Union, p. 18.
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from the general rule. Subsidies, like debt allow-
ances, were to be based upon the population of 1861,
which was to be multiplied at a rate sufficiently
large to produce a total satisfactory to the Mari-
time Provinces. Finally, subsidies were not to be
altered, either as a result of the rise of new
provincial functions or even as a result of the
growth of provincial population. “I trust,” said
Galt, “whatever the amount of the subvention may
be that it will not be changed hereafter. It should
be definitely settled now and not doubled when the
population of any province doubles.”32

These were the principles upon which the pay-
ment of unconditional subsidies was settled at the
Quebec Conference. As set forth in the British
North America Act, after they had undergone
revision at the London Conference, the kinds of
financial aid rendered the provinces were four in
number.33 In the first place, there was the per
capita subsidy of 80 cents per head of population.
According to the Quebec agreement, the amount of
these subsidies was to be determined on the basis
of population according to the census of 1861; but,
in response to the demands of the Maritime Prov-
inces, an adjustment was made in their favour at
the London Conference. For Nova Scotia and New
Brunswick, though not for Ontario and Quebee, the
per capita grant was to increase with the growth of
population, as established by each decennial census,
until such population had reached a total of 400,000
in each province. In the second place, each of the
provinces was to be given a special grant-in-aid of
its government and legislature; and this was to
amount to $80,000 for Ontario, $70,000 for Quebec,
$60,000 for Nova Scotia and $50,000 for New Bruns-
wick. In the third place, the provinces, if their
debt allowances exceeded their net debt, were to
receive interest at 5 per cent on the balance from
the Dominion. Finally, an additional and special
subsidy of $63,000 was to be paid annually to New
Brunswick for ten years.

IIT

This division of assets and liabilities, of functions
and revenues, together with the grant of federal
subsidies to the provinecial governments, constituted
the main terms of the financial settlement of Con-
federation. Fashioned at Quebec, the terms were
subsequently altered in detail at London; and,
during the next seven years, they were gradually
applied to all the existing American provinces, except

82 A, A. Doughty “Notes on the Quebec Conference, 1864 ”
(Canadum Historical Review, vol. 1, March, 1920, p. 41).
33 J, A. Maxwell, Federal Substdaea to the Provincial Govern-
mentis in Canada (Cambrldge, 1937), c. 1.
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Newfoundland, and to the newly created Province
of Manitoba. It is, to a certain extent, a testimony
to the wisdom and acceptability of the financial
settlement of Confederation that its terms were so
widely applied, within such a comparatively brief
period, and with such relatively unimportant
changes in detail. Nevertheless, there were com-
plaints and difficulties which required, and were
met by, adjustments. In the main, these obstacles
were of two orders. There were, in the first place,
the difficulties connected with the absorption of the
old-established Maritime Provinces into Confedera-
tion. There were, in the second place, the difficul-
ties connected with the accession of the primitive or
relatively undeveloped communities situated in the
prairie and on the Pacific coast.

The opposition to union in Nova Scotia and New
Brunswick, as well as Prince Edward Island’s early
refusal to enter Confederation at all, were based,
to a large degree, on fiscal considerations. The
nature of these arguments is apparent in the nego-
tiations which preceded the better terms granted to
Nova Scotia in 1869 and in the representations put
forward by New Brunswick in 1871 and 1873.34
In the first place, both provinces endeavoured to
substantiate the general proposition that the dis-
abilities under which they suffered as a result of
Confederation were uncompensated by the benefits
they derived from it. Confederation had meant
increased taxation in the shape of excise duties,
stamp taxes and higher customs; and it was argued
that this taxation, and in particular the higher cus-
toms duties, bore with particular oppressiveness
upon Maritime peoples, who, in the past, had
always imported more goods per head and paid
more customs per capita than had Canada. The
Maritime Provinces contended, therefore, that their
money contributions to the Dominion were heavier
than the Dominion’s payments to them, in the
shape of subsidies, salaries and services.

From these general and somewhat debatable
aspects of the question, the Maritime Provinces
went on to attack more specifically the terms of
the financial settlement. Both Nova Scotia and
New Brunswick had ecriticisms to make of the
principles on which the subsidies and debt allow-
ances had been calculated. MecLelan, for Nova
Scotia, insisted that income from tax-revenue
sources should have been taken into consideration
as well as population, or in preference to it; and
that, on the basis of revenue from customs and
excise in 1863, Nova Scotia ought to have been

8¢ Province of Nova Scotia, Assembly Journals, 1869,
appendix 1; Dominion of Canada, Sessional Papers, 1885, No. 34.

given a debt allowance of $10,000,000, provided
Canada was permitted to retain her debt allow-
ance of $62,500,000. Both Provinces argued, as they
had argued at the Quebec Conference, that the pro-
vincial railway of Nova Scotia and the European
and. North American Railway of New Brunswick
were revenue-producing works for which there
existed no equivalent in the Canadian balance
sheet; and, therefore, that their value should have
been deducted from the gross debt of the provinces,
or that the provinces should have been allowed to
retain the works as provincial property without a
diminution of their debt allowances. As for the
grant of 80 cents per head of population, New
Brunswick contended that the increase of subsidy
should not stop when the provincial population had
reached a total of 400,000, but that it should be con-
tinued until the population reached the total of
either Upper Canada or Lower Canada in 1861.

When these arguments had been questioned and
debated by the Dominion authorities, the provinces
fell back upon a final grievance, “the want of a
sufficient sum for local services.” As John Langton
admitted, this point was ““ a most important one for
Nova Scotia, and is indeed the basis of the whoie
question between us.” The inadequacy of the funds
available for education, roads, bridges and other
public works was stressed repeatedly by Nova
Scotia and New Brunswick; and when it was sug-
gested that the Maritime Provinces should estab-
lish municipal systems upon which some of these
burdens might be shifted, the answer came that the
population already made large contributions to
local works through the system of statutory labour
and that the establishment of municipal systems
was politically difficult. It was this apparent
inability of Nova Scotia to maintain essential local
services by means of existing revenues which con-
vinced John Rose, the federal Minister of Finance,
and John Langton, the federal Auditor-General,
that there should be a modification of the financial
settlement of 1867.

The concessions made to Nova Secotia in 1869
were designed simply to place that Province upon
the same financial footing as that already occupied
by New Brunswick. The concessions were not
interpreted as new and special grants; they were
regarded as rectifications of the inequalities of the
original settlement.35 New Brunswick’s debt
allowance of $7,000,000 was rather more than that
which the $25 rate would have warranted, while
Nova Scotia’s debt allowance of $8,000,000 was
rather less. In addition, New Brunswick had been

35 Maxwell, Federal Subsidies, c. 2.



granted a special annual subsidy of $63,000 for ten
years: and for this, of course, Nova Scotia had no
equivalent. It was through the rectification of
these original inequalities that the better terms of
1869 were conveyed to Nova Scotia. Her debt
allowance, calculated now upon the New Brunswick
rate of $27.77 was increased to $9,186,756. In addi-
tion, she was to be granted, for ten years from
July 1, 1867, a special annual subsidy of $82,698,
which had been calculated at the same per capila
rate as the New Brunswick special subsidy of
$63,000.

It was, however, in the west that the financial
settlement of Confederation was to meet its severest
test and to reveal most fully its limitations. There
is no doubt, as has been shown, that expansion to
the west was one of the central objectives of Con-
federation; but there is equally no doubt that at
Confederation the financial, as well as the political
and economic, problems of expansion to the west
were scarcely formulated and certainly unresolved.
The Riel Insurrection precipitated a sudden solu-
tion of these problems; and the transfer of the
Northwest Territories to the Dominion was effected
by the same Imperial Order in Council which set in
operation the Manitoba Act of 1870. Manitoba,
which before had not even enjoyed the status of a
Crown colony, became at one stroke a province, and
a province of the Dominion. It had no separate
financial history because it had had no independent
provineial life. It had no debts, no establishments,
no independent revenues. Its population was per-
haps 12,000 souls. The essential bases of the finan-
cial settlement of 1867 did not exist in the newly
created Province.

Yet the financial settlement of 1867 was applied
to the Province with few modifications in its favour
and with one main change to its disadvantage. The
population of the Province was assumed to be
17,000. On this basis, the subsidy at 80 cents per
head and the debt allowance at $27.77 per capila
were calculated; and, in addition, a yearly sum of
$30,000 was granted for the support of government.
These various payments, which were determined
strictly in accordance with the principles of the
financial settlement, brought the total of the Do-
minion’s contributions to the new Province to
$67,204. It was a small sum, small even when
measured by those standards of frugality and sim-
plicity which the Fathers had set up for the conduct
of provincial administrations; and it was not to be
supplemented, as were subsidies to the other prov-
inces, by the revenue from the public domain.36

. %6 Chester Martin, The National Resources Question, The
Historical Basis of Provincial Olaims (Winnipeg, 1920).
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The Manitoba Act provided that “all ungranted
or waste lands in the province shall be
vested in the Crown, and administered by the
Government of Canada for the purposes of the
Dominion. . . .” The Dominion, intending to
act to the full the role planned for it by the Fathers
as chief agent in the national developmental pro-
gram, intended to grant lands as subsidies for the
building of the Pacific railway, and to frame a free
homestead system to attract immigrants to the
west. The retention of the lands by the Dominion
for national developmental purposes is understand-
able; but the failure to grant a special subsidy for
the retention is less easily explained. Subsidies
either in consideration of lands which were to be
appropriated by the Dominion or in lieu of non-
existing territorial revenues, were to be granted in
the very near future to British Columbia and
Prince Edward Island. Moreover, the idea of a
special subsidy in return for natural resources had
been present from the very beginning in the finan-
cial settlement of Confederation. Article 66 of the
Quebec Resolutions granted to Newfoundland an
annual sum of $150,000 ‘in consideration of the
surrender to the general government by Newfound-
land of all its rights in mines and minerals, and of
all the ungranted and unoccupied lands of the
Crown. J

The entrance of British Columbia into Confed-
eration presented problems which were very nearly
as difficult as those occasioned by the creation of
Manitoba. British Columbia’s net debt, which had
reached a total of $1:1 million in 1869, was abso-
lutely much lower than that of any of the other
provinces which had already entered Confederation,
with the exception, of course, of Manitoba. But
debt allowances and subsidies were calculated by
means of population; and the census of 1870 gave
British Columbia a total of only 10,586 immigrant
inhabitants, including negroes and Chinese, while
the number of Indians was estimated by Langevin
in his report at 30,000 or 40,000.37 To establish a
debt allowance, on the basis of immigrant popula-
tion sufficiently large to cover British Columbia’s
debts, would, therefore, have required a rate of over
$100 per capita. In these circumstances, British
Columbia returned to the argument, which had been
put forward in 1869 by McLelan for Nova Scotia,
that the debt allowance should be calculated upon
the amount of revenue contributed to the federal
purse. In form at least, the principles of the finan-
cial settlement of 1867 were to be respected; but

37 Dominion of Canada, Sessional Papers, 1872, No. 10,
pp. 22-4, 152,
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total population was to be determined, not from
existing statistics and estimates, but “from the
amount of revenue contributed to the general fund
of the Dominion, from the sources which would be
transferred.” The revenue from customs and excise
for 1870 in British Columbia was estimated by the
provincial authorities at $350,000. This sum, it was
argued, was more than the amount raised by
120,000 of the population of Canada, “the rate
there being, as I am informed,” said Governor Mus-
grave, “$2.75 per head.”’38 If as the British
Columbia authorities hoped, the provincial popu-
lation was assumed at 120,000, then the principles
of the financial settlement could be applied in
exactly the same way as they had been to Nova
Scotia and New Brunswick. The result would be
that the Dominion would be required to pay
$213,000, in annual subsidies to British Columbia.

This grand total of payments was attained in
the final agreement, though by methods very differ-
ent from those which British Columbia had origin-
ally proposed. Objecting to British Columbia’s
ingenious but revolutionary method of computing
population, the Dominion negotiators proposed to
assume the number of inhabitants at 60,000, a figure
which could be justified only on the ground that it
included the Indians at the most generous possible
estimate of their number. The subsidy at 80 cents
a head and the debt allowance at $27.77 per capiia
were calculated on the basis of a population of
60,000; and the resulting federal payments, together
with the grant of $35,000 for the support of govern-
ment, brought the sum to be paid by the Dominion
to a total about $100,000 short of the $213,000
which British Columbia had requested.

This discrepancy was overcome in another way.
By the terms of the agreement under which British
Columbia entered the union, the Dominion was
committed to the construction of a Pacific railway:
and to assist in this enormous undertaking, it had
already been decided to use western lands as sub-
sidies. But, whereas the ungranted lands of Mani-
toba were appropriated by the government of Can-
ada “for the purposes of the Dominion,” the
natural resources of British Columbia had been, and
continued to be, under the jurisdiction of the Prov-
ince. In these circumstances, British Columbia
agreed to convey, in trust, to the Dominion, a belt
of land twenty miles wide running on each side of
the proposed railway, in return for an annual pay-
ment of $100,000. It has been argued, on the one
hand, that this was a real bona fide transactior,
and, on the other, that it was a stratagem or subter-

38 Dominion of Canada, Sessional Papers, 1871, No. 18, p. 2.

fuge employed merely to convey an additional sub-
sidy to the Province.39 In the absence of any con-
siderable body of evidence, it is difficult to deter-
mine which of these two interpretations is the more
correct; and it may be suggested of both of them,
that they tend to over-simplify an admittedly com-
plex problem. It is obvious that, in return for the
annual payment of $100,000, British Columbia sur-
rendered real, physical assets of considerable mag-
nitude, though of uncertain value. It is well known
that the assets so conveyed were of the type which
the Dominion planned to utilize in support of its
ambitious project of a transcontinental railway. In
these facts there appear to lie the elements of a
real bargain; and Sir George Cartier, speaking for
the government in the debate in the House of Com-
mons on the admission of British Columbia, insisted
that the Dominion had in fact made a very advan-
tageous arrangement with British Columbia for the
cession of its lands.

On the other hand, it is to be observed that the
Dominion had originally made no offer to buy the
lands and British Columbia had put forward no
proposal to sell them. It was only after the discus-
sion of the financial terms of union had clearly
reached an impasse, that the transaction was pro-
posed at all; and the annual payment agreed upon
by both parties appears to approximate more closely
to the additional amount required to satisfy the
financial demands of British Columbia than it does
to the interest on any real or estimated valuation
of the lands conveyed. There was no time or
opportunity for an accurate, commercial valuation
of the lands; and in default of this, Sir George
Cartier, in his speech to the House of Commons,
estimated their value at somewhat over $15 million.
But if the annual payment of $100,000 is to be
accepted as interest at 5 per cent on the capital
value of the lands conveyed, then such capital
value would amount to only $2 million. This sum
could not have been based upon any real valuation,
nor did it bear any comparison with Sir George’s
estimate. On the other hand, the annual interest
payment of $100,000 approximated closely to the
amount required to make up the total of subsidies
requested by British Columbia.

With the entrance of Prince Edward Island into
Confederation in 1873, the financial settlement of
1867 had to be adjusted to meet a completely novel
difficulty. The financial difficulties which helped

39 Maxwell, Federal Subsidies, p. 40; British Columbia in the
Canadian Confederation, Part 11, The Confederation Settlement
and Better Terms (Victoria, 19383, p. 4; British Columbia in the
Canadian Confederation, Brief of Argument (Victoria, 1938), p. 7;
Report of Proceedings, Royal Commission on Dominion-Provincial
Relations, March 25, pp. 5869-5894.



to persuade the Island to accede to the union served
also to complicate the problem of its accession. In
1863, according to the figures which Galt presented
in his Sherbrooke speech, Prince Edward Island
had had a debt of only $240,673. In the meantime,
and chiefly on account of the construction of the
provincial railway, the direct debt of the Province
had increased to $1:7 million; and this, together
with the unpaid warrants, the liabilities on account
of Savings Bank deposits and the estimated amount
of sums which would fall due on contracts for the
Prince Edward Island Railway, brought provinecial
liabilities to a grand total of $4:1 million. Thus a
province which would have profited from a debt
allowance calculated at the original rate if it had
entered Confederation in 1867, would now suffer
even if the revised rate of $27:77 were maintained.

It was these exceptional circumstances which
forced the Dominion to agree to the first radical
change in the terms of the original financial settle-
ment. Prince Edward Island’s subsidy and its debt
allowance were based upon population according to
the census of 1871. The debt allowance was to be
calculated at the rate of $50 per head; and the
resulting figure of $4-7 million was large enough to
cover the Island’s prospective, as well as its existing
liabilities. In addition, through two special conces-
sions, an effort was made to put Prince Edward
Island in a position comparable to that enjoyed by
the other provinces in respect of their natural
resources. In consideration of the fact that the
Island held no lands of the Crown “and conse-
quently enjoys no revenue from that source for the
construction and maintenance of local works,” the
Dominion agreed to make an annual payment to
the Province of $45,000, which was the interest at
5 per cent on a capital of $900,000. In addition,
and by the same clause, it was provided that the
Dominion might advance any sum up to $800,000
whercby the Island might extinguish the rights of
the absentee proprietors and build up a public
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domain of its own; and that interest at 5 per cent
on any sum so lent was to be deducted from the
annual payment of $45,000.40

Up to this time, the changes effected in the
financial settlement of 1867 had come as a result
either of the entrance of new provinces into the
Dominion or of the protests of its original Mari-
time members. It was, however, the difficulties
of Quebec and Ontario which precipitated the
general rearrangement of 1873. By the terms of
the British North America Act, Ontario and Quebec
were held jointly liable for the difference between
the net debt of the old Province of Canada and its
debt allowance of $62,500,000; and the division
of this liability became a most contentious problem
in the years immediately following Confederation.
By the award of the arbitrators of September, 1870,
Ontario was required to assume the liability for $5-5
million or 53 per cent of the debt, and Quebec for
$5-0 million or 47 per cent. Against the equity of
this decision the Province of Quebec protested. Its
protests were strengthened by the difficult position
in which it found itself at the moment; and in 1873
the Dominion yielded and assumed the excess debt
of the provinces by scaling up the original debt
allowance of the Province of Canada to $73:0
million.41

This, of course, involved the proportional increase
of the debt allowances of all the other provinces
with the exception of Prince Edward Island, for
which provision had already been made in 1873;
and the resulting general readjustment, the most
serious since the beginning of Confederation, brought
to a close the first chapter in the history of the
financial relations between the provinces and the
Dominion.

40 For a discussion of this grant, see, The Case of Prince
Edward Island, A Submission Presented to the Royal Commission
on Dominion-Provincial Relations by the Government of Prince
Edward Island (Charlottetown), pp. 7-10.

41 Dominion of Canada, Department of Finance, Federal
Subsidies and Grants to Provinces of Canada, p. 10.



Section XIII

FIRST CONSEQUENCES OF THE FINANCIAL SETTLEMENT

The early operation of the financial settlement
of Confederation can perhaps best be observed
from the statistics for the fiscal years ending in
1874. By 1874, the Dominion had come to include
seven provinces: it stretched from ocean to ocean.
And the first formative period of its history was
definitely over. All the initial adjustments, made
necessary by the protests of the original members
of the union and by the accession of new provinces,
had been completed; and, for the first time in seven
years, the provincial governments and the Dominion
were settling down to a period of comparative
repose in their financial relations. Any survey of
the new system as it functioned prior to 1874
would have only a partial and temporary validity;
but by 1874 the financial reorganization of British
North America was relatively complete and stable.
How faithfully were the Dominion and the prov-
inces playing the roles which had been assigned to
them at Confederation? How satisfactorily was
the new system performing the tasks of govern-
ment in British North America?

There is no doubt, in the first place, that in
1874 the functions and resources of government
remained substantially as they had been in 1866.
The first years of the history of the new Con-
federation were extremely prosperous. For all the
governments, and, in particular, for the Dominion
and the central provinces, the period was one of
buoyant finance. It saw an aggressive expansion

along the old lines, supported by climbing revenues

from the old sources; but it did not witness the
emergence of new governmental responsibilities or
the discovery of new forms of public revenue.
British North America was spending much more
lavishly than it had spent in 1866; but, in all
essentials, both as regards types of revenue and
kinds of expenditure, the public finances of British
North America remained substantially unchanged.
There had occurred simply a complete reorganiza-
tion of the structure of government and a thorough-
going redistribution of governmental functions and
revenues.

In the first place, the financial responsibility for
governmental functions had been divided between
the provinces and the new Dominion; and the first
effects of this division are apparent in the following
table:—

TABLE I

Distribution of the Costs of Governmental Functions under the British North
America Act

(Source: Public Accounts of the B.N.A. Provinces and the Dominion)

Total Total Dominion
— Provinces | Provinces | of Canada
1866 1874 1874
($000) (8000) ($000)

Debt Charges.............oooiueiviinieinnnans 4,499 10 5,989
Justice, legislation and general government.... . 4,113 2,564 4,651
B IO oy e ate s e lvie = ol oTa o sie als s aTaselatels 1,970 |.ovevnnonse 1,331
PublioWelfare ... ... ... 0. ... 500 505 657 213
Eduveation. .. .. ... ... e 902 ) 53 1] basacoboonan
Agriculture and Public Domain 371 726 930
Transportation.......... 1,779 1,222 3,390
Subsidies 10 Provinees. .........ooovvvuunrenesfiveneneeneeifoneeerennnn. 3,753
Other Current Expenditures................... 1,264 1,385 1,715
Sinking Fund.........cocveviieiiiiiiiiaiinnn, 3 eomaosnonon 514
T L e S A e 15,558 7,986 22,486

Total expenditure in British North America had
enormously increased. The provinces and the
Dominion were together spending nearly twice as
much as the provinces had spent collectively in
1866. The disbursements of the Dominion, how-
ever, amounted to more than two-thirds of the
total governmental expenditure in 1874; and, under
the new regime, the provinces were actually spend-
ing only about half of what they had spent in 1866.
No previous government in British North America
could have been compared with the new Dominion
in financial consequence; and all the provinces had
been relieved of important responsibilities. The
Dominion had assumed the entire burden of defence,
and virtually the entire burden of debt. It bore
the major share of the costs of justice, legislation
and general government. It had shouldered nearly
three-quarters of the vastly increased expenditure
for transport. The provinces, with many of their
old responsibilities either lightened or entirely
removed, had increased their expenditure for educa-
tion, public welfare, agriculture and domain.

The initial effects of the distribution of the
sources of revenue are exhibited in table IT:—



TABLE II
Distribution of the Sources of Revenue under the British North America Act
(Source: Public Accounts of the B.N.A. Provinces and the Dominion)

Total Total Dominion
— Provinces | Provinces | of Canada
1866 1874 1874
($000) ($000) ($000)
Federal Subsidies.........oo o ciiinamailonslasssissossess SRS .
Taxes—
Customs..........ouie iiiinseison Disueins 10,102 1 14,443
e S e e e Vi sseoosonnsd 5
OtherTaxas......... . = o 127 42
Sub-total..........cooeiiiiniiiial, 12,128 43 20,273
Fines and Penalties, Licences, Permits and
{00000 GO O S B0 SO DI D BHG0 362 651 14
Public Domain................. o 1,179 1,413 351
Sales of Commodities and Services 1,556 97 1,878
Interest, Premium and Discount.... See 513 608 616
Other Current Revenues........... e 59 38 271
D OURL e e e -t e e R 15,797 6,692 23,403

Taxes still maintained their old position of supreme
importance in the total revenues of the country;
and customs, though they had declined slightly
in relative significance, kept their old place of
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superiority among the tax revenues. The sources
of income which the provinces had surrendered to
the Dominion were more valuable by 8 millions than
they had been in 1866; and, though the Dominion
returned a portion of its receipts to the provinces
in the form of subsidies, the total of subsidies
amounted to only about a third of the revenues
which the provinces had derived from taxes in 1866.
The Dominion, as chief beneficiary of the provinecial
public works and as chief agent in the develop-
mental program, drew the lion’s share of the pro-
ceeds from the sales of commodities and services.
The provinces, as principal custodians of the public
domain, obtained four times as much revenue from
natural resources as did the Dominion.

The percentage distribution of expenditures,
designed to show the relative importance of the
various governmental services in the Dominion and
the different provinces, is given in table III:—

TasLg 111

Percentage Distribution of Expenditures—Current Account, the Provinces and the Dominion, Fiscal Years Ending 1874

Dom.
—_ of Ont. Que. N.S. N.B. 12301 Man. (*) B.C.

Can.
Debt Charges......ooovviniennnn.. Dl o ooo000nomlosnssoansolsosssannss|loossonnsssa Pl e e 0| 6 & ok B niiene
Justice, Legislation and General Government 21 32 41 25 23 66 76 35
National Defence.......................... e 6 O DDt 1 s 8 Bt e e e e ] e B e L 3 s 0 e 8 P s 3 o e P o e
Transportation...............coovuunnn.... 15 11 8 34 37 7 8 50
Public Domain and Agriculture............. 4 12 13 7 16 3 6 6
Public Welfare: . .c.voii i oo s 1 13 16l 10 6 4 2 3
) IS \TYITN 00 (i it 5 v 8 s 0 B3 © Si0i610 0 B0 0 B0 30 0 8 B0 B O 00 31 16 25 18 17 8 v
Subsidies to Provinees..................... 81 PRI PRI PRSPPI (FRPUPSPRPRPPPII (USSP IR P
T e e B e o e S e S S S e e e 8 1 L6 o 000 0 0 o] o oo o oo ol fs siea oo ol oo o oo o ol loes o 6 oo lo 6 6 s s Ao
Sinking Fund...............coooiiniinn.., P s b o [l et e et e et I sl B A et e o e e by Ee e e s
Total ex Trust Funds.............. 100 100 (®) 100 100 100 100 100 100

(*) Manitoba fiscal year ended June 30, 1875.

(*) Exclusive of surplus distribution to municipalities of $1,361,101.59.

It is obvious that the Dominion was concen-
trating heavily upon those functions of government
which the Fathers of Confederation had especially
entrusted to it. It is equally apparent that the
provinces were following the program mapped out
for them at the Quebec Conference with a fair
degree of uniformity in general principles but with
considerable differences in emphasis. The Dominion
was a machine which no longer expended its energies
in the multifarious tasks of the past; it was devoted
almost exclusively to the great duty of developing,
integrating and defending the northern half of the
North American continent. The Dominion had
assumed the entire burden, past and present, of the

national system of transport; in 1874, it devoted
42 per cent of its total current expenditure to debt
charges and transportation. The provinces had
pursued an entirely different course. Except in
Ontario and Quebee, where small subsidies had
been voted in aid of railways, they had not yet
begun to enter upon any ambitious schemes of
provincial development. Their disbursements in
aid of improved transport were made very largely
for roads and bridges; and, in the Maritimes, where
the provincial governments still bore most of the
costs of local works, these payments amounted to
an even larger percentage of total expenditure than
they had in the past. The charges for defence had
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been assumed by the Dominion; it paid out $3-8
millions in subsidies to the provinces; and these
political obligations accounted for nearly a quarter
of its total outlay. On the other hand, the federal
government expended nothing on education; its
public welfare charges, incurred solely for marine
hospitals and Indians, amounted to only 1 per cent
of its total expenditure. These were provincial

services, of which education was considered to be
by far the more important; and in 1874 the prov-
inces devoted 31 per cent of their collective
expenditures to them.

The relative importance of the various sources
of revenue under the new regime is indicated in
table IV:—

TasLe IV

Dercentage Distribution of Revenue—Current Account, the Provinces and the Dominion, Fiscal Years Ending 1874

Dom.
R of Ont. Que. N.S. N.B. P.E.L Man. (®) BiC:

Can.

RederaliSubaidion T e P ot 47 48 81 92 75 88 62
axes—

B OB e et e o e el aret (9 |loie o 00 00 [0 00106 0 BHE 0 6 5266 A 0|16 0 GG 6 5 580 L S e o OB O
100 T D 00 0 0000 00 G 0 S a0 0 BG 0 O BGRED O ST L o o e 0.0l a0 nee6 060l 00 00016 6 5.6:0| |4 60008 b B [ 6666 0 bRE 6| 6 A6 GOLH | [3Ha 0BG o b
Other. ..ot ottt iiee e eeeaeeanns e L e PR | 4 e o 7
S L o e P e e R O L et ks o O B e a3 K O O 0] [ g 00 3 lbocoooodos 7
Fines, Penalties, Licences, Permits and Fees..|.......... 8 17 1 1 3 11 14
IPublic D om ain s e L L 2 25 27 16 6 ke 10
Sales of Commodities and Services........... 8 2 1 e S s nnon o 1 1 6
Interest, Premium and Discount............ 3 18 6 s N e R e 21| Saanasnon s 1
(07 s he e 0 i) BB (D B0 O O OG0 0 TG0 1 1 1 |l o 500 sonollocoo o oooo o jooos 0w s ol6as 6 656H 00| [E 0 BBEE 606
Total ex Trust Funds.............. 100 100 100 100 100 100 100 100

(*) Manitoba fiscal year ended June 30, 1875.

The Dominion, in exactly the fashion planned by
the Fathers, had come to be the taxing machine of
British North America. The provinces, as most
people had expected, had shown not the slightest
intention of exploiting their right to impose direct
taxes. Virtually no revenue at all came to the
Dominion from fines and penalties, and licences,
permits and fees. The federal government obtained
only 2 per cent of its total income from public
domain, and 8 per cent from sales of commodities
and services; but it derived 87 per cent of its entire
revenue in 1874 from customs, excise and other
taxes. The sources of supply which were of
negligible value to the Dominion were of prime
importance for the provinces. In 1874, Prince
Edward Island collected some arrears of its old
customs duties, and both the Island and British
Columbia continued to levy their land taxes as in
the past; but otherwise, not a single province in
the Dominion was drawing revenues from taxation
in the fiscal years ending in 1874. As the Fathers
of Confederation had expected, the provincial gov-
ernments were relying upon licences, permits and
fees, proceeds of public domain and federal sub-

sidies; and from these three sources they drew 88
per cent of their collective revenues in the fiscal
years ending in 1874.

The Dominion government, like the country it
had been created to serve, was, during these first
years of its existence, in a very prosperous condi-
tion. Whereas deficits used to rule the affairs of
the old Province of Canada, recurring surpluses had
been the good fortune of the new Dominion. In
the fiscal year ending June 30, 1874, there was a
surplus on ordinary account; and in 1873 Tilley
boasted “that during the last five years there has
been paid out of surplus revenue, over and above
the ordinary charges on the consolidated revenue
fund, and contributed towards the construction of
public works that were chargeable to capital, a sum
of $9,522,022.”1 It was this period of buoyant
finance which had encouraged the federal govern-
ment in its great labour of national development
and integration. With the help of a guaranteed
loan from the Imperial government, the Dominion
had practically completed the Intercolonial Rail-

1 Budget Speech delivered....on the 1st April, 1878, by the
Hon. 8. L. Tilley...., p. 5.



way at a cost of $17:9 million. It had paid out
$2-9 million for the purchase and organization of
the North West Territories. It had expended $1-4
million on surveys for the Pacific railway; and it
had commenced the deepening and the improve-
ment of the Welland and St. Lawrence Canals.
The gross debt which the federal government had
taken over from the British North American prov-
inces amounted to about $100 million; but on
June 30, 1874, the liabilities of the Dominion
totalled $141-2 million.

Essentially, the purposes and principles of the
Canadian fiscal system remained unchanged; and,
to a very large extent, the Dominion had simply
continued the types of taxation and the rates of
taxes bequeathed to it by the old Province of
Canada. An excise duty on petroleum had been
added; and the rapidly rising importance of
domestic production was illustrated in the fact that
the proceeds of excise amounted in 1874 to 24 per
cent of the Dominion’s total revenue, a percentage
exactly double that for British North America in
1866. The tariff, which practically maintained its
old relative importance in the budget, remained
very much what Galt had left it in 1866. “I cer-
tainly do not think,” said Sir Francis Hincks in
his budget speech of 1870, “that we can be charged
with proposing any very exaggerated tariff, or one
that will expose us to any strong charge on the
score of being protectionists. . . Because it is
perfectly clear that the tariff as a whole is strictly
a revenue tariff, and as such I hope it will receive
the support of the House.”2 John Rose, who
preceded Sir Francis as federal minister of finance,
and S. L. Tilley and R. J. Cartwright who followed
him in that office, agreed in maintaining, during
the whole period 1867-74, that system which Galt
alternately described as “incidental protection” and
“modified free trade.” In 1870, under Sir Francis
Hincks, small specific duties were imposed on grains,
flour, coal and salt; the tariff on wines and tobaccos
was increased; and an additional surcharge of 5 per
cent, calculated on the amount of the duty only,
was levied on all articles in the 15 per cent class.
But in the next year the bulk of these additional
imposts was removed. In 1872, due to the fact that
the United States had once more abolished its duties
on tea and coffee, the rates on imports of these
commodities were reduced in Canada; but in 1874,
under the Liberal finance minister, Richard Cart-
wright, they were raised again. Cartwright, faced
by what he considered a serious financial position,

2 Speech on the Budget by the Hon. Sir Francis Hincks.
1870 (Ottawa, 1870), p. 23.
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sponsored in 1874 the most important increase in
the tariff which had occurred since Confederation ;3
but his new duties bore chiefly on wines, spirits,
tobaccos and luxury goods, and he merely raised
the rate on all articles in the 15 per cent class to
174 per cent. During the period of prosperity,
which by 1874 had reached its term, a higher tariff
was neither required as a source of revenue, nor
generally advocated as an instrument of national
policy.

Of all the seven provinces in the Dominion, the
Province of Ontario had enjoyed the greatest pros-
perity since union and had extended its services
most widely. In the fiscal year ending in 1874,
it had spent $698,000 on education, over three times
as much as had been expended in Canada West on
the same service in 1866. In 1874, Ontario had
devoted 31 per cent of its total expenditure to
education and 13 per cent to public welfare, propor-
tions which were higher than those in any of the
other provinces; and since the municipalities relieved
the Province of most of the necessary payments
for roads, it was able to grant subsidies to railways
for which there was no parallel in the other
provincial accounts. It was, however, in the surplus
distribution of 1873, by which Ontario finally ended
the long history of the Upper Canada Municipal
Loan Fund, that the Province revealed its affluence
most fully. By the Act of 1859, the indebted muni-
cipalities had been permitted to pay to the Province
at the rate of 5 cents on the dollar of the assessed
annual value of their property, provided such assess-
ment did not fall short of that of 1858; and, as the
resolutions of the assembly of March 26, 1873,
asserted, the practical result of this provision was
“to reduce every such debt . . . to the sum at which
the said rate of five cents in the dollar would pay
interest at five per cent.”¢* By the Act of 1873,
this reduction was accepted as a basis of a new
settlement for all the municipalities who wished to
avail themselves of it; and to the other municipali-
ties, which had not already benefited by the Act
of 1859, or did not care to accept the similar
benefits offered by the Act of 1873, compensation
was to be given in the shape of certain allowances.

These latter municipalities were to be given
grants at the rate of $2,000 per mile for all the rail-
ways which they had aided with their contributions.
For the Welland Railway, which was judged to be
of exceptional value to provincial trade, the rate
was raised to $3,000; and for railways undertaken
since Confederation and before the passage of the

8 Budget Speech....by the Hon. R. J. Cartwright, Minister of
Finance, (Ottawa, 1874). )
4 Province of Ontario, Assembly Journals, 1873, p. 330.
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Railway Act of 1871, the rate was lowered to $1,000
per mile. In addition, the municipalities not bene-
fited by the “five cent rule” were to be credited
with that part of their share of the Clergy Reserve
Fund, which had been withheld since 1859; and
finally they were to be allotted the sum of $2 per
head of their population according to the census of
1871. The result of these provisions was that the
Province incurred a capital liability amounting to
$3-1 million on account of surplus distribution to
the municipalities, of which $1-4 million had been
paid out at the end of the fiscal year in 1874. But
this, of course, did not exhaust the accumulated
surplus on ordinary account which had grown to
$5-2 million. Ontario had almost more money
than it knew what to do with. Its revenue, which
amounted to $2:6 million in 1874, was over half a
million larger than that of its nearest competitor,
Quebec; and it was less dependent than any of the
other provinces upon subsidies from the Dominion
government.

The prosperity of the Province of Quebec had
almost come to equal that of Ontario. In the first
years of the new regime, when Quebec had balanced
its budgets with some difficulty and when it faced
the unpleasant prospect of paying the Dominion
interest on its share of the excess debt of the old
Province of Canada, the provincial politicians had
become apprehensive; but the rearrangement of the
debt allowances in 1873 removed this large capital
liability and restored the finances of the province
to a sound state. Quebec had built up a rather
expensive administrative and judicial system: in
1874, the costs of the administration of justice
totalled $558,000 or 29 per cent of its entire
expenditure. But the province was able to allocate
16 per cent of its outlay on education, or over
$50,000 more than had been spent on the same
service in 1866 in Canada East. Quebec, in 1874,
was spending $217,000 or 11 per cent of total
expenditure on public welfare. It-was appropri-
ating modest sums for immigration and coloniza-
tion roads; and the $38,700 which in 1874 was paid
out in railway subsidies, was the first indication of
an ambitious program of railway extension which
the province was to carry through in the next few
years. On a revenue of $2 million the province
enjoyed, in 1874, a current surplus of about $90,000.
It was drawing considerable amounts from licences
and fees, and from the provincial forests; and
Dominion subsidies accounted for slightly less than
half its total revenue.

The condition of affairs in the Maritimes differed
in certain respects from that which obtained in the

central provinces. While Quebec and Ontario dealt
in budgets of two and three millions, total expendi-
ture in 1874 had amounted to only $754,000 in Nova
Scotia, $613,000 in New Brunswick, and $360,000 in
Prince Edward Island. This contrast between the
lower provinces and the valley of the St. Lawrence
had, of course, existed before Confederation as well
as after it; but comparisons between the financial
state of the Maritimes in 1866 and their condition
in 1874 had greater validity, and the results of these
comparisons were not always favourable. Prince
Edward Island, whose total expenditure was over
$100,000 higher in 1874 than in 1866, had main-
tained or increased the sums devoted to many of
its services; it had more than doubled its payments
for public welfare and increased its grants-in-aid of
education by about $15,000. Such advances, how-
ever, had not been always possible in Nova Scotia
and New Brunswick. It is true that, as a result of
Confederation, these two provinces had been able
to effect very considerable savings in the cost of
justice and civil government. In the past, justice
had been administered very cheaply in the Mari-
time Provinces. Their judicial divisions were larger
than in Canada, for they did not possess municipal
institutions; their legal machinery was less com-
plex, for they had not levied the numerous fees
which were imposed in Canada. Actually the pro-
portion of total expenditure allocated in 1874 to
justice had been only 1 per cent in Nova Scotia and
2 per cent in New Brunswick, whereas in Ontario
and Quebec it had been 16 and 29 per cent respec-
tively. But in 1874 both Nova Scotia and New
Brunswick were spending less on public welfare
than they had spent in 1866; and while Nova Scotia
had slightly increased its grants-in-aid of education,
those of New Brunswick had slightly declined. On
roads, which had now become almost the sole pro-
vincial responsibility in respect of transport, both
provinces were appropriating a very large percent-
age of their total expenditures; but while New
Brunswick’s outlay on account of roads had more
than doubled since 1866, that of Nova Scotia had
slightly declined. Both provinces were running
deficits in the fiscal years ending in 1874.

In all the Maritime Provinces, and especially in
Nova Scotia and New Brunswick, the revenue from
licences, permits and fees was relatively trifling.
Nova Scotia derived 16 per cent, Prince Edward
Island 13 per cent and New Brunswick 6 per cent
of their total revenues from public domain. New
Brunswick’s income from woods and forests had in
1874, shrunk to only 4 per cent of her total revenue,
a percentage which was only a third of that of



Ontario and only a sixth of that of Quebec; but
this disparity is partly to be accounted for by New
Brunswick’s abandonment of her export duty on
timber, which had been surrendered in return for
an additional annual subsidy from the Dominion
of $150,000. The relative unproductiveness of the
very sources of revenue upon which the Fathers
of Confederation had expected the provinces to
rely, meant that the Maritimes were much more
dependent upon Dominion subsidies for their
financial needs. In New Brunswick, Dominion
subsidies actually amounted to 92 per cent of total
revenues in 1874; and in Nova Scotia and Prince
Edward Island the percentages were respectively 81
and 75 per cent.

In the prematurely created Province of Mani-
toba, the rigidity of the financial settlement had
had, perhaps, its most unfortunate effects. In the
fiscal year ending in 1875 the Province had incurred
a total expenditure of $86,156; and to meet this
almost pitiful outlay Manitoba had been able to
collect a revenue of only $74,045. To exist as a
province, to provide even the most rudimentary
governmental services, Manitoba had been obliged,
in the first place, to build up a simple judicial and
administrative machinery; and even this basic
requirement over-taxed the financial resources of
the Province. In the fiscal year ending in 1875,
the charges for justice, legislation and general
government had amounted to 76 per cent of total
expenditure and had absorbed 89 per cent of total
revenue. There was little money left for anything
else. In 1875, the Province had spent only $6,609
for roads and bridges and had granted only $7,000
to the Protestant and Roman Catholic schools. It
levied no taxes: since the Dominion had appro-
priated its natural resources, it derived no revenue
from public domain. The proceeds of licences,
permits and fees formed its only important inde-
pendent source of income; and in 1875, the
Dominion subsidy of $65,412 amounted to 88 per
cent of its entire revenue.

British Columbia, in the years which followed its
entry into Confederation, had not managed its
relatively ample finances with the prudence which
had been found necessary in the Maritimes and
Manitoba. In 1874, the revenue of the Province
was $372,000, its expenditure $583,000. This was
not the first deficit since Confederation; and in
1875 the excess of expenditure over income was
even greater than it had been in 1874.5 The pay-
ments on account of justice, education and public

5 Scholefield and Howay, British Columbia from The Earliest
T'imes to the Present, vol. 2, p. 377.
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welfare were greater in 1874 than they had been in
1869; and whereas in 1869 the Province had spent
only $77,000 on all forms of transport, it paid out, in
1874, $290,000 on roads, streets and bridges alone.
As a large land area, with a topography which
magnified the costs of provincial development
British Columbia faced the necessity of heavy
expenditures; but, on the other hand, its revenue,
which in 1874 was over half that of New Bruns-
wick, was a not unsatisfactory income for a prov-
ince with such a small immigrant population.
British Columbia had exploited its various possible
sources of revenue more systematically than per-
haps any other province. While the other prov-
inces, with the exception of Prince Edward Island,
drew no income at all from taxes, British Columbia
actually derived 7 per cent of its total revenue from
land taxes and road tolls. The proceeds of licences,
permits and fees amounted to 14 per cent of its
entire income, a percentage higher than that in
any other province except Quebec; and though the
provincial woods and forests had not yet begun to
yield a return to the government, the proceeds of
public domain, amounting in 1874 to $37,000 had
nearly doubled since 1869 and constituted 10 per
cent of total revenue. The Province had secured
a settlement with the Dominion which, in com-
parison with that accorded to Manitoba, was fairly
generous; it had developed its sources of revenue
with energy; and it had run into financial difficulties
by yielding somewhat too optimistically to the
many legitimate demands which were made upon
its resources. It began to contract a new provincial
debt of its own; and in 1875 it drew sums from
the Dominion which were either charged to its debt
credit or deducted from its forthcoming subsidies.

The Fathers of Confederation, if they had
stopped in 1874 to record their impressions of the
working of the financial settlement of 1867, might
have revealed a fair degree of satisfaction at its
results. The horizon of British North America had
widened immeasureably, of course; but though the
system devised by the Fathers in 1864 had extended
its limits, it had not greatly altered in character.
The old responsibilities and resources of government
remained much as they had been; the provinces and
the Dominion had been following with due respect
the paths which had been traced out for them in
1864 ; and though the financial settlement had been
altered, it had been altered in relatively minor
particulars. Within the Dominion there were rich
regions and poor regions, there were prudent prov-
inces and lavish provinces; but the Fathers of
Confederation had assumed no undertaking to
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remedy the injustices of nature or to correct the
vagaries of mankind. The great tasks which they
had envisaged in 1864 were being accomplished,
even more rapidly than they had anticipated; and
it was not their program of expansion, but their
fond hope for economy, which had been dissipated
effectively by 1874. The costs of such fundamental
services as justice, legislation and general admin-
istration which some had hoped would be lowered
and others expected would be only slightly increased,

had in fact nearly doubled since the eve of Con-
federation; and in 1874 the provinces and the
Dominion were together spending eleven millions
more than the total expenditures of British North
America in 1866. Such facts disturbed the old
Liberals of Canada West who had always kept to
the watchward of economy; but so long as the
prosperous years of the early seventies lasted, the
finances of British North America were conducted
with greater confidence and success than in the last
years of political disunity.

APPENDIX

The following tables were compiled by Mr. H. R. Balls from the Public Accounts of the Provinces and the Dominion

TasLE 1

Revenue—Current Account, British North American Provinces, Fiscal Years Ended 1866

(Thousands of Dollars)
Canada, N.S, N.B., PE.I, B.C, Total
Fiscal years ended June 30, Sept. 30, Oct. 31, Jan. 31, Dec. 31, Prov
1866 1866 1866 1866 1869 1866 (2)
Taxes—
(811117013 1o i o o I BB 6 1 S O D A 00 O A0 7,328 1,226 1,037 166 345 10,102
1 (0T o e B e i A S G G B A e R A 1,889 | 6 |............ 1 4 1,899
(O YT, 00 6 6 6006 066010 6 5000 0 GBT0 0BEG6 0 e 00 W lscoocoseaood|aaosacsocsan 15 5 127
9,324 1,232 1,037 182 354 12,128
Licences, Permits and Fees—
Court and Legal Fees...........coovvvvnnnnnnn.. 226 [.oeeeaan. £ 6 235
(0 T D)l o i e s e R e e 36 5 6 4 55 106
262 5 9 4 61 341
Public Domain—
Mines and Mining.........covveeiiinniiniinnneei]ieeennnnnnns 76 1 S s e n 13 90
Forests, Timber and Woods. .................... 306 i I e e ol s e T S e 456
Eands: i e 344 43 16 20 6 429
School Lands. . s v et s shee oo e faieis el s el WEH |6 6 00000 0000 0|looo oo oaollnoooansansod|oosaossns s 187
DI gt s ot 6 s A ane 6 A DR 6 OB D 0B OB B0 IGE 00 7 W |loogo oomae ooolls g omes o s ollowo 6 0.cos o v 16
904 128 107 20 19 1,179
Fines and Penalties..............c.cooiiiiiiinao... 19 2 e e e i (®) 22
Sales of Commodities and Services—
PostiOMce. e araee s i os s s siale o s aiarelats 622 69 76 6 13 786
Net Earnings of RailWay. ..cc.oiiineiiaievonnne|oseoanaseens 34 L35 O P 86
i L e D e 5 6 A e S o G e B A S B A B a0 O 337 |eeeeeiii e 337
Coastal Services.........ovvviiireeeenennnnnnnn 100 48 38 4 12 202
Miscellaneous. . ..oov v eiiiintiiiinieeeaaan, 72 23 |l o o0 0 A 1 70 145
1,131 153 166 11 95 1,556
Refundslof Expenditure . o e sa oo e o el is olalats e s taoie el [oe otote e rate oo lae e R e R S e 1 2
Interest, Premium and Discount.—
T R o e e U R e S 471 3 9 O 487
Premium, Discount and Exchange................ 25 |oeeiiiniiiieiiieeee e e 25
496 3 9 A e 513
Other Current ReVenue........cceueueeueonneneneenns 36 17 e ot o0 o O e O DG G 59
Total Current Revenue ex Trust Funds....... 12,172 1,540 1,335 221 530 15,797
I T8 MG s 0506 6 6050 6 0856 65560 06060095050 00000 000 422 1 422
Total Current Revenue..................... 12,594 1,540 1,335 221 530 16,219

(®) As Vancouver Island and the mainland united in 1866, the effects of the Union were not apparent in the statements for that year;
1869 was shown as the year prior to British Columbia’s entry into Confederatlon

(®) Included with Court and Legal Fees.
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TasLe IT
Expenditures—Current Account, British North American Provinces, Fiscal Years Ended 1866
(Thousands of Dollars)
Canada, N.S,, N.B,, PEI, BE Total
Fiscal years ended June 30, Sept. 30, Oct. 31, Jan. 31, Deec. 31, Prov.
1866 1866 1866 1866 1869 1866 (2)
Debt Charges—
Interest.......o.ooveneniniiiiiiiiiiie.. 3,591 309 358 18 102 4,378
Premium, Discount and Exchange................ 54 | .o 54
Charges of Management. ...........ooveeeeeenn. 7/ |l oouvrooooodkioncoocoosndloanseasassolbeaconsaooac 67
3,712 309 358 18 102 4,499
Public Welfare—
O NE BN Gonoooo0 00000 oo 0 0wes 0 0m00o0es oo ooas oo o d|lnas 0560666 oga 68 | STl T | T P 6
Public Institutions...............ocoveinnnnnn. 251 91 29 15 3 A 376
Hospitals and Charities /o S 67 9 7 3 11 97
Indians. oo o e e 22 1 2 e L 25
340 101 44 8 11 505
Education—
SehoolS. . oo vt 583 156 116 47 ®) 902
Administration and Justice—
Co 775
Police 58
Prisons 15
Reformatories 80
Penitentiaries 74
923 21 21 12 25 1,002
Legialation i 2 e e o e e s e ot 399 49 64 12 ®) 524
General Government . L DT 1,914 281 132 30 231 2,588
AT ICUI T e s o e e e e o e e 102 28 13 O 152
Public Domain—
Mines and Mining...........coooviiunienennann. 21 Wi 1o c0000 ocoo 0 ofloso 0 oom00 omalls o oo o cwsa o 36
Forests, Timber and Woods..................... 64 [ ..o 64
01 G v i 0 0 O O S O e S e s S D0 S B O e a D s 4 e 26
Tisheries . oo oo e e e 22 [ 51| et it e 5o b o e 25
Colonization iy e L R e 47 U e s e 6 DI o o Gt (s B A5 S A A 67
154 57 3 40 218
Transportation— i
MATINE. oottt ee e e e e e 453 180 29 19 27 708
Railwaysiand Canals o 279 25 B 385
Roads and Bridges . o s el e o o et 219 285 104 30 50 688
951 490 214 49 77 1,779
Other Current Expenditure—
National Defence. ......oouvueninnnnnnean.. 1,641 145 151 SR s naenaaaear 1,970
Post Office 656 86 73 18 33 866
Refunds. .. G |laon aoin o omoc 58 3 2 132
OBhEr. cccoie o bieies o sunias & ensio o2 mimle sl & riols: s oane s slodeis & 248 1 e s el O A 267
2,614 249 282 55 35 3,235
Sinking Fund or Debt Retirement.................... 125 | 30 155
Total Current Expenditure ex Trust Funds... . 11,817 1,741 1,247 244 511 15,558
BT 8L DG oo ano 6.0 a6.0e 0 8 8e 8 AS06 8 DRG0 05566 5 86s 2 e [ ) e | S S A (e e S e 213
Total Current Expenditure.................. 12,030 1,741 1,247 244 511 15,771

(®) British Columbia fiscal year ended Dec. 31, 1869.

(®) Included in Establishments under General Government.
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TasLe ITI

Revenue—Current Account, the Provinces and the Dominion Fiscal Years Ended 1874
(Thousands of Dollars)

Ont., Que., N.S,, N.B,, PEI,
Fiscal years ended Deec. 31, June 30, Dec. 31, Oct. 31, Dec. 31,
1874 1874 1874 1874 1874
Federal Subsidies 1,197 976 589 516 269
Taxes—
o T o L e st 610 B B S Y P05 S O B e 0 B B B et [R5 an 0 0 ol S Bt e o B0t a0 S e D 1
1505 (TS a0 00 SO 0 B 05 B SR 6 B B0 B 6 B0 0 S5 0 O TR0 0 510 0 B 5610 00 I8 00 B 6 00 0 5 00,0 00 6.5 I 2 O e 3 s [ 3 et st 1 LS o e e
T b Y e L | s e L ) 15
................................................ 16
Licences, Permits and Fees—
Courtiand Legall Fees e e et e s Lo lats 75 s 2 8
A R BT B e i pee s e ot s s o i o St Sy o 135 163 5 6 5
210 331 5 8 13
Public Domain—
W DRTESIEN L LIS Y Yo e o ) o o i o S 8 S 0 0 B DRHE 0.0 K 6 0 s B 0 et I8/ 08 0 D i o L1 ) L T
IHorests iimber andi 00 s s o LR Py 343 43 e 25U e
Lands. . ooo e e 170 ..ol 25 11 47
Sehool Lands. . ....ovett et e e e e e e e e
BT T (7S er o iy 3 S O 3 S 0 s 1 5036 ) 50 B 5001018 e 0 DD 0 e O GG 00 8 s 8 B e o) LB e B o xR D 5 5 B 0 | I s e e s s o
633 543 116 36 47
Fines and Penalties.............uiuiiiniiiiieiiieeenneenn. 4 I e e s | S B B o o R e

Sales of Commodities and Services—

Refundsiof B XpDenditure e e e e
Interest, Premium and Discount—
T g B e e b e e o e o e S o
Premium, Discount and Exchange............................

Other Currenti B eVenue o o e e e s e e
Total Current Revenue ex Trust Funds....................
4 b7l MIDeTs s oo 0 Ao s Aot D oS R SO R BTG A Ao A Bt e aRano

Total Current Revenue. ............oovuiieeiinnneeennn..

46 17 Sl 2
............ 16 I 15 5 50 0 0o o d oo 6 st o s
466 124 ) o0 oovas sovgs 11

466 124 ) |lsaommeaomoas 11

15 L At e [ ity o i (R U

2,571 2,033 724 560 358

(224160 600009000 6| oo a o ool e oo ol os 8 56 6 a5

2,663 2,033 724 560 358
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TasLE IIT—Concluded
Total (2)
1336l Man. (®) Total (2) Canada, Prov.
Fiscal years ended Dec. 31, June 30, Prov. June 30, and
1874 1875 1874 1874 Dom.
1874
Federal Subsidies. . .. ...o.ovut it e 230 65 3,842 |............ 3,842
Taxes—
T T Yl e Tl e 1 1 e R e s ) B s B IR B O e e B 50 oo 1 14,443 14,444
G Tt [ s e | 5,617 5,617
Other Taxes i e 2 42 213 255
27 . e 43 20,273 20,315
Licences, Permits and Fees—
Court and Legal Fees. ... ....ooutiutineinne i eeenennnnns. I 1o co000m00000 265 | 265
OTHer Fee8 e e rerers e oo o h e s o L S 41 8 303 T 363
53 8 628 [............ 628
Public Domain—
Mines and Mining. .. ......ooouutiinne e it ennannnn, (8 |lss0ca0s00000lleconscooosollsaesaosessas
Horests) T beniand W oods S o o [ e D 93
ANAE. L D E L A I 244
B0h00] LA G L P AN | SR | i o [
igheries . o N e SRR O el | I e O [ e s o 14
38 |t 1,413 351
Fines and Penalties. ... .......ouuiuuiin e, @ . 23 14
Sales of Commodities and Services—
o8t Office e eh L e 1,140
Canalst . 478
Coastal Services 110
MiSCellaneous. . . ..ottt 149 245
, 231 IR 97 1,878 1,973
R efunds ol B X an a1t e o r P VNN | OO R 17 46 63
Interest, Premium and Discount—
LY e e 8 e e S e Sl e e P e ) S b 20 sy 608 611 1,219
Premium, Discount and Exchange...............coovvveineenifoveninnidonn i, 5 5
b P 608 616 1,224
Other U et R e e IIT 8 | 22 225 247
Total Current Revenue ex Trust Funds.................... 373 73 6,692 23,403 (°) 26,253
Trust Funds.......coooniiiii i 92 480 572
Total CurrentiR evente s Ll L 373 73 6,784 23,883 (°) 26,825

(*) Manitoba fiscal year ended June 30, 1875.
(*) Included with Court and Legal Fees. .
(°) Exclusive of subsidies paid by the Dominion to the Provinces.
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TasLe IV

Expenditure—Current Account, the Provinces and the Dominion, Fiscal Years Ended 1874
(Thousands of Dollars)

Ont., Que., N.S, N.B,, P.E.I,
Fiscal years ended Dee. 31, June 30, Dec. 31, Oct. 31, Dec. 31,
1874 1874 1874 1874 1874
Debt Charges—
K o D0 O O OO G0 O e & 0 000 00 U G D O O B OO EaG AT B T 0 DO 5 [0 0BG 510 G G0 B 6 A G ] [ B0 B OO0 A0 D B0 a0 B L] (6 one a0 noa s B
Ia o, IR s e T D000 0 oo 0 000000900 0 0000 00oolo 0owa 0 0 0ooa olloca o ooosoogollao sus ooooGa o 1 8
(@)Y R g o (N E T 0 ety sy 6,0 00 O G O G 8 SIS D00 0] 510 G000 00 0.6 1000 0 851G 6 910070 16 67000, 0 D100, 0] K G DG D] 6 G BGHIO SO O
.................................... 1 8
Public Welfare—
18NS BRI, 66 00000000800 0000 000000300 0000000000 00008 0600000066 000000|[660060008900||000060000500 Y5 oo 0 oo o
Public st I ubIona ettt r e et el e e e Peteh et e el o) e are 255 218 68 26 12
Hospitalsiand Charities e el ts e ieele e el ePate o tel L eyt O S B 0o 0 7 1 3
I ATANS oo oeishe ol ol et s ke eheley ehatey oke ronek ek ehe e ot oo e baite oase ranarane st s Falotatalokaysyestereil charaholoits sedeksiatets | oatenelolsto s sialols: | miek sfazarsiotelsingeiiel| +kerati s erelasatelels
298 218 75 34 15
Education—
T Y0T0) Kl 03 0 50315 0 3.0 G K0, 0 9 S5 0 0 S 6 00 6 P00 O S S 698 320 185 101 62
B Ty L L P D S O P O s s O Y e O e D e T G O ] 0 s A O ety O KPR A I L e i
698 320 185 110 62

Administration of Justice—
Courts and Court Officials
1 T et IO G D6 Do
Prisons o
R O OTIER i steeebaretote s ras s orsl slieiote s aietal s hope e Sbaamsnl S ol ot ol s foaroel s
AR 00000 00040 D066 DD 80 BREG BoA6H 0 BAEE DLHG 0 HDENG

b E AT 1 st o o 1 60 050,015 D00 B BrERd o B Ri0i 6/ 01 6 SRR ) B0 O ki O 6
Generall GOVErNINEnT ool it ettt s (e letebessts el s o telsaeietelele oeekehorsne abs
S I8 6 0 5000 0 0000 0 0:0.0.0 5OTO 6 0000 B G 0TAGE GO0 b aEEEERHTE
Public Domain—

Mines and N inin g e e e et e et et oo e R
Forests, ‘Timberrand iWoods: - o e i o
D 1 (s o i 0 B0 £ 05 10 18 6 B e S 0 LT O o B e S A I G
T 1 0 (S e e S e e S A o B e G 0 B O DA B ) O i
(CRORZTH01Y 0 0000 0000 000000 0GEG6 60060 0H0LG00 5360 D0ANGHIEEE AT

Transportation—
L 0 Y et 9 00 B B et 6 B At B 3 B O B 6 e 0 B e 0 (3
RailwaysiandlCan a8 e el e el L
Roads andiBridges el el T et R e et

Other Current Expenditure—
It 1Y [ B L 0 ot O O ) RO O 100 0 S B S0 O O O B G0 0
PORt OGO sl s hoteiatelaslo el ool re e satatets
Subsidies to Provinces

Sinking Fund or Debt Retirement—
Total Current Expenditure ex Trust Funds................

b 17 B AT Vs et O 0 0 0.0:0 0 0.0 0 0 B0 010 D B0G 0GB Ol 0 S0 E 0 B0 0 ASPE B BT G
Total Current Expenditure. .....cocoveeeieeereeeeeeceenns

364 558 4 12 12

176 173 41 31 21

198 263 142 96 205
.......... 61 15 13 7
........................ 9 Ll Gc annanasoo
........ S| s R e
0 0 OGS Sl SR il SRl
267 195 35 89 4

93 |los o0 00006090 33 18 3

114 1 o o ot o dllneie o 5o 6 o] o 0 o BioH 006 o

95 115 225 209 23

261 154 258 227 26

3,646 1,942 755 613 361
140 W s 6000000000 0|066 0006060000 00660000000
3,786 1,943 755 613 361
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Total (2)
BICN Man. () Total (2) Dom. of Prov.
Fiscal years ended Deec. 31, June 30, Prov. Canada, and
1874 1875 1874 June 30, Domin,
1874 1874
Debt Charges—
R B 500 00,0 0.0 O T0 O OG0 A B 00T 0 B 6 53 0 OO B G DR ke B S a6 B BBlIs 0500 0 0o 0 o kBB B o o B 5,724 5,724
Premium, Discount and Exchange..............ccvovuernnn... Ll ooooooomoos 10 27 37
Charges of Management. ...........ceeueeenennennuannennnene]onororneeoilonannssunnsdorsssmmnis 238 238
e e e 10 5,989 5,999
Public Welfare—
Public Health... ..ot i, 7
Public Institartions i e e s e 649
Horpitalsland iCharitics I R r PP P NP S 68
1B T 5 0 S G o 51 0 G G0 0 B a El B0 B B St 0 B B B e 0 e 146
870
Education—
.................................................... 1,412
................................................ 9
1,421
Administration of Justice—
1,166
340
145
57
300
2,008
U I R 10 5500060,00 5000 60 50,0 015166 506010 8/016.0/0 B HSE 0 B0 0 0 & OE 5 6. 1,253
@enerallGovernment SR R DR 3,952
AgrioultuTe e el e e e e S 101
Public Domain—
Mines and Mining.........ooveininieinniennnninnnnnennennoniinniiiidoi i 10 47 57
Forests, Timber and Woods.............ooooviinii oo 83 83
Lands. . ..ot e SP |kinacoao s o0 322 406 728
T (e e B o D e A L I o e A e e e e T 76 76
Colonigation. .o s 2 293 319 612
1 e o oa 6 625 931 1,556
Transportation—
W Y 0000 000000200 00000 G000 BT 0 &0 B TR O B O RS St 6 B /6.0 B kot 5 B 0.0 e 106 1,421 1,527
Railways and;Ganals g s e e [ ) 7 160 1,535 1,695
Roads and Bridges...... 090K 0 0 S0 00 B0 DDA BRI & DB E 0 0 200 | 957 434 1,391
290 7 1,222 3,390 4,613
Other Current Expenditure—
IR AL DR O 000000000 00000 00000 0650 066000050 000:06 5 0BE|E 5666 656800 o|lbed6 000605000 ansenaassc 1,331 1,331
Post OfRCe. ..........ooonnsnnnn o s A s s e e e B e e e b 1,387 1l 387
Bubsidies torProyinces L S P S e 3,753 3,753
Refundaisiise o o ol R et st e A R 24 209 233
(0 Y 2 s et oS o e e B S B B 0 T DG B B S B0 ) S B B S (4 0 B O e Do oo e ot 1,361 119 1,480
........................ 1,385 6,799 8,184
SinkingsKundiorfDebtiR etirernen t e ey | B K N | R S 514 514
Total Current Expenditure ex Trust Funds................ 582 87 7,986 22,486 (®) 26,718
A8 37 50UV e o0 61616 6 570,010 Gaiie 8 6 05 S B 00 0 5 G050 a1 1016 0 50 0 0 000 8l oo S b e 141 1,681 1,822
Total Current Expenditure.............o.oooveenninna ... 582 87 8,127 24,167 (®) 28,540

(*) Manitoba fiscal year ended June 30, 1875. )
(*) Exclusive of subsidies paid by the Dominion to the Provinces.
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TasLE V

Provincial Assets and Liabilities Assumed by Dominion at Confederation

(Thousands of Dollars)

Total Total
ﬁiﬁisliggg B.C, P.EI, Assets and
—_ Canada N.B. N.S. July 20, July 1, Liabilities
TG 1 1871 1873
Dominion, assumed by
July 1, 1867 Dominion
Debt Assumed by Dominion—
D Eeh DI B0 0060 00 0000000000860 E 0 6o 59,621 5,146 6,062 70,829 1,168 1,688 73,685
Guaranteed Debt.................... 150 e s s o B oD 6 RGOS 150
SavingsiBankibenosi TSN e | et et 77 645 15422 B o s 250 1,672
Treasury Notes in Circulation......... i Y e a5 606 3720 BN FEEE e iy ) 3,720
Temporary Loans.................... 3,097 108 342 3,547 310 |............ 3,857
Capital Liabilities..........c.coouue... 8,212 1,869 (?) 975 (9) 1T Q50 S - 2,021 (f) 13,077
Current Liabilities...............o.... O lsssoeansnn 404 425 10 140 575
TD0HE LRTEDG e 6 606 0 0.0 00 0 0006 00 090 0 500 LG eoansdaatisle nobdensss e S k30 0 i 3 oo e B o B i 1,945
Gross Debt Assumed by Dominion......... 76,160 7,900 9,034 93,094 1,488 4,099 98,681
Assets Assumed by Dominion as Offsets
to Debt—
Casherl e e R 1,461 20 303 1,784 4 s 1,826
Sinking Rundst S e e LY |oooooooonolioonnacooos 1,889 eebl o dncbonas obe 2,331
Assets re Guaranteed Debt............ 37 e 37 | 37
TSN E N e 0000000000006 6 aa6HaaEs 390 870 A el [ e e 477
Current AssetS.......ooovveeiiunnnn 2 321 3 o s o 325
Total Assets Assumed by Dominion as ‘

OffsetsitolDebt ML Er e 4,098 107 303 4,508 488 |............ 4,996
Net Debt Assumed by the Dominion....... 72,062 (*)| 7,793 8,731 88,586 1,000 4,099 93,685
Debt Allowance as per B.N.A. Act......... 62,500 7,000 8,000 77,500 1,666 4,701 83,867
Assets Transferred to Dominion—

1B G b 00 0000,00 0 5000 0 8656 000,65 607 e S 607 ... 607
Loans, Advances, etc., excluding Rail-
ways, on which partial or no

interestiwasipaid P e 1,150 2400 |ciniaisames 3 e e Ao [ o DO b e 1,390

Public Works—

Railways—Direct Investments

NG LRI o 6 600 b0 6060665000 33,256 (s)| 4,514 6,123 435803 1,213 45,106
Canals and Harbour Improve-

117 07 PN 21,296 ©) (©) 21,296 ©) ©) 21,296

Roads and Bridges............... 1,703 ©) ©) 1,703 © ©) 1,703
Public Buildings and Miscellaneous

WOTKS = e o e e it 4,607 ) ©) 4,607 ©) ©) 4,607

Total Public Works...... 60,862 4,514 6,123 TE,A990 e e 1,213 72,712

Current Assets..........coveeeiinn.. VI o o S o s At e T el o o IO S 144

Total Assets Transferred to Dominion...... 62,763 4,754 6,123 73,6400 s e 1,213 74,853

(=) Subsequent adjustments, due largely to capitalization of annuities, increased the net debt of the Province of Canada to $73,006,088.84

at June 30, 1872.

(¥) Commitments for subsidies to railways in the course of construction. At June 30, 1868, $465,764.57 had been paid on this account.

(°) Light Houses, Harbour Improvements, Roads and Bridges and other public works were transferred to the Dominion but as they were
charged originally to current revenue, they do not appear in the statement of assets.

(@) Except for $21,437.47 for provincial pensions capitalized, this comprises commitments for subsidies to the Windsor and Annapolis

Railway.

(¢) Treasury Notes in circulation on June 30, 1873, amounting to $37,311.10, were called for cancellation by the Province.
(*) Balance due on commitments for construction of the Prince Edward Island Railway.
(£) Loans and unpaid interest, Grand Trunk Railway, Great Western Railway and the Northern Railway. Unpaid interest amounted to

$13,060,000.



