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Rt. Bon. W. L. MAc:uNzm KINo, P.C., M.P., 

Prime Minister of Canada, 

OttawL 

Dear Mr. King. 

I have the honour tD transmit, herewith, the Report of the Royal Comm.isaion on 

Dominion-Provincial Relations, pursuant to the Order in Council of August 14th, 1937, 

P.C. 1908. . • c. 

As noted in the final Chapter, the decisions underlying the recommendations of the 

Report were reached before the outbreak of war. The Commission has since reviewed 

ita recommendations and, in spite of the great and relative changes in the financial 

outlook for Canadian governments, it believes ita recommendations to be appropriate 

to meet the new strains and emergencies of war conditions. 

I have the honour to be, 

Sir, 

Your obedient servant, 

CKAIJUU.lf. 
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ROYAL COMMISSION ON DOMINION-PROVINCIAL RELATIONS 

TERMS OF REFERENCE 

C&NADA 

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

P.C. 1908 

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

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

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

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

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

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

6. That, finally, it has been represented that 
unless appropriate action is taken the set-up 
of governmental powers and responsibilities 
devised at the time of Confederation will not 
be adequate to meet the economic and 60Cial 
changes and the shifts in economic power 
which are in progress without subjecting 
Canada's governmental structure to undue 
strains and stresses. 

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

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

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

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

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

Robert Alexander MacKay, Esquire, Ph.D., 
Professor of Government, Dalhousie 
University, Halifax, N.S.; and 

Henry Forbes Angus, Esquire, M.A., B.C.L., 
Professor of Economics, University of 
British Columbia, Vancouver, ~.C. 

3. That, without limiting the general scope of 
their inquiry, the Commissioners be instructed 
in particular:-
(a) to examine the constitutional allocation 

of revenue sources and governmental 
burdens to the Dominion and provincial 
governments, · the past results of such 
allocation and its suitability to present 
conditions and the conditions that are 
likely to prevail in the future; 

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

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

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

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

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

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

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

E. J. LEMAIRE, 

Clerk of the Privy Council. 

. 
CERTIFn;D to be a true copy of a Minute of a 

Meeting of the Committee of the Privy 
Council, approved by His Excellency the 

· Governor General on the 18th November, 
1937. 

P.C. 2880 

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

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

1. That the resignation of the Honourable Mr. 
Justice Rinfret be aceepted; and 

2. That Joseph Sirois, Esquire, LL.D., of th11 
City of Quebec, Notary Public, Professor of 
Constitutional and :Administrative Law at 
Laval University, be appointed a Member of 
the said Commission, in the place of the 
Honourable Mr. Justice Rinfret. 

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

E. J. Lnwu, 
Clerk of the Privy Council 



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

P.C. 2946 
The Committee of the Privy Council, on the 

recommendation of the Right Honourable W. L. 
Mackenzie King, the Prime Minister, advise that 
Joseph Sirois, Esquire, LL.D., of the City of 
Quebec, a Member of the Commission on Dominion-

11 

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

A. SKELTON, Esq., 
Secretary, 

E. J. LEMAIRE, 

Clerk of the Privy Council. 

CCimmission on Dominion-Provincial Relations. 



HISTORY OF THE COMMISSION 

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

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

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

The recital in the terms of reference set out 
certain conditions on which presumably the Com
mission was exp~ted to report: the enlarged 
responsibilities of government due to economic and 
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social developments; the need for "the widest 
possible division of powers and functions between 
governments"; the allegation that expenditures 
were increased by overlapping and duplication of 
services as between the Dominion and thll prov
inces; the complaint of the provinces that their 
revenue sources were inadequate to enable them to 
fulfil their constitutional responsibilities; the 
representations of the provinces that their muni
cipalities were confronted with similar financial 
difficulties and, particularly, that conditions were 
such as to place an undue burden on real estate; 
and finally, the representation that unless appro
priate action were taken, the governmental 
structure would be subject to undue stresses and 
strains in meeting the economic and social changes 
and the shifts in economic power which are in 
progress. 

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

(a) "to examine the constitutional allocation of 
revenue sources and governmental burdeM 
to the Dominion and provincial govern
ments, the past results of such allocation and 
its suitability to present conditions and the 
conditions that are likely to prevail in the 
future; 

(b) to investioate th6 character and amount of 
taxes collected from th6 people of CaMda, 
to consider these in the light of legal and 
constitutional limitations, and of financial 
and economic conditions, and to determine 
wheth6r taxation 01 at present allocated and 
imposed is 01 equitable and 01 efficient 01 
can be devised; 

(c) to examine public expenditures and public 
debt& in general, in order to determine 
whether the present division of the burden 

of government is equitable, and conducive 
to efficient administration, and to determine 
the ability of the Dominion and provincial 
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governments to discharge their governmental 
responsibilities within the framework of the 
present allocation of public functions and 
powers, or on the basis of some form of 
reallocation thereof; 

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

The Order in Council appointing the Commi.s
sion clearly indicated that its task was two-fold: 
the Commissioners were instructed to consider and 
report upon the facts disclosed by their investiga
tions; and "to erpreaa what in their opinion, subject 
to the retention of the distribution of legislative 
powers essential to a proper carrying out of the 
federal system in harmony with national needs and 
the promotion of national unity, will beat effect a 
balanced relatiomhip between the fin47ICial powers 
and the obligatiom and functions of each governing 
body, and conduce to a more etficient, independent 
and economical ducharge of governmental reapon
si'bilitiea in Canada." In short, the CoiDmission 
was intended to be both a fact-finding body, and 
a body to make recommendation& • 

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

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

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

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

~ .. Ia ahem~ adW. 

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

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

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



Head of Dept. of Law, Universtty of Toronto: and 
Vincent C. MacDonald, Dean of Law, Dalhousie 
University. 

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

Certain research studies which the Commission 
considered to be of perm'anent value and general 
interest have been printed as appendices to the 
Report. Other studies which were of less general 
interest have been published in mimeographed 
form. A number of special studies, many of them 
dealing with constitutional and legal matters, were 
prepared for the assistance of the Commissioners 
and not for publication. Copies of these will, 
however, be filed with the recorda of the Commis
sion. It must, however, be understood that for 
facts or opinions stated in these reports, whether 
these reports are published or unpublished, the 
authors and not the Commission, assume full 
responsibility. A list of the printed and mimeo
graphed studies appended to our Report is set out 
at the end of Book I. 

Retirement of Mr. Juatiu Rinfret.-Unfor
tunately, before the first public session of the 
Commission, the Hon. Mr. Justice Rinfret was 
compelled to resign from the Commission on 
account of illness. The Commission desires to 
express ita great aense of obligation to Mr. Justice 
Rinfret for his valuable advice and assistance in 
organizing the work of the Commission and in 
aiding in the selection of members of the research 
staff. His retirement from the Commission was a 
source of deep regret to his fellow Commissioners. 
Mr. Justice Rinfret'a pla.ce on the Commission wu 
t&ken by Dr. Joa. Sirois of the City of Quebec, 
Notary and Professor of Constitutional t.w in 
'Laval University, Quebec. 
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Public Hearinga.-With regard to the public 
hearings, it was decided at the organization meet
ings of the Commission that public hearings should 
be held at Ottawa and at the provincial capital in 
each province unless some other city were desig
nated by the province concerned. Public repre
sentations were to be limited to Provincial and 
Dominion Governments and to recognized public 
organizations, but the Commission reserved discre
tion to call any individual witness, if it saw fit. If 
municipalities desired to present submissions to the 
Commission it was stipulated that they should 
make arrangements through their provincial gov
ernments which would decide whether the muni
cipal representations should be made by the 
government of the province or by the municipalities 
themselves. Conditions were laid down as to the 
form in which briefs were to be prepared and as 
to the time within which they should be filed. A. 
general announcement in the press concerning the 
procedure at public hearings was made. 

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

Public hearings were opened at Winnipeg on· 
the 29th November, 1937. Between this date and' 
the 1st December, 1938, hearings were held at al1 
provincial capitala and a.t Ottawa, aa foHowa:-

Plaee of Bearing 

Winnipeg .•.•.•... 
Regina .......... . 
Ottawa ......... . 
Balifu ......... . 
Charlottetown ... . 
O!taw~ ......... . 
V1etorl& ......... . 
Edmonton .•..•••. 
Ottawa• ......... . 
Toronto ......... . 
Quebec .......... . 
F:edericton .••.... 
Ottawa ......... . 
Ottawa .......... . 
Ottawa .•• , .•••.. 

Dates 

Nov. 29,1937-Dec. 8 
Dec. 9 -Dee. 17 
Jan. 17,1938-Jan. 31 
Feb. 3 -Feb. 8 
Feb. 10 - Feb. 12 
Feb. Hi - Feb. 16 
Mar. 16 -Mar. 25 
Mar. 28 -Apr. 2 
Apr. 21 
Apr. 25 
May 12 
May 18 
May 25 
Aug. 8 
NoY.24 

-May 9 
-May 16 
-May 23 
-June 2 

-Dee. 1 

No. of 
Daya 

\) 
8 

10 
4 
3 
z 
8 
6 
1 

11 
4 
5 
7 
1 
6 

Total.............. 85 
• E-.ideMe Dr. I. Jeauiftft'll. 

- B~ l'roL L. '1. Giblia. 
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In the course of its public hearings the Com
mission recorded over ten thousand mimeographed 
pages of evidence, and 427 exhibits were filed. 
The Commission arranged for duplication and 
distribution of the evidence by its own sta1J in 
co-operation with the reporting sta1J, and by this 
means made its evidence available to the public 
at a lower cost than has hitherto prevailed, and 
succeeded (after supplying all the governments 
concerneq with copies free of charge) in covering 
the total cost of reporting. 

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

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

ALBEBTA , 

DEAB Sm, 
EDMONTON, March 30, 1938. 

Owing to the fact that the legislature bas decided 
against presenting a brief tc the Commission on the 
grounds already outlined to the Federal Government, 
we would respectfully suggest tc you that it would be 
inconsistent and contrary tc the decree of the legis
lature tc answer the questions you have directed tc ue. 

It is our intention to present a comprehensive brief 
directly tc the Federal Government, a copy of which 
will be sent to each of the provinces. 

Yours truly, 

(Sgd.) WILLIAM ABEBHABT, 

Premier. 
Hon. NEWTON W. RoWELL, Chairman, 
Royal Commission on Dominion-Provincial RelatioDI!, 
Edmonton, Alberta. 

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

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

" ..• nous devons d6clarer que le gouvernement de Ia 
province de Quebec ne comparait devant cette Com
mist~ion, ni en qualit6 de· demandeur, ni en qualit6 de 
defendeur; et qu'il n'entend etre lie en aucune fa~on 
par les conclusions de votre rapport. . . 

Si le gouvernement de Qm\bec a cru devoir se faue 
repreeenter a cette s6ance i,nitiale, e'est qu'il n:a .PBS 
voulu manquer de courtois1e envers Ia CommisSion; 
c'est aussi parce que son silence aurait pu etre con
l!idere 'Comme un acquiescement au principe qu'a pose 
le gouvernement fe~eral, en co~fi.ant a un~ Commis
sion nommee par lu1 seul Ia mission de faue enqu~te 
en vue d'amender l'acte f6deratif de 1867."8 

• Ev. pp. 8825-28. 
I Ev. pp. 8130-31. Provincial tralll!lation.-" ....• we. beg to 

state that we are not appearing before your Comm1aalOD e1ther ae 
an applicant. not u a defendant, and that we shall not feel bound, 
in any way whatloever, by the opiniona eontained in your report. 

The Government of thia Province ie appearing before you 
becau11e, in the fint place, it did oot wieh to _be )~eking i~ courteq 
towards thia Commiasion, and also because Jb •llenee m1ght have 
bt>en eonetrued as an acquiescence in the principle Jaid down br 
the Federal Government, in appointing. of ita own accord _and 
without e0118'Ulting the Provinces, a Commiuion whose report m1ght 
form till! basia of posaible amendmente to the Coutitution. • • !' 



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

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

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

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

~ Lotttn, dak!<l lub' tl, 19!11. r,..,.. u:..... )[. P. Jlopba,.., 

~>or.r.::! x~. <il~ :,:~ ~'ifi.:rooi.i'c..e:r"d-
-..a 
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the contentions of other provinces and of reviewing 
the research studies. Arrangements were made for 
final hearings in Ottawa. after the provinces had 
time to consider each other's evidence and the 
research material prepared for the Commission. 
With regard to the research studies the Commis
sion wished to give the provinces and the Dominion 
full opportunity to examine and criticize them 
before they were put in final form or used for 
purposes of the Report. Accordingly, draft copies 
of the research material as completed were sent to 
the Dominion and all provincial governments which 
signified their desire for them (among them 
Alberta). Final hearings were held in Ottawa. from 
November 24th to December 1st, 1938. The 
Governments of British Columbia, Manitoba, New 
Brunswick and Prince Edward Island were repre
sented, and various supplementary representa
tions were made on their behalf. (The representa
tions of Manitoba were supported by Saskatchewan, 
while Nova Scotia. made certain comments to the 
Commission in writing.) In addition, some of the 
research material was discussed at length. Com
ments on the research material, whether during 
these hearings or by correspondence later, were 
given careful consideration. 

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

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

• • • • 
Although the Commission did not have the 

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

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

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

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

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

. Miss Rowlli.nd and Mr. Deutsch who acted as Mr. 
Skelton's principal assistants in administration 
and the direction of research respectively; and of 
Professor Corry and Professor Creighton who 
assisted in co-ordinating research material. The 
research program of the Commission was the most 
comprehensive ever undertaken in Canada in a 
public inquiry. The Commission hereby records 
its appreciation of the excellent work done by its 
research staff, many of whom served at personal 
inconvenience and sacrifice. To its official reporters, 
Messrs. Oliver and Hubbard, the Commission's 
thanks· are due both for the consistently high 
quality of their work and for their co-operation in 
making possible the very economical reporting. To 
the clerical staff, who were prepared to work at all 
hours and often under material conditions far from 
ideal, the Commission is deeply grateful. In this 
connection it wishes to mention the work of Mr. 
W. J. McHugh who was in charge of the enormous 
task of mimeographing the evidence and the 
studies; and Miss Mary White and Miss Rachel 
Fortin who acted as personal secretaries to the 
Commissioners. 

Finally, we thank the press of Canada. for their 
full and careful reporting of our proceedmgs; and 
for the informed, constructive comment and criti
cisms which they offered as the work of the Com
mission proceeded. 



CONFEDERATION 

1. THJ: FoRCES Li:ADINO TO CoNFEDERATION 

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

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

The Maritimes looked to the sea. They con
centrated on their timber and fish, their ship
building and their carrying trade. Their own 
hinterland and the vast oontinent hehind them 
were little in their thoughte. The Canadaa had 
deve1oped a. thriving export trade in timber and 
wheat. The most active spirits, however, took 
these outlets for granted and faced inward on the 
oontinent. For them, the St. Lawrence water 
system was not eo much a political boundary ae 
a great highway leading into the heart of the 
oontinent. From the beginning, the Ca~tli.ans had 
dreamed of a future when a trade of continental 
proportions would pour along their highway. The 
other British colonies had little place in their plana 
for the St. Lawrence as one of the great trade routes 
of the world. And the concerns of the Red River 
and Pacific Coast settlements were entirely foreign 
to those of Canada and the Maritimes. The 
eeparate pre-occupations of the colonies had led 
them in opposite directions emphasizing, in social 
terms, their physical isolation from one another. 

Thus, in spite of their growth, the British 
oolonies in North America had remained IIJJlall and 
isolated pockete of settlement. They had grown 
up in reliance upon the mercantile privileges 
supplied by the British navigation laws and trade 
preferences. This was their world and they would 
be oompelled to find an entirely new scheme of 
existence if it disappeared. And disappear it. did 
in the two decades before Confederation. By 
adopting free trade at home, Great Britain swep' 
away the privileges on which the provineea had 
relied. With the grant of responsible government, 
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imperial control over colonial fiscal policy was 
relinquished. The imperial authorities insisted that 
responsible government carried with it the respon
sibility for defence and the colonies were notified 
that the garrisons would be withdrawn. The 
threatened recall of the legions marked the end of 
the sheltered world the colonies had known. 

Accustomed to shelter, the first reaction of the 
Province of Canada was to seek a new privileged 
relationship with the United States. This move
ment which resulted in the Elgin-Marcy Reci
procity Treaty of 1854 met with some short-lived 
success but the permanence of any such solution 
soon ,became open to the greatest doubt. Unfor
tunately for the peace of mind of the colonies, the 
change in British imperial policy coincided with 
the rise of continental imperialism in the United 
States.t During the fifties and sixties, the far 
west was rapidly organized into territories under 
the aegis of the United States. The projection of 
transcontinental railroads by American' promoters 
aroused deep alarm in the minds of British North 
American statesmen.2 Aided by new methods 
of settlementll and transport, settlers were swarming 
westward and eddying northward towards the 
domain of the Hudson's Bay Company.4 This 
quick advance across the continent was accom
panied by hymns to " manifest destiny " and by 
repeated, though largely irresponsible demands for 
the annexation of the British colonies to the north. 
Even if Canada and the Maritimes were not 
seriously threatened, it became increasingly doubtful 
whether the United States could be prevented 
from swallowing the rest of the continent, including 
the territories of the Hudson's Bay Company and 
the feeble British settlements on the Pacific Coast. 

The American Civil War with its border inci
dents and its Anglo-American disputes intensified 
the alarm and anger at Great Britain ensured that 
the United States would abrogate the Reciprocity 
Treaty at the earliest opportunity. The "Alabama 
claims" were translated into a demand for terri
torial compensation. Various threatening gestures 
were made by the American Union which emerged 
from civil war as one of the great~ military powers 
in the world. In the early sixties, the era of 
peaceful political relation~ and ad~antageous 
commercial arrangements w1th the Umted States 
~.. wu anaeud In 18f.5, Oregoa In lMO, ucl Alaska 
pareba.eed In 1867. 

1 Tbe Uaioa Paeillo wu ehart.erocl ia 1862 ucl the N,orthem 
Paci6e iD 18M. the latter being frlll1kl7 pl8lllled u &D mtern.,. 
&iooal tr........,tioORtal road. 

tia 1882, the l'ne Bom-d .let opened the .&mA!riflii.D Wee& 
• moe~ advantageou H:11118 io iDcoDU.D& settler&. 

• Mi.......,ta, wbieh 1..,. jan 10t1th of the tiD;!' Bed JUver eett.leo 
....,., wu admitted &o the Unioa In 18M. 

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

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

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



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

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

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

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

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

2. THE EcoNOMY AT CoNFEDERATION 

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

• Qu•be• with eo.ooo and Toronto with 110.000 .,. • .., tbe oalJ 
other to,.,.. boastilll! more t.hu 30.000 pop,.Jatloa. llueiJ 12 per 
amt of tbe t.ota.l populat>oa bud i:o too....., ........,.juaa UlOO. 
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TABLB 1.-0CCUPATroNB OJ' TBI!l l'EoPl.ll, PI:BcmrrAa 
DISTillBUTION, 1871 ill 

% % % % % 
Fanners, lumbermen rmd fish 

ermen ......•••••••....... 51 52 5! 52 51 
Manufa.etwiDg rmd hrmdi 

erafte ..................... 14 11 12 10 13 
Corurt.ruct.ion and unskilled 

labourers ••••••••••••••••• 18 17 18 15 18 
Millen .•••••...••••.•.••.•. 2 

Sub-total ........... 83 80 81 '79 8.2 

Bernees" .................... 1'7 210 19 21 18 

Total ....................... 100 100 100 100 100 

• lnelodea wbolOM!e and "'tail -.to, t.raaaponation alld oommlllliea· 
~01'11111011& alld education, liaao.co, &be profeooioaa alld ..,...,..... 

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

The Maritimea-dependenc6 on wood, wind and 
water technique& 

The economy of the Maritimes was based on the 
forest and the sea. Fishing, lumbering, shipbuilding 
and the carrying trade were the principal occupa
tions. Table I indicates that farming, lumbering 
and fishing accounted for over half of those gain
fully employed in New Brunswick and Nova Scotia. 
As the numbers who made farming a full-time 
occupation were not large, the overwhelming 
importance of the forest and the sea is clear. The 
Maritimes had grown up as a part of the old 
British commercial system which sought to, make 
the Empire a closed trading unit, and they had 
responded to the demands of that policy. Fish had 
long been one of the great staples which the 
colonies were encouraged in various ways to 
-;--Tbeae pe....,..t_ are deriftd from the........, of 1871 ud 

_,' \i.!ti' O:::J'.:'ti:!:"!:.fJ. ".:'~/:n!.~e.t ,..;tb the dlreot; 
ptOd-iOJt ot I!OOdll. eooh aa wbolaale anol ...wl &node, n..._ti-. bankmc. $.be ,.... __ -

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

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

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

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



complementary. It was impossible to think of the 
lumber or fishing industries apart from the ship
building and carrying trades and, on the other 
hand, anything which threatened the carrying trade 
would compel fundamental and sweeping readjust
ments in the other occupations. It was a highly 
unified and integrated economy. In a personal and 
more intimate sense, several of these occupations 
were often unified in a single enterprise carried on 
by one individual or trading group.8 

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

Nova Scotia was the most diversified of the 
Maritime Provinces. Its exports were of a greater 
variety and spread over a wider range of markets. 
Nevertheless, in 1866, fish accounted for over 40 
per cent of the value of total exports.9 The trade 
in fish was almost entirely with the West Indies 
and the United States, the former outlet in 1866 
being only slightly more important than the latter. 
The Reciprocity Treaty, which gave free entrance 
to the American market, and the Civil War had 
greatly stimulated the fishing industry in Nova 
Scotia. Between 1860 and 1866, the value of Nova 
Scotia fish exports rose by almost one-half and 
about three-quarters of this increase was absorbed 
by the expanding market in the United States. 

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

• Th• following aeeounl brinl!'ll lhia out elnrly. "Tbe lumber 
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degree of self-sufficiency while they secured supple
mentary cash income from fishing and lumbering. 
A great many of them were, at one time or another, 
engaged in the carrying trade. In addition to those 
who made it a part-time employment, the carrying 
trade provided full-time occupation for about 13 
per cent of the gainfully employed in Nova Scotia 
in 1866. 

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

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

The ships built to carry the lumber to foreign 
markets 'Were the most specialized product of the 
New Brunswick economy. Between 1862 and 1865 
the value of ships built in New Brunswick varied 
from three-quarters to one-half of the value of all 
other exports.lO Shipbuilding thus had a major 
place in the eeonomy. It was the one manufac
turing activity (aside from the simple processing 
of the saw-mill) in which the Province had & 

differential advantage, providing an alternative to 
mere extraction and export of raw materials. Most 
of the towns were greatly dependent on the employ
ment it offered. It brought in a relatively large 
amount of income from abroad as about half the 
output of ships was exported. The carrying trade 
was not nearly as important as it was in Nova 
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Scotia,ll yet about seven per cent of the gainfully 
occupied inhabitants of the Province obtained full
time employment in it. The lumbering, ship
building and shipping industries of both provinces, 
but particularly of New Brunswick, prospered on 
the demands of the American Civil War. With the 
coming of peace, the American markets declined 
sharply. 

Prince Edward Island was neatly integrated in 
this Maritime economy. Its people had retired 
largely from the sea and taken up farming. a It had 
already become a highly developed and specialized 
agricultural community. In 1867, it had approxi
mately the same population, number of farms, 
occupied acreage and grain production as at 
present.13 Its considerable agricultural surpluses 
went mainly to supply the exporting industries of 
the neighbouring colonies. These, however, were 
not adequate to the needs of Nova Scotia and New 
Brunswick which imported large quantities of food
stuffs annually from the United States.l4 

The La&t Phase of the "Golden Age" of the 
Maritimes-the coming of the &tea1TI8hip and 
the railway 

The very substantial prosperity of the three 
Maritime Provinces in the pre-Confederation years 
rested upon their fish and lumber exports, wooden 
shipbuilding and their carrying trade. The main
tenance of this "Golden Age", as it has since come 
to be known, depended on the continued stability 
and prosperity of each one of this set of closely 
allied and related industries. By the middle sixties, 
there were plenty of indications that it rested on a 
precarious base. The best as well as the most 
accessible of the timber resources had been cut off. 
The commercial privileges contained in the colonial 
preferences and the navigation laws. ~ere gone. 
The provinces had to face the compet1t10n of New 
England in the fish markets of the West Indies, 
and with the abrogation of the Reciprocity Treaty 
in 1866, they were compelled to forgo (temporarily, 
as it turned out) their free market for fish in the 
United States. The Civil War_ had stimulated 
exports and provided new opportunities for the 
carrying trade. It brought a lush, though temporary 
-u;,; tile oi:rtieo New Bnmsorick luod only about half Ule 
~red t.on~~age of NoYa Scotia. . . . 
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prosperity and masked, for the time being, the 
long-term factors which were operating against the 
Maritimes. Once the War was over, the full weight 
of these factors began to be felt and the "Golden 
Age" soon beca.me a memory. 

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

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

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

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



connect Saint John and Fredericton with the 
Can&das. . 

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

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

The CanadtU-their concern with transportatiOfl. 
-common and conflicting interests 

Upper and Lower Canada, although divided by 
' cultural and sectional cleavages, had never been 

intended by nature to form separate economic 
systems. The St. Lawrence, with its access to the 
sea and its ingress to the continent, was bound to 
unify its drainage basin economically. There are, 
therefore, better reasons than the political union 
of 1841 for discussing the pre-Confederation Canada 
as an economic entity. 

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

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

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

The Goyernment of Canada had gambled heavily 
in railway development through tl:.e fifties and early 
sixties. By 1866, it had loaned $33 million to 
railway companies while municipalities had con
tributed $7 million. Virtually the whole of the $4.{) 
million, which made up forty per cent of the total 
provincial and municipal debt, was uncollectible. 
If canals are included, the government investments 
in transportation amounted to almost sixty per cent 
of the provincial and municipal debt. Altogether, 
about one-third of the current expenditures of the 
Province and the municipalities were incurred on 
transportation. The attempt at commercial inte
gration with the interior of the continent had 
irretrievably failed and left behind it a burden of 
debt which weighed oppressively on the economy. 
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The railway development of the preceding decade 
had opened up the country for settlement and for 
exploitation of its great timber resources remote 
from the river valleys. The flow of immigrants 
had filled up the most promising parts of the 
Province and almost all the good agricultural land 
had been occupied. By 1866, forty-one out of the 
fifty-one million acres surveyed had been disposed 
of. The pioneer type of community must expand 
outwards and the substantial limits of that type 
of expansion in the Province had been reached. 

Despite the concentration of public expenditures 
on the development of the trade route, agriculture 
had become the most important source of liveli
hood in Ontario and Quebec and it had displaced 
the forest as the chief source of exports. The 
latter, however, retained much of its old import
ance. Lumber had succeeded fur as the great staple 
emerging from the St. Lawrence. The industry 
prospered, first, on the British colonial preference 
and then on the expanding markets of the United 
States. Farming communities grew up around 
and depended on it. The coming of the railways 
increased the available supplies and general expan
sion and the American Civil War stimulated 
demand. The building of wooden ships flourished 
at and near Quebec and the lumber trade made 
this city one of the great shipping centres of the 
world at the time.l5 

Over half of those gainfully occupied in the 
Province of Canada were employed in farming and 
lumpering. In the period, 1860-65, agricultural 
and forest products provided over four-fifths of 
the exports. The combined stimulus of the 
Reciprocity Treaty and the Civil War had greatly 
increased the exports of both groups of commodities 
to the United States.l6 The abrogation of the 
Treaty threatened very serious consequences, 
particularly for agriculture the exports of which 
were almost double those of the forest industry 
during the period 1860-65. 

The Rise of Manufacturing in the Canadas 

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

~most half the population of the City of Quebec was directly 
aapported by the ship6uilding industry alone. 
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circumstances, local production of some articles 
was more economical. Accordingly, most of the 
manufacturing industry was scattered in small· 
units through the towns and villages of the agri
cultural settlements. Generally, it was of a kind 
which required little capital and little highly 
specialized skill. As the railways spread, there was 
a tendency toward increase in size of unit a.nd 
concentration in strategic centres. There had long 
been .a large flour-milling industry in Montreal, 
catering to the export trade, and industries 
began to concentrate in Hamilton and Toronto. 
In general, however, manufacturing enterprise 
remained small, simple and decentralized. Almost 
every town produced agricultural implements and 
the other tools used by a pioneer community. 
Machinery and tools requiring a high degree of 
skill for their production were almost entirely 
imported. Woollen mills, boot and shoe factories, 
furniture factories, breweries and distilleries thrived 
on local raw materials and the incidental protection 
of a revenue tariff. But in such commodities as 
cotton and linen textiles, dependent on foreign raw 
materials, no progress was made toward local 
production. 

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

Cheap and improved transportation had already 
begun to draw industry from the farm an~ the 
village to the city. But the huge concentration of 
industry into large units in the relatively .few great 
industrial centres of today had to aw&t further 
developments in transportation, the im~rovement 
of old and the invention of new techmques, the 
extension of markets and the perfection of the joint 
stock company as an instrument for collecting l~rge 
pools of capital. At the time of Confederation, 
small enterprise still ruled the field. In 1870, the 
average capital invested per establishment was 
$1,900 compared with $217,000 for 19~0. In 1870, 
the three leading urban centres contnbuted about 



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

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

Seventy or eighty years ago, material income 
was, for most, limited to the basic requirements 
of food, clothing and shelter. These were chiefly 
the product of local industries, geared to local 
consumption, and in which individual enterprise 
was predo~inant. To a great extent, they were 
secured Without passing through the money 
exchange system at all. Thus the sharp and 
frequent trade fluctuations of the period did not 
cause profound dislocations. The simplicity and 
decentralization of factory industry and the ease 
with which the worker could retreat to the self
sufficient farm gave to the economy a. capacity for 
a~justment. which it has largely lost in later years 
w1th the sh1ft to large-scale organization and urban 
concentration. 

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

!he increase in cash income and the high 
p~1c~ !or many products during the American 
C1vil \\a! were coaxing many farmers away from 
self-sufficiency and into specialization. This move
ment, however, was just beginning and the farm 
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household in Upper ~ada was still a basically 
self-sufficient unit. Food was grown and proce&'!led 
at home. The raw products of th~ farm were 
turned into articles of wear with the assistance of 
the local shoemaker and tailor who would take 
produce in return for their services. Such neces
saries as tea, sugar, hardware and certain articles 
of clothing which could not be produced at home 
were generally obtained by barter from the local 
general store. Tallow was turned into candles 
fatty refuse into soap, and the tools which wen: 
beyond the ingenuity of the farm workshop could 
generally be contrived by the local blacksmith. 

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

However prices might fall and cash income from 
other sources might melt away, the farm household 
al":ays produce~ ell;ough to prevent abject poverty. 
ThiS fact had 1ts unportance for other industries 
as well. The farm was often a base of operations 
on which individuals could fall back when oth.,; 
projects and occupations ended in disaster. In the 
Maritimes, agriculture, fishing and lumbering were 
close~y allied. Everywhere the fa.mily and its 
relatives were a close economic unit; the various 
members helped one another when new enterprises 
were started or old ones failed. The material basis 
for this mutual welfare association wu the fa.mily 
farm. 

The Ewnomic Outlook of the Briti&h North 
American Colonie&-the coincidence of un-
favourable development• 

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

tr In 1870 • ..,..o aod a half millioo ram. of 'II'OOI!en eloth 
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However, in each of the British North American 
colonies the basis of that' prosperity threatened to 
disappear as the 1860's drew to a close. The 
Province of Canada had a transportation system 
which had been conceived for a continental 
commerce rather than for its own needs as an 
economic unit. The commercial dream had 
evaporated and left a paralyzing burden of public 
debt. Further industrial expansion depended on 
expanding markets. Unfortunately, the limits of 
great agricultural expansion had been reached. The 
best land was occupied and profitable exploitation 
of the poorer land depended upon buoyant foreign 
markets for agricultural exports. The outlook for 
such export demand was gloomy. Hopes for 

· renewal of the British preferences had been extin
guished. Most threatening of all was the loss of 
American markets for agricultural products, fore
shadowed by abrogation of the Reciprocity Treaty 
and the agricultural expansion of the Middle 
Western States. For five months of the year, 
Canada had no outlet to the sea and there was 
constant fear that the United States would make 
good its threat to withdraw the bonding privileges 
for Canadian trade. The factors which had made 
for expansion in the past had practically played 
themselves out. 

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

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

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

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

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



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

expansion 
Thus, for diverse reasons, the economic outlook 

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

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

3. Tas NATURE OF CoNFEDERATION 

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

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

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

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

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

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

Although these plans were necessarily vague in 
1867, they were nevertheless resolutely held. The 
new political framework was designed to give the 

• Federal Government ample powers for the 
prodigious task of opening up the West. The 
Federal Government was intended to give a 
vigorous lead in the development of the new 
national transcontinental economy and in matters 
relating to that development there was to be no 
doubt, such as had recently arisen in the United 
States, about its authority. 

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

federal scheme with reluctance and hoped it might 
lawr coalesce into a legislative union,19 · But 
legislative union was not acceptable to the French
speaking Canadians or to the Maritime Provinces. 
Furthermore, municipal institutions had not yet 
b~n. established in the Maritimes, and they were 
still m the early stages of development in Lower 
Canada. The centralization of all governmental 
powers under one government was, therefore 
impracticable from an administrative point of view: 
The distractions of local administration might well 
have diverted some of the energies of the central 
government from its larger creative tasks. Thus, 
for various reasons, the builders of the new nation 
planned a federation comprised of a central govern
ment with authority over matters of general and 
common interest and provincial governments with 
authority over matters of local coneern. 

The Division of Legislative Powers 

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

In section 92, certain classes of· subjects were 
enumerated and the provinces were given exclusive 
power to make laws in relation to matters coming 
within these classes of subjects. These classes 
included such things as the administration of 
justice, municipal institutions, the establishment 
and maintenance of prisons, hospitals, asylums and 
charitable institutions and control over the public 
lands of the province. The provinces were also 
given control over local works and undertakings. 
But an exception reserved international and inter
provincial lines of transport and communication to 
the Dominion and authorized the Dominion to take 
legislative power over any local work at any time 
--;:;s;_. .. f.. Pn>p"'"" l1•""' of tr... Britilll Nort• A•......,. Pr........,., delivered al: Shel'b100ke ou Nov. 23, 18M, 
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by declaring it to be for the general advantage of 
Canada or for the advantage of two or more prov
inces. A power of direct taxation to raise revenue 
for provincial purposes waa given, although it was 
thought that expanding revenues from the public 
lands would make it generally unnece88arY for the 
provinces to exercise this power.2o 

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

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

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

The Problem of Interpreting the Division of 
Legislative P01.0m 

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

--;;s~ h7 Galt. 0•1....., ... IHklco, p. C11. 
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variety and complexity of social relationships. The 
different aspects of life in a society are not insulated 
from one another in such a way as to make possible 
a mechanical application of the division of powers. 
There is nothing in human affairs which .corre
sponds to the neat logical divisions found in the 
constitution. Therefore, attempts to exercise the 
powers allotted by the constitution frequently raise 
questions aa to its meaning in relation to particular 
circumstances. 

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

• circumstances, the problem of what amounted to 
an invasion of the field of one by the other would 
raise difficult questions of interpretation. 

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

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

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

n In interpreting the British North America Act, "the queetioo 
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some of the phrases which they employed. The 
historical case presented by the critics of the Privy 
Council has not been accepted by au authorities 
but it merits the attention and consideration of 
serious students of the problem. 

Hi8torical Interpretation of the Intentions of the 
Fathers-argu.ments ll'Upporting a broad view 
of Dominion powers 

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

Some of the leading figures among the framers 
of· the federal scheme evidently intended the 
general government, as it was called, to have broad 
and far-reaching powers. John A. Macdonald 
explained that "all the great questions which affect 
the general interests of the Confederacy as a whole, 
are confided to the Federal Parliament".25 Galt 
declared that among the subjects given to the 
general government would be found "all that could 
in any way be considered of a public and general 
character".26 Lord Carnarvon, the Colonial Sec
retary, introducing the scheme to the House of 
Lords said it proposed to give to the central 
authority "those high functions and ahnost 
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".27 

:" F~r historical interpretations in general supporting this 
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Some of the opponents of the scheme criticized 
it on much the same grounds. A. A. Dorion 
claimed that it "gives all the powers to the Central 
Government, and reserves for the local governments 
the smallest possible amount of freedom of 
action,"28 and J. B. E. Dorion opposed the scheme 
"because we are offered local parliaments which 
will be simply nonentities, with a mere semblance 
of power on questions of minor importance".29 

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

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

In conferring these powers on colonial legisla
tures, it was not customary to enumerate specific 
powers; it was customary merely to grant, in one 
or other of these well-worn phrases, the entire 
measure of jurisdiction deemed compatible with 
imperial control. As imperial control in the 
internal affairs of the colonies was mainly exer
cised through the power of disallowance, these 
phrases carried complete internal legislative com
petence. In fact, they are the title-deeds of the 
legi:Jatures of the self-governing Dominions, not 
agam added to by imperial legislation until the 
Statute of Westminster. The exponents of this 
historical interpretation, emphasizing the breadth 
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of Dominion powers, infer from the insertion of 
this phrase in section 91, that the framers must 
have intended its full historic meaning to prevail, 
saving only the powers expressly given to the 
provinces in section 92. 

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

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

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



The frustrations engendered by divided authority 
formed part of the living memory of public men 
at the time of Confederation and this appeal to 
history for a broad interpretation of Dominion 
powers argues that the Fathers, who wanted to 
create a robust national economy, must have 
intended the control of such matters to be placed 
in the hands of a single government. 

In support of this thesis, they draw attention to 
the reluctance among the commercial element in 
Montreal to give up the Union of 1841 which had 
established a common government to deal with 
these economic matters. The confederation plan 
asked them to abandon this union and one of the 
tasks of the advocates of a wider union was to 
convince them that the establishment again of two 
provinces in the St. Lawrence Valley would not 
mean a return to the old confusions. John Rose 
assured them that they had nothing to fear because 
the general legislature would have control over the 
post office, trade, commerce, navigation:-"all the 
great and important interests . . . that affect the 
minority in Lower Canada .•. ".82 Galt reiterated 
that "the interests of trade and commerce . • • 
would be taken out of the category of local ques
tions ... ".83 Cartier, stating that he could under
stand the concern of the commercial minority of 
Lower Canada lest there should be a return of the 
old difficulties, said these fears were groundless 
because "it would be for the General Government 
to deal with our commercial matters".34 On the 
basis of these statements, supporters of this 
historical interpretation argue that the words 
"Regulation of Trade and Commerce", were in
tended · to transfer a wide range of economic 
matters to the control of the central authority.a5 

A historical interpretation which would magnify 
the scope of Dominion powers by attaching a 
limited special meaning to the phrase, "Property 
and Civil Rights in the Province" has also been 
urged. This phrase has had a long history in 
British North America, rising out of the relation
ships of French and English in the valley of the 
St. Lawrence. British statesmanship sought a 
solution of this racial problem which would 
preserve to French Canada the institutions which 
were vit-al to its way of life. The Quebec Act of 
1774 secured ''His Majesty's Canadian subjects 
within the Province of Quebec" in the enjoyment 
of their property and civil rights and provided 
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that "in all matters of controveri!Y relative to 
property and civil rights, resort shall be had to the 
laws of Canada as the rule for the decision of the 
same". 

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

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

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



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

Hi8torical Interpretation of the Intentions of the 
Fathers-<Lrguments supporting a broad view 
of provincial power11 

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

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

"W. P. lor. Kf>llJled;r, Blsltlfoo, """"""' •"" o .. ....,.,,, p. 158. 
"P. B. Mignault (formerly Mr. JustiM Mignault of the 

Suf!n·me C>urt of Canada), '"Noe Probltmea Conditutionnels"f 

~~~.s,!,· ~! !t~.ft~.r'N':;& !!.'!~.~ ~v; ?r:r~~;:w 8~~~:: · 
B.,. R-.30t. 

u "to deal •ith all ei'ril ud eri111inal euee, to judge final17 
011d in tho lut r.ort "'"''"'"-illl to the lawo and o...Unancoo of ov ki""d-·. 
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The Royal Proclamation of George III of 
England in October, 1763, which proposed to 
introduce the English common law into the con
quered territory in North America was naturally 
resented as a grave injustice by the people of 
Quebec. The Quebec Act of 1774 which was passed 
to meet this grievance, repealed the proclamation 
of October, 1763. Section 8 of the Act declared 
that "His Majesty's Canadian Subjects, within the 
province of Quebec . . . may also hold and enjoy 
their Property and Possessions, together with all 
Customs and Usages relative thereto, and all other 
their Civil Rights, in as large, ample, and beneficial 
Manner, as if the said Proclamation . . . had not 
been made" and then continued to provide, as 
quoted above, that the laws of Canada. should 
provide the rule of decision in controversies 
"relative to Property and· Civil Rights''. This 
section of the Quebec Act has never been repealed. 

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

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

• For thie _.,..t,- P. B. llipaalt, .,. ell. 
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The Limitatiom of the Historical Arguments 

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

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

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

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

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

4. PUBLIC FINANCE AT CoNFEDERATION 

The Sphere of Government in 1861 

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

Since 1867, there have been sweeping economic 
and social changes and no less important changes 
in opinion as to the appropriate functions of 
government, none of which ·could have been 
anticipated at the time. It is necessary to recall 
the social conditions of the day and the limited 
scope of government activities in order to appre
ciate the financial arrangements with which the 
federation was equipped and to realize that the 
division of responsibilities and revenue sources 
which was made at Confederation contemplated 
a. much smaller sphere of government activities 
than exists today. The manner of life in British 
North America. has already been briefly outlined. 
It will suffice to recall here the scattered rural 
character of the population, the decentralization 
of industry in small towns and villages, the self
sufficiency of families and communities, the impres
sive solidarity of the family, and the open frontier 



of the continent which afforded individuals a variety 
of means of adjustment to economic crises. While 
economic conditions did not offer great material 
prosperity to the many, they provided a modest 
security for the frugal and industrious and an 
almost frictionless adjustment to business fluctua
tions without any intervention by governments. 

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

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

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

. • In the oi:rtiea of the Jut eentury, the philoeopby of J.ai .... 
~[U:a;,:;1J~• height of ito inlluence upon public puliCF tbro11gh· 
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naval defence. Had they been able to stop at 
this point, their burden of public expenditures 
would have been extremely low. However, release 
from expenditures on defence gave them resources 
for other tasks and all the colonies took on heavy 
commitments in aiding economic development. 

Pioneer communities in North America were 
always hampered in realizing their dreams of 
progress by the tremendous difficulties of trans
port and communications. The scarcity of capital 
and the scattered nature of settlement added to 
the difficulties. As a result, the task of securing 
the provision of community equipment such as 
canals, harbours, roads, bridges and railways was 
saddled on government. Of all the agencies of the 
community, it had the broadest command of 
means. Until this equipment was provided, 
development was slow and individuals could not 
reap the rich promise of a new country. The 
colonial interpretation of laissez faire did not forbid 
strenuous government activity for developmental 
purposes.46 The state was required, by general 
consensus. to help people to help themselves. 

The Burden of Debts incurred for Development
the nee€$sity for centralization of jiTUlnce 

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

.. Appendi>: z-D. G. Cteiptua, BriU.I> Nonl> A_... M o
"'""""*ioa, pp. 67·70. 
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TAliLlll 2.-Dmml OJ' THE B.N.A. PBovmcm ON THE EVI!I OJI cONFEDEBATION(a) 

( M illiona of Dollan) 

Prince 
Canada New Nova Edward British 
June 30, Jkunswick Scotia leland Columbia Total. 

1867 June 30, 
Jlfs&t'· 

June 30, Deo. 31, 
1867 1873 1869 

<hoseDebt .................................. ··•·•• '79·8. 7·9 9·3 4·1 1·5 102·8 
Leso Cash, Marketable Investments, Sinking Funds, 

etc ............................................ 5·4 0·1 0·3 0·2 0·4 8·4 

Net Debt ......................................... 74·4 7·8 9·0 3·9 1·1'" 96·2 

Net Debt accounted for u follows: 
Railways-Direct Investments 81ld Lo8D8 ....... , ... 33·3(<1) 4·5 8·3 1·2 45·3 
Commitments ,.. coDetruction of Railways ••••••••••• - 1·9 1·0 2·0 .4·9 
Canals .......................................... 18·7 18·7 

Sub-total. .............................. 52·0 6·4 7·3 3·2 68·9 

Lo8D8 811~ Investments on which partial or no Interest 
W'Mp&d .•••••••••••••••...•••. ,.,,,,,,.,,,.,. 14·7 0·2 14·9 

Other Public Works ................... ,., ........ 9·8 01) (b) (b) 9·8 

Other Commitmenta .............. , ............... 13·0 13·0 

Deficit or Surplus(+) ............................ 15·1+ 1·2 1·7 CJ.7 11·5+ 

Sub-total ..••••••••.••••••••••••••••••• 22·4 ·1·4 1·7 0·7 1·1''' 21·3 

Total. Net Debt ••••••••••• ; •••••••••••••••••••••••• 74·4 7·8 9·0 3·9 1·1'" 96·2 

oo Compiled from the Public Accounts of the B.N .A. Provincee. 
00 In the Maritime Provinces, roads, bridges, lighthoW!ell, harbour improvement& Blld other public works were charged to current account. 
oo Approximate. 
loll Including unpaid intereet of $13 ·1 million. 

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

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

These dead-weight debts, which had accumulated 
so rapidly, seriously endangered the credit of the 
provinces in the London . money market. They 
resulted in repeated budget deficits and it became 
increasingly difficult to secure loans at rates the 
provinces could hope to bear. Deficits had driven 
home the necessity for the union of Vancouver 
Island with the mainland and the infant Province 
of British Columbia was struggling with a public 
debt which amounted to over $100 per white 
inhabitant.49 The situation was only less severe 
in the other provinces. They were being obliged 
to fall back on temporary loans from local banks 
and from English banking houses.50 All the 
-.ouowq, Brilillll C.Z.a!Ha, ~lui .II ald., of • Pr..,.._, p. 183. 

II In 1866, Canada wu p.Q'iJJII 8 per cn.t iDtereet on OM of 
tJa.e tempora17 &dv"""""' 



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

Public Expenditure• before Confederation-the 
importance of development 

The restricted role of governments and the nature 
of public functions in the society of British North 
America are most clearly demonstrated by the 
magnitude and distribution of the government 
expenditures. The figures are relatively insig
nificant when compared with those of today. In 
1866 less than one-twentieth of the income of the 
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population :O.owed through government channels 
and the total public expenditures amounted to less 
than $6 per capita.5ll The major factor in this 
striking contrast with the present time was the 
relative unimportance of the cost of education and 
public welfare; less than 14 per cent of the total 
expenditures were devoted to these services in 1866. 
The elemental responsibilities of government (i.e., 
the administration of justice, legislation and general 
administration), were conducted with frugality. 
The cost of defence which had been assumed by 
the Imperial authorities left no heavy burden on 
the colonies. All the traditional functions of 
government absorbed less than 40 per cent of the 
total outlay. The remainder of the expenditures 
(including debt charges), which comprised nearly 
one-half of the total were devoted to development. 
This purpose dominated the public finance of the 
provinces. 

T4BLB 3.-Exl'ENDITUBES oN CuaaENT AccoUN'l'-FlsCAL YBABS ENDED 1866'"' 
(T~ of Do!Wt) 

Province or Canada Nova llcotia New Brwunriek 

Provincial l'dun:ipal Provincial :Municipal 
(0) 

Provincial l'duni:pal 

~: 
Net Debt Cbarges w ............................... 8,214 1,~) 306 40 349 liO 
Transportation, including roads and bridges •••••• , •••• 952 490 201o) 213 21)fo) 

Public Domain and Agriculture ...................... 256 85 16 

Sub-total .•..••••••••••••••••••••••••••• 4,422 2,350 881 tiO 678 76 

Troditiotlol Fufldirmt: 

~~:;.l"E:t':':e~~~.~~~~~·::::::::::: 3,236 1,850 351 6S 217 tiO 
1,641 146 161 

Sub-total .••••.•••.••••••••••••••.••• , •• f,876 1,850 496 6S 368 tiO 

W lllfaro ond Ed....ati<m: 

~~::~~::: ::::::::::::::::::::::::::::::::: 340 300 101 10 44 10 
583 900 156 85 116 30 

Sub-total ................................ 923 1,200 257 46 100 40 

l'd~laneoua •••••.•••••••.••.•••••••••••••••.•••••• 350 36 li8 

Total ••••••••••••••••.•••••••••••••••..••••••••••••• 10,671 5,400 1,670 170 1,164 175 

""Compiled from tbe Public Aocounte ol tbe B.N.A. Provinoa. 
..., Eetimatee bued on l'dunieipal Returllll for Upper and Lower Canada, B..a-1 Po,.. (18G'I.a) No.7. 
"' Eetimated. •• ' 
oo Grooo io- oba.rgea leoa intereat ~9ed. · ,,. 
.., Ewuding n1ue o1 statute labour. 

11 Tbio ,. .. not tM>o of. Priaee Ed-rd talaod Ia 18tMI, bat bJ' 
1873, U.at Pro.,.;n,eo hod oJoo ;,..,..rre4 pa~ debto ia o.id Of 
... 1 • ., -..uucti .... 

Total 

6,3511 
2,650 

851 

8,366 

6,778 
1,937 

7,716 

806 
1,820 

2,626 

444 

19,150 



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

The Maritime Provinces relied almost entirely 
on a simple customs tariff of a revenue nature and 
made practically no attempt to levy excise at all. 53 

As Table 4 indicates, each of them derived 80 per 
cent or more of its revenues from this source in 
1866, The taxation system in Canada was some
what more advanced. In 1866, customs duties 
provided 66 per cent of the provincial revenue 
while 17 per cent was derived from excise. With 
a more diversified economy, Canada did not import 
so wide a range of articles of general consumption. 
Local production had developed in many lines and 
there were considerable elements of protection in a 
tariff which ranged around 20 per cent on articles 
of general consumptio:.. 

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

TABLE 4.-li.EvEN'IJ.Iil-CuluiENT AccoUN'l'-Fxsc.u. YEAIIS ENDED 1866<•1 
'"'Dolltt.ra) 

Province of Ca.nada Nova Scotia New Brunswick 
Total 

Provincial Municipal Provincial Municipal Provincial Municipal 
(b) (0) (o) 

Taxes: 
7,328 1,226 1,037 9,591 Customs .•••••..••.•••.••.•.• · •.. ·•·••···•·•···•·· 

EJ<eise ................................. ·• •· ••••••· 1,889 6 1,895 

~::!~:·::::::::::::::::::::::: ::::::::::::::::::: 3,800 120 125 4,045 
107 700 10 10 827 ------

Sub-total ..................... ·.· ..... ·· 9,324 4,500 1,232 130 1,037 135 16,358 

Licences, Permits, Fees, etc ............................ 281 500 7 30 9 30 857 
Public Domain ...................................... 903 129 108 1,140 
Sales of Commodities and Service& ............. · · .... · · 509 84 93 686 
AIIOther ........................................... 35 400 18 10 7 10 480 

Total •••••••••••••••••••••••• " ................... ~ . 11,052 5,400 1,470 170 1,254 175 19,521 

w Compiled from the Publio Aooounts of tbe B.N .A. Provinces. . 
(b) Eatimateo baaed on Municipal RetiiJ'DS for Upper and Lower Canada, Seuional Popeta {1867-8) No.7. 
(o) Estimated. 

The Principal Sources of Public Revenue--the 
depe11dence upon cmtoms duties 

The revenue systems of the three provinces were 
markedly similar and chiefly notable for their 
simplicity. The provinces relied almost entirely 
on indirect taxation with scarcely any effort to 
impose direct tax,•ion. They did not have any 
elaborate tax :a.;~chinery for the nature of the 
economy and its modes of distributing income 
made it useless to attempt a more complex system 
of taxation. Hence their principal revenues were 
derived from customs duties and excise which lent 
themselve17 easily to assessment, collection and 
enforcement. 

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

-=n.e import dutieo on commoditl~ of general ~ptlon 
ran«ed around 10 por eent in Nova Scotioa and 16 por eent m N.,.. 
B...-ridL 



TAIILil 5.-PEB CAPITA CUBUNT RBvmro:a:s, 
FisCAL y EAliS ENDED 1866 

(Dollara) 

Provin"" of Nova Scotia New BriiiiiiWick 
CIUlada 

Pro- Joluni- Prov· Joluni· Pro- Muni· 
vincial cipal vincial cipal vincial cipal 

Cuotomo .•....•..••. 2·77 3·37 1·83 
E-.ciae .•••••••••••••. 0·71 0·03 

0·48 Realty .............. l·f.t 0·33 
Licences, Permit.. 

0·11 0·10 0·03 0·08 0·03 0·11 Fees, etc ........... 
Public Domain .•••.. O·M 0·35 0·40 
All Other ............ 0·25 0·41 0·28 0·00 0·37 0·07 

Total ................ 4-17 2·04 4·04 0·47 4·63 O·M 
= 

eo::te:m~~~= 6·21 •·Sl 5·27 

Except for two or three leading cities, muni
cipal organization wa.s virtually non-existent in the 
Maritimes. ThUll the income from import duties 
carried the burden of practically all local expendi
tures as well. In Canada East, municipal develop· 
ment was well under way but it wa.s still consider
ably behind that of Canada West. In the Province 
of Canada the revenues of the fully organized 
municipal system were nearly equal to half the 
total revenues of the provincial government. 
Municipal institutions had enabled the provincial 
government to transfer very substantial responsi
bilities from its own shoulders without materially 
cutting down its own sources of revenue. Thus 
Canada could face the difficult and rather unpre
dictable adjustments of a major change with more 
equanimity than could the Maritimes. 

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

The DitJision of Responsibilities and Revenufll 
under the British North America Act 

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

Because the Dominion was to assume the respon
sibility for development, the massive community 
equipment and assets of the provinces, which could 
be adapted to its purpose, were to come under 
Dominion control and it was to assume the debts 
which the provinces had incurred in acquiring them. 
Harbours, lighthouses, steamboats, canals and rail· 
ways were to be brought within its jurisdiction 
and where owned by the provinces, to become the 
common property of the Dominion. With minor 
exceptions, the public debts of the provinces were 
completely assumed by the Dominion. This is 
indicated in detail in Table 5A on the following 
page. 



TABLII 5A.-Pnov:rNCIAL AssETs AND LIA.BlLITDilS AssUl«ED BY Dom:NxoN AT CoNFEDERATION 
(TAou.ll4.t., Dol/on) 

Nr ....... od btl Domilriml: 

P!ovlnce 
of 

Canada 

80,821 
150 

3,114 
3,097 
8,212 

21 

New 
Brunawick 

8,1f6 

m 
108 

1,86U(b) 

Nova 
ScoW.. 

6,082 

645 
606 
342 
9751dl 
to\l 

Total 
Aaset•aud 
Lu.bilitieo 
assumed by 
DomiDion 

July 1,1867 

70,829 
150 

1,422 
3, 720 
3,547 

11,056 
425 

Total 
Britisb, lf.:'~ A...,ta and 

Coluntbla bland Liabilitie1 
uly 20, 1871 July I, 1813 ~;::::;;:J.,~Y 

1,168 

310 

10 

1,688 

,.,.250 

2,021(1) 
140 

13,685 
150 

1,672 
3,720 
3,857 

13,077 
575 

1,948 1,948 

76,160 7,000 9,034 93,094 

1,945 

4.099 98,681 

;~~Jiiii:::::::: ::::::: 
Grooo llebhssumod by Dominion ............................. 1--:::~:-+--::-:::-:-+--:~-:-l-_.:.:..:...;_+--1,-468-l----l--:...._-

W Sut..Qaentad)uamleDta, d"" lugely to oapitalilatioll of ...,.u.itiea, iJI.,._,..j. the not debt of the P<o-rince of C....da to $73,008,688.8bUune 30, 1872, 
..., CouuniUnellu lor 011beidieo w railwa:va iD the coarae oiOODBtructioD. At Juue 38, 1868, 1'66, 764.67 had been paid on this acoount. 

__._,_~ .. ~~ H......, Hll"boUl' Improvements, Roads and Bridges and oUler public worka ware tranaf......,;l to tho Dom.inioo butaa tboy were obarpd 
-....-.. w euneot "'-· they do not appear iD the ataumoul ol-111. 

(ol) Euept!U1' $21,43'7.47 1111' proviDcial punei01111 oapitaliJed, this oompriaee oommitmenlalor aubeiJiea to tb8 WiDdoor and ~Ill Railway. 
W 1lu.oury Notea iD circulation on Jono 30, 1813, amouuting to $37,311.10, wan oaUed for cancellation by tba Province. 
Ill Balance duo an oommitmenla 1111' oonatroctioa of tba Prince Edwnrd Ial.llld Railway. 
W Loollllland DIIJI8id ill-, Gnnd TIIIDk Railway, Gna& W- Railway and tba Northam Railway. UQPIIid ill-amonnted to $13,000,000. 

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

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

many of the Fathers spoke as if all the significant 
powers of taxation were to be given to the 
Dominion. At Sherbrooke, Galt declared, as if 
speaking of an undivided power, that "the power 
of taxation had been confided to the General Legis
lature".li5 Both the Quebec and London Resolu
tions stated that subsidies were to be paid to the 
provincial governments "in consideration of the 
transfer to the General Parliament of the powers 
of taxation".ll6 Although it was expected at the 
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time that the Federal Government would rely 
upon the accepted and well-tried devices of indirect 
taxation, such as customs and excise, for ra.ising 
the necessary revenues, the possibility that unfore
seen circumstances might compel it to extend its 
levies to direct taxation as well persuaded the 
framers to give the Dominion unlimited powers 
of taxation. 

National security, national development and the 
fostering of tra.de and commerce by appropriate 
regulation were regarded by the Fathers as the 
great functions of government. They were also 
the functions which they thought likely to expand 
in the future. When these ha.d been transferred 
to the Federal Government, the provinces were 
left with functions, the burden of which wa.s 
not expected to grow. They would be required to 
support a civil government establishment; to • 
maintain a number of local public works and to 
undertake the administration of justice. But the 
heaviest duties of civil government and the onerous 
burden of the great public works would be lifted 
from their shoulders. The support of education 
wa.s to come within their sphere and their control 
over "Generally all Matters of merely local or 
private Nature in the Province" and over "the 
Establishment, Maintenance and Management of 
Hospitals, Asylums, Charities and Eleemosynary 
Institutions in and for the Province" implied 
responsibility for social welfare problems which got 
'beyond the resources of charitable and municipal 
orgarili:a tion. 

Of the functions remaining to the provinces, the 
support of education bulked the largest financially. 
It took the form of financia.l assistance and did not 
require extensive administrative machinery. More-
over, the assistance wa.s of a modest character. The 
nature of the economy explains the small per capita 
expenditure on education. In the self-sufficient 
rural or village society of the time, education in a 
broa.d sense was obtained without much benefit of 
formal schooling. There wa.s a farm and fishing 
apprenticeship in fact a.s well as a craft apprentice
ship, none of which involved the expenditure of 
public funds. Schooling was not compulsory. The 
professions afforded few openings and parents 
wishing to prepare their children for such oppor
tunities were expected to pay for their education 
at private schools.5T The technical complexity of 
our society in more recent times, which has 
revolutionized educational methods and costs lay 
far ahead and unforeseen. 

Provincial payments for public welfare were 
even smaller than those for education ranging in 
1866 from 6 per cent of total current expenditures 
in Nova Scotia to 3 per cent in Canada, the latter 
~centage indicating that a considerable share of 
this burden ha.d been unloaded on the munici
palities. In fact, most of the provincial expendi
tures on public weUare took the form of assistance 
to municipal institutions and private charities. 

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

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

The functions which were left to the provinces 
were important but their cost wa.s not large. The 
minor financial role which was conceived for the 
provinces in the federation is emphasized by the 
frequent equation of them to great municipalities. 
Galt, in his speech at Sherbrooke declared that 
the local legislatures would be "municipalities of a 
larger growth"60 and members of the Canadian 
legislature from Upper Ca.na.da frequently spoke 
of them in the Confederation debates a.s "local 
municipal parlia.ments" and as "large municipal 
deliberative bodies''.61 Tupper, at the Quebec 
Conference, said it wa.s proposed "to preserve the 
Local Governments in the Lower Provinces because 
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we have not municipal institutions".62 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".63 There 
was repeated reference to "how insignificant are 
the matters, agreed . • • to be left to the Local 
Governments''.64 

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

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

a Pope, Cnfoderel...,. »--~. p. 85. 

•P.B~ A-bit~ Ddat.,, 1885, pp. 611-7. 
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TABLI!I 6.-PEaCJ:NTAGE DISTBIIItJTION 01' Co'MBJNED 
l'BoVlNCIAL AND MUNICIPAL REvENw.s

FlsCAL YEARS ENDED 1866' 

Province 
of Nova 

Caaada Scotia 

Tuee: 
Customs .................... 411 71 
E:s:ciee ..........• ••• ........ 11 
&atty ..................... 23 7 
Other ...................... 6 1 

Sub-wtal ......... 84 83 

Lioeneea, Pennite, Feea, etc ... 5 
Public Domain ............... 6 
AU Other"' .................. 6 

New 
Bruna
wick 

72 

83 

3 
7 
8 

Total 

49 
10 
21 

' 84 

• 6 
6 

Total ......................... 100 100 100 100 

Revenues Left to Provinces FaU Short of Require
ments-gulf bridged by federoJ, subsidies 

The transfer of customs and excise to the 
Dominion left the provincial governments with less 
than one-fifth of tlleir former revenues. Modest 
as were the responsibilities they retained, these 
revenues fell considerably short of meeting them. 
They were given the power to levy direct taxes 
but the discussions of tlle Confederation period 
indicate that the provincial governments were not 
expected to use it.66 Direct taxes were extremely 
unpopular; they had never been levied by tlle 
provinces, and, as already pointed out, the nature 
of the economy made tlle administration of direct 
taxation except by municipalities very difficult. 

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

--;-:;jt was e~ and intended, and for a full generation 
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Maritimes, on the other hand, municipal develop
ment had scarcely begun and public expenditures 
in the localities were being financed largely out of 
general taxation-from customs revenues which 
yielded considerably more per capita than in the 
Province of Canada and which would be handed 
over to the Dominion at Confederation.68 Thus 
prospective deficiency of provincial revenues under 
the settlement varied inversely with the degree of 
municipal development. While Ontario and Quebec 
were to retain, between them, almost half of the 
total provincial-municipal revenues collected in the 
old Province of Canada,69 Nova Scotia and New 
Brunswick were to retain only about one-fourth. 

TABLE 7.-DmciENCY oF PROVINCIAL lb:vENUIIB A1I'1'E8 
CoNFEDERATioN A.S EsTIMA'l"EJ) BY GALT 

- Local J.ocal Deficit 
Revenues Outle.y 

Canada ........... $1,297,000 $2,260,000 $963,000 or 38 
cents per capita 

Nova Scotia ••••.• 107,000 667,000 $560,000 or Sl.'iO 
per capita 

New llrnnomolr 89,000 424,000 $335,000 or $1.33 
per capita 

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

45 

There was a strong desire to avoid the device of 
annual subsidies from the Dominion to the prov
inces. However, the framers of the settlement 
refused to give the provinces a concurrent power 
of indirect taxation lest it be used to establish 
interprovincial trade barriers and they did not 
believe it was politically possible to impose direc'; 
taxation.70 Thus there was no real alternative 
and subsidies were introduced to bring provincial 
revenues to a level with minimum estimstes of 
future expenditures. 

The Quebec Conference found considerable 
difficulty in reaching a subsidy formula which 
would satisfy the demands of equity, and meet the 
wide variation in the anticipated deficits of the 
different provinces. The prevailing individualism 
which enforced representation by population in the 
political sphere assumed without question that the 
first principle of equity in the financial settlement 
was per capita equality. However, a per capita 
annual payment which would bridge the gap for 
Nova Scotia or New Brunswick would give 
Ontario far more additional revenue than appeared 
necessary. Moreover, it would require total annual 
subsidies in excess of $5 million a year. This was 
too large a deduction from the prospective annual 
revenues of $12 million to be collected by the 
Dominion which was undertaking such great 
responsibilities. Accordingly there was pressure to 
reduce the estimates of provincial needs. Nova 
Scotia, where the greatest deficit was expected, 
revised its estimate of expenditures to a figure 
which would require an 80 cents per capita subsidy 
to bridge the gap. This standard, which brought 
the total annual subsidies below $3 million, was 
adopted as the basis of settlement. 

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

Although the financial settlement quickly proved 
to be intolerable for Nova Scotia-a revision being 
necessary in 1869-its principal features stood for 
many years and, with minor modifications, it was 
applied to new province8 as they joined the 
Dominion. Its terms were written into the British 

10 Appeodis 1-D. G. Creiptoa, Brifillt 'Norllt A.m.. a c .. , ...... , ..... ,.u. 



North America Act and the subsidies agreed upon 
were declared to be "in full Settlement of all 
future Demands on Canada''. If the province.'!! 
chost; to increase their expenditures materially, it 
·Was mtended that they should obtain their addi· 
tiona! revenues entirely from the revenue sources 
allotted to them. 

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

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

expected to increase disproportionately to the 
growth of population. It was anticipated that 
rapid extension of municipal institutions would 
carry any additional burdens which these services 
might involve in the future and would reduce the 
outlay of provincial governments upon them. 

The transfer of the dynamic, expanding func
tions of· government to the Dominion while the 
provinces retained those which were thought to 
be static or likely to decline explains the lop
sided division of the revenue sources of the time. 
The Dominion was given an unlimited power of 
taxation to enable it to meet the growing as well 
as the unpredictable responsibilities of the State. 
The provinces were left with but fractions of their 
former revenues. The power of direct taxation 
had to be given to the provinces in order that 
they might confer that power on the municipalities 
which they were expected to create. But all the 
circumstances of the day seemed to indicate that 
direct taxation could not be fruitfully employed by 

A• .:.:.:~ ~~· Qc:.~:: fJ:i~~;:·:.!·~: :~br:J ~~~~.~~~~ ~rt~ 
rising popu1ation. However, at London, a concession was made 
to Nova Scotia and New Brunswick, allowing • decennial revision 
in their casea until a population of 400,000 was reached. 
other than municipal governments. It was expected 
that any additional revenues which a province 
might need would be found in the growing receipts 
from the public domain rather than in direct taxa
tion. Subsidies were introduced to make it barely 
possible for the provinces to balance their budgets. 
These subsidies were conceived to be final and, 
subject to a minor exception, 71 were not intended 
to grow with the growth of population. 



CKAPru n 
THE FIRST THIRTY YEARS 

1. THB EcoNoMIC AND CoNSTlTUTIONAL 
BACKGBOUND 

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

Rounding Out the Unio-Dominion's aggressivs 
program to build cr. transcontinental economy; 
aU-Can.cr.dU&n transportation cr.nd western aettle
ment 

The Fathers of Confederation were the agents of 
the unifying forces. It was they who had the 
visions of expansion and they who took the helm 
of government in 1867. As federal cabinet ministers 
and lieutenant-governors of provinces, they pressed 
on without serious challenge to round out the union. 
The attitude of the United States was still a.ggre&

live and no settlement of its serious differenoes 

with Great Britain had been reached. In the 
face of these alarming circumstances, the Dominion 
Government was forced prematurely into the race 
for the West. In 1870, the lands of the Hutlson's 
Bay Company were acquired and the new Provin?e 
of Manitoba was created. The burden of debt m 
British Columbia was, by this time, more oppressive 
than ever and the final collapse of the gold boom 
made it difficult to hope for or to justify the con
tinued separate existence of the colony. Thus the 

· promise of a railway easily brought British Columbia 
into Confederation and the Dominion from sea to 
sea became a reality in 1871. 

.... 

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

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

The decision to build the railway entirely 
through Canadian territory was of fundamental 
significance. Before Confederation, the colonies 
had been faced with two broad alternatives. One 
was to be drawn into the economic orbit, and 
probably also into the political system, of the 
United States. This would have led to. integration, 
in each 'area according to its particular character
istics, with the common neighbour. The economic 
development of each region would have been deter
mined by the relationships it managed to establish 
with the country t{) the south. On the eve of 
Confederation, it seemed that the price of such 
relationships would not be less than political 
assimil11..tion. This consideration turned the colonies 
to the other alternative which was to ensure 
political independence through a union of their own 
and to seek strength and prosperity by a national 
economic integration based on an expanding inter
regional trade. The pull to the south was strong. 
The establishment of an east-west integration 
would require bold and far-sighted policies of 
national development. 

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

the lands valuable and a free homes~ad system 
would attract a rush of settlers. The decisions to 
build an all-Canadian railway and tO establish a 
vigorous Dominion land policy were basic national 
decisions which, together with the adoption of the 
protective tariff which w11.s soon to follow, fixed the 
pattern of subsequent economic development in the 
Dominion. 

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

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

• Budget Speeeh, Ma1 7, 1889, p. 34. 
• $30 million for the Canadian Pacifte Railw&J', '141 million 

JDore for the Intercolonial and M~t.ritirne railways, a.1moet $44 
mi.llion for canaill and $8 million for miacellaueou workl. 

I Budget Speech, April 1, 1873. 



possible. Between 1868 and 1874, Dominion 
revenues nearly doubled, most of the increase 
coming from customs duties. This buoyant 
financial condition enabled the new Federal Govern
ment to consolidate the union and assume the 
dominant and aggressive role which the Fathers of 
Confederation had assigned to it. The greatness 
of its enterprises caught the imagination and 
evoked the beginning of a national consciousness. 

The Dominion's Paternalism toward the Provineea 
-its claim to dominance 

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

In accordance with this policy, 51 bills were 
reserved6 and 65 acts disallowedT in the first thirty 
years and, of these, 39 were reserved and 29 
disallowed in the first ten years of assertive 
Dominion leadership. The federal authority pro
posed to refuse assent on reserved bills and to 
disallow legislation on several grounds. Thus, it 
claimed the substantially judicial function of 
deciding whether provincial legislation was ultra 
wea. It stood ready to invalidate provincial 
enactments which it thought unjust or contrary 
to sound principles of legislation. It was prepared 
to veto legislation which, according to its view, 
conflicted with imperial treaties or policies, or with 
Dominion interests and policy. 

It was quite in harmony with this theory of its 
superior position that the Dominio~ ~aintained ~ts 
sole right to supplement the onginal financial 
arrangements of 1867 or to fix the terms of admi.s
sion of new provinces. In 1869, the Dominion 
Parliament i~ increased the subsidies to Nova 

-;;:;, D...,;.;.,..p,.llfleeiGJ C,.,N>IGtiotl, U6'1·Jf, pp. ltK-5 per 
llir John A. Macdont.ld in 1873 .. nd pp. 77-11, Report. of t.be 
Com11uttee of the Pri YJ CoUDcil ia 1882. 

• lb«<. pp. 81-412. 
OJI ___ .. '"" 0~ •f £; ... t_Jo(l....,...,. •I • 

......... -. l>epart.ouat of J uoti.., Ottowa, 1837, pp. 61-60. 
'See Jf-·- .. Doai ...... ,._ •f ~-., 

,.,..,.;,..,.... L<ifioiol;n, Dep&nme~~t of J ... ti..., O~towa, 1937, I'P· ·-· ....... 

Scotia. A protest by the Ontario Legislature to 
the Imperial Government against this unilateral 
action of the Dominion was of no avail, drawing 
from the Colonial Secretary a reply th11t. the 
Dominion Parliarnent had power to make such 
adjustments. In 1870 and 1~71, Parliarnent1 . of 
its own motion, gave Ma.nttoba and Bntish 
Columbia a larger representation in its councils 
than the principle of population would have 
warranted. Arguments that these modifications 
were contrary to the constitution and required the 
consent of the provinces were brushed aside and 
the request for imperial legislation to validate the 
large echeme of the Manitoba Act of 1870 was 
made, in accordance with the proposal of the 
Opposition, by joint address of both Houses of 
Parliament without consulting the provinces. 

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

The Great Depressioflt.......check to the Dominion's 
aggressive program of development and the 
adoption of the N ationaJ Policy of protective 
tariffs. 

At the end of 1873, the boom broke and was 
followed by world-wide depression. In the United 
States, it involved a sharp contraction in railway 
and building construction; in Great Britain, a 
severe contraction of credit and a steep decline in 
foreign trade. The fall in prices and international 
lending brought an abrupt check to economic 
expansion in new eoun tries. In Canada., the first 
effect of this general depression was a decline in 
the de~na.nd for lumber. Between 1873 and 1879, 
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exports of forest products fell by one-half. The 
prices of manufactured goods fell more rapidly than 
those of agricultural products but by 1876 the 
country was generally enveloped in depression 
which grew slowly worse until 1879. In the latter 
year, both the price level and the physical volume 
of exports had fallen by 20 per cent from the peak 
of 1873. 

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

The Great Depression, which continued almost 
unrelieved for over twenty years, had serious con· 
sequences for the entire country. As time went on, 
the national policies of the Dominion,9 which were 
to have brought abounding prosperity through 
western expansion and settlement, were discredited 
by failure. The men, money and markets, 
necessary for the successful operation of the 
expensive national machinery, failed to materialize. 
The great community equipment lay almost 
unused, an oppressive burden on the country. 

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

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

Thus the early Canadian tariff structure retained 
the main features, though not the exact rates, of 
the pre-Confederation tari.fi's in the provinces. 
Luxuries paid high rates, the great bulk of finished 
manufactures paid 15 per cent, raw materials and 
most semi-finished goods entered free. The only 
general change in the tari.fi' before 1879 occurred 
in 1874 when the 15 per cent schedule was raised 
to 17! per cent in an effort to maintain revenues 
in the face of falling imports. 

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

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

to Thia poliey was announeed in 1868 by the Milliater of 
Finanee in his opeeeh on the Bud,et. 

uSee CoMdG, "'"'"""" HOUle of c--. (1878), Appendix 
(3). 



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

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

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

These various factors combined to bring about a 
vigorous policy of tariff protection in 1879. The 
upward revisions of the tariff were comprehensive 
and were designed particularly to promote domestic 

u Budpt 8-", KOJ'CII U, 1871, pp. &a. 
~ 
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production where imports were large. "We have 
endeavoured to meet every possible interest •.. " 
said the Finance Minister. In. general, if luxuries 
be excluded, the highest duties were imposed on 
finished consumers' goods of widespread consump
tion, the rates being in the neighbourhood of 30 
per cent. The typical rate on fully manufactured 
industrial equipment and machinery was 25 per 
cent. Semi-finished goods and industrial materials 
paid from 10 to 20 per cent. The fact that many 
of the duties, particularly the most protective, 
were specific rather than ad valorem reflected the 
recent experience with falling prices. 

Textiles, which made up nearly 30 per cent of 
total imports and in which domestic manufac
turing, with the exception of CO&rse woollens, had 
made virtually no progress, were specially singled 
out for a substantial measure of protection.lS The 
added protection given to iron and steel and their 
products, the domestic production of which was 
appreciable only in the case of farm implements 
and the sheltered items (foundry products, certain 
rolled products and heavy machinery) was eon
fined chiefly to the finished and highly fabricated 
articles.l4 In the case of primary iron and steel, 
where imports were heavy, the duties imposed were 
small.liS Important items such as furniture, manu
factures of glass, ehinaware and boots and shoes 
were given considerable increases in duties.ls While 
the bulk of miscellaneous manufactures paid 20 
per cent there were many cases of rates equivalent. 
to 30 per cent or over. 

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

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

u Cott<111 wu g;,. • ., protection at oll lltagot~ of manufaetvre 
with duties ranging from 20 per een~ on yarns to 34 per cent on 
piece goods. The tariff on woollens ranged from 29 per cent ota 
yarns to 34 per eent ready-made alotbing. Bilk piece goodll and. 
clothing po.id 30 per eent. 

u Carriages, wagous and ra.ilway ears, aa weD u miscel
laneous hardware and tools paid 30 per cent. A rate of 25 per 

:dt e:;t'nc!a~t!~=-o~v:':~:t:!!;b~~'-; ~:f1:tr:=~~af0!!::i; ,t,~ 
~:tsh!dst~~fi'cl:! :~h ld:SCba~ !u~:-~~~a:i':fm.h!~t •:;!,::'; 
plate and tnbing ran from 10 per cent to 20 per cent. 

,. Pi!! iron paid 12·5 pet eent, the principal rolled ite,_ 
t.~!t!.~.!:.i:!t ll;!..per cent, but oteel ingot.o, railt, ban and 

"'Furaiture and clocka paid 35 per eent, refined petroleum 38 
pet' eent. manufa.cturee of gl1L81 30 per cent, chinaware 2.5 pe• 
....,t, woodenw""' 25 per ....,t, boota and .U..... 25 per _.t, 
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instrument for promoting domestic production in 
a wide range of articles and for diverting trade 
from international into interprovincial channels. 
With the extension of the protective principle to 
primary iron and steel by the introduction of 
bounties in 1883 and higher duties in 1887, the 
application of the policy was complete. The 
protective system thus established during 1879-87, 
although modified and refined, and from time to 
time changed in its emphasis, has never since been 
basically altered. ~t was a drastic change in the 
conditions under which the economies of the British 
North American colonies had grown up, and subse
quently was a major factor affecting the develop
ment and structure of the transcontinental economy 
which Confederation had created. It became, in 
truth, a national policy. 

Stagnation-unfavaurable external influencu and 
the disappointing results of the national 
economic policies 

During the years 1867-79, the three basic national 
economic policies were adopted. By settlement of 
the Northwest, transcontinental transportation 
through all-Canadian territory and industrializa
tion by protective tarifis, the Federal Government 
planned to bring about economic expansion and 
complete the unification of the country. Because 
of the dependence upon exports, foreign· capital 
and immigration, they could become effective only 
if stimuli came from abroad. For over two decades, 
however, the external factors were unfavourable. 
The collapse of the boom in 1873 brought on the 
Great Depression which continued for twenty-three 
years. A persistent decline in prices, a sharp 
shrinkage in international lending and a low level 
of investment caused general economic stagnation. 
The Canadian economy, strongly affected by these 
influences, virtually stood still, although there were 
many internal shifts and changes. 
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The price level, which fell about 35 per cent 
between 1871-73 and 1896, was a contiriuous 
damper upon enterprise. The relatively greater 
drop in the prices of manufactured goods than in 
those of raw materials such as lumber and agri
cultural products was a striking feature of the 
decline. Thus import prices fell more rapidly than 
export priees and the terms of trade became 
increasingly favourable. However, the stimulating 
effects of this factor upon the exporting groups 
was largely nullified by the tarifi increases of 
1879-87. 

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

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

Under these stimuli, the railway mileage of the 
country mounted rapidly, despite unfavourable 
economic conditions. By 1896, there were 16,270 
miles of line (one mile per 312 persons, a proportion 
not much difierent from that of the present day). 
In the Maritimes, all the principal lines had been 
built and a fairly dense network of railways had 
been laid over the settled portions of Ontsrio and 
Quebec. 



T.u~LE 9.-GoVERNMENT Am TO RAILWAYS TO JUNlll 30, 
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. . (Millions of Dollan) 
DollUil.lon.. .• .. .. .. •• .. .. •• •• •• .. 165.o-' 
Provineee.. •• •• .. •• .. •• .. .. .. •• •• •• 33.0 
Municipalities.. .. •• •• .. •• •• •• •• .. .. 16.11 

Total.......................... 214.11 

Tot.t.l Paid up Capital of Railway Companies, 
She.rea and Bond.s.. • • • • • • • • • • • • • • • • 6117.2 

• In addition the Dominion p.ve DAR laDd Jrloll.t.ll totalliog 
31· 8 million acrea. 

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

Two generations of North Americans had believed 
that railways were the unfailing cause of general 
prosperity. But railway expansion did not bring 
prosperity to Canada in the period under review. 
The brief trade revival of 1879-83 faded away 
and the general world improvement of 1888-90 was 
offset in Canada by poor crops and bank failures. 
The Great Depression did not lift until 1896 and 
it was not until 1897 that the per capita volume 
of exports reached the level attained in 1873.18 
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The changes in the composition of exports reveal 
some of the internal shifts in occupations that 
took place under the downward pressure. Lumber 
declined in relative importance while agriculture 
continued to expand. But here there was a shift 
from grains, which met the rising American tariffs 
and stiffer competition from the American West, 
to live stock and dairy products which, with cheaper 
transportation, found larger markets in Great 
Britain. Increasing exports of fish reflected the 
development of the salmon fishery in British 
Columbia and the lobster fishery in the Maritimes. 
Particularly after 1886, they also reflected the 
pressure of people crowding into the industry 
as a means of livelihood owing to the virtual 
disappearance of shipbuilding and shipping. 

TABLE 9A.-EXroB'IS OJ!' CANADWf PRoDUCE, 1868-1896 
( Jl illiollt of DoUa~t) 
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The effect on Canada of the adverse economic 
conditions between 1874 and 1896 is most clearly 
revealed by the population figures. The principal 
policies and expenditures of the Federal Govern
ment were designed to fill the empty spaces with 
people. Yet for thirty years Canada. was a land 
of emigration helping to people the frontier and 
cities of the United States. 

TABLE 10.-CANADlAN PoPULATION MoVIWII'NTS, 
1871-1901 
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In each of the three decades, 1871 to 1901, as 
indicated by Table 10 the increase in Canadian 
population was less than the estimated natural 
increase. While slightly more than one-and-a-half 
million immigrants intending to settle entered 
Canada, almost two million people left the country. 
Between 1881 and 1901 over 600,000 native 
CP.nadians moved across the border and in 1891 
about one-fifth of all the Canadian-born lived in 
the United States. So heavy was the emigration 
in the early nineties that the population was 
virtually stationary. 

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

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

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

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

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

Confederation had not succeeded in eliminating 
the clash of racial and religious differences which 
had agitated the Province of Canada in the past. 
It had been hoped that the creation of two prov
inces, allowing free play to these cultural differ
ences in separate spheres, would remove these 
antagonisms from deliberations on matters of 
common interest in the federal councils. When the 
western insurrections of 1870 and 1885 raised a 
racial and religious conflict in the valleys of the 
Red River and the Saskatchewan which disturbed 
the peace in the new federal territories, the opinions 
of the dominant groups in Ontario and Quebec 
clashed over the action taken by the Federal 
Government. Quebec's deepest feelings were out
raged by the execution of Louis Riel and a wave 
of resentment against the Federal Government 
swept the Province. It became clear at once that 
there were federal issues in which conflicts of 
opinion might follow in the main provincial lines. 
In such circumstances, any solution was bound to 
create Dominion-provincial friction. 

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



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

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

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

The conference challenged the view that Con
federation was designed to set up a highly central
ized and pervasively dominating government at 
Ottawa. In its swing to the other extreme 
emphasizing the primacy of the provinces, it w~ 
no doubt employing a theory of federali.sm similar 

to the doctrine of "states' rights" in the United 
States. But the strength and diversity of provincial 
interests shown by the conference indicated that, 
under the conditions of the late nineteenth century, 
the working constitution of the Dominion must 
provide for a large sphere of provincial freedom. 

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

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

Provineial Ri{}hta and the Comtitutifm-the 
interpretotioniJ of the Pri111J Council widen the 
powera of the provit&cea. 

It is a matter for speculation what would have 
been the ultimate issue between the Dominion 
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and the provinces if the conditions of the eighties 
had continued. The equilibrium was becoming 
very unstable. On the one hand, there was the 
conception of feder8.1. dominance which the 
Dominion Government tried to enforce and which 
was strongly supported by powers of reservation 
and disallowance. There were the sweeping words 
of the opening paragraph of section 91 which, it 
might be argued, gave to the Dominion those "high 
functions and almost sovereign powers" which at 
least some of the framers intended it to have. The 
power to tap all the really productive sources of 
revenue was in the hands of the Federal Govern-
ment. • 

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

The preamble of the British North America Act 
announced the formation of a federal union, but 
it was not clear how far this was consistent with 
the wide general powers conferred on the Dominion 
by the opening words of section 91. Dominion
provincial friction was not lessened by these 
seeming obscurities in the constitution. It was 
becoming vital to know what the constitution 
meant and whether it could be harmonized with · 

·the realities which had appeared. In this crucial 
decade, the Privy Council began to give its first 
important decisions on the British North America 
Act. By the end of the period under review, the 
main lines of the working constitution had emerged 
through these decisions. It is therefore necessary 
to turn to them to see how the constitution was 
moulded by their influence. 

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

or the Parliament of the Dominion, would have 
had under like circumstances''20 to confide powers 
to bodies of its own creation. , 

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

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

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

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

zo (1883) 9 A.C. 117, at p. 132. 
"" [1892] A..C. ,37, at p. U3. 



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

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

The decision did not explain how "the true 
nature and character of the legislation in the 
particular instance" was to be determined. There 
were only two alternatives. Either the existence 
of that urgent general or national aspect which 
was to justify untrammelled federal legislation 
under the "peace, order and good government" 
clause should be decided by the court before which 
the validity of the legislation was raised, or it would 
have to depend on the simple assertion of national 
urgency by the Federal Parliament. 
~ 'f. !'u o- (1882) 7 A.C. 829, at pp. 838-40. 

• Althoo1!lt R...,•U "· ru Q..., .. ill f""'oentlJ cited in the 
rooutta, the rentral prioeiple whtch i&. laye dowa hu Dot beea 
f.ollow.d ud it ........ resarded .. Yirblall7 ewer-ruled b,r later 
doteat.t.o-. 

57 

In the first event, the court would be required 
· to say whether the federal legislation in question 

had such a general or national aspect-in short, 
whether, in view of all the circumstances, the 
legislation might conceivably be desirable in the 
national interest. But this is a question which the 
courts always dislike to answer on the sound ground 
that it is not a question of law at all. The answer, 
if given, would inevitably depend upon the temper
ament of the judge and his personal views on public 
policy. Judges, like other people, differ profoundly 
in their views on public policy and their decisions 
would become essentially unpredictable. The hope 
of drawing a clear line between the legislative sphere 
of the Dominion on the one hand, a.nd that of the 
provinces, on the other, would disappear. More
over, because the principal test of the validity of 
provincial and Dominion legislation would be the 
judgment of the court on large issues of expediency 
and public poiicy, the final court of appeal would 
become the arbiter of public policy rather than the 
guardian of th., constitution and, therefore, the 
storm-centre of Dominion-provincial disputes. 

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

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



58 

some of the Fathers desired but which, as they 
recognized, they could not secure by agreement. 

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

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

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

• Alf_or-6......., tl/ O.tari<t ... Auo,...,.a........, tl/ Ill<! 
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of sections 91 and 92. In this competition, the 
provinces enjoyed an advantage because section 
92 contained two heads capable of'a general and 
inclusive signification, viz., "Property and Civil 
Rights in the Province" and "generally all Matters 
of a merely local or private Nature in the Prov
ince" while section 91 contained only one such 
head, "the Regulation of Trade and Commerce" and, 
as will be pointed out below, it received a restricted 
interpretation. Thus the stage was set for the 
subsequent course of interpretation which has 
provoked the comment, in recent times, that the 
residuary powers under the constitution are now 
to be found in section 92. 

There are some who believe that the Local 
Prohibition Case involved a. textual violation of 
section 91 of the British North America Act.S5 
Logical exposition, limited to sections 91 and 92, 
might lead to that conclusion. But it must be 
remembered that, according to the preamble of 
that Act, what was desired by the provinces was 
a federal union. It has been pointed out that the 
decision in Russell v. The Queen, which, in practical 
effect, was over-ruled by the Local Prohibition Case, 
w;ould have imperilled the federal character of the 
union if it had become the ruling decision. There 
seems to be no doubt that this consideration 
weighed heavily with Lord Watson. In an earlier 
case, he had pointed out that "the object of the 
Act was neither to weld the provinces into one, nor 
to subordinate provincial governments to a central 
authority, but to create a federal government .•• 
each province retaining its independence and 
autonomy'',36 In justifying his construction of 
sections 91 and 92 in the Local Prohibition Case, 
he made the following significant statement:-

"To attach any other construction to the general 
power which, in supplement of its enumerated powers, 
is conferred upon the Parliament of Canada by e. 91, 
would, in their Lordships' opinion, not only be 
contrary to the intendment of the Act, but ':l'ould 
practically destroy the autonomy of the provtnces. 
If it were once conceded that the Parliament of 
Canada has authority to make Jaws applicahle to 
the whole Dominion, in relation to matters which in 
each province are substantially of local or private 
interest upon the assumption that these matters also 
concern' the peace, order, and good government of 

,. The moot cogent and complete atatement of this viii'W io 
to be found in the Reporl pure'"'"' lo Ruolul}"" of ll•e s ... ato 
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relati"'l to the E•o•l.,etd of lho Brotulo N orll> A,..,,.,. Act, 
Ottawa, 1939. For criticilm oee V. Evan Gray, C"""d"'" Bor 
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the Dominion, there is hardly a subjeet enumerated 
in a. 92 upon which it might not legislate, to the 
exclusion of the provincial legislatures."87 

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

It is necessary to notice briefly a foreshadowing 
in this period of the limited interpretation later 
given to the Dominion power under head 2 of sec
tion 91, "the Regulation of Trade and Commerce". 
In a case before the Privy Council in 1881, the 
question of the meaning to be attached to this 
phrase was considered. Their Lordships pointed 
out that the words "regulation of trade and com
merce", in their unlimited sense are sufficiently wide, 
if uncontrolled by the context and other parts of 
the Act, to include every regulation of trade . . . 
down to minute rules for regulating particular 
trades".SS By a. process of textual criticism for 
which the enumerated heads of section 91, taken 
as a. whole, give some warrant, they reached the 
conclusion that the words were not used in their 
unlimited sense,39 and suggested limitations which 
were later adopted and pushed still further by the 
courts. The case also made a. significant contribu
tion to the interpretation of head 13 of section 92, 
holding that, in the phrase "Property and Civil 
Rights in the Province", the expression "civil rights" 
includes rights arising from contract as well as 
rights directly maintained by the law itself such as 
the status of persons. 

•• Attoraey-Go,.erol of Oatorlo ... Ali.,.."'I·G.,.orol of "'" 
Domioioa. [l89tl], A.C. 348 at p. 361. 
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One other case, relating to the taxing power of 
the provinces, requires to be considered. Section 
92 gave the provinces a. power of "Direct Taxation 
within the Province in order to the raising of a. 
Revenue for Provincial Purposes". In 1882, the 
Quebec Legislature passed a statute imposing on 
certain commercial corporations, a. tax the amount 
of which varied with the paid-up capital and the 
number of places of business. A number of 
corporations resisted collection of the tax and an 
appeal was finally taken to the Privy Counci1.40 
Their Lordships were obliged to decide whether 
or not it was a. direct tax. 

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

Adopting from John Stuart Mill a. statement 
that "a. direct tax is one which is demanded from 
the very persons who it is intended or desired 
should pay it", they inferred from the legislation 
itself that the legislature must have intended it 
to be finally borne by the very corporations fr01n 
whom it was demanded and ·held it to be "direct 
taxation" within the meaning of section 92. The 
decision was one of great significance. From the 
point of view of the provincial governments it 
made available an important and increasing source 
of revenue since corporate enterprise was expanding 
rapidly. From the point of view of the economy 
as a. whole it was the legal basis of the growth of 
much of the duplication, confusion and uneconomic 
types of taxation which today weigh oppressively 
on the national income. · 

2. PUBLIC FINANCE, 1867-96 

The Financial Settlement on Trial-an extremely 
tight fit for the Maritime~~ and revision~ of 
the formula 

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

.. Bou of f'oro•t• "· Loah, (1887), 12 A.~. 875. 
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responded in an impressive manner. Customs 
receipts rose from $9 million to $14 million, and 
excise revenues, from luxury consumption, from $3 ' 
million to $5! million between 1867 and 1874. 
This increase of more than 60 per cent in taxation 
revenues in a short period of seven years made 
possible the "rounding-out" of the Confederation 
scheme already discussed. The Dominion Govern
ment was proving to be a magnificent financial 
instrument for creating the new British North 
America of which the Fathers had dreamed. 

On the other hand, there was a wide variation 
in the financial condition of the provincial govern
ments in the early years after Confederation. At 
first, Quebec was in a relatively easy, and Ontario 
in an even more comfortable position, while New 
Brunswick, and particularly Nova Scotia, were~ 
from the beginning, in very straitened circum
stances. The allocation of functions and revenues 
discussed at Quebec in 1864 meant roughly that 
the provinces would be left with $1 t million of 
local revenues to meet an estimated $4 million of 
local outlay while the Dominion was to be given 
$12 million in revenue to meet less than $9 million 
in outlay. It was proposed to balance the 
provincial budgets by transferring $2! million to 
the provinces in the form of federal subsidies. The 
total amount of the agreed subsidies was sufficient 
to bridge the estimated gaps but the current con
ception of equity which required calculation of 
subsidies on a per capita basis glossed over real 
differences in need arising from disparate circum
stances, unconnected with differences in population. 
The result of the settlement was that Ontario and 
Quebec got subsidies greater than their needs at 
the time. For several years, Ontario had consider
able surpluses while the position of Nova Scotia 
became intolerable as early as 1868. 

As already mentioned, Tupper had promised 
at Quebec that Nova Scotia would make ends 
meet somehow on a subsidy of 80 cents per capita, 
yielding $264,000. Even when supplemented by 
the grant of $60,000, in support of legislature and 
government, agreed on at London, Nova Scotia was 
still unable to honour Tupper's- promise. The 
"better terms" agreement of 1869 gave the Prov
ince an additional $140,000 of which $83,000 was 
for a ten year period only. 

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

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

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

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

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

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



Island. Strict application of the formula to British 
Columbia in 1871 would have given a subsidy 
wholly inadequate either to replace the customs 
revenue which was being surrendered to the 
Dominion or to meet the financial needs of the 
Province. British Columbia contended that its 
customs eollections were equal to the amount of 
customs revenue derived from 120,000 people in 
the Eastern Provinces and suggested that the 9,000 
whites and the 25,000 Indians and Chinese in the 
Province be regarded, for the purpese of subsidy, 
as a population of 120,000 and that the subsidy 
be calculated accordingly. This was n()t acceptable 
to the Dominion but another device was invented 
which served much the same purpose and British 
Columbia was brought into the union with a 
subsidy of $216,000 a year instead of the $75,000 
which a rigid application of the formula to the 
actual population would have given.u 

In 1873, Prince Edward Island secured a llettle
ment involving a more radical revision of the 
formula. The public debt of the Province had 
rushed upward between 1867 and 1873. In order 
to lift the burden of debt charges from the Prov
ince, it was necessary to calculate the debt allowance 
at $50 per capita. In addition, the fact that the 
Province had no public lands induced the Dominion 
to give a further subsidy in lieu of lands. The 
original formula would have yielded a subsidy of 
only $45,000 but with these modifications, the Prov
ince secured an annual grant of four times as much. 

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

The Finances of the Dominio~tration on 
economic development 

The Federal Government had taken over the 
pre-Confederation debts of the provinces and was 
expected to finance the new program of develop
mP.nt, ·to provide for defence and to assume the 
major burden of general government and legisla
tion. The budgets of this period show that these 
expectations were being substantially realized. 
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Virtually all the Domi.r.ion debt accumulated 
between 1867 and 1896 was incurred for develop
ment. By paring expenditures on general govern
men~ and taking advantage of its freedom from 
large expenditures for defence which weighed so 
heavily on European governments, the Dominion 
was able to concentrate its efforts on this single 
activity. In 1874, at the end of the first spurt 
of development, debt charges and current outlay 
on transportation, agriculture and public domain 
accounted for half the current expenditures. The 
building of the Canadian Pacific in the early 
eighties added considerably to the total liabilities. 
In the general depression which descended again 

• after completion of the road, the Dominion found 
its debt charges embarrassing and did not under
take any further large developmental program in 
this period. Nevertheless, in 1896, these same 
items still absorbed almost half the current outlay, 
while defence and general government accounted 
for only 6 and 28 per cent respectively. The 
traditional role of government in British North 
America as an agency for creating conditions in 
which private enterprise might thrive had been · 
assumed by the Dominion. In this respect at least, 
the Dominion was living up to the original con
ception of its purpose. 

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

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

The embarrassing stages of the first of 
these cycles coincided roughly with Alexander 
Mackenzie's tenure of office. The Ministry of Sir 
John A. Macdonald experienced a similar cycle • 
in the eighties, which was initiated by the 
expansion attending the construction of the Cana
dian Pacific railway. In the years 1881, 1882 and 
1883, the Dominion enjoyed remarkable surpluses 
on ordinary account.43 Relying on these 
temporary surpluses, the Government devoted a 
larger sum than ever before to public works 
(including buildings and harbours) in 1883-84 and 
embarked on a scheme of cash subsidies for railway 
construction. Then the flow of investment 
slackened, the peak surplus of over $8 million 
reported in 1884 was wiped out by rising expendi
ture a year later and by 1886 was converted into 
a substantial deficit. 

The public finance system was still sufficiently 
flexible to enable Ministers of Finance, by increased 
taxation and economy, to balance their budgets in 
a short period. Deficits reappeared in the early 
nineties which were more difficult to wipe out. 
The persistent fall in .prices due to economic 
stagnation affected seriously the yield of ad valorem 
customs duties. In 1895, customs receipts were 
$5! million below what they had been 'in 1883, 
while debt charges and other government expen
ditures were slowly but stubbornly rising. Under 
such circumstances the enthusiasm for an aggressive 
program of development disappeared. The results 
of past efforts were disappointing in the extreme 
and now the Dominion could do little more than 
carry the commitments it had already undertaken. 

The Straitened Circumstancea of the Province&-
the growth of expenditures and the slowness of 
municipal development 

The financial settlement at Confederation had 
left the provincial governments almost entirely 
--.:tA;. inerease in ..wotoms reeeipt. of $520,000 on a single rroBP of eommodities ,..., largely attributed by the Minister of 
:;:ac~;,.i:'~~~f Ihil::;~veo, n.ilwa;r earriapa ud coal for 

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

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

Although in most provinces municipal develop
ment was slow, provincial governments confined 
by their narrow revenue systems did not increase 
their expenditures greatly. Between 1874 and 1896, 
the total per capita outlay of all the provinces 
rose only from $1.69 to $2.20. This restraint on 
provincial outlay during a long period of depres
sion was made tolerable by the nature of the 
economy of the time. ·The relative self-sufficiency 
of the family and local communities enabled indi
viduals to weather the depression somehow with
out reliance on governments. Those who were 
unable to make adjustments in this way were 
forced into the stream of migration to the south 
where they were absorbed by the rapid industrial 
development and the expanding frontier of the 
United States. In the 1930's, when self-sufficiency 
had sharply declined and emigration was stopped, 
it proved to be no longer possible to hold down 
governmental expenditures in face of a prolonged 
major depression. 
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TABLJD 11.-Govmunu:NT EXPJ:NDlTUIIES 011 CtJmuiano AccotrNT<•I, 1874 AND 1896 
(T~ of DoiJtm) 

Provincea Dominion Total Provin- and 
Dominion 

1874 1896 1874 1896 1874 1896 

Net Debt Chargee .................................. 1,526 6,373 9,483 6,373 11,009 
Justice, Legi.olt.tion and Gelleral Govemment •••••••••• 2,564 4,274 4,651 8,024 7,215 12,298 
Defenee .......•••••••.•.•••.••••••••••.•••••••.••• 1,331 1,627 1,331 1,627 
Public Welfare ...................................... 657 1,472 213 946 870 2,418 
Education ......................................... 1,421 2,003 1,421 2,003 
Agriculture and Public DomAin ...................... 726 951 930 990 1,656 1,941 

I;'.,.i.jj.~ih,~-:::::::::::::::::::::::::::::: 1,222 924 3,390 1,927 4,612 2,851 
3,753 4,238 

1,143 Other ............................................. 1,3691bl 2 li29(ol 1,141(0) 1,898 

Total ............................................. 7,959 11,152 20,170 28,376 24,376 35,290 

Total Per Capita (Dollan) .......................... 1·69"'' 2·20 IH8 5·59 5·91(d> 6·96 

to> Compiled from the Public Account& of the Dominion IU1d the Provineea. 
llo> Includes a distribution of aurplus to the municipalities in tbe Province of Ontario of $1,361,000. 
to> The poet office revenues were netted o.gainot the post office expendituree and only the net operating deficit ie included. 
W El<cludes Ontario rrurplus distribution to municipalities. 

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

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

much of the cost of local roads and public works, 
the provincial government was able to increase 
considerably its assistance to education and public 
welfare. In the early nineties when the increased 
outlay on tltese services threatened to raise total 
expenditures above the yield of tlte existing revenue 
sources, the Province moved into the field of direct 
taxation.41! However, for all the provinces taken 
together the amounts spent on education and public 
welfare during this period did little more than keep 
pace with the rise in population. 

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



The Province~ embarlc em Direct Ta:mtion
corporation to:ua and BUCCe88ion dutiea 

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

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

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

TABLB 12.-Govi:BNMENT R.EvmroF.s oN Cumui:NT AccoUNT!•l, 1874 AND 1896 

(T"""""n41 of Dollaro) 

1874 

Federal Subaidiee .................................. . 3,842 4,301 

Taxes: 
Customs ....................................... . 
Excise ......................................... . 

~=~:'h'!::.:·:::::::::::::::::::::::::::::: 156 
428 

Income TILXE<! on Persous .••.•...•••••.•••••..••••. 13 
Taxes on Real Property .......................... . 
Taxes on Personall'roperty ..................... .. 
Poll Taxes ...................................... . 

180 
108 
65 

~Taxes .................................... . 4 

Dommion 

1874 1896 

14,443 19,479 
5,617 9,170 

213 

Total Provi!lces and 
Dommion 

1874 1896 

14,444 19,479 
6,617 9,170 

156 
428 

13 
42 180 

108 
65 

213 4 
l------~-------l-------l------1-------r------

29,603 Sub-total.............................. 43 
Licences, Pennita, Fees, Fines and Penalties ru....... • . 651 
Publie Domain..................................... 1,413 
Sa.les of Commodities and Services.. .. .. .. .. . .. .. • • .. . '¥1 

954 20,273 28,649 20,316 
1,756 14 266 665 2,022 
2,801 351 299 1,764 3,100 

63 738 543 835 608 
Other ............................................. 

1 
____ 6_1_9 +------1-----f----i-~-:-~1-~-::-:-97 225 201 844 298 

29,958 ~424 35,d29 Total............................................ . 6,665 9,'¥1'2 21,001 

oo Compiled from the Publie Ac001111ts of the Dommion and the Provinces • 
.., Ineludi:og Liquor Lieences. 

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

secure a generous reviSIOn of subsidies led to a 
general introduction of direct taxation. This was 
the most significant development in public finance 
in this period. The movement of the provinces 
into the fields of corporation taxes and succession 
duties was later to have far-reaching and unfor
tunate effects upon the whole structure of Canadian 
public finance. 
~ 172, Briel of B.C. Pt. V, Table 124. 



Summary, 1867-96 

In the first thirty years of Confederation, the 
physical framework of the Dominion had been 
completed and the basic national economic policies 
for the future had been adopted. Despite these 
achievements, the period was one of trial, dis
couragement and even failure. The national 
economic expansion failed to materialize. The 
long depression naturally weakened the newer and 
more tenuous loyalties and the Federal Government 
which, at first, undertook its appointed task of 
national leadership with vigour and assurance 
floundered and seemed to have lost its way. Its 
hesitations helped to undermine its claim to 
dominate the provinces. Provincial loyalties, on 
the other hand, showed an unsuspected strength 
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and PrivY Council decisions confirmed the prov
inces in possession of a large sphere of action 
beyond the reach of the Dominion. But the 
provinces were caught in a financial strait jacket 
from which they laboured, as yet unsuccessfully, 
to free themselves. The provincial governments 
lacked financial resources, while the Dominion 
failed to evoke a spirit of national loyalty. In 
these circumstances, it was by no means clear, at 
the end of the period, that the equilibrium 
necessary to a working federalism could be reached. 
It was not clear whether room could be found for 
the free play of provincial aspirations without 
denying to the Dominion the confidence and 
loyalty it needed for the advancement of common 
national purposes. 
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THE WHEAT BOOM, 1896-1913 

1. NATIONAL EcoNOMIC ExPANSION AND 
INTEGRATION 

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

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

The Great Depression and the long period of 
economic stagnation in Canada came to an end 
in 1896. Prices, which had fallen 40 per cent 
(Statist Index) since 187()..75 began to rise. This 
reversal of trend was primarily due to economic 
factors operating throughout the entire world. 
The early nineties marked the beginning of a 
remarkable increase in the world's output of gold. 
During 1896-1914, as a result of the discovery of 
the deposits of the Transvaal and improved mining 
processes, world production was over three times 
as great as that of the eighteen preceding years 
and the world's stock of gold rose by 50 per cent. 
The absorption of this large increase in supplies 
by monetary systems in the days of the freely 
operating gold standard, and the rapid expansion 
of banking institutions, were important factors in. 
the persistent and world-wide rise -in prices. 

The prices of raw materials, including foodstuffs, 
rose more rapidly than those of manufactures, 
especially iron and steel. This fact had immense 
significance for Canada. After 1896, the indus
trialization of Western Europe and the United 
States proceeded at a pace which amounted almost 
to a second industrial revolution. In the United 
Kingdom, France, Germany and the United States, 
the output of pig-iron and coal doubled between 
1895-99 and 191()..14. The rapid growth of popu
lation, combined with the crowding of people into 
large industrial cities, created a rising demand for 
foodstuffs, particularly cereals. The full impact of 
this demand was felt in Canada. Hitherto the 
American West had been the granary for the 
expanding industrial population of Europe. But 
most of the good American lands had been taken 
up and it was natural that further demands for 
grain would push the frontier into the open plains 
of the Canadian Northwest. 

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



TABLE 13.-CHANGI!l!l IN PRICE AND CosT TRENDs, 
1870-1913 

Gt>m•ra.l Lo!vel of Canadian Wholesal 
Prices (a> ........................ . 

Canadian S<·Uing Prices-
Exports'"'· ..................... . 
Grains and Flour <al .•••••...•..••. 
Wheat-Liverpool. ................ . 

Canadian Costs-
Imports <bl ••••••••.••••••••. , , •.• 

Imports of Iron and Sted Products tbl 
Pri<'(~S of Manufacturers (1;1') •• ••••••• 

Ocean FreiKhls !dl ................ . 
Interest Rates <e> . ............. , .. 

Percentage 
Decreaae 

1870-75 
Average 
to 1896 

-35 

- 4 
-40 
-46 

-35 
-34 

Percentage 
Increase 

1896 
to 1909-13 
Average 

+32 
+ 62 
+33 

+24 
+ 6 
+20 
+ 7 
+28 

«> Mtchell, H., "Stattsttcs of Prices," Stal.uti<:al Contribu.tWJII to 
Canod<an Economic History (Toronto, 1931). 

(b> Taylor, K. W., "Statistics of Foreign Trade," Ibid. 
!el Dominion Bureau of Statistics. 
'"' lBSerlio, L., "Tramp Shipping, Cargoes and Freights," JourriiJI 

of thr Ro'llll Statiati<:al Society, Part I, 1938, p. 122. 
«>Yield on U.K. Consols. 

increased 62 per cent and the price of wheat at 
Liverpool increased 33 per cent. On the other hand, 
the average of the prices of Canadian imports rose 
only 24 per cent and that of manufactured goods 
20 per cent in the same period. A development 
of probably more far-reaching significance was the 
phenomenal decline in ocean freight rates. In 1896 
ocean rates were only about half of what they had 
been during 1870-75 and they continued to fall 
until1908, while wholesale prices were rising. 

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

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

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

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

• Cheoter :Martill, "D-i•'- t-b" Poliotl, p. llt. (C..... 
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records to guide either the government or the 
unwary settler. The policies and methods of the 
Dominion were mainly designed to serve the 
national purpose of filling the Northwest at once 
with as many people as possible. The selection 
of land was left largely to chance and to the 
devices which colonization agents, railways and 
land companies employed in their own immediate 
interests. The sectional survey, the railway land 
grant scheme, and pre-emptions illustrate a system 
designed for indiscriminate mass colonization2 and 
it worked with almost mechanical perfection. 
Adjustment to the vagaries and failings of nature 
was left to time and bitter experience. 

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

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

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

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

--;p;r a dieoWIIIion of thill mdiaerimmate oettlement and oome 
of ite resulte, eee Es. 236, Brief of the Edmonton Chamber of 
Comme..,., pp. 1~22. 

I Cheoter Mariill, op. til~ P. 1:16. 

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

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

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

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

The two national policies of all-Canadi'an trans
portation and protective tariffs, were closely 
related. The former made direct economic inter~ 
course between the separate regions possible; the 
latter promoted East.-West traffic; and, under the 
stimulus of Western expansion, the two together 
produced a remarkable degree of .interdependen~e 
among the widely scattered and.d1verse co~unt~ 
ties of which Canada. is made up. An economically 
loose transcontinental area was transformed into a 
highly integrated national economy. 



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

The Dominion's railway policy played a. signifi
cant part, both in promoting the settlement of the 
Northwest and in making tha.t settlement the 
basis of expansion in other regions of Canada.. 
"Railways and continually improving transporta
tion were as essential as rain and sun to progressive 
settlement on the Canadian prairie."' Prior to 
1896, railway transportation in Western Canada 
was virtually controlled by the Canadian Pacific 
Railway. After the abandonment of the monopoly 
clause in the Canadian Pacific Railway charter in 
1888, other lines were built and projected in 
southern Manitoba, principally those of the 
Northern Pacific; but there was little competition. 
In 1896, Mackenzie and Mann obtained their first 
railway charter and established the nucleus of that 
phenomenal enterprise, later to become known a.s 
the Canadian Northern. With the liberal guar
antees offered by the Province of Manitoba which 
was ever anxious to encourage the construction of 
independent lines, the Canadian Northern rapidly 
acquired a network of railways on the Prairies. In ' 
1902, it had 1,200 miles of line including a connec
tion with Port Arthur. 

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

In the East, this growing traffic brought to the 
Grand Trunk its first period of real prosperity, In 
tbe West, the well-placed and economically-built 
lines of the Canadian Northern yielded increasing 
profits. Both systems were a.nxious to improve 
upon their good fortunes; the former by securing 
a direct connection with the western source of ita 
expanding traffic; the latter by building a line to 
the East. The Dominion Government, alert to 
tum the commercial benefits of Prairie settlement 
to national advantage, was a.nxious to retain the 
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flow of Western traffic within Canadian channels. 
Neither company could realize its ambition with
out the assistance of the Dominion. The nature 
and extent of the assistance given ensured that 
the extension of railway facilities would be in 
accordance with the aims of national policy and 
not necessarily in accordance with the conditions 
of economical and efficient transportation. As 
events later proved, the optimism of the period, 
the political exigencies and rival ambitions of the 
time made these two aims incompatible. 

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

". . . we cannot wait, because at this moment thete ill a 
traDSfonnation going on in the conditions of our national life 
which it would be folly to ignore and a crime to overlook; 
we cannot wait, beeause the prairies of the North-west • • • 
&re now invaded from all sides by the white race. They came 
last year 100.000 and still tbey come in still gre&ter numbers. 
Already tbey are at work opening the long donnant soil; 
already they are at work sowing, harvesting and reaping ••• 
We coDSider that it iB the duty of all those who sit within 
these walls by the will of the people, to provide immediate 
means whereby the products of those new settlera may find 
an exit to the ocean &t the least po.!!l!ible coet, and whereby, 
likewise, a market may be found in this new region for th
who toil in the foreate, in the fields, in the mines, in the shopa 
of the older provinces. Sueh is our duty; it is immediate and 
imperative ••.• Heaven grant that it be not already too late; 
heaven grant that whilst we tarry and dispute, the trade of 
Canada is not deviated to other channels, and that an ever 
vigilant competitor doe.s not take to himself the trade that 
properly belong& to those who acknowledge Cenada M their 
native or their adopted land."G 

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

The original proposal of the Grand Trunk wa.s 
to construct a line from Winnipeg to the Pacific 
Coast and then to link Eastern Canada. with 
Winnipeg through the United States, via Chicago. 
When a cha.rter for this route was refused by the 
Dominion, the Company proposed to build from 
North Bay and asked for assistance amounting 
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roughly to half the land and three-fifths of the 
cash subsidy paid to the Canadian Pacific Railway. 
The Government, however, feared this scheme 
would result in the diversion of the western traffic 
over the Company's lines to Portland rather than 
to Canadian ports. The expressed willingness of 
the Grand Trunk to connect with the Intercolonial 
was not taken seriously and the Government finally 
took the initiative to protect its own policy of 
all-Canadian transportation. The Dominion Gov
ernment proposed to build a line (the National 
Transcontinental) from Moncton to Winnipeg and 
to lease it to the subsidiary of the Grand Trunk 
(The Grand Trunk Pacific) which was to construct 
a railway from Winnipeg to the Pacific Coast. 

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

"It is hereby declared and agreed between the 
parties to this agreement that the aid herein provided 
for is granted by the Government of Canada for the 
express purpose of encouraging the development of 
Canadian trade and the transportation of goods 
through Canadian channels. The Company acc~pta 
the aid on these conditions and agrees that all freight 
originating on the line of the railway, or its branches, 
not specifically routed otherwise by the shipper, shall, 
when destined for points in Canada, be carried 
entirely on Canadian territory, or between Canadian 
inland ports, and that the through rate on export 
traffic from the point of origin to the point of destina
tion shall at no time be greater via Canadian ports 
than via United States ports, and that all such traffic, 
not specifically routed otherwise by the shipper, shall 
be carried to Canadian ocean ports."6 
Private capital would not undertake the venture 

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

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

~,., .. of c ..... (1903), 3 Edward vn. e. 71, ..... i2 of 
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ment was prepared to furnish the necessary a.Ssist
ance. Bonds to the extent of $35·5 million were 
guaranteed for a line from Port Arthur to Ottawa. 
The preamble to the Act providing for aid to the 
Company ~et out the aims of the Government and 
indicated the optimism with which still another 
transcontinental project was undertaken:-

"Whereas, having regard to the growth of popula
tion and the rapid development of the production and 
trade of that portion of Canada lying west of the 
Great Lakes, and to the rapidly expanding trade and 
commerce of Canada generally, it is in the interests 
of Canada as a whole that another line of railway 
designed to assist in the direct and economic inter
change of traffic between the eastern and western 
portions of Canada, to open up and develop portions 
as yet without railroad facilities, to promote the 
internal and foreign trade of Canada, to develop 
commerce through Canadian ports, and to afford the 
Government system of railways in Quebec, New 
Brunswick, Nova Scotia and Prince Edward Island 
an interchange of through traffic, should be constructed 
from the Pacific Ocean to the city of MontreaJ."7 

While the Federal Government was assuming 
these extensive commitments to link together the 
separate regions, promote national development and 
ke"ep Canadian traffic flowing over Canadian routes, 

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

The extent of these costly duplications over 
long stretches of unproductive country shows the 
optimism of Dominion ra~lway policy and ~he 
grandiose schemes of the railway promoters whtch 
this policy supported. Whether or not this optimism 
was pardonable in the spacious days of 1900-13, 
the burdens which it ultimately imposed on the 
Federal Government must be regarded as the cost 
of promoting the national purposes of development, 
national economic integration and political unity. 
It is true that many regional, provincial and local 
interests were served, but only incidentally to the 
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prosecution of larger purposes. The cost was 
heavy. The aid given and commitments under
taken by the Dominion Government for railways 
up to 1914, are set out in Table 14. 

TABLE 14.-DOMINION GOVERNMENT .A.ssiSTANCIII 
TO ltAn.WAYlii 

(Million~ o/ Dollara) 

To Me.reb 31, 191' 
C1111h Subsides-

Can&dian Pacific Railway System.. •• •• • ~.6 
Carw:lia.n. Government Railwaya.. •• •• .. a.a 
Other.... •• .. •• •• .. •• .. •• •• •• •• ~.6 

Direct lnvestmenta on Construction and 
Advance&-

Canadian Pacific Railway Syatem.... .. •• 89.7 
lntercolonio,l and Prince Edward Ialand 

Raihv .. ys.. .. .. .. .. .. • • .. .. •• .. 115.1 
N a tiona! Tran!continental and Quebec 

Bridge.. .. .. .. .. •• •• •• •• •• •• •• 155.0 
Hudson B•y Railway.. .. .. .. .. .. .. .. 6.1 
Other Canadian Government Railwaya.. •• 13.'1' 
Gr&nd Trunk System ............ ., .. 12.5 
Canadian Northem Syatem.. .. •• •• .. .. .8 
Other.. .. .. .. .. •• .. •• •• •• •• •• •• •• 

Bonds Guaranteed-
Gr&nd Trunk System.. .. .. • • • • • • • • • • 85.0 
Canadia.n. Northern System.. •• •• .. •• •• 69.7 

100.2 

403.3 

9U 

*Total.. .. •• .. •• •• .. .. •• •• •• 698.3 

•tn addition the Dominion gave net land granta ,;;;;;;;;;.ting 
to 31·8 m1lhon acrea. 

During the rising prosperity of 1900-13, these 
onerous burdens were not galling and, in any case, 
it was thought that the rapid growth of the country 
would quickly justify the gigantic undertakings. 
As long as these were still in the construction stage 
and the interest on the mounting railway debt 
was capitalized and as long as the increasing capital 
imports due to the building of the railways swelled 
the Dominion revenues, there was no strain on 
the public finances. Almost all of the heavy capital 
expenditures of the Dominion Government during 
1900-14 were met from current surpluses and the 
net debt rose by less than $70 million. In 1911, 
the Minister of Finance stated that: "Twenty years 
ago it would have taken six years' revenue to pay 
the net debt; ten years ago it would have taken 
five years' revenue to pay the net debt; today less 
than three years' revenue would pay the whole net 
debt of Canada.".& The lavish railway guarantees 
had not yet come home to roost, and of course it. 
was thought they never would. It was during this 
period of buoyant revenues and high confidence 
that the Canadian railway P.roblem was hom. 
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The provision of national transportation facilities 
was but one aspect of Dominion railway policy. 
To attain the objectives of that costly policy it 
was necessary to secure a level of rates which 
would counteract the North-South pull of geog
raphy and of possible alternative routes and draw 
traffic over the East--West lines instead. Hence the 
Dominion played an important part in shaping the 
railway rate structure (by legislation and by rulings 
of the Railway Committee of Privy Council and 
later of the Board of Railway Commissioners). 
The nature and extent of its intervention were fixed 
by its determination to encourage inter-regional 
traffic and all-Canadian transportation. 

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

Following this agreement, a reduction of 2 cents 
per 100 pounds on grain and 7! per cent on other 
freight was granted to points in Saskatchewan and 
Alberta.. The decision of the Board of Railway 
Commissioners in the Western Rates Case (1914) 
lowered the Saskatchewan and Alberta rate scales 
approximately to the level of those of Manitoba.. 
The agreement with the Orand Trunk Pacific in 
1903 stipulated "that the through rate on export 
traffic from the point of origin to the point of 
destination shall at no time be greater via Canadian 
ports than via United States ports." The net effect 
of these reductions was to make Canadian grain 
rates the lowest in the world. While these reduc-
tions were being made in Western rates the Eastern 
Export Rates Case in 1905 and the International 

• A. reduction of 2 eenta per 100 pottnda oo grain •u Pttt 
into effect on February 1, 1902 and a further reduction of 2 
eenta on October 7, 1903. In addition, the reduet1on of about 
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Rates Case in 1907 resulted in a decrease of about 
10 per cent in export rates from Ontario and in the 
merchandise class rates in Eastern Canada. The 
rates between the Maritimes and Central Canada 
were directly under the control of the Dominion 
through its operation of the Intercolonial. Because 
of the location of the line and the desire to promote 
traffic, the tolls were kept far below the level of 
profitable operation.lO 

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

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

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

• Prior to 1913 the Maritime freight re.toe were about 20 
per eent below thooe of Central Canada. The lim of the increuea 
which b,. the end of the War (19U·l8) brought the Maritime 
nteo up to the lnel in Ontario t.nd Quebec w u put into elf eel: 
ia 1813. 

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

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

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

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

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

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



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

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

Under the circumstances, the moderate degree 
of tariff protection was a practical compromise 
between the various interests concerned. The 
settlement of the Northwest took place with the 
tariff as one of the given conditions. With rising 
prices and rising land values, it did not impose 
any immt>diate burdens. The rapidly increasing 
demands for manufactured goods brought great 
industrial expansion in the East without the 
shelter of a higher level of protection. The 
Government pursued its announced policy of 
"moderation and stability", and countered the 
insistent demands from certain quarters for in
creased duties with the reply that: "The best way 
you can help the manufacturers of Canada is to 
fill up the prairie regions of Manitoba and the 
Northwest with a prosperous and contented 
people, who will be consumers of the manufactured 
goods of the east".l2 In the political arena the 
tariff was a 'sleeping dog' that was allowed t~ lie. 
Laurier wrote to Tarte: "The question of the tari.tf 
is in good shape if no one seeks to force the issue". • 

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

11 tlee •· ... 
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value of manufacturing production increased by 
nearly three times. In spite of an increase of 
nearly 200,000 farms in the Prairie Provinces 
during the period, the proportion of the total 
gainfully occupied engaged in manufacturing 
remained about the same. Although a vast 
agricultural region was added to the economy, the 
ratio of urban to total population increased from 
32 to 45 per cent. While the value of agricultural 
production rose by leaps and bounds--the value 
of the exports of wheat and flour alone in 1913 
was greater than the value of all exports in 1896 
-the value of the manufactured goods produced 
for the home market increased at an even faster 
rate. 

TAliLE 15.-THE NET VALUE OP PRoDUCTION OP 
MAmlFAcrtl'lli'JS-CANADA (&) 

(Mi/Jilml of Dolllm) 

Textiles ................................ . 
Clothing ............................ . 
WooiTextn ............................ . 
Cotton Textiles ...................... . 

Iron and Steel and their Product& .....•..• 
Agricultural Implement& .......••...... 
RAilway Rolling Stock ................ . 
Boilers, Tanks and En~ines .........••.. 
Bridge and Structural Steel Work ..•.... 
Wire and Win> Goods ................. . 
Primary Iron and Steel ...•.•.....•..•. 

Rubber Product& ....................... . 
Tobacco ............................... . 
Boots and Shoes ....................... . 
Furniture ............................. . 
Liquor ................................ . 
Flour and Grist Mill Product& .......•.••. 
Gl.aM Products ......................... . 
Chemicals ............................. . 
Electric Light and Power ................ . 

Total of above Manufaetures ..•..••.•..•. 

AU ot.ber M....Wactures ................. . 

Grand Total .......................... .. 

.., The Oensus of Ctllloda, 191)1, 1911. 
~~» Ezcludee iron smelting. 

Totals for 
Establi•hments with 
Five Hands and 

Over 

1900 1910 

32·9 67·3 
20·0 (3·7 
•·o .... 
6·5 13·0 

35·0 106·3 
5·6 10·7 
5·2 25·2 
2·8 7·6 
0·7 2·8 
0·8 2·2 
3·1"' 14·900 

0·6 3·4 
8·1 13·2 
7·6 HI.·O 
4·3 8·0 
6·3 18·7 
5·5 25'f 
1·0 3· 
3·9 12·2 
2·0 12·9 

f---t--
106·2 2&H 

108·3 278·1 
I---t---

214·5 564·6 

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

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

The rapid increase in the population and the 
addition of a large specialized agricultural group 
in Western Canada greatly broadened the market 
for consumers' goods. The rise in the demand for 
such items as boots and shoes, clothing, cotton 
textiles, rubber goods, furniture and tobacco, was, 
by means of the t-ariff, directed very largely to 
Canadian sources. Between 1900 and 1910, the 
net value of the output of this group of products 
more than doubled. However, little progress was 
made in the production of luxury goods and articles 
of liner quality and imports were large. In the 
case of woollen textiles, linens and silks, upon 
which the duties were relatively low, the domestic 
industries lagged. 

The improvements in transportation, new 
discoveries, increased foreign demand, and techno
logical developments opened new opportunities for 
the exploitation of Canada's natural resources and 
in turn encouraged the growth of processing 
industries. Important beginnings were made in 
non-ferrous metal smelting and the manufacture 
of pulp and paper while the older saw-milling, 
flour-milling, meat and fish packing industries 
expanded considerably. Between 1896 and 1913, 
the exports of flour rose from $700,000 to $20 
million, planks and boards from S8 · 5 million to 
$20 million, wood-pulp from $700,000 to $6 million 
and the exports of printing paper reached over 
$11 million in the year ending March 31, 1914. 

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

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

TAl!LE 16.-THE NE'l' VALUE OJ' MANUFAC'l'URINO 
PBoouCTioN-PERcENTAGE oP TOTAL FOB CANADA 

IN ONTARIO AND QUEIIEC<•I 

1890 1910 

% % 
Textiles and Textile Products ............ . 84 90 

&~~~lfr~~tii.S:::: ::::::::::::::::::: 86 95 
77 80 

Boots and Shoes ....................... . 
Furniture ............................ .. 

88 94 
81 97 

Tobacco ......................... ·· ..•.. 
Rubber Products ....................... . 

92 95 
98 91 

~~~~~d~~i,;.'.'.'.".:::: ::::::::::::::::: 88 83 
90 73 

Chemicals and Chemical Products ........ . 
Iron and its Products ................... . 

88 75 
85 81 

~~~~~;:,r~nrf'~~'i!~~::::::::::::::: 99 98 
93 92 

Railway Rolling Stock ................ . 
Wire and Wire Goods ................. . 

97 67 
91 92 

Total of Industries listed ................ . 85 8.'S 
------

Grand Total Manufactures •.........•.••. 81 80 

'"Compiled from the Census of Canada, 1891 and 1911. 



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

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

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

The pace of economic development during 1896-
1913 was made possible by a huge investment of 

, capital. The expansion took place in the centre 
of a country of vast distances. It was based on 
the exploitation of the natural re~ources. of an 
immense area. These facts, eombmed w1th the 
bulky character of the products and the scarcity 
of labour, made necessary a large physical equip
ment. The required capital could have been 
obtained at home only very slowly. One of the 
important factors in this rapid growth was the 
ease with which money could be borrowed abroad. 
Soon after the turn of the century, Great Britain 
began to lend overseas in greater volume than ever 
before and Canada became a favourite field for 
investment. In 1897, interest rates had fallen to 
the lowest levels in modern history and during 
that year the Dominion Government floated a 
long-term loan in London at an effective rate of 
2·88 per cent compared with 4·5 per cent in 1879 
and 3·25 per cent in 1888. In 1900, the securities 
of the Dominion Government were placed on the 
Trustee List in England. Throughout tlie period, 
British money was available for public and private 
borrowing in Canada at low cost. 

The boom in investment, although comprising 
a wide range of industries and activities, was most 
marked in the field of transportation. Between 
1900 and 1913, nearly $1,400 million were invested 
in railways, canals and harbours. These were the 
main instruments of development and the necessary 
means for the promotion of internal trade. The 
policy of all-Canadian transportation greatly a~ded 
to the demand for equipment. If the connecbons 
between the different regions, and from each to 
the seaboard had been made via the more 
economical routes through the United States, or 
via the existing railways, waterways and ports of 
that country, the transportation overhead on the 
Canadian economy would have been very much 
less. However, in view of the evident progress of 
the country and the great optimism about its 
future the costs of achieving the national objec
tives ~ere readily assumed. Where private credit 
was not sufficient, the pledging of the public credit 
easily brought forth the quantities of capital 
required. 
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TABLE 17.-TOTAL CAPITAL INVESTMENT IN 
SELECTED !NDUSTIIlE& 

"~'"· -f Dollars) 

By 
1900 

By 
1910 

Farm Buildings and Farm Working 
Capital. . . . . . . . . . .. . . . . . . . . • . • • .. 780 1. 705 

Capital Employed in Manufacturing.. 447 1, 248 

By 
1913 

Mining, value of Buildings and Plant . 43 109 
Capital Employed in the Fisheries.... 11 17 24 

Sub-total ................ 
11,'281 3,079-=-

Capital Invested in Railways......... 950 1, 700 2 200 
Dominion Investment in Canals...... 79 97 'to7 
Capital Invested in Electric Railways. 39 102 141 

1----
Sub-total................ 1,068 1,899 2,448 

Total .................... 
12;'349 4,978 --. 

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

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

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

of manufacturing facilities required a large invest..' 
ment and between 1900 and 1910 capital employed · 
in manufacturing increased by abou't $800 million. 

The growth of the industrial equipment of the 
country was accompanied by an equally remark
able addition to what may be called community 
equipment. The populatjon was not only growing 
rapidly but was becoming more and more concen
trated in urban ce?tres. In the Prairie Provinces, 
the urban populatton rose from 103,000 to 469 000 
in ten years; in Central Canada, the population 
of the leading cities doubled; and Montreal and 
Toronto became metropolitan centres. This growth 
involved large expenditures not only on buildings 
but also on the many facilities (roads, streets, 
waterwo:ks, sewerage and electric light systems, 
street railways, etc.) which are necessary in urban 
communities. Between 1900 and 1913, municipal 
debts which were mainly incurred for these purposes 
rose from about $100 million to nearly $540 million. 

During the fourteen years prior to the War 
between $4,500 and $5,000 million was invested in 
capital goods. The expenditure of this vast sum 
was the chief basis of the rising prosperity of the 
time. In striking contrast to the stagnation of the 
eighties and early nineties this prosperity brought 
economic fulfilment of the high hopes of the 
Confederation scheme, so sorely disappointed in the 
earlier period. The expanding frontier in the West 
and the development of internal trade und~tr the 
influence of the national policies was accompanied 

. by a great investment boom. The many political, 
social and economic problems engendered by the 
long depression found at least a temporary solu
tion. The high rate of construction activity 
financed from foreign borrowings created a large 
demand for domestic commodities and labour. 
Industries formerly dependent on the export outlet 
found profitable markets at home. Workers in 
depressed areas and occupations readily obtained 
employment elsewhere. The surplus population of 
the Maritimes and of the rural counties of Ontario 
along with a great tide of immigrants found new 
homes on the Prairies and in the cities of the St. 
Lawrence Valley. Between 1900 and 1913, well 
over a million immigrants came and remained in 
the country; these, together with the large inflow 
of capital, built a greater, more prosperous, and 
more economically interdependent Canada. In the 
success of these common efforts, the foundations 
for a stronger political unity were laid. 

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



borrowing abroad. These foreign obligations placed 
a heavy fixed charge upon the economy, the price 
of the rapid development that the borrowings made 
possible. The export capacity of the economy, 
which had to provide the interest due the foreign 
lenders, was greatly increased. Exports rose from 
$156 million in 1900 to $443 million in 1913 but 
in the latter year about one-third was absorbed 
in the payment of interest and dividends abroad. 
While the justification for these large commitments 
lay in the rapid rise in exports, the character of 
the latter was such that they were subject to wide 
fluctuations. During this period, the productive 
capacity of the country was tremendously enhanced 
but it also became more vulnerable to external 
influences. The economy which was so highly 
geared to large foreign borrowings and rising prices 
would encounter a severe dislocation when faced 
with a cessation of capital imports and falling 
export values. 

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

In a few years between 1896 and 19l3, the 
structure of the Canadian economy was basically 
changed. The settlement of the Prairies, the great 
importation of capital and the direction given by 
the national transportation and tariff policies 
transformed the isolated and depressed regions into 
an integrated and prosperous transcontinental 
economy. The most important factor in the 
development of the new situation was the rise of 
the Prairies as the important export region. This 
area., which in 1913 had one-fifth of Canada's 
population, was almost exclusively concerned with 
the production of wheat and its sale on the inter
national market. Nearly 60 per cent of the gain
fully occupied were directly engaged in agriculture 
which was dominated by this one crop. The 
remainder were chiefly employed in the commercial 
and distributive trades serving the farming 
community. Only about one-third of the popula
tion lived in urban centres. The large volume of 
wholesale and reta.i.l trade, and the financial, trans
portation and other services required by a. highly 
specialized agriculture, were virtually the only 
support of the few cities that had rapidly grown 
up. Winnipeg became the Chicago of the Canadian 
West. 

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

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

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

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

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

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

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

the ~~~ft;~!•~iCofx.ot;:ti::i'F.t~~V•liciea in relation to 
USee pp. 7H. 

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

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

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



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

The western settlement and the national policies 
induced a rapid expansion, a great investment of 
capital and a measure of prosperity not experienced 
in the Central Provinces since the. 1850's. With the 
highly specialized export production in Western 
Canada and the decline in the competitive posi
tion of the small Maritime manufacturers, Ontario 
and Quebec became the manufacturing centre of 
the country. The growing volume of traffic from 
the Prairie region moved over the railways, the 
waterways and out through the ports of the Central 
Provinces. The banks, insurance companies, 
mortgage companies and other financial institu
tions of these older communities quickly extended 
their activities to the expanding West where they 
came to occupy virtually the whole field. This 
commercial and industrial concentration was 
accompanied by a rapid urbanization and the 
growth of metropolitan centres in Central Canada. 
It was accompanied also by the rise of great 
national business organizations having their head
quarters in Montreal and Toronto. Manufacturing, 
finance and transportation came to be dominated 
by a few large corporations whose operations 
extended across the entire continent. This period 
saw the development of a remarkable centraliza
tion in a country of such widely separated and 
varied regions. 

The wheat boom had finally brought the realiza
tion of the economic objectives of the Confedera
tion !!Cherne. The Northwest was settled and the 
Federal Government was able, through its policies 
and projects, to ensure expansion in the older 
communities of Canada on the basis of that settle
ment. These communities, restricted by the 
exhaustion of their own frontiers and confined to 
a precarious dependence on their own foreign out
lets, received a new stimulus from the highly 
specialized exporting industry on the Prairies which 
had become the country's principal economic 
contact with the external world. Wheat trans
fanned the static and isolated regions into an 
~t.egrated and expanding national economy. The 
nsmg prosperity which accompanied this growth 
in interdependence fortified the political structure 
of Confederation with a common material interest 
and a national spirit such as had never existed 
before. 
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Growth of Natumal Unity and Rise of Canadian 
Nationalism--6'UCC61Js of Dominion policy and 
common biJ8iJJ of prosperity alleviate regional 
and provincial discontent 

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

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

· The autonomy movement itself was the product 
of a national consciousness. The desire for a 
privileged and sheltered position inside the Empire 
which had moved the colonies before Confederation 
was largely spent. A spirit of national exclusive
ness struggled with older loyalties and with 
undoubted pride in the Imperial connection. The 
period was marked by the see-saw of these forces. 
Under the Laurier Government, the various pro
posals for closer relationships within the Empire 
were coolly received. Autonomy was more to be 
desired than Empire federation. Canada elected 
to establish its own navy rather than to contribute 
directly to a system of centralized imperial defence, 
and was not disposed to participate in the framing 
of British foreign policy. The Borden Govern
ment, after 1911, set out to modify this policy. 
But its naval bill was rejected by the Senate and 
overtures for some share in the framing of British 
foreign policy were coolly received by a British 
Government conscious of the difficulties of divided 
responsibility. 

The growing national consciousness and confi
dence also contributed to the defeat of Reciprocity 
in 1911. For years after Confederation, both 
parties had attempted to secure a renewal of 
reciprocal trade relations with the United States. 
It was in despair of such a desirable arrangement 
that the National Policy had been adopted in 1879. 
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After many doubts and disappointments, the wide
spread prosperity of the first decade of this century 
appeared to vindicate the policy of industrialization 
by protective tariffs. The conviction that the 
nation could work out its own destiny, imperialist 
sentiment, resentment at the United States and 
the pressure of special interests combined to 
turn down Reciprocity when it was at last offered. 

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

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

Dominion powers of reservation and disallow
ance were much more sparingly exercised. The 
power of reservation was exercised in the sole 
instance of a British Columbia bill relating to 
Oriental immigration.l4 While there were 29 
disallowances of provincial acts in the period, 19 
of these were accounted for by the repeated enact
ment in British Columbia of discriminatory 
and restrictive measures against Orientals. The 
Dominion considered these to be either beyond the 
legislative power of the Provinces or contrary to 
Dominion or Imperial policies and interests. On 
these grounds, it was prepared to act firmly but 
it abandoned the earlier practice of disallowing 

•• ._......,_ .. 1/oe O:flllfl of Llmol ... •l-6"".....,. of • 
~ IleJ)&rbDell& of J uatiee. Ottawa. 1!137, DP· 110-61. 

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

The Dominion also began to consult the prov
inces on matters of common concern. Dominion
provincial conferences were encouraged as instru
ments of co-operation and through them the 
Dominion tried to secure a satisfactory final 
revision of subsidies. In face of this conciliatory 
attitude of the Dominion, the provinces were less 
inclined to be aggressive. They pressed strongly 
for 11o revision of subsidies but in the conferences 
of 1902, 1906 and 1913, they did not seriously 
criticize federal policies or demand radical con
stitutional changes. They were mainly concerned 
with their fiscal difficulties and not with funda
mental adjustments in Dominion-provincial rela
tions. The general prosperity was a powerful 
solvent of political as well as economic difficulties. 

2. PUBLIC FINANCE, 1896-1913 

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

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

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

---;;JI" nwna"dw• 011 Do•i,.iDII P01Der of Di•t~RtiiDd'IU!f; of 
Provi"~ ~UI41Nnt, Department of Justice~ Ot.tawa, 1937, 
pp. 7G-73. 

1 The Dominion raised ita percentage abare of the total outlay 
from 38 per eent in 1896 to 42 per cent in 1913, the pr~vineee 
increosed their ahare from 17 per eent to 19 per ""nt wh1le the 
municipal ahare declined from 45 to 39 per cent. 



not have supplied 10 quickly, and indeed would 
not have dared to em.b&rk on, without public 
assistance. 

Moreover, the gener&l exps.nsion gener&ted by 
the wheat boom led to new development&!. expen· 
ditures everywhere. The new mining &reaB in 
British Columbia and Ont&rio were opened up. 
Provincial governments began to make grants for 
highway development. The Feder&!. Government 
gave bounties on iron, steel, lead, petroleum and 
imports of manila fibre in order to encourage 
domeetic production.2 Various industries were 
aBSisted by provinci&l subsidies and both Dominion 
and provinci&l governments allotted increasing 
sums to encourage and improve agricultur&l 
production. 

During the boom, two new Provinces were 
crea.ted and two others grew to ma.turity in the 
West. In Saska.tchewan and Alberta., the entire 
community equipment and all the physical 
apparatus by which governments perform their 
soci&l role had to be provided almost overnight. 
Transportation and communication facilitiee, public 
buildings and equipment of every kind were 
required. The foundations and superstructure of 
an education&!. system had to be built. Towns and 
villages sprang up everywhere, needing a. wide 
v&riety of municip&l services. People in ha.ste to 
realize a. goodly heritage found private enterprise 
too slow in providing some of the services commonly 
left to its care in older communities and they easily 
agreed in asking governments to furnish them. 
What wa.s true of these two Provinces was only 
slightly lea true of the rapidly growing Provinces 
of Manitoba and British Columbia. 

The largest increa.sea in government activity in 
Ea.stern Canada. were due to the rapid urban 
development of the period. The wheat boom 
brought great industri&l expansion, particularly 
in Centr&l Canada. Towns grew into industri&l 
cities and cities into metropolitan &relll!. A.B. 
people were dr&wn from the farms and villages to 
the cities and towns, the problems of urban 
crowding required a large extension of public 
services. Streets and street railways, ga.s and 
electric systems, sewage systems, water supplies, 
schools, hospitals, librsries, etc. were required. The 
greater the concentration of population, the greater 
ill the number of services which can be BUpplied 
most economic&lly in a collective manner. Also, 
in the case of some services, eoncent.l'a.tion brings 
a rapid rise in per capita costs. Thill tendency 

I hr fiJ,a..,. ~ .......... to _.!.cl .. bolmt.iel ia thia 
period, - C.....Oa Year~ ltll, pp. UMl. _... . 
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towa.rd a geometric r&ther than a simple arithmetic 
progre!Bion of government expe.nditures in growing 
urban and metropolitan a.rea.s wa.s an important 
factor in the increase in municip&l expenditures 
in the period under review. 

Fi'f1411C£11 of the Dominifm..-:booming C/Jitoml 
revenu.u trpUr on IJ{lgreuive program of 
development; the latJiah. C188Umption of railVJGfl 
commitments 

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

The development of the West was under wa.y by 
the beginning of the century and Canada was 
attracting large quantities of foreign capital A.B. 
this capit&l poured into the country in the form 
of goods, the fa.milia.r public revenue cycle of the 
Dominion wa.s repeated but on a sc&le hitherto 
unknown.a Customs, an.d later excille, receipts 
from which it drew over 90 per cent of its revenue 
shot upward, and a.s early as 1900 produced a 
surplus of $8 million on ordin&ry account. With 
two or three exceptions, the Dominion piled up 
surpluses of increa.sing size each year throughout 
the remainder of the period. In 1912-13, despite 
considerable capit&l expenditures charged to current 
account, the surplus was nea.rly double the total 
gro89 revenues of the Dominion in 1896. 

At the same time, the rapid increase of popuJ.a,. 
tion and low interest rates were reducing the per 
capita. burden of debt charges. In 1914, the per 
capita. interest charges were slightly lese than they 
had been in 1875, despite the addition of $393 
million to the direct public debt of the Dominion. 
Such facts make it easier to understand the 
boundless optimism of the time and the e.t!BUI'· 
a.nce with which the Federal Government increued 
its expenditures and piled up contingent liabilitiea. 
A.B. long a.s the expansion continued, past commit
ments appeared trivial. in the face of mounting 
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revenues and surpluses. As the conditions which 
would bring expansion to a halt were nowhere 
apparent, the dire predictions of the cautious and 
the timid seemed ludicrous and the unfolding of 
events throughout the period reinforced this super
ficial judgment. 

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

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

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

TABLJl 18.-GOVERNMENT EXPENDITUBES ON CURRENT ACCOUNT,(•) 1896 AND 1913 
(ThO'U8and8 of Dollars) 

Net Debt Charges .................................... . 
Defence ............................................. .. 
Public Welfare ....................................... . 
Education ........................................... . 
Agriculture and Public Domain ........................ . 
Transports tion ....................................... . 
Subsidies to Provinces ................................. . 

Provinces 

1896 

t;526 

1,472 
2,003 

951 
924 

1913 

2,304 

4,343 
9,600 
7,434 
8,631 

Dominion 

1896 

9,483 
1,627 

946 

990 
1,927 
4,238 

1913 

12,213 
13 '781 
2,617 

215 
10,985 
35,467 
11,280 

Total Provinces (b) 

and Dominion 

1896 

11,009 
1,627 
2,418 
2,003 
1,941 
2,851 

1913 

15,081 
13 '781 
6,960 
9,815 

18,403 
41,964 

General Expenditures-Justice, Legislation, General 
GovernmentandMiscellaneous ...................... 4,276 15,069 9,165 31,736 13,441 46,805 

~---1-----~-----
TOTAL .............................................. 11,152 47,381 28,376 118,294 35,290 152,809 

Total per Capita (Dollars).............................. 2·27 6·22 5·59 15·50 6·96 20·02 

.., Soun:e: The l'llblic A...,unt.o ol tho l'lovineea and tho Dominion and tho l'llblic Accounts Inquiry of tho Royal Commission on Dominio,... 
Provineial Relations. \ 

(>) Inter-govermnental tranaaotioDS eliminated. 

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

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

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

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

Between 1896 and 1913, the per capita current 
expenditures of the provinces increased nearly 
three times, their per capita debts nearly four 
times. At Confederation the provinces were vested 
with important functions but their financial 



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

As in the case of the Dominion, the dominant 
factor in the rise of debts and expenditures was 
the pre-occupation with economic development. 
While the Dominion was spending lavishly to 
promote expansion on a national scale, the prov
inces were encouraging the construction of railways 
and facilitating settlement on their own frontiei1J. 
In 1913, 80 per cent of the total provincial debts 
and 40 per cent of the current expenditures were 
incurred for development. 

The largest outlays for development were 
naturally made on the frontiers of the expansion, 
namely the four Western Provinces. In 1913 the 
average per capita debt of these Provinces was 
nearly six times as great as that of the rest of 
the country. In the same year, Alberta, British 
Columbia and Manitoba each had larger total 
liabilitie!l than the Province of Ontario. Three
fifths of the western provincial debt had arisen 
out of expenditures on railways or consisted or 
guarantees of railway obligations. The latter 
included 110me $85 million of bond guarantees 
granted to hasten the construction of branch lines 
by the Grand Trunk Pacific and of the mainline 
and branches of the Canadian Northern. The 
Prairie Provinces had also incurred considerable 
debtlil for the provision of general community 
facilities. In many instances it was thought that 
private enterprise was too slow, and that the rich 
natural heritage might well be mortgaged to 
encourage rapid settlement and to lighten the 
rigours of the pioneer life with a few common 
amenities. All of the three Provinces estab
lished provincial telephone systems. Manitoba and 
Saskatchewan made investments in grain elevators. 
Public buildings, court-houses, normal schools, 
universities, hospitals, roads, etc., had to be supplied 
almost overnight. These would fill not only the 
needs of the present but also those of a. much 
greater future. Hence it was felt that they should 
not wait until they could be paid for out of current 
revenues. At 1913, the per capita debt incurred 
for public buildings, institutions and roads by the 
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Western Provinces was four and a. half times as 
large as that in Eastern Canada. 

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

The developmental programs of the Eastern 
Provinces were relatively on a much smaller scale 
than those in the West; nevertheless they were 
important and almost wholly accounted for the two
fold increase in their per capita debts between 1896 
and 1913. New Brunswick and Quebec expended 
considerable amounts in extending railways to 
their undeveloped frontiers. Ontario built the 
Temiskaming and Northern Ontario Railway, 
guaranteed $7·9 million of Canadian Northern 
Ontario railway bonds and launched the Hydro
Electric Power scheme. The Maritime Provinces 
concentrated mainly on the construction of roads 
and bridges which was responsible for the major 
portion of the increase in their debts. Net debt 
charges however did not rise substantially. Quebec 
which had fallen into serious difficulties in the 
eighties was wary of again assuming such burden
some liabilities and its per capita debt, thanks to 
current surpluses, actually declined during this 
period. The debt of Ontario was still completely 
self-supporting. The current expenditures on 
public domain and agriculture however bulked 
relatively large in Ontario and Quebec where the 
northern re110urces were beginning to become 
valuable. Nearly one-fourth of the current outlay 
of the Maritimes was expended on roads and 
bridges. 

Aside from the concentration of public resources 
on. development, there were no important changes 
in provincial expenditures during this period. In 
1913, legislation, justice and general administration 
constituted 32 per cent of the total current outlay, 
education 20 per cent, and public welfare but 9 per 
cent. The average per capita cost of general 
government for all provinces was slightly more 



than doubled. Salaries and wages had risen, the 
society had become more complicated and the 
regulatory and administrative functions had in
creased. The greatest rise had taken place in the 
Prairie Provinces and British Columbia where the 
per capita expenditures on general government 
overhead were respectively three and six times 
those of the Eastern Provinces. The lag in 
municipal development, the thin scattering of 
population and the rapidity with which govern
ment services had to be provided added greatly to 
costs. Education also called for larger outlays. 
The economy was becoming more specialized and 
the provinces responded to meet the more exacting 
requirements by fostering more complete and better 
standards of instruction. However, during the 
great expansion and prosperity of the time, most 
of the problems of social welfare, which have since 
become crushing responsibilities of the provincial 
governments, found their solution inside the 
private economy. The growth of specialization and 
urban concentration were rapidly breaking down 
the former self-sufficiency of households and local 
communities but the social implications of this 
change were almost unnoticed in this period of 
spacious opportunity for all. Added costs of public 
welfare were mainly due to improved care for 
limited classes of unfortunates. 

The Rile of Municipal Expenditures--rapid urban
ization in the EU8t, and the establishment of 
new cities and towns in the West 

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

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

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

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

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



approximately double those of Central Ca.nada..l 
The Maritimes were the l.ea.st urbanized region in 

. the Dominion and the provincial governments bore 
a relatively higher share of the total coste of 
education and roads, particularly in the rural areas 
where municipal organization had made little head
way. These factors, together with the slow increase 
in population, held down the total per capita outlay 

1 of local governments to about half that in Ontario 
' and Quebec. 
: The rapidly rising municipal expenditures in 

Central and Western Canada were financed without 
difficulty in this period. Almost all municipal 

1 
revenues were derived from a direct tax on real 
property. The pre-War boom was marked by a 
steep and sustained increase in land values which 
easily carried the mounting burden of taxation. 

Expansion. of Provincial Revenues-in.ela.stic federal 
BUbsidi.e& intensify development of provincial 
revenue aourcea; the growing importance of 
taxation 

The provincial governments could not have 
added to their expenditures as they did between 
1896 and 1913 without access to more fruitful 
revenue sources. The fact that they were exploring 
the possibilities of the unpopular direct taxes in 
the early nineties testified to the tightness of their 
fiscal positions at the opening of this period. They 
continued to be more or less cramped for nearly 
a decade after 1896. Dominion revenues improved 
at once with rising customs receipts. It was almost 
ten years before the expansion and rising capital 
importations permeated the economy sufficiently 
to affect substantially' the provincial sources of 
revenue. During the first few years of the century, 
therefore, the provinces pressed for a substantial 
revision of subsidies. 

85 

The Provinces of Alberta. and Saskatchewan 
which came into existence in 1905 were given the 
advantage of previous revisions and liberal inter
pretations of the subsidy formula. and the SUJD8 

they received showed a considerable change in the 
conception of provincial responsibilities. Each was 
given a subsidy in excess of $1 million of .which 
$375,000 was in lieu of the public lands retained by 
the Dominion. The 80 cent per capita. subsidy 
was to be calculated on the actual population 
increase until a population of 800,000 was reached 
in each case. 

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

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

TABLE 18A,.-PER CAPITA MUNICIPAL GOVERNMENT EXPENDITURES, CURRENT ACCOUNT(ol, 1813 

Total Prinoe Nova New Bo.ekat- Briti.ah Edward Bnm&- Que bee Oate.rio llaaitoba Alberta Cuad• bland Scotia wiek cbewu Columbia 

• • • • 
~rfT:::~~~::~~~~::~:~:::~::~~: 

1.59 0.!7 0.118 069 2.15 128 1.87 2.'13 512 •. tiT 
1.07 0 05 087 0.69 0.112 0.81 1.38 0.88 1.16 2.88 
S.M 069 1.14 1.69 2.43 (.26 (66 f.66 7.38 .... 

O.nt-r-.1 Erpcnditure&-Ju.stioe, LeKislation, 
1.113 0.16 0.61 0.78 1.58 1.117 1.76 2.78 2.80 ,,(7 

Cieeen.l 0o'fti"D..D8D'a,ad. Vjpc+llt'Mt18. 1.113 0.11 1.22 1.1( 1.81 1.73 7.62 e.rr ,,Ill 8.01 

TOTAL ................................... 18.18 us 6.82 •. 90 t.tn 13.M 30.01 17.64 11.08 26.60 

fo) Soarat: Publlo ~~~ laq.U.,. of t.bo Royal Commiaaloa o ~ Belatiou. 
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By the end of this period, federal subsidies had 
become a relatively minor part of total provincial 
revenues, namely 28 per cent, compared with 43 
per cent in 1896 and 58 per cent in 1874. At the 
same time, the proportion of federal revenues thus 
transferred to the provinces had dropped by one
half.6. On a number of occasions the provinces 
had suggested a. formula which they hoped would 
keep the subsidies more in line with their growing 
expenditures and enable them to reap some of the 
benefits of the expanding revenues of the Dominion. 

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

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

TABLE 19.--GOVEBNMENT REVENUES ON CURRENT AcCOUNT,<•> 1896 AND 1913 
(Thousands of Dollars) 

Provinces Dominion Total Provinces <bl 
a.nd Dominion 

1896 1913 1896 1913 1896 1913 
1-

Federal Subsidies ............................... , ...... 4,301 12,851 

Taxes-
Customs Import Duties ............................ 19,479 104,691 19,479 104,691 
Excise Duties ..................................... 9,170 21,452 9,170 21,452 
Corporation Taxes ................................. 156 3,490 156 3,490 
Succession Duties .................................. '428 3,611 428 3,611 
Income Taxes on Persons ........................... 13 119 13 119 
Real Property Taxes ............................... 180 1,753 180 1,753 
Other Taxes ...................................... 177 347 1,335 177 1,682 

Sub-Total-Taxes ......................... 954 9,320 28,649 127,478 29,603 136,798 

Motor vehicles, automobile licences, etc ................... 470 470 
All other Licences, Permits and Fees, Fines and Penalties .. 1,756 6,678 266 1,516 2,022 8,194 
Public Domain ........................................ 2,801 11,046 299 3,420 3,100 14,466 
Liquor Control. ....................................... 2,248 2,248 
Sale of Commodities a.nd Services ........................ 63 815 543 1,513 606 2,328 
Other ................................................ 97 1,507 201 1,276 298 2,392 

a'OTAL .............................................. 9,972 44,935 29,958 135,203 35,629 166,896 

W Sour<e: Tho Public Accounts of tho Provinoeo and tho DominioQ and tho Public Accounts Inquiry of tho Royal Commission on Dominio,.. 
Pl-ovineial &lalio110. 

"" Inter-covernmental itansaetioDB eliminated. 

The proposal that a part or all of the subsidies 
should consist of a constant ratio o( the Dominion's 
receipts from customs and excise, which was 
advocated in Parliament in 1884 and at the Inter
Provincial Conference in 1902, came up again a.t 
the Conference in 1913. This time a. formal resolu
tion was passed asking the Dominion to give the 
provinces an extra. grant "equal to 10 per cent of 
the Customs and Excise Duties collected • . . from 
year to year". Whatever likelihood existed that 

• Betweee 1874 and 1913, the percentage of provincial ... & 
oidieo t.o the Domillion'e revenueo fell from 18 t.o 9 per oent. 

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

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



particularly great. The Prairie Provinces did not 
~ave control over their natural resources but 
received a small annual subsidy from the I;>ominion 
in lieu of them. In British Columbia, where 
lumbering and mining were the principal activities 
and where the expenditures on public domain were 
large, the revenues therefrom were ten times as 
great per capita as in the Eastern Provinces. The 
other traditional method of raising provincial 
revenue, i.e., the imposition of licences, fees, etc., 
was used most intensively in the Prairie Provinces 
where, after federal subsidies, it constituted the 
anain source of income. In the Maritimes the 
receipts from this item were almost negligible. 
1 The largest reserves of provincial revenue lay in 
the power of direct taxation. The growing demands 
upon expenditures and the inelasticity of federal 
subsidies forced the provinces to make more and 
more use of such taxes despite their unpopularity. 
The extent to wh:~h they were levied in each of 
the provinces depended upon the nature of the 
economy and the magnitude of the total outlay. 
In British Columbia where the level of expendi-. 
tures on a per capita basis was many times as 
high as in the other provinces, the per capita 
receipts from taxation were nearly six times those 
in the rest of the country. While British Columbia 
had a highly developed system of taxation, includ
ing taxes on personal incomes, real and personal 
property, the levies in the other provinces were 
confined almost exclusively to corporation taxes 
and succession duties.T The two latter imposts 
Y"ere m~st productive in Ontario and Quebec. The 
mdustnal and commercial expansion stimulated by 
the wheat boom and the national economic policies 
was accompanied by a rapid concentration of 
corporate activity and of large private fortunes in 
Central Canada. The receipts from corporation 
taxes and succession duties, therefore, rose steeply 
and by 1913 yielded 26 per cent of the total 
provincial revenues compared with but 9 per cent 
in ~! Prairie Provinces and 8 per cent in the 
Marthmes. The per capita revenue from sucees.
si~n duties in Ontario and Quebec was twice as 
h1gh as the average of the other provinces. 

A num'ber of significant changes in the financial 
position of the provinces from that intended at 
Confederation, had already begun to emerge at 
the opening of this period. The demands and 
op~rt~ni~ies of t~e wheat boom, and the growing 
apecialJ.Zat1on and mterdependence of society greatly 

tb ' At una,. Britioh Columbia ud Prl11oe Edward loklld ...,,.. 
e only prO'f'l~cea le't"J'ib.l penon&! income tasea. HoweYer m 

the l&t ter Pronooe tbe tu: wu more iat the nature o1 a &ai 
rMI ucl po--.1 p._n;r tlwl a true iDoome t&L .,. 
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accelerated this development. Despite the cramp
ing financial settlement of 1867, the provinces 
became in fact much more than large municipalities. 
When other revenues became insufficient, they 
entered the field of direct taxation which in 1913 
was already producing over one-fifth of the total 
revenues. However, the implications of large 
uncontrollable expenditures and heavy debts, of 
the great inequalities in taxable capacity, and of 
the attempt to use what are in reality national 
taxes for provincial purposes, were not yet evident. 

Bummary--1896-191!.1 

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

As Canadians on the prairies specialized in 
growing wheat for the international market and 
Canadians in the older parts of Canada specialized 
in providing a wide variety of goods and services 
for the national market, the old self-sufficiency of 
pioneer days passed from the scene. By 1913, the 
open frontier had almost disappeared. With the 
coming of a highly specialized interdependence, the 
capacity of individuals to overcome economic 
reverses and mischances by their own efforts was 
greatly impaired and the material conditiona which 
force governments into costly expenditures for 
aocial security were begun. With intenaive indus
trial development came the shift from the country 
to the cities, bringing in its train a greater demand 
and a greater need for collective provision of 
various l!ervices. 

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

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



ClUPTEB IV 

THE WAR PERIOD 1914-21 

Introduction-the general economic, political o.nd 
social effects of the War 

One of the immediate effects of the War upon 
Canada '111'8.9 to provide relief from accumulating 
economic difficulties. By-rn4--tliemvesthlent 
boom based on foreign borrowing had eome to an' 
end. It then became imperative to turn from the 
eonst.ruction of capital works to greater production 
of exportable products in order to pay the interest 
on the large investments of the preceding decade. 
this major shift and readjustment threatened to 
be painful and prolonged, but under the stimulus 
of war demands the Canadian economy turned the 
comer with ease and expanded its production 
immensely in a very short period of time. By 
force of circumstances, Canada's foreign borrowings 
dwindled until thty disappeared in 1917. In the 
later years of the War, the great expansion in 
production combined with the policies of the 
Federal Government enabled Canada to become an 
important lender, financing British purchases of 
Canadian goods. 

In addition to stimulating expansion, the War 
gave the Federal Government a decisive role in 
directing the employment of the country's resources. 
Canada's war effort involved a. massive concentra
tion-in many respects, a. consecration--of man
power and resources for a single over-riding 
purpose. The Dominion Government interpreted 
this purpose and co-ordinated the efforts of the 
country. It was the appropriate agency for driving 
towards this single objective, but in so doing it 
exhibited elements of a totalitarian technique 
inseparable from modern war. General enthusiasm 
for the Allied cause produced a remarkable 
unanimity among Canadians of all regions and 
classt>s in the t>arly days of the conflict. Supported 
by this unique expression of national unity the 
Government threw all its power and authority into 
the prosecution of the War, and as the struggle 
det>pened it redoubled ita efforts and commitments. 
Its vigorous polirit>s hastened and intensified the 
expansion of production which was made profitable 
by altered world conditions. The development of 
the economy as well as the occupations and interests 
of the people were directed, and considerably 
dLStorted, by the demands imposed upon the 
country by the War. 

89 

The first flush of enthusiasm waned u the War 
dragged on and became a trial of collective 
endurance and capacity for sacrifice. Lacking the 
tremendous unifying influence of a direct and 
immediate threat of foreign invasion, Canadians 
began to differ radically on the means best calcu
lated to reach the results desired by all. This 
difference about means threatened the effective 
pursuit of ends and broke the party truce which 
marked the early years of the War. During the 
later years, the effects of the economic and financial 
policies, which the Federal Government had 
adopted to facilitate the maximum war effort, 
permeated the social structure with unexpected 
and unfortunate results. The economic cost of 
prosecuting the War pressed more and more 
unevenly on particular groups. The contrast 
presented by the beneficiaries of inflation and war 
prosperity caused hot resentment. The inevitable 
and appalling inequality of burdens and sacrifices 
involved in modern war became manifest. 

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

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

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

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

The Canadian economy was~a.t once faced with 
severe difficulties. It 'had been geared to a high 
rate of investment and construction. Between 1913 
and 1914, the value of construction contracts 
awarded fell 37 per cent. Much of the labour and 
resources employed in the building of railways, 
harbours and canals, factories and rapidly growing 
towns, became idle. The slackening of construc-
tion brought a sharp curtailment in the Nova 
Scotia iron and steel industry, unemployment in 
the industrial cities of C-entral Canada and a steep 
decline in the production of lumber in British 

Columbia.. The fall in export prices was aggravated 
by drought on the Prairies which cut short the 
crop of 1914. Caught between decreasing capital 
imJ?orts and .ialling export values, the economy 
wh1ch the wheat boom had brought into existence 
revealed its alarming vulnerability to external 
influences. 

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

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

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



Prairie Provinces the acreage under wheat in 1919 
was almost 80 per cent greater than it had been 
in 1913. In this short period, the number of cattle 
"n Canadian farms increased by one-thirci A wide 
variety of farm products received a less vigorous 
but nevertheless pronounced stimulus from the 
demands created by the War. 

This expansion in the productive capacity of 
agriculture pro;vided very substantial increases in 
the surplus available for export. The bumper 
wheat crop of 1915 with its record yields per acre 
and its large export surplus was the principal factor 
in attaining a favourable balance of merchandise 
trade and did much to extricate the economy from 
the doldrums of the two preceding years. Although 
the wheat yields during the remainder of the war 
period were disappointing and in 1918 and 1919 
extremely poor, the average value of exports of 
wheat and flour during the 1917-19 period was more 
than double that of 1913. 

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

Among other raw materials affected, non-ferrous 
metals enjoyed a sharp increase in demand. Despite 
progress in the development of mining, the 
problems of treating low-grade and complex ore
bodies had not been satisfactorily solved prior to 
the War. The high prices due to the War encour
aged ingenuity in the search for methods of 
extracting the metals from these ores. Several 
importal)t refining processes were discovered. High 
prices made the working of low-grade deposits 
profitable. Between 1913 and 1918, the quantity 
of copper produced rose 54 per cent, lead 36 per 
cent, nickel 86 per cent and zinc from a negligible 
quantity to 35 million pounds in 1918. The value 
of the output of these four metals rose from $29 
million in 1913 to $74 million in 1918. This stimulus 
advanced the Canadian mining industry. The high 
prices disappeared after the War but the growth of 
interest in mining, the improved techniques, and 
the greater resources accumulated by mining com-
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panies out of profits were permanent gains to the 
industry. 

On the other hand, the lumber industry made 
little headway. The decline in construction and 

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

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

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

Thus, during 1914-18, there was a remarkable 
expansion in the total production of goods and 
services. It was this incre11-se in production which 
paid for the cost of the War. It also met the 
interest charges on the external debt which could 
no longer be financed by further foreign borrowings, 
and made possible (in contrast to European coun
tries) the maintenance of a relatively high 
standard of living. Under the circumstances, this 
was the only way the War could be financed. A 
society which cannot borrow abroad and employ 
foreign industry to produce the material sinews of 
war is obliged to pay for its war expenditures out 
of the current production ·of its own economy. 
During 1914-18 Canada was unable to borrow 
abroad in any significant volumel and the country, 
taken as a whole, was compelled to pay for the 
War as it went along)! Table 20 shows the nature 
and extent of the extraordinary rise in exports. 

Fiseal 
1:e.tor~~ 

1913 •••••••• 
19!4.. ...... 
1915 ........ 
1916 ........ 
1917.. ...... 
1918 ........ 
1919 ........ 
1920 ........ 

TABLE 20.-MEBCHANDISE EXl'OB'l"S 

111 iUiOIIll of Dollaro 

Prod- Pro- Pro- Manulaotwes 
duets ueta Fish duets 
of~j.. of the of the Muni--Mine Forest wre tions 

Otho!r 

57.4 163 43.3 1114.9 43.7 
59.0 20.6 42.8 251.5 0.2 57.2 
51.7 19.7 427 209.1 0.5 8.50 
66.6 22.4 51.3 352.6 81.0 161.0 
856 24.9 55.9 501.3 281.2 196.2 
73.8 32.6 51.9 740.4 386.3 2.10.5 
77.5 37.1 70.5 469.7 250.9 304.5 
62.1 <&2.3 105.3 624.4 12.1 391.0 

Misc. Total 

02 355. 
0.3 431.6 
0 7 409., 
6.7 741.1 
u 1,151.' ... 1,540.0 
6.2 1,216.<& 
u 1,239.6 

1 For total Federal Government boi'IO'IriDp abroad during the 
War period. oee p. 103. 

• For further diocWIIiou of tho meUUI which made thia ~ble, 
- pp. 118, 100. 

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

1. THE WAR AND NATIONAL UNITY 

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

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

Canada had never before seen such a demonstra
tion of national unity. For some time, the 
110lidarity of national sentiment was the dominant 
feature of Canadian life. Personal interests were 

--a[; D..,oirj Sept. 8, 1914: quoted b7 Eliaaho!th A1'11181.ro111 
in 2'/wo Crim o Q..,bu, JU4-J8, P• 78. 



1111bordinated to the demands of a united effort and, 
for the great majority of people, the winning of 
the War became the prime objective of national 
existence. The evidence of a single national 
purpose wa.s unmistakable and sufficed to give to 
the Federal Government immense moral authority 
in keeping with its sweeping legal powers. 

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

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

The crisis also imposed a truce on Dominion
provincial contention. In 1912 and 1913 the 
provinces had again begun to demand further 
increases in subsidies. With the coming of the 
War and its great financial responsibilities for the 
Dominion, this claim went into abeyance. So also 
did the fedt\'1'8.1 power of disallowance which was 
used on only one occasion during this period. 
Provincial political leaders did not challenge the 
drastic policies pursued or the far-reaching powers 
exercised by the Dominion d·uring the War. On the 
contrary, they played a large part in the formation 
of the Union Government. Family bickering was 
stilled in the presence of larger issues. Provincial 
politics and provincial interests were overshadowed 
by the magnitude of the common national purpose. 
The efforts of the Dominion absorbed the atten
tion of the people and commanded for the time, at 
least, the overwhelming support of public senti
ment. Despite the ra.nge of the activities of the 
Federal Government and the degree to which its 
actions affected the lives of the people in every 
part of the Dominion, there wa.s no organized or 
systematic protest by the provinces. When protest 
came, it came in the sphere of federal politics, out 
of the discontent of cultural, class and sectional 
interests and not through provincial governments. 
For a time, Canada exhibited the essential features 
of a unitary state. 
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The conscious nationalism which accounted for 
the temporary eclipse of provincialism made itself 
felt in external relations. It disposed the Dominion 
Government to regard Canada's participation in 
the War as that of a principal combatant and not 
merely as that of a satellite of Great Britain. The 
Canadian Army Corps was maintained as a 
separate unit in the field and was ultimately 
commanded by a Canadian. In 1916, the estab
lishment of a Ministry of Overseas Military Forces 
in London brought the Canadian troops directly 
under the control of the Dominion Government. 
Where independence of action was not possible, the 
Dominion bid for a share of control in centralized 
effort. The Imperial War Cabinet provided, in an 
indirect but substantial way, for participation of 
the Dominions in the direction of the War and the 
Imperial War Conference of 1917 recognized "the 
right of the Dominions and India to an adequate 
voice in foreign policy", to be made effective 
through machinery for consultation and concerted 
action. After the Armistice, when the urgency 
for unified effort declined, the stress shifted to 
autonomy. While the all-absorbing sense of 
national unity did not survive the War, some 
elements of the conscious nationalism evoked by 
it retained their strength. With Canada leading 
in the demand, the Dominions got separate repre
sentation at the Peace Conference and in the 
League of Nations. And however much the 
Dominion Government may have receded from 
leadership in internal affairs in the post-War period, 
it found sufficient support for vigorous pursuit of 
Dominion status. 

The COMCT'iption I~he dim.t.ption of national 
unity, the political i&olation of Quebec, the 
unfortunate ef}ecu on Canadwn federalism 

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

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

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

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

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

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

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

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



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

Before the War Ontario had limited the use of 
French, both as ~ language of instruction a~d a 
eubject of study, in the schools. of the ~rovmce. 
French-speaking people of On~no had. VIgorously 
resisted the enforcement of this regulation. They 
contested its constitutionality and the case dragged 
through the courts until its validity was finally. 
upheld in 1916. In that year, Ontario enacted 
further legislation in support of its separate school 
policy and the Federal Government declined to 
disallow it. The dispute over the bilingual school 
question, as it was called, went .on ~i~h increasing 
bitterness, revealing the gaps wh1ch d1v1ded French
speaking citiz~ns, in feelings and inte.r~sts, fro~ 
English-speakmg Canada. and emphastzmg aga.m 
the difficulty of tolerable accommodation between 
the two races. On the instance of Sir Wilfrid 
Laurier, a. resolution was introduced in Parliament 
deploring the action of the Ontario Legislature.• 

The Conservatives of Quebec with Nationalist 
tendencies joined the Liberals from that Province 
in voting for the resolution; the Western Liberals 
voted against it and it required the full exercise of 
Sir Wilfrid's prestige and authority to hold the 
Ontario Liberals in line. The disruptive poten
tialities of the old racial issue even in face of the 
national emergency were ·clearly shown. The split 
over the bilingual question foreshadowed the much 
more serious division on the issue of conscription. 
The principle of the political co-operation of the 
two races in the two federal parties had already 
begun to break down in 1916, because one of the 
races was being rapidly consolidated behind one of 
the political parties. 

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

• The .._tutioa wu ...tully introdu...t br Mr. Lapointe and 
Uo CICillliDOIIlJ UoW1l U lhe "Lapoin«e .-}utiOD". 

The Nationalist agitation in Quebec: aroused both 
extremist and moderate groups in other parts of 
Canada.. It was assumed that the Nationalists 
spoke for Quebec as a whole and Nationalist 
propaga.nda was cited as the reason for the lower 
ratio of enlistments in Quebec. These charges of 
disloyalty, which multiplied rapidly, caused resent
ment among the French-speaking Canadians who 
had supported participation in the War and 
,t)rovoked recriminations which, in tum, drew 
further retort from English-speaking Canadians. It 
was a vicious circle in which mutual misunder· 
standing and mutual reproach seemed to be 
endless. When this stage was reached, it inevitably 
diminished the support which Quebec gave to the 
supreme objective of the Federal Government. The 
bilingual issue loosed a chain of consequences 
which helped to prepare Quebec for united resist
ance to conscription. 

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

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

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

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

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

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

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

TABLE 21.-VOTES CAST IN THE 1917 FEDEBAL 
GENEIL\L ELECI'loN<•l 

(Thou.stmda) 

For For 
Candidates Candidates 
Officially Officia.lly All - Endorsed Endorsed Other 
by Union 

Government Sir Wilfrid 
Laurier 

Civil Vote-
Quebec-Urban oo •••••••• 38 106 7 

-RuraJ(>I ......... 24 232 19 

Other Ce.nad&-
-Urban(>> ........ 351 156 62 
-Rura.l P> ......... 496 306 110 

fota.l Civil Vote ............ 909 800 198 

Military Vote .............. 215 14 5 

TOTAL ................... 1,124 814 203 

= 
W The potential vote in ooutituenciee where acclamationa occurred 

was estimated on the ba.sia of results in other provincial oonatituenciea. 
C>l Urb,....ruml diviBioa ollly appro:limato. 

The long standing quarrel between the National
ists and the Liberals in Quebec was healed at last . 
The old Liberal Party was shattered in Parliamertt5 
and in Quebec it became temporarily identified 
with the racial interests of the majority in that 
Province. 

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



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

Canadian11 are reluctant to recall the events 
which reopened old antagon.istn!l and renewed 
distrust and bitterness between the two races. It 
is imperative that the distrust and the bitterness 
should be forgotten but it has been necessary to 
recall the events which provoked them because 
they have had a deep influence on the subsequent 
history of Canadian federalism and because they 
point to certain general lessons about the operation 
of the federal system in Canada. 

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

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

This is why Canada is a federal state and must 
remain so. Deep underlying differences cannot be 
permanently overcome by coercion. There are, of 
course, ma.ny matters in which there is sufficient ......, 
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community of interest and purpose for them to be 
entrusted to the Federal Government and they are 
increasing. Modem transportation and communica
tion and the integration of the economy lift ma.ny 
matters to the level of general interests which 
might, if agreed upon, be eared for by the Federal 
Government. 

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

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

2. THB w AB AND THW CANADIAN ECONOMY 

War Finance-war CO&tl met by internal borrowing; 
loan funds made available by injl4tionary credit 
policy 

It h11.11 already been remarked that the political 
unanimity with which Canada greeted the War 
enabled and even eompelled the Dominion Gov
ernment to embark on a vigorous use of the 
constitutional powers of the Dominion in direct
ing the war effort.• The pledge of Canadian 
lives was backed by the pledge of Canadian 
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economic resources. To ensure the most effective 
use of these resources, the Dominion Government 
employed the powers at its command throughou_t 
the war period. Through the use of them, it 
launched and enforced a number of economic and 
financial policies which governed the public finance 
operations of the Dominion during this period and 
enabled the country to become a great source of 
essential supplies for the Allies. These policies 
also had a profound permanent effect upon the 
economic and social st&ucture. Therefore, they 
must be considered in some detail. 

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

The exigencies of the War at once forced the 
Federal Government into an aggressive role. Early 
in August, 1914, the redemption of Dominion notes 
in gold was suspended, bank notes were made legal 
tender, the banks were permitted to use the excess 
circulation privilege7 the year round and finally 
the Government was empowered to make advances 
of Dominion notes to the banks upon the pledge 
of approved securities. While these measures 
averted the immediate danger to the banks, they 
also provided the mechanism for inflation. The 
restrictions thus abolished and the devices set up 
provided the machinery for an expansive credit 
system and placed it at the disposal of the Federal 
Government. 

The financial requirements of the Dominion for 
the fiscal year 1914-15 were met in various ways. 
The customs duties on coffee, liquors, sugar and 
tobacco were· raised and special excise taxes were 
imposed on liquors and tobacco. These increases 
in taxation, however, were expected to yield only 
$15 million. Approximately $156 million ($61 
million for War, $93 million for capital and $2 
million current deficit) were required in addition 
to the total current revenues for the year. It was 
not thought advisable or possible to pay for the 
whole cost of the War out of taxation or borrowings 
at home. Arrangements were made with the 
Imperial Government to finance the Canadian cost 

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

Early in 1915, the first special war taxes were 
imposed. Taxes were placed on'bank note circula
tion, on the gross income of loan and trust 
companies, on the premium income of life insur· 
ance companies, on telegraph and cable messages, 
on railway and steamship tickets and on sleeping 
and parlour car accommodation. Postage rates 
were increased and stamp taxes placed on cheques, 
bills of exchange, etc. Imposts were made on 
patent medicines, perfumery and non-sparkling 
wines. An additional 7! per cent was levied on 
imports under the General and Intermediate tariff 
schedules and 5 per cent on items under the British 
Preference. These taxation increases which were 
expected to yield about $25 million went, however, 
only a small way toward meeting the Government's 
financial needs of $166 million during the fiscal year 
1915-16. 

The arrangement with the Imperial Government 
to finance the Canadian costs of the War broke 
down in the summer of 1915 when sterling exchange 
went to a large discount. Henceforth Great Britain 
could do no more than finance the Canadian war 
expenditures made overseas. The Federal Govern
ment was faced with the necessity of itself raising 
the money for its war costs incurred at home and 
for making advances to Great Britain· to meet an 
increasing share of the British war purchases in 
Canada, if these purchases were not to be sharply 
curtailed. With the London money market closed, 
New York was the only other possible source of 
foreign funds. A loan of $45 million was obtained 
there in July, 1915. For the remainder of its 
requirements, the Government was obliged to turn 
to the Canadian investor. 

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

~e amount of Dominion notes that could be illiUed against 
a 25 per eeot reserve of «<ld was increased from f30 million to 

!!~r:i~~~, r~~~:;n!::uri!i!0:!di$t0°0.!illli::r~:::i:m~aif!: 
general go.,.rmnent purpooea. 



Canada. However, the remarkably large crop and 
the war orders of Britain and her Allies had brought 
a return of prosperity by the autumn of 1915. 
With the low level of private investment and the 
expanding profits induced by the rising price level, 
there was a considerable accumulation of funds. 
The domestic loan offered in November, 1915, 

. produced 1100 million subscribed almost wholly by 
financial institutions and other business organiza
tions. 

During 1915-18, Canada's ·war effort was rapidly 
increased. The growing burden had more and more 
to be supported by Canada's own resources. The 
Imperial Government provided the funds for the 
war expenditures overseas. The Canadian Govern
ment paid the costs incurred at home and made 
advances to Great Britain for a considerable part 
of her purchases in the Dominion. During the 
last two years of the War, the Canadian advances 
to Great Britain (including those made by Cana-
dian banks) far exceeded those of Great Britain to 
Canada. Canada. was, in effect, buying a large 
part of her own exports and shipping them abroad 
where they paid for the cost of the Waz. The 
extent of Canada's contribution to the conflict, 
therefore, depended upon the ability of the Federal 
Government to obtain money to finance the exports. 
The more money it could raise at home, the more 
exports and production could increase and the 
more extensively the country could engage in the 
struggle. Three methods were available to the 
Government for the acquisition of funds: taxation, 
borrowing, and the issue of Dominion notes. 
Although special war taxes were imposed they 
produced but a relatively small part of the amount 
required. The issue of Dominion notes could be 
used only to a limited extent. The bulk of the 
funds had to come from borrowings. 

The amount of money which was obtainable by 
means of domestic loans depended upon the savings 
of the community and the extent to which private 
investment was reduced. As ordinary savings 
became insufficient, the Government adopted the 
only policies then open to it, which had the effect 
of both increasing and of redistributing the national 
money income in a manner which gave a larger 
portion to business organizations and wealthy 
individuals whose profits or surpluses could be 
borrowed in large amounts by the Government. 
This expansion and redistribution of money income 
11\'as brought about by the expa.nsion of ba.nk credit 
i.e., inflation. Prices and the cost of living (sellin~ 
prices) rose more rapidly than average wage rates __,, 

99 

and interest on old debts (costs).9 The profits of 
industry and property incomes, therefore, increased 
while the real income of wage earners and indi· 
viduals receiving interest payments at fixed rates, 
declined or rose less rapidly. It was this relative, 
and in some cases absolute, reduction in the real 
income of one section of the community, and the 
creation of large surpluses in the hands of another 
(which would lend these surpluses to the Govern
ment) combined with the great increase in gross 
production that made the surprisingly large war 
loans possible. 

During the fiscal year· 1916-17, the Canadian 
war expenditures rose to 1307 million. Ordinary 
capital expenditures absorbed another 182 million. 
In that year the Federal Government required 
nearly 1400 million in funds. To increase the 
revenue from taxation and to reduce the net profits 
derived from war activity, a business profits tax, 
retroactive to the beginning of the War, was 
imposed early in 1916. One-fourth of all net 
profits (except in life insurance and agriculture) in 
excess of 7 per cent on the paid-up capital of 
incorporated enterprises and in excess of 10 per 
cent on the paid-up capital of unincorporated 
enterprises was taken in taxes by the Government. 
Businesses with a paid-up capital of less than 
150,000 were exempt, excepting those engaged in 
the production of war supplies and munitions. 
The return of prosperity and the special war taxes 
produced a current surplus of 184 million for the 
year ending March 31, 1917, which slightly more 
than covered the ordinary capital requirements. 
The war expenditures had to be met by borrowing. 
Fifty million dollazs were obtained in New York. 
The remainder was raised in Canada. 

During late 1916 and early 1917, the expansion 
of bank credit got under way in earnest. The 
banks advanced $100 million to the Imperial 
Munitions Board for expenditures in Canada and 
established a revolving ·credit of 120 million for 
the Imperial Government for the purchase of 
wheat. They supplied the Canadian Government 
with 1100 million by the purchase of its treasury 
bills. Current bank loane to business rose by 173 
million between March, 1916 a.nd March, 1917. 
These increases in purchasing po'fl'er were an 
important factor in bringing about a swift rise in 

• W.,..., in eert&in war ind...trieo ODd of eert•in UDBirille4 
lf'OUIIO ,._ more rapidly th&D the - of livinc. but the wage 
rateo """"ived by a large oe<tion of labour, partieul.&rJr t.be 
okilled tradee ODd the whl~llar d .... fell Dehind the noe in 
the ....e of livinc. The Dom.iB.iOB Department of Labour indu of 
the general moveme~t of •• ratea (euluding pr<tfeMlOn.al 
worltera OJ>d the whl~Uar el ... ) ,_ 2i r· """t be<w .... 
!:1:.0 •';,!,l~\~l•..:eaP:"".=t.B....,... 8~ inciea 
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prices and a rapid expansion of production, money 
incomes and profits. In September, 1916, and 
March, 1917, the Federal Government floated with 
ease domestic war loans totalling $250 million. 

In 1917 and 1918, Canada's participation in the 
struggle became more and more extensive and the 
costs of financing it increasingly burdensome. In 
each of these years the Federal Gover!llilent 
required between $500 and $600 million. The 
credits granted to Great Britain for her purchases 
in Canada reached large proportions. 

During 1917, the banks made further advances 
to the Imperial Government amounting to $150 
million for the purchases of munitions and wheat. 
They continued to finance the Dominion for short 
periods by taking large amounts of its treasury 
bills in anticipation of the war loans. Current 
loans to business rose $38 million in 1917 'and $217 
million in 1918. In these two years the quantity 
of money (paper notes in the hands of the public 
and bank deposits) available in the country rose 
by nearly 40 per cent. This expansion of credit was 
made possible by the increase in the cash reserves 
of the banks brought about by the action and 
policies of the Federal Government. In 1917 there 
was another fiduciary issue of Dominion notes of 
$50 million bringing the total to $90 million since 
the beginning of the War. In ad<lition, large 
amounts of Dominion notes were issued to the 
banks by rediscounting their securities under the 
Finance Act. Imperial Government treasury bills 
held by the banks were rediscounted at 31 per cent, 
a rate considerably below the market rates of 
interest. With the machinery provided by the 
Finance Act, the banks could increase their cash 
reserves to any extent that their lending oppor
tunities made profitable. At the end of 1918, 
bank cash was more than double, and deposits 
ne&rly double of what they had been at the end of 
1913. 

The rapid expansion of credit both in Canada 
and abroad produced a swift rise in prices. Between 
1916 and 1918, the Canadian wholesale price level 
and the cost of living rose 51 per cent and 34 per 
cent respectively. The rate of earnings of a con
siderable section of the community, however, rose 
more slowly. Real wage rates of larp groupe of 
Jabour (principally the skilled trades and the white
colla.r class) were appreciably' below 1913. The 
deeline in the real income of many wage-earners 
and of investors in pre-War bonds and mortgages 
resulted in a rapid increase in businesa profits, 
which, together with the rise in the national money 
income, the war-time increase in thrift and the 

reduction in private investment made available 
large funds for the Federal Government. During 
the fiscal years ending March 31, 1918 and 1919, 
the Dominion obtained (net) by means of domestic 
loans $516 million and $589 million respectively. 
The relative, and in some cases absolute, decline in 
the standard of living suffered by certain groups, 
the increase in Sa.vings, and the postponement of 
needed capital facilities helped to make these war 
loans possible and represented the sacrifi(les 
necessary for the conduct of the War.lO The effects 
of the inflation spread these sacrifices unequally. 

During the War, the taxation imposed by the 
Dominion was rapidly extended in scope but the 
increased returns did little more than meet the 
ordinary current and capital requirements and the 
interest on the sharply mounting debt. In 1917 
the business profits tax was raised and a Dominion 
income tax was levied for the first time. In 1918 
the exemptions for the business profits tax were 
lowered and the income tax increased. Excise taxes 
were imposed on a number· of luxuries, including 
motor cars. During the fiscal year ending March 
31,· 1919, the special war taxes yielded $56 million 
or 18 per cent of the total current revenues. 

Although the War ended in November, 1918, 
the heavy cost of demobilization and soldiers' civil 
re-establishment kept Dominion expenditure at 
war-time levels for another year and a half. The 
expansion of bank credit and the precipitous rise 
in prices continued into the first half of 1920. In 
the autumn of 1919, the final domestic war loan 
which produced about $600 million, was lloa~d. 

The transition from war to peace was accom
plished with remarkable ease. Half a million 
soldiers were re-absorbed into civil pursuits without 
much unemployment or industrial disturbance. 
The large gap left by the abrupt stoppage of 
munitions orders was quickly filled by new demands. 
Exports to war-tom Europe continued at a high 
level on the basis of large American loans. The 
Dominion advanced $46 million to foreign countries 
which was used to buy goods in Canada. There 
was a strong demand not only for foodstuffs but 
also for manufactures. The exports of the latter 
rose to $391 million in the year ending March 31, 
1920. Much of the slack due to the cessation o£ 
war orders, particularly as it affected the steel 
industry, was taken up by the shipbuilding 

~e huge ablount of material aoocla and lemeeo required 
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program for the Dominion and foreign govern
ments. 

The stimulus · from abroad was reinforced by 
internal development& The cessation of the War 
was followed both by an upsurge of consumer
buying and a sharp increase in conatruction 
activity. The provincial and municipal govern~ 
menta quickly began to provide the community 
facilities and the developmental projects which the 
War had postponed. The Dominion increased ita 
outlay on public worka, made large expenditures 
in consolidating and equipping ita railway system 
and granted 1oa.na to provinces for the construction 
of houses. Private industry expanded its equip
ment and built up inventories. There was an 
inrush of American branch plants. These activi
tie.!J, capped by the Dominion's heavy outlay on 
demobilization and the civil re-establishment of 
soldiers, maintained the post-War boom until the 
summer of 1920, when the world-wide deflation 
forced its collapse. 

Wor-time Regulationa of BUBineaa and lndUBtry
its effects on 1ocial philosophy and the post
War expansion of government responsibilitiea 

The beginning of the post-War depression marks 
the end of an important phase of Canadian 
development. The War had wrought many pro
found changes in public finance, in the economic 
•structure of the country, in social conditions, and 
in the public conception of the role which govern
ments ought to play in society. Before summar
izing the transformation made by the War in the 
financial position of the Dominion, it is important 
to note the extent of government intervention 
in economic life which the War-effort involved 
because it was a significant factor in changing 
the popular view of the appropriate sphere of 
governments. 

The first objective of the Federal Government 
was to win the War and it tried to order all effort 
to that end. Where it seemed imperative for its 
purposes the Government undertook to direct the 
employment of the economic resources of the coun
try. It encouraged in every possible way the pro
duction of munitiona, and exhorted Canadian farm· 
ers to increase their production of food as greatly 
as possible. But many of its efiorts went beyond 
encouragement to active intervention and control 
The scarcity of certain vital supplies led it to under
take the rationing of them in a way calculated to 
assist its efforts. When the inflation connected with 
the financing of the War drove the cost of living 
eteeply upward, the Government sought to limit illl 
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unequal effects by imposing further economic con
trols on business. By the conclusion of the CQn
fiict, the Federal Government was in possession· of 
far-reaching powera over economic life. The fact 
of an unprecedented emergency ensured the con• 
stitutional validity of the measures of economic 
regulation which were a.dopted.lL 

From the very early days of .the War, th~ 
Govenlment exercised a number of unusual powere 
such as the cenaorship of the press jl.lld eabl!l 
despatches. Hqwever, it was not until the later 
days, when the inflation had manifested itself in 
the.cost of Jiving, and serious shortages of essential 
materials began to be felt, that extensive economic 
regulation was undertaken. In November, 1916, an 
Order in Council forbade hoarding and accumula
tion of the necessaries of life. Persons with exces
sive stocks of these articles were required to sell 
them a.t reasonable and just prices and the Govern
ment was given wide power to investigate and 
punish violations. In 1918 housing rentals became 
subject to the same regulations as other necessaries 
and municipal councils were authorized to establish 
Fair Price Committees to investigate the prices of 
necessaries and publish their determinations of a 
fair price. 

In 1917 the Government assumed control of the 
marketing of Canada's principal product. The 
Allied Governments had become virtually the sole 
foreign buyers of Canadian wheat and they needed 
it at any price. Thus with the prospect of a. short 
crop in 1917, it became probable that the normal 
market mechanism would result in famine prices. 
The Canadian Government intervened on behalf of 
the Allies by establishing a Board of Grain Super-

" viaore with power to investigate all sources of 
supply and to ration . the available grain between 
domestic millers and the Wheat Export Company, 
which was the North American purchasing agency 
for the Allies. This Board fixed export and 
domestic prices and controlled the marketing of the 
1917 and 1918 crops. It was succeeded in 1919 by 
the Canadian Wheat Board which acted as an ex
elusive marketing agency for the crop of that year, 
superseding the normal marketing facilities of the 
Canadian grain trade. 

As the prices of the necessaries of life, particu
larly food, continued to rush upward, the Food 
Control Office was established in 1917 with powera 
to inquire into available supplies and the reasons 
for high prices, to determine Canada's food require
menta, and to facilitate the export of surpluses. n 
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was also given power to fix prices and to regulate 
consumption. In 1918 its powers were transferred 
to the Canada Food Board which was authorized to 
direct the production, conservation and distribu~ 
tion of foodstuffs. 

The Board licensed, and imposed a variety of 
restrictions on, processors and dealers in foodstuffs. 
Although, with a few exceptions, it did not at
tempt to ration consumption, it did ration the bullt 
distribution of various commodities among pr~ 
cessors and dealers. Importers and exporters were 
licensed and the use of grain in distilling liquor 
was prohibited. Public eating houses were sub.. 
jected to close supervision. 

Although the Food Board did not attempt to 
fix retail prices, it established, in co-operation with 
the Board of Grain Supervisors, a fixed spread 
between the price of wheat and the price of flour. 
It also fixed the price to be paid to the British 
Columbia fishermen for salmon. Separate Orders 
in Council fixed the price of newsprint for Cana~ 
dian consumers and limited the profits of the pack~ 
ing industry by providing that profits in excess of 
a fixed rate should become the property of the 
Government. 

The coming of the Armistice did not reverse the 
upward trend in the cost of living. In the face of 
public clamour over high prices, many of the 
powers which the Government had exercised under 
the authority given by the War Measures Act were 
conferred by Parliament on the newly created 
Board of Commerce. The Combines and Fair 
Prices Act of 1919 continued the former prohibi
tions against hoarding and undue enhancement of 
the price of necessaries. It gave the Board of Com
merce power to make exhaustive investigations 
and to determine a fair profit and a fair price. 
For· a period in 1919-20 the Board exercised its 
powers vigorously, fixing prices of a wide variety 
of commodities. But this intense activity was 
short-lived and price-fixing came to an end before 
the legislation under which it was exercised was 
held to be unconstitutional by the Privy Council 
in 1922.12 

This review of the economic regulation under
taken by the Federal Government is not exhaustive. 
It is designed rather to illustrate the extent to which 
the Government took power to direct the economy 
during the War. The dislocation of normal activity 
and the concentration of economic resources for 
War purposes drove it from one intervention to 
another. For example, the entry of the United 
States into the War in 1917 threatened an acute 
shortage in Canadian coal supplies. Accordingly, 

--;;J. re Bocri ol c-- Act, [1922] 1 A.C. 191. 

a Fuel Controller was appointed and comprehen
sive regulation of the coal trade was'set up. The 
Fuel Controller allotted available supplies among 
the separate provinces. Provincial coal adminis
trators distributed it ·among communities while 
local coal committees tried to allot it equitably 
within each community. Attempts were made to 
control prices by fixing margins of profit. 

The failure of wages in many occupations to keep 
pace with rising prices was reflected in a great 
increase in industrial strikes in 1917 and 1918. 
These seriously hampered production at a time 
when every effort was being strained to increase 
production. Oonsequently strikes and lockouts 
were forbidden in 1918. Finally, the establish
ment of the War Trade Board in February, 1918, 
revealed the full logic of the War economy. The 
Board's sweeping powers authorized it to carry out 
" such supervision as may be necessary of all indus
trial and· commercial enterprises ..• "13 It was 
given power to direct the use of the economic re
sources of the country and to discriminate between 
"essential" and "less essential" industries by estab
lishing priorities in the right of access to scarce 
materials among the different industries. Although 
many of the powers with which the Government 
armed itself were exercised sparingly and some 
were not used at all, nevertheless, as the War went 
on, the economy was steadily being geared to a 
single purpose. 

This dominating purpose disappeared at the 
close of the War, and with a few temporary ex
ceptions, the unusual economic controls went with 
it. During the post-War reconstruction period, 
however, the Federal Government was obliged to 
undertake new responsibilities. After the long con
centration on the War, the return to normal eco
nomic activity was in itself a dislocation and it was 
complicated by the necessity of re-absorbing the 
citizen army into civilian life. The Government 
organized a system of pensions for the disabled 
and for the dependents of those who lost their 
lives in the struggle. It provided a variety of ser
vices to assist in the re-establishment of soldiers 
in civil life. Through the Soldier Settlement 
Board it sought to encourage, on a large scale, the 
settling of returned soldiers on the land. It or
ganized a Dominion Employment Service to co
ordinate the efforts of the provincial employment 
exchanges. The purpose and the technique of the 
modern social services became familiar. 

As in other countries, the great range of gov
ernment action during the War had important 

,. P.C. 337, February 9, 1918. 



social effects. People saw how governments could 
mould their lives and civil servants learned how to 
do it. Statistical and other information necessary 
for effective intervention in economic affairs was 
accumulated. The belief grew that governments 
could and should use their powers to improve social 
conditions. The War-time experience with the 
regulation and direction of enterprise was an 
important factor in bringing on the wide extension 
of government control which economic and social 
chaos seemed to make desirable. 

War-time I ncrea&e in F ederol Debt-war and rail
way nationalization add IS billion to liabili
tie8; revenue system greatly expanded to sup
port burden 

With the coming of peace, the War-time economic 
controls were liquidated. For a considerable period, 
the Dominion refrained from extensive government 
action for peace-time purposes. It was inhibited 
by the burden of debt imposed upon it by the War, 
demobilization and the railway deba.cle. The War 
and demobilization had cost $1,680 million. In 
addition, between March 31, 1914, and March 31, 
1922, the Federal Government had spent on capital 
account, excluding the assumption of the guaran
teed railway liabilities, about $1,100 million.H 
During this period the Dominion was required to 
raise, over and above its ordinary current expendi
tures, between $2,700 million and $2,800 million. 
Taxation (i.e., the total of surpluses on current 
account) provided only $440 million of this amount. 

Canada, like the other belligerent countries, met 
the major portion of its War costs out of borrow
ings and credit expansion. The imposition of a 
weight of taxation sufficient to pay for the whole 
oost of the War was too revolutionary a step to 
take. The Federal Government had hitherto relied 
almost exclusively on customs revenues and a few 
excise taxes. It had no system of general taxation; 
no machinery for directly taxing the net incomes, 
profits and wealth of individuals. The sudden in
troduction of such taxing measures on the scale 
required was too drastic to be either politically or 
economically practical. Since Canada was unable 
to borrow abroad to any great extent, the country 
as a whole paid for the War while it was being 
fought. The food, equipment and munitions used 
by the armies had to be obtained, either directly 
or indirectly, from current production in Canada 
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and the producers had to be paid. There was no 
way of obtaining these materials from posterity. 
It was, therefore, imperative to increase production 
and it is doubtful whether that increase would have 
taken place under the load of taxation necessary 
to yield the sums required. Individuals and indus
try are more ready to raise output and produce a 
surplus (i.e., amounts in excess of current consump
tion) to be lent to governments at favourable and 
tax-free rates, than to produce surpluses which 
governments simply take away by taxation. 

Aside from $135 million (the amount of new 
issues, less redemptions, floated abroad between the 
outbreak of War and March 31, 1922) the whole 
of the loan requirements, amounting to over $2,100 
million, were raised in Canada. The extent to 
which this money came out of business profits and 
the incomes of the well-to-do (the increases in 
which arose, in considerable part, out of the effects 
of the inflation) is indicated by the fact that from 
80 per cent to 85 per cent of the War-loan bonds 
were purchased by business organizations, financial 
institutions, and individuals with substantial 
incomes. 

The War costs and other capitalized expenditures 
resulted in an increase of $2,300 million in the 
debt of the Dominion. The assumption of the 
guaranteed and other liabilities of two transcon
tinental railways added a further $700 million. At 
the outbreak of hostilities, the Canadian Northern 
and the Grand Trunk systems had not been com
pleted. It had, however, become increasingly clear 
that these gigantic projects which the Federal and 
Provincial Governments had assisted liberally with 
subsidies and guarantees were doomed to failure. 
The duplication of expensive lines through unpro
ductive territory could only be justified on the basis 

' of a continuation of the 1900-13 boom far into the 
future. The 1913-14 depression was a significant 
warning that this would not happen. The War, 
which almost completely shut off immigration and 
capital imports, brought an end to rapid frontier 
expansion. The situation was further aggravated 
by the rise in prices and the inability to borrow 
in the London money market. The increased cost 
of construction added still more to the heavy fixed 
charges and the rapid rise in operating expenses 
enhanced the distressing deficits. Unable to borrow 
abroad, even on their government guaranteed securi
ties, the companies were entirely dependent upon 
temporary loans and advances from the Dominion. 

By 1916 the situation had become critical The 
Dominion was faced with three alternatives. The 
first was to allow the companies to go into bank· 
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ruptcy and thus, after a long legal battle and a pos
sible deterioration of service and equipment, 
secure a reduction in their fixed charges. The 
second was to continue making advances to keep 
them going, and the third, to take over the roads 
and assume their liabilities. The Railway Inquiry 
Commission of 1916 recommended the last course. 
The bankruptcy of the companies and default on 
their securities, it was feared, would be ruinous 
to the credit of the country. Furthermore, there 
was danger that the freezing of the temporary 
loans made by financial institutions to the Cana-

, dian Northern would cause a :financial panic in 
Canada. Thus, between 1917 and 1922, the Cana
dian Northern and the Grand Trunk Pacific were 
taken over together with the Grand Trunk and 
consolidated with the Canadian Government rail
ways into one system, the Canadian National. All 
the debenture liabilities of the companies, including 
as well those on. which there had been no guarantee 
and those guaranteed by the provinces, as well as 
those which the Dominion had guaranteed, were 
assumed by the Dominion,l5 Practically the whole 
of the capital expenditures on the newer roads had 
been financed by the sale of these fixed-interest 
securities. There was virtually no equity invest
ment. The entire cost of these misguided private 
ventures was, therefore, loaded on the shoulders of 
the taxpayer with very little loss to the private 
investor. Thus a heavy overhead on the economy 
undertaken at private risk was converted into fixed 
charges of government. 

The total direct and indirect debt of the Federal 
Government (accounted for almost entirely by the 
War and the railways) rose from half a billion in 
1913 to three-and-a-half billion in 1921. During 
the same period expenditures on current account 
rose from $118 million to $354 million. Of this' 
increase, 56 per cent was due to debt charges, 22 
per cent to War pensions, and the remainder .largely 
to the higher price and wage levels at which the 
ordinary services of government had to be pro
vided. Prior to 1914 the entire _current ·expendi
tures of the Dominion were devoted to supplying 
services to the community. About 50 per cent 
(including all the debt charges) were for develop
mental purposes, about 40 per cent for general 
government and defence and 10 per cent for 
subsidies to provinces. In 1921 almost half of the 
total outlay consisted of transfer expenditures 
which yielded no immediate services. Nearly $100 

--;;;;;. aeeuritiee gaaranteed by the provioeet1 and thooe DD 
whieh there ,.. .. no guar&.Dtee were not teehnioally or legally 
U8Umed by the Dominion, but were •-med in ~·~ tiuee the 
Dominion paid the iDter:en and met the matunliM u they --..d ..... 

million of interest payments was, on debts for 
which there were no productive assets, and 154 
million was expended on soldiers' pensions and 
aftercare. These two items constituted a mere 
transfer of income from tlle taxpayers to the 
holders of bonds (largely tax-free War loan bonds) 
and to pensioners. They neither added to, nor took 
away anything from, the sum total of goods and 
services enjoyed by the country as a whole. 

The new transfer expenditure was the principal 
factor which forced the War-time and immediate 
post-War widening of the Dominion's revenue base. 
In 1913, 78 per cent of the total receipts came from 
customs duties, and the remainder largely from 
tlle excise on liquors and tobacco. In 1921 the 
proportion from customs had fallen to less than a 
third; a sales tax, income taxes on corpora~ions 
and persons, a business profits tax, and a miSCel
laneous series of taxes on financial institutions, 
transportation tickets, cheques, etc., had been added 
to the revenue system. Virtually the whole of the 
two-and-a-half fold increase in revenue since 1913 
was obtained from the new taxes. 

·The $150 million of transfer expenditures were 
very largely a legacy of the War costs to which wage
earners and others with low incomes had been called 
upon to contribute more than their share. The 
Dominion tax system now forced wage-earners and 
other low income groups to carry the major part of 
the post-War burden. The progressive taxes (taxes 
on the incomes of persons and on business profits) 
yielded but $63 million. The remainder of tlle new 
revenue was mainly derived from sales taxes and a 
proportionate tax on the net incomes of corpora
tions. The imposts on consumption not only fell 
heavily on the poor but were a deterrent to ind~s~ry. 
The taxation measures ad<Jpted by the Domm10n 
to meet the obligations inherited from the War 
were a revolutionary change from the simple 
system of pre-War days. !hey were, hm-:ever, far 
from being the most equitable and efficient that 
could be devised. 

Provincial-Municipal Finance-the War-time re
straint on expenditures; sharp increases in 
debt and expenditures on public welfare during 
1918-21 

The steep increase in provincial and municipal 
debts and expenditures, which had been character
istic of the 1896-1913 period, had already been 
checked by the depression which set in shortly 
before the outbreak of hostilities. During the War 
the difficulty of borrowing abroad, the diversion of 



domestic investment funds into Federal channels 
and the search of the Dominion for additional 
revenues, effectively restrained the expansion of 
provincial and municipal activities. For several 
years after 1913, the latter governments marked 
time or fell back. As soon as hostilities ceased, 
however, they rapidly embarked upon new expen
ditures, and by 1921 the upsurge which marked the 
early years of the century had been resumed. 

TABLE 22.-GoVERN!IfENT DEI!TS, DJlli!IC'l' AND INDIIIECT 
-1913 AND 1921 

1013 1921 

Total Per TotAl Per 
Capita Capita 

lmm lmm ~ 
Dominion of Canada and 

CIIIIA<ii .. National Railways li20.8 88 3,620.0 .tOO 

Provlnoeo ..................... :185·0 37 633.3 72 

Mwlicipalitiu, ........... , .••. 604-8 66 808·7 01 

Sub-TotAl .. ,.,, ...... ,. 1.310 .• ,,857.0 

Leu ln"""«'vernmeniAI 
Debt.o-

Dominion-Provincial. .... 11.6 '8.7 

Ptovincial-Municipal .. ., .. 0.8 :14.5 

TotAl ................... 1,288.0 170 ,,882.8 656 

The most striking feature of the public finance 
of the provinces and municipalities during this 
period was the rapid increase in debts immediately 

• after the close of the War.l6 This rush of capital 
expenditures was in response to far-reaching tech
nical, economic and social changes. Already in 
1914 the effects on provincial-municipal finances of 
the motor car, the development of electricity and 
the long distance transmission of electric power 
were beginning to be f~lt. The heavy capital out
lays demanded by these changes had been post
poned by the War, but were undertaken with great 
vigour once hostilities ended. The increasing use' 
of the automobile necessitated an almost complete 
reconstruction of urban streets and traffic facilities. 
The provinces began to build trunk highways and 
to assist in the improvement of roads generally to 
motor ear standards. More than one-fourth of the 
$650 million increase in provincial-municipal debt 
during 1913-21 was incurred for capital expendi
turns on highways, streets and bridges. 

Public utilities (excluding railways) accounted 
for some 40 per cent of the rise in total provincial
municipal liabilities. Ontario spent more than $100 
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million on Hydro. Provincial power commissions 
were established in Manitoba, New Brunswick and 
Nova Scotia. The three Prairie Provinces doubled 
their investments in telephones. Many municipali
ties expanded and improved their water systems. 
The cities of Saskatchewan, Manitoba and Ontario 
expended considerable sums on electric power facili
ties and in some cases on street railways. While 
the extension of public utilities added substantially 
to gross debts, these did not increase the burdens 
on the taxpayer since they were virtually all self
supporting. 

The greatest increase in deadweight debt arose 
out of the large outlays on public buildings and 
miscellaneous works. The industrial expansion and 
urbanization stimulated by the War, together with 
the new responsibilities for social welfare, added 
considerably to the size and variety of buildings 
and institutions required for public purposes. These 
demands fell most directly on the municipalities. 
In the rapid extension of such facilities, together 
with the large expenditures on streets, sewers and 
waterworks, many urban centres practically rebuilt 
their entire capital equipment during the few years 
after the War. The .expenditures were largely 
financed by 12 to 15-year debentures, a period much 
shorter than the life of the assets if they were fully 
maintained. Thus, while debts rose rapidly during 
1918-21, they were scheduled to decline rapidly 
during the thirties when the bonds would mature. 

The provinces, in addition to the demands for 
highways, buildings and public utilities, had t() 
cope with the problems of the post-War depres
sion and drought. British Columbia, Manitoba and 
all of the Eastern Provinces undertook housing 
programs financed by loans from the Dominion. 
Prairie agriculture, hampered by s:1ort yields, high 
interest rates and sharp price declines (after 1920) 
called for special assistance. The provincial govern· 
ments attempted to relieve the situation by the pro
vision of agricultural credit, seed grain loans, loans 
to farmers' co-operatives and by advances to an 
irrigation project in Alberta. Thirty-four million 
dollars were advanced for these purposes, and most 
of this sum soon proved to be uncollectable. 

The rapid increase in the new commitments by 
the Western Provinces was greatly facilitated by 
the Dominion's assumption of $85 million of their 
railway guarantees. The relief from this threaten
ing load gave scope to the provinces for response 
to many demands which, however, quickly substi
tuted other heavy deadweight burdens. 
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T.ABLII 23.--GovlmNKENT Exl>mmiTURES, CmmENT AcooVNT, 1913 AND 1921 

(T~ of Dollo.ra) 

Municipal 

1913 1921 

Net I.leb$ Charges ........................ 19,713 36,944 

Defenee ••••••••••••••••••••••••••••.•.••• 

PeDSiou and .Aftm:are •••••••••••••••••••• 

Public Welfare •••••••••••. , ••...•••.•.••. 8,161 18,786 

~-······························ 27,700 66,280 

Agricultunl and Public Domain .••••.••••••. 

Tran8portation ........................... H,699 30,962 

Subsidies to Pro'rincee ..................... 

General ~tutw-J · · tio11, General ao-tlment 
~ua .................... 30,125 51,911 

TOTAL .••••••.•••••••.•••••.••••••••••• 100,398 204,883 

Between 1913 and 1921 the current expenditures 
of the provinces and municipalities were each ap
proximately doubled. In the interval, however, 
the price level had risen by about 70 per cent and 
the population by about 15 per cent. Making 
allowances for these factors, there were no signifi
cant changes in the total real per capita outlays. 
The War, which h"d added about 70 per cent to 
the real per capita expenditures of the Dominion, 
curbed the activities of the other levels of govern
ment. In the last three years of the period, the 
provincial and municipal response to the demands 
which had accumulated during the conflict took 
the form of large expenditures on capital, rather 
than on current account. Although net debt 
charges had more than doubled, the full burden 
of the new liabilities was not felt- until later when 
many of the provincial advances and investments 
failed to be self-supporting. 

While the total per capita real outlay of the 
provinces and municipalities on ordinary account 
did not increase, significant shifts occurred in its 
distribution among the various services. Public 
welfare expenditures were nearly trebled, reflecting 
a new attitude concerning th'e appropriate func
tiom of government resulting from the impact 

Provincial Dominion Total(ol 

1913 1921 1913 1921 1913 1921 

2,304 14,384 12,213 152,488 34,794 202,475 

13,781 17,249 13,781 17,249' 

94 53,688 94 53,688 

4,343 12,437 2,617 4,911 15,121 36,134 

9,600 20,850 215 924 37,515 88,057 

7,434 9,174 10,985 17,596 18,403 26,722 

8,631 8,119 35,467 41,666 56,663 80,747 

11,280 12,212 

15,069 25,689 31,642 0.>53, 733 76,836 0.>131,333 

47,381 90,653 118,294 354,467 253,207 636,405 

of the War and the changing economy on social 
conditions. There were new services such as 
mothers' allowances and child welfare; there were 
enhanced expenditures on mental hospitals, a joint 
Dominion-provincial compaign against venereal 
disease, and, by 1921, a new and ominous item 
arising out of the brief but severe post-War depres
sion, direct relief for the unemployed. Current 
expenditure on education was also higher. Here, as 
in public health, the Dominion Government had 
stepped in to inspire and direct new provincial 
schemes by the use of conditional grants. By 1921 
these extended to employment service, the control 
of venereal disease, technical and agricultural 
education, and highways. Contributory payments 
were also being made by the Dominion to meet 
unemployment relief. 

The expansion in these branches made relative, 
and in some cases absolute, reductions necessary 
elsewhere. The outlays on general government, 
justice and legislation declined in the eight years 
when allowance is made for the rise in wages, prices 
and population. Public domain, agriculture and 
transportation had to wait their tum until revenues 
again became more buoyant, as they did in most 
provinces early in the twenties. 
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TABU~ 24.-GoVERNMENT REVENUES, ~ AcootTNT, 1913 .um 1921 

(T~tJ/Dollan) 

Municipal 

191~ 1921 

Federall!ubllidiee ......................... 

Tu-
Cwltomt1 Import Dutiee .................. 

Exeiae Dutiee ............................ 
Manufaeturen' TIW!8 ..................... 
8&1.., Tax.., .............................. 

=~~~~~i!::::: :::::::::::::::::::: 
Income Tax.., on Persona .................. 38 73 

~u!:':.:ft~~:::::::::: :::::::::::: 90,314 189,656 

Other Ta.x ............................... · · 6,517 17,956 

Sub-Total-TUM ............... 96,8611 207,685 

Motor V ehielea, Automobile lioenoea, ete .... 

All Other Licence8, Permits and FOes, Fines 
6,004 8,010 and Penalties ........................... 

Public Domain ........................... 

Liquor Control. .......................... 

Sale of Commodities and Servioee ......•.•.. 305 1,155 

Other ................................... 7,697 13,537 

TOTAL ................................. 109,875 230,387 

The growth in population and the rising prices 
and wages which added substantially to the total 
money cost of government did not, however, pro
duce an equivalent increase in the receipts from 
the existing revenue sources and tax rates. But 
new and additional revenues were readily found. 
Owing largely to the rise in land values in the 
medium-sized industrial cities of Eastern Canada, 
the municipalities were able to double their aggre
gate income from real property taxes with relative 
ease. In the case of the provinces, a number of the 
factors which were adding to their burdens also 
extended their sources of revenue. The growing 
concentration of control in industry and finance 
and the large profits made by individuals and cor
porations out of the War-time prosperity, enlarged 
the pools of wealth which could be tapped by cor
poration taxes and eventually by succession duties. 
Total receipts of provincial governments from these 
taxes rose from 17 million to $21 million during the 
period. As before, however, some provinces had 
a much greater aooess to these sources than others; 
Quebec, Ontario and British Columbia received 
more than three-qua.rters of the total. The grow-

Provincial Dominion Tota!Ool 

1913 1921 1913 1921 1913 1921 

12,851 11,865 

104,691 105,68'7 104,691 105.68'7 
21,462 36,755 21,462 36,755 

6,639 6,639 
61,273 61,273 

3.490 11,162 64,008 3,490 75,170 
3,6ll 9,724 3,611 9,724 

119 485 39,821 157 40,379 
1,753 9,720 92,067 199,376 

3,032 3,032 
347 1,199 1,335 6,140 8,199 25,295 

9,320 35,322 127,478 320,323 233,667 568,330 

470 8,381 470 8,381 

6,678 8,360 1,516 2,860 13,198 19,230 

11,046 14,786 3,420 3,542 14,466 18,328 

2,248 7,856 2,248 7,856 

815 747 1,513 2,358 2,633 4,260 

1,507 3,083 1,276 3,425 10,0811 18,6711 

44,935 90,400 135,203 332,608 276,771 640,064 

ing motor traffic which was forcing the provinces 
into large expenditures on highways also opened 
up new sources of revenue. Motor licences, which 
provided a paltry sum in 1913, were yielding more 
than $8 million by 1921. In the Prairie Provinces, 
where high prices for wheat and other agricultural 
products inflated land values, the provincial gov
ernments levied taxes on real property which in 
1921 brought in over $7 million. Quebec and 
British Columbia, which by the end of this period 
had abandoned the War-time experiment of pro
hibition and made the sale of liquor a government 
monopoly, were already collecting substantial 
amounts from liquor control. 

The federal subsidies, which remained unchanged 
throughout this period, had by 1921 fallen in rela
tive importance to only 13 per cent of total pro
vincial revenues. New and increased government 
responsibilities, and technical and social changes 
had, by the end of the War, advanced the public 
finances of the provinces a long distance from the 
simple dependence upon licences and fees, public 
domain and federal subsidies.. 
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Ba8ic Effects of the War on the Canadian Econ
omy-large increase in export production, and 
development toward financial and industrial 
maturity 

Canada's part in the War had cost her great 
sacrific;e~ in men and money. However, the very 
neceSSities and demands of the conflict had re
vealed, and speedily developed, a wealth of re· 
sources and capacities which, notwithstanding the 
enormous waste of the struggle, brought very sub
stantial and permanent gains to the economy.l'T 
In 1914 the country was confronted with a painful 
adjustment from a prosperity dependent upon 
capital imports and a construction boom to a large 
expansion in export production. The requirements 
and circumstances of the War made the transition 
easy and rapid. The resources and men threatened 
with prolonged unemployment were quickly drawn 
into industry. The productive capacity of the 
country was greatly increased. 

The expansion in its main features took place 
within the pattern laid down by the national eco
nomic policies during 1896-1913. The develop
ment of an integrated transcontinental economy 
was continued on the basis of a predominantly 
exporting region in the West and an industrialized 
East dependent upon the home market. In the 
Prairie Provinces the acreage in field crops in
creased 84 per cent between 1914 and 1920. Dur
ing these years the population of this area rose 
19 per cent compared with 9 per cent for the coun
try as a whole. Canada's main economic contact 
with the outside world, its principal stimulus to 
expansion, grew greatly in importance. This pro
gress of Western agriculture, however, was not 
achieved without the creation of problems. In the 
later years of the period crop yields were poor and 
as prices were relatively high the incentives to 
expand were great. Much of the increase required 
in equipment, land and buildings was obtained at 
high prices by means of borrowed money. Con
siderable lana which was later to prove sub
marginal was brought under the plough. The debts 
were to become diffi9ult to carry and the sub
marginal farms unprofitable when prices fell. 

While the Prairie Provinces retained their posi
tion as the dominant exporting region there were 
important developments in other areas' based upon 
foreign market&. The War gave a considerable 
impetus to the production of non-ferrous metals. 
Improved processes were developed for the treat
ment of ores and their conversion into refined 

products. The production of pulp and paper be
came a major industry. (The output of pulpwood 
nearly doubled and the value of the exports of 
pulp and paper increased five-fold.) Hydro
electric power played a significant role in these 
developments. Capital invested in central electric 
stations rose 80 per cent. The natural resources of 
northern Ontario and Quebec and British Col
umbia gave rise to important new export areas 
which found their outlets chiefly in the United 
States. The simple El;l.st-West structure of the 
Canadian economy was becoming complicated by 
new·economic frontiers and new external relations. 

The influences of the War enhanced the position 
of Central Canada as the source of manufactured 
goods, and commercial and financial services for 
the exporting regions in the other parts of the coun
try. The decline in exports from Europe and the 
high cost of shipping enabled Canadian manufac
turers to obtain ·a larger share of the home market. 
Although the munitions orders came from overseas 
and were but a temporary factor, they had import
ant long-run effects. The demands imposed and 
the facilities required to meet them resulted in a 
considerable increase in technical and mechanical 
efficiency. The demand for munitions produced 
also a .much needed diversification, particularly in 
the iron and steel industry which had been highly 
specialized to supply the demands of railway build
ing and heavy construction. This progress in 
efficiency and diversification was greatly facilitated 
(as was the case in the production of munitio11S) 
by the availability of skilled labour, tools, machinery 
and supplies from the United States. The Cana
dian manufacturing industry emerged from the War 
with a more dominant place in the domestic market, 
with an enlarged productive capacity, and with 
much improved and diversified facilities. 

The financing of the War promoted a rapid 
development of financial institutions. The sale of 
over $2,000 million of War loan bonds stimulated 
the growth of security underwriting and distribut
ing organizations. Experience was gained in the 
technique of mobilizing the savings of the country 
and Canadians generally became more familiar with 
the investment market and accustomed to the pur
chase of securities. By the end of the War the 
Canadian economy had acquired an extensive and 
quite a mature financial equipment. · 

The growth of manufacturing and finance accen
tuated the concentration of national secondary and 
service induatries in Central Canada. Between 1911 
and 1921, the urban population of Ontario and 
Quebec rose from 50 per cent to 57 per cent of the 



total population of these provinces. During the 
same period, the population of the metropolitan 
areas of Montreal and Toronto grew by 38 per cent 
compared with 22 per cent for the country as a 
whole. The integration between the various parts 
of the transcontinental economy was increased and 
the dependence of the St. Lawrence-Great Lakes 
area upon the other regions of the country became 
more complete. 

The War brought significant changes in Canada's 
external economic relations. Prior to 1914 the rela
tions were mainly with Great Britain, which took 
slightly more than half the exports and was the 
principal source of the capital imports. In the 
post-War period the relative position of Great 
Britain, as a market for our products and as the 
source of both capital and merchandise imports, 
had declined. This change was chiefly due to the 
growing importance of the United States, whose 
share in the Canadian import and export trade rose 
from about 50 per cent to 60 per cent of the total. 
When the W a.r made it impossible to borrow in 
London, Canadian industry, provinces and munici
palities turned to New York. Between 1913 and 
1921 the total United States investment in Canada 
rose from $780 million to $2,300 million while the 
total British investment fell slightly. Both with 
respect to Canadian banking and investment con· 
nections, New York surpassed London in import
ance. 

The development of Canada's natural resources 
during the War had greatly increased her capacity 
for export production. On the other hand, the 
higher price level made it easier to carry the exter
nal debts contracted at pre-War prices and interest 
rates. While the country's economic position with 
respect to the outside world was improved, the 
economy remained highly sensitive to external 
fluctuations. The ebb and flow of prosperity was 
more than eve~ dependent upon the factors which 
affected foreign trade and capital movement. 

3. Tml wAll, POLITICAL AND SoctAL CHANGES 

Weakening of Old Political Partiell-political 
Nvolt of farm and labour groups,· reactioft. 
agai'll.llt inequa.litiea in War aacrifi,cel and 
profiteering 

The War had a profoundly unsettling effect upon 
the whole western world which was only less marked 
in North America. than in Europe. The War up
set the habitual routine of people, replaced their 
normal pre-occupations with exciting distractions 
and altered the customary relationships between 
different groups within the community. Canada 
participated vigorously in the struggle and was 
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exposed to most of its disturbing influences. The 
opposition of farmer and labour elements to eon
scription was symptomatic of deeper discontent. 
This discontent spread through the farmer and 
labour groups during the later days of the War and, 
on the cessation of hostilities in Europe, it broke 
into open political revolt in Ontario and the Prairie 
Provinces, resulting in the temporary disintegration 
of the federal political parties in these provinces. 

The federal political parties had been based upon 
the common acceptance, with varying interpre
tations and emphasis, of certain general policies. 
The alliance of powerful groups of agriculture and 
labour in the progressive movement was based on 
the view that the old line parties had become 
organizations to further class interests prejudicial 
to the general public interest. It involved reliance 
upon class political organizations as a means of 
redressing the balance in their favour. The denial 
that the national policies of the two old parties 
furthered common national interests was a new 
political doctrine. The two federal parties had 
tried to unite elements from both races and all 
classes around particular interpretations of the 
national interest. The new movement assumed 
the contradictory and opposed character of group 
interests and saw federal politics as an arena where 
these antagonistic forces struggled for mastery. 

' There were a number of reasons why this expl&
nation of the nature of the political process made 
such a wide appeal at the close of the War. In 
part, it followed from the diversification of the 
economy which had made such rapid progress 
since the beginning of the century. This devel
opment had increased the number of economic 
interests and had sharpened contrasts in the rela
tive position of different groups. Differences in 
relative position were extended, and contrasts were 
emphasized, by the War. Canada's participation 
in it brought rewards as well as sacrifices, and both 
were unequally distributed among the population. 
Inflation held down the real income of large sec
tions of the labouring and white-collar groups. 
Although agriculture had prospered where crops 
were good, there were large areas in the West 
where crops were poor, or had failed, in the later 
years of the War period. 

There was no general or steep reduction in the 
standard of living during the War and the position 
of some labour and agricultural groups improved. 
However, prosperity and good fortune are always, 
to a great extent, relative. Psychological factors 
played a large part in the revolt. There was general 
alarm and resentment, as well as actual lllffering, 
over the steep and continuous rise in prices. There 



110 

was widespread evidence of large profits having 
been reaped from War prosperity. Popular belief 
magnified both the size of these profits and the 
number of people who had shared in them. The 
profiteer was seized upon as the cause rather than 
the effect of rising prices, and fierce indignation 
was levelled at those who conspired to profit from 
human suffering and misery. The inequality of 
rewards and sacrifices was real and striking. 
Popular indignation at these inequities and mis
understanding of the causes behind them made the 
inequalities seem ever greater and more sinister 
than they really were. 

The Growth of Organized Labou.r 

Labour organization made great strides during 
the War. Trade union membership increased from 
166,000 in 1914 to 374,000 in 1919. Labour was 
the most directly affected by the rise in the cost 
of living. The Trades and Labour Congress, after 
protesting against conscription, finally acquiesced 
in its imposition. But during 1918 the impatience 
of the Western wing of the labour movement with 

' the conciliatory tactics of the Eastern section of 
the movement became very marked. . The Western 
labour leaders, in particular, were indignant over 
the banning of radical literature by the Dominion 
Government, and there was considerable resent- . 
ment over Canada's participation in the "capitalist 
intervention" in Russia. Having failed to win 
the Trades and Labour Congress from craft 
organization to industrial unions at the convention 
of .1918, the more radical of the Western leaders 
launched the One Big Union early in 1919 a.S an 
industrial union for direct action in the industrial 
field. 

Although the One Big Union had contemplated 
a general strike, to begin June 1st, it was not 
officially connected as an organizatio1.1 with the 
sympathetic general strike which broke out in 
Winnipeg in May. This struggle raised passions 
everywhere and stirred the sympathies of labour 
organizations in other parts of the country. It 
was followed by a number of strikes elsewhere and 
seemed to threaten a general crisis in Canadian 
industry. Then the Federal Government inter
vened, arresting a number of the leaders. It sought 
to crush this kind of protest through amendments 
to the Immigration Act and the Criminal Code. 
Its action enabled the strike leaders to say that 
they had been defeated by the Government, and 
lent impressive weight to the argument that 
independent political action was necessary to 
protect the interests of labour. The incident gave 
impetus to the farmer-labour movement. 

The Rise in the Political Power of Organized 
Agriculture-the election of fatmers' govern
ments in Ontario and Alberta and the rise of 
the Progressive Party. 

Jfarmers' organizations also grew rapidly during 
the War. The United Farmers of Ontario, first 
organized in 1914, had secured a membership of 
48,000 by 1919: Farmers' organizations on the 
Prairies had enrolled 75,000 members by that year. 
Their co-operative commercial enterprises had met 
with success, and the Canadian Council of Agri
culture opened permanent offices in Winnipeg in 
1916 from which it began to press vigorously the 
point of view of the farmers in national affairs. 
It constructed the so-called "Farmers' Platform" 
in 1916 and, in November, 1918, an amended form 
of it was published under the significant title of 
"The New National Policy". The political revolt 
was a direct challenge to the older national policies. 

The manner in which the Federal Government 
dealt with the deputation of farmers who protested 
against the cancellation of exemptions from 
military service helped to precipitate the United 
Farmers of Ontario into politics. In June, 1918, 
a convention was held in Toronto for the purpose 
of ventilating grievances. Speakers demanded 
independent political action, and a proposal for an 
official journal for the movement later resulted in 
the purchase of the Weekly Sun. In October, 1918, 
a farmers' candidate won a provincial by-election 
in Manitoulin Island. A spontaneous movement 
for political action began among the local farmers' 
clubs. The leaders of the United Farmers of 
Ontario gave the movement direction and in the 
autumn of 1919, a farmers' government gained 
power in Ontario. 

Farmers' candidates began to score successes in 
federal by-elections and, in January, 1920, the 
National Progressive Party was ~ormed for con
certed action in the federal field. Fourteen farmer 
candidates were elected in the Manitoba elections 
of that year. In 1921, the United Farmers of 
Alberta won an overwhelming victory in the 
provicial elections. In December of that year, the 
Union Government was defeated disastrously and 
sixty-five Progressives were returned to the House 
of Commons. 

The Progressive movement, led by the farmers' 
organizations and strengthened by support from 
labour, was in the scale it assumed an entirely 
new pheMmenon in Canadian politics although in 
pre-War years there had been periodic manifesta
tions of desire for independent action. It was 
remarkably !ll!Ccessful in the three years imme
diately following the War. Previously, movements 



of protest from agricultural groups had generally 
tried to secure expression by supporting and 
exerting infiuenee upon the Liberal Party. At this 
time, however, the Liberal Party was completely 
disorganized in the Federal field and coll!liderably 
weakened in several provinces by the support given 
by some provincial leaders to the Union Govern
ment. But in a great measure, the prevailing 
discontent could not have found expression through 
the Liberal Party because it was directed against 
the political system of which the Liberal Party was 
an intimate part. It was a direct reflection of the 
corrosive social effects of the War. 

Summary, 1914-Bl 
The permanent effects of the War upon Canada 

have not yet been fully realized but some of them, 
at any rate, have become obvious. It stimulated the 
economy in various ways. Economic and financial 
inter-relationships with the United States were 
multiplied. The necessity of financing the War 
effort at home brought a quick development of 
financial machinery, giving the system a maturity 
it had hitherto lacked. The insatiable demand for 
supplies advanced the economy rapidly along the 
main lines projected by the wheat boom. With the 
rise of new exporting regions and industries and 
the expansion of wheat growing on the Prairies, 
the dependence on export markets was greatly 
deepened. Domestic industry committed itself still 
further tO supplying the needs of the exporting 
groups. At the same time, the long-range effect 
of the War was to hamper international trade 
and to make the grip on foreign markets more 
precarious. The Canadian economy ibecame still 
more vulnerable to external infiuences. 

While the struggle lasted, the Federal Govern
ment monopolized public attention. The national 
effort led to a concentration on national issues and 
finally to bitter division on the national interest. 
The cleavages on this question followed cultural, 
class and occupational lines rather than the familiar 
party division or the alignment of some provinces 
against the Dominion. The immense authority, 
born of a common aim, which the Dominion 
Government exercised during the struggle disin
tegrated with the return of peace. It became very 
difficult to combine the group interests, which more 
a.nd more found expression in Federal politics, for 
the support of a vigorous policy by the Dominion. 
Thus, in the event, the partial eclipse of the prov
inces was short-lived. In the twenties, the prov
inces were to take a more important place than ever 
before while the Dominion followed a mainly 
negative policy. 
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At the beginning of the period, most of the 
varied and exciting opportunities which came with 
western expansion suddenly vanished with the 
collapse of the boom. Economic diversification 
continued and people were obliged to apply them
selves to highly specialized occupations. As they 
became lese adaptable and less able to make sudden 
shifts in occupation, the economy lost much of the 
flexibility and capacity for automatic adjustment 
to changed conditions which had marked it in the 
days of the open frontier. Many of the material 
conditions. which had already led the advanced 
industrial countries of Europe to make public 
provision for social security· were emerging in 
Canada. The War accelerated this significant 
change in the economy and contributed to the 
decline of laissez-faire as a social philosophy. It 
exacted innumerable individual sacrifices for the 
community and thus suggested reciprocal obliga
tions of the community toward individuals. The 
common folk who bore the brunt of the struggle 
were encouraged to expect that victory would usher 
in a new era. The new era did not come, but 
instead the inequality of individual rewards and 
aacrifices which marked the prosecution of the War 
sharpened social distinctions. This combination of 
circumstances stimulated a growing concern for the 
social welfare of those who must fight the country's 
battles. Recalling the War-time activity of govern· 
ments, many were led to hope that governments 
could organize for social welfare as they had 
organized for War. The War hastened consider
ably the acceptance of the philosophy of the social 
service state in Canada. 

The whole burden of the War expenditures fell 
on the Dominion at a time when it also had to pay 
the full consequences of the rash railway policies 
launched during the wheat boom. In seven years, 
the public debt of the Dominion increased seven
fold. The Dominion was reluctant to undertake 
new responsibilities, and this paralyzing debt 
became the financial counterpart of the political 
weakness which fell upon the Dominion. On the 
other hand, the War had been a damper on 
expenditures by provi:D.cial governments. After 
its conclusion, the provinces began without hesita
tion to make large expenditures to meet accumu
lated demands. They at once increased their 
expenditures on social wt!lf&re and, although they 
secured some federal financial assistance through 
conditional grants, the events of the first two or 
three years after the War indicated that it would 
be the provinces, and not the Dominion, which 
would meet the growing demand for social services. 
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THE POST WAR PROSPERITY 1921-30 

Impact of Economic and Social Change& on Federal the opening of the West finally and fully aceom-
Relation&-d~U;line in unifying injluencea of plished, it seemed that many of the national 
national policiea and growing diversity of economic policies had been carried to completion. 
regional intere&t.t No obvious and pressing challenge to action pre-

In the twenties, the world made a substant;ft1 sented itself in the federal sphere in this period . 
...., To many it seemed that the time had come when 

though temporary and superficial, recovery from the Federal Government might rest from its arduous 
the disruption caused by the War. In Canada, the labours and muse over how it had justified the faith 
era of reconstruction led to new and impressive of the Fathers. For other reasons, the Dominion 
expansion. The economic integration based on was much disposed to rest. The War had strained 
wheat reached a new peak of productivity which the federal political system and set various groups 
tended to obscure, for ·the time being, the more sig- at odds over the national policies. The na.tional 
nifieant features of the expansion. The age of steel debt had been increased several-fold. In seeking 
and steam within which Canadian economic devel- to reduce its old obligations and to avoid new ones, 
opment had hitherto taken place had to make way the Dominion yielded the initiative to the provinces. 
for the age of alloys, hydro-electric power and the By contrast, the provinces, which had suffered 
internal combustion engine. The new techniques, enforced restrictions on their activities during the 
the development of which had been forced by the War, were not unwilling to undertake leadership on 
War, opened up vast new Canadian resources for their own account. The natural resources which the 
development and heavy investments were made for new techniques opened up for exploitation were 
their effective exploitation. The impact of these under their control and this gave ·the provincial 
developments brought rapid changes in the pattern governments an enhanced importance in the eyes of 
of the Canadian economy. The national integration private enterprise. 
(achieved through wheat), which tied the country 
together by East-West bonds of trade and oppor- Several factors combined to give a new political 
tunity was weakened as Central Canada and British importance .to the provinces. Highway construe-
Columbia felt the direct and competing ·tug of tion and developmental projects on the provincial 
export demand on their regional resources. New frontiers began to take the place which railway 
economic frontiers, the exploitation of which was of construction and nation-al projects of development 
primary interest to Ontario and Quebec, developed had occupied in the past. In the jobs and con·traets 
on the Pre-Cambrian Shield,-where water power, which were thus at the disposal of the provincial 
base metals and pulp and paper came into their governments, there were substantial increments of 
own,-and began to usurp the place of the old political power. Moreover, in the twenties, the 
national frontier in the West. In the successful social and political implications of the change from 
development of these new frontiers, the importance a simple rural and village economy •to a highly 
of a national economic integration for some regions specialized, predominantly industrial economy could 
declined and the material basis which had bolstered no longer be ignored. The mischances which befall 
political unity in the past was measurably weak- individuals in such a society could no longer be 
ened. cushioned by the family and voluntary charity. 

In the past, the Dominion had been able to prose- The constitution threw the responsibility for public 
cute with vigour certain national policies which welfare on the provinces (and municipalities) and 
promoted national integration because of the within the limits of their resources they tried to 
common interest of all regions in the result. As meet it. These activities brought the provincial 
these national policies lost some of their unify- governments into a closer relationship with the 
ing power, the common agreement necessary for people. In their intimate contact with the mo.ve-
resolute political action by the Dominion became menta and tendencies of the time, the provincial 
more difficult to secure. Still more important, with governments added greatly to their economic and 
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eocial importance and thus to their political power 
and prestige. Those which could carry their obliga.
tiona m-anifested a new independence of the Federal 
Government and those which could not became 
more importunate as they focused on the Federal 
Government regional protest against the operation 
of the national policies. In the endeavour to meet 
their growing obligations or to take full advantage 
of rising economic opportunities, provincial demands 
of various kinds were made on the Dominion, and 
the Federal Government, unable to deflect these 
demands by a vigorous policy of its own, made 
important concessions to the provinces. The rise of 
regionalism gave an altered direction to Dominion
provincial relations. 

Regionalism reflected differences in interests and 
opportunities which had become quite pronounced 
in different parts of Canada. The various regions 
had always differed in resources and geographical 
advantages. These promoted economic specializa,.. 
tion and made for disparities in the fortunes of 
separate areas. The national policies, which had 
both hastened and deepened specialization, plnyed 
continuously on the regional disparities, sometimes 
counteracting, but often exaggerating, them. With 
so large a dependence on exports, fluctuations and 
shifts in international trade capriciously moulded 
regional fortunes. A long lag in recovery from the 
post-War slump revealed serious weakness in the 
Maritimes which was met, in some measure, by an 
increase in federal subsidies. The decline in export 
values in the early twenties, and again at the end 
of the period, made clear the overwhelming depend
ence of the whole structure of Prairie government 
finance on wheat. On the other hand, Central 
Canada forged ahead rapidly without interruption 
throughout the period. At the same time, the in
creasing need and demand for certain mininmm 
public services bore little relation to the capacity 
of the governments in a region to supply them. 
The great disparities in the strength of the regional 
economies were temporarily obscured by the surge 
of prosperity which carried provincial and muni
cipal expenditures and obligations to new heights 
in the later twenties. At the same time, the very 
factors which brought prosperity made the economy 
more vulnerable than ever before to economic tl.uo
tuations. With the coming of depression at the end 
of the period, these new conditions were fully ex
polled to view and IIODle of their implications became 
ineecape.ble. Federal action beee.me neoessary to 
mainte.in a tolerable equilibrium between the re
gions in the federation. -
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1. PllosPERrrr ANl) '1'HJI Clu.NaxNG STBuC'l"tTRR: oF 
'1'HJI EooNOM.T 

World lnfl:r.um.ce&-6hort po11t-War depre.nion; re
comtn.u;tion and revival of international trade 
and invutment bring renewed ezpllnsion to 
C11mula. 

At the end of the Great War Canada found 
herself in an economic world which was utterly 
disrupted. International trade was hampered by a 
maze of national restrictions and contro~ The 
international exchanges were in a state of desperate 
confusion and instability. Important industries, 
particularly shipping, coal mining, iron and steel, 
and heavy engineering had expanded beyond,peace
time requirements. Large masses of Europe's 
population suffered from gr-ave shortages of food
stuffs and raw materials. The ·staggering load of 
internal and external debts, and the heavy expendi
tures on social services and rehabilitation, forced 
a continuance of unbalanced budgets which, in 
many cases, resulted in uncontrolled inflation. The 
intricate mechanism of money and exchange which 
was the basis of the world's economic life seemed 
broken almost beyond repair. The passions of the 
conflict, deep underlying grievances, and revolu
tionary tendencies enhanced the difficUlties of 
reconstruction. 

In 1920 these far-reaching dislocations brought 
about a collapse of the short post-War boom. The 
liquidation of the world-wide infiation of credit 
had an immediate effect upon Canada through the 
steep decline in export prices and demand. 

TA11L1!1 25.-lNDICI!S or PmCI!S AND E:uoras(•l 

W~l& -... Vol-- ~ Farm Wheat laot~ ... CoR Value ome 
sale Pro- Priceo ~. of of Ex- oiEso 

l'ri.- duclil Livia1 poJ10 poJ10 
l'ri.-

1020 ........ 100 liiO 100 100 100 tOO 100 11111 

1121 ........ n " M Ill " 88 M rtl 

18211 ........ Ill ., 55 411 1M 81 71 111 

18211 ........ Ill .. 11 Ill Ill 81 •I .. 
The movement of prices had dra.stie effects upon 

the Canadian economy, not 1!0 much because of the 
extent of the fall (although it was one of the most 
severe ever experienced following an almost equally 
abrupt rise) but because of the great disparitiee 
which developed. Selling prices (wholesale prices) 
fell more rapidly than costa (cost of living, wages, 
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freight rates, interest rates, etc.). Agricultural 
prices, particularly that of wheat, fell far out of line 
with the prices of manufactured goods and the cost 
of living. During the rapid expansion of the War 
years, Prairie farmers had incurred heavy debts, 
purchased much machinery, equipment and land at 
the high War prices.l When the value of wheat 
fell by more than 50 per cent, it became virtually 
impossible to carry these overhead costs and com
mitments. The situation was further aggravated 
by the United States tariff increases of 1921 and 
1922 which sharply restricted the substantial ex
ports of livestock .and livestock products to the 
United States. 

The decline in the purchasing power of Western 
agriculture, combined with rigid costs, brought a 
sharp curtailment of demand for manufactures from 
Central Canada. Considerable unemployment 
emerged in industrial centres. In Nova Scotia, 
where the high level of activity was heavily de
pendent upon War requirements, the contraction 
was particularly severe. At the bottom of the 
slump the national real income had fallen 14 per 
cent. During 1921-23 the far-reaching effects of 
unfavourable foreign influences on the Canadian 
economy were fully revealed.2 

The post-War depression, however, was short
lived. By 1923, notwithstanding the many serious 
dislocations inherited from the War which had not 
been overcome, world economic activity had re
sumed its upward course. Between 1920 and 1926 
there was a general and concerted effort to restore 
the conditions of international exchange as they 
had existed prior to 1914. Currencies were stabi
lized on gold, many of the more onerous restr.ic
tions on international trade were removed, and m
ternational lending was resumed. The reconstruc
tion of devastated areas was quickly accomplished 
and financially weak countries were bolstered up 
with international loans. These efforts achieved only 
a superficial restoration of pre-War trade conditions 
without bringing a solution to fundamental prob
lems, but they permitted the forces of economic 

--;;;r enmt>l•. the .. ~tlement of n?tmed t10ldiere on the 
land wu undertaken at a t1me of peak pneea. 

I The extent of the depreosio'! in Cana~a ie indio~ ted by the 
14 per cent drop \1920 to 1921) 111 the national real 1ncome. the 
11 per cent drop n the pbyaical volume of haaineaa. the ~3 per 
cent dro in the volume of exports, the 30 per cent drop tn the 
gt"O&'!I vafue of agric:u)tural production and the increue. from 4·8 

r eent &o 12•7 per eent in the percentage of trade u~1on unem
'io:rment. The foreign e><change value of ~be Ca~adtan dollar 
Surinl{ 1921·24 when it moved at an appree1able d1aeount below 
United Statee Iunde and at a pr~minm ove! aterlinr-added to 
the burden of debt charges t>aid tn the pmted. Statea and pat 
iu......ed p"""""re on exportero to the Un1ted Kingdom, although 
giving some advantage to d_omestie producen. and uporien eom
petins with United Statee JDtereotL 

expansion to become effective. The requirements 
of war had greatly increased productive capacities, 
particularly in new countries, and stimulated the de-

. velopment of industrial techniques. With tile re
establishment of orderly international relations, 
the new facilities brought an increase in material 
welfare. By 1925, world production of primary 
commodities had risen 17 per cent over the 1913 
level and the volume of world trade had risen 5 
per cerit. Canada was quickly affected by the rising 
tempo of world economic activity. 

TABLIII 26.-PmCE CHANGES 
1013 - 100 

Percent 
Change 

1922 1926 1926 
from 
1922 

Canadian SeUift{) Price.- % 
All Export Prices ••.••••••••..••.. 152 156 + 3 
Wheat ........................... HO 170 +21 

·r::t!~':!·d·+i~~~::::::::::::: 190 176 - 8 
160 148 - 7 

Non-lerroue metale ...•.....•..... 1111 102 + 3 

Ca..dion Co1to-
137 .A:II Import Prices ... , ............ 138 

Manufactured Goods Prices ....•. 155 154 
Iron and Steel Produeto .......... 152 145 - 4 

¥:.::=-:~~~i~N~~:;,;,·w:::::: 152 148 - 3 
130 117 -10 

Interest Ratoe Cbl ••••••••••••••••. 125 Ill -II 

W Economist I.adex. 
O>l Yield of Province ol Ontario Bonda. 

Percent 

1929 
Chang~ 

1929 
from 
1926 

% 
149 - 4 
152 10 
149 -15 
154 + 4-
101 - I 

129 - & I« - 1 
136 - 6 
146 - I 
97 -18 

113 + 2 

After 1923 the prices of the leading Canadian 
exports became increasingly favourable in rela
tion to costs.a These circumstances, together with 
improved wheat yields, brought a rise oi 43 per 
cent in the value of Canadian exports between 1922' 
and 1926. 

The rising export values which provided the 
basis for the growing prosperity in Canada in ~he 
twenties were due to a number of far-reachmg 
changes which were affecting the Canadian econ· 
omy during this period. The shortage of food
stuffs in Europe, the application of new techniques 
to virgin resources for whose products there was a 
rising world demand, the low cost of ocean .tran.s
portation resulting from the excess capaCity m 
shipping, and the opening of. th~ Panama Canal, 
launched a new era of expanswn m Canada. 

• By 1926 the average of the priCe8 of all export• of wheat, 
new tint, and lumber were 56. 70, 76 ~nd ~8 per cent respec
tiveii, above those of 1913,. compa_red Wlth ,lnerea,aea ..Of i 37, ~ 
45 and 48 per cent reopect1vely, I!' the P':JCef o mpo 
manuf&dW"ea. iron ud oteel and rallWOI" freight rata. 



Continued Rise in Wheat Exporu-increa.sing 4 
pendence of Prairie agriculture em temporary 
m4rkets 

Canadian wheat production had expanded rapidly 
in response to the new European demands created 
by the War. These demands were not imme
diately abated with the renewal of peace. The 
devastation and dislocations caused by the struggle, 
agrarian reforms and the Russian revolution pre
vented the immediate attainment of the pre-War 
levels of production. The overseas exporting 
countries, particularly Caruuia, were called upon 
to supply the deficiency. 

TABLE 27...-WoBIJ) (ExcLlmnro Cunu) WHEAT 
PRODUCTION 

(Millitnu of Buo/ltloJ 

26 Argentina 
Am>ual European Ruaaia. Canada Uui!A!d and All Tot&! 

Ave.._ Countries St.at.oa Auotralia Othe1 

luot-11 ... 1,35$ 757 112 682 238 1165 8,8011 

1922-26 ... 1,197 521 1183 779 135 6H 3.829 
1926-1111 ... l,HO 797 "" 861 397 MO UM 

For a few years after the War, European tariff 
restrictions against the imports of wheat were con
siderably lower than they were prior to 1914. This 
liberal policy arising out of the condition of scar
city, and the foreign exchange made available 
by United States llmding, created an expanding 
market for wheat, of which Canada obtained a 
growing share, at profitable prices. During 1922-26 
Canada supplied 38 per cent of the world's wheat 
exports, compared with 12 per cent during 1909-14. 

T4BJJII 28.-NET ExroaTs AND IJOOBTS OJ' W~~EAT 
AND Fun.ra 

(M illitnu of Buolltlo) 

Nli'I'E:OOM' Nll'l' 1111'0,.,. ·-Crop Yean Sir Franco, Other 
World ~~ RWIIIia jcOAada lt.alyud Europeoa 
Tote.l Gennaoy lmp<>Her& 

IJOII..l0t.ol913 " ........... 886 u• IM 86 IM 181 

um-:a t.o In&-
10 ........... 'hit .. • - 188 1M 

1*'t7t.ol$ 
ao ........... 810 " ., IOl D Ul 

Arter 1925 however, the favourable circum
llt&nces in the export wheat market began to d..is
appear; 1925 was the first year in which European 
production exceeded the pre-War levels. It was 
the year in whieh Germany regained her freedom 
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to impose customs duties and thereupon re-enacted 
high tariffs on foodstuffs. In 1925 Italy began the 
"battle of the grain" and Austria and Czechoslo
vakia imposed sliding scale duties on imported 
wheat. Between 1925 and 1929 the increasing 
European protection against foodstuffs arising ou' 
of the desire for self-sufficiency and the growing 
industrialism of new countries, together with the 
continued expansion of European production which 
was, at least in part, a "spontaneous recovery" from 
the effects of the War, greatly weakened the inter
national wheat situation. For eome time, how
ever, the effects of these basic changes were ob
scured. The failure of Russia to re-enter the ex
port market on any substantial scale, large United 
States loans to Europe, speculative holding of sur
plus stocks, and the high rate of business activity 
enabled overseas exporters to ship an increasing 
volume of wheat until the end of the boom in 
1929. Wheat prices remained at profitable levels 
although they had been sagging since 1925. With 
the satisfactory prices and high yields of 1926-28 
Prairie agriculture was prosperous and resumed 
a rapid rate of expansion. Thus there were serious 
underlying weaknesses a.t a time when Canada 
became even more deeply committed to the profit
able sale of wheat which continued to make up 
nearly a third of her total exports. 

TM Investment Boom- large inve.ttment in tram
portation facilitiu a.rnl development of north,. 
em resources; effects of hydro-electric power, 
improved mining techniques and tM gasoline 
engine 

While the expanding market for wheat was a 
major factor in the economic growth of Canada 
during the twenties, other forces were perhaps 
more important. Prior to 1914 the basic elements 
of industrialism were steam power, coal and iron. 
The War and post-War development of hydro
electric power, the gasoline engine, and the use 
of new industrial metals shifted the balance of 
industrial advantage. These technological changes 
were of imme1111e significance to Canada, first, be
cause they brought into economical exploitation 
large virgin resources, and second, because they 
decreased the handicaps suffered under the old 
techniques. The re!Ources of British Columbia 
and of the northern areas of Ontario and Quebec 
became the basis of large Bt&ple industries. In 
addition to the agricultural frontier on the prairies, 
Canada acquired new frontien on the Pre-Cam-
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brian Shield. 4 The exports of pulp and paper and 
non-ferrous metals rose to 30 per cent of total 
exports in 1929 compared with 19 per cent in 1920. 

The expansionary effect of these rapidly growing 
industries, however, was due not so much to the 
new export incomes which they created, as to the 
heavy capital expenditures which accompanied 
their development. 

TABLI!l 29.-CAPrrAL INVU!TMENT 

(MiUi<ml! of Dollar~) 

Net New 
Total to Total to Investment 

1920 1930 during 
1929-30 

Prim<l"ff Ind""lr1!-
.Agriculture-buildings, implements 

2,88400 2,817 67 Mrni~~i~,e_~~·.·::::::::: ::::::::::: -
560"" 887 + 327 

Pulp and Paper ....................... 34l! 7()1. + 356 
Sawmills ............................ 200 181 - 19 
l'"illbingW ........................... 50 64 + 14 ------

Sub-Total ............. , ..... 4,042 4,1l.'l3 + 611 

Manufacturing ......................... 2,188 2,868 +680 

Central Electric Stations ....•••..•..•. 448 1,138 +690 

Tramportatibn and C()mmunicatwn-
Steam Railways (cl) .................. 2,650'~ 3,330 + 680 
Canal.a and River Improvements co. , 168(b) 230 + 112 
Harbours, Harbour lmJ)t'ovements, 

Docks and Termina..ls-Dominion 
Expenditure and GuaranWcs W •••• 107 231 +124 

Eleetrio RailwaYs ......... , ......... 170 224 + 54 

~~~:~~;:.:,:~~h.'OOS <O:::::::::::: 145 310 + 174 
!IS {b) 387 + 269 

u~:::r.:anti'!s8l,~~~~ ............ 24Q<lol 350 + 110 

Sub-TOtal ................... 3,598 5,121 +1,523 

Publio Buildillg!l and Muniolpal 
Works (I), ••••••••••••••••••••••••• 522Cbl 801 + 279 

GRAND TOTAL .................... 10,798 14,1181 +3,783 

Residential Building W ...... •.•••••• , . +1.062 

W Excludes ore reserve" Of other unmined material. Inoludee DODoo 
ferrous metal smeltiq and relining. 

(b) 1921. 
<.> Include• fish canning and eurint( establishments. 
WI Capital invested in Road and Equipment. 
(f) Estimated. 
co Publio Accounts Inquiry, Royal Commission on Domlnio ... Pro

vincial Relations. 
W Conotruotion Contracts awarded, MacLean Buildiag Reports, Ltd. 

In Canada, as elsewhere, the _rising economic 
activity of the twenties was dependent upon a high 
rate of investment. The expansion of Western agri
culture and the growth of the new staple industries 
on the new northern frontiers required a. heavy 
expenditure on fixed equipment. The northward 
extension of wheat growing on the prairies required 

a substantial increase in costly transportation facili
ties. New branch lines were built, main lines 
improved and canals and harbours enlarged in 
accordance with the national policy of all-Canadian 
transportation. In response to the new demands, 
the requirements of national policies and the 
optimistic outlook on the future, the railways 
engaged in unwise competition and invested during 
1920-29 nearly $700 million in road and equipment 
and a further $150 million in hotels, telegraphs, 
and steamships. During the same period the 
Dominion spent $236 million on waterways and 
harbours. 

The improved technical facilities and new 
demands, which opened up the natural wealth of 
thE} Pre-Cambrian Shield, involved a particularly 
heavy investment of capital. The large fixed equip
ment represented by central electric stations, pulp 
and paper factories, smelters and metal refineries 
was the major factor in the exploitation of these 
resources. The expenditure of nearly $1,400 mil
lion on the construction of such equipment during 
the decade of the twenties contributed greatly to 
the prosperity of the period. 

Another technical innovation which called forth 
large capital outlays in the post-War years was the 
automobile. It gave rise to new automobile fac
tories, petroleum refineries, service stations, repair 
shops and, what was most important, a greatly 
extended and improved system of highways and 
streets. The last two items alone involved an 
investment of some $380 million during this period. 

The heavy capital expenditures involved in the 
development of the primary industries and trans
portation stimulated investment in manufacturing, 
in distribution facilities, in community equipment 
and housing. During 1920-30 the amount invested 
in all forms of capital goods reached a. total of at 
least $6 billion. Near the end of the period, the 
amount of construction far exceeded the levels 
attained a.t the height of the pre-War boom. The 
amount of foreign capital which came in during the 
twenties was, however, much smaller than that 
which was associated with the expansion prior to 
1914. Between 1920 and 1924 capital imports were 
substantial but in 1925, 1927, and 1928 there were 
net capital exports. During the decade net long
term capital imports were between $800 million and 
$900 million, of which about two-thirds came from 
the United States. The investment boom of the 
twenties was very largely financed out of Canadian 
savings. 



The increase in export incomes resulting from _the 
expansion of Western agriculture and the explo~ta
tion of hitherto unused resources by the application 
of improved techniques, together with the heavy 
capital expenditures which arose out of th~ devel
opments, brought rising prosperi~y and a very sub
stantial improvement in matenal welfare. The 
average per capita real income rose by fully one
third during the decade. 

TABLE 30.-INDlCI!B or CANADIAN EcoNOMIC Pll<lGliD!S, 
1920-29 
11120- 100 

Phyoieal Efficiency 
Indo• Real Volume ol Pro-- Popu- Na.tional Volume of duction in of Real of lation lncome Bu1inoae Eq>ortA M""u- W&&CI 

w a.l w Col) 
(aet~.ing 

(0 --------------------
1820 ..... 100 100 100 100 100 100 

11121 ..... 104 100 106 118 130 115 

1826 ..... 110 126 133 161 142 116 

1028-29 
averoae 116 148 162 172 146 120 

W Eatimatea ol tho population by the Domi~ion Bureau ol Statt~ll!'"· 
O.> Computed from estimates or the nationa.l Income by ~ Do~mu:m 

Bureau or Statistice for 192()..26 ud from the Bank of Nova Sootm est1maWs 
for 192&-29. The in.des. of the real national income was compu~ .bY 
dividin.c the indieea of the national money income by the DomJbtOD 
Bureau of Statistics index of the cost of living. 

(•> Dominion Buroau of Statistict~ Indet. 
B "'' Indo• ol the value of e1porta divided by the Dominion Bureau of 

tat.t:1t~~l~:1:1 :l ~~~U:!:.:g production per employee. Caaatla Y fJGt 

Boo,;, ~~~,;i~i~n 'i!partmont of Labour inde1 of w-• divided by the 
Dominion Bu.reau of Statistics indn of cost of living. 

Maritime Province&-foreign. markets and techno
logical changes unfavourable; prolonged post
W,. depression and federal assistance. 

The external forces and the technological changes 
of the 1920's, while favourable -to Canada as a 
whole, were adverse to the Maritime Provinces. 
During the thirty years prior to ·the War, the 
decline of the old techniques destroyed the pros
perity based upon the sailing ship and the sea, 
while the rise of coal, iron and the railway brought 
a growing dependence upon the continental interior. 
The development of the coal and steel industries 
which resulted from the "wheat boom" and the 
national policies provided alternatives to the declin~ 
ing occupations. In this manner, parts of the 
Maritimes had participated in the great expansion 
of 1896-1913. The post-War expansion, however, 
which was not so much associated with railway 
building a.s with the rise of new sources of power 
(electricity and oil) and the newer industrial 
metals, passed them by. As in the former period, 
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the long-term trend in their foreign markets was 
downward. Under such circumstances, the depres
sion which set in during 1921 continued in these 
provinoos long after it bad been ?vercome and 
expansion renewed elsewhere. In th1B decade they 
made virtually no progress. 

TABLE 31.-Tm: EooNOMIC PBOOBEil8 01' THB MABlTDm!l, 
1920-29 

Indieea 1920=100 

PopWr,li ... Copitalltt-ledc.l ~:tu:d -'"'r:ec:J:S'P .. -

T l~ 
Manllmeo c ... d 

T 
-

I I 

ltlllO ... IIJO 100 100 100 100 100 

1916 . 101 110 .. Ill " " 1111 CD 

191\l. lot 111 109 188 " 107 Ill ''"' 
and ~c!:~)~~=.i::.:.r=:-:: =r:::-i!fl:!:f·:!-: 
pal public worka. 

c.> Not value ol "oooclo" ...,.luctiOD. 
(.,) Cal.W.Ied !rom the .. timat.R ol aati-.1 iltmmo _..t by tlte lloooorob 

StaO ol tb& Commiooi<m. 

Between 1920 and 1929 the populations of Nova 
Scotia and Prince Edward Island remained prao
tically stationary while that of New Brunswick 
rose but slightly, compared with an increase of 18 
per cent in the two Central Provinces. During 
the decade, there was a considerable emigration 
to the United States. In none of the years of 
the period 1921-29 did the net value of (goo?s) 
production in the Maritimes approach the h1gh 
figure of 1920, whereas, in each of the other prov
inces of the Dominion, it had been surpassed by 
1928. 

The War bad been a powerful stimulus to the 
Maritime economy. The cessation of the exports 
of dried fish from Europe, the heavy demand for 
West Indian sugar, and the growth of the fresh 
fish trade to Central Canada greatly extended the 
markets of the fishing industry. The demand of 
the munitions. industries for iron and steel, the 
shipbuilding orders of the Canadian and Allied 
Governments, the high prices for lumber and the 
decline of the competition of other regions with 
local agriculture, brought prosperity to the other 
principal industries. The Halifax disaster brought 
about a temporary building boom. At the begin. 
ning of the post-War depression, all these fav
ourable influences disappeared suddenly and simul
taneously. 

During the War Brazil, Porto Rico, Cuba., and 
the British West Indies drew virtually the whole 
of their supplies of dried fish from Nova Scotia 
and Newfoundland. The high meat prices and the 
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Government transportation subventions brought 
a large increase in the sales of fresh fish to Quebec 
and Ontario. The removal (as a War measure, 
m 1918) of the shipping restrictions which had 
partially nullified, for the Maritimes, the Under· 
wood Tariff of 1913 permitting free entry of fresh 
and frozen fiSh into the United States, gave the 
fishing industry profitable access to the markets 
of that country. These advantageous circum· 
stances, however, quickly disappeared. After 1920 
production of dried cod from competing sources 
increased rapidly. European importing countries 
became self-sufficient -behind tariff walls. Gov
ernment subsidies and technological improvements 
enabled Norway and Iceland to increase production 
greatly and to capture important markets. The 
steep decline in sugar prices sharply curtailed the 
purchasing power of the principal consumers in 
the West Indies. Finally, dried cod was being 
gradually replaced as an article of diet by other 
foodstuffs. The fresh fish trade grew but slowly. 
In 1919 the subventions for the transportation of 
fresh fish to Central Canada were stopped. In 
1921 the United States Government withdrew the 
War-time privileges accorded to Canadian fishing 
vessels and reimposed tariffs (which were increased 
in 1922) on fresh and frozen fish. Confronted 
with such an array of obstacles, Nova Scotia's 
highly important fishing industry declined. 

TABLB 32 . ....:.1NDICES or PRICES AND THE VALUE OJ' FisH 
PRoDUCTION IN THI!l MABITIMES 

1113 ................. . 

1918-liOav.._ ...... . 

1921-25 • 

191Ml-2D • .. ..... 

Pri
ol Dry 
Shore 

Codfish 
at 

B..ulu 

100 

192 

118 

100 

All 
Wholesale 

Prieee 

100 

217 

169 

152 

Con 
of 

Livio,g 

100 

lll8 

155 

152 

Total 
Value ol 

Fish 
Production 
Maritime 
Provincea 

100 

162 

112 

130 

The resources hitherto employed in the fish-
eries sought opportunities elsewhere. Some own
ers of fishing vessels turned to rum-running for 
a new source of income. Despite the fact that 
alternative employments were few and the prob
lems of readjustment difficult, the number of per
sons employed in the fishing industry in Nova 
Scotia declined from 26,000 in 1919 to 20,000 in 
1929. 

Lumbering, the principal industry in New 
Brunswick and an important one in Nova Scotia, 
faced growing difficulties during the twenties. The 

depression iD British building , restricted the 
sales in the English market while the opening of 
the Panama Canal and low ocean freight rates 
intensified competition in the Eastern United 
States and Canada. During 1921-29 the produc
tion of lumber in New Brunswick never recovered 
the pre-War peak of 1911 and remained far below 
the levels of the War years. The average annual 
output in Nova Scotia in this decade was less than 
half of what it had been during 1908-14. The 
depressed conditions in lumbering encouraged the 
utilization of forest resources for the manufacture 
of pulp and paper. Between 1920 and 1929 the 
production of pulpwood in the two Provinces was 
doubled. The manufacture of paper, however, 
was slow in getting under way. It began in 1923 
in New Brunswick but not until 1930 in Nova 
Scotia. Despite this development the total net 
value of forestry production in the Maritimes for 
1929 was less than for 1922. 

The rise of the Nova Scotia iron and steel indus
try was directly linked with the railway expansion 
of the "wheat boom." In the post-War period 
the demand shifted from steel rails and other heavy 
forms to lighter materials and structural steels such 
as are used in motor-car manufacturing and build
iJ:l_g construction. The Nova Scotia industry was at 
a disadvantage compared with that in Central 
Canada which was closer to the market, had access 
to larger supplies of scrap metal, and whose com
petitive position was improved by the dispropor
tionate War-time increases in freight rates from the 
Maritimes. In Ontario the production of pig-iron 
in 1928 and 1929 far exceeded the levels reached 
during 1916-20, but in Nova Scotia output re
mained considerably below both the immediate pre
War and War-time peaks. In 1913 Nova Scotia 
produced 43 per cent of Canada's pig-iron; in 1929 
this ratio had fallen to 29 per cent. 

Coal mining suffered at once as a result of the 
difficulties of the iron and steel industry. II Further
more, the market in Central Canada, which took 
one-third of the output in 1913, was lost during 
the War. The recovery of this market was assisted 
by the 20 per cent reduction in Maritime freight 
rates in 1927 and the federal subventions for the 
transportation of coal to Ontario and Quebec which 
were established in 1928. With these rail freight 
reductions and the low water rates which prevailed 
during this period, the Central Canadian market 
was more than recovered by 1929. A further 
attempt was tnsde to help the industry by the 



offer of federal bonuses (started in 1927) to ga.s 
and coking plants using Canadian coal. These 
various methods of assistance were in part respon
sible for a considerable revival of production but 
in 1929 the total was still 12 per cent below the 
output of 1913. . 

The relative, and in some cases absolute, decline 
in Maritime manufacturing which began at the end 
of the last century continued during the twenties. 
The disadvantages of these Provinces arising out 
of their isolation from the large markets of Central 
Canada and the West, their distance from the in· 
dustrial centre of gravity of the continent situated 
in the Mid-Western United States, the unfavour· 
able circumstances affecting the local exporting in
dustries, and the adverse railway freight rate situa
tion (u compared with pre-War levels) prevented 
them from sharing in the expansion of manufac
turing which took place in Ontario and Quebec. 
They were unable •,o benefit from the new develop
ments which stimulated the remarkable growth in 
the lighter industries, in the production of packaged 
consumers' goods, new textiles and durable con
sumers' goods SUCh as motor cars, radif)S, elcctric!ll 
appliances and other household furnishings. How
ever, some progress wu made in the processing of 
local natural products and also of certain imported 
raw materials such as sugar and oiL A number of 
specialty manufacturers held their position, the 
most important being specialty textiles, shoes 
and candies. Nevertheless, manufacturing in the 
Maritimes declined during this period. In 1929 
employment in manufacturing was greater than 
in 1920 in every province except Nova Scotia 
and New Brunswick. For Canada as a whole, 
manufacturing employment during the decade rose 
14 per cent but fell 6 per cent in the Maritime 
Provinces. 

With the disappearance of War-time demands 
and prices, the competition of other regions with 
Maritime agriculture was intensified. Consequently, 
the acreage devoted to field crops decreased 
steadily (there wu a small rise in Prince Edward 
Island) during the twenties. However, there wu 
some progress in the production of dairy products 
for the sheltered local market and of agricultural 
export specialties,• although circumstances were 
not favourable. The Nova Scotia apple industry 
eneountered increasing difficulties with diseases and 
pests and was confronted in the depressed English 
market with stiffer competition from British Colum
bia and a better graded product from the United 
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States. During the War and the immediate post
War years, valuable markets for potatoes were 
built up in the United States and Cuba. The 
Underwood Tariff of 1913 had admitted potatoes 
free subject to a small countervailing duty. In 
1921 the United States potato tariffs were re
imposed and, in 1922, raised to 30 cents per bushel. 
The Cuban market became less attractive a.s the 
sugar prosperity disappeared, and in 1927 tariffs 
were sharply raised. However, the great progress 
in the development of seed potatoes in Prince 
Edward Island and New Brunswick kept them in 
the market despite tariffs and depressed conditions. 
In the face of the many unfavourable factors, Mari
time agriculture failed to prosper. The number of 
gainfully occupied engaged in the industry fell 
slightly during the decade. 

The difficulties of the widespread economic read
justment which the Maritime region had to undergo 
during the twenties were enhanced, particularly dur
ing the first half of the period, by the effects of the 
national policies. The isolation of these Provinces 
from the markets of the rest of Canada wu intensi
fied by the War and immediate post-War rise in 
freight rates. In the Maritimes these rates had 
risen approximately 20 per cent more than in 
Ontario and Quebec. The policy of protective 

. tariffs, although it wu not altered in any important 
respect, bore with increasing weight upon the 
depressed and marginal exporting industries. How
ever, during the latter part of the decade, the 
national policies were somewhat modified so as to 
apply more favourably to this region. In 1927, 
following upon the recommendation of the Duncan 
Commission, the railway rates within the territory 
east of Levis and Diamond Junction, and on traffic 
moving westward out of this territory were reduced 
20 per cent. Thus the pre-War relationship 
between Central Canadian and Maritime rates was 
restored. 

The changes in the tariff and trade regulations 
did not significantly alter the general level of pro
tection, but a number of new provisions were 
adopted which were calculated to increase traffic 
through Maritime ports. In 1923 a reduction of 
10 per cent on preferential rates in excess of 15 per 
cent was granted where imports were shipped direct 
to Canadian ports. In 1926 the application of all 
preferential rates wu made dependent upon direct 
shipment to Canadian ports. A new Canada-West 
Indies Trade Agreement providing for reciprocal 
preferences became effective in 1927. Although the 
effects of this Agreement upon exports were dis
appointing to the Maritimes, the establishment of a 
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regular and adequate steamship eeni.ce to the West 
Indies subsidized by the Dominion yielded distinct 
benefits, These modifications in the national trans
portation and tariff policies, ·the Dominion sub-
ventions to coal, large Dominion expenditures (by 
direct outlays and guarantees) for the improvement 
of the harbours of Halifax and Saint John, together 
with the sharp rise in economic activity in Canada 
and elsewhere, brought a substantial recovery to 
this region during the latter part of the decade. 
Between 1926 and 1929 the total income of these 
Provinces rose slightly more rapidly than that of 
the rest of ·the country. By 1929 some of the 
unfavourable circumstances had disappeared 'and 
the major readjustments required by the remainder 
had been accomplished. At the end of the period, 
the Maritimes had less of the feverish activity of a 
boom than other parts of Canada but they were 
better prepared to withstand the shoe~ of the 
depression. 

Prairie Province&-renewed expansion folwwing 
recovery of wheat prices; diversification in 
Manitoba and increasing dependence upon 
wheat in Saskatchewan and Alberta. 

The collapse of wheat prices after 1920 coupled 
with rigid costs placed a severe strain on Western 
agriculture. 

TABLB 33.-THlil PmCI!l OJ' WHF..AT AS PEB.Cill!TAGES OJ' 

Cm'!'AIN FARM CosTs, 1913-25 

M..,,.. 
factored 
Good• 

1913............................... 100 
11130............................... 118 
1921............................... IM 
1922........ .... • ... .. ... • .. .. . .. .. 90 
1923............ .... .... . ... . . . .. .. 77 1924............................... Ill! 
11125............................... 116 

Farm 
Cost of 
Livillg 

100 
135 
Ill 
93 
81 
97 

128 

w-
of Fann 

Help 

100 
104 
86 
78 
89 
80 
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The decline in agricultural income was intensified 
by poor yields, and by the fall in .cattle prices to 
which the United States' tariffs of 1921 and 1922 
contributed. The difficulties of the Western farmer 
found expression in the agitation for the re-estab-
lishment of the Wheat Board, in tlle growth of 
farmers' organizations, and finally in the establish
ment of tlle voluntary wheat pools during 1923 and 
1924. The Provincial Governments of Manitoba 
and Saskatchewan endeavoured to relieve the situ&
tion by malcing available agricultural credit at 
lower tllan open market rates, and Alberta by heavy 
expenditures for irrigation and advances for seed 
grain, purchase of live stock, etc. 

During tlle depressed farm conditi6ns of 1921-24 
economic expansion in tlle Prairie Provinces virtu
ally ceased. In tl1is period, however, certain impor
tant readjustments were made. A reduction of 7·5 
cents per bushel in the freight rates on wheat 
(Regina to Fort Williant) was effected in 1922 by 
tlle re-establishment of the Crow's Nest Pass Agree
ment rates on grain and flour moving eastward from 
tlle Prairies. A. large area of tlle wheat-growing 
region was enabled to benefit from tlle opening of 
tlle Panama Canal by the decreases of 20 per cent 
in 1922 and a further 10 per cent in 1923 on grain 
rates from Prairie points to tlle Pacific coast. 
Between 1920 and 1924 the total cost of shipping 
wheat from Regina to Liverpool fell from 67 cents 
per bushel to 33 cents per ~ushel. In tllis period 
also, the national policy of protective tariffs was 
somewhat modified in the direction of reducing the 
costs of the primary producer. The War-time 
increases in the tariff (7! per cent on the general 
and intermediate rates and 5 per cent on the prefer
ential rates) were abolished in 1919 and 1920. In 
1919, 1920 and 1924 substantial reductions ~ere 
made in the duties on farm machinery. In 1924 
the general and intermediate rates on tillage imple· 
ments stood at 7! per cent compared with 17i per 
cent and 20 per cent under the 1907 tariff. The 
reduction of costs and the sharp recovery of wheat 
and livestock prices in 1924 and 1925 opened a 
period of renewed expansion on the Prairies. 

TABLB 34.-THE PRICE OJ' WHEAT AS I'ERCENTAGJ;;S OJ' 

CE!rrAIN FARM CosTs, 1913-29 

Manu- Farm Wa.gee 
factured Coet of of Farm 

Goods Living Help 

1913 m 100 1913 - 100 1913 - 100 

1924 ............ 92 97 EO 
1925 ............ 116 126 103 
1926 ............ 110 117 92 
1927 ............ 113 116 89 
1928 ............ 104 107 81 
1929 ............ 106 109 81 

The relation of wheat prices to costs was favour· 
able and yields were abnormally high. The Prairies 
once more becante a magnet for immigrants. In 
tlle occupied areas, the improved acreage ":as 
rapidly increased and another wave of frontter 
settlement spread out over northern Alberta and 
Saskatchewan. The nortllward thrust of settle
ment was encouraged by the development of new 
early maturing wheats and the extensive provision 
of railway facilities. Between 1926 and 1931 tlle 



occupied acreage rose 24 per cent and the improved 
acreage 21 per cent. Agricultural prosperity and 
frontier expansion in Western Canada operating 
within the framework of the national policies once 
more set in motion the stimuli to the national 
economy made familiar by the "wheat boom". The 
construction of railroads, the building of towns and 
villages, the growth of cities and the provision of 
community facilities brought a high rate of economic 
activity to the region and gave a strong impetus to 
production in Eastern Canada and British Columbia. 
Between 1920 and 1930 railway mileage in the 
three Provinces increased by nearly 2,900 miles,'f 
compared with virtually no increase in the remainder 
of Canada.. By the end of 1939 practically every 
part of the area. of the Prairies on which agricul
ture is feasible had been brought within 10 miles 
of the railway. Also, in response to regional pres
sure, a new transportation outlet (the Hudson Bay 
Railway) for grain was constructed at a cost to the 
Dominion of $50 million. 

At the close of this decade the settlement of the 
Western plains was virtually completed, and the 
area was provided with the capital equipment and 
the community facilities adequate for a high stand
ard of living. The great national purposes, which 
led to the acquisition of the Northwest and to the 
attempt to build a transcontinental economy on 
the basis of the settlement and the economic growth 
of this empire, were now fulfilled. 

While the same broad forces played upon each 
of the provinces during the twenties, there were 
significant differences in the nature of their develop
ment. 

TABLE 35.--A~:~~~~~~..e:~ 

- Manitoba BaokatehewOD Alberta 

1920 1930 1920 1930 1920 1930 -
Populat.i011 ........... 100 118 100 l.lM 100 12& 
Are& of Ooeupie<l 

land .............. 100 IOl 100 126 100 10 
Are& al lmpro..e<l 

la.nd ............... 100 106 100 1M 100 lSI 

~t:f.i c:.Ot!'r. 
'il'he&\.. ........... " 36 68 63 " " ~To~~:..~= Q " Ill n :18 18 

.,_,_,_of Num 
ber ~ ill 
Aarltulture \o 
To\.o.l G&i•lully 
0~ .......... tO u u eo u 11 
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In Alberta and Saskatchewan, where Jand for 
frontier settlement was still available, expansion 
was much more rapid than in Manitoba. The 
economic growth in the latter Province was largely 
confined to the westward extension of the hydro
electric, pulp and paper and mining development 
of Ontario and Quebec. The application of new 
and improved techniques to the resources of the 
Pre-Cambrian Shield which crosses northern 
Manitoba-was a replica, on a much smaller scale, 
of what was taking place in Central Canada. Be
tween 1920 and 1930 the developed water power 
in Manitoba increased from 85,000 horse power to 
312,000 horse power. The manufacture of paper 
began in 1927. Gold output became significant 
in 1928. The production of zinc-copper-silver in 
the Flin Flon area did not get under way until 
1930, but the capital expenditures in connection 
therewith were made during the latter part of 
the twenties. 

These and other developments introduced an 
important element of diversity into Manitoba's 
economy. The net value of production of mining, 
forestry and electric· power rose from 5 per cent 
of the total in 1920 to 12 per cent in 1930. Con
siderable progress was also made in manufactur
ing and the contribution of this industry to the 
total net value of (goods) production increased 
substantially. The_Aependence upon agriculture 
declined and agriOO.lture itself became less depen
dent upon wheat. The percentage of the area of 
field crops in wheat was 45 per cent in 1920 but 
only 36 per cent in 1930. The farm income from 
feed grains, live stock and dairy prqducts now sur
passed that obtained from wheat. Manitoba had 
attained an important degree of maturity aBd had 
come" a long way from the pioneer stage with its 
overwhelming reliance upon a single staple. How
ever, the metropolitan area. of Winnipeg continued 
to be heavily dependent upon the wheat economy 
of Saskatchewan and Alberta. 

The economic growth of Saskatchewan and Al
berta during this decade was due almost entirely 
to the expansion in the production of wheat. There 
was some development of oil in Alberta but the 
coal mining industry l.a!tged. The importance of 
this one grain was partly the result of the rela
tively greater rise in the price of wheat than in the 
prices of live stock and dairy products, and partly, 
the result of the rapid mechanization of farros 
which displaced a large acreage of feed grains.t> 
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During 1926-28, 81 and 70 per eent respectively of 
the total cash receipts from the sale of farm products 
in Saskatchewan and Alberta came from wheat. 
eompared with but 43 per cent in Manitoba. In the 
same period, the two former Provinces derived 62 
and 50 per eent of their total incomes directly from 
agriculture while in Manitoba this percentage was 
only 25 per eent. The prosperity of Saskatchewan 
and Alberta was almost eompletely dependent upon 
the production of & single commodity of which the 
volume of production was determined by the 
extreme variations of a hazardous climate and which 
was sold on a precarious foreign market. 

Britilla Columbio-ropid economic erponaion; the 
atimulus from the opening of the Panama 
Canal; lO!D ocean freight rate.s and rising 
demand fur rum-feTTO'Ull metal4 

The rate of economic growth of British Columbia 
during this decade exceeded that of any other 
Canadian region or province. 

-

-··· -. .. 

-··· 

TABLE 36.-THE EcoNOMIC PBOGRI!'SS o:r 
BlllTlSll COLUM:BIA, 192()..29 

I,.,.,. 1920=100 

.......... C'lo!Ud~ NetVa!~wtol PvCooita 
Pnoluc<ioo(') lDco!ne(•) 

Bri-. Britiab lc......u c!f.:::u ea-u British lc......u Col.....,;. Colomb;, Cauda 

• • - - - - Ull 100 - -
111 Ill I:D Ill 1JI • 1M m 
ut 117 1611 IR ItO 107 100 tlO 

ood ~~~~~~.!:F.:"..:U"'!'::;= 
~s~ ...... _. .. ~ 
••>C~!mm .... _ol..u..ol--""byt.ho

-oi.O.c--
The development of the new sources of power 

(electricity and oil), the rise of the new industrial 
metals, and the growing demand for wood-pulp and 
paper suddenly brought a large heritage of natural 
resouroes within the range of economic exploita
tion. The opening of the Panania Canal and the 
abnormally low ocean freight. rates immensely im
proved British Columbia's general competitive 
position and in particular opened large interna
tional ~kets to her bulky exports. The improved 
teehniques and greatly cheapened transportation 
produced a rate of economic expansion in British 
ColumbiA during the twenties equalled by few other 
areas in the world. 

The problems of treating the complex non-ferrous 
metal ores of the Kootenay district were largely 
solved during the War, but production in any great 

volume was not attained until the post-War period. 
Between 1920 and 1929 the output of copper 
more than doubled, of silver increased by three 
times, of zinc by over four times, and of lead by 
nearly ten times. In 1930 British Columbia pro
duced nearly one-tenth of the total world production 
of lead and zinc. The production of pulp and paper 
which had beg_un before the War expanded consider
ably during the twenties in response to demand from 
the United States Pacific Coast and the Orient. 
Both mining and pulp and paper were closely 
related to the availability of hydro-electric power. 
In 1929 the developed water power per capita in 
British ColumbiA was higher than that in any other 
province. 

The opening of the Panama Canal was an event 
of first importance to the leading industry on the 
Pacific coast, lumbering. Prior to the War, the 
high cost of transportation practically excluded 
British ColumbiA lumber from foreign markets and 
less than one-fifth of the output was exported. The 
industry was almost entirely dependent upon sales 
in the Prairie Provinces. In 1920 (when the 
Panama Canal was not yet in full operation) the 
cost of shipment of Pacific coast lumber to New 
York was $27.30 per thousand feet. In 1929 this 
cost had fallen ·to $10.11.9 During this period, the 
output of British Columbia lumber was almost 
doubled. About one-half of this increased produc
tion was exported, over 60 per cent of the exports 
going to the United States where lumber had had 
free entry since 1913. The significance of the Panama 
Canal to British Columbia and also to the lumber 
industry in Eastern Canada is further illustrated 
by the fact that nearly one-fourth of all the sales 
of lumber in 1929 from the former Province con
sisted of water-borne shipments to the Atlantic 
Coast of North America.. 

One of the most iinportant results of the favour
able circumstances which promoted a rapid expan
sion · of the primary industries was the capital 
expenditures to which they.gave r~e. ~ueh of t~e 
exceptional prosperity durmg thts penod had 1ts 
basis in the large investment of capital. During the 
twenties the volume of new construction in British 
Columbia was nearly equal to that in the three 
Prairie Provinces combined. 

Prior to the War British Columbia was closely 
dependen-t upon the transcontinental Canadian 
economy and the national transportation and 

----;;;-. feat importauee of thi• deereue .In tranoport~ti"!l 
ehargee an ite re1'olutionary t;ife(!tl ~pou _the JDdustry ar-.e tndt .. 
eated by the eompariSOD of lh11 deehue Wlth the total ~Jil eoet 
oi Brit.iah Columbia lumber of S22.SO Del' thouaand feet 10 1929. 



developmental policies.lO During the post-War 
period this dependence upon Canadian markets and 
policies declined. In the twenties tJ:>.e primary indu&
tries expanded almost entirely in relation to foreign 
demands. About half the lumber, virtually the 
whole of the mineral production, nearly all of the 
fish, and a large part of the apples were sold in 
external markets. British Columbia continued to 
be deeply affected by the national policies but. she 
derived her income mainly from sales abroad. 

The modifications in the national transportation 
·policy during the twenties, however, enabled her to 
benefit extensively from her improved position. The 
Panama Canal greatly extended the potential 
hinterland of the port of Vancouver. The freight 
rate reductions on grain in 1922, 1923, 1925 and 
1927 increased the area in Alberta and Saskatche
wan from which wheat could be profitably shipped 
via the Pacific coa.et. The large program of railway 
branch lines speeded up the development of area& 

tributary to Vancouver.ll Of considerable impor· 
tauce, also, wa.e the regional equalization of railway 
freight rates that took place during the post-War 
decade.u These rate reductions, together with the 
opening of the Panama Canal and the rapid growth 
of the local exporting industries, were particularly 
helpful to Vancouver which grew to become the 
third largest metropolitan centre in Canada. Dur
ing 1921-31 ita population rose .by over 50 per cent. 
The capital expenditures involved in this expansion 
contributed greatly to prosperity of the Pacific coast 
region. 

Central Provi11Ce8-technological changes a.nd 
favourable foreign markets ind~.~Ce rapid devel
opment of forest and mineral resources; 
increa.sing industrial and financial concentrG
tion in this region. 

The economic developments of this decade were 
highly favourable to Ontario and Quebec. Agricul· 
tural expansion in the Prairie Provinces and the 
rapid growth of the exporting industries in British 
Columbia within the framework of the national 

~ S..nnty per ....,, of loer total produetioo of lumloor wu 
.old ta tho boom•111 au.rlteto of the Prairie Provi ....... 

" B<tw ... n 1921·22 and 1928-211 the obipmenta of wheat to 
J!!urore tbroun thill port rooe lrolll &.S miUioa buahele to 81.1 -..u,oa bwibela. 

" Tluo mar loo illuotnted hr a eompuiooa of Fifth Cl
lh~llu•m Standa!'d Mduce Rata for 1. distance of .00 milee. 
( Tb11 elua and d.-.at&DCI' ie etlMW mef'e'ly to &how the diteetioa 
of th• ch&Dt<ft.) Ia 1tlt, Pacifi.c rat.eo were T/ per """t; 
S..at.ehe-wan-Alb.rt.a H.tdi 4t p.er cent; &ad Manitoba rata S7 
~" «'fll aboYe th'*' of Onta.rin and Quebte (C--entral rates). In 
IW. PO<Jb< nt.eo were •IT 112 per ,.nt &Dd Prairie rateo U · 
per """' abon tb• C.,ntrt.l ral<s. Ia 1922, the Pac:llie Standard 
"""" wero l~w•red from & leoel ll """- dM Prairie rat.ee to 
a le..l lt ti--. Prairie rateo. 
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policies widened the opportunities of the commer
cial and industrial enterprises concentrated in the 
central region. The progress of this area along the 
old lines was greatly supplemented by the rise of 
their own new frontiers and by new direct external 
contacts which resulted from the application of 
improved techniques to the resources of the Pre
Cambrian Shield. Ontario and Quebec recovered 
quickly from the 1921 depression and thereafter 
enjoyed increasing prosperity until 1930. 

TABLB 37.-TBE EcoNOMIC PBOGIU'l38 OJ' ONTAJUO Al'l1l 
QUEBI!lC, 1920-29 

bdi-1020•100 

,........,. Co!oilallll.-w ~:;~::d ~ - O.tario 
ICaaadt 

O.tario 
Caaadt 

O.tario 
~ 

O.tario 

""" .. d .. d .. d c...-
Que boo Q .. tooo Que boo Queboo 

• • 
IIIII ... 100 100 100 100 100 100 - -
IIIII ... IIJ 110 Ill Ill • .. ao at 
111111 •.• 118 llf 18 Ill IU 117 415 ..,. 

Prior to the War the economic growth of the 
Central Provinces wa.e closely dependent upon their 
ability to sell manufactured goods and services to 
the exporting industries in the other regions of 
Canada, principally the Prairie West. The foreign 
outlets for their products had become of minor 
importance. It is true that the attack on the Pre
Cambrian Shield began before 1914, but large-seale 
developments had to await· the new conditions of 
the War and post-War periods. The lack of coal 
and iron ore was a serious obstacle in the age of 
steam and steel. The development of electricity, 
the gasoline engine and the rising demand for the 
newer industrial metals now greatly shifted the 
position of comparative advantage. These changes, 
together with the improvements in metallurgical 
processes and the increasing consumption of pulp 
and paper brought the resources of northern Ontario 
and Quebec into their own • 

Aside from the existence of mineral deposits and 
unexploited timber resources, the central factor in 
the new developments wa.e the availability of hydro
electric power.u Because of the interior location 
of Canada's mineral resources and the low grade 



124 

character of many of the ores, economic exploita
tion would not be practical were it not for the 
availability of cheap electric power with which to 
mine and to treat the ores on the spot. Between 
1920 and 1930 the developed water power in Ontario 
and Quebec rose from 2·0 million horse power to 
4·8 million horse power. In the latter year, nearly 
30 per cent of this power was utilized by the pulp 
and paper industry and 12 to 15 per cent by the 
mining and metallurgical industries. The produc
tion of hydro-electric energy in the two Central 
Provinces during 1930 was equivalent to approxi
mately 13 million tons of coal, or about twice the 
total annual average output of coal in Nova Scotia. 

The abundance of cheap hydro-electric power 
and the favourable markets for wood-pulp, paper 
and non-ferrous metals were the bases of the rapid 
expansion in the exploitation of the resources of 
the northern areas. During this ·decade, the pro
duction of non-ferrous metals in the Central Prov
inces was almost doubled and the output of paper 
increased by nearly three times.l4 The manufac
turing of pulp and paper became Canada's leading 
manufacturing industry and newsprint paper the 

· second largest Canadian export. In 1930 the net 
value of production in mining, forestry and electric 
power made up one-fifth of the total net value of 
(goods) production in the two Provinces. The 
population of the northern districts, which was 
almost entirely dependent upon these activities, 
became about equal to the population of the whole 
of Alberta. 

The development of large exporting industries 
and the growth of the new communities dependent 
upon them constituted a significant change in 
economic structure of the Central Provinces. It 
lessened relatively the importance of the other 
regions as markets for the manufactures and ser
vices of Ontario and Quebec. Secondly, it was 
the basis of heavy capital expenditures which 
added greatly to the prosperity of these Provinces 
during this period. The rapidly expanding indus
tries which obtained their income from abroad and 
spent it mainly in the protected domestic market 
more than took up the slack which resulted from 
the declining rate of growth (as compared with 
the pre-War period) of Prairie agriculture. The 
investment of over one billion dollars in central 
electric stations, pulp and paper factories and 
mines during this decade provided ample outlets 
for activities formerly dependent upon the railway 
and building boom of Western Canada. 

.. Gold output ,_ f.,m *12 million to e39 million and other 
....,..ferroua metalo from $43 million to tS9 milli""-

Another technical innovation, which during the 
twenties brought a large increase in the income of 
the central region from external sources, was the 
automobile. This new means of transportation, 
besides giving rise to important new manufacturing 
and service industries and to heavy capital expend
itures on roads and streets, was the principal factor 
in the rapidly growing tourist trade from the United 
States. In 1929, the expenditures of foreign tour
ists in Canada reached an estimated total of $300 
million, a figure greater than the value of any 
Canadian commodity export. At least 80 per cent 
of this amount was spent in Ontario and Quebec. 

While the basis of the economy of Central Canada 
was substantially broadened by the new develop
ments, manufacturing continued! to be the pre
dominant activity. This industry received a con
siderable stimulus from the new export incomes of 
both this ·region and Western Canada which the 
national policy of protective tariffs effectively 
directed to the domestic producer. Furthermore, 
Ontario and Quebec were able to benefit most from 
the technological changes of this decade. The pro
duction of automobiles, electrical apparatus and 
supplies, the new textiles, radios, etc., was confined 
almost entirely to these Provinces. The concentra
tion of manufacturing in Central Canada became 
even more complete. 
TABLE OF THE NET VALUE oF MANu-

FACTURES IN AND QUEBEC TO THE 
CANADIAN TOTALS, 1910-29 

Total Textiles ... , .•.•..•..•..•....... 
Cotton Tet:tiles .....•..•.•..•....... 
Wool Tutileo .••••...••....•••••••. , 

Total Iron and Steel Products .. , •.••.. 
Primary Iron and Steel. ............ 
Agricultural Implements ..•.•..••... 
Railway Rolling Stock,,.,,.,.,,,,,. 
Automobiles .................•.•.... 

Electrical Apparatus and Supplies .. , .. 
Chemicals e.nd Chemical Products .... 
Rubber Products .... ,., .. , ........... 
Boots and Shoes ...................... 
Furniture ...............•.••.•........ 
Gla.sa Producta., ..... , ... , •....•. , ... 
Tobacco .....•.•..... ···••··········•· 

~~~~~1~~":'~::::::::::::::::::::::: 
~.:~~~~ · iriei.i.i · s~~iiliii · .m<i ·a.;. 

fining ........................... 
Fruit and Vegetable Conning .......... 
Meat Produets ....................•... 

1>!,~:-~.:x; 'jiefi~i~~·:. ·.:::::::::::::::: 
Central Electric Stationo .•.• ,, ........ 

Total of Listed Manulaetureo .•.• , .•• ,. 

All Maoulactureo ...................... 

Ontario and Ontario Quebeo 
Que bee 

1910 1929 1929 1929 

90 91 47 " 80 94 21 73 
90 94 80 14 

81 86 66 20 
75 66 10 

66 98 95 3 
67 76 23 63 

100 98 98 

99 99 71 Zl 
75 110 69 31 
91 99 74 25 
94 97 36 61 
91 95 76 18 
73 92 63 3t 
95 100 II 88 

93 8G 32 84 
58 58 45 13 
61 38 22 16 

78 84 23 
98 75 65 10 
68 66 61 16 
83 81 40 41 
83 84 41 " 83 75 42 33 

80 84 61 33 

80 82 61 31 



1n Quebec, although considerable progress was 
made in the processing of natural products with 
the use of hydro-electric power, manufacturing 
continued to be mainly dependent upon consumers' 
goods (clothing, cotton textiles, boots and shoes, 
tobacco) requiring a large supply of labour. On
tario, on the other hand, specialized in the rapidly 
growing, mechanized industries producing durable 
consumers' goods and machinery. For a number 
of these (automobiles, farm implements and rub
ber products) important export markets were built 
up on the basis of Empire preferences, and care
fully contrived loopholes in the tariff which gave 
access to United States techniques, tools and parts. 

The concentration of manufacturing in Central 
Canada was accompanied by an increasing concen
tration of the financial, commercial and distribu
tive services in this region. The fact that Canada 
was able to finance a very large part of the post
War capital investment out of its own savings 
opened large opportunities to Canadian financial 
institutions. The increasing amount of capital re
quired was gathered together from all over Canada 
and allocated to investment purposes throughout 
the entire country by the financial houses and pro
moters of Montreal and Toronto. Furthermore, 
the business boom of 1926-29 brought another 
wave of corporate mergers and consolidations which 
centralized industrial control and the location of 
head offices even more completely in the metro
politan centres of Ontario and Quebec. This in
dustrial and financial centralization had the effect 
of canalizing a very large part of the profits, net 
incomes, and wealth which arise from activity 
over the whole country, into the central region. 
In 1930, 80 per cent of the total net corporate in
comes subject to the Dominion corporation income 
tax and 77 per cent of all individual incomea over 
110.000 subject to Dominion income tax appeared 
in the two Central Provinces. In the same year, 
four-fifths of all the dividends from stocks and 
interest from bonds pa.id to Canadian individuals 
were received by residents of Ontario and Quebec. 

The growing concentration of manufacturing, 
commerce, and finance was reflected in the increa.s. 
ing urbanization and the rapid expansion of the 
metropolitan centres of the two Provinces. Be
tween 1921 and 1931 the urban population rose 
from 58 per cent to 61 per cent of the total in 
Ontario, and from 56 per cent to 63 per cent in 
Quebee. In Ontario agriculture declined relatively, 
&nd in Quebec, absolutely. In the latter Province, 
where the migration from the country to the city 
wu greatest, the number of far:tn11 and the area 
.of improved land actually deereaeed, despite the 
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encouragement to colonization given by the Pro
vincial Government and the Church. Quebec be
came the most highly urbanized Province in Can
ada. The principal urban areas, Montreal and 
Toronto, which became the metropolitan centres 
for the entire Canadian economy, increased their 
populations during this decade by 39 per cent and 
33 per cent respectively, compared with an in
crease of 18 per cent in the population of the coun
try as a whole. Montreal continued to be heavily 
dependent upon the transcontinental economy 
established by the " wheat boom" and the national 
policies, while Toronto became more closely asso
ciated with the rapidly expanding industries on the 
Pre-Cam brian Shield. 

Signific.ant Changes in the Canadian Economy
me of new export area3 and decline in unifying 
influence of wheat; growing vulnerability to 
e:r:temaZ fluctuatiom, increasing rigiditiu and 
specialization 

The impact of technological changes and fav
ourable foreign markets upon Canada's undevel
oped resources brought, during the twenties, an
other period of expansion and prosperity. How
ever, the uneven distribution of the resources 
which were now drawn into exploitation meant 
that the various Canadian regions were affected 
very differently. The old economy of the Mari
times languished; good prices (during the latter 
half of this period) and agricultural settlement 
of the remaining fringes, produced a consider
able, though not a spectacular, expansion in the 
Prairies; Central Canada and British Columbia 
surged ahead on the basis of new and rapidly 
growing export industries. The nature of the 
development during this decade modified the 
simple unity of the Canadian economy which 
rested on the rising production and exportation 
of wheat. Prior to the War, there was one pre
dominant export area, the Prairie West, whose 
growth under the influences of the national 
policies built an integrated transcontinental 
economy. During the twenties new important ex
port staples emerged in two other regions. Fonn
erly the economy had but a single important 
external contact; now there were several One 
promoted East-West cohesion; the others em
phasized North-South relationships and regional 
economic independence. 

The national economic policies were continued 
without any significant changes. The specific 
applications of these policies during the twentiM 
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were largely attempts to round out the great na.
tional purposes for which they had been adopted. 
The settlement of the Northwest was virtually 
completed. The national transportation system 
was consolidated and improved, and branch lines 
were added to encourage the development of the 
few remaining areas of unsettled agricultural land. 
No new and sweeping projects were launched and 
the Dominion rested on its past accomplishments. 
However, with the unequal levels of prosperity, 
the restrictive effects of the national policies upon 
certain regions became more burdensome and much 
dissatisfaction arose. No new policies were ini
tiated but a number of modifications were made in 
the old for purposes of regional appeasement. The 
alterations in the tariff consisted mainly of a much 
greater use of certain devices (drawbacks, special 
exemptions, etc.) which tended to reduce the costs 
of the primary producer without changin~ the gen
eral level of protection. The influences of the 
Dominion on the freight rate structure, as exercised 
by statute, orders in council and the decisions of 
the Board of Railway Commissioners, tended to de
crease regional differentials. The rising incomes 
of the twenties made it relatively easy to get ac
ceptance of the adjustments necessary to main
tain a national economic integration. 

While the circumstances of this decade were fav
ourable to Canadian expansion they also increased 
the vulnerability of the economy. The new export 
staples were the result of highly specialized activi
ties. Large areas of the country, where it was 
either wheat or nothing, pulp and paper or nothing, 
lumber or nothing, non-ferrous metals or nothing, 
became dependent upon the exportation of a single 
or a very few commodities. If the foreign prices 
of these fell to unprofitable levels there would be 
no alternative occupations. On the Pre-Cambrian 
Shield and over a large part of the Prairies self
sufficiency even for a bare subsistence would be' 
impossible. The principal products consisted of 
raw materials, and hence the probability of extreme 
fluctuations was great. In a number of cases Can
ada supplied a large portion of the total world 
requirements;lli therefore, she would feel the full 
impact of any external disturbances. The weak 
condition of the international market for the two 
most important commodities, wheat and newsprint, 
rendered the situation all the more precarious. 

The growth of the specialized exporting indus
tries was associated with very heavy expendi-

tures on fixed equipment. The eco.uomy became 
geared to a high rate of capital investment; if any
thing curtailed this investment, a serious problem 
of unemployment would arise. Furthermore, these 
investments in capital facilities were financed in 
a way which greatly increased the overheads and 
rigidities. The large fixed interest costs of private 
industry and governments would make adjust
ments to falling export incomes extremely difficult. 
Added to these rigidities were those which arise out 
of increasing urbanization, industrial concentration 
and centralized financial control. 

The rapidly increasing per capita real income 
during the twenties both in Canada and in other 
countries was another source of instability. The 
more income rises above the requirements of bare 
subsistence, the more unstable the economic sys
tem tends to become. The expenditures on per
sonal services, comforts and luxuries may be sharply 
reduced or postponed when confidence is shaken 
by economic disturbances. The higher the propor
tion of income devoted to non-essentials and the 
more specialized the productive resources, the more 
severe and far-reaching is the contraction which 
results from the curtailment of such expenditures. 
In 1929 the average per capita real income in 
Canada was one-third higher than in 1920. In the 
latter year large sums were spent on automobiles, 
radios, household appliances, new houses, and on 
other semi-luxuries or postponable items. A sharp 
reduction in these outlays would create difficult 
problems of unemployment and readjustment. 

At the end of this decade Canada had attained 
a high level of prosperity, but the increased speciali
zation, the great dependence upon raw material 
exports, large overheads, stubborn rigidities, and a 
relatively high per capita income greatly enhanced 
her vulnerability to economic fluctuations. These 
fluctuations might arise from external develop
ments, or from geographical and climatic factors 
in Canada, or as a result of errors of policy in the 
past and the limitations inherent in the Canadian 
economic and political structure, but all had the 
common characteristic of being, at the time, uncon
trollable by any means then at the command of 
Ce.nadian governments. 

2. PuBLIC FINANCE 

The circumstances of the twenties included no 
spectacular changes such as those which brought 
the steep increases in government liabilities and 
expenditures associated with the wheat boom, the 
War and the immediate post-War conditions. Be
tween 1920 and 1930 the total per capita debts and 
expenditures of all governments rose but 13 per 



. cent and 9 per cent respectively. During this 
period, however, there were significant changes in 
government responsibilities and in the problems of 
Canadian public finance. Public welfare and high
ways occasioned the most rapidly increasing costs of 
government and these fell a~ost entirely on the 
provinces and the municipalities. Thus, while the 
total per capita debts and expenditures of the 
Dominion declined, those of the municipalities rose 
by over 20 per cent and those of the provinces by 
over 70 per cent. The provinces, which were re
quired to finance and administer the major portion 
of the expanding public functions, acquired a 
greatly enhanced importance in the governmental 
structure of the country. 

CautioUII Policy of the Dominion-consolidation of 
past developmental projects and avoidance of 
responsibility for expanding services 

Throughout the period, the Dominion resisted 
the temptation to embark on new services and until 
the later years of the decade it enforced a rigid 
economy on all controllable expenditures. By 1926 
a substantial reduction in current outlay had been 
effected. However, in the boom prevailin~ after 
1926, expenditures rose slowly through diffused 
expansion of existing services. The only significant 
new obligation assumed was the assistance to pro
vincial old age pension schemes. The cost of 
general government rose substantially and there 
were moderate additions to the expenditures on 
agriculture and national defence. Offsetting these, 
the position in 1930 showed a substantial decline 
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in current payments on transportation, due mainly 
to the reduced deficits of the national railways. 
Although the outstanding debt of the Dominion 
rose by $250 million, owing to the expenditures 
necessary to round out the national railway prop
erties and for the extension of branches in the 
Prairie Provinces, the total interest charges de
creased, partly because of refunding at lower rates . 
of interest and partly because of the improved 
earning position of the Canadian National Rail
ways. 

In its endeavour to ease the burden of taxation, 
the Dominion at least managed to simplify the tax 
structure by reduction and elimination of special 
War taxes. Rising imports and rising prosperity 
boosted customs and excise receipts thus making 
it possible to cut the special levies. The business 
profits tax and some minor taxes were entirely 
abandoned. By successive cuts the sales tax was 
whittled down from 6 to 1 per cent. The corpora
tion income tax was lowered. The income tax on 
persons was cut and the exemptions repeatedly 
raised. In this way the indirect taxes of customs 
and excise resumed some of their former importance 
in the federal revenue system. In 1913 virtually all 
Dominion revenues came from these two sources. 
In 1921, with the yield of special taxes at its peak, 
customs and excise produced little more than one
third of total revenues. In 1930 they produced a 
sum approaching two-thirds of tQtal revenues. In 
its whole fiscal policy the Dominion was labouring 
for a return to pre-War" normalcy "-althou'l;h it 
was no longer dealing with the pre-War economy. 

TABLE 39.-GOVERN!IIENT EXPENDITUBES, CuiiRENT ACCOUNT, 1921 AND 1930 
(T~ of Dol!4ro) 

Municipal Provincia.! Dominion Tot.al'"' 

1921 1930 1921 1930 1921 1930 1921 1930 

Net Debt Charpe .••••••••••••••••••••••. 36,944 65,740 14,384 29,476 152,488 149,098 202,475 232,522 

Defence .................................. 17,249 23,256 17,249 23,256 

Pensions and Aftercare •••••••••••••••••••• 53,688 65,341 53,688 65,341 

PubUo Welt...., .•.•.•••••••••••••••••.•.•. 18,'186 31,510 12,437 34,678 4:,911 17,698 36,13-4 83,882 

Edueatioa ............................... 66,280 84.705 20,850 33,'775 924 702 88,057 119,191• 

Agrieult""' and Public Domt.ill .•••••••.•••. 9,174 21,241 17,596 23,298 26,722 «,484 

~tioa ..••••••••••••••••••••••••. 30,962 42,159 8,119 28,328 41,666 29,083 80,747 99,570 

8ubaidiee to Provin.,.. ...•.•••.•......•..•• 12,212 19,036 

~ ..... 1 E"f!:ditn...,._ 
JWII ;.,., i•lation, Gelll!rt.l Qo..........,at 

U>dM.-1....._. .••••••••••.••.•.••. 51 ,9ll 71,614 25,680 35,902 1053,'133 ... 70,332 61131,3331 (")1'77,849 

TOTAL .................................. 204.883 285.'728 90.653 183.400 354.467 387,844 636. 405 836 . 095 

;; 1~~:1:";'!':*0~~-::;:-: ~~~~ 
w....-,_oa.doo6oil.cut~. 
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Ra.pid Ezpa.mion of Provincia.l-Municipa.l Ezpendi
tures---provinces IJ8sume ma.jor sha.re of cost of 
ezpa.nding Bervicea; public welfare and high
ways 

Of ·the $200 million increase in current expendi
tures at all levels of government between 1921 and 

• 1930, the Dominion accounted for only $33 million. 
Of the $1t billion increase in total outstanding debt 
of all governments in this period, only one-quarter 
billion dollars was incurred by the Dominion (in
eluding the Canadian National Railways). The 
reluctance of the Dominion to embark on new 
services or to give assistance in financing them 
meant that the weight of the new demands fell on 
the provinces and municipalities. Moreover, the 
demands which loomed up in the twenties were for 
services falling primarily, if not solely, within the 
constitutional powers of the latter governments. 
Thus there was a marked rise in both provincial and 
municipal debt and current expenditures. The 
S1 billion addition to the debt of the provinces and 
municipalities was largely incurred for public utili
ties, highways and various projects of development. 
The greater part of the $173 million increase in the 
current expenditures of provincial and municipal 
governments in this period was due to increased 
debt charges arising out of these capital investments 
and to increased current expenditures on public 
welfare and highways. The provincial and local 
govemments had either special interests or special 
responsibilities in these fields. 

With the virtual disappearance of the agricultural 
frontier, the increasing specialization of occupations, 
and the continued drift from the country to the city 
which accompanied greater industrialization, the 
self-sufficiency of individuals, families and com
munities continued to decline. The risk of indi
vidual misfortune which had formerly been carried 
by the individual himself, the family, or by 
informal community assistance and charity, was 
throughout this period assumed -<to an increasing 
extent by governments. At the beginning and 
again at the end of this decade the provinces and 
• +he Dominion, as well as the municipalities, made 
payments for the relief of unemployment. Through 
the initiative of the Dominion a provincially
administered old age pensions scheme was launched 
during the twenties, which involved the provinces 
entering the scheme in the responsibility of provid
ing half the rapidly mounting cost. The provision 
of mothers' allowances was extended. A growing 
realization of the vital public interest in public 

health led to the extension of free curative and 
preventive services and to enlarged support of 
hospitals and similar institutions. 

Despite the economic and social changes which 
manifested themselves in a pronounced manner in 
the twenties, Canadians adhered to the belief (quite 
appropriate in a simpler society) that the munici
palities were the proper agencies to bear any neces
sary public responsibility for social welfare. Pro
vincial governments through their assistance to 
welfare activities made many amendments to this 
doctrine. But the Dominion was barred from 
accepting any responsibility except, as it. proved, 
when 1J. public welfare problem overwhelmed both 
the municipalities and the province. Thus the 
greater part of the growing burden of these 
services fell upon the latter governments. 

Between 1921 and 1930 current public welfare 
expenditures of all governments rose 130 per cent. 
The Dominion share of this increase was confined 
almost entirely to the financial support given to 
provincial old age pensions schemes and relief grants 
which reappeared again in 1930. Three-fourths of 
the added outlays were borne by the provinces and 
municipalities. However, at the end of this period 
public welfare still absorbed less than one-fifth of 
the provincial-municipal revenues. Buoyant eco
nomic conditions throughout the greater part of 
the twenties kept public welfare needs at a mini
mum and masked the fundamental social and 
economic changes which had taken place. There 
was no obvious indication of the potential magni
tude of the financial responsibilities which thP. 
provinces and municipalities had assumed. 

Traditionally, roads and highways were a provin
cial and local responsibility in Canada. In a 
smaller, more compact and more evenly settled 
country, the coming of the motor vehicle would 
have precipitated a national highway program. 
Because great distances and natural obstacles 
divided the areas of settlement in Canada, the motor 
vehicle was at first used only for inter-urban and 
short-haul purposes. The demand for national 
highways was long in emerging and the Dominion, 
struggling with its railway problem, limited its con
tribution to highway development in this period to 
temporary grants-in-aid to the provinces between 
1919 and 1928. The reconstruction of local roads 
into a network of highways capable of carrying the 
ever-growing motor traffic fell to the lot of the 
provinces and the municipalities. The automobile 
promoted the growth of suburban areas around the 
larger cities, thus extendin~~; the areas which required 



new community equipment and varions municipal 
aerviees. The rapid increase in the use of the auto
mobile throughout the twenties made suburban 
development, as well as highway construction and 
mai.ntena.nce, an ever heavier burden. 

Current outlay on highwaya by all Canadian 
provinces and municipalities was nearly doubled 
between 1921 and 1930. Capital investments in 
street&, highways, bridges, and ferries rose from 
$304 million to $7 43 million. Owing to the enforced 
restrictions on capital expenditures during the War, 
relatively little progress was made with highway 
construction until the twenties. In most provinces 
ambitious programs were launched early in the 
period. But the increasing speed. weight and num
ber of vehicles rapidly pushed even new roads into 
obsolescence. :Main highwaya were BOOn costing as 
much as railway lines of high standArd. The 
demand throughout the period was much higher 
tha.n the capacity of most provinces a.nd municipali
ties to proYide them. 

The British North America Act secured the prov
inces in control of education. During this period a 
number of factors contrived to increase the cost of 
this function. An equalitarian philosophy demanded 
the widest possible extension and constant improve
ment of educational opportunities. The growing 
complexity of the economy required an increasing 
variety of skills which could only be supplied by a 
more specialized and more expensive educational 
system. Moreover, the predomina.nce of younger 
people among the immigra.nta who flowed into the 
country after 1900 altered the normal age distribu
tion of the population and brought a sharply 
increasing number of children to the schools in the 
twenties. The possibility of relieving the conse
quent growing burden on the provinces and muni
cipalities through substantial federal aid to edue&
tion was limited if not entirely excluded by latent. 
racial and religious issues. The Dominion made 
special temporary grants-in-aid for agricultural 
instruction and technical education which were of 
some assistance in this period, but these were not 
renewed when they expired. In the result virtually 
the entire burden of mounting educational costs 
remained with the provinces and the municipalities. 

Vuri.ng this period the provinces were more than 
ever concerned with promoting the development of 
their natural resouroea. Added attention was given 
to the protection of valuable forest reserw.s ll.g1l.inS 
fire and inseetA. Conaervation of fish and p:a.me was 
linked with active promotion of the tourist trade. 
Roada were built and geological IIU!'\'eYII under
taken to eDCOUJ'II&e mininr; development.. \'arious -
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expenditures were made to encourage imm.ignl.tion 
and aettlemen' in new areas. Conaequently, be
tween 1921 and 1930, the current outlay on public 
domain and agriculture rose from $9 million to 
$21 million. 

The public utility projects pushed forward by the 
provinces during this period were closely allied to 
their interests in public domain and developmenL 
Ontario invested heavily in hydro and Saskatche
wan, Manitoba, New Brunswick. and Nova Scotia 
made capital outlays on provincial electric--power 
systems. The Prairie Provinces extended and im· 
proved their telephone facilities. The total pro
vincial capital investment in public utilities (ex
cluding rai.lwaya) rose from $172 million in 1921 to 
$330 million in 1930. These investments, however, 
were almost entirely aelf-supporting and while they 
added substantially to total governmental debts, 
they did not add (with the exception of tele
phones in Alberta) materially to the burden of 
debt charga 

Th.e Doubling of Provinci41 Revenues-appearance 
of netD sources; liquor contTol, gllBoliM taze.t 
and motor vehicle liceru:el. 

While the Dominion pursued a negative policy, 
avoiding new obligations and striving to cut down 
existing ones, the provinces and municipalities, 
taken as a whole, extended some of their old activi
ties in a marked fashion and assumed new responsi
bilities of an undeiined scope. Greatly inereaaed 
revenues were necessary to meet some $173 million 
inerease in annual expenditures of 1930 over 1921. 
Municipalities provided for their added costs by 
increased returns from existing sources of revenue, 
while the provinces relied partly on the increased 
yield of old sources and partly on new sources 
which they discovered. 

The tu: on real property remained the mainstay 
of municipal revenue. In 1930, as in 1921, it pro
vided over 80 per cent of the municipal receipt& 
The post-War slump which drove down property 
values caused many municipalities a.eute embar
rassment in the early years of the decade. More
over, the increased UBe of the automobile had a 
serious and adverse effect upon the tu: base in 
many of the 1al'ger urban centres. At the very 
time when it was compelling large ex:pendituree 
on the improvement of &tnlets, i' promoted the 
rapid growth of new residential districts outside 
the boundaries of the city. This fl.ight to ~nburban 
areas had a depressing efieet upon property valuee 
within the centnJ. municipality. ~. t,!le 
economic ex:pa.nsion of the twenties, combined with 
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TABLII 40.--Govi:a.NMENT R.BvJINUliiS, Cl:JB.mmT ACCOllNT, 1921 AND 1930 

(T""-"da II/ Dol14rt) 

Municipal 

1921 1930 

Federal Subsidies ••••••••• , ............... 

Taxes-
Customs Import. Duties •• ,.,.,,. , •••••••• 
Excise Dutiea .................... , ..... 
Manufacturers' Taxes .......... , , •••.• , . 
Sales Taxes ...... , ............ , ........ 
Corporation Taxes ...................... 
Succeeeion Duties ....................... 
Income Taxes on Persons., ••••••••• , •••• 73 3,896 
Gaecline Taxes .......• , ... , .. , ......... 

~-~~:rl~~:::::::::::::::::::: 189,656 257,118 

Other Taxes ... ,. ..... , •.••••••. , •• , •••. 17,956 21,760 

Sub-Total-Taxes ...•••.••.••••. 207,685 282,774 

Motor Vehicles, Automobile Licences, etc .... (b) 

All Other Licences, Permits and Fees, Fines 
and Penalties ........................... 8,010 11,294 

Public Domain ........................... 

Liquor Control ....... , ................ , •• 

Bale of Commoditiee and Services .•••• , •• , •. 1,155 3,171 

Other ••••••••••••••••••••••••••••••••••. 13,537 19,916 

TOTAL ................................. 230,387 317,155 

W l~ttGr-IOfti'Dmeatal receipt• ellmiaa.ted. 
W PattJ.W... ..,, available; included with All Other U.....o, Perm! to ODd Feao. 

rapid urban growth, came as an important counter
acting influence, supporting property values and 
strengthening the tax base for the time being. 
While all other sources of municipal revenue yielded 
$20 million more in 1930 than in 1921, the tax on 
real property yielded an additional $67 million. 
Anything which had an adverse effect on real estate 
values would undermine Canadian municipal 
finance. 

The capacity of the provinces to discharge the 
responsibilities they had assumed in the fields of 
public welfare, education, highways and public 
domain rested very largely on the remarkable in
crease in revenues derived from liquor control, 
motor vehicle licences and gasoline taxes. Total 
provincial revenues in 1930 were nearly double 
those of 1921; more than two-thirds of this in
crease was derived from the additional yield of 
these three items. Provincial revenues from motor 
vehicle licences and liquor control rose by $11 
million and $23 million respectively during the 
period. Most important, the provincial gasoline 
taxes, which had not yet been imposed in 1921, 
were yielding more than $23 million in 1930. Total 

ProVincial Dominion Total<•l 

1921 1930 1921 1930 1921 1930 

11,865 14,276 

105,687 131,209 105,687 131,209 
36,755 57,747 36,755 57,747 
6,639 10,474 6,639 10,474 

61,273 20,147 61,273 20,147 
11,162 18,520 64,008 45,961 75,170 64,481 
9,724 20,780 - 9,724 20,780 

·485 2,122 39,821 26,624 40,379 32,642 
23,487 23,487 

9,720 6,708 199,376 263,826 
3,032 4,525 3,032 4,525 
1,199 1,634 6,140 4,531 25,295 27,825 

35,322 77,676 320,323 296,693 563,330 657,143 

8,381 19,907 8,381 19,907 

8,360 10,024 2,860 3,703 19,230 25,021 

14,786 17,037 3,542 2,297 18,328 19,334 

7,1156 30,985 7,856 30,985 

747 1,159 2,358 2,745 4,260 7,075 

8,083 2,759 8,425 8,605 18,679 29,457 

00,400 173,823 832,508 314,043 640,064 788,922 

provincial revenues from corporation taxes, and 
succession duties doubled during the period but the 
total increase derived from these sources was con
siderably less than the increase provided by the 
profits of liquor control alone. The provinces, 
which had once been expected to rely almost en
tirely on revenues from public domain and the un
conditional federal subsidies, drew only 10 and 8 
per cent respectively of their revenues from these 
sources in 1930. 

The Vulnerability of the Provincial Fiscal Sys
tems-the reluctance of the Dominion to re
lieve or assist the provinces and to compen
sate for the great regional disparities 

During the twenties the provinces, relying on 
new-found sources of revenue, increased their ex
penditures very considerably. Much of their cur
rent outlay was on fixed charges and, therefore, 
uncontrollable. The responsibility for public 
welfare was laden with contingent commitments, 
and their weight would vary inversely with the 
ability to carry them. During a depression their 



total expenditures were certain to rise. Their rev
enues were, to a considerable extent, drawn from 
eemi-lumry " consumption taxes " which were 
equally certain to give a decreaaed yield when 
there was a contraction in incomes. The economy 
would reveal, under the llt.re85 of economic reverses, 
great disparities in the width and adequacy of the 
different revenue ba.sea and in the vulnerability of 
fiacal systems. The combination of falling rev
enues and rising costs would affect the different 
regions very unequally. The inherent weaknesses 
in the position of the Maritimes were clearly ex
posed early in the decade. The whole structure 
of provincial and municipal government on the 
Prairies wu highly vulnerable, and almost entirely 
dependent on the maintenance of the favourable 
export position of a single commodity: wheat. 
British Columbia too was heavily dependent upon 
favourable prices for its exports. Relatively speak
ing, the Central Provinces, with a more diversified. 
economy and with their access to the national poola 
of wealth, had much the most secure and advan
ta.gcoue position.lO In times of prosperity these 
disparities, even though disturbing, were still toler
able. In any period of sharp distress some kind of 
equalizing action by the Federal Government would 
be inevitable. 

During the twenties the Dominion Government 
took the lead in launching a system of old age 
pensions and agreed to metch provincial appro
priations for that purpose under certain specified 
conditions. At the beginning and again at the end 
of the period the Dominion made emergency grants 
to the provinoes to assist in the relief of unem
ployment. 'When the serious plight of the Mari
times became an unmistakable fact, the Dominion 
took steps to assist them and increased subsidies, 
in actordance with the findings of the Dunran 
Commission, sufficiently to cover the current 
~efi.cita. This was an admission that when a prov
mce had demonstrated in a painful way that it was 
unable to fulfi.l its responsibilities, the Dominion 
•·as prepared to extricate it from its immediate 
difficulties. Only in extreme eases was the Federal 
Government willing to undertake equalizing action.. 
In all other circumstances the Dominion shied away 
from new financial burdens and studiously resisted 
suggestions that it should aid the provinces to carry 
theu' mounting obligations. 
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There were a number of reasona for this attitude 
on the pan of the Federal Govea-nmenl Its own 
burden of debt a.nd the costs of reorga.nizinc 
the government railways were acutely inhibiting 
influences. Intent upon retrenchment and reduc
tion of debt charges, it insisted that the British 
North America Act laid the responsibility for 
meeting the new demands a.t the doorsteps of the 
provinces and the municipalities. For the same 
reason it was little dLcposed to assist the prov
inces by making conditional grants-in-aid for 
specific provincial services. Moreover, the condi
tional grant was far from being generally approved 
as an appropriate device in the hands of the 
Federal Government.. 

Conditional grants were first used in 1913 when 
federal assistance to the provinces for agricultural 
instruction was granted for a ten-year period. AJJ 
part of the reconstruction program at the close of 
the War, simi1.ar grants were provided for assist
ance to highways, technical education, control of 
venereal d.isea.se, and meintenance of employment 
offices. These grants were either experimental or 
were given under extraordinary circumstances. 
.Most of them were given for but a limited period 
of time. However, there was a body of opinion 
which favoured vigorous federal initiative and 
leadership for national purposes, even in fields 
where the primary responsibility rested with the 
provinces. It supported the further extension of 
the technique of the conditional grant as an instru
ment of national policy. The opponents to the 
use of such grants objected on the ground of the 
well-k.noWil argument that a government. which 
spends public funds should bear the full respon.si
bili ty of le\-yi.ng the taxes necessaey to providE' the 
money. They also emphasized that a harmonioUil 
federalis.m depended on the Dominion respecting 
the untrammelled independence of the province~ 
in their own sphere. They argued that attemptt! 
kl ensure careful spending of federal funds would 
invoh·e the Dominion in a dangerous interferenCE 
with the autonomy of the provinces. This Lattea 
view was dom.i.n.ant in federal polities throughou1 
the greater part of the twenties. Thus theoQ 
supported practical considerations of economy ill 
rejecting conditional grants.. The system of con. 
ditional grants was not extended and the subven
tions for agricultural instruction, highways anc 
teehnical education were allowed to lapse. Apar1 
from exceptions already noted, the Dominion waJ 
ben~ on avoiding new obligations in the post-WaJ 
penod. The general p~ty of the later yean 
of the twenties made this possible without &n] 
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immediate repercussions in the provinces, but it 
did not prevent the provinces getting into seriously 
exposed positions. 

Signs of approaching difficulties were not 
wanting. The distress of the Maritimes was met 
temporarily by the award of the Duncan Commis
sion which nearly doubled their subsidies. At the 
Dominion-Provincial Conference of 1927, when the 
award was approved by the other provinces, all 
the provinces except Ontario and Quebec gave 
notice of further claims. They complained that 
their fiscal resources were not adequate to their 
obligations, and proposals ranged from the assump
tion of new services by the Dominion to the 
withdrawal of the Dominion from certain fields of 
taxation. The reply made by the Dominion 
Minister of Finance to these various claims and 
suggestions mirrors faithfully the attitude of the 
Dominion throughout the twenties. If the obliga
tions of the provinces were heavy, so were those 
of the Dominion. The Dominion was anxiously 
concerned over its heavy debt and the importance 
of maintaining Canada's credit so as to encourage 
the flow of investment into the country. The 
Dominion c'ould neither undertake large new 
responsibilities nor relinquish fields of taxation. 
The 11uppliant provincial premiers had to derive 
what solace they could from the reminder that 
Dominion policy in lowering taxation helped to 
clear the field for heavier provincial taxation. 

Despite the anxiety of the Dominion to reduce 
its obligations the total annual sum transferred by 
way of subsidies and conditional grants to the 
provinces was higher in 1930 than in 1921. The 
award of the Duncan Commission, along with the 
payments on account of old age pensions, more 
than cancelled the savings secured through the 
lapse of several conditional grants. In 1930 a 
federal grant of S3 million for relief made its 
appearance. Dominion payments to the provinceso 
which had stood at $18 million in-1921, amounted 
to almost $24 million in 1930. However, their 
relative importance declined. Dominion subsidies 
and grants which had covered 20 per cent of the 
expenditures of provincial governments at the 
opening of the period covered only 13 per cent of 
those expenditures at its close. In their assumption 
of new responsibilities, the provinces had to rely 
almost entirely on their own resources. Depression 
was soon to show the common vulnerability of their 
fiscal systems and the great disparities in the 
abilities of the different provincial governments to 
carry their increased bllrdens. 

3. DoMINION-PROVINCIAL RELATIONS 

Eclipse of Federal leadership-completion of 
developmental program, reluctance to assume 
new financial burdens, and lack of new national 
objectives 

The post-War period marked the end of an era 
in Canadian federalism. Up until the War, 
Dominion Governments had pursued, subject to 
minor hesitatlons and variations, a number of 
national policies which brought about an economic 
integration of the country and helped to make 
political'unity a fact instead of merely an aspira
tion. The War and the problems of demobilization 
served to continue into the twenties the federal 
leadership to which the country had become 
accustomed. But after the liquidation of the War 
policies a new situation presented itself. The 
policies of all-Canadian transportation and western 
settlement had been brought to fruition. The 
tariff, though revised downwards to some extent, 
was a bone of regional contention rather than a 
unifying influence. During the period the con· 
summation of Dominion status and the securing 
of a measure of international recognition brought 
the principal external policies of the country to a 
successful conclusion. The Dominion had com
pleted the concrete, positive tasks which the 
Fathers had set it.to do and no broad new national 
objectives emerged to unite people behind federal 
leadership. Indeed, the discussions over national 
policies were much more concerned with assessing 
their past effects than with charting a national 
course in the post-War world. 

The social and political chaos loosed in the world 
by the War was manifested in Canada by the 
disorganization of the federal political system. 
During the first half century of Confederation, 
Canadian politics had been distinguished by the 
solidity of party loyalities and by the duration and 
stability of party administrations. But the Liberal 
Party was disorganized by the conscription issue 
and the Union Government disintegrated rapidly 
after the conclusion of the War. Federal politics 
in the first five years of the period showed the 
stultifying effect of this change. In the election of 
1921 the Liberals got a nominal majority of only 
a few votes over all parties. The 65 Progressives, 
representing a revolt against the old national 
policies, held the balance of power in the House of 
Commons. From 1921 to 1926 the composition of 
the House of Commons in which there were three 
parliamentary groups, none of them constituting a 



definite and stable majority of the House, 
discouraged the forming and carrying through of 
consistent and vigorous government policies. 

There were other reasons why the Dominion did 
not embark on vigorous action. The public demand 
for increased government services in the .twenties 
mainly concerned things which were, in the first 
instance, at least, the constitutional responsibilities 
of the provinces. A compulsory national wheat 
board was beyond the peace-time powers of the 
Dominion. While the Government seemed gener-
ally sympathetic to a national scheme of unemploy
ment insurance, it was unable to embark on it 
without the eo-operation of the provinces.• More
over, the heavy debt charges of the Dominion 
which, by 1921, were one-and-a.-half times the total 
Dominion current expenditures of 1913, were a 
matter of anxious concern to the Government and 
tempered any regret it may have felt that the 
initiative in most current problems rested with the 
provinces. · · 

The only important thing the Dominion did in 
this decade to overcome the constitutional obstacles 
to federal action was to encourage the establish
ment of provincially-administered old age pensions 
schemes with offers of financial assistance. This 
assistance recognized a social problem which was 
reaching serious proportions. The wave of immi
grants which reached the country in the early years 
of the century was bound to produce at a later date 
a wave of persons reaching the end of their active 
working lives. Those of mature age who had come 
to Canada in the early days of the wheat boom were 
ending the working period of their lives in increas
ing numbers in the late twenties. A greater propor
tion of these than of the younger immigrants or of 
the native born were unable to lay by a provision 
for their old age. They swelled seriously the ranks 
of the aged poor at a time when changes in the 
economic and social structure were intensifying 
generally the problem of old-age dependence. The 
heavy war casualties also contributed to the sudden 
emergence of the problem since many aging parents 
had lost the source to which they would normally 
have looked for support. The burden of the care 
of the aged poor over-taxed the resources which 
had supported them in the past and, with other 
problems of public welfare making increasing 
demands, the provinces were reluctant to assume 
web a heavy charge alone. The Federal Govern
me~t modified its principles and came to their 
USlstance. 

• .D.rkf• ·- el C- ltn, Vol n, pp. IOTJ.&. 
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With this important exception, the Federal Gov
ernment did not wrestle with the aociaJ. problems 
of the new age. Indeed, during the rising P~"~»
perity of the twenties few were aware of their 
existence. "Normalcy'', pursuit of wealth, confi
dence in high wages as the road to social security, 
definite expectation that "normalcy" meant a Vf!f7 
rapid advance in material prosperity and that. the 
full utilization of new techniques would not be 
retarded by economic conditions such as ~ 
unemployment, repreeented in Ca.nada, aa in many 
other countries, the prevailing temper of the time. 
Given these belief• there &eemed less need for 
federal controls. There waa no broad public support 
for a vigorous policy of the Dominion in the field 
of social welfare. In domestic affairll it contented 
itself with deta.iled modifications and amplifications 
of old-established national policies. 

AICefldancy of Provincial Govem~p
men.t of provinciol ruource.s, aggremve lt.igh
way progra.ma and exten.Bil>n of welfa.re aervica 
greatly enhance their importance a.nd strengtlum 
their politica.liJ'Upport 

The provinces were not affected by war wearine. 
and there were many things to be done in the 
provincial sphere which solid majorities would 
support. The War had put a damper on provincial 
expenditures and many needs had accumulated. 
Each province proeeed.ed to meet them in 10 far 
as its resources permitted. The national develop
mental policies, expressed in railways and canala, 
were at a standstill, while new provincial programa 
of development, expressed in highways and water
power, were in the ascendant. 

An immediate result of this extended range of 
activity was to add to the prestige and power of 
the provincial governments. The provinces owned 
the natural resources which had become immensely 
valuable through the development of new tech
niques. A tribute to their new importance waa 
the determination whieh the Prairie Provinces 
displayed in this period to get control of their 
natural resources.• Labour and capital began to 
depend on provincial highway and other develop
mental programs for jobs, contracts, and vario111 
industrial opportunities as they had formerly been 
dependent on railway construction and the achemes 
of development initiated by the Federal Go.
emment. The "new men" of the period, the 
adventurous figures who discovered and developed 
the wealth of the Pre-Cambrian Shield, exhibitins 
all the vigour and aelf-eonfidenee of a risinc eta., 
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ILS1!0ciated themselves, as a rule not with federal 
politics but with those of the provinces where the 
key to their interests and aspirations lay. 

Moreover, provincial governments assumed a 
larger importance in the daily lives of the people. 
At the Dominion-Provincial Conference of 1927 
Premier Taschereau pointed out that "the prov

.inees were more in contact with the people, 
educating them, building their roads, and looking 
after their health." From the point of view of the 
recipients, they became also the donors of old age 
pensions; they provided mothers' allowances and 
minimum wage legislation. The popular basis of 
provincial political power was being solidly laid at 
a time when the Dominion was losing its intimate 
touch with the people, and when its developmental 
projects no longer gripped the imagination and no 
longer gave increasing employment to labour and 
capital. Instead the Dominion was intensively 
engaged in making vexatious levies for the payment 
of old debts. 

The combined effect of these factors was to 
elevate the provinces to a new position in Dominion
provincial relations.. The control over the public 
domain, the jurisdiction over public welfare, and 
over those economic matters in which the courts 
had sustained them, took on new content and 
significance. The provinces, which had once been 
compelled to struggle to escape complete domina
tion by the Dominion, had come into a goodly 
heritage of their own. 

Federal Conce&rioniJ to Provimial Claims-Mari
timll claif113, natural reMJUrcu quution, wat 67'

power, Dominion-Provimial Conj~~Tence, 19e7 

The common interest in western development 
had, for twenty-five years, continuously strength
ened East-West bonds of unity. In the twenties 
a variety of regional interests began to compete 
seriously with this common interest. British 
Columbia and the Central Provinces acquired 
important direct contacts with external markets 
which lessened their dependence on internal 
market& The political revolt in the immediate 
~Wa.r years of western agriculture against the 
old line political parties has already been noted. 
The continuance of the post,-Wa.r depression in the 
Maritimes up until 1925-26 seemed to argue that 
the national economic integration was of little 
advantage to the Maritimes and they attacked 
rather t.han supported the operation of the national 
policies on which it wa.s based. 

The severe economic difficulties under which the 
Maritimes laboured in the early twenties aroused 
profound dissatisfaction, particularly after the 
contrast of marked recovery in the rest of Canada 
became apparent. By 1924 these adverse condi
tions produced a formidable movement for the 
vindication of "Maritime Rights", led and directed 
by the business interests of the region. Economic 
conferences called at Moncton and Charlottetown 
in 1925 studied a wide range of economic problems 
and gave eKtended publicity to their final resolu
tions. While the formulated demands called for a 
solution through federal action, there were some 
who advocated secession from the Dominion as the 
only el!Cape from an intolerable situation. 

The economic and financial distress of the region, 
combined with the vigour of the agitation, led in 
1926 to the appointment of the Duncan Commis
sion to investigate Maritime claims.. The Province 
of Nova Scotia filed a comprehensive brief, dealing 
in detail with the whole range and history of 
Dominion-provincial rela.tions as they affected the 
Maritimes. New Brunswick and Prince Edward 
Island accepted it as the basis of their case. All 
this material was marshalled together in a single 
volume for the purpose of proving that the Mari
times had never obtained the substance of the 
benefits promised them at the time of Confederation 
and that consequently they had never enjoyed a 
welfare and prosperity comparable to those of other 
parts ·of Canad11. The brief maintained that the 
Maritimes had never received their promised share 
of the internal commerce which the union was 
designed to promote and that this failure flowed 
from the fact that the national transportation and 
tariff policies of the Dominion had been framed 
and enforced in callous disregard of the rights of 
the Maritimes,. 

It is not the present purpose to consider the 
justice of these claims nor to discuss the measures 
of amelioration which the Commission proposed. 
It is rather to draw attention to the political 
ilignificance of the agitation. An entire region of 
the Dominion, moved apparently by a common 
sense of injustice, protested against the inequitable 
operation of the national policies. Whatever rights 
may have been involved, the plight of the Mari
times was serious. A region, suffering from these 
difficulties and animated by a sense of injustice, 
found that its most immediate interest in national 
affaira was to secure some recognition of its 
regional troubles. 



By the time the Commission on Maritime claime 
bad reported the long-continued agitation of the 
Prairie Provinces for control of their n&tural 
resources had become very insistent. It is signifi
cant that at the Dominion-Provincial Conference 
of 1927 where both questions were considered, the 
Maritime Provinces and the Western Provinces 
supported each other's cla.ime. The older provinces 
had retained the ownel'tlhip of the natural resouroea 
within their boundaries but the Dominion, under 
the Manitoba Act, had reserved the western Iande 
"for the purpoees of the Dominion". Dominion 
control of these lands had been the foundation of 
the national policy of western settlement and ae 
well of the policy· of a transcontinental railway. 
As settlement was now well advanced, it was 
plausible to a.rgue that the purpose of the 
Dominion had been achieved, and that the Iande 
might now be transferred to the provinces. How
ever, the Prairie Provinces were not content merely 
to secure control of the public lands. In this period 
of regional demands on the Federal Government, 
they insisted that the retention of the westem 
natural resources had always been a violation of 
certain inherent "provincial rights" which ante
dated and were in no way abrogated by Confedera.
tion. Accordingly, they claimed that the provinces 
were entitled to ask the Dominion to account for 
all the material advantage it had derived from the 
lands after 1870. They, therefore, sought an 
accounting from the Dominion on this basis. 

The Dominion Government conceded the sub
stance of these cla.ime in 1928, when after a confer
ence with representatives of the Government of 
Manitoba it agreed that Manitoba should be 
"placed in a position of equality with the other 
provinces of Confederation with respect to the 
administration and control of its natural resources, 
as from its entrance into Confederation in 1870". 
The Turgeon Commission was appointed to "inquire 
and report IS to what financial readjustments should 
be made to this end". The Commission interpreted 
this as an instruction to estimate whether "Mani
toba is in u good a financial position IS she would 
probably have been in had her right to the admin
istration and control of her natural resourcee been 
conceded from the beginning". The inquiry wu 
directed towa.rd reaching eome kind of an estimate 
as to whether the alienation of Manitoba Ianda 
"for the purpoeee of the Dominion" u set out in 
the Ma.nitoba Act had ea.used loss to the Province. 
Alienation of lands for public purposee within the 
Provinc:oe wu regvded by the Commission u afford
ing but a slight basis for elaima for compensation. 
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"We are placing", lllid the Com.m.Biou. in ita 
report, "a light appraisal on the lOtB to the 
Provincial Government in respect to homestead 
land." There waa, it was held, no basis· for a 
claim of compensation for land given to aid the 
construction of branch lines within the Province. 
For Jande allotted to the Canadian Pacific Rail
way for the construction of ita main line outside 
the Province, compensation was held to be due. 
The Cornrnislli.on, by an intricate and ingenious 
ealeulation, estimated the cost of these alienations 
to the Province and made an awa.rd. A similar 
procedure wu followed with respect to the cla.ime 
of Saskatchewan and Alberta;1'7 and Commissions, 
headed by Mr. Justice A. K. l>ysart, made awa.rdll 
to these Provinces upon the precedent set by the 
Turgeon Commission in the case of Manitoba. 
The transfer of the natural resources to the Prairie 
Provinces had important symbolic significance. n 
ma.rked the completion of the great effort of 
the Dominion to achieve nation-wide expansion 
through national direction of western settlement. 
The success of the Western Province& in getting 
the Dominion to account for its stewa.rdship u 
well u the recognition of the claime of the Mari
times announced a new era in Dominion-provincial 
relations, an era. in which regional disparities, 
regional diffieulties, and regional ambitions became 
a principal concern of federal polities. 

Another Dominion-provincial issue of import
ance in the latta' years of the decade wu that 
of the development of the St. Lawrence Seaway 
Canal Proposals for development for navigation 
and power purposes were under consideration ae 
early u 1920. Quebec, however, opposed the 
development of navigation lest it prejudice the 
port of Montreal, while both Ontario and Quebec 
opposed development of power by the Dominion, 
elAiming that water power within the provinee, 
even in navigable waters, wu a Jnatter of 
provincial ownership and jurisdiction. Requesa 
were made at the Dominion-Provincial Conference 
of 1927 for reference of the question of jurisdiction 
to the Supreme Court of Canada, and the following 
year the Dominion referred ten eta.ted questione 
to the Court, but owin1 to the generality of the 
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questions the answers were far ffom conclusive. In 
the meantime the Quebec Legislature had gi'anted 
a private corporation a chartCJ:' fof a powCJ:' canal 
on the Soulanges section of the proposed seaway 
development. Although the company subse
quently had to apply to the Dominion for pCJ:'mis
aion to divert watCJ:' from Lake St. Francis, the 
undertaking wu begun and, after the opinion of 
the Court wu delivCJ:'ed, permission for the divCJ:'
sion was given by the Dominion. The discussion 
in Parliament on the pCJ:'mit indicated that, despite 
the inconclusiveness of the opinion of the Supreme 
Court on the matter of jurisdiction, the Dominion 
had substantially conceded the provincial claims to 
ownership and control of watCJ:' powCJ:' in. navigable 
waters. 

During the twenties the method of amending 
the Constitution for the first. time became an issue 
between the Dominion and the provi:ftees. The 
method of amending a fedCJ:'al constitution is 
always difficult to work out, but the problem had 
been finessed in 1867 by omitting from the British 
North America Act all refCJ:'ence to amendment and 
thus leaving amendment to the enacting authority 
-the ImpCJ;ial Parliament. The change of status 
of the Dominion during and after the Great War 
gave rise to a widespread demand in the twenties 
for the transfer of the powCJ:' of amendment to 
Canada. This inevitably raised the question of 
method and at the very time that the prestige of 
the provinces was in the ascendancy. The British 
North America Act had been amended six times, 
but on one occasion only-that of 1907 which 
concerned provincial subsidies-had the provinces 
been consulted. At the Dominion-Provincial Con
ference of 1927 the Dominion Government raised 
the question and reCommended that Canada should 
have powCJ:' to amend her own constitution, that 
the provinces should in all cases be consulted, and 
that for the amendment of a number of specified 
matters deemed fundamental the consent of all 
provinces should be required, but. that in other 
matters the consent of the majority would be suffi. 
eient. Despite the consideration given to provincial 
sentiment, the proposal failed to carry, because of 
disagreement as to method and because certain 
provinces were opposed to any change in pfocedure. 

A significant contribution was latCJ:' made to the 
litCJ:'&ture of constitutional theory (and hence to the 
controversy over methods of amendment) by the 
Government of Ontario when the Statute of West-
minster, which was to formalize certain of the 
findings of the lmpCJ;ial ConfCJ:'enees of 1926 and 
1929, was under discussion. Ontario opposed 

adoption of the Statute by the Donrlnion without 
consultation with and approval by the provinces 
on the ground that the Statute was in effect an 
amendment of the British North America Act, and 
that this Act was a compact between the provinces 
and as such could not be amended without their 
conilent. Following the election of 1930 the new 
Government called a conference of the provinces 
and secw:ed their approval of the Statute, thereby 
seeming to admit the validity of Ontario's argument. 

No less significant than the apparent retreat of 
the Dominion on various constitutional matters 
were the growing demands for the expansion of 
provincial revenues at the expense of the Dominion. 
The Duncan Commission, as already noted, found 
that the Maritime Provinces were in a serious 
condition of fiscal need and recommended on one 
ground or another substantial increases in subsidies 
to these Provinces. The demands of the Prairie 
Provinces for the return of their natural resources 
were obviously aimed not only at establishing the 
constitutional equality of these provinces but at 
inCJ:'e8Sing their revenues as well. The Dominion
Provincial Conference of 1927 was the occasion for 
warnings from British Columbia of its difficult 
financial position, as well as for general demands, 
from virtually all provinces, for increased subsidies 
and for grants for such matters as highways and 
technical and agricultural education. The Confer
ence also heard demands for enlarging the provincial 
tax base, British Columbia urging that the 
Dominion should withdraw from the income tax 
field, Manitoba that the provinces should be 
gi'anted a fixed percentage of customs and excise 
taxes. All these incidents and demands were 
symptomatic of the narrow margin of safety in 
which the provinces were finding themselves, and 
indicated that any serious renewal of economic 
difficulties would incresse their demands upon the 
Dominion. 

Conclusions 

Throughout this period the provinces were 
politically aggressive in undertaking new activities, 
in advancing their own affairs, and in securing 
concessions from the Dominion. In their diffi
culties, in their ambitions and opportunities, as 
well as in the disparities between them, several 
sets of common interests of a regional character 
emerged. These regional forces served to weaken 
the common interest in a national integration based 
on wheat. In the general prosperity of the twenties, 
which provided an expanding national income, the 
regional interests WCJ:'e harmonized amicably with-



out serious friction or serious sa.crifi.ce and the 
provinces were able, with more or less difficulty, 
to carry the new responsibilities they had assumed. 

But the great depression which began at the end 
of the period, and which will be described in the 
next chapter, was to widen greatly the disparities, 
and to reveal both the insecurity of the foundation 
on which prOBperity had been based, and differences 
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of interest which were extremely difficult to recon
cile under conditions of sharply falling revenues. 
These differences of interest were to assume a new 
l!i.gnificance in an era of depression, when weaker 
provinces, overwhelmed in the struggle to carry 
new and old responsibilities, were to become financial 
wards of the Dominion, and the strongest prov· 
inces stood to gain by enlargement of provincial 
autonomy. 
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Cl:uPn:a VI 

THE DEPRESSION 

1. w OBLD DEPI!ESSION AND RECOVERY 

Ec011.0mic Dislocations in the Post-War World
Effects of the War, peace treaties and techno
logical changes required basic readjustments in 
international economic relations 

The economic progress of the world during the 
twenties was impressive. Between 1920 and 1929 
the per capita world production of primary 
commodities, and of manufactured goods rose 31 
per cent and 38 per cent respectively. The 
quantum of world trade per capita increased by 
at least 30 per cent. It is remarkable that these 
striking advances in the world economy were 
possible while serious structural weaknesses con
tinued to exist and were even intensified. 

The war-stricken world of 1920 faced an economic 
order which was drastically changed from that 
which obtained prior to 1914. The demands of 
the conflict, the terms of the peace treaties and 
technological changes greatly altered the basis of 
interoational economic relations. There was a 
very substantial increase in the production of 
foodstuffs and raw materials in overseas countries. 
The manufacturing industries of the United States, 
the British Dominions and Japan received a strong 
impetus from the War-time decline in European 
exports. During the twenties machine methods of 
production spread throughout the world with 
increasing rapidity. Non-European countries were 
in the better position to· benefit from important 
technological improvements and assumed the 
leadership in the production ·of automobiles, 
electrical appliances, radios, and the new textiles. 
New sources of power weakened the influence of 
coal as a dominant factor in thll localization of 
industry. Northwestern Europe languished while 
one of its basic natural advantages was disappearing 
and areas with abundant supplies of water-power 
and petroleum came to the fore. 

The shifts in manufacturing production were 
accompanied by equally important shifts in the 
production of cereal foodstuffs and industrial raw 
materials. The mechanization of agriculture 
greatly altered the competitive balance between 
the European peasant and the l.argiHIC&le special· 
ised farmer in overseas countries. The tractor, 
the combine, power-driven machinery, and the 

motor truck were most effective on the semi-arid 
plains of America and Australia. Between 1914 
and 1930 the number of acres of improved land 
per person engaged in agriculture on the Canadian 
Prairies rose by about 50 per cent. As a result 
of the War and lower costs in overseas countries, 
Europe's contribution to the total world (except 
Chinese) production of wheat fell from 56 per cent 
in 1909-13 to slightly over 40 per cent in 1926-29. 
During the same interval the European production 
of all cereals, sugar and potatoes decreased from 
43 per cent to 39 per cent of the world total. The 
pre-War situation with respect to the geographical 
sources of industrial raw materials and the relative 
costs in the different areas was likewise greatly 
altered by technical improvements and new 
di~coveries. In 1913 about 50 per cent (in value) 
of the world's non-ferrous metals, were produced 
in America. and Africa; by 1929 this proportion 
had risen to nearly 70 per cent. The share of new 
countries in the total physical output of petroleum 
timber, newsprint, wood-pulp and vegetable oil~ 
showed similar increases. Furthermore the com
petitive relationship between old and new producers 
of bulky foodstuffs and raw materials was strongly 
affected by the abnormally depressed ocean freight 
rates of the twenties. In terms of the general price 
level, tramp steamer freights were fully 30 per cent 
below the pre-War rates. The opening of the 
Panama canal greatly shortened the distances of 
Pacific countries from Europe and the eastern 
shores of America. The substantial reductions in 
the costs of shipment brought many newly 
developing areas within the scope of the world 
market and increased the flow of heavy commodi· 
ties to distant importers. These changes had 
wide-spread repercussions, but perhaps none was 
more significant than the increased pressure upon 
the peasant farmers of Europe. 

The readjustments in international economic 
relations required by the rise of manufacturing in 
overseas countries, technological improvements 
and reduced costs of transportation were intensified 
by the post-War situation in international finance. 
The nature and the net balances of international 
indebtedness had greatly changed. A large propor
tion of the debts were for unproductive purposes. 
The financial world was entangled in a maze of 



inter-governmental War debts and reparations. The 
United States emerged from the conflict as the 
world's eecond largest creditor, Germany as the 
largest debtor. The pre-eminent position of 
London as the regulator of the international gold 
standard by virtue of being the clearing centre of 
international transactions, the greatest lender on 
foreign account and the largest free import 
market, was immensely weakened. Its rivals, New 
York and Paris, played increasingly important 
parts, but neither had the experience or willingness 
to follow the long-range policies necessary for the 
maintenance of stable international monetary con
ditions out of which a rising volume of world trade 
could develop. International lending during the 
post-War period was sporadic; much of it was to 
governments which squandered the money on ill
advised and unproductive projects. The large 
proportion of short-term loans in international 
indebtedness added further to the instability of 
foreign investment. The restoration of the gold 
standard had brought with it the problem of 
undervalued (the United States dollar, the French 
franc and the Belgian helga) and overvalued (the 
British pound and the Italian lira) currencies. The 
strain resulting from the failure of national price 
levels to become adjusted to the re-established gold 
parities was temporarily relieved by the expedient 
of short-term borrowing. This factor, together with 
the general feeling of uncertainty and the develop
ment of the gold exchange standard, created a 
large volume of liquid funds which flowed nervously 
back and forth across the international exchanges. 
The solvency of important monetary centres came 
to be dependent upon a thin thread of confidence 
which temporary setbacks, political disturbances or 
rumours would quickly break. 

Failure to Achieve Solutions to International 
Proble~esort to national controls and 
temportJr11 makeshifts; development of agri.
cultu.ral crisis and over-extension of raw 
material production 

The widespread economic dislocations and the 
unstable condition of international finance which 
were the outcome of war and of technical progress 
required substantial readjustments and a new 
integration of the economic world. They required 
.. .xtensive reallocations of resources, alterations of 
wage and price levels, a reduction of restrictions 
on trade and the saerifice of vested interests. The 
magnitude of the changes involved was such that 
they could only be accomplished with international 
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eo-operation to lower tariff barriers, maintain 
stable exchanges and make capital available. 
However, the efforts to achieve international 
eo-operation failed dismally in the economic sphere 
as in the political. Nations sought the solution 
of these problems by the use of their own national 
controls and national policies. All the weapons in 
the arsenal of economic autarky were brought into 
play. Weak positions were protected, high cost 
producers were kept in production and obsolete 
equipment was preserved by rising tariffs, import 
quotas, cartels, government subsidies, "rationaliza.. 
tion", restriction schemes, stabilization of prices, 
etc. A large part of the economic history of the 
first post-War decade chronicles superficial efforts 
to defy serious underlying dislocations. Europe 
struggled desperately to regain her pre-War posi
tion in an economic world which was greatly 
changed. This was particularly the case in agri- , 
culture. The peasant populations of Europe who 
in many instances formed the backbone of the 
state and whose political and social importance 
was great in all countries could not be sacrificed 
on the altar of cheap food. The consequences of 
the readjustment to the revolutionary increases in 
output and decreases in the costs of production in 
overseas countries were too drastic. This circum
stance, together with the rising barriers against 
European exports of manufactures and the desire 
for self-sufficiency arising out of the fear of war, 
produced an extreme form of agricultural protec
tionism. The boundary revisions of the peace 
treaties intensified the harmful effects of this 
policy. Eight small states, each with its own 
currency and customs sovereignty, were carved out 
of three large empires. The economic system of 
Austria-Hungary, based on regions which "had 
grown up in mutual interdependence in the course 
of centuries", was broken into small parts and 
choked with tariff barriers. Aa Europea.n output 
expanded behind customs restrictions, and produc
tion in overseas countries continued to increase on 
the basis of na.tural advantages, a major crisis in 
world agriculture developed. 

The unbalanced agricultural situation was accom
panied by an increasing deterioration in the posi
tion of the raw mater.ials. The old high-cost 
producers everywhere were threatened by new 
supplies and new processea. Obsolete or sub
marginal capacities were not withdrawn from 
production but were maintained in production by 
artificial means. For commodity after commodity, 
prices were artificially maintained or raiaed to 
bolster up uneconomic enterprises. None of the 
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various stabilization or restriction schemes had 
control over the total output and these attempts 
at increasing or fixing prices in the end served only 
to induce an a.bnormal expansion of production on 
the part of the non-restricted or non-conforming 
producers. Between the beginning of 1925 and the 
beginning of 1930, world stocks of twelve important 
ra.w materials rose by 40 per cent. During the same 
period world stocks of agricultural products 
increased by 50 per cent. These stocks hung 
menacingly over the markets ready to come down 
upon the price structure like avalanches. 

The policies of creditor countries contributed 
much to the accumulating weaknesses in the 
structure of the world economy during the twenties. 
The attempt to collect increasing interest payments, 
to sell more and buy less, encounters an arith
metical impossibility. The unwillingness of the 
United States and France to lower, or even to 
stabilize, their tariffs so as to adjust their Import 
balances in a manner consistent with their creditor 
positions produced an increasing disharmony 
between the flow of world trade and the require
ments of international indebtedness. As the debts 
of borrowing countries rose it became continuously 
more difficult for them to export goods of sufficient 
value to meet the interest charges. They were 
forced t{) attract short-term funds by high interest 
rates and to lose their gold reserves with the result 
that their · monetary systems were placed in an 
extremely weak condition. The strain was partic
ularly great in Germany and in a number of 
agricultural countries especially those of south
eastern Europe. 

The post-War world failed utterly to achieve 
a satisfactory compromise between the advantages 
of international specialization and national stability 
and security. For a time world economic activity 
and trade rose sharply because international 
lending and the constant renewal and increase of 
short-term balances filled the gaps in the balances 
of payments, because boom conditions were main
tained by reconstruction in Europe and by the 
demand for investment and durable consumers' 
goods in the United States, and because heavy 
capital expenditures were being made for the 
exploitation of natural resources in new countries. 
However, by 1929 these temporary makeshifts and 
stimulants began to play out. The reconstruction 
boom in Europe was virtually completed. After 
the middle of 1928, international lending con
tracted rapidly. It became increasingly evident 
that productive capacities in a number of raw 
material industries were seriously over-ext~nded. 

Cereal prices were sagging and the agricultural 
crisis was imminent. At this conjuncture, a 
spectacular stock market boom in the United States 
sucked short-term funds to New York thus creating 
a world-wide stringency of credit. When this boom 
collapsed the catastrophe was at hand. 

World Depression--c688ation of inteT111Jtional 
lending; stran(l'Ulation of trade; breakdown of 
gold standard&; sharp and disproportiooote 
decline in raw material prices; severity of 
impact on debtor countries and exporters of 
primary products 

In the United States confidence was severely 
shaken by the collapse of the stock market and 
the tremendous activity in capital investment was 
abruptly curtailed. The contraction of interna
tional lending, the attempt of creditors to recall 
their short-term funds and the general monetary 
tightness, put a heavy strain on the balances of 
plj.yments of debtor countries. Germany was 
forced to cut down her imports sharply. Other 
debtors, who were mainly agricultural or producers 
of raw materials, were obliged suddenly to increase 
their exports. It was not long before many of the 
control schemes broke and loosed a flood of goods 
on the market. Russia reappeared as a big seller 
of raw products, chiefly wheat and timber. While 
the pressure upon the world market for agricul
tural goods and other raw materials was rising, 
Europe's ability to export manufactures to the 
United States and, therefore, to import foodstuffs 
and raw commodities was drastically curtailed by 
the Hawley-Smoot Tariff (1930). In order to 
protect their precarious financial and foreign 
exchange positions, or to shield the livelihood of 
their peasant populations, European countries 
imposed insurmountable duties and other restric
tions upon the importations of foodstuffs. The 
impact of increased supplies upon mounting trade 
barriers and decreasing consumption resulting from 
the world-wide decline in investment produced an 
unprecedented fa.ll in the prices of agricultural 
products and raw materials. In particular, the 
reduction of lending, weak and exposed monetary 
systems, and the general heightening of tariffs 
concentrated the full force of the depression upon 
those surpluses of goods which had to find an 
international market. Eventually, practica.lly 
every country, creditor and debtor alike, had to, 
or chose to, make its adjustments not by an increase 
of trade, but by a reduction of imports. 



Between 1929 and 1931 the value of world trade 
fell by 42 per cent. The drastic effects and uneven 
character of this decline are indicated by the 40 
per cent drop in the export prices of seven leading 
overseas agricultural and raw material producing 
countries, compared with but a 15 per cent drop 
in the prices of their imports, which were mainly 
manufactured goods. The disparity revealed by 
this relation was one of the most characteristic 
and disruptive features of the world depression. 
The number and importance of the rigid elements 
in the economic system had greatly increased. The 
relative decline of equity investment in favour of 
bonds, and the extension of large-scale corporate 
enterprise added substantially to interest and other 
fixed costs. Wage rates acquired almost the 
rigidity of contractual interest charges. The 
elaborate economic overheads and frills that go with 
a rising standard of living proved to be particularly 
inflexible. The invariable costs were translated 
into administered or rigid prices most readily in 
the manufacturing and distributive industries 
where monopolistic conditions are most prevalent. 
The cartels were far more effective than their 
counterparts, the restriction or stabilization 
schemes for the raw materials. The producers of 
manufactured goods and the distributive trades, 
countered the declining demands by restricting 
output and maintaining prices; the primary indus
tries, where small-scale individual enterprise is most 
general, tended to increa8e output against sharply 
falling prices. The former discharged their 
employees thus creating the problem of mass 
unemployment; the latter had to reduce drastically 
their standards of living and to default on many 
of their debts. 

The divergence between the prices of raw 
materials and those of manufactured goods was a 
general phenomenon. It produced serious disloca
tions between the primary and secondary producers 
in nearly every country and placed a severe strain 
on the economic relations between raw material 
countries and those which exported finished goods. 
Between 1929 and 1931 the cost of the imports of 
the former rose approximately 30 per oent in terms 
of their exports; in two years the rea.l burden of 
servicing their external debts increased by about 
40 per cent. These abrupt changes quickly caused 
a number of breakdowns in the mechanism of 
international finance. Australia, New Zealand, and 
most of the L&tin American countries were soon 
forced off the gold standard. The failure of the 
Austrian Kredit--Anstalt in the spring of 1931, 
1rh1ch revealed the precarious situation in South-
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eastern and Central Europe, started a succession 
of financial crises which sent the world headlong 
down the incline of depression. There was an 
immediate drive to liquidate the short--term foreign 
loans in Central Europe, especially Germany. The 
run on foreign funds brought on the failure of a 
number of important German banks, and the entire 
German financial system began to totter. In order 
to prevent complete collapse, Germany instituted 
a rigid control of her foreign exchange, obtained 
a "standstill" agreement with her short-term 
creditors delaying the withdrawal of funds, sought 
and secured a postponement of reparation pay
ments and imposed further restrictions upon 
imports. Standstill agreements and similar 
measures were applied in other Central European 
countrie11. Following these events the financial 
crisis shifted to London. 

The overvaluation of sterling and Britain's 
declining share of world trade had progressively 
weakened her financial position. Partly as a result 
of this condition London was both a large borrower 
and lender of short-term funds. As the general 
uneasiness became acute, foreign deposits were 
rapidly withdrawn from London. These with
drawals were possible only so long as British loans 
in Central Europe could be liquidated. When these 
became "frozen" the drain could no longer be met 
and the pound was forced off the gold standard. 
The British abandonment of gold in September, 
1931, was temporarily at least, a severe blow. 
Credit conditions tightened everywhere and inter
national lending ceased altogether. The sharp fall 
in the gold value of the monetary unit of the 
biggest import market in the world pushed prices 
in terms of other currencies, particularly prices of 
foodstuffs and primary commodities, further down 
the deflationary spiral. The pressure on debtor 
countries and on exporters of raw materials and 
agricultural commodities was intensified. This 
brought another wave of nationalistic measures to 
protect the exposed economic and financial struc
tures against collapse. Many of the countries 
which had close economic relations with Great 
Britain, namely the Scandinavian countries, most 
of the British Empire, Egypt and Portugal, followed 
her off the gold standard immediately. Between 
September, 1931 and the middle of the next year, 
seventeen countries departed from gold. Nearly 
thirty countries established controls over their 
foreign exchanges. The disorganization of inter
national finance and the continued decline in gold 
prices were accompanied by an inerease in restric
tions to trade.. In addition to the ra.iaing of t.ari1fs 
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in nearly every country on the globe, there was a 
virtual stampede in the adoption of import quotas, 
licensing systems, import monopolies, milling regu
lations, etc. Great Britain, long the stronghold of 
free trade, succumbed to a system of moderate 
protection. Under the growing paralysis caused 
by these measures the value of international trade 
fell precipitously. The economic world lay pros
trate and apparently helpless under a succession of 
disasters. 

By 1933 the value (in terms of pounds sterling) 
of world trade had fallen nearly 50 per cent from 
the level of 1929. About half of this contraction 
was due to the fall in -prices and half to the 
shrinkage in volume. These decreases, because of 
their nature, fell with particular severity upon the 
debtor countries and the exporters of primary 
commodities. In order to maintain solvency 
supplies were pressed upon the export markets 
intensifying the disproportionate decline ·in prices. 
The volume of world trade o! foodstuffs and raw 
materials dropped only 15 per cent, compared with 

· a decrease of 40 per cent in manufactures. The 
prices of the former, however, fell about 15 per 
cent lower (from 1929) than the latter. The effects 
upon agricultural exporters of import restrictions 
and the attempts to attain self-sufficiency are 
illustrated by the fact that, while in 1933 the total 
world production of foodstuffs was slightly greater 
than in 1929, world trade in these commodities 
had fallen by nearly a fifth. The agricultural 
crisis together with the strangulation of trade and 
the widespread dislocation of the international 
exchanges were the major factors contributing to 
the unusual severity of the depression. At the 
bottom of the decline· world industrial production 
had fallen 37 per cent from 1929. Three out of 
every ten of the world's industrial wage-earners 
were out of work. 

Recovery-failure of international efforts and 
intensification of economic Mtionalism 

It seemed to be impossible to overcome the 
international economic anarchy which so intensified 
and prolonged the slump. The failure of the World 
Economic Conference of 1933 emphasized the 
apparent futility of the attempts to promote 
recovery through international co-operation. Each 
country turned to its own national policies to bring 
about economic revival Everywhere defences were 
thrown up to shield the national economies against 
depressing or limiting external influences. Great 
Britain sought to stimulate recovery by a policy 
of easy money behind an exchange depreciated 

against the gold bloc, encouragement to home 
investment by the restriction of foreign and gov
ernmental assistance to housing, moderate protec· 
tion to industry and protection and subsidies to 
agriculture. The Scandinavian countries and the 
British Dominions likewise tried to promote easy 
money, price raising and investment, behind 
depreciated exchanges and greater restrictions 
against imports. The United States endeavoured 
to raise the internal price level by increasing the 
price of gold; to remove the disparities between 
agricultural and industrial prices by restricting 
farm output to domestic requirements; to spread 
employment and raise wages by shortening hours, 
regulating competitive conditions, and strengthen
ing the power of organized labour; to promote 
investment by credit expansion and easy money; 
and to increase consumers' purchasing power by a 
gigantic program of government spending. In 
contrast to the expansionist policies of the nations 
with depreciated currencies, the gold bloc countries 
(chiefly France, Switzerland, Belgium and the 
N~therlands) attempted the vigorous program of 
deflation demanded by the maintenance of the 
gold standard. As the deflation continued con
fidence waned, the depression deepened and tariffs, 
import quotas and import licences became more 
and more exclusive. The restrictive measures 
proved unsuccessful and eventually expansionist 
policies were adopted which forced the bloc to 
abandon the gold standard in 1936. The Central 
European countries, particularly Germany and 
Italy, used the methods of the totalitarian state 
to increase employment and to expand economic 
activity. Exchanges were rigidly controlled; 
imports were rationed; prices and wages were fixed; 
profits were limited; the direction of investment and 
industrial expansion were dictated by the state; 
huge public works and armament programs were 
undertaken. 

While the devices of national self-help were being 
employed to hasten readjustments and to promote 
recovery in individual countries, international efforts 
were put forth to improve the position of the raw 
materials which were sold on world markets. Old 
schemes were revived and new ones started, in 
some cases under the aegis of the governments 
concerned and in others merely by direct agree
ment among the producers. Eventually, nearly 
every important commodity was subject to some 
form of control. The newly constituted schemes 
generally had greater control over total output than 
those of the past and hence were able to achieve 
their objectives without the same unfortunate con-



eequences. Th&nka to rising demands they were 
able to work off surplus stocks and to engineer a 
considerable rise in prices. However, very few 
international difficulties were eo smoothly overcome. · 
The agricultural depression was relieved temporarily 
only by a eueeeBBion of disastrous droughts in North 
America. The most preBBing problems of interna
tional indebtedneBB were solved mainly by arbitrary 
and unilateral methods. A number of countries 
in Latin America and South Eastern Europe 
suspended the services on their external debts. The 
large inter-governmen-tal payments on account of 
War debts were defaulted. The attempt to collect 
reparations had to be finally abandoned. 

The national efforts, the reduction in the weight 
of unproductive debts, and to some extent the 
restriction schemes achieved a considerable success 
in promoting recovery. Expansionist policies and 
easy money helped to raise prices; inventories were 
depleted, capital equipment had worn out and 
needed replacement, technical improvements a.eeum
ulated, costs were reduced, the buying of durable 
consumers' goods revived in the United States and 
an armaments boom got under way in Europe. 

Economic Isolationism and Self-Sufficiency
reduced importance of world trade and 
unfavourable circumstances of debtor coun
tries and exporters of foodstuffs 

In 1937 world industrial production was greater 
than and world industrial employment was about 
equal to that of 1929. The price disparities 
between agricultural products and raw materials on 
the one hand and manufactured goods on the other 
had disappeared. However, during the eight years 
the structure of the world economy had changed 
significantly. The level of economic activity in 
Germany, Great Britain, Sweden and Japan was 
from 15 per cent to 40 per cent higher than in 
1929, ~hereas in the former gold bloc countries, 
the Umted States, and Canada it was still slightly 
lo"·er. While world manufacturing production and 
the production of industrial raw materials were 
nearly 20 per cent greater than the pre-depression 
peak, agricultural production was only 7 per cent 
greater; the production of non-ferrous metals was 
21 per cent greater; wood-pulp 38 per cent greater• 
el('ctridty 4! per cent greater. The new age of 
alloys, plastics, and !iynthetic textiles brought new 
industries and areas to the fore and left others 
mired in the depression. 
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By 1937 total world production was considerably 
&.hove that of 1929, but the volume of world trade 
was slightly lower. The divergence between world 
production and trade was particularly pronounced 
in the case of foodstuffs and manufactured goods. 
The world exports of wheat were one-third leBB 
t.nd those of finished articles about one-mth less. 
The absence of internt.tional lending, the height
ening of trade barriers as defences &.gainst depres
sion and the emphasis upon national efforts to 
promote recovery, reduced the importance of foreign 
trade in the world's economic life. ·This tendency 
was intensified by the struggle for sell-sufficiency 
which arose out of the deterioration of political 
relations between nations and the fear of war. 
The heavy expenditures on a.rmaments reduced the 
amount of foreign exchange available for imported 
foodstuffs and other consumers' goods. The choice 
between "guns or butter" was dictated first to the 
nations as a whole and then to their individuals. 
The universal limitation to standards of living, 
which was involved in the efforts to attain national 
security, and military power, fell with particular 
severity upon those who had the greatest stake in 
the advantages of international economic eo-opera
tion-the countries with an overwhelming depend
ence upon a few specialized exports. 

2. THE INCIDENCE OP THE DEPRESSION ON CANADA 

Impact of World Depression--its full force falls 
upon Canada's staple exports; the drastic 
slump in agricultural and raw material prices 

The implications of the nature and extent of the 
world depression to Canada are obvious. The 
effects upon this nation, wtlich obtains over one
third of its national income directly from abroad 
and two-thirds of whose exports consist of raw 
materials, were extremely drastic. For upwards of 
thirty years external influences and technical 
changes had played favourably upon Canada's 
resources and produced an era of almost unbroken 
expansion and prosperity. The Canadian economy 
had become delicately geared to the increasing 
foreign markets for foodstuffs, newsprint, lumber 
and minerals. For the production of these com. 
modities a large and expensive transportation 
system was built and huge amounts were invested 
in power projects, processing plants, implements 
and machines. Much of the capital required for 
the provision of this immense equipment was 
borrowed from other countries. The application 
of this capital and of advanced techniques to virgin 
resources became the principal basis of our eeonomie 
life. It involved a narrow specialization in the 
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production of a few export staples, heavy fixed 
charges, and a precarious dependence upon the 
commercial policies of other countries. 

As long as the conditions of international trade 
were favourable, specialization yielded a high 
standard of living and heavy commitments were 
undertaken with great confidence. Our social and 
economic institutions became closely related to the 
nature of the economy and rested on the condition 
of continuous expansion. When the bases for 
progress along the old lines disappeared and the 
full force of the world ,depression fell upon our 
specia.lized exports, the problems of adjustment 
were extremely difficult. Canada's political, public 
finance and economic organizations were not 
adapted to deal with sharp and prolonged economic 
reverses. When a specific and co-ordinated 
program was required, there was bewilderment; 
when positive action was needed there were only 
temporizing and negative policies; when a realiza
tion of the far-reaching effects of the altered circum
stances was demanded, there was but faith in the 
speedy return to the old conditions of prosperity. 

The general vulnerability with which Canada 
entered the world depression was intensified by a 
number of particular circumstances. The market 
situation for the two leading exports, wheat and 
newsprint, was especially weak. The unusually 
large world and Canadian wheat crops of 1928 
created a burdensome surplus which threatened a 
slump in prices even before the depression began.l 
As world agriculture was rapidly approaching a 
crisis, this factor was particularly menacing. By 
1929 Canadian newsprint capacity was over
extended and the price situation was very unstable. 
Since Canada supplied 40 per cent of the world 
exports of wheat and 65 per cent of the world 
exports of newsprint, she would suffer the full 
impact of unfavourable developments. 

In addition to the dark ouUook for the two 
principal exports, there was the over-extended 
condition of the internal credit structure. Canada 
was closely affected by the investment and 
speculative boom in the United States. Her citizens 
participated extensively in the New York stock 
market and assumed large capital commitments 
with typical North American optimism. These 
tendencies were facilitated by the nature of the 
Canadian monetary system which was without 

anchor and without control.2 Under the Finance Act 
the Canadian banks were able to extend their loans 
and increase the money supply without reference 
to the restrictions of the gold standard, which in 
fact had to be abandoned as early as the end of 
1928. Consequently, in the atmosphere of the 
time, credit was over-expanded giving rise to much 
speculative and inflationary activity. Wage
earners were thus drawn into the capital goods 
industries in undesirably large numbers and when 
the depression struck the problem of unemployment 
and the shock to confidence was all the more severe. 

The · decline in world economic activity and 
prices was immediately communicated to Canada 
and her weaknesses were quickly exposed. 

TABLE 41.-THE DECLINE IN ExPoRT PmCES AND 
EcoNOMIC ACTIVITY, 1929-33 

Tbo Export Indo of - Prices of Priooa of AU Indo• of lndu.uial 
17 Major Farm Wbolesalo ~.!~~- Produo-
Exports P:roductoCol Prices tionW 

1929 July ....... 100 100 100 100 100 
::~b":;mb(.i 82 70 00 93 80 

66 fJ! 80 87 74 m: bU::e.ni.Oi 62 u 74 83 M 
61 41 72 80 61 

1932 Juno ...... M 37 68 72 69 
1932 December 47 ao 86 87 62 

W Includes Whoot, Barley, Potatoea. Cb....,, Bacon a.nd Cattle. 
W Dominion BUI"e&u of Stathtice Iodu of Employment. 
W DomiDion Bureau ol Stalisticalndox o!lnduatria.l Production. 

It was the sharp fall in export prices which 
pushed Canada down the incline of depression. The 
level of export values was directly the basis of 
the income of a large section of the economy; it 
determined the incentives for capital investment 
and the size of the market for the protected 
manufacturing industry. When these values shrank, 
the repercussions were widespread. In twelve 
months (January, 1930 to December, 1930) the 
average of the prices of 17 major exports fell 30 
per cent; wheat was down 57 per cent, cattle 36 
per cent, copper 38 per cent, dried codfish 31 per 
cent, and lumber 20 per cent. The factors which 
were responsible for these sudden and drastic 
declines became increasingly unfavourable as the 
---;-;;:; .. uamination In the light of eontemporaey eonditiou of 
tho ratee charged from time to time on Finance Act advan
ngguUI that these ra.tel were not used u an instrument of credit 

:r,a:::r: :fd t:!ng:~:i!;n bcto,.~~~~== ~:'e:!J~ 
of l.dvan- wao not 8Ubjeot to tho l"eltriction of a gold reaerve. 
The Treuuey Board did not """"""' tho ~eopo.Wbili1:7 of enaurins 

· that the u.oee made of the Finanee Act were conaiotent with the 
requiremonto of a convertible eurreuey. Tho b&nkl, on tho other 
band, which eould take tho initiative of osp<mdiu$ the credit bue 
throqgh advance. of Dominion nota under the Fmauce Aet, wen. 
Wlder DO oblig&t.iOD to liN thiJ> initiati•o in mamtainiDI thO gold 
llt&lldard. Thwo the Fmanee Act did not provide Canada with the 
organisa t.ion needed to udertalut the t.uluo which the mainten-

~'!:.:J.:::. ~~:.r.;d.~~~PJ!ii:.....~ai! i":/!"'"' 



world depreaaion deepened. Agricultural products 
particularly were dealt a sueeession of bard blows. 
In 1930 the Germa.n, Italian and French ta.ri.tia 
against wheat were raised to the prohibitive levels 
of $1.62, $1.07 and 10.85 per bushel respectively. 
Law such duties were supplemented by all manner 
of quantitative restrictions which almost completely 
closed these important markets and decreased the 
export outlets by upwards of 150 million bushels 
a year. During 1930 the currencies of Canada's 
principal competitors in the wheat market, Australia 
and Argentina., began to depreciate rapidly. When 
Britain abandoned the gold standard and the 
monetary unit of the largest purchaser of wheat 
went to a discount in terms of Canadian dolla.re, 
Canada's disadvantages were intensified. By the 
end of 1932 the Australian pound and the Argentine 
peso were 46 per cent and 40 per cent, respectively, 
below their former gold parities. Furthermore, 
during 1930-32 RusSia suddenly pushed large 
supplies of wheat into the world market, the 
Danubian countries began to subsidize exports, and 
the United States Federal Farm Board started to 
unload ita stabilization holdings. In December, 
1932 the Winnipeg wheat price fell to 38 cents per 
bushel, the lowest in history. The agricultural 
problem was generally aggravated by the Hawley
Smoot Tari1f of 1930. During the twenties an 
important export business in cattle and potatoes, 
and a border trade in milk and cream was done 
'With the United States. The new ta.ri.ti rates put 
an end to these and the surplus production flooded 
the domestic market.s By February, 1933, the 
average of all Canadian farm prices had fallen 
nearly 60 per cent from 1929. 

Primary products other than those of agriculture 
sufl'ered similar, if not quite such drastic, price 
declines. The producers of lumber were especially 
affected by the sharp curtailment in construction 
activity. Furthermore, the free entry of lumber 
into the United States was terminated by the tariff 
of 1930 and the high duty impoeed by the Revenue 
Act of 1932. • In the British market the Canadian 
exporters faced increasing competition from Russia 
and the Baltic countries, which with the depreciation 
of their currencies after 1931, had an exchange 
advantage. 
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As in the caae of lumber, the exports of base 
metals were heavily dependent upon the world boom 
in ea.pital investment. When this boom broke and 
the buying of automobiles and electrical appliances 
was abruptly curtailed, the consumption of theae 
metals dropped preeipitously.l At the same time, 
a large amount of new, low-cost, productive 
capacity arising from projects initiated earlier, and 
based on improved proceseea and new discoveries, 
was just coming into operation. The cartels were 
unable to control output, stocks piled up and prices 
slumped disastrously. The 4 cents per pound duty 
on copper, imposed by the United States in 1932, 
depreciated c:urrencies, and the efforts of European 
countries to promote domestic production by means 
of tariffs, quotas and subsidies, contributed to the 
unfavourable circumstances. Canada, however, was 
in a relatively advantageous position. She had a 
virtual monopoly of nickel and a fixed price was 
maintained. Nearly all the copper, lead and zinc 
were produced as by-products of nickel, gold or 
silver, or vice versa. Furthermore, a number of 
large capital programs for new and extended mining 
and refining operations involving the latest low-eoet 
processes were just being completed as the deprea
sion broke. Nevertheless, with the fall in. copper, 
lead, zinc and silver prices to less than half of the 
1926-29 averages,export values contracted sharply. 

In the case of newsprint, 85 per cent of the market 
was in the United Statee where the depression was 
particularly severe. Between 1929 and 1933 United 
States consumption of new&print fell 30 per cent 
while Canadian productive capacity increased by 
nearly 20 per cent. Under the peculiar conditions 
of the newsprint market and the financial organiza.. 
tion of the Canadian newsprint industry these 
changes wrought havoc with the price structure. 
On the supply side there were relatively few and 
unorganized producers, each with a heavy bonded 
debt, to whom the maintenance of volume was 
extremely important.• The demand side was 
dominated by a few powerful organized buyers 
whoee requirements were decreasing. The eellerll 
had to keep up output in order to meet the large 
fixed charges and avoid bankruptcy. The buyers 
took advantage of this situation and becauae of 
mutual distru.st and divergent inte:n3sta, the Ce.na,.. 
dian prod11Ce1'11 were unable to maintain a united 
front against the united prearure of the buyen. 
Consequently, the price tended to be foroed dOWll 
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to the eut-of-poeket operating costs leaving little 
• no margin for fixed interest charges. In 1933 
tile Canadian newsprint industry was working at 
53 per cent of rated capacity, the price T had fallen 
nearly 40 per cent (from 1929), and seven companies 
representing 50 per cent of the total Canadjan 
capacity had defaulted on their indebtedness and 
were bankrupt. . 

The depression added greatly to the unfavourable 
circumstances which have long harassed the Atlantic 
fishing industry. Beginning in 1930 the world's 
largest importers of dried cod, Spain, Portugal and 
Italy, imposed prohibitive trade restrictions which 
severely curtailed consumption. The purchasing 
power of Canada's important outlets in the Latin 
American countries, which was tied to coffee and 
sugar, was drastically reduced.S In these markets 
there was also increasing competition from the 
subsidized exports from Europe and from the 
British, Norwegian and Icelandic producers whose 
currencies had depreciated further than the Cana
dian dollar. The trade agreement (1926) with the 
British West Indies was of little assistance to the 
Nova Scotia fishermen since Newfoundland enjoyed 
the. same preferences. . Furthermore, this treaty 
wh1ch transferred Canadian sugar purchases entirely 
to Empire sources,o practically closed Canada's 
important outlet for fish in Cuba. The fresh fish 
trade with the United States and Central Canada 
suffer.ed considerably from the low prices for 
subst1tute foodstuffs, meat, eggs and dairy products. 
At the bottom of the depression the average of 
the export prices of Canadian fish was cut in half· 
the price of dried cod was down nearly 70 per cent. 

By 1933 the average of all Canadian export 
prices (except gold) had fallen 40 per cent from 
1929. This drop was nearly one-fifth greater than 
the fall in the cost of imports and 10 per cent 
greater than ~e fall in the general wholesale price 
level. The Important staples of agriculture and 
Atlantic fisheries suffered th~ most drastic declines. 

TAIILI!l 42.-CANADIAN EXPORT PRICES 1929 33 I -
All Ne,.. 

.. Dried - EIJ>orie Wheat Ca\tle Lumber Coppet Cod-
(eLIIOld) prin~ fish 

1920 .• 100 100 100 100 100 100 100 
1030 •• 84 10 ·rrt 87 100 75 82 
1931.. 66 41. 59 75 91 50 56 
1932 .. 110 •• .6 67 79 38 41. 
lilA .. 10 .a n· 68 93 41. 42 

'F .o.b, CIUiadiq urlllo. 
1 Between 1929. and 1933 t.loe ""J)Jrla of raw oogar ft'Om Cuba 

fell from U7.S .Dllllion to $39 millioD, and eoJiee from Jlruil feU 
from $327 m1ll1on ~ $127 m1Hion. 

• Tbe ougar preferencee in the British W ea& Indiea Treaty 
..,..., enended ~ t.loe other Empire eoUDtri .... 

Effects of Severe Decline in Export Price&-sharp 
incre01e in burden of utemal interut pay
mentB, increOBe in real cost of import1, and 
drOBtic curtailment of comtruction activity 

The result of the steep fall in export prices was, 
of course, to reduce sharply Canada's income from 
abroad. This reduction, aside from its other far
reaching effects, greatly increased the burden of 
external obligations. The Canadian economy was 
like a huge bonded corporation in which the export 
producers held the equity interest. The large 
amount of capital required (for railways, canals, 
power plants, community equipment and factories) 
for the most profitable exploitation of its domain 
was most rapidly obtained by the sale of bonds to 
foreigners. The first charge on the income (exports) 
consisted of the interest on this bonded debt· the 
export producers received what was left and there
fore, tllis remainder rose and fell with tll~ corre
sponding changes in export prices but at a much 
faster rate. Hence it was very large when prices 
were high and extremely small when prices were 
low. Those farthest out on the long arm of this 
lever were the farmers, the fishermen, the lumber· 
men and the miners, in whose rigid costs (freight 
rates, taxes, mortgage interest and cost of equip
ment) the fixed interest charges were expressed. 

In 1930 about 40 per cent of all the capital 
invested in Canadian business (excluding farms) 
and government securities was owned abroad. Over 
one-half of this total Canadian capital was in the 
form of bonded debt of which about two-fifths was 
held in Great Britain and foreign countries. Since 
the residents of other countries had provided such 
a substantial part of our total capital, they natur
ally had a substantial claim on our total income. 
These claims could be met only by the exports of 
goods and services, the prices of which would 
determine the weight of the burden. At the bottom 
of the depression this burden had increased by 40 
per cent. In 1928-29 external interest obligations 
and dividends absorbed less than one-sixth of the 
total receipts from the exports of goods and services· 
in 1932-33 they took one-third. During the forme; 
period over $1,500 million was left annually after 
interest and dividend payments; in 1932-33 this 
had fallen to less than $580 million. Canadians 
had lost one billion dollars of income from abroad 
with which they formally bought goods and services 
from other countries. Furthermore, the real cost 
of foreign goods had risen. In 1933 nearly one-fifth 
more of Canadian exports were required to buy the 
same quantity of in1ports as in 1929 . 
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TABU~ 43......CA.HADWf PA1lUIIN'TII .uro RBci:IPre 1'11011 An.oAJ!C*) 

(MiiJ'-' of l>oll.tnJ 

P.t.'I'Dif'nl AIIIIOAD lUc:aPre 1'11011 AloiiOAD 

Available B.eeipt.a lWei pta - for the Moneta~T &om &om 
lnl.erelt. Net Purclwoe of Total Total Gold Net Commodity In-u 

and c 't&l !Commodities PaJ'IIlellU(") Beeeipte(") +Export Capital El<JIOrtAI Abroad 
Ol'rideacll ~ and -Import 1m portAl and Freight 

s.m .. Touriet.oO' 111d Other 

1928 •••••••• 27f 82 1,630 1,880 1,930 +fll - 1,871 210 

1m ........ 1122 - 1,639 1,961 1,933 + 37 168 1,&111 212 

11130 ........ 1148 - 1,276 1,624. 1,8&3 -36 3111 1,193 181 

1931 ........ 330 - 826 1,1&8 1,116 +33 36 ti02 14.5 

11132 ........ 301 11 810 922 891 + 3 - 71& 113 

11133 ........ 263 32 &59 11M 844 + 6 - 731 107 

W Compiled from 7'h Coood""' Bola,... t1/ 1-ioaol Po"""""', lf131, Tbe DomlaioD Buroeu of Sl&tistieo, Tablao fO.Iit. 
~ Includes uporte of non-mooetary gold. 
W Tbe dilJ.....,.,.. bet-• totalrecoipto ud paymeato are due to enoro ud omiAiona iD U.. eotiaatee. 

An immediate effeet of the Blump in export 
prices was the drastic curtailment of construction 
activity. A large part of the capital investment 
of the twenties was direetly concerned with increas
ing the capacity and efficiency of the export indus
tries, i.e., railway!!, hydro-eleetric power, pulp and 
paper plants, development of non-ferrous metal 
mines, etc. When the profitability of these indus
tries was sha.rply reduced the incentives to embark 
on new ventures disappea.red. The value of con
struction contracts awarded in 1933 was one-sixth 
as large as in 1929 and nearly two-thirds of the 
thousands of workers formerly engaged in construc
tion were out of work. 

Great Disparitiea in Incidence of Deprestrioft-. 
burden feU on unemployed, primary producer• 
and investors in equitiea; effecta of immobility, 
apecialiud activity, rigiditiea of interest and 
wagea, monopolistic conditione, tariff• 

The impact of the lose of export income fell 
most directly upon the export producer& and the 
construction and engineering trade& From these 
it spread in widening circles throughout the 
economy. 

The manner in which the l081!!e8 were distributed, 
however, was anything but uniform. The unequal 
incidence of the burden on the different groups and 
regions in the country was the outstanding feature 
and the basis of the most serious problems arising 
out of the depression. The extent to which the 
disturbances in one aeetor of the economy may be ---. .. 

shifted to others depends upon the flexibility of 
prices and costs and the mobility of labour and 
capital. In these respeets the Canadian economy 
is highly rigid. Canadian economic life rests on 
the speeialized exploitation of a few natural resources 
whose products are exchanged in the international 
market for the many manufactures, raw materiaJs, 
and services which enable Canadians to enjoy a 
high standard of living. When the export markets 
shrink the climate and limited variety of resources 
preclude the development of alternative occupations. 
The huge amounts of capital in the export industrie& 

·cannot be transferred to other uses. Furthermore, 
much of the capital is in the form of fixed commit.. 
mente. Over one-fifth of all the capital in Cana
dian private industry is bonded debt. Nearly 30 
per cent of the capital invested in the farm prop
erty of the Prairie Provinces is money borrowed 
in one way or another at contractual interest rate& 
In addition there a.re the outstanding debts of 
Canadian governments which amount to the sub
fltantial figure of $707 (1937) per capita. Alto
gether Canadian indUBtry and governments have 
to meet a fixed interest bill of about $500 million 
annually. The deeline in the coat of living sub
stant.ially increased the real value of such bed 
interest payments but none of the depretllliou. 
burdens could be shifted (except by taXation on • 
national scale) to the recipients of this income 
without default and bankruptcy.to 
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TABLII 44.-FI:xm INTEIU:ST CBAIIGES AND THE 

NATIONAL INCOME, 1929-33 

Bond interest Bond interest 

and interest aod interest 
The real on farm onfe.rm 
value of mortgages mortgages 

The the average received by received by 
Canadian - National rate of Canadian individuals Real interest individuals 

InCOIIlelol paid on aea abrod,J~d a 
Government percentage percentage debtO>l of the 

National of the 

Income'-> National 
Income'<>J 

1929- 100 1929 .. 100 % % 
1929 ........ 100 100 3·1 6•11' 

1930 ........ 89 100 3·8 7·9 

1931 ........ 83 108 4·6 9·6 

1932 ........ 74 119 11·6 11·6 

1933 ........ 72 123 6·2 12·6 

W The indioeo of tho natiooal money income divided by the Dominion 
B.....,. of Staliotico indices of the coot of living. 

Oo) The indicea of the average rate of intetelll paid on the outstanding 
dobll of tho Dominion and tho provinoeo, divided by tho Dominion 
Bureau of Statilllico indioeo of tho coat of living. 

W IncludeB inveatmeo.t iDoome of life insurance compa.niee accl11in&: 
to polioy hol<Lmt. 

While fixed interest charges are an onerous 
burden during periods of declining values, rigid 
wage rates are perhaps far more productive of 
strains and dislocations since they comprise a much 
larger share of the total cost of production. Wage 
rates and salaries, particularly in the skilled and 
semi-skilled trades and professions, have every
where become extremely inflexible. The mainten- · 
ance of wages during periods of shrinking purchasing 
power resulting from the fall in export incomes or 
the collapse of investment means that prices cannot 
be reduced to the levels at which the product of 
industry at full employment may be sold. The 
necessary adjustment is, therefore, made by a reduc
tion in the volume of output which deprives a 
large number of workers of their. jobs. Thus the 
bi.llden is thrown on the unemployed, who have 
completely lost their income, and on the primary 
producer, the prices of whose products have fallen 
sharply, while the things he· purchases (services 
and manufactured goods) have not. 

On the average, employed wage-earners and 
persons receiving salaries suffered no reduction in 
real income. Most of the workers in the skilled 
trades, the professions and the whlte-oollar occupa
tions who retained their jobs actually enjoyed a 
considerable improvement in their real position. The 
lOIIIiea were completely borne by the 500,000 to 

TA.BLI!l45.-TBE INCIDENCII OP THE DEhEBSION, 1929·33 

Average Pur-
llll>ual chasing Real 

The Real roa1 Number power of value of - Natiooal waaea, salariea ., ..... farm dividendi 
Real mainly and wagea employed produoto received 

boo me in the ...,.ived w_., in terma by 
per okilled by all earneroW of manu- otook· 

oepitaW tradeo"" employed laoturod bolde111 
wage- soocl• (a) 

....,.,.w ---
1929 •100 1929 •100 19211•100 (000) 19211•100 1929 •100 

1929 ..... 100 100 100 107 100 100 

1930 ..... 87 101 117 341 87 Ill 

1931. .... 81 108 102 442 70 102 

1032 ..... 71 111 lOll 039 M 77 

1933 ..... 08 111 102 MO 67 7ll 

W Indioea ol the national money income per capita divided by the 
Dominion Bureau of Statilltice indioea of th& ooet of livi.Dg:. 

a.> Dominion DePMtment of Labour indioeo of wage ratea divided by 
&he Dominion Bureau of Statistics indices of the cost of living. 

W Annuo.l average SAlaries and wages were obtained by dividing total 
salaries and wages paid out as estimated in the Com.miMion '$ study ou 
N a tiona! loco me by the total number of wage..earnen employed reoeiv
ing salaries and wages as estimated by the Dominion Bureau of Statistics. 

~'l:f.,.!' ':"/di!JJ!J9b;· :~;>·Do~i:.f:"~::_~v~7f't!ti.'1;'~., 0i~~~= 
the coot of living, 

W Dominion Bureau ol Btatiotioo eotimateo, Co...., F"'r Bool, 19311, 
p.812. 

W Indiceo o! dividende paid to Canodiaa otockholdere by ("onadian 
and fo:mign corporations. divided by the Dominion Bureau of Statiltice 
indioeo of the oolll of livillg. 

600,000 unemployed who depended on past savings 
and private or government charity, by the farmers 
and other primary producers, and by the investors 
in common stocks, and others whQ received the 
profits of industry and trade. 

While fixed interest charges and the inflexibility 
of wages were important factors in the rigid prices 
and costs which spread the losses of the depression 
so unequally, they were by no means the only ones. 
Business organization has everywhere become 
increasingly monopolistic. In Canada industry, 
commerce and finance are highly centralized and in 
many branches a few enterprises dominate the field. 
Under such conditions the maintenance of prices 
is possible in the face of declining demands. The 
monopolistic producers may consider that they are 
better off by selling less at higher prices than by 
selling more at lower prices. Consequently, the 
burden tends to fall upon the workers who lose 
their jobs through the reduction in output and on 
the exporters whose costs are thuf held rigid while
their prices on world markets are sharply reduced. 

An important condition of monopolistic practices 
and of the rigidity of certain prices is the absence 
of foreign competition. Such competition is limited 
mainly in two ways: artificially, by protective tariffs 
and import regulations; naturally, by the costs of 



transportation and the necell8i.ty for rendering the 
services or producing the commodities on the spot 
u in the ease of trade, banking, professional 
services, government services, the production of 
bread, milk, etc. Industries which are artificially 
or naturally aheltered, selling only or principally in 
the domestic market, can adjust their prices to costs, 
whereas the exporters have to adjust their coats to 
the prices they can get on the world market. Since 
the prices of the protected industries determine in 
part the costs of the exporters, it is clear that the 
latter are in an unenviable position. 

The Canadian manufacturing industry, except 
that portion of it engaged in the processing of 
export staples and certain naturally sheltered 
branches, grew up behind a protective tariff. The 
steep increase in duties during 1930 and 1931 and 
the intensification of administrative restrictions 
greatly widened the scope for the maintenance of 
prices. The exporter and the raw material producer 
could get little relief from a reduction in costs 
forced by external competition. 

TA.IILI!l 46.-INDICI!S or SaZLTEftED AND ExPOSED ParCI!S 
1lnll •100 

Pri ... 
C...t o!Tarifl All - ol Pr<>teotod Wholeoole Export Farm 

Livu.&W MAnu- Prieol<ol l'rioeo<ol Pri001'-l 
lootured 
Goode~ -

111111 ........ 100 100 tOO 100 100 

ltiO ........ " .. 81 u a 
ltsl ........ 00 88 76 18 M 

1812 ........ 11 se 70 110 fl 

t812 ........ 71 se 70 110 It 

W Dominloo B ..... u of Statietieolndioel. 
Go> ln•ludH oil iron ODd otoel produota, ..,...uloow..d teztileo, boo\il 

ODd ahoeo. ehemioolo and allied producta,.;.. •d ita producta, -'
-liDo ODd potlei'J. 

The higher tariffs imposed early in the depres
sion were effective in diverting an important part 
of total demand from the foreign to the home 
producer. Consequently the Canadian manufao
turer had a considerable cushion against the con
tracting market. Total salaries and wages in the 
ta.rifT -protected manufacturing industry fell propor
tionately much lees than earnings in many other 
occupational cla.ssificationa. 

The naturally sheltered industries and occupa
tion• were even more thoroughly shielded against 
the 10811eB of the slump. The costa of many 
professional and peraonal services, and of the 
di&tributive and &dmi.ni&tntive overhead of the 
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country, could not be sharply reduced. With the 
decline in the coat of living, most of those engaged 
in these services were better of in 1933 than in 
1929. Far from usuming any considerable pe.rt 
of the depression burdens, they received a consider
able increment in their &hare of the national income. 

TABLE 47.-Tm: UNEQuAL lNcmENCE or THE DII:PIII!S8loN 
ON THE Evosl!:D AND SBELTEBED GBOtlPS, 1929-33 

Sot.l&riol Sot.l&riol 
a..JariM ODd aad 

Not •d W-ill w-::ia 
IJ>oome W-ill """'"" of S.lo•otod SuMDW foeturiDc Na-..Jly SuMDW 
v ......... ~~ Expoeed 

m&inlyde- Sholtonil 
Bboltetecl - ... peoden~ lad-

....... ... lad.- oaTt.ritl ... do ... lndiiiU'iel 
COD!AP -·" .....,_ eupot.lou 

ol apol tioau .......... 
Nationel Nat.lonel peiOOIIt.o COD!AP 
laoumoW laoumo~ apol ol 

Nationel Not.lonel 
IJ>oomeW IaeomoWl 

% % % % % % 
1829 ..... 1& 8 28 " :zo fl 

toao ..... 10 8 Ill II It .. 
t881 ..... • 7 tl l& aa fl 

1882 ..... 6 7 11 II 35 10 

t812 ..... 7 7 " 1& 35 10 

~--

Another important influence determining the 
incidence of the depression was the differing 
behaviour of the demand for capital and con· 
sumers' goods. One of the main factors in the 
collapse of the boom was the sharp curtailment 
of construction activity. The undertaking of large 
projects virtually disappeared, and the building of 
houses, the purchase of machinery and equipment, 
and normal maintenance and repair expenditures, 
were drastically reduced. In the psychological 
atmosphere of the depression everything that wu 
not immediately necessary was postponed. Henee 
the industries producing the goods required for 
capital investment suffered a severe reduction in· 
demand. On the other hand, the consumption of 
food, clothing, fuel, etc., could not be substan
tially cut down regardless of the uncertainty, lack 
of confi.denee or shrinkage of income. The indu• 
tries producing consumers' goods were thus a.ble 
to maintain a relatively high level of output. The 
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closer the industry is to supplying the basic 
necessities of life, the more constant is the demand. 
At the other extreme, consumer buying of luxuries, 
semi-luxuries and durable goods such as furniture, 
automobiles and electrical appliances, is almost as 
unstable as investment. The grea~er the proportion· 
of the national income which is devoted to the 
purchase of the latter classes of commodities, the 
greater are the possible economic fluctuations. 
Canada, with her high standard of living, was 
especially vulnerable in this respect. On the whole, 
however, the consumers' goods industries bore 
relatively little of the depression burdens. 

TABLIII 48.-INDICI!2J OJ' THE PRODUCTION OF CoNS11MEB.S' 

AND Paooucms' GooDS, 1929-33 

Producers' 
Coti81UDere' Goods, 
Goods<ol (lllainly capital 

goods)W 

1929 ...... ; .................. 100 100 

11130 ......................... 93 83 

1931 ......................... 89 62 

1932 .. 1 ...................... 82 46 

1933 ......................... 84 48 

lol Domiaioa B.....,. ol Stat.istiCIIlndicee. 

Dilparities in Incidence of Depression on Different 
Regions-lost of income most aevere in Western 
Canada, declinea range from 72 per cent in 
Saakatchewo.n to S6 per cent in Nova Scotia 

The incidence of the depression on the various 
regions and provinces was determined by their 
relations to the factors discussed above. Owing 
to the rigidity of wages, fixed interest charges, 
monopolistic practices, the effects of protective 
tariffs, the importance of highly specialized activity, 
and the immobility of capital and labour, there 
was no reason to expect anything approaching a 
uniform distribution of losses. 

The deprelllion burdens which could be shifted 
only with great difficulty, in the end fell almost 
completely on tbe exporters, the unemployed, the 
inftl!tora in defaulted farm mortgages, and the 
receivers · of income from equities. In Central 
Canada and Nova Scotia, where the amounts 
obtained from Mlaries and wages in tariff-protected 
and naturally sheltered occupations and from fixed 
interest investments were relatively the greatest, 
the total incomes fell least. In Western Canada, 
where the proportions of the receipts from export 

TABLIII 49.-Dli:PueeJoN Dl!lCBIIASI8 JN Nlll' MoNJ:Y 
INCOMJI ' 

Percentage 
Change 
1932-33 

~n!.".:;:"F!m 
1928-29 
A\'erage 
Income 

% 
Agricultur&-Pralriea........ .. • .. . .. .. .. • .. • .. . - 94 Fisheries...................................... - 72 
Salaries and W agee In Coll8truction.. . .. . . . . .. . • . - 68 

:~:~dJ=~~":~~~~ri~d~~::.'!~~~ : ~ 
1-----

Total National Income....... .. .. • • .. • . . .. .. .. . - 41 
1----

Di'Vidends recei\'ed by Stockholders......... . . • . . - 40 
Salaries and Wages in the Proteeted Manufacturing 

Industries") . , . . • . • . • . • .. .. . . . . . . . . . . . . .. • - 37 
Inoome of Small Busin""" men and the Profeasiolllr- · 

Indi'Vidual Enterprisen. . . . . .. . . . . . . . .. . . . . . ...: 36 
Salaries and Wageo in the Sheltered Occupatione.. - 30 
Miseellaneous Income<., ........................ , - 18 

Bon~;.,~~'dt!nr:.'.:i~~ t:::.m;.!~t;'ag'!;!f~':':ci 
by Indi viduala ........................... . + 13 

.W Includes salaries and wages in agriaultUie, logging, primary mining, 
flou milia. tioh curing and PACkina. pulp and paper, aaw-milla and ,..,.. 
fenoue metal smelting and refining:. 

.., Salarieo and wogeo ia all manufaaturlns ucludlna 0011tral oloctrlo 
etatiou and the industries in eluded in W. 

W Includeo net income !rom urban houoiD& and munioip&! pubUo 
welfare and education. 

production were the highest, the total incomes fell 
most. The Prairie Provinces, almost wholly 
dependent upon the export of wheat, suffered the 
most severe declines. 

TABLIII 50.-THI!l DECLINE JN PRoVINCIAL Po CAPITA 
INCOMES, 1928-29 TO 1933 

1928-29 1933 Per· average $per ~ S per 
capita capita 

Sllllkatchewan ................ 478 135 711 
Alberta .••••••••.•.•.•••.••.. 548 212 61 
Manitoba .................... 466 240 411 

Caoada ...................... 471 U7 48 

Britiah Columbia •..•.•••••••. 594 314 47 
Prince Edward Uland •••••..•. 278 154 46 
Ontario ...................... 549 310 '" ~:.7~~:::::::::::::: 

391 220 44 
292 180 39 

Non Scolia .................. 322 207 30 

The large disparities shown in the above table 
are striking testimony of the extreme differences in 
the incidence of the depression and of the great 
problems of public finance and economic policy 
which they created. 



3. Tllz NATIONAL EcoNOMIC Poucu:s DmuNo 

TBB DZPBESSION 

The policies of the Dominion had played a 
lignifieant part in determining the direction of 
Canadian economic development and in shaping 
the structure of the economy. The costs and 
markets in every region and industry in the 
country had been basically Affected by the condi· 
tiona of transportation and by the protective tariff. 
The nature and operation of these policies were 
obviously important factors in the incidence and 
course of the depression. 

The policies of Western settlement, all-Canadian 
transportation, and industrialization by protective 
tariffs had been designed to promote, and to 
function under the influences of, expansion. They 
had set the stage and in some measure had 
provided the incentives for the activities of private 
enterprise which were counted on to bring general 
prosperity and build an economically integrated 
and united nation. The success of the whole 
scheme depended upon the availability of extensive 
virgin resources and expanding foreign markets. In 
1930 when the external influences became extremely 
unfavourable and the supply of new land suitable 
for agriculture had become virtually exhausted, the 
old policies became largely negative. They were 
important conditione under which the economy had 
grown up and under which individuals had obtained 
their opportunities and produced their incomes and 
thus could not be sharply reversed without severe 
repercussions. On the other hand, the nation's 
prosperity could no longer be maintained simply by 
settling immigrants and subsidizing the construc
tion of railways. 

The depression brought a set of problems almost 
entirely new in Canadian experience. Their solu
tion or amelior&tion required new departures in 
federal policy. Broadly there were two alternatives. 
One was to try to counteract the factors which 
were rupomiblll for the slump by attempting to 
maintain export values, to keep up activity in 
construction, and to prevent prices and costa from 
getting too far out of line. This would have 
involved what then appeared to be risky and 
unorthodox monetary measures. The other was 
carefully to avoid riaky cmd unorthodln m.onetary 
meGBUru and to endeGvour to maintain income Ua. 
the 11heltered cr.nd protected aectora of the economy 
by drastic restrictions against imports, by following 
"sound" financial policies which would maintain 
confidence, preserve the public credit both inter
nally and abroad, aad thus facilitate the oper&tion 

of the natural forces of recovery. While there 
could be no absolute certainty about which course 
would hold the total national income at the higher 
level, the latter would widen the disparities in the 
losses falling on the various groups (because of 
the relative increase in exporters' costs, the increase 
in disparities between price levels and the harmful 
effects on foreign markets) and hence would greatly 
increase the transfers of income which would have 
to be made through the public finance system to 
support the casualties of the unequal incidence of 
the depression. The second alternative describes 
briefly the policies which were actually adopted by 
the Dominion. 

Monetary policy--diffi.cultie.s and tmeertaintie.s of 
currency management in Canada, maintenance 
of equilibrium in balance of payments by tariff 
and orthodo:z moneta111 policies, failure to shield 
exporters ogai1111t drop in e:ztemal pric.u 

The failure to take any positive steps to soften 
the impact upon the exporters or to forestall the 
wide disparities which . developed arose to a con
siderable extent out of the economic difficulties and 
uncertainties which were involved. It must be 
emphasized that this review is made with the 
wisdom of hindsight. It is obvious that after the 
event many things become clear which were not 
so before. The most direct and general attack on 
the problem was in the field of monetary policy, 
where the issues, at least at tha.t time, were 
particularly obscure. Should the country in the 
confident security of monetary orthodoxy undergo 
the full effects of a. deflation communicated from 
abroad, or should it assume the risks connected 
with opposing that deflation by monetary expan
sion? The effects of the rapidly shrinking pur
chasing power of the exporter could have been 
lessened by the creation (on a sufficient seale) of 
purchasing power connected with the financing of 
temporary government deficits by borrowing the 
otherwise unused savings of individuals and by the 
expansion of bank credit. Among other things 
this would have tended to lower the value of the 
Canadian dollar in terms of foreign currency and 
thus to raise the Can.adia.n dollar price& of goods 
sold abroad. This or aome other type of monetary 
expansion and exchange depreciation, carried out 
with deftneM and restraint, could have done much 
to prevent the drastic disequilibrium between the 
prices of primary products and costa and to avoid 
DWIY of the gross inequities in the incidence of 
the depression. It is probable that the better 
balance between the ineomes of different poupe 



152 

and regions in the economy and between prices 
and costs brouglit about in this way, would have 
maintained the national income at a higher level 
and lessened the degree of unemployment. Because 
of the importance of fixed interest charges and the 
rigidity of wages (in both cases in Canadian 
currency) it would have been easier to resist the 
drop in exporters' prices (in Canadian dollars) than 
to force a. reduction in their costs by allowing 
them to be fully exposed to exterruil deflationary 
infi uenoes. 

Early in the depression certain representatives 
of Western agriculture, seeking an escape from the 
pincers of falling prices and inflexible costs, urged 
upon the Dominion a policy of monetary expansion 
and currency depreciation. The proposals (the 
financing of public works with Dominion notes) 
were loosely formulated and suggested straight 
inflation. The Government was firmly opposed to 
such measures and announced its resolve to main
tain adequate gold coverage for the currency,l The 
view that unbalanced budgets, financed by the 
expansion of bank credit and the issue of fiduciary 
currency, were desirable in certain contingencies, 
was regarded as rank heresy. The adoption of such 
measures was held as a sign of extreme weakness 
which should only be resorted to as a last effort to 
stave off complete collapse. The deliberate increase 
of purchasing power or the depreciation of the 
exchange in this manner, merely to counteract 
shrinking incomes from a temporary collapse of 
export prices or investment, was not regarded as a 
sufficient justification. This palliative was con
sidered worse than the disease; it would shake 
confidence, harm public credit, impede the necessary 
readjustments, and hence merely delay recovery. 
These views of the Government faithfully reflected 
the most widely held opinions of businessmen, 
bankers and professional economists. The depre
ciation of the exchange, either directly or because 
of unorthodox monetary expansion, unless forced 
by extreme circumstances, was regarded as an act 
of "international immorality", carrying with it the 
stigma of default. For Canada, which was so 
heavily dependent on international trade and 
foreign credit, such action, it was thought, would be 
fraught with the most dire consequences. Canada, 
it was argued, should do nothing to weaken the 
confidence of either the internal or foreign investor; 
it should do everything in its power to keep the 
economy functioning without monetary manipula-

tion and thus facilitate the natural, forces of read
justment and hasten the return of prosperity. 

At the onset of the depression the Canadian 
foreign exchange position appeared to be extremely 
weak and the Canadian dollar seemed headed for 
depreciation. At the height of the boom the Gov
ernment found it necessary to place restrictions 
upon the export of gold which was rapidly flowing 
out of the country. At the same time the foreign 
assets of the banks were being quickly depleted.ll 
The principal factors in the pressure on the 
country's liquid reserves were the large outflows of 
capital connected with the extensive participation 
of Canadians in the New York stock market and 
the credit expansion of the banks who were able 
to maintain their cash reserves in spite of the loss 
of gold by borrowing Dominion notes under the 
Finance Act. But when the test came in 1930 the 
Canadian dollar did not depreciate. Canada., unlike 
other debtor countries, had not over-borrowed in 
the immediately preceding period; in fact she was 
a net capital exporter during all but the last year 
of the boom, and the economy was therefore not 
geared to a high rate of capital imports. In other 
debtor countries cessation of capital imports had 
had disastrous consequences and Canada was 
fortunate in not being vulnerable . in this respect. 
In addition, Canada had an ample reserve of credit 
in New York which was a source of considerable 
strength. ·Much capital was required for the com
pletion of projeCts initiated during the boom. The 
Dominion required funds for uncompleted trans
portation improvements, the provinces for public 
utilities and highways, the railways for branch 
lines, and private corporations for hydro-electric 
power developments, paper mills and mining pro
jects. In 1930 Canada was able to sell abroad $400 
million of new securities, the greatest amount in 
its history, with the exception of 1913. During the 
same year, maturities of externally held debt which 
had averaged $176 million annually since 1924, fell 
t.o $ll0 million. With the collapse of the New 
York stock market boom the outflow of capital for 
the purchase of foreign securities virtually ceased. 
Consequently, net capital imports rose to $315 
million, nearly double those of 1929, and the highest 
since 1914. This large amount of foreign credits 
was more than enough to meet the deficiency in 
the exports of goods and services over the payments 
for imports and interest. There was thus no scarcity 
of foreign exchange and no reason for the Canadian 
dollar to depreciate. In fact, there was a surplus 

---.-n,;rinf 1928 and 1929 tho toU.l of tho -"" of moneUIJT 
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of foreign funds available for the importation of 
S36 million of monetary gold which greatly eased 
t.he cash position of the banks and en.ahled them to 
repay nearly e.ll of their borrowings under the 
Finance Act. 

The external position of Canada during 1930 waa 
in sharp contraat to that of Australia and Argentina, 
ita principal eompetitOI'fl in the export wheat 
market. The ability of both these countries to 
borrow abroad on long-term came to an abrupt 
end early in 1929. When in 1930 the value of their 
exports fell by one--third they were unable to muster, 
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held and by the end of January 1931, the Australia.n 
pound had depreciated to 23 per cent below ita 
former gold parity. 

Argentina departed from gold in December 1929, 
when the country's gold reserves were still very 
large.• But the inelaatieity of the currency system, 
the large amount of unfunded government obliP,. 
tiona held by the banks, and continued government 
deficits made it extremely difficult to deflate the 
credit structure to the extent required for the main
tenance of the gold standard. Furthermore, the 
repercussions of a very large fall in export prices 

TABLIII 51.-To C.uunwr BALANCB OJ' P&nnan:s,'"' 11128-:U. 
(MiiJ.W... ~ Dollan) 

-
s-c_~IA~~~~":_~~~~-~.~~."::":.~. 

Paymenta ..................................................... 

Surplua (+)or Deliclt (-) ..................................... 

CopiloiM~ 
New Cano.doon Seeuritiee Sold Ab.....d ............................ 
L&u: Retiremeatll of Caoadi.on &curitiee held Abroad ••••••••••• , • 

Net Salet (+)or Ret.ireiDelbtll (-) ............................... 

Net Pur<!haeeol (-) or Salee (+) br CmadiMe of Ou~ 
Securitiel held Abroad ...................................... 

Net In8ow (+)or Outflow(-) of Capital 011 aecount of~ In 
-t.menta, lruluronce ~tiODI, Goftll'llllli!Ot tn.olllcti<llll, etc. 

Net Sale ( +) or Purehue (-) of Foreip. "-eta of Caoadi.on Bllllka. 

Total Net Capital In8ow (+)or Outflow(-) ................. 

ln8ow (-) or Outflow ( +) of Moaetar:J Gold ......................... 

Em>r. tolld OmiMiOIIa ill the Eet.imalel ................................ 

Total Alnount of Foreign Exehange (+) or C81ladiaD Dollan (-) 
reqm""' t.o pay for e...,_ or delieit of imJIOIU of commodities, -Vl-. etc., over uport.o .............................. , ... 

u Canada did, auflicient foreign exchange to till 
the gap in their balances of payments. There was 
thus severe pressure on the exchanges. At first 
Austre.lia tried energetically to prevent depreciation 
by restricting imports and by mobilizing ita liquid 
reserves &nd using them freely for the maintenance 
of the currency &t par. During 1930 Australia 1"" 
over $100 million of gold &nd liquid foreign assets.• 
Despite thilllarge effort the exchange could not be 

• 111 ......... tile wt.ole of 1 .. peroillt.eod ........ ,_ mode t.o 
k...., the_ rate u au.r u poM.Jble to par ... u. mrtiq."' R.,.r 
o.....--.... .. .., ...................... ~ c-..iio-.IU. el. 
.l.-rol .... 11111, .... . 

11128 19211 11130 1931 1932 1933 1934 

1,880 1,728 1,374 l,CM7 888 838 l,CMO 
1,804 1,961 1,624 1,166 912 823 1161 

+ 78 -233 -250 -109 -24 + 1$ + 79 

'Jm m 400 2M JIM 134 111 
200 150 110 202 10$ 168 169 

+ 7 +147 +290 - 2 - 1 -32 - 68 

-188 -10$ - 13 -24 - 18 + $1 + 0 

+12 +38 +38 +34 -32 -75 - 48 

+87 +88 - +28 +38 +24 - It 

-82 +168 +<115 +38 -u -32 -lUI 

+411 +37 -38 +13 + a + • - • 
-43 +28 -29 +40 +32 +11 + 41 

- 76 +233 +250 +109 +24 - 15 -10 

were extremely drastic because of the dependence 
of the .solvency of the tin.tt.ncial system on land 
values and the overwhelming importance of agri
cultural export&. It waa economically impractical, 
u well u politically inexpedient, to impose the 
deflationary measures necessary for the maintenance 
of the exchange. Consequently, the Government 
pennitted the peso to depreciate. Equilibrium in 
the balance of payments waa thus achieved while, 
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at the same time, the money incomes of the 
exporters and the internal price structure were at 
least partially shielded against the sharp declines 
in external price& The readjustments to the world 
depression were largely made by alterations in 
the relations between the Argentine and foreign 
currencies, rather than by alterations in the internal 
price and cost levels and the contraction of credit.& 

The favourable factors which enabled the main
tenance of equilibrium in the Canadian balance of 
payments with relative ease disappeared in 1931 as 
the world depression deepened. Capital imports 
virtually ceased, involving a decrease from the 
previous year of nearly $300 million in available 
foreign exchange. Exports of commodities and 
services fell by nearly $330 million. Yet the Cana
dian dollar did not depreciate until the British 

defiationary influences and help to'keep his prices 
more in line with his rigid costs. The Government, 
however, was stoutly opposed to any policy which 
would result in the depreciation of the currency 
because it feared (1) that it would be regarded as 
a form of international default and harm Canada's 
credit, and (2) that it would lead to inflation. 

Although Canadian export prices fell drastically 
and the problems of readjustment to world defla
tionary forces were extremely difficult, the balance 
between the advantages and disadvantages of a 
policy of currency depreciation was at that time 
by no means clear. The Canadian balance of 
payments, in the total size of the transactions 
relative to the economy, in the number of unstable 
factors and in the close relations with each of the 
two most important international financial centres, 

TABLIII 52.-MoNTHLY AVERAGE PRICES OJ.P THB UNITII:D STATES DoLLAB AND Tm: PotTND STEm.mo IN TERMS OJ' 
• CANADIAN DOLLABS, 1930-34 

1930 1931 1932 1933 1934 

$U.S. £ • u.s. 

lanuary ................................. 1·01 4.92 

tt~·::::::::::::::::::::::::::::::: 1.01 4.89 
1.00 4.87 

~t:·:·:·:·:::::::::::::::::::::::::::::: 
1.00 4.86 
1.00 ll.87 
1.00 4.86 

lul)o .................................... 1.00 4.85 

~~:=b..;::::.::::::::::::::::::::::::::: 1.00 4.86 
1.00 4.85 

Odober ................................. 1.00 4.85 
November ............................... 1.00 4.85 
December ............................... 1.00 4.86 

abandonment. of gold in September. The rapid 
decline in the national income, the curtailment of 
construction and the higher tariffs of 1930 and 1931 
sharply reduced the purchases of foreign goods. 
The reduction in imports, however, was not suffi
cient. to maintain the balance between the demand 
for foreign funds and the available supply. It was 
necessary to sell $61 million of monetary gold and 
foreign banking assets. . 

In 1931 the continued fall in export prices and 
the increasing pressure from the depreciated 
currencies of Canada's principal competitors in the 
wheat. mark~ gave rise to an agitation in Parlia
ment. by independent Western members for the 
depreciation of the Canadian dollar. Such a policy, 
they argued, would relieve the farmer from external 
-on;;, Annme ~ prieo ....,. dropped -.-arbbb' 
little dviaa ibe o~ep,_;, Bee- 18211 """ 1131 i& fell lnd 
10 per - -..nd 1ridl alloal: JD pel' _, ia C.....t&. 

1.00 
1.00 
1.00 

1.00 
1.00 
1.00 

1.00 
1.00 
1.04 

1.12 
1.12 
1.21 

£ $U.S. £ $U.S. £ $U.S. £ 

4.86 1.17 4.03 1.14 3.85 1.00 li.07 
ll.86 1.15 3.96 1.20 4.10 1.01 6.08 
4.85 1.12 4.06 1.20 4.13 1.00 6.11 

4.86 1.11 4.17 1.18 4.23 1.00 6.15 
ll.86 1.13 4.16 1.14 4.60 1.00 5.10 
4.88 1.15 4.21 1.11 4.61 .99 6.01 

4.87 1.15 4.08 1.06 4.93 .99 4.99 
4.87 1 14 3.97 1.06 4.79 .98 4.95 
4.69 1.11 3.85 1.04 4.84 .97 4.86 

4.38 1.10 3.72 1.02 4.79 .98 4.84 
4.19 1.15 3.76 .99 5.08 .98 4.87 
4.09 1.15 3.79 1.00 6.10 .99 4.89 

is unlike that. of any other country in the world. 
In addition to the highly fiuctuating exports and 
capital imports, there was the unstable element 
arising out of the peculiar nature of Canada's 
external indebtedness. Over one-half of the total 
debt of all Canadian governments and over four
fifths of the bonded debt of Canadian corporations 
were either 110lely or optionally payable in a foreign 
currency.& Because of their payment features, 
these obligations constitute a huge masa of inter
national securities which readily flow back and 
forth across the boundaries, according to financial 
conditions in Canada, New York and London.T 
The external obligations of ctlter debtor nations are 
usually held by the foreign investors until they 

--;:;-Ja...., porticm of th- optioDaU, pq&ble IMIIriti.., .._. 
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DUt.ture and in the meantime are not likely to be 
told back to the borrowing country. Whenever 
eonfidence in Canada's credit is seriously weakened, 
abe may be confronted with large-scale dumping 
of securities into her market. Furthermore, the 
extensive United States branch-plant investments 
in Canada. give rise to a considerable· volume of 
liquid funds required as working capital or accumu
lated from profits which, under certain conditions, 
may be 1111ddenly withdrawn. Normally the move
ments in the optional-pay securities and the branch 
plant balanoes are akin to the operations of a huge 
equalization fund which amooth out temporary or 
ama1l BCale fluctuations in the exchange. Under 
10me circumatances, however, they constitute a 
serioua danger since anything that causes foreigners 
to take an extremely pessimistic view of Canadian 
conditiona may precipitate a large withdra.wal of 
capital which might shatter the Canadia.n financial 
ll)'etem and completely destroy Canadian credit, 
both internally and abroad. The effects on foreign 
confidence were, therefore, a. main consideration in 
Canadian monetary and exchange policy during the 
depreSBion. The Federal Government, confronted 
with the early maturity of hundreds of millions 
of optional-pay public securitiee and facing the 
neceSBity of financing increasing deficit& was in
clined to be cautious. Furthermore, a.ny measures 
leading to the deprecia.tion of the exchange would 
add to the 0011t of interest chargee and thus heap 
increased burdens on governments already harueed 
by falling revenues. Many private corporations, 
selling mainly in the domeetic market, had no 
means of financing higher debt charges and would 
have been forced into bankruptcy.& 

The risks attached to a policy of exchange 
depreciation or monetary expansion were magnified 
in the minds of the Government by the absence of 
any relia.ble machinery. Lacking a central bank or 
10me other established institution it would not be 
possible, it was thought, to ca.rry out such a policy 
in a manner which would command the confidence 
of either the Canadian or foreign financial 
community. The proposals to issue fiducia.ry 
currency or simply to buy foreign exchange in some 
undt'lfi.ned way smacked of pure inflation. While 
thew. methods would have brought about deprecia.
tion of the exchange, the Government was not 
oertAin that it could keep either inflation or 
depl'ec:'iation within control. In any case, the 
Government felt that inflation in whatever form 
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or for whatever purpose wu neither a cure nor a 
pallia.tive for the ills of the eountry.ll 

Because of the dangers and uncerta.intiee which 
the Government thought were involved in any 
aggressive monetary measures to combat the defla
tion, it stuck resolutely to "sound" and orthodox 
policies. When Britain abandoned the gold 
standard in September, 1931, it simply allowed the 
Canadian dollar to find its own levellO There
after, until the United States devaluation in 1933, 
the Canadian dollv moved roughly half-way 
between the United States dollv and sterling with 
an average discount below the former during 1932 
of about 13 per cent and a premium over the latter 
of 22 per cent. The unpredictable course of sterling, 
together with the considerations already discul!l!led, 
restrained the Government from linking the dollar 
to the pound despite the disadvantages 1111lfered 
by exporters to the United Kingdom. Having 
important relations with each of the two prin
cipal monetary centres, Can.ada followed the lead 
of neither. The position of exporters would have 
been improved by tying the dollar to sterling but 
debt charges in the United States would have risen. 

After October, 1932, some positive measures were 
taken to promote easy money and tht! groundwork 
was begun for the establishment of a central bank 
by means of which, among other things, 1111ch a 
policy could be methodically ca.rried out.ll The 
Dominion sought to refund u much of its obliga
tions as possible at lower interest rates which, 
besides reducing the cost of the debt service, 
tended to lower the whole structure of interest 
rates. In November, 1932, and again in June, 1934, 
the Government endeavoured to expand bank cash 
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by the U.Ue of $35 million and $52·5 million 
respectively of Dominion notes. The former had 
involved an equal amount of borrowing under the 
Finance Act and was not very effective. The latter 
isaue which was used to fin&nee expenditures on 
public works added substantially to the cash 
reserves of the banks. By that time, however, the 
wont had passed. Export prices were rising; the 
United States had devalued and the Canadian 
dollar was •gain at par with sterling. The easy 
money policy was then very largely a. matter of 
keeping in step with rising busine~~~~ activity and 
with the easy money policies of the United States 
and Great Britain. 

In view of the possible dangers connected with 
deliberate currency depreciation, which so greatly 
infiuenced the attitude of the Government, it is 
important to make a general, even if non· 
quantitative estimate, of the probable gains which 
exporters would have derived from such a policy. 
The two main exports, wheat and newsprint, were 
in the weakest position to benefit. Large surplus 
stocks and the import restrictions of European 
countriee were unfavourable factors in the case of 
wheat. Furthermore, the Government's activities 
in the wheat market introduced an arbitrary and 
unpredictable element. It ia conceivable that 
depreciation would simply have reduced the 
Liverpool sterling price by an equal proportion, 
thus eliminating any improvement in the dollar 
receipts. However, marketing policies could have 
been adopted which would have retained a large 
portion of the benefits of depreciation for the 
Canadian producer. If the Government had under
tAken to depreciate the exchange for the purpose 
of assisting the exporters, it is reasonable to expect 
that it would have adapted ita marketing policy 
in accordance with that objective. In any case, 
the disadvantages of the Canadian producer in 
competition with the depreciated currencies of 
Auatraliall• and Argentina would have been 
reduced. 

Newsprint was in a particularly-precarious situ,... 
tion. Over--capacity, high fixed charges, and com· 
petitive conditions made it extremely unlikely that 
the produeera of this commodity would have 
benefited from the lower value of the Canadian 
dollar. 

There was a wide range of products, however, 
whose internal prices would have been improved 
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by the depreciation of the exchante to the level 
of sterling. Gold, base metals, fish, meat and dairy 
products, live stock, lumber and exports of manu
factures were all in the position to retain the whole 
or some of the higher Canadian dollar values of 
foreign currencies. This group of goods consti
tuted about one-half of the total exports. Better 
prices for thes& commodities would have been an 
important influence in reducing the disparities in 
the incidence of the depression. The immensely 
important tourist trade would also have benefited 
considerably as American tourists would have been 
attracted by the premium on their dollars. It is 
improbable that the beneficial effects of a better 
balance between prices and costa in important 
industries and regions of the country would have 
been completely offset by the higher costa of 
imports and increased debt charges. If the in
creases in the prices of imports were an important 
limiting factor they could have been compensated 
for to a considerable extent by a reduction of 
tariffs without lowering the level of protection 
previously enjoyed. It ia true that the main 
industry of the moat seriously affected region, the 
Prairie Provinces, would perhaps have gained very 
little. However, many of their minor products, 
such as live stock and dairy products, would have 
benefited and in any case they could hardly have 
suffered f·rom more favourable conditione in the 
other exporting areas of the country. 

The monetary and exchange policies which were 
followed rendered the disparities in the incidence 
of the depression greater than they needed to have 
been. The decline in the national income was 
also probably greater. The risks and dangers con
nected with monetary expansion and cuJTency 
depreciation were great and a mistaken or careless 
procedure would undoubtedly have brought the 
consequences which the Government feared. But 
a skilful policy, which perhaps was not too much 
to expect in view of the serious problems of the 
time, could have avoided them. It would have been 
possible by any one of a number, or by a combina
tion, of methods, such as restricting the outflow of 
gold, restraining the contraction of credit, avoiding 
an increase of protective tariffs, and purchasing 
foreign exchange, to depress the exchange value of 
the dollar without causing a wild flight of capital 
or a serious loss of foreign confidence in Canadian 
credit. The lack of a central bank or other rea.dy
made machinery was not an insuperable obstacle. 
A suitable organization could have been readily set 
up as was done in other countries far lese favour· 
ably situated. 



Prior to September, 1931, a policy of currency 
devaluation Wll.l! impractical in view of the nature 
of public opinion and the attitude of the financial 
community. With the British abandonment of 
gold, however, the dollar could have been depre
ciated, directly with sterling or independently, 
without producing a serious shock to confidence. 
Had such a course been followed, Canada would 
have been at least partially shielded against the 
deflationary influences arising out of the discount 
on the monetary unit of one of her principal 
markets. She would also have been spared in
creased exchange disadvantages in competition with 
the important group of countries whose currencies 
fell with the pound. 
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Tariff Policfl"--8harp tariff increasu and other 
import restriction~ to maintain employment 
in manufacturing intemified cost rigidities of 
primary producers and enhanced burden of 
depreuion faUing on exporters 

A positive depression policy of the Federal 
Government was the attempt to maintain employ
ment in Canadian manufacturing industries by 
increasing restrictions on imports. The Govern· 
ment announced as a principle that it w11.11 unsound 
to import goods which were or could be produced in 
Canada as long as Canadian labour and equipment 
were unemployed.llb It argued that a reduction of 
purchases from abroad would also produce a 

TABLE 53.-TABIFP CHANam, 1928-36 

Equinlent Atl V alnrem Tariff Ratio of Jmporta to Groca Value 
RatesW of Production ,.., - v- (Unweighted Averages) 

Pre! ..... 'l're&t;r General Prefer· 'l're&ty(lo) General''' Tot&! 
entia! entia! 

AU M611ul~U:turee .................... , ....... 1928 12 17 21 4 2 20 25 
1933 14 25 30 4 1 8 13 
1936 10 24 30 4 6 4 14 

AUText.Ua ................................. 11128 17 23 28 18 7 13 39 
1933 21 39 45 10 2 4 17 
t9a6 20 41 49 11 4 2 16 

AU Iron and Steel Product.e ............. , ..... 1\128 11 17 19 3 1 51 54 
1~33 10 23 25 8 1 24 33 
1936 6 21 25 5 21 8 34 

Electrical Apparatus and Supplioe ••••......... 1928 15 23 27 2 - 29 32 
1933 16 30 34 2 - 15 17 
1\136 12 29 33 2 14 2 18 

Gta. and it.e Produete .... , .................. 1\128 13 19 22 9 16 47 n 
1933 12 23 26 11 7 38 56 
1936 7 20 25 13 38 16 67 

Petroleum Produeta .......................... 1928 9 12 14 - - 33 33 
1933 10 15 21 - 13 13 
1936 7 16 18 - 8 4 12 

x-ther Boote and Shoee .. : .... , ............. 1928 16 27 29 2 - 4 6 
1933 24 37 43 1 - 1 2 
1\136 20 37 43 1 2 - a 

FumituN .•••••••.••.•.•..••••••..•••••••.. 1\128 18 28 30 
1933 22 32 49 
1936 18 31 ~ 
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favourable balance of payments, prevent the 
depreciation of the exchange, and thus help to 
maintain Canada's credit. Accordingly, during 
1930-32 the tariff was sharply ra.ised. Every major 
secondary industrylll was granted higher duties 
and Canada changed from a country of moderate 
to one of high protection. The averages of the 
General and Intermediate rates (which applied to 
over four-fifths of the total imports) on all manu
factured goods were raised by nearly 50 per cent. 
All the important commodities of general con
sumption were made subject to substantially 
increased duties. The average of the rates on 
textiles rose by about one-fourth in the Preferential 
schedule and by two-thirds in the Intermediate 
and General. Wool and artificial silk duties were 
approximately doubled. Tariffs on boots and shoes, 
furniture, and petroleum products were boosted by 
about one-half. Virtually every branch of the iron 
and steel industry received added protection by an 
increase in duties in the Intermediate and General 
schedules of approximately one;third. 

The raising of tariffs, however, was but one 
phase of the Government's efforts to reduce 
imports. During 1930-33 administrative restric
tions were greatly intensified. Devices for the 
exclusion of goods which the regular tariff did not 
keep out were multiplied and made more effective. 
The Minister responsible for the administration 
of customs was given sweeping powers to levy 
special dumping duties on the basis of arbitrary 
valuations. The Minister, among other things, was 
empowered to fix for duty purposes, the value of 
any imports which, in his opiDion, were harmful to 
Canadian producers. Prior to the Trade Agree
ment with the United States in 1935, arbitrary 
valuations were regularly applied to such important 
items as textile fabrics, rubber footwear, wearing 
apparel, fruits and vegetables, automobiles, and 
electrical apparatus which, in many cases, raised 
the real rates of protection to fantastic heights.lB 
In addition to arbitrary valuations the Govern
ment also used its power to fix arbitrarily the 
exchange rate for duty purposes of any foreign 
currency which had depreciated. Thus, when 

• sterling went off gold, its value for the purpose of -;··.. u The duti~ oa many agrieuJtural eoDUlloditie~~ were also 
raised but in maR inata.D.cee they could have oo effe<:t~ since for 

I Do&rl)' all of th- items CaDada wu on "" export buis. 

" ,. S... R..,..., of tJ11 Borol o-•iui.oto "" tJie t'e:.rlil<t 1•4••""• 
lt:l8,pp.lHO.. 

calculating the duty on imports from Britain was 
fixed considerably above the actual rate.H 

Higher tariff's, administrative restrictions and 
the increasing weight of specific duties on falling 
prices, were effective in causing a considerable 
diversion of demands from foreign to domestic 
producers. Whereas in 1928 the value of imports 
of all manufactured goods was equal to 25 per 
cent of the total gross value of Canadian manu
facturing production, by 1933 this ratio had fallen 
to 13 per cent. The reduction of imports relative 
to home production was particularly pronounced 
in the case of textiles, automobiles, electrical 
apparatus, gasoline, furniture, implements, and 
machinery-all of which are important items 
either in the cost of living or the cost of P.roduction 
of primary producers. Employment in the pro
tected manufacturing industry was bet~r main~ 
tained than in other branches of goods production 
{except mining). The decline in salaries and wages 
paid by the former was appreciably less than the 
fall in the national income.l4• 

Efforts to check the fall in employment by 
reduction of imports were helpful mainly to the 
manufacturing areas of Central Canada and to 
the coal and iron industries of Nova Scotia. In 
so far as the relative improvement of incomes in 
these places was due to the maintenance of prices 
resulting from higher tariffs, they were harmful 
to the rest of the country. 

For upwards of 40 years there had been no 
substantial change in the general level of tariff 
protection. The settlement .and development of 
the Prairie Provinces and British Columbia had 
been begun and carried to an advanced stage of 
maturity under approximately the same tariff con
ditions. Industries, governments and homes had 
been established with the tariff as one of the given 
factors, like the climate and the natural resources. 
It is true that the tariff limited the extent of the 
development and the rise in the value of the natural 
resourees but it did not deprive either individuals 
or governments of opportunities and incomes which 
they had ever actually enjoyed. Nor did it, under 
conditions of expansion and high mobility, teduce 
the earnings of capital and labour below what they 
would have obtained elsewhere in Canada.lfi 
--;;:-"The ntea in our tariff eebednlei were made having in 

b::m:a~~~r~fa;:d~i~~as ~~:::;;tro !'!1: ,~~ frru;:~::i~t 
!~~!!a:! !t~t'~te d~t!itir:j. ~:~rt~~ :b~:fn!:l fnffs:!r 1:.a~t~ta t:: 
:f rFs1~l!n:!. t}~d~~~'S;:!~.l).'{~~~~~ 21~~~33~.P~ 23~bodea, Mu1ilter 

u• See Table f9, p. 150, 
u For a more complete e%])08ition of the nature of tariff 

..burdeu.e» and the relation of the taritJ to Canadian economic 
development, au W. A. Maekintosb, T1u' B«mtnt~i.G Backt~ro-.•4 •I 
D..,.;,.;o,..Pr.,i•cial Relotio,.., Chap. VII. 



In the caae of the Maritime Provinces, however, 
the effeeta were different. The Maritime economy . 
had reached a ma.ture development before the 
National Policy tariff was adopted. Ita introduc
tion (1879) conBtituted a drastic change in the 
conditione under which the population and ita 
economic activitiee had grown up. The higher 
dutiee euddenly increased the costa of production 
of the important export industries. This reduced 
net incomee and the value of property in these 
industriee below what was already established or 
what they would otherwise have been. The failure 
of the Maritimes to expand economically and to 
prosper to the l!lllne extent as the rest of C..nada 
was due to more basic circumstances but the tariff 
was an important contributing factor. It hastened 
the decline of the old export industriee and retarded 
the growth of the new. Since many of the local 
reeourcee were of a marginal character, the restric
tions of the tariff to their development for export 
was a serious disadvantage. The rise of the 
Nova Scotia coal and iron industries was almost 
entirely dependent upon protection and bounties 
but this expansion was not sufficient to offset the 
losses suffered in other Maritime industries. 

Prior to 1930 the protective tariff was not a 
"burden" on Western C..nada in the sense that it 
lowered earnings of capital and labour below 
those received in the rest of Canada or reduced 
the value of investments previously made. The 
sharp increases of duties and administrative 
restrictions during 1930-32, however, were entirely 
different in this respect. The rise in tariffs and 
the maintenance of the prices of manufactured 
goods which this permitted brought a relative 
increase in costs and greatly worsened the condi
tions under which exporting industries were 
operating-and this at a time when the prices of 
their products were falling drastically. The share 
of exporters in the national income was reduced 
below what it otherwise would have been, the 
decline in the value of their property was intensi
fied, and the burden of their debts was increased. 
The only way in which exporters could adjust 
themselves to the fall in the prices in foreign 
markets was by reducing their costs. Since the 
cost of living and the prices of manufactured goods 
were everyv.·here more rigid than the prices of raw 
materials, costs would have fallen more slowly than 
exporters' receipts even if the tariti had remained 
unchanged. The raising of tariffs greatly worsened 
a situation which already was highly unfavourable. 
As a result the standards of living were further 
reduced and the defaults of debt became more 
general. 
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The increase in protection widened the domestic 
market for the C..nadi.an producer and thus helped 
to maintain employment and income in the manu
facturing industry. But had tariffs not. been r&ised 
the purchasing power of exporters would have 
been greater, debt defaulta ·would have been less 
and the expansion of such industries as gold mining 
and electric power would have been more rapid. It 
is possible that these circumstance~ would have 
contributed just as much to the maintenance of 
the market for C..nadian manufacturers aa did the 
rise in duties, and that the national income would 
have remained at a higher level. While no definite 

TABLE 54.-CosT TO PuJICRAI!EB8 OF TABIFF PltoTBcrzD 
MANtTFACl'UUD Gooost•l IN TERMS OF 

ExPoRT CoMMODl'l'lll8 

10211 - 100 

AU No• 
Ezport Whea$ Lwn· Lm.. Fiab FerroWI 
Pri- ber otook Met.ala 

10211 ............... 100 100 100 100 100 100 

1130 ............... U1 132 107 104 103 u• 
11131 ............... 1M :101 118 14* 128 136 

11132 ............... 1'6 1100 130 178 142 1'6 

1033., ............. 14.3 188 12S 102 14.3 132 

tol IAeludea all ID&IIulaetured te•tilee, boot.o .. d ohoeo, pottery, eta. 
ud ita products, eW.mica.lo &Ad aU.ied pmduct.o, -~ pooli.oe, ud all 
.........tac""""' ol iroa ud oteel. 

conclusion can be reached on this point, one thing 
is clear; the increased restrictions to imports added 
considerably to the wide disparities in the incidence 
of the depression on the various industries and 
regions. 

Some of the disabilities of exporting indus
tries under the higher tariffs were reduced by the 
Empire Trade Agreements in 1932. The British 
preferences on lumber, apples, and bacon were 
valuable. The former two were important to British 
Columbia and the Maritimes but the agricultural 
industries in the Prairies got little· help. Becauae 
of surplus Empire production, the 6 cent. preference 
on wheat was of no assistance. 2\loreover, the 
reduction in Canadian duties was not significant 
in lowering the costs of production of exporting 
industries generally. Further relief did not come 
until the Trade Agreement with the United States 
in 1935. Under this ~reement valuable conces
sions were obtained for lumber, cattle, fresh and 
frozen fish, whiskey, and potatoes. The general 
reduction in tariffs against l!nited States goods, 
special reductions in the case of farm implements, 
certain classes of automobiles, electrical apparatus, 
gasoline, many kin~s of machinery, and abolition 
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of arbitrary valuations on a large list of items were 
important. However, the average level of the 
Cana<lian tariff remained far above that existing 
prior to 1930. 

4:. PuBLIC FlNANCil, 1930-37 

Severe Strain of Unequal Incidence of the Depru
sion on the Decentralized System of Canadian 
Public Finance--large inter-regional tram/era 
of income by Federal Government 

Perhaps the outstanding feature of the great 
depression in Canada · was the enormous strain 
which was placed on the public finance system. 
The severity of this strain was closely related to 
the nature of the economy, the constitutional 
division of powers and responsibilities, and the 
economic policies of the Dominion. It must be 
emphasized at the outset that the nature of the 
economy ma.de it inevitable that serious public 
finance problems would have to be faced, whatever 
economic policies were adopted. The slump in 
export prices and the consequent worsening in the 
terms of trade with other countries, the increase 
in the heavy burden of external debts, and the 
collapse of investment, made it impossible to escape 
a sharp reduction in the real national income. The 
manner in which this reduction was distributed 
over the various regions, industries, classes and 
occupational groups was nevertheless highly signifi
cant, especially in a federal state. When a country 
is divided up into a number of parts with distinct 
economic characteristics, each with separate and 
independent political authorities responsible for 
costly government services within their respective 
areas, the incidence of & decline in the total income 
is immensely important. If the distribution of the 
decline is fairly uniform each separate govern
mental unit could perhaps carry the increasing 
burdens without great difficulty. If the losses fall 
very ·disproportionately upon certain regions, the 
public fin.aneea of some areas may be carried on 
with relative ease, while others are likely to break 
down with serious repercussions upon the financial, 
economic and constitutional structure of the entire 
country. 

It is clear from the review in section 2 of this 
chapter that the disparities in the impact of the 
depression on various regions and provinces were 
extremely great. The controls over the tariffs and 
monetary eonditioDS were powerful instruments in 
the hands of the Federal Government for the 
modification of the unequal incidence. However, 
Ute national economic policies which were adopted, . 

whether or not . they were wise in view of all the 
circumstances, did little to improve this situation 
and in some respects intensified it: In so far as 
these policies were not used to bring about a more 
ev~tn distribution of losses, the greater was the 
strain on the decentralized system of Canadian 
public finance. The larger the decline in the income 
and the lsrger the consequent rise in government 
expenditures in the most unfavourably situated 
provinces, the more rapidly did local revenues and 
credit become hopelessly inadequate and the larger 
was the support which had to be obtained from the 
Dominion. 

The nature and course of the depression in 
Canada inevitably involved lsrge inter-regional and 
inter-governmental transfers of income by the 
Federal Government. These transfers took several 
forms-assistance to a few severely depressed 
industries, assistance to all provincial governments 
to help in financing costs of relief, and special 
assistance to the most bard-pressed provincial 
governments to prevent defaults of debt and enable 
continuation of essential services. 

Federal Assistance to lndmtry-the heavy burden 
· of the overhead costs of the National Railways; 

assistance to wheat and coal 

The most important federal transfers to industry 
consisted of the payment of the deficit of the 
Canadi1m National Railways, the cost of the inter
vention in the wheat market, and the payment of 
transportation and other subventio!lB to the coal 
industry. There were few activities which were 
more severely affected by the depression and the 
technical changes of the thirties than that of 
railway transportation. The Canadian railways, 
besides being built on a scale which involved a 
highly optimistic estimate of the future of the 
country, were heavily dependent upon the lsrge 
investment and developmental expenditures which 
expansion to such a future would entail. The 
factors responsible for the collapse of investment 
brought both a sharp reduction of revenues and an 
increase in the burden of carrying over-extended 
facilities. The drought in Western Canada and the 
slump in wheat prices struck at the heart of the 
Canadian railway structure. The design of the 
transcontinental lines through all-Canadian territory 
was dependent upon the mid-continental location 
and the prosperity of the country's principal export
ing region. When crop failures and large unsold 
surpluses reduced the amount of bulk freight to 
be hauled out and sharply curtailed the more 
remunerative back-haul of manufactured goods, the 



full burden of the tremendous overhead of long 
connecting lines of railway through unproductive 
territory was felt. While the drop in investment, 
the fall in wheat prices and the drought brought 
a drastic reduction to long-haul bulk traffic in both 
directions, motor truck competition was rapidly 
cutting into the profitable high class, sh~rt-haul 
traffic in Ontario and Quebec. Under thl8 com
bination of unfavourable circumstances railway 
revenues fell by more than 50 per cent between 
1928 and 1933. Over the same period the deficit 
of the Canadian National Railways, which had to 
be met by the Federal Government, rose by over 
$60 million (including interest on government 
investment and advances), a figure twice as great 
as the Dominion's share of all relief costs in the 
latter year. 

Railways were unable to bolster their falling 
revenues by an increase in freight rates and it 
would have been undesirable, from the point of 
view of the national income, to do so. In fact, 
there is a strong argument that certain rates ought 
to have been reduced as part of the Dominion's 
economic policies to soften the impact of the 
depression on expOtled groups. However, even with 
reilway freight rates substantially unchanged, the 
burden falling on the taxpayers rose rapidly. During 
1932-34 the Dominion paid nearly 40 per cent of 
the total transportation costs of all the freight 
hauled by the Canadian National Railways. This 
load on the taxpayer was perhaps more in the 
nature of a transfer to investors than it was a 
transfer to the users of railway facilities. In the 
case of the Canadian Pacific Railway and the 
privately-owned railways of other countries, the, 
depression losses fell mainly upon the owners of 
railway securities. Such a shifting of losses is not 
possible under government ownership. Canada 
had in part forsaken the flexibility of private 
ownership in favour of government guarantees and 
government ownership in order to build an economi
cally integrated and united nation and to stimulate 
nation-wide expansion. These purposes, together 
with past .mistakes, converted an enormous trans
portation overhead into the inescapable fixed 
charges of government. This was one of the more 
important of the many rigidities 'l'l•hich so greatly 
enhanced the difficulties of readjustment to the 
world depression. 

The plight of Western agriculture was quickly 
rt>cognizE>d. The Federal Government, whose 
eoonomic policies did little to soften the impact of 
the dE-pression on the wheat farmer, undertook to 
alleviate his position by means of public finance. 

--u 
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When wheat prices began to fall precipitously in 
the autumn of 1930, the Dominion guaranteed the 
initial payment set by the Pools and a General 
Manager of the Central Selling Agency having the 
confidence of the Government was appointed to 
take charge of the carry-over and to market the 
1930 crop. In the following year the contract pools 
were terminated and the initial payment or 
minimum price system was abandoned. In that 
year (1931) the Federal Government paid a bonus 
of five cents per bushel on all wheat marketed.· 

TABLE 55--E:X:PENDITURFJS ON TRANSPORTATION BY THII 
DoM1N1oN-CUli.BENT AccouNT, 1928-37 

(Thouo11411 of DoU.r~) 

Pereontap 
Ca.nadian Harboun C....ala Total ol Total 
National Stoamohipo and other Trano- Current. - g:~:;:~ and T....,... porta won Revenuea 

MariDe portation ol the 
DominioD -

% 
1928 •••.. 47.788 0,627 15,205 72,710 16·2 
1929 ..... 64,487 11,574 17,554 93,615 21-7 
1930 ..... 86,542 11,044 20,191 117,777 34>1 
1931 ..... 112,186 10,237 14,747 137,170 fll·3 
1932 ..... 112,807 8,531 10,377 131.715 44·1 
1~33 ..... 109,234 8.419 9.327 126,980 40·6 
1934 .... ' 91,160 9, 222 10,780 111,162 31·8 
1935 ..... 92,414 10.262 11,960 114,636 31·7 
1936 ..... 71.868 9,116 11,528 92.511 20·0 
1937 ..... '67,635 9,584 u.~ 88,887 17·7 

W Includes mtereat OP government lDVeBtiDeot aad advuoea. 

The bonus was discontinued in 1932 and instead a 
"stabilization" policy was begun. Throughout the 
period, 1932 to September, 1935, the Government, 
through the General Manager of the Central 
Selling Agency, made large purchases of futures on 
the Winnipeg Exchange for the purpOtle of main· 
taining ot raising the open market price at which 
farmers sold their wheat. While these efforts at 
times held the Canadian wheat price above com
parative world prices, they did not, however, 
prevent it from falling to disastrously low levels. 
The attempt to "stabilize" the value of Canada's 
principal export sold on a shrinking world market 
was a bold venture. The unsold stocks which 
accumulated and were held by the Government 
assumed large proportions and involved an increas
ingly hazardous risk to the taxpayer. When the 
Wheat Board was established in the autumn of 1935 
and the "stabilization" operations came to an end, 
the Government had on hand some 205 million 
bushels of wheat. However, the continuation of 
the drought in North America, a short crop in the 
Argentine, and world economic recovery brought 
a sharp rise in prices during the following year 
and the Wheat Board was able to sell the whole 
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of the carry-over in a relatively short. period with 
a small net profit to the Government. The 
minimum prices set by the Board for the 1935 and 
1936 crops resulted in losses of about $12 million. 

Although the Government's wheat marketing 
policy during the depression entailed considerable 
risks, the t9tal cost to the taxpayer proved in the 
end to be relatively small-a total of about $20 
million (including the five cent bonus) during 
1930-37, or lese than an average of one cent per 
bushel over the period. The drastic impact of the 
depression on Prairie agriculture was not signifi
cantly reduced by gpvernment assistance. 

collapse of investment, the falling markets for 
exports and the contraction of manufacturing had 
to be looked after in other ways.' Canada had 
never experienced an unemployment problem of 
such magnitude. During previous periods of 
economic depression the problems of unemployment 
and destitution had usually found their solution in 
the self-sufficiency of the household, in the solidarity 
of the family, in the establishment of new homes 
on the agricultural frontier, in the decline of 
immigration, and in the increase of emigration to 
the United States. By 1930 such opportunities for 
self-reliance and methods of adjustment had all 

TABLJ!l 56.-TOTAL RELIEF AND OTHER PUBLIC WELFARE EXPENDITURES 

(MiUUm. of Doll<wo) 

Other PubUc Welfare Total 
Old 
Age 

PensiOD8 

1-------------1 Relief and Percent 
of National 

Income 
ReJiefW 

Dom. 

1928 ............................. 1.9 6.2 
1929 ............................. 3.5 6.7 
1930 ............................. 18.4 11.8 7.6 
1931. ............................ 96.5 16.2 6.4" 
1932 ............................. 95.0 16.4 5.6 
1933 ............................. 97.9 16.7 5.4 
1934 .............................. 158.5 20.0 5.3 
19311.. ........................... 172.9 22.8 6.2 
1936 ............................. 160.3 211.6. 6.6 
1937 ............................. 161).1 38.9 6.8 

Prov."1 Mun. Total 

21.3 24.5 52.0 
22.8 26.4 55.9 
244 28.3 60.3 
24.7 28 5 59 6 
24.7 28.6 58.9 
23.8 28.9 58.1 
26.5 30.8 62.6 
26.5 32.7 65.4 
28.5 35.4 70.5 
34.8 35.6 77.2 

Other 
Public 

Welfare 

53.9 
59.4 
90.5 

172.3 
170.3 
172.7 
241.1 
261.1 
260.4 
281.2 

% 

1·2 
1·3 
2.2 
4.9 
6.0 
6.6 
8·4 
8·4 
7·6 
7·3 

"' l110ludeo all expeodi"""" 011 nilioll, i.o., qrieu.l~. public WOJ:ka, direct ami miaeeUIIJIOO ... 
1W !Au relaudslrom municipali\ioa. 

The financial help received by the coal industry 
from the Federal Government was important. The 
transportation subventions for the movement of 
Canadian coal to Central Canada were started in 
1928 but they did not have much effect until the 
thirties. These subventions together with the 
bonuses to Canadian coal used for coking, which 
were begun during 193()..32, became a considerable 
factor in the provision of markets. In 1936 the 
total subsidies received by the coal mines in Nova 
Scotia amounted to about 15 pet:' cent of the total 
wages paid by the industry. 

Federal A.uistance to Province&-municipal-provin
cial revenues lwpelessly inadequate to finance 
the whole CO$t of relief 

The problems arising out of the wide disparities 
in the incidence of the depression were dealt with 
to only a minor extent by the federal transfers to 
industry. The destitute wheat farmers, the wage
earners who were thrown out of work by the 

but disappeared. The livelihood of hundreds of 
thousands of citizens seemed to be entirely 
-dependent upon public charity. The cost had to 
be met through large transfers of income from the 
employed to the unemployed, and from one region 
to another by means of taxation and government 
borrowings. 

The constitutional responsibility for unemploy
ment relief rested with the provinces. The muni
cipalities, however, were generally regarded as 
primarily responsible since up until this depression 
it had been seldom necessary to recognize the 
distinction between cyclical mass unemployment 
and "poor relief". The conditions which arose after 
1930 soon demonstrated that provincial and muni
cipal responsibility could not be rigorously insisted 
on in practice. The relief problem related broadly 
to two quite different situations-the prairie wheat 
farmers stricken by drought and ruinous prices, and 
the unemployed wage-earners who tended to concen
trate in large urban centres and in single-industry 
towns. It became clear that neither of these situs.-



tions could be dealt with on the basis of local 
responsibility. The municipalities in the drought 
area which had lost the whole of their income could 
not maintain existing essential services, much less 
pay out large sums to meet the operating costs 
of the farms. Real estate values in many urban 
centres would have collapsed completely under the 
taxation and debts necessary to take care of the 
local concentrations of unemployed. However, 
even if the relief burden had been uniformly 
distributed over all the municipalities of the country 
it would have been necessary to increase tax 
collections from real estate by 50 per cent. This 
was quite impossible. 
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assistance of the Dominion with its powers of 
taxation and borrowing was essential. When the 
problem became acute in 1930 the Dominion began 
the temporary arrangements for extending financial 
help to the provinces which were continued 
throughout the depression. The constitutional 
responsibility of the provinces (and their muni
cipalities) was still adhered to in form. The 
Dominion undertook merely to assist the former 
because of the "extraordinary conditions" and 
because the problem had "become so general • • • 
as to constitute a matter of national concern". 
Administration and initiation of relief projects 
remained the responsibility of the provinces and 

T..LBLII57.-TB• BuBDzN oP RI!ILIEI' oN TBB PaoVINCEs ..LND TRB MmnCIPALITIIIB 1930-37 

( M illimN of Dollar•) 

1930 1931 1932 1933 1934 1935 1936 1937 

Total Mun.-Prov. Cul'l'\\nt Revenuee ..••••••.•.•.••.....• , ••• 492 479 480 479 484 608 530 558 
Total Mun.-Prov. Current Expenditlll'I!8W excluding Relief.,,,. 491 492 490 479 482 485 483 61'' 

SurplllS avo.ilable for Relief or Deficit ....• , ......•.•••• 1 u 11 2 23 47 44 
Total Relief Costa Expended through Mun.·Prov. Agenciee •• , • 17 112 112 90 141 134 134 162 

Ddlc:leney of Mun.·Prov. Revenuee ......................... 1.6 lOS 1.112 !10 ut IU 117 101 
Leea Share of Relief Assumed by DomiDion .•..•••••• , ••••.••. 3 34 34 28 43 41 62 66 

M un.-Prov. Deficit .................................. u 71 68 a .. 71 35 u 
'"'Including municipal einking fund contributiooa and debt retirement. 

The relief costs could only be met with the wider 
revenue and credit sources of the senior govern
ments. The resources of the provincial govern
ments, however, were not by themselves sufficient. 
Over the whole period 1931-37 the relief expendi
tures amounted to more than 25 per cent of the 
total municipal-provincial revenues. In nearly every 
province during the early thirties these revenues 
fell short of the requirements for ordinary purposes. 
There were distressing deficits even before a.ny
thing had been provided for relief. In not one 
province in any year following 1930 did the 
municipal-provincial revenues left over after pro
vision for ordinary services meet the total cost of 
relief. The amount of borrowings necessary to pay 
for the whole of the remaining requirements would 
have bankrupted roost of the provinces and muni
cipalities in the country. 

The magnitude of relief costs hopelessly exceeded 
the financial capacities of the provinces and the 
municipalities. During the eight-year period their 
oorobined revenues fell short of total relief and 
eurrent expenditures by over $750 million. The 
~,. 

municipalities. Aside from its own public works 
programs and relief for unemployed single tran
sients, the Dominion simply gave grants-in-aid to 
help finance the expenditures of other governments. 
In this manner the federal authority assumed about 
40 per cent of the total outlays on relief during the 
1930-37 period. In addition it loa.ned $106 million 
to the four Western Provinces to enable them to 
meet their portions of the cost. 

The problem of financing sharply rising outlays 
for relief would have been difficult enough had 
the costs fallen evenly upon the various sections 
of the country. The extreme differences which 
occurred, however, greatly aggravated the situation. 
The wide disparities and the regional incidence of 
the depression had, as a consequenoe, large varia
tiona in the incidence of the burden of relief and 
other welfare costs upon the several provinces. 

The costs of relief varied inversely with the 
ability to meet them. In Western Canada, where 
inoomes fell most rapidly, relief costs were 
relatively the highest. The weight of the burden 
in Saakatchewsn, the Province moat severely 
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affected, was about five times as great as that 
in the Maritimes and Ontario, the Provinces 
least affected. Total relief expenditures during the 
eight-year period amounted to nearly two-thirds 
of the total municipal-provincial revenues in 
Saskatchewan compared with about one-fifth in 
the Maritimes and Ontario. A burden with such 
extreme variations in its incidence could not be 

TABLE 58.-DxsPABrriES IN THE BURDEN o:r RELIEF oN 
THE V AlliOUS PROVINCES, 1930-37 

Sa.okatchowan .•.•.• , ••...•• , , , , •••..••••.• 
Manitoba ...•...•••••••••••...•.•••••.•.... 
Britiob Columbia ......................... . 
Albarta .•••••••••.•••..•...•••••.•••••.•••. 

All Pnrriu...,._Natioll&l Average .......... . 

Quoboo .•.••••....•..•••..••••••••••••••••• 
Prince Ed......,.d Island ..................... . 
Ontario ..••.••.....•.•••••••••••••.•••.•••. 
Nova Sootio ............... , , ...... , ...... . 
Now Bruoswiok ...... , .................... . 

Ratioo o! Total Relief Cooto 
to Total Provincial Incomes 

Relative 

B~:~i:rnd!. 
or Ratios
National 

average • tOO 

367 
115 
100 
100 

100 

90 
16 
76 
fO 
67 

% 
la.3 
i·2 
3·8 
3·6 

3·8 

3·2 
2·8 
2·7 
2·5 ,.. 

lol p.,...nt.oge of total nliol espendituree in tho province to total pro
vincial income. 

entirely carried with local resources. The Dominion 
not only had to come to the aid of all the provinces, 
but it had to help some provinces more than others. 
It was necessary to use the national powers of 
taxation and borrowing to transfer income from one 

region to another. The greater the disparities in 
the incidence of the depression and the greater the 
failure to use national economic policies to reduce 
these disparities, the larger were the transfers which 
had to be made. 

We shail now examine the financial situation 
which developed in each of the provinces. 

:Prince Edward Island 

Relief expenditures in Prince Edward Island, the 
most rural province in Canada, were relatively small. 
There were no large industries or urban concentra
tions in which mass unemployment could arise. 
The self-sufficiency of the farm household and the 
farm family was still an important feature of the 
economy. Consequently per capita. costs for relief 
of unemployment were the lowest in Canada. 
Over four-fifths of the expenditures incurred for 
this purpose were devoted to public works instead 
of direct relief. This outlay was more of an 
effort to use idle labour for the provision of 
community facilities rather than an unavoidable 
expense for the relief of destitution. While the 
total expenditures were small compared with those 
of the rest of Canada, they nevertheless weighed 
heavily upon the finances of the Province which 
had no large incomes nor large accumulations of 
wealth. Virtually the whole of the provincial
municipal share of the relief costs were borrowed, 
and this added nearly 50 per cent to governmental 
debts during the period, 1930-37. This increase in 
the deadweight load placed a considerable strain 
on the meagre revenue sources. 

TABLE 59.-PRINCE EDWARD IsLANI>-::"""TBE CosT OJ' RELIEI' AND MwxCIPAL-PROVINCIAL FINANcEs, 1930-37 

(Millionf of Dolltl.ra} 

1930 1931 1932 1933 1934 1935 1936 1937 

Total Mun.-Prov. Cummt &venues ••••••••••••.•••••.•• , ••. 1.58 1.56 1.63 1.64 1.67 1.79 1.95 2.06 
Total Mun.-Prov, Cummt E:.pendituresW eJteluding Relief ..... 1.55 1.79 1.58 1.61 1.76 1.97 1.76 1.92 

Surplu.s available for Relief or Deklt .•...•••••.•••.••...•••. .03 .23 .05 .03 .09 .:1.8 .19 .14 
Total Relief Coets ezpended through Mun.-Prov. AgenciES .•• , .03 .32 .24 .06 .41 .94 .62 .58 

Deklency of Mun.-Prov. &venues ......................... ,55 .19 .03 .so 1.12 .43 ·" Lalli Share of Relief Assumed by Dominion ••••••••••••••••••. .02 .18 .05 .02 .22 .29 .32 .18 

Mun.-l'rov. Deftclt or Surplua. .................... : ........ .02 .17 .u .81. .28 .83 .:&1 .a. 

'"' heludiDg municipal aiD.kiDs fund contributiODll aJid debt n~tiremeP\. 



Nova&oti4 
Although the prices of Nova Scotia's exports fell 

dra.atically the burden of relief was relatively smalL 
The nature of the economy prevented the wide
spread destitution which appeared in other part.a of 
Canada. The exporting industries were composed 
largely of small-scale individual enterprisers, namely, 
fishermen, farmers, and lumbermen, who retained 
a relatively high degree of aelf-aufficiency. When 
their prices dropped their standards of living had 
to be sharply reduced but -they were not entirely 
without food and shelter. Aside from the coal and 
8teel industries there were no large industrial con
centrations. TariJJ increases and Dominion trans-
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total expenditures by all governments on direct 
relief. The latter added only S2 million to the 
provincial debt, but highways added over $30 
million. The Province took advantage of its high 
credit standing, low interest rates and idle l.abow: 
to provide facilities which it hoped would stimulate 
economic development. Whether or not the high
ways will tum out to be a significant factor in 
helping to overcome eome of the long-run economic 
difficulties of the area., they have greatly intensified 
the problema of provincial government finance. 
The limited revenue sources of the Province cannot; 
easily earry the heavy fixed chargee of large dead
weight debts. 

TABLII 60-NovA. Scon6.-'!'llll CoaT ow Rm.mr .um Mt1llllCJPAL-PBoVINCUL Fnu.NC118, 1930-37 

( Jl illiolu "' Do/Jan} 

1930 1931 1m 1933 t!IM 1935 1936 um 

Total Mun.-Prov. Cummt Revenuee ......................... 111.2 UI.O 15.7 14.0 15.0 18.3 18.7 10.1 
Total Mun.-Pr<JY. Cummt Ex))elldit.urer-1 ucludinc ~Wid' ..... 15.0 15.7 15.5 16.0 16.6 18.6 17.3 18.2 

Surplwo available for Relief or D*lt ........................ .2 .3 .2 1.1 .J .s 1.4 1.1 
Total Relief Colt~~ upended through Mun.-Prov. AgeoQee .••. .1 2.6 3 8 3.2 2.4 3.0 2.7 2.8 

Detleltlnc'r or Surplwo of Mun.-Prov. a.-..m,.. ............... .1 2.1 S.l ••• 1.1 1.1 1.1 1.5 
I- Sbano ol Relief A8IIUIIled b,- DomiDioo .•••••••••••••••••. .I .0 1.4 1.1 .8 1.3 1.3 .7 

Mllli.-Prov. Detlelt or Surpl ................................. .t 1 .• 2.2 1.2 2.1 2.1 •• 
c:..pttal Expend._ • HI.....,. n11t ........... In ReiiM 1.1 1.1 . I 1.1 1.1 ••• 1.1 7.1 

"" W:lud.ioc muui.c.ipU llinkilll fuDd camribuDc!De aod deW retinomal'-

portation subventions to coal helped considerably 
to maintain employment in the steel milla and the 
coal mine&. Hence no severe or protracted problem 
of 1llJI.SS unemployment arose. However, there were 
many on the farms and in the towns who, in one 
way or another, obtained a livelihood but oould not 
find satisfactory jobe, and there were many who 
lived on the ma.rgi.n of BUbsistenee. Emigration 
which had been an important outlet in fanner years 
was greatly reduced. There were not sufficient 
opportunities for the growing population. Thus in 
Nova Scotia the main problem was to find per
manent means for employment rather tlwl to 
relie,•e a temporary situation. The provincial 
government undertook a large-scale program of 
highway construction with the object of providing 
both immediate employment and of expanding the 
capacity of the economy by encouraging the tourist 
trade and reducing the costs of transportation. 
During the eight--year period 1930-37 capital outlay 
on highways wu nearly four times u great as the 

NeuJ BrufiiUiidc 
The situation in New Brunswick waa aimila.r to 

that in Nova Scotia. The forest and agricultural 
industries which dominated the economy of New 
Brunswick afforded considerable scope for alterna-
tive employment and self-sufficiency. The sale of 
pulpwood to the pulp and paper mills which con
tinued to operate at a high rate of capacity 
throughout the depresion provided a eouroe of 
income to many farmers and la.bourera. The British 
preferences granted in the Empire Trade Agree. 
ments brought a considerable revival in lumber 
production after 1933. Priees of farm products and 
the earnings that oould be obtained from working 
in the woods were tragically low but for nearly 
everyone it waa possible to get the means of sub
sistence which greatly reduced the extent of govern
ment relief. The most important development in 
provincial finAnce during the depression in New 
Brunswick as in Nova Scotia wu the large capital 
outlays on highways. However, the ecale of the 
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TA.B:LB 61.-NBW BBUNSWICB:-'J'BB COST OP Rl!ILiliP AND MumCIP.u.-PBovmcn:a FlNANc:zs; 1930-37 

(Millicma oJ Dol14rt) 

1930 1931 1932 1933 1934 1935 1936 1937 

Total Mun.-Prov. Cummt Revenues .••••••••••.•••••....•••. 12.0 11.7 11.3 11.0 11.4 12.1 12.8 14.1 
Total Mun.-Prov. Cumml Ezpenditur-esW excludioc Belief ••••• 12.0 11.4 11.3 11.2 11.4 12.1 12.3 12.9 

Surplus available for Belief or Dellclt ........................ .3 .2 .5 1.2 
Total Belief Coste expended through Mun.-Prov. Agenc:iee •••. .3 2.6 .5 1.9 1.3 2.4 2.5 1.5 

Delldeftcy of Mun.-Prov. Revenues .•••••••••••••••••••••••• .I 2.1 .s 2.1 1.1 2 .• 2.0 .I 
Leas Share of Relief Assumed by DomiDion .......... - ........ .3 .7 .4 .6 .4 1.1 .9 .6 

Mun.-Prov. Dellclt or Surplua .............................. 1.6 .I 1.5 •• 1.1 1.1 .3 

Captt.l IEIIpendlture$ 01'1 Nl&fiWIJS not Included In Relle1 ••• 2.1 1.1 .I .7 1.1 S.l 1.1 

'"' Includioc municipal aiDking fund contributiou and debt retiremen\. 

expenditures relative to the economy was con
siderably greater. Consequently the finances of 
the Province got into an even more vulnerable 
position. In 1937 the accumulated per capita. 
outstanding debt incurred for highways in New 
Brunswick was one-third higher than in any other 
province. During that year net debt charges, 
about nine-tenths of which were due to highways, 
absorbed 37 per cent of the total current revenues 
of the Province. 

Quebec 
Relief in. Quebec was very largely concerned 

with the problem of mass unemployment in the 
metropolitan area of Montreal. This area, the 
largest urban concentration in the country, con
tains nearly 40 per cent of the population of the 
Province and is very closely dependent upon 
Western Canada. Montreal, with its railway 
termini, shipping, manufactures, financial and 
distributive facilities, constitutes the entrepot to 

the great exporting industries of the West which 
are the. bases of the t.-anscontinental economy. 
The sharp drop in the purchasing power of that 
exporting region reacted directly and severely upon 
MontreaL The destitution which arose from the 
resulting unemployment could only be relieved with 
government assistance. In such a large industrial 
concentration there were few opportunities for 
self-sufficiency or alternative employments. The 
burden upon both municipal and industrial finances 
was great. The assistance from the Dominion took 
care of less than 30 per cent of the costs. The 
portions left to the local governments far exceeded 
the amounts that could feasibly be raised by 
provincial or municipal taxes and virtually the 
whole of the requirements were borrowed. The 
total relief capitalized by the Provincial Govern
ment during 1930-1938 was almost equal to the 
total outstanding debt of the Province at the 
beginning of the period. Relief was largely 
responsible for the rise in the municipal debt of 

TABLII 62.--Qu:uEo-Tml CosT oP RELIEP AND MumCIP.u.-PBovmCI.AL Fl:NANc:zs, 1930-37 

(MillW... oJ Dollare) 

1930 1931 1932 1933 1934 1935 1936 1937 

Total Mun.-Prov. Current Revenues ......................... 115.0 111.2 110.4 110.2 116.5 123.4 126.7 141.8 
Total Mtm..-Prov. Cummt Ezpenditur-esW eacluding Relief .•••. 110.5 110.8 115.8 115.8 117.2 125.5 127.2 136.7 

Surplus available for Relief or Detlclt ........................ 4.5 . 4 ••• 5.6 .7 2.1 .5 5.1 
Total Relief Costa u:pended through Mtm..-Prov. Agencies .... 2.0 17.3 18.8 22.2 31.8 26.5 35.4 30.8 

Deficiency or Surplus of M un.-Prov. Revmues •••••••••••.••. 2.5 16.9 24.2 27.8 32.5 28.6 3$.9 -v 
Leas Share of Relief Assumed by Dominion ................... .3 5.1 5.8 4.7 11.3 7.9 10.4 8.0 

Mun.-Prov. Deftdt or Surpl1111 .............................. 2.8 u.a 18 .• 23.1 21..2 20.7 25.1 17.7 

'"' Incluclinc municipal aiDking fuod contributious aDd debl retiremen\. 



metropolitan Montreal from $252 million to $345 
million between 1930 and 1937. The Quebec 
municipalities were required to assume a consider· 
ably larger share of the total relief expenditures 
than municipalities elsewhere in Canada (28 per 
cent in Quebec compared with 15 per cent in all 
the rest of Canada). Consequently, the municipal 
finances of Quebec, especially of Montreal, emerged 
from the depression in a far more weakened con· 
dition than was the case in other parts of the 
country. 

Over 70 per cent of the total outlay for unem· 
ployment was for direct relief. At the beginning 
and at the end of the period large expenditures 
were made on public works. These, however, 
proved to be extremely costly in comparison with 
other methods of dealing with the relief of distress. 
In certain circumstances it may be most economical 
in the long run to choose a time of idle resources 
to construct needed capital facilities, but desirable 
results cannot be obtained without careful planning, 
adequate financial resources and control of mone
tary affairs. The experience of Quebec along with 
that of other provinces demonstrated that the 
municipal-provincial revenue systems cannot sup
port the huge expenditures which are involved in 
dealing with prolonged unemployment by means 
of public works. 

While the sums which were spent on what was 
formally classified as relief reached large propor
tions, they did not include all the outlays for this 
purpose. The aid given by the Church, whioh had 
long fulfilled an important role in providing social 
services in Quebec, greatly reduced the costs which 
fell on governments. Furthermore, the Provincial 
Government undertook a number of activities which 
were not regarded as relief but whose main object 
nevertheless was to alleviate distress and provide 
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employment. Between 1930 and 1937 the Province 
spent $26 million on colonization of settlers, $54 
million on highway construction, and $14 million 
on loans to farmers. These activities, whether or 
not they were necessary or wise, were all more or 
less closely associated with the depression. Together 
with expenditures for relief, they brought a three
fold increase in the provincial debt, a rise more 
rapid than that in any other province. Between 
1930 and 1937 the per capita municipal-provincial 
deadweight debt rose from one of the lowest to one 
of the highest in the country. 

Ontario 
Unemployment in Ontario was largely the result 

of the contraction of manufacturing output and 
the collapse of the investment boom of the late 
twenties. The condition was most serious in indus
tries which were directly dependent upon the 
markets of Western Canada and in the construc
tion trades. While the situation was severe in 
certain industrial areas, such as Windsor and 
Toronto, and in a number of one-industry towns, 
the problem of meeting the costs of relief for the 
Province as a whole was not nearly as difficult as 
that in other parts of Canada. The total relief 
expenditures amounted to 19 per cent of the 
municipal-provincial revenues of the period com~ 
pared with 27 per cen·t for the remainder of the 
Dominion. Ontario, in which were concentrated 
the greater part of the country's large individual 
and corporate incomes and wealth, had relatively 
easy access to additional government revenue. The 
Province also was the centre of gold mining, the 
nation's most rapidly developing industry, which 
both directly and indirectly provided many oppor
tunities for employment and new sources of govern~ 
ment income. Total municipal~provincial revenues 

TABLB 63.-0NT.UU:o--TIU COST OJ' RBLlEJ' AND MUNlCIPAL-PBOVINCIAL FINANCES, 1930-37 

. (MiUW... of Dollaro} 

1930 1931 1932 1933 1934 1935 1936 1937 

Tot&l Mun.-Prov. Current Revenues .......................•. 189.2 188.3 187.8 188.6 185.9 198.3 212.5 2111.1 
Tot.al Mun.-Prov. Current Eq.enditw-e~~W ueludirlg Belief •••• , 188.8 189.2 189.3 182.4 180.9 179.0 179.6 191).4 

Surpluo avt\il&bl~ for Relief or Deftc:lt ..................... , •. .. ·' 1.5 6.2 19.3 3211 2JO. 7 
Total Rehef Costa -ded through MUII.-Pro'r. Agencies •••• 1.4 21.3 33.4 32.4 60.'7 64.5 38.5 28.2 

Delk'-f ol Mun.-Prov. ll.evenuee ......................... 1.1 22.2 S4.t 2&.2 60.1 15.2 5.1 7.1 
1.- Share of Reluil Assumed by Dominioo ••••••••••••••••••• 1.2 11.4 11.5 11.11 Ui.5 15.5 uu 7.4 

Mun.-Prov. Dellc:lt or Surpl1111 ........ , ..................... •• u.a 25 .• u.s 45.2 19.7 9.5 .1 

..,lncl...W., muaicip.l aiDkiDc fuDd CODtributiOIII llild debt ftlt.iremeDt. 
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fell but slightly between 1930 and 1934, and rose 
considerably thereafter. After 1934 the Province 
and its municipalities were able to meet a sub
stantial portion of their share of relief costs out 
of current receipts. The &mount per capita of 
relief capitalized in Ontario was the lowest of 
any province in the Dominion with the exception 
of the Maritimes. The outstanding municipal
provincial debt rose by 18 per cent compared with 
40 per cent in the rest of the country. Although 
the burden of relief brought a number of munici
palities into default, the total municipal debt of 
Ontario declined by 13 per cent during the period. 

Ontario spent a much larger proportion of her 
total relief outlay (36 per cent) on public works 
than did any of the other provinces with the 
exception of the Maritimes. This was partly due 
to the rapid development of the northern areas 
which provided better opportunities for useful 

, works than appeared elsewhere. However, it was 
also a reflection of the relatively greater revenue 
and credit resources of this Province. 

Manitoba 
The burden of relief in Manitoba was more severe 

than in any other province except Saskatchewan. 
Eighty to 90 per cent of the total costs were in-. 
curred in the metropolitan area of Winnipeg. The 
depressed conditions in that centre were associated 

and the great wheat-growing area to the West which 
lies mainly beyond the boundaries of the Province. 
When the volume of that commerce was drastically 
curtailed by ruinous farm prices and a succession 
of unprecedented droughts in Saskatchewan the 
economic support of nearly 40 per cent of Mani
toba's population virtually collapsed. The problem 
of unemployment was intensified by the accumula
tion of idle workers from the whole Prairie area. 
Winnipeg normally contains a large pool of labour 
from which many of the seasonal workers needed 
on the wheat lands are recruited. When jobs 
disappeared the labourers remained on the relief 
rolls of the city. Winnipeg was, therefore, required 
to take care of a substantial share of the misfor
.tunes of the large industrial reserve army of the 
wheat-growing industry for whose condition the 
city was in no way responsible. 

There was no surplus of municipal-provincial 
revenues with which to meet the sharply rising 
expenditures for relief. Between 1931 and 1933 the 
Province imposed sharp increases in taxation, in
cluding a wage tax which raised the provincial tax 
sttucture to the highest level in Canada. However, 
the receipts from the new and additional imposts 
did no more than make up for the declines in 
municipal-provincial revenues from previous sources. 
The greater portion of the outlays on relief had to 
be borrowed. By 1932 the credit of the Province 

TABLIII 64.-M.a.NITOBJ.-'l'Hlil CosT OJ' RELIEF AND MUNICIPAL-PROVINCIAL FmANCEs, 1930-37 

(Millilmtr af Dollars) 

1930 1931 1932 1933 1934 1935 1936 1937 

Total Mun.-Prov. Cun-ent Revenues......................... 34.5 32.8 33.7 35.1 34.7 34.1 34.3 35.4 
Total Mun.-Prov. CurrentExpenditureeW excluding Relief..... 34.3 34.7 35.9 34.6 32.8 32.1 31.1 31.4 

r-----~-----1-----~1-----r----1-----~---~---
Surplus available for Relief or Deficit........................ .2 1.9 2.2 .5 1.9 2.0 3.2 4.0 
Total Relief Costs ezpended through Mun.-Prov. Agencies.... 1.6 8.6 7.4 7.1 7.5 9.8 · 12.2 9.8 

Deficiency of Mun.-Prov. Revenues .......•.• , .......••..... --s:4 "10:5 -----;-:& --s.6 ----s:&'" --;:a ---.:a --s:i 
Lese Share of Relief Assumed by Dominion.-................ .3 a.3 2.8 2.5 2.2 3.3 5.1 3.5 

Muo.-Prov. Deficit........................................ 1.1 7.2 8.8 •.1 3.• •.s 1.9 2.1 
Dominion Loaua to the Provinoe for Relief, and General Plll'-

poseacbl .... ,.... .... ...... .......... ... .. .. .. ... ... .. • 2.9 1.6 1.2 4.4 4.2 4.9 2.7 

' '"'Including municipal sinking fund contributions and debt retirement . 
.., $805,000 of these advance& were written off by the Dominion in 1937. 

only in a sma.ll way with circumstances within 
Manitoba itself. The drought was a minor factor 
and agriculture is of far less relative importance 
than in the other two Prairie Provinces. The 
prosperity of Wmnipeg is very directly dependent 
upon the vast flow qf commerce between. the East 

and its municipalities was exhausted. Most of the 
suburban municipalities around Winnipeg had 
defaulted on their debts. Thereafter the money 
for capitalized relief and current deficits could only 
be obtained by means of provincial loans from the 
Dominion. The Province in turn made loans to 



municipalities. For several years, also, the matur
ing obligations of the Province were refunded with 
Dominion advances. At the end of 1937 the in
debtedness to the Federal Government was $22 
million, or nearly one-fifth of the total outstanding 
provincial debt. In addition, the Dominion had 
guaranteed provincial bank loans amounting to $12 
million. The municipalities owed the Province $4 
million. 

Saskatchewan 
Canada's most serious economic troubles during 

the thirties had their origin in the impact of the 
world depression and drought upon the wheat
growing industry of Saskatchewan. This industry, 
upon which the interdependence and economic inte
gration of the country were chiefly based, suffered 
the most unfavourable coincidence of circumstances 
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averaged less than one-half that of the decade of the 
twenties. Such a decline, in the face of the high 
fixed costs of Western agriculture, would have 
caused general and drastic hardship. The addition 
of the drought brought outright and widespread 
destitution, as well as complete inability to operate 
farms without government assistance. 

The area affected by successive crop failures was 
about equal to one-quarter of the total improved 
farm acreage of Canada. It contained nearly one
half the rural inhabitants of Saskatchewan. In 
1931, one-half; in 1933-4-6, one-third; and in 
1937, two-thirds of the total farm population of 
the Province was destitute. Not only was this 
large section of the population dependent for live
lihood upon public charity, but the operating 
expenses of from one-third to two-thirds of Canada's 
largest export industry had to be met by the Gov-

TABLlll 65.-SASJUTCHEWAN--TBE CosT OF RELIEF AND MUNICIPAL-PROVINCIAL FINANCES, 1930-37 

(MiUioM of DoUo.") 

Dominion Lo&Dll to Province for Relief and General Purpoaes<•> 

Seed Gra.in B&nk Lo&Dll Guaranteed by Dominion ..••••••••••• 

1930 1931 

11.6 

1932 

5.3 

38.7 
38.5 

.2 
10.3 

10.1 
2.4 

7.7 

8.1 

36.5 
38.1 

1.8 
21.1 

22.7 
8.0 

14.7 

13.5 11.1 6.1 

11.6 

11.6 

14.6 

'*' Jncludt"llt mumctpal smlnng fund contributi~"" and debt retirement. 
'"'117 ·7 million of these advances were writt.eo. oil by the Dominioo. in 1937. 

in its history. If the repercussions upon other sec
tions of the Dominion were widespread and severe, 
the conditions in Saskatchewan were nothing short 
of disastrous. Economically this area was the most 
vulnerable in Canada. No other province was so 
completely dependent upon the fluctuations in 
the export market. Nowhere was production eo 
dependent upon the vagaries of the climate. 

Ruinous prices and drought were about equally 
responsible for the disaster. The forces which 
10 intensified the world depression fell with par
tieular severity on wheat. The national economic 
policies of the Dominion did vd-tually nothing to 
soften the blow. The full exposure to the adverse 
world influences drove the prices received by the 
farmer to levels which during the period 1930-35 

ernment. It was the latter which chiefly distin
guished Saskatchewan's problem from that in the 
other provinces. In the other provinces it was. 
mainly a matter of providing food, fuel, clothing 
and shelter for unemployed wage-earners. In the 
case of the Saskatchewan wheat farmer the failure 
of a crop involved not merely the loss of the means 
of livelihood but also the working eapital invested 
in that crop. This working eapital had to be made 
available before there was another chance of the 
farmer becoming self-supporting. The provision 
year after year of seed, feed, fodder and supplies to 
tens of thousands of large-scale farmers entailed a 
huge financial burden not encountered in the relief 
of industrial unemployment. The per eapita eosts 
in Saska.tchewan for agricultural aid alone (seed, 
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feed, etc.) was greater than the total per capita 
disbursements for all relief purposes in the other 
provinces. 

The costs of direct and agricultural relief com· 
pletely overwhelmed the finances of the Province 
and its municipalities. These costs during 1930-37 
never fell to less than 27 per cent (1933) of the total 
municipal-provincial revenues, and in 1937 they 
rose to 163 per cent of such revenues. For the 
whole period the relief expenditures amounted to 
60 per cent (compared with 21 per cent for the 
rest of the country) of the total ordinary receipts 
of the Province and its municipalities combined. 
Although new taxes were imposed and rates in· 
ercased, revenues could not be maintained at levels 
required to provide adequate ordinary govern
ment services, much less to pay for any part of 
relief costs. It was manifestly impossible to meet 
any significant portion of the outlay on relief by 
means of local taxation when total expenditures for 
this purpose for the eight-year period exceeded the 
total net farm cash income of the whole Province. 

TABLIII 66.-RELI:EJ.r EXPENDITURES IN SASKATCHEWAN 
AND TBE REsT OJ' CANADA 

Pei"Ceeltage of Total In....-..... . 
Percentage of Municipal-

Provincial Current ll.evenuee .. . 
Per Capita (dollars) ............ . 

Total Relief Expenditu:ree 
1930-37 

Saskatchewan Other Canada 

13·6 

60·5 
196 

3·1 

20·1 
76 

During 1929 and 1930 there were severe droughts 
in the central and south central sections of the 
Province. The greater portion of the cost for 
agricultural aid fell on the municipalities who 
borrowed the money by means of provincially 

,guaranteed bank loans. In 1931, when the erop 
failure was even more widespread, the munici
palities were at the end of their tether. The 
Provincial Government was not in a much better 
position. For three dooades the expansion of 
Saskatchewan's wheat industry had been a major 
factor in the prosperity, in the growth of large 
incomes and in the accumulation of wealth in some 
of the older regions of Canada. The Province had 
no access either by taxation or borrowing to this 
surplus, which its industry had created during 
prosperity, to tide it over the years of adversity. 
Such a transfer of income, which was absolutely 
essential to prevent widespread starvation and the 

collapse of the wheat industry, could only be 
brought about by means of national taxation and 
the borrowing powers of the Dominion. After 1930 
the Dominion assumed substantial portions of the 
total relief expenditure. For .several years the 

' Federal Government paid 100 per cent of the cost 
of rural relief and agricultural aid in the drought 
area. However, the share of the burden left with 
the Province proved to be far in excess of its credit 
resources. After 1932 its borrowing powers were 
gone. Henceforth the Dominion provided nearly 
the whole of the funds required for relief either 
by direct payment of the cost or by loans directly 
to the Province or by guarantees to the banks. The 
share of relief disbursements assumed by the 
Federal Government in Saskatchewan was larger 
than that in any other province, viz., one-half, 
compared with one-third in the rest of the country. 
Direct and guaranteed Dominion loans supplied 35 
per cent of the total outlay. Only about 15 per 
cent of the funds required for relief were raised by 
the Province and the municipalities. Nevertheless 
the share (50 per cent) of the burden left as the 
responsibility of the provincial and municipal gov
ernments involved the addition of large amounts 
to the provincial debt. The portion which the 
municipalities as a whole were able to assume was 
less than 5 per cent of the total cost (that is after 
write-off's and subsequent adjustments). The 
Provincial Government undertook, either directly 
or indirectly, virtually the whole of the liability in 
excess of the Dominion share. Between 1930 and 
1937 the total debt of the Provincial Government 
was more than doubled. Three-quarters of this 
increase was due to relief. In 1929 the per capita 
deadweight debt of the Province of Saskatchewan 
was the lowest in Canada with the exception of 
Quebec; in 1937 it was the highest. 

Alberta 
The severity of the relief burden in Alberta was 

approximately equal to that of the average for all 
provinces. On a per capita basis the outlay was 
the lowest m Canada with the exception of the 
Maritimes and Quebec. Total expenditures for 
unemployment and agricultural aid in Alberta 
amounted to only slightly more than one-fourth 
of that in Saskatchewan and three-fourths of that 
in Manitoba. While there were a number of crop 
failures in some sections of the Province, the total 
area affected was relatively small. The average 
yield per acre of wheat during 1930-37 was only 
slightly below normal and exceeded that of 
Saskatchewan by nearly 60 per cent. Furthermore, 
irrigation in the southwest and a considerable 



degree of mixed farming elsewhere made Alberta's 
agriculture more sell-sufficient than that of her 
wheatrgrowing neighbour to the east. The total 
cost for agricultural aid in Alberta for the eight,.. 
year period amounted to $6·4 million, or less than 
one-fifth of the cost in Saskatchewan for. the single 
year of 1937. 

The incidence of ruinously low pricet!!, however, 
was perhaps more severe than elsewhere. Owing 
to the more recent development of Alberta fixed 
debt charges were relatively higher than in any 
other province. In addition, fanners had not had 
time to become as well established. Under these 
circumstances, the dcastic fall in prices of agricul
tural products produced a relatively greater strain 
on the farming industry and on governments. 
Alberta's depression problem was more one of debt 
and high overhead costs than one of widespread 
destitution. 
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Ho~ver, despite large expenditures, the relief 
burden did not intensify the municipal debt 
problem. Over the period, Alberta municipalities 
as a whole were able to reduce their total out
standing debts by over 20 per cent, a percentage 
reduction greater than m any other province. This, 
however, was only accomplished with a heavy 
burden of taxation on falling real estate values. 

During the first hall of the period the share of 
relief aseumed by the Provincial Government was 
entirely financed out of borrowings. After 1932, 
Alberta, like other W estero Provinces, could no 
longer borrow on her own credit. Thereafter, the 
Dominion supplied· the necessary loans. After 1934 
the imposition of new taxes, increases in rates 
together with a measure of recovery produced a 
rise in revenues, but the Province remained unable 
to meet the full costs of its portion of relief. How
ever, following the arbitrary reduction of debt 

TABLII 67.-ALBI!IRTA-TBB CosT OP RBLO:P AND MUNictPAL-PaovmcuL FINANCBs, 1930-37 

( M illioM o/ Dollar•) 

1930 1931 1932 1933 1934 1935 1936 1937 

Total Mun.-Ptov. Current Revenuee .•.............•......... 36.6 34.4 35.5 35.2 36.1 36.3 38.7 39.11 
Total Mun.-Ptov. Current Elqlenditu.reoJOO mtcludillg Relief., ••. 38.0 39.4 36.7 35.6 35.2 35.1 33.2 33.2 

Surplus available for Relief, or Deficit ..•• , ..•••••.•••.•• ,.,. 1.4 5.1 1.2 .4 .9 1.2 &.6 60 
Total Relief Costa expended through MUD.-Ptov. A,enciee .••. 2.4 6.7 5.11 4.1! 6.0 7.0 9.2 7.6 

Dellc:lency of Mun.-Ptov. Revenuee ..••••••.•.•••••••••••••• 1.1 U.7 7.1 5.1 5.1 5.1 1.7 1.1 
1.- Share of Relief Auumed by Dominion ................... .2 2.6 2.6 1.5 1.6 1.8 3.6 3.7 

Mun.-Ptov. Deficit or Surplua .............................. 1.1 1.1 4.5 ••• 1.5 ••• .1 2.1 

Dominion r- to Province for Relief and Genaral J>urrx-.. 1.0 1.9 2.1 1.9 7.7 .8 .2 

'"' lncludinc municipal siDldng fund contributions and debt retirement. 

Alberta's relief expenditures arose very largely 
out of the unemployment which prevailed in the 
cities, principally Calgary and Edmonton. These 
cities were mainly dependent on the distribution 
of gOO<lf! and supplies to the farms, and upon 
investment resulting from rapid settlement of the 
frontier. When low prices and hesvy fixed costs 
sharply curtailed farm purchasing power and 
reduced agricultural expansion, opportunities for 
employment declined. Furthermore, these centres 
became havens of refuie for workers and farmers 
who had left the land. Alberta municipalities were 
required to assume a slightly larger share of total 
relief costa than in other parts of Canada. Since 
their ability t.o borrow quickly disappeared, the 
whole of the funds had to be raised by taxation 
and by loans from the Provincial Government. 

cha.rges by one-hall in 1936, the Province was able 
to finance without further borrowings. Between 
1930 and 1937 the provincial debt rose by $32 
million, over 50 per cent of which was due to relief. 
This represented a ra.te of increase lese tha.n half 
as rapid as that which took place on the average 
in other provinces. Alberta' a per capita deadweight 
debt, however, was one of the highest in Canada. 

British. Columbia 
The British Columbia economy was fully exposed 

to the unfavourable influences of the world depres
sion. Employment was heavily dependent upon 
production for foreign markets. A.a the prices and 
markets for raw material exports fell, unemploy
ment became chronic. Unlike the Maritimes or 
the Prairie Provincee, British Columbia'a export 
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industries are operated by large-scale corporate 
methods in which the workers are wholly dependent 
upon wages. In the former Provinces, where 
individual en~erprise located in rural areas is 
predominant, at least some degree of self-sufficiency 
is possible. In British Columbia, when export 
markets and prices decline sharply, large numbers 
of labourers are left completely without means of 
support and mllb"t. be looked after by public relief. 

municipalities were tided over by !he provincial 
assumption of a larger portion of the total costs 
of relief and by provincial loans. During the last 
two years British Columbia municipalities were 
required to contribute less than 9 per cent of the 
total outlay. This easing of the burden by the 
Province avoided dangerous increases in the muni
cipal debt which would otherwise have been 
necessary. 

TABLB 68.-BBlTISB CoLUMBIA-THE CoST or RELIEP AND MUNiciPAL-PRoVINCIAL FmANCJ!ls, 1930-37 
(Milliom of Dollar~) 

1930 1931 1932 1933 1934 1935 1936 1937 

Total Mun.-Prov. Current Revenues .•.••••••••••.•.....••••• 46.8 45.4 44.1 44.0 45.8 47.4 48.6 52.1 
Total Mun.-Prov. Current ExpendituresW eJ:cluding Relief •..•. 47.5 47.7 44.8 43.2 43.0 43.3 44.4 47.6 

Surplus available for Relief or Oetlclt ........................ .7 2.3 .7 .8 2.8 4.1 4.2 4.5 
Total Relief Costs expended through Mun.-Prov. Agencies .••. 2.2 8.4 8.9 8.1 9.9 11.3 10.0 9.0 

Oetlclencr of Mun.-Prov. Revenues ......................... 2.9 10.7 9.1 7.3 u. 7.2 5.8 c.s 
Leea Share of Relief Assumed by Dominion ••••••••.••..•••••. .a 3.4 4.1 3.4 3.2 2.3 3.5 3.1 

Mun.-Prov. Detlclt ........................................ 2.1 . 7.3 s.s 3.9 u c.t 2.3 1.4 

Dominion Loans to Province for Relief and General Purpoeea. •• 1.6 2.2 1.9 4.0 6.6 4.0 2.9 

'"' Including 10unicipal sinkinc f\llld contributio1111 and debt retirement. 

Prior to the depression British Columbia was 
the most rapidly growing province in Canada, and 
a relatively larger number of workers than else
where were drawn into the construction industry. 
When the investment boom collapsed the unem
ployment problem on this account was relatively 
more severe. . The difficulties were enhanced by 
the fact that most of the expansion took place in 
the metropolitan area. of Vancouver which contains 
nearly half the population of British . Columbia. 
This concentration of the population in one urban 
centre was greater than that in any other prov
ince. The relief problem was further intensified 
by the migration of many unemployed labourers 
from the Prairie Provinces to the- milder climate 
of the coast city. 

As a consequence of these various factors, per 
capita relief expenditures in British Columbia were 
the largest in Canada with the exception of 
Saskatchewan. Relative to the pr,ovincial income, 
however, they were le~~~ burdensome than in any 
of the Prairie Provinces. During the first half 
of the period none of the relief costs were met out 
of current revenues. Debts rose rapidly and by 
1933 the credit of the Province and the munici
palities was exhausted. Henceforth the necessary 
loans had to be obtained from the Dominion. The 

After 1933 higher taxes and improvement in 
export prices produced a sharp rise in provincial 
revenues. In 1937 these revenues were almost 30 
per cent higher than they were in 1930. In each 
of the years 1934 and 1937 substantial portions of 
the relief expenditures were met out of current 
receipts. Thus, in spite of a continuing heavy 
relief burden, increases in provincial debt were 
held at a relatively low level Between 1930 and 
1937 total liabilities rose 35 per cent compared 
with 57 per cent for all provincial governments. 
British Columbia's per capita deadweight debt, 
however, was for many years the highest in Canada. 
In 1937 it was only slightly below that of 
Saskatchewan. 

Re8Ults of Dvminion Insistence on Primary Prov.
Mun. Respomibility for Relief-large Dom. 
expenditures without adequate control, large 
deficit spending with wasteful results, creation 
of unwieldy prov. and mun. debts, virtual 
breakdown of finances of several provinces 

It is clear from the above brief review that there 
was no co-ordinated or carefully plauned relief 
policy in Canada during the depression. It was a 
policy of expediency which failed either to promote 



nwrimum wellare under the cirellill.S'tances or to 
safeguard the financial position of the various 
governments. The Dominion, from whom alone 
leadership could have come, was mainly concerned 
with steering a day-to-day course between insisting 
on the constitutional responsibility of the provinces 
and the necessity of preventing widespread starva
tion. Although the Dominion provided nearly one
hall of the total funds, and over 70 per cent in the 
case of the Western Provinces, it did not have 
adequate control over the money which was spent 
and administered by nine different provinces and by 
hundreds of municipalities, each trying to get along 
as best it could without much thought of the others. 
Because of limited financial resources and depend
ence upon the Dominion no province could carry 
out an efficient and economic program of its own. 
The grant-in-aid policy of the Federal Government, 
which involved an expenditure of federal money 
amounting to $162 per capita in Saskatchewan and 
only $23 to $12 per capita in the Eastern Provinces, 
resulted in large transfers of income from one 
section of the country to another under conditions 
that gave no assurance that the transfers were 
spent in a manner which produced the greatest 
national benefits. Because of the wide disparities 
in the incidence of the depression and the effects 
of the national economic policies large transfers 
were inevitable, but their basic purpose should have 
been to enhance the national wellare. Al5 it turned 
out, glaring and unjustifiable differences in relief 
standards arose;l large amounts of federal money 
were either directly or indirectly loaned to farmers 
and municipalities without proper safeguards as to 
~payment; free movement of labour to jobs was 
lmpeded by a maze of local relief regulations; many 
homeless unemployed were pushed from pillar to 
post; and large sums were wasted by conflicting 
and offsetting policies which were followed in 
different parts of the country. 

Although a large amount of federal funds was 
spent tbe conditions under which the money was 
given did not prevent breakdowns in municipal
provincial finance. The grant-in-aid policy was 
based on the premise that tbe province (with its 
municipalities) was constitutionally responsible and 
that it should, therefore, carry as much of the 
burden of relief within its area as possible. The 
province in tum tended to hold the municipalities 
responsible and to push the financial burden as fa:t 
u polllible on their shoulders. Al5 a consequence 

173 

nearly all the provinces and many municipalities 
were drawn to the edge of financial solvency and 
some were pushed over and became bankrupt. Some 
municipalities and governments of every province, 
with the possible exception of the two Central 
Provinces, acquired heavy deadweight relief debts 
which their limited taxing powers cannot carry 
indefinitely. The Western Provinces either tem
porarily or permanently lost their financial inde
pendence and could only continue to function with 
Dominion loans and in some cases with partial 
default of debt charges. In 1937, one-fifth of the 
total municipal-provincial revenues were absorbed 
by the interest on non-sell-supporting debts. 

TABLE 69.-DoMINION REi..n:F EXPENDITtJRE8 IN EACH 
OP THlll PlloVINCES THROUGH MUNICIPAL-PaoVINClAL 

AGENclES, PER CAPITA AND PoltTloN OP TOTAL 
FuNDS Pllovn>m, 1930-37 

Per Cr.pito. (dollaro) 

~ E:,; Totol 

Prinoe Edwud Ialand ••••••••••••• If 1( 
Nova Scotia ....••...•••••••••.•.. If t• 
New Bruoswick .•••••••••.•.•••••• 12 u 

8::!;::·.:::::::::::::::::::::::::: 17 t7 
u 23 

Manitoba ..•••••••••••••••••••••.• 33 211 82 
&skatcbe ......................... 96 66 182 
Alberta ........................... 13 13 411 

British Columbia ................. It at It 

TOTAL ...................... ll6 11 

~~::.r 
Fundo 

Provided 
by 

Dominioa 

% 
40 
37 
au 
211 
u .. 
811 
71 

18 

Deficit spending occurred on a large scale, but 
because of the unrelated policies of numerous 
governments, it did not produce, assuming it was 
necessary and desira.ble, the most efficient results. 
Some provinces spent large amounts on public 
works while others drastically curtailed BUch out
lays. Some endeavoured strenuously to minimize 
the increases in debt to preserve their credit while 
others borrowed extensively with consequent harm 
to the credit of their more cautious neighbours as 
well as to their own: some fulfilled their portions 
of national projects while others could not, or would 
not, do so. Had the relief deficits been centralized 
in the one authority which had control of monetary 
policy and po8l!leSI'led the national powers of t.a.xa.
tion, the money could have been obtained at 
considerably lower interest rates and could have 
been spent effectively as part of a general and 
ecMN"d:inated employment and ~ery program. 
1D the latter case the COUDtry could have emerged 
from the depression with government ii.DAnee ... 
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TABLB 70.-TBl!l EFFECT OP RELIEP ON MUNlCil'AL-I'ROVINClAL DEBTS--1930-1937' 

( M iUimul of Dol lara) 

Prince New - Edward Nova Bruns-
Island Scotia wick 

Outstanding Debt 1930 ................. 4·4 79·0 69·4 

Total eapitalised Relief and Current De-
ficits .............................. 2·0 11.9 6.2 

Other Capital Expenditures and Advances 
Net ............................... 3.0 29.4 28.9 

Less Contributions to Municipal Sinking 
Funds and Debt Retirement ..••..•.. •• 3.5 2.:& 

Outstanding Debt 1937 .•....•••....••.• 8.5 116.8 102.4 

Percentage of Debt Charg.., to Current 
Revenues, 1937 .................... 16 20 27 

"" At reduced rates. 

whole in & much stronger position, the virtual 
breakdown of provincial finance could have been 
avoided and there could have been much more 
to show for the debts both in terlll8 of human 
welfare and in material productive equipment. 
The decentralization of the deficits made it 
extremely difficult to obtain the best results from 
the huge expenditures of public money. 

TABLE 71.-DEPIClT Sl'J~NDING AND THill INCRBASB 
IN GOVERNM.ENT 1930-37 

Capita.lioed Belief aad Current 

c!i!f~di~&:.ri,;,ib 
oell..,..pportiog .............. .. 

a--Municipal Coatn'buUoll 
"' Sioki.og Flmda aad Deb 

Dom- Pro.=- x-
inioll Muniei-- D~!llllliea.. Total 

palitiee -

TIO 

Be&inmen,............. ... .. . •• .. 
Total DefieiL ................ _1--1-17+-.,-71-6-t--~i--l,-::1127 
..._ ... Ia Cub aad Liquid 

""-"''"'""'"'""'''"''' 161 
T~ b~ Ia ~~q~--~~---+-----+----

Deb'-193()..37 ... ,............. 1,078 747 Ul 1,11811 

Cv.mmt E:rpenditure3-rising debt chargea, relief 
and other public welfare force contraction in 
other Gpenditurea; important services in some 
province& reduced below deairable atondards 

Relief and public welfare overshadowed all 
other government activities during the depresnon; 
aggregate expenditures of all Canadian govern
menta on every other service, apart from net 
debt chargee a.nd defence, declined. If relief be 

Sao- British 
'tue- On· Man- katche- AI- Col- TOTAl. 

ee tario itoba wan berta umbia 

458·7 1,064·3 202·9 163·7 204·5 237·5 2,484-4 

138.4 108.0 31.4 87.1 22.9 29.2 437.1 

211.8 189.4 U.l 30.0 2.5 28.5 508.9 

49.:& 106.7 :10.2 7.2 8.8 :10.5 :&99.0 

759.8 1,255.0 209.5 273.6 221.1 284.7 3,231.4 

21 17 21 23 15«> 21 19 

excluded the total per capita outlay of govern
ments on current account was practically the same 
in 1937 as in 1930. However, this stability was 
entirely due to the decreasing expenditures of the 
mllllicipalities. The senior governments assumed 
an increasing share of government costs; the 
Dominion-plus--provincial per capita outlay (exclud
ing relief) rose slightly. While total government 
expenditures were not altered significantly they 
constituted a rising proportion of the national 
income, e.g., 20 per cent in 1930 and 26 per cent 
in 1937. Such increases of government expenditures 
as occurred were in connection with services 
(except defence) arising chiefly out of destitution 
caused by the depression. The per capita disburse
ments for public welfare (excluding relief) rose by 
nearly 60 per cent. As unemployment continued 
public hea.lili service had to be extended. The Old 
Age Pension scheme was adopted in four additional 
provinces and a rapidly increasing number of those 
over 70 were given assistance. After 1930 the 
Dominion increased its contribution from 50 per 
cent to 75 per cent of the cost of these pensions. 
During the eight-year period the outlay on old age 
pensions increased by $27 million. The other 
significant rise in government costs, namely debt 
charges, was closely related to the capitalization of 
relief and other capitalized expenditures associated 
with the depression. 

In 1930 relief and other public welfare absorbed 
11 per cent of the current receipts; by 1937 the 
proportion had risen to 25 per cent. In the latter 
year these two items together with net debt charges 
took 53 per cent of the total revenues. The 
narrowing margin of the remaining income put 
a severe pressure on other government activity. 



particularly that of the provinces a.nd the muni
cipalities. The per capita expenditures on educa
tion were reduced 16 per cent (in Sa~tchewan 
there was a reduction of 41 per cent). The per 
capita outlay on the maintena.nce of roads and 
streets fell by 27 per cent on the average a.nd by 
41 per cent on the Prairie Provinces. In spite of 
the additional staffs required for expa.nding public 
welfare activities the cost of general administration 
was decreased, again the largest cuts being made 
by the Prairie governments. Thus the burden of 
relief which was left to the provinces a.nd muni-
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prices and luxury expenditures. About one-fifth 
of the total revenues ( 4{) per cent for the Dominion) 
were obtained from customs duties on imports which 
fluctuated closely with the value of exports, capital 
movements a.nd the volume of investment. Over 
10 per cent of total government receipts was 
derived from imposts on cigarettes a.nd liquor a.nd 
was, therefon:;, sensitive to the wide swings which 
occur in the consumption of luxuries a.nd semi
luxuries. Another 5 per cent came from amusement 
taxes, public domain, sales of commodities a.nd 
services a.nd from miscella.neous sources which were 

TABLB 72.-GovlmNMENT Exn!mrrtntra oN C1ma.BNT AocovNT, 1930 .um 1937-ALI. GoVBRNIO:NTB 

(~ tl Dolldrt} 

Municipal Pmvincial Tot.olllol 

1930 1937 1930 1937 1930 1937 1930 1931 

"' Includee Poot Office Defici~,081 • 
.. , Leo& duplicat.io1111. 

~7411 

31,510 
84,705 

42,169 

71,8H 

286,728 

cipa.lities and the rising debt charges produced in 
many cases a.n undesirably large retrenchment in 
essential services. The upkeep of highways and 
buildings was skimped for the purpose of immediate 
S&vings which would later result in much greater 
expenditures. The outlay on public domain, 
particularly in British Columbia., was decreased to 
a point which hampered development a.nd conser
vation of resources. Certain helpless groups such 
as the infirm were in some provinces inadequately 
cared for. The sums devoted to education in 
Western Canada were cut below those necessary 
for the maintenance of desirable standards. 

Current Revenues-vulnerability of revenue atn.u:;.. 
ture, increase~ in revenue 1101.1.ght mainly by 
imposta 011 consumption and costa; inadequate 
use of progreuive tau& on Mt incomes 1J11.d 
inherita.n.c« 

Canadian government finance entered the depn. 
sion with a highly vulnerable revenue structure. 
A considerable proportion of the receipts were 
di.reetly tied to the ert.reme variatioDII of export 

~81! 

53,223 
7!:.60E 
30,669 

88,93e 

282,03 

232 • 522 lr11 • 339 
23,~ '13,614 
5.q~ , oM ,437 
83,882 251,010 

119,191 108,899 
44,484 38.545 II!: 570 73. 750 

immediately affected by cha.nges in economic con
ditions. Thus about 35 per cent of total govern
ment revenues were obtained from sources which 
fluctuated more widely than the national income. 
Between 1929 a.nd 1933, this group of revenues fell 
by 53 per cent. 

At the beginning of the slump, one-third of the 
public receipts consisted of municipal taxes on real 
estate which fell sharply in value as economic 
expansion ceased. Slightly over one-fourth came 
from corporation taxes, gasoline taxes, sales taxes, 
miscellaneous taxes and licences a.nd fees. lA!8s 
tha.n 7 per cent was derived from progressive taxes 
on personal incomes and inherita.ncea. 

With the onsl&ught of the depression, govern
menta were immediately harassed from two sidell 
-l'apidly f~ receipts from vulnerable revenue 
sources a.nd sharply rising costs due to relief, other 
public welfare a.nd. debt cha.rges. The urgent 
problem of finding new revenues was greatly 
intensified by the wide differences in the decline of 
incomes in the varioUII regiola and areas and by 
the constitutional divisioo of taxing powers. The 
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municipalities had virtually only one source of 
revenue-taxes on real estate. With this source 
nearly one-fifth of the relief and 14 per cent of 
the increase in other public welfare costs had to 
be financed. There were few places where sa.vings 
could be made. Interest and sinking fund pro-. 
visions respecting municipal debt constituted a 
large annual outlay that could not be reduced. 
These increases in cost and fixed charges made it 
impossible to avoid increases in levies and the 
maintenance of assessments. Due to the adoption 
of such increases receipts from real estate taxes 
declined only slightly in spite of rapidly falling 
earnings from real property. In the metropolitan 
area of Montreal levies on real estate were supple
mented by a municipal sales tax. The sharp 
contraction of income from real estate after pay
ment of taxes was an important deterrent to a 
revival of construction without which a substantial 
measure of recovery was not possible. 
T~e provinces were restricted in their search for 

reve:6u~ both by the constitution and by practical 
circumstances. Indirect taxes were not within their 
powers. The income tax field was occupied by the 
Dominion. In any case, with the exception of 
Ontario, Quebec and British Columbia., the prov
inces could hope to get comparatively little from 
income taxes owing to the scarcity of large incomes 
and the prevalence of small-scale, individual enter
prise in their economies. Although succession 
duties were imposed solely by provincial govern
ments, revenues from this source could not be 
greatly expanded except in the Central Provinces 
because of the relative absence of large concentra
tion of wealth in other provinces. Consequently 
increases were concentrated in the main on corpora
tion taxes, gasoline taxes and motor licence fees. 
This group brought in over one-half of the $70 
million that was added to provincial revenues 
between 1930 and 1937. Income taxes were 
imposed by all the provinces except the Maritimes 
and Quebec, and the rates, along with those on 
inheritances were raised, but one-ha.li of the $25 
million increase in receipts from these sources was 
collected in Ontario. The most hard-hit provinces 
ventured into new fields, Manitoba imposing a wage 
tax, and Saskatchewan and Alberta. levying retail 
sales taxes. 

The plight of some of the provinces was recog
nized by the Dominion by granting increases in 
unconditional subsidies. The special grants to 
Prince Edward Island, Nova Scotia and New Bruns
wick were increased by $150,000, $425,000 and 

$300,000 respectively in accordance with the 
report of the White Commission. During the same 
year British Columbia was given an additional 
$750,000. In 1937, special temporary grants were 
made to Manitoba. and Saskatchewan of $750,000 
and $3,500,000 respectively to help finance essen
tial government services which would otherwise 
have had to be continued at far below desirable 
standards. The total increa.se of $7 million in the 
Dominion's unconditional subsidies, however, took 
care of only a. small part of the increased provincial 
burdens. In 1937 large deficits on current account 
continued to exist in Saskatchewan and Alberta, 
and the other provinces were just barely in balance. 
However, few could long survive even a slight 
recession in economic activity without the reappear
ance of deficits. 

The Dominion with its vulnerable customs and 
excise receipts was quickly confronted with the 
need to find new revenues. , In 1931 the federal 
deficit rose to $151 million (a figure almost equal 
to one-half of the total revenues for that year) 
and it never fell below $74 million until1937. In 
its efforts to raise additional income the Dominion 

' resorted mainly to increa.ses in conwmption and 
corporation taxes. The progressive tax field was 
either left to the provinces, as in the ca.se of the 
succession duties, or was not aggressively utilized. 
The sales tax was successively advanced from 1 
per cent to 8 per cent. Corporation income taxes, 
excise duties on liquors and tobacco and revenue 
customs duties on a number of items of general 
consu1nption were sharply raised. Personal income 
tax rates were increased and exemptions lowered 
but not sufficiently to take care of more than a. 
small part of the total requirements. Between 1930 
and 1937 total Dominion revenues rose from $314 
million to $464 million; almost three-fourths of 
this increa.se wa.s produced by the sales tax. 

The impact upon the constitutional framework 
of the exigencies of public finance during the 
depression added greatly to the confusion and 
inefficiency of the Canadian taxation system. The 
joint occupation by the Dominion and the provinces 
of the progressive tax field (except inheritance 
taxes) and the corporation tax field led in the one 
ca.se to inadequate use and in the other to wasteful 
duplication. As a consequence far too great a 
proportion of the load of government expenditures 
was carried by regressive consumption taxes, by 
real estate taxes, and by economically harmful 
taxes on corporations and business. 
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MunicipAl Provincial 
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Total 

1930 1937 1930 1937 1930 1937 1930 1937 

Feden.l Subllidiee .................................... , .... . 

Tuee-
Cuatomo Import Dutiee............................. ... 112,017 
E<eiae Dutiee... .... . ...... . ... . .. ... ...... .. . ..... ... 62,037 
Manuf&c:turera' Tazea.................................. 17,186 
SeJee Taxee... ... .. .. .. .. . . • • . • .. • • • • .. • • .. • . • .. • .. .. . 144,360 
Corporation Taxee..................................... 10li,74f 
Sueeeeoion Dutiel'..................................... 35, ?67 
Income Taxee on Peroono............ ... .. . ............. M,31il 
Gasoline Taxes........................................ 38,906 

t:'.:!:-::.t.r.!..~::::::::::::::::::::::::::::::::::: ~:~ 
Other Tazea...................... .... . . ... . .. .. . . .. .• . 10,738 

Sub-Total-Tuee ............................. 1---l----11----1l----1f----l---l---t-8M-,-798-

Motor Vehiclea, automobile licenoell, et.o...................... "" 26,937 

All Other Licencee, Permiteand Pcee, Finee and Penaltiee..... 11, 21,898 

Pv.blio Douut.in...... .... ................................... 23,8111 

Liquor Control............................................ 211,7118 

8&1e ol Commoditi• and SerYi-.......................... . 

Other.................................................... 211,71111 
TOTAL ......................... , .......... · .. l-::~:-::f-:-':""":":-l--::-:-:-:+--:-+--f-__..;.-ll-...;_-f-11116...;_,-21-l 
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THE ECONOMY TODAY 

1. CANADA's Pt.a.CIII IN THE WoRLD EcoNOMY 

Canada holds a particularly important place in 
the world economy, or at least in that section of the 
world economy which has been, or remains, organ
ized on a basis of interdependent trade and 
financial relations and which operates as a func
tional whole. Although containing less than one 

--;J; 11137 founb ia expor1ll, eighth ia imporll, lli:rtla ia total 
vade. 

per cent of the world's population, Canada ranks 
sixth among the leading world traders,l first among 
debtors,2 fifth among creditors,s third or fourth 
among security dealers,• and first in tourist trade5 
-in fact she ranks high in all the major activities 
which make up the balance of payments.tl On a 
per capita basis the Canadian figures in all these 
transactions substantially exceed those of the lead· 
ing world economic powers-United States, United · 

TABLI!I 74.-WoBLD MERcHANDISE T:tu.nlt 

Net lmporte Domestic Exporte Total Trade 

s 
million 

s 
million 

$ • 
million per capita 

L U.K. ..................... .. 5,081 
3,008 
2,476 
1,601 
1,073 

t. U.S.A. •••..••..•.•.•••. 3,298 
2,578 
2,611 
1,110 

1. U.K ................... . '7,659 
6,306 
5,087 
2,556 
1,972 
1,919 

165.72 
49.10 
63.02 
60.99 
20.18 

2. U.S.A. .................... .. 2. U.K. .•••••••..••..••••. 2. U.S.A ................ .. 

t~~::::::::::::::::::: 3. Oermaoy .............. . 3. Germany ............. .. 
4. CGII«<da • ............... 4. Franw ............... .. 

6. J•~ .................... . 
I. Be ·um .................... . 
7. No da ................ . 
a. c .......................... .. 

923 
8.53 
li09 

•N-man,, Calla<la Ia olichtb' ..-.led- GenluoaJ'. 
~a...:t!.::--~· bue4 .. *"" followiDc eRima&eo of foreip 

tbillioa U.K..................................... 111 
U.S.A. .................................. 12 
Nelhe.rlanda ............................. ' 
Pr1lD<e "'''"'"'''''''''"'"''"'''''' ' 0-.................................. It 

:z.titlla&eo '- Belai- ...._ &.itaedud are ~~at anilable. 

1937 

lof ......... diae ............................. _ ........ +1,009.'1 
Gold .............................................. + 145.1 
TOIII'iolTrade ...................................... + ~.'1 
In-Uld Di'rideDda .............................. + 78.8 
Freight ..••.••.•..•.. ·•••••••·•• ..••••••..•••..•.. + 111.7 
M'-1'·-~ .............................. + 25.2 

Total Oredillll!lld Debilll ............................ +1,665.2 

Capillll"-' 

N- i&!lue8 aDd "'*-tal ollleeU!itiee ..••••••••••••. + 89.5 
8&lee and Pun:baaoe of out.sllludiDg ...,uritiee •••••••••• +506.8 
OU.. eapiW mo-.-ta ............................ + 24.0 

Na Outwvcl Capillll__.u .................... , -H2().1 
Jlelidua.lll.em ..................................... + 19.4 
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5. Japa11 ................. . 
I. Canada ............... . 174.01 

• Complete otatioti .. ""' •••ilable. The rrooo CID&diaa turD
over io appro:Dmale)J $1,000 millio11 a J'e&r; tbio figure would be 
l"••tlJ' uceeded b7 U.X. and U.S.A. tr ....... tio..., &lid roqhlr 
equalled br Nelhe.rlaado traaaaeti.oDL 

• ForeiiJD louriot upeoditur• lD Ca11ada were former)J 1 ... 
thaD io Fra.oce, but lD r_,.t yearo Cauad& baa apparentlJ beeome 
mueb the laraeat touriR eentre. It ie intereeting to note. howe-ver. 
that touriot upeoditureo iD the State of Califorllia are double total 
upenditar• iD Canada. 

1938 1939 

Debit Credit Credit Debit 

-'196.4 +847.1 -665.2 +933.6 -731.8 
0.1 +156.5 +184.4 

-124.4 +282.7 -121.0 +275.0 -110.0 
-325.0 + 66.0 -317 0 + 53.2 -314.0 
-137.2 + 79.6 -105.0 + 86.0 -126.8 
- 63.9 + 23.4 - 66.9 + 29.1 - 69.9 

-1,447.0 +1,455.3 -1,275.1 +1,561.3 -1,352.3 

-17'1.9 + 88.6 -150.5 +144 5 -234.7 
-511.4 +369.2 -340.3 +311.0 -238.9 
-129.6 -102.0 -144.0 

-111~.9 +457.8 -592.8 +455.5 -617.8 
+ 45.2 + 46.9 



Kingdom, Russia, Germany, France, Japan.'l' The 
Canadian national income per capita was exceeded 
only by that of the United States in 1929, although 
in 1937, in pa.rt as a result of the drought, Canada 
was in sixth or seventh position.& Industrially 
Canada is ranked eighth in the world (although 
only thirtieth in population); Canadian railways 
are the fourth largest in the world;ll and the 
volume of shipping from Canadian ports is about 
the fourth largest.lO 

These details are highly significant illustrations 
of the Canadian economy and of the role which 
Canada plsys in international business. It is only 
by playing this role that Canada can maintain any
thing near her present standard of living and can 
support the great capital investment which has 
been made to equip her for this role. Because Can
ada is one of the least self-sufficient countries in the 
world her prosperity and her very existence depend 
on making the most of her own specialized resources, 
and on trading them as advantageously as possible 
for her other requirements. Her success will depend 
not only on her own skill and efforts, but also on the 
continuation of an interdependent and integrated 
international system of trade and finance. Every
thing which tends to restrict the operation of that 
system, such as barriers to the international move
ment of population, goods or capital, or the detach-' 
ment and artificial isolation of large blocs from the 
world economy on a self-contained basis, reduces 
the scope for an advantageous international division 
of labour-the principle on which the existing Cana
dian economy and standards of living are built. 
--r')qt tlut ,.., eapita a,- are llicher ia - ...uer 
.u.atrtM: 

l'v Mpita Ora. TMde, Ia o•der of me of C!OUIIt•l .. witla 
lara• ,. oD&~>ita _..,. .. w. llbaa CILiltod&-1937 • l ~~~~::::::::::::::::::::::::: m:n 

i. Nor•&J ............... ,, •• ,, ...... ,, 178·01 
I. N•tberlaadl ......... ............... 176·22 
I. Switaeri&Dcl ... .. • .. • .. • .. ... .. • .. .. • l7&•S7 
7. c-._ ............................ n•·ot 

~~~~~-!,"1..u'!:~.:.t!,.... o1 c......._ 
•NATIONAL INOOMES PEll CAPITA, 1037 

(la tJ,B ••• 
At Pr_,.t At 1929 Pariti• 

U.S.A. ................ ~r. Jl.aloa witb6~.8. f 
U.K.................. 600 491 
Auatralia ........... , •M 629 
G•rm&D.f .. .. .. .. • .. • • •zt 248 
S•odon • .. • • .. .. • .. .. 180 398 
N•w ZHoi&Dd ...... .. t12 603 c_... .............. 11.,. 177 

~ 1- t'rod•oocl M•tbod u eotimated IIJ the lianlt of 111.,.. 
=~~e~uth:':'to.n":'!~!:~~i:1~ti~=-~· nport.ed for ether 

• c ... d. hu tb• fo•r&ob loDfoot railw., mil-. ...... ; ... aft. 
U.S.A, lhaoia. •D<i lod•a. ud tile lounh '"''""' 1aa llllloap of 
&ra.llc. rabk.JDC •ft« U.S-A.., R.._ja &Dd Germaa.J. 

(Ia~ -r;,,'IJ:I~te;:'r)"":::ra.::. ~u.:''Ult:' n~~~~=l:. ~l~ 
.. "' lot rr.._ ud Caaadl> - ~ ~ tile - .. ..... .,.~ ......... -. -...... 
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A very brief review of Canada's resources in 
relation to the international economy will make 
clear why Canada plays such a relatively large part 
in that system, and is so profoundly dependent on 
it. Canada can produce large surpluses of many 
agricultural products (cereals, potatoes, apples, 
cattle, pork, and dairy products), of many forest 
products (pine and fir lumber, spruce and poplar 
and balsam pulpwood), of many mineral products 
(gold, silver, copper, nickel, lead and zinc), and 
hydro-electric power more cheaply-i.e., with the 
application of relatively less capital and labour
than can be done in most other countries. On the 
other hand, either Canada cannot produce, or 
cannot produce as cheaply as some parts of the 
world, her own requirements of such essentiAl 
industrial raw materials as iron, coal, oil, rubber, 

, and tin; of tropical fruits, fibres, and other natural 
products; and of many iron and steel, chemical, 
and textile manufactures based on special local 
resources and techniques. Every country could 
display a list of surplus and deficit resources, 
but in few would both sides of the balance sheet 
contain such basically important products in such 

· volume, and in few would the extremes be so great. 
Thus Canada is at once the world's largest exporter 
of wheat, newsprint and non-ferrous metals, and 
one of the world's largest importers of coal, oil 
and steel products. It is in this distribution and 
peculiar character of Canada's resources, and in 
her lack of resources, that we find the explanation 
for many of Canada's distinctive economic, and 
related public finance, problema. 

Some of the salient characteristics of Canada's 
trade may be noted. Both the staple imports and 
exports are mainly bulky, relatively low-value 
articles, and the sources of supply are distant from 
the markets, and therefore cheap transportation i8 
of vital importance. Of the chief staple exports, 
wheat required a very large capital investment in 
handling and shipping facilities and to-day requires 
an increasing capital investment in facilities for 
mechanized production. The forest and metal 
products, partly because of the technical character 
of Canadian resources, also required a very large 
capital investment in plant and in associated hydro
electric power developments. If these resourcea 
were to be developed at all, they had to be developed 
on the largest possible ecale in order to aecure the 
economies of mass production and to contribute to 
the support of the heavy initial overhead. But in 
order to achieve this end very large foreign marketa 
were necesaary; Canada produces five timtAI her OWII 

consumption of wheat (excluding eeed requ.irementa 
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for export); ten times her own consumption of her 
chief forest product-newsprint; and twenty times 
her own consumption of her non-ferrous metal pro
duction. It is this surplus production which is 
necessary in order to bear the total overhead cost 
of developing these industries, and to keep unit 
prices down to competitive levels. As a result of 
this kind of development Canada now supplies 
about · 40 per cent of the world export wheat 
market, two-thirds of the newsprint in the world 
export market, and 40 per cent of the non-ferrous 
metals in the world export market. Canadian 
production of these products is a very much smaller 
fraction of the total world production, and many 
countries, which are of some importance in the 
world market and consequently to Canada, are 
almost self-sufficient. 

In other words, Canada, in spite of her com
parative productive advantages, is pushed into the 
position of being a marginal source of supply for 
many of these commodities. If a country which 
is producing 90 per cent of ita requirements and 
importing 10 per cent is forced, or deliberately 
chooses, to reduce consumption, thi! imported 10 
per cent is likely to be the first sacrifice. Any 
substantial reduction in the proportion of the world 
market supplied by Canada is evidently bound to 
have profound effects on her ability to maintain 
competitive prices and support the huge invest
ment made in expectation of large-volume produc
tion. In a period of world depression, of reduced 
purchasing power and of increasing trade restric
tions, such as we have outlined in Chapter VI, the 
relative status of industries in this position suffers. 
There are weaknesses, not only because such a 
amall proportion of their production is consumed 
domestically, but also because such a large propor
tion of the total international market is supplied 
by Canadian exports. Control of the marginal 
supply normally givee a bargaining advantage to 
the eeller on a rising market, but reacts to his dis
advantage on a falling market. The situation· has 
been intensified by the continual narrowing of the 
international trading world in recent years, which 
has led to more abrupt and extreme price fiuotua.
tions than would oocur in a broader market. When 
protected domestic industries develop in former 
markets, or when depression or war restrict demand 
for Canadian export etaples, there will be exeesa 
productive eapacity, and far more than the 
proportionate share of the acess capacity will 
inevitably appear in Canad&. 

The import etaples, however, are in a eomewhat 
differen& position. :Larre u are Canada'• importa 

of basic industrial raw materials (suCh as coal, oil 
and iron) in relation to Canadian consumption and 
even in relation to total world trade in these prod· 
ucts, they are but a very small fraction of the total 
production, and of their consumption in the domestic 
markets of the chief producers. A fall in the Cana
dian demand is important, but is not likely to have 
the same shattering effects on prices as a fall in the 
foreign demand for the chief Canadian staples. 

The great bulk of Canada's trade is with the 
United States and the United Kingdom. This ill 
a natural corollary of the distribution of resources 
and organization of the economy in each of those 
countries and in Canada, and is intensified by the 
virtual withdrawal of most of the rest of the 
world from the former international trade system. 
Canada's geographical position and special relations 
with each of these countries are responsible for 
certain advantages and elements of strength, but 
there are also some liabilities. Canada's trade with 
both the United Kingdom and the United States ill 
of vastly greater importance to Canada. than their 
tr~e with Canada is to them; Canadian exports 
to the United Kingdom and the United States are 
between $30 and $40 per capita in each case, as 
compared with their exports to Canada of between 
$2.50 and S4 per capita. Canadian trade with the 
United Kingdom is 30 per cent of total Canadian 
trade, while United Kingdom trade with Canada 
is only 5 per cent of her total trade. Oanadian 
trade with the United States is 50 per cent of 
Canada's total trade, while American trade with 
Canada is only 15 per cent of total American 
trade. This great degree of concentration of Cana
dian trade has elements of weakness and danger, 
and changes in the trading policies of either of the 
two large countries, or automatic changes in the 
terms of trade in response to differential price 
movements, inevitably affect Canada relatively far 
more than they affect the United Kingdom or the 
United States. Because of the greater vulnerabiJ... 
ity and lack of diversification, Canada'e bargaininl!l 
position is on oecaaion weakened and ehe is put at 
a disadvantage in opposing unfavourable policies or 
in negotiating for more favourable policies. 

But quitt~ apart from the danger of directly 
unfavourable policies, which may be due to facton 
quite unrelated to Canada but which may inci
dentally deal Canadian trade shattering blows, ill 
the inevitable swing in the terms of trade. Cana
dian trade with both the United Kingdom and the 
United States is of a complementary nature, and 
ia a elassic example of the working of a basically 
eound international division of labour. While 



Canadian cereals feed Britain, British textiles 
clothe Canadia.ns; while Canadian products of the 
forest and mine, processed by hydro-electric power, 
feed the industries of the United States, the coal 
and iron products of the United States equip Cana
dian factories. But in any exchange of this nature 
there may be, and are likely to be, wide variations 
in the price trends of the various classes of products, 
and Canada. may at any time find the prices of most. 
of her exports declining more rapidly, or rising more 
slowly, than the prices of what she buys; or the 
reverse situation may result. Because her trade 
with the United Kingdom and the United States is 
relatively of much greater importance to Canada. 
than Canadian trade is to those two countries, 
because of the much more speciali.zed nature of 
Canadian exports, and because of the lack of 
diversified markets, variations in the terms of 
trade are much more important to Canada. than 
to her two chief customers and suppliers. In 
times of depression both the United Kingdom and 
the United States can look to some important 
increases in the real value of their exports (and 
of their other income from abroad) to help temper 
the wind to the shorn economy, but Canada finds 
the impact of the depression intensified by the fall 
in the real purchasing power of the bulk of her 
exports. (In the last decade gold has been an 
important exception.) 

In all other external transactions Canada is also 
.vitally affected by the policy of the United King
dom and, even more, by that of the United States. 
Aa we have noted, these transactions bulk ex
tremely large in relation to total Canadian income. 
The large investments of British and American 
cspital made to equip and exploit the economy; 
the contra. investments of Canadian cspital in 
foreign securities and enterprises; the integration 
of a large portion of Canadian manufacturing, 
finance, servil'.e and amusement industries with 
those of the United States; the huge seasonal 
tourist exchange, the periodic migrations of labour, 
farmers, and professional men and the continuous 
exchange of individuals; the existence of inter
national labour, business and professional organi
zations; all these generate a. continual ebb and 
flow of funds on a very large scale, and a continual 
process of adjustment of prices, costs, and profits. 
The transactions on account of the " invisible " 
items in the balance of payments on current and 
capital a.coount with the United States are far 
larger than the total tra.nsa.ctions on merchandise 
aocount, and in some ways may have an even more 
direct effect on oomparative price levels, and thus 
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eventually on purchasing power parities. In some 
respects it is as difficult, and as artificial, to isolate 
the Canadian balance of payments as to isolate 
that of, say, the State of Pennsylvania, but in other 
respects there are Canadian policies in operation 
which do segregate the Canadian economy. These 
policies, however, cannot completely control the 
Canadian economy; they ea.n only modify the 
impact of external influences on it. Aa has been 
indicated, these external influences are of great. 
magnitude, and in experience Canada. has followed 
virtually the full swing of violent fluctuations in 
the United States, modified only slightly by the 
greater stability of the United Kingdom. A vital 
difference in the impact of the notoriously abrupt 
and extremely fluctuating North American busi
ness cycle on Canada and on the United States is 
the substantially higher net income of the latter.l2 
The relative fluctuations in business activity and 
in per capita income are approximately the same13 
in the two countries, but the Canadian fluctuations 
occur around a much lower average income, and 
Canada la.cks the impressive reserves of diversified 
climate and resources, and of a huge internal 
market which distinguish the United States. In 
short, Canada. is compelled to a.ccept. the full 
measure of fluctuation which a.coompanies the 
highest standard of living in the world-without 
as high a. standard of living to absorb it. There 
are certain physical and climatic disabilities and 
limitations which would appear to make higher 
costs and lower net incomes permanent conditions 
in Canada. as compared with the L'nited States. 

Canada's balance-of-payment transactions, other 
than trade, tend to transmit the full extent of 
economic fluctuations in the United States to Can
ada, and there are also some special features arising 
from the nature of these transactions which intensify 
the pressure on the economy in times of depression. 
The most important item on the income side is that 
of tourist expenditures, .,.·hich are luxury expendi
tures and likely t~ be drastically reduced in time 
of depression. On the payment side, the most 
important item is that of interest and dividend 
payments-a major portion of which is a fixed 
amount, and a large portion of which is due from 
Canadian governments. The dollar amount of this 

u PER CAPITA INCOYB 

(x-e Paid Oat) 
Canada U.S. 

192111 ••• ........ ............... 1470 ~7, 
1933 .......................... 24e 360 
1931 .......................... :Jij PI 

U d - eeBt oledi- iB UJJ. aatioaal 1- and t4 P"L' eoll& 
......... iB C.....O..'a ULI-..1 ~ tr- a2l &10 1».1.1.. 
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t>ayment can only be substantially reduced by 
widespread default, with all the long-run penalties 
which that entails, and in a period of falling prices 
the real burden inereases. If in addition to falling 
prices there is also 8 fall in the exchange value of 
the Canadian dollar, the real burden of the large 
portion payable in foreign currencies increases 
even JOOre. It is true that in the latter case 
there will tend to be a larger favourable balance 
on merchandise trade account, but the gains and 
losses will be unevenly distributed, and the in
creased burden of debt charges will put additional 
stresses and pressures on certain sections of the 
economy. In several years during the twenties 
Canada was on balance a capital exporter, and 
even in years when Canada was borrowing heavily 
abroad there was a cross current of Canadian 
investment abroad. But Canadian investments 
abroad went largely into equities, and often into 
merely margins of equities in the New York 
market, and into industries in Latin American 
countries which had economies every bit as vulner
able to world depression as that of Canada's. As a 
result Canada suffered heavy losses both on capital 
and income on her own foreign investments while 
she continued to meet the major portion of the debt 
payments due abroad. In the thirties favourable 
balances were used largely to retire Canadian debt 
rather than to make new investments abroad, and 
there has been an important reduction in the 
amount of outstanding debt payable in foreign 
currencies. 

To summarize, Canada's position in both her 
trade and other financial relations with the outside 
world is largely that of her position in relation to 
the United States and the United Kingdom. This 
position is similar to that of a small man 
sitting in a big poker game. He must play for the 
full stakes, but with only a fraction of the capital 
resources of his two substantial opponents; if he 
wins, his profits in relation to his capital are very 
large, and if he loses, he may be cleaned out. 

Canada's position in the world economy has both 
strengths and weaknesses. As long as it is correct 
to speak of a world economy, or even a partial 
world economy, in which any substantial measures 
of international division of labour and trade are 
permitted, Canada should enjoy 8 particularly high 
export income and national income, thanks. to her 
possession of a few special resources. The pro
vision of productive capacity to exploit these 
resources has involved heavy fixed charges; deli· 
ciencies in other resources and efforts to maintain 
past standards of living involve eertain essential 

imports on a large scale. We have' thus a picture 
of a normally high income and of high fixed 
costs, but even under normal conditions the 
income is likely to fluctuate much more sharply 
than the costs. Because of the character of Cana
dian resources, and of the nature of Canadian trade 
and other financial relations with the United 
Kingdom and the United States, fluctuations in 
gross income, and consequently even more in net 
income, at either extreme of the business cycle 
reach relatively huge proportions. 

It is scarcely necessary to add that if the inter
national trading system in which the Canadian 
economy was designed and built as an integral part 
should be further restricted, a new appraisal 
(which would be distressing) must be made of 
Canadian resources and of the Canadian position. 
Our " boundless resources " are worth only what 
we can sell them for. If the system under which 
we exchange our surpluses for our requirements 
breaks up, our surplus and chief staple resources 
will cease to be resources; the whole structure of 
government and private investment based on them 
will collapse; and our conception· of a "normal" 
or attainable Canadian standard of living will have 
to be drastically revised. 

2. CANADA AS AN ECONOMIC UNIT 

In spite of the fact that the major Canadian 
industries are a part of an international economy, 
certain national policies have been adopted and 
national responsibilities have been assumed which 
create a distinctively Canadian framework within 
which Canadian industries operate. The framework 
is not a simple structure, largely because national 
policies have been aimed at two major objectives
the expansion of export staple industries, and the 
development of a protected domestic economy
which, although they have sought to achieve a 
common national purpose, were directly opposed to 
each other economically. The compromises which 
had to be adopted to reconcile divergent interests 
frequently destroyed the logical symmetry of either 
policy. Nevertheless certain common conditions 
affect all Canadian industries and, in spite of basic 
divergencies in interest, there is sufficient homo
geneity to consider the Canadian economy as a 
unit. It is the purpose of the present section to 
examine the framework of national policies and 
responsibilities, and the influence which they have 
had on the form of the economy. 

In the preceding chapters we have described hctW 
and under what conditions that framework waa 



established. The events a.nd circumstances which 
brought Confederation into being were not by them
selves sufficient to ensure the maintenance of the 
union. In fact if the mutual interests a.nd economic 
cohesion required for the growth of national unity, 
and the preservation of the political independence 
of the new transcontinental nation in North 
America were to be developed, the new Federal 
Government had the responsibility of devising and 
carrying out an appropriate economic program. It 
was necessary to link together the isolated regions 
with railways, to create a basis for internal trade, 
and to promote the development of the unsettled 
West as an integral part and a dynamic influence 
in the Canadian economy. It was for the a.ecom
plishment of these objects that the basic national 
economic policies of all-Canadian transportation, 
Western settlement and industrialization by pro
tective tariffs were adopted during the first twenty 
years of the DonL.nion's history. These particular 
policies were not of course undertaken in response 
to any deliberate plan carefully thought out in 
advance to achieve the best possible results. They 
were rather the outcome of a.n evolution of 
political decisions which were strongly influenced 
by the requirements of politically workable com
promises and by immediate circumsta.nces. With a 
different course of events, perhaps a different set 
of policies would have been adopted to achieve the 
~ame general objectives. Perhaps a different set or 
a different emphasis would in a.ny case have been 
desirable. That is not for us to say. We shall 
merely attempt to point out the significa.nce of 
what was a.etua.lly done (without going into a.ll 
the day-to-day manoouvres and detailed com
promises which wera necessarily involved) in 
relation to certain broad national e.ims, and the 
e1Ject on the nature of the Canadian economy. 

We have seen how the national economic policies 
were put into effect a.nd ultimately achieved their 
purposes under the influence of the wheat boom 
and the demands of the Great War. Three trans
continental railways connecting the various regions 
across long and difficult stretches of unproductive 
territory were built at tremendous public cost in 
the form of direct assistance or guarantees. The 
West was filled with settlers whose products a.nd 
purchases created a rising volume of tn.ffic moving 
over the railways a.nd waterways through Ce.na
dia.n channels. The protective ta.ri1f directed the 
dema.nda of the gre&t exporting industry on the 
Pr&iriee to Cane.di.an produeere and promoted a 
rapid growth of manufacturinc in Central Ca.nada. 
Thus the hitherto iaolat.ed rqiona were drawn 
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together with an expanding flow of internal trade 
and economic integration. The tra.nscontinental 
Canadian nation a.ehieved a new level of prosperity, 
political security, and unity. 

In the pursuit of these ends the three economic 
policies operated to effect e. series of compromises 
which had a consistent objective; no one policy 
was complete in itself. Without the construction 
of all-Canadian transportation facilities and an 
appropriate structure of freight rates (and the huge 
public assistance which that entailed) ea.eh of the 
regions would have linked up with the railway 
systems of the United States. The connections 
between the various parts of the country would 
then have been made through the economically and 
politically aggressive neighbour to the south. This 
development would have been much less costly; it 
would have avoided the vast overhead of bridging 
great physical barriers; and it would have enabled 
the most intensive use of fa.eilities already avail
able. With the lower costs which this would have 
permitted, the export industries would have 
eJrpa.nded further, the rise in the value of their 
natural resources would have been greater and the 
income obtained would have been larger. There 
would, however, have been no secure economic 
basis for a Ca.nadian nation. Hence purely 
economic criteria were put aside for the creation 
and maintenance of a political entity. The same 
was true for the tariff, which in large part was 
complementary (although on purely economic 
grounds contradictory) to the settlement and trans
portation policies in the furtherance of this pur
pose. The railways a.nd government assistance 
would have brought about the development of 
unsettled areas, but that by itself was not enough. 
Under free trade or with a much lower tariff the 
greater portion of the requirements of manu
factured goods would have come from the United 
States. Ea.eh of the separate regioD.B would have 
established ita principal eommercial relatioD.B with 
the external world rather tha.n with the other 
regions. Traffic, excepting bulky exports for over
seas, would have moved north a.nd south. The 
tariff was designed to direct the demands into 
Ca.nadian ~hannels eo as to. provide east-west traffic 
to help support the vast overhead of the tra.nl
continental railwaya and to furnish a stimulu1 to 
expansion in the older provincea who initially 
undertook the rislas and heavy debte of the railway 
and developmental program& Thus each of the 
three policies hall exerted a oonaiatent. and an 
easential influence in the attainment of the national 
purpoeea. It. ill we that the ta.riff tended t.o 
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restrict the growth of exporting industries which 
the railway and developmental policies sought to 
promot.e. Some examples are worth noting of the 
ingenious compromises which have been developed 
in .the tariff system in an effort to reconcile con
flicting interests; a three-deck structure, and in 
some instances a four- or five-deck strueture, has 
been developed to facilitate bargaining and negotia
tion with individual countries, and to aid the 
national transportation policies by directing traffic 
east and west through Canadian ports and over 
Canadian railways. Special exemptions are given 
for some of the machinery and supplies for 
the primary export industries (although not for 
construction machinery and other construction 
materials, and for some industries with differential 
advantages, such as hydro-electric power). The 
rates on manufactures are graduated according to 
the degree of processing and by giving greater 
protection on the final processing, assembling or 
finishing than the simple rate (which applies to 
the total value of the product) would indicate, 
attract and nourish branch plants from a great 
many American industries. Drawbacks provided 
for material used in manufacturing for export, 
coupled with individually designed provisions con
cerning the required manufacturing industries, give 
these industries an opportunity to compete in 
export markets (and reduce their overhead unit 
costs). Seasonal tariffs and artificial valuations 
for duty purposes are provided to protect domestic 
fruit and vegetable producers when their crops are 
ready to market. These and other special provi
sions vividly illustrate both the difficulties and 
compromises which were involved in applying a 
protectionist policy to the Canadian economy. 

Without the higher costs imposed by the tariff 
the developmental policies would have been even 
more effective in stimulating the exploitation of 
Canada's resources for the sale of their products 
abroad, but that result, without the enhancement 
of internal trade, would by itself have weakened 
rather than strengthened the economic and political 
cohesion of the country. On the other hand, the 
tariff alone could have done little to create a basis 
for inter-regional trade without the markets pro
vided by expanding export industries. Each of 
the national economic policies was by itself incom
plete, and on purely economic considerations, 
contradictory to the others. Together, they have 
blended in a general policy which has 'built an 
economically integrated nation and they have on 
the whole sought to promote the realization of 

consistent national objectives by ~hich general 
prosperity and political unity could be achieved. 

While the three national economic policies were 
in the main complementary, one or the other has 
at times been carried too far. The careful balance 
necessary for the attainment of optimum political 
and economic results from the major economic 
policies to which the country was committed has 
not always been maintained or appreciated. 
Mistaken optimism and regional pressures caused 
the over-extension of railways which has burdened 
the country with a needless overhead and encum
bered the Dominion's finances with heavy fixed 
charges. The provision of essential all-Canadian 
transportation facilities would necessarily have 
involved large overheads and it was, therefore, all 
the more imperative that wastages should have 
been avoided. 

For over forty years the Canadian tariff remained 
at a moderate level. During this period its 
provisions were gradually modified and ·adapted to 
the changing circumstances of the economy. The 
British preference was introduced, the rates on the 
implements of production of expanding .export 
industries were reduced and special contrivances 
were adopted to enable the Canadian manufac
turing industries to benefit from the technical and 
industrial progress of the United States. Thus on 
the whole no excessive restrictions were imposed 
on the growing export activities which constituted 
the basis of the economy, while at the same time 
a considerable manufacturing industry was built 
up. However, this careful balance and the cost 
price relationships which were established during 
four decades were suddenly broken by the sharp 
increase in protection during 1930-33. This 
unfavourable alteration in the circumstances of the 
export industries is particularly noteworthy since 
it occurred at a period when export prices were 
falling rapidly. The country was put into the 
position of carrying excessive debts incurred to 
promote the development of export production, 
while at the same time restraining the growth of 
such production by drastic tariff restrictions. Such 
extreme contradictions of policy were bound to 
reduce the real national income below what it 
would otherwise have been. Perhaps there may 
have been non-economic considerations which 
justified this high economic price. As debts pile 
up and the rate of expansion slows down the cost 
will become increasingly difficult to bear; it will 
place an increasing strain on public finance and 
consequently on Dominion-provincial relations: 



While prices are rising and the national income is 
growing rapidly, overhead costs are easily borne 
and there is little conflict over the precise share of 
each region or industry in the total income. When 
prices are falling or the growth of the national 
income is halted, fixed charges and the weight of 
taxes arising out of extreme contradictions of 
policy may quickly become oppressive and there is 
likely to be increasing inter-regional friction with 
regard to those policies and the division of the 
total income. 

During the first fifty years of Confederation the 
national economic policies operated as strongly 
cohesive influences in the Canadian economy. This 
success was mainly dependent upon the rapid 
growth of the wheat exporting industry of Western 
Canada. We have already recounted in Chapter V 
how during the twenties the unifying effects of 
these policies were weakened by the decline in the 
rate of expansion on the Prairies. With the 
onslaught of the depression this condition was 
greatly intensified. Drought and shrinking export 
markets for wheat brought almost a complete 
breakdown in the strongest dynamic factor making 
for east-west integration. Each area turned more 
than ever to the establishment of & more self
sufficient and independent regional economy. The 
possession of northern hinterlands with rich mineral 
deposits, the invention of new mining and metal
lurgical techniques, and water power have made 
possible the development of new northern frontiers 
for all but the Maritime Provinces. The separate 
regions established new contacts with external 
markets which rapidly decreased the relative 
importance of their economic relations with one 
another. In these circumstances the national 
economic policies were a limiting rather than an 
expansive influence. The railway policy no longer 
had any positive objectives. The new transport 
technique of the motor ear has called for highway 
rather than railway expansion. Under these con
ditions leadership in the fields of transportation 
and development passed from the Dominion to the 
provinces. The Dominion was left to cope with the 
rising railway deficits. 

The railway deficits were not the only conse
quences of the national economic policies with 
which the Dominion had to deal during the 
depression. When the industries which the national 
policies had helped to establish fell upon evil days, 
they naturally looked to the Dominion for assist
ance. The manufacturers called for higher protec
tion against cheap imports. Western agriculture 
wed for relief and subsidized prices. The 
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Dominion could not completely avoid responsibility 
for alleviating distress of interests which it did so 
much to create. The implications of this are clear 
in the steeply rising expenditures of the Federal 
Government during the depression. 

Thus during the twenties and thirties the national 
economic policies ceased to produce their former 
expansionary and cohesive effects and gave rise 
to a set of difficult national problems and respon
sibilities. Yet they could not be sharply reversed 
since the economic, and to a considerable extent, 
the political unity of the country was still 
basically dependent upon them. Furthermore, 
great vested interests have become established 
under their influences. The adaptation of these 
policies to the changing circumstances of the 
present and the future will require the highest 
qualities of statesmanship. Above all, the pursuit 
of objectives involving extreme and unnecessary 
economic contradictions must be avoided. Wastages 
must be minimized, particularly in the field of 
transportation where solutions to the problem of 
railway deficits and to the problem of highway 
and railway eo-ordination have yet to be found. 
In the making of tariffs there must always be the 
clear realization that the economic welfare of the 
country is, and will continue to be, basically 
dependent upon the prosperity of the export indus
tries. The problems of public finance and of 
Dominion-provincial relations in the future will be 
closely related to the extent to which these con
siderations prevail. 

Monetary policy, in the broadest sense of the 
term, has only recently become a part of the 
framework of national economic policies which we 
are discussing. In the past, the policy of the gold 
standard had always been implied, and accepted 
unquestionably, as the only conceivable basis for 
development. This was virtually a required con
dition for a Canada which was part of an inter
national gold-standard-and-trading economy, and it 
facilitated the rapid adjustment of prices and costs 
which was essential for a country in its position. 
The chief concern was the evolution of a banking 
system which would meet the very special and 
seasonal requirements of the Canadian economy 
within the framework of the gold standard. The 
highly central.ized but elastic system of ba.nka 
operating on a national IICale which developed, 
was remarkably successful in this respect. It 
was only when the ~ld standard broke down 
and national eurreneies began to drift about in 
apparently aimlesa and alarming faahion that. 
any questiOD arose (and even then it aroee eome-
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what belatedly) as to whether Canada needed 
a monetary policy of its own and adequate 
machinery to carry it out. The creation of a 
central bank provided the machinery, but conflict 
over the ultimate objectives of policy remained. 
The opposing forces were not, however, exactly the 
same as those engaged in the conflict over trade 
and tariff policies. Export industries generally 
stood to gain from a measure of exchange deprecia
tion, while protected industries competing with 
imports were generally bound to do so. The lines 
of conflict were not clearly drawn on either a 
regional or an industrial basis; it was rather a 
struggle between owners on the one hand--owners 
of farm, mine, and forest resources, and of equities 
in industry, who depended on entrepreneurial net 
income-and recipients of relatively fixed incomes 
on the other hand-bond and mortgage holders 
and wage earners. Owners and debtors naturally 
favoured a higher price level; salary- and wage
earners and creditors, a lower price level. The very 
novelty of this division of interests, which cut across 
traditional class and regional groupings, delayed its 
recognition. Variations in individual circumstances 
also confused the actual issues at stake. We have 
noted how the wheat exporters, for example, in 
desperate straits in the thirties pressed for some 
measure of exchange depreciation although it was 
very doubtful whether under prevailing conditions 
it would have yielded any net advantage to them. 
Protected industries, on the other hand, which were 
much more likely to benefit were in general inclined 
to lean on the tried and proven method of increased 
tariffs (which was not available to the exporters) 
and, perhaps partly because of their close relations 
with large creditor interests, to view any experi
ments in inftation or exchange depreciation with 
suspicion and alarm. 

But to-day much of the initial surprise and 
confusion has passed, and it is recognized that the 
purchasing power of the dollar not only ean be 
deliberately altered but that it is at times expedient, 
and now considered almost respectable, to do so. 
But while the direct results of such action ·on 
individual interests are now more clearly under
stood, the efiects on the economy as a whole, or 
sectors of it, remain largely matters of surmise. 

. For one thing, these effects will depend on action 
(and reaction) in other countries; for another they 

"' will depend on the relative bargaining position at 
, the time of the different interests affected, either 

favourably or unfavourably, and their ability to 
pas11 on the losses or retain the gains; and they 
will also depend 011 the nature of the other econom.ie 

polices adopted by the Government. But monetary 
policy has become one of the agencies by which 
the Dominion affects economic life and income in 
all parts of the country, and which makes Canada 
for certain purposes an economic unit. 

Federal policies of taxation and expenditure form 
one of the most important groups of conditions 
which mould the development of the economy. 
These powers and functions have steadily grown 
in importance with the expansion in the scope of 
governmental activities, and it is important to note 
the manner and degree in which the public finance 
system in itself affects the economy and either 
stimulates or depresses the national income. The 
public finance system also provides a means of 
compensatory adjustments and transfers to counter
act the adverse effects of other national policies. 
When, as a result of national policies undertaken 
in the general interest, one region or class or 
individual is fortuitously enriched and others 
impoverished, it would appear that there is some 
obligation, if not to redress the balance, at least 

· to provide for the victim, and policies of taxation 
and public expenditure offer a convenient means. 
But as the field of public finance is shared by the 
Dominion with the provinces and their municipali
ties, the division of the field of taxation and 
the distdbution of jurisdiction and hence of respon
sibility, have a major bearing on the equity and 
efficiency of the Dominion's public finance system, 
and of the public finance systems of all govern
ments considered as a whole. For these reasons, 
and because of the basic importance of this 
particular subject to the Commission's inquiry, a 
separate chapter is devoted to a review of the 
present public finance system. 

3. THE REGIONAL EcoNOMIES 
I 

The international role of Canada and the 
national policies which have moulded the economy 
have been reviewed in the preceding sections and 
chapters. But as Canada is half a continent, she 
has very diverse regional characteristics and in
terests; and as a federation, she has different, 
governmental systems for representing these 
interests and for carrying out regional policies of 
economic significance. 

Economically. Canada can be compared to a 
string of beads, and they are not all pearls. It is 
e. long string in which the concentrations of pro
ductive resources are few and far apart. It has 
become traditional to speak of Canada in an 
economic sense as consisting of five regions,-the 
Maritimes, Quebec, Ontario, the Prairies, and 



British Columbia, and in the main economic in
terests do tend to follow these regional linea. In 
many instances, of course, economic interests cut 
a.cross regional boundaries-many sections of 
Quebec, for example, are more closely related 
economically to Saskatchewan than to neighbour· 
ing areas. Moreover, regional economies a.re con
stantly being modified,-Manitoba, for example, 
appears to be evolving toward the Ontario-type 
of economy, and away from the prairie-type. 
But each of the major regions has sufficiently 
distinctive characteristics to warrant separate 
discussion. 

There is the more reason in view of the fact that 
the constitutional division of powers gives to the 
provinces important powers which may have a 
profound effect on the economy--oontrol of the 
public domain, responsibility (implied if not 
express) for major social services and for local 
public works and highways, the power of direct 
taxation which has been broadly interpreted by 
the courts and which has been partly delegated to 
municipalities, and the power to borrow on the sole 
credit of the province. There is thus an important 
field in which each provincial government can 
influence its regional economy, and there are 
important functions in that economy which it 
must perform. The nature of the regional 
economy in each case is also of importance in 
determining the economic and public finance 
policies of a provincial government, and the degree 
of integration with, or conflict with, national 
policies that is likely to develop. It will be an 
advantage, therefore, to examine briefly the cha.ra.c
teristics of the various regional economies and pro
vincial economic policies. 

The M tJritimea 
The Ma.ritimes form the most mature, and the 

most chronically depressed, regional economy in 
Canada. Previous chapters have traced the long 
history of painful adjustment from the Golden Age, 
when wood and aail reigned supreme, to the present 
-e. history in which the principal a.ctors have been 
intangible but dynamic economic forces, playing 011 

a stage set, and bounded, by national policies. 
Changing techniques and conditions of production, 
transportation and bW'keting affected the arnall 
but complex economy in diverse ways. A C2'CliJ&o 

eeetional view today may indicate the factors 
which have determined the present economic posi
tion of the Maritimes, and euuest thoee which are 
likely to determine the future. 

Perhape the most significant feature, and one that. 
hu been an out.standinc characteristic for a centU1'7, 
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is the delicate balance of the economy, resulting 
from the interdependence and complementary 
chara.cter of the chief industries. This inter
dependence arises from the nature of the Maritime 
resources and is such that no one major industry 
can sufier, as did the shipbuilding and carrying 
trade after the introduction of steam and steel, 
without profoundly affecting the whole structure. 
Cessation of one of the major Maritime industries 
has much the same effect as taking a wheel off a 
tricycle. 

Agriculture in the Maritime Provinces is a 
mature industry, and the relatively small propor
tion of land suitable for cultivation has long been 
farmed.l In the proportion of arable to non
arable land Prince Edward Island is an exception 
but even here the average- acreage in improved 
land per farm is lest. than in Ontario and Quebec. 
Owing to the topography of Nova Scotia and New 
Brunswick even in the best areas only small pockets 
or strips along river valleys are suitable for 
cultivation, and as a result cultivated areas are 
isolated from one another and farms are small2 
and often contain a considerable proportion of 
waste land. Thus, it is difficult in the general 
agricultural industry to secure the adoption of 
improved agricultural practices, the production of 
high quality products, the maintenance of uniform 
standards, or the provision of economical marketing 
arrangements-in short, to attain a high degree 
of efficiency in farm management. As a result of 
the small ecale of operation and the economic 
disabilities this entails, the individual surplus 
available to the individual after subsistence is 
small. Notable exceptions to these generalizations 
are dairying and the production of certain specialty, 
export staple&-fl.pples, potatoes and fox pelts. 
These export staples are the chief cash products 
and are dependent on foreign markets, foreign 
tariffs, and foreign purchasing power. As a result 
the returns from these products fluctuate widely 
and on occasion disastrously. While total farm 
income, including income in kind, fell by half from 
1928 to 1932, net cash income fell by four·fi.fths. 
Only the greater degree of self.sufli.eiency in agri
culture, and the more numerous alternatives far 
employment-e.lthough at very low incomee
prevented duplication of the complete destitution 
of prairie agriculture. 
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The primary industries most closely integrated 
with farming are forest industries and fishing, and 
these three F'a form the basil for much of the 
proeesaing and secondary manufacturing in the 
region. The farmer may work his wood-lot or, 
in areas where the pulp and paper industry or 
lumbering is of importance, work for the company 
on the annual cut during the winter months. Or 
he may combine farming and forest activities with 
fishing on his own account. In fact one-quarter 
of the farmers report their principal occupation as 
aomething other than farming (1931 Census) and 
one-sixthl of the gross agricultural income itself 
is derived from farm production of forest products. 

In some respects forest industries and fishing 
fill the role of the frontier in the Maritime economy 
in times of depression. Individuals tum to these 
pursuits to augment or replace other income, since 
large portions of these industries are still organized 
on a basil of small, independent, and individual 
operation. In the fishing industry, for example, 10 
per cent more were employed in 1933 than in 1929, 
and 20 per cent more in 1936, although total net 
income from the fisheries was two-thirds and one
third, respectively, less. The results of the inter
locking relationship and great mobility of labour 
between the three key primary industries are, on 
the one hand, to communicate pressure on one 
industry very quickly to the others, but on the 
other hand to provide a degree of strength 
and insurance against complete destitution through 
the diversification and alternative employments 
provided. , 

The diversification is not as great as it might 
superficially appear, however, since farming, fishing 
and forestry have certain basic economic charac
teristics and disabilities in common and are all 
likely to be adversely affected by the same forces 
at the same time. The price structure and cash 
income of each industry is largely determined by 
uncontrollable developments in external markets 
and by foreign tarifi and trade policies; the amount 
of assistance which can be given by national policies 
to the staple export industries when they are in 
distress has appeared in the past to be very limited; 
and the small scale and individualistic methods of 
operation has militat~ against securing the most 
economical and efficient methods of production and 
marketing and against the maintenance of high 
quality and uniform standards. With certain excep
tions, such as the specialized apple, potat~ and fox 
industries where pre-eminent standards of quality 
have been developed, and the pulp and paper 
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industry where mass production methods can be 
apphed, the Maritime economy in general labours 
under these disabilities, and they are reflected in a 
very low surplus income.l 

Manufacturing industries, which are based to a 
considerable extent on processing local raw ma~ 
terials, have suffered from the same disabilities, 
combined with pressure from the attraction of the 
larger markets of Central Canada for the newer 
industries, and from the depletion of some resourceil 
and from economic changes which have reduced the 
relative value of others. The relatively new pulp 
and paper industry is, however, a notable exception. 
National tarifi policies have probably operated un~ 
favourably in general, since Maritime manufactur~ 
ing industries producing for home consumption have 
been exposed to the competition of the more advan
tageously located manufacturing industries of 
Central Canada; Maritime primary industries have 
been burdened with increased costs; and the great 
shipping, commercial, and financial service indus
tries, which bulked so large at the time of Con
federation, have either found it impossible to adapt 
themselves to changed techniques and the frame
work of national policies and survive, or have 
migrated to Central Canada. On the other hand, 
specific industries, of which coal mining and steel 
manufacturing are the outstanding examples, have 
benefited directly from national tariff policies and 
subventions for transportation, and special con
sideration in Dominion transportation and trade 
policies has been made for the benefit of the ports 
of Halifax and Saint John. Just where the balance 
lies cannot be precisely determined. To the extent 
to which the shift in manufacturing and service 
industries produced lower costs for Maritime con
sumers it was beneficial, but to the extent to which 
national policies made it impossible for the Mari
times to preserve and exploit whatever advantages 
they had, they were harmful. However, to a large 
extent the relative decrease in manufacturing in the 
Maritimes (from 13! per cent of the gross Canadian 
production in 1870 to 41 per cent in 1935) was 
simply a reflection of the passing of village-handi
craft industry, and the concentration of industry in 
large-scale, highly mechanized units at the site most 
economical for production. 

One important element of Maritime industry has 
received very large and important benefits from 
na tiona! policies-the closely related coal mining 
and steel manufacturing industries.2 The Mari~ 
times possess the only coal deposits on the North 

• See Appendiz f,-Nslloul 1""-· 
tOne-fifth of the .J"'P~Iation of N'ova Scotia ia dite«IJ' ._dent. .._ iw ..,&J iudwotri• ud oabaidiari-. 



Atlantic seaboard; of these the Nova Scotian 
fields are by far the most extensive and valu· 
able. But their coal resources possess few other 
natural advantages. Because of the physical 
character of the deposits (half the . tonnage 
is now raised from submarine mines, the seams 
are frequently faulted, and problems of raising, 
pumping, and ventilation are P!'r'ticulll!lY im· 
portant) operating costs are relatlvely h1gh. In 
addition, the coal industry has had to face the same 
difficulties that have oppressed the industry the 
world over-the growth in alternative fuel and 
power sources (oil, natural gas, and hydro-electric 
power), and economies in the use of coal through 
improved processes and better equipment. The 
steel industry has also been adversely affeeted by the 
shift in demand from heavy railway steel to light 
consumers' goods, in which proximity to the market 
is a great advantage. The Dominion tari1J on coal, 
the Dominion subsidies for coal used in gas and 
coking plants, the Dominion subventions for the 
trantport of coal to Central Canada (which con
sumes nearly half the total Maritime output), the 
Dominion tariff on steel and special assistance to 
steel industries (which consume one-quarter of the 
Maritime coal) have alone made possible the main
tenance of the industry on anything approaching 
the present seale. The transportation subventions 
and other direct forms of assistance of some S2·3 
million in 1937 were more than three times the 
amount of royalties and taxes collected by the pro
vincial governments; the tari1J of 75 cents per ton 
is approximately 20 per cent protection. 

The alternative and diversified openings for em
ployment and the small-seale individualistic char· 
aeter of business organization, which are so eharao
teristic of the Maritime economy, have made mass 
unemployment and destitution less likely than in 
the mere highly ii.dustrialized areas of Can&c.ia. 
Under the impact of unfavourable external factors 
whole industries may be reduced to very low levels, 
but still manage to provide a measure of eubsistence. 
Certain epeeial.ized areas, such as the coal and steel 
district, are more vulnerable and their unemployed 
oa.nnot readily fi.nd altemative employment at any 
level. But if unemployment has not emerged aa a 
IIOci.a1 problem on the same eca1e as in other parte of 
Canada, eert&in other IIOci.a1 problems are more 
&dvanoed. One ia the creater proportion of elderly 
people who require uaistance through old age paD
lions; another ia the number of "epeei.a1 areas.• 
eueh ae the fishins 'ri1lape. where cb.roWc impovet
iab.ment reeultinc from yean of continual economie 
preiiiW'8 and difficulties iD. the induetr,.. il reftectecl 
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in inadequate education, public health, and other 
public welfare services; other problems are those 
of depleted and submarginal resources, and of in· 
efficient methods of production and distribution, 
problems which call for research, economic plan
ning and improved co-operative organization, 
whether through independent voluntary agencies or 
by governments. 

Yet the very factors which create these wants 
reduce the taxable capacity of the area and make 
it difficult for governments to provide for them. 
Where such a large proportion of the income of the 
primary industries is income in kind, where the cash 
proportion fluctuates so sharply, and where there 
are no large urban, industrial, and financial concan· 
trations of wealth and surplus income, the tax 
gatherer's problem is a difficult one. Too much of 
the Maritime industry is now in a marginal position 
to make an increase in taxation on consumption 
and costs desirable, and too few Maritime indWJ-o 
tries produce sufficient surplus earnings to make 
direct taxation on net profits and incomes remu
nerative. 

Nevertheless, in recent years Maritime govern
ments have undertaken a relatively huge and 
ambitious capital program designed to strengthen 
the economy and alleviate existing distress. In 
1937 expenditures by provincial governments alone 
on capital public works equalled 7 per cent of the 
total " national " income in the Maritimes. These 
expenditures were financed by borrowing, largely 
from outside the Maritimes, and they have had 
profound effects on both the present poeition and 
future outlook of the Maritime economy and public 
finance system. The very large capital expendi
tures, chiefly on highways, have benefited the eoD<o 
struction industry, and through it large eeetore of 
the economy. Construction activities have ab
sorbed virtually all unemployed employablee in the 
area and have afforded part-time employment and 
eaah income in eome of the distressed agricultural 
areas. The provision of a modern highway system 
will also have important influences on the economy 
in the future. It is hoped that it will attract more 
tourist trade. It will certainly have an important 
impact on existing eentrea of distribution and on 
tributary wpply and madtet areu. Whether it 
will produce a eufficient reduction in coeta and 
sufficient increased income from new enterprises 
and er:teneion of marginal activities to prove eelf· 
supporting iD. the long run ia still impoeeible to aay, 
but it ia the moet distinctive and important feature 
of the Maritime economy u the moment. Althoqh 
a larp number of induetriee and individuala and 
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the community as a whole have benefited from the 
program, and although aggregate figures of national 
income in the Maritimes have been prevented 
from falling proportionately as much as in other 
areas, it must not be overlooked that some groups 
and some areas, such as some fishing communities, 
have been reduced during depression years to dis
tress scarcely exceeded in western drought areas. 

To summarize, we find the Maritimes form a 
distinctive regional economy, with a large degree 
of self-subsistence and a very close and highly 
developed inter-relationship_j)etween the primary 
and many of the ~econdar'y industries, but largely 
dependent for cash income on a few specialized 
export staples which are extremely vulnerable to 
external conditions. The necessary small scale of 
operations in many industries, and the depletion 
of the best resources, are serious and continuing 
economic disabilities which are responsible for the 
low average income. The general effect of national 
policies has been tO' accelerate the natural shift of 
industry and finance, and of concentrations of 
wealth and income, to Central Canada, although 
specific industries (coal, steel, sugar, oil) have 
been bolstered up by tariff protection and other 
Dominion policies, and special assistance has been 
given the area. by subsidizing railway freight 
movements and by subsidizing steamship lines, 
by diverting traffic to Maritime ports, and by 
extra subsidies to the provincial governments. At 
the moment the large capital programs of the 
Maritime governments themselves are the most 
important and stimulating governmental influences 
on the economy, but expenditures on the current 
scale cannot be continued indefinitely. 

Quebec 
Quebec contains such strikingly diverse regional 

economies that the area cannot be satisfactorily 
discussed in economic terms as a unit. Even 
provincial policies have hap to adapt themselves 
to the differing regional circumstances, and conse
qqently lack the simplicity and homogeneity found 
in some other provinces. 

There are notably three distinct economies 
within the borders of Quebec. One is that which 
has grown around the Montreal metropolitan area, 
and which is one of the major integral parts of 
the transcontinental economy built by national 
policies. Montreal, it might be said, is the eastern 
bridgehead of the great east-west structure which 
connects the Prairies with the trade routes to the 
markets of the world. The major portion of 
Montreal's activities is based on handling and 
processing the staple exports (e.g., wheat to flour) 

and the staple imports (e.g. raw cotton to textiles) 
of the country. Dependent on and tributary to 
these activities are many ancillary industries-the 
provision of land and sea transportation services 
and equipment, brokerage and banking services, 
local agricultural construction and supply indus- · 
tries, and amusement facilities. The Montreal 
metropolitan area, and the industrial towns and . 
agricultural and resort areas immediately surround~ 
ing it, thus form an integral part of the interna
tional trading system by which Canada lives. The 
fortunes of the area are as closely dependent on 
the successful operation of that system as are those 
of southern Saskatchewan. The national policies 
of transportation and development were designed 
to bring direct advantages from the exploitation of 
western resources to this area, and, through the 
development of domestic markets, to bring further 
advantages to the manufacturing strategically 
located there and fostered by national tariff 
policies. 

An economy of another 'type is that found in · 
'the vast area north of the St. Lawrence where 
a scattered number of huge, modern, highly
mechanized, pulp and paper and metallurgical 
plants process local resources with local hydro
electric power. These plants are almost entirely 
dependent on external markets, and on the main
tenance of the existing international division of.· 
labour, but they do not form an integral part of 
the traditional national trading system and economy 
as does the Montreal area. Their connections with 
their markets are much more direct and simple, 
and although each unit has all the vulnerability of 
any highly specialized producer, they are not inter-· 
locked with and dependent on other factors in the 
national economy to the same degree. Perhaps 
their chief economic characteristic in common is 
their dependence on cheap" hydro power, with 
consequent high capital but low operating costs. 

The third type of economy characteristic of 
Quebec is the pioneer subsistence agricultural area. 
Some of the frontier agricultural areas (e.g., Abitibi, 
Lake St. John) are complementary and tributary 
to the neighbouring ·mass-production, export units 
of the mining and forest industries and should 
properly be considered as part of the highly 
specialized, electro-product economy previously 
noted. But there are many regions-the North 
Shore and the South Shore of the Lower St. 
Lawrence, Temiscouata and Matapedia, Gaspe and 
la Baie des Chaleurs, the Gatineau, Labelle, and 
Mattawinie, where mixed farming, usually com
bined with seasonal forestry or fishing operations, 



yields a relatively low but self-sufficient livelihood. 
The cash income of these areas depends largely 
on the sale of a few staple products in either local 
urban or export markets, and on tourist trade, but 
the failure to develop, or impossibility of develop
ing, any notable specialties restricts income in these 
areas in general to the yield of their rather limited 
and submarginal resources, which are worked on a 
small scale and often inefficiently. 

The foregoing analysis cuts across the more 
conventional industrial classification, but may help 
to bring out the particularly complex problems of 
Quebec's diverse regional economies · and their 
relations to the national economy and national 
policies. The problems of the agricultural industry 
in the St. Lawrence Valley, for example, are of 
quite different nature from those of agriculture in 
the Lake St. John area, or, from those in Gasp~, 
and provincial policies which might be appropriate 
and desira.ble in one case are not necessarily so in 
another. 

The Montreal area.,l with its dependence on the 
transcontinental economy built by national policies, 
enjoys a high degree of prosperity when the 
economy ia functioning as it was designed to do, 
and it was the natural point to which the excess 
population of the subsistence agricultural areas 
gravitated. The continua.} increase in the urban 
proportion of the popula.tion, and the actual 
depopulation of some rural areas, caused concern 
in the twenties, but it was not until the depression 
of the thirties tha.t the full consequences of this 
development became apparent. The depression in 
the export industries, which was ra.pidly communi
cated to the heavy ca.pital goods and construction 
industries, to railwa.y and shipping business, and 
to a lesser degree to consumers' goods industries, 
hit Montreal directly. The drastic tariff increases 
of 1930 helped to maintain employment in some 
of the secondary industries at the expense in the 
long run of the primary industries on which Mont
rea.l depended. But with the shutting off of 
emigration to the United States a.nd the West, the 
pressure of the enforced rural exodus on Montrea.l 
was intensified, a~d a huge pool of unemployed, 
and largely unskilled, labour collected there. It 

'Tbe Moatreal •rea ia .....t lleM to cleolpato - oabr tile 
loland of Moatr .. J it.elf, which aeeouoto lor 110 per cent of 
9u•bet-•• m&n\lfaeturinc, but al10 t.be i.ndutrialisetl &rea fro• 
'1: alloyfi•ld lo Lo.vio ond Sberbrooke oil the aouth tlhore of the 
Bl. La wreDee, wh1eb ia general bu mueh tlht ume eeottomie eba,... 
&ctt>r••h.- •• Mootr-e&l iDdut'trJ, a~d produeee eome l7 per eeat of 
Qu~b«'e i'Ddu•tnal output. Tn:~tle manufaeturiq i1 t.he ohief 
loduolr,, lollowod_ bJ the proeea&~"C of food ood 1111et&l prodW>Ie.. 
There , ba1 bettt, 1~ rece~t Jea ra. a notable decentraliutioa arwl 
l'ptt"ad•nr o~ ttue•. toduetrtee throurhout the w\ole totat.b.ere MJetioa 
ef l.IM. ProYIDOe -''••'•ted bJ lower labour k:btioa., &Del propel'tl 
_,. !• the 11111oiler. ooot,..., ud f&Cl.lit.t.lod a., t.bo prorili• of 
-'-rio .,.._ ud llicl>•.., --a. 
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early became evident that unless progress a.long 
the traditiona.l lines of Cana.dian expansion was 
rapidly resumed Montreal unemployment would 
become chronic and the hard core of the Canadian 
problem. When a measure of recovery in Canada 
did occur it ca.me largely from expansion in new 
industries a.nd frontiers which cut across the estab
lished national pattern and, although secondary 
Montreal industries benefited to some extent, the 
basic situation was scarcely alleviated. Unemploy
ment in Montrea.J. a.nd the satellite industrial towns 
of the area became one of the outstanding economic 
and human problems of the time, and seriously 
threatened the solvency of local finances. Efforts 
to alleviate conditions by nationa.l policies were 
chiefly through tariff action, and efforts by pro
vincial and local governments were through public 
works and back-to-the-land policies, but none of 
these proved effective on a.n important scale. 
Montrea.J. steadily lost ground to the rival metro
politan centre of Toronto with ils close rela.tionship 
to the new and expanding industries. Since the 
Montrea.l area's great asset ia its strategic position 
in a highly developed trading economy, and since 
its own local resources and commercial advantages 
in domestic markets are limited and inferior to 
those of some other centres, this decline in relative 
position, perpetuation of serious unemployment, 
depressed property values, and pressure on local 
aervices and finances would appear to be likely 
accompaniments of any general reorientation of 
policy from dependence on international trade to 
greater domestic self-wfliciency. 

The mass-production, mechanized, export units 
of the Sa.guenay, St. Maurice, Gatineau, and Rouyn 
areas also have had their particular depression 
problems. In genera.l volume of production was 
ma.intained, but whenever a large plant was closed 
down the whole structure of the local economy 
collapsed, local labour lost ita. only employment, 
local a.gricultura.l, retail, and service industries lost 
their market, the local government lost its financial 
basis. Even when operations were continued they 
were made possible by reducing prices to sacrifice 
levels at the expense of the wage-earners, the 
owners and creditors of the blllliness, and the 
governments which depended on it for revenues, 
and in some cases important resouroee were 
depleted and aold at bare salvage price& The 
natura.l advantages and technical efliciency of these 
large units were great, but their bargaining posi
tion in time of depression proved weak. Not only 
ia the whole population of Quebec north of the St. 
L&wrence Valley (some 400,000) directly dependen' 
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on this highly specialized and vulnerable type of 
economy (which produces roughly one-quarter of 
Quebec's industrial output), but important groups 
of the supply, machinery, and construction indus
tries, and of investors and financial-institutions in 
Montreal and Ontario, are equally so. The process 
of applying mature techniques to Canadian virgin 
resources in this area requires a huge investment 
(i.e., huge in relation to the annual output) and 
in the short run, regardless of the efficiency of the 
techniques or the richness of the resources, the 
profitability of the investment depends on favour
able conditions in uncontrollable external markets 
and on skilful marketing policies. When either of 
these conditions is absent it is not only the industry 
itself which suffers directly, but also the ancillary 
industries and dependent investments groups which 
make up an important fraction of the Canadian 
economy. 

The third type of economy which we have noted 
is that of subsistence agriculture, chiefly on the 
frontier north of the St. Lawrence Valley and in 
the Lower St. Lawrence regions. The St. Law
renee Valley itself, which although only 5 per cent 
of the area of Quebec contains one-third of the 
occupied farm acreage and produces nearly one
half of the total agricultural production, is an 
integral part of the Montreal metropolitan 
economy. It is in this region that the most 
intensified and diversified agricultural output, the 
most progressive methods, the best markets, and 
the highest standanis are found. The Abitibi and 
Lake St. John areas are largely complementary to 
the nearby mining, metallurgical, and pulp and 
paper export industries. The Eastern Townships 
are in a di1ferent category, and have declined as a 
general agricultural area under the pressure of 
oompetition from newer and richer regions, but 
have made efforts to adjust themselves to the 
production of llODle specialized products--live stock, 
dairy products, and maple products--in which 
they have some advantage ~ are at less dis
advantage. The remaining agricultural areas are 
of the subsistence type. in which the production 
of hay, oats, potatoes and live stock for farm or 
local consumption is usually combined with wood
cutting or fishing to yield a small cash inoome. The 
limited and frequently inferior quality of the 
l'e!IOUl"Ce!!, and the production and marketing dis
abilities of sma.ll-acale and Uregu.l.trr operations 
result in Yery low inoome J.evela, and make it diffi
cnm for theae areas to maintain their existing 
population. and much more ao to abeorb the 
natural inereaae when any alternative employment 
ie ICICI!IEble eleewhere. 

Both because of the distress in these areas them
selves and because of the pressure of emigration 
from them on the cities, much attention has 
recently been given their economic problems. The 
physical limitations of resources are admitted, but 
a more efficient integration of farming, forestry, 
fishing and certain rural handicraft industries 
might be worked out to advantage. By the exten
sion of research and experimental work, field 
demonstration and education, provision in certain 
cases of improved credit and marketing facilities, 
and by assistance in improving and standardizing 
qualities of marketable products, some increase in 
the net income and standard of living in these 
areas should be possible. Improvement of con
ditions in the chief complementary industry would 
be particularly beneficial, for the greatest hope of 
any permanent progress lies in working out a 
satisfactory equilibrium between forestry and agri
cultural activities-"il faut chercher il. marier 
l'economie forestiere il. l'economie rurale." But 
the results of very large and costly programs of 
.colonization, rural resettlement and agricultural 
assistance in recent years would not suggest that 
this sector of the Quebec economy will ever attain 
a high level of prosperity or realize the hopes of 
those who look to it to replace the present depend· 
enee on nation-wide and international trade. 

This observation is not intended as a criticism 
of the efforts which have been made to develop and 
assist agriculture since any alleviation of conditions 
in these subsistence areas resulting from improved 
methods and organization is of great benefit to the 
whole economy. It should also be recognized that 
there are other than strictly economic criteria. A 
self-sufficient rural economy may be preferred for 
various social reaaons to a greater income-pro
ducing, more industrialized and urbanized economy 
integrated with the rest of the country and the 
world, and thus subject to external and uncon
trollable blows and pres8ures. But from the 
economic point of view it is necessary to note the 
physical limitations to large-scale development of 
a self-sufficient rural economy which do in fac' 
exUlt, and the impoi!Sibility, under any conceivable 
eonditions, of ita providing a satisfactory •ubati
tute for the nationally and internationally inte
grated economy which now supports four-fifths of 
the population. 

Enough baa been said to indicate the major 
disabilities and vulnerabilities of the Quebec 
economiet. and the complex nature of the problem 
which covernmenta must face in attempting to 
formulate economic and public finance policies. 
To a. greater extent than in other provincee 



economic critai& are on occuion subordin&ted to 
other eocial objectives, such u the maintenance of 
eultur&l values. Ar. long ae utional policiel 
worked to the advantage of the metropolitan area, 
.. long as rapidly expanding markets were avail
able for the new electro-product industries of the 
north, and as long as theee two expanding eectonl 
of the economy could help support the agricultural 
areas and abeorb their excea population, there was 
a natural tendency for the provincial government 
to follow the let-well-enough-alone school of aoeial 
and economic policies. Substantial portions of the 
coat of education and public welfare were left to 
the Chureh and the loeal authorities; the pro

. vineial government engaged in. none of the public 
utility and other economic activities common in 
the other provinces; and a relatively larger sha.re 
than in other provinces of the responsibility for 
highways was left to municipal governments. Ar. 
one result provinci&l t.&x&tion, expenditure and 
debt were very much less (per capita, or in 
relation to provincial income) t.ba.n in the other 
Canadi.a.n provinces although municipal and quasi
public institutional responsibilities were above the 
avemge. Another result was a tendency to ignore 
the potenti&l social and economic problems wh.icb. 
were an inevitable consequence of this type of 
development. 

But when the combination of world deprelllion 
and western drought; of the thirties shattered 
the cloeely-integrated, utional-t.rading structure, 
reduced markets and pricEs for electro-products, 
and undermined the elaborate financial structure of 
the eoonomy north of the St. La.wrence, the Prov
ince was faced with a critical economic and aoeial 
situation on all fronts. Governmental intervention 
on an unprecedented acale became imperative. In 
the metropolitan area it took the form of di.reet; 
relief, public works projects, and a.ssistance to back
to-the-land movements (in addition, of course, to 
the increased Dom.inion tari.ffs, wh.icb. helped to 
maintain employment in some of the second.a.ry 
industries). In the electro-product eoonomy north 

• of the St. Lawrence it included tentative ellorts at 
enforcing cartel marketing organir;a.tions, exemption 
from certain public domain t.&x&tion, loeal highway 
and rural.ettlement programs, and di.reet relief. In 
the subsistence agricultural areas it; consisted of 
increased reeea.rch and technical instruction, cheap 
fann loans, ~ premi\I.Dl8 and bonuses to 
eneourage improved product.ioll and ma.rketinc 
praeticea, and e:s:tenlive direct 888ista.nce in the 
eol.oo..iM.t.io areaa. The agregatA:I COlt of theae 
e.florte proved at.aaenn&, yet. they did littla more -
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than tide the situation over, and made only a 
limited impression on the basic problema. Recovery 
in the United Statea and other ertemal markets 
relieved the pressure on the export; industries inte
grated with them, but the metropolitan area 
remained depressed. Unlese the former trends of 
expansion of the tranecontinental economy are 
resumed, or an internal stimulus comparable to the 
Northern Ontario gold mines is found, the most 
important aeetor of the Quebec economy will con
tinue in the doldn.tma. This not only affects the 
other portions of the Quebec economy, but has far
reaching implications on the provincial public 
finance structure, on the responsibilities wh.icb. the 
Province must be prepared to assume, and on the 
taxation system, wh.icb. must support them. 

Ontario 
Ontario makes up such a large part of the whole 

Canadian economy tha.t discussion of Ontario's 
llll.ient economic characteristics frequently becomes 
a repetition of a description of the national economy. 
Ontario is not only the biggest but 80 outstand
ingly the wealthiest unit of the economy that; 
ita special advantages require 110me eu.mination 
Ontario has 33 per cent of the population 01 

Canada, but (1937) 42 per cent of the national 
income, and from 45 to 60 per cent of the teler 
phones, automobiles, residential electric powa 
consumption, federal income tax payments, invest
ment income received, government bonds purchased, 
and other evidenees of higher than average surplus 
income and standards of living. 

Ontario's advantages arise in part from her rich 
and diversified resources, in part from her stn.tegic 
position in the utional economy, and in part from 
her situation in relation to the indlll!trial empire 
of the Great Lakes and Middle West to the south. 

A lengthy catalogue could be compiled of 
Ontario's resourcee: the timber and pulpwood of 
the Ottawa Valley and Northern Ontario; the r:icl. 
agricultural lands of Southern Ontario and the 
Ottawa Valley; the gold deposita of Kirkland Lake, 
Poreupine and northwestern Ontario and the 
nickel-copper deposita of the Sudbury area; the 
hydro power and the great; avenues of tranaporta.
tion provided by her waterways; but note should 
also be taken of her la.ck of coal, iron. and oil 
W1tbin Ontario itaelf a very high degree of inte
pti.on in the exploitation of her reeounl8l has 
been developed. The forestry, mining. and agri.. 
eultunl industriea are all to eome a:tent inter
dependent, and 'RfY cloeely related to the aec:ondar7 
manufaeturin&. eerviee, and 6naneial indwlt:rieL 
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Although the latter industries depend on nation
wide operations, the importance of their local 
market (and, in tum, their importance as markets 
to local agriculture) is great, and forms the basis 
of the greater development. 

The character of the soil and the climate give 
Ontario agriculture the greatest diversification and 
the best balance in Canada. The ideal combina
tion is possible of mixed farming which affords a 
basic subsistence and production of specialized 
staples for sale in either local urban or export 
marKets to yield a cash income. The Ontario farmer 
has not, on the average, as high a cash ineomel 
as the Western farmer, but he has a very much 
greater degree of self-sufficiency, and his cash 
IDcome is derived from a much more varied range 
of products-cattle and hogs, poultry and eggs, 
dairy products, tobacco, fruits and vegetables. On 

TABLB 76.-INCOMB pm FABY: 

1928 1933 1937 

r--- ---
l'mNCB EDWARD IsLAND-
' Gross cash income .•••••••...... 769 312 476 

Net cash income ................ 453 80 205 
Income in kind-produce •••••••. 2&1 141 186 

Non ScoTiA-
Gross cash income .............. 419 328 433 
Net cash income ................ 141 126 193 
Income in kind-produce ••..•••. 296 183 241 

Jti'BW BRUNSWICK-
Gross cash income .............. 411 220 350 
Net cash income ................ 132 20 108 
Income in kind-produce ..••••.. 309 190 248 

Q'CT.IBE<l-
Gross cash income .............. 799 357 628 
Net cub income ................ 425 89 313 
Income in kind-produce ..•••••. 379 219 293 

O!rrABio-
Gross cub income .............. 1,400 673 1,115 
Net cub income ................ 838 265 643 
Income in kind-produce •••••••. 320 179 234 

lol.u<rroBA-
1,434 Gross cub income .............. 1,515 594 

Net cash income ........... ; .... 828 186 939 
Income in kind-produce .••.•••• 225 133 185 

8AJllU'l'CBEW ..-
627 Groee cub income .............. 2,341 538 

Net cash income ................ 1,614 66 141 
Income in kind-produce •••••••. 188 100 124 

ALBERTA-
2,164 682 1,203 Gross cash income .............. 

Net cash income ................ 1,506 201 689 
Income in kind-produce •••••••• 178 109 164 

Blumm CoLVIOIU.-
1,093 614 005 Gro&S cash income .............. 

Net eash income ................ 460 184 353 
lDcome in kind-produce •••••••• 284 '1HI 245 

the other hand, his own subsistence production is 
more varied, and his cash income much higher than 
that of the average farmer in Quebec and the 
Maritimes. The primary agricultural industry thus 
contri.butes both an important stabilizing factor to 
the economy, and sufficient surplus production of 
marketable staples to serve &:s a basis for a profit
able urban-rural exchange and division of labour. 

Although these statements are generally true, it 
should not be overlooked that there are some 
agricultural areas, such as Huron and Bruce 
counties, which have been unable to meet Western 
competition in the production of their former 
staple or to find satisfactory alternatives. Some 
agricultural areas which depended on local mining 
markets or local lumbering activities as, for 
example, some in Eastern Ontario and the Ottawa 
Valley, or those about Cobalt and Gowganda, have 
been left stranded as the local resources were 
drained off. In other regions, such as the Rideau 
Lakes area, the Muskoka Lakes area, and the 
northern frontier, only small-scale, subsistence 
'farming, combined with a little woodcutting, fishing 
and trapping, is possible, and in these, living 
standards are consequently very low and cash 
income, except where the tourist industry flourishes, 
virtually non-existent. On the other hand, in some 
areas such as the Niagara pen1nsula, specialization 
of production has been carried to a very high point, 
and in such cases fixed costs are high and net 
incomes consequently vulnerable and highly vari
able. But in spite of these exceptions Ontario 
agriculture as a whole, and particularly in the 
Western Ontario peninsula, is a well-rounded and 
basically stable industry which contributes 
importantly to the wealth of the Province and to 
maintaining Ontario in a leading position. 

Ontario's lumbering industry was long .the chief 
stimulus of the Ontario economy, and although the 
cream of the resources has been skimmed off and 
mining now takes precedence, pulp and paper 
production still plays an important role. Although 
the pulp and paper industry with efficient forest 
management and conservation methods could be a 
permanent and stable one, it still appears to be 
more profitable to the individual entrepreneur to 
gut the resources of one locality and move on. 
Whether this would be true if the industry were 
charged with the social costs of rehabilitating or 
salvaging the dependent labour and industries in 
the derelict areas, which are a necessary accom
paniment of this practice, cannot be determined. 
But the development of conservation policies and 



the achievement of greater stability within the 
industry would appear to be necessary if these 
resources are to be exploited to the best advantage 
and are to contribute to the support of the whole 
economy as they have in the past. 

The last decade has seen a very large increase in 
Ontario metal production, due chiefly to the in
crease in the price of gold. Nickel and copper 
production have also expanded notably following 
the Frood discoveries in the late twenties, and as a 
result of improvement of processing techniques, 
increased production facilities, and the armament 
demand of recent years. But of outstanding 
importance has been the expansion of the gold
mining industry, both through extension of opera
tions at the established camps of Porcupine and 
Kirkland Lake which still account for four-fifths 
of the total provincial output, and through the 
development of new producers in northwestern 
Ontario. The tripling in value of gold production 
during. the decade affected not only the mining 
industry itself, the labour employed by it and the 
capital invested in it, but also a wide range of 
ancillary industries-transportation, power, lumber, 
machinery, chemicals and explosives, and the 
financial promotion and security-trading activities 
which have done so much to add colour and romance 
to Canadian mining development. Because this 
development occurred during a period of general 
depression it was of particular value and impor
tance, and because it was closely integrated with 
Ontario industrial and financial centres and agricul
tural and forestry industries rather than with 
industries outside the Province, it cut across the 
traditional east-west lines of the economy and 
perhaps tended to weaken Ontario's interest in the 
economic welfare of the rest of the counf.ry. 

So far we have only discussed those industries 
which make Ontario on the strength of its own 
resources a large and wealthy section of the 
economy. Provincial policies have played an 
important part in development, the most not:A!.ble 
illustrations being the construction of the 
Temiskaming and Northern Ont:A!.rio Railway which 
opened the mining areas; the Hydro-Electric Power 
Commission which furnished cheap power to indus
tries, rural areas, and consumers in general; the 
Farm Loans Board which provided agriculture with 
relatively cheap credit; and the extensive network 
of modern highways which Ontario early provided 
and has maintained in good condition. These 
policies not only hastened and assisted the develop
ment of the Ontario economy, but also did much 

• to shape the character of the development and to 

----
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integrate provincial industries and areas. The 
close relationship between frontier and metropoli
tan areas, and between primary industries and 
manufacturing and finance industries, creates a 
degree of interdependence which has its liabilities, 
but also makes for a diversified and well-balanced 
economy with inherent reserves. 

But of at least equal importance with Ontario's 
natural resources are the strategic position Ontario 
occupies in the whole Canadian economy and the 
advantages which Ontario derives from national 
policies. Ontario's geographical position in relation 
to the rest of Canada, its resources, and its geo
graphical position in relation to the coal and steel 
centres and the great industrial triangle of the 
central United States, made it the logical centre of 
Canadian manufacturing, and of the distributing, 
service, and finance industries which are dependent 
on industrial activity and urbanization. To the 
extent to which national policies stimulated this 
development, Ontario was the chief beneficiary. 
National policies stimulated the development in 
two major ways: aggressive policies of western 
development built up a market, and tariff policies 
directed the demands of this market to Ontario 
(and the Montreal area). Naturally the chief drive 
for this relatively advantageous combination of 
policies came from Ontario and Montreal. A 
special survey of 1,973 firms in 23 manufacturing 
industries in Ontario and Quebec, undertaken by the 
Dominion Bureau of Statistics for the Commission, 
revealed that between 25 and 30 per cent of their 
total domestic sales were rn<~.de in the other prov
inces. Of course some of the.;e sales would have 
been made without tariff protection, but on the 
other hand some of the sales in Ontario and Quebec 
would not have been made without tariff protec
tion. Perhaps more direct evidence of the influence 
of the tariff in directing demand to domestic 
manufacturing industries (overwhelmingly eonoen· 
trated in Ontario and the Montreal metropolitan 
area) is given by the 1930-32 tariff increases, which 
reduced the ratio of imports to the total value of 
production from 25 per cent in 1928 to 13 per cent 
in 1933.1 This diversion of purchasing to the pro
tected industries not only increases aggregate 
employment and income directly in the areaa 
where they are located, but stimulates the develop
ment of satellite tinanci.al and service industriee 
about industrial and metropolitan centres. A 
na.tural result of this concentration of industry and 
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finance is a trend toward highly developed cor
porate, and frequently monopolistic, organization 
which in turn further stimulates the concentration 
of entrepreneurial and managerial incomes. 

It has been noted that, in addition to the 
national policies which assisted in developing a 
market for manufactured goods in Western Canada 
and then directed the demands of that market to 
Canadian sources, proximity to the industrial 
heart of the United States has been an important 
Ontario asset. It has made available cheaplyl the 
basic industrial raw materials of coal and iron in 
which Ontario is deficient; it has facilitated the 
introduction of new techniques and mass-produc
tion economies, and the rapid development of 
modern industries by making specially skilled 
labour and machinery readily available; it has 
encouraged the development of United States 
branch plants manufacturing for export to Empire 
or other countries where Canada may have prefer
ential trading advantages; it provides an important 
tourist trade; it is on occasion an outlet for skilled 
and professional labour which cannot be absorbed 
in the Canadian market; and the industrial region 
south of the Border is an important source of 
capital for Canadian industries. In spite of tariff 
barriers there is some degree of integration and 
complementary specialization both in production 
and in the provision of public works between 
Ontario and the adjoining states which reduces 
overhead costs and increases net income. 

One consequence of Ontario's dependence on the 
adjoining states for many of its industrial raw 
materials is that increased manufacturing activity 
in Ontario is boimd to be reflected in increased 
imports, and tariff increases on finished goods tend 
to increase imports of industrial raw materials. 
In this process, of course, there is a diversion of 
purchasing from United Kingdom and United 
States manufacturers to United States industrial 
raw material producers, but Can&dian exports are 
still necessary in order to provide the necessary 
exchange. The original dependence on Western 
wheat exports to provide this exchange has been 
diminished, as we have noted, by drought and 
adverse marketing factors in the wheat industry 
and by the rise of new export industries within 
Ontario. The importance of developments on the 
new northern frontier in power, pulp and paper, 
and gold is thus far grea.ter than that of providing 
merely a new source of production, and a stimulus 
to Southern Ontario; it has become the basis for a 

new pattern of economic organization cutting across 
the lines of the traditional transcontinental struc
ture; it has tended to lessen the dependence of 
Ontario on the successful operation of the national 
system. 

Nevertheless, there are weaknesses in the new 
structure which may have been concealed by its 
rapid expansion in a time of general depression. 
One is the exhaustive character of the gold-mining 
industry which is the mainspring of the whole 
development. Owing to the complex geology and 
structure of the chief deposits, estimates even 
approximately satisfactory of total ore reserves 
cannot be made as can be done, for example, in 
South Africa. There are, however, indications that 
both the Porcupine and Kirkland Lake camps have 
passed their zeniths. This is particularly impor
tant because, in spite of a 70 per cent increase in the 
gross selling price accompanied by some decrease 
in operating costs over a period of six years, no 
major new camp has been discovered. Some 80 
per cent of the output still comes from Porcupine 
and Kirkland Lake, which have turned to the 
exploitation of former sub-marginal, low-grade 
ores to expand their production and prolong their 
lives. From the point of view both of owners an~ 
of society a large proportion of the returns from 
an industry of this nature should be treated as 
capital amortization, and the construction and 
capital equipment activities which it engenders 
must be recognized as non-recurring. Not only 
will the inevitable depletion of these resources 
reduce incomes directly and indirectly derived 
from them, but it will also create problems of 
social adjustment which will require extensive 
governmental intervention and assistance. 

The wealth of the Ontario economy thus rests 
in part on a well-balanced and closely integrated 
development of its own natural resources, including 
its geographical position in relation to the rest of 
Canada and the United States. It has also de
pended in the past on the successful operation of 
the traditional national policies, which have com
bined with Ontario's natural advantages to divert 
a relatively large proportion of Canadian surplus 
incomes to advantageously located centres in 
Ontario. And in recent years it has been main
tained by an intensive but ephemeral development 
of Ontario's own northern frontier. Whether or 
not it can be maintained in the future will obviously 
depend in part on the general prosperity of the 
Canadian eoonomy, of which Ontario is such an 
important and integral part, and in part on 
Ontario's opportunities and ability to integrate 
herself with the Canadian economy in such a 



fashion u to make the most of her natural advan· 
t&ges, and to protect herself aga.inat the potential 
disabilities inherent in her position. 

Tke Prairie~ 
The Prairie Provinoee form the region ~ 

directly a.ffected by major national policies. The 
major objectives of these policies in the pa.st--to 
develop the virgin resouroee of the Prairies, and to 
provide for internal markets for other regions
were directly concerned with Western expa.nsion, 
while they affected the rest of the country chiefly 
in accordance with the degree to which the other 
regions were integrated with and dependent on the 
Prairie development. We hAve also noted how 
other than purely economic motives determined 
national policies, and added to their cost-fin addi
tion which could be easily borne as long as the 
virgin soil of the Prairies and favourable world 
marketing conditions combined to produce an ex
ceptionally high net income. 

The rise of the wheat industry, on which the 
whole Western economy and an important part of 
the rest of Canada were dependent, was a cl.assie 
example of the income and prosperity which an 
area with very limited resouroee could yield 
through international specialization of labour. 
Much of the population of Gre.&.t Britain and the 
Continent could be better and more cheaply fed 
on Canadian wheat, and the population of Westem 
Canada oould be better and more cheaply clothed 
with European textiles than either region eould 
provide from its own resouroee. But with the 
decline, and in some eases oomplete breakdown, of 
the international trading system which made such 
specialization possible, the Prairies threatened to 
beoome an equally classic eXll.lllple of an area 
doomed to chronic depression. The ooincidence of 
widespread and recurring drought was the final 
blow, for it prevented resort to the traditional 
defenoe of the individual produeer-expa.nsion of 
production which, as long as actual operating costa 
were oovered, would enable him even at very low 
prioe levels to spread overhead costs and compete 
aggressively in world markets. In addition the 
dro•Jght made nece&'!&l"y widespread subsistence 
relief for families and stock and provision of eeed 
and other supplies which would normally hAve been 
loea.lly produoed. It has been attempted in other 
pa.rte of this Report to give 110me description of the 
situation resulting from the oombined efi'ecl of 
drought and the oollapse of wheat prices. It. is 
suflieit!'llt to note here that total inrome in the area 
fell &lmoet by half, and inoome from agriculture 
by almost four-fifths, from the 1926-1929 average 
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t.o the 1900-37 average. These bare stat.istiea, how
ever, cannot oonvey the full measure of the W estem 
debicle with ita shattering blon to living stan~ 
ards, to adequate nutrition, to health eerviees, t.o 
educational standards, to community equipmen\ 
such as highways, and to individual hopes and 
dreams and ambitions.. 

Although abnonnal drought eonditions are pUll
ing, the reduced world wheat market makes neeee
sary a reappraisal of the whole Western situation 
and of the role of the West in the Canadian 
economy. The reduction in demand from Genn.ally, 
Italy, and France alone, a.s a result of their policies 
of self-sufficiency, is roughly equal to the total sur
plus production of Saskatchewan; the effort to 
stimulate potato and root crop production in the 
United Kingdom, which is the one important re
maining market, is directly aimed at reducing wheal; 
imports; and the former dreams of expanding 
Oriental markets hAve been disturbed by the 
Japanese oecupation of North China and its after
math and by Canadian reluctance to accept 
Oriental goods in payment for exports. 

In what is left of the international wheat markd 
-611Y 500 million bushels a year as eomp&red with 
the 750 million of the twenties-Canada's position 
is as strong as, or stronger than, it has ever been. 
Wheat producers in Aust:rali&, Argentina, and the 
United States hAve alternatives of production 
lacking in Canada, and Canadian producers have 
made notable advances in reducing their costs and 
improving their techniques. In the normal eco
nomic process Canada should gain a larger sh.are of 
the reduced market. But this a.ssumes a reJ.a-. 
tively lower level of wheat prioee (excepting 
fluctuations due to crop variations) which will 
force marginal producers with alternative sources 
of employment out of wheat production. The 
implications of this for the Canadian West are 
that the better lands will produce a smaller nel; 
inoome than formerly, that much of the land 
occupied at present will prove subma.rgina.l, and 
that the possibilities of expansion are greatly 
reduced. In addition, we must take aeoount of one 
of the faet.ors which has been primarily responsible 
for reducing Canadian costa, and for enabling the 
West to oompete with other wheat-producing aresa 
-the mechanization of Ca.nadi.a.n wheat fann.inc. 
which greatly reduoee the ratio of labour to acreage 
and production. But this development has lefl; 
certain areas of the West with populationtl which. 
in relation to their l"efiOUJ'tleS, are e::u:esive. 

On the whole the wheat economy h.u reached 
mawrity. It ie a prem.ature maturity owing to the 
cenenl trend al intemational affaint, but from any 
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realistic point of view it must be recognized as a 
given condition for the present. The implications 
of this denouement to the national economy are 
many. The overhead created on the assumption 
that the West would support a very large popula-, 
tion, and the national policies which were based 
on the assumption that the West would provide a 
continually expanding market, are both threatened 
by the destruction of their original justification
the expectation of almost unlimited expansion of 
the world wheat market. 

But 'the disabilities of the area must not be over
emphasized. Given a return of normal climatic 
conditions, the natural advantages of the industry 
are great, and there is some ground for hope that 
the United States will eventually provide a new 
and expanding market. But an economy accus
tomed to a rapid rate of expansion has suddenly to 
adjust itself to a long-term flattening out, or possibly 
even a measure of decline, in the basic trends. 

Alternative outlets for employment and produc
tion are not hopeful.l Subsistence agriculture is 
possible in areas in northern Alberta and Saskatche
wan, and eastern Manitoba, but the position of 
people dependent on subsistence agriculture in 
Western Canada is not encouraging. The volume 
and variety of local production in the West are 
limited by climatic and physical factors, and pro
duce a relatively low standard of living. The lack 
of any marketable staple virtually eliminates cash 
income, and makes it impossible for these areas to 
secure any of the advantages of division of labour 

· and specialization of production. From a social 
point of view they become rural slums, and centres 
of illiteracy and undesirable health conditions. 
From a public finance point of view they are poten
tially serious public liabilities in emergencies, and 
virtual ciphers at any time as contributors to public 
revenues. From the point of view of the economy 
as a whole, they contribute virtually nothing to the 
general overhead, while they exert a constant pres
sure on living standards in adjoining areas because 
of the enforced emigration of unskilled labour from 
them. So much has been said of the merits of 
self-subsistence agriculture and of developing a 
"peasant economy" on the northwestern frontier 
that it is necessary to refer to it. The most that 
can be said of it is that it can keep a certain 
number of people alive in deplorable living condi
tions. There are important exceptions to this 
sweeping generalization. Where there is oppor
tunity for the development of some export staple, 

such as hogs or alfalfa seed, which will produce 
some cash income, living standards may undoubt
edly be improved and the community may make 
some contribution to the economic welfare of the 
region as a whole. But the possibilities of develop
ing such specialties appear to be distinctly limited. 

Mining development is also looked on as a 
possible alternative but it has so far been limited. 
It includes the exploitation of one large and a 
couple of minor complex base-metal ore-bodies in 
northern Manitoba, the development of the Turner 
Valley oil field, and the discovery of a few small 
pockets of precious metals in the Prairie sector of 
the Pre-Cambrian Shield. In addition persistent 
efforts have been made to develop the large but 
low-grade coal resources of southwestern Alberta 
md southeastern Saskatchewan, but the difficulty 
is the lack of a local market of any great impor
tance. These developments should not be dis
paraged, and they have all contributed to main
tenance of regional incomes and employment to an 
important extent during the depression, but it 
must be recognized that the greatest contribution 
of this type of activity is during the developmental 
stage, and that it offers no permanent solution for 
the economic difficulties of the Prairie region, as 
far as can be judged from our present knowledge 
of western and northwestern mineral resources. 

Governmental expenditures are proportionately 
larger in an economy of the Prairie type than in a 
more self-sufficient one, but as cash incomes are 
also proportionately larger, governments with ap
propriately designed taxation systems have an 
opportunity to recoup. In time of depression 
governmental expenditures are larger because of 
the extensive need for aid when the staple export, 
and the primary source of income for the whole 
economy, collapses. In times of prosperity gov
ernmental expenditures are larger because of the 
economy and acceleration of development which 
result from financing public works and community 
equipment through governmental agencies. As a 
result Prairie governments have undertaken many 
economic activities-the provision of railways, 
electric power, telephones, farm loans, grain ele
vators, irrigation works--in addition to the normal 
provincial functions of roadbuilding and education. 
Even in these normal spheres governmental activity 
bulked larger than in the East. In a trading 
economy a highway and railway network is of first 
importance and, owing to the speed of Western 
settlement, transportation facilities had to be pro
vided in a very short space of time. Educational 
costs have been increased by the similar need for 



providing equipment speedily and the virtual 
absence of privately-endowed educational institu
tions. 

It is obviously essential to all interests cbneerned 
to preserve the governmental structure and credit 
of Western Canada in view of the vital importance 
of community organization in such a vulnerable 
and specialized society. Whether the economic 
base of the governmental structure is wide and 
stable enough to finance the cyclical fluctuations 
of the chief industry of the region may be doubted 
in view of the extreme character of both the natural 
and commercial swings of fortune. In addition to 
the erratic oourse of regional income is another 
factor of great importance to Prairie public finance: 
the ability of the small, independently organized 
units of the individualistic, Prairie economy to 
bargain on equal terms with the monopolistic 
corporate organizations of Eastern Canada.-to 
which the commercial relations of the area are 
largely restricted by national policies. The failure 
to secure advantageous terms of trade in the past 
has resulted in draining oft the surplus inoome of 
the Prairies to the East and in efforts of the Prairie 
residents to use the economie powers of their 
provincial governments to redress the balance. 

BritUih Columbia 
It is characteristic of the Canadian economy 

as a whole that rich concentrations of natural 
resources are separated by large barren areas, and 
in British Columbia. this particular contrast is 
even more pronounced. Some of the mineral and 
forest resources are advantageously located on the 
coast, or in the relatively accessible Fraser River 
Valley, but many lie in the interior and can only 
be exploited after the provision of tremendously 
costly transportation facilities. Much . of the 
Province is waste land, and even when some 
resources exist in pockets in these areas they are 
too distant or too difficult of access for profitable 
development. On the other hand, some of the 
Province's resources-the huge base-metal ore body 
of the Sullivan and many smaller deposits of gold, 
copper and ooal, the stands of Douglas fir on the 
coast ranges, the rich agricultural lands of the 
Okanagan and lower Fraser Valley, the water 
powers of its rivers, the fine harbours of its coast 
and the magnificent scenery of its mounts~ 
outstanding. The exploitation of these resources 
has on occasion yielded very large profits and has 
made possible the establishment of a high standard 
of living, including a high level of governmental 
services. But while the cost structure inherent in 
the geographical character of British Columbia 
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and the standards which have been adopted is high 
and rigid, the income to support it is extremely 
fluctuating. Added to the customary uncertainties 
and hazards of an economy partly dependent on 
mining, are the risks of dependence on foreign 
markets for a few primary staples which are sub· 
ject to wide fluctuations in both demand and price, 
and access to which is dependent on favourable 
shipping rates. 

External transportation is as vital to British 
Columbia as internal transportation. The opening 
of the Panama. Canal and the chronic depression 
in shipping rates which followed the post-War 
boom brought British Columbia very much closer 
to the markets of the world. This not only pro
duced higher net inoomes for British Columbia 
producers, but greatly expanded the commercial 
possibilities of the resources of the Province, and 
extended the area. which found it profitable to 
trade through Vancouver. For example, every 
cent reduction in ocean rates on wheat from Van
couver to Liverpool in oomparison with the rate 
from Atlantic ports to Liverpool moved the border 
of Vancouver's tributary area. further east, and 
finally all of Alberta and nearly half of Saskatche
wan was captttred. The movement of bulk exports 
from this area. through the port, and even the 
return flow and distribution of import require
ments, contribute relatively little to the economy 
once the flow is established, but the activity during 
any period of expansion is of great importance. 

In the last two decades British Columbia. has 
enjoyed a. fortuitous ooincidence of several factors 
of major importance. The great reduction in 
shipping costs which in particular stimulated the 
export of wheat by the Pacific and the development 
and export of lumber and later of newsprint, the 
improvement in electro-metallurgical technique 
which made possible the exploitation of the complex 
Sullivan ores on a. huge and profitable scale, the 
expansion and rising demand in Prairie markets 
(until the drought) and particularly in the areas· 
tributary to Vancouver, the rise of the tourist and 
resort trade, and the development of new Oriental 
outlets, each in turn engendered a huge capital 
program and all together stimulated an almost 
uniquely high rate of expansion which to some 
extent fed on itself. Vanoouver rapidly emerged 
as an important metropolitan market, encouraging 
the development of secondary and service industries. 

The depression revealed the vulnerability of tht 
whole structure as 'Vnited States lumber markets 
were dosed, as base-metal demand and prices 
collapsed, and as new eonstruction activity 
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dwindled. However, every primary exporting 
economy experienced much the same difficulties, 
and in the case of British Columbia there was some 
alleviation from the abnormally low ocean freight 
rates which improved its eompetitive marketing 
position and extended its tributary area, and from 
Imperial Preferential Agreements of 1932 and the 
'l'rade Agreement of 1935 with the United States. 
In addition, although the fixed costs of British 
Columbia industry were of necessity high, the 
operating costs of such important industries as 
base-metal mining, smelting and refining, and 
newsprint production, proved very low. As long 
ae British Columbia enjoys below-cost ocean freight 
rates and retains important virgin resources to 
which the most modern and efficient techniques of 
production can be applied, it possesses a cushion in 
the most severe depression. 

Nevertheless the acute depression of the thirties 
seriously threatened the financial solvency of the 
Government and, indeed, of the whole economy. It 
was a significant illustration of how precarious are 
an income and standard of living based on a few 
specialized resources and external markets, however 
profitable the combination may be in favourable 
periods. In addition, since some of British 
Columbia's most important resources are exhaust
ible and diminishing, since to some degree at least 
the high returns of the past have been achieved 
by treating capital depletion as current income, and 
since part of its expansion has been due to non
recurring eapital development stimulated by the 
Panama Canal, it is evident that there are 
important problems and uncertainties in the future. 

The special character of British Columbia's 
economy has influenced its public finances in many 
ways. The difficulties of transportation led the 
Government into the costly Pacific Great Eastern 
project which, if accrued interest due to the 
Province is included, aceounts for half the present 
provincial debt. Geographical factors have also 
been responsible in part for the relatively small 
amount of municipally organized territory, and 
have probably inflated the cost of some govern
mental services. Even British Columbia's physical 
aaets have their public finance implications; for 
eumple, the favourable climate attracts elderly 
retired people of means and thus augments the 
Province's succession duty revenues, but it also 
attracts unemployed transients and augments the 
Province's relief expenditures. Although the 
Government baa incurred large developmental 
expenditures in order to 'make the Province's 
utural resources available, it has reaped a lu-ge 

revenue from its public domain and corporate 
taxation. The resources are of a nature best 
exploited by corporations rather than individuals, 
and this has led to a concentration of taxable 
income and the adoption of appropriate taxation 
policies considerably and significantly different 
from those in other provinces. The high net 
incomes enjoyed during the sk.imming of the cream 
of the resources established high standards of living 
and services in general. In the depression there 
was approximately as great retrenchment as else
where in Canada, but this still left the msjority of 
British Columbia services substantially above the 
rest of Canalla in costs, and they could only be 
reduced to the Canadian average under the most 
extreme pressure. It is not suggested in any way 
that this would be desirable, but it is important 
to note it as one of the high, and in practice, 
uncontrollable costs of the economy. There are 
also other types of expenditure, of which the chief 
examples are conservation and research, which are 
temporarily avoidable and consequently usually 
BUffer the major reduction in times of depression, 
but which are of basic importance to the future in 
an economy built to such a large degree on wasting 
assets. 

4. CoNCLUSION 

We have noted some of the salient features of 
the Canadian economy and of the regional 
economies which have developed within the main 
structure. The Canadian economy is one which 
under any circumstances would have certain 
disabilities and weaknesses-the necessary depend
ence on a few specialized exports and the conse
quent vulnerability and sharp fluctuation in 
income, the large proportion of unproductive area 
and the seasonal handicaps which increase overhead 
costs, and the consequent rigidities of the coet 
structure as a whole. But in addition to those 
disabilities, which are inherent in the nature and 
distribution of Canadian resources, are the increased 
costs which have been incurred for political and 
national reasons and which further increase the 
rigidity and vulnerability of the economy. 

From our survey of the economies of the various 
geographical regions it is also apparent that there 
are wide disparities in per capita regional incomes. 
This condition, as the historical survey in previous 
chapters indicates, has been more or less constant, 
but in times of depression it is likely to be greatly 
intensified at least as between certain regions. This 
condition raises grave problems of provincial and 
municipal financea; it militates against equality of 



capacity as between provincial governments to 
withstand economic crises, and against equality of 
standards in provincial services, especially under 
the present division of revenues and responsibilities 
between the Federal snd provincial governments. 
But the implications of this condition on public 
finance will be discussed a~ length in the following 
chapter. 

There are clearly eome elements making for 
national integration and interdependence, and some 
for division of interest and friction. With the pass
ing of the period of expansion which was so greatly 
infiuenced by the traditional national policies, it 
may be necessary both for the preservation of 
national unity and the preservation of the national 
welfare that new policies should be inaugurated and 
developed to stimulate and give dynamic direction 
to new national expansion, although probably on 
very different lines and different frontiers. Several 
alternative policies are possible. In the vital field 
of external economic relaiions Canada might strive 
for closer integration with the United States, or 
with British countries, or for greater self-sufficiency. 
In internal management Canada might move 
toward a freer economy, with greater reliance on 
the unrestricted operation of the capitalist system 
and less responsibility for its casualties, or it might 
move toward a more controlled economy. A con· 
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trolled economy might increase or reduce the 
national income, depending on the wisdom of its 
policies and the skill with which they were carried 
out, and it might increase or decrease the existing 
unevenness in the distribution of the national 
income, depending on the prevailing philosophy as 
to the functions of government in this respect. 
The most appropriate policy at any time will 
depend on a variety of circumstances. One of the 
most important fields of national activity, and the 
one most immediately relevant to this Report, is 
that of public finance. It is impossible to forecast 
developments, but with the knowledge we now 
have of the vulnerability and weaknesses of the 
economy we know that our economic and fiscal 
policies must be adapted to meet current conditions 
and to prepare for possible emergencies. The 
Commission's task is not to say what policy should 
be followed, but, within the scope of its terms of 
reference, to recol.DIDend adjustments in the federal 
financial system which will make it possible to 
follow some policy. Canada's present and prospec
tive economic condition makes it clear that we can 
neither continue to afford the friction and waste 
of confiicting policies, nor the greater loss due to 
paralysis of policy arising from a possibly obsolete 
division of governmental responsibilities and powers. 



CHAPTER VIII 

CANADIAN PUBLIC FINANCE TODAY 

1. GoVERNMENT EXPENDITUREs 

Government expenditures in Canada. have been 
equal to about 30 per cent of the national income 
in recent years. However, such a ratio is not valid 
as a measure of the "burden of taxation", or the 
"burden of government", for it may be highly 
misleading, particularly in comparison with that 
of other countries, and it must be qualified by 
analysis. 

The·various categories of government expenditure 
are of different significance: some expenditures 
are for the basic regulatory and protective 
functions of government; some are for col
lective services which the community believes it 
is advantageous to supply its citizens on a co
operative basis rather than to leave to private 
enterprise; and others are transfers from ~:me group 
to another either on account of past obligations or 
to achieve some redistribution of the national 
income for social purposes. Any discussion of the 
relation of government expenditures to the national 
income must distinguish between these different 
categories. Expenditures on the first . group of 
functions are nooessary if the economic system, as 
we know it, is to operate at all. Expenditures on 
the second group purchase services which con
stitute part of the national income. Some of these 
services might have been purchased directly by the 
taxpayers had the Government not provided them. 
Or different services might have been purchased. 
It is not clear whether the intervention of gov
ernment in these cases increases the national 
income, or decreases it, or merely changes its form. 
Expenditures in the third group are merely transfers 
which do not dirootly add anything to the income 
of the community as a whole, although they ha.ve 
long-run indirect effects which- may be either 
stimulating or depressing. 

Expenditures which may be considered as directly 
productive in relation to the national income 
include the cost of protection to persons and 
property, education, expenditures on development 
and transportation, and a portion of the costs of 
general administration and tax collection. These all• 
represent the employment by government of labour, 
capital, and resources to supply services for the 
community. Expenditures of a transfer nature 
include diroot relief, pensions, and other public 
welfare payments, and interest charges on non-
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productive debt. Here no productive resources are 
employed and there is no direct contribution to the 
income of the country as a whole. 

In 1937 out of a total government expenditure 
on current account of $996 million, approximately 
$406 million consisted of transfer disbursements. 
That is, between 10 per cent and 11 per cent of 
the national income was diverted into government 
channels and redistributed to the unemployed, war 
pensioners, old age pensioners, children, indigent 
sick, and on ·account of debt service on unpro
ductive assets. (Of course, in a country of equal 
but more evenly distributed wealth, these transfer 
expenditures would be proportionately less needed.) 
The remainder of the government expenditures, 
$590 million, are a measure of the value of the 
collective services provided the community by gov
ernment and constituted about 15 per cent of the 
national income. 

TABLE 77.-EXPENIIITUBES OF ALL GoVERNMENTS, 1937 

Collccli,. s..mcu.~ . (MiUi.., of Doi!Gro) 
(Including their shore of debt chorges). 

Pr~~i~ ~~~~":n~1 !.:i:::r:"~~-~~~.':'.~~~~~:. ~-. 212 
Education ....... , . .. . . • . • . .. . . .. • • • .. .. . • • • • .. .. . • • • . .. .. !23 
Development and Transportation....... • .. • . .. .. • • .. .. .. • • 2.15 

7'roosJ.,.,_ Relief..................................................... 127 
War pensions ............................•........••...... , 54 
Other public wellare................. .. . .. .. . .. . .. .• . . . . . . 125 
Interest on unproducl.lve dobta............................ 100 

6110 

400 

996 
(The Nal.loaal Income, 1937 ....................................... 3,829) 

The foregoing table merely indicates very briefly 
the relative order of magnitude of government 
expenditures in Canada. To review the chief 
characteristics of these expenditures a. somewhat 
more detailed classification is nooessary. It is first 
necessary to distribute the net interest payments 
(that is, the total amount of interest paid less 
interest received) of all governments according to 
the purposes for which the debts were contracted. 
The total outstanding debt (direct and guaranteed) 
of all Canadian governments was $7,863 million at 
the end of 1937. Of this, $1,413 million was repre
sented by assets which were either liquid or self
supporting (or both). The purposes for which the 
remainder-$6,450 million-was incurred are shown 
on the following table, classified according to the 
chief functions of government. 
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TABLJD 78.-DEBTII or ALL G<mi:a.NMEN"l''l WBICB WEBIII Nor DllUilC'l'LY SliiLP-StrPPOII'l'INGI•I 1 1937 
(MilUon.t ~DollaR) 

Domioion Provinclal Mllllicipal Total 

Ouimndifl(l Delli l11t:t.1md /M-
1. Pri~ Funetione of GoVIll'IUilent (Legislative, A.drninistrative, and Judicial 

Builclinp, and WU' Expenditures)......... . . .. .. .. • .. .. .. • • .. .. .. • .. .. • . 1,818 80 s s 

x- cumulative current aurpl\18 before llpt'lCia1 chargee ••••••••••••••••••••• 1-_-_1_,233 __ 1-----f----I----
NET TOTAL............................................ 686 

s s 

80 236 890 

2. Education ........................................................... .. 60 180 230 

8. De•ei'!Pm"!'t and Transportation (including Rail-ye, Hif:"..r- Harboun 
and I.J6Ila.l8, Power CoiiUII.issioDS, Telepbo~~e~~, A&ricultural eto.)... • • • 3 ,21i0 976 27/l 4,600 

4. Publio Welfare (Relief, Public Health, etc.) ............................... ·1---420-+---+----1----
GRAND TOTAL......................................... 4,255 

236 175 830 

1,340 8M 6,460 
=======-

W Theao are the total debte, direct and "'""'ntood, of aU Canadian go\'eflllllOnte lut liquid -til (e.g., oaab), inveltmente whieh wero oompleteJ;r 
..U .... pportiog (i.e., which paid luU oont.ra.ewal inte.,.t), and t.ha napit.e.lW!d value of interott earned by partially aolf-111upporWig -1& 

The interest charges on this debt (ignoring for 
the moment a.ny provision for amortization) were 
$271 million, or about 27 per cent of all govern~ 
ment expenditures. Approximately $100 million of 
this interest bill was the cost of servicing unpr~ 
ductive debts, i.e., accumulated deficits, War 
expenditures, capikilized relief a.nd capitalized 

losses. The balance, $1 it million, was paid on 
debts incurred for public buildings, highways, ra.i.l~ 
ways, canals, a.nd other developmental facilities 
which provide services for the community but 
which are not directly paid for by the individual 
users. In the following table of expenditures of 
all governments the net interest payments are 
distributed according to the chief functions. 



TABLII79.-ED'ENDlT1lUII 0'1 Alii. GovlmNMEN'l'!l, 1937 

(On Omen\ Account, before pro"riaioo for debt retilement) 

(Millionlll/ Dol/.aro) 

Dominion Provincial Municipal Total 

1
' Pri~~~ andjuatic:e ...................... , ............ . 

National defence, milit.o.ry peneioll8 and ~tercare ••••••• : ••••••••••••••••••• 
52 
88 

33 X X 
X 

~WI, lese refunds and ae.le of miacellaneoW! lll!n'lcee. • • • • • • • • • • • • • • • ·1----ll---:-::-t---::::-t--:-:::-
Sub-total................................................. 14.0 

X 
9 X X 

42 86 247 

Debt chargee .......... ~ ................................................ , ____ 23_1----:-:-ll---::-r---::::-
Total.................................................... 163 

3 14 (() 

45 79 287 

ll. Bdvmtimt-
32 77 100 
2 12 14 

34 89 123 

~~~~::::::::·.',',','.'.':::::::::·::.'.'.'.'.'.'.'.'::::::·:.'.'.'.'.'.'.'::: 
~--~r-~~--~~--~ Total ................................................... . 

21 41 
l.~andT~ 

Agriculture and public domAin.... .. . .. • .. • . • .. .. .. .. • • • .. .. • .. • .. . . .. .. . 20 
Traosportation .....................................•.••...•...•....... ·r---20-'1---:-:-1----::-1·---:::::-26 31 76 

Sub-wtal................ . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . . 4.0 46 31 117 
37 18 183 

83 49 300 

Debt chargee .......................................................... ·1---1-28_1---::::--r----::--r-----:=:-

Total.................................................... 168 

43 18 127 
45 36 125 

4.PublicWr1/flll'ti-
Relief................................................................. : 
Ot.her Public Welfare ................................................. •. ·1----:--1----:::-1--~:-t--;:::;;-

Sub-total................................................. 110 88 M 253 

9 11 34Col 

97 86 288(0) 
Deb\ chargee .......................................................... '1---1-:6-1---::--r----:::-~--== 

Total.................................................... 126 

259 282 996(0) 
I. &ubeidia lo ~ ...................................................... "1----::2-:-1 +---:::::--r--:::--r--=:;:; 

GRAND TOTAL......................................... 478 

Primary Functiona 

The expenditures labelled "Primary Functions,. 
are the oost of the traditional forms of government 
activity, namely, protection to persons and prop
erty, national defence, and general administrat!on. 
In the p&Bt these were virtually the only functions 
of government, but with the growing complexity 
of eociety, the increa.se in the scope for and the 
efficiency of collective effort, &nd the changed 
conception of the role of government in the 
amelioration of aociaJ. distress, they have declined 
in relative importance. In 1937, including the 
heavy burden of the wt war's ~dit~ 
(against which, for the purposes of f.b:is analy!lll, 
all current surplUiel have been credited), they 
accounted for 28 per cent of total public expendi
'ures in Canada. 

The administration of justice, legislation and 
general government requires little comment. ~ese 
functions may tend to cost somewhat more m a 
federal than in a unitary state, partly M a result 
of a certain amount of governmental overlapping 
and duplication, and partly M a result of the 
perpetuation of historical divisions and boundaries 
which have been made obsolete by the develop
ment of improved communicatio111 and transport .. 
tion. It is easy to exaggerate the importance of 
these factors, however, and the detailed investiga
tion made by the Commission of possible duplica.
tion of Dominion and provincial services,l and of 
possible economies from provincial union in the 
Maritimes and the Prairies,2 revealed little avoid
able expenditure. 
--rs;; Book IJ~ See. c"" Ch. nL. * Bee Book u, See. "~ Ch. 



Defence.-The place and relative importance of 
national defence in public expenditures, on the 
other hand, depend on a variety of circumstances. 
In most European countries national defence has 
dominated public finance and has absorbed a major 
portion of governmental resources and efforts. 
Canada has enjoyed certain fortuitous geographic 
and political advantages which have profoundly 
influenced its national defence expenditures and, 
consequently, the balance available for other pur
poses. Before the Great War the cost of national 
defence was negligible, and it was this which 
permitted the extensive governmental aid to 
development and transportation which was such a 
striking and proportionately unique characteristic 
of Canadian public finance. Even after the War, 
including its legacy of debt charges and pensions, 
Canadian defence costs were still relatively low, 
although they had risen sufficiently to be a factor 

in curbing the Dominion's developmental program. 
However, the quadrupling of current expenditures 
on national defence from 1935 to 1939 has altered 
the picture somewhat and has materially reduced 
the comparative advantage in this field which 
Canada formerly possessed, and on which many of 
her other public finance policies were based.3 

Education.-Expenditures on education increased 
from before the War, indeed from the be
ginning of the century, in almost exactly the 
same ratio as all government expenditures until 
the early thirties. Education then bore the brunt 
of depression retrenchment and total budgets were 
cut by a sixth. There has been some expansion 
since 19361 but the total expenditure is still (1939 
estimates) some $10 million below the 1930 peak, 
and the ratio of education expenditures to e.ll 
government expenditures has fallen from roughly 

''>TABLB 80.-CA.NADIAN DEFENCE EXPENDl'l'UJIES CoMPABED WITH T:a:osz OF Orm:B CoUNTB.Il!2! 

For the fiscal :yeare neareat to December 31, 1937 

p.,.. capita defence upendituree (Co.nadian Dollan) •••• 
Peroentago of total government expenditures .•••••••••. 
Percentage of nt.tional inoome ...................... . 

UDlted 
KingdomOO U.S.A.OO 

7.89 
13·4ltl 

l·<l 

W Only the publiohed Sgureo on delenoo MJ>eDdi""""" """"woed In U... eolcmlaUou. 
<W lncludM expenditures authori.Hd under Defenoe Loan Act., 1837. 
W EJ::pend i turee oa. Trw1t Aeoount Dot included. 
WI A.rpnlioo> NatiOII&IIJ>coma no~ available. 

FranceOO 

8.48 
18·4 

<l·l 

Au.etlali& Argelltina 

~ 3.46 <&.62 
7·0 1<6·6 
0·8 loll 
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15 per cent during the first thirty years of the 
century to 11 per cent in 1937, snd somewhat less 
currently,4 It would not be realistic to assume 

C'lTABLE 81.-PBOVINCIAL AND MUNICIPAL EXPENDITUBJII 

11130 1933 1937 

r--
pn.,. EdWdrd /slaM-

Provillcial and municipal ozpe~~ditv.re 
!188 514 849 on education ($000) .................. 

~:'"...:."t!.':. !;·~~·j,;.;.:.:fuci,;.i~.D.;.ticij,;.j 
6.55 5.78 5,90 

expenditlll"e ••••••.•...•••.••••••••••. 32·7 31·8 27-7 
Perootltage of provincial income ........ ll-1 3·8 3•1 

N,_Scorio-
municipal espenditure Provillciai a.ad 

3,788 3,llli0 UJ6 ODeiu""tioll ($000) ..... ,,,., •••••••• 

~::..~. ~i"i<;;;.j j,~;;.;;~·.;;;.i:.;;.;,;icij,;.j 
7.37 7.67 7.78 

upenditure .•••••• , ..........•••••••• 20·0 22·7 22·0 
Percentage of proviDcial income ••••.•.. 2-3 3·7 2·7 

N.,.B,......,;ci-
municipal espeDdituJe Provillcial and 

2,323 2,819 1,875 Oil eduoatio• ($0001 .................. 
Per capita $ ........................... 6.llli 6.14 6.08 
Perootltage of ~tal provilloiaJ..municipal 

23·9 lll·8 20·8 e:zpenditute •••••••••.•..••••• • • • • • • • • 
Percentage of provilloiai income., ••• , •• 2· .. a-s 2·& 

Oalorio-
Provillcial and municipal,espenditure 

~.:~=t~.~~!:::::::::::::::::: 47,4~:.03 44-~.'B 44,5~.01 
Peroeatage of ~tal provillciai-municipal 

p=~tu::;·g;o:;h;.;;;.i"ia',;.;m.;::.::::: ~:: a::: ~:: 
M"dlobo-

Provillciai and municipal espenditure 
on eduoatioll ($000), ••••••••••••••••• 8,823 7,569 8,907 

12.81 10.56 9.03 Per capiia $ ......................... .. p.....,._ ol ~tal provilloiaJ..municipal 
espendliun> ......................... . 20·1 19·4 19·8 

Percallta&o of provillciai income ...... .. 1·3 ,., 1·7 
~ 

.Suhrt:'a•• 
Provillciai and municipal espendlture 

Oil edoe&tiOil ($000).............. .... 13,381 
80 ~.:.!r~~.:,;,~ H. 

..:.:.,tu::;-~-~-.-.::::: au 
~cial and municipal .._nture 

OD edocati<la 11000) ...... ,.. ... ... .. • 11,715 

~u:r~:~~~~ :: 
Percalltago ol. provincial income........ , .• 

BriliM c.,.,.._ 
Plvvillcial and mllllicipal .._nture 
.. eo:~ .... u.. ($000) ................. . 

Pw..,;ta .......................... .. 
Pw-ta&oohotal ......... m=ricipel 

~~'ji.O'tiiM;i.l'b"''''.':.::::: 
., .. 
1·7 

9,820 
10.55 

8,191 
8.72 

11·8 17·1 
7·8 ••• 

10,080 
12 • .S 

1,447 
12.14 .. , !7·1 

0·3 ••• 
··~.Ill ··~-" 

17-1 18·4 
1·6 ••• 

that this lower level will be maintained, nor from 
the evidence submitted to the Commission would 
it appear desirable. Since local governments bear 
more than three-quarters of the total cost of educa
tion, the most severe cuts in expenditure have 
occurred in the depressed areas. Yet it is in these 
areas that it is perhaps most necessary to maintain 
standards of education which will enable the 
younger generation to compete in all prospective 
fields of employment and which will thus I!Ssist 
desirable mobility of labour. 

Transportation and Development.-The largest 
item in the expenditures of Canadian governments 
is that of transportation and development. In· 
eluding current expenditures and net interest paid 
on debt incurred for these purposes, they account 
for nearly one-third of all government expenditures 
-a proportion that has scarcely varied since Con
federation. The relative freedom from the burden 
of national defence, the geography of the country, 
and the extensive natural resources which could 
only be made available by the provision of 
extensive transportation facilities, have encour
aged governmental promotion of economic expan
sion on a scale which is unique in capitalist 
countries. From the earliest days of responsible 
government the main objective of public policy 
bas been the provision of transportation facilities 
and other public works which would stimulate the 
economic development of the country. The united 
Canadas strained their resources to construct oanals 
and trunk railways in an effort to establish a 
commercial empire on the St. Lawrence. The 
Fathers of Confederation assigned to the new 
Federal Government the expensive task of uniting 
the colonies scattered across the northern half of 
the continent with railways, improved waterways 
and harbours. These projects were carried through 
at public expense or with public assistance to hasten 
the settlement of the empty spaces, to bring new 
resources into production, and to improve tht 
inter-relationships between the various regions. 
More recently hundreds of millions have been spent 
on the construction of highways. In spite of the 
great economic expansion that has occurred it has 
not been possible, or at least it has not been deemed 
desirable, to charge the full eost of these facilities 
directly to users, and heavy burdens have been 
assumed by governments, mostly in the form of 
debt charges. Two-thirds of the total net debt 
charges are for interest on money borrowed for 
transportation and developmental purposes. While 
large expenditures have speeded up the economic 
growth and integration of the country, they have 



also added to the difficulties of adjustment to 
fluctuations in so far as they have converted the 
relatively flexible costs of private .industry into the 
more rigid costs of government mdebtedness. In 
other words, the outla.y on transportation and 
development constitute in la.rge part overhead costs 
of the Canadian economy assumed by government 
-costs which would have been less rigid if they 
had been borne by private industry, in which case 
citizens would have sustained losses as investors 
instead of heavier taxes. 

The major portion of these costs bad to be met, 
in one form or another, if the Canadian economy 
was to be developed and a Canadian nation built; 
but the necessary burden bas been increased to a 
substantial extent by misdirection of investment. 
In the past this took the form of unnecessary 
duplication of railway facilities; to?ay it is being 
increased on an even larger scale 1n the form of 
duplication of, and lack of eo-ordination .betwee;t, 
all the modern agencies of transportatiOn-rail
ways, highways, waterways, and airwa.ys. The 
lack of co-ordination, even more than drrect com
petition is a cost and waste which Canada 
cannot ~fiord today, and as discussed in Book ns 
the problem is seriously aggravated b~ the exist~g 
division of jurisdiction and lack of umfied finaneu~ol 
responsibility. The rise of the automobile as an 
effective competitor in the most lucrative branches 
of short-haul revenue traffic bas had far-reaching 
effects on the present position and outlook for rail
way finances (in which the Do~ion Government 
is heavily involved); on the railway rate structure 
which evolved under very different operating and 
competitive conditions (and which subsidized the 
movement of low-grade, bulk freight at the expense 
of more valuable freight that is now being 
diverted to cheaper and more convenient channels); 
and on regional economies and vested interests of 
capital and labour which depend on the ~ten
&nce of existing transportation ra.tes and differ
entials. In a country where cheap and efficient 
transportation is of such basic importance as in 
Ca.nada, and where governments are already so 
very heavily involved,6 the rise of new agencies 
of transportation and major alterations in com
petitive conditions haYe profound effects on public 
fin&nees. Although a great desl of study has been 
given in Canada to the railway problem &nd 
particularly to the rela.tions between the two big 

-as:, Book Il. See. D~ CL IL 
'lloe t&bl• 1'1'· :tOS w 204. Ov:tet&adiDC debt ol Cnadioa 

~'f'«1).1DIPDt.t attnbuUble to tr~a:pott&tlon ~d denlopment $.f:.500 
11uli>on; ..,,.._, uaul _,utun~, iachacliDI eobt ~ f30t 
....U.OL 
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systems relatively little attention has been given 
to the ~uch broader problem of co-ordination of 
all agencies of transportation. The very fe:ct that 
the existing division of jurisdiction makes 1t more 
difficult to deal effectively with the problem 
imposes greater responsibility on thl'! governments 
concerned to attempt it. 

Social Services.-Having noted the expenditures 
associated with the traditional functions of govern
ment, and the uniquely large Canadian expendi~ 
tures on transportation and development, we come 
to the third major group of social service expendi
tures. These consist of expenditures for general 
public health, and, in larger and increasing amo~nts, 
for maintenance of individuals who cannot, either 
for physical or economic reasons, maintain them
selves. The la.tter type of expenditure, and to 
some extent the former, are examples of the 
transfer type of expenditure which, in the same 
way as soldiers' pensions and interest on unpro
ductive debt redistribute the national income but 
do not directiy increase or decrease it. Their rapid 
growth in recent years baa effected a major change 
in the character of Canadian public finance, and has 
been responsible for the breakdow~ . ~f. the tra
ditional division of financial responsibilities of the 
Canadian federal system. 

The total expenditures of all governments on 
public welfare and relief (excluding soldiers'· 
pensions) rose, but not notably more than all 
other expenditures (from 6 per cent of the total 
in 1913 to 8 per cent in 1929) until the depression, 
but then shot up to 25 per cent of the total in 
1937. In dollars, expenditures quadrupled between 
1929 and 1937. 

It is not surprising that the huge increase in 
recent years has been generally looked on as an 
abnormal depression phenomenon, and that policies 
have been based on the wishful thinking that a 
return to prosperity would reduce the fig~res to 
pre-depression levels. As brought out m our 
previous chapters, however, fundamental chan~es 
were occurring and certain major forces opera.tmg 
which made very substantial increases in social 
service expenditures by governments inevitable 
even if a high level of general prosperity had been 
maintained. The increasing number of people in 
the older age groups (and the temporary, but l!'t 
the time important, factor tha.t some 60,000 of thell 
potential 8Upporters had been lost in the Great 
War); the increased specis.lization of the eeono~y 
with its corollary of deereaaed local and family 
self-sufficiency; the growth of the eit.ies and of 
the more vulnerable eervice and luxury trades; 



these were &11 normal fea.tures of a. maturing 
economy. When, in addition to what we might 
call these normal economic changes which were 
operating to increase social service costs (although 
governments had not recognized them as normal 
and natural factors, and had not planned in any 
comprehensive way to make financial provision for 
them), Canada bore the full brunt of the world 
depression and of disastrous drought, government 
finances were particularly strained. The virtual 
inevitability, in any circumstances, of rapiQly 
increasing welfare expenditures called for close 
examination of the governmental distribution of 
financial responsibilit)'t and of the appropriateness 
of the existing division of jurisdiction for admin
istrative purposes, but when the depression expen
ditures were added to the already steeply mounting 
curve the need became urgent. It is important 
to distinguish between the increases in welfare 
expenditure whicll are directly due to the depres
sion and those which would presumably have 
occurred in any case. The existing governmental 
framework and organization for public welfare 
purposes has proven woefully inadequate under 
depression conditions, but the present policy of 
meeting the situation by a. series of a.d hoc arrange
ments might conceivably be justified only if the 
new demands were of a. temporary emergency char-
. acter. If, on the other hand, the depression ha.a 
simply intensified and brought to a head a situa
tion which was developing in any case, and which 
the existing distribution of governmental powers 
and responsibilities had not been designed to meet, . 
and has been proven incapable of meeting, a more 
comprehensive and constructive approach to the 
problem is necessary. 

Public Welfare other tha.n Relief.-Public welfare 
expenditures other than relief (including old age 
pensions, hospitals, asylums, public health and 
sanitation measures) rose from $72 million to $124 
million between 1930 and 1937. To soiM extent, 
of course, this increase was due to the depression, 
but to some extent it was merely the con
tinuation of a trend inevitably associated with 
the economic and social evolution of Canada. Old 
age pensions which were the largest item were 
introduced successively by all the provinces and it 
was discovered that there were both an increasing 
number of people over seventy, and an increasing 
proportion of those over seventy who were UD&ble 
to 1111pporl themselvea (and whose relativea could 

not, or would not support them).'f 'The provision 
of a minimum standard of subsistence and decency 
for the helpless and indigent aged is almost 
unanimously recognized as a proper and. desirable 
function of government today, but it is a service 
which is open to serious abuses, and which may 
have far-reaching and quite unexpected results on 
the family and 110cial structure. Certainly it was 
never contemplated, when the Act was introduced, 
that within twelve years half the population over 
seventy would be receiving its benefits. Whether 
the method which has developed of financing three
quarters of the total pensions by Dominion grants
in-aid has been conducive to the greatE:st possible 
mea.sure of efficiency is discussed in the Commis
sion's recommendations on the allocation of social 
service jurisdiction.s The substantial transfer of 
the cost burden for this particular social service 
from municipalities to the Dominion government 
(relieving municipalities of the necessity of pro
viding old people's homes and poor relief on the 
88.IM scale as formerly) is only one, although the 
chief, example of a general trend of great signifi
cance. The distribution of public welfare (other 
than relief) expenditures between the three levels 
of government may be summarized as follows, and 
shows the greatly increased portion borne by the 
Dominion in recent years. 

TABLE 82.-DJVISioN or PuBLic WELFABE EXl'ENlli.TllBES 
(Other tbara Relief) 

Homioipaliti• ...... , •••• , ••••••••••••• , •• , •••• 

~':::::::::::::::::::::::::::::::::::::: 

1013 1930 IGaf 

.,. 
113 
30 
17 

In one of the Conunission's research studies9 
impressive statistics are presented of the economic 
loss to the country caused by ill health which is in 
many eases preventable. To the extent to which 
it is thought desirable, for both economic and 



humanitarian reuone, to improve the health of the 
population there will be an increase in public health 
expendituree since the people who require attention 
are likely to be people who cannot a.frord it. In 
addition, it must be recognized that the public 
welfare expenditures, including both disease pre
ventive services and institutions of several provinces 
are materially below the standards which are 
generally believed necei!S&ry and were formerly 
maintained. The general effects which an increase 
in expenditures of this nature are likely to have 
on the public finance situation are discussed in the 
following pages on relief. Certain increases in 
expenditure would appear likely simply because of 
the increased scientific knowledge we now possess, 
and the greater facilities in modern communities 
to provide for improved health services. Quite 
apart from humanitarian considerations, well 
directed expenditures on these services (and our 
knowledge and ability to direct these expenditures 

~ 

ve developing rapidly) should prove directly 
remunerative to the whole community. 

Relief.-The various factors which have been 
responsible for the rise of the Oanadian unem
ployment and relief problem have been developed 
at length in the previous chapters, and the present 
situation is discussed in the section dealing with 
the Commission's recommendations on the alloca
tion of jurisdiction in social services. It is only 
necessary here to note the relation of these new 
expenditures to total government expenditures and 
their distribution. 

From a negligible &mount before 1930 (which 
i.s not shown separately in the Commission's 
summary of accounts since it was included with 
municipal poor relief under the classifi.ca.tion of 
public welfare) relief expenditures (including relief 
works charged to capital account) rose to $165 
million in 1937. A brief summary of these is given 
below:-

TABLII: 83.-TorAL Rl:x.oo:F ExnNDITtJJIEII (INCL'VDlNO R.Ji:I..mJ' Wooxs CBABGED TO CAPITAL Accomrr) 
(Jiillt- of DMltm) 

1930 

A. Tbro~b &:'vincial-municipal...,..,._ 
~1 mimon ehare •••••••• , ...... , ................ 
2) Provincial ehare ..... , .... , .. , ..... , ... , •... , .•. 

,3) MUDicipal ebano ................................ 

Sub-total ................................. 

B. Dominion expenditure t.brouih own ~~PDci•· ...•...... , . , 

GRAND TOTAL ......................... 

Taking current account expenditures only, relief 
and other public welfare each accounted for one
eighth of the grand total of all Canadian govern
ment expenditures in 1937. These consequently 
provide tra.nsfer payments and a redistribution 
of income on a hitherto unprecedented scale in 
Canada. To an important extent the increased 
relief expenditures represent assumption by the 
state of responsibilities formerly home by relatives 
-relatives who now cannot or, if given an alter
~ative, will not bear them; to a minor extent they 
represent assumption by the state of responsibilities 
formerly home by priV&te charity; to some extent 
they are either an alternative or a supplement to 
very low paid labour, &nd in the latter case a form 
of subsidy to some employers. But. in spite of 
individual abuses which have occurred, and the -

3 
ll 
5 

17 

18 

1931 1932 1933 19M 1935 1938 1937 

34 34 28 43 41 52 55 
42 37 39 74 70 119 79 
16 21 23 23 24 28 18 

92 92 110 141 134 134 162 

6 a 8 17 3ll 26 13 

97 llo 98 168 173 100 165 

unpredictable eocial and political effects of the 
major shift of responsibility for economic security 
from the individual and his family to the state 
which has occurred in the last decade, existing 
relief scales are rarely adequate to achieve their 
objective efficiently, i.e., to maintain the unem
plo~d workers in a. physically fit condition, and 
to ensure that their children are properly brought 
up. To eome extent this is due to the lingering 
tradition that the individual should be responsible, 
in part at least, for his own welfare and tha.t of 
his dependents; to some extent to the general 
practice of basing relief allowances on former poor 
relief standards, which were ealculated with the 
object of maintaining non-workers alive, rather 
than of maintaicing unemployed workers in good 
condition; to some extent to the fa.ct tha.l; in the 
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early years of the depression many of the unem
ployed had eertain reserves of their own-some 
savings, clothing and household goods, reasonably 
good health, etc.; and to 10me extent to the 
fin-ancial pressure on governments. Certain groups 
of the unemployed such as the transient and 
migratory labourers, and those who lived in areas 
where the local finances were in particularly bad 
condition, were worse off than the average, for no 
fault of their own, and suffered disproportionately 
and inequitably. Consequently, it is only realistic to 
assume that onoo the state aceepts the responsi
bility of maintaining its unemployed under con
ditions which will keep them from becoming 
unemployable the cost" will be higher than it has 
been in the pa!!t. (It must also be assumed that 
statutory minimum wages will be sufficiently above 
the relief scales to provide an incentive for work). 
On the other hand, it may be argued that the total 
cO!!t in this case would be less than the present 
direct and indirect economic costs, to say nothing 
of the human values involved. Furthermore, 
organization of relief on a business-like basis would 
prevent many abuses and check many wastes which 
occur today. 

The assumptions underlying this discussion are 
that unemployment, of some degree, is likely to 
be a permanent factor, and that the primary 
responsibility for maintaining the unemployed has 
become that of the state. Our economic analysis 
would suggest that the former assumption is now 
a probability, and, except under very unusual 
circumstances, a. virtual certainty. The latter 
6SSU1Ilption, although representing a complete 
reversal of an earlier North American philosophy 
to which lip-service is still widely paid, has become, 
as a result of underlying economic changes, almost 
unconsciously but inevitably the ruling view. 
Given these premises the most important problem 
for the Commission is to determine how the 
responsibility can be most efficiently and equitably 
met. This problem will, however, be reserved for 
Book IT. 

The problem of large transfers of this nature, 
for which no immediate service is provided, is a 
new one in the Canadian public finance system, 
and because of the huge volume of the transfers 
(equal to total governmental expenditures in 1913) 
it is an extremely important one. Because of the 
breakdown of the accepted jurisdictional division 
of responsibility it has not been possible even to 
work out an efficient administrative technique to 
handle the problem. Even less has an approach 
been made to an understanding of the economic 

factors involved, and to exploration of constructive 
policies and preventive measures, through co
ordination of relief policy with banking and 
exchange policies, public works, deficit financing 
and taxation policies, and commercial and indus
trial policies. Of particular importance for our 
immediate purpose, no thorough studies have been 
made of the effect of the great increases in transfer 
payments on the size and distribution of the 
national income and of the appropriate tax 
structure in relation to the new forms of ex
penditure which have been assumed. Never
theless, there is an important relationship; it 
is clear, for example, that, once government has 
undertaken to provide a fixed minimum subsistence 
for a section of the population, there is substantial 
wa!!te in imposing t&lUl.tion-usually indirect t&xa,
tion which requires the consumer to pay more than 
the government receives--on the same section of 
the population at the same time. 

Social' service transfer payments, and relief in 
particular, have been popularly singled out as the 
mo!!t significant public finance developments of the 
period. To critics of the philosophy underlying 
them they 8.fe a growing evil, to be tolerated in 
emergencies only in preference to the greater 
disaster of revolution; to supporters they are a 
means of achieving a new measure of economic 
security, greater justice, and greater happiness for 
the population as a whole; to governments they 
present new problems of fiscal as well as social 
policy, and & challenge that both the expenditures 
themselves and the accompanying taxation should 
be as efficiently and equitably organized as possible. 
Under the present division of jurisdiction and 
taxation powers in Canada., whose drafters could 
not, of course, foresee the development of this type 
of expenditure with all its corollaries, no effective 
approach by governments has been made to such 
& goal. 

2. GoVERNMENT REVENll'llS 

The revenues of Canadian governments are 
summarized for the approximate calendar year 1937 
in the following table. It is extremely difficult to 
make a simple and realistic taxation classification. 
Neither the accounting division of itemized "tax" 
and "non-tax" revenues, nor the constitutional 
division of "direct" and "indirect" ta.xes has any 
particular significance or utility for economic 
description and analysis. Both these classifica,
tions ·have necessarily been developed, in great and 
precise detail, as useful tools for certain specific 
but limited purposes, and have, in their reepective 
eounections, acquired a pseudo--scientific weight. 
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TABLI!l 84.-REVENUES OF ALL GoVERNMENTS, 1937 
( M illiona of DoUa.re) 

Dominion Provincial Municipal Total 

Gaol!P 1-
Cu.toms (er.liquor) ................. , .................................... . 105 

32 
17 

105 
32 

~':':.rl~t~u¥~oo:::::::::::::::::::::::::::::::::::::::::::::::::::::: 17 
2 ' 1« Sales Taxes .............................................................. . 

39 
138 

Gasoline Tax ........................................................... .. 39 
57 27 X~';;otu~i.fo~~c~~~:::::::: ::::::::::::::::::::::::::::::::::::::::::: 30 

26 26 
3 Amusement Taxes ........................................................ . 3 

112 115 Property Taxes on Improvements .......................................... . 
Surplus Utility Earning& ....................... ····•••••·•·•·• ...... •••···· 

1
I 3 

1 6 14 

Misoellaneous (Stamp Taxee, etc.) ..... ••·••·••••·••• • • .. • • • • "· • "·""" • • ·1 _____ 1 _____ 1-----l---:--5 17 32<•J 

109 58400' 337 138 

Gaol!P II-
Corporation Taxes ................................... , ••.••••••.•..•••• · .. . 72 

2 
2 

34 
8 

106 
10 20 ~::ii."'&!::·.::·.·.·.::::::::::::: ::::::::::::::::::::::::::::::::::::::::: 

~~= ~.J:~ ~F.st;.u.·.·.·:.·.·.·.:::::::::::::::::::::::: ::::::::::::::: 
21 23 

14 14 
3 1« 147 

1-------1-------r-----1------
76 66 168 310 

GaouP IIl-
Pei'IIOnal Income Ta.xes......... . . . .. .. .. .. .. • . .. • .. .. .. • • • .. .. .. .. .. • .. .. .. 51 12 2 65 

36 36 SueeeMion Duties ........•.....•....•.••................•••••.••••••.••••. 
1---------r-------4------~-------

51 48 2 101 

21 <•l 

2« 309 995<-l 
Dominion Subsidiee to provinoeslbl .• , .................... , .................... , ·1------;------+-----r----:::-:-

GRAND TOTAL..................................................... 464 

W After elimin•tion of double counting. 
a.> Provincialoubaidiea t.o mllllic.ipa.litiea have been deducted from of!aettin.t: _,..!ituree. 

In Canada the distinction between "tax" a.nd 
"non-tax" revenue is largely the reflection of the 
evolution of the technique of taxation which h&ll 
been made necessary by the increasing complexity 
of the economy, constitutional difficulties, and the 
growing demands of government. When govern
ments collected and spent a relatively small 
proportion of the national income, and when 
incomes were more evenly distributed, a revenue 
system of fiat-rate licences, roys.lties, and taxation 
which approximated a per capita levy, was admin
istratively the most simple; and it was adequate 
for its purposes without causing serious inequities 
or distress. But as more and more of the national 
income came to be collected and spent by govern
ments such arbitrarY methods of raising revenue 
became increasingly impracticable and inequita.ble. 
It became necessary to develop taxation systems 
which were more delicately 6djusted to capacity 
to pay;-&t first crude measurement of gross 
income waa sufficient, but u government demanda _. .. 

increased in successive waves, refined measurement 
of net income became necessary. Whether the 
particular method employed was a graduated 
"licence'' or a "tax" was simply an accident of 
historical nomenclature. Today a. substratum of 
"non-tax" revenues, which are really specific taxes 
on selected objects, exists, but it has become an 
integral (although minor) part of the whole tax 
system. (Some. "non-tax" revenues are in quite 
different categories. Fines, sales of services a.nd 
commodities at cost, a.nd interest earnings are not 
properly part of the public finance system at all, 
and should be netted against the corresponding 
expenditures. Trading profits, such as derived 
from provincial Liquor Commissions, are, however, 
highly developed forms of taxation from which the 
Government derives a combination in indeterminate 
proportions of e. tax, based on capacity to pay and 
ease of collection, a fine based on the eontemporvy 
standard of moral values, and a busine~~~ profit or 
loss ba.aed on the efficiency and judgment of the 
government enterprille.) 
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Origina.lly, "direct" and "indirect" taxa.tion were 
useful economic concepts. Incorporated in the 
British North America Act the terms became. 
subject to interminable legal and political con
troversy. The courts were compelled to work out 
a definition which was broadly applicable in a 
formal way. In doing so they cited John 3tuart 
Mill's definition as an authority, and developed it 
in meticulous detail. Today the "direct" and 
"indirect" taxation terms apply only to what the 
courts have held t<l be intra vires or ultra vires 
provincial jurisdiction. 

In the foregoing table Canadian government 
revenues are listed in three groups. This listing 
is not a classification, for reasons which will be 
noted, but it may serve to bring out some of the 
distinctive features of the Canadian revenue 
system. ' 

Group I consists of taxes on specific commodities 
paid, normally, by the consumers of these com
modities. Group II consists of business and 
property taxes, which fall to some extent on 
ultimate consumers, to some extent on monopoly 
and scarcity-value rentals, to some extent on 
entrepreneurial net income, and in some instances 
an entrepreneurial capital.lO Group III contains 
the nominally "progressive" taxes-personal income 
taxes and successi<1n duties. 

Group I-Co11811.mption Ttues.-Some of the 
limitations of this grouping should be noted. The 
first group which we may call consumption taxes, 
are in general regressive, yet individual consump
tion taxes may contain important elements of 
progressivity.ll An obvious example of the latt~ 
case is the very high rate of taxation on certain 
selected luxuries, such as fine wines and liquors, 
which are presumably purchased chiefly by the 
wealthier classes. Even the general sales tax 
contains some element of progressivity as a result 
of the exemption of a number of necessities, 
although the exemptions are such that the 
incidence of the 8 per cent sales tax varies 
more between occupational groups--e.g., farmers 
and clerks-than between most income groups. 
Although there are modifications in the regressivity 
of consumption taxes made by special luxury 

-..-p;..,perty ta,.. (inclllding lntereat on to arr......,) lHoft 
been divided between Group I and Group II on the baaia. of. the 
division of property .........,.enta between land an,d butldmp . 

. The latter is estimated (complete ligures o.re not avatlable) as, 44 

r:;. "::! {;!.,~:JI1~~18 ~:;:~ .:u~~~~D i:::: t'!..:·~'!; 
hnd as buain- tueo faJ.Iing on monopo!:y and 808l"City Ta)ue 
ll'elltale. 

u A. ....,._;ve to ;, one wbioh tak• a larger pereentage 
of a low ineome than of a high one; a progree~ive tax ta.ke. • 
M<rger pereentaga of a high income thn of a low one; a pro
portionate Y..1: Mk• tho aame percontaga of all ineomea. 

taxation and the proVISion of exemptions on 
certain necessities, it must be remembered that 
these modifications apply only to expenditures 
on commodities. Expenditures on services and 
savings, which become increasingly important as 
income mounts, operate to reduce the proportion 
of consumption taxation to the total incomes of 
wealthier claSI!es, although the proportion to certain 
categories of expenditures may increase. 

In the lower income groups the 8 per cent sales 
tax may be estimated as taking from 3! per cent 
to 5t per cent of income, depending on the distri
bution of consumption. This is a very much 
higher proportion than taken by this particular 
form of taxation in 'other countries, but on the 
other hand, it is important and relevant t{) note 
that most other countries employ some form of 
payroll tax to finance at least part of their social 
service expenditures while Canada does not. It 
would not be strictly accurate to compare the sales 
tax with social service premiums and there is, of 
co1,1rse, no relation whatever between the taxes paid 
and the benefits received by the individual. From 
the public finance point of view, however, it does 
extract -about as much revenue from roughly the 
same class (in proportion to the taxpayers' incomes, 
and in proportion to social service expenditures) as 
social service premiums do in other countries-a 
fact which becomes of great importance when 
consideration is being given to the introduction of 
social insurance schemes. It would seem necessary 
to look on the sales tax at its present ievel as an 
alternative (and possibly an undesirable one) to 
social insurance premiums and not as a quite 
separate and independent revenue measure. It 
automatically provides for complete coverage 
(except in the cases of specified exemptions) and is 
relatively simple to collect, but has the serious flaw 
that consumers are required to pay more than the 
government receives, the difference representing 
the necessary mark-up in prices to provide for the 
higher. overhead costs per unit on a smaller volume 
of business. It is impossible to segregate and 
earmark the amounts paid by low income groups. 

It is not surprising that consumption habits will 
influence the amount of consumption tax11tion 
payable, but the extent of variation is. notable. 
Individuals whose tastes run to bee1·, Cigarettes, 
and movies (or to champagne, cigars, imported 
tweeds and super-charged cars), will pay propor
tionately several pmes as much in consumption 
taxation as abstemious citizens. Such comparisons 
illustrate the inevitable use of the powerful instru
ment of taxation for economic, social, and even 



moral, ae well ae fiscal, objectives. Certain contra
dictions a.nd clashes which arise in this process are 
importa.nt from the fiscal point of view. To the 
extent to which taxation is successfully used, for 
alleged moral or economic reasons (e.g., as a punitive 
deterrent to drinking whiskey, importing foreign 
goods, going to horse races, or accumulating large 
fortunes) it fails to raise revenue. When non-fiscal 
criteria become of dominant importance in shaping 
taxation policy, not only are new complexities and 
inequities introduced, but unexpected strains are 
thrown on other parts of the system. The out
standing example, of course, ia the customs ta.riif 
which, to the extent it becomes protective, ceases 
to be revenue producing. Similarly, tobacco and 
liquor taxes (which in Canada yield considerably 
more than all personal income taxes) are frequently 
footballs of conflicting policies. Of less clear but 
possibly greater economic importance may be the 
effect of very steeply graduated income and succes
sion duty rates, which have been established at 
penalty rates on very high incomes and large 
inheritances for other than purely fiscal reasons. 

Group II-Business Taxes.-The business a.nd 
property taxes listed in Group II not only possess 
highly diverse characteristics at MY one time, but 
frequently alter in kind at different stages of the 
business cycle. Normally, a substantial portion of 
these taxes--aay property taxes, public domain 
revenues, and perhaps one-third of corporation 
taxes-may be considered a levy on the rental 
values arising from scarcity of land and other 
resources. As long a.s business conditions are such 
a.s to justify the existing capitalization of these 
resources such taxes are not burdens on costs, but 
simply the tra!lsfer to society of the increase in 
incomes which has bten created in large part by 
the development 8Jld expenditures of organized 
society. But if the earning power, Md therefore 
the rental value, of these resources decline without 
a corresponding fall in taxation these taxes become 
a capital levy. Some of the business taxes (i.e., 
the fixed taxes on corporations) are normally con
sumption taxes, but, as in the case of other 
consumption taxes, under some conditions a.nd for 
relatively short periods of time they may be 
absorbed by the producer. The remaining portion 
of corporation taxes are fiat-rate levies on ~rpora· 
tion net income. As this income belongs to the 
shareholders, such a tax (which is not pennitted 
as a deduction from the income tax of the indi
vidual shareholder) is both discriminatory between 
different classes of assets (e.g., as between bonds 
and stocks) and, accordirur: to the principles of 
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progressive income tax rates adopted in personal 
income taxation schedules, inequitable as between 
different income levels. On the other ha.nd, it may 
be argued that this special levy is discounted in 
the market price of corporate securities, and that 
people who have purchased corporation securities 
under the existing tax rates suffer no relative 
disability. The special taxation on corporate 
profits may, however, have a significant effect on 
investment, 8Jld from the point of view of the indi
vidual investor may be sufficient to tilt the balance 
in favour of hoarding or bond investment a.s com
pared with investment in equities, or to influence 
a company promoter to bond his company to the 
limit rather than to finance by common stock. 

It is unfortunate that the taxes in this group 
cannot be more precisely classified. Virtually their 
only common characteristic is that they are levies 
imposed at some intermediate point in the 
production-consumption cycle and are peculiarly 
subject to shifts in incidence as general businetJS
conditions change. Some of these shifts are on 
occasion highly inequitable and have disastrous 
economic effects (e.g., the shift in property taxa
tion during a period of falling land values from a 
levy on socially created surpluses to one on 
capital). It is per'flaps this group which should 
be particularly subject to constant review in 
framing the most desirable tax policy, Md in which 
indiscriminate increases during periods of depres
sion are likely to have the most harmful general 
effects. We have noted, however, that the existing 
constitution& straitjacket has virtually forced 
provincial governments into arbitrary increases of 
substantial amount in this form of taxation in 
recent years. 

Group III-Progressive Taxea.-Personal income 
taxes a.nd succession duties in Group III are (with 
the exception of straight proportional levies such 
as the special Income Tax in Manitobe.), progres
sive taxes falling on surpluses (i.e., income in 
excess of that necessary for subsistence), and ca.n
not, with very few exceptions, be shifted. It ill 
only in this group that the final incidence of 
taxation ea.n be exactly determined and delicately 
adjusted (presumably a sine qua fiOn of equitable 
and efficient taxation), but it must be noted that 
the exemptions provided and the rate of progres
sion. are frequently determined by non-fiscal and 
non-economic influences and political pressures. 
Too little ill known at present of the ultimate 
economic effects of different rate-curves and 
eha.nges in these taxes to aet up any objective 
economic criteria, and the need for planned 
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research as a guide to Treasury policy is evident. 
Thtr tremendous. importance of these forms of 
tuation as instruments of social as well as fiscal 

_policy makes it impossible to eliminate what may 
frequently be conflicting influences, but much 
would ~ gained by distinguishing and setting out 
the vanous factors as clearly as possible. 

Characteristic& of the Canadian Taz System.
The fact that more than half the total govern
mental revenues and expenditures are local and 
provincial makes it difficult and somewhat 
unrealistic to di!cuss as a whole as if Canada 
were a unit, the incidence of the C~adian taxation 
system, ~e services provided by government, and 
the resultmg transfers of income. However com
plex and occasionally confused and conllicllng as 
the Canadian tax structure is, there are some 
outstanding characteristics. 
. The sYStem 8S a whole, as compared with that 
m other countries, is highly regressive with the 
qu~catio~ that it is very steeply pr~essive in 
the htgher mcome groups. As oonsumption taxes 
make up· nearly 60 per cent of total government 
revenues (which in turn, it will be remembered, 
equal some. 30 per cent of the national income), 
a.nd as vanoue forms of business taxes make up 
another 30 per cent, only 10 per cent of total 
g~ven_unent. re_venues are in forms to which any 
~1entific prtnmples of progressivity can be applied 
m order to redress the regressivity inherent in the 
heavy Canadian consumption taxes. Further 
three-quarters of this 10 per cent comes fro~ 
personal incomes of more than $10,000 and 
proportionately large estates and 35 per cent from 
the $50,000 a. year group and over; the Dominion 
income tax on very large incomes is one of the 
highest in the world, and the combined Dominion
provincial tax in the four W estem Provinces 
is perhaps the highest. When the combined 
Dominion-provincial income tax- reaches such 
figures as 105 per cent of the total income (as in 
Alberta, for ~ple, on an income of $1 million), 
the principle of progressivity has been carried: to 
a fantutic extreme. Between the very wealthy 
man who ill carrying one of the heaviest income 
tax loads in the world, and the very poor man 
who is eanying one of the heaviest coneumption 
tu: loa.ds in the world is the large middle income 
group which escapes relatively lightly. U is 
primarily by adjustment of the income tax curve 
of progressivity that this trough in the curve of 
progressivity in the tax sYStem as a whole can be 
removed, and the extreme impositions at each end 
of the curve modified. The mesent situation 

appears inequitable, although it must be admitted 
~at it ~ impossible to define "equity'' in this 
~ce m ab~lute terms. Equity as between 
mcome cl8.'!SCS 18 basically a matter of social 
philosophy, and it must be left to the political 
crystafi!zation of the prevalent philosophy to 
determine, for example, whether taxation should be 
progressive, and if so, at what rate.t2 

But in this connection it is important to note 
the obstacles to the use of tlle income tax as an 
instrument of either social philosophy or efficient 
fi~. practice which are presented by the existing 
diVlS!on of tax powers and the joint occupation of 
the ~~ld by tlle Dominion, provincial, and even 
muructpal governments. In Book 1113 a table is 
given showing the amount of income tax payable 
by residents of each province on. incomes of $3,000, 
$10,000, and $100,000. On the last inoome14 the 
tax payable to Dominion and provincial (or 
municipal). governments varies from 33 per cent 
of the total income in Nova Scotia. (Halifax) 
and Quebec (Quebec City) to 58 per cent in 
Saskatchewan (Regina). In addition to such sub
stantial difl'erences between the amount payable, 
there are major difl'erences in exemptions and in 
determination of taxable income in different juris
dictions.lli Quite apart from considerations of the 
a.pparent inequity of these variations is the fact 
that the joint occupation of tlle field makes it 
mechanically impossible to develop an inoome tax 
which will, in itself, apply to difl'erent income 
groups in what is currently considered e.n equitable 
manner, and which can be adjusted to the desired 
degree of progressivity of the tax system as a whole. 

Another outstanding characteristic of the Cana
dian tax structure is the high proportion of 
taxation on costs, as contrasted witll the low 
proportion of taxation on surpluses and net incomes, 
and the amount of taxation: of a character which 
ill likely to be shifted from surpluses to capital or 
costs in times of depression. Taxation which falls 
directly on business enterprises, as such; taxation 
which is based on an arbitrary capitalization of 
income which does not, in fact, materialize; taxa
tion which increases the costs of living at a 
subsistence level, and which consequently either 
increases wage costs and the costs of operation of 
farmers and oilier individual entrepreneurs in the 

uSee Book n, !lee. B. Chap. VIII, for a d~ of equiQ> 
IIDd efficieDCJ' iD tu.atioa. 

'"lileetioa B, Chit>. m, p. 111. 
Dom~o~o!.::... the September 1939 - of 20 per ce~>t ;. 

~ 8<e Bo.:>k n, I!· 1~ for illuatratioo of ell'~ of double 
ta:z&ttoa of 1neome lD w eatem Provinc::ee u eom:rared with 
~~~"".:~eh ~'l!P:...~oa to p&i from the 



long run, or forces living standards of large portions 
of the population below the minimum desirable 
level ;-41.11 these are taxes on costs. The alterna
tive is. taxation designed to fall on the income of 
individuals which is in excess of that necessary 
for subsistence. This brings up the whole problem 
of the "efficiency" of the present tax system. 
"Efficiency" in its most narrow sense might be 
interpreted as economy in collecting the existing 
taxes. In a broader, and far more important, 
sense it is skill in collecting a given amount of 
revenue with the least possible burden on the 
national income. In both senses the Canadian 
taxation system fails. Duplicate taxation machinery, 
inadequate and divided jurisdiction (involving 
cumbersome and expensive devices to do indirectly 
what the constitution prevents from being done 
directly), and lack of uniformity, all contribute to 
unnecessary expense and reduced returns. Of 
immensely greater concern, the lack of eo-ordina
tion in tax policies, and the almost uniquely high 
proportion of the Canadian taxation burden on 
costs rather than on profits, reduce the Canadian 
national income seriously. The national income is 
depressed in both a. positive way, through restric
tion of marginal investment, production, and 
employment, and in a negative way through 
obstruction of the use of fiscal policy as a 
stimulant. These are criticisms pvtly of general 
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taxation policy, and partly of the current working 
division of taxation powers between the different 
levels of government. To what extent the latter 
is significant will be examined in more detail. -, 

3. FEDERAL DMSION OF REVENUES AND 

EXPENDITURES 

It seems generally accepted that it was the 
intention of the Fathers of Confederation, and 
indeed the only basis on which the Dominion 
could be built, that the central government should 
possess the revenues and. carry the expenditures 
which were national in scope, while to the prov
inces and municipalities· should fall the revenues 
and expenditures of provincial or local nature. 
The difficulties lie in translating at any given time 
these general principles into terms of specific taxes 
and responsibilities, and, when the appropriate 
revenues and expenditures fail to balance, in 
providing for adjustments, without infringing on 
the autonomy of each government in its proper 
sphere. As our historical review has developed, 
an additional difficulty has been the cha.nges in the 
character of many governmental responsibilities 
and revenues as the economy evolved, and as 
governmental activity and the public finance 
system expanded. 

TABLE 85.-DmsiON or GoVERNMENT EXPENlllTUli.ES BETWEEN THE DoliUNloN, Paovmcm AND MUNICIPALlTIES, 

1937 

1. Primary Funetiona""-

Share of eaeh ao .... mment in 
Total ExpenditunB 

Percet~tage Distribution of eaeh 
Govenunent'e ExpenditunB 

Dom.. Prov. Mon. Total Do111- Prov. Mun. Total 

N ationa.l defence, military pensions and aftercare... • . . . . . 100 100 23 11 
LegJ.Siatlon, admio.ist.r&t.ion justice and miaoell&neoua.... . . 31 26 44 100 12 18 28 18 

Sub-Total ................................ 1--::t11::-i'---:1::6-+--Z7:-I--100-+-35-+--18__:f--28--l--29-

a. Edueat.ion<u.................... •••• ..... .. ..... ..... ... 28 '12 100 13 32 12 

a. Development and Transporte.tionkol..... .. • • .. • .. .. • • • .. .. li6 28 16 100 35 32 17 30 

t. Publio Welfare""-
~=-............. ................................. M 33 13 100 17 

· .. · · • .. .. .. .. .. .. .. .. .. • .. • .. .. .. .. .. • .. . .. .. . 28(1>) 37 3.5 100 G 

6. Subllidioe to Prom-........... .. • • • .. • • • • • • • • • • .. .. • • . , 

19 
18 

'I 
16 

15 .. 
Total Debt.~ .............................. r-(::62;::-)-t--(-::19:::)-t--:::(20::)-+-:(-100-:-:)-+~(3.5-)-t-(20-) +-(20-) +-(-27)-

Total ..... ···.......... ... .. .. .. .... .. ........... .S"" 26 28 100 100 100 100 100 
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In 1937 nearly one-half of all public expenditures 
was made by the Dominion Government. Almost. 
60 per cent of the total federal ouUay is in connec
tion with national defence, the provision and main
tenance of railway and waterway facilities, and 
development, all of which are essential national 
functions for which the Dominion was established. 
Another 12 per cent of Dominion expenditures is 
devoted to legislation, justice, and general adminis
tration, 4 per cent goes to unconditional provincial 
subsidies; and the remainder, 26 per cent covers 
relief and other public welfare. Wit~ the excep
tion (){ the latter there are no noteworthy 
departures from the original conception of the 
purposes of the Dominion. Public welfare has 
been generally regarded a.s the primary responsi
bility of the provinces and municipalities. In the 
preceding chapters we have described how, under 
the pressure of circumstances, the Dominion was 
obliged to take over an increasing share of public 
welfare and relief costs. The manner ill which the 
Dominion has assumed some of the financial 
obligations for these services, however, constitutes 
one of the weakest features of the Canadian public 
finance system. Although the Dominipn pays for 
44 per cent of all public welfure costs (75 per cent 

.of ()}d age pensions and 54 per cent of relief) it 
has very litUe control over the outlay of its funda 
-or over general policy since the expenditure of the 
money and administration remain with the prov
inces and the municipalities. 

The provinces and municipalities each ta.ke care 
of slightly more than one-fourth of the total costs 
of government. They provide nearly 70 per cent 
of the total outlay on the primary legislative, regu
lative, protective and administrative functions. 
Almost three-fourths of the total cost of education 
is dependent upon the highly decentralized revenue 
sources of the municipalities; the remaining 28 per 
cent is obtained from the somewhat broader sources 
of the provinces. Prior to 1914 by far the greater 
part of the burden of transportation and develop
ment was carried by the Dominion. With· the 
coming of the motor car and the decline in the 
rate of national expansion, a rapidly growing 
portion of these responsibilities fell upon the 
provinces. At the present time highways, streets, 
outlays borne by the provinces and municipalities 
to support local industries and to encourage the 
exploitation of provincial resources, constitute 44 
per cent of the total government expenditures on 
transportation and development. However, the 

TABLE 86.-DivisiON OF GoVEBNMENT REvENUES BETWEEN THE DOMINION, PROVINCES AND MUNICIPALITIES, 1937 

Share of each Gonrnment in Pereentage Distribution of each 
Total Revenues Government's Revflnues 

Dom. Prov. Mtm. Total Dom. Prov. Mtm. Total 

GBOUP I (Chiefly Consumption Taxes}-
100 100 23 11 Customs (ex-liquor) ..... , ............................. 

~===¥-::::.::::::::::::::::::::::::::::: 100 100 7 3 
100 100 4 2 

SaleeTaxee .•............••••....••.•.....••..•.•..•.. 96 1 3 100 30 1 14 
Jjquor TaxES and Profits ............................... 47 53 100 6 12 6 
Gasoline Taxee .................................... •••• 100 100 16 4 
Automobile Ucences ................................... 100 100 11 3 
Property Taxes on Improvements ..................... •. 3 97 100 1 36 12 
ll4isoellaneoua, Taxee a.nd Receipts .•••••••••••••.••••••• 37 16 <16 100 4 4 7 4 

r---u ---------
68 18 24 100 45 44 59 

o.o~.:,af!~.~-~~~ ~~~~~.~~~~~ .. 68 32 100 15 14 11 

~.r.nz{.!:.~~~ .. :::::::::::::::::::::::::: 11 39 50 100 3 3 2 
10 00 100 9 2 

B...U... Property Taxes ............................... 100 100 5 1 
Property Tuee oa R..al &!tats .......................... 2 98 100 1 47 15 

25 21 M 100 16 Z1 5/i 31 

GJiotTP m (l"logreMi'"' Tuee}-
79 18 3 100 11 5 6 P........U Income TUEll .............................. • .. • 

100 100 15 4 s~nuw. ..................................... 
50 48 2 100 11 20 10 

Dlllnln.ioa Suhoi.cliel to Pro..m-••.••••••••••••••••.•..••... - 8 

Total ........................................ 47 22 31 100 100 100 100 100 



greatest increase in public responsibilities has • 
occurred in the field of public welfare which has 
grown from virtual insignificance to where it 
absorbs almost 30 per cent of the total government 
expenditures. Although the provinces and munici
palities are now receiving substantial financial aid 
from the Dominion for these services, they are still 
paying more than half the total cost. 

The economic and social changes within the 
framework of the Canadian constitution have raised 
the provinces and the municipalities to a. very 
important position in the public finance system-a 
position which they cannot efficiently occupy on 
the basis of their necessarily limited revenue sources. 
This situation is especially aggravated by the 
increasing load of deadweight debt, the interest 
charges on which now comprise one-fifth the aggre
gate municipal-provincial expenditures. 

Reviewing the present division of revenues and 
responsibilities between the different levels of gov
ernment, it is clear that certain taxes and functions 
are pre-eminently either national or local in nature, 
but that there are many which cannot be so simply 
and satisfactorily classified. Of Dominion revenues, 
customs and excise duties are not only essentially 
central government taxes, but they are the very 
essence of a central government. This is so generally 
recognized that it does not require development, 
other than to note the possibility of departing from 
the principle and thwarting the intention of this 
fundamental allocation of powers by devising pro-
tective forms of local taxation and expenditure. 

Our historical and economic review has shown the 
extent to which Dominion tariff policy, Dominion 
railway policy, and other necessarily associated 
national policies have built up an interdependent 
economy. The whole nature of economic activity 
and structure of private enterprise in Canada have 
been moulded by these national policies, and, of 
particular concern to public finance policy, the 
localization of net income from national enterprises 
has been largely determined by them. Certain 
public finance implications follow as a natural 
consequence. 

The Dominion, by its large-scale intervention in 
the economic life of the country, and as a corollary 
of its conscious policies of selected stimuli, protec
tion, and contro~ has unconsciously committed itself 
to many responsibilities for the maintenance of 
economic welfare. On the other hti.Ild, it has 
ereated a claim for itself to tax whatever surplus 
incomes and fortunes are accumulated within the 
framework of its oolicies. 
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These implications, as noted in our historical 
eection, have not been generally recognized, and 
a fortuitous sequence of events concealed the 
necessity for recognizing them until recent years. 
We have noted how the Dominion, faced succes
sively with the emergencies of war, the financial 
debacle of its developmental program, and depres
sion, turned to an ad hoc and somewhat indiscrim
inate imposition of taxes throughout nearly the 
whole field, and how it also assumed, in a. tentative, 
inefficient manner, some of the responsibility for 
developmental programs and unemployment and 
drought relief which overwhelmed the provincial 
and local governments. At no time has the 
situation been reviewed and realistically faced; as 
a result the Dominion system includes neither 
the direct responsibility for maintaining certain 
mininium standards of governmental services, nor 
the undisputed control of the chief instruments 
of taxation of national net income that one might 
expect as an essential ooroll.&ry of its responsi
bilities, and of the type of economy which has 
developed under its guidanee. Instead, the 
Dominion has added to its basic customs and excise 
revenue sources a uniquely high sales tax, heaVy 
co!poration taxation e.nd a. personal income tax 
that rises steeply in the upper brackets. 

AB a. result of this undirected growth the 
Dominion's public finance system is open to 
criticism both for what it includes and what it 
omits. Its taxation system is not adjusted to the 
national net income and under the present division 
of revenue powers cannot be so adjusted. Even 
the personal income tax, producing 11 per cent of 
the Dominion revenue and 5 per cent df total 
provincial revenues, takes widely varying propor· 
tiona of equal incomes from residents of different 
province& The corporate income tax (which prov
inces also impose to varying degrees) is a fiat-rate 
levy regardless of the income of the corporate 
shareholder and owner, and aa such violates our 
generally accepted canons of equitable taxation. 
The remaining Dominion taxes-three-quarters of 
the total-have no direct (although in ea.Bes they 
may have an indirect) relationship to net income, 
considered from either an income class 01" regional 
point of view. 

The total revenues of provincial governments are 
about half those of the Dominion; total municipal 
revenues are about two--thirds those of the 
Dominion. But while municipal revenue is largely 
concentrated on real property taxation, provincial 
revenues come from widely diversified BOurces. Of 
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first importance to provincial governments are 
consumption taxes, chiefly automobile (including 
gasoline) and liquor levies, accounting for nearly 
half the provincial revenues before subsidies. Taxes 
on business (including public domain revenues, 
which are, broadly speaking, alternatives of funda
mentally the same character) make up e. little more 
than a quarter of the total; taxes on income and 
inheritances, a little less than a quarter. The 
importance of the post-War development of 
provincial consumption taxes has been discussed in 
our historical review, but, although they now bulk 
largest in dollars and cents a.nd have played a. 
significant part in the shift in the balance of 
Dominion-provincial power, provincial business 
taxation, income taxation, and succession duties 
are perhaps of more particular concern for the 
present discussion. We have noted how the hard
pressed provinces branched out into new fields of 
taxation, and the cumbersome methods to which 
jurisdiction limitations compelled them to resort on 
occasion. Because of the very unequal distribution 
of corporate and entrepreneurial income and 
accumulated wealth throughout the country (partly 
BS a result of the operation of national policies), 
this particular tax basis varies widely between 
provinces and has little . relation to individual 
provincial responsibilities. It is in the employment 
of these forms of taxation that the greatest varia
tions exist between provinces (and, of course, the 
greatest variations in incidence on individuals); 
vigorous application of these taxes in Ontario 
during a period of business recovery yielded the 
province a handsome surplus; no conceivable vigour 
of application could meet the western situation; 
relucta.nce to increase these forms of taxes left 
Quebec, and to a lesser extent the Maritimes, 
unable to balance their budgets. 

4. PROVINCIAL FINANCES 

In the following review of the financial position 
of the individual provinces per capita figures of 
revenue and expenditure have been used in order 
to facilitate comparisons. These figures must be 
considered in relation to the provincial income and 
particularly to the taxable surplus income, and 
also to the amQunt of serviees supplied through 
community agencies rather than privately, and to 
other special circumstances which may make direct 
comparison between two provinces misleading. In 
order to give for each province as accurate and 
comprehensive a picture of the financial position as 
possible, provincial and municipal revenues and 
expenditures have been combined. This is partic
ularly necessary if comparisons are to be made 
between provinces, owing to the great variations in 
the division of responsibility for such functions as 
education, welfare, and highway maintenance. The 
proportion of the total cost of each of these services 
borne by the provincial government varies widely 
both as between provinces and in any one province 
as between periods. In all cases, although most 
notably in highway and relief expenditures, there 
has been a trend to assumption of an increasing 
share of the cost and increasing responsibility for 
administration by the provincial government. 

All revenues and expenditures need not be dis
cussed in the same detail in every province, and 
attention has been chiefly directed to those features 
which show significant variations between provinces 
a.nd have a special bearing on Dominion-provincial 
relations and those which are of particular impor
tance to the individual provincial fiscal system and 
economy. The major functions of educatiQn and 
public welfare (other than relief) which account for 
35 per cent of provincial and municipal expendi
tures, are discussed together since they normally 
have similar characteristics. Relief expenditures 
in each province during recent years have been 
discussed in some detail in Chapter VI. 
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Pm:NCB EnwABD IsLAND 

TABLil 87.-REVENUES oN CumiENT AccoUNT-PER CAPITA 1937 

Provineial&lld Municipal Municipal 

I Per Capita 1 Per Capita I Per Capita 

P.E.L 

Real Property Ta.xee.... .... • . .. . . .. . . . • .. • .. . • • . . .. • • .. . • . 4..43 

GaaoUne Ta.xee and Motor Vehicle Licencee.. .. .. .. . . .. • .. • . • . 4.. 46 

Public Domain .......................................... . 

Liquor Control............................................ 0.43 

AU 
Prov. 

22.60 

6.8' 

1.00 

2.68 

P.E.I. 

20 

20 

2 

All 
Prov. 

46 

12 

4 

5 

P.E.I. 

1.13 

4.46 

0.43 

All 
Prov. 

0.63 

5.8' 

1.00 

2.68 

P.E.I. All 
Prov. 

3.30 22.07 

Miacella.neo111 Ta.xee, Liceneea, Feea, etc ..•••..•.•..•••..••.•. 
1 
__ 3_.1_'+--:-l---l·---:+-::--:=-i~:-:-::::-t--1:-.::78:-I--::G:-.::20 

Sub-Total.................................... 12.46 6.08 ZT.ZT 

6.85 14 15 1.36 l.M 

39.87 56 81 7.37 12.59 

Sa.Jee Ta.xee............................................... 0.40 0.5'1 0.17 

Corporation Ta.xes ........................................ · 

Revenue System 

, Statistical comparisons between a. unit with a. 
total population of about one-tenth that of the 
Toronto metropolitan area. and, say, the Province 
of Ontario are of little value or significance. For 
many purposes Prince Edward Island must be con
sidered quite separately. But if a comparison is to 
be made with other provinces, the must striking 
feature of Prince Edward Island's provincw and 
municipal revenue system is the relatively large 
amount derived from federal subsidies-more than 
three times the per capita average for all provinces. 
Total provincial and municipal revenues from 
within the Province, on the other hand, are only 
one-third as much as the per capita average for all 
provinces, and not one of the chief taxes or groups 
of taxes is up to the average. There are, of course, 
speciB.l circumstances which account for this and 
euch a comparison in itself cannot be taken as 
evidence that Prince Edward Island is under
taxed. The subsistence nature of the economy, the 
low average net value of a.gricuhural production, 
and the la.:k of urbanization are refiected in a total 
real property tax yield which is only one-fifth the 
Ca.na.di.a.o per capita average. The Province's 
l.aclt of any public doma.in is responsible, of coune, 

1.77 3.06 8 6 1.77 3.06 

1.24 2 2 0.37 1.07 0.17 

3.22 2 6 0.48 3.22 

47.96 68 96 9.99 20.11 

1.91 32 4 7.06 1.91 

49.87 100 100 17.05 22.02 

for the absence of revenue from that source, and 
the Provincial Government's liquor control policy 
yields only a small fraction of the average receipts 
in other provinces. The absence of any notable 
concentration of corporate or personal income and 
wealth in the Island makes it impossible to secure 
a substantial yield from income taxes and succes
sion duties, although special inducements have 
been granted companies to incorporate within the 
jurisdiction of the Island Government. 

Not only is the revenue system affected by the 
lack of urban, industriB.l or individual concen
trations of wealth in the Island economy, but also 
by the relatively low average income (scarcely more 
than one-half the Canadian average) which leaves 
little margin available for general consumption 
taxation. In spite of the fact that Prince Edward 
Island is the most perfect geographical entity of 
any Canadian province, it does not form a satisfac
tory unit from the point of view of public finance, 
and particularly for raiaing revenue. The manifest 
inability of a amall agricultural economy, JX)SIIe88-

ing no taxable surplus, to raise revenues and to 
finance services on the same IIC&le as in the rest of 
Ca.na.dt. was recognized from the first in the special 
debt allowance, and subsidy in lieu of land, pro-
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vided when Prince Edward Island entered Con
federation. Much of Prince Edward Island's 
financial history since then has been one of subsidy 
claims and adjustments, and special increases in 
1887, 1901, 1911, and! 1935 ma.intained the subsidy 
as much the mo!t important source of revenue. 

As a result of the relatively large proportion of 
the revenue provided by the fixed subsidy and of 
the small proportion derived from such normally 
fluctuating sources as public domain, liquor control 
and progressive taxation, the Island Government's 
revenues are exceptionally stable but also inelastic. 

TABLE 88.-ExPENDJ.TUliES ON Cu'alu:NT AccoUNT-PER CAPITA, 1937 

Provincia.l an d Munieipa.l Provincia.l Munieipa.l 

p:;·;~\'!f' 
ExpenditUN 

$Per Capita S Per Capita $Per Capita 

P.E.I. 

Net Debt Charges ......................................... 3.61 

Public Wei£~ 
Relief ................................................ 0.84 
Other •••••..• , ..•••...• , ••.••..••......•••........••. 2.96 

Education ..•..•.•••••..•.....•••••..•••....•.•..••....••• 5.90 

AgricultUN and Public Domain ............... : ............. 0.49 

Transportation ............................................ 4.35 

General Government and Miscellaneoua .•......•.••.......••. 3.17 

Tota.l ........................................ 21.32 

Per Capita Provincia.l Income, S •••.•.................•.•... 

Per Capita Outstanding Debt, $ ........... , ................. 

Percentage of Current Expenditures to Provincia.l Income •••••. 

Percentage of Outstanding Debt to Provineia.l Income .....••.. 

Expenditures 
In keeping with the rigid and limited character 

of governmental revenues, provincial and municipal 
governments have performed their functions with 
great frugality and economy. The small area and 
population of the Province have made it possible to 
dispense with a.n extensive municipal organization, 
but, on the other hand, there are certain basic 
essentials of provincial government which must 
be provided. Even when the overhead costs of 
these are kept a.t the possible minimum level they 
are uncontrollable and relatively high in relation to 
the small population. All the functions of govern
ment are provided for at substantially lower per 
capita costs than in other provinces, in part because 
these functions are much simpler in such a small 
unit, in part because smaller cash incomes ca.n 
be paid in a community which largely lives on its 
own produce, and in part because the Government 
cannot afford to pay more. 

194 

92 

11 

47 

All 
Prov. 

9.52 

5.45 
7.26 

9.78 

1.86 

5.03 

9.80 

48.70 

345 

291 

14 

84 

P.E.I. 

17 

4 
14 

28 

2 

20 

15 

100 

All 
Prov. 

20 

11 
15 

20 

4 

10 

20 

100 

P.E.I. 

2.38 

0.52 
2.74 

3.76 

0.50 

3.60 

2.26 

15.76 

-
64 

8 

33 

All 
Prov. 

4.59 

3.86 
4.05 

2.89 

1.86 

2.27 

3.77 

23.29 

177 

7 

51 

P.E.I. 

1.23 

0.32 
0.22 

2.15 

0.75 

0.89 

5.56 

28 

14 

All 
Prov. 

4.94 

1.59 
3.21 

6.89 

2.75 

6.03 

25.41 

115 

7 

33 

Debt charges have in the past been held at a 
relatively low figure (about one-third of the Cana
dian average per capita) because the Province has 
not had to provide expensive transportation and 
frontier developmental facilities.• But this position 
has been somewhat altered by the Province's 
highway and relief work program in recent years, 
and net interest charges have more than doubled 
during the last decade. Borrowing has been done, 
however, a.t relatively advantageous rates, and the 
technical position of the provincial debt is excep· 
tionally strong. There are no bonds payable in 
other than Canadian currency now outstanding; 
maturities are evenly spaced; and the sinking fund 
is strong. 

Expenditures on education are some 40 per cent 
below the national average per capita. and expendi
tures on public welfare (other than ~elief) 60 per 
cent less. It is true that a less var1ed and h1gh 
---o'}:t may, however, be noted that the Provill<lO became bankrupt 
through rail.:.&J' OJ<piUlBiOn prior t.o ita entry int.o Confeder&tlon. 



degree of specialization is necessary; that necessary 
physical plant is cheaper; that lower costs of living 
permit payment of lower salaries; and that family 
solidarity and a relatively high degree of self-

' sufficiency bear l'll1l.ny burdens which are transferred 
to the state in other provinces, but in spite of all 
these factors, it is clear that standards are inade
quate and below the average in many cases. 

Direct relief expenditures have been kept to 
relatively negligible amounts, but the provincial 
government's public works program has been 
carried out on e. large scale and has been respon
sible for aggregate expenditures on relief, relief 
works and other public works equal to the same 
percentage of the provincial income as similar 
expenditures in Ontario. 

Transportation expenditures are closer to the 
national average than expenditures for most other 
services, and efforts to encourage the tourist trade 
may increase them. Expenditures on agriculture 
and development of other resources are low, in part 
owing to the lack of any provincial public domain, 
but this may be one of the fields in which enforced 
economy has been costly in view of the necessity of 
utilizing and co-ordinating the Island's limited 
resources to the maximum possible advantage. 
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Summary 

With federal subsidies providing for approxi
mately one-third of total provincial-municipal ex
penditures, and with some reserve of taxation 
(although in view of the general economic position 
of the lsl!>.nd's agricultural industry, no great 
reserve), it should be possible to ma.inta.in and 
gradually to improve services under the present 
system. Expenditures have been economically 
administered and the Island's credit and prospects 
of financial stability are good. On the other hand, 
there is little prospect under the present system of 
the Island Government being able to raise sufficient 
taxation from the sources open to them to bring the 
standards of governmental services to real equality 
with those in the rest of the country. This is a 
factor of growing importance owing to the cessation 
of the emigration which formerly absorbed the 
Island's natural increase of population. To provide 
for this population increase it would appear neces
sary either to foster some intensive domestic 
development, for which no economic base is at 
present evident, or to equip potential emigrants 
with at least as good training and education as 
possessed by other Canadians. 
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TABLB 89.-R.!mtN"om ON CmmmrT AccowT--PEB CA.PrrA. 1937 

Provincial and Municipal Provincial Municipal 

I Per Capita 
Pe~U~~:f' 
of To 
lle?eDne 

I Per Capita I Per Capita 

N.S. All N.S. All N.S. All N.S. All 
Prov. Prov. Prov. Prov. 

Real Property Tuee ....................................... 13.02 22.611 37 4S 0.88 0.53 12.14 22.07 

O..lille Taue md Motolr Vehicle Licences ................... 8.24 li.M 18 12 6.24 5.84 

Public Domain ............................................. I.M 1.90 4 4 1.54 1.90 

Liquor Control ............................................ 1.66 2.68 'I li 2.66 2.88 

~ Tuee, Licences, Fees, etc. ..................... S.43 8.85 IS IS 0.73 l.M 4.70 11.20 

Sub-Total .. , ................................. 28.89 39.87 81 81 12.05 12.59 16.8* 'Jf'l.%1 

SU..T ..................................................... 0.57 0.17 0.40 

Corpanticm Taue ......................................... 2.07 3.06 6 6 2.07 3.06 

In""""' Taue 011 p.......,, .................................. 0.09 1.24 0 2 1.07 0.09 0.17 

&aoee.i011 Dutiee ........................ •, •••• ,, , .... , , ... 0.93 3.22 3 6 0.93 3.22 

T~~~~aow-...................... 31.118 47.96 90 96 15.05 20.11 16.93 'Zl.M 

Fedonl Sublliclw. .......................................... 1.60 1.111 10 4 3.60 1.111 

toTAL .................................................. 36.&11 <611.87 100 100 18.66 22.02 16.93 %1.86 
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Revenue System 

Nova Scotia's revenues per capita are about two
thirds the Canadian average, provincial revenues 
being 85 per cent and municipal revenues only 60 
per cent of the average. The most striking features 
in comparison with most other provinces are the 
low returns from real property taxation, and the 
relatively high proportion of total revenues pro
vided by the federal subsidy. The long history of 
adverse economic conditions, the depletion of some 
of the best resources, the prevalence of small-scale 
subsistence industry, and the vulnerability of Nova 
Scotia's specialized· industries are responsible for 
the low taxable capacity. Government efforts to 
raise revenues without further reducing the pro
vincial income are particularly difficuh since the 
normal method-progressive taxation-would not 
be productive on an important scale in Nova Scotia. 
As a second best choice Nova Scotia. has turned to 
consumption taxation of selected co,mmodities. 
Liquor and gasoline taxation make up 25 per cent 
of the total revenue as compared with 17 per cent 
in all provinces. Public domain revenues, of which 
the great bulk are coal royalties, are of rather 

special character i!ince a large proportion of the 
production is made possible only through Dominion 
subsidies and protection. Consequently, the pro
vincial revenues from its public domain are in a 
sense paid by the Dominion Government. The ' 
revenue base is thus narrow and limited. Revenues 
from public domain must be related to the extent to 
which the Dominion is prepared to subsidize the 
mining industry. The gasoline tax rate is limited 
by the desire to attract tourists from the United 
States, although it should be noted that a high rate 
in N cwa Scotia. is less oppressive than in a province 
of much greater distances such as Saskatchewan. 
Liquor taxation, of course, is shared with the 
Dominion, and provincial revenues from that source 
will be affected by Dominion policy. Income tax 
and succession duty yields must inevitably be low 
unless relatively high taxation is imposed on quite 
small incomes. The marginal nature of the economy 
makes general consumption taxation, including 
property and sales taxes, undesirable. There is 
evidently great temptation to turn to corporation 
taxes and constant pressure to demand increased 
federal subsidies. 

TABLE 90.-ExPENDrrnRES oN CumiENT A.ccouNT-PER CAPrrA, 1937 

Provincial and M unlcipal Provincial Municipal 

Percen:f' 
I Per Capita of Tote. I Per Capita I Per Capita 

Expenditure 

N.s. All N.S. All N.S. All N.S. All 
Prov. Prov. Prov. Prov. 

Net Debt Charge~ ................ , ........................ 7.15 9.52 21 20 4.83 4.59 2.32 4.94 

Public Welfare-
Relief ............ , ................................... 1.15 5.45 3 11 0.83 3.86 0.32 1.59 
Ot.her ................................................ 6.30 7.26 19 15 3.24 4.05 3.06 3.21 

Education ............................ u .................. 7.78 9.78 23 20 2.37 2.89 5.41 6.89 

Agriculture and Public Do1Il8in ............................. 1.06 1.86 3 4 1.06 1.86 

Trao.aportation ............................ , ............... 4.65 5.03 14 10 3.75 2.27 0.90 2.75 

General Government and Miecellaneoua •••••••••••••••••••••• 6.66 9.80 17 20 2.01 3.77 3.65 6.JS 

TOTAL ..................................... : •••••..••••. 33.75 48.70 100 100 18.09 23.29 15.66 25.41 

Per Capita ProvinciaJ Income, 1 ............................ 290 34il 

Per Capita Outat.anding Debt, 1 .......... • 4 ................. 215 291 172 177 " 1111 

P-tage of C\uNlt Espenditure to PlovinciaJ Income ••••••• 12 14 6 7 5 7 

P-tage of Outat.anding Debt to ProvinciaJ Income ••••••••• 74 84 59 51 15 33 



E:rpenditures 
Although the provincial government's net debt 

charges are at the same per capita level as in other 
provinces (and a. higher proportion of provincial 
government revenues), municipal charges are only 
half the per capita average, making the total debt 
burden a.pproximately three-quarters of the Cana
dian average. (In 1937 provincial income was 84: 
per cent of the Canadian per capita average.) Out
standing provincial debt doubled during the thirties, 
three-quarters of the increase being due to highway 
expenditures, and the balance to current deficits, 
including direct relief. The debt maturities are 
fairly evenly spaced up to 1952. Nearly half the 
debt is optionally payable in other than Canadian 
currency and is of relatively long-term and high
coupon rates. Recent borrowing at favourable 
rates has brought the average coupon rate below 
4 per cent, but no refunding of the major portion 
of the high coupon debt will be possible for some 
time. 

General government expenditures are less than 
60 per cent of the national per capita average, and 
detailed comparisons indicate very frugal adminis
tration. On the other hand, it has been argued 
that a bett.er paid civil service would ma.ke for 
long-run economy. 

On education and public welfare (excluding relief) 
Nova Scotia is now spending proportionately more 
of total municipal-provincial revenues than other 
,provinces, but still some 20 per cent less than the 
national per capita average. There has been notable 
improvement in these services since the granting of 
the Duncan and White Commissions' awards, and 
to some extent the lower than average level of 
expenditure is justified by lower costs and does not 
indicate inferior standards. Nevertheless some of 
the needs are greater-the high proportion of the 
population in the older age groups, the presence of 
some specially destitute rural areas, and the neces
sity of maintaining mobility of population, and of 
equipping emigrants with competitive techniques, 
all create special demands. The full importance of 
altered circumstances and competitive conditions 
was perhaps not appreciated for some time owing 
to the reserve accumulated from Golden Age days of 
an initially well-equipped and administered educa-
tional system. · 

The relief problem has been largely met in recent 
yean by the provincial government's relief works 
and highways programs, and by the Dominion gov
ernment's assistance to the coal aad steel industry. 
The provincial government found the depression a 
favourable time at which to modernize its highway 
system with the advantages of cheap money and of 
using labour which would otherwise have been 
unemployed. It was hoped that this program would 
strengthen the economy by attracting tourist trade 
and lowering transportation charges, but it is still 
too early to determine whether the investment will 
prove self-suppo~ting and what the employment 
situation will be when the program is terminated. 

Transportation expenditures have absorbed a 
somewhat higher proportion of government revenues 
than average, but it is hoped that the new highway 
system will reduce maintenance costs. These ex
penditures afford a good example of the variation 
in provincial-municipal division of costs of various 
services throughout Canada. In Nova Scotia the 
provincial governme:..tt supplies more than four
fifths of the total current expenditures on streets 
and roads; in the rest of Canada provincial govern
ments supply less than half. Expenditures on public 
domain are small and have been kept fairly con
stant. Expenditures on agriculture have increased 

· but those on forests have fallen perhaps below the 
minimum necessary in a region where conservation 
and protection are imperative. 

Summary 

Nova Scotia's provincial income reflects the long 
struggle of the region with serious economic disabili
ties. The relatively low and variable cash proportion 
of the income, and the fact that an important 
amount of the surplus income and wealth is drained 
off to Central Canada impose limitations on the tax 
system and at the same time create special demands 
for expendi~ures. The current effort to strengthen 
the economy by large seale capital expenditures has 
added substantial fixed charges, and the debt struc
ture is such that there is little prospect of reduction 
in existing charges through normal refunding opera.
tions. Under the present system chronic pressure 
for increased federal subsidies and provincial ser
vices of less than average standards would appear 
inevita.ble. 
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'J'ABU!l 91.-R!:vENuE.s ON Ctnlm:NT AccoUNT-PEa C.t.l'ITA, 1937 

Provincial and Municipal Provincial Municipal 

Peroen!:f 
I Per Capita of To I Per Capita $Per Capita 

Revenue 

N.B. 

Real Property Tues ....................................... 10.11 

Gasoline Taxes and Motor V ebicle Llcencea ................... II. '12 

PubUcDollU!oin ............................................. 2.47 

Liquor Control ............... , ....................... , .... 2.51 

Miseellaneoua Tuee, Licences, F-, etc. .•••••••.•••••••.•••. 11.3'1 

Sub-Total .................................... 26.18 

Sales Taxes ........................................ : ...... 

Corporation Taxes ......................................... 1.18 

Income Tllllllll on Persona ................................... 0.29 

Succession Duties ........ .' ...... · ........................... 0.00 

Total Rennue from Provincial So~ •••••••••••••••••••••. 28.55 

Federal Subsidies ........................................... 3.56 

TOTAL .................................................. 32.11 

Revenue System 

Total provincial-municipal revenues in New 
Brunswick are only two-thirds the national per 
capita average and, excluding Prince Edward 
Island, are the lowest in Canada.. As in the other 
Maritime Provinces real property taxation is much 
below the average (in New Brunswick less than 
half the per capita average) and progressive tax~ 
ation yields are negligible. R!iliance has con~ 
quently been placed on selected consumption 
taxation (gasoline and liquor), public domain 
revenues, and on federal subsidies. The latter 
make up 11 per cent of total provincial-municipal 
revenues in New Brunswick as compared with the 
national average of 4 per cent. The nature of the 
provincial economy and of the provincial income 
(which is only 70 per cent of the national average) 
has been previously discussed in Chapter VII and 
accounts for the limited base of the revenue system. 
Where so many of the resources are marginal and 
so many of the incomes at bare subsistence levels, 
increased taxation on costs would submerge an 
important portion of the economy. In such a 
region there is J.i,ttle accumulated surplus wealth or 

All N.B. All N.B. All N.B. All 
Prov. Prov. Prov. Prov. 

r------
22.60 31 45 0.26 0.53 9.85 22.07 

11.84 18 12 5.'12 5.84 

1.00 8 4 2.47 1.00 

2.58 8 II 2.51 2.58 

6.85 16 15 0.55 1.64 4.82 5.20 

39.87 81 81 11.51 12.59 14.67 27.27 

0.57 - 0.17 0.40 

3.06 4 6 1.18 3.06 

1.24 2 1.07 0.29 0.17 

3.22 3 6 0.00 3.22 

47.96 89 96 13.59 20.11 14.96 27.84 

1.91 11 4 3.56 1.91 

49.87 100 100 17.15 22.02 14.96 ~ 

surplus income. It is not clear, however, that the 
Province's efforts to tax what surplus income does 
exist have been as vigorous as possible; the income 
tax has been left to municipalities and succession 
duty rates are on balance lower than the average. 
The municipal income tax (with the exception of 
the Saint John income surtax) is levied on a fre
quently arbitrary assessment at the local real 
property tax rate with exemptions varying accord
ing to local conditions. It has become in fact a 
combination of a small poll tax and a rough 
approximation of a property tax but even when 
combined with real property taxation the total 
yield is less than half the Canadian per capita 
average. It is in this deficiency that much of New 
Brunswick's financial difficulty may lie. Muni
cipalities cannot carry the same share of education, 
welfare and highway expenditures as they do in 
other provinces and the provincial government 
lacks the financial resources and tax basis to make 
good the difference. Nevertheless it is scarcely 
necessary to add that a doubling of real property 
taxation in New Brunswick is impracticable and 
even any substantial increase would require such a 
wholesale adjustment of rents and wages and lead 



to such an increased burden on the costs of many 
marginal enterprises that it would seriously damage 
provincial income and taxable capacity. The 
public domain revenues are above the average but 
are very dependent on the fluctuating fortunes of 
the lumbering industry, royalties and stumpage 
taxes, for example rising silc-fold from 1933 to 1937. 
However, the relative decline in the competitive 
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power of many of New Brunswick's natural 
resources limite their revenue possibilities. Cor
poration taxes have recently been extended and 
increased and the yield has been doubled, but 
it is evident that unless discriminatory forme of 
corporation taxation on extra-provincial companies 
are resorted to this source can never be a major 
revenue producer. 

TABLI!l 92.-EXPENDITUBES oN CUBBENT Acc01JNT-PE!l CAPITA, 1937 

Provincial and Munieipa.l Provineia.l Municipal 

S Per Capita 
Percentage 
of Total 

Expenditure 
S Per Capita S Per Capita 

N.B. 

Net Debt Chargee .•••..................................... 8.80 

Public Welfa.re-
Relief. ............................................... 059 
Other ................................ ···· .... •·•·•··· ,,42 

Education ................................................ 6.08 

Agriculture and Public Dolll&in ............................. 1.49 

Transportation ................... , ........................ 3.67 

General Government and Miscella.neoua ..••...••...••••..•... ,,\3 

TOTAL .•........••.•...•••....•.•••.•..••.•.•.....•..... 29.18 
F===== 

Per Capita Provincial Income, S ....•..•.............•••.•.. 239 

Per Capita Outstanding Debt, S ............................. 233 

Perfent&ge of Current Expenditure to Provineia.llneome .•..... 

Percentage of Outstanding Debt to Provincial Income ......... 

Erpenditu.rea 

The foregoing table does not show the marked 
increase in net debt charges in the most recent 
years. But, even in 1937, in spite of municipal 
debt charges which were only half the Canadian 
average, total provincial and municipal debt charges 
almost equalled the national average and absorbed 
30 per cent of revenue as compared with 20 per cent 
for all of Canada. This is the highest proportion 
in Canada by quite a margin. It is the heritage of 
public works expenditures and other governmental 
efforts undertaken in the past to aid and strengthen 
the economy but which, in the face of the serious 
economic disabilities under which New Brunswick 
labour~, failed to stimulate income and taxable 
capacity significantly. The rate of increase in the 
last two years has been alarming, and in view of 
the already excessive amount of deadweight debt 

--~~ 

12 

97 

All 
Prov. 

9.52 

6.45 
7.26 

9.78 

1.86 

6.03 

9.80 

48.70 

345 

291 

14 

84 

N.B. ~-

30 20 

2 11 
15 15 

21 20 

5 4 

13 10 

14 20 

100 100 

N.B. 

6.33 

0.42 
2.32 

1.66 

1.49 

2.62 

1.49 

16.33 

186 

7 

78 

All 
Prov. 

,,59 

3.86 
4.05 

2.89 

1.86 

2.27 

3.77 

23.29 

177 

7 

51 

N.B. 

2.,7 

0.17 
2.10 

4.42 

1.05 

2.64 

12.85 

48 

5 

19 

All 
Prov. 

4.~ 

1.59 
3.21 

6.89 

2.75 

6.03 

25.41 

115 

7 

33 

burden, the Province's credit is now seriously 
threatened. Nearly one-half the provincial govern
ment's debt is optionally payable in currencies 
other than Canadian and four-fifths of its bonds 
bearing 4! per cent and higher coupons will not 
mature for ten years or longer. The result is that 
there is little prospect of saving from refunding in 
the near future. 

General government expenditures, particularly 
on the administration of justice, were cut substan
tially during the depression and are the lowest per 
capita in the Dominion. There is some danger that 
this economy has been purchased at the expense of 
efficient administration. On education and public 
welfare New Brunswick spends only about 60 per 
cent of the national per capita average. Neverthe
less as a consequence of the poverty which restricts 
New Brunswick's revenues the need for expenditures 
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on the social services in general is greater than the 
average. New Brunswick has the highest propor
tion in Canada of very old and very young non
workers to its total population and has also a 
number of seriously depressed areas in which living 
standards have been reduced to very bare subsist
ence levels. Unemployment, as we have noted, has 
not recently been an important provincial problem 
but widespread and chronic poverty is a most 
serious one. Expenditures on welfare and educli!
tion in relation to the needs are very low; even 
after adjustment for the lower costs resulting from 
less urbanization and lower salary sca.Ies, they are 
far below the Canadian average. 

As in the other ·Maritime Provinces the self· 
subsistence n~ture of the economy reduced the 
necessity for extensive government relief but the 
most important factor in the employment situation 
in New Brunswick was the Government's extensive 
highway program. After severe curtailment of all 
capital expenditures in the depths of the depression 
a highway construction program was launched. 
and in recent years has been carried out on an 
unprecedented scale, directly contributing some 10 
per cent of the total provincial income. Directly 
and indirectly this has met the unemployment 
problem for the time being, but has created fisc.a.l 
problems of the first magnitude for the Govern
ment. It would seem clear that New Brunswick's 
program was initially a well-timed one and provided 
necessary and productive public works on very 
favourable terms, but it is also clear that the policy 
cannot be continued on anything approaching the 
same scale. It is still too early to weigh the costs 
and profits of the modern highway system which 
is being constructed and to determine whether it 
would be advantageous to fill in the network with 
secondary roads on an equally ambitious scale, but 
it must be recognized that substantial reduction 
>f the Government's capital program will (unless 
some alternative stimulus appears) revive unem
ployment and relief problems. 

Current expen!lltures on domain and transporta.
tion are somewhat larger in proportion to revenue, 
although somewhat less in dollars per capita, than 
the Canadian average. Highway maintenance ex
penditures have dropped and may drop further as 
a result of the improved roads now being con
structed; public domain expenditures, however, 
may be too low to conserve and develop resources 
efficiently. 

Summary 

The Government's present highway program is 
only the most recent of a series of efforts to improve 
transportation facilities (which, owing in part to the 
large number of bridges in the "best watered 
country in the world," have always been costly) 
and encourage economic development. In the past 
the generally unfavourable trend of economic events 
has defeated these projects and has left the Province 
with both a costly burden of deadweight debt and 
inflated current expenditures. At the same time the 
economic difficulties of the Provir;ce have increased 
the need for positive action in the form of better 
education, research and development, and for 
defensive action through provision of public health 
and social service facilities. The low taxable 
capacity of the Province combined with reluctance 
to resort to direct taxation have made it impossible 
·to raise sufficient revenues to finance both a positive 
developmental program and to provide educational, 
social service and public health services up to 
average Canadian standards. Debt charges and 
highway maintenance alone now take 55 per cent 
of provincial government expenditures as compared 
with the Canadian average of 30 per cent. Even 
substantial increases in provin.:lial taxation would 
still leave New Brunswick hard pressed to carry her 
present burdens and forced to plead for increased 
federal subsidies as the chief hope for expanding 
those services which are at present much below the 
Canadian average. 
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QUEBEC 

TABLE 93.-REVENUES ON Cv:liBENT AccoUN'J.'-PEB CAPITA, 1937 

Provincial and Municipal Provincial Municipal 

I Per Capita S Per Capita S Per Capita 

Que. All Que. All Que. AU Que. AU 
Prov. Prov. Prov. Prov. 

Real Property Ta.xes ....................................... 111.28 22.60 43 45 0.53 10.28 22.07 

Gaaoline, Ta.xea and Motor '\1 ,,hiele Licences .•.•........•..... 4.62 684 10 12 4.62 6.84 

Public Domain ............................................ 2.03 1.00 II 4 2.03 1.00 

Liquor Control. ........................................... 2.25 2.68 5 5 2.25 2.68 

Miscella.neoue Taxes, Licencee, F-, ete....... ... .. .. .. .. .. . . 7.42 6 811 16 15 1.97 1.64 6.45 1--~ 

Sub-Total.................................... 85.60 I~ --n~--81- 10.87 ~ 24.73 27.27 

Salea Ta.xee.................... ... .. • .. ... .. • .. .. . .. .. .. .. 1.41 0.57 3 0.17 1.41 0.40 

Corporation Taxes......................................... 3.08 3.06 7 6 3.08 3.06 

Income Taxes on Persone......................... ... . .. ... .. 0.54 1.24 2 1.07 0.54 0.17 

Succession Dutiea.. ...... . ........ ... ........ ...... . . ..... 3.57 3.22 8 6 3.57 3.22 
~--------::-::-:-

Total Revenue from Provincial Souroea...................... 44.20 47.96 98 96 17.52 20.11 26.68 27.84 

FederaJ Subsidies......................... ................ 0.83 1.111 2 4 _o_._83_~--+--+--
TOTAL.................................................. 45.03 -49-.8-7 --~~ll-,l--u;Q 18.35 

1.91 

Revenue System 

The Quebec revenue system as a whole oonforms 
closely to the statistical average pattern, the chief 
differences being the exercise of income and sales 
tax powers by the municipalities rather than by the 
provincial government and the somewhat higher 
proportion of joint provincial-municipal revenues 
raised by municipalities. The most notable factor 
in relation to provincial income is the absence of 
highly developed progressive taxation. Per capita 
income in Quebec is somewhat less than average, 
but the extremes of distribution of income are far 
greater than average. The aggregate provinci!ll 
income is made up of a small group of very high 
incomes and a large group of very low incomes. 
Neverthel('.SS the personal income tax has been 
levied only municipally in the Montreal metropoli
tan area, and for the decade ending 1937 succession 
duty collections just equalled the national per capita 
average. To some extent this is explained by tha 
historical fact that Quebec's finances were formerly 
in a uniquely strong position. Public domain 
revenues and liquor control profits were high and 
other taxation was unnecessary on the same IICI.le 

22.02 26.68 27.84 

as in the other provinces. But the fall in liquor 
profits from a peak of $12·3 million t~ a low of 
$':!·4 million and of domain revenues from $7·4 
million to $2·9 million during the depression 
completely altered the revenue picture. Provincial 
efforts to increase revenues were hampered, how
ever, by the situation of the equally hard-pressed 
municipalities. 

The municipal and real property tax situation 
was particularly complicated by the •mique role 
whicn the Church plays in Quebec. Many functions, 
particularly in the field of public welfare and educa
tion, which are carTied out by the local or provincial 
governments in other provinces are ~upported by 
the Church in Quebec. Although the personnel 
engaged on these services serve for merely nominal 
pay, there are substantial and unavoida.ble overhead 
costs which in the last analysis must be borne by the 
same incomes that support provincial and municipal 
taxation. As a result the Quebec taxpayer con· 
tributes more for services which in other provinces 
are largely supplied by the state than is evident 
from public finance statistics. These costs affect 
real estate in particular, both directly and through 



228 

the exemption from taxation of the major portion 
of religious property. In part as a result of this 
situation some municipalities have turned to income 
and sales taxes, and to a number of licences and 
fees which are in effect corporation taxes in some 
cases, and this development has in turn restricted 
provincial freedom of action. Nevertheless the 

provincial government, in its search for additional 
revenues, has sharply increased corporation taxes. 

The federal subsidy in the Quebec revenue system 
plays a relatively insignificant role, providing less 
than 2 per cent of provincial-municipal revenues. 
It is also worth noting the provincial subsidies to 
municipalities are only one-fifth those in Ontario.16 

TABLE 94.-ExPENDITURES ON CURRENT AccoUNT-PER CAPITA, 1937 

Provincial and Municipa.l Provincia.J Municipal 

$Per Capita P~cf~~e $Per Capita $Per Capita 
Expenditure 

Que. All Que. All Que. All Que. All 
Prov. Prov. Prov. Prov. 

Net Debt Chargee .......................................... 9.44 9.52 20 20 2.19 4.59 7.25 4.94 

Public Welfare-
Relief ................................................ &.65 5.45 14 11 4.15 3.86 2.50 1.59 
OtherW .............................................. 5.56 • 7.26 12 15 3.37 4.05 2.19 3.21 

Educationoo ......••...••••••••.•..•.••.............••.•.. 7.24 9.78 15 20 1.97 2.89 5.27 6.89 

Agriculture and Public Domain ........... ." ................. 3.49 1.86 7 4 3.49 1.86 

Transportation ............................................ 4 87 5.03 10 10 2.37 2.27 2.50 2.75 

General Government and Miscella.neous ••....•••..•..•..••.••. 10.10 9.80 22 20 3.98 3.77 6.12 6.03 

TOTAL .•.•.••.. : .•••••••..•••..•••••.•...•••.•....•..••. 47.35 48.70 100 100 21.52 23.29 25.83 25.41 
== = ~ 

Per Capita Provincial Income,$ ............................ 299 345 

Per Capita Outstanding Debt,$ ................ ~ ............ 242 291 91 177 151 115 

Pereentage of Current Expenditure to Provincial Income ..•.... 16 14 7 7 9 7 

Percentage of Outstanding Debt to Provincial Income .••.•.... 81 84 30 51 51 33 

t.lSee diocussion in U.o ten of quo.Wicatio"" """""""'Y in comparing reported expeuditures on these 
](IIOvinOOO. 

Expenditures 

The net debt charges of the provincial govern
ment were still only half the national per capita 
average in 1937, but municipal debt charges brought 
the total to the average. The debt charges of 
religious institutions performing public services are 
unknown. Provincial net debt charges rose from 
the extraordinary low figure of 5 per cent of pro
vincial revenue in 1930 (Canadian average then 
17 per cent) to 12 per cent in 1937. Municipal debt 
eliarges, which have consistently been above the 
Canadian average as a percentage of revenue, 
increased further to Z1 per cent of municipal 
revenues. With municipal debt charges per capita 
some 50 per cent above the Canadian average the 
rapid increase in provincial debt charges in recent 
years has been particularly serious. Provincial debt 

approximately tripled between 1929 and 1937. A 
little more than one-third of the increase was repre
sented by tangible assets (chiefly highways) and the 
balance by relief, poor loans, and current deficits. 
The previous high credit standing of the provincial 
government permitted borrowing on favourable 
terms and, owing in part to this and in part to 
resort to shorter term securities, the average coupon 
rate on outstanding bonds was reduced from 4t per 
cent in 1929 to 3! per cent in 1937. Virtually all 
the borrowing during this period was in Canadian 
currency. However, the relatively large amount of 
short-term securities outstanding leaves Quebec in 
a potentially vulnerable position if the Province's 
l!redit rating should weaken or if interest rates 
should rise. Municipal debts rose by one-third 
during the same period while in all other provinces 
they declined or rose only slightly. The greatest 
---uJ!ook III, Table 61. 



proportion of increase was in the Montreal metro
politan area but " other urban " and "rural " 
municipalities also showed important increases. 
Some advantage has been gained from refunding 
at lower interest rates but the deadweight burden is 
still increasing as municipal budgets as a whole are 
not yet balanced. 

General government expenditures are· slightly 
more, both per capita and in proportion to total 
expenditures, for both provincial and municipal 
governments than in the rest of Canada and have 
been consistently so in the past. Education and 
public welfare (excluding relief) expenditures are 
lower than the Canadian average, partly because 
of the previously mentioned contribution of the 
Church. These have &lso bee;:. restricted by the 
growing pressure of deadweight debt charges and 
relief on municipal budgets. There are many special 
problems in connection' with these services in 
Quebec which reduce the value of a statistical 
approach or comparison and make it impossible to 
assess relative standards. The Church has not only 
traditionally assumed a direct responsibility for 
education and public welfare to an important extent, 
but it has also thrown the full weight of its influence 
behind the enforcement of family responsibility for 
provision of these services with important effects on 
the residual burden on governments. Thus com
parisons with expenditures in other provinces must 
take account of the large contribution made by the 
Church, and of the greater than average comribu
tion made by the recipients themselves and their 
relatives, but no precise monetary estimate of this 
contribution is possible.n 

The particularly acute relief situation in Quebec 
has been discussed in Chapters VI and VII. The 
problem centred largely on the huge pool of 
unemployed, mostly of unskilled labour, which 
gathered in the Montreal metropolitan area. Direct 
relief payments on a very large scale in Montreal, 
back-to-the-land resettlement and colonization pro
grams and sporadic public works projects piled up 
provincial-municipal deficits at the rate of about 
$20 million a year on current account, and were 
re~ponsible for slightly more than one-half the 5310 
million increase in provincial-municipal debt from 
1929 to 1937 (most of the balance was incurred for 
highways). 

Public domain and development expenditures in 
Que~c are much higher than average as might be 
expected in a province with the extensive natural 
~ces and the regional economic problems of 

,..,..:,.;~~~t•~;!=':t ~:·~~·P~!7.:e. l.qiol$tiOIJ .... Booial 
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Quebec.ts These problems are serious, and ade
quate conservation, development, and research are 
essential if the Quebec economy is to achieve a 
stable balance and income. 

Highway maintenance expenditures in Quebec 
have in the past been above the average, and have 
to some extent been a corollary of low capitol 
expenditures. It is expected that the recent large 
investment in improved highways will be reflected 
in lower maintenance charges but it is doubtful 
whether Quebec received the same value from its 
expenditures on highway projects launched as relief 
works as did the Maritimes, for example, since the 
projects do not appear to have been as well planned 
and economically executed. 

·summary 

The financial position of Quebec, long considered 
the fiscal Gibraltar of the Canadian provinces, 
deteriorated alarmingly during the depression. The 
very strong financial position of the provincial gov
ernment at the beginning of the depression, pur
chased in part at the expense of the municipalities 
and institutions, long tended to conceal the real 
position and the full importance of the change in 
circumstances. Quebec, faced with the collapse of 
the very large sector of its economy .which was 
dependent on world trade and with widespread 
distress in both depressed urban and rural areas, 
was forced to make large-scale expenditures for 
relief and to launch positive and constructive 
remedial policies at a time when a number of its 
chief revenues were dwindling rapidly. 

Municipal and institutional finances were also 
under severe pressure and those units were incapable 
of asswning any greater burdens. The provincial 
revenue system proved to be a fair weather one 
only, yet efforts to broaden its base were hampered 
by the plight of the municipalities. Delay in facing 
the need for a complete overhaul of both provincial 
and municipal revenue systems in the light of the 
radical changes in economic circumstances which 
had occurred was responsible for piling up a heavy 
burden of deadweight debt. Quebec would appear 
still to have some latent reserves of credit and 
taxation but will require a fairly drastic reorganiza
tion of the provincial and municipal division of 
revenues and responsibilities, and a substantial 
broadening of the joint provincial-municipal tax 
basis to provide for the new level of expenditures 
and debt. 

.. See Chapter vn 
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ONTARIO 

TABLB 95.-'REVEN11ES ON CmuumT ACCOUN'l'-PEB CAPITA, 1937 

Provincial and Municipal Provincial Municipal 

I Per Capita P~cfo:r I Per Capita $Per Capita 
Revenue 

ant. All ant. All ant. All o I All 
-------------------------------------~-----~~Pro:=v:·_~----11--Pro--v._~-----~-Pro __ v_._, ___ nt_._: __ Pro __ v __ . 

1'1eaJ Property Taxea ............................ , • , , ....... 29.10 22.60 51 45 0.06 0.53 29.04 22.07 

Gaaollne Tu"" and Motor V ehiele Licences ..•..•.••.......... 7.12 5.M 12 12 7.12 G.M 

Public Domain ............................................ 1.44 J.OO 2 4 1.44 1.90 

Liquor Control. .......................................... 2.82 2.68 ll 5 2.82 268 

Miacellaneou Taxea, Licences, Fees, etc •.•••........••..••. , . 6.18 685 11 15 1.50 1.64 4.68 li.20 

Sub-Toia.t .................................... 46.66 39.87 81 81 12,94 12.59 33.72 27.27 

Salee Taxes ............................................... 0.57 0.17 0.40 

Corporation Taxea ......................................... 2.80 ,3.06 5 6 2.80 3.06 

Income Taxee on Peraone ................................... 1.63 1.24 3 2 1.63 1.07 0.17 

Sueoeeeion Dutiee......... ..... •. .. .. .... .. .. .. .. .. . . .. ... 5.45 3.22 10 6 5.45 3.22 - -

Total Revenue from Provincial Solll'CI>I ••••••••••••••••••• · ••• M.M ~ --;j9 --96- 22 .82 "'2Q.i1 33.72 27 .M 

Federa!Subsidi.,........................................... 0.79 1.91 4 0.79 1.91 

TOTAL .................................................. 57.33 49.87 100 100 23.61 22.02 ~ 27.M 

Revenue System 

The outstanding feature of the Ontario revenue 
system is the high yield, both proportionately 
and absolutely, of real property taxation. This 
particuhr source has long been the backbone of 
Ontario public finance as might be expected from 
the highly urbanized character of the economy. It 
is chiefly through real property taxation that 
Ont-ario governments have taken advantage of the 
wealth and income which natural advantages and 
national policies concentrate in Ontario. In addi· 
tion, Ontario has been in a particularly favoured 
poeition to develop income taxes and succession 
duties to tap the same taxable surpluses. In the 
decade ending 1937 Ontario collected 1100 million 
of total suC<.'ession duty collections of $180 million 
in Canada. In 1937 stlccession duties and income 
taxes amounted to $7 per capita, or nearly one-half 
the total revenue of the provincial government in 
Quebec, for example. . 

The other taxes are normally lower in rate but 
yield as much per capita as in the rest of Canada. 
C-orporation taxes actually yield less per capita, in 
spite of the overwhelming cont'entration of corpora
tions in On,ario, the generally strong financial 

position of the provincial government having 
allowed it in the past to avoid carrying this par· 
ticularly undesirable type of taxation to the 
extremes found necessary by most of the other 
provinces. The closely related public dor1ain 
revenues are also less than average, the important 
mining industry yielding less than one-half a million 
a year in royalties and licences. ThlS is partic
ularly not-able in view of the wasting character of 
that industry's assets, its high currer.t rate of 
profits, the large public expenditures which were 
made to facilitate mining development, and the 
large public expenditu:es which will have to be 
made when the mines are exhausted. Ontario has 
already seen the virtual extinction of former 
flourishing industries based on natural resources, 
such as Ottawa Valley lumbering and Cobalt silver 
mining, and adequate conservation mea!lllres where 
these resources can be economically maintained, or 
financial preparation for necessary fu+ure adjust
ments where the resources are exhaustible would 
seem desirable. 

The high level of property taxation has put 
Onta.io municipalities on the whole in a comfort
able financial position. In addition, the relatively 



high yield of provincial taxation has enabled the 
provin.cial government to assist the municipalities. 
This position is in essence, of course, si.nply a. 
reflection of the much higher a.verage per capita 
income enjoyed in Ontario-in 1937, 43 per cent 
above the rest of Can~~da. But if national policies 
stimulate Ontario's income, national taxation takes 
a substantial amount of the cream, and Ontario's 
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taxation to a greater extent than in other provinces 
is affected by federal tax policy. In the field of 
progressive taxation, in particular, Ontario's action 
is restricted and future development will be largely · 
determined by federal policy. In return, federal 
subsidies are relatively negligible-in 1937 they 
provided less than 1! per cent of provincial
municipal revenues. 

TABLB 96.-EXPENDITUBES ON CURRENT AccouNT-PER CAPITA, 19:$7 

Provincial and Municipal Provincial Murucipal 

Perrentage 
I Per Capita of Total 

Expenditure 
I Per Capita I Per Capita 

Ont. All Ont. All Ont. All Ont. All 
Prov. Prov. Prov. Prov. 

Net Debt Charges ......................................... 9.46 9.52 18 20 4.99 4.59 4.47 4.94 

Pu'>lic W•lfare-
R•lief ......................................... 4.15 5.45 8 11 2.75 3.86 1.40 1.59 
Other .......................................... :::::: 8.63 7.26 17 15 4.55 4.05 4.08 3.21 

Education ............................................... 12.01 9.78 23 20 3.19 2.89 8.82 6.89 

Agriculture and Public Domain ............................. 0.98 1.86 2 4 0.98 1.86 

Transportation ............................................ 5.76 6.03 11 10 2 11 2.27 3.66 2.75 

General Government and Miscelianeous ...................... 10.69 9.80 21 20 400 3.77 6.69 6.03 

TOTAL.................................................. 51.68 46.70 100 100 22.57 23.29 29.11 2.5.41 
~ ~=!===--

Per Capita Provinci.>l Income $. . . . .. .. . .. .. . . .. • .. . . .. . . . . . 430 345 

Per Capita Outstanding Debts $ ..................... ....... 
Percentage o( Current Expenditure tn Provincial Income ....... 

Percentage of Outstanding Debts tn Provincial Income .•...•••. 

Expenditures 

Nearly one-half the debt of the Ontario Provin
cial Government, largely that portion represented 
by the Ontario Hydro-Electric Power Commission, 
is directly ~>elf-supporting. and while gross interest 
payments in 1937 were $33·2 million, net interest 
char~:es were only $18·5 million. Total net d~bt 
charges of provincial and municipal governments 
are almost exactly the Canadian per ca.,lta a.vt>rago 
and have increased somewhat 1~ than the average 
during the thirties, although the provincial govt"rn· 
ment's net debt charges alone have approximately 
doubled. Municipal charges have actually decreased 
and consequently aggregate provincial-municipal 
charges incre&..f!E'd only from $30 million in 1930 to 
$35 million in 1937 .. The eoupon rate on the pr()
vincial government's debt is relatively htgh (4·3 
per cent in 1937) as a result of heavy borrowings at 

338 

12 

79 

291 218 

·~I 
l:ll 115 

14 5 1 7 

8-l 51 51 28 33 

the high rates prevailing in the early twenties and 
again in the early thirties. However, $100 million 
of the 4! per Cf'nt and higher coupon rate debt 
matures in 1{)42 and 1943, and nearly two-thirds of 
this debt matures by 1950. Maturities are fairly 
evenly spread, as a result in part of a nwnber of 
serial issues which make up 30 pe:: cent of the out
standing debt, but s.inkir1g fund provisions for the 
balance of the debt are relative!) small. Slightly· 
more than cne-half the debt is now payable only in 
Canadian currency-in 1931less then one-third wa.s 
in this position. Municipal debt which in 1930 wa.s 
nearly 50 per cent more than that of Quebec wa.s 
less in 1937. and tras being reduced at a rate of 
approximately 3 per cent per annum. The reduo
tion is particularly striking in the ease of highway 
debt incurred iu tl:.e middle twenties and repaid in 
a relativdy short term by serial retirement& 
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Education and public welfare expenditures reflect 
the high level of real property taxation which has 
been established in Ontario, and also the greater 
than average financial a.ssistance which the provin
cial government has given municipalities, Muni
cipal expenditures on these services are some 28 per 
cent above the national average and provincial
municipal expenditures together 21 per cent higher. 
Nevertheless, Ontario has lost some of the outstand
ing lead enjoyed in these services in the twenties. 

Relief expenditures in Ontario, particularly in 
the industrial centres which depended on the pur
chasing power of the rest of the country, reached 
$60 million in 1934 but dropped relatively quickly 
to less than one-half that amount by 1937. In addi
tion to the measure of general recovery experienced 
in that year, the unemployment situation in Ontario 
was greatly alleviated by the spectacular expansion 
of the mining industry, which both directly 
furnished employment in the mines and stimu
lated supply and construction industries and 
incomes generally throughout the Province. 

The expanding frontier provided a useful outlet 
for both provincial and municipal public works. 
Experience has shown how costly is a policy of 
attempting to meet unemployment by provision of 
unnecessary public works. Generally speaking, 
provincial and municipal governments had made 
what were considered to be adequate capital pro
vision for the times during the twenties. When the 
depression struck, these facilities were in many 
cases found to be more than adequate and drastic 
retrenchment became the rule. MWlicipalities on 
whom the burden of unemployment first fell were 
thus led to undertake unnecessary projects and 
manufacture "boondoggling " jobs. Even at the 
peak this policy provided for only a small proportion 
of the total number on relief 19 and the cost and 
resulting deadweight debt burden proved out of all 
proportion to the cost of the alternative method of 
direct relief. This was partly because the munici
pality was a most inappropriate-unit to plan and 
time suitable public works, and its credit base was 
too restricted to permit the necessary amount of 
deficit financing. The same considerations applied, 

. although to a lesser extent, when provinces stepped 
in and adopted similar policies after municipalities 
had come to an end of their resources. In brief, in 
the absence of any long range and comprehensive 
planning of public works and administration by the 
Federal Government, which alone could pursue 
appropriate monetary policies to finance them, relief 
works programs by provincial and municipal gov-

,. A--'ix I-A.. B. G......,.., htU. Aail,_ ...r B...W 
,_,p.l2. 

ernments were desirable only where ~me real need 
existed for new public works. We have already 
noted that the need for modern highways in the 
Maritimes provided an opportunity for a large-scale 
and basically sound public works policy. The 
mining development in Northern Ontario likewise 
created a need for both provincial and municipal 
works (roads, schools, etc.) and for this reason 
Ontario was able to resort to a public works policy 
more advantageously than other provinces. 

On agriculture and public domain Ontario has 
found it necessary to make relatively sma.ll net 
expenditures, although the contribution of the 
Hydro-Electric Power Commission of Ontario, the 
Temiskaming and Northern Ontario Railway, and 
the Ontario Farm Loans Board to the development 
of the Province's resources should not be over
looked. It has already been noted that Ontario 
may not, however, be making adequate provision 
for the conservation and most economic exploitation 
of its natural resources, or for the situation which 
will develop when some of these resources are 
exhausted. The transportation expenditures of 
Ontario governments reflect the stronger than aver
age financial position of the municipalities and the 

, earlier assumption by the provincial government 
of responsibility for planning and carrying out a 
comprehensive and suitable highway policy. 

Summary 

Any discussion of public finance in Ontario must 
be in the light of the superior position Ontario 
holds in the national economy. In the field of public 
finance this has been taken advantage of largely 
through heavy real property taxation. As a result 
Ontario municipalities as a. whole, and services 
jointly shared by municipalities (education, public 
welfare and roads), are in a more comfortable 
financial position than in the rest of Canada.. (There 
are, of course, important exceptions such as one
industry towns and some metropolitan suburbs.) 
This superior financial position, however, has been 
purchased at the expense of a frequently inequitable 
burden on one class of wealth. Because Ontario 
possesses such a large proportion of the taxable 
income of the Canadian economy, federal taxation 
policy is a factor of major importance in the Prov
ince's financial outlook. In the past a sufficient 
field has been left to provincial tax authorities to 
enable them, with relatively moderate taxation, to 
establish a level of governmental services above the 
average. However, intensive federal direct taxation, 
added to the already high level of property taxation, 
would severely pinch the provincial government. 
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MANITOBA 

TABLII 97.-REVENUI!II ON Ctnut.m.n- AccolJN'l'-l'EK CAPITA, 1937 

Provincial and Municipal Provincial Municipal 

S Per Capita p~:r S Per Capita S Per Capita 

Man. 

Real Properly Ta.xee ..••....••.•••...••••...••••••..•••..•. 23.71 

Gasoline Tuee 811d Motor Vehicle Licencee ...•.•..••••••••... 5.08 

Publie Dom.ain ............................................ 0.84 

Liquor Control. ................. : ......................... 2.« 

MisceUaneoue TILXI!Il, Licences, Feee, etc .....•...•.•••••..•••. 6.73 

Sub-Total ...................................... 38.80 

SaleeTuee ............................................... 

Corporation Tuee ......................................... 2.58 

Inrome Ta.xee on Pereona ................................... 3.89 

AU 
Prov. 

22.60 

5.84 

1.90 

2.68 

6.85 

39.87 

0.57 

3.06 

l.U 

Revenue 

M811. 

48 

10 

2 

5 

a 
79 

5 

8 

AU 
Prov. 

4li 

12 

' 6 

15 

81 

6 

2 

Man. 

1.03 

5.08 

0.84 

2.44 

1.48 

10.87 

2.58 

3.89 

AU 
Prov. 

AU 
ProY. 

0.53 22.68 22.07 

5.84 

1.90 

2.68 

l.M 5.25 5.20 

12.59 27.83 27.27 

0.17 

3.06 

1.07 

0.40 

0.17 

Sueeeeeion Dutiee ......................................... 

Total Revenue from Provincial So...-....................•. 

0.&6 3.22 6 0.&6 

4li.83 47.96 83 96 17.90 

3.22 
1-:----+----1--:-:-t--:-:-i-::-::-::'i-:::-::-f--- --

20.11 27.83 27.84 

Federal Subsidiee .......................................... 3.U 

TOTAL .................................................. 49.25 

Revenue System 

An important factor in the provincial-municipal 
revenue system of Manitoba is the substantial yield 
of real property taxation, particularly in Winnipeg. 
Another factor of particular interest in comparison 
with other provinces is the emphasis on direct 
taxation. The provincial income tax, which was 
long the heaviest in North America on low salary 
brackets, and provincial succession duties raised 
nearly one-fifth of total provincial revenues in 1937. 
This seems a high figure for an agricultural economy, 
but it is due in some degree to a greater economic 
diversity than is perhaps generally appreciated, and 

1.91 7 4 3.(2 1.91 

49.87 100 100 21.32 22.02 27.83 27.84 

to the accumulation in the City of Winnipeg of a 
relatively large proportion of the surplus and tax
able income of the Prairies. In addition, the pro
vincial government took prompt and effective 
action to maintain revenues, and from their low 
point in 1931 provincial government revenues had 
recovered to the 1929 peak by 1933-the year in 
which aggregate provincial revenues touched their 
depression low and were some 20 per eent less than 
in 1929. In addition a special federal subaidy of 
nearly one-half again as much as the regular subsidy 
aided the provincial government in 1937. The 
revenue system of Manitoba has come through a 
period of abnormal strain as one of the 110undest 
and most progressive in Canada. 
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TABLl!l 98.-EXPl!lNDITUREII ON CURlll!lNT AccoUN'l'-Pl!lB CAPITA, 1937 

Provincio.l and Municipal Provincio.l Municipal 

S Per Capita p~fcf~~J· 
Expenditure 

S Per Capita $Per Capita 

Man. 

Net Debt Charges: ••••••••••••••..•••••.•..••.••••••..•••. 10.39 

Public Welfare-

~:::::::: -:::::::::::::::::::::::::::::::::::::::::: 6.~5 
7.47 

Education ............................. ; •••••..••.•••..•.. 9.C3 

Agriculture and Public Domain .............................. 1.02 

Transportation ............................................ 4.04 

All 
Prov. 

9.52 

5.45 
7.26 

9.78 

1.66 

5.03 

Man. 

21 

14 
15 

20 

2 

8 

All 
Prov. 

20 

11 
15 

20 

4 

IO 

Man. 

5.16 

4.h) 
4.45 

2.33 

1.02 

1.25 

All 
Prov. 

4.59 

3.86 
4.05 

2.89 

1.86 

2.27 

Man. All 
Prov. 

5.23 4.94 

2.86 1.59 
3.01 3.21 

7.30 6.89 

2.79 2.75 

General Government and Miscellaneous...................... 9.24 9.80 20 20 2.69 3.77 6.56 6.03 -----:------c-----------
TOTAL........... .... .... ......... .... . ..... ............ 48.75 48.70 100 100 21.00 23.29 27.75 25.41 

Per Capita Provincial Income, S .......................... · .. 361 

Per Capita Outetanding Debt, $ ............................. 292 

Percentage of Current Expenditure to Provincial Income ..••••. 

Pertel!ltage of Outetanding Debt to Provincial Income ••••••.•• 

Expenditures 

Net debt charges (of provincial and municipal 
governments) roughl} doubled in the early thirties, 
but in recent years have shown no increase. The 
provincial government's debt increase (1929-1937-
$21 million) was almost entirely due to relief costs, 
and all capital expenditures were drastically cur
tailed. Although Manitoba's credit weakness pre
vent .. >d the government from making any economies 
through debt refunding, the new borrowing was 
done from the Dominion on 3 per cent Treasury 
Bills. Virtually all the outstanding 6 per cent bonds 
mature by 1947, but the major -proportion of the 
4!, 5 ar.d 5! per cent bonds do not m&ture until the 
fifties, and two-thirds of the debt is optionally pay
able in currencies other than Canadian currency. 
The interest charges are consequently rigid and 
vulnerable to exchange movements. The outstand
ing municipal debt, in spite of the pressure of relief 
costs on Winnipeg and of the drought in the south
western corner of the Province, was reduced nearly 
10 per cent from 1930 to 193i. owing largely to 
repayment of debt incurred for highway and public 
utilities. 

Provincial and municipal expenditures on educa-
tion and Wl"lfare (excluding relief) were reduced 
approximately 10 per cent from 1930 to 1937 

14 

81 

345 

291 171 177 122 115 

14 6 7 8 7 

84 4'1 51 34 33 

although aggregate expenditures of all provinces and 
municipalitie~ rose 5 per cent during this period. 
At the present figure Manitoba's expenditures on 
these services are almost exactly the Canad;an per 
capita average, although there are some factors 
which would tend under normal circumstances to 
make them above the average. For exan1ple, in 
Manitoba, as in the other western provinces, there 
is a lack of privately endowed universities, hos
pitals, and other communal facilities which imposes 
a heavier burden on public funds than in the eastern 
provinces. 

The major t•elief problem has been in the metro
politan area of WinniP,eg, although drought relief 
wa.s necessary in the southwestern municipalities, 
and the chronic distress of the interlake region grew 
worse. Winnipeg (and its suburbs) ine\itably 
suffered heavily from its great dependence on the 
Prairie wheat industry, and in addition became the 
natural rallying point for the large body of floating 
labour which is such an essential dement in the 
Prairie economy. Crop failures and the cessation of 
virtually all construction activities left this gro:.tp 
destitute and added to the already serious unem· 
ployment problem of the Wirnipeg area. A larger 
than average share of relief costs was left to munici
palities (1930-1937-27 per cent as compared with 



the national average of 18 per cent) partly because 
Winnipeg's own financial position at the beginni~g 
of the depree~ion was very strong. Several of .1ts 
dormitory suburbs, however, entered the depress~on 
in a weak condition and, as their taxable capae1ty 
diminished almost as rapidly as relief costs grew, 
they were quickly forced into bankruptcy. The 
experience was Loth an indictment of the policy of 
leaving the costs of climatic and international trade 
disasters to small and arbitrarily segregated units, 
and of the obsolete form of municipal organizatien 
of metropolitan areas. The very good crops in • 
recent years, combined with more than average 
severity of taxation and retrenchment of expendi
ture, permitted the provincial government and most 
of the municipalities. to finance their shares of 
relief costs but at the expense of creating a sense of 
unjust and illogical treatment. 

Expenditures on general government, public 
domain, and highway maintenance all reflect the 
severe policy of retrenchment pursued by the Mani
•oba Government. In some cases essential main-

tenance expenditures have been deferred to an 
extent which will prove costly in the long run. In 
the field of development there would appear to be 
room for some productive expansion of expenditure. 

Summary 

The financial position of Manitoba Governments 
reflects a picture of a very hard hit economy. The 
governments, however, rigorously reduced expendi
tures, discovered some unsuspected reserves of 
strength, and promptly chose a direct and efficient, 
al~hough not particularly popular, method of main
taining revenues. These measures, wi,tJl Dominion 
assistance, sufficed to weather the worst of the storm 
and Manitoba has recently been favoured with 
exceptionally good crops. Manitoba remains handi
capped, however, by a rigid public debt structure 
and by a chronic metropolitan unemployment prolr 
lem which affects the suburban municipalities in 
particular. Continuation of the present conditions 
threatens the credit and financial stability of both 
provincial and local governments. 

SASKATCHEWAN 

TABLE 99.-REVENUES CN CUIUIENT AccouNT-l'EB CA!'JTA, ·1937 

Rea.l Property Taxee ................. ..................... 
Gasoline Taxes. and Motor Vehiele Ueenees ................... 

Public Domain ....•.•.........•...•.•.•............•....•. 

Liquor ('.ontrol. ........................................... 

Mii<'ellaneous Taltllll, Uceuees, Fees, etc ...................... 

Sub·Total .................................... 

Saloe Taxes ..........•.•••.•.....•••......••.•...•.••..•.. 

Corporation Ta.xeo ......................................... 

lnrome Tueo on Peraona .................... ; .............. 

Suoc:MSioD nuu ............................................ 
Total Revenue fr<>m Provincial Sources .•.•.•.••.••••.••••••. 

Fodera~ Subeidiee .......................................... 

TOTAL .................................................. 

Provincial and Mllllieipal 

I Per Capita 

&sk. 

17.55 

3.81 

0.85 

1.35 

7.75 

31.31 

1.38 

1.30 

0.38 

0.26 

M.63 

5911 
t-· 

40.61 I 

All 
Prov. 

22.60 

6.84 

1.90 

"2.68 

6.85 

39.87 

0.&7 

3.06 

1.24 

3.22 

47.96 

1.91 

49.87 I 

Percentage 
of Tot.al 
Revenue 

Sask. 

43 

10 

2 

3 

19 

'l7 

3 

3 

85 

Ui 

100 

All 
Prov. 

45 

12 

4 

5 

15 

81 

6 

2 

6 

96 

4 

100 

Provincial 

I Per Capita 

Bask. 

1.03 

3.81 

0.85 

1.35 

1.87 

8.91 

1.38 

1.30 

0.38 

0.26 

12 :1.3 

5.98 

18.21 

All 
Prov. 

0.53 

5.~ 

1.90 

2.68 

1.64 

12.59 

0.17 

3.06 

i.07 

3.22 

31.l.ll 

1.91 

22.02 

Mlllllcipal 

I Per Capita 

Bask. 

16.52 

5.88 

22.40 

22.40 

22.40 

All 
Prov. 

22.07 

5.20 ---
2:1.2:1 

0.40 

0.17 

27.84 

2:1.84 
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Revenue System 

The Saskatchewan debacle is so well known that 
it is unnecessary to labour the point that statistical 
comparisons between Saskatchewan and other prov
inces for recent years are unrealistic. The per 
capita income of Saskatchewan, which for years 
exceeded the national average, was in 1937 only 
two-thirds of that average and, with the exception 
of Prince Edward Island, much the lowest in 
Canada. The revenue structure in Saskatchewan 
has been influenced by the nature of the economy 
and by the fact that during the period of expansion 
a few relatively simple tax measures yielded 
sufficient revenues tO finance governments which 
were in general most economically administered. 
Our comparison shows that real property taxation 
in Saskatchewan was about three-quarters of the 
national per capita average in 1937, but this com
parison is based on tax levies rather than on cash 
collections, and in 1937 only one-third of the muni
cipal levy was collected. The other tax sources 
also tend to yield much less than the national 
average. Gasoline tax returns, for example, are 
reduced by exemptions for farm use; public domain 
revenues are low because of the limited range of 
resources and their unfavourable economic position 
at present; liquor profits are low because of the lack 

of purchasing power under present conditions; pro
gressive taxation (income taxes and succession 
duties), in spite of high rates, yields relatively 
negligible returns, and the same circumstances
the lack of any individual or corporate concentration 
of wealth in Saskatchewan-restrict corporation tax 
yields similarly. The sales tax is an effort to broaden 
the base of taxation. It is more appropriate in an 
economy such as that of Saskatchewan's than it 
would be in other provinces, and has been productive 
in circumstances in which few other taxes could 
have been, but it cannot be looked on as a desirable 
permanent feature or precedent. 

The marvel is not that Saskatchewan's revenues 
fell, but that they did not fall more. Provincial 
revenues, in fact, rose slightly between 1930 and 
1937, and municipal revenues, on an accrual basis, 
fell only one-quarter. In 1937, 15 per cent of total 
provincial-municipal revenues was provided by the 
federal subsidy (including the special temporary 
grant). The special subsidy, the Dominion loans to 
tl).e Province (and the subsequent write-offs), and 
the Dominion assumption of relief responsibility in 
the drought area form the leading example of the 
arbitrary financial transfers necessary on occasion, 
under the present division of powers and responsi
bilities, to maintain the framework of government. 

TABLE 100.-EXPENDITUBES ON CUBRENT AccouNT-PEll CAPITA, 1937 

Net Debt Charges ......................................... 

Public Welfare-
Relief ................................................ 
Other .............•.••...•.•..••... ;-; ....•.........•. 

Education ................................................ 

Agriculture and Public Domain ............................. 

Transportation ..•..................•.......... ·•·········· 

General Government and Miscellaneous ......•.•.••.......... 

Provincial and Municipal 

I Per Capita 

Sask. 

9.37 

11.44 
7.18 

8.72 

1.35 

3.04 

8.41 

All 
Prov. 

9.52 

5 45 
7.26 

9.78 

1.86 

5.03 

9.80 

p~f"T~~· 
Expenditure 

Sask. 

19 

23 
14 

18 

3 

6 

17 

All 
Prov. 

20 

11 
15 

20 

4 

10 

20 

Provincial 

S Per Capita 

Sa.sk. 

6.48 

10.91 
3.85 

3.36 

1.35 

1.39 

3.24 

AJl 
Prov. 

4.59 

3.86 
4.05 

2.89 

1.86 

2.27 

3.77 

Municipal 

S Per Capita 

Sask. 

2.90 

0.53 
3.34 

5.36 

1.65 

5.15 

All 
Prov. 

4.94 

1.59 
3.21 

6.89 

2.75 

6.03 

TOTAL.................................................. 49.51 48.70 100 100 30.58 23.29 18.93 25.41 
====-~-------

Per Capita Provincial Income, 1 .••••.•.•.•••••.••..••...... 208 345 

Per Capita Outstanding Debt, $ ....................•••..•.•. 291 291 230 177 62 115 

Pereentage of Current Expenditure to Provincial Income .•...•. 24 14 15 7 9 7 

Pe.n:entage of Out.standing Debt to Provincial Income ......•.. 141 84 111 51 30 33 



Expenditures 
The provincial government's debt interest charges 

(gross and net) tripled between 1930 and 1937, but 
an actual reduction in municipal debt charges has 
restricted the increase of aggregate provincial
municipal debt service during this period t? ~ittle 
more than $3 million ($5·6 million to $8·8 million). 
Even at the present figure the joint provincial
municipal debt (which is almost exactly. the national 
per capita average) is not alarmin~, ~xcept in rela
tion to the abnormally low provmClal mcome of 
recent years. Any reduction through normal refund
ing processes of the interest rate on Saskatchew~n's 
outstanding funded debt was not, of course, poss1ble 
in the circumstances of the thirties, but the great 
bulk of the new debt consisted of Trea.sury Bills 
sold to the Dominion at artificially favourable rates, 
and interest on these has been paid by further 
Treasury Bill issues. Borrowing from the Dominion 
for relief purposes up to 1937 was greater than the 
total provincial debt in 1929. Slightly more than 
one-half the provincial funded debt is in optional 
payment securities and two-thirds of the 4l per 
cent and higher coupon bonds do not mature until 
the 1950's or later, thus introducing certain uncon
trollable and rigid factors. But the special write
offs which the Dominion has already made on 
certain of its loans to Saskatchewan, the capitali
zation of interest due to the Dominion, and the 
assumption by the Dominion of the total costs of 
relief in the drought area all indicate that Saskat
chet\"an's debt is considered as being in a special 
category, and can scarcely be appraised by conven
tional criteria. Although the financial position of 
Saskatchewan municipalities is desperate it is not 
revealed in their debt position because borrowings 
were held down to very moderate amounts during 
the twenties, and their credit was such that they 
simply could not borrow during the thirties. 

Expenditures on education and public welfare 
(excluding relief) were cut between 1930 and 1937 
by one-quarter. Education was particularly hard 
hit-joint provincial-municipal expenditures on 
education were reduced 40 per cent and rural 
municipal expenditures were cut by two-thirds. In 
the long run, when the personnel affected can find 
alternative employment, these reductions must pro
duce serious deterioration in standArds, and, as we 
have observed elsewhere, this concerns not oruy 
Saskatchewan but the whole country. The reduc
tion in public welfare expenditures at a time when 
needs were increasing on a gigantic scale is the cold 
statistical reB.ection of a tremendous amount of 
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human misery. It is not a surprising, although a 
tragic, commentary that the pressure on mental 
institutions became particularly acute and beds are 
lacking for one-third of the serious cases. It is true 
that expenditures on a per capita basis are not 
materially below the Canadian average, but in rela.
tion to the needs (and in relation to the previous 
standards which were maintained) they are pitifully 
inadequate. 

Relief expenditures in Saskatchewan reached 
fantastic levels. In 1937, when two-thirds of the 
population were on relief, relief expenditures by all 
governments in Saskatchewan were double total 
provincial and municipal revenues, excluding sub
sidies. A great proportion of the burden was for 
agricultural aid, and the necessity of supplying the 
operating costs for the major industry, rather than 
merely subsistence for individuals, involved huge 
amounts of money. There is ground for serious 
criticism of the methods adopted. Although the 
Dominion had to supply the bulk of the funds, the 
loans to farmers were made through provincial and 
municipal agencies, and the unpopular task of col
lecting the loans to reimburse the Dominion was 
also in their hands; there is some reason for believ
ing that they engaged in the former function with 
far more enthusiasm than in the latter. Of much 
greater importance than the inevitable financial 
losses in sueh a system was the penalty imposed on 
individual honesty and self-reliance. From the 
point of view of Dominion-provincial relations and 
the smooth working of the federal system the 
creation of a huge amount of inter-governmental 
debt, and the financial dependence of Saskatchewan 
on the Dominion were threatening. In addition to 
the necessity for agricultural aid in the drought area, 
which it could be hoped was a temporary phe
nomenon, it became evident that in some areas of 
submarginal land a large proportion of the popula
tion would have to be moved. The provincial 
government of course has not had the funds, either 
to attempt to rehabilitate the depressed areas or to 
transfer people to undeveloped northern lands and 
equip and support them on the necessary scale. 

Expenditures on general government, agriculture, 
public domain and highways all reflect drastic 
retrenchment. Highway maintenance expenditures 
were cut most severely-from 1930 to 1937 by 45 
per cent. These cuts fell on a province which had 
never, except for a brief period in the early thirties, 
been a lavish spender, and they have consequently 
reduced expenditures in many cases below the 
desirable minimum leveL The long-run costa of 
deferred maintenance threaten to be very great. 
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Summary 

Se.skatchewan presents the outstanding example 
of the unsuitability of the existing public finance 
system in emergencies,-but it must be admitted 
that almost any system would have broken down 
iJ, the circumstances. However, when we consider 
the unfavourable economic prospects for Saskatche
wan's major industry '!.nd the need for very large 
rehabilitation expenditures, it seems evident that 
Saskatchewan will not, under the present system, 
be able to assist the recovery of its economy or to 

provide its population with services on a desirable 
scale. Although incomes are higb in good years, 
they are not in easily taxable form, and there are 
no urban centres or corporate organizations of 
itnportance in Saskatchewan where surplus income 
accumulates and can be reached by provtncial 
taxation. The rest of the country came to Saskat
chewan's assistance on a very large scale in the 
emergency of the drought disaster, but there is 
serious danger that Saskatchew.m will be left to its 
own inadequate resources to face the major long-run 
problems of readjustment and recovery. 

ALBERTA 

TABLE 101.-REVENUES oN CURRENT AccouNT-PER CAPITA, 1937 

Provincial and Municipal Provincial Municipal 

$Per Capite. p~f"f~t'fe 
Revenue 

$Per Capite. $Per Capita 

Alta. p~~- Alta. P~. Alta. P~. Alto.. lo~. 
--------------·-------------------'------
Real Property Taxes ......•.. ...................... 22.35 22.60 45 45 1.52 0.53 20.83 22.07 

Gasoline Taxes and Motor Vehicle Licences .......... , .•..•••. 5.63 5.84 11 12 5.63 5.84 

l'uLlio Domain ..... ................ ~ ..................... 2.17 1.90 4 2.17 1.90 

Liquor Control. •.•••••••.•••••.•••..•.•••..•.•...••..•... - 3.33 2.68 7 5 3.33 2.68 

Miscellaneous Taxes, Licences, Fees, etc •••••••••••••.•.....•• 8.03 6.85 16 15 3.28 1.64 4.75 5.20 

Sub-Total .................................... 41.51 39.87 83 81 15.93 12.59 25.58 27.27 

Sal.s Taxes .............. _ ................................. 0.77 0.57 2 0.77 0.17 . 0.4(). 

Corporation Taxes ............... .' ........................ 2.'14 3.06 5 6 2.74 3.06 

Income Taxes on Persona ...................... · ............. 0.85 1.24 2 0.85 1.07 0.17 

SucceasionDuties .............. .' ................ :......... 1.70 3.22 3 6 1.70 3.22 
------f-------------

Total Revenue from Provincial Sources .............. ,....... 47.57 47.96 95 96 21.99 20.11 25.58 27 .&; 

Federal Subsidies .......................................... ~~--5-~ ~~_:::__:::_ 

TOTAL .................................................. 49.85 49.87 100 100 24.27 22.02 25.58 27.84 

Revenue System 

The distinctive features of the Alberta revenue 
system include the survival of provincial real 
property taxation (as in Saskatchewan) ar:.d of some 
features of it which still show the influence of 
single tax theories. Progressive taxation, in spite 
of high rates (and in spite of an abnormally high 
succession duty payment in 193?), yields less than 
average. Corporation taxes have recently been 
sharply increased-a step influenced by more than 
simply revenue considerations. There was also a. 

short-lived experiment with a provincial retail sales 
tax in 1936 and 1937. The new Turner Vr.lley oil 
field has been chiefly responsible for a. rapid 
expansion in public domain revenues. Provincial 
revenues (excluding subsidies) dropped 23 per cent 
from 1929 to 1931, but since then have risen 
impressively and by 1937 were one-third above the 
1929 peak, although provincial income was 30 per 
cent lower. Virtually all forms of provincial 
revenue show increases since 1929 with the excep
tion of real property taxation. But, even the 
returns of this tax, both provincially and muni' 



cipally, did not decline as much as might have 
been expected and total provincial-municipal 
revenues in 1937 were 7 per cent higher than in 
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1930. The fall in land values, however, has made 
the prevailing rates of property taxation extremely 
burdensome. 

TABLIII 102.-EXPENDITUiliiiS ON ~AcCOUNT-PER CAPlTA, 1937 

Provincial and Municipal Municipal 

I Per Capita 
Pereen~a«e 
of Total 

Expenditure 
I Per Capita I Per Capita 

Alta. 

Net Debt Cbarge& ......................................... 7.55 

Public Welfare-
Relief ..•••••.••••••..•••..••.•••••••••.•••...•..••••. 3.76 
Otbu ......... , ..........•....•.... _ ..............•... 7.11 

Education ................................................. 12.14 

Agriculture and Public Domain ............................. 1.14 

Transportation ..•........•................•.........•••••. 5.35 

Genua) Government and Miscellaneous ...••.......•..•..••.. 7.66 

TOTAL ................. ···················4············ 44.71 

All 
Prov. 

9.52 

545 
7.26 

9.78 

1.86 

5.03 

1).80 

48.70 

Alta. 

17 

8 
16 

27 

3 

12 

17 

100 

All 
Prov. 

20 

11 
15 

20 

4 

10 

20 

100 

Alta. 

(o14.58 

2.48 
3.82 

3.39 

1.14 

1.72 

3.00 

W20.13 

All 
Prov. 

4.59 

3.86 
4.05 

2.89 

1.86 

2.27 

3.77 

23.29 

Alta. 

2.97 -&.94 

1.28 1.59 
3.28 3.21 

8.75 6.89 

3.63 2.75 

4.67 6.03 

24.58 25.41 

Per Ce.pita Provincial Income, $. . . . . . .. . . . • .. • .. . . .. . . .. . .. 312 3411 

Per Capita Outstanding Debt,<ol $.. ..... . .. .. . . .. . . .. .. .. . . . 284 

Percentage of Current Expenditure to Provinciallneome<ol..... 14 

Percentage of Ollt.standing Debt to Provincial IneomeW........ 91 

"-'Exclud .. uopaid illtei'IOOt. 

Expenditures 

National interest has been centred on Alberta's 
arbitrary reduction of debt charges. These have 
consistently been the highest of any province in 
Canada and it is perhaps not surprising that they 
were singled out for attack. Provincial net debt 
charges in 1930 were $4·3 million annually, and ia 
1937 at full interest rates would have been (after 
adjustment for interest received) $5·4 million; 
actu11.lly they were $3·6 million. Only 22 per cent 
of the provincial funded debt is payable in Cana
dian currency only, and more than one-half the debt 
bearing 4! per cent coupon rates or higher does not 
mature until after 1950. It is consequently evident 
that the provincial debt at its original coupon 
rates was in a technically rigid and 'nllnerable 
position, and only small reductions in carryi~.g 
du1.rges would have been possible through orderly 
lt'funding. Municipal debt is substantially below 
the Canadian average and per capita municipal 
debt charges in 1937 were only one-half the average. 
This is in part due to reorgan.Uation of the Calgary 
and Edmonton debts. The outstanding debt of 
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14 

84 

218 

6 

70 

177 

7 

51 

66 

8 

21 

115 

7 

33 

rural municipalities is negligible. Roughly speak
ing, the savings from the interest cut have been 
used to pay for relief, thus holding debt increases 
on this account below the average. In addition, 
capital expenditures have been held down to 
moderate levels, resulting in the lowest over-all debt 
increase for combined provincial and municipal 
go\ernments during the depression in any province 
except Manitoba. · 

Expenditures on welfare (excluding relief) and 
education are still 13 per cent above the national 
per capita average, although they have declined 
3 per eent as compared with a nation-wide increase 
of 5 per cent between 1930 and 1937. Expenditures 
by the provincial government on these services have 
been increased, offsetting part of the enforced 
reduction in municipal expenditures on education. 
Certain factors, such as the eost of living and the 
scattered nature of settlement, tend to make the 
costa of these services higher than average in order 
to provide equal standards. In addition, Alberta 
has experimented more freely than most other 
provinces with advanced forma of public welfare 
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and educational services. In this, as in the provision 
of community equipment, Alberta has consistently 
shown an inclination, characteristic of newly opened 
and rapidly developing economies, to use com
munity effort and credit to accelerate development 
and provide the amenities of life. This policy 
inevitably involves, of course, a higher level of 
governmental overhead, but may in return provide 
a higher real provincial income. 

Agricultural relief has been a serious problem in 
Alberta, although owing to materially better crops 
and greater diversification than in Saskatchewan 
not on the same tremendous scale as in that Prov
ince. Distress was caused by the combination of 
ruinously low prices and what are probably the 
highest fixed charges (in the form of agricultural 
indebtedness, railway freight rates, irrigation invest
ments and government indebtedness) in Canada 
rather than by climatic disaster. The provincial 
government, which supplied the bulk of the funds 
necessary for agricultural relief, collected a. much 
higher proportion of its advances than did Saskat
chewan, where Dominion funds were re-loaned, in 
part because of the better crops in Alberta and the 
reduction in private debt charges. In Edmonton 
and Calgary,. Alberta has a problem somewhat 
similar to that of Winnipeg's, although on a much 
smaller scale, as the unemployed floating labour of 
the Western Provinces tend to congregate there. 
The Turner Valley oil development and the mining 
activity in the Northwest Territories alleviated the 
problem in Calgary and Edmonton, but only to a 
limited extent. Advances to these cities of more 
than $21 million were made by the provincial gov
ernment but nevertheless the burden proved exces
sive, and they were forced to reduce their debt 
charges. The Government's arbitrary reduction of 
interest rates has .had important and probably 
unexpected reactions on the method of financing 
relief. In 1937 (i.e. fiscal year 1937-38), which was 
the first period in which the full eff~ct of the halving 
of interest rates on government bonds was reflected 
in the budget and the latest period for which com
plete statistics on relief expenditures are available, 
the Province and municipalities spent some $4 
million on relief from· their own funds. The 
provincial government reduced interest payments 
by $3·4 million. In brief, relief was financed by a 

forced levy on bondholders rather than, as in other 
Western Provinces, by advances from the Dominion; 
from an immediate cash ·point of view the bene
ficiary of the Alberta action was the Dominion 
government which was relieved of the necessity of 
making further loans to the province, although it 
was the provincial government which bore the 
stigma of default. 

Expenditures on public domain, agriculture and 
highways are influenced by the fact that Alberta 
possesses the last important undeveloped agricul
tural frontier in Canada. Development of this 
frontier, and also of the newly discovered mineral 
and oil resources, calls for substantial capital invest
ment and for increased expenditures on current 
account. The nature of the terrain and the long 
distances which separate the settled areas make the 
provision and maintenance of highways more costly 
than average. 

Summary 

.Alberta's fillancial position should be considered 
in relation to its present economy and its potential 
development, as well as to the conditiQn of default 
which now exists. High debt charges have unques
tionably been an outstanding and important charac
teristic, not only of Alberta public finance but of 
the whole economy, and they become extremely 
serious when income failS sharply. The pressure 
is intensified, of course, by the fact that most of the 
debt is held externally and the creditors are conse
quently not subject to the jurisdiction of Alberta 
taxing authorities. In these circumstances the 
rigidity of the debt structure will, on occasion, put 
great pressure on the economy, and, as a natural 
reaction, make the position of creditors highly 
vulnerable. A more elastic and appropriate form c:ii 
financing than that of fixed interest rates for agri
culture and other economic activities would add 
greatly to the Province's prospects of financial 
stability. The need for additional capital to finance 
the development which Alberta's resources would 
apparently justify makes this an extremely impor
tant factor. With a private and public financial 
structure designed in relation to its regional charac
teristics and economic disabilities, Alberta should 
be able to maintain a high standard of living and of 
community services. 
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Bams11 CoLUMBIA 

TABLII 103.-B.Iwmnni:B oN C'o'JuLuT Acco'ON'l'-Pu CAPITA, 1937 

Provlnelalud MUDiclpal. MUDicipal. 

I Per Capita 
Percentage 
of Total 
Re'lenue 

I Per Capita I Per Capita 

B.C. 

BeaJ Property Taxee ....................................... 26.11 

Ouolille Taxee md Motor Vehicle Licencee ................... 8.03 

Public Domain ............................................ 6.88 

Liquor Control.. .......................................... 8.45 

Miecellaneoua T..,..,., Licencee, Feee, etc ...................... 7.70 

Sub-Total .................................... 63.17 

· Sa.ltW Taxee .................................. , ........... , 

Corporation Tax ........................................... 9.26 

Ineome T&X~W on Pereo111 ................................... 2.67 

Succeaaion DutitW ..... ; .................................... 1.90 

Total Revenue from Provincial Sourcee •••••••••••••••••••••• 66.99 

Federal Sub.liditW ............................. , ............ 2.10 

TOTAL .............. , ................................... $.16 

Revenue System 

The most striking feature in the above table is 
the comparison between the per capita revenues of 
the provincial government of British Columbia and 
the average for all Canadian provinces. The British 
Columbia figure is nearly double the average. 
Municipal revenues are at the Canadian average, 
although a smaller portion of British Columbia is 
municipally organized than is the case in most 
provinces. 

Nearly all the revenue sources produce higher 
returns than in the rest of Canada, but the most 
striking lead is in corporation taxation and public 
domain revenues. These are three times the Cana
dian average in yield per capita. They are made 
possible by the richness of some of British Colum
bia's natural resources and the highly concentrated 
corporate form of organization which has been 
adopted to exploit them. Gasoline taxes, liquor 
control profits and real property taxation all sub
stantially exceed national averages and refieet the 
higher per capita income and purchasing power in 
British Columbia. On the other hand, succession 
duty yields are little more than half the national __ .. 

All 
Pro.... 

22.80 

5.84 

1.90 

2.68 

6.85 

39.87 

0.6'1 

3.06 

1.24 

3.22 

47.96 

1.91 

411.87 

B.C.~-

38 45 

12 12 

8 4 

8 5 

ll 16 

'17 81 

13 6 

4 2 

8 6 

97 96 

3 4 

100 100 

B.C. 

2.74 

8.03 

6.88 

1;.45 

3.62 

26.'12 

9.26 

2.67 

1.90 

311.54 

2.16 

41.70 

All 
ProY. 

0.53 

5.84 

1.90 

2.68 

l.M 

12.69 

0.17 

3.06 

1.07 

3.22 

20.11 

1.91 

22.02 

B.C. 

23.37 

4.08 

2'1.45 

2'1.45 

2'1.45 

All 
Prov. 

22.07 

6.20 

2'1.2'1 

0.40 

0.17 

2'1.84 

2'1.84 

average, in part because sufficient time has not yet 
elapsed for the accumulation of large individual 
fortunes, and in part because provincial policy has 
been to encourage migration to the coast of wealthy 
retired people. Revenues, and particularly provin
cial corporation, gasoline, liquor control and public 
domain revenues, showed remarkable recovery from 
the low point in 1933. Provincial revenues in 1937 
were almost one-quarter more than in 1929. Owing 
to a fall in real property tax yields in Vancouver, 
however, there was a slight decline in total muni
cipal revenues, and aggregate provincial-municipal 
revenues increased only some 11 per cent between 
1930 and 1937, or slightly less than the increase for 
all provinces and municipalities. The dominating 
importance of corporation taxes and public domain 
revenues will be noted from the foregoing table. 
These two revenue sources, on a per capita basis, 
are three-fourths as much as the total provincial 
government revenues of all provinces, or nearly 88 
much, for example, 88 the total provincial govern
ment revenues of Quebec. They refieet the higher 
than average return derived from the large-seale 
development of British Columbia's natural resources 



made possible in the last two decades by techno
logical advances and important reductions in ocean 
freight rates. Many of these resources are of a 
wasting character, and it has evidently been the 
Province's policy to secure a substantial share of the 
profits derived from their exploitation while it has 
the opportunity. In addition to the direct return 
derived by the provincial government from its 
natural resources, the higher than average income 
in British Columbia is based to an important extent 
on their very rapid development and on the ancillary 
construction industry activity in the last two 

decades, and this income is reflected in the generally 
high yield of consumption and other taxes. 

The provincial income tax, which was the first to 
be imposed in Canada, starts at a relatively low 
figure (Bingle person's exemption $600) and pro
greBBeS to a rate of 10 per cent on all taxable income 
plus a surtax rising to 18 per cent on large incomes. 
As no exemption is allowed for Dominion income 
tax payments,• the tax is a rel.a.tively heavy one on 
higher incomes. It has proved a stable source of 
revenue, and yields substantially more per capita. 
than does the Ontario income tax, for example, but 
the double taxation involved is resented. 

TABLII 104.-ExPENDITUBES ON Cmmi:NT AccoUNT-FEB CAPrrA, 1937 

Provincial and Municipal Provincial Municipal 

I Per Capita P~et~t'!f" $Per Capita $Per Capita 
Expenditure 

B.C. 

Net Debt Charges ................................. , ....... 14.37 

PubUc WeltSI'e-
6.09 ~:::::::::::::::::::::::::::::::::::::::::::::::: 10.47 

Education .... : ........................ , , •• , •.•••••••••• , . 12.47 

Agriculture and PubUc Domain ....................... , ..... 2.83 

Transportation ................. , , ...................... , •• 6.18 

G.meral Go-vernment and Miscellaneous •••••••••••••••••••••. 15.74 

TOTAL .................................................. 67.85 

Per Ctipita Provincial Income, $ •••••••..•••••••• , •••••••••• 425 

Per Ctipita Outstanding Debt, $ ............................. 379 

Perilelltage of Current Expenditure to Provincial Income ••••••. 

Pereentage of Outstanding Debt to Provincial Income ••••••••. 

Expenditurea 
Per capita net debt charges of combined provin

cial and municipal governments are 50 per cent 
above the Canadian average, but they increased 
only 10 per cent between 1930 and 1937 as compared 
with an average increase of 24 per cent. These 
charges have, in fact, declined slightly since 1932, 
when the premium on foreign exchange was an 
important item. Virtually all net increase in deM 
asince 1933 has been borrowed from the Dominion 
on 3 per cent Treasury Bills, but some public 
borrowing, largely for refunding purposes, has also 
been done at 3 and 3! per cent. There has also 
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AH B.C. All B.C. AU B.C. I All 
rrov. Prov. Prov. Prov. 

9.62 21 20 8.71 4.59 5.66 4.94 

5.45 9 1' 6.09 3.86 1.00 1.59> 
7.26 16 15 6.25 4.05 4.22 3.21 

9.78 18 20 5.69 2.89 6.78 6.89 

1.86 4 4 2.83 1.86 

5.03 9 10 3.83 2.27 2.35 2.75 

9.80 24 20 7.04 3.77 8.70 6.03 

48.70 100 100 39.14 23.29 26.71 25.41 
==== = 

345 

291 238 177 141 115 

14 :1 7 7 I 

84 56 51 33 83 

been some reduction in recent years in the out
standing provincial debt payable abroad but nearly 
four-fifths of the funded debt is still optionally 
payable in other than Canadian currancy. Three
fifths of the provincial debt bearing 4t per cent or 
higher coupons matures before 1950, with particu-_ 
larly large maturities in the early forties. The 
Government has maintained large cash balances 
and sinking funds in preparation for these maturi
ties, and its technical position to refund them on 

• Although income ta:o:es paid b7 B.C. oorporatioll8 to the 
provincial government •re deductible from personal income taxes 
paid h7 B.C. dividend recipieote. 



advantageous terms would appear to be strong. 
There have been no significant variations in muni· 
cipal debt in recent ye&!'ll. 

Expenditures on education and public welfare 
(excluding relief) are about one-third above the 
national per capita average, although they do not 
absorb quite as large a proportion of total 
municipal-provincial revenues as in other prov
inces. The notably high return from public 
domain and corporation taxation has made it 
possible for the Province to provide higher 
than average services, and has enabled the pro
vincial government. to contribute a substantially 
larger proportion of the total than in any other 
province (e.ccept Prince Edward Island). This is 
particularly notable in the case of education, where 
the provincial government provides 45 per cent of 
the expenditure as compared with an average con· 
tribution of 30 per cent. In several important fields 
of public welfare British Columbia has pioneered 
and this, coupled with higher costs of living and of 
salaries and the sparseness of the population outside 
the metropolitan area of Vancouver, has con
tributed to the higher than average costs in British 
Columbia. However, even after allowing for these 
factors, it would seem clear that British Columbia 
provides better than average standards in these 
services. 

Relief costs in British Columbia rose sharply at 
the beginning of the depression, and have through· 
out been substantially more than the national 
average. Although they were not as severe in 
relation to provincial income as in the Prairie 
Provinces, the Province was forced to resort to 
borrowing from the Dominion as early as 1931 and, 
in spite of the buoyant revenues of recent years, 
the relief burden. haa prevented the oomplete 
re-establisliment of provincial credit. The extreme 
depression in the primary exporting industries (and 
in those supplying the Prairies), the impact on the 
service, supply and shipping industries of Vancouver, 
the immigration of unemployed attracted by the 
coast climate, and the higher standards maintained, 
all intensified the problem. In common with the 
rest of the country public works were undertaken 
on a large scale in the early years of the depression, 
but since 1932 the bulk of the expenditure has been 
on direct relief. However, since 1935 the muni
cipal proportion of the total burden has declined 
as rapidly rising provincial revenues enabled the 
provincial government to assume a larger share. In 
addition, provincial government expenditures on 
public works, which were reduced to virtually 
nothing in the depths of the depression, have 
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recovered to approximately pre-depression levebJ 
and have been a factor in reducing unemployment. 

Expenditures on public domain and transporta
tion, as might be expected from thP. topographical 
nature of the Province and the importance of 
developing its great but 1110metimes almost inaccess
ible resources, exceed the average per capita 
expenditures. It would seem clear that substantial 
additional expenditures on conservation of some 
types of resources, and on development of alterna
tive means of livelihood for the population 
dependent on the exhaustible resources, will be 
necessary. 

Expenditures on general government are strik· 
ingly higher than average. They are more than 
double the expenditures in the three Maritime 
Provinces together, for example, and nearly double 
expenditures in Manitoba or Alberta, which have 
each approximately the same population. To some 
extent this may be explained by the higher costs 
arising from the nature of the country, and from 
higher salaries necessary in order to develop . a 
competent Civil Service in step with the rapid 
expansion of the Province, but the 10 per cent; 
increase in these expenditures between 1930 and 
1937 compares with a 4 per cent decrease io 
expenditures on general government by all Cana
dian govemmen ts over the same period. 

Summary 

British Columbia's high provincial income com
bined with its high rates of taxation yields a very 
much larger than average government revenue, and 
have made possible the provision of government. 
services of snperior standard. To an important· 
extent, however, the Province has been living on 
its capital, and it can scarcely be expected that the 
fortuitous coincidence of economic events of the la&t 
two decades which proved so stimulating and advan· 
tageous to British Columbia will be repeated. The 
necessity for amortizing debt incurred for develop
mental projects, and particularly for those such as 
the Pacific Great Eastern which have already proved 
ill-advised and unproductive, before the best of the 
resources are exhausted, is cJear. Equally impor
tant is the most economic utilization of the remain
ing resources, and the development of ways and 
means of strengthening the economy for the future. 
The high and apparently rigid character of govern
mental overhead costs will be a serious liability 
when resources are depleted, particularly as the 
present revenue system, which has been so strikingly 
productive in recent years, would in these circum
stances be seriously crippled. However, in the 



meantime British Columbia residents have the 
advantage of better education and better communal 
services than has the average Canadian citizen, and 
they have shown a willingness to maintain these 
standards by submitting to higher than average 
taxation. 

5. Tm!: Co:N'l'BAST: CoNFEDERATION AND TODAY 

Within the brief compass of the preceding 
chapters we have attempted to portray the signifi.
eant economic, financial, political and social changes 
which constitute the background of the present 
problems of Dominion-provincial relations and 
public finance. To obtain a proper understanding 
of those problems we have found it necessary to 
survey the history of Confederation, and to analyse 
the factors which have determined the course of 
Canadian development and have made Canada 
what it is to-day. We have outlined the forces 
which brought about Confederation, the federal 
distribution of finan.ci& powers and resj>onsibilities 
which was set up in 1867, and the political and 
economic objectives of the new 'self-governing 

British Dominion in North America. We have 
described, with particular reference to the working 
of the federal fiscal system, how, within that 
political framework, the isolated regions and pockets 
of settlement with a population of less than three 
and a half millions have grown into an integrated 
transcontinental economy with a population of 
eleven millions; bow small towns and cities have 
grown into large urban concentrations and great 
metropolitan centres; how the self-sufficiency of the 
household and. the family has been superseded by 
highly specialized activities which are closely 
dependent upon the smooth operation of an intri
cate exchange economy; how the meagre but 
relatively stable incomes have risen to support a 
much higher but more precarious standard of 
living; and finally how the philosophy of govern
ment has changed from one of lai.ssez...faire to one 
of increasing interference with a view to improving 
economic and social conditions. These far-reaching 
changes have had a profound effect upon public 
finance, and particularly upon that of our federal 
a:Ystem. 

TABLE 105.-Tn GROWTH OJ' GovEnNMENT ExPENDI'l'UBE8 SJNCE Co:NFEDEJU.TION AND TlD!I INCBE4SJNG SBAIIIII 
BOilN!: BY TlD!I PROVINCES AND MUN1CIPALJTIES 

( M illiMut of DllllMt) 

Percentage 
Total<al Dominion Provinces Municipalities of Dominion to 

the Total 

1874 1937 1874 1937 1874 1937 1874 1937 1874 1937 

(IJ) 

Net Debt Cb.vgell •••••••••••••••••••••••• 6.6 271.3 6.4 167.0 0.6 50.9 1.8 548 82 62 

National Defenee and War Pensions •••••••• 1.3 88.0 1.3 88.0 100 100 

Public Welfare-
66.1 42.9 17.6 ..:.. 52 Relief .•••••••••••••••••••••••••••••• 126.6 

Other ............................... 1.4 124.4 0.2 43.8 0.7 45.0 0.5 35.6 14 35 

Eduaatioo ............................... 3.0 108.9 1.4 32.1 1.6 76.5 

Bighwa)'ll and l'ransporiation •••••••• · •••••• 5.4 73.8 2.8 18.0 1.2 25.2 1.4 30.6 52 24 

B.igbwa:JII and Transportation ("mclud.illl! 
debl; cbarges) ......................... (9.8) (240.4) (7.2) (143.0) (1.2) (61.6) (1•4) (45.8) (73) (59) 

Publie Domain and Agrieultme •••••.••• ~ . 1.6 38.5 0.9 17.9 0.7 20.6 56 46 

Geoeral Go'llei'DlDell\ and Miaeellaneous ••••• 12.6 164.6 6.0 56.2 3.9 41.8 2.7 66.9 48 34 

Sabaidiell to Provinees .................... 3.8 21.2 

TOTAL •••••••••••••••••.•••.•.•••••.••. 31.9 996.1 20.4 478.2 7.3 258.5 8.0 282.0 64 48 

Total EJ:penditone Por Capita, S .•••••••••. 8.19 89.58 6.24 43.00 1.87 23.25 2.05 25.36 

Percentage al Total Espeodmme to the 
N&LioDal Inoome ••••••••••••••••••••. 9% 26% 6% 12% 2% 7% 2% 7% 

::=-r:::..u-u..-



The revolutionary change since Confederation in 
the economic and social role of government is 
strikingly illustrated in Table 105 above. Between 
1874 and 1937 total per capita government expendi
tures increased by eleven times. The portion of the 
national income spent by governments rose from 
leas than one-tenth to more than one-fourth of the 
total. The collective efforts to promote economic 
development and the collective assumption of the 
responsibility for the alleviation of individual dis
tress and for the provision of rising standards of 
public welfare and education have come to play an 
immensely important part in the economic affairs 
of the country-a part which could hardly have 
been envisaged at the time of Confederation and 
provided for in the framing of the constitution. 
The amounts expended to promote economic 
development, added to debt charges arising out of 
war and deficits, have risen from $14 million to 
$384 million. The cost of education and public 
welfare rose from the almost negligible figure of 
$4 million to $360 million. Such increases would 
in any ease have created difficult problems for public 
finance, but under the federal system these difficul
ties were greatly enhanced. The division of powers 
and responsibilities devised at Confederation was 
made on the basis of conditions existing at the time. 
The Federal Government was charged with the 
responsibilities which were then national in scope-
of which defence and economic development were 
the most important-and the provinces and their 
municipalities with responsibilities which were then 
predominantly local in nature, including education, 
public welfare and local works. The growth in 
government expenditures and functions has not 
fitted th.e simple pattern which was set up in 1867. 
Government responsibilities which were formerly 
of purely local significance have become national in 
character. The provinces have assumed heavy 
commitments for economic development. The 
invention of the motor vehicle has added heavy 
burdens to provincial expenditures on transporta
tion. A number of essential or important public 
welfare services which have remained as primary 
obligatione. of local governments can now be pro
vlded effic1ently only on a national basis. The 
provinces, which at the time of Confederation were 
not expected to incur any sizeable debts, bad by 
1937 assumed debt charges which absorbed over 
one-fifth of their current revenues. Public welfare, 
the outlay upon which was negligible in 1874., took 
more than one--third of the provincial revenues in 
1937. Thus, expenditures which were virtually non
existent at Confederation absorbed nearly 60 per 

cent of total provincial receipts on current account 
in 1937. The development of these expenditures 
by the provinces in addition to the share supported 
by their municipalities has greatly altered the rela
tive importance ofthe different layers of government 
in our federal system. The share of the total costs 
of government borne by the Dominion, which 
possessed the broadest base of taxation., fell from 
two-thirds to less than one-half. Furthermore, AI\ 
important part of the Dominion's outlay at the 
present time, namely for relief and old age pensions, 
is actually expended by the provinces. 

The increase in revenues required to support the 
immense rise in government expenditures has placed 
a. heavy strain on the constitutional division of 
powers adopted at Confederation. The revenue 
sources used in 1874 (of which customs and excise 
collected by the Dominion made up two-thirds of 
the total), provided only one-half of all government 
receipts in 1937 including the taxes on real estate 
which have continued to support virtually the 
whole of the great increase in municipal services. 
The Dominion, which in 1874 depended almost 
entirely on the essentially national revenue sources 
of customs duties and excises ()n a few luxuries, 
has expanded its income mainly by a. heavy impost 
on general consumption, by levies on corporations 
and by the taxation of personal net incomes. The 
provinces, which at Confederation were given power 
to levy direct taxation, but were expected to rely 
()n the fixed federal subsidies, and on receipts from 
public domain and from various licences and fees, 
obtained less than one-fourth of their income from 
these sources in 1937. The unconditional federal 
subsidies comprised nearly two-thirds of total 
provincial revenues in 1874 and less than one--tenth 
in 1937. The great bulk of the present provincial 
revenues is collected from sources which have been 
interpreted as falling under provincial jurisdiction 
but which could hardly, if at all, have been 
envisaged at Confederation. Some of these sources 
are directly competitive with those employed by the 
Dominion; many of the others constitute onerous 
or uneconomic levies on consumption and the costs 
of production. With the joint occupation of the 
field of direct taxes, neither the Dominion nor the 
provinces nor both together have been able to 
employ the progressive taxes to the extent which is 
economically and socially desirable. 

It is clear that the present situation in Canadian 
public finance represents a wide departure from the 
conception of the Fathers of Confederation and 
from the spirit of the financial aettlement which 



TABLII .106..-GBOWTR 01' GoVB1111'N£MT R11:VENl1118 SINCJ: Coltl"ZDD&TIO:N 

(MiUiono o/ Do'lm•) 

WJ..ess Duplications. 
(lo)Est,ima\e<l, 

Tot.&l<oJ 

1874 1937 

they devised. Costly government. responsibilities 
which have become national in scope are being 
supported by regional ar..d local revenues. Revenue 
sources which have become national in character 
are being employed by regional and local govern
ments to the complete or partial exclusion of the 
central authority. We have seen that the efficient 
administration of the functions of government 
under present day eonditiuns reqaires some redis-
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47% 

Provinces 
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1.4 
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21.1 
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22% 
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0.5 10.5 
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tribution of the functions as between the Dominion 
and the provinces. In the same way, if the growing 
waste and inequities in taxation are to be avoided, 
a better allocation of taxing powers and responsi· 
bilities is imperative. A third es.o.ential step will 
be to adjust the revenue sources to the functions 
so as to ensure that every unit of government 
will be financially able to meet its recognized 
responsibilities. 



CHA.PTEa IX 

THE CONSTITUTION TO-DAY 

In an earlier chapter the sign1ficant decisions on 
the meaning of the British North America Act 
given by the Privy Council before 1896 were briefly 
cons1dered and their bearing on the future inter
prl!tation of the constitution was pointed out.l 
Between 1896 and the present the Privy Council 
has decided well over one hundred cases which 
involved the interpretation of various provisions of 
the British North America Act. Some of these 
cases dealt with matters of very minor importance 
but the vast majority of them have been woven 
into the texture of the constitution. An accurate 
and complete statement of what the constitution 
is at the present day must analyze these cases, 
considering the scope of ~he decisions and the 
qualifications, express or implied, imposed by later 
dec.isions on earlier ones. Such a minute examina
tion is beyond the scope of this Report and would 
involve a lengthy excursion into constitutional 
niceties, of interest mainly to specialists. 

But the interpretations of the Privy Council 
have marked out the limits of the legislative power 
of the Dominion and the provinces. Among other 
things, they have determined the scope of provincial 
taxing powers. In these ways the decisions of the 
Privy Council have fixed both the responsibility 
for carrying out new functions which it is con
sidered desirable for governments to undertake and 
the limits of the revenue sources available to the 
province for financing its activities. In working 
within this framework to meet mounting demands 
for governmental action, many new aspects of 
Dominion-provincial relations have emerged. The 
interpretstion of the constitution in relation to 
twentieth century demands has helped to shape 
the present financial relationships between the 
Dominion and the provinces and has led to the 
adoption of several expedients involving co-opera
tive action by the Dominion and the provinces. 
Th-. co-operative ventures have, in turn, compli
cated the relationships which the Commission is 
required, by its terms of reference, to examine. 

Accordingly, a survey of the constitutional 
development is necessary for the understanding of 
present problems. It is also important to see how 
the provinces and the Dominion were forced into 
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these eo-operative ventures and to appreciate the 
inherent difficulties which they involve. A short 
survey of constitutional developments cannot hope 
to deal adequately with many constitutional com
plexities. An attempt to state briefly how the 
constitution allots responsibility for dealing with 
the problems which absorb the attention of legis
latures today must speak in general terms without 
exhaustive reference to the legal decision& in which 
these matters have been explained. It cannot state 
all the qualifications to which any general proposi
tion is subject nor grapple with the obscurities 
which still undoubtedly exist. What follows is a 
summary of those aspects of the constitution 
relevant to the inquiry conducted by the Commis
sion and not a. !ull exposition of cor:.stautiona.llaw. 

The Restrictive Interpretation of Section 91 

In its interpretation of the British North America 
Act in the last forty years, the Privy Council has 
adhered to the general rule of construction laid 
down by Lord Watson in the Local Prohibition 
Ca.se2 in 1896 which accorded Dominion legislation 
under the enumerated heads of section 91 primacy 
over the provincial powers set out in section 92 but 
denied this primacy to the general clause of section 
91 which gave the Dominion power to make laws 
for the "peace, order and good government of 
Canada". This rule of construction, coupled with 
a broad interpretation of the general expression 
"property and civil rights in the province", con
tained in section 92, has given a narrow application 
to the so-called residuary clause in section 91. 
Accordingly, with rare exceptions, if a proposed 
piece of Dominion legislation does not fall within 
the specific enumerations of section 91, it is beyond 
the enacting power of the Dominion and within 
the powers of the separatE. provinces. That is to 
say, most of the novel legislation of our day, which 
is not of a type actually contemplated and expressly 
provided for by the framers of the British North 
America Act, must be enacted, if at all, by the 
provinces. There is much truth, as well as some 
exaggeration, in the contention that the "property 
and civil rights" clause has become the real residu
ary clause of the constitution. 

•See ....... ~ .. of uu.-



The Dominion power under section 91 (2) 
"regulation of trade and commerce" has received 
a restricted interpretation, improving on the limita
tions suggested in Citizentl' !flll'Urance Company v. 
Pars0f1118 in 1882 until, in 1925, the Privy Council 
questioned whether it was operative at all as an 
independent source of legislative power.' More 
recent decisions show that it has some scopeiS but 
the narrow meaning given to it limits severely the 
power which it confers on. the Dominion to regulate 
economic life. 

The trend of interpretation, therefore, has been 
favourable to provincial power. However, between 
1930 and 1932, the Privy Council handed down 
several decisions upholding Dominion legislation in 
a manner which seemed to involve qualifications 
on some of their earlier pronouncements6 and, at 
the same time, to countenance freer and looser 
interpretation of the British North America Act 
than had hitherto been adopted. T Some regarded 
these decisions as marking a reversal o{ the trend 
of decision and a new emphasis on the scope and 
magnitude of Dominion powers. But this reversal 
of trend by the Privy Council, if reversal it was, 
turned out to be merely temporary, as its adverse 
decision in 1937 on a number of Dominion 
measures, commonly known as the Bennett "New 
Deal", clearly showed. 

These decisions of 1937 scarcely came as a 
surprise but they served to underline again the 
wide scope of provincial powers and responsibilities 
in modern economic and social legislation. When 
related to the limitations on the taxing powers of 
the provinces under the British North America Act 
and the wide disparities in the yield of revenue 
sources in the different provinces, they placed the 
crisis which had been gathering in Canadian public 
finance in clear relief. In a sense, it may be said 
that these decisions framed the Commission's terms 
of reference and it is both appropriate and revealing 
that this discussion of the constitutional position 
today should revolve around them. With some 
reference to earlier decisions on particular points, 
a discussion of these eases illustrates the division 
of legislative power between the provinces and the 
Dominion in relation to the urgent issues of the 
present day. 
--;s;;;; pp. 32-34 for th.e ~ limita.tiOJUI. 
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In 1936 the constitutional validity of eight 
Dominion enactments was referred to the Privy 
Council and their decisions on them were rendered 
early in 1937.8 The validity of two of these 
statutes was upheld in full,9 and of one of them, 
in part.10 These three statutes are not highly 
important for our purposes and they need not be 
discussed in detail. But the nature and the fate 
of the remaining five require careful consideration. 

Three of the remaining five enactments, the 
Weekly Day of Rest in Industrial Undertakinga 
Act, the Minimum Wages Act and the Limitation 

· of Hours of Work Act, established, as their titles 
indicate, nation-wide standards for minimum wages 
and maximum hours of weekly work. They were 
enacted by Parliament pursuant to obligations 
assumed by the Dominion under conventions of 
the International Labour Organization and were 
thus, in substance, in ful1ilment of treaty obliga
tions of Canada. All three were held by the Privy 
Council to affect "Property and Civil Rights in the 
Province" and, therefore, to be beyond the powers 
of the Dominion Parliament to enact.ll 

Apart from the fact that the decision on these 
statutes denied the power of the Dominion to set 
up nation-wide standards of labour legislation, it 
established two general propositions of great signifi
cance. First, it interpreted section 132 of the 
British North America Act which empowers the 
Dominion Parliament to implement "the Obliga
tions of Canada or of any Province thereof, as 
Part of the British Empire, toward Foreign 
Countries arising under Treaties between the 
Empire and such Foreign Countries." It held that the 
power of the Dominion under section 132 applies 
only to "British Empire treaties" negotiated by the 
Imperial Executive where the treaty obligations 
involved are assumed by Canada as part of the 
British Empire. In international treaties which the 
Dominion negotiates in its own right as a.n inde
pendent political unit, the power of the Dominion 
to implement the treaty by legislation depends 
entirely on whether the subject matter of the treaty 
falls within section 91 or section 92. That is to 
say, in view of the broad interpretation given to 
section 92, there are a number of matters on which 

--.-p:;. a full di'""'ssion of tbeoe decisione. see the eymposium 
by a number of leading constitutiollal authoritieo in [1937] 16 
Ca•a<i;a• Bar Be.,;...,, 401·507. 

• Reference re Beeli"" ~98.! of lAo Orimi .. ol OorltJ,1!937l A.C. 
~ft. ~i~erence ro F .. ,...,.,. CJrolliloro Arraftl1•-l Gl, 1937] 

1o Reference re Don~i•ioa Trade I! l•d_,t,.. Commit.tiK, 
[1937] A.C. 406. 

u Tbeoe three enutmento were dealt with in • oingle opinion. 
See .tu ... ,..,..a...,.col of C.....,. v. All.......,..e-col of O•lorill, 
[1937] A.C. 328. 



the Dominion ca.nnot give effect to treatiee which 
it alone has power to negotiate. The second 
proposition established by this decision is also 
involved in the decision on another of these statutes, 
the Employment Gnd Sociallmurooce Act, and ea.n 
be most conveniently discussed along with it. 

The Employment and Social Imurooce .let 
provided for a nation~wide system of unemploy
ment insurance in specified industries to be 
supported, in part, by compulsory contributions of 
employers and employees and, in part, by contribu
tions from the Federal Government. Such a. scheme, 
the Privy Council held, was beyond the powers of 
the Federal Parliament to enact because it affected 
"Property and Civil Rights in the Province".12 
The argument that, unemployment was a. national 

. evil, justifying national action under the "peace, 
order and good government" clause of section 91 
was met by reference to a line of decisions holding 
that this clause of section 91 conferred on the 
Dominion an emergency power only. 

In the interval between 1896 and 1937, Lord 
Watson's remark in the Local Prohibition Case that 
"some matters in their origin local and provincial 
might attain such dimensions as to affect the body 
politic of the Dominion e.nd to justify the Ce.n~ 
dian Parliament in passing le.ws for their regul~ 
tion . . . " under the general clause of section 91 
had been explained in several cases. In substance 
these cases had decided that, during the stress of 
a severe crisis like the War of 1914-18, the Dominion 
Parliament had power to fix the prices of commodi
ties and to regulate comprehensively other aspects 
of Canadian economic life under the "peace, order 
and good government" clauselS but that as soon 
as the cris~ was overcome, the power to impose 
such regulations evaporated.14 Other decisions had 
emphasized the emergency nature of the general 
clause of section 91.111 The two decisions of 1937 
now being reviewed made it finally clear that this 
general power was operative only in temporary and 
overw~elming emergencies such as war, pestilence 
or famme.lll 
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The Canadian dilemma over social legislation was 
thus sharply outlined. The constitution forbids the 
Dominion to establish uniform labour legislation 
of general application and, despite the unrestricted 
taxing powers of the Dominion, the possibility of 
framing any contributory social insurance scheme 
of nation-wide extent which could be validly 
enacted by the Dominion, is open to the gravest 
doubt. 

Temporary evils of great magnitude may be 
grappled with by Dominion legislation under the 
general cause of section 91 but an enduring and 
deep-rooted social malaise, which requires the 
mobilizing of efforts on a nation-wide seale to deal 
with it, is beyond the power of the Dominion 
unless it is comprised in the enumerated heads of 
section 91. Generally, therefore, the power to deal 
with these prefllling social questions rests with the 
provinces. But this makes it very difficult to secure 
the uniformity of standards which are desirable in 
many kinds of social legislation. Moreover, the 
provinces are limited in their access to revenues 
by the financial settlement of 1867 (and in practice 
by Dominion taxation in the same fields) and many 
of them are unable to carry the financial burden 
involved. 

Of course, these difficulties had been encountered 
in practice long before the Privy Council decisionl! 
of 1937. Over a period of twenty-five years, 
several attempts have been made to overcome them 
by the method of Dominion conditional grants of 
financial assistance to the provinces. In various 
matters where uniform governmental action was 
deemed desirable in the national interest, the 
Dominion has made grants available to the prov
inces for special purposes on condition that the 
province undertake the work and maintain certain 
standards, designed to secure a. fair degree of 
uniformity across the country.n The Dominion 
has tried to secure sufficient control over the 
administration of the particular activity by the 
provinces to enforce the maintenance of the desired 
standards. This hu involved very substantial 
efforts in administrative co-operation between the 
provinces and the Dominion. The results obtained 
from this co-operation are far from reassuring.l8 
The experience gained from these efforts will be 
discussed later • 
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The fifth Dominion enactment to be held ultrta 
virea by·the Privy Council in 1937 was the Naturol 
Products Marketing Act. H provided for regula... 
tion of the marketing and distribution of natural 
products by a Dominion Marketing Board. The 
Board was given power, under certain conditions, 
to determine the time and place of and the agency 
for marketing as well as the quantity, quality and 
grade of any natural product which was to be 
allowed to be marketed at any time. The Act 
was to be applicable to a particular natural product 
only when the principal market for it lay outside 
tha province of production or when some portion 
of it went into export trade. When these condi· 
tions were satisfied, the regulations contemplated 
by the Act were applicable to all marketing trans
actions in the particular product, including those 
which were finally completed within the province 
of production. In other words, the Act was 
applicable to some portion of purely intra
provincial trade as well as to interprovincial and 
export trade. 

The Privy Council found this measure to be 
beyond the power of the Dominion Parliament 
because the federal power to regulate trade and 
commerce under section 91 (2) did not extend to 
the regulation of trading transactions completed 
within a single province.l9 This ruling confirmed 
earlier decisions on the meaning of the phrase, 
"regulation of trade and commerce". Whatever 
its exact scope, it was confined to interprovincial 
and international aspects of trade. According to 
rulings of the Privy Council, it does not justify 
the regulation of the financial practices of insur
ance companies,20 nor general regulation of the 
grain trade21 through a system of licences. It 
does not cover prohibition of trade combinations 
and regulation of the supply and price of the 
necessaries of life.22 Nor do compulsory provi
sions for investigating industrial disputes come 
within its terms.23 ~ 

In each of these Dominion attempts at economic 
regulation just referred to, the common defect was 
that each involved an interference with trades and 
businesses carried on within a single province and 
was not applicable merely to interprovincial or 
international aspects of trade and commerce. 

D Att-.,.6.,...,., of Brili.r• Col••&;., v. All.........,.a....,.., •I C•-""'· [1937] A.C. 377. 
• Alf~.....,., of CoHd• "· Alt...,..,.G"""" of Albma, 
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e1 Con.. [1932) A.C. U. "'B.., •· J(aailok 6.-aia Co, (1922] 2 W.W.R. 113; 2'1W 
lri>lw "· ... ,...., 2'erMillal E~<rt>alor Co, [1925) S.C.R. tM. 

12/a .., B .. nl of c-..,_ Act, [1922] l A.C. 191. 
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Although the exact scope of the phrase "regula
tion of trade and commerce" is not yet clear, it is 
settled that it does not cover· the regulation of 
purely provincial trades, businesses and business 
transactions. Power to establish such regulations 
belongs exclusively to the provinces.u On the 
oth~r hand, it is equally clear that the provinces 
have no power to regulate interprovincial and 
export trade.211 The Privy Council ruling of 1937 
holding the Dominion Natural Products Marketing 
Act invalid em.phasized again the fact that the 
power to regulate economic life is divided between 
the provinces and the Dominion, and that neither 
one can encroach upon the sphere of the other. 

It should be pointed out by way of caution, 
however, that the Dominion, rel:ying on other heads 
of section 91, has a considerable power of economic 
regulation. It has some power of control over the 
operations of companies with Dominion charters 
which are, in substance, its own creatures and, 
therefore, in some degree, subject to its supervision. 
By use of its power to declare local works to be for 
the general advantage of Canada, it has been able 
to exercise effective control over the grain ti:ade.28 
As was confirmed by the Privy Council in one of 
the references concerning the social legislation of. 
1935 which is not specifically discussed here, the 
Dominion Parliament, under its power to enact 
the criminal law, has power to prohibit economic 
practices (e.g. certain kinds of trade combinations), 
provided the courts are satisfied that Parliament 
has acted in good faith in stigmatizing them as 
criminal offences and is not "using the crilninal 
law as a pretence or pretext" to encroach upon 
provincial powers.27 Under other specific powers, 
the Dominion has extensive control over banks 
and monetary matters, bankruptcy, railway and air 
transportation, shipping and interprovincial com
munications.28 In other fields and other circum-

•• 8ho,.,. .. el Gl. v. LOIIJOf' .lfoi!llaad Doi'll Prod""'' Bo&f'd, 
[1938) A.C. 708. 

9 La:tcJOft v. lllftrior Tre• Fruit G8d ve,ela'ble CQfnmittu, 
[1931) 2 D.L.R. 193; lfl ro 6.-oi!l Jtarkeling Act, [1931] 2 W.W.R. 
146. 
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1tatement in the ten auma up the law aa acenratel7 u it can be 
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ctance~, bcnnmr, it eannot co beyond regulati.oa 
of the interprovjnc:ial and intematiooal manifesta.
iiona of businea~ activity. 

While the desirability of the nreeping kind of 
regulation contemplated by the NatvroJ Prod'IICU 
M u.rketing Act iJ the subject of oonsiderable 
oontroversy, the pronouncement of its invalidity 
by the Privy Council confirmed earlier doubts 
about the validity of aeveral much Jeai drastic 
Dominion measuree relating to marketing,29 which 
were generally agreed to be desirable. Several 
Dominion statutes had aet. up compulsory grading 
legislation on a nation-wide scale for a variety of 
natural products. From time to time, most of the 
provinces had sought to cure any possible constitu
tional defects of these Dominion enactments by 
enabling legislation designed to authorize the 
Dominion to impose its grading regulations on 
purely provineia.l transactions. so In 1935 and 1936, 
aeveral provineia.l Courts of Appeal held that thie 
enabling provincial legislation, in the form in which 
it came before them, was invalid, being an uncon
stitutional delegation of power to the Dominion,ll 

The delegation of power by a province to the 
Dominion and vice versa would be a useful device 
for overcoming, in practice, the difficulties which 
arise from the division between the provinces and 
the Dominion of legislative power over many 
complex economic activities. Unified control and 
administration in the hands of a single govern
ment ia sometimes desirable but it iJ very doubtful 
whether, as the constitution stands at present, the 
delegation of legislative power ia oonstitutionally 
possible.u 

Such a power of delegation would give the 
constitution a flexibility which might be very 
desirable. With the present degree of economic 
integration on a national eca.le, it iJ extremely 
difficult for either the Dominion or a province to 
frame legislation which will deal aeparately and 
effectively with the loea.l or with the interprovineial 
aspects of business activity, as the ease may be. 
Vil'ben natural products are assembled for national 
or international markets and the manufacturing 
and distributive trades operate on a nation-wide or 
internstional scale, most of the large important 
trades and businesses are engaged at the B&me 
moment in both intra-provineia.l and extra-pro
--. ••·- a. •· C.W.O. [lHe) .. OL.B.. 651-
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Tincial aetivitiel. ThCM activitiea are eo inter
twined that it ia difficult to iaolate purely int:n.-
provineial activitiee ao u to apply provinei.ll 
nlgtl}ations to them and equally difficult to aeleo\ 
the interprovincial aetivitiel and foreign activitiee 
which are subject solely to federal regulation. 

For example, the grading of natural produets, in 
order to serve its purp<ll!le, should be done when " 
the product p8881!8 from the producer into the 
hands of the dealer, but it iJ frequently impossible 
at that llta.ge to tell whether the particular lot of 
produce iJ destined for intra-provincial or for 
interprovineia.l or export trade and, therefore, 
impossible to say whether provineia.l or federal 
regulations should be applied. In the abeence of 
a power to delegate legislative authority and 
control to a single government in such situations, 
the only alternative where comprehensive regula. 
tion seems desirable is a scheme of joint Dominion 
and provineia.l legislation and administration. For 
reasons which are noted later, such schemes have 
inherent weaknesses which can be avoided by 
delegation of legislative power to a single 
authority.aa 

Several situations have arisen where regulation 
is admittedly necessary but the constitution 
divides the power of regulation between the prov
inces and the Dominion. The ease of the marketing 
of natural products has already been noted. The 
fact the.t the ownership of inland fisheries goes 
with the public domain to the provincee while the 
Dominion has the ownertthip of the aeaeout 
fisheries and the full power of regulation over all 
fisheries84 has caused some confusion. The 
Dominion has power to enact compulsory legiJ. 
lation concerning industrial disputes in industries 
over which it has a comprehensive general power 
of regulation, such as interprovineia.l railwe.ya. 
The provinces have power generally to legisla.te 
respecting industrial disputes and, therefore, situa
tions may arise where two or more governments ere 
ooncerned in the settlement of a dispute.n In 
each of these eases, efforts have been made in the 
past to surmount the difficulties by delegation of 
power but they are now either emb811'a1!8ed or being 
abandoned owing to the dubious constitutionality 
of the device. 
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Power to regulate the financial practices of 
insurance companies does not belong exclusively 
either to the Dominion or to the provinces. The 
Dominion has power to regulate companies with 
a Dominion charter. The Dominion also exercises 
supervision over British and foreign insurance 
companies doing business in Canada. The consti· 
tutionality of this practice is not beyond doubt.3tl 
On the other hand, the provinces have the power 
to regulate the activities of all insurance companies 
carrying on business within the province.81 As a 
result, separate and overlapping systems of 
Dominion and provincial supervision have grown 
up causing duplication of government machinery 
and unnecessary expense and inconvenience to 
insurance companies.ss 

By way of summary then, the constitution as 
it stands today divides the power of regulating 
economic activity between the provinces and the 
Dominion. A great deal of the business activity 
of today is national in its scope and cannot be 
easily divided into intra-provincial and extra
provincial aspects for the purpose of regulation 
which may seem desirable. The delegation of 
legislative power by a province to the Dominion 
and vice versa, which would make possible a unified 
authority without any drastic amendments of the 
constitution increasing the power of the Dominion, 
is of doubtful constitutionality. Furthermore, the 
present division of legislative power under the 
constitution throws the main burden of modern 
social legislation on the provinces. The support 
of such legislation has become one of the heaviest 
financial charges which governments are obliged to 
meet. The division of taxing powers which gives 
the Dominion unlimited access to sources of 
revenue and restricts the provinces to a limited 
number of sources is discussed elsewhere.39 The 
scope of the provincial power of taxation as 
explained by Privy Council ml!st be considered 
briefly here. 

Interpretation of Provincial Taxing Powers 

Section 92 (2) gives the provinces power to levy 
"direct taxation within the province". Also, under 
section 92 (9) "shop, saloon, tavern, auctioneer 
and other licences" may be imposed for the purpose 

-.e])ominion legi,slation a.ffeeting these eompaniea was held 
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of raising revenue. The scope of section 92 (9) is 
not yet entirely clear. It is not entirely certain 
whether indirect as well as direct taxation is 
authorized under this head nor whether licences 
may be imposed on any kind of business activity 
or only on a limited genus of which those specifically 
mentioned are examples.40 It is not highly 
important for purposes of this chapter because the 
great source of provincial revenues is direct taxa
tion under section 92 (2). But if our recommenda
tions (made in Book II) for the transfer of taxes 
are implemented, it would be very important that 
the scope of the power to raise revenue by licence 
fees should be clearly defined. 

Ih an earlier chapter the criterion of direct 
taxation adopted by the Privy Council was dis
cussed,41 The rule laid down in the case of Bank 
of Toronto v. Lambe in 1887 that "a direct tax is 
one which is demanded from the very persons who 
it is intended or desired should pay it" has been 
explained and amplified in later decisions. In 
substance, it has been held that a provincial 
legislature, in levying a tax, must intend the 
natural consequences of its action and, therefore, 
"it is the nature and general tendency of the tax 
and not its incidence in particular or special 
cases",42 which determine whether it is a direct 
tax within the power of the provinces to levy. 
Accordingly, if in the normal course of events, the 
burden of the tax is likely to be shifted to others 
by the person who is required to pay it, the tax 
is indirect. 

The result of the application of this rule has 
been almost entirely to prevent provincial taxa
tion on industrial production and wholesale turn
over and to limit the productivity of provincial 
taxation by restricting it, in the main, to levies on 
the ultimate consumer. A percentage tax on the 
gross revenues of mining enterprises is an indirect 
tax.43 So is a tax payable by the first purchasers 
of fuel-oil after its manufacture or importation. 44 
So also is a tax levied on sales of grain for future 
delivery.45 On the other hand, a tax payable by 
the consumer of fuel-oil according to the quantity 
consumed is a direct ta.x.46 Thus the familiar 
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gasoline tax and the retail sales taxes found in some 
provinces are direct taxes within the power of the 
provinces because, by making the retailer the agent 
of the government for purposes of collection, they 
are deemed to be levied directly on the consumer 
who cannot naturally and easily shift the burden 
of them to others. 

Fortunately for the yield of provincial taxation, 
the provinces have been able to go beyond taxes 
on consumption in the corporation taxes and succes
sion duties. The validity of a corporation tax 
as a direct tax was upheld in 1887.47 A province 
has power to levy a tax on any corporation which 
is exercising its powers within the province.48 The 
so-called succession duties which, in most prov
inces, are, in part, probate duties levied on property 
as such and in part, legacy duties levied on the 
transmission of property from the deceased to 
beneficiaries are validly imposed by the provinces 
under certain conditions. 

A probate duty is a direct tax but the provinces, 
being restricted to taxation "within the province", 
can levy only on that portion of the property of 
the deceased which is found within the province.49 
A legacy tax, or succession duty proper, satisfies 
the test of "direct taxation within the province" 
when levied on beneficiaries domiciled or resident 
in the province in respect of the transmission of 
property to them by virtue of the law of the prov
ince. Under certain conditions, the province, by 
taxing the transmission of the property to a 
beneficiary domiciled or resident within the prov
ince rather than the property itself, is able to 
impose, in substance, a tax upon "movable" prop
erty situated outside the province.CIO 

Under certain circumstances, provincial succession 
duty can reach property in another province. With 
two exceptions, all the provinces do extend their 
succession duties to property in other provinces. At 
the same time, they all levy a. probate duty on 
property situated in the province. Thus estates of 
deceased persons are subjected to the inequity of 
double tax whenever "movable" property belonging 
to the estate is found in more than one province. 

., Baal •f ,._,_ •· La.ba, (1887) 12 A.C. 671. 
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Long efforts by the provinces to eliminate double 
taxation of estates by agreement have broken down 
completely under the stn:IIS of the depression. 

Disallowance of Provincial Legislation 

Before concluding this review of the constitution 
as it works today, it is necessary to refer to the 
present status of the federal power of disallowing 
provincial statutes. Although the scope of this power 
given by the British North America Act is legally 
unlimited, except as to time, it has been recognized 
from the beginning that it should be used with 
circumspection and in accordance with some guiding 
principles. The principles relied on by the Dominion 
Government in the exercise of disallowance have 
varied from time to time and it is, therefore, 
impossible to state them with precision. There 
has been no such consistent and unbroken practice 
as would be necessary to establish a constitutional, 
or conventional, limitation on the exercise of the 
power. There is reason for thinking that it will 
not again be used as freely as it was during the 
first thirty years of Confederation but this cannot 
be stated with finality. 

As we have remarked ea.rlier,n the Dominion 
made very extensive use of the power of disallow
ance between 1867 and 1896. Not only was 
provincial legislation disallowed on the grounds 
that it was ultra vires or in conflict with Imperial 
or Dominion interests or policies. Provinciallegi&
lation might also be struck down on a ground 
which had great potential' scope, namely, that it 
was inequitable and unjust.. From 1896 to 1911, 
the Dominion Government consistently disavowed 
this last ground as a sufficient reason for exercise 
of the power. After 1911, there was a tendency to 
reaffirm the propriety of disallowing provincial 
legislation which the Dominion -Government 
thought to be inequitable and unjust but this 
ground was actually relied upon in two cases only, 
arising in 1918 and 1922. 

The power of disallowance was in complete 
abeyance from 1924 until 1937 when it was used 
against a number of Alberta statutes. Again in 
1938 and in 1939, Alberta legislation was disallowed. 
Apart from showing that the power of disallowance 
has not become generally obsolete, the recent use 
of it does not throw any new light on its scope. 
Most of the eight Alberta statutes disallowed since 
1937 were invasions of the federal field of legis
lation, conflicting with the interests and policies of 
the Dominion. However, among the reasons given 
for disallowance of two of these statute,!!. specific ----- . 

"'See .. d. 



reference Wall made to the injustice of the con
fillcatiollB which they proposed and to their 
d.iecriminatory character. 
. Thus it is quite impossible to regard disallow

ance on grounds of inequity and injustice as 
obsolete.G2 It is true that in declining to disallow· 
the ao-called Padlock Law of Quebec in 1938 the 
Government disclaimed any intention to review the 
policy of provincial legislatures acting within their 
own field of competence. It is also true that in the 
Alberta cases, the distinct ground of interference 
with Dominion policy and. interests was available 
in each case and relied on. But the only inference 
to be drawn from the recital of the unjust, con
fiscatory and discriminatory character of legisla
tion is that these qualities are relevant to the use 
of the power. Nevertheless, the whole trend indi
cates a lessening use of the power. Up to 1900, 
72 provincial acts were disallowed while only 35 
have been disallowed since that time.G8 It seems 
unlikely that disallowance on grounds of inequity 
and injustice will ever resume the. importance it 
had prior to 1896. 

It must be remembered also that in 1867, the 
world had had little experience of widespread 
democratic suffrage and much thought was 
expended on finding ways to prevent legislatures 
from abusing their powers. In that temper of 
afi'airs, whatever may have been the special reasons 
for inserting the power in the Canadian constitu
tion, there is little wonder that it was extensively 
exercised. As time went on, confidence in the 
self-restraint of democratic legislatures increased 
and willingness to accept their measures with 
resignation also grew. In other words, the principle 
of legislative sovereignty is more fully accepted 
now than it was in 1867. The decisions of the 
Privy Council that the provincial legislatures are 
sovereign in their own sphere have operated to 
secure for them also the benefit of this acceptance. 
Consequently, the trend towards a narrower use 
of the power is likely to be sustained, although it 
is impossible to say that a different policy would 
not be adopted in special circumstances. 

Difficultie& of Divided luri8diction 
At two points in particular, the division of 

legislative powers has led to attempts at close 
co-operation between the Dominion and the prov
inces. First, where the financial resources of the 
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provincial governmente are not commensurate with 
their legislative powers and consequent responsi
bilities for maintaining desired social aervices, the 
Dominion· has made money grants to the provinces 
to assist in the maintenance of such services .. 
Hoping to ensure the nation-wide maintenance of 
certain minimum standards in the assisted services, 
the Dominion imposes certain conditions on the 
grant and conducts a periodic inspection of the 
service given by the province. Hoping to hold the 
provinces to Clareful stewardship of funds which 
they do not themselves raise, the Dominion supple
ments its inspection activities with a detailed audit 
of provincial expenditures. Agreements a11 to the 
conditions on which the provinces are to undertake 
and the Dominion is to assist such services must 
be made at the political level. Federal offieials 
are constantly investigating specific activities of 
provincial officials at the administrative level. 
Disagreements at either level may prejudice 
Dominion-provincial relations. 
· Second, in the field of economic regulation, where 

legislative power is divided, the Dominion and the 
provinces have made some attempts at co-opera
tion, particularly in establishing nation-wide regu
lations for the grading of agricultural products. 
At first a device was used which, in substance, 
amounted to a delegation of power by the prov
inces to the Dominion enabling the Dominion to 
impose grading regulations on all transactions. 
However, after doubts arose as to the constitu
tionality of this practice, the provinces began to 
meet the problem by enacting the Dominion grades 
and regulations as provincial legislation and 
appointing Dominion inspectors and officials to act 
as provincial officials. Whereas the device of 
delegation was a very simple arrangement for 
unifying the administration of grading regulations 
in the hands of a single government, the new 
method involves the continuous co-operation of ten 
legislatures and ten governments in joint admin
istration, making necessary a higher degree of 
sustained harmony and agreement. 

These co-operative ventures are opening a new 
chapter in Dominion-provincial relations. A certain 
minimum of co-operation is always necessary if 
separate governments are to share in governing the 
same area and the same people. The original 
purpose of the constitution was to set up a sharp 
division of powers enabling each government to 
manage separately without interference the afi'airs 
allotted to it and to reduce all intergovernmental 
difficulties to a question of power and legal com
petence. Because different governmenta were 



likely to disagree from time to time about the 
extent of their respective powers, such questions 
are always referred to the courts for their final 
determinAtion as independent and impartial bodies. 
The oo-operation required between governments in 
these circwnstancee was mainly of a negative 
character; each should abstain from interfering 
with the others. 

But Dominion and provincial governments are 
· now embarked on the joint administration of 
· projects which require positive and constructive 

co-operation if they are to be carried out efficiently. 
Two separate governments, neither one of whlch 
has any authority over the other, must agree on 
objectives, on the means of reaching them, and on 
the daily application of these means to new 
situations. However, there are always a number 
of issues on which the interests of the Dominion 
and those of the separate provinces do not run side 
by side. These differences in interest lead to 
disagreements which cannot be solved by appeals 
to the courts because they do not involve questions 
of formal constitutional power at e.ll. They are 
disagreements about matters which the constitu
tion intended that the appropriate government 
should handle separately in its own way. 

Accordingly, if the co-operative projects are to 
be continued, the governments involved must be 
their own arbitrators. Arbitration conducted solely 
by the interested parties leads to delay and aome
times to deadlock which is ruinous to administra
tive efficiency. It always leads in the end to a 
compromise. While compromise is inherent in the 
polit_i~ pr_ocess, it is rarely conducive to good 
a~m~mstratlon. The evolution of political policies 
w1t~L? the f~a~ework of the constitution is leading 
to JOmt act1v1ty between the Dominion and the 
provinces. This contrasts sharply with the original 
conception of federalism as a clear-cut division of 
powers to be exercised separately, and experience 
indicates that it is injurious both to sound public 
finance and to efficient administration. The 
problems raised by joint administration of activities 
where jurisdiction is divided between the prov
inces and Dominion may now be pointed out. The 
first step in any scheme of eo-operation must 
generally be taken by the legislatures concerned. 
As indicated above, the divided legislative powers 
over the subject-matter in question could be pooled 
by one le~ture delegating its share of power to 
the other if the constitutionality of such an 
expedient had not been rendered doubtful by the 
courts.U lf it were constitutionally possible and 
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the province or Dominion, as the case may be, 
were willing to delegate its powers in the specific 
instance, the act of delegation would complete the 
co-operation required. The legislature receiving 
the powers could then establish its regulations and 
provide for their enforcement just as if the entire 
matter had origine.lly been within its jurisdiction. 
In such a ease, no joint administration by prov
ince and Dominion would be involved and as long 
as the legislature delegating its powers was satis
fied with the results obtained, through vicarious 
use of its powers, no further action by it would 
be required. 

In the past, the Dominion and provincial legis
latures have had no serious difficulty in agreeing 
on this kind of co-operation. Nation-wide achemes 
for the compulsory grading of natural products 
under the administration of the Dominion Govern
ment were set up and the provinces purported to 
extend the Dominion Industrial Disputes Investi
gation Act to disputes entirely within the juris
diction of the provinces by essentially similar 
devices. The administration of the legislation was 
placed in the hands of a single government55 and 
the difficulty arising out of the division of legisla,.. 
tive power over the subject matter was surmounted. 
The constitutionality of this procedure was, how
ever, challenged by the courts in 1935. As a result, 
the provinces have begun to abandon this method 
in favour of a more complicated one which escapes 
the constitutional difficulty but which involves 
joint e.dministration. The new device requires that 
the province should enact legislation in substan. 
tially identical tenns with that of the Dominion 
but covering intra.-provincial as distinct from inter
provincial and export transactions. To be specific, 
in legislation providing for the compulsory grading 
of natural products, the province enacts the 
Dominion grades and regulations for enforcement 
and then appoints the Dominion graders and 
inspectors as provincial officials to enforce the 
provincial as well as the federallegislation.58 

Close and continuous co-operation is necessary 
for suocess under this device. Any needed revision 
in the detailed regulations or definition of grades 
must be made by both the provincial and Dominion 
authorities concerned. They must be able to agree 
on the need for change and the exact nature of 
the change required. Moreover, the graders and 
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inspectors are now subject to the control of two 
masters, the Dominion and provincial departments 
concerned. The intention, of course, is to leave 
the initiative and the general control of admin
istration of grading legislation to the Dominion and 
thua far in the limited experience of the new device, 
this has been the practice. However, it can only 
be a matter of time until it is discovered that the 
principles of responsible government are being 
flouted when provincial legislation is administered 
by officials who get an their instructions from 
Ottawa. Administration will then become joint in 
substance as well as in form.GT 

Thus far, activities jointly administered by the 
Dominion and a provmce have not been of any 
significant magnitude or duration in Canada. As 
already remarked, however, the present division 
of legislative power and the present trend towards 
greater governmental regulation are rapidly leading 
in that direction. Although direct Canadian 
experience of joint administration is not available 
for assessing its probable efficiency, an appeal can 
be made to twenty years of experience in the 
administration of conditional grants in Canada. It 
has already been pointed out that, in the condi
tional grants made by the Dominion to the prov
inces to assist specific services, the Dominion 
attempts, by supervision and inspection of the 
provincial administration, to ensur& that the grant 
is being properly applied to the purposes for which 
it was given. This involves a form of co-oper&
tion approaching joint administration and raises 
most of the problems involved in it. Before 
considering the manner in which conditional grants 
have worked in Canada, it is important to state 
some general considerations bearing upon all 
co-operative efforts in administration by separate 
governments. - . . - . . 

It is clear that failure of Domuuon and provme1al 
government departmen~ to pulLt?gether in such 
co-operative ventures will have disr.strous eff~ts 
upon administration. The purpose of all admm
istration, whether in government departments or 
in private enterprise, is to get something done, to 
unify the efforts of the personnel in reaching 
objectives laid down beforehand. One of ~e 
principal differences between government and buSI
ness is that the objectives and policy of govern
ment, in democratic states, at any rate, are generally 
arrived at as a result of bargaining and compromise 
among a wide variety of inter~st~ concem.ed. But 
once a policy is agreed upon, 1t lS a manm of all 
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good administration that concerted effort in pursuit 
of the policy should not be frustrated by a multitude 
of counsel on the best means of arriving at it. 

In business, unity of effort is secured by having 
a single manager responsible for administration as 
a whole. The Constitution of the United States 
aimed to reach the same result by concentrating 
all executive authority in the hands of the President. 
In the cabinet system of government, the conven
tions requiring unanimity and imposing collective 
responsibility are designed to secure a similar 
co-ordination of all administrative action. 

Where the Dominion and the provinces co-operate 
in the execution of a single policy, there is no 
single authority which can impose its will and 
decide what daily action shall be taken in pursuit 
of objectives. The Dominion and the provinces 
occupy exclusive spheres of power in which no one 
can over-ride the others. If unity and harmony 
of administration are to be maintained, it must 
be through· voluntary agreement between Dominion 
and provincial personnel on the best means of 
advancing the policy. And this agreement must be 
reached without delay and without serious com
promise watering down the vigour of the measures 
employed. 

It is one thing to get a legislature willing, at a 
single moment of time, to delegate some portion of 
its powers. Once the act of delegation is complete, 
it is not likely to reconsider its action until 
administration by the authority to whom the power 
was delegated becomes highly unsatisfactocy. ~t is 
a quite different matter, however, to get sust&Jned 
unanimity on the minutiae of administration from 
day to day. There are two main reasons for 
thinking it likely to break down from time to time. 

It is no criticism of higher government officials 
to say that they generally like to extend the sphe~e 
of their authority. Like everyone else, the energetic 
official must try to express his personality in his 
work. He must try to prove the correctness of 
his ideas by putting them into practice and, in 
this way, prove himself to his superiors. Qu~te 
naturally, he wants credit for successful. admi?
istration and he, therefore, cannot acquiesce m 
methods and practices which he thinks are pre
judicial to it. In the nature of things, there are 
forces making for rivalry between Dominion and 
provincial officials who are co-operating in joint 
administration. Honest differences of opinion quite 
unconnected with personal ambitions are often 
sufficient to bring them into disagreement. Sooner 
or later the incompatibility of their ideas or their 
ambitio~s are likely to lead to different views on 



administration. Such rivalries and differences of 
opinion have prejudiced Dominion-provincial eo
operation in many instances in the past. They are 
to be found between officials within a single govern
ment where it is only the unified control of admin
istration in the hands of the cabinet which prevents 
them from seriously impeding administration. 
Officials testify to their existence by saying .that 
sucee88 in Dominion-provincial co-operatiori_, in 
administration depends entirely upon "person· 
alities".G9 

Secondly, in joint administration the officials in 
the provincial department concerned are responsible 
through the minister to the provincial legislature, 
while the federal'department is likewise responsible 
to Parliament. Politics and administration are 
closely linked by the cabinet system. The Gov
ernment of the Dominion and the government of 
a province, as is well known, may be at odds over 
some question of policy. On occasion there are 
genuine conflicts of interest between the Dominion 
as a whole and one or more provinces. Moreover, 
where active administration affects the interests of 
particular persons or groups, representations are 
made•by them to the government of the day, which 
is sometimes constrained, as a result, to intervene 
in administration on political grounds. Thus there 
will be a tendency for joint administration to get 
entangled in political issues. Where both Dominion 
and provincial politicians have access to admin
istration, there will be constant danger of 
Dominion-provincial political friction being trans
mitted to areas of joint administration.oo 

There ill no occasion to be critical of political 
differences between the Dominion and a particular 
province. It is the duty of a provincial legislature 
and government to pursue the interests of the prov
ince as they conceive them to be, just as it is the 
duty of Parliament and the Dominion Government 
to push forward what they believe to be the national 
interest. These apparent conflicts of interest can 
scarcely be avoided. But they should be fought 
out in the political arena and not permitted to 
engage one another in the sphere of administration 
where they will destroy vigour and efficiency. 

In the United States the cabinet system of 
government ill not used and members of the legis
lature cannot intervene in daily administration. 
Thus administration is, in a considerable measure, 
insulated from politics. Accordingly, joint admin
istration of projects by federal and state govern
menta escapes one of the serious difficulties to 
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which it ill exposed in Canad&. It is dangerous 
therefore to argue from experience in thill field in 
the United States. 

These general considerations do not apply with 
equal force to all kinds of joint activity. In 
activities which can be largely reduced to a number 
of routine operations and which do not have to 
wrestle constantly with new situations and new' 
problems, the danger of differences between officials 
is considerably less. The same ill true of activities 
which consist mainly in the application of scientific 
standards. To some extent, the discipline of science 
compensates for the lack of a discipline imposed 
by a single superior l?'ld the recondite nature of 
the problems which arise tends to withdraw the 
activity from the intrusion of political differences 
between the provinces and the Dominion. 

' 
Limitatwm of Conditiont:il Grant& 

On the whole, however, these general consider&
tions suggest that joint administration by Dominion 
and provinces is not likely to be very satisfactory. 
The history of the administration of conditional 
grants in Canada points in the same direction. 
From 1912 on, the Dominion has made grants of 
money to the provinces for specific purposes on 
specified conditions. Grants for assisting agricul
tural instruction, highway development, technical 
education and control of venereal disease have 
expired and have not been renewed. Grants for 
employment offices, old age pensions and unem
ployment relief are still being made. The activities 
being assisted are in each case within the consti
tutional power of the provinces and accordingly 
they are administered primarily by the provinces. 
As indicated earlier, the Dominion agrees to give 
financial aid to a provincial service provided the 
province spends equivalent or specified sums on 
it and maintains certain standards in the servie!l 
rendered. Thus it ill necessary for the Dominion 
and the province to agree upon the standard and 
the means of reaching it. The agreement is 
embodied in a set of regulations which are to 
govern administration and the claim of the prov
ince to Dominion financial assistance depends on 
the observance of these regulations. In an attempt 
to ensure careful application and substantial 
observance of the regulations, the Dominion Gov
ernment audits provincial expenditures on the 
assisted service and, where feasible, measures 
performance against the standard by supervision 
and inspection. 81 
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Such administration is, in a sense, joint. 
Dominion auditors and inspectors check provincial 
accounts and the· actions of provincial officials, 
while provincial officials are obliged to get the 
approval of federal officials if there is to be no 
interruption in payments of the federal grant. 
Disagreements between the two sets of officials 
involved cause delay and confusion and lower the 
efficiency of administration. We are convinced 
that, on the whole, the admhllstration of the 
services assisted by these conditional grants has 
fallen far short of reasonably good administration. 
The basic ressons for this failure are the two set 
out above in general criticism of joint admini.stra
tion. 

To decide whether particular payments have been 
properly made or whether provincial performance 
comes up to the agreed standard, it is necessary 
to interpret the regulations which define the con
ditions on which federal assistance is granted. 
Dominion and provincial officials frequently dis
agree about the meaning of the regulations. 
General rules are never entirely clear in their 
application to particular eases and most of the 
disagreements are genuine honest difi'erences of 
opinion as to how the activity should be carried 
on in cases where the regulations are not entirely 
clear. It is true that the disagreements arise in a 
relatively few eases but since there is no single 
superior authority to resolve them; they are 
enough to cause delay, and may generate friction 
which spreads through the administration, and 
generally reduces efficiency. · 

The difficulty is that in many of the activities 
assisted by conditional grants it is impossible to 
find a clear-cut standard which can be applied 
automatically in measuring performance. Really 
objective criteria are hard to find in human affairs 
and where the measuring-rod cannot be applied 
automatically, it leaves room- for difierence of 
opinion.62 It is inevitable that federal inspecting 
and auditing officials should be primarily con
cerned with protecting the Dominion treasury 
while provincial offici.als engaged in active admin
istration of the service are concerned with seeing 
that it meets what they conceive to be the needs 
for which it was established. Where there is room 
for difierence of opinion, this difierence in interest 
and purpose causes disagreements to emerge. 

Federal officials cannot insist directly upon their 
interpretation of the regulations by giving orders 
to provincial officials in the field. Provincial 
officials must take their orders from the provincial 
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government and not from federal auditors and 
inspectors. Thus disagreements in the field are 
referred back to higher officials and ministers in 
Ottawa and in the provincial capitals, a.nd ques
tions of administration become the subject of 
diplomatic intercha.nge between governments, in
volving long delays in their settlement.6S 

When administrative questions rise to the 
political level, they tend to become entangled in 
political issues a.nd to be treated as such. Now
adays Dominion and provincial policy impinge 
upon one another at many points. When, as a 
result of this fact, sharp difierenees emerge between 
the Dominion and a province, there is grave dtJ.nger 
that the difficulties of joint administration will be 
intensified. The intrusion of politics in admin
istration is always unfortunate but it is doubly so 
when a single government activity or service is 
disturbed by both federal a.nd provincial politics. 

In pointing generally to the difficulties in the 
administration of conditior& gra.nts, there is danger 
of creating false impressions. It must be empha
sized that the exasperations noted are not f<..und 
in all provinces nor at all times. If they .were, 
conditional grants would never have survived their 
launching. But they occur with sufficient fre
quency to cause waste, friction a.nd delay. Nor 
are they due to the perversity of officials· and 
politicians. The federal scheme of government was 
devised precisely because of the lack of complete 
identity of interest between the whole and the 
component parts. Where differences of interest 
exist they become manifest simply through officials 
and politicia.ns doing their duty. If these differ
ences cut across fields of co-operative activity, they 
inevitably have a prejudicial effect. 

Those who favour conditional grants as a means 
of overcoming constitutional difficulties are aware 
of the objection frequently made that governments 
which spend public money ought to be fixed with 
full responsibility of raising it. They argue that 
this objection is overcome a.nd adequate control 
over provincial administration secured in two ways. 
In the first place, the grant is made for a particular 
purpose and the Dominion ca.n define exactly what 
that purpose is. Then by supervision and inspec
tion, it can determine whether provincial admin
istration complies with the terms of the grant. If 
not, disallowances and deductions from the grant 
can be made as a penalty and a warning for the 
future. Secondly, if this sanction is not effective, 
the entire grant may be withheld until defects 
are remedied. 
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This argument ignores certain stubborn diffi
culties. In the first place, we have alres.dy pointed 
out tha.t in ma.ny of the services assisted by federal 
grants, it is impossible to devise exact standa.rds · 
for measuring performa.nce. Opinions differ &S to 
what. amounts to an earning of the grant and 
disputes arise. Federal auditors ma.y disallow 
pa.rticular provincial expenditures &S not being 
authorized by the regulations. Because there is 
generally room for difference of opinion, the prov
ince does not normally acquiesce in such action. In 
resisting a disallowance which it considers unfa.ii, 
the province feels justified in bringing pressure on 
the Dominion. As the province is in full control 
of s.dministration, there are generally a variety of 
expedients which it can s.dopt to inconvenience 
or prejudice the Dominion. Thus the Dominion is 
obliged to be very chary of disallowing expenditures 
except in very flagrant cases which, of course, are 
rare.64 

Moreover, in most eases, federal audit of 
provincial expenditures cannot go to the root of 
the activity. To determine independently the 
correctness of all provincial expenditures on an 
Aided activity, it would be necessary to duplica.te 
provincial field staffs. Such duplication of staff 
cannot, of course, be contemplated and federal 
audit is generally confined to a. review of the 
documents and vouchers on file. Occasional test 
investigations by way of sa.mpling are ms.de and 
complaints of serious abuses investigated. We do 
not suggest that there is any need to inquire into 
the honesty of provincial administration but there 
may be occasions when its vigilance in these assisted 
activities is not a.s rigorous a.s if the province itself 
raised all the funds expended on them. In any 
case, federal a.udit and supervision cannot go to 
the root of these activities.65 

Secondly, the power of the Dominion to withdraw 
the grant from a province which fails to conduct its 
administration in accordance with the conditions 
in1posed on the grant can rarely be exercised in 
prac.tice. :rhe Dominion assists particula.r pro
vmelal servlCCS because they further some important 
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national interest. Withdrawal of the grant to 
discipline a province must be at the expense of 
the na.tional interest in question. Furthermore, 
it is a very serious ma.tter to say that a provincial 
s.dministration is so bs.d that a.ssistance must be 
withdrawn. Obviously no Dominion Government 
could come to that conclusion about a provincial 
government of its own political stripe. And a 
Dominion Government would scarcely da.re to 
withdraw a grant from a provincial government of 
a different political stripe because of repercussions 
in the province affected.66 

Thus the Dominion must always hesitate long 
before withdrawing a grant. The provinces know 
this and they are not seriously impressed by 
threats of such action. The power to withdraw 
the grant is not an effective sanction except against 
the most flagrant of abuses. Experience shows 
that where flagrant abuses have been brought to 
light, the province in question h&a ha.stened to 
correct them. In the prosaic but much more 
common cases, where administration is hampered 
by honest and rea.sonable differences of opinion, 
withdrawal of the grant &S a means of resolving 
such differences is out of the question. 

On these grounds we are satisfied that, for 
permanent purposes, the conditional grant, &S it 
works under Canadian conditions, is an inherently 
unsatisfactory device. It may be used in some 
special cases and for some limited purposes, as we 
shall indicate later.6T But in most activities we 
believe it to be more costly than if the service in 
question were financed by a single government. It 
unquestionably leads to delay and to periodic 
friction between Dominion and provincial govern
ments. 

The experience with conditional grants leads us 
to doubt whether joint administration of activities 
by the Dominion and a province is ever a satis
factory way of surmounting constitutional diffi
culties. Where legislative power over a particular 
subject matter is divided, it is ordinarily desirable 
that these powers should be pooled under the 
control of a single government in order to secure 
unified effort in administration. 
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