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INTRODUCTION

The tariff history of Canada has been eventful and varied, Our
presert history takes its logical beginning in 1846, the year of the
Repeal of the Corn Laws in Great Britain., This Act established free
trade in Britain, and thereby struck a blow at the provinces of Canada
which hitherto had enjoyed a substantial preference in the Britiéh
market, On the other h;nd, it alsc was a boon to the self-governing
aspirations of the British coloniea, especially in matters of
commercial and fiscal policy, Their future wes now in their own
hands, not those of (reat Britain.

There are a number of broad divisions into whieh this work may
be divided. The first of these is the pre-confederation period
which has several distinot trends, the first towards reciprocity
with the United States and the second, its antithesis towards
protection for the Canadian manufacturer - a development which helped
undermine the reciprocity agreement, The second periocd studigd is
the interval between Confederation and the year 1879, a period in
which the tariff was used solely as an instrument of revenue. Then
came the National ?olicy, initiated by the Conservatives in 1879, a
policy which has continued in some degree or other to the present
time, The Conservatives remained in power to 1896, during which time
protection reached its early peak. Under the Liberals there was a
very gradual deéline in tariff rates until 1930. This long division
has been sub~divided into periods before &nd after the Great War, the
former with its radical change of imperial preferences and the latter
associated with a greatly increased industrial potential. With the

Great Depression, the Conservatives raised the level of the tariff to



unprecedented heights, the Liberals again meking substantial downward
revisions during the latter half of the peried which endeé with World
War II. The succeeding chapter is concerned with war and post-war
policy. Tariff changes during the war were of miner impértance, but
the developments of the last few months ére, héwever, of particular
and péssibly lasting value, A néw.era of economic advance may well
be associatéd with the Geneva Conference,

The main purﬁésé of this thesis is not, however, to list the
actual factual developments as they occurred. Space would not permi£
a full and.detailed yearabyayéar examination of the tariff. it is
rathér to highlight the major changes of each period, and to show,
in pérticﬁlar, what caused these changes, and what results may be
attributed to them., The wost important aspect of tariff changes are,
of course, their results, for only by looking backward to tﬁé-suceess
or feilure of different policies can we adequately judge what should
be done in the future. In particulaf, the growth of some of the more
important industries in Canada have been and will be related io the
tariff, |

In conclusion, we shall try to evaluate the most recent develop-
ment.8 in Canadian commercial policy. The future cof Canada depends to
a great extent on what is being done now and what will be done in the
near future. The final purpose of this thesis is to attempt to Jjudge
whether, under the ecircumstances, we are followling the right course,
Shoul& free trade or ecohomic nationalism be our goal for to-morrow?
Only a look at the past will give us & guide to the future and as the
reader will find, the economist must argue in favor of a closer approach

to free trade.




CHAPTER I

Pre-Confederation 1846 - 1866

e g

The Repeal of the Corn Laws in 1846 necessitated drastic
reorganigation of Canadian commercial policy. The proposal to repeal
the laws set off an attitude of political discontent which gathered
force with the economic depression which followed the repeal.' This
attitude culminated in a movement in three directions, towards
" reciprocity with the United States, towards national protection and
lastly, towards annexation, The latter movement was shortlived and
was ended by the signing of the Reciprocity Treaty in 1854,

Thus the Repeal of the Corn Laws involved far-reaching consequences
in the British American colonies. British policy had heretofore tended
to restrict their commerce but had supplied & protected market for
their raw materials. Now they were more or less set adrift, The
economic consequences were serious. There was a bad depression in
1847 and 1848 caused by lowered prices for wheat and the reduced
preference on timber, two of the Canadas' main exports. They were
shut out of the large United Stabes market with its higher prices
by the higher tariffs which the United States had set.almost two
decades befors, However, while they lost their markets, the colonies
gained something which was to be more important, a certain measure of
fiscal freedom which gave to the British colonies power to reduce or
repeal all the duties of the British Possessions Act, with, of course,
the consent of the Imperial Government. Full fiscal freedom was to
come much later. In a word, the colonies could pass all enactments

with regard to duties and trade which might be suited to their needs,
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The agitstion for reciprocity was started then in an effort to
find another market for the one that had just been partislly lost
ard what better market was there than the United States? This agitation
met its climax in about 1850 or 1851 with the provinces of Canada in
'the.lead, since they had all to gain and nothing to»lése. They were
the agricultural provinces with no fisheries which were to. become an-
added inducement for the reciprocity agreement with the United States,
The amexation movement had its centre in Montreal, whose commercial
interests had been hardest hit by the Repeal of the Corn Laws which
tended to cut down the use of the St. Lawfencq River as the channel
for the flow of products from the colonies to Britain. Reciprocity
was, in the minds of the colonial ministers, the best antidote to
the ammexation movement and Merritt, a miller and member of the
legislature, became leader of the reciprocal trade movement in
Gana@a. In 1849 he drafted the Reciprocity Aet which removed duties
from an enumerated list of articles, provided that the United States
did the same for Canada., The United States, however, did not take
the hint, and it was left for Elgin to take the demands to the
Colonial Office and leave the negotistion of a treaty in the hands
of the British Covernment., Similar movements took place in the other
colonies at the same timej New Brunswick, Prince Hdward Island and
aven Nova Scotia.for a few yéars had an active movement towards -
reciprocity.

By 1852 the intense eagerness for reciprocity had subsided,
though it bad by no means disappeared. It was merely that Canada

had overcome the effects of the depression and had found that she

1) D. C. Masters, The Reciprocity Treaty of 1854 (Toronto: Longmans,
Green and Co%, 1937), p. 4 et seq.
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was not as badly off as she thought. Reciprocity was desired but was
not, as in 1847 and 1848, viewed as the only cure to the economic ills
which were then besetting her. The Canadian Government- was now planning
retaliatory measures, such as raising of her own tariff, to force the
United States to accept reciprocity. Anyway, the fate of the feciprocity
treaty was ﬁow in the hands of the British Government.

The British Government was also eager to attain a beneficial
comercial arrangement for the colonies, Great Britain kﬁew that the
Repeal of the Corn Laws had alienate@ # good deal of colonizl opinion,.
The colonies demanded recipreeity and she would have been glad to
give it to them. She also desired to free the colonies because they
mnow had no counteracting privileges for the Imperial tie, Thus the
movement Utowards reciprocity became a paft of British policy, There
was also the influence of the fishing éontrcvérsy over the interpretation
of the thres-mile limit to which the Americans could fish Colonial waters.
A trade treaty between the two countries would have been a good means
of clearing up this point. In 1852, a fleet was sent to secure the
rights of the Canadian fishermeq in their own waters and to see that
the Americans were kept out. The fisheries dispute was becoming a
very sore spot in British-Americaﬁ relations, snd in the minds of
the British who negotiated the treaty, it became the most important
question. The British policy was also influenced by the Crimean
Wer, Britain had enough trouble in Europe; she did not want anymore
with America or the colonies. Thus in 1854, the British diplomat,

Elgin, succeeded where many before him had failed, in securing a
reciprocity treaty,

The failure of the other ambassadors (1849-1853) was due to

the interplay of sectional politics (North vs. South), to general
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anti-British prejudice, and to indifference - Canada was not important
Vin their minds. Other reasons for the failure were the strength of
protectionist opinion and the ineffectiveness of British diplomacy.

The main reason for the revival of negetiations in 1854 was‘the
figheries dispute, not so much for the actual value of the fisheries
thenmselves but because of the danger of a rupture and thus a potential
struggle with Britain, and Amerieé at this time was in the midst of
‘the slavery dispute, War would have been disastrous to her., This
also served to stir American opinion from the lethargy with whieh it
had previously regarded commercial relations with Canada., There was
also a decline of protectionist opposition in the United States,
particularly with regard to the fisherles interests and also the
grain interests of the Mid-West, who saw the advantages of the St,.
Lawrence river route and supported reciprocity. The Canadian
annexation movement of 1849 also strengthened Elgints efforts of
' 1854, Northerners thought reciprocity would hasten annex&tion;
Southern states thought reciprocity would forstall annexation and
thug the balance of power between North and South would not be
broken. The United States manufacturing interests also supported
it because they believed that it would open a greater market for
their goods. And so in 1854 the Elgin-Marcy Treaty was signed,

Zhere were seven articles in the treaty, The first granted
liberty of inshore fisheries exceplt for shell fish in the waters
of British-North American colonies %o the United States, The second
gaQe similar privileges to Canadians in United Staltes waters, The
third was a list of products which were granted reciprocal free trade,
chief of which were grain, flour snd breadstuffs, smoked and salted

meats, cotton, wool, seeds and vegetables, fruits, fish and their
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products, poultry and eggs, undressedvhides, furs gnd skins, salt,
butter, tallow, horses, metallic ores, coal, pitch, tar, turpentine,
timber and lumber of all kinds, plants aﬁd treés, pelis, rice, corn,
brick and gypsum, flax, hemp, tow, unwrought and wrﬁught tobacco,
The fourth article gave Americans equal rights and rates for navigation
of the 8t, Lawregée River and canals of the Great Lakes and the
corresponding rights of British subjects in lLake Michigan. Article
five provided for the treaty to remain in force for ten years after
which it could be broken on one year's notice., Article six extended
these terms to Newfoundland and the last merely made arrangéments
for its ratification.l)

The Zenith of the Reciprocity Treaty was between 1854 and 1857,
It was very popular during this tinme bqth in British North America
and in the United States, President Pierce in Decémbsr, 1856 gave
the official American view when he said that it gave an immense
impetus to trade.z)ﬁowsvera there began to be evidén@es of the
protectionist movement in Canada which became the apple of discord
- in Canadian-American commercial relations. Merritt‘found.that by
thié time Canada was in a position suitable to thé development of
manufactﬁres. He desired either more complete reciprocal trade,
that is, free trade in manufactures to open the large American
market to Canadian manufaeturers, or else, falling that, proteection,

go that the Canadian market could be supplied wholly by Canadian

manufacturers.

1) Ibid., pp. 243-249.
2) Ibid., p. 106.
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The turning paints’of reciprocal relations were the Gayley
and Galt tariffs of 1858 and 1859, Previous to 1858, the general
réngé of duties on manufactured goods had been 15 pér cent with a
»few dutiable at 20 per cent. By the Cayley tariff af i858, an
eﬁiended geheral 1ist of duties remained at 15 per cent with a few
articles at 25 per cent. There was also a 20 per cent class which
includéd many important articles. Partly manufaetured goods were
ratédAat 5 per cent generally, The free list included articles
covered in the mein by the Reciprocity Treaty. Thelzo per cent list
comprised eighty items, all menufactured goods which were»supplied
chiefly by Great Britainj the 25 per cent list was ﬁainly éevoted
to leather goods, By the Galt tariff of 1859, the rates were again
revised upwards, The general level now became 20 per cent and the
5 per eeni-inorease'Was typicsl of all the classes. élothing as
well as leathef goods and wearing apparel ﬁere rated at 25 per cent
and some articles were as high as 30 per cent and 4O per cent. The
lowest range became 10 per cent instead of 23 per cent and 5 per
cent as previouslyg

There were many reasons for the rise of the tariff rates at
this time, chief of which was the need for more revenue. The year
1857 had been a depression year in Canada and previcus to this tims,
Canada had borrowed a great deal of méney to imprové her transportation

facilities, railroads and canals, There was the necessity of paying

1) Por further details of tariff changes during this period see
Edward Porritt, Sixty Years of Protection in Csnada (Londons
MacMillen and Co., 1908), pp. 228-239,

0, J. McDiarmid, Commercial Policy in the Canadian Economy
(Cambridge: Harvard University Press, 1946), p. 7L et seq.




interest on this debt and also to guarantee interest payments on the
Municipal Loan Furd, from which many municipalities had borrowed
heavily and were forced to default because of the depression, Thus
there was an increasing need for revenue, which was made more serious -
by the extension of the list of those goods entering free, The rest
must pgy - highér price, There was also at this ﬁime a new sﬁrength
and aggreséiveness to the protectionist movementlled by the Association
for the Promotion of Industry.‘ The three chief reasons for support
of increased protection were the depression of 1857, the need for
more fevenue and tha strength of the préteétioniét movement. The
expanded free list was also made as a point in defence of the |
inereases., Galt himself said that his was a policy of incidental
protecticn - protection was second to the demand for revenue,

This tariff peiicy was the start of the downfall of reciprocity.
The United States had a higher tariff at the iime but objected
violently to those classes of duties under which her manufactures
were pénalized heavily., American manufacturers lobbied from this
time on against the treaty, and their rallying cry was that the
Galt and Cayley tariffs were g vielation of the spirit of the
treaty.l)The rest of those in opposition to the treaty also gathered
around this moral érgument. However, the strongest bedy of oﬁinion
favored revision rather than abrogation ¢f the treaty.

Then came the outbreak of the Civil War and with it many
unfortunate incidents on Canadats part, chiaf of whieh was the
Confederate raid on St. Albans from Canadian soil. These incidents

infuriated the American public and they demanded retaliatory

1) Masters, op, cit., p. 204.
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measures, most important of which was the abrogation of treaty, In
fact, in 1864, there was a strong demand ﬁhat a notice of abrogation
be sent evén though the ten years of the treaty were not yéﬁ_upﬁ The
notice of abrogation easily passed the House of Representatives in a
wave of anger and was sent on to the Senate, It had much mofe diffiéﬁlty
there since the minds of the people were not so inflamed by this‘tima
(early in 1865) but still polities had a bearing on the subject.: Iﬁ_
would have probably been abrogated anyway on commercial reasons alone.
The Senate was highly protectionist in sentiment at this time and, as
" a result of the war, greatly needed revenue. This was an sxcellent
economical weapon against the treaty for two reasons; oﬁe, revenue
was sacrificed by the previous removal of duty and two, it was
impossible to levy internal taxation (excise taxes) on goods which
could.came into the country free, This was the chief argument
agéinst the treaty. It was also stressed that the St, Lawrence

route was of practically no value to America, in fact it was a
detriment to the transportation system of the State of New York.
Further support was gathered because it was felt that the only way

to get a revised treaty was to abrogate the 0ld one, and almost sll

. who wanted reciprocity wanted the treaty reviséd._ Political prejudice
merely added vigour to the efforts of the abrogationists, and the

notic & Senate
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in January and Britain was
1) '
officially notified on March 17, 1865,

Neither Canada nor Britain could prevent abrogation. Britain

1) For further details of the events leading to the abrogation of
the treaty see Ibid., pp. 132-155.
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played a waiting game because American opinion was already alienated
from her. Once the notice of abrogation was received, however, both
Great Britain and Canada tried to secure a new treaty, but were
unsuccessful. The provinces united here for the first time under
the leadership of Canada but their efforts came to naught, as no
suitable terms could be arranged, Thus reciprocity passé& out of
existence never to be replaced.

The effect of reciprocity on trade is difficult to estimate
because of other complicating factors., It was a period of phenomenal
development in both countries. New lands were opening to settlement
and populations increasing, while there was also a great improvement
in communications, all of which tended to increase trade, Then, too,
the great investment of English capital in railway building involved
large pﬁrchases from the States, Outside influences (Grimean war)
deprived Britain of a principal source of supply and increased the
demand for Canadian agriocultural products which led to higher prices,
and increased purchasing power to spend in the States. Also the
exports of each country had always been shipped to some extent via
transportation system of the other, The outbreak of the Ci;il War
disrupted even more the normal course of trade. There was an
increased demand for goods and the shipping industry also profited.
General profits rose because of increase in prices during the War,
Then, too, much produce was sent to HEurope by way of Canada to avoid
risk of capture by Southern raiders, It can thus be seen that there
were many causes for the increase of trade during this period,

The treaty increased the consumption in each of the other's

products and fostered the use of each other's transportation lines,

1) Ibid., pp. 132-1355.
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particularly with regard to breadstuffs. However, a marked growth
of trade would have cecurred regardless, the treaty mérely making it
sasier for this trade to occur., The increase had started before this.
peried and abntinu@d after it, The Reciprocity Treaty was only one
of several factors which combined to produce prosperity., One of the
indirect effects of the treaty was that better politiesl relations
were established, which also helped trade. The influence of the
treaty, while considerable, was somewhat less than has been popularly
supposed. :

What was the nature of the trade? Free goods comprised the
greater proportion of Colonial exports during the whole period and
~ this was also true of American exports, although they had a more
" gradual rise. The years 1862 and 1863 saw the export of free goods
equated on both sides, The trade itself was largely a commerce of
convenience since most of the articles were common to both countries.
The Maritimes received their wheat from the bordering American statbes
"and Canada exported a good deal of wheat to their bordering atatés.
It was more convenient for parts of the United States to get produce
from Cenada and vice-versa. The removal of duties facilitated this
operation which would have developed to some extent regaréleas, Also
much of the wheat imported by each country merely passed throﬁgh on
the way to foreign countries (i.e. grain from Mid-West to Burope via
St. Lawrence and grain from Canada via Erie Canal to Burope) because
of the convenience of tﬁe routes, Simllar characteriétics were
found in the coal trade - a great deal of coal was exported from
Nova Scotia for use along the Atlantic seaboard states while Canada
obtained its coal supplies from the Pennsylvania coal fields, This

was again a matter of convenience. Conditlions were also similar with



regard-to the fishing inﬁustfy. Iﬁ connectioﬁ with the_trg@giini
lunber a great deal of that exported to theAUhited Stéteé was |
headed for thé re-export mafket.l) : |

The trade in duty paying goeds was not incréased appréeigﬁiy_”
and in fact deoreased after 1859, causing the Amerieanvmanufactﬁ§§rf
to oppose the treaty., Their assent to the treaty had previouglyf
been. secured by assurances that they would benefit from it b&'%ﬁé:n
inéreaseuin the consuming power of the colonies, The fiscal poliey
~ of Galt and Cayley had considerable influence in the decline éf
manufacturess In additlon there was the paralysing effeét of the
Civil War on Ameriecan manufacturing, especially for the export
trade. The policy also alded the Ganadian manufacturer with the
result that he gained an increasing share in the market, The
increase in duty also caused some degree of diminished econsumption
-+ of the manuféctured_products affected, The St, Lawrence trade was
not much affected by the treaty.

Besides being responsible in part for the sudden rise of tradé
with the United States, the Reciprocity Treaty also had thé
- permanent effect of directing the continent's trade in a norté—aaath
direction. Thus the continued increase of trade which folloﬁed a
few years after the abrogation of thé treaty was, in éome measure,
a result of the treaty itself. Trade tends to continue in a certain
direction even after the earlier causes for that trédé are elimiﬁated.
Thus the large trade developed from 1854 to 1866 caused a further
development in later years.

The effects of the abrogation of the treaty were not as great

1 ) Ibi d. s PDPe. 181-226.
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as might have been expected., Trade fell sharply in 1867 but this
was chiefly because of the 1lth hour rush of goods across the border
to meet the deadline of reciprocity. After this initial drop, trade
rallied until it was as high as the 1865 level by 1870. The potential -
blow to Canada was moderated by the recovery of the American currency
from a period of inflation during ﬁartime, by the reappearance of
the Southern markets which had been closed because of the war,‘by
the great demand for material for reconstruction purpeses and by
more settled business conditions in the United States. In addition,
the high prices and heavy taxation which were prevalent in the
‘United States after the close of the war gave Canada a good
advantage in trade. The transportation interests of the United
States lost a profitable carrying trade by the abrogation of the
treaty but the fisheries question was satisfactorily settled in
1871 by the Treaty of Washington. »
Abrogation also had a great effect on Confederation and was
in fact, its main economic cause, Canada had the feeling of Seing
left high and dry and had to find a new commercial policy. Great
advantages were anticipated in the opening of the markets of all
the provinces for the industries of each., Confederation would
provide a diversity of resources. It was thought that there
should be great prosperity in a commercial system which combined
the wheat growing of Canada West and the coal and fisheries of the
Tower Provinces, linked by the best navigable river in the world.
A This combination should speedily develop an internal and external
trade to replace that with the United States. Then, too, an

intercolonial railway was needed to assure (anada of a winter



- 15 =

route for trade and this could most easily be obtalined by combining
the resources of all the provinces., Furthermore, the abrogation of
the treaty hit a hard blow at the Maritimes and their raeovéry was
sought in Confederation with its increased commerce.

The imminence of abrogation had also fostered the habit of
intercolonial co-operation, first in an attempt to negotiate # new
treaty with the United States, and secondly in attempts to negetiate
trade treaties with other countries to replace that lest by abrogation.
At the beginnihg of the period, the colonies had locked everywhere but
at home for salvation - annexation, reciprocity, free trade aﬁﬁ.
proteétion. Now they began to think in terms of nationality.
Confederation was on the way., Political union was a short step
from the economic union.whiéh was desired and needed when reciprocity

was ended,



CHAPTER II

Revenue Tariff 1867 - 1878

The central economic ambiti@n of the Fathers of Uonfederation
was to increase the production, to hasten the expension and to promote
the presperity of the British North American colonies by the
establishment of & new nationalnaconomy. It was bellieved that the
resouwrces and iIndustries of the provinces were diversified and
complementary; integration of these resources would provide a
stable economic life. Some of the provinces were solely dependent
on one branch of industry - through economic union they would find
security and prosperity., The great territories éf Canada needed
the Maritimes as an outlet to the sea and without this gréat
territory, the Maritimes themselves would be merely a strip of
sea-shore. The union of the di&ersified resources - gold and timber
of British Columbia, furs and wﬁe&t of the prairies, minerals of
the Lake Superior country, wheat,>timber, oil and ménufactures of
Canada, and the coal, iron, fish and forests of the Maritimes -
would give the new country the desired astability., &

This new national economy was to be united by means of the
Intercolonial Railway, which was under discussion just prior te
Confederation, and also by imprbvement of the cenals and exieting
transportation systems. This would also give a helping hand to
what was hoped to be an increased internal trade, Trade had pre-
viously been relatively small but with the removal of provincial

tariffs and the improvement of communications, would be provided

1) D, G. Creighton, British North America at Confederation
(Ottawa: The King's Printer, 1939), p. 40.




- 17 -

a stimulus for a large increase. The creation of a free-trade
area of four million people would provide compensation for the
abrogation of the Reciprooity Treaty, It was also hoped that ex-
ternal commerce would be promoted as well, since union would give
the confederated provinces greéater prominence in the commercial
world and a chance to bargain more effectively with other countries.
Business men and pmlitieiané believed that Confederation would also
promote the growth of manufacturing., These hopes were based almost
entirely upon the larger market which union would open up, In the
Maritimes these hopes were particularly high, and with all these,
came the hope that Confederation would provide a lure for immigration
which Canada needed above all else., These then were the general
economic arguments for Confederation,

In the last chapter the main discussion settled around the
tariff poliey of the United Provinces of Canada because they had
the greatest effect on the events of the time. They were the most
important provinces from the economic point of view and it was
with them that we were most concerned. At this time, however,
the tariffs of the Maritimes (New Brunswlck, Nove Scotis and Prince
Edward Island) were ali low, mainly of a revenue producing type.
There was only a very limited amount of protection in these colonies,
The general level of the tariffs ran from 10% to 1234%, with high
taxes on spirits which were the main revenue producing items.
Previous to 1867 there had been some attempts towards reaching a -
commerclal union (1859). These had been frowned upon by Great
Britain, because she wanted no preference given to any other colonies

since this would have been incompatible with her own free trade



1)
ideals,

The movement for Confederation began as a movement for commercial
union. The abrogation of the Reciprocity Treaty quced the Maritimes
to draw clcser to Canada, but there was also 1ively‘opp05ition to
Confederation because of the restrioctive commercisl policy of
Canada, The Maritimes did not want the high protective tariffs
which were prevalent in Canada at this time. This was one of the
reasons for .the léwering of the tariff of the central provinces in
1866; pravious te Confederation, an added inducement to the Maritimes
to Join. Thefe wers also other reasonsj Galt, the finance minister,
had lost his belief in protection and now looked to the free-trade
policy of the Mother country. He felt that free trade was to be the
policy of Eurcope as well as England and he desired to win the Mari-
times to enthusiastic suppqit of Confederation. ﬁhps in 1866, the
two provinces of Canada adopted a new policy. Duties were restored
on goods previously admitted free under the terms of the Reciprocity
Treaty. The Canadian list was brought more into conformity with the
tariffs of the Maritimes so that it might stand aftér Gonfederation
as the tariff of the Dominion. The general list was reduced‘to 15
per cent, There was a general reversal of the trend for higher
duties (protecticn) on textiles, clothing, farm maehinery and metal
products, Items at 30 per cent were reduced to 25 per cent and those
previously at 25 per cent were now reduced to the general rate of

. 2)
15 per cent.

1) For a complete history of Maritime tariffs previous to Confederation
see McDiarmid, op, cit., pp. 93-130.

2) 0. D, 8kelton, "General Economic History", Canada and Its Provinces,
V,ed. by Adam Shortt (Toronto: Glasgow, Brook & Co., 191L), pp.
133-135. B8ee aleso McDiarmid, op, eit., p. 136.
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 Thus Canada entered Confederation with a compromise in her
policy of the 1850's. The eeenomié and political forces in decades
to folléw were also to be centred‘around this prebiem of effe@ting
a Qampramise among seeticnal interests, The Cansdian attitu&e
towards lower tariffs helped to mske Confederation possibies
Intercolonial trade had been on the increase prior to this'time
and especially after abrogation of the Reeciprocity treaty. “The
products of Canada now went directly to the Maritimes and not by
way of the United States. Another reason for Confederation was to
obtain the capital with which to build a great imternal transpor-
tation system. It was realized that there would be gfaaﬁer oppor-
tunity and greater advantages to capltal investment if it were
backed by a Dominion Gavernmént. Among the powers bestowed on the
Federal Government by the British North America Act was the unrestricted
and exclusive control over the customs, This control of the customs
tariff, which had produced over 60% of the provinees' revenue,
was regarded as the greatest force for welding the provinces into
a unitéd nation, The Dominion assumed responsibility for the
developmental (railway, canal and municipal) debts of the provinces
to the extent of over $88,000,000, at Gonfgderation.l Revenue was,
therafére, the prime ébjgcti&e of the first Dominion tariffs,
Protection wes a weaning cause in the first tariffs of the Dominien.
In 1867, the firsﬁ tariff of the Deminion Parliament continued
the basic rates of the provineial tariff of 1866. Duties of 15 per cent

ad valorem remained on the general list. Provislon was made for

1) McDiarmid, op. eit., p. 135.
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plaecing goods from colonies not yet in the Dominion on the free list
by order-inecouncil, Canada's method of fixing value for duty at
the fair market priaé in the country of export was continued. The
object was to make Canada a cheap country to live in, cheap to produce
in, to give Canadian manufacturers low taxes, Thus with her low
labour costs and cheap materials, she could compste on favourable
terms in the markets of the world., Immigrants and capital would then
flow into Canada and develop her resourdes still further, The issue
of protection was now of no importance, Canada wanted reeiprocity
with the United States more than any other economic advantage and
she tried many times during this decade and the next to achieve this
goal, Offers for reciprocity in fish, lumber, grains, and animals
were held out to the United States in early Csnadian tariffs but to
no avail,

Revenue was also the keynote of the tariff of 1870 bub there
was a trend towards higher duties, A general 5% increase was
made in most existing duties but popular disapproval csused a
reduction in 1871 by the same amount, By 1873 groups had begun to
agitate for protective duties to encourage domestic preduction and
to be a counter balance against the high duties of the United States,
Little progress was made in this direction however until after the
depression of the 1870's, (anada did not want te ruin perhaps the
slight chance sbe had of obtaining feciproeity with the United
States by setting up heavy tariffs. High tariffs had been one of
the major causes for the abrogation of the earlier treaty. Revenue

exigenoles became such that it was necessary in 187} to inorease



duties generally by 2% per cent until the general level was 17}
per eent.l)lt was sﬁill, howsver, a revenue tariff aiene. The
10 per cent list was lengthened by the addition of ffee goods and
the average rate of duty on dutiable commodities beaame about 20, 5
per cent. This higher rate was due chiefly to the mnch higher A
- rates on imports such as whiskey, cigars, tebaceo, eto., Na
attempt was made to provide partieular favours for Canadian
manufacturers. v
| Protection versus free trade was the principal subject‘of debate

in Parliament and in the country at this time, From 1874 to 1878
the rates remained substantially unchanged. The economie philesophy
was that of laisseg=faire in cammerciel policy, though fiscal
necesslty made this‘geal impossible to realize, Recurring deficits
occurred after 18?4, thus weakening the government's position,

Up until 1874, abrogation of the reciprocity treaty had been
counterbslanced by factors favourable to the Canadian exporter
to the United States. This was described at the end of the last
chapter., After this time Canada lost her favourable position
because of the currency stabiligstion of the 3tates, because of
the inereasingly high United States tariffs and also because of the
increased efficiency of American manufacturing., Exports to the
United States were reduced and imports increased. The influence
of the tariff on industrial development in Canada during the first
decade of Confederation was not striking. Few of her important

industries were at all dependent on a protective tariff., About

1) For a more comphete outline of the tariff policy of this periocd
see Ibid, pp. 136-143.
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12 per cent (by no. of employees) of the industries listed in the
census of 1871 were of the naturally sheltered type - shopcrafis and
local ser&ices not exposed to externsl competition. About 43 per
cent were industries carrying on the initial processing of domestic
raw materials, half of which were occupied in the lumber industry,
The remaining 45 per cent embraced certain sheltered industries
though less obviously so, and others dependent on the home market
and subject to foreign competition.l)These were favoured, however,
by transportation costs and cheap raw materials from England as well
as by the tariff., Manufacturing, as compared with commercial devel-
opment ; was retarded until more substantial tariffs were imposed by
the scarcity of investment capital in Canada. The need for adjust-
ment in some industries became apparent expecially after the
depression set in. The coal operators of the Maritimes complained
of American competition in Canada and of the inaccessibility of the
United States market. Canadian lumber production was hard hit by
the depression and in 1875 was 50 per cent lower than in 1872, The
lumber interests in Canada were strong adveocstes of free trade and
reciprocity.

In strictly menufacturing industries farm machinery was among
the most prosperous, owing to the growth of the internal market,.
Local prosperity decided the.vulnerability of the companiss to
general_depression. As for textiles, Canadian firms had expanded
during the Civil War and in some cases found themselves hard pressed
at its conclusion. Flour millers suffered from the depression of

the 1870%s as much as any group because of their over-expanded

[

1) Ibid., pe Li6.
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facllities. lowering of tariffs aﬁréad and the recovery of world
prices were the cure for this industfy.

When world-wide deflation and depression first set in-in 1873,
Ganada was not hard hit; Export prices of Canadian materials were
better maintained than prices of her imports. The full severity
of depression was not felt until 1875 and then it was intensified
by crop failures. However, producers still did not look to protective
tariffs as the solubion te falling export prices andrdepressed
internal trade. Reciprocity with the United States still pbésessed
a wide appeal. The influence of the representatives from the
Maritimes discouraged advocates of a tariff for non-fiscal purposes,
Tn the main, the depression was commercial and fell particularly oh
the distributive trades. The most serious effect of the depression
was that capital markets were tied up and the great investment

Aprojects {Canadian Pacific Railway) had to be postponed, Increased
expenditures and inability to borrow forced the rise in tariff rates
and was also responsible for budget deficits after 1874,

In 1876 Mackenzie and Cartwright were about to propose a
general increase of 2% per cent in the tariff, a proposal which
had protectionist implications, but they were held back by the -
Maritime Liberals. Thus the Liberal party stuck to the policy of
free trade and the Conservatives adopted the "National Policy! of
protection, It is probable that had the ILiberals elected to raise
the tariff, McDonald would probably have attackeé this poliey in

1)
parliament and adopted the policy of free trade. We have an

1) Ibid., p. 155.
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instance here of polities in the tariff question. Protection was
portrayed by the government as a favour to c¢lass and special interests
at the expense of the general welfare, It was a movement towards
monopoly and the lowering of the real wages of labour. ILater
developments revealed that the government was right since p:oﬁectipn
certainly did raise the cost of living, Only after the depreésion
had made severs inroads into the ecohomy did proiection:win wide
acceptance in the country as a whole, Prosperity had silenced the
tariff discussion; now depression had brought it back with each
party adopting opposite platforms, the Liberals still standing by
a poliey of free trade and the Conservatives advocating protection.
Thus in 1876, the Conseﬁvatives embarked on a campaign to "sell
protection" to the country.l'At the time the proteetionistvinterests
had just been re-awakened, taking form as the Manufacturers
Association of Ontario. Still the enthusiasm of the more important
industries was slow to be aroused, though some protection was sought
against the "dumping" practices carried on by American and British
manufacturers during the depression, Protection seemed, to them,
to be merely a poor aécond to unréstricted reciproeity with the
United States, which was what the Canadian maenufacturers wanted
most, They believed that with their cheap labour and cheap raw
materials they could predugce and sell in any market. Only the
high tariffs erected against them prevented the industrial |
expansion which they thought could be achieved with unrestricted
reciprocal free trade, This was, obviously, just before the peried

of great industrial expansion in the United States with their

1) Ipid., p. 158.
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resultant low prices of nmasse-produced goods. Most of the popular
support for protection came as the demand for a bargaining weaﬁon
against the protective tariff of the United States. The previous
failures to regain reciprocity lead to the slogan "reciprocity in
tariffs", However, by 1877 the Dominion Board of Trade unanimously
adopted a motion in favour of protection. This agitation carried -
on by manufacturers made the task of the'Gpnservaﬁiﬁés'easiar.

The GConservatives claimed that the tariff would make for lower,
not higher, prices and by reserving the hdma.market, would enable the
Canadian manufacturer to export more advantageeusly; thﬂenaldr
claimed that the governmentt!s present policy increased the tax
burden without compensatory advantage to industry. Other arguments
for protection were many. Manufacturing industries were possible
in a new country only under protection. . England had used the device
before she won industrial suprsmacy. The "infant indusﬁfyﬁ aﬁd
tdiversification of employment" arguments were also evoked in Euppert
of high tariffs. The basic antagonism between revenue and protective
duties were glossed over. The greatest aup?orters of protection
were the small manufacturers, who needed it most., Many uneconomic
arguments thus entered into the field of politiecs,.

The Liberals tried to rally the farmers of Ontario and the
anti?protectioniste of the MﬁritimesQ. They argued that ﬁrotection
would not raise export prices while it would raise the price of
imports. It would also accentuate the trend towards meonopoly.

The infant industry argument leads to the vested rights argument
but where the tariffs are directed against the consumer in the

interests of a special class of producers, both arguments are




- 26 -

fallaciocus, They forsaw the development of trusts under the
benevolent eye of a party which obtained campaign contributions

from the manufacturers, which the Conservative party was said to

do, The prinecipal objJection to protection was its gnfairness to
labour, The manufacturer was protected bub thg wage-earner wgs

not, especially when the government continued an active immigration
prepaganda. The Halifax Morning Chronicle estimated the cost of the
National Policy at $3.70 per head per annum.l)

Political conditions were now adverse to the Liberal party.
During their stay in power expenditures had been'very high with the
building of railroads and improvements in transportation and
communications. Revenues had to be raised and taxes were highér.
Trade in 1878 was stiil depressed and prices for farm produce were
still relatively low. The finaﬁeial outloock was discouraging,
especially in view of the monsy needed to gontinue the financing of
the railway program, iﬁe°Igberal party had reached its endj the
people of Canada elected ﬂaadénald and his Conservative party to
the leadership of thé cQunt:y,2§nd in 1879 the Conservatives set

in motion the National Policy.

1) Ibid., p. 160,

2) For another discussion of the rise of the National Policy see
Skelton, op. cit., pp. 139-148,



CHAPTER III

National Poliey 1879 - 1896

Previous to the first actusl tariffs of the Conservative Govern-
ment the manufacturers had been invited to participste in the
drafting of the first "National Policy" tariff schedules; later
the Manufacturers Association claimed most of the credit for it.

The protective dutles levied in the 1879 tariff did not extend to
imports needed in developing Canpadian reseﬁrees, for the act contained
an extensive free list composed of those materials. Tilley, the
Minister of Pinance said that the policy of the government was

"to select for higher rates of duty thofe goods that are manufactured
or can be manufactured in the country“,*

The tariff of 1879 was completely altered in form from that of
its predecessors., The fall in prices had resulted in inadequate
revenue under the system of ad valorem taxes and therefore meny
of the duties at this time were made specific, The general list,
vhich was greatly reduced in importance owling to many new classi-
fications, was raised from 173 per cent to 20 per cent., Many
agricultural duties were reinstated to convince the farmer that he
had a stake in the success of the National Policy. Materials used
in shipbuilding were admitted free of duty while 10 per cent was
charged on foreign-built ships of Canadian registry. A specific
duty of 50¢ per ton was levied on imports of coal, which was raised

1) MeDiarmid, op, cit., p. 16L.
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to 60¢ in the next year. Both of these changes were to beﬁefit,

and to get the support of the Haritimes. The iron and steel industry

recelved important protection with more to come later. Machinery

not manufactured in Canada entered frsgg 25 per cent was‘ﬂharé@d o

~ on machinery which could be or was being manufactured in Canada.

Textile machinery for the important textile industry was admitted

free., Hardware had a general levy of 30 per cent except woodscrews

which were charged 35 per cent after charges of dumping by British

manufacturers, Textiles, subject to strong competition from Great

Britaiﬂ were given higher dntieé. On them the duby was raised from

174 per cent to between 20 per cent and 35 per cent, depending upon

the priece - higher ad valorem rates.én the lewer priced geods,

Clothing was taxed at 30 per cent, ATha_petreleum industry recovered

part of the protection it had lost at the hands of Cartwright and

had compound duties averaging about 37 per cent. Pertland;cement,

bore 20 per cent; lumber and shingles 20 per cent; and furniture

35 per cent. Boots and shoes and leather goods were taxed at

25 per cent and sugar received a tex of 1¢ per pound and 35 per

cent ad valorem. (Many of the above articles had compound duties,

thus the ad valorem rates are usﬁéllj close estimates.)l)
The scope of the National Poliey was not yet complete. Protection

reached its peak in 1887. The iron and steel industries were given

generous bounties and their duties were raised. Duties on textiles

1) Skelton, op, eit., p. 153,
See also McDiarmid, op, oit., pp. 161-163, and
W. A. Mackintosh, The Boonomic Background of Deminion-Provincial
Relations (Ottawa: The King's printer, 1939), p. 19.
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mourited as the industry expanded, In time almost all sectors of
Canadian industry were covered by the tariffs;l)In additien,
more protection was afforded by the system of drawbacks for manufac-
turers using p:otected goods in the manufacture of other préduets;
Holes were also left in the tariff tgAbenefit particular iﬁdustries;
The tariff changes of 1880 were guite unimportant. Byvthe
act of 1881, materials used in Canadian manufactures could be
transferred to the free list by‘ofdernin-ccuneil; There was also
provision made for drawbacks on articles manufactured in Canada
for the construction of the Canadian Pacific Railway. From 1883
to 1887 there were further changes in the rates and classifications
which éteadily evolved a more protective tariff, In 1883, the
duties on farm machinery were increased to 35 per cent and additional
duties were also added to list of products manufactured in the
primary iron and éteel 1ndus£ry. However, duties on some iron and
steel products were removed the next year to benefit the Maritime
ship-builders. In 188k, there was & 23 per cent differential
established on goods which were brought direct to Canadian ports
from their country of origin. This was aimed at the American
sugar-refining industry. The average rate of duties was now approxi-
mately 25 per cent., With adverse conditions in 1885 and a budget
deficit, there was heavier taxation on luxury goods, tobaccos and

spirits, By 1887, the manufacturers were sirong advocates of

I) For a more detalled study of all the tariff changes during
the period, see MoDiarmid, op, eit., pp. 161-179.
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protestion and the protective foree of the iron and steel, farm
machinery and textile schedules ﬁas increased,

The National Poliey was started at a»time‘of recovery from a
long depression. Other factors also secemed to be auspieioga;
There were good creps in the Dominion coincident with:pcor harvests
in Great Britain. Therefore agrieultural oriticism was first at
& minimuwn, There was also at the same time a boom of settlement
in Mgnitoba; The balance of trade and the terms of trade were both
favourable to Canada in the léBO'g. Thus the burden of the tariff
was reduced in 1883 when deflation again set in, since import
prices fell more rapidly than those of exports, The‘fiseal function
of the tariff was not impaired by ité protective quélity at first,
Everything seemed to point to the success of the National Policy.
There was a gradual weakening of the British position in trade with
Canada and s strengthening of the American position, since the
tariff hit Britaln harder than the United States. Also a small
measure of reciprocity was achieved in 1886 with free trade in coal,
coke, iron oré, timber, lumber, lumber products and salt, Other
attempts at reciprocity during this period failed. G@mmereial union
was at varlous times advocated but was never a really important
issue because Canada's movement was toward nationalism, and commercial
union was incompatible with this objective, A Liber&l movement was
begun fér unrestricted reciprocity which was attacbéd by the
Canadian Manufactﬁrers Association., In fact the election of 1891
was fought on the grounds of unrestricted versus restricted
reciprocity. Macdonald won the election largely on the efforts

of the anti-reciprocity forces, notably the Canadian Pacific Reilway
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which wés alarmed for its future traffic and land sales. As a matier
of practical polities, the movement for reeciprocity was dead by
1892. _ |

By'1890, the general trend was back to ad valorem rates in
preference to specifie, Some articles, which had been protected
in the hope that they would be mapufactured in Canadae, were put
back on a revenue basis and the argument of the protectionists changed
from protection "for infant industries" to "security for véated
interests", The textile industry was again favoured by an increased
rate of 23¢ per pound on woollens and the duty on flour was also
raised on a protest from the flour milling imdustry, regardless of
petitions from the Maritimes. Liquors and teﬁaccclalse were given
heavier taxes and the tax was taken off ef raw sugar to promote the
sugar refining industries of Camada, By 1894, Western Canada
had attained some pélitieal influence. The farmers were quiie
organized and anti-protectionists. This discontent in agriculture
was combined with the general ésbnomie depreaéion of 1893 to bring
about a reduction in duties on farm machinery, iron and steel products,
and cotton textiles in 1894, The main group of farm machines was
reduced from 35 per cent to 20 per cent ad valorem ﬁith the more
complicated, more expensive types at 30 per cent, Eest small equip-
ment was also }educed. The iron and steel schedules were greatly
changed again in 1897 so the changes of 1894 are not of particular
importance, From 1887 on, there had been & gradusl lowering of
tariffs,

What, then were the general effects of the National Policy
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during this pericd? The Macdonald government proposed to employ
a transcontinental railway system and a protective tariff to make
the Dominion an integfated industrial state, looking inward to inter-
provineial trade and across the sea to markets in Great Britain and
BEurope rather than south to the United States. Economic factors
favoured probection at its ineeption, ACanada‘s depression had been
less severe and her recovery more rapid than that of most othep
comtries. Her standard of living was rising and the decrease in
tranasportation costs and tbe_falling of manufacturing costs abroad
had set the terms of trade in_he; févour, The burden of fixed charges
was also lightened as the rate of interest had been lowered.

Substantial progress was made in foreign trade dgring this
peried, Her impgrts increased to some extent and her exports
increased substantially as she became more industrislized. More
raw materials were imported than ever befere,vta more than make up
for & slight decline in some products. Most of the growth of the
imports was attribubed to normal expansion and to the demands of the
construction program of the Canadlan Pacific Railway. There was also
the opening of the west with a new market for-imperts.

1heropinion in the Maritimes was to a great extent agsinst the
policy of protection. It wgs hoped that the Maritimes would become
the heavy manufacturing centre of canada with their large resources
of coal, but such was not the case, Most industries found the burden
of higher costs of raw materials too great to allow penetration
ol the central Canada markets, Nova Scotia was more interested in
her export industriss which suffered relatively by the policy of

protection., Thus the National Policy was a source of resentment
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to the people of the Maritimes as a whole. Reports from‘thereentral
provinces were much more enthusiastic, Canadian manufacturers
suceessfully ad justed themselves to the demands of the internal

market and, in several cases, invaded the American market. Machinery,
woodworking, textiles, paper, and miscellaneous consumer good industries
were beneficiaries of the National Policy and ﬁnderwent considerable
expansion, Industriss already fairly well established showed less

than average increases, The expansion of larger enterprises was

more rapid than that of smaller ones in the 1880's,

Crities of the tariff found & bad fault in that it led to the
formation of trusts, There were several flagrant exampies of
combination and price-fixing in restraint of trade; especially with
respect to sugar, the binder twine trade, iron foundert's association,
farm machinery, undertakerts supplies and cosl. Loeal priée controls
existed in tobscco, matches and baking powder. Porritt considered
this one of the worst abuses of the protective system. The cotton
textile industry also underwent large séale combination., An Act éas
passed in 1889 for the suppression of trusts and combinations in
restraint of trade but was entirely'vnsuccessful;z)ln 1897 reduction
in the tariff was made a potential weapon in the anti~trust fight
but little was accomplished by it also.

Among the large industries, the iron and steel producers, the

farm wachinery industry, and the textile manufacturers were the

1) Changes in the industrial and commercial life of (anada are
discussed in relation to the National Policy in some detail
in MeDiarmid, op. eit., pp. 180-202.

2) Porritt, op. cit., p. 346.
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1)
principal beneficiaries of the National Policy. Resumption of

railway building in the 1880's also stimulated iron and steel
manufacturing, so that as a result of a ccmbinatioﬁ of the two
plus the system of bounties evoked, in five years the avéraéer
production by fivé-ye&r periods went up one-third. The farm :
machinery industry had made rapid progress under the reveﬁué tariff,
and enjoyed even greater progress, almost doubling production in the
six years following 1879. In Ontario and Quebec, the value of the
output for all industries increased by over 100 per eent.z)Agrieulu
tural imports; however, reached their pesk in 1885, regardless of
the disadvantage of the National Poliby. After this time they were
steadily reduced until the close of the decade as a result of
domestic and tariff competition. Drawback provisions were especially
helpful to this industry, since it was largely dependent on imported
material, By 1885, the machinery industry was also well established
in the expert trade with agencies in Europe, South America, and
South Afrieca, Without the National Policy, the larger American
. units (Deering, ete.) would probably have undersold the Dominion
producer.,

Every important branch of the textile industry received a
boost under the Natiomal Poliocy. There was a great increase in
the number, size, and financial strength of the firms employed in
its menufactures, This was the heyday of the textile expansion.
Towards the end of the period, the industry showed signs of maturity,

as combinations developed large stable companies. Capital investment

1) Skelton’ OE. cit .y pp- 186"191 .
2) MeDiarmid, op. eit., p. 194.
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incereased four times and the net value of the product increased

thrice from 1880 to 1890.1)Imports of cloth decreased slightly

but imports of raw cotton increased threefold, Wollen production

was less dependent on the tariff but was also benefited by it.

ALl those industries were, for the most part, deeply rooted at the
start of the National Policy tariffs, Without pretection they would
probably have been more closelj integrated with the glant corporations
evolving in the United States, This is probably partiéulariy true of
the farm equipment, iron and steel, and textile industries. Protection
did, however, build up industry to a considerable degree during the .
period, Whether it was or was not economic production was another

question which enly time could tell.

1) Ibid., p. 200,



CHAPTER IV

National Policy under the Liberals 1896 - 1914

The election campaign of 1896 was fought on the grounds of
protection versus free tradel)- the Conservatives were still the
protectionist party while the Liberals had attacked their pollcies
vehemently and violently during the preceding years., Thelr
campaign had been waged on the platform of free trade, but, on
coming into power, they failed £e tear down the protective wall
which had been erected during the long Conservative reign.
Opposition to the Natlonal Policy had becoms stronger and more
organiged, especially among the farm groups. "The Liberals played
to these groups in their program, but, once in power, they did not
carry out their ideals, Only after 1906, were any real efforts
made in the direction of freer trade - protection was again the
main theme of this period. The average rate of duty on dutiable
imports was about 27 per cent in 1903 compared to 30 per cent in
1896, 32 per cent in 1891 and 23 per cent at the start of the National
Poliey in 1879 - not a very great change from the rates under the |
Conaservatives, In fact, the free list was reduced by 1 per cent
from 61 per cent to 60 per cent from 1896 to 1903 compared to the 70
per cent free list of 1879 (in value of importa).z)

Before drawing up their first budget in 1897, tariff hearings
were conducted at various centres, mostly induatrial, throughout

the country. There was as yet no great organized opposition to

1) Skelton, op. cit., p. 200.
2) MGDiarmid, OB citvq, Pe 2050
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protection, while the manufacturers were well organized for these
hearings. = They managed to éanvinca the Liberal government that‘any
change in the tariff policy would severely dislocate industiry, with
the result that the government abandoned the prineiple of a tériff
for revenue only. ’

Some schedules were simplified by the tariff of 1897 and mixed
duties were replaced by ad valorem rates. A few concessions were
made to the farmer but on the duties of the iron and steel Industry,
the real bases of any Canadian tariff, proteetion was maintained,
There were some reductions in the rates but a broadened system of
bounties offset them. Machinery of iron and steel was increased
from 25 to 30 per cent with mining machinery free as an added
inducement to an expansion of the mining industry. On primary
iron and steel products, reductions of from 35 to 75 per cent -
of previous rates became effective while the secondary iron and steel
products were reduced by 12 to 20 per cent of previous duty. Wéoilen
yarﬁs and cloth were reduced slightly but finished cloth was upped
from 30 to 35 per cent. The revenue duties on sugars, liquors,
and tobacco were inéreased. There were also various small iﬁcreases
in the cotton schedules at this time. Fielding, Minister of Finance,
took the stand that a moderate protective policy was essential as
a bargaining weapon for reciprocity, which had always been one of the
.goals of the Liberal government. However, with the high Dingley
tariff of 1897, all hope of better commercial relations with the
United States was given up and in retaliation export duties were

1)
placed on nickel, copper, lead and wood pulp.

1) For a more detailed discussion of tariff changes during this
period see Ibid., pp. 206-238 and also Porritt, op. cit.,
pp. 386-466,
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The most spectacular change in the tariff at ghis,time was the
: 1 |
This first in a

beginning éf a broad British preferential policy.
series of preferential tariffs was not specifically applied to
Britain because of British trade treaties with other countries,
notably Germany and Belgium., The rates on goods from Britain,
British countries and cerﬁainAforeign countries of fering reciprocal
terms to Canada were cut by oneweighth in 1897. During this first
year, the rates were unconditional to Great Britain'and conditional
to other foreign countries, This movement at first was primarily.

té reconcile low tariff édvoeates, who were greatly disappointed

by the change in Liberal policy, The preferential tariff really -
did not maks an& inroads inte protection because of the identity

of Canadi an-American demand and production. British goods were

for the m@st part unsuiteble to Canadian needs, Thus, most goods
were still imported frem the United States in spite of the
preferential tariff,

The principal change of 1898 was made in the British preference
which was now increased to 6ne~quarter of the general rates of duty,
It was at this time applicable only to Britain and British countries,
since Britain had been prevailed upon to break her trade treaties
with éermany, leaving the way open for imperial trade agreements,

In 1899 ths bsunty system was extended for the iron and sﬁeel industry
with special concessions to the steel fail industry in this time of
railway expansion. Only Canadian produce was to be used in railway
construction subsidized by the government, In 1900, the preferential

rates were increased to 33-1/3 per cent of the general rates. The

1) A supplementary study of the British preference is found in
Skelton, QE. Cito’ ppo 205“'215o



-39 -

result of the change in the direction of the preference (i.e, to _
British countries ohly) was a tariff war with Germany, starting in
1902 when the German government applied her maximum rates to Canadasl)
Canada retaliated in 1903 by placing a surtax equel to one-third of
existing duties on German imports. This surtax was not Specifically
directed against Germany but was applicable to all countries which
took discriminating action against Canada, The trade war cut German-
Canadian trade severely until it was finally ended in 1910, |
Popular opinion, incited no doubt by the manufacturers, wés
against the huge American trusts which allegedly used Canada as a
dumping ground for their products, to the detriment of the Canadian
manufacturers. Thus in 1904, the government proposed the first
genuine anti-dumping clause to be adopted by any country. By this
Act, if the export prices of goods were less than their market value
in the country of export, they would be taxed a special duty equal
to the difference between the two prices, This tax was not to
exceed more than half the duty in most cases and should not apply
to goods not manufactured in substantial quantities in (Canada,
Free goods were not subject to the ﬁﬁgiédﬁmping duty until 1907.2)
1904 also saw the first curtailment of the British preference_due
to the pleas of textile manufacturers who were hit hard by thé
competition of the Britigh textile interests. A basic rate of 30
per cent was put on woollen and cotton goods,.

At this time a general reviasion was proposed for 1907, The

purpose of this revision was, according to the government, to

1) Ibid., p. 235.

2) Porritti, OP.. Cit.’ P 422,
Also McDiarmid, op. cit., p. 217 et seq.
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develop Canadian resources and build up industry by s proper‘ﬁlatférm
of tariffs, the tariff to be framed from a national viewpoint to
enable Canadian producers to meet £he competitioﬁ of fa:eign labour
on eqﬁal terms., A ministérial ccmmiésicn was_aét up which toﬁfed
the ceuﬁtry in léte 1905 and early'1966, This £ime the‘farmefs '
were‘organized and condeﬁned ?rotection bitterly.l)They commended
the British prefefenee as some relief from the tariff, This whole
atiitude bespoke the fact that they had all the penalties of |
protection with higher prices for manufactures, especialiy farm
machinery, while they achieved no advantage in markets or in prices
of farm products. The protectionist pleas continued but the organiza-
tion was not so strong here as in early years. The Canadian |
manufacturer wanted the expanding trade of Canada for ﬁimself. In
case of depression, protection would stem the tide of imports (here
again, the weight of the tariff would be thrown on the exporter).

It would also ensble firms to extend export trade with increased
productivity as a resulﬁ of greater specialization,

By the tariff of 1907, the main class of farm machinery was
reduced from 20 per cent to 174 per cent as a result of pleas of
the farmer., However, a 99 per cent drawback was allowed the farm
machinery manufacturer on imports ofbpig iron and steel ~the polﬁéy
of relative protection in effect, . To offaei this disadvantage to

| the heavy industry, a 99 per cent drawback was allowed for bituminous
coal used in that industry, Duties on wrought iron were increased
slightly with electric'apparatus and parts also being increased from

25 to 27% per cent., There were also concessions to the consumer at

1) Skelton, op. cit., p. 202.
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the farmer's expense with the addition of cattle and hogs to tﬁé free
1ist, Boots and shoes and textiles were uﬁohanged. The 33—1/5 per
cent differential of the British preference was abandoned and a
gseparate list of British preferential articles at varying differential
rates were set up, The amount of preference was somewhat, reducedg
with the advantage being from 74 to 15 per cent ad valorem.“_ :7‘

The greatest imnovation at this time was the addition of an”
intermeéiate column between the general and British preferentialr
columns, The intermediate schedule was from 2% to 5 per cent ad
‘valcrem less than the general rates, This column was for thé pﬁr?ogé
of negotiating trade treaties with various countries which could
offer Canada reduced rates. The rates were to be extended by order-
in-council, France became the first country to secure the inter-
mediate rate with a itrade agreement being ratified in 1910 by the
rFrench government. Treaties also were made with Japan in 1911 and
Italy in 1910. The intermediate schedule was not important, however,
until 1935, with the entry of the United States under its terms, Up
to that time, a comparatively small volume of goods entered under it.
(loser trade relstions were also achleved withiﬁ the British Empire
wlth trade agreements between the Dominion and the Britisﬁ weét
Indies.

The West still attacked the tariff. The fsrmers were not
satisfied with the 2} per cent reduction of farm machinery, - their
dissatisfaction reached substantial propﬁrtions after 1910 as a
result of poor crops. In view of an approaching election, the
government removed bounties on iron and steel and reached an

agreement with Germany which finally ended the trade war. There
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was also a demand of the prairie west for open markets for what was
bought as well as what was sold, This was to be a supporting factor
in the bid for reciprocity.

Reciproeity had become a dead lssue with the Canadian peo?le.

. The ?nited States became more favourable to proposals of free trade
withdeangda, since the Canadian market was very profitable in relation
to its size. At the same time Canada became more opposed and
indifferent, Other foreign markets were open with a growing export
trade with Britain, There‘was also resentment of previous Ameriean
high tariffs (The McKinley and Dingley Tariffs). |

Initiative in the movement towards reciprocity was now in
American hands and began as a result of internal American conditions,
There was a great deal of agitation for tariff reform and relief
ffom the high cost of living in the United States, the latter
associated with the McKinley and Dingley tariffs and the alleged
resultant combinations and imperfect cotpetition. The Payne-Aldrich
tariff of 1909 contained some reductions but they were very‘short of
expectations, In particular the reduction on newsprint had been from
$6.,00 to $3.75 per ton. This angered newspaper publishers who wanted
it at a level of at least §2,00 per ton. As a result, the'publishers
became the principal proponents of reciprocity with Canada and
popularized the idea in their newspapers,

The Payne-Aldrich tariff was also the impetus to negotiations
for yet another reason. It contained a c¢lause such that if any
country discriminated against United States imports, a maximum tariff
of 25 per cent over the general rates was to Be applied to that

country. From the United States point of view, this clause would
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apply to Canada because of Canadats trade agreement with France.
The concessions made by Canada to France gave grounds for the
application of the maximum tariff, and, unless Canada were willing
to give the same concessions to the United States, then the United
States would have to set up the maximum rates. QCanada insistéd
that her intermediate schedule did not apply to any country not
giving her concessions in return; President Taft had no desire to
start o tariff war and conferences were arranged in 1910, first at
Ottawa and the other at Albany. The first was a failure bﬁt an
agreement was reached at Albany whereby Canada gave the'ﬁhitéd
States intermediate rates on a few unimportent articles and Canada
received the American general rates, Canads at the same time gave
the same rates to all other countries. |

The Albany Conference kept the way cleared for reciproclity
negotations, chief exponents of which were the farm groups in
Canada and the transportation and commercial interests along the
border in the United States., The United States were prepared to
offer free trade in agricultural commedities, fish, coal and rough
lumber with farm mschinery to have a low rate or to be free and the
newsprint rate also to be reduced. Agreement was finally reached
in January, 1911, to be implémented by Joint legislatien.l)

The agreement itself was somewhat of a coﬁpremiseg Schedule
A embraced articles whiceh were Jointly to be admitted free, it
included all agricultural and natural products except weol,rfish,
unfinished lumber, and gypsum, and a few manufactured articles,

chief of which were iron and steel sheets. Schedule B comprised

1) For complete details of trade relations with the United States
at this time see Ibid., pp. 217-232,
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articles to be admitted at identical rates including secondary
products such as canned meat, vege&ables, lard, oatmeal, bran, flour,
etc., and agricultural implements and machinery of all kinds.
Sehedule C contained articles on which Canada would reduce her rates
such as pianed lumber, shingles, iron ore and aluminium. Schedule D
~was similar for the United States including bituminous coal, ete.
Néggﬁfint was to be admitted free as soon as export restrictions
were 1lifted. The reductiocn of American duties averaged about 10 '
per cent; in Canada about 5 ver cent, |

The conclusion of the agreement came as a great surprise to
the Canadian parliament and electprate, and the first reaction was
favourable, In the United States the agreement had a stormy but
successful paésage through Congress, being ratified by the Senate
in July, 1911, while Canada waited, Laurler was forced to adjourn
parliamen£ for a trip to England and the Imperial Conference,
Conservative parliasmentary opposition became organized and on his
return, Laurier was finally forced to take the issue to the country
and it became the focal point of the electiohs of September, 1911,
The opposition sparked by the Conservatives based its argumenﬁ on
the following points. The agreement would dislocate Canadian trade
and transportation facilities geared to Bast-West traffic and the
Canadian railroads would be ruined. The hope of Imperial preferences,
on which Canade had originally set up preferences for Britian, would
be gone, Cries from the zealous protectionists that it would ruin
industry were heard. (How could it with the great influx of capital
at the time, and especlally since the agreement did not strike at the

heart of Canadian industry). Canadian natural resources would be
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depleted to the advantage of ihe United States manufacturer. .The old
bbgey of amnexation or political sbsorption was raised, In the final
analysis, economic considerations became of secondary importance as
far as the actual campaign was concerned. The economic advantages
of a»large agricultural merket for the Canadian farmer were glossed
over, The supporters of reciprocity appealed to the confidence of '
the peopie to protect them from the political chenges but im valn.
The Conservatives imperial and political campaign alded by the -
arguments of the entrenched interests of manufacturers and railway
was too great a combination and the Conservatives won their victory
at the polls with a healthy margin, The cause of reciprocity was
dead again for another twenty-five years. But by the Underwood |
tariff of 1913, Canada gained most of the advantages lost by the
defeat of reéiprocity. The United States continued to maintain a
moderate tariff policy towards Canada until 1919,

Thus, during this period there were many significant-innévatiens,
but the fundamental protectionism was not changed. This fact is
best illustrated by the anti-dumping duties of 1904, by the subsidies
to iron and steel and by the selective protection to farm machinery
and other industries by means of drawbacks., British preference did
not reduce United States trade gains in Canada or sericusly reduce the
level of duties on protected goods. The policy was funamentally
nationalistic and the opposition, led by the West, was not strong
enough to carry reciprocity against the vested interests in the face
of imperialistic sentiment, |

This pericd was the era of greatest expansion in Canada. There

was a rapidly expanding export ' trade developed in wheat from the
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Prairie Provinces and minerals from British Columbia and northern
Ontario. Trade in wheat developed, especially with the United

"~ Kingdom from seven million bushels in 1901 to twelve million in
1905, ferty-three million in 1911 and one hundred and six million
in 19Yl4. There was also a large increase in population during tﬁe'i_
period from 4,833,239 in 1891 to 5,371,315 in 1901 to 7,204,838:in<1
1911. Immigration from 1897 to 1912 was 2} million, The population
ekpansion was most rapid in the Prairie Provinces with British
Colunbia, Ontario and Quebec having sizeable gains. Along with the
agricultural expansion was a new industrial expansion in the Central
provinces which was actuated by the large amocunts of capital flowihg
into the country, chiefly from Eriﬁaih'and.the United States.

- Capital movement increased from thirty million dellars in 1900 to-
five hundred and forty-two millior dollars in 1913, With the
increase in wealth, the price indéx rose from 47,9 in 1896 to 64 in
1913 (base 1926 = 100) and the terms of trade were in Gaﬁada'é
favour.l)

The total value of imports and exports which was 225 million
in 1895 doubled by 1903, trebled by 1910 and almost quadrupled by
1912, The valﬁe of imports incressed over 6 times from 105 million
in 1896 to 671 million in 1913. The relative American share went up
from 50 per cent to 65 per cent during this period and the British
share declined from 35 to 20 per cént, despite the actual commodity

expangion. Exports were considerably behind imporis but there was

1) For details of the trade increase see Ibid., pp. 238 - 242,
See also McDiarmid, op. e¢it., pp. 239 ~ 242,
Meckintosh, op. cit., p. 25 and
M. Q. Innis, An Bconomic History of Canada (Toronto: The Ryerson
“Press, 1935), p. 286, ' '




- L7 -

- 8till a threefold expénsien. Britain took 50 per cent, America 35
per cent of exports at the end of period as compared with the British
ghare of 57 per cent and the American share of 35 per cent at the
beginning. The period began with an active balance of trade.until
1899, but by 1915 Cenada hed a negative trade balance of 315 million
dollars. The great influx of imports brought Canada substantial
revenues in the latter part of period = an inerease from 20 milllon
dollars in 1896 to 105 million dollars in 1913, |

This was manufacturing's "Golden Age". Industrial expansion )
followed the flow of capital and the large increase in.populationjll
The period from 1900-1910 was the period of greatest industrial
expansion of Canada's peacetime economy to date. The net value of
production increased over 2} times from 215 million dollars to 564
million dollars while capital investment increased three times. The
scale of operations, rather than an incrsase in thé number of firms,
was the criterion of the expansion, as the menger movement swept
Canada, Large primary and secondary preducers integrated vertically
with conplementary ceoncerns to extend théi: control ever resources,
. Price agreements and market pools limited compelition, From 1904 to
1911 there were 41 combinations abserbing 196 separate companies, and
during the period 1900-1910 the total number of firms decreased
slightly while the average capitalization more than doubled from
$32,000, to $65,000,

The expansion in manufacturing was fairly general with the excep-

tion of the woollen industry which declined. The iron and steel

1) For the industrial expansion see McDiarmid, op. e¢it., pp. 242-254,
and also Skelton, op. eit., pp. 252-274. '
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industry, enjoying an expanding market coupled with subsidies and
protection, increased threefold in the single decade 1900-1910.
Tools and machinery industries alsc had continued success. The
industries of Canada's basic natural resources also expandsd
tremendously., These include milling, meat packing, tanning and
leather good manufacture, and the distilling and tobacco industries.

The expansion of the milling industry was especially noteworthy,

- Also, as a direét result of the tariff, we have the establishméht of

substantial numbers of branch plants of American firms. Other

reasons for this expansion were the increase in size of the

" Cenadien market and the prospect of British preferences in the

fﬁture.

Qanada's heavy indusiry increased at a very great rate during the
period., Between 1896 and 1913, Canadian consumption of pig iron
incfeased 18 tiﬁes and the iren and steel industry took first place
among the manufsactures of Canada. A total of 17 million dollars in
bounties was paid to the industry from 1883 to 1912 when the bounties
were discontinved, Domestic producers took 80 per cent of the
domestic market in 1913 compared to 67 per cent in 1896, Growth
was fairly steady with an increase in the annual production of
pig iron from 86,000 tons in 1900 to 715,000 tons in 1910, and an
inerease in the production of steel ingots from 23,500 tons to
734,000 tens during the decade. By the end of the perlod Canada's
iron and steel industries were established on their present basis
with primary industries in the Maritimes, Cape Breton Island and
Algoma, and secondary industries at Hamilton and Montreal. Their

great increase in this period was dus almost wholly to the protection
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that the industry received from its tariffs and Bounties,

In the farm equipment industry, there,has always been a clash
between the interestis of the manufactﬁrers and the farmefs who desire
cheaper machinery, However, the lsvel of protection offéred ﬁéhy
attractions to foreign and domestic capital. The duty was‘high
enough to eut down compstition from the United States to a great
.extent and there were sizeable drawbacks on duties of raw_maxéniéls
used in the industry. International Harvester set up its Canadian
bfanch;hst to avoid the tariff and has branched out until now it is
the most important producer of farm equipment. After 1898, Canada
(and Massey-Harris in particular) had a fairly large export trade
despite severe competition from American firms. Xxports did not,
héwever, keep pace with production which increased from $9,500,000,
in 1901 to $20,723,0DO. in 1913 with increase of exports being from
$1,743,000, to $4,319,000, Charges of export dumping were heard
from farmers'! organizations but this charge was hard to provev
because of differences in quality and size between domestic préduction
and foreign exportation and also because of the cheapness of ocean
rates in comparison to railway rates ( a differential of about $i0,00).
The combination movement was particularly strong in this industry
with capitél flowing in during the whole period, Prices were on an
average aboul 12 per cent higher than Amerlican prices.

After 1896, the fortunes of the other great industry, textiles,
were uncertain, Cotton more than held its own after protesting the
British preference which hit this industry hardest. The net value
of production increased from $4,244.,000. in 1870 to $6,200,000, in
1900 and to $10,605,000. in 1910, Iﬁports of raw cotton also
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increased 120 per cent between 1890 and 1910. The development was
iargely due to the great inorease in domestic market coupled with
generous tariff protection. Combination was greatest in this industry.
After the addition of new blood into the industry in 1900; compétit;on
was intensified for a time, but in 1905 the Deminion Textile Company
was set up which controlled one-half of the capltal equipment of the
“industry. In 1910 there were further consolidations., This industry
was concentrated in Quebec which supplied eheap power and cheap '
labour, The other branch of the textiles, the woollen industry was
hard hit. It could not meet the demand of a wlder and more exaetiﬁgr
market, The output declined from 14 to 7.6 million yards from 1900
to 1910 and only 87 mills were left out of 377 in 1890. Neither
higher duties nor combination could save this industry from severe
ad justment s

Thus during the whole period we see that large scale manufac-
turing enterprises surplanted small establishments of thé early
National Policy days.. The tariff becane a more selective and
effective device for protection and competition became more
restricted by combination to produce higher price differentials
between the United States and Canada than in earlier perleds. We
also see & large industrial expansion as new industries and branch
plants are attracted to Canada, since the growth of the country
made a protected domestic market profitable for the large and

efficient producer.



As has been previously stated, the Underwood tariff of 19;3 in
the United States had reduced their level of protection to about
the Cenadian level, (Canade was given most of the export advantages
offered in the ill=fated reciprocity agreement of 1911, with the
removal of duties on wood pulp and in 1917 on Canadian wheat, These
were two of the chief exports to the United States. There were also
in this period several abortive attempts to set up a tariff commissien
to take the tariff out of polities". With the final lapsing of the
iron and steel subsidies in 1912, there was some upward adjustment
of duties on these products to start off the period. The inter-
mediate rate on pig iron was raised from $2.25 per ton to the general
schedule level of $2.50 per ton while wire rods were given duties of
$2.25 on the preferential list and $3.50 on the intermediate and
general lists. Furthermore, some drawbacks were granted to the
industry. Also in 1914 there was a lowering of the rates on farm
machinery, the duty on harvesters, reapers and mowers being lowered
from 174 to 12} per cent.

Then came the War and the increased need of revenue which the
tariff must supply, as it was at the time, the princlpal fiseal
instrument available. The rates on revenue producers such as tea,
coffee, corn, sugar and clgarettes were raised. Furthermore in
April, 1915, a surtax of 5 per cent on British preferential rates
and of 7% per cent on intermediate and general rates were imposed

en all dutiable imports except materials used in the manufacture
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of harvesting equipment, binder twine, and munitions, with erﬁde
petroleum being exempted in 1916.1)Thia horigontal increasse was
rather unfairly attacked as a‘pretectionist device; the demand
being so great in wartime that it really was no great deterrent
from trade. It was, however, linked with charges of monopoly
against Canadian manufacturers of farm machinery, fertilizers,
cement and textiles.

The war laid the foundations for drastic tariff changes in
most countries, with a new resurgence of sccnomic-naticnalism; In
Canada this was not the trend, the tariff remalning relatively
stable with few important changes before the removal of the suftax
in 1919 and 1920, In 1918 additional revenue duties were placed
on tea, coffee, tobacco and liguor, Instead of raising the tariff
higher during this wartime period, the government introduced new
direct and indirect taxes. |

In 1916 a Business Profits War Tax was imposed, (of little
long-run importance) and in 1917 the first Dominien income tax
was begun.z This was a very important development in the fiscal
history of Canada., In fact after 1921, the income tax usurped
the position of the tariff as the prineipal revenue-producing
agent of the Dominion, a position which it has held ever since with
the exception of the years 1928-31., By the.intrcductien of income
tax, a significant step was taken toﬁards the broadening of the

Dominion'!s tax base, a step which could have many political results,

1) Mackintosh, op. eit., p. 5l.
For additional details of changes in tariff rates during the war
and post=war period see McDiarmid, op, cit., pp. 255-271.

2) Dominion Bureau of Statistics, Canada Year Book, 1926 (Ottawa:
The King's Printer, 1927), pp. 755=759.
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“one of the most important of which was its effect on the commercial
policy, i,e. protection versus free trade, ﬂeretofore; there was
a definite limit to the height to which protection could be raised,
this 1limit belng the revenue nseds of the country, A tariff cénnet
be highly protective and at the same time be revenue-producing. The
two policies of protection and revenue are opposed; any increase in
~the level of effective protection must cut down the revenue obtained
from the tariff, since it will cut down the amount of imports, But
with the addition of the income tax to Canada's fiscal program, it
would now be possible, if necessary, te‘carry‘pratectien very much
further, This was something which could not 59 done beferé. While
previously there had been a real limit to the amount of protection
that could be imposed, this had now been swept away by the imposition

of the income tax and its subsequent rise in importance in the

public finance of the Dominien, This was certainly one of the most

important developments of the entire perioed,

Wartime also brought a strengthening of Imperial unity and the
widening of the margin of preference by the revenue duties of 1915,
The 1917 Imperial War Conference held in Londor recommended a !
'system of Empire tariff preferences. In 1919 Canada inereased the
preference even more by the removal of the surtax of 5 per cent on
all articles while the 7} per cent additional tax was kept on some
‘articles until 1920, Foodstuffs, linen, cetton and wool clothing,
boots and shoes, fur articles, leather goods, farm machinery, mining
machinery, petroleum and bituminous coal were relieved of these
additional waf taxes in'all schedules in 1919 while wheat, wheat

flour, potatoes, crude petroleum, tin, copper, nickel, rolled iron
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and steel hoops, and iron ore were placed on the free list., The
remaining}war duties were removed in 1920, HNembers of the cabinet
also made one of the usual tours of the country in 1920 to get
epiniens'on the tariff. The west was found to be highly oppesed teo
upwafd reﬁision.‘ It had been hit hard by the United States emergency
tariff, ésﬁeeiali& with regard to the ranching industry, and did nct
want to pa& higher piices for domestically-produced protected goods.,
Some of éhé Qarucféated trade was also slipping away by 1920 as
European agriéulturé returned to peacetime production, Added to the
trade difficulties was the currency depreciation abroad which made
profitable selling there difficult, and the rise in the value of
Unitedfétates currency, which made for increased costs to importers
Thus in 1920 the aims of the government were stated as being |
moderate protection.for industrial stability, encouragement to new
and desirable industries, the protection éf the consumer and more

1) : »
In 1921 the tariff was substantially that of ten

imperiai trade.
years before. In 1922 there were 2% per cent and 5 per cent
reductions made on farm machinery, the general levies of the most
important classes being 10 and 15 per cent; 2% per cent reductions
in textiles to lower the rates from 25 to 35 per cent under inter-
mediate and.general Schedules; and minor reductions on fishing,
mining, and forestry equipment, These reductions were all in line
with the policy of cheaper capital equipment for the primary
producer, No important changes were made in 1923, another year of

imperial conferences, with the exception of a 10 per cent discount

on existing rates of the British preference on goods shipped directly

1) MeDiarmid, op. ¢it., p. 261,
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tb Ganadianlperts. The purpose efrthis was to help the Canadian
' railways by putting an end to the transhipment of Canada=-bound
goods from American ports. .

During thé next ten years, the.stability‘cf the Dominion's
comhereial relations was broken only by reductions on some arﬂicles
of»eapital equipment, automobiles, cbal,'and_textilg products, There
was also.the extgnéion of the intermediate schedules to a 1arge:gronp
of countries by maané of negotiated_tradg agreements. In 192L the
farm machinery rates were again reduced to the level of § per cent,
74 per cent and 12 per cent under the British preference, inter-
mediate, and general schedules; Capital equipment used in mining,
lunbering, ahd fisﬁing was also reduced. To offset these reductions
to the manufacturer; iron and steel used in the manufacture of farm
machinery entered free and the sales taxwaf 5 per cent was reﬁeved
from most of the comodities reduced, .In 1925 the dumping duty was
clarified Qith the penalty to equal the difference between the value
of the goods for custom's entry and the aqurtvpriee,ef the goods
to Canada, The government also amnnounced its intention to set up
an advisory board before another general revision was earried_throughg

'.The changes in 1926 weré more numerous, The prinéiple of draw=
backs was extended to scme automobile parts and also to the réyon
indﬁstfy. In addition a minor change of censiderable discriminatory
effeét denied the British preference to goods not shipped directly
to a Canadian port (this wes in effect until 1§38), Automobiles,
previously taxed ét 35 per cent were given a diffe:egtial rating,
High priced automobiles (over-$1,200.) had rates of %?%?‘QS%anéﬁiﬁ

per cent under the general, intermediate and British preferential
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schedules while those under $1,200, were rated at 20, 174 and 12}
per cent. Howevér, the excise tax of 5 per cent was removed from
the domestic production of ears but retained on imports. By this
device, protection was really raised by another. 6 per cent, . Thé |
other important change of this year was the creation of the Advisory
‘Board on Tariffs and-Taxa;ion to create a "scngtific",tariff.

By 1928 the Advisor& Board was making reéﬁﬁmgndationag in
response to which the duty on cotten goods was reduced from 373 te.
30 per cent in the genersal schedules, ' Other textile items were also
adjusted downwards, while, in cempensation, the drawback provisions
were widened. - Yarns and other materials for textiles, 6e££éi;
grades of paper, aircraft engine parts, bituminous coal for eértain
industrial purposes and metal tubing for natural gas were included
in these provisions. .In 1929, mining machinery was placed on the
free list, The Liberal changes during the period were ehiefly
on capital eqnipment for éxporters, except for the raductions on
consumers' goods, @.2. automobiles, textiles and farm machinéfy.
Drawbacks were used to facilitate these reductions without too
great a loss of the protection enjoyed. In addition, a large
number of commercial treaties based on the intermediate and
general schedules were made with other countries, It is teo tﬂése
that we wall now turn.

In 1920 CGanada established betier trade relations with the
West Indies by means of a new trade treaty and in 1926 the tresty
was again revised and the provislons broadened. Duties were not to
be in excess of 50 per cent of general rates on non-specifiled

products except tobacco and liquor. Specific preferences were
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established on sugar, bananas, lime-juice, rum, coffes and tropical
products. In return Canada received concessions on flour, fiéh,
cement, boots and shoes, apples, and dairy preducts. However, the
most important of the foreign trade treaties was that with France,
negotiated in 1922, By its terms, the intermediate rates were
extended to all products from France on which special concessiens
were not given, These were given on some manufactures, texiiié
fabries and c¢lothing of various sorta, In return France gave -
Canada minimum tariff p?ivileges on manufactured products, and a
substantial reduction from general rates on livestock, meat and
poultry products, By the terms of the usual most=favoured ration
agreements, all countries entering into agreements with Ganadglwere
entitled to similar tariff and trade concessions. Countries zeing

this were Italy in 1923, Belgium in 1924, Finland and the Netherlands
in 1925, Czechoslovakia, Spain;, Yugeslavia, Hungary, Roumania,
Lithuania, Latgia, Estonie and Portugal. Closer relatlons were also
established with the countries of South America and the Orient,

Thus we see in the peried 1912-1930 a trend contrary to world

- tariff developments and especially to those in the United States,
Canada's tariffs were reduced while those of other countries were
risinge Too, we have in this period, bi=partisan agreement on the
tariff question. It had changed from the political question it
once was. Some of the most important developments of the péﬁied
were the strengthened economic imperialism throughout the Empire and
the establishment in Canada of the Advisory Board on Tariffs and
Taxation,

Now we must look at the general facts of these trade policies
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as far as they are concerned with the industrial growth of thé
counhryelzThe inter-war period was one of consolidation of industrial
progress, The capital expansion of 1900-1914 supplemented by the
integration and.éiversificatien of the war years had led to mass
production and centralization in most industries by 1920, Thq“iﬁfant
industry" argument for protection must now be left behind, The new
slogan for protection was the safeguarding of Ganadianflabour T;
standards and. the protection of capital invested investablishedi
industries. Thus we have a gensral weakening of the protectionist
case after 1920 and a resultant politiéal success of the Liberal
low tariff pelicy: Economic pressurs in 1930 led to a widespread
support for a return to protection, with the tariff as the |
stimulant of deomestic vrecovery,

By 1914 the decade and a half of prosperity associated with
foreign ;nvestmﬂnt and the westward expansion, had resulted in an
over-expanded railway system and an excess capacity for eapitél
goods preduction. A severe strain was put on the economy for
industry to adjust itself to inoreased preduction of consumer goodsy
and the slewing down of the rate of new investiment, Hewaver,'thié
period of transition was made easy by the war with its great demand,
bothAdamestic:and export. The new railway system was fully utilized
and the iron and stesl industry was given a new lease oh life due to
the expanding munitions industry of the war years. The Prairie
Proviﬁees expanded as a domestic market and the Quebes cottom and

woollen industry took over the reductions of imports from Britain,

1) For an extension of trade and industrial changes during the period
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due to war's exigencles. The Haritimaé became a focal point for
exports to Europe and the West Indies.

| The protective features of the horizontal increases of 1915
were of secondary importance, aé has already bsen mentioned; the
major emphasis was upon exports of food and munitions. The extractive
industries and agriculturs also enjoyed the boom along with mﬁnufac-
turing. From 1913 to 1918, newsprint end wood pulp shipments increased
fivefold and from 1914 to 1920 the Prairlie Provinces fleld crop
acreage increased 84 per cent and the value of the field crope for
the Dominion increased 6C per cent.,

After the war there was a remarkable increase in the producﬁion

of consumers' gowis, e.g. the net value of rubber products was 3.5
million dollars in 1910 and increased to 30 million dollars in 1923,
Textiles increased in value from 63 million dollars to 100 million
dollars while cherdcal production increased 43 times and electric
light and power 5 times., The value of furniture doublsd as did the
iron and steel output. The physical propertion of aillmanufactured
goods was 4l peb cent greater, due mostly to the inflated purchasing
power of the war economy. The post-war reaction of 1921-22 was |
maiply a price depression - the volume of production and exports
was well maintained. In fact the physical quantity of exports
and the physical volume of business increased by 18 and 6 per cent
respectively from 1920-1922. The price decline was, however, quite
drastic., The wholesale price index fell by 37 per cent, export
prices fell by 41 per cent and wheat prices by 57 per cent.
Nevertheless, exports increased in volume by 36 per cent betwsen

1920 and 1923, By 1925 Canadian expansion had bsen resumed, During
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the next four years, 1926 to 1929, the national income rose 19 per
cent and the index of home investment 54 per cent, The main
expansion was in non=ferrous metal mining and the rise of the pulp
and paper industry with the development of cheap elsciric power,
Gold mining was alse of rising importance as was wheat farming due
to high ylelds, continuing export demand and better marketing
methods of Canadian wheat and flour.

In the basic iron and steel industry there was no contraction
in 1912 after the reQQVal of bounties. In fact, production of pig
iron exceeded one million tons in 1913, to be followed by a recession
of one-third in 1914, A quick recovery followed due to the war,
in which it played a valuable part. In 1918 the production of steel
ingots and castings was about twe-thirds as great as in 1913 while
ferro-alloy steels increased 53 times from 7.2 to 39.9 thousand tons.,
Production in the primary industry remained at a high level through
1920 due to unfilled contracts and deferred replacements. Follewing
the crisis of 1921, however, the industry did not regain its 1921
Jevel until 1928, and then prosperity was short=lived as the overs
speculation in railway equipment retarded healthy expansion and made
the industry easy prey for the depression. :

The tariff on farm machinery had long been a focal point of
gontroversy because of its intimate relation te agriculture and also
because the principal markets were in the free trade West with the
centres of production in Ontario. In addition, the fact thaet Canada
could develop large export markets in the face of United States
competition was another good reason for the industry to be on a free

trade or low tariff basis. However, each reduction was accompanied



w 6] =

by a handout to the manufacturer, e.g. 1919_reductions asecompanied
by lowered freight rates to the West and the 192/ reduction by
remission of the sales tax on materlals used in production, |

' The prosperity of this industry is always ciéaely correlated
to agricultural prosperity. Wartime demand and high prices in
'agriculture termiﬁéted its receéssion of l?l&,fbut rising prieés for
materials and labour kept profits'at a minimum level during the
war period, The export tréde was profitable, inoreasing frcmrh_
million dollars in 1916 to 9 millioﬁ dollafs in 1918 and 11.5 million
dollars in 1919. rPresperity was also helped élong by the war revenue
duties which were applied in 1915 and not removed until 1919.° During
the early 1920'5, the industryts position weakened as a rasult of »
falling agricultural income and rigid material and labour costs,
The value of output fell from 131 per cent of 1926 levels in 1920
to 48 per cent in 1922 and the volume of productien fell slightly
more, from 141 per cent to 51 per cent, During the war wheat
prices rose higher than that of farm machinery bﬁt they fell abruptly,
intensifying agriéultural opposition to high tariffs after theywar,
Farm prices were only 25 per cent higher in 1923 than in 1913‘whereas
implement prices were up 70 per cent, Even aﬁ that, all branches
of the industry experienced losses in 1921 and 1922, Beginning in
1924, the tariff was revenue-producing but the industry was helped
along by placing some raw materials on the free list and eliminating
the sales tax on other raw materials, After 1925, rising priéea
and higher yields created a favourable market énd the industry
needed no protection. Implement exports after a violent relapse

reached 9 million dollars in 1924 and almost double that by 1930,



-.-62-

Then came troublel

We shall next consider briefly one of the leading durable
consumer goods industry, the automobile industry. Not until the
War years was full.scale preduction achieved in this industry with
a production of 94,000 cars in 1917 aﬁd from that time on over
100,000 yearly. In this field there is no strictly Ganédian concern,
The concentration of the market is in the hards of Ford, General
Motors and Chrysler. The period was one of gréat expansion in this
industry, not seriously damaged by the lowered rates of the 1926
revision, But again, this industry was hard hit by the depression,

The textile industry also expanded during the war years with
the consumption of raw cotton inersasing from.77 million pounds in
1913 to 96 million pounds in 1920, Three large firms dominated the
industry and the tariff remained at the 1907 levels except for the
wartime inereases from 1915 to 1920, After 1920 the trend of rates
was downward with reductions in 1922, 1923 and 1924, after which
there were no further important changes until 1930. These reductions
caused little interruption to growth with 115 million pounds of raw
cotton being used in 1935. The profits remained quite geoed over the
period with wages.lcw but tending to rise somewhat. Woollens and
worsted products had hard times however, the number of mills
decliniﬁg from 66 in 1920 to 46 in 1930. There were no great
cyclical fiuctuations; because of price reductions in raw materials
and unorganized labour, The changes in output from year to year were
small, even after 1931.

The main features of Canadian develeopment from 1914 to 1930 were

not related to the tariff except as it induced American corporations
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to make direct investments in Canada, e.g. in 1922, $237,000,000. in
long-term éapital entered Canada, By the end of 1929, 1071 American
firms had branches in Canada along with 172 British and 17 foreign.

Thus naVeutstanéingiachievemsnts or disadvantages can be attributed -

»to'ﬁhe éémparati#ely moderate and stable tariffs as far as manuface
turing in genefél is concerned, Manufacturers inoreased their sh&fe
of the nét natienal income from 31 per cent in 1925 to 45 per cent
in 1929, due mainly te the expansion in smelting, electriaal and
equipﬁent preduetiéﬁ and to the development of the automobile
indusiry. bmany new industries became prominent during the period,
most of which were affiliates or branches of the great eonsumer

and capital equipment producers of the United States, Nearly all
had some degres of protection while many represented only the last

stages in manufacture,



CHAPTER VI

Depression And Recovery 1930 - 1939

Favourable demand and improved techniques of production resulted
in a great expansion of exports and a still greater expansion of
imports during the last years of the preceding pericd. However
there were definite weaknesses in the Canadian economy. Wheat and
flourraecounted for more than one quarter of Canadian exports and
their prices were extremely susceptible to outside influences.

This was also true of newsprint production in Canada, another impore
tant ingredient of the export trade. Then, toc, there was a shift
of a larger proportion of the population inte vulnerable occupations
i. e. iaere&sing numbers of unskilled labourers in the construction
industry, which would be subject to retrenchment in a period of
depression., Thus we have a high national income dependent on the
maintenance of exports, the chief of which were subject to wide
variations in price and, in particular, wheat which was subject to
increased home competition from European ceuntries.l)

To add to the dangers of the times was the easy-money policy
of the United States in 1927, which gave fresh stimulation to
eapital investment in the United States and elsewhere, precipitating
narket boom of 1928-29. This emphasis on monetary ex-
pansion and on capital export as a means of adjusting werld production

and trade magnified the ultimate collapse, The world depression

1) A good summary of the course of depression and recovery is to
be found in Mackintosh, op, eit., pp. 54-71.
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that followed the collapse of the stock exchange in 1929 was peculiar
in its magnitudevand incidence, Along with the industrial collapse
came an agriouitﬁrél crisis., This was dﬁe to the policy of
agricultural protection carried on in European countrles after

1925. With the great decline in agricultural prices, food importing
countries raised théir‘tariffs to unprecedented heights to protect
their own producers. In fact by 1932, France, Germany and England

| were paying two and a half times the Liverpool price for overseas
wheat for their own heme-grown'preduct. This resulted in even
lower prices for wheat, along with the curtailment of consumption
in affected countries.

With the industrial crisis, there were also catastrophie
declines in the prices of nonsagricultural raw materisls. Another
feature of the depression was & great contraction in international
trade, The fall in prices had been greatest in raw materlals; the
fall in quantities had been greatest in manufactures and least
in food-stuffs. This fall in world trade was a due result of trade
policies of most countries which became a "save what you can"
poliey., Thus we have a strong swing to protectionism in all countries,
to sheiter the home producer from the rapidly falling price levels,
Since approximately one-third of the Canadian national income is
derived directly from exports, Canada was quickly drawn into the
world depression, and as a defence, adopted high tariffs once more.

The object of economic policy from 1930 on was recovery, and

a tariff revision was deemed necessary to achieve this. The tariff

was extended and broadened when the collapse eccurred. Bebtween

1929 and 1939 there were three important events in the tariff program.



= 66 -

The first was the change in rates and administrative powers by the
Congervative Government when ﬁhey came Into power in 1930; the second
was the Ottawa Conference of 19323 énd the last was the Canadian-
American trade agreement of 1935. 1In 1930, economic nationalism |
was instslled in the Canadian economy; in 1932, economic imperialism
was established without the loss of vigorous opposition ﬁc freer |
trade with the United States; and in 1935, the Liberals effected
freer trade with the United States without affecting the practices
of the Ottawa agreement.l) |

The turning point of economic policy came with the Dumning
tariff of May, 1930, in which the Liberals adopted a retaliatory
policy towards the United ét&tes with the high agricultural pro-
tectionism of their Smoot-Hawley Tariff. The series of reductions
of the preceding period was terminated and countervailing duties
were established, with a broad extension of preferences to Britain,
the Empire, and other most favoured nations. The liberals proposed
that certain Canadian duties be raised to the level imposed by
foreign countries. (Meat, poultry and agricultural products were
specifically mentioned and the attack was aimed at the United
States.) There was also a thorough upward revision of iron and steel
schedules and a widening of the British preference. Under the general
listing,
intermediate schedule had 35 incresases and 98 decreaseg; while the

British preferenﬁi&l schedule had 11 inoreases snd 70 decreases,

1) For a detailed discussion of tariff changes from 1930-1939
586 MGDi&I'IIlid, GQ. ci.bg, ppa 272"305- ’ .
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The discriminatory feature of the tariff was strengthened by this
revision, but, as a remedial measure, it did not prove overly
effective. The underlying motive of liberal policy at this time

was to encourage exports but the economlc importance of their meésurés
was small as the government soon left office, and the restrictions
were carried much further by the Conservatives.

The political debates in the campaign of 1930 were similar to
those of the National Policy elections of 60 years before., The
foremost issues were again opposition to the United States and its
tariff policles, desire for preferénce in the British market, and
economlic depression. The Conservatives were prepared in their plat-
form to give preferences to Britain over the United States and,
aided by the deepening depression, they vame into power in July
1930, Prime Minister Bennett stated that imports should consist
only of goods not made in Canmada snd a policy of full and complete

protection was instituted, The principle of selective protection

was definitely abandoned.

The changes in rates were confined largely to the general and
intermediate schediles, slthough even the British preference did
not go unscathed., The prevention of dumping was aided by new
administrative controls, in fact, administrative deﬁiees raised the
efféctive rate of the tariff by a 10 per cent additional tax.
Substantial specific duties were combined with prevailing or augmented
ad valorem rates. The principal beneficiary of this type of revision
was the textile industry. After June 1931 increases were levied on
bituminous ccal, agridultural machinery, boots and shoes, tinplate,

mining machinery and the entire textile and iron and steel schedules,
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Some ‘sssential materials, such as-aluminium, gutta-percha, and
machinery not made in Canada, remained on the free list, Even the
British preferential rates were ralsed, while ususlly the general
and intermediate rates were incressed still more. There was also
a special exclse tax placed on-all imports,;whiie the upper limit
of the dumping duties was raised from 15 té 50 per cent.

In 1930 Mr. Bennett alsa:ﬁent_te-the Imperisl Conference in
London to try to obtain a 10 per éent'préference on the British
market, to help ease the Canadlan export industries to some degree,
In this he was unsuccessful,; but before 1932 and the next Conference,
the British CGovernment ended their policy of free trade. A 10 per
gent tariff was placed on all imports with the exception ef wheat,
meat and essential raw materials, with imports from the Empire being
exenpt from this duty, pehding: the Ottawa Conference of 1932. Also,
during these yearsy, the Bemnetlt government negotlated several Emplire
trade agreements with Australia and New Zealand,. ' The British pre-
ferentisl rates were the basis of these bilateral treaties, with
rates lower than these on major items of non-competitive goods and
higher on competitive goods, The first trade agreement with the
Union of South Africa was signed in 1932, and one with Rhodesia was
completed just after the Ottaws Conference., These trade treaties
were not of too great importance at this time, however,

And then came the Ottawa Conference of 1932 to further bind
Canada and Great Britain, with economic ties in line with Capada's
policy of importing as much as possible from countries with which

, 1)
she had a large export trade. . The United Kingdom gave concessions

1) Ibid., p. 282 et seq.
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to all her colonies and dominions at once, these concessions being

of five types, (1) The existing margins of preference were guaranteed
for flve years. (2) All categorles of Empire produce coming in
free under the British Importations Act continued free during tha
tenure of the agreement. (3) Certain raw materials were taxed when
of foreign origin but free when from Empire countries - thus Canada
was given a margin of preference, (4) Britain replaced ad valorem
with specific duties to maintain the absolute margin of preference
against foreign countries. (5) Imports of meat became subject to a
liberal quota system, The duration of the agreement was to be five
‘years after vhich Britain could impose a preferential duty §n all
Dominien produce, raising forelgn duties so as to preserve the m&rgin
of preference, Dutles on wheat and other necessaries might be

lifted entirely if the dominions could not supply enough at the
existing world market rates.

The schedules of the Canadian tariff were much affected by the
Ottawa agreement. In 132 cases, duties on British goods were reduced,
in 83 cases, the margin of preference was increased by ralsing the
general rates, and in 79 cases, goods from the United Kingdom were
placed on the free 1ist, The Dominions also agreed (1) to give |
protection only to industries reasonably assured of sound opportunities
of success, (2) to keep protective duties (British prefef"ﬁcé) down
to a level such that United Kingdom producers could compete on &
reasonable basis with special considerations for industries not fully
established, (3) existing duties to be subject to revision in line

with principle (2). Canada also agreed to remove surcharges and

exchange dumping dutlies on British goods.
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Canadats commercial relations with other countries were modified
by the Ottawa agreements, In June 1933 a new French convention was
negotiated in iine with the tightened commercial policy of the 1930's,
Under its terms there was to be admiseion into France of a substane
tial group of natural and manufactured products at French minimum
tariff rates and at general rates less a discount of from 40 to 75
per cent, The minimunm tariff was to apply to meat and dairy preducts,
fish, wheat, apples, timber products, base metals, some iron and
steel products, automoblles and their parts. The general rate,
less discount, was applied to & smaller number of more highly manufac-
tured and fully processed goods,

In her turn Canada granted concessions to France. Her inter-
mediate rate less discount of from 10 to 25 per cent was placed on
a large list of spepialized French products and her intermediate
rates alone on other groups of items including certain animal and
fish products, sugar and molasses, btobacco; liquors, pulp and paper,
chemiocals, textiles in specialized lines, and non-competitive metal
products., In 1935 a similar convention wag drafted with Poland.
These commercial treaties were somewhat less liberal than those of
1923 and thelr value wes veduced, due to the broadening of Imperial
preferences,
with the United States agaln., However, the Liberals, returned to
power in 1935, were in a sound position to bring negotiations to a
satisfactory eonclusian.l While in opposition, they had opposed the

Ottawa agreements and, during their period of power, their policy

1) Ibid., p. 290 et seq.
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towards the United States had alweys been conciliatory, with the
single exeepti§n of the Dunning budget of 1930, The hasis of an
agreement was begun in March 1935 and numerous difficulties were
ironed out during the spring and summer., The Canadian intermediste
tariff was then at the level of the general tariffs of 1937-29.
Real advantage could only be obtained by going below the existing
intermediate levels., However the agreement was finally signed at
the White House on November 15, 1935, with its principal features
to become effective on January 1, 1936.

The 1935 agreement reduced many items on the United States
list, indluding limes, certain iron alloys, fish, whiskey, fresh
fruits and pulpboard to rates lower than the Fordney-McCOumber rates
of 1922, Newsprint, lumber, sﬁinglss, farm implements, asbestos,
and maple sugar were the prinecipsl of 32 items having the same rates
as under the Fordney-McCumber Aet, while on anéther 1k items, the
agreement rates were higher, Canada recelved concessions on 88
items, 63 represented reductiens in existing duties, 4 were the
binding of existing duties and 21 were the binding of free entry.
These reductions partly removed the high duties upon natural
products of the Hawley-Smout tariff. The items affected constituted
66 per cent of (anadian exports to the United States in 1934, |

In return for these concessions Canada granted most-favoured-nation
status to the United S8tates, including the privileges of her inter-
mediate tariff, as granted to other countries. In addition, the
Unitsdtstates was given specific reductions in 88 tariff items below
the level of most-favoured-nation treatmeﬁt. The prineipal machinery
item of the Canadian tariff, which was one of the most significant

items in Cansdian~-American foreign trade, was reduced from 35 to



25 per cent, .In all, the Deminion reduced rates on 68 items, placed
20 on the free list and undertook not to increase the intermediate
duty on 77 and not to impose duties on 15 items thepvduty free,

The United States also insisted that some limitation be placed on the
Customs Department, to curtail their practice of placing high ‘
valuations for duty on American goéds.

While prebably important on Canadian import and export trade,
the effects of the treaty are_inseparable from the general economic
recover& in the trading natione and the great drought in the
western United States which increased the experts of (Qanadian sgriculs
tural products. By means of this agreement, the intermediate
tariff replaced in importance the general tariff for non=British
goods. The dumping and veluation clauses, which had been the most
effective protection device since 1931, were also modified. The
next year, 1936, saw a downward revision of the farm machinery sche-
dule to 5 per cent below the treaty level and the standardization
of the automobile tariff at 174 per cent for all makes of cars,

There was a complete downward revisdon of the textile industry

rates, affected by the removal. of the specific portion ef the

compound duties, The British mergin of preference was agaln broadened
on the textile menufactures and certain iron and steel products.

The nominal duties were agaln restored on farm machinery. Other
changes at this time were not significant.

In §§37, the trade agreement with the United Kingdom was

renewed, The United Kingdom reserved the right to take poultry and

l) Ibidop PD. 295"297.
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dairy products off the free list and subject them to a preferential
| tariff, if necessary; the Dominion was also required to supply
substantial amounts of favoured goods at world prices or lose the
preference, Wheat, base metals and fish were still given free entry
with a margin of preferénce over other countries. Canadian ship-
ments of bacon and ham, along with cattle and beef were on the free
list while the preference was retained on tobacco. 'A'guaranteed
margin of preference was also rebtained, but this time on a smaller
list., In return Canada guaranteed Britain certain margins on a
list of goods not made in Canada and on another list, regardless
of Canadian mesnufacture., If the duty (general list) became less
than the margin, the articles were to enter free of duty. Each
country guaranteed not to levy discriminstory duties against the
other. They also reserved right to modify the margin of preference
if a monopoly or a'ecmbine used it to gain an advantage against the
consumers, In addition, Canada agreed to exempt particular classes
of goods from dunping duties.

A new trade agreement was negotiated with the United States
in the following year.l)canada expanded her list of concessions
(duties below intermediate rates) to candy, honey, cigerettes, certain
tropical fruits, a general list of chemicals and drugs, paint materials,
. ' aterials, There
were also concessions on the iron and steel list (bars, rods, sheets
and plateés). Many other commodities were also guaranteed the

intermediate tariff or, in some cases, put on the free list, These

1) Ibid., pp. 298-30L.
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advantages were also to be extended to any third country, and ..
there was provision for modification of the agreement in the event
of currency depreciation, which might adversely affect the other
country; Canada in her tﬁrn:reeeived concessions on an extended
1list also. Bullding materials, certain iron and steel products,
aluminium, certain metallic minerals and alloys, and a substantial
list of manufactured lumber products were given lower dutles ranging
down to 5 per cent ad valorem. There were also low duties for meat
and dairy products with quota restrictions, after which the duty was
doubled, Paper products; fox furs, gloves, hose, tubing and drugs
of animal origin were added to the list,

In 1939 the 3 per cent excise tax was virtually abolished,
being applied now only f@ the insignificant volume of imports under
the general tariff, New duties of 5 per cent were placed on tin
in blocks, pigs and bars, and on crude rubber from non-British
sources, Duties of 74, 15 and 25 per cent were placed on copper
alloys while magnesium alloys were dutiable at the rates of 5, 123
and 25 per cent. Drawbacks of 50 per cent were allowed on bituminous
coal when it was converted into coke.

The tariff adminisiration also became, in the hands of the
Congservatives, a powerful weapon for protection.l)The power to fix
and alter dubies was inherently a legizlative function but during
the decade of the 1930's and especially from 1930-1935, the effective
level of protection was as much subject to exscutive as to legislative

control., Speclal enactments of previous decades, that is anti-

monopoly sectlons of the Acts of 1887 and 1889 and the dumping clause

1) For a detailed discussion of adminlstrative changes as a means
of furthering protection see Ibid., pp. 306-321,
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of 1904, had bastowed rate-changing powers on the executive.

After 1930, these executive powsrs were used to a greatly increased
degree., The whole administrative procedure was tightened to imple-
ment & high degree of protection, much above the lsvgl of the

high teriffs themselves.

The value for duty became, along with the special dumping duties,
almest an impregneble barrier to imports, Value for duty was deter-
mined in several ways: (a) It must be equivalent to the price
charged jobbers and wholesalers at the time and place of direct
shipment to Canada and (b) no less than the actual cost of producticn
of éimilar goods plus a reasonable advence for selling costs aﬁd
profit, (c) Also no discount could be allowed from the list price
that was not allowed in the country of export in the usual course
of trade., The governor-in-council could set maximum rates of
discount, American automobile manufacturers felt this clause
severely, as they were not allowed to give a discount of more than
20 per cent off factory list prices, while American distributors
were given discounts of from 35 to 4O per cent., Real teeth were
put in the valuation clauses by the dumping clause. The 1930 additions
to this clause had a two-fold purpose. They established a basis
for uging administrative action to raise the acual duties, Dumping
duties could be levied equal in amount to the difference between
value determined and the selling price of goods to the Canadian
importer. All these gave the adminlstration brosd new powers over
the effective rate of duty.

The power of the executive to fix prices at which goods entered

Canada was practically unlimited, Special dumping duties were
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imposed if import prices were lower than the value for duty calculated
by any of several criteria: 1. Cost of production plus reasomable
profit, 2. The list price less discount as determined by governor-
in-council., 3. Prices as determined by the minister. 4. (Excessive)
valuation by the minister when Canadian industries were injuriocusly
affected. In addition exchange dumping duties were applied to goods
coming frem countries whose exchange had been deprecisted, that is,
Britain, Criticism of these measures soon arose. As a result of
the Ottawe Conference, the power of fixed valuations for goods on
the British preferential 1lists was removed from the minister of
custéms, but this power remained discriminatory agsinst the United
States. However, with the signing of the United States - Canada -
»tréde agreement in 1935, the Liberal government had to modify the
valuation and dumping duty policy of the Conservatives - a policy
which was very effective in helping to cut down imporis and presérve
the home market for Canadian manufactures during the deepest depression
period.

We have now seen just how eventful was the tariff history of
the 1930's. Tt began on & note of tarlff retaliation agéinst the
United States and a desire for closer trade relations with Britain.
The schedule of duties was frankly aimed at limiting imports of all
goods in competition with Cenadian industry. The tariff was to be
the instrument for stimulating investment and employment in the
depressed Canadian economy, with the policy of selective protection
being superseded by a policy of all-out protection. The Ottawa
agreements were negative; Emplire preferences were established by

denying entrance to foreign goods rather than a general lowering of
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Fmpire rates, while commerclal treaties were renegotisted on a
narrower basis. This trend towards ultra protectionism was broken
by the United States trade agreements of 1935 and 1938 with its
reciprocal most-favoursd-nation b&sis; Other aspects of the tinmes
were the shanges in tariff administration.

The forerunner of depression had been the weakening of raw
material and export prices with a fall in national income and a
drastic decline in thé demand for industrial goods., In late 1929
the real fall beganj the price of 17 leading Csnadian exports fell
53 per cent from July 1929 to the end of 1932, while agrgeultural
experts declined 70 per cent. There was a 34 per cent sag in
genersl wholesale prices, a 22 per cent decline in the cost of living
and a 14 per cent reduction in the prices of the principle manue
‘*fachnred articles under protection = farm preducts thus losing one-
third of their purchasing power in terms of manufactured goods,

The high tariff policy from 193C on was to be a recovery pelicyql)
By preserving the home market for domestic industry, it was hoped
to preserve the incomes of all groups. However the declines in
industrisal production and employment were not stemmed by the tariff
adjustments, In 1933, the volume of industrial production had fallen
by 52 per cent of the 1929 level and employment and real income had
declined by 32 per cent, The index of home investment fall from
154.6 per cent of '26 levels in 1929 to 26.1 per cent in 1933,

Trade was also heavily cut by the tariffs and the depression;
merchandise imports fell from $1300 million in 1929 to $386 million

in 1933 while exports decreased from $1169 million to $492 million.

1) The results of these tariff changes are expanded in
Ibid., pp. 327=339.
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Farmers and workers in export industries had a decreased share of
the national income; taking 23 per cent in 1929 and only 12 per cent
in 1932. Wbrkérs in protected industries increased their share by
1 per cent while those in naturally protected industries and
services obtained 35 instead of 29 per cent,

The tariff also attracted direct investment, i.e, by Canadian
branches of American firms, Higher tariffs and the concessions
in Empire markets were the prineipal lures to achieve this end,

In fact, of the 1350 American firms established in Canada by 1934,
26 per cent had been set up between 1930 and 1934, an average of
over 90 sach year which was double the average of the preceding
degade. The gross gain to the naticnal economy from these was
fairly substantial, but the price paid for these advantages was
higher costs to the consumer.

The government's policy from 1930 on was not only to curtail
imports but also to influence their sources as well, This policy
found expression in the emergency tariff of 1930 and the tariffs
up to and including the Ottawa agreement. The Canadien-American
agreements of 1935 and 1938 represented a shift in policy, even
though the tariff did remain protectionist during the whole period.

- The proportional gain in the Canadian market by British Empire

o

countries and particularly by the United Kingdom was largely at

the expense of the United States. The depreciation -of curreneieé
was probably nearly as important as the agreements in affecting the
source of imperts and the United Kingdem's exehgnge advanﬁage ﬁas

lost in 1933 when the United States depreciated her own currency.

Canadian gains in the British market were larger and better
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sustained than BEmpire sales, while she also had considerable gains
in the UAited States market,

During the fiscal year ending March, 1931, the decline in total
imports ameunteﬁ to 27 pointé (27 per cent of the base year totalj
1929 = 100); imports from the United Statés.were reduced 30,3 points
and those of the United Kingdom about 20.6 points. The following
yesr, all imports declined 25,9 points, those from the United States
26.8 and those from Britain 22,3, Britain was now enjoying about
54,8 per cent of the pre-depresssion market while the United Shateé
had only about 40.5 per cent. The United States was still the
largest exporter to Canada, in 1932 supplying 60.8 of all Canadian
imports as against 18,4 per cent for the British and 20.8 from all
other countries, However, in the iron and steel industry, the
United States lost its'primary position, declining to 25,3 per cent
of 1929 levels in 1932, while Britain still retained 72 per cent of
her trade, Textiles continued fairly evenly divided. In fact,
textile imports were divided in about the same ratio between the
United States and the United Kingdom all through the depression,

In the fiscal year 1934 (first full year of the Conference), imports
from all countries increased 2,2 points, those of Britain by 9,6
points and the United States' share by less than a point. Inriron
and stsel,ABritain recovered 25 points while the United States
recovered 1,63 shares of textiles were more even, Britain 12,/ and
the United States 7,4, In rece%ery as well as depression, the
relative shares of textile imports remained the same but this was
not true of iron and steel imports, in which the value of British

imports fell more slowly and rose more rapidly than that of the
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United States, The trends of 1934 continued during 1935.

After the Onited States - Canada trade agreements, the share of
the United States in Canadian imports improved 8.6 peints to 7 for
the United Kingdom. We have already seen that there was a more
rapid rate of decrease in American exports to Canada than in British
during the years 1930 to 1933, bub by the end of fiscal 1938, both
had regained approximately their foirmer positions, the United Kingdom
supply 7he6 per cent of 1929 trade, and the United-States 56.4 per
‘cent. At the end of fiscsl 1933, the United States had 28 per cent
of 1927 trade in textiles but only 4 per cent of the trade in iron
and steel, increased to 4/ per cent for each in 1938. The United
Kingdom had 33 per cent 6f her 1929 textile market and 65 per cent
of the iron and steel market in 1933, which shares she increased to
65.6 per cent and 166,6 per cent respectively in 1938, United States
supremacy was thus threatened in the iron and steel industry, Britain
made large gains in sheets for tin plating, cotton yarns, and, to a
lésser extent, cotton fabries in general, but failed to make gains
in materials in which the United States was well established, such
as aluminum manufactures and radios., We can say, however, that the
Ottawa agreements gave the United Kingdom a larger share in the
Canadian market than she would otherwise have had,

What were the effects of the tariff on the prinecipal industries
of the Country?l)we shall just look at the basic iron and steel
industry. In 1930 higher tariffs had been set in this industry to

cushion the shock of the great depression. This increase resulted

in a larger share of the domestic market being supplied by the

1) The growth of the major industries is outlined for this and the
preceding period in Ibid., pp. 340-377.
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Canadian industry - the ‘54 per cent share of 1928 was increased to
85 pef cent in 1933. The tariff policy of this industry was thus
successful in its primary objeet of obtaining a large share of the
home market, but this shere was not great enough to maintain the
industry at a'reassnably_high level of production. The result was
that the iren and stesl indusﬁry was not a stabilizing factor in the
Canadian economy during the depression. The price policy was such as
to hit hard the secondary industries for iron and #teel products,

The gross value of primary iron and steel production fell from
62 million dollars in 1928 to 18,5 million dollars in 1933, while
that of castings and forgings fell from 81.9 to 24.2 million dollars -
decreases of 70 per cent as compared with the 44 per cent deérease
in the ﬁational income, The decline in payrolls and employment was
extreme, indicating its diminishing contribution to the national
income, Steel prices were also maintained far above level of.brices
in general, imposing burdens on the taxpayer, consumer, and the
secondary industries of the country. Not being integrated with the
rest of the manufacturing economy, it became a disturbing rather |
than stabilizing factor during the depression. On recovery following
1936, it established its position more firmly and the future of this
industry looks brightar.’

Few indusiries reacted more violently to the depression than
the farm machinery industry; protection of 25 per cent was unable
to stem the tide., The value of output shrunk from 106 to 14 per
cent from 1927 to 1932 (base = 1926) while the volume of production
fell to a similar degree, the larger share of the home market was

unable to maintain a fair iével of production. The tariff increases
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slowed down the fall in prices in this industry as compared with the
United States;, but this was only one factor in maintaining higher
prices, Prices were dependent principslly on costs and market

demand, and the bottom fell out of the market with'thevagricuiiﬁrél
depression., OService and quality competition was keen in the industry
but price competition was found to be practically nil, Whenever farm
income is high, this industry can get along, but during the depresaion,
it is doubtful if the high tariffs increased income or investment
much, This industry did not contribute to 8 more stable economy,

. The depression contributed to a greater concentration of the
automobile industry after 1930. The tariff was amended in June,
1931, to give higher protection to this industry, with rates of
20 per cent for cars under a value of $1,200., 30 per cent for cars
valued at from $1,200. to $2,100., and 4O per cent over that, The
altered basis of valuation combined with the :dumping duties raised
the effective rates by a flat rate of 10 per cent., The effect of
these changes was to reduce imports to 2.9 per cent in 1932, as
compared to 23,6 of the total market in 1929, In 1936, the rates
were set back to 17% per cent for all types of automcbiles, The
tariff was thus seen to be fairly high and was used to secure a
larger share of the home market for the industry during the
depression. The effect on prices in this industry was greater than
the effect on farm machinery prices. Production declined 12 per
cent more in Canada than i; the United States during the depréssion

as a result of prices increased by protection. This claim for

greater protection was based on higher labour costs, higher material

and selling costs and higher taxes. Not all are valid however.
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Wage differences were no£ great, Canadian manufacturers being hampered
by less efficient use of labour, It is true that the relative cost
of materials was: higher because of protection in the automobile parts
industries but still a 15 per cent protection should suffice for this
industry. The economics of large scale production should be the
ultimate guide of government policy. Potential demand, and the
exploitation of the potential market depends on the stability of
gconomic life. v '

In 1930, the tariff on textiles was also increased substantially,
enhanced by currency devaluation and anti-dumping duties. The.tréde |
agreements scaled down the protection but this industry was still
one of the chief beneficiaries of the high tariff policy of the
1930's, The industry as a whole farved well, Textile production in
1933 was 96,1 per eent of 1926 level while employment figures wefe
much better than those of Canada as a whole = the fall was only
23 per cent in the cotton industry whiech was hardest hit. The‘share
of the domestic industiy in the home market became greater, while
prices fell by an average of 25 to 30 per cent during the depfession,
even though they were held up somewhat by the high tariffs, Produc=
tion was well maintained and even some new investment was forth-
coming. In faet, the textile industry weathered the depression the
best by far of all the major industries studied.

We have now seen the effects of high tariffs on selected
industries. What, then, were the effects on special classes of

1)
the population? The regional effects of any tariff policy are hard

1) An excellent outline of the incidence of the tariff on different
groups and also some industrial changes are to be found in
M&CkintOSh, OEG Cit., pp. 83"’96.
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 to examine with exactness but we can first meke some general statements
on the incidence of tariffs. The long-run effect of tariff protection
is to réduce the national real incoﬁe‘per capita. Along with this

is the restriction of export industries through raising their. costs,
and on expansion of sheltered industries, If the polidy is continuous
the rate of growth is retarded somewhat. The incomés differentially

‘ affected in the long run are the owners of immobile and specialized

' resources, ise. land, With this exception, it is mot by continuous
protection that one reglon loses but by a change in the level of
protection, The Maritimes had already lost out long befors this
period, since the expansion there had been on the basis of free

trade, With the coming of protectionism in 1879, the Maritimes

were -subjected to a changé which adversely affected their export '
regions, Combined with other reasons, tﬁeir decline began.in the
last decades of the nineteenth century,

The increéses in the tariff between 1930 and 1933 were the most
substantial since the National Policy, The direction of thes;
increases is c¢lear, if not the effects, Relative employment was
increased in protected industries, the majority of which were in
Ontario and Quebec - this contributed to a relative and absolute
reduction of real income in the expert regions since prices in
protected industries did not follow the falling general price
level, The tariff increases in the period of declining prices
tempered the decreases in protected prices, while export prices
were fully exposed. These export regions would have suffered a
great worsening in,thg terms of trade anyway because £ the greatef

and. more rapid decline in prices of raw materials than of fully
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processed goods in any recession, but the effect was made worse by
the pdlicy of protection. Thus the tariff intensifies the difficulties
of primary producers. The incomes of these producers were drastically
reduced, while tﬁe prices of the products they had to buy remained
at a high level - the result is a great reduction of real income,
How great a reduction may be seen when we consider that the percentage
of national income of farmers and workers in export industriss
dropped from 23 to 12 per cent, almost half in a few years, 1929 to
1932,  while prices of protected goods fell only 14 per cent. Thus
one-third of their purchasing power was lost in terms of manufactures.
Protection was an added blow at the west, whiech would have been hard
hit anyway.

The policy of fighting depression by higher tariffs met with
limited success owing to the shrinkage of income from export sales
and the collapse of investment in raw material industries which the
tariff could not protect., The changes in distribution were a Joint
result of rigid prices in protected industries and the fall in export
prices. As far as trade went, the United‘Kingdom had & competitive
margin in the shrunken Canadian market due to the 1932 agreement,
combined with the wldening éf preference and currency depreciation,
an advantage reduced but not eliminated by the 1935 agreement with
the United States and the 1933 depreciation of United States exchangs.
The discriminatory legislation of the period may have bsen even more

important in producing this result.



CHAPTER VII

World War 11 1939 - 1948

The depresaioﬁ had, as we have Just seen, brought marked changes
in the commercial policy of Canada, implemented chiefly by the teriff
policy of the Conservative and Liberal governments, waever, with
the ceoming of war in 1939 there were to be additional changes all of
which were to further the war effort of the country. We may say that
there were three basic causes for adjustment of the tariffs of Canada,.
The first was necessitated by the need for additional revenue, a
factar of relatively small importance because of the enormous
quantities of money needed to pursue a satisfactory war effort,
Tariff rates were also raised to affect excise taxes. This might
also be eenaidgred as part of the first cause, since the excise taxes
were both revenuge-producing and also a means of discouraging consump-
tion of non-essentials. The most important reasons were financial
however. Insofar as it could, the tariff was used as an instrument
to contract imports from the dollar countries and to expand imports
from the sterling area, since Canada had a negative current balance
of payment with the United States and a positive balance with the
United Kingdom and other allied countries. Essential imports were,
however, not discouraged but rather encouraged, regardless of their
sources,

At the beginning of the war, Canada was still heavily dependent
on international trade, especially with the United States and Great

Britain, Eighty per cent of Canadian exports were to these countries

and almost the same percentage of imports were from these countries.
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The exports were split on about an equal basis between the two,

but United States had a 60 per eent share of Canadian imports while

Oreat Britain had only 20 per cent.l)Thus Canada had an unfavourable

balance of trade with the United Btates and a favourable balance

with the United Kingdom., With the pre-war free convertibility of

sterling, it mattered little that Canada's trade was on such an

unstable basis, but with the outbreak of war, Britain ended free

convertibility of sterling and Canada's balance of payments was

broken into two parts -~ dollar and sterling balances of payments.,
Therefore, in September 16, 1939 the Foreign Exchange Control

Board was set up with special pewers over foreign exchange.z)

Tts first act was to stabilize the depreciation of the Canadian dollar

at 10 per cent and along with this there were added various changes

in tariff and trade policy in an attempt to reduce imporis from

the United States and increase purchases of British goods and services.

In June 1940 a war exchange tax of 10 per cent ad valorem was imposed

on all goods imported into Canada from countries not in the sterling

bloc, that is from countries not enjoying British preference rates

or British countries having trade agreements with Canada,B) This

tax remained in forece until October, 1945, At the same time (June

1940) some reductions were made in British preferential duties on

items used in the munitions industry. This principle was carried

1) L. B. Jack, "The United States Dollar Problem", The Canadian
Banker (Toronto: The Canadian Bankers Association, 1940),
V.48, p. 35.

2) F. Knox, "Canada's Balance of International Payments', The
Annals of the American Academy of Political and Social Science,
V.253, September 1947, pp. 134-142.

3) Tariff changes during the war years are discussed in 0. J.
McDiarmid, "Canada's Tariff Poliey", The Annals, pp. 150-163.
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further b& the War Exchange Cbnservation Act of December 1940, when
the entry of a suhstantial list of luwxury or semi-luxury articles
{including prepared cereals, tobacco products, automobiles, certain
canned fish and many types of clEthing) was prohibited except from
the sterling area or under special licence from the Minister of
Customs, This ban was subéequanﬁly repealed in 1944 when Exchange
situation was better. The Amendment to this Act in June 1941
greatly increased the margin of ﬁrefefence on British goods by’
reducing British preferential duties by 25 per cent on some articles
and 50 per cent on a longer 1iﬁt; Thege discounts and free'entry
were to be terminated in 1947. Also various changes were made in
the rates to offsgﬁ excise taxes; especially those on automobiles,
radios, radio tubes, cameras and other products of the lwxury
trade. These changes were not successful in their main task, the
conservation of foreign exchange. During the early ysars of the
war, imporis increased rapidly aé Canadian factefies tooled for war
production and a constantly incréésing amount of these imports
was frcm the United States. This was due to the need for additional
coal supplies, for iron and steel, petroleum, capital goeds and
machinery to assist Canada's war gffort. “There was also a fise in
consumer-goods impori; as normal sources of supply were cut off.
Thus, for the years 1940 and 1941 there wes a net loss of American
exchange as deficits of $214 and §314 million had to be met.lJ
ﬁelief came from the United States with the Hyde Park Agreement

of April 1941. Its purpose was to assure a maximum North American

1) A more detailed study of Canada's balance of international
payments is to be found in F.A. Knox, "Canada's Balance of
International Payments®”, The Canadian Journal of Economic and
Political Science, V.13, Number 3, August, 1947, pp. 345-363.
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war output with the co-ordination of the war effort of the two.

countries an? the transfer of manpower from non-essential to essential
1

industries. By its terms, Canada was to concentrate on cértain kinds
of munitions, strateglec materials, aluminﬁm and shipsy; which products
the United States was to purchase from Canada, These sales of war
supplies to the United States were one of the most important measures
to meet the United States dollar requirements. Then, with the entry
of the United States into the waé, American govermment expenditures
in Canada, such as the Alaska Highway, the Canal oil project, and

the bullding of variocus airfields, supplied enother source of exchange.
From 1942 on, Canada enjoyed & favourable balance of payments with
the United States, even accumulating a balance of about $1214 million
by the end of 1945, This balahce was helped comsiderably by large
exports of grain and pon~ferrous metals during the last three years
of the war, Thus Hyde Park did its job until its termination in
April 1944,

We can easily see that the tariff changes during the war years
were of relatively small importance. The attempis at changing the
direction of flow of imports was & failure, imporis from the United
Kingdom remaining at a steady level all through the wapr with the
expected increase practically non-existent. Imports from the
United Btates, on the other hand increased by a remarkable degree.z)
In 1946, the total value of imports was about $1900 million with

the United States having three-quarters of the trade. FExports

1) See W.L.M. King, The Hyde Park Declaration (Ottawa: The King's
Printer, 1941).

2) See D,H. Fullerton, "Survey of Canadian Foreign Trade", The
Annals, pp. 143-149.
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increased from 924 million dollars in 1939 to 3,444 million dollars
in 1944 and 3,218 million dollars in 1945, In 1946 they were only
20 per cent below their wartime peak with 38 per cent going to the
United States and 26 per cent to the United Kingdom, In this first
post-war year, a commodity deficit of about 500 million dollars with
the United States replaced the surplus of the war years, & deficit
which is continuing to the present time., Thus by 1947, the tariff
was approximately at pre-war levels with the repesl of the various
emergency acts during the late war and early post-war period, and
the balance of payments with the United States Was: again very
serious, Before the war, credits arising from our surplus of exports
to the sterling area were available to meet the defieit of United
States dollars, but in the post-war period there was little
convertible exchange since the bulk of our exports were financed

by credits extended by the Dominion government. The deficit is
financed mainly by the use of the accummulated reserves and by
United States investment in Canada. The problem could be solved
only by recovery and re-establisbment of world trade on & multi-
lateral basis or by inocreased exports to the United States and
increased imports from other countries. .

The attempt was made on November 17, 1947 when Mr, King
announced the results of the Internsticnal ??ade Organiszation
Conference which had been taking place in Geneva - the Geneva
Conference, Qut of it emerged a number of changes in the tariff

rates of Canada, the United States and 17 other countries. The

following is & summary of the trade and tariff arrangements in
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- 1) .
general terms: 1, Canada is released from the restrictive "bound"

margins of the United Kingdom prefqrential agreement. 2. Considerable
enlargement of the area of reciprocity in Canada's tariff with the
United States. 3, Substantial concessions (mo§t1y 50 per cent) in
United States tariffs on primary Cenadisn farm products, fish,.
lumber and base metals. 4. The "binding against inereasé“ of
hundreés of items in the United States Customsvﬁafiff. 5. Deductions
of 15 to 20 per cent in the average tariff on éutiable goods entering
Canada from the United States. 6., Multilateral agreements on basic
changes in customs valuations and in administration of customs

laws and procedurss. Ganada gels an "extremely wide range" of
concessions from various countfies:ZiShe obtains concessions and
tariff reductions on 90’per cent of the dellar value «©f her

dutiable exports to the United States. United States duties have
been cut in half on wheat, wheat flour,’s&lmcn% halibut and other
Pish products, beef, veal, butter, live and dressed poultry, wood
porducts, whlaskey and gin, among others, while’quota restrictions
have been removed or larger quotas have been granted, She has

also had tariff reductions on many Canédian manufactured goods

going to the United States, Belgium; France, Netherlands, Luxem-
bourg, India, Norway, Brazil, Chile, China, Cuba and Czecho-

with numerous other feﬁneﬁiéns in a wide variety
of preoducts, including non-metallic minerals andinon-ferrous metals

from the various countries.

1) E. A, Beder, "Tariffs are Trifles*, The Canadian Forum (Toronto:
The Canadian Forum Limited), v. 27, number 324, January, 1948,
p. 224 et seq.

2) Concessions given and received by Csnada, as well as a list of
restrictions are to be found in The (lobe and Mail, Toronto,
November 18, 1947. Also see The Hamilton Spectator, Hamilton,
November 18, 1947. -
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In return Canada reduces 590 items in its.most—favburéd»nation
tariff list and 100 British preference items. 8he.also confirms
460 existing most-favoured-nation rates, Dutiés are reduced on
tobaceos, cigars, cigarettes, liquors, paper p;éduets, chemical
products, textile products, rubber products, primary steel‘préducts,
mining and logging machinery, household equipment, e.g. refrigerators
and eanned'meats and fruits; to name some of the more important -
articles affected. Farm implements and machinery now admitted
free are bound against increase as are the present duties on
automobiles. The 50 cents per ton duty on anﬁhraeite is also
removed while the duty on bituminous coal is reduced from 75 to
50 cents. »

Thus Canada seemed determined to base her future prosperity
on & widening of international trade and a lowering of trade
barriers, based on multilateral agreements, But not her immediaﬁe
fubure! The country was very short of Amerieaﬁ dollarsj our reserves
of gold and currency had dwindled from 1,250 million dollars to 500
million dollars and the current deficit was 75 million dollars per
month. Thus, despite the Geneva Conference, new and grim barfiers
to trade between Canada and the United States had to be effected.
There are two basic causes for this forced decision,lgne, external,
'which is due to Britain's inability to pay in convertible sterling
for her Canadian imports; and two, internal, the great deficiency
in-steel production. Steel components have to be imported from

the United States for automobiles, refrigerators, oil burners,

1) Beder, op. eit., p. 224 et seq.
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electrical equipment, eté. A great amount of American dollars is
thus needed to keep pace with production here and as our production
increases, the greater the deficit becomes, now that sterling is
incanvertiblé. 7

Thus the effect of the tariff reductions of the Geneva
Conference are temporarily nullified as far as the Ganaéian eonsumer
is concerned. S8pecisl excise taxes of 25 per cent wererﬁlaeed on a
long list of durable goods, including automobiles, sporting goods,
outboard motors, pleasure launches, firearms, cil burners, motor-
cycles, ocameras, radios and home appliances, in the hope that
consumption of these articles, made with a large percentage of
United States parts would be kept down., Items prohibited from
import from the United Stgtes include semi-luxury or non-essential
types such as jJewellery, candy, nevelties% typewriters, radios,
refrigerators, washing machines, furniture, and also, temporarily
automobiles, which may later be put on a quota system. In the
fruit and vegetable field, some imports are placed on a quota
basis while others grown in Canada are prohibited outright. In
textiles no restrictions are placed on raw mate;ials and yarns,
but alﬁest all other textiles are under another quota, There are
also ﬁuotas for leathers and for miscellaneous articles such as
elocks and watches, smokers' supplies, ete. Travel restrictions
weye alsa-set up. In addition a loan of 300 million dollars was
‘made from the Export~Import Bank of Washington. ’
That import restrictions are only temporary was emphasized

, | 1)
both by Mpr. Abbott, the Minister of Finance and Mr., Howe, the

1) ¢C. D, Howe, "Canada's New Economic Program", Industrial (anada
(Toronto: The Canadian Manufacturers! Association), v. 48,
Number 9, January, 1948, p. 67 et seq.
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Minister of Trade and Commerce. They are designed to tide Canada
over the United States dollar shortage which is to be corrected by
the inerease of exports to the United States, and from benefits
which will be derived from European recovery, and restoration of
international trade and free convertibility of currencies, The
restrictions are linked up then with the fuller development of
Canadian resources and the encouragement of new'industriés,‘
especially those which can bring an inflow of American dollars,
The long-run policy is to increase exports to the United'States
until they reach the level of our pre-restriction imports.

Whether that can be achisved 1s another question,




CONGLUSION

» Cenada's tariff policy has been subject to various shifts since
1846, At that time, cut adrift ffem Great Britain, Canada turned to
the United States for relief, which she gained in 1854 with the
Reciprocity Treaty. Behind this movement was most of the population
of Canada, with the principal suppert coming from Central Canada.
Reciprocity was only in primary producks; Canada was not willing
to go so far as to allow free admission of American manufactures.

In fact, in 1858 and 1859, the tariff was raised to theé protectionist
level by Cayley and Galt, this on the instigation of the Aséoéiation
for the Promotion of Canadian Industry, the forerunner of the
Canadian Menufacturers' Association, By this isolating and excessive
polie&, and also by the unfriendly Canadian attitude towards the
Civil War, Canada alienated the United States with the result that
the Elgin-Marcy Treaty was allowed to lapse after its ten year term
was up.

The provinces of Canada next turned inward to themselves, and
in 1866, Confederation was achieved, with a national economic policy.
The tariff for the next 13 years was unow solely an instrument of
revenue, It was lowered to a general 15 per cent level so as to
attract the Maritimes to Confederation and protection became, for
a short time, a dead issue. But a combin;tion of cireumstaneés
was to overwhelm the free traders by 1879. The first of these
was the serious depression of 1873 and the following dumping of
foreign goods on the Canadian market, There was also the strong
voice of the Canadian Manufacturers' Association raised in a

demand for reciprocity, or, failing that, protection. Reciprocity

45
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was‘unaghiavable at this time, however, and the Conservatives were
- swept into power in 1879 with strong support from the public in
general, hapingﬂfpr a_way'out.ef depression, and from the manufac-
tureis in particular, looking for protection to bulld up industry.

 Since the adoption of the Nationsl Policy by the Conservatives
in 1879, CGanada has never returned to free trade, Protection became
the policy of all govermments, Liberal and Gauéervgtiva élike,
since that time. The Conservative reign lasted until 1896, with
protection being steadily increased to a peak about 1887, with a
very slight fall thereafter, Tilley, the Minister of Finance,
stated that the policy was for the express purpose of limiting
imports and protecting home manufacture. The menufacturers became
the chief power behind the economic policy of the govermment and
all benefited, textile menufacturers in particular. However,
again the people of Canada seemed to want a change and in 1896,
the Conservative reign came to an end, with the Liberals, who had
been preaching free trade during their whole stay as Opposition,
taking over office.'

However, the liberals introduced no start;ing changes into

the Conservative policy of protection. Although bitterly opposing
the Conservative policy, they did ﬁot change their opposition into

e ot i
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free trade, on attaining power, They did bring one innovation,

however, one which still stands.- the policy of Imperial preferences,
By the’general revision of 1907, three different rates were set up,
the General, Intermediate and the British Preference, the latter
being the lowest. Variocus concessions were made to different

groups of the population and there was a slight downward trend in
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the rates until 1913, The tariffs of this period were mainly a
compromise between the protectionists of Briain and Central Canada
and the free trade advocates of the West and the Maritimes, In
1910, Reeiprocity was once again the topic of ﬁhe day; this time
at the instigation of the United States. The people of Canada
voted down the reciprecity measure and the Conservatives again
took over the Government.

With the coming of war in 1914, a special revenue addition
was made to the tariff rates, 5 per cent on the British preference
1ist and 73 per cent on the treaty and general lists., This was
golely a wartime revenue measure and had no great effect on the
economy, due to the great demand of the war years. These
increagses were abolished in 1919 anq 1920 and no further changes
of any great importance occurred until 1930, During the 1920's
the tariff was gradually reduced, but not to any great extent, the
ma jor reductions being on farm machinery which were reduged to
nominal figures in 1924, as the free traders of the West gained more
and more political power. The govermment was still following the
poliecy of compromise throughout the period, with pressure from the
differing interests causing slight changes in various items, but
no general revisions upwards or downwards,

The Great Depression changed the whole tariff structure, The
Conservatives were once more called into power and tariff legls-
lation was set in motion which was‘highly protectionist, the highest
degree of protection that Canada had ever had, with the most
significant changes in tariff structure since 1879. Ganada became

a country not only of very high tariffs but also of unstable rates
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‘due to the administrative aﬁanges of the Conservatives, Selective
protection was definitely abandoned, much to the distress of the
agricultural West. Imports were cut drastically-and‘by the Ottawa
Agreements, the direction of imports was swayed towards Great.
Britain, The ma jor develépments of the whole pericd were the
trédé treaties. On coﬁing into power in l?SE,»the-Liberals managed
a £fade treaty with the United States., This was the second major
devéiopmeht; a counteraction against the Ottawa Uonference of 1932,
Later new»trade treaties were made with Great Britein in 1937 and
again with the United States in 1938,‘a5‘eanadafbegan‘to shake free
of the depression years, The general rates became of lncreasingly
less importance during-the 1930's, being replaced in this regard by
the treaty'ratéé. By 1939, the rates were not far asbove those of
the 1920's,’ | o

‘With the coming of war in 1939, the tariff became relaiively
unimportant and had no great funotion thraugheﬁt ite course, More
reliance was placed on outright prohibitions of imports and on
fiscal policy, What changes there were, were designed to assist the
government in its balance of payments problems, but the tariff was
an insadequate instrument to affect this te any great extent. With
the c¢oncluslon of war, the Geneva Conference brought a great.
dowaward revision of tariff rates and the easing of restrictions on
international trade on a multilateral basis, but these results were
offset by the restrictiors set upon us at the éame time due to the
financial exigencies of the very unfavourable balance of trade with
the United States, What does Canada's future hold?

Canada's future prosperity depends to a relatively great extent
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on the recovery of the world, and especially on European recovery,
This is due to the fact that & large proportion of Canada's
population is engaged in the production of export commodities,
Almost one-third of Canada's national income is‘dependent on her
export trade, and thus her high standard of 1living is also
dependent on it, The Geneva Conference with its consequent
lowering of barriers to international trade is a long step in the
right direction for a greater future for Canada. Insofar as
tariff reductions will help international tradé, 8o will they help
Canada.,
But at the present time, the Geneva igreements ave not
enough to insure Canada's prosperity. Burope must recover before
the new era will arrive, and so we now depend alsc on the Marshall
Plan for European recovery. Canada's balance of payments being
what they are, sterling must be freely convertible and, in the
long run, we must impgrt more from our major mérket, Great Britain,
The Canadian people must realize that ohly imports can pay for
exports, and that aﬁyﬁtrade restrictions we makg must eventually
affeet us and eﬁr gtandard of living. Espeoclally at this time [
must we take as much as possible from Eurcpean countries in | |
return for our exports instead of receiving an increasing share
of our imports from the United States. Whenever multilateral
balance of payments can be instituted, there will be no problem of
" American dollars, but, it must be realized, to effect this, we
and the other dollar countries must buy more from the sterling
bloc, or there will never be enough dollars to go around. In the

long run we must buy more from Europe and less from the United



States, either that or sell less to Burope and mofé to the United
States, and with the great necessity for reconstruction in Europe,
the better course 1s an impossible one, in any event, quite out of
time with the principles of the Geneva Conferenee.A 4

What of the trade restrictions with the Uniteé States? Canada
is very dependent on many American producis, especially eoal,'steel
and steel producte, With our present technology, this dependence
must remain for sometime yet., Left to her own devices, Canada
must continue to have trade restrictions for a long time before
her export industries could be built up sufficiently to compete
on a large enough basis on the American market., Again she is
dependent on the Marshall Plan in both the long run and short
run aspects. In the short run, it will supply needed American
dollars for the goods which Ewrope buys from Canada for her
reconstruction. In the long run, it will supply a greater velume
of imports from these countries to help balance her very favour-
able balance of trade with Europe. Cenvertibilit& of sterling
will also follow European restoration, which will put s definite
end to Canada's difficulties, as far as her dollarishortage goes.
Thus, in the short run, Canada is most vitally concerned with
the Marshall Plan and in the long run, Canada will be most
vitally concerned with a general lowering of the barriers of

trade throughout the world.
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