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b Suxvey of Canade's Federsl LNORe ang

Shaptex 1
Any survey of Cenads's fedoral finsnces must of necessity include
some reference to the condition prevalling in the provinces of British
North America prior to 1867. In all of these provinces sustoms revenue
wag the éﬁgw source of governmmnt income and improvement Iin transpori-
ation and commwnication the ma Jor source of government expenditure. Parte
im;lar yvoference will :B@ made to the provinees of Upper and Lowsr Canada in
this prelim.nary skatoh of the background of our federal finances.
iz;' 184?) the sct of Unlon between Upper and lower Canada was passed
by the Brltish Parliement. IU8 maln clauses with respect to fiscal matters
provided for turning over of all hereditary or gssusl revenue from the
Orown to the leglslative sseembly of the wnitsd province, This completed
the assumption by the populay sssembly of all revenuss accruing from oustoms
duties and casual dugs for application st thely discretion t0 the expendlt~
ures of the government. Customs revenues from duties imposed by imperial
statutes bad been pald into the provinclal treasurles since 1831, by virtus
of an act of the British pavllament, In addition to this surrendsy of heved-
itary dues the Act of Union took the power of Introducling money bllls away
from private members except by consent of the Governoyx General. » consol=-
idated vevenus fund was established to which all regeipts were t0 be cred-
ited. The British Parliament expressly reserved to itself the right to
impose duties and otherwise eontyol the trade and gommerce of the eelony.
until 1842 when all colonies were permitted to alter or reduce the duties on
foreign goods. In 1849 the imperinl government repealed the restrictive
navigotion laws eand 8o freed the 3t. lawrence River to all vessels. From
this time on the Leglslative Assenmbly in Canadae exercised complete control

over government receipts and expenditurss.
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The mein vevenue recelipts of the wnited province were, as was lndlc~
ated above, derived from duties on lmports and exclsse revsnués. This rel~
lance on indirect tazetion wes acsepted popularly as the best method since
direct tazation was considered te be "as repulsive to the Canadisn as to the
American minﬁ;?‘. ’ Duties on imports were levied to puy interest charges on
British capital lnvested in rallroasds. The great imports of capital for
the gonetruction of rallroads created a very serious situation for the gov~
erpment. The rallroads stimulsted indusiry and sgriculture,and increased im-
ports,and therefore revenusk. But the effects of the Crimesn Way, the slow
returng on rallroad investments, bad horvests and the depression of léﬁi‘?
and 1858 meant that exports were fluctuating end declining, and with this
trend in exports, lmports snd vevenues aleo declined. 48 ons writer at the
time put it "4 diminlshed demand foy our staple products izas produced a ¢or-
responding check upon the purchesing power of our people and a coyresponding
lose to the princiml sources of our mvmnes;“ziﬁ‘mg; 1841 = 1867, four~fifths
of the z’écas_xms of the Frovince of Cannds were obalned from customs duties f‘
and thely declins meant continual govermment deficlts. Through the eurly
slxties the deficlt incremsed due to & decrense in revenues. Oince the def=
icits of the government were due to heavy fixed charges caused by vallwsy and
e&nal building, together with a decline in customs revenues, the remedy sesmed
%0 lie In increased traffic on canals and rallways, which would cure both cuuses .

of govemtnent deficits. That is, lnoreased trseffic would meen greatsr earn~

ings by suoh services and so lessen the flxed charges borme by the government,
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while, at the same time, an lncrease in traffic would mezn greater Ilmports,

and o greauter custome and exclse revenues. HNany schemes were advanged to
’ 1.
achieve this end, but the most effeative waes Confederation.

The Britlsh North America Aot, 1887, wes the result of many conferences
among leaders of the various provinces of British North Amevica. The finw
ancial arrangements between the provinces and the new Pederal Government conw
stituted oune of the most serious problems faglng the "Fathers of Confeleration.”
Prior to the fed@rét.iqn period the separate proviaces, as we have seen, der~
ived the bulk of thelr revenue from customs and exeise ‘duties. Federation
salled for a distribution of governmental services between the Dominion and
th@@mvineea; and a ocorrgsponding division of sources of publle revenue for
the maintensnos of these services. The results of the deliberstions in this
vagard found the Dominlon Government assuming the management, contrel and
expense of the public works exlsting in each provinece, which were obviously.
of benefit to zzfnlihalt In regard to debt, 1t was ugresd that the Central
Government should assume all debte and 1llabilities of sach provinas on é per -
capite "allowed" debt, which wae meant to preserve equlty among the amours
passé& onto the Uominion Government by the verlous xmcwimesf. The granting
to the Fedsrul government of the power to ralse money by any or all means or
systema of taxationquinwlved a further arrengemsnt by which provincial rev=
enues could be maintained when their chlef source, custome revenue,wes vo longer
1« pe 2186 Hylulnnes
g. "pe 3 As We Boos

Be pe B Ibid
4. De 7 Ihid



Page 4.
available. The final srmngemaﬂé arrvived at was a yayment by the Dominion
to the provinges which took the foxm of (a) interest on debt allowance,

{b) grente puid ennuvally to the several prmrimﬁes for the support of their
governments, »nd (¢} grants~in~ald mede snnually on a per caplta busls. "
These provineial subsidies”, as they csme to be called,have ,pmvén .a%; ever
prosent bone of contentlion betwssn the various provixmaa; and thé Dominion
government, ond to<day the wost serious menace to the Dominion is the
bitter ssctlonality which has gvown o8 o result of this solutlion of the
problem of division of téxing PORAT B

@bﬁ' £iseal aystaﬁ established by the B.N.4. act provided for a consol-
idated fund to which was to be ageredited and out of whigh wus to bve pald those
revenues snd expenditures which are usually to be found in supplying gove
groment servipes == l.e. Yordinary" receipts and expénditaree. In addition
tnere are miscellaneous acoounts dealing with losns, debt redemption, raile
woy admlnistration, capital expendlture on public works, snd a variety of
other subjeats.

"Uonselidated Fund Rocelpte” are classifled under two maln heads, tax
revanue and non-~tax revenug. The latiser sluss may be left out of our conside
gration sinoe it consists of revenues from goverpment serviges such =8 the
post office which um}aily approximate closely to expenditure on sugh services.
Tax rév@:mzas are furtuer c¢lassified on three bases -- i.8. customs duties,
oxcise dutles, ward-tsx revenuw, which includes Iincome tax end sales tax, and
other ’éa:s:e;s first lmposed during the Great VWars

Faederal Eaxpenditures sre divided lnto Consolldated Fund Expenditures,
Capital Bxpenditures snd Other Expendituress The first sre "ordinary"
expsndituré:s covering the gost of usual government services, dsbt charges and

1e Ganadian Forum Hovs 34 H.M.Rogers
"Crisis in Federal Finange"
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80 on« The sscond includes outlays of a cepital neture on csmals, rallways,
public worke and sugh enterprises of tﬁeA?edaral Government. The last glass
includes eﬁyendituras on "Railwey Subsidlies” ( Negligible since 1920 ), War
and Demobilizntion QhﬁrgﬁﬁAﬁiEG@ 1915, and miscellansous charges to which
the distincgtion betwsen capital and revenus expenditures has not been subject
to hard snd fast rulesg‘
0FR 11 SURVEY OF FEDERAL INCOME AND EXPENDITUNE 1867 = 1900

Le The f@liewiﬁg survey of federsl revenue and eypenditures is divided
into periods of years which vary from 7 to 13 in length. The division is
merely one of gonvenlence -~ a means of simplifying the survey. The metinod
followed is somewhat varied, also, dus to the differsuces in relative ime=
portance of the vsrious periods. Por the earliey years of the Dominions?
history, the different pesriods are treated as asingle phases with only indldental
reforences to any partioular yearx. A4fter 1900, vhe important yesrly changes
were held to be worthy of move specific consideration, so yearly chsnges
were glven more attentlon. The war period and the postewar years up 1o the
present were also consldered on & year to year plen yather than as slngle phases
since the very fact of thelr closeness to the present ensures that a year to
year discussion will give a falr indiention of the goneral outline of each
perliod.

The ms£had followed in ocomsldering each period is as follows in generals
the sallent features of economic sctivity are outlined and some estimition
is made or implied ss to the conditions of the people «= l.e. whether they
ave prosperlaus, or the reverss, eto} following this egonomle survey the
outstanding features of federal esoonomi¢ survey the cutstanding features

of federal income and expenditure are presentede.



T 1867 - 1873

Following Confederation a somewhat pecullay state of affalire existed in
the new Dominion. Thers was the shell of a great state, the institutions
and machinery éf a country which etretched in nominasl union from ocean to
ocean and covered three mlilion square miles of territorys Bub the pop~
ulation was thinly scattered over its vast areay the progress of mational
prosperity was slows the Provinces leaned gonsiderably in matters of trade
and exchangs both socislly and economically upon the states to the Sovubhg
railway communioation between the Pacific and t,hév Great Loakes had not been
established, and lack of it spemed an almost inswymouatable obstacle to
the eager growth of this youthful nation. Desplts the very definite pushing
of programues of expansion ln transportstion and commmication comparatively
little exchange of thought oy soﬁmeres passed o8 yet betwesn the provinces.

The Hinisters of Pinance aftey Confederation had been gompelled to evolve
a new financial system to bring tegetimr varied threeds of confliocting Prove
ingial expevience; to create a new énd brosd fiscul pollicy suited to seversl
Provinces, and many diverse interestey and build wp a Dominion banklog system.
It wae not on easy taske The country from ocesn $0 ogean also had to be
gonsidered and studied in its public works, its possible publle lmprovements,
L1ts vast x’equi'rszzsentzs for transportation facilities, 1lts complex snd antag-
onistic railway »nd waterwuy systemes Intricate questions of revenus, of
relations bvetween the new fedeval govermment and the Provinces =nd with the
United States and the Hother Country hand to be considered. Difficult con~

stitutional and administrative polnts in connection with the admisslon of
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new Provinees had to be met, the wanis of vust aress of the far West satisge
£ied from time to time, the Indians looked after and comtrolled, the whole
postal systen of half & conbinent orgenized or reorganized.

The first two years of Confederation ssw the new Lfederal government
putting forth all its endeavors to meot supgcessfully the problems outlined
above. In spite of the abrogation of the Reciprocity Treaty in 1866, the am-
grigan Civil Wayr and 118 effects =~ the withdrawing from productive entepw
prise of many thousond of men in the dtates andrth@ enormous destruction which
the war entalled == brought a demond oven at enhanced priges for Canndian
goods, which was of great ald in the first trying years of the Dominion.

The ohwmge from o pioneer community, with practieally only exports of timber
in the world mar:et,to an important commercial and finsneial country which wus
becoming appavent with the signing of Reolprooity, become still mﬁie visible
with a notionnl structure seeking a place in the sun. The growth of |
trade wlth the States and the expunsive development of all contemporary
projoats which marked the eaély BO*s yeturned with renewed vigor after the
sgtback of lute years of that decades By the time Confederation was comw
pleted the enrly stuges of general ecdnomic reanimstion wers passed snd the
stage wos sebt fow a progressive development of all institutions of the new
nation.

The expansion, Lo soms extenl artificial, that took place in Camsda in
1867+73 had gone on keeping pace in gome degree with the tremendous devel-
opment of the ﬁmariean Wost, following the Civil War, Osnadian menufacturers
had benefitted greatly by the preoccupation south of ths border in the ab~
gorbing sirugple between the Noprth and the Souths, The cessatlon of prodw-
uotion in the States has bsen mentioned ébove, and the return of full powers

of their productive capacity had not as yet brought any repercussions in Gavada.



During these years the small 15% tariff was snough to prevent seriaué competition
with the tiny and s8till tentative industrial development of Usnaday although

it was not protective in the sense of encoursging home lndustry. From 1868

to 1875 Cenadien exports to the Jtates lnoreased by B0% to 36 millions, while
hey lmports from the same gountry doubled, reachlng a tat&l value cf 456 million
in the ia&t year of this period.

Prices which had besn high sinee the Crimesn Yax eanﬁinﬁe& at 8 high
lovel during the Amerlean Civil War bub started om s &ight but distinet deeline
in 1867, largely due to the termination of hostilities in the latter struggle.
sgricultural préduata suffersd in large dagfésa in this vecession, which saw
the price index fall from 120.1 in *88 to 117.3 in *69 (|§00 ® 106 ) Other
conmedities were firmer until in 1868 the great rise began thet curried
prices to o very high polnt in 1872 « 8 = 4. HMany fastors contributed to this
rige in the price level, which reflested the world-wide rise ln these years.
Bailroad building in the Unlted 3tates and ln Burope, the opening of the Juez
Canal, and the cutbreak ¢f the Franco-Prussian War stlimulated prices in thelir
respective ways. The boom continued until the grest collapse in Wall Jtreet
in September 1873. |

Immigration figures are an indirect prosperity barometer which in the
yoars in guestion illustrate the rising trend of ecomomie activitys. 1n the
calendar year 1867, 144666 immigreMlis settled in Cansda. The number decreased
slightly in 1868 then rose swiftly to 50,060 In 1873, the highest tide of
influx until the year 1882.

sJome reference L0 the finanglal problems facling the new federal govern=
ment hasg bsen ma&a abovge The msthaﬁs-used and results attained are the
.questions o be snswered, The accounting forms and methods have been ocutiined

and also the nature of public federal revenues bad been explained »- 1.e@.
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i. 6. practicslly sole dependence on "indlrect" tesation by easﬁoms and
exclee dQuties. With these facts in mind the course of the federal fiseal
system cun be sketohed.

The vrise in the priece level in confunction wlth inoereasing external
trade was very favorable a factor for the youthful Dominlon's incomes
Based as 1t wos largely on lmport dutles, many of which were of the "ad
valovem" type, the feferal ministries in the first years after Confeder=
stion were fortunate in having at their disposal an ever lacreasing flow
of funds with which {0 meet the yressing nseds of the newly formed nation.
The fondest bopes of its "Fathers" were fulfilled as far as fiscal matters
woere conoerned in this period of prospsrity, during whidh & substantial
gurplus was the ususl thing in esch budget. The reliance for revenus on
austoms dutiss with corresponding excise duties ssemad to have been estab-
lished 3 the best method of deriving federal funds. Customs duties yose
from §8,518,000 in 1868 to $12,964,000 in 1878, and conmstituted almost 3/4
of all federal income. The reminder came largely frém" the internal duties
on tobaccos, etc., which by 1893 reached $4,460,000 ~~ an increase of 1/5
over the ampunt recelved in 3.8638; Twal receipts on the Consolidated Fund
Account increased stendlly as a conseguence, reaching almost 21 million
dollurs in 1873.

Gurrent or ordinary expendlitures in this period exhibit the charact-
aristies of such disbursements thut ave to be expeoted in the light of the
political set up then exlsting, yunite obviously the flrst minister of
finance, Hon. To 4« Galt, was content to feel his way to obtaiﬁ a aeomplete

knowlelige of the tusks confronting him Pefore any sort of finmanelal policy
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was embarked vpone. Hepssured by the sieady Inosrense ln revenus receipts o
prograpme of public works wns dntered uwpon in 1871 and poushed forwayd ropidlye
The postul service was organised nnd extended and the beginning was wade on
the building or acywiring of suitable federal busldings in the le-ding centrves,
{ne sericus defect in the current acoounts which beoms more notlopeble in the
depression of the middle 70's was the fendency of fixed pharges o prodominate
in oxdinary expondituress fThis wos unayoideble dus o the sssumpition of debt
by the federal goveymngot snd the payment of the provincial subsidies, bt
instead of seehing alleviastion 1t was let 2lide and becume & hewvy burden in
times of depression. |

CGapltal cutlays vreveal the proosdure followsd with regurd to the novrthe
west, tvonoportation, $Ucs, by the £irst goversoents Uubstauntisl smounis worg
sppiisd o canal bullding and deepening, ¥elleoed bullding and developmnt
of the Nopth West Territories. & laxge ingrente in the mmount appeeriog as
*debte cllowed w0 the provinoes” oume in *78 vhen these allownnoes were yew

adfusted so that & larger proportion wes borne by the Dominlons Totel capdtal

sxpenditures vonobed the huge total of §19,8B9,000 in 18Y3 bus over §I13,000,000

ooouryad In the Inoresssd provinglal debt allowances.

The government of the duy whdich w8 charged With lovish eapanditure
and extravagenos by the Upposition g;m:%’wwﬁ 0 vull it a "gensrous” policy
suited to the country's nesde. There 16 no doubt of the nesessity of noch
expenditure in a newly formed natlon, but the tendency to spend without stint,
which was & saturel result of the over sufficlengy of ingoms from oustome
&azi«aé in times of prosperity,mariced this as all subseguent periods ln whidh

government revonues oume loygely from this souwoss
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The penie of September 1873 produssd a disastrous setback in davada, and
the slrsady had business conditions were far fyom improved by the ceaseless
gutthroat competition wapged by americen exporters in the Cepadion markets. By
1872 it was becvomlng appavent that the United fHtates had fully recuperated in
rogard te lndustrial and egriculturel production from the i1l effects @f. the
Civil VWars American manufecturers had revived, prospered, then over produced.
They hed supplied thelr own market then twmed to the neavest and wost exposed
of other flelds which wag the Canadiane. Osanada,in the word of the day became
a "slaughtey" market, swamped with goods offered at ruthlessly cut prices by
American exgarmiss; The small Canadian firms could not hope t0 mest this come
petition, and meny were forced to the wall. The depression which follwed the
overexpunsion of the years '70,1-2-3 was far reaching in its effecte. Banks
closed thelr doors end a severe gommerclal reactiom set in which was made even
mors sovers by the duwaping of amerlcen goods. Misery was heaped on misery
when an asgricultural depreesion set in parsllelling that in the United States
in the middle 70's. The situation became so bad that in 1876 a Commisalon of
Inquixy inbthe exlsting conditions of affelrs was appointed. Under the chaki-
menship of Mre 1. David Mills a Heport was submitted admitting the financial
stringeney and f:he industrial depression but condemmling the adoption of pro-
tection which had been advogeted as a oure by the Opposition. The ressons for
this policy were that such a system would diminish the comsumption of foreign
goods, would lessen the revenue by $9,000,000, would ineresse thes price of
home manufactured goods, would lmpose e heavy tax on the consumer and was
genarally a proposition to relieve distress by re-distribution of property.

HMeanwhile matters went from baed to worse in a commerclal and financlal sense.
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High duties restricted the entrance of Canadian gmés‘gg the United %St,ataws"
markets vhile similar U, 3. goods entérea Canada free or with small dutys
The finaneial stringency is shown by the decline in value of imports of Brite
ish goods from 68,000,000 in 1873 to 37,000,000 in 1678.

The drop infyfieea aftor the panic of 1873 was sweeplng the index of
wiclesale priaes‘falling from 129.7 in 1873 to 108.2 in 1878. The fall in
prices and the decrease in demand byought a sharp decline in lmport values
from the record height of 124.5 million dollars in 1873 to 8.7 mlillion in
1879« Export totale in the samg years fell from 86 millions to 71 millions.

The heavy blow taken by Censds in this period ls olearly seen 1ln im-
migtation flgures, which reveal that the nimber settling in Cansda fell off
sharply after 1873. In the calendar yeay 1876 only 26,000 people settled
in Caplada =~ just over half the number who settled in 18Y3. This period of
depression presented a provlem %0 the government in that revenue receipts fell
off due to the dscling in customs revenues. The favorable large income £rom
ad valorem customs dubies that accrued in the prosperous years of Y71~2~% was
replaged by a dlminutlon that & fall in prlces and decrsased purchosing pewer
tended to megnify. Customs recelpts throughout this period continved to hold
at & high level until 1876, when they declined by 2.6 millions to 84% of the
provious years total. Excise dutles and other receipts declined slightly but
the main gnuse of the insuffleleoncy of revenus vwhich led to consideruble defs
ieite in 1876~7-8 wa# the inelastlolty of custom's ra%anﬁe* The ory for in=-
oreassd taxatlon to eover these deficite was met by the Minister of Finsnge
in the Budget Speech of 1878, The followlng extracts reveal the position
taken by the government.

"I would say that if we posseased in Canade any tax equlvalent to the
lncome $ax now in use 1n Hpogland, 1 would not hesitate to advise the House to

have recourse to that means of incressing revenus.".e.s..while increased tax~
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ation { customs and exise ) 1If carried to any great extent, might defest it#
own purpose not only by s%;ogping the growth of this gountry but alés by dlm=
Inlshing consumptlon and encoursging smuggling."
The above gz'é unds were considersd ‘3:.«:3 hé sufficlent bases for poaiponew-

ment of any lneresse in tariffs while the aflvowed policy was to minimize expend~
itures and trust in probably surpluses of more prosperous years to cover the def=
lelts of the years of adversity. IThe minlster stated timt ln compsryiason with
other gountries somewhat stmilerly situated Canada's taxation 'was not only
duyable bub lighter thin some, and that the natural growth of the couwntry would
even with 80 1ight a burden soon provide sufficlent revenus foy all needs.

The sharp veduotion in ingome wes & serious embarassment to the governwment
which wes faoed with heavy expenditures on ordlinary agcount that prectlcally
Lirst morbtguges Yout of a total nominal expenditure in rou:xjiﬁ numbers of $23,500,000
no less than $11,500,000 are devoted to payment of intersst, iinking Fund and Sub=
s3ldlies to Provinges and must be consldered ms absolutely a first mortgaga-**lgln
addition to this large total & further $,800,000 occurred either a8 cross-antries
or as being to all intents and purposes a mortgaze also, leaving only $7,000,000
in the form of controllable expenditure. This dlsproportion mesmt that only a
small £iald was left in which %o exercise any great sconomy. The condition of
gffalrs was still more grave in view of the fact that the current expenditurse wns
bargly sufflcient to discharge the purposes nS8oesEAry.

 Hoonomy in ordinary expenditure had been instituted when declining revenues
had become a fact, and the policy of esconomy was gontinued until 1880. Restrict=
ion on expendltures was not pushed heyond reason since =8 was stated further
seonomy could only be had if "we submit to very important alterations in our

1. Budget speech'78 p.l9.
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pré&anﬁ gonstitutional system, which would be both diffigult and of doubtful
éxg;e&iahgyg”1§EEM3 latter is h@ doubt = refereimé to the possibility ;:f r@ﬂu@ixxég
praviﬁ@iai gubslidies which bad grown to be the second layrgest 'itéﬂ; of expensey
toking approgimately 16k of totel ordinary expenditures.

Qontinual pressure first by one province, then by snother, for mors assist~
ance led to a bleeding of the federal treasury to meet these demands. British
Golunbia sought and obitailned funds for her ;fﬁhim works in 18744 Menitoba in
1875 became embarrassed and aought aid simiiar- to thet previously given to New
Brunswick and Nova Scotia. Her cose was sgercely disposed of when the Marie
time Frovinees felt s simllar need for succor from the fadeyal strong boxe

Capital ezpendltures vhich aside from debt allowances 0 the provinces
‘had amounted to approximstely 7,000,000 per yesr aince 1872 wers kept atb this
levele The main oublays of this nature were for sxtenslon of commmlcations

and transportation by deepening csnals and bullding rallways.

le Thid p.20
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The year 1880 ghm&éa out in Canasda's hlstory in bdold outline. It wae a
year of innovation which saw & young nation, merely 13 years of age as such,
promise to complete a transcontinental rallway in 10 years, and it also marked
the lmposition of o system of lmport duties desligned Lo protect home markets
for home industries. The iieeaaé opened ausplelously wit;ii an shundent harvesi
in 1880 vhich wes a forerunner of the boom of the openlng years of this period.
The construction of the C.P.Re,which wes glven added lmpetus after 1880,caused
a boom in all forms of aoctivity, which was reflocted in mony different woys.e
- Prices weve falrly sbteady until 1883, when the decline caused by the inadequats
inorense in the world production of gold began. Aggregate exbternal trade boomed
with the great expenditares on rallroad and othey construction, but declined
after the £irst flush of activity dled away in 1884. Population figuves
show the same activity =~ a great influx of immigrants in the first three
years, and a sharp rveduction in thelr numbey in the period of reaction. That
Canada's population lncressed by only 525,000 in this decade, while thers were
dmoat 900,000 immigrant arrivals la a faot that 1s explained by the reactlon
and depression following 1883, and also hy the grants of fres land in the
north-west portion of the Unlted States, which drew many Canadiens. The perlod
a8 & whole was one of continued bat modeyate growth in all forms of coonomie
activity.

The introduetion of the "Natlonal Polley" in 1880 merks the begimning of a
gystem of protection for Canadien industyy that has been followed in praoctice
aver since. ©his polioy bas bad a very great effect on Canada's federal

finaness due 4o the large part customs revenune play in the federal flscul dystem.
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The graph sizews the effect of the rise of advaloren duty rates from the average
of 1% on total imports in the ysars prior te 1880 to an average of 205, 1880=
1890+ This incrscse in retes tt:gethe? with s huge inoresse in lmports provided
the government with en over usfileient inoome and involved the nsoessity of some
disposal of 1. Custom's revenues had swollen to almost 24 million dollave in
1880, and thls wes an increase of 10 millions in ten yeaws. BExclse revenues
inoressed by 3 millions, wkile total revenue receipts scarsed to §39,879,000 in
1860, or $8.34 for every man, woman and child in the Dominion.

Ordinary expenditures which had been guite stable from 1874 to 1880 were
rapidly inoreased at a rate of 2 milllon dollars each year to 1886, but a re=~
duction followed fwvom the level of 39 millions resched In thet yesr, t¢ 36 mille
iong at the end of the decades This incrense in expenditure was consistent with

he expsnsion of the nation's affalra, but is interesting lnasmuch as we note
that inteysst charges on the debt due to caplital &xﬁan@iww on the C.P.E. con~
sumed %%,Mﬂ,a@(} of vhe Ilncreass or an amount equal to twlice the incressed ex~
penditure on public works in the same periods Other items of expenditure show
no startilng ingreases but do show & steady growbh. .

Capital expenditures during thls decade have been subjected to kwen crit~
icism both by contemporary writers and politiclens and otheys after them. %The
promise to British Columbia %o build a transcontinental rallway a8 a condition
t0 1ts entrance Into Confederation has been ncclaimed as a factor in the welding
of the Dominion, and in other glewing terms. That it was of importance in unit-
ing the east and west both economically and natiomally -cannot be denied, but
the entrance upon such an wndertaking by an adolescent nation was without doubt
extravagant beyond reason. The huge burden of debt incurred as to be paid off
bf,v the great inerease ln trade snd commerce between the esst and the west, alded
by the influx of people to the weatern areans. This expansion was handicapped

however by the government lsnd policy, which favored a few large companles and
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by thelr method of giving lund subsidles to the raillvead in the form of large
alternate blocks along the railwayf* It has been estimated that in the decade
186831 = 16893, 100 million dollars weye spent in developing the country { notally
the North West ) and in alding settlement.

Total expenditure more than kept pace with the rapid ineresse in income and
this decade saw Canada's net debt inoreased from 1LHZ2+4 millions to 2375 mill~
ions =~ an ingrease of almost §14 per caplia.

The werldwlide depression tlmtﬁbegan in 1880 and ¢ounbtinued to 1898 struck
Canads a heavy blow. The balloon of inflation that sccompanied the bullding of
the C«P.Be was decisively deflated by u decline in prices and in purchasing
powers The bllom of menufacturing that grew under the favorable elements of (he
National Folley and the boom of the sarly 80's proved to be a hothouse varisty
that withered undsy the wide spresd sommerclal depression. The rapld sattlement
of the pralries which was foregast as & pesult of completion of the tronscontine
ental rallwey falled to materialisge. Immigration decined, thousends of people
grossed the border into the United dtates, and Canada was In the throes of the
worst depression in bey pre-war historys

In 1886 the Iiberal Government was swept into power on s promlse to yeduce
tariffs and on the sentiment that an opposition party always gaing in a period of
depression. The high protectlon was not removed but was modified by the introdw
ustion of the British Preference, leaving the yurel population still dissatisfled.
A new immigrstion poliey wna lmsugurated and pushed vigorously by the govermment
whose work was alded by the raturn of wore prosperous conditions, Frices rose,
imports inorveased by over 705, exports followed sult. Everything was swung
declesively upward, introducing the greatest and most spectacular expansion in

1. Jovclal and Egonomle Conditions in Cenada p.38.
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Gsflada®s history.

The grayh showlng the mu?ae of federal income illustratss the slose sorrelat
lon between the price level and other factors in the value of imporisy and the
total vevenus veseipts, From 1898 = 96 customs yevenues declined by over six
milliona and total revenue by practically the sews nvmber of dollays. The drop
in oustoms vevenus was lp large part due to the decresse in the value of ime
ports, the effect of which wes heightened by the change of may duties from a
gpeoific to an adveloren basis In 1892« Another faotor comtribdubting to this
decline wa® the inoresse in the gquantity of free¢ goods entering that #rsx@ forme=
erly dutiable. Excise rovenus inereased slightly over this five year period, and
the net surplus of §7,800,00 was lavgely due to this increase coupled with the
malntenance of ordinary expenfiituys at spproximately $57,000,000 for this pebiod,

The sconomy in ordinary expenditure { since 1887 & rise of only $2,000,000 | ws
instituted in capital socount also to the eabent that it was cub to the lowest
level since 1871 and 2.

The bottom of the depression, lnsofar as publlc finance dste indlicate, was
veached in 1895. In the following yesr, although prices deciined further, im=
ports and exports were inereased. After o pause ab the 1896 level throughout
1897, the upward trend was continued at rapid paceé to 1900 Customs revenue
varied with the value of imporits rising from Just undeyx 18 million dollars in 18986
to over 28 million in 1900 Excise revenue increased over the five year pmiod
by two million dollars, which, with customs and other recelpts, gave a total of
$61,029,000 for use in federal expenditures in 1900.

E;a:panﬂiwres- on the Consolidated Fund yose slowly but steadlly from 38 mil-
lion to 43 million ~~ an average inorease 1f $1,000,000 per year. Oapital ez~
penditure was steady at approximately $3,000,000 per year, until 1897 when the
vigorous pursual of expansion in the weat brought the ysarly totals up to 6 and
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7 million dollares

The opening decade of the twentlelh century marks the &ﬁépti@n of & prog~
ramne of expension uni,ue in Cadlada’s history. Fllling the vacant West with
-',E“xmma beings was the and sought, and to further lts attainment many devices were
useds The principal methods were the granting of f£res land by the government
and ths development of communication and transportetion by lavish expenditures
on government and privatsly bullt raillways by means of public grants and sub=
2ldies.

The munitlcence of the Fedewnl Government insplred similar policles hy
provingisl and municipsl governments, and by private individuals and companies.
A vast programme of construction was sterted, lmmense railreoad systems, elabor-
ate Lrrigation projects, public services of all sorts, road and highwsys, all
forms of construntlion were undertaken. Under such foreed growth, land valugs
soared, and an orgy of speculation in real astate began.

Population inerensed rapidly due to the responss to the govornment's ig~
migration policys 4 dlsappolnting featurs of this growth in pepulation to those
who wanted to develop a large agrioultwral population was the enormous increass
in wban populstions This tendency toward urbanizstion meant that the cost of
Iving rose sharply and a more “artiflicisl” mode of iife prezmilad‘l.

The vast capital expenditurss veguired funds of unlimited size, far beyond
any $hat Canada herself could supply, 8o recourse was had to borrowing. This
borrowing, mainly from Great Britain, took the form of commodity and machinery
imports, ae well as capital, so & huge increase in imports resulted. Govern~

1+ d0ce and Eoon. Conditions in Cannda P42,
2« Viner
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ment expenditures took only part of thls lmportation of capiful which rose from
a fow million dollays in 1900 to almost holf a billlon In 1913, and amounting,
for the period,to over two billion ﬁcsllaragl‘ In addition additlien to the vare-
ious governments, private individuals, corporutions and all sorts of companies
woere building factories and homes, opening real estate divisions, snd spegul=~
ating in land. High prices and ever incrensing demands from z rapldly gorwing
population meant high and regular profits w manufacturers of all kinds of goods
o faotories were bullt and extended continuslly.

Gemeral prodpépity, buoyend rents, snd high profite marked thls golden agé
in Caflada' s goonomic hiétéry, but the decade contained in itself the sowrce of
it's downfall. The dsbauch of Jand spevulation whidh no government bothered to
chock had its lnevitable result in the orash of 1915, The financlal stringency
of worid wide proportion; which began in 1912, caused a restriction in commercial
credlt, and a limitetion in the supply of ocapltel in internatiomal morkets open
for Uamadian borrowing. The Balkem Wars were the main couse of this restriction,
which was reflected by the drop in imports luto Censda firom 671 million in 1918
to 619 million in l%l&.ai This check on expansion, together with the collapse of
the land boom, caused a general business reaction and a slackening in trade.

The finmncial history of the federal government during tiis period is worthy
of cloge stuldy, but only the main features gan be notes here. Ordinary reven~
ues increased at an ameszing rate, reflecting the enormous lnorease in bualness,
and more especially the phenomenal increesss in imports. 'The enormous influx
of goods to meet the ever growing needs of commerce and industry, further in-
cressed by a rapid growth in population, sccounted for a rise in the value of

1. Viner

2« White p.ll
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imports from 172.6 million in 1900 t0 671.2 million in 1918. This huge increase
in value under advalorem duties that averaged 16.6% of total imports, meant an
inerease in custom's revenus from 26 millione in 1900 to 111 millions in 1913,
an increase in 13 years of 260%. Excise duties more than doubled with the
growth of general business, and they, wlith customs revenus, were responsible
for a growth of $117,800,000 in total revenus recelpts in the 13 yesrs wder
considerations

The graph shows two distinct seb~backe in this phenomenal growth, the first
due to the change in computlng the fiscal yeoor, which wes mede ln 1907, and the
second due to a finanelal stringency in 1908, that ceused a sharp decline in
imports in 1909.

The huge income. accruing to the Consolidated Fund was resdlly spent by the
government, which managed to add $49,000,000 to the net publie debt, slthough
in the sume peériod net surpluses amounted tebﬁésﬁieeo,oeo in the asggregate.

The mailn outlay was, a& we have seen, on ocapital aeeaﬂn%,'but ordinery
expenditures were inoresmsed by 160%, alfhough only in 1909 did they approxim~
ate to ordinary revenues The 1aaraas$zgn ordinary expenditure was mainly due
to the fcunﬁ&gﬁ_af.Albﬁrta and Saskstohewan, whioch ingreased the amunt of
provingial svbseidles by ebout $1,300p00. Desire of the seyeral provincial
governments to share in the enormous revenues acerulng in each year to the
federal government sharpenedthe determination to obtain a general upward re=
adjustment of ths provinclial eubsiaiasg"égis rovislon wae made in o conference
in 1906 snd &8 a result, expenditures on this agcomt roce to 9 millions in
1908 and to 13.7 millions in 1913, by virtue of the inorease of population on
which the subsidies were based. Debt churges of course incressed with the in-

le Boos, peb0



crease in the publie debt, but all other incrsases la the ordinary sccounts were
throw into the shade by the public works acooumt ( Consolidated Fund ). This
item of curvent ordinary expenditure, which had amounbted to less than $2,000,000
per year, since 1890, came to life with a vengeance by increasing to $12,300000
in 1909. The monitary orisis of 1908 brought the introduetion of some economies
but by 1913 the crdinary expenditure for public works amounted to $15,500,000.
The increase of 69 millions in ordinary expenditure in 13 years couldn't {ake
gare of the superfluwous lncome, 80 recourse was had to capital expendlturs. The
Rational Transcontinental Bailway ( inecluding the uebee Bridge ) took $156,000,000
in the first la'years of its existence. Other items of capital expenditure show
no axtraﬁbréiaary fentures,; except for miscellaneous public works on which, in
1918, over 6,000,000 wore expended, almost six times the amount spent in 1900.
The over-expansion of railrosds in this period gave rise to the serious
rallway problem that naées&itataé the férmation of the Ganaéian,ﬁﬁti@nﬁl System,
during the War. Dupligation of serviges far beyond the needs of the country are
3t1ll a problem of grave concern t0 the government, and to private compunles.
With huge yearly deficits ou opsyration accowmts, this result of the wild eu~
pansion of this golden decade 1s a orushing burden on our federal fiscal aystem

today, and relief is still only a possibility, not a probability.
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A world wide financlal stringency marked the pre-wayr pears of 1912 -~ 13.
Constantly incrensing expenditures on armements and militarism, the oxhausting
Balkan Ways and personal and public extravagance, speculation snd price in-
flation, all co-~operated to bring financial embarrassment. The check on loans
aveileble for wnsﬁmﬁm' in Cenada vaaé a good thing in that expension had been
garried f&r‘bayﬁnﬂ the tzuémis of prudence. The slowing down of the Influx of
British capital showsd in steadily dsclining img@i'gé‘. Though restricted, they
smownted tolg66,000,000 in bonds alone. Banks did not suffer from stringsncy
g;rsaﬂﬁg

“he business reaction was Intensified by the outbreak éf the @reat War in
1914, which brought in its teain wnsettlement in business, industrlial slackness
and wnemployment. The latter wes much in evidence in the winter of 1914-15, and
the Government wos faced with the necesalty not omnly of orgeniing, equipping,
transporting and maintaining the first acinfsingentf but also provision of wrk to
reduge the large number of unem};iayaa* Publlc works programmes were pushed fore
word as rapidly as possible, including much railway, canal and other construction.

To favor _rahabilita.tien of g@ﬁsmi business, the government arrvanged with
the banks that liberal credits would be allowsd and commercial discount rates
wéuxd not be increased. .

In Pebruary, 1916, the Minlister of Finance, in his Budget Speech, waus able
to speak as followss "Business ha: adjusted itself in a vremarkable way to the
altersd conditions. We have been blessed with & most bountiful harvestw-the
greatest by far in the history of the Baminien‘, and this, coupled with the demand
for war materials, supplles and munltions, has glven such a stimulation and im~

patus to trade and lndustry that notwithstending the war we are experiencing a
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high degres of prosperity.

This was the yeay of the great wheat crop in the Cenadian Northwest, and
the year in which Canada began to memufacture mmitions. Perhaps the most slg~
nificant indication of the changed counditions was the altei_%atiem in the trade
balonse £rom an "unfavorable" balance of 36 millions in 1914<15, to a "favor-
able" balance of over 200 milllons with a total txade of over 1200 millions, the
largest in the history of the Dominion up to that timas

The influence of the war upon Cenadisn manufactures was profound and far
reaghing, tending to promote diversificstion of products and production for
home consumption of many commoditles formerly lmported. On account of the
practical suspension of lmportation of many nenufastursd good, Canadlan producers
had practical control of the markets This, with the great agricultural pros-
perity, produged by the unprecenddd priges of war time,meant that industiry worked
at high pressure to produce not only munitions and war supplies, but alse to
make the manifold varieties of goods required for the stimulated civilian conw
sumption« The bullding of many new factories with greater efficiency and a higher
degree of administrative ébilit;y establiished Canada in a new position, as one of
the leafilng manufacturlng nations of the world. The grest boom in Cammdian
manufacturers continued to 1920, vhen it reached its height with & gross value
of produgtion of 3,772 millions which stood as a record high untlil 1929.

Bmployment was excellent and wages wore rising rapldlys in the munitions
services they reached unheard of levels. The "cost of living" in Canada during
the war period rose by 100% from 1914 = 1920, but the preccoupation of the people
with the serious problems of the war meant thet it was given little publie
attention.

1. Budget dpesch 1916 = p.Y.
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Prices as the sbove indlcates rose sharply from an index of 131.3 in 1914
{1900 = 100) to an indix of 267.5 in 1920. |
Immigration fell off sharply in total numbers 8HL6 - 7879 = 677 from 1914

to 1918, in response to the inoressed demsnd for labowy.

1t was ¢lear by the opening of 1915 that lerge additional souwrces of revenus .
wareamest pressing neceselty. Industry and general business were 8tlll sufiering |
from the initlal shock of way =nd ocustoms revenues had declined heavily from
111.7 mililons in 1918 to 75.9 millionus in 1915. At this time the British
treasury was supporting not only the wst of our way expendlture, but also that
of public worka in the Dominion designed to relieve unemployment. 7This situation
obviously could not go on. The year 1914 = 15 saw a defiecit of $2,500,000,the
first sincs 18987 «f@ef:@isis additional revenus the Budget of 1918 levied special
taxes on baunks, trust iﬁéarangs, loan companies, on sleeping gar tichets, steam
boat tickets, upon chegues and LLlls of emohange, express and post office money
orders and ingreased the postal rates on letters end posteards. Wines, patent
medicings and perfumery were also taxed while liguors, cigars, clgavettes and
tobaceos had been dealt with at the special ssesion of sugust 1914

These Fkury taxes were only s part of the means of raising sdditional revenus.
The min fiseal messure wag a uniform inorease in genaral customs duties of 740
on the general mte, and of BF in British Prefevential rate, staph foodstuffs and
anthracite goal were excepted.

This indisceriminate ralsing of duties wus excused on the ples of urgency and
the irmediate result of it was to inorsase notional revenug.

fYhe first domestlic Cansdian War Loun of 50 millions was floated in November
1915, and gompletely upset the opinion of leading flnanclal experis who under=
estimated the amownt of funds avallable foy such investment. It is true that
the loan was louded with all the poesible extras to make it more appealing, such

as a tax~free privilege, and a privilege of converslon at issue price to any
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sugegading Canadlian domestic lssue. The lssue was energetically supported by all
finaneinl houses and banks and was over subscribed by £1¥Ly million dollars.
ﬁihe‘axtm £fifty millions were used to esﬁahlish gredits in Canada for grega,t
Britain, =nd the confinement of the issue to £ifty mililon was overcome by
application to the hend~holders for an inoresse of its allotment to 100 million.
In 1816 and 191%, two further loans were made and both were over subscribed --
the £irst by one hundred million over the one hundred million sought, and the
second by one hundred million over the one hundred and £ifty milllon eougbt.

The feature of the Budget of 1Ul6 was the Business Profits Wor Tax which
provided for the taking off a percentage of profits of companies, lrme and per=
sons carvying ow businesa in Canada. large profits had been mede due o en=
hanged pﬁa@s of stocizs held atb the outbresk of the war, Public opluion den:na=-
ed that some portion of these unsarned lnorements should be aggli@ﬁ w the pub-
lic expenses .:'m a time of siress and styaln. This was the maln reason with, of
course, the unscessity of increased revenues for t;l*:;a imposition of thls toxe
Under normal conditions, such a tax is unsownd, since it lesds to ¢vasion by
"ploughing in" and excessive advertlising, &8 well as discouraging enterprise
and effiéisney in edministration ‘if graded too steeply. With lmproving coudlv=
ionsg and the increase in texation in 1916, revenus yose to one hundred and seventy
million, =nd the gonsolidsted fund account showsed a surplus of almost 42 millions.
This was applied to capltal and war expenditures, which wore met with two loans,
Une Jloan was 100 millions and a New York loan was 75 milliense

The yesr 1917 was the most trylng perlod of the war while it marked the
entry of the entry of the Unlted States on the side of the Allies, it was the
year of the Russian éevelut;ien ana 'a'ubsequent collapse. The German submurine
campalgn was at 1ts helght, and In order to preserve food for shipment overseas

Canada was placed upon rationse. OConsoription was introduced,dnd in all a spirit
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of sacrifice and self denial was prevelents This populor feeling demanded in-
erensed tazation, partly due to the failure of soms of the wellwto-dc to gonw
tribute generously to patriotic and war funds. In response to this desire, the
Business Profits Var Tax was made much more drastics. 1t was ingreased from the
former rate of § of net profits over Th and 10% for corpovations and private
firme raspgativ;iy, to 4 of such excess profite up to 164, & on 15-20%, end
# on any over 26k, ) ’

| This sams year sew the passing of the Incomg Tax Blll which marked a dlstingt
step forward in federal public finance. The blll had been drefted In 1916, dub
the minister of finance had not wished to bring it in until absolutely necessaxy
ﬁiw}é it was not desived to have divect tamation in Cenada heavier then in the
Stateds "This is a maxim, which, on account of Uaveds being & country invisting
immigra tion and business enteyprisey I think should be cbserved as nearly as zzgy
bou

Many diffioulties had to be faced in lmposing en income tax. Organization
end administration over £0 vast an area and 80 scarce a population wes diffi-
gulte Moreover, several provinces snd munlcipalities were alrveady using such
tmﬁieg and the imposition of a federsl tax would not only be confusing but wuld
involve o heavy eggvegate. However, 'mpiﬁly munting expemditurses of the war,
and the necessity for revenue, made it imperative that such tax ation be imposed.
Another factor was that invreased taxation on luxuriss, sudh as wines, could em.l&
be bad by breaking a treaty with Froanoe, which was considered inadvisable.

At this time, not only were war sxpenditures belng met but &156 large oredlis
were being given to Great Britainy In order to permit her to buy Canadlan goods
and war materials. Twenty-five millions per month were belng lent to Great Brit-

ein, ae well a8 ten millions for ship bullding being carried on in Canadisn yards.

e Story‘{jcw‘,?ﬁlan.?in; e B4



I'age 88

Thus 8 large part of government expendlture wes immedlately returned to Canadw
ians in the form of wages, and Iin purdhass of raw mierials. The third domestic
loan of 1917 of one hundred awd fifby millions and one hundred millions secured
in New York on two year notes wars used for establishing British credits in Cane
ada. An additionsl £ifty millions was borrowsed on wllateral given by the
Byitish trsasury and a portlion of the f£irst Victory Ioan iesued in the latter
part of 1917 ws also used for the above puwrpose.

"Oanada' 8 business literally depended on her ability to finance the greater
rt of our extornal trade;“lﬂ To mpat thls requlrement the three Vietory loans
of 1917, 18, 19 were f£loated and raised 1700 million dollars. These sums were
the foundation of the enoxmous volume of business done in these years in Cammdse
Great Britddn's oredits in Canads were used for purchase of particulay products
gsuch a8 mumitions, foodstuffs, ships, alrplanes and monsey was distributsd among
all classes in the fomr of wages, renis, purchases, etes In effect it was tak-
ing a dollay out of the bank one day and returning it the next as far as the
piblle was concerneds

For the fiscal yeay 1917, ending March 1, 1917, vnder the enormous expansion
of trade, the revenus rose higher than ever to the record total of $232,701,204 =
an increase of 100 milllon over the 1915 total and giving a surplus of 84 millbn,
move than dovble that of the previous yeare. In 1910, revenus £irst exceedsd
$100,000,000,4n 1917, it exceeded $200,000,000., The greatest increase accrued
in the item for customs, the recelpts from which in 1916«17, viz. 134,043,742,
excecded the total revenus of the coumtry in 1914 ~1B. In his Bulget Speech of
April 24, 1917, the Minlster of Finsnce stated that duping the fiscal yeor 1916-17
the revenue had enabled the country to pey from income all current and capital

expendi ture, all interest charges upon increased national debt, all pension outw
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lays, and in addition, to devote the sum of $60,000,000 to payment of the prinoc~
ipal of war ex@en&tttzre}!

in 1917 » 18, the imposition of the incoms tax, with other taxes, and the
large volume of trade, vesulted in en inercase of pevenid receipts 0 almost
261 millions. Ordinary and cepltal expenditurs took about 222 millions, which
meant that after meeting all outlaysy 40 mlllions wore left to be opplied
war expendituress The maein inorense in ltems of expendi ture were Interest
payments of $47,800,000 «~ an inoresse of $IL,000,000 and incyesse of §6,000,000
in pensions. A capital expendliture ef“sz,aeg,secs ws mde in the aceuns of
the Conndian Nationsl Rallwey which was a necesshiy orgenisation of transporte
ation fmcllitles.

Up to March 81, 1918, the total outlay for wayr was approximetely $878,000,000.
in 1917 and 1918, approximitely $113,000,000 of surplus of ordinary r&caigﬁa
over ordinary and capltel outlay were applled to war expendituxgs. Intervest
and pensious attribuisble to war and omvering the entire way palicd amounted to
approximately ¥785,000,006¢,

In 1918, the Busingss Profite Wer Tex was applied to compunies and f£irms
having & oapltal between $25,000 and §50,000, the latter €£.guvre being the prev~
ious minimum tamable. The incowe tax was avbstantially inereased, and customs
and exclee duties wers levied on a conglderable ranze of articles of luxurlous
rsg or gonswaptions dpecial Wnr ’Revanas Taxes on tickets foy seats and berths
were inoyensed also.

Phe upward vevision of all taxes end continuved expansion thyoughoat 1918
brought regeipts of the CGonsolidated Fund upﬂ’apmaximately 313 millions in the

Lipsal year 1919 in spite of the unsettlement conseyuent to the Armistice. Add
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rocoipt items were igher but the largest incresse was in War Tex Bevenue, which
moye than doubled due largely 0 the wddition of over 9 millioms fyom ths iacoms
tax, and a furthey nine willlon fyom sales, transporiation and such taxed,
Updinary expendituves increased by over B3 mainly for inoreased lntervest charges
and pensions to whioh a total of $252,731,268.

The big problem of the doy for both British and Usnadian interests was 10
obtain money f£or the purchass of the Canadian wheat crop 0f Ll¥l8. Cananda wab
thyown on her OWN YoSOUTEEs UO weeting bthis problem, and a solution was found in
the second Vietory loan, vwhidh gave nearly seven hundred million dollars late in
1918+ Yhis money susplled credits for tha puwwchase of Oannds’ 8 wheat oy
Britain and also supplied funds f0 cops with the soclal snd economic pioblems
of demobllisation and the cgssation of produstion in mumitions and obher woy
infusty les.

The government distridbuted one hundred and thirty @illion &ilars as grat-
wlty to the soldiers ln making avallable credits for the purchase of Canadien
products by Britain and other fowelign couwnbries, in carsying on ship building, in
giving large orders for rolling stock and making extensions to the mational ralle
way system, the tz’ansition pwericd from way to peacs® wad bridged with no serious
trouble in the Industyial world end ne business or fimanclal punics

In 1919 repeal of the exitye 6 advalovem added to the British preferenbial
tariff in 1916 as & way measure was mndes Partial repeal was also made in the
case of the intermediate and general tewiff of the exceld of 74} advalorem levied
wiler the same act as the above inorsase. Free entiy wiere such was reciprocated
was given ¢0 wiwat flouy and potatoes,gnd general downward revision of dutlies

ws mde.
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The post war years were marked, as was steted above, by & record helght
of prices which, after the collapse of the hoom of 1919, engrossed the people's
attention due to the high cost of living ( index 1920 * 202.3 with 1914 = 100 )
Hxports dvopped precipitously from the 1918 total and continued through 1920
at approximatoly 14876,000,000 while lmports xose sharply In 1920 to 1,060,000,000
and t0 1,240,000,000 in 1981,

Consolidated Pund Hecelpts continued to riee through 1919 and reached a totul
of 350,000,000 in the fiscal year 1920, Every item of bctﬁ taxation and other
recelpts showed an inorease ovey the 1919 flguvess Texation totals increased
by 37;000,000 to $233,000,000, The rise in imports despite an unfevorabls
exChange was a oarry over of the dieregard of price vbidh the way perlod had lme
prosoed on the Camadian buyer, and resulted in an inorease of $21,000,000 in
cusioms revenues &n the face of decressed tarifff rates.

Current expenditure in 1980 was greater dus to the necessity of acguiring
the Grand Trunk Rallway to provide :&aétem Terminsls for the national vallway
systeme to prevent duplication of servioes and to avold the insolvency of the
Grand Prunk and consequent fallure of transportation fagilities in the reglons
it seyved. In addition to the increase in the %Q&ﬁlfgﬂu’bhyﬁgab@va ordirary
expenditures, lncreased by approximately 1/3 to alwost thres hundred and four
millilon dellars. Heavier interest charges on the hugely lncreased nstional debt

provided thirty of the inorease of seventy one millions.
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CHAPTER V.

The months immediately following the war found business
in a state of uncerbainty which was followed by a year of feverish
sotivity ending in the spring of 1920, This period of inflation
marked the end of the transition from war t0 pseace and we may say
1921 and subseguent years were in large degres marked by economic
activity controlled by normal influences. The war was a very
important factor but its effect was now indirect, working through
factors more specifically economiec.

This pexriod began with a-deoided glump in reaction o
the post war inflation of 1919~20. The physical volume of bus~-
iness went sharply down resching its lowest level, as revealed
by the index prepared by the Dominion Bureau of Stutistica, in
the middle of 192L. At that time it was only 627 of the normel
as de%emimé by & lang run trend for the perlod 1919 to 193%5.
The » '.SBI‘iCﬂlSv corndition of the farm population resulting from the
heavy decline in values of agricultuml goods was influential in
the reduced business activity. Other prémary industries suffered
from reduced prices but not to the same extente

The lack of purchasing power as a consequence of a
decline of 23% in the national incoie was a serious problem. The
cessation of orders and fall in prices brought not only a univeraal
dullness in menufcturing with many plants idk and few fully
occapied but alsc heavy losses t0 wholesalers and retallers on
their inventories. Index of wholesale prices dvopped from 155.9
to 110 in 1921 while the retail prices index (indluding rents and
costs of services) fell from 124.2 in 1920 to 109.2.
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From the law of sarly summey of 1921 Cgnoda begsn the
climb which with, in spits of, temporary setbacks found her in
1929 at the height of the universal boom which prevailed through
1928 and 1929. The genoral business conditions rapidly improved
duving the latter paxt of 1921 and after a slight reaction sarly
in 1922 continued the sharp upward trend reaching o new high level
at the end of the ysan |

Camda’s interval trade wag substantially lower In 1922
then in either of the two preceading years although the decline in
prices was a large Taetor in the 373 per cent drop in the value of
aggvegate tradas., Internal trade statistles show business as being
less "spotty” than in 3.920 and 1921 in which years the artificial
condition of unduly high prices of inventories hod heen a barrier
to the retuyn to nomsl of some businesses.

1923 went on record as slightly bebter, the Index of
the physieal volume of business closely approximaténg to the
nomal trend of the 1919-193%5 periecd. Trade totals indicabe
there was a greater activity which in the case of imports was
largely dw to the heanvier buying of raw material. Canadals
position as a world eeon;smie power was conflirmed by the large
increase in her export trade in the face of bétter complaints
of unemployment abroad. The wholesale price index reflects the
greater stabllity of the yeay rising only slightly from the level
of the previous yeaxs A featurse of the year was the mrked gain
in the amount and value of building contracts awarded.

Small profits and a large volume of business characler-
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ized 1924, The only alternative to this was conplete shut down
(such were world economic cmditions). The continual increase

in fém screage throughout these years testifles to the persexrver-
ance @nd courags of i:he- farmers in spite of 3 years of low prices and
small markets. A world shortage of farym products in 1924 meant
better prieces and also that some prwfits came t0o ths farm popu-
lation although there was a reduced yield. All primary indust-
vies wer simllarly btenefitted and the aciivity in this group

of industries was a great ald t0 business in generale. In spite
of advenced grain prices and in the primryy industries genewral
inprovement the geemal trend was definitely downward. Stock
prices, bank loans amnmi thé physical volume of business all re-

vea led this trends The buoyancy of the latter half of 1925 ac—
counted £or a higher sctivity than in either of the preceding
vears. The first six months had shown a cmtinuance of the
downward trend that had been In evidence sinee 1923%. An
excellent orop pleld giving over $1,150,000,000 in returns was

a baslc factor in the latter months of the year. Lmployment sub-
sequent to July was mow active than in any time since 1923, es~-
pecially in the mmufacturing industriss. Trade was buoyant with
both imporits and exports showing marked advances. The trade
balance was decidelly "favorable" being in this respect 50% greater
than in 1924, An expansion in credilt and a rise in the prices

of securities reflected the increasing #onfidence in the definite
revival from the post-war depression.

The upward trend of sconomiec activity that started



definitely in 1925 continued at an increased rate in 1926, All
branches of business commerce and construction were rapidly in-
creasing In activity. DBusiness as a whole showed a much hetter
tone than in 1925 and Incvsased productilon and quick burnover
were the comon to mest industries. Although prices were some-
what lower than in 1925, employment and general activity in-
dicated that a bebtter abtate of affalrs existed than In any year
since 1920. Construwtion of homas, arterial highweys and wun-
icipml imp_raearnen ts doubled the nunmber employed in such work
dur ng the sumser Menufacturers Lfelt the increased purchasing
power and rvesponded with a quite universal increase in production.
Camda’s position as a world trader was conpletely
established by 1926. In volwmw of tvade she vanked £ifth among
the commarcial natlons of the world being surpassed by Uni fed
States, Great Britain, Fmme and Germany. In por caplta trads
she was sepnd only to New Zealand, while her per capits favorable
balance, $29.34 was the largest in the world. '
Record crops in the West that excseded the hHgh yblds of
the previous year were the basls of conbtinued rise throughout 1927.
The vheat crop was the sscond largest on record and other crops
reached new highs while puvi ées were well-maintained. The mining
oubput set a new record, capitml imports forsmuch developement and
for hydro~electric installs tions, rivalling 'hhe. huge imports of
caplital in the pre-war decades.
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Menuf acturing Waé: extended more than in 1926 amd con-
tinvse 1 amalgamations and reorganizatlons marked the administrat—
ion of many industries. <The inflex of physicsl volume of production
rose from 135 in 1926 to 146 with & consequent increase in anploy}
ment of 2-5% above the 1926 levels The year as a whole saw a
mrked continuance end acceleration of prosperity. Imports and
- exports veflected this in greater volumes and increased valuee
The year 1928 may be saild to have marked the highest
| point of industrinl and trade activity sver veached in Canada.

The production of wheat and newsprint, the two leading exports
of the Dominion established new high recoxds, the former totalling
532 million bushsls, an increcse of 60 millions over 1926 while
the latter veamched 2,381,102 tons the previous high yleld being
300,000 tons less. Agricultural conditions in general were
buoyent and the whole country rode on the crest of this wave

of prosperity of the farming class. Mining reached a new
recoxrd for value of total produsction exceeding by $24,000,000
the 1927 teotal of $237,000,000, General mamufacturing showed a
ma vked increase in activity while all previous recoris for new
cons truction were broken with $300 million of contracts under
waYe ,

Thers was a phenomenal volume of trading with an
inc rease of 10% in physical volume. The balance continued bo
be favorsble and the péssession of the hgihest per capita fav-
orable balonce was still pointed to with pride. Total exterml
trade was valued at $2,359,000,000 increasing the per capita
figure to $23%7.70.
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The great volume of trading, the prolonged rise of
prices on the sbtock market and firm wages rendered more favorable
in their incidence due to the slight downward trend 1n the cost
of living contributed to & universal optimism. Toward the end
of the year credit was somewhat harvdéened as a resction to the over-
speculations

Two opposing tendencies marvked 1929. The fiwt nine
months saw a progresslve advarnce In the gensral economic expané
sion whidh had been conbinuously in progress since the closs of
1924. World conditions were the ultimete bases of this but the
Canadian expsnsion was intensifilied by the four sxceptions lly
lares harvests of 125, 126, '27 and '28, Exploitation of new
forest and minsral regions in Northern Quebec and Ontario and
the large capltal expended in this way tended to incrcase the
rate of advance. |

By September 1929 new record highs, in many cases higher
then in any time in the previous history of Canads, were reached
in industrial, commercial and financial fislds. BSuch statisties
as the volume of total industrial production being h4% higdher
tien 1928, bank debiits 8.2% higher md general employment 6%
greater In volume.

Prices of industrisl stocks measured as 100 in 1926 fey |
snyassed the 237.3 mark reached in December 1928 and soared %o
315.8 in September 1929. New high reco r¥ds in mining, hydro-elec-
tric installation, 1wn and steel production and gewral con-

struction rflect the universal expansion.
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Two serious checks to this speculative growbth came in
the Autumn of 1929, A drastie decline in the enrvent crop which
saw wheat produetion fall from 566 million bushels in 1928 to 299
million bushels and a decided deflation in security prices after
the cryash on Wall Stveet brought s marked chenge. Business activity
fell off, credit was tighbtened and many liquidations occeurrede.

The decline during the last guarteyr of the yvear didn't
prevent tetal trade reaching $2,654,000,000 the greatost amount
in the history of the Dominion to date. Both imports and exports
were fyom $150 to $160 million greater than in 1928, Per capitas
value of the sggregate external trade reached 5262.2% a mark
exceoded only by the last year of the war and in 720 and '21 when
govemment credits finsnced a laxge proporbtion of our export

trva de.

PINANGTAL REVIEW

A pay-as-you g policy was introduced in 1920 with the
imposition of new taxses. These produced abounding revenue which
was very gratifying to the minister of finence. The luxury taxes
Imposed with a wview to reducing the efpenditurs on non-esgentlials
were partleuls yly helpful. The large rvetums from this source
and from sales, transportation and eheque taxes the Iincome re-
ceived under this head increased by more then $63,000,000 to more
than four times the 1920 totsl. Increases in the income tax and
a more vigorous and efflcient colleefion policy more than doubled
the return from this source. Other war taxes were slightly higher
giving a total of $168,385,000 as receipbts accuring in the War

Tax Revenuss" account.
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Gustoms and Bxelse Dutles were slightly lower reflecting
the decline in prioces as well as the decline in volume, An in-
teresting Teature of this years recelpts is that for the firgetd
time in the history of the Dominion, custoas dut'ies lost their
position as the largest contribubor to the Consolidated Fund to
the greatly Increased way tax account. This condit ion eantiﬂmd
until 1928, Total mevenue for the year thanks 10 the buoyant re-
turns on way taxes roached &hd exceeded for the first time the
400 million dollavs mavrk. Receipts exceeded the total receipts
of 1916 and 17 combined, reaching $43%6,292,000, more than eight
times the smount received in 1901 and almost four times the
1911 totale.

Strict economy In ean%rallabia expenditures was in-
stituted along with the pay-as-you-go policy but as tids portion
of ordinaxy expenditures was smell compared to the Tfixed charges .
totsl ourrent owbley soared to $361,118,000 the highest mark in
the Dominion's history. ITarge increases in charges for debt and
for pensions were vesponsible for the incvease of almost $60,000,000
over the 1920 total. :

The field wherein the policy of restrictlion on outlays
wag applied with greaster effect was the capital account where the
total spent was cubt by more than a thiw. Completion of the vast
public works prgrammes and acquisition of the Grand Tyunk which
had conmmed huge sums in 1920, freed the budget of 1921 from the
neessity of sueh large outlgyse The transition from war to peace
was by this time dlmost canpletely accomplished so the large sums

voted to smooth conditions in this pericd werve not nceded.
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The sconomy practiced can be reallzed by & glance at
the figure of total expenditures which dropped by $250,000,000
to the sum of $528,302,000. lven with swh a precipitous decline
in outlays this amount was greater than the total expended in the
four years 1909-10-11~12,

In 1921 the minister of finance snnounced the abolition
of the business profits war tax and the luxuyry taxes some of which
had been dropped by an order-in-council in December, 1920, To
replece the reveme thus sbandoned heavier dubies were placed on
Pl ying cards, wines and spilrits apnd most Important of all the sales
tax was inereassed.

Due to the universal dullness which characterized business
the fiscal year 1922 found revenue substantially decveased. The
already lavge sums devived from wayr taxes increased to even larger
totals so that thisitem contributed $177,484,661 an amount greater
than the revenne fvom all sources in the year 1917, This was a very
fine record when in light of the fact that only back taxes on the
business proflts account were avallable and that the minor wayr taxes
on finaneial companies gave smaller amounts than in 1921, The
saies and transportatlon taxes ebc. also revealed a dmercased Te venue
but the alnost doubled return from the income tax morye than made up
for all reductions in other items.

The univewsal reduction in purchasing power together
with the "consumers strike" of those dependent on primary production
in Canada caused a drastic fall in imports which camwsed customs

duties to rfall precipitously from $163 to §105 million. Excise
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duties also declined not only in spite of, but to a large degree
bacanse of the increased rates levied. Together with a decreased
volume of business. All receipt items totalled just over $382 milliom
a decline of $54,000,000 from the previous year's totel.

The pay-aspyou~go poliecy which involved a strict economy
in expenditures begon 0 beay fruit in this eonneci: ion py 1922.

In spite of an ingrcase in the net debt in the lfiscel year 1921
intersest charges were 4 million dollars lighter tImn In the above
yvea¥s Minor yeduetions were made in most of the eurrenfemmnsa
aceounts so that ordinsyy expenditure fell by $14, 000,000 leaving
a current outlay of $347,560,000. This reduetion was accomplished
in the faee of large expenditures on railweys and public works
according to the elfforts of the government o make the tyansition
from war 0 peace conditions sasier,

Capital expendiltures weve cut to the bone, heing less
than in any year since 1908. The public works account refleeﬁinfg
part of the bullding prgg ramme instituted as abovs was the only ms jor
item of capitel outlay taking 104 of the $16,000,000 gpent. Thanks
to this decrsase tobal expenditures dropped to $463,528,000 or §81
million mors than wWes recelived the 1attér amount being added to the
next debts On ordinary sccount thers was a surplus of over $35,000,
000 =0 the current sccount was be'ing saptilsfacto rily controlled.

With the system of taxation in operation the minister
of finance was certalin that s8ll current expenditures of the next
year could be met and even some of the capltal outlayss However

the probable nsed of & further addition to the public debt im~-
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pilled him to imposs increased texations. The sales tax was ralsed
50%. Exeis,e taxes were increaseds The tax on cheques Was Ilncreased
while verious taxes were imposed on banks and insirance companiess |

The outstanding Teatuwes of thw financial eperations of
the Dominion Government dwing the fiscal year 19237 were ths buoy-
ancy of the revenuve and the success of the finsncing in the Unlted
Stabese JIhe sales tax proved to be a wonderful mvenue produces
in 1923, the 507 increase i the rate coupled with a revival in
business brought a huge incresse In the returns from this taxe
Together with transporbabion and othey like taxes the sales tax
contyibuted over 106,000,000 almost 50% more than was received
from it in 1922. By a vory efficient anl perdistent organigzation,
back baxes to the smount of over 13,000,000 were collected under
the bus iness profits bax. The incomse tax returns declined by
about $19 miliion, but the increase dus to the sales tax bwught
the war~tax items 40 & new high of $181,634,000.

The general upward tendency in business followlng the
dull conditions of 1922 wresulted in a substantisl increase in
customs ravenues vwhile gstwngely enough sxelse dutles wers lowery
than in 1922. This latter condition came about through incrcased
smuggling across the United States bordesy which the heavy rates
on tokaccos etec. inducede.

Total recelpts once agaln exceeded the $400,000,000
mark due to the heavier retumms fron war taxes and cugtoms dutles.

Strict economy was still the guwiding principle in spending
during the fiseal yer and the valisnt effaris of the minister of
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finance teo reduce afpenditures ware rewsrded. Curvent outlays
dropped from §347.5 millions to $332.3 millions due to a redustion
of a substantial smount in every item but that for intevest charges
which was uncontrollable. In relation to ordinary revenuse the re-
duced expenditure gave a surplus of over $70,000,000 which was very
"gz‘a‘semlly accepted. This surplus was applied to capital snd othey
expenditures but failed to meet these requirements by $31,641,000
which was the net amount added to the national debts

Additions to the nek debt which beglnning in 1214 with
$21,000,000 and wmeaching unprecedented holghts in the later years
of the war seemed to have become the usnal Thing In every budget.
The banner year was 1920 vhen $674,000,000 was added and a further
yvearly incresse seaned GrAvoidable. By 1923 the yearly addition
had diminished to $3),641,000 and hope was held out for a continual
decresso and in the near future abolition of this unwelcome item
in the yearly accountse. It was £elt that continued additiong to
the net debt would prove more advantageous than the opsning of
new frms or souress of Taxatbion. |

The opposition to introdvocing new taxes didn't go so
faras 1o mil‘itate/{m pregent rates. The desive for « budget
baianaa@gainst ine:mases) Z!,,eiit to an incresse and revision of the
hitherto quite compledk sales tax to a straight 6% rate. The
taxriff mtes under the Byl tish Prefersnce were rovised t0o incrcase
the preference by 10% while the duty on imports of vefined sugar
was lowered with other minor reductions. <The increase of the

exel$e - mate on cigarettes which led to so much smuggling was
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removed and an unproductive excise tax on beet sugar was abolished
The cheque tax was reduced, algso that on nobtes snd bills of ex- -
change. On the whole the changes were toward s lighter buxden.

A large volume of external trade in the flssal yeay 1924 found
exports of Camdisn produce jumping to a total greater by $114,000,
000 than that of 192%. The import total rose by $91,000,000 and
cus toms dubiss vose in conequence. This item increased to
$121,500,000 while the excise duties, which many though would be
snaller due to ydductions in the rates on several commodities, rose
on the comirary to over %38,{)08,000 a total exceeded only by that
of 1920, The income ta:x‘ returns due t0 increased exemptions fell
of £ by §5 million but war tax revenus vemained at practically the
seme level, due to m imcrease of $14,000,000 in the sales, trans-
portation and other tax scoounts Tetal Consolidated Fund Recelpts
were $3 million more than in 192% yeaching $406 million.

The expenditure account reveals a continuation of the
struggle to reduse current outlays so as o rendsr a balanced
budget possibla. Total expenditures on the Consolidated Fund
were reduced to $324,813,000 or by just under $8,000,000. The
increase in o¢ordinary revec nues coupled with a decresase in ordin-
ary outlays resulted in a handsoms surplus on current account -
of almost $82,000,000 which was applied to capital and special
expenditure. These latter outlays were slightly higher than
in 1923 but neverthelsss total expenditure was reduced to
$370,589,000, a decroase of $64,000,000 from the previous year.

The entire opesrations of the yesr found the fondest hopes of
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the finance minister realized whlen almost 36 million dollars was
applied to weduction of the national dsbt.

The reduction of the net debt. led to g Gemand for de-
ereased tazxetion to which the govermment complied. The duties
on agrlicultural impliments was reduced and machinery used in
othey oxtmetive Industries was also glven reducsed rates+ The
sales tax generally was reduced from 6% to 5% and the list of
aexempbed articles was considerably exbended.

The universal reduction in taxation brought a shaxp
decline in Consolidsted Fund Rgceipts to $351,515,000 in 1925.
The reduction in tarrifs together with a decline of $96,000,000
in imports cauvsed a dxop of 13,000,000 in weturns from this taxe
Excise duties were steady btut wary tax vevenua fell off sherxply
The lower rate of the sales tax was a ma jor factor in this, the
total fall in it and 1like taxes amounting %o §35,000,000. This
rapresented almost exactly bthe amount by which tetal war taxes
falled to meet the 1924 totals.

Current expmnditures were still further reduced so
thet on ordinary account there was a surplus of shbout $32,000,000
When other expenditures had been accounted for there was still a fa
favorable balance even thowh it was a small one. <the attainment
of a balance hetween botal income and total expendibture which in-
cludes debt reductlon meant the accomplishment of an end sought
slnce 1922. In the fiscal Yyear 1926 revenues were more buoyant
again, exceeding the 1925 returns by $3%0 million. The decided

upswing during the last months of '25 and the early part of 1926.
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was refleoted in a definite increase in gll taxsetion retums.

The remarkeble styldes made by Cananda toward s premier position

a3 a world trader wsulbed In a substential rise In Custom's

duties. From the 1925 total of $108,146,871, the lowest but for
1922, gince 1916, the receipts from this sonrces rose to $127,355,000,
Tha incveased business actlvity of the year wesulted in a excise

tax veturns swelling to $48,513%,000, War tax revenue was $10 million
higher than in 1925,

Interest charges the larvgest ltem of ordinaxy expenditure
dropped from $134, to $130,000,000 thanks to the debl reduction
gn 1924 ard ¥25, Small incresses In the amount spant on pensions
public works mers respousible for an increass of $2,000,000 over
the 1925 total. _

Striet economy still prevalled in all exponditures espac-
1ally in those of capital nature. Capltel ef@penditures were kept
at the 1925 lovael vwhile specalel expendituryes wore culbt sharply.
Total disbursenents were only slightly highexr than in 1925, A
surplus of over $62,000,000 on current sccount gave funds 0 mest
all cepital and speclsl expenditure and left $27,706,000 for
applice tion townyd rednoling the national debie.

The sbtundent funds recelved by the government brought
renewed demands for lessened taxption to which the government
agreed, The income tax was reduced all along the line, the re»
ductions to apply to payments on the 1925 incomese <The stamp taxes
were abolished while a number of items were placed on the list of
oxemptions fxom the Sal es tax and the rebturn o Penny losiage was

ennounced. A geneval reductlon In the tariff on sutomobiles and
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and & modiflcation of other schedules was included but the entire
budget was rather left in the air without Roynl assent when Par-
liament was dlssolved on July 2nd. Howover the various changes
wsré passed when the elsction was declided.

The marked activity t1m+% began to charactorize busincss
and the swelling exbernal trade found all revemues nizghel. The
mo st potwerthy feeture wﬁ:s the decided increase In customs duties
due partly to move txade but in o far laorxser part on the tight-
ening up of cumstem's regulatims which followed in the wake of
the Customs Inquiry. The mwasipts from customs were $14,000,000
‘wreater than in 1926 while excise taxes brought in 548,515,000
sis millions more than in the praviouns year. \Var taX ryevenue
was prectically the same as in '26 largely beeanse of a $7,000,000
fncrease in recelipbs of sales, transportation and other sush taxes
Whiah balanced s similar decrease in the income bax. Total oxr-
divary revenuss were up to the 400,000,000 level agenin, the fourth
time In the Dominlon's history to thet tims in which this level
was reacheds

Current exponditures werve slightly lowsy dus to lowey
interest charges and a decrease in the amount expended on publie
wrks. On the ordine xy account & surplus of $81,000,000 was re-
corded which fully covered &ll other digbursements and still left
$41,000,000 by which the public deblt was diminished.

The 1927 budget announced seversl reductions in taxation.
The income tax was cut by 10%, the sales tax by 20% while other

excise items were veduceds No tariff changes were brought down
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since the newly fomed Teriff Board had not as yebt resched the
conclusion of thelr inqulries.

Ti’za high tide of industrial and general economic activity
that movked 1928 found Ffederal rovenues swelling also. Custemls
end exelise dubies were both larger than in the previons year, the
formeyr mors than 3.6‘?2 higher, the latter almost 207 higher. Wary
tax rﬁvéﬁue:% largely because of the redn e‘éiaxls in the ssles taxe.
In the account which groups the sales, chegquwe anl other minor
taxes theye was a reduction of $15,000,000. The rise in natioml
prospe vity was reflescted in the income tax fét’ﬂ.éﬁs which ﬁespi%e
the out of 10% in rabe brought in $9,000,000 more than in the
proceding year. Total taxation receipts were 364,705,803 while
total revenue was $429,642,000,

The strings on the federal purse wore loosened a bit in
the face of universal proepevity so that $336,167,000 were spent
on the Consolidated Fund Account. A groater sum was spent in
penslons snd the public works account shows a slight increase. 4
surplus of $93% million on the Consolidated Fund was applied to
other expenditures whiech emounted to approximately 23%,000,000,
whille the net debt was reduced by fifty million dollevrs.

PTax changes In the 1925 Budget included & iurbther decrease
of 10% in the income tax, a genersl cut of 257 in tha sales tax o
and an inorvsase In the exemptions under the income tax. Many
chankes were made In the tariff schedules in consecuence of the
decisions of the Advisory Board on Tariffs.

The Tiscal year 1929 saw the lavgest amound of yevenue
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in the history of the nation entering the federal coffers. A4
grand total of $460,157,000 was racsive&, more than the total-
raceived in the fivet 22 years of the Dominilon's carescr cus tomg
duties reached $187,206,000, a larger than total recoipts in any
vear up W 1917. Exeise returns were higher by more than 10% butb
war taxes contributed less timn in 1928. The inc me tax gave
slightly highe r recelpts but the sales tax agein fell off so that
a decrease of $5,000,000 was vecordsd in war tax vevenuess The
buoyent revenuss almost $100,000,000 mors than was spent ensbled

the government to meet all disbuwsenents which in the total amounted

[

to $388,805,000 and as well to veduce the net debt by more than
371 million,
This was the largest ever wmade, bringing the net deht
to $2,225,504,000 in 1929 as compaved to $2,45%,776,000 in 192%.
In this 6 year pericd the total reductions amounted to $228,000,000,
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CHAPTER VI,

The economlic reaction waich followed the boom of 1928-29
was marked by wider extent and desper Intens#ly during 1930,31
snd %2, All the charactervistics of an acute depression wsre pre-
sent, falling commod ity and securlity prices, "over-productlon,
declining imports and exports and wide-spread unemployment.
Indexes of different business and industrial activities show
g steep declines resching the lowest levelin the flvrst qusrbter
of 1933, Fyom May of thst year there was a general upswing which
racovered by the end of 19%4 s considerable portion of the ground
lost in the years previous to 1933,

The first yeaxr of the depression was Teabured by a
calandtous dekline in the price of wheabt, and a considerable de-
moregl izgtion in newsprint, which are commonly supposed 1o he
the cormnerstones of Cananda's prosperity. The world wide drop
in wheat prices was a considerable hardship t0 the weastern farmer
and the presence of a huge yilsldfor which therve was little demand
even at the low prices promised to constitute a reasl problem.

The other primsry industries suffered from similar csuses anl began a
deéline that rendered th» conditions of those people depsndent on
them ever more serious as time went one. All forms of industrial
activity suffered in like manner the volume of manufacturing fall-
ing considerably below the 1929 level. Buildling and construction
foll off to approximately the 1928 level. Adding to the numbsy

of unemployed which was already swollen by the shut-down or reached
out put of many plants. Logging, especially, reported less than
half the employment of November 1929 for the same month in 1930
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The index of employment compiled by the Dominion Bureau of Stat-
isties shows a dyop from 119~0 in 1929 to 113 in 1930.

The large number unemployed and the restriction that low
prices laid on production ceused a deocline of 187 in the net
purchasing power of the country, the per capita figure dropping
from $607 to $500. 'The decrsase in purchasing power was t00 pre-
clpitous for prices to match it, whdssale prices falling by about
9% while retail prices (ineluding rents and costs of services)
fell by an almost negliglible amouut .

Imports due to lower prices: decreased volume further re-
stricted by stiff tariff increases fell off in 1930, the total
value for the year emding March 31, 1931, being {906 million,

a decline of over 25% from the previous year. B&Exports were down
29% in the same period lavgely hecause of the reducod volume
of wheat exporbs. An analysis of the trade reburns reveals a
decline of only 1%% in volume of sxpa:é'ts and a8 16% decline in
volume of imports as comIared to the dvop in tobasl walue for the
tWo yeoars.

The depression became more acute in 1931, the trend of
all activities being definitely down. The physical volume of
business which 1s perhaps the best measure of prosperity reveals
a drop by the end of the year of 14% from the long run trend.
(1919-1935 by Bureau of Statisties). Agricultural production
was much lower then even the law yields of 1930 due an extended
period of drasught throughout Cgnadss The serious effect on the
farmer's purchasing power is to be seen from the gross agricult-

ural revenue estimate made by the Finanelal Post Business Year Book
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vhich indicates a 407 decline fyom the 1929 level,

The physical volume of mamfacturing fell below the 19370
level, and only slightly exceeded the 1925 figurs. The decrsased
volume with lower vholsale and retail commod ity prices meant s
considerable deecl ine in the value of manufactures which wrought
a corvesponding decline in the wvalue of the net naotiomal product-
lon which fell to $4,000 million compared to $5,150 in 1930 and
$6,072 in 1929, This estimate 1s the basis on which purchasing
power is estimated the decline per capita being 24%. The spread
betwsenn prices and purchasing powsr was incrocased since wholesale
prices fell by only 16% while %he retall index refevved L0 above
fell by 10%.

External trade data veveal a further decline in total trade
smounting to $560,000,000 to which imports contriluted a drop
of $328 million and exports a dyop of 232 millions. (fiscal year
19%2) The sharp upward revision of the tariff was an important
factor in redueing import totals while the world wide extent of
the depreassion accounted for a decline in exports.

The year 1932 was the worst experienced by Canada in many
years. The general picture may be summed up by the estimate of
" the Bureau of Stat istics vwhich places the decline In the gensral
level of productively thronghout the Dominion at 20%. The decline
in preductivily varied greatly between various provinces and
industrial md finencial groups. Manufacturing which accounted
for 53% of the totel productivily was down 24%, newprint production
foll by 11%, wheat four pmwduction fell 10%, automobiles 26%,
pig iron 69% and steel 51%.
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The list of recessions from the 1931 level also Includes
gross agricultural rovenus vwhich fell hy 9%, buil@ing and con=-
struction car-loadings etc. The mcord of the ywar is one of
decline in some cases precipitous from the already low levels
of 1931,

. Prices had voturned to the pre~war level, the wholesale
index dropping to 66.7 (1926-100) about 7% lowsr than in the pre-
ceading year. The retail index indicates a decline of 9% com~
pared with a decline of approximately 20% in purchasing power
which was $3%24. per capita. The declime in prices and less
purchasing power found imports and exports 257 lower in the
aggregalto.

?hs‘absolute low of the depression was r-ached in the
opening months of 1953 when almost all indexes on a monthly
basis reveal the greatest diviation from the nowmal trend of
business. Seversal factors combined to bring about the decided
reversal of the trend of the previous three ycars. A substantial
Increase in industrial employment which occourred with increasing
veloclty thragh the last three quarters of the year and an im-
provement in asgriculturel prices which benefitted «ll areas having
crops Tor sale were the main influences causing the upswing, both
ris ng from the New Deal in the UeS.4. and apparent higher sales
as result of Ottawa Conference. The favorable cfcp of 1932 was
probably a contributing factor also.

The recovory pervaded the entire field of activity in
Cannda, the price improvement gi&ig s favorable impitus t0 general

business. The wholesale price index rose slightly, retall prices
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howevery wexe still lowwr, but tended to improve late in the yeare.
A feature of the year was the very large voluwme of Christmas trade
as compared to the total of the previous years.

Marmifscturing from the extremely low levels of the filrst -
months of the year, in February the index of volume stood at 58.7
(1926-100) mse s0 rapldly after that month thot by September
it stood at 97.0. The average for the year was shout 8¢ higher
than In 3.932,; e primaxy Industries had & very smll shave in
the improvement. & vertual orop failure throughout Western Cgn-
ada snd veyy depressed conditlons in the "Capital™ goods indust-
riss such as cmstrwmetion, rallwsy,rolling.stock etc, were un-~
favorable features of the year. Ihe nebt pational productlon was
down slightly to $3,3%60 millions.

Trade figures fe fleect the upswing in business, both imporis
and exporbts recording gains, ln the latter a very substantial one.
Imports in the year ending March 1934 were up to 433,798,000 com-
pared to $406,3%8%,000 in the year previous. LExports were 20%
higher than in 1932 reaching $585,654,000,.

The most impressive evidence of the continued impravemeﬁt
in Canadian business during 1934 1s shown by the 197 increase in
the national income as estinated by the Financlal Post Year Booke.
Incraased manuf&ci:ﬁring out put, higher farm pricos end enlarged
fowign tvade were the leading contribubting factors to the modsrate
but sustained advance.

The physical volume of business was 189 abow the 1933
level while industrial activity averaged a 15% gein. Mamfacturing
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led in this general improvement with the so called "durgbls" or
"Capite 1" goods industries featuring the advance. Construction
gained almost 30% but was still substantially below the pre-
depression lsvel.

Prices were higher both vholssale and re%:ail indexes
showing rises. A most hopeful sign of prosperity wes the closer
correspondence of these prices and also éi‘ those of raw malteriasls
and manufactured goods.

The pronounced gain in external trade in 1934 with 28%
larger import total and 237 larger export total reflects the
imrsasing confidence in the mowement toward prosperity. Trade
with the ZEmpire counntries was laz*gér and tlﬁat with ft;reign nationsg
was 8lso lncreased.

The trend of sconomic conditions continued irvegularly
upward in 1935 with the "durable" goods industries agaia the
feature in an incrased industrisl sutput. Lhe level of bus iness
ope rations was still below the 1929 level but the index of phys-
ical volume shows a galn to s position above the 1926 figure.

That conditions were still abnormal ig 10 be seen in the large
numbe r of unemployed, many idle plants end s largoer number operat-

ing much below capacity.
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The bulget of 1929, presented in April of that year belongs
t0o the preceding group of yeawrs in that 1t SBontemplated & conting
uvance of the bhoom. With this in mind the Minlster of Finanece snn-
ounced the sholition of various "nuisance" taxes, such as that on
cablegrams, Insurance,premiums and sleeping car ticlke ts, and of
more importance a mjor reduction of one third in the sales tax.
The returms fron taxation wers of course influenced greatly by
the crisgis and its affer sffects which introduced the opening
stages of the depression late in 1929. 1t must be observed that
the fiscal year 193%0 yuns from April 1s%,1929 to March 3lst,1930
and it therefore was a ysar of hall-prosperity and half reactlon.

Revenues present no oubtstand Ing changes in 1930 aside
from o decline in total recoipts to $445,916,000.

The cut in the sales %ax snd the wedusced volume of business
in the wintexr of 1929-%0 found receipts from this soures approxi-
mately one thixd below the 1929 totel and due (o its large part it
plays in war tax revenues a dedline of seleven million dollars in
tWs account,. Lower ylelds from both customs and excise dutlies
were & natuml result of the lower volume of trede and business
that marked the last half of the fiscal yeare Total veceipts
amounted to very nearly 450, millions or $43%.69 per capita of which
over $37 was derived from texation.

All exmnditures wexe still the subject of close scouting
due t0 an exmwessed desir of the Minister of Finm ece that Ugnads
"live within her incoms" s0 that maturing debt could be vetived

and further reductions effected in taxation. The continual expension
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throughout the fivst hsglf of the fiscal year ard the fact that es~
timtes were subject to consideration with a continued boom as

a basic assumption meant thal extensive redustion in outlays was
very improbable. Ordinaxy expendltures were restricted to the
extent that they were lncreased by only $7 million above the
previous year's total, a very commendable feature In the light

of the hysteria of the hoom period. Capital outlays amoujted to
$22,561,000 slightly less than the 1929 figure:. The decreass was
in large part dw 0 a cub of ften million dollars in the publie
works aceount. "Other" expenditures were hlgher due t0 an increase
of 8 millions In "other chmrges! in which sccount unemployment
relief and farm wlisef costs ave placed.

Total expenditure during the yenr amounted to $3%98 million
being Slightly highexr then in 1929. This total includes sn advance
to reilways of slmost §$2% millions over which the govemment has
1ittle contyvol., On a pér capita basis ordinsxyy expenditure al
$35.,06 was almost the same as the 1929 total while total disburse-
ments were about 22 cents per psrson largsr at $39.01.

The net debt was reduced by $47,740,000 which represented
the net swrplus of total receipts over total disbursements, contin-
uing the decreases thet had been made in sach year since 1924.

The sucgess of the ~pay-as-you-go policy and very natursl
underestimtion of the pre'béﬁe extent of the economic reaction
induced the Minister of Finance to snnounce a further reduction
in taxation in presenting his 1930 budget. The sales tax was cut

grom 2 to 1% while the income tax was veduced by increased exemptions
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allowed on govermment anml like anmuities amd by extension of
exemptions to certain dependent rvelatives. The hudget‘alas apnounced
some minoy tariff veductions bubt the year was umusual in that there
wes & second tariff revislon at a special session in September of -
the yeare &% this sessian the anti-dumping clauses were re-written
ar a general incroases wers made in the duties on a wide range

of goodsse

The ontstanding featwre of federal finance in 1931 was
the decline of $90,000,000 in ordinayy receipts. +he universal
downwa xd trend was the mein cause of this disastrous drop but
the evil sffects as far as government revenue was concerxned were
nmagnified by the reduetlon in taxatlon and a combination of stlfd
tariffs and reduced purchasing power which cut impo rts. rBy three
| am me-quarter million dollars. The serious falling off in ve-
venue was due to decreased receipts on all sccounts with custom's
execlse and war-vevenues leading in the fall. Custons were off
$8 million, excise foll 8 millions while the reduced sales tax
was responsible for a fall of 24 millions in war-tax revenues in
spite of a slight inorease in Income tax returns.

The restriction on expenditure went by the Boaxds as the
government trisd to stan the falling tide of economic activity.
Almost every oxdinary sccount was lavger than in 1930 with pensions
public works and provincial subsidies vewealing ma Jor incresases.
The Tirst tw were to a large extent part of the governments attempt
to alleviate the first pangs of the depression among the psople,

more than $15,000,000 being spent on these accomwntse.
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To the 31 million increase In curvent expenditures there
was added an increase of b million on capitwl account asgain largely
for public works. The programme of building was intended as a sop
t0 the ever-mounting waye of unemployment and further relieve
appeared in The "special" account which weve 16 millions higher.
Totel disbursements were $40 million as compared to total receipts
of $356 millions leaving a deficit on ordinary account the first
since 1897 of §33 and on the year's total eperations of almost
$84 million., This latter amount was added to tle national debt,
the fimt of a risging tide of such additions.

The disastrous drop in receipts compelled a definite in-
crease in taxation in the 1931 Budget. The sales tax was raised
from 1 to 4 peyr cent whils the tax~free limit on cheques, money
. orders etc. was reduced from $10 to $5. A special emcise tax of
1 por cent was imposed on importations and the bariff schedule
was given another upward revi sion.

The deepening intensidy of the depression through the
fiscal year 1952 resulied In az;,sﬂmx* drop in receipts despite
the heavier taxation Ilnposeds The decline in receipts was however
mach smlley tlan In the previous year being less than $20,000,000
below the 1931 retwns. The three psr cent incresse In the sales
tax more than doubled the amount rece ived in 1931 and did this
in spite of a drastic fall in the volume of business. The income
tax vecelpts reflected the lower national income by falling off
by $10 million. Customs duties continued to fall, paralleling the
reduced volums ani value of imports while excise baxes suffered

heavily from the decline in trade showing o 16% fall.
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Despite the marked reduction in income the government was
fuced with heavy obligntions many of which were "uncontrollable.
Others were practlieally so In view of the conditions prevailing,
leaving only a very anall portion of the eurvent and even of the
total expendl tuw open t0 the practice of econonys

The ordinary account was freed frun the heavy burdsn of
vell of charges by tl» assigoment of such ontlays to a "special®
account . With this burdensome chorge removed the llinister of
Finance was abhle 1t snnounce thab expendliture on the Consolidated
Fund had been reduced by $14,000,000 mainly by eutting expenditure
on public works. The total oxdinary outlay amonnted to $35.73
for every person in the Dominion. A

The various "capital" accounts weve cut by mors than $11,
000,000. A dxop of 33 per cent from the pwvious ywar. the poliey
of cutting all reliel expenditure In the "emergeney" class and the
necegslity of freeing as large a portion of the rsceipls as péssible
for meting swh needs found all the "eapital' outlays lower for
the yeare

Special expenditure, minly for farma and unenployment re-
lief, was more than tripled, taking 555,384,000 or shout 1/8 of
the totsl disbursements. The latber amounted to appro xﬁ.mai;ely'
$451,000,000, necessitating further loans 0 maoke up the deficit
of $114,000,000 which was added to the national debte

The ever mounting charges on the federal purse compelled -
the increase of taxes In existence and the re-enaction of some of

the war-taxes. Tickets and notes, cheques, money orders etc. wWere
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again taxed and the sales tax was boosted 50% and & numbexr of
commodities were removed from the exempt list. The speeclal excise
duty on dmporis was tripled and the Incame Hax made heavier by
repeal sxemptions and special surcharges,

Since the fiscal year from April lst to March 31st that
of 1933 encompassed the very worst period excerienced in Canada
during the depression. “he genernl declines in all forms of bus-
iness, tmde and industyy wers reflecied by a sbayp folling eff in
rece ipte of the federal gvernment. Custons duties were 33 per
aent 1{3&7@?, exclse dutbtlies weve 235 pey cent lower and a calamitous
fall in mweeipts was prevented only because the ssles tax pro-
dnced $15 millions more than in 19%32. The income tax gave slightly
high%r votuwns but the drying up of the incone from customs caused
a fall of total reselpbs to #3111 million, less than was reoceived
in any of fourteen years preceding 1933,

Striet eecwonmy was still the polley as regards ordinary
outlay whidh waseggain out, +this time by $1% million despite a
increase of over 10% in the largest item, interest charges which
took nearly 38 per cent of total current expenditure. On the
Consolidated Pund account there was another deficit this time
of 47 mill‘ioz‘zs‘,

Capital sxpenditures were cut to the bone, amounting dur-
ing the year o only %84 million. Other expenditure was however
fully able to satisfy any desires of spendbthrift members, outlay
on this aceount very nesyly doubling the previous year's total.
Total expnditure exceeded $530 million, a record high but for the
war and Inflation years of 1918,19, 20. The nstional debt was
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increased to cover the deficit of $220,634,654, which indicated an
expenditure by the government of $1.41 for every $1 recslived.

In April 1933 exempbtions were reduced amd rates Increassd
in the income tax. The sales tax was loeft at 6 peyr cent but the
oxempt and partly exenpt lists were revised with a view to addit-
ionsl revenue. The various war-taxes wers increased as to rates
and execlse dutles were sililsrly treated. The wholo objeect of the
budget was to strike a balance bebtwean so called "ordinary" income
and expsnditure and i;réa:ﬁing as esmergeney expenditure relief and
like charges.

The federal wevenuss in 1934 benefitted by the upswing that
began in 1933 although further declines were experienced in custonms
and exclse dwies. The cmtinuéﬁ buoyant returns from the sales
tax featured the ysayr, increases 1n thils accmnt and in other less-
gy way taxas aseeunﬁing'fer a %24,900,0&& ineresase in war~tax ye-
venues. Total recelpts recoversed to §324,471,000 a hopeful sign
of hetter times for the hard pressed fedaral treesurys

Salary redwtions and a general curtailment of expénditures
found ordinsry expenses redussed by 58 million from the previous
year!s totale. Capital outlays were almost negligible bub almost
$102,000,000 was spent for unemployment relief and other specilal
charges. Another large deflicit was inevitable but some optimism
could be felt In view of the fact that the insrease in the national
debt was only slightly over helf that of 1933.

The budget presented in 1933 announced some minor changes

in the tax structure. The emoise tax on sugar imposed in 1933
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was reducad by 1¢ per pound and some minoy chenges were made in
gxolse duties. & proposed levy on the gold producers was finally

eng etad later in the year.
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CHAPTER VII.

The Volume of Texation in Cenada.

The chart indicates the btrend of the volume of taxa-
tion in Cemada. The actual yearly dllar totals of taxation arve
inoceurate measnres of the reml volume of texation in that no
allovemcs for chenges in the mumber of people who Jjoin in the pay-
ment of the tax bill. This faclt renlers & yearly couparison by
such totals invalid. Tn addibtion to sllowing for ghanges in the
population, the true volume of taxation, that is the smouut of
purchasing powar tsken from the psople can only be delbermined
when the Lluctuvations in i;h.é price level gre eliminated. The
method of arvlving &t the indsex glven as the volume of fedexal
taxation in Canada wes &s follows: (1) The erude Pigures as given
by the Buraan of Statistics were modified by allowinz for popu~
lation chenges as estimeted by the Bureau of Statistics forx each
yvear since 1867. (2) the per capita figure was then modified by
aliminating fluctuations in the price level. This .’iatte:r modl~
fication was bassd on 8 5 year moving average of the wholesale
price Index made by Prof. Michell, brought up to date. The year
1900 was taken as bass die o its central position in the time
poriod.

The three inlexss vaxy widely in level and are less
clogely coxordinated as to fluctuatlions. The opening decade in
which taxation totals soaréd far beyond any comparable changs in

population or prices. Fyom 1903 to 1910 both pepulation and prices
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were yising at almost the same rate as taxation and tending
t0 keeop the per capita real burden down. The three pre-war years
however Found the cruds total veaching new heights evoxry year and
even the large increase in population and an decrsase of over
30 per cent in the value of the dollaxr couldn't prevent & rapid
rise in the real volums of taxation. By 1913 each psrson in Can~
ada had to contribute $1.80 o the federal government l{or every
$1s00 conbributed in 1900,

The war period 1914 -~ 18 is revsaled as the period of the
smallest wvolume tax recelpis sinca the early part of the 20th
cantury. All thres indexes show the heavy decline in government
income in 1915 and the recevery alflter that ysare. The index of
the ceyude total indicutes & decline of almost 33 pey cent from
1913 t0 1915 but the increase in population reduced the volume
to only 25% additimel for each person. When we allow for price
changes wWe see the rveal condition that emisted. The shayp Increase
in in@ 88 after the outbreak of the war meant that each person was
paying the government in dellaré that were only worth abous 80¢
as compared to 191% and worth only 62¢ as compared to 1900 Gollars.
Due to these factovs The per capibta volume of purchasing power baken
by the govemment in the first year of the war was only slightly
larger tlan the amount taken In 1900, This rather asnowmolous h
cond tion of affalrs in a time of heavy drain on the exchequar
was nob corrected until itwo years after the closs of hostetlles.

The method of financing the war is reavled by the adjustment
of the per capiie volume of taxation. Rather than impose taxatigﬁ
conmnensurate with the meeds of the time and the ability of the peso-
ple to pay (which will be considered below) the policy was to
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make succeding generatioms bear the 90% of the burden by selling
huge bond issues. The complacency engendered in the hearis of
the financial lsaders at the success of thelr loan policy was
unclouded by any thought as to the serious burden lald dn the
fature when the loans iInfTlated war dollars would have te be
vepald in deflated psace dollays. It was suggested during the
war amd the suggestion supported sinee that a eapital- levy should
have been mnde on the vast and easy scoumulations of weslth maﬂ&r
by quite a few Canadians 1In these ysarsg.

In the seven yeavs 191521 $1, 489,699,%16 was received
from taxation and $1,490,510,948 spent on the Consolidated Fund.
This left out over $284,000,000 of capital expenditure and ob~
viously there was apgaréntly ne revenus avallable Trom taxation
t0 mpet war costs. The British Goveroment had 267 of thely war
axpenditure out of btaxation in war years while iIn Cunads 1t has
been estimated 10% of costs ¢f war weve paid during the hosti-
lities. Such & payment l1s ind icated by analysis of %he National
debt though not apparent from the published public accounts as
we have seen nbove. The total costs of the war sml demobili-
zotiom as given in the Camds Year Book of 1929 were $1,696,277,699.
In 1913 the net debt stood at $314,301,625 in (1920 it stood at
%2,248,868,624) on inorease of (1919 it stood at $1,574,531,033%)
spproximately $1,260,000 or approximstely 20% of the total war
costse The post war period iz marked by wide influciustions in
the various taxation indexes. The index of erude btotals in 1921

resched a peak of 970 as compared with 350 in 1913 and 100 im 1900.
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The snormous increass in the number of dollars taken yearly in
taxes in 1919-20-21 while population was inercasing by .appéaici-
mately only 2 to 247 year, meant a sharp upswing in the per capita
payments t0 almost 6 times the 1900 figure. The loss of purchas-
ing power to the tax-payer and ineidentally t}zé gain of it %0 the
government was minimized grestly due te the Inflation of post-
war years. The real volume of taxation 4id howover increase rap-
idly being In 1921, 4% gresier than 1913 and 260% groater than -
in 1900, 'That 1s everyone in Canada paid $2.60 in 1921 Por svery
$100 paid in texes in 1900.

The first post was depression deflated the dollay ds well
as deflating the numbe r of dollars rveeelved in taxes by the trea-
surys. As a msult all three #ndexes show & dryop with é;zie real
volume of taxatlon flucituating to a lesser degree than either the
crude or per ecapita totasls The growing prosperity that enmled in the
hoom of 1928-29 resulted in much larger returns from taxation N
which were further increased by higher taxation. The desire %o
rotire a substantial portion of the natl onal debt wes resson en-
ough for the slow ré&aa ﬁ-sn, when crys for lower taxation. The
continued high rates of texation with a slowly increasing pop-
unlation snd a gteadlly declining price level meant & éé‘ea‘tar smount
of purchasing power was taken by the government. The reverse ja
goonomle activity in 192425 sharply reduced the real volume of
taxation in those years but after that time the hWearly larger

volums was tho cases.
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The depression beginning in 1930 became more snd more
intense through '31 and Y32 caused a precipitous fall in the
number of dollars collected by Ottaws. From the level of
1020 the index fell to 670 in 1933 with & slight rise to 710
in 1934, The sharp faelling of{ in govermment revenues brought
a drop of 40% in the per capiba Index since population from
1930-34 increassd by only 5%. The continued decline in the price
level vhich was accentusted by the depression desreased the malfk
volume of tax payments to approximate $2.70 per person in 193%2-33
as compared 1o 83.3%8 per person in 1928-29. Heavier taxation and
s decrease in the valae 'af %}:‘:e dollar found the volume pey person
in Al?:’bé& badt up to $2,80 an inerease of 180% over the volume in
1900, | |

The Sources of Federal Taxation in Caneds.

| Chart III shows the varlons sources of federal funds
according to the different accounts kept as Consolidate Fund
Receipts. Some ldea of the velative importance of the different
taxes is to be had from a comparison of the amounts each con-
tributes. The trend of the recelpts from i}h@ dffersnt sources
in gselected years since Confederation also reveals the growth of
a better fisosl polisy especially since the outbreak of the
Great War,

Customs revenues have always played a mejor rols in

Canada's federal incomes Such duties with
up $0 1915 slmost the whols of the Dominion's revenves. From
1868 to 1918 the import duties gave from 72-80% in total taxation

rovenuwes. Since 1918 the porcentage of customs of total taxation
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has varied from 33% 1918-22 to 40-47%, 1927-30 with a drop to
24% in 1934,

Bxcise duties are another time-honored source of funds
though they play o smaller pert than do oustoms duties. In 1868
26% of total tax reoce ipbs were gathsred Iwom thig seurcee. In the
sourse of years the exei.;.e duties have gradually become less
important contilbuting in 1927 14% of total tax revenue and in
1934 15%»

The unpmecedented rise in expenidtiives due to the war
vesulted in the imposition of the "war taxes" in 1915,16,17.
The move important of these ars the ﬁt!mamev tax and the sales tax,
war tax roevemes im the total have tsken over a leading plsce in
Tadersl reoeeipts since their imposition as the chart indicates.
Although they weve emacted far o0 late to meet the war coasts in
the period of warfare they mark the emergence from a primitive
finans ial era of sole dependence on "indireet" taxes as more
enlightened period were "direct" taxes had a place in the Tevenue
system. #As a group the se taxes contributed rapidly increasing
smounts to the btreasury until in 1921, over 45% of total tax rve-
ceipts were derived fyom these texes. The abolition of the bus-
iness profits tax and of obther of the minor taxes reduced the
revenues slightly after 1924 but the importent plsce it holds in
the federal system is se¢en in the facet that this source alone has
brought in larger revenues since the dspression began in 1930.
In 1934 War-tex revonues sccounted for 63% of all federal tax

I8 Ve NS Se
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The ,~ inec ome tax is the most important of the war-taxes.
The valus of such a tax has been fully demonstrated sinee its im-
posit ion the only regret heing that it was not applied much earlierx
in the Dominlion's histoxy. IFull frultion of the incoms tax was
reached by 1922 when $78,684,000 was received from It. The rates
were roduced in the course of the following & years and as a con-
sequence the revenues from it were lowaer. In 1930 however highey
rates brought incressed yeturns s0 that with further increases
the incoms tax brmght in 22% of all taxation proceceds in 1934,

The Sgles tax has been subject to drastic Inecroases and
decresses since 1t was flrst imposeds Despite early complenitus
it has boeen of great ald in the post war years. One of its foa~
tures that has mde it valuable is its flexibility as an income
producsys

Merits of Federal Taxes,

The aisgtoms btariff has been a well nigh universal source
of incoms to nat ional govermmenbts but expereince has repeatedly
ghown that it should by no means be the sole or even the maln
gource. Iits elasticity makes i1t most unrsliable elther in perl ods
of prosperity, of depression or of war. For example in the decade
preceding 19213 a perod of very larsge fomwign borvowings i‘eeeipts
from Canadian customs taxes rose from $40., milli:n to $112 Million,
This sudden ascquisition of income was to a large degrce responsible
for the undescrinminating expenditure characteristic of that period
In so far as the collsction of such taxatlion increased the price

of imports it was in effect living out of capital since the impris
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taxed rvesulted from foresign capitel borrowingss “ith the out~
break of the war came curballment oc consumption, restrioction
of 2ll twmde and a falling off of foywign borrowing and in spite
of rising prices custons revemues fell to $76 nillion in 1915,
War inflated prices wdth stiffer retes brought a Encrease to
$16% millions, ag:in to Mm1W to $106 million in the post war
@#ollepse of 1921,

Suming up it may bs sald the customs tayriff has con-
sistently wmised o substantial but unstabls vevonme. "Redundancy
of yavenue in tl.w of comrerycial and Industrisl actlvity end
ingufficiency and &nstability of revemue In tine of stress and
depression iIn peace it bheas chown itself uncertain and fluetuating
wlth every ocrisis and even with changes in poulicles and condiblons
in forign nations, in times @:&gms}}exity foreing embarrassing |
surp luses on the country leading to extravagsnce in sxpenditure
and speculstion, In adyversity it hes left the Treasury empty
necessitating the lavish uso of public eredit.” In those words
HeFo Honie sume up his discussion of the adgquecy of the customs
revenues in the United States in various perlods, In addition
to thelr fallings as atove, the rezressive nabure of such taxes
and the fact that they tend to take mow monuoy frou the tag-
payaer than they contribute to the " reasury make them especially
insdequate as g maln source of incoms.

The excisoe taxes emphasize the regressive tandeney in
onr Dominlon texation but furnishing as they do & substantisl

ammual wmvenue, they arve from a fiscal polt of viow a satisfactory

1. Bources and Relntive Mo s oF Tederal Hovenuss, N.H. J566057,
Canadian Boonomic Egsays, Vol. II, page 55.
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source of revenue. Both eﬁstems and excise have much
to disoredit them but they have ylelded large amounts of revenue
with & minimum of trouble and expense and as well it is desirable
t0 have a cartaln amount of taxatlon Hlling on incomes fto small
to be reached by a direct tax. '

The income tax in its ethical aspects needs no pustif-
ication, It is f;,lfémly entrenched in almost every national tex
system and is universally conceded t0o be one of the Ilairyest
and most equitable means of raising revenues Its progressive
robes sonter-act to some extent the regressiwve clnyooteristics
of almost all the othey taxes in our federal system. As well it
glves a degree of flexibility to the system which 1s of major
importence in meeting fluetuations in business aectivity. Its
value in the Cgnadlan system is espscially established by the
strong support it has given the Treasury sines the crash of 1929

The sales tax is the only other largs contributor to
goveyament revenues which is discredited by its regressive char-
acter. With properly sstablished exemption lists thils tax ean
be made a fairly equitable and very valuable source of revenus
since its mature lemds it to the produch.

The Burden of Taxations

A really aconrate pleture of the real burden of federal
taxation in Camda cen only be approximateds \Vhat it actually
costs the citizens of Canada to pay thelr yearly tax bills csn only
be detersined when we relate the size of the federal tax bill to
the size of the average citizen yeaYlye Income Debermination of

this latter figure is quise di ffésults An estimate of the net



BURDEN OF TAXATION IN GANADA

PER CAPITA
Taxation ss

National - Taxsation ' % of National
Incoms Income
1871 ~$1§0;06 g&,éa S ESé%
81 | 1595 554 | 3e6
91 167 6.25 3s7
1901 214, Tel9 %4
1911 526, 12431 349
1920 649, %4431 5e3
21 478 41,96 8.8
29 502, 35,87 fs1
23 521, 37.24 762
24 - 570 37,38 73
25 556 31,63 | 547
26 596, 34.66 548
a7 635, 35,98 | 5a7
28 646 37.09 547
29 607 3949 645
30 505 37409 702
31 384, 28455 o5
32 324, 26,18 81
33 335, 23,81 7.2

34 369, 25407 6.8



Paga 730

national income has been made by the Bureau of Statistics since
1919 and from this the average psr capita income is deferminable f
for our purposes. The tabtle below éh@ws the net national income:
the per caplte natiomal incamg or purchasing power; the per capita
federal tax bill and ths per éazﬂ:age, the latter represents the
averege per capita inoae« The estimate for the years 1871,81,91,
01,11, is based on data of production given in the ;Ei'tatistical
survey of Camda in the 1934 Canads Yesry Books

The influence of 1;::;:*5;03 changos is only of importanse
whan cempag.’igmé of actunl amounts between different yesars im
concerned. For our purmses puee changes are not relevant
since the rslstive proportions of the purchasing power taken
in sach year by federsl taxes is sought. Such proportions are
compa Yable from yeay to year since price changes do not affect
the yeaxly proportlions used for comparisons.

Fedoral Government Bxpenditmres in Carnds.

Chart Numbéyr II shows the indsg#t of federal "ordinary®
expenditures (exclud ing Pest Office) from 1900 to 1934 and com=
pares the crnde index with the per capita index and the per eapita
index modified to eliminmte price changes. A1l indexes have
1200~100,

| In the periocd since the turn of the century the value-
of modifying our corude data to ronder it momw intelligible as quite
obwions. This period mey also be divided in two or three sections.
The fimt encompassing expansion of ordinary expenditurse to 1915
and secondly the phenomensl inersasse during and in the years follow-

ing the Great War. The index of the crude totals reveals these
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two periods distinetly but for acourate comparnble facis the
modification to & psr capits bases must be made and also the
fu rther modification reference t0 consgitant monetary unit.

The expansion of the opening years of the contmry
resulted in a discarding of the siringent esconomies that the
-depression of the 90%s made necassary. From 1900 to 1914 the
per capita amount spent hy the federal government on ordinary
accoumnt amounted To $1.40 for every dollar spemt in 1900. A
decline In prices in 1908 and another pelod of reactilon In 1910
snd 1911 caused the lesser degree of correlation of the crude
trend and the modified tyend.

In the outbreak of the way all efforts wore turned
towerd wlnning the struggle and in the Tace of huge capltal
outlays ordinary expenditurses were slashed. The fsll in the
valua of the dollar emphasized this tryrend so we £ind ony mod-
ified index showing expenditures per head in 1916 and 1917 and
1818 of spproximately the same amount as in 1900. After the
War was ovar the necessity of rebhabilitation meant larger amounts
had t0 be spent, especially due te the faet the dollay was worth
less than half its value in 1900. The wreal amount spent of fed-
eral current outlsy, by 1923 $2.50 per head for every $1.00 per
head in 1900, The decline in prices after the inflation of 1919
and 1920 devided to vaise the real amount spent but by yearly
reductions in Consolidated Fund Expenditures the amount per person

was roduced to aboubt $2.30 in 1900 dollars. The boom of 28 and '29
and & less careful supervision of accounts brought on a shrp

upward trend which the large ou tlays of the depression tended to
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megnify. From the level of about §2.30 per capite in 1928
or dine ry expenditures resched almost $3.30 per hesd in 1900

| fix_;éme*bary ‘imitsa This 43 pey cent increase In ordinasry expend-

i’c ures meant that the govemment was committed to more than the
outlays thmat were undertsken in 1900

A shoxt exposition of the charges met out of ordinarxy
expenditures and total expenditure will 2id In detemining the
major factos Thehind this 20th centure upward surge of federal
expenditures. The diagram illustried the main itaas of expen~

ditures of the Federal Government for certaln years.



EXPENDI TWRES OF THE FEDERAL GOVIRNMENT

IN MILLIONS OF DOLLARS

Dagbt e

Pengions Public Canals &

Militia

Other Total

Yoar Farm &
Works Rallweys  War etc. Unemploy Excldg.

N o _— ment Relfs PalUs
1870 5.4 .1 o1 24 9.2 17.2
1875  £.8 o1 1e9 8.5 14,1 31e4
1880 8.1 o2 1ol 1044 13.4  32.2
1885 9.8 o1 2.5  16s3 18,0 4647
1890 9.9 .1 5. 9ed 14.3 38,7
1895 10,7 .1 1.8 7.8 18.9  39.3
1900 10,9 ol 343 119 2, 20,7  48.9
1905  1P.9 L1 8.3  19.2 2.6 33,1 The2
1910  13.5 .2 11.8 35,5 549 ALe5 108.2
1915  16.3 N 3003 4946 7069 64.6 232.1
1920 109,  26. 47.8 8449 3970 110.5 765.2
1925 13546 3449 18.0 33,3 19.4 8041 321.3
1928 129.8 39.8 173  17.3 3045 4ad 94.9 346.9
19%  l22.6 40.4 2447 519 %606 38,3 87.0 363,2
19%2  125,6 4847 2344 133 23,1 3647 84,1 416.5
1934  140.6 43.8 154 564 16,8 35,9 120.2 428,17
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Fadsral Expenditumrs 1un compariscon with major Factors
in the Canadisn economys |
The table below indicates current government expendit-~

ures in comparizon with vaelus of field cxopsy National Ineomes

Ord. Expen. Noational Incone Orde Lxpen. as
, , % of Nabls Ingome.

1871 $15,623 (000) $482,000 (000) 342%
1881 25,502 685,000 347
1891 36,343 815,000 465
1901 46,866 1,169,000 Aol
1911 87,774 2,347,000 3.7
1916 . 130,350

1921 361,118, 4,215,000 846
1926 320,660 5,600,000 5.8
1931 389,558 4,000,000 947

19%4 346,648 3,978,000 8.7
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